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introduction
   
 In October 2007, Citizens Against Government Waste (CAGW) 
published Telecom Regulation:  Pulling the Plug on Government Interference.  
The report noted that the rapid deployment of new technology was 
leaving a bevy of federal regulations over the telecommunications 
and cable industries in the dust.  Today’s converging communications 
and information technology (IT) environment has greatly enhanced 
and expanded how people around the world communicate and share 
information.  The rapid adoption of Smartphone technology has enabled 
people to carry computers in the palms of their hands, and today’s college 
freshmen are routinely equipped with laptops, cell phones, and tablets.  
The list of new mobile computing devices grows daily.  This report, 
Telecom Unplugged: Ushering in a New Digital Era, updates CAGW’s 
2007 report.  
 Music and video are no longer limited to the living room but can 
be enjoyed through a wide range of options, including cable, fiber optic, 
satellite, and broadband, as well as wireless devices, anywhere at any 
time.  Social media platforms including Facebook, Twitter, Pinterest, and 
others have become major sources of information sharing.  At the 2013 
Cable Show, cloud-based video platforms were introduced by Comcast 
and Time Warner Cable that would provide video programming and 
storage to consumers.  Despite these innovations, the communications 
industry is still saddled with a regulatory regime that harkens back to 
the early 1930s and, for common carriers, back to the early days of the 
railroad industry in the late 1800s.  
 The Communications Act of 1934 was the first formal attempt 
to provide regulatory continuity to the growing telephone industry 
as it began to reach across the nation and connect people thousands 
of miles away from each other through a copper-wire line.  In 1992, 
the Cable Act was passed in response to concerns that the broadcast 
industry needed protection when dealing with cable companies.  The 
Telecommunications Act of 1996 further regulated both the telephone 
and cable industries following the breakup of the Bell companies.  
 None of those laws foresaw today’s rapidly changing innovative 
marketplace, nor did they account for any future changes in technology 
that will greatly expand communications.  While the communications 
industry continues to rapidly evolve, the federal government moves at a 
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snail’s pace to adapt, leaving in place old models governing technology 
and communications that should no longer apply to modern times.  
Unfortunately, these obsolete telecommunications regulations are 
stifling innovation and putting taxpayers and consumers at risk.
       In his 1984 book, Burning Money, The Waste of Your Tax Dollars, 
that summarized the Grace Commission’s findings, Peter Grace described 
the technological ignorance pervading the federal government.  At the 
time of the book’s publication, the average age of a government computer 
was 6.7 years; the average computer used by a U.S. business was three 
years old.  Government computer systems were incompatible and 
required service technicians specifically trained to maintain the outdated 
equipment.  The extra bodies added $1 billion to the federal payroll over 
a three-year period.  Meanwhile, in the private sector, IBM’s General 
Systems Division updated its computer technology, saving $360,000 in 
the first six months after installation, and the Boeing Military Airplane 
Company’s new word processing system saved $483,000 over a nine-
month period.
       In the 30 years since Mr. Grace published his book and co-
founded CAGW with syndicated columnist Jack Anderson, the federal 
government’s technological ineptitude has persisted.  The current 
telecommunications debates and the federal government’s attempts to 
regulate the industry are symptoms of larger problems.  
 From 1989 to 2000, 223 bills were introduced in Congress 
dealing with some portion of the telecommunications industry; 22 of 
them, including the Telecommunications Act of 1996, were signed into 
law.  From 2001 to 2010, only 78 such bills were introduced, seven of 
which became law.  The 2012 edition of  Title 47, the chapter of the U.S. 
Code governing the telecommunications industry, now encompasses 
3,668 pages.  While the private sector speeds ahead with more innovation 
in response to consumer demand, the federal government lags behind 
trying to play catch up and fails to see the impact of its policies on 
taxpayers and consumers.
       The telecommunications industry generates approximately 
$347 billion annually or 2.4 percent of the GDP as measured by output, 
labor, input, investment and international trade;1 and provides 2 million 
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1 OECD (2013), “STAN Industry Rev. 4,” STAN: OECD Structural Analysis Statistics (database), 
Doi: 10.1787/3151-00649-en, http://www.oecd-ilibrary.org/industry-and-services/data/stan-oecd-
structural-analysis-statistics/stan-industry-rev-4_data-00649-en;jsessionid=h5cd4n3j3vr9.x-oecd-live-
01?isPartOf=/content/datacollection/stan-data-en.



direct and indirect jobs.2  Yet this innovative and important sector of the 
economy remains hampered with antiquated laws and regulations.  
 This paper reviews several areas where government intervention or 
lack of intervention harms taxpayers and consumers.  Topics include the 
implications of current and proposed Internet tax laws, federally funded 
broadband deployment, the provision of tools such as spectrum to enable 
improved communications across the nation, and Internet governance issues 
in the United States and around the world.

iv

2 “Industry Data,” National Cable and Telecommunications Association, https://www.ncta.com/industry-
data.
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“Improving the Internet is just one means, albeit an important one, 
by which to improve the human condition. It must be done with an 
appreciation for the civil and human rights that deserve protection—

without pretending that access itself is such a right.”32 
   
 In 2009, as required by the American Recovery and Reinvestment 
Act (ARRA or stimulus), the FCC began the development of a National 
Broadband Plan (NBP), to ensure that every American has “access to 
broadband capability.”33  

 In early 2010, the NBP called for the establishment of competition 
policies, ensuring efficient allocation and use of government-owned and 
government-influenced assets, ensuring universal access to broadband 
network services, and aligning incentives to maximize broadband use for 
national priorities.34  
 The plan’s mission was to ensure that all Americans have access to 
broadband capability and to establish benchmarks for meeting this goal.35 

The FCC expanded the definition of universal service to include broadband 
services and began transitioning the USF program into an umbrella fund that 
includes the Connect America Fund (CAF) in October 2011.36

 Since the NBP was released, the federal government has increased 
the minimum upload and download speeds service providers are required 
to provide in order attain minimum service standards.  It has also invested 
tax dollars to build new broadband infrastructure where it already exists, 
also known as overbuild, in order to meet the NBP’s goals.  The federal 
government is not alone in overbuilding broadband infrastructure.  States 
and local governments have also invested taxpayer dollars into providing 
broadband service as a public utility, often in direct competition with existing 

32 Vinton G. Cerf, “Internet Access Is Not a Human Right,” The New York Times, January 4, 2012, http://www.
nytimes.com/2012/01/05/opinion/internet-access-is-not-a-human-right.html?_r=4&pagewanted=all&.
33 “National Broadband Plan, Connecting America,” Federal Communications Commission, March 
2010, http://www.broadband.gov/plan/. 
34 “The National Broadband Plan, Executive Summary,” Federal Communications Commission, March 
2010, http://www.broadband.gov/plan/.
35 Ibid.
36 Sharon Gillett and Michael Byrne, Chief of the Wireline Competition Bureau and Geographic Information 
Officer, “Connect America Fund: Putting Consumers on the Map,” Federal Communications Commission, 
October 12, 2011, http://www.fcc.gov/blog/connect-america-fund-putting-consumers-map.
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private companies that have already heavily invested in such services.  
 This chapter will explore efforts to increase Internet use at the 
taxpayers’ expense.

