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I INTRODUCTION

1. Over the last several years, the Commission has engaged in a modernization of its
universal service regime to support networks capable of providing voice and broadband, including
developing a new forward-looking cost model to calculate the cost of providing service in rural and high-
cost areas. In 2015, 10 price cap carriers accepted an offer of Phase II support calculated by a cost model
in exchange for a state-level commitment to deploy and maintain voice and broadband service in the high-
cost areas in their respective states." With this Report and Order (Order), the Commission now adopts
rules to implement a competitive bidding process for Phase II of the Connect America Fund.

2. Specifically, building on decisions already made by the Commission, in this Order, we:

e Adopt public interest obligations for recipients of support awarded through the Phase 11
competitive bidding process, that will be known in advance of the auction and that will continue
for the duration of the term of support, recognizing that competitive bidding is likely to be more
efficient if potential bidders know what their performance standards will be before bids are made.
In particular, we establish four technology-neutral tiers of bids available for bidding with varying
speed and usage allowances, all at reasonably comparable rates, and for each tier will differentiate
between bids that would commit to either lower or higher latency.

o Our minimum performance tier requires that bidders commit to provide broadband
speeds of at least 10 Mbps downstream and 1 Mbps upstream (10/1 Mbps) and offer at
least 150 gigabytes (GB) of monthly usage.

o Our baseline performance tier requires that bidders commit to provide at least 25 Mbps
downstream and 3 Mbps upstream (25/3 Mbps) and offer a minimum usage allowance of
150 GB per month, or that reflects the average usage of a majority of fixed broadband

! Press Release, FCC, Carriers Accept Over $1.5 Billion in Annual Support from Connect America Fund to Expand
and Support Broadband for Nearly 7.3 Million Rural Consumers in 45 States and One Territory (Aug. 27, 2015),
https://apps.fcc.gov/edocs public/attachmatch/DOC-335082A1.pdf.
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customers, using Measuring Broadband America data or a similar data source, whichever
is higher.

o Our above-baseline performance tier requires that bidders commit to provide at least 100
Mbps downstream and 20 Mbps upstream (100/20 Mbps) and offer an unlimited monthly
usage allowance.

o Our Gigabit performance tier requires that bidders commit to provide at least 1 Gigabit
per second (Gbps) downstream and 500 Mbps upstream and offer an unlimited monthly
usage allowance.

o For each of the four tiers, bidders will designate one of two latency performance levels:
(1) Low latency bidders will be required to meet 95 percent or more of all peak period
measurements of network round trip latency at or below 100 milliseconds (ms), or (2)
High latency bidders will be required to meet 95 percent or more of all peak period
measurements of network round trip latency at or below 750 ms and, with respect to
voice performance, demonstrate a score of four or higher using the Mean Opinion Score
(MOS).

Adopt the same interim service milestones for winning bidders in the Phase II auction as for price
cap carriers that accepted Phase Il model-based support.

Finalize our decisions regarding areas eligible for the Phase II competitive bidding process.
Establish a budget for the Phase II competitive bidding process of $215 million in annual support.

Provide general guidance on auction design, with the specific details to be determined by the
Commission at a future date in the Auction Procedures Public Notice, after further opportunity
for comment. We will use weights to account for the different characteristics of service offerings
that bidders propose to offer when ranking bids. We express our preference for a multi-round
auction format and for setting the minimum biddable unit as a census block group containing any
eligible census blocks. We conclude that reserve prices will not exceed support amounts
determined by the Connect America Cost Model (CAM).

Adopt a two-step application process, similar to Commission spectrum auctions and the Mobility
Fund Phase I and Tribal Mobility Fund Phase I auctions. In the pre-auction short-form
application, a potential bidder will need to establish its baseline financial and technical
capabilities in order to be eligible to bid. In the long-form review process, winning bidders will
be required to provide additional information regarding their qualifications. They will be
required to obtain an acceptable letter of credit and designation as an eligible telecommunications
carrier (ETC) before funding is authorized.

Establish a baseline forfeiture for bidders that default before funding authorization.

Establish a 180-day post-auction deadline for winning bidders to submit proof of their ETC
designation during long-form review and forbear from the section 214(e)(5) service area
conformance requirements.

Adopt reporting requirements that will enable the Commission to monitor recipients’ progress in
meeting their interim deployment obligations, and a process by which the Wireline Competition
Bureau (Bureau) or the Wireless Telecommunications Bureau will authorize the Universal
Service Administrative Company (USAC) to draw on a letter of credit in the event of
performance default.

Adopt rules to establish the framework for the Remote Areas Fund, which will award support
through a competitive bidding process to occur expeditiously after conclusion of the Phase II
auction.
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3. In the attached Further Notice, we begin the process of seeking comment on several
specific procedures that will apply in the Phase II auction, including how to apply weights to the different
levels of performance adopted in the Order, measures to achieve the public interest objective of ensuring
appropriate support for all of the states, and measures to achieve the public interest objective of
expanding broadband on Tribal lands. The forthcoming Auction Comment PN will seek comment on
other auction procedures that must be resolved in order to conduct the auction, such as the number of
rounds during which bids may be submitted, package bidding, and what information will be disclosed to
participants during the bidding process.”

I1. BACKGROUND

4. In the USF/ICC Transformation Order, the Commission comprehensively reformed and
modernized the high-cost program within the universal service fund and the intercarrier compensation
system to focus support on networks capable of providing voice and broadband services.” The
Commission created the Connect America Fund and for the first time established an overall budget for the
high-cost program.* The Commission concluded that support in price cap areas would be provided
through a combination of “a new forward-looking model of the cost of constructing modern multi-
purpose networks” and a competitive bidding process.” The Commission provided for up to $1.8 billion
to be spent annually to make broadband-capable infrastructure available to as many unserved locations as
possible within areas served by price cap carriers, while sustaining voice and broadband-capable
infrastructure in high-cost areas that would not be served absent support.® The Commission also adopted
rules to apply generally for competitive bidding to award universal service support.’

5. In the USF/ICC Transformation FNPRM, the Commission sought comment on proposed
rules governing the Phase Il competitive bidding process, including options regarding basic auction
design and the application process.® In the April 2014 Connect America Order, we adopted certain rules
regarding participation in the competitive bidding process, the term of support, and the ETC designation
process,” and issued an FNRPM that, among other things, proposed to use a multi-round auction.'

6. Subsequently, in July 2014, we adopted rules to implement a limited program to
experiment with different aspects of a competitive bidding process, and, as part of that experiment,
established an objective methodology for selecting projects among formal applications from those carriers

? Separate public notices may be released to seek comment on and/or to establish final auction procedures if that
would more efficiently and effectively dispatch our business and fulfill our goals for the Phase II auction. See 47
U.S.C. § 154().

3 Connect America Fund et al.; WC Docket Nos. 10-90 et al., Report and Order and Further Notice of Proposed
Rulemaking, 26 FCC Rcd 17663 (2011) (USF/ICC Transformation Order and/or FNPRM) aff’d sub nom., In re:
FCC 11-161,753 F.3d 1015 (10th Cir. 2014).

*Id. at 17710, para. 123.
> Id. at 17725, para. 156.
8 See id. at 17725, para. 158.

747 CFR pt. 1, Subpt. AA. The Commission’s rules in pt. 1, subpt. AA regarding competitive bidding for universal
service support generally apply to the Phase II auction unless otherwise stated in this Order. See 47 CFR §§
1.21000-1.21004.

8 USF/ICC Transformation FNPRM, 26 FCC Red at 18089-91, paras. 1208-19.

% Connect America Fund et al., WC Docket No. 10-90 et al., Report and Order et al., 29 FCC Red 7051, 7060-66,
paras. 29-47 (2014) (April 2014 Connect America Order and/or FNPRM). In addition, we concluded that
competitive ETCs awarded Phase II support through the competitive bidding process will cease to receive legacy
phase-down support for those specific areas. Id. at 7068, para. 53.

1 Id. at 7125, para. 230.
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that would provide robust broadband to consumers in price cap areas.!' We subsequently received
applications for the projects in October 2015. Our experience conducting this experiment has informed us
about the competitive interest to build networks to rural communities that will deliver services that far
exceed the Commission’s current performance standards, as well as the mechanics of conducting this type
of competitive bidding process."

7. On April 29, 2015, the Bureau announced the final details of the offer of model-based
support to price cap carriers, setting an August 27, 2015 deadline to accept or decline the offer.”* Ten
carriers accepted over $1.5 billion in annual support to provide broadband to nearly 7.3 million
consumers in 45 states and the Commonwealth of the Northern Mariana Islands.'"* Nearly $175 million in
annual Phase II support was declined."

