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I INTRODUCTION

1. In this Order, we conclude that dramatic increases in telephone subscribership in Puerto
Rico over the last several years make it unnecessary to adopt a new high-cost support mechanism for non-
rural insular carriers as proposed by Puerto Rico Telephone Company (PRTC)." In 2005, the
Commission considered creating a separate high-cost universal service support mechanism for non-rural
insular areas.” At that time, telephone subscribership in Puerto Rico (a non-rural insular area) was 73.8
percent, far below the national average of 94.8 percent.” By 2008 — the most recent year for which data
are available — subscribership in Puerto Rico had jumped to 91.9 percent.* During the same period,
Puerto Rico has experienced significant growth in disbursements from federal universal service support
programs due in large part to changes the Commission made to its rules. Total high-cost support for
Puerto Rico has risen from less than $140 million in 1998 to more than $215 million in 2008, an increase
of nearly 54 percent,” and low-income support has jumped from $1.16 million in 2001 to $23.4 million in
2008.° Although subscription rates in Puerto Rico are still lower than the national average (98.2 percent
in 2008), the substantial growth in universal service support and the commensurate increase in telephone
subscribership represent significant changed circumstances since we issued the NPRM in 2005.

2. In light of these positive developments, we find that the existing non-rural high-cost
support mechanism, operating in conjunction with the Commission’s other universal service programs, is
successfully increasing telephone subscribership in Puerto Rico and satisfies the requirements of section
254 of the Communications Act of 1934, as amended (the Act), with respect to Puerto Rico.” Telephone
subscribership in Puerto Rico is not yet at the same level as in the mainland United States, but the data
before us indicate that the gap is closing rapidly and may well be eliminated entirely in the near future.

! Federal-State Joint Board on Universal Service, High-Cost Universal Service Support, CC Docket No. 96-45, WC
Docket No. 05-337, Notice of Proposed Rulemaking, 20 FCC Red 19731, 19744-19748, paras. 30-38 (2005)
(NPRM) (seeking comment on PRTC’s proposal). See also Petition for Clarification and/or Reconsideration of the
Puerto Rico Telephone Company, Inc., CC Docket No. 96-45 (filed Jan. 14, 2004) (PRTC Petition); Puerto Rico
Telephone Company White Paper: Proposed Interim Insular Mechanism, CC Docket No. 96-45 (filed May 6, 2005)
(PRTC White Paper); Comments of Puerto Rico Telephone Company, Inc., CC Docket No. 96-45, WC Docket No.
05-337 (filed Mar. 27, 2006) (PRTC Comments).

> NPRM, 20 FCC Red at 19746, para. 33.

3 Universal Service Monitoring Report, CC Docket No. 98-202, Table 6.4 (rel. Dec. 2009), available at
http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-295442A 1.pdf (2009 Universal Service Monitoring
Report).

‘Id

3 See infra, para. 16.
6 See infra, para. 17.

T47US.C. § 254. Section 254 was added by the Telecommunications Act of 1996, Pub. L. No. 104-104, 110 Stat.
56 (1996) (1996 Act).
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The Commission, moreover, recently adopted a Joint Statement on Broadband that recommends
comprehensive reform of universal service,® and delivered to Congress a National Broadband Plan that
recommends, among other things, transitioning legacy high-cost universal service support to a new high—
cost program that would support broadband as well as voice services.” We believe that the public would
be best served by our focusing on comprehensive universal service reform, rather than developing a new
non-rural insular high-cost support mechanism within the existing legacy universal service system. As
we comprehensively reform universal service and implement the National Broadband Plan
recommendations, we will strive to further increase telephone subscribership rates in Puerto Rico and to
ensure that high-quality voice and broadband services are available in insular areas.

3. Although we decline to establish the universal service high-cost support mechanism
proposed by PRTC, we acknowledge that there may be a significant number of low-income consumers in
Puerto Rico who lack access to voice telephone service because they are unable to afford line connection
charges. Therefore, in the companion NPRM, we address this situation and propose targeted rule changes
to help eligible consumers in Puerto Rico take better advantage of existing universal service low-income
support programs. Specifically, we ask whether we should provide additional Link-Up support to help
offset special construction charges incurred by consumers when facilities must be built to provide them
with access to voice telephone service. By removing a remaining impediment to affordable voice
telephone service, we would hope to further close the gap in telephone subscribership between the
Commonwealth and non-insular areas.

II. ORDER
A. Background
1. Statutory and Regulatory Background

4, Universal service has been “a basic goal of telecommunications regulation” since
Congress first enacted the Communications Act in 1934." Indeed, that goal was codified in section 1 of
the Act, which directs the Commission “to make available, so far as possible, to all the people of the
United States, * * * a rapid, efficient, Nation-wide, and world-wide wire and radio communication
service with adequate facilities at reasonable charges.”""

5. In the monopoly environment in which local telephone service historically had been
offered, this universal service mandate was implemented through a system that included implicit subsidies
(such as those resulting from mandatory geographic rate averaging requirements) designed to balance
rates in low-cost and high-cost areas.”” In 1996, however, Congress amended the Communications Act to
introduce competition into local telephone markets."> Congress recognized that the advent of local
competition necessarily would threaten existing implicit universal service subsidies. New competitors

8 Joint Statement on Broadband, GN Docket No. 10-66, Joint Statement on Broadband, FCC 10-42, para 3 (rel. Mar.
16, 2010) (Joint Statement on Broadband).

? See Pub. L. No. 11 1-5, 123 Stat. 115 (2009); FCC Sends National Broadband Plan to Congress, FCC News
Release (dated Mar. 16, 2010). Federal Communications Commission, Connecting America: The National
Broadband Plan, Ch. 8 (rel. March 16, 2010) (National Broadband Plan).

1 Texas Office of Public Utility Counsel v. FCC, 183 F.3d 393, 405 (5th Cir. 1999) (“TOPUC”); see also Rural
Telephone Coalition v. FCC, 828 F.2d 1307, 1315 (D.C. Cir. 1988) (noting that universal service — making
telephone service “available to all Americans at reasonable charges” — is “an important FCC objective”).

147 U0.8.C. § 151.
"> TOPUC, 183 F.3d at 406.
131996 Act (codified at various sections of Title 47 of the United States Code).
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would “cherry pick” the incumbents’ customers in lower-cost areas by undercutting the above-cost rates
incumbents had charged there to support affordable rates in higher-cost areas. Congress therefore enacted
section 254 of the Communications Act, requiring the Commission to “replace the [existing] patchwork
of explicit and implicit subsidies with specific, predictable and sufficient Federal and State mechanisms to
preserve and advance universal service.”'*

6. Congress delegated to the Commission broad discretion to balance various universal
service “principles” in designing the required “predictable and sufficient” universal service mechanism."
Of particular relevance here is the principle that consumers throughout the country should have access to
services that are comparable in quality and price to those available to consumers in urban areas. That
principle is set out in section 254(b)(3),'® which reads:

RURAL AND HIGH COST AREAS.—Consumers

in all regions of the Nation, including low-income consumers and
those in rural, insular, and high cost areas, should have access to
telecommunications and information services * * * that are reason-
ably comparable to those services provided in urban areas and that
are available at rates that are reasonably comparable to rates
charged for similar services in urban areas.

7. The Commission first implemented this statutory principle in the 1997 Universal Service
First Report and Order."” In that order, the Commission continued and expanded the existing Lifeline
program designed to ensure that low-income consumers could afford access to telephone service in all
regions of the country.'® In doing so, the Commission discarded a pre-existing limitation on the Lifeline
program that made federal subsidies contingent on the presence of matching state-level programs.”” As a
consequence of that prior limitation, Lifeline subsidies had not previously been available in a number of
states and territories, including Puerto Rico.® The new program, by contrast, ensured that “a baseline
amount of federal support [w]ould be available” everywhere, regardless of whether the state or territorial
regulator generated support of its own.”' As a result, the Commission extended Lifeline subsidies to
certain rural, insular, and high cost areas — including Puerto Rico — that had not previously enjoyed such
support. The Commission also expanded the Lifeline program by requiring all eligible
telecommunications carriers to provide subsidized service to qualifying customers.*

" TOPUC, 183 F.3d at 406 (internal quotation omitted).
B Id at411.
147 US.C. § 254(b)(3).

7" Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Report and Order, 12 FCC Red 8776
(1997) (Universal Service First Report and Order), aff’d in part and reversed in part, TOPUC, 183 F.3d 393.

'8 Jd., at 8793-94, paras. 27-28. The Lifeline program provides subsidies to telephone companies to reduce monthly
charges to qualifying low-income subscribers, while the Link-Up program subsidizes initial connection charges for
qualifying subscribers. Id., at 8957-60, paras. 341-345.

¥ Id., at 8957-58, 8961-62, paras. 341, 348-349.
% Id., at 8960, para. 346 & n.876.
1 1d., at 8961, para. 348.

2 Id., at 8961, para. 347. To be eligible for universal service support under section 254, a carrier must be designated
as an “eligible telecommunications carrier” or “ETC” by a state commission or the FCC, see 47 U.S.C. § 214(e)(2),
(6), and must offer services that are supported by the federal universal service mechanisms and advertise the
(continued....)

4
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8. Additionally, the Commission took action to establish a high-cost mechanism that would
carry out the objective of section 254(b)(3) that consumers in (high-cost) non-urban areas have access to
telephone service at rates comparable to those charged in (low-cost) urban areas. The Commission
concluded that support from that mechanism eventually should be determined on the basis of the forward-
looking economic cost of providing service.”® At the same time, the Commission established different
timelines for achieving that goal based on whether the eligible telecommunications carrier was “rural” or
“non-rural.””* The Commission stated that, for non-rural carriers, it would begin providing support based
on forward-looking economic costs starting January 1, 1999.* For rural carriers, by contrast, the
Commission determined that further study was needed to develop accurate forward-looking cost modeling
techniques.”® Thus, although reaffirming its commitment eventually to move away from embedded cost-
based universal service mechanisms,”’ the Commission decided that, for rural carriers, “support will not
begin to be based on forward-looking economic cost until further review.”® In the meantime, support for
rural carriers would continue, under pre-existing mechanisms, to be based on their embedded costs.”

9. PRTC argued to the Commission before adoption of the Universal Service First Report
and Order that all insular carriers should be treated as rural carriers — and thus receive support on the
basis of embedded costs — even if (like PRTC) they are too large to meet the definition of a rural carrier.
PRTC was then the twelfth largest telephone company in the nation, with more than 1.13 million access
lines and annual operating revenues of $1 billion.”® Nevertheless, PRTC asserted that the extreme
weather and terrain conditions and high shipping costs in insular areas made the cost characteristics of
even large insular carriers more like those of rural carriers.”’

(Continued from previous page)
availability of those services in media of general distribution within the service area for which it has received ETC
designation. See 47 U.S.C. §214(e)(1).

3 Universal Service First Report and Order, 12 FCC Red at 8888, para. 199.

* Under the Commission’s rules, whether a telephone company is “rural” or “non-rural” depends primarily on its
size, and does not necessarily reflect the geographic nature of the territory it serves. See 47 C.F.R. §§ 51.5
(definition of “rural telephone company”), 54.5 (cross-referencing, for universal service purposes, the section 51.5
definition of “rural telephone company”). The definition of “rural telephone company” that the Commission
adopted, for universal service purposes, mirrors the definition of “rural telephone company” found in section 3(37)
of the Communications Act. See 47 U.S.C. § 153(37); Universal Service First Report and Order, 12 FCC Rcd at
8943-44, para. 310.

* Universal Service First Report and Order, 12 FCC Red at 8792-93, 8889, paras. 26, 203. The Commission
subsequently moved the date on which non-rural carriers were to begin receiving support under the new forward-
looking cost-based mechanism to January 1, 2000. See 47 C.F.R. § 54.309. In addition, the Commission adopted an
interim “hold harmless” provision that temporarily insulated carriers from any support reductions as a result of the
transition to the new non-rural high-cost mechanism. Federal-State Joint Board on Universal Service, CC Docket
No. 96-45, 14 FCC Red 20432, 20473-79, paras. 77-88 (1999); 47 C.F.R. § 54.311. This interim hold harmless
support was phased down beginning January 1, 2001. 47 C.F.R. § 54.309(d). PRTC received at least some high-
cost loop support under the hold harmless provision until 2003. 2009 Universal Service Monitoring Report, Table
3-22.

*® Universal Service First Report and Order, 12 FCC Red at 8792-93, 8889, paras. 26, 203.
1 Id., at 8900, para. 227.

* Id., at 8889, para. 203.

¥ Id., at 8934, 8938-39, paras. 291, 299.

0 1d., at 8946, para. 315 & n.791.

1 1d., at 8946, para. 315.
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10. The Commission rejected PRTC’s request that it be treated as a rural carrier. The agency
stressed that its decision to postpone the application of a forward-looking economic cost model for rural
carriers was based, at least in part, on their small size and consequent inability to achieve the same
economies of scale and scope as non-rural carriers.”> The Commission determined that, as a “large
telephone compan[y],” PRTC “should possess economies of scale and scope to deal efficiently with the
cost of providing service” in its area.”> PRTC did not seek judicial review of that decision. However, a
judicial challenge by others to the forward-looking economic cost model that the Commission ultimately
adopted for non-rural carriers was rejected by the Tenth Circuit.**

11. In 2003, the Commission again addressed the question of whether its treatment of PRTC
complied with the universal service statute. PRTC had reiterated its claim that the Commission should
“treat it as a ‘rural’ carrier rather than as a ‘non-rural’ carrier” for purposes of high-cost support “because
it serves an insular area.”” The Commission declined PRTC’s request a second time, noting that it had
previously rejected the same argument in the Universal Service First Report and Order and that PRTC
had offered no evidence that would justify reconsideration of that earlier decision.”® The Commission
also rejected PRTC’s attempt to attribute low subscribership levels in Puerto Rico to the alleged
inadequacy of the high-cost support mechanism — finding that PRTC “ha[d] not shown that the low
subscribership levels in Puerto Rico are related to local rate levels or that providing additional non-rural
high-cost support would have any direct impact on subscribership.”’ To the contrary, the Commission
observed that low subscribership in Puerto Rico appeared largely to be due to low income levels in the
Commonwealth — problems better addressed through low-income programs such as Lifeline and Link-
Up.™ PRTC again did not seek judicial review of the Commission’s ruling.

12. A year later, the Commission addressed for a third time PRTC’s argument that, because it
serves an insular area, it should be treated as a rural carrier rather than a non-rural carrier for purposes of
high-cost universal service support.” Noting that it already had considered the issue in both the
Universal Service First Report and Order and the Remand Order, and finding that PRTC had “presented
no facts” warranting a different outcome, the Commission once again rejected PRTC’s request.”” As in
the Remand Order, the Commission declined “at this time” to address PRTC’s alternative request that the

21d.
31d

* Owest Corp. v. FCC, 258 F.3d 1191, 1205-07 (10th Cir. 2001) (Qwest I). While upholding the cost model the
Commission adopted, the court in Qwest I remanded portions of the non-rural high-cost support regime to the
Commission for, among other things, better explanation and definition of how the regime ensures support that is
“sufficient” and “reasonably comparable.” Id., at 1201-02.

35 Federal-State Joint Board on Universal Service, CC Docket No. 96-45, Order on Remand, Further Notice of
Proposed Rulemaking, and Memorandum Opinion and Order, 18 FCC Red 22559, 22636, para. 138 (2003) (Remand
Order), remanded in part, Qwest Communications International Inc. v. FCC, 398 F.3d 1222 (10th Cir. 2005)
(Owest II). Alternatively, PRTC also argued that the Commission should “create a separate category of ‘non-rural
insular’ carriers” for purposes of high-cost support. Remand Order, 18 FCC Red at 22637, para. 139. The
Commission did not rule on that alternative request in the Remand Order. Id..

3% Remand Order, 18 FCC Red at 22637-38, paras. 139-40.
7 Id., at 22638, para. 140.
¥ 1d., at 22638, para. 140, n.451.

3 Federal-State Joint Board On Universal Service, CC Docket No. 96-45, Order on Reconsideration, 19 FCC Red
23824 (2004) (Reconsideration Order).

0 1d., at 23831-32, para. 20.
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agency create a separate “non-rural insular” category for high-cost support.* PRTC did not seek judicial
review of the Reconsideration Order.

