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PREFACE

In response to rising local telephone rates in recent years, many
states have introduced telephone assistance programs to encourage
households to retain service and to extend service to those without it.
Typically, these programs offer a substantial discount for service to
households with incomes below a given level or eligible for benefits
under specified welfare programs.

The objective of this study is to offer guidance.in the design and
evaluation of assistance programs by undertaking a preliminary assess-
ment of evidence from ongoing programs. The study examines the
experiences in eight states and the District of Columbia—jurisdictions
whose programs have long enough histories to draw upon.

Because these programs are growing rapidly, and because telephone
pricing policy has been subject to heated controversy, this study should
appeal to a wide audience. State and federal regulatory and legislative
bodies, telephone companies, and consumer groups may find it of par-
ticular interest.

This work was funded under grants from the National Science
Foundation (Dr. Laurence C. Rosenberg, project officer) and the John
and Mary R. Markle Foundation (Larry H. Slesinger, project officer).
It is one of a continuing series of RAND studies dealing with public
policy issues in the telecommunications field. Other studies include

e L. L. Johnson, Excess Capacity in International Telecommunica-
tions: Poor Traffic Forecasting or What? N-2542-MF, November
1986.

e L. L. Johnson, Issues in International Telecommunications:
Government Regulation of Comsat, R-3497-MF, January 1987.

e . Vogelsang, “Deregulation and Privatization in the Federal
Republic of Germany,” presented at the Annual Meetings of the
American Economics Association, Chicago, December 28-30,
1987.

o . Vogelsang, Price Cap Regulation of Telecommunications Ser-
vices: A Long-Run Approach, N-2704-MF, February 1988.
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SUMMARY

Historically, local telephone rates have been kept low because a sub-
stantial percentage of the cost of customer access to the network was
covered by revenues from long distance services. However, flat access
charges paid directly by subscribers are being substituted in part for
charges on long distance usage, and other factors as well have caused
local rates to rise. Starting in mid-1984, the Federal Communications
Commission (FCC) imposed an interstate monthly access charge of $6
per line—a “subscriber line charge” (SLC)—on multiline business
users. In mid-1985 the FCC introduced a $1 monthly interstate access
charge on residential and single-line business users, increased the
charge to $2 in mid-1986, and increased it to $2.60 in mid-1987.

Much controversy has surrounded this shift in the burden of cover-
ing costs. Concern has been widely expressed that large rate increases
could force low-income customers to discontinue telephone service, to
their detriment and to that of society.

THE FCC’S LIFELINE ASSISTANCE PROGRAM

In response to this concern, the FCC adopted a plan in 1984 to
waive 50 percent of the federal SLC for certain customers under two
conditions: (a) The customers must meet a state-designed means test
subject to verification, and (b) states participating in the federal pro-
gram must make an equal or greater reduction in the local telephone
rates of customers who qualify for the reduced SLC. The revenues for-
gone by this waiver were borne by long distance telephone carriers sub-
ject to FCC jurisdiction.

A year later, the Commission increased the SLC waiver from 50 per-
cent to 100 percent, again with the proviso that qualifying states make
at least a matching contribution. Thus, when the SLC for residential
subscribers was raised to $2 in mid-1986, eligible subscribers received
the full $2 waiver if the state contribution amounted to at least $2, for
a total subscriber monthly benefit of at least $4. However, the FCC
tightened the qualifications for subscriber eligibility, requiring that eli-
gibility be verified rather than only subject to verification. By Sep-
tember 1987, 20 states and the District of Columbia had programs
approved by the FCC for the full or partial SLC waiver.



vi

THE FCC’S LINK UP AMERICA PROGRAM

Responding to concerns that subscribership can be discouraged not
only by high monthly rates but by high installation charges as well, the
Commission adopted a program in April 1987 to partially offset these
charges, again at the expense of long distance carriers. The program
benefits eligible subscribers by (a) contributing up to $30 to offset
one-half of the charges for commencing service, and (b) encouraging
local telephone companies to offer deferred payment schedules on
remaining charges. State participation has grown even more rapidly
than under the lifeline program, with 11 states having FCC-approved
programs by early October 1987.

PROMOTING UNIVERSAL SERVICE CONTRASTED WITH
EASING FINANCIAL HARDSHIP

The motivation of states in adopting assistance programs is
grounded largely in terms of promoting universal service and the need
to ensure a communications “lifeline” to those groups vulnerable to
rate increases. Promotion of universal service involves keeping house-
holds from dropping off the telephone network and encouraging house-
holds that are not on the network to obtain service.

Another concern focuses on the hardship that low-income house-
holds have in paying their telephone bills. This concern is heightened
by inequities, perceived by some groups, that have arisen from the
AT&T divestiture and regulatory policy. Consequently, many
observers emphasize the need to ease this financial hardship.

The distinction between promoting universal service and easing
financial hardship is of key importance, because measures that most
effectively promote universal service may conflict with those that
would best ease financial hardship. For example:

* A universal service program would include nonelderly people as
eligible because those are the ones most likely not to have tele-
phone service, or most likely to drop off the network in the face
of higher prices. But a program designed to ease financial
hardship would restrict eligibility to the elderly because this
group is likely to be regarded as facing the greatest hardship in
paying telephone bills.

® A universal service program would restrict eligibility to sub-
scribers with measured service (in contrast to flat rate service
with unlimited local calling), in areas where measured service is
available, on grounds that many of those most vulnerable to
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leaving the network use measured service. But a program
designed to ease financial hardship would include those using
both flat rate service and measured service because a partici-
pant could suffer financial hardship in having either type of
service.

e A universal service program would seek to include those who do
not currently have telephone service as well as those who do.
In contrast, a program designed to ease financial hardship
would be directed primarily to existing subscribers (perhaps by
relying on billing inserts to advertise the program), on grounds
that existing subscribers (rather than those without phones) are
the ones who face hardships in paying their telephone bills.

e For a universal service program, the primary criterion of suc-
cess would be the increase in the number of those in the pro-
gram who otherwise would not have service. However, if the
goal is to alleviate financial hardship, the greater the number of
people who participate, relative to those eligible, the more suc-
cessful is the program likely to be judged by its administrators,
state legislators, and others.

STATE LIFELINE PROGRAMS

Characteristics of lifeline programs vary widely. Some offer benefits
going beyond simply matching the waiver of the SLC; some impose an
income test for subscriber eligibility, while others establish eligibility in
terms of criteria for participation in specified welfare programs; some
require telephone companies to absorb program costs, while others
include a reimbursement mechanism from the state government.

The California Program

In 1983, California became the first state to legislate a lifeline plan,
more than a year before the FCC initiated its program. This rapidly
growing program is currently financed by a 4 percent surcharge on cer-
tain intrastate telephone services, with eligibility confined to house-
holds with incomes below specified levels. California’s experience is
especially noteworthy because

¢ The state has, by far, the largest program. Its one million par-
ticipating households dwarf the enrollment in lifeline programs
of all other states combined. The estimated program budget for
1986-1987 of about $86 million is projected to rise to about
$147 million for 1987-1988, measured in terms of forgone tele-
phone revenues and administrative costs.
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¢ The level of benefits is higher than that of most other pro-
grams.

® Documentation of program costs and other characteristics is
relatively good.

* Modifications in program design over time suggest a shift away

from promoting universal service in favor of easing financial
hardship.

Started in 1984, the program initially included the following bene-
fits:

® A 50 percent discount on the monthly rate for local measured
service with a monthly allowance of 30 free outgoing calls.
Notably, the discount was restricted to local measured service if
it were available in a customer’s area. Otherwise, flat rate ser-
vice qualified.

* A 50 percent discount on flat rate service, with unlimited local
calling, in areas where local measured service was not available.

* A 50 percent discount for service connection charges for one
telephone and a $0.75 monthly credit for the cost of a tele-
phone.

However, in early 1986 the monthly allowance for measured service
was increased from 30 to 60 calls. Later, customers were allowed the
option of having flat rate service (with unlimited local calling) even if
measured service were available.

Initially, eligibility was limited to households with an annual income
below $11,000 regardless of family size. Later, a schedule of income
limitations was adopted to reflect 150 percent of the federal poverty
guideline as adjusted for household size. Currently, the household limi-
tation is $12,100 for one or two members, an increment of $2,000 for a
third, and an increment of $2,900 for each additional member. Thus, a
seven-member household, for example, qualifies for participation if its
income does not exceed $25,700.

The shift away from promoting universal service in favor of easing
financial hardship is suggested by the very factors that are responsible
for a sharp increase in enrollment since the end of 1986.

® The increase in the monthly free calling allowance for measured
service from 30 to 60 outgoing calls. This expanded option
would appeal to those who are heavy telephone users and, thus,
are likely to be among those who would subscribe even in the
absence of the program.



e Optional flat rate service for those customers in measured rate
service areas. Inclusion of this option also covers heavy tele-
phone users and, hence, those who would likely subscribe in the
absence of the program.

e The increase in income eligibility to reflect family size. This
expansion in allowable household income moves in the direction
of covering those willing to afford telephone service in the
absence of the program.

e The increase in outreach efforts by telephone companies.
These efforts, involving annual renewal reminders to partici-
pants and billing inserts, generally reach only current sub-
scribers.

Other Lifeline Programs

This study discusses more briefly eight other lifeline programs that
have long enough histories to provide a basis for preliminary assess-
ment. Several examples are:

Oregon. This “experimental” program stands in marked contrast
to the California program, with far more limited benefits to a more
narrowly defined household class. By restricting eligibility to food
stamp recipients who are at least 60 years of age—a class that in any
event would have a high level of telephone subscribership—Oregon pro-
vides an example of an assistance program whose characteristics seem
more consistent with easing the financial hardship of paying telephone
bills than with promoting universal service.

Hawaii. The most notable feature of Hawaii’s program is that the
per enrollee administrative cost has been low. This outcome arises
partly because Hawaii’s program has (at least until recently) relied on
self-certification for eligibility.

North Carolina. This very small program illustrates how high per
enrollee administrative costs emerge as a consequence of diseconomies
of small scale.

THE NEED FOR PROGRAM EVALUATION

For at least three reasons, pressing need exists for early and con-
tinuous evaluation of telephone assistance programs.

o Their actual goals, and the degree to which these goals are being
attained, remain unclear. Generally, the programs are justified
in terms of promoting universal service. But, to varying
degrees, they have characteristics more consistent with easing
financial hardship.



e Commitments to assistance programs are growing rapidly. Many
states are considering programs in addition to those discussed
in this study, while existing programs are expanding rapidly.

® The need for assistance programs may change. Recent large
local rate increases may be a temporary phenomenon. These
increases have tapered off and rates could even start falling.

The most fundamental question raised in this study involves the
degree to which assistance programs, in fact, promote universal service.
In none of the programs surveyed has the author found formal plans to
evaluate the effects on telephone penetration. Moreover, individuals
interviewed, by and large, were primarily concerned with such problems
as how to improve the mechanics of the program and how to encourage
enrollment, rather than with whether telephone subscribership is being
favorably affected.

States with the largest increases in local monthly rates, relatively
high monthly rates, or relatively large telephone installation charges
have been no more likely than other states to adopt lifeline assistance
programs. Most notably, California has by far the largest assistance
program, although local telephone rate increases, telephone rate levels,
and installation charges in California have been lower than in most
other states.

This study also shows that the FCC’s Link Up America Program
will probably be less effective than its lifeline program either in pro-
moting universal service or in easing financial hardship. That is, a 50
percent reduction in installation charges will have less impact than,
say, a 50 percent reduction in monthly rates.

Plans should be developed to evaluate who is benefiting, who is
harmed, and what the consequences are for society. Numerous ques-
tions arise about the cost effectiveness of assistance programs and pos-
sibilities for improvements. Getting answers soon to these questions
would be particularly useful when programs are in their early, more
flexible stages. As momentum builds at the local level, stimulated by
federal support drawn from revenues of long distance carriers, it may
become increasingly difficult to change course even on the basis of
sound evaluation results.

However, lack of uniform and mandatory reporting requirements
makes adequate evaluation of these programs impossible. As a first
step, the FCC should consider imposing reporting requirements on the
states as a condition for their continued participation in the lifeline
and Link Up America programs.

If evaluation shows that programs have little effect on telephone
penetration, but serve mostly to alleviate financial hardship, several
key questions would arise:
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e Is a tax on telephone users for the benefit of this specific class
the best way to alleviate financial hardship? For example, one
alternative would involve simply expanding the benefits of the
food stamp program to help all food stamp enrollees, supported
by general taxpayers. This approach might involve lower
administrative costs than those associated with identifying and
signing up those food stamp recipients who want to participate
in a telephone assistance program.

e As a matter of public policy, is it desirable for the FCC and
other regulatory agencies to be involved in income redistribu-
tion programs that do not further the objective of the Commu-
nications Act of 1934 to promote universal service?

e Are telephone assistance programs legal? The FCC’s lifeline
and Link Up America programs impose costs on long distance
telephone users. If these programs are, in effect, welfare pro-
grams rather than activities that further the objectives of the
Communications Act of 1934, the FCC may have no legal
authority to impose these costs through these programs.
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I. INTRODUCTION

RISING LOCAL TELEPHONE RATES

In the early decades of telephone development, the rates for tele-
phone service fell dramatically in response to rapid technological
advance. From 1940 to 1980, local service rates about doubled in nomi-
nal terms, while the Consumer Price Index (CPI) rose about sixfold—
suggesting that in real terms the price for local service by 1980 was
only about one-third the price in 1940."

In recent years, however, the rise in rates for local service has out-
paced the increase in overall consumer prices, shown in Table 1.1. In
five of the six years from 1981 to 1986, the CPI component for local
telephone charges rose above the overall CPL

Table 1.1

CONSUMER PRICE INDEX ANNUAL
RATES OF CHANGE
(In percent)

All Goods Local
and Telephone
Year Services Charges
1978 9.0 1.5
1979 13.3 1.7
1980 12.4 71
1981 8.9 12.6
1982 3.9 10.8
1983 3.8 3.2
1984 4.0 17.1
1985 3.8 8.9
1986 1.1 71

SOURCE: J. L. Lande and P. L.
Wynn, Primer and Sourcebook on Tele-
phone Price Indexes and Rates Levels,
Industry Analysis Division, Common
Carrier Bureau, Federal Communica-
tions Commission, Washington, D.C,,
mimeo., April 1987, pp. 11 and 15.

!American Telephone and Telegraph Company, Relative Cost of Telephone Service,
mimeo., April 1983, Chart 2. The rate reduction in real terms is even greater because the
quality of local service has improved since 1940.



Historically, local rates have been kept low because a substantial
percentage of the cost of customer access lines to local central offices,
inside wiring, and telephones (“non-traffic sensitive costs”) was covered
by revenues from long distance services. However, through a series of
regulatory decisions, flat access charges paid directly by subscribers are
being substituted in part for charges on long distance usage. Starting
in mid-1984 the Federal Communications Commission (FCC) imposed
an interstate monthly access charge of $6 per line—a “subscriber line
charge” (SLC)—on multiline business users. In mid-1985 the FCC
introduced a $1 monthly interstate access charge on residential and
single-line business users, increased the charge to $2 in mid-1986, and
increased it to $2.60 in mid-1987.2 In addition, some states have
imposed intrastate access charges.

The imposition of end-user access charges, as a partial or full substi-
tute for long distance usage charges to cover access cost, increases
economic efficiency by shifting the cost burden toward those who
“cause” these costs. Thus, end users, who are responsible for the non-
traffic sensitive costs of their local loops to the central office, are
required to pay flat access charges to help cover these costs.?

Other factors that have temporarily contributed to higher local rates
include (a) accelerated depreciation practices to more closely reflect
economic value instead of the physical lifetime of facilities, (b) the sub-
stitution of expensing for capitalization of some charges, and (c) the
costs of network reconfiguration caused by the AT&T divestiture.*

The result has been an increase in telephone rates to local users and
reductions in long distance rates. As it is commonly argued, those who
make few long distance calls (such as low-income residential custo-
mers) are net losers, while those who make many calls (such as large
businesses) come out ahead.® Table 1.2, drawn from Vermont data,
provides an example of how the amount of toll calling varies by house-
hold income.

®FCC, Decision and Order, 52 Fed. Reg. 21536, June 8, 1987.
3This treatment hardly touches on a topic subject to long and acrimonious debate.

For an elaboration see Leland L. Johnson, Competition and Cross-Subsidization in the
Telephone Industry, The RAND Corporation, R-2976-RC/NSF, December 1982.

“These and other factors are discussed in detail in FCC, Order, Petition of the State of
Michigan Concerning the Effects of Certain Federal Decisions on Local Telephone Service,
CC Docket No. 83-788, FCC 83-567, December 21, 1983; and FCC, Order, Further Report
on the Effects of Federal Decisions on Universal Telephone Service, CC Docket No. 78-72,
FCC 84-636, January 4, 1985. Note that although accelerated depreciation and expens-
ing rather than capitalizing some items may cause rates to rise in the near term, they
will cause rates to be lower than otherwise in the longer term.

5This argument ignores the facts that (a) those who make few or no long distance
calls nevertheless benefit from any increase in incoming long distance calls as a conse-
quence of reductions in long distance rates, and (b) businesses pass on to their customers
at least a portion of their cost reductions afforded by lower long distance rates.



Table 1.2

RESIDENTIAL TOLL CALLING BY INCOME LEVEL,
VERMONT CUSTOMERS, NEW ENGLAND
TELEPHONE COMPANY, 1983

(In dollars)
Toll Calling
Mean Monthly
Household Income Charges
0-10,000 14.43
10,001-20,000 20.81
20,001-30,000 26.60
30,001-40,000 29.42
40,000 and above 30.10

SOURCE: Vermont Department of Public Service et
al., Telephone Use in Vermont and a Lifeline Program,
Vol. 1, Montpelier, February 1985, p. 32.

PROMOTION OF UNIVERSAL SERVICE

Although local telephone rates may level off or even fall in the
future as discussed in Sec. VI, much controversy has surrounded the
recent shift in the burden of covering overall telephone systems costs.
Concern has widely been expressed that large rate increases could force
low-income customers to discontinue telephone service, to their detri-
ment and to that of society more generally. The FCC, for example,
observes that

Access to telephone service has become crucial to full participation in
our society and economy which are increasingly dependent upon the
rapid exchange of information. In many cases, particularly for the
elderly, poor, and disabled, the telephone is truly a lifeline to the out-
side world. Significant increases in the price of basic telephone ser-
vice could isolate many of the elderly and poor by depriving them of
the ability to obtain medical and police assistance or communicate
with family and friends.®

Although most agree that we have essentially achieved “universal”
telephone service, insofar as the vast majority of households are con-
nected to the network, rising prices have caused concern about our

ability to maintain universal service, at least for low-income groups.
As the FCC states the problem

650 Fed. Reg. 939 at 941, January 8, 1985.



the Communications Act’s objective of making service “available . . .
to all people of the United States . . . at reasonable charges” contem-
plates that “telephone exchange services should be made available at
reasonable rates.” We recognized that an increase in fixed charges
for telephone service would conflict with the universal service objec-
tive if the increases were of sufficient magnitude and were timed so
as to “cause a significant number of subscribers to cancel service.””

The motivation of states in adopting telephone assistance programs
is couched largely in terms of the concern about universal service and
the need to ensure a communications “lifeline” to those groups vulner-
able to rate increases. For example, the term “universal service”
appears in the title of the legislation that authorized the assistance
program in California. The Colorado General Assembly emphasized
the importance of universal service by entitling its lifeline program the
“Emergency Telephone Access Act” and stating that

the general assembly hereby finds, determines, and declares that the
absence of telephone services, especially during time of emergency,
presents a potential hazard and an unnecessary danger to human
health and safety. Therefore, the general assembly declares it to be
of vital importance to the public health, safety, and welfare that
low-income individuals receive assistance that is adequate to insure
access to basic telephone services.?

In response to such concerns, this study speaks of “promoting”
universal service in terms of preventing any reduction in telephone
penetration from the high levels the nation has already achieved, and
increasing penetration among low-income groups. Policy measures
consistent with this goal would help to keep on the network subscribers
who otherwise would discontinue service and would encourage tele-
phone subscription by additional households.

Promotion of universal service through assistance programs may be
economically justified to the extent that “network externalities” arise.
These reflect the benefits that telephone subscribers enjoy when other
individuals join the network, thereby increasing the total number of
potential communications paths. Fairly low prices for access to the
network may be warranted to capture these externalities.?