the national broadband plan
   
 In addition to bringing broadband access to all Americans by 2020, 
the NBP calls for providing 100 million U.S. homes with affordable access 
to download speeds of at least 100 megabits per second (Mbps) and upload 
speeds of at least 50 Mbps; leading the world in mobile innovation, with 
the fastest and most extensive wireless networks of any nation; giving every 
American affordable access to robust broadband service, and the means 
and skills to subscribe if they so choose; increasing the speed of broadband 
service to at least 1 gigabit per second to anchor institutions such as schools, 
hospitals, and government buildings; providing first responders with access 
to a nationwide, wireless, interoperable broadband public safety network; 
and, ensuring that all Americans are able to use broadband to track and 
manage their real-time energy consumption.37  
 On August 21, 2012, the FCC issued its eighth annual report on 
advanced communications capability in America, pursuant to Section 706 of 
the Telecommunications Act of 1996.38  In its findings, the FCC determined 
that 19 million Americans currently do not have fixed broadband capabilities.  
That means that 95 percent of Americans have access to broadband Internet 
services compared to 15 percent in 2003, yet the FCC concluded in its 
findings that its “implementation work is far from complete.”
    Because 5 percent of the population was still either underserved 
or unserved by broadband at a certain minimum acceptable speed, the 
FCC called for an increase in federal funds to deploy broadband services.  
Underpinning the details of the FCC’s report is the implication that the U.S. 
is lagging behind other countries in broadband deployment and, therefore, 
needs government intervention to improve the nation’s standing globally.  
 In contrast to the FCC’s assessment of the country’s global 
competitiveness, Akamai’s State of the Internet report for the fourth quarter of 
37 Ibid.
38 Inquiry Concerning the Deployment of Advanced Telecommunications Capability to All Americans in 
a Reasonable and Timely Fashion, and Possible Steps to Accelerate Such Deployment Pursuant to Section 
706 of the Telecommunications Act of 1996, as Amended by the Broadband Data Improvement Act, 
Federal Communications Commission, August 21, 2012, http://www.fcc.gov/document/progress-made-
broadband-deployment-availability-gaps-remain.
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2012 found that the U.S. ranked seventh in high speed broadband adoption, 
and the average peak broadband connections in North America reached 
more than 30,000 kilobits per second (Kbps), compared to 25,000 Kbps 
in Europe and 22,000 Kbps in Asia.39  U.S. Telecom estimated that private 
sector investment reached $66 billion in 2011 for a total of $1.2 trillion of 
improved broadband services across the nation since 1996.40  The FCC report 
acknowledges private-sector investments in the pursuit of expanding mobile 
broadband, but discounts these substantial investments and achievements in 
its final analysis of the success of broadband deployment toward meeting the 
NBP’s goals.   
 On June 14, 2013, the White House released a report on the state 
of broadband.  According to the report, in 2000, 4.4 percent of American 
households had a broadband connection in their homes; by 2010 that number 
had reached 68 percent.  Average delivered speeds have doubled since 2009.41 

In 2012, the average mobile data connection speed was 2.6 Mbps, nearly 
twice that available in Western Europe, and more than five times the global 
average.42  
 In his dissenting views to the FCC’s August 2012 report, 
Commissioner Robert M. McDowell stated that in 2011 more than $25 
billion had been invested in wireless infrastructure in the U.S., with nine out 
of every 10 Americans having a choice among at least five wireless service 
providers.  In addition, Commissioner McDowell noted that the U.S. leads 
the world in 4G mobile broadband deployment.43  Even as mobile technology 
advances, the FCC continues to focus on fixed broadband technology in its 
findings as the only meaningful measure of broadband access. 
 As Commissioner Ajit Pai stated in his dissenting remarks, “The 

39 “The State of the Internet, 4th Quarter, 2012 Executive Summary, Volume 5, Number 4,” Akamai, 
January 2012, http://www.akamai.com/dl/akamai/akamai_soti_q412_exec_summary.pdf.
40 “Broadband Investment,” U.S. Telecom, The Broadband Association, http://www.ustelecom.org/
broadband-industry/broadband-industry-stats/investment. 
41 “Four Years of Broadband Growth,” Office of Technology Policy and The National Economic Council, 
The White House, June 2013, http://www.whitehouse.gov/sites/default/files/broadband_report_final.
pdf.
42 Ibid.
43 Robert McDowell, “Dissenting Statement of Commissioner Robert McDowell Regarding the Inquiry 
Concerning the Deployment of Advanced Telecommunications Capability to All Americans in a 
Reasonable and Timely Fashion, and Possible Steps to Accelerate Such Deployment Pursuant to Section 
706 of the Telecommunications Act of 1996, as Amended by the Broadband Data Improvement Act, GN 
Docket No. 11-121,” Federal Communications Commission, August 21, 2012, http://transition.fcc.gov/
Daily_Releases/Daily_Business/2012/db0821/FCC-12-90A3.pdf.
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Commission’s authority to enforce net neutrality, subsidize broadband for 
low-income households, or support digital literacy programs hangs in the 
balance each year, dependent on a finding that broadband is not being 
deployed in a reasonable and timely fashion.”  Pai continued, “if we believe 
instead that data should drive our decisions—not vice versa—then section 
706(b) can never be a reliable authority for implementing good policy since 
we will eventually be forced to concede once again that broadband is being 
deployed in a timely and reasonable fashion.”44

 Commissioners Pai and McDowell make the same point that 
CAGW has been making about the NBP:  it defines broadband in such a way 
that taxpayer dollars will continue to be invested in broadband infrastructure 
despite proof that the private sector has been and will continue to be more 
efficient and capable of providing these services.

need a phone?  universal service fund 
can help

 The Universal Service Fund (USF) was created following enactment 
of the Telecommunications Act of 1996 in order to meet the Act’s universal 
service goals.  USF fees are paid by the telecommunications industry, using a 
formula called the contribution factor.  These fees are typically passed along 
to subscribers as a hidden tax on their monthly telephone bills. 
 The USF yields approximately $8 billion annually.45 There are four 
programs that receive USF funds: the Schools and Libraries program, also 
known as E-Rate; the High Cost program, which provides grants to build out 
telecommunications infrastructure in underserved or unserved areas of the 
country; the Rural Healthcare program, which provides telecommunications 
services, including broadband, to eligible health care providers; and the 
Low-Income Support program, which includes the Lifeline and Link-Up 

44 Ajit Pai, “Dissenting Statement of Commissioner Ajit Pai Regarding the Inquiry Concerning the 
Deployment of Advanced Telecommunications Capability to All Americans in a Reasonable and 
Timely Fashion, and Possible Steps to Accelerate Such Deployment Pursuant to Section 706 of the 
Telecommunications Act of 1996, as Amended by the Broadband Data Improvement Act, GN Docket 
No. 11-121,” Federal Communications Commission, August 21, 2012, http://transition.fcc.gov/Daily_
Releases/Daily_Business/2012/db0821/FCC-12-90A6.pdf.
45 “Universal Service Monitoring Report,” Federal Communications Commission, CC Docket No. 98-
202, Data Received Through October 2012, Prepared by Federal and State Staff for the Federal-State Joint 
Board on Universal Service in CC Docket No. 96-45, 2012, table 1.12, pp. 1-19, http://hraunfoss.fcc.
gov/edocs_public/attachmatch/DOC-319744A1.pdf.
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programs.  The Link-Up program provides a one-time discount of up to 
$30 off of either the initial installation fee for one traditional wireline phone 
service to the home or the activation fee for one wireless phone service.  The 
Lifeline program discounts the basic monthly phone service by up to $10.00 
per month for either a wireline phone or a wireless phone.46

  The USF contribution factor is recalculated quarterly solely by the 
FCC to ensure that the USF fund will have enough capital to meet its program 
obligations, based on demand for each of the four programs supported by the 
USF. Between 2000 and 2012, the fees paid into the USF increased by 205 
percent, from 5.7 percent to 17.4 percent of subscriber phone charges.  

46 “Universal Service Program for Low-Income Consumers,” Federal Communications Commission, 
September 12, 2013, http://transition.fcc.gov/wcb/tapd/universal_service/lowincome.html.