2. The Puerto Rico NPRM

13. In December 2005, the Commission, in response to the Tenth Circuit’s decision in Qwest
11, issued a notice of proposed rulemaking that broadly sought comment on the design and definition of its
non-rural high-cost support mechanism.*” In that NPRM, the Commission also sought comment on
PRTC’s request for a separate universal service mechanism for non-rural insular carriers, which would be
““patterned after, but distinct from,” the existing mechanism for rural telephone companies.”*

14. The Commission tentatively concluded that the adoption of a separate non-rural insular
mechanism, in combination with the agency’s existing low-income support programs (Lifeline and Link-
Up), would help combat low subscribership in Puerto Rico, which PRTC claimed was falling rather than
rising and had allegedly dipped below 70 percent.** The Commission tentatively concluded that section
254(b)(3) “provides [it] with authority to establish” such a mechanism.*

15. On December 22, 2008, PRTC filed a petition for a writ of mandamus seeking an order
directing the Commission to act on the NPRM by “adopt[ing] a universal service support mechanism for
insular areas.”*® The Commission and PRTC subsequently reached an agreement under which the
Commission would “release a final order that addresses the insular support questions raised in the NPRM
no later than April 16, 2010.”*

3. Universal Service Developments in Puerto Rico

16. Telecommunications consumers in Puerto Rico have seen significant increases in
universal service support levels since the Commission first began implementing the universal service
mandates of section 254 and, in particular, since the NPRM was issued in 2005. Today, for example,
Puerto Rico ranks third (after Mississippi and Alaska) in terms of net universal service dollar flows (i.e.,
disbursements less contributions).**

17. Although PRTC itself has seen a reduction in some forms of support,” overall high-cost
support flowing to carriers in Puerto Rico has increased significantly. Total high-cost support for Puerto

U rd.

*2 NPRM, 20 FCC Red at 19732, 19735-4, paras. 1, 7-29. In an Order on Remand from Qwest I, released April 16,
2010, the Commission has reaffirmed (as a general matter and independent of PRTC’s separate claim) that the non-
rural high-cost support mechanism is consistent with the requirements of section 254 and otherwise is lawful. High-
Cost Universal Service Support; Federal-State Joint Board on Universal Service, FCC 10-56, Order on Remand and
Memorandum Opinion and Order (2010) (rel. April 16, 2010) (Qwest II Remand Order).

 NPRM, 20 FCC Red at 19744, para. 30 (quoting PRTC).
* Id., at 19745-6, paras. 31, 33.
®1d.

* Petition for a Writ of Mandamus at 1, In re Puerto Rico Telephone Company, Inc., No. 08-1391 (D.C. Cir. filed
Dec. 22, 2008).

" Response of Federal Communications Commission to Petition for a Writ of Mandamus at 1, In re Puerto Rico
Telephone Company, Inc., No. 08-1391 (D.C. Cir. filed Mar. 6, 2009). In light of the parties’ agreement, the D.C.
Circuit held the mandamus case in abeyance, directing the parties to file motions to govern further proceedings by
May 17, 2010. Order, In re Puerto Rico Telephone Company, Inc., No. 08-1391 (D.C. Cir. issued Apr. 8, 2009).

* 2009 Universal Service Monitoring Report, Table 1.12.

* PRTC’s embedded cost-based high-cost loop support was phased down from approximately $48 million in 1998
(continued....)
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Rico — provided both to PRTC and to competitive ETCs*® — has risen from less than $140 million in 1998
to more than $215 million in 2008, an increase of nearly 54 percent, and a level of support exceeded by
only three states.”’ Most of that increase has occurred since the FCC issued the NPRM in 2005.%

(Continued from previous page)
to zero by 2004, while its forward-looking costs (as measured by the model upheld in Qwest I) are not high enough
to qualify for non-rural high-cost model support. 2009 Universal Service Monitoring Report, Table 3.6. At the
same time, however, PRTC has continued to receive other forms of high-cost support, including more than $59
million in Interstate Common Line Support in 2008. See 2009 Universal Service Monitoring Report, Tables 3.11 &
3.15.

%0 Prior to the 1996 Act, only incumbent local exchange carriers (“ILECs”), such as PRTC, received high-cost
support. In the Universal Service First Report and Order, the Commission concluded that high-cost support should
be “portable,” i.e., when a particular customer switches from an incumbent carrier to a new entrant, support should
flow to the customer’s new carrier. The Commission provided that “[a] competitive carrier that has been designated
as an eligible telecommunications carrier” under section 214(e) of the Act, 47 U.S.C. § 214(e), “shall receive
universal service support to the extent that it captures subscribers’ lines formerly served by an ILEC receiving
support or new customer lines in that ILEC’s study area.” Universl Service First Report and Order, 12 FCC Rced at
8932, 8944, paras. 287, 311. The Commission found that such a policy would “aid the emergence of competition.”
Id., at 8944, para. 311. As a result, multiple providers — primarily mobile wireless service providers — are now
eligible for high-cost universal service support in a given geographic area in Puerto Rico and throughout the nation.

12009 Universal Service Monitoring Report, Table 3.14. See also id., Table 3.15 (indicating that, in 2008,
$59,557,380 in high-cost support went to PRTC and $156,051,227 in high-cost support went to competitive ETCs).
The states receiving the highest total high-cost support in 2008, in descending order, are Mississippi, Texas, and
Kansas. Id., Table 3.14.

> We note that, although the 2009 Universal Service Monitoring Report includes estimates of the amount of support
that PRTC and other competitive ETCs serving Puerto Rico received in 2009, we rely primarily on actual 2008
support for the purposes of this decision. Due to PRTC’s conversion to price cap regulation in 2008, PRTC in 2009
received Interstate Common Line Support on a frozen per-line basis, but also had its 2009 support off-set by true-
ups and other interim adjustments to support initially distributed in 2007 and 2008. Petition of Puerto Rico
Telephone Company, Inc., for Election of Price Cap Regulation and Limited Waiver of Pricing and Universal
Service Rules; Consolidated Communications Petition for Conversion to Price Cap Regulation and Limited Waiver
Relief: Frontier Petition for Limited Waiver Relief upon Conversion of Global Valley Networks, Inc., to Price Cap
Regulation; WC Docket Nos. 07-292, 07-291, 08-18, Order, DA 08-1026 (rel. May 6, 2008). As a result, PRTC’s
total actual disbursements in 2009 — its frozen per-line ICLS minus true-ups for prior periods — was approximately
$9.7 million, see Universal Service Administrative Company, High-Cost Disbursement Data, available at
http://www.usac.org/hc/tools/disbursements/default.aspx (Disbursement Tool), which is less than PRTC would
typically expect to receive. In 2010, USAC projects that PRTC will receive approximately $39.5 million, though
this may be adjusted to the extent any further true-ups of 2008 support are required or if PRTC’s line counts
continue to decline. Universal Service Administrative Company, Federal Universal Service Support Mechanisms
Fund Size Projections for Second Quarter 2010, filed Jan. 29, 2010, at App. HC09 (USAC Second Quarter 2010
Projections). Similarly, all other eligible telecommunications carriers serving Puerto Rico received approximately
$63.6 million, net of true-ups in 2009, see Disbursement Tool, but are projected to receive approximately $141.8
million in 2010. USAC Second Quarter 2010 Projections, at App. HC09.
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Total High-Cost Support for Puerto Rico (Millions), 1998-2008
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Sources: 2009 Universal Service Monitoring Report, CC Docket No. 98-202, Table 3.14 (rel. Dec. 2009),
available at http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-295442A1.pdf;

18. Meanwhile, subscribership to wireless competitive ETCs (which under our current rules
are entitled to the same amount of support per line as the high-cost support that is available to PRTC) has
soared in the Commonwealth.”® Since 2005, high-cost support to competitive ETCs in Puerto Rico has
been greater, in the aggregate, than high-cost universal service support disbursed to PRTC, the only ILEC
serving the Commonwealth. As of 2008, the seven competitive ETCs serving Puerto Rico received
approximately 72 percent of all high-cost universal service support, with the remaining 28 percent
disbursed to PRTC.** By contrast, competitive ETCs nationwide only received about 31 percent of total
high-cost universal service support in 2008, while ILECs still received the lion’s share of disbursements
(69 percent).”

33 The latest wireless telephone subscribership data available to the Commission indicate that wireless
subscribership in Puerto Rico increased from approximately 1.1 million people in 2001 to more than 2.4 million
people in 2007. Annual Report and Analysis of Competitive Market Conditions with Respect to Commercial Mobile
Services, WT Docket No. 08-27, Thirteenth Report, 24 FCC Rcd 6185, Table A-2 (WTB 2009) (Thirteenth CMRS
Competition Report).

>4 2009 Universal Service Monitoring Report, Table 3.15. Six of these competitive ETCs are wireless mobile
service providers, and one competitive ETC (Centennial) provides both mobile wireless and wireline service.

*Id. In May 2008, the Commission found it necessary to impose an interim, emergency cap on competitive ETC
high-cost support disbursements, “to halt the rapid growth of high-cost support that threatens the sustainability of the
universal service fund.” See High-Cost Universal Service Support, Federal-State Joint Board on Universal Service,
ALLTEL Communications, Inc., et al. Petitions for Designation as Eligible Telecommunications Carriers, RCC
Minnesota, Inc. and RCC Atlantic, Inc. New Hampshire ETC Designation Amendment, Order, WC 05-337, CC 96-
45,23 FCC Red 9232, 8837, para. 5 (2008) (“Interim Cap Order”), aff’d, Rural Cellular Assn. et al. v FCC, 588
F.3d 1095 (D.C. Cir. 2009). The interim cap was technology neutral in that it froze high-cost support disbursements
to all competitive ETCs, regardless of the technology used to provide universal service.
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CETC Share of Total High Cost Support, 2001-2008 (Percent)
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Source: 2009 Universal Service Monitoring Report, Table 3.15
19. Low-income (Lifeline and Link-Up) support for telephone service in Puerto Rico also has

increased dramatically under the Commission’s implementation of section 254. In 1997, no Puerto Rican
subscribers received Lifeline assistance.”® By 2008, nearly 188,000 subscribers in Puerto Rico received
assistance under that program — and at the highest subsidy rate ($13.50 per line) that is generally available
under the Lifeline program.”’ Combined annual Lifeline and Link-Up support in Puerto Rico has grown
from just over $1.16 million in 2001 to more than $23.4 million in 2008.”® Again, much of that growth
has occurred since the Commission issued the NPRM in 2005. Further, as described below, low-income
customers in Puerto Rico increasingly are served by wireless competitive ETCs.”® Customers of wireless
carriers received more than one-third of the total low-income support disbursed to Puerto Rico in 2008.%°

%% Universal Service Monitoring Report, CC Docket No. 98-202, Table 2.6 (rel. Dec. 2008), available at
http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-287688A1.pdf (2008 Universal Service Monitoring
Report).

> 2009 Universal Service Monitoring Report, Tables 2.3 & 2.6; see 47 C.F.R. § 54.403 (Lifeline support amounts).
Eligible residents of tribal lands may receive higher levels of Lifeline support. 47 C.F.R. § 54.403(a)(4).

58 2008 Universal Service Monitoring Report, Table 2.4; 2009 Universal Service Monitoring Report, Table 2.4.
% 2009 Universal Service Monitoring Report, Table 2.5.

% 1n 2008, the customers of wireless competitive ETCs in Puerto Rico received $8,364,565 in Lifeline and Link-Up
support, representing about 36 percent of the $23,438,514 total low-income support disbursed to Puerto Rico that
year. Id.
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Total Lifeline and Link Up Support for Puerto Rico (Millions), 2001-2008
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Sources: 2008 and 2009 Universal Service Monitoring Reports, CC Docket No. 98-202, Table 2.4, available at
http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-287688A1.pdf and
http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-295442A1.pdf

Lifeline and Link Up Support for Puerto Rico (By Carrier) 2008 (Dollars)
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Source: 2009 Universal Service Monitoring Report, Table 2.5
20. All of these factors — increasing high-cost support, burgeoning wireless subscribership,

and rapidly growing low-income support — have had a manifest impact on the telephone subscribership

11



Federal Communications Commission FCC 10-57

penetration rate in Puerto Rico. Although telephone subscribership in the Commonwealth still lags
somewhat behind that in the mainland United States, it has grown dramatically since the Commission
issued the NPRM at the end of 2005. In 2005, the telephone subscribership rate in Puerto Rico was 73.8
percent (compared with a rate of 94.8 percent for the nation as a whole)." By 2008 — the latest period for
which we have statistics — the subscribership rate in Puerto Rico had risen to 91.9 percent (compared with
a 98.2 percent nationwide rate).”> Thus, not only has Puerto Rico’s telephone subscribership rate risen
since the NPRM was issued, Puerto Rico also has significantly closed the gap between its performance
and the average performance of the rest of the country — moving from a subscribership rate deficit of 21
percentage points in 2005 to a deficit of just over 6 percentage points in the latest figures. Puerto Rico
has achieved these significant and welcome advancements over the past five years without a separate
support program for non-rural insular providers. Indeed, although we do not wish to suggest that we are
satisfied with the current level of subscribership in Puerto Rico, and we will strive to continue to make
enhancements that will further increase telephone subscribership in Puerto Rico(as reflected in the
attached NPRM), we consider the improvements observed in Puerto Rico since 2005 a significant success
of the universal service program.

Telephone Penetration Rates (Percent), 2005-2008

100
98.2
95 | 948 94.1
91.9
90 -
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—=— Telephone Penetration Rate (Puerto Rico)
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Source: 2009 Universal Service Monitoring Report, CC Docket No. 98-202, Table 6.4 (rel. Dec. 2009),
available at http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-295442A1.pdf

B. Discussion

21. In response to a proposal PRTC had submitted, the Commission’s 2005 NPRM sought
comment on the adoption of a stand alone universal service support mechanism for non-rural insular
carriers. PRTC argues that the Commission must adopt its proposed embedded cost-based mechanism
because: (1) section 254(b)(3) compels the agency to address the unique characteristics of non-rural

%1 2009 Universal Service Monitoring Report, Table 6.4. This figure is based on occupied households with
telephone service, regardless of technology.

214
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insular carriers with regime that is distinct from the existing generally applicable non-rural high-cost
support mechanism; (2) the existing mechanism does not provide support that is sufficient to ensure
reasonably comparable service and affordable rates in Puerto Rico; and (3) the forward-looking economic
cost model that currently is used to determine PRTC’s eligibility for high-cost model support does not
accurately measure its costs.®® As discussed below, we conclude that the statute does not require us to
adopt a separate insular support mechanism as proposed by PRTC.*

1. Section 254 of the Act Does Not Require the Commission to Establish an
Insular High-Cost Support Mechanism

22. PRTC asserts that section 254(b)(3) of the Act imposes upon the Commission a clear,
non-discretionary duty to adopt a separate universal service mechanism for insular areas.”” We disagree.
Section 254(b)(3) provides that “[c]onsumers in all regions of the Nation ... should have access to
telecommunications and information services that are “reasonably comparable” in terms of price and
quality to “those services provided in urban areas.”®® That provision also gives examples of the
“consumers in all regions of the Nation” that must have such reasonably comparable service; they
“include[e] low-income consumers and those in rural, insular and high cost areas.”®” Nothing in the text
or structure of the statute, however, requires the Commission to adopt a stand alone mechanism addressed
to each of the enumerated examples of non-urban “consumers in all regions of the Nation.”® Congress in
section 254 sought to achieve a result — reasonably comparable rates and services — but did not mandate
that the Commission employ specific mechanisms to achieve that result. Rather, the statute leaves to the
Commission’s discretion the task of developing one or more mechanisms successfully to implement the
broad “reasonable comparability” goal of section 254(b)(3).

23. The Commission has taken multiple actions to implement section 254(b)(3) — both by
expanding low-income (Lifeline and Link-Up) programs and by designing high-cost support mechanisms.
Carriers in insular areas, just like carriers in non-insular areas, are eligible for support under the existing,
generally applicable rural and non-rural high-cost support mechanisms. Indeed, carriers in Puerto Rico

% PRTC Comments.

