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Introduction
On behalf of the Competitive Enterprise Institute (CEI), I respectfully submit these comments in response
to the Federal Communications Commission’s (FCC) notice of inquiry and request for comment
regarding the future of the Universal Service Fund (USF), given recent broadband investments through
the Infrastructure Investment and Jobs Act.1 Founded in 1984, the Competitive Enterprise Institute is a
non-profit research and advocacy organization that focuses on regulatory policy from a pro-market
perspective. CEI experts research and advocate policies to boost American technological innovation and
economic competitiveness through technology and telecommunication policy reforms.
The Competitive Enterprise Institute appreciates the intention of Congress and the FCC to expand Internet
access for all Americans. To that end, CEI also appreciates the Commission’s efforts to request comments
on the report on the future of the Universal Service Fund. As the FCC seeks to improve broadband access
while minimizing costs to taxpayers, the USF could benefit from reforms in several areas.
•

•
•
•
•

First, given the recent authorization of funds through the American Rescue Plan and the
Infrastructure Investment and Jobs Act, the FCC should reconsider the future of the USF
programs and reevaluate which programs are necessary to achieve the Commission’s
statutory objectives.
Second, due to the recent increases in broadband funding through other sources, the FCC
should reconsider the need for the high-cost program.
Third, to the extent that future government assistance is needed, the USF should focus on
consumer-focused initiatives, like the Lifeline program.
Fourth, like other USF components, the E-Rate program suffers from inefficient
allocation of funds. Therefore, the Commission should consider reviewing its current ERate policies and enact reforms to use taxpayer-provided funds effectively.
Fifth, the Commission should propose the elimination of the USF surcharge and seek
Congressional appropriation to fund future USF programs. Eliminating this surcharge
will improve broadband affordability for low-income Americans. Furthermore,
Congressional appropriation will allow Congress to set a hard limit on the amount of USF
assistance, encouraging more efficient usage of such funds.

