
Key Points:

n  The FCC voted to eliminate the “rate floor” for rural telecom service providers which 
had penalized providers for charging customers less than a pre-defined minimum.

n  With broadband growth, small rural telecom operators can benefit as  
consumers swap traditional pay TV services for a growing number of over-the-top 
(internet) options.

n  Facebook is planning to enter the network infrastructure space as a provider of 
transport services with its Middle Mile Infrastructure subsidiary.

n  Digital Realty and INDATEL have partnered to provide businesses with secure  
private cloud access using INDATEL’s existing fiber assets. It allows INDATEL’s 
member carriers to offer their customers direct, private, and secure connectivity  
to multiple cloud providers. 

n  The reality of 5G may be difficult for regional carriers as they will need adequate 
spectrum, funding, and infrastructure to remain competitive with larger carriers.
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WIRELINE & REGULATORY
Prepared by Mike Harder

FCC Eliminates Rate Floor

In May 2019, the Federal Communications Commission (FCC) voted to eliminate 
the so-called “rate floor” for rural telecom service providers. The rate floor rule was 
originally adopted in 2011 and essentially penalized rural telecom service providers by 
reducing their Universal Service Fund reimbursements if they charged their customers 
below a pre-defined minimum. The rate floor is currently set at $18 per location but 
would have increased to $26.98 per location had the order not been adopted.



www.cobank.com

Prepared by CoBank’s Knowledge Exchange Division  •  July 2019© CoBank ACB, 2019 2

The FCC also increased the Alternative Connect America 
Cost Model (A-CAM) monthly funding threshold to 
$52.50 and the funding cap per location to $200. These 
higher threshold amounts should increase A-CAM 
payments to those who accept this revised offer.

CAF II 

The Connect America Fund (CAF) phase II auction in 
2018 awarded $1.49 billion in support over 10 years to 
deploy broadband in 45 states to more than 713,000 
locations. Approximately 73% of locations available for 
auction received winning bids. There were just 103 
winning bidders, including consortiums comprised of 
multiple individual entities, yielding a total of 134 entities. 
According to the FCC, each winning entity will have  
10 business days to submit a supporting letters of credit 
and buildout plans once they are added to the FCC’s 
“ready to authorize” list.

The first wave entities were authorized to receive funding 
beginning in February 2019. The entities receiving funds 
included rural telecoms, rural electric coops, satellite 
broadband, and fixed wireless broadband providers.

Recipients of the CAF II awards must achieve the 
following:

1.  Offer commercially at least one voice and one 
broadband service meeting the relevant service 
requirements to the required number of locations in 
the following timeframe:

•  40% of the required number of locations in a  
state by the end of third year of support;

•  An additional 20% in each subsequent year; and

•  100% by the end of the sixth year of support.

2.  File annual reports and build-out milestone 
certifications, as well as data on the locations where 
service is available.

3.  Offer at least one broadband and voice service at 
rates that are reasonably comparable to the rates for 
similar service in urban areas.

USDA “Re-Connect” Program Update

The USDA has been investing in rural telecommunications 
infrastructure for decades. Its current programs offer 
more than $700 million per year for modern broadband 
e-connectivity in rural communities all over the U.S. In the 
coming months, the USDA will seek to deploy $600 million 
in additional funds to support rural broadband. According 
to the FCC, 80% of the 24 million American households 
that do not have reliable, affordable high-speed internet 
are in rural areas. 

Due to the 35-day government shutdown in December 
2018-January 2019, the USDA revised grant and loan 
application deadlines to early summer with funds to be 
deployed in the latter half of 2019. n
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CABLE & SATELLITE
Prepared by Clay Curry

Subscriber Trends

Traditional pay TV (cable, telco, 
and satellite) lost nearly 4 million 
subscribers in 2018, down 4.2% 
compared to -3.7% in 2017. The 
cord-cutting trend continued to 
accelerate in Q1 2019 with traditional 
pay TV subscribers -4.8% year-over-
year (YoY) compared to -3.7% YoY 
decline in Q1 2018. Once again, 
satellite providers accounted for  
62% of the pay TV industry’s losses: 
-9% YoY in Q1 2019 (compared to 
-5.3% YoY in Q1 2018). 

