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31 Mr. {Walden.} 1 call to order the Subcommittee on

32 Communications and Technology, and welcome our witnesses here
33 today. We appreciate the work that you have put into your
34 testimony and the thoughtfulness behind i1t, and we look

35 forward to hearing from you.

36 When the government spends other people’s money, 1t has
37 an ongoing obligation to ask a fundamental question: has it
38 spent that money wisely? After all, the people whose money
39 1t is spending might have preferred to do something different
40 with 1t, especially In these tight economic times. And if

41 the answer to the fundamental question of whether the money

42 is being well spent is " no, then the government must ask a
43 second question: how should it fix the situation?

44 Last year, the FCC spent $2.2 billion of other people’s
45 money on the Lifeline program. Specifically, it spent $2.2
46  billion of your money, my money, virtually every American’s
47 money, since the Lifeline program and the entire Universal

48 Service Fund is paid for through a charge on phone bills.

49 Carriers provide discounted service and collect the

50 difference from the program. Some give away phones to gain
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51 the subscribers and the recurring revenue. But at the end of
52 the day, it is still the same taxpaying people who bear the
53 cost, since 96 percent of the country has phone service and
54 see a fee on their bill.

55 The fund has increased 266 percent since 2008 and grown
56 almost six-fold since 1998, all while the cost of phone

57 service has actually gone down. Despite the limit of one

58 subsidized subscriber per household, published reports

59 suggest some subscribers have eight or more phones with

60 subsidized service, with one woman saying that to get one

61 "~ "she just goes across the street and gets it."" One man has
62 claimed to have a bag full of 20 phones on the program that
63 he sells "~ ~for about 10, 15, 20 bucks®"" each. Our hearing

64 today is to determine what can be done to curb these kinds of
65 potential abuses.

66 And it i1s not clear the money is even really helping

67 low-income families. According to some reports, as many as
68 41 percent of those receiving Lifeline support either could
69 not demonstrate eligibility for the subsidy or refused to

70 respond to requests for certification. Moreover, 92 percent

71  of low-income households have phone service but only about 58
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72 percent of those households participate In the program, so

73 many low-income homes apparently obtain phone service without
74  the subsidy. And despite spending $7 billion on the program
75 over the last 5 years, the phone penetration rate among low-
76  1ncome households has only grown 2 percent, with only some of
77 that growth likely attributable to the Lifeline program since
78 at least 1/3 of low-income phone households don’t use the

79 subsidy.

80 There may be a number of ways to interpret these data

81 and other data, but it certainly does not paint a picture of
82 success. So as far as that first fundamental question goes,
83 there is near unanimity among the FCC, both parties of

84 Congress, and almost anyone familiar with the program that

85 the Lifeline fund has been fraught with waste, fraud, and

86 abuse and that the money has not been spent as wisely as it
87 should have been.

88 Now there is more than enough blame to go around. The
89 path we have found ourselves on was paved by many people,

90 presumably with the best iIntentions. But it does not change
91 the fact that we are spending large sums of money and

92 probably squandering much of it. Which brings us to the
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93 second question, which 1s how to fix the situation.
94 Now, Senators McCaskill and Coburn say eliminate the
95 program. Indeed, as recently as last month Senator McCaskill

~

96 concluded, and I quote, that "~ "there is just no reason this

97 program should continue, given i1ts history of extensive waste

98 and abuse. Senator Pryor and Congressman Griffin say

99 exclude wireless providers from the program. Congresswoman
100 Matsui, Ranking Members Waxman and Eshoo, and a number of

101 their colleagues say expand it to broadband. Whatever we do,
102 staying on the present course seems out of the question.

103 To the FCC’s credit, the agency has embarked on a number
104 of reforms since 2011. For example, to ensure only eligible
105 households participate and to combat duplicative subsidies to
106 a single household or even a single user, the FCC is moving
107 forward with beefed up certification processes and creation
108 of eligibility and duplication databases. It has also

109 imposed independent audit requirements on carriers receiving
110 more than $5 million a year in Lifeline funding. The FCC

111 says its efforts will save $2 billion over the next 3 years,

112 but are the steps the Commission is taking enough? With only

113 a 58 percent penetration rate, the fund may still continue to
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114 grow, especially if 1t i1s expanded to cover broadband.

115 Should the program be eliminated? |If not, should a

116  freeze be put in place until reforms are complete? Should
117 the program be placed under a cap or budget? 1 note that the
118 2012 FCC reform order suggested the agency would establish a
119 budget by early 2013, but disappointingly I see no mention of
120 such a budget iIn today’s FCC testimony. Should subscriber
121 co-payments be required? Should the program be moved to a
122  voucher system so the subsidy goes directly to the user

123  rather than through a carrier? Should the FCC consider the
124 waivers allowing participation by non-facilities based

125 carriers? These are among a host of questions that many iIn
126  industry, iIn the press, in Congress and in the public are

127 asking and they are among the many issues that we hope to

128 examine with today’s hearing.

129 So 1 thank the witnesses for being here. Your testimony
130 and expertise are welcome and we look forward to your ideas
131 about this program gone awry.

132 [The prepared statement of Mr. Walden follows:]



This is a preliminary, unedited transcript. The statements within may be
inaccurate, incomplete, or misattributed to the speaker. A link to the final,
official transcript will be posted on the Committee’s website as soon as it is
available.

134 Mr. {Walden.} With that, 1 yield back the balance of my
135 time and recognize the gentlelady from California, Ms. Eshoo.
136 Ms. {Eshoo.} Thank you, Mr. Chairman, for agreeing with
137 our request, the Democrat’s request, to hold this morning’s
138 hearing on the Universal Service Fund”’s low Income program
139 known as Lifeline.

140 Started nearly 30 years ago under the Reagan

141 Administration, the Lifeline program advances an important
142 public policy goal of ensuring affordable monthly telephone
143 service for tens of millions of low income Americans. The
144  program, as you know, was expanded to include wireless

145 service during the Bush Administration, and on our side, we
146 have consistently not only pursued the efficacy of the

147 program, but worked to weed out any problems with it, so we
148 appreciate the fact that you would have this hearing this

149 morning to examine it.

150 Now while most of us take basic phone service for

151 granted, for many Americans, including seniors, veterans, and
152 the disabled who are unable to work or are temporarily

153 unemployed, Lifeline support can be the only means for
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154 regularly staying in touch with a doctor, applying for a job,
155 or contacting 911 during an emergency. Oversight hearings
156 will ensure the Lifeline program is achieving its intended
157 goals and doing so without waste, fraud or abuse.

158 Thanks to the reform measures implemented under FCC

159 Charrman Genachowski, the Commission expects to save more

160 than $2 billion through 2014. These savings have come

161 through commonsense reform such as scrubbing subscriber roles
162 of duplicates, requiring proof of eligibility, and de-

163 enrolling subscribers who are not actually using service. As
164 we look toward the future, the FCC and states must continue
165 to take corrective action as soon as problems are identified.
166 The timely implementation of a national database to ensure
167 program eligibility and prevent duplication must be a top

168 priority. 1 commend Congresswoman Matsui for her steadfast
169 commitment to a 21st century Lifeline program.

170 In order to compete iIn today’s economy, every American
171 needs high speed access to the Internet, whether to apply for
172  jobs or receive healthcare or education. We know this. This
173 is a given fact. The Broadband Affordability Act introduced

174 earlier this week creates a permanent program for Lifeline
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175 support for broadband, while directing the FCC to ensure

176 accountability for carriers participating In the program.

177 So 1 want to thank each of our witnesses for the

178 important testimony that you will offer today, the important
179 answers to the important questions that are going to be asked
180 of you, and for your steadfast commitment to strengthen the
181 Lifeline program.

182 I now yield the balance of my time to Congresswoman

183 Matsui of California.

184 [The prepared statement of Ms. Eshoo follows:]

10
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186 Ms. {Matsui.} Thank you, Ranking Member Eshoo, for

187 yielding me time, and I would also like to welcome our

188 witnesses here today.

189 It is my hope that this hearing focuses on the facts
190 about the Lifeline program, and not the fiction. Up until
191 recently, Lifeline has enjoyed bipartisan support. Lifeline
192 was created by President Reagan and expanded for wireless
193 service by President Bush. Lifeline provides a benefit to
194 many of America’s disabled veterans, seniors, tribal areas,
195 and families iIn Head Start and a school lunch program.

196 In my district of Sacramento, nearly 30,000 of my

197 constituents participate in Lifeline, 17,000 of whom are

198 seniors on fixed income. The Lifeline program must be

199 reformed and modernized in a responsible manner, and It must
200 account for the Internet and innovation economy. Nearly 100
201 million Americans still have not adopted broadband, which 1is
202 only more concerning given more than 80 percent of available
203 jobs in this country now require online applications. To
204 help address the digital divide, along with Ranking Members

205 Waxman and Eshoo, 1 introduced a Broadband Adoption Act to

11
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206 allow eligible Americans iIn rural and urban areas to use

207 Lifeline for broadband services. The bill also requires the
208 FCC to implement a national eligibility database to ensure
209 one Lifeline per eligible household. This will prevent the
210 growth of a Lifeline fund in a responsible manner, while

211 ensuring Lifeline is eligible for the millions of Americans
212 who need 1t. We need to reform and modernize Lifeline, not
213 eliminate it.

214 I yield back the balance of my time.

215 [The prepared statement of Ms. Matsui follows:]

12
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217 Mr. {Walden.} Gentlelady yields back the balance of her
218 time.
219 We now recognize the vice chair of the full committee,

220 the gentlelady from Tennessee, Ms. Blackburn.

221 Mrs. {Blackburn.} Thank you, Mr. Chairman, and 1 want
222 to welcome all of our witnesses. We are pleased that you are
223 here, because this is a program that we are hearing quite a
224  bit about, the Lifeline program.

225 You know, it was started with good intentions, and bear
226 in mind, now it is a $2.2 billion expense. When it started
227 in 1984, it was a $380 million program. So this is the kind
228 of explosive growth that this program has seen, and i1t is why
229 so many of our constituents are questioning the program and
230 are questioning the use of Obama phones, as they are commonly
231 called. And I think that what it has come to be is more or
232 less a symbol of the mismanagement, not only within this

233 program, but with the entire USF and the FCC’s budget.

234 So there are plenty of questions that are springing up
235 around this. What you are going go hear us focus us on 1is

236 accountability. You know, this is an Administration that

13
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237 said we want to be transparent. We want to be accountable.
238 We want to be the best at that. And we are repeatedly shown
239 mismanagement and lack of transparency, and a shuttling, if
240 you will, of accountabilities, and so we do look forward to
241 reviewing this. Should i1t be reauthorized? Should i1t be

242 wound down? Should it be eliminated? How do we hold 1t

243 accountable? What reforms should go into place if 1t is

244 allowed to stay? |1 think if it were up for sunset today,

245 that many in this Congress would view and vote to take it

246 down because of the mismanagement that is there.

247 I think that also the qualifications for individuals

248 that are enrolled in the program, making certain that there
249 1s vetting and verification done for the individuals that are
250 enrolled in that program.

251 Also questions that you get are the ones that are

252 receiving the phones, are they obligated to use those phones
253 on the networks, the carriers from whom they have received
254  the phone, or can they unlock their subsidized phone and go
255 onto their own private networks? 1 even had one constituent,
256 after it came out that the bombing--the terrorist that

257 committed the bombings in Boston were receiving welfare

14
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258 Dbenefits, were they in this program? 1 think those are the
259 kinds of gquestions that our constituents are asking, and we
260 turn to you to be able to get those answers and to look for
261 the way to reform and to hold this program accountable.

262 I thank you so much for your time, and Mr. Chairman, 1
263 yield back.

264 [The prepared statement of Mrs. Blackburn follows:]

15
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266 Mr. {Walden.} The gentlelady yields back.

267 I now recognize the vice chair of the subcommittee, Mr.
268 Latta, for the remaining time.

269 Mr. {Latta.} 1 thank the chairman for yielding the

270 time, and 1 also appreciate you holding this hearing today,
271 and 1 thank our distinguished panel of witnesses for

272 testifying today.

273 Unfortunately, waste, fraud, and abuse are words too
274 often associated with government programs. While the

275 Universal Service Fund Lifeline program serves as an

276 1mportant purpose iIn connecting low iIncome Americans, the
277 tripling of the program from 2009 to 2012, and all the too
278 frequent stories of abuse of the program are cause for the
279 concern. | do commend the FCC for the reforms adopted in
280 2012; however, 1 have concerns that the program is still on
281 an unsustainable path.

282 I look forward to hearing more about the implementation
283 of the Commission’s reforms, and i1f additional actions need
284 to be taken. Since all Americans invest in the program

285 through a surcharge on their phone bill or through

16
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286 participation In Lifeline, our discussion here today is
287 significant, not just for this subcommittee, but for all
288 Americans across the country.

289 I thank the chairman, and 1 yield back.

290 [The prepared statement of Mr. Latta follows:]

17
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292 Mr. {Walden.} Gentleman yields back.

293 Anyone else on the Republican side want the remaining 56
294 seconds? If not, all time is yielded back on our side.

295 We will turn now to the ranking member of the full

296 committee, Mr. Waxman, for 5 minutes.

297 Mr. {Waxman.} Thank you, Mr. Chairman.

298 Last month, 1 joined with my colleagues Representatives
299 Eshoo and DeGette to call for a hearing on Lifeline. We

300 asked for a hearing because we believe bipartisan oversight
301 can strengthen this important program, and 1 thank Chairman
302 Walden for agreeing to hold this hearing.

