





Universal Service Fund: Background and Options for Reform

voice with at least 4 Mbps actual download speed and 1 Mbps of actual upload speed. The NBP
recommends that the FCC adhere to the following principles in developing the CAF: funding
should only be provided in geographic areas where there is no private sector business case to
provide broadband and high-quality voice grade service; there should be at most one subsidized
provider of broadband per geographic area; eligibility criteria should be company and technology
agnostic; ways to drive funding to efficient levels, including market-based mechanisms where
appropriate, to determine the firms selected for and the levels of support given should be
identified by the FCC; recipients of funding must be subject to accountability requirements and
subject to enforceable timelines for achieving access as well as a broadband provider-of-last
resort obligation.”’

The MF is created to provide targeted funding to ensure that all states achieve the national
average for 3G wireless coverage used for both voice and data. The MF will provide one-time
support for deployment of 3G networks. 3G availability, according to the NBP, will improve the
business case for the development of 4G networks in harder-to-serve areas and potentially benefit
public safety users. The NBP further recommends that the FCC “... select an efficient method,
such as a market-based mechanism, for supporting mobility in targeted areas.””

Low-Income Program

According to an FCC conducted broadband consumer survey 36% of non-adopters of broadband
cited a financial reason as the main reason they do not have broadband service at home.*® To
address this barrier the NBP recommends that both Low-Income programs, Lifeline and Link Up,
be expanded to increase broadband adoption levels for low-income households.®” The NBP
recommends that the FCC require that ETC’s receiving funds permit Lifeline customers to apply
Lifeline discounts to any service or package that includes basic voice service. In this way Lifeline
customers can apply their discounts to bundled offerings (i.e., voice and data) making broadband
service more affordable.®!

The NBP also recommends that the FCC integrate the expanded Lifeline and Link Up programs
with state and local e-government efforts as well as facilitate pilot programs to obtain information
to determine what program design elements most effectively increase adoption rates. Upon
completion of the pilot programs the FCC is directed to report to Congress on these results and
begin a “... full scale implementation of a low-income program for broadband.”*>

Schools and Libraries and Rural Health Care Programs

The NBP contains almost a dozen recommendations to modernize and improve the E-rate
program.®® These recommendations focus on three goals: improve flexibility, deployment, and use

ST NBP, Chapter 8, Availability, recommendation 8.2.

8 NBP, Chapter 8, Availability, recommendation 8.3.

% NBP, Chapter 9, Adoption and Utilization, 9.1, Understanding Broadband Adoption.

5 Details of this expansion are addressed in, Chapter 9, Adoption and Utilization, of the NBP.
81 NBP, Chapter 9, Adoption and Utilization, recommendation 9.1.

2 NBP, Chapter 9, Adoption and Utilization, recommendation 9.1.

5 A detailed discussion of all of these recommendations is contained in NBP Chapter 11,Education.Section 11.3,
Modernizing Educational Broadband Infrastructure.

Congressional Research Service 19



Universal Service Fund: Background and Options for Reform

of infrastructure; improve program efficiency; and foster innovation. Among these
recommendations are those that call for the FCC to initiate rulemakings to streamline the
applications process, raise the yearly cap on funding to account for inflation, and set goals for
minimum broadband connectivity for schools and libraries; adopt the pending notice of proposed
rulemaking to remove barriers to off-hours community use of E-rate funded resources; expand E-
rate support for internal connections to more schools and libraries; improve data collection efforts
on use of E-rate funds; provide more flexibility to purchase the lowest-cost broadband solutions;
and make overall broadband-related E-rate program expenses more cost-efficient.

Citing the importance of health care to the lives of consumers and its importance to the national
economy the NBP calls for reform of the Rural Health Care Program. The NBP calls for the
restructuring and expansion of its program components.** The NBP recommends that the existing
Internet Access Fund be replaced with a Health Care Broadband Access Fund, subsidy support be
increased beyond the current 25%, the application process be simplified, and, unlike the present
Fund, eligibility be expanded beyond rural health care providers to include both rural and urban
health care providers, based on need.® 1t also recommends that the FCC establish a Health Care
Broadband Infrastructure Fund, based on lessons learned from the Pilot Program, to subsidize
network deployment to health care delivery locations where existing network infrastructure is
insufficient.® Additional recommendations for the Rural Health Care Program include those that
suggest the FCC expand the definition of eligible health care provider to include long-term care
facilities, off-site administrative offices, data centers and other similar locations and suggest that
Congress consider expanding the definition for eligibility to include providing support of certain
for-profit entities.’” To help protect against, fraud, waste, and abuse the NBP recommends that the
FCC require that participating institutions meet outcomes-based performance measures to
measure the efficient use of health IT to ensure that funds are used to not only build and deploy
broadband infrastructure, but to improve the country’s health delivery system.*®

The NBP also recommends that federal and state policies, including USF policies, should
facilitate demand aggregation for broader community use and not develop policies that result in
dedicated, single purpose networks, such as school networks funded by E-rate, or hospitals
funded through the Rural Health Care program. Citing the extremely low connection rates and
other unique challenges facing Tribal lands, the NBP specifically recommends that Congress
amend the 1934 Communications Act to provide the FCC with the discretion to permit anchor
institutions on Tribal lands to share broadband network capacity funded through the E-rate and
rural health care programs with other community institutions designated by Tribal governments.”
The NBP also recommends that Congress consider amending the 1934 Communications Act to
help Tribal libraries overcome barriers to E-rate eligibility arising from state laws.”

