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(1) 

A DISCUSSION DRAFT OF THE UNIVERSAL 
SERVICE REFORM ACT OF 2009 

TUESDAY, NOVEMBER 17, 2009 

SUBCOMMITTEE ON COMMUNICATIONS,
TECHNOLOGY, AND THE INTERNET, 

COMMITTEE ON ENERGY AND COMMERCE, 
HOUSE OF REPRESENTATIVES, 

Washington, DC. 
The subcommittee met, pursuant to notice, at 9:39 a.m., in Room 

2123, Rayburn House Office Building, Hon. Rick Boucher [chair-
man of the subcommittee] presiding. 

Present: Representatives Boucher, Markey, Eshoo, Stupak, 
Doyle, Inslee, Butterfield, Matsui, Christensen, Castor, Space, 
McNerney, Welch, Dingell, Stearns, Shimkus, Blunt, Buyer, Wal-
den, Terry, Blackburn, and Barton (ex officio). 

Staff Present: Roger Sherman, Chief Counsel; Greg Guice, Coun-
sel; Shawn Chang, Counsel; Amy Levine, Counsel; Pat Delgado, 
Waxman Chief of Staff; Phil Barnett, Staff Director; Bruce Wolpe, 
Senior Advisor; and Sarah Fisher, Special Assistant. 

OPENING STATEMENT OF HON. RICK BOUCHER, A REP-
RESENTATIVE IN CONGRESS FROM THE COMMONWEALTH 
OF VIRGINIA 

Mr. BOUCHER. The subcommittee will come to order. 
Good morning to everyone, and thank you for your attendance 

today. 
This morning, our hearing focuses on the Universal Service 

High-Cost Fund and the reforms to it that are proposed in a legis-
lative discussion draft that is now before us. 

Having affordable telephone rates for all Americans is essential 
to our national wellbeing. At a time when electronic commerce and 
communications are central to national economic performance, 
keeping all Americans connected should be a priority for rural and 
metropolitan residents alike. 

While the universal service support is largely targeted to the 
rural areas where costs are high because of terrain, low-population 
density, and the long distances the communications lines have to 
traverse, the benefits of having everyone connected flow to urban 
and rural areas alike. And I hope that members will not lose sight 
of that reality as we consider the reforms that are needed to ensure 
the sustainability of the Universal Service Fund. 

It is now under tremendous pressure, and a comprehensive re-
form is clearly called for, and I think it is urgently needed. New 
technologies and business models that make local and long-distance 
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telephone traffic essentially indistinguishable are combining to di-
minish the long-distance revenues that are relied upon to support 
universal service. 

Since the universal service long-distance surcharge is being im-
posed on a declining revenue base, the surcharge rates are rapidly 
raising. Today, the contribution rate is 12 percent of long-distance 
revenues. And, in January, that contribution rate is set to rise to 
a record-breaking 14.2 percent. And unless we enact comprehensive 
reforms, further escalation will continue after that. 

This status quo is simply not acceptable and sustainable. New 
controls must be placed on costs so that the level of universal serv-
ice support can be contained. The bill before us caps the High-Cost 
Fund. It requires competitive bidding for the provision of support 
to wireless carriers. It imposes rigorous auditing and reporting re-
quirements on the carriers that receive support. We also expand 
the contribution base to intrastate services and to all entities that 
provide a connection to the network as a means of relieving pres-
sure on the declining-revenue long-distance base. These changes on 
both the contribution and the expenditure sides should produce a 
sustainable Universal Service Fund. 

The bipartisan discussion draft that we now have before us I cir-
culated with our colleague from Nebraska, Mr. Terry. And it re-
sults from almost 4 years of consultations that Mr. Terry and I 
have undertaken with literally dozens of stakeholders having com-
peting interests with respect to universal service. We have sought 
and now we have achieved a consensus among these parties that 
have competing views with regard to universal service. 

Our draft bridges the divide on universal service issues between 
large carriers, such as Verizon and AT&T, that are net contributors 
into the Universal Service Fund and the smaller rural carriers that 
are net recipients of universal service funding. As we will hear 
from our witnesses this morning, stakeholders on both sides of this 
classic divide are now united in their support for the bill before us. 

The draft makes a broad range of other changes, such as quali-
fying broadband as an eligible subject for universal service expendi-
tures for the first time. Other elements in our measure include a 
better targeting of support to high-cost areas by switching from 
statewide to wire center averaging; fixing the phantom traffic prob-
lem by requiring carriers to pass through call identifying informa-
tion; eliminating traffic pumping, which has become a major prob-
lem of late, by prohibiting carriers from sharing access charges 
with third parties that offer free or reduced-cost services; making 
rural exchanges more marketable for telephone companies that de-
sire to sell them by eliminating the parent trap; and making per-
manent the Antideficiency Act exemption for universal service so 
that annual waivers are not required on appropriations bills on an 
ongoing basis. 

We welcome this morning the views of our witnesses and mem-
bers of the subcommittee as we seek to broaden the consensus on 
the reforms that are needed in order to make sustainable the Uni-
versal Service Fund. 

That completes my opening statement, And I am pleased to rec-
ognize at this time for 2 minutes the gentleman from Nebraska, 
Mr. Terry, for his opening statement. 
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I might just note, if you will excuse me for a moment, Mr. Terry, 
for the benefit of our witnesses that our Republican colleagues are 
having a conference at the moment, and that is urgent business for 
them, I am sure. And that accounts for the fact that on our side 
of the aisle we are somewhat better represented here than on the 
Republican side. But they are embarked, I am sure, on a good mis-
sion. 

Mr. Terry is recognized for 2 minutes. 
[The prepared statement of Mr. Boucher follows:] 
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OPENING STATEMENT OF HON. LEE TERRY, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF NEBRASKA 

Mr. TERRY. Thank you, Mr. Chairman, for everything. 
Reform of the Universal Service Fund has been a long time com-

ing, and, under your leadership and dedication to this issue, I am 
confident that meaningful reform is within the consumers’ reach. 

Over 4 years ago, when we set out to introduce the first com-
prehensive universal service reform bill since 1996, we agreed that 
the principles and goals of universal service are still as relevant 
today as they were in the 1930s. However, the USF has failed to 
keep up with the changing telecommunications landscape, and to-
day’s draft legislation is needed more than any time before. 

Our draft legislation improves many of the existing USF mecha-
nisms. Specifically, we target USF support to high-cost areas to en-
sure that USF is meeting its goal of making telecommunication 
services available to all rural high-cost consumers. The targeting 
provision is especially important to address the equity issue of en-
suring that all customers living in rural America receive the bene-
fits of USF regardless of the carrier that serves them. 

The draft legislation also makes broadband a supported service. 
Including broadband as a supported service is commonsense and 
brings the fund into the 21st century. For those that fear adding 
broadband as a support service will subsidize competition, I would 
like to highlight that the targeting provision in our legislation will 
move support outside the town centers into the high-cost areas 
where support is needed the most. 

And, finally, I would like to highlight that the draft legislation 
addresses important issues of cost, accountability, and fairness. 
The draft legislation broadens the base of contributors while plac-
ing a cap on the overall High-Cost Fund. I recognize that the cap 
has caused some heartburn with some of our witnesses and appre-
ciate your support throughout the process. As the process moves 
forward, it is my hope that we can continue to work together. 

I yield back. 
Mr. BOUCHER. Thank you, Mr. Terry. 
The chairman emeritus of the full Energy and Commerce Com-

mittee, the gentleman from Michigan, Mr. Dingell, is recognized for 
5 minutes. 

OPENING STATEMENT OF HON. JOHN D. DINGELL, A REPRE-
SENTATIVE IN CONGRESS FROM THE STATE OF MICHIGAN 

Mr. DINGELL. Mr. Chairman, I thank you. I commend you for 
holding today’s hearing—it is important—and also for you and Mr. 
Terry in your fine work on the discussion draft of the Universal 
Service Reform Act of 2009. This is an important piece of legisla-
tion. 

Due to the explosive growth in the use of Internet and wireless 
services for communications, the revenues of telecommunications 
subject to universal service fees have declined, thus leading to in-
creased fees on consumers to allow companies to meet their re-
quired universal service contributions. 

Lamentably, the Universal Service Fund has not been modified 
to reflect this market dynamic. And, further, by reason of this inac-
tion, the fund has within denied the necessary streams of revenue 
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that could be derived from assessments on nontraditional commu-
nication providers, such as Voice over Internet Protocol, VoIP, 
which are now competitive players in the telecommunications in-
dustry. 

Consequently, now, more than ever, it is incumbent on the Con-
gress to make the necessary changes to the Universal Service 
Fund’s structure so as to preserve as well as to modernize its abil-
ity to facilitate the provision for high-quality telecommunication 
services at affordable rates to all Americans regardless of geog-
raphy or income. 

As I have pointed out in the past, I believe that three principles 
should guide our efforts in this matter. First, all providers of tele-
communications should contribute equitably to support universal 
service. Second, all communications, and not simply interstate and 
foreign communications, should be subject to assessments to sup-
port universal service. Finally, we should not play favorites with 
new communications technologies when it comes to Universal Serv-
ice Fund contribution requirements. This would have the undesir-
able effect of shortchanging the fund, to which I have just alluded, 
as well as picking winners and losers in the marketplace. Indeed, 
it would constitute an exercise in unfairness. 

I am pleased that your draft, the Boucher-Terry draft legislation, 
incorporates these principles. Moreover, in keeping with Chairman 
Waxman’s and my belief that reform in this area should be for-
ward-looking, the draft bill recognizes broadband as a universal 
service and makes provisions to support the expansion of its infra-
structure. In brief, this legislation is a much-needed step in the 
right direction for universal service reform, and I am proud to ex-
tend my support for it. 

Mr. Chairman, I thank you for your courtesy, and I commend 
you for the congenial, bipartisan process that has produced this bill 
pending before the committee’s consideration today. This matter of 
collaboration has always been a hallmark of this committee’s finest 
work, and I look forward to further improvement to this legislation 
under your auspices and under these principles. 

Thank you, Mr. Chairman, and I yield back the balance of my 
time. 

Mr. BOUCHER. Thank you very much, Chairman Dingell. 
The gentleman from Florida, Mr. Stearns, the ranking Repub-

lican member of our subcommittee, is recognized for 5 minutes. 

OPENING STATEMENT OF HON. CLIFF STEARNS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF FLORIDA 

Mr. STEARNS. Good morning. And thank you, Mr. Chairman. This 
is a very important hearing. It is nice to see a lot of folks here, a 
very distinguished group of witnesses here. 

I am encouraged that your view towards reforming the broken 
Universal Service Fund is a high priority. There are many different 
ideas on how to best achieve this, as we can see from the number 
of witnesses we have today, so I look forward to their testimony. 

The Universal Service Fund needs to be reformed, and quickly, 
if possible. We can all, perhaps, agree on that one point. The sys-
tem is fraught with waste, fraud, and abuse. A major overhaul is 
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necessary. So the question before us is, what are the appropriate 
goals of the program and, obviously, how do we best achieve that? 

The 1996 Telecom Act codified universal service, but the concept 
goes back decades earlier to a time when there was only one phone 
company. Now the landscape looks a whole lot different, yet the 
fund is still administered by outdated rules. 

Among the impacts of the growth of the Universal Service Fund 
have been the growing universal service fees. This contribution fac-
tor is a percentage of interstate end-user revenue that telecom com-
panies must pay and changes quarterly, depending upon the needs 
of the program. Now, in the second quarter of 2000, the fee was 
5.7 percent. It has since grown to 12.3 percent. That means that 
consumers are paying fees in excess of 12 percent of their monthly 
phone bills. And that fee is expected to go up to 14 percent next 
year. 

Accordingly, there is a need to reform the program away from 
subsidies that may no longer be necessary as technology and serv-
ices improve and, of course, become more widespread. Instead, we 
need to move towards a solution that ensures the goals of universal 
services but minimizes consumer cost. Throwing additional money 
at this crumbling program makes little sense at this time. 

The purpose of this hearing is to examine the discussion draft of 
the Universal Service Reform Act of 2009. This draft takes several 
positive steps towards reform, but it also contains some question-
able direction. In particular, it is not clear that this draft restrains 
costs in any real significant way. In fact, the size of the fund, per-
haps, will ultimately increase. 

More can and should be done to rein in costs and to improve 
transparency. First, we need to impose a firm cap to prevent un-
controlled growth in the fund. While this draft bill would cap the 
high-cost portion of the fund, the cap is subject to several signifi-
cant exceptions that would grow the fund, in my opinion. 

These exceptions include: an annual growth factor; changes to in-
crease support for certain nonrural carriers and carriers that buy 
other local carriers; and an upward adjustment if the FCC adopts 
an alternative recovery mechanism for intercarrier compensation 
revenues that increases demand for Universal Service Fund sup-
port. 

So, it is not clear how much these exceptions would cost the fund 
and consumers. The FCC and other sources have given us, re-
cently, an estimate that the changes to nonrural support alone 
range from an increase of $200 million to $700 million. This is only 
if no additional carriers request this type of support and if the sup-
port is for voice service, not broadband service. 

In addition, reforming intercarrier compensation, as this draft 
would require, could cost upwards of $1 billion. While some of that 
increase would be offset, I understand, by reductions in other 
charges, some customers are likely to see their overall phone bills 
obviously go up. 

I think we ought to know the price tag before we start handing 
out subsidies. So I question the reform that is proposed, and I am 
hoping that we can find out from our witnesses today how this 
would work. 
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Moreover, we need to institute competitive bidding procedures 
that apply to all carriers. This type of process will help ensure that 
we are getting the most out of the subsidies. Otherwise, we will 
continue to see an inefficient use of consumers’ money. 

We also need to target the money to the places and the people 
who obviously really need it. Cable companies, for example, suggest 
that we eliminate subsidies anywhere there is an unsubsidized 
wireline provider. It certainly seems to make good sense that we 
eliminate subsidies where the market has demonstrated clearly 
service can be offered without subsidies. 

So, again, thank you, Mr. Chairman, for holding this hearing. It 
is important to examine the goals, and I look forward to hearing 
from our witnesses. 

Mr. BOUCHER. Thank you, Mr. Stearns. 
The gentleman from Massachusetts, Mr. Markey, is recognized 

for 2 minutes. 
Mr. MARKEY. Thank you, Mr. Chairman. 
It is long overdue that we fix the bloated system that likely over-

pays eligible telecommunications carriers more than what is war-
ranted. When approaching reform proposals, I believe that we 
should harness advances in technologies and insist on administra-
tive efficiencies to first drive down costs and create savings wher-
ever and whenever possible. And, second, we must also shift over 
time to more rational, stable sources of funding while embracing 
broadband as a supported service. 

Broadband will be indispensable in the 21st century. It will pro-
vide our ability to be able to manage energy-efficiency technologies, 
lower health-care costs, along with other social and economic bene-
fits. And that is why I successfully amended the American Recov-
ery and Reinvestment Act in February and required the FCC to de-
velop a national broadband plan for the country that is due next 
February. 

While the U.S. lags behind other countries in the world in sev-
eral key broadband metrics, there is one area where the United 
States leads the world: connections to classrooms. Why? Well, be-
cause in the 1996 Telecom Act we had a plan. As the primary 
House author of the E–Rate program in that landmark bill, I have 
seen firsthand what we can do when we actually have a plan. And 
the 90-percent-plus of classrooms today connected to the Internet 
is testimony to a forward-leading approach. 

With the national telecommunications broadband plan, the Fed-
eral Communications Commission has a chance to give the country 
a blueprint for our broadband future. I urge the Commission to 
give a plan to us that is practical but consistent with our history 
of tackling the big infrastructure challenges with big ideas and a 
commitment to action. 

Without question, any national broadband plan focused on de-
ployment to all Americans and on addressing affordability must in-
clude universal service and related issues of intercarrier compensa-
tion as a key ingredient. I congratulate Chairman Boucher and Mr. 
Terry for their work on this issue. 

And I yield back the balance of my time. 
Mr. BOUCHER. Thank you very much, Mr. Markey. 
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The gentleman from Illinois, Mr. Shimkus, is recognized for 2 
minutes. 

Mr. SHIMKUS. Thank you, Mr. Chairman. 
It is good to see so many friends here. And I applaud you and 

Lee for your bulldog approach to this. 
The Universal Service Fund should always be about the cus-

tomers, not the companies. And I focus on bringing broadband to 
the rural areas, and I think there has been a lot of support for 
that. I agree, we need to target waste, fraud, and abuse. And we 
need to legislate, and we do not need the FCC to regulate on this. 

On a side note, I don’t want to throw a wrench in this whole de-
bate, but, as we focus on pushing out, I hope, broadband 
connectivity to places that don’t have it, or high-speed, this Net 
neutrality debate could come in here because it could change the 
business plan. And so, it is not explicitly written in this bill, but 
it is of concern that if we cannot make a decision on issues like 
telemedicine, then you have another problem with the whole Net 
neutrality debate. 

And I yield back my time. 
Mr. BOUCHER. Thank you very much, Mr. Shimkus. 
The gentlelady from California, Ms. Eshoo, is recognized for 2 

minutes. 
Ms. ESHOO. Thank you, Mr. Chairman, for holding this hearing 

and providing us with your discussion draft of the Universal Serv-
ice Reform Act of 2009. 

The draft is a springboard for a healthy discourse on the next 
step for the fund. And we have held more than a few hearings on 
this subject, and I think that it is time to develop a workable piece 
of legislation. 

I welcome all the witnesses and, certainly, Mr. Rosston, who is 
a constituent and a good friend. It is wonderful to see you here. 

There are myriad range of problems with the Universal Service 
Fund based, in part, on changes in the telecommunications indus-
try. In 1996—which is only 13 years ago in regular years, but in 
telecommunications years it might as well be a century. During 
that time, we have seen a virtual explosion of new services and 
products. 

The current system reflects the mid-20th century’s telecommuni-
cations economy, when long-distance calls were defined as distinct 
from local calls and classified as a more expensive service. This is 
the age of broadband and mobile telephony, and national and inter-
national packages have made this system a relic fit for the national 
history museum. 

The program as it now stands is inefficient and fragmented, with 
episodes of corruption. But we know that the fund would cost too 
much even if its administrative problems are solved because the 
ways it collects revenue and compensates vendors doesn’t make 
sense anymore. 

We heard arguments at our last hearing about the need for 
change and whether that change should come in the form of a re-
verse auction or request for proposals when picking recipients. We 
heard ideas about how to fix intercarrier compensation and the 
identical support rule. A discussion draft should take us to the next 
level, to concrete solutions. I think it is time to integrate broadband 
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11 

into the fund base for contribution purposes, and I am pleased that 
the draft bill does so. 

But I am concerned about issues related to minimum speed and 
broadband rollout. I signed on to Congresswoman Matsui’s bill be-
cause I want to discuss the next steps for utilizing the fund to sup-
port broadband access. Unfortunately, the bill before us does not 
address the Low-Income Lifeline Program that would support uni-
versal broadband deployment under Ms. Matsui’s bill. So I am in-
terested in alternative methods that you would have for addressing 
this issue. 

It also does not discuss the Schools and Libraries Program. That 
leaves a lot out of the equation. Schools and libraries are our an-
chor institutions, and I have voiced my concern for funding their 
broadband access. And the last mile of broadband needs to go to 
urban as well as rural areas quickly, both in terms of time and 
speed. 

So I look forward to working on the bill, Mr. Chairman, with you 
and Mr. Terry, on developing this important piece of legislation 
that, I believe, needs to be comprehensive and holistic in its ap-
proach. 

And I yield back. 
Mr. BOUCHER. Thank you very much, Ms. Eshoo. 
The ranking Republican member of our full committee, the gen-

tleman from Texas, Mr. Barton, is recognized for 5 minutes. 

