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UNIVERSAL SERVICE FUND REFORM:
ENSURING A SUSTAINABLE AND
CONNECTED FUTURE FOR NATIVE
COMMUNITIES

THURSDAY, JUNE 7, 2012

U.S. SENATE,
COMMITTEE ON INDIAN AFFAIRS,
Washington, DC.

The Committee met, pursuant to notice, at 2:15 p.m. in room
628, Dirksen Senate Office Building, Hon. Daniel K. Akaka,
Chairman of the Committee, presiding.

OPENING STATEMENT OF HON. DANIEL K. AKAKA,
U.S. SENATOR FROM HAWAII

The CHAIRMAN. This Committee will come to order.

Aloha and welcome, everyone, to the Committee’s oversight hear-
ing on Universal Service Fund Reform and its impact on Native
Communities.

Native communities suffer from the poorest access to tele-
communication services in the Country which impacts their health,
safety, education and potential for economic development. More
than 90 percent of Tribal residents lack access to broadband and
one out of three Tribal residents still lack even basic telephone
service.

Universal service, which has been a core priority of Federal tele-
communications policy since the 1930s, is the primary reason that
Native residents have even limited access to basic services. For
years, these critical funds have provided a lifeline and allowed com-
panies that want to serve Native communities to do so even though
they operate in the highest cost markets in the Country.

The FCC has recently started issuing a number of major reforms
to the modern Universal Service Fund which will have dispropor-
tionate and potentially dangerous impacts on Native communities.
Tribally-owned and operated telecom companies may see as much
as a 33 percent revenue reduction which will mean an initial loss
of over $600,000 annually per company.

For companies that operate on slim margins in high-cost Native
areas, this could mean the end to their business and a major step
back for Native broadband connectivity. Most of the companies that
serve Native residents also borrow significantly from the Rural
Utilities Service, whose administrator we will hear from today.
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USF funds are critical to secure these important capital loans and
their clients’ ability to repay these loans may now be in question.

We will also be hearing today from Tribal leadership and the Na-
tive companies themselves about why these funds are critical to
keeping their business open and growing in their communities. It
is absolutely necessary that the Federal Government honor its
unique relationship with Native communities across the U.S. and
ensure that these companies that provide broadband do not have
to shut their doors.

In most of these communities, these companies are the only ones
available to provide critical services that enable better health care,
education and economic development. And now I would like to call
on our Vice Chair, Senator Barrasso, for his opening statement.

STATEMENT OF HON. JOHN BARRASSO,
U.S. SENATOR FROM WYOMING

Senator BARRASSO. Thank you, Mr. Chairman. Thank you for
holding this hearing. I do appreciate your opening statement. What
you are saying is so very important.

As you know, communications technology has evolved signifi-
cantly over the years, and quick and effective internet access is
vital for many purposes, for commerce large and small, for health
care, for public safety, for weather information, for education, for
news, the list just goes on and on. So the Universal Service Fund
has supported many telecommunication and internet service pro-
viders in serving rural and Indian communities.

The Federal Communications Commission has taken steps to in-
crease the efficiency of that Federal support to expand communica-
tions, to expand internet access. These are very laudable goals. The
Universal Service Fund was developed with Wyoming communities,
including reservations, in mind. I do, however, have some concerns
about how the proposed reforms might affect some rural and Tribal
providers in those communities.

So I have joined several Senators from rural States in urging the
Commission to carefully evaluate the reforms that are being pro-
posed before actually implementing them. So I hope today that we
will hear more about that process and the evaluation that has been
conducted up to date.

So thank you very much, Mr. Chairman.

The CHAIRMAN. Thank you very much, Mr. Vice Chairman
Barrasso.

Now I would like to call on Senator Tom Udall for his opening
statement.

STATEMENT OF HON. TOM UDALL,
U.S. SENATOR FROM NEW MEXICO

Senator UpALL. Chairman Akaka, thank you very much, and
Senator Barrasso, good to be here with you.

Thank you for holding this hearing on an issue of such great im-
portance to Native American and Native Hawaiian communities. |
want to thank you for inviting the RUS administrator and the FCC
commissioner who will be testifying today. Both the FCC and the
RUS have an essential role in tackling the digital divide challenge
on Tribal lands.
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I am especially pleased that we have Secretary Alfred LaPaz
from Mescalero Apache Tribe, and Mr. Godfrey Enjady from the
Mescalero Apache Telecom, here with us today. They are an exam-
ple of a Tribally-owned telecom that is bringing service to people
who otherwise would have no telephone or broadband access. That
is precisely what universal service is for.

Most people probably cannot imagine life without a telephone.
Yet today 30 percent of households in Indian Country do not have
access to basic telephone service.

But statistics do not really have the story. Not having a land line
or cell phone reception can mean the difference between life and
death. Imagine not being able to call an ambulance when you or
a loved one is in medical danger.

Members of this Committee know how essential it is that our Na-
tion’s Tribal lands are not bypassed when broadband networks are
built out across the Nation. I am pleased that FCC Commissioner
Clyburn is paying particular attention to this communications cri-
sis. In fact, all the FCC Commissioners have pledged their support
for addressing this appalling digital divide affecting Native Ameri-
cans.

The new FCC Office of Native American Affairs and policy is
helping build better government to government relations between
the FCC and the Tribes. This is a good moment to achieve more
progress.

Despite spending more than $8 billion last year, the current Uni-
versal Service program has failed Indian Country when it comes to
ensuring basic telephone service. We cannot fail again when it
comes to building modern broadband networks. So I am concerned
when I hear from communications providers serving Tribal lands in
New Mexico that they are deeply worried about the direction of
USF reform. Companies like Mescalero Apache Telecom and Sacred
Wind are working on the ground to bridge the digital divide.

I am also concerned when I learn that the Rural Utilities Service
loans to telephone cooperatives could be at risk of default due to
USF changes. However, I know we need USF reform. The USF
framework is outdated and needs to focus on broadband, not just
telephone service. The status quo is unacceptable for too many Na-
tive American households that still do not have access to affordable
broadband.

That is why this hearing is so important. I hope this process
helps highlight where USF reforms are going to work well. We also
need to pay special attention to where some issues and concerns
may have been overlooked. So I look forward to hearing from our
witnesses and want to thank the Chairman again for holding the
hearing. Thank you.

The CHAIRMAN. Thank you very much, Senator Udall.

Senator Murkowski, your opening statement, please.

STATEMENT OF HON. LISA MURKOWSKI,
U.S. SENATOR FROM ALASKA

Senator MURKOWSKI. Thank you, Mr. Chairman. To the Vice
Chairman, I appreciate that you have called this hearing on Uni-
versal Service Fund reform. I appreciate the comments of my col-
league, Mr. Udall, in recognizing that in far too many of our very



4

rural, very remote communities, things just aren’t measuring up.
And I think we hear of them and we recognize that when they
don’t measure up, our communities suffer, the families that live
there suffer. And we all talk about even playing fields out there.
I think we recognize exactly how uneven that playing field is.

I think we recognize that there are very serious implications for
the people in my State of Alaska as well as around the Nation, par-
ticularly in our rural areas. In this day and age of increased de-
pendency on technology, having equal access to the technology and
the opportunity to participate in the global market place is critical.

I would like to acknowledge the presence of Steve Merriam, who
has traveled all the way here from Alaska to offer his testimony
to the Committee. He will be here on the second panel. He is the
CEO and the general manager of Arctic Slope Telephone Associa-
tion. This is a pretty successful co-op serving 92,000 square miles.
I won’t tell you how many customers within that area, I will leave
that to him. We have to have some surprise here.

But it certainly speaks to the size of the magnitude of what we
are dealing with up north. Thank you, Steve, for being here.

I am always telling people that Alaska is very unique. And cer-
tainly when it comes to the issues that we will be discussing today,
it is no exception. I think it is a testament to the Native people of
Alaska and all Alaskans that with all of the challenges that we
face, the high energy costs, the limited access to quality health
care, education issues, that despite all that, they are strong, resil-
ient and many of our communities are very vibrant.

But we have situations where our rural citizens clearly need and
deserve better access to the infrastructure that I think many in
other parts of the Country absolutely take for granted. For Alaska,
for so many of our rural communities, we are talking about the
most basic connectivity to the outside world. Even the most basic
phone and internet infrastructure provides a rural area with a
multitude of different benefits that they would not otherwise have.

There is opportunity for them to join the global marketplace, to
buy and sell goods online, ELearning through distance education is
a critical way to provide rural Alaskans with the opportunity to
stay in their community, but yet have that critical link to the out-
side. With access to tele-medicine, rural health care providers can
reduce the extraordinarily high cost of services that are already so
limited in so many of our communities. When your nearest medical
facility is hours away by plane or by boat, no road out there, tele-
medicine can really be that critical lifeline.

We could talk all day about the benefits that the infrastructure
provides, the urgent need to close the digital divide that denies so
many the opportunities of accessing information and participating
in the growing global economy. While critical reform can help to
address financial waste and inefficiency, we have to be careful. We
must be mindful not to create a situation where unintended con-
sequences end up hurting the people who reform was really di-
rected to help. I think we are going to hear today some of those
concerns spelled out more clearly.

I look forward to hearing from our distinguished panel and the
witnesses who will join us throughout the afternoon. I thank you,
Mr. Chairman.
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The CHAIRMAN. Thank you very much, Senator Murkowski.

I just want you to know that Senator Inouye is unable to be here
due to another important commitment. But he has given me a se-
ries of detailed questions for the record, which I will set in the
record.

I welcome the witnesses. I appreciate that you have all traveled
to be with us today and I look forward to hearing your testimony
on this very important matter. I ask that you limit your oral testi-
mony to five minutes. Your full written testimony will be included
in the record.

Also, the record for this hearing will remain open for two weeks
from today. So we welcome written comments from any interested
parties. Thank you very much.

I would like to introduce our panel: Ms. Mignon Clyburn, Com-
missioner at the Federal Communications Commission in Wash-
ington, D.C. and Mr. Jonathan Adelstein, Administrator for the
Rural Utilities Service in the U.S. Department of Agriculture in
Washington, D.C.

Ms. Clyburn, will you please proceed with your testimony?

STATEMENT OF MIGNON L. CLYBURN, COMMISSIONER,
FEDERAL COMMUNICATIONS COMMISSION

Ms. CLYBURN. Thank you, Mr. Chairman. Chairman Akaka, Vice
Chair Barrasso and members of the Committee, I am grateful for
the opportunity to provide an update on the Federal Communica-
tions Commission’s process in reforming the Universal Service
Fund and our continued effort to ensure a sustainable and con-
nected future.

I respectfully request at this time that you enter my full written
statement into the record.

In the spirit of the unique trust relationship the Commission
shares with Tribal nations, we have undertaken an unprecedented
level of coordination and have extensive consultative outreach ef-
forts in consideration of our reforms. As a result, the unique cir-
cumstances of providing service on Tribal and Native lands has
been recognized and we are taking critical steps to directly address
any challenges that may arise.

The Commission takes very seriously our statutory responsibility
to advance the deployment of voice and broadband services on Trib-
al lands, both of which significantly lag behind the rest of the
Country.

The FCC also takes very seriously the special government-to-gov-
ernment relationship that we share with federally-recognized
American Indian Tribes and Alaska Native villages and our respon-
sibilities to the Hawaiian Homeland. It is in this spirit that we
took a momentous step to reform the $4.5 billion high cost portion
of the Universal Service Fund last year. We transformed it from a
program that explicitly supports voice telephone service to one that
will also support the deployment of broadband capable networks.

The communications needs of our Nation have evolved due to
technological advancement and the Fund desperately needed to be
reformed to reflect those changes. The old Fund’s mechanisms were
not designed to target support to areas where the private sector
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gﬂldn?it build broadband. As a result, our Nation remains digitally
ivided.

More than 18 million Americans lack access to robust broadband
capable networks at home. Citizens and communities are signifi-
cantly disadvantaged, for it is hard to find a job, complete an appli-
cation, open a small business or finish homework without it. Ubig-
uitous broadband will enhance opportunities in health care, edu-
cation, public safety, and jobs on Tribal lands. And these facts were
foremost in my mind as I weighed issues in the USF reform pro-
ceedings.

We worked with many interested parties, including the Rural
Utilities Service at USCA, public interest and consumer advocates,
industry, State governments, and Tribal governments, among oth-
ers, on this effort. We held workshops both inside and outside of
the beltway, met with numerous parties multiple times. And I am
proud to report that we put in place reforms that will make a sig-
nificant dent in the digital divide.

In our two phases of reform, we directly target funds to unserved
locations, including places where over one million unserved con-
sumers on Tribal lands reside. This year in phase one, up to $300
million is being distributed to carriers who serve 83 percent of
unserved Americans for the sole purpose of building broadband.
For example, Alaska Communications Systems has been allocated
almost $4.2 million and Hawaii Telecom will receive just over
$400,000 to extend broadband to unserved consumers.

In addition, Century Link, which serves most Tribal lands, the
most Tribal lands of any price-capped carrier, has been allocated
almost $90 million in phase one. This year, we designated $350
million to a mobility fund, $50 million of which will be designated
for the delivery of service to unserved Tribal lands. We included
specific considerations, such as bidding credits and flexibility for
obtaining certain required statutory designations for Tribally-
owned carriers to participate in the auctions that will be used for
distributing this funding.

In phase two of our reforms, up to $1.8 billion will flow to
unserved areas each year to ensure that consumers have access to
fixed broadband in their homes. And mobility fund phase two will
be allocated up to $500 million annually, with $100 million specifi-
cally for mobile broadband in Tribal lands.

We have preserved $2 billion for small companies serving rural
America, including eight Tribally-owned carriers, and have added
special Tribal and Alaska variables in the reform of rate return
mechanisms. A waiver process is in place for these carriers who
cannot adjust to these reforms. These reforms recognize the need
for predictability by avoiding slash cuts, and providing several
years for transitions so that they may adjust to the changes.

The USF programs Lifeline and Link Up, which ensure that low-
income consumers can afford the cost of monthly phone service, are
other important sources of revenue for carriers. Earlier this year,
we reformed and modernized these programs and took several
steps to reserve this stream of funding on Tribal lands. We main-
tained Link Up on Tribal lands. We continued our provision of ad-
ditional monthly support for monthly service to low income con-
sumers on Tribal lands. We expanded the list of Lifeline-qualifying
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programs for Tribal consumers and established a Lifeline
broadband adoption pilot program. It is our intent to include at
least one pilot project on Tribal lands, to further learn how the
transformation of the Lifeline program into a broadband program
can overcome adoption barriers.

As we implement our reforms, our Office of Native Affairs and
Policy continues to engage with Tribal nations and Native commu-
nities to explain changes, hear about any adjustments that may be
needed and coordinate on the opportunities that these reforms
offer. Our work to improve communications services on Tribal
lands has been a priority of Chairman Genachowski’s administra-
tion, all of which I wholeheartedly support. Extending broadband
to every corner of this Nation will help us achieve a more equal op-
portunity for all Americans. If we work collectively to completely
and perfect these reforms, we can ensure that the transition of
Universal Service Fund from voice only to broadband opens the
door for every citizen to become a part of the digital economy.
When that occurs, the decades-long struggle to achieve these re-
forms will have been well worth the effort.

Thank you for the opportunity and the indulgence you have
given me this afternoon. I look forward to answering any questions
you may have.

[The prepared statement of Ms. Clyburn follows:]

PREPARED STATEMENT OF MIGNON L. CLYBURN, COMMISSIONER, FEDERAL
COMMUNICATIONS COMMISSION

Chairman Akaka, Vice Chairman Barrasso, and Members of the Committee, it is
a pleasure to be here before you representing the Federal Communications Commis-
sion. I am grateful for the opportunity to provide updates on the Commission’s proc-
ess in reforming the Universal Service Fund and our continued efforts to collaborate
with Tribal Government and Native Community leaders to ensure a sustainable and
connected future for Tribal Nations and Native Communities.

Twice last year, Geoffrey C. Blackwell, Chief of the Commission’s Office of Native
Affairs and Policy, testified before you about our agency’s monumental task to re-
form an outdated and broken Universal Service Fund. ! In addition, he provided you
an overview of other proceedings where the Commission is working on improving
the connections to Tribal Nations and Native Communities. I would like to incor-
porate his earlier testimony due to its extensive coverage of our ongoing work and
focus my testimony solely on the topic of concern for today’s hearing: Our implemen-
tation of USF reform and the progress we have made since December of 2011.

First, I will discuss the Commission’s implementation of the high-cost fund por-
tion of USF reform. I then wish to turn to our reform of the low-income programs
supported by USF called Lifeline and Link Up, which the Commission adopted in
January. Finally, I will provide an update on the Commission’s adoption of a Fur-
ther Notice of Proposed Rulemaking in April to reform the USF contribution system.

In all of these reforms, and in the spirit of the unique trust relationship the Com-
mission shares with Tribal Nations, the Commission has undertaken an unprece-
dented amount of internal coordination and focus on Tribal issues and has organized
extensive consultative outreach efforts and coordination with Tribal Governments,
Tribally-owned carriers, and Native Community representatives. As a result, our re-
forms recognize the unique circumstances and challenges of providing service on
Tribal Lands and take steps to directly address these challenges. In summary,
among other things, our reforms, for the first time:

1Written Statement of Geoffrey C. Blackwell, Chief, Office of Native Affairs and Policy, Fed-
eral Communications Commission, Before the United States Senate Committee on Indian Af-
fairs, “Deficit Reduction and Job Creation: Regulatory Reform in Indian Country,” Dec. 1, 2011;
Written Statement of Geoffrey C. Blackwell, Chief, Office of Native Affairs and Policy, Federal
Communications Commission, Before the United States Senate Committee on Indian Affairs,
“Internet Infrastructure in Native Communities: Equal Access to E-Commerce, Jobs and the
Global Marketplace,” Oct. 6, 2011.
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e Require all recipients of USF high-cost support serving Tribal Lands to provide
detailed annual reports and to directly and meaningfully engage with Tribal
Governments on several key issues critical to the deployment of broadband serv-
ice on Tribal Lands. Recognizing the important role that all parties play in ex-
pediting services to Tribal Lands, these include:

® A needs assessment and deployment planning with a focus on Tribal commu-
nity anchor institutions;

e Feasibility and sustainability planning;
o Marketing services in a culturally sensitive manner;

e Rights-of-way processes, land use permitting, facilities siting, environmental
and cultural preservation review processes; and

e Compliance with Tribal business and licensing requirements.

e Target funds directly to locations with unserved Americans, including the over
one million unserved consumers on Tribal Lands.

e Dedicate hundreds of millions of dollars in support to address the significant
mobile broadband gap on Tribal Lands.

e Include specific considerations specifically for Tribally-owned carriers; for exam-
ple, through bidding credits in the first phase of the Mobility Fund, special
Tribal and Alaska variables in the reform of our legacy rate-of-return mecha-
nisms, and in the waiver process outlined for the Connect America Fund.

e Recognize the unique challenges of serving remote areas of Alaska by including
a two-year delay in the reforms to competitive eligible communications carriers
in remote Alaska starting on July 1.

e Maintain the Tribal Link Up program, while otherwise eliminating Link Up on
non-Tribal Lands, recognizing that Tribal consumers should continue to be eligi-
ble for enhanced Lifeline and Link Up support above levels on non-Tribal
Lands.

e Expand the list of Lifeline qualifying programs for Tribal consumers; and

e Establish a Lifeline Broadband Adoption Pilot Program, with the intent to in-
clude at least one pilot project on Tribal Lands.

While this is not an inclusive list of steps we have taken to address consumers
on Tribal Lands and Tribally-owned carriers, I hope it shows that the Commission
and I personally, take our statutory responsibility to advance the deployment of
voice and broadband service on Tribal Lands very seriously. The Commission also
takes very seriously the special government-togovernment relationship that we
share with federally recognized American Indian Tribes and Alaska Native Villages,
and exercising our responsibilities with respect to the Hawaiian Home Lands.

High-Cost USF Reform—The Connect America Fund

As you are aware, on October 27, 2011 the FCC took a momentous step to reform
the high-cost portion of the Universal Service Fund in order to transform it from
a program that supports voice telephone service, to one that will also explicitly pro-
vide for the deployment of broadband-capable networks, in high-cost areas. This
vote was a long time coming. It was a reflection of the fundamental fact that the
communications needs of our nation have evolved over time due to technological ad-
vancements, and that the Fund desperately needed to be reformed to reflect those
significant changes.

Since its inception, the Fund has been instrumental in providing affordable phone
service to most Americans; however, as you are well aware, there still exists an un-
acceptable gap in Indian Country. The Fund has helped achieve an overall higher
telephone penetration rate in our nation, which currently stands at 95.6 percent?
and while that remarkable achievement of the Fund should not be overlooked, tech-
nology has rapidly progressed in the last decade. More Americans are using mobile
service than ever before, and broadband access is now the gateway by which most
Americans obtain critical information and services. As such, it is hard to deny the
fact that every American needs access to both voice and broadband services. And
while the Commission permitted phone companies to invest USF monies in
broadband-capable networks, the Fund’s mechanisms were not designed to target

2FEDERAL COMMUNICATIONS COMMISSION, WIRELINE COMPETITION BUREAU,
INDUSTRY ANALYSIS AND TECHNOLOGY DIVISION, TELEPHONE SUBSCRIBERSHIP IN
THE UNITED STATES at 2 (Dec. 2011).
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support to areas where the private sector will not go, areas where broadband is not
being built.

Sadly, our nation remains digitally divided. More than 18 million Americans lack
access to robust broadband-capable networks at home. Over a million of those Amer-
icans live on Tribal Lands. While approximately six percent of all Americans are
unserved by broadband, it is well known that Tribal Nations and Native Commu-
nities lag well behind the nation as a whole. These Americans are the “have nots”
of the broadband world, and they are denied access to some of the most basic fea-
tures of modern life, that you or I take for granted: Optimally navigating your bank
act(‘:ounct1 in real time, accessing late breaking news, or quickly sending an email to
a friend.

Citizens and communities are significantly disadvantaged without high-speed
Internet. Whether you are in urban or rural America, it’s hard to find a job, com-
plete an application, operate a small business, or finish your homework without
broadband. In fact, we know that 80 percent of Fortune 500 companies require that
you apply online, and high school students with access to broadband at home have
higher graduation rates. So those Americans who lack broadband access at home
and on the go, were first and foremost in my mind as I considered the issues in
the USF reform proceeding.

For Tribal Nations, access to broadband is particularly critical. For Tribal Govern-
ments themselves, the benefits of broadband infrastructure, both fixed and mobile,
will enable new opportunities for the provision of quality healthcare, education, pub-
lic safety, and jobs. Broadband must be available, accessible, and affordable to meet
its great promise for Tribal Nations and Native Communities. Perhaps most impor-
tantly, the foundation of robust and viable broadband infrastructure brings Tribal
Nations the ability to create opportunities for economic empowerment and to build
systems of governance that engage industries, demonstrate stability, and encourage
the deployment of other services.

FCC Chairman Genachowski crafted a plan that transforms the way we spend the
$4.5 billion of the high-cost portion of USF each year. The Commission’s proceeding
to reform USF was unprecedented. We worked with many interested parties, includ-
ing our sister agency, the Rural Utilities Service at USDA, public interest and con-
sumer advocates, industry, State governments, including State PUCs, and Tribal
Governments, among many others. We held workshops both inside and outside the
Beltway, and met with numerous parties multiple times. The reform plan drew from
many competing ideas, to form a balanced framework that the Commission unani-
mously approved because it makes the Fund more efficient and effective and will
promote significant broadband deployment, as quickly as possible, to millions of
unserved consumers in our nation.

We set out five goals for the Fund: (1) to preserve and advance universal avail-
ability of voice service; (2) to ensure universal availability of modern networks capa-
ble of providing voice and broadband services to homes, businesses, and community
anchor institutions; (3) to ensure universal availability of modern networks capable
of providing mobile voice and broadband service where Americans live, work , and
travel; (4) to ensure that rates are reasonably comparable in all regions of the na-
tion, for voice as well as broadband services; and (5) to minimize the universal serv-
ice contribution burden on consumers and businesses.

In Phase I, the reform plan provides for speedy broadband deployment to
unserved consumers with an injection of $650 million in capital in 2012, for both
fixed and mobile technologies. While we begin to transition legacy support from
those areas that don’t need assistance, we can begin to make a difference in those
areas that are lacking broadband service. Of that amount, $50 million is reserved
for mobile service to be extended to currently unserved roads on Tribal Lands. We
expect that hundreds of thousands of consumers will be served with fixed broadband
networks as a result of Phase I, and tens of thousands of miles of unserved roads
will be covered by mobile networks.

The reform plan preserves about $2 billion in funding for those rural carriers that
currently operate under the rate-of-return regulatory regime. These carriers serve
less than five percent of all telephone access lines in the U.S. and have about 17
percent of Americans who are not served by broadband in their territories. Our re-
form recognized the unique nature of these providers—most of which are small busi-
nesses. As such, rather than making extreme changes, as some interested parties
had called for in the proceeding, we focused instead on modifying their current fund-
ing mechanisms in a targeted manner to better address our new goals for universal
service. For each carrier, the reforms will have a different impact. Some carriers
will obtain additional funds, while others will see a decrease in funding. For exam-
ple, in 2012, we estimate that five of the nine tribally-owned carriers currently re-
ceiving USF high-cost support will experience no change or ever a slight increase
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in funding, while three of these carriers will see decreases between one and five per-
cent of their total high-cost USF support. One will see a decrease just shy of ten
percent. 3 What is most significant is that our reform carefully balanced the need
for certainty and predictability for carriers by avoiding flash cuts and providing
transitions so they could adjust to the changes.

In addition, our Order recognized the fact that there could be instances when we
will need to specifically review the impact of the total reforms on a particular pro-
vider and the consumers it serves through a waiver process. To date, the Commis-
sion has received five waiver requests from rate-of-return companies, which are cur-
rently under review. The waiver process we have set out will give the Commission
an opportunity to use a safety net in order to ensure consumers aren’t inadvertently
harmed by our reforms. Of course, given our role as the steward of the public’s
money, the waiver process will focus on the financial health of the providers and
whether reform jeopardizes their ability to provide service to consumers. Our reform
establishes for the first time, the explicit goals to preserve and advance the avail-
ability of voice service and the modern networks capable of delivering both voice and
broadband services; as such, we will certainly consider the impact of our reforms
on achievement of those goals.

In Phase II of the reform, which will begin in 2013, we have allocated up to $1.8
billion to reach consumers who currently have no broadband service in price cap
companies’ territories and to maintain existing service. The Commission found that
over 80 percent of the unserved Americans live in the areas served by price cap car-
riers. As a result, Commission staff is now engaged in a process that will culminate
in the adoption of a cost model to determine the amount needed for each carrier
to reach those consumers who do not benefit from Phase I. In order to qualify for
that money, each price cap carrier will need to make a state-wide commitment to
build broadband and serve for five years in its areas where no other provider offers
broadband service. Where a commitment is not made, those funds will be available
for other providers to offer service and build broadband to unserved consumers
through a reverse auction.

Finally, for the first time, the Commission has determined that mobility service
should be funded. We have provided for up to $500 million of ongoing support
through the Mobility Fund, of which up to $100 million is exclusively for support
on Tribal Lands, to ensure we have covered as many roads as possible where mobile
carriers will not serve without financial assistance. We also have set aside at least
$100 million for the Remote Areas Fund. This will help bring broadband to those
Americans who cannot be reached through any of the other high-cost mechanisms.

By phasing out the identical support mechanism, as many had called for, we are
able to focus our limited funds from supporting multiple networks in a geographic
area to ensuring that a broadband-capable network reaches as many Americans as
possible. We are shifting money from areas that do not need support (or as much
support) to areas where a broadband network is still needed. We also are requiring
that providers meet firm deadlines with appropriate accountability and reporting for
the money spent and oversight by the FCC, State Commissions, and Tribal Govern-
ments. Moreover, by setting a budget we are helping to stabilize the contribution
f‘act(cl)r and minimize the burden on consumers and businesses who pay into the
und.

Of great importance to me, is the beneficial impact this reform will have on con-
sumers and their communities, including those living and/or working on Tribal Na-
tions and in Native Communities. It is a universally accepted principle that we all
benefit more when everyone is connected. As such, our reform recognizes that
broadband, both fixed and mobile, are the services consumers are demanding and
that the Fund should support the networks that offer such services where there is
not a private sector business case to be made. And as a condition for receiving high-
cost USF assistance, all recipients must deploy broadband-capable networks, in ad-
dition to offering voice service to consumers. Accordingly, we expect that millions
of consumers will get fixed and mobile broadband coverage where they live, work,
and travel as a result of our reform over the next six years.

Recent Steps for Implementing High-Cost USF Reform

There are numerous steps the agency must take to implement reform. For rate-
of-return carriers, the Wireline Competition Bureau completed work at the end of
April on its benchmark analysis for high-cost loop support (HCLS), using a quantile
regression. By way of background, HCLS provides close to $800 million annually to
help offset high capital and operating expenses faced by rate-of-return carriers.

3 Our staff’s projections (based on the carrier’s 2010 cost data) indicate that support amounts
will be similar for 2013 and 2014.
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However, under the old system, HCLS lacked benchmarks for determining whether
subsidies were warranted, and it fully subsidized high expense levels, effectively
punishing efficient operations. The new benchmarks impose reasonable limits on
subsidized capital and operating expenses by comparing spending among similarly
situated companies. The net effect is that more funding is freed for hundreds of
small rural carriers, which in turn will help connect more Americans. Carriers serv-
ing 705 study areas across the country will receive more funding for broadband as
a result of the benchmarks, and carriers serving 129 study areas that have unusu-
ally high expenses will have to take steps to bring their operations more in line with
their similarly situated peers.

The agency conducted hundreds of meetings and had ongoing dialogue with and
input from all interested parties which led to a significantly improved analysis. For
example, the benchmarks now take into account a number of additional factors re-
garding a carrier’s territory, including whether a carrier serves Tribal Lands and
whether a carrier serves Alaska. In addition, the Bureau modified the timeline so
carriers will have more time to adjust to the changes, over an 18-month period. For
the tribally-owned carriers, only one was capped—and its changes will be phased
in, as I mentioned. The remaining seven of the eight tribally-owned carriers receiv-
ing HCLS will see no reductions in their HCLS, and indeed should see a little more
HCLS over the next 18 months. 4

In addition, the Wireline Competition Bureau announced Connect America Fund
Phase I amounts for price cap carriers. CAF Phase I allocates $300 million to extend
broadband for up to 400,000 currently unserved homes, businesses, and community
anchor institutions in rural America, including unserved locations on Tribal Lands.
For example, Alaska Communications Systems has been allocated almost $4.2 mil-
lion for building broadband to unserved consumers in the State of Alaska, while in
Hawaii, Hawaiian Telecom has been allocated just over $400,000 to extend
broadband to unserved consumers in its area. In addition, CenturyLink, which
serves the most Tribal Lands of any price cap carrier, has been allocated almost $90
million. Price cap carriers have until July 24 to notify the Commission the amounts
of money they plan to use, and the census blocks they will commit to build
broadband in for receiving CAF Phase I support. While carriers are not required to
participate, the Commission anticipates that hundreds of thousands of Americans
will gain access to broadband even if carriers only accept a portion of the available
money. We are committed to using whatever amounts are not accepted to further
our broadband goals for the nation.. We expect that the expansion of broadband fa-
cilities during the CAF Phase I potentially will impact Tribal Lands, and we will
keep you apprised of the building commitments we receive from the carriers in and
around Tribal Lands.

Mobility Fund Phase 1

Earlier this year, the Wireless Telecommunications Bureau scheduled the Mobil-
ity Fund Phase I reverse auction for September 27, 2012. Deemed Auction 901, it
will determine (1) which providers will receive Mobility Fund Phase I support to de-
ploy 3G or better wireless service, (2) the specific geographic areas that the pro-
viders will cover in exchange for support, and (3) the level(s) of support the pro-
viders will receive. Eligible areas will include census blocks unserved today by mo-
bile broadband services, and carriers may not receive support for areas they have
previously stated they plan to cover. The auction will maximize coverage of
unserved road miles within the budget, and winners will be required to deploy 4G
service within three years, or 3G service within two years, accelerating the migra-
tion to 4G. Mobility Fund recipients will be subject to public interest obligations,
including data roaming and collocation requirements.

The Wireless Bureau completed the final auction procedures in May, including fi-
nalizing the list of census blocks eligible to receive support in the auction. Over 50
interested parties commented on the procedures and/or census block eligibility. The
Bureau anticipates rolling out a tutorial for prospective bidders prior to opening the
short-form filing window on June 27th. In order to participate in Auction 901, a pro-
spective applicant must file a short-form application by July 11, 2012. After the auc-
tion, each winning bidder will be required to submit a long-form application to qual-
ify for Phase I support. The Commission anticipates making the first disbursement
of Phase I support by early 2013.

The Bureau is also currently considering petitions by three carriers for designa-
tion as eligible telecommunications carriers (ETCs) in order to be eligible to receive
USF support and participate in the Mobility Fund Phase I auction. In addition, the

4 Carriers are now required to invest their USF support in broadband-capable networks.
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Bureau has received information from state commissions about new ETC designa-
tions for carriers interested in receiving Mobility Fund support.

Connect America Fund Phase 11

Staff also has begun the crucial work for moving to Phase II of our reforms. I will
refer you to a recent report released on June 1st that describes the Agency’s efforts
to develop the cost model for the price cap territories for Phase II.5 Last week, Com-
mission staff also initiated a process to gather data regarding wire center bound-
aries for price cap carriers, which is necessary to determine where support should
be targeted. This week, Commission staff will be soliciting public input on the key
questions that need to be resolved in order to develop such a model.

It is no secret that I have a deep connection to rural America, and I believe our
reforms will allow us to come even closer to achieving Congress’ goal of providing
all Americans access to affordable voice and advanced communications services. But
I also recognize that these efforts to modernize the Fund—a decade in the making—
may not resolve all the issues that were raised in the proceeding, and our agency
has been working very hard to hear all parties’ concerns and address them in a
timely fashion. For example, we have received numerous Petitions for Reconsider-
ation and/or Clarification, and the Commission has already addressed numerous
issues in three separate Commission-level decisions. Moreover, our staff has issued
multiple Orders that have offered clarifications that have been requested, and have
spent hours on conference calls with state commission staff and other parties, in-
cluding several visits to Tribal Lands specifically focused on USF reform since the
Order was released, answering questions about implementation details. At all times,
we have had an open door policy to hear from all interested parties, and we have
worked diligently towards resolutions that benefit consumers and help us achieve
our universal service goals.

Lifeline and Link Up Reform

At the end of January, the Commission comprehensively reformed and modern-
ized the Lifeline and Link Up programs. For the past 25 years, Lifeline helped tens
of millions of low-income Americans afford basic phone service, and the percentage
of low-income households with phone service has increased from 80 percent in 1985,
when Lifeline began, to nearly 92 percent last year. However, the program was fac-
ing significant challenges that needed to be addressed, including the fact that con-
sumers now have numerous providers from which to choose as compared to when
Lifeline first began. This had the inadvertent result of some consumers obtaining
more than one Lifeline benefit. In addition to addressing this issue by creating a
National Lifeline Accountability Database to prevent multiple carriers from receiv-
ing support for the same subscriber, the Commission also made a number of other
changes to ensure that the Lifeline program is as efficient and effective as possible,
while meeting the Commission’s newly instituted goals for the program to: (1) en-
sure the availability of voice service for low-income Americans; (2) ensure the avail-
ability of broadband service for low-income Americans; and (3) minimize the con-
tribution burden on consumers and businesses.

The priorities for me as we worked on these programs were that eligible families
who needed phone service could sign up for and participate in the program; that
we continued to allow families to choose the service that makes sense for them—
whether that is mobile or wireline phone service; that we addressed the waste,
fraud and abuse in the programs and set a savings target tied to those reforms; that
we accommodated the exceptional needs facing Tribal and Native Communities; and
that we begin to reorient the program towards tackling the broadband adoption gap
low-income consumers face.

In its Lifeline Reform Order, the Commission continued to recognize the unique
challenges facing consumers on Tribal Lands. In the past, the Commission acknowl-
edged the low subscribership to telecommunications services and low-income needs
on Tribal Lands and provided enhanced Lifeline and Link Up support to address
those unique challenges. For example, in 2000, only an estimated 47 percent of Trib-
al households had phone service compared to 94 percent of all American households.

In reforming the Lifeline program, the Commission set a uniform Lifeline discount
amount at $9.25 per month on non-Tribal Lands, but recognized that low-income
consumers living on Tribal Lands should continue to be eligible for enhanced Life-
line support—up to an additional $25 per month in Lifeline support. The Commis-
sion eliminated Link Up support (which off-sets the cost of commencing service) on
non-Tribal Lands due to the evidence that Link Up was no longer needed, but main-

5Wireline Competition Bureau Issues Progress Report On The Connect America Fund (CAF)
Phase II Model, Public Notice (rel. June 1, 2012).
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tained the enhanced Link Up program on Tribal Lands for carriers receiving high-
cost support, due to the significant telecommunications and connectivity challenges
on Tribal Lands. As a result, to initiate phone service on Tribal Lands for qualifying
low-income consumers, Link Up provides up to $100.

We also took steps to further advance the availability of Lifeline support for low-
income consumers living on or near Tribal Lands. First, we amended our rules to
clarify that low-income residents of Tribal Lands may be eligible for program sup-
port based on either income or participation in certain federal or Tribal assistance
programs. Second, we amended our rules to expand program-based eligibility to par-
ticipants in the Food Distribution Program on Indian Reservations (FDPIR), a fed-
eral program that provides food to low-income households living on Indian reserva-
tions and to Native American families residing in designated areas near reserva-
tions and in the State of Oklahoma. Third, we established a process for Tribal Gov-
ernments to seek designation of off-reservation lands as Tribal Lands for the pur-
pose of receiving enhanced Lifeline support, and we clarified that low-income resi-
dents of Tribal Lands may self-certify as to their residency on Tribal Lands to re-
ceive additional support.

The Lifeline and Link Up support received by those carriers serving Tribal Lands
can be a significant portion of their total USF support and further supports the
business case for carriers on Tribal Lands. For example, in 2010, $102.7 million of
additional support was given to carriers to reimburse them for providing phone
service to low-income households on Tribal Lands.® Thus, the low-income programs
not only ensure that phone service is available for consumers, they also support the
carriers’ ongoing ability to offer service in their territories.

The Commission also recognizes that the Lifeline program can play an important
role in helping to close the broadband adoption gap, while improving the business
case for carriers to serve communities in Tribal Lands. As part of its plan to mod-
ernize the Lifeline program, the Commission recently launched a Broadband Pilot
Program and will be accepting applications on July 2nd. We are very interested in
receiving applications for pilot projects on Tribal Lands, and provided some addi-
tional flexibility for Tribally-owned carriers to participate, and we look forward to
continuing our work with Tribal communities to learn more about what drives
broadband adoption.

Contribution Reform

At the end of April, the Commission launched a proceeding to reform and mod-
ernize how Universal Service Fund contributions are assessed and recovered. The
current contribution system has given rise to uncertainty, inefficiency and market
distortions, with consumers and businesses, who ultimately pay for the USF, bear-
ing the brunt of stresses on the contribution system. Reform of how funding is col-
lected to support universal access to voice and broadband is the next step in the
Coménission’s continuing efforts to overhaul and modernize the Universal Service
Fund.

Building upon the Commission’s sweeping reforms to modernize the high-cost and
lowincome components of the Fund to help bring broadband and voice service to all
Americans, while increasing fiscal responsibility and limiting the overall contribu-
tion burden, the Further Notice seeks comment on a variety of alternatives to re-
form the system by which the Commission’s universal service programs are funded
to promote efficiency, fairness, and sustainability. In particular, the Notice asks: (1)
what services and service providers should contribute to the Fund; (2) how should
contributions be assessed—on revenues, the number of connections, by phone num-
bers, or a hybrid approach; (3) how to reduce the cost, promote transparency and
increase clarity of the contribution system; and (4) whether consumers could benefit
from increased transparency and limitations on how providers recover their USF
costs. In undertaking contributions reform, the Commission is guided by its over-
arching goal of ensuring the delivery of affordable communications to all Americans,
while safeguarding core Commission objectives, including the promotion of
broadband innovation, investment and adoption.

As the Commission embarks upon this next phase to modernize the Universal
Service Fund for the 21st century by addressing the contributions side of the equa-
tion, the Commission is encouraging detailed input from all stakeholders, including
Tribal Governments who play a crucial role in overseeing communications services
provided on Tribal Lands. I look forward to working with all interested parties to
complete this proceeding in a timely fashion.

62011 UNIVERSAL SERVICE MONITORING REPORT, CC DOCKET NO. 98-202 (Data Re-
ceived Through October 2011) at Table 2.2. This amount is in addition to the basic support lev-
els for Lifeline and Link Up offered to carriers serving Tribal Lands.
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Continued Engagement with Tribal and Native Communities

As we implement our reforms, our Office of Native Affairs and Policy continues
to engage with Tribal Nations and Native Communities to explain the changes, hear
from them about what adjustments we may need to make, and coordinate with them
on the opportunities that these reforms offer them. I want to underscore the unprec-
edented level of engagement and analysis that Tribal Nations and Native Commu-
nities are experiencing at the Commission.

In this High-Cost Reform Connect America Fund proceeding alone, dozens of Trib-
al specific questions were presented in the proposed rulemaking, and the Commis-
sion engaged Tribal Governments and associations, Native institutions and commu-
nity leaders, throughout the nation. An open and direct dialogue was established
through ONAP and the Bureaus. On two separate occasions, both in the spring and
fall of 2011, the National Tribal Telecommunications Association, the association of
Tribally-owned telephone companies, had rounds of meetings with the Chairman
and each of the Commissioners. They were joined by two major national inter-Tribal
Government organizations, the National Congress of American Indians and Affili-
ated Tribes of NW Indians. Moreover, the Bureau’s and Offices met several times
with the individual Tribes and Tribal Nations and companies. The Office of Native
Affairs and Policy took its very first beyond the Beltway trip as a new office in late
2010 to a quarterly meeting of the Tribally-owned telcos, and has consistently
worked these regulatory priorities into virtually every effort they undertake on the
ground in Indian Country.

We also just recently launched, in May, the next generation of Tribal Nation and
Native Community field training programs. These new “Tribal Communications
101” meetings and consultations respond to the specific interests and needs of key
regional partner organizations. Focused on delivering granular, specific information
to Tribal leaders and their staffs at the Tribal Planner and IT Director level, these
regional training workshops have proven to be exceptionally well-received. Along
with wireline, wireless, and broadcast opportunities, the Universal Service Fund re-
form and the new programs and opportunities for Tribal Nations and Native Com-
munities have been a key feature in this training, and will continue to be. As part
of these sessions, our new FCC Native Learning Lab provides hands-on instruction
in an “Internet café classroom” setting to effectively teach the Commission’s web-
based systems and applications, thereby enhancing coordination with the FCC, im-
proving information flow to Tribal Nation and Native Community decision makers,
and ultimately increasing the quality of our consultation with Tribal Nations and
the involvement of Native voices within our proceedings.

A positive outcome of these regional training sessions has been the development
of formal and informal Tribal working coalitions, where leaders and managers from
Tribal Nations in varying states of telecom and broadband deployment work to-
gether, learning from each others’ experiences and mentoring others who are just
starting the journey within their area. Our first two of these targeted meetings were
held on the Swinomish Indian Reservation in Washington with the Affiliated Tribes
of NW Indians, and on the Pala Indian Reservation in California with the Southern
California Tribal Chairmen’s Association. Several other regions and partners are
targeted. Our new regional, scalable training workshops will expand to other regions
throughout the nation, and we will aim to make a tangible difference in helping
Tribal Government and Native Community officials work with the Commission,
interact with the communications industries, and lead their people to the myriad
benefits of new communications capabilities.

This work has been a priority of Chairman Genachowski’s administration, which
I wholeheartedly support. I know we have much work to do, and we are committed
to meeting the modern communications needs of Tribal Nations and Native Commu-
nities.

Conclusion

Broadband is one of this generation’s most important challenges because it pre-
sents one of our most monumental opportunities. Extending broadband to all cor-
ners of this nation will help us achieve a more equal opportunity for all Americans.
If we work together to complete and perfect these reform efforts, we can ensure that
the transition of the Universal Service Fund from voice to broadband, opens the
door for every citizen to become a part of the digital economy. When that occurs,
‘fc‘he decade-long struggle to achieve these reforms will have been well worth the ef-

ort.

Thank you for the opportunity to offer you this update, and I look forward to an-
swering your questions.

The CHAIRMAN. Thank you very much, Ms. Clyburn.
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Mr. Adelstein, will you please proceed with your statement?

STATEMENT OF JONATHAN ADELSTEIN, ADMINISTRATOR,
RURAL UTILITIES SERVICE, U.S. DEPARTMENT OF
AGRICULTURE

Mr. ADELSTEIN. Thank you, Chairman Akaka, Vice Chairman
Barrasso, Senator Murkowski, Senator Udall. It is a pleasure to be
here with you today. I appreciate the opportunity.

I have been to all of your States and I have seen Tribal telecom,
I have seen rural telecom, I have really got into the heart of it.
There are a lot of challenges ahead of us. So I certainly appreciate
this opportunity to testify on behalf of USDA’s RUS about the need
to expand broadband to rural and Native communities and the role
that Federal Universal Service Fund plays in our telecommuni-
cations programs.

It is a special pleasure to be here with one of my successors at
the FCC, Commissioner Mignon Clyburn, South Carolina, South
Dakota, we are both from a State named South, but only one of us
is really from the South. But both of us are from rural America and
we share a deep commitment to rural communities and to making
sure that underserved communities are taken care of.

