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The Federal Communications Commission’s 
(FCC) Universal Service Fund (USF or Fund) has 
been one of the nation’s most important tools for 
connecting our nation, including rural communities, 
low-income families, schools, libraries, and rural 
health care facilities. However, the funding mech-
anism that supports the Fund is under significant 
duress. The “contribution base” – the revenues used 
to calculate USF contributions – has declined 63% 
in the last two decades, from $79.9 billion in 2001 to 
$29.6 billion in 2021. Meanwhile, the “contribution 
factor” – which is the USF fee assessed on interstate 
and international telecommunications service and 
certain telecommunications revenues – has increased 
from 6.9% in 2001 to a historic high of 33.4% in the 
second quarter of 2021. Assuming a continuation 
of historical trends, the contribution factor could 
approach 40% or more in the coming years. This 
situation is unsustainable and jeopardizes the uni-
versal broadband connectivity mission for our nation 
without immediate FCC reform.

To ensure the enduring value of the USF pro-
gram and America’s connectivity goals, we must have 
a smart and substantive conversation about the pro-
gram’s future. At the request of INCOMPAS, NTCA 
– the Rural Broadband Association, and the Schools, 
Health & Libraries Broadband (SHLB) Coalition, 
this report analyzes several options for FCC reform 
of the current status quo that have been pending in 
FCC rulemakings dating back to the early 2000’s: (1) 
modifying the current revenues-based contribution 
methodology to assess broadband internet access 
service revenues, (2) assessing connections, or (3) 
assessing telephone numbers. 

 Today, USF fees are assessed on reported 
end user (retail) telecommunications revenues of 
wireline and mobile providers, cable operators and 
others providing interconnected Voice over Internet 
Protocol (VoIP). Contributors are required to pay the 
assessment based on their reported revenues, and 
they typically pass those fees along to consumers 
and businesses. The FCC does not assess wholesale 
(provider-to-provider) service revenues, nor does it 

assess information services, retail fixed broadband 
internet access or retail mobile data services that 
provide internet access.

The most dramatic decline in reported retail 
revenues has been for mobile services. Reported 
retail mobile telecommunications service revenues 
(namely, mobile voice) declined 66% between 2010 
and 2019; most mobile service revenues are attribut-
ed to data service, which is not assessed. 

In contrast, local service revenues – which in-
clude both traditional landline telephone service and 
interconnected VoIP – declined 36% over this period, 
while toll (long-distance) revenues declined 35%.

Meanwhile, revenues not subject to assessment 
(such as broadband internet access) have grown 
dramatically, more than doubling in the last decade, 
from $173 billion to $361 billion. It is apparent that 
service providers that bundle voice service with 
broadband internet access service are allocating only 
a small portion of the monthly rate to the assessable 
service (voice telephony). 

Reforming the current revenues-based system to 
include broadband internet access service revenues 
is the preferred approach, both as a matter of policy 
and ease of implementation. Doing so would reduce 
the contribution factor to less than 4%.

First, it is appropriate as a matter of public pol-
icy to assess broadband internet access service rev-
enues because all four programs in the USF promote 
universal broadband. The revenues from broadband 
internet access services that are increasingly used by 
Americans today should contribute to the USF pro-
grams that support the expansion of such services 
to all. This will better reflect the value of broadband 
internet access service in today’s marketplace for 
both consumers and businesses.

Second, broadband internet access service 
revenues are expected to be stable in the future, with 
the potential for some modest growth. This would 
stabilize the funding mechanism and stop the death 
spiral in the current USF contribution methodology. 

Third, it is a solution that can be implemented 
more quickly than the alternatives. It would be far 
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less uncertain than seeking congressional inter-
vention and can be done by the FCC pursuant to its 
current statutory mandate. FCC reform of the USF 
contribution mechanism now is an important first 
step in stabilizing the current system. 

Fourth, there is a significant advantage to 
retaining the current revenues-based system be-
cause most of the revenues reported to the FCC for 
USF purposes come from publicly traded companies 
that are audited and subject to stringent financial 
reporting standards for their revenues. This external 
financial scrutiny would provide an additional level 
of assurance that the metric used to assess USF con-
tributions is accurately reported. 

Fifth, assessing both broadband internet access 
service and voice services removes the incentives 
of providers to arbitrarily allocate revenues from 
bundled services to one service and not the other. 
This creates an inequitable situation where some 

end users continue to pay into USF, while others do 
not, yet everyone benefits from the positive network 
externalities of universal connectivity made possible 
from the four USF programs that support broad-
band-capable networks and service. 

Reform of the current system of financing uni-
versal service is long overdue. The FCC has sought 
comment multiple times on various permutations of 
the options analyzed in this report and has the ability 
to move forward to assess broadband internet access 
service revenues without congressional action. The 
rapid increase in the contribution factor over the last 
decade and potentially in the future puts the stability 
of the entire USF at risk. While other proposals to 
help finance universal broadband may warrant fur-
ther examination, the FCC should reform the current 
contribution methodology now to assess broadband 
internet access service revenues.
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The Federal Communications Commission’s 
(FCC) Universal Service Fund (USF or Fund) is cur-
rently financed by collecting a fee from providers of 
“telecommunications” and “telecommunications ser-
vices” based on their end user interstate and interna-
tional revenues. There are increasing concerns about 
the growth and the disparate impacts of this fee on 
consumers, business customers, and the communi-
cations industry that serves them. There is a growing 
consensus that the current methodology for assess-
ing the fee is unsustainable and, as a result, all of the 
USF programs that are critical to the availability of 
broadband across the U.S. are at risk if the funding 
mechanism is not stabilized. 