OPENING STATEMENT OF HON. JOE BARTON, A 
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS 

Mr. BARTON. Thank you, Mr. Chairman. 
I want to thank all of our witnesses. 
I think we need a few more, Mr. Chairman. I don’t think you 

have quite covered the total spectrum. My next-door neighbor 
wasn’t invited, and we need to get them out here. 

I am going to submit my opening statement for the record. 
To put it in terms that average people understand, I like the bill. 

I am ready to take you to the prom, but I am not ready to marry 
you. You know? There is still work that needs to be done, cosmetic 
touchups, you know, a little better attitude maybe. But you are on 
the right track, Mr. Chairman. 

It is obvious that the fund is broken. I mean, you know, more 
people have cell phones than have hardline phones. The United 
States is the most wired country in the world. Those of us that 
have all the ideocentric laws that we have to deal with have two 
BlackBerrys, three cell phones, plus all the hardline phones. 

At my condo here in Washington, in Virginia, I basically just 
have a phone there to have a phone in case there is some emer-
gency or something. My USF fee is probably 20 to 30 percent of my 
bill because I pay the absolute minimum each month. I just think 
that is not appropriate. 

You and Mr. Terry’s bill, which you have worked with me on and 
Mr. Terry has worked with me on, I really, really want to support. 
But it does concern me that, under this bill, the size of the fund 
could actually increase and not decrease. I think we need a firm 
cap. Obviously, that is something that we need to work on or dis-
cuss. 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00017 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



12 

There are some things that we could do that are not in the bill 
to make it more competitive in the service fund. I think it is ridicu-
lous that some areas have 30 different phone companies that get 
subsidies. I don’t buy that. I can buy two, maybe, or three for com-
petitive purposes, but 30? I just think that is wrong. 

And while you and I have discussed this at some length, having 
a mandate is a difficult concept for somebody like me to swallow 
for broadband. I am not saying it is—it may not be appropriate, but 
it is something that I have to think about. 

So, overall, great prom date, marriage proposal possible. 
And, with that, I yield back, Mr. Chairman. 
Mr. BOUCHER. Well, thank you very much, Mr. Barton. Given the 

distance that we have traveled, a prom date is good enough for 
today, and I am happy to get the invitation. 

The gentleman from Pennsylvania, Mr. Doyle, is recognized for 
2 minutes. 

Mr. DOYLE. Thank you, Mr. Chairman. I am still trying to get 
that image of Mr. Barton taking you out to the prom out of my 
head. 

Mr. BARTON. That is just metaphysical. It is not literal. 
Mr. DOYLE. Even that is scary. 
Thank you, Mr. Chairman, for holding this hearing. I am pleased 

that you are holding a hearing on your bill to reform the Universal 
Service Fund. 

I think we have to rethink what ‘‘universal service’’ means and 
how the Universal Service Fund implements these goals. I have 
said many, many times that we need an overhaul for the 
broadband age, a ‘‘Universal 2.0.’’ ‘‘Universal Service 2.0’’ shouldn’t 
build on the current structure just because it is what we have. 
That structure should undergo a thorough review to make sure 
that every dollar spent is a dollar that the private sector isn’t com-
peting against and that every dollar spent enables low-income con-
sumers to choose the communication services they need. 

I think the bill takes a number of steps in the right direction, 
but I have some concerns that I believe have to be addressed before 
I can support it. Today, my constituents pay a lot of money into 
that fund, and I want to make sure that the fund just doesn’t take 
from those in urban areas just to hand it over to rural areas who 
are capable of paying for themselves. 

I think that Ms. Matsui’s bill that allows for low-income Ameri-
cans to qualify for a broadband lifeline subsidy is a good start, and 
I intend to add my name as a cosponsor. 

However, although it is critically important in many cases, 
monthly price isn’t always the biggest reason that people aren’t on-
line at home. There is the other program, Link-Up, that needs to 
be addressed also in ‘‘Universal Service 2.0,’’ because there are 
other barriers, like access to a computer or even a lack of under-
standing the benefits of broadband. 

Some people suggest that we shouldn’t be subsidizing telephone 
service for upper-income communities in areas like Aspen, Colo-
rado. Perhaps we need to consider legislation that will move the 
Universal Service Fund to a voucher system for low-income con-
sumers that will allow them to communicate in the ways that they 
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want to. I am interested in learning if that is a viable solution to 
meet the goals of ‘‘Universal Service 2.0.’’ 

I look forward to hearing from our panelists today, and I look for-
ward to asking some questions, Mr. Chairman. Thank you. 

Mr. BOUCHER. Thank you very much. I appreciate your com-
ments this morning. 

The gentlelady from Tennessee, Mrs. Blackburn, is recognized for 
2 minutes. 

Mrs. BLACKBURN. Thank you, Mr. Chairman. I do thank you for 
the hearing. I know that you and Mr. Terry are hard at work on 
this issue. 

And I want to say welcome to all of our visitors here today. It 
looks like, with the large number of you, we are going to be spend-
ing the day together talking about this issue. But I am glad that 
you are here. 

And I hope that, as we go through this hearing today, that we 
are going to touch on a number of issues that really need to be ad-
dressed: the intercarrier compensation, competitive bidding, caps 
on the USF distribution, the reverse auctioning, cost of this to the 
consumer. Several of us have mentioned these, and, as you know, 
they are of concern to us. 

I am concerned that the legislation in its current form is—we are 
not really addressing hitting the problems that we are hearing 
from our constituents. We are just not hitting them head-on. And 
I think the American people have grown ill and fatigued of lots of 
talk. They want to see some action on some issues. 

I am hearing from some of my constituents who would be af-
fected by this, why is it not going to dramatically increase access 
or improve access? Exactly what is going to happen with the 
broadband plan and expansion; how are you going to handle that? 

Mr. Shimkus mentioned Net neutrality. I term it ‘‘fairness doc-
trine for the Internet.’’ Indeed, there is concern about complications 
and how that would be handled. 

People are concerned that we put taxes on the books and then 
we don’t take taxes off the books, but we cannot always define 
what is a better use or a fair distribution for those taxes. 

So there is plenty for us to look at and talk about. And I do hope 
we are going to have some good common sense coming from all of 
you. 

I want to say a special welcome, Mr. Chairman, if I may, to Mr. 
Greer, who is from Tennessee and is someone that I enjoy my con-
versations with when we talk about how this affects our rural 
areas and as we look at the telecommunications issues in the rural 
areas. 

I also want to say a special welcome to Mr. Graham, who grad-
uated from Mississippi State University and, like me, a fellow bull-
dog. Looking at you, I can tell you were there much later in life 
than was I and that you probably graduated many years after I 
had left. But welcome. We are glad you are here. 

I yield back. 
Mr. BOUCHER. Thank you, Mrs. Blackburn. 
The gentlelady from California, Ms. Matsui, is recognized for 2 

minutes. 
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Ms. MATSUI. Thank you, Mr. Chairman. And thank you very 
much for holding this hearing today on reforming the Universal 
Service Fund. I would also like to commend your efforts to expand 
broadband access to more Americans in your draft USF reform leg-
islation. 

And I would like to thank the witnesses for joining us today. 
I would also like to thank Ms. Eshoo and Mr. Doyle for their sup-

portive comments on my Broadband Affordability Act. 
In today’s economy, the Internet has become a necessity, not a 

luxury. Americans need it to obtain emergency information for edu-
cational purposes, to find low-cost health-care options, and to seek 
employment assistance. In fact, about 75 percent of all large U.S. 
employers now require applicants to apply online, creating a sig-
nificant disadvantage for those without broadband. 

We need to not only expand broadband access but also to address 
the fact that millions of Americans simply cannot afford to pay up 
to $60 a month for broadband. A recent ITIF study found that 96 
percent of Americans have access to broadband services, while less 
than 65 percent actually subscribe. 

Other current prominent studies by the Pew Institute and PPIC 
have strongly suggested that broadband adoption rates are largely 
associated with income. Lower-income families in urban and rural 
areas are severely disadvantaged in large part by the lack of access 
to affordable broadband services. 

To help close the digital divide, I have introduced the 
‘‘Broadband Affordability Act,’’ which would direct the FCC to cre-
ate a program for universal broadband adoption similar to the cur-
rent USF Lifeline assistance program. The bill will ensure that 
lower-income Americans living in urban and suburban and rural 
areas all have access to affordable broadband services. In doing so, 
households who currently possess broadband options but have not 
subscribed because of cost would no longer be unserved or under-
served. 

It is my hope that any USF reform legislation helps bridge this 
Nation’s digital divide by addressing affordability barriers. 

I look forward to working with Mr. Chairman and Mr. Terry and 
all my colleagues, looking forward. And I yield back the balance of 
my time. 

Mr. BOUCHER. Thank you very much, Ms. Matsui. 
The gentleman from Oregon, Mr. Walden, is recognized for 2 

minutes. 
Mr. WALDEN. Thank you very much, Mr. Chairman. 
The topic of today’s hearing, Universal Service Fund reform, is 

one that it appears everyone has something to say about, judging 
by the panel of 10 witnesses. And we welcome you all. This is a 
complex matter, So I appreciate your assembling such a thorough 
complement of witnesses, Mr. Chairman. This should be most help-
ful. 

It isn’t often that there are two Oregonians in the room for one 
of our subcommittee hearings, but today is one of those times. And 
I welcome my friend, Ray Baum, who is commissioner with the Or-
egon Public Utility Commission and chair of the National Associa-
tion of Regulatory Utility Commissioners’ Committee on Tele-
communications. 
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Wearing both these hats and as the State chair of the FCC’s 
Joint Board on Universal Service, Ray will share his insight with 
us on USF reform. And I appreciate his testimony, which I read 
through last night. 

During my years as a State legislator, I worked alongside Ray, 
and I found his perspective to be both thoughtful and comprehen-
sive. And I am pleased that he is here to help this subcommittee 
in its efforts to reform the USF. 

Congress continues to discuss the issue of ubiquitous broadband 
deployment and how best to achieve it. The FCC, USDA, and Com-
merce Department are engaged in this topic, as well. With the Na-
tion’s unemployment rate at a 26-year high, Oregon’s unemploy-
ment rate at 11.3 percent, and some counties in my district push-
ing 20 percent, the economic development potential that broadband 
service provides cannot come fast enough. 

I am interested to learn more about the implications, however, 
of using USF to support broadband service. I would like to hear 
from our witnesses about how this would functionally work in a 
district as rural as mine that has several counties with population 
densities less than one person per square mile. If you overlaid my 
district over the East Coast, it would start at the Atlantic and end 
in Ohio. 

I realize that none of our witnesses here today can speak to spe-
cific problems within, for example, the USF Schools and Libraries 
Program. However, I would like the hearing record to reflect that 
we should address the challenges that applicants face in navigating 
this very complex program. My office has been working with the 
Baker County, Oregon, library district for a year and a half on 
delays it has experienced with receiving E–Rate funds. If it is the 
intent of the USF program to support schools and libraries through 
the E–Rate program, then let’s make sure it functions properly and 
remove roadblocks which cause applicants to give up completely on 
that program. 

So I welcome the witnesses here today, and I yield back my time. 
Mr. BOUCHER. Thank you very much, Mr. Walden. 
The gentlelady from the Virgin Islands, Mrs. Christensen, is rec-

ognized for 2 minutes. 
Mrs. CHRISTENSEN. Thank you, Chairman Boucher. And thank 

you and Ranking Member Stearns for holding this hearing to re-
ceive testimony on the draft of the Universal Service Fund act. 

I also want to commend you, Mr. Chairman and Congressman 
Terry, for your work in drafting the bill and your long-term legisla-
tive efforts to try to keep the Universal Service Fund program in 
sync with a rapidly changing technology landscape. 

I am pleased that today we will have an opportunity to have a 
meaningful discussion of the issues that are important to reforming 
the USF, including the overall budget for the High-Cost Fund, new 
contribution methodology, and expanding the USF support 
broadband adoption, among others. 

I think everyone is in agreement on the need for reform but also 
on preserving the intent codified in the 1996 act, which is to pro-
vide affordable telecommunication services across the United 
States. 
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As a representative of a district that is a high-cost, insular area 
which reportedly received an estimated $22.5 million in high-cost 
support in 2007, we have benefited from the program. However, in 
some areas, like the Virgin Islands, funding has been declining for 
wireline carriers, which represents a serious threat to the need for 
increased investment in the telecommunications infrastructure in 
rural areas. It is important that places like the Virgin Islands, 
rural areas with minimal-level competition and a small market, 
that they are not left out or left behind or underserved by this crit-
ical industry. 

So I look forward to our discussion today on challenges to reform-
ing and taking the USF into the 21st century. And I want to wel-
come the panelists, and look forward to the testimony and their 
views on the bill. 

Thank you. 
Mr. BOUCHER. Thank you very much, Mrs. Christensen. 
The gentleman from Missouri, Mr. Blunt, is recognized for 2 min-

utes. 
Mr. BLUNT. Thank you, Mr. Chairman. 
I have a statement for the record. Let me just quickly summarize 

that statement, which is really: How do we bring down the rapidly 
growing cost to customers, to consumers here? The whole topic of 
unserved versus underserved is of concern to me. And how do we 
control the cost of the program? And is the definition of ‘‘under-
served’’ and ‘‘served’’ part of that? 

And I will submit my full statement for the record, Mr. Chair-
man. And thank you. 

[The prepared statement of Mr. Blunt follows:] 
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Mr. BOUCHER. Thank you very much, Mr. Blunt. 
The gentlelady from Florida, Ms. Castor, is recognized for 2 min-

utes. 
Ms. CASTOR. Good morning. Thank you, Mr. Chairman, for hold-

ing this important hearing and for the progress that you and Rep-
resentative Terry have made in beginning to craft a bill. 

My State of Florida has a particular interest in universal service 
reform because, out of all the States in the Union, Florida is the 
single largest contributor to the fund. In 2007, Florida consumers 
made a net contribution of $297 million to the Universal Service 
Fund. Floridians paid in about $480 million and received $180 mil-
lion of that back in support, largely, for schools and libraries. 

The overriding goal of the USF is laudable, but it is unclear that 
the draft adequately addresses inequities in distribution or mod-
ernizes the USF with concepts like those contained in Congress-
woman Matsui’s bill relating to broadband and low-income con-
sumers. 

Florida’s disproportionate contribution has only been exacerbated 
by the out-of-control growth in the High-Cost Fund. So I am 
pleased that the discussion draft contains a cap on the High-Cost 
Fund and other measures to hold down the growth in the fund. 

I am interested in the witnesses’ opinions regarding the auction 
mechanisms and whether such auctions will be effective in reduc-
ing the growth in wasteful and duplicative spending that has been 
driven by the identical support rule. 

And, Mr. Chairman, prior to markup, it would be helpful to see 
an analysis, monetarily, of the effect of these changes. Several of 
the changes proposed in this bill have the potential to further grow 
the fund. And, while I understand the importance of some of these 
changes, I do not believe we should expand the fund except in the 
context of a solution to the inequities in the contribution and dis-
tribution methodologies that exists today. 

Thank you, and I look forward to the testimony of the panel. 
Mr. BOUCHER. Thank you very much, Ms. Castor. 
Is Mr. Buyer here? No, he has not arrived. 
The gentleman from Michigan, Mr. Stupak, is recognized for 2 

minutes. 
Mr. STUPAK. Mr. Chairman, I will waive and ask for an extra 2 

minutes for questions. 
Mr. BOUCHER. Thank you, Mr. Stupak. Two minutes will be 

added to your questioning time. 
The gentleman from Ohio, Mr. Space, is recognized for 2 min-

utes. 
Mr. SPACE. Thank you, Chairman Boucher and Ranking Member 

Stearns, for convening today’s hearing. 
I would also like to thank our witnesses for taking their time to 

be here today, as well. 
Mr. Chairman, I applaud your efforts, along with those of Mr. 

Terry, to reform the Universal Service Fund through the draft leg-
islation that we are considering today. As I have shared many 
times before, the 18th Congressional District is largely rural. Four-
teen of my 16 counties are within Appalachian proper. And, that 
said, we are the poster child for the Universal Service Fund sup-
port. 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00025 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



20 

Many of our towns are small, insular, and expensive for pro-
viders to serve, and much of my district, consequently, lacks access 
to broadband. And as my colleague from Oregon stated, this has an 
extremely significant effect on our economic development and the 
potential afforded by the advent of new and diverse technology. 

It also has an extremely detrimental effect on our ability to de-
liver health care and education. What we are seeing now is really 
the beginning of the integration of technology into those processes, 
and we can no longer afford to remain so far behind in such a vital 
area. 

I am extremely pleased to see that Chairman Boucher and Con-
gressman Terry’s draft bill explicitly authorizes the coverage of 
broadband under the Universal High-Cost Fund. I believe that, 
coupled with the investment we have made through the American 
Recovery and Reinvestment Act, we are on the path to ensuring 
that Americans everywhere, regardless of how rural their home-
town is, may have equitable access to vital infrastructure. 

I further support the efforts of my colleagues to restore some ac-
countability and cost containment to the Universal Service Fund 
through sensible auditing and oversight provisions and through 
capping the fund with built-in accommodations for future changes. 

I look forward to continuing to work on Universal Service Fund 
reform with my colleagues on this committee. And I think we all 
agree that such reform is long past overdue and that rural areas 
of our country have, in the meantime, gone shortchanged. 

Thank you, and I yield back. 
Mr. BOUCHER. Thank you, Mr. Space. 
The gentleman from Vermont, Mr. Welch, is recognized for 2 

minutes. 
Mr. WELCH. Thank you. I am going to reserve my time. 
Mr. BOUCHER. That is fine. Thank you, Mr. Welch. 
The gentleman from California, Mr. McNerney, is recognized for 

2 minutes. 
Mr. MCNERNEY. Thank you, Mr. Chairman. I will waive my 

opening statement. 
Mr. BOUCHER. Thank you, Mr. McNerney. 
The gentleman from North Carolina, Mr. Butterfield, is recog-

nized for 2 minutes. 
Mr. BUTTERFIELD. Let me thank you, Mr. Chairman, for your 

outstanding work on this issue and for the work you and your staff 
have put into developing your Universal Service Reform Act discus-
sion draft. 

As a member of this committee who represents a particularly 
rural district in my State of North Carolina, I am acutely aware 
of the need for the USF and to ensure telecommunication services 
are made available to the high-cost remote areas of our country. At 
the same time, should we do nothing to reform USF, we put our-
selves on an unsustainable path, a path that already projects the 
contribution factor rising to over 14 percent in the coming year. 

I am pleased to see much-needed provisions addressed in the 
Boucher-Terry universal service draft, including requiring USF re-
cipients to include broadband Internet access; broadening the base 
of contributors to help bring down the rising contribution factor; di-
recting the FCC to address the intercarrier compensation system; 
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and targeting support to rural wire centers as opposed to a formula 
based on statewide averaging. And these are steps in the right di-
rection. And I look forward to hearing the comments from the wit-
nesses before us today and also from my colleagues about these 
and other proposals. 

Finally, I remain particularly interested in the comments of Dr. 
Rheuban regarding much-needed reforms in the Rural Health Care 
Program. That is very special to me. We have not been able to 
achieve the full effectiveness of this program, and I look forward 
to discussing how the addition of broadband services in USF will 
potentially enhance broadband telehealth infrastructure and de-
ployment in the Rural Health Care Program. I have been an advo-
cate of telehealth and telemedicine, and I believe these health-care 
delivery tools will be vital in rural communities across America. 

And so I want to thank the 10 witnesses. I sat here and counted 
all of you. I want to thank the 10 witnesses on the panel, and I 
look forward to hearing your testimonies today. 