I11. PUBLIC INTEREST OBLIGATIONS
A. Performance Requirements

8. Background. In the USF/ICC Transformation Order, the Commission focused on speed,
latency and usage as the three core characteristics that affect what consumers can do with their broadband
service.'® In the accompanying FNPRM, it sought comment on the performance obligations for those
receiving support through the competitive bidding process. Among other things, it sought comment on
potentially relaxing the minimum performance standards to expand the pool of technologies eligible to

" See Connect America Fund; ETC Annual Reports and Certification, WC Docket Nos. 10-90, 14-58, Report and
Order and Further Notice of Proposed Rulemaking, 29 FCC Rcd 8769 (2014) (Rural Broadband Experiments
Order).

2 On December 5, 2014, and again on March 4, the Wireline Competition Bureau announced bidders provisionally
selected for funding, subject to a post-selection review process. Wireline Competition Bureau Announces Entities
Provisionally Selected for Rural Broadband Experiments, Sets Deadlines for Submission of Additional Information,
WC Docket No. 10-90, Public Notice, 29 FCC Rcd 14684 (WCB 2014); Wireline Competition Bureau Announces
Additional Provisionally Selected Bidders for Rural Broadband Experiments and Sets Deadlines for Submission of
Additional Information, WC Docket Nos. 10-90, 14-259, Public Notice, 30 FCC Rcd 2045 (WCB 2015).

B Wireline Competition Bureau Announces Connect America Phase II Support Amounts Offered to Price Cap
Carriers to Expand Rural Broadband, WC Docket No. 10-90, Public Notice, 30 FCC Red 3905 (WCB 2015)
(Model-Based Support Offers Public Notice).

14 See Wireline Competition Bureau Authorizes Frontier Communications Corporation to Receive Over $283
Million in Connect America Phase Il Support to Serve 1.3 Million Rural Americans in 28 States, WC Docket No.
10-90, Public Notice, 30 FCC Red 6310 (WCB 2015); Wireline Competition Bureau Authorizes Windstream to
Receive Over $174 Million in Connect America Phase II Support in 17 States, WC Docket No. 10-90, Public Notice,
30 FCC Rcd 8245 (WCB 2015); Wireline Competition Bureau Authorizes FairPoint to Receive Over 3837 Million in
Connect America Phase II Support in 14 States, WC Docket No. 10-90, Public Notice, 30 FCC Red 8435 (WCB
2015); Wireline Competition Bureau Authorizes the Micronesian Telecommunications Corporation to Receive Over
82.5 Million and Hawaiian Telcom, Inc. to Receive Over 84 Million in Connect America Phase Il Support, WC
Docket No. 10-90, Public Notice, DA 30 FCC Rcd 8471 (WCB 2015); Wireline Competition Bureau Authorizes
Additional Price Cap Carriers to Receive Almost $950 Million in Phase Il Connect America Support, WC Docket
No. 10-90, Public Notice, 30 FCC Red 8577 (WCB 2015); Verizon Communications Inc. Conditionally Accepts
Over $48.5 Million in Connect America Phase II Support in California and Texas, WC Docket No. 10-90, Public
Notice, 30 FCC Red 8594 (WCB 2015).

"% Press Release, Carriers Accept Over $1.5 Billion in Annual Support from Connect America Fund to Expand and
Support Broadband for Nearly 7.3 Million Rural Consumers in 45 States and One Territory (Aug. 27, 2015),
http://transition.fcc.gov/Daily Releases/Daily Business/2015/db0827/DOC-335082A 1.pdf (Phase II Model-Based

Support Acceptance Press Release).

1 USF/ICC Transformation Order, 26 FCC Red at 17696, para. 90.

5
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compete for support. It asked whether to limit the performance levels that providers could bid to offer,
for instance with a “standard” broadband offering and a “higher quality” broadband offering."”

9. In the December 2014 Connect America Order, we adopted a minimum speed standard of
10 Mbps downstream and 1 Mbps upstream (10/1 Mbps) for price cap carriers accepting the offer of
model-based support for a six-year term, but expressly decided that 10/1 Mbps should not be our end goal
for recipients of support over a 10-year term. Rather, we concluded that recipients of support through the
Phase II competitive bidding process should be required to meet an evolving broadband speed standard
over the 10-year term.'® Recognizing that competitive bidding is likely to be more efficient if potential
bidders can predict what their performance obligations will be for the length of the term, however, we
adopted a methodology for determining the minimum speeds that would be required by the end of the 10-
year term."” Specifically, we concluded that the minimum speed would be based on the highest speed for
service to fixed locations adopted by a majority of households, as reported in the most recent Form 477
data available at the time we next revisit the specific performance obligations.” We also encouraged
parties receiving 10 years of support through the Phase II competitive bidding process to deploy future-
proof networks that are capable of meeting future demand.”'

10. In the USF/ICC Transformation Order, the Commission required recipients of high-cost
universal service support to offer broadband service with latency suitable for real-time applications, such
as voice over Internet protocol (VoIP), and with usage capacity reasonably comparable to that available in
residential terrestrial fixed broadband offerings in urban areas, at reasonably comparable rates.”* In the
Phase 1l Service Obligations Order, the Bureau adopted minimum usage requirements and specified
metrics for determining compliance with the Commission’s latency requirements for price cap carriers
accepting model-based support.”® Specifically, the Bureau required price cap carriers to offer a minimum
usage allowance over the course of Phase II’s term that remains consistent with trends in usage for 80
percent of consumers using cable or fiber-based fixed broadband services, and adopted an initial 100
gigabyte (GB) per month minimum usage allowance, which acts as a floor.** In addition, the Bureau

' Id. at 18088, para. 1204.

'8 Connect America Fund et al., WC Docket No. 10-90 et al., Report and Order, 29 FCC Red 15644, 15655-56, para.
29 (2014) (December 2014 Connect America Order).

Y.
*Id.
’'1d.
22 See USF/ICC Transformation Order, 26 FCC Red at 17721, para. 147, 17726, para. 160, 17740, para. 206.

* See Connect America Fund, WC Docket No. 10-90, 28 FCC Red 15060, 15065-75, paras. 15-36 (WCB 2013)
(Phase II Service Obligations Order).

* See id. at 15068, para. 18. The Bureau relied upon the then-most-current published Measuring Broadband
America (MBA) data to specify the 100 GB usage allowance floor. See FCC, Office of Engineering and
Technology and Consumer and Governmental Affairs Bureau, 2013 Measuring Broadband America Report at 48,
http://transition.fcc.gov/cgb/measuringbroadbandreport/2013/Measuring-Broadband-America-feb-2013.pdf. That
Measuring Broadband America analysis excluded users with extremely high data consumption profiles (over 160
GB per month) and extremely fast data rates (over 60 Mbps) that had relatively low subscription rates. See id. at 46-
48. This year, the Bureau announced that the minimum usage allowance now is 150 GB, based on the most recent
urban rate survey data.

When setting this standard in 2013, the Bureau also concluded that, in the alternative, a price cap carrier accepting
model-based support would be in compliance with the usage allowance requirement in future years if its minimum
allowance for Connect America funded locations is at least 100 GB and is at or above the usage level for 80 percent
of all its broadband subscribers, including those that live outside of Phase II funded areas. See Phase II Service
Obligations Order, 28 FCC Rcd at 15068, para. 18 (“Given the size and scale of most price cap carriers, it is
(continued....)

6
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adopted a 100 millisecond (ms) provider latency limit, and required price cap carriers accepting model-
based support to certify that 95 percent or more of all peak period measurements of network round trip
latency are at or below 100 ms.”

11. In the April 2014 Connect America FNPRM, the Commission proposed to apply the same
usage allowances and latency standards that the Bureau adopted for price cap carriers accepting model-
based support to recipients of Phase II support awarded through competitive bidding.** We also sought to
develop more fully the record on allowing Phase II recipients to satisfy their obligations using any
technology or combination thereof that meets the performance standards of Phase I1.>” We sought
comment on whether, for purposes of Phase Il implementation, we should allow the use of mobile or
satellite technology that meets the Phase II requirements, while maintaining service and pricing standards
established by the Bureau for the offer of model-based support.*®

12. In response to the April 2014 Connect America FNPRM, many commenters, including
price cap and rural carriers, and electric cooperatives and utilities, opposed relaxing performance
standards for recipients of support in the Phase II competitive bidding process,”’ while many others,
including wireless and satellite providers, supported relaxing the performance standards.*

13. Several parties proposed auction designs to accommodate bids that commit to offer tiers
of service meeting different performance standards. For example, USTelecom proposed a two-stage
auction with relaxed speed requirements in the second stage: winning bidders in the first stage would be
required to provide service at 10/1 Mbps to all locations by year six, and 25/3 Mbps to 60 percent of
locations by year ten; and, if funding remains, winning bidders in stage two would be required to provide
4/1 Mbps by year six, and 10/1 Mbps to 60 percent of locations by year ten.”’ ACA proposed bidding in
four stages corresponding with the following tiers of network broadband performance: stage 1, networks

(Continued from previous page)
reasonable to presume that their individual data would be consistent with national data, and this alternative will
enable price cap carriers to anticipate how their usage allowances may change in the future.”).

