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L. INTRODUCTION

L. In this Notice of Proposed Rulemaking (Notice), we seek commeni on the merits of using
teverse auctions (8 form of competitive bidding) to determine the amount of high-cost universal service
suppart provided Lo eligible telecommunications carriers (ETCs) serving roral, insular, and high-cost
areas. Axs discussed below, in a reverse auction, support generally would be determined by the lowest bid
ra serve e suctioned area. We tentatively conclude that reverse auctions offer several polential
advantages over cmrenl. high-cosl support distribulion mechanisms. and that the Commission should
develop an auction mechanizin 1o determine Ligh-cost ooiversal service snppont. W seek commenl in
this Nolice on a oumber of specilic issues regarding ouclions and avetion design that must be resolved in
order for the Commission o implement an anction meclanism.

.  BACKGROUND

2. In the Televommunications Act of 1996 (1996 Aci), Conpress songht Lo preserve and
advance universal service while, el 12 same lime, opening all telecommunicalions mackets w
competition.' Section 254(b) of 'he Act. which was added by the 1996 Act, directs the Federal-State Joint
Board on Universal Service (Ioint Board) and the Commission o base policies for the praservation and
advanceinenl of univelsal service on several peneral principles. plus other principles (iat che Commission
may eslablish? Among other things, Ihere should be spesilic, predictable, and sufficient federal and siale
universal service supporl mechanisms; quality services should e available al jusc, reasonable, and
aflordable rales; and consumers in all regions of 1he nation should have access to telecaltwaunications
serviced lhat are reasonably comparable (o 1ipge services provided in uthan areas al reasonably
comparable rates.’ Section 254(e) of the Act provides (hat anly ETCs desiguaced under seciion 214{e)
shall be eligible io receive federal niiveraal service snppon, and tha any sach suppart should be explicil
and suflicient 1o achieve the porposes of that section,”

3. In the Universal Service First Report and Ovder, the Comunission recognized certaiu
advantapes of using compelitive bidding to detennive lagli-cast universal service suppon .’ Firy, "a
compelling reason lo use competilive bidding is ius poweniial as 4 market-hased approach (0 determiniag
universal service suppor, il any, for any given area.”™ 3ecand, “by encouraging more efficient carriers (0
gubrnit bids 1etlecting their lower costs, another advanrage of & properly struciured coumpetitive hidding
sysiem would be its ability (o reduce the amaounl of suppon ueeded tor nniversal service.” The record at
the time, however, was insnfficient 10 suppont adagion of a competilive bidding mechanism.! Morsover,

! Telecommunicalioms Aetl of 1996 Pub. L. No. 104-104, 110 S1ar. 36 (1994 Act). The 1996 Actamended Lhe
Comemunicalions Aot ol 1934, 47 ULS.C. § 151, &f geg. (Communicalions Act or Acf).

? See 47 US.C. § 254(b).
147 U.8.C. § 284(b)(1), (), (3],
147 LR §R 2 1dqe), 254(e),

} Foderal-State Jomi Board on Universal Service, CC Docket No, 96-45, Repord and Onler, 12 FCC Rud 8776,
R94R, pama. 320 (1997 (Universel Service Firsr Repovi and Grder) (subsequent history omitted),

® 1. (oprering wilh s Joink Board). The Comntission also agreed wilh the Yoint Board (hat “competitive biddiug is
censislenl wilh section 234, and conports with 1le inlend. of the 1994 Acl 1o ely on market forces o minimize
regulalion” fd al 893 |, para. 315,

T 8548, para. 32 “[u \hat regard, the bidding process should also capture the efficiency gains fromn new
lechnologies or improved prodactivily, converling e inlo cosl savings [or universal service.™).

¥ See id. aL 8949, para. 320. Only GTE had proposed a delailed compefilive bidding plan, which il cliaracterized as
arl gutling rathee than a final propozal. GTE's Couunenls in Respouse o Quesijons, CC Dockel No. 96-45, Alach.
(liled Aag. 2, 1996).



__Federal Coinmunicatinns Cammlssian FCC 08-5

ihe Commisaion found it vplikely 1hal competitive bidding mechanising would be useful at thai. {ime
because ol the expectation thal there would be 1o competition in a significant number of faral, insuler, or
high-cosl areas in Lhe near o * Nonetheless, the Commission found Uhat campetitive bidding
warranled furlier cousideration.'®

d. More recently, there lias been renewed flilerest i1 using compeditive bidding Lo determine
high-cost nniversal service supporl. The Joiat Board cureully is reviewing the Commission's rules
1elating o high-cost unlversal service snpport iy service arear in which compeliiive ETCs receive suppod
and high-cost universal service suppor. for rural carriers.’! In August 20086, the Joint Board soughl
commeul or the werils of using auclions to delermine high-cost nniversal service suppor.'’ In February
2007, the Toiuc Doapd held an en bane hearing to discuss hi%h-co.qr universal seivice suppor. in rursl sncas,
includiug the use of 1everse auctions to delermine support.” In his opening remarks, Chairman Kevin
Martin explaincd thal “reverse auctions nonld provide a technologically aud compelitively neutral means
af cantrafling lund growth and ensuring a move 1o most efficienl technology over time.”"* In a Public
MNatice. released May 1, 2007, the Joinl Doard songhl comment an various proposals for long term,
comprehendive relonn of the high-cost universal service suppod inechanisms, inclnding the use of reverse
auctions.'® Tlhe specific auction proposals filed during the course of this proceeding are brielly described
below.

a See Universal Service Fivst Repurd and Order, |2 FCC Red al 8950, para, 324

1 See id. al 8948, para, 220. Albongh the Conunission indicated it would isaue & [unher nolice of proposed
rulemnaking speciically examining Lhe uie of competilive bidding W detenoine ligh-cosl suppori, wadl row, it bas
only sougli conunent in the mors limited contexl of using compelitive bidding w identify 1he carriars) besi able Lo
provide service o wnserved tribal lands, Sze id. al 8931, para. 325; Federal-State Joint Boord on Universal Servica:
Promoting Deplapsent and Subsvibershin in Unserved and Underserved Aveas. Including Tribaf and Insular
Areas, CC Docket No. 96-43, Furthar Nalige of Proposed Rulemaking, 14 FCOU Red 21177, 21217-24, paras, 93114
[ o09),

I See Federal-State Joint Board on Universal Semvice, OC Docker No. 96-43, Order, | T FOC Bed 12642 (20023
(ETC Partability Referval Order), Federal-State Joint Board on Universal Szrvice, CC Docket Mo, 98-d 5, Order, 19
FOC Bod 11538, pama. 1 (2004) (Rural Referral Order),

" Kederal-Stene Joint Board on Universal Service Seeks Comment an the Merils of Using Auctions fo Determine
High-Cost Universa! Service Support, WC Dockel No. 05337, CC Docker No. 96-45, Pubilic Notice, 21 FCC Red
9292 {Fed.-Swae JL Dd. 2008) (2006 Joint Board Public Natice). The Joinl Roard also sought comment on suctitng
in the ETC/Portmbility proceeding. See Federal Staie Joint Bowrd on Universef Sepvice Secks Comtinent on Certoin
af the Commission's Rules Relating to High-Cont Universal Sorvice Support and the ETC Destgration Process, CC
Docket Mo, 96-43, Public Nolice, 18 FCC Red 191, 1930, para. 20 (Ted.-Stare JL. Bd. 2003).

1 See Federul-Swate Joint Board o Universal Service to Hold En Bane Hearing on High-Cost Universal Service
Support in Areas Served by Rurg! Carviers, WC Docket Ho. 05-337, Public Nolice, 22 FCC Red 2545 (Wirsline
Comp. Bur. 2007},

" Sratesmenls, slides and audio transcripte (rom the 2007 en bane Aearing are available al

htteiiwran. fee poviweb/lapdimuversal serviee/JointBoard/'welcoine Jim:l lasi updaled Ocl, 1, 2007).

1% Federai-Suate foint Baard on Universal Service Seeks Comment on Long Tevm Comprohorsive High-Cost
Universal Servica Ratonn, WC Docket No. 05-337, CC Dockel No. 96-45, Public Netice, 22 FUC Red 9023, 0024-
25, pam A (Fed.-Stae I 04, 2007), Comments were dne Bay 31, 2007, and reply conunents wens doe July 2, 2007,
The Joini. Roard also reconunended ihai, as an inlerim measure, the Copwnission adapt a cap oo competitive ETC
quppotl. See High-Cost Universal Service Suppori: Federnl-Steute Jornr Board on Universal Service, WC Dockel
Na. 05-337, OC Deckel No.B6-45, Recommended Decision, 22 FCC Red 8993 (Fed -State Ii, Bd, 2007) (2007
Revommended Decision).
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5. CTId Proposal. In response o the 2004 Jofnt Board Public Notice, CTIA - The
Wireless Association® (CTIA) proposed a *winner-gets-more’ reverse auction stmuwlure in which
wireline end wireless ETCs would eompele n the same auction.'® Under this proposal, ihe winning
biddet would receive the level of suppon it bid, end gther auction participanrs would recejve spine lesser
level of support. CTIA suggesis iwo passible methods of calculating support for a non-winning bidder:
(1) a percentage reduction in pavinent based an ihe difference between its bid and ihe winning bid: aud
(2) a pacentage reduction in payineut hased on ihe difference belween its bid aud the winning bid, but
also weighted by e share of customers of the winning bidder.” CTIA supports the use of small areas,
sucl as counties, os the yeographic areas on whicl providers would bid. '

6. Ferizon Proposal, 'On February 9, 2007, Yerizon proposed implementing competilive
bidding an a limiled bagis, with the possibility of extending 1he use of auctions more widely atter the
Commission assesses ihe results,”” Under Verizon®s proposal. the Conunission would introduce auctions
in aead in whicl wulliple wireless competitive ETCs cunently raceive support (0 select a gingle winning
wireless provider W receive federal high-cost support in that arex. ™ Ougce (hese auctions were compleled,
a separate set of auctions would be held in areas where theie is a1 leasl one wireline cownpetitive BTC,
Boili the incumbent local exclienge carrier {(LEC) and any wireline cowmpetitive ETCs would participate,
and ihe auclion would select a single wireline provider to receive high-cost support in that area *' Alter
reviewing iis experience wirh the separule wireless and wireline auctions, ihe Commission conld [hen
consider holding a general auction in any area where ihers i3 a competitive ETC. Both wireline and
wireless ETCs would participate, and the general auetion would select a single ETC (o receive ihe mupport
determined by ils bid. ~ The Conuuission also could consider using the resulls of the auctions to adjusi
support of ETCs receiving suppart not yor delermined by an auction.

7, Verizon also propascs an anction design that uses wire cenlers, ar least nitielly, 13 the
geopraphic areas lor which “combinacorial” auctions would be held.®® This rype of anciiou allows bidders
fexibility 1o subinit bids for individuwal wire cenlers, or bids for packages of wire ceaters.™ Bids would

'* Sve 2004 Joint Board Public Netice, Reply Comunenis of CTIA—The Wircless Association®, WC Docket No.
03-337, CC Dogket No, 26-45, Appendix (Controlling Thuversal Service Feading and Promoting Cauapetition .
Theaugh Beverse Auctions, by James Slepeman, Dr. Slexe Parsens, Robert Fricden, and Mike Wilson) (filad Nov. 1,
306) {CTIA Reply Comments).

Y gee id Appendix al. 21. For example, under the firsl method, if dQie winning bid is 38 per line and another bidder
bids #10. the winning bid is 20 percent below the oher hid, sn the non-winning bidder would receive 20 percent less
support, or 56,40, Under (he second method, il the wanning bidder at 58 serves filly percenl of e market, (he
carrier bidding 510 has its reduction facior mleplied by 30 percent, for a len percent reduclion and would receive
$7.20 per line. The purpose of The market shure adjusiment value is 10 reduce gainesmanship opportunities available
i providers wilh omly 3 siunll share of the market, fd,

W Seeid. al 6.

1% See Teler from Katlleen Crille, Viee Presiden| Fedeeal Regulatory, Verizon, 1o Deborah Taylor Tale, Federal
Chair and Hay Baven, Siate Clair, Federsl-State Joint Board on Universal Service. W Docket No, (15-337, CC
Docket No. 3645, Appendix (Moderniziug Universal Service: A Design for Coanpelitive Bidding), (dated Feb, 9,
2007} (Verizan Lever).

® See id. at 7-8.
U See id.

% Ree id. ai 9.
B See id. at 5-6.

M See id. at 6. The specitic auclion design Verizon describes is called a “clock-proxy” auction, whicly is a Iwhrid of
lwio aucdion designs, a "clock”™ aycion and a “proxy' auclion. A clock auclion is a dynamie, multiple round process
{contimued. ...} -

4
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be for a flal amowit ol subsidy for e given area, or packape of areas.”® The resarve amount would be
based on current high-cast suppad ainounts and would cnsure thal the supporl determived by the auctiou
is no grearer than the amouat of support provided prior Lo (e auction.™

B. Allret Propoxrf, Qn February 16, 2007, Alltel proposed a reverse auction pilol program
clat would Larget addicional funds 1o promote broadband deployment in nnserved or underserved rural
areas.” [n unserved or undemserved zip code areas, any ETC could submit a bid for the miniunm amount
of universal service per line that it wauld need 1o make available bioadband service, as well as the basic
services currenlly supported by the high-cost progran, to a minimom percentage of households m the zp
code area within a specified period ol time ® In areas where an ETC caun satisly thiy standard without
additional support beyond that already available under the existing high-cost program, Alltc] ¢laims tha
the winning bid might be zero.” Bach participating ETC would receive per-line ﬁmdm,? ouly to the
extent it provides broadband, as well ag curremly supported services to a customer line.™ The participan
offering the lowest bid would receive the full bid amoum Jor each broadband line il provides during the
duration of the service term {e.g., five years). All other ETCs lhat commil W ngeting the same broadband
build-o;.}t requitements would also receive support, bntal a slightly Jower per-line rate than the winning
bidder.

{Continued from previous page)
it1 which 1l anclionest anomces prices and bidders respond with qunnulm dewred at annouuced prices. It is.
called a elock auction because e rounds of bidding are conducted al regular inlervals, (1 a proxy avction, the
bidding activity is conducied by a proxy agent (a conwuler proeram) llowing siicl rules v onder to limil The

pogaibilily of sirmamgic behavior by Lhe bidder. See id. Appendyy al B-14,

B Leeid al 6.

* Ceeid at 7. Asa first step, Yerizon proposes that the Conunission atabilize the wniversal service fund by placing
a reasonabls cap on current high-cost support levels. Suppart would be capped for each study area, with bwe
separate caps, one for wireling ETCy and one for wireless ETC3. Scaff. at 3-5. Vearizon also siaies thal iis avclion
design suggests Lwo reserve amounts that would each have 1o be saddfied: aus thal apphies ac ibe study area level,
and a second that applies at the wire cenier level The sggregaie reserve al tle siudy area level would be the capped
amoun! gstablished at the beginnimg of the process. The wite center réserye would be based ou a pro-raia
distribution of the study area suppart to cach wirs center, bul with some addilioual anwwnr added w allow for
auciign results 10 direct more support to higher cost wire centers, and less i lower cost ones. This ingans Lhat Lhe
sum of the individual wire center reserves in a sudy area wonld be grealer (han e aggregale reserve lor (he study
area a5 8 whole The scparate imposition of the study area reserve Wwould ensore that (he auclion capnet resull in an
merease 0 support {or any swdy area, fd al 7.

