EXHIBIT 3
DEMONSTRATION OF RISK OF RATE INSTABILITY OR SERVICE INTERRUPTION OR CESSATION

The operating environment in which the Whidbey Telephone Company ("Company”) finds
itself is one of great financial uncertainty. In large part, this financial uncertainty stems from
the Transformation Order issued by the Federal Communications Commission.! The
Transformation Order has built in an automatic decline in the Company's intrastate and
interstate access revenues. The intercarrier compensation portion of the Transformation Order
introduces a concept of a base line year for calculating revenues and provides support from the
Connect America Fund ("CAF") based on the base line year. However, the base line year
revenues (from which the level of CAF support is derived) are reduced iteratively by five
percent each year. The Company had been exploring ways of addressing access bypass to
increase access revenues. However, any increase in access revenues under the Transformation
Order would simply be a reduction in CAF support and no new net revenues would be
produced. The CAF support reduction began July 2012. Projecting through the calendar year
2015, including additional reductions that will occur July 1, 2015, the Company is seeing a
reduction in annual support from the base line revenue amount of $390,945.

In addition, by order of this Commission, the traditional universal service access rate element
and related pooling fund have been terminated effective July 1, 2014. Using 2012 as a base
line, which is the |atest year with final pool numbers, the Company is facing a loss of traditional
universal service fund revenues of approximately $306,000 per year.

In addition, the Company has seen some migration of customers "cutting the cord” to move to
wireless or other service as their sole method of telecommunications. Further, in moving to the
federal urban rate floor, the Company has seen an accelerated pace of customers giving up
their land line telephone service subscribership. A loss of customers easily equates to a loss of
revenue without a corresponding reduction in expenses.

In addition, during the 5-year period ended December 31, 2013, the Company has seen its
Federal high cost loop support vanish —declining from $1,100,916 in 2009 to 50 in 2013,

These factors have led to the risky financial condition of the Company, as reflected in the
financial reports that are part of the Petition.
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The combination of factors noted above creates a situation in which, without support from the
state universal service communications program, the Company may be faced with a choice of
increasing rates further, which may drive more customers away, or cutting service in order to
be able to match expenses to revenues. Neither choice presents a viable path for providing
good service to customers. The dilemma presented by these choices reflects the risk of rate
instability or service interruption or cessation to which the Company is subject.
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