3 See id. at 15070, paras. 22-23.

% April 2014 Connect America FNPRM, 29 FCC Red at 7103-04, paras. 149-52.
1 Id. at 7105, para. 154.

*d.

? See, e.g., Comments of the Independent Telephone & Telecommunications Alliance, WC Docket No. 10-90 et al.,
at 16-17 (filed Aug. 8§, 2014) (ITTA Aug. 2014 Comments) (arguing that “less robust requirements for providers that
are authorized to receive support pursuant to the competitive bidding process would contradict the Commission’s
statutory duty to ensure that consumers in hard-to-serve areas have access to reasonably comparable services at
reasonably comparable prices”); Comments of the Rural Associations, WC Docket No. 10-90 et al., at 38 (filed Aug.
8,2014) (Rural Associations Aug. 2014 Comments) (arguing there is no valid reason to relax the standards expected
of support recipients in the context of competitive bidding or any other context); Comments of Utilities Telecom
Council, WC Docket No. 10-90 et al., at 14-15 (filed Aug. 8, 2014) (UTC Aug. 2014 Comments) (supporting a
“technology neutral approach” but “concerned as a practical matter that awarding support for wireless and satellite
providers may draw funds away from terrestrial technologies that are better able to meet future demand for capacity
and quality broadband services”);.

30 See, e.g., Comments of CTIA — The Wireless Associations, WC Docket No. 10-90 et al., at 2-4 (filed Aug. 8§,
2014) (CTIA Aug. 2014 Comments); Comments of DISH Network L.L.C., and Hughes Network Systems, LLC,
WC Docket No. 10-90 et al., at 2-5 (filed Aug. 8§, 2014) (DISH/Hughes Aug. 2014 Comments); Reply Comments of
Satellite Broadcasting and Communications Association, WC Docket No. 10-90 et al. (filed Sept. 8, 2014) (SBCA
Reply Comments).

31 Letter from Robert Mayer, Vice President, Industry and State Affairs, USTelecom, to Marlene H. Dortch,
Secretary, FCC, WC Docket No. 10-90 et al., Attach. at 1 (filed Apr. 10, 2015) (USTelecom Apr. 10, 2015 Ex Parte
Letter).
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capable of offering 1 Gbps/500 Mbps; stage 2, 100/20 Mbps; stage 3, 25/3 Mbps; stage 4, 10/1 Mbps.*
WISPA also proposed four stages, but eliminated ACA’s top speed tier, and added a lower tier requiring
only 4/1 Mbps.* UTC proposed two tiers, with the top tier for fiber-to-the-home networks, and the
second tier offering 25/3 Mbps.** Some parties urge us to allow bids to meet any a la carte combination
of speed, latency, and capacity, with different weights for each unique combination.*

14. Discussion. Consistent with our previous decisions on performance requirements and the
record in this proceeding, we now establish technology-neutral standards for the Phase II auction as
described below.*® We will accept bids for four service tiers with varying speed and usage allowances,
and for each tier will differentiate between bids that would offer either lower or higher latency. The
Commission has already decided that 10/1 Mbps should not be our end goal for support recipients over a
10-year term, and that is why we adopt a variety of service tiers for bids in the Phase II auction.”” We are
guided by the statutory goal in section 254 of ensuring that consumers in rural and high-cost areas of the
country have access to advanced telecommunications and information services that are reasonably
comparable to those services in urban areas, at reasonably comparable rates.*® We expect and encourage
participants to innovate and provide better service over the 10-year term.

32 L etter from Thomas Cohen, Counsel to American Cable Association, to Marlene H. Dortch, Secretary, FCC, WC
Docket No. 10-90 et al., at 4 (filed June 1, 2015) (ACA June 1, 2015 Ex Parte Letter).

33 Letter from Stephen E. Coran, Counsel to the Wireless Internet Service Providers Association, to Marlene H.
Dortch, Secretary, FCC, WC Docket No. 10-90 et al., at 4 (filed June 30, 2015) (proposing top speed tier of 100
Mbps/20 Mbps) (WISPA June 30, 2015 Ex Parte Letter).

3% Letter from Brett Kilbourne, Vice President and Deputy General Counsel, Utilities Telecom Council, to Marlene
H. Dortch, Secretary, FCC, WC Docket No. 10-90, at 1, 3 (filed July 6, 2015) (UTC July 6, 2015 Ex Parte Letter).
See also Letter from Michael R. Romano, Senior Vice President — Policy, NTCA — The Rural Broadband
Association, to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 (filed July 23, 2015) (NTCA July 23,
2015 Ex Parte Letter) (commenting on ACA, USTelecom, UTC, and WISPA proposals). Subsequently UTC and
NRECA proposed a weighting scheme that would provide the highest weight to bidders that proposed to offer
download speeds exceeding 250 Mbps and unlimited data allowances. Letter from Brett Kilbourne, Vice President
and Deputy General Counsel, Utilities Technology Council, and Martha A. Duggan, National Rural Electric
Cooperative Assoc., to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90, et al. (filed May 18, 2016).

3 See, e.g., Letter from L. Charles Keller, Counsel to Hughes Network Systems/Echostar Satellite Operating
Companies, to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 (filed Dec. 3, 2015); Letter from Stephen
E. Coran, Counsel to WISPA, Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90, et al. (filed May 18,
2016).

%% See Comments of ADTRAN, WC Docket No. 10-90 et al., at 13-14 (filed Aug. 8, 2014) (urging Commission to
apply to all technologies the same criteria for latency, capacity, and coverage, in addition to speed/throughput)
(ADTRAN Aug. 2014 Comments). Phase II Auction recipients that fail to comply with these performance
requirements will be subject to non-compliance measures, including, but not limited to, reductions in and recovery
of support. See 47 CFR § 54.320; infra Section VIII.C (Measures for Non-Compliance).

37 See supra para. 2.

¥ See 47 U.S.C. § 254(b)(3). Form 477 data (as of December 31, 2014) suggest that 277.3 million Americans (86
percent) have access to fixed 50 Mbps download broadband service or higher and 63 percent of these 277.3 million
Americans reside in urban areas. Inquiry Concerning the Deployment of Advanced Telecommunications Capability
to All Americans in a Reasonable and Timely Fashion, and Possible Steps to Accelerate Such Deployment Pursuant
to Section 706 of the Telecommunications Act of 1996, as Amended, GN Docket No. 15-191, 2016 Broadband
Progress Report, 31 FCC Red 699, 711 n.85 (2016). The Report also found that, “Residential fixed broadband
providers now offer service tiers of up to 1 Gbps in certain markets, with even faster services currently in
development. Even outside these areas, download speed offerings by fixed terrestrial providers of 50 Mbps or more
are common in urban and suburban markets. . . . The high-speed cable and fiber services that make up the majority
of the fixed broadband market generally offer low latency, low packet loss, and consistent speeds, even during peak
usage times. Further, these services are also high in capacity, meaning that they can handle more traffic without
(continued....)

8



Federal Communications Commission FCC 16-64

15. The following charts summarize our approach:
Minimum > 10/1 Mbps >150 GB
Baseline >25/3 Mbps >150 GB or U.S. median,
whichever is higher
Above Baseline >100/20 Mbps Unlimited
Gigabit >1 Gbps/500 Mbps Unlimited
Low Latency <100 ms
High Latency <750 ms
&
MOS of >4
16. The tiers set forth below are grounded in prior Commission Orders setting performance

obligations requirements for speed and usage, as well as latency, that together must be met for the receipt
of high-cost universal service support, and reflect the diversity of broadband offerings in the marketplace
today.” We want to maximize the number of consumers served within our finite budget.* At the same
time, we see the value to consumers in rural markets of having access to service during the 10-year term
of support that exceeds our baseline requirements. We want to ensure that rural America is not left
behind, and the consumers in those areas benefit from innovation and advances in technology. All things
considered, we value higher speeds over lower speeds, higher usage allowances over lower usage
allowances, and lower latency over higher latency. We also see the benefits to achieving our other
universal service objectives if Phase II service provider will be able to provide broadband adequate to
meet the needs of the entire community, including schools, libraries and rural health care providers,
potentially reducing the overall cost of USF to consumers.

17. As discussed further below, all bids will be considered simultaneously, so that bidders
that propose to meet one set of performance standards will be directly competing against bidders that
propose to meet other performance standards.”’ We believe that this approach strikes a balance by
providing sufficient granularity with respect to the performance characteristics of broadband offerings,
while maintaining an auction design that will encourage a broad range of providers to participate in the
auction.”” We discuss our approach to ranking these service tiers below and seek comment in the Further
Notice on auction procedures to assign weights to each tier and latency combination.

(Continued from previous page)
becoming congested.” /d. at 711, para. 27 (citations omitted). However, more than 39 percent of Americans living
in rural areas lack access to 25 Mbps/3 Mbps speeds, compared to 4 percent of Americans living in urban areas. For
fixed terrestrial service at slower speeds, 25 percent of rural Americans lack access to 10 Mbps/1 Mbps speeds
compared to 2 percent of urban Americans. Id. at 731-32, para. 79 and Table 1.