 While the demand for the E-Rate program and the Rural Healthcare 
program have remained relatively stable, with only slight increases due to 
economic factors, the program demands of both the High Cost program 
and the Lifeline/Linkup programs have dramatically increased.  In 2000, 
the USF spent a total of $4 billion, with $1.9 billion provided for the High 
Cost program, $1.6 billion for the E-Rate program, less than $50 million 
for the Rural Healthcare program, and $500,000 for the Lifeline/Link-Up 

Prepared by CAGW; Data source, Federal Communications Commission Quarterly 
Contribution Factor Reports 2000 to 2012.
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programs.47  In 2012, the USF spent a total of $8.71 billion, with $4.15 
billion provided for the High Cost program, $2.22 billion for the E-Rate 
program, $2.19 billion for the Lifeline/Link-Up programs, and $106 million 
for the Rural Healthcare program.48

 A large part of the reason for the significant increase in the 
contribution factor occurred in 2005, when the Lifeline program was 
expanded to allow telephone companies to provide discounted wireless 
service, including prepaid wireless phones, to certain eligible individuals 
in some states. In October 2010, GAO published a report on the Lifeline 
and Link-Up programs that showed a significant increase in demand for 
them from 2008 to 2009, attributable in part to the increased availability 
of discounted wireless service for eligible individuals.49 From 2005 to 2008, 
payments ranged from between $802 million to $823 million annually.  
However, in 2009, these payments increased to approximately $1 billion.50  
 An August 17, 2012 article in the Middletown Journal exemplified 
the explosive growth of the Lifeline program in Ohio, noting that “compared 
to the first quarter of 2011, the number of people in the program nearly 
doubled to more than a million.”51  Program costs increased from $15.6 
million in the first quarter of 2011 to $26.9 million in the first quarter of 
2012.  Continued growth of the program could result in increased fees on 
the average telephone bill as the contribution fee is recalculated to account 
for the increased costs.
    Not only did the October 2010 GAO report detail a dramatic 
increase in the nationwide use of Lifeline services, but it also revealed multiple 
instances of fraud and abuse within the program.  For example, some recipients 
were using Craigslist to advertise the sale of Lifeline-subsidized phones and 
service.  In other instances, Lifeline beneficiaries violated the one phone line 

47 Donald B. Marron, Acting Director, Congressional Budget Office, “Potential Future Spending from the 
Universal Service Fund,” Testimony before the Subcommittee on Telecommunications and the Internet, 
Committee on Energy and Commerce, U.S. House of Representatives, June 21, 2006, http://www.cbo.
gov/sites/default/files/cbofiles/ftpdocs/73xx/doc7312/06-21-usf-testimony.pdf.
48 “FAQs about Universal Service and the USAC,” Universal Service Administration Company, Q8, 
viewed September 5, 2013, http://www.usac.org/about/about/universal-service/faqs.aspx.
49 “Telecommunications: Improved Management Can Enhance FCC Decision Making for the Universal 
Service Fund Low-Income Program,” U.S. Government Accountability Office, GAO-11-11, October 28, 
2010, http://www.gao.gov/assets/320/312708.pdf.
50 Ibid.
51 Josh Sweigart, “1 million Ohioans using free phone program: Fees on phone bills pay for $1.5 billion 
national Lifeline program,” Middletown Journal, August 17, 2012, http://www.middletownjournal.com/
news/news/subsidized-cell-phone-program-nearly-doubles-in-oh/nRDqC/.
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restriction of the program by signing up for service from multiple carriers.  
On June 29, 2011, the FCC published final rules to address the fraud and 
eligibility issues highlighted in the GAO report, codifying the restriction that 
an eligible low-income consumer could not receive more than one Lifeline-
supported service at a time and ordering that any subscriber receiving multiple 
benefits in violation of the rule must be removed from the program.52  
    In remarks before Third Way on January 9, 2012, then-FCC 
Chairman Julius Genachowski laid out plans to close loopholes in the 
program’s eligibility requirements and strengthen cost controls in an effort 
to further reduce the amount of waste, fraud and abuse.53 He also detailed 
an expansion of the Lifeline program to include broadband services as one 
of the choices individuals would be eligible to receive, emphasizing that 
the current service options are outdated by providing only basic telephone 
service. On January 10, 2012, the FCC announced it would be considering 
the chairman’s reform proposal to its Lifeline/Link-Up programs at its next 
meeting scheduled for January 31, 2012.54 This change was included in the 
NBP,55 which also proposed transforming the USF High Cost program into 
the Connect America Fund.56

 On January 31, 2013, the FCC’s Wireline Competition Bureau 
released its final report on the Lifeline program savings target for 2012, 
noting that the FCC’s reforms resulted in $213 million in savings to the USF 
compared to projected distributions to eligible carriers before implementation 

52 Federal Communications Commission, Lifeline and Link-up Reform and Modernization, Federal-State 
Joint Board on Universal Service, Lifeline and Link-up, Final Rule, Federal Register, Volume 76, Number 
125, Federal Communications Commission, June 29, 2011, http://www.gpo.gov/fdsys/pkg/FR-2011-
06-29/pdf/2011-16312.pdf.
53 “FCC Chairman Genachowski Addresses Smart, Responsible Government and Reforms to Modernize 
the Lifeline Program for Broadband,” Remarks before Third Way, Washington, D.C., January 9, 2012, 
http://transition.fcc.gov/Daily_Releases/Daily_Business/2012/db0109/DOC-311894A1.pdf.
54 “FCC Announces Tentative Agenda for January Open Meeting,” Federal Communications 
Commission, January 10, 2012, http://transition.fcc.gov/Daily_Releases/Daily_Business/2012/db0110/
DOC-311940A1.pdf.
55 “National Broadband Plan, Connecting America,” Federal Communications Commission, 2010, 
http://www.broadband.gov/plan/.
56 FCC 11-161, In the Matter of Connect America Fund, WC Docket No. 10-90, A National Broadband Plan 
for Our Future, GN Docket No. 09-51, Establishing Just and Reasonable Rates for Local Exchange Carriers, 
WC Docket No. 07-135, High-Cost Universal Service Support, WC Docket no. 05-337, Developing a Unified 
Intercarrier Compensation Regime, CC Docket No. 01-92, Federal-State Joint Board on Universal Service, CC 
Docket No. 96-45, Lifeline and Link-Up, WC Docket No. 03-109, and Universal Service Reform—Mobility 
Fund, WT Docket No. 10-208, Federal Communications Commission, November 18, 2011, http://hraunfoss.
fcc.gov/edocs_public/attachmatch/FCC-11-161A1.pdf.
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of the reforms.57   The Wireline Bureau anticipates additional savings to the 
USF in 2013 and later years as a result of the reforms implemented in 2012.58 

    The telecommunications industry is one of the most heavily taxed 
sectors of the economy.  The cost burden of the USF fee for taxpayers will 
only continue to rise, particularly with the expansion of broadband through 
the Connect America Fund.59  As the FCC continues reviewing the Lifeline 
and Link-Up programs, it should evaluate the fiscal impact of additional 
subsidies on average, middle-class Americans, who are being skewered by 
their monthly communications bills.

connecting america one hidden tax at a time
   
 On February 8, 2011, the FCC initiated USF reform proceedings in 
an effort to reduce waste, fraud and abuse in the program, as well as to expand 
the program to include broadband services to underserved and unserved 
areas of the country.  Using the NBP as guidance, the commission voted 
unanimously on October 27, 2011, to approve its 759-page plan to merge 
the USF and Intercarrier Compensation (ICC) into the Connect America 
Fund (CAF).60   
 The original USF program defined universal service as telephone 
services for rural and underserved areas of the country, where the cost of 
providing these services was too high for communications companies to bear 
alone.  In expanding the definition of universal service to include broadband 
services, the FCC stated that Section 254(c) (1) of the Telecommunications 

