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INTRODUCTION

cross the country, Americans rely on broadband

connectivity to work, learn and stay connected with

friends and family. Unfortunately, many still lack

reliable broadband connectivity.! Accordingly, the
American Jobs Plan President Biden revealed last month
allocated $100 billion to subsidize broadband deployment.?
For many communities—especially rural areas with limited
potential revenue—a direct subsidy may be the best chance
they have of getting connected. But, while Biden’s plan works
toward greater deployment (and in spite of its potential pit-
falls), it does not directly address the corresponding issue
of broadband adoption, especially in areas with existing
options for consumers.?

While there are many factors that contribute to the relative-
ly low adoption rates of broadband service, price remains
a primary challenge for those with lower incomes. Some
internet service providers have made attempts to offer more
budget friendly pricing plans, however, such efforts only
scratch the surface of a deeper issue.* Similarly, pandemic
related responses are only temporary fixes that leave larger
underlying issues looming ahead. In light of this, one pos-

sible solution may be to update the Federal Communications
Commission’s (FCC) Lifeline program.®

The Lifeline program originally provided financial assistance
for landline telephony, as voice service became essential to
everyday life.° Since then, broadband has quickly overtak-
en telephony as a pseudo-essential, and while it is not nec-
essarily required for all, society continues every day to go
more virtual.” Accordingly, the FCC has expanded Lifeline
to include broadband, but many of the processes remain out-
dated, unworkable and subject to exploitation by bad actors.?
For this reason, industry leaders have recently begun calling
for drastic reforms to the program.’ This policy short there-
fore analyzes the proposed changes and the possible impact
these reforms would have on broadband adoption, as com-
pared to the existing Lifeline subsidy.

UPDATING THE FUNDING MECHANISM

Currently, Lifeline funding comes from a surcharge on exist-
ing subscribers, but only from Title II telecommunications
services (think: traditional voice telephony).® While the
FCC extended this to Voice over Internet Protocol (VoIP)
services, a surcharge cannot be applied to broadband ser-
vice.! However, broadband subscriptions have drastical-
ly increased, and so too have universal service programs.
Indeed, since 2002, the contribution factor has increased 25
percent.”? In practice, this means that those customers who
subscribe to voice telephony service must pay an almost 32
percent tax to help support the universal service programs.*
This will only grow more problematic as users continue to
migrate to stand-alone broadband service. Any reforms to
low-income assistance must first address this growing fund-
ing problem, especially if proposals seek to increase the total
support provided.

Expansion of Contribution Factor

Congress could allow the FCC to expand the contribution
factor. This approach would ultimately leave a similar system
in place as currently exists, meaning it would be a relatively
simple change legislatively and administratively. By increas-
ing the types of services that contribute to the Universal Ser-
vice Fund, the contribution factor on existing ratepayers will
go down. However, with this approach, the adoption rate of
broadband services may not change, or may even go down.
This is because, for those who are struggling to maintain
connectivity, an additional surcharge on broadband service
could make their existing plan unaffordable or simply not
worth the costs. And while it’s true that some evidence sug-
gests an additional surcharge may not drastically affect adop-
tion rates, the approach will nevertheless require a determi-
nation of what services should contribute to the Universal
Service Program.!* Depending on how such an expansion is
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incorporated, some services that benefit from universal ser-
vice support may not end up supporting the program.

Direct Appropriation

As an alternative, providers propose a new benefit program,
either built on Lifeline or in tandem to it, which would be
funded through direct appropriations from Congress. Under
this approach, rather than adding additional charges to exist-
ing broadband subscribers, the benefit program would come
directly from Congress. This provides significant benefits,
as it could better stabilize the program and better promote
broadband adoption than the existing Lifeline program.

In terms of stabilization, ratepayers would not see their
monthly broadband bill continue to increase as the contribu-
tion factor rises over time. This will allow both families and
the Universal Service Administrative Company (USAC) to
better prepare for the future. However, unless clearly written
into law, Congressional funding could sway with the political
winds. If reforms to low-income support do rely on appro-
priations, it will be important to explore avenues to add cer-
tainty into the process.

Perhaps more importantly, a direct appropriation would
better allocate the costs among taxpayers in a progressive
manner. As it stands, the universal service fee applies equally
to anyone purchasing telecommunications services regard-
less of whether the individual can barely afford the service
or makes a million dollars a year.’> An appropriations-based
approach would alleviate the burden on low-income con-
sumers by elevating the rate based on income bracket. This
means that lower-income individuals will face less burden
than they do within the current system, which will make it
more affordable to subscribe to broadband service.

