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Summary

The concept that all Americans should be able to afford access to the
telecommunications network, commonly called the “universal service concept” can
traceitsoriginsback to the 1934 Communications Act. Sincethen, the preservation
and advancement of universal service has been a basic tenet of federa
communications policy, and Congress has historically played an active role in
helping to preserve and advance universal service goals. The passage of the
Telecommunications Act of 1996 (P.L.104-104) not only codified the universal
service concept, but also led to the establishment, in 1997, of a federal Universal
Service Fund (USF or Fund) to meet the universal service objectives and principles
contained in the 1996 Act. According to Fund administrators, from 1998 through
end of year 2005, $43.5 billion was distributed, or committed, by the USF, with all
50 states, the District of Columbia and all territories receiving some benefit.

The Federa Communications Commission (FCC) is required to ensure that
there be “ specific, predictable and sufficient...mechanisms to preserve and advance
universal service.” However, changes in telecommunications technology and the
marketplace, while often leading to positive benefits for consumers and providers,
have had a negative impact on the health and viability of the USF, as presently
designed. These changes have led to a growing imbalance between the entities and
revenue stream contributing to the fund and the growth in the entities and programs
eligible to receive funding. The desire to expand access to broadband and address
what some perceive asa“digital divide” has also placed focus on what role, if any,
the USF should take to address this issue

There is a growing consensus among policy makers, including some in
Congress, that significant action is needed not only to ensure the viability and
stability of the USF, but also to address the numerous issues surrounding its
appropriate role in a changing marketplace. How this concept should be defined,
how these policies should be funded, who should receive the funding, and how to
ensure proper management and oversight of the Fund are among the i ssues expected
to frame the debate.

The current policy debate surrounding USF reform has focused on four major
concerns: the scope of the program; who should contribute and what methodol ogy
should beused to fund the program; eligibility criteriafor benefits; and concernsover
possible program fraud, waste, and abuse. A separate and more narrowly focused
issue, the impact of the Antideficiency Act (ADA) on the USF, has also become an
issue of concern.

Legidative measures to address the reform, restructuring and expansion into
broadband of the USF (S. 101, S. 711, H.R. 42, H.R. 2054) as well as those that
address ADA compliance (H.R. 278, H.R. 2054, H.R. 2829, S. 609, S. 101) have
been introduced in the 110" Congress.

This report will be updated as events warrant.
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Universal Service Fund: Background and
Options for Reform

Introduction

The concept that all Americans should be able to afford access to the
telecommunications network is commonly called the “universal service concept.”
Thisconcept can traceits originsback to the 1934 CommunicationsAct.> Sincethen
the preservation and advancement of universal service has been a basic tenet of
federal communications policy, and Congress has historically played an active role
in helping to preserve and advance universal servicegoals. 1n 1996 Congress passed
the Telecommunications Act of 1996 (P.L. 104-104), which not only codified the
universal service concept, but also led to the establishment of a federal Universal
Service Fund (USF or the Fund) to meet the universal service objectives and
principles contained in the 1996 Act. According to Fund administrators, from 1998
through end of calendar year 2005, $43.5 billion was distributed, or committed, by
the USF, with all 50 states, the District of Columbia, and al territories receiving
some benefit.?

Over the past decade the telecommunications sector has undergone a vast
transformation fueled by rapid technological growth and subsequent evolution of the
marketplace. A wide range of new services have become available, offered by a
growing list of traditional aswell as nontraditional providers. One of the results of
this transformation is that the Nation’s expectations for communications services
have al'so grown. Inthe past, accessto the public switched network through asingle
wireline connection, enabling voice service, was the standard of communications.
Today the desire for simple voice connectivity has been replaced by the demand, on
the part of consumers, business, and government, for access to a vast array of
multifaceted fixed and mobile services. Consumers are also demanding greater
flexibility and may choose to gain access to the same content over a variety of
technologies, whether it be a computer, a television, or a mobile telephone. The
trend towards sharing information, such as music or photographs, is also growing,
making it necessary to ensure that network upload speeds match download
capabilities. These advances require that networks transition into converged next-
generation wireline and wireless broadband networks capable of meeting these
demands. One of the challenges facing thistransition is the desire to ensure that all

! Communications Act of 1934, as amended [47 U.S.C.151 et seq.].
2 See [ http://www.usac.org/about/universal -service/fund-facts/fund-facts.aspx].
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citizenshave accessto an affordabl e and advanced tel ecommuni cationsinfrastructure
so that all members of American society may derive the benefits.?

Technological advancessuch astheability of theInternet to provide data, voice,
and video, the bundling of service offerings, the advancement of wireless services,
and the growing convergence of the telecommunications sector have, according to
many policy makers, madeit necessary to reexaminetraditional policy goalssuch as
the advancement of universal service mandates. These changes in technology and
the marketplace, adeclining funding base and significant increasesin the amount of
support disbursed by the Fund, have led to concerns that the USF is in need of
reform. There is a growing consensus, among policy makers, including some in
Congress, that significant action is needed not only to ensure the viability and
stability of the USF, but also to address the numerous issues surrounding such
reform. The 110" Congress may take a prominent role in this debate. How this
concept should be defined, how these policies should be funded, who should receive
the funding, and how to ensure proper management and oversight of the Fund are
among the issues expected to frame the policy debate.

The Universal Service Concept

Since its creation in 1934 the Federal Communications Commission (FCC, or
Commission) has been tasked with “... mak[ing] available, so far as possible, to all
the people of the United States, ... arapid, efficient, Nation-wide, and world-wide
wire and radio communications service with adequate facilities at reasonable
charges....”* This mandate |ed to the development of what has come to be known as
the universal service concept.

The universal service concept, as originally designed, called for the
establishment of policiesto ensurethat telecommunications servicesare availableto
all Americans, including thosein rural, insular and high cost areas, by ensuring that
rates remain affordable. During the twentieth century, government and industry
efforts to expand tel ephone service led to the devel opment of a complex system of
cross subsidies to expand the network and address universal service goals. The
underlying goal of the cross-subdization policy was to increase the number of
subscribers to the network by shifting costs among network providers and
subscribers. Profitsfrom more densely popul ated, lower cost urbanized areas hel ped
to subsidize wiring and operation costs for the less populous, higher cost rural areas.
Higher rates and equipment chargesfor business and long distance customers hel ped
to subsidize the charges for residential local calling. The funding for universal

% For adiscussion of issues relating to broadband deployment, access, and regulation see
CRSReport RL33542, Broadband I nter net Regul ation and Access: Background and | ssues,
by Angele A. Gilroy and Lennard G. Kruger.

* Communications Act of 1934, as amended, Title | sec.1[47 U.S.C. 151].
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service objectives was built into the rate structure and effectively, most telephone
subscribers have contributed to universal service goals for decades.”