3% Our urban rate survey data indicate a wide range of offerings in urban areas. See Federal Communications
Commission, 2016 Urban Rate Broadband Survey Results: Data, https://www.fcc.gov/file/3706/download.

W UsF/icc Transformation Order and FNPRM, 26 FCC Rcd at 17732, 18086, paras. 179, 1195.
! See infra paras. 84-85.

2 See Letter from Thomas Cohen, Counsel to American Cable Association, to Marlene H. Dortch, Secretary, FCC,
WC Docket No. 10-90 et al. (filed May 13, 2016) (“ACA believes that above all, to maximize participation, the
Commission should construct an auction process that is relatively simple and straightforward, which thereby
provides the certainty that will increase incentives for providers, especially smaller providers, to participate.
(continued....)
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18. We recognize that some commenters have expressed concerns that it is difficult to plan a
network deployment not knowing the performance obligations that may exist at the end of the 10-year
term.” Competitive bidding is likely to be more efficient if potential bidders know what their
performance standards will be before bids are made. We find that establishing the service requirements
now is preferable to doing so after support has been awarded, as it will provide more certainty for
potential bidders. Winning bidders that comply with the performance requirements we establish today for
each tier of service for the duration of the 10-year term will be deemed in compliance even if the
Commission subsequently establishes different standards in a later proceeding (e.g., the standards that
will apply when we award support through a Phase III auction after the six-year term of support for price
cap carriers accepting the offer of model-based support).**

19. Minimum Performance Tier. As a minimum, we will consider bids that will meet
standards for speed consistent with those applicable to the price cap carriers that accepted the offer of
model-based support. Specifically, in the Phase II auction, we will allow for bids that offer at least 10/1
Mbps speeds and offer at least 150 GB of monthly usage.*

20. We do so in recognition that some bidders may not be able to meet the speed requirement
we establish below for baseline performance in some areas. For example, there may be some areas where
wireline telecommunications carriers—either incumbents or competitive carriers—may extend fiber
closer to the end user but will only be able to provide 10/1 Mbps service. Providing flexibility for bidders
to relax the speed standard where necessary will enable a broader range of providers to participate in the
Phase II competitive bidding process.

21. We are not persuaded to further roll back the minimum speed for Phase II to 4/1 Mbps, as
WISPA and USTelecom have suggested.*® We found ample basis in the record for revising the minimum
speed requirement to 10/1 Mbps, when we did so in December 2014,*” and the most recent data indicate
that a majority of Americans subscribe to speeds today that are higher than 10/1 Mbps.**

22. We recognize that wireless and satellite providers have argued that a minimum usage
allowance of even 100 GB is unrealistic for spectrum-based networks that have capacity limitations, and

(Continued from previous page)
Accordingly, should the Commission deem it appropriate to weigh bids by different performance characteristics, it
should minimize complexity, which would invite greater participation.”); Letter from Alan Buzacott, Executive
Director, Federal Regulatory Affairs, Verizon, to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 et al.
(filed May 18, 2016) (“[T]he Commission should limit the number of weights (i.e., the number of service tiers or
speed, usage, and latency thresholds) in order to limit complexity of the auction and the potential for unanticipated
consequences.”).

B See, e. g., USTelecom April 10, 2015 Ex Parte Letter, Attach. at 2. When we adopted the 10/1 Mbps minimum
speed requirement for price cap carriers accepting model-based support, we anticipated that we would initiate a
proceeding to review performance standards no later than 2018. December 2014 Connect America Order, 29 FCC
Red at 15655, para. 29.

* Of course, compliance with the performance requirements adopted herein does not relieve a provider of the
obligation to comply with any and all otherwise applicable Commission regulations.

¥ See Wireline Competition Bureau Announces Results of 2016 Urban Rate Survey for Fixed Voice and Broadband
Services, Posting of Survey Data and Explanatory Notes, and Required Minimum Usage Allowance for ETCs
Subject to Broadband Public Interest Obligations, WC Docket No. 10-90, DA 16-362, at 3 (WCB Apr. 5, 2016)
(2016 Urban Rate Survey) (announcing 150 GB minimum usage allowance for 2016 for ETCs subject to broadband
public interest obligations).

# See USTelecom April 10, 2015 Ex Parte Letter, Attach. at 1; WISPA June 30, 2015 Ex Parte Letter at 4.
*" December 2014 Connect America Order, 29 FCC Red at 15650, para. 19.

* See Federal Communications Commission, 2016 Urban Rate Broadband Survey Results: Data,
https://www.fcc.gov/file/3706/download.
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that the standards should be set at levels that do not exclude spectrum-based services.* We note,
however, that winning bidders will be free to offer an array of service plans, not all of which would
provide the minimum 150 GB usage allowance. The 150 GB plan could thus be one of several offerings.
We merely require that bidders must offer at least one service offering at a reasonably comparable rate
that meets the minimum usage allowance.

23. Similarly, we are not persuaded that we should relax this requirement to permit bidders to
provide only 50 GB of usage, as suggested by one commenter.”® Winning bidders will be receiving
support that will enable them to offer a service plan with the required usage allowance, and they will be
free to offer other service plans with a lower usage allowance at a lower price, which may well prove
attractive to consumers in the marketplace. We are requiring only that at least one offering in Phase II
funded areas meets or exceeds all requirements.

24, Baseline Performance Tier. We now conclude that the baseline tier for the Phase I1
auction will be speeds of 25 Mbps downstream and 3 Mbps upstream. Our decision to establish this
baseline performance standard for Phase II is based on the highest speed adopted by a majority of fixed
broadband subscribers builds on the approach we adopted in December 2014.%'

25. For usage, consistent with the approach recently adopted for rate-of-return carriers
electing the voluntary path to the model, we require bidders in this baseline tier to offer over the course of
the 10-year term a minimum usage allowance of 150 GB per month, or a usage allowance that reflects the
average usage of a majority of fixed broadband customers, using Measuring Broadband America data or a
similar data source, whichever is higher, at a price that is reasonably comparable to similar offerings in
urban areas.”> We conclude that this standard will ensure that rural consumers will have available an
offering that enables them to utilize their broadband connections in ways similar to consumers in urban
areas, where fixed broadband services are widely available,” while our reasonable comparability

¥ See, e.g., CTIA Aug. 2014 Comments at 3-4; DISH/Hughes Aug. 2014 Comments at 4; Comments of General
Communications, Inc., WC Docket No. 10-90 et al., at 16 (filed Aug. 8, 2014) (GCI Aug. 2014 Comments); Reply
Comments of the Rural Wireless Carriers, WC Docket No. 10-90 et al., at 55-56 (filed Sept. 8, 2014).

91 etter from Jennifer A Manner, Vice President, Regulatory Affairs, Hughes Network Systems, Inc., to Marlene H.
Dortch, Secretary, FCC, WC Docket No. 10-90 (filed July 20, 2015) (proposing a minimum usage allowance
requirement of 50 GB).

I December 2014 Connect America Order, 29 FCC Rcd at 15649, para. 16, n.30. We note that Form 477 data as of
June 30, 2015, indicate that the median consumer download speed was 25 Mbps and the median consumer upload
speed was 4 Mbps. See Federal Communications Commission, Broadband Deployment Data from FCC Form 477,
https://www.fcc.gov/general/broadband-deployment-data-fce-form-477 (published June 2015 FCC Form 477 data).
For administrative simplicity, we choose 25/3 Mbps as the baseline standard. The Commission also adopted 25/3
Mbps as the minimum speed for a subset of fully funded locations for rate-of-return carriers electing to receive
Alternative Connect America Cost Model support. Connect America Fund et al., WC Docket No. 10-90 et al.,
Report and Order et al., FCC 16-33, at 10, para. 20 (Mar. 30, 2016) (2016 Rate-of-Return Reform Order).

32 See 2016 Rate-of-Return Reform Order at 13, para. 27 (adopting the same usage standard for rate-of-return
carriers that elect model-based support). Wireline carriers, cable companies, electric cooperatives generally support
requiring the same performance standards for all Phase II support recipients. See Comments of Windstream, WC
Docket No. 10-90, at 6-7 (filed Aug. 8, 2014) (Windstream Aug. 2014 Comments) (arguing the Commission should
adopt its proposal to apply the same usage allowances and latency benchmarks that the Bureau implemented for
price cap carriers that will accept the offer of model-based support in the state-level commitment process to ETCs
that will receive support through the competitive bidding process; Comments of American Cable Association, WC
Docket No. 10-90 et al., at 33 (filed Jan. 18, 2012) (ACA Jan. 2012 Comments). We conclude that price cap carriers
may meet this baseline performance data usage allowance established for the Phase II auction support in lieu of
meeting the standard described in the Bureau’s Phase Il Service Obligations Order. Phase Il Service Obligations
Order, 28 FCC Red at 15065-68, paras. 14-18.
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benchmarks will ensure that usage allowance is provided at a price that is reasonably comparable to
service offerings with similar usage allowances in urban areas.™

26. Above-Baseline Performance Tier. We also recognize that in some areas of the country,
there may be bidders willing to deploy networks that will deliver performance that exceeds our baseline
requirements for the Phase II auction. For a bid to qualify in this tier, the bidder must commit to
deploying a network that is fully capable of offering speeds and usage allowances that exceed the baseline
standards that we establish today for the Phase II auction to all locations. Consistent with proposals in the
record,” we will accept bids from entities that propose to offer 100 Mbps downstream and 20 Mbps
upstream throughout the 10-year term and require these bidders to offer an unlimited monthly usage
allowance.