! Eov Lelier oo Gene Delardy, Vice Preaident Regulaiory Allairs, Steve R, Mowery, Vice President Public
Poliey, and Mark Bubin, Vice President Federal Govarnnent Affairs, Alltel, to Dehorah Taylor Tate, Federal Chair,
and Bay Baum, $1ate Chaic, Federal-State Joint Board on Universal Service, WC Docket No, 05-337, CC Dpcket
Wa, 96-45 idated Feb, 18, 2007) {Alltel Leatter) fattaching Alltel Universal Service Refomm Proposals) {Allie]
Proposal). Although Alliel believes that it may be possible to resolve certain problems and ultbmately we reverse
auclions w allocale all uwivarsal service support, its pilot program proposal would provide support in addinion @
support participating ETCs receive under the pre-existing high-cost program. Sez Allte] Proposal a1 1.

2 S Alltel Proposal ac L.

* fd. Alliel suggests that broadband could be defined as any serviee used for tranemiszion of inforintion of a ueer's
clwoging 4t 2 transmission speed of al least 400 kbps in al least one ditection, regardless of the (ranwmission medium
ot lechnology emplayed, See fd. a1 2,

¥ Qoe i,

3 Alliel suggesls thal the nen-winniug hidders could receive 90 percent of any armonnts disbnrsed over and above
the amounts already available under ibe pre-exisiiug bigh-cost progrant, See id. al 3,

i
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9. Alltel recomnmends that the bidding process be condneted in a manner shimilar (o thar used
for speclrum auctions: a multiple round, combinalorial anction, in which participaits ean bid for any
number of zip code artas. The reserve price in each zip code arza would be s¢t based on the cumrent leve!
of high-cosl support disbursed ta ETCs in the arca, increased by a cartain percentape for the presvmabiy
higher cost of broadband deployment, Alliel sugpests, for example, establishing a maxijyum bid amount
50 lhai the tolal per-ling suppart would nat iucrease by more than 30 percend or 100 percent iz any ama
where higl-cost fapds ave already being dishursed 1o one or more ETCs ™

111, DASCUSSION

0. We seck commeni generslly on the advaniages of using a reverse aucrion mechaniain io
determine the amouni. of high-coat universal service suppor distributed (o ETCs. Technology and 1he
markelplace have clanged considerably since 1he Compmission in 1997 found that competitive bidding
ins;|ianisms were unlikely 1o be usefal in rural, insular, and high-cost areas because of the absence of
competition in these inarkets. Since thal time, many carricrs, particularly wireless carriers, have become
ET(s and receive support for serving high-cost areas. As a resnll of the peolicies and fmework the
Cowmission adopled at thal time, the Conunission’s jules ngw result in subsidizing mnltiple conpetitors
{0 serve arcag in whicl costs may be prohibivively expensive for evell one carrier Lo serve without a
snbaidy. The increase in the number ol ETCs ieceiving high-cosl supporl over Lhe past several years is
placing significant and increasing pressure on the stability of the universal service fimd.”

11. In a reverse auclion, support generally would be detennined by the lowest bid to serve the
auctioned aren. Auctions bave potential merit in that they allow direct market signals to be used ag a
supplement to, and possible replaceinent of, cost estimates made from either historical cost accounting
data or forward-1ooking cost inodels, as is done under the current high-cost support programs, fu an
auction, bids would retlect each bidding ETC's cost estimates for serving the relevam geographic area, If
a sufficient nurnber af bidders compete in the anction, L winining bid might be close to (he mimimmn
level of subgidy required 1o achieve the desired universal service goals. In contras, e suppart mechanism
based on ¢ither a carmier's einbedded cosls or on a forwand-looking eost mode! provides wo incentives for
FTCs Lo provide supportad services al the minimnm possible cost. hu addition, an auctigu conld provide a
Faic and efficlent Ineans of eliminaling the subsidization of multiple FTC3 in a given region.” We
teutatively conclude Lhat raverse auctions offer several polential advantapes over eurrenr high-cost
support. distribution iechanizing, and that 1he Commission shenld develop an auction mechanism o
determine high-cogt nniversal service supporl. There are 2 uumber of detailed issnes regarding auctions
end auclion design that muat be resolved in order Jor the Commission (o implelient an auction
mechanism, however, We seek comment below on ihese specific issnes.

A, Eligibility Requircments

12, We seck comment on efigibility reqniveinents for bidders parlicipaling in reverae
auctions, Section 234(¢) slates, in relevant part: ~“ouly au eligible elecommuiications carrier desipnated
under section 214(e) shall be eligible lo receive specilic Tedaral nniversal sarvice supporl.”™ Therefore,

*2 See id. Allie) recommeuds that. the pilol progran slarl at about $25 million. See Alliel Proposal at Summuary.

B See 2007 Recommended Decision, 22 FCC Red al B999-3001, parss. 4-5 recomunending an inlerini cap on
conpentive ETC high-coal suppart 1o tesrain the growtl of the fund); see wlso Dmiversal Service Cornteibution
Merhodelegy, WC Docket Mo, 06-133, Reponl and Order anel Nolice of Propesed Rulermaking, 21 FCC Red 7518,
7327, para. 17 {2004} (adopting an interim contribution measwres in response o strain ou the nniversal service fund
due to grawth io disbumsene nia).

** This benelit would resuld if \he Comsnission adopls an auction design et awards suppart o a single winner per
aren. See fifre para. 14,

AT US.C § 254(e).
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we tentatively conelude that 3 bidder st hold an ETC desjgnation covering the relevant geographic area
prior o panicipaling in an anclion o delsrmine high-cost sapport [or that geographic area.

B. Single Winper Versus Multiple Winners

13, We seek comment on whether yniversal service snpport avelions shonld awaid ligh-cost
suppom, Lo a single winner or 10 mulliple winuers. Should only the canier submitting the fowsat bid he
allowed o receive the subsidy? Should all ETCs participating in the anclion receive support, and if so,
shonld it be the same level of suppon, ar different amounts of support as suggested in the CTLA and
Alltel proposals™® We ask commenters that favor multiple-winner anctions in which different amounts
of support go to different bidders to explain how the different levels of support would be determined.
Alternatively, should thers be a fixed uoiiber of winners greater Nan one? If there are a fixed number of
winners receiving support, shonld the winning bidders receive the same amonnt of support (i.e., Lhe same
amount as the lowest bidder), or should the lowest bidder receive more?

14. We seek comminent on the advaniaged and disadvantages of & slngle-winner auction versus
» mulliple-winner auction farmal. As mentioned abave, if anly one bidder receives support, ax auction
cauld provide a fair and efficient means of climinating the subsidization of multiple ETCs in a given
region, thereby ceasing the uneconomic practice of subsidizing multiple competitors to serve arcas in
wlich costs are prohibitively expensive for even one carrier. We expect that using siugle-winner anclions
would result in less overall suppart Hwn muliiple-winner auctions. For exantple, if support were (0 be
distribnted as a fixed subsidy per geographic area, then an anction with Iwo wimners would result in lwice
the support of a gingle-winner auction, As ihe munber of winners increases, the size of the tolal subsidy
would increase prapodionately. We leplalively couclude thal 1his would violale the universal service
principle of s{ficiency and would be au unacceplable enction formal.” We thierefore tentatively
contclnde (hgl universal service supporl avctions should award high-cost snpport (o a single winner.

L5. [f support is delennined o the basis of the nuinber of subscribers served, we simnilatly
would expeci Loial snpport under a multiple-wigner enciion (o be higher than support under a single-
winner anclion for several reazons. First, many subscribers may choose to parchase service from mnlitiple
ETCs, with the result that such subseribers could indirectly be subsidized multiple times in a multiple-
winner auclion.™ Second, a multiple-winner anction would also increase the expected size of the subsidy
under imosl common augtion formats. For example, if the size of ilie subsidy is determined by the lowest
bid of & non-winning bidder, the per-cartier subsidy would be eapected 10 rise as the nunber of winners
increased.” Third, when the aumber of winners is laree relative to the number of expected bidders, tacit

* See Jupra paras. 3, B,

¥ See 47 USC. § 254(0)(5); Alence Commumications v, FCC, 201 F.3d 608, 619 (3™ Cir. 2000) {“eacessive
fundiug nuy isell violate the suTiciency requicement of the Acl™). To avoid this result, suppor in a uiulliple-
winner auglion would need 10 he diguwibuled on a per-line basis, ralher i as a Hxed amounl per ares.

3 1F subsidies were hased on the numbee of lines, then sowe houseliolds could also reseive muliiple indirest
subsidies by wubacribing lo a single witeleas carrier thal offers discounted prices Toc additionzl lines i funily
meinbers.

" When the subsidy i deterniined by he Jowest ion-wimming bid, anstion theory suggests that, absent scale
economies, biddees will not change their bids when the number of winners is increased. See Vijay Krishwa, duction
Theory 181-33 (Academic Press 2002). Tt follows that inpreasing the nunber of winners implies fhat the lowes
non-winning bid will be higher. To ilustrate, under such & mechnism, if there were a single winner, the subsidy
wauld be based on the secand lowest bid, If thers were 1wa winners, the subsidy would be based on the thurd lowest
bid, whicl: by defintion wonld be higher, since bids do not change as the number of wingers increnses. Siinilar
resulis would be expected if subsidies were determined on the basis of the lowes? wirring bid, althoual caleulalions
for this case musl lake into accoun! changes in optimal bidding steategies as the number of wilners iucreases,
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eollusion may be (acilitared, which would 1esult in less compelitive bidding For the required subgaidy.
Finally, a3 the nuinber of carriers receiving a suhaidy increases, the marker share of each sobsidized
carrier would conespondingly decline. Sinee it is well established thal costs lo individual carriers
{ucrease as their cuslomer densiby decreases,” we would expect that the underlying ¢osts on which
carrers base Lieir bids o inerease #s the nuinber of wiuning bidders increased and the individual bidder's
expecied number of subscribers decreased. :

1o, Parlies have arguad (hal Lhae ave benelits to mulople-winuer auctions. For example,
CT1A arpoes that single-wiuner auctions 1un the risk ol eliminaling the consumer benellis of a
compcritive narket by discouraging competlitive eutry during the period Uie auction wiouver has the
exclusive rght to receive suppori.”* How would a winner-geta-inare auetion, as proposed by CTIA, slfect
the overall level of suppon? How would the Jact thal all biddeis receive support n & wilner-gets-inore
auction etfect the bidder sirategics? To what exlent should the Commission’s nuiversal service policies
be direcied 21 promoling competition in rural, high-cost markeils? Does the Act require 1hat rorel
consumers luve affordable access 10 both wireline aud wireless servicea? Wonld s sivgle-winner auclion
deny rural consumers affordable acceas to both wireline and wireless sarvices?

17. Soine partica liave suggested thal 1he Commission consider having separaile auctions for
wireless and wireline ETCs, nl {easl initially. For exemple, Verizoon propoats that the Cotnmission
initiate the uge of auclions m areas in which multiple wireless competitive ETCs receive support.™ Ouce
ithese anctions have beeu cowpleted, the Commission wonld hoeld a separaie sel ol auctions i areas where
there is an ivcunbent LEC and at least one wireline compelitive ETC.* We seck comment on separale
wireless and wirelme auctions and auy other issues relaling 1o qiugle- versns innliiple-winner ancliowos.

C. Method of Distributing the Subsidy

L8, We seck commenl on the manner (0 which a subsidy should be computed and disnibatad,
Specitically, mbsidies could poientially be olfered as a fixed payment for each geographic arcu, on 1the
hasis of 1he number of subscribers or honseholds served, or on some combination of these methods. As
noied abave, a per-area snbsidy with multiple wiineis wonld resuli in very large subsidies, and we have
tentatively coneluded above Lhat this formal would not be m':r:,ﬂputahlle."5 Ly the case of a single-winnar
anclion, tere are advantages to each of the above possible distribntion methods. A per-smbscriber
subsidy provides a finanvial imcentive lo serve new cuslomers wlio migh: be otherwise unprofitable, A
per-area subsidy provides certainly aboui the total subsidy level. This knowledze may be importand 10 a
carrier’s decigion aboul whether o make lixed investment Lo gerve an area, and to therefore participale in

P See, e.g., Paul Klemperer, Anctions: Theory and Practive 131-67 (Princelon Universily Press 2004) (dealing with
Esvacable and uatavorable oulcemes in Buropean auctaus tor thied generation mobile phone specirum licenges); 1ee
alfsa J. Anton and D.Yao, Spfit Awurds, Procuvement and Innovedion, 30 Rand T, Econ. 33852 (1989} {a related
lhearetical argument in the comexi of procurement auclions).

Y See, e.g., Douglas W. Caves, Lawrils R. Cheslensen, The Importance of Economivs of Scafe, Capacity Uritization,
dnd Density in Explaining Interindhenry Differences in Productivity Orowrh, 24 Logistios & Tranep. Rev, 1-32
{198H),

2 CTIA Reply Commenis al 7. {“[A] *winnergels-mora’ teverse auclion simuciuse rewards Lhe lowest bidder with
the bid level of suppot, while siill providing some lesser level of suppor for auction paricipants who fail o submi
(he Iowest bid. A 'winner-gels-more” reverse auclion therelore can balance the ueed 1o drives down the cost of
universal service and minimizing compelifive disioMigns. "),

 See supvy pard, 5,
ET .
See id,

¥ See supra para. 14,
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the auclion. The fonn of the subsidy may alse alfecl the allocalion of cuslomers amoeng pltiple
proyiders in a multiple-winner avction [ carriers do not. all receive the same per-line subsidy, thena
given customer may nol he served by rhe lowest ¢ogl provider, bul instead by a camicr with a higher
snbsidy. In addressing these issues, commenizry should also address the relationship of the snbsidy
disiribolion melhodolory 1o the slalule’s universal service principles, incloding, in paricular, (he
priuciples thal 11 fund be specilic, predictable, and suffivient and thal consumers in rural, iasular, and
high-co8l arcas have aecess to services al ralea that are comparable 10 the rates for comparable services in
urban areas,

D. Cengraplic Areas

15, We seck comment on the appropriale geographic greas for reverse auctions, In mosl
areas of the country, elecommunications services are provided by 4 wireline incumbent LEC and
pasaibly by one or more compelitive ETCs, st of which are wireless carriers. Basing the peographic
area on any particnlar carrier’s service area would likely give Lhal carrier an advaniage o bidding because
compeling carriers are nolikely 1o hawve the sane service foolprinlt.