With the advent of competition and the breakup of the Bell System, the complex
system of cross subsidies that evolved to support universal service goals was no
longer tenable. The Telecommunications Act of 1996 (P.L. 104-104; 47USC)
codified the long-standing commitment by U.S. policymakers to ensure universal
service in the provision of telecommunications services (Sec. 254). The 1996 Act
also required that every telecommunications carrier that provides interstate
telecommunications services be responsible for universal service support [Sec.
254(d)] and that such charges be made explicit [Sec. 254(€)].® The 1996 Act also
expanded the concept of universal service to include, among other principles, that
elementary and secondary schools and classrooms, libraries, and rural health care
providers have access to telecommunications services for specific purposes at
discounted rates [Sec. 254(b)(6) and 254(h).]

The Federal Universal Service Fund

Over the years this concept fostered the development of various FCC policies
and programsto meet thisgoal. A new federal Universal Service Fund (USF or Fund)
was established in 1997 to meet the specific objectives and principles contained in
the 1996 Act. The USF is administered by the Universal Service Administrative
Company (USAC), an independent-not-for-profit organization, under the direction
of the FCC. The FCC, through the USF, offers universal service support through a
number of direct mechanisms that target both providers of and subscribers to
telecommunicationsservices.” The USF providessupport and discountsfor providers
and subscribers through four programs: high-cost support; low-income support;
schools and libraries support; and rural health care support.®

High-Cost Program

High-cost support, provided through the high cost program, is an example of
provider-targeted support. Under the high cost program, €ligibletelecommunications
carriers, usually those serving rural, insular, and high cost areas, are able to obtain

® Specific federal programs such as the Rural Telephone Bank and Rural Utilities Service
loan programs were also developed to assist high cost rural areas.

6 Sec. 254 (d) also states that other providers of interstate telecommunications may be
required to contribute to the preservation and advancement of universal serviceif itisinthe
public interest.

"Many statesparticipatein or have programsthat mirror FCC universal service mechanisms
to help promote universal service goals within their individual states.

8 For further information on the FCC's universal service support mechanisms see
[http://www.fcc.gov/cghb/consumerfacts/universal service.html].
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funds to help offset the higher than average costs of providing telephone service.’
This mechanism has been particularly important to rural Americawhere the lack of
subscriber density leads to significant costs.

Low-Income Program

FCC universal service policies have been expanded to target low-income
subscribers. Two income-based programs, Lifelineand Link-Up, establishedinthe
mid-1980s, were developed to assist economically needy individuals. The Link-Up
program, establishedin 1987, assistslow-income subscriberspay the costs associated
with the initiation of telephone service, and the Lifeline program, established in
1984, assists low-income subscribers pay the recurring monthly service charges
incurred by telephone subscribers.

Schools and Libraries or “E-Rate” Program

Under universal service provisions contained in the 1996 Act, elementary and
secondary schools and classrooms, and libraries are designated as beneficiaries of
universal service discounts. Universal service principles detailed in Section
254(b)(6) state that “Elementary and secondary schools and classrooms ... and
libraries should have access to advanced telecommunications services...” The act
further requires in Section 254(h)(1)(B) that services within the definition of
universal service be provided to elementary and secondary schools and libraries for
education purposes at discounts, that is at “rates |ess than the amounts charged for
similar services to other parties.”

The FCC established the Schools and Libraries Division within the Universal
Service Administrative Company (USAC) to administer the schools and libraries
or “E (education)-rate” program to comply with these provisions. Under this
program, which became effective, January 1, 1998, eligible schools and libraries
receive discounts ranging from 20 to 90 percent for telecommunications services
depending on the poverty level of the school’s (or school district’s) population and
itslocation in ahigh cost telecommunications area. Three categories of servicesare
eligiblefor discounts: internal connections(e.g., wiring, routersand servers); Internet
access, and telecommunications and dedicated services, with the third category
receiving funding priority. Unlikethe high-cost and low-income programs, the FCC
established ayearly ceiling, or cap, of $2.25 billion for this program.

Rural Health Care Program

Section 254(h) of the 1996 Act requires that public and non-profit rural health
care providers have access to telecommunications services necessary for the

® The high-Cost Fund consists of five sub-funds which address specific needs: High-Cost
Loop Support; High-Cost Model Support; Local Switching Support; Interstate Common
Line Support; and Interstate Access Support.

10 Support isnot given directly to the subscriber but to their designated tel ecommunications
service provider, who in turn charge these subscribers lower rates.
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provision of health care servicesat rates comparableto those paid for similar services
inurban areas. Subsection 254(h)(1) further specifiesthat “to the extent technically
feasible and economically reasonable” health care providers should have access to
advanced telecommunications and information services. The FCC established the
Rura Hedalth Care Division (RHCD) within the USAC to administer the universal
support program to comply with these provisions. Under FCC-established rulesonly
public or non-profit health care providers are eligible to receive funding. Eligible
health care providers, with the exception of those requesting only access to the
Internet, must also belocatedin arural area™ Similarly to the Schoolsand Libraries
program, this support program went into effect on January 1, 1998 and a funding
ceiling, or cap, was established, in this case at $400 million annually. The primary
use of the funding is to provide reduced rates for telecommunications and
information services necessary for the provision of health care.™

Funding

The USF receives no federal monies but is funded by mandatory contributions
from telecommunications carriers that provide interstate service™® Under current
rules, acarrier’ scontributions are assessed based on apercentage of itsinterstate and
international end-user telecommunications revenues. This percentage is called the
contribution factor. The FCC cal cul ates the contribution factor based on anticipated
funding needs of the USF in the upcoming quarter. This information is submitted
guarterly, to the FCC, by USAC’ suniversal service administrator. The contribution
factor is calculated four times a year, on a quarterly basis, and may increase,
decrease, or remain the same depending on the needs of the universal service
programs drawing on the USF. The FCC’s Wireline Competition Bureau releases a
public notice stating the proposed factor. After 14 days, absent any FCC action, the
factor becomesfinal. AsshowninAppendix A Table 1, from 2000 to thefirst half
of 2005 the contribution factor generally saw a steady increase. During that period
the contribution factor varied from alow of 5.5 percent in the third quarter of 2000
toahigh of 11.1 percent in the second quarter of 2005. Since reaching that high, the
factor had begun to moderate; however, the contribution factors for the second and
third quarters of 2007, at 11.7 percent and 11.3 percent respectively, are a strong
reversal of thistrend, resulting in a significant increase from the first quarter 2007
contribution factor of 9.7 percent. (See Policy Options section of this report for a
discussion of some of the reasons attributed to thisincrease.)

There are some exceptions to this funding process. Under the FCC's rules
telecommunications providers are not required to contribute in a given year to
universal serviceif their annual contributions to the program would be de minimis,

1 Any health care provider that does not have toll-free access to the Internet can receive
support. Support is available for limited long distance charges for accessing the Internet.
This has become an increasingly rare occurrence, however, and the last time such support
was given was in 2001.