27. Gigabit Performance Tier. Finally, we establish a top performance tier for areas of the
country in which there may be bidders willing to deploy networks that will deliver speeds that
substantially exceed our baseline speed requirements for the Phase II auction. Specifically, we will
consider bids from entities that commit to offer 1 Gbps downstream and 500 Mbps upstream and an
unlimited monthly usage allowance.™

28. Latency. For each tier described above, bidders will designate one of two latency
performance levels: (1) low latency or (2) high latency. Providing flexibility for bidders to designate their
latency performance level for each of the given performance tiers set out above will enable a broader
range of providers to participate in the Phase II competitive bidding process.

29. Recently, the Commission adopted a minimum latency requirement that 95 percent or
more of all peak period measurements of network round trip latency are at or below 100 milliseconds for
rate-of-return carriers that elect the voluntary path to model support.”” That standard also applies to price
cap carriers that accepted the Phase II offer of model-based support.”™ We require bidders that wish to
submit low-latency bids to meet the same 100 millisecond latency standard.

30. However, we recognize that some bidders may not be able to meet that latency standard.
For example high-earth orbit satellite providers cannot meet the latency requirement,” but may be willing

(Continued from previous page)
> We note that according to the Commission’s 2015 Measuring Broadband America report, 80 percent of cable
broadband subscribers used 156 GB or less per month. See Validated Data Sets — Measuring Broadband America
2015 — Statistical Averages, http://data.fcc.gov/download/measuring-broadband-america/2015/statistical-averages-
2014%20v20151117.xIsx. We note that the median figure for cable subscribers was 67 GB per month. /d.

>* We note that Phase II winners—just like the price cap carriers that accept model-based support—will be free to
offer an array of service plans with varying usage allowances at various price points.

> See ACA June 1, 2015 Ex Parte Letter; WISPA June 30, 2015 Ex Parte Letter.
%% See ACA June 1, 2015 Ex Parte Letter.
°7 See 2016 Rate-of-Return Reform Order at 14, para. 28.

58 See Phase I Service Obligations Order, 28 FCC Rcd at 15068-72, paras. 19-25; see also April 2014 Connect
America FNPRM, 29 FCC Rcd at 7103-04, paras. 149-52.

%9 See, e.g., Letter from John P. Janka, Counsel to ViaSat, Inc., to Marlene H. Dortch, Secretary, FCC, WC Docket
No. 10-90 et al., at 4 (filed Aug. 21, 2015) (ViaSat Aug. 21, 2015 Ex Parte Letter); Letter from Jennifer A. Manner,
Vice President, Regulatory Affairs, Hughes Network Systems, LLC, to Marlene H. Dortch, Secretary, FCC, WC
Docket No. 10-90 et al., at 2 (filed June 2, 2015) (Hughes June 2, 2015 Ex Parte Letter) (recommending a threshold
R-value of 52, computed with an allocation of 0 (zero) for the Advantage Factor (A) specified by the ITU formula);
Letter from John P. Janka, Counsel to ViaSat, Inc., to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 et
al., at 2 (filed May 14, 2015); Letter from Jennifer A. Manner, Vice President, Regulatory Affairs, Hughes Network
Systems, LLC, to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 et al., at 2 (filed Mar. 27, 2015)
(Hughes Mar. 27, 2015 Ex Parte Letter).
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to offer higher speeds.”” After full consideration of the record, we now conclude that bidders designating
high latency performance will be required to meet a two-part standard for the latency of both their voice
and broadband service: (1) requirement that 95 percent or more of all peak period measurements of
network round trip latency are at or below 750 milliseconds,®" and (2) with respect to voice performance,
we require high latency bidders to demonstrate a score of four or higher using the Mean Opinion Score
(MOS),” similar to the standard that the Commission adopted for one category of rural broadband
experiments.*

31. We are not persuaded that we should eliminate altogether any millisecond measure of
latency for Phase II support recipients. Some parties have urged the Commission to adopt alternative
measures of service quality for recipients of Connect America Fund support, such as requiring voice
service to be provided with an “R Factor” score at or above a minimum threshold value, and a web page
loading time standard.** We decline to adopt an alternative approach that would only use a voice quality
test for providers that cannot meet the 100 ms latency standard. We find that the better approach is to
measure latency the same way for all providers, but for entities submitting high latency bids to set a
higher benchmark and require a demonstration of MOS of four or higher.

32. We reject arguments that a 100 ms latency designation should apply only to “latency-
sensitive traffic.”® Low latency, that is, shorter delays, is essential for most network-based applications
and critical for others, such as VoIP and other interactive and highly interactive applications.®® Thus,
requiring objectively measured latency performance standards is in line with network-based applications

891 etter from John P. Janka, Counsel to ViaSat, Inc., to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90,
at 2-3 (filed Feb. 2, 2016) (ViaSat Feb. 2, 2016 Ex Parte Letter).

6! Letter from Jennifer A. Manner, Vice President, Regulatory Affairs, Hughes Network Systems, LLC, to Marlene
H. Dortch, Secretary, FCC, WC Docket No. 10-90 et al., at 2 (filed July 2015) (proposing a latency threshold for
satellite broadband providers of 750 ms).

62 Bidders committing to provide a MOS of four or higher should be prepared to submit laboratory testing consistent
with International Telecommunication Union recommendations P.800. See International Telecommunication Union,
Telecommunication Standardization Sector, Series P: Telephone Transmission Quality, Methods for objective and
subjective assessment of quality, P.800 (Aug. 1996).

83 See ViaSat Aug. 21, 2015 Ex Parte Letter at 5-7 (proposing, among other things, a MOS of 4). In the rural
broadband experiments, the Commission relaxed the latency performance requirement for satellite providers
proposing to serve only extremely high-cost census blocks. Rural Broadband Experiments Order, 29 FCC Rcd at
8780, para. 29. We recognized that satellite providers would not be able to satisfy the 100 ms latency standard that
we established for the other two categories of experiments, because the satellite’s distance from Earth makes
achievement of the 100 ms provider latency round trip limit impossible. We determined that we would permit
satellite providers to submit proposals for projects to serve only extremely high-cost census blocks and that a
winning satellite provider may satisfy the requirements for quality of voice service by demonstrating it can provide
voice service that meets a MOS of four or greater. No authorized rural broadband experiment bidder took advantage
of this relaxed requirement.

64 See ViaSat Aug. 21, 2015 Ex Parte Letter at 5-7 (proposing 25/3 Mbps speed requirement; usage allowances tied
to urban rate survey; MOS of 4; packet loss of no more than 0.01 percent, and average one-way jitter of no more
than 30 milliseconds for interactive, real-time applications); Hughes June 2, 2015 Ex Parte Letter (proposing web
page loading time standard of 5 seconds (5,000 ms) and recommending a threshold R-value of 52, computed with an
allocation of 0 (zero) for the Advantage Factor (A) specified by the ITU formula); Hughes Mar. 27, 2015 Ex Parte
Letter.

% ViaSat Aug. 21, 2015 Ex Parte Letter at 7-8.

6 See e.g., Letter from Brett Kilbourne, Vice President and Deputy General Counsel, Utilities Technology Council,
and Martha A. Duggan, National Rural Electric Cooperative Assoc., to Marlene H. Dortch, Secretary, FCC, WC
Docket No. 10-90, et al. (filed May 18, 2016) (noting low latency is critical to support health care broadband
applications, which will be increasingly important in rural America).
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requirements and consumer-based perceptions of acceptable performance, particularly for voice
. 67
services.

33. At the same time, we are willing to entertain bids from entities that can only provide high
latency, in the interest of making this auction as competitive as possible. For those providers offering
high latency services, we emphasize the importance of providing quality voice services.”® We particularly
welcome solutions such as the terrestrial voice service suggested by Viasat. While we do not adopt the
MOS scoring metric as a substitute for the milliseconds of latency requirement, we believe it can be used
to help ensure quality voice service performance for bids designated high latency. Thus, as noted above,
in addition to the metrics set forth above, we require that bidders that exhibit high latency must be
prepared to demonstrate a MOS of four or higher throughout the term of support. We recognize that the
MOS metric is a measure of perceived quality,” and require entities taking advantage of this standard to
be prepared to submit testing results that are specific to their CAF-funded areas. Recipients must provide
this level of voice quality to all consumers in CAF-funded areas, not just to a subset of locations.