Cable video subscriber trends remained in negative 
territory in Q1 2019 (Exhibit 1), unsurprisingly, but the 
-2.5% YoY was comparable to the prior four quarters 
as the cable industry continues to outperform its legacy 
pay TV peers. While the cable industry benefits from 
the more advanced video offering of the largest players 
(Comcast, Charter, and Altice make up ~83% of all cable 
video), cable may also be getting a boost by picking up 
some dissatisfied satellite subscribers.  

Smaller rural operators have an opportunity to benefit 
from satellite’s losses. With more than 28 million  
satellite TV customers remaining today, this presents  
a long-term opportunity for broadband growth, via 
increased penetration and speed upgrades, as consumers 
continue to shun traditional TV services for a growing 
number of over-the-top (internet) options – a shift that  
will increasingly require a high quality broadband 
connection in order to achieve the optimal in-home 
viewing experience.

Broadband Continues to Fuel  
Cable Momentum

Residential wireline broadband customers increased to 
98.6 million at the end of 1Q19, a 2.6% YoY increase 
as the industry benefitted from a growing number of 
new households and a 1.2% rise in wired penetration 
to 78.4%. Cable broadband (+4.6% YoY) accounted for 
all of the residential broadband growth over the trailing 
12-month period as cable continues to capitalize on the 
outflow of telco DSL subscribers.

Total wireline broadband, including commercial, grew to 
106.8 million (+2.6% YoY) in 1Q19 with cable increasing 
its share to 66% of all wired broadband subscribers, up 
from 64.7% a year ago. Cable’s speed advantage helps 
explain its continued market share dominance – at the 
end of 2018 ~75% of all cable residential broadband 
customers took 100 Mbps or more, while only ~33%  
of telco subscribers took a 100 Mbps or better 
broadband service.

EXHIBIT 1: U.S. Cable Basic Subscribers, Q1 2019 

Subscribers Growth (%)

Operator (000) (000) Seq. Annual

Comcast 21,866 -0.5% -1.8%

Charter 16,461 -0.9% -1.7%

Cox (SNL estimate) 3,564 -1.1% -5.6%

Altice USA 3,472 -0.3% -2.2%

Mediacom 764 -1.5% -6.5%

WideOpenWest 398 -2.0% -7.2%

Cable One 321 -1.8% -8.6%

Other (SNL estimate) 3,257 -1.8% -5.7%

U.S Totals 50,103 -0.8% -2.5%

Source: SNL Financial
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Cable’s broadband growth is expected to moderate in 
the coming years due to slowing household penetration 
gains, as well as new high-bandwidth competition from 
5G (fixed-wireless and mobile only) and increasing fiber 
to the home (FTTH) availability. However, according 
to SNL Financial’s high speed data market share 
projections, cable is expected to remain the dominant 
broadband delivery platform for the foreseeable future.

Competitive broadband’s threats to cable appear 
manageable in the near term since: 

1)  5G’s delayed launches, limited availability, and 
spotty speed test results so far do not appear to 
pose an imminent threat, 

2)  FTTH planned expansions decline after 2019  
and future all-fiber expansions may be more  
limited to new builds where installation costs  
are more manageable, 

3)  Existing satellite broadband is capacity constrained 
with high prices and low data caps and unlikely to 
find much residential adoption outside areas with  
no wired broadband, and 

4)  The future for new LEO (low-Earth-orbit) satellites 
from companies like SpaceX remains uncertain. n
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DATA CENTER & CLOUD PROVIDERS
Prepared by Omar Oronia