20. Currently, suppor is generally based ou the wireline ineuibenl LEC s siudy area. We
seek comnment. on Whether we siiould nse the wireline incumbent LEC's siudy area as the geographic area
on which ip base reverse avciious. We note thal, in some cases, the wireline meumbent LEC's study area
consisty of multiple disjoinled geographic areas within a state. 'We seek couinent an whether an
incumbent LEC"s sludy erea thal consists of mnltiple non-coutigucus geographic areas should be broken
up at leasl into ifs contignons pans for purposes of 1he aoglion, or be reqnired to be auctioned 13 a single
sludy area. An alrerpalive 1o the witeline incombent's ghady areg would be (o nse the wire ceplers of Lthe
wireline incwinbent LEC. What are the advantages and disadvantages of this approach? A third
alleyative is to use a geographic area (hal is independent ol any carrier’s sarvice area, such as 2Zip cade,
cesuB lract, census block proup, connly, of metrmpalitan ar rural statistical area (M3A, RSA). One
poteniial advantage of such an approach is thar it might betier ensure thal Le auction is compeiitively aud
technologically neotral. What are the advantages and disedvantages of using independent geograpliic
uniis that do notl necessarily corresponrd 1o any wireline or wireless service srea? CTIA contends thatl
largur geographic unils, such a3 MSAs/RSAs, would lead to problems of lack of coverage [or mauy
potential hidders.™ hi addition, under CTLA’S analysis, peopraphic arcas which coirespond to an
incumbeni LEC’s study area (or cortiguous pordions thereol) might discoswage padicipalion n the
auction by cowpetilive camriers. Yerizan argoes thal the areas shonld be small enqugh o allow the
auclions to lorget support where it is most needed, bui not so small a9 ta create unnecessary complexity.”
Both CTLA and Verizon support using relatively sinall goographic areas, such ad counlies or wire cenlers,
respeciively, ™ Although defiuing ihe relevaul region as the incumbent LEC’s entire study area might
make it diflicull for any iudividual competilive ETC to bid succesgfully, would the same hold 1rue for
incvntbeni LEC wire cenlers? Yerizon claims that incumbent LEC switches generally have been located
in populaiian clusters, and that competilive ETCs similarly have teaded (o locate their facilities i
popnlation clusiers even though they may have different network topologics than [nepmbent LECs.® 1f
geogiapliic areas smaller than an incumbeut LEC s entire wiydy area are chosen. should the geopgraplde
areas neverthcless be defined so thal each area [ contained within the incuinbent’s study area, aud that
the lotal area of units up for suction cowpletely covers the incumbeni LEC's study area? We seck

4 Gea CTIA Reply Coanments, Appendical |8,
¥ Sve Verizon Lelier at 5-6.
* Gee CTIA Reply Comments al 9, Yerizon Letler al 6.

¥ Cee Verizan Lelier at 5.
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commen! ou how the size of the geographic ares alTecl; (e ability of small catilies to participote in
auckjons.

21, The size of the geograpliic area chosen far aucrion will elso bave an effect on the amnount
of Ligh-cosi supporl. Spetifically, g lorger peopraphic arca may include subsels of customers ihat ere
profitable (cither because they ive in low-cosi areas oo beeause hey are likely (o puichase related bul
ungubsidized services such as vidoeo ar bigh speed dala service). When these areas are included a3 part of
a larger geographic area, i need for an overall subsidy [8 reduced on a per-vusromer basis, When
smaller units are individualiy auctioned, there may be lewer profitable vustomem Lo offset losses for
higher-cost customers, so a higher tatal subsidy mayv be required. We deek commeni. ou the trade-offy 1hat
mav exisl between {16 advanlages of small peograpliic areas in 1erms af economic efficiency and
competitive ejtry and the poleniial ¢osls in fenns of higher sepport levels. We tentalively conclude tlat
the wireling inculnbent LEC's study area is the appropriale geographic area on which lo base reverse
auctions, and that forther disagzregalion ix approprisle only if ihe total support is not increased for ihe
resuiling areas. but is capped al the award amoune {or the original stady area. We seek comment o this
tentative conclusion, as well as on how one might disaggregate a study area yel ensnre e overall support.
amounl does 1ot increase as a resull. of such disegaregalion.

22, We also seek comment on how we wonld implement different npographic areas for
reverse auclions conducted in areas served by rural lelephone companies. Section 214e) 5) of the Act
slates; “In the case of an area served by a rure! lelephone cotupany. ‘servive area’ means snel company’s
‘study area’ unless and vutil the Commission and the States, afier taking iute aceount reconunendations of
a Federal-Stale Join! Board institwted under section 410(c), esiablish a dilTerent definition of service area
for snch company.”™ If we Jecide (o conduet an anction im a geogiapluc area thal Is different then a rwal
telephone company®s slndy area, does the Act require us to coordinate with the relevant state commission
prior to conducting the auction? Il so. we seek commen on issues relating to coordination with state
cOMmissions conceming the eppropriate pecgrephic areas lor revarse auctions in areas served by rural
lelephone coupanies.

E. Universal Service Obllgativas

23 We seek comment ou the extend to which we should defline the unrversal service
oblipations of the winners of the auctions. Histarically, only incumbent LECS rexcived universal service
supporl and had the obligation to serve customers subject 1o rales and tenns specified by state regulatory
authorities: so-valled “carrier of last resort” obligations. Under the framework adapted by Congress in
ihe 1996 Act, althongh only ETCas are eligible to receive federal universal sarvice suppor, therc inay be
mulliple ETCs in a given grea.” Tu addition, although competitive ETCs do nol. necessarily Liave emvier
ol lazl reson obligations under state law, they are required to provide the supported services (thrughoul
fhe service area [or which the designation is received and 1o advenise the availabibiy of such services aud

"gru8.C § 214(e)5). The Federal-Siale Joint Board on Universal Servics innde such reconmendalions In its
19vd Reeommended Decision. See Federul-State Jolnt Board on Universal Servige, G2 Doskel Ho. 98-43,
Recommended Decigion, 12 FOT Red R7. 17980, paras. 172-74 {Fed.-Blale )t Bd. 1998) ({294 Recommended
Decigion). Specifically, when e Toinl Basrd recommended that the Commission retaia the current study areas of
rural iele phone companies as the service arcad for the rural telephone companics, the Joint Board made the
Eollowaing observations: ¢1) the potential lor creamslimming is minimized by retainiog atudy areas because
competiters, as a condition of eligibility, must provide services throughout the rural relephane company's study area;
(2} the Act, in maay respects, places rural telephone companies on 2 different competitive footing from other local
telephone companies, aud (3] there would be an admindetmiive burden imposed on maral telephons companies by
requiring theem 13 calculate costs at something olher than the study arsa level, &

37 U.8.C. 85 214(e)(2), 254(c); vupra para. 2.
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their rates uaing media of general digribution.® Moregver, section 214{e)(3) explicily sutharizes the
slales, wilh respeci. 10 Inlrastale services, aud the Coinmisaion, with respect to inlersiate servicas, (o onder
an ETC to provide service 10 on unserved area.”

24. We seel commnent on how to ensurc the viiversal availabilily of services under a reverse
auclion mechanism. Specifically, how should the carrier of 1ast resont obligations be defined, and on
whom should they be imposed? One possibility would be for am incumbent LEC to relain boih the carmier
of last resort obligation and the full right to subsidy over its entire siudy or service arca unless lower bids
were submiited by rival bidders in each of the geographic mits up for auction wilhin ils overall service
aiea. If lower bids were submitted by rival bidders in all of the geoaraphic units up for aucrion, then the
winning hidder would inherit the carrier of last resort obligations. Related (o this, the incombent LEC
cotld be Lhe only provider (o receive a subsidy iF cival biddets do not submil bids below Lhe resecve price
in each of the geographic uniis up for anctiou wilkia ils overall service area. Alternative]y. botly the
carrier of Jast resort obligatiou aud associated subsides could be awarded to 1he wiining kidder in each
geographic unit. The delinilion of the universal service obligalion way be inexincably linked (o the
manner in whicli rese1ve prices for a geographic arga are determnined and o the specilic auclion formal as
discussed below.™ We ark parlies o comment specilically on the ways in wlicii these issues are relared,

23, We sevk commell ou several additional issucs related Lo Lhe continued availabilily of
supporied services, Should the winuer of an auction be allowed to ransfer to another ETC at auy time the
universal sesvice oblipatious and ihe relaled support [or auy portion of a geographic area acquired (hrough
an auclion? Curreacly the Commission has rules adopled pursusul 1o section 214 of the Act thal address
iransfer of contral and discontiunances.” Are these mles adequate or do (hey need Lo be modilied where
a carrier has hath universal service ohligations and snbeidics? Should an existing incumbeni LEC be
allowed 1o vailaterally reuounce its carrier of last resort obligatious hy refmaing io hid i a subsequent
guctiou? Should siaies or the Coimmission establish penalties to be imposed onun ETC thai. fails ta fudlill
is wniversal service obligalions in a geographic area that it acquired at auciion? If a carrier that has won
ai euction snbsequently doelares bankrupley, what elfect will the declaration of bankruptey have on ils
universal service obligations and the sabsidy thal. it receives? Do we need 10 adopt uew rules 1o address
thiz issue?

26. In the ETC Designtion Order, the Commission adopled addilional requicements [or ETC
designalion proceedings in which (e Commission acts pursuan lo section 11 4(eX6) of the Act *
Specilicaliy. 11z Commission requires that an ETC applicant demonsirace: (1) a4 courunitment and ability
io provide services. including providing seivice (o al] cvatomers wiltkin ils proposed service area; (23 how
it will reinaln functioual in emergency siluations; (3) thal it will satisly cousumer protection snd service
quality standards: (4) that it offers local usage comparable by that olfered by the incumbent LEC; and |5
au understandiug Lt it inay be required to provide equal ageess if all olher ETCa in the designated
service area relinquish | heir designations pursuant to sectiou 2 14(e)(4) of the Act.” We seek commenr on
whether these same requirements andfor any addinienal requirements should apply 10 all ETCs winuiug

47 U.8.C. § 2140)(1).

P 4TUS.C. §214()(3).

™ See infra seciious IILF, LG,

A7 US.C. § 214; 47 C.ER. §§ 63.0%, 63.04, 61.71,

% Rederal-State Joint Board on Universed Service, CC Dockel No, 96-36, Repori and Onder, 20 FCC Red 6371
(2005) (ETC Desigration Order); A7 US.C. § 21AlenB). Seclion 214(e)6) of the Act directs the Conunisaion Lo
dezignale carriers wheu lhose carriers are nol subject 1o Jhe jurisdiction ol a slale commisgion,

STETC Designation Grder, 20 FCC Red at 6180, para. 20

L1
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nniversal eervice awlions. Should these requirements apply only to auclion winners. or should some or
all el the requiremeuts apply to all ETCe parlicipaling in universal service auclions” As noied, these
requiremenls curently apply 1o ETCa desiguated by the Commission, Should they apply o slale-
desipnaled ETCs 28 well?

27. lu the ETC Desigrariion Order, the Commission also encouraged states to adopi the
Ceirunisdign’s requiremenis for ETC designalion, bur declined 10 mandate chat stale comnissions do so.
We seek comment on the extent io which states have done so. Section 2 1412)(2) of the Act gives stales
the primary responsibilily (o designate ETCs and prescribes l]mi all state designation decisions izl be
congistetit with the public interest, convenience, and necessny * Because the ETC Desizrnation Order
guidelines are not binding upon tha states, the Commission rejected anzuments :.uggcatmg ihat such
guidelines wauld restrict the lawful rights of stales to make ETC designations.® The Commission also
lound that federal suidelines are consistent wiil the Lolding of the United States Courl of Appeals for the
Fifih Circuil that section 214(¢) of the Acl does no! prohibit the stales from imposing their own eligibility
requirements in addition to those desvribed jo section 219(e}(1}.> We seek comment on whether (he
Cormunission shovld condition an auclien winoec's receipl. of federal high-cost support ou compliance
with additional requiremenis lo ensure that (e auction winner has obligations analogous (o camier of Jasl
resort obligations.™ We discogs the Comnission’s specilie ET'C requiremenis and relaled issues 1y more
detail below.

28, Compifimend and Ahilin: to Provide the Supported Services. The Comnnssmn TEqNiTes
that ETCs must provide service 1o all customers wlio make a reasouable request for service.™
Speeilically, when a request comes Jrom a potential customer located within the applicent’s licensed
service area bul ontside its existing network coverage, (he ETC applicant should provide service within a
reasonable period of lime If service can be provided at reasonable cost by: (1) modifying or replacing Lhe
regoesting customer's equipment; (2} deploying a roof-mounted antenna or other equipment; (3) adjusting
the nearcst cell iower; (4) adjusiing nelwork or customer facililies; (3) reselling servicss from another
carrier'y Rcilities to provide service; or (6) employing, leasing. or conslrucling an additional cell site, cell
exlender, repealer, or ollier similar equipment.™ The Commission enconraged iales io follow the Joint
Boand's proposal that any build-out commiiments adopied by states be haomonized with eny exisling
policies regarding line extensions and carrier of last reson obligations.* We svek comment on what
boild-out couarpitinents shonld apply to ETCs participaling in and/ur winning universal service auctions.

58

29, The Comnmissien alse requires that a compentive ETC applicaut submnil a live-year plan
describing with specificily ils proposed imnproverneils oo upgrades 1o its natwark om & wire cenler-by-wire
center basis thronglhout its desiguated service area.® The five-year plan musc demonsirale in detail how

32 4. at 6380, pare. 20, 6397, para. 61,
P 4TUSC. § 214()(2).
® ETC Designation Order, 20 FOC Red ot 5397, pata. 61,

Sl See Toxas Offfce of Public: Uity Cownsel v. FCC, 183 F. 3d 393, 418 (S™ Cir. 1999) (TOPUC I, cert. dismissed
sub wom. GIE Serv. Corp. v. FCC, 531 U.5. 975, 121 $.Ct 423, 148 L.Ed.2d 327 (2000).

Y Consisient with TOPUC !, star cammissions would conlitue (o inainiaim (e flexibilily Lo impose Turt her
addilioual eligibilily requirenients in slae ETC praceadings, if they so cloose.

8 ETC Designaiion Ordor, 20 FCC Red sl 6330-81, para. 22,
“ 74, ol 6381 para. 22.

* 1. a1 6380, para. 21.

“ jd. 31 6381-92, para. 23,
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high-cosl suppart will be used for service improvements 1a! would not oceur absent receipt of such
gupporl. This showing must include: (1) how signal quality, coverage, or capacily will improwve Jue o
the receipt of high-cost support throughout the ares for which the ETC seeks designation; (2} the
prajected start date and completion date for each improvement and the estimaicd amounl of Investmeni.
for each project that is funded by high-cost support; (1) the specific geographic areas where (he:
improvements will be made; and (4) 1he estimated population that will be served as a result ol the
improvements.” We seek comment on whether we should require all ETCs participating in and/ar
winning universal service auetions o submit similarly detailed five-year plans.™ If commenters believe
Lhai. the requiremenl (o submit (ive-yeac build-out plans, or the specilic contents of the bulld-oul plans,
should be modilied, they should explain how.