12 For additional information on this program, including funding commitments, see the
RHCD website: [http://www.universalservice.org/rhc/].

2 These companies include wireline telephone companies, wireless tel ephone companies,
paging service providersand interconnected V oice over Internet Protocol (V ol P) providers.
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that is less than $10,000 in that year, or if they provide only international services.
Filers are also not required to contribute based on international revenues if their
interstate end-user revenues meet the 12 percent rule, that is, if their interstate end-
user revenues represent less than 12 percent of their combined interstate and
international end-user revenues. In other casesthe FCC has determined that selected
categories of providers, for example, wireless carriers and interconnected VolP
providers, may, but are not required to, base their contributions on an FCC-
established revenue percentage, or “safe harbor,” that attempts to estimate the
percentage of the provider’ stotal revenuesthat are interstate and international end-
user revenues.* The current safe harbor for wireless carriersand Vol P providersis
set at 37.1 percent and 64.9 percent of total revenues, respectively.’

Many assessed providers have chosen, but are not required, to recover USF
contributions directly from their customers. They pass through universal service
payments directly to consumers and earmark a universal service charge on
subscriber’s bills. Thisis legal and a common industry practice. However, if an
assessed provider does choose to collect USF fees directly from their customersthe
provider isnot permitted to recover, through afederal universal servicelineitemon
acustomer’s hill, an amount that exceeds the universal service charge contribution
factor.'

Disbursements

Accordingto USAC, universal service support disbursements, for calendar year
2006, totaled about $6.6 billion.*” Figure 1, below, shows the breakdown of 2006
USF disbursements as a percentage by individual program. High Cost support
accounted for 61.8 percent of total disbursements, or $4.1 billion. Schools and
Libraries support represented 25.2 percent of disbursements, totaling $1.7 billion.
Low Income support was 12.4 percent of disbursements, totaling $820.4 million.
Commitmentsfor Rural Health Care support were about $40.6 million, or 0.6 percent
of disbursements. (It should be noted that disbursementsfor the schoolsand libraries
support program and the rural health care program operate on a school year calendar
and represent commitmentsas of December 31, 2006 for the funding year which runs
from July 1- June 30. Therefore, these figures do not represent the full yearly

14 These providers have expressed concern over their inability to distinguish between their
interstate and intrastate revenues. However, inlieu of using the safe harbor percentage they
do have the option to submit traffic study data to show that they should contribute less.

5 FCC Updates Approach for Assessing Contributions to the Federal Universal Service
Fund. Available at [http://hraunfoss.fcc.gov/edocs public/attachmatch/DOC-
266030A 1.pdf].

161t should also be noted that an assessed provider is not permitted to collect any fees from
alifeline or link-up subscriber, unless that subscriber has incurred long-distance charges.

Y Thesefiguresarebased on USA C 2006 unaudited financial data. Detailed data, including
state-specificinformation, on USF support can be found in the Universal Service Company
2006 Annua Report at [http://www.usac.org/_res/documents/about/pdf/USA C-annual-
report-2006.pdf].
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commitment made to these programs.) Although subscribers benefit from the USF,
only companies that provide the services draw money directly from the fund.

Figure 1. USF Disbursements by Program 2006

High Cost
61.8%

Schools/Libaries
25.2%

Low Income
Rural Health 12.4%
0.6%

Sour ce: Data from USAC 2006 Annual Report (unaudited data).

Appendix A Table2, providesdataon USF paymentsand contributionsbroken
down by state and program for 2005. The datashow that service providers (and their
subscribers) in every state, territory and commonweal th received, to varying degrees,
some 2005 USF payments. For example, all received at least some payments from
both the Low Income program and the Schools and Libraries program. The
allocation of benefits vary depending on which individual program is examined.
However, when overall net dollar flow™ is examined 23 states and the District of
Columbia were net contributors to the 2005 USF program as awhole. The service
providersin the remaining 27 states and 5 territories were net receivers, that is they
received more payments from the USF, for 2005, than estimated contributions.
Although there is some variation within programs and among states in any given
year, on thewhole whether aparticular stateisanet receiver of, or contributor to the
USF program, isafairly stable pattern.”® In general, rural stateswith low population
density typically tend to benefit most as they receive significant funding from the
High Cost program, but tend to contributelessto the USF program overall, sincethey
tend to generate lower telecommunications revenues.

18 Contribution allocation among statesis an FCC staff estimate. Net dollar flow is annual
payments minus estimated contributions.

1% For a breakdown of USF distributions and contributions by state for previous years see
Table 1.12 of the FCC's Universal Service Monitoring Report. Monitoring reports issued
since 1991 are available at [http://www.fcc.gov/wceb/iatd/monitor.html].
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Policy Options

The FCC isrequired to ensurethat there be “ specific, predictable and sufficient
.. mechanisms to preserve and advance universal service.”® However, changesin
telecommuni cationstechnol ogy and the marketplace, while often leading to positive
benefits for consumers and providers, have had a negative impact on the health and
viability of the USF, as presently designed. These changes have led to a growing
imbal ance between the entities and revenue stream contributing to the fund and the
growthintheentitiesand programseligibleto receivefunding. Thedesireto expand
access to broadband and address what some perceive as a “digital divide” has aso
placed focus on what role, if any, the USF should take to address thisissue.”

The current policy debate surrounding USF reform has focused on four major
concerns:. the scope of the program; who should contribute and what methodol ogy
should beused to fund the program; eligibility criteriafor benefits; and concernsover
possible program fraud, waste, and abuse. A separate and more narrowly focused
issue, the impact of the Antideficiency Act (ADA) on the USF, also has become an
issue of concern.

Program Scope

Oneof themajor policy debates surrounding universal serviceiswhether access
to advanced telecommunications services (i.e., broadband) should be incorporated
into universal service objectives. The term universal service, when applied to
telecommunications, refers to the ability to make available a basket of
telecommunications services to the public, across the nation, at a reasonable price.
As directed in the 1996 Telecommunications Act [Section 254(c)], a federal-state
Joint Board was tasked with defining the services which should be included in the
basket of servicesto beédligiblefor federal universal service support; in effect using
and defining the term “universal service” for the first time. The Joint Board's
recommendation, which was subsequently adopted by the FCC in May 1997,
included thefollowing in itsuniversal services package: voice grade accessto, and
some usage of, the public switched network; singleline service; dual tonesignaling;
access to directory assistance; emergency service such as 911; operator services,
access and interexchange (long distance) service.

Some policy makers have expressed concern that the FCC-adopted definition
is too limited and does not take into consideration the importance and growing
acceptance of advanced services such as broadband and Internet access. They point
to anumber of provisions contained in the Universal Service section of the 1996 Act
to support their claim. Universal service principles contained in Section 254(b)(2)
state that “ Access to advanced telecommunications services should be provided to
all regions of the Nation.” The subsequent principle (b)(3) callsfor consumersin

20 47 U.S.C. Sec. 254 (b)(5).