6% A detailed discussion on the Rural Health Care Program recommendations is contained in NBP Chapter 10, Health
Care.

% NBP, Chapter 10, Health Care, recommendation 10.6

% NBP, Chapter 10, HealthCare, recommendation 10.7.

% NBP, Chapter 10, Health Care, recommendation 10.8.

8 NBP, Chapter 10, Health Care, recommendation 10.9.

% NBP, Chapter 8, Availability, recommendations 8.20 and 8.21.
" NBP, Chapter 11, Education, recommendation 11.22
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Funding

The NBP calls for a major restructuring of the USF, but recommends that the funding level be
maintained close to its current size (in 2010 dollars). The NBP recommends that $15.5 billion
(present value in 2010 dollars) be shifted, through selected reforms, over the next decade from the
existing USF High Cost program to support the transition to broadband.”" However, the NBP also
recommends that if Congress wishes to accelerate this transition it could allocate to the CAF
additional general funds of “... a few billion dollars per year over a two to three year period.””*

The NBP also recommends that the USF contribution base be broadened and the FCC “... adopt
revised contribution methodology rules to ensure that USF remains sustainable over time.””” It
does not, however, provide specific guidance on how this should be accomplished. Furthermore,
the NBP acknowledges the relationship between its broadband goals and the USF contribution
factor and seeks to ““... minimize the burden of increasing universal service contributions on

consumers.””*

Implementation

The NBP contains over 208 recommendations involving a wide range of Executive Branch
agencies, Congress, nonfederal and nongovernmental entities as well as the FCC; approximately
60 of these recommendations call for FCC action. The FCC has initiated a series of proceedings
which will provide further guidance regarding how the FCC-specific recommendations will be
implemented. These proceedings will flush out the details and give all stakeholders an
opportunity to provide input into how the FCC should proceed to implement the
recommendations contained in the NBP. The FCC also announced, on June 14, 2010, the
establishment of a Universal Service Working Group, an in-house multi-bureau group to facilitate
collaboration between the bureaus to further the universal service goals established in the
National Broadband Plan.”

High Cost Program

The FCC took two major steps towards implementing the NBP recommendations to reform the
USF High Cost program by adopting two Notices of Proposed Rulemaking: one to create a
Mobility Fund to address access to advanced wireless services; and the other to create a Connect
America Fund to promote the development of broadband services. The FCC is scheduled to vote
on these rulemakings on October 27, 2011.

"I NBP, Chapter 8, Availability, recommendation 8.6.

2 NBP, Chapter 8, Availability, recommendation 8.15.
3 NBP, Chapter 8, Availability, recommendation 8.10.
74 NBP, chapter 8, Availability, recommendation 8.12.

5 FCC Chairman Julius Genachowski Announces Launch of Universal Service Working Group. Released June 14,
2010. Available at http://hraunfoss.fcc.gov/edocs_public/attachmatch/DOC-298775A1.pdf.
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Mobility Fund

The FCC adopted, on October 14, 2010, a Notice of Proposed Rulemaking (NPRM) to seek
comment on proposals to create a Mobility Fund (MF) to improve the coverage of 3G wireless, or
better, services.”® Under this proposal the MF would provide one-time support, ranging from a
total of $100 million to $300 million, to areas that currently do not have access to advanced
wireless services, defined as those that offer mobile wireless voice telecommunications services,
e-mail, and Internet access. The NPRM proposes using a reverse auction mechanism to make the
support to service providers to extend 3G or better mobile voice and Internet service coverage in
specified unserved areas.”” The NPRM also seeks comment on a range of additional proposals,
including whether to make support available to any unserved area in the nation or target support
by making it available to limited areas; minimum performance and coverage requirements for MF
support; suggested administrative, management, and oversight functions to deter fraud, waste,
and abuse; and whether the MF initiative should be repeated. The comment and reply periods are
now closed.

Connect America Fund

The FCC proposed, in a Notice of Proposed Rulemaking (NPRM) and Further Notice of
Proposed Rulemaking (FNPRM), to eliminate and shift the money from the current High Cost
program by establishing a new Connect America Fund. Coupled with this action will be a shift in
focus from voice to subsidize broadband, which would include voice access. The NPRM and
FNPRM, adopted on February 8, 2011, call for this transition to occur in three phases over the
next 10 years.”® Numerous steps are proposed, to complete the transition of the current High Cost
program to a “new, more efficient, broadband-focused Connect America Fund,” to accelerate
broadband deployment. The USF concept is broadened to include the adoption of the principle
“that universal service support should be directed where possible to networks that provide
advanced services, as well as voice services” and suggests that broadband and mobility should be
added to the definition of supported services. The proposal calls for the use of a reverse auction to
provide broadband to unserved areas by awarding a “significant amount of funding” (from $500
million to more than $1 billion) in 2012 as a one-time infusion, with the potential for future
auctions. Recipients could be either fixed (wireline or wireless) or mobile wireless providers.