To be clear, additional subsidization of broadband may not
have the drastic impact on adoption that most want to see.
However, directly appropriating funding for a subsidy pro-
gram better promotes the goals of widespread adoption than
the current Lifeline structure.

INCREASE OF THE BENEFIT SIZE

With an updated funding mechanism, Congress can explore
other options to improve the Lifeline program to increase
broadband adoption rates. Currently, the Lifeline benefit
only provides $9.25 a month for the recipient to spend on
specific services.!® This figure was tailored specifically to
voice services as voice communication was the main tele-
communications service envisioned by the program. Recent-
ly, this has been extended to broadband, but the subsidy has
remained the same with some phase downs of voice-only
support.” For many consumers, this $9.25 will only make
a small dent into most broadband offerings, and for many

low-income consumers, the difference may not justify sub-
scription.’®

However, many factors contribute to the lack of adop-
tion beyond price, most notably a lack of interest.!” Simply
throwing more money at the problem may not significantly
increase adoption rates if these other factors continue to
suppress adoption. Further, many providers now offer low-
cost options for low-income families; these offerings, though
limited, offer another means of bridging the cost barrier for
adoption.

Any subsidization will inherently take resources that could
be used for other purposes, so Congress should be careful not
to increase the benefit beyond a point where it will increase
adoption. For example, Verizon suggests a benefit in the
range of $20-$50 a month.?° This is a wide range, and the
needs of the consumer likely depend on the specific commu-
nity, but it is a good starting point for discussions as Congress
explores options for increasing the subsidy.

DELIVERY OF THE BENEFIT

Even if Congress fully funds the benefit and increases the
subsidy to support broadband services, other factors will
affect the total value derived. First among these factors will
be the delivery mechanism.

Consumer vs. Provider

Currently, the Lifeline program primarily works by provid-
ing the Internet Service Provider (ISP) with funds after the
ISP verifies whether a subscriber is eligible for the program.?
This has led to a number of problems. First, and most prob-
lematic, many mobile virtual network operators exploited
the program for years by signing up consumers at no cost
to the end user regardless of eligibility, and would contin-
ue to charge the fund monthly for the subscription.?? This
led to improper payment rates of 18.47 percent.” Congress
designed Lifeline to encourage adoption of communications
services, but many of these subscribers still lack meaningful
connections as dubious operators gamed the system.

Second, by providing the benefit directly to the ISP, the pro-
vider will simply apply the benefit to existing subscribers,
or to new eligible customers who are unaware of the benefit
prior to deciding to purchase the subscription. In isolation,
this is not really an issue. If the consumers are eligible for
the benefit, they likely will derive some value from the lower
costs they soon discover. However, this does little to increase
adoption rates, which is the goal of the program.

Finally, because the support goes directly to the ISP, recip-

ients often lack adequate knowledge about the program
beyond the specific offering in front of them.?* For example,
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if an ISP presents a consumer with an offer for a free smart-
phone or home internet at no cost to them, they may jump at
the first offering they see. However, often these consumers
could find more value from obtaining a different service or
speed tier if they knew those options existed.

Instead of providing the benefit directly to the ISP, then,
Congress should deliver the benefit to the consumer. This
would eliminate much of the fraud associated with unscru-
pulous bad actors engaging in the program because it takes
the control out of the hands of the ISPs. Even though the FCC
has done work to eliminate the practices that made fraud
rampant in the program, bad actors can still exploit the sys-
tem.? If consumers directly receive the benefit to apply to
the program of their choosing, they will at least be aware (to
some extent) what the benefit can be used for and what they
will receive. This would also limit instances in which the
subsidy is not used to meaningfully impact adoption rates,
as those who currently do not subscribe to a Lifeline sup-
ported service would receive the benefit, raising awareness
of the program.

But even beyond these benefits, directly providing the con-
sumer with the benefit gives the recipient more flexibility
to use it in a way that best suits them. There are countless
communications services currently supported, as well as dif-
ferent offerings and plans designed for different consum-
ers. If arecipient is not subscribed to broadband because, for
example, a low-cost offering does not provide worthwhile
speeds for that household, applying that benefit to a high-
er speed plan (or a plan with higher data limits) could be a
much better value.?

Further, by delivering the benefit directly to the consumer,
Congress can increase competition among providers. In
an ISP-centric model, providers may lack incentive to tar-
get these lower-income customers. By allowing consumers
to take the benefit and apply it to a wide array of services,
they can then increase competition by increasing demand
for those services. This is especially true in lower-income
communities, which may currently lack meaningful choice
simply due to the lack of potential revenue.