"Decision and Order, 50 Fed. Reg. 939 at 941, January 8, 1985.
8Colorado General Assembly, House Bill No. 1217, Art. 3.4, 1986.

®Measurement of these externalities is difficult or impossible. But one analyst esti-
mates that, as an upper bound, the social value of having an individual on the network is
twice the value that the subscriber would be willing to pay to be on the network. Thus, a
subsidy of up to one-half the monthly fee would be justified. A marginal customer will-
ing to pay one-half of the monthly fee and generating an externality equal to the other
half covered by the subsidy would just be able to afford the service. J. Rohlfs, Economi-
cally Efficient Bell-System Pricing, Discussion Paper #138, Bell Laboratories, Murray
Hill, N.J., January 1979, pp. 5-7.



That promotion of universal service is important to policymakers is
illustrated by the regular reporting by the FCC of telephone penetra-
tion data collected by the Census Bureau. The FCC’s objective is to
detect any reduction in penetration, to determine its causes, and, if
necessary, to take remedial action. (As elaborated below, no marked

reduction has been detected since 1983 when collection of these data
was started.)

EASING FINANCIAL HARDSHIP

Another concern focuses on the hardship that low-income house-
holds have in paying their telephone bills. This concern is heightened
by inequities, perceived by some groups, that have arisen from the
AT&T divestiture and regulatory policy. As one report concludes:

Two years after divestiture, consumers face disturbing inequities in
the distribution of benefits derived from increased competition and
costs imposed by new pricing policies. Federal regulatory policies are
accentuating this imbalance through reduced involvement in cost
allocation problems. Without renewed efforts to distribute the bene-
fits and costs of the Bell breakup equitably, the average consumer
will remain a net loser in the post-divestiture era.”®

To be sure, increases in rates in other regulated industries have not
escaped protest—witness, for example, the rapid escalation in electric-
ity rates beginning with the Arab oil embargo in 1973. But the
increase in electricity rates was at least partially understandable to
consumers because electricity prices could not reasonably be expected
to remain constant in the face of rapidly rising fuel prices. However,
there has been no similar increase in the cost of providing telephone
service. Indeed, with continuing technological advance, real unit costs
are falling. The basic issue revolves around how the cost burden
should be distributed among telephone users, with the widely held per-
ception that low-income and other small users are being disadvantaged.

Consequently, one goal in the minds of many is to ease the financial
hardship of low-income households in paying for telephone service.
The distinction between promoting universal service and easing finan-
cial hardship is of key importance because, as emphasized throughout
this study, measures that most effectively promote universal service
may conflict with those that would best ease financial hardship.

0G. Kimmelman and M. Cooper, Divestiture: Two Years Later, Consumer Federation
of America, Washington, D.C., December 10, 1985, p. 15.



TARGETED SUBSIDIES

A commonly suggested way to encourage efficient network use, while
preserving universal service and easing financial hardship, is to use
“targeted subsidies” to keep rates low for specified classes of users—
especially low-income users—who are deemed to be most vulnerable to
rate increases. The subsidies could, in principle, be drawn from gen-
eral tax revenues, from surcharges or fees paid by other telephone sub-
scribers, or from other sources.

The use of targeted subsidies has attracted a good deal of support,
evidenced by (a) a large telephone “lifeline”!! program adopted by the
State of California, (b) a federal lifeline assistance program in which 20
states participated as of September 1987, and (c) a federal “Link Up

America” program in which 11 states participated as of early October
1987.

The California Program

As discussed in detail in Sec. I1I, in 1983 California became the first
state to legislate a lifeline plan—the “Moore Universal Telephone Ser-
vice Act”—under which customers with incomes below a specified level
receive a 50 percent discount on basic local service, along with other
benefits. This rapidly growing program, currently financed by a 4 per-
cent surcharge on certain intrastate telephone services, now includes
about one million California households. In terms of enrollment, this

program is larger, by far, than all other state lifeline programs com-
bined.

The FCC’s Lifeline Assistance Program

In late 1984, about a year after California’s legislative action, the
FCC adopted a plan based on recommendations of a federal-state joint
board'? to waive 50 percent of the federal subscriber line charge for

Un the words of one report “Lifeline telephone service is a local exchange service
that has been specifically mandated by a legislative or regulatory body for the purpose of
providing telephone service to low-income households at reduced rates. The term “life-
line” comes from the belief that for many households, particularly those with elderly and
disabled members, the telephone is a communication lifeline to the outside world and the
principal link to local authorities in case of emergency.” U.S. General Accounting Office,
Telephone Communications: Cost and Funding Information on Lifeline Telephone Service,
Washington, D.C., September 1987, p. 1.

'?Establishment of a federal-state joint board is a commonly used mechanism to
explore problems of mutual concern to federal and state regulators. The boards, com-
posed of representatives of the FCC and the state regulatory commissions, meet periodi-

cally to treat a given subject and to make recommendations to the relevant regulatory or
legislative bodies.



certain customers under two conditions: (a) The customers must meet
a state-designed means test subject to verification, and (b) states tak-
ing advantage of the federal program must make an equal (or greater)
reduction in the local telephone rates of customers who qualify for the
reduced subscriber line charge.!® Thus, when the monthly $1 residen-
tial SLC was imposed in mid-1985, the SLC for program participants
was reduced from $1 to $0.50, and at least an additional $0.50 benefit
was included by the state, for a total monthly benefit of at least $1.

However, this program was seen as only a first step that, by itself,
would contribute only modestly to reducing the telephone bills of tar-
geted groups. The joint board recommended continued study of
broader lifeline assistance programs. Consequently, in December 1985
the Commission decided to increase the SLC waiver from 50 percent to
100 percent, again with qualifying states at least matching the bene-
fit.!* Thus, when the SLC for residential subscribers was raised to $2
in mid-1986, eligible subscribers received the full $2 waiver if the state
contribution amounted to at least $2, for a total subscriber monthly
benefit of at least $4.

Participating states continued to have wide latitude in defining eligi-
bility requirements and in establishing the levels of benefits. However,
the FCC tightened the qualifications for subscriber eligibility, requiring
that eligibility be independently verified rather than only subject to
verification. More specifically, “to qualify for this waiver, the sub-
scriber must be eligible for and receive assistance or benefits provided
pursuant to a narrowly targeted telephone lifeline assistance plan
requiring verification of eligibility, implemented by the state or local
telephone company.”®

The joint board also recommended that the FCC “require participat-
ing states to monitor the effectiveness of lifeline programs and provide
the joint board and the Commission with annual reports concerning
certain aspects of their plans”.!® As described in the Commission’s
Decision and Order:

These reports would include a description of the assistance measures,
the cost of the program, the number of households taking advantage
of the program, as well as information on the number of existing

13The amount of the SLC waiver is included in the interstate common carrier line
charges paid for access to local telephone networks by interstate carriers such as AT&T
and MCL Matching reductions in local rates are funded through intrastate sources, such
?% a tax on intrastate toll traffic or on local service, as discussed below in Secs. III and

WYECC Decision and Order, 51 Fed. Reg. 1371, January 13, 1986.

BIbid., p. 1374.

181bid., p. 1372.



subscribers who switch to lifeline service from other service offerings
and the number of new subscribers using the service. The Joint
Board also asked that these reports contain any available informa-
tion concerning the effect of the plan on subscribership levels among
low income groups.!?

However, the Commission did not adopt this reporting recommenda-
tion in order not to unduly constrain or discourage state participation.
The states must describe their programs in moderate detail in applying
for the SLC waiver, and FCC approval hinges largely on whether the
applicant state demonstrates that lifeline service is made available in
accordance with a means test (as defined by the state itself) with eligi-
bility periodically verified.!8

Although some states themselves impose internal reporting require-
ments (such as to their own legislatures), they are not required to sub-
mit periodic reports to the FCC. As elaborated below, lack of detailed
and uniform reporting requirements poses severe difficulties in evaluat-
ing the costs and benefits of these programs.

By September 1987, 20 states and the District of Columbia had pro-
grams approved by the FCC for the full or partial SLC waiver: Arizona,
Arkansas, California, Colorado, Hawaii, Idaho, Maine, Maryland, Mon-
tana, Nevada, New Mexico, New York, North Carolina, Ohio, Oregon,
Rhode Island, Utah, Vermont, Washington, and West Virginia. The
characteristics of these programs vary widely. Some offer benefits
going beyond simply matching the waiver of the SLC; some impose an
income test for subscriber eligibility, while others establish eligibility in
terms of participation in specified welfare programs (such as the food
stamp program); some require telephone companies to absorb the costs
of the program, while others include a reimbursement mechanism from
the state government.

The FCC’s Link Up America Program

Responding to concerns that subscribership can be discouraged not
only by high monthly rates but by high installation charges as well, the
Commission adopted a program in April 1987 to partially offset these
charges.® The program benefits eligible subscribers by (a) contributing
up to $30 to offset one-half of the charges for commencing service, and

Ibid., pp. 1371-1373.

180f course, states are free to establish assistance plans independently of the FCC
program in which case, however, the SLC is not waived. Moreover, a state could itself
contribute less than the SLC, in which case the SLC waiver would match only the lesser
amount.

1952 Fed. Reg. 21536, June 8, 1987.



(b) encouraging local telephone companies to offer deferred payment
schedules on remaining charges.?’

As in the case of the federal lifeline program, this program is avail-
able in states that meet FCC criteria for participation. However,
unlike the lifeline program, matching state funding is not required.
This program is fully funded through charges on long distance carriers.

State participation has grown even more rapidly than under the life-
line program, with 20 states having FCC-approved programs by the end
of 1987. According to one report, five million low-income households
nationwide are estimated to be eligible.?!

OBJECTIVES AND ORGANIZATION OF THIS STUDY

The broad objective of this study is to offer guidance in the design
and evaluation of federal and state telephone assistance by undertaking
a preliminary assessment of evidence from ongoing programs. The
term “preliminary” is emphasized because most programs are in their
early operating stages where only quite limited evidence has yet accu-
mulated. At the same time, many states are rapidly moving ahead to
design and adopt programs under the FCC’s lifeline and Link Up
America initiatives. At the expense of comprehensiveness, early study
of past experience may be timely in identifying and assessing key fac-
tors that merit consideration—in the rush of events—by federal and
state decisionmakers.

More specifically, this study has four objectives:

e To discuss the evolution and operation of state programs that
have a long enough history to draw upon. The purpose is to
show how these programs compare and contrast with each other
in terms of their criteria for subscriber eligibility, the benefits
offered to eligible subscribers, enrollments, program costs, the
manner in which costs are covered, and notable problems that
have emerged.

e To identify relationships between program costs and program
designs in terms of eligibility criteria, procedures for verifying
eligibility, and enrollment size.

e To examine how closely program designs accord with the goal
of promoting universal service, in comparison with the goal of
easing financial hardship.

208ee the description in Angele Gilroy, Federal Telephone Services: Federal Activity
and Controversies, Congressional Research Service, Washington, D.C., April 28, 1987,
pp. 8-9.

21Telecommunications Reports, October 12, 1987, p. 31.
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® To trace the implications of the above for the future design and
evaluation of programs. Among the key considerations, the
very legality of the FCC’s lifeline and Link Up America pro-
grams would be in doubt if they were shown to have negligible
effects on universal service.

Guided by these objectives, this study is divided into the following
sections:

Section II treats three important factors in assessing those pro-
grams: (a) information required to assess program costs, (b) criteria
needed to judge whether programs are directed to promoting universal
service or to easing financial hardship, and (c) whether states that have
adopted assistance programs have experienced larger local rate
increases, or have higher local rate levels, than other states.

Section III is devoted to the California program, which merits
separate treatment because of its relatively long history and large size.
The program is especially notable because changes in its design over
time suggest a shift toward redistributing income in ways different
from those that would most effectively promote universal service.

Section IV covers seven other states and the District of Columbia,
whose lifeline programs have a long enough history to warrant inclu-
sion. This section outlines their general characteristics, analyzes their
costs using such data as are available, and assesses the degree to which
their design is consistent with promoting universal service. Link Up
America programs, being of much more recent origin, have insufficient
history for assessment here.

Section V combines material from Secs. III and IV, along with other
material, to (a) compare administrative costs and other program
characteristics, (b) assess the consistency of program characteristics
with promotion of universal service and the easing of financial hard-
ship, and (c) examine the relationship between program adoption
among the states and the pattern of local rate increases and rate levels.

Section VI treats the need for evaluating the costs and benefits of
these programs, especially because (a) their effects may vary substan-
tially from the frequently stated goal of promoting universal service,
and (b) the costs imposed on other telephone users and taxpayers to
fund these programs are growing rapidly.

Section VII draws together major conclusions.



II. KEY FACTORS IN ASSESSING ASSISTANCE
PROGRAMS

In light of the objectives tabulated in Sec. I, this section identifies
the nature of the information and criteria needed for program assess-
ment within the context of the case studies in Secs. III and IV. The
discussion is divided into three parts: (a) information required to
assess program costs, taking into account the distinction between costs
and transfer payments, (b) criteria for determining whether programs
are directed to promoting universal service or to easing financial hard-
ship, and (c) the relationship between the pattern of program adoption
among the states and the pattern of local rate levels and rate changes,

useful in shedding additional light on the motivations and effects of
these programs.

PROGRAM COSTS

Questions immediately arise about the costs of the assistance pro-
gram and whether these costs are reasonable. In response, it is impor-
tant to distinguish between categories of costs and to differentiate
between costs and transfer payments.

Administrative Costs

Whether a targeted subsidy program should be undertaken depends
in part on the costs associated with (a) advertising and other publicity
required to inform people of the program, (b) enrollment activities, (c)
verification of eligibility procedures, (d) telephone billing changes, (e)
service conversion charges, and (f) program monitoring and modifica-
tion. Such administrative costs or “resource” costs are of central con-
cern in this study.

Transfer Payments

A large budget element in an assistance program is the benefit
received by the enrollee. In lifeline programs, the SLC waived by the
FCC constitutes one portion of that benefit. The state contribution,
constituting the “forgone revenues” of the local telephone companies, is
the other portion. But this benefit does not represent a cost in the
sense of absorbing scarce resources that are thereby denied to other
uses. Rather it is a transfer payment—a shift in dollars or purchasing

11
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power from taxpayers or telephone ratepayers to enrollees in the assis-
tance programs. These transfer payments are important for our pur-
poses because their design affects the degree to which a program is

aimed toward either promoting universal service or easing financial
hardship.

The Loss of Consumer and Producer Surplus

An “allocative loss” is associated with a tax on the service used for
the transfer payment to enrollees. This tax (e.g., the 4 percent sur-
charge on certain intrastate telecommunications services in California)
drives a wedge between the price of the taxed service and its cost. The
increase in price, forcing a reduction in sales, causes a loss of “con-
sumer surplus.” This surplus is measured by the difference between the
price that the consumer would have been willing to pay (say price Y)
for a unit of the service and the price he would have had to pay (say
price X) in the absence of the tax. If the sale of that unit is foreclosed
because price with the tax exceeds price Y, the loss of consumer
surplus for that unit is equal to Y-X.

However, a portion of the tax might be borne by the producer. The
difference between the price the producer would have received in the
absence of the tax and the cost to the producer is the “producer
surplus.” If the sale is foreclosed because of the tax, the producer is
denied this surplus. Typically, the overall loss involves a combination
of consumer surplus and producer surplus, depending on the incidence
of the tax. :

The size of the loss in surplus depends on the sensitivity of the ser-
vice to price. If sales are very insensitive to price (highly price inelas-
tic) few or no sales will be foreclosed because of the tax and, hence,
there will be little or no loss of consumer and producer surplus. Con-
versely, great sensitivity to price would lead to relatively large losses of
surplus.

Measurement of these losses is beyond the scope of this study. But
they are important to bear in mind because they represent costs to
society caused by the transfer payments. The waiver of the federal
SLC tends to increase the prices of long distance carriers, whose ser-
vices are relatively price elastic. Intrastate long distance service is less
price sensitive. Local service is less price sensitive still.! The larger is
the transfer payment, and the greater is the price elasticity of services
on which taxes are imposed, the larger is the allocative loss. To

More generally, price elasticity is related to distance—with local service at one
extreme and international long distance service at the other. J. T. Wenders, The
Economics of Telecommunications, Ballinger, Cambridge, Mass., 1987, pp. 56-59.
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minimize allocative losses for a given transfer, a tax on local service is
preferable to one on usage of toll service. However, many states,
including California, impose the burden on intrastate toll services,
while the FCC’s lifeline and Link Up America programs burden inter-
state long distance carriers.

The sum of administrative (or resource) costs and allocative losses
associated with the transfer payments constitutes the “social cost” of
an assistance program. (Again, the transfer payment itself is not a
cost.)

As emphasized throughout this report, telephone assistance pro-
grams are a form of income redistribution to the poor from other
members of society. This form of redistribution must be compared
with others (such as expansion of conventional welfare programs) in
terms of cost and effectiveness. The costs include the administrative
costs and allocative losses noted above. Effectiveness is measured by

the extent to which the targeted groups in fact benefit—the subject to
which we now turn.

PROMOTING UNIVERSAL SERVICE CONTRASTED WITH
EASING FINANCIAL HARDSHIP

In assessing assistance programs, we must keep clearly in mind the
distinction between promoting universal service and easing the finan-
cial hardship of paying for service. Promotion of universal service, as
noted in Sec. I, involves keeping people from dropping off the tele-
phone network and encouraging people who are not now on the net-
work to obtain service. An assistance program that most effectively
promotes universal service is one that maximizes the increase (or
minimizes the reduction) in telephone penetration for a given total pro-
gram cost. However, the income redistribution associated with this
outcome may differ from the income redistribution that would most
effectively ease the financial hardship on low-income groups subscrib-
ing to telephone service.

To appreciate this difference, it is important as a first step to exam-
ine the relationship between household characteristics and telephone
penetration.

Household Characteristics and Telephone Penetration

Concern about households discontinuing service is ameliorated
insofar as the price elasticity of demand for access to the telephone
network is low. For example, one model based on 1980 census data
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estimates a price elasticity of -0.032, so that doubling the price would
result in a 3.2 percent decrease in telephone penetration.? Given the
many other relevant factors, including per capita income growth, the
rise in local rates has not been accompanied by any substantial decline
in overall telephone penetration. According to one FCC study, tele-
phone penetration stood at 92.4 percent in November 1986, up from
91.4 percent three years earlier when the Commission started collecting
this information.?

But marked variations in subscribership and price elasticities are
related to household characteristics. Table 2.1 shows that subscriber-
ship is positively related to both household income and age. The
lowest penetration level—about 53 percent—is recorded for young
males with below-poverty incomes. However, even for below-poverty
households, those headed by a female or an elderly husband and wife
have subscribership levels that equal or exceed the overall national
level of about 92 percent. This pattern is explainable by the common
observation that telephone service is essential for security and emer-
gency purposes, especially for elderly people living in low-income
neighborhoods. Consequently, they purchase telephone service despite
its increased price.*

Table 2.2 shows wide variations in the price elasticity of demand for
households within and between income classes.? A doubling of price
would be expected to reduce telephone subscribership by perhaps 2 per-
cent for below-poverty households headed by husband and wife of age
65 years and above, while subscribership would be expected to fall by
about 20 percent for below-poverty individual males of age 25 years
and below.

2L. J. Perl, Residential Demand for Telephone Service, 1983, National Economic
Research Associates (NERA), White Plains, N.Y., December 16, 1983, p. 14.

3FCC, Trends in Telephone Service, mimeo., Industry Analysis Division, Common
Carrier Bureau, Washington, D.C., February 2, 1987. As pointed out in another study,
however, “telephone penetration was almost 93 percent in 1980 [higher than in later
years] when telephone rates began increasing faster than inflation.” Universal Service on
Hold: A National Survey of Telephone Service Among Low-Income Households, U.S. Pub-
lic Interest Research Group, mimeo., Washington, D.C., January 1987, p. 7. Although
rising local rates may have been a factor, other possibilities also may have adversely
affected telephone penetration. The decline in national income as a consequence of a
recession at that time may have contributed. Also, changes in the form in which ques-
tions were asked in the consumer survey may have caused a spurious change in reported
telephone subscribership.

4Another explanation is that some elderly people have substantial assets (e.g., equity
in a home), so that their standard of living is higher than one would expect on the basis
of current income alone.

