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How To Cope with the New Requirements and Find
New Opportunities in the Lifeline Program

. The New Low Income USF Program:

Moderator: Jim Smith, Davis Wright Tremaine LLP

Speakers:

= Danielle Frappier, Partner, Davis Wright Tremaine
LLP

= Garnet Hanly, Attorney Advisor, Wireline
Competition Bureau, Federal Communications
Commission

= Dale Schmick, Chief Strategy Officer, YourTel
America
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The Federal Lifeline Program:

Changes,
Challenges,
Opportunities



Brief Overview -|=

= Lifeline provides subsidies to lower retail rates of
voice telecommunications services to low income
people
— Qualify based on

« parficipation in another social program (e.g., food stamps)
or

« certain income level (most states 135% of federal poverty
guidelines)
— Carrier must be an “eligible telecommunications carrier”
(ETC) and offer “voice telephony”
= Evolved from long-standing policy of universal
service, which historically was focused on:

— Service for all areas, including rural

— Cheap local telephone service
* historical cross subsidy from long distance services



The Olden Days of USF: Ma Bell N

“One policy,
one system,

universal service”
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A Highway of

Communication

It goes by your door.  Every home,
every office, every factory, and every
farm in the land is on that great high-
way or within reach of it. It is a
highway of communication and every
Bell Telephone is a gateway by which
it can be reached.

Millions of messages travel over
this highway every day. In the great
cities they follow one another like the
bullets from a machine gun, and over
the wide reaches of the country they
Ay with the speed of shooting stars.

The Bell service carries the thoughts
and wishes of the people from room
to room, from house to house, from
commumty to community, and from
state 1o stte,

This service adds to the cfficiency
of each citizen, and multiplies the
power of the whole nation,

The Bell system brings eighty
million men, women and children
into one telephone commonwealth, so
that they may know one another
and live together in_ harmonious un-
derstanding.

A hundred thousand Bell employ-
ees are working all the time on this
highway of communication. Every
year it is made longer and broader,

and its numerous branches are more

widely extended. LEvery vear n is
furnished with a larger number of
telephone gateways and becomes the
means of greater usefulness,

The Bell Long Distance Telephone will meet your
new needs and serve your new purposes. It
means—one policy, one system, universal service.
Every Bell Telephone is the center of the system.

AMERICAN TELEPHONE AND TELEGRAPH COMPANY

AND ASSOCIATED COMPANIES




Brief History of Lifeline -|=

» Obamaphone Reaganphone

— Federal Lifeline created in 1985

= 1996 Act infroduced competition for residential
market and created the modern Lifeline/Link Up
program
— |ILECs saw Lifeline as a burden

= |In the 2000s, wireless grew exponentially and
wholesale pricing dropped

= 2008 severe economic recession
= ]in 8 on food stamps

= 2008 Lifeline participation expanded



A Closer Look at the Market -|=

= Historically low participation in Lifeline: 29% 2009
= / M households enrolled in Lifeline
= 24.5 M eligible households (USAC est.)
= End 1Q 2012: approx. 57% participation
= 17 M households enrolled in Lifeline
= Roughly 30 million eligible households

= Based on food stamp eligibility (not
participation due to under-enrollment)

= Conclusion:
= Still approx. 13 million households unserved

= gap is rapidly closing on historically low
participation



Soft Labor Market Key Driver -|I

“Why Have SNAP [Food Stamp] Participation and Spending
Increased So Much?

Almost two-thirds of the growth in spending on SNAP benefits
between 2007 and 2011 stemmed from the increase in the
number of participants. Labor market conditions deteriorated
dramatically between 2007 and 2009 and have been slow to
recover; since 2007, both the number of people eligible for the
program and the share of those who are eligible and who
participate in the program have risen.

About one-fifth of the growth in spending can be attributed to
temporarily higher benefit amounts enacted in the American
Recovery and Reinvestment Act of 2009. The remainder stems
from other factors, such as higher food prices and lower income
among beneficiaries, both of which have boosted benefits.”

http://www.cbo.gov/publication/43175 (emphasis added)
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Wireless a Success T

= Cutting the cord:
— almost 1/3 of households have only wireless service
— Lifeline population is no different

= Wireless carriers focused on Lifeline market to
customers ignored by big carriers

= Big wireless carriers:
— Don't focus on Lifeline population as a general rule

— Require credit checks, long term contracts, early
termination fees

— Retail focused on high margin, high-end plans, brand

preservation, and the top 30% who buy the majority
of smartphones



Prepaid Plans a Success T

=

Very atfractive to Lifeline population as budget
control mechanism

Predominant model internationally for wireless
— Western Europe & China - 70% prepaid

— India - 95% prepaid

— Africa - 99% prepaid

In US: the not-so-new frend

— 2011: 1/2 new wireless subscriptions prepaid

— 2012: 25% of all wireless subscriptions prepaid
Prepaid in US not limited to telecom—

iIncreasingly normal in debit-credit card industry

— 8.2% of US households unbanked, 20.1% underbanked
(total 28.3%). Totalis up from 25.6% in 2009.