This report compiles and analyzes the relevant 
data using a consistent set of terms and documented 
sources. The report is intended to facilitate a compar-
ison of different assessment systems that could be 
implemented by the FCC now to avert the immediate 
crisis on the horizon. While supplemental measures 
to preserve and advance universal service may be 
warranted, desirable, and advisable, contribution 
reform by the FCC need not – and should not – wait 
for congressional consideration of and action on 
other proposals to broaden the contributions base. 
FCC reform of the contribution mechanism now is an 
important first step in stabilizing the current system.  

Under federal law, all telecommunications 
service providers and certain other providers of 
telecommunications contribute to the federal USF. 
Since the creation of the USF in its current form in 
the wake of the Telecommunications Act of 1996 
(’96 Act),1 service providers contribute based on a 
percentage of their interstate and international end 
user telecommunications revenues. Today, most 
contributions come from wireline phone companies, 
mobile (cellular) providers, cable operators and 
others providing interconnected Voice over Internet 
Protocol (VoIP). 

Section 254(d) of the Communications Act 
of 1934, as amended by the ’96 Act, provides that 
“[e]very telecommunications carrier that provides 
interstate telecommunications services shall contrib-
ute, on an equitable and nondiscriminatory basis, to 
the specific, predictable, and sufficient mechanisms 
established by the Commission to preserve and 
advance universal service.”2 Under this mandatory 
contribution provision, every provider of interstate 
telecommunications services must contribute,3 
although the FCC has authority to exempt a carrier 
or class of carriers if their contributions would be de 
minimis. Section 254(d) also provides the FCC with 

broader, permissive authority to assess contributions, 
stating “[a]ny other provider of interstate telecom-
munications may be required to contribute to the 
preservation and advancement of universal service if 
the public interest so requires.”4

When the FCC implemented the ‘96 Act, it 
chose to assess contributions based on end user 
revenues.5 It had sought comment on basing contri-
butions on gross revenues, net telecommunications 
revenues (gross revenues net of payments to other 
carriers for telecommunications services), or a per-
line or per-minute charge. At that time, it also exer-
cised its permissive authority to require payphone 
aggregators and private carriers (i.e., companies that 
sell services on an individualized contractual basis, 
such as special access) to contribute to USF.6 

The FCC first initiated a rulemaking proceeding 
to consider changes to its framework for assessing 
USF contributions in 2001.7 In 2002 and 2003, the 
FCC sought to develop the record on alternative 
methodologies to the current system, specifically 
seeking comment on the potential assessment of 
connections or telephone numbers.8 In 2006, the 
FCC exercised its permissive authority to require 
interconnected VoIP providers to contribute. While 
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noting that it had not addressed the regulatory 
classification of interconnected VoIP services under 
the ’96 Act, the FCC concluded that interconnected 
VoIP providers are “providers of interstate telecom-
munications” and therefore subject to the FCC’s 
permissive authority. The FCC concluded that it 
would exercise that permissive authority to ensure 
a level playing field among direct competitors.9 The 
FCC sought comment on contribution reform again 
in 2008,10 and most recently, in 2012, seeking com-
ment on the three reform methodologies this report 
discusses.11 

In 2014, the FCC referred the record from the 
contribution reform docket to the Federal-State Joint 
Board on Universal Service.12 The Joint Board was 
unable to reach a consensus, and ultimately the State 
Members of the Joint Board submitted their views on 
a Recommended Decision to the FCC in 2019.13

The State Members recommended that the FCC 
adopt a connections-based assessment on residential 
services and an expanded revenues-based assess-

ment on business services. They recommended 
that the FCC structure the revised contributions 
system so that the rate per residential connection 
would yield an amount equal to 50% of overall USF 
demand, and the contribution factor for assessing 
business services revenues would cover the oth-
er 50% of overall USF demand. (This was not the 
product of any specific analysis of what the relative 
residential-business contribution share was at the 
time, but rather a policy recommendation on how to 
implement such a hybrid system.) Under their recom-
mended approach, residential voice and broadband 
connections, as reported on FCC Form 477, would 
each be assessed a per-connection fee. For business 
services, the State Members recommended that the 
FCC expand the current revenues-based assessment 
system to include revenues associated with “current 
and future generation virtual private network (Gen 
VPN) services, Video Conferencing, Web Conferenc-
ing, Unified Communications, and business wireless 
broadband access services.”14

WHAT IS ASSESSED
The total amount of money that must be col-

lected each year for USF is generally determined 
based on quarterly projections of demand for each of 
the four universal service programs.15 The relevant 
percentage assessment – often referred to as the 
contribution factor – is based on the ratio of total 
projected quarterly expenses of the universal service 
support mechanisms to total projected collected 
interstate and international end user telecommunica-
tions revenues, with minor adjustments to take into 
account true-ups and to account for uncollected rev-
enues. The FCC’s Fund Administrator, the Universal 
Service Administrative Company (USAC), submits 
information for both projected demand and project-
ed revenues to the FCC every quarter, and then the 
FCC’s Managing Director announces the contribu-
tion factor for the upcoming quarter.

Service providers file quarterly estimates of 
their projected revenues for the upcoming quarter 
on FCC Form 499-Q, and then annually provide more 

detailed information on their actual billed revenues 
for the prior calendar year on FCC Form 499-A. 

When filing FCC Form 499-A, companies must 
break out their revenues in several ways. First, filers 
report separately wholesale and retail revenues; gen-
erally, only retail revenues are subject to assessment. 
Second, filers assign the revenues associated with 
their service offerings into one of several categories 
that have remained largely unchanged on FCC Form 
499-A since its inception. The major categories on 
the form are “fixed local exchange service” (also gen-
erally referred to as local service), “mobile service” 
(cellular mobile radio service, or CMRS), and “toll 
service” (long distance), with revenues in each major 
category further subdivided into specific rows on the 
form. Third, filers identify what portion of revenue 
for a given category is “interstate” or “international.” 
Finally, filers report certain non-telecommunications 
revenues, which are not subject to assessment.