Direct Delivery of the Benefit via an EBT Card

The difficulty with this approach stems from the physical
delivery of the benefit to consumers. AT&T and Verizon both
support providing the subsidy on an electronic benefit card
(EBT) similar to the Supplemental Nutrition Assistance Pro-
gram (SNAP), but designing such a card and developing the
necessary infrastructure to process payments will present
numerous challenges.”

EBT cards work much the same way as a debit card. The
recipient receives the physical card along with a pin used

to identify themselves when making a purchase.?® With the
SNAP program, a grocery store can allow their systems to
accept payment via the EBT card once the PIN matches the
user, allowing for the recipient to directly spend the benefit
on food and groceries.?”” However, customers can only use
the EBT card for eligible purchases, not things like alcohol,
vitamins or hot foods.*

Theoretically, this approach could work for a telecommuni-
cations subsidy. A retailer can implement the necessary sys-
tems to accept an electronic benefit card from the consumer,
as well as qualify specific services and offerings for purchase.
This would allow a recipient to apply the benefit to any quali-
fying purchase from any participating retailer. The relatively
low burden on providers will likely increase provider partici-
pation, as recipients will engage at the storefront in much
the same way as any other consumer. The increased partici-
pation also provides recipients additional options regarding
how to spend the benefit.

The difficulty with this approach stems from more practi-
cal challenges. First, Lifeline is a national program run by
the USAC, and likewise this new benefit would approach the
problem at a national level. However, most EBT programs
are run at the state level, and the infrastructure in place may
vary.*! For example, in some states, an EBT card connects the
terminal with an account storing the benefits for the recipi-
ent; in others, the card physically stores the benefits.*? Ide-
ally, Congress would simply leverage these existing cards,
but this may not be practical unless there is significant state
buy-in to support the program.

Second, while Congress could leverage the necessary infra-
structure from existing programs, there will be upfront costs
to establish the accounts, deliver the cards, verify offerings
and identify eligibility. With these added costs, Congress will
need to appropriate additional funding just to get the pro-
gram off the ground. This translates to either an increased
tax burden or lower payments for recipients. Further, these
upfront costs may burden smaller providers that do not
already have some of the required infrastructure larger pro-
viders do, meaning there may be less competition among
providers.

Finally, Congress must consider potential fraud. Programs
like SNAP are not without fraud, and Congress should con-
sider ways that unscrupulous actors can game the system.*

OTHER MEANS OF IMPROVING ADOPTION
ETC Designation

Most broadband subsidy programs grew out of general
telecommunications subsidies, and with that outgrowth
comes a requirement that participating providers receive
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designation as an Eligible Telecommunications Carrier
(ETC). At the time, this designation made some sense as a
tool to prevent the discontinuation of telephony service in
an area with no other options. But for broadband provision,
these requirements often add significant costs that can pre-
vent a provider from deploying service in an area. By elimi-
nating any requirement that a broadband provider receive
ETC designation, and therefore the burdens that come with
it, Congress can ensure that the maximum number of provid-
ers will participate.** And, as consumer choice increases, the
value of the subsidy will increase as well.

Infrastructure Reforms

Similarly, promoting competition and deployment will like-
ly have a direct impact on broadband adoption. As provid-
ers begin the process of actually laying the fiber or attach-
ing radios, they must get regulatory approval and access to
public rights-of-way. These processes often go beyond what
is actually necessary for management of this infrastructure,
and can add significant costs and delays to the deployment
process. For example, on just the Missouri side of Kansas
City, Google required 37,000 permits, which would have cost
$2 million had the city not waived the fees.?

If Congress decides to subsidize broadband in any form, low-
ering these regulatory barriers can help increase competi-
tion and deployment without adding additional subsidies.
For instance, the Streamline Act (a national dig-once law), or
the establishment of a cost-sharing regime for pole replace-
ments in rural areas would be good steps to take and will
translate to more options at lower prices for consumers.*

That is not to say that infrastructure reforms will spur uni-
versal deployment or outweigh the need for additional sub-
sidies, but if Congress is going to spend valuable resources to
support low-income adoption of broadband, it should max-
imize the value of each dollar spent. Reforming the infra-
structure deployment process will help achieve this goal by
promoting competition in services, which will give consum-
ers more choices at lower prices.

CONCLUSION

Broadband has become an integral part of American soci-
ety, and those without a reliable connection face a growing
divide. The FCC’s Lifeline program was designed for voice
telephony service, and unfortunately has become outdated
for modern communications. It is time to revisit the pro-
gram; exploring different ways to fund and deliver the ben-
efit could greatly improve the efficacy of the subsidy. How-
ever, funding is not unlimited. It is vital that any reforms
contemplate the potential waste associated with subsidy
programs to protect taxpayer money.
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