I think these charts tell the whole story, as you said in your
opening statement, Mr. Chairman. A third of Native Americans
lack telephone service, only one-tenth have broadband access. This
is just unacceptable. It has to be changed and I really appreciate
you focusing the Committee’s efforts, and so many of you who are
members of this Committee that have focused on this. I have been
at a broadband summit with you, Senator Udall, I have been to
your State, Senator Murkowski, many times to get to the bush and
really see the difficulties of getting broadband out there. This has
been a long struggle.
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I Native Communities Still'Far Behindin Basic Voice Access
Lack of Access fo basic.teléfione service

21.4% of Nalive
ek Residents Skl Lack
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The FCC was created in 1934. My agency, formerly the Rural
Electrification Administration, was created in 1935. Both agencies
have a very long and storied history and a shared mission of en-
couraging infrastructure investments in all of rural America, in-
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cluding those who live outside the big cities. RUS and the FCC
have had a long and enduring and successful partnership.

Some of the best examples of the power of that synergy working
together is in Indian Country. RUS, for example, has provided
loans and grants to eight of the Nation’s ten Tribally-owned and
regulated telecommunications carriers. We are going to hear from
today some of them. Tribes have received state of the art tele-
communications services and a chance to join the digital economy
with that financing.

RUS also provides major financing to non-Native telecommuni-
cations service providers that offer service to Tribal communities.
Those investments by RUS would not have been possible without
revenue from Universal Service. Those funds are distributed to car-
riers pursuant to FCC rules. Working together, RUS and FCC poli-
cies have given millions of rural Americans broadband service that
they otherwise wouldn’t have, and service that is comparable to
that enjoyed by residents of rural areas, as required by statute.

Without USF revenues, many RUS loans would not be feasible.
Without affordable long-term financing, large capital investment
would not be made. I compare it to building a house. You don’t
build your house based on your salary alone. You take out a mort-
gage and you build a house or you buy one. Same thing with these
huge capital-intensive projects that require a lot of money up front.
The stream of revenues from USF alone wouldn’t get it done with-
out RUS loans.

The alternative to these system-wide investments would be incre-
mental, patchwork buildouts that a smaller revenue stream could
fund. It would be like building your house with each paycheck, put-
ting a new little room on whenever you get enough money together.
Piecemeal purchases of equipment similarly in the telecommuni-
cations context, based on annual revenue streams alone, would be
inefficient and ineffective for economic development.

RUS looks forward to continuing that historic, successful part-
nership as the FCC works to reform universal service and inter-
carrier compensation rules. And reform is absolutely needed to
modernize USF and inter-carrier comp, and to address legitimate
concerns about potential waste and lack of accountability by some
USF recipients.

I worked on this long and hard when I was at the Commission
and we tried to get it done. As a matter of fact, we had four out
of five members that agreed to some major reforms. The problem
was the fifth one was the chairman. So that kind of slowed it down.

[Laughter.]

Mr. ADELSTEIN. So the reform effort has been underway for a
long time. It is still very much a working progress. RUS continues
to examine the specific change in USF and ICC on rural carriers
and Tribally-owned carriers. RUS has asked pending RUS appli-
cants to re-estimate their revenues based on the USF order by the
FCC. RUS will continue to remain vigilant over revenue changes
on individual companies within our portfolio.

Last week I was part of a conversation with the Secretary of Ag-
riculture and the Chairman of the FCC along with other USDA
and FCC staff. We discussed the effects to the reform effort on
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rural consumers and on RUS borrowers. And we agreed to continue
what has been a very constructive dialogue on these issues.

We are working very closely with the FCC to address the chal-
lenges presented by reform and to achieve our common goal to
bring broadband to all rural communities, including Native commu-
nities. We are working together on our shared objective of pro-
tecting taxpayers and service to consumers. RUS is proud of its in-
vestments in telecommunications, electric, water and sewer sys-
tems serving Native American communities, and its direct relations
with Tribal governments. RUS has engaged in unprecedented ef-
forts of consultation, especially in implementing the substantially
underserved trust area, or the new SUTA provisions in the 2008
Farm Bill that gave our agency new discretionary authority to
make our programs more accessible to Native American commu-
nities.

The consultations honor the agency’s special government to gov-
ernment relationship with the Tribes and Alaskan Native villages
and our commitment to Hawaiian Home Lands. RUS Recovery Act
investments in broadband are creating all kinds of high-skilled,
high-wage jobs. Recovery Act broadband projects will provide addi-
tional service to 31 distinct Tribal lands in the lower 48 States and
125 persistent poverty counties, including many Native American
communities.

Our core programs are also improving the lives of Native Ameri-
cans. Since 2009, RUS has helped provide broadband to nearly half
a million rural Tribal subscribers. Since its creation, the Commu-
nity Connect Grant Program has made 49 awards to completely
unserved Tribal communities for $25 million. The RUS Distance
Learning and Tele-medicine Grant Program is changing the lives
of Native Americans. Since its creation, 230 awards for $100 mil-
lion went to improve educational or health care services to Native
communities.

RUS is committed to serving Native communities and looks for-
ward to using all the tools Congress gave us to improve the lives
of people in Indian Country. Rural service is hard. I have seen that
first-hand, I have seen it in your communities. Providing modern
services to Tribal communities are among the most difficult I have
ever seen. But that is why an agency like RUS was created by Con-
gress. I thank you for your interest in RUS and your support of our
agency and our mission.

[The prepared statement of Mr. Adelstein follows:]

PREPARED STATEMENT OF JONATHAN ADELSTEIN, ADMINISTRATOR, RURAL UTILITIES
SERVICE, U.S. DEPARTMENT OF AGRICULTURE

Chairman Akaka, Vice Chairman Barrasso and Members of the Committee, I ap-
preciate this opportunity to discuss the efforts of the United States Department of
Agriculture’s (USDA) Rural Utilities Service (RUS), to encourage broadband deploy-
ment to rural and native communities, as well as the role the federal Universal
Service Fund (USF) plays in our telecommunications programs, including those
projects financed under the American Recovery and Reinvestment Act.

The RUS is a policy, planning and lending agency of the USDA. The agency
makes loans, loan guarantees and grants available to finance rural electric, tele-
communications and water and wastewater infrastructure. These investments are
necessary to build sustainable local and regional economies and to attract and lever-
age private capital in rural and tribal areas.
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RUS is one of three USDA Rural Development (RD) agencies. The Rural Housing
Service offers programs in housing and community facilities. The Rural Business
Service offers business development and finance programs. Together, RD agencies
work very hard to help communities improve their quality of life and assemble the
building blocks of long term economic growth.

Nowhere is this RD assistance more needed than in America’s native commu-
nities. RD is fully committed to improving the flow of investment into tribal lands
and underserved areas. Our first Americans deserve a quality of life comparable to
that of all Americans. Our President, Secretary and Undersecretary have made im-
proving program delivery to native communities a very high priority, as our pro-
grams generally place the highest priority on communities in the greatest need. At
RUS, thanks to the leadership of many members of this Committee, we have a re-
newed and special emphasis on financing critical infrastructure services to un- or
underserved native communities.

RD agencies have a long history of investing in tribal economies—RD investments
exceeded $3.2 billion from 2001 to 2011, with $1.5 billion of that total delivered
through investments since 2009, under the current Administration. Each state-level
USDA Rural Development office maintains a Native American Tribal Coordinator
to assist tribes by providing technical assistance and programmatic knowledge
throughout the application process.

RD agencies and staff also work in cooperation with tribal governments and part-
ner with other federal agencies such as the Department of Health and Human Serv-
ice’s Indian Health Service, the Department of the Interior’s various Bureaus and
Offices, the Department of Homeland Security, Department of Commerce, the Envi-
ronmental Protection Agency, the Small Business Administration, the Department
of Housing and Urban Development and of course the Federal Communications
Commission.

As a result of these combined efforts, the RUS is committed to helping American
Indian, Alaska Native and Native Hawaiian communities obtain affordable and ro-
bust broadband services needed to attract investment capital and new business ven-
tures unique to native cultures.

The RUS is very proud of its record in working directly with tribal communities.
We are especially pleased that RUS has provided loans and grants to 8 of the na-
tion’s 10 tribally-owned regulated telecommunications carriers. RUS also provides fi-
nancing to non-native telecommunications service providers offering services to trib-
al communities. Because the RUS understands the importance of our government-
to-government relationship with tribal elected officials, it has provided innovative
legal solutions, loan documents and security arrangements which recognize tribal
sovereignty, while still providing for tax dollar accountability.

Recovery Act investments in broadband are creating high-skilled, high-wage jobs
and will pay dividends to their communities and the nation in terms of further job
creation and faster economic growth for years to come. RUS Recovery Act invest-
ments, known as the Broadband Infrastructure Program (BIP), remain a key compo-
nent to the Obama Administration’s economic recovery strategy. I am pleased to re-
port that the program is working, with projects that are on schedule, on track and
creating jobs in tribal communities and across rural America. Recovery Act financed
networks will create jobs when projects are planned and built, when they become
operational and again as new networks are used by communities to create digital-
era jobs, open new markets, and expand tourism.

The Recovery Act represented an unprecedented opportunity for long un-served
communities to gain new or expanded broadband service. In two rounds of funding,
service to the most underserved received priority points. I am pleased that a num-
ber of excellent projects serving tribal communities took advantage of this once in
a lifetime opportunity. Still, a number of worthy projects, including some that would
have benefitted tribal communities, could not be funded given the tremendous de-
mand and competition for Recovery Act dollars.

More than $2.33 billion in grants and $1.19 billion in loans were made to 320
projects totaling over $3.5 billion. Of those 320 projects, 36 infrastructure and tech-
nical assistance awards were to entities serving American Indian and Alaska Native
communities, totaling investments just over $214 million. Tribal communities did
very well, for example, in competing for the technical assistance grants where tribes
won 12 of 19 grants awarded along with 8 BIP infrastructure awards to tribes and
tribally owned enterprises. The RUS also set aside $100 million for satellite awards,
which help reduce costs of satellite delivered broadband to those Americans lacking
any broadband access, even after all Recovery Act awards are taken into account.

When complete, Recovery Act broadband investments will connect nearly 7 million
rural Americans, along with more than 360,000 businesses and more than 30,000
critical community institutions like schools, healthcare facilities, and rural public
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safety agencies, to new or improved service. The projects funded will bring
broadband service to 2.8 million households, spanning across more than 300,000
square miles in 45 states and 1 U.S. territory.

Recovery Act broadband projects are estimated to create more than 25,000 imme-
diate and direct jobs for rural workers in a variety of industries. The projects will
provide service to 31 distinct tribal lands in the lower 48 states and 125 persistent
poverty counties.

Making BIP awards was only part of the agency’s Recovery Act work. Getting BIP
projects built and across the finish line in the timeframe provided is no small feat,
especially in native communities. As part of our Recovery Act efforts, RUS identified
all BIP projects on Indian lands that needed additional agency coordination for com-
pletion. To ensure that the Recovery Act investments comply with historic preserva-
tion, land use and cultural resource requirements under the National Environ-
mental Policy Act and Section 106 of the Historic Preservation Act, the RUS worked
closely with the Department of Interior’s Bureau of Indian Affairs (BIA) and Office
of the Special Trustee (OST) to advance these projects through the review process.
The United States has a special relationship with tribes regarding lands held in
trust for tribes and their members that require extra attention. The RUS works to
assist our borrowers and grantees in following the proper procedures in accessing
trust lands. We maintain open lines of communications with BIA and OST so that
Recovery Act projects are completed and tribal communities can finally receive the
benefits of expanded broadband.

One example of the RUS working proactively to assist our BIP borrowers/grantees
with projects crossing Indian lands took place in the fall of 2011, when the agency
offered training on rights-of-way acquisition and land process associated with trust
land. This training was developed with the help and knowledge base of the Depart-
ment of Interior’s OST and the BIA. RUS’ Environmental Team members also par-
ticipated in this training and have become adept at identifying tribal issues that
might require the agency and USDA’s Office of Tribal Relations (OTR) to work with
our colleagues at BIA to resolve.

I raise this example because this simple training initiative developed by RUS has
led to further assistance provided to BIP recipients who were not familiar with some
of the procedures necessary for working on Indian lands. It also is a living example
of President Obama’s instruction to executive branch agencies to work together to
coordinate Recovery Act implementation. Working with BIA over the past year has
provided multiple success stories, such as the Kit Carson Electric Education Foun-
dation project in New Mexico which will cross two pueblos, when complete. This
project was awarded $19 million in loan and $44 million in grant resources. By fa-
cilitating dialogue between the two Departments and the developers on complex
rights of way issues, a much needed project is moving toward completion.

The RUS has long focused on the need to connect native and rural communities
to a broadband future. The RUS has several standing programs which support
broadband deployment. Our traditional telecommunications infrastructure loan pro-
gram, authorized in 1949, was created to ensure rural areas had access to reliable
and affordable telecommunications systems that were comparable to those in urban
communities.

Beginning in the 1990s, RUS required that telecommunications borrowers to build
broadband capable networks to facilitate the use of advanced services. Since 2009,
this program has provided broadband service to nearly half a million rural tribal
subscribers. For example, in December of 2010, RUS provided a $37.9 million loan
to the Cheyenne River Sioux Tribe Telephone Authority in South Dakota to com-
plete a fiber-to-the-premises buildout, providing broadband services to homes and
businesses necessary to meet growing demand, create jobs and spur economic devel-
opment. More recently, a Telecommunications infrastructure loan helped Sacred
Wind Communications secure new and improved broadband service throughout
Navajo Nation Chapters within New Mexico. This investment continues to expand
access to education, health care services, job opportunities and small business mar-
keting tools within those Navajo communities.

The RUS Broadband Loan Program, first authorized under the 2002 Farm Bill,
and revised by the 2008 Farm Bill, makes broadband network financing in rural
areas a reality for providers seeking to build high capacity systems in rural under-
served areas.

The RUS also administers the Community Connect grant program. While rel-
atively small, applicants seeking to serve tribal communities have done very well
under this program, which provides grant funding to communities with no access
to broadband service. This program has made 49 awards to tribal communities total-
ing $25.6 million since the implementation of the program in FY 2002. Funds are
used to build broadband infrastructure and awardees are required to establish com-
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munity centers that offer free public access to broadband as well as connect commu-
nity anchor institutions to free broadband services for two years. On May 3, the
RUS announced over $10 million in funding is available for new applications in FY
2012.

An excellent example of a project funded by the Community Connect program is
the Sacred Wind Communications project in New Mexico. They were awarded a
$436,461 grant to provide phone and Internet service to residents in Huerfano. The
grant resulted in a new computer training center for public use. The grant also re-
sulted in the installation of telephones in all community buildings, broadband serv-
ice in the tribal school and other facilities and a new computer training center for
public use. As a result of these investments, educational programs are available for
all residents, health care services and job information is accessible, and the commu-
nity can communicate with the rest of the world.

Another RUS program that is changing the lives of Native Americans is the Dis-
tance Learning and Telemedicine (DLT) grant program. This week, Agriculture Sec-
retary Tom Vilsack announced awards for over 50 distance learning and telemedi-
cine projects that will increase access to health care and enhance educational oppor-
tunities to rural communities and tribal areas in 29 states. With these awards, over
the life of the program, USDA will have provided half a billion dollars in Distance
Learning and Telemedicine program funding to benefit rural communities and
Tribes nationwide. A substantial portion, 230 awards for $100 million, went to im-
prove educational or health care services to native communities.

With a combined portfolio of over $6 billion in telecommunications investments
alone, the RUS has a deep understanding of the costs, challenges of distance, den-
sity and geography to build out these systems. We also have witnessed lives trans-
formed, communities enlivened and futures secured when affordable, reliable and
robust utilities services finally arrive to communities that have been asked to wait
far too long to enjoy the benefits of modern life and the rewards of the digital econ-
omy.

A good example of how USDA Rural Development programs can improve the econ-
omy and quality of life in native areas is the Warm Springs Indian Reservation in
central Oregon. About 10 years ago, the leadership of the Confederated Tribes of
Warm Springs realized that their community severely lacked telecommunication
services. Tribal leaders commissioned an assessment of the community’s needs and
formulated a strategic plan, which identified the present telecommunications serv-
ices and the capabilities needed to upgrade services on the tribal land. The report
identified Public Safety Radio, basic telephone service, and broadband Internet ac-
cess as the most critical priorities. It also highlighted the fact that only 63 percent
of tribal members had basic telephone service and that even fewer had broadband
Internet access.

The overwhelming task of bringing broadband Internet access and basic telephone
service to the reservation was made easier when the Confederated Tribes of Warm
Springs discovered the USDA Rural Development Community Connect grant pro-
gram. In 2002, the Tribes received a grant for $695,832 to build a small fiber net-
work on the reservation that now links together the Health and Wellness Center,
the Community Counseling Center, the Head Start/pre-school building, many
schools, and other tribal administration buildings. The grant also funded the cre-
ation of a technology center that allows tribal members to access the Internet 24
hours a day.

Next, the Warm Springs Telecommunications Company (WSTC) was created. As
the WSTC was designing their network and exploring potential funding options,
RUS began the BIP program under the Recovery Act.

In 2010, WSTC was selected for a $5.4 million award to construct a hybrid fiber/
wireless network throughout the reservation to connect critical facilities, including
the administrative buildings, schools, health care facilities, all police/fire and public
safety radio towers, and Kah Nee Ta (the tribal resort). When this project is com-
plete, broadband service will be available to all residents, government agencies and
businesses. Additionally, the WSTC was awarded a $200,000 Technical Assistance
grant in 2010, also under BIP, to continue the planning process of building the new
telecom network.

The new network will provide students with access to school assignments and
allow them to submit homework online from their homes. College students will be
able to live on the reservation and conduct research or take distance learning
courses without having to travel great distances. Broadband Internet access can
help reduce the chronic unemployment that faces the residents. The new network
continues to indirectly contribute to employment growth by allowing community
members to pursue new, previously unavailable career opportunities, such as selling
their artwork online or starting other online, home-based businesses.
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New telemedicine applications, which rely on broadband, will allow for quick and
easy consultations with medical professionals. Tribal members will be able to meet
with specialists at Oregon Health Sciences University in Portland. Diabetics will be
able to connect to clinics for monitoring.

The new broadband network will support and improve the interoperable public
safety radio network that has been upgraded with U.S. Department of Homeland
Security grants. The network will link together the funded towers with new radio
equipment so that police and fire departments can better protect the people of the
Confederated Tribes of Warm Springs as well as the citizens of Oregon who visit
Kah Nee Tah, the Tribes’ resort. The moral of the story is that with work, commit-
ment, planning, persistence and partnership with RUS and other public and private
entities great things can happen and entire communities can be transformed.

Since the start of this Administration, the RUS has placed a specific focus on ex-
panding outreach to and expanding service across tribal communities. RUS has
taken historic measures to make its utility loan and grant programs are more acces-
sible to those serving and residing in tribal areas through the implementation of the
Substantially Underserved Trust Area (SUTA) provisions of the Food, Conservation,
and Energy Act of 2008 (2008 Farm Bill). I know members of this Committee have
been advocates of the SUTA provisions in the 2008 Farm Bill, and I thank you for
your leadership.

The RUS published a proposed rule implementing the SUTA provisions in the fed-
eral register in October 2011 and accepted comments through December 14th. The
final SUTA rules are slated for publication very shortly and will apply to the agen-
cy’s main programs.With the publication of the final rule, SUTA provisions will be
available in following RUS programs:

e Rural Electrification Loans and Guaranteed Loans, and High Cost Energy
Grants;

Water and Waste Disposal Loans, Guaranteed Loans, and Grants;
Telecommunications Infrastructure Loans and Guaranteed Loans;

Distance Learning and Telemedicine Loans and Grants and:

Broadband Loans and Guaranteed Loans.

The SUTA provisions include the three discretionary tools: (1) The Agency may
make loans and guarantee loans with interest rates as low as 2 percent and with
extended repayment terms, (2) it may waive non-duplication restrictions, matching
fund requirements, or credit support requirements from any loan or grant program
to facilitate construction, acquisition or improvements of infrastructure, and (3)
agency may give highest priority to designated projects in substantially underserved
trust areas.

Like all of RUS’s lending programs, the agency can and will only make loans or
guarantee loans that are financially feasible and that provide eligible program bene-
fits. It is our hope that the SUTA authorities will help make programs in substan-
ti?)llly underserved trust areas more affordable and more likely to be financially fea-
sible.

The SUTA rulemaking was historic because it was crafted based on a 2 year tribal
consultation effort that included over 33 government to government consultations
with native nations and tribal communities as well as all relevant federal agencies
and Departments. Several of the 33 consultations were held in Alaska, Hawaii and
the Western Pacific (Guam, Saipan and American Samoa), hosted by the Rural De-
velopment State Directors in each region.

RUS is proud to have hosted the first USDA Rural Development consultation with
the Department of Hawaiian Homelands (DHHL) on January 27, 2011, on the
SUTA provisions. The consultation included participants from all the Hawaiian
Homelands.

As a lender, RUS must look at all available revenue streams to establish loan fea-
sibility. Even with 2 percent interest, as would be possible under the new SUTA
provisions, the ability to repay loans in remote, sparsely populated, low income
areas is difficult. There are only three basic streams of revenue available to build
a business case for broadband deployment; the rates paid by subscribers, the com-
pensation received from other service providers when they use the rural network
and payments from the Federal Universal Service Fund (USF). Many of the exam-
ples outlined in today’s testimony demonstrate what is possible when those three
revenue streams sync up to make advanced services available at affordable rates.

Last November, the FCC adopted new rules that begin to restructure existing fed-
eral Universal Service support mechanisms and Inter-carrier Compensation (ICC)
rules. These reforms affect the distribution of high cost support under the Federal
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USF and the rates carriers may charge each other for use of each others’ networks.
They will also affect the rates carriers will charge their customers.

The FCC reform order also seeks to implement new USF rules which are directed
toward those underserved areas of the US which are within the service territories
of non-rural local exchange carriers. A significant number of tribal communities are
within those service territories.

Some of the reforms have taken effect, others are expected to be effective later
this summer and much of the reform effort remains subject to a notice of further
rulemaking. It is still very much a work in progress. That said, USF support has
been a vital revenue source for both rural telecommunications providers and tribally
owned carriers.

Native and non-native rural local exchange carriers in tribal areas depend heavily
on both USF and ICC revenues to maintain and upgrade existing networks.

At RUS we have a significant interest in the reform effort, and have been engaged
in a continuing and productive dialog with the FCC about the financial and policy
implications of the changing USF landscape.

Out of the 487 active borrowers in the RUS Telecommunications Infrastructure
loan program, 99 percent receive federal USF support.

RUS is the primary lender to 9 of 12 tribally owned local exchange carriers in
the U.S. today, as well as a number of entities which service tribal communities.
About 65 percent of RUS’ Broadband Initiatives Program (BIP) awardees under the
American Recovery and Reinvestment Act (ARRA) receive federal or state USF sup-
port and about 10 percent of the one hundred or so active RUS broadband loan re-
cipients receive USF support.

At the FCC’s request, RUS submitted a presentation into the FCC’s USF reform
docket in August 2011 outlining the potential impact of reductions in federal USF
to the existing telecommunications loan portfolio as well as lending decisions going
forward for borrowers seeking to build broadband infrastructure in rural high cost
areas. A copy of that presentation is provided for the record. RUS continues to ex-
amine the specific changes in USF and ICC on rural carriers and tribally owned
carriers. We have asked RUS borrowers with pending loan applications to re-esti-
mate their revenues based on the FCC order and the agency will continue to remain
vigilant over revenue changes on individual companies within our portfolio.

The RUS, on behalf of the Administration, recommended that the FCC include a
“safety net” or waiver process to give entities which made obligations to government
based on a good faith reliance on the USF rules an opportunity to seek a restoration
of support to avoid a default. A copy of that filing is also provided for the record.

And most recently, on Tuesday May 29th, I was part of a conversation that the
Secretary of Agriculture and the Chairman of the FCC and other USDA and FCC
staff had regarding the effects of the reform effort on rural consumers and the RUS
telecommunications loan portfolio and program. A copy of the ex parte filing out-
lining that discussion is provided for the record. We agreed to continue our construc-
tive dialog on these issues.

The RUS is proud of its investments in tribal communities and with the full im-
plementation of the new SUTA provisions, looks forward to using the tools the Con-
gress gave us to help bring broadband to every corner of rural America.

But make no mistake. Rural service is hard. Providing modern services to tribal
communities are among the most difficult. That is why an agency like the RUS ex-
ists. I thank you for your interest in the RUS and thank you for your support of
our agency and its mission.

The CHAIRMAN. Thank you very much, Mr. Adelstein.

Ms. Clyburn, a significant and unique cost of doing business in
Hawaii is the cost of transportation. How is FCC taking costs like
these into account when comparing companies serving our Native
Home Lands to other rural companies in the Country?

Ms. CLYBURN. Again, thank you for that question. The FCC is
taking each request or each company on a case by case basis. We
are looking and reviewing all applications. We are looking at all of
this by way of reform and engagement in as responsible and inter-
active way as possible.

We are looking at the entire portfolio, not just transportation
costs, but that is a part of it. So we are looking at high costs, all
of those variables that may be particular or unique to your home-
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land. We are taking all of those into consideration when we have
that engagement as it relates to high costs.

So transportation is but one variable. We are taking all of that
into consideration.

The CHAIRMAN. Thank you.

Mr. Adelstein, many of the loans you have already made in Na-
tive telecom were invested many years ago and relied on current
USF funding as guarantee for repayment by your clients. How do
the new proposed reforms affect your older, long-term loans, and
investments with this funding in question?

Mr. ADELSTEIN. Well, as you noted, Mr. Chairman, our loans are
very long-term. We do loans of up to 20 years’ maturity, and that
does take a very long horizon. That is why they have relied on
USF. Of course, the statute requires that it be predictable and suf-
ficient. Ninety-nine percent of our telecommunications borrowers
are dependent on USF. They built the broadband with the support
of universal service, and they counted on it to do it. It is a very
fragile industry because inter-carrier compensation has been de-
clining and it is projected to continue to decline in the context of
reform.

So the industry is in a little bit of a difficult situation and not
very strong to be able to survive additional reductions in revenue.
I think the risk of the proposed reforms is determined by a number
of factors that remain undecided. The FCC has a number of policy
issues that it is still considering in a further notice of proposed
rulemaking. It has waivers that it can consider that could avoid de-
fault in certain cases. We have yet to see how much ability some
of our carriers will have to recover inter-carrier compensation from
some of the mechanisms provided in the FCC’s order.

Some of our borrowers gain under it, some lose substantially.
Some lose little. It varies among companies. So we are carefully
evaluating the impact on our portfolio in light of these consider-
ations.

The CHAIRMAN. Thank you.

Ms. Clyburn, it is required by statute that USF funding be pre-
dictable and sufficient. How do these new rules satisfy that re-
quirement when businesses and investors can’t predict their future
business operations and budgets?

Ms. CLYBURN. One of the things that we are most proud of, as
I put forth in my testimony, is the engagement. We have had ongo-
ing engagement with companies throughout this process, even be-
fore the order was submitted, so that there were some issues but
very few surprises in this process. So therein, we started on a path
that we think would lay down the groundwork for predictability.

Also as my colleague mentioned, we have a waiver process in
place. It is a very detailed process, but it is a very fair and open
and engaged process. So we think by putting forth a number of
steps that we in fact are preserving the fund and that in itself is
the very foundation for predictability. Because it was on a path
where the current path was not sustainable. We recognized that
and we had to make some difficult decisions.

The CHAIRMAN. Thank you.

Mr. Adelstein, you have recommended a safety net as an alter-
native to the current waiver proposed by the FCC. Can you explain
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why this is more predictable and efficient for your borrowers, espe-
cially those in the middle of long-term investments?

Mr. ADELSTEIN. If a borrower knows that if reductions in USF
alone would result in its inability to repay its loans, then it would
be in a better position going forward in its business. So the more
secure that safety net is, the more assurance there is, I think the
more predictability there is that they are not going to be put in a
position where they are unable to pay their loans and are forced
into bankruptcy or other types of disruption to their business.

So we have suggested that the waiver be as streamlined as pos-
sible, that it be linked to broadband service and not voice service,
so that people can peg it to something that they are very familiar
with, and that the order is designed to promote.

The CHAIRMAN. Thank you.

Senator Barrasso, your questions.

Senator BARRASSO. Thank you, Mr. Chairman. I just have a fol-
low-up. It is interesting, you look at the big poster over there, Na-
tive communities are still far behind in basic voice access, even 33
percent Native residents still lack telephone service. So there is a
lot of work that needs to be done. We know that public safety,
health care, education, economic development, all rely to some ex-
tent on Internet services, specifically the broadband services.

So Indian Country has a long way to catch up to the rest of the
Country in terms of broadband access and others. Could you elabo-
rate a little bit on how your agencies work with carriers and Tribes
to integrate the services along with public safety, health care, and
infrastructure to together increase broadband access?

Ms. CLYBURN. One thing that we have done that was very ex-
plicit was to open ONAP, the Office of Native Affairs. That par-
ticular office is working hand in hand with Native communities to
guide them through whatever processes they are unfamiliar with.

We have been very explicit, and I think that is my word for the
day, explicit in the types of programs and opportunities and focus
that we have. Case in point, the mobility fund. We know how reli-
ant, especially in communities where landline deployment is an
issue, mobility often is not. But we recognize that there are roads
that, there are places where there is not connectivity. Fifty million
dollars will immediately go and be targeted to Tribal communities
to connect those roads and highways.

So that is one very explicit way in which we are addressing some
of those issues. And we can speak further on that. I don’t want to
take too much time.

Senator BARRASSO. Did you want to add anything?

Mr. ADELSTEIN. These Tribal communities are the toughest to
serve, in many cases. They are the most expensive, they are the
last ones to get served. That is why you see these statistics. There
is no way it can be done without the partnership that the FCC and
USDA have had together in these programs. Without Universal
Service, we wouldn’t have made the little progress that we have
made. It is not enough. We have a long way to go.

Like I said, eight of the ten little Tribal telecom that have man-
aged to serve themselves in their sovereignty have been as a result
of that partnership. The only way we are going to continue to de-
velop that is to continue the working relationship that we have
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now to have those revenues pay for loans so these capital invest-
ments can be made.

Senator BARRASSO. Commissioner Clyburn, on April 3rd, about
two months ago, 18 other Senators and I sent a letter to your
chairman urging the Commission to evaluate the impacts of the
Universal Service Fund reforms before actually implementing
them. I understand that a response is still in the works. It may in-
clude some modifications, a few reforms as a result of the evalua-
tion. Can you tell us a little bit about how the Commission has
evaluated the impact of the reform on the telecommunications pro-
viders serving Indian Country, and if there are certain additional
reforms that you are considering based on that evaluation?

Ms. CLYBURN. One of the things that should be obvious with us
playing tag team is that we have been in constant engagement
with RUS. We know that those reforms were needed, that reforms
would have impact. So we made sure that it was clear that the
loans, that portfolio and all the other variables that we put forth
will blg a part of any consideration if companies feel that they are
at risk.

There are a number of noticing requirements and the like that
we have put in place that are part of an explicit engagement with
companies in terms of filing and the like that we will put in place.
We streamlined the waiver process through a whole host of things
that we put in place as a result of collaboration and conversations
with the agencies and with the companies. It is an ongoing process
that I am glad to be a part of.

Senator BARRASSO. I was just reading the testimony of this panel
and the next panel. What I noticed in the written testimony from
Ms. Bloomfield, who is on the next panel, is that she refers to the
Commission’s new regression analysis cost model for the Universal
Service Fund. She notes that this model, and I quote, “Contains ad-
mittedly erroneous data and is subject to frequent and unpredict-
able 1changes.” We will have a chance to visit with her on the next
panel.

But while you are here, it says, “contains admittedly erroneous
data and is subject to frequent and unpredictable changes. As a re-
sult, a carrier can’t determine whether an expansion or upgrade
might actually cost them future subsidies.” What is your response
to that concern?

Ms. CLYBURN. My response is that we, our office, our doors are
open. If there are issues or concerns as it relates to the regression
analysis, we are in continual conversation with that. So whatever
concerns or discomfort the companies or she has, again, our office
is open and we are addressing those on a case by case basis.

Senator BARRASSO. Do you think there was erroneous data in
some of this analysis?

Ms. CLYBURN. I am not in a position to answer that with speci-
ficity. If there is erroneous data by chance, I assure you, if and
when it is brought to our attention, we will incorporate that and
make the necessary modifications.

Senator BARRASSO. One of the rural companies from my home
State, and I am running short on time, Mr. Chairman, one of the
rural companies in my home State, Silver Star Communications, in
Freedom, Wyoming, recently filed an application for review and a
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petition. They have some particular concerns with some of the data
sets that are used. And in their case, the data fails to include two
of their exchanges and fully excludes 15 percent of their service
area.

So if we can perhaps just address those sorts of concerns as they
come up, I would appreciate it. We will submit this in writing.

Ms. CLYBURN. Thank you, we absolutely will. Thank you, sir.

Senator BARRASSO. Thank you.

The CHAIRMAN. Thank you very much. We will have a second
round.

Senator Udall?

Senator UDALL. Thank you, Chairman Akaka.

Both of you probably read the testimony of the second panel, and
seen some of the comments they have. I would be interested in
your response in terms of addressing some of the concerns that
these telephone cooperatives, the Arctic Slope in Alaska, the Mes-
calero Apache Tribe telecom out there, Sandwich Islands Commu-
nications, do you all have any answers to their specific concerns
they have raised in their testimony?

Ms. CLYBURN. I can tell you that we are constantly reviewing
and are in communications with organizations or entities and are
addressing concerns. We are in the business to do so.

We have done a number of things to affirm our flexibility. We in-
cluded Alaska’s specific variable to reflect a different cost within
that area. We have a Tribal variable to reflect the cost in those
areas. We have a waiver process, which we have streamlined as a
result of engagement with companies. We had 12 subsets, now it
is down to two.

So there are a number of things, a number of engagements, and
I don’t want to speak to, you mentioned one entity, I don’t want
to speak to that particular entity, because that is an open ex-
change. But we have been, this has been a most open and engaged
process that I am familiar with in regulations in large part because
it is one of the most significant things that this agency has done.
We had to do it, we had to perform triage.

And that is what I call it, it was triage. But triage as we know,
the simple triage is targeted and ultimately everybody gets served.
And at the end of the day, that is our objective and how we best
get there is going to be through an ongoing engagement. And what-
ever concerns need to be addressed, I assure you the Commission
is open for business to do so.

Senator UDALL. Commissioner Clyburn, given some of those con-
cerns of the witnesses and some of their comments about not hav-
ing enough meaningful consultation with Tribes, how can the FCC
do more to improve its outreach to Tribes, and does the Office of
Native American Affairs and Policy need more resources in order
to help the FCC achieve its mission of bringing telecommunications
services to all the people of the United States?

Ms. CLYBURN. It would not surprise you that I would say to you
that more resources are always welcome. But aside from that, I can
affirm to you that ONAP has had some upwards of 250 meetings
with persons, individuals and companies from Native communities.
There has been engagement. Part, of course, when we go through
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monumental change, as we have, and as we are, not everybody is
going to be happy with the pace of change.

Everybody wants change, but when it affects them, then it is un-
comfortable. And we were, to be honest with you, we would not be
responsible stewards to the persons or people, to money, their
money. Each month you see that line item that says USF. We are
responsible for the efficient and effective delivery of service with
those individuals’ monies.

So we had to make a decision, we had to get this fund on a sus-
tainable path. That required change. But we again, the Office is
open for engagement. And if we are deficient in any way, I assure
you that tomorrow we will correct that and do better.

Mr. ADELSTEIN. I would say that USDA and RUS have reached
out to every single Tribally-owned telecommunications company to
tell them they need to be engaged in this process, to let them know
that it could have an impact on them. We have reached out to lead-
ership as well as the telecom companies themselves to try to say
this is something that matters to you. We didn’t necessarily give
them guidance on what to do, but we said that the Commission and
the Chairman and Commissioner Clyburn and the others have
asked for input and we have encouraged folks to make sure that
whatever concerns they have are expressed. We work very closely
and intimately with our borrowers and we have looked at their fi-
nances. When they come in with concerns like these, we take them
very seriously.

Senator UDALL. Great. And I would just echo what Senator
Barrasso said in terms of the loans that are taken out, and I think
the Chairman had this in his opening, the loans that were taken
out were expecting the amount of revenue coming in. So when you
changed that, you changed the whole equation for a lot of these
s}rlnaller rural electric cooperatives. So we need to keep an eye on
that.

Thank you, Mr. Chairman.

Ms. CLYBURN. Yes, sir, and in the five seconds we have left—

Senator UDALL. Go ahead.

Ms. CLYBURN. I want to assure, one of the things that we put in
place that I was not going to be supportive of, I was not going to
be supportive of a slash cut. So we have a glide path, a number
of years to calibrate and to engage. If by chance that time frame
is not sufficient, we have an open and engaged waiver process that
I encourage everyone to take advantage of.

Senator UDALL. Thank you.

The CHAIRMAN. Thank you. Thank you for your questions. We
will have a second round.

Senator Murkowski, your questions, please.

Senator MURKOWSKI. Thank you.

This is a very important hearing, of course, just based on the
issue. But I think as you have pointed out, Senator Udall, there are
concerns that seem to be across the board here regardless of where
you are from, whether it is up in Alaska or down in the lower 48
here, concerns about the waiver process being burdensome and
costly. You say that there is a way around that.

The issue of the regression analysis, and you are saying that the
door is open, that sounds good. But the meeting that I had before
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lunch today to understand a little bit more about what was going
on with Arctic Slope Telephone, the data seems to suggest that
there is 2,000 miles of road up in the Arctic Slope telecom area. I
was stunned to learn that, because in fact there is not. It may be
closer to 200 if it is that.

So it seems clear that there are some issues here that need to
be addressed, that there are data errors that need to be followed
up with. And so I appreciate your very open door policy. But in the
meantime, you have some small telecom, at least in my State, that
are feeling like they are on the ropes right now, that when they
don’t have the level of predictability that they clearly need, they
are concerned, they are coming to us and saying, how are we going
to be able to hold on.

So for me to be able to tell them, well, I hear that the FCC has
an open door, that is not giving most of my folks much comfort. So
we need to figure out how we are going to get through this.

Let me ask a couple questions of you here, Ms. Clyburn. With the
Alaska telecom, how much do you figure they would lose due to re-
form and if the answer is, we don’t know at this point in time, how
can we expect these companies to sustain their businesses without
access to the projected financials? And this goes to what the Chair-
man was discussing about the lack of predictability? How can we
help them out there?

Ms. CLYBURN. Well, many, numerically, broadly speaking, many
of the companies will either see no or a bit more of an infusion of
dollars, because again, of the savings and the predictability that we
put forth.

Senator MURKOWSKI. How do they know whether it is a little bit
or a lot?

Ms. CLYBURN. We have some, I have some enumerated figures at
this point that I could submit to you that, maybe my nerves are
getting the best of me, that I can’t put my hands on right now. But
there is, again, ongoing engagement, a lot of these entities do know
exactly, I think I put forth that a number of companies will get an
infusion. So if you give me a second, I will be able to get that exact
figure. Again, I apologize for not having it. But most of the entities
that we have been engaged with, the worst case scenarios are
around a 10 percent impact as it relates to this. Those are among
the worst figures that I have seen.

Senator MURKOWSKI. Well, I think what is important is to have
a clear understanding in terms of what we are dealing with. They
need to have those projected financials upon which to base sound
business decisions.

I guess the question would be, what the FCC intends to do then
to protect the investment of our small rural carriers, many of
whom have taken on quite substantial long-term debt to build our
services. Mr. Adelstein, I know I am running out of time, but I
want to ask you the same question here. As we deal with the issue
of these loans that, I think we have demonstrated, have been prov-
en to be a pretty effective tool for our rural telecom to gain access
to capital. But how do we protect this investment here that again,
these are small carriers. These are small carriers that have some
pretty considerable costs. Now you inject the uncertainty in.
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Ms. CLYBURN. Well, one of the things that the high costs, a sup-
port fund that we did was, even though the numbers don’t synch
up numerically, you are right, we recognized that those small car-
riers serve an important role. They serve consumers that deserve
no disruption. So $2 billion of the high cost will go to ensure that
there is sustainability and predictability from that point.

I did have my figures here. In terms of Alaska rate of return car-
riers, only two carriers were capped. Only two carriers were
capped. And we expect that the remaining 15 of the 17 rate of re-
turn carriers will actually see an increase in their high cost sup-
port during this year. And so I know again there is some worry and
worry does come with what we have.

Senator MURKOWSKI. It is beyond worry, it is fear.

Ms. CLYBURN. No, no, well, concerns. Significant concerns. Be-
cause again, we are talking about monumental change here. But
again, there are protections in place if the companies believe that
their service delivery will be adversely impacted. We have a waiver
process that is engaged in an open process that we have stream-
lined that we encourage them, all along the way, with engagement
from us, to take full advantage of.

And again, I know there is frustration. I know there is uncer-
tainty. But we had to embark upon this path in order to sustain
a system that everybody agreed was broken.

Senator MURKOWSKI. Well, I would agree that it was broken. But
I think what we are hearing from the smaller companies is that the
big guys are never going to serve the folks out in the service area.

Ms. CLYBURN. And that is why that $2 billion, half of that high
cost fund, will remain at this point in time in those areas where,
in those rate of return areas, even though numerically most of the
people who are unserved are outside of those areas.

Senator MURKOWSKI. I think it sounds wonderful on paper. I am
not convinced, and I don’t think our smaller telecom in Alaska are
convinced that this waiver process is going to be there, that what
you are suggesting will be adequate to serve the needs of those who
are so desperate in their needs. And they have been long ignored,
they have been taken care of by these smaller telecom. And now
I think everybody is feeling like they are on the ropes.

My time is expired, I understand we will have a chance for an-
other round. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much, Senator Murkowski.

Ms. Clyburn, you mentioned a wavier process to Senator Mur-
kowski as well as Senator Udall. What is the cost of the waiver
process? What kind of assistance is the FCC willing to give to Trib-
al communications companies in order to complete the waiver?

Ms. CLYBURN. The actual waiver process, sir, is the cost for ap-
plication is $8,000. The information that is needed, that is required
that should be contained within the waiver, that is information
that the companies generally should have if they practice GAMP,
generally accepted accounting principles. So that is the cost. I am
not going to say there are not any more costs. But in terms of what
the cost for application is $8,000, sir.

The CHAIRMAN. Thank you.

Mr. Adelstein, fixing the Carcieri decision is one of my top prior-
ities. In the past 13 months, this Committee has received a broad
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range of testimony regarding the negative impacts of that decision,
including the significant impacts on economic development, lending
and also financing.

What is the USDA doing to address the negative impacts the
Carcieri decision has had on agencies’ ability to issue loans to
Tribes and Tribal members?

Mr. ADELSTEIN. Finding a fix for the Carcieri decision is a very
high priority for the Obama Administration. Land tenure across In-
dian Country can make it difficult for any lender to find adequate
security, whether they are lending on fee allotted, or Tribal land.
Carcieri provides further uncertainty for Federal lenders like us at
RUS, trying to ascertain business taxes, taxation, adequate secu-
rity on land with property status in flux like that.

So we have been very flexible in working with our borrowers in
Indian Country to retain adequate security for our loans. RUS gen-
erally utilizes revenues and equipment for loans. SUTA, which we
are about to announce shortly, we are on the border of having the
regulation finalized, will give us further flexibility to determine
what adequate security would constitute.

The rule’s imminent release, I think, will really help us out. We
are working in the interim to be as flexible as we can and not using
land necessarily for security.

The CHAIRMAN. Thank you. Senator Barrasso, any further ques-
tions?

Senator BARRASSO. Thank you, Mr. Chairman, for having this
second round. I think we are hearing across the board concerns,
from as far north as Alaska to New Mexico. And it all relates to
the waiver situation.

What I hear back home is what we are hearing here as well,
don’t worry, just apply for a waiver. Just apply for a waiver. And
as Senator Murkowski said, it is burdensome and it is costly,
$8,000 to seek a waiver. It is not just like filling out a postcard and
sending it in. When I talk to people, it is complicated, it is cum-
bersome, it is challenging, it is very detailed. Then the question is,
what happens to a company like the Silver Star Company and the
small community in Wyoming, come around 2014 if the waiver
process fails them, and the flawed data isn’t corrected? They know
that the data is flawed now. And if it doesn’t accurately reflect the
reality that they know on the ground and whether it is 200 miles
as opposed to 2,000 miles of roads, whether it is what is happening
with 15 percent of the service area and two of the exchanges not
included.

I guess that is the question that so many of us have here, Mr.
Chairman, why we are looking for answers, because we want to be
able to go back home and tell the people that we have asked you
the questions and here is the answer. So is the process sufficient
to fully deal with the impact and the reforms? And how can we
make sure that all happens?

Ms. CLYBURN. Sir, I do believe it is. As I mentioned prior to us
submitting the final series of steps, we had 12 things that we were
looking at, 12 different sections that we were looking at. We nar-
rowed that down to two particular sections.

Most of the information that the companies need to submit to us
can be found, if you practice GAMP, that should be relatively, basi-
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cally all that you need to submit to the agency. So we have stream-
lined, we heard those types of concerns through the exchanges. And
we acted. It is an $8,000 filing fee. It is not inconsistent in terms
of cost, not inconsistent with some of the other filings. That money
doesn’t come to us, goes straight to the U.S. Treasury.

But first and foremost—

Senator BARRASSO. I would rather it went to you, I think.

[Laughter.]

Ms. CLYBURN. Well, you can take care of that in other ways. But
again, we are speaking about people’s money. On that we can
agree. We want, and we need, and I think we have on a pathway,
we need an efficient process and an effective, more effective process
that will serve, help serve those 18 million Americans that are not
receiving adequate broadband delivery. It is not going to be the
most comfortable of processes. I do admit that.

But we do have an agency, if and when, if things are cum-
bersome or too burdensome, we will do all that we can, and have
acted in a number of ways to do all that we can to make that proc-
ess easier. But the books will have to be opened. The need has to
be proven. We cannot afford to have a system with multiple pro-
viders in small areas. We cannot have a system that is not efficient
and answerable and will deliver service where it is not, where it
doesn’t exist.