% For the reasons set forth herein, we also decline to adopt other parties’ broader proposals to reform the existing
legacy high-cost universal service support programs for both rural and non-rural insular areas. See Comments of
Sandwich Isles Communications, Inc., TelAlaska, Inc., Yukon Telephone Company, Inc. et al., CC Docket No. 96-
45, WC Docket No. 05-337 at 4-5 (March 24, 2006) (requesting an expanded insular funding mechanism that would
combine existing loop, access support, and other high-cost universal service programs into a single program);
Comments of AT&T, CC Docket No. 96-45, WC Docket No. 05-337 at 38-41 (March 27, 2006) (requesting an
explicit support mechanism for rural carriers that provide interexchange services to rural areas); Comments of the
Regulatory Commission of Alaska, CC Docket No. 96-45, WC Docket No. 05-337 at 4 (March 24, 2006) (asking
that the Commission designate remote villages in Alaska as “insular areas” that are eligible for support from any
new insular support mechanism); Comments of Hawaii Telecom, Inc., CC Docket No. 96-45, WC Docket No. 05-33
at 5-6 (March 27, 2006) (asking that telecommunications carriers serving Hawaii be eligible for support from any
new insular support mechanism).

65 See PRTC White Paper at 12-15.
647 U.S.C. § 254(b)(3).
7 1d.

5% We find support for our interpretation of section 254(b)(3) in the record. See, e.g., Sprint-Nextel Comments at 10
(“Although the statute does mandate access to telecommunications and information services ‘in all regions of the
Nation, including ... in rural, insular, and high cost areas’ at rates reasonably comparable to those in urban areas, it
does not follow that a separate USF mechanism must or should be established for every mentioned category.”).
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received $215.6 million in Interstate Common Line Support (a form of high-cost support) during 2008,%
and rural carriers in insular areas received $42.1 million in high-cost support.”’ Likewise, Puerto Rico
receives a substantial amount of low-income support — $23.4 million in 2008. As a result, Puerto Rico
currently is the fourth largest recipient of federal high-cost support,” the seventh largest recipient of
federal low-income support,”” and the third largest net recipient of universal service dollars”* among the
U.S. states and territories. Instead of creating a specifically tailored program for insular areas, we have
chosen to date to comply with the principle in section 254(b)(3) by ensuring that carriers in insular areas
are eligible for generally applicable support mechanisms.

24, We must additionally disagree with PRTC’s reading of the 2005 NPRM. PRTC suggests
that the language in the 2005 NPRM acknowledges, as a practical matter, the existence of a duty to
address insular support separately from a single high-cost mechanism.”* The NPRM merely confirms,
however, that in the Commission’s view, section 254(b)(3) may authorize the adoption of a separate
insular mechanism, but does not mandate one. In particular, the Commission posited that “[t[here would
be no need for a rural insular mechanism because all rural insular carriers already receive rural high-cost
support.”” And the Commission sought comment not on whether section 254(b) requires a separate
mechanism for non-rural insular carriers, but whether that statute even “provides the Commission with
authority” to adopt one.”®

25. Although PRTC argues that we have failed to establish mechanisms to provide universal
service support to non-rural insular areas, it appears that PRTC’s primary objection is that it does not
receive high-cost model support under the non-rural mechanism. On three prior occasions, we have
declined to adopt PRTC’s view that the non-rural high-cost support mechanism fails adequately to take
into account cost characteristics and other conditions in Puerto Rico.”’ Consistent with those prior
decisions, we conclude that we have met our obligation under section 254(b)(3) by ensuring that carriers
in insular areas are eligible for generally applicable support mechanisms, and we address PRTC’s other
objection further below.

2. The Commission’s Universal Service Programs Provide Support that Is
Sufficient to Ensure Reasonably Comparable Service and Affordable Rates
in Puerto Rico

26. The Commission has long measured the success of its universal service policies on the
basis of telephone penetration rates.” In tentatively concluding that a non-rural insular mechanism

%9 2009 Universal Service Monitoring Report, Table 3.14.
" 1d.

" 1d.

7 Id., Table 2.4.

7 Id., Table 1.12.

" PRTC Comments at 6, n.4.

> NPRM, 20 FCC Red at 19746, para. 34.

8 Id., at 19746, para. 33.

7 See paras. 10-12, above.

™ Universal Service First Report and Order, 12 FCC Red at 8783, para. 8 (“Universal service support mechanisms
that are designed to increase subscribership by keeping rates affordable will benefit everyone in the country,
including those who can afford basic telephone service.”); see also id., 8838-39, para. 112 (“[S]ubscribership levels
provide relevant information regarding whether consumers have the means to subscribe to universal service and,
(continued....)
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should be adopted, the Commission in the NPRM relied heavily on an apparent decline in overall
telephone subscribership in Puerto Rico during the period PRTC transitioned to the non-rural high-cost
support mechanism.” That assumption by the Commission may have been made on the basis of
incomplete information at the time we issued the NPRM.* In any event, it has been rebutted by
marketplace developments over the four-plus years since we adopted the NPRM. During that period,
Puerto Rico’s telephone subscribership penetration rate has risen from approximately 73.8 percent in
2005 to 91.9 percent in 2008.*' And over that same four-year period, the gap in telephone penetration
between Puerto Rico and the nation as a whole has been dramatically narrowed — from a deficit of 21
percentage points to one of just over six percentage points.*> Given this substantial change in
circumstances since we issued the NPRM, we find that the non-rural high-cost support mechanism, acting
in conjunction with our other universal service programs, produces sufficient support to achieve
reasonably comparable service in Puerto Rico and non-insular areas consistent with section 254.

27. PRTC argues that a decrease in wireline telephone subscribership in Puerto Rico
demonstrates that the non-rural high-cost support mechanism provides insufficient support.” We

(Continued from previous page)
thus, represent an important tool in evaluating the affordability of rates.”); MTS and WATS Market Structure;
Amendment of Part 67 of the Commission's Rules and Establishment of a Joint Board, CC Docket No. 78-7, CC
Docket No. 80-286, Memorandum Opinion and Order on Reconsideration and Order Inviting Comments, 3 FCC
Red 4543, 4546, para. 26 (1988) (“This Commission is strongly committed to the principle of preserving universal
service, and we will continue to monitor closely available data on telephone penetration levels to ensure that our
policies are serving that goal.”).

7 In the NPRM, the Commission stated that “the evidence provided by PRTC supports a finding that there appears
to be a correlation between a recent decline in Puerto Rico’s subscribership rates and the reduction of Puerto Rico’s
high-cost support.” NPRM, 20 FCC Rcd at 19746, para. 34.

%0 The sole evidence upon which the Commission relied for that assumption was a letter from PRTC to the FCC.
See NPRM, 20 FCC Red at 19745, para. 31 & nn. 91-92 (citing Letter from Nancy Victory, Counsel for Puerto Rico
Telephone Company, Inc., to Jeffrey Carlisle, Federal Communications Commission, CC Docket No. 96-45, at 1-2
(dated Nov. 4, 2004)). As set forth in Attachment B to that letter, however, the data proffered in support of PRTC’s
claim only measured the percentage of households with a telephone line from PR7C in 2002, not the percentage of
households in Puerto Rico receiving telephone service from any provider in 2004. Importantly, as discussed below,
the Commission has always measured telephone subscribership based on access to telecommunications service,
regardless of technology or provider. Hence, the tentative statements in the NPRM likely understated telephone
subscribership in Puerto Rico and may have posited a false correlation between the subscribership rate at the time
and PRTC’s high-cost support.

¥ See supra para. 20.
82 See id.

% PRTC Comments at 3,23, 25-26, 28; see also Letter from Miguel Reyes Davila, President, Telecommunications
Regulatory Board of Puerto Rico, to Kevin J. Martin, Chairman, Federal Communications Commission, CC Docket
No. 96-45, at 2 (April 15, 2005) (comparing the wireline telephone subscribership rate in Puerto Rico (66.9 percent)
to the overall telephone subscribership rate in the United States (94 percent)) (2005 TRB Letter). We note that in a
2008 filing with the Commission, América Movil (PRTC’s corporate parent) asserted that we must consider its
deployment of wireless infrastructure in Puerto Rico as part of its commitment to invest $1 billion over five years to
improve service in Puerto Rico, as required by the América Movil Order. Opposition of América Movil to Motion
to Reject, WT Docket No. 06-113, at 5-6 (Feb. 20, 2008); see also para. 29 & n. 104, infra. In that filing, América
Movil argued that “it would be exceptionally unusual for the Commission to order specific types of investment, and
a fortiori to order that the entire commitment be devoted to traditional wireline (POTS) at a time when there is a
significant migration of voice-grade services to wireless and IP-based infrastructure.” /d. at 6. This assertion seems
inconsistent with PRTC’s earlier position that the Commission should only consider wireline telephone
subscribership rates in the context of universal service policy.
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disagree. The Commission measures telephone subscribership based on access to telecommunications
service, regardless of whether such access is provided by traditional wireline service or by newer
technologies, including wireless.* This approach is consistent with our current universal service policies,
which make high-cost support “portable” to any carrier that serves a particular customer, * regardless of
the technology used.*® Thus, on this record, a decline in wireline subscribership (as measured solely by
PRTC’s loss of switched access lines) is not determinative given the overall increase in telephone
subscribership in Puerto Rico."” Commission data show that competitive local exchange carriers served
approximately 19 percent of all switched access lines in Puerto Rico as of June 2008,* and the number of
wireless subscribers in the Commonwealth more than doubled from approximately 1.1 million in 2001 to
more than 2.4 million in 2007.* Indeed, PRTC’s own 2005 study concluded that “universal service is a
virtual reality,” because 92.8 percent of households surveyed in Puerto Rico had wireline or wireless
service, and 44 percent of households had both.” Accordingly, we believe it more likely that PRTC’s

8 See, e. g., 2009 Universal Service Monitoring Report at 6-2, n.4 (explaining that the questions in the Current
Population Survey (CPS), upon which the Commission relies for telephone subscribership data, are intended to be
neutral as to whether the household has wireline or wireless phones). Though the Commission relies on the
American Community Survey (ACS) for telephone subscribership data about Puerto Rico, see id. at 6-3, the ACS
(like the CPS) is administered by the Bureau of Census and utilizes the same technology neutral survey
methodology.

8 See Universal Service First Report and Order, 12 FCC Rcd at 8932, 8944, paras. 287, 311.

% In the Universal Service First Report and Order, the Commission adopted the principle of “competitive
neutrality” pursuant to its authority under section 254(b)(7) of the Act to adopt “other” universal service principles
in the public interest. 12 FCC Rced at 8801, para. 46. In the context of section 254(b)(7), “competitive neutrality
means that universal service support mechanisms and rules neither unfairly advantage nor disadvantage one provider
over another, and neither unfairly favor nor disfavor one technology over another.” Id., para. 47. The net result is
that under the Commission’s rules, high-cost universal service support is available to any provider, including mobile
wireless service providers, so long as they receive ETC designation pursuant to section 214(e) of the Act, 47 U.S.C.
§ 214(e), and offer the supported universal services set forth in section 54.101 of the Commission’s rules. See 47
C.F.R. § 54.101.

7 PRTC relies heavily on the declaration of Harold Furchtgott-Roth to assert that the non-rural support mechanism
has led to decreased wireline infrastructure investment and declining wireline penetration rates in Puerto Rico. See
PRTC Comments at 27-28 (citing Declaration of Harold Furchtgott-Roth, attached as Appendix C). This declaration
only relies on subscribership and investment data related to PRTC itself, and does not consider all eligible
telecommunications carriers in Puerto Rico. See PRTC Comments at 28, n. 30 (explaining that Puerto Rico
penetration data are based on the availability of PRTC wireline telephone service, and do not include competitive
carriers or wireless providers); see also Letter from Nancy J. Victory, Counsel for Puerto Rico Telephone Company,
Inc., to Marlene H. Dortch, Federal Communications Commission, CC Docket No. 96-45, WC Docket No. 05-337,
at 1 (December 6, 2006) (PRTC December 6, 2006 ex parte letter). It therefore likely understates telephone
subscribership rates and network investment in Puerto Rico relative to the 50 states, making any comparison
unreliable.

8 Industry Analysis and Technology Division, Wireline Competition Bureau, Local Telephone Competition: Status
as of June 2008, Table 8 (July 2009) (Local Competition Report), available at:
http://hraunfoss.fcc.gov/edocs public/attachmatch/DOC-292193A1.pdf

% See supra note 53.

% Letter from Nancy J. Victory, Counsel for Puerto Rico Telephone Company, Inc., to Marlene H. Dortch, Federal
Communications Commission, CC Docket No. 96-45, WC Docket No. 05-337 (December 12, 2006) (PRTC
December 12, 2006 ex parte letter), Attachment, “Telephone Usage in Puerto Rico: A survey of 1,620 households,”
at 2 (October 17, 2005) (PRTC Telephone Subscribership Study). The PRTC Telephone Subscribership Study,
which was designed to gather information about telephone usage, was based on a questionnaire administered to
(continued....)
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line losses have resulted from customer migration to new service providers,91 not from the decisions of
customers to terminate service entirely because high-cost support levels have rendered local service rates
unaffordable.”” This decision to “cut the cord” reflects a trend occurring throughout the country.”

28. PRTC further asserts that several communities and many customers in Puerto Rico have
no access to telecommunications infrastructure (and, thus, no service) because PRTC has found it too
costly to deploy facilities without federal high-cost loop support.”* We find that this claim does not
justify the creation of PRTC’s preferred non-rural insular support mechanism, within the current high-cost
support framework, for several reasons. First, it is not clear in the record before us how many households
on Puerto Rico lack access to wireline infrastructure that delivers basic voice service.”” To the extent that
(Continued from previous page)

1,620 households selected randomly to represent the universe of households in Puerto Rico. PRTC Telephone
Subscribership Study.

*! The PRTC Telephone Subscribership Study found that the “actual and potential degree of substitution between
fixed and cellular service is substantial,” PRTC Telephone Subscribership Study, at 2, and the “two most important
reasons for not having a phone at home now are: the use of cellular phone (35.5%) and the cost of the service
(28.4%).” Id. at 3. The study also found that “households in the sample revealed limited awareness of the Lifeline
program” — specifically, only 264 of 1,620 respondents knew about the program. Id. We believe that the
affordability of telephone service in Puerto Rico has improved since this study was conducted based in large part on
efforts by the Commission, the TRB, and telecommunications providers serving Puerto Rico to improve the
effectiveness and awareness of federal low-income support programs. See infra, paras. 33-34.

2 We find support for this conclusion in the record. See, e.g.,, Sprint-Nextel Comments at 9 (attributing lower
wireline subscribership to customers abandoning traditional wireline service for wireless and VolIP services). We
also find support for this conclusion in PRTC’s own filings before the Commission. See Petition of Puerto Rico
Telephone Company, Inc. and Puerto Rico Telephone Larga Distancia, Inc. For Waiver of Section 64.1903 of the
Commission’s Rules, WC Docket No. 10-52 at 6-7 (Jan. 26, 2010) (explaining that PRTC “face[s] intense
competition from wireline and wireless providers” including “four facilities-based competitors ... in addition to
other resellers and providers,” and “dozens of [wireless] carriers competing for residential and business customers.”
Indeed, “[a]s a result of the competitive conditions in Puerto Rico, PRT[C] has experienced considerable erosion in
its switched access lines” so that “PRT[C]’s competitors now serve a majority of business customers in Puerto Rico,
and PRT[C]’s residential customers are increasingly ‘cutting the cord,” choosing for economic reasons to rely solely
on wireless devices to meet their local and long distance needs.”).

% Thirteenth CMRS Report, 24 FCC Red at 6293-95, paras. 229-30.

% PRTC Petition for Reconsideration at 19-20; PRTC Comments at 29, 35; PRTC Reply Comments at 14-15; PRTC
December 6, 2006 ex parte letter; Letter from Nancy J. Victory, Counsel for Puerto Rico Telephone Company, Inc.,
to Marlene H. Dortch, Federal Communications Commission, CC Docket No. 96-45, at 2 (March 29, 2005). For
example, PRTC claims that “approximately 200 communities have access to no telephone infrastructure at all
because of their remote location on the island.” PRTC Comments at 29. We note, however, the competitive inroads
made by new universal service providers and the commensurate increase in telephone subscribership since these
filings were submitted to the Commission.