57 “Wireline Competition Bureau Issues Final Report on Lifeline Program Savings Target,” Federal 
Communications Commission, January 31, 2013, http://www.fcc.gov/document/lifeline-year-end-
savings-report-2012-savings-target-exceeded.
58 Ibid.
59 “FCC Releases Connect America Fund Order, Reforms USF/ICC for Broadband,”  Federal 
Communications Commission, FCC 11-161, Connect America Fund WC Docket No. 10-90; A 
National Broadband Plan for Our Future GN Docket No. 09-51; Establishing Just and Reasonable Rates 
for Local Exchange Carriers WC Docket No. 07-135; High-Cost Universal Service Support WC Docket 
No. 05-337; Developing a Unified Intercarrier Compensation Regime CC Docket No. 01-92; Federal-
State Joint Board on Universal Service CC Docket No. 96-45; Lifeline and Link-Up WC Docket No. 
03-109; Universal Service Reform—Mobility Fund WT Docket No. 10-208, November 18, 2011, http://
hraunfoss.fcc.gov/edocs_public/attachmatch/FCC-11-161A1.pdf.
60 Ibid.
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Act of 1996 defined universal service as “evolving.”61  In its November 28, 
2011, order and report, the FCC adopted a new principle that provides 
“support for advanced services” as a universal service, which will likely result 
in the continuation of the USF fee in perpetuity.       
    The intent of the FCC’s reform efforts is to provide a response to the 
evolution and modernization of digital technology, as well as address issues 
of waste within both the USF and ICC programs.  With many companies 
hiring job applicants online, schools relying more frequently on web-based 
textbooks, and colleges and universities offering online courses, access to the 
Internet has become an important component in the nation’s economic and 
educational future.  According to the FCC’s website, “Broadband has gone 
from being a luxury to a necessity for full participation in our economy and 
society—for all Americans.”62  This statement raises the specter of government 
turning broadband into a new entitlement program at taxpayers’ expense.    
     Although 96.2 percent of Americans have the ability to access phone 
service, funding to companies that support the USF high-cost component 
grew from $2.6 billion in 2001 to $4.5 billion in 2011, despite the fact that 
wireless service is less costly and more efficient.  Former FCC Chairman 
Genachowski stated on October 6, 2011, that the USF is wasteful and 
inefficient; paying some companies almost $2,000 a month for a single home 
phone line.63

 The FCC anticipates that the CAF program will be able to connect 
seven million unserved and underserved rural Americans to fixed broadband 
in six years and connect all 19 million unserved and underserved rural 
residents by 2020.64  In 2012, the FCC launched Phase 1 of the program, 
distributing approximately $115 million in public funding, coupled with 
private investments, to expand broadband infrastructure in rural areas across 
the country.  Phase II of the plan will use a forward-looking broadband cost 
model and competitive bidding to support deployment of networks that will 
provide both voice and broadband service for the next five years.  Without 
61 “Section 254, Universal Service,” Federal Communications Commission, http://transition.fcc.gov/
learnnet/254.html.
62 “Connect America Fund,” Federal Communications Commission, http://www.fcc.gov/encyclopedia/
connecting-america.
63 Federal Communications Commission Chairman Julius Genachowski, “Connecting America:  A Plan 
to Reform and Modernize the Universal Service Fund and Intercarrier Compensation System,” Federal 
Communications Commission, October 6, 2011, http://www.fcc.gov/document/genachowski-universal-
service-fund-reform.
64 “Connect America Fund (CAF) Phase I,” Federal Communications Commission, May 31, 2013, 
http://www.fcc.gov/maps/connect-america-fund-caf-phase-i.
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a concise and accurate definition of “underserved” to determine eligibility 
for federal assistance, funding could be distributed to regions that already 
have adequate services offered by the private sector, creating federally-funded 
overbuild projects.  
    The USF should be drawn down with the ultimate goal of 
elimination rather than expansion.  Without the USF, the rigorous market-
driven competition that is occurring in the telecommunications industry, 
particularly wireless, will address access and pricing problems.  Unless the 
USF is terminated, the FCC can further expand universal service, and 
continue this hidden and unnecessary tax and regulatory scheme.  

e-rate reforms to bring digital learning to 
american schools

 When the Telecommunications Act of 1996 was enacted, 14 percent 
of schools had Internet access and most were connected through dial-up 
modems.  Today, virtually all schools and libraries are connected to the 
Internet.65  
 In 2010, the FCC began the process of updating the E-Rate program 
to bring high-speed, affordable broadband to schools and libraries, and make 
the program more effective and efficient.  Participants can use E-Rate funds 
to connect to the Internet in the most cost-effective manner available; make 
available “school spots” for students to use in their local communities after 
schools are closed; and, provide learning “On the Go,” which is off-campus 
wireless Internet connectivity for mobile learning devices.66

 While it has helped to provide connectivity to schools and 
libraries, the E-Rate program has also been subject to waste, abuse, and 
mismanagement.  The program application process has an imbalanced 
priority system and fails to review applications in a technology-neutral 
manner.  Currently, telephone services are considered priority one services.  
Applications for such services receive more funds than other services, such as 
broadband connectivity, which are designated as priority two services.  The 
process for applying for the grants is also complicated, making it difficult for 

65 “Revitalizing E-Rate,” Federal Communications Commission, July 19, 2013, http://www.fcc.gov/e-
rate-update.
66 “FCC Enables High-Speed, Affordable Broadband For Schools and Libraries,” News Release, Federal 
Communications Commission, September 23, 2010, http://hraunfoss.fcc.gov/edocs_public/attachmatch/
DOC-301649A1.pdf.
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smaller schools and libraries to compete for E-Rate funding.  In addition, 
according to Commissioner Pai, nearly $800 million of E-Rate funding from 
2012 has not yet been distributed.67 
    A June 2004 CNET article cited approximately 40 fraud cases 
under investigation at that time by the FCC, the Department of Justice and 
the FBI.68  In 2010, it was revealed that three employees of the Houston 
Independent School District had allegedly accepted meals and gifts from 
E-Rate vendors, causing the school district to lose $105 million in federal 
funding.69  In February 2012, the former owner of two telecommunications 
companies in Illinois was sentenced to 30 months for conspiring to provide 
kickbacks and bribes to several school officials responsible for procuring 
bids for Internet service access under the E-Rate program.70  Investigations 
by the Department of Justice’s Antitrust Division led to 24 people pleading 
guilty, being convicted at trial, or entering into civil settlements.  Fines and 
restitution from these investigations total more than $40 million.71    
    According to a report released during The Cable Show in June 2013 
from Cable in the Classroom on “Trends in K12 Education,” 33 percent of 
schools currently use social media in teaching, 46 percent plan to exclusively 
use online assessment tests within the next five years, 50 percent of schools 
have adopted a formal plan to transition to digital textbooks by 2018, and 20 
states have already shifted their funding from print to digital textbooks.  Yet 
80 percent of the schools surveyed for the report indicated that their existing 
broadband connections are insufficient to meet their current needs.72

 Broadband brings technology innovation to the classroom, including 
digital textbooks, interactive learning games, digital instruction personalized 
for each student, and online courses from colleges and universities.  In May 
2013, the Georgia Institute of Technology announced plans to offer a massive 
67 Ajit Pai, “Modernizing the E-rate Program for Schools and Libraries, CC Docket No. 13-184,” Federal 
Communications Commission, July 19, 2013, http://hraunfoss.fcc.gov/edocs_public/attachmatch/
DOC-322284A4.pdf.
68 Marguerite Reardon, “Eroding E-Rate:  Fraud Threatens Internet Program for U.S. Schools,” CNET, 
June 17, 2004, http://news.cnet.com/Eroding-E-rate/2009-1028_3-5236723.html.
69 Lynn Walsh, “Employee Names Involved in HISD E-Rate Scandal Need to be Released:  Attorney 
General,” Texas Watchdog, June 23, 2010, http://www.texaswatchdog.org/2010/06/-employee-names-
involved-in-hisd-erate-scandal-need-to-be/1277302301.column.
70 Grant Gross, “Business Owner Sentenced for E-Rate Fraud,” IDG News Service, PCWorld, February 9, 
2012, http://www.pcworld.com/article/249673/business_owner_sentenced_for_erate_fraud.html.
71 Ibid.
72 “Trends in K12 Education: Why Cable Content and Service Providers Should Care,” Cable in the 
Classroom, June 2013.