I. Reconsider Which Universal Service Fund Programs Are Necessary
Given recent increases in broadband funding, the Commission should reconsider which USF programs
are necessary to meet its statutory connectivity goals. In 2017, the FCC published a report that found it
would cost approximately $40 billion in capital expenditures to ensure that broadband services reach 98
percent of households and small and medium-sized businesses.2 However, the FCC has already spent
more than $43 billion in funding since 2017.3 Most recently, the American Rescue Plan provided $350
billion to states and counties to improve infrastructure, including broadband.4 The Infrastructure
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Investment and Jobs Act provided more than $60 billion for broadband deployment, including access and
deployment programs.5
This dramatic increase in federal funding means that the FCC has more than enough resources for the
capital expenditures required to ensure universal broadband connectivity. Consequently, the FCC should
reconsider the extent to which USF programs serve their original intended purpose.6 To that end, the
Commission should examine the extent to which the different USF components have been effective and
provide a rationale for the continuation of any existing programs, such as the E-Rate program for public
schools and libraries. While the USF programs have undoubtedly improved broadband connectivity and
access to the Internet, a comprehensive and programmatic audit now will help ensure that taxpayer
funding is used effectively in the future.
II. Phase out the High-Cost Program
Because of the existing resources available for supporting broadband connectivity, the FCC should
consider phasing out its high-cost program, also known as the Connect America Fund. With a yearly
budget of $4.5 billion, the high-cost program is the most significant component of the USF and provides
subsidies to Internet service providers (ISPs) for connectivity in rural, sparsely populated areas.7
However, as per the FCC’s 2017 estimate, the Commission already has more than enough resources to
achieve universal service without seeking further support through the high-cost program.8 Furthermore, as
private-sector investment has expanded broadband investment in rural areas, the lack of affordability—
rather than connectivity—is now the more significant barrier to achieving universal Internet access.9
Furthermore, the FCC should improve its mapping capabilities to ensure that USF taxpayer dollars are not
wasted in areas that already enjoy strong broadband connectivity.10 Instead, through better mapping
information, the FCC should make evidence-based decisions to allocate scarce resources to areas that lack
adequate connectivity.11 To ensure fiscal transparency, the Commission should provide a detailed timeline
of when and how it will use the existing broadband funding to achieve universal Internet access
throughout the country.
III. Improve the Lifeline Program
The FCC should focus its efforts on improving the existing Lifeline program to improve Internet
affordability. As private broadband investment and past subsidies have helped improve broadband
connectivity, the lack of affordability has become a more pressing concern for Internet access in both
rural and urban areas.12 In the long run, there is no alternative to increased competition between different
types of providers—including cable, fiber optic, and satellite—to make Internet access affordable for all
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Americans.13 However, to do so in the short term, existing broadband subsidies should prioritize
consumer-focused initiatives, such as the Lifeline program. Such programs provide greater choice and
market competition since the contributions go to the ISPs that consumers choose for broadband
connection.14 Compared to wasteful subsidies to Internet service providers for delivering service in rural
areas, consumer-focused programs like Lifeline are likely to create fewer market-distorting effects.15
However, like the high-cost program, the Lifeline program remains plagued by corruption and misuse of
funds, which the FCC needs to address.16 Such misuse means that taxpayer dollars often go to those who
do not need help at the cost of those who do. For example, in 2010, the Commission learned that a
company owner fraudulently obtained $6.5 million from the high-cost program.17 However, the FCC did
not act for four years while the company acquired more than $27 million in improper USF payments.18 It
was only a public outcry following an indictment of the company’s owner that led the FCC to start an
investigation. Several companies fraudulently received Lifeline funds for customers that they did not
have—although the FCC was able to recover the money in at least some of the cases.19
To improve the Lifeline program, the FCC could issue subsidies as vouchers directly to consumers—
instead of to ISPs—which would offer consumers greater choice in selecting broadband services.20 That is
the model followed in many European countries. For example, the United Kingdom’s Gigabit Broadband
Voucher Scheme provides vouchers to eligible rural households and businesses to offset broadband
connection costs.21 However, if the Commission were to opt for a voucher-based program, it would need
to establish adequate verification processes to ensure that the intended recipients receive the money and
that the assistance is used for the specified purpose.
Additionally, the FCC could extend the Lifeline program to low-income individuals in both urban and
rural areas. Currently, only residents in underserved rural areas can benefit from the Lifeline program. 22
The Lifeline program—and any similar USF initiatives—should not discriminate between urban and rural
residents. While broadband connectivity remains a challenge in underserved rural areas, the lack of
Internet affordability is a problem in rural and urban areas alike.23 By ensuring that allocated taxpayer
dollars go to those with the highest needs irrespective of location, the Commission can help bring the
Internet to Americans who cannot afford Internet service.24
IV. Reform the E-Rate Program
The E-Rate program—a relatively less known USF component—offers financial assistance to K-12
schools and libraries for broadband connectivity. Depending on the poverty level of the institutions, the
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E-Rate program provides between 20 to 90 percent of the costs of Internet connectivity for eligible
schools and libraries.25 Many schools lack a large enough tax base to draw on, so the FCC will likely have
to continue the E-Rate program in some form.26
However, like other USF components, the E-Rate program suffers from misuse and inefficient allocation
of resources. Therefore, the Commission should consider reviewing its current E-Rate policies and
pursuing reforms to allow more effective use of limited taxpayer dollars.27 To that end, the Commission
could introduce means-testing to ensure that funding goes to schools and libraries in genuine need of
support. For example, the FCC should consider whether a particular school is located in a poor or wealthy
district.28 The Commission could also introduce information-sharing mechanisms that allow educational
institutions to compare what other institutions pay for broadband connections and help schools negotiate
better subscription rates.29
V. Eliminate the Universal Service Fund Surcharge and Propose Congressional Appropriation30
The FCC should request Congress to replace the USF surcharge funding mechanism with a legal
framework that provides broadband funding through direct Congressional appropriation.31 Currently, USF
programs are funded by a surcharge fee instead of direct Congressional allocations.32 The Commission
imposes this fee on telecommunications companies, but it is generally passed on to consumers as a line
item in the overall broadband bill.33 Although this surcharge was only 3 percent in 1998, it has steadily
increased to 33.4 percent as of the second quarter of 202134—even though broadband subscription fees
declined by 26 percent between 2008 and 2020.35
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The USF surcharge’s regressive nature means that consumers pay the same percentage irrespective of
their income level, undermining the program’s purpose of promoting broadband access for lower-income
households.36
Congressional appropriation will have three advantages over the USF surcharge funding mechanism.
•
•

•

First, removing the surcharge will make broadband subscriptions cheaper and more affordable at
the point of purchase.
Second, Congressional allocation could help reduce inefficiency and corruption and help
Congress hold the FCC accountable for how funds are used. According to the Government
Accountability Office, USF programs are plagued by inefficiency and the lack of internal
controls, while other sources have also criticized the misuse of funds.37
Third, direct Congressional appropriation will allow Congress to set a hard limit on the amount of
USF assistance, encouraging more efficient usage of such funds. To that end, Congress should
consider annual reviews of the extent to which different USF programs have been effective in
meeting their intended targets. Such review mechanisms can enable evidence-based decisionmaking about which programs should continue to be funded and how much funding should be
allocated. The increased oversight and accountability can help address existing USF shortcomings
like inefficient allocation of resources and misuse of funds.38

Conclusion
With growing private investment and recent increases in broadband funding, the Federal Communications
Commission can help ensure universal broadband access for Americans without significant future
assistance. To do so, the Commission needs to ensure that it uses existing funding prudently and
effectively. The policies proposed in this comment—from reforming the Lifeline and E-Rate programs to
phasing out the high-cost program—should help the FCC move in that direction.
Ultimately, there is no alternative to market competition to expand broadband access in the long run. To
that end, the FCC should seek to reduce regulatory barriers to private broadband investment and promote
competition between different types of providers, such as cable, fiber, and satellite-based Internet
providers. Creating a market-friendly regulatory environment for the private sector is crucial to reduce
broadband subscription prices and ensure universal Internet access while lowering costs to taxpayers.
_____________
Ryan Nabil
Research Fellow
Competitive Enterprise Institute
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