303 We have a national commitment to ensure every American
304 has access to the communications services they need to fully
305 participate in our economy and democracy. The $8 billion
306 spent annually by the FCC”s Universal Service Fund is

307 supposed to advance that goal, but because USF i1s ultimately
308 paid for by consumers, we must demand accountability to

309 ensure the funds are spent responsibly.

310 Since i1ts beginning during the Reagan Administration,

311 Lifeline has helped millions of Americans living In poverty

18
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312 get home phone service. Without this assistance, these

313 families would not be able to call for help in emergencies or
314 participate In our economy. In advance of today’s hearing,
315 we heard from victims of domestic violence, homeless

316 veterans, and families caring for children with disabilities
317 that this relatively small subsidy has a big impact iIn

318 keeping them connected.

319 Regrettably, some have made up myths about the program
320 to score political points. Here are the facts. President
321 Obama did not create Lifeline. The government does not give
322 away free cell phones or i1Pads. Nowhere in America, except
323 1n Tennessee, do they call 1t an Obama phone. Eliminating
324 the Lifeline program or disqualifying wireless services would
325 not reduce our Nation’s budget deficit by a single penny.

326 Under Chairman Genachowski, the FCC has improved

327 efficiency and curbed incentives for waste, fraud, and abuse
328 across all four USF programs. For Lifeline, the FCC has

329 instituted tough measures that require consumers to

330 demonstrate that they are eligible for benefits before they
331 can sign up. As a result of these reforms, the size of the

332 Lifeline program is declining. That progress must continue,

19
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333 and the Commission should remain open to additional proposals
334 that could enhance accountability.

335 We should also continue to modernize the program to meet
336 the 21st century communications needs of low Income

337 Americans. That is why I am proud to be an original

338 cosponsor of the Broadband Adoption Act introduced by

339 Representative Matsui. The bill would allow eligible low

340 income households to apply the Lifeline support towards

341 broadband services. It also directs the FCC to prevent

342 waste, fraud, and abuse and does not add a single new

343 household to the program.

344 But our oversight shouldn”t just stop with Lifeline.

345 Since 1998, the high cost fund has distributed over $51

346 billion to rural telecom carriers, nearly four times as much
347 as the low income program. |1 believe strongly that Americans
348 in rural areas of our Nation need access to communication

349 services just as much as my constituents in LA, but there are
350 certainly equal, if not greater, iIncentives for waste, fraud,
351 and abuse in the high cost fund. Under Lifeline, the phone
352 companies get $9.25 per month of Lifeline support per

353 household, but until recently, the high cost fund paid some

20
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354 carriers thousands of dollars per month per household.

355 Although the FCC has taken positive steps to reduce these

356 enormous high cost fund subsidies, many phone companies still
357 receive hundreds of dollars per month per household, and

358 unlike the Lifeline program, one high cost household can have
359 multiple subsidized lines. A low income family of five In
360 Los Angeles i1s allowed one Lifeline phone to share as an

361 economic unit. In contrast, a high cost household in

362 Arkansas is eligible to have multiple subsidized lines going
363 to one address. The low income family is eligible for a

364 discount of $9 per month, while the household in Arkansas is
365 eligible for subsidies up to $250 per line, with no limit on
366 the number of subsidized lines. And the Arkansas subsidy 1is
367 available regardless of household wealth.

368 Now 1 am not opposed to oversight of the Lifeline

369 program. In fact, I was one of the members who requested

370 this hearing. But I am opposed to those who want to turn

371 this Into a partisan issue or to pick on subsidies to low

372 1ncome families while i1gnoring the even larger subsidies

373 their constituents receive.

374 Thank you, Mr. Chairman. |1 look forward to hearing from

21
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375 our witnhesses.

376 [The prepared statement of Mr. Waxman follows:]

22
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378 Mr. {Walden.} Gentleman’s time is expired.

379 We will now go to--hear from our witnesses, and first up
380 is Julie Veach, who is the Chief of the Wireline Competition

381 Bureau, Federal Communications Commission. Ms. Veach, we are
382 delighted to have you here. Please pull that microphone

383 pretty close to you, uncomfortably close, turn the button on,

384 and you are set to go.

23
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NSTATEMENT OF JULIE VEACH
395
396 } Ms. {Veach.} Good morning, Chairman Walden, Ranking
397 Member Eshoo, and members of the subcommittee, and thank you
398 for the opportunity to address the FCC’s reforms to the
399 Lifeline program.
400 For more than 25 years, the Lifeline program has helped
401 ensure that the neediest among us have access to basic

402 telephone service, a gateway to finding a job, accessing

24
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403 healthcare, connecting with family, and calling for help iIn
404 an emergency. The program was originally designed for old-
405 fashioned wire line phone service. In the 2000s, as

406 consumers increasingly adopted wireless services, the program
407 adapted to support wireless service for low income families,
408 but adequate protections were not put in place and the

409 Lifeline program became a target for waste and abuse.

410 Seeing the facts, in 2009 the Commission started

411 overhauling the program to root out waste, fraud, and abuse,
412 and to modernize it to meet the communications needs of low
413 1ncome Americans. Building on recommendations from the Joint
414 Board on Universal Service, in 2011 the FCC initiated

415 comprehensive Lifeline reforms. The reforms are expected to
416 produce $2 billion in savings through the end of 2014. In
417 addition, for the first time, the Commission adopted clear
418 goals for the program: ensuring the availability of voice and
419 broadband services for low income Americans, and minimizing
420 the burden on consumers and businesses who pay for it.

421 Let me walk you through the major reforms. First, the
422 Commission took steps to ensure that only one eligible

423 consumer per household participates in the program. Our

25
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424 rules now require that low income consumers prove eligibility
425 at the time of enrollment. We are working closely with

426 states and other federal agencies to automate this process.
427 The FCC also put in place an annual recertification

428 requirement to ensure that only eligible subscribers remain
429 In the program. This reform alone is projected to save $400
430 million In 2013. We have also been working since 2010 to

431 eliminate duplicative Lifeline support. Through targeted

432 data reviews, we have eliminated 1.5 million duplicate

433 subscriptions, saving $180 million a year. In addition, the
434 National Lifeline Accountability Database, which will be

435 operational by the end of the year, will permanently detect
436 and prevent duplicative support.

437 The FCC took several other steps. We eliminated linkup
438 support to providers offering service on nontribal lands,

439 support originally intended to defray the cost of dispatching
440 a technician. This reform resulted in savings of over $93
441 million last year. The FCC also adopted new oversight and
442 auditing requirements, and we are actively enforcing our

443 rules. Recently, the FCC’s endorsement bureau pursued cases

444  against two providers that resulted in an enforcement action

26
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445 over $1 million, and issued nearly 200 warnings to

446 individuals notifying them that they violated the program
447  rules.

448 Finally, using savings from the reforms, we launched a
449 broadband pilot that will provide critical data as the

450 Commission considers how best to ensure that low Income

451 Americans have access to broadband, which i1s becoming

452 essential to access jobs, education, and economic

453 opportunity.

454 Before closing, | would like to emphasize the critical
455 role of our state partners. Under the Communications Act,
456 states designate the providers to participate in the Lifeline
457 program, including In most cases wireless providers. 1In

458 addition, states can operate as laboratories for reform by
459 adopting rules and safeguards that go beyond the FCC’s

460 Dbaseline, and by using their own systems to detect and

461 eliminate duplicative support.

462 In closing, | wish to emphasize that access to phone
463 service iIncreases access to jobs, medical care, and social
464 services, things that can lift consumers out of poverty. We

465 look forward to continuing to work with you, our state

27



This is a preliminary, unedited transcript. The statements within may be
inaccurate, incomplete, or misattributed to the speaker. A link to the final,
official transcript will be posted on the Committee’s website as soon as it is
available.

466 partners, other federal agencies, iIndustry, consumer groups,
467 and the low iIncome community to ensure that our program 1is
468 disciplined and effective. Thank you.

469 [The prepared statement of Ms. Veach follows:]
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471 Mr. {Wwalden.} Thank you, Ms. Veach. We appreciate your
472 testimony and the work at the FCC.

473 We will now go to Mr. Phillip Jones, Chairman of the

474 Board and President of the National Association of Regulatory
475 Utility Commissioners. We appreciate not only your

476 testimony, but the response to our letter as well where we
477 had sought your input and that of your members across the

478 country, so Mr. Jones, | thank you and please go ahead.
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I
479  NSTATEMENT OF PHILLIP B. JONES

480 } Mr. {Jones.} Thank you, Chairman Walden. Good morning,
481 members of the committee, Ranking Member Eshoo. 1 am pleased
482 to testify today on the federal Lifeline program.

483 I am a Commissioner of the Washington State Utilities
484 and Transportation Commission, and also as the chairman

485 noted, President of NARUC. We are a group that represents
486 public utility commissions around the country, 50, plus the
487 District of Columbia, plus certain territories. Over 200

488 commissioners and 8,000 staff are regulating, hopefully with
489 humility, In the public interest, and we take this

490 responsibility, as Ms. Veach said, seriously. This is a

491 valuable program. It has been operated under a federalist
492 construct for 3 decades. It is bipartisan, but we recognize
493 the need for more accountability today. And as we said iIn
494 our letter to you last Friday, Chairman Walden, we tried to
495 answer your questions on accountability, and we did a survey.
496 We got 30 responses.

497 Just let me say a few things about background on this.
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498 When this program was created in 1985 after the breakup of
499 AT&T, the program applied only to landline service and the
500 opportunity for abuse was limited under the old AT&T system.
501 There was little competition in the marketplace. Wireless
502 was not available. Cable VolP was not available. But in

503 2005, the FCC broadened the program by making discounts

504 available, as Ms. Veach noted, to non-facilities based

505 carriers. These are resellers of equipment and networks

506 offered by the wireline folks. These new entrants, led by a
507 company called TracFone, developed business plans, for profit
508 business plans, providing not only low income consumers with
509 free cell phones and free minutes, but generating healthy

510 profits. Nothing wrong with that. It was just new. Such
511 plans were not possible or even heard of in 1985 or 1996.

512 What happened? Explosive growth. Explosive growth in the
513 low income fund.

514 In November of 2009, NARUC called for improved

515 verification practices to overhaul a system grounded in self-
516 certification. This program is grounded in self-

517 certification. Yes, under the penalty of perjury, but it is

518 basically self-certification. Many NARUC members had issues
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519 with that, Mr. Chairman, right from the start, me included,
520 but the FCC chose not to deal with it then and we have kind
521 of the problem that we have today.

522 As the FCC, however, continues to work on databases to
523 eliminate duplicate support and verify eligibility, some

524 states moved ahead. Ranking Member Eshoo and Congresswoman
525 Matsui, your State of California has been a leader In this
526 regard. 2006 they started a new program on verification.
527 You may disagree because 500,000 people were de-enrolled, but
528 they really stepped up to the plate even before the FCC

529 acted.

530 So there are five states now that have opted out of the
531 FCC’s program. Vermont is included, Representative Welch,
532 and California has opted out of this new order last year.
533 And at least 11 states social service databases are being
534 used to confirm consumer eligibility at the front end,

535 including my State of Washington. More states are

536 considering establishing such databases, but the cost can be
537 prohibitive and the expectation of federal databases may

538 cause some states to avoid the cost of creating their own.

539 I was pleased when the FCC took action on Lifeline in
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540 2010, and let me commend the FCC for referring this to the
541 Joint Board. The Joint Board process with the states was set
542 up to deal with difficult technical issues like this. 1 note
543 at the time Ray Baum served as the Commissioner. He was very
544 active on the Joint Board, and I think Ray would agree with
545 me that the Joint Board process for Lifeline worked well.

546 Referred to the Joint Board, came back with a recommended

547 decision within 6 months, record time, and then the FCC--as
548 Julie said, the FCC acted on it. This is a textbook example
549 of how the congressionally mandated Joint Board process

550 should work.

551 We have some results in the State of Washington. 1

552 won’t dwell on those now. | can respond in questions, but
553 about 35, 37 percent with one carrier, 25 percent with

554 another. They either didn’t respond or they were de-enrolled
555 last year. So this certification and recertification process
556 does work.

557 I have some questions about why people don’t respond. 1
558 think there are some legitimate concerns about why these

559 people don’t respond. Maybe a homeless person without an

560 address. It may not be addressed to the proper person. The
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561 carrier may not have the resources to follow up. And I think
562 legitimate people who qualify at 135 percent of the federal
563 poverty guidelines should get this service.

564 So in closing, | think it is a valuable program. |

565 commend Julie and the FCC staff. They worked hard on this.
566 As I said, this i1s a shared responsibility--states, FCC,

567 carriers, low income groups. So I look forward to the

568 questions and answers. Thank you.

569 [The prepared statement of Mr. Jones follows:]
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571 Mr. {Walden.} Thank you, Mr. Jones. We appreciate,
572 again, the work of your organization and you personally.

573 We will now move to Ms. Jessica Gonzalez, who is the
574 Vice President of Policy and Legal Affairs for the National
575 Hispanic Media Coalition. Ms. Gonzalez, we are delighted to

576 have you here today. Please go ahead with your testimony.
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I
577  NSTATEMENT OF JESSICA GONZALEZ

578 } Ms. {Gonzalez.} Thank you. Thank you, Chairman Walden-

579 -

580 Mr. {Walden.} Go ahead and push that little button
581 there.

582 Ms. {Gonzalez.} Thank you, Chairman Walden, Ranking
583 Member Eshoo, members of the subcommittee. 1 am Jessica

584 Gonzalez of the National Hispanic Media Coalition. We are an
585 organization, a nonprofit organization that scrutinizes

586 telecommunications policies through the lens of how they

587 1mpact Latinos and other people of color.