30 Local Usage. The Commission currently requires an ETC applicaut io demonstrate that it
offers a local usage plan comparable to the one offered by the incuinbeni LEC in the service areas for
which the applicant seeks designation, bul the Comunission declined 1o adopt 4 specific local usage
threshold in the ETC Designation Order” Should we adopt a specilic Iocal nsage threshold for winners
of auctiand? Cucrently, we do not repulate the retail rates of ETCs as a condition of liedr receiving Ligh-
cosfb support. States generally regulate wireling residential rates for imcumbenl LECs, bal are precluded
from regnlaiing wireless rates by sectien 332 )(31 of the Act.”” Wireline rales 1ypicslly are set on a flal.
rile bagis, whereas mies lor wireless service gencrally are sl on the basis of “buckels of minutes.” Whai
kind of restrictions on retail prising. if any, should the Commission place on sucttan pafiicipants in order
{0 enzuns rough comparability ol pricing plans? For example, if a carier whose rales are nat regulated
wing an auction, should il be required o frecze its retail rates, or agree (0 lnerease thewn subject to a price
cap plan already i place within the state? Should the Commnission establish a maximuin rate for the local
vsape plan olfered by auction bidders or winners?

ai. Equal decess. Althongh e Commissian does noi impose a general egnal access
reqnicement on ETC applicants, we regnire ETC applicants to acknowledge that we way requie Ihem (o
nrovide eqoal access (o long dislanee carriers ig {heir designaled service apea in the event thal na ather
ET1C is providing equal access within Ihe service area.”" The Comnmission found thai. if such
circumstanges arige, the Commission shoukl ¢oosider whether (o impose an ¢qual eceess or similar
requiremnent on a case-by-case basis, We seek commeni on whetlier we should require all ETCs
parlicipating in nniversal service auclions o acknowledge ihal they may be required to provide egnal
access in the evenl that \hey win e anction.

a2, Abitity to Remain Functional in Emcpyency Situations, The Commission also requires an
ETC applicaul 16 detngnsiiale its ability (o remain functional ir ewnergency sitvalions by demonsitraling
thiai it has a reasanable amount of back-up power 1o ensure funclionalily withont an exiernasl power
sonree, i$ able 1o re-route (atfic around damaped facilities, gud is capable of managing traflic spikes
regultjng from emnergency situalions.” h addition, ETCs designaled by the Counnission must cer!ify on
au annnal bagis that ey are able to function in emengemey siluations. 'We seek commen! ou whether we

)

% I the nuction winuer's altigalian b Serve the area is longer or shorter than fve years, we Emlatively conclude
that it would be pppropriate 1o adjust the lime peried for the plan 1o coincide with the ime period of Lhe obligation.

% BYC Designation Order, 20 FCC Red at 6385, para. 32.
MTDLC § 1220

L EN Desianation Order, 20 FOC Red at 6386, para, 35,
" Id. 1 6382-83, parz. 75,



Federal Communications Commission FCC h8-3

should require all ETCs paricipating in and‘or winning universal service auclions (o dgemoenstrele their
abilily Ly renain functional in emerpencics.

33 Consunier Protection. The Cominission requires a carrier seeking ETC designation o
deinonstrale ils commitmenl 1o meeling consumer proleciion and service qualily standands jn ifs
applicalioc io the Connmission.™ A commilment to comply witl C1TA’s Consumer Code for Wireless
Scrvice currently selislies this requiremenr for a wireless ETC applivant sceking designalion before (he
Commission.” We scek commend. oit whether we should require ali witeless ET'Cs participating in and/or
winning universal service anctions to comply with CTIAs Consuiner Code for Wireless Service. Are
there other consumer protectioc and servics quality standarrs that should apply to auction participanls
and’or winners? We geck comunent onwhal lype ol consumer protection aird service qualily stendmds
should apply lo wireline auction participants and/or wiiners, including incumbent LECs.

34. Adequate Financial Resvurevs. [ ithe ETC Designation Order, Ihe Cotunission
declined to adept the Joinl Board's recomuneudation that an ETC applicant denonstiate thal it has the
financial resourees and ability (o provide quality services throughout the designated service area.™ The
Cammission found that compliance with the requirements adopted in that order would reguire ac ETC

- applicant to show that it has significant financial resources.™ After obtaining 2 ficense, whetlier by

auction or ollier means, wireless carriers must further comply with the Commiggion’s rules by meeting
build-out or subslantial service requirements for the particular service.” We seek comment on whetler
we should sdopt additional requirements for ETCs participating in vaiversal scrvice auetjons to
deinonstrale 1wt they have ihe financial resources and ability 10 provide quality services throughont e
geographic arza (o he gugtioned.

a5, Aduditinmal Obligations/Crovision of Broadband Internet Accass Services. In addilion 1o
the ETC requireinents adapled in the ETC Designation Ovder. we seek commerl on whether we shauld
adopt additiemal obligations i1 the context of reverse auctiond, ‘We ask partigs to commen! on the specific
additional universal service obligalions they helieve Lo be appropriate, and liow they shonld he defined.
We tentalively conclude that the Copunission shonld require an enction winner (o offer hroadband
[nternel access services with mformation transler rates greater than or equal 0 768 kbps in at lcasr one
divection throughoni Lhe enlire geoutaphic area for which it wing the enction. In addirion, we tentatively
conclude thai the Commission should require an auction winner io offer broagband [mernet access
se1vices with information lmnsrer rates graater than or equal o 1.5 mbps in at least oue direction
throughout 1he enlire geographic mea halfway through the term of 1he obligations.”™ We reach these
tentative conclusions hecause *[r]he Colnnission has consistently recognized the eritical iinportanee of

™ Id. a1 6383-84, para. 28,

™ See id. a1 6333, para 28 & n,71: CTIA, Consumer Code for Wireless Service, available at

htip ifwww.otis.ore/copsomer_infiodindex.cip/ AIDF10AS2 (last retrigved October 3, 2007). Under the CTiA
Consumer Code, wireless carriers agree to: (1) disclose rates and terms of service o consumers; (23 make available
maps showing where service is penerally available; (3} provide contract terms to customers and coutilm ehanges in
scrvice; (4) allow a trial pevicd for new service; (3 provide specific disclosures in advertising; (o) separaiely
identily carrier charges from taxes on billing statements; (7) provide costpmers the right to ierminate service Ly
chianges Lo conteact lerms; {8) provide ready aceess to customer service; (%) prompi]ly respond to consumer inguiries
and complainls received fmm govemment agencies; and {10} abide by pohicics for peatection of customer privacy.

™ ETC Designaiion Grder, 20 FCC Red at 5387-88, para, 37,
™ Ser id. al 6387, paca, 37,
" See id, & 0104,

™ We erek canunant below on the appropriate lenpth of tine belween avclions and, thus, om e termt of the auction
winners” abligations. See infig pares. 47-49.
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broadband services 1o ihe nation's present and fulure prosperily and is commitied to adopling policies o
promole Lhe development of broadband services, iucluding broadband Infernel avcess services.” We
seek commeni. on these tentalive conclusions. Furher, we lenlatively conclude tha an auclion winner’s
broadband Interne! access services should be offered ai a reasonable price. We seek comment on Liow we
should ensure Ihal broadbend [wieme! aceess services are being offered at nzasonable prices.

F. Reserve Pricos

36. Because ihere may be few bidders in certain peorraphic arcas, it is iinportant Lo establish
arveserve “price” — i.e. a maxiwum subsidy level that participants in the suction would be allowed Lo place
as a bid. We seck cominent on how we shonld sel. the reserve prices tor the areas (o be auctioned. We
expect Ihat the reserve prices will play a critical role in the auctions. A reserve price ihat is set too low (3
likely (o disconrage bidders from participaling in the anction, while one cliat is set too high raises the
possibility that oo 1nnch supporl will be allovated.

37, At least initially, reeerye prioca could be based on the current levels of high-cost support.
We seek commenl. on how reserve prices besed ou cnrrent suppon. should be detennined il the geographic
ared o be auctioned differs from the area fur which support is currently calewlaled. For exaunple, if the
peographic areas for the auctions are wire ceulets, for non-ural study arzas it would be fairly
straighi forwand 10 sel wire cenlar reserve prices based on the lorward-looking casts estiated by the
Commission's cosl model.

34, Because the non-rural meghanism larpets support to wire centers based on relative cosl.
the highes! coat wire cenlers would have the highest pey-line reserve price. For rural study areas wills
mulliple wirz cetters, however, embedded coats for incvwinbent LECs are (ypically available only at the
study area level. [ 2 reserve price were based on the average cost per line in the sludy area, or if' a Iixed
reserve Fubaidy for a study area were allocaled on a per-line hasis. the reserve price would not accorately
reflact the cosls of the individual wire centers or oller gesgraphic Units within the study area. As notad
above, (his would discourage participation in Ibe austion by competitive ETCs in the higher cow areas ™
In eddition, encouraping compelitive ETCs (o bid for the lower coat areas could potentially provide
inswliicient support for an incumbent LEC with (he obligation to serve the remaining higher cost areas.
Oue alternative would be (o determine o reserve price at the wire cenler leve] by allocating the study atea
embedded cost on the basis ol relative forward-looking cosl as delermined at the wice center level by the
Cowunizsion’s cost model. Anorher aliemative would be Lo set reserve prices For nnal study areas on Lhe
basis of 7 formuila in which either forward-loaking, model-generated cost or einbedded cowt data are nsed
{0 eatimale costs on the basis of observahle factors such as customer dengity. For exainple, if a lorward-
looking apprmach 1& nsesd o set a reserve price for non-rural geopraphic areas, one conld uee the data
generaled hy Uie forward-looking cost. model to repress model costs by wire center on wire center
customey densiy. The resnll would be a siple analytie Formula thal could be used in place of the imode]

¥ Devefopment of Nationwide Broadbani Darta To Evatuate Reasonable And Timelv Deployment of ddvanced
Services To AN Americans, Improvement of Wiveless Broadhand Subscribership Data, Avd Dewelopment of Data on
Inigreonnected Voive Over fiernet Provacol Subscriberyhip, WC Docket Ho. 07-38, Nolice of Proposed
Rulemaking, 22 FCC Red 7760, para. 1 {2007} (ciling Appropriafe Framework for Broadband, Accese (o the
Irveranet over Wirgline Facifiies, ot af , OC Dockel No, 02-33 e ol Policw Statemen, 20 FCC Red 14986 (20035)
(seliing lorlh four principles intended (o “encourage broadband deplovinent and peeserve and promore the open and
interconmecied natore of e public Inlemed™)).

B Goe supra para, 20.

15




Federal Communications Commisalon FCC 08-5

10 gef reserve [ices for geographic units in rural sludy areas.™ We seek comnmen on Lhese and other
aliernatives.

39, We entatively conclude thai, il ihe reserve price is based on the current levels of high-
cost support and (he ares to be auclioned is smaller than the incumbent. LEC's sindy area, the reserve
price should be based on disagrrepated support amounts. We also tentatively conclude tlut, i reserve
prices are based on disaggregaled support amounts, reserve prices in the agpregare should be capped at
ihe curtent atudy area suppod amounl. We seek comment on (these tenlative conclusions.

40, Altey the initial auction, the winning bids in 1he most recent prior auctions could be veed
o egighlish a reseive price in ihe next auction. If the geographic areas subject 1o auction are sialler than
an incumbent LEC’s service area, then the reserve price could be determined for each goograplic unit Jor
both rra! and non-rural study areas as described above, but wsing the previons auclion’s winning bid
rather than the incumbent LEC’s forwand-looking or embedded cosi. Use of prior auction data would
result in reserve prices that are responsive to changing technologies, and would lessen the need ra rely on
forward-looking cost models after the initia! auction. On the other hand, use of prior anction resulis
might inlmduce new strategic considerations inle auy given anction, sitce panicipants would be aware
Lhai their bid might affect future regsrve prices. We seek comment on these issies,

G, Awchinn Design

41, ‘The Commission has conducted public anctions lor eleciomagnelic apeciruin riglis since
1594, In a spectront suction, a winning bidder oblaing a hicense to use spectoarn in e well delined
geographic area. The value of winning a particular area, however, can be closely related to e valuc of
wimning in adjacent areas. lidividual bidders may have unique business models, so that the value of
winning 3 particnlar area will generally differ among rhe bidders, At the saine lime, there can be a
couunan value compenent if competing bidders hive aimilar bisiuess models, even though esch bidder
has unique infponation aboul dernandy, coats or olher 1elevant aspects of ihe business model. Inifs
specitum anctions, the Conunission has used an auction desigi known as (he simulianeous muliiple tonnd
{SMR] auction (o address these issues, The SMR anction is a form of ascending price anclion in which
bidders are allowed (o place bids for eny uuitiber of single licenses in » series of «discrele, successive
rounds, wilh the length of sach round annoanced in advance by the Commission. Afier each round
cloges, mound resnlis are processed and inede public. At that fime, bidders learu aboul ihe bids placed by
other bidders, obiziniug infonuation aboul ihe value of the licenses 1o all bidders.® This increases lhe
likelihood that the licenses will be asaigned to the bidders who value ihein the imast. In an SMR euction,
there iz an]?!l’E!iél oumber ol ronnds. Bidding cowrinues vntil 2 nound occurs im which o new bids are
subnnlted.

42. Receutly, variations on the SMR design liave been propesed in which bidders are allowed
¢ bid on packages of licenses. With package or “combinalorial” bidding, bidders may place bids on
groups of licenses as well as on individua! licenses. This approach allows bidders to better express ithe

¥ lile forward-looking cost incdels ace nol currently used to delennine high-cod loop suppor in rural study areas,
a similar fornnla could be abtiined (tom dala generaled within rural seograplic aceas, since most forward-looking
moqdels are also capable of estimauiug cosls for mral areas.

“ For (he 700 MH¢ auction fauclion 72), the Commission will use anoiyrnaus bidding. See duction of 700 MHz
Band Luvnser Schedufed for January 24, 2008, AU Docket No. 07-157, Public Motice, DA 07-4171, at paras. 145-
56 irel. Do 3, 2007

* Tue SMR. auclion also conlains detailed rulen poveming bid incremenis, bid withdrawals, and bidder acuivily rules
which pequire active bidding in order (o remain eligrble o make (uuree hids oo paricular licenses. See
Dhaplementarion of Section 3000) of the Communications dcf — Competitive Bidding, PP Dockel No. 91-253, Second
Report and Order,  FCC Red 2343 (1994
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value of any synergies (benefits from combmmy complemeniary ilems) that may exist among licenses
aud (o avoid the risk of winning only part of a desired set. Package bidding van be impertawu o bidders
wlio anlicipale significanl ecoliomies of scele and scope in deploying new infmashiucluce, or who axpect
cusiomer demand to depend on 1otal network coverage.

43, The auction design for a reverse auction to determine high-cast universal service support
should imake nse of the Commission’s expericnce with speciium auclions as much a4 possible. Asa
peneral malter, we invise parles Lo cominent on the siinilaciies and ditfereuces belween auclions for
spectrum and reverie guctions tor subsidies for high-coal suppont.