51t is important to emphasize that the estimates shown to four decimal places imply
an accuracy that does not exist. These estimates should be viewed as rough approxima-
tions useful primarily in showing relationships among household classes.
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Table 2.1

TELEPHONE PENETRATION RATES FOR VARIOUS INCOME GROUPS,
BY INCOME, AGE, AND HOUSEHOLD TYPE
(In percent)

Above
Below 1-2 Times 2-3 Times 3-4 Times 6 Times
Household Type/ Poverty  Poverty Poverty Poverty Poverty

Age ($3,491)  ($8,636) ($15,152)  ($20,761) ($44,822)
Male individual
25 53.32 66.66 78.88 85.58 95.18
45 73.19 83.24 89.27 92.75 97.36
65 86.71 91.47 94.88 96.50 98.56

Female head, with
2 children between
6 and 12 years of age

25 84.24 90.34 94.59 96.53 98.93

45 92.74 95.59 97.50 98.36 99.42

65 96.83 98.05 98.86 99.23 99.69
Husband and wife

25 79.05 86.85 92.50 95.15 98.49

45 90.01 93.86 96.49 97.69 99.18

65 95.56 97.26 98.39 98.91 99.56

SOURCE: Perl], op. cit., p. 41.

Universal Service

A program focused on maintaining universal service would be
designed in accordance with the principle that funds be allocated so
that the additional subscribership created by an additional dollar spent
in one direction is equal to that created by an additional dollar spent in
any other direction. Thus, to take an extreme case, it would be a waste
of money to advertise the program at a place where no one would have
telephone service regardless of the program. Similarly, it would be
unwise to concentrate on places where everyone would, in any event,
have service. In accordance with this principle, the program would
have perhaps five characteristics:

1. No age restriction. It would include nonelderly people as eligible
because they are the ones most likely not to have telephone service, or
most likely to drop off the network in the face of higher prices, as sug-
gested in Tables 2.1 and 2.2.
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Table 2.2

PRICE ELASTICITY FOR VARIOUS INCOME GROUPS,
BY INCOME, AGE, AND HOUSEHOLD TYPE

Above
Below 1-2 Times 2-3 Times 3-4 Times 6 Times
Household Type/  Poverty  Poverty Poverty Poverty  Poverty

Age ($3,491)  ($8,636)  ($15,152)  ($20,761) ($44,822)

Male individual
25 -0.1977 -0.1412 -0.0894 -0.0611 -0.0204
45 -0.1135  -0.0752 —-0.0454 -0.0307 -0.0112
65 -0.0563 -0.0361 -0.0217 -0.0148 -0.0061

Female head, with
2 children between
6 and 12 years of age

25 -0.0667  ~0.0409 -0.0229 -0.0147 -0.0045

45 -0.0307 -0.0187 -0.0106 -0.0069 ~0.0025

65 -0.0134  -0.0083 ~0.0048 -0.0033 -0.0013
Husband and wife

25 -0.0887 -0.0557 -0.0318 -0.0205 -0.0064

45 -0.0423 -0.0260 -0.0149 -0.0098 -0.0035

65 -0.0188 ~0.0116 -0.0068 -0.0046 -0.0019

SOURCE: Perl, op. cit, p. 43. Subsequent unpublished research at
National Economic Research Associates has produced access price elasticities
that are somewhat higher than those in this 1983 report. However, the pattern
of elasticities by demographic group is not altered.

2. Treatment of flat rate service. It would restrict eligibility to sub-
scribers with measured service (in contrast to flat rate service with
unlimited local calling), in areas where measured service is available,
on grounds that those most vulnerable to leaving the network tend to
use measured service. Although the majority of low-income subscribers
may prefer and pay for flat rate service (as suggested below), most
presumably would shift to measured service rather than dropping ser-
vice a(lstogether to satisfy their high priority or emergency telephone
needs.

Sof course, preferences for flat rate or measured service depend on differences
between the base rate for the two services, the monthly allowance of free calls under
measured service, and the price charged for additional calls. One could imagine a mea-
sured service being so unattractively priced that many or all subscribers would prefer no
telephone service to measured service.
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Such a pattern of demand is supported by the results of one study
showing that when measured service is not offered, an increase in the
flat rate from $10 to $20 reduces demand by 3.2 percent; but when
measured service is also offered (at a $10 access price and a 10¢ charge
for local calls), the same increase in the flat rate price reduces demand
by only 1 percent.” The study concludes that

Clearly, many consumers, who would be driven off the network if all
access prices rise, will simply move to a lower cost option if only the
flat rate rises. This result suggests that telephone demand depends
primarily on the minimum charge for access and that as long as some
low cost option exists, penetration will be quite high even if high
prices are charged for more enriched grades of service.®

That measured service is relatively attractive to low-income house-
holds is suggested also by evidence from the Oregon telephone assis-
tance program, discussed in Sec. IV. In Oregon, where eligibility
extends to both flat rate and measured service, about 1.4 percent of
Pacific Northwest Bell’'s (PNB) 80,000 single-party measured service
lines are used by program participants, compared to a lower 0.8 percent
for PNB'’s 552,000 single-party flat rate lines. At the same time, nearly
four times as many program participants subscribe to PNB’s single-
party flat rate service than to PNB’s measured service, suggesting that
the majority of low-income households prefer, and are willing to pay
for, flat rate service.?

To be sure, those who are heavy telephone users may save money by
purchasing flat rate rather than measured service, depending on the
monthly free calling allowance and the extra call charge for measured
service. But these customers are among those least likely to discontinue
service in response to rising telephone rates. We would expect rising
rates to encourage some low-income groups to migrate from flat rate
service to measured service, to retain a “lifeline” to the network for
urgent or emergency needs. Those who are most “vulnerable” to rate
increases, in the sense of dropping service altogether, are likely to be
those who have measured service, rather than those who subscribe to
the more expensive flat rate service. The fact that some subscribers
save money by having flat rate service is not itself sufficient to warrant
their inclusion in a program directed to maintaining universal service.

Another factor, however, is relevant. Because service conversion
costs are involved in switching from one grade of service to another, a

"Perl, op. cit., p. 17.
8Perl, op. cit., pp. 17-18.

9David Booth, The Oregon Telephone Assistance Program: Interim Report, April 1987,
Public Utility Commission of Oregon, Salem, mimeo., April 9, 1987, Table A-1.
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flat rate subscriber wishing to participate in an assistance program lim-
ited to measured service must incur this cost to do so. To reduce such
administrative costs, the program might expand eligibility to flat rate
service. However, to encourage growth in telephone penetration, flat
rate service should be accorded no more than the same fixed dollar
discount as measured service, rather than the same percentage
discount. In the latter case, the absolute dollar difference between flat
rate and measured service would fall, encouraging people to move
beyond “basic access” or “lifeline” service toward unlimited free local
calling, in contrast to encouraging new sign-ups.!?

3. Outreach to nonsubscribers. Promotional activities to advertise
the availability of the program would seek to include both those who do
and those who do not currently have telephone service. For example,
promotion might be directed especially to male-headed households
where telephone penetration is low, as shown in Table 2.1. These
outreach efforts might cover not only welfare agencies but such places
as vocational training schools, employment agencies, and drug abuse
centers.

4. Income test and household size. If household eligibility is defined
in terms of household income, any adjustment in allowable household
income to take into account household size should be such that a large
household would be eligible only at a lower percentage of the poverty
level than a smaller household. For example, if eligibility for small
households is set at 150 percent of the federal poverty guideline, eligi-
bility for larger households should be set at less than 150 percent.
Poverty guidelines for a given size family are set at a multiple “of the
cost of a nutritionally adequate diet for a family of that size and com-
position.”’ A large household at the 150 percent poverty level would
more likely have a telephone than the small household, in the absence
of the assistance program, because (a) a telephone is more valuable to a
larger household, (b) except for per call charges in measured service,
the telephone is a fixed cost to the household regardless of size, and (c)
the larger household has more discretionary income.

In contrast, eligibility for program participation defined in terms of
eligibility in food stamp or fuel assistance programs, as some state

'%0ne commentator on an earlier draft of this study suggests that it may be undesir-
able to limit benefits to measured service (where it is available) because the householder
has difficulty controlling how many and what type of calls (local vs. long distance) are
made, in part because of access by others to the telephone. One might also argue that
because of possible “call” externalities as well as network externalities, a basis exists on
economic grounds to include flat rate service in assistance programs.

1'U.S. Congressional Budget Office, Reducing Poverty Among Children, Washington,

D.C., May 1985, p. 147. This measure of poverty (as well as alternatives) are subjects of
much controversy, as discussed in this reference.
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programs specify, is consistent with promotion of universal service,
because telephone penetration levels are relatively low for households
in these welfare programs. On the basis of 1986 data, the level of tele-
phone penetration among food stamp households varied between 57
percent and 74 percent, depending on the level of assistance.!?

Another possibility, which no state has yet adopted, is to extend eli-
gibility to any household, regardless of stated income or other means
test, that has been without telephone service for a specified time, say
nine months or a year. This approach is predicated on the notion that
such a household, in the absence of the assistance program, would
remain without service.!3

5. Criteria for judging success. The primary criterion of success
would be the increase in the number of those entering the program who
otherwise would not have service, reflected by an increase in sub-
scribership penetration (or at least no fall in penetration in response to
higher local telephone rates) among the low-income households
categorized, for example, in Table 2.1. It would not emphasize the rate
of participation in the program as a major criterion for program suc-
cess. That is, the number of participants as a percentage of the total
number of households deemed eligible for participation would, by itself,
be less important to the extent that many participants would have tele-
phone service even in the absence of the program.

Indeed, a conflict may arise between attempts to increase participa-
tion rates and attempts to increase telephone penetration. The people
who are most interested and able to respond to advertising campaigns
by reading and understanding instructions, filling out forms, and doing
other things to enroll may be the very ones most likely to have tele-
phone service with or without the assistance program. This pervasive
problem of “self-selection” has been observed, for example, in energy
conservation assistance programs where the people most likely to sign
up may be the ones who would undertake the conservation efforts even
without the program.!4

To assess the degree to which self-selection is a problem would
require data on the demographic characteristics of enrollees not
reported by the states included in this study. For example, even if no

124, Belinfante, Telephone Penetration and Household Characteristics for 1986, Indus-
try Analysis Division, Common Carrier Bureau, FCC, Washington, D.C., mimeo,, March
26, 1987, p. 55.

BThe FCC's Link Up America program requires that the applicant be without tele-
phone service for at least three months. However, this requirement is in addition to,
rather than in lieu of, eligibility requirements imposed by the states.

43ee, for example, R. S. Hartman, “Energy Conservation Programmes: The Analysis
and Measurement of Their Effects,” Energy Policy, October 1986, p. 416.
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age restriction is imposed, a disproportionate number of enrollees may
be elderly subscribers who, in the absence of the program, would still
have service. This situation highlights the need for reporting require-
ments for participating states, as discussed in Sec. VI

Easing Financial Hardship

In contrast, a program that emphasizes the alleviation of financial
hardship based on varying notions of equity could have five ingredients
that stand in contrast to the above:

1. Age restriction. It may restrict eligibility to the elderly because
this group is likely to be regarded as facing the greatest hardship in
paying telephone bills. The fact that most people in this group
nevertheless do pay for telephone service is irrelevant if alleviation of
hardship is of central concern.

This situation illustrates the conflict between attempting to promote
universal service and attempting to alleviate hardship. The people
whose demand for telephone service is most inelastic, and thus who
suffer the greatest hardship when telephone rates rise, are the same
ones who would retain service when rates rise even in the absence of
the assistance program.

2. Treatment of flat rate service. It would include flat rate service as
well as measured service because the participant would suffer financial
hardship in having either type of service. If the applicant prefers flat
rate service, and if no greater dollar subsidy is paid for flat rate service,
no reason would exist to deny a participant that choice. Moreover, if
flat rate service is judged to fall within the definition of “basic
minimum service,” a percentage discount rather than a fixed dollar
discount might be included on grounds that subscribers to flat rate ser-
vice face a greater hardship because of its higher price and, therefore,
are entitled to a larger dollar discount.

3. Outreach to nonsubscribers. The program might be primarily
directed to existing subscribers, rather than singling out those who do
not have telephone service, on grounds that existing subscribers are the
ones who face hardships in paying their telephone bills. For example,
the program could be slanted toward those who already have telephone
service to the extent that it relies heavily on telephone bill inserts to
advertise the program.

4. Income test and household size. If eligibility is defined in terms
of household income, adjustments to reflect household size might hold
constant the specified percentage of the poverty level across household
sizes on grounds that treating all households the same, in terms of a
poverty measure, is “fair.”
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5. Criteria for judging success. The rate of participation would be a
major criterion for judging success. If the goal is to alleviate financial
hardship, the greater the number of people who participate, relative to
those deemed to be eligible, the more successful is the program likely to
be judged by its administrators, state legislators, and others.

It would be surprising if any state program nicely fit all the above
characteristics either in promoting universal service or in alleviating
hardship. We would expect that the program would have characteris-
tics on both sides (and probably with some ambiguity as well) with a
slant toward one or the other. A plan heavily slanted toward universal
service would nevertheless pick up some enrollees who, in the absence
of the program, would still subscribe. Similarly, a plan aimed primarily
at easing hardship would include some enrollees who otherwise would
have no telephone service. Of prime importance is that, for a given
social cost, the resulting level of telephone penetration is likely to be
higher in a program with the characteristics described above for pro-
moting universal service than for one with characteristics for alleviat-
ing financial hardship.

PROGRAM ADOPTION AND LOCAL TELEPHONE RATES

If states with assistance programs experienced relatively large rate
increases, or relatively high rate levels, this evidence would support the
notion that these programs promote universal service or reduce finan-
cial hardship in geographical areas where the hardship is the greatest.
Thus, a question arises as to whether, in fact, those states with pro-
grams show larger rate increases, or have higher rate levels, than do
other states. The relationship between program adoption and local
rates is explored in Sec. V, with additional analysis contained in the
appendix.

With these characteristics in mind, we now turn to programs in
specific states to explore how, in fact, they operate.



HI. THE CALIFORNIA UNIVERSAL TELEPHONE
SERVICE PROGRAM

California’s experience is especially noteworthy because

® The state has, by far, the largest program. Its one million par-
ticipating households dwarf the enrollment in lifeline programs
of all the other states (and the District of Columbia) combined.!
The level of benefits is higher than that of most states.
Documentation of the program’s costs and other characteristics
is better than that available for most states in part, at least,
because California’s program has a longer history.

The program is also noteworthy because modifications in its design
over time suggest a shift away from promoting universal service in
favor of easing financial hardship on low-income subscribers. This
shift provides a useful basis for assessing the design of programs else-
where,

GENERAL CHARACTERISTICS

The “Moore Universal Telephone Service Act” was enacted in Sep-
tember 1983, more than a year before the FCC adopted its lifeline
plan.2 The act declared among other things, that “Communication by
telephone is a basic human need in modern societ , and must be made
available to all Californians at reasonable cost for basic minimum use.”
The inclusion of “universal service” in its title and the stipulation of
“basic minimum use” suggest that the act was strongly directed toward
promoting universal service.

Under the terms of the act, the California Public Utilities Commis-
sion (PUC) established a program, starting July 1, 1984, that included
the following benefits.

* A 50 percent discount on the monthly rate for local measured
service with a monthly allowance of 30 free outgoing calls.
Notably, the discount was restricted to local measured service if

1As of September 1987, the eight jurisdictions surveyed in Sec. IV had a total enroll-
ment of no more than 150,000. The other 12 states that had adopted lifeline programs
by that time surely had an even smaller total enrollment.

“California Assembly Bill No. 1348,
31bid. (italics added).
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it were available in the customer’s area. Otherwise, flat rate
service qualified.

e A 50 percent discount on flat rate service, with unlimited local
calling, in areas where local measured service was not available.

e A 50 percent discount for service connection charges for one
telephone and a modular jack, if required.

* A 75¢ monthly credit for the cost of a telephone.

The program was initially financed by a 4 percent tax on intrastate,
interLATA toll calls and certain other intrastate telecommunications
services, with provision for revising the tax rate and the tax base
depending on funding needs.

Eligibility was limited to households with a total annual income of
no more than $11,000—approximately 150 percent of the federal
poverty guideline for a 2.3 person household. The program was to be
“self-certifying,” with no formal mechanism to independently verify
that the applicant met the income test. As described by the PUC:

There was considerable support during the hearings for self-
certification, primarily from parties who wish to conserve available
program funds for phone bill subsidies. This approach would
preserve the dignity and privacy of customers, encourage enrollment
by eligible parties, and minimize administrative costs. It is impera-
tive that application procedures remain simple for eligible persons
who might otherwise be discouraged from seeking essential benefits.
Also, the time needed to self-certify eligibility would not delay the
inception of Moore act services.... We will authorize self-
certification, which will be easy to comply with for applicants and
administratively simple for the telephone companies.*

Because subscriber eligibility in the program involves self-
certification rather than independent verification, the program qualifies
only under the original FCC lifeline program that permits a 50 percent
(rather than a 100 percent) waiver of the SLC. A copy of a typical
application form, inserted with the customer’s telephone bill, is shown
as Table 3.1.5 Although the PUC reserves the right to authorize verifi-
cation of eligibility, the applicant is not required to supply a social
security number or other information that would assist in verification.
Enrollees are required to recertify annually their eligibility for the pro-
gram.

4PUC, Interim Opinion, Decision 84-04-053, File OIl 83-11-05, April 18, 1984,
pp. 9-10.

5As referenced on the application form, California had a “lifeline” program before the
1983 legislation, consisting of a discounted rate for measured service. But it was not lim-
ited to low-income households; nor were telephone companies separately reimbursed for
administrative costs and forgone revenues.
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Table 3.1

IMPORTANT NOTICE ABOUT LIFELINE CHANGES
ORDERED BY THE CALIFORNIA PUBLIC UTILITIES COMMISSION

EFFECTIVE JULY 1, 1984 PRESENT LIFELINE SERVICE WILL BE
DISCONTINUED. HOWEVER, A NEW DISCOUNT SERVICE WILL BE
AVAILABLE TO ALL PACIFIC BELL RESIDENCE CUSTOMERS WHO
MEET NEW ELIGIBILITY RULES ESTABLISHED IN COMPLIANCE
WITH CALIFORNIA LAW.

CUSTOMERS MEETING THE ELIGIBILITY RULES WILL BE OFFERED
STANDARD MEASURED SERVICE OR BASIC FLAT RATE SERVICE, IF
MEASURED SERVICE IS NOT AVAILABLE, AT ABOUT A 50 PERCENT
DISCOUNT.

ELIGIBILITY RULES ARE:

1. THE DISCOUNT SERVICE MUST BE THE
ONLY SERVICE AT YOUR RESIDENCE
AND IT MUST BE YOUR PRINCIPAL
PLACE OF RESIDENCE.

2. TOTAL HOUSEHOLD INCOME MUST NOT
EXCEED $11,000 ANNUALLY.

IF YOU QUALIFY AND WISH THIS SERVICE, PLEASE SIGN THIS PAGE,
AND RETURN IT WITH YOUR BILL PAYMENT. CAUTION, IF YOU ARE
NOW A LIFELINE CUSTOMER, YOU STILL MUST CERTIFY YOUR
ELIGIBILITY OR YOU WILL BE CHARGED THE FULL MEASURED
SERVICE RATE FOR YOUR SERVICE OR YOU WILL BE GIVEN THE
OPTION TO CHANGE TO FLAT RATE SERVICE.

I CERTIFY THAT I MEET THE ABOVE ELIGIBILITY
RULES AND APPLY FOR THE NEW LIFELINE DIS-
COUNT SERVICE. I UNDERSTAND THAT THE PUBLIC
UTILITIES COMMISSION MAY AUTHORIZE
VERIFICATION OF MY ELIGIBILITY.

SIGNATURE DATE
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The California program relies on the telephone companies to inform
the public about the program. Unlike the programs in some states,
public welfare or other agencies are not involved in a sustained way in
outreach activities. Although telephone companies have used the mass
media for advertising, telephone bill inserts are the primary mechanism
to inform subscribers of the existence of the program. In the words of
a 1984 PUC decision

The subsidy program will start July 1, 1984. A program will start
immediately to notify all telephone customers of the possibility that
they may qualify for lifeline service. This notification will be
through the regular billing procedures. Customers will assess whether
or not they qualify and return the self-certification forms to the tele-
phone companies so that service may commence on July 1.°

In part, at least, because participation was lagging behind earlier
expectations in 1986, the PUC ordered that Pacific Bell undertake
more vigorous outreach activities.” But this effort (involving renewal
reminders and other billing inserts) continued to be confined largely to
existing subscribers. Although important as a way to help keep sub-
scribers on the network, this approach is less effective in reaching non-
subscribers who would join if they knew of the program.