2 For adiscussion of the issues surrounding the“ digital divide” see CRS Report RL30719,
Broadband Internet Access and the Digital Divide: Federal Assistance Programs, by
Lennard G. Kruger and Angele A. Gilroy.



CRS9

all regions of the Nation including “low-income” and those in “rura, insular, and
high cost areas’ to have access to telecommunications and information services
including “advanced services’ at acomparable level and a comparable rate charged
for similar servicesinurbanareas. Such provisions, they state, dictate that the FCC
expand its universal service definition.

The 1996 Act does take into consideration the changing nature of the
telecommunications sector and alows for the universal service definition to be
modified if future conditionswarrant. Section 254(c)of the act statesthat “universal
serviceisan evolving level of telecommunications services” and the FCC is tasked
with “periodically” reevaluating this definition “taking into account advances in
telecommunications and information technologies and services.” Furthermore, the
Joint Board isgiven specific authority to recommend “from timeto time” tothe FCC
modification of the definition of the services to be included for federal universal
service support. The Joint Board, in July 2002, concluded such an inquiry and
recommended that at that time no changes be madein thelist of serviceseligiblefor
universal service support. The FCC, inaJuly 10, 2003 order (FCC 03-170) adopted
the Joint Board' s recommendation, thereby leaving unchanged the list of services
supported by Federal universal service. However the Joint Board is again in the
process of reevaluating the USF program and it is anticipated that recommendations
to expand the program to include broadband servicesto thelist of supported services
may be among those suggested. Thisprocessisalengthy one, however, and oncethe
Joint Board has forwarded its recommendations the FCC is given up to one year to
compl ete a proceeding to consider them.?

Other policy makers caution that a more modest approach is appropriate given
the “universal mandate” associated with this definition. Also at issue is the
uncertainty and costs associated with mandating nationwide deployment of such
advanced services asauniversal service policy goal. Some have expressed concern
that given the pressures currently facing the Fund, and their impact on the
contribution factor, theinclusion of broadband services, at thistime, istaking ontoo
large a mandate. Current policy concerns regarding both the contribution and
distribution mechanisms should be addressed first, they state, prior to any expansion
of the USF definition. Furthermore, they state, the USF has already taken on limited
broadband deployment responsibilities through the E-rate and Rural Health Care
programs, and indirectly through the High Cost program, as funding is used to
upgrade existing telephone networks. If ubiquitous broadband deployment is a
national policy goal, they state, policymakers should not place further stress on the
USF program but should seek out other means of achieving this goal which may be
more effective, such as providing economic incentives, easing economic regulation,
encouraging municipal ownership, expanding other existing programsor establishing
anew program.”

22|t should be noted that the FCC is not required to implement the recommendations of the
Federal-State Joint Board, however, the presence of three FCC commissioners on the Board
gives much weight to their recommendations.

2 For example, the USDA’ s Rural Utilities Service hasabroadband |oan and grant program
for rural areas. For information on this program see CRS Report RL33816, Broadband
(continued...)
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Contribution Methodology

One of the major policy questions surrounding USF reform is to what degree,
if any, there should be a change in the way the program isfunded. A consensus has
been forming that some reform to broaden the contribution baseis needed. How this
should be accomplished however, remains open to debate. Proposals range from
modest optionsto expand the existing funding base, to broadening thebasetoinclude
intrastate revenues, to calling for a complete restructuring of the contribution
methodol ogy.

Expanding the Base. Oneoption isto broaden the base of entitiesthat must
contributeto the Fund, by calling for technology neutral funding. The FCC hastaken
a number of actions, over the years, to expand the pool of contributors, thereby
broadening the base of entities supporting the Fund.** For example, in 1998 the FCC
established a revenue percentage, or safe harbor, of 15 percent of revenues for
determining the USF contribution for wireless carriers. That percentage has been
increased twice since and is currently set at 37.1 percent. In a June 2006 decision,
the FCC further expanded the pool of contributors by requiring that providers of
interconnected VolP contribute to the USF.*® Some policy makers have
recommended that the list of providers be expanded to include broadband providers
which wereremoved from the base when the FCC ruled that Internet access services
areinformation services, not telecommunications services. However, they generally
recommend that this expansion be contingent on the understanding that USF support
be used to upgrade the telecommunications infrastructure to include broadband
capabilities.

Intrastate Revenues. Another proposal calls for broadening the revenue
base by assessing fees on intrastate as well as interstate/international revenues.
Although thiswould provide an additional sourcefor USFfunds, many statethat this
option may not be available absent Congressional action to specifically designate
intrastate revenues as a source for federal USF contributions. The recommendation
for specific Congressional clarification isbased, to alarge part, on asuccessful court
challenge of an earlier attempt by the FCC to collect support for the E-rate program
based on combined interstate and intrastate revenues. In the case of Texas Office of
Public Utility Counsel v. FCC (183F.3d; 393;1999) the United States Court of
Appeals, 5" Circuit concluded that “...the agency (FCC) exceeded itsjurisdictional
authority when it assessed contributions for sec. 254(h), ‘schools and libraries
programs based on combined intrastate and interstate revenues of interstate
telecommunications providers and when it asserted its jurisdictional authority to do

3 (...continued)
Loan and Grant Programsin the USDA’s Rural Utilities Service, by Lennard G. Kruger.

2 However, it should be noted that in areversal of this trend, the FCC, in an August 2005
decision, exempted digital subscriber line (DSL) servicefrom USF assessmentsonthebasis
of its August 2005 “information service” classification.

% See FCC Updates Approach For Assessing Contributions To The Federal Universal
Service Fund, available at [http://hraunfoss.fcc.gov/edocs public/attachmatch/DOC-
266030A 1.pdf].
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the same on behalf of high-cast support.” Proponentsof including intrastate revenues
cite technological and marketplace changes which have eroded the distinction
between interstate and intrastate services as well as the growth of combined calling
plans in support of such action. Some, however, have expressed concern over the
potential negativeimpact that theinclusion of intrastate revenues may have on state-
supported USF programs since many are funded by intrastate telecommunications
revenues.

Numbers or Connections. Another proposal callsfor ashiftinthe basisof
support away from revenues to a completely new methodology based on working
numbers or connections. Under this proposal contributions for USF would be
assessed based on a monthly flat fee, or charge, per working telephone number.
Since users need a discrete number to connect to the public switched network,
supporters claim this proposal would lead to a more stable assessment, would be
technologically neutral, would spread contributions over a broader base, and would
be easier to administer.?® Opponents, however, state that using a numbers-based
approach shiftsthe burden of USF from high volume usersdirectly to all subscribers
asaregressivefixed charge. This, they state, not only addsafinancial burden on low
volume subscribers, who may beelderly, and/or onlow and fixed incomes, but could
possibly lead to subscriber drop-off, thereby defeating the purpose of the USF
program.”’