I yield back. 
Mr. BOUCHER. Thank you, Mr. Butterfield. 
The gentleman from Washington State, Mr. Inslee, is recognized 

for 2 minutes. 
Mr. INSLEE. Thank you. And I will pass. Thank you, Mr. Chair. 
Mr. BOUCHER. Thank you, Mr. Inslee. 
All members now having had an opportunity for opening state-

ments, we welcome our panel of witnesses. And we thank each of 
you for taking time to join us here this morning. 

I will say just a brief word of introduction about our witnesses 
today. 

Mr. Peter Davidson is senior vice president of public affairs, pol-
icy, and communications for Verizon. 

Mr. Leslie Greer is the chief executive officer of DTC Commu-
nications, testifying this morning on behalf of the National Tele-
communications Cooperative Association, a very large organization 
representing rural carriers. 

Mr. Michael Rhoda is the senior vice president for government 
affairs at Windstream Communications. 

Mr. Joel Lubin is a vice president of public policy for AT&T Serv-
ices, Incorporated. 

Ms. Catherine Moyer is the director of legal and regulatory af-
fairs for Pioneer Communications, testifying today on behalf of 
OPATSCO. 

The Honorable Ray Baum is a commissioner of the Oregon Public 
Utility Commission, testifying today on behalf of NARUC. 

Kyle McSlarrow is president and chief executive officer of the 
Cable Television Association. 

Mr. Eric Graham is vice president of government relations at 
Cellular South, Incorporated, testifying today on behalf of the 
Rural Cellular Association. 

Dr. Karen Rheuban is a professor of pediatrics and the medical 
director of the Office of Telemedicine at the University of Virginia 
Health Systems. She also serves as president of the American Tele-
medicine Association and as board chair of the Virginia Telehealth 
Network. 
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Mr. Gregory Rosston is a deputy director at the Stanford Insti-
tute for Economic Policy Research at Stanford University. 

Without objection, all of your opening statements will be made 
a part of the record, and we would encourage your oral summaries. 
And, given the number of you this morning, we would ask that you 
try to hold those statements to approximately 5 minutes. 

Mr. Davidson, we will be happy to begin with you. 

STATEMENTS OF PETER DAVIDSON, SENIOR VICE PRESIDENT 
OF PUBLIC AFFAIRS, POLICY, AND COMMUNICATIONS, 
VERIZON; LESLIE GREER, CHIEF EXECUTIVE OFFICER, DTC 
COMMUNICATIONS; MICHAEL RHODA, SENIOR VICE PRESI-
DENT FOR GOVERNMENT AFFAIRS, WINDSTREAM COMMU-
NICATIONS, INC.; JOEL LUBIN, VICE PRESIDENT OF PUBLIC 
POLICY, AT&T SERVICES, INC.; CATHERINE MOYER, DIREC-
TOR, LEGAL AND REGULATORY AFFAIRS, PIONEER COMMU-
NICATIONS; HON. RAY BAUM, CHAIRMAN, NARUC COM-
MITTEE ON TELECOMMUNICATIONS, STATE CHAIR, FED-
ERAL-STATE JOINT BOARD ON UNIVERSAL SERVICE, COM-
MISSIONER, OREGON PUBLIC UTILITY COMMISSION; KYLE 
MCSLARROW, PRESIDENT AND CHIEF EXECUTIVE OFFICER, 
NATIONAL CABLE AND TELECOMMUNICATIONS ASSOCIA-
TION; ERIC GRAHAM, VICE PRESIDENT OF GOVERNMENT 
RELATIONS, CELLULAR SOUTH, INC.; KAREN RHEUBAN, SEN-
IOR ASSOCIATE DEAN FOR CME AND EXTERNAL AFFAIRS 
MEDICAL DIRECTOR, OFFICE OF TELEMEDICINE, UNIVER-
SITY OF VIRGINIA; AND GREGORY ROSSTON, DEPUTY DIREC-
TOR, STANFORD INSTITUTE FOR ECONOMIC POLICY RE-
SEARCH 

STATEMENT OF PETER B. DAVIDSON 

Mr. DAVIDSON. Thank you. Good morning, everyone. Thank you, 
Chairman Boucher, Ranking Member Stearns, and members of the 
committee. Thank you for the opportunity to address the committee 
this morning on the new Universal Service Reform Act of 2009 cir-
culated recently by Chairman Boucher and Mr. Terry. 

This committee has always been a leading voice on universal 
service reform, and today we endorse the Boucher-Terry legislation 
because we believe it embraces policies to reform and sustain the 
fund. It directs funds to meet the true communications needs of 
consumers. We will continue to work with the sponsors and this 
committee to ensure that this legislation accomplishes the objec-
tives of modernizing the universal service program so that it meets 
the needs of Americans in the 21st century. 

In the past decade, the communications industry has invested 
hundreds of billions of dollars in private capital to deploy new, in-
novative broadband technologies. Recently, Congress passed map-
ping legislation, funded broadband grants for unserved areas, and 
now we have a full complement of FCC commissioners focusing on 
broadband adoption and deployment policies. 

Encouraging deployment and adoption of next-generation net-
works will keep America competitive in our global economy and 
will help address some of our most pressing challenges, such as 
health-care reform, education, and energy conservation. 
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We also believe that there should be a role for the Universal 
Service Fund related to broadband. But right now the fund is in 
trouble and, left unchanged, is in no shape to contribute to the 
broadband solution. The USF contribution factor is near an all-time 
high and, just to pay the fund at today’s levels, as everyone has 
noted this morning, is projected to rise again next year to more 
than 14 percent. When added to other communications charges and 
fees, these assessments really hit consumers hard, especially in 
these economic times, and this trend is simply unsustainable. 

The problem with universal service is not that we spend too little 
money; it is that we do not spend it on the right services in the 
right places. We cannot put off any longer the tough choices on 
major issues. We must fix the broken universal service framework 
before layering on additional priorities. 

Verizon supports the draft Universal Service Reform Act because 
it takes a big step toward addressing five of the most pressing 
issues: one, an overall budget for the High-Cost Fund; two, a con-
tribution methodology; three, competitive bidding for wireless sup-
port; four, a date certain for related reform of intercarrier com-
pensation; and, five, an end to traffic pumping. 

Allow me to briefly—and I will be brief—address each of these 
points. 

First, the bill recognizes the need to set an overall budget for the 
High-Cost Fund. This is important because consumers pay for the 
fund, and consumers have limited resources. The High-Cost Fund 
is already at a tipping point, having grown to about $4.5 billion 
from less than $3.5 billion only 5 years ago while the assessable 
revenue base declines rapidly. Without some restraint, the USF 
contribution factor will surely rise to 15 percent, perhaps even 20 
percent or more. We simply must have the discipline at the outset 
of any overhaul of the High-Cost Fund to define some reasonable 
funding boundaries. 

Second, the way that we fund the fund, through an assessment 
on interstate revenues, is a mess. This system may have worked 
in the days of one network and only two services—local and long- 
distance calls—but it is not practical with the converged, any-dis-
tance services consumers expect today. The draft bill acknowledges 
the need to update the universal service contribution system and 
would commit the FCC to take a hard look at an alternative con-
tribution system. For many reasons, the best contribution method 
is one mentioned in the bill, a flat charge on each working phone 
number, to pay for all or part of the USF contribution base. 

Third, a competitive bidding system is the best way to distribute 
high-cost support to wireless carriers. The draft bill recognizes the 
benefits of this market-based approach and sensibly puts in place 
a forward-looking competitive bidding system to support and ex-
pand the reach of wireless networks. The FCC will need to address 
quality-of-service requirements and rules in a competitive bidding 
system, but that is manageable through legally enforceable con-
tracts signed with those wireless carriers that win the bid to pro-
vide service in high-cost areas, just as the Federal Government 
does in hundreds of procurement areas to ensure quality of goods 
and services. 
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Fourth, we must fix the broken intercarrier compensation system 
at the same time that we update the Universal Service Fund. All 
that is needed is the resolve to get this done. And the draft Uni-
versal Service Reform Act requires the FCC to act on intercarrier 
compensation reform within 1 year. That is certainly workable. 

And, fifth, we have to stop the so-called ‘‘traffic-pumping 
schemes’’ that have plagued the industry the last several years. 
The draft Universal Service Reform Act would help do that by 
making it illegal for traffic pumpers to charge other carriers for ac-
cess on traffic subject to those revenue-sharing agreements. 

Mr. Chairman, with your and the committee’s leadership, the 
Universal Service Reform Act, we can get the fund back on the 
path of sustainability and focused on meeting the telecommuni-
cations needs of our country. And I thank you for the opportunity 
to testify here this morning. 

[The prepared statement of Mr. Davidson follows:] 
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Mr. BOUCHER. Thank you very much, Mr. Davidson. 
Mr. Greer. 

STATEMENT OF LESLIE GREER 

Mr. GREER. Chairman Boucher, Ranking Member Stearns, mem-
bers of the subcommittee, good morning, and thank you for the in-
vitation to participate in today’s discussion regarding the Universal 
Service Reform Act of 2009. 

My name is Leslie Greer. I am the CEO of DTC Communications 
in Alexandria, Tennessee. As a resident of Tennessee, I would like 
to take this unique opportunity to thank Representative Gordon 
and Representative Blackburn for their service on the sub-
committee and to our great State. 

My remarks today are on behalf of DTC Communication, as well 
as NTCA and its other 580-plus community-based members that 
serve rural areas throughout our Nation. NTCA would like to rec-
ognize Chairman Boucher and Representative Terry for their long-
standing focus and awareness of the critical need for continued uni-
versal service support for our Nation’s telecommunication network, 
which will help usher in the new era of advanced communication. 

The Universal Service Reform Act contains many program modi-
fications we have advocated for many years. I will briefly outline 
our position on some of the most critical positions of the bill from 
a rural provider’s perspective. However, I would like to remind the 
subcommittee that further analysis of these provisions and others 
can be found in my written testimony. 

Government policies and programs, including universal service, 
are instrumental to the realization of affordable and comparable 
telephone service for all. The United States public switched tele-
communication network remains the envy of the world. The same 
should be true for the United States national broadband network. 

The Universal Service Reform Act takes many important steps 
toward making this a reality. However, to achieve truly ubiquitous 
broadband, much more needs to be done. Therefore, NTCA looks 
forward to continue working with the FCC in the coming months 
to develop a national broadband plan to meet the needs of 
broadband networks in high-cost rural areas throughout the coun-
try to ensure Americans living in these areas are not denied the 
opportunity to realize the full promise of the Internet. 

The bill would expand assessments of contributions. NTCA sup-
ports this change and believes all broadband access providers 
should contribute to the Universal Service Fund. This change alone 
will dramatically reduce the quarterly contribution factor on all 
providers while simultaneously ensuring that all those who utilize 
and benefit from the network are, in fact, supporting it. 

The bill gives the FCC the authority to determine whether to use 
a contribution methodology based on revenues, numbers, or a com-
bination of the two and requires a study and findings in support 
of the method chosen. 

Telephone numbers have nothing to do with broadband Internet 
access, which will be the basis for all communication services in the 
future. With this in mind, as well as other provisions that ensure 
all revenues may be assessed, it is clear the FCC study will have 
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to arrive at the correct conclusion that the tested and proven reve-
nues approach must be used. 

NTCA recognizes the fundamental roles audits play in the over-
sight of policies and programs if they are conducted appropriately. 
Unfortunately, the audit process has mostly been a failure. There-
fore, we support efforts by Congress and the provisions included in 
this bill to ensure the FCC uses appropriate audit methodologies. 

The solution for intercarrier compensation is a simple one. If a 
service provider uses another provider’s network, that service pro-
vider must compensate the other provider for such use at an appro-
priate rate. We fully support the bill’s provisions directing the FCC 
to reform intercarrier compensation within 1 year. 

The Universal Service Reform Act requires carriers to identify all 
traffic on their network and to pass through traffic identification 
details. NTCA supports this provision to eliminate phantom traffic, 
which has become one of the most pervasive problems facing the 
telecommunications industry today. 

NTCA supports the elimination of the FCC’s long-standing, ar-
cane and nonsensical identical support rule that allows a compet-
itor in a given market to receive support based on the incumbent’s 
embedded costs, even though the competitor’s costs are usually far 
less because they have not been required to serve all customers 
throughout the market areas as incumbents have to. 

The draft contains other provisions that will help ensure this 
program’s effective operations, including primary line and 
Antideficiency Act prohibitions, removal of the parent trap, and al-
lowances to accommodate potential future regulatory shifts of inter-
carrier compensation or access charges within the universal service 
system. 

With these things in mind, we support passage of this bill. 
Thank you, and I look forward to answering any questions you 

may have. 
Mr. BOUCHER. Thank you very much, Mr. Greer. 
[The prepared statement of Mr. Greer follows:] 
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Mr. BOUCHER. Mr. Rhoda. 

STATEMENT OF MICHAEL RHODA 
Mr. RHODA. Chairman Boucher, Ranking Member Stearns and 

members of the subcommittee, thank you for this opportunity this 
morning to discuss our views on the draft text of the Universal 
Service Fund Act of 2009. My name is Mike Rhoda, and I am the 
Senior Vice President for Government Affairs at Windstream, 
which provides communications and entertainment services to con-
sumers in 16 States. 

Windstream serves more than 3 million voice customers and 
more than 1 million high speed Internet customers. We provide af-
fordable broadband services at speeds of at least three megs to vir-
tually every community in our service territory and we have de-
ployed high speed Internet access to more than 90 percent of our 
voice customers. Windstream’s service areas are primarily rural, 
with an average density of 19 customers per square mile. 

Mr. Chairman, let me say that I have great respect for your and 
Mr. Terry’s work, and thanks to your bipartisan leadership, the 
draft bill fairly balances the many conflicting interests in this com-
plex area. Windstream supports passage of this bill. 

Unlike other rural carriers, Windstream receives relatively little 
high cost support on a per line basis. Instead, Windstream must 
implicitly subsidize service for customers in remote high cost areas 
with revenues from its customers in larger, more densely populated 
towns. 

More than a decade ago, Congress recognized in Section 254 of 
the Communications Act that such implicit subsidies would be 
unsustainable in a competitive telecommunications marketplace, 
and, unfortunately, universal service regulations remain virtually 
unchanged since that time. 

We have seen the programming’s shortcomings up close. A good 
example is one of our customers residing in rural Nebraska who re-
cently contacted us to ask why he could not purchase broadband 
at speeds comparable to his rural neighbors down the road. His 
neighbors are served by a smaller company whose network has 
been modernized by universal service. His frustration is under-
standable. 

Windstream’s commitment to deploying affordable broadband in 
rural America is undeniable, but existing universal service mecha-
nisms have created drastic imbalances in rural Nebraska and rural 
America at large. Some high cost areas receive arguably too much 
support, while many others receive far too little or no support at 
all. While the neighboring companies in this example receive an av-
erage of $800 annually per line in support, Windstream’s Nebraska 
operations receive approximately $10 per line annually. 

The Boucher-Terry bill takes a large step toward eliminating 
these disparities in high cost rural areas by narrowly targeting 
support to those areas that need it most. The bill’s use of targeting 
eliminates two significant shortcomings of the current system. 

First, under the rule mechanism, price kept carriers costs are 
averaged across study areas, which can cover vast geographies. A 
single Windstream study area stretches the full width of Texas, a 
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distance of more than 700 miles, and contains more than 200 ex-
changes, ranging in size from 44,000 customers to 47. With com-
petitive pressures mounting and lower costs and more densely pop-
ulated areas, severe strains are placed on a carrier’s operations be-
cause low cost wire centers no longer generate sufficient revenues 
to offset costs in remote higher cost areas. 

The second problem lies with the non-rural mechanism’s classi-
fication of entire States as either eligible or not eligible based on 
statewide average costs. This limitation disqualifies rural areas in 
a State like California from receiving support, no matter how 
small, how remote or how costly a community is to serve. 

The Boucher-Terry draft establishes a sensible transition path 
for incorporating broadband into universal service. The strength of 
the Boucher-Terry draft is that it sets the Nation on a path to uni-
versal broadband, but with recognition of the significant costs to 
achieve this goal and an opportunity to amortize those costs over 
time. 

Finally, Windstream strongly supports the bill’s recognition of 
the important role that revenues from the existing intercarrier 
compensation mechanisms play in offsetting the high costs in rural 
areas. 

Many on this subcommittee remember that one year ago, the 
FCC considered a proposal to eliminate most intercarrier com-
pensation revenues. That proposal would have been disastrous for 
consumers and businesses in high cost rural areas. Windstream 
recognizes that the current rates and arcane rules of intercarrier 
compensation are unsustainable and the company has presented 
practical alternatives to the FCC that would not hobble the ability 
of mid-sized carriers to serve rural consumers. 

In closing, Mr. Chairman, I would like to assure all members of 
this subcommittee that there is broad agreement within the 
telecom industry on the need for significant universal service re-
form and that that reform is long overdue. While reforms carry cer-
tain risks, the larger risk is to stand by and watch well-docu-
mented problems continue to pull down communities and con-
sumers residing in rural America. Significant change is the only 
way to save this program and position it to fulfill its mission. 

Thank you. 
Mr. BOUCHER. Thank you very much, Mr. Rhoda. 
[The prepared statement of Mr. Rhoda follows:] 
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Mr. BOUCHER. Mr. Lubin. 

STATEMENT OF JOEL LUBIN 

Mr. LUBIN. Good morning. Thank you, Chairman Boucher, Rank-
ing Member Stearns and other members of the subcommittee, for 
again including AT&T in this continuing dialogue of universal serv-
ice reform. AT&T is the largest provider of telephone service to 
rural America. 

This is the second time I have had the opportunity to address 
this subcommittee this year. The first time was in March of 2009. 
At that point in time, when we were talking about high cost uni-
versal service reform, AT&T identified three critical areas that 
needed to be addressed. 

The first one was contribution reform. Contribution reform is so 
important because it is all about what customers pay and which 
customers pay. 

The second was intercarrier compensation. Intercarrier com-
pensation is critical because it is just another form of subsidization 
to rural America. 

The third is, once and for all, to identify an explicit endorsement 
for the use of high cost universal service mechanisms to promote 
the deployment of next generation broadband and expanded and 
improved wireless in rural areas. 

Mr. Chairman and Representative Terry, I wish to congratulate 
you, for this legislation when introduced and enacted will address 
the three items that AT&T highlighted in March of 2009. We sup-
port and endorse this legislation. 

From AT&T’s perspective, universal service, as it exists today at 
both the Federal and State levels, is fundamentally grounded on a 
dying business model and a dying regulatory model which no 
longer serves the foundation of sustainable social policy. The plain 
old telephone service, POTS, by which local exchange providers 
provide basic local exchange service with inter-exchange access to 
long distance service will soon go by the way of a slide rule, an ear-
lier casualty of digital technology. 

In today’s communication marketplace, the only thing falling 
faster than subscribers on local basic service called POTS is the 
switched access minutes on these collective networks. In these cir-
cumstances, no government could hope to prop up the POTS model 
for long, even if it wanted to, in order to sustain universal service. 
Instead, universal service reform must be forward-looking and pol-
icymakers must continue to work on comprehensive national uni-
versal service reform policies in order to promote and advance uni-
versal service objectives for the 21st century. 

The Universal Service Reform Act of 2009 both appropriately re-
flects the insights of its sponsors and the committee leadership and 
recognizes the reality of the rapidly eroding implicit subsidies in 
the disappearing switched access world, as well as the need to es-
tablish explicit funding mechanisms in order to ensure universal 
service objectives are met for the 21st century. 