Table 3.2 shows the growth in participation. Of the approximately
two million California households estimated to be eligible for the pro-
gram, about 50 percent participated by mid-1987.8

Several changes have been made in the program since its inception.
In early 1986 the monthly allowance for measured service was
increased from 30 to 60 free calls. Moreover, the charge for additional
calls was not large—10¢ per call for calls 61 through 70 and 15¢ for
each call in excess of 70 per month. This decision by the PUC was
based on two considerations. First, more generous allowance was insti-
tuted to stimulate subscriber signup, which was lagging behind earlier
projections. Second, the PUC staff analysis showed that customers
with high calling rates were paying more for telephone service under
measured service than they would under flat rate service.’

SPUC, Interim Opinion, OII 83-11-05, Decision 84-04-053, April 18, 1984, p. 3 (ital-
ics added).

“PUC, Report to the California State Legislature in Response to Assembly Bill
1348(1983), The Moore Universal Telephone Service Act for the Year Ended June 30,
1987, Projected, June 1, 1987, pp. 2-21.

8U.S. General Accounting Office, op. cit., p. 3.
9PUC, Interim Opinion, OII 83-11-05, Decision 86-02-021, February 5, 1986, p. 4.
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Table 3.2
ENROLLMENT IN THE CALIFORNIA PROGRAM

Thousands of

End of Month Participants
July 1984 186.9
January 1985 487.5
July 1985 472.2
January 1986 508.7
July 1986 621.1
January 1987 759.5
June 1987 1094.7

SOURCE: PUC, Report to the State Legislature,
June 30, 1987, op. cit., p. 20, and unpublished
updated information from PUC staff,

The program was further liberalized in legislation passed in the fall
of 1986 that (a) allowed customers the option of having flat rate ser-
vice (with unlimited local calling) even if measured service were avail-
able, and (b) provided a credit of $1 monthly, equal to 50 percent of the
federal SLC. The PUC added a monthly allowance of 25¢ for mainte-
nance of inside wire.!!

Under the legislation, the PUC could choose the discount for flat
rate service—either at the same dollar level as for measured service or
at the same percentage level. The legislation authorizing the inclusion
of the flat rate option specified that the discount for flat rate service
could be set as low as the 50 percent discount for measured service or
as high as 50 percent of the rates “for basic flat rate service.”!2 The
PUC chose to set the discount for flat rate service at the same 50 per-
cent level, thereby offering a greater dollar benefit for flat rate sub-
scribers than for measured service subscribers.!3

When the program started, eligibility was limited to households with
an annual income below $11,000 regardless of family size. The PUC
raised the limit to $11,500 in early 1985 to reflect an adjustment for

10Assembly Bill 3288,
PUC Resolution No. T11099, February 11, 1987.
'2Assembly Bill No. 3288, Ch. 1047, Sec. 3(A),(B).

13As of early 1987, the discount for Pacific Bell’s flat rate service was $4.12 monthly;
the discount was $2.22 monthly for measured service. PUC, Report to the State Legisla-
ture, Year Ended June 30, 1987, op. cit., p. 7.
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inflation based on the 1984 consumer price index.!* However, concern
was expressed in various quarters that the $11,500 figure, equal to
about 150 percent of the federal poverty guidelines for a 2.3 person
household, was too low for large families. Consequently, the PUC
adopted a schedule of income limitations to reflect 150 percent of the
federal poverty guideline as adjusted for household size, applicable dur-
ing 1986.1% The schedule included an income limitation of $11,900 for
families of one or two, an increment of $1,900 for a third member, and
an increment of $2,800 for each additional member. In its 1987 annual
review, the PUC adopted an increased household limitation of $12,100
for one or two members, an increment of $2,000 for a third, and an
increment of $2,900 for each additional member, applicable during the
period March 8, 1987, to March 7, 1988. Thus, a seven-member house-
hold, for example, qualifies for participation if its income does not
exceed $25,700.16

In summary, California has a simple income standard, adjusted to
reflect inflation and revised to recognize family size as shown in the
federal poverty guidelines. Unlike some other state programs, dis-
cussed in Sec. IV, eligibility has not been tied to age or to participation
in specified welfare programs.

TRANSFER PAYMENTS AND ADMINISTRATIVE COSTS

Because telephone companies are reimbursed from tax revenues for
both lost revenues and for expenses in administering the plan, the fig-
ures for California are more complete than is true of some other states.
Table 3.3 shows the estimated results for the three fiscal years com-
pleted by the program. Consistent with figures in Table 3.2, it dis-
closes the sharp rise in the mean number of participants to about
801,000 during 1986-1987. It also shows an increase in lost revenues
per participant to $7.88 monthly, as a result of expanded benefits.!”

14pyUC, Resolution T-10907.
15pUC, Interim Decision, D.86-02-021, February 5, 1986.
16pUC, Resolution T-1200, February 11, 1987.

"The inclusion of $1 allowance against the federal SLC and the 25¢ monthly
allowance for maintenance of inside wiring added further to forgone revenues. In addi-
tion to the costs shown in Table 3.3, administrative costs were incurred by the PUC, the
State Board of Equalization, and the State Controller's Office. However, the estimated
total for the three organizations of $657,000 over the three fiscal years is small relative to
cumulative operating expenses recorded by the telephone companies. See PUC, Report to
the California State Legislature, Year Ended June 30, 1987, op. cit., pp. 7, 15, and the
same annual report for the preceding year ending June 30, 1986, p. 11.
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Table 3.3

THE CALIFORNIA PROGRAM ENROLLMENT
AND FINANCIAL PERFORMANCE

Telephone Company Telephone Company
Lost Revenues ($) Administrative Costs ($)

Mean No. Per Per
Fiscal  Participants Total Participant Total Participant
Year  (Thousands) (Millions) (per Month) (Millions) (per Month)

1984-85 446 28.2 5.27 7.5 1.40
1985-86 510 32.1 5.25 71 1.16
1986-87 801 75.7 7.88 9.8 1.02

SOURCES: PUC, Report to the State Legislature, Year Ended June 30,
1986, Appendix H, op. cit.; the same annual report for the year ended June
30, 1987, op. cit., pp. 17, 20; and unpublished updated information from
PUC staff.

One would expect relatively high per participant costs early in the
program because of startup costs and the need for software debugging
and such. Once computer programs can run to handle the special bill-
ing procedures, per participant cost would be expected to decline as the
number of participants rises—consistent with California’s experience.!®

In any event, California has a large and rapidly expanding program
with over a million households. The estimated budget for 1986-1987 of
about $86 million is projected to rise to about $147 million for
1987-1988,'° measured in terms of forgone revenues and administrative
costs.

8In an earlier draft of this report, the author computed a per enrollee administrative
cost of over $3 monthly (compared with about $1 in Table 3.3) for 1986-1987, based on
figures in the PUC annual report for the year ending June 30, 1987, op. cit. However,
the PUC later grossly revised these figures, in part because of erroneous telephone com-
pany data that had been filed with the PUC. This situation highlights the importance of
imposing uniform, detailed reporting requirements for participating states as discussed in
Sec. VI.

BpyC, Report to the State Legislature, Year Ended June 30, 1987, op. cit., Appendix
G.
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FINANCING

As noted, the program was initially financed by a 4 percent tax on
intrastate, intraLATA revenues of telephone companies. But because
signup rates were lower than projected, the program fund began to run
a surplus. Indeed, the level of participation fell by 4 percent from June
to July of 1985.2 Consequently, the PUC determined that the tax rate
should be lowered from 4 percent to 1.5 percent for the fiscal year
1986-1987.%

But during July 1986 to June 1987, enrollment and financial claims
escalated, as shown in Tables 3.2 and 3.3, with a 44 percent enrollment
increase from January to June 1987 alone. It soon became apparent
that the tax rate would have to be raised. Moreover, the PUC
estimated that raising the tax to the 4 percent tax ceiling specified in
the original legislation (Assembly Bill 1348) would still leave an accu-
mulated deficit of over $26 million by mid-1988.2

In July 1987, new legislation was signed into law abolishing the
“tax” but authorizing a “surcharge” pending further PUC action.?? In
response to the expected deficit, the PUC subsequently expanded the 4
percent surcharge base to include intraLATA toll calls as well as inter-
LATA services, effective January 1, 1988.%*

THE SHIFT IN GOALS

The California program seems to have shifted away from the univer-
sal service goal in favor of the goal of easing financial hardship. This
possibility is suggested by the very factors that, according to a PUC

20According to one report, the cause for the decline is unclear. But telephone com-
panies suggest that one reason could be that during the first year the recertification pro-
cedures were not yet effectively set up. Another reason may be seasonal disconnects,
such as those for students going home for the summer. Whatever the reason for the
decline from June to July of 1985, a similar decline did not occur from June to July of
1986. Rather, enroliment has continuously risen from the dip experienced in mid-1985
(ibid., p. 20).

2IpUC, Resolution T-11029, April 16, 1986.

22U.S. General Accounting Office, op. cit., p. 29.

23A.B. 386. A surcharge was substituted for the tax, the author has been told, to
avoid counting the revenues so generated against tax ceilings that are in place in Califor-
nia.

24PUC, Interim Opinion, OII 83-11-05, Decision 87-10-088, October 28, 1987.
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study, are responsible for the sharp increase in signup since January
1987.2

® The increase in the monthly calling allowance for measured ser-
vice from 30 to 60 outgoing calls. This expanded option would
appeal to those who make relatively heavy use of the telephone
and, thus, are likely to be among those who would subscribe
even without the program.

* Optional flat rate service for those customers in measured rate
service areas. As emphasized above, inclusion of this option
covers those who make heavy use of telephones and hence those
who would likely subscribe in the absence of the program.

® The increase in the income eligibility level and the family size
eligibility. This expansion in allowable household income
moves in the direction of covering those willing to afford tele-
phone service in the absence of the program.

® The increase in outreach efforts ordered by the PUC. These
efforts, involving annual renewal reminders to participants and
billing inserts, generally reach only current subscribers.

The orientation of the program can also be viewed in terms of the
five criteria discussed in Sec. II for judging the degree to which an
assistance program is consistent with the universal service goal.

1. Age restriction. By not restricting participation to the elderly,
the program is consistent with the universal service goal.

2. Treatment of flat rate service. Expansion of eligibility to include
flat rate service, and at a greater dollar discount than available for
measured service, signals a shift away from the universal service goal.

3. Outreach to nonsubscribers. Promotional activities, limited
largely to existing telephone subscribers, draws on a smaller base than
would be fully consistent with the universal service goal.

4. Income test and household size. Adjustments in maximum allow-
able income levels to reflect household size, holding constant household
poverty level, moves toward inclusion of those who would likely have
telephone service in the absence of the program. For reasons discussed
in Sec. II, a seven-member household with income of $25,700 is more
likely to have a telephone than is a one- or two-member household
with an income of $12,100—if the adjustment in income by family size
does, in fact, hold constant the poverty level.

5. Criteria for judging success. The level of participation has been of
central concern to legislators and regulators. The expansion of bene-
fits and the liberalization of household eligibility rules were in response

BPUC, Report to the State Legislature, Year Ended June 30, 1987, op. cit., p. 21.
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to the lower-than-expected enrollments during 1985 and into 1986, and
the mounting fiscal surplus at the original 4 percent tax level. The
strengthening of telephone company outreach efforts has been another
response to lagging enrollments. The desire to increase participation is
consistent with the universal service goal if the pool of eligible house-
holds consists largely of those who would not have telephone service in
the absence of the assistance program. But this is a case where partici-
pation was increased by taking steps that encourage enrollment by

those likely to have telephone service with or without the assistance
program.

The Issue of Universal Service

In terms of alleviating the financial hardship of paying telephone
bills, the program can probably be judged a clear success: A large and
rapidly growing sum of money, running to perhaps $100 million annu-
ally, is being transferred to low-income households.

But in terms of promoting universal service—the very term that
appears in the title of the legislation—the outcome is less clear. How
many program participants would not have telephone service without
the program? In other words, how many subscribers would have dis-
continued service without the program, and how many new subscribers
have been added because of the existence of the program? Neither the
telephone companies nor the PUC has designed an analysis to shed
light on the answer.

To be sure, answering this question is not easy. One could, of
course, simply ask applicants whether they would subscribe to tele-
phone service in the absence of the program. But one could not place
much weight on the responses. Here, as elsewhere, the challenge is to
observe what people do, not what they say they do.

A Possible Empirical Test

Because California’s program has been operating for several years
and covers about one-half of the state’s estimated two million low-
income households, a unique opportunity exists to determine the
effects of such a program on telephone penetration among low-income
groups. It is beyond the scope of this study to set down a comprehen-
sive design for evaluating the effect of assistance programs on tele-
phone penetration. But it will outline one approach that the state
could pursue.

The approach involves drawing from the Current Population Survey
(CPS) conducted three times yearly by the Bureau of the Census. The
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data, tabulated periodically by the FCC, show telephone penetration by
household income back to November 1983.28 For March 1986, the total
national household sample was 58,493, including 842 in Los Angeles,
134 in San Francisco, and smaller numbers in other cities.?’” With
additional tabulations of CPS data, one could estimate changes since
1983 in telephone penetration levels of low-income households sampled
in California, compared with penetration changes sampled in low-
income households in states that do not yet have telephone assistance
programs. If the analysis adequately controls for other variables (such
as changes in local telephone rates during the period of observation), it
would provide evidence as to whether a significant difference exists in
changes in penetration levels since 1983 between California and else-
where, attributable to California’s assistance program.

%A discussion of this data base and an analysis covering the period through
November 1986 is provided by Alexander Belinfante, Telephone Penetration and House-
hold Characteristics for 1986, Industry Analysis Division, Common Carrier Bureau, FCC,
Washington, D.C., mimeo., March 26, 1987.

Z"Tabulations are also made for each state, consolidated metropolitan statistical area,
and primary metropolitan statistical area.



IV. OTHER LIFELINE PROGRAMS

This section discusses more briefly eight other lifeline programs with
long enough histories to provide a basis for preliminary assessment.
These include Oregon, Vermont, Hawaii, Arkansas, the District of
Columbia, New York, North Carolina, and Arizona.

The discussion for each is divided into three parts: (a) general
characteristics, (b) administrative costs, and (c) the issue of universal
service. Drawing from this discussion, key comparisons among the
programs are contained in Sec. V. Readers less interested in detail can

skip immediately to Sec. V without losing the basic thrust of the
analysis.

OREGON

Oregon stands in marked contrast to California, with a “trial” pro-
gram that offers far more limited benefits to a more narrowly defined
household class. In addition, by restricting eligibility to those at least
60 years of age—a class that in any event would have a high level of
telephone subscribership—Oregon provides an instructive example of
an assistance program whose goal seems more to ease the financial
hardship of paying telephone bills than to promote universal service.

General Characteristics

The Oregon Telephone Assistance Plan (OTAP) was introduced on
a one-year trial basis on June 1, 1986, “to assess the practicality and
effectiveness of providing assistance to low income households.”® At
this writing, it has been extended into the fall of 1987 while the state
legislature and the PUC decide about next steps. The trial plan pro-
vides a monthly benefit of $2, in addition to the waiver of the federal
SLC, for a total monthly benefit of $4. Enrollment is limited to those
at least 60 years of age and eligible for food stamps. Participation is
tied to food stamp eligibility for several reasons:

IConstance Colter, David Booth, and Thomas Harris, Staff Findings and Recommen-
dations Concerning a Telephone Assistance Program, Public Utility Commissioner of Ore-
gon, mimeo., February 7, 1986, p. 7.

33
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While only 24% of potentially eligible households below 150% of the
poverty level would be served by the Foodstamp Program at any one
time, this program offers the following advantages: 1) OTAP will be
simpler to design and administer because it will have to coordinate
with only one set of eligibility requirements and administrative pro-
cedures; 2) there is an opportunity to tie into existing means-
certification and monitoring procedures; and 3) no other program
serves so wide a population.?

The Adult and Family Services (AFS) Division of the Department of
Human Services mailed over 17,000 application letters in May 1986 to
households it deemed eligible for OTAP benefits on the basis of its lists
of food stamp enrollees. This mass mailing of information resulted in
a initial enrollment of 7875 (with about 9500 expected by the end of
the trial period).?

For subsequent signups, a customer must contact the PUC’s Con-
sumer Assistance Division, which obtains information from the appli-
cant about eligibility and then sends the information to AFS for verifi-
cation. If AFS verifies that the customer is receiving food stamps, the
PUC sends a preapproved application form to the customer who signs
it, adds his telephone number, and sends it to the telephone company.*

Information about the program has been provided by the field offices
of AFS, as well as other organizations serving the poor and the
elderly.> Telephone companies are encouraged, but not required, to
include OTAP information in their monthly bills.

A notable characteristic of the program is the relatively high level of
participation. At the beginning of 1987, about 8700 households were
enrolled.’ This represents about 50 percent of the 20,000 households in
Oregon that AFS estimated to be eligible for OTAP’ and about 0.88
percent of Oregon’s residential access lines. The high level is all the
more striking because the program was begun only seven months ear-
lier, and even initial enrollment was nearly 7900, as noted above.

This experience stands in contrast, for example, to that of California
where participation did not reach 50 percent until the third year of the
program, despite California’s more generous benefits.

Four factors may be responsible for the difference between the Ore-
gon and California experiences. First, Oregon’s program is targeted to

2Ibid., p. 8.

3David Booth, The Oregon Telephone Assistance Program, Interim Report, October
1986, Public Utility Commissioner of Oregon, mimeo., October 23, 1986, p. 1.

4Ibid., pp. 2-3.

SIbid., p. 2.

®David Booth and James Stanage, The Oregon Telephone Assistance Program, Interim
Report, April 1987, Oregon Public Utility Commission, mimeo., April 9, 1987, p.- L.

"Colter et al., op. cit., p. 8.
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a narrowly and clearly defined population easy to reach through their
service organizations. The initial signup, involving the selection by
AFS of those eligible by virtue of age from the larger list of food stamp
recipients, was relatively simple.

Second, although telephone companies are not required to inform
subscribers of the program, their help stimulated enrollment. During
January and February 1987 Pacific Northwest Bell and General Tele-
phone voluntarily distributed information about the program with bill-
ing statements. “It is estimated that the publicity campaign alone gen-
erated 825 new OTAP enrollees during February, March, and April.”8
This is more than 10 percent of total enrollment at the beginning of
1987. The joint participation of social service agencies and telephone
companies in Oregon, contrasted with almost exclusive reliance on tele-
phone companies in California, may explain some of the difference
between outcomes.

Third, the fact that most of the eligible population already had tele-
phones encouraged signup, since issues of installation or related costs
did not arise. Simply by filling out the application form the recipient
was assured of a $4 month discount—with no strings attached.

Fourth, Oregon’s plan has included flat rate service as an option
even in areas where local measured service is available. Most partici-
pants who have a choice between measured and flat rate service choose
the latter. Within the territories served by telephone companies that
offer measured service, 71 percent of OTAP participants chose flat rate
single-party service.” Had eligibility been restricted to local measured
service in areas where it was offered (as was the case in California
until early 1987) participation levels would have been reduced.

All this is not to suggest that the enrollment process in Oregon has
been easy. Problems have arisen because of confusion on the part of
some applicants despite apparently clear application instructions, and
because of the difficulty in reaching households who meet food stamp
eligibility requirements but who do not participate in the food stamp
program.!?

Moreover, the program requires strong and effective outreach efforts
because of attrition. During the last four months of 1986, attrition
rose to about 1.2 percent per month, with two subscribers dropping out
for every one added. This phenomenon at least partially arises because
the program is targeted to the elderly. One report estimates that

8Colter et al., op. cit., pp. 2-3.

Booth and Stanage, op. cit., Table A-1. These companies serve about 92 percent of
Oregon’s subscribers.

Booth, Interim Report, October 1986, op. cit., p. 4.
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mortality alone accounts for about one-third of the attrition during the
four-month period.* The report notes that

After ten months of experience, OTAP continues to operate
smoothly. However, it has become apparent that enrollment is sub-
ject to significant attrition unless a continuous effort is made to pub-
licize the program. The pool of eligible telephone subscribers and
potential subscribers is constantly changing. In order to offer assis-
tance to all customers in that pool, appropriate households must be
contacted directly and repeatedly.'?