The notices seek comment on a wide range of proposals, some more immediate and others more
long term, to complete this transition. Included among these proposals, which are open for
comment by all stakeholders, are whether the use of reverse auctions, or another mechanism, is
appropriate to bring broadband to underserved areas; whether the per-line subsidy should be

"8 In the Matter of Universal Service Reform, Mobility Fund. WT Docket No. 10-208, Notice of Proposed rulemaking,
adopted October 14, 2010. Available at http://hraunfoss.fcc.gov/edocs_public/attachmatch/FCC-10-182A1.pdf.

71t should be noted that the Obama Administration’s FY2012 budget calls for a “national wireless initiative,” with a
one-time infusion of $5 billion into the USF, to extend 4G wireless coverage to at least 98% of the population, within
five years.

"8 In the Matter of Connect America Fund; A National Broadband Plan for Our Future; Establishing Just and
Reasonable Rates for Local Exchange Carriers; High-Cost Universal Service Support; Developing a[n] Unified
Intercarrier Compensation Regime,; Federal-State Joint Board on Universal Service; Lifeline and Link-Up. WC Docket
No. 10-90, GN Docket No. 09-51, WC Docket No. 07-135, WC Docket No. 05-337, CC Docket No. 01-92, CC Docket
No. 96-45, WC Docket No. 03-109, Notice of Proposed Rulemaking and Further Notice of Proposed Rulemaking,
adopted February 8, 2011. Available at http://www.fcc.gov/Daily Releases/Daily Business/2011/db0209/FCC-11-
13A1.pdf.

Congressional Research Service 22



Universal Service Fund: Background and Options for Reform

capped at $3,000 per year in high-cost areas in the continental United States, absent exceptional
circumstances; whether existing carriers should be given the first option to continue serving a
given area, or whether some other option should be pursued; whether the minimum broadband
speed should be set at 4 megabits per second actual downstream and 1 megabit per second actual
upstream, or 3 megabits/768 kilobits per second, or a different speed requirement; how often
broadband speed requirements should be reevaluated; what public interest obligations should
apply to eligible telecommunications carriers; ending the identical support rule; adopting
performance goals and metrics; the appropriate role of the states in preserving and advancing
universal service, and the expected level of financial commitment from the states. The comment
and reply periods are closed.

Low Income Program

The FCC adopted, on March 3, 2011, a notice of proposed rulemaking (NPRM) seeking comment
on a set of reforms to “modernize and drive tougher accountability measures” for the Lifeline and
Link Up components of the Low Income program.” The FCC is soliciting comments on proposed
changes that will better position the program to, among other concerns, take on the expanded role,
detailed in the NBP, as a provider of broadband service. The NPRM seeks to modernize the
program to accommodate broadband while still controlling program size, strengthen program
administration and accountability, increase protections against fraud, waste, and abuse, and
improve enrollment and outreach efforts. More specifically the proposed reforms include those to
create a National Accountability Database to verify consumer eligibility and a uniform national
framework for validating ongoing eligibility; eliminate funding for services that go unused for
more than 60 days; evaluate the need for a temporary or permanent cap to control program
growth; permit eligible households to use Lifeline discounts on bundled voice and broadband
service offerings; address the unique situations facing residents on Tribal lands; and establish
pilot programs, from savings from reforms, to test strategies for supporting broadband services.
Comments were due April 21, 2011, and replies May 10 and 25, 2011.

Separately, the FCC adopted, on June 17, 2011, a report and order to address “potential waste” in
the Lifeline and Link Up programs by strengthening rules to prevent support payments for
multiple services to the same individual.** The FCC clarified that an eligible consumer may only
receive support for “a single telephone line in their principle residence” and codified that ... no
qualifying consumer is permitted to receive more than one Lifeline subsidy concurrently.”®' This
clarification is necessary, according to the FCC, since consumers now have multiple Lifeline
options, through wireless carriers, in contrast to the past when most consumers only had one
option for telephone service through their incumbent telephone company’s wireline service. To
further insure that no duplication occurs the FCC has required that: USAC notify consumers that
are receiving multiple benefits that they are allowed only one Lifeline-subsidized phone service;
consumers in violation be given 30 days to select which subsidized service they wish to keep; and

™ In the Matter of Lifeline and Link Up Reform and Modernization, Federal-State Joint Board on Universal Service,
Lifeline and Link Up. WC Docket No. 11-42, CC Docket No. 96-45, WC Docket No. 03-109, Notice of Proposed
Rulemaking, released March 4, 2011. Available at http://www.fcc.gov//Daily Releases/Daily Business/2011/db0304/
FCC-11-32A1.pdf.

% In the Matter of Lifeline and Link Up Reform and Modernization, Federal-State Joint Board on Universal Service,
Lifeline and Link Up, WC Docket no. 11-42, CC Docket No. 96-45, WC Docket No. 03-109. Available at
http:/transition.fcc.gov/Daily Releases/Daily Business/2011/db0621/FCC-11-97A1.pdf.

8! In the Matter of Lifeline and Link Up Reform and Modernization, para 3 and para 8.
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companies not chosen must de-enroll the consumer from the Lifeline service within five days
after notification by USAC that they have been deselected by the consumer. The expectation is
that the dollars saved by removing duplicative Lifeline support will be used to help cover costs
associated with a yet-to-be-established pilot program to help expand the Low Income program to
provide broadband services.