22

telecom unplugged:  ushering in a new digital era



23

open online course (MOOC) for a master’s degree in computer science in 
collaboration with Udacity Inc. and AT&T for $7,000, a significant cost 
savings for those seeking higher education.73  

 Several proposals have been made to revamp the E-Rate program.  
On April 11, 2013, FCC Commissioner Jessica Rosenworcel laid out her 
suggestions at the Washington Education Technology Policy Summit.74  Her 
E-Rate 2.0 proposal called upon the FCC to perform additional auditing 
to find savings and root out waste in the program; increase broadband 
capacity to schools by delivering 100 percent access to 100 Mpbs per every 
1,000 students by 2015 and 1 gigabit per second (Gbps) per every 1,000 
students by the end of the decade; develop new and creative public-private 
partnerships to provide students and teachers access to content and devices; 
reduce the administrative paperwork and expense by simplifying the process 
for applicants; and, find ways to make broadband access more affordable to 
low-income households.
 On June 6, 2013, President Obama announced his new ConnectED 
program, which would use federal resources to bring a minimum of 100 
Mbps broadband with a goal of 1 Gbps to 99 percent of all schools by 2015.  
The program would be included in the E-Rate program, which would force 
increases in the USF fees paid by consumers on their communications bills.  
According to a speech by Department of Education Secretary Arne Duncan at 
The Cable Show on June 12, the cost would amount to the price of a postage 
stamp on these bills.  On August 13, 2013, an article in The Washington Post 
noted the effort “would cost billions of dollars, and Obama wants to pay for 
it by raising fees for mobile-phone users.”75

 On July 16, 2013, Commissioner Pai unveiled his E-Rate reform 
proposals as a cost-effective alternative to the President’s ConnectED 
program at an event sponsored by the American Enterprise Institute (AEI).76 

73 Brittany Ballenstedt, “Get a Computer Science Degree for Just $7,000,” NextGov, May 24, 2013, 
http://www.nextgov.com/cio-briefing/wired-workplace/2013/05/get-computer-science-degree-just-
7000/63662/?oref=ng-HPriver.
74 “Remarks of Commissioner Jessica Rosenworcel,” Washington Education Technology Policy Summit, 
Washington, D.C., Federal Communications Commission, April 11, 2013, http://transition.fcc.gov/
Daily_Releases/Daily_Business/2013/db0411/DOC-320122A1.pdf.
75 Zachary A. Goldfarb, “Obama Pushes Ambitious Internet Access Plan for Schools,” The Washington 
Post, August 13, 2013, http://www.washingtonpost.com/politics/obama-pushes-ambitious-internet-
access-plan/2013/08/13/646bf410-f321-11e2-bdae-0d1f78989e8a_story.html?hpid=z4.
76 “Remarks of Commissioner Ajit Pai on Connecting the American Classroom:  A Student-Centered 
E-Rate Program,” American Enterprise Institute, Washington, D.C., July 16, 2013, http://transition.fcc.
gov/Daily_Releases/Daily_Business/2013/db0716/DOC-322201A1.pdf.
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Rather than expanding the funding stream by increasing USF fees, Pai 
offered commonsense reforms that would reduce bureaucratic red tape and 
place funding directly where it is needed most.  Citing delays in processing 
complicated applications, programs that are heavily focused on bureaucracy 
instead of the students, and misplaced or out-of-date priorities in the 
administration of E-Rate funds as well as lack of oversight in the program, Pai 
called upon his fellow commissioners to increase transparency and oversight 
and reform the program to a “Student-Centered E-Rate Program.”  
    Unlike the manner in which the E-Rate program is currently 
administered, which requires school districts to file complicated applications 
and undergo lengthy appeal processes, Pai proposed the following: allocate 
the existing E-Rate budget across every school in the country, divided up on 
a per student basis, with rural schools and poorer communities receiving a 
higher per student rate than more urban or affluent communities; re-direct 
funding currently being used for telephone services toward technology to 
prepare the nation’s students for the future; simplify the E-Rate application 
process; and, require schools to spend $1 for every $3 in funding they receive 
through the program on communications services and new technologies, 
with school administration officials certifying that funds are used to the 
direct benefit of students.  
 On July 17, 2013, the Senate Committee on Commerce, Science and 
Transportation held a hearing titled “E-Rate 2.0:  Connecting Every Child 
to the Transformative Power of Technology.”77  Witnesses recommended that 
the application process for the E-Rate program should be simplified; funds 
should be more equitably distributed across all communities, particularly 
those in extremely rural regions of the country; technology should be 
put directly into the hands of students; and, the U.S. should retain its 
technological competitiveness in the global economy.  They also called for 
increased funding to the E-Rate program and a lifting of the current funding 
cap on the program to accommodate current financial needs of both existing 
applicants and future program growth.
 On July 19, 2013, the FCC met to discuss, among other items, 
E-Rate reforms.  Following the meeting, the FCC issued a Notice of Proposed 
Rule Making (NPRM) to obtain comments on how the program can be 

77 “E-Rate 2.0:  Connecting Every Child to the Transformative Power of Technology,” U.S. Senate 
Committee on Commerce, Science, & Transportation, July 17, 2013, http://www.commerce.senate.gov/
public/index.cfm?p=Hearings&ContentRecord_id=4395bf05-e4b9-4477-93df-e54faf2a81c5%20-%20
hearingParticipants.
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reorganized to meet the goals of the President’s ConnectED program.78  The 
NPRM seeks to provide increased connectivity to high-capacity broadband; 
create efficient purchasing of services through bulk buying, consortia, and 
competitive bidding improvements; and, cut the red tape in order to speed, 
streamline, and increase transparency in application reviews.  
 Although the USF should be eliminated entirely, while the E-Rate 
program exists every effort to reduce inefficiencies, waste and abuse must be 
undertaken.  The FCC reform efforts will increase fiscal responsibility and 
improve management.  Efforts to improve digital learning across the country 
are laudable; many private sector companies are already stepping up to the 
plate to improve technology and digital literacy in schools through programs 
like Connect2Compete,79 EveryoneOn,80 and Comcast’s Internet Essentials.81

 On October 29, 2013, Comcast Executive Vice President David L. 
Cohen testified on “Broadband Adoption:  The Next Mile” before the Senate 
Committee on Commerce, Science, and Transportation Subcommittee on 
Communications, Technology and the Internet.  In his testimony, Cohen 
announced that Comcast’s Internet Essentials program had connected an 
estimated 1 million low-income individuals, or more than 250,000 families 
to the Internet at home.82  Through their efforts and partnerships with 
community organizations such as the Boys and Girls Clubs of America, 
Comcast is working to improve digital literacy for the youth of America in 
order to help them succeed.  These private sector efforts will end up making 
ConnectED another wasteful program that will fail to meet its stated goals at 
the taxpayers’ expense.
 Ultimately, the future of the E-Rate program lies with the FCC.  
As Commissioner Pai stated in his remarks before AEI, the NPRM is the 
beginning of the process, and the goal is to implement the final reforms 
in time for the start of the school year in the Fall of 2014.  Commissioner 

78 Megan Slack, “What is ConnectED?” The White House, June 6, 2013, http://www.whitehouse.gov/
blog/2013/06/06/what-connected.
79 “Connect2Compete,” August 14, 2013, http://www.connect2compete.org/about/index.php.
80 “EveryoneOn,” August 14, 2013, http://www.everyoneon.org. 
81 Jeff Baumgartner, “Comcast: ‘Internet Essentials’ Connects 220,000 Low-Income Families,” 
Multichannel News, August 12, 2013, http://www.multichannel.com/distribution/comcast-
%E2%80%98internet-essentials%E2%80%99-connects-220000-low-income-families/144922.
82 Testimony of David L. Cohen, Executive Vice President, Comcast Corporation before the U.S. Senate 
Committee on Commerce, Science, and Transportation Subcommittee on Communications, Technology, 
and the Internet, “Broadband Adoption:  The Next Mile,” October 29, 2013, http://www.commerce.
senate.gov/public/?a=Files.Serve&File_id=bcc5e2c1-29b6-41cc-a6fd-7ad60abc3dcf.
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Pai called for full public participation in the process, asking to hear from 
all interested parties including teachers, parents, the telecommunications 
industry, public policy advocates, and government officials.