% While PRTC originally claimed that “approximately 200 communities have access to no telephone infrastructure
at all because of their remote location on the island,” PRTC Comments at 29, and recently claimed that 200,000
households are not passed by wireline infrastructure, it does not quantify the number of households in Puerto Rico
lacking access to voice service by any service provider. Letter from Nancy J. Victory, Counsel to PRTC, to Marlene
H. Dortch, CC Docket No. 96-45, WC Docket No. 05-337 (filed April 12, 2010). MMTC asserts that “[t]here are
approximately 200 rural communities in Puerto Rico encompassing 200,000 households that have no telephone
infrastructure at all.”” MMTC Comments at 5 (emphasis in original); see also Letter from David Honig, President
and Executive Director, Minority Media and Telecommunications Council, to Marlene H. Dortch, Federal
Communications Commission, CC Docket No. 96-45, WC Docket No. 05-337 (filed March 31, 2010) (same).
Based on the 2008 telephone penetration rate reported in the Bureau of Census American Community Survey (91.9
percent), about 96,000 of the 1,186,497 reported households in Puerto Rico — less than half the number claimed by
(continued....)

17



Federal Communications Commission FCC 10-57

PRTC believes unique circumstances in Puerto Rico warrant additional high-cost support in order to
extend broadband infrastructure, those arguments are more appropriately raised in the context of
upcoming proceedings to consider the recommendations of the National Broadband Plan to reform the
legacy high-cost support mechanisms to support broadband. Second, establishing a non-rural insular
mechanism would not guarantee that PRTC would deploy infrastructure to expand service.”® Third, we
are not persuaded that areas unserved by PRTC are without access to basic local telephone service from
any provider today. Data from American Roamer show that mobile wireless coverage in Puerto Rico is
nearly ubiquitous,”’ and (as noted above) that wireless subscribership has more than doubled since 2001.

29. PRTC also claims that “[a]bsent sufficient federal support, carriers are forced to choose
between fully investing in network development and expansion and raising rates to levels that could
further diminish subscribership levels.””® There are no data in the record supporting this position,
however. As we found in 2003, PRTC offered no evidence that the elimination of its high-cost loop
support caused rate shock or rate comparability problems.” While PRTC asserts that any increase in rates
would negatively affect telephone subscribership in Puerto Rico, PRTC has placed no rate data in the
record.'” Moreover, recent rate data submitted by Verizon show that PRTC’s local service rates fall well
(Continued from previous page)
MMTC — are unserved. See 2008 American Community Survey 1-Year Estimates, Puerto Rico Community
Survey, available at: http://factfinder.census.gov/servlet/ADPTable? bm=y&-context=adp&-
gr_name=ACS 2008 1YR_G00 DP2PR&-ds_name=ACS 2008 1YR GO0_&-tree id=308&-_caller=geoselect&-
geo_1d=04000US72&-format=&- lang=en. This Census figure, moreover, reflects the number of households that
do not subscribe to telephone service, rather than the number of households that lack access to telephone
infrastructure.

% PRTC Comments at 40 (asserting that no conditions should be placed on PRTC’s receipt of high-cost support ).
PRTC recently informed the Commission that it would “be willing to commit to apply ... funding” from its
proposed non-rural insular support mechanism “for the provision, maintenance, and upgrading of broadband
facilities, with the priority of extending broadband capabilities to lines that are not broadband-capable today.” Letter
from Nancy J. Victory, Counsel for PRTC, to Marlene H. Dortch, Federal Communications Commission, CC
Docket No. 96-45, WC Docket 05-337 at 3 (April 1, 2010) (PRTC April 1, 2010 Ex Parte Letter). Although we
commend PRTC for its recognition of the critical role broadband deployment will play in economic development
and other beneficial change, PRTC’s proposed commitment fails to advance the rationale PRTC has given in this
proceeding for creating a non-rural insular high-cost support mechanism, which is the need for additional funding to
expand infrastructure in unserved areas to increase voice telephone subscribership rates in Puerto Rico.

7 Thirteenth CMRS Competition Report, 24 FCC Rcd 6185, Map B-1: Coverage of Top 4 Mobile Telephone
Operators (coverage by AT&T, Sprint-Nextel, T-Mobile, Verizon Wireless and affiliates). The four service
providers that are considered “nationwide,” Verizon Wireless, AT&T, T-Mobile, and Sprint Nextel, offer facilities-
based service in at least some portion of the western, mid-western, and eastern United States. Id., at 6199, para. 14.
As shown on the map, wireless coverage in Puerto Rico is at least as pervasive, if not more so, than wireless
coverage in many non-insular areas. /d., Map B-1. Indeed, the Commission has found that more than 95 percent of
the total U.S. population lives in areas with at least three mobile service providers offering competing service, and
more than half the total population lives in areas with at least five competing providers offering mobile service. /d.,
at 6189, para. 2. Even in rural areas, approximately 98.5 percent of the population has access to mobile services
offered by one or more providers. /d.

% PRTC Comments at 29; see also PRTC Petition for Reconsideration at 20; TRB Letter at 2.

% Remand Order, 18 FCC Red at 22637, para. 139. Likewise, in 2000, the Commission rejected PRTC’s argument
that phasing down “hold-harmless” support would lead to rate shock in Puerto Rico, noting that the Puerto Rico
Commission actually supported the phase-down. Federal-State Joint Board on Universal Service, CC Docket No.
96-45, Thirteenth Report and Order and Further Notice of Proposed Rulemaking, 15 FCC Red 24422, 24428-29,
para. 13 & n.47 (2000).

1% PRTC Petition for Reconsideration at 21-22; PRTC Comments at 29.
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below the national average urban rate,'”’ demonstrating that these rates are reasonably comparable to the
rates paid by consumers in non-insular areas.'”> We further note that PRTC submitted a study of
telephone subscribership, which it claims is “useful in demonstrating that increases in residential wireline
rates” in Puerto Rico “would not be inconsistent with public policy.'” Moreover, the relevance of
PRTC’s earlier (2004-2006) claim that it cannot invest in its network without additional high-cost support
is substantially diminished, if not extinguished, by its later (2007) commitment — unqualified with respect
to universal service support — to the Commission that it would invest more than $1 billion over five years
to improve communications and information services in Puerto Rico.'”*

%1 PRTC’s basic local service rates range from $19.35 per month to $23.05 per month. See Comments of Verizon

and Verizon Wireless, CC Docket No. 96-45, WC Docket No. 05-337, Ex. 2 (Declaration of Alan Buzacott) (filed
May 8, 2009). By contrast, the national average urban rate benchmark is $25.62 per month. Industry Analysis and
Technology Division, Wireline Competition Bureau, Reference Book of Rates, Price Indices, and Household
Expenditures for Telephone Service (August 2008). See n. 102, infra, for a description of the national average urban
rate benchmark.

192 T¢ induce states to achieve the reasonably comparable rates that are required by section 254(b)(3), the

Commission requires states to review annually their residential local rates in rural areas served by non-rural carriers
and certify that those rural rates are reasonably comparable to urban rates nationwide, or explain why they are not.
See 47 C.F.R. §54.316. The Commission defined the statutory term “reasonably comparable” in terms of a national
rate benchmark, which serves as a “safe harbor” in the rate review and certification process. See 47 C.F.R.
§54.316(b); Remand Order, 18 FCC Rcd at 22582-89, 22607-10, paras. 38-48, 80-82. States with rural rates below
the benchmark may presume that their rural rates are reasonably comparable to urban rates nationwide without
providing additional information; if the rural rates are above the benchmark, states can rebut the presumption by
demonstrating that factors other than basic service rates affect the comparability of rates. See Remand Order, 18
FCC Rcd at 22609-10, para. 82. The national rate benchmark currently is set at two standard deviations above the
average urban rate as reported in the most recent annual rate survey published by the Wireline Competition Bureau.
See 47 C.F.R. §54.316(b).

1% PRTC December 12, 2006 ex parte letter at 1. This statement seems inconsistent with PRTC’s assertion that it

will not be able to expand network coverage absent support from a non-rural insular mechanism because any rate
increase would lead to a decrease in subscribership. We also find that PRTC’s December 12, 2006 ex parte letter
seems inconsistent with its earlier assertion that Puerto Rico “lacks any affordable rates.” PRTC Petition for
Reconsideration at 11; see also PRTC White Paper 14-15. In any event, the fact that telephone subscribership has
increased dramatically to almost 92 percent undercuts PRTC’s assertion that local service rates in Puerto Rico are
not affordable.

1% América Mévil acquired PRTC from Verizon in 2007. In the Verizon/América Movil license order, the
Commission conditioned its approval of the transaction on “América Movil investing $1 billion over five years to
improve service in Puerto Rico.” Verizon Communications, Inc., Transferor, and América Movil, S.A. DE C.V.,
Transferee, Application for Authority to Transfer Control of Telecomunicaciones de Puerto Rico, Inc. (TELPRI),
WT Docket No. 06-113, Memorandum Opinion and Order and Declaratory Ruling, 22 FCC Red 6195, 6211, para.
36 (2007) (América Movil Order) (citing Letter from Michael G. Jones, Willkie Farr & Gallagher, to Marlene
Dortch, Secretary, Federal Communications Commission (dated March 23, 2007) (committing that América Movil
will invest “directly or through TELPRI $1 billion over five years in communications and/or information services in
Puerto Rico and that these investments will promote improvements in these services.”)). América Movil must file
annual reports describing its investments. América Movil Order, 22 FCC Red at 6211, para. 36. In its report for
2009, América Movil states it “invested through TELPRI $155,037,598 in several projects to provide wireline and
wireless communications, as well as the deployment of broadband services across the Island.” América Movil
Annual Progress Report for the Deployment of the Infrastructure Used to Provide Basic Telephone and Broadband
Services in Puerto Rico, WT Docket No. 06-113, at 1 (dated Dec. 31, 2009).
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30. In short, PRTC has not shown that the subscribership levels in Puerto Rico are related to
excessively high local rates or that providing additional high-cost support would have any direct impact
on facilities deployment or subscribership levels.

31. Although most of the increase in high-cost support disbursements to Puerto Rico is
attributable to support received by other providers, notably PRTC’s wireless affiliate and other mobile
wireless service providers, those carriers (as much as PRTC) promote the universal service goals of the
1996 Act.'"” The current universal service program does not embody a preference for service by any one
carrier, or any one technology.'” Thus, the dramatic increase in high-cost support for wireless
competitive ETCs in Puerto Rico relative to PRTC, the only wireline ETC, is entirely consistent with the
high-cost program, as it is currently designed."”’” As the Fifth Circuit explained, “the purpose of universal
service is to benefit the customer, not the carrier,” so “‘[s]ufficient’ funding of the customer’s right to
adequate Icg:glephone service can be achieved regardless of which carrier ultimately receives the
subsidy.”

32. A similar lack of evidence caused the Fifth Circuit Court of Appeals to reject a challenge
to a cap the Commission had imposed on certain ILEC high-cost support mechanisms.'” The court in
that case held that a single provider’s reduced rate of return “does not establish that the cap [on certain
ILEC high-cost support mechanisms] fails to provide sufficient service” to customers.''® “[T]he Act only
promises universal service, and that is a goal that requires sufficient funding of customers, not
providers.”""" So long as the mechanism in place enables “customer[s] to receive basic
telecommunications services, the FCC ... is not further required to ensure sufficient funding of every
local provider as well.”''"* Faced with record evidence showing that universal service for customers has
dramatically improved since we adopted the NPRM in 2005, we reject PRTC’s argument that the non-
rural mechanism provides insufficient support to maintain affordable rates and reasonably comparable
service in Puerto Rico.

33. Comments challenging the sufficiency of universal service support in Puerto Rico also fail to
give weight to efforts by the FCC, the Puerto Rico Telecommunications Regulatory Board (TRB), PRTC,
and competitive ETCs that have significantly increased the number of recipients of federal low-income

103 Indeed, we note that PRTC’s wireless affiliate received $38.8 million in high-cost universal service support in

2008. See 2009 Universal Service Monitoring Report, Table 3.30. Presumably PRTC’s wireless affiliate uses this
support for universal service purposes, as it is required to certify pursuant to the Commission’s rules. See 47 C.F.R.
§ 54.904(a).

1 See infra. paras. 26 and n.88.

7 we recognize, however, that as the Commission considers comprehensive reform of the legacy high-cost support

program, the Commission may need to revisit the impact of its existing policies on its ability to achieve universal
access to broadband. See infra., paras. 44-46.

1% dlenco Comme 'ns, Inc. v. FCC, 601 F.3d 608, 620 (5th Cir. 2000) (A4lenco).

199 glenco, 201 F.3d at 620.

"% glenco, 201 F.3d at 621; see also Rural Cellular Assn., 588 F.3d at 1103-04 (rejecting a challenge to an interim

cap the Commission imposed on high-cost support disbursements to competitive ETCs, and finding that petitioners
produced “no cost data showing they would, in fact, have to leave customers without service as a result of the cap,”
which gave the court “no valid reason to believe the principle of ‘sufficiency’ would be “violated by the cap.”).

" lenco, 201 F.3d at 620; see also Rural Cellular Assn., 588 F.3d at 1103 (“The pertinent question is whether the

interim cap will undercut adequate telephone services for customers....”).

12 glenco, 201 F.3d at 620.
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support in Puerto Rico since 2003 and, commensurately, increased telephone subscribership. The
Commission has taken steps to improve the effectiveness of the low-income support mechanism by
expanding the federal default eligibility criteria for Lifeline/Link-Up to include an income-based criterion
and additional means-tested programs.'”” And to target low-income consumers more effectively, the
Commission adopted outreach guidelines for Lifeline/Link-Up and issued a voluntary survey to gather
data and information from states regarding the administration of the programs.'"* Further, low-income
consumers in Puerto Rico receive the maximum amount of Lifeline assistance available ($13.50 per
month) due to the substantial contribution ($3.50 per month) provided by the Commonwealth.'"
Importantly, the Commission has found a positive correlation between the amount of state Lifeline
support and telephone subscribership penetration rates.''® We also found that the transfer of PRTC to
América Movil in 2007 was in the public interest based, in part, on América Movil’s extensive experience
in designing products specifically for rural and low-income populations.'”” Finally, we note again that
through the operation of market forces, the wireless subscription rate in Puerto Rico has grown
substantially,'"* with low-income customers subscribing to wireless service in ever-increasing numbers,
so that the customers of wireless competitive ETCs received more than one-third of total low-income
support in 2008.'"

34, These combined public and private efforts have contributed to the dramatic growth in
low-income support provided to the Commonwealth.'” Combined annual Lifeline and Link-Up support
in Puerto Rico has grown from just over $1.16 million in 2001 to more than $23.4 million in 2008,"'
ranking Puerto Rico as the seventh largest recipient of low-income support among the states and

1 April 2004, the Commission expanded the eligibility criteria for Lifeline and Link-Up to include any

consumer whose income is 135 percent or less of the Federal Poverty Guidelines. Previously, consumers were only
eligible if they took part in Medicaid, Food Stamps, Supplemental Security Income (SSI), Federal Public Housing
Assistance (section 8), or the Low Income Home Energy Assistance Program (LIHEAP). Lifeline and Link-Up, WC
Docket No. 03-109, Report and Order and Further Notice of Proposed Rulemaking, 19 FCC Red 8302, 8307-12,
paras. 7-13 (2004). The Commission also encouraged states to implement automatic enrollment in Lifeline and
Link-Up, though it stopped short of requiring automatic enrollment. /d., at 8318-19, paras. 25-26.

14 Id., at 8329, paras. 50-51.

52009 Universal Service Monitoring Report, Table 2.3. This amount includes basic federal support, additional

state support, and the federal match. See also PRTC Comments at 34-35 (explaining that Puerto Rico provides each
eligible subscriber low-income support, in addition to basic Lifeline support, well above the national average, and
acknowledging the “successful efforts” by the TRB and carriers serving the island “to educate Puerto Rican
customers about the availability of Lifeline and Link-Up support”).

"% 2009 Universal Service Monitoring Report, at 2-2 (“States that have provided a full or high level of Lifeline

support for telephone service for low-income consumers experienced an average growth in penetration rates for low-
income households of 4.0% from March 1997 to March 2008. In contrast, states that provided a basic or low level
of Lifeline support experienced an average increase in telephone penetration rates for low-income households
between March 1997 and March 2008 of only 1.4%.”).