Let me return to the three pressing areas of reform that I de-
scribed before. 
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First is with respect to contribution reform. The importance of 
this provision cannot be overemphasized. According to the prelimi-
nary numbers submitted by the Universal Service Administration 
Company to the FCC a few weeks ago, the assessment rate could 
approach and exceed over 14 percent of interstate telecommuni-
cations revenues. When I was here in March of 2009, that factor 
was 9.5 percent. In less than a year, we see a 50 percent increase. 

We have asked the FCC to act on a long-standing proposal by 
AT&T and Verizon, which is supported by a number of individual 
companies and individual associations, to implement a telephone 
numbers-based contribution mechanism that would address the 
problem posed by the overall reduction of interstate revenues, 
which is the basis for the universal service contribution base. This 
would create a more stable, robust collection mechanism for uni-
versal service. This is of critical importance to the goal of providing 
more explicit support for a broadband deployment. 

Second is the section on intercarrier compensation reform, which 
is also critical for the transition to full deployment of broadband, 
which will accelerate the complete, underlining the word ‘‘com-
plete,’’ complete elimination of access charges as a source of uni-
versal service funding. We can debate what the rate is, but a rate 
times zero minutes is going to generate zero dollars. And ulti-
mately the question is, if that was supporting universal service, 
how does it work in a broadband world? We have needed intercar-
rier compensation reform for years, and the importance of this 
draft measures requirement that the Commission act within one 
year to complete reform initiatives cannot be overstated. 

Further, the bill makes access stimulation charge, some people 
call it access pumping, an unreasonable practice under the Commu-
nications Act and prohibits local exchange carriers from assessing 
access stimulation or traffic pumping charges. 

Third, AT&T is pleased that the bill creates a statutory frame-
work that, once and for all, removes any doubt that it is the policy 
of the United States that the Federal high cost funding mechanism 
be used to promote deployment of broadband and expanded and im-
proved wireless in rural areas. 

We look forward to hearing from the other panelists and answer-
ing your questions. Thank you. 

Mr. BOUCHER. Thank you very much, Mr. Lubin. 
[The prepared statement of Mr. Lubin follows:] 
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Mr. BOUCHER. Ms. Moyer. 

STATEMENT OF CATHERINE MOYER 

Ms. MOYER. Chairman Boucher, Ranking Member Stearns and 
members of the subcommittee, thank you for inviting me to appear 
before you today. I am Catherine Moyer, Director of Legal and Reg-
ulatory Affairs for Pioneer Communications. Pioneer Communica-
tions is a rural telephone company headquartered in Ulysses, Kan-
sas. 

Mr. BOUCHER. Ms. Moyer, let me get you to move that micro-
phone just a little bit closer and maybe tilt it up a little bit so that 
you are speaking directly into it. Thank you. 

Ms. MOYER. Pioneer provides local telephone service to approxi-
mately 14,000 access lines within a 5,000 square mile service area. 
Of these 5,000 square miles, only about 15 square miles could be 
considered town. The remainder of our area is truly rural. In addi-
tion to phone service, Pioneer Communications provides cable tele-
vision service, Internet access and wireless phone service. 

I testify today as first vice chairman of the Organization for the 
Promotion and Advancement of Small Telecommunications Compa-
nies. OPASTCO represents more than 530 independently-owned 
local exchange carriers in 47 States. The companies and coopera-
tives represented by this association provide numerous services to 
their communities, including voice, broadband Internet access, 
video and wireless. 

First of all, let me state our appreciation to Chairman Boucher 
and to Congressman Terry for the leadership that both have shown 
on the reform of the Universal Service Fund. This program has a 
successful history of assisting communications and network pro-
viders in their service to rural and low income consumers. We look 
forward to working with Congress and the Federal Communica-
tions Commission to make the USF a part of a forward looking so-
lution in the ever changing communications arena. 

The goal of universal service policy has been to ensure that every 
American, regardless of their location, has affordable, high quality 
access to the public switch network and thereby benefits from a va-
riety of telecommunications and information services. 

The provision of a robust telecommunications infrastructure in 
rural America would never have been possible were it not for the 
Nation’s long-established policy of universal service and the Fed-
eral USF. To rural incumbent local exchange carriers, high cost 
universal service support is a cost recovery program designed to 
promote infrastructure investment in areas where it would not oth-
erwise be feasible for carriers to provide quality service at rates 
that are affordable and reasonably comparable to urban areas of 
the country. 

I come before you today to endorse and support the draft legisla-
tion offered by Chairman Boucher and Congressman Terry. While 
the membership of OPASTCO has concerns about some of the spe-
cifics contained in the text, the draft is a forward looking docu-
ment. We commend Congressmen Boucher and Terry for their un-
derstanding of the ongoing revenue stream the USF provides and 
how it benefits consumers in rural and hard to reach areas of our 
country. This ongoing revenue stream keeps rates affordable for 
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rural consumers as carriers utilize it to pay for switching, transport 
and network maintenance. This draft transitions the plain old tele-
phone support fund into a new and modern broadband support 
fund. 

The drafts continues the call for universal service support that 
allows consumers in rural, insular or high cost areas to have serv-
ices and rates reasonably comparable to those provided in urban 
areas. Its contribution mechanisms will allow for the continued 
support of schools and libraries, rural health care and low income 
consumers. 

This draft expands universal service support to include high 
speed broadband service and any other service that is determined 
to be a universal service by the FCC. 

We applaud this forward-looking move to provide support for the 
broadband platform. Broadband is rapidly becoming the mode of 
delivery for practically everything consumers may need or want re-
garding communications, voice, data, education, health care and 
entertainment, just to list a few. 

Recipients of the high cost fund support would be required to 
provide high speed broadband service defined as a download rate 
of 1.5 megabytes per second. This draft mandates that the FCC re-
view that speed requirement by annually and make necessary ad-
justments. OPASTCO suggests that the FCC also review the USF 
funding level and ensure that the amount allows for the adjusted 
speed requirements. 

Additionally, OPASTCO supports the eligibility criteria and 
waiver process included in the draft which takes into consideration 
the many difficulties experienced by communications providers in 
rural and hard-to-reach areas. 

Additionally, OPASTCO supports, one, broadening the base of 
contributors to the Universal Service Fund. Expanding this base 
recognizes our modern broadband world. A broadband network 
with the most possible connections, regardless of technology, is the 
most valuable network. 

Two, the cost controls included with the limitation of the number 
of competitive carriers that receive support. 

Three, the recognition of the importance of intercarrier com-
pensation and its contribution to the USF with the mandate that 
the FCC act on intercarrier comp reform within one year. 

Four, the permanent exemption ever the USF from the Anti-
deficiency Act. 

Five, the prohibition of the primary line rule. 
And six, the audit procedures, performance measures and reports 

to Congress. 
In closing, OPASTCO endorses and supports draft legislation of-

fered by Chairman Boucher and Congressman Terry. OPASTCO 
and its members look forward to working with Congressmen Bou-
cher and Terry, members of the subcommittee and Members of 
Congress to ensure that consumers in rural America are not left 
behind and that they have access to services and rates that are 
reasonably comparable to those provided in urban areas. 

I look forward to your questions. 
Mr. BOUCHER. Thank you very much, Ms. Moyer. 
[The prepared statement of Ms. Moyer follows:] 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00072 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



67 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00073 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852 In
se

rt
 o

ffs
et

 fo
lio

 7
5 

he
re

 7
48

52
A

.0
39

pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



68 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00074 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852 In
se

rt
 o

ffs
et

 fo
lio

 7
6 

he
re

 7
48

52
A

.0
40

pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



69 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00075 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852 In
se

rt
 o

ffs
et

 fo
lio

 7
7 

he
re

 7
48

52
A

.0
41

pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



70 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00076 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852 In
se

rt
 o

ffs
et

 fo
lio

 7
8 

he
re

 7
48

52
A

.0
42

pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



71 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00077 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852 In
se

rt
 o

ffs
et

 fo
lio

 7
9 

he
re

 7
48

52
A

.0
43

pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



72 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00078 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852 In
se

rt
 o

ffs
et

 fo
lio

 8
0 

he
re

 7
48

52
A

.0
44

pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



73 

Mr. BOUCHER. Commissioner Baum. 

STATEMENT OF RAY BAUM 
Mr. BAUM. Chairman Boucher, Ranking Member Stearns, I ap-

preciate the opportunity to testify in front of the committee today. 
I want to do a little side note. When Commissioner Walden and 

I were serving in the Oregon legislature, we were so young we were 
known as the ‘‘pablum twins.’’ 

Mr. WALDEN. Thanks for sharing that, Ray. 
Mr. BAUM. We have grown up, as you can tell. 
Mr. Chairman, I would like to thank you and Congressman Terry 

for your leadership on this important issue. I am here today in my 
capacity as a member of the Oregon Public Utility Commission and 
chair of the NARUC Telecommunications Committee and State 
chair of the Federal State Joint Board on Universal Service. 

It is my personal belief that broadband deployment is essential 
to the economic development and quality of life for the rural com-
munities of America. Those rural communities who don’t have ade-
quate broadband will be just as disadvantaged economically as 
those rural communities in the first half the 20th Century that 
didn’t have access to electricity or paved highways. Reform of inter-
carrier comp and USF is essential to that broadband deployment. 

I begin by testifying on behalf of NARUC. NARUC specifically 
endorses the following provisions of the bill: The provision that pro-
tects the States’ ability to assess USF funds. That that fund gen-
erates $1.3 billion for States in 23 different States through that 
contribution base. We are grateful for the opportunity to continue 
to assess that. 

We also support the Antideficiency Act exemptions. We also sup-
port the continued role of the Federal State Joint Board on Uni-
versal Service in recommending USF reform and designating sup-
portive services. We would suggest that after the initial 18-month 
period that the bill requires the FCC to act, that you add an addi-
tional 1-year time clock on the FCC to act on any further joint 
board recommendations. 

We are very pleased with the language requiring compliance 
with applicable State and Federal consumer protections and service 
quality standards. This is key to consumer protection and it keeps 
the State consumer cops on the beat. 

We do have some concerns about the preemption language in 
interstate rate setting. We would propose that we use a more coop-
erative approach, conditioning receipt of USF funds in States that 
mirror the interstate rate, and in return for the foregone interstate 
revenues, those funds would be transferred to the Federal fund. In 
any case, we are committed to working with you on modifying this 
provision of the bill. 

The remaining issues NARUC has not taken a position on, so I 
will speak to them based on my own opinion as my experience as 
Chair of the Universal Service Joint Board and as former chairman 
of the NARUC Intercarrier Compensation Task Force. I note that 
the draft legislation echoes many of the provisions in the Joint 
Board’s recommendation of 2 years ago. I applaud you for desig-
nating broadband as a supported service. Two years ago this 
month, the Joint Board made that same recommendation. 
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I would encourage you to make sure that deployment of 
broadband should be a condition of receiving universal service 
funding. The high cost fund should be transitioned to a broadband 
fund and it should focus on unserved areas and anchor institutions. 

Mr. Chairman, I believe your 1.5 megabytes is a good start, but 
let me just suggest to you it might be better to realize what is com-
ing in the future. I want to kind of up the ante. I think that 3 to 
5 megabytes for residential customers and 20 to 50 megabytes for 
anchor institutions has to be the minimum if we are going to face 
the new broadband world, with appropriate waivers for certain 
unserved areas. These service levels are already standard in most 
urban areas and should be comparatively available in check chest 
as required in the draft legislation. 

The wireless auction provisions of the bill are a positive step in 
the right direction. It is a de facto repeal of the identical support 
rule. However, there is a seismic shift in the wireless broadband 
looming on the horizon in open networks. It will be the communica-
tion device of choice. People want to be mobile and want to have 
broadband. This is a looming reality. It is coming upon us and it 
involves huge amounts of spectrum and exponential increases in 
backbone capacity. 

I would urge you too to encourage the FCC to transition intercar-
rier compensation rates to zero in a 5- to 7-year period. They are 
going away anyway and we might as well plan for it, and it won’t 
work at all in the broadband world. We need to focus on the effi-
cient use of the funds. 

I also want to add my support to the provisions on phantom traf-
fic, traffic pumping, auditing, capping the fund, which the Joint 
Board originally recommended, subject to appropriate adjustments 
based on intercarrier compensation reform, and the repeal of the 
parent trap. The Universal Service Fund should be based as much 
as possible on forward-looking cost models and based on a wire cen-
ter basis as we go forward. 

Mr. Chairman, expeditious implementations the major provisions 
of this draft legislation will greatly mitigate the digital divide that 
exists today between urban and rural American and will prevent 
that divide from becoming an irreversible chasm. 

I personally support the major provisions of your bill. We cannot 
address these issues soon enough. The Joint Board is committed to 
working with you and the FCC in achieving these goals. We thank 
you again for your leadership. 

Mr. BOUCHER. Thank you very much, Commissioner Baum. 
[The prepared statement of Mr. Baum follows:] 
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Mr. BOUCHER. Mr. McSlarrow. 

STATEMENT OF KYLE MCSLARROW 

Mr. MCSLARROW. Mr. Chairman, Mr. Stearns, distinguished 
members of the subcommittee, thank you for having me here. 

Mr. Chairman, I fully appreciate the difficulty in assembling this 
jigsaw puzzle known as Universal Service Fund reform, and I con-
gratulate you and Mr. Terry on producing a discussion draft which, 
I think, is a valuable step toward addressing issues like cost con-
tainment, injecting notions of competitive neutrality, both on the 
distribution side and on the contribution side. 

I want to just in the time I have focus on one area where I think 
the draft might be improved with a proposal that I think com-
plements the direction that you and Mr. Terry are taking, these re-
forms, and it is to note, I know that members of the subcommittee 
are aware that the cable industry offers broadband service to 92 
percent of American households. 

Less well-known, perhaps, is that we offer phone service, com-
petitive phone service, to 80 percent of American households, and 
I am told it is going to actually reach 90 percent by the end of this 
year. In less than a decade, we have gone from less than 1 million 
phone customers to over 20 million, and, with very few exceptions, 
cable-digital phone service is unsubsidized by the Universal Service 
Fund reform. 

So our view is that that change in the competitive landscape as 
you think about the future of universal service ought to mean 
something. 

Our proposal is this: That in the rural study areas, for example, 
that receive high cost support today, we already know that 40 per-
cent of those rural study areas have a wire line unsubsidized com-
petitor, usually a cable company, but not necessarily. We don’t ac-
tually know the answer in those other areas. Because of statewide 
averaging, it is harder to know for the non-rural local exchange 
carriers. 

But in those markets, in those areas where we would say there 
is a competitive unsubsidized wire line phone service to more than 
75 percent of the households, we would say Universal Service 
Fund, high cost Universal Service Fund support, should cease in 
that marketplace. 

The alternative is in those regions or States where the State leg-
islature has itself determined that the level of competition means 
that the retail rates of an incumbent carrier should be priced to 
regulated, we also say that would be evidence there is extant com-
petition such that Universal Service Fund support should cease. 

So a proposal that we would submit respectfully for your consid-
eration is that we set up a process at the FCC where people can 
make a showing with one of those two triggers, either evidence of 
significant competition, evidence of deregulation by the States, and 
set up a process where people can figure out how to focus on those 
noncompetitive areas where there indeed might still be require-
ments for high cost support. 

Every member of this subcommittee today I think has in one way 
or another suggested that they want to put more dollars on target 
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in the most efficient way possible. I think injecting notions of the 
changed competitive landscape will help you toward that goal. 

I look forward to answering your questions on that or other parts 
of the discussion draft. 

Mr. BOUCHER. Thank you very much, Mr. McSlarrow. 
[The prepared statement of Mr. McSlarrow follows:] 
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Mr. BOUCHER. Mr. Graham. 

STATEMENT OF ERIC GRAHAM 
Mr. GRAHAM. Mr. Chairman, good morning, and thank you for 

the opportunity to be here today to present testimony on behalf of 
Cellular South and as a carrier member of the Rural Cellular Asso-
ciation. RCA’s nearly 100 carrier members provide commercial 
wireless services covering approximately 83 percent of the Nation’s 
geography. As you would expect, much of this territory is in rural 
areas, and therefore many RCA members, including Cellular South, 
are eligible to participate in the Federal Universal Service Pro-
gram. These carriers are using support to build high quality net-
works in some of the most rural areas of the country. 

I cannot emphasize enough that for many rural areas, universal 
service support is the difference between high quality wireless serv-
ice and no coverage at all. Today, citizens in thousands of places 
across the country, such as Floyd, Virginia, Spray, Oregon, 
Garnavillo, Maine, Bunker Hill, Illinois, and many others are re-
ceiving wireless service as a result of the Universal Service Fund 
program. 

For its part, Cellular South has a long history of serving rural 
areas and has used universal service support to provide service in 
places like Ellisville, Mississippi, that simply would not have cov-
erage otherwise. This program has allowed Cellular South to build 
a network that covers over 90 percent of the state of Mississippi, 
and upon which cities, counties and state agencies depend for reli-
able wireless services. 

RCA believes in rural America and its members value the people 
who live there. In Cellular South’s 20 years of serving rural areas, 
we have come to understand what rural consumers want in their 
wireless service. It is very simple. They want the same things that 
people in Washington, D.C., Boston, Massachusetts, Los Angeles 
California and New York City want: quality coverage, modern tech-
nology, the latest devices and the ability to access compatible net-
works wherever they go. 

While Congress works to modernize and otherwise reform the 
Universal Service Fund, it is critical to keep in mind that device 
exclusivity and data roaming issues must also be resolved if Con-
gress still believes that rural Americans should have services that 
are reasonably comparable to those in urban areas. 

Today, consumers demand broadband and mobility. Policymakers 
and those of us in the telecom industry have seen this coming for 
years, and everyone in this room has acknowledged the need for 
more broadband services. Yet, since 2001, the FCC has not released 
an order that would promote rural consumers access to these serv-
ices. 

Between 2000 and 2008, the FCC subsidized wire line voice serv-
ice to the tune of approximately $26.3 billion while funding wire-
less voice services at approximately $4.6 billion. Broadband serv-
ices received zero. 

The universal service mechanism cannot continue to support 
fixed voice service, 19th century technology, at a rate of over $3 bil-
lion per year. As the world evolves toward broadband and mobile 
services, so too should the funds to distribution mechanisms. 
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Accordingly, RCA supports Chairman Boucher’s proposal to in-
clude broadband as a supported service within the Universal Serv-
ice Fund. However, it is absolutely critical that the distribution of 
universal service support is competitively neutral. In other words, 
the distribution mechanism must not favor or disfavor any tech-
nology or class of carrier. More than that, it should not protect any 
technology or class of carrier. Support should be portable, and new 
entrants and incumbents alike should be allowed to compete for 
customers. This puts consumers in charge by increasing choices 
and consumer choice increases service quality and lowers prices. 

RCA is not convinced that reverse options for just one class of 
carrier are consistent with the principles of competitive neutrality. 
To be clear, RCA fully accepts the need to sustain the fund. How-
ever, we do not believe that reverse auctions are the solution, be-
cause they sacrifice the goals of universal service in the name of 
sustainability. 

There are a number of structural issues that must be overcome 
before competitive bidding can be a realistic option. First and fore-
most, we have not seen an auction mechanism proposed that elimi-
nates the opportunity for USF opponents to game the system by 
submitting artificially low bids in order to drive out competition. 

Assuming you could avoid that problem, the proposed auction 
system would limit support in an area to a maximum of two pro-
viders for a period of up to 10 years. This ensures that no new pro-
viders will enter that area and it forces policymakers into the posi-
tion of regulating an artificial marketplace, a monopoly or duopoly. 

Furthermore, if the goal of reverse auctions is to lessen support 
in a given area and thereby reduce the size of the fund, there is 
no certainty that it will happen under reverse auctions. 

Finally, as proposed, reverse auctions exempt the largest cat-
egory of recipients from the high cost portion of the Universal Serv-
ice Fund. 