municipal broadband: poor service and 
mismanagement at taxpayer expense

   
 As Internet use has grown and spurred on the economy, municipalities 
across the country are seeking ways to redefine Internet access as a public 
utility.  According to a March 2013 report by the Advanced Communications 
Law and Policy Institute at New York Law School, there is a wide array of 
broadband available across the U.S. offering consumers a menu of service 
options that includes cable modem, fiber, and wireless, with more than 1,600 
companies currently providing broadband Internet access, compared to only 
130 companies in 2000.83   
 Municipal broadband networks, also known as government-owned 
networks (GONs), are funded at taxpayer expense and often compete against 
private sector broadband investments.  The building of municipal broadband 
in communities across the country is driven by the purported desire to “plug 
gaps” in broadband access; inject competition into the local and national 
marketplace; spur local economic development; achieve ubiquitous gigabit 
connectivity; and, provide local self-reliance and self-determination in the 
broadband space.84  Proponents of these initiatives argue that localities should 
be allowed to “partner” either “directly or indirectly” with the public or 
private sector to provide broadband services.  However, opening the door 
to publicly-funded telecommunication services also puts municipalities into 
competition with existing businesses.  
 The March 2013 New York Law School study of the rationales 
for building municipal broadband concluded that those areas which lack 
adequate access to broadband (the 5 percent of the country that is unserved) 
are in locations that are either remote, or difficult and expensive to provide 
service.  The establishment of GONs that compete with existing providers 
stems from a pessimistic view of broadband in the U.S. and contradicts the 
analysis that the U.S. broadband market is “vibrantly competitive.”  The 
83 Charles M. Davidson and Michael J. Santorelli, “Evaluating the Rationales for Government-Owned 
Broadband Networks,” The Advanced Communications Law and Policy Institute at New York Law 
School, March 2013.
84 “Parsing the Debate over Government-Owned Broadband Networks,” The Advanced Communications 
Law and Policy Institute at New York Law School, April 2013.
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GONs wrongly place municipalities and policymakers as the best judges of 
whether the U.S. marketplace is effectively competitive.  
 Another rationale used to promote GONs is that municipal 
broadband was originally conceived to include critical functions like public 
safety yet, in order to obtain a better return on their investments, the GON 
is opened up to compete head-to-head with existing providers.  The network 
is also needed to serve as the foundation for a “smart” community and 
smarter services, implying that the investments are vital to bolster the local 
economy, but this rationale does not look at whether the municipality is 
better equipped to provide the service than the private sector.  Finally, there 
is the local self-reliance rationale, which stipulates that municipalities should 
have the freedom to do what they want in the broadband space.85 

 Studies have shown that municipal efforts to build their own 
broadband infrastructure are not always the best solution, as these networks 
use taxpayer funds and federal grants to build networks in areas already 
served by high-speed Internet service providers (ISPs); lack a sustainable 
business plan and long-term resources to invest in maintenance and upgrades 
as technology evolves; and, compete unfairly with existing providers, putting 
private firms at a competitive disadvantage as the municipality engages in 
anticompetitive activities.86

 Among the most egregious examples of wasteful municipal 
broadband is the Utah Telecommunications Open Infrastructure Agency 
(UTOPIA), a consortium made up of 11 municipalities with the objective 
of building a fiber-optic network as a public utility that would provide 
broadband connectivity to their communities.  UTOPIA began in 2002 with 
a $135 million bond; the system was supposed to have been completed in 
three years and have a positive cash flow in five years.87  In 2006, the system 
received a $66 million loan from the Rural Utilities Service (RUS).  UTOPIA 
was given $21 million of that amount, but in 2008 RUS suspended the rest of 
the funding until UTOPIA “improved its financial condition and developed 

85 Davidson, Santorelli, “Evaluating the Rationales for Government-Owned Broadband Networks,” 
March 2013.
86 Joseph D. Fuhr, Jr., PhD, “The Hidden Problems with Government-Owned Networks,” Coalition 
for the New Economy, January 6, 2012, http://www.coalitionfortheneweconomy.org/wp-content/
uploads/2012/01/1-6-12-Coalition-for-a-New-Economy-White-Paper.pdf. 
87 Joseph D. Fuhr, Jr., PhD, “UTOPIA, a Failing Government-Owned Network in Utah,” Coalition 
for the New Economy, December 5, 2012, http://www.coalitionfortheneweconomy.org/wp-content/
uploads/2012/12/12.5.12-UTOPIA-Final1.pdf.
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a new business plan.”88 

 In April 2012, there were only 9,340 subscribers, less than 20 percent 
of the anticipated number of 49,350 projected by network administrators to 
have been on board by September 2007.89  Taxpayers in member cities were 
left with the bill to pay for a failed experiment in the development of a fiber-
optic network as a public utility.90  In November 2013, residents of Orem 
voted against a property tax referendum that would have helped pay some of 
the city’s costs for participation in the UTOPIA consortium.91  The city must 
now look for other measures to subsidize its $2.8 million obligation to fund 
the project. 
  Some cities have used public-private partnerships for broadband 
deployment.  A prime example is the Google Fiber broadband deployment in 
Kansas City, which began in July 2012.92  Kansas City was promised Google 
Fiber at speeds of 1 Gbps and in exchange permitted Google to use city-
owned office space and utilities during the build-out at no charge to the 
company.93  
    In July 2004, Provo, Utah, began a build-out of its fiber-optic 
network, known as iProvo, to be operated as a publicly-run utility.  The $39 
million debt would be paid for through a $5.35 tax, known as a “telcom 
debt charge,” on monthly utility bills of city residents.94  On April 18, 2013, 
Google and the city announced that Google would be bringing Google Fiber 
to the city as part of an agreement by the local government to sell the existing 

88 Ibid.
89 Ibid.
90 “In Our Opinion: Drawing the Line on UTOPIA,” Deseret News editorial, February 26, 2013, http://
www.deseretnews.com/article/765623377/Drawing-the-line.html?pg=all.
91 Genelle Pugmire, “Residents Speak Out, Property Tax Defeated,” Daily Herald, November 6, 2013, 
http://www.heraldextra.com/news/local/central/orem/residents-speak-out-property-tax-defeated/article_
b457ec1e-6334-50d8-b91b-b6e132887d52.html.
92 Joanna Stern, “Google Fiber, Fast Broadband/TV Service, Starts in Kansas City,” ABC News, July 26, 
2012, http://abcnews.go.com/Technology/google-fiber-googles-broadband-tv-service-unveiled-kansas/
story?id=16863153. 
93 Development Agreement between Google, Inc. and the City of Kansas City, Missouri, Final Execution 
Version, July 2012, http://www.netcompetition.org/wp-content/uploads/Google-Kansas-Agreement1.
pdf. 
94 Brannan Platt, “Lessons learned from iProvo and Google Fiber,” Daily Herald, April 27, 2013, 
http://www.heraldextra.com/news/opinion/editorial/lessons-learned-from-iprovo-and-google-fiber/
article_80f1393a-278f-59ce-88a3-7533d5ceb2ca.html.
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municipal fiber deployments for $1.95  While the sale gets Provo out of the 
business of providing Internet service to its residents, the taxpayers are still 
paying the bills for the prior debt.
 There have been some attempts to restrict a city’s ability to build 
municipal broadband, particularly in areas where ISPs already exist.  In March 
2013, the Georgia state legislature defeated a bill to ban city-owned broadband 
services.96  The bill sponsor, Rep. Mark Hamilton (R-Cumming), discussed 
the wasteful spending occurring in these systems, while his colleague,  Rep. 
Jay Powell (R-Camilla), countered that providing ISP broadband service in 
some areas of his district was very difficult.
 A July 16, 2013, article in Wired described the difficulties ISPs 
have to overcome if they wish to build broadband infrastructure in local 
communities.97  These include pole attachment fees and access to publicly 
owned rights-of-way, which can potentially double the cost of network 
construction.   
 Success stories in municipal broadband are few and far between.  
Chattanooga, Tennessee was the first city to offer speeds of up to one Gbps 
broadband service, which is 200 times faster than the average speed in the U.S. 
and 10 times faster than the 2020 goal set by the Obama administration, as 
well as “smart metering” services for businesses.  This municipal broadband 
project was highlighted by Susan Crawford in her book, Captive Audience: 
The Telecom Industry and Monopoly Power in the New Gilded Age.98  But even 
the supposed success stories have problems.  Chattanooga needed a one-
time infusion of $110 million in federal taxpayer dollars in order to build its 
fiber system, and remains more than $200 million in debt with repayment 
not expected until at least 2020.99  Crawford highlighted the “success” of the 
Chattanooga project, and called upon America to move to a “utility model” 