"7 America Movil Order, 22 FCC Red at 62111, para. 36.
18 See supra, para. 18 and n.57.

9 See supra, para. 19.

See PRTC Petition for Reconsideration at 5-10; PRTC White Paper 16-27; PRTC Comments 16-33; MMTC
Comments at 12-15.

120

121
See supra para. 0.
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territories.'* This increase was driven by a dramatic expansion in the number of low-income support
recipients, which grew from zero in 1997 to 188,000 in 2008.'** The Commission has previously
attributed Puerto Rico’s historically lagging telephone subscribership penetration rate to low per-capita
income, not a high cost of service.””* PRTC acknowledges this fact.'”” We therefore find the expansion
of subsidies associated with the low-income support program significant given our prior finding that low-
income support — not high-cost support — is the federal program best suited to address issues of
affordability and subscribership in Puerto Rico.'”® On the basis of the record before us, we are
unpersuaded that providing additional high-cost support through a non-rural insular mechanism is needed
to address the underlying concern that PRTC identifies regarding low telephone subscribership in Puerto
Rico. While we emphasize that there is still work to be done, this dramatic narrowing of the gap in
telephone subscribership between Puerto Rico and non-insular areas reinforces our long-held view that
low-income support, in combination with our other universal service programs, is an effective means to
address affordability and subscribership in Puerto Rico."”” As indicated in the attached NPRM, we seek
comment on whether, due to the extraordinarily low income levels in Puerto Rico, it is appropriate to
amend our rules to allow eligible low-income consumers in Puerto Rico additional support through the
Link Up Program to offset special construction charges incurred if additional facilities are required to
provide them with access to voice telephone service

35. In summary, we agree with PRTC that “the Commission has created a set of
complementary universal service programs that work in conjunction to ensure that all consumers have
access to affordable and reasonably comparable telecommunications services.”'” Indeed, in responding
to the Tenth Circuit’s Qwest II decision, we concluded generally that the non-rural high-cost support
mechanism, acting in combination with the Commission’s other universal service programs, provides
sufficient support to achieve the universal service objectives set forth in section 254 of the Act.' These
programs have produced almost ubiquitous access to telecommunications services and very high
telephone subscribership rates throughout the United States, including Puerto Rico. We therefore do not
agree with PRTC that its loss of high-cost loop support from the legacy program that preceded the
creation of the non-rural support mechanism rendered universal service support to Puerto Rico
insufficient.””* As we recently explained, the Commission cannot reasonably evaluate the non-rural high-
cost support mechanism in isolation."””' Sufficient support that satisfies the universal service objectives of

122 2009 Universal Service Monitoring Report, Table 2.4. The largest recipients of combined Lifeline and Link-Up

support, in descending order, are as follows: California, Texas, Oklahoma, New York, Ohio, and Florida. 7d.
12 See supra para. 0.
124 See Remand Order, 18 FCC Red at 22638, para. 140, n. 451.

125 See PRTC White Paper 17-19; PRTC Comments at 13-15, 17.

126 Remand Order, 18 FCC Red 22638, para. 140; see also Federal-State Joint Board on Universal Service, CC

Docket No. 96-45, Seventh Report and Order, 14 FCC Rcd 8078, 8097, para. 39 (“Affordability problems, as they
relate to low-income consumers, raise many issues that are unrelated to the need for support in high-cost areas, and
section 254(b)(3) reflects a legislative judgment that all Americans, regardless of income, should have access to the
network at reasonably comparable rates.”).

27 There is support in the record for this approach. See, e.g., GCI Comments at 35; Sprint-Nextel Comments at 9.
28 PRTC Comments at 33.

129 Owest II Remand Order, FCC 10-56 at paras. 23-75.
139 PRTC White Paper at 27; PRTC Comments at 33-37.

131 Owest Il Remand Order, FCC 10-56 at para. 27.
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Act — including reasonable comparability and affordability — can only be achieved through the totality of
the Commission’s universal service programs.'”> Moreover, we reject PRTC’s contention that the
Commission views high-cost support and low-income support to be “mutually exclusive.”'** To the
contrary, we simply find that PRTC is not entitled to federal high-cost model support under the non-rural
mechanism because its costs do not meet the eligibility threshold and, on the basis of this record, that total
support provided to Puerto Rico through the various universal service programs is sufficient to satisfy the
objectives in section 254 of the Act.

36. We acknowledge that in the 2005 NPRM, the Commission tentatively concluded that
“adopting a non-rural mechanism would have a limited impact on the universal service fund.”** PRTC
estimates that a non-rural insular mechanism would provide PRTC with approximately $33 million in
additional annual support based on 2004 data, which amounts to less than one percent of the total high-
cost program."”> We are not persuaded, however, that the relatively limited financial impact of PRTC’s
proposal compels us to adopt it."*® Because universal service is funded by contributions from
telecommunications carriers, which typically pass their contributions on to consumers,"”” we must take
care to avoid “excess subsidization of the universal service fund,” which may actually “detract from
universal service by causing rates to unnecessarily rise, thereby pricing some consumers out of the
market.”"*® Moreover, as the D.C. Circuit recently held, we “must consider not only the possibility of
pricing some customers out of the market altogether, but the need to limit the burden on customers who
continue to maintain telephone service.”'” In administering the universal service program, we take
seriously our obligation to “strike an appropriate balance between the interests of widely dispersed
customers with small stakes and a concentrated interest group seeking to increase its already large
stake.”' Given our conclusion on this record that universal service support for Puerto Rico is sufficient
under the Commission’s existing universal service programs, we find that any additional high-cost
support provided to PRTC cannot be justified under those existing programs.

132 Remand Order, 18 FCC Red at 22368, para. 140.

133 See PRTC Petition for Reconsideration at 20; see also PRTC Comments at 33-36.

3% Owest I Remand NPRM, 20 FCC Red at 19746, para. 34.

135 PRTC Comments at 41.

136 See PRTC Petition for Reconsideration at 22; PRTC White Paper at 27, 29; MMTC Reply Comments at 5.

137 Support for the USF derives from assessments paid by providers of interstate telecommunications services and

certain other providers of interstate telecommunications. See 47 C.F.R. § 54.706. Fund contributors are permitted
to, and almost always do, pass those contribution assessments through to their end-user customers. See 47 C.F.R. §
54.712. Fund assessments paid by contributors are determined by applying the quarterly contribution factor to the
contributors’ contribution base revenues.

138 glenco, 201 F.3d at 620; see also Qwest 11, 398 F.3d at 1234 (10th Cir. 2005). Indeed, this is a real concern, as
the current quarterly universal service contribution factor has climbed to 15.3 percent — an all-time high — due to the
increased demand for universal service support and a declining pool of interstate telecommunications revenues

against which to assess contributions. Proposed Second Quarter 2010 Universal Service Contribution Factor,
Public Notice, DA 10-427 (OMD rel. Mar. 12, 2010).

139 Rural Cellular Assn, 588 F.3d at 1102.
140 [d.
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3. The Application of the Commission’s Forward-Looking Cost-Based Model
for Determining Non-Rural High-Cost Support Adequately Addresses
PRTC’s Circumstances

37. The Commission determined in the Universal Service First Report and Order that non-
rural carriers would receive support based on forward-looking economic costs (i.e., costs estimated by the
Commission’s cost model), that the definition of rural carriers would exclude carriers of PRTC’s size, and
that a separate support mechanism for carriers serving insular areas was not warranted.'*' As a result,
although PRTC receives significant levels of Interstate Common Line Support,'** it does not receive high-
cost model support or any specially targeted insular support today. In the NPRM, the Commission sought
comment on a PRTC proposal that the Commission adopt a non-rural insular high-cost support
mechanism based on the existing rural high-cost loop support mechanism, but with a cost threshold far
below that currently used for rural telephone companies.'**

38. PRTC’s proposal is predicated, in part, on its long-standing contention that the extreme
weather and terrain conditions and high shipping costs in insular areas make the cost characteristics of
even large insular carriers more like those of rural carriers."** In the Universal Service First Report and
Order, the Commission rejected this argument as grounds for providing PRTC high-cost support on the
basis of embedded costs, finding that, “as a large telephone compan[y],” PRTC “should possess the
economies of scale and scope to deal efficiently with the cost of providing service in their areas.”'** We

4 See Universal Service First Report and Order, 12 FCC Rcd at 889, 8943-44, 8997-9001, paras. 203, 310, 414-23;
see also supra paras. 8-10.

142 Based on the Universal Service Administrative Company’s (USAC’s) most recent projections, PRTC will receive

approximately $40 million in interstate common line support (ICLS) in 2010. See USAC Second Quarter 2010
Projections, at App. HCO09.

' pursuant to the high-cost loop support mechanism, a rural carrier receives support based on the amount its cost

per loop exceeds certain thresholds set as a percentage of the national average cost per loop (NACPL). 47 C.F.R. §
36.631. In 2001, the Commission froze the NACPL for the purposes of this calculation at $240 per loop, but it also
established an indexed cap for the HCLS mechanism. See 47 C.F.R. §§ 36.603(a), 36.622(a), (¢). When HCLS
would exceed the cap using the frozen NACPL — as it has in every year since the rules were amended — the NACPL
is recalculated at the level necessary to provide support at the capped level. 47 C.F.R. § 36.622(c)(2); see also
National Exchange Carrier Association, Universal Service Fund, Rural High-Cost Loop Support Effective July
2001, Amended Filing, CC Docket No. 96-45 (filed July 23, 2001). Rather than using the cap-adjusted NACPL that
is used for rural carriers under the HCLS mechanism (currently $412.54), PRTC would like to have its support
based on the frozen NACPL of $240. See National Exchange Carrier Association, Inc. (NECA), Universal Service
Fund 2009 Submission of 2008 Study Results, Overview at 5 (filed Sept. 30, 2009), available at
http://www.fcc.gov/web/iatd/neca.html (VECA 2009 USF Filing) (showing cap-adjusted NACPL). Under the cap-
adjusted NACPL, PRTC would receive no support based on its 2008 costs, while it would receive $32.0 million
based on the frozen NACPL. We note that the current actual NACPL is $383.38 and PRTC would receive $1.7
million if that were the benchmark used. See id., Overview at 7 (showing actual “USF cost per loop”™).

144

PRTC Petition for Reconsideration 6-7; PRTC White paper at 16-17; PRTC Comments at 10-12; see also
MMTC Comments at 23.

' Universal Service First Report and Order, 12 FCC Red at 8946, para. 315; see also supra paras. 9-10. PRTC
was, at that time, the 12th largest company in the nation, with more than $1.3 million access lines and annual
operating revenues of $1 billion. /d., para. 315 & n.791. In 2000, PRTC became a Verizon subsidiary after the
merger of GTE (its corporate parent since 1999) and Bell Atlantic Corporation. Remand Order, 18 FCC Rcd at
22637, para. 139 & n.446. América Movil acquired PRTC in 2007. America Movil Order, 22 FCC Red 6195.
América Movil, through various operating subsidiaries, provides telecommunications services to more than 110
million subscribers in 14 countries in North, Central and South America. Id., 22 FCC Rcd at 6198, para. 8.
América Movil’s predominant business (which accounts for 100 million of its subscribers) is the provision of
(continued....)
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believe this reasoning still applies to PRTC. In approving license transfers associated with América
Movil’s 2007 acquisition of PRTC, for example, we found that América Mdvil “brings significant
advantages of scale and scope to bear” in providing telecommunications services to consumers.'*®

39. Even more significantly, record evidence in this proceeding reinforces our earlier
decision. While PRTC claims that its costs are similar to those of rural carriers, PRTC’s embedded costs
are actually too low to make it eligible for support under the high-cost support mechanism that currently
funds much smaller, rural telephone companies that do not enjoy the same economies of scale and
scope.'”” Only by lowering the rural mechanism’s cost threshold significantly — from slightly more than
$400 per loop to about $240 per loop (as proposed by PRTC) — would PRTC become eligible for the
significant increase in high-cost loop support (about $33 million annually) that it has requested.'*® Thus,
based on PRTC’s own embedded cost data in the record before us, we find that PRTC has not justified a
departure from our prior determinations that, for purposes of high-cost support, PRTC should be treated
as a non-rural carrier due to its size and resulting economies of scale and scope.

40. We also reject PRTC’s claim that the non-rural forward-looking cost model fails
accurately to represent insular costs.'*’ In particular, we do not find persuasive PRTC’s arguments that it
should receive high-cost support based on its embedded costs because the forward-looking economic
costs produced by the high-cost model are less than PRTC’s actual costs.'”® First, PRTC’s arguments do
not address the central purpose of using forward-looking economic costs in the non-rural support model,
which is to estimate the costs that would be incurred by an efficient provider of service.””' The
Commission previously found that “variability in historic costs among companies is due to a variety of
factors and does not simply reflect how efficient or inefficient a firm is in providing the supported

(Continued from previous page)
wireless telecommunications services. /d. América Movil also provides, through various operators, wireline
telecommunications services in El Salvador, Guatemala, and Nicaragua that collectively provide service to more
than 2 million subscribers. Id. América Movil’s sole current operation in the United States is its indirect,
controlling interest in TracFone Wireless, Inc. (TracFone), a prepaid wireless telecommunications provider in the
United States (including Puerto Rico). As of March 2006, TracFone had 6.9 million wireless subscribers in the
United States. Id. América Movil reported revenues of approximately $30 billion and net income of approximately
$5 billion for 2009 for all subsidiaries. América Movil’s Fourth Quarter of 2009 Financial and Operating Report
(dated Feb. 2, 2010), available at: http://www.americamovil.com/docs/reportes/eng/2009 4.pdf.

1 dmerica Movil Order, 22 FCC Red at 6212, para. 39 (explaining that América Movil “acquires more than 50

million mobile phone handsets each year, and that this volume of purchases enables América Movil to achieve
favorable prices for such handsets,” and that “América Movil, due to its size,” is “able to enjoy reduced wireless
infrastructure prices.”) (internal citations omitted).

17 See supra, para. 37 & n. 152.

148 1d

19 PRTC Petition for Reconsideration at 14-17; PRTC White Paper 20-22; PRTC Comments at 18-21; see also TRB
Letter at 3; MMTC Comments at 19-20. In particular, PRTC attacks the accuracy of the model on which the
forward-looking mechanism is based because “the majority of the inputs ... are national averages, and are not
company specific,” which PRTC contends “grossly underestimate[s] the costs faced by PRTC.” PRTC Comments
at 19; see also Appendix A, Declaration of David C. Blessing. In Qwest I, however, the Tenth Circuit rejected the
notion “that the use of statewide and national averages is necessarily inconsistent with [section] 254.” Qwest I, 258
F.3d at 1202 n.9. Hence, there is no legal barrier to our continued use of national average costs in the model so long
as the non-rural mechanism produces results that comport with section 254 of the Act, which it does.

150 PRTC Comments at 19-23.

! Universal Service First Report and Order, 12 FCC Red at 8899-8900, paras. 224-26.
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services.”' Indeed, in this proceeding, PRTC has merely asserted that its costs are higher because it
serves an insular area and has not addressed whether inefficiencies may have contributed to the
difference. Second, PRTC argues that the national average costs used in the model are inappropriate for
estimating the costs of serving insular areas and states that “it remains unclear the extent to which
[PRTC’s] costs were included in those national averages.”'> In the Tenth Report and Order the
Commission considered the use of a variety of data sources to determine input values in the high-cost
model, including surveys of non-rural carriers.'>* To the extent that PRTC declined to respond to a
voluntary survey seeking cost data from carriers, the Commission could not include PRTC’s cost data.
Finally, PRTC’s argument relies on inaccurate premises. For example, PRTC argues that the model’s use
of customer addresses from Puerto Rico results in erroneous customer locations that generate inaccurate
results.'™® In fact, the road surrogate method used by the model assumes an even distribution of
customers along roads and does not attempt to precisely assign customer location based on addresses."”’
PRTC also complains that “[a] comparison of the actual operating costs of other non-rural jurisdictions
further calls attention to the disparate treatment of Puerto Rico.”"* But it does not follow that the
forward-looking cost model produces inaccurate results simply because Puerto Rico receives less high-
cost model support than other jurisdictions. In any event, we find PRTC’s “analysis” unpersuasive due to
the manner in which it mixes statewide average embedded costs with support amounts from two different
support mechanisms (i.e., the rural and non-rural support mechanisms) that are based on two different
methodologies (i.e., embedded versus forward-looking costs).'”