In conclusion, RCA believes that support in high cost areas 
should be fixed at the amount needed to deliver reasonably com-
parable, high quality services to consumers, with support only 
being awarded when a carrier gets a customer and with that sup-
port being taken away when the carrier loses a customer. We be-
lieve that no one should be insulated from competition, and we be-
lieve that new entrants should be allowed into markets to maxi-
mize competition and improve choices and service for consumers. 

Thank you again for the opportunity to participate today, and I 
look forward to your questions. 

Mr. BOUCHER. Thank you very much, Mr. Graham. 
[The prepared statement of Mr. Graham follows:] 
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Mr. BOUCHER. We have several provisions in the draft that ad-
dress the Rural Health Care Fund, and Dr. Rheuban and her com-
ments will address those provision. Dr. Rheuban. 

STATEMENT OF KAREN RHEUBAN, M.D. 

Dr. RHEUBAN. Good morning, and thank you, Chairman Boucher, 
Ranking Member Stearns and other distinguished subcommittee 
members. My name is Dr. Karen Rheuban, and I am a practicing 
pediatric cardiologist and Medical Director of the Office of Tele-
medicine and the University of Virginia. I am also honored to serve 
as president of the American Telemedicine Association. Thank you 
for this opportunity to testify and support the draft universal serv-
ice reform bill. 

The health reform debate has galvanized our Nation. The power-
ful tools of telemedicine and health information technologies are 
key to a transition from care delivered episodically in a balkanized 
model to an integrated systems approach. Sound policies must fa-
cilitate ubiquitous and affordable access to the broadband infra-
structure to support access to health care using advanced tech-
nologies, especially for our rural Americans. 

The need for access to care is greater than ever before. Our Na-
tion faces a critical shortage of physicians, with a projected deficit 
of 200,000 doctors by 2020. The aging of our population has created 
increasing demands for health care services. Access to speciality 
care is inadequate for many Americans. 

Telemedicine programs can be found in every State offering clin-
ical services that span the entire spectrum of health care. At UVA, 
we have been privileged to work with Chairman Boucher to deploy 
an extensive telemedicine network connecting more than 30 feder-
ally-qualified health centers, clinics, hospitals, school and correc-
tional facilities in his district, in addition to other regions of the 
Commonwealth. 

Medical specialty societies have endorsed tele-health as an effec-
tive tool for the delivery of care. As an example, during an acute 
stroke, life-saving, clot-busting therapies administered by stroke 
neurologists through telemedicine have been proven to reduce the 
morbidity, mortality, burden and cost of stroke. 

Telemedicine programs improve access to prenatal care. The Uni-
versity of Arkansas now reports a 26 percent reduction in neonatal 
mortality attributable to their high risk obstetrics telemedicine pro-
gram. 

Telemedicine plays an important role in chronic disease manage-
ment. The VA’s care coordination and home tele-health program 
has resulted in a 19 percent reduction in readmission to the hos-
pital and 25 percent reduction in hospital days. 

Each tele-health application relies on broadband communication 
services that meet the need of the specific clinical service required. 
Surgical mentoring requires high definition and higher bandwidth, 
as do the transfer of large medical imagine files and video tele-
conferencing. Remote monitoring and home tele-health require less 
bandwidth. 

Regardless of the clinical application, affordable, reliable, secure 
quality of service is imperative. The rural health care program has 
been critical to tele-health networks nationwide. However, statu-
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tory and regulatory barriers have severely undermined the pro-
grams’ effectiveness. 

As of June 30, 2009, USAC reports a total disbursement over 12 
years, total, of only $249 million, which is only 5 percent of the 
originally authorized amount. 

For the rural health care program to succeed as intended, a num-
ber of areas need to be corrected that have been addressed in your 
draft bill. Statutory barriers limit the eligible consult origination 
sites, excluding such important entities as nursing homes, EMS 
providers, and even for-profit rural hospitals. For purposes of emer-
gency preparedness or for access to emergency care there is no 
question that rural for-profit hospitals serve the public interest. 

The program is bound by definitions of ‘‘rural’’ that fail to take 
into account our serious maldistribution of specialty health care 
providers. An expansion of the ‘‘rural’’ definition would align uni-
versal service support with these specialty workforce shortages. 

Other administrative barriers, including allowing only 25 percent 
support for Internet services, are counter-intuitive in an era where 
most tele-health programs deploy IT-based technologies. All com-
munications providers should be eligible to participate in the pro-
gram. 

In 2007, the FCC launched the rural health care pilot program, 
recognizing 69 entities, including UVA, as eligible to receive more 
than $400 million in funds to expand the communications infra-
structure for health care. As of June 30th, beginning the third year 
of the program, less than $1 million had been disbursed. 

This program, albeit well intended, is equally fraught with sig-
nificant barriers. Eligible providers are restricted, no funds are 
available for project management, and yet we have applicants who 
are asked to provide letters of agency from each remote site, secure 
15 percent in cash as matching funds, provide detailed quarterly 
reporting, even in the absence of funding, and sign 5-year contracts 
for service for purposes of sustainability. These obstacles have hin-
dered the program. 

Tele-health services both drive demand for broadband adoption 
and increase access to acute care and chronic disease management 
through networks that include hospitals, clinics, physician offices, 
nursing homes, ambulances, the workplace and the home. 
Broadband provided over wire line, wireless, cable, satellite, power 
lines and other emerging technologies provide the communications 
infrastructure that supports the transformation of health care de-
livery. 

As you have addressed in this bill, our universal service pro-
grams must be modernized with a closer alignment with our health 
care needs so that one major value proposition of our investment 
in universal service can be achieved—that is an improvement in 
the health of all Americans. 

Thank you. 
Mr. BOUCHER. Thank you very much, Dr. Rheuban. 
[The prepared statement of Dr. Rheuban follows:] 
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Mr. BOUCHER. Mr. Rosston. 

STATEMENT OF GREGORY ROSSTON 

Mr. ROSSTON. Good morning. Thank you. My boss has always 
told me in order to do a good job, you should pick your predecessor. 
Unfortunately, I have failed in that today, but I am going to go 
ahead with my testimony anyway. 

I would like to thank Chairman Boucher, Ranking Member 
Stearns and members of the subcommittee, with special recognition 
for my representative, Congressman Eshoo, for the opportunity to 
appear before you here on this very important matter. 

Before I start, I want to recognize my colleagues, Brad Wimmer 
of the University of Nevada Las Vegas for his work on this testi-
mony and our research over the past decade on universal service. 

I serve now as Deputy Director of the Stanford Institute for Eco-
nomic Policy Research and have studied universal service for more 
than 10 years. 

We are pleased that you have put forth legislation to reform the 
current universal service program. As with any program, it is im-
portant to implement universal service in as efficient a manner as 
possible. 

The current discussion draft includes some provisions that likely 
increase the efficiency of the universal service program, but 
changes are possible that could decrease the costs substantially 
without sacrificing coverage or quality. The committee should im-
plement legislation that makes revenue raising as efficient as pos-
sible and harnesses the power of the market to drive down sub-
sidies and increase competition for consumers. 

First I will address the revenue side. The charges to raise money 
for universal service distort customer behavior and can be very 
costly. The best way to minimize these distortions are to have a 
low tax rate which can be achieved by keeping the size of the pro-
gram relatively small and then deriving the revenues from a broad 
base. 

It is good that the proposed legislation broadens the funding 
base. That should reduce distortion, if the lower tax rates do not 
induce increased spending. Using general tax revenues would be a 
better way to funduniversal service. While such an approach may 
not be politically feasible at this point in time, it should be consid-
ered. 

The discussion draft has several provisions; declaring broadband 
to be universal service, using wire center averaging, the primary 
line rule, and eliminating the so-called parent trap, that have to 
the potential to increase the size of the Universal Service Fund; 
and some draft provisions have the potential to compound harm by 
decreasing efficiency without any offsetting benefits. 

So now I want to move on to service provision. The primary rea-
son that a household does not connect to the communication net-
work is because the household is not willing or able to pay as much 
for telecommunication services as the price charged. The Lifeline 
and Linkup programs provide subsidies to low income households 
in an attempt to increase subscriptions rates among poorer house-
holds. 
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Representative Matsui has introduced a bill that would extend 
the Lifeline and Linkup programs to cover broadband service. We 
think such a program has the potential to increase broadband sub-
scriptions rates among low-income populations, although more 
study is needed before any firm conclusions can be drawn. 

The results of our recent research indicate that moving money 
from the Lifeline program to the Linkup side has the potential to 
increase the penetration rate without increasing the program size, 
because Linkup is targeted to households not connected and be-
cause low-income households face high barriers in upfront costs to 
getting connected. 

The high cost fund subsidizes the companies that provide serv-
ices in the high cost areas. The majority of these subsidies are 
given to the incumbent local exchange carriers, or ILECS, and the 
discussion draft includes several proposals that appear to insulate 
the ILECS from competition for subsidies, which, in turn, insulates 
them from competition. 

It would be best to distribute subsidies to rural customers them-
selves, not to the companies that serve them. Extending a program 
like Lifeline with costs in income based vouchers to rural cus-
tomers and urban customers could accomplish this goal, as Mr. 
Doyle discussed. 

Every dollar in the USF program comes from someone else’s 
pocket, so it is important to be careful on how this is spent. The 
rural high cost fund has increased substantially over the past sev-
eral years, but one cause of this, competition, provides an indica-
tion that the current system is broken and that there is room to 
reduce instead of increase subsidies. Competition should drive 
down subsidies not increase them. 

The discussion draft is a plan to use subsidy auctions, but only 
in very limited circumstances and not for all providers. Instead, 
subsidy auctions should be used pervasively. There should be sub-
sidy auctions when there are two or more providers of any type, 
and all providers should participate in a subsidy auction. Such ex-
pansion of the subsidy auction plan could help drive down subsidy 
payments substantially while at the same time protecting con-
sumers. 

The most important feature of the subsidy auctions is that the 
incumbent local exchange providers would be subject to competitive 
discipline in the amount of subsidy that they receive for providing 
service. 

If it truly costs a lot of money to serve households in rural areas, 
companies serving the consumers in those high cost areas will end 
up with relatively high subsidy payments through the auction sys-
tem. But if there are ways to serve the customers more efficiently, 
as Mr. McSlarrow has stated, the auction system will reveal it. 

The current system and the system in the current draft do not 
have these critical features. There is little incentive to reduce costs 
or the overall size of the Universal Service Fund. Obviously, the de-
sign of subsidy auctions needs to be considered carefully. But the 
experience with subsidy auctions in other countries and the success 
with spectrum auctions in its United States shows that we can im-
plement such a system in a pro-competitive manner. 
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Major concern that we have overall is that there not only be 
mechanisms to reduce the growth of the fund, but that there also 
be mechanisms to make the fund as small as possible while still 
satisfying the goal will of connectivity. 

We think that the current bill makes a very good move towards 
broadening the base of support to minimize distortion and arbi-
trage incentives. We also think that it could be improved substan-
tially if it were to set up a framework to allow competition to re-
duce the size of the subsidize, because that would be in the inter-
ests of all consumers. More detail is in our written testimony. 

Thank you for having me here today. I am happy to answer any 
questions. 

Mr. BOUCHER. Thank you, Mr. Rosston. 
[The prepared statement of Mr. Rosston follows:] 
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Mr. BOUCHER. Our thanks to all of our witnesses for their very 
thoughtful comments here this morning, and particularly for the 
broad consensus in support of the draft legislation that you have 
expressed today. 

I am going to direct several questions to our rural representa-
tives, Ms. Moyer and Mr. Greer, and I am going to begin by ref-
erencing the recommendations made by Mr. McSlarrow, where he 
says that the principles of competitive neutrality may be violated 
where you have wire line voice competition with one wire line car-
rier receiving support and competing with a wire line carrier that 
does not. 

On its face, I think his argument has merit, and I am wondering 
what your response to that is? If we were to consider a provision 
that would prohibit support being provided in those instances 
where you have actual voice competition by wire line, limiting the 
unavailability of support just to the precise areas where the com-
petition actually exists, what would be your response to that? 

I realize it may be a question of first impression, and if you don’t 
have a definitive answer today, that is certainly acceptable. But I 
wanted to pose that to you and get your thoughts, at least for the 
record, this morning. 

Mr. Greer. 
Mr. GREER. Yes, Chairman Boucher. On the surface, we do have 

some concerns with the competitive bidding between the two. 
Mr. BOUCHER. It wouldn’t necessarily—let me just interrupt to 

say—be a competitive bidding. I think his proposal doesn’t actually 
relate to competitive bidding. It relates to simply saying that sup-
port would not be available where you have a carrier that is offer-
ing voice service without support. 

In theory, where you have a carrier that is offering the service 
in that particular study area without support, it suggests that sup-
port is not necessary in order to sustain a service. So he is sug-
gesting that you not have competitive bidding. You just deny the 
support under that circumstance. 

Mr. Greer. 
Mr. GREER. I would like to think on that for just a moment real 

quick. 
Mr. BOUCHER. That is fine. 
Ms. Moyer. 
Ms. MOYER. I guess I would like to point out that one of the 

problems with our service area with 5,000 square miles is that 
roughly only 15 of those square miles would be what I consider 
town. Within those 15 square miles, there is a cable company that 
serves. It actually belongs to us because no one else wanted to 
come in and provide cable service. But the problem being within 
that 15 square miles, the majority, over 90 percent of our popu-
lation is going to reside in those areas. 

So when we get outside of those areas, we are talking about very 
few customers and a very large service area that would need to be 
served. Thus, you are talking about dollars that are going to be ex-
ponentially related to those very few customers. 

Obviously, I have read NCTA’s proposal here just last week, but 
we would be more than happy to submit something further to you 
on the record in writing. 
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Mr. BOUCHER. Well, let me encourage you to think about it and 
to engage with us on that subject. I think a number of members 
are going to have those interests. 

Mr. Greer, would you like to respond further? 
Mr. GREER. Yes, sir. Thank you, Chairman Boucher. 
In those areas to where there is wireless and wire line competi-

tion, when we look at our USF and how we average our costs, we 
average it over our whole service area. So if you just eliminated a 
portion of that, then our costs in those other areas that are 
unaveraged will actually go up. That is one of the concerns we 
would have, is they may serve a portion of our service area, but it 
doesn’t do a complete coverage, so it will actually drive up our 
costs, because we average that through our service territory. 

But we also want to get back to you with further comments. 
Mr. BOUCHER. That is fine. I thank both of you for that. Frankly, 

I would have been somewhat surprised if you had just immediately 
agreed with the entire recommendation. 

Let me pose another question to you. Some have suggested that 
the high cost fund, approximately $4.5 billion per year, be 
repurposed in whole or in part in order to provide broadband serv-
ices. My understanding is that that $4.5 billion each year is spoken 
for. That funding is presently fully subscribed in order for you to 
offer the telephone services that you are offering. That money is 
subscribed for equipment, for maintenance, for your normal oper-
ations. 

My question to you is what response do you have to the idea that 
some repurposing could take place, with money devoted today to 
those needs being devoted tomorrow to broadband? What would 
happen in your exchanges if that were to occur? 

Ms. Moyer. 
Ms. MOYER. One of the issues is that 2-year lag, the 2 years in 

between when we actually put money in the ground and 2 years 
later we actually receive the support or the cost recovery for those 
dollars we have already spent. So part of that problem going for-
ward is the issue of what happens to what I spent in 2009 if in 
2010 the entire fund is repurposed. 

There are ongoing maintenance costs that are always going to be 
there. My company is in southwest Kansas. We are several hun-
dred miles from any major metropolitan area. That transport to 
any major metropolitan area is huge, not just to mention just meet-
ing up with carriers at tandems. So those costs, those dollars have 
already been spent. Then to recover those, there needs to be, if in 
fact we are going to repurpose the fund, there seems to be some 
attention paid to the fact of the 2 year lag. 

Mr. BOUCHER. Very quickly, Mr. Greer. 
Mr. GREER. We concur with those comments as well. Currently, 

the costs that we spend, we are not reimbursed until 2 years down 
the road anyway. 

Mr. BOUCHER. So you do agree that those monies are fully sub-
scribed? 

Mr. GREER. They are fully subscribed. 
Mr. BOUCHER. And there is nothing available really to support 

broadband deployment within the size of the existing fund without 
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surrendering the low cost, the affordable telephone service that you 
presently provide? 

Mr. GREER. That is correct. 
Mr. BOUCHER. Thank you very much. My time has expired. The 

gentleman from Florida, Mr. Stearns, is recognized for 5 minutes. 
Mr. STEARNS. Thank you, Mr. Chairman. 
Mr. Lubin, Vice President of Public Policy, AT&T Services. You 

are probably a good one to answer this, and I have limited time so 
if you could just answer in a very small amount of time by the 
word ‘‘increase’’ or ‘‘decrease’’ can the key terms to use. 

Could you estimate whether each of the following provisions is 
more likely to increase or decrease the size of the fund. Or, if it 
is unclear to you, could you please tell us what additional informa-
tion you would need to provide a cost estimate. 

The first one is moving from a geographic to wire-center aver-
aging. Does it increase or decrease the fund? That is moving from 
geographic to wire center averaging. Just your humble opinion. 
Just move the mike close to you, if you could. 

Mr. LUBIN. It sounds like a simple question, and I will give you 
a simple answer. 

Mr. STEARNS. Just does it increase or decrease? 
Mr. LUBIN. My guess it is going to increase. However, it is a 

function of what model you use, and the current language in the 
bill says 2.75. 

Mr. STEARNS. Using that modeling, would it increase or de-
crease? 

Mr. LUBIN. When you say ‘‘using that modeling,’’ it is not clear 
to me what model which are using in the bill. 

Mr. STEARNS. That is a good point. That goes to the idea that you 
need additional information before you could say increase or de-
crease. At this point you are saying at your first hand blush, it in-
creases. 

Mr. LUBIN. That particular piece. 
Mr. STEARNS. The next one is eliminating the parent trap rule. 

I had that explained to me. I wasn’t sure what that is, but now I 
do, and I think you know what the parent trap rule is. So would 
it increase or decrease the fund, eliminating the parent trap rule? 

Mr. LUBIN. The potential is it would increase. It is a function of 
how many exchanges and lines get sold. 

Mr. STEARNS. Creating an alternative recovery mechanism for 
intercarrier compensation revenues. 

Let me repeat that. Creating an alternative recovery mechanism 
for intercarrier compensation revenues. Will that increase the size 
of the fund or decrease it in your opinion? 

Mr. LUBIN. That has the potential for increasing. Again, it is a 
function of how and what the benchmarking means. 

Mr. STEARNS. OK. So in this question I have given you three 
areas, and it looks like to me in all three areas you said it would 
increase. 

Mr. LUBIN. I said the potential is there. 
Mr. STEARNS. Potential. OK. Let me have Verizon. Do they have 

any disagreement on this? 
Mr. GREER. No disagreement on that, Representative Stearns. I 

think you are probably getting to the second half of the question, 
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which is are there other aspects of the legislation that could poten-
tially decrease the size of the fund as well. 

Mr. STEARNS. I am happy with the decrease. I am just concen-
trating this morning on what areas that I think might increase, 
just so we have an understanding where the worst case scenario 
would be. 

Mr. Rosston, is there anything you might want to comment on 
this relative to Mr. Lubin’s answers? 

Mr. ROSSTON. No, I agree that I think those all three provisions 
would increase, are likely to increase the size. 

Mr. STEARNS. Likely increase. Mr. Lubin has indicated in some 
cases he would need additional information to provide a real cost 
estimate. Do you think you can emphatically say, more so than he, 
he sort of has some qualifying points here. Do you feel pretty much 
that all three of them will increase in your mind? 