95 Karl Bode, “Google Fiber Coming to Provo, Utah,” Broadband DSL Reports, April 18, 2013, http://
www.dslreports.com/shownews/Google-Fiber-Coming-to-Provo-Utah-123915.
96 Chloe Albanesius, “Georgia House Defeats Bill to Ban Municipal Broadband Networks,” PC Magazine, 
March 8, 2013, http://www.pcmag.com/article2/0,2817,2416399,00.asp.
97 Berin Szoka, Matthew Starr, and Jon Henke, “Don’t Blame Big Cable.  It’s Local Governments That 
Choke Broadband Competition,” Wired, July 16, 2013, http://www.wired.com/opinion/2013/07/we-
need-to-stop-focusing-on-just-cable-companies-and-blame-local-government-for-dismal-broadband-
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98 Susan Crawford, Captive Audience: The Telecom Industry and Monopoly Power in the New Gilded Age, 
Yale University Press, 2013, p. 256.
99 Joseph D. Fuhr, Jr., PhD, “The Hidden Problems with Government-Owned Networks.”
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for broadband services at taxpayer expense.100  
 Rather than force municipalities into situations in which they 
feel they must build out GONs, state and federal officials must work 
cooperatively to remove any barriers or regulations that may be stifling the 
private sector from entering this field.  It is through working together that 
local communities across the country will be able to ensure that their citizens 
will be provided with up-to-date telecommunications technology now and 
well into the future, without being burdened with the expense of building 
and maintaining a taxpayer-financed system. 
 At a time when local governments already face major financial 
challenges and are struggling to balance their budgets, using scarce resources 
to fund unnecessary GONs would be an irresponsible use of taxpayer dollars.
   

the rural utilities service has outlived 
its usefulness

   
 Pigs, corn, cows, wheat, and broadband.  The common thread that 
ties these items together is the U.S. Department of Agriculture (USDA).  It 
may seem incongruous that the USDA is involved in broadband investments 
across the country, particularly in light of the FCC’s role in promoting 
broadband deployment as part of the NBP; yet, the USDA plays an active 
role through the RUS.  The agency grew out of the remnants of the Rural 
Electrification Administration (REA), which was created in the 1930s.  The 
primary goal of the REA was to promote rural electrification to farmers 
and residents in out-of-the-way communities where the cost of providing 
electricity was considered too expensive for local utilities to bear alone. 
 By 1981, 98.7 percent of Americans had electricity and 95 percent 
had telephone service.   Rather than declaring victory and shutting down the 
REA, the RUS was born, and its mandate was expanded to provide loans and 
grants for activities including telephone service to underserved areas of the 
country.  That mission was further expanded in 2002 to include broadband 
services to rural areas of the country unserved or underserved by existing 
service providers.  This sounds much like the mission undertaken by the 
USF, but without a clear definition of what constitutes an underserved region 
of the country.   
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 In 2009, the USDA IG reported that RUS had not fully implemented 
corrective action in response to eight of the 14 recommendations from 
the 2005 report and continued to make loans to providers in areas with 
preexisting service, sometimes in close proximity to large urban areas.102  

 During the open comment period in late 2011 and early 2012 for 
the restructuring of the USF program, the RUS raised concerns to the FCC 
about the effect reforms might have on its program.103  Positioning itself 
as an incentive lender, rather than a lender of last resort, RUS suggested 
that the reorganization could have consequences affecting the qualification 
of applicants for its loan program, because the RUS includes USF grants, 
intercarrier compensation, end user revenues, and other funding sources 
when examining the financial stability and creditworthiness of its loan 
applicants.  A July 9, 2012, article in Fierce Telecom reiterated this position 
when it reported on concerns of the Rural Broadband Alliance that, with caps 

broadband deployment in the united states

RUS has not maintained its focus on rural 
communities without preexisting service.  Although 
the language of the law specifies that these Federal 
loans and grants are for rural communities, RUS 
has codified and implemented a definition that 
cannot reliably distinguish between rural and 
suburban areas.…Furthermore, we question 
whether the Government should be providing loans 
to competing rural providers when many small 
communities might be hard pressed to support even 
a single company.  In these circumstances, RUS may 
be setting its own loans up to fail by encouraging 
competitive service; it may also be creating an 
uneven playing field for preexisting providers 
operating without Government assistance.101 

101 “Audit Report: Rural Utilities Service Broadband Grant and Loan Programs,” U.S. Department of 
Agriculture Office of the Inspector General, Report No. 09601-4-Te, September 2005, http://www.usda.
gov/oig/webdocs/09601-04-TE.pdf.
102 “Audit Report:  Rural Utilities Service Broadband Loan and Loan Guarantee Programs,” U.S. 
Department of Agriculture Office of the Inspector General, Report No. 09601-8-Te, March 2009, http://
www.usda.gov/oig/webdocs/09601-8-TE.pdf.
103 “Overview of Telecommunications and Broadband Loan and Grant Programs,” Rural Utilities Service, 
U.S. Department of Agriculture, 2011, http://apps.fcc.gov/ecfs/document/view?id=7021699801.

 A September 2005 USDA Inspector General (IG) report noted:  



on payments to rural telecommunications providers, some loan recipients 
“might not be able to pay back their Rural Utilities Service (RUS) loans.”104 

This wasteful spending in federal broadband programs has the potential to 
allow double-dipping into multiple federal pots of money.105

 In its 2013 Prime Cuts report, CAGW highlighted wasteful spending 
at RUS and called for its elimination, which would save $9.6 billion in one 
year and $48.1 billion over five years.106  While RUS provides funding for 
more than just broadband deployment, those projects are appallingly wasteful.  
In 2009, Buford Communications of LaGrange, Arkansas, (population 
122) received $667,120 to build a hybrid fiber coaxial network and a new 
community center.  This equates to $5,468 per resident of LaGrange.107  

    The debate over the 2013 Farm Bill provided a golden opportunity 
to eliminate this outdated, wasteful agency.  Some moderate RUS broadband 
reforms were included in the Senate version of the bill.  
 The RUS program picks winners and losers in already competitive 
marketplaces at the taxpayers’ expense.  When government competes with 
the private sector, the taxpayers lose.  
 Failure to eliminate the antiquated RUS or prevent further expansion 
of the program results in taxpayers being stuck with this unnecessary, 
duplicative, and excessively expensive program into the foreseeable future.  It 
is time to unplug the RUS.
    

stimulating excessive broadband
   
 When he signed the stimulus bill, President Obama promised 
that the $862 billion expenditure of taxpayer dollars would provide jobs 
and improve the economy.108  Everyone has heard about the “shovel-ready 
jobs” and seen signs along the highway touting the use of ARRA funds for 

104 Sean Buckley, “Rural Broadband Alliance: USF Reform Will Do More Harm than Good,” Fierce 
Telecom,  July 9, 2012, http://www.fiercetelecom.com/story/rural-broadband-alliance-usf-reform-will-do-
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107 Ibid.
108 H.R. 1, American Recovery and Reinvestment Act of 2009, http://www.gpo.gov/fdsys/pkg/BILLS-
111hr1enr/pdf/BILLS-111hr1enr.pdf.