Regulatory Changes and Challenges -|=

= Feb. 2012 FCC order: Key changes

— Link Up eliminated (with limited exceptions)
— Documentation
— Standard reimbursement rate

— Lengthy end user certifications and marketing
disclosures

— One-per-household finally codified; parameters for
group housing

— Usage

— 100% annual re-certification

— Audits



Documentation is a Challenge L

= Qualifying document formats vary significantly,
can be difficult to interpret

= Poor people don't have easy access 1o
scanners, faxes, efc. - ‘ —
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Annual Re-Certification is a Challenge -|=

= Need to have subscriber annually fill out form or
provide oral certification in most states that
subscriber continues to qualify

= Non-response a problem

= Subscriber education key and keeping process
quick and easy key to successful annual re-
cerfification

= States with eligibility databases permit carrier to
bypass this cumbersome process




Database(s): Regulatory Certainty Ahead .-!i

= Once established, much of the uncertainty of

serving the Lifeline population will be removed
— End 20132

— ETC designation can take months, sometimes a year,
depending on the state

= The 2/5 pent up demand becomes easier to serve

= Single federal databasee Two federal: duplicate
prevention + qualification?

= State opt-outse
= Challenges in Establishing:

— Privacy concerns
— Getting the states to work together



Shift to Broadband: New Opportunities -|I

= All USF shifting to funding broadband

— High Cost>the new Connect America Fund
— Schools and Libraries (“E-rate”) and Rural Healthcare
programs already funding broadband

= Pjlof to fund broadband through Lifeline to
launch fall 2012
— $25 million
— 12 months

— Then, study of what subsidy level needed, end user
equipment, etc.



Shift to Broadband: New Opportunities -|I

= May help providers tap info the unserved
porfions of this market

= Until broadband funded, bundling blessed in
Lifeline reform order

— Lifeline-supported services may be bundled with
other, non-supported services such as broadband

— May help retain subscribers to non-supported services
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Questions®e

Danielle Frappier
daniellefrappier@dwt.com



COMPTEL Fall 2012 Conference

October 10, 2012

Garnet Hanly, Attorney Advisor
Telecommunications Access Policy
Division

Wireline Competition Bureau

Federal Communications Commission



Highlights of Lifeline Reform Order Implementation

New certification requirements effective June 2012
One-per-household worksheet
Eligibility tool at www.lifelinesupport.org

ETCs who offer service for free must de-enroll subscribers who do not use
the service for 60 days effective May 2012

Flat rate support and revised Form 497
Transition to actual payments completed Oct 2012
Waiver petitions granted (USTelecom, CA, OR, CO, DC)

In-depth data validations (IDVs) completed in 2012: AL, AZ, DC, IL, LA,
MD, MI, MO, MS, NV, NY, PA, VA, WA, and WV
F
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Lifeline Reform Implementation-Cont’ d

e National Lifeline Accountability Database RFP
- Bids due Oct 12, 2012; vendor selection by end of year

Review of Compliance Plans & ETC Petitions

Upcoming Recertification Deadlines

- ETCs and Administrators must re-certify their base of subscribers as of
June 1, 2012 and must complete the re-certification process by
December 31, 2012

- ETCs must report the results of its re-certification process to the
Commission and USAC by January 31, 2013 using FCC Form 555

Recertification Waivers Filed

e Reconsideration Petitions

Further Notice of Proposed Rulemaking
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Broadband Adoption Lifeline Pilot Program

e Public Notice Launching Broadband Adoption Lifeline Pilot Program (April
30, 2012)

e Applications filed July 2, 2012 (received 24 applications)

e Diversity of Applications

- Received 14 Wireline and 12 Wireless Applications (two applications
include both wireless and wireline offerings); 5 Tribal applications

- Applications cover 28 states, Puerto Rico and the Virgin Islands

- Many of the applications includes partnerships that test the effect of
subsidy amounts, digital literacy training and access to equipment on
broadband adoption

- Support requested exceeds $25 million in funding for the Pilot
Program

e Order directs Bureau to select a small number of projects, and at least
one Pilot will be selected on Tribal lands

F
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Overall Savings Due to Reform

e Interim Savings Target Report, July 31, 2012

e On track for at least $200 million in total savings this year

- Over 700,000 duplicate subscriptions eliminated in 2011 and
2012 ($80 million in annual savings).

- Eliminated Link-Up support on non-Tribal lands, saving nearly $160
million annually.

- Non-Usage and new certification requirements have reduced
disbursements in August and September.

A
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CompTel Plus
Fall 2012
The New Low Income
Program



CHANGE
IS GOOD.
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Second, the Order requires ETCs (or the state
administrator, where applicable) to check
the eligibility of new Lifeline subscribers at
enrollment by accessing available state or
federal eligibility databases. Where underlying
eligibility data cannot be accessed through a
database, the Order requires new Lifeline
subscribers to provide documentation of
program-based eligibility or income-based
eligibility, which the entity enrolling the
subscriber should review (but not retain).

YOURTEL AMERICA, INC.
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An account will be considered active if during any 60-
day period the authorized subscriber does at least one
of the following: makes a monthly payment; purchases
minutes from the ETC to add to an existing pre-paid
Lifeline account; completes an outbound call; answers
an incoming call from anyone other than the ETC, its
representative, or agent; or affirmatively responds to a
direct contact from the ETC confirming that he or she
wants to continue receiving the Lifeline supported
service.

YOURTEL AMERICA, INC.
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Pursuant to the new rule we adopt today, all ETCs
must re-certify the eligibility of their Lifeline
subscriber base as of June 1, 2012 by the end of
2012 and report the results to USAC by January 31,
2013

YOURTEL AMERICA, INC.
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