Mr. ROSSTON. Mr. Lubin has studied this in much, much more 
detail than I have. But, for example, the parent trap would have 
almost no chance of decreasing the fund, and any sales would prob-
ably increase the size of the fund, as one example. The same would 
be true of intercarrier compensation. 

Mr. STEARNS. Let me go to Mr. McSlarrow. You recommended 
targeting support for broadband services to areas and consumers 
that currently lack service. I guess the first question is, do we 
know those areas and consumers, where they are today? Do we 
know where they are? 

Mr. MCSLARROW. I think by and large we do, so I think we do 
have the ability to target support where it is most needed. 

Mr. STEARNS. Shouldn’t we wait on the results of the 7.2 billion 
broadband stimulus and the broadband mapping efforts that are 
currently underway before paying companies even more to provide 
broadband service in areas that may already have it? 

Mr. MCSLARROW. I think the answer is yes, but I think it is 
going to happen. I mean, the timeline here, we are already in No-
vember of 2009. The mapping will get done next year, and any 
plausible scenario where this legislation moves, I think it will 
match up so we have that data. 

Mr. STEARNS. So in your opinion, we shouldn’t wait? 
Mr. MCSLARROW. No, I am not suggesting we wait. What I am 

suggesting is the mapping I think will get done—— 
Mr. STEARNS. Before the bill passes? 
Mr. MCSLARROW. Yes. 
Mr. STEARNS. Dr. Rosston, isn’t it true that a tax on broadband 

could decrease broadband subscription and inhibit adoption? 
Mr. ROSSTON. Yes. Increasing taxes on broadband to pay for—as 

I said earlier, every dollar you spend comes from someone else’s 
pocket. So that would increase the price for other people, and they 
would possibly respond by reducing their subscriptions. 

Mr. STEARNS. OK. 
Ms. Moyer, do you think in your heart of hearts that the bill, as 

drafted right now, would lower a consumer’s bill? I mean, would 
you put your money on it? 

Ms. MOYER. My own money? 
Mr. STEARNS. Your own money. 
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Ms. MOYER. I truly believe that, by expanding the contribution 
base, yes, it would. 

Mr. STEARNS. So in your heart of hearts, you would put your own 
money on this then? 

Ms. MOYER. I guess that is what I am saying. 
Mr. STEARNS. OK. Well, you have some skin in the game, so I 

respect your opinion. Thank you. 
Ms. MOYER. Thank you. 
Mr. BOUCHER. Thank you very much, Mr. Stearns. 
The gentlelady from California, Ms. Eshoo, is recognized for 5 

minutes. 
Ms. ESHOO. Thank you, Mr. Chairman. 
And thank you to all of the witnesses. 
I have made a point in other hearings and in my communications 

with the NTIA, the FCC, and RUS that high-speed should be a pri-
mary goal for broadband rollout. I think that this legislation sets 
the floor too low. It defines broadband as 1.5 megabits downstream 
without any upstream requirement, and it locks in this speed for 
6 very long years. And, as I said in my opening statement, you 
know, I mean, everything has changed and continues to change so 
quickly. Six years is a very long time. 

People in rural America deserve, I think, high-speed access, as 
well. And I don’t think we should lowball them as part of the over-
all reform efforts. I think we need to keep in mind that we have 
no idea what will be happening in 6 years. Telecommunications de-
velops so quickly that this speed might be considered a relic by 
then. So why lock this in for 6 years? 

In the broadband bill that I had put forward, we set forth a 50 
megabit down and 20 up requirement, which I believed would drive 
investment and spur adoption. But who knows? That might even 
be too slow. So I think we need to use the broadband map to deter-
mine which speeds are appropriate for a given market. 

So my question to you, the panelists, is, how can we use the 
broadband map to help guide our policy, especially on determining 
the appropriate speed? Do we really need one speed for the whole 
country? 

And I am also concerned about the bill essentially maintaining 
the status quo for the High-Cost Fund. Recipients of the fund are 
not required to provide broadband services, which I think is a huge 
mistake. I mean, I think that we are ignoring our future. I think 
we are ignoring the present, much less the future. So I think that 
there is a big hole in the bill in this area. 

And so my second question is, shouldn’t the bill require the FCC 
to utilize the new broadband map to determine if an area is al-
ready served by a provider that may not receive any, you know, 
fund support? 

Is there any sense how much could be saved if we first determine 
which areas—and I think Mr. McSlarrow spoke to this, and maybe 
some others did, as well. Is there any sense how much could be 
saved if we first determined which areas are already served by a 
provider offering voice, video, and data today and not receiving any 
government support? 

And, lastly, if there is anyone that would like to comment on Ms. 
Matsui’s bill, which will use the Lifeline Program as a base for 
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broadband accessibility for the unserved and the underserved popu-
lations. 

So those are my three questions, and whomever would like to 
start the ball rolling. 

Good. AT&T is first. 
Mr. LUBIN. To me, those are three very important—— 
Ms. ESHOO. Can you get closer to the microphone so we can hear 

you? Thanks. 
Mr. LUBIN. Three very important questions. The first question 

about speed, and I want to link that question—— 
Ms. ESHOO. Can you be as concise as possible, since I asked three 

and I want to get as many answers in as possible? Thanks. 
Mr. LUBIN. OK. The issue of speed is all about how much are we 

willing to pay into the fund; meaning, how big is the fund? The 
higher the speed, the more the size of the fund will be. So that is 
a tradeoff for the policymakers if you want it to end up being—— 

Ms. ESHOO. But what is AT&T’s position in this, though? 
Mr. LUBIN. AT&T’s position with regard to speed, with regard to 

USF, is, if you take USF, then you have to meet whatever speed 
requirement is in the bill, and you are going to ultimately be a 
form of making a commitment to provide all comers with that 
speed. And so our concern with going—even 1.5 megabit is poten-
tially too high when you start looking at what the size of the fund 
would be. So that is our concern with regard to the first question. 

With regard to the second question on unserved areas in terms 
of the mapping, we think that is a very important issue to be ad-
dressed. And AT&T, April 18, 2008, made a filing teeing up this 
point, where we should focus on unserved areas, thus possibly 
being able to control the size of the fund. So having focused on 
unserved is a very important aspect. 

But I would like to highlight to you, once you do that, in par-
ticular for the RLECs, if you start looking at the very high-cost 
areas, the presumption is you may reduce the size of the fund. I 
think Ms. Moyer hit right on the head, is that once you do that, 
you may, in fact, start to increase the size of the fund. 

With regard to Lifeline, we think as we transition from this 
POTS world to a broadband world, we think a lifeline is going to 
be absolutely critical in a broadband world. Our bottom line with 
regard to Lifeline is we think the whole Lifeline plan—— 

Ms. ESHOO. How long do you think it is going to take to get us 
to what you are describing, though? Do you think we should set 
this down, the lowest numbers for 6 years, 6 long years? Do you 
think that is good policy for the country? 

Mr. LUBIN. Again, it is a question back to how much are you will-
ing to fund, how big will it cause the fund—I have already heard 
issues about what the concern of the growth of the fund will be. 
I think if you make it much greater than 1.5, that question is on 
the table. 

If you want to suggest less than 6 years, I think that is a valid 
thing to say. Let’s look at it shorter than 6 years. But listening to 
this conversation, clearly, the higher it is, the bigger the size of the 
fund. That is the linkage and the issue. 

Mr. BOUCHER. Thank you very much, Ms. Eshoo and Mr. Lubin. 
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The gentleman from Texas, Mr. Barton, is recognized for 5 min-
utes. 

Mr. BARTON. Thank you, Mr. Chairman. 
I was watching the hearing in my office, so I heard everyone’s 

testimony, and I heard your questions and Mr. Stearns’s question. 
So I haven’t been present, but I have been observant while I have 
been multitasking. 

I brought my bill. I just got my Verizon bill. And for services I 
pay $26.53. For taxes—actually, it says ‘‘taxes, fees, and other 
Verizon charges,’’ whatever that is, $10.49. So I am paying 40 per-
cent of my basic phone service in Virginia in taxes, fees, and other 
Verizon charges. 

It seems like—although I did find out that the universal service 
portion of this is fairly minimal because I don’t make any long-dis-
tance charges. Although Virginia does charge me a Virginia Fed-
eral Universal Service Fund surcharge, Mr. Boucher, of 76 cents. 
And I hope you can do something about that. 

If I wanted to ask a trick question, I would ask Mr. Davidson 
what a sensible minute is. Verizon charges me $2 a month for a 
sensible minute. I have no clue what a sensible minute is. 

Mr. DAVIDSON. We will have to get back to you on that, Mr. Bar-
ton, on the sensible minute. But I doubt it was our idea. 

Mr. BARTON. Yes. 
My first question is a rhetorical question. Anybody on the panel 

can answer. When did we first pass universal service? When did it 
become a mandate that there be a universal service charge? Any-
body know? I would assume in the 1930s. Does anybody on the dais 
know? And I don’t—— 

Mr. BOUCHER. Would the gentleman yield for just a moment? 
Mr. BARTON. Yes. 
Mr. BOUCHER. Universal service has been inherent in the struc-

ture of the telephone network essentially since its inception. And 
it wasn’t until the Telecom Act of 1996 that we made the universal 
service subsidies explicit. 

Mr. BARTON. But when did we first start charging universal serv-
ice—— 

Mr. BOUCHER. Well, that has been inherent in the structure of 
the flow of revenues essentially ever since we began—— 

Mr. BARTON. But it wasn’t a Federal mandate—— 
Mr. BOUCHER. It was not a mandate. It was just done within the 

industry, where urban residents and users of long distance wound 
up paying somewhat more in order to keep telephone service af-
fordable elsewhere. 

Mr. BARTON. OK. 
Well, my first question, I am going to ask this to the gentleman 

from Stanford, Dr. Rosston. Is broadband today the equivalent of 
basic telephone service in the 1930s? 

Mr. ROSSTON. I think that is not an economics question that I 
would answer as an economist. It is probably much—if you look at 
the data, broadband is much more pervasively adopted today than 
telephone service was in the 1930s. Whether you are asking that 
as a values question, I can’t answer that. But just, sort of, the data 
shows that broadband has been adopted much more rapidly than 
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telephone service was and it is much more pervasive than it was 
in the 1930s. 

Mr. BARTON. Well, the reason I ask that is because one of the 
apparent premises of the Boucher-Terry draft is that broadband 
should be equivalent to basic phone service, that it is almost an en-
titlement and should be treated as such. And I am not quite ready 
to go there yet. 

I think broadband is an improvement, I think it is an enhance-
ment, I think it is a good thing to have. But if I choose to live in 
very rural America by choice, I like that lifestyle, I don’t know 
that—one of the witnesses from one of the smaller phone compa-
nies basically said, ‘‘People that live in rural America expect to 
have the same services,’’ la di da di da, ‘‘as people that live in 
urban America.’’ 

And I am not sure—I mean, I think you make a value decision, 
if you have a choice of where you live. If you choose that rural life-
style, I don’t know that you automatically are entitled to the en-
hancements that require more critical mass and a greater popu-
lation density. 

So that is one of the things I want to work with Mr. Boucher and 
Mr. Terry on, is this broadband mandate. 

My time has expired. I am going to ask one question to Mr. 
McSlarrow. Does the cable industry currently pay a universal serv-
ice charge? 

Mr. MCSLARROW. Yes. 
Mr. BARTON. You do. Do you support the concept in the Boucher- 

Terry draft that expands the base of who pays the tax? 
Mr. MCSLARROW. Yes. 
Mr. BARTON. You do. OK. 
Thank you, Mr. Chairman. 
That is not the answer I wanted, but thank you. 
Mr. BOUCHER. It is the answer that I am glad he gave. Thank 

you very much, Mr. Barton. 
The gentleman from Pennsylvania, Mr. Doyle, is recognized for 

5 minutes. 
Mr. DOYLE. Thank you, Mr. Chairman. 
Mr. Rosston, in your testimony, you said you believe that sub-

sidies should follow consumers, not companies, to increase competi-
tion and choice. Do you think, is a reverse auction the only way to 
accomplish that, or could a voucher work? And are there any other 
ways, as well? And what are some of the pros and cons of those 
approaches? 

Mr. ROSSTON. So, what I said in the testimony is, if you had a 
voucher system that, in my view, would be low-income vouchers 
that were cost-adjusted—so a low-income household in a dense, 
urban area would get a smaller voucher because the company 
would be charging a lower price in that area, and a higher voucher 
in a rural area so that they could afford it in a rural area—you 
could do that. And the voucher could be income-tested and cost- 
tested, sort of like health-care vouchers might be adjusted for peo-
ple’s age and health conditions, that you would have a voucher for 
telephone service or broadband service. 

And that could be done without an auction, and it would cause 
the consumers to have the ability to choose their provider. And the 
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providers would have to compete for the service. Whether they 
wanted 1.5-megabit service or 5-megabit or 10-megabit or portable 
service so that they could use it on their wireless phone as opposed 
to at their home, they would have this ability to have companies 
compete for their business. 

Mr. DOYLE. Thank you. 
Mr. McSlarrow, what do you think about those ideas? 
Mr. MCSLARROW. I didn’t hear the question. 
Mr. DOYLE. What do you think about the idea of a voucher sys-

tem or—— 
Mr. MCSLARROW. I mean, in economic terms, I agree with that. 

And I think any system where we can put more money in the 
hands of the consumers themselves and let them make the choices 
is probably a better system. 

Mr. DOYLE. And I also want to give you the opportunity—I know 
that several of the testimonies from the phone companies talked 
about some of the concerns they had with your proposal. And I 
wanted to give you an opportunity to maybe address some of those 
concerns that were brought up about your proposal. 

Mr. MCSLARROW. Thank you. 
The first thing I would say is that what we are proposing is, in 

essence, a framework. There is no automatic reduction of high-cost 
support. What we are saying is that you apply two tests. One is 
a regulatory test; one is a market competition test. If it shows that 
you have that kind of competition, it still allows the incumbent who 
is receiving support to come forward and say, ‘‘Here are all the rea-
sons why, if you took out support in a competitive area, my reve-
nues can’t cover my costs.’’ So they still have an opportunity to 
make a showing for some level of support. 

And Ms. Eshoo actually asked a question; I didn’t get a chance 
to answer you. Our analysis is that there is about $2 billion that 
we would at least, under our proposal, take a look at. We are not 
saying $2 billion goes away. People have the opportunity to make 
those showings back and forth. 

Mr. DOYLE. Very good. 
That is all I have, Mr. Chairman. Thank you. I will yield back. 
Mr. BOUCHER. Thank you very much, Mr. Doyle. 
The gentleman from Nebraska, Mr. Terry, is recognized for 5 

minutes. 
Mr. TERRY. Thank you, Mr. Chairman. 
And, Mr. Lubin, let’s continue this exercise. Assume the cap is 

put in place. Will the fund go up or down? 
Thank you for your answer. 
And Cliff did a great job of, kind of, hitting on what the main 

issue is here. We understand that, with some of these reforms, that 
the costs will have additional pressures. The pressures from those 
items that were brought up, other than ICC, which I think is a dif-
ferent issue than what this base bill addresses today, would make 
the fund increase. 

The reason why our rural friends have had a difficult time em-
bracing this bill is because of the cap. And I think that is an impor-
tant point to make here, is with the cap, that keeps it status quo, 
albeit with an FCC traditional inflation rate. 
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So, with the cap, do you think that that is an adequate measure 
to hold down the explosive costs of high-cost USF? 

Mr. LUBIN. With the way in which this bill structures the cap 
and the way in which you just removed three of the items, I would 
say yes. 

Mr. TERRY. OK. 
Mr. LUBIN. I would also highlight that how you handled the wire-

less issue, with the competitive bidding, there you have the oppor-
tunity that the aggregate dollars would come down. 

Mr. TERRY. And that was my next question. Thank you. You just 
eliminated that for me. I appreciate that. 

But, yes, there are actually cost-cutting measures in here. For 
example, limiting new entrants, especially on the wireless side. 
And we appreciate Verizon and the others helping participate in 
brokering that deal. Limiting new entrants, going to actual costs. 
Is that something that would relieve pressure on—the upward 
pressures on the fund? 

Mr. LUBIN. That remains to be seen. 
Mr. TERRY. OK. 
The gentleman from Stanford, Doctor—what was your last name 

again? 
Mr. ROSSTON. Rosston. 
Mr. TERRY. Rosston. Economist. Based on your experience as an 

economist, let me throw this scenario out. University of Nebraska 
beats Kansas State. We go to the Holiday Bowl and play Stanford. 
Who wins? 

Mr. ROSSTON. I will have to get back to you on that. 
Mr. TERRY. OK. Good answer. 
But getting to a more serious question, you brought up the dis-

tortion in the pool. And that is that, as the pool of payers grows 
smaller—and we have heard testimony here— since those that pay 
the universal service fee into the system, they just get billed every, 
what, 6 months or something by USAC. And now it could go as 
high as 14 to 15 percent. I mean, that is something that was 
unfathomable a year or so ago. 

So, broadening the pool of payers is one of the founding prin-
ciples of this bill. So at least that principle you think economically 
is sound? 

Mr. ROSSTON. Yes, I think broadening the base of the tax will 
help to reduce distortions from the tax. 

Mr. TERRY. And the distortions here have been, I think, well set 
out by the ranking member, former Chairman Barton, when he 
talks about the impact on his bill. Although the USF impact is hid-
den within the charges, and it is not explicit. But the fact of the 
matter is, he is one of those left standing paying, and if you broad-
en the base, his bill could actually go down? 

Mr. ROSSTON. Well, I think that depends on how many bills he 
has and—— 

Mr. TERRY. And also assuming the cap is in place. 
Mr. ROSSTON. Well, the cap is—I think it is—it could be—it is 

a question of how effective the cap is at reining in spending, as 
well, because there are provisions about whether the cap would be 
effective, I think, about it adjusts for working loops as well as infla-
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tion. I think those things could be tightened down a little bit, as 
well. 

Mr. TERRY. Well, we can look at that. I am going to interrupt be-
cause I only have a few seconds left. 

And, Ms. Moyer, one of the items that I think will help control 
the costs is having professional, skilled audits done. Do you support 
that? And give us examples of how the audit process works today. 

Ms. MOYER. Yes, we fully support that. 
Today’s audit procedure, especially at the FCC’s OIG office, the 

most recent three rounds of audits have unfortunately been per-
formed by auditors who don’t know much about telecom book-
keeping and finances and, I think, led to some erroneous results, 
many of which USAC has refuted since then. 

But to actually do something that is based on FCC methodology 
and with some trained auditors would be welcomed. 

Mr. BOUCHER. Thank you very much, Mr. Terry. 
The gentlelady from California, Ms. Matsui, is recognized for 5 

minutes. 
Ms. MATSUI. Thank you, Mr. Chairman. 
As I mentioned before in my opening statement, there have been 

several recent reports that strongly suggest that adoption rates are 
largely associated with income. I would like to highlight one study 
that particularly affects my home State of California. 

According to the Public Policy Institute of California, only 58 per-
cent of Californians earning under $40,000 a year subscribe to 
broadband at home, but, in contrast, 97 percent of those earning 
over $80,000 or more a year subscribe. 

I would like to ask a question of Mr. Rosston, the Californian 
there. It is my understanding that you have conducted extensive 
research on the USF Lifeline/Link-Up program. As you know, the 
price of broadband is not cheap these days, usually ranging from 
$40 to $60 a month. In your studies, is there strong evidence to 
suggest that the price of broadband is a determining subscribership 
factor of many low-income Americans in urban and rural areas? 

Mr. ROSSTON. So, my research is focused on Lifeline and Link- 
Up for telephone service and not necessarily for broadband, but it 
would be sacrilegious, as an economist, not to say that price mat-
ters. 