44, Wliether or uot the SMR design is considered as a basis for a reverse auclion for high-
cost support, there are a tutmber of specific issues that must be resolved. To what extent should packaype
bidding be allowed? Uhrestricted combinatorial bidding would allow bidders to place 2 bid for any
package of geographic areas in the auction.™ 1I'simall geographic areas are chosen ag unils for austion,
package bidding may be escnlial for biddem (o make appropriate bids based ou Lheir perceived cost aud
demand complementarities among geogrmphic regions. Ou the otha: hand, an mnresincied sombinatarial
bidding procedure with a large number of distinet geographic areas could prove |0 be confusing to bidders
and poteniially computationally intractable. Should individual auelions willl combivatorial bidding be
held al a regional or state specific level insiead of on anational basis? A broader scope for e anction
would allow bidders to belier capluee inlerrelationships between geogiaphic areas. Elowever, a larger
seope would also signilicautly iucrease the complexily ol Lhe anction, whether or not package bidding is
allowed,

43, If a maltiple round anction is eensidered. ancther imporant issne is the mfarmation that
is revealed (o bidders between rounds. A mulliple round auclion can lead to efficiant culromes (o
anctipns with a commeon value compouent, since the highest bid al any romnd is necessanly revealed I ail
bidders.® However, if additional informalion, such s ihe idetiity of the current winning bidder for ach
itewn is alsa revealed, strategic behavior may be toeilitated, We seek comment ou the poteniial daugers of
anli-competilive slrategic beliavior in an auclian (or high-cast support, and the potential effects ou
ecouoinie efficiency.

46, If parties ilo not believe that an SMR, auction design should be used for high-cost support,
they should propose and discoss iu detail the specific auction deaign thal 1hey believe (o be superior. For
exainpls, would a single mound “sealed bid” [onnei be acceptable? 1f so. shovid the winning bidder
receive a subsidy bascd on us owi bid for the necessary subsidy or on the bid af (he next higher bidder?
Under il laller allenutive, known as & “sceond price anclion,” il is weil known that bidders have an
incentive Lo place a bid bascd on the mininom subsidy they would be willing 1o agcept (since the subsidy
they receive does ot depend on their aciual bid). How are lhese auction designs afTecred iF the wunber of
bidders js sniall?™ Parties are also invited to comment on e specilic auction designg used in other
couninies in which reverse auctions have been used for universal service support.

¥ For example, il iere are 30 gecaraphie areas in an auction, then ihere are 27" — 1 = 1,073,741,21% passible
packages o bid for.

% tuch infornation can serve (o ameliomte the o-called “winner’s curse™ i which = natve hidder's bidding
strategy 1% bazed on his or her own private inlormation, which, for the winning bidder, s gut to he more
oplimislic than the infoermation available 1o olher bidders. Knowing 1his e sophisticated bidders eonsciously
reduge Lheir bids in a comnou value seming.

" Wil a single bidder, e subsidy would necessarily he detemmiusd by e reserve price.
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H. Erequency of Anctions

47. We seek comment an the appropriaie length of iime belween avetions, Cumently, each
applicant secking ETC desiguaiion by the Commission must submil a five-year plan describiug wilh
specificity ily proposed impiovements or upgrades to jis neiwork on a wire center-by-wire center basis
throughout iis desirnaled scrvice area® Would five years be an appropriate lengtl of lime bebween
auclions, or thould auciions be 1nore or less frequent?

48, Aucliong for universal service snppor| are clogely celeted to franchise bidding sclenes
for naluca! monopaly, which have been exrensively stodied in economics lileratore. * Bidders ineny
particuler auciion revuire some degree of certainly abont fniure rewenues, including snbsidies, in order 1a
make inforined investment decisions. Williamson™ discusses some of the less obvious advaniages of
long lerm contlacting, which, in the reverss auction context, wonld call for relatively infrequent auctions.
On the other hand, new teclinplogies may periedically evolve that would allow lower cosl provision of
ielocommuuicetions services in bighwcost arcas. haddidion, inore fieqnent auctions cau allow for inore
infonned bidding decisions, smmee cach bidder wonld be more able (o predicl levels of deunand and
potential competilion iu the immediate fuwre than in thie longer Llerin.

49, To the extent that support levels provided 1o a winning bidder become an essential source
of revenue for the winning bitder, the gnestion of assel iranslers musl. be ceididersd in cases in which a
new winning bidder replaces a previonsly supporied carrier. For exanple, it might be eiMicicni. for a
cellular carmier thal wins an anction (0 acquire towers and fiber links foom a previously snppored camier
serving the xame regiou. If assef transfers ave determined only Hunygh bilateral bargaining bévween the
relevanl parties, incwabeul LECs miphi have a significant sdvaalage doe 10 ihelr sunk costs. As aresull
there may be fewer bidders in subsequent nuctions than wonld otlierwise be desirable. Should rhere be
any overaighe of ather restrictions on the tranafer of assets wlhen a new winning bidder replaces e
previons auctiou winner? We ask parties io coinmen! on this analysis and ils inportance in assessing (he
loug lerm viabilily of reverse auctions for universal service suppan.

L Broadbhand Reverse Anclina Filot Program

30, Finally, in ligh! of the complexities iu eslablishing a reversc auetion, we seek comnmenlt
on whether we should employ a pilit program (o test the use of reverse suctions a3 2 melhod for
distribuiing Ingli-cost support. Specilically, we seek coimnent on whether we chould adopt a pilot
progran o replace ihe cument high-cost support received in a paiicular nrea. We tentatively concinde
that, in any pilot program, ke resarve price should be based on the cuneni ievel of suppaorl in the
parlicular area. We alse tentalively conclude thal (he states are best situared (o Unpleinent any pilol.
progam. We seck commeut on how such a pilo program should be innplemeuted.

51, We algo seek comment on whetlier a pilot program should be used to disburee lugli-cost
supper targeled (o moadband Interner aceess services. We note that Alliel has filed a broadband auction
proposal, 2 we seek comunent ou that proposal”® Similarly, AT&T has proposed its own breadband

¥ See supra para, 29; EYC Designation Order. 20 FCC Red at 6381-82, para. 22.

™ See. e.z., 0. Williamson, Frinchise bilding for naturat monopolies — in gemeral and with resgect to CATV, 7 Bell
1. Beon. 73-10d (1976) (discoasing seme of the polential dilficuliies of ltanchise hidding in the context of cable
lelevision inonopolies).

¥ See id, al B3-90.

M See Letter from Gene Delondy, Vice Presidenl Regnlatory Afiaits, Sieve R, Mawery, Vice President Pulilic
Policy. and Mark Rubin, Vice Prosident Federal Govenunent Alfaire, Allel. w Debarah Taylor Tale, Federal Chair,
and Ray Banm. Slale Chair, Federal-Siawe Toinl Board on Universal Service (daled Feb. 16, 2007,
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pilot program.”! We seek comnment on AT& s broadband pilot program, end whether it would be
posgible 1o vse & reverse auction approach uader that proposal.

I¥V. PROCEDURAL MATTERS
A, Inltial Regulstory Flexibility Analysis

32, Agrequimed by the Regulatory Flexibility Act of 1980, as amended,” the Commission s
prepared an Initial Regulatary Flexibility Analysis (IREA) of the possible significant economic impact on
a subslantial mumber of stnall entities by the policies and rules proposed in this Notice. The IRFA 13 in
the Appendix. Written public commenis are requested on this IRFA. Comments must be identilied as
reapenses lo the IRFA and must be filed by the deadlines for comments gu the Notice. The Commiksion
will send a copy of the Notice, including (his IRFA. to the Chiel Counsel for Advocacy of the Small
Business Administration.”” In addition, the Notice and IRFA (or summaries (liereot) will be published in
the Federal Register.™

B, Paperwork Reducrion Act Analvuis

53, This docuinent contains propased new infonnation collection requirements. The
Comunission, es part of ils conlianing efTort to raduce paperwork burdens, inviles the general public and
the Office ol Managemen! 2ad Budget (OMB) to commeant on the information eollection requircments
conlained in this document, as required by the Paperwork Reduction Act of 1985% Public and agency
colnments are dne &0 days aer this notice of proposed rulemaking is published in the Federal Register.
Commenls should address: (a) whether the proposed collection of information is necessary for the proper
performance of the functions of the Commission, inchiding whether the information shall have practical
utilitv: {by the accuracy of the Commission's burden estimiates; (¢) ways to enhance the qualily, utility,
and clarity of the information collected; and (d) weys ta ininimize the burden of the collection of
information on the respondeins, including the use of aviomated collection techniques or olher forme of
information tecmology. In addilien, pursuant to (he Sinall Business Paperwork Reliel Aot of 2002, we
seek specific comment on how we ight “fuither reduce the mforimation collection burden for small
husincss concers will fewer than 25 employees "™

. Fx Paree Presendatious

54 These malters shall be rreared g9 a “pennil-but-disclose” praceediag in aceordance wilh
lthe Commiksion’s ex parte rules.” Persons making oral ex parte presentations are reminded that
metnerands snmmaiizing the preseniations sl conlain sumumaries of the subslance of the presentations
and not merely a listing of the subjects discussed. Muore than a one or two sentence description of the

?! High-Cost Universal Secvice Support, Fedecal-Stale Joint Board om Universal Service, Comments of ATAT Ing.,
WC Dackel N, 05-337, CC Dorket No. B6-43 (filed May 21, 2007).

T 3UsC §em.

" See 5 ULE.C. § 602(a).

M

¥ Puperwork Reduction Act of 1995, Pub. L. No. 104-13, 109 Stal. 163 (1995).

¥ Small Business Paperwork Relief Acl of 2002, Pub. L. No, 137-198, 116 Siac. 729 (2002): 44 U.S.C. §
3506(c )4},

47 CRR. 88 L1200-1.1216.
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views and arguments presenled is genmally required.”™ Otliet requiramenis pertaining to otal and written
preseniations are set [orh in section 1,120610) of lhe Commission’s rlea.”

D. Comment Filing Procedures

55.  Pursuani to seclions 1415 and 1.419 of the Commission’s miles,"™ interested partics may
[ile coments 30 days afier publication of this Nofice m the Federal Regisier, and reply conunents 60
days alter publication of 1hig Wolice in the Federal Register. Comments may be liled using: {1} 1he
Coinmission’s Elestmnic Caitinent Filing System (ECFS), 12) (he Federal Govermnent’s cRulemaking
Porlal, or (3) by filing paper copies. Sez Efectronic Filing of Documents in Rulenwking Proceedings, 63
FR 24121 {1955}

*  Elewironic Filers: Comments may be fiied eleetiunically nsing the Inteniet by accessing Lhe
ECES: hlp:iwww. fecpovicgbiecty or the Federal eRulemaking Poral:
hotp:ffwww. regnlaciond. gov. Filers should follow the inshructions provided on Lhe website for
submitling commenis.

= For ECFS lilers, if innltiple dockel or mlemaking numbers appear in the caplion of this
proceeding, filers musl Lransmil one elecimnic copy of Lhe comments for each docket ar
rulernaking nunber referenced m the caption. In compleling (he trnamitlal screen, filors
shonld include their full name, 1).8. Pastal Service mailing address, and the applicable
docker or mlemaking number. Fartics may also submit an electironic counent by
Iniernet e-mail. To get filing inanuctions, filers should send an e-mail to ecfs@fec.gov,
and include 1he following words in the bouly of Lhe inessage, "per torm.” A sauiple form
and direclions will be senr in response,

= aper Filers: Parties wha cligose to file by paper musi Hle an original and four copies of each
filing. 1f more (han one docket or julemaking nomber appears in the caption of this procecding,
filers musl submil iwo additiona] copies for eacli additional docket or mlemaking mmber.

Filings can be sent. by hand or messenger delivery, by coinmercial overnighl courier, or by firsi-
¢lase or avernight 17,5, Poslal Service mail (althongh we continue 1y experience delays in
receiving ULS, Posial Service maily. All filings must be addiessed to tke Commission’s Secretary,
{ffice of the Secretmy, Federal Communivations Commission.

= The Coirunigajon’s contraclor will receive hand-deliversd or messenger-delivered paper
filings for the Commisaion’s Secretary al 736 Massachnsells Avenne, NE, Suile 110,
Washington, DC 20002, The filing hours al wiis locaiton are B:00 a.m. to 7:00 p.m. All
laud deliveries must be held logether with mbber bands or [asteners. Any envelopes
must be digposed of befoye entering the building.

*  Commercial overnight sl (ofher than U.S. Posial Service Express Mail and Priority
Mail) must be sent to 5200 East Hampton Drve, Capiio] Heights, MD 20743,

»  T.S. Posral Service first-class, Express, and Priovity mail musi be addressed to 445 127
Slreel, 5% ., Washington DC 20354,

47 CFR, § 1.1206()2).
P47 CFR. § | 1208(b).
W47 CFR 45 1415, 1419,
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*  People with Disabilities: Te requesl inaterials in accessible fonnaly for people with disabilities
{Braille, large prinl, electronic files, audic fornat), send an e-mail (o feeS04@ ce.gov or call the
Consumer & Governmental Aff2irs Bureau ai 202-418-0530 (volce), 202-9] 8-0432 (Uy).

In addition, one copy af each pleading must be senl 1o each of the following:

{1) The Cotnmission’s duplicating contracior, Best Copy aud Printing, Inc, 445 12" Streer, S.W, Roon
CY-B402, Waghinglon, D.C. 20554; websile: www.bcpiweb.com; phone: 1-800-378-1161);

{2) Aulpinete Stevens, Telecominunications Access Policy Division, Wirelise Competition Bureau, 445
(2" Street, $.W., Rooin 3-B340, Washinzton, ., 20554; c-mail: Auipinetie.Stevensi@lce.gav.,

54, For Rimiher information regarding this proceeding, contacl Katie King, Special Couneel,
Teleeonimunicalions Access Policy Division, Wireline Competition Bureau, (202) 418-7491, or
katis king#foe.pav.

V. ORDERING CLAUSES

57. Accordingly, IT IS ORDERED that, pursuant to the anthorily conlained in sections 1, 2,
A1), 4(j), 201-208, 214, 254, and 403 gf the Communications A of 1934, as amended, 47 U.S.C. §8§ 151,
152, 154(0)-()), 201-205. 214, 254, 403 and sections 1.1, 1.411-1.419, and 1.1200-1.1216 of the
Commission’s roles, 47 CF R, §5 1.1, 1.411-1.419, 1.[200-1.1216, 1hjs Nolice of Proposed Rulemaking
IS ADOFTEL. :

58. 1T IS FURTHER ORDERED that ihe Comnission’s Consumer and Governmenlal
A ffairs Burean, Reterense [nlonnadon Center, SHATLL SEND a copy of 1bis Notice of Proposed
Rulcmaking, inclnding the Initial Regulalory Flexibility Aunalysis, to the Chiel Counsel for Advocacy ot
the Small Business Adminisiration,

FEDERAL COMMUNICATIOMS COMMISSION

Marlen=s H. Dorlch
Sccretary
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APPENDIX

Initia]l Regulatory Flexibility Analysis

l. As required by 1he Regulatory Flexibility Act (RFA),' the Comunisaion has prepared 1his
Initial Regulalory Flexibility Aualyvgis (IRFA) of the possible significant economic impact on sma)l
enfilies by 1he policies and rules proposed in the Natice of Proposed Rulemaking (Noljce). Wrilten public
comunents are requesled on this IRFA. Comments inust be identified as reaponses o e IRFA and wust
be filed by 1he deadlives for conunents on ihe Nolice provided in paragraph 35 of 1he item. The
Commission will send a copy of the Notice, includiug this TRFA, 1o the Chief Counsel for Advocacy of
ibe Simail Business Administration (SBA).” In addition, the Notice and TRFA (or sumunaries thercol) will
be published in ihe Federal Register.”