588 The question posed by today’s hearing is whether the

589 Lifeline program is money well spent. 1 answer with a

590 resounding yes.

591 Lifeline has an important goal to ensure that all people
592 have access to affordable communications. It Is a treasured

593 tool that achieves broad societal goals, such as upward

594 mobility. It positively and directly affects our economy,

595 employment, healthcare, public safety, strong families, civic
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596 participation, and education.

597 The i1dea that we as a country should remove barriers so
598 that all people can access communications is not a new one.
599 In fact, the concept dates back to the Postal Act of 1792.
600 Lifeline’s roots are in the Reagan FCC, which created

601 Lifeline at the behest of a bipartisan group of Congressmen
602 and Senators. In the Telecom Act of 1996, Congress further
603 codified the concept by establishing the Universal Service
604 Fund, stating that consumers in all regions of the Nation,
605 including low income consumers and those in rural, insular,
606 and high cost areas, should have access to telecommunications
607 and information services. And In the aftermath of Hurricane
608 Katrina, the Bush FCC used USF monies to support prepaid

609 wireless service, and ensure that those displaced by the

610 storm would stay connected.

611 Lifeline now provides phone service to more than 15

612 million people. Who are these people? According to one

613 provider, most of them have an annual household income of
614 less than $15,000 per year. Nearly 1/3 are over the age of
615 55, and over 1/3 are disabled.

616 Stories iIn the media of corporate abuse for profit have
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617 drowned out the voices of the very real people that use

618 lifeline as a tool to improve their lives and move away from
619 government assistance. 1 sit here before you this morning to
620 tell their stories.

621 The story of a disabled mother from Tennessee caring for
622 a child with Down”’s Syndrome who said it gives me peace of
623 mind to know that I can pick up the phone and call for help.
624 The story of a veteran and double amputee who uses wireless
625 Lifeline to coordinate doctor’s appointments and communicate
626 with family while away from home. A single father who was
627 laid off, but secured a job iIn just a few months with his

628 Lifeline. A pediatrician in Boston who treats fragile

629 children living iIn shelters, in public housing, and on the
630 streets. She can monitor those children because of wireless
631 Lifeline service. A mental health therapist in Baltimore who
632 explained that Lifeline could have helped the day that one of
633 her third grade clients attempted suicide at school. His

634 mother had no phone and was difficult to reach that day.

635 I think you get the picture. The vast majority of

636 Lifeline recipients are grateful seniors, deserving veterans,

637 and many folks who are going through the hardest times in
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638 their lives, facing job loss, i1llnesses, disability, and

639 family tragedies. For these people, Lifeline literally lives
640 up to its name, and must continue.

641 Speaking from personal experience, | used Lifeline about
642 10 years ago after being laid off from my teaching job. I
643 subscribed for a very brief period of time, but the media

644 1sn’t telling my story because i1t isn’t sensational. | used

645 Lifeline to enhance my education, and today I am an attorney,

646 and 1, like everyone else 1 know that has ever relied on a
647 government service, was not flaunting it around town. In
648 fact, I1If anything, | was embarrassed about 1t. 1 wanted to

649 get off the assistance as soon as | could and never look
650 back, and that i1s what I did until today when 1 realized that
651 wvoices like mine are going unheard to the detriment of this

652 important program. So yes, Lifeline is money well spent.

653 Thank you, and I look forward to your questions.
654 [The prepared statement of Ms. Gonzalez follows:]
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656 Mr. {Walden.} We appreciate your testimony, and look
657 forward to coming back with some questions, 1 am sure, from
658 all--to all the panel members.

659 We will now go to Mr. Geoff Feiss, who is the General
660 Manager of the Montana Telecommunications Association. Mr.
661 Feiss, we are glad to have you here today as well. Please go

662 ahead with your testimony.
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I
663 NSTATEMENT OF GEOFF FEISS

664 } Mr. {Feiss.} Thank you, Mr. Chairman. It is a pleasure
665 and 1t 1s an honor to be invited to testify.

666 Rural telecommunications providers are pleased to

667 support the Lifeline program. We strongly endorse the

668 principles of Universal Service, which are aimed at ensuring
669 that all Americans have access to advanced communications

670 services no matter where they live, and regardless of their
671 1ncome. The Lifeline program not only is the law, i1t is good
672 policy. The program has been successful in enabling low

673 1ncome Americans to share in the many benefits of access to
674 vital communications services.

675 It is well known that the progress has suffered from

676 exponential growth in recent years. While other Universal
677 Service program funding has been flat over the years,

678 Lifeline support exploded from $800 million to $2.2 billion
679 1In just a few years, almost entirely because of a rapid

680 influx of prepaid wireless providers into the program. The

681 number of wireless Lifeline providers grew from 41 in 2004 to
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682 nearly 700 today.

683 The contribution factor has grown commensurately because
684 of what Senator McCaskill terms "~ "the wireless explosion.*"
685 Continued growth of the Lifeline program threatens to

686 jJeopardize the integrity of the Universal Service Fund

687 1tself, including essential support for broadband investment
688 in our Nation’s schools and libraries, rural healthcare

689 facilities, and high cost communities.

690 The FCC last year took important steps to mitigate

691 waste, fraud and abuse that plagued the program by releasing
692 the Lifeline reform order. The savings attained by the order
693 are substantial. What would have been a $2.4 billion

694 Lifeline demand at the end of 2012 was reduced to $2.2

695 billion, and the savings continue to come in. In fact, it
696 appears that the Lifeline program funding may be less than $2
697 billion in 2013.

698 But there is an end to these anticipated savings. While
699 most of the savings from the reform order will have been

700 achieved by the end of this year, there are many factors that
701 threaten to put the program back on a growth path. For

702 example, at least some portion of subscribers who were de-
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703 enrolled at the end of 2012 can be expected to reenroll 1iIn
704 2013 because they neglected to recertify during the

705 recertification period.

706 Second, the eligibility base has been expanded

707 substantially to include several new programs. In Montana,
708 at least anecdotally, we are seeing considerable growth in
709 subscribership as the result of this expanded eligibility.
710 Third, if broadband access becomes a permanent part of
711 the program, we can expect further growth in demand.

712 Fourth, only about 55 percent of those consumers who are
713 eligible for Lifeline service actually subscribe. It may be
714 unreasonable to expect 100 percent participation, but it is
715 not unreasonable to anticipate greater growth.

716 And finally, states and the FCC continue to designate
717 Lifeline-only prepaid wireless providers as eligible to

718 receive Lifeline support. There are two such applications in
719 the pipeline and Montana alone.

720 I submit that the program continues to offer

721 considerable financial incentives for prepaid wireless

722 providers to enter the market. First, while the FCC has made

723 it a priority to transform Universal Service to support
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724  broadband investment, they have waived the requirement that
725 Lifeline providers make any investment in facilities at all.
726 Senator Pryor has called for the elimination of support for
727 what he calls these " “virtual networks."™*

728 Second, the second financial iIncentive attracting

729 prepaid wireless Lifeline-only providers to the program is
730 found in the level of support that these providers receive.
731 that is, prepaid wireless Lifeline-only providers receive

732  $9.25 per subscriber, regardless of what it costs to provide
733 service. Since these providers can offer their Lifeline

734 service for free, it is reasonable to assume that $9.25 is
735 more than enough to cover their costs. And by the way, there
736 1s nothing in the law that defines comparable rates as free.
737 The Lifeline support mechanism, in my opinion, is

738 similar to the identical support mechanism in the high cost
739 program. When the level of identical support for competitive
740 carriers reached $1 billion, half the amount of the Lifeline
741 program, the FCC froze high cost identical support in 2008,
742 and the Universal Service reform order released at the end of
743 2011, the FCC eliminated identical support altogether, saying

744  that the level of support received under the mechanism
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745 " "bears no relation to the efficient cost of providing mobile
746 service.""

747 I believe the same logic applies to the amount of

748 support provided to prepaid wireless Lifeline-only providers
749 in the Lifeline program. Thus, | suggest that the FCC could
750 eliminate the Lifeline i1dentical support mechanism. The FCC
751 either could make Lifeline support cost-based for prepaid

752 wireless providers, or it could establish a default benchmark
753 level of $3 per subscriber. Providers could submit cost data
754 to the FCC, demonstrating why $3 is insufficient. A $3

755 benchmark could save the Lifeline program as much as $1

756 billion, while saving the same number of--while serving the
757 same number of qualified low income consumers. Or, iIf the
758 program were capped at today’s level of around $2 billion,
759 the Lifeline program would have room for considerable future
760 growth in low Encome subscribership, and/or expansion of the
761 program to include broadband access. Thus, any further

762 growth of the program would be curtailed without putting

763 additional pressure on the contribution factor or

764  jeopardizing the other goals of Universal Service.

765 Thanks again for the opportunity to testify. |1 look
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766 forward to any questions.

767 [The prepared statement of Mr. Feiss follows:]
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769 Mr. {Walden.} Thank you, Mr. Feiss. We appreciate your
770 comments and testimony.

771 We will now turn to Mr. Christopher Guttman-McCabe, who
772 1s Vice President, Regulatory Affairs, CTIA - The Wireless

773 Association. Welcome.
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I
774  "NSTATEMENT OF CHRISTOPHER GUTTMAN-MCCABE

775} Mr. {Guttman-McCabe.} Thank you, and good morning,

776  Chairman Walden, Ranking Member Eshoo, and members of the
777 subcommittee. On behalf of CTIA, | appreciate the

778 opportunity to be a part of today’s conversation about the
779 Lifeline program.

780 Throughout its history, the Lifeline program has

781 advanced the goal of ensuring that every American has access
782 to telecommunications services, and the wireless industry
783 plays an increasingly vital role In furthering that

784 objective.

785 Nearly 3 decades after its creation and through an

786 evolution shaped by Congress and FCC leaders from both

787 parties, data demonstrates that Lifeline has been a critical
788 component in the effort to expand telephone subscribership,
789 particularly among those who live at or below the federal
790 poverty level. But in spite of this progress, our work is
791 not yet done. According to 2012 data from the Center for

792 Disease Control, there are still several million American

48



This is a preliminary, unedited transcript. The statements within may be
inaccurate, incomplete, or misattributed to the speaker. A link to the final,
official transcript will be posted on the Committee’s website as soon as it is
available.

793 households that lack any phone service, something essential
794  for full participation in the modern economy and the

795 promotion of public safety.

796 While the Lifeline program has played an important role
797 in driving penetration, its growth during the recent

798 recession has led some to question its value and cause what
799 has traditionally been a program with broad bipartisan

800 support to become politicized. This is unfortunate and I
801 would like to take a moment to clear up two common

802 misconceptions that skewed discussions over the program.

803 The first misconception about the Lifeline program is
804 that it relies upon taxpayer funds. This 1dea has been

805 repeated in the press and on talk radio with such frequency
806 that it is simply accepted by many as true. It is not. The
807 fact is that like all Universal Service programs, Lifeline is
808 funded through levies imposed on providers of interstate

809 telecom services. Wireless companies, wireline companies,
810 and VolP providers contribute to the fund and generally

811 recover those contributions from their end user customers.
812 Funds are remitted not to the U.S. Treasury, but rather to

813 USAC, an independent organization established by the FCC to
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814 administer the four USF programs. Congress appropriates no
815 money for the fund, and monies collected and distributed by
816 USAC do not impact the federal budget, the deficit, or the
817 debt in any way. Because of that, increasing or decreasing
818 the size of the Lifeline program or any other component of
819 the overall USF program will not have an impact on the

820 federal budget.

821 The second frequent misconception about the Lifeline

822 program is that it provides free cell phones to people. Some
823 have taken this untrue assertion so far as to claim that

824 government is subsidizing iPhones or will soon be subsidizing
825 low income people with 1Pads. The reality i1s that some

826 carriers provide a lower end device to eligible consumers.
827 Lifeline support is attached only to the service, not to the
828 devices.

829 I hope you don’t take my pushback on these points as a
830 suggestion that we don’t take the efficient operation of the
831 Lifeline program seriously, because we do. The fact is that
832 wireless consumers provide nearly half the funds that are

833 collected for USF, and thus CTIA’s members are very

834 interested in assuring that all USF programs are run
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835 efficiently and with full accountability.

836 Because CTIA is committed to the responsible stewardship
837 of the Universal Service Funds, we supported the FCC in its
838 effort to enact new Lifeline accountability measures. These
839 reform measures include rules eliminating Lifeline support
840 for more than one connection per household, a new monthly

841 usage requirement, new standards for determining Lifeline

842 eligibility, and new requirements for ETCs to review Lifeline
843 subscribers” eligibility, something carriers previously were
844 prohibited from doing. The FCC also committed to the

845 creation of a database to prevent duplication of support

846 across carriers in real time, as well as to create a

847 nationwide eligibility database to ensure that only qualified
848 consumers receive benefits. We look forward to the

849 completion of these two efforts.