Schools and Libraries Program

Reform of the Schools and Libraries Program (E-Rate Program) is also underway. The FCC
adopted, September 23, 2010, an order to “upgrade(d) and modernize(d)” the E-rate program.®
While significant these new rules are viewed by the FCC as “a first stage in a multi-stage upgrade
of the E-rate program.”™

Included among the proposals that were adopted are those that allow applicants to lease
broadband from a wider range of options, including dark fiber; permit schools to allow
community use of E-rate funded services outside of school hours; index the yearly $2.25 billion
funding cap to account for inflation as of the FY2010 funding year; support eligible services to
the residential portion of schools that serve students in special circumstances (e.g., schools on
Tribal lands, schools that meet special medical needs; juvenile justice facilities); permit schools
and libraries to receive consideration when disposing of and/or recycling E-rate-funded obsolete
equipment; streamline the application process; increase protections against fraud, waste, and
abuse by codifying the competitive bidding requirements and clarifying ethics obligations; and
establish a limited pilot program to support off-campus wireless connectivity for portable learning
devices outside of regular school or library learning hours.*

Rural Health Care Program

A NPRM initiating reforms to the Rural Health Care Program to expand the reach and use of
broadband connectivity by health care providers was adopted on July 15, 2010.* The FCC
maintains the existing $400 million funding cap but proposes three major changes to the existing
program: creation of a new health infrastructure program that would support up to 85% of the
new regional or statewide network broadband project construction costs to serve public and non-
profit healthcare providers (a 15% private funding match would be required); creation of a health

82 In the Matter of Schools and Libraries Universal Service Support Mechanism, A National Broadband Plan For Our
Future, CC Docket No. 02-6, GN Docket No. 09-51. Available at http://hraunfoss.fcc.gov/edocs_public/attachmatch/
FCC-10-175A1.pdf.

8 The FCC notes in paragraph 5 that the proposals adopted in this order do not address all of the proposals raised in the
E-rate NPRM adopted May 20, 2010. A copy of the NPRM, In the Matter of Schools and Libraries Universal Service
Support Mechanism; A National Broadband Plan CC Docket No. 02-6; GN Docket No. 09-51 is available at
http://hraunfoss.fcc.gov/edocs_public/attachmatch/FCC-10-83A1.pdf.

8 The FCC announced on March 9, 2011, the selection of 20 schools and libraries as part of a wireless pilot program,
“Learning On-The-Go,” to be funded from $9 million from the E-rate program. The pilot program will help K-12
students connect to the Internet at home and increase access to digitized materials, and help library patrons find and
apply for jobs. Qualified pilot programs will be funded, assuming compliance with all program requirements, in the
2011-12 school year. For a list of selectees see FCC Chairman Julius Genachowski Announces Recipients Of
Innovative Wireless Pilot Projects At Digital Roundtable in New York City, released March 9, 2011. Available at
http://www.fcc.gov/Daily Releases/Daily Business/2011/db0309/DOC-305088A1.pdf.

8 In the Matter of Rural Health Care Support Mechanism, WC Docket No. 02-06. Available at http://www.fcc.gov/
Daily_Releases/Daily_Business/2010/db0715/FCC-10-125A1.pdf.
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broadband services program that would subsidize 50% of the monthly recurring costs for access
to broadband services for eligible entities; and expansion of the definition of “eligible health care
provider” to include such entities as skilled nursing facilities, renal dialysis centers and facilities,
data centers, and administrative offices. Comment is also sought on issues such as prioritizing
funding requests; establishing performance measures; and whether there are any “unique
circumstances” in Tribal lands or insular areas “that would necessitate a different approach.”
Comments and replies on the NPRM have already been filed.

Congressional Activity

112 Congress

It is anticipated that Universal Service Fund reform will continue to be a topic of congressional
interest. Both the House Energy and Commerce Committee and the Senate Commerce, Science,
and Transportation Committee have included USF reform on their agendas of issues for
consideration and oversight. The Senate Commerce Committee held a hearing on October 12,
2011, on reforming the USF, with a particular focus on the High Cost Fund. The chairman and
ranking members of the House Energy and Commerce Committee and the Subcommittee on
Telecommunications and Technology have requested, in a June 22, 2011, letter to the FCC, USF
data focusing on the High Cost and Low Income programs to assist them to better understand the
USF and its operations.

Three stand-alone measures (H.R. 2163, H.R. 3118, S. 297) relating to USF have been introduced
to date. Representative Matsui introduced, on June 14, 2011, H.R. 2163, the “Broadband
Affordability Act of 2011.” This measure expands the USF’s low-income Lifeline program to
include subscribership to broadband services at reduced rates. Eligibility requirements are the
same as those used for the current Lifeline telephone program. Provisions require the FCC to
establish regulations to prevent eligible households from receiving more than a single subsidy per
household. The FCC is tasked with establishing the amount of support and determining whether
state matching funds will be required for participation as well as determining how broadband
service is defined. Broadband service providers are required to obtain FCC authorization to
participate in the program, but the program is neutral as to what type of technology is used and
does not require a provider to be classified as eligible telecommunications carrier to participate.