The FCC’s rules specify that “[e]ntities that pro-
vide interstate telecommunications to the public, or 

The Current Contribution Base
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FIGURE 1. HOW CARRIERS REPORT REVENUES ON FCC FORM 499

FCC FORM 499-A REVENUE REPORTING

to such classes of users as to be effectively available 
to the public, for a fee will be considered telecommu-
nications carriers providing interstate telecommu-
nications services and must contribute . . . Certain 
other providers of interstate communications . . . 
also must contribute . . . .”16 The rules enumerate a 
list of specific services that are considered interstate 
telecommunications.

There are several major categories of revenue 
that are not currently assessed for USF. For example, 
the FCC does not assess non-interconnected VoIP,17 
which includes one-way VoIP. The FCC also does not 
assess information services, retail fixed broadband 
internet access or retail mobile data services that 
provide internet access. Moreover, there are other 

services that fall in a grey area because the FCC has 
not expressly classified those services. For certain 
services, it may not be clear whether a particular 
service is assessable “telecommunications” or “tele-
communications service” bundled with an informa-
tion service, or merely an information service and 
therefore non-assessable. And finally, under federal 
law, the FCC lacks authority to assess providers of 
intrastate services to support the USF.18

Section 54.706 of the FCC’s rules and the FCC 
Form 499 Instructions specify which services are 
subject to assessment:
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Voice, including mobile voice
and interconnected VoIP

Access to interexchange service

Customer charges such as 
Universal Service Fee, 

Subscriber Line Charge and Access 
Recovery Charge

Cellular telephone, mobile 
radio, personal communications 

services

Paging

Dispatch and operator services

Business data services/special
access/private line service19

Wide area telecommunications
services (WATS)

Toll-free services

900 services

Telex, telegraph

Video services 
(i.e., telecommunications

services that deliver video signals
to cable head-ends)

Satellite services (i.e., space seg-
ment and earth station link-up for 

those who provide telecommunica-
tions service via satellite)

Resale of interstate services

Audio bridging services

Payphone services

Prepaid calling cards

Broadband internet access 
service

Wireless data, texting

One-way VoIP

Intrastate services

Cable video

Direct Broadcast
Satellite (DBS) video

TABLE 1. SUMMARY OF SERVICES THAT DO AND DO NOT CONTRIBUTE

assessed not assessed
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TRENDS IN THE CONTRIBUTION BASE
 According to the FCC’s most recent USF 

Monitoring Report,20 the contribution base has been 
steadily declining, falling from $67.5 billion in 2010 
to $45.3 billion in 2019. USAC’s submissions to the 
FCC – the figures used to determine the contribution 
factor –show an even more dramatic decline over the 
last two decades, with the revenues used to calculate 
contributions falling from $79.9 billion in 2001 to 
$29.6 billion in 2021 – a 63% decrease.21 In contrast, 
non-telecommunications revenues – which are not 
assessed, but reported to the FCC – grew from $173.2 
billion in 2010 to $361.2 billion in 2019, according to 
the 2020 USF Monitoring Report. 

FIGURE 2. REVENUE TRENDS OVER THE LAST DECADE (BILLIONS)

One potential explanation for the decline in 
assessable revenues is the fact that many consumers 
buy bundled voice and internet service. Under the 
FCC’s rules regarding bundling of assessable and 
non-assessable services offered as a package to the 
end user, contributors have discretion in how they 
determine what portion of the bundle is assessable. 
There are two safe harbors for bundled offerings: 

filers can treat the whole bundle as assessable reve-
nues, or they can attribute a portion of the revenues 
as assessable, based on the price of the assessable 
service when offered on an unbundled basis. But – 
and this is important – the FCC also allows contribu-
tors to use any other “reasonable” allocation method, 
which may be evaluated on a case-by-case basis if the 
contributor is audited.22 The FCC has not re-exam-

Revenues
subject to

USF assessment 
have declined

63% since
2001.
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FIGURE 3. DECLINE IN RETAIL REVENUES BY CATEGORY OF REVENUE (BILLIONS)

ined this rule since it was adopted in the late 1990s.
In those situations where a broadband provider 

is not offering voice as a standalone product – which 
presumably includes the vast majority of mobile 
providers and also some cable operators – they are 
likely using varying cost allocation methodologies to 
determine the revenues in the bundled offering that 
are attributable to the voice service. What this means 
in practice is that providers that bundle voice service 
with internet access have the ability to allocate only 
a small portion of the bundled price to voice. Indeed, 
because mobile providers and VoIP providers are not 
rate-regulated, they could choose, if they wanted, to 
provide voice for free as part of a broadband internet 
access service offering – which means they would 
not contribute at all for voice because they would not 
have any revenue to assess for that service.

 While some may assume the decline in the USF 
contribution base is due to a decline in long distance 
revenues or many consumers cutting their landline 
voice service, in fact the most dramatic decline in 
reported retail revenues over this period has been for 
mobile services, as shown in Figure 3 below. Mobile 
providers are likely allocating a greater portion of 
their monthly service revenues to non-assessable 

“data” (i.e., broadband internet access), and less to 
assessable voice than they did a decade ago. Report-
ed retail mobile revenues declined 66% between 2010 
and 2019; in contrast, local service revenues – which 
include interconnected VoIP – declined 36% over this 
period, while 
toll revenues de-
clined 35%. No-
tably, reported 
mobile revenues 
dipped below 
local revenues 
for the first time 
in 2019.