Senator BARRASSO. Mr. Chairman, that is the concern. You want
to make sure that service gets to the people who need it. And our
concerns are that if for some reason these small companies find
themselves in this situation come 2014, that the waiver process has
failed them and that the flawed data isn’t corrected to accurately
reflect the reality, do they just close shop? And then we are just
in the same situation that we are in now and services still aren’t
provided and we are still looking at a situation years from now,
like the two big poster boards that you brought in? That is what
we are trying to prevent.

Ms. CLYBURN. This remains, this will remain an interactive proc-
ess. If we are all engaged, and I can commit that we will be, then
that prediction that you have should be minimized. I can’t sit here
and affirm to you that no door will close. No one can do that. I can
assure you that I will do everything in my power to ensure that
no citizen has disruptive service.

Senator BARRASSO. Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much, Senator Barrasso.

Senator Udall, any further questions?

Senator UDALL. Thank you, Mr. Chairman.

Commissioner Adelstein, the U.S. unemployment rate is about 8
percent, which we all know is a terrible rate. But getting unem-
ployment down to 8 percent for some Tribal communities would be
significant progress. We need to find more economic development
oppﬁrtunities for Tribal communities and rural areas more gen-
erally.

I am wondering, you mentioned how the RUS community connect
grant has helped Sacred Wind Communications bring service to
New Mexico. Are there areas where Tribes are not taking advan-
tage enough of RUS assistance when it comes to promoting eco-
nomic development?
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Mr. ADELSTEIN. We have been very successful with getting Tribal
entities to get involved in our programs. Community Connect has
gone disproportionately to Tribal areas. Our technical assistance
grants we did under the Recovery Act went, 12 out of 19, to Tribal
areas, because we made it especially easy for them to get that.
Some of our non-Tribal awardees, like in Alaska, GCI is covering
many different Tribal communities.

We still need to do more. I think that sometimes the commu-
nities that need the help the most are at least able to get it for
themselves. So we have done extensive outreach, consultation, hon-
oring the nation to nation relationships that we have in an unprec-
edented fashion under this Administration. And we have seen jobs
being created. Sacred Wind is considered one of the best small
businesses in America. We have many great success stories that,
without them, there wouldn’t be the opportunity for jobs. And of
course, C.B.0. came out yesterday and identified the Recovery Act
has indeed created millions of jobs and helped keep the unemploy-
ment rate from going any lower.

I have seen that myself, I have seen the hard hats out there in
Indian Country that are building this plant, over $200 million in
the Recovery Act is going to serve Tribal areas.

So we are seeing it working. But I think there is a heck of a lot
more to do, and very limited resources to do it with.

Senator UDALL. Good, and we appreciate you working hard to
push it out there.

Commissioner Clyburn, my understanding is the vast majority of
the Navajo Nation, which encompasses an area the size of West
Virginia, would be ineligible for the mobility fund support in up-
coming auctions because the Commission finds that this area al-
ready has 3G service. This would surprise me, since many parts of
the Navajo Nation still lacks cell phone service.

Would you look into this to see if one of the least-served areas
of the Country could potentially be excluded from the mobility fund
support in these auctions?

Ms. CLYBURN. Yes, I will.

Senator UDALL. And if there is uncertainty or controversy over
whether service exists in these areas, should the Commission’s de-
fault position be to keep these Tribal lands eligible for mobility
fund auction?

Ms. CLYBURN. I will answer that this way. We have made a lot
of, many provisions to recognize the unique needs of Native na-
tions. One of the things that sticks out in my mind is if you apply
to be an eligible, under ETC, an eligible telecommunications car-
rier, you don’t have to have approval to get consideration. That is
one of the things, in terms of when we talk about this process, that
sometimes is complicated for smaller companies. That is one of the
things that we put in place to ensure that there is a significant
pathway for engagement.

So the answer is of course yes on the first, and if there are any
disconnects, ONAP and the Commission as a whole will look into
that to ensure quality service.

Senator UDALL. Thank you very much. Thanks, Mr. Chairman.

The CHAIRMAN. Thank you very much, Senator Udall.

Senator Murkowski, your questions.



34

Senator MURKOWSKI. Thank you, Mr. Chairman.

I am told that while the waiver application fee is $8,000, as you
have indicated here, that the total predicted cost for going through
this process to get a waiver with the fee and your consultants is
somewhere between $100,000 to $180,000. Now, I don’t know if
that is accurate, that is what I have been told. But for some of our
smaller operations up north, that is a pretty tough financial load
for them to bear. So when we are talking about the cost, I think
we need to keep in mind, it is not just the fee for the waiver.

I would be curious to know also, just in terms of the waivers, if
you file your waiver with the FCC, what is the likelihood that
waivers is going to be granted? What are the parameters? How
many waivers will be granted? If you are going to take the limited
resources of a small telecom and basically bank on getting a waiver
here and then we find out, well, there is a very limited number
that can be granted, that is something I think we want to under-
stand a little bit more.

Administrator Adelstein, I wanted to ask you, and I hinted at
this in the last round, talking about the loans, the outstanding
RUS loans. In Alaska, I understand there are over $200 million in
outstanding RUS loans and they have been a pretty effective tool
for us in terms of gaining the access to capital, helping to develop
out the infrastructure.

So from your perspective as administrator there at RUS, what ef-
fect will the Connect America fund and then these changes to the
high cost fund have on these rural telecom?

Mr. ADELSTEIN. It is really variable according to the company.
Some companies, as the Commissioner indicated, gain, others lose.
Obviously we are most concerned about those that lose and lose
substantially. Because those are the ones that are at the greatest
risk. That is where they may end up in this waiver process that
you have talked about.

So it really depends on the particular borrower. I know Arctic
Slope is going to be here in the next panel, and we have a number
of awards, over $100 million, went to Alaska in the Recovery Act.
So we have a lot more loans coming to Alaska as the build out and
GCI builds out. And some of the other companies, Copper Valley
is here today, Dave Dangle is here from Copper Valley.

We are very concerned about all these carriers and what the im-
pact is. So we are looking at them on a case by case basis, because
it does vary from company to company. To the degree there are
major issues, we will work closely with the FCC to resolve those
issues that we find.

Senator MURKOWSKI. Well, let me ask you, though. You kind of
had them on your watch list, it sounds like, working with them.
But if it does not look good, what do you do? Again, I am con-
cerned, as some of my colleagues have said here, that if we get to
2014 and the waiver hasn’t worked out, then where are you? Be-
cause you are not going to see any of these big guys really stepping
into these smaller markets to come and help.

So when you say that they are, and these are my words, but
when they are on your watch list, what can they expect in terms
of any level of assistance, or are we all just watching together?
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Mr. ADELSTEIN. We do work with our borrowers when they get
into trouble. Usually there is a way out. Traditionally we have an
extremely low default rate. Our default rate is .6 percent for our
programs, because we have been very careful in underwriting
them. They have had a predictable revenue stream coming in.

Senator MURKOWSKI. They have had a predictable revenue
stream?

Mr. ADELSTEIN. That is right. So we have been able to manage
the portfolio very carefully. Occasionally there are issues that come
up, we work with them, we are not able to handle given our small,
little staff that we have, a large number of those issues. We will
run down the street, the FCC is only three blocks away, so we may
be occasionally making the trip down there to talk to them. We
have already discussed the broader issues. And of course, we will
work with our companies on the waiver process if it comes down
to that. We have limited tools at our disposal. If they go into a de-
fault situation, then we can rework the loans. But what you find
is that the amount of debt service isn’t usually the issue, although
that can be helpful.

We can’t do that prospectively without assistance from Congress.
We can’t look at our whole portfolio and say we are going to have
to adjust these loans because there is less revenue than we antici-
pated because that would be, that would require an appropriation,
which in this budget environment we don’t anticipate being very
likely.

So we do have limited tools but we will use everything we have
to be as flexible as we can.

Senator MURKOWSKI. I have one final question, Mr. Chairman, if
I may. This is directed to Commissioner Clyburn. And this relates
to satellite. Most of rural Alaska is served by satellite. And it suf-
fers from these latency issues, the slow download speeds. Under
the National Broadband Plan, minimum upload/download speeds
for broadband that are specified for funding in the order are not
attainable in Alaska. I am told that the Commission is working to
correct this so that the Alaska telecom will not be impacted by
these unattainable speeds.

Can you tell me where the Commission is in addressing this?

Ms. CLYBURN. We recognize how expensive the middle mile is.
We are working and have had an opportunity to visit your fine
State. I love Cordoba, we will be there in the summer, let me af-
firm, it will be in the summer, and Gayana. So again, I recognize
how expensive it is to serve. We do recognize all of that.

So flexibility, we have allowed for flexible build-out require-
ments. You have expenses, including influenced by, if not made
clear, the weather. So we have clarified that State commissions like
yours can consider these middle mile costs of all these variables
into consideration to ensure optimal outcome. And please forgive
me for saying this, I really want to say back to your first state-
ment, there is no requirement for companies to go and hire outside
experts in terms of this type of review. They can do so, of course,
that is their prerogative. But there is no requirement. If they prac-
tice GAMP, the majority of the information that they need, that we
need, should be at their disposal.
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Senator MURKOWSKI. Thank you, Ms. Clyburn. Thank you, Mr.
Chairman.

The CHAIRMAN. Thank you very much, Senator Murkowski.

I want to thank my first panel very much for your presence here
and especially I want to commend you for working together on
some of the issues that we are concerned with and urge you to con-
tinue to do that. I also want to thank you for your testimonies and
your responses to our questions. Thank you.

Ms. CLYBURN. Aloha.

The CHAIRMAN. Aloha.

Now I would like to invite the second panel to the witness table:
the Honorable Alfred LaPaz, Councilman for the Mescalero Apache
Tribe in Mescalero, New Mexico, accompanying Councilman LaPaz
is Mr. Godfrey Enjady, General Manager of Mescalero Apache
Telecom, Inc., in Mescalero, New Mexico; Mr. Steve Merriam, Chief
Executive Officer and General Manager of the Arctic Slope Tele-
phone association Cooperative in Anchorage, Alaska; Mr. Albert
Hee, President of the Sandwich Isles Communications in Honolulu,
Hawaii; and Ms. Shirley Bloomfield, Chief Executive Officer of the
National Telecommunications Cooperative Association in Arlington,
Virginia.

Welcome to all of you. Councilman LaPaz, will you please pro-
ceed with your statement?

STATEMENT OF HON. ALFRED LAPAZ, SECRETARY,
MESCALERO APACHE TRIBAL COUNCIL; ACCOMPANIED BY:
GODFREY ENJADY, GENERAL MANAGER, MESCALERO
APACHE TELECOM, INC. AND JOHN WHEELER, GENERAL
COUNSEL, MESCALERO APACHE TRIBE

Mr. LAPAZ. Good afternoon, Chairman Akaka, I see Vice Chairman Barrasso has
left, and members of the Committee.

My name is Alfred LaPaz, and I serve as Secretary of the Mesca-
lero Apache Tribal Council. I am also a member of the Board of Di-
rectors of the Mescalero Apache Telecom and with me is Mr. God-
frey Enjady, General Manager of MAGI. Also Mr. John Wheeler,
the Tribe’s General Counsel.

I want to thank you for the opportunity to testify before the
Committee about the impacts of the FCC’s reforms on the Mesca-
lero Apache Tribe and MAGI. Our Tribe is very concerned about
the pending July 1st deadline to implement the FCC order. While
we support the goal of extending broadband to underserved com-
munities, we believe that the FCC order will actually have the op-
posite effect on the Mescalero unless some revisions are made.

Indian Country and Mescalero in particular is different and the
current FCC order doesn’t reflect that fact. The Mescalero Apache
Tribe’s 460,000 acres is located in the mountains of rural south
central New Mexico. A large portion of our reservation has rugged
and rocky terrain, and our elevations range anywhere from 5,000
to 12,000 feet. As you can see from the pictures on the board here
to my left, our reservation is extremely rural. Our telecommuni-
cations infrastructure is built over great distances and very tough
terrain.

At the left corner is MAGI’'s headquarters, the top left of the
board. It consists of six double-wide trailers that we lease. MAGI’s
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priority is to reinvest its money in state of the art technology in-
stead of costly non-essentials.

Our reservation is home to approximately 5,000 residents, most
of whom are Tribal members. Like many reservations, we suffer
high unemployment and poverty rates. With a low population den-
sity, high infrastructure costs and a relatively low income commu-
nity, we don’t meet the typical business model of your average tele-
communication company.

In the mid-1990s, only 48 percent of our reservation’s residents
had access to telecommunication services. To address this gap, the
Tribe established MAGI with the sole purpose of bringing quality
communications to our residents. Since 2001, we have transformed
communications services on the Mescalero Reservation. Today all of
our residents have access to basic voice service and broadband
internet. That is an extraordinary feat, and I want to acknowledge
Mr. Enjady’s work in achieving these goals.

MAGT’s success in our business model has relied on both USDA’s
rural lending program and the FCC subsidy programs. Both of
these programs have enabled MAGI to provide our customers with
access to available services. Unfortunately the FCC order has the
potential to undo this success. For example, we estimate the No-
vember order would have resulted in an $800,000 cut in Federal
funding annually from MAGI.

This is close to one-third of our total Federal support. We would
have been cash flow negative within four years. Thankfully, FCC
amended the order to reduce the negative impact on Tribal telecom
like MAGI. While we are grateful for this change, problems remain.
For example, we estimate that MAGI will still have a reduction of
$90,000 for just the high cost loop support portion of the subsidy.
We estimate that MAGI will suffer an annual loss of $137,000 from
the interstate common line support. Most importantly, the total
USF cap will prevent MAGI from future expansion of services. And
there are more reductions than we have time to list here. Again,
these cuts will have a devastating impact on MAGI and our Tribal
members.

In response to these concerns, the FCC offers the waiver process.
However, this waiver process remains unclear and uncertain. Not
much has been disclosed about how the waiver process will apply
to Tribal government-owned entities like MAGI. We are concerned
that the process may require the disclosure of sensitive information
of the Tribe or Tribally-owned enterprises. We also believe that the
waiver process may be highly expensive and cumbersome to small
Tribal providers.

To address these concerns, we urge the FCC to consider an alter-
nate process that respects Tribal government, honors the treaty
and trust obligations of the United States to the Tribe and ac-
knowledges the unique challenges facing Tribes and Tribal tele-
communication providers.

We are also troubled that the FCC failed to conduct meaningful
consultations with our Tribal governments to engage in discussions
with senior officials. Recently FCC officials informed me that be-
cause Indian Tribes are not referenced in the Communications Act
of 1934, the FCC has no legal obligation to honor its trust responsi-
bility to Tribes.
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While the FCC is an independent agency, it is still a part of the
Federal Government that holds a unique legal obligation to all
Tribes. As a result, we urge the FCC to engage in government to
government consultation with all impacted Tribes before moving to
implement the order.

In conclusion, while the Tribe appreciates the goal of the FCC to
modernize and reform the USF, we don’t believe that the order
takes in account the Federal Government’s obligations to Tribes.
We urge the Committee to take action now by working with the
FCC and authorizing committee to delay implementation of the
order to ensure that Tribal governments have access to a connected
future.

Thank you again for this opportunity. I appreciate being able to
be up here and provide my comments today. At this time, if we
have any questions, I would like to have Mr. Enjady here beside
me entertain any questions that the Committee may have. Thank
you.

[The prepared statement of Mr. LaPaz follows:]

PREPARED STATEMENT OF HON. ALFRED LAPAZ, SECRETARY, MESCALERO APACHE
TRIBAL COUNCIL

Introduction

Good afternoon, Chairman Akaka, Vice Chairman Barrasso, and Members of the
Committee. My name is Alfred LaPaz and I serve as Secretary of the Mescalero
Apache Tribal Council. I am also a member of the Board of Directors of the Mesca-
lero Apache Telecom, Inc. (MATI). I am accompanied today by Godfrey Enjady, Gen-
eral Manager of MATI. Thank you for the opportunity to testify today before the
Committee about the impacts of the Universal Service Fund (USF) reforms on tribal
communities and tribally-owned telecommunications providers like MATI.

This hearing is timely as the Mescalero Apache Tribe (Tribe) is greatly concerned
about the pending July 1, 2012, implementation of the Federal Communications
Commission’s (FCC) Connect America Fund (CAF) Order (Order). The purpose of
the Order is to modernize and reform USF and intercarrier compensation (ICC) pro-
grams to address the broadband gap in rural and underserved communities. We be-
lieve that, unless our concerns are addressed, the Order will actually have a detri-
mental, and even opposite, effect on reservations.

Background

The Tribe entered into a treaty with the United States on July 1, 1852. This trea-
ty, known as the Treaty with the Apaches, promised the Tribe a permanent home-
land in its aboriginal territory. The Mescalero Apache Reservation (Reservation), lo-
cated in the White and Sacramento Mountains of rural south-central New Mexico,
was created by a succession of Executive Orders in the 1870s and 1880s. The Res-
ervation spans approximately 720 square miles across south-central New Mexico.
Our elevation ranges from 5,400 to over 12,000 feet above sea level. The Reservation
is home to approximately 4,500 tribal citizens and approximately 200 non-Indian
residents.

Like many reservations, the Tribe suffers some of the most challenging socio-
economic conditions, including high unemployment and poverty. The poverty rate on
the Reservation is 18.2 percent, compared to 15 percent for the rest of the Nation.
In addition, 84 percent of MATI customers qualify for FCC’s Lifeline program, which
provides monthly discounts for low-income customers, compared to 21.8 percent for
the rest of the Nation.

Throughout the 1900s, the Reservation had limited access to telecommunications
and information services. Our Reservation, like many others throughout Indian
country, has a low population density, faces high costs to build communications in-
frastructure, and has residents with little means to pay for high cost services. These
circumstances simply do not fit into the business model of a private telecommuni-
cations company. In the mid-1990s, the Tribe recognized that only 48 percent of its
residents had access to telecommunications and information services. To address
this gap, the Tribe established MATI, which is a telecommunications enterprise
wholly owned by the Tribe. MATT’s sole purpose is to bring quality communications
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services to the Tribe’s residents. Since 2001, MATI has transformed the communica-
tions service landscape within its 720 square mile service area. Today, 97 percent
of tribal residents have basic local service available to them, and 92 percent of these
residents have access to broadband-based Internet. Closing the service gap by essen-
tially doubling the level of service in the decade since MATI began providing serv-
ices to tribal residents is an extraordinary achievement.

MATTs success is due, in part, to the help of two important federal programs—
USF and USDA’s Rural Utilities Service (RUS) lending program. Through RUS,
MATI was able to obtain low-cost financing to assist in building the network that
is in use today. USF, through its cost support programs, ensures that MATT’s cus-
tomers have access to affordable telecommunications services in our remote tribal
area. MATI, like all tribally-owned telecommunications providers, serves an area
that is historically underserved, lacks population density, exhibits chronic economic
troubles, and has scarce labor resources. These factors provide little or no incentive
for other providers to serve our Reservation. Without MATI and without the assist-
ance from RUS and USF, the Mescalero Apache people would be relegated to low
quality voice services and would have little or no quality Internet access service.
The Reservation could easily go back to below 50 percent service availability.

FCC Order and USF

The FCC Order Leaves Indian Country Behind as a Result of Reductions in USF
Revenues

Last month, FCC Chairman Julius Genachowski testified before the Senate Com-
mittee on Commerce, Science, and Transportation that the Order would “spur wired
and wireless broadband build-out to hundreds of thousands of rural Americans.” He
said that the Order would set a path forward in order to achieve “universal
broadband by the end of the decade.”

The Order sets forth an ambitious implementation schedule to accomplish its goal.
The Tribe supports FCC’s goal to address the broadband gap for all Americans but
is deeply concerned that USF reform efforts will leave Indian country behind as it
moves the rest of the country into the 21st century. For example, the Order would
reduce and eliminate support mechanisms for MATI and other tribally-owned pro-
viders. This result is in direct conflict with the goals established by the National
Broadband Plan, which reads in part:

Many Tribal communities face significant obstacles to the deployment of
broadband infrastructure, including high build-out costs, limited financial re-
sources that deter investment by commercial providers and a shortage of tech-
nically trained members who can undertake deployment and adoption planning.
Current funding programs administered by NTIA and RUS do not specifically
target funding for projects on Tribal lands and are insufficient to address all
of these challenges. Tribes need substantially greater financial support than is
presently available to them, and accelerating Tribal broadband deployment will
require increased funding. (Emphasis added)

Perhaps most troubling is the lack of meaningful consultation by the FCC with
tribes during development of the Order. While the FCC sought input from tribally-
owned providers before and after the Order was released, the FCC did not conduct
formal tribal consultations where affected tribal governments could engage in dis-
cussions with senior officials. We urge the FCC to initiate tribal consultations before
implementing the Order. This request is consistent with the FCC’s Statement of
Policy on Establishing a Government-to-Government Relationship with Indian
Tribes, which reads, in part, that the FCC, “in accordance with the federal govern-
ment’s trust responsibility . . . will consult with Tribal governments prior to imple-
menting any regulatory action or policy that will significantly or uniquely affect
Tribal governments..” Engaging in meaningful consultation also falls within the
spirit of Executive Order 13175, “Consultation and Coordination with Tribal Gov-
ernments. . . .” that requires all federal agencies to consult on matters that have
significant impacts on tribes.

Further, while the FCC does maintain a policy of government-to-government rela-
tionship with Indian tribes, the Tribe is deeply troubled that some at the FCC ques-
tion the Commission’s obligation to Indian tribes because the protection of tribal
sovereignty and the Federal Government’s obligations to Indian tribes are not ex-
pressly referenced in the Communications Act of 1934. While it exists as an inde-
pendent agency, the FCC is part of the Federal Government. The Federal Govern-
ment, in hundreds of treaties with Indian tribes, and in hundreds of federal laws
and court decisions, has acknowledged that it incurs a legal obligation to improve
conditions on Indian reservations. These federal obligations stem from the hundreds
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of millions of acres of tribal homelands that were ceded to or taken by the United
States to help build this great Nation. As a result, the Tribe urges the FCC to recog-
nize its existing duty to engage in government-to-government consultation with all
federally recognized Indian tribes that will be impacted by the proposed policy. That
consultation has not yet taken place with regard to the Order.

Impacts on MATI Based Upon USF Reforms

On October 27, 2011, the FCC adopted the Order to modernize and reform USF
and ICC. As originally devised, the Order would have had significant negative im-
pacts on MATI and many other tribally-owned providers servicing Indian country.
MATTI estimated that the initial cost mechanism (the Quantile Regression Analysis
[QRA]) contemplated in the Order would have resulted in a massive reduction in
USF annual support of over $800,000, representing 27 percent of MATI’s total fed-
eral support and 15 percent of its total revenues. Under this scheme, MATI would
not have been able to meet its RUS loan repayment and other obligations.

On April 25, 2012, after hearing from a number of tribal telecoms, the FCC issued
a clarifying order on the cost mechanism related to High Cost Loop Support (HCLS),
a major component of USF, that contained new factors that has reduced the Order’s
impact on federal HCLS funding levels for tribal telecoms. MATI now estimates the
annual reduction in federal support to be $90,000 using FCC’S QRA methodology.
This revision alone caused an 80 percent upward swing in MATT’s federal support,
unmistakably showing the unpredictable outcomes of the QRA. While the April
order made adjustments to mitigate the potential devastation to tribal telecoms, it
still equates to a significant reduction for MATI’s HCLS.

Moreover, there are other significant aspects of the Order that still have not been
addressed and could be equally damaging to MATI. For example, the Order extends
the corporate expense limitation to Interstate Common Line Support (ICLS), which
is a support mechanism for improving subscriber-based basic and broadband serv-
g:es. MATI estimates that this modification will result in an annual loss of

137,000.

In addition, we are concerned about other features of the Order that eliminate
and phase out support mechanisms such as the Local Switching Support (LSS) and
Safety Net Additive (SNA) programs, which will negatively impact rural Incumbent
Local Exchange Carrier (ILEC) communities and the customers they serve. To date
and resulting from the Order, the FCC has not adopted a long-term plan for getting
broadband services out to consumers served through small, traditionally-regulated,
rural ILECs. The Tribe is concerned that FCC’s short-term solutions will have a
drastic impact on tribally-owned companies, which are located in rural areas. The
uncertainty created in the area of universal service support will erode the con-
fidence needed in companies, lenders, and customers to provide, invest in, and pur-
chase broadband-capable services. We urge the FCC to carefully consider the unique
challenges of tribally-owned providers servicing Indian country as it continues to
make decisions about the USF support mechanisms.

Finally, the FCC continues to offer the waiver process as a relief mechanism
available to providers who fear financial ruin as a result of the Order. However, the
waiver process remains unclear and uncertain. According to the Order, the waiver
application will be subjected to a “rigorous, thorough and searching review com-
parable to a total company earnings review.” The Tribe is concerned that this proc-
ess may require disclosures of tribal government finances and other wholly tribally-
owned enterprises and businesses. Further, given the importance of the waiver and
its uncertain requirements, a waiver application may be highly expensive and cum-
bersome for small tribal providers, like MATI, to complete. Without some certainty
and transparency in the waiver process, the threshold to obtain a waiver seems un-
attainable as there is no guarantee that the FCC will grant the requested relief.
We urge the FCC to consider an alternate process that respects tribal governments
and honors the legal treaty and trust obligations of the United States to the Tribe
and all of Indian country as well as acknowledges the unique challenges facing
tribes and tribal telecommunications providers.

In general, the uncertainty created by the Order has compelled MATI to shift its
planning priorities from expansion of services through continued reinvestment to a
system of sustaining current operations with reduced funding. Taking steps to re-
duce costs and develop solutions to mitigate the adverse impacts of the Order will
put an end to MATI’s reinvestment program as it halts plans to build-out its
broadband capable network and ceases upgrades on its existing network, which will
result in a degradation of service quality on its current network. This scenario will
severely limit the Tribe’s plans for economic growth, lead to less capital, likely lead
to substantial loss of employment opportunities, and possibly shutter business oper-
ations altogether.
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Conclusion

While the Tribe appreciates the goal of the FCC to modernize and reform USF
to address the broadband gap in rural and underserved communities, we do not be-
lieve that the Order takes into account the gaps that will be created in Indian coun-
try as a result of many of the reforms. Instead of increased investment in
broadband-capable networks, there is likely to be less. Instead of increased avail-
ability of quality broadband-capable services, customers in many areas will be lucky
to maintain the current level of services and affordable costs. Without adequate sup-
port and relief mechanisms in place, which is what Congress clearly contemplated
in Section 254 of the Telecom Act of 1996, some tribal communities run the risk
of becoming an under- or even unserved area, which ironically, is at odds with
FCC’s goals. The Tribe urges the Committee to take action now by working with
the FCC and the authorizing Committee to ensure that Native Americans have ac-
cess to a connected future. If the FCC’s Order remains intact without any further
modifications, the lofty goals of the National Broadband Plan will be unreachable.

Thank you again for the opportunity to provide these views on behalf of the Tribe.
I welcome any questions that the Committee may have at this time.
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The CHAIRMAN. Thank you very much for your testimony.
Mr. Merriam, will you please proceed with your testimony.

STATEMENT OF STEPHEN MERRIAM, CEO, ARCTIC SLOPE
TELEPHONE ASSOCIATION COOPERATIVE, INC.

Mr. MERRIAM. Chairman Akaka, Vice Chairman Barrasso, mem-
bers of the Committee, good afternoon. My name is Steve Merriam.
I want to thank you for the opportunity to testify today before this
distinguished Committee on the subject of Universal Service Re-
form, Ensuring a Sustainable and Connected Future for Native
Communities.

I serve as the Chief Executive Officer and General Manager of
Arctic Slope Telephone Association Cooperative, or ASTAC, the
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local exchange carrier serving the North Slope region of Alaska. I
have worked in rural telephony for the past 17 years and hold a
bachelor of science degree in business administration from the Uni-
versity of Vermont and an MBA specializing in telecommunications
management from Alaska Pacific University.

ASTAC serves seven Inupiat Eskimo villages, the oil fields of
Prudhoe Bay and Barrow, a land mass of 92,000 square miles,
which is slightly larger than Minnesota and part of North Dakota.
Our entire serving area is Arctic, where we face rugged challenges
due to extreme cold, harsh inclimate weather, lack of roads, and
sparsely populated and widely dispersed communities.

Despite these challenges, we have digital switching in all ex-
changes and offer 2G wireless voice and data service as well as
DSL. Yet, it wasn’t always that way. As late as 1980, our seven vil-
lages were served by one pay phone for the entire village. Every
call was long distance and people stood in line, sometimes for
hours, for a less than a private call.

At the time, no one was interested in serving these communities,
which eventually led the people to form a cooperative to provide
local telephone service. With the assistance of an RUS loan, digital
switches were installed in newly-constructed central offices and
local networks were built out, creating local service for the very
first time and connecting the communities of the North Slope to
each other and the world.

The steady progress the cooperative has made would not have
been possible without the covenant of Universal Service and the
support it provides to the highest cost to serve areas of rural Amer-
ica. While the transformation orders stated intent, to bring access
to broadband for all Americans is a laudable goal, the reality is
there are unintended negative consequences for Alaska Natives be-
cause of the broad brush approach taken by the FCC in the order,
consequences that would raise costs for consumers, diminish or
eliminate existing services and will lead to the loss of jobs.

Most egregiously, it will penalize Native youth in numerous
ways. There will be lost opportunities to participate in the digital
world as a result of the FCC’s decision to use alternative middle
mile technology, specifically satellite, in rural Alaska. The lack of
broadband capacity on Alaska-serving satellites will extinguish the
dream of a good education, whether through earning an online de-
gree or through vocational certification.

Tele-health and tele-work will never be fully realized without ro-
bust broadband, nor the economic stimulus of good wages brought
back to a traditional subsistence community by an educated and
skilled workforce. Communities will continue to stagnate relative to
the rest of America and hopelessness and depression will continue
to plague Alaska Natives, who have a suicide rate five times the
national average.

As part of my written testimony, I will provide an engineering
report commissioned by Tel-Alaska that examines Alaska-serving
satellite capabilities. In the interest of time, I will summarize the
findings as they relate to the transformation order. Minimum
upload and download speeds for both fixed and wireless broadband
specified for funding in the order are unattainable via Alaska-serv-
ing satellites due to severe lack of capacity. Alaska-serving satellite
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costs for middle mile transport alone will cause both fixed and mo-
bile pricing to fail the comparable pricing to urban areas test and
latency over satellite well exceeds the threshold for enabling real-
time applications, such as voice over IP.

My testimony highlights two problems facing Alaska Natives, one
short-term and the other more long-term. As noted above, satellite-
served communities in Alaska will fail all criteria to receive both
Connect America and mobility funding. While the FCC has created
a waiver process to provide possible relief, the process is extremely
burdensome and expensive to use, particularly when the waiver is
universal to rural Alaska because of misguided standards.

A needed short-term solution that would save both the FCC and
rural Alaska-served companies time and resources is for the FCC
to adjust speed and latency requirements to match the limitations
inherent to Alaska-serving satellites. This would allow those com-
panies to continue to invest their services in members rather than
waste those scarce resources on addressing a universally identified
error specifically affecting rural Alaska.

It would also acknowledge that satellite service in Alaska is not
an alternative service as it is being characterized by the FCC in
its order, it is an inferior service. Disparity must be acknowledged
before it can be corrected.

Likewise, service standards for mobility phase two should be low-
ered in Alaska to reflect the absence of satellite capacity to provide
3G or 4G service. A good 2G wireless service exists in much of
Alaska today, but is set to be defunded by the phase-down of iden-
tical support in two years. This will eventually drive these wireless
services out of business and take away a safety margin for Native
Alaskans. Allowing 2G service standards in the short term to re-
flect the reality of satellite limitations will prevent the eventual
elimination of wireless service for Native Alaskans in rural commu-
nities as well as avoid the political firestorm that will ensue. Iden-
tical support could be phased down in Alaska on the proposed
schedule consistent with how the order is written today.

At the beginning of the phase-down, competitive eligible tele-
communication carriers may show their costs. Phase-down of sup-
port would cease when it reaches the cost for the company to pro-
vide wireless service. Companies who decline to show their costs
should be phased down on an accelerated schedule. This would pro-
vide scarce dollars and mobility phase one and two options to other
rural areas where there is no service today.

The longer term problem quite obviously is that Alaska Natives
are being left behind absent government intervention to solve the
middle mile bottleneck and achieve the broadband speeds being
achieved by much of the rest of the Country. The Administration
and the FCC proclaim that all Americans have a right to access
broadband. In Alaska, we believe all Americans must include the
First Americans.

For too many years, Native Alaskans have been marginalized
with substandard services that much of the rest of the Country
takes for granted. Having identified both the problems and some
solutions, I urge you to act boldly and decisively in your leadership
capacity to drive change and to do what is just, so in the future
when the Congress and the FCC says all Americans must have ac-



44

cess to broadband, it rings true and truly is consistent with our Na-
tion’s communications goals.

Thank you again for the opportunity to testify in front of this dis-
tinguished Committee.

[The prepared statement of Mr. Merriam follows:]

PREPARED STATEMENT OF STEPHEN MERRIAM, CEO, ARCTIC SLOPE TELEPHONE
ASSOCIATION COOPERATIVE, INC.

Chairman Akaka, Vice Chairman Barrasso, Members of the Committee:

Good afternoon. My name is Steve Merriam. Thank you for the opportunity to tes-
tify today before this distinguished Committee on the subject “Universal Service
Fund Reform: Ensuring a Sustainable and Connected Future for Native Commu-
nities.”

I serve as the Chief Executive Officer of Arctic Slope Telephone Association Coop-
erative (ASTAC), the local exchange carrier serving the North Slope Region of Alas-
ka. I have worked in the rural telephony field for the last seventeen years and hold
a Bachelor of Science degree in Business Administration from the University of
Vermont and a MBA, specializing in Telecommunications Management from Alaska
Pacific University.

ASTAC serves seven Inupiat Eskimo villages, the oilfields of Prudhoe Bay and
Barrow, a land mass of over 89,000 square miles which is slightly larger than Min-
nesota and part of North Dakota. Our entire serving area is arctic, where we face
rugged challenges due to extreme cold, harsh inclement weather, lack of roads, and
sparsely populated and widely dispersed communities. Despite these challenges, we
have digital switching in all exchanges and offer 2G wireless voice and data service
as well as DSL.

It wasn’t always that way. As late as 1980, our seven villages were served by one
pay phone shared by the entire village. Every call was long distance and people
stood in line, sometimes for hours, to have a less than private conversation. At the
time, no one was interested in serving these communities, which eventually led the
people to form a Cooperative to provide local telephone service. With the assistance
of a RUS loan, digital switches were installed into newly constructed central offices
and a local network was built out, creating local service for the first time and con-
necting the communities of the North Slope to each other and the world.

The steady progress that the Cooperative has made would not have been possible
without the covenant of universal service and the support it provides to the highest
cost to serve parts of rural America. While the Transformation Order’s stated intent,
to bring access to broadband to all Americans, is a laudable goal, the reality is that
there are unintended negative consequences for Alaska Natives because of the broad
brush approach taken by the FCC in the Order, consequences that will raise costs
to consumers, diminish or eliminate existing services, and will force the loss of jobs.

Most egregiously, it will penalize Native youth in numerous ways. There will be
lost opportunity to participate in a digital world as a result of the FCC’s decision
to use alternative middle mile technology, specifically satellite in rural Alaska. The
lack of broadband capacity on Alaska serving satellites will extinguish the dream
of access to a good education, whether through earning an on-line college degree or
vocational certification. Telehealth and telework will never be fully realized without
robust broadband, nor the economic stimulus of wages brought back to a traditional
subsistence community from an educated and skilled workforce. Communities will
continue to stagnate relative to the rest of America, and hopelessness and depres-
sion will continue to plague rural Alaska Natives, who have a suicide rate five times
the national average. !

As part of my written testimony, I will provide an engineering report2 commis-
sioned by TelAlaska that examines Alaska serving satellite capabilities. In the inter-
eOstS of time, I will summarize the findings as they relate to the Transformation

rder:

e Minimum upload/download speeds for both fixed and wireless broadband speci-
fied for funding in the Order are unattainable via Alaska serving satellites due
to a severe lack of capacity.

1http:/ |www.nytimes.com /2007 |05/ 14/ world | americas | 14iht-alaska.1.5699923.html

2See Appendix A for the complete report. In the TelAlaska study, that company’s 1,552 DSL
customers would exhaust approximately 26 percent of all available satellite bandwidth in Alaska
in order to meet the “relaxed” FCC mandate for throughput from satellite, at a yearly cost of
thirty million dollars.
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o Alaska satellite costs for middle mile transport alone will cause both fixed and
mobile pricing to fail the comparable pricing to urban areas test. 3

e Latency over satellite well exceeds the threshold for enabling real time applica-
tions such as VoIP.

My testimony highlights two problems facing Alaska Natives, one short term and
the other more long term.

As noted above, satellite served communities in Alaska will fail all criteria to re-
ceive both CAF and Mobility funding. While the FCC has created a waiver process
to provide possible relief, that process is extremely burdensome and expensive to
use, particularly when the waiver is universal to rural Alaska because of misguided
standards. A needed short term solution, that would save both the FCC and the
rural Alaska satellite served companies time and resources, is for the FCC to adjust
speed and latency requirements to match the limitations inherent to Alaska serving
satellites. This would allow those companies to continue to invest in services for
their members rather than waste those scarce resources on addressing a universally
identified error specifically affecting rural Alaska. It would also acknowledge that
satellite service in Alaska is not an alternative service as it is being characterized
by the FCC in its Order, it is an inferior service. Disparity must be acknowledged
before it can be corrected.

Likewise, service standards for Mobility Phase II should be lowered for Alaska to
reflect the absence of satellite capacity to provide 3G or 4G service. A good working
2G wireless service exists in much of Alaska today but is set to be defunded by the
phase down of identical support in two years. This will eventually drive these wire-
less services out of business and take away a margin of safety for Native Alaskans.
Allowing 2G service standards in the short term, to reflect the reality of satellite
limitations, will prevent the eventual elimination of wireless service for Native Alas-
kans in rural communities, as well as avoid the ensuing political firestorm. Identical
support could be phased down in Alaska on the proposed schedule, consistent with
how the Order is written today. At the beginning of the phase down, competitive
eligible telecommunications carriers (CETC’s) may show their costs. Phase down of
support would cease when it reaches the cost for the company to provide the wire-
less service. Companies that decline to show their costs should be phased down on
an accelerated schedule.

These actions would redirect scarce dollars in the Mobility Phase 1 & 2 auctions
to other rural areas that have no service today and would maintain some level of
completition, and the service quality that competition brings, to rural Alaska and its
people.

The longer term problem quite obviously is that Alaska Natives are being left be-
hind, absent government intervention to solve the middle mile bottleneck and
achieve the broadband speeds being received by much of the rest of the country. The
FCC and the Administration proclaim that all Americans have a right to access
broadband. In Alaska, we believe all Americans must include the first Americans.

For too many years, Native Alaskans have been marginalized with substandard
services that much of the rest of the country takes for granted. Having identified
both the problems and some solutions, I urge you to act boldly and decisively in your
leadership capacity, drive change, and do what is just, so when in the future the
Congress and the FCC say “all Americans must have access to broadband,” it rings
true, and is truly consistent with our nation’s communications goals.

Thank you again for the opportunity to testify in front of this distinguished Com-
mittee.

APPENDIX A—SATELLITE INTERNET REVIEW—JANUARY 30, 2012

Purpose of Review

To determine if there were any satellite providers that can supply 1 Mbps
download and 256 Kbps upload sustained data rates to each data subscriber in the
Mukluk and Interior exchanges where Satellite is the only method of access.

Mukluk and Interior Locations Considered in This Review

The locations with satellite services include: Cold Bay, Glena, Fort Yukon, Nome,
Brevig, Teller, Shishmaref, St. Michael, Stebbins, Shaktoolik, white Mt, Little
Diomede, Wales, Golovin, Elim, Unalalaska and Koyuk.

3See hitp:/ | assets.gci.com /tariffs | 1544mbpst1speed.pdf or Appendix B for an appended
version for ASTAC’s middle mile costs, which are quoted at $14,447.00 per month for 1.544
Mbps middle mile transport.
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Satellite Spectrum Analysis

There are 1552 Internet subscribers in the Mukluk and Interior exchange loca-
tions served by satellite. To determine how much spectrum is needed we used the
following calculations:

e 1552 users at 1 Mb/s down at 36MHz/per transponder Telalaska will require
17 transponders to serve this portion of the bandwidth requirement

e 1552 times 256 kb/s at 36 MHz per transponder, the required return trans-
ponder space is estimated to be 10 transponders

e To serve the 1552 customers will require 27 transponders
e This traffic will be terminated at the Teleporter location

Rough order of cost for 27 transponders on a C-band and/or KU Band satellite
is estimated to be 30 Million per year or $4000 per user per month.

Satellites Available to Serve Mukluk and Interior Communities

There are only a couple of satellites serving the majority of the northern
Telalaska communities.

The first satellite system to be considered is the Telesat Satellite systems which
operate three satellites, the Anik F1R, Anik F2 and Anik F3, which serves northern
Canada and Alaska on the fixed-service satellite band.

Only Anik F2 and Anik F3 provide broadband Internet service. The F2 satellite,
serves Canada’s northern territories through providers like SSI Micro and
Northwestel. The Anik F3 satellite supplies broadband Internet to providers in
northern Ontario, Quebec and Alaska.

The Telsat organization has indicated if F2 falls out of the sky, every community
in northern Canada would go dark. They have reserved bandwidth on Anik F3 in
case of an F2 failure and would point all those F2 customers to Anik F3.4

The Anik F3 satellite is the primary satellite serving Telalaska needs today. It
is presently 80 percent utilized today.

Another satellite system to consider is the Galaxy 18 satellite which can serve the
Mukluk and Interior communities. Galaxy 18 is a Space Systems/Loral (SS/L) 1300-
series hybrid communications satellite owned by Intelsat and located in geosynchro-
nous orbit at 123° W longitude, serving the continental United States, Alaska, Ha-
waii, Mexico, and Canada with 24 C-band, and 24 Ku band transponders. ¢

Galaxy 18 is the home of many free-to-air television channels used by several na-
tional TV stations. This satellite is also used by other wireless carriers such as
Clear Channel and GCI in Alaska.

Intelsat’s quarterly report completed in 2011 indicated that the private broadband
networks for global organizations continue to see increased demand for their capac-
ity. In the second quarter of 2011, Bell Canada, Canada’s largest communications
company, renewed and expanded an agreement with Intelsat to provide a global
IntelsatONE network broadband solution for a widely-dispersed civilian government
network. 7 This means transponder space is in high demand in Canada and other
northern markets. This increased demand will make it difficult for one carrier to
obtain a large portion of transponder space.

We also discover these satellites have limited transponder capacity and there is
no near term plan to upgrade bandwidth on Anik F3 and Galaxy 18 in the near
future. 8 This means there is a finite amount of transponder space.

The newest satellite launched to meet the growing data demands was the Viasat
1. The ViaSat-led project was developed by Loral to propel a series of satellites into
space which was meant to enter the mainstream of broadband access choices along-
side DSL and cable. This satellite was put into space on October 19th 2011.

Because Viasat-1 satellite was just launched late last year, there are limited cov-
erage maps on this satellite. The only one we could find was on Satbeams.com. It
indicates the satellite should be able to serve most of Alaska:*

4Excerpts from a 2010 report Attp:/ /www.fridgefta.info / forums /[ printthread.php?tid=14640.

5This was indicated by Suzanne Palmini of X2Nsat in January 2012.

6 hitp:/ /en.wikipedia.org /wiki/Galaxy 18.

7hitp:/ /www.intelsat.com/ files/investors/financial/2011/2011-2Qer.pdf.

8 Anik F3 has 24 transponders in the C band and 32 transponders in the KU band. Galaxy
18 has 24 transponders in C band and 24 transponders in Ku band.

9 http:/ | www.satbeams.com [ footprints?beam=6554
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Here is a map of the expected coverage of Viasat-1°

The concern should be not whether the satellite can provide service to the commu-
nities but if the companies supplying the signal can support the local residence and
businesses in those areas. This support doesn’t just stop with the just providing a
signal to the residence and businesses in the communities but should be able to
meet the local service and support needs to the residence, businesses, schools, li-
braries and the community.

When we tried to contact a Wild Blue representative the website identify a local
reseller out of Anchorage. We contacted that person. He did not indicate he rep-
resented Wild Blue directly but indicated he worked with several satellite carriers
and indicated he could provide service to the above mention location. He also indi-
cated they would install the system but service would come out of the lower 48.
They indicated an engineer would contact me to discuss installation options. As of
this writing, I have not had another follow-up call.

Again wanting to understand what Wild blue plans to offer, I looked further on
their web site to see if I could get a more definitive answer. I found this FAQ page:

Will Wild Blue be available in Alaska, Hawaii or Puerto Rico?

Answer. Wild Blue is planning to start offering high-speed Internet services in
Hawaii and southern Alaska (Anchorage and most of the Kenai peninsula) in early
2012, 10

I also tried to find a support person from Hughes. I did find installation crews
in Fairbanks and a new company just getting started in Anchorage to serve the
Kenai and southern areas of the state. I called and they both indicated they only
did installation work. Service would come from the Hughes service line in the lower
48. They would only respond to a problem if dispatched by Hughes.

Satellite Teleport Resource Considered in this Analysis

We solicited three Satellite providers to find out if they could serve the commu-
nities outlined above.

10 http: | |www.wildblue.com [ overview / faqs#3 3
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1. Globecomm Systems Contact: Steve Spreizer (WP - Netwark Eng.)
45 Oger Avanue Phone: (631y457-1127
Hauppauge, NY 11788 Emall: sspreizer@globecommsystems.com

Tel: {531) 231-9800

2. X2nSat Contact: Suzanne Palminl [Sales Fxecutive)
13322 N. McDowel Blvd. Suite A Phone: (707) 283-8012
Petaluma, CA. 94954 Email: suzanne@x2nsat.com

Tel; (707} 283-2000

3. Satcom resources Cantact: Chris Weathers
PO Box 1639 Phone: (970) 748-4255
101 Eagle Rd., Building 7 Email: cheis.weathers@satcomrescurces.com
Aven, CD 81620-1639

4, SATELLITE ALASKA Contact: John MacPherson {enly contact In

Alaska for Wild Blue]
Phone: 907 243-7475

We asked each Satellite company:

1. If they could provide 1Mbps/256KBPS guaranteed sustained throughput from
each data consumer in each community and terminate all users to a data access
peering point in Anchorage Alaska?

