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FCC Begins Implementation of Connect America 
Fund: Price Cap and Rate of Return Carriers 
A Connected Nation Policy Brief 
April 27, 2012 
 

On April 25, 2012, the Federal Communications Commission (FCC) took a number of important actions 
that will begin to redirect its $4.6 billion/year High-Cost Universal Service Fund (USF) program to 
directly support the deployment of broadband networks.  These steps follow up from the FCC’s related 
High-Cost program reform Order last October and mark the first significant shift in funding away from 
traditional, voice networks and towards broadband networks capable of supporting speeds of 4 Mbps 
download (DL)/1 Mbps upload (UL). 
 

Previous Connected Nation Policy Briefs have outlined the major components of the FCC’s Connect 
America Fund implementation.  On April 25, the FCC released three separate items:   
 

 A Public Notice that allocates Phase I funds of up to $300 million for a one-time capital injection 
across large, price cap, incumbent LECs, like AT&T, CenturyLink, Windstream, Frontier, Puerto 
Rico Telephone Company (PRTC), Alaska Communications Systems (ACS), Verizon, and others; 

 A Reconsideration Order that makes some adjustments to how those price cap LECs can utilize 
this Phase I funding to build broadband networks in “unserved” areas; and 

 A Benchmarks Order that uses a statistical methodology that places limits on the operational 
and capital expenditures of smaller, rate-of-return incumbent LECs. 

 

Phase I of the Connect America Fund for Price Cap LECs 
 

The FCC has estimated that of the 18.8 million households that remain unserved by broadband across 
the U.S., 15.6 million are located in areas served by the larger, “price cap” LECs, such as AT&T, 
CenturyLink, Windstream, or ACS.  Currently, these large price-cap LECs receive approximately $1 
billion annually from the FCC’s high-cost USF subsidy program ($4.6 billion/year).  This high-cost USF 
program was conceived to subsidize voice telephone networks in rural and remote areas.  For price cap 
providers, the FCC is shifting that funding to expand broadband availability in two Phases. 

Phase I of the Connect America Fund is a one-time, $300 million injection of capital designed to spur 
near-term investment and deployment to areas that have no fixed broadband service available today 
at speeds of at least 768 Kbps DL/200 Kbps UL.  This one-time capital injection – referred to by the FCC 
as “incremental support” – will begin in 2012 and is specifically targeted at the service territories of 
large, price-cap carriers. In parallel, the FCC is working on Phase II of the Connect America Fund, which 
eventually will transition all recurring subsidies accruing to large price-cap carriers to support 
expansion of broadband networks.  Calculation of these Phase II subsidies will be based upon state-
specific cost models currently being developed by the FCC. 

On April 25, 2012, the FCC announced allocation of the $300 million, Phase I incremental support 
between price cap carriers. As it decided last October, the FCC allocated this sum by reference to its 
estimation of the relative cost of building broadband networks across each wire center owned by each 
carrier where broadband is still lacking.  With this model, the FCC determined which wire centers were 

http://www.fcc.gov/
http://transition.fcc.gov/Daily_Releases/Daily_Business/2012/db0206/FCC-11-161A1.pdf
http://www.connectednation.org/data-center-policy
http://transition.fcc.gov/Daily_Releases/Daily_Business/2012/db0425/DA-12-639A1.pdf
http://transition.fcc.gov/Daily_Releases/Daily_Business/2012/db0425/FCC-12-47A1.pdf
http://transition.fcc.gov/Daily_Releases/Daily_Business/2012/db0425/DA-12-646A1.pdf
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likely to be more costly to serve. Based upon this relative cost comparison, the 
FCC then allocated the available $300 million across price cap carriers at the 
holding company level. 

It is important to note that this allocation was done on the basis of a single, 
national analysis that focused on loop costs and population/business density.  It 
did not take into account the state of current broadband deployment, adoption 
rates, or middle mile costs. In our view, this is why the results allocate little or no incremental funding 
to providers like ACS, Cincinnati Bell, and PRTC. 

The following table provides the support amount for every price cap carrier: 

Company Support Amount 

Alaska Communications Systems (ACS) $4,185,103 
AT&T $47,857,148 
CenturyLink $89,904,599 
Cincinnati Bell $0 
Consolidated Communications $421,247 
Fairpoint Communications $4,856,858 
Frontier Communications $71,979,104 
Hawaiian Telecom $402,171 
Virgin Islands Telephone Co. $255,231 
Micronesian Telecommunications $0 
Puerto Rico Telephone Company (PRTC) $0 
Verizon $19,734,224 
Windstream Communications $60,404,310 

   

The FCC allocation is only the first step in Phase I.  These price cap providers now have 90 days to 
inform the FCC as to whether they will accept all, part, or none of the funding offered to expand their 
broadband networks.  Therefore, by July 24, 2012, if a price cap carrier accepts even part of this 
funding, it will need to list the specific wire centers and census blocks in which it will commit to 
building broadband in the next three years.   

At that time, we will know the extent to which Phase I funding will impact the broadband landscape in 
particular states and territories.  Price cap carriers are not required to accept this additional funding. 
Price cap carriers accepting these funds will receive $775 for each new location (line) served by 
broadband as part of this program, up to their allocated amount.  Providers will be required to offer 
broadband at these newly served locations at speeds of at least 4 Mbps DL/1 Mbps UL. 

To illustrate the process, for example, CenturyLink has been allocated $89,904,599 in Phase I funding, 
but it can only receive that full amount if it commits to building broadband to 116,006 currently 
“unserved” locations over the next 3 years (as the FCC will pay it $775 for each newly served location). 
The July 24 filing will need to detail where precisely those currently-unserved locations are, and 
determine the impact across states and territories. 