155

132 Federal-State Joint Board on Universal Service; Forward-Looking Mechanism for High-Cost Support for Non-

Rural Carriers, CC Docket Nos. 96-45 and 97-160, Tenth Report and Order, 14 FCC Rcd 20156, 20198, para. 90
(1999) (Tenth Report and Order). The Commission further found that “[s]electing different values for each input
for each of the fifty states, the District of Columbia, and Puerto Rico, or for each of the 94 non-rural study areas,
would increase the Commission's administrative burden significantly,” id., at 20199, para. 92, making the use of
“company-specific data for federal universal service support purposes ... administratively unmanageable and
inappropriate.” Id., at 20198, para. 90.

153 PRTC Comments at 19.

' Tenth Report and Order, 14 FCC Red at 20187-350, paras. 63-439 (discussing the selection of various cost

inputs for the model).

15 1d. at 20198 n. 217 (listing non-rural carriers that responded to supplemental structure and cable cost survey).

156 PRTC Comments at 20-21.

57 Tenth Report and Order, 14 FCC Rcd at 20177, para. 43 (describing the PNR road surrogate algorithm adopted

by the Commission for use in the model).

158 PRTC Comments at 22.

1% pPRTC compares Puerto Rico’s average loop costs to Idaho’s average loop costs (which were about 15 percent

lower than Puerto Rico’s) to South Dakota’s average loop costs (which were approximately the same as Puerto
Rico’s) and suggests that it is inequitable that those states receive high-cost loop support, while Puerto Rico does
not. PRTC Comments at 22-23. (PRTC actually asserts that Idaho receives more “high-cost loop support under the
non-rural mechanism,” but high-cost loop support is the universal service support mechanism for rural carriers, and
Idaho does not receive support under the non-rural high-cost support mechanism. See id.). Puerto Rico’s analysis
ignores the fact that not all carriers are eligible for support under the same high-cost mechanisms. Idaho and South
Dakota are served by both non-rural carriers (which are not eligible for high-cost loop support) and rural carriers
(which are eligible for high-cost loop support). While Puerto Rico’s 2008 cost per loop was $430.65, rural carriers
serving Idaho and South Dakota had average loop costs of $560.66 and $750.41, respectively. NECA 2009 USF
Filing, App. D. In other words, carriers that are eligible for high-cost loop support in those states have costs that are
significantly higher than PRTC’s costs.
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41. PRTC’s attacks on the accuracy of the forward-looking cost model are similar to
arguments that the Commission rejected when it adopted that model in the Tenth Report and Order.'®
For example, in “explain[ing] why the model estimates higher costs in some states relative to others in a
distribution that differs from carriers’ book costs and from some observers’ expectations,” the
Commission found that “[i]n general, ... the states where the model estimated the highest costs were
those states in which the territory served by the non-rural carriers, which are typically larger carriers,
included more rural areas than in other states.”'®" This analysis is entirely consistent with the data in the
record, which show that PRTC’s embedded costs fall below the threshold for support under the rural
high-cost support mechanism. Simply stated, PRTC has not persuaded us that the model fails to
accurately measure its costs because PRTC has not demonstrated that its actual costs share the cost
characteristics of rural carriers, as opposed to non-rural carriers. We further note that the Tenth Circuit in
Owest I upheld that Order (and our use of the cost model) against a similar challenge from Qwest,
explaining that “while Qwest notes analytic problems with ... the model it has not presented any evidence
that the model overall produces such inaccurate results that it cannot form the basis of rational decision-
making.”'®® Indeed, as the Tenth Circuit explained, “[t]he model is meant to estimate the costs of
providing service,” so “[i/t need not reflect physical reality in all aspects if it produces ‘reasonably
accurate estimates,” as the FCC has found it does.”'®® PRTC has provided no new evidence on this record
that compels reconsideration of our previous conclusion that the cost model provides a reasonable means
of determining appropriate levels of high-cost support. To the contrary, as noted, the record demonstrates
a significant increase in telephone subscribership in Puerto Rico in the years since the NPRM was issued.

42. Nor do we believe that it would be in the public interest to transition PRTC from the non-
rural mechanism to an entirely new high-cost support mechanism based on embedded costs, even on an
interim basis. As a general matter, we have determined that the appropriate basis for high-cost support is
forward-looking economic cost and have moved away from the use of embedded costs for determining
universal service support wherever possible.'® We intend to continue that process, and agree with GCI
that adoption of PRTC’s proposal would be a step in the wrong direction.'®

4. Comprehensive Reform and the National Broadband Plan

43. The Commission has long recognized the need for comprehensive review and possible
reform of universal service reform, and has sought comment on various proposals for comprehensive
reform of the high-cost support mechanisms, rural as well as non-rural.'® Since the Commission

1 Tenth Report and Order, 14 FCC Rcd 20156.
1 1d. at 20169, para. 26.

12 Owest I, 258 F.3d at 1206.

1 1d. (emphasis added).

1 Universal Service First Report and Order, 12 FCC Rcd at 8901, para. 228.

1% GCI Comments at 34. Other commenters also oppose the creation of a non-rural insular support mechanism

based on embedded costs. See Dobson Comments at 12; CTIA Comments at 16; Sprint-Nextel Comments at 9.

1 See, e.g., High-Cost Universal Service Support, Federal-State Joint Board on Universal Service, WC Docket No.

05-337, CC Docket No. 96-45, Notice of Proposed Rulemaking, 23 FCC Red 1467 (2008) (Identical Support Rule
Notice); High-Cost Universal Service Support, Federal-State Joint Board on Universal Service, WC Docket No. 05-
337, CC Docket No. 96-45, Notice of Proposed Rulemaking, 23 FCC Rcd 1495 (2008) (Reverse Auctions Notice);
High-Cost Universal Service Support, Federal-State Joint Board on Universal Service, WC Docket No. 05-337, CC
Docket No. 96-45, Notice of Proposed Rulemaking, 23 FCC Red 1531 (2008) (Joint Board Comprehensive Reform
Notice); High-Cost Universal Service Reform,; Federal-State Joint Board on Universal Service; Lifeline and Link
Up, Universal Service Contribution Methodology, Numbering Resource Optimization, Implementation of the Local
(continued....)
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originally adopted the non-rural high-cost mechanism in 1999, the telecommunications marketplace has
undergone significant changes.'”’” While in 1996 the majority of consumers subscribed to separate local
and long distance providers, today the majority of consumers subscribe to local/long distance bundles
offered by a single provider. In addition, the vast majority of subscribers have wireless phones as well as
wireline phones, and an increasing percentage of consumers are dropping their wireline phones in favor of
wireless or broadband-based (voice over Internet protocol) phone services. Finally, an increasing
percentage of carriers are converting their networks from circuit-switched to Internet protocol (IP)
technology.

44, On March 16, 2010, the Commission adopted a Joint Statement on Broadband, which sets
forth the overarching vision and goals for U.S. broadband policy and recommends comprehensive reform
of universal service.'® The Commission also delivered to Congress the National Broadband Plan, which
contains specific recommendations for reform.'® The National Broadband Plan recommends that all
Americans should have access to affordable broadband service and proposes a comprehensive reform
program to shift the high-cost universal service program from primarily supporting voice communications
to supporting broadband platforms that enable many applications, including voice.'™ As set forth in the
National Broadband plan, a new Connect America Fund would provide universal service support in areas
where there is no private sector business case to offer broadband platforms that are capable of delivering
high-quality voice services because providers cannot earn enough revenue to cover the costs of deploying
and operating broadband infrastructure and services.'”’

45. The recommendations to transition the existing high-cost universal service mechanisms
to a new broadband program further cause us to conclude that PRTC’s requested reform, limited only to
non-rural insular areas, should not be undertaken at this time. While we believe that we have fully
addressed the insular support questions raised in the NPRM, we anticipate that our efforts to reform
universal service support will be advanced further through future proceedings that follow from the
National Broadband Plan. The Commission will release a notice of proposed rulemaking later this year
that will address the high-cost universal service recommendations of the National Broadband Plan. We
encourage parties with information about any unique cost characteristics of providing broadband service
in insular areas, such as Puerto Rico, to participate in these forthcoming proceedings and submit any
relevant data. Doing so will ensure that the Commission has the information necessary to determine the
cost of deploying and operating a broadband infrastructure in insular areas.

(Continued from previous page)
Competition Provisions in the Telecommunications Act of 1996, Developing a Unified Intercarrier Compensation
Regime; Intercarrier Compensation for ISP-Bound Traffic, IP-Enabled Services, CC Docket Nos. 96-45, 99-200,
96-98, 01-92, 99-68, WC Docket Nos. 05-337, 03-109, 06-122, 04-36, Order on Remand and Report and Order and
Further Notice of Proposed Rulemaking, 24 FCC 6475 (2008) (Comprehensive Reform FNPRM).

167 Owest I Remand Order, FCC 10-56 at para. 76.

' The Joint Statement on Broadband includes a recommendation that universal service should be comprehensively

reformed. Joint Statement on Broadband, para 3 (“The nearly $9 billion Universal Service Find (USF) and the
intercarrier compensation (ICC) system should be comprehensively reformed to increase accountability and
efficiency, encourage targeted investment in broadband infrastructure, and emphasize the importance of broadband
to the future of these programs.”).

1 National Broadband Plan at Chapter 8.

0 1d. at 143 (“The federal government should, over time, end all financial support for networks that only provide
‘Plain Old Telephone Service’ (POTS) and should provide financial support, where necessary and in an
economically efficient manner, for broadband platforms that enable many applications, including voice.”) and at
144-151 (describing the transition).

V14 at 145-146.
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46. In the interim, we find that it will further the public interest if PRTC remains subject to
the non-rural support mechanism until comprehensive universal service reform is adopted, consistent with
the recommendations contained in the National Broadband Plan. If PRTC were to receive additional
support for voice service pursuant its proposed non-rural insular mechanism, it likely would be more
difficult to transition that support to focus on areas unserved or underserved by broadband.'”?

I1I. ADDITIONAL LOW-INCOME SUPPORT NOTICE OF PROPOSED RULEMAKING

A. Background

47. Pursuant to the Commission’s rules, qualifying low-income subscribers are eligible for
the Link Up program, which supports discounted connection charges for telephone service. Under the
base Link Up program, eligible low-income subscribers may receive a discount equal to the lesser of one-
half of a service connection charge or $30."”* In addition, the enhanced Link Up program supports
discounts of 100 percent of a service connection charge, up to $70, for eligible low-income consumers on
tribal lands,'™ resulting in a maximum Link Up support amount of $100.

48. Over the last decade, the Commission has sought comment on ways to increase telephone
subscribership in unserved and underserved regions of the nation, including tribal lands and insular areas.
In the 1999 Unserved Areas NPRM, the Commission sought to identify the impediments to increased
telecommunications deployment and subscribership in such areas, and proposed particular changes to the
Commission’s universal service rules to overcome these impediments.'” The Commission tentatively
concluded that Puerto Rico, American Samoa, the Commonwealth of the Northern Mariana Islands,
Guam, and the U.S. Virgin Islands are properly included in the definition of insular areas.'”® In the
Twelfth Report and Order, the Commission adopted enhanced Lifeline and Link Up programs for tribal
lands, and stated that it would continue to examine and address the causes of low subscribership in other
areas and among other populations, especially among low-income individuals in rural and insular areas.'”’
In 2003, the Commission again addressed unserved areas in or near tribal lands, but declined, at that time,
to adopt a proposal by the Commonwealth of the Northern Mariana Islands (“CNMI”) to expand the
enhanced Lifeline and Link Up programs to CNML'”® In the 2005 Qwest I Remand NPRM, the

'72 The National Broadband Plan recommends phasing out support under the existing high-cost universal service

mechanisms as it redirects that support to fund broadband deployment in an effort to minimize the contribution
burden. National Broadband Plan at 143, 144-151. Increasing the size of the universal service fund as a result of
this proceeding would be inconsistent with this approach

' 47 CF.R. § 54.411(a)(1).

747 CFR. § 54.411(a)(3).

'3 Federal-State Joint Board on Universal Service; Promoting Deployment and Subscribership in Unserved and

Underserved Areas, Including Tribal and Insular Areas, CC Docket No. 96-45, Further Notice of Proposed
Rulemaking, 14 FCC Red 21177 (1999) (Unserved Areas NPRM).

176 1d. at 21233-34, paras.137-38.

"7 Federal-State Joint Board on Universal Service: Promoting Deployment and Subscribership in Unserved and

Underserved Areas, Including Tribal and Insular Areas, CC Docket No. 96-45,Twelfth Report and Order,
Memorandum Opinion and Order, and Further Notice of Proposed Rulemaking, 15 FCC Red 12208, 12215, para. 11
(2000) (Twelfth Report and Order).

'8 Federal-State Joint Board on Universal Service; Promoting Deployment and Subscribership in Unserved and

Underserved Areas, Including Tribal and Insular Areas, CC Docket No. 96-45, Twenty-Fifth Order on
Reconsideration, Report and Order, and Further Notice of Proposed Rulemaking, 18 FCC Rcd 10958, 10972-74,
paras. 28-31 (2003) (Tribal Lands Order).
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Commission again sought comment on the definition of insular areas and refreshed the record in the
Unserved Areas NPRM.'” In 2007, the Wireline Competition Bureau released a public notice to refresh
the record regarding the definition of “near reservations” for the purpose of providing enhanced Lifeline
and Link Up to tribal lands."®

B. Discussion

49. Although we decline to establish the universal service high-cost support mechanism
proposed by PRTC, we acknowledge that there may be a significant number of low-income consumers in
Puerto Rico who remain unable to afford access to voice telephone service. As discussed above,
telephone subscribership in Puerto Rico has increased dramatically since the Commission released its
notice of proposed rulemaking in 2005."®" Despite these gains, subscribership in Puerto Rico remains
materially lower than in any other jurisdiction reported by the Census Bureau.'®* In addition, a
significantly higher percentage of Puerto Rican families are below the poverty threshold than the general
U.S. population, with approximately 41 percent of Puerto Rican families reporting income below the
poverty threshold between 2006 and 2008, as compared to approximately 10 percent of total U.S. families
reporting income below the poverty threshold during the same time period.'®® The state with the next
highest percentage of families reporting income below the poverty threshold is Mississippi at 16.7
percent.'® Not only does Puerto Rico have the highest percentage of households with incomes below the
poverty level of any jurisdiction reported by the Census Bureau, but it has the lowest median household
income as well. Specifically, the median household income in Puerto Rico in 2007 was $17,741
compared with a national median household income of $50,740.'"® The state with the next lowest median
household income is West Virginia, with a median household income of $37,060 — over twice the median
household income in Puerto Rico."®® Evidence in the record suggests that infrastructure does not yet
reach some subscribers, so some people may not be subscribing because they cannot afford to pay the
special construction charges associated with building facilities to reach them."” The confluence of these
two factors—a subscribership rate lower than any other reported jurisdiction’s and an exceptionally high
rate of poverty—causes us to believe that additional low-income support may be appropriate in this
jurisdiction. To address this situation and to ensure that low-income consumers in Puerto Rico can take
advantage of the assistance available to them through the existing universal service Lifeline and Link Up
low-income support programs, we propose to amend our rules to allow eligible low-income consumers in

17 NPRM, 20 FCC Red at 19746-47, para. 34.

'%0 The Wireline Competition Bureau Seeks Additional Comment on Promoting Deployment and Subscribership in

Underserved Areas, Including “Near Reservations,” CC Docket No. 96-45, Public Notice, 22 FCC Rcd 4862
(Wireline Comp. 2007).

181 See supra para. 18.

182 See Universal Service Monitoring Report, Table 6.4; see supra para. 18.

183U.S. Census Bureau, 2006-2008 Puerto Rico Community Survey 3-Year Estimates; U.S. Census Bureau, 2006-

2008 American Community Survey 3-Year Estimates.

'8 U.S. Census Bureau, 2006-2008 American Community Survey 3-Year Estimates.