A Need for, and Ohjectives of, (the Proposed Rules

2. In the Telecommunications Act of 1906 {1996 Act), Cangress songlil Lo preserve and
advaunce universal service while, at the saine tine, onening all ielegommunications markets ko
competition.® Section 254(1) of the Act directs the Federul-Staie Joint Board on Universal Service (Join
Board) and the Commission W basc policies for the preservation and advaneement of universal service on
several peneral principles, plus other principles thal the Commisalol mny es tablish.® Section 254(e)
provides that only eligible telceommunications carriers (ETCs) designaled under section 214(e) shall be
eligible to receive federal neiverm| service suppor, and any =ach suppont shiould be explicit and suificicnd
1o achisve the puipises of (hat section.’

3 In the Luiversal Sesvice First Report and Order, the Commission recogiized certain
advanioges of using competitive bidding to determine high-cost universal service suppart, specifically,
“ils poteutial a9 a market-based approach to delennining nniversal service seppod, il any, for any given
area,” and “its ability to reduce the amouyl of support needed for vniversal service.”  The record at the
time, however, was ingulficien! Lo support adeption ol a comnpetitive hidding mechanism.” Moreover, the
Commission found it vnlikely that competilive hidding mechznisms waould be naeful al thal time because
at the expeetation that there would be vo compelition i 2 significant number of rural, insular, or high-

! See 5 US.C, § 603, The RFA, see 3 US.C. 85 601 — 612, has been amended by the Small Buainese Repuolalory
Enlorcement Fainess Acl ol 1996 (SBREFA), Pub. L. Na. 194-121, Title II, 110 Sal 857 {1996).

2 See IUB.C. § s03a),
‘i

* Telecommunications Act of 1996, Pub. L. No. 104-104, 110 Sia1. 5§ (1996). The 1996 Act amcuded the
Conunmications Act ol 1934, 47 UL.C. § 131, of seq. (Conmumicalions Acl or Acl.

% See 47 UL, B 254000, Anong other thiugs, there should be specifie, predictzble, and sufficient federal and state
uiiversal service support mechanisms; quality services should be mvailable ai jusi, reasonable, aud aflordable rates;
aryd consuniers in 2l! regiong of the nalion should liave access o 1elecemmunicalious services Lhal are reasonably
comparable o those services provided in urban areas al reasncably comparahble cates, 47 U.S.C. | 254(b)(1), (3),

{3).
¢ 47 UL8.C. §4 214(e), 254(e).

T Federal State Joint Board on Universe! Service, CC Docket No, 96-43, Report and Ogder, 12 FOC Red 8776,
9944, para. 320, 8951, para. 328, (1V07) ( Universal Service First Report and Order) (subsequenl higtory omitted).

¥ See id. al 8949, para. 320.
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cost areas in the near future.® Monetheless, the Couunission-found that cownpelitive bidding werranted
further consideration.'”

4. More reeenily, there has been renewed inleresr in Using competitive bidding to delermine
high-cost universal service support. In August 2006, the Joinl Board sought cornmeni on the werils of
using auctions to delenmine high-cost universal service support.'' In Febroary 2007, the Joini Board held
an &rt Dane hearing (o discuss high-cost vniversal service support. in marel areas, including the use of
reverse auclions (o delennine support.’? The Joint Board received lliee specific auetion proposals in
response (o the 2004 fnint Board Pubfic Nosce and Uie en banc hearing.” In a Public Notice, released
May 1, 2007 the Joint Boand souglil cominant on these proposals and inviled cominenters o file
addilional avction proposals.”

3. [n uiis Notice, the Coummssion seeka coimment on the merits of using reverse auctions (a
Toon of comperitive bidding) to deiermine the amouni of high-cost universal service suppon provided (o
ETC s sevving rural, insular, and high-cost areas. In a reverse auclion, sepport generally would be
determined by the lowest bid 1o serve the auctiongd aea. The Commission lentatively concludes thal
reverse anclions offur several poteniial advantages over curren high-cost support disiribution
mechanisms, and hat the Cowamssion should develop 2 audtion mechanisin o determine Ligh-cost
voiversal service suppon. The objective of the Notice is 10 séek commerit ol this tentative conclosion and

? See id. at 8930, para. 124,

¥ Ses id. al 8948, para. 320. Ahhough the Commission indicated it wonld isene a further notice of propoacd
rulemaking specifically examining the use of competitive bidding to determine high-cost support, notil aw, it hag
ohly songht comment wn the more limited context of using competitive bidding 10 identify 1he carrier(s) best able 1o
provide servige to unservad tribal lands. See fd, at 8351, para. 323, Federel-Stute Joim Board on Uriversal Service,
Frometing Deployment and Subscribarshin in Unserved and Underserved Aveos, Including Tribal and fnyulur
Areas, £C Docket Mo, 946-45, Further Notice of Proposed Bulemaking, 14 BCC Red 21177, 21217-24, paras, 93-114
(1999 { Unserved/Trilal Areas NPRM).

W Fedorui-State Joint Board on Universal Service Scelks Comment on the Merits of Litimg Auctions fo Determine
Hirh-Cost Unversal Service Support, WC Dockel Ne, 05337, Public Nolice, 21 FCC Red 9292 (Fed.-State Jt. Bd.
2006 206 Joint Board Prblic Notics), The Joint Boand sl30 songht comment on auctions in the ETC/Portability
proceeding. See Federul-State Joint Board on Universal Service Seeks Comment on Cartain of the Conmmission’s
Rules Refaving to High-Cost Universal Service Supnare and the EFC Designation Process, CU Docket No. 96-43,
Fublic Holice, 18 FOC Red 1941, 1950, para. 30 (Fed. -S1aee Ji. Bd. 2003, The Joint Board currently is reviewing
the Commistion’s rules relating to high-cast univerdal servics support in study areas in which competitive ETCs
receive 2uppon and the rules relating to high-cost universal service support for rural ¢arrices. See Federal-Stare
Joinf Board on Universal Service, CC Docket Wo, 96-43, Order, 17 FOC Bod 22642 (2002) (ETC Portabufity
Referral Ordery, See Federal-Siate Joint Board on Universal Service, CC Docket No. 96-45, Drder, |9 PCC Red
L1538, puru. | (2004) (Rural Referral Ovder).

"* See Fedoral-Stase Jaint Board on Universal Service to Hold En Banc Hearing an High-Codt Univerzal Service
Suppore in Areas Servad by Rural Carrlers, WU Docket No. 05-337, Public Medce, 22 FCC Hed 2345 (Wiceline
Comyp, Bur, 2007). Tle Taiwl Board also sought comment oo varions other propesaly lor long teom, coiipre lieysive
reform of the high-cost nniversal service supporl mechanisma.

1? See Nolice, paras. 5-%,

" Federal-State Joint Board on Universal Servive Seeks Comment on Lang Term Comprehensive High-Cost
Umiversal Service Reform, WC Docket No, £3-337, CC Docket Mo, 20-13, Public Nolce, 22 FOC Red #023, 2024-
25, parad (Fed.-State Jt. Bd. 2007} Cemments were due May 31, 2007, and reply comments were due Tuly 2, 2007,
The Joint Board algo recommended that, as an interim measure, e Connnission adopl a cap om cownpelitive ETC
mppport. See High-Cost Universal Service Jupport; Federal-State Joint Board on Universal Service, WC Drackel
No. 85-337, CC Dockel Ma q8-45, Recommended Decizgion, 22 FCC Rod B998 (Fed -Swaile Jr. Bd. 2007) (2007
Recommmremded Decinion),
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ou a number of speciflc issues regarding aucljons and suction desipn that must be resolved in order for the
Counmission to impleinent an auction mechanisn,

B. Legal Basis
6. The legal hasis for any aciion that may be taken pnrsuant to Uie Notice is conlained in
sections 1, 2. 4(i), 4¢), 201-205, 214, 254, and 403 of the Communications Aci of 1934, a3 amended, 37

U.S.C. §§ 151, 152, 154(0-G), 201-205, 214, 254, 407 and sections 1.1, 1.411-1.419, and 1.1200-1.1 216,
of the Commiagion's rules, 47 C.ER. §§ 1.1, 1.411-1.419, {.1200-1.1216.

C. Description and Estimate ol the Number of Small Enlities 1o Which Roles Will
Apply .
7. ‘The RFA directy agencies to provide a description ol, and, where [easible, an estimae of

the nmnber of amall entities thal may be affecied by the milea, if adopled.” The RFA generally defines
the ferm “sinall entity™'® as having the same meaning as the te1ms *smmall business,” “amall
organization,” " and “amall governmental jurigdiction.™" In addition, the lenn “small bosiness™ has ihe
same tneaning a3 the leny “small business concern” under the 3mall Business Acl, unless the
Commission has developed one or more definitiona 1hat are appropriate to its activities.” Under the
Small Business Act, a “small business conearn™ is one that: (1) i3 independently owned and operaied; (2)
is not downinant in its field of oparation: and (3) meels any additional crileria established by the Sinall
Business Administration (SBAYY Nationwide, there are a iolal of approximaiely 22.4 million small
businesses, according to SBA datz.” A small organization is generally “any nol-for-profil enterprise
whicl is independently owned and operated and is not doininant in its field."*" Nationwide, as of 2002,
ihere were approxinalely |6 million small organizations.

8. The most reliable saurve of infonination regarding Lhie Iotal nounbers of certain comuen
carrier and related providers nationwide, 3 well as the number of commereial wireless entities, is the dala
that 1he Commission publishes in its Trends in Tefephone Service repon® The SHA has developed
arnall business size siandards for wireling and wireless small businesses wilhin the three comnercial

" S U.8.C. § S04(a)(3),
185 U1.8.C. § 601(6).
7 5U.8.C. § b0I(3).
¥ 5US.C. § 6011,
1 31U.8.C. § 601(5).

Biudc. § 80113) (incorporating by reference Lhe definition of “sipall business concern” in 5 U.S.C. § 632).
Pursuant (o 5 U.S.C. § 801(3}, the staluiory delinition of a small businsss applies “unless au agency afler
cousullalion with the Otfice of Advocacy of lle Sniall Business Admimsiralion aud efler cpportunily for pulilic
cownment, ¢itablishes ane or inore definitious ol such twrm which are appropriate o the activilies of the agency and
publishes such deliniion in ihe Federal Register.” 5 U.5.C. § 601{3).

U5 U.s.C.§ 632,

M gon SOA, Progeams and Services, SBA Pamphlel No. CO-002%, al 440 ¢ Tuly 7002].
% 51.8.C. § 601(4).

H Independen. Sector, The New Nonprofil Almanac & Desk Reference (2002),

% FCC, Wireline Competition Burea, Indusay Analysis and Technology Division, Trends in Telephone Service,
Table 5.3, page 5-3 (Feliruary 2007 (Tronds in Telephone Service), Thin source uses daia collecied as of Ocmber
20, 2005,
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census calegores of Wired Telecommunpicalions Carriers,”® Paging,” and Cellular and Cther Wireless
Teleconununicalions, ™ Under these categaries, a business is amal! If it has 1,500 or fewer employees.
Below, using the above size standards and ol hers, we discuss the total estimaled nwubers of small
businesscs that might be affected by aur actians.

1. Wireline Carriers and Service Providers

9. We lieve incloded small incumbent Jocal exchange cariers {LECS) in this present RFA
analysis. As noted above, a “amall business” under the RFA is one that, futer alia, meets (he periinenl
gmall business sz standard (e.g., a telephone communications business having 1,500 or fewey
emploveea), and “is nat dominant in its field of operation.”” The SBA’s Office of Advocacy contends
that, for RFA purposes, small incombent LECs are not daminant i1 their field of operalion because any
snch dominance is not “natipnal” in scope.™ We have therefore included small incumbent LECs in ihis
RFA analysis, although we emaphagize that this REA aclion has no effect on Commission analyses and
determinations in other, non-RFA conlexts.

10. Incumbent LECs. Neither the Commission nor the SBA has developed a size standard for
small bnsinesses specifically appheable (o incumbent LECs. The closest applicable size standard under
S A rules is for Wircd Teloconununications Camiers, Under that size standard. such a business is small
if it. has 1,500 or fewer emplayees.”! According o Commission data,** 1,307 carriers reported Lhat they
were enpaged in ihe provigion of local exchange services. Of these 1 307 caniers. un eslimaled 1,019
have 1,500 or fewer ewployecs, and 288 have morc than 1,500 employees. Cunsc:queutly, the
Colnpission eslimates that moat providers of incwnbent Jecal exchange ‘iﬂWlCE are small businesses (hat
may be affected by our action,

iL. Competitive LECS, Compelitive Aveesy Providers (CAPs), "Shared-Tenani Scrvice
Prewidlers,” and = Other Local Service Providers. ™ Neither the Commission nor the 8BA has developed a
small business size standard specifically for these service providers. The appropriate size stendard under
SBA rules is for the category Wired Telecoinmunicatians Carrlers. TUnder that size standard, such a
business is small iF it has 1,500 o fewer employees.™ According to Cominission data,™ 859 carviers
reporied thal Lhey were engaped in the provision of either competitive LEC or CAP services. Of these
859 carriers, am estimaled 741 have 1,300 or fewer employecs, end 113 have moce lhan 1,500

'

“ 13 C.F.R. § 121.20¢, North American hudusiry Classificalion System (WAICS) code 517110

P 1d § 121.201, NAICS code 517211 {This catepory will be changed for purpades of e 2007 Census o “Wireless
Telecornmutcal ions Carrlers (excepl Satellue),” NAICS code 5172100.).

W14 8 121,201, NAICS code 517212 {This category will be changed or purposes ol Lhe 2007 Census o “Wireless
Telecanumunicalions Carmiers (excepl Salellite),” NAICS code 517210.).

"5 US.C 6612,

M See Lelter from Jere W, Glover, Chief Counzel for Advocacy, 8BA, lo Chaioman William E. Kennard, Federal
Communications Conunission (May 27, 1999). The Small Business Act conlaing a definition of “sinall buyinces
concem,” which the T'FA jicorporzies mto its own definilion of “sinall business® See 13 U.S.C. § 8020 (Small
Business Acty; 5 US.C. § 8D13) {BFA). SBA repulalions mmierpret “small business concam™ 10 iuclvde e concepl
of dominanse on a national basis, 1} CF.R. § 121.102{b).

13 CFR. § 121200, NAICS eode 517110,
2 Tvends in Telephone Service a1 Table 3.3,
¥ 3CFR § 121.201, NAICS code 517]10.

¥ Dends in Tefephone Service al Table 5.3,
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cmployees.™ In agdition, 16 carriers have reporied rhat they are “Sligred-Tenanl Seavice Praviders,” and
all 16 are eslimated lo have 1,500 or fewer ewployees. In addition, 44 carmers have reporied that they are
“Orher Loval Service Providers.” Of the 44, an estimated 43 have 1,500 or lewer smployees, and one has
more ther 1,500 ewployees. Consequently, the Commigsiou estimates thal mpst competitive LECs,
CaPs, “Shared-Tenant Scrvice Providers,” and “Other Local Service Providers™ are small enfiles Liat
may e alfecigd by our action.

