Coburn Budget Amendment 413: Reform FCC’s Free Cell Phone Program.

Reform of the Federal Communications Commission’s Lifeline program by requiring recipients
of subsidized cell phones to pay a small participation fee.

By collecting a $5 participation fee from the program’s 16.5 million participants, savings
would be over $82 million. If the fee decreases fraud and abuse in the program by even 3
percent, savings could be over $127 million total.

Every year, taxpayers are paying $1.5 billion for a program to provide free cell phones to low-
income recipients.1 Providing all Americans access to communication is a valuable public goal,

and asking recipients to pay a minimal charge to participate in the cell phone program would

both promote self-sufficiency and root out rampant waste, fraud and abuse.

Charging a minimal copay would ensure recipients have a vested interest in the program.

Thanks to Congress and the Federal Communications Commission (FCC), what began as an
effort in the 1930s to ensure all Americans had access to telecommunications service has
morphed into a massive entitlement. Any person on a means-tested program is entitled to free
or reduced-price cell phone service, and the program is ballooning out of control. People who
sign up for the program do not need to demonstrate need for a cell phone, but rather qualify
based on income levels or categorical eligibility. Simply showing a food stamp card — which
many people with incomes well over the poverty line have — can qualify people to receive a free
phone.

Enrollment and costs have skyrocketed in recent years. From 2011 to 2012, the enrollment
grew 43 percent to over 16.5 million participants.2 This program now costs taxpayers $1.5
billion annually, funds that come from a federal fee applied to most Americans’ phone bills.>

Wireless subsidies consume 70 percent of the total Lifeline budget, with three prepaid cell
phone companies alone receiving 40 percent of the budget.”

Instituting a small charge nationwide to participate in the program would allow the program to
continue providing important access to communication while discouraging overdependence on
the assistance. This idea is not new. At least one state, Oklahoma, has already instituted a

minimal fee of $1.°

One advocate for the homeless in Los Angeles recently criticized the idea of providing cell
phones to those on the street. “l don’t not think we should be doing anything to make the
streets more hospitable to live,” said Estela Lopez, executive director of the Central City East
Association.® She argues the phones may even help people gain access to narcotics more
easily.



By expanding the safety net too widely, the federal government can lose focus on ensuring
individuals are depending on their own ability to provide for themselves. One of the greatest
tragedies is when government means-tested programs promote dependence, which often
occurs unintentionally.

A participation fee would also help control the program’s waste, fraud, and abuse.

Lifeline has struggled immensely with companies and people who understand how to game the
system to receive multiple phones without repercussion. Hundreds of thousands of people
who sign up for the program are not even eligible for service and/or have multiple phones.” ®°
Many people have both subsidized cell and landline service.® To date, program rules have
been inadequate in controlling this problem. If clients are required to put “skin in the game”

through a minimal copay, they would be less likely to game the system for multiple telephones.

This reform would assist the FCC’s current effort to strengthen the program’s integrity. The

agency should continue to find ways to ensure individuals are not signing up multiple times,
selling their subsidized telephones, or leaving bills with homeless shelters.

One investigation in Oklahoma documented how cell phone companies set up tents near
homeless shelters to give away phones to those with low- or no-income.™ Visitors often have
multiple phones, even at the same time. One man collected over 20 phones in one year alone,
using fake names and no proof of identity. He sells the phones for $10-520 apiece.

Another man in Baltimore told one reporter, “I could go to the same place tomorrow and get
another phone,” even just after signing up for service.™?

By collecting a $5 participation fee from the program’s 16.5 million participants, savings
would be over $82 million. However, if the fee decreases fraud and abuse in the program by
even 3 percent, savings could be over $127 million total.
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