185 U.S. Census Bureau, Income, Earnings, and Poverty Data from the 2007 American Community Survey, Table 2,

at 4 (issued Aug. 2008).

186 14,

87 PRTC December 6, 2006 Letter (describing locations of consumers that had cancelled service requests “because

their location would be extraordinarily costly to serve’).
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Puerto Rico additional support through the Link Up Program to offset special construction charges
incurred if additional facilities are required to provide them with access to voice telephone service.

50. As discussed above, the Commission in the Twelfth Report and Order took measures to
address impediments to telephone subscribership and infrastructure investment on tribal lands, including
the adoption of enhanced Link Up support. The Commission identified a number of factors that are
primary impediments to subscribership on tribal lands, including the cost of basic voice service, the cost
of intrastate toll service, inadequate telecommunications infrastructure and the cost of line extensions, and
the lack of competitive service providers offering alternative technologies.'™ At that time, however, the
Commission chose not to extend the actions taken in the Twelfth Report and Order to all high-cost areas
and all insular areas, including Puerto Rico."® Although the record demonstrated that subscribership
levels were below the national average in other low-income, rural areas and in certain insular areas, the
Commission found that the factors causing low subscribership on tribal lands were not the same factors
causing low subscribership in those other jurisdictions.'” We recognize that is still the case today: while
Puerto Rico faces a lower telephone subscriber rate and a higher poverty rate than other jurisdictions, the
Commonwealth does not appear to suffer from other impediments to subscribership that affect tribal
lands, notably higher cost to provide voice telephone service'' and a lack of competitive service
providers offering voice service via alternative technologies.'”> Moreover, Puerto Rico has a much higher
telephone subscribership rate (approximately 92 percent in 2008)'** than the subscribership rate we found
on reservations when we adopted the Twelfth Report and Order (approximately 47 percent)."”*

51. Importantly, however, the Commission’s decision in 2000 to limit the measures adopted
in the Twelfth Report and Order to tribal lands was driven by its “concern[] that to devise a remedy
addressing all low subscribership issues for all unserved or underserved populations simultaneously might
unnecessarily delay action on behalf of those who are least served, i.e., tribal communities.”"”> In other
words, the Commission placed higher priority on increasing telephone subscribership on tribal lands — it
did not determine that no further action was needed to assist other unserved or underserved populations.
As described in the previous section, the Commission has long attributed Puerto Rico’s historically
lagging telephone subscribership penetration rate to low per-capita income.'*® Thus, to the extent that
parties have identified line extension and construction costs as obstacles to affordable telephone service in
Puerto Rico,"” extending the enhanced Link Up support already available to tribal lands could likewise

'8 Tvelfih Report and Order, 15 FCC Red at 12219-20, para. 20.

% Id., at 12226-27, paras. 32-33.

0 14, at 12226, para. 32;

P! See supra paras. 36-38.

192 See supra paras. 26-27.

193 See supra para. 19.
Twelfth Report and Order, 15 FCC Red at 12223, para. 25.

195 1d., at 12226, para. 32.

194

19 See supra, para. 34.

Y7 See supra, paras. 27-28. We note that PRTC has long argued that the “Link-up program should be expanded to
include additional support to low-income consumers in unserved and underserved areas, including tribal lands and
insular areas,” because “low-income consumers often cannot afford the expense associated with hook-ups” and “the
(continued....)
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“increase subscribership among qualifying low-income individuals [in Puerto Rico] by minimizing
certain of these up-front costs.”'”® Indeed, by further reducing the initial connection charges and line
extension charges for qualifying low-income customers in Puerto Rico, as we already have for consumers
living on tribal lands, we would hope to remove a remaining impediment to affordable voice telephone
service and, thus, further close the gap in telephone subscribership between the Commonwealth and non-
insular areas.'”

52. Specifically, for the benefit of consumers in Puerto Rico meeting the eligibility criteria
for the Lifeline and Link Up Programs, we propose to amend our rules to increase the cap on Link Up
support to cover special construction charges.”” The cap for these charges would be increased from the
current $30 limit to $100.°" This additional $70 in Link Up support would cap Link Up discounts at the
same level as the enhanced Link Up available to eligible residents of tribal lands. > Link Up support
would be available to eligible low-income consumers in Puerto Rico for up to 100 percent of the special
construction charges, subject to the $100 cap. Under our rules, Link Up support would continue to be
available “for a single telecommunications connection at a consumer’s principal place of residence.””
To ensure reasonable use of the support, this support would be available only when a low-income-eligible
consumer in Puerto Rico has requested service under the Lifeline or Link Up Programs but such service
could not be provided absent construction of additional facilities. Consistent with our rules, all ETCs in
Puerto Rico would be required to offer and make available this additional Link Up support to eligible
low-income consumers. All ETCs in Puerto Rico also would be required to advertise the availability of
this additional Link Up support using media of general distribution in Puerto Rico. In addition, all ETCs
receiving Link Up support in Puerto Rico would be required to report the number of consumers that
request such additional Link Up support, the number of consumers that receive such support, the reasons
why any requesting consumers did not qualify for or receive such support, the cost of constructing the
additional facilities, and a description of the additional facilities constructed. This information would be
included in the annual report required by section 54.209 of our rules.*** We seek comment on these
proposed revisions to the low-income support rules for eligible low-income consumers in Puerto Rico.

(Continued from previous page)
establishment of facility extensions in hard to serve areas (e.g., mountainous regions that are sparsely populated) is
often prohibitively expensive.” See, e.g., Reply Comments of the Puerto Rico Telephone Company, Inc., CC
Docket No. 96-45 at 3-4 (filed Jan. 19, 2000).

98 1 welfth Report and Order, 15 FCC Rcd at 12240, para. 60. The number of Lifeline subscribers in tribal lands
has increased from fewer than 19,000 in 2000 to over 350,000 in 2008. Universal Service Monitoring Report, CC
Docket No. 98-202, Table 2.7 (rel. Dec. 2003), available at http://www.fcc.gov/wcb/iatd/monitor.html; 2009
Universal Service Monitoring Report, Table 2.7.

199 Although we declined a request by the Commonwealth of Northern Mariana Islands (CNMI) in 2003 for similar

support because we found that the record did not warrant such additional support at that time, we would be open to
considering new requests from CNMI and other similarly situated areas. See Tribal Lands Order, 18 FCC Rcd at
10972-74 paras. 28-31.

200 Proposed rules are attached at Appendix B.

2! This additional $70 in Link Up support would allow eligible low-income consumers in Puerto Rico to receive the

same amount of support as eligible residents of tribal lands. See 47 C.F.R. § 54.411(a)(3).
292 See 47 C.F.R. § 54.411(a)(3).

23 47 CFR. § 54.411(a)(1).

294 47 C.F.R. § 54.200.
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Iv. CONCLUSION

53. We decline to establish the non-rural insular high-cost support mechanism sought by
PRTC. This decision is buttressed by changes in circumstances in Puerto Rico since 2005. As we
explained above, record evidence demonstrates that funding under the current universal service programs
is sufficient to achieve affordable rates and reasonably comparable service in Puerto Rico within the
meaning of section 254. The Commission’s decision to pursue fundamental universal service reform to
promote greater broadband deployment provides a separate and independent ground for keeping the
existing non-rural high-cost program in place at this time. To ensure that eligible low-income consumers
in Puerto Rico can fully avail themselves of the low-income support mechanisms, we seek comment on
our proposal to provide some additional Link Up support to help defray charges incurred when special
facilities must be built to serve these customers.

V. PROCEDURAL MATTERS

A. Procedural Matters Related to the Order
1. Paperwork Reduction Analysis

54. This order does not contain new, modified, or proposed information collections subject to
the Paperwork Reduction Act of 1995.** In addition, therefore, it does not contain any new, modified, or
proposed “information collection burden for small business concerns with fewer than 25 employees,”
pursuant to the Small Business Paperwork Relief Act of 2002.2%

2. Final Regulatory Flexibility Act Certification

55. As we are adopting no rules in this order, no regulatory flexibility analysis is required.
3. Congressional Review Act
56. The Commission will not send a copy of this order in a report to Congress and the

Government Accountability Office pursuant to the Congressional Review Act”’ because no rules are
being adopted at this time.

B. Procedural Matters Related to the Notice of Proposed Rulemaking
1. Paperwork Reduction Analysis

57. This notice of proposed rulemaking contains proposed information collections that would
apply to fewer than ten respondents and, as a result, is not subject to the Paperwork Reduction Act of
19952 In addition, it does not contain any new, modified, or proposed “information collection burden
for small business concerns with fewer than 25 employees” pursuant to the Small Business Paperwork
Relief Act of 2002.*”

205 Paperwork Reduction Act of 1995, Pub. L. No. 104-13, 109 Stat. 163 (1995).

296 Small Business Paperwork Relief Act of 2002, Pub. L. No. 107-198, 116 Stat. 729 (2002); 44 U.S.C. §

3506(c)(4).
27 See 5 U.S.C. § 801(a)(1)(A).

2% paperwork Reduction Act of 1995, Pub. L. No. 104-13, 109 Stat. 163 (1995).

299 Small Business Paperwork Relief Act of 2002, Pub. L. No. 107-198, 116 Stat. 729 (2002); 44 U.S.C. §

3506(c)(4).
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2. Initial Regulatory Flexibility Act Certification

58. The Regulatory Flexibility Act (RFA)*"° requires that an agency prepare a regulatory
flexibility analysis for notice-and-comment rulemaking proceedings, unless the agency certifies that “the
rule will not, if promulgated, have a significant economic impact on a substantial number of small
entities.””'" The RFA generally defines “small entity” as having the same meaning as the terms “small
business,” “small organization,” and “small governmental jurisdiction.”*'* In addition, the term “small
business” has the same meaning as the term “small business concern” under the Small Business Act.*"® A
“small business concern” is one which: (1) is independently owned and operated; (2) is not dominant in
its field of operation; and (3) satisfies any additional criteria established by the Small Business
Administration (SBA).*"*

59. In this notice of proposed rulemaking, we propose to revise the Commission’s rules to permit
eligible telecommunications carriers serving Puerto Rico to recover additional universal service support
under specified circumstances. Currently, there are 7 eligible telecommunications carriers serving Puerto
Rico, none of which qualify as a small entity. Accordingly, the proposed rule will not have a significant
economic impact on a substantial number of small entities.

60. The Commission therefore certifies, pursuant to the RFA, that the proposals in this notice
of proposed rulemaking, if adopted, will not have a significant economic impact on a substantial number
of small entities. If commenters believe that the proposals discussed in the notice of proposed rulemaking
require additional RFA analysis, they should include a discussion of these issues in their comments and
additionally label them as RFA comments. The Commission will send a copy of the notice of proposed
rulemaking, including a copy of this initial certification, to the Chief Counsel for Advocacy of the SBA.
In addition, a copy of the notice of proposed rulemaking and this initial certification will be published in
the Federal Register.”"

C. Ex Parte Presentations

61. This proceeding shall be treated as a “permit-but-disclose” proceeding in accordance with
the Commission's ex parte rules.”'® Persons making oral ex parte presentations are reminded that
memoranda summarizing the presentations must contain summaries of the substance of the presentations
and not merely a listing of the subjects discussed. More than a one or two sentence description of the

19 See 5 U.S.C. § 603. The RFA, see 5 U.S.C. § 601 ef seq., has been amended by the Contract With America

Advancement Act of 1996, Pub. L. No. 104-121, 110 Stat. 847 (1996) (CWAAA). Title Il of the CWAAA is the
Small Business Regulatory Enforcement Fairness Act of 1996 (SBREFA).

21 See 5 U.S.C. § 605(b).

2125 U.8.C. § 601(6).

M 5us.C § 601(3) (incorporating by reference the definition of “small business concern” in Small Business Act,

15 U.S.C. § 632). Pursuant to 5 U.S.C. § 601(3), the statutory definition of a small business applies “unless an
agency, after consultation with the Office of Advocacy of the Small Business Administration and after opportunity
for public comment, establishes one or more definitions of such term which are appropriate to the activities of the
agency and publishes such definition(s) in the Federal Register.”

21415 U.S.C. §632.
13 See 5 U.S.C. § 605(b).
21847 C.F.R. §§ 1.1200-1.1216.
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views and arguments presented is generally required.”'” Other requirements pertaining to oral and written

presentations are set forth in section 1.1206(b) of the Commission's rules.*"®
D. Comment Filing Procedures
62. Pursuant to sections 1.415 and 1.419 of the Commission's rules,”'” interested parties may

file comments and reply comments on or before the dates indicated on the first page of this document.
Comments may be filed using: (1) the Commission's Electronic Comment Filing System (ECFS); (2) the
Federal Government's eRulemaking Portal; or (3) by filing paper copies.”*’

e Electronic Filers: Comments may be filed electronically using the Internet by accessing the
ECFS: http://www.fcc.gov/cgb/ects/ or the Federal eRulemaking Portal:
http://www.regulations.gov. Filers should follow the instructions provided on the website for
submitting comments.

o For ECFS filers, if multiple docket or rulemaking numbers appear in the caption of this
proceeding, filers must transmit one electronic copy of the comments for each docket or
rulemaking number referenced in the caption. In completing the transmittal screen, filers
should include their full name, U.S. Postal Service mailing address, and the applicable
docket or rulemaking number. Parties may also submit an electronic comment by
Internet e-mail. To get filing instructions, filers should send an e-mail to ecfs@fcc.gov,
and include the following words in the body of the message, “get form.” A sample form
and directions will be sent in response.

o Paper Filers: Parties who choose to file by paper must file an original and four copies of
each filing. If more than one docket or rulemaking number appears in the caption of this
proceeding, filers must submit two additional copies for each additional docket or
rulemaking number.

e Filings can be sent by hand or messenger delivery, by commercial overnight courier, or by first-
class or overnight U.S. Postal Service mail (although we continue to experience delays in
receiving U.S. Postal Service mail). All filings must be addressed to the Commission's Secretary,
Office of the Secretary, Federal Communications Commission.

o The Commission's contractor will receive hand-delivered or messenger-delivered paper
filings for the Commission's Secretary at 236 Massachusetts Avenue, NE, Suite 110,
Washington, DC 20002. The filing hours at this location are 8:00 a.m. to 7:00 p.m. All
hand deliveries must be held together with rubber bands or fasteners. Any envelopes
must be disposed of before entering the building.

o Commercial overnight mail (other than U.S. Postal Service Express Mail and Priority
Mail) must be sent to 9300 East Hampton Drive, Capitol Heights, MD 20743.

o U.S. Postal Service first-class, Express, and Priority mail should be addressed to 445 12th
Street, SW, Washington, DC 20554.

63. In addition, one copy of each pleading must be sent to the Commission's duplicating
contractor, Best Copy and Printing, Inc, 445 12th Street, SW, Room CY-B402, Washington, DC 20554;
website: www.bcpiweb.com; phone: 1-800-378-3160. Furthermore, three copies of each pleading must
be sent to Antoinette Stevens, Telecommunications Access Policy Division, Wireline Competition

21747 CFR. § 1.1206(b)(2).
218 47 C.F.R. § 1.1206(b).
21947 C.F.R. §§ 1.415, 1.419.

220 See Electronic F iling of Documents in Rulemaking Proceedings, GC Docket No. 97-115, Report and Order, 13

FCC Red 11322 (1998).
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Bureau, 445 12th Street, SW, Room 5-B521, Washington, DC 20554; e-mail:
antoinette.stevens@fcc.gov.

64. Filings and comments are also available for public inspection and copying during regular
business hours at the FCC Reference Information Center, Portals II, 445 12th Street, S.W., Room CY-
A257, Washington, D.C., 20554. Copies may also be purchased from the Commission's duplicating
contractor, BCPI, 445 12th Street, S.W., Room CY-B402, Washington, D.C. 20554. Customers may
contact BCPI through its website: www.bcpiweb.com, by e-mail at fcc@bcpiweb.com, by telephone at
(202) 488-5300 or (800) 378-3160 (voice), (202) 488-5562 (tty), or by facsimile at (202) 488-5563.