The dramatic drop
in USF contribution 
base is largely due 
to a steep decline in 
reported assessable 

mobile revenues:
mobile operators

are classifying most 
of their monthly 
service revenues

as “data,”
not “voice.”
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The FCC’s 2020 USF Monitoring Report and 
USAC’s filings show a yearly decline in the contribution 
base averaging about 5 to 6% over the last five years. 
There is no reason to believe these trends will signifi-
cantly change in the future, much less reverse course. 

Figure 4 below shows what the contribution 
base is projected to be over the next five years, as-
suming a continued 5% annual decline.

FIGURE 4. PROJECTED DECLINE IN USF ASSESSABLE REVENUES (BILLIONS)

TABLE 1. FCC TEN-YEAR FORECAST FOR “USF OUTLAYS” (BILLIONS)

THE SIZE OF THE UNIVERSAL SERVICE FUND
Under federal law, the FCC is required to submit a 

forecast of USF program outlays over a ten-year period 
to the Office of Management and Budget because the 
USF is a component of the FCC’s budget . This rep-

resents the FCC’s own projection of how much money 
will be spent in any given year for the foreseeable fu-
ture . This report uses projected outlays from the FCC’s 
ten-year forecast to estimate the impact of different 
options .
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PROJECTED CONTRIBUTION FACTOR UNDER 
THE CURRENT REVENUES-BASED SYSTEM

When the FCC first opened a contribution re-
form docket in 2001, the contribution factor was 6.9%. 
By the end of 2010, the contribution factor was 12.9%. 
By the end of 2020, the factor had risen to 21.7%. The 
contribution factor for each of the first three quar-
ters of 2021 was 31.8%, 33.4% and 31.8%, respectively. 

While reform has been pending for nearly two de-
cades, the USF contribution factor has risen by nearly 
400%—an unreasonable outcome by any measure. 

Using the FCC’s own assumptions about pro-
gram demand from its Ten-Year Forecast and an as-
sumed 5% continued decline in the contribution base, 
the contribution factor is projected to continue to 
rise in the next five years, as shown in Figure 5 below.

TABLE 2. PROJECTED GROWTH IN CONTRIBUTION FACTOR
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The contribution base has been steadily declining 
for more than a decade.

One primary cause is assessable mobile service 
revenues have plummeted – declining 66% between 
2010 and 2019. 

The contribution factor has spiraled upward over 
the last decade and is on track to rise to 40% and 
above by 2025.

Key Takeaways

1
2
3
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Over the years in its contributions methodol-
ogy reform docket, the FCC has sought comment 
multiple times on three primary options for reform: 
(1) expanding the current revenues-based system by 
assessing revenues for additional services that do not 
currently contribute, (2) assessing connections, or 
(3) assessing telephone numbers. This section of the 
report provides an analysis of each option.

 
EXPANDED REVENUES 

Expanding the contribution base to include 
broadband internet access service revenues would 
broaden the contribution base, reversing the decade 
long decline in assessable revenues. 

In order to estimate the contribution factor if 
broadband internet access service revenues were 
assessed, this report considered estimates from sev-
eral sources. There is no single authoritative source 

for the revenues derived from the sale of broadband 
internet access service, but Wall Street analysts 
develop estimates based on the publicly reported in-
formation from the major providers of such services 
and their own internal analyses. While there are 
more than 2,000 USF contributors today, ten compa-
nies (and their affiliates) collectively report close to 
80% of the billed interstate and international retail 
revenues reported on FCC Form 499-A.23 Therefore, 
estimates that are based on the consumer broadband 
revenues of major service providers are likely to be a 
reasonable, but conservative estimate for the overall 
size of the U.S. broadband internet access service 
market.24

Raymond James’ estimates for fixed broadband 
and mobility service revenues from a number of 
large publicly traded companies are shown below in 
Table 3. 

Options for Reform

 Mobile providers do not typically report a 
breakout of their mobile revenues between voice 
(which is assessed) and data (which is not assessed) 
when publicly reporting their revenues. Given the 
dramatic decline in mobile revenues reported on 
FCC Form 499 over the last decade, however, it is ap-
parent that a sizeable percentage of industry mobile 
revenues are not currently being reported to the FCC 
as assessable revenues. To put these figures in con-
text, according to the FCC’s 2020 USF Monitoring Re-
port, total (i.e., intrastate, interstate and internation-
al) retail mobile service revenues reported on FCC 
Form 499 in 2019 were $36.1 billion.25 In contrast, 
Raymond James estimates that the top three carriers 
alone had $166 billion in mobile service revenues in 
2019. It appears, therefore, that roughly 80% of the 

mobile service revenues that carriers are reporting to 
Wall Street are data revenues not currently subject to 
USF assessment.

New Street Research, a research boutique firm 
that focuses exclusively on the communications sec-
tor, has developed estimates for fixed 
broadband revenues, as shown 
below in Table 4. These pro-
jections are slightly higher 
than the Raymond James 
estimates for fixed broad-
band, potentially because 
New Street Research may 
be including a few more 
service providers.

Mobile
carriers have

shielded close to 80% 
of their mobile service 
revenues from federal 

USF assessment by 
classifying those
revenues as data,

not voice.

TABLE 3. RAYMOND JAMES INDUSTRY REVENUE ESTIMATES 2020 – 2022 (BILLIONS)
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While the FCC does not assess retail broadband 
internet access service (either fixed or mobile), it 
does collect revenue information for other services 
not subject to assessment on FCC Form 499-A. Com-
panies are required to report on Line 418: “Revenues 
other than U.S. telecommunications revenues, includ-
ing information services, inside wiring maintenance, 
billing and collection, customer premises equipment, 
published directory, dark fiber, Internet access, cable 
TV programming transmission, foreign carrier oper-
ations, and non-telecommunications revenue.” 