Administrative Costs

Telephone companies recover the $2 per customer revenue loss plus
their other costs from a “Universal Service Fund,” previously estab-
lished to aid high-cost telephone companies and administered by the
Oregon Exchange Carrier Association. This fund is accumulated by a
charge of 0.1¢ per message minute for intrastate toll service.!®

Unfortunately, only incomplete data exist for program costs. During
the first year, AFS charged $5000 for its part in the initial signup, and
the telephone carriers reported an administration cost of $115,000.14
For an average enrollment of 9000, the telephone carrier and AFS cost,
therefore, ran to about $1.10 per month. This cost is about the same
as that shown for California in Table 3.3 of Sec. III.

Two factors explain at least part of Oregon’s relatively low cost.
First, the elderly population targeted in Oregon’s program tend to be
less mobile, and hence less costly to identify and serve, than low-
income groups in general.’® Indeed, one reason for targeting the elderly
was that doing so would reduce administrative costs. In the words of
one report

"Booth, Interim Report, October 1986, op. cit., p. 2.

2Booth, Interim Report, October 1986, op. cit., p. 4.

30regon Public Utility Commissioner, Order No. 86-328, entered April 3, 1986, p. 8.

“Figures based on interviews with PUC staff. The telephone carrier figure of
$115,000 includes one-time billing changes, taken as either $10.60 per new participant or

the carrier’s tariff rate for billing changes, whichever is higher, and other administrative
costs.

'5Although data for Oregon are not available, the evidence from Vermont (a state
treated below) shows that 21 percent of households in the age group 16-59 years moved
in the preceding year, while only about 6 or 7 percent in the age group 60 and above did
so. Vermont Department of Public Service, Telephone Use in Vermont and a Lifeline
Program, Volume Two, Montpelier, Vt., February 1985, p. 51.
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Eligibility might be ... extended beyond the elderly to other low
income populations. It should be kept in mind that expansion of this
kind will not only increase direct costs but also indirect costs. Par-
ticularly for younger more mobile populations the cost of monitoring,
marketing, and other administrative costs would rise sharply. For
example, the number of Foodstamp households peaks in early spring-
time. As many as 8,000 to 10,000 households drop off the rolls by
early summer as household members are absorbed into the summer
labor market. This problem is minimal for the elderly whose
incomes and labor patterns are more stable.!®

Second, the PUC incurs substantial administrative costs that are not
separately recorded and charged to OTAP. As one report observes

A small consumer assistance staff in the PUC has been stretched to
the limit, and has at times required help from other units of the

agency. One analyst in the PUC has worked almost full time on this
project.’

Although we cannot estimate these PUC costs here, it is possible
that they could rival the costs reported by the carriers.

Universal Service

Oregon’s program has a mixture of characteristics categorized in Sec.
IL

1. Age restriction. By restricting eligibility to the elderly, OTAP is
directed toward easing financial hardship rather than promoting
universal service. Indeed, the fact that OTAP would not substantially

affect telephone penetration was explicitly recognized in the planning
process.

Demand for local telephone service is particularly strong among the
elderly. In 1980, a greater proportion of households headed by per-
sons 60 years of age and older had a telephone (96%) than for all
Oregon households (93%). A very high percentage of even the low
income elderly purchase local telephone service. For example, 87% of
households with very low income (under $2,500) and headed by a per-
son 60 years of age or older had a telephone in 1980.

The high percentage of elderly with a telephone appears to reflect
their greater dependence on the telephone as a necessary service.
Because of their dependence, the elderly are less likely to leave the
network as telephone service becomes more expensive. Therefore,
the primary benefit of telephone assistance to the low income elderly

18Colter et al., op. cit., p. 13.

"David Booth, The Oregon Telephone Assistance Program: Interim Report, July 25,
1986, p. 5.
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would be reduced financial hardship for those individuals. It is
unlikely that the overall percentage of households with a telephone
would be greatly affected by the assistance program.!8

2. Treatment of flat rate service. By extending eligibility to flat rate
service in areas where measured service is available, the program moves
away from promoting universal service. But the fixed dollar discount
for both grades of service, in contrast to a fixed percentage discount,
makes the program more consistent with the universal service goal
than is true in California.

3. Outreach to nonsubscribers. By tying the telephone assistance
program to the food stamp program, information is made available to
both subscribers and nonsubscribers—helping to promote universal ser-
vice.

4. Income test and household size. Not applicable to Oregon.

5. Criteria for judging success. The program has been geared to
achieving a high bercentage of participation among the eligible popula-
tion. Materials available to the author and interviews during this
study do not suggest that effects on telephone subscribership have been
of central concern. On this count, the program is more consistent with
easing financial hardship than with promoting universal service.

VERMONT

The Vermont experience is notable for two reasons. First, it pro-
vides evidence on per enrollee administrative costs for a program sub-
ject to independent verification for eligibility in comparison with
California’s self-certification procedures. Second, the program has
some characteristics consistent with promoting universal service and
others more consistent with the desire to ease financial hardship.

General Characteristics

This plan was started in the fall of 1985 in response to the FCC’s
original lifeline assistance program that provided for a 50 percent SLC
discount in return for a matching contribution by states. After the
state passed enabling legislation, the Public Service Board (PSB)
authorized the state’s nine telephone companies to grant a $1 per

'8Colter et al., op. cit., p. 7. According to one interviewee, the primary purpose of the
trial program was neither to promote universal service nor to ease financial hardship, but
rather to test the administrative feasibility of an assistance program. In the follow-on
program being considered by the state, the restriction on age will be abolished, so that
the program may contribute more directly to the universal service goal than is true at
this writing.
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month credit (a 50¢ SLC discount plus a 50¢ additional discount) to
customers identified by the Department of Social Welfare as eligible
for any of its five welfare programs.'® The cost incurred by the com-
panies was covered by a 3¢ per month increase in basic service rates to
all customers.?

In response to the expanded lifeline assistance program adopted by
the FCC in late 1985, the state increased the monthly benefit to $6.
Going beyond simply matching the $2 federal contribution, Vermont
added an extra $2—which became known as the “match-plus-two” pro-
gram. In addition to the low-income households included in the initial
plan, the Vermont legislature extended eligibility, effective in January
1987, to customers 65 years of age or above with tax adjusted annual
incomes below $13,000.2' Telephone companies were permitted to
increase basic rates by as much as 13¢ per month to cover the costs of
the expanded program.??

Before early 1987 the growth in enrollment was slower than
expected. By the end of February 1987, about 6800 telephone custo-
mers participated out of some 50,000 estimated to be eligible for the
program.” But enrollment has increased rapidly since that time as a

consequence of extending eligibility to the elderly through the Office of
Aging, as shown in Table 4.1.
As one report observes:

In fact, the Lifeline Program could find its greatest pool of partici-
pants in the 65-plus age group, which accounted for slightly more
than half of the Lifeline enrollees in late 1986. In all, there are
about 32,350 elderly Vermonters with income less than $13,000 who
could meet Lifeline eligibility criteria.?*

When the program started, the Department of Social Welfare mailed
notices to its 27,000 clients and received about 3400 responses.?’ The
low response to the mailing was at least partially attributable to the
small benefit of $1 per month available at that time.

Subsequently, low-income persons have been told about the lifeline
program when they seek welfare benefits. The applicant provides a

YThe Department’s welfare programs include Food Stamps, Aid to Families with
Dependent Children, Medicaid, Fuel Assistance, and Supplementary Security Income.

20pPSB, Order, Docket 5028, October 2, 1985.
211986-H.714.
22PSB, Order, Docket 5028, July 9, 1986.

23Yermont Department of Public Service, Annual Report of the Lifeline Telephone
Program, mimeo., Montpelier, February 19, 1987, p. i.

%bid., p. 12.
BWelsh, Testimony, State of Vermont, Lifeline Docket 5028, June 2, 1986, p. 2.
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Table 4.1

NUMBER OF LIFELINE RECIPIENTS, VERMONT, NEW
ENGLAND TELEPHONE AND TELEGRAPH COMPANY

Department of
Month/Year Office of Aging  Social Welfare  Total

January 1986 3226 3226
July 1986 3434 3434
August 1986 3434 3434
September 1986 3668 3668
October 1986 3668 3668
November 1986 3711 3711
December 1986 5221 5221
January 1987 97 5617 5714
February 1987 581 5785 6366
March 1987 3271 5402 8673
April 1987 6012 5230 11242
May 1987 7101 5078 12179
June 1987 7486 5016 12502

SOURCE: Brian J. Welsh, New England Telephone and
Telegraph Company, State of Vermont, Lifeline Docket No.
5028, March 31, 1987, pp. 1, 4; with data after March 1987
based on telephone interviews.

copy of his phone bill and signs a release allowing the Social Welfare
Department to exchange information (client’s name, telephone number,
and customer code) with the telephone company. The Department
then processes the application, typically in 30 to 60 days, and sends
notice of eligibility to the telephone company.

For the other group of eligible participants—those at least 65 years
old who meet the income test—the Vermont Office on Aging works
with the Tax Department. Beginning in January 1987, elderly tele-
phone customers apply for the lifeline program by completing a form in
the state income tax package. The Tax Department sends the applica-
tions to the Vermont Office on Aging, which prepares a list of eligible
customers which is sent to the telephone companies. The Office on
Aging further promotes the program with posters at meal sites for the
elderly, on radio shows, and through the “Senior Herald” newspaper.?

The fact that both the Office on Aging and the Department of
Social Welfare are involved has complicated program administration.

#Vermont Department of Public Service, Annual Report, op. cit., p. 12.
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Telephone companies have difficulties processing both lists, especially
when a single customer appears on both. An obvious solution is simply
to merge the lists into a single document to be sent to the telephone
companies. But doing so requires resolution of computer compatibility,
client confidentiality, and other issues.

Administrative Costs

The costs of the program are fairly well documented. Table 4.2
shows the mean number of participants and expenses recorded by New
England Telephone and Telegraph, which serves about 89 percent of
the state’s enrollees. Not surprisingly, per enrollee costs fell after the
early months, reflecting startup and other initial expenses.

In addition, the Department of Social Welfare estimated its expendi-
tures at $63,281 during calendar year 1986.27 At an average statewide
enrollment of about 4046, the monthly per enrollee cost was about
$1.30.

The sum of $1.30, and $0.44 from Table 4.2 for 1986 is $1.74. This
estimate of per enrollee cost for 1986 is fairly complete, since enroll-
ment from other agencies in the program—the Office on Aging and the
Tax Department—did not start until 1987.

The figure of $1.74 is notable in that it includes the additional
administrative cost incurred in requiring independent certification of
eligibility. California’s self-certified plan, as shown in Table 3.3,
recorded a per enrollee cost of about $1.16 during the second year of
the program. The difference of $0.58 suggests that independent verifi-

Table 4.2

THE VERMONT PROGRAM FINANCIAL PERFORMANCE,
NEW ENGLAND TELEPHONE AND TELEGRAPH

Administrative
Cost per
Mean Number Total Participant
Period of Participants ($000) ($ per month)
September 1985-May 1986 3227 36.7 0.95
January 1986-December 1986 3601 19.0 0.44
July 1986-March 1987 4876 31.0 0.53

SOURCE: Welsh, op. cit., March 31, 1987, and data from inter-
views.

bid., p. 2.
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cation may add perhaps 50 percent to program cost. Unfortunately,
data are not available to adjust for other factors—such as the large
differences in enrollment between California and Vermont—that may
also affect per enrollee costs.

Universal Service

In light of the five characteristics discussed in Sec. I, the program’s
emphasis seems to be as much on easing financial hardship as on pro-
moting universal service.

1. Age restriction. The limitations of eligibility to those at least 65
years of age who meet the income test targets a class who in any event
would have a high level of telephone subscribership. According to 1980
census data for Vermont, telephone penetration is 90 percent among
householders who are at least 65 years of age and whose incomes fall
below 125 percent of the poverty level.®® However, the inconsistency
with the universal service goal is mitigated by the fact that other low-
income groups may also qualify under any of several welfare programs.

2. Treatment of flat rate service. Flat rate subscribers are eligible
even in areas where measured service is available.?? Like the case of
Oregon (but unlike California) the dollar discount is the same for both
services.

3. Outreach to nonsubscribers. By working through social welfare
agencies, the program reaches nonsubscribers as well as subscribers to
telephone service—consistent with the universal service goal.

4. Income test and household size. Insufficient evidence.

5. Criteria for judging success. The unexpected low levels of partici-
pation led to expansion of outreach activities directed to a class—the
elderly poor—that already had a high level of telephone subscribership.
Expansion to this group led to a rapid increase in enrollment for the
same reasons discussed above for the high rate of signup among
Oregon’s elderly poor. In contrast to early concerns voiced in Vermont
about the low participation levels, questions about whether the pro-
gram has stimulated subscribership have received little attention. On
this count, the program is more consistent with alleviating financial
hardship than with promoting universal service.

2Vermont Department of Public Service, Telephone Use, op. cit., p. 39.

#About one-half of New England Telephone subscribers are served by exchanges that
offer measured service.
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HAWAII

The most notable feature of Hawaii’s program is that per enrollee
administrative cost has been low. This outcome arises partly because
Hawaii’s program has been (at least until recently) self-certifying. In
contrast, California’s program, which also is self-certifying, shows a
much higher cost per enrollee.

General Characteristics

This plan, started in June 1986, stipulated a $2.70 monthly reduc-
tion below the regular flat rate for residential service (with the waiver
of the $2 federal SLC made effective in the fall of 1986). Those eligi-
ble must be at least 60 years of age, or mentally or physically handi-
capped, and with a total annual household income no greater than
$10,000.

Application forms are available “at any Hawaiian Tel Phone Mart,
various senior centers throughout the State, satellite city halls on Oahu
and all offices of the Department of Social Services and Housing.”°

By the end of March 1987, about 4900 subscribers participated in
the program—nearly 50 percent of the 10,000 estimated to be eligible.
Like Oregon, this is among the highest rates of participation of the
states surveyed. How can one explain such a high rate? Because the
program is younger than many, the explanation cannot lie simply in
participation growth over a long period of time. The level of benefits,
involving a small overmatching of the federal SLC waiver, is no higher
than that of many states. The methods of informing people of the pro-
gram are typical of those found elsewhere.

Three factors may help to explain the high participation rate:

1. Because Hawaii Telephone does not offer measured service, parti-
cipants keep the same flat rate service to which they are accustomed.
This avoids the phenomenon, encountered in California for example,
where the original program limitation to measured service in areas
where it was offered discouraged participation.

2. Limiting the program to those at least 60 years of age (or handi-
capped) target those who already have telephones, as in Oregon for
example, so that the enrollee incurs no telephone connection or other
costs.

3. The program, at least until recently, has in effect been self-
certifying. Although the telephone company reserves the right to verify
statements, the only penalty for making false statements has been
retroactive forfeiture of the discount to the date of application.

30Hawaiian Tel, News, press release, June 26, 1986, p. 2.
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The implementation of independent verification, required by the
FCC for waiver of the full SLC as discussed in Sec. I, has proved to be
a problem. Because the original tariff for service starting June 1, 1986,
specified only self-verification, additional time was required for devis-
ing the plan that met FCC approval in October 1986. Procedures for
verification were still in development as late as May 1987. According
to one source

The application form will be redesigned with a space for applications
to list income of all individuals in their household. There will also be
a “declaration of truth” statement applicants will be asked to
endorse.

Copies of these forms will be turned over to the Public Utilities Com-
mission, who will select a certain percent of customers at random
with whom they will conduct an audit. This procedure has the
approval of the Hawaii State Tax Office.?!

Administrative Costs

The cost of the program is covered by credits to a “public service
tax” that Hawaiian Telephone pays to the state. In effect, then, state
taxpayers support the program.

The company reported cumulative administrative costs of $15,750
through year end 1986. This figure is about 19 percent of the $82,317
reported in forgone revenues. Because forgone revenue amounted to
$2.70 per month per enrollee, administrative costs ran to about 19 per-
cent of that figure or to about 5l¢. State agencies also incurred
unrecorded costs. But these are probably small because these activities
largely involved distribution of information and application forms sup-
plied by the telephone company—unlike the case, for example, in Ver-
mont where the Department of Social Welfare went to considerable
expense to identify and inform people eligible for its welfare programs.

Costs to the telephone company and to others will undoubtedly rise
as independent verification procedures are adopted and enforced. The
figure of 51¢ per enrollee per month reflects the savings afforded by
operating on a self-certifying basis. It is notable that this figure is far
lower than that of California—a state that also has a self-certifying
program, and that also places primary responsibility for the program in
the hands of the telephone companies. Moreover, any economies of
scale in administration should favor California with its huge enroll-
ment. The explanation for Hawaii’s lower costs probably lies in its

31LLetter to author from Brian Blevins, Hawaiian Telephone Co., May 6, 1987.
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restricting coverage to the elderly—a group immobile and easy to iden-
tify.

Universal Service

Hawaii’s program has a mixture of characteristics, drawing from the
discussion in Sec. II, consistent with promoting universal service and
with easing financial hardship.

1. Age restriction. The restriction of eligibility to the elderly
renders this aspect of Hawaii’s program inconsistent with the universal
service goal.

2. Treatment of flat rate service. Irrelevant to Hawaii since mea-
sured service is not available.

3. Outreach to nonsubscribers. By working through social welfare
agencies, the program reaches nonsubscribers as well as subscribers
consistent with the universal service goal.

4. Income test and household size. By not adjusting for household
size, the program is consistent with the universal service goal, as dis-
cussed above.

5. Criteria for judging success. Insufficient evidence.

ARKANSAS

This plan is notable in being more consistent with the goal of pro-
moting universal service than any other programs surveyed in this
study.

General Characteristics

This plan, started in September 1984, is limited to food stamp recip-
ients served by Southwestern Bell Telephone Company. Participants
receive measured service (with 20 free local calls monthly) at about
one-third the rate for regular flat rate service. For a large exchange
with more than 72,000 access lines (as in Little Rock), the lifeline mea-
sured service was $5.01 per month (as of September 1986), compared to
$8.42 for standard measured service (which includes no free calls), and
with $15.31 for flat rate service. Those in areas where measured ser-
vice is not available can participate in a special “flat rate plan” priced
at about 55 percent of the regular flat rate.3?

32Much of the material in this section is from telephone interviews and from material
sent to the author in a letter from Meredith White, Arkansas Public Service Commis-
sion, April 13, 1987.
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Lifeline service is limited to food stamp recipients as certified by the
Department of Human Services. All food stamp recipients were con-
tacted by the Department when the program was started, and all are
contacted when the service is revised. The Department also supplies
lifeline information and an application to each person applying for food
stamps. Participants are reviewed annually by the Department to ver-
ify their continued eligibility.

The participation rate is low. By April 1987 the participation level
was about 4400—Iless than 10 percent of the 50,000 to 60,000 food
stamp households estimated by Southwestern Bell to be within its ter-
ritory and less than 1 percent of Southwestern’s 509,000 subscribers in
Arkansas.3?

The participation rate of less than 10 percent is surprising insofar as
the eligible population consists of those who already receive food
stamps. Intuitively, it would seem simple for such recipients to fill out
the application for lifeline telephone service, or to do so later when
they are told of the availability of the service. If the individual has
already coped with the hurdles of obtaining food stamps—having suffi-
cient literacy and understanding to apply, overcoming the “stigma” of
receiving public assistance, etc.—the additional challenge of applying
for lifeline telephone service would seem small.

To be sure, some food stamp recipients may not be willing to afford
even the lower monthly lifeline rate (plus installation costs if they do
not already have a telephone). But we already know from the evidence
in Sec. II that a majority of even food stamp households subscribe to
telephone service. Although the cost of service surely remains a barrier
for some households, it cannot by itself explain a participation rate as
low as 10 percent.

