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E-Rate Program Expands 123 
Percent in New Proposal
WILL RINEHART | NOVEMBER 18, 2014

Under proposed changes currently being circulated by Federal Communications Commission (FCC) Chairman 
Wheeler the E-rate program is set to expand nearly 123 percent from 2008 levels. The program, which provides 
funds to schools and libraries for telecommunications services, has been the target of reform for years due to its 
onerous requirements. Instead of streamlining the process and ensuring that the neediest schools receive 
assistance, the new plan merely expands the program without the overdue reforms.  

E-rate is the name given to the one part of the Universal Service Fund (USF). The fund was set up in the wake 
of the 1996 Telecommunications Act and now has four major programs to promote access to various 
telecommunications services: a program for rural and high-cost areas; low income consumers; rural health care 
facilities; and schools and libraries. As consumers have moved away from landline telephone services and 
adopted wireless phones and broadband connections, the fund has come under financial pressures. 

Funding caps were set on E-rate at $2.25 billion in 1997, but was not indexed for inflation until late 2010. Since 
then, inflation adjustments have shifted the cap to $2.4 billion. Although the Chairman claims that 60 percent of 
“$1.5 billion cap increase represents simply a ‘catch up’ of the lost inflation adjustment from 1997 to 2010,” the 
cap didn’t become an issue until 2010 because the fund never reached the threshold.

The table below charts the historical costs (in billions) and tells a more complete story:

  2008 2009 2010 2011 2012 2013 Projected

High Cost 
Program

$4.48 $4.29 $4.27 $4.03 $4.15 $4.17 $4.17

Lifeline $0.82 $1.03 $1.32 $1.75 $2.19 $1.8 $1.8

Rural Health Care $0.0494 $0.0607 $0.086 $0.0815 $0.106 $0.092 $0.092

E-Rate $1.76 $1.88 $2.28 $2.23 $2.22 $2.2 $3.9

Admin $0.172 $0.186 $0.105 $0.106 $0.11 $0.107 $0.107

Total $7.2814 $7.4467 $8.061 $8.1975 $8.776 $8.369 $10.069

Even as recently as 2008, the E-rate program was just $1.76 billion. Because it has been in high demand, which 
includes significant outlays to some of the largest and wealthiest school districts in the US, the FCC estimated 
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demand for E-rate at over $4 billion for 2014. Thus, it is safe to assume that the program would quickly expand 
to meet this unmet demand. The jump from 2008 to this plan is $2.14 billion – a 123 percent increase.

Surprisingly, what is missing from Chairman Wheeler’s plan is an exploration of the contribution rate, which is 
basically the tax rate that consumers pay to support the USF program. Because consumers are leaving wired 
telephones the contribution base has dwindled, leading to serious increases in the contribution rate. Even though 
this rate is just added to a portion of the bill, it has grown tremendously in recent years.

This chart shows the rise in the contribution rate over time:
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Assuming that the contribution base for the fourth quarter of 2014 holds and the rest of the program totals from 
2013 carry over, consumers can expect the highest contribution rate yet, at 19.3 percent, a marked increased 
even from the first quarter of 2009 when it was just 9.5 percent.*

Changes made to the program earlier this year by the Commission have failed to address some of the most 
chronic problems, as both Commissioner Pai and Commissioner O'Rielly have outlined in length. This new 
increase will only compound those problems.  

* The contribution base for the Fourth Quarter of 2014 was $15.708767 billion, see 
http://www.fcc.gov/document/proposed-4th-quarter-usf-contribution-factor-161-percent
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. Using the complete program totals from the 2013 Annual Report equates to a total program cost of $10.069 
billion.  Using the FCC formula yields ($15.708767 billion – $2.51725 billion)*0.99=$13.05960183 billion for 
the Adjusted Contribution Base. The Unadjusted Contribution Factor is 
$2.51725/$13.05960183=0.1927508995. Rounded up, the Proposed Contribution Factor would be 19.3.  
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