34, Bidders in the Phase II competitive bidding process that seek to meet the higher latency
standard will be free to bid on all areas that are eligible for Phase II competitive bidding; we will not limit
them to bidding on census blocks that the cost model has determined are extremely high-cost. We do not
want to preclude the possibility, however, of consumers in these areas gaining access to low latency
service in the years ahead. We also would have concerns if consumers were widely dissatisfied with the
quality of voice service associated with a double hop call. For that reason, the Commission reserves the
option of including such areas in the auction that will occur shortly before the end of the six-year term of
support for the price cap carriers that accept model-based support (i.e., before the end of 2020), if
subscription levels in CAF-funded areas are more than 35 percent lower than the national average at that
time.” The then-current recipient of support as well as other entities would be free to bid for support to
meet whatever performance standards that will apply to that Phase III auction. Absent a decision by the
Commission to include such areas in the Phase III auction, however, Phase II winning bidders that elect to
provide high-latency service will receive support for a 10-year term.

35. We conclude that applicants seeking to deploy spectrum-based technologies that can
meet the performance requirements will be eligible to bid in any tier.”' To ensure that these bidders have

7 We note ITU-T Y.1541 see Table 1 for the separate interactive and highly interactive Classes of Service. The
stated latency times needed (IPTD — IP Packet Transfer Delay) are defined as 100 and 400ms, one-way, end to end.
International Telecommunications Union, ITU-T Y.1541 at 9, Tbl. 1 (2011), https://www.itu.int/rec/T-REC-Y.1541-
201112-1/en.

68 See Letter from Michael R. Romano, Senior Vice President - Policy, NTCA, to Marlene H. Dortch, Secretary,
FCC, WC Docket No. 10-90, et al. (filed May 17, 2016).

5 See, e. g., Letter from Steven L. Goodman, Counsel to ADTRAN, Inc., to Marlene H. Dortch, Secretary, FCC, WC
Docket No. 10-90, et al. (filed May 26, 2015).

"0 If, for instance, the national average subscription rate for fixed connections was 70 percent, the benchmark would
be 45.5%, and therefore this condition would be triggered if the recipient of support had a 45 percent penetration
rate in its CAF-funded areas. We reserve the right to require bidders to provide subscription figures upon request.

I See, e.g., Comments of Competitive Carriers Association, WC Docket No. 10-90 et al., at 18 (filed Aug. 8, 2014)
(“[A]ny provider whether relying on wireline or wireless technology that meets the relevant performance
requirements should be eligible for funding through a reverse auction.”); CTIA Aug. 2014 Comments at 2-3 (“By
allowing wireless providers to participate, and all participants to use wireless technology in their bidding plans, the
Commission will allow for the more efficient provision of service in many rural and high-cost areas.”); Comments
of the Deere & Company, WC Docket No. 10-90 et al., at 6 (filed Aug. 8, 2014) (“Providers are in the best position
to assess the needs of local customers and to choose among technologies that can best serve their needs.”);
Comments of the Rural Wireless Carriers, WC Docket No. 10-90 et al., at 38 (filed Aug. 8, 2014) (permitting mobile
wireless providers to participate will “make the [Connect America] Phase II auction process more competitive by
expanding the number of potential participants in the auction”).
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the capabilities to meet all standards, however, we will require bidders proposing to use spectrum-based
technologies to demonstrate that they have the proper authorizations or licenses, if applicable, and access
to spectrum, to reach the fixed locations within the areas for which they seek support.

36. We do not agree with commenters who argue that setting performance standards that
could potentially exclude certain technologies disserves the public interest because it conflicts with the
principle of competitive neutrality.” The principle of competitive neutrality does not preclude us from
meeting other reasonable regulatory objectives, including as discussed above,” the statutory requirement
to ensure reasonably comparable service. The adoption of these technology-neutral tiers of performance
standards, which are designed to meet reasonable regulatory objectives, is not objectionable simply
because some service providers cannot meet the standards for a particular tier. "

37. By soliciting bidders that make commitments to meet significantly higher performance
standards, we further the goal of providing access to advanced telecommunications and information
services in all regions of the nation.”” By also entertaining bids from providers meeting service tiers that
the Commission has previously established in other contexts, we help ensure that services in rural and
high-cost areas are reasonably comparable to those services provided in urban areas at reasonably
comparable rates, and that consumers in these areas will not be left behind.” Finally, we emphasize that
to the extent there are eligible areas where there are no bidders willing to meet the standards for any of
these tiers of service, we intend to take further action to ensure that those consumers are not left behind.
As discussed below, we will proceed expeditiously to conduct a subsequent Remote Areas Fund auction
with further relaxed standards.

B. Interim Deployment Obligations

38. Background. In the USF/ICC Transformation Order FNPRM, the Commission proposed
that service milestones that apply to ETCs through a competitive process be the same as those that apply
to price cap ETCs that accept a state-level commitment.”’

39. In the December 2014 Connect America Order, the Commission recognized that
recipients of support—including bidders in a competitive auction—will first need to complete an overall
plan, undertake detailed engineering analyses in the field to plan the construction of particular routes and
will likely then proceed incrementally to complete construction evenly over the course of the deployment.
We adopted straight line interim milestones over the six-year term for price cap carriers accepting model-
based support.”® We required price cap carriers accepting model-based support to complete construction

2 See, e.g., CTIA Aug. 2014 Comments at 3; Reply Comments of Competitive Carriers Association, WC Docket
No. 10-90 et al., at 11-14 (filed Sept. 8, 2014) (CCA Sept. 2014 Reply).

B See supra para. 14.

™ Rural Cellular Ass’n. v. FCC, 588 F.3d 1095, 1104 (D.C. Cir. 2009).
P 47U.S.C. § 254(b)(2).

47U.S.C. § 254(b)(3).

7 At that time, those price cap carriers were required to deploy 4/1 Mbps to 85% of locations by the end of year
three of a five-year term of support. See USF/ICC Transformation Order & FNPRM, 26 FCC Rcd at 17726, 18089,
paras. 161, 1207. In response to the USF/ICC Transformation Order FNPRM, ITTA argued that the auction
winners should be subject to the same deployment milestones as price cap carriers accepting the offer of model-
based support. Comments of Independent Telephone & Telecommunications Alliance, WC Docket No. 10-90 et al.,
at 15-16 (filed Jan. 18, 2012) (ITTA Jan. 2012 Comments). ACA, in contrast, argued that the build-out timeline for
auction winners should be accelerated to two years. See ACA Jan. 2012 Comments at 4-5. But see Reply
Comments of ADTRAN, WC Docket No. 10-90 et al., at 5-6 (filed Feb. 17, 2012) (opposing ACA request to
accelerate deployment schedules). More recent comments did not address build-out terms separately from support
terms.

"® December 2014 Connect America Order, 29 FCC Red at 15657-59, paras. 36-37.
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to 40 percent of the requisite number of locations in a state by the end of the third year, and 100 percent
by the end of the sixth year. Although we required these price cap carriers to report their progress each
year, we did not create an enforceable milestone for the first or second year of Phase Il because of the
time needed for planning associated with the deployment.”

40. Discussion. We now adopt the Commission’s proposal to set the same service milestones
for recipients of Phase II support awarded through the competitive bidding process as those that apply to
price cap carriers that accept a state-level commitment. We require deployment to be completed within
six years of funding authorization. In particular, as shown in the chart below, we require the entities
authorized to receive Phase II auction support to complete construction and commercially offer service to
40 percent of the requisite number of locations in a state by the end of the third year of funding
authorization, an additional 20 percent in the subsequent years, with 100 percent by the end of the sixth
year.** We recognize these interim deployment milestones may not be appropriate for non-terrestrial
providers or providers that have already deployed the infrastructure they intend to use to fulfill their Phase
IT obligations.*! We seek further comment on this issue in the Further Notice.

Service Milestones for Phase II Support Recipients Awarded Through Competitive

Bidding®
Year 1 **%
Year 2 **%
Year 3 40%
Year 4 60%
Year 5 80%
Year 6 100%

41. When we adopted a 10-year term for Phase II support awarded through competitive
bidding in April 2014, we did not intend to suggest that we also would provide those recipients 10 years
to meet their build-out obligations.¥ Rather, we provided for a longer term in order to provide additional
support to those who competed for such support. Given the importance of the availability of broadband in
the 21" century, one of the Commission’s policy goals is to accelerate the deployment of broadband-
capable networks. Spreading the service milestones over the entire 10-year term would slow the
availability of new broadband infrastructure in these high-cost areas. Most winning bidders will likely
undertake projects that are smaller in scale than the state-wide commitments undertaken by price cap
carriers and so should be able to complete construction and commercially offer service well before the
end of the sixth year. Therefore, we do not believe it necessary to grant additional flexibility at this time.

" Id. at 15658, para. 36 n.86.

A winning bidder may be awarded support in more than one state and the auction procedures may permit more
than one bid in a state, but as discussed below, compliance with the build-out obligations will be measured on a
statewide basis. See infra para. 46.