In particular, firms must report on Line 418.3: 
“All other revenues properly reported on line 418 
except those reported in Lines 418.1, 418.2, and 418.4, 
including broadband Internet access service subject 
to forbearance and broadband transmission service 
provided on a non-common carrier basis to a broad-
band Internet access provider” on Line 418.3.26 

According to the FCC’s 2020 USF Monitor-
ing Report, in 2019, $45.7 billion in revenues were 
reported on Line 418.1, $3.1 billion in revenues were 
reported on Line 418.2, and $311.5 billion in revenues 
were reported on Line 418.3 – together, more than 
$360 billion.27 It is likely that a significant portion of 
the total revenues reported on Line 418 are revenues 
derived from broadband internet access services, 

both fixed and mobile.
For modeling purposes, this report assumes 

assessable broadband internet access service reve-
nues year-by-year would be the amounts depicted in 
Table 5 below. These are believed to be conservative 
estimates, as they are based on reported and project-
ed revenues of the larger publicly traded companies 
and do not capture revenues from numerous smaller 
contributors.

TABLE 4. NEW STREET FIXED BROADBAND REVENUE ESTIMATES 2020 – 2024 (BILLIONS)
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Under these assumptions, if the FCC were to 
expand the contribution base to include broadband 

internet access service revenues, the contribution factor 
over the next few years would remain under 4%. 

TABLE 5. ASSUMED ASSESSABLE BROADBAND INTERNET ACCESS 
               SERVICE REVENUES 2020 – 2024 (BILLIONS)

TABLE 6. CONTRIBUTION FACTOR UNDER EXPANDED REVENUES REFORM OPTION

Assessing broadband internet access service rev-
enues would expand the current USF contribution 
base and stabilize the USF funding system, and the 
contribution factor would drop from levels projected 
to approach 40% (or even higher) to less than 4%.

Key Takeaway
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FCC Form 477 collects information about voice 
and broadband connections. The FCC defines a 
broadband connection as “[a] wired line or wireless 
channel that terminates at an end user location or 
mobile device and enables the end user to receive 
information from and/or send information to the 
Internet at information-transfer rates exceeding 200 
kbps in at least one direction.”28 

A mobile voice subscriber is defined as “[a] mo-
bile handset, car-phone, or other revenue generating, 
active, voice unit that has a unique phone number 
and that can place and receive calls from the public 
switched telephone network.”29

When analyzing the impact of a connec-
tions-based contribution methodology, it is common-
ly assumed that there would be a separate assess-
ment on voice and internet connections, so that a 
single physical line that provides both voice and 
broadband would be treated as two connections.

The FCC periodically publishes reports sum-
marizing the data filed on FCC Form 477 in the Voice 
Telephone Services Report and the Internet Access 
Services Report.30 

The most recent publicly available Form 477 
data for voice and broadband connections are pre-
sented in Table 7 below.  

Connections

TABLE 7. FCC DATA ON NUMBER OF CONNECTIONS (MILLIONS)

TABLE 8. PROJECTED NUMBER OF CONNECTIONS (MILLIONS)

Historically, VoIP and mobile voice connections 
have been growing, while traditional landline voice 
connections have been declining due to customers 
“cutting the cord” on wired telephony.31 At a mini-
mum, it is reasonable to assume voice connections 
overall will continue to grow consistent with U.S. 
population growth. 

According to the most recent FCC published 

figures, total internet connections grew more than 4% 
on an annual basis. A more conservative estimate for 
modeling purposes would be 3% annual growth in the 
number of broadband connections.32

Using the latest FCC reported connections as a 
baseline, Table 8 below projects the number of con-
nections through 2024. 
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It often is assumed that under a reformed contri-
butions methodology, Lifeline connections would not 
be assessed. Therefore, when modeling the per-con-
nection fee, this report subtracts an assumed number 
of Lifeline connections.

There were 6.9 million Lifeline subscribers as 
of June 2021.33 For modeling purposes, this report 
assumes those connections would be exempt from 

assessment, and that the number of Lifeline subscrib-
ers remains stable over the next few years. 

Utilizing those assumptions results in the 
projected monthly per-connection charges shown 
below in Table 9. Physical connections that provide 
both voice and broadband would be assessed as two 
connections.

TABLE 9. PROJECTED PER-CONNECTION CHARGE (MONTHLY)

These estimated per-connection charges do 
not reflect any assessment on business connections 
that are not currently reported on FCC Form 477. In 
order to implement this option, the FCC presumably 
would need to develop and implement an additional 
data collection for providers to report such business 
connections, which could take a year (or more), fur-
ther delaying reform. Moreover, there likely would be 
difficult definitional issues to resolve. For instance, 
it would be difficult to delineate between residential 
and business connections for mobile services, which 
could lead to arbitrary distinctions and uncertainty. 
It could also be difficult to determine the difference 

between business private network connections from 
a service provider (which would theoretically be 
assessed) and self-provisioned connections (which 
would theoretically not be assessed).

If a connections-based methodology were to 
assess additional business connections not current-
ly reported on FCC Form 477, the per-connection 
charge would be lower. 

It is important to understand that a connec-
tions-based fee would be a flat fee that would remain 
the same, regardless of how much revenue may be 
derived from that connection.
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Under a connections-based approach, the estimat-
ed monthly charge for a physical connection that 
provides both voice and broadband is estimated to 
range between $1.52 and $1.72.