2. If they could provide the service, what would it cost?

Satellites Providers Responses

Globecomm Response

Spreizer, Steve—sspreizer@globecomm.com—dJan 24

Hi,

Thanks for sending me the information. Unfortunately we are not in a good posi-
tion to address it. As I mentioned on the phone we do not have a facility in Anchor-
age to terminate the traffic. I checked and the only coverage we have for Alaska
would actually terminate back here at our NY facility and then it would have to
be routed back to Anchorage via terrestrial circuit/public Internet. This would not
be a good technical solution or cost effective for you.

I think you also need to revisit your bandwidth calculations. Satellite bw is very
expensive. 137 Mbps of dedicated capacity will easily cost >$1M per year.

On January 30

We pressed Steve to tell us if there was transponder space today to serve
TelAlaska needs. This was his final response, “This type of capacity is not readily
available today for Alaska. However if someone is really willing to pay this amount
of money, a solution can be found.”

X2nSat Response

Suzanne Palmini—suzanne@x2nsat.com—dJan 25

Terry—Please find, attached, our findings. The conclusion is it is NOT feasible to
dedicate 1M x 512 per subscriber. But, it is doable if you oversubscribe the network
and gamble not everyone is “always on” thus freeing up bandwidth. Feel free to cor-
respond directly with Phil should you have any questions. Thank you.

This was the suggested design with Ouverbooking from X2nSat (Still Costly)

10:1 Overbooking scheme for 607 Users with 5 Mb/s max Down & 1 Mb/s max
Up
25 Gbyte/month Down max & 5 Gbyte/month Up, then charge extra
Need one 36 MHz transponder for our DVB-S2 at 90 MB/s and 12 MHz for the
Upload Returns

Each Remote sites combines the Upload of it’s users into a constant carrier back
to hub
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example 50 users x 30 kb/s avg = 1.5 Mb/s return carrier shared, minimum would
have to be 1 Mb/s to meet spec if BW is $150,000/month over 600 = $250/month
per user, if too much go 20:1 overbook for $125/month/user.

Satcom Response

Chris Weathers—chris.weathers@satcomresources.com—dJan 26

Hi,

The most spectral efficient satellite link we’ve seen runs about 6 Mbits/MHz. So
for 137Mbps, that would require over 23 MHz of space segment just for the down-
stream bandwidth. Satellite Space Segment is selling for $4,500 to $5,000 per MHz,
that’s a monthly bill of over $103,000. This is the best case scenario. Of course,
there are startup fees and Teleport fees and backbone termination feeds on top of
the monthly cost but I wanted to hear if this is worth looking into further or not.

Conclusion of the Discovery

The three main hub providers, after reviewing their established resources, came
to the same conclusion. Today none could guarantee they could provide the trans-
ponder spectrum required to serve Mukluk and Interior data users based on the
sustain rates required by their interpretation of the new FCC ruling.

The three main hub providers also indicated the costs for the service would be
extremely expensive. The cost per subscriber would be upward of $4000 per sub per
month—just for the cost of the service. This doesn’t include the costs of over head
support and management, as well as ongoing customer care, billing and Internet ac-
cess. These additional costs would increase the month rate by at least $500 per
month per subscriber.

The hub respondents indicated an overbook ratio as an alternative. They indi-
cated this could be designed to give the end user the perception that they will have
the full bandwidth available to them on a demand basis because it is assumed all
users will not consume all of their bandwidth at the same time.

The primary advantage of overbooking is to lower transport service cost. It is esti-
mated overbooking will lower the cost of the service by as much as 50 percent. Stud-
ies on Internet access using overbooking can yield a 300-500 percent improvement
in costs of access, while still providing useful resource guarantees to applications. 11
Another study completed by Rutgers University in 1999 focused on how the airline
industry uses overbooking strategies to manage seat occupancy control while im-
proving revenue streams. 12

Exhibit A
TelAlaska Locations served by Satellite and the Number of D5L Customers Per Location
Cold Bay 47
3alena 142
Fort Yukpn =]
Nome 137
Brvig/Teller 47
Shishmatef 34
5t. Michagl 18
Stebbing 28
Shaktoolik 22
Kayuk: 23
Unalaska 695
King Cone 180
Wales: 12
Litte Cyicrmmde a3
Galavin 20
Port Lions 34
Whita Mt 20
Elim 20
Totel number for users 15852

111 Ahttp:/ | people.inf.ethz.ch | troscoe | pubs | TOITS09.pdf; another is on revenue management:
http:/ |en.wikipedia.org wiki/ Revenue management; another report presented to Globecom in
1998: www.cs.ucla.edu [ nrl/hpi/papers | 1998-globecom-2.ps.

12 http:/ | ben-israel.rutgers.edu /711 /McGill-VanRyzin.pdf
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A General Map Layout of all Mukluk and Interior Locations

Anchorsgo Kome

Cokd Bay Sand Point
Cooper Landing Seward

Fort Yukon Shaktookk
Galana Shishmaref
Hiamna Siebbins
Koyuk 51, Michast
King Cove Toker

Port Lions Brevig Mission
Mooss Pasx Unalnzka
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A General Map Layaut of all Mukluk end Interior Locations

Cokd Bay

Fort Yakon

Koyuk

King Cove
Port Lions
Moose Pass
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APPENDIX B

1.544 Mbps RATES
Description

G5CI Private Line service provides data service between specific paints suitable for use in
any manner compafible with the channel's technical cheracteristiea,

Local Exchange Facilifles

Local Exchange Facilities for terminating 3C1 Digital Private Line Service will be
abtained from the approprisie exchange carrier at its taritfed rafe.

Rates and Charges

Rates quoted below are monthly recuring charges {7 days/\Week, 24 hrsfday), do not
Include Jocal channel access charges, and apply to each section of an Inferexchanga
channe), i.e.; betwecn each palr of peints, on all types of channels.

Ingtallalion Charge
3
200.00
Monthly Rates

The pricing chart refers o “DAMA Villages", Please see, below the chart, the [isting of
cities considered 'DAMA Villages".

1.544 Mbps
Monthily
Month to Recurring
BETWEEN Manth Charge

Barrow Bethel Satellile $14,447
Barrow Cordova Sateliite $14,447
Barrow Dillingham Satellite $14,447
Barrow Dutch Harbor  Satellite $14,447
Barrow Eagle River Satsllite $14,447
Bamow Fairbanks Saleliite 314,447
Bairow Juneau Satellite 514,447
Barmrow King Salmaon Satellite 314,447
Barrow Kotzebue Satellite $14,447
Barrow Norne Satellite $14,447
Bamow Prudhoe Bay  Salellie $14,447
Barrow Seatile Satellite $14,447
Barrow DAMA Villages Satellite 314,447
Prudhoe Eay Barrow Salellite 314,447
Prudnoe Bay Bethel Salellite $14,447
Frudhoe Bay DANA Villages Satellite 514,447
Frudhoe Bay Cillingham Satellite 514,447
Prudhoe Bay Dutch Harbor  Satellife 14,447
Prudhce Eay Kelchikan Satellite 314,447
Frudhoe Bay King Salmon Satellite $14,447
Frudhoe Bay Kadlak Satellita 514,447
Frudhoe Bay Kctzebue Satellite 14,447
DAMA Villages Barrow Satellite 314,447
DAMA Villages Bethel Satellite 514,447



DAMA Villages
DAMA Villages
DAMA Villages
DAMA Villages
DAMA Villages
DAMA Vilzages
DAMA Vilages
DAMA Vllages
DAMA Villages
DAMA Villages
DAMA Villages
DAMA Villages
DAMA Villages
DAMA, Villages
DAMA Vllages
DAMA Villages
DAMA Vilages
DAMA Villages

Temm Discounts

Term Commitment

1 year

2year

3 year

Byear

DAMA Villages:
Barrow Region
Anakluvuk Pass*
Algasuk*
Kaktovik*
Nuigsut”

Point Hope*
Point Lay*
Wainwright*
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Cordova
Dillingham
Dutch Harbor
Eagle River
Falrbanks
Juneau
Kenai
Ketchikan
King Salmon
Kodiak
Kotzebue
Nome

North Pole
Prudhoe Bay
Seatlle
Seward
Sitka

Valdez

Discount
3%
4%
5%
10.00%

EFFECTIVE: December 13, 2005

Satellite
Satellite
Satellite
Salellite
Sateliite
Satellite
Salellite
Satelife
Satelite
Satellite
Salellite
Salellite
Salelite
Saleliite
Satelite
Salellite
Salelite
Salellite

$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
$14,447
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At the request of Chairman Akaka, I am providing additional written responses
corresponding to Commissioner Clyburn’s testimony on the subject “Universal Serv-
ice Fund Reform: Ensuring a Sustainable and Connected Future for Native Commu-
nities.” My responses will address misunderstanding of the facts pertaining to the
Quantile Regression Analysis, the Petition for Waiver process and throughput
standards for Alaskan satellite served companies.

Quantile Regression Analysis (QRA)

At 49:49 of the recorded hearing, in reference to a question on data errors in the
QRA, Commissioner Clyburn stated “If there is erroneous data by chance, I assure
you, if and when it is brought to our attention, we will make the necessary modifica-
tions.” At 51:40, the Commissioner stated, “We included an Alaska specific variable
to reflect the different costs in that area.” At 54:25, Commissioner Clyburn re-
affirmed the Commission’s willingness to act quickly if data errors are brought to
their attention, stating, “If we are deficient in any way, I assure you that tomorrow
we will correct that and do better.”

We appreciate the candor of Commissioner Clyburn and her willingness to act
upon data errors which the Commission has acknowledged publicly. As a company
which was going to be a recipient of additional support when the QRA was first cal-
culated, and after modification of the model, saw our capped support reduced by
over half a million dollars with full phase in on January 1, 2014, we have struggled
with trying to understand how we became an outlier. While parts of the regression
model are not easily deciphered, some input variable data and regression coeffi-
cients can be observed. In the Arctic Slope Telephone Association Cooperative
(ASTAC) serving area, the FCC had listed our road miles at 2,429 miles. The actual
number is closer to 300 miles of road. Since road miles carry a significant negative
coefficient, it negatively impacted our allowable Capex and Opex regression capped
funding. Alaska was given its own “dummy” variable to acknowledge the different
costs we experience. Unfortunately, the Capex coefficient assigned to Alaska is nega-
tive, which is counter intuitive to what we believe the Commission was trying to
achieve. Certainly, no one can reasonably think that building outside plant in the
arctic is less expensive that doing so in much of the lower 48 states? Similarly, the
Bureau of Indian Affairs has ruled that all of Alaska is tribal lands, yet the regres-
sion input “percent tribal land” is only 23.4 percent. Climate, which is broken down
into 16 zones, is used to account for minimum temperatures. It is a predictor of time
the ground isn’t frozen; seemingly short construction seasons due to permafrost
raise costs for companies serving these areas.

Again, it appears that logic got inverted in the model when ASTAC compares
itself to another company operating in south central Alaska who have higher min-
imum temperatures but received a greater positive input variable. We intend to fol-
low up with the Wireline Competition Bureau before the implementation of the
capped support and appreciate the willingness of the FCC to “get it right.”

Petition for Waiver

When questioned about the burdensome and expensive waiver process, Commis-
sioner Clyburn stated at 68:31, “Most of the information that companies need to
submit to us can be found if you practice GAAP that should be relatively, basically
all you need to submit to the Agency.” Appendix A lists the entire waiver require-
ments. While we do not disagree that part of what is being requested falls under
GAAP, the data request is, as promised, “subject to a rigorous, thorough and search-
ing review comparable to a total company earnings review”! and much of what is
being asked for will have to be generated at great expense. “Failure to provide the
listed information shall be grounds for dismissal without prejudice. In addition to
the above, the petitioner shall respond and provide any additional information re-
quested by Commission staff.”2 The FCC has taken a talking points position that
companies negatively impacted by the Transition Order do not need to hire consult-
ants and lawyers to help them with the waiver and should instead address any
questions they may have to the FCC. Given the importance of possible relief a waiv-
er might bring to an impacted company and the ease with which a waiver can be
dismissed, we do not think it is prudent strategy to try to submit a waiver without
expert outside counsel. It is analogous to being a defendant in a capital case and
having the prosecutor suggest you should ask him your questions about your de-
fense.

1Paragraph 540, FCC 11-161.
2Paragraph 543, FCC 11-161.
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High Cost of Satellite Backhaul

At 80:57, Commissioner Clyburn acknowledged the high cost of satellite middle
mile transport, stating, “We recognize how expensive the middle mile is.So flexi-
bility, we have allowed for flexible build out requirements.” Yet, in their Third
Order on Reconsideration, the FCC denied the Alaska Rural Coalition’s request for
a more relaxed throughput standard due to the insufficiency of available throughput
on Alaska serving satellites and the extremely high cost of that bandwidth. In their
decision, the FCC wrote, The Alaska Rural Coalition asks that we reconsider these
requirements in two respects. First, the Alaska Rural Coalition objects to the re-
quirements imposed on carriers reliant on satellite backhaul, claiming that it “is not
convinced that current satellite offerings can reliably meet” the relaxed speed re-
quirements for such carriers. The Coalition asks that “further consideration . . . be
given to the cost and realistic capacity of the satellites serving Alaska.” But the
Alaska Rural Coalition provides no information about satellite capacity limitations.
Indeed, the Coalition does not even actually assert that meeting the relaxed require-
ments will, in fact, pose a challenge at all. On this record, we are not convinced that
we should modify these requirements. 3

Note that the issue of satellite middle mile cost, raised by the Alaska Rural Coali-
tion, is absent in the response by the FCC. Additionally, four Alaska Rural Coalition
members, Arctic Slope Telephone Association Cooperative, Inc., Copper Valley Tele-
phone Cooperative, Interior Telephone Company Inc. and Mukluk Telephone Com-
pany Inc. have provided the FCC and Wireline Competition Bureau staff with an
engineering study that clearly shows the lack of capacity on Alaska serving sat-
ellites as well as the extraordinary expense. The findings were part of ex parte
briefings which occurred prior to the release of the Third Order on Reconsider-
ation. 4 This information was not refuted by the FCC nor did they provide any con-
trary data. Instead, they ignored the record in their decision not to grant a more
relaxed speed and remained silent on the issue of cost that the study also raised
as an issue. Absent regulatory relief, companies unable to certify they meet the
throughput standard of 1Mbps download/256Kbps upload due to limited capacity
and high cost could be denied support.

APPENDIX A—PETITION FOR WAIVER REQUIREMENTS—FCC 11-161, PARAGRAPHS
540-544

540. We do not, however, expect to grant waiver requests routinely, and caution
petitioners that we intend to subject such requests to a rigorous, thorough and
searching review comparable to a total company earnings review. In particular, we
intend to take into account not only all revenues derived from network facilities that
are supported by universal service but also revenues derived from unregulated and
unsupported services as well.902 The intent of this waiver process is not to shield
companies from secular market trends, such as line loss or wireless substitution.
Waiver would be warranted where an ETC can demonstrate that, without additional
universal service funding, its support would not be “sufficient to achieve the pur-
poses of [section 254 of the Act].”903 In particular, a carrier seeking such waiver
must demonstrate that it needs additional support in order for its customers to con-
tinue receiving voice service in areas where there is no terrestrial alternative. We
envision granting relief only in those circumstances in which the petitioner can
demonstrate that the reduction in existing high-cost support would put consumers
at risk of losing voice services, with no alternative terrestrial providers available to
provide voice telephony service using the same or other technologies that provide
the functionalities required for supported voice service.904 We envision granting re-
lief only in those circumstances in which the petitioner can demonstrate that the
reduction in existing high-cost support would put consumers at risk of losing voice
services, with no alternative terrestrial providers available to provide voice teleph-
ony service to consumers using the same or other technologies that provide the
functionalities required for supported voice service. We will also consider whether
the specific reforms would cause a provider to default on existing loans and/or be-
come insolvent. For mobile providers, we will consider as a factor specific showings
regarding the impact on customers, including roaming customers, if a petitioner is
the only provider of CDMA or GSM coverage in the affected area.

541. Petitions for waiver must include a specific explanation of why the waiver
standard is met in a particular case. Conclusory assertions that reductions in sup-

3 Paragraph 44, FCC 12-52, Third Order on Reconsideration.

4 See https: / / prodnet.www.neca.org | publicationsdocs | wwpdf/22712gvnw.pdf; https:/ /
prodnet.www.neca.org | publicationsdocs [wwpdf/22812gvnw.pdf; and https:/ /
prodnet.www.neca.org [ publicationsdocs | wwpdf/22912gvnw.pdf.
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port will cause harm to the carrier or make it difficult to invest in the future will
not be sufficient.

542. In addition, petitions must include all financial data and other information
sufficient to verify the carrier’s assertions, including, at a minimum, the following
information:

e Density characteristics of the study area or other relevant geographic area in-
cluding total square miles, subscribers per square mile, road miles, subscribers
per road mile, mountains, bodies of water, lack of roads, remoteness, challenges
and costs associated with transporting fuel, lack of scalability per community,
satellite and backhaul availability, extreme weather conditions, challenging to-
pography, short construction season or any other characteristics that contribute
to the area’s high costs.

e Information regarding existence or lack of alternative providers of voice and
whether those alternative providers offer broadband.

e (For incumbent carriers) How unused or spare equipment or facilities is ac-
counted for by providing the Part 32 account and Part 36 separations category
this equipment is assigned to.

e Specific details on the make-up of corporate operations expenses such as cor-
porate salaries, the number of employees, the nature of any overhead expenses
allocated from affiliated or parent companies, or other expenses.

o Information regarding all end user rate plans, both the standard residential
rate and plans that include local calling, long distance, Internet, texting, and/
or video capabilities.

e (For mobile providers) A map or maps showing (1) the area it is licensed to
serve; (2) the area in which it actually provides service; (3) the area in which
it is designated as a CETC; (4) the area in which it is the sole provider of mo-
bile service; (5) location of each cell site. For the first four of these areas, the
provider must also submit the number of road-miles, population, and square
miles. Maps shall include roads, political boundaries, and major topographical
features. Any areas, places, or natural features discussed in the provider’s waiv-
er petition shall be shown on the map.

e (For mobile providers) Evidence demonstrating that it is the only provider of
mobile service in a significant portion of any study area for which it seeks a
waiver. A mobile provider may satisfy this evidentiary requirement by submit-
ting industry-recognized carrier service availability data, such as American
Roamer data, for all wireless providers licensed by the FCC to serve the area
in question. If a mobile provider claims to be the sole provider in an area where
an industry-recognized carrier service availability data indicates the presence of
other service, then it must support its claim with the results of drive tests
throughout the area in question. In the parts of Alaska or other areas where
drive testing is not feasible, a mobile provider may offer a statistically signifi-
cant number of tests in the vicinity of locations covered. Moreover, equipment
to conduct the testing can be transported by off-road vehicles, such as snow-mo-
biles or other vehicles appropriate to local conditions. Testing must examine a
statistically meaningful number of call attempts (originations) and be conducted
in a manner consistent with industry best practices. Waiver petitioners that
submit test results must fully describe the testing methodology, including but
not limited to the test’s geographic scope, sampling method, and test set-up
(equipment models, configuration, etc.). Test results must be submitted for the
waiver petitioner’s own network and for all carriers that the industry-recog-
nized carrier service availability data shows to be serving the area in which the
petitioner claims to be the only provider of mobile service.

e (For mobile providers). Revenue and expense data for each cell site for the three
most recent fiscal years. Revenues shall be broken out by source: end user reve-
nues, roaming revenues, other revenues derived from facilities supported by
USF, all other revenues. Expenses shall be categorized: expenses that are di-
rectly attributable to a specific cell site, network expenses allocated among all
sites, overhead expenses allocated among sites. Submissions must include de-
scriptions the manner in which shared or common costs and corporate
overheads are allocated to specific cell sites. To the extent that a mobile pro-
vider makes arguments in its waiver petition based on the profitability of spe-
cific cell sites, petitioner must explain why its cost allocation methodology is
reasonable.

e (For mobile providers) Projected revenues and expenses, on cell-site basis, for
5 years, with and without the waiver it seeks. In developing revenue and ex-
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pense projections, petitioner should assume that it is required to serve those
areas in which it is the sole provider for the entire five years and that it is re-
quired to fulfill all of its obligations as an ETC through December 2013.

e A list of services other than voice telephone services provided over the universal
service supported plant, e.g., video or Internet, and the percentage of the study
area’s telephone subscribers that take these additional services.

e (For incumbent carriers) Procedures for allocating shared or common costs be-
tween incumbent LEC regulated operations, competitive operations, and other
unregulated or unsupported operations.

e Audited financial statements and notes to the financial statements, if available,
and otherwise unaudited financial statements for the most recent three fiscal
years. Specifically, the cash flow statement, income statement and balance
sheets. Such statements shall include information regarding costs and revenues
associated with unregulated operations, e.g., video or Internet.

e Information regarding outstanding loans, including lender, loan terms, and any
current discussions regarding restructuring of such loans.

o Identification of the specific facilities that will be taken out of service, such as
specific cell towers for a mobile provider, absent grant of the requested waiver.

e For Tribal lands and insular areas, any additional information about the oper-
ating conditions, economic conditions, or other reasons warranting relief based
on the unique characteristics of those communities.

543. Failure to provide the listed information shall be grounds for dismissal with-
out prejudice. In addition to the above, the petitioner shall respond and provide any
additional information as requested by Commission staff. We will also welcome any
input that the relevant state commission may wish to provide on the issues under
consideration, with a particular focus on the availability of alternative unsubsidized
voice competitors in the relevant area and recent rate-setting activities at the state
level, if any.

544. We delegate to the Wireline Competition and Wireless Telecommunications
Bureaus the authority to approve or deny all or part of requests for waiver of the
phase-down in support adopted herein. Such petitions will be placed on public no-
tice, with a minimum of 45 days provided for comments and reply comments to be
filed by the general public and relevant state commission. We direct the Bureaus
to prioritize review of any applications for waiver filed by providers serving Tribal
lands and insular areas, and to complete their review of petitions from providers
serving Tribal lands and insular areas within 45 days of the record closing on such
waiver petitions.

The CHAIRMAN. Thank you very much.
Mr. Albert Hee, will you please proceed with your testimony.

STATEMENT OF ALBERT S.N. HEE, PRESIDENT, SANDWICH
ISLES COMMUNICATIONS, INC.

Mr. HEE. Thank you, Mr. Chairman and members of this Com-
mittee.

It gives me great honor to appear before one kanaka maoli (Na-
tive person) to another.

As you are aware by my written testimony, my name is Albert
Hee. I am a Native Hawaiian. We are the first and only rural local
exchange carrier in Hawaii. We serve exclusively and have been
mandated by the FCC to only serve those areas of Hawaiian Home
Lands that are unserved or underserved.

I think it may be helpful at this point to understand the signifi-
cance of what the Universal Service Fund really is and what Con-
gress intended it to be. The Universal Service Fund is to prevent
red-lining. Pure and simple, it is to prevent Americans from being
red-lined by the large telecommunications companies because it is
uneconomical or for whatever reason, they do not want to serve.
The Communications Act of 1934 as amended by the Telecommuni-
cations Act of 1996 reaffirmed that all Americans deserve this. The
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momentous change in rules that the FCC has done puts this in
jeopardy. And it puts it in jeopardy very simply first and foremost
by not grandfathering the obligations that we have incurred with
RUS and with other lenders and with other contractors to provide
the service that we have provided under the old rules.

There is no grandfather clause in the new rules. Without a
grandfather clause, we are essentially doing zero base budgeting.
While the FCC has tried very hard and the Commissioners have
been very accommodating as far as working with us on trying to
get through this process, I am probably uniquely qualified to talk
about the waiver process and to talk about the safety nets that the
Commissioners believe exist but do not.

Sufficient and predictable as this Congress put into the 1996 Act,
under the old rules, is no longer good enough. Under the new rules
the waiver process simply allows us an opportunity to ask, beg, for
the ability to continue to do business as we were doing business
under the old rules. I fail to see how a waiver process is sufficient
or predictable. We should be within the body of the rules. We
should not be asking for a waiver to the rules. That alone tells you
that we are not included in the rules.

I filed a waiver, I was the first to file a waiver in December. I
met numerous times with the staff. And I want to make sure this
Committee understands. The waiver process under the new rules
gives complete and unfettered discretion to the bureaucrats run-
ning the wire line bureau. It is not overseen by the Commissioners
until and if we have to appeal the wire line bureau’s decision.

The open communication that Commissioner Clyburn spoke of],
and I must tell you, she has been very open, you saw an example
of the open communications with the wire line bureau in last
night’s Communication Daily. I met with my attorneys, with the
wire line bureau yesterday. We filed our last set of answers to their
questions on April 19th. My attorney has been in contact with
them weekly, asking if there are any problems or if there is any
more information that we need to provide.

At this meeting, we were told you will get a new set of questions.
This is from April 19th to yesterday. Nothing. And then we go and
meet and they say, we have another round of questions. We say,
can we have them. They say they will be forthcoming.

We did not understand that forthcoming meant I would get a call
from a reporter within two hours of that meeting, asking me to
comment on the letter that the FCC released with the questions to
me. That is what is considered open dialogue at the FCC.

The problem of grandfathering, and while Commissioner Clyburn
is very correct and she is, like I say, she is and I have found all
of the Commissioners to be open, we have been in business for 15
years. We were late to this game, as far as utilizing these pro-
grams. Hawaiians and the citizens of Hawaii have been paying
long distance charges since the 1930s, since the program’s incep-
tion. We did not utilize any of these Universal Service funds until
1995.

We have been late to the game, we come into this and we get
audited every year, all of our books are open. To say that we need
to start from zero, we have been found compliant all of these 15
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years with the rules, and now we are going to start from zero. And
the attitude is that we are guilty until proven innocent.

But additionally, we are not told how to prove ourselves inno-
cent.

In Hawaii, the island of Molokai is the perfect example of what
happens when you allow red-lining in the communications field.
Despite having a monopoly for 100 years, which eventually ended
up with GTE and Verizon, when the incumbent telephone company
put in an inter-island cable, they bypassed the island of Molokai,
because the island of Molokai is predominantly Native Hawaiian.
They had no access to inter-island cable.

Thank you. I see I have extended my remarks.

[The prepared statement of Mr. Hee follows:]

PREPARED STATEMENT OF ALBERT S.N. HEE, PRESIDENT, SANDWICH ISLES
COMMUNICATIONS, INC.

Chairman Akaka, Vice Chairman Barrasso, and distinguished members of the
Committee, thank you for holding this hearing to address the impacts of the Federal
Communications Commission’s (FCC) Connect America Fund Order (Order) on na-
tive communities across the country. My name is Al Hee and I am President of
Sandwich Isles Communications, Inc. (SIC), a Rural Local Exchange Carrier (RLEC)
serving Hawaii’s indigenous people on Hawaiian Home Lands (HHL), Hawaii’s “trib-
al lands”, which were created by Congress through the Hawaiian Homes Commis-
sion Act of 1921 (HHCA). It is especially an honor for me to sit before you, as I
am also a beneficiary of the HHCA. Thank you for this opportunity to share the dev-
astating, albeit unintended, impacts the FCC’s Order will have on the native Hawai-
ians who have come to rely on advanced telecommunications service since 1995.

On March 3, 2011, the FCC adopted a Notice of Inquiry (NOI) In the Matter of
Improving Communications Services for Native Nations (CG Docket No. 11-41). In
this filing, the FCC Chairman Julius Genachowski stated for the record that,
“. . . communications services like broadband, wireless communications and radio
aren’t just valuable as a means to deliver entertainment and diversions. They are
vital platforms for community-building, cultural preservation, and the promotion of
public health, education and economic opportunity in Native Nations.”

We agree and believe that broadband is the great equalizer for our people. It will
allow native Hawaiians to leapfrog the digital divide that has historically held us
back, enabling us to succeed in the 21st century and beyond. Success and self-suffi-
ciency in today’s environment means native Hawailans must have access to
broadband technology so they can fully participate in a capitalist society. Affordable
broadband helps native Hawaiians to overcome their geographic isolation by pro-
viding access to healthcare, education, commerce, public safety, and social inter-
action. It also provides native Hawaiians with an unprecedented opportunity to fur-
ther our cultural revitalization—preserving, protecting, and promoting our culture
for generations to come.

Unfortunately, the rule changes adopted in the FCC’s Order have effectively cre-
ated an environment where small RLEC’s, like ours, serving Native Americans on
tribal lands cannot participate and, therefore, will quickly face bankruptcy with the
implementation of strict limits on support funds beginning July 1, 2012. And while
facing the potential for bankruptcy is daunting as a businessman, what I fear most,
as a native Hawaiian, is the possibility that I may be forced to tell the more than
6,400 native Hawaiians who have come to rely on my company for life-saving tele-
phone service and life-changing broadband connectivity that we can help them no
more. This is what really brings me here today, the concern that all the progress
we have made and will continue to make as a people may be at risk. Ubiquitous
broadband isn’t just a buzz word anymore, reserved for policymakers and technology
pundits, it is fast becoming a reality in urban America and I humbly ask for your
support to ensure it becomes a reality in rural, tribal America as well—where the
need is greatest.

Technology has evolved, so the need has shifted from plain old telephone service
to broadband access. However, what has not changed is the need is still greatest
in America’s rural/tribal areas. What has also not changed is the driving force be-
hind the decisionmaking in America’s large carriers. While companies like AT&T
and Verizon, may want to do the right thing and serve the rural/tribal areas, history
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has proven that when faced with a choice between social responsibility and economic
interests, economic interests consistently prevail. If this were not the case, Congress
would never have felt compelled to enact legislation that created the Universal Serv-
ice Fund programs.the need would not have existed. The brutal reality is that after
many years of waiting for the large national carriers to do the right thing and serve
ALL Americans, Congress came to the stark realization that without government
intervention, rural/tribal areas would be left behind. I fear Congress’ visionary man-
date is now in jeopardy and I fear that history is repeating itself. I believe that
when the large national carriers are once again faced with decisions on what areas
they will and will not serve, economic interests will far outweigh any sense of social
responsibility to ensure all Americans have access to reliable and affordable tele-
communications services. And our native people will suffer.

Furthermore, while Congress’ clear mandate in the Telecommunications Act of
1996, has not changed, the FCC has changed its rules. These rule changes violate
the Telecommunications Act of 1996, in that they do not provide Universal Service
support funds that are “predictable and sufficient,” as required by Section 254(b)(5).
SIC has been operating and borrowing monies based on the support being “predict-
able and sufficient”, as interpreted under the old rules. The new rules do not allow
for the building of a robust communications platform on tribal lands to meet some
critical longer term goals of Native peoples, including, public safety, healthcare, and
education. Broadband holds the promise of resolving the many problems faced by
Native peoples and providing our people with the opportunities to become contrib-
uting members of society. Needless to say, time is of the essence to stay the initial
and calamitous effects of the Order as it relates to Native Americans.

So in the interest of providing constructive and meaningful feedback that can offer
immediate relief, I respectfully provide an immediate solution to preventing the loss
of critical telecommunications services Hawaiian homesteaders have come to rely
on. An automatic approval of the FCC’s waiver for tribal RLEC’s, like SIC, with cur-
rent obligations incurred following the FCC’s old rules. Even changes to laws pro-
vide for grandfathering, recognizing that new laws are meant to be prospective, not
punitive. In this situation, the FCC’s rule changes are punishing our native Hawai-
1an customers, even though we followed the rules. In the true spirit of Universal
Service, we borrowed millions of dollars to build-out infrastructure to the areas no
one else would serve-to serve the customers no one else would serve. We did this
after rigorous financial and technical planning and analysis, concluding that the
FCC’s rules, at the time, provided adequate recovery to ensure we could recover our
costs and pay back our debt. We now cannot meet our current obligations and serv-
ice to our customers is threatened, because the FCC changed their rules without a
grandfather clause. The unintended consequence is that, without a grandfather
clause, the FCC’s new rules are punitive, not prospective. The immediate solution
is to grant automatic waivers for tribal RLEC’s with current obligations incurred
following the FCC’s old rules. We are not asking for a blank check in perpetuity.
We are simply requesting that the FCC help ensure native Hawaiians continue to
have access to reliable and affordable telecommunications services by allowing us
to lmeet our current obligations, obtained lawfully and in full compliance with FCC’s
rules.

While this will address our immediate needs, we have an ongoing obligation to
provide reliable and affordable telecommunications service to our indigenous people.
So we must figure out how we’ll be able to continue serving native America into
the future. The FCC has created a Mobility Fund. However as it stands, despite
tribal priorities outlined to give preference to tribally owned telecommunications
companies, our small rural telecoms will have a difficult time even participating.
The auction process outlined by the FCC includes a requirement to obtain a letter
of credit equal to the amount bid. For small rural telecoms, like ours, this is a near-
ly impossible proposition, as we would be required to maintain liquid assets equal
to the amount guaranteed in the letter of credit. Furthermore, we must wait a full
year to even participate in the Tribal Mobility Fund. And even if we could bid, what
good will the wireless towers and infrastructure do without spectrum to reach our
native customers?

Furthermore, tribal governments should be allowed to maintain authority over de-
cisions that impact tribal areas. While the FCC’s new rules include a tribal engage-
ment obligation, tribal governments should be allowed to maintain their sov-
ereignty, specifically as it relates to the Tribal Mobility Fund. Moreover, any large
telco with vast resources could easily under bid a small RLEC and earn the right
to serve tribal areas, despite their utter lack of experience serving rural and remote
native nations and cultural understanding. Meeting the distinct challenges and
unique needs of native peoples should be at the heart of any decision affecting tribal
lands. For these reasons, tribal governments should have the ultimate decision-
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making authority with regard to the Tribal Mobility Fund, and specifically as it re-
lates to what companies can best meet their tribal needs.

Indigenous Americans cannot sustain themselves on reservations and other Tribal
land areas without a robust communications platform to help overcome the geo-
graphic isolation that frequently comes with these set-aside lands. Our company
provides broadband communications services that in addition to promoting economic
development, facilitate the long term economic needs of our native Hawaiian com-
munities, provide growth of businesses and job creation on HHL. The Order will ex-
tinguish our ability to provide these services to our communities.

It may be helpful for this Committee to have additional background information
regarding SIC’s unique circumstances, which must be factored into any analysis of
SIC’s USF requirements.

SIC’s Unique Geographic Service Area

If you draw a rectangle around the main Hawaiian Islands and immediate ocean
area, you will encompass an area of 79,625 square miles, which is roughly the size
of the state of Nebraska (77,354 sq miles). This is SIC’s geographic service area.
This territory has unique and historic antecedents that are relevant to SIC’s service
obligations.

In 1920, in an effort to redress the rapidly declining economic, social and health
status of native Hawaiians, Congress placed 200,000 acres of federally-owned lands
into a trust to be administered by the Hawaiian Homes Commission, a subdivision
of the new territorial government. See Hawaiian Homes Commission Act, 42 Stat.
108 (1921). Hawaii law defines “native Hawaiian” as any descendant of not less
than one-half part of the blood of the races inhabiting the Hawaiian Islands pre-
vious to 1778. See Hawaiian Homes Commission Act 4 201(7). This land is now
known as Hawaiian Home Lands. Upon Hawaii’s admission to statehood in 1959,
the United States Congress transferred responsibility for the 200,000 acre land trust
to the State of Hawaii to continue the Hawaiian homesteading program, with fed-
eral oversight, requiring the new State to adopt the provisions of the HHCA into
its constitution. See Act of Mar. 18, 1959 (Admission Act), Pub. L. No. 86-3, 73 Stat.
4 (providing for the admission of the State of Hawaii into the United States).

HHL is now made up of approximately 203,500 acres of land located on six of the
eight main Hawaiian Islands and consists of more than 70 non-contiguous parcels.
Located primarily in the most remote rural areas with few in urban areas, HHL
properties are separated by both private and government owned properties and
open-ocean.

Hawaii’s “tribal lands” have unique geographic features that create difficulties for
service providers: their remoteness, accessibility, geological makeup, archaeological
and historical findings, environmental concerns, terrain conditions, lack of proximity
to existing utility infrastructure and right of way availability; all such features play
a significant role in creating higher costs for service providers such as SIC. Hawaii
is an archipelago and coordination and collaboration between its own counties is
more challenging than any other state as counties themselves are islands or groups
of islands separated by miles of open-ocean.

SIC’s Uniquely High Cost Considerations

Building infrastructure of any type in Hawaii is a time consuming and high cost
activity; these burdens are greater still throughout HHL. The difficulty of doing
business in Hawaii begins with its unique geographical situation. It is the only state
that is not located on the North America continent and is also one of only two states
that do not share a border with another state. These unique geographic factors cre-
ate higher construction costs due to high labor rates, high material costs (all mate-
rials are imported), ocean freight costs (inter-state and inter-island transshipment
of all materials), higher utility costs (electricity is more than three times the na-
tional average) and highest fuel costs compared to other states.

Obtaining permits in Hawaii is time consuming and costly; the process is espe-
cially difficult throughout SIC’s unique service areas. Construction permitting is
subject to very stringent federal and state regulatory processes that have been put
in place to protect natural and historical resources. According to the Bishop Mu-
seum, Hawaii is the endangered species capitol of the world, with hundreds of spe-
cies of plants and animals listed as endangered and more than 270 species extinct.
Hawaii is also a very rich ground for archaeological preservation laws since native
Hawaiians populated the entire state at one time. As an island state, the population
and major roads are located within a few miles of the coastline. The proximity to
the coastline adds another layer of regulatory laws not typically found in other
states. The premium added to the average cost of construction in Hawaii, ranges
from 30 percent to 100 percent, depending on the specific activity or material. For



62

example, there is a 35 percent increase between the average continental United
States cost of constructing a single concrete 10° x 18" shelter slab foundation
($5,795) and the Hawaii cost ($7,850). See Figure 1 (at the end of this testimony).

Today, Hawaii’s population has grown to approximately 1.4 million people, and 20
percent of the population is Native Hawaiian. Approximately 9,800 families cur-
rently reside on HHL properties with another 25,000 waiting for the Department
of Hawaiian Home Lands (DHHL) to deploy the basic infrastructure necessary for
homesteaders to move in. Much like other indigenous people in the continental
United States, Native Hawaiians are over-represented with respect to many nega-
tive socio-economic indicators—lack of education, low-income, single parent house-
holds, homelessness, prison populations and harmful health statistics. Historically
low deployment and unique obstacles make cost a significant challenge requiring
large financial support to deploy affordable broadband capable of delivering effec-
tive, or even minimal public safety and emergency communications services.

The Nature and History of Telecommunications Service in Hawaii

Historically, Hawaii has been served by numerous small telephone companies be-
ginning in 1878, two years after Alexander Graham Bell’s invention. Consolidation
of telephone service began in 1884 on Oahu under the Mutual Telephone Company,
four years before Hawaii was annexed by the United States. In 1918, the islands
of Maui and Hawaii were consolidated under Mutual Telephone, with Kauai in 1928
and Molokai in 1931. Since that time Hawaii was served by a single monopoly tele-
phone company. In 1954, Mutual Telephone Company changed its name to Hawai-
ian Telephone Company. Hawaiian Telephone Company was eventually purchased
by GTE in 1976 and changed the company name to GTE Hawaiian Telephone. In
2000, GTE merged into Verizon Communications resulting in another name change
to Verizon Hawaii. Verizon sold the Hawaii wireline telephone operations in 2005
to an investment group headed by the Carlyle Group which renamed the company
to Hawaiian Telecom and then later gave up its ownership interest allowing Hawai-
ian Telcom to emerge from bankruptcy (2008-09). During the relatively brief period
of time in which SIC has been in business, three of the four facilities-based wireline
telephone companies in Hawaii have gone either bankrupt or out of business (an
RLEC-TelHawaii (1999), competitive local exchange carrier (CLEC)-GST Hawaii
(2000), and the ILEC-Hawaiian Telecom (2008)).

SIC’s Origins as a Telecom Carrier for native Hawaiians; Unique Service
Obligations

The last fifteen years have been arguably the most dynamic period in the commu-
nications industry. Two major regulatory changes occurred with the Telecommuni-
cations Act of 1996 and the new Connect America Fund (FCC 11-161). Evolutionary
technology changes became revolutionary with electrons giving way to light, copper
to fiber, circuit switching to Internet protocol, and wireline to wireless. Monopolies
gave way to competition and competition now included new industries, cable and
wireless. Performance measurements such as the “five nines (99.999 percent)” gave
way to mobility and speed. Industry stalwarts, ATT, Bell Atlantic, Bell Labs, Nortel,
etc., survived by changing or went bankrupt and were replaced by the likes of
Verizon, Alcatel-Lucent and Cisco. Values of telecommunications companies experi-
enced a meteoric rise and a precipitous plummet when the “bubble” burst. Total
Universal Service Funds (USF) also rose with the market driven by new programs
(health, schools and libraries, low income, competitive eligible telecommunications
carrier (CETC)). However, without new contributors the contribution factor nearly
tripled. When the market burst, the contributors sought relief. This is the period
in which SIC began. In addition to the turmoil and uncertainty created by these
changes, SIC also dealt with (i) an ILEC that has changed ownership three times
and gone bankrupt, (il) turmoil in the insurance and financial industries, and (iii)
Hawaii’s high cost of doing business and low population density. All of the above
factors, along with a century old monopoly ILEC that had very little, if any, interest
in serving those areas that were financially marginal, resulted in areas outside the
Honolulu urban core, especially HHL, having demonstrably inferior communications
infrastructure with no hope of improvement.

The FCC’s National Broadband Plan identified a significant lack of broadband in-
frastructure serving tribal lands. The situation in Hawaii emulates these problems
with 87 percent of HHL without any service infrastructure. The rural and remote
nature of HHL properties means higher costs to construct any type of network facili-
ties, with no means to recover these expenses. Carriers cannot make a business case
to invest in communications infrastructure throughout virtually all areas of HHL,
absent government financial support. The ILEC did not land its inter-island cable
on the island of Molokai where 60 percent of the population is Native Hawaiian.
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The ILEC was unwilling and unable to provide modern communications service
to HHL at reasonable rates. GTE was aware of the Rural Utilities Service of the
United States Department of Agriculture (RUS)-USF programs when it took over
Hawaiian Telephone, and used the RUS program to fund its Micronesian Telephone
Company subsidiary, but chose not to utilize these programs in Hawaii. In 1990,
DHHL wanted to build 12 homes in Maku‘u an area on the island of Hawaii. As
was its practice, the ILEC, GTE Hawaiian Telephone, demanded payment for its fa-
cilities ($1,000,000.00) plus land rights to locate a central office, merely to obtain
party line service. Party line is not suitable for fax, direct-dial long distance or dial
up Internet access. It was not until the late 1990s that the Hawaii Public Utilities
Commission (HPUC) ordered party line service in Hawaii eliminated. DHHL was
unable to come up with the money and deferred building, denying native Hawaiians
another opportunity for rehabilitation.

After no other carrier stepped forward to provide comprehensive communications
services to HHL, as a native Hawaiian, HHCA beneficiary, I accepted the challenge
to carry out Congress’s mandates, as expressed in the HHCA and the Communica-
tions Act of 1934, for native Hawaiians living on HHL. Pursuant to “License Agree-
ment No. 372” (License), an exclusive license was awarded by DHHL on May 9,
1995 to Waimana Enterprises, Inc. (Waimana). Waimana was granted an exclusive
right and privilege to build, construct, repair, maintain and operate a broad band
telecommunications network to serve all lands under the administration and juris-
diction of the DHHL. In May of 1996, that authorization was assigned in part to
SIC, a wholly-owned subsidiary of Waimana, to satisfy the wireline voice require-
ments of the License.

Working closely with RUS, SIC designed a 20-year plan to bring universal service
to all areas of HHL not currently being served. This plan was markedly different
from the sort of universal communication service plan a typical RLEC would under-
take. Bringing universal communication service to all unserved areas of HHL re-
quired a transport network that would include undersea cables as well as terrestrial
cables connecting each HHL. Although the number of customers would be compara-
tively small, because of the lack of adequate existing transport, and the time needed
to build transport, each island would need to have its own central office(s) and nu-
merous remotes until adequate transport could be built. The lack of adequate trans-
port from the ILEC (Hawaiian Telcom and its predecessors) and the high cost to
build transport, especially on the neighbor islands, was extensively verified by the
ILEC (Hawaiian Telcom) in its Waiver Application to obtain High Cost USF filed
with the FCC on December 7, 2007.

Due to the magnitude and complexity of the plan, SIC sought and received RUS
approval for its entire plan to bring universal service to all HHL areas. SIC did this
primarily to mitigate the risk of not being able to complete its plan and to make
sure everyone involved understood the plan’s enormity and significance. As a lender,
RUS approved the entire plan and loans after intense and comprehensive engineer-
ing, financial and legal review and based on FCC’s then-current rules, providing
adequate USF support to recover costs and repay the loans. Completion of the plan
would be the best opportunity to be financially self-sustaining after the capital costs
were paid for, while not completing the plan would necessitate continued financial
support from the government. Ultimately, as the plan would be implemented, the
architecture of the system would allow minimized operating costs through the re-
tirement of most central offices and redundant loops reducing the need for people,
equipment and inventory on each island to make costly emergency truck rolls to re-
store service until a permanent repair could be made.

This plan to ensure a universal level of communications service would be avail-
able to those who live and/or work on HHL and was unlike any undertaking by an-
other RLEC. When measured in miles of network, scope of facilities, advanced tech-
nology that would be deployed, environmental and regulatory agencies needed to be
coordinated to construct the facilities in one of the most high cost, sensitive environ-
ments in the United States and the hundreds of millions of dollars needed to be bor-
rowed and managed to complete this project, this plan was one of the most complex
and difficult.