850 Going forward, CTIA believes that the most important

851 step that can be taken to safeguard the program and prevent
852 fraud i1s for the FCC’s 2012 reforms to be fully implemented.
853 This is particularly true with respect to the creation of the
854 duplicate and eligibility databases, which must be completed

855 as expeditiously as possible.
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856 Over the nearly 3 decades since i1ts creation, the

857 Lifeline program has served an important purpose and enjoyed
858 bipartisan support. CTIA is committed to working with the
859 subcommittee and the Commission to advance this effort in a
860 way that is technologically and competitively neutral and
861 Tfiscally responsible. We believe this a laudable and

862 attainable goal.

863 Thank you. 1 look forward to your questions.
864 [The prepared statement of Mr. Guttman-McCabe follows:]
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866 Mr. {Walden.} We appreciate your testimony as well.
867 For our final witness today, we will go to Billy Jack
868 Gregg, who is head of Billy Jack Gregg Universal Consulting.

869 We appreciate your testimony.
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I
870 ANSTATEMENT OF BILLY JACK GREGG

871 } Mr. {Gregg.} May it please the committee, as you have
872 heard here this morning, there are two sides to the advent of
873 prepaid wireless providers as part of Lifeline. On the one
874 hand, prepaid wireless service has been the most successful
875 measure ever adopted to expand Lifeline service to low income
876 consumers. On the other hand, prepaid wireless service has
877 opened the door to numerous abuses and caused a rapid rise in
878 the cost of the Lifeline program. Some states currently have
879 more--have Lifeline subscribers far In excess of the eligible
880 number of households. At the same time, other states have
881 seen a decline in Lifeline subscribers, even though the

882 number of low income households has risen.

883 [Slide]

884 The first slide you are looking at today shows

885 graphically the increase in the low income fund since 2006.
886 Prior to 2008, the line that you see went off to the left iIn
887 almost a flat manner, but then beginning with 2009 with the

888 advent of prepaid wireless service, we see the rapid
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889 escalation, almost a tripling to $2.2 billion. Virtually all
890 of this increase has been caused by payments to prepaid

891 wireless carriers.

892 Currently, payments from the fund average 58 percent of
893 i1ts potential maximum size based on the number of low Income
894 households in each state. However, Lifeline payments to the
895 states vary widely. Six states currently receive more in low
896 i1ncome support than the potential maximum indicated by the
897 number of low income households in those states, and these
898 are shown as--at the top of the slide. These states are

899 Oklahoma, Maryland, Alaska, Louisiana, Arkansas, and Georgia.
900 On the other end of the spectrum, the six states at the

901 bottom of the slide currently receive only 10 percent or less
902 of their potential support: Montana, South Dakota, Nebraska,
903 Colorado, Hawaii, and Wyoming.

904 The greatest increase in Lifeline subscribership has

905 occurred in Maryland. In the third quarter of 2009, there
906 were only 6,504 Lifeline subscribers in Maryland,

907 representing only 2 percent of the eligible low iIncome

908 households in that state. By the third quarter of 2012, the

909 number of Lifeline subscribers in Maryland had risen almost
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910 100 fold to 645,000. Moreover, the current number of

911 Lifeline subscribers in Maryland is almost double the number
912 of low income households iIn the state, as shown by the graph.
913 The dashed red line is the number of eligible low iIncome

914 households. The blue line i1s the number of Lifeline

915 subscribers by quarter. 1 would note, however, that in the
916 last quarter shown that the number of subscribers drop by
917 100,000. This is the first quarter that the FCC’s reforms
918 took effect. We can expect to see a continuation of this
919 trend as the quarters progress.

920 In spite of the nationwide increase in Lifeline

921 subscribers over the past 3 years, the number of subscribers
922 1In 11 states actually declined, with the largest drop

923 occurring in California, traditionally one of the largest
924 recipients of Lifeline support. Over the past 3 years,

925 California has lost almost half a million Lifeline

926 subscribers. At the same time, the number of low Income

927 households in California has risen by over 400,000. Once
928 again, you can see the dashed red line is the number of

929 eligible households, the blue line is the number of Lifeline

930 subscribers.
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931 The FCC decisively addressed numerous flaws in the low
932 income program in its 2012 Lifeline reform order. In order
933 to build on the positive aspects of prepaid wireless Lifeline
934 service, while at the same time guarding against further

935 abuse of the system, the following additional measures should
936 be adopted.

937 One, the low income fund must operate within a budget,

938 like all the other constituent funds of the Universal Service

939 Fund.
940 Two, the overall budget for the low income fund should
941 be composed of caps on support to individual states. |IT

942 demand in a particular state exceeds the cap, then payments
943 to carriers In the state should be proportionally reduced to
944  fit under the cap.

945 Third, the FCC should conduct multiple pilot programs to
946 determine whether a required minimum contribution from

947 Lifeline recipients is appropriate, and if so, at what level.
948 Fourth, the FCC should explore ways to provide

949 1ncentives for state involvement in providing Lifeline

950 service to as many eligible customers as possible.

951 Fifth, the Lifeline subsidies should be portable and

57



This is a preliminary, unedited transcript. The statements within may be
inaccurate, incomplete, or misattributed to the speaker. A link to the final,
official transcript will be posted on the Committee’s website as soon as it is
available.

952 recipients should receive the same level of subsidy,

953 regardless of the service they choose: landline, post-paid
954 wireless, prepaid wireless, or broadband.

955 And finally, federal and state governments should

956 continue to promote participation by the low Income customers
957 i1n the Lifeline program by removing barriers to participation
958 and encouraging automatic enrollment.

959 In order to continue the public policy success of the
960 Universal Service Fund and the low income fund, we must

961 continue to support access, not excess.

962 Thank you.
963 [The prepared statement of Mr. Gregg follows:]
964 AR R T R e R INSERT 6 R R R T S

58



This is a preliminary, unedited transcript. The statements within may be
inaccurate, incomplete, or misattributed to the speaker. A link to the final,
official transcript will be posted on the Committee’s website as soon as it is
available.

965 Mr. {Walden.} Mr. Gregg, thank you for your testimony,
966 and for the charts, graphs, and data behind them, and for

967 your recommendations.

968 We will now--and 1 want to thank all the witnesses for
969 your testimony again.

970 I will start out with questions. Ms. Veach, in the

971 Lifeline reform order, the Commission said the reforms would
972 put the Commission in a position to determine the appropriate
973 budget for Lifeline in early 2013. Well, we are kind of into
974 early 2013. We are about out of early 2013. What is the

975 status on the budget? When will we see that?

976 Ms. {Veach.} Thank you, Mr. Chairman, and as you say,
977 when the Commission adopted the reforms in 2012, the

978 Commission unanimously determined not to put a budget on the
979 program--

980 Mr. {Walden.} Right.

981 Ms. {Veach.} --until i1t had an opportunity to assess
982 the i1mpact of the reforms. Rather, the Commission adopted a
983 savings target for 2012, which--

984 Mr. {Walden.} Right.
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985 Ms. {Veach.} --reportedly exceeded. And at the same
986 time, the Commission wanted to assess the reforms and also
987 has sought further comment on what the optimal rate should
988 be. So the specific timing of when the Commission will move

989 to a budget i1s up to the commissioners.

990 Mr. {Walden.} Is what?
991 Ms. {Veach.} 1Is up to the commissioners.
992 Mr. {Walden.} So in other words, you don’t know when we

993 are going to see a budget.

994 Ms. {Veach.} We continue to assess the impact of the
995 reforms.

996 Mr. {Walden.} Right. 1 don’t mean to be rude, but the
997 order said early 2013. We kind of expect the FCC to follow
998 its own timelines there, and so we will keep pressing for
999 that budget because 1 personally think that is important to
1000 have.

1001 Do you all--just quickly down the other in kind of a
1002 John Dingell yes or no answer, do you think 1t is important
1003 for the FCC to develop a budget in this area?

1004 Mr. Jones?

1005 Mr. {Jones.} Yes, | think it is important to have a
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1006 budget, but before we adopt a budget there i1s a very

1007 technical and complex program, and I would urge the FCC to
1008 work with states that are reforming it. | think we proposed
1009 15 ways--

1010 Mr. {Walden.} Yes, you did.

1011 Mr. {Jones.} --you could prohibit activation of phones,
1012 you could cut them off at 75 percent, benchmark for

1013 reactivation. There are ways instead of a top down approach,
1014 a bottoms up approach that may work.

1015 Mr. {Walden.} All right. Ms. Gonzalez, real briefly
1016 here on budget. Yes, no?

1017 Ms. {Gonzalez.} Yes, but 1 think first the FCC needs
1018 time to assess the reforms, and we wouldn’t want 1t to set an

1019 arbitrary number that would cut anyone off from service.

1020 Mr. {Walden.} Mr. Feilss?

1021 Mr. {Feiss.} | agree, yes.

1022 Mr. {Walden.} Mr. Guttman-McCabe?

1023 Mr. {Guttman-McCabe.} You know, 1 think--echoing some

1024 of the earlier points, we need to see what the status i1s of
1025 the reforms, and I don’t think this is simple. | mean, 1

1026 think when you look at what do you do with the next person
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1027 who becomes unemployed i1If you set a budget that limits the
1028 amount of support? You have a difficult decision to make.
1029 Mr. {Wwalden.} Mr. Gregg?

1030 Mr. {Gregg.} Yes, the total maximum size of the non-
1031 tribal Lifeline fund right now would be $2.9 billion if every
1032 eligible household received a year’s worth of subsidy at

1033 $9.25. However, there are different ways you can cut that.
1034 You could establish a two-tiered system where the Federal
1035 Government would supply up to $2 billion of tier one support,
1036 basic fundamental support, and then an additional half

1037 billion 1T the states would match i1t. This would provide
1038 strong incentives for the states to pony up some money to
1039 help support Lifeline service.

1040 Currently, the reforms may have had the unintended

1041 impact of reducing iIncentives or creating counter-incentives
1042 for states to participate. In fact, Colorado just eliminated
1043  their Lifeline program about 3 weeks ago, iIn part because of
1044 the perception that the Federal Government is now paying the
1045 entire cost of the program.

1046 Mr. {Wwalden.} So I want to ask, perhaps you, Mr. Gregg,

1047 or Mr. Jones, about the $9.25 rate. Where does that come
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1048 from? 1Is that evaluated on a regular basis? Is it an
1049 accurate rate?
1050 Mr. {Gregg-} The $9.25 is simply an average of what was

1051 paid out at the time the FCC adopted their reform order in

1052 2012.
1053 Mr. {Walden.} Okay.
1054 Mr. {Gregg.} It had been made up, and as people

1055 explained earlier, originally the Lifeline subsidy was to
1056 offset the subscriber line charge that was imposed when the
1057 Bell system was broken up in the early “80s.

1058 Mr. {Walden.} Right.

1059 Mr. {Gregg.} Then whenever the Lifeline program was
1060 included In statute in the 96 Telecom Act, there were two
1061 additional tiers added. One was an additional $1.75 that was
1062 given to all states if they would guarantee it was passed
1063 through to customers, and then an additional $1.75 based on
1064 state matching. That is what Is now gone away--

1065 Mr. {Walden.} The market has changed so much since *96.
1066 In all competition, Mr. Jones, is $9.25 an appropriate rate?
1067 Mr. {Jones.} Probably not. NARUC has no resolution on

1068 this point. 1 will speak for myself. When TracFone came
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1069 before us for a prepaid wireless ETC designation, my

1070 commissioner staff and | asked the TracFone people a lot of
1071 questions on what does it actually cost--

1072 Mr. {Walden.} Right.

1073 Mr. {Jones.} --to provide this service, and they

1074 refused to give us any information. Why? Because under law,
1075 we have no jurisdiction over wireless carriers and the FCC
1076 rules do not permit a cost-based determination. So it Kkind
1077 of places states in a difficult position to decide whether or
1078 not it is cost-based or not. So the FCC just--as Billy Jack
1079 said, they did an averaging of the select $9.25.

1080 Mr. {Walden.} Mr. Feiss--do you have any comment on
1081 this, Mr. Feiss?

1082 Mr. {Feiss.} | think Commissioner Jones summed it up.
1083 We don’t have the data, but 1t--

1084 Mr. {Walden.} So we don’t know whether $9.25 is a lot,
1085 not enough, but boy, it sure seems like there are a lot of
1086 entrants iIn the non-facilities based--

1087 Mr. {Jones.} Well, just based on our evidence, | mean,
1088 we could have an argument about competition in a subsidy

1089 market, but this iIs true competition in the subsidy market
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1090 and 1 would conclude that the non-facilities based ETCs are
1091 making a substantial margin on the service.

1092 Mr. {Walden.} There is a fine line between competition
1093 and gluttony here, 1 think, so we have to watch for that.
1094 I am going to turn now to my colleague from California,
1095 Ms. Eshoo.

1096 Ms. {Eshoo.} Thank you, Mr. Chairman.

1097 First, 1 would like to ask for a unanimous consent

1098 request to submit for the record--we have a long list of
1099 support letters that we would like to have entered into the
1100 record.

1101 Mr. {Walden.} 1 believe we have them all here, and we
1102 will accede to that request.

1103 [The information follows:]
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1105 Ms. {Eshoo.} Thank you very, very much. Thank you to
1106 all of the witnesses. You have given us, 1 think, excellent
1107 testimony this morning.

1108 Now, I don’t know if this was given to all of the

1109 members, but I think our respective staffs received this from
1110 the FCC. It i1s the Lifeline reform overview, and on page 8,
1111 it is very interesting because it starts with January 2012,
1112 and it goes to April of 2013. And this is the number of

1113 Lifeline subscribers in the millions. Starting in January of
1114 712, it was 15.8. It peaked August 2012 to 18.2, and the
1115 graphs show that 1t continues to move down, and at the lowest
1116 rate right now in terms of Lifeline subscribers, it i1s 13.2
1117 million. So this says to me that it is moving in the right
1118 direction, I mean, that the reforms are working.