Another possibility, especially important for our purposes, is that in
areas where measured service is available, eligibility for lifeline service
is restricted to those who already have measured service or are willing
to convert from flat rate to measured service. Because many people,
including even low-income households, prefer and are willing to pay for
flat rate service (as shown in the Oregon data, for example), many food
stamp recipients may be reluctant to give up flat rate service. As noted
above with respect to California, heavy users of local service could even
lose money by taking lifeline. Although the first 20 local calls are free
to Arkansas lifeline users, each additional call (of up to seven miles)
during peak periods is priced at 4¢ for the first minute and le¢ for each

33Arkansas had about 89,000 food stamp participants in January 1986. About 60 per-
cent of the state’s access lines are in Southwestern Bell territory.
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additional minute for both lifeline and other measured-service users.?*
The difference between the flat rate ($15.31) and the lifeline rate
($5.01) in Little Rock is $10.21. A household that makes, say, four
calls of ten minutes duration during the peak period each weekday, in
addition to the 20 free monthly call allowance, would pay more for life-
line than for flat rate service. In addition, in some cases, households
that subscribe to flat rate service must pay a one-time conversion
charge of $4 to switch to measured service to be eligible for lifeline.3®

Evidence that this eligibility restriction does discourage signups is
suggested by the fact that about 2400 of the 4400 participants—>55
percent—are covered by the flat rate plan, since they are served by
exchanges that provide only flat rate service. However, only about 25
to 30 percent of Southwestern Bell’s residential subscriber lines in
Arkansas are restricted to flat rate service. Thus, in exchanges that
provide only flat rate service the enrollment rate is about twice that in
exchanges that offer both flat rate and measured service.’® This high
percentage of participants in the flat rate plan is all the more notable
because the flat rate plan was introduced only in September 1986, two
years after the original plan (limited only to geographical areas with
measured service) went into effect.

Administrative Costs

The evidence is fragmentary on this topic. The telephone company
absorbs both forgone revenues and administrative costs. The effects of
these factors will appear in evidence presented in future rate cases,
with resulting higher rate increases than would otherwise occur. Thus, -
other subscribers pay for the program through general rate increases,
in contrast to bearing the burden through an explicit tax or surcharge
on specified services as in California.

Administrative costs for printing, handling, and postage of lifeline
information materials sent to food stamp participants ran to $12,465 in
1986 or to about 37¢ monthly per enrollee during the year.3” These
costs were absorbed by the Arkansas Department of Human Services
through its regular operating budget.

34Southwestern Bell Telephone Company, Local Exchange Tariff, 4th Revised Sheet
35, mimeo. The peak period is from 9:00 a.m. to 9:00 p.m. Monday through Friday. A
75 percent discount applies at other times.

%For both lifeline and other subscribers, the conversion fee is waived for a period of
time after a residential rate increase goes into effect or after a particular exchange is
modified to provide measured service.

3This comparison assumes that the percentage of food stamp recipients among the
total number of subscribers is constant across exchanges that do and do not provide mea-
sured service.

37This figure is computed on an estimated mean enrollment of 2836, based on year-
end 1985 and 1986 enrollments of 1198 and 4475 respectively.



48

Universal Service

1. Age restriction. The lack of age restriction is consistent with the
universal service goal.

2. Treatment of flat rate service. Confinement of the program to
measured service, in areas where it is available, is consistent with the
universal service goal. This limitation contributes to a lower participa-
tion rate than otherwise, but those who do enroll are more likely to be
without service, in the absence of the program, than would be true if
the limitation were removed.

3. QOutreach to nonsubscribers. Tied to food stamp assistance, the
program reaches nonsubscribers—consistent with the universal service
goal.

4. Income test and household size. Not applicable to Arkansas.

5. Criteria for judging success. Insufficient evidence.

DISTRICT OF COLUMBIA

The most notable aspects of the program are (a) a high rate of par-
ticipation despite the limitation to measured service, and (b) a mixture
of attributes some of which are more consistent with promoting univer-
sal service than are others.

General Characteristics

This plan, introduced in early 1986, provides for “Economy II” mea-
sured service at $4, with a free allowance of 60 calls per month. In
comparison, services available to the general public include, among oth-
ers, an Economy I service at a charge of $4.67 with no call allowance
(with each call costing 6.8¢) and flat rate service covering the metro-
politan area for $15.61 monthly. In addition, those eligible for
Economy II receive a 50 percent discount from the residential connec-
tion charge of $32.15 and, for the first year of the program, they were
not charged for a change in service.®®

Participation is limited to those at least 65 years of age and who
qualify for the Low Income Home Energy Assistance Programs or for
the Complementary Energy Assistance Programs. Inclusion of these
programs extends eligibility to recipients of Aid to Families with
Dependent Children, recipients of supplementary social security income
payments, food stamp recipients, households with incomes that do not

38etter to Secretary, FCC, from General Counsel, Public Service Commission of the
District of Columbia, February 7, 1986.



49

exceed 150 percent of the poverty level for the District, and other
specified groups.

At the end of June 1987, about 2800 households were enrolled out of
some 5500 estimated to be eligible for the program.’® The 50 percent
rate of participation is among the highest of the states surveyed in this
study.

As noted with respect to Arkansas, restriction to measured service
would be expected to reduce participation rates. Although the District
also has this restriction, the more liberal monthly call allowance (60
calls versus Arkansas’ 20 calls), and the lower price per call (6.8¢
versus Arkansas’ 4¢ plus 1l¢ per minute beyond the first) brings
Economy II closer to the characteristics of flat rate service.

Moreover, the 50 percent discount on new installations, and the
waiver of service conversion charges for the first year, would further
encourage participation. Limitation to those 65 years of age and older
stimulates participation insofar as telephone penetration is higher for
older than younger low-income groups.

Finally, the District’s program is promoted with unusual vigor. C&P
Telephone uses bill inserts, newspaper advertisements, a C&P Speakers
Program, exhibits, fact sheets, and other media. The D.C. Energy
Office uses similar techniques, including articles in major newspapers
in the District.*

Administrative Costs

Satisfactory cost figures are not available, reflecting the fact that
costs are not covered explicitly by tax or other revenues. As in some
other states, forgone revenues and administrative costs are absorbed by
the telephone company, ultimately to be borne by its other customers.
At the outset, however, the Public Service Commission noted the
desirability of using general tax revenues, rather than burdening other
rate payers.

Lifeline service is ultimately a form of public assistance, and
economic distortions will be minimized if it is funded by government
tax revenues as opposed to higher rates for other C&P services. As
pointed out by Staff, we do not have taxing authority; however, we
do have authority over C&P’s rates. Therefore, funding from C&P’s
ratepayers can be more readily implemented than funding via govern-
ment taxes.

Thus, due to time constraints and the importance of maintaining the
momentum that has evolved for lifeline service, at least on an

39C&P Telephone Company, Response to Public Service Commission Order No. 8654
Dated January 9, 1987, mimeo.

“O1bid,
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interim basis, C&P ratepayers will fund Economy 11, similar to the
present funding of economy service. However, it is our belief that
government funding should be pursued on a more permanent basis.*!

Universal Service

1. Age restriction. The restriction in eligibility to those at least 65
years of age is more consistent with alleviating hardship than with the
universal service goal. In early 1987, C&P Telephone estimated the
total number of eligible customers to be 5004, based on the sum of
those eligible customers who subscribe to any of the four local tele-
phone service options, plus “less than 500 eligible persons who have no
telephone service whatsoever.” This suggests a penetration level of
about 90 percent for eligible households—consistent with the data from
Sec. II, Table 2.1.

2. Treatment of flat rate service. Although the program is limited to
measured service—one characteristic of programs directed to the
universal service goal—measured service is offered under unusually
generous terms. With 60 free calls allowed monthly and additional
calls priced at 6.9¢, the service is close to a flat rate service.

3. Outreach to nonsubscribers. Tied to specified eligibility, the pro-
gram reaches nonsubscribers—consistent with the universal service
goal.

4. Income test and household size. Adjustment to the income test,
determined by household size, may be similar to that in California.
But the income test is only one of a number of eligibility criteria
embedded in the welfare programs for which enrollees in the telephone
assistance program would qualify.

5. Criteria for judging success. Insufficient evidence.

NEW YORK

This program, which has provided only a modest benefit to enrol-
lees, is perhaps most notable because of the debate it generated about
whether the program should be confined to measured service or
expanded to include flat rate service.

4D.C. P.S.C., Formal Case No. 821, Effective January 1, 1986, Order No. 8300,
p- 203.
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General Characteristics

This plan involves only a 50 percent reduction rather than a 100
percent reduction in the SLC, with an equal reduction in the
customer’s local service rate. Thus, the total monthly benefit of $2, as
of early 1987, is one of the smallest offered by any of the lifeline plans
surveyed in this study. The New York State Public Service Commis-
sion (NYPSC) adopted this program with a 50 percent waiver at the
time the FCC imposed the residential SLC of $1 on June 1, 1985. This
program reflected the terms of the FCC lifeline program, adopted in
late 1984 as discussed above, that specified a 50 percent waiver for
those states that at least matched the reduction and met other condi-
tions established by the FCC.

By matching the 50 percent waiver of the federal SLC, the program
in effect, insulates participants from the federal SLC. That is, what-
ever the level of the SLC, the 50 percent waiver plus the 50 percent
state contribution leaves the participant in the same position as one for
which no federal SLC is imposed.

When the FCC expanded its program in late 1985 to allow full
waiver of the SLC, the New York PSC decided to continue to limit the
waiver to 50 percent at least partially in response to New York
Telephone’s belief “that a further discount as offered by the FCC is not
necessary. The company points to census data which indicates that
residence service connections are growing in New York State.”*2

To qualify for lifeline service, a subscriber must receive benefits
from any of six assistance programs: Home Energy Assistance Pro-
gram; Aid to Families with Dependent Children; Food Stamps; Home
Relief; Medicaid; and Supplemental Security Income. As of October
1987, approximately 80,000 subscribers participated in the program out
of about one million estimated as eligible at that time.** This low rate
of participation—only about 8 percent—is at least partially explainable
by the low level of benefits in New York’s program. Moreover, public-
ity campaigns are not strong. Welfare agencies offer brochures and use
billboard announcements for welfare recipients who come into the
offices and they have used mail stuffers with welfare checks, but they
do not widely advertise in the mass media.

42NYPSC, New York Telephone Company Revisions Listed on Appendix 1, mimeo.,
May 9, 1986, p. 5.

#$3GAO, op. cit., p. 3.
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Administrative Costs

Program costs incurred by the telephone companies have been
absorbed as part of the overall costs to be recovered from revenues, as
determined in future rate cases. Since both the benefits and the level
of participation are small, the recovery of costs has not posed a serious
issue. Administrative costs incurred by the welfare agencies, also
small, have been absorbed without explicit separate reimbursement.

Universal Service

Perhaps the most notable aspect of New York’s program has been
the controversy about whether the program should be limited to mea-
sured service or should also include flat rate service (as well as other
options such as touch tone or custom calling). The New York Tele-
phone Company proposed at the outset that the program be limited to
its “Basic Budget” service. This is New York’s lowest-priced single-
line service with no allowance for “free” outgoing local calls. But the
PSC concluded that those deemed eligible by participation in the
state-specified public assistance programs “are by definition needy, and
restricting the availability of the discount to those people would create
needless complexity and frustrate the purpose of the program by deny-
ing the discount to people who would otherwise be eligible.”4

But the decision was not unanimous. One commissioner asserted
that “the general body of ratepayers should not be required to subsidize
the monthly bill of a customer who is voluntarily subscribing to a lux-
ury like flat rate service or call forwarding.”*5 Another objected that
“such a decision improperly subsidizes luxury services at the expense of
other ratepayers.”*

Administrative law judges also objected on grounds that:

1. No other public assistance program provides funds for
nonessential or luxury items.

2. Flat rate service provides no incentive to economize by
restricting usage.

3. It is unfair to provide unrestricted usage at a discount rate
where it is paid for by customers of moderate means who
themselves take measured service to save money.

“NYPSC, Opinion 89-17, Case 28961, mimeo., p. 290.

*Dissent of Harold A. Jerry, Jr., NYPSC, Opinion and Order Establishing an Interim
Lifeline Rate, Opinion No. 85-12, mimeo., May 9, 1985.

““Dissent of Rosemary S. Pooler, NYPSC, Opinion and Order Establishing an Interim
Lifeline Rate, Opinion No. 85-12, mimeo., May 9, 1985.
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4. Economic efficiency requires that customers be afforded “the
. proper signals as to the costs imposed on the system by their
usage.”
5. Once access is achieved, needy customers have an obligation
to budget their communications costs by, for example, limiting
their outgoing calls.*?

This debate is notable in being confined largely to issues of fairness
in the subsidization and use of “luxury” features. This perspective is
understandable in cases where concern about easing the hardship of
paying telephone bills is paramount. Lacking, however, is considera-
tion of how the alternative program coverages would affect telephone
subscribership, in line with promoting universal service. For example,
neither the administrative law judges nor others asked whether sub-
scribers to New York Telephone’s “Basic Budget” service were more
likely to discontinue service altogether, as a consequence of rate hikes,
than were subscribers to regular flat rate service.

With respect to the five attributes previously discussed, New York’s
program shows the following:

1. Age restriction. The absence of age restriction is consistent with
the universal service goal.

2. Treatment of flat rate service. The decision to include flat rate
service, in areas where measured service is available, moves away from
the universal service goal.

3. Outreach to nonsubscribers. Tied to specified welfare eligibility,
the program reaches nonsubscribers—consistent with the universal ser-
vice goal.

4. Income test and household size. Insufficient evidence.

5. Criteria for judging success. Insufficient evidence.

NORTH CAROLINA

This very small program illustrates how high per enrollee adminis-
trative costs can rise as a consequence of diseconomies of small scale.
This program is the only one surveyed in this study whose per enrollee
administrative costs are higher than those in California.

4INYPSC, Opinion 89-17, Case 28961, mimeo., p. 294.
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General Characteristics

This plan, designed as a one year “trial” covering three counties in
the state, was started on July 1, 1986. As in the case of New York, the
plan involved only a 50 percent waiver of the federal SLC, with a
matching state contribution, for a total reduction of $2 monthly for
basic local service. The plan has been limited to those eligible for
AFDC and SSI benefits.

About 1400 households were enrolled by the end of October 1986,
out of about 6500 estimated to be eligible in the three-county area.!8
The signup rate of about 20 percent is higher than that in New York.
The difference may be attributable, at least in part, to the stronger
promotion activities in North Carolina, involving the joint participa-
tion of welfare agencies and telephone companies. When the program
started, the Department of Social Services undertook a mass mailing to
existing AFDC recipients. Simultaneously, the Social Security
Administration began informing SSI recipients of the program through
ongoing contacts with its clients. Telephone companies assisted by
sending bill inserts and providing news releases to local newspapers.

Administrative Costs

These costs are absorbed by the telephone companies to be
recovered by general rate increases. Forgone revenues, however, are
covered by credits against telephone company state tax liabilities.
Thus, state taxpayers, in effect, bear the transfer payments. Hawaii is
the only other state discussed in this study in which forgone revenues
are covered (in effect) by general tax revenues.

We have relatively good documentation on administrative costs.
Through the end of October 1986, the telephone companies had
reported $21,344, the Department of Social Services $7441, and the
Social Security Administration $1633, for a total of $30,418.%° Not
surprisingly, much of this represented cost incurred at the beginning of
the program with only a small part—$2105 or about 7 percent—
represented costs incurred during the fourth month {October).

Two points are notable about these figures. First, and not
surprisingly for such a small program, the per enrollee cost has been
high. The total of $30,418 spread over 1400 participants amounts to

“8Subscriber Line Charge Waiver Committee, Subscriber Line Charge Waiver Trial
Update, mimeo., undated, p- 1. This committee is composed of representatives of the
three participating telephone companies—Southern Bell, Carolina Telephone, and Con-
Tel.

Letter to Robert Wells, North Carolina Utilities Commussion, from Carl Swearing-
ton, Southern Bell, November 25, 1986, Attachment 8.
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about $5.40 per enrollee per month. Although the monthly figure will
drop over time, as affected by the low incremental costs, a jump in
total cost was expected in December 1986 to cover the semiannual pro-
cess of reverifying eligibility. This situation illustrates the effects of
diseconomies of small scale programs.

As this study went to press, more recent figures made available to
the author show a sharp increase in enrollment to over 14,000 partici-
pants by November 30, 1987. This suggests that the diseconomies of
small scale that have characterized North Carolina’s program may have
now been overcome.*

Second, this situation suggests that total administrative costs are
essentially independent of the level of benefits for a given level of
enrollment. Whether the benefit is $2 as in North Carolina or New
York, or several times that amount in other states, the cost of adminis-
tering the program (for a given level of enrollment) is little affected.’!
To incur such costs for such a small benefit as that in North Carolina
is more easily justified for a short-term trial program than for a long-
term one. Indeed, rather than waiting a full year for the “trial” to be
completed, the North Carolina Utilities Commission in January 1987
ordered that, effective July 1, 1987, the program be expanded to
include the whole state and to include a full waiver of the SLC by pro-
viding a larger matching local contribution, thus raising the total bene-
fit to $4 monthly (or to $5.20 with the increase in the federal SLC
from $2 to $2.60 in mid-1987). This increase in benefits will stimulate
enrollment, helping to reduce per enrollee administrative costs.

Universal Service

This case is the only one surveyed in this study where materials
available to the author show that issues of universal service arose dur-
ing the policy debate. The Utilities Commission order to expand the
program was not without controversy. One dissenting commissioner,
reacting to the high administrative cost, asserted that “the government
would be financially better off to increase AFDC and SSI payments by
$4.00 per recipient rather than to go through this program’s convoluted
chicanery under the pretense of saving poor people’s telephones.”

50Letter to author from R. H. Bennink, Jr., North Carolina Utilities Commission,
December 7, 1987.

5'However, total administrative costs would rise if greater benefits led to higher levels
of inquiries and enrollments.

%2North Carolina Utilities Commission, Order Adopting Expanded Subscriber Line

Charge Waiver Program, Docket No. P-100, Sub 80, January 22, 1987. Dissent of J. A.
Wright, p. 2.
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He went on to express concerns about the relationship of the pro-
gram to universal service.

There have been no indications that one single subscriber’s telephone
has been saved by this program. Indeed, I would argue that if our
goal is universal service and helping the truly poor have a telephone,
this program misses the boat entirely. Simple logic should tell us
that the really poor, destitute people don’t even own a telephone;
therefore this waiver scheme won’t help them at all'®®

This argument highlights the possibility that very poor households,
especially if they are mobile, will be excluded from telephone assistance
programs even with generous benefits. The argument suggests that if
it is desirable to help these households, as part of an income redistribu-
tion activity, the task might be better accomplished by directing reve-
nues (as from California’s 4 percent surcharge) to enhancing existing
welfare programs, rather than tying these revenues to the use of tele-
phones.

With respect to the five attributes, the North Carolina program
shows a mixture similar to those previously discussed.

1. Age restriction. The lack of restriction is consistent with the
universal service goal.

2. Treatment of flat rate service. Inclusion of flat rate service, as in
New York, moves away from the universal service goal.

3. OQutreach to nonsubscribers. Promoted by welfare agencies, the
program presumably reaches nonsubscribers—consistent with the
universal service goal.

4. Income test and household size. Insufficient evidence.

5. Criteria for judging success. Insufficient evidence.

ARIZONA

This program is the most unusual of those surveyed in this study in
terms of its (a) extraordinarily generous benefits, (b) sources of fund-

ing, and (c) approach to rationing the benefits among eligible house-
holds.

General Characteristics

This is a three-year “experimental” program started in October
1986. Designed to serve an estimated 2250 to 3000 low-income house-
holds, the program is the most generous of those surveyed in this
study. In addition to the SLC waiver, the program covers:

%3Ibid. (emphasis in the original).
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The monthly base rate including unlimited local calling.
Installation costs not to exceed $46.50.

Monthly telephone rental fee of $2.25.

Monthly 45¢ wire and line maintenance fee.

Upgrade of service (one-time) not to exceed $27.50.5

Al ol o

The program also is unusual in its source of funding. It draws from a
fund of about $1.5 million that represents unclaimed money in ten
counties from a Mountain Bell Telephone Company refund that had
been ordered by the Arizona Corporation Commission in 1985.% Con-
sequently, the assistance plan is limited to residents of those ten coun-
ties, which have about 50,000 households (including Tucson and Flag-
staff, but not Phoenix).

Eligibility for participation is limited to those with a gross income
below 150 percent of poverty—estimated to include about 15,000 to
17,000 of the households in the ten-county area. Income adjustments
to reflect household size are similar to those in California. Because the
available funding is sufficient for only about 2500 participants, and
because the plan offers essentially “free” local telephone services,
additional eligibility criteria are in place if the level of participation
threatens to exhaust available funds. Priority is given to such groups
as those age 60 or over, those with medical need “by certification,” the
homebound, and those with “special needs.”?’