H.R. 3118, introduced on October 6, 2011, by Representative Farenthold, contains provisions to
freeze USF funding at 2011 levels and reform the Low Income program More specifically the
bill will: rescind the forbearance authority which is used by eligible carriers to offer prepaid
wireless Lifeline service; freeze USF funding at 2011 levels and transfer, on a yearly basis, $500
million of those funds to the General Fund of the Treasury; and implement reforms to the Low
Income Program, including the establishment of a database, to help prevent fraud, waste, and
abuse.

S. 297, introduced February 7, 2011, by Senator Rockefeller, amends Section 254 of the
Communications Act of 1934 to provide for a permanent exemption for the USF from the
Antideficiency Act.
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111* Congress

The House Subcommittee on Communications, Technology, and the Internet and the Senate
Commerce Committee are among the committees that held hearings on USF reform and the
FCC’s national broadband plan. Former House Communications Subcommittee Chairman
Boucher and Representative Terry released, on July 22, 2010, a bill (H.R. 5828) which addressed
comprehensive reform of the USF. H.R. 5828, the “Universal Service Reform Act of 2010,”
provided for a major restructuring of the USF. Included among its provisions were those that
expanded the USF to include support for broadband services; widened the contribution base to
support the USF; required the FCC to develop new cost models for calculating USF support;
limited fund eligibility; prohibited the FCC from adopting a primary line restriction; and directed
the FCC to establish performance goals and measures for each program to strengthen
accountability. The House Communications Subcommittee held a hearing, September 16, 2010,
on the measure, but no further action was taken.

Then-House Energy and Commerce Committee Chairman Waxman and other committee
members also expressed interest in examining USF reform and released USF data requested by
committee and subcommittee members from the FCC, focusing on USF support, that is being
used to better understand the USF and its operations.*

Legislation (H.R. 3646, H.R. 4619, S. 2879) to expand the role of the USF was introduced. In a
move to address the issue of affordability of broadband for low-income households
Representative Matsui introduced, on September 24, 2009, H.R. 3646, the “Broadband
Affordability Act of 2009.” This measure expanded the USF’s low-income Lifeline program to
include subscribership to broadband services at reduced rates. Eligibility requirements were the
same as those used for the current Lifeline telephone program. The FCC was tasked with
establishing the amount of support and determining whether state matching funds will be required
for participation. Broadband service provider were required to obtain FCC authorization to
participate in the program, but the program was neutral as to what type of technology is used and
did not require a provider to be classified as eligible telecommunications carrier. H.R. 4619, the
“E-Rate 2.0 Act 0of 2010,” introduced February 9, 2010, by Representative Markey, expanded the
E-rate program to address access to broadband. This bill created three temporary pilot programs
to expand access to broadband by: extending funding to qualifying low-income students for
vouchers to be used for monthly service fees for broadband services at home; expanding the E-
rate program to include discounts for community colleges and head start programs; and funding
an electronic books project. H.R. 4619 also called for the FCC to take steps to “streamline and
simplify” the E-rate program application process and adjusted the current $2.25 billion annual
program cap to account for inflation.

S. 2879, the “Broadband Opportunity and Affordability Act,” introduced on December 11, 2009,
by Senator Rockefeller, directed the FCC to conduct a two-year pilot program by expanding the
Lifeline program, to include broadband services. The FCC was tasked with establishing the
amount of support, determining whether state matching funds would be required for participation,
and ensuring that the program is technologically neutral in terms of providers. After 18 months of
operation the FCC was required to submit a report to the Senate Commerce and the House Energy

% This data was similar to that which was formerly requested in the 110™ Congress by Representative Waxman who at
the time was Chairman of the House Oversight and Government Reform Committee. For a further discussion of this
activity in the 110™ Congress see Appendix B.
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and Commerce committees on the status of the pilot program. S. 2879 also required the FCC to
initiate a notice of inquiry to determine whether the Link Up program should be expanded to
reduce the cost of initiating broadband service and report its findings to the Senate Commerce
and House Energy and Commerce committees.

Action to address the Antideficiency Act (ADA) exemption was also undertaken. In keeping with
previous Congressional efforts legislation to extend the ADA exemption for one year periods was
enacted. The Consolidated Appropriations Act, 2010, which was enacted into law (P.L. 111-117),
contained a provision to extend the USF ADA exemption until December 31, 2010; this
exemption was extended once again, until December 31, 2011, as part of the Continuing
Appropriations and Surface Transportation Extensions Act, 2011 (H.R. 3082; P.L. 111-322). S.
348, introduced January 29, 2009, by Senate Commerce Committee Chairman Rockefeller, and
H.R. 2135, introduced April 28, 2009, by Representative Rehberg, as well as provisions contained
in H.R. 5828, provided for a permanent ADA exemption for the USF, but none of these measures
received further consideration.