I, Wireless Carriers and Service Providers

(3 Firelasy Service Providers. The SBA has developed 2 small busivess size standard for
wireless firms within the two broad economic census calegories of ~Paging™ and “Cellular and Other
Wireless Telecommunications. ™ Under both calegories. ike SBA decms a wireless business to he amall
il il has 1,500 or fewer employees. Yor the cemsus vatepory of Paging, Census Burean data for 2002 ghow
Hiat there were 807 firms i this category (hat operaled for the entire year.” OF this iotal, 804 fArms had
employmenl. of 999 or [ewer employvees, and lhuee fiims had employment of 1,000 etnployess or more.*
Tlwa, under Lhis category and aseeciated small tusiness size standand, the majority of firms can be
considered small. For the cenavna category of Cellular and Other Wireless Telecommunications, Census
Bureau data for 2002 show thal there were 1.397 fioms in this category that operated for the entire year *
(3t Lhis total, 1,378 Grme had employinent of 999 ar fewer employees, and 19 [inms had employinent of
1,000 employees or more.*' Thus, onder this second category and size standard, the majority of [irms
can, again, be considered emall.

13. Wircless Telephony, Wirclesd telephany includes cellular, pemsonal communicalions
services (PCS), and specialized mobile radio (SMR} telephouy carriera. As noted earlier, Lhe SBA has
developed a small business size standard for “Cellular and Other Wireless Telecommomications”
services. Unider that SBA small business size slandard, a business js smal] if it hay 1,500 or fewer
employees.” According to Commission dala, 432 carriers reponed (hat Ihey were engaped in the
provision of wircless telephony.* 'We have estimaied that 221 of these arc small under tie SBA small
buoainess size standard.

Y

Y{3CFR. § 101201, NAICS code 317211 (This camgory will be changed (or purpages of e 2007 Census i
“Wireleas Telecommunications Carriers {excepl Sarllie),” MAICS code 517210.).

713 CRR. § 121,201, NAICS code 517212 (Tlis camepgory will be changed lor purposes of e 2007 Census 1o
“Wireless Telecommunications Carrjers (excepl Saellie).” MAICS eode 517210.).

¥ 1.8, Census Burean, 1002 Egonomic Census, Subject Series: “Infonnalion,” Table 5, Employment Size ol Firms
Ior the United Smwes: 2002, NAICS code 517211 (1sxued Mav, 2003).

¥ 4. The census dala do uol provide a more precise estimate of e smmber of [irms ihat have enpleyment of 1,500
or lewer employees; 1he largesi caregory provided 13 for firma with “1000 employees or more,”

¥ 1.8, Census Bureau, 2002 Ecomomiz Census, Subject Series: “Informalion,” Table 5, Euployment Size of Fims
ot the Uniled Stales: 2002, NAICS code 517212 {issued MNov, 2005).

U 14 Tiie census data do not provide 8 more precise estimate of ilie number of firms thal liave employment of
1,300 or fewer employees; il largesc camgory pravided 14 For (ioms with “1000 enployees or more.”

2 |1 C.FR. § 121.201, NAICS code 517212,
P

Y Trends in Telephane Service at Talle 5.5.
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L Satellite Service Providers

14. The lirst calegory of Sarellite Telecommunications “comprises establishments primarily
enpgaged in providing peint-lo-point lelecommunnicaiions deryices Lo glher eslablishments in the
telecommunicalions aud breadeasting indnstrics by forwarding and receiving conutmpications signals via
1 svecem of satellites or reselling salellite telecomununications.™ For this category, Censas Bureau datg
far 2002 show Hiat there were a towl of 371 fions thai operated for the enlire year™ Of (his toral, 307
finus had annual receipts of nnder $10 million, aud 26 fivms had receipis of $10 Jiillion to

$24,999,959 ' C'onsegnently, we estimate hat the majorily of Satellite Telccommunications fiims are
amall ewlities hat mipht be alffecied by our action.

I3 ‘The second category of Other Telecommunicalions “comprises establishments priwarily
engaged in (| } providing specialized lelecommunications applications, such as satellite tracking,
cormmunications telewetry, and radar siation opemiions; ar (2) providing salellite tenninal stations and
associated facililies operalionally counected witli one or inore iemesirial commnnicalions sysleig and
capable of iransmilting lelecommunications 1o of receiving lelecommunications from satellile svslems.
For this category, Censns Bureau data for 2602 show tha there were a (otal of 332 firma that operaied for
the entive year.” OFf this 1olal, 259 Bims had annual receipts of nnder $10 million and 1§ firms had
annual receipm of E10 mithon 1o 524,999,999 % Consequently, we estimate thal 1he majarity of Other
Telecommunicalions (irma are singll eniities that might be alfected by our action.

g

. Descripton of Prajected Reporting, Recordkeeping. and Other Compllance
Requirelients
16. In Lhe Notice, the Commission tentatively coneludes that, under a reverse auction

meclhanism, bidders must Liold an ETC designation covering the relevant geographic area prior to
parlicipaling in an auction to determing high-cost suppart for that geographic area® Inthe ETC
Designation Order, the Commission required ETCs designated by the Commizsion Lo subunil annnally
certain information regarding their networks sud their use of universal service funds.™ Specitically,
every ETC designated by the Comunission must submil the following infonnation on an annoal bagis:

(1) progress reporis on fie BETCs live-vear service quality improvement plan,
incInding maps detailing progress towards meeling i1s plan (argels; an
explanalion of how mucl nniversal service support was received and how the
snppnn was used Lo improve gignal qualily, voverape, or capacily; and an

% U 8. Census PBureau, 2002 NATICS Definliions, “517410 Rateltite Teleconunnnications™;
hupffwww census. govieped/maicsl/de ENDEF3 17 HTM.

* 11.5. Cenang Borean, 2002 Economic Census, Subject Series: Infonination, *Establishment and Finn S:ze

tIncloding Leoal Fonn of Organization),” Table §, WATCS code 517410 (asucd Nov, 2008).
*' fd. An addilional 38 firmy had annus) receiprs of $25 willion. or more.

8 11.5. Census Bureau, 2002 MAICS Definifians, 317910 Other Telecommunicalions™;
hitp:/fwww.censns. povieped/naicsi2ide INDEFS 1 7. HTM.

¥ 11.S. Censne Bnreau. 2102 Economic Census, Subject Series; Information, “Csiablislunenl and Firm 8ize
{Including Legal Form of Organizalion),” Table 4, NAICS code 517910 (issued Moy, 2003).

0 74, An additional 1+ tirms had annual receipts of £25 million or more.

*! Narice, para. 12. Section 234(e) states, in relevant pan: “anly an eligible ieleconununications carvier desipnated
under section 214(2) slall be eligible 1o reeeive specific Federal univeral service support.” 47 U.S.C. & 254(e).

% ETC Designation Order, 20 FCC Red ai 6432, Appendix C, para. 22,
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explanalion regarding any nelwork improvemeni targets that lave nol becn
[ulflled. The iuformalion shonld be aubaniited al the wire center level;

(2} detailed informalion on any oulage lasting af icgsl 3 winnles, [or any service
area in which an ETC is designated lor any tacililies it owns, operales, leases, or
olherwise ntilizes thal potentially affect at least ten percent of ihe end users
served in a designaled service acea, or that polcntally alfect a 911 special
facilily (as delined in anbseclion (¢) of section 4.5 of the Ouigss Reporting
Order).” An onlage ie delined os a significant degradalion in ihe ability of an
end nser (o establish and inaintain a channel of coonmunicalions as a resull of
Failure or degradation in the performance of a commumicatjons provider’s
neiwork. Specilically, the ETC’s annual report must include: (1) the dalc and
time of onset of the outags; (23 a brief description of the outage and s
redoludion; (3) the particular services affected; (4) the gecographic areas affected
by the uutape; {3) sleps laken o prevenl 4 similar situation in the future; and (6)
the nuinber of costomers affevied,

{3) the nnmber of requests for service from poleptial customers within its service
arcas Wal were untulfilled for the past year. The ETC must alse detail how i
allempted 1o provide service to Lhiose potenlial custoiners;

{43 the sumber of complaints per 1,000 handeete or lines;

{3} cerification that the ETC is coinplying with applicable service quality
slandards and eccneomer proleciion rules, ez, the CTIA Consumer Code for
Wireless Service;

(8) certification that the ETC is able to fanction i emergency situations;”

(7) cenification that the ETC is offering a local usage plan comparable o that
olfered by the mcumbent LEC in ()ie relevant service areas; and

(&) cerilication thal lhe catier acknowledges (hat the Commission may require it
to provide eqnal access o long distance camiers in the evenl thai no other
eligible lelecormununjcations camier (s providing equal access willin the service

5T
area.

™ See New Part 4 of the Commission’s Ridey Concerning Disraptions 1w Communications, Report and Order and
Further Matice of Peoposcd Rulemakiug, 19 FCU Rod 16820, 16523-24, § 4.5 (200d) (hifage Reporting Order).

* See Outage Reporting Order, 19 FCC Red 21 16925, § 4.9

3 OTI4, Consumer Code for Wireless Service, available an hilp:/faraw, wow-com.com‘pdfi The_Code.pdl.

* If an B'TC liad not previously submued a plan demonstraling how it will retain ficdonal in an emergaicy, it
should do 30 williifs Arel reporting compliance Gling.

! ETC Desiznation Drder, 20 FCC Red at 6432-34, Appendix C. pora. 22,
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Ly the Notice, the Commission sought coumnent on whether the Commiszion’s ETC designation
requirements should apply Lo all ETCs paricipaling in andfor winning universal service
aucliong *

F. Steps Taken to Mininiize Signiicant Econonic Impact nn Small Enrities, pad
Significant Alternatives Considered

17. The EFA requires an agency W deseribe any significant alternatives thart it has considered
il reaching its proposed approach, which may include the fllowing four alternatives (among others): (1)
le establishment of differing compliance and reporting reqnirements or (jmesables that lake into aceount
the resources available to small entities; (2) the clarilication, consolidatiow, or simplification of
compliance or reporting requirements under the role for ainall entities: (1) the use of performance, rather
than dessiggn, wandards, and (4) an exemption from coverage of the mle, or part iliereof, lor small
catities.

18, This IRFA secks cotunell pn how reverse auctions could be itaplemenied in a inanner
that rednces the poiential hurden and cost of panticipation by sinall entilies in the anctions. We also seek
commenit 011 Lhe potential impact (he vee of reverse auctions o distribule high-cost universal service
support would have on small eslities. In the Nolice, the Coinmission offers several alterwatives ihat
mighl minimize signilicant ecowomic impact on ETCs, some of which migln he suiall entities. For
exaluple, the Commission discusses proposals to nse relalively small peographic areas 39 the areas Lo be
auchioned. and specifically seeks couunent on how Lhe size ol the peographic area elfects ihe ability of
smal! entilies to participate in 2uctions.” The Commission alse seeks comment on various mefhods of
setling Teserve prices based o cmtent levels of high-cost support, aud lenlatively concludes thal the
reactve price should be setal disaggregsted support amounts if the ares o be auctioned is smaller (han the
lncumbens LEC's sindy area.®

F. Federal Rules that may Duplicate, Overlap, or Cuullict with the Froposed Rules
19, None,

* Moiice, paras. 28-34.
¥ See 5 US.C. § 603(c).
“ Notice, para, 20-21.
K, para. 39,
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STATEMENT OF
CHAIRMAN KEVIN J. MARTIN

Re: High-Cost Universaf Service Support; Federal-State Joint Board on Uniwersaf Service, Notice of
Proposed Rulemaking, WC Docket No, 05.337; CC Docket No. 8645, FCC 08-22 (Joint Board
Comprehensive High Cost Recommended Decision Notice).

Re:  High-Cosr Universal Service Support; Federul-Stare Joimt Board on Universal Seyvice, Natice of
Proposad Rulewaking, WC Docket No. (05-337; CC Dackel No. 96-45, FCC 084 {fdentical
Suppart Kade Norice).

Re:  High-Cose Universal Service Suppory, Federal-Suite Soint Board on Universal Service, Nolice of
Proposed Rulemaking, WC Docket Ne. 05-117; CC Daockel Mo, 96-45, FOC 08-5 (Reverie
Auctions Notica).

Today, the Commission adopls several proposals Lo refonn the high-cost vniversal service
prograizl. It 19 essanlial that we take agtiong theat preserve and advance the benefits of the universal
se1vice program.

‘The United Stales and the Coinmission have a long history sud tradicion of ensurng that sl
areat of the counly are eounecled and have similar opporunities for communivalions as elher aeas. Owr
ulliversal service program musi. continue (o promole investment in roral Amnerica's infrastruciure and
ensure access to telecommuliications services thal ane comparable o those available in wrban areas Loday,
ad well a8 provide a plaifonn for delivery ol advenced seivices.

Clianges in technology and increases m the number of carmriers thal neceive miversal service
snpport, however, have placed significant pressnre on the glablilicy of the Fund, A Jarge and cgpidly
growing portlon of te high-cost suppont program i3 uow devoled to supponing mullipie competitors o
serve araas in which costs are prohibitively expensive for even one carier, These additianal networks
don’l receive suppon based on their own cosis, but rather on the cosls of the incumbent provider, even if
their costs of providing service are lower, i addition o recoinmending a1 iuterin cap, the Joint Board
has recognized the probleind of maintaining this idearical support rule,

I am supponive of several imeans of comprehensive refean for the universal sexvice program. 1
have ciren)aled among wy colleagues 3l the Commission enn Order that adopts the recommendation of the
Ioinl Borrd to place an mterim cap on the amount of high-cosl. support availeble to compelitive ETCs.
And 1oday we adopt @ Notice of Proposed Rulemaking that would require that high-cost suppori be based
o& 4 cartier's own cosls in the same way (18l rurs! phone companiea” support 15 based. ' suppartive of
hath measures 28 4 means 1o contain the prowih of universal service in order to prescrve and advance the
benefits of the fund and protect the ability of people i rural areas to conlinve o be connected,

Icontinue 1o believe the long-lerm anawer tor retorm of high-cost universal service support is to
move (o a reverse auction methodology. 1 believe thal reverse auctions could juovide a 1eclmologically
und coinpetitively neutral niges of controlling the current growtls in the fund and ensuring 4 iove o
mos. efficlent lechnologies over lime. Accordingly, Tam pleased 1hat we adopl today’s Nolice of
Proposed Rulemaking ra use reverse euclions Lo distribute univeraal service support.
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STATEMENT OF
COMMISSIONER MICHAE]L ). COFFPS,
AFPPROYING IN FCC 0B-22
APPROVING IN FCC 08-4
APPROYING IN PART, DISSENTING IN PART IN FCC (8-5

Re: High-Cost Cinfversal Service Support; Federal-State Joint Board on Universal Service, Nolice of
Prupased Rulemaking, WC Docket No. 05-137; CC Dockel No, 96-45, FCC 08-22 {Joint Board
Comprecheniive High Cost Reconmended Decision Notice) (Approving).