81 See, e.g., Letter from Jennifer A. Manner, Vice President, Regulatory Affairs, Hughes Network Systems, to
Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 (filed Dec. 11, 2015).

%2 These are deployment obligations, not reporting obligations. For more information about reporting obligations,
see infra Section VIII.A (Monitoring Progress in Meeting Deployment Obligations).

83 See April 2014 Connect America Order, 29 FCC Red at 7061-62, paras. 35-36.

16




Federal Communications Commission FCC 16-64

C. Flexibility in Meeting Deployment Obligations

42, Background. In the April 2014 Connect America FNPRM, the Commission sought
comment on permitting Phase II recipients to specify that they are willing to deploy to less than 100
percent of locations in their funded areas, with support reductions to the extent they elect to deploy to less
than 100 percent of funded locations. Specifically, we asked whether 95 percent of funded locations
would be an appropriate minimum.* In addition, we sought comment on allowing Phase II recipients to
substitute some number of unserved locations within partially served census blocks for locations within
funded census blocks.®

43. In the December 2014 Connect America Order, the Commission provided some
flexibility in meeting deployment obligations to price cap carriers accepting model-based support,
requiring them to deploy to at least 95 percent of the funded locations in a given state.** We required
price cap carriers taking advantage of this flexibility to identify at least two percent of their eligible
locations in a state by December 31, 2015, so that these census blocks could be included in the Phase 11
competitive bidding process.”” At the end of the support term, price cap carriers that have deployed to at
least 95 percent, but less than 100 percent, of the number of funded locations will be required to refund
support based on the number of funded locations left unserved in the state.*® The Commission found it
reasonable to assume that many of the locations left unserved would have higher than average costs
calculated by the model; therefore, the amount refunded will not be based on average support, but rather
on one-half the average support for the top five percent of the highest cost funded locations nationwide.*
In addition, for those carriers accepting model-based support, we declined to adopt the proposal to
substitute unserved locations within partially served blocks for locations within funded census blocks, but
indicated we would continue to explore this issue.”

44, Discussion. We conclude that recipients of support through a competitive bidding
process should similarly have some flexibility in their deployment obligations to address unforeseeable
challenges to meeting those obligations. In adopting flexibility in deployment obligations for price cap
carriers accepting model-based support, we recognized that the “facts on the ground” when they are
deploying facilities in a state may necessitate some flexibility regarding the number of locations.”
Similar issues may be faced by recipients of support awarded through a competitive process. Most
commenters supported providing some flexibility in the number of required locations.”

% April 2014 Connect America FNPRM, 29 FCC Red at 7108, para. 165.

% See id. at 7108-09, para. 167.

% December 2014 Connect America Order, 29 FCC Red at 15659-61, paras. 38-42.
¥ Id. at 15659-60, para. 39.

% Id. at 15660-61, para. 42.

¥ 1d.

% Id. at 15661, para. 44. Price cap carriers can choose to substitute some extremely high-cost locations in adjacent
census blocks for locations in funded census blocks. See id. at 15657, para. 33.

' Id. at 15659, para. 38.

2 See, e. g., UTC Aug. 2014 Comments at 19-20 (stating that the Commission should require 95 percent or higher
locations to be served to discourage cherry-picking); Reply Comments of the National Rural Electric Cooperative
Association, WC Docket No. 10-90 et al., at 8 (filed Sept. 8, 2014) (stating that it is not opposed to a five percent
reduction in the percentage of locations served with a corresponding reduction in support); Comments of Wireless
Internet Service Providers Association, WC Docket No. 10-90 et al., at 8 (filed Aug. 8, 2014) (WISPA Aug. 2014
Comments) (same); Letter from C. Douglas Jarrett, Counsel to the National Rural Electric Cooperative Association,
to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90, at 2 (filed Sept. 9, 2015) (NRECA and UTC Sept. 9,
2015 Ex Parte Letter) (same). But see Comments of the American Cable Association, WC Docket No. 10-90 et al.,
at 13 (filed Aug. 8, 2014) (stating there are two reasons not to provide flexibility to competitive bidding recipients)
(continued....)
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45. We find that requiring deployment to at least 95 percent of eligible locations is equally
appropriate for recipients of Phase II support awarded through competitive bidding.” We recognize that
for these Phase Il recipients, as well as model-based support recipients, “there may be a variety of
unforeseen factors, after the initial planning stage, that can cause significant changes as a network is
actually being deployed in the field.”** We therefore will require recipients of Phase II support awarded
through competitive bidding to deploy to at least 95 percent of the funded locations in each state where
they are receiving support. At the end of the support term, recipients that have deployed to at least 95
percent, but less than 100 percent, of the number of funded locations will be required to refund support
based on the number of funded locations left unserved in that state. The amount refunded will not be
based on average support, but on one-half the average support for the top five percent of the highest cost
funded locations nationwide.”

46. We note that, consistent with the approach we adopted for the price cap carriers,
compliance with the deployment obligations will be determined at the state-level for recipients of support
through the competitive bidding process.”® Thus, we will not be looking at whether 95 percent of the
eligible locations in a census block have service, nor will we be looking at whether 95 percent of the
eligible locations in a given project within a state have service. Regardless of how a bidder chooses to
place its bids for support, for administrative convenience, support will authorized on a state-level basis,
and the geographic areas in a state that are funded will represent the service territory for the ETC that is
awarded support through the competitive bidding process.

47. We are not persuaded by commenters who argued we should provide more flexibility
than we provided price cap carriers accepting model-based support.”” Unlike the price cap carriers who
are required to accept or decline the offer of model-based support at the state level, bidders in the Phase 11
competitive bidding process will be able to bid on smaller projects. Potential bidders are responsible for
undertaking the necessary due diligence in advance of bidding to identify particularly problematic census
blocks when they are preparing their bids and have the option of not including such blocks in their bids.
Therefore, we see no reason to provide greater leniency in deployment obligations for recipients of
support through the competitive bidding process.

48. Finally, we remain open to the possibility of allowing Phase II recipients to substitute
some number of unserved locations within partially served census blocks for locations within funded
census blocks.” In the December 2014 Connect America Order, we noted that all parties potentially
interested in receiving Phase II support have an interest in building economically efficient networks, and

(Continued from previous page)
(ACA Aug. 2014 Comments). ACA subsequently proposed that auction winners be required to build to 90 percent
of locations in each census block. See ACA June 1, 2015 Ex Parte Letter at 7.

% If a recipient builds to less than 95% of eligible locations, it will be subject to the compliance measures adopted
below. See infira Section VIII.A (Monitoring Progress in Meeting Deployment Obligations).

% December 2014 Connect America Order, 29 FCC Rced at 15659, paras. 38. We also noted the customer location
data utilized in the model reflected data at a particular point in time, and the precise number of locations in some
funded census blocks is likely to change over time for a variety of reasons. Id.

% The Commission adopted the same measures to address non-compliance by all Phase II recipients. See id. at
15697, para. 148.

% Thus, for instance, if a non-incumbent bids for support to serve two distinct regions within a state, and ultimately
is a winning bidder, its “service territory” would cover both areas for purposes of measuring compliance.

7 December 2014 Connect America Order, 29 FCC Red at 15660, para. 40. See, e.g., Letter from Alan Buzacott,
Executive Director, Federal Regulatory Affairs, Verizon, to Marlene H. Dortch, Secretary, FCC, WC Docket No.
10-90 (filed Mar. 1, 2016); ACA June 1, 2015 Ex Parte Letter at 7.

% We sought comment on this issue in the April 2014 Connect America Order, 29 FCC Red at 7108-09, para. 167.
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those networks do not neatly align with census blocks.” We will continue to explore this issue, and
encourage all stakeholders interested in receiving Phase II support to work together to propose for future
Commission consideration an administratively feasible method for ensuring that unserved consumers in
partially served census blocks are not left behind.

D. Accelerated Payment for Early Deployment

49. Background. In the April 2014 Connect America Order, the Commission adopted a 10-
year term for Connect America Phase II support awarded through the competitive bidding process.'” We
proposed to provide financial incentives for recipients of Phase II support to accelerate their network
deployment by disbursing funds on an accelerated timetable if a recipient completed its deployment ahead
of the required timeframe.'"'