An additional provision pertinent to the USF is also contained in P.L. 111-117. This provision
prohibits the FCC from using its FY2010 funds to limit USF support to a primary, or single, line.
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Appendix A. USF Contribution Factors and State
Support

Table A-1. Universal Service Fund Contribution Factors

Year Quarter Factor
2004 First 8.7%
Second 8.7
Third 89
Fourth 89
2005 First 10.7%
Second 1.1
Third 10.2
Fourth 10.2
2006 First 10.2%
Second 10.9
Third 10.5
Fourth 9.1
2007 First 9.7%
Second 1.7
Third 1.3
Fourth 1.0
2008 First 10.2%
Second 1.3
Third 11.4
Fourth 1.4
2009 First 9.5%
Second .3
Third 12.9
Fourth 12.3
2010 First 14.1%
Second 15.3
Third 13.6
Fourth 12.9
2011 First 15.5%
Second 14.9
Third 14.4
Fourth 15.3

Source: Quarterly Public Notices on universal service contribution factors. Federal Communications
Commission.
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Table A-2. USF Support by State 2009

Universal Service Support Mechanisms by State: 2009
(Annual Payments and Contributions in Thousands)

Payments from USF to Service Providers '

High-Cost Low-Income Schools & Rural Health Estimated Net
State or Jurisdiction Support Support Libraries Care Total Estimated Contributions * | Dollar Flow *
Amount % of Total Amount % of Total

Alabama $100,061 $25,652 $28,922 $229 $154,864 2.13% $118,935 1.60% $35,929
Alaska 168,272 24,480 22,542 29,122 244,417 3.37% 19,511 0.26% 224,906
[American Samoa 3,939 39 4,282 141 8,400 0.12% 516 0.01% 7,885
Arizona 67,204 21,813 49,278 1,954 140,249 1.93% 146,289 1.97% -8,040
Arkansas 148,253 4,019 14,874 401 167,647 2.31% 68,063 091% 99,584
California 107,508 194,238 281,161 942 583,849 8.05% 822,527 11.05% -238,678
Colorado 79,397 2,905 14,452 234 96,989 1.34% 132,967 1.79% -35,979
Connecticut -390 5,389 22,255 0 27,253 0.38% 99,000 1.33% -71,746
Delaware 226 661 831 0 1,719 0.02% 27,334 0.37% -25615
Dist. of Columbia 0 1,077 8,440 0 9,518 0.13% 34,291 0.46% -24,773
Florida 70,396 74,720 75,933 854 221,903 3.06% 495 839 5.66% -273,936
Georgia 136,139 33,514 67,875 1,989 239,517 3.30% 243,770 3.27% -4,253
Guam 16,650 307 334 101 17,392 0.24% 3,904 0.05% 13,488
Hawaii 58,416 495 1,830 196 61,037 0.84% 36,936 0.50% 24,101
Idaho 50,779 3,603 4,750 257 59,389 0.82% 37,003 0.50% 22,386
lllinois 74,939 13,649 63,987 1,389 163,964 2.12% 307,767 4.13% -153,803
Indiana 74,418 4,917 22,702 §22 102,858 1.42% 145,484 1.95% -42,626
lowa 127,435 4,314 9,899 571 142,218 1.96% 67,353 0.90% 74,865
Kansas 230,301 3,128 15,278 327 249,034 3.43% 65,855 0.88% 183,179
Kentucky 101,805 9,802 28,136 708 140,451 1.94% 97,031 1.30% 43,420
Louisiana 156,494 12,011 35,427 40 203,972 2.81% 106,388 1.43% 97,584
Maine 27,443 6,798 6,159 63 40,463 0.56% 31,580 0.42% 8,883
Maryland 3,986 858 9,850 0 14,673 0.20% 163,148 2.19% -148,475
Massachusetts 2,413 21,043 22,729 160 46,335 0.64% 169,539 2.28% -123,204
Michigan 63,193 30,329 51,300 941 145,763 2.01% 212,378 2.85% 66,615
Minnesota 127,037 7.043 17,168 2,637 153,885 2.12% 118,125 1.59% 35,760
Mississippi 281,267 9,880 29,982 148 321,278 4.43% 66,750 0.90% 254,528
Missouri 108,639 8,198 26,168 578 143,583 1.98% 143,845 1.93% -262
Montana 79,855 3,875 4,201 843 88,774 1.22% 25215 0.34% 63,560
Nebraska 116,611 2,157 9,004 1,391 129,163 1.78% 41,711 0.56% 87,452
Nevada 25,570 2,906 4,295 73 32,845 0.45% 69,280 0.93% -36,435
New Hampshire 8,576 746 2,285 11 11,817 0.16% 36,248 0.49% -24,631
New Jersey 1,058 15,053 37,106 0 53,218 0.73% 248,888 3.34% -195,671
New Mexico 71,391 14,595 26,912 386 113,284 1.56% 48,248 0.65% 65,036
New York 44,967 60,082 237,857 62 342,968 4.73% 480,589 6.46% -137,621
North Carolina 85,635 33,809 57,744 312 177,581 2.45% 225632 3.03% -48,041
North Dakota 94,452 3,101 3,560 1,201 102,314 1.41% 16,438 0.22% 85,877
Northern Mariana ls. 1,309 168 1,142 0 2,619 0.04% 806 0.01% 1,813
Ohic 33,858 36,707 63,578 426 134,569 1.85% 259,335 3.48% -124,767
Oklahoma 142,547 71,141 35314 809 249,812 3.44% 78,444 1.05% 171,368
Oregon 78,826 5,413 15,057 312 99,608 1.37% 89,978 1.21% 9,629
Pennsylvania 57,770 21,603 69,524 108 149,006 2.05% 307,789 4.13% -158,783
Puerto Rico 74,387 28,854 8,735 0 111,977 1.54% 69,074 0.93% 42,902
Rhode Island 34 3,425 5,466 0 8,925 0.12% 24,456 0.33% -15,531
South Carolina 98,376 9,629 37,412 47 145,463 2.00% 110,601 1.49% 34,863
South Dakota 97,338 3,334 5,536 1,388 107,595 1.48% 19,168 0.26% 88,427
Tennessee 58,896 31,349 49,110 242 139,598 1.92% 157,946 212% -18,349
Texas 262,049 101,914 165,009 889 519,860 7.16% 518,620 6.97% 1,241
Utah 19,221 3,808 15,628 666 39,323 0.54% 55,550 0.75% -16,226
Vermont 21,208 2,576 1,382 115 25,282 0.35% 18,062 0.24% 7,220
\irgin Islands 15,986 77 2,014 74 18,152 0.25% 5,136 0.07% 13,016
\Virginia 72,933 15,198 29,056 731 117,918 1.63% 209,307 281% -91,389
Washington 94,459 17,704 27,850 80 140,092 1.93% 155,701 2.09% -15,609
West Virginia 58,640 1,189 10,647 308 70,784 0.98% 49,119 0.66% 21,665
Wisconsin 139,287 9,341 22568 5,281 176,478 2.43% 125,210 1.68% 51,268
VWyoming 50,740 469 3,559 148 54,917 0.76% 15,103 0.20% 39,813