Distribution Methodology

Another major issue facing USF reform concernsthe eligibility criteria used to
distribute USF funds. Over the past decade (1997-2007) annual USF receipts have
grown from $1.8 billion to an estimated $7.2 hillion and the contribution factor
needed to support thisgrowth has more than doubled to reach an al timehigh of 11.7
percent for the second quarter of 2007. Thissignificant riseinthefundinglevel, and
subsequently the contribution factor, has led to an examination of the Fund's
eigibility criteriaand distribution methodology as concerns have been voiced over
the long term sustainability of the Fund and the cost burden it imposes on
contributors.

Examination of USF program revenueflows, since 2003, showsthat three of the
four programs, Low Income, Schools and Libraries, and Rural Health Care, have
beenrelatively stableor declining. However, theHigh Cost program hasexperienced
significant growth (31 percent), with disbursementsincreasing from $3,261.1 million
to $4,270.8 million over the four year period; and as a result, is the major factor

% For a more detailed discussion supporting this proposal see The USF by the Numbers
Cadlition, The Benefits of a Numbers-Based Collection for Universal Service. Available at
[http://files.ctia.org/pdf/PositionPaper_numberscoalition USF.pdf].

2" For amore detailed discussion opposing anumbers-based proposal see Losing Numbers:
How America’s Most Vulnerable Consumers Could Suffer Under Universal Service Fund
Reform. Available at [http://keepusffair.org/K eepUSFFair/resources.html].
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contributing to the USF’ srecent overall growth.”® Within the High Cost program the
growth can be traced to support given to competitive eligible telecommunications
carriers. For example, payments for competitive eligible telecommunications
carriers, which are largely wireless carriers, increased from $1 million in 2000, to
$126.7 million in 2003, but are estimated by USAC to total $1 billion for 2006 and
potentially may go as high as $2.5 billion by 2009.% On the other hand, while
incumbent eligible telecommunications carriers still receive the majority of funds
from the High Cost program, revenues disbursed in 2003 and 2007 decreased from
$3.2 million to $3.1 million.*

Hence, most policy discussions regarding the distribution methodology focus
on proposals to stem the growth of the High Cost Program by limiting eligibility
criteriaand/or controlling the amount of funding disbursed. A variety of proposals,
to be used on their own or in combination, are being discussed including limiting
USF support to a single line per household, eliminating the “identical cost rule,”
using reverse auctions to determine eligibility, placing a cap (or ceiling) on funds,
and improving targeting.

Primary or Single Line Limitation. As presently designed, USF support
isavailable to multiple lines per household. Some policy makers have proposed that
one way to curb the increase in funding requirementsisto limit eigibility criteria.
USF funding, they state, should be limited to asingle or primary line, not multiple
access.* The universal service mandate, they claim, is not to artificially construct a
competitive marketplace with multiple carriersin areas that are not able to support
asinglecarrier, but to ensurethat high cost areasreceive service at areasonablerate.
The use of USF funds to support multiple carriersin high cost areas, they claim, is
an abuse of funds and places unnecessary strain on those supporting the program.
Othershowever, have argued that limiting USF support to asingle provider relegates
those areasto alower standard, which does not fulfill the universal service principle
to afford consumers in rura, insular and high cost areas, access to
telecommunications and information servicesthat are “...reasonably comparable to
those services provided in urban areas...” (Sec. 254 [b] [3]). High cost areas, they
state, should have the benefits and choices of competition and the opportunity to
select from a variety of providers just like other regions of the nation. Line
limitations, opponents state, will only discourage investment in rural infrastructure.

% Tegtimony of Billy Jack Gregg, Director, Consumer Advocate Division, Public Service
Commission of West Virginia, before the Senate Commerce, Science, and Transportation
Committee, March 1, 2007. Available at [http://commerce.senate.gov
/public/index.cfm?FuseA ction=Hearing.Hearing_1D=1819].

2 Testimony of FCC Chairman Kevin Martin before the Federal-State Joint Board on
Universal Service, February 20, 2007. Available at [http://hraunfoss.fcc.gov/edocs
_public/attachmatch/DOC-271011A1.pdf].

% |bid., Gregg. More specifically, revenues disbursed between 2003 and 2007 decreased
from $3,234.9 million to $3,105.3 million.

3 |t should be noted, however, that the 109" Congress enacted legislation prohibiting the
FCC from using any of its FY 2006appropriated fundsto changeitsrules, or regulations, to
limit USF support paymentsto a single connection, or primary line (PL. 109-108, Title VI,
Sec. 622).
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Reverse Auctions. One proposal under consideration for selecting an
eligible carrier is the use of reverse auctions, or competitive bidding. Under this
method a geographic area would be designated as high cost, providers interested in
offering servicewould be asked how little universal service support they would need
to provide service and the provider that submitsthe lowest bid, all else equal, would
receive the funds.®* This approach, in theory, would result in adecrease in funding
for High Cost support since it would be based on low bids submitted by providers
instead of on the current method that is based on the embedded costs of the
incumbent telecommunicationsprovider inthearea. This, supportersclaim, will lead
to the use of the most efficient technology and will relieve the growing pressure on
USF funds. However, there is no single methodology that must be used and the
reverse auction concept could be designed in anumber of ways and impose avariety
of requirements and obligations. For example, some support a phased-in approach
to reverse auctions whereit is used solely to select acompetitive carrier for an area
while the designated incumbent eligible telecommunications carrier remains under
the present system indefinitely, or for a specific time period. Others suggest that an
auction system could reward the lowest bidder with the most support, but still give
other participants some limited support. Still others suggest the establishment of a
pilot program to test for successes and/or unintended consequences. On the other
hand, othershave expressed reservations about adopting reverse auctions stating that
many questions remain about how to implement reverse auctions, how to administer
the costs associated with their adoption, and the long term impact they would have
on consumers as well as providers. Concerns were also expressed that a reverse
auction would not create afavorable environment for network investment and high
cost areas could be left with inferior networks.

Identical Cost Rule. The criteria used for the distribution of funds for the
High Cost program has also come under scrutiny. High Cost program fund
distribution is based on what is known as the “identical cost rule.” Under thisrule
fundsaredistributed to competitive eligibletelecommunications carriersbased onthe
embedded costs, or per line support, of the incumbent carrier. Typicaly the
incumbent carrier is a wireline carrier while the competitive carrier is a wireless
carrier. Theinfrastructure costs associated with the investment and maintenance of
a wireline system are generally significantly higher than those associated with a
wireless system. Therefore some have questioned whether basing funding levelson
theincumbent carrier’ scosts, particularly when support isbased on amoreexpensive
infrastructure, is reasonable, or even fair. Switching to a more refined distribution
methodology, more reflective of a carrier’s actual costs they claim, would help to
alleviate some of the pressurefacing funding of the High Cost program. Furthermore
they state, itisanticipated that thegrowth in competitive €ligibletel ecommunications
carrierswill be increasing based on the number of applications pending at the FCC,
and that therefore addressing thisissueis of growing significance.