50. Discussion. After further considering the issue, we decline to adopt an accelerated
payment option for recipients of Phase II support awarded through the competitive bidding process.'”
While a few commenters supported providing an option for accelerated payment, and we agree with the
goal of encouraging faster deployment, we are not persuaded that we could implement this proposal
within the annual available budget.'” We are not convinced by ADTRAN’s claim that the universal
service fund should be no worse off, because the outlays will not increase, and could decrease slightly to
the extent the Commission discounts the accelerated future payments to reflect the time value of
money.'™ Even if annual support amounts were discounted, ADTRAN fails to recognize the impact on
the fund if a significant number of support recipients took advantage of an accelerated payment option in
the same year.'” Although overall outlays over the 10-year term would not increase, if the Commission
disburses an amount of Connect America funding that significantly exceeds its annual budget, we likely
would have to increase the contribution factor and the burden on all ratepayers. In adopting the high-cost
budget in the USF/ICC Transformation Order, the Commission explicitly sought to avoid “dramatic
swings in the contribution factor.”'® We find that the potential risk of considerably exceeding our budget
in a single year outweighs the benefits of encouraging early deployment with an accelerated payment
option. Moreover, continuing monthly payments over the full 10-year term provides the Commission
with a means of addressing non-compliance by withholding payments until non-compliance is cured, as
discussed below.'"” We note that recipients will have other incentives to complete their deployment as
quickly as possible, both to begin earning revenues from the new service offerings and to be in a position
where they are no longer required to maintain a letter of credit, as discussed more fully below.'*

% December 2014 Connect America Order, 29 FCC Red at 15661, para. 44.
' 4pril 2014 Connect America Order, 29 FCC Red at 7061-62, paras. 35-36.
"V April 2014 Connect America FNPRM, 29 FCC Red at 7107, para. 161.

192 We note that the Commission did not adopt an accelerated payment option for price cap carriers accepting the
offer of Phase II model-based support.

103 See, e.g., Comments of the National Rural Electric Cooperative Association, WC Docket No. 10-90 et al., at 8-9
(filed Aug. 8, 2014) (NRECA Aug. 2014 Comments) (supporting accelerated payment if it doesn’t jeopardize the
fund); UTC Aug. 2014 Comments at 17-18.

1% ADTRAN Aug. 2014 Comments at 10.

195 For example, if all Phase II support recipients completed deployment in year five, the Commission would be
obligated to disburse six times the annual amount of Phase II support in that year (the amount that normally would
be due in year five plus the amounts that would otherwise be provided in years six through ten).

19 USF/ICC Transformation Order, 26 FCC Red at 17847, para. 559.
"7 See infrra para. 190.
1% See infra para. 123.
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Iv. ELIGIBLE AREAS

51. In this section, the Commission finalizes decisions regarding the areas that will be subject
to bidding in the Phase II auction.'” As a general matter, only census blocks lacking 10/1 Mbps service
from any provider will be eligible for bidding,''® with two limited exceptions.''' We direct the Bureau to
release a preliminary list of eligible census blocks based on the most recent FCC Form 477 data and to
conduct a streamlined challenge process to identify the final list of eligible census blocks for the Phase 11
competitive bidding process. We also direct the Bureau to average costs at the census block level when
generating the list of census blocks eligible for the Phase II competitive bidding process.

52. One of our objectives is to ensure that as many consumers as possible lacking 4/1 Mbps
Internet access service become served through implementation of Phase II. We conclude it would not be
an efficient use of the Phase II support to make eligible in the auction high-cost or extremely high-cost
census blocks in the declined states where the price cap carrier already is providing 10/1 Mbps or better
service.

A. Updating Census Block Eligibility to Reflect More Recent Broadband and Voice
Coverage Data

53. Background. Inthe 2011 USF/ICC Transformation FNPRM, the Commission proposed
that in states where the price cap carrier declines to make a state-level commitment, it would use the arecas

1% We note that census blocks that are served by price cap carriers that serve non-contiguous areas and elected to
receive frozen support in lieu of model-based support for Phase II will not be eligible for the Phase II auction.
Alaska Communications Systems, Virgin Islands Telephone Corporation, and Puerto Rico Telephone Company
elected to receive frozen support in lieu of model-based support for Phase II. See Letter from Karen Brinkmann,
Counsel to Alaska Communications Systems, to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 (filed
Jan. 2, 2015) (ACS Jan. 2, 2015 Ex Parte Letter); Letter from Russell M. Blau, Counsel to Virgin Islands Telephone
Corporation d/b/a Innovative Communications, to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 (filed
Dec. 29, 2014) (Vitelco Dec. 29, 2014 Ex Parte Letter); Letter from Thomas J. Navin, Counsel to Puerto Rico
Telephone Company, Inc., to Marlene H. Dortch, Secretary, FCC, WC Docket No. 10-90 (filed Dec. 22, 2014)
(PRTC Dec. 22, 2015 Ex Parte Letter).

"% The Commission has already made a number of decisions regarding the areas that will be eligible for the Phase II
competitive bidding process. In the April 2014 Connect America Order, the Commission decided to allow
participants in the Phase II competitive bidding process to bid on any areas that the CAM has determined are
extremely high-cost; i.e., their estimated cost exceeds the extremely high-cost threshold of $198.60. April 2014
Connect America Order, 29 FCC Rcd at 7060-61, paras. 30-33. Thus, there will be census blocks available for
bidding in the Phase II auction throughout the country, not just the states where the price cap carrier declined
support. Our preliminary estimate is that there are less than 200,000 locations in eligible census blocks with an
average cost that exceeds the extremely high-cost threshold of $198.60. The specific number may change as we
finalize the eligible census blocks based on the decisions adopted in this order.

In addition, the auction also will include those census blocks that price cap carriers accepting model-based support
identified by December 31, 2015 where they do not intend to meet their deployment commitments, to the extent they
lack 10/1 Mbps service. December 2014 Connect America Order, 29 FCC Rcd at 15659-60, para. 39.

""'n the December 2014 Connect America Order, the Commission decided that all census blocks served by
subsidized wireline competitors would be included in the Phase II competitive bidding process regardless of whether
they are already served by 10/1 Mbps. December 2014 Connect America Order, 29 FCC Red at 15672, paras. 74-
75. Those census blocks were removed from the offer of Phase II model-based support and will be included in the
Phase II auction.

In addition, we will not include in the Phase II auction those census blocks lacking 10/1 Mbps service where the
price cap carrier accepted and has deployed service using Phase I incremental support. Carriers will be reporting
geocoded locations where Phase I incremental support was used on July 1, 2016. Soon thereafter, USAC will begin
the process of validating the completion of those deployment obligations. We do not want to delay finalization of
the eligible census block list for the Phase II auction while that process is underway.
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identified by the Phase II cost model as eligible for support. It also sought comment on other approaches,
including whether to include areas that are served, based on the most recently available data.'"

54. One of our core objectives is to ensure that we do not provide support to overbuild
unsubsidized competitors that are offering voice and broadband services meeting the Commission’s
requirements. The CAM used for the offer of model-based support incorporated June 2013 State
Broadband Initiative (SBI) data to determine whether areas are served by competitors offering broadband
that meets the Commission’s requirements.'”® For the Phase II offer of model-based support to price cap
carriers, the Bureau ran a challenge process whereby interested parties could submit evidence to challenge
a census block’s classification as served or unserved by an unsubsidized competitor based on SBI data.'"*
For purposes of the offer of model-based support, the Commission also relied on Form 477 data to
determine whether an unsubsidized competitor was offering voice service in the relevant census blocks,
which interested parties were also permitted to challenge.'”

55. In the December 2014 Connect America Order, the Commission decided that any areas
served by an unsubsidized facilities-based territorial competitor that offers 10/1 Mbps would be ineligible
for support in the Phase II competitive bidding process, concluding that it would be an inefficient use of
Connect America support to provide funding in these areas. It stated, “We expect to update the list of
census blocks that will be excluded from eligibility from the Phase II competitive bidding process based
on the most current data available at the time shortly before that auction to take into account any new
deployment that is completed in the coming year.”'"°

56. Discussion. The coverage data used in the Phase II cost model for the offer of support to
the price cap carriers reflects broadband coverage as it existed in June 2013, which now is nearly three
years old. It would not be appropriate to place in the auction those areas that have become served through
market forces in the intervening years. We therefore conclude that the Commission will rely on current
Form 477 voice and broadband deployment data to prepare a preliminary list of census blocks that will be
eligible for the Phase II competitive bidding process. Certified Form 477 data that indicate an area is or is
not served will supersede the conclusions reached in the Phase II challenge process that the Bureau
conducted for the offer of model-based support.'"”

57. We conclude that we will conduct a limited challenge process to ensure that support is
not provided to overbuild areas where another provider already is providing voice and broadband service
meeting the Commission’s requirements.''® We direct the Bureau to release a preliminary list of eligible
census blocks based on June 2015 Form 477 data and to invite parties to comment within 21 days of
publication if those areas have become served subsequent to the June 2015 Form 477 data collection with

"2 USF/ICC Transformation FNPRM, 26 FCC Red at 18085-86, para. 1191.
'3 USF/ICC Transformation Order, 26 FCC Red at 17701, para. 103 n.168.

"4 Connect America Fund, WC Docket No. 10-90, Report and Order, 28 FCC Red 7211 (WCB 2013). Challenges
were due in August 2014 and replies were due in November 2014.

5 1d. at 7215-16, para. 10.
"8 December 2014 Connect America Order, 29 FCC Rcd at 15674, para. 80.

"7 See generally Connect America Fund, Connect America Phase II Challenge Process,