Connected Nation intends to keep our state stakeholders fully apprised of any commitments that price 
cap carriers make to deploy broadband using Phase I incremental support, and any progress made will 
be tracked on our broadband inventory maps. 

Indeed, the data that is collected pursuant to the State Broadband Initiatives grant program and 
displayed on the National Broadband Map is central to the implementation of this Phase I program. 
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FCC rules require that, for an area to qualify for Phase I support, census blocks 
be shown on the National Broadband Map as not having access to 768 Kbps 
DL/200 Kbps UL broadband networks from any fixed provider. In the 
Reconsideration Order, also released on April 25th, the FCC rejected arguments 
by price cap carriers that they be allowed to introduce additional evidence from 
sources other than the National Broadband Map to show that an area is 
unserved.  However, the FCC amended rules to allow evidence from price cap carriers to certify and 
complete reporting discrepancies in partially served census blocks that the National Broadband Map 
indicates to be fully served.  Providers will need to certify such discrepancies in areas where they are 
the only broadband provider available. In this situation, timely field validation and verification along 
the lines performed by Connected Nation’s state programs will be an important tool to ensure 
accuracy and even maximize the investment that a state might receive through Phase I of the Connect 
America Fund. 

 

Rural Rate-of-Return Benchmarks Order 

Also on April 25, 2012, the FCC released a Benchmarks Order that establishes benchmarks and caps on 
eligible subsidies to fund certain capital and operating expenses (CAPEX and OPEX) of rate-of-return 
carriers.  Rate-of-return carriers are generally located in rural areas and tend to serve small 
populations with low density. 

In the October High-Cost Order, the FCC mandated that all rate-of-return carriers wishing to continue 
receiving subsidies would be under obligation to provide 4 Mbps DL/1 Mbps UL broadband service 
throughout their service territory after July 1, 2012. In addition, the FCC put in place a mechanism 
designed to limit and cap certain capital and operating expenses related to local loop costs.  These 
decisions have been controversial and subject to significant debate. Many rural carriers have voiced 
concern that caps and cuts in these subsidies would jeopardize their ability to provide broadband and 
voice service, to execute existing plans for network upgrades or expansions, and even to repay federal 
USDA rural development broadband loans. 

The Benchmarks Order sets limits on the per-loop capital and operating expenses of rate-of-return 
carriers by means of a regression analysis. The purpose of the analysis is to identify carriers that have 
loop costs significantly higher than “similarly situated peers” and limit those costs.  In addition, the 
regression identified carriers that would be eligible for additional loop support so as to fund broadband 
deployment in their service territories.  All rate-of-return carriers are required to file broadband 
deployment plans with the FCC in 2013. 

All told, the FCC’s analysis identified approximately 100 study areas in which annual loop-related 
capital and operating subsidies will be reduced by $65 million.  The FCC found that conditions in 
approximately 500 study areas warranted giving the providers $55 million in additional annual 
subsidies to support broadband service. 

The FCC has released a table that details the impact of this analysis caps for every rate-of-return 
provider, which is attached to the Benchmarks Order as Appendix B.  

 

 

 

http://www.broadbandmap.gov/
http://www.connectednation.org/programs
http://transition.fcc.gov/Daily_Releases/Daily_Business/2012/db0425/DA-12-646A1.pdf
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What’s Next for USF Reform? 
While the releases this week are pivotal, the FCC’s work in transforming the USF 
system is far from over. These are some of the major initiatives currently in 
progress on which we expect to see action in 2012: 

Lifeline Broadband Pilots.  Earlier this year the FCC announced that it would 
invest $25 million in low-income broadband pilot programs for eligible carriers that are working with 
state, local communities, and SBI grantees.  We expect the FCC to release a Public Notice announcing 
the application process for these pilots at any time. 

Funding for Digital Literacy Training.  In February, the FCC proposed to invest $50 million of USF into 
digital literacy training programs based in schools and libraries. Connected Nation filed comments in 
support of this proposal earlier this month, and we expect the FCC to move quickly on this proposal.  
The FCC is currently accepting public comments on this proposal, with reply comments due May 1, 
2012. 

Price Cap Phase I Deployment Commitments.  As discussed above, on July 24, 2012, price cap carriers 
that wish to accept all or part of the Phase I incremental funding will need to file with the FCC a list of 
wire centers and census blocks in which they will commit to build broadband with that funding over 
the next three years.  This will be a significant event in terms of understanding the impact that the 
FCC’s Connect America Fund program will have on the broadband landscape in states and territories. 

Mobility Fund Phase I.  The FCC has scheduled an auction for September 24, 2012, in which it will 
allocate $300 million in one-time capital injection funding aimed to bring 3G and 4G mobile service to 
areas currently without any mobile broadband service. Connected Nation has produced maps that 
compare mobile broadband availability information collected under the SBI mapping program to the 
FCC’s list of census blocks that are eligible for this auction, which are posted on our state program 
pages.  

Phase II of Connect America Fund for Price Cap Carriers. Hot on the heels of Phase I, the FCC will now 
be moving aggressively forward in developing state-specific broadband cost models for every state and 
territory to estimate the cost of bringing 4 Mbps DL/1 Mbps UL broadband to price cap areas without 
service today.  National Broadband Map data will be a key input into those cost models.  It is 
imperative that providers and the FCC have access to the most accurate and verified broadband 
availability information in order to have those models accurately reflect the costs of bringing 
broadband to these areas.   

If you are interested in learning more about these developments, please do not hesitate to contact us. 
To further examine the FCC’s documents and resources related to the Connect America Fund, visit the 
following section of the FCC’s website at: http://www.fcc.gov/encyclopedia/connecting-america.  

http://www.fcc.gov/encyclopedia/connecting-america