Digital Realty Connecting Rural 
America to the Cloud

Data tech company Digital Realty has partnered with 
member-owned carrier INDATEL to provide secure 
private cloud access. The partnership is billed as a 
step toward helping rural markets catch up to urban 
markets’ public cloud adoption. The companies say 
that the partnership will also let INDATEL’s member 
carriers offer their customers direct, private, secure 
connectivity to multiple cloud providers. This relationship 
should benefit INDATEL’s small rural telco members, 
and their customers, by reducing the costs to connect 
to major public cloud providers such as Microsoft Azure 
and Amazon Web Services. Greater access to public 
cloud services can help reduce a company’s operating 
expenses and improve the products and services they 
offer their customers. n
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FIBER TRANSPORT PROVIDERS
Prepared by Ron Blissett

Facebook Announces Middle-Mile Play

Kevin Salvadori, Facebook’s director of network 
investments, announced in a March blog post that the 
company is planning to enter the network infrastructure 
space as a provider of transport services. Reportedly, 
Facebook’s Middle Mile Infrastructure subsidiary will 
initially be focused on selling excess capacity along two 
new routes that Facebook is constructing between its 
data centers in Virginia, Ohio, and North Carolina.

Investing in its own infrastructure is not necessarily new 
for Facebook and other hyper-scale providers. Facebook 
has built special-purpose terrestrial fiber to connect its 
data centers in the past. The company is also active 
in partnerships and owned submarine cable networks 
globally. One article compared Facebook’s move to that 
of Amazon, where its Amazon Web Service business 
started by renting the excess capacity that was installed 
for peak retailing season.

One industry observer noted that this move could also 
put Facebook in a stronger negotiating position for 
routes they may want built by other providers. On the 
other hand, Facebook’s efforts to push content closer 
to users – by establishing additional data centers in 
more locations and building the needed connectivity – 
may make some underserved areas more attractive to 
other investors. Spearheading rural middle mile fiber 
investment could also yield some positive PR benefits 
for Facebook, given the intense scrutiny it continues 
to receive on many fronts (including the federal 
government) on privacy and content concerns.

Zayo Going Private

In May, publicly-traded Zayo Group Holdings, Inc. 
announced it had reached an agreement to be  
acquired by Digital Colony Partners and the EQT 
Infrastructure IV fund. 

Zayo is the industry leader among independent fiber 
companies and the transaction size would be the largest 
observed thus far. The closest was the 2017, $7.1 billion 
acquisition of Lightower by Crown Castle, which was 
consummated at a 13.65x multiple of EBITDA, higher 
than Zayo’s 11.7x multiple. Some industry observers 
hoped that a publicly-traded Zayo would bring increased 
investor understanding of the fiber transport sector when it 
completed its IPO in late 2014. As Zayo expanded further 
into co- location and other activities, it became harder to 
communicate the strong underlying fundamentals of the 
business for investors to develop a sufficient appreciation. 
Below-expected growth in recent quarters appears to have 
disappointed analysts and the market.

It remains to be seen if the acquisition multiple paid for 
Zayo will temper some of the high multiples observed 
in the space over the last several years. While there’s a 
great deal of complexity due to Zayo’s scale and business 
lines, one would still think the arguably premier asset 
in the fiber transport space would command more of a 
premium multiple. n
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WIRELESS & TOWER
Prepared by Michael Robbins

The 5G Reality Check

The hype surrounding 5G is real. The general 
population is eagerly anticipating 5G speeds 
running up to 100 times faster than current 
networks, including the rise of the internet of things 
(“IoT”) ranging from precision agriculture to smart 
cities. The vision is there, but the reality likely paints 
a different picture for 5G.

Reality #1: According to Interop Technologies, 
the possibilities of faster speeds and lower latency 
associated with 5G can also be achieved with 4G 
technology. There is no question that millimeter 
wave spectrum for 5G holds significantly greater 
capacity than spectrum used for 4G networks, but the 
issue lies in infrastructure densification and coverage. 
Wavelengths for 4G spectrum typically covers a range 
of ~10 miles, while millimeter spectrum has a range 
of ~1,000 feet, meaning billions of dollars in upfront 
investments from operators are needed to place cell 
sites, lay down underlying fiber, and develop a seamless 
network architecture – not to mention the investment in 
compatible spectrum. 