Re: High-Cost Universal Service Support; Federal-Stute Joinit Board on Universal Service, Nolice of
Proposed Rulemaking. WC Docket Wor, 05-337; CC Dockel No. 96-45, FECC 084 (Idensical
Support Rule Notice) | Approving).

Re: High-Cost Universal Service: Support; Federal-State Joint Board on Universal Service, Notice of
Proposed Rulemaking, WC Docket Na. 13-337, CC Docket No, 96-45, FCC 08-5 (Reverse
Auetions Nolice) (Approving in Parl, Dissentiag in Part).

The Coinmission edopis and seeks camment on three Notices of Proposed Rulemaking
concelning: the Federal-State Joint Board on Uiiversal Service’s (Joinl Board) recommendalion on
comprehensive refonn of the bigh-cost Universal Service suppon. mechanising the elimination of the
“Identical Support” 1ule; and the merits of using reverie auctlions in distributing high-vost. supporl {0
eligible telzcommunications carriers (ETCs). [ am pleased that the Conunission (oday iniliales all tliree
NPEMSs siinultanecusly as [ liave long believed thal Umvema] Service relonn musi be done in a
comprehensive, syslemalic inanuer, I wrile here lo express my views on all three procesdings.

1 conlinue i believe that there are a variely of ways to promole Unjversal Service and at the saine
time ensure Ui suslainabilily and inteprity of the [imd. I believe much would be accomplished if the
Commission weie (0 inclnde broadband on botl the distribution and eoniribulion side of 1he ledger;
eliminate the [dewtical Support rule; and increase its oversight and avndiling of the Ligh-cost fund.
Adgitionally, Congiessional awthorization 1o permil the assessinent of Universal Service conlribniions on
mirakiaic 26 well 48 interstaie reveue would be a valuable teol for supporiing broadband.

That wing said, the Joint Board made an agsortment of recominendarions of it owa, T agreed
with soine of thew and nol with others. by my view, the most important part of the recoinmendation is its
inclusion of broadband as part of USF for the 217 Century. My views on the recomirendation are '
explained in further detail in my slatement that accompenicd the Joinl Board’s recoinmendalion and
which is attached as an appendix o the NPRM adopied todey, I believe the recommendaiion merits
funher aciion by the Commission, and Iherefore, 1am pleased (o suppor. the WPRM inihated Loday.

L&t me briefly (ake 1hia opportuuily to thauk the inembers of the Joint Board who worked
tirclessly on the difficult tagk of developirg a comprehensive proposal for ithe FCC’s consideration. ]
- congratulate Chairsoman Tate for her leadership in bringiug these recommendations (o the Commiggion.
We are all deeply indebied to her co-chair, Caminissioner Ray Baum of Oregon, for lis tireless and
encrgetic work in shepherding the Tont Board toward consensos on many items. And I wanl (o pay
tribute (0 the alwavs visionary vel praceical ettions of the indefatigable Billy Jack Gregg whose endless
good counsel is sewn Lronghaue the Joint Board's recommendations.

With regard W the NPRM on the Identical Support rule, il is ¢lear toome that the coaty of investing
and ineinlaining wireless and wireliue infrastruciure are inherently diffeent. 1 believe that wireless can
and should be a panl of Universal Service, but Lhe time has come (o pul an end o the irtational and costly
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system of supporting wireless carriers based o1 1e cosl of wireling meumbents. T lherefore am suppontive
of the tentative conclusion thal we eliminale this rule. The NPRM i3 particularly important because it
seeks commenrt on Yow besl. lo replace this rule and in particular the methodologies by which CETCs
should be abls to recover costs for Universs! Sarvice supporl purposes.

Thie NFRM on reverae auclions i much more ol a mixed bag. On the one hand, [suppor (he
Commission’s decision 10 seek comment on the merits of reverse auctions as 2 meihod for distriboting
high-cost Universal Service suppart. The Joint Board spent a gieat deal of lime examining the use of
reverse auciions, but Tust say chat our review raised in 1wy mind many more questions than it answered.
Tor ingtance, how do we easure that the winning bidder provides adequate quality of sexvice? Wlhat
happens if I1he winner later decides it is no longer profitable to continue its operation? And who will be
respoawmible for establishing the rules and ¢nforcing them® [ronically, this purportedly marker-hased
approach strikes me as hyper-regulatory. For these reasons, | muat dissent from the NPRM s lejlalive
vonelusion that the Commission shonld develop i auction mechanism to detennine high-cost support. [
befizve chat the options T oullined abiyve—including broadband as pan. of Universal Scrvice; elimination
of the ldeniical Support mile; stepped-up accounting oversight; and Congressional action o enahle
Universal Service colleclions on an inleastate a3 well as an inferstale basis provide a mone effective aud
less dismaptive appriach to Uuiversal Servies reform,

The good news is that these three items, parlicularly the Joint Board reeommendation, put the
urgent need for comprehensive Universal Service refenn squarely in frout of the Cowmnnussion. I hope the
FCC will deal with these recommendations expeditiously and comprehensively. This is no place for
piecemeal actiond. We ueed to think expausively and ereatively about implementing the path-breaking
broadband dectsion thar has now been preseuted to us. This couniry desperately needs a conprehensive
brondband stralegy. The Joint Board recommendation poovides the opportunily for the FCC to move
taward soch a strategy, working with vur ¢wil mles and making suggestions to Corgress in those apcus
wlhere legislative aclion may be required Io ensure such a stralegy. Iam looking forward to working wiil
my colleagues in order Lo taru these proposals mlo workable solutions.
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~ STATEMENT OF
COMMISSIONER JONATHAN 5. ADELSTEIN,
APPRROVING IN FCC 08-12
APPROYVING IN FCC 08-4
CONCTURRING IN PART, DISSENTING IN PART TN FCC 08-5

Re:  High-Cost Universal Service Suppori: Federal-State Joint Board on Universal Sesrvice, Notice of
Proposed Rulemaking, WC Dacket No. 05-337; CC Docket No. 96-43, FCC 08-22 (Joint Board
Comprehensive High Cest Recormsmended Decision Notice) (Approving).

Re: Hizh-Cost Universal Service Suppori; Federaf-State Joint Bourd an Universal Service, Nolice of
Proposed Rulemaking, WC Dockel No. 03-337; CC Dockst No. 96-43, FCC 08-4 (Identical
Suppori Rile Novice) (Approving).

Re.  High-Cost Universal Service Support; Federnl-Staw foint Board on Universal Service, Nolice of
Proposed Rulemaking, WO Docket No. 15-337: CC Dockel. No, 96-45, FCC 8-3 (Reverse
Auctions Notice} (Concwrring in Part, Dissenting in Par),

Througli these Notices, the Commission seeks communent on poetenlially protound changes (o the
Universal Service High Coat program. While I am nol withoul reservations about some of the proposals
in these items. | am pleased that the Commission ia engaging in serious consideralion of how to praserve
and advance universal service, one of the bedrock principles of U .S, telecaminunications policy. Tam
particularly ¢neouraged thal the Commission jg seeking cominent on the recommendations of the Federal-
Siale Toint Roard on Universal Service (Tom! Beard), and I (hank the ineinbers of the Jomi Board for their
considerabie etforls w bring us this Recommended Decigion,

Congrese and the Couunission recopnized eacly ou Lhat Lhie econemic, social. aind public health
beneliis of the telecominunications network are increased for all subscribera by the addilion of eacl new
subscriber. In Seclion 234 of the Conmunicaiions Acl, Congress affinned the broad principle [hat
“consumers in all regiona of the nation . . . should Liave access to telecommunicaizons and informalion
serviees . . . lhat are 1eagonably comparable to those services provided in nrban areas and 1hat are
available al rales that are reasonably comparable (0 rates clwged for similar services in nrbau areas.™
Implementing universal service a5 intended by Congress in Seetion 234 of the Act is among the highest
pricrities for ihe Commission.

The task belore us — ensuring the conlinued vilzlity of universal service — is particularly
iponani 3s technology and the markeiplace conlinne (o evolve. Onr choices in [his proceeding will have
2 dramnatie effect on the abilily of cotnmniies and consumers i Roral America (o thrive and geow with
the rest of the country. History has shown that many rural consumers wonld be lefl behind il i weren't
[or the support made available throuph our universal service policies.

The Joint Boand’s Recomnmended Decision [or cownprehensive re fona of Lhe high cosl supporl
mechanisin — and, in particular, the decision to include broadband as a supported service — i3 a landinark
developmenl. Ihave toug argued that the universal service fund is en integral compouent of our eflors o
meet the broadband challenge. So, the decision to embrace broaiband, throngh the lisi of supporied
services and through targeled fanding for unserved areas, and the recognition of the effec)jveess of the
currenl High Cost Loop Fund in supporiing the capilal casls of proviling broadband-capable loop
favilities tor rural carriers are encouraging developmeris.

I musl expiess a degrce of repervalion over Lhe ainounl of support allocaled to the Broadband
Fuud, einong oiher limilations on supporl. Mainlaining our commilinent to conneclivily, paicululy in
the broadband age, is 1nore important than ever, and the Commission 1nusl slzf o provide realistic
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assessmenis of what will be required. To Uit end, 1 am also concemed about the impact of reverse
aucciond aud whether such mechanisms can provide adequate incenlives for build oul in Rural America.
Far these reasons, I dissent from the temative conclusions in the separate Reverse Anctions Natice.
While I appreciate the inajority’s willingness to fesh ont details of their reverse auction proposal, [
cannot support these premature fenfative conclusions, and would have prefened a more balanced
prezentation of the polential disadvaulages of sucll an approach.

There remain many queslions abonl Lhe Recommended Decision and details to be velied. While T
reserve judginent on many of the proposals, there [s moch liere that waiants care[ul consideration. The
Joint Board lias wrestled with many difficull issues, including the umique rele of providers of lasl resort.
coinpensation for multiple providers, and the vole of the S1ates in fostering nniversal service, and 1 Joek
forward by seeking colninent on their recommendations. {ageee with the Joini. Board’s recommendativon
on 1he identical support 1ule and support. the separale Notice seeking commell on altemative approaches.

As we move forward with these procesdings at the Conunission, | wonld like Lo express my
sincese gralitude (o all the members aud sraff of the Joint Board, Tle Inint Board. and the many parties
who panticipaled 1o those proceedings, engaged in a long end arduous effort 1o bring na thess
recomunendations. 1 know that we will benefic nonsiderably [rom their expentise and judgment, and I look
forward ko the coming dialogue on Lhese proposals with our sfale commission collcagues, cousuers,
providers, and the many others with a stake in Lhe filure of universal service.
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STATEMENT OF
COMMISSIONER DEBORAN TAYLOR TATE

Tte: High-Cost Universal Service Support; Federal-Sins foini Board on Universal Service. Nottee off
Proposed Rulemaking, WC Docket Ne. 05-357; CC Dacket No. 96-45, FCC 08-22 (Joiat Board
Conprehensive High Cost Recommended Decision Notice) { Approving}.

Re: High-Cogt Universal Service Support; Federal-State Joint Board oa Universal Service, Nolice of
Proposed Rulemaking, WC Dacket No. 05-337; CC Dockel No. 9643, FCC 08-4 (fdentical
Support Rile Notice) (Approving).

Re: High- Cour Universal Service Support; Federai-Srare Joint Board an Unfversal Service, Nolice of
Propased Bnlemnaking, WO Dockel No. 05-327: CC Dockel No. 90-43, FCC 08-5 (Reverse
Auciions Nutice) (Approving).

As Federal Chair of (he Federal-State Joini Boand gn Universal Service (Joiu Board) [ am
paclicularly pleased that we are Laking this significant step forward in L joumney taward compreliensive
refonn of the high-cost universal service program. This is an important progrm at the head af rural
America. Iis purpose, lo connect all Americans o telecommunications al alfordable rates, has over the
years peruitted peaple to be connected even in rural and rejuote parts of qur nation. Going torward, the
Universal Service Fund will continne (o play a aritical and mcreasing mle i one of our lop priorities at
the Conunission - enconraging broadband deployment to sll comers of America.

Specilically, we seek commen! oo the recommendation of the Joint Boand regarding
colnprehensive refonu of high-cosl umversal service snpport. It is also significanl thai we also
mcorporaie by reference the Ienttical Support NPRM aud Reverse Awctiors MPRM. incinding the records
to be developed in response 1o those NPREMs. | look forwerd to receiving public ippat and examining
thess isgues.

I wonld like ta tlank my Co-Chair, Comnmissioner Ray Baum of the Qregou Pnblic Utility
Comunission. Iam especially pleased that all eighi Joinl Board 1iembers, large and sinallfural and
arban/doner qud recipient, were able (o come 1o this congensus aad hope this will move us forward and
provide the basic boilding blo.ks for fundamental reform (o0 ensuce Fund stabilily and viabilily ina
hscadly responsible manner. All of the Joint Board imeimbers deserve praise for their commijtmen! to the
m-deptl analysis of these complex jssues. their desire lo posilively affizet public policy and o ieke
decizians in the public inlerest in a thooghiful and deliberative manner. They should all be commended
for 1heir commiiment 1o serve on the Joint Board in addition o their Foll time posilions as govenument
officlals,
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STATEMENT OF
COMMISSIONER ROBERT M. MCDOWELL

Re:  High-Cost Universet Service Support; Federal-State Joint Board an Universal Service, Notice of
Propored Rulemaking, W Dockel No. 05-337; CC Dockel No. 96-45, FOC 08-22 (Jomt Board
Comprehensive High Cost Recommended Deeision Motice) (Approving).

Re:  High-Cost Unfversad Service Support; Federal-Stare Joint Board on Universal Service, Notice of
Proposed Rulemaking, WC Docket Mo, 05-317,; CC Docket Mo, 96-43, FCC (08-4 {Lfuntical
Support Rule Notice) ( Approving).

Re:  High-Cost Universal Service Suppori, Federal-State Joint Board on Universal Service, Nolice of
Proposed Ruleinaking, WC Docket No. 05-337; CC Docket No. 8645, FCC 08-5 (Reverse
Auctions Notice) (Approving).

I have consistently stared that, while ihe Universal Service system lLas been instrymental jn
keeping Americans connecled and inproving iheir quality of life, this system is in dire need ol
comprehensive reforin. 1 have maintained thal we must folfow five principles when considering relorms
(o the Univesgal Service Fund. We muasi: (1) slow (he growth of the Fund; {2) permanently broaden the
base of conmriburars; (3) rednce the coniribution burden for all, if possible; (4) engure campetitive
neuiralily; and {5) eliminate wasle, frand aid sbuse. A mamber of proposals have been put forth,
pariculmly the Joint Board’s recommendations [or comprehensive reform senl in the Commission on
Noveinber 19, 2007,

By adopling these lliree notices of proposed rulemaking, we are inoving bward (o advance
specifie reforms to the way the Universal Service High Cosl Fund is administered. T favor a
comprehensive approach wikve we can consider all ideas snd apuons for refonn of this important
program. This year the Commission has au historic opporiunity (o iinplement meaningful and lasting
fiscal reform thal balances stakeboldeis’ concerns and promates the inlerests of consumers. We should
seize this opporanity and take a bold atep forward,
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