Further information and analysis would be required 
to determine how to assess high-capacity business 
connections on an equitable and nondiscriminatory 
basis, which could further delay reform. 

Key Takeaways

1
2
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Under a numbers-based system, a common 
assumption is that each assigned North American 
Numbering Plan (NANP) telephone number would 
be assessed.34 The total amount of required USF dis-
bursements would be divided by the total number of 
assigned NANP telephone numbers.

The FCC collects data regarding telephone 
number utilization on FCC Form 502 twice a year. 
Companies are required to report numbers in the fol-
lowing categories: assigned, intermediate, reserved, 
aging, administrative, and available. An assigned 
phone number is one that is in use by an end user. 
This is the category of numbers that the FCC and 
most industry stakeholders typically have focused 

on when considering a number-based assessment 
methodology.

The most recent Numbering Resource Utiliza-
tion Report, summarizing data as of December 31, 
2018, was released in October 2020. According to 
that report, there were a total of 901,670,677 assigned 
telephone numbers at year end 2018, which was 3.5% 
higher than the 2017 total.35 Assuming similar contin-
ued growth in assigned phone numbers, the monthly 
per-phone number assessment would be in the range 
of $0.72 to $0.83, assuming that Lifeline connections 
remain stable at 6.9 million subscribers, as shown in 
Table 10 below.

Telephone Numbers 

TABLE 10. PROJECTED PER-NUMBER CHARGE (MONTHLY)

As a practical matter, under this option, the 
assessment burden would continue to rest largely on 
voice services, as those are the services that typically 
have assigned telephone numbers. A numbers-based 
assessment methodology would not assess high-ca-
pacity business services or broadband internet 

access service that do not have an associated NANP 
phone number. As with connections, the charge for 
a telephone number would be a flat monthly fee 
regardless of the amount of revenue derived from the 
service associated with that number.
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The monthly assessment under a numbers-based 
system would be $0.83 or less.

High-capacity business data services (without as-
signed phone numbers) and broadband internet 
access service would not contribute to support uni-
versal service under a numbers-based contribution 
methodology.

Key Takeaways

1
2
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No option considered in this report is perfect; 
each one has advantages and disadvantages. But 
now is not the time to let the perfect be the enemy of 
the good. It is time for the FCC to take action, and to 
move away from the worst option of all – the status 
quo – that is jeopardizing the USF which is critical to 
connecting our nation. 

 There are several reasons why expanding the 
existing revenues-based USF contributions method-
ology to assess broadband internet access service 
revenues is the preferred solution. 

 First, it is appropriate as a matter of public 
policy to assess broadband internet access service 
revenues. The service that is driving value in the 
communications marketplace should contribute 
to support today’s modern communications net-

work for all. Residential consumers and 
businesses have largely adopted 

broadband internet access 
service. While consumers 

and businesses continue 
to use other services 
that contribute, those 
services alone should not 
carry the responsibility to 

finance USF. This conclu-
sion is buttressed by the fact 

that all four programs in the 
USF now support the availability 

of broadband networks that can deliver broadband 
internet access service. 

Second, broadband internet access service 
revenues are expected to be stable in the future, with 
the potential for some modest growth. This would 
stabilize the funding mechanism and stop the death 
spiral in the current USF contribution methodology. 

Third, it is a solution that can be implemented 
more quickly than the alternatives. Companies have 
been contributing based on revenues for more than 
two decades; it is a known system. Internal account-
ing and tax reporting systems would require only 
modest adjustment to add revenues from broadband 
internet access services to the “assessable” side of 

the ledger. For existing contributors that currently 
are reporting broadband internet access service rev-
enues on FCC Form 499 Line 418, they merely would 
report those revenues on a new row on 
the form. 

In contrast, moving to 
a connections- or num-
bers-based assessment sys-
tem likely would require 
a significantly longer 
implementation timeline. 
There would be definitional 
issues to resolve as different 
stakeholders seek to persuade 
the FCC that particular types of 
numbers or connections should not be assessed. In 
the past, commenters in the FCC’s long standing 
contribution reform docket have sought to exclude 
certain kinds of phone numbers, or to treat them as 
only fractional units for assessment. The existing 
FCC Form 477 data collection does not capture all 
business connections, so a new data collection would 
need to be adopted and implemented to capture such 
connections. The FCC would need to resolve whether 
and how to define different tiers of connections, and 
how to adjust the assessment level for connections of 
different capacity as the marketplace evolves. 

Fourth, there is a significant advantage to re-
taining the current revenues-based system because 
there would be an additional level of assurance that 
the revenues reported to the FCC for USF assessment 
purposes have been subject to external scrutiny for 
accuracy. The revenues of publicly traded companies 
are audited for financial reporting purposes, and 
the vast majority of USF contributions come from 
publicly traded companies. USAC would be able to 
look at publicly reported revenues in those compa-
nies’ annual 10-Ks and quarterly 10-Qs to spot any 
significant discrepancies compared to what has been 
reported to USAC to identify FCC Form 499 filers 
that warrant further investigation. In contrast, there 
are no comparable safeguards to provide comfort 
that numbers or connections are accurately report-

Concluding Thoughts

The 
status quo

is not an 
option.

The service
that is driving value 
in the communica-
tions marketplace 
should contribute 
to support today’s 
modern communica-

tions network.
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ed. Historically, there has been no meaningful FCC 
enforcement activity regarding the reporting of 
numbers or connections. While most companies are 
assumed to be acting in good faith in their reporting 
of numbers or connections twice a year, it is likely 
that they do not invest significant resources into de-
veloping policies and procedures to ensure accurate 
reporting because, as a practical matter, there is no 
regulatory consequence for getting it wrong. 