Since the inception of the RUS-approved network construction plan, SIC has bor-
rowed and/or invested more than $400 million on telecommunications infrastructure
to serve more than 2,400 access lines throughout Kauai, Oahu, Molokai, Maui,
Lanai and Hawaii Island. SIC now provides homesteaders with access to local and
long distance telephone service as well as high speed Internet access. To accomplish
all of this, SIC had to: (i) install 504 miles of terrestrial and undersea fiber optic
conduit consisting of nearly 26,000 miles of fiber strands connecting the isolated
parcels and islands, (ii) construct 24 remote Digital Loop Carrier (DLC) sites on six
islands, (iii) build 12 Central Offices that house 12 switches and DLCs on five is-
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lands, and (iv) erect nine microwave towers with 12 dishes and seven radios on two
different islands.

SIC has been reviewed and audited by independent auditors as well as various
regulatory agencies. Each year RUS requires SIC to provide an independent audi-
tor’s report. Additionally, RUS, NECA and USAC have each audited SIC several
times. None of the audits have found a reportable problem or have required SIC to
change its organization or the way it is doing business.

Again, despite the dramatic changes to the industry itself, the regulatory rules
governing the industry, and the significant increase in the size of the Universal
Service Fund, Congress has not changed its mandate that all Americans are entitled
to a universal level of communications service as expressed in the Communications
Act of 1934 and reaffirmed in both the Telecommunications Act of 1996 and the
FCC’s recent Connect America Fund Order (FCC 11-61). Congress has also not
changed its mandate that USF support shall be sufficient and predictable. The fact
that SIC’s plan met the law and rules at the time, was affirmed by RUS’s approval
of SIC’s plan and by the FCC’s granting SIC a study area waiver. The law has not
changed, and SIC’s plan and method of operation has not changed. The only change
has been in the rules implementing the law. Absent a waiver to ensure preservation
of existing service as provided for under the Connect America Fund Order (FCC 11—
61), SIC cannot survive, this means the native Hawaiian customers who rely on our
service will be left stranded.

SIC believes that equity and hardship and the harmful effects of the FCC’s Order
on native Hawaiians ability to receive reliable, affordable and consistent tele-
communications service should compel the Committee to support SIC’s recommenda-
tions for immediate relief—automatic approval of the FCC’s waiver for tribal
RLEC’s, like SIC, with current obligations incurred following the FCC’s old rules.
This relief is contemplated in the FCC’s Order and provides the best immediate so-
lution to prevent the loss of service to our native Hawaiian customers, while a long-
term solution is developed.

Sandwich Isles Communications stands ready to work with the Federal Commu-
nications Commission and this Committee to achieve meaningful solutions for indig-
enous people in Hawaii and across the country.

Thank you for the opportunity to provide testimony.
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ADDITIONAL TESTIMONY OF ALBERT S.N. HEE

Chairman Akaka, Vice Chairman Barrasso, and distinguished members of the
Committee, thank you for the opportunity to appear before you at this hearing to
address the impacts of the Federal Communications Commission’s (FCC) Connect
America Fund Order (Order) on native communities across the country. It was valu-
able to hear directly from my fellow tribal telco and telecommunications industry
witnesses as well as from the FCC and the Department of Agriculture’s Rural Utili-
ties Service (RUS). I am also grateful for this chance to further clarify important
issues brought up at the hearing, for the record.

Historically, a Rural Local Exchange Carrier (RLEC) had no other option but to
seek financing for its infrastructure needs from the RUS. As part of RUS’s loan ap-
proval process, the RLEC’s proposal would undergo a rigorous engineering, legal
and financial review. This is confirmed in a May 31, 2012 Notice of Oral Ex Parte
Contact from Mr. Jonathan Adelstein, RUS Administrator, to Ms. Marlene Dortch,
FCC Secretary, attached hereto as Exhibit “A”. The letter states, “The Adminis-
trator noted that RUS only finances capital infrastructure, and that every RUS loan
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and grant dollar is scrutinized by program and field staff, and that each dollar spent
in the RUS program is tied to specific purchases that are audited. RUS does not
tolerate waste, fraud or abuse, ensuring that dollars are prudently spent.” The fi-
nancial review and ultimate loan approval was based on predictable and sufficient
Universal Service Fund (USF) revenues for the term of the loan, which can exceed
20 years. In the true spirit of Universal Service, the RLEC invested this capital to
build infrastructure to serve its rural and remote customers. These investments
were made under then-current rules with the understanding that the USF revenues
would be necessary to recover costs and repay RUS loans. With its new rules, the
FCC is severely and negatively impacting RLECs’ current and future obligations in
the following ways:

1. Current obligations: The FCC is subjecting RLECs to an after-the-fact review
of their eligibility for USF. Specifically, the FCC is questioning the eligibility
for USF on facilities that have already been built using long-term loans that
rely on USF funding for repayment. The FCC’s new rules allow this discre-
tionary, after-the-fact review to occur at any time and as many times as the
FCC’s Wireline Competition Bureau sees fit.

2. Future obligations: There is no assurance that USF funding will be predict-
able and sufficient to meet current and future obligations, as required by law.
This is because of the FCC’s new rules and its reliance on an entirely discre-
tionary waiver process. A process that from year to year, and bureaucrat to
bureaucrat, could yield differing results. No lender would consider providing
capital loans based on an uncertain and unpredictable USF income stream.
No predictable access to capital loans jeopardizes an RLECs ability to main-
tain and/or expand its network serving rural/tribal customers.

With its new rules, the FCC is changing a process that has been successfully im-
plemented for more than 60 years. While we question the need to “fix” this process,
at a minimum, the FCC must ensure any new process they implement be:

1. Proactive, in that an RLEC would receive FCC approval of USF funding be-
fore it incurs capital expenses and not after;

2. Clearly outlined and carefully vetted with all stakeholders, eliminating bu-
reaucratic discretion;

3. Efficient and timely;

4. Ensure USF funding be specific, predictable, and sufficient, as required by
law; and

5. Not duplicative of the highly successful process RUS has in place.

The aforementioned principles must be assured before the FCC abolishes a highly
successful process in place of its own.

Beginning July 2, 2012, the FCC will implement a presumptive $250 per line cap
on universal service support for all carriers. According to the FCC, the cap “will af-
fect companies serving approximately 5,000 customers, many of whom live in ex-
tremely remote and high cost service territories.” Connect America Fund, Report
and Order, paragraph 278 (November 18, 2011). This new per line price cap con-
tradicts the statutory intent and purpose of the USF law. The USF was created spe-
cifically to ensure that ALL Americans have equal access to telecommunications
services. The USF was clearly intended for high-cost-to-serve, tribal areas. However,
the new cap automatically red-lines tribal lands in America due to the inherent high
costs to serve indigenous lands. The FCC’s new rules will cut funding to the very
citizens that live in remote, rural and tribal areas, areas that are too costly to serve
without USF support. The FCC has access to and therefore knows precisely which
tribal lands are historically high-cost-to-serve areas, where costs to serve Native
Americans exceed the newly imposed price cap.

Because of the geographic and infrastructure challenges, among other reasons
outlined in our original written testimony, serving native Hawaiians on Hawaiian
Home Lands is extremely costly. Therefore, Sandwich Isles Communications, Inc.
(SIC) is one of those RLECs whose costs to serve exceed the FCC’s new price cap.
As repeatedly stated during this hearing, the FCC’s solution to this dilemma faced
by SIC and many other tribal RLECs serving indigenous people across the country
is to apply for a waiver. To ensure the record clearly reflects the inherent flaws in
the FCC’s so-called solution, we offer the following timeline of our waiver process:

1. December 30, 2011—SIC files waiver petition with FCC’s Wireline Competi-
tion Bureau (WCB)
2. March 13, 2012—WCB sends SIC questions
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3. April 11, 2012—Upon SIC counsel’s request, WCB meets with SIC counsel.
WCB poses more questions.

4. April 16 & 17, 2012—SIC answers both rounds of questions from the WCB.

5. June 6, 2012 (one day before SIC is scheduled to testify at this Senate hear-
ing)—WCB releases another set of questions to the media before SIC has an
opportunity to receive its letter. Despite the fact that SIC and FCC were in
a face-to-face meeting the same day. This letter and SIC’s response are at-
tached hereto as Exhibits “B” and “C”.

6. SIC will answer third round of questions from the WCB before the end of
June 2012.

More than 285 thousand dollars and 174 days later, SIC has yet to receive a rul-
ing on its waiver application. This is well past the 45 day “shot clock” established
in the Connect America Fund order. Meanwhile, our company faces a July 2 imple-
mentation date, when we will lose the funding needed to continue serving our native
Hawaiian customers.

Furthermore, during this hearing, the FCC’s witness stated that the FCC’s waiver
process does not require telco’s to hire outside consultants as long as they follow
Generally Accepted Accounting Principles (GAAP) and provide the FCC with their
GAAP financials. However, it is important to note that while telco’s are required by
the FCC to follow GAAP for their company financials, cost accounting (not GAAP)
is required in the telco’s monthly reports submitted to obtain USF recovery. Fur-
thermore, cost accounting and GAAP do not readily reconcile; which is why we were
forced to hire outside consultants and accountants, at great expense, to help us cor-
relate the two very different accounting principles.

The aforementioned June 6, 2012 letter from the WCB to SIC (Exhibit “B”), ques-
tions SIC’s corporate structure and relationship with its affiliated companies. As
previously outlined in my written testimony in this matter, SIC has been reviewed
and audited by independent auditors as well as various regulatory agencies. Each
year RUS requires SIC to provide an independent auditor’s report. Additionally,
RUS, the National Exchange Carrier Association (NECA) and the Universal Service
Administrative Company (USAC) have each audited SIC several times. None of the
audits have found a reportable problem or have required SIC to change its organiza-
tion or the way it is doing business. Despite this, the WCB is causing a delay in
SIC’s waiver process by questioning an organizational structure that is legal. This
is just one example of what can happen when RLECs are forced into a waiver proc-
ess that provides full discretion to the WCB.

USF programs are critical to ensuring the progress that has been made to provide
equitable telecommunications services to those in rural and tribal areas of our coun-
try continues. Likewise, a proactive, clearly outlined, carefully vetted, efficient, and
timely, USF approval process is essential to preventing red-lining of native people.
So we humbly ask this Committee to question why the FCC is abandoning a highly
successful process that has, not only facilitated the build-out of telecommunications
infrastructure to America’s rural and tribal areas, but also made money for the fed-
eral government by way of interest income.

Mahalo (thank you) for the opportunity to shed additional light on this critical
matter. I stand ready to work with the FCC and this Committee to bridge the dig-
ital divide that threatens to further separate America from its indigenous people.

Attachments
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Exhibit "A" USDA ﬁ

Rural ——

Dmrlhupmanl
P . of A
Rural Development

May 31, 2012

Ms. Marlene Dortch

Secretary

Federal Communications Commission
445 12" Street, S.W,

Washington, D.C. 20544

Notice of Oral Ex Parte Contact

Re: Rural Utilities Service notice of oral ex parte contact involving the proceedings
captioned: In the Matter(s) of the Connect America Fund, WC Docket No. 10-90, National
Broadband Plan for Our Future, GN Docket No. 09- 51, Establishing Just and Reasonable
Rates for Local Exchange Carriers, WC Docket No. 07-135, High-Cost Universal Service
Support, WC Docket No. 05-337, Developing an Unified Intercarrier Compensation Regime,
CC Docket No. 01-92, Federal-State Joint Board on Universal Service, CC Docket No. 96-45,
Lifeline and Link-Up, WC Docket No. 03-109, In the Matter of Universal Service Reform
Mobility Fund, WT Docket No. 10-208.

Dear Secretary Dortch:

On Tuesday, May 29, 2012, the Honorable Tom Vilsack, the Secretary of the Department of
Agriculture (USDA), Lindsay Daschle, Senior Advisor to the Secretary, and I met with the
Honorable Julius Genochowski, the Chairman of the Federal Communications Commission
(FCC), Zac Katz, Chief of Staff to the Chairman, and Michael Steffen, Advisor to the Chairman,
for a discussion about the importance of broadband to the rural quality of life.

The Secretary expressed appreciation for the Chairman serving on the Rural Council, his
openness to hearing rural concerns, and specifically his willingness to consider USDA’s
perspective on the impact of the FCC’s reform of the Federal Universal Service Fund (USF) and
inter-carrier compensation (ICC) rules on rural providers and their consumers. The Secretary
and [ discussed the long, successful history of the cooperative efforts between the USDA, RUS
and the FCC to improve rural telecommunications service. The Secretary expressed an interest
in building on existing coordination efforts through continued dialogue, data sharing and
outreach to maximize the benefits of USF and ICC reforms for rural consumers. The goal is to
promote the mutual commitment of both agencies to deliver on the President’s goal of closing

the digital divide.
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Mz, Marlene Dorich

The USDA has policy, plenning and Iending responsibilities in all of nurs] America, including
arcas served by telecormmunications providers bat da not participate in USDA/RUS
telecommunications loan and grant programs. USDA also has an institutional intevest in the
FCC reform efforts. Changes to the federal USF and ICC ean have 2 direct impact an the ability
of existing RUS borrowers to repay their outstanding loans and complete the eonstruetion of
wireline broadband systers. These systams provide backhanl needed o facilitate wireless 4G
deployment in rural areas, which are also critical to publie safety. Robust broadband networks
are essential to the future of rural economic development and the vitality of rural communities,

The Secretory noted that the RUS makes loens to finance the eonstruction and upgrade of high
capacity broadband netwarks whose terms can exceed 30 years. He noted these investments
were made under then-current rules with the understanding that the revenues would be necessary
to recover costs and repay loans ta lenders including RUS. He noted that conswmers and lenders
need certainty and predictability in their investraent horizon. The Secretary noted that the
regression onalysis model can offect long term revenues and USF predietobility.

The Administrator noted that RUS enly finances ezpital infrastructure, and that every RUS loan
and grant dollar is serutinized by program and field staff, and that each dollar spent in the RUS
pragram is tied to specifie purchases that are audited, RUS does not tolerate waste, fraud or
abuse, ensuring that dollars are prudently spant.

The Secretary supgested that the waiver process could be improved by incorporating key
elements of the “safety net” process, which was sugpested in the Octaber | 1" filing by the RUS
Administrator which recomments frter alia that the standard for relief should be tied to a defaule
on an obligation to government, not the loss of voice service.

The Secretary underscored the need for USDA and the FCC to continue to wark together 1o
address the commumications needs of nwal America, That way, the partnership that has
succeeded for so Jong in Facilitating the build-out of state-of-the-art rural telecommunications
neiworks can continug successfully into the future,

Sincerely,

Apafes_

inn Adelstein
Administrator
Rural Utilities Service
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Exhibit "B"

REDACTED -~ FOR PUBLIC INSPECTION

FEDERAL COMMUNICATIONS COMMISSION
WASHINGTON, B.C. 26854

DA 12-893
Jung §, 2012

Mr, Albert 3.N. Hee

President

Sandwich Istes Commusications, Tnc.
1003 Bishop Street, 22% Fluor
Honoluly, Hawail 96812

Rexr Sauidwich Inles Comminieations, Fae. Potignn for Woiver of Seclion 34382 gf the
Canuniveion’s Rules, W Dacket Noo 19-58 and BT Bocket Np, 15-208

Llenr Mr, Hee;

The Witeline Cosmpetition Bugean of the Federal Comommications Commission is
continuing to evalune the petition of the Sandwich Isles Communicalions, kne, (Sendwich Isles)
for walver of section 54.302 of the Commission's rules, which cstablisles a wotal limit on high-
cost universal servics support of $250 per line pormonth,' In the USFHACT Yaryformaiion
Order, th: Commisston sstablished the S250 per line per month limit as pavt of its fiscally
responsihle reform of the universal service fund and mandated that the \imit be phased in over
three years. The Commissian permitted affected carriees to seek a waiver of that restriction by
providing specific information ir i petition and alse required any tequesting eartier ta provide
additionnt information as vequested by stafe?

The Bureas hos roviowssd the informution Sandwich Isfes provided with Bs potition, the
record received §n rsponse to i petidon,’ and Sandwich isies” responss to fhe Burees®s March
13, 2012 lottor seoking additional information Together, these smatedals raise additional
guestions regarding Sandwich isles’ profecied revenues and expenses.

1 Sandwich 1sles Communicntions, Ine, Petition For Waiver of Scetion 54.502 of the Commissior’s Rules,
WC Docket No, 10-50and W1 Drockat My, 10=208 [filed Dec, 30, 2011, sewt alse Cunrtect Aurerica Frnd
gtal., WC Docket Mo. 10-90 et 0., Report and Order and Forher Notive of Prposed Rulemaking, 26 FCC
Red 17663 (201 1) (USFYCC Trangibrmation Order); 47 CF.R. § 54.302,

} USFHICC Transformaiien Creer, 26 FCC Rod ot 17842, para. 543.

? See Comments of Hawailan Teleom. Ine., WE Doeket Me. 1090 and W Dacket Mo, 10-208 {filed Fch
9, 2012); Comments af US Telecow, WL Dogkel Mo TH9F and WT Docket te. 10208 {filed Fele. 9,
2012)

¥ See Leiter from Shaven B Sillett, Chivf, Wireline Computition Burean, Pedecat Cammunications
Cornmission, o Albed M. Hoe, Prosidens, Sandvrich Istcs Tolecomnmunications, Tne., WC Dozket Mo 1680
and WT Docket No. 19-208 {Mar. 13, 20¥2); Letter fram Frederick M. Joyor, Counsef for Sandwich istes
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Tn pasticular, the averwhelming majority of Sumbwich Isles® expenses - many mitlions of
dollars ~ consist of siznificant pryments to & numbey of affitiated companics, including
ClearCom, Waimsne, (REDACTED], and Fanbole.? each of which appetrs to be owned andfor
opwaied by Mr. Hee, CEO of Sandwich Tsies, or his family members,  In s indtie? waiver fillng
&=d in ils submissions since, Sandwich Tsles has failed to be forficoming regarding is nffiliates,
tae finances of these affiliatcs, the besis of Sandwich Isles® payments to these affiliates, and the
details of Sandwich Jsles” apreements with these eompanies. As @ result, the Bursau still lacks
basic informalitn pecessary to evaluate these affiliate transactions. The Bureau reminds
Sandwich Istes that, in demonstrating whether 4 waiver is warmanted, the burden of praof rests
with the petitionic® Acoordingly, it is incurabent on Sandwich Isles to be as frtheoming as
possihle so that the Burezn has necessary and complete infarmation before it when acling an lhe
waiver petition.

Morcover, the imfonmation available 1o s ralses shgnificant questions about whether
Snndwich Teles conid he obiaining the services i moeives fom s affilister at much lower mics
Eom unuflilioted soucons, These affiliate payments aiso appear to reflecd very significant and
unexpizined corpomte cxpenses, and reise cancerns that Sandwich Tefes may be using universat
serviee funds tn srass-siheidize competitive services ontside of its servies tecritory.

Accordingly, the Burezu requests additional informaticn related to these jasnes. This
additional fnformation is necessary for the Bureau o coraplete its analysis of whather there is
good couse to grant the requested waiver.

Plaase pravide il and complete responses o the following questions:

1. T its resnonse to the Bureau tetler, Samdwich Isles projects reventes and operating exponsss
for the peried 2012 through 2016, Please deteil the major components of Sandwlch Iskes”
profected rovenues and opembing axpenses for each of the projected years.

% Plense separately identify projected revenne, it any, for HCLS, ICLS, Connect
America Fund ICC/CAF Recovery, Avcess Recovery Charges, intercartier
vompensation showing separately cost meovery from NECA poals related to the
Paniole network and ather coss recuvery from NECA pools, revenues from
laasing the Paniolo eoble to other usars, and any other major components af
projected revenues. Please also pravide projected cusiomer revenues for each
year by lvpe of service.

b, Plagze senermaly identify defailed projected operating expenses in sach of the
foliowing sxpense categaries, including 2wl not Erited &r

Communieations to Marlene H. Dorlch, Seerctary, FCE, W Docker No, 10-50 (filed Apr. 16, 2012) (Apr.
16 Response).

5 See Streamtied Submerine Cable Landing Licanse Applications Accepted for Filing, Repart No, 3CL-
000835, Fublic Moties (zel, March 25, 2009) {noting thal control of Paniato was transfernad to Blue [vory
on March 31, 2008 and that “Blug Jvory is whally owned by and coniralled by Blue Ivary Hawaii Corp.",
which "is hekt equatly by theee private rusts, the Advianne HLR. Hee Irevorable Trust, the Breanne ER.
Hee tererocable Trust, and the Chaviton ER. Hee (rrevoeshic Trast™)

® Tueson Radie, fne, v FOC, 452 F.24 1320, 1382 (DL, Cie, 19718
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i, Plant specific
1. Paniolo kease expense’
2. Payments to ¢ach affiliate of Sandwich Isles
3, Payments to non-aifilintes

ji. Piod Mon-specifiv
1. Paymenis to each pffiliale of Sandwich Isfes
2, Paymenis to non-afiiiiates

fii. Corporate operaticns

Waimuno management foe
[REDACTED|

Payments to ClearCom, iFany
Payroll/Labor

COther

O ol S

Payracnts ko [REDACTED] Insurance Comyzny, IREDACTED] from 2008 t0 201 1,
Provide deteils for ali iusurance polficies purchassd JREDACTED] {or wse yeors, inchading
type of instvance and premsiums. Please provide copies of all insurasce contrasis and
ngreeminils [REDACTED]. Pleess provide infonmation regarding sy activities 1o seek
insurance fiom other companies since 2008, including the name of the company, typc of
Insurance and the quoted premium,

Buring 2010, Sandwich Isles [REDACTED] {ts affiliate ClearCom, which was recorded as
Corporate Operations Expense. Frovide delzils on the nature and purpose of thig oxpense, In
addition, please provids copies of all contracts or zpranments, If any, batwesn Sandwich Iaica
end ClearComs,

Provide the name, position, and awnial eompentntion of the ten highest paid employees of
ClearCom end [REDACTED] {or 2609, 2018, and 2011, In cddiiion to salery, inchede s
patt of comprusation any benefits, dividends, increases {a equity, sales of equity, or any other
nosn-sakary forms of compensation.

Provide details on the awnership of Paniolo, including the names of all owners, the
percentage ownership of cach, and the relationship to the owner of Sandwicl Isles, In 2009,
in addition 10 lease payments, Sandwich Isles paid [REDACTED] to the Paniolo Netwarlk.
Please speeify the reason for [REDACTED], the financint justification for the
[REDACTED], the extent ta which the [REDACTED] are vseful to any other eniity, and the
vontractust potential for meoevery of the IREDACTED] in the event of a elangs in the
contract between Sandwich fcles and Paniclo. Please provide copies of ¢il confracts and
pgrvesmons between Sandwich Istes wnd Paniofo.

7 We note that Sandwich Isles projeets payments from Sandwich Isles to Paniolo for the years 2003 to 2016
of approximatzly [RERACTED| annorlly for cxpenses Found by the Burcan not to be “ased or uselal” for
provision of service 1o 1w Hawaliun homelonds. See Apr. 16 Resnonse ot 14 Sardwich fsfes
Conpmumivations, fne., Petitinog for Declaraiery Rofing, WC Bocket Na. 09-133, Decloatory Ruting, 23
FOC 13647, 13650, para. ¥ {Wireline Comp. Bur. 2010}
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Please pravide detsiled financial statementts for Waimana, ClearCom, and [REDACTED| for
the years 2007 through 2011, Indicate any other entities for whom Waimana and ClearCom
provide manayement services and, in the ceses of wny individuals who work on more than
one project, the peteentage of time wad expense olloeated between Sendwich Isies and other
projects. In eddifion, provide coples of te enyployment agrecments of the top four
cxeeutives of Waimamns usd cech of s affidoes, Please quantily the porcentage off
compensation for each of these executives that were sHocated to or ofserwise recpvered fiom
Zandwich Isles in 2009, 2010, and 2013,

In its response to e Bureau lelter, Sandwicly Jsles projected approximately TREDACTED]
additional average capital expenditure (capex) each year for the years 2012 through 2015,
Flease provide the number of new voice customats and the number of new broadtand
customers for 2ach of the past three culendur years, Please detail the major eomponents of
Sandwich Isles' additional projected capex for each of the projected years. Please separately
identifyr addilionat prajected capex i cach of the following categories:

a “lransport: 65} capes, i ery, esscriated with the Paniolo netwark, () capex, iF
any, associzied with ihe woter meins, and {¢) other transportveleted copes, I
any

b, Loop: (a) eapey, if any, associnted with the addition of new cusiomus in the
study arsa, (b) copex, iFany, @ssociated with the maintenonce of Joops for the
existing customers in the study erea, end {2) other laop-related capax, if any;

g, Other, if any.

Sandwich [sles uses sbendoned water mains from ClearCom, Ing., which leases the
abandoned watcr mains from the Bourd of Watey Suppdy for the City and County of
Honotln® Pease quantify the smonnt of abandoned water makns wilized in CleasCom’s
network {excinding the azge in Sundwich felin’ network) in tevms of miles used, cugtomers
served, nht rewenue samed. Please pravide copies of any agreewenls betwesn Sandwich
Isies and Clenr{om and the lezse aprecmont belween the Board of Water Supply and
ClearCom for the abandoned water mains,

Sandwinh Isles dig not list Sandwich Islas Wireless us an ullilivte in either it Injtial petition
or in its response ta the Bureau’s March 13, 2014 lelter. Please provide information abaout the
ownziship of Sandwich [sles Wireless, [n addition, pleasc provide information on the nature
of relationship, payments, and investinents (i any) for the peciods 2009 1hrough 2012 (year-
to-dats) between Sandwich Istcs Communications and Sandwick Isles Wireless. In addition,
please provide documentation shawing how Sandwich Isles Wireless will hove sufficient
fnds 10 meet #5 Soyear butid-out obligations to the Hawalian Public Utitities Comumnlssion

¥ HE 3267, BB I, Relating o Issens of Specizl Porpose Revesue Bonds ko Assist (JearCora, Ine., inthe
Development of Brondband lakastructire in Hawal, Sesstan 2012 (Feb, 23, 2012) (stvtement of Albert SN,
Hee, President of Clearom, Irc. fo the House Committee t Finance, Hawaii S1ato Lapislawre); avafiable af
Tt Hvseswy eanital invaf. aov/sesslon201 M Tostimony/HBI267_HD1_TESTIMONY FIN 0231

12

LDF

5B 2236, HD 1 Relating to Information Trchoalogy, Session 2012 (Mar, 28, 2012) {statement of Ed Pukini,
Regional Vice Fresident, Mid-State Conzultants ta The House Committee on Finnoce, Howudi State
Legislature), vafinble af

htime vy eanitol hawnit.goulsession201 2 Fostimony/SHZ236_HDI1_TESTIMONY FIN_(13:28:12 1 PEE




74

without federal high-cost universal service support, Flease provide documentation showing
Sandwich Fsles Wireless's current and planned actess fo spectrum, incleding sny contracts
with other providers to resell thelr servics.

0. We note that Sandwich Isles bes staled ihat it is “subject to compatition from mullipls mobile
wireless carriers and 1o dipita? voice service provided by & cable company.™ Plosse provide
a list of Sandwich Istes” competitors {both wiveline end wireless) and ndicate 10 what extent
those competitors everlap Sandwich Istes” study area.

I Sandwich Isles believes that any informution or docutments responsive to this lstter be
treated in a confidential manner, it may fils tha information in 2ccordance with the Burenu’s
Proteciive Order in this proceeding.'

1€ you huve nay guostions please call Gay Seipel at (2023 418-0875,

Sincerely,

Sharon E. Gilteft
Chief, Wireline Conmedtion Bureau
Pegeml Commumications Connnisston

ce: Frederiel W, Joyee
Counsel for Sandwich Islcs
Venable, LLP

? Letter from Fredetich M. Joyee, Counsel for Sandwich lsles Communientions ia Pattivis Quartey, FCC
giarcd Jan. 23, 2012).

Coinect America Fund et al., WS Docket Mo, 10-90 ¢t al., Prateetive Order, 23 FCC Red 13160
Wirctine Comp. Bur. 2010
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Exhibit "C"

4
\fEN ABI I{’ §75 STVENTRSTAEET 1NV WASHINGTAN, 12 20084
HEES THR3AA4008 PEE4LE900 wwwNenodlurom:

June 12, 2012 Trederick M. Jayee

T202-HAAGSS
F 2023448300
Tinjoyceiivenahl o cap

VIA ECES

Meriane B Dorteh, Secretary

Federal Communications Commission
443 12th Strech, SW

Washington, D0 20554

Attention: Sharon Gillstt, Chief, Wireline Competition Bureau

Re:  Sundwich Tsles Communications, Ine.
Petition for Rok Waiver/Ex Parte Notice
CC Docket No. 01-92, WC Docket Nos. 05-3%7, 07-135 and 10-90 and
M Docket Mo, 80-51

Diear M=, Gillall

Sandwich [sles Communications, Inc. (S1C), through counsed, and purseant to Section
1.1204¢a}(10) of the Commission’s Rules, hereby submits this ex parte notice in this rule waiver
proceeding. On behalt of Sandwich Isles Communications, thank you and the staff of'the
Wireline Cormpetitian Bureau for laking the time to meet with Al Hee, President of 8IC, Janzen
Olds, General Counsel of §1C, and me on June 6. As you know, we have repeatedly been in
touch with the Bureau and Chairman Genachowski’s office since SIC first filed its Petition for
Waiver {Deeember 30, 2011) ta answer questions, pravide additioral documents, and detesmine
if you or your colleagues had any concerns releted to the Waiver, Indeed, Wednesduy's meetiog
was arrapged at our reguest, nof at the Bursew™s fugligation, o determine the status of $1C%s
Petition for Wakver and answer any remeining questions from the Bureaw, Consequently, we are

sply puzzled and disnppointed by the Burcry’s suppestion at that mesting, and i jis June 6
letter ta SIC, that SIC has “laiied to be fortheoming™ in its dealings with the Burcan.

At the June § meeting you informed us that the Bureau had planned on sending S1C
ndditional written inquiries and that you would not niake ny commitments abaut when a
decision would be reached on the Waiver, Lalcr thet aftevnoon the Bureau sent ms a copy of its
tetter with ten more areas of inguiry. This letter was apparently published by the FCC in
“redacred” form and made available Lo the press before T had any opportunity to see it. Priorto
reotipt of the Burean's June § lefter, no one at the Cormmission bad ever informed me that they



76

had any concerns about S1C°s degree uf covperation, As it has previowsly, $1C will promptly
and thoroughly respond to all of these new questions; however, the answers to many of the
questions nsked by the Bureau are alrsady well-known te the FUC, For instance, Paniofo
Cable’s ownershin structors was revivwed snd approvad by the FOC in 2009, SIC™s cable lease
payement abligations wers revicwed by your Burenn several years ago, and addressed at fength in
the Burgau's September 29, 2010 Deciasrory Ruling.

1i the Buream is unable to act on SIC's Waiver prior to the July 2 effective date of the
new rules, the record should clearly reflect that i will not be 3IC's fanlt, Here are the pertinent
facte: S1C°s Petition for Waiver was filed on Deeamber 30, 2011, The Bureau mads no attempt
ta meet with SIC or ask any questions about SIC"s Waiver until well pust expiration of the 45
day “shot clock” established in the Connect America Fund order. Cn March 13, 2012, we heard
from the Bucean for the first time when it sent SIC a letter with a list of questions. SIC
imumnediately began scoumulating data and documents in response to the Burean’s lelicr, at
considerable sxpenss nofwithstanding FOC testimony to Congresd to the comrary. SIC's counsel
sheg offersd o mect with the Burcau to diseuss the Bureau's questions 1o ensore that S1C7s
resporses woukd be thorough and responsive, Thot meeting was held an Apri 11; at hat
mecting the Burcaw's staff posed several more questions, On April 16 and April 17, SIC
responded in writing to all of those questlons; that filing contained over 200 pages of documents
and detailed written answers to each and every one of the Burcan’s questinng, In the weeks
following BTCs document submissions, §1C5 catnsel contacted the Bureayu and the Chairman’s
office on rumearous oocasions o determine if the FCC had any more questions concerning SIC's
Waiver. The anly response we received came fonthe Cheirman’s offlee, and that was to the
effect that the Boreau was reviewing al| of $IC*s information. At no tine did any member of the
Bures: inform SIC or SIC’s counsel that SIC had been uncopperative or “ings than
forthoomsing.”

The timing of the Bureay's Juoe § letier was particalarly troubilng given that the CE.O.
of BIC was scheduled to testify the next day pefore the Senate on the FCC's Universal Service
reform measures, It Is far fron clear why it would have taken the Boreau closs to two munths to
determine that SIC's previous submissions were in some way lacking. Meveriheless, S1C has
already begun to assemble all ol this additional information and will subimit it to the Bureau as
soon as possible prior to the July 2 effecrive date of the new mies.

Given that the Bureau has not previoushy handled any waivers afthis sorl, and that 81C s
the Gegt petitioner o have to deal with the FCO's new Universal Servies waiver procedures, it is
andersiandabils that the process might mot be as smooth or expeditions a3 averyons would prefer,

Sl T can discora oo reason af wii for the Burasu to acesse wmy ofent of having been anything
but epoperative and diligent in its efforts to achieve a resolution of #s Wakver that will be i the
best [nferests of rlephone costomers in the Hawatlan Home Lands. Golag forward, should the
Bursas have any gesslions o need additiona! nformation from S1C, you shou!d not hesitete w
contael me right away; the FCC’s rules and procedures do not requine that this waiver process be
swbjeel o infrequers public notices and formal inquiries. We spprasiate: your cooperation and
assistanc: and look forward to a favorabie resalution of this matter in the public interest.

Sincerely,

/af Fraderick M. Joyea

Fraderick M, Joyoe
oo Michael Steffen (Of%ke of the Chaliman)

The CHAIRMAN. Thank you.
Now, Ms. Bloomfield?

STATEMENT OF SHIRLEY BLOOMFIELD, CEO, NATIONAL
TELECOMMUNICATIONS COOEPRATIVE ASSOCIATION (NTCA)

Ms. BLOOMFIELD. Thank you very much, Chairman Akaka and
Committee members. It is a pleasure to be here today and to par-
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ticipate in this discussion that you are having regarding the
changes to the essential Universal Service and the related cost re-
covery mechanisms that are going to affect in the future the avail-
ability and the affordability of advanced communications services
on Tribal lands.

The focus of the hearing also on sustainability of the connections
is a really critical and so often overlooked component of what is
going on with the reform debate.

I am the CEO for the National Telecommunications Cooperative
Association. We have about 580 small rural telecommunication pro-
viders. We have NTCA members that are nine Tribally-owned enti-
ties and we also have at least 27 other companies that serve Tribal
lands. So we have the opportunity to see this from the very global
Federal perspective.

As you have already heard from my colleagues here at the table
today, these are businesses that hold a really deep commitment to
the consumers and the communities that they serve. They are the
creators of these rural jobs and certainly the fuel for their rural
economy.

But broadband-capable networks and the benefits that they bring
to the Tribal lands and beyond really just don’t materialize from
thin air. The sparse populations and the large distances in these
rural areas make these programs that we have heard about this
morning, like RUS, so essential to promoting broadband deploy-
ment. Such programs can only help promote the deployment of
rural networks, however, if those networks can actually be main-
tained and upgraded, and if the services offered over them can re-
main affordable for all consumers.

Unfortunately, the success story of sustainable rural network de-
velopment is at risk because of certain USF and inter-carrier com-
pensation reforms that you have been discussing today and addi-
tional reforms that are certainly under consideration right now by
the FCC. So while RUS and a number of these private lenders may
provide capital to actually build a rural network, the network is ac-
tually of little use if it can’t be upgraded over time or if the services
on that network are unaffordable for the consumers they serve.

USF provides essential cost recovery for ongoing operation and
maintenance of these rural networks, and USF makes sure that
the prices that consumers pay for these services in these rural and
Tribal areas are affordable. That really goes back to the reasonably
comparable rates that were mandated in the 1996 Communications
Act.

By law USF is required to be predictable and sufficient. These
principles encourage sustainability and are particularly important
to the lenders and to the carriers who are actually investing in
these networks, where the cost recovery path is frankly very long.
Without committed carriers of last resort, which these carriers are,
where they are committing to serve that last customer out there,
wherever they may be, without these folks there would be even
more unserved areas of rural America. So if we look at misplaced
USF or inter-carrier comp changes that may require these small
carriers to raise their prices substantially, cut back on their service
quality, cut back on jobs or abandon their most remote areas, in-
cluding Tribal lands altogether, that could be a real outcome.
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The FCC released their order on USF and inter-carrier com-
pensation in November. And I commend the FCC for the work that
they did in issuing an order after decades of debate on this. Some
of the changes may hopefully promote broadband in some of the
rural areas where it is currently unavailable today. Those are pri-
marily, as we have heard, areas where some of the larger carriers
had very little incentive or interest or motivation to invest when
compared to the larger markets that they are currently serving.

But even assuming the best of intentions, a number of answers
in the order absolute miss the mark for rural America. The focus
cannot simply be on making sure that the unserved become served.
That is very important. But that is only one piece of a much more
complex puzzle. The focus also has to be on making sure that those
who have service stay served.

Unfortunately, the FCC’s order didn’t create a Connect America
fund for small carriers devoted to serving these rural areas. In-
stead, the small carriers like NTCA members, the FCC maintained
a legacy USF funding mechanism and had additional USF and
inter-carrier compensation reductions. So while there have been
some transitions and adjustments made, some of these small car-
riers face severe reductions in their support in the very near term.
These carriers will not only stop investing or upgrading, but they
will be compelled to increase their consumer rates in absence of re-
lief. In the Tribal areas, which we have been discussing how impor-
tant broadband adoption is, you already have adoption rates that
are very low and unemployment that is very high. So it is hard to
see how this kind of action will actually promote real broadband
access or economic opportunity.

Perhaps the greatest concern is the regulatory uncertainty for
the entire industry. For example, the FCC has adopted a new cost
model that changes the rules of USF cost recovery mid-stream for
the investments made in the past and contains erroneous data and
is subject to unpredictable changes. So the carriers can’t determine
if a new network grid or an upgrade might actually trigger the cap,
even if they are not under the cap today.

It is all the more troubling that these inter-carrier comp rate re-
ductions now and in the future actually accrue to the benefit of the
larger carriers without any corresponding obligation for them to re-
invest those savings in rural broadband or past them along to the
consumers. It is hard to see how these changes, cuts and caps will
help chart a course for sustainable rural broadband.

However, there are several ways to actually break this logjam.
Rural and Tribal providers sincerely hope the FCC will respond to
the recent calls of more than 70 members of Congress, including
members of this Committee, to expressly decline to act on several
aspects of its further notice and allow the dust to settle on the
changes that have already been made in the order.

And moreover, since carriers cannot undo loan commitments or
tear out existing networks, the FCC should make it clear that
these changes will only apply prospectively. The FCC should take
steps to dispel the regulatory uncertainty created by unworkable
regression analysis cap model and small businesses operating in
these high cost, capital intensive businesses need more straight-
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forward rules of the road that will promote reasonable and respon-
sible broadband investment.

Finally, as it has done for consumers in other areas, the FCC
should adopt a Connect America fund that will provide additional
funding for sustainable broadband-capable deployment in areas
served by rural providers, including on Tribal lands.

With that, I would like to thank you very much and I would be
more than happy to answer any questions. Thank you, Mr. Chair-
man.

[The prepared statement of Ms. Bloomfield follows:]

PREPARED STATEMENT OF SHIRLEY BLOOMFIELD, CEO, NATIONAL
TELECOMMUNICATIONS COOEPRATIVE ASSOCIATION (NTCA)

Introduction

Chairman Akaka, Vice Chairman Barrasso, thank you for the opportunity to par-
ticipate in today’s discussion regarding how changes to essential universal service
and related cost recovery mechanisms will affect the availability and affordability
of advanced communications services on tribal lands. As I will outline, this hearing’s
focus on the sustainability of connections is a critical and often overlooked compo-
nent of the reform debate.

I am the Chief Executive Officer of the National Telecommunications Cooperative
Association (NTCA), which represents more than 580 small, rural community-based
telecommunications providers. These small businesses hold a deep commitment to
the consumers and communities they serve. They have been the very models of what
policymakers are in search of and what America is in such need of today—the cre-
ators of rural jobs, the fuel of the rural economy, and the conduit between citizens
and their government and the wider world.

NTCA members and their counterparts across the rural telecommunications in-
dustry serve approximately 5 percent of the nation’s population, but approximately
40 percent of the nation’s land mass. NTCA members include both tribally owned
telecommunication companies such as Gila River Telecommunications, Inc. owned
by the Gila River Indian Community in Chandler, Arizona, as well as companies
that are owned by non-natives but serve substantial portions of tribal lands such
as Golden West Telecommunications headquartered in Wall, South Dakota. NTCA
has at least 36 companies who serve Native Nations.

I. Broadband Investments and Operations are Essential to the Well-Being
of Rural and Tribal Communities, and They Contribute to Broader
Economic Activity as Well

The debate over the importance of rural broadband, and the essential role that
the federal Universal Service Fund (USF) and intercarrier compensation (ICC)
mechanisms play in making broadband-capable networks available, is not academic.
The American economy runs on broadband. As the Federal Communications Com-
mis,l{sjon (FCC) stated in its February 2011 USF/ICC reform Notice of Proposed Rule-
making:

Ubiquitous broadband infrastructure has become crucial to our nation’s eco-
nomic development and civic life. Businesses need broadband to start and grow;
adults need broadband to find jobs; children need broadband to learn.
Broadband enables people with disabilities to participate more fully in society
and provides opportunity to Americans of all income levels. Broadband also
helps lower the costs and improve the quality of health care. As important as
these benefits are in America’s cities—where more than two-thirds of residents
have come to rely on broadband—the distance-conquering benefits of broadband
can be even more important in America’s more remote small towns, rural and
insular areas, and Tribal lands. Furthermore, the benefits of broadband grow
when all areas of the country are connected. More users online means more in-
formation flowing, larger markets for goods and services, and more rapid inno-
vation. 1

1Connect America Fund, A National Broadband Plan for Our Future, Establishing Just and
Reasonable Rates for Local Exchange Carriers, High-Cost Universal Service Support, Developing
a Unified Intercarrier Compensation Regime, Federal-State Joint Board on Universal Service,
Lifeline and Link-Up: Notice of Proposed Rulemaking and Further Notice of Proposed Rule-

Continued
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The numbers demonstrate that broadband is being deployed to and used in rural
America. Fifty-one percent of small rural carrier customers purchased broadband
services as of 2010,2 and USDA’s National Agricultural Statistics Service’s August
2011 report on Farm Computer Usage and Ownership revealed that 62 percent of
U.S. farms now have Internet access. 3

At the same time, USDA’s Economic Research Service reports that over the course
of the past decade the rural population has grown at less than half the rate of the
metropolitan population. Both broadband deployment and adoption in rural America
must increase at a faster rate in order to reverse a trend of rural flight. As more
and more commerce, government services, and education move over broadband, the
availability of affordable and reasonably comparable broadband will be essential for
rural areas to attract and retain more Americans. This would seem particularly im-
portant with regard to tribal lands, where the access that broadband allows to eco-
nomic opportunities outside of tribal lands can be essential to promoting economic
development within tribal lands.

The economic benefits of broadband are unmistakable. Studies indicate that every
one percentage point increase in broadband penetration in a state increases overall
employment by 0.2 percent to 0.3 percent a year.4 Such a dynamic would be of great
promise in helping tribal areas where unemployment often far outpaces other loca-
tions. An Economic Policy Institute study found that unemployment on tribal lands
in the first half of 2010 was 15.2 percent but the unemployment rates vary depend-
ing on the region, finding Alaska Natives and Native Americans living in the North-
ern Plains had the lowest employment rates.® Yet the National Telecommunications
and Information Administration’s State of Broadband Report indicates that at least
1.1 million Native Americans living on tribal lands do not have access to the target
broadband speeds established by the FCC.

Broadband also provides wider benefits. In fact, not only does broadband hold the
promise of stimulating job creation and economic development on tribal lands and
in other rural areas, but it has a payback to the national economy as a whole.
Small, rural community-based telecommunications providers alone contributed $14.5
billion to the economies of the states in which they operated in 2009.6 The rural
telecommunications sector supported 70,700 jobs in 2009, both through its own em-
ployment and the employment that its purchases of goods and services generated.

Thus, rural broadband is a true “win-win” proposition, in that residents of tribal
and other rural areas obtain economic opportunities that would otherwise be inac-
cessible or difficult to reach, while those in urban areas realize the benefits of broad-
er markets, more business partners and the economic activity generated by rural
broadband deployment.

II. A Public-Private Partnership Is Essential to Promote and Sustain
Broadband in Hard-to-Serve Tribal Lands and Other Rural Areas

But these broadband-capable networks and the benefits they can bring to tribal
lands and beyond will not materialize from thin air. The sparse populations and
large distances in rural areas make rural development programs, such as those ad-
ministered by the Rural Utilities Service (RUS), essential to promote broadband de-
ployment.

The RUS telecommunication programs have been a great success story for dec-
ades, helping to provide voice and broadband service to millions of Americans where
it would not otherwise be available, including on tribal lands. Since the 1990s in
particular, these programs have looked to a data-driven future and helped to ad-
vance the deployment of state-of-the-art networks to rural Americans who otherwise
faced the significant likelihood of being left behind by providers unable or unwilling
to serve low population density markets. It is also worth noting that RUS tele-
communication loan program projects are paid back with interest—creating yet an-

making, WC Docket No. 10-90, GN Docket No. 09-51, WC Docket No. 07-135, WC Docket No.
05-337, CC Docket No. 01-92, CC Docket No. 9645, WC Docket No. 03-109, FCC 11-13, at
para. 3 (2011) (NPRM).

2NECA Trends 2010—A Report on Rural Telecom Technology, at 5 (available at hitps://
www.neca.org [ cms400min /[ NECA Templates/PublicInterior.aspx?id=100).