1119 Now, I am trying to figure out what the biggest problem
1120 i1s, most frankly. There are some wild allegations, full page
1121 ads, pro and con, Obama phones, you know, 1 think what we
1122 need to stay away from, with all due respect, i1s simply a
1123 disdain for the President, and then moving that to apply to

1124 policies in telecommunications. |1 mean, It just doesn’t mix.
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1125 That 1s like water and oil. It doesn’t make sense. It is
1126 not dignified. 1 don’t want to have anything to do with
1127 that.

1128 But what I do want to hear from the witnesses are the

1129 following things. To the FCC, this whole issue of a cap,

1130 what do you think of that? | do think that the chairman has
1131 raised a good point about the budget. When do you anticipate
1132 being able to not only assess the success of the reforms that
1133 the FCC is putting into place so that you can then arrive at
1134 a budget? 1 don’t know about this $9.25. Who has the

1135 authority to even dive into that? |1 mean, 1 am hearing that,
1136 Mr. Jones, that your organization can’t, that i1s why you

1137 couldn’t get an answer. 1Is i1t the FCC or do we need to do
1138 oversight and bring people in and do it ourselves? | mean, 1
1139 think that that is a legitimate question.

1140 I also, to Mr. Guttman-McCabe, as you know, I strongly
1141  support cell phone unlocking so consumers can switch carriers
1142 while keeping their existing phones. Given that the Lifeline
1143 program only subsidizes service and not the device, | don’t
1144 know how many members know this, but the government does not

1145 provide any device. It is, most frankly, the wireless
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1146 industry. 1 mean, everything 1s moving to wireless anything,
1147 that is why we are trying to find more spectrum to support

1148 all of this. But wireless industry advertises, right?

1149 Mr. {Guttman-McCabe.} Correct, yes.

1150 Ms. {Eshoo.} I mean, you promote this, so--

1151 Mr. {Guttman-McCabe.} Yes, Congresswoman. | mean--
1152 Ms. {Eshoo.} | think that, you know, that such a policy

1153 would enable support dollars to go further and expand the use
1154 of the universe of phones that can be used with the program.
1155 So 1 would like to know what you think of that.

1156 So maybe Ms. Gonzalez, you want to comment on cap, SO
1157 why don’t we start with the FCC. Maybe, Mr. Jones, you want
1158 to comment on the several items 1 have raised, Ms. Gonzalez,
1159 and Mr. Guttman-McCabe. So why don’t we go quickly. I have

1160 got 32 seconds, but 1 think the chairman will let you answer.

1161 Mr. {Walden.} Quickly.

1162 Ms. {Veach.} Thank you, Ranking Member.

1163 Ms. {Eshoo.} I got it all in.

1164 Ms. {Veach.} The issue of the cap is tied to the issue

1165 of what the optimal subsidy amount should be. The Commission

1166 is currently considering, after taking in public comment, the
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1167 $9.25 rate and--

1168 Ms. {Eshoo.} So you have the authority to review that
1169 rate, and if you think it needs to change, you have the
1170 authority to change it?

1171 Ms. {Veach.} That is correct.

1172 Ms. {Eshoo.} And when do you think you are going to
1173 complete that?

1174 Ms. {Veach.} 1 can’t speak as to when the

1175 commissioners--

1176 Ms. {Eshoo.} This year?

1177 Ms. {Veach.} --would vote on that. It is just not
1178 within my ability to say.

1179 Ms. {Eshoo.} Can you get back to us on It?

1180 Ms. {Veach.} That decision is highly relevant to what

1181 the budget for the program should be.

1182 Ms. {Eshoo.} Can you get back to us on that?
1183 Ms. {Veach.} 1 will do so.

1184 Ms. {Eshoo.} Thank you.

1185 Mr. {Jones.} Just quickly, NARUC does not have a

1186 position whether the $9.25 is appropriate or not. As | said,

1187 we operate through resolution. We have two resolutions on
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1188 plank, but speaking for myself, 1 think Julie hit the nail on
1189 the head. They do have the authority. It has to go to the
1190 five commissioners--four commissioners, whatever it iIs going
1191 to be right now with the chairman leaving. But the states
1192 could offer their help. As | said, we do--1 think certain
1193 states have had better luck than we have In getting a

1194 composition of rates, and as Mr. Feiss said, iIn Montana.

1195 Certain states may help out, so this may be worthwhile to
1196 refer the issue to the Joint Board, again, on Universal

1197 Service to work out some of these details.

1198 Ms. {Gonzalez.} To the extent that a cap may cut

1199 eligible people off from service, i1t 1s a bad i1dea, and

1200 certainly right now when the FCC has not fully implemented
1201 the reforms.

1202 Ms. {Eshoo.} Thank you.

1203 Mr. {Feiss.} Congresswoman, it is--this is the only
1204 program that doesn’t have a budget, and ironically, one could
1205 argue that the FCC actually did i1t right with Lifeline to
1206 implement reforms first, see how the reforms work, and then
1207 determine what the appropriate level of that program is.

1208 They have not done that with the other three programs. |1
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1209 wish they had, but they haven’t, so it i1s probably time to
1210 consider a budget and work from there.

1211 Ms. {Eshoo.} Thank you.

1212 Mr. {Guttman-McCabe.} Congresswoman, 1 think it is fair
1213 to point out there has been a lot of discussion and debate
1214  about the provision of phones. The carriers subsidize the
1215 phones themselves, and 1 have two here. 1 brought them just
1216 so people can look. These phones will not make you the envy
1217 of your friends and neighbors, okay. They are kind of circa-
1218 2000 at best. Hopefully you can’t see who the manufacturers
1219 are so 1 don’t get myself in trouble, but the reality is,

1220 these are not the phones that get you advanced access to, you
1221 know, to communications of the future. They are $19.95 at
1222 retail at most. They are designed to do exactly what the
1223 program was designed for, which Is to get you access to basic
1224  telecommunications.

1225 So anyone wants to see them afterward, | am happy to
1226 bring them to you, but you know, you can see we are not

1227 talking 1Phones, we are not talking iPads, we are talking
1228 Dbasic service. And that is funded by the carriers who

1229 participate in the program.
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1230 Ms. {Eshoo.} Thank you.

1231 Mr. {Gregg.} Congresswoman, as you saw iIn the second
1232 slide, we need to work on both ends. We have some states
1233 that have more Lifeline subscribers than there actually are
1234  low income households. Obviously, that subscribership has to
1235 come down. But we also have many more states that have fewer
1236 Lifeline subscribers than there are low income households.
1237 So we need to work on increasing participation there.

1238 Ms. {Eshoo.} Thank you very much to all of you.

1239 Mr. {Walden.} Okay. We will now turn to the vice chair
1240 of the subcommittee, the gentleman from Ohio, Mr. Latta.

1241 Mr. {Latta.} Thank you, Mr. Chairman, and again, thank
1242 you very much to our panel for being with us today. It has
1243 been very, very informative and again, thank you for being
1244  here.

1245 Mr. Jones, if I could start with you, if I may. 1In your
1246  testimony, you listed a number of additional reforms that the
1247 NARUC members have suggested to improve the integrity of the
1248 Lifeline fund, including consumer co-pays, a return and

1249 requirement that carriers have their own facilities, reforms

1250 to the marketing practices of Lifeline carriers, and
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1251 procedural requirements for carriers enrolling new Lifeline
1252 customers. Could you elaborate on those suggestions?

1253 Mr. {Jones.} Thank you. Yes, 1 could. Again, NARUC
1254 does--operates by resolution. We do not have resolutions on
1255 point on these 15 recommendations that we made to you. We
1256 want 1t to be responsive. So these are i1deas for your

1257 consideration, you and your staffs. But speaking for myself,

1258 I will mention three.
1259 The national duplicate database is really important to
1260 get up and going. | would encourage the subcommittee to have

1261 strong oversight on Ms. Veach’s program. USAC announced this
1262 week that they were going to finish the duplicate database by
1263 the end of the year. Let’s get i1t done. It was supposed to
1264 be done iIn February. We need to get that up and going. So
1265 the database development, and then you have the other

1266 database, the eligibility database. That is going to be more
1267 complex because the order, as you know, introduces three more
1268 benchmarks, including low income energy assistance, to feed
1269 i1nto this massive database for the initial eligibility. So
1270 it is very important to get that eligibility database up and

1271 going.
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1272 The other thing 1 would urge them to do i1s rescind the
1273 blanket forbearance on the facilities requirement given to
1274  prepaid wireless carriers. This was done in 2005. The FCC
1275 could rescind that 1t the subcommittee plays a useful role in
1276  providing oversight. That is something you could do.

1277 The other thing you could do i1s prohibit activation of a
1278 handset before the initial eligibility 1s done. 1t doesn’t
1279 make sense to me--again, speaking personally--for a handset
1280 to be activated before either a state database or a national
1281 database is queried. You have the four last numbers of the
1282 Social Security number or you have a subscriber ID. 1 mean,
1283 this is just kind of commonsense business and database. You
1284 should be able to develop a system to query, and if that

1285 person is a duplicate, you can get it at the front end and

1286 not activate the handset.

1287 Those are three.
1288 Mr. {Latta.} Okay, thank you.
1289 Mr. Guttman-McCabe, 1f I could turn to you. Senator

1290 Coburn brought to life iIn disturbing press coverage out iIn
1291 Oklahoma of people with model subsidized cell phones. 1

1292 guess the question is how widespread of abuse is this, and is
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1293 the problem related to vendors who advertise free cell phones
1294 in low income neighborhoods, and what is the industry doing,
1295 if anything, to combat that problem? And what is or could
1296 the FCC also be doing to curb that abuse?

1297 Mr. {Guttman-McCabe.} Sure. Thank you, Congressman.
1298 First of all, I think at times people tend to conflate
1299 bad actors and MVNOs, people that don’t have networks, and
1300 conflate MVNOs with bad actors. There are a lot of non-

1301 facilities based carriers who are actually good actors, do a
1302 very good job with this program as Mr. Gregg suggested,

1303 actually move services out to people who otherwise wouldn’t
1304 get them. The reality i1s there are some bad actors In this
1305 program, and one thing you will hear from us, and you may
1306 hear me say it, depending upon how many times I am asked is
1307 if we can have responsibility, efficiency, and accountability
1308 in this program, we are all for it. | mean, 100 percent. We
1309 think 1t needs to happen. There can’t be states like Mr.

1310 Gregg suggested have significantly above 100 percent

1311 participation above the poverty level.

1312 So for us, we want a program that is smart, intelligent,

1313 well-targeted, that allows for a range of technology neutral
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1314 participants. |If companies decide that they want to

1315 subsidize, you know, a relatively inexpensive phone to allow
1316 the person to get access to it, | don’t think that is much
1317 different than someone who gets a free landline phone as part

1318 of their landline service. So looking at wireless

1319 differently, 1 find i1t concerning because it 1s no different
1320 than--1 don’t pay for my landline phone, In essence, iIn my
1321 house, which I still happen to have. It seems to be moving

1322 towards the minority. But you know, we are here talking

1323 about potentially removing wireless from the program at the
1324 same time that all of us are reading articles about the

1325 overwhelming majority of people are beginning to move away
1326 from a landline phone. 1 just read this week that the

1327 landline phone is now the third most popular phone in the
1328 U.S. households, wireless being number one, VolP being number
1329 two, and then landlines.

1330 So there definitely are things that have to be rooted
1331 out, you know. I would question the advertising of some of
1332 the companies and the marketing of some of the companies that
1333 are providing the service, but 1 don’t think you can say that

1334 MVNO equals bad actor, because there are a great deal of them
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1335 that are very good actors and are really doing a positive
1336 thing with this program. And if you look at their

1337 subscribers, I mean, when 79 percent of your Lifeline

1338 subscribers have a household income below $15,000, I think
1339 you are targeting the right people. 1 think that i1s the good
1340 that this bipartisan program was designed for.

1341 Mr. {Latta.} Thank you. Mr. Chairman, my time 1is

1342 expired and 1 yield back.

1343 Mr. {Walden.} Thank the gentleman for his questions.
1344 We will turn now to the gentlelady from California, Ms.
1345 Matsui, for 5 minutes.

1346 Ms. {Matsui.} Thank you, Mr. Chairman.

1347 First of all, I just want to ask a quick question of Ms.
1348 Veach. |Is there such a thing as a free government phone?
1349 Yes or no?

1350 Ms. {Veach.} No, there is not.

1351 Ms. {Matsui.} Okay. 1Is It accurate to say that the
1352 Lifeline program is not contributing to any current growth
1353 within the USF fund at this point?