32

telecom unplugged:  ushering in a new digital era



33

transportation improvements.
    Other programs receiving stimulus dollars may not be as well-known.  
Two of them were designed to increase national broadband deployment.  The 
RUS received $2.5 billion in stimulus funding for its Broadband Initiatives 
Program (BIP), and the National Telecommunications and Information 
Agency (NTIA) received $4.7 billion for its Broadband Technology 
Opportunity Program (BTOP).  From FY 2002 to FY 2009, BIP’s funding 
averaged $13 million annually, and the NTIA’s Public Safety Interoperable 
Communications Program, the predecessor to BTOP, received $1 billion in 
its largest funding year, FY 2007.
    An October 2009 GAO report pointed out that RUS and NTIA 
would “face the challenge of monitoring these projects with far fewer staff 
per project than were available for their legacy grant and loan programs,” 
and that both programs “lack[ed] funding for oversight beyond fiscal year 
2010.”109

    On December 12, 2011, The Daily Caller reported that, as of the 
third quarter of 2011, projects funded through the BTOP program had a 
zero completion rate.110  Delays in implementing grant programs persisted;  
the recovery.gov website showed that in December 2012, of the 844 grant 
awards and contracts totaling $4,456,797,171 issued by the NTIA, only 26 
had been completed, 192 were less than 50 percent complete, 623 were more 
than 50 percent complete and three had not yet started.  
 According to the same website, the RUS had given out 227 loans, 
grants and contracts under the stimulus program, totaling $1,151,246,819.  
From these awards, 15 projects were completed, 110 were less than 50 
percent complete, 69 were more than 50 percent complete, and 33 had not 
yet started.  All of the stimulus-funded broadband projects were given a 
deadline for completion of September 30, 2013.
    Among the projects listed as incomplete were seven BTOP public 
safety network initiatives grantees that were ordered by NTIA in May 2012 
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to stop their work.111  The NTIA had concerns that the networks being 
developed under these grants would not be compatible with a new FirstNet 
national first responder network created by the Middle Class Tax Relief 
and Job Creation Act of 2012.  On February 12, 2013, the FirstNet board 
members voted to allow these grant recipients to re-engage in building their 
public safety networks.112

 According to the USDA, the RUS has obligated $3.5 billion in 
funding for the BIP program for 320 projects in 44 states and territories.113  
Despite the program’s widespread funding reach, the money is not necessarily 
being spent wisely by grant recipients.  
 For example, the West Virginia Statewide Broadband Infrastructure 
Project received $126 million to expand broadband access to schools, hospitals, 
libraries, and community centers in underserved or unserved areas.114  The 
state spent $24 million of that money to purchase high capacity routers, each 
of which are capable of providing up to 1,000 connections at a time.  These 
routers cost $22,600 each, and were distributed to some larger institutions 
for which they were built, as well as to small community centers and libraries 
that have between two and six computer connections.  According to a May 
8, 2012, editorial in The Charleston Gazette, it was later determined that, 
because many West Virginia public facilities already have broadband routers, 
366 of the devices worth $8.27 million in taxpayer funding had not been 
installed and were sitting in warehouses collecting dust.115

    On September 14, 2012, the GAO issued a report that reviewed 
the data provided by RUS and NTIA on broadband spending under the 

111 Frequently Asked Questions (FAQ): Broadband Technology Opportunities Program (BTOP) 700 
MHz Public Safety Projects: Conforming Existing State and Local BTOP Projects with the Nationwide 
Public Safety Network Envisioned by the Middle Class Tax Relief and Job Creation Act, BroadbandUSA, 
National Telecommunication and Information Administration, U.S. Department of Commerce, May 
2012, http://www2.ntia.doc.gov/files/btop_public_safety_700_mhz_faqs_05112012.pdf.
112 Donny Jackson, “FirstNet Opens Door to BTOP Projects for Public-Safety LTE,” Urgent 
Communications, February 12, 2013, http://urgentcomm.com/ntiafirstnet/firstnet-approves-btop-
projects-public-safety-lte.
113 “Broadband Loan and Grant Program Recovery Goals,” U.S. Department of Agriculture Rural 
Development, http://www.rurdev.usda.gov/arra/broadband.html.
114 “Government Waste is Alive and Well in West Virginia,” WasteWatcher, Citizens Against Government 
Waste, June 2012, http://cagw.org/media/wastewatcher/government-waste-alive-and-well-west-virginia. 
115 “Waste: $22,600 Routers,” The Charleston Gazette, May 8, 2012,  http://www.wvgazette.com/
Opinion/Editorials/201205080082. 

34

telecom unplugged:  ushering in a new digital era



35

stimulus.116  The GAO found that while NTIA collected data on its broadband 
projects and was able to project a 76 percent completion rate, RUS was not so 
diligent.   The RUS’ failure to collect data in a timely manner led to its inability 
to provide a reliable measure for deployment of fiber miles and wireless access 
points.  GAO was informed by RUS officials in June 2012 that they had 
begun tracking the number of fiber miles and wireless access points deployed 
by BIP projects, but were uncertain of the quality of the data collected.  
 In March 2013, the USDA IG reported that “RUS funded BIP 
projects that sometimes overlapped preexisting RUS-subsidized providers 
and approved 10 projects, totaling over $91 million, even though the 
proposed projects would not be completed within the 3-year timeframe RUS 
established and published.”117  The IG “also found that the agency could have 
implemented the program so that it would have focused more exclusively on 
rural residents who do not already have access to broadband.”118

    On February 7, 2013, KUSA-Channel 9 News in Denver, Colorado, 
reported on the administration of a BTOP grant in which money was used 
to build new fiber optic lines alongside those already in existence, directly 
competing with local telecommunications and broadband providers.119  

According to the report, the grant recipient, Eagle-Net, received a BTOP 
award of $100.6 million to bring high speed broadband services to all the 
schools, libraries and anchor institutions in underserved areas of Colorado.  
 The Eagle-Net project summary on recovery.gov states in part, “The 
project addresses the lack of affordable high-capacity broadband access at 
many rural and underserved school districts and educational institutions, 
many of which currently rely on outdated copper-based telecommunications 
facilities.”120  However, KUSA highlighted Eagle-Net’s use of grant 
funding to build these lines to locations already being served by fiber optic 
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communication providers, such as a school in Agate, Colorado, which serves 
11 students and has three different fiber optic lines to the school, including 
Eagle-Net.  
    On February 11, 2013, The New York Times reported that the earliest 
fiber optic connection turned on by Eagle-Net was in a Denver, Colorado, 
suburb which already had fiber optic service running at 300 Mbps.121  In 
September 2012, several members of the Colorado congressional delegation 
expressed their concern about Eagle-Net being involved in overbuild issues 
relating to their work in extending fiber optic lines to communities around the 
state.122  On December 7, 2012, NTIA suspended Eagle-Net’s construction 
to resolve environmental issues that had been raised.123 This suspension was 
lifted on April 29, 2013.124  
    On February 20, 2013, the House Energy and Commerce 
Subcommittee on Communications and Technology  held a hearing on the 
status of broadband spending under the stimulus.  Witnesses stated that 
much of the stimulus broadband funding has produced overbuild leading 
to direct competition with incumbent private sector providers of broadband 
services. 
 While Connect North Georgia President Bruce Abraham lauded 
the economic benefits to northern Georgia stemming from the $33 million 
broadband stimulus loan it received,125 Vermont State President of FairPoint 
Communications Michael K. Smith described millions in federal dollars being 
used for overbuild projects throughout New England that “create a publicly 
financed competitor aimed at putting FairPoint and other private providers at 
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a competitive disadvantage.”126  In addition,  Colorado Telecommunications 
Association Executive Vice President Peter Kirchhof raised concerns about 
the overbuild experienced in the Eastern Plains, South Central Colorado, 
and the Denver Metropolitan area by Eagle-Net Alliance using broadband 
stimulus funding.127  Kirchhof called upon the committee to “strongly 
encourage Eagle-Net to negotiate in good faith with local providers to use 
existing local facilities and to avoid duplication of existing infrastructure.  
Eagle-Net should redeploy remaining funds to areas of the state (Western 
Slope) where it is badly needed.”128  
 Increased broadband connectivity is important, and many private 
sector companies have already stepped up and improved service for both 
wireline and wireless customers through their own capital investments.  
However, when taxpayer funds are used through either grant or loan programs, 
there should be increased accountability for where and how tax dollars are 
being spent in order to avoid wasteful spending and overbuild of existing 
infrastructure.  Agency program administrators in charge of evaluating and 
processing federal grant requests should maintain and monitor the spending 
and progress of each project from start to finish through databases with 
measurable metrics in order to ensure the best use of taxpayer funds.
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