However, the level of participation has been low, about 1500 sub-
scribers by February 1987, so these special priorities have generally
not been needed to ration service. This relatively low level of partici-
pation results from an explicit decision not to widely advertise or to
aggressively promote the plan, presumably as a way to reduce costs to
the social service agencies involved. The program is administered by
the Arizona Department of Economic Security, with registration han-
dled through 23 social service organizations within the ten counties.
Periodic campaigns are mounted by these agencies (one in the fall of
1986, another in early 1987) to seek out qualified applicants, with the

54Telephone Assistance Pilot Program Handbook 1986-87, mimeo., undated.

This discussion draws heavily from Arizona Corporation Commission, Commission
News, mimeo., Phoenix, February 17, 1987.

560nly taxes and certain minor items are paid by participants (in addition, of course,
to toll calls). Participation is limited to dwellings that are wired for telephone service.

5"Handbook, op. cit., p. 3.

%8Arizona Corporation Commission, Commission News, op. cit., February 17, 1987,
p. 2. Of the more than 1700 applications processed by mid-February, only 14 were
denied (involving three of the ten counties) because of lack of funds.
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target of reaching 2500 participants before the end of the three-year
pilot program.*®

Eligibility of applicants is verified by these agencies, and the approv-
als are forwarded to Mountain Bell. The telephone company bills the
participants according to the schedule of benefits and receives pay-
ments from the state. Mountain Bell plays little role in advertising or
promoting the program. Indeed, the company is not obliged to mention
the availability of this special assistance program to those who make
general inquiries about telephone service.

Administrative Cost

The administrative cost of the program is impossible to estimate.
The telephone company does not publicly disclose the cost of handling
the special billings or other added costs that it must perform. It
includes these costs with others in estimating its revenue requirements
for covering the cost of local service, presented in its rate cases before
the Arizona Corporation Commission.

For administration by the state, $20,000 was taken out from a social
service block grant to start the program. But ongoing activities are
performed by state agencies, with costs absorbed in their operating
budgets.

Such absorption of administrative costs is facilitated by the lack of
aggressive advertising and promotion. Were inserts included in tele-
phone bills and television and radio time purchased for promotion,
costs obviously would be higher.

Universal Service

The stated justification for the program is in terms of promoting
universal service. In the words of one report describing the program

Rising costs of telephone service... has adversely affected those
individuals who exist below or near poverty levels. Especially
affected are the elderly and handicapped who are on fixed
incomes . ... Many have already discontinued service. Even more
may have no other choice than to disconnect service in the future.®

Yet no evidence has been collected showing whether disconnects
have actually taken place among this target group, or whether partici-
pants would otherwise be without service. According to one

59At that time the Arizona Corporation Commission will assess the results and decide
whether to continue with a telephone assistance program (presumebly drawing from
other sources of funding).

%0 Handbook, op. cit., p. L.
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interviewee, a few unsolicited letters have been received by social ser-
vice agencies from participants who express their appreciation for the
program and mention that they otherwise would not have service. But
even these letters are not collected for later tabulation. As will be dis-
cussed in Sec. VI, a few questions on applications at the time the pro-
gram started, to inquire into how long the applicants had been without
service, would shed some light on the program’s effect on telephone
penetration. The answers would be particularly interesting for
Arizona, as a polar case, because they would give us some notion of
how telephone subscribership among low-income groups is affected
when the service is literally given away.

The Arizona program illustrates an extreme case where subscribers
are encouraged to take flat rate service rather than measured service.
Not only is the size of the dollar discount larger for flat rate than for
measured service (as in California), but subscribers pay no more for
unlimited local calling than for measured service. Indeed, for custo-
mers already on measured service, the conversion costs of upgrading to
flat rate service are covered in the program.

1. Age restriction. The limitation to the elderly in case funding
becomes short is a move away from the universal service goal.

2. Treatment of flat rate service. This is an extreme case where
inclusion of flat rate service moves away from the universal service
goal.

3. Outreach to nonsubscribers. Promoted by welfare agencies, the
program presumably reaches nonsubscribers—consistent with the
universal service goal.

4. Income test and household size. Similar to the situation in Cali-
fornia, expansion of eligibility to larger, higher-income households
moves away from the universal service goal.

5. Criteria for judging success. Insufficient evidence.



V. COMPARISONS OF LIFELINE PROGRAMS

In line with the objectives tabulated in Sec. I, this section draws evi-
dence from the preceding cases to compare (a) administrative costs and
program characteristics such as enrollment size and eligibility criteria,
and (b) the consistency between program characteristics and the goals
of promoting universal service and of easing financial hardship. This
section then examines the question of whether states that have adopted
assistance programs have experienced higher local rate increases, or
have higher rate levels, than have other states. These comparisons are

important for their implications regarding program evaluation, as dis-
cussed in Sec. VL.

ADMINISTRATIVE COSTS

Cost information is fragmentary for many of the lifeline programs.
Table 5.1 tabulates—in round approximations—the cost estimates that
are reasonably complete in four states, as previously discussed. Two
aspects are notable.

First, in light of the severely limited evidence in this study, the use
of independent verification of eligibility is only one of many factors
that affect cost. At one extreme is North Carolina that, with indepen-
dent verification, shows high per enrollee costs. But this situation is
explainable by the state’s very small enrollment and the diseconomies
of small scale. At the other extreme is the relatively low cost of
Hawaii’s program that, during the time of this study, operated as self-

Table 5.1

COMPARATIVE ADMINISTRATIVE COSTS
(In dollars)

Monthly Cost

State per Enrollee
California ~1.00
Vermont >2.00
Hawaii <1.00
North Carolina >5.00

SOURCE: Secs. I1I-IV.

60



61

certifying. California shows a higher cost than Hawaii, despite
California’s very large enrollment that should benefit from economies
of scale. Hawaii’s lower cost is explainable, at least in part, by the
confinement of Hawaii’'s program to the relatively immobile elderly.
Vermont’s cost exceeds California’s by about 50 percent, and is one
rough estimate of the effects of adding independent verification. Such
factors as the ease of identifying and informing the target group, and
the efficiency of social service agencies and telephone companies in
promoting the program and processing applications, also play a role.

Second, the fragmentary cost information available in this study
illustrates a problem that has arisen as a consequence of the FCC’s
failure to impose reporting requirements as had been recommended by
the joint board. Some of the differences shown in Table 5.1 may
reflect differences in ways agencies allocate costs between their tele-
phone assistance programs and other activities, and differences in the
definition of administrative costs. For example, bad debts may be
improperly charged to administrative cost rather than being regarded
as a transfer payment. Because states do not report costs in a uniform
format, and are not obliged to separately report some costs at all (e.g.,
those absorbed by social service agencies), comprehensive evaluation of
these programs will be impossible. As elaborated in Sec. VI below, a
number of questions, whose answers would help to increase program
cost effectiveness, cannot be adequately addressed.

UNIVERSAL SERVICE CONTRASTED WITH EASING
FINANCIAL HARDSHIP

A compilation of the characteristics discussed previously for the nine
lifeline programs is shown in Table 5.2. All show a mixture consistent
both with promotion of universal service and with easing of financial
hardship. However, California seems especially oriented toward the
latter. Only the fact that its program is not confined to the elderly
keeps it from having a “perfect” score in terms of alleviating hardship.
In contrast, of the group studied, Arkansas is the most closely oriented
of the group toward promoting universal service, at the not-unexpected
consequence of a low participation rate.l

IThe reason for the emphasis on alleviating hardship, despite the professed goal of
promoting universal service, may rest in differences in voter appeal. A legislator who
exclaims “I have slashed by half the telephone bills of poor families in this state” may

get more applause than one who exclaims “I have saved the telephones of half the poor
families in this state.”
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Table 5.2
COMPARATIVE ATTRIBUTES OF LIFELINE PROGRAMS

Promoting Universal Service Easing Financial Hardship

State 1 2 3 4 5 1

California X
Oregon

Vermont

Hawaii

Arkansas X
District of Columbia
New York

North Carolina
Arizona

3 4
X X

el Ro Al
e | o

e
E ]

X
X
X X

KEY: 1—Age restriction; 2—treatment of flat rate service; 3-——outreach to

nonsubscribers; 4—income test and household size; and 5—criteria for judging
success.

e
ol oo AR i

A similar pattern is likely for Link Up America programs, since
their eligibility requirements and outreach efforts are expected to be
much the same as for lifeline programs. One difference is that they
will probably have no age restrictions, contributing to the universal
service goal. The reason for this change, however, is not necessarily
that the states are focusing their interests on universal service but
rather that with full funding from outside sources (unlike lifeline pro-
grams) the states have no incentive to impose age restrictions as a way
to control spending.

PROGRAM ADOPTION AND LOCAL TELEPHONE RATES

One might hypothesize that the states with the largest increases in
local telephone rates would be the earliest adopters of special assis-
tance programs. Motivated either by the universal service goal or by
the desire to ease hardship, those states experiencing the highest
increases would likely be the first to provide assistance.

To examine the relationship between adoption of lifeline assistance
programs by states and the pattern of local rates, we compile in Table
5.3 the dollar change in residential flat rates for 48 states and the Dis-
trict of Columbia as reported by the Bell Operating Companies to the



Table 5.3

CHANGE IN MONTHLY RESID}IEN;I'.?IL FLAT RATE SERVICE, 1980-1985
(In dollars)

State June 30, 1980 December 31, 1985 Increase
Delaware 7.95 6.00 -0.95
Florida 12.30 12.20 -0.10
New Jersey 7.65 8.19 0.54
Virginia 10.80 11.48 0.68
Colorado 8.00 8.73 0.73*
Nevada 8.35 9.90 1.55*
Maryland 9.42 11.09 1.67*
Arizona 9.50 11.50 2.00*
Maine 10.25 12.35 2.10*
California 6.00 8.25 2.25*
Tennessee 10.80 13.15 2.35
Pennsylvania 6.65 9.00 2.35
Utah 10.66 13.13 2.47*
Louisiana 11.10 13.80 2.70
District of Columbia 9.65 12.49 2.84*
Texas 8.15 11.05 2.90
North Dakota 9.05 12.14 3.09
Missouri 8.50 11.60 3.10
Michigan 8.75 11.86 3.11
Wyoming 7.79 10.11 3.32
Connecticut 8.77 12.40 3.63
Idaho 8.54 12.43 3.85*
Oklahoma 6.20 10.07 3.87
Mississippi 14.75 19.01 4.26
Ohio 11.95 16.38 — 4.43*
Georgia 11.85 16.40 4.55
Washington 8.25 12.89 4.64*
Nebraska 9.45 14.13 4.68*
Rhode Island 13.00 17.68 4.68
Kansas 7.35 12.05 4.70
Illinois 7.25 12.60 5.35
Arkansas 9.95 15.38 5.43*
New Hampshire 10.90 15.44 5.54
Indiana 11.25 16.86 5.60
North Carolina 8.55 14.30 5.75*
Iowa 9.10 15.20 6.10
Minnesota 9.50 15.66 6.16
Alabama 13.50 19.90 6.40
South Dakota 7.75 14.20 6.45
South Carolina 10.40 16.90 6.50
New York 11.35 18.24 6.89*
Montana 5.75 12.74 6.99*
Kentucky 11.20 18.70 7.50
West Virginia 15.69 23.39 7.70*
Wisconsin 9.50 17.20 7.70
Vermont 10.10 18.15 8.05*
New Mexico 7.85 17.92 8.07*
Oregon 8.05 16.33 8.28*
Massachusetts 9.70 19.45 9.75

SOURCE: NARUC, Exchange Service Telephone Rates in Effect
June 30, 1980, Washington, D.C.; and Bell Operating Companies
Exchange Service Telephone Rates, December 31, 1985, Washing-
ton, D.C.

* Had adopted assistance programs as of mid-September 1987.
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National Association of Regulatory Utility Commissioners (NARUC).2
The jurisdictions that had adopted assistance programs as of mid-
September 1987, shown by asterisks, are scattered above and below the
median of $4.43 shown by the arrow. Colorado shows an increase of
only 73¢, while California with its very large program also shows a rela-
tively modest increase of $2.25. In contrast, three states with large
increases—Vermont, New Mexico, and Oregon—have adopted special
assistance programs. With nine program adopters below the median
rate increase (shown by the arrow) and ten above, the pattern does not
suggest that relative increases in local rates have been a primary factor
in the adoption of assistance programs.

But other possibilities are also worth exploring. Conceivably, the
pattern of program adoption could be related to (a) the relative rate
levels for flat rate service, where the higher the rate, say in 1985, the
greater the likelihood of program adoption, (b) the relative level of the
initial installation charge, which could pose even more of a burden
than the recurring monthly rate, (c) the combination of the monthly
rate and the installation charge, and (d) the relative rate levels for the
least costly monthly service available, which is usually a multiparty or
measured service.

These four possibilities, explored in the appendix, fail to show any
significant relationship between the pattern of program adoption and
the pattern of rates. Most notably, California, which has the largest
program, exhibits a relatively low monthly flat rate, installation charge,
and price for minimum service.

Another notable point emerges from the appendix. The combina-
tions of monthly rates and installation charges suggest that the FCC’s
Link Up America program will be less effective than its lifeline pro-
gram either in promoting universal service or in reducing financial
hardship. That is, a 50 percent reduction in installation charges will
have less impact than would, say, a 50 percent reduction in the
monthly rate.

The lack of clear relationship between the pattern of adoptions and
the pattern of telephone charges suggests the relevance of other factors.
The perceptions of legislators about the vote-getting appeal of assis-
tance programs, pressures brought by local consumer groups, the atti-
tudes of local telephone companies, and fears about possible telephone
rate increases all vary from state to state. The combination of factors

2Variations generally exist among local rates within each state, depending on the size
or other classification of the local exchange. To obtain a single figure for each state, we
select the rate quoted for the largest exchange classification in each state. Because the
data for 1985 are limited to the Bell companies, comparisons for Hawaii and Alaska,
served by non-Bell companies, are not shown.
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that brings about adoption of an assistance program in a particular
state may not have much to do with actual telephone rates or actual
rate changes in these states.

If most or all the states with assistance programs also showed rela-
tively large rate increases, we would perhaps feel more comfortable that
the programs promote universal service in the face of such large rate
increases, or that financial hardship is being reduced in geographical
areas where the hardship is the greatest. But the fact that the pattern
of adoption is not clearly related to rate levels or rate changes among
the states, but may be more affected by the local political environment,
suggests an even greater need than otherwise for program evaluation to
determine who in fact benefits, who pays, and at what cost. It is the
need for program evaluation to which we now turn.



VI. THE NEED FOR PROGRAM EVALUATION

For at least two reasons, pressing need exists for early evaluation of
telephone assistance programs.

1. Their actual goals, and the degree to which these goals are being
attained, remain unclear. Generally, the programs are justified in terms
of promoting universal service. But, to varying degree, they have
characteristics more consistent with the desire to alleviate financial
hardship. This situation highlights questions about who, in fact, bene-
fits, who is harmed, and what the consequences are for society. For
example, if a program’s effects are largely confined to alleviating hard-
ship, one must ask whether the importance of reducing the hardships
of low-income telephone users transcends that of alleviating the hard-
ships of low-income groups more generally (as by expanding welfare
programs), and whether this benefit more than offsets the administra-
tive and other costs associated with the assistance program. Similarly,
if the program is shown to have a significant effect on telephone pene-
tration, questions arise as to whether this increase is worth the cost of
the program, and whether the effectiveness of the program can be
further enhanced.

As highlighted in the North Carolina case in Sec. V, very poor
households, especially if they are mobile, tend to be excluded from all
telephone assistance programs—even those with generous benefits. If
it is desirable to help these households, as part of an income redistribu-
tion activity, the task might be accomplished better by directing reve-
nues (as from California’s 4 percent surcharge) to enhance existing
welfare programs, rather than tying these revenues to the use of tele-
phones.!

2. State commitments are growing rapidly. Many states are consid-
ering lifeline programs in addition to those listed in this study, and
existing lifeline programs are growing rapidly. Most notably, the Cali-
fornia program budget, covering forgone revenues and administrative
costs, is rising from about $86 million in 1986-1987 to a projected $147
million in 1987-1988. The Link Up America program is also being
adopted widely, with perhaps half of the states projected to participate
by year end 1987.

!Politically, however, it may be easier to tie funds to the use of telephones. Echoing
the point made in footnote 1, p. 61, a legislator who exclaims “I have slashed by half the
telephone bills of poor families in this state” may get more applause than one who
exclaims “I have increased food stamp benefits by six dollars a month in this state.”
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A disturbing possibility is that states may regard these programs
largely as “free”—especially Link Up America, which involves only
federally mandated funding. But these programs are far from free.
Costs are imposed on long distance telephone companies, their custo-
mers, and, in some states, on taxpayers as well. Indeed, it is probably
the attractiveness of full outside funding that is encouraging states to
move ahead so rapidly with Link Up programs.

Pressing questions arise about whether this money is being well
spent under existing program designs and whether these designs can be
improved. Getting answers to these questions when programs are in
their early, more flexible stages, would be particularly useful. As
momentum builds at the local level, stimulated by federal support
drawn from revenues of long distance carriers, it may become
increasingly difficult to change course even on the basis of sound
evaluation results.

Although a comprehensive evaluation design is far beyond the scope
of this study, several aspects are worth emphasizing: (a) the impor-
tance of imposing reporting requirements to ensure adequate data col-
lection, (b) examination of effects on telephone subscribership, (c)
examination of effects on reducing financial hardship, and (d) the role
of a continuing overall evaluation effort.

REPORTING REQUIREMENTS

As emphasized throughout this study, the lack of uniform and
detailed reporting requirements about administrative costs, demo-
graphic characteristics of enrollees, and other aspects poses a serious
handicap in evaluating assistance programs. The FCC should review
the recommendations made earlier by the joint board, and consider the
advisability of establishing a uniform set of reporting requirements to
be made mandatory on the states, effective on a given future date, as a
condition for continued waiver of the federal SLC and for participation
in the Link Up America program. Data and other information from

these reports would be useful in answering many questions, including
the following:

1. How do administrative costs compare in programs where eligi-
bility is determined by an income test (with and without
independent verification) and where eligibility is defined by
inclusion in one or more welfare programs?

2. How do administrative costs vary with the number and type of
welfare programs included in eligibility requirements for par-
ticipation?
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3. How are costs and program effectiveness affected by having
the state PUC involved in program administration (as in Ore-
gon) as a substitute for other agencies?

4. How are costs and program effectiveness affected by having
telephone companies play a lead role in program administra-
tion (as in California) rather than social welfare agencies?

5. How does explicit reimbursement to telephone companies of
administrative costs and forgone revenues affect their incen-
tives to behave efficiently, compared to the situation where
companies absorb the costs for eventual recovery through gen-
eral rate cases before regulatory commissions?

TELEPHONE SUBSCRIBERSHIP

The most fundamental question raised in this study is the degree to
which assistance programs, in fact, promote universal service. In none
of the programs surveyed above has the author found formal plans to
evaluate the effects on telephone penetration. Moreover, individuals
interviewed, by and large, were primarily concerned with such problems
as how to improve the mechanics of the program and how to encourage
enrollment, rather than with whether telephone subscribership is being
favorably affected. Plans should be developed to evaluate ongoing and
future state programs in terms of the universal service goal, since this
goal is central in both the FCC’s lifeline and Link Up America pro-
grams. These evaluations can take several forms.

Use of Current Population Survey

As suggested with respect to California in Sec. II1, other states may
be able to use the Current Population Survey (CPS) to help evaluate
the effect of their assistance programs on telephone penetration in
their states. However, two conditions must be met for use of this data
base.

1. The CPS sample size, when disaggregated into the relevant
categories, must be large enough for the state so that statistically sig-
nificant comparisons can be made with states that do not have assis-
tance programs.

2. Enrollment in the state as a percentage of those eligible either in
terms of income, participation in the food stamp program, or participa-
tion in the fuel assistance program must be large enough to enable any
effects of the telephone assistance program to show through. The CPS
includes data on telephone penetration related to household income,
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participation in the food stamp program, and participation in the fuel
assistance program. California is an attractive early candidate for
evaluation because enrollment is already about 50 percent of all those
estimated to be eligible, based on household income.

Use of 1990 Census Data

The 1990 census will embrace a far larger sample size and additional
data classifications will make feasible evaluations for states that would
have difficulty using the more limited Current Population Survey. The
main problem is that the 1990 census data will not be available for
analysis until the early 1990s. But it is not too early for the states to
start developing an evaluation plan tailored to the new census data
base, especially if that plan requires collection of baseline data from
earlier years. Alteration in the design of current assistance programs
and in current data collection activities may be required soon (for
example, to more closely align data classifications with those used by
the Census Bureau) to facilitate use of the 1990 data.