1354 Ms. {Veach.} That is correct.

1355 Ms. {Matsui.} Okay. Mr. Guttman-McCabe, 1 strongly
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1356 believe that Lifeline should be reformed and modernized in a
1357 responsible manner, and it must account for America’s ever-
1358 reliance on the Internet and innovation economy. One hundred
1359 million Americans are still not adopted to broadband, and
1360 coupled with the fact that nearly 80 percent of available
1361 jobs are only accessed by online applications, and both need
1362 to be addressed. Do you support the concept of modernizing

1363 Lifeline to support broadband?

1364 Mr. {Guttman-McCabe.} Congresswoman, 1 think--and 1
1365 congratulate you. It is a conversation that we as a country,
1366 and particularly you as policymakers, have to have. 1 mean,

1367 the country is absolutely moving in that direction. The
1368 reality, as | said a moment ago, is that i1f people aren’t
1369 choosing wireless phones, they are sort of choosing sort of
1370 VolP or over the top phones with their broadband connection.
1371 You know, we are seeing a movement in that way that makes
1372 absolute sense for us to have this discussion, and we are
1373 having i1t as part of the broader Universal Service program.
1374 Ms. {Matsui.} No, and that is good, because 1 find it
1375 Kkind of iInteresting we are having this discussion about

1376 landlines and wireless and as we all know, that most of us
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1377 have been moving to wireless for quite some time. And now we
1378 are also talking about broadband too, and everybody seems to
1379 want to do that, but you got to get there and iIf we are stuck
1380 in the landline business, we won’t get there to the right
1381 degree.

1382 I would also like to ask you, too. A study by the

1383 Telecommunications Policy Institute found that 59 cents of
1384 every dollar spent in the USF high cost fund goes to the

1385 carrier recipient’s overhead and administrative expenses.

1386 That is only 41 cents out of every rural USF subsidy dollar
1387 goes to building rural networks. But Lifeline offers a

1388 discount on the monthly price of service. One hundred

1389 percent of every Lifeline subsidy dollar goes to reducing a
1390 low income consumer’s monthly phone bill.

1391 So given these differences, wouldn’t you say that

1392 Lifeline is already the far more efficient of the two

1393 programs, and that we should devote as much attention to

1394 reducing waste, fraud, and abuse iIn the subsidies we pay to
1395 carriers as we are In the subsidies paid to low Income

1396 consumers?

1397 Mr. {Guttman-McCabe.} Yeah, 1 think that is a key--
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1398 those are key points to focus on. 1 think that gets lost at
1399 times, but the Lifeline subsidy goes directly to the consumer
1400 to offset their bill. You know, Mr. Feiss talked a little
1401 bit about cost-based support and things like that. The FCC
1402 has argued against sort of a race to the top, against a race
1403 to say here are my costs and 1 should have, you know, some
1404 return above that.

1405 I know, you know, several of the panelists suggest that
1406 we also should be looking at the high cost fund because of
1407 the fact that not all of those dollars are rationally and
1408 intelligently spent. 1 think you hit a key point, which is
1409 the Lifeline program, it is means-tested, it Is designed to
1410 target exactly to the people who need i1t, people who, you
1411 know, we are talking household incomes in the mid to low, you
1412 know, teens iIn the thousands of dollars, and it is a one-to-
1413 one offset. |1 mean, every dollar that goes in offsets the
1414 cost that they otherwise would pay.

1415 Ms. {Matsui.} Well thank you very much. 1 compliment
1416 the FCC on the reforms that have been taking place in, 1

1417 guess, the last 8 months in the reduction of, 1 guess, about

1418 $5 million. And these reforms are taking place, and | think
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1419 1t is timely we do this hearing. On the other hand, 1

1420 believe we need more time to really figure out the real

1421 impact of this.

1422 And 1 also understand, too, that it goes beyond this to
1423 a great degree because i1t Is very uneven. We have states
1424 that are maybe oversubscribed, and other states that, you
1425 know, are not at all to point where we are reaching everyone.
1426 And so to me, this needs to be looked at and studied to a
1427 degree that we have not done yet.

1428 My goal i1s to ensure that every American that qualifies
1429 get access to one of three things, especially in my bill,
1430 that they are able--landline, wireless, broadband, choose.
1431 But we are not going to make any progress if we get stuck on
1432 things like caps for Lifeline, because Lifeline is a

1433 different situation that 1 believe even the high cost fund,
1434 and 1 am not denigrating high cost fund at all, but I believe
1435 that we are looking at something we want to expand access In
1436 a reasonable manner, and we want to make sure we have

1437 accountability there.

1438 So 1 ask each of you if you are agreed upon that, that

1439 Lifeline needs to be expanded in a reasonable way so we
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1440 capture more of the qualified households and not get into a
1441 fight about all about whether or not they are doing the right

1442 thing or not. Are you all agreed that we need Lifeline?

1443 Ms. {Veach.} Yes.

1444 Mr. {Jones.} Yes.

1445 Mr. {Feiss.} Yes.

1446 Mr. {Guttman-McCabe.} Yes.

1447 Mr. {Gregg.} Yes, and we should focus on the customer,

1448 rather than the carriers. That is why we should have a
1449 straight subsidy, whatever the level is, and let the customer
1450 apply 1t to the service that they choose, that meets their
1451 needs, and that way, their choices will drive the market.
1452 Ms. {Matsui.} Okay. You are all agreed on that one?
1453 Mr. {Feiss.} | think Mr. Gregg’s conclusion access
1454  versus excess was well said.

1455 Ms. {Matsui.} Okay.

1456 Mr. {Jones.} Congresswoman, just with the proper
1457 accountability in place.

1458 Ms. {Matsui.} 1 understand.

1459 Mr. {Jones.} We have some strong concerns about the

1460 high cost fund being at $4.5 billion. We think that is
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1461 appropriate, too.
1462 Ms. {Matsui.} Okay. Thank you very much, and I am

1463 sorry, Mr. Chairman.

1464 Mr. {Walden.} That is all right.

1465 Ms. {Matsui.} Thank you.

1466 Mr. {Walden.} 1t is good to get the answers.

1467 We will turn now to the gentleman from 1llinois, Mr.

1468 Shimkus, for 5 minutes.

1469 Mr. {Shimkus.} Thank you, Mr. Chairman. This is a
1470 great hearing. 1 like the terminology "~ "access, not

1471 excess."" 1 think probably a lot of us will use that, Mr.
1472 Gregg- Thank you for that.

1473 I actually appreciate the Minority’s handing me the
1474  letters and all this documentation. 1 did go to one comment
1475 from 11linois that said make it more efficient. Don’t drop
1476 1t. There is a reason it is called Lifeline. So that is
1477 where we need to go, but I don’t think you all understand the
1478 anger that is out there In America over this.

1479 I live right next to St. Louils, Missouri, so Senator
1480 McCaskill’s responding to this anger of a free phone, and to

1481 say it is not a free phone is not accurate. It is a free
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1482 phone. Someone gets a phone and they get minutes and they
1483 don’t get billed, for the most part. And in this day and
1484 age, people really have a hard time understanding it. So you
1485 all are supporters of this. You are doing a terrible job of
1486 marketing it, because you have lost the public opinion war on
1487 this, and we can’t--and i1t is tough to get the genie back iIn
1488 the bottle. Actually, that i1s why 1 appreciate the Minority
1489 for asking for the hearing. This is part of that educational
1490 process. But you all got a long, long way to go.

1491 And for Ranking Member Waxman to say no one uses an

1492 Obama phone, he doesn”t go to the web. There iIs an

1493 Obamaphone.net that answers a lot of these questions

1494 accurately on who is qualified and who is--but that is how
1495 you pull it up. You got the Obama phone rap out there, and
1496 you can just Google it, and that leads to this frustration
1497 and anger about people getting free phones. And the free
1498 phones are--they are receiving it based upon rate payers,
1499 right? People are paying rates. We are all paying.

1500 My Ffirst question to Mr. Guttman-McCabe, and 1 am a

1501 friend of the industry, you know that. Can you tell me how

1502 many people have one of these free phones but then use their
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1503 250 minutes, go in, and pay for more minutes?

1504 Mr. {Guttman-McCabe.} I don’t know the answer to that,
1505 Congressman. 1 think we can--1 can see if we can track that
1506 down and get back to you. 1 don’t--

1507 Mr. {Shimkus.} Some of my friends were not willing to

1508 provide us that information, but let me pose a question. |If

1509 they get a free phone and then they can go In and pay for
1510 doubling of the minutes, does that pose a question whether
1511 they should have a free phone or not?

1512 Mr. {Guttman-McCabe.} Well 1 think if you go back and
1513 you look at--and the Commission has put in some of these, you
1514 know, some of these measures, 1 think--

1515 Mr. {Shimkus.} Should part of the measures be are they
1516 purchasing more minutes?

1517 Mr. {Guttman-McCabe.} Well, 1 think the measures should
1518 be do you satisfy some threshold to qualify, and so if the
1519  threshold--

1520 Mr. {Shimkus.} Let me ask another question to your

1521 industry. What incentive i1s there for the iIndustry to do due
1522 diligence on qualifications to receive an Obama phone?

1523 Mr. {Guttman-McCabe.} Well in the past, not only was
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1524  there not--1 won’t say there were was not incentive. We

1525 weren’t allowed to do eligibility requirements.

1526 Mr. {Shimkus.} Well, and that is a problem.

1527 Mr. {Guttman-McCabe.} It was self-certification.

1528 Mr. {Shimkus.} Right.

1529 Mr. {Guttman-McCabe.} But we--in 2010, we pushed for

1530 this, so this iIs not something that, you know, came about on
1531 its own. This is something we fully endorsed and strongly
1532 believe and continue to push the Commission for an

1533 eligibility database and a duplicates database. Because 1
1534 agree with you, we are not winning the PR discussion. It is
1535 about having something that is efficient and accountable, and
1536 yet still works.

1537 Mr. {Shimkus.} Let me give you the exact thing. We are
1538 going to have issues with the young new staffers here in

1539 Washington, D.C., and we are going to get to offer them,

1540 because of the income qualifications, they will be able to
1541 qualify for a free phone based upon how some of us compensate
1542 our employees and our staff, and Medicaid. What a great

1543 benefit package to come to work In Washington with that

1544 venue.
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1545 Ms. Veach, the final question that 1 have i1s there is
1546 discussion about expanding this to broadband. Do you know
1547 what percentage of current Lifeline subscribers already have
1548 broadband service?

1549 Ms. {Veach.} Congressman, we don’t track individual
1550 subscribers, so I don’t have that data.

1551 Mr. {Shimkus.} Okay, 1 think we probably would try to
1552 look forward to see if you can then provide that at some

1553 time, especially as we move iIn this debate.

1554 And with that, 1 yield back my time.

1555 Mr. {Walden.} Now turn to the gentleman from New
1556 Mexico, I believe. Mr. Lujan, 1 think you are up next.
1557 Mr. {Lujan.} Thank you very much.

1558 And 1 don’t know how many of you have been to

1559 Obamaphone.net, but here it is, and Obamaphone.net looks

1560 like--i1t 1s a nice website, nice colors. 1 like the color
1561 blue, and it i1s in here quite a bit. And it has this great
1562 picture of President Obama up on top, but when you start

1563 scrolling down, It says sign up now. So It says the Obama
1564 phone government benefit program. And when 1 see this notion

1565 that says sign up now, I would think, as a consumer, that if
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1566 1 am on this website and I click there, that 1 am signing up
1567 now for a phone. But if you scroll down to the bottom of
1568 this website--and 1 am glad | have good eyesight, because it
1569 is really small--i1t says -~ Obamaphone.net is an independently
1570 owned and operated website that is 1In no way affiliated with
1571 the United States government, departments within the Federal
1572  Government, or any state or local jurisdiction located

1573 inherently therein. And then i1t kind of runs away, because
1574 1 guess the footnote is not needed as much as the rest of the
1575 propaganda on this website.

1576 And so I wonder i1f it is fraudulent or not for us to put
1577 on a website that appears to be a federal website telling
1578 consumers they can sign up for a Lifeline phone, collecting
1579 information that is in no way affiliated with the Federal
1580 Government, as opposed to encouraging people who go to this
1581 website, 1 encourage you to go look at it so you never go to
1582 i1t again, so that we can get through this. That is part of
1583 what the FCC i1s trying to do. We are trying to crack down on
1584 waste, fraud, and abuse here, and we shouldn’t direct people

1585 into areas that are purported to maybe sign up for a website

1586 that are probably signing up for sharing their consumer
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1587 information iIn one way or another. 1 tried to get to the
1588 privacy notice on the site, but I couldn’t find it. 1 guess
1589 1 am not savvy enough. But I was able to get to that

1590 disclaimer at the bottom.

1591 So I just think, Mr. Chairman, that as we talk about
1592 these sites and what is happening here, that we agree that
1593 there are Important programs across the Federal Government
1594 that are needed. | come from a rural state. This has been
1595 purported to be a program that is abused in only urban parts
1596 or needed iIn urban parts of the United States. 1 think that
1597 there are some letters that have been submitted, and Mr.

1598 Chairman, 1 would ask unanimous consent to submit two letters
1599 from two rural organizations, the National Grains on the
1600 Order of Patrons of Husbandry, and Rural Broadband, and in

~~

1601 1t, Mr. Chairman, one of the letters cites that Lifeline is
1602 an essential to the success of our country because it ensures
1603 that even the most unserved areas are safe, able to

1604 communicate, and included. Simply put, any cuts to Lifeline
1605 will leave rural, tribal, and low Income communities more

1606 vulnerable and locked out of full participation." And I

1607 also have two letters from two tribes, Gila River Telecom and
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1608 Mescalero Apache Telecom, Incorporated, that 1 would like to
1609 ask unanimous consent to submit into the record.

1610 Mr. {Walden.} 1 believe those were part of the

1611 Minority’s packet that has already been submitted. We went
1612 through that.

1613 Mr. {Lujan.} Thank you very much. 1 thank Ms. Eshoo
1614 for her wisdom, as well as for her submissions, so thank you
1615 and the staff very much, Ms. Eshoo.