¥ The provider would be required to meet certain “ carrier of last resort” obligations, which
would be detailed when the bids are solicited. For example, the carrier would be required
to offer a specific package of services and provide that service to the entire designated
service area (regardless of cost), and would have to meet interconnection mandates.
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Capping. Some have also proposed placing a cap, as a temporary or
permanent measure, on the funds available for distribution to competitive eligible
telecommunications carriersthrough the High Cost program. Supportersof capping
claim that it will prevent the uncontrolled growth of this part of the High Cost
program, which is the major contributor to the overall growth in the USF. Inturn
they state, thiswill bring stability to the Fund and the USF contribution factor. They
note that both the E-rate and the Rural Health Care programs operate under yearly
caps, and with the exception of the Low Income program which has been relatively
stable, the High Cost program is the only program with no built-in restraints on its
growth. Others however are opposed to implementing a cap. They point out that
placing a cap on an existing program, such as the High Cost program, could lead to
confusion and be very disruptive. The dynamic, they state, is very different than
capping programs, such asthe E-rate and Rural Health Care, at their inception. The
High Cost program, they claim, is an ongoing program responsible for providing
basic voice service and connection to the network, a fundamental tenet of the
universal service mandate. The placing of acap on this program, they claim, could
have significant unintended consegquences which could undermine universal service
goals.

The federal-state Joint Board has recommended that the FCC immediately
imposeaninterim cap on aportion of the high cost fund.* More specifically the Joint
Board, in a May 1, 2007 action, issued a recommendation that the FCC place an
interim, emergency cap on the amount of high-cost support that competitive eligible
telecommunications carriersreceivefor each state from the High Cost program. The
Joint Board recommended that the support be based on the average level of
competitive eligible telecommunications carrier support distributed in that state in
2006 and that the interim cap apply until one year from the date that it makes its
recommendation regarding comprehensive USF reform. Thisis seen asatemporary
measure to curb the growth of the High Cost program until more permanent action
can be taken to reform the USF. The FCC, in a May 11, 2007 action, adopted a
notice of proposed rulemaking® seeking comment on this recommendation;
comments are due on June 6, 2007, and reply comments are due on June 21, 2007.

Improved Targeting. Anadditional proposal callsfor making abetter effort
to target areas of need by using better mapping technol ogy (geographic information
systems or GIS) or modeling to determine support for eligible telecommunications
carriers. Some claim that the designated areas for support are too large and cover
areaswhich might not bein need of USF support. Designating areasfor USF support
that do not need such subsidies only encourages the influx of eligible carriersinto
areasthat they might choose to enter absent such support, they claim, and leadsto the
useof fundswhich may be more appropriately used el sewhere. Takingamorerefined
and precise approach, they state, will result in using funds more effectively in areas

% Joint Board Recommends Cap On High-Cost Fund. Available at
[http://hraunfoss.fcc.gov/edocs public/attachmatch/DOC-272806A 1.pdf].

3 In the Matter of High-Cost Universal Service Support and Federal-State Joint Board on
Universal Service, WC Docket No. 05-337, CC Docket No. 96-45, Notice of Proposed
Rulemaking, released May 14, 2007. Available at [http://hraunfoss.fcc.gov/edocs public/
attachmatch/FCC-07-88A 1.pdf].
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that truly need support. While most support such efforts, many see such proposals
to be more long term efforts which are still under development.

Fraud, Waste, and Abuse

Directly related to the funding issue are concerns expressed by policy makers
over the potential for possible fraud, waste, or abuse of the program. While all USF
programs have the potential for mismanagement, the E-rate program, “due to its
materiality and an initial assessment of its potential for waste, fraud, and abuse...”*
has been singled out for particular attention. The ability to ensure that only eligible
services are funded, that funding is disbursed at the proper level of discount, that
alleged services have been received, and the integrity of the competitive bidding
process is upheld have been questioned. A series of Government Accountability
Office (GAO) reports raising concerns about the financia oversight of the E-rate
program prompted additional Congressional scrutiny.*® The USAC, as the
administrator responsible for the management and oversight of the USF, initiated a
number of measures to address specific E-rate concerns and extended them to all
USF programs. These measures include establishing a whistleblower hotline to
report violations and conducting random and targeted audits of USF program
participants and contributors. In 2006, USAC took additional action by initiating
“...alarge-scale beneficiary audit program” and “...expectsto conduct morethan 450
audits of program beneficiaries and contributors by mid-2007.”%

The FCC’s Office of the Inspector General (OIG) has also been active in
pursuing oversight of the USF focusing on the E-rate program in particular. Since
2002 the OIG hasincluded in its semi-annual reports coverage of its specific efforts
to oversee E-rate program activity, including audits, to ensure program integrity.*®
More recently, however, the OIG has also expanded its audit efforts to include the
remaining three USF programs and audits of USF contributors. Despitethisactivity,
however, the OIG continues to cite the need for additional resources, stating that
“...the primary obstacleto an effective, independent oversight program has been, and
continuesto be, inadequate audit and investigative resources so that Ol G can conduct

% Federal Communications Commission Office of the Inspector General, Semiannual
Report to Congress, April 1, 2006 — September 30, 2006, p.8. Available at
[ http://www.fcc.gov/oig/oigreportssemiannual .html].

% For example, see Schoolsand Libraries Program: Actions Taken to |mprove Operational
Procedures Prior to Committing Funds (March 1999) GAO/RCED-99-51; Schools and
Libraries Program: Application and Invoice Review Procedures Need Srengthening
(December 2000) GAO-01-105; Schoolsand LibrariesProgram: Update on E-Rate Funding
(May 2001) GAO-01-672; Greater Involvement Needed by FCC in the Management and
Oversight of the E-Rate Program (February 2005) GAO-05-151. Available at
[http://www.gao.gov/docsearch/topic.php].

3T USAC 2006 Annual Report, p.11. Available at [http://www.usac.org/_res/documents
[/about/pdf/usac-annual -report-2006.pdf].