Data from Applications for Assistance

Another approach is feasible at the time a state initiates either a
lifeline or a Link Up America program. The procedure involves two
steps.

1. To include three questions in the application forms used at the
time of initial program enrollment: (a) How many months have you
lived at your current address? (b) If you now have telephone service,
how many months have you had it at your current address? (c) If you
do not now have telephone service, how many months have you been
without it at your current address?

2. To include these same questions in a survey of a control group
consisting of a similar target population (e.g., those below a given
income, participants in a food stamp program) as that included in the
assistance program. This survey could be drawn from the same state
just before the program is initiated, or from other states without assis-
tance programs but with similar demographic characteristics.

To see how answers to these questions could be used, consider the
following illustrative outcome. Suppose that data from the control
group show that of all those who have lived at their current address at
least six months, 50 percent either waited at least six months before
subscribing to telephone service or did not subscribe at all at that
address. In contrast, suppose that of those who apply during the initial
enrollment period for telephone assistance, and who have lived at their
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current address at least six months, 95 percent waited six months or
longer before subscribing or did not subscribe at all.2 This response
would suggest that many of those applying for assistance would other-
wise have been without telephone service or, at least, would have
waited a long time before obtaining it. The effect of the program, then,
would be to increase telephone penetration (or to keep it from falling)
by reducing delay times in signing up for service and attracting house-
holds that otherwise would have remained unserved.?

EASING FINANCIAL HARDSHIP

With a detailed examination of the characteristics of the enrolled
population, many possibilities may arise for modifying the program, or
perhaps abolishing it, as a way to improve outcomes. For example,
suppose that enrollees, while poor, nevertheless are better off than
many in the population that one would seek to reach. Eligibility rules
might be modified and new outreach efforts might be mounted to more
effectively target the neglected group. Similarly, outreach efforts may
stimulate enrollments in urban areas, while rural areas may remain
poorly covered. A modified program may strike a more desirable bal-
ance,

Examination of the distribution of program benefits is all the more
pressing because of the unclear relationship between program adoption
across states and the level and changes in local telephone rates dis-
cussed in Sec. V. If the goal is to alleviate hardship, the structure of
discounts (e.g., modifying the charge for calls under measured service)
may contribute.

As previously emphasized, the basic question remains as to whether
telephone assistance programs are a more effective social instrument to
alleviate financial hardship than alternative programs not specifically
tied to telephone use. If assistance programs do, in fact, increase tele-
phone penetration, all subscribers benefit because of network externali-
ties. A “tax” on other telephone users (either directly or through the

%0f course the results would be subject to statistical significance tests, where the sam-
ple sizes as well as the difference between the actual percentages (where 50 and 95 per-
cent shown here are only illustrative examples) would be key factors.

3This approach to evaluation is feasible only at the beginning of the program, because
the program itself could affect responses on subsequent applications and confound
interpretation of the results. For example, suppose the program does encourage people
to sign up quickly or to take service they otherwise would not have. In this case, only a
relatively small, rather than a large, percentage of applicants after the program is well
under way would show long time delays in not having service. But this is the same result
that would occur if the program was attractive mainly to those who would, even in the
absence of the program, sign up quickly for service.
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cost burden imposed on telephone companies) might be justified on
grounds that these costs to telephone users are offset by the benefits
they receive through the externalities.

But suppose, in contrast, that the programs do little or nothing to
stimulate telephone penetration but only reduce financial hardship.
Since those taxed would not benefit, the programs would be harder to
justify. Indeed, the very legality of the programs might be questioned.

To elaborate, consider a lifeline program where eligibility depends
on participation by the elderly in a food stamp program funded by (a)
local telephone companies with cost recovery from ratepayers in accor-
dance with the outcome of future rate cases, and (b) long distance car-
riers who, in effect, pay more than otherwise for local access because of
the waiver of the federal SLC. Thus, both local and long distance
users pay for the program. But the beneficiaries are food stamp recip-
ients who happen to have telephone service. Again, if the program has
no effect on telephone penetration, the payers receive no benefit
through network externalities, because the food stamp recipients would
in any event have telephone service. This situation raises three key
questions:

e Is a tax on telephone users for the benefit of this specific class
the best way to alleviate financial hardship? One alternative
would involve simply expanding the benefits of the food stamp
program to help all food stamp enrollees, supported by general
taxpayers. This approach might have lower administrative
costs than those associated with identifying and signing up
those food stamp recipients who want to participate in a tele-
phone assistance program.

* As a matter of public policy, is it desirable for the FCC and
other regulatory agencies to be involved in income redistribu-
tion programs that do not further the objective of the Commu-
nications Act of 1934 to promote universal service?

® Are telephone assistance programs legal? The FCC’s lifeline
and Link Up America programs impose costs on long distance
telephone users. If these programs are, in effect, welfare pro-
grams rather than activities that further the objectives of the
Communications Act of 1934, the FCC may have no legal
authority to impose these costs through these programs.

This study does not seek to answer these questions but rather to
demonstrate the urgency of evaluating these programs to determine
their actual, in contrast to their purported, effects.
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CONTINUING EVALUATION IN A CHANGING
ENVIRONMENT

Continuing evaluation, as well as early evaluation, is also desirable
because the need for telephone assistance programs may also change.
Major forces that have caused local rates to rise, as discussed in Sec. I,
are now largely behind us. Indeed, accelerated depreciation practices
that have exerted upward pressures in recent years will exert downward
pressures in the future. The easing of upward pressure is illustrated in
compilations in one study of completed state telephone rate cases
showing that revenue increases granted ran to nearly $3.9 billion in
1984, but fell to $1.2 billion in 1985 and to only $290 million in 1986.*
A policy that made sense in 1984 may make less sense in 1990, and
even less sense by the end of the century. Continuing program evalua-
tion will be needed to provide a basis for sound decisionmaking in a
changing environment.

FCC, Trends in Telephone Service, Industry Analysis Division, Common Carrier
Bureau, February 2, 1987, p. 10.



VII. CONCLUSIONS

The conclusions of this study can be categorized in terms of the four
objectives tabulated in Sec. 1.

1. To discuss the evolution and operation of state programs. The
available material is spotty in scope and detail, depending largely on
reporting requirements imposed by state PUCs and legislators. The
material for the nine jurisdictions included here leaves many questions
unanswered. Of course, more descriptive material will appear as these
and other programs mature. But difficulties of comparative analysis
will persist because of weak and inconsistent reporting procedures.

2. To identify relationships between program costs and program
design. Inadequacies in the data permit estimates only of administra-
tive costs and for only four of the nine programs surveyed here. The
analysis suggesis that

e Per enrollee costs fall over time, illustrated by the experience in
California and Vermont.

e Total administrative costs are insensitive to the level of bene-
fits for a given enrollment size.

¢ Independent verification for determining eligibility by appli-
cants adds perhaps 50 percent to administrative cost, suggested
by comparisons between California and Vermont. But many
other factors, such as demographic characteristics of enrollees,
also affect costs as suggested by comparisons between Califor-
nia and Hawaii.

3. To examine how closely program designs accord with the goal of
promoting universal service in comparison with the goal of easing finan-
cial hardship. Two important conclusions emerge, based on the five
criteria developed in this study for judging consistency with these
goals.

* To most effectively promote universal service, a program would
have characteristics different from one designed to ease finan-
cial hardship.

¢ Although programs are justified in terms of promoting universal
service, their design frequently includes characteristics that are
more consistent with easing financial hardship. For example,
California’s program originally was oriented strongly toward
promoting universal service, but changes in its design have
shifted the emphasis toward easing financial hardship.
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4. To trace the implications of the above for the future design and
evaluation of programs. Critically important with respect to design is
the goal that policymakers seek to achieve with assistance programs. If
the goal is, in fact, to promote universal service, design of the program

in accordance with the criteria discussed in Sec. II is appropriate. For
example:

¢ Promotional efforts should be extended to nonsubscribers,
especially to nonelderly male-headed households for whom tele-
phone penetration is low. Advertising and application materials
should be made available not only at welfare agencies but also
at vocational training schools, employment agencies, and drug
abuse centers.

* Eligibility for participation tied to eligibility for food stamp or
energy assistance programs (with no age restriction) is a suit-
able approach because telephone penetration levels are known
to be low for participants in these programs.

® The program should be restricted to measured service in areas
where it is available, absent large service conversion costs.

e If the program is expanded to include flat rate service in areas
where measured service is available, the benefit allowed for flat
rate service should be the same dollar discount as for measured
service, rather than the same percentage discount.

The study carries a number of implications about the evaluation of
existing and future programs, highlighting the need for early and con-

tinuing evaluation based on much better data than are currently avail-
able.

* Because lack of uniform and mandatory reporting requirements
makes impossible adequate evaluation of the benefits and costs
of these programs, the FCC should consider imposing reporting
requirements on the states as a condition for their continued
participation in the lifeline and Link Up America programs.

* Eariy evaluation of these programs is needed, especially because
of inconsistencies between their design and their stated goal,
and commitments by the states to these programs that are
growing rapidly.

* States with the largest increases in local monthly rates, rela-
tively high monthly rates, or relatively large telephone installa-
tion charges are no more likely than other states to adopt life-
line assistance programs. Most notably, California has by far
the largesi assistance program, although local telephone rate
increases, telephone rate levels, and installation charges in
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California have been lower than in most other states. This
situation makes more pressing questions about the effects of
these programs and the consequences for society.

The effects of a program on telephone penetration may be
analyzed by (a) using data from the Current Population Survey,
and (b) including certain questions on application forms at the
time the program is initiated.

States should start designing plans to use the 1990 census data
for evaluation purposes, especially if base line data from earlier
years will be needed.

Because upward pressures on local telephone rates may be end-
ing, the need for telephone assistance programs may also
change, which highlights the desirability of continuing evalua-
tion of costs and benefits.

If the effect of these programs is confined to alleviating finan-
cial hardship, with little impact on telephone penetration, con-
sideration must be given to (a) whether expansion of conven-
tional welfare programs should be substituted for telephone
assistance programs, as a way both to reduce administrative
costs and to reach low-income households in addition to those
with telephones, (b) whether as a matter of public policy the
FCC and other regulatory agencies should be involved in these
income redistribution programs, and (c) whether these pro-
grams are legal.






Appendix

OTHER PATTERNS OF LOCAL RATES

Section V explored the relationship between the pattern of program
adoption and the pattern of changes in the rate for local flat rate ser-
vice during 1980-1985. This appendix explores four other possibilities.

First, the relative level of rates in the various states, rather than the
increase in rates, could be associated with assistance program adoption.
However, Table A.1, displaying relative rates at year-end 1985, also
shows a scatter above and below the median, shown by the arrow. Two
program adopters—Colorado and California—enjoyed relatively low
rates at year-end 1985, while another adopter—West Virginia—had the
highest monthly rate of all.

Second, the one-time installation charge could pose as much or even
more of a burden than the monthly rate. For low-income new sub-
scribers, especially, payment up front of $50 or more could discourage
telephone signup. Table A.2 displays the installation cost reported for
each state, under the hypothesis that this cost alone is sufficiently
important (either to promote universal service or to ease financial
hardship) to motivate states to adopt a financial assistance plan.
Again a wide scatter occurs around the median, with eight adopters
having below-median charges and 12 adopters above. Note that the
ordering of some of the states is quite different from that of Table 5.3.
Vermont and Oregon, which show large increases in the monthly rate,
have low installation charges. Colorado shows only a small increase in
the monthly rate but a larger-than-median installation charge. Califor-
nia, however, has a relatively low installation charge as well as a rela-
tively low increase in monthly rates.

Third, the combination of the installation cost and the monthly rate
might be an explanatory factor. We compute the present value of the
installation cost and the flat monthly rate (from Tables A.1 and A.2)
based on a 48 percent annual discount rate over a 48 month period,
shown in Table A.3.! Nine adopters have below median charges, and
10 above. The overall results are not markedly different from the pre-
vious ones.

ISuch a high discount rate is consistent with ones estimated for low-income house-
holds. See J. A. Hausman, “Individual Discount Rates and the Purchase and Utilization
of Energy Using Durables,” Bell Journal of Economics, Spring 1979, p. 53. Note that at
such a high discount rate, the present value would be little affected by assuming a time
stream beyond three or four years.
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Table A.1
RESIDENTIAL TELEPHONE SINGLE-PARTY FLAT RATE
(In dollars)

State December 31, 1985
Delaware 6.00
New Jersey 8.19
California 8.25*
Colorado 8.73*
Pennsylvania 9.00
Nevada 9.90*
Oklahoma 10.07
Wyoming 10.11
Texas 11.05
Maryland 11.09*
Virginia 11.48
Arizona 11.50*
Missouri 11.60
Michigan 11.86
Kansas 12.05
North Dakota 12.14
Florida 12.20
Maine 12.35*
Connecticut 12.40
Idaho 12.43*
District of Columbia 12.49*
Illinois 12.60
Montana 12.74*
Washington 12.89*
Utah — 13.13*
Tennessee 13.15
Louisiana 13.80
Nebraska 14.13
South Dakota 14.20
North Carolina 14.30*
Iowa 15.20
Arkansas 15.38*
New Hampshire 15.44
Minnesota 15.66
Oregon 16.33*
Ohio 16.38*
Georgia 16.40
Indiana 16.85
South Carolina 16.90
Wisconsin 17.20
Rhode Island 17.68*
New Mexico 17.92*
Vermont 18.15*
New York 18.24*
Kentucky 18.70
Mississippi 19.01
Massachusetts 19.45
Alabama 19.90
West Virginia 23.39*

SOURCE: NARUC, December 31, 1985, op. cit.



Table A.2

RESIDENTIAL SERVICE INSTALLATION CHARGE
(In dollars)

State December 31, 1985
Nebraska 12.20
District of Columbia 25.00*
Rhode Island 28.40*
Oregon 31.00*
Washington 31.00*
Minnesota 32.00
Massachusetts 32.75
Vermont 33.00*
Iowa 34.00
California 34.50*
South Dakota 35.00
Wisconsin 35.05
North Dakota 36.00
Ohio 36.50*
Virginia 38.50
Kentucky 39.00
Missouri 39.00
New Hampshire 40.53
Connecticut 41.75
Michigan 42.00
New Jersey 42.00
Georgia 42.50
North Carolina 42.75*
Indiana 43.00
South Carolina — 44.00
Kansas 44.15
Oklahoma 44.45
Florida 44.50 B
Ilinois 44.50
Maine 44.75*
Arkansas 45.00*
Arizona 45.58*
Colorado 45.58*
Idaho 45.58*
Montana 45.58*
New Mexico 45.58*
Utah 45.58*
Wyoming 45.58
West Virginia 47.00*
Maryland 48.00*
Louisiana 50.99
Tennessee 51.50
Pennsylvania 53.50
Delaware 56.00
New York 57.00*
Alabama 59.90
Texas 60.00
Nevada 65.00*
Mississippi 65.50

SOURCE: NARUC, December 31, 1985, op.
cit.
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Table A.3

PRESENT VALUE: RESIDENTIAL FLAT RATE PLUS

INSTALLATION CHARGE

(In dollars)

State December 31, 1985
Delaware 191.74
California 221.12*
New Jersey 227.26
Colorado 243.05*
Pennsylvania 257.08
Oklahoma 272.23
Wyoming 274.27
Nevada 288.94*
Virginia 298.18
Maryland 298.86*
Missouri 301.39
Arizona 305.71*
District of Columbia 307.52*
Texas 309.95
Michigan 310.27
North Dakota 310.61
Kansas 316.72
Florida 320.46
Connecticut 322.24
Washington 322.57*
Maine 324.11*
Idaho 326.75*
Illinois 329.51
Nebraska 331.82
Montana — 333.76*
Utah 342.58*
Tennessee 348.95
South Dakota 356.20
Louisiana 363.15
North Carolina 366.22*
Iowa 377.82
Minnesota 386.23
New Hampshire 389.78
Arkansas 392.90*
Oregon 400.38*
Ohio 407.02*
Georgia 413.47
Wisconsin 424,11
Indiana 424.15
South Carolina 426.28
Rhode Island 428.32*
Vermont 443.55%
New Mexico 450.93*
Kentucky 461.99
New York 469.59*
Massachusetts 472.71
Mississippi 495.01
Alabama 510.04
West Virginia 576.08*

SOURCE: Basic data from NARUC, December

31, 1985, op. cit.
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Another notable point emerges from Table A.3. The present values
are far larger than the installation costs shown in Table A.2. This
reflects the fact that present values are driven largely by the monthly
rate rather than the installation cost, despite the high discount rate
assumed for low-income subscribers. This situation suggests that the
FCC’s Link Up America program will be less effective than its lifeline
program either in promoting universal service or reducing financial
hardship. That is, a 50 percent reduction in installation charges will
have less impact than would, say, a 50 percent reduction in the
monthly rate.

Finally, we should consider the role of measured and multiparty ser-
vice. Here a key question relates to the least-cost service generally
available to the public. This question is especially important in terms
of the universal service goal with its emphasis on connection to the net-
work and the minimum terms under which connection can be achieved.
To explore this possibility, however, we must resort to a different data
source, since the NARUC reports do not in all cases disclose unambi-
guously the lowest-cost services available in particular areas. Thus, we
turn to a recent FCC report that surveys the same 95 cities that are
sampled in the Consumer Price Index.

The evidence is presented in Table A.4. On the left are listed 41 of
the 95 cities within the “sampling areas” selected by the Bureau of
Labor Statistics for its estimates of the cost of local telephone service.
(These estimates constitute one component of the Consumer Price
Index.) Because the remaining 54 cities are located in these same 40
states (plus the District of Columbia), Table A.4 lists only the largest
city within each state that is represented in the 95-city sample. Thus,
ten states are excluded because none of their cities are in the 95-city
list, while the largest city in the 95-city list for each covered state is
not always the largest city in that state. '

Generally, the minimum monthly rate available to the general public
is for measured service with an additional charge for each call (usually
in excess of a specified number of free calls), or it provides unlimited
local calling within a relatively restricted geographical area. Similar to
the patterns discussed above, states with assistance programs are scat-
tered both above and below the median. Montana, with one of the
highest rates, has a program in place as does New York with one of the
lowest. The two states with the most generous benefits, California and
Arizona, have relatively low monthly rates. Ten adopters are below the
median, and nine are above.

All in all, no clear relationship exists between the pattern of adop-
tion and the pattern of rates defined in several alternative ways.
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Table A.4
LOWEST AVAILABLE MONTHLY RATE
(In dollars)

City State October 1986
Philadelphia PA 4.78
Boston MA 5.25*
Milwaukee WI 5.50
New York City NY 5.64*
Los Angeles CA 6.45*
Detroit MI 6.49
Chicago 1L 6.53
Washington DC 6.67*
Phillipsburg NJ 6.90
Richmond VA 7.00
Memphis TN 7.25
Seattle WA 7.25*
Denver CO 7.48*
Houston TX 7.55
Tucson AZ 8.00*
Baltimore MD 8.10*
Norwalk CT 8.25
Providence RI 8.32*
St. Louis MO 8.40
Portland ME 8.70*
Anchorage AK — 8.75
Huntington wv 8.80*
Cleveland OH 8.90*
Minneapolis-St. Paul MN 9.01
Raleigh NC 9.05*
Pine Bluff AR 9.67*
Louisville KY 10.19
Atlanta GA 10.20
Logan uT 10.20*
Alamogordo NM 10.30*
New Orleans LA 10.46
Indianapolis IN 10.69
Miami FL 10.98
Portland OR 11.35*
Fort Dodge [A 11.45
Huntsville AL 11.79
Butte MT 12.07*
Beaufort SC 12.08
Grand Island NE 12.25
Honolulu HA 13.75*
Pascagoula MS 15.56

SOURCE: James L. Lande and Peyton L.
Wynn, Primer and Sourcebook on Telephone
Price Indexes and Rate Levels, Industry
Analysis Division, Common Carrier Bureau,
Federal Communications Commission, Wash-
ington, D.C., April 1987, Appendix 6.

NOTE: Rates include federal and state
access charges.
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Perhaps most striki_ng, the state that has the largest assistance
program—California—falls below the median in all the comparisons in
Tables A.1-A.4, as well as in Table 5.3.
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