Total $4,202,180  $1,025,194 $1,878,295 $60,698 37,256,367 100.00% $7,443,781 100.00% -$187,414

Notes: Figures may not add due to rounding. Support payments do not include quarterly true-ups. USF is an abbreviation for the Universal Service Fund.
! Data from USAC's Annual Report,

? Estimated contributions include administrative cost of approximately $187 million, as shown in USAC's Annual Report. Allocations of
contributions among states is an FCC staff estimate.

® Net dollar flow is positive when payments from USF to carriers exceed contributions to USF. Total is negative because of administrative expenses.

Source: Universal Service Monitoring Report, Table .12, Federal Communications Commission. December

2010.
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Appendix B. Congressional Activity: 110t Congress

The 110™ Congress took an active role regarding USF oversight and reform. Legislative measures
to address the reform, restructuring, and expansion into broadband of the USF were introduced
(S. 101, S. 711, S. 3491, H.R. 42, H.R. 2054, H.R. 5806, H.R. 6320, H.R. 6356, H.R. 7000), but
not enacted. The Senate Commerce Committee held a March 1, 2007, hearing on the challenges
facing the USF and the House Telecommunications Subcommittee held a June 24, 2008, hearing
focusing on the future of universal service including the role of broadband and its role in the
future of the program. FCC oversight hearings held by the Senate Commerce Committee and the
House Telecommunications Subcommittee, as well as hearings on broadband deployment held by
the House Small Business Committee included examination of USF issues. Furthermore, the
Senate Commerce Committee held a June 12, 2007, hearing to examine the federal-state Joint
Board’s recommendation that the FCC place an interim, emergency cap on the amount of high-
cost support that competitive eligible telecommunications carriers receive for each state from the
High Cost program. (For a further discussion of this proposal see the section on “Capping,”
above.)

The House Oversight and Government Reform Committee under the direction of then-Chairman
Waxman requested information from industry recipients as part of an oversight investigation of
the USF. The inquiry focused on the High Cost Fund portion of the program and requested
information from 24 companies that, according to the FCC, are the top 10 recipients of federal
high cost funds from 2006 through 2008 as well as the those that have received the 10 highest
per-line subsidies, by location, for 2006 and 2007. According to a memorandum®’ Chairman
Waxman sent to the committee, he was not accusing any of these companies of wrongdoing, but
felt that the gathering of additional information about and committee oversight of the USF
program will “benefit” the program and “may offer useful information to the state and federal
policymakers as they formulate proposals for USF reform.” This inquiry, he further stated, “is
consistent with the Committee’s strong interest in ensuring accountability in both the government
and private sector.”®

A provision to extend for one year (until December 31, 2007) the USF exemption from the
Antideficiency Act (ADA) was passed as part of the FY2007 continuing resolution (H.J.Res. 20)
and was signed into law (P.L. 110-5). Another one-year extension (until December 31, 2008) was
passed as part of the Consolidated Appropriations Act of 2008 (H.R. 2764; P.L. 110-161). Two
stand-alone measures (H.R. 278, S. 609) as well as provisions contained in S. 101 and H.R. 2054
calling for a permanent ADA exemption were introduced, but not enacted. Two additional
provisions pertinent to the USF are also contained in P.L. 110-161. One provision prohibits the
FCC from using its FY2008 funds to limit USF support to a primary, or single, line. The other
provision permits the transfer of up to $21,480,000 of FY2008 funds from the USF to monitor the
USF to prevent and remedy fraud, waste, and abuse, and to conduct audits and investigations by
the OIG.

87 Memorandum to Members of the Committee on Oversight and Government Reform, from Chairman Henry A.
Waxman, regarding Universal Service Fund High Cost Program Subsidies, July 28, 2008. Available at
http://oversight.house.gov/documents/20080728094856.pdf.