% Semiannua Reports issued by the FCC's OIG are available at [http://www.fcc.gov
/oig/oigreportssemiannual .html].
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its own audits and provide adequate support to investigations.”* The FCC's
Enforcement Bureau is the primary entity within the FCC tasked with enforcing the
provisions of the Communications Act, including those related to Section 254
(universal service). The Enforcement Bureau pursues violators and initiates
enforcement actionsincluding noticesof liability, suspensions, consent decrees, and
debarments.®

The Department of Justice (DOJ) has also taken an active role in pursuing
instances of deliberate fraud related, in particular, to the E-rate program. The
Antitrust Division of the DOJ has established atask forceto investigate E-rate fraud
and has prosecuted a number of individuas and companies leading to fines,
restitution, program debarments and i mprisonment.*

Asthe 110" Congress continues its review of the USF it islikely that all four
of the USF programs will be subject to oversight to prevent any fraud, waste, or
abuse. Concerns about fraud and abuse are shared by both critics and supporters of
the program. Critics of the E-rate program have used examples of fraud, waste, and
abuseto call for ahalt to the program or at aminimum its suspension until additional
safeguards are in place. Supporters also want to ensure the integrity of all four
programs since the misuse of funds or unreasonable administrative costs not only
leave the program vulnerable to critics, but would only decrease available funding
to meet the program’ s goals.

Antideficiency Act Compliance

A more narrowly focused policy issuerelating to the operation of the USF deals
with Antideficiency Act (ADA) compliance. With the guidance of the Office of
Management and Budget (OMB) the FCC decided, in August of 2004, that the
accounting requirements contained in the ADA should be applied to the operation of
the USF. Under this accounting methodology, the government is precluded from
incurring obligations prior to the funds being available. E-rate fund commitment
letters, which areissued far in advance of actual funds payment, were considered to
be obligations. Therefore ADA compliance requires that the funds be on hand to
cover obligations and the program was required to have the cash on hand to cover all
of the commitment letters. USAC changed the timing of its funds distribution in
order to meet thisrequirement, leading to atemporary four-month suspension (from
August through November 2004) of E-ratefunding commitments. Thetemporary halt
in the disbursement of E-rate funding commitments, the concern that funding for
other USF programs might be disrupted and that compliance might necessitate a
significant increase in USF revenues, brought thisissue to Congressional attention.

% FCC Office of the Inspector General Semiannual Report to Congress, April 1, 2006 —
September 30, 2006, p. 8. [http://hraunfoss.fcc.gov/edocs public/attachmatch/
DOC-268745A 1.pdf]

“O A brief overview of the Enforcement Bureau’ s USF enforcement responsibilitiesand alist
of recent enforcement actionsis available at [http://www.fcc.gov/ebl/usfc/].

“1 For example, see Sx Corporations And Five Individuals Indicted In Connection With
Schemes To Defraud The Federal E-Rate Program. Available at [http://www.usdoj.gov/
opalpr/2005/April/05_at_169.htm].
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The 108" Congress enacted legislation to provide for a one-year exemption
(through December 31, 2005) fromthe ADA for the USF (P.L. 108-494). Sincethen
the temporary one-year exemption has been extended twice, once to December 31,
2006 in conjunction with the Science, State, Justice, and Commerce appropriations
measure (P.L. 109-108) and once again for an additional one-year exemption (until
December 31, 2007) as part of the CR2007 (H.J.Res. 20; P.L. 110-5). Whether the
USF program should be required to comply with the accounting provisions contained
in the ADA and if so what consequences that may have for USF programs is
expected to continue to be an issue. Once again this exemption will expire and the
110™ Congress may chooseto addressthisissuein avariety of ways. It may continue
to enact legidation to provide short-term relief by extending the temporary
exemption. Also it could choose to enact legislation to provide the USF program
with a permanent exemption from ADA requirements, or it may choose to take no
further actionallowing thetemporary exemptionto expire, thereby requiringthe FCC
to ensure, through whatever steps it deems necessary, that the USF is in full
compliance with ADA requirements.

The FCC has resolved, at least temporarily, any compliance problems. FCC
Chairman Martin, in response to questioning during his September 2006 Senate
confirmation hearing, stated that the Commission has concluded that the ADA does
apply to the USF. However, he assured Commerce Committee membersthat funds
will be sufficient and that E-rate program commitment letters will not be delayed.*
Some, however, have continued to express concern that the actionstaken by the FCC
are only temporary and that ADA compliance may jeopardize disbursementsfor not
only the E-Rate program, but possibly other USF programs, and may cause a
significant increase in the contribution factor.

Activity in the 110" Congress

The 110" Congressistaking an activeroleregarding USF oversight and reform.
Legislative measures to address the reform, restructuring, and expansion into
broadband of the USF have been introduced (S. 101, S. 711, H.R. 42, H.R. 2054) and
the Senate Commerce Committee held a March 1, 2007 hearing on the challenges
facing the USF. FCC oversight hearings held by the Senate Commerce Committee
and theHouse Telecommuni cations Subcommittee, aswell ashearingson 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 afurther discussion of this proposal see the section on “capping,”
above.)

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 FY 2007

“2 Remarks by Chairman Martin during confirmation hearings beforethe Senate Commerce,
Science and Transportation Committee, September 12, 2006.
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continuing resolution (H.J.Res. 20) and was signed into law (P.L. 110-5). The
Senate Appropriations Committee passed version of the FY 2008 Financia Services
and General Government Appropriations bill (H.R. 2829), which containsthe FCC
budget, includes provisions to: extend for one year (until December 31, 2008) the
ADA exemption; and prohibit the FCC from limiting USF support to a primary, or
single, line (S.Rept. 110-129). Two stand alone measures (H.R. 278, S. 609) aswell
as a provision contained in S. 101 and H.R. 2054 calling for a permanent ADA
exemption aso have been introduced. It is anticipated that the 110" Congress will
continue its oversight and examination of the USF, but it remains unclear whether
any legidation to address the myriad issues surrounding the USF will be enacted.

Legislation

H.J.Res. 20 (Obey)

Revised Continuing Appropriations Resolution, 2007. An appropriations
measure that contains a provision to extend for one year (until December 31, 2007)
the USF exemption from the Antideficiency Act. Signed into law (PL. 110-5)
February 15, 2007.

H.R. 42 (Veazquez)

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 providethat
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)

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 Financia Services and General Government Appropriations Bill, 2008. A
bill to provide for FY 2008 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, sec. 501) and prohibits limiting USF funding to a single, or primary line
(TitleV, sec. 502). Reported out of Committee July 13, 2007 (S.Rept. 110-129).
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S. 101 (Stevens)

A hill to update and reinvigorate universal service provided under the
Communications Act of 1934 and to exempt universal service contributions and
disbursementsfrom 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 providethat
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)

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 servicein unserved areas of the United
States, and for other purposes. Introduced February 28, 2007; referred to the
Committee on Commerce, Science, and Transportation February 28, 2007.
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Appendix A
Table 1. Universal Service Fund Contribution Factors
Y ear Quarter Factor
2000 First 5.9%
Second 5.7
Third 55
Fourth 5.7
2001 First 6.7%
Second 6.9
Third 6.9
Fourth 6.9
2002 First 6.8%
Second 7.3
Third 7.3
Fourth 7.3
2003 First 7.3%
Second 9.1
Third 9.5
Fourth 9.2
2004 First 8.7%
Second 8.7
Third 8.9
Fourth 8.9
2005 First 10.7%
Second 11.1
Third 10.2
Fourth 10.2
2006 First 10.2%
Second 10.9
Third 105
Fourth 9.1
2007 First 9.7%
Second 11.7
Third 11.3

Sour ce: Quarterly Public Noticeson universal service contributionfactors. Federal Communications
Commission.