3(n.d.). Retrieved from website: http://usda0l.library.cornell.edu/usda/current/FarmComp /
FarmComp-08-12-2011 new format.pdf.

4(n.d.). Retrieved from website: http://www.brookings.edu//media/Files/rc/papers/2007/
06labor crandall/O6labor crandall.pdf.

5 Austin, Algernon. Different Race, Different Recession; American Indian Unemployment re-
trieved from website http:/ /www.epi.org/publication [ib289/.

6 Kuttner, H. Hudson Institute, (2011). The Economic Impact of Universal Telecommuni-
cations: The Greater Gains.
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other “win-win” situation for rural broadband consumers and for American tax-
payers.

Such programs can only help promote the deployment of rural networks, however,
if those networks can also be maintained and upgraded over time in response to
consumer demands and business needs, and only if the services offered over those
networks remain affordable even where the costs of operating are so high. This is
why it is so important to recognize the key complementary role that other programs,
such as the statutorily-mandated USF, play in allowing rural consumers to have ac-
cess to telecommunications services that are reasonably comparable in terms of
price and quality. In short, it takes a continuing public-private partnership—one
that recognizes the costs of both building and operating networks in high-cost
areas—to enable access to affordable, sustainable, high-quality access in tribal lands
and other economically hard-to-serve regions of rural America. Again, the title of
this hearing says it all. The goal must be not just to connect rural America, but
to make sure those essential connections are sustainable so that the communities
themselves are sustained and can prosper.

Unfortunately, the story of sustainable rural network development is at risk due
to certain USF and ICC reforms now being implemented and additional reforms now
being considered by the FCC. As I noted earlier, while RUS and other private sector
lenders may help provide the capital needed to build a rural network in economi-
cally challenging markets, that network is of little use if it cannot be upgraded over
time or if services on that network cost so much that no consumer can afford them.
USF addresses this distinct part of the rural problem. It provides essential cost re-
covery for the ongoing operation and maintenance of rural networks, and helps to
ensure that the prices consumers pay for services in rural areas are affordable—
that is, “reasonably comparable” to those in urban areas as required by law. Put
another way, USF helps make sure that consumers can both afford to “adopt” serv-
ice and make continuing use of advanced, evolving networks over time.

By law, USF is required to be predictable and sufficient. Changes to the USF and
ICC mechanisms must therefore be carefully calibrated. But if USF and ICC reve-
nues are reduced without careful consideration and in the absence of a longer-term
plan for sustaining rural broadband through other means, this will undermine the
work of RUS and put the affordability and availability of rural voice and broadband
services at great risk. Indeed, the Secretary of Agriculture met recently with the
FCC Chairman to discuss the consequences of USF and ICC reform on RUS bor-
rowers and rural communities. Among other things, a U.S. Department of Agri-
culture letter reporting on that meeting noted:

Changes to the federal USF and ICC can have a direct impact on the ability
of existing RUS borrowers to repay their outstanding loans and complete the
construction of wireline broadband systems . . . The Secretary noted that the
RUS makes loans to finance the construction and upgrade of high capacity
broadband networks whose terms can exceed 20 years. He noted these invest-
ments were made under then-current rules with the understanding that the
revenues would be necessary to recover costs and repay loans to lenders includ-
ing RUS. He noted that consumers and lenders need certainty and predict-
ability in their investment horizon. 7

Predictability is particularly important to lenders and to carriers investing in a
network where the cost recovery path is 20-plus years long. Rural telecom is not
a business where quick payback on investment can be expected. The addressable
markets are small, and in many cases, carriers are tasked with serving not only the
population centers (often only several hundred or a few thousand people) but also
the surrounding countryside. Without committed carriers-of-last-resort such as
Golden West or Gila River reaching out into the “country” outside the towns with
the help of this public-private partnership, we would have even more unserved con-
sumers in rural America and on tribal lands—and the challenge of achieving uni-
versal broadband would be greater than it already is. If this public-private partner-
ship is undermined by misplaced USF or ICC changes, then small rural telcos may
have no choice but to substantially increase rates, cut back on service quality, or
abandon the “countryside” and other outlying areas, including portions of tribal
lands, altogether. Instead, these carriers may retreat to serve only the “in-town”
areas where at least some business case might be made in the absence of predict-
able and sufficient USF and ICC cost recovery mechanisms.

7Ex Parte letter from RUS Administrator Jonathan Adelstein, filed June 1, 2012, to Marlene
H. Dortch, Secretary, FCC, WC Docket No. 10-90, et. Al., dated May 31, 2012.
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III. Course Corrections Are Needed to Sustain This Successful Public-
Private Partnership and Keep Tribal Lands and Other Areas Served

The FCC released its USF/ICC reform order on November 18, 2011, with the aim
of transitioning the program to explicitly support broadband service in rural Amer-
ica.® NTCA worked extensively with other industry and rural groups and organiza-
tions leading up to that order, attempting to make sure it struck a careful balance
that made progress toward a broadband future while preserving the essence of the
public-private partnership referenced earlier. Indeed, NTCA and dozens of other
stakeholders with interests in rural and tribal areas, including the National Tribal
Telecommunications Association (NTTA), filed a series of joint comments with the
FCC pointing out the flaws of a number in the agency’s earlier reform proposals and
providing detailed alternatives for its consideration.

The FCC’s November 2011 order took many steps to update the USF program for
a “broadband world,” and the FCC deserves to be commended for achieving the
issuance of an order after a decade of debate. Some of the changes may promote
broadband in rural areas where it is unavailable today—areas where larger carriers
had little incentive or interest to invest when compared to other, larger markets
they serve. Hopefully, consumers in those unserved areas will now start to realize
the benefits of broadband based upon these reforms.

But even assuming all of the best intentions, a number of the answers in that
order miss the mark for rural America. The focus cannot simply be on making sure
that the unserved become served. That is important, but it is only one piece of a
more complex puzzle. The focus also has to be making sure that those who obtain
service because of the successful public-private partnership that I described earlier
ultimately stay served. Here yet again, sustainability is the key consideration—and
that is in serious question at this point.

Unfortunately, the FCC’s November 2011 USF/ICC reform order did not create a
broadband oriented “Connect America Fund” for smaller carriers devoted to serving
rural areas. Instead, for smaller carriers like NTCA members, the FCC maintained
the legacy USF funding mechanisms, introduced a series of new reductions to those
USF mechanisms, and also mandated reductions to ICC rates.

While several of these reductions are subject to transitions and the FCC has al-
ready recognized the need for adjustments based upon input from NTCA and other
stakeholders, some small rural carriers still face the prospect of severe reductions
in support in the relatively near term. These carriers will not only stop investments
or upgrades they planned to make, but they will also be compelled to increase con-
sumer rates in the absence of relief. In tribal areas where broadband adoption is
low and unemployment is high, it is hard to see how this will promote rural
broadband access or economic opportunity.

Of perhaps greater concern, however, is that even carriers not as adversely af-
fected by the FCC’s changes face in the near term still face substantial uncertainty
and the potential for significant declines in coming years. For example, the FCC has
adopted a new statistical “regression analysis” cost model that changes the rules of
USF cost recovery “mid-stream” for investments made in the past. Changing the
rules in this manner has chilled lender and investor interest in rural telecom gen-
erally and made access to capital even more challenging for these small businesses.

Moreover, this new “regression analysis” cost model contains admittedly erro-
neous data and is subject to frequent and unpredictable changes that provide no
clear “rules of the road” by which a carrier can determine whether a new network
build or upgrade might trigger new USF caps and lose support. As the general man-
ager of Mescalero Apache Telecom, which serves over 700 miles of tribal land in
New Mexico, recently explained in a declaration supporting a FCC filing by NTCA
and its rural allies, his company has curtailed capital expenditures despite being
only slightly affected by the new model, precisely because no one can tell where the
model might strike next. Unfortunately, this is hardly an isolated case.

Finally, while the FCC provided a “transition” for regulatory-mandated reductions
in ICC rates, its replacement of those lost revenues is subject to an automatic wind-
down regardless of cost, and a further notice of rulemaking threatens additional ICC
rate reductions. It is all the more troubling that these ICC rate reductions accrue
to the benefit of larger carriers without any corresponding obligation for those car-
riers to reinvest such savings into rural broadband or even to pass them through
to consumers.

It is hard for smaller carriers to see how such aspects of reform help to chart a
course toward sustainable rural broadband. This is all contributing to a general
sense among NTCA members that further investment in rural broadband will be

8 See Final Order.



83

difficult to justify, at least until “the dust settles” on the FCC’s reforms. Rural and
tribal providers sincerely hope that the FCC will respond to the recent calls of well
over 70 members of Congress, including members of this committee, to expressly de-
cline to act on several aspects of its further notice and instead signal to service pro-
viders, lenders, investors and consumers that it will allow adequate time for adjust-
ment to the changes already made in its order.

Moreover, since carriers cannot “undo” loan commitments or “tear out” existing
networks, the FCC should make clear that any caps or other limitations on cost re-
covery already adopted in its order will be applied prospectively. The FCC should
also take steps to dispel the massive and paralyzing uncertainty created by its con-
fusing, error-ridden and otherwise unworkable “regression analysis” cap model,
adopting in its place more straightforward “rules of the road” that promote reason-
able and responsible broadband investment.

Finally, as it has done for consumers in other areas, the FCC should adopt a
broadband oriented Connect America Fund that will provide additional funding for
sustainable broadband-capable deployment in areas served by rural providers, in-
cluding tribal lands.

We continue to engage actively with the FCC in seeking a more proper balance
on all of these fronts, and the FCC has continued to discuss all of these matters
with us. But time is already short to remedy these concerns, with reductions begin-
ning to take effect in only a matter of weeks—and the chilling uncertainty that
hangs overhead is already stifling investments in rural broadband. It is critical that
these issues be resolved soon for the benefit of those living on tribal lands and other
rural consumers.

IV. Rural Providers Face Additional Challenges in Delivering Service to
Tribal Areas

NTCA members include 9 tribal entities and 27 other companies that serve tribal
lands. These companies face similar regulatory pressures to other small rural pro-
viders in NTCA’s membership. Tribal telcos are not exempt from major data issues
in the model, for example, and they face many of the same support reductions as
non-tribal telcos. But there are also unique challenges to deploying networks and
delivering high-quality services on tribal lands.

Indeed, tribal lands are among the least connected areas of the country, and mul-
tiple barriers hinder the ubiquitous deployment of broadband-capable networks in
such areas. First, tribal lands are typically located in the most remote areas of the
country and usually have large land mass with low population density. These fac-
tors can impede development because of the expense of laying fiber to reach cus-
tomers or enable wireless coverage in these areas.

Second, while network construction is never an easy task, carriers can face signifi-
cant burdens when they attempt to deploy networks on tribal lands due to the maze
of permits generally required. Companies not only have to seek permits from the
tribal government, but they must obtain permits from the Bureau of Indian Affairs
(BIA). For example, John Badal, the chief executive officer of Sacred Wind Commu-
nications—a company devoted to serving portions of the Navajo Reservation in New
Mexico—testified before the Senate Commerce, Science and Transportation Com-
mittee in April 2011 that the process to receive the right of way permits from BIA
and other agencies added two years to the time it took to complete a recent project
on federally managed lands. ©

Unfortunately, in addition to being time-consuming, these approval processes do
not always take a straight line to the desired destination. There are areas where
companies will have to work with a variety of governments, sometimes facing the
uncertain question of which governmental entity even has jurisdiction over the land
at issue. This confusion can cause delay or permanent halting of a project when per-
mits cannot be issued in a reasonable amount of time.

Even with these delays and difficulties in serving remote areas and tribal lands,
NTCA members observe a duty to serve under their “carrier of last resort” obliga-
tions and pursuant to their commitment to the communities in which they live and
operate. Small, rural carriers take this responsibility seriously and do what they can
to try to overcome the hurdles to deploy broadband in such areas. This includes not
only the network deployment challenges already mentioned, but also working to en-
sure that the price for consumers to procure broadband is not out of reach for areas
where the unemployment rate can reach 80 percent and 90 percent. The broader

9Badal, John Testimony before the Senate Committee on Commerce, Science, and Transpor-
tation, Delivered April 2011 http:/ | commerce.senate.gov | public/
2a=Files.Serve&File 1d=24bf8511-d9d6-4901-aae4-c914ac90aecl
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economic conditions on tribal lands are one of the biggest hurdles facing broadband
providers and those making network investment decisions.

Of course, the costs of serving rural and remote areas, and particularly tribal
lands, are often quite high, and this is once again where the USF and ICC cost re-
covery mechanisms both play such an important role. USF and ICC enable both net-
work operations and consumer adoption in high-cost rural areas, including tribal
lands. Without these mechanisms, small rural carriers—which have few, if any,
“profitable” large markets to help support operations—would be unable to recover
their costs over the useable life of the networks they build. Furthermore, without
USF and ICC, the prices for services would be astronomical. USF and ICC thus pro-
mote both the availability and affordability of services on tribal lands and in other
rural areas.

To date, small rural companies, such as NTCA members and their counterparts,
have done a commendable job investing in broadband-capable networks in recent
years. The NTTA has previously cited in particular the efficient work of small rate-
of-return carriers in providing high-speed broadband to their areas.10 Despite
claims from some uninformed corners of inefficiency or rampant growth in the USF,
small rural companies have deployed at least basic levels of broadband to over 92
percent of their consumers with a miniscule 3 percent per year growth in their USF
receipts—and even as their ICC revenues have been declining.

So small rural companies truly have done more with less. They have put valuable
USF resources to work, and the communities in which they live and work are the
beneficiaries. But the job of these small companies is also not done—while they may
have over 92 percent broadband penetration, as of 2010, 72 percent of those rural
and tribal customers can only receive broadband below the FCC’s targeted 4 Mbps
(down)/1 Mbps (up) broadband speed.!! Moreover, our members indicate that
broadband adoption on tribal lands is particularly low—and reductions in USF and
ICC revenues will only compel small carriers to pass through price increases to con-
sumers that are likely to deter rather than promote adoption.

Although the USF and ICC mechanisms needed updating, they were clearly ena-
bling progress in the delivery of broadband in tribal lands and other rural areas by
small, rate-of-return-regulated carriers. But rather than build upon and sustain that
progress through carefully calibrated and well-targeted reforms, and rather than
striking a balance between the need to reach unserved areas and also ensure that
services in all rural areas are sustainable once deployed, certain of the FCC’s re-
forms run the risk of undermining the progress already made and appear to be
bringing broadband deployment to a standstill in wide swaths of rural America.

This is why it is so important that hearings like this examine what can be done
to ensure that residents of tribal lands and rural areas across the country can real-
ize and participate in the broadband world. The focus of this hearing on sustain-
ability is essential—we must not have the debate limited to what it takes to get
broadband to rural America. Instead, we have to focus on what it takes to keep
broadband in rural America, and what it takes to make sure that broadband for
tribal residents and other consumers is reasonably comparable in price and quality
to what is available elsewhere in America.

V. Conclusion

NTCA members have worked hard to provide 21st century infrastructure in high
cost areas of the country. But the work is far from over, and it will only become
more difficult to achieve if the predictability and sufficiency of USF and ICC support
are in question. It is essential to restore regulatory certainty to encourage invest-
ment in these hard-to-serve rural markets, and it is important to define what the
sustainable broadband future will be for these small carriers and the millions of
rural and tribal consumers they serve. It is critical to make sure that we strike a
better balance between getting broadband to rural America and sustaining
broadband in rural America.

The CHAIRMAN. Thank you very much, Ms. Bloomfield, for your

testimony.
Mr. LAPAZ.or Mr. Enjady, how have the new FCC reforms affected future plans
for broadband deployment in your community, especially larger capital investments?

10 Comments filed by Eric Jensen, National Tribal Telecommunications Association, April 18,
2011, WC Docket No. 10-90, et. Al, accessed here htip://apps.fec.gov/ecfs/document/
view?id=7021239931

11NECA Trends 2010—A Report on Rural Telecom Technology, at 5 (available at https://
www.neca.org [cms400min /| NECA Templates/PublicInterior.aspx?id=100).
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Mr. ENJADY. Mr. Chairman, Senator Udall, thank you for gra-
ciously letting me come today before you and speak. MAGI is a
company that we started back in 2001, that was the first day we
opened our doors. The Tribe was very excited, in fact, I was there,
built every bit of nuts and bolts of the company, from the ground
up. As a Tribal member of the Mescalero Apache Tribe, I am very
proud that we have this ability to do this.

Everything that the FCC has put before us today has been very
cumbersome, very difficult. It is a tough thing to try to go through
all these different rules and waivers that we have talked about.
And earlier we had a meeting today to that effect, that provided
some insight of what we have to do to jump over the hoops like Mr.
Hee was talking about earlier. This is a very cumbersome and very
difficult process to go through, for Tribes like ourselves. We are
very poor. We have 5,000 members in the whole world, of Mesca-
lero Apache members. That is all that is left, that is who we are.

But we built our own phone company. And with this, we wanted
to provide the best services to our members in Mescalero. And with
the new order that is in place right now, it prevents us from pro-
viding new buildouts in areas. We are very dependent upon the
government in providing homes for our children, for my aunts, my
uncles, these are my own relatives that we are providing services
to. If I have to build out to them with the new caps in place, that
are going to be coming in July 1st, it prevents me from actually
building out fiber optic services to those areas.

When they are your own family, you want to provide the best
services that you can. When they are your kids, you want to pro-
vide the best services you can. You have never denied anything for
your own kids, so do we as a Tribe. So we want to build the best
type of system for them so they can learn, we are giving them the
tools to be able to provide education.

These are some of the things that are preventing us, the FCC’s
order that is very harmful to us. We are probably one of the only
Tribes that is really being affected by it.

The CHAIRMAN. Thank you.

Mr. Merriam, can you explain more about how the new reforms
may threaten public safety in rural Alaska?

Mr. MERRIAM. Thank you, Mr. Chairman.

The extent of the reductions in support will have an effect on the
network over time. And everything runs on the network, public
safety, broadband, data traffic, economic development. Everything
is impacted when that infrastructure is impacted.

We are one of the two companies in Alaska that were outliers
and were affected by the regression analysis. We found where we
could observe the inputs and understand them that there were
some significant errors. We are putting together our final analysis
and are going to meet with the FCC before the end of the month
to try to get those corrected.

That will help us for the time being. But the unknown is in late
2013 they are going to run another regression and there is no pre-
dictability of how that, because we don’t understand the model,
how that might affect us in the future. It makes the five-year
buildout plan that we are being required to provide very difficult
to predict, when you don’t know what your revenue looks like.
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The CHAIRMAN. Thank you.

Mr. Hee, what are some of the most unique and expensive chal-
lenges about providing service to our Native Homelands in Hawaii?

Mr. HEE. Mr. Chairman, as you are well aware, providing utility
services to any part of Hawaii is very challenging, not only because
of the transportation costs, but because of the other utility costs.
Our electricity is three times the national average.

But it is especially challenging on Native Hawaiian Home Lands,
because the Hawaiian Home Lands, currently made up of approxi-
mately 80 non-contiguous parcels spread out over all of the islands,
all of which need network because they have not, the incumbent
has not built out sufficient network into these rural areas.

I think the most telling fact is that of the four wire line carriers
that have tried to do business in Hawaii, including the incumbent,
two have gone bankrupt, one has left the State because they
couldn’t do business and we are the remaining one headed for
bankruptcy because of the changes in the Universal Service Fund.

That statistic alone should be very telling as to how difficult it
is for not only a Native company but for any company to build out
communications infrastructure in Hawaii.

The CHAIRMAN. Thank you.

Ms. Bloomfield, apart from predictability, do you have any con-
cerns about where the companies will be able to keep up with infla-
tion and other future expense increases related to long-term
broadband infrastructure investment?

Ms. BLOOMFIELD. Mr. Chairman, we are very concerned about
that. When you look at the high cost portion of Universal Service
Fund, it has only grown at about 2 or 3 percent a year, which is
a very small increase. So these caps are going to have a really
chilling effect on these companies in terms of making decisions. Not
only are you talking about inflation, but you are talking about a
really capital-intensive business here.

As you are talking about moving to a broadband world, particu-
larly when you have these remote areas, and you are not sure in
terms of your adoption rates, it is not like you can put the plan out
there and know that you are going to get 90 percent of your cus-
tomers taking that service. These companies are making their own
gambles.

So that is going to be very, very difficult moving forward. That
is why I think that lack of predictability is really going to slow
down and absolutely chill investment.

In addition to that, you have that unpredictability. These carriers
won’t know, the best analogy I have heard is that it is like every-
body in this hearing room today puts their salary into a hat and
then we all go off and we buy a house and we have a mortgage and
we take out loans and do whatever we do. And at the end of the
year, we all pull out a new number. So these companies are essen-
tially operating without knowing when they are going to trigger
these caps and what is going to happen.

What I am seeing most clearly is, we work a great deal with out-
side lenders. They are simply not lending to this sector of the in-
dustry right now. They don’t know if those loans can be repaid.
And even RUS and USDA, with a $5 billion loan portfolio, is, as
Jonathan Adelstein referenced earlier in his testimony, is really
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taking a look and having carriers come back and give a lot more
data before they are putting any money out the door.

Without that capital investment, none of these companies are
going to be able to make the upgrades that we know that you want
consumers to have.

The CHAIRMAN. Thank you.

Senator Udall, anything further?

Senator UDALL. Thank you very much, Chairman Akaka.

Secretary LaPaz, or Mr. Enjady, could you describe for the Com-
mittee the service territory that Mescalero Apache Telecom covers
and why it costs more to bring broadband to your communities

than less rural areas?

Mr. LAPAZ. Our reservation is 460,000 acres. And a lot of mountainous terrain
and a lot of the systems we have dead areas. Our people, many years ago, were
brought together, moved back into one community due to hardship and other prob-
lems. They have been that way in this community for many years. Our Tribe has
grown and we have a housing issue that we are currently working on.

A lot of our young people are moving back into these rural areas.
And they don’t have availability in telecommunications. Mr. Enjady
and his group are working very hard to make this possible to
where we are able to get back into some of these places.

We have DRMP, Department of Resource Management and Pro-
tection, and the Forest Service. They work in these areas where
they have no contact, and many occasions they have had some
problems, even injuries where they have no contact with their main
offices. These are some of the things that we are faced with and
it is a big area, like I said, mountainous areas. So it is really hard
on us. It is a safety hazard, and healthwise, we have a lot of elder-
ly that live in these rural areas. So with the work of Mr. Enjady
and his crew, we hate to see this type of thing going on. We want
him to continue in the work that they have done for many years
for our people. That is why I am here in support of what they are
doing.

Senator UDALL. Mr. Enjady, if you would like to expand on that,
that would be fine.

Mr. ENJADY. Mr. Chairman, Senator Udall, yes, I do. I do want
to expand on the point of our area. If you can look at the collage
of photos that we have here, our area is not very flat. It is not like
around here, you dig a couple feet down and you hit water. We are
very dry. But we also have a lot of granite rock underneath and
our bedrock is very tough.

So when I am digging in a mile of fiber optic cable, I try to put
it in some inter-duct. That is costing me anywhere from $60,000 to
$80,000 a mile. And that is probably three, four years ago. I don’t
know what the cost is today because I haven’t been able to borrow
any money. My forward-looking ability to predict the future cost-
wise is uncertain now because of the changes that are happening.

Those are some of the things that we are looking at, to ensure
a stay at least for the Tribal folks. Let’s take a look at this again
to be sure that we can sustain this, services that we have provided
for our reservation. We are trying to do the best we can. Like I
said, we have put every bit of our dollars into our network. If you
look at the pictures, it is very remote, there are houses, we
Apaches don’t like to live very close together. We like to live far
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apart. We don’t like to bother anybody, we just like our sense of
being alone.

And that is very true, in fact, Secretary LaPaz here lives at the
very end of one of our lines. He lives all the way at the end, I
mean, close to the bottom of the reservation. That is how far he
wants to get away from everybody.

[Laughter.]

Mr. ENJADY. But it was not difficult to provide him the services,
because we had enough capacity and fiber optic cable going all
around the reservation. Now, we have not gold-plated our system.
We have fiber to the curb and from there, from those boxes, it is
copper. This is a 1999-2001 network that we built. Since then, I
have not been able to get fiber optic all the way to the home. That
is something that we are sitting on, we are depreciating that part
of our plant slowly.

But like I said, going forward, I am not sure we are going to be
able to provide that. Hopefully with the Senator’s and the Chair-
man’s help, we can turn this tide around, especially for Mr. Hee.

Senator UDALL. Thank you. And you emphasized, we all love our
wide open spaces in the west. Thank you, and thank you, Mr.
Chairman.

The CHAIRMAN. Thank you very much, Senator Udall, for your
questions. Do you have any further questions?

Senator UDALL. Yes, I do.

The CHAIRMAN. Please proceed.

Senator UDALL. To Secretary LaPaz and also Mr. Enjady again,
USF support is meant to go precisely to the types of high cost areas
Mescalero Apache serves. You discussed the severe impact on Mes-
calero Apache Telecom if the USF reform order moves forward
without changes.

Yet my understanding is that there is a waiver process, and you
all were here and heard them talk about it, to ensure that compa-
nies like Mescalero Apache’s Telecom situation are fully addressed.
If necessary, will you seek a waiver from what you have heard and
will you be able to continue to serve customer and bring service to
those who do not have broadband? Are there specific concerns
raised with applying for a waiver as you understand the waiver
process so far?

Mr. ENJADY. Mr. Chairman, Senator Udall, yes, I think we are
going to have to be forced to. Like Mr. Hee there, he has gone
through that process and I don’t want to go through the process
that he has gone through, especially getting portions of answers
back, even especially through the news.

But the biggest part of that waiver process that Mescalero
Apache Tribe is worried about is the process that they might ask
sensitive financial information of the Tribe. They say they are not
going to, but it is still not written down anywhere in the reform
order that they are not going to ask this type of question. That
coutl‘fgl be any of our hospitality, our casino proceeds, any of this
stuff.

If you look at the FCC order itself, it does talk about it, it cau-
tions petitioners that, we intend to subject such requests to a rig-
orous, thorough, and searching review comparable to a total com-
pany earnings review and its subsidiaries. And that subsidiaries
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portion is the portion that we are not too sure about and we would
like to get some clarification from the FCC. We have posed this
question to them, too. So we are still waiting for an answer on that,
as you saw today when Commissioner Clyburn was answering
questions. They are still having to figure this whole thing out.

So it is a process that is not, the whole framework of it has not
been laid out in a map. This is a process that seems very, if we
ran our government in Mescalero that way, I don’t think there
would be a lot of people who would be very happy with us. So we
are looking for some clarification.

Senator UDALL. Thank you, and I have one more question. Then
I will wrap up here.

Ms. Bloomfield, I really appreciate your testimony today and for
the work your member companies do on Tribal lands and through-
out New Mexico. I know that rural telephone cooperatives in my
State are doing a good job of bringing service to their communities.
In fact, the areas that seem to be the least served are often where
there is no rural telecommunications provider. So I want to ensure
continued good service in rural areas that have broadband. But I
want to see unserved areas finally linked up to the internet. And
I have a couple of questions here.

How can we target USF support to unserved Tribal areas while
not endangering service to those rural communities that are al-
ready served well by their local telephone cooperative? Is the solu-
tion for each unserved Tribal area to form its own telephone coop-
erative? Is that a feasible approach given the challenge of setting
up cooperatives in the overall fiscal constraints of USF support?

Ms. BLOOMFIELD. Let me take that piece by piece, senator. In
terms of when you talk about the unserved, and that is a really im-
portant part of the population base, and as I have mentioned, the
large companies primarily serve a lot of that land mass as well and
have not invested.

One of the things that I think would have been really intriguing
for the FCC to have taken a look at, and obviously it i1s never too
late, is over the course of, this is both USF and inter-carrier com-
pensation reform, on the inter-carrier compensation reform, that is
the access that the carriers pay back and forth and that is going,
those payments the large carriers pay to the smaller carriers is
going to decrease significantly over time.

If this effort was really a broadband deployment effort as well,
there will be about a $9 billion savings to the larger carriers from
that. What a great way to actually create some policy around tak-
ing some of those savings and ensuring that those go back into
building broadband facilities or potentially rate reductions to those
areas to provide some of that motivation to build in the areas
where, I understand, it is hard to build a business model. You have
three or four customers per mile, you don’t recover a lot of the cost.
I think that is something that would have been well worth folks
looking at.

The other thing is the way USF is structured, there is a USF
high cost portion for the smaller carriers. What the FCC has also
done is created one for the price capped carriers, which are the
mid-size and larger carriers. So there are different pockets of
money. I know they are all kind of struggling with how they are
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going to actually use some of those resources to build out whether
they will have the resources.

So I think that is a question that some of the larger companies
will be able to better answer.

In terms of your question about setting up a cooperative, one of
the things that I think folks find is that it is a really intriguing
prospect until you get into it, and realize it is really complicated,
it is really capital-intensive. And I think the key is really that dia-
logue and that partnership with the carriers out there. I think our
members have had a great relationship, those that are not the
Tribal entities themselves but those who serve Tribal lands, really
working hard with the Tribal areas to kind of work through what
the needs are, where the builds need to be. There is a lot of dif-
ferent regulatory proceedings that have to go back and forth, State
proceedings, Bureau of Indian Affairs proceedings, rights of way.

It is one of those things that, I think if somebody were to look
at the landscape for telecommunications today and say, it would be
a great idea to start up a new company, I am not sure this would
be, given all the USF and inter-carrier comp reforms, the first
thing somebody would want to jump into. But I do think there is
a way for companies to work together and to better make sure that
they are kind of dialoguing with each other about what the needs
are.

Senator UDALL. Thank you very much for that answer. I thank
the entire panel today and I want to tell the Chairman I very much
appreciate his persistence and hard work on these kinds of issues,
as our Chairman. Thank you, and I have concluded.

The CHAIRMAN. Thank you very much, Senator Udall, for your
deep interest in all of this. I do have further questions that I will
submit to the record to you.

But I want to say mahalo, thank you so much to all the wit-
nesses as well. This, for me, and for the Committee, this has been
an informative discussion. And I look forward to working on these
concerns.

I can’t stress enough how important this issue is to our Native
communities across the Country. In this new era, access to internet
service is now a basic need. The funds provided through Universal
Service make a difference in how our elders receive critical health
care services. They pave the way for successful and affordable edu-
cation opportunities for our young people at home and in the com-
munities, and to give our business owners, large and small, real
economic opportunities to participate in the global economy.

I hope that the Federal agencies here today will take this to
heart as they proceed with reforms to the Universal Service Fund.
Not only are Native communities severely underserved, they are
owed, owed a special duty as part of the Federal Government’s
trust relationship, which must be honored and respected. We must
work together to ensure that the proposed USF reforms address
the special needs of the Native communities.

Federal agencies must also work to ensure equal access to high
quality, high speed and reliable broadband services and not a sec-
ond class system. More importantly, Congress needs assurance that
Native communities won’t be left with companies shutting their
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doors due to these reforms, leaving them with no service at all. We
can’t afford that.

And again, thank you all, to our witnesses today. I would like to
remind everyone that the hearing record will be open for two weeks
after today. So please, if you need to, please use that time to let
us know what you think.

But again I say, this has been informative, I think we have
learned a little bit more about our concerns. And I am glad and
commend the two departments for working together. We need to
continue to do that to resolve these problems and to try to avoid
the calamity that is really possible here.

So with that, again, mahalo nui loa, all of you, thank you very
much. And to many of you who are traveling, a safe trip home.

This hearing is adjourned.

[Whereupon, at 4:34 p.m., the Committee was adjourned.]






APPENDIX

PREPARED STATEMENT OF NELSON N. ANGAPAK, SR., SENIOR VICE PRESIDENT,
ALASKA FEDERATION OF NATIVES (AFN)

Introduction

Mr. Nelson N. Angapak, Sr., Senior Vice President, Alaska Federation of Natives
(AFN), hereby submits the following comments to the U.S. Senate Committee over-
sight hearing on” Universal Service Fund Reform: Ensuring a Sustainable and Con-
nected Future for Native Communities” on behalf of AFN.

AFN was formed in 1966 to address Alaska Native aboriginal land claims. From
1966 to 1971, AFN devoted most of its efforts to passage of a just land settlement
in the U.S. Congress. On December 17, 1971, Congress recognized those efforts with
the passage of the Alaska Native Claims Settlement Act (ANCSA). Today, AFN is
the largest Native organization in Alaska. Its membership includes 178 villages
(both federally recognized tribes and village corporations), 13 regional for-profit cor-
porations (established pursuant to ANCSA), and 11 of the 12 regional Native non-
profit tribal consortia that contract for and run a broad range of state and federal
programs for their member villages. The overall mission of AFN is to enhance and
promote the cultural, economic, and political voice of the Alaska Native community.

There are at least three stakeholders impacted by the Universal Service Fund Re-
form the Federal Communications Commission, the service providers, and the cus-
tomers of those service providers. This written statement reflects some of the con-
cerns of customers impacted by FCC’s decision regarding the deployment of
broadband in rural and remote villages in Alaska.

Rural villages in Alaska are geographically remote from urban areas and are
“rural” in every respect, as there are no interconnecting roads or genuine broadband
connectivity on which to base employment, improved health care, and expanded edu-
cational opportunities. Internet and other telecommunications in rural Alaska are
provided through satellite links. Satellite service has a small throughput, and can
barely handle audio streaming, much less video streaming, which is essential for ro-
bust and effective telemedicine, distance learning, and economic development. This
is in sharp contrast to urban America, where reliable, state-of-the-art fiber allows
for these applications directly—or from hubs. Not only is current satellite-based
Internet service inadequate to handle broadband applications of today and tomor-
row, but it is subject to weather fluctuations, sun spots and other frailties, and can
be afforded by only a few.

Rural Alaska contains the most remote and isolated communities in the United
States. Many villages and communities are, in some respects, still emerging from
third World conditions. Teenage male suicide rates are alarmingly high, caused in
great part by lack of job opportunities and the self-esteem that comes from hard
work. In villages of 100 to 800 people, there are usually only a handful of paying
jobs, resulting in unemployment rates in such areas ranging from 20 percent to 90
percent. Rural Alaska has some of the highest poverty rates of any place in the na-
tion. There is nowhere else in America that faces the combination of such high un-
employment, poverty, near absence of paying jobs, and geographic and telecommuni-
cations remoteness as rural Alaska . . . NOWHERE!

To gain proper perspective of the immensity of the task that Federal Communica-
tions Commission (FCC) is charged with as it develops the broadband needs of the
nation, and in particular, the broadband needs of the Alaska Native villages, it is
helpful put into perspective the size of Alaska relative to size of the United States.
Our nation is about half the size of Russia, roughly 3/10th the size of Africa, about
V% the size of South America, just slightly larger than Brazil and China, and about
2V% times the size of Western Europe. Within the United States, Alaska is the larg-
est state, about 2.3 times the size of Texas and about 115th the size of the lower
48 states.

(93)
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On this map, the tip of the Aleutian Chain is located in the State of California;
and the tip of the panhandle of Southeast Alaska reaches all the way to Northwest
part of Florida.

The Northern most part of the State of Alaska reaches the USA and Canadian
border and the most Southern part of the mainland Alaska reaches all the way to
the State of Texas.

Alaska has one of the largest Native populations in the United States. Alaska Na-
tives make up about 22 percent of the total population in Alaska and our people
are scattered across the entire breadth of the state. Our Native cultures are land-
based, and our occupation and use of our land predates Plymouth Rock and the pyr-
amids. !

Two hundred thirty-one of the 565 federally recognized tribes are located within
the boundaries of the State of Alaska.?2

It is important for the committee to review the comments of AFN as the com-
mittee considers addressing the issue of “Universal Service Fund Reform: Ensuring
a Sustainable and Connected Future for Native Communities.” For the record, AFN
recommends that the committee keep the customers located in rural America—par-
ticularly those in rural Alaska and the Native Hawaiian Homelands—in mind when
it takes corrective action, if any, on this matter in the future.

The customers in rural Alaska and Native Hawaiian Homelands have some simi-
larities; including but not limited to the fact that there are no interconnecting roads
or genuine broadband connectivity on which to base employment, improved health
care, and expanded educational opportunities. The Native Hawaiian Homelands
have no interconnecting roads between themselves as they are separated by the Pa-
cific Ocean; the Alaska Native communities located in remote and rural parts of the
State of Alaska have no interconnecting roads as the huge land mass and the moun-
tain ranges separate them. They both are also customers of the service providers
in their respective regions.

1Testimony of Julie Kitka, President, Alaska Federation of Natives, June 21, 2006, Joint
Hearing on Government Reform and Committee on Small Business on Northern Lights and Pro-
curement: The Effect of the ANC Program on Federal Procurement and the Alaska Native Cor-
porations. pp 4 and 6.

2 http:/ en.wikipedia.org /wiki/Federally recognized tribes.
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Broadband Communications Needs in Native Communities

The American Recovery and Reinvestment Act of 2009 (ARRA) provided two
major categories of funding for broadband infrastructure, $2.5 billion to the US De-
partment of Agriculture Rural Utilities Service (RUS), and $4.7 billion to the Na-
tional Technology and Information Administration (NTIA) within the Department of
Commerce, of which $3.8 billion is directly available for broadband infrastructure
development. ARRA mandated the Federal Communications Commission (FCC) pre-
pare a broadband plan for the United States of America by February 17, 2010.3

Advances in technology have already significantly affected rural Alaska and prom-
ise to do even more in the near future. Communicating with friends and family is
easier and less expensive. News, information, and entertainment are widely acces-
sible through the Internet from every comer of the state. Distance education has
grown more sophisticated and interactive. Yet, large areas of Alaska lack broadband
access and risk lagging further behind economically and in other ways without such
access.

The Knight Commission on the Information Needs of Communities in a Democ-
racy detailed just a few of the things that increased higher-speed or “broadband”
Internet access means: 4

e People can apply online for jobs, college admissions, and loans.

e They can keep track of their children’s homework assignments and school lunch
options.

e They can research health websites before they go to the doctor and be prepared
to discuss ideas and information.

e They can manage their bank accounts and pay bills quickly and efficiently.

Expanding higher speed broadband service to rural Alaska (and other rural parts
of the country) is an important step towards ensuring that technology continues to
benefit all of the state’s population and not just the urban areas.

e A 2007 report from the Brookings Institution found that each one-percentage
point increase in broadband penetration can yield a 0.2 to 0.3 percent increase
in employment. 5

e A study by the New Millennium Research Council determined that a nationwide
broadband network would create 1.2 million new, permanent jobs in the United
States. 6

o As 0f2007, 73 percent of urban/suburban households had broadband services
compared to 55 percent of rural households. 7

e A recent California study found that 83 percent of parents of children with spe-
cial health care needs drive more than one hour to visit a specialist. 8

e Broadband can eliminate geographic barriers and increase access to health care
for patients living in remote and rural areas.

e In education, broadband also offers great promise for rural Alaska where the
small number of students often makes it impractical to have teachers with spe-
cific expertise in the wide range of subjects taught in the upper grades. Teach-
ers can use video conferencing, interactive online lessons, music, and edu-
cational gaming programs to expand what they can offer their students. ®

Although enhanced broadband access cannot solve all of the challenges of living
in rural Alaska and making villages sustainable economically—as the basic issues
of expensive transportation costs, both for people and for goods and services, and
high energy costs remain—it can play an important part in making it possible for
people to live in isolated, remote areas without giving up their ability to commu-
nicate, work, and interact with the rest of the world.

32009 Federal Priorities Alaska Federation of Natives, p 3.

4The federal Communications Commission (FCC) defines broadband as “advanced communica-
tions systems capable of providing high-speed transmission of services such as data, voice, and
video over the Internet and other networks.”

5The Effects of Broadband Deployment on Output and Employment: A Cross-sectional Analysis
of U.S. Data, The Brookings Institution.

6 Building a Nationwide Broadband Network: Speeding Job Growth, New Millennium Re-
search Council.

7Home Broadband Adoption 2007, Pew Internet & American Life Project, June 2007.

8 California Broadband Initiative, The State of Connectivity: Building Innovation Through
Broadband, Final Report of the California Broadband Task Force, January 2008.

9 National Governors’ Association Center for Best Practices Issue Brief: State Efforts to Ex-
pand Broadband Access, May 2008.
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We applaud the February 22, 2012 letter that Alaska’s Congressional Delegation
wrote to the Honorable Julius Genachowski, Chairman, Federal Communications
Commission in which it jointly informed the FCC Chairman of the challenges FCC
must consider as it moves forward in creation of in its implementation of Connect
America. A copy of this letter is attached to my statement for the benefit of the
members ofU. S. House Subcommittee on Indian and Alaska Native Affairs.

For the record, Mr. Chairman, AFN recommends the following:

FCC’s first priority should be proposals that serve unserved areas. “Unserved”
should be defined as an area without any broadband service, or having access only
to dial-up service or service that is dependent on a satellite connection. “Under-
served” should mean an area with broadband that is not comparable to what is
available in urban areas. This includes almost, if not all of rural and remote parts
of this nation, and particularly rural Alaska.

FCC should establish a comprehensive nationwide inventory map of existing
broadband service capability and availability in the United States that depicts the
geographic extent to which broadband service capability is deployed and available
from a commercial provider or public provider throughout each State.

FCC program should recognize that, although a plan to deploy broadband to rural
Alaska should be realistically designed to meet the statutory requirements, Alaska’s
unique geography, climate, and lack of infrastructure could present unforeseen chal-
lenges. For instance, because there are no inter-connecting roads between the met-
ropolitan and rural Alaska, the most cost-effective means of delivering material and
goods needed for broadband deployment is by ship and barge during the months of
June, July, August, and September in Western Alaska.

Broadband capability will not, by itself, resolve overnight the many health, social,
and economic challenges that people face in the most rural and remote regions of
our nation. However, reliable, robust, easily accessible broadband alone holds the
most promise for making a real impact in terms of the opportunities that are so
acutely needed.

Rural Alaska is Remote and Unique, and Broadband is Essential to
Educational, Health Care, and Job Opportunities

Life in rural Alaska is unlike that of any other region in the United States of
America’s mainland. In rural Alaska, subsistence hunting, fishing and gathering is
still a predominant way of life and provides a crucial means by which rural Alas-
kans put food on the table. As previously mentioned, communities there have the
highest rates of poverty and unemployment of any group of people in America large-
ly because Native villages and communities are not connected, unlike the rest of the
country, by major state highways or the interstate highway system.

In addition, unlike many communities in the lower-48, the Alaska Native villages
are not served by power grid systems for the purposes of distributing electricity.
Power is produced locally, usually at great cost. Rural Alaskan villages and commu-
nities are not connected to one another or the rest of the nation through high-speed,
reliable broadband, let alone any major city in Alaska. They are isolated, remote,
and face an exceedingly harsh and unforgiving climate and challenging terrain. The
high-speed, fiber optic-based broadband-based service available to most of the Amer-
ican public in the lower-48 is simply not available in rural Alaska.

Internet and other telecommunications in rural Alaska are provided through sat-
ellite links. 10 Satellite service has a small throughput, and can barely handle audio
streaming (much less video streaming), which is essential for robust and effective
telemedicine, distance learning, and economic development. This is in sharp con-
trast to urban America, where reliable, state-of the-art fiber optic allows for these
applications directly or from hubs. In addition, not only is current satellite-based
Internet service inadequate to handle today’s broadband applications as well as to-
morrow’s, but also satellite links are prohibitively expensive. Non-health organiza-
tions in Alaska’s regional centers have been quoted prices for T1 connectivity as
high as $16,000 per month per site (as 0f2009), or about 70 times the rate in Se-
attle. This is simply unaffordable.

As the bandwidth demands of common web applications increase, rural Alaska is
falling further behind the rest of the United States, whether measured by jobs, edu-
cation, or health care. Absent some form of intervention such as the construction
of fiber optic cable backbones, rural Alaska will have no meaningful chance to par-

10 Although individual satellite dishes are a partial solution for households and business that
can afford them, these services are not available everywhere and they suffer deficiencies similar
to those of other satellite-based systems. Alaska is at the edge of the coverage area for these
providers. Even if this were not the case, because of limitations on upload rates, they are inad-
equate for web-based businesses, offices with multiple users, and other high-use consumers.
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ticipate in the global economy, educational, or health care systems and will be sim-
ply left behind as it has been for so long.

There are number of factors to consider in addressing the broadband needs of the
Alaska Natives and rural Alaskans. These include the population trends, economic
well-being, social and health trends, and educational trends. Those factors, de-
scribed as follows, are included in a draft report being developed for the Alaska Fed-
eration of Natives (AFN).

Population Trends

The state’s Alaska Native population is younger and faster-growing than the non-
Native population. Consequently, Alaska Natives are an increasing share of the
state’s population. With Alaska Native birth rates well above average, this trend is
expected to continue well into the future. Most Alaska Natives live in Alaska’s larg-
er communities, and migration from rural to urban appears to be continuing slowly
but steadily, especially among young people.

e In 2009, there were 125,200 Alaska Natives living in Alaska. The Alaska Native
population has grown at an annual rate of 1.9 percent since 1990 and 1.3 per-
cent since 2000. These growth rates are slightly faster than the overall Alaska
population, which has increased by 1.2 percent annually since 1990 and 1.1 per-
cent annually since 2000. 11

Economic Well-Being

Though the income gap has shrunk slightly in recent years, per capita income for
Alaska Natives remains well below the statewide average, partially the result of
very limited employment opportunities in rural Alaska. Meanwhile the rising cost
of living (especially fuel) continues to eat away at the purchasing power of Alaska’s
rural population.

o Per capita income for Alaska Natives was $16,550 over the 20062008 period
compared to $29,913 for all Alaskans and $27,466 for all Americans. 12

o The gap between per capita income for Alaska Natives and the state’s overall
population has shrunk somewhat since 1980: in 1980, per capita income for
Alaska Natives was 50 percent as much as for the state’s total population; in
both 2000 and the 2006—2008 periods, it was 55 percent.

e Over the two decades from 1960 to 1980, Alaska Native per capita income grew
significantly faster than the state’s overall per capita income, erasing a substan-
tial portion of a much bigger gap (Alaska Native per capita income was about
33 percent as much as the state’s overall average in 1960).

e On average over the 2006-2008 period, 51 percent of Alaska Native males be-
tween 16 and 64 were employed compared to 76 percent for the overall state-
wide male population. The percentage for Alaska Native males employed rose
significantly from 1960-1990, but has remained about the same since then.

e Among female Alaska Natives, 59 percent were employed versus 70 percent for
the overall state female population. Since 1960, the percentage of Alaska Native
females has increased dramatically and consistently. Fewer than 15 percent of
Alaska Native females were employed in 1960.

e About one in five (20 percent) Alaska Natives had income below the poverty
level in 2008, greater than the Alaska average of eight percent. This does not
necessarily mean that these Alaska Natives live in poverty. Quality of life and
standard of living for Alaska Natives, and others, are affected by many factors
in addition to cash income, such as use of subsistence resources.

e The percentage of Alaska Natives with income below the poverty level is down
slightly from 22.4 percent measured in the 2000 Census. 13

e Over one-quarter of Alaska Native families use the food stamp program to sup-
plement their income, compared to eight percent of all Alaskan families.