For low-income households, I think we should study this and 
make sure that any program we have we can figure out, what is 
the impact of price on low-income households? The evidence, in our 
research, is that—there are two programs, Lifeline and Link-Up. In 
our view, we found in our research—we didn’t go into this thinking 
about it, but that Link-Up turned out to be much more effective be-
cause of the high cost for telephone service just paying the connec-
tion fee. For broadband service, you need to not only pay the con-
nection fee, but you also need to have a computer and knowledge 
of how it might work and how it might benefit you. 

So, Link-Up targeting those who are not already online is prob-
ably a very effective way of doing this. 

Ms. MATSUI. So you believe that if you had a program similar to 
the Link-Up program, that if it was created for the universal 
broadband, that it would be an effective vehicle to expand in-
creased broadband adoption rates? 
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Mr. ROSSTON. Yes, I think the Lifeline and Link-Up program 
would increase broadband adoption rates. 

Ms. MATSUI. OK. And your analysis of the current Lifeline/Link- 
Up program, would be it accurate to assume that any expansion of 
the program for broadband adoption would be just as beneficial for 
rural consumers as it would be for urban consumers? 

Mr. ROSSTON. Yes, I think so. I think that poor people live both 
in urban and rural areas, and so Lifeline and Link-Up would be 
beneficial in both areas. 

Ms. MATSUI. OK. Thank you. 
I have a question for Ms. Moyer and Mr. Rhoda. 
Ms. Moyer, I would like to begin with you. It is well-noted that 

one of the barriers to further broadband deployment in rural areas 
is getting more households to subscribe to broadband. 

In your view, would a program for broadband adoption similar to 
the current Lifeline Program help increase adoption rates in the 
communities in which you serve and other rural areas across the 
country? And would it help further the goal of broadband deploy-
ment in current unserved rural areas? 

Ms. MOYER. Yes, I do agree. And I believe that your legislation 
would spur that adoption, as well as education. 

Ms. MATSUI. OK. Thank you. 
And, Mr. Rhoda, could you briefly address the same question? 
Mr. RHODA. We agree, as well. 
As far back as 2006, we talked to the FCC about adoption pro-

grams. We have been in recently to do the same. And I think they 
need to cover the cost of the device, the laptop, the computer. I 
think that they need to cover education. Some people just clearly 
don’t understand the benefits that broadband will bring to them. 
And then they also, finally, need to cover the cost for those that 
can’t handle the monthly service in some respect. 

So we are fully supportive of your efforts. 
Ms. MATSUI. OK. Thank you. 
And I have a question for Mr. Baum. Deployment of broadband 

has reached 96 percent, but subscribership rates have lagged far 
behind, in both urban and rural areas. 

Do you believe Lifeline for broadband would improve 
subscribership rates? And at what price point do you believe or do 
you think would be reasonably affordable? 

Mr. BAUM. First of all, the NARUC board of directors passed 
today a resolution supporting your Lifeline bill. 

Ms. MATSUI. Oh, thank you. 
Mr. BAUM. And we think it is difficult to put the benchmark out 

there, but I would take a wild guess, would be $25, $20, something 
in that neighborhood. 

Ms. MATSUI. $25, $20. 
Mr. BAUM. But I would probably defer to my colleagues in the 

industry that actually run the models and do this kind of thing. 
Ms. MATSUI. Does somebody else have a comment on that? 
Mr. BAUM. But, yes. 
Ms. MATSUI. OK. Thank you. 
I was actually thinking maybe in the $30 range or so, so it is 

probably quite close to what you are thinking. And so that really 
sounds like maybe a $10 to $15 per month subsidy, which is in line 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00175 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



170 

with the reimbursement under the current Lifeline Program. 
Would you consider that to be about right? 

Mr. BAUM. If we had broadband as a supported service, the 
benchmark for that service would be in the $30, heading towards 
$40 in the future, because that simply is the basic cost out there 
for that 1.5-megabit service is in that range. 

Ms. MATSUI. OK. 
Thank you very much, and I yield back my time. 
Mr. BOUCHER. Thank you very much, Ms. Matsui. 
The gentlelady from Tennessee, Mrs. Blackburn, is recognized for 

5 minutes. 
Mrs. BLACKBURN. Thank you, Mr. Chairman. 
And I thank you all for your patience and your indulgence. I 

know you have been here for quite a while. 
I got just a couple of questions that I want to ask. And let me 

start, Mr. Davidson, with you. And let’s just go down, if you all 
have something to add on this. 

If you could change one part of this bill, if you think we are get-
ting it wrong in one area, if you wanted to change one section of 
this, what would you change and why? 

And quickly, we will start with you, sir. 
Mr. DAVIDSON. Sure. I think probably the first thing that we 

would look at is—and this is actually a suggestion that is in the 
bill, but it is directed in the bill, and that would be going to the 
numbers contribution formulation. I think that is the most efficient 
way in the modern world of the various means—— 

Mrs. BLACKBURN. OK, so let me interrupt you right there. The 
contribution formulation, just to give some specifics on that, to de-
fine it. 

Mr. DAVIDSON. Sure. So today, as I mentioned in my testi-
mony—— 

Mrs. BLACKBURN. No, I mean, in the language. You are just say-
ing—— 

Mr. DAVIDSON. Oh, well, it would just specify in the language 
that the FCC should follow a numbers-based approach for contribu-
tions. 

Mrs. BLACKBURN. Great. 
Mr. Greer. 
Mr. GREER. We have concerns with the cap. But we look forward 

to working with the FCC on the national broadband plan when it 
comes out next year. 

Mrs. BLACKBURN. OK, great. 
Mr. RHODA. From Windstream’s perspective, it would be driving 

efficient costs across the board. Some of the mechanisms in today’s 
environment don’t necessarily force carriers to be efficient and yet 
still get reimbursement. There is a number of measurements in 
this bill that do drive efficiency, but it is not across the board. 

Mrs. BLACKBURN. Thank you. 
Mr. LUBIN. I would highlight the issue of speed. I am concerned 

about the level of speed, not that it is too high—I am sorry, that 
it potentially is too high. And the issue of concern is if you can— 
now, I am focused on rural area, I am focused on if there is an al-
ternative technology that can get it out there in a cost effective 
way. And that is a way to control the size of the aggregate fund. 
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Mrs. BLACKBURN. Excellent. 
Ms. Moyer. 
Ms. MOYER. The rural ILECs have concerns with the cap lan-

guage. 
Mrs. BLACKBURN. OK. 
Mr. BAUM. Well, NARUC has concerns about the preemption lan-

guage. But, on a personal basis, I think the speed needs to be real-
istic as to what we really need in the economy. 

And we have to also acknowledge that there are a lot of rural 
constituencies that produce the food and fiber for the country that 
need access to this kind of broadband technology. And it is not a 
choice for them to live there; it is how we feed ourselves. And their 
hospitals and schools have to have that same access to broadband. 

Mr. MCSLARROW. Since I have already talked about my proposal 
and Peter talked about numbers, I am going to cheat and add a 
third, which is ensuring that if we are going to have support for 
broadband, that it be restricted to truly unserved America. 

Mr. GRAHAM. Thank you for your kind comments earlier. I appre-
ciate that. 

RCA would change the reverse auction provision. It is simply not 
a silver bullet for USF reform. Reverse auctions encourage a race 
to the bottom. They do not guarantee a reduction in cost. And they 
discourage new entrants. 

However, if we move forward with reverse auctions, they abso-
lutely should apply to everyone participating in the USF fund and 
not only wireless providers. If wireless providers are subject to it 
as part of a greenfield build, surely wireline providers who have de-
preciated plant in the ground over a number of years could compete 
as well. 

Dr. RHEUBAN. For purposes of telemedicine, we are very sup-
portive of the bill in its current status. 

The one thing we might add is to ensure upstream bandwidth, 
as well, because for telemedicine we are trying to get feedback from 
the patient or from the hospital. So it should be bidirectional. 

Mr. ROSSTON. So I would change the whole system to be vouch-
ers to low-income households. But, given that that is not going to 
change in this bill, I would say extend auctions, set a time limit 
for the FCC, and put them in in the next 6 to 12 months and go 
ahead. They are not a silver bullet, but they are better than the 
current system. 

Mrs. BLACKBURN. Thank you very much. 
And I have 23 seconds left. Mr. McSlarrow, I will come back to 

you and not take the committee’s time right now. But I think we 
need to look at how quickly we are moving to an IP world and VoIP 
as a primary technology. And as we looked at the reauthorization 
of the 1996 Telecom Act, one of the things we heard from all of you 
was, ‘‘Well, the bill is arcane, the bill has outlived its usefulness, 
technology changes so fast.’’ And I think that one of the things that 
we need to look at is what we can do to ensure that the universal 
service mechanisms work in a changing environment, in a VoIP en-
vironment, and making certain that this bill is going to work in an 
IP world. 
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And I know I am out of time, but I would appreciate your re-
sponse to that question in writing as we move forward or at a later 
date. 

And I yield back, Mr. Chairman. Thank you. 
Mr. BOUCHER. Thank you very much, Mrs. Blackburn. 
The gentlelady from the Virgin Islands, Mrs. Christensen, is rec-

ognized for 5 minutes. 
Mrs. CHRISTENSEN. Thank you, Mr. Chairman. 
I will direct my first question, not surprisingly, to Dr. Rheuban. 

But I wanted to thank you for some of the recommendations that 
you have made, realizing how much we are relying on telemedicine 
and health-care reform and to improve outcomes and reduce costs. 
So I appreciate the recommendations that you made. 

The USF Reform Act requires that universal fund recipients offer 
high-speed broadband services with a download rate of at least 1.5 
megabytes per second. In your testimony, you spoke to different 
broadband needs for different services. And I wanted to know if the 
speed that we are recommending of at least 1.5 megabytes per sec-
ond is adequate for what is required to support all of the services. 

Dr. RHEUBAN. I think for HD and surgical mentoring it is not 
sufficient. I think it is sufficient for a clinic operation or, certainly, 
for the home. You know, home telehealth wouldn’t require quite as 
much bandwidth as some of the more sophisticated applications. 

And if you have multiple users providing health-care services in 
a hospital, you can imagine that the demand for the bandwidth 
would be significantly greater. So, again, 1.54 is good for some ap-
plications but not for others. 

Mrs. CHRISTENSEN. Thank you. 
I guess I would ask this question to Mr. Baum and Mr. Rosston, 

but if anyone else wanted to jump in, it would be fine. 
Section 104 on eligible recipients of universal service support ex-

empts existing recipients of the USF funds, primarily rural telecos, 
from the requirement to deploy and provide high-speed broadband 
service for 5 years. The FCC may also grant a 3-year waiver of this 
provision if the provider demonstrates that it is not technically fea-
sible or would materially impair its ability to continue to provide 
local exchange service. That waiver is renewable for every 3 years. 

Ubiquitous broadband deployment is a primary goal of the ad-
ministration and this Congress, this committee. Currently, the 
FCC is working on a new national broadband plan. Even the dis-
cussion draft requires new providers who are eligible to receive 
USF support to deploy high-speed broadband service and provide 
it. 

So why should we exempt existing recipients of USF? Do you 
agree with that exemption or waiver? 

Mr. BAUM. What that refers to is the fact that some of these 
areas are so remote and so expensive to serve that we really prob-
ably need to have a satellite option there. There will be some really 
remote pockets of population and even single-family dwellings that 
simply are too far out in the rural areas of America to be receiving 
broadband by a fixed basis. So either their service is either some 
kind of wireless broadband or, in this instance, it would be sat-
ellite. 
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We simply can’t get everywhere in the country. We might get to 
98 percent, we might get to 96 percent somewhere. And, also, re-
member that we never got phone service beyond about 95 percent 
of the population. Some people just don’t want to hook up, and 
some people are just too far out, and it would be too expensive to 
serve them. And they will have to do a satellite. 

Mrs. CHRISTENSEN. Mr. Rosston, did you want to add anything? 
Mr. ROSSTON. No. Just, the satellite option is an important safe-

ty valve, in that it covers pretty much most everywhere and espe-
cially the high-cost areas. That would be a safety valve in this. 

Mrs. CHRISTENSEN. Well, let me ask you, Mr. Rosston. One of 
your main points is that you suggested subsidies should go to con-
sumers, not companies, to increase competition and choice. 

Could you elaborate on that? It sounds very attractive. It sounds 
like it may be a major upheaval, though. Could you elaborate on 
that recommendation? 

Mr. ROSSTON. Sure. It is generally a way of giving consumers 
choice in what they want. If you decide that the best service for 
your house is a wireless service because you work outside a lot of 
the time and need to be accessible, that you would have the chance 
to use the subsidy to provide you service that gets you outside. 

Or if you move around, if you are a plumber that does jobs and 
you need to look up stuff and you don’t need 20 megabits a second 
to watch videos but you need to look up parts for your job, you 
would be able to do that and use the different kinds of services that 
are tailored to what you want to do. 

So I think that this would then give consumers the choice to pick 
the service that best suits their needs. 

Mrs. CHRISTENSEN. Thank you. 
Mr. Davidson, you, in your testimony, said the problem is not 

spending too little but spending it in the wrong places. How would 
you redistribute the funds? And does the bill adequately address 
that change? 

Mr. DAVIDSON. Thank you for the question. 
Yes, I think that is right. I mean, the question is of finding out 

right now where the true needs of consumers are. And I would also 
go back and focus the panel on the needs of the consumer, too, 
which I think has been a great part of this hearing. We have spent 
a lot of time talking about that. 

So the mechanisms that the Boucher-Terry bill use to figure out 
where the services are needed and where they aren’t I think are 
very important. So, the competitive bidding portion. Again, I men-
tioned the numbers formulation before. And—— 

Mrs. CHRISTENSEN. So you think we are adequately addressing 
that issue in the bill? 

Mr. DAVIDSON. I think they are, yes. I think the bill has many 
provisions in it that are trying to prioritize where the scarce re-
sources should be directed. So there are many aspects of the bill 
that are directed towards doing that. 

And there have been some other ideas raised on the panel here, 
as well. Mr. McSlarrow’s idea is interesting, and others as well. So 
I think those should be examined to make sure that we are 
prioritizing the funds. 

Mrs. CHRISTENSEN. Thank you. 
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Thank you, Mr. Chairman. 
Mr. BOUCHER. Thank you very much, Mrs. Christensen. 
The gentleman from Oregon, Mr. Walden, is recognized for 5 

minutes. 
Mr. WALDEN. Thank you very much, Mr. Chairman. 
I want to thank all the witnesses for their testimony today on 

this very important piece of legislation. 
I want to go to Mr. Baum. In Oregon, where certain nationwide 

service providers are shedding their remaining rural lines, can you 
outline for us how the parent trap may impact other carriers’ deci-
sions to step in to provide phone service to the rural constituents 
I have? 

Mr. BAUM. Well, the reality is that the Regional Bell Operating 
Companies have been unable to do an adequate job of deploying 
broadband in their high-cost rural areas. That is because they face 
competition in their urban areas, and their business model just 
simply doesn’t allow them to do that. 

The RLECs, rural companies, in contrast, do receive better sub-
sidies from the Universal Service Fund, which allows them to de-
ploy broadband. So their broadband is out there about 92 percent, 
and, depending on the company, the RBOCs are anywhere from the 
low 70s to the high 80s. 

They just don’t have a business model that works. So the parent 
trap would allow some of the midsized and small companies to 
come into those areas and to refurbish them and get the subsidy 
that they would receive as RLECs to refurbish some of those areas 
and deploy broadband. 

It would be important to have that dealt with in some way be-
cause, really, the failure to deploy broadband in rural high-cost 
areas is largely a Regional Bell Operating Company’s issue and af-
fects about 50 percent of the country. And we simply have to ad-
dress that issue. And that is why it is important that we do some-
thing in that regard about the parent trap. 

It is also important that we focus some of this money, if there 
is some, on the unserved areas in those RBOC areas. And that 
could be done by auction; it could be done by requests for proposal. 
But we need to have infrastructure built out there so that those 
communities can have the same benefits that the communities 
have that are served by the rural local exchange carriers. 

Mr. WALDEN. Let me switch gears, since we are on the 
broadband build-out. And when the stimulus bill was debated be-
fore this committee, there was a significant amount of money put 
forward to engage in broadband build-out. And we had rather ex-
tensive discussions here about the money getting out there before 
the mapping was completed and the debate over underserved 
versus unserved. 

Now I understand they are compressing the second and third 
wave of funding. And I just wonder, from your position at NARUC 
and as a commissioner, what you are seeing in terms of where this 
money is going. Because it seems to me that, with the taxpayer dol-
lars involved or the USF dollars involved, it should go into areas 
that have no service to begin with if we are going to knit this coun-
try together in a broadband world. 
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Mr. BAUM. One of the problems of the current broadband stim-
ulus package is some of the bigger companies have declined to 
apply because of some issues over Net neutrality and they are not 
certain about what those strings mean to the deployment of dollars. 
So half of the country’s areas, they don’t have the major ILEC in 
that area even applying in the high-cost areas. 

Now, there are some other people that are applying, kind of, in 
a little bit of an over-built fashion. Some of them are in other 
areas. You know, we have a—for instance, in Oregon, Bend Cable 
is also applying to roll out broadband in an area that is served by 
Qwest. And they are trying to go outside of town and serve 
unserved areas, but unfortunately when you try to serve any area, 
you are going to serve the populated area as well. And so it is dif-
ficult to truly target an unserved area. 

So there will be some improvements in the broadband stimulus. 
It will deploy some things in some unserved areas. But we still 
have major players out there who aren’t in the game. 

Mr. WALDEN. And, Mr. McSlarrow’s, Kyle’s comment, his sugges-
tion about a different way to look at the whole model. And, Kyle, 
I believe you indicated that it be in an area that is 75 percent 
served? Would then be in a competitive—— 

Mr. MCSLARROW. Yes, we are proposing, essentially, two tests. 
One would be in a rural study area, say, where there is significant 
competition, which we are defining as 75 percent or more of the 
households can receive a competitive unsubsidized service, or a sit-
uation where the State has actually deregulated prices, on the the-
ory that competition is present. 

Mr. WALDEN. So I guess my question would be—and, again, I 
have a district that is 75,000 square miles. So you could have the 
urban area, to the extent we have them, in a very large geographic 
area and probably serve 75 percent of the population. 

My concern is, what happens to that other 25 percent that is out 
in the area? And so, how do you define that circle, if you will, in 
which you score the 75 percent penetration? 

Mr. MCSLARROW. It is a good question, I think. And, actually, 
this goes to one of the proposals in the bill. I think moving to 
wireline centers actually helps. I think the smaller you can make 
a certain area, the less you are going to run into that problem. 

But, remember, under our proposal, you still have the ability, if, 
in fact, there is some other area that isn’t being covered, to make 
a showing that USF high-cost port is still appropriate—— 

Mr. WALDEN. So if you have an area that is 100 percent and 75 
percent is the area that is served and would meet your test, do you 
have that ability, under your proposal, to go after that remaining 
25 percent in that area and be subsidized to reach it? 

Mr. MCSLARROW. Yes. The incumbent can come make a showing 
that there is 25 percent that is not covered by competition and that 
there is still a need for high-cost support. 

Mr. WALDEN. All right. My time has expired, but I appreciate 
your generosity with the time. 

And, again, thank you to the panelists. 
Mr. BOUCHER. Thank you very much, Mr. Walden. 
The gentleman from Michigan, Mr. Stupak, is recognized for 7 

minutes. 
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Mr. STUPAK. Thank you, Mr. Chairman. 
And thank you for our witnesses for being here. 
Mr. Baum, let me ask you this question, if I may. A little dif-

ferent twist here. Do you believe that, as we reform USF, that we 
should consider the telecommunication needs of public safety? And, 
if so, how would you go about doing that? 