Fifth, assessing both broadband internet access 
service and voice services removes the incentives 
of providers to arbitrarily allocate revenues from 
bundled services to one service and not the other. As 
discussed in this paper, mobile providers are increas-
ingly shifting their allocation of bundled service 
revenues to unassessed broadband internet access 
service, which reduces the amount they must contrib-
ute. This creates an inequitable situation where some 
end users continue to pay into USF, while others do 
not, yet everyone benefits from the positive network 
externalities of universal connectivity made possible 
from the four USF programs that support broad-
band-capable networks and service. 

Reform of the existing federal contributions 
methodology is long overdue. The FCC has sought 
comment multiple times on various permutations of 
the options analyzed in this report and has the ability 
to move forward to assess broadband internet access 
service revenues without congressional action. While 

other proposals may warrant further examination to 
supplement the reform that can be achieved imme-
diately by the FCC, reforming the current contribu-
tion methodology now to assess broadband internet 
access service is a necessary and important step in 
stabilizing the current system.

Even if Congress appropriates additional fund-
ing to support the nation’s goal to achieve universal 
broadband, it is critical for the USF to be on a stable 
financial footing to ensure the viability and sustain-
ability of the FCC’s longstanding USF programs – the 
high-cost program, the E-rate program, Lifeline, and 
the rural health care program. While appropriated 
grant programs may help with the initial deployment 
of networks, the USF programs advance different, 
more enduring policy aims that are expressly man-
dated by law – including promoting adoption of ser-
vices by low-income consumers, ensuring reasonably 
comparable services at reasonably comparable rates 
for urban and rural consumers alike, and robust com-
munications services for critical institutions such 
as schools, libraries, and rural health care facilities. 
These existing programs collectively play a signif-
icant role in preserving and advancing universal 
service in the United States today and will continue 
to do so in the years to come.
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1 Prior to 1996, the FCC had implemented various mea-
sures to ensure universal service, including high-cost 
assistance, Linkup, and Lifeline, pursuant to its existing 
authority in the Communications Act of 1934. Many of 
these measures that pre-dated the ’96 Act were funded 
through intercarrier payments and rate averaging, also 
referred to as implicit subsidies.  

2 47 U.S.C. § 254(d).

3 Section 254(d) refers to “telecommunications carriers,” 
which are defined as “any provider of telecommunica-
tions services.” 47 U.S.C. § 153(51).

4 47 U.S.C. § 254(d).

5 Federal-State Joint Board on Universal Service, CC 
Docket No. 96-45, Report and Order, 12 FCC Rcd 8776, 
9205, para. 842 (1997) (Universal Service First Report 
and Order) (subsequent history omitted).

6 Id. at 9183–85, paras. 794–98.

7 See Federal-State Joint Board on Universal Service 
et al., CC Docket No. 96-45 et al., Notice of Proposed 
Rulemaking, 16 FCC Rcd 9892, 9895 (2001).

8 See id. at 9905–06, paras. 25–30 (seeking comment on 
modifications to the existing revenues-based contribu-
tion methodology and on replacing that methodology 
with one that assessed contributions on the basis of a 
flat-fee charge, such as a per-line charge); see also Fed-
eral-State Board on Universal Service et al., CC Docket 
No. 96-45 et al., Further Notice of Proposed Rulemaking 
and Report and Order, 17 FCC Rcd 3752, 3766-89, paras. 
131, 34-38 (2002) (seeking comment on other universal 
service contribution methodologies, including moving 
to a numbers-based methodology); Federal-State Joint 
Board on Universal Service et al., CC Docket No. 96-45 
et al., Report and Order and Second Further Notice of 
Proposed Rulemaking, 17 FCC Rcd 24952, 24983-97, pa-
ras. 66-100 (2002) (seeking comment on capacity-based 
proposals that had been developed in the record and on 
telephone number-based proposals advocated by certain 
parties).

9 See Universal Service Contribution Methodology et 
al., WC Docket No. 06-122 et al., Report and Order and 
Notice of Proposed Rulemaking, 21 FCC Rcd 7518, 7537, 
7541, paras. 35, 44 (2006).

10 High Cost Universal Service Support et al., CC Docket 
No. 96-45 et al., Order on Remand and Report and Order 
and Further Notice of Proposed Rulemaking, 24 FCC Rcd 
6475, 6536–64, paras. 92–156 (2008) (App. A: seeking 
comment on a proposal to modify the contribution meth-
odology); id. at 6669–95, paras. 39–104 (App. B: same); 
id. at 6735–62, paras. 88–151 (App. C: same).

11 Universal Service Contribution Methodology, Further 
Notice of Proposed Rulemaking, 27 FCC Rcd 5357 (2012).

12 Federal-State Joint Board on Universal Service; Univer-
sal Service Contribution Methodology, Order, 29 FCC Rcd 
9784 (2014).

13 State Members of the Joint Board on Universal Service, 
Federal-State Joint Board on Universal Service; Universal 
Service Contribution Methodology et al., Recommended 
Decision, WC [sic] Docket No. 96-45, WC Docket No. 06-
122, WC Docket No. 09-51 (rel. Oct. 15, 2019).

14 Id. at para. 24.

15 47 C.F.R. § 54.709(a)(2).

16 47 C.F.R. § 54.706(a).

17 The FCC defines one-way VoIP as including all services 
that provide users with the capability to originate calls to 
the Public Switched Telephone Network (PSTN) or termi-
nate calls from the PSTN, but in all other respects meet 
the definition of “interconnected VoIP.”