1616 And so with that, Mr. Chairman, I want to--1 have a few
1617 questions to Mr. Jones, and | appreciate you being here, Mr.
1618 Jones, having been a former member of NARUC myself when I was
1619 fortunate to be part of the New Mexico Regulatory Commission,
1620 which 1s the equivalent of utility commissions across the
1621 country.

~~

1622 You stated in your testimony that ~"The ability of some
1623 states to audit and/or investigate waste, fraud, and abuse
1624 may be hampered by rules or laws limiting or altogether

1625 removing states’ authority over wireless companies."" Could
1626 you explain how that could be the case, and with the concerns

1627 in some states, what can NARUC do to help ensure that states

1628 will adopt stronger policies in those areas where maybe we
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1629 see rules that aren’t as strong?

1630 Mr. {Jones.} Congressman, that mainly refers to many
1631 state statutes across the country, largely, 1 think, with Mr.
1632 Guttman-McCabe’s companies that have gone and lobbied state
1633 legislatures to prohibit PUCs from regulating or having

1634 anything to do with wireless service. The laws are written a
1635 little bit differently, but 1t makes i1t very difficult for
1636 state PUCs to have jurisdiction over things like e-911, TRS,
1637 high cost funds, or Universal Service. So that prevents us,
1638 and also 214(e), Section 214(e) that governs eligible

1639 telecommunications carriers, that Is the federal statute that
1640 we operate under. It is written very broadly and i1t doesn’t
1641 specify the type of technology, so this has been the subject
1642 of litigation in many states where some of the wireless

1643 carriers push hack on us.

1644 What can we do? We can work with--1 think the best

1645 thing we can do i1s work with Ms. Veach and her colleagues at
1646 the FCC through the Joint Board process where we deal with
1647 these difficult iIssues. They have better access to

1648 information on cost and all sorts of things than we do. And

1649 in that confidential setting of the Joint Board process, |
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1650 think we can get at some of these iIssues.

1651 Mr. {Lujan.} Mr. Chairman, thank you so much. 1 know
1652 my time s expired. |1 have some other questions 1 will
1653 submit to the record. 1 was so compelled with the

1654 Obamaphone.net, Mr. Chairman, that 1 had to use a little of
1655 my time to talk about that wonderful website. Thank you very
1656 much.

1657 Mr. {Walden.} Appreciate the gentleman’s questions and

1658 comments.

1659 We will now turn to Mr. Terry for 5 minutes.
1660 Mr. {Terry.} Thank you, Mr. Chairman.
1661 To Mr. Feiss, at least i1in the State of Nebraska over the

1662 last couple of years we have seen now 51 different Lifeline
1663 providers apply with our PUC in Nebraska. Are you seeing the
1664 same explosion of--1 am putting Ffictitional quote marks on
1665 competitiveness and competition iIn Montana?

1666 Mr. {Feiss.} Congressman Terry, we have two pending

1667 applications for Lifeline only prepaid wireless support.

1668 Mr. {Terry.} Two?
1669 Mr. {Feiss.} Right, and those--
1670 Mr. {Terry.} Nebraska has 51 over the last couple
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1671 years. Only two. That is interesting.

1672 Mr. Jones, is NARUC seeing that level of explosion, and
1673 this builds--the next part of that question is how do we
1674 determine what the appropriate price line is, because if
1675 there is 51 carriers coming in Nebraska to get their $9.25

1676 per phone, there i1s a hell of an incentive going on.

1677 Mr. {Jones.} Right. We have designated six wireless
1678 CTCs for support with the wireline, and 1 think we have--1 am
1679 going to up the ante that Mr. Feiss said. 1 think we have

1680 eight or ten pending before our staff right now. So we have
1681 designated six on the wireline side. We have many more

1682 wireline carriers. But to put this in perspective, of the
1683 eligible low income households i1n the State of Washington,
1684 even with that support we are only reaching 33 percent of the
1685 low income people in our state. That is Lifeline, wireless,
1686 everything together.

1687 So as Billy Jack said, if we want to get to 50, 60

1688 percent, i1f that i1s a valid social goal to have people

1689 connected for these valuable services, we have a long ways to
1690 go. But obviously It costs money.

1691 What can we do to get at the cost? It is really with
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1692 the FCC, 1 think. The FCC has the ability to determine if
1693 the $9.25 per month is appropriate or not.

1694 Mr. {Terry.} So Ms. Veach, how do you reply?

1695 Ms. {Veach.} Congressman, on the question of the $9.25
1696 rate, we have sought public comment on that question and are
1697 looking at the record, and will continue to conduct an open
1698 proceeding to put the commissioners in a position to

1699 determine what the optimal rate should be.

1700 Mr. {Terry.} 1In a public comment process, will you be
1701 able to obtain the true cost of providing this service?

1702 Ms. {Veach.} 1 think there are different types of

1703 services. As we have heard, there are wireless services as
1704 well as landline services, so--

1705 Mr. {Terry.} All right, so for the variety of services,
1706 are you going to be able, in a public comment setting, obtain
1707 cost information?

1708 Ms. {Veach.} In addition to the record that is already
1709 developed, i1f necessary the Commission can ask for more data
1710 1f it needs from Mr. Guttman-McCabe’s members or others.

1711 Mr. {Terry.} So is that a yes that you are obtaining

1712 that information through the public comment?
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1713 Ms. {Veach.} We have invited comment. 1 would be happy
1714 to work with your office to let you know whether we have

1715 obtained the kind of information you hare asking about

1716 already or need--

1717 Mr. {Terry.} 1Is there a red flag with the FCC that

1718 there i1s that many competitors coming into what used to be,
1719 just a few years ago, a very limited market? Does that raise
1720 a red flag?

1721 Ms. {Veach.} Well absolutely. 1In our reforms, we

1722 required that before any non-facilities based carrier could
1723 be designated to receive support, it first had to have a

1724  compliance plan approved with the Commission, and we have
1725 only approved 20 of those since the reforms went out. The
1726 next step, then, is to approach the relevant state PUC to

1727 seek designation.

1728 Mr. {Terry.} Okay. I will yield back.
1729 Mr. {Walden.} Gentleman yields back his time.
1730 Now recognize the gentleman from I1llinois, my friend Mr.

1731 Rush for 5 minutes.
1732 Mr. {Rush.} 1 want to thank you, Mr. Chairman. This

1733 has been quite a hearing, and I am not surprised. 1 want to
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1734 congratulate the Ranking Member for bringing this issue to
1735 the Floor.

1736 But as I sit here and hear some of the questions and
1737 some of the commentary, it really, really infuriates me about

1738 some of the attitudes and opinions and some of the remarks

1739 that 1 have heard. 1 am trying to maintain my cool, so to
1740 speak.
1741 But first of all, Mr. Chairman, there are some letters

1742  that 1 would like to enter into the record, and some of them
1743 may be included, but I am told that--in your packet, but I am
1744  told that they aren’t included, and we have a statement from
1745 the NAACP, the Leadership Council on Civil Rights and Human
1746 Rights, the United Church of Christ, the National

1747 Organization for Women, the Asian American Justice Center,

1748 Disability Rights, Education, and Defense Fund, and from the

1749 CWL. I would like those included in the record.
1750 Mr. {Walden.} Without objection.
1751 [The information follows:]
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1753 Mr. {Rush.} All right. Mr. Chairman, I want to ask
1754 maybe Ms. Veach or anybody can answer this question. Was
1755 there any noticeable uptake in the Lifeline services program
1756 during and immediately after Hurricane Katrina?

1757 Ms. {Veach.} Congressman, as a matter of fact, i1t was
1758 during the time of recovery from Hurricane Katrina when the
1759 Commission permitted wireless providers to enter the program
1760 to provide vital services to the consumers affected.

1761 Mr. {Rush.} Well, this notion of this service or these
1762 phones being called an Obama phone, what do you think is the
1763 rationale behind 1t? Because 1T you are going to call 1t any
1764 kind of nonpolitical, non-class, and I might indicate, non-
1765 racist way, then it certainly should be called a Bush-Obama
1766 phone, isn’t that correct?

1767 Ms. {Veach.} Congressman, you are absolutely correct
1768 that a lot of the expansion of the program that happened
1769 without proper oversight was during prior Administrations.
1770 The reforms that the FCC has put in place in the last 3, 4
1771 years will ensure that only eligible subscribers can

1772 participate, and that there are appropriate checks in place

97



This is a preliminary, unedited transcript. The statements within may be
inaccurate, incomplete, or misattributed to the speaker. A link to the final,
official transcript will be posted on the Committee’s website as soon as it is
available.

1773 on the consumers as well as the carriers.

1774 Mr. {Rush.} Well let’s look at who uses Lifeline. It
1775 is certainly not just members of citizen and urban centers.
1776  This program supports older Americans. One carrier reported
1777 that 47 percent of i1ts users are 50 years or older, and 16
1778 percent are over 60. Now I know, because that iIs my age
1779 category, 1 like music, but I am not too fond of rap music,
1780 so for this service to be characterized as being or

1781 associated with something called Obama Rap, what do you think
1782 about that?

1783 Ms. {Veach.} As you say, the service is available

1784 without regard to any demographic characteristics: seniors,
1785 the elderly, disabled, rural as well as urban, based on

1786 income rates or participation in another federal assistance

1787 program. It is available in all 50 states.
1788 Mr. {Rush.} Let me ask--1 see my time is winding down
1789 and I have a lot of other questions. 1Is there any of the

1790 witnesses at the table, are you aware of any iIncrease In
1791 mobile phones in Afghanistan?
1792 Mr. {Jones.} No, sir, | am not.

1793 Ms. {Gonzalez.} 1 can’t answer that question.
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1794 Mr. {Rush.} 1 was at a meeting earlier today with an
1795 expert, and there is an increase in mobile phone use in

1796 Afghanistan. And my understanding that it is thoroughly

1797 subsidized. To a great extent, it is thoroughly subsidized.
1798 So our taxpayer dollars are going to Afghanistan to increase
1799 mobile phone uses in Afghanistan, but here we are making

1800 much--and some of it legitimate--much ado about possibly job
1801 seekers, 26 percent of users reported by--unemployed and 62
1802 percent are employed on only a part-time basis. Fifty-two
1803 percent of the subscribers are Caucasian, 30 percent are

1804 African American, and 10 percent are Hispanic. 1 mean, we
1805 are making ado about something that really doesn’t--that has
1806 been a fairly good program.

1807 The subject of this hearing is ~"The Lifeline Fund:

1808 Money Well Spent?"" with a question mark. My answer to that
1809 1is yes, i1t is well spent. There are some problems, but 1
1810 think that FCC is moving to address the problems. 1 think
1811 they should be commended. But whether this program should be
1812 capped, no, it should not be capped, especially when the

1813 unemployment--the number of poor people in this country is on

1814 a dramatic increase, then why would we try to cap this
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1815 particular program?

1816 Mr. Chairman, 1 yield back. 1 just want to--1 don’t
1817 like the message that is emanating from this hearing, and 1
1818 think i1t is offensive to the best interest of the American
1819 people. 1 yield back.

1820 Mr. {Walden.} Thank the gentleman’s comments. We
1821 appreciate his comments. We are just trying to get to the
1822 truth and the answers, and that is why it is a bipartisan
1823 hearing. So | appreciate your participation.

1824 We will now go to the gentleman from Louisiana, Mr.
1825 Scalise, for 5 minutes.

1826 Mr. {Scalise.} Thank you, Mr. Chairman. 1 appreciate
1827 you having this hearing. It is a very important hearing to
1828 have dealing with a program that has had a history of fraud
1829 and waste and abuse. This program is the kind of program
1830 that really angers, 1 know, a lot of my constituents, and 1
1831 am far from alone when 1 talk to colleagues of mine from all
1832 across the country. Whether you want to call 1t an Obama
1833 phone or free cell phone or whatever i1t is, 1t Is a program
1834 that the Federal Government has set up that taxes--

1835 Mr. {Rush.} What about a Bush-Obama phone?
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1836 Mr. {Scalise.} Whatever you want to call i1t--
1837 Mr. {Walden.} Regular order, please.
1838 Mr. {Scalise.} --it is a free phone to some people that

1839 is paid for by other people, and those other people that are
1840 paying for that service, when they see the fraud and abuse
1841 and the waste iIn this program, get incredibly angry, and to
1842 discount that anger of hardworking taxpayers who are seeing
1843 their cell phone bills go up, knowing that some of that money
1844 is being used to pay for somebody else to get free cell

1845 phones, and in many cases, in violation of the law itself,
1846 they have a right to be angry. And their anger iIs very

1847 justified when they look at the dramatic iIncrease over the
1848 last few years of the cost of this program.

1849 I want to ask you, Ms. Veach, because it is being

1850 considered by some and there is legislation filed to expand
1851 this into broadband. 1 think that should tell you that if
1852 they filing a bill to expand it into broadband, that means
1853 that the law shouldn’t currently allow you to provide

1854 broadband services for free to some people at a cost to other
1855 people. |If they are filing a bill to try to make that legal,

1856 yet iIn your own testimony, you talk about a pilot program
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1857 that you all have already undergone, started, to extend it to
1858 broadband. Under what legal authority--first of all, with
1859 all the fraud, waste, and abuse iIn the existing program, what
1860 legal authority do you have to actually broaden it even more?
1861 And whether you want to call it an Obama pad or a Bush pad or
1862 whatever you want to call 1t, you are already expanding this
1863 program into an area that the law doesn’t say you can expand
1864 it to, and in fact, when our colleagues on the other side
1865 file a bill to do this, they are implying that you don’t have
1866 the legal authority to do it today. Where is that legal

1867 authority coming from?