8 Examples of the letters sent to the companies are available at http://oversight.house.gov/story.asp?ID=2123.
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P.L. 110-161 (H.R. 2764)

Consolidated Appropriations Act, 2008. For the USF extends for one year (until December 31,
2008) the USF exemption for the Antideficiency Act (Title V, §510); prohibits the FCC from
using its FY2008 funds to limit USF support to a primary, or single, line (Title V, §511); permits
the transfer of up to $21,480,000 of FY2008 funds from the USF to monitor the Program to
prevent and remedy fraud, waste, and abuse, and to conduct audits and investigations by the OIG
(Title V, FCC Salaries and Expenses). Signed by President, December 26, 2007.

P.L. 110-5 (H.J.Res. 20)

Revised Continuing Appropriations Resolution, 2007. Extends for one year (until December 31,
2007) the USF exemption for the Antideficiency Act (§20946). Signed by President, February 15,
2007.

H.R. 42 (Velazquez)

The Serving Everyone with Reliable, Vital Internet, Communications, and Education Act of 2007.
A bill to amend the Communications Act of 1934 to continue in effect and expand the Lifeline
Assistance Program and the Link Up Program, and for other purposes. Introduced January 4,
2007; referred to the Subcommittee on Telecommunications and the Internet February 2, 2007.

H.R. 278 (Cubin)

A bill to amend section 254 of the Communications Act of 1934 to provide that the funds
received as universal service contributions and the universal service support programs established
pursuant to that section are not subject to certain provisions of Title 31, United states Code,
commonly known as the Antideficiency Act. Introduced January 5, 2007; referred to the
Subcommittee on Telecommunications and the Internet February 2, 2007.

H.R. 2054 (Boucher)

The Universal Service Reform Act of 2007. A bill to reform the universal service provisions of
the Communications Act of 1934, and for other purposes. Introduced April 26, 2007; referred to
the Committee on Energy and Commerce.

H.R. 2829 (Serrano)

The Financial Services and General Government Appropriations Bill, 2008. A bill to provide for
FY2008 appropriations for selected agencies including the FCC.

The House-passed version contained a provision to authorize the FCC to transfer up to $20.98
million from the USF to monitor and conduct audits of the USF to prevent fraud, waste, and
abuse; passed (240-179) the House, June 28, 2007. The Senate Appropriations Committee-passed
version contains language that extends for one year (December 31, 2008) the exemption of the
USF from the Antideficiency Act (Title V, §501) and prohibits limiting USF funding to a single,
or primary line (Title V, §502). Reported out of committee July 13, 2007 (S.Rept. 110-129).
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H.R. 5806 (Rush)

The School Emergency Notification Deployment Act. A bill to permit universal support (E-rate
funds) to public and nonprofit elementary and secondary schools under the Communications Act
of 1934 to be used for enhanced emergency notification services. Introduced April 15, 2008;
referred to the Committee on Energy and Commerce.

H.R. 6320 (Markey)

The Twenty-first Century Communications and Video Accessibility Act of 2008. A bill to ensure
that individuals with disabilities have access to emerging Internet Protocol-based communication
and video programming technologies in the 21% Century. Introduced June 19, 2008; referred to
the Committee on Energy and Commerce.

H.R. 6356 (Barton)

The Universal Service Reform, Accountability, and Efficiency Act of 2008. A bill to reform the
collection and distribution of universal service support under the Communications Act of 1934.
Introduced June 24, 2008; referred to the Committee on Energy and Commerce.

H.R. 7000 (Waxman)

The Universal Roaming Act of 2008. A bill to require any eligible carrier receiving universal
service support for the provision of services for rural, insular, and high cost areas to offer
automatic roaming services to any technically compatible carrier upon request. Introduced
September 23, 2008; referred to the Committee on Energy and Commerce.

S. 101 (Stevens)

The Universal Service for Americans Act, or USA Act. A bill to update and reinvigorate universal
service provided under the Communications Act of 1934 and to exempt universal service
contributions and disbursements from the Antideficiency Act. Introduced January 4, 2007;
referred to the Committee on Commerce, Science, and Transportation January 4, 2007.

S. 609 (Rockefeller)

A bill to amend Section 254 of the Communications Act of 1934 to provide that funds received as
universal service contributions and the universal service support programs established pursuant to
that section are not subject to certain provisions of Title 31, United States Code, commonly
known as the Antideficiency Act. Introduced February 15, 2007; referred to the Committee on
Commerce, Science, and Transportation February 15, 2007.

S. 711 (Smith)

The Universal Service for the 21* Century Act. A bill to amend the Communications Act of 1934
to expand the contribution base for universal service, establish a separate account within the
universal service fund to support the deployment of broadband service in unserved areas of the
United States, and for other purposes. Introduced February 28, 2007; referred to the Committee
on Commerce, Science, and Transportation.

Congressional Research Service 32



Universal Service Fund: Background and Options for Reform

S. 3491 (Stevens)

The Telehealth for America Act of 2008. A bill to amend the Communications Act of 1934 to
improve the effectiveness of rural health care support under section 254(h) of that act. Introduced
September 16, 2008; referred to the Committee on Commerce, Science, and Transportation.
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