11 McDowell Group, Alaska Demographics, p 1.

12The most current income data available by race is from the U.S. Census’ American Commu-
nity Survey (ACS). The most accurate ACS estimates available are a three-year average of sur-
vey responses from 2006-2008. The income data shown here is the average of the three years
adjusted for inflation to 2008 dollars.

13These are general comparisons only because of the methodological differences between the
full decennial Census and the sample-based ACS.
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Social and Health Trends

Indicators of health and social welfare often reflect symptoms of underlying eco-
nomic or cultural dislocation. Still, recognizing and addressing such symptoms is
critical.

e From 2001 to 2008, Alaska Native suicide death rates have been higher than
Whites and Alaska as whole. In 2008, the Alaska Native suicide rate was 40.9
per 100,000, almost twice the rate for Alaska Whites, at 22.0 per 100,000.

o Alaska Native suicide death rates recently peaked in 2004 at 50.8 per 100,000,
almost twice the 2001 rate of28.1. The rate 0f40.9 per 100,000 in 2008 marked
an increase from 2006 (34.9 per 100,000) and 2007 (37.1 per 100,000).

e In 2008, Alaska Native infant death rates, at 12.0 per 100,000 were higher than
for whites (3.1 per 100,000) and for Alaska as a whole (5.9 per 100,000).

e Alaska Native infant death rates have ranged been between 9.3 and 12.2 per
100,000 since 2001, while White Alaskan infant death rates have declined
steadily, from 6.3 to 3.1 per 100,000 during the same period.

Education Trends

While some progress is evident, Alaska Natives continue to lag non-Natives in
terms of high school graduation rates and attainment of college degrees.

e Educational attainment among Alaska Natives is low relative to statewide and
national averages. Only 4.8 percent of Alaska Natives hold a Bachelors degree
or advanced degrees, compared to 26.5 percent of the general Alaska population
(over age 24).

e At near 5 percent, however, this rate of college degree attainment reflects
progress. In 2000, 4 percent of Alaska Natives held a Bachelors degree or high-
er, and only 3 percent did in 1990.

e Alaska Native graduation rates are consistently about 20 percentage points
below graduation rates for White students. This differential has not measurably
changed since 2003 (the earliest year examined in this study).

One of the most important expectations resulting from broadband deployment in
rural Alaska is its use in the capacity building of the minds of our Alaska Native
youth. That is, enabling youth living in rural and remote Alaska tribal communities
to access broadband in the same manner as youth living in urban settings.
Broadband deployment in rural Alaska will likely foster the development of one of
the most important, if not, the most important resource Alaska Natives have: the
Alaska Native youth!

Economic Opportunity/Standard of Living

Very little progress has been made in closing the per capita income gap between
Alaska Natives and non-Natives over the past 30 years. The subsistence way of life
is still very important to many Alaska Natives and although not a cash-generating
activity (and therefore not reflected in government reports on economic conditions),
subsistence clearly enriches people’s lives.

Geography also plays a role in the Native/non-Native income divide; residents of
rural areas have fewer employment opportunities than urban residents, often lim-
ited to seasonal or other temporary jobs. Full-time jobs in smaller rural communities
are rare, and generally pay less than comparable jobs in larger communities. Never-
theless, the income discrepancy between Alaska Native and non-Native exists in
urban Alaska, and likely is the result of lower levels of educational attainment and
other issues related to workforce preparedness.

FCC has set aside $50 million dollars for the purposes of creating Internet connec-
tions in rural America. This amount, Mr. Chairman, may sound as a sufficient
amount if Alaska and Hawaii are taken out of the picture; but if in fact, it is the
goal of FCC to create an absolute Internet connectivity across this great nation this
amount is totally insufficient! Our recommendation is to increase this amount by
tenfold. Even then, it may not be enough.

We agree with Alaska’s Congressional Delegation’s recommendation, as written in
the second bullet, Underfunding Remote Alaska on page two of the February 22,
2012 letter to Chairman Genachowski, regarding the underfunding of FCC’s imple-
mentation plan for Remote Alaska insofar as deployment of broadband in rural
Alaska is concerned.

FCC should also consider grandfathering the tribally owned companies that de-
ploy broadband to the Indian Country, including the tribes in the State of Alaska.
The issue of grandfathering of such services was addressed by the tribally owned
service providers, thus, this statement is silent on that.



99

Tribal Coordination—Qutreach to the Tribes in the State of Alaska

As stated earlier, 231 of the 565 federally tribes of this great nation are located
within the State of Alaska. The FCC, as any other federal agency, is mandated to
hold consultation with the federally recognized tribes with all the tribes in this na-
tion, including the tribes located within the boundaries of the State of Alaska.
Logistically speaking, it would be difficult at best to contact every federally recog-
nized tribe in Alaska for consultation by FCC. However, there are 12 regional tribal
consortia operating within the State of Alaska operating on behalf of the tribes lo-
cated within their boundaries. Each tribal consortium operates its programs after
it receives resolutions from each of the tribes within their boundaries authorizing
them to act on behalf of the tribes.

It seems logical that insofar as tribal consultation is concerned in the State of
Alaska; FCC should consider consulting, at the very least, with each of the 12 non-
profit tribal consortia in its tribal consultation process as well as the 12 regional
corporations located within the boundaries of the Alaska. The regional corporations
are the ANCSA regional corporations pursuant to the terms of the Alaska Native
Claims Settlement Act of December 18, 1971.

Thank you for giving me an opportunity to testify in front of your committee. If
you have any questions regarding my statement, I would be willing to entertain
them at this time.

Attachments

CONGRESS OF THE U.S.
Washington, DC, February 22, 2012

Hon. JULIUS GENACHOWSKI,
Chairman,

Federal Communications Commission,
Washington, DC

Dear Mr. Chairman:

We write to raise several significant Alaska-specific concerns regarding the Fed-
eral Communication Commission’s (FCC) reform of the high-cost Universal Service
Fund. We appreciate the time :and serious considerations you gave in addressing
the unique and challenging Alaska communications market through various mecha-
nisms within the USF/ICC Transformation Order. However, as the FCC and car-
riers work through the market shifts that accompany such a high-impact change,
we remain concerned on a number of points, some of which we note below. We be-
lieve addressing our additional concerns is important to maintaining, but also ex-
panding the incomplete telecommunications network in Alaska. Further steps must
be taken in short order to fulfill the critical mission and the statutory obligation of
providing universal service to our constituents in some of the farthest reaches of our
country, including rural Alaska.

As you know, the lack of roads, extreme distances, topographical and climatic
challenges in rural Alaska result in extraordinarily high construction and oper-
ational costs. To bring the most advanced services possible to our rural areas, the
companies providing those services assumed extremely high burdens of debt. The
networks built meet Rural Utilities Services standards and requirements, but now
these companies are faced with uncertainty about their ability to maintain a satis-
factory level of debt coverage, and have little opportunity for obtaining the nec-
essary financing to upgrade their networks.

The FCC’s recent reform of the High-Cost Universal Service Fund and creation
of the Connect America Fund acknowledged the unique challenges and extreme ex-
pense of serving rural Alaska, in part by creating an interim Remote Alaska mecha-
nism. The Commission has said it is intended to “preserve newly initiated services
and facilitate additional investment in still unserved and underserved areas during
the national transition to the Mobility Funds.” This goal represents how we believe
all carriers in Alaska should be treated under Section 254(b) of the Telecommuni-
cations Act of 1996, which is intended to establish universal service at comparable
rates. Specifically, we would like to directly address several core issues:

e Middle Mile Infrastructure: As we have mentioned in the past, the costs of
maintaining and expanding middle-mile connections in Alaska are extremely
high. To meet the FCC’s goal of bringing broadband to all Americans, we re-
quest more be done to assist and create incentives for companies to build out
and develop telecommunication networks capable of delivering broadband serv-
ices to rural Alaskans at comparable and affordable prices. Specifically, we re-
quest the CAF be modified to include an Alaska-specific middle mile formula
to offset Alaska’s extremely and unavoidably high middle mile costs.
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e Underfunding Remote Alaska: It appears the Remote Alaska mechanism de-
signed to preserve support and facilitate investment will be underfunded by
more than $20 million, contrary to our expectations and the FCC’s purpose in
establishing this fund. Without adequate funding, we have little expectation for
progress in deploying wireless and broadband service in rural Alaska. Petitions
for reconsideration are before you that seek modest, yet critical, revisions to the
FCC’s implementation plan for Remote Alaska. We urge you to immediately
adopt these recommendations and make the revisions necessary to restore an-
ticipated funding levels and fulfill the dual goals of the FCC’s Remote Alaska
mechanism: preserving newly initiated services and facilitating additional in-
vestment in rural Alaska.

o Two-Year Delay for Both CETCs and ILECs: We appreciate the implementation
delay the FCC gave to the reduction of identical support funding. However, we
remain concerned about the competitive impact on our state’s telecommuni-
cations market and request you expand the two-year delay to all Alaska car-
riers, including incumbent local exchange carriers (ILECs) and competitive eli-
gible telecommunications companies (CETCs). Given Alaska’s uniqueness in cli-
mate, topography, and geography, much of which the FCC has already recog-
nized, the additional time for both CETCs and ILECs will help both wireless
and wireline sides better adjust to the FCC’s order.

e Improved Waiver Process: As the reform order was being developed, we spoke
extensively on the importance of allowing waivers to the delivery standards in
an expedited manner to carriers in rural high-cost areas. We remain concerned
that the process laid out is still too burdensome and slow. Additionally, ques-
tions remain about whether the realities of the costs of middle-mile connections
are included in the waiver process. You have before you suggestions from mul-
tiple carriers in our state, as well as the Regulatory Commission of Alaska
(RCA), on how to address this issue. We encourage you to consider them in a
timely manner.

o Carriers of Last Resort: We request you work with the RCA on issues relating
to carriers of last resort in Alaska. We believe state commissions are in the best
position to make accurate and timely local determinations regarding the overlap
of service areas and abilities of providers to serve areas without continued sup-
port.

e Tribal Clarifications: We applaud the inclusion of tribal consultations in FCC
rulemaking. However, we request you work with the tribal groups, carriers and
the State of Alaska to clarify the tribal consultation requirements included in
the reform order. Alaska is home to more than 200 federally recognized tribes,
only one of which is on a reservation similar to the system in place in the Lower
48. This means service often crosses multiple Native villages, tribal regions, and
Native corporation lands. By working with Alaska stakeholders to clarify which
tribal organizations qualify tor consultation, we hope harmony between tribes
and providers will continue to bring telecom services to our State’s Native com-
munities.

Your quick action is critical. Because of Alaska’s short summer construction sea-
son, these issues must be addressed by March 7, 2012, so that providers serving the
remote areas of Alaska can finalize and execute summer construction plans in a
timely manner. Providers need time not only to order equipment, but to transport
that equipment to remote locations. Neither can occur until we know with certainty
that the full support amount will be available for additional deployment to remote
Alaska Native villages. At best, this means denying rural Alaska comparable serv-
ices for at least another year, or at worst, far longer, depending on how the Commis-
sion implements the transition to replacement funding mechanisms. Any delay in
deciding the Petitions for Reconsideration could result in the loss of the entire four-
month construction season. In this case, a decision delayed truly is a decision de-
nied. This would be unfair to our rural constituents, many of whom still have no
wireless service today.

As you move forward, we highly encourage you to consider these Petitions for Re-
consideration and related comments concerning the future of telecom service in
rural America, particularly Alaska. We hope and expect that your timely action will
prevent the disruption of the forward momentum of building a nationwide tele-
communications network.

We look forward to continuing to work with you and welcome the opportunity to
meet for further discussions about the unique telecommunications challenges facing
Alaska.

Sincerely,
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SENATOR MARK BEGICH, SENATOR LISA MURKOWSKI, AND CONGRESSMAN DON
YOUNG

ALASKA FEDERATION OF NATIVES
August 25, 2011

Hon. JULIUS GENACHOWSKI,
Chairman,

Federal Communications Commission,
Washington, DC

Dear Chairman Genachowski:

Thank you for taking the time to visit Alaska and holding a Roundtable discus-
sion on broadband as it applies in Alaska. It is our hope that you visit rural commu-
nities while you are in Alaska.

Introduction

The Alaska Federation of Natives (AFN) is the largest statewide Native organiza-
tion in Alaska. Its membership includes 178 villages (both federally-recognized
tribes and village corporations), 13 regional Native corporations and 12 regional
nonprofit and tribal consortiums that contract and run federal and state programs.
AFN is governed by a 37-member Board, which is elected by its membership at the
annual convention held each October. The mission of AFN is to enhance and pro-
mote the cultural, economic and political voice of the entire Alaska Native commu-
nity.

American Recovery and Reinvestment Act

The American Recovery and Reinvestment Act of 2009 (ARRA) provided two
major categories of funding for broadband infrastructure, $2.5 billion to the US De-
partment of Agriculture Rural Utilities Service (RUS), and $4.7 billion to the Na-
tional Technology and Information Administration (NTIA) within the Department of
Commerce, of which $3.8 billion is directly available for broadband infrastructure.
The ARRA also charged the Federal Communications Commission (FCC) with pre-
paring a national broadband plan, which has since been completed and submitted
to Congress.

As part of the implementation of the ARRA, the Obama Administration awarded
a last-mile grant to Rivada Sea Lion of a $25.3M Grant Award.! Rivada Sea Lion
is a Joint Venture comprised of Sea Lion International (SLI) of Anchorage, AK and
Rivada Networks of Colorado Springs, CO. SLI is a subsidiary of Sea Lion Corpora-
tion, an Alaska Native Village Corporation of Hooper Bay, Alaska. The award, as
we understand it, is to provide 4G wireless high-speed broadband Internet service
to approximately 30,000 residents in 53 unserved, subsistence level communities in
Southwestern Alaska Native villages and was issued on December 18, 2009, the
38th Anniversary date of the enactment of the Alaska Native Claims Settlement Act
(ANCSA). Rivada will design, engineer, and construct a multi-mode 4G last-mile re-
mote network that spans 90,000 square miles and connects homes and businesses
as well as anchor institutions such as health clinics, schools, and tribal government
facilities. By using wireless and satellite technology rather than copper or fiber, the
project hopes to provide the first broadband services to these Native Alaskan com-
munities at relatively low cost. 2

Mr. Myron Naneng, a shareholder of Sea Lion Corporation and the President and
CEO of the Association of Village Council Presidents, recently advised the Human
Resources Committee, a standing committee of the AFN Board of Directors, that
while this award was issued on December 18, 2009, the Rivada Sea Lion joint ven-
ture has yet to be reimbursed by FCC for the expenses they have incurred on the
implementation of this award. The billings have been submitted in accordance to the
terms and conditions of this award remain unpaid. AFN recommends the FCC reim-
burse this joint-venture for the expenses incurred pursuant to the award and bil-
lings submitted to the FCC since the award was issued.

Broadband Deployment Recommendations

AFN supports broadband deployment in remote and rural parts of Alaska with
hopes that it will lead to affordable communications at service and quality levels

Lhttp:/ |www.einpresswire.com | article | 63460-rivada-sea-Jion-joint-venture-wins-arra-grant-
award-for-alaska
2hitp:/ /www.aspenwireless.  net/2009/12/17 /a-winner-rivada-sea-lion-a  warded-rus-bip-

funds/
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comparable to communication services available to the majority of American com-
munities. AFN recommends the FCC consider the following as it moves forward
with broadband deployment in Alaska:

e FCC should approach broadband deployment as a national endeavor comparable
to building the interstate highway system in the 1950s and 1960’s, and encour-
age large scale projects—such as deploying fiber optic cable up the coast of
Western Alaska, Interior Alaska, and any remaining areas where this tech-
nology is absent—as well as the development or immediate upgrading of micro-
wave networks that will link large geographic areas and thousands of rural
residents to the fiber optic connectivity in Anchorage and beyond.

o FCC’s first priority should be to serve unserved areas. “Unserved” should be de-
fined as an area with no broadband service, having access only to dial-up serv-
ice, or having service that is dependent on a satellite connection. “Underserved”
should mean an area with broadband not comparable to what is available in
urban areas.

e FCC should establish a comprehensive nationwide inventory map of existing
broadband service capability and availability that depicts the geographic extent
to which broadband service capability is deployed and available from a commer-
cial provider or public provider.

e FCC must recognize that a plan to deploy broadband to rural Alaska, in order
to be realistically designed to meet the statutory requirements, must consider
Alaska’s unique geography, climate and lack of inter-connecting roads between
the metropolitan and rural Alaska, all of which will present unforeseen chal-
lenges. For example, the most cost-effective means of delivering material and
goods needed for broadband deployment in Western Alaska is by ships and
barges during the months of June, July, August and September.

One of the most important net results of broadband deployment in rural Alaska
will be its use in the developing the minds of our Alaska Native youth. That is, ena-
bling the abilities of the Alaska Native youth living in rural and remote Alaska trib-
al communities to access broadband (Internet) in the same manner as youth living
in urban settings through expansive broadband deployment. Youth are one of the
most important, if not the most important, resources Alaska Natives have and they
deserve access to educational resources at least on par with their urban counter-
parts.

AFN understands that broadband capability/capacity development will not by
itself resolve the many health, social, economic and other challenges common in re-
mote and rural parts of Alaska and in the most rural and remote regions of our
nation. However, reliable, robust, and easily accessible broadband provides one of
the most promising hopes for making a “sea of change” in terms of the opportunities
that are so acutely needed in rural Alaska.

Finally, the goals of broadband deployment in rural and remote communities in
Alaska are consistent with goals set by the White House Executive Order that es-
tablished the White House Rural Council in the areas of job creation, economic de-
velopment, expansion of telecommunications, renewable energy and new markets for
rural communities, increased access to quality health care, education, housing and
particularly in persistent poverty counties and tribal areas.

Thank you for your consideration.

Sincerely,
NELSON N. ANGAPAK,
Sr. Senior Vice President

PREPARED STATEMENT OF JOHN BADAL, CEO, SACRED WIND COMMUNICATIONS, INC.

Sacred Wind Communications, Inc. thanks the Senate Indian Affairs Committee
for its interest in studying the forthcoming changes to the Federal Communications
Commission’s (FCC) Universal Service program as they affect America’s Indian
tribes. The FCC has successfully managed universal service programs since its in-
ception to the extent that nearly every home in the United States, off tribal lands,
has had basic telephone services available for the last half century; and, more re-
cently—since its Tribal Order adopted in 2000, in fact—the FCC has turned its at-
tention to achieving ubiquitous telecommunications services on tribal lands.

In November 2011, the FCC released a watershed decision reforming the federal
Universal Service Fund (USF) program. A central intent of that reform was to elimi-
nate or reduce waste and inefficiencies in the USF program. To its credit, the FCC
arrived at a comprehensive and sound plan that portends to reduce waste and ineffi-
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ciencies in the USF fund’s support of at least one large segment of the telecommuni-
cations industry, and has the promise of expanding more broadband to the harder
to reach rural areas. Unfortunately though, the FCC’s reform may bring harm to
a number of the smallest rural local exchange carriers (RLECs) that serve some of
the most neglected rural areas of our country. Essentially, rural local companies
with some of the highest per capita investments in plant and operating expenses
are threatened with significant reductions in federal USF support.

The very nature of the more neglected areas of our country, however, causes the
higher investments and higher operating costs incurred by telecommunications car-
riers, with little potential for a return on investment. Low population densities, high
poverty rates, large land masses encompassing difficult terrain are common compo-
nents of a tribally-serving telecommunications company.

Sacred Wind Communications, serving a portion of the Navajo Nation in New
Mexico, for example, operates in an area the size of Delaware and does not have
a single incorporated town or village in its entire service territory.

Sacred Wind purchased the “last mile” assets on Navajo Lands from Qwest Cor-
poration in 2006, at which time less than 25 percent of Navajo homes had access
to basic voice telephone services and less than 1 percent had access to broadband
in the home. Thanks to its receipt of a USDA-RUS low interest loan, Sacred Wind
has built a new telecommunications infrastructure well suited for the terrain and
the community it serves, at a cost of $40 Million. Even though Sacred Wind’s net-
work is not yet complete, the company has increased telephone availability to over
70 percent of homes and now makes broadband available to 99 percent of its voice
customers.

Sacred Wind’s network infrastructural costs and its operating costs are higher on
a per subscriber basis than non-rural telecommunications carriers and even many
rural carriers that serve more dense populations and flatter terrain. This is a simple
matter of fact in a vast service territory where population densities are low and the
amount of network infrastructure needed to cover the entire area—flatlands, foot-
hills and canyons—is high. No single technology is appropriate for the entire area—
where the distance between communities and the population density make landline
deployment unaffordable, where the mountains and canyons within its territory,
which separate hundreds of Navajo homes in small clusters many miles from each
other, make mobile wireless communications unworkable in considerable parts of
Navajo Lands.

In the FCC’s pursuit within its USF reform order of cost efficiencies in tele-
communications systems, a generalization that mobile wireless service is often bet-
ter suited for low density areas seems to have been accepted. Such generalization
does not work well where mountain ridges framing canyon lands and setting high
desert homes apart from their neighbors demand that residents hunt, sometimes for
miles, for a mobile signal in order to make a call. All Navajos are familiar with the
hunt for a wireless signal. Sacred Wind, on the other hand, has developed a system
that sends a signal directly to a person’s house, enabling residents to have 911 serv-
ice available for emergencies at all times. Sacred Wind’s costs are different from a
more neglectful mobile wireless alternative, but they are not inefficient.

On April 25th of this year, the FCC issued an amendment to its November 2011
USF reform order, making certain adjustments to its analysis of rural carriers’
costs. That amendment reduced the financial impact for many rural carriers, includ-
ing Sacred Wind. For that, we thank the FCC for hearing our concerns and respond-
ing. Nonetheless, Sacred Wind and many other rural carriers are still uncertain
about the full impact of a multifaceted reform program and still have questions
about whose calculations—the FCC’s or the industry’s consultants—are the most ac-
curate. The consequence of such uncertainty is played out daily in our industry in
delayed construction projects, job loss, hiring freezes, and postponed plans for future
investment.

Ironically, the larger telecommunications carriers in the country are to be bene-
fitted by these reforms. In its drive to reform the USF program, the FCC has made
changes in every aspect of a rural carrier’s source of revenues, including in the area
of Inter-Carrier Compensation (ICC). Historically, long distance carriers and Inter-
net providers have had to compensate the local exchange companies for their traf-
fic’s use of the local companies’ systems. Without the local companies’ continued in-
vestment in their networks, those long distance companies and Internet providers
would not find capacity enough to transmit all of their traffic. For some reason, the
FCC feels that rural local exchange carriers cannot justify charging carriers for the
use of the local companies’ networks. But, the reverse is true: rural local exchange
carriers must build networks that are more costly to operate on a per subscriber
basis than those found in urban areas and require appropriate compensation from
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the larger carriers for their larger use of the rural carriers’ networks than the rural
carriers require for their own subscribers.

In such remote areas as Navajo Lands in New Mexico, Arizona and Utah, only
the rural local exchange carriers possess the infrastructure that the long distance
carriers, the mobile wireless carriers and the Internet providers need to carry their
traffic. Without Sacred Wind’s infrastructure, in other words, Internet services, mo-
bile services, and long distance services would be bottlenecked in northwest New
Mexico. The FCC’s ICC reform plan, though, would effectively require the rural car-
riers to provide the larger carriers nearly free access to our investments. Each year
the amount the rural carriers charge the larger carriers for terminating their traffic
in our systems would be reduced by 5 percent, and then be eliminated altogether
in 9 years. Meanwhile, the rural carriers’ bank payments for the investments they
have made remain the same.

Since such intercarrier reform is to begin only at the terminating end of a tele-
communications transmission, the most vulnerable rural carriers may be forced to
raise their fees to long distance companies on the originating side of the call, which
would disadvantage everyone—including the rural carriers’ themselves—in rural
areas.

Tribally Serving Carriers Have Depended on the USF to Reach Their
Customers’ Goals

The achievements of tribally owned telecommunications companies, and of a few
locally-based carriers uniquely serving tribal communities, in surmounting the dig-
ital divide on tribal lands have been well noted. An easy comparison can be made
of the availability of telecommunications services on tribal lands as provided by trib-
ally-oriented rural carriers versus larger, out-of-state carriers. Whether tribally
owned or not, however, certain expenses above those common to all rural carriers
are incurred on tribal and federally managed lands. Those involve the need and the
requirement to operate within the culture of the tribe and demands placed by the
tribe and/or the Federal Government to comply with the appropriate land use and
other authorization procedures.

An acceptable use of USF support should be the additional personnel and other
operating expenses required to acquire rights of way on federally managed lands,
to acquire rural addressing for remote tribal customers’ access to 911 emergency
service, and additional expenses necessary to reach, inform and educate our cus-
tomers on the availability of services.

Sacred Wind, for example, assigns a bilingual employee to work with the 22 local
Navajo Chapters (local communities and political subdivisions) for support for rights
of way applications and to affirm the company’s operating in culturally acceptable
ways. Even the company’s broadband offering is designed to assure its customers
of privacy and security (a Navajo principle related to Hozho and K’e or K’e nisiin,
a person’s pursuit of harmony through respect of others) and to feature as part of
its services special applications that are of supreme relevance to its culture, such
as its history, traditional medicines, native language training, etc.

For a rural carrier serving a tribal area, the acquisition of right of way on feder-
ally-managed lands can represent up to 20 percent of a project’s construction costs.
Not only does this affect the finances of a rural carrier operating on tribal lands,
but it distorts the carrier’s operating costs as they are compared to other tele-
communications companies. It also points to an uncoordinated mission at the federal
level: does the federal government want broadband and voice telecommunications
services established quickly on tribal lands or not? Do the FCC and Department of
Interior have common goals? Do the state highway and land departments coordinate
infrastructural development with their Federal Government counterparts?

Said in another way, a significant piece of federal grant, loan or USF monies used
today for telecommunications expansion in the West is spent wastefully on a govern-
ment-driven, heavily bureaucratized right of way process, and some of that money
goes right back to the federal government in payment of its fees. If the federal gov-
ernment is unable to resolve this policy paradox, it should at least take into account
the additional effort needed to properly serve the largely unserved tribal areas and
the additional work to stimulate broadband usage as it develops its new Connect
America Fund budget.

Implication of RLECs’ Loss of USF Support

Many RLECs today operate in areas of the country where no sound business case
could be made for the provision of basic or broadband services without significant
USF support. According to a study conducted in 2003, a typical RLEC received 22
percent of its revenues from interstate long distance carrier access charges, 18 per-
cent from intrastate access charges, 40 percent from federal universal service fund-
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ing support and only 20 percent from their customers.! From testimony delivered
to Congress in 2004 by a rural Texas carrier, 31 percent percent of the carrier’s rev-
enues were derived from carrier access charges, 60 percent from the FCC’s USF,
and only 9 percent from customers.2 Sacred Wind’s financial structure is not much
different. Today, with carrier access support reduced through reforms enacted at the
federal and state levels since these reports were made, USF support for Sacred
Wind’s customer base is absolutely critical. Further ICC reforms and other reduc-
tions t?f USF funding can be easily and appropriately described as just more nails
in a coffin.

A Connect America Fund Can Meet Its Broadband Objectives While
Sustaining Rural Carriers

Because we firmly believe that the locally based rural carriers, and notably the
tribally owned and tribally serving rural carriers, have proven their worth in build-
ing advanced infrastructures and delivering quality voice and Internet services to
their customers, we recommend that a reformed USF program be built around them
and not around the national carriers that have neglected rural America. Sacred
Wind’s and several tribally owned companies’ newness in the rural telecommuni-
cations community has advantaged their customers in terms of having access to the
most affordable and best available equipment for their voice and broadband needs.
Many rural carriers, including all tribally owned and tribally serving carriers, exem-
plify the benefits of “localizing” telecommunications services for their customers—
that is, replacing the negligent national carriers with a locally owned solution. The
optimum strategy for the FCC in its drive to expand broadband across the nation,
therefore, would be to support the rural carriers’ improvements to their local tele-
communications systems rather than reinventing a universal service program that
returns this country to an unworkable past effort—one led by the national landline
and mobile wireless carriers.

The USDA-RUS’s low interest loan program and the FCC’s USF program have
worked well for Sacred Wind and our customers. We are proud of the work we have
done to resolve the digital divide within our service territory on Navajo tribal lands.
As a recently formed company, having built a new telecommunications infrastruc-
ture that is just now attracting scores of new customers every month, we ask the
FCC and this Committee to further support our efforts to serve the unserved.
Thanks to the USDA’s low interest loan program and support mechanisms under
the FCC’s USF program, which included consideration for a return on a rural com-
pany’s investment, many companies as ours have taken up the federal challenge to
improve service to rural America.

Even that investment is at risk as the FCC is considering reducing the amount
of return on investment after the investment has already been made. How can the
federal government encourage more tribes or other private companies to develop
new telecommunications solutions for tribal customers when the tribal model that
has been succeeding is set for change? When universal service—built from models
developed from current federal programs by a handful of tribally-serving companies
in the country—is just now within reach of many other tribes, why now amend the
model?

Can we not simultaneously reform the USF and continue to incent growth of tele-
communications systems on tribal and remote lands? Our fear is that the uncer-
tainty built into the current plans would do the opposite. We thank the Committee
for its attention and consideration.

PREPARED STATEMENT OF GAYLA HALINIAK-LOYD, PRESIDENT, KALAMAULA
HOMESTEAD ASSOCIATION

Chairman Akaka, Vice Chairman Barrasso, and distinguished members of the
Committee, thank you for holding this hearing to address the impacts of the Federal
Communications Commission’s (FCC) Connect America Fund Order (Order) on na-
tive communities across the country. My name is Gayla Haliniak-Loyd and I am the
President of Kalamaula Homestead Association. The Kalama‘ula Homesteaders As-
sociation (KHA) was established to . . .

. challenge and inspire youth who live on homestead land to achieve their
full potential by providing support and opportunities for advancement in education;

1“Economic Efficiency and the Support of Universal Service in Rural Markets,” Parson, Steve
G., Ph.D., June, 2003.

2Wendell Taylor, Central Texas Telephone Company, before the U.S. Senate Commerce Com-
mittee, May 12, 2004.
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. . . promote better health for our Kalama‘ula community and homesteaders
outside of Kalama‘ula through education; and

. . . preserve and protect Hawaii’s natural environment, including Kiowea Park
in Kalama‘ula in particular, through the stewardship of our lands consistent with
Hawaiian culture and values and traditional methods of resource management.

I appreciate the opportunity to provide testimony on this critical issue that could
have devastating impacts on our operations and ability to serve our Native Hawai-
ian constituents. When no one else would, SIC owned and run by Native Hawaiians,
provided and continues to provide us with affordable and reliable telecommuni-
cations services.

We humbly request your assistance to ensure SIC’s investment in desperately
needed telecommunications infrastructure in our underserved indigenous commu-
nities continues. We have tremendous hopes for our future as native people of this
great nation and believe that our ability to compete in an increasingly global econ-
omy is directly tied to our ability to access broadband communications infrastruc-
ture. Once complete, SIC’s robust and reliable statewide fiber optic network will ex-
pand broadband capabilities and provide affordable access for community anchor in-
stitutions, like ours. This will result in substantial benefits for the entire state, but
especially our rural and remote communities, delivering improved education,
healtgcare, and economic development opportunities in a way only broadband can
provide.

As Hawaii’s only Rural Local Exchange Carrier (RLEC), SIC is the only carrier
that has consistently demonstrated its commitment to ensuring Hawaii’s rural and
remote areas have access to broadband infrastructure. SIC has and will continue to,
if given the opportunity, provide broadband access in Hawaii’s most rural and re-
mote areas, squarely in line with the spirit and intent of Universal Service. Plainly
put, we strongly believe the future broadband capabilities of our organization and
our community hinge on SIC’s ability to continue to fund critical infrastructure in-
vestments in our rural communities.

We respectfully request your assistance to ensure that SIC continue to receive
adequate funding to fulfill Congress’s vision of Universal Service for ALL Ameri-
cans, and to ensure that native communities, like ours, are not left behind.

PREPARED STATEMENT OF JAMES J. KAIL, EXECUTIVE COMMITTEE MEMBER, SMALL
CoOMPANY COALITION (SCC); PRESIDENT/CEO, LAUREL HIGHLAND TELEPHONE COM-
PANY (LHTC) & YUKON-WALTZ TELEPHONE COMPANY

Chairman Akaka, Vice Chairman Barrasso, and Members of the Committee:

Introduction

Thank you for the opportunity to submit testimony regarding USF reform and its
impact on Tribal telecommunications carriers as well as small rural companies serv-
ing Tribal lands. My name is James J. Kail and I am writing on behalf of the Small
Company Coalition (SCC) of which I am an Executive Committee Member. Our Coa-
lition was founded earlier this year in direct response to the concerns of many in
the industry that the FCC’s USF/ICC Reform Order will have a destructive impact
on small rural carriers, Tribal and non-Tribal, as well as the rural and Tribal com-
munities that they serve. Among those tribally-affiliated carriers, the SCC rep-
resents Mescalero Apache Telecom, Inc. (MATI), for whom Alfred Lapaz and God-
frey Enjady have testified at this hearing, as well as Sacred Wind Communications,
a rural New Mexico carrier serving Tribal lands.

Similar to the Tribal service offered by MATI (information which may be gleaned
from their oral and written testimony now on record), Sacred Wind Communications
(SWC) provides advanced telecommunications and broadband to Navajo commu-
nities with service currently available to 70 percent of 6,800 homes across the re-
gion. At present, Sacred Wind serves 2,850 access lines, a figure that has seen
steady monthly growth, with 79 percent of residential customers on the Tribal Life-
line program for low-income tribal members. SWC has received national attention
for its work, as it won the American Express/NBC Universal-sponsored “Shine a
Light” competition, which recognized the company’s vital role in providing advanced
technology to the Navajo nation; service crucial to the Tribe’s modernization and
progression.

Unfortunately, many of the reforms discussed in the June 7th hearing create an
industry-wide atmosphere of uncertainty and thereby imperil the ability of well-run,
community-oriented carriers such as MATI and SWC to invest in their networks
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and continue reaching out to those customers who, absent predictable and sufficient
USF support, will remain unserved.

General Comments on Hearing

Many of the questions and arguments presented at the hearing warrant further
investigation and response. In the interest of providing additional dialogue on the
urgent matters discussed, I would like to offer direct engagement with many of the
written and verbal statements now on record with the Committee.

A primary motif of the Commission and its representatives is that the regulatory
process has thus far been “open and engaging,” that their “doors are open,” and that
they have worked with and will continue to work with the industry to take our con-
cerns into account. Incidentally, I have personally been a party to this “open and
engaging” process.

At a recent telecommunications conference in New Mexico, following a presen-
tation by FCC Chief of the Office of Native Affairs and Policy, Geoffrey C. Blackwell,
I expressed fundamental concerns with various regulatory mechanisms implemented
by the Order and the nature with which the Commission treats the USF itself. At
this meeting, the Commission went on record as declaring the USF to be “federal
money”—a strange notion, considering that not a dime of taxpayer money is in-
volved, but rather, it is comprised entirely of user fees. That is to say, those who
use the nationally-connected telecommunications network pay to do so. While I
hoped for an adequate response, I was ultimately instead told to formally voice
these thoughts on the record with the Commission so they could properly be ad-
dressed. This would indeed be an encouraging statement if one had not already done
so—as a board member of the Organization for Promotion and Advancement of
Small Telecommunications Companies (OPASTCO), I have long been involved in the
process and noted that in the Order itself, rural and Tribal input are routinely re-
jected or altogether ignored.

To this end, Paragraph 796 of the Order offers a lesson in dismissiveness, as it
addresses state objections to the national regulatory approach adopted by the Com-
mission:

“Some commenters argued that the uniform approach we take today is inappro-
priate because states should be allowed to pursue tailored intrastate access re-
forms. We appreciate and respect the expertise and on-the-ground
knowledge of our state partners concerning intrastate telecommuni-
cations [bold added] [. . .] With respect to the ultimate ICC framework and
the intervening transition, however, we find that a uniform national approach
will best create predictability for carriers and promote efficient pricing and new
investment to the benefit of consumers [b.a.].”

As an active leader within the Associations and the Coalition for whom I offer this
testimony today, I may say that the consideration we as an industry have received
is similar. Though our collective “expertise and on-the-ground knowledge” might
seem to suggest that we know best how to run our businesses, the FCC ultimately
deemed their own experience in boardroom discussions to be more pertinent. Not
surprisingly, a lawsuit is now pending in the 10th Circuit Court in Denver, of which
my own Pennsylvania Public Utility Commission (PUC) and Gila River Telecom, a
Tribal LEC, are both filing parties. In addition, valuable members of the rural and
Tribal telecommunications industry have now testified before the Committee, giving
voice to a common sentiment: the Commission heard us, but did not listen.

With this in mind, some quick work in Microsoft Word reveals that “reject/re-
jected” appear 75 times throughout the Order, while reading the context in which
they appear shows that they are typically used in relation to suggestions made by
representatives of the Tribal providers and small rural industry at large. In short,
“open and engaging” rarely equates to “adoption,” at least in relation to the inter-
ests of the rural and Tribal carriers in this case.

Similarly, word searches for “Verizon” and “AT&T” will net 465 matches, while
two of the largest trade associations for the rural industry, NTCA and OPASTCO
(both of whom represent Tribally-affiliated carriers and those serving Tribal lands),
garner less than 49. This is not an attack upon the larger carriers; on the contrary,
it is expected that their voice should be well-heard in a matter of national regula-
tion. However, the sheer disparity of accepted input should raise a considerable red
flag in regard to how effective the “open door” process is when it comes to actually
putting ink to paper.

The Waiver Process as Post-Modern Epic

In the tradition of Frodo’s march into Mordor, the Biblical Jacob’s pursuit of Ra-
chel, and the quest for the Golden Fleece, any company wishing to obtain a waiver
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from the immanent damage within the Order, as currently written, must first com-
plete a series of daunting tasks and trials. To follow this metaphor, Commissioner
Clyburn’s remarks (subsequently echoed by Mr. Blackwell’s oral testimony in the
June 8 Natural Resources hearing in the House) that prospective waiver applicants
need not hire outside experts and consultants to assist in the process is equivalent
to telling Jason to leave the Argonauts at home as he’s required to yoke the fire-
breathing oxen, sow the field with dragon teeth, defeat the army, slay the dragon
and so on and so forth.

Senator Murkowski raised these concerns about the onerous nature of the waiver
application, as well as the projected $100K-$180K cost that relief applicants may
incur in order to complete the process, and the ultimate reality that even after such
effort, it still remains unlikely that many companies will be granted the waiver. As
a matter of fact, the FCC themselves state in paragraph 540 of the November Order
that:

“We do not, however, expect to grant waiver requests routinely [bold
added], and caution petitioners that we intend to subject such requests to a rig-
orous, thorough and searching review comparable to a total company earnings
review. In particular, we intend to take into account not only all revenues de-
rived from network facilities that are supported by universal service but also
revenues derived from unregulated and unsupported services as well.”

Alarmingly, by the Commission’s own admission, any entity seeking a waiver is
already facing an up-hill battle, as the stated expectation to not “grant waiver re-
quests routinely” may be paraphrased quite simply as: “We declare many of you to
be ‘inefficient’ and know that these reforms will put you out of business, but if you
still want to try your luck, go ahead.”

Continuing in Paragraph 540, the Commission states:

“We envision granting relief only in those circumstances in which the petitioner
can demonstrate that the reduction in existing high-cost support would put con-
sumers at risk of losing voice [italics added] services, with no alternative terres-
trial providers available to provide voice telephony service using the same or
other technologies that provide the functionalities required for supported voice
[i.a.] service.”

One of the most striking contradictions of the entire Order, the stated purpose
of which is to connect 18 million Americans to broadband, is that a waiver will only
be granted if voice service is rendered unavailable.

Paragraph 542 reiterates the call for proof of very specific, severe harm, stating
that “Conclusory assertions that reductions in support will cause harm to the car-
rier or make it difficult to invest in the future will not be sufficient.” In other words,
though a company may perfectly well be harmed and/or inhibited in future invest-
ment, that “conclusory assertion” alone is worthless until proven beyond a shadow
of a doubt by providing all requested information to complete the waiver process.
On top of that, the impact must be so severe as to “put consumers at risk of losing
voice services,” a tremendously high threshold which bears no relation whatsoever
to the Commission’s National Broadband Plan goal of ensuring high-speed Internet
connectivity to all Americans. Sufficient demonstration of such impact on small car-
riers leaves them no choice but to turn to outside consultants for assistance, and
indeed, as Mr. Hee of Sandwich Isles Communications stated in his testimony, it
perversely parodies the American judicial doctrine of “innocent until proven guilty.”

It should be noted that included in this mandatory information are demands for
access to “specific details on the make-up of corporate operations expenses such as
corporate salaries [italics added]” among other things. In case one is tempted to not
take the letter-of-the-law seriously here, the Commission reminds us in Paragraph
543 that “Failure to provide the listed information shall be grounds for dis-
missal without prejudice [bold added]. In addition to the above, the petitioner
shall respond and provide any additional information as requested by Com-
mission staff [b.a.].” Under this rigid structure, it is entirely conceivable for a red-
lining company to be denied waiver relief for not having provided the proper paper,
or for paying a corporate salary viewed as too high by the Commission—an example
of the Order’s oft-cited “wastefulness” and “inefficiency.”

Ms. Clyburn, in her oral testimony before the Committee, consistently relied upon
the assertion that all companies practicing GAAP (Generally Accepted Accounting
Principles) should, by default, possess the Commission-requested information in to-
tality. That is to say, that companies going about their daily business, in the course
of such business, would have and/or should have accumulated material adequate to
satisfy all demands of the Commission, in addition to having an in-house ability to
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fully comprehend the impacts of the new reductions, cuts, and transitions contained
within the Order. These include, but are not limited to:

e Quantile Regression Analysis (QRA) Revision—roughly 100 companies still ex-
ceed the Commission’s arbitrarily imposed cap (the oft-quoted 90th percentile
cap), even after the revision.

e 2011 “Frozen Baseline” (comprised of traffic-sensitive interstate revenue re-
quirement, terminating state access revenues, and reciprocal compensation rev-
enue) is still reduced by 5 percent annually for 9 years.

e Local Switching Support (LSS)—an explicit USF mechanism included in the
“frozen baseline,” eliminated entirely, effective July 1, 2012. Reduced 5 percent
annually thereafter. No offsetting revenue recovery mechanisms are introduced.

e Safety Net Additive (SNA)—a program which rewarded investment in building
out infrastructure, many RUS loans were taken out with this support factored
into the decision. SNA, like LSS, is eliminated in its entirety with no offsetting
revenue recovery mechanisms introduced.

o $250/line/month ($3,000/line/year) cap remains in place, despite its completely
arbitrary nature. There is absolutely no empirical data sufficient to support
such a one-size-fits-all approach. This cap applies equally to Arctic Slope Tele-
phone Cooperative, Inc., as it does to an urban carrier serving the heart of New
York City even though cost models, the nature of expenses, and ability to re-
cover revenue (in which population density is paramount) are completely dis-
similar. Under no circumstance can a carrier receive more than $250/line/month
without losing support dollar-for-dollar for each dollar over the cap. Addition-
ally, very little is known about where this cap will fall in the coming years, a
shock of uncertainty certain only to paralyze investment.

e Many other rulemaking issues are still pending: Interstate Common Line Sup-
port (ICLS) Regression, Rate of Return (RoR) represcription, and the Unsub-
sidized Competitor Rule, among others.

It should be noted that none of these measures described above, those imple-
mented or still nascent, aim to give extended support to Tribal or small rural car-
riers, but rather unequivocally remove it. Ms. Clyburn’s contention, then, that the
small rural carriers and Tribal carriers under the weight of these new regulations,
and those on the horizon, do not need to hire experts and consultants to evaluate
the impact on their companies would be downright laughable if it came from an out-
side observer. The fact that such a calloused statement comes from one of the very
individuals who will arbitrate the waiver process is utterly chilling.

It must also be mentioned that the very process of understanding the impact such
complex formulas as the QRA alone—which creates annually changing caps (a con-
cept referred to within the industry as a “moving target”)—employed by the Com-
mission is a significant burden in and of itself, as many of these Tribal and small
rural carriers simply are not staffed with economists and mathematicians able to
quickly decipher the effect of the reforms. Other revenue cuts and program elimi-
nations, such as SNA and LSS, as well as the transition to bill-and-keep (the prac-
tice of reducing Inter-Carrier Compensation, or ICC, to zero), produce such a pro-
found effect of unpredictability that even well-staffed, experienced companies must
turn to consultants and specialists to gain a better grasp for the financial positions
of their businesses. The cynic may find his proverbial “cherry” on top in the form
of the acknowledged erroneous data used in the creation of the now-authoritative
QRA model, a point to which Ms. Shirley Bloomfield testified and on which Senator
Barrasso questioned Commissioner Clyburn, who could only respond that “[the
FCC’s] doors are open.”