18 Texas Office of Pub. Util. Counsel v. FCC, 183 F.3d 393, 
417-18 (5th Cir. 1999).

19 The FCC Form 499 instructions specify that business 
data service revenues include “[r]evenues from
offering dedicated capacity between specified points 
even in the service is provided over local area switched,
multi-protocol label switching (MPLS), asynchronous 
transfer mode (ATM), or frame relay networks.” 2020
Telecommunications Reporting Worksheet Instructions 
(FCC Form 499-A) at 26 (2020 Form 499 Instructions).

20 The FCC summarizes historical information regarding 
USF contribution base and program disbursements in 
an annual report prepared by the federal and state staff 
of the Universal Service Joint Board, known as the USF 
Monitoring Report. See generally FCC, Universal Service 
Monitoring Report: 2020 (data received through Sep-
tember 2020) (2020 USF Monitoring Report). Table 1.5 
of the 2020 USF Monitoring Report contains historical 
information regarding the contribution base from 2010 
through 2019.
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21 These figures are derived from USAC’s quarterly 
revenue filings submitted to the FCC. The contribution 
factor is determined each quarter based on USAC’s filing 
summarizing revenues to be used for the coming quarter. 
As noted by the FCC, the amounts used by USAC to 
determine the contribution factor may differ from the 
figures shown in the USF Monitoring Report due to vari-
ous factors. For instance, while Table 1.5 in the 2020 USF 
Monitoring Report indicates that the contribution base 
in 2019 was $45.3 billion, USAC reported a total of $38.3 
billion in projected revenues for 2019, based on FCC 
499-Q submissions. In 2001, USAC reported $80 billion 
in assessable revenues to the FCC, while Table 1.4 of the 
2002 USF Monitoring Report indicated that the contribu-
tion base for 2001 was $78.5 billion.

22 2020 FCC Form 499 Instructions at 35. This author is 
not aware of any USAC contributions audits that found 
allocation methods to be unreasonable, nor aware of any 
FCC cases shedding additional light on what allocation 
methods are reasonable.

23 2020 USF Monitoring Report, Table 1.7.

24 Generally, companies report revenues for services sold 
to large enterprise customers separately from services 
sold to residential and small business customers, with 
the latter often referred to as the “consumer” segment. 
Companies use different terminology in reporting their 
financial results. For instance, the Raymond James 
estimates of wireline broadband revenues include the 
following: AT&T “High-speed Internet,” Verizon “Consum-
er and Other Connections Revenue,” Frontier “Data and 
Internet Services,” and Consolidated “Data and Transport 
Services.” Mobility estimates include the following: AT&T 
“Service Revenue” (all mobility not including equipment), 
Verizon “Consumer Wireless Service Revenues,” and 
T-Mobile (“Total Service Revenues”).

25 2020 USF Monitoring Report, Table 1.3. This figure is 
end user revenue (intrastate, interstate, and internation-
al).

26 2020 FCC Form 499 Instructions at 34.

27 2020 USF Monitoring Report, S.1.1 Revenue Details 
2019.

28 Form 477 Local Competition and Broadband Report-
ing Instructions for Filings as of December 31, 2019 
and Beyond at 5 (June 19, 2021) (emphasis omitted). 
“In-service broadband” is defined as a “connection 
with information-transfer rates above 200 kbps in at 
least one direction that is (1) delivering Internet access 
service at the residential or non-residential premises of 
the end user that has purchased Internet access service 
on a month-to-month or longer-term basis (in-service 
fixed broadband), or (2) is service to a terrestrial mobile 
wireless service subscriber whose device and data plan 

provide the ability to transfer, on a monthly basis, either 
a specified or unlimited amount of data to and from 
lawful Internet sites of the subscriber’s choice (in-service 
mobile broadband).” Id. at 35.

29 Id. at 37 (emphasis in original).

30 Industry Analysis Division, Office of Economics & 
Analytics, FCC, Voice Telephone Services Report as of 
June 30, 2019 (rel. April 2021) (April 2021 Voice Services 
Report); Industry Analysis Division, Office of Economics 
& Analytics, FCC, Internet Access Services Status as of 
December 31, 2018 (rel. Sept. 18, 2020) (Sept. 2020 Inter-
net Access Services Report).

31 According to the most recent Voice Services Report, 
“Over the three-year period presented in Figure 1, inter-
connected VoIP subscriptions increased at a compound 
annual growth rate of 3%, mobile voice subscriptions 
increased at a compound annual growth rate of 2%, and 
retail switched access lines declined at a compound 
annual growth rate of 13% per year.” April 2021 Voice 
Services Report at 2.

32 According to the most recent Internet Access Services 
Report, “total Internet connections increased by about 
4.9% between December 2017 and December 2018 to 441 
million. Mobile Internet connections increased 5.7% year-
over-year to 331 million in December 2018, while fixed 
connections grew to 111 million – up about 2.5% from 
December 2017.” Sept. 2020 Internet Access Services Re-
port at 1. The report further notes, “Between December 
2008 and December 2018, total (business and residen-
tial) fixed connections grew from 76 million connections 
to 111 million connections – at a compound annual growth 
rate of 4%.” Id. at 7.

33 Wireline Competition Bureau, Report on the State of 
the Lifeline Marketplace, WC Docket No. 09-197 et al., at 
6 (rel. Jul. 2, 2021).

34 In the past, when the FCC has sought comment on 
a numbers-based option, some parties have argued 
that some assigned numbers should not be assessed 
or assessed at a fractional rate. This report assumes all 
assigned numbers would be assessed equally, with the 
exception of numbers utilized for Lifeline subscribers.

35 Industry Analysis Division, Office of Economics & Ana-
lytics, FCC, Numbering Resource Utilization in the United 
States: Status as of December 31, 2018, Table 1 and Table 
21 (rel. Oct. 2020) (2020 Numbering Resource Utilization 
Report).
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