CRS-21

Table 2. USF Support by State 2005

Universal Service Support Mechanisms by State: 2005

(Annual Payments and Contributions in Thousands)

Payments from USF to Service Providers '

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

Alabama $109,342 §3,224 528,023 319 5140603 2.16% §55,271 1.44% 545,238
Alaska 120,274 7,374 15,909 14,045 158,508 2.43% 22070 0.33% 136,435
American Samoa 2318 60 2421 0 4793 0.07% 184 0.00% 4614
Anzona 74,550 20,310 26,008 675 131,543 2.02% 125,949 1.91% 5,595
Arkansas 140,987 2,389 15,662 120 159,143 2.44% 58,606 0.89% 100,542
California 98,866 304,568 220,759 4356 624,779 9.58% 716,580 10.85% -91,802
[Colorade 78,277 3,514 11,256 120 94 167 1.44% 121,551 1.84% -27.334
[Connecticut 2,249 5,315 19,307 0 26,871 0.41% 100,797 1.52% -73,928
Delawars 258 277 77 0 913 0.01% 24842 0.28% -23,929
Dist. of Columbia 0 833 10,540 1} 11,733 0.18% 31,241 0.47% -198,508
Florida 91450 17,761 53,437 107 162,755 2.50% 474550 7.18% -311,795
Georgia 8,282 50,128 114 170,215 281% 212,880 3.22% -42 485
Guam 421 3,003 1} 22679 0.35% 3402 0.05% 19,278
Hawaii 694 1,812 277 32,308 0.50% 28,029 0.42% 4 268
ldaho 3,923 2,747 153 61,928 0.95% 32,363 0.49% 20,585
lllincis 3,291 73,442 138 146,435 2.25% 287 388 4.05% -120,953
Indiana 5,718 12,516 112 74978 1.15% 122,711 1.86% -47.734
lowa 6,198 10,042 186 106,762 1.64% 50,420 0.92% 46,272
Kansas 3,149 10,545 290 192,663 2.96% 58,672 0.89% 133,996
Kentucky 7,537 26,451 720 118,338 1.81% 80,627 2% 3TN
Louigiana 2414 41,457 5 155,147 2.38% 30,833 1.28% 64,314
Maine 8,795 9,009 4% 46,735 0.72% 29,995 0.45% 16,760
Maryland 502 12,644 0 17473 0.27% 147,285 2.23% -128,813
Massachusstts 14,270 20,954 0 38,858 0.80% 157,471 2.38% -118,813
Michigan 53575 11,425 24,722 594 100,418 1.54% 187,795 2.84% -87,330
Minnegota 113382 5,993 19,911 345 140,101 2.15% 106,743 1.62% 33,358
Missizsippi 208,251 3819 20 364 133 242 387 3T72% 58,511 0.89% 183,855
Missouri 85146 5,396 36,291 118 126,951 1.95% 126,036 1.91% 915
Mentana 78T 283 3,807 542 8271 1.28% 23456 0.26% 60,255
Mebraska 55,890 2408 E,254 748 65,298 1.00% 3T 675 0.57% 27,520
Mevada 26,639 4,075 3,166 36 36,918 0.57% 58,688 1.04% -31,972
MNew Hampshire 5,732 532 1,736 2 11,102 0.17% 24 363 0.52% -23,261
Mew Jersey 1,332 14,530 29,404 0 55,266 0.85% 246,120 372% -190,354
Mew Mexico 58,511 10,655 17,819 293 87,278 1.34% 45014 0.68% 42 264
Mew York 51,833 52,544 293,250 6 402,633 6.18% 406,561 6.15% -3.928
Morth Caroling 30178 14,504 26,948 148 131.773 2.02% 200,447 3.02% -G5.8689
Morth Dakota g2718 3,504 2,956 503 62,931 1.07% 14,669 0.22% 535,312
Marthern Mariana |5 663 35 1,364 0 2,117 0.03% 1,056 0.02% 1.061
Chio 37,754 35,022 57,444 45 130,285 2.00% 224776 3.40% -84.511
[Oklahoma 120,188 32,358 44003 128 196,673 2.02% 74,009 1.12% 122,579
Cregon 68489 7,307 11,394 22 87,192 1.34% 82,132 1.24% 5,000
Pennsylvania 65,504 13,156 E7,148 75 151,834 2.33% 276,859 4.18% -124 978
Puerte Rico 133,786 . 2,968 0 150,033 2.30% 52,830 0.80% 97,107
Fhode Island 44 P, 6,925 0 11,591 0.18% ETT 0.24% -10,988
South Carclina 76,322 2,889 27,579 41 106,811 1.64% 55,834 1.45% 10,978
South Dekota 77,788 7,280 5434 465 90,971 1.40% 15,645 0.24% 75,125
Tennssses 54684 8,141 50 517 61 120,403 1.85% 125,508 1.90% -5,105
Texas 230,017 72,330 274,218 132 576,697 8.84% 434 538 £.58% 142,153
Utah 23,579 2927 7,542 363 3441 0.53% 49,090 0.74% -14,673
Vermaont 35,244 2,842 1,236 20 39,342 0.60% 16,024 0.24% 23,318
Virgin |slands 22818 158 3,978 102 26,854 0.41% §,739 0.10% 20,115
\irginia 87,312 2,257 25,263 29% 115,13 1.77% 193,412 2.82% -78,280
Washington 94,387 19,823 16,679 g4 130,953 2.01% 145,534 2.20% -14.581
West Virginia 66,318 710 7,658 9 74777 1.15% 42624 0.65% 32,153
Wizconzin 130,225 8,829 21,021 940 161,015 24T7% 111,194 1.68% 49821
Wyoming 56,598 1,385 B84 100 58,777 0.90% 14,718 0.22% 44 058

Total 53,824,186 $808,565 31,861,745 §25,568 36,520,067  100.00% 36,805,426  100.00% -$85.359

Motes: Figures may not add due to rounding. Suppon payments do not include quarerly trus-ups. IUSF is an abbreviation for the Universal Service Fund.

" Data from USAC Annua Report

? Estimated contributions include administrative cost of approximately 585 million, as shown in USAC' Annual Report.

Allocation of contributions among states is an FCC staff estimate.

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

Sour ce: Universal Service Monitoring Report, Table 1.12, Federal Communications Commission. December 2006.