Finally, to touch upon the testimony of the most experienced waiver veteran (a
matter still pending, one half-year after initial application, despite the FCC’s assur-
ance of a 45-day “shot clock”), Mr. Hee, similar to the assertion presented here, de-
scribed in his opening remarks the FCC’s treatment of small rural companies as
“guilty until proven innocent.” In fact, the Commission’s manner of addressing small
rural carriers seems to demonstrate systematic disdain. In a Notice of Proposed
Rulemaking (NPRM) from February of 2011, the Commission seems to encourage
mergers, as it seeks comment on “Streamlining the study area waiver process to
eliminate barriers to consolidation and rationalization of service territories.” ! Natu-

1Connect America Fund, A National Broadband Plan for Our Future, Establishing Just and
Reasonable Rates for Local Exchange Carriers, High-Cost Universal Service Support, Developing
a Unified Intercarrier Compensation Regime, Federal-State Joint Board on Universal Service,

Continued
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rally, eliminating barriers to consolidation and rationalization of service territories
eliminates barriers to the consolidation of the providers to those territories. If the
NPRM of February may be seen as a prophecy of things to come, the November
Order works to promptly fulfill it.

The June 8 Natural Resources Committee hearing in the House featured a per-
formance by Chairman Young in which he began stacking waiver applications each
thick enough to make the most thorough study Bible envious. This has come to be
known in the industry as the “waiver race,” in which companies, fueled by post-reg-
ulatory uncertainty and in panicked anticipation of the lobotomy to come, have
begun jockeying for position to be one of the few (according to the FCC’s own admis-
sion) to claim exemption from the ruthless rules.

Paragraph 542 of the November Order, directed toward mobile providers, offers
more support of the “guilty until proven innocent” concept:

“To the extent that a mobile provider makes arguments in its waiver petition
based on the profitability of specific cell sites, petitioner must explain why its
cost allocation methodology is reasonable [italics added].”

In essence, whoever stands before the Commission in the hope of obtaining a
waiver does so from a position of presumed inefficiency; in this case, their cost allo-
cation methodology will inherently be assumed unreasonable, which necessitates an
explanation on the applicants’ behalf as to why it is, in fact, “reasonable.” Naturally,
such a subjective assessment is treacherous when the applicant is already standing
in a shadow of doubt.

Though at this point it is mere speculation, it does not require much insight to
make a marriage of the Commission’s stated proclivity for consolidation and the No-
vember Order mayhem—small rural carriers may indeed find themselves walking
down the aisle in the near future.

Conclusion

When Chairman Young of the House Natural Resources Committee asked the
FCC’s Geoffrey Blackwell, “Who supported [the Order]?” he was met with the re-
sponse that the Commission gave unanimous approval. To this, Congressman Young
replied “Who is the Commission?” This exchange resonates because it is indicative
of a problem rooted deeply in the rulemaking process behind this Order. While Ms.
Clyburn, Mr. Blackwell, and other FCC representatives are quick to recite the party
line of “open doors” and “engagement,” the first phase of this Order is timed to com-
mence July 1 of this year, yet the Tribal carriers, carriers serving Tribal lands, and
the rural telecommunications industry at large are still scrambling for a halt and
revision.

According to the National Broadband Plan, “Tribes need substantially greater fi-
nancial support than is presently available to them, and accelerating Tribal
broadband deployment will require increased funding.” However, though this Order
provides Tribal funding, the combined effect of the previously mentioned cuts and
reductions, in actuality, leaves the Tribes with less support than before. If this truly
has been a good-faith negotiation, as the Commission will readily contend, why is
it tlz)at the regulated are 1n virtually unanimous disapproval of the resulting regula-
tion?

On behalf of the Small Company Coalition, representing rural independent telcos,
Tribal companies, and those serving Tribal lands, I implore you, Chairman Akaka,
Vice Chairman Barrasso, and members of the Committee to reciprocate the FCC’s
call for “accountability and transparency,” a loaded challenge misapplied to the
small carriers such as MATI and SWC with impeccable track records of superior
service to Tribal and insular areas, and demand that this mechanically broken and
logically bankrupt regulation be remanded to the Commission for meaningful revi-
sion and equitable return.

PREPARED STATEMENT OF MEAHILAHILA KELLING, EXECUTIVE DIRECTOR, KAI LoA
INc.

Chairman Akaka, Vice Chairman Barrasso, and distinguished members of the
Committee, thank you for holding this hearing to address the impacts of the Federal
Communications Commission’s (FCC) Connect America Fund Order (Order) on na-
tive communities across the country. My name is I. Meahilahila Kelling and I am

Lifeline and Link-Up: Notice of Proposed Rulemaking and Further Notice of Proposed Rule-
making, WC Docket No. 10-90, GN Docket No. 09-51, WC Docket No. 07-135, WC Docket No.
05-337, CC Docket No. 01-92, CC Docket No. 96-45, WC Docket No. 03-109, FCC 11-13, at para-
graph 21 (2011) (NPRM).
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the Executive Director of Kai Loa, the non-profit support organization of Ke Kula
‘o Samuel M. Kamakau, LPCS. In honor of Kamakau’s legacy as a “great Hawaiian
historian who also served his community as an outstanding writer, scholar, jurist,
and legislator, in 2000 a Hawaiian immersion charter school was formed in his
nang)e.hln July of this year we are opening our new site in Haiku Valley, Kane‘ohe
on Oahu.

I appreciate the opportunity to provide testimony on this critical issue that could
have devastating impacts on our operations and ability to serve our Native Hawai-
ian constituents. Sandwich Isles Communications, Inc. (SIC), owned and run by Na-
tive Hawaiians, provided and continues to provide us with affordable and reliable
telecommunications services. We will soon have their telecommunications and DSL
services in July of this year at our new campus located in Ha’ika Valley on the is-
land of Oahu. Ke Kula 0 Samuel M. Kamakau, a laboratory public charter school,
is a Pre- School through 12th grade Hawaiian-Medium Education Program with an
enrollment of 127 students. This school is a program of choice with special require-
ments for participation, the primary one being enrollment as a family. As a labora-
tory school program of the Hawaiian language college of the University of Hawai’i
Ka Haka ’Ula o Ke’elikolani, we are committed to the improvement of Hawaiian lan-
guage education. This includes the development of innovative ideas in research, cur-
riculum development, teacher training, and program development. We are gravely
concerned that if nothing is done to stop the calamitous effects of the FCC’s new
Order, we will lose the service we rely on to serve our students and families. Access
to affordable and reliable telecommunications is critical to ensuring we can keep
costs down so we can focus on our educational philosophy, which integrates high
standards in language, culture and values into the daily lives of participants as a
community. Without service from SIC, we could not talk about all the needs that
they usually provide to help serve Native Hawaiians.

We humbly request your assistance to ensure SIC’s investment in desperately
needed telecommunications infrastructure in our underserved indigenous commu-
nities continues. We have tremendous hopes for our future as native people and be-
lieve that our ability to compete in an increasingly global economy is directly tied
to our ability to access broadband communications infrastructure. Once complete,
SIC’s robust and reliable statewide fiber optic network will expand broadband capa-
bilities and provide affordable access for community anchor institutions, like ours.
This will result in substantial benefits for the entire state, but especially our rural
and remote communities, delivering improved education, healthcare, and economic
development opportunities in a way only broadband can provide.

As Hawaii’s only Rural Local Exchange Carrier (RLEC), SIC is the only carrier
that has consistently demonstrated its commitment to ensuring Hawaii’s rural and
remote areas have access to broadband infrastructure. SIC has and will continue to,
if given the opportunity, provide broadband access in Hawaii’s most rural and re-
mote areas, squarely in line with the spirit and intent of Universal Service. Plainly
put, we strongly believe the future broadband capabilities of our organization and
our community hinge on SIC’s ability to continue to fund critical infrastructure in-
vestments in our rural communities.

We respectfully request your assistance to ensure that SIC continue to receive
adequate funding to fulfill Congress’s vision of Universal Service for ALL Ameri-
cans, and to ensure that native communities, like ours, are not left behind.

Mahalo no ka ho‘olohe ‘ana mai.

PREPARED STATEMENT OF ALVIN PARKER, PRINCIPAL, KA WAIHONA O KA NA‘AUAO

Chairman Young and distinguished members of the Subcommittee, thank you for
holding this hearing to address the impacts of the Federal Communications Com-
mission’s (FCC) Connect America Fund Order (Order) on native communities across
the country. My name is Alvin Parker, Principal of Ka Waihona o ka Na‘auao Public
Charter School (PCS). Ka Waihona o ka Na‘auao PCS is located on the island of
Oahu and has over 600 students enrolled in grades K through 8. Our enrollment
continues to increase and we will soon expand our facilities to have the first ninth
grade class in the school year 2015-2016. We've also secured a 35-year lease with
the Department of Hawaiian Home Lands (DHHL) and are reassured knowing our
students and staff at Ka Waihona o ka Na‘auao PCS will continue to receive the
same high-level of services from Sandwich Isles Communications, Inc. (SIC)
throughout our lease agreement.

I appreciate the opportunity to provide testimony on this critical issue that could
have devastating impacts on our operations and ability to serve our Native Hawai-
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ian students and families. When no one else would, SIC owned and run by Native
Hawaiians, provided and continues to provide us with affordable and reliable tele-
communications services. We currently have (14) landlines from SIC and will receive
DSL service from SIC soon. We are gravely concerned that if nothing is done to stop
the calamitous effects of the FCC’s new Order, we will lose the service we rely on
to serve our Native Hawaiian communities. Affordable and reliable telecommuni-
cations access is critical to ensuring we can keep costs down so we can focus on our
educational philosophy which integrates high standards in language, culture and
values into the daily lives of participants as a community. Without service from SIC,
we could not talk about all our current and future needs that would help serve our
Native Hawaiian students and families.

We humbly request your assistance to ensure SIC’s investment in desperately
needed telecommunications infrastructure in our underserved indigenous commu-
nities continues. We have tremendous hopes for our future as native people of this
great nation and believe that our ability to compete in an increasingly global econ-
omy is directly tied to our ability to access broadband communications infrastruc-
ture. Once complete, SIC’s robust and reliable statewide fiber optic network will ex-
pand broadband capabilities and provide affordable access for community anchor in-
stitutions, like ours. This will result in substantial benefits for the entire state, but
especially our rural and remote communities, delivering improved education,
healthcare, and economic development opportunities in a way only broadband can
provide.

As Hawaii’s only Rural Local Exchange Carrier (RLEC), SIC is the only carrier
that has consistently demonstrated its commitment to ensuring Hawaii’s rural and
remote areas have access to broadband infrastructure. SIC has and will continue to,
if given the opportunity, provide broadband access in Hawaii’s most rural and re-
mote areas, squarely in line with the spirit and intent of Universal Service. Plainly
put, we strongly believe the future broadband capabilities of our organization and
our community hinge on SIC’s ability to continue to fund critical infrastructure in-
vestments in our rural communities.

We respectfully request your assistance to ensure that SIC continue to receive
adequate funding to fulfill Congress’s vision of Universal Service for ALL Ameri-
cans, and to ensure that native communities, like ours, are not left behind.
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PREPARED STATEMENT OF THE NATIONAL CONGRESS OF AMERICAN INDIANS (NCAI)

INTRODUCTION

The Mational Cemgress of American Indians (NCAL} {s the oldest, largest, and most
representative congress of American Indiens and Alaska Natives in the United States.
NCAT was crosted by tribal leadars in 1944 as a response to termination and
assimilation policies thaf threatenzd the existencs of American Indian and Alasha
Netive tribes, Siuce then, NCAI has fought to preserve the treaty righls and saveraipn
status of tribal govemmonts, while ensuring fhat Indian people may fully partizipute in
the political system. As the most representative organization of American Indian and
Alaska Mative wibas, NCAJ serves the broad interests of tribal governments aoross the
nation.

THE UNTVERSAL SERYICE INITIATEVE AND ITS EFFECT EN INDIAN COUNTRY

In £996 Congeass enacted the Telecommunications Act, which created the Linlversal
Servies Fund (USF) to provide support mechanisms for tzlecommunications earriers 1o
buitdout to unserved and underserved arvas, The USF is comprised of the High Cost
Progeam, Low Cost Program (Lifeline and Link Uyp), the Schools and Litraries
Propram (F-Rate), and the Rural Healtheare Program.

The programs nuder the USF were intended to provide funds to deploy ubiquitous
{elecommunications services throughout the country. USF [unds raised the telephone
availability rate to 96 pereent of households in the United States.’ However, tribal
lands and many ruraf communitics across the country received limited 1o no benefits of
connectivity,

While a majority of the coumlry received the benefit of universal telephone servics, the
latest data ifustrates o dismal picture for iribal lands experiencing a telephone service
penetration rate of ahowt 68 percent.” While the telephone service penetration rates in
Indien Country are considerably fower than the rest of the country, there have been
some suecdssti] outcomes of the TISF.

For instanoe, the Tribal Lifeline and Link Up programs experienced a significant
increasa in subscribership from 2000 throngh 2011. Eligible Telecommunications
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Carriers (ETCs) reparted in 2011 that there wera 24 times as many people subscribed to Tier 4
Tribal Lifeline than there was in 1the year 2000.™ Similaly, ETCs reported there were 90 thues as
ety people thet wtilized the Tribat Link Up program {n Decembar 2011 than had in 2000."

TRANSITION TO THE COXNECT AMERICA FUND

The Federal Communications Commission {FCC) recogaized that with the constently changing
anvirorment of technzdogy, the find was becoming archaic i its mission. While fimds were
specificaliy targeted at providing ubiquitous analog elephone service, it did not necessarily meet
the growing broadband technology needs of the United States,

Traditional plain old telephone service (POTS) relying on a fixed wireline infrastructure gave way
1o an explosion of advanced breadband lechnologies that snpported Velee aver Internet Protocol
{VoIP) and other high-speed inmternet based applications. Fixed terresteial networks such as Dial-lp
intemet became unable ¢ support these advancements and paved the way for development of
Bizitat Subscriber Ling (DSL) and high-spasd Bber secvices,

A compleie ovarhan! of telecommunications regulations was needed 1 shill UST resources fiom
POTS io broadband vapable devices, On Movember 18, 201 the FCC reieased a2 Keport and Order
and Furtier Notiee of Proposed Rulemating overhanding the USF and substantially revising its
interearrier campensation (1€ C) mechanisms.” This Order adopted 2 new Connect America Fund
{CAF). and a new Mability Fund including a set-aside *Tribal Mability Fund®. This FOC Qrder, 759
pages in length. represents a sipnificant overhaul of wlecommunieations regulation in nearly a
coRtury.

Tig MOBLITY FUNi AND TRIBAL MOBILITY FuND

O May 25, 2012 the FOC mleased s Pubiic Wotice designating the procodures for e Muobility
Fund Phass | auction to coour on September 37, 2012, Known ag Auetion 301, this reverse suchon
will award 5300 million 1 one-time sepport te creriers conmuitted to providing 30 or belter mobile
services in unserved areps. Phase | Mobility Funds ace nime:d at maximizing s cumber of med
miles cavered by mobile services and carriers must ¢otmit w the provision of 3G services within
two vears, or 4G services within three years,"”

Although tribally ownad or controlled providers will be aligible to participate in the Mability Fund
Phase | auction. and reccive g 23 percent bidding credit for this auction. there will be an additional
£50 mitlion alloented specifically for tribes that will go to avction in 2013."" The rules nnd
regulations have not been teteased for the Tribal Mobility Pund Phase [ avction as the FOC hes vet
fo release 3 Naotice solicithng comments. There will alto be sebseqeent avands of the Mebility Fund
and Tribud Mobifitly Fund, The Mobility Fund Phase 11 saction will consist of $300 miliion. while
thers will be o additonal $100 million set aside for a Triba! Mability Fund Phase 17,

SUPPORT FOR THE CAF "TRIRAT, ENGAGEMENT PROVISIONS’

In this Digital Age, broadband has become essential to any lsgitimate nation of equal apportunity;
Tast year the United Mations announced that access 1o the internet is o basic human right and wa
firmty believe this to hald true for American Indinns and Alaska Natives." According to the
Mationat Broadband Plan $5 pereent of the U.S. tofal population resides in housing units that have
Access o terrestrial broadband infissiructire,® whils an estimated less than ten percent of wwibat
tands lnve access to terrestrial internat services™
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Unfortunately, many of 15 wha live and work in Indian Country have experienced first-hand this
disadvantage of Insuffisient aceess to high-speed and affordable wirsless and wireling broadband
seivioes, Access to broadband services on wibal lands is vilal to health services and first responders,
aducation facilitles, and growing and creating new busingsses and jobs for tribss and Lhelr
menzhership. Broadband zcoess alsc offess the nppariunity for tribes to stimsdate state and focat
BLOROMICS,

Recognizing the need for broadband in Indian Country, NCAT is pleased that the FQC has Weluded
much nesded “Tribal Engagement Provisians® for ETCs receiving CAF Funds. Parageaph §04 of the
CAF Order states that;

ETCs serving Tribal lands must include in their reparts documents or information
demonstrating that they having meaningfully engaged Tribal governments in their
supportod arcas, The demenstration must document that they had discussions that, st
& minfen, Tnetuded: €1) & noeds assessperd and depleyment planning with a focus
an Tribse! coparnmity ancher mstinnions; {2) feasibility and sustainabiity planning;
{3} marketing serviee in 2 culturally sensitive manner; {40 siahig of way processes,
land use permitting, facilities siting, environmental and cutllural presecvation review
processes; and {3) compliance wilh Trital business and licensing requirements.™

Through these provigions the FCC has inereased accountability measures for UST fand recipicnts,
ensured preservation af the USF for the future, and recognized tribal sovereignty and the federal
trust relationship, Bstablishment of these requirements for ETCs serving tribal kends will enable
tribal governments fo sxorcise their sovercign right to selfdetermination.

OQPPOSITIONS TC PETITIONS FOR RECONSIDERATION ON “TRIBAL ENGAGEMENT PROVISIONS
Although there kave been Petitions for Reconsidereiion Fled apeinst the Tribsi Engngement
Provisions, NCAI ard Native Public Media (NP have responded with Oppesition filings. For
instanee, o group of Rural Incumbent Local Exchangs Carriers Serving Tribal Lands’ submitted a
Petiticn for Reconsideration staling ihat the Tribai Enpagement Provisions wers nut supparted by
the record of filings with the FCC; inconsistent with the Telecommunications Act, state, and federal
Iaw; “unconstitutional’; and unduly burdensome for ETCs serving tribal lands,"!

NCAT and NPM filed 2 Joint Cpposition to this Petition fur Reconsidezation stating that, “The CAF
Order takes a major pasitive step toward fitlflbing the PCC's obligations to empower Nalive Tribes
1o help guide the daployment of high speed broadband s Indian Countey, by recognizing certain
soversizs rights of Tribes over thelr internal affairs.”™" Similarty, NCAS sud MPM addressed each
cf the oppositions filed by He *Rursd Incumbent Local Exchangs Carriers Serving Tribal Lamds’
stating that:

None of these arguments are persuasive, The FCC's actions in this regerd are fully
supported by the record in these proceedings and consistent with sound, historie
conslitutional principles. This Petition Is a throwback to a time befors Tribal
sovereignty rights hod besn recagnized by the Commission, Tt is 1oo ke to turn back
the clock, however, Petitioners shoukd not be atlowed to seek to reap the benefit of
their incumbent status, and the escromic support provided by USF or CAT fimding,
whike ignoriag the sovercign right of Tribal governments to determine the needs of
Wative peoples™
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NCAL NPM, and numeraus other tribal govemnments, telecommunications companias, and
organizations have pasticipated in over a decade of proseedings with the FCC to gaio thase
important enpagement provistons that iribes llave oblained through the CAF Order. The POCs
‘Natioral Brosdband Plan incleded unprecedented fnpltt Stom the afrementioned tribal entities and,
“faifter recognizing ihe dire siteation in zdan Tountry..the FCC apened several proceedings and
received huncreds of comments related & fhe speoial folseommunications needs of Tribes™" The
resaits of that input have waiited in the FOCS declaration and support of the “Tribal Engopenent
Provisions’.

CONGRESS SHOULD BESTARLISH A NATIVE NATIONS BROADBAND FuND

‘While the CAF Order has Included over o deende of tribal input and has resulted it “iribes® and
ftribat entities” referenced throughout the 754 page order, thers Is stilt work to be daong liw
broadband deploymeut in fndian Country. Establishment of the Mability Funds and Tiibat Mobiliy
Funds were a good initial steps 1o bringing broadband services fo Todian Country, howaven,
Congross shanid acs.on resommendations previded B the National Breadband Plen {NBF). Por
instanez, as specitied in the NBP, “Recommsndaticn 3.3 %: Dongress shaald eonsider ostabhithiag &
Triial Browdtband Fund 1o support suslainable broadbend deployment and sdoption in Tribat lands,
and all federsf sgeneies that npgrade connectivity on Tribal fends siouid coordinate such upgrades
with Tribal governments and the Tribal Broadband Fund prant-making process.™™

This Tribal Broadband Fund, or Native Nations Broadband Fund, would provids grants to tribes to
vonnect anchor institutions, conduct planning and faagibility studies, business development and,
implementation, and-—tuost impartanily—digital literacy and technical assistance traiing ™™ As a
onsansus based organization, NCAT's membership has passed numerous Resohations calting for
e sreation of a Mative Natfons Breadhand or Tribat Mobility Fund including Resoluiiont RAP-
10005, Resnlutionk RAP-1D-00%. and Resolutiond ABQ-13-061.%¢

SUrPoRT A BEMCATER BULGET FOR 71 EQL78 OFPICE OF MATIVE AFFAIRS AND POLICY
NCAL is pleasad that the FCC created the Offics of Malive Affairs end Pojley, The NFE's
recommendation 9,14 stated that the FCC should ereate an Office of ‘Tribaf affairs to, *...consull
regularly with Trilsal leaders, to develop and drive a Trital agenda in coordination with ether FCC
bureaus and offices,, ™™ ‘This Ofice has served ag the fosal point of the FCC™s eonsultslion sfiorls
and the results of this have been witnessed In numearous rillemaldings that have procseded since the
Qffice’s creation.

Hawever, 2 dedicnied budget for tie FOO's Office of Native Affairs has yel ta be established. The
Oiffice relies an 2 Continuing Resotuiles Tor fanding 3s the sole point of contact and consultation
for tribss. 1 must reeive & dedicaled budaet to booots faily stalfed and continue B vial
operations. MCAI's membership has passed Resolution #WEE-{ 1-006 caliing for full funding of
the Office in the amouni 0f%$2 miltion, ™

CONCLUSION

While there have been strong goneerns regarding the FOU'a April 25, 2012 Benchmarks Qrder,

complete Cangressional ovarhaul of the Conneet Amerjea Fund Order would be dettimental 1o

tribes. There zre important provistons that have been includad in the FCC's Conacet Ameyien Fund

Cirder that inchrls iribes, their members, and their goveraments. Since greaticn of the FUOs Offics
£ Native Affsirz snd Policy thavs has bean increased Inchusion sed reforcacs 1o hibes in FOC
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rujemakings and notices, However, to ensure full tribal inclusion there must be established a
dedicated budget Tor the FCC's Office of Mative Affairs and Palicy ta cany out consultatians wilh
tribes across ke country and further build a record of broadband disparities in tribal communilies.
NCAI will continge to work with &ibes across the natfon fo ensurs that meaningful consultation and
inctusion is occurring. We must all work in 2 coordinated ofTort to bring broadband services te
tribaf and revel communities across the country for the benefits of telemedicine, long distance
learming, and economic development.
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PREPARED STATEMENT OF THE OFFICE OF HAWAIIAN AFFAIRS (OHA)

Aloha e Committee Members. The Office of Hawaiian Affairs (OHA) thanks the
committee for providing indigenous communities the opportunity to comment on this
important issue. OHA is deeply concerned by the Federal Communications Commis-
sion’s (FCC) order that would “reform” the Universal Service Fund (USF) by July
1, 2012. This “reform” would actually stifle efforts to provide equal access to tele-
communications in native Hawaiian communities and ultimately exacerbate the dig-
ital divide in America.

As background, OHA is a unique, quasi-independent state agency established by
the Hawai‘i State Constitution and state statutes. Our purpose is to better the con-
ditions of all Native Hawaiians, regardless of blood quantum. Guided by nine trust-
ees elected by the voters of Hawai‘i, OHA advances the interests of Native Hawai-
ians and serves as a fiduciary for Native Hawaiian public trust funds and other re-
sources.

As our society becomes increasingly dependent on technology, it is critical that
residents of native communities—such as our Department of Hawaiian Home Lands
(DHHL) communities—have equal access to telecommunication services. In many
ways, telecommunication services, such as telephone, broadband and wireless tech-
nologies, empower these often-isolated native communities to maintain their distinct
character and cultural traditions while keeping them connected to the rapidly
changing world around them.
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The unique nature of DHHL communities presents challenges for telecommuni-
cation service providers. Enacted in 1921, the federal Hawaiian Homes Commission
Act established a trust of 200,000 acres of land to provide for the rehabilitation of
the “native Hawaiian” people through a government-sponsored homesteading pro-
gram. The act defined native Hawaiian as any descendant of not less than one-half
part of the blood of the races inhabiting the Hawaiian Islands previous to 1778.
Today, these DHHL homestead communities are located on six of the eight main
Hawaiian Islands and are found primarily in remote, rural areas—with a few in
urban areas—and are separated by both private- and government-owned properties
and the open ocean. These communities have geographic accessibility issues that
create the kind of high costs that are unattractive to most carriers. Sandwich Isles
Communications, Inc., (SIC) was created to serve these communities when large car-
riers would not.

The FCC’s new “reform” rules would result in funding cuts to SIC that will se-
verely reduce its ability to finance its telecommunication services and could bank-
rupt the company, potentially leaving 6,400 native Hawaiians without telecommuni-
cation services.

The USF was established to encourage telecommunications companies to provide
access to telecommunication services to all Americans—the universal service con-
cept. We respectfully request that Congress continue its active role in supporting
the universal service concept by ensuring that USF reforms do not disproportion-
ately affect native Hawaiians and other native populations.

Thank you for the opportunity to comment.

PREPARED STATEMENT OF HON. TERRY RAMBLER, CHAIRMAN, SAN CARLOS APACHE
TRIBE

Introduction

Good afternoon, Chairman Akaka, Vice Chairman Barrasso, and Members of the
Committee. My name is Terry Rambler and I am the Chairman of the San Carlos
Apache Tribe. Thank you for the opportunity to submit this testimony about the im-
pacts of the Federal Communications Commission’s (FCC) Universal Service Fund
(USF) and Intercarrier Compensation (ICC) reforms on the San Carlos Apache Tribe
(Tribe) and the San Carlos Apache Telecommunications Utility, Inc. (SCATUI), a
tribally owned provider.

We are greatly concerned that the FCC Connect America Fund Order (Order),
which is scheduled to take effect on July 1, 2012, will cause substantial harm to
SCATUI and the telecommunications services provided to tribal members on the
San Carlos Apache Reservation (Reservation). The Order provides for comprehen-
sive reforms of the USF and ICC support mechanisms. The stated goals of the Order
are to prevent waste, fraud, and abuse and to address the broadband gap in rural
and underserved communities. Our hope is that the Order will do what it is in-
tended to do and actually help SCATUI and the Tribe instead of hindering our
progress or our ability to provide telecommunications services to our residents.

Background

The Tribe entered into the Apache Treaty of Santa Fe with the United States in
1852. The Treaty promised the Tribe a permanent homeland in its aboriginal terri-
tory. In exchange, the Tribe agreed to end hostilities with the United States. The
aboriginal territory of the Tribe included the western part of Texas, the current
states of Arizona and New Mexico, and part of Mexico.

The Reservation was established by executive order on November 9, 1871. As a
result of removal policies of the United States, various bands of Apache were forc-
ibly removed to the Reservation. These bands included the Coyoteros, Mimbrenos,
Mongollon, Aravaipa, Yavapai, San Carlos, Chiricahua, Warm Springs and Tonto
Apaches. Famous Apache leaders who were located on the Reservation included Ge-
ronimo, Cochise, Loco, Eskiminzin, Nachie, Chatto, and others. The United States
diminished the Reservation several times by executive orders due to the discovery
of silver, copper, coal, water and other minerals and natural resources.

The Reservation is located within part of our aboriginal territory, and spans 1.8
million acres in southeastern Arizona. The Reservation is isolated and rural with
difficult terrain. The Reservation lacks infrastructure due to the deep stands of tim-
ber, jagged outcroppings, and rocky canyons. The Reservation is home to approxi-
mately 11,000 tribal members.

The socioeconomic status of the Tribe is comparable to many reservations. The
unemployment rate on the Reservation is about 68 percent. Approximately 72 per-
cent of Reservation residents live at or below the poverty line. In addition, 75 per-
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cent of SCATUI’s customers are recipients of FCC’s Lifeline program, which pro-
vides monthly discounts to low-income customers.

Throughout the 1900s, the Reservation had limited telecommunications and infor-
mation services. The service provider from approximately the 1960s to the mid-
1990s was US West (now Century Link). US West charged thousands of dollars for
basic phone service that left a vast majority of tribal members without any service.
Mild rainstorms would shut down our old system, and it would take US West an
average of three weeks to come to the Reservation to fix the system. As late as 1995,
US West’s system served only 28 percent of the residents and businesses on the
Reservation. The system served 607 access lines, which encompassed 122 residential
customers.

During this time, public phone service on the Reservation was generally limited
to the police department, the health clinic, and the mission church. The few tribal
members who had phone service shared a party line with neighbors. The police de-
partment also had one pay phone at this time. As a result, most residents would
collect coins and line up outside of the pay phone to wait for the opportunity to
speak to relatives and loved ones that were traveling, working off reservation, or
serving in the military.

To address this wide gap in phone services, the San Carlos Apache Tribal Council
established SCATUI in 1994 and bought out US West in 1995. SCATUI is a tele-
communications provider wholly owned by the Tribe. SCATUI’s mission is to de-
velop, finance, construct and operate a telecommunications company on the Reserva-
tion. Today, SCATUI serves approximately 2,436 access lines throughout the Res-
ervation, which includes 1,662 homes. Increasing residential telecommunications
service on the Reservation twelve-fold during SCATUT’s eighteen years of existence
is a remarkable achievement.

In addition to traditional voice services, SCATUI provides Digital Subscriber Line
Broadband, Cable Television, Internet Protocol Television (IPTV), and managed IT
services. SCATUI is the only tribal telecom in the Nation that provides IPTV. More
than 207 miles of copper and fiber optic lines on the Reservation ensures quality
service is being provided to tribal members. SCATUI operates with remarkable pro-
ficiency despite numerous barriers that are common in Indian country. For example,
the Tribe is located on mountainous terrain, faces considerable distances between
communities with geographically scattered housing, and has a high volume of low-
income residents. These factors, combined with high infrastructure costs and limited
access to capital, make providing telecommunications services on the Reservation
challenging. These circumstances provide little to no incentive for other providers
to serve our Reservation. Without SCATUI, our Reservation could easily return to
the days of extremely limited service.

SCATUI relies significantly on two federal programs—the USDA’s Rural Utilities
Service (RUS) lending program and the FCC’s USF and ICC programs. SCATUI
based its business model on the consistent interaction of these programs. SCATUI
sought, and USDA approved, RUS loans to build out infrastructure for our system.
These loans were based on the anticipated funding from FCC’s support programs
(USF and ICC) as they existed at the time. Because of RUS, SCATUI was able to
build the service network that is in use today. Through the FCC support programs,
SCATUTI’s customers have been able to access affordable telecommunications serv-
ices on our Reservation that were unimaginable just 15 years ago.

FCC’s Proposed Reforms Will Harm Telecommunications Services on the
Reservation

The Tribe supports the goal of limiting waste while expanding broadband to rural
and underserved communities. However, if the Order is implemented without any
changes, the Tribe will quickly return to the days of limited connectivity, which is
at odds with the FCC’s goals. This result is also contrary to the goals in the Na-
tional Broadband Plan, which acknowledges that tribes “need substantially greater
financial support than is presently available to them, and accelerating tribal
broadband deployment will require increased funding.”

Unfortunately, the Order has the potential to harm tribally owned providers like
SCATUI. For example, the Order contemplates reducing the interstate rate-of-re-
turn, which is currently set at 11.25 percent. The FCC believes that the current rate
does not reflect current market realities and is considering rates between 8-10 per-
cent. FCC’s preliminary analysis determines “that the authorized rate-of-return
should be no more than 9 percent.” The effect of decreasing the rate-of-return will
lead to a massive reduction for SCATUI. SCATUI estimates that a 9 percent rate-
of-return will lead to an annual loss of $335,481. An 8 percent rate-of-return would
negatively impact SCATUI $463,171 annually.
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Even at the current rate of 11.25 percent, SCATUI is operating at a deficit and
is experiencing serious difficulties in meeting its RUS loan repayment and other ob-
ligations. This proposed scheme would seriously undermine SCATUT’s ability to con-
tinue as a viable business. Without broadband Internet access and reliable voice
service, SCATUT’s plans for expansion and upgrades of services would cease. This
situation would be detrimental to the tribal government’s plan for economic growth
on the Reservation. We urge the FCC to carefully consider the unique challenges
of tribally owned providers like SCATUI as it continues to make decisions about im-
plementation of the CAF Order. Furthermore, we urge the FCC to keep the 11.25
percent rate-of-return in place until the impact of the other reforms on Indian coun-
try can be assessed.

To mitigate the adverse impacts of the Order, the FCC offers the waiver process.
This process is available to providers who face significant financial impacts as a re-
sult of the Order. At this point, SCATUI does not plan to apply for a waiver; how-
ever, if the rate-of-return percentage decreases, then SCATUI will be forced to
apply. If a waiver ends up needing to be filed, we have several concerns about the
waiver process itself. According to the Order, the waiver application will be sub-
jected to a “rigorous, thorough and searching review comparable to a total company
earnings review.” The Tribe is concerned that this process may require disclosures
of proprietary and sensitive information about the tribal government and tribal gov-
ernment-owned enterprises. Further, even though the FCC has told us that consult-
ants are not needed to file a waiver application, SCATUI does not have sufficient
staff nor the expertise in-house to do so and, thus, would need to hire experts to
prepare and file the waiver. Also, the FCC’s $8,000 waiver application fee alone—
not to mention all the costs that we would incur to put the application together—
is a tremendous cost for SCATUI, which is already struggling to meet its financial
obligations. Moreover, the process is uncertain and there is no guarantee that the
FCC would grant our waiver request. We urge the FCC to consider streamlining the
waiver process for tribally owned telecommunications providers to establish cer-
tainty in the process, to address the cost burdens on filing a waiver, and respect
tribal sovereignty and the federal government’s treaty and trust obligations to In-
dian tribes.

The current environment of uncertainty has prevented SCATUI from moving for-
ward to expand service to cover the many “dead zones” on our Reservation. These
delays, in turn, pose significant health and safety threats to our people. In 2010,
an American Recovery and Reinvestment Act of 2009 (ARRA) Broadband Initiatives
Program (BIP) grant—loan was awarded to SCATUI through RUS. A sizeable por-
tion of the funds has been allocated to build towers in an unserved area to alleviate
dead zones in areas where residents conduct ranching and outdoor recreation activi-
ties. However, because of the uncertainty about the impacts of the Order and its
perceived reduction of revenue streams, SCATUT’s build out has stalled.

The lack of phone service in the dead zones causes delay in getting emergency
help to tribal members. The nearest phone is often 30 minutes away. The Tribe is
concerned that delays in medical treatment may actually make medical conditions
worse. These impacts are unacceptable. Telecommunications can mean the dif-
ference between life and death.

The Tribe is also concerned that the FCC failed to conduct meaningful consulta-
tion with tribal governments on the Order. Tribal consultation is clearly con-
templated in the FCC’s Statement of Policy regarding its relationship with tribal
governments. Moreover, meaningful consultation during which affected tribal gov-
ernments engage with senior officials falls within the spirit of Executive Order
13175, “Consultation and Coordination with Tribal Governments,” which requires
all federal agencies to consult on matters that have significant impacts on tribes.
The Tribe urges the FCC to recognize its own policy and engage in government-to-
government consultation with all federally recognized Indian tribes that will be im-
pacted by the Order prior to its full implementation. We were encouraged to hear
recently though that the FCC plans to travel to Arizona to meet with us and other
tribes to discuss the Order and its impacts on us.

Conclusion

The San Carlos Apache Tribe is still assessing the impacts of the Order on
SCATUI and on our Reservation. Without adequate support and relief mechanisms
in place, SCATUI will be left behind as FCC moves the rest of the country into the
21st century. We urge the Committee to assist us in ensuring that SCATUI is not
negatively impacted by the Order and that it has adequate resources to continue
providing necessary telecommunications services on our Reservation in all the
places that it is needed.
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Thank you for the opportunity to submit this testimony on behalf of the San Car-
los Apache Tribe.

PREPARED STATEMENT OF THE CONFEDERATED TRIBES OF THE WARM SPRINGS
RESERVATION OF OREGON

This statement is being presented on behalf of the Confederated Tribes of the
Warm Springs Reservation of Oregon as written testimony addressing “ Universal
Service Fund Reform: Ensuring a Sustainable and Connected Future for Native
Communities”. We appreciate the Senate Committee on Indian Affairs’ attention to
this matter and its willingness to accept tribal community comment and testimony.

Last month, the Confederated Tribes of Warm Springs, in Oregon, became the 9th
tribally owned, operated and certificated telecommunications company to offer tele-
phone service and high-speed, broadband Internet to our reservation. It has taken
many years and a lot of hard work to get to this point in the development of our
company. However, we are now beginning the process of serving every home, busi-
ness and government agency on the reservation with these services. Someday, we
hope to also offer video services.

Like many other tribal nations, Warm Springs lacked basic telecommunications
services throughout much of the reservation. With only about 60 percent of our
members having a telephone and limited Internet access, school teachers couldn’t
call parents to tell them about their sick child, a son couldn’t call anyone to report
that his father had a heart attack and needed emergency medical care, and students
couldn’t come home from high school to do their homework on-line like their coun-
terparts in the neighboring town, where our tribe’s students attend school.

In addition, Warm Springs has 60 percent unemployment in our community. Jobs,
especially good jobs, are hard to come by. We have tried to get companies to move
to our reservation and build new industry, but without fiber optic cable capacity and
broadband availability, businesses were not interested.

In 2002, we started telecommunications planning with a needs assessment, then
followed by a telecommunications strategic plan, that identified the lack of tele-
phone, Internet, television but probably most importantly, public safety radio capa-
bilities. Our police and fire two-way radio network was so limited that we only had
one frequency to be shared by both the police and fire to use at the same time. After
working with consultants, we received nearly $2 million from FEMA, Homeland Se-
curity grants, to build out this very important network in a phased approach. The
work continues as we add new towers, frequencies, a new dispatch console, and new
computer aided dispatch equipment to use with this network to meet federal stand-
ards for interoperability.

The biggest challenge has been to improve the telephone and Internet services on
the reservation. After many years of working with the incumbent phone company
to try to secure enhanced services, it became clear that the local phone company
could not justify the cost of the substantial capital investment necessary to upgrade
the legacy network. Even securing basic phone service has been a challenge, with
remote residents being asked to pay $1,000 line extension fees. The only way to en-
sure the quality and capability of service that tribal members deserved was to take
matters into our own hands and create a tribally owned telephone and Internet
company. This mirrors the experience of the other tribally owned telephone compa-
nies.

Building our own phone company has been a very long, tedious project. We re-
ceived grant money from RUS and EDA for strategic planning. After years of deter-
mining the best plans, we were exceedingly lucky that as we were ready to go to
pursue funding options when broadband funding from the American Recovery and
1Reinvestment Act became available, and we received $5.6 million in grants and
oans.

Getting the funding was only part of the process. We formed a tribally recognized
enterprise corporation and then filed with the state of Oregon as a foreign corpora-
tion. We worked hard to receive all the regulatory authority certifications. After a
number of years working with the Oregon Public Utility Commission and the FCC,
we were able to receive all the needed regulatory certifications. Once all these ele-
ments were in place, we signed an interconnect agreement with the local telephone
provider and found other companies that would transport our signal off the reserva-
tion. We then hired an engineering company with great experience, who not only
has designed our network, but has helped with purchasing all the necessary equip-
ment to create a carrier-class telecommunications company, Warm Springs Telecom.

Ten staff have since been hired and, except for some people with specialized tech-
nical expertise, all are from Warm Springs. Eventually we will fill up to 19 posi-
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tions, which may not sound like a lot of jobs, but these are good jobs, educated jobs,
jobs with a future for our young people. We also believe that this state-of-the-art
telecommunications network will attract new businesses to the reservation, creating
more jobs and raising the overall quality of life for tribal members.

This is just a very quick overview of our new Telco. But the message the Confed-
erated Tribes of Warm Springs want to leave with this Committee is that tele-
communications infrastructure is critical for everyone, including tribal nations.
Without telecommunications, including fiber based broadband networks, there is no
way to create jobs, improve healthcare and offer new educational opportunities for
our people. But it is a very hard, long road to travel down, as Warm Springs has
discovered.

It is important that this Committee work to ensure that tribal lands are not ne-
glected once again. As this is a complicated and expensive process, it is necessary
to help with funding and regulations that will enable tribal lands to serve their peo-
ple in a way that each Tribe sees fit and that respects tribal sovereignty. Tribes
have been overlooked and unserved by the incumbent companies that were selected
to serve them. It is time for Tribes to be able to get these services to their people.
This committee must consider the options available. This includes:

e regulations that will help facilitate this process at the federal and state levels;
e financial support for poor tribal communities; and,

e technical expertise to help tribes understand and work with the consultants and
engineers who are needed to make this a reality.

Thank you for consideration of our comments and recommendations.

PREPARED STATEMENT OF KALI WATSON, CHAIRMAN, ECONOMIC DEVELOPMENT AND
HousING COMMITTEE, SOVEREIGN COUNCILS OF THE HAWAIIAN HOMELANDS AS-
SEMBLY

Chairman Akaka, Vice Chairman Barrasso, and distinguished members of the
Committee, thank you for holding this hearing to address the impacts of the Federal
Communications Commission’s (FCC) Connect America Fund Order (Order) on na-
tive communities across the country. My name is Kali Watson and I am the Chair-
man of the Economic Development and Housing Committee for the Sovereign Coun-
cils of the Hawaiian Homelands Assembly, formerly the State Council of Hawaiian
Homestead Associations, which was founded in 1987 about 25 years ago to unite
homestead communities and to advocate for the beneficiaries of the Hawaiian
Homes Commission Act of 1920. The SCHHA is the oldest statewide advocacy orga-
nization representing the interests of more than 30,000 beneficiaries and families
residing in the communities of the Hawaiian Home Land Trust. Its mission is to
promote the self-determination of native Hawaiians and the well-being of the people
within the various homestead communities. The SCHHA has over 30 homestead as-
sociations as members, and also includes the Association of Hawaiians for Home-
stead Lands (AHHL), which is composed of individuals who have applied for and
are waiting to be awarded a lease. According to the DHHL 2011 Annual Report,
there are over 41,000 eligible applicants waiting for a residential, agricultural or
pastoral lease. As a collective group, we understand the important role SIC has in
providing affordable telecommunications and broadband services to homesteads.

I appreciate the opportunity to provide testimony on this critical issue that could
have devastating impacts on our operations and ability to serve our Native Hawai-
ian constituents. When no one else would, Sandwich Isles Communications, Inc.
(SIC) owned and run by Native Hawaiians, provided and continues to provide us
with affordable and reliable telecommunications services. After several years of in-
tensive community-based planning, the Nanakuli Hawaiian Homestead Community
Association (NHHCA) is developing a major “village center” project that will include
a multi-purpose cultural community center, a 48-unit affordable rental housing com-
plex, commercial retail spaces with a CVS Store as the major anchor tenant, and
the Waianae Coast Comprehensive Health Center. This exciting community develop-
ment project which will be located on a 13.57 acre site centrally located in the
Nanakuli community (adjacent to the Nanaikapono Elementary School and the new
YET Boys & Girls Club), was awarded a long-term 65-year lease from Department
of Hawaiian Home Lands.

We will soon have landlines and DSL from SIC. We are gravely concerned that
if nothing is done to stop the calamitous effects of the FCC’s new Order, we will
lose the service we rely on to serve our Native Hawaiian communities. Affordable
and reliable telecommunications access is critical to ensuring we can keep costs
down while providing the necessary services to our clients on all islands. Without
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service from SIC, we could not talk about all our current and future needs that
would help serve our Native Hawaiian clients.

We humbly request your assistance to ensure SIC’s investment in desperately
needed telecommunications infrastructure in our underserved indigenous commu-
nities continues. We have tremendous hopes for our future as native people of this
great nation and believe that our ability to compete in an increasingly global econ-
omy is directly tied to our ability to access broadband communications infrastruc-
ture. Once complete, SIC’s robust and reliable statewide fiber optic network will ex-
pand broadband capabilities and provide affordable access for community anchor in-
stitutions, like ours. This will result in substantial benefits for the entire state, but
especially our rural and remote communities, delivering improved education,
healtgcare, and economic development opportunities in a way only broadband can
provide.

As Hawaii’s only Rural Local Exchange Carrier (RLEC), SIC is the only carrier
that has consistently demonstrated its commitment to ensuring Hawaii’s rural and
remote areas have access to broadband infrastructure. SIC has and will continue to,
if given the opportunity, provide broadband access in Hawaii’s most rural and re-
mote areas, squarely in line with the spirit and intent of Universal Service. Plainly
put, we strongly believe the future broadband capabilities of our organization and
our community hinge on SIC’s ability to continue to fund critical infrastructure in-
vestments in our rural communities.

We respectfully request your assistance to ensure that SIC continue to receive
adequate funding to fulfill Congress’s vision of Universal Service for ALL Ameri-
cans, and to ensure that native communities, like ours, are not left behind.

O
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