1868 Ms. {Veach.} Thank you, Congressman.

1869 As you say, we have taken a small piece of the savings
1870 from the other reforms--

1871 Mr. {Scalise.} How much?

1872 Ms. {Veach.} Fourteen million dollars to initiate a
1873 broadband pilot that will inform us by testing different

1874 technologies, different types of speeds and so forth to see
1875 what we can do to--

1876 Mr. {Scalise.} Under what--you tell me what you are

1877 doing. What legal authority do you have to do i1t? Fourteen
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1878 million dollars of money that should be in the pockets of
1879 hardworking taxpayers to lower their cell phone bill. You
1880 know, and this is where we get to the, you know, the overall
1881 abuse of the program, but also the overall public opinion of
1882 the program, because there are--you know, in Louisiana, a
1883 family of four making $35,000 a year is paying for this.
1884 They can’t get the free phone. You know, this is a family
1885 who made a decision, you know, if they have got their own
1886 cell phone, and let’s say they got broadband at their house,
1887 they are paying for that with after-tax dollars that they
1888 worked really hard for and they made tough decisions. They
1889 might not go out to eat one night because they--that is an
1890 important priority that they have set, and It angers them
1891 when now they are paying somebody else’s free cell phone
1892 bill. And then you have identified waste, fraud, and abuse
1893 that this committee had oversight on and that has been

1894 identified by many people. We are trying to clean up the
1895 fraud and abuse.

1896 I am cosponsor--not a cosponsor directly, but a

1897 supporter of legislation by Representative Griffin--1 think

1898 there are other bills that would actually go back to the

103



This is a preliminary, unedited transcript. The statements within may be
inaccurate, incomplete, or misattributed to the speaker. A link to the final,
official transcript will be posted on the Committee’s website as soon as it is
available.

1899 original intent and say no more free cell phones. But they
1900 are looking at this and they are saying 1 am paying for this.
1901 And if instead of saying oh, okay, we found waste, fraud, and
1902 abuse, what the government should be doing is saying that
1903 money--every quarter you assess the companies that ultimately
1904 taxpayers pay the bill. You assess them every quarter. You
1905 could lower their cell phone bill by the amount of money that
1906 you found in waste, fraud, and abuse that we directed you to
1907 go find in waste, fraud, and abuse. Instead, you have taken
1908 it upon yourself to take that money and not lower the cell
1909 phone bill for that family of four iIn Louisiana making

1910 $35,000 a year. They would like to see their bill lowered.
1911 They are struggling in tough times, but for whatever reason,
1912 you decided as a bureaucrat that you are just going to go
1913 create a new program that you are not even legally authorized
1914 to create to spend that money, instead of letting them have
1915 that money back in their pocket.

1916 So 1 would hope when you are trying to think of what to
1917 do with the money that you are finally uncovering from waste,
1918 fraud, and abuse, you don’t see It as some kind of honey pot

1919 that you can go and spend somewhere else. That iIs money that
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1920 ought to be iIn those hardworking taxpayers” pockets, not the
1921 government to spend on something else, but finally give them
1922 a break. Give the folks that are paying the freight a break
1923 so that they don’t have to pay as much, and maybe they can go
1924 out to eat one night with their family of four, instead of
1925 having to fund somebody’s free broadband and free cell phones
1926 and all this other stuff that they are irritated about.

1927 And the final thing is 1 would ask you to get us the
1928 list--because i1t has been asked before. Get us the list of
1929 the number of people that are in this in this Lifeline

1930 program that have free cell phones that actually pay out of
1931 their pocket to upgrade it. For whatever reason, they have
1932 got enough money to upgrade it, maybe they should be paying
1933 for their own phone and not having the government pay for it,
1934 not having that taxpayer pay for it. But will you get the
1935 committee the count of how many people that are in the

1936 program actually pay to upgrade their service? Can you get
1937 us that?

1938 Ms. {Veach.} We will work with your office to provide
1939 what we can, yes.

1940 Mr. {Scalise.} We would like you to get us that count
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1941 of how many people actually do that.

1942 I appreciate the chairman’s discretion, and | yield back
1943 the balance of my time.

1944 Mr. {Walden.} Gentleman yields back.

1945 I believe all the members have had an opportunity to ask
1946 at least the fTirst round of questions. We are not going to
1947 do a second round, but there may be other questions for the
1948 record we would like you to address, and we may need to probe
1949 deeper into this issue from different angles, perhaps at a

1950 future hearing.

1951 Yes, | would recognize the gentlelady from California.
1952 Ms. {Eshoo.} Thank you, Mr. Chairman. 1 would like
1953 unanimous consent to place into the record the following. It

1954 is a listing of the 2012 Top 10 High Cost Disbursements by
1955 States, and it also lists out the 2012 top 10 Lifetime
1956 Disbursements by States, and just--

1957 Mr. {Walden.} Without objection.

1958 [The information follows:]
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1960 Ms. {Eshoo.} 1 just wanted to point out to the

1961 gentleman that in Louisiana, there is 110,927--now these are-
1962 -110,927,000 and that is an overage--is that an overage?

1963 That is how much more the state gets. But I think this 1is

1964 instructive, so thank you for allowing us to place--

1965 Mr. {Walden.} Without objection.
1966 Ms. {Eshoo.} --it in the record.
1967 Mr. {Walden.} And Mr. Long has returned, so we will

1968 turn to 5 minutes of questioning from Mr. Long.

1969 Mr. {Long.-} Thank you, Mr. Chairman, and thank you all
1970 for being here today.

1971 Start with Billy Jack Gregg, 1f I can. On the slide
1972 that you showed earlier, the red line going across on

1973 Maryland, was that at the poverty line?

1974 Mr. {Gregg.} That was the number of low income

1975 households, households at 135 percent of the federal poverty

1976 guidelines or below.

1977 Mr. {Long.} So that was at the 135 percent level?
1978 Mr. {Gregg.} Right.
1979 Mr. {Long.} And your graph showed that there is a
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1980 considerable number of people that are getting these phones
1981 that are above that income level, correct?

1982 Mr. {Gregg.} Right. Currently, for the most recent
1983 data, the total number of low income households in Maryland
1984 was about 304,000. The number of Lifeline subscribers was
1985 654,000, so over double.

1986 Mr. {Long.} And my understanding--go to Ms. Veach now.
1987 My understanding is that the FCC does not use that data, is
1988 that correct, or were you aware of that figure that so many
1989 more people above that should be not qualified to get this
1990 phone are actually getting i1t?

1991 Ms. {Veach.} Congressman, 1 have seen the information
1992 that Mr. Gregg provided, and we have also taken actions to
1993 ensure that only customers who are eligible to sign up and
1994 only one customer per household will be able to sign up. And
1995 we have, iIn fact, notified consumers when we have identified
1996 that they have duplicate phones that they are in violation of
1997 the rules and next time could be fined by the FCC for that
1998 violation.

1999 We are also standing up a database to prevent that from

2000 happening again, and in the meantime, will continue to scrub
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2001 the rules.
2002 Mr. {Long.} Staying with you, Ms. Veach, what
2003 percentage of users go over their free 200 minutes on their

2004 phones?

2005 Ms. {Veach.} 1 don’t have that, Mr. Congressman.

2006 Mr. {Long.} Could you get that and get back to us with
2007 that?

2008 Ms. {Veach.} We will work with your office to provide

2009 what we can, absolutely.

2010 Mr. {Long.} Okay, thank you. That takes out the second
2011 part of my question. Ms. Veach, again, what percentage of
2012 the eligible population are Lifeline recipients?

2013 Ms. {Veach.} It 1s a complex estimate because we--you
2014 can be eligible either based on your income or by

2015 participation in another federal program. We estimate that

2016 is it about 1/3 of households.

2017 Mr. {Long.-} About 1/3 of the eligible households--
2018 Ms. {Veach.} That is right.
2019 Mr. {Long.} --are receiving this phone? What--on this

2020 200 minutes that they get, if someone has their own personal

2021 cell phone and they have one of these phones we are talking
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2022 about here today, and they forward their personal phone to
2023 their whatever you want to call it, Lifeline phone we will
2024 call i1t, and first use up their minutes there, do you know--
2025 have you looked into that or heard of any of that happening?
2026 Ms. {Veach.} 1 have not, but we take all allegations
2027 about abuse iIn the program very seriously and 1 would be
2028 happy to check with my team and get back to you on that.

2029 Mr. {Long.} If you would I would appreciate that,

2030 because 1 have heard of that very thing. A congresswoman
2031 related to me yesterday that one of her constituents related
2032 to her that that is what she was doing with her phone was
2033 forwarding, and 1 am trying to check with some of the

2034 providers to see if that would even save money or not. Would
2035 that not use the minutes on their personal phone, anyone on
2036 the panel?

2037 Mr. {Jones.} Congressman, I would suggest each state
2038 does this differently. 1 know that when we designated ETCs,
2039 some were at 200, 250, 300 minutes. We had the 800-number
2040 i1ssue to deal with, 1f that would count. When you call an
2041 800-number, does that count toward the minutes? We decided

2042 no. 1 would urge you to talk to Chairman Kinney of your
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2043 Missouri Public Service Commission, because they have

2044 designated these ETCs and Chairman Kinney and the staff of
2045 the Missouri commission can share with you the terms and
2046 conditions of all these ETCs.

2047 Mr. {Long.} Okay.

2048 Ms. Gonzalez, going to you, you said, | believe, that
2049 15,000 people of 15,000 per year and under make up 1/3 of the
2050 users of these phones, is that correct?

2051 Ms. {Gonzalez.} Under $15,000 a year make up the

2052 majority, 1 think about 80 percent, according to one

2053 provider. All the providers provide different--

2054 Mr. {Long.} What 1 had in my notes here that I wrote
2055 down as you were speaking earlier, | thought you said 1/3
2056 were under 15, 1/3 were over 65, and 1/3 were disabled.

2057 Ms. {Gonzalez.} No, please let me clarify. Nearly 80
2058 percent, according to one provider, make under $15,000 a
2059 year, nearly 1/3 are over the age of 55, and over 1/3 are
2060 disabled.

2061 Mr. {Long.} Okay. Mr. Guttman-McCabe, you said that
2062 these are not taxpayer funds that pay for these phones, so

2063 clarify again who is paying for these phones?
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2064 Mr. {Guttman-McCabe.} Sure. They come from the

2065 consumer and they go to USAC, so the carriers are given a
2066 percentage that they must pay, a number that they must pay,
2067 and that money--

2068 Mr. {Long.-} And is that not passed on to their

2069 customers?

2070 Mr. {Guttman-McCabe.} It 1s passed on but 1t Is not a
2071 budget line for it, it is not a debt or deficit number. It
2072 doesn’t touch the U.S. Treasury.

2073 Mr. {Long.} Oh, it doesn’t show up In the 42 percent
2074 more that we are spending iIn this country right now than we
2075 take 1n every year? It i1s not in that figure?

2076 Mr. {Guttman-McCabe.} It i1s not in that figure.

2077 Mr. {Long.} But it is taken out of the economy from the
2078 people that--

2079 Mr. {Guttman-McCabe.} Although i1t is also put back into

2080 the economy--

2081 Mr. {Long-} 1 am sorry?
2082 Mr. {Walden.} 1t is on your bill though?
2083 Mr. {Guttman-McCabe.} It is on your bill. 1t is paid

2084 by the consumer but it is not a tax. It doesn’t touch the
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2085 Treasury--
2086 Mr. {Long.} Yeah, but it is not a voluntary thing on
2087 your bill. The customer has to pay that if they want to keep

2088 their phone going.

2089 Mr. {Guttman-McCabe.} They do.
2090 Mr. {Long.} So that money is coming out of the economy?
2091 Mr. {Guttman-McCabe.} Yes, although arguably going back

2092 into the economy as part of the, you know, the companies that
2093 are hiring and paying employees, so it is almost circular, iIn
2094 a sense. But it is not a budget line, it iIs not a debt or
2095 deficit issue. It is not targeted to any budgetary

2096 implication.

2097 Mr. {Long.} Okay, but I am very concerned to see Mr.
2098 Gregg’s figures, for your benefit, Ms. Veach, where you have
2099 such a huge percentage of people in the State of Maryland
2100 right next door here that are--have these phones that unless
2101 these fTigures are inaccurate, are not eligible to receive the
2102 phones because they make way above the 135 percent above the
2103 poverty level, so 1 would hope that somehow you all could
2104 take what you are not doing now, take this information from

2105 Mr. Gregg and research that, and if you will get back to me
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2106 with those questions that | asked you earlier that you said
2107 you would get to me, 1 would appreciate it.

2108 And again, thank you all very much for being here, and
2109 Mr. Chairman, 1 yield back.

2110 Mr. {Walden.} Gentleman yields back the balance of his
2111 time. 1 think that wraps up our hearing. We appreciate,
2112 again, the testimony you have given, the information you have
2113 shared with us, the answers to our questions. 1 am sure
2114  there will be additional questions that we may have back for
2115 you, maybe in a bipartisan way as well. So again, thank you
2116 for your participation today, and our hearing iIs adjourned.
2117 [Whereupon, at 12:28 p.m., the subcommittee was

2118 adjourned.]
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