Mr. BAUM. Well, you are aware that public safety is one of the 
applications that is eligible under the broadband stimulus. 

Mr. STUPAK. On the stimulus, right. 
Mr. BAUM. Yes. And there is also those 700-megahertz applica-

tions that some of the local jurisdictions are applying for waivers 
to get from the public safety trust. So that is moving ahead on that 
front. So there is, kind of, some things moving ahead. 

But right now, for instance, in Oregon, we have a $440 million 
bonded project to build out a microwave public safety network. And 
those are our local State efforts. So, nationally, there is some fund-
ing available through the Department of Homeland Security, there 
is some stimulus money there. It is, obviously, not going to do the 
trick. 

But we judge our applications for stimulus based on how many 
of these proposals they serve, whether they provide public safety 
application in their proposal, telehealth, distance learning. All of 
those things are part of the application process that we are encour-
aging companies to make under the broadband stimulus, to make 
sure they satisfy those criteria. 

Mr. STUPAK. Right. But what about under USF? Should we use 
law enforcement as one of them? Especially, when we talk about 
interoperability, I mean, rural areas just cannot keep up with the 
high cost of technology. 

Mr. BAUM. In my perfect world, we would focus on those 
unserved areas, and anchor institutions would include law enforce-
ment, schools, libraries, medical facilities. And from there you 
could build it out and spider-web it out to the residences. But you 
need to have that for the public safety network, as well. 

Mr. STUPAK. Correct. OK. 
Mr. Graham, do you want to jump in on that? 
Mr. GRAHAM. Yes, thank you. 
The easiest way to deploy broadband for public service, at least 

within the State of Mississippi, is to make broadband a supported 
service immediately. We are in the process of preplanning some ap-
plications with the Mississippi Highway Patrol which would allow 
officers to have an E-ticket program with a wireless connection. It 
would also allow them to input accident data into their laptop—— 

Mr. STUPAK. Sure, but that is basically for State employees, 
right? How do you get your local police chiefs, the sheriff’s depart-
ments in the same system so it is interoperable so you do have a 
seamless flow of communication? It seems like we are going to have 
a dedication of funds that is somewhere between $20 billion and 
$40 billion, and every time we try to do a trust fund so law enforce-
ment will have the money we never seem to get anywhere. 

Mr. GRAHAM. In one of our metro counties, we have already 
launched this with the sheriff’s department, a similar program. 
They have broadband connectivity from their cars. Applications are 
easy to envision where they will have realtime video late at night 
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on a county road. And you can easily extend that into paramedics 
and emergency responders like that. 

Mr. STUPAK. Sure. The county may have it, but what about the 
municipalities within there? Are they part of that same system? 

Mr. GRAHAM. They are not part of that same system yet. They 
could be part of that system. 

Mr. STUPAK. Could be, would be, want to be. Lack of money, 
right? 

Mr. GRAHAM. As long as the services—as long as the cloud is 
there, the broadband cloud is there, they can access it. 

Mr. STUPAK. Let me ask you this, then, Mr. Graham. Based on 
your testimony, since 2000, USF has provided, like, $26 billion in 
subsidies, landline, and 4,000 for wireless. The FCC capped the 
wireless fund to control costs, but we still have an increased con-
tribution rate somewhere around—it went from about 10 percent to 
14 percent. 

So we have increased the contribution that consumers are pay-
ing, yet we capped the wireless. It seems like we are getting less 
for more. So Joe Barton, when we comes in with his telephone bill, 
he is paying more, but yet we have less than we did 2 years later 
for wireless communication. 

Isn’t that really the way we are going? 
Mr. GRAHAM. We completely agree with that. We are going in the 

wrong direction, capping wireless. Wireless may have seen growth, 
but it is because we have gone from zero funding to the funding 
we receive today. We continue to subsidize 1876 technology at cost 
level. Whatever it costs them to build the network, they get the 
money. 

Mr. STUPAK. OK. The draft bill contemplates capping USF sup-
port for high-cost areas. And, in your testimony, you assert that the 
bill would allow certain high-cost carriers to receive support indefi-
nitely. Do we run the risk of freezing investment, much like what 
has occurred with rural wireless? 

Mr. GRAHAM. We do run that risk and, in some areas, curtail in-
vestment and, in other areas, if the cap continues to run indefi-
nitely—— 

Mr. STUPAK. What would you propose for changes, then, in the 
current legislation? 

Mr. GRAHAM. Well, we would target the support to areas where 
it is absolutely necessary. We think a thorough review by the ex-
pert agency must be undertaken. That has not been done. No one 
has ever sat down and figured out exactly where the support really 
and truly needs to go. 

Mr. STUPAK. OK. 
Mr. Lubin, let me ask you, because, in your testimony, you also 

urge a bit of caution about how we utilize a cap to contain costs. 
Does AT&T believe a cap may run the risk of freezing investment 
in rural areas? 

Mr. LUBIN. Yes, there is that risk. 
Mr. STUPAK. So, same thing, identifying, mapping? 
Mr. LUBIN. For us, the bottom line is, if you have that cap, you 

have potentially constrained how much investment in the high-cost 
areas. And that is a dilemma. That links back into a lot of the dif-
ferent things we have discussed this morning. 
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Mr. STUPAK. OK. 
Mr. McSlarrow, let me ask you this one. I am looking at your 

map here that you submitted. How did you identify these areas, ex-
cess high-cost support funding? And what was the data for your 
economic analysis on this to come up with this map? 

Mr. MCSLARROW. The data that we use is the data that is pro-
duced by the rural study areas within the High-Cost Program 
itself. So what we essentially did was we took all of the rural study 
areas and looked at the support that was going to each of them. 
Then we overlaid that on top of what we knew about where unsub-
sidized competition was. 

Mr. STUPAK. All right. So you get that 75 percent area, then you 
get the uncompensated competition or unregulated—— 

Mr. MCSLARROW. Yes. And I should just point out: In our pro-
posal, we actually made what we believe is the most conservative 
case. We are not even taking into account wireless. We are just 
saying if there is another unsubsidized wireline competitor, that 
that is the case for taking a fresh look. 

Mr. STUPAK. OK. 
Let me ask you this. It is my understanding you are concerned 

with broadband network connections being assessed for contribu-
tion into the USF. How would you propose to ensure that contribu-
tion mechanisms are there long-term? Again, we capped off wire-
less, but yet we have spent—it has received more money. How do 
we do it long-term—— 

Mr. MCSLARROW. In terms of the contribution side? 
Mr. STUPAK. Yes. 
Mr. MCSLARROW. Well, like a lot of folks, we support a numbers 

approach. But that is just a proxy for saying a connection. 
Mr. STUPAK. Correct. 
Mr. MCSLARROW. Our concern about broadband revenues is sim-

ply this. All the other services are highly penetrated. They are at 
the 90-plus level. Broadband, as we have all been talking about, 
still has some adoption challenges. So we are a little leery of put-
ting another assessment or fee on the cost of broadband when we 
are actually over here trying to drive more adoptions. 

But a numbers approach or some kind of connectivity approach 
that is true for everybody across the board, we think that is the 
way to go. And that does broaden the base. 

Mr. STUPAK. But if you use a numbers approach, aren’t you still 
with the rural areas with small population base still never being 
built with broadband? I mean, if you look at your map, heck, my 
district is not even covered, hardly. 

Mr. MCSLARROW. If you take phone numbers—and I think there 
are about 650 million phone numbers in existence. If you had 
something that is something less than a dollar month, right there 
you get over $7 billion for the entire Universal Service Fund. 

Mr. STUPAK. Thank you. 
Thank you, Mr. Chairman. 
Mr. BOUCHER. Thank you very much, Mr. Stupak. 
The gentleman from Indiana, Mr. Buyer, is recognized for 5 min-

utes. 
Mr. BUYER. Thank you. 
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Mr. McSlarrow, I wanted to give you an opportunity to clarify. 
When you were answering questions of Mr. Barton relative to the 
expansion, I got this sense—did you really mean that we should be 
taxing broadband by implication here? I just want you to clarify 
what you meant by, yes, more people should be paying in. 

Mr. MCSLARROW. Well, I may have misunderstood his question, 
because, as I just said to Mr. Stupak, we are against taxing 
broadband. I thought what he asked was whether or not we were 
for broadening the base. And we are, through a numbers assess-
ment. 

Mr. BUYER. OK. All right. 
Mr. MCSLARROW. So thank you, if I misunderstood that. 
Mr. BUYER. All right. Thank you. 
Mr. Davidson, the cap on the High-Cost Fund in the Boucher- 

Terry bill, due to exceptions, is being referred to as a soft cap. If 
we don’t put a firm cap on the High-Cost Fund, what would be the 
impact on consumers? 

Mr. DAVIDSON. Well, as I said in my testimony, you know, with 
the contribution factor going to be reaching 14 percent next year 
and no end in sight unless we fix the system, I think everyone 
agrees that there needs to be some kind of cap on the process here 
or it will simply become unsustainable. 

So what does ‘‘unsustainable’’ mean? Unsustainable means that 
people like Mr. Barton and other folks who are looking at the bot-
tom of their telephone bill are going to say, ‘‘I am not going to pay 
25 percent of my bill to subsidize this system anymore.’’ So it has 
to be fixed. 

I think what Representatives Boucher and Terry have done have 
introduced a cap concept. And, as you hear throughout this panel, 
there are a lot of different positions on how exactly to do that. I 
would just urge this committee and all of those that are going to 
be participating in the legislative process to preserve the discipline, 
as much discipline as possible, in keeping that cap as concrete as 
it can be, as it moves through the process. Because that is what 
is going to keep the system sustainable going into the future. 

So I think there has been an honest attempt to create a cap. And 
talking with the various parties, they have reached the cap they 
have. I just urge everyone to keep it as tight as possible. 

Mr. BUYER. In response to Mrs. Blackburn, Mr. Davidson, you 
said you are an advocate for universal service fees to be based on 
a numbers-based system versus revenue. That is correct? 

Mr. DAVIDSON. Yes. 
Mr. BUYER. All right. I would like to get a sense, and go right 

down the line, of whom would advocate a numbers-based system 
versus a revenue-based system? 

So, Mr. Greer. 
Mr. GREER. We would advocate a revenues-based system. 
Mr. BUYER. Revenue-based. 
Mr. RHODA. Connections-based. 
Mr. BUYER. Connections-based? 
Mr. RHODA. Connections, numbers, yes. 
Mr. BUYER. Numbers. All right. 
Mr. LUBIN. Telephone numbers. 
Ms. MOYER. Connections. 
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Mr. BAUM. NARUC doesn’t have a position, but I would support 
numbers and connections. 

Mr. BUYER. Great. 
Mr. MCSLARROW. Telephone numbers. 
Mr. GRAHAM. RCA doesn’t have a position on that yet, but some 

hybrid numbers-and-contributions-based. 
Dr. RHEUBAN. ATA doesn’t have a position on that. 
Mr. BUYER. OK. 
Mr. ROSSTON. I haven’t studied it much, but it seems to me that 

numbers or connections would be a better way than revenues. 
Mr. BUYER. And if we go to numbers, it is better with predict-

ability, would you not agree? 
Mr. Rosston, since the goal of the High-Cost Fund is to make 

service more affordable for consumers in high-cost areas, shouldn’t 
the focus be on consumers and not necessarily the carriers? Mean-
ing, shouldn’t the subsidy follow the consumer so that, if the car-
rier loses a subscriber, they also lose the subsidy? 

Mr. ROSSTON. Absolutely. 
Mr. BUYER. Very good. 
I yield back. 
Mr. BOUCHER. Thank you very much. We appreciate those ques-

tions. 
The gentleman from Vermont, Mr. Welch. 
Mr. WELCH. Thank you very much, Mr. Chairman. I appreciate 

your work here. 
I want to ask Commissioner Baum, if I could, the discussion 

draft allows eligible providers basically to avoid the requirement of 
offering broadband service where it is deemed too costly for them 
to do that. And I gather that is about three times the national av-
erage. 

Do you see this as a clause, almost an escape clause, that could 
let providers that still receive support not make significant expan-
sions where they are needed? 

Mr. BAUM. I am not sure about the impact of that 2.75 ratio. 
First of all, before I say that, I want to thank you for speaking 

at NARUC yesterday. We appreciate you coming out. 
Now, back to your question—— 
Mr. WELCH. Thank you. 
Mr. BAUM. At some point, we have to have some way by which 

we are going to determine how far we are going to penetrate into 
those high-cost rural areas, particularly the unserved portions. And 
I am not sure if the 2.75 ratio is accurate. We may be able to go 
further than that. 

But, at some point, we are probably not going to be able to afford 
to provide high-speed broadband to every person or residence in 
America regardless of where they are located. 

Mr. WELCH. But I am, kind of, wondering if we have it struc-
tured right. Because, obviously, there may be a point where the 
cost is beyond what is affordable. But, on the other hand, there are 
a lot of rural areas where we need that service, Vermont among 
them. 

And the specific question I have is whether you are going to 
have, under the draft language, some possibility of companies on 
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the one hand receiving support but on the other hand actually not 
doing build-out in some of these areas. 

Mr. BAUM. I just can’t tell you based on—I wasn’t briefed on how 
that actually worked or was I part of that process. But there has 
to be some way by which we can figure out how far we are going 
to go, and the percentage should be in the high 90s. And I am just 
not sure, between 95 and 100 percent, how far we can go on an af-
fordability basis. 

Mr. WELCH. OK. Thank you. 
Mr. Rosston, how about you? I know you have studied the eco-

nomics of this pretty extensively. 
Mr. ROSSTON. So, my view is, if you went to a system of vouchers 

to consumers, you would not have to worry about this because they 
would be cost-based and you would get them able to pay in other 
areas. I think it is important to also consider the satellite alter-
natives in very, very high-cost areas. 

Mr. WELCH. Right. And what is the cost of a satellite connection? 
Mr. ROSSTON. My impression, I haven’t subscribed, but I thought 

it was between $70 and $90 a month for broadband access. 
Mr. WELCH. In contrast, if there was a buildout, what would be 

the average costs there? 
Mr. ROSSTON. If you think that people sort of pay in the $40 to 

$50 in urban areas, and you are talking three times for this bill, 
that would be getting it well more than this $70 to $90 for a retail 
subscription to satellite. 

Mr. WELLER. Thank you. Mr. McSlarrow, your view on this? I am 
interested in obviously a rural buildout, representing a rural State. 
And the point has been made by you as well by folks on this table 
that that buildout is really a lifeline for the economic activity of 
those rural residents and they are there for a variety of reasons. 

I don’t think it is quite an individual choice to be a hermit. I 
come from a town of 1,800 people. That is my base. We like 
broadband. 

Go ahead, Mr. McSlarrow. 
Mr. MCSLARROW. I think our view is that there clearly are areas 

that deserve high cost targeted support, and it is about taking 
scarce dollars and putting them where they are needed. I will say 
at least in our own industry’s experience, whether it is broadband 
or phone, we don’t actually differentiate in terms of the pricing in 
an urban area to a rural area. 

Mr. WELLER. You do not. Right. And you support maintaining 
that nondiscrimination in pricing. 

Mr. MCSLARROW. We tend to just roll out across our entire na-
tional footprint. 

Mr. WELLER. Thank you. 
Mr. DAVIDSON. Congressman, could I expand on that for a 

minute? I think one of the things to recognize as well is the ex-
pense in the areas you represent aren’t necessarily last mile ex-
penses as well. We have a proposal that deals with the so-called 
middle mile, which is terms of the amount of transport that 
broadband needs to go over long areas to get to remote areas and 
then serve those remote areas. So I would be happy to explain and 
come talk to you a little more about what our proposal is. 
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But basically we think if you provide some support to build those 
middle mile facilities and then that subsidy goes to the end 
broadband provider, it doesn’t go to the middle mile facility, but it 
makes it possible for that middle mile provider to build the trans-
port, that is enough of an incentive perhaps to tip the balances in 
terms of bringing broadband to more remote areas. So we would 
encourage you to look at that proposal as well. 

Mr. WELLER. I look forward to seeing that. While you are here, 
Verizon, I know it has left or you are in the process of leaving 17 
rural States with your wire land network. Vermont, of course, is 
one where you did recently leave. And what I understand is you 
are also going to discontinue providing what is relatively high cost 
support for the wireless network. 

I am wondering whether Verizon is willing to commit to serve 
every customer and be the carrier of last resort throughout all of 
your rural areas without any universal service support? 

Mr. DAVIDSON. Well, first of all, I wanted to respond to this ques-
tion earlier that came up as well. Commissioner Baum had men-
tioned the development of this new rural LEC company. We have 
Windstream here, we have Century Link, we have others that do 
an excellent job with the business model in terms of serving rural 
areas. So issues like the parent trap and others are very important 
and kind of get to your question as well. 

In terms of the Verizon territories, we currently participate in 
the universal service program in certain areas. We are by far a 
payor into the system by a large amount and we take a small 
amount out. And that amount is decreasing over time due to merg-
er conditions and other reasons, so we actually participate on the 
payee side to a very small percent right now. But, again, we sup-
port the bill and we support moving through the process in terms 
of serving our existing customers. 

Mr. WELCH. Let me stop you there. Thank you for that. I only 
have a few seconds left. 

Mr. Lubin, in reviewing the draft legislation, what would you see 
as the three most important components of it? 

Mr. LUBIN. The three most important components of this; con-
tribution reform, fixing it; intercarrier comp, fixing it; and recog-
nizing USF for broadband. The 21st century is all about 
broadband. POTS is going away. You have to figure out how to get 
broadband. I am sympathetic to your point of how do you get it into 
the rural area. 

Mr. WELCH. Does Mr. Lubin spell for the rest of you? Commis-
sioner Baum. 

Mr. BAUM. Just one question. I have now figured out your first 
question, I am sorry. But, yes, there would be a great—that three 
factor that they have in there would effectively take communities 
in some areas of Oregon that are under like 500 population and 
under who are remote, wouldn’t be serviced by this broadband ef-
fort. 

Mr. WELCH. Thank you. 
I think Mr. Graham wants to speak, but I know my time is up, 

Mr. Chairman, so I yield back. 
Mr. BOUCHER. Mr. Graham, go ahead. 

VerDate Mar 15 2010 14:16 Sep 19, 2012 Jkt 074852 PO 00000 Frm 00188 Fmt 6633 Sfmt 6633 E:\HR\OC\74852.XXX 74852pm
an

gr
um

 o
n 

D
S

K
3V

P
T

V
N

1P
R

O
D

 w
ith

 H
E

A
R

IN
G



183 

Mr. GRAHAM. Very briefly. One other piece of discussion draft 
would be true competitive neutrality. When wireless goes into an 
area, we don’t get support until we get a customer. When we lose 
a customer, we lose that support. It seems incredibly reasonable for 
us for everyone to get support when they get customers, and lose 
support when they lose customers. 

Mr. BOUCHER. Thank you very much, Mr. Welch. And the com-
mittee’s thanks to all of our witnesses today. We have had a thor-
ough ranging and informative conversation about universal service. 
I appreciate the broad consensus of support for the discussion draft 
that has been expressed by the witnesses here today and the many 
recommendations that we have received for possible additional 
changes that we could make which would expand that consensus 
even further. We intend to focus on those recommendations and 
have subsequent conversations with many of you as we do so over 
the coming weeks. 

Our goal will be to fashion a reform that with broad bipartisan 
support, we can pass through this committee and the House and 
have enacted into law during the course of this Congress. Each of 
you here has contributed to that process here today. We thank you 
for it. 

This hearing stands adjourned. 
[Whereupon, at 1:41 p.m., the subcommittee was adjourned.] 
[Material submitted for inclusion in the record follows:] 
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