65. To request materials in accessible formats for people with disabilities (Braille, large print,
electronic files, audio format), send an e-mail to fcc504@fcc.gov or call the Consumer & Governmental
Affairs Bureau at (202) 418-0530 (voice) or (202) 418-0432 (TTY). Contact the FCC to request
reasonable accommodations for filing comments (accessible format documents, sign language
interpreters, CART, etc.) by e-mail: FCC504@fcc.gov; phone: (202) 418-0530 or TTY: (202) 418-0432.

66. For further information regarding this proceeding, contact Ted Burmeister, Attorney
Advisor, Telecommunications Access Policy Division, Wireline Competition Bureau at (202) 418-7389,
or theodore.burmeister@fcc.gov.

VI ORDERING CLAUSES

67. Accordingly, it is ORDERED that, pursuant to the authority contained in sections 1, 2,
4(1), 4(j), 201-205, 214, 220, and 254 of the Communications Act of 1934, as amended, 47 U.S.C. §§ 151,
152, 154(1), 154(j), 201-205, 214, 220, and 254, this order IS ADOPTED.

68. IT IS FURTHER ORDERED that this order shall be effective 30 days after publication in
the Federal Register, pursuant to 5 U.S.C. § 553(d)(3) and section 1.427(b) of the Commission’s rules, 47
C.F.R. § 1.427(b).

69. IT IS FURTHER ORDERED that, pursuant to the authority contained in sections 1, 2,
4(1), 4(j), 201-205, , 214, 220, and 254 of the Communications Act of 1934, as amended, 47 U.S.C. §§
151, 152, 154(1), 154(j), 201-205, 214, 220, and 254, this notice of proposed rulemaking IS ADOPTED.

70. IT IS FURTHER ORDERED that the Commission's Consumer and Governmental
Affairs Bureau, Reference Information Center, SHALL SEND a copy of this notice of proposed
rulemaking, including the Initial Regulatory Flexibility Certification, to the Chief Counsel for Advocacy
of the Small Business Administration.

FEDERAL COMMUNICATIONS COMMISSION

Marlene H. Dortch
Secretary
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APPENDIX A

List of Commenters

NPRM Comments
Commenter Abbreviation
AT&T Inc. AT&T

Erratum
BellSouth Corporation BellSouth

Erratum
CenturyTel, Inc. CenturyTel
CTIA — The Wireless Association CTIA
Dobson Cellular Systems, Inc. Dobson
General Communication, Inc. GCI
GVNW Consulting, Inc. GVNW
Hawaiian Telcom, Inc. HT
Towa Telecommunications Services, Inc.

d/b/a Towa Telecom Iowa Telecom
Iowa Utilities Board 1UB
Massachusetts Department of Telecommunications

and Energy MDTE
Middle Atlantic Regulatory Commission and

State Commissioners of the MACRUC States MACRUC Members
Minority Media and Telecommunications Council

Communications Workers of America

Hispanic Technology and Telecommunications
Partnership

Hispanics in Information Technology and
Communications

League of United Latin American Citizens

National Association of Hispanic Publications

National Puerto Rican Coalition

Office of Communication of the United Church
of Christ, Inc.

Union De Trabajadores De Comunicaciones

National Association of State Utility Consumer

Advocates NASUCA
Nebraska Public Service Commission Nebraska PSC
Nebraska Rural Independent Companies Nebraska Companies
Oregon Telecommunications Association and OTA

The Washington Independent Telephone
Association WITA
Organization for the Promotion and Advancement

of Small Telecommunications Companies OPASTCO
Public Service Commission of Wisconsin PSCW
Puerto Rico Telephone Company, Inc. PRT
Qwest Communications International Inc. Qwest

Regulatory Commission of Alaska
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Commenter Abbreviation

Rural Independent Competitive Alliance RICA
Sandwich Isles

TelAlaska

Yukon Telephone

Adak Telephone Utility

Bristol Bay Telephone Cooperative

Copper Valley Telephone Cooperative

Cordova Telephone Cooperative

OTZ Telephone cooperative

Summit Telephone Company

United Utilities STYu, et. Al
Sprint Nextel Corporation Sprint Nextel
Verizon telephone companies Verizon
Vermont Public Service Board VtPSB

Vermont Department of Public Service VtDPS

Maine Public Utilities MPUC
Washington Utilities and Transportation Commission WUTC
Western Telecommunications Alliance WTA
Wyoming Office of Consumer Advocate Wyoming OCA
Wyoming Public Service Commission Wyoming PSC
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NPRM Reply Comments
Commenter

Ad Hoc Telecommunications Users Committee
Errata of the Ad Hoc
Alltel Communications Inc.
AT&T Inc.
BellSouth Corporation
Cameron Telephone Company, LLC
Colorado Public Utilities Commission
General Communication, Inc.
GVNW Consulting, Inc.
Florida Public Service Commission
Massachusetts Department of Telecommunications and Energy
Minority Media and Telecommunications Council
Communications workers of America
Hispanic Technology and Telecommunications
Partnership
Hispanics in Information Technology and
Communications
League of United Latin American Citizens
National Association of Hispanic Publications
National Puerto Rican Coalition
Office of Communication of the United Church of Christ, Inc.
Union De Trabajadores De Comunicaciones
Montana Public Service Commission
National Association of State Utility Consumer
Advocates
National Telecommunications Cooperative Association
Nebraska Rural Independent Companies
New Jersey Division of the Ratepayer Advocate
Public Service Commission of Wisconsin
Puerto Rico Telephone Company, Inc.
Qwest Communications International Inc.
South Dakota Telecommunications Association
State of Hawaii
Telecommunications Regulatory Board of Puerto Rico
Texas Office of Public Utility Counsel
VerizonVerizon
Vermont Public Service Board
Vermont Department of Public Service
Maine Public Utilities Commission
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Abbreviation
Ad Hoc

Alltel
AT&T
BellSouth
Cameron
COPUC
GCI
GVNW
Florida PSC
MDTE

MMTC
Montana PSC

NASUCA

NTCA

Nebraska Companies
Ratepayer Advocate
PSCW

PRT

Qwest

SDTA

State

Board

Texas OPC

VtPSB
VtDPS
MPUC
(collectively Vermont/Maine)
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APPENDIX B

Proposed Rules
PART 54 —- UNIVERSAL SERVICE

1. The authority citation for Part 54 continues to read as follows:
AUTHORITY: 47 U.S.C. 151, 154(i), 201, 205, 214,

and 254 unless otherwise noted.

Subpart E — Universal Service Support for Low-Income Consumers

2. Amend Section 54.411 by revising the first sentence of paragraph (a)(3) and the second sentence of
paragraph (b), and adding paragraph (e) to read as follows:

(3) For an eligible resident of Tribal lands or Puerto Rico, a reduction of up to $70, in addition to the
reduction in paragraph (a)(1) of this section, to cover 100 percent of the charges between $60 and $130
assessed for commencing telecommunications service at the principal place of residence of the eligible
resident of Tribal lands or Puerto Rico. * * *

(b) * * * An eligible resident of Tribal lands or Puerto Rico may participate in paragraphs (a)(1), (a)(2),
and (a)(3) of this section.

% sk ok

(e) In order to receive enhanced Link Up support for discounted connection charges provided to eligible
residents of Puerto Rico pursuant to paragraph (a)(3) of this section, an eligible telecommunication carrier
must comply with the following requirements:

(1) An eligible low-income consumer in Puerto Rico has requested service under the Lifeline or Link Up
Programs but such service could not be provided absent construction of additional facilities.

(2) The eligible telecommunications carrier must report the number of consumers that request such
additional Link Up support, the number of consumers that receive such support, the reasons why any
requesting consumers did not qualify for or receive such support, the cost of constructing the additional
facilities, and a description of the additional facilities constructed. This information must be included in
the annual report required by section 54.209 of our rules.
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CONCURRING STATEMENT OF
COMMISSIONER MICHAEL J. COPPS

In the matter of High-Cost Universal Service Support, Federal-State Joint Board on Universal Service,
Lifeline and Link Up Support, WC Docket Nos. 05-337 and 03-103, and CC Docket No. 96-45

In 2005, the Commission issued an NPRM tentatively concluding that high-
cost Universal Service funding in Puerto Rico should be increased to raise telephone penetration rates—
the lowest in the country. I agreed with the tentative conclusion, voted to approve the NPRM and
expected that the Commission would proceed to an Order setting up a funding mechanism that would
attend to the specific needs of Puerto Rico. That Commission failed to follow through, however, and no
action was taken to address the concerns raised in the NPRM. At the end of 2008, PRTC filed a petition
for a writ of mandamus before the D.C. Circuit seeking Commission action on the 2005 NPRM. While I
was Acting Chairman, on behalf of the Commission I committed to a timeline for addressing the matter.
And the present Commission has dutifully stuck by that timeline, culminating in today’s Order. Finally
we take a much needed closer look at the critical issue of telephone service in Puerto Rico.

However, I can only concur in today’s decision. While I can understand the road the majority is
traveling—and even my colleagues’ reasons for doing so—I cannot, as someone who has been pushing
for resolution for so many years, wholeheartedly endorse the more gradualist approach we take today.

The Order finds that circumstances have changed in Puerto Rico and the justifications for the 2005
tentative conclusions are no longer valid. I agree that the situation has changed: according to some
calculations, voice penetration in Puerto Rico is now 91.9%, a marked improvement from the less than
three-quarters take rate that the Commission observed in 2005. In addition, the
collective Universal Service support going to providers in Puerto Rico—support to CETCs as well
as Lifeline support—has increased significantly. This suggests that the Commission’s Universal Service
funds have changed the telecommunications access in Puerto Rico for the better. But better is not good
enough for the good people of Puerto Rico. Voice penetration there still falls significantly below the
national average. Furthermore, the insular nature of Puerto Rico, as well as its low median household
income—roughly one third of the national median household income——create a unique situation which
should not be overlooked any longer. More is needed here.

The Order points out that the Commission cannot address the immediate voice
telecommunications needs of the people of Puerto Rico because our focus is shifting
from Universal Service support of legacy voice services to comprehensive Universal Service reform for
high-speed broadband services. Since I arrived at the Commission, I have encouraged the adoption and
implementation of a national plan that would make ubiquitous, affordable high speed, value-laden
broadband service a reality. While some areas of the country are seeing such service now, or may see it
in the near future through infrastructure upgrades, the record shows that there are areas in Puerto Rico that
have no infrastructure. Not only is voice service not available, but there is no wireline foundation for
broadband service either—putting the people of Puerto Rico that much further from getting the broadband
service that we recognize as a necessity in the Digital Age. I do hope we can move forward with
implementing the National Broadband Plan to make sure that these areas that lack service—insular, as
well as tribal areas and rural areas—at least get the same service that the rest of the country already takes
for granted. But, again, this is a longer-term approach to a serious near-term problem.

I am somewhat heartened by the proposal in today’s Notice of Proposed Rulemaking to increase
support through the Link Up Program in Puerto Rico. The additional support would be used to offset
facility construction charges for getting voice service to eligible subscribers. The problem of low voice
penetration in Puerto Rico—while improved in recent years—still remains. Based on the household
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income numbers in Puerto Rico, it appears that additional funding for build-out and service to subscribers
with particular financial needs would be helpful. Now we will have to wait to review the record on this
Notice to understand how the proposal will work, and, should we find that the proposal is a good one, we
will have to wait even longer for an Order adopting rules to implement it. It is a shame that the people of
Puerto Rico must wait so long for infrastructure and service levels that the rest of the United States is
already experiencing. But I do expect that this Commission will move swiftly on this proposal and adopt
programs that will encourage broadband deployment and adoption in Puerto Rico. Let’s not wait another
five years to see that Puerto Rico gets the voice and broadband service that it needs.
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STATEMENT OF
COMMISSIONER ROBERT M. McDOWELL

In the matter of High-Cost Universal Service Support, Federal-State Joint Board on Universal Service,
Lifeline and Link Up Support, WC Docket Nos. 05-337 and 03-103, and CC Docket No. 96-45

I have often said that, while the Universal Service system has been critical in connecting
Americans and has improved their quality of life, the system needs comprehensive reform. I have noted
that Universal Service reform must accomplish five basic objectives. The Commission must:

(1) contain the growth of the Fund;

(2) in a limited and fiscally sound manner, explore the possibility of
broadening the base of contributors;

(3) reduce the contribution burden;

(4) ensure competitive neutrality; and

(5) eliminate waste, fraud and other abuses of the system.

As a general matter, the Commission must achieve these objectives instead of adding to the growth of the
fund. As such, I am concerned that some of the proposed ideas in the Notice of Proposed Rulemaking
could ultimately result in expansion of the fund. On the other hand, the high level of poverty in Puerto
Rico has produced a unique circumstance. It is vital to our mission that the Commission gathers a record
that provides us with a full understanding of the ramifications of these proposed rules.

In the meantime, I look forward to working with my colleagues on comprehensive Universal
Service reform.
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STATEMENT OF
COMMISSIONER MIGNON L. CLYBURN

In the matter of High-Cost Universal Service Support, Federal-State Joint Board on Universal Service,
Lifeline and Link Up Support, WC Docket Nos. 05-337 and 03-103, and CC Docket No. 96-45

I support today’s Order and NPRM because it attempts to address the telephone service needs of
the people of Puerto Rico within the confines of the high-cost fund. While the conclusions reached by the
Order are fundamentally sound, I concur in the Order because the Commission waited far too long to act
on the original NPRM. While a variety of circumstances enabled telephone subscribership to grow
significantly since the NPRM was issued, we should not use this fortuity as a rationale for inertia in
similar cases in the future. I will work hard to ensure that we expeditiously complete our deliberations on
the new NPRM so that the low-income citizens of Puerto Rico who lack access to telephone service due
to inadequate infrastructure obtain additional financial assistance to become connected as soon as
possible.

The data currently available strongly suggests that the Commission would not be justified in
creating a unique and individualized high-cost mechanism to direct additional funds to a particular
company for providing voice service in Puerto Rico. While there still exists a gap between the telephone
penetration rate in Puerto Rico and the mainland, as the Order notes, the upwards projection of that rate,
the total universal service dollars flowing to Puerto Rico, and the success of competitive providers on the
island indicate that the situation has dramatically improved.

PRTC’s main argument for its own high-cost mechanism is that its costs are much higher due to
Puerto Rico’s insular nature. It has not explained however, how its new model — one that would grant the
company a far more beneficial status than even rural carriers — would more appropriately account for any
differences due to its insular nature. PRTC’s argument that it deserves special treatment because there are
200,000 households without wireline infrastructure is also unavailing. The company has not
demonstrated that those households cannot receive any voice service from any provider on the island,
which is an essential piece of our high-cost analysis. Finally, PRTC asserts that it deserves a far more
favorable benchmark because of the economic challenges Puerto Rico continues to endure. While this
fact is important, the Order correctly states a new high-cost mechanism does not properly address that
issue.

To more effectively and appropriately address the needs of the people of Puerto Rico, the
Commission has wisely issued an NPRM to seek comment on extending voice service to low-income
consumers in Puerto Rico. I hope that we directly hear from Puerto Rico, its citizens, the
Telecommunications Regulatory Board, and the telecommunications industry about our proposal to
extend the Link Up program in Puerto Rico. Our aim is to help address the telecommunications needs of
those citizens who have no access to voice service on the island and will close the telephone penetration
gap that results from lack of telephone infrastructure to low-income households. It is critical that once the
record is complete, we deliberate and issue an Order expeditiously.

I also would like to note my concern that our most recent broadband data indicates that as of
December 31, 2008, only 24% of households in Puerto Rico have broadband connections over 200 Kbps
in at least one direction. This is far below the 60% of total U.S. households. This suggests that Puerto
Rico’s broadband infrastructure is lagging far behind the mainland and that broadband service may not be
affordable to Puerto Ricans. While it is encouraging that the parent company of PRTC, América Moévil,
has invested approximately $285 million in broadband infrastructure in Puerto Rico over the last three
years, it is important that during our comprehensive reform of universal service we consider whether
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those areas that are unserved or underserved and have significant numbers of disadvantaged consumers,
including insular areas like Puerto Rico, will need special measures for delivering broadband, ensuring its
affordability, and encouraging its adoption and use. For Puerto Rico, and the rest of the nation,
broadband has the potential to make a significant difference for the people and its economy. I encourage
all interested parties in Puerto Rico, as well as other underserved and unserved communities, to remain
engaged with us on these issues as we move forward with comprehensive universal service reform.
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