Reality #2: According to Chetan Sharma and Cisco,  
5G is the first wireless generation not anticipated to 
increase average revenue per user (“ARPU”) from 
increased data usage (unlike 3G or 4G), but will rather 
be used as a cost savings tool following the initial 
investment. Initial deployments of residential fixed 
wireless 5G have largely proved difficult to make a 
lucrative return, being characterized by expensive 
builds and downward pressure on pricing from strong 
competition with existing cable and telco providers. 
The most economical use case for 5G in the short term 
appears to be around enterprises in the IoT market, 
which doesn’t offer the same revenue profile or customer 
behavior as a traditional mobile subscriber. Ericsson 
projects the cost per gigabit to decrease, however, as 
networks and technologies evolve to support future 
profitability with 5G (Exhibit 2).

Reality #3: Nokia suggests that as customer demand 
is moving toward lower latency, networks are migrating 
closer to the edge and end user, with an emphasis 
on other converging trends such as virtualization and 
software-defined networking (i.e. automating and 
simplifying network processes). The impact of this 
plays well with the collaborative effort between service 
providers and enterprises in regards to private Long 
Term Evolution (LTE) and the IoT, who are demanding 
increased security, control, stability, and lower latency.

Rural Carrier Case

The impact of these 5G realities create difficult 
economics for regional carriers, given the large upfront 
investments needed to upgrade networks with a smaller 
user-base, as well as an outlook of flat to declining 
revenues. Regarding funding, carriers will have access 
to Mobility Fund II, which will make up to $4.53 billion 
in support available over 10 years to primarily rural areas 
that lack unsubsidized 4G LTE service. Carriers then have 
the opportunity to streamline their transition to 5G by 
using upgradable equipment on invested cell sites, while 
using the same spectrum.

EXHIBIT 2: Network Cost (capex and opex) Per Gigabyte

Source: Ericsson modeling

Network cost (capex and opex) per gigabyte

4G-only 4G+5G

2018 2019 2020 2021 20232022

Source: Ericsson modeling
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The Rise of Private LTE Networks?

Businesses have historically utilized Wi-Fi or public LTE 
connections per commercial carriers to support their 
operations. While Wi-Fi has the advantage of ubiquity 
and is fast and easy to deploy, there have been instances 
of lapses in security and reliability.  Using a public 
connection for LTE can be costly given a subscription is 
needed for every device, and coverage is often weaker 
indoors without any control of data. As a company trying 
to keep up with the growth in technology, which would 
you rather choose?

This is where private LTE networks are gaining 
momentum to fill this niche. Private LTE is a dedicated 
network for consumers, businesses, and the IoT, which 
are managed locally with unlicensed, licensed, or shared 
spectrum. The technology allows a business to control 
and monitor the data points moving through its network, 
while also providing increased security, efficiency, 
capacity, reliability, coverage, and reduced latency.

Per the Besen Group Seminar, the U.S. private LTE 
market is anticipated to grow at a CAGR of 35% between 
2019 and 2023. This is driven largely by the availability 
of new spectrum such as 3.5 GHz CBRS and MulteFire 
(use on unlicensed). Further, the Besen Group estimates 
that ~60% of private LTE usage will be by IoT devices. 
Business cases for private LTE include enterprises who 
want increased privacy/trust, availability of coverage 
as-a-service when public coverage is lacking, and the 
interoperability of equipment and devices.

According to a Navigant Research white paper, private 
LTE also has the potential to significantly simplify utility 
company networks, as the use of solar, wind, and other 
renewable power sources increases the complexity of 

their systems. Duke Energy conducted a case study in the 
UTC Journal in 2017, which concluded that in addition 
to its distribution and transmission grid, it had effectively 
created another grid just for its communications networks.

Ultimately, the adoption of private LTE will largely be 
influenced by the networks’ migration toward the edge, 
as well as the CBRS spectrum auction slated for late 
2020. Nonetheless, the technology may have a profound 
impact on the way many enterprises do business. n
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CoBank’s Knowledge Exchange Division welcomes readers’ comments and suggestions.
Please send them to KEDRESEARCH@cobank.com.
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