
 

June 21, 2022 

The Honorable Date Phelan, Speaker 
Texas House of Representatives 
P.O. Box 2910 
Austin, Texas  78768 

Dear Mr. Speaker, 

Last week marked the two-year anniversary of the Public Utility Commission’s decision to 
no longer fully support the Texas Universal Service Fund.  As of today, that decision 
leaves the Commission owing $204,011,841.80 to rural telecommunications providers.  

The USF, created during telecommunications deregulation efforts over 30 years ago, is a 
public/private partnership designed to keep customers in rural areas paying similar 
prices for telecommunications services as urban customers.  In this statutory compact,  
the state provides funds to keep rural bills affordable, and the rural companies who 
receive the funds are required to provide service to anyone in their territory who 
requests it.  Because the costs of telecom service in rural areas are dramatically higher 
than in urban areas, these providers could not serve their rural customers without USF 
support — and the USF statute requires extensive reporting by providers to show exactly 
how the funds to serve those customers are spent. 

Almost 4 million rural Texans rely on the USF to support the delivery of affordable voice 
and data service, including access to broadband service.   

Since the PUC decided to defund the USF, state support for rural customers has been cut 
by 85%.  Of those three million rural customers who rely on the USF, 500,000 have now 
been “deregulated” — meaning those customers no longer have a guarantee they will be 
able to receive voice and data service when they need it.   

This defunding of USF has forced several telecom companies serving rural Texas to raise 
their local rates, approaching the monthly maximum rates allowed.  Other companies 
will no longer construct new facilities, and at least one company is in default to its 
creditors.  And ongoing funding issues could affect any new Federal or state broadband 
initiatives as some rural companies will not be able to afford to maintain existing 
networks, let alone use their infrastructure for expansion. 
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Because of the PUC’s decision to ignore their statutory requirement to keep the Universal 
Service Fund solvent, over 50 small providers were forced to take the PUC and the state 
to court, asking the court to restore full funding and keep the fund financially sound.   

As of this writing, the state owes these providers over $200 million and will owe over 
$300 million by the time the next regular session of the Legislature convenes.  When the 
court restores funding to these rural telecom customers, the state will owe this money 
and potentially owe interest and attorney’s fees as well. 

It is important to note the Commissioners of the Public Utility Commission who made 
these decisions two years ago have moved on, and new Commissioners are now in place.  
They have the ability to address this funding shortfall without any statutory change and 
could do so in an open meeting almost immediately.  They have many options, including 
simply altering the current funding formula to make the fund solvent (which would cost 
the average user of the switched network about $6 per year) or changing the base of 
phone network users who support the fund. 

The Legislature addressed this issue with almost unanimous support for restoring 
funding to Universal Service through the passage of HB 2667 during the last regular 
session.  That bill was unfortunately vetoed.  And due to that and subsequent inaction, 
the Legislature will likely be forced to address this issue again in 2023.  Unfortunately, 
this time it will have a hefty price tag attached. 

Rural telecommunications and broadband providers need your continued advocacy and 
support.  Over 100 legislators (a majority of both House and Senate members) have 
written letters to the PUC, the Governor, or the Third Court of Appeals demanding the 
USF be fully funded. 

As rural residents rely more and more on connectivity to work, shop, study, and seek 
healthcare, a funded and functional network is a responsibility shared by rural telecom 
providers and the state.   

Our association and all rural telecom providers stand ready to work with anyone to solve 
this problem, and we will continue to search for an amicable resolution to this funding 
crisis, as we have for the past two years.   

In the meantime, we will continue to honor our responsibilities on our end of that 30 
year old compact.  We hope the state will soon honor theirs. 

Sincerely,  

Mark Seale 
Executive Director 

cc:  Members, Texas House of Representatives 



 

TEXAS UNIVERSAL SERVICE FUND OVERVIEW 

Background 
The Texas Universal Service Fund (TUSF or Fund) is a decades-long public/private 
partnership that has served Texans well.  Rural telephone companies have invested well 
over $1 billion on infrastructure expansion and improvements in the last decade to 
provide high-quality and reliable communications services to 1.3 million households and 
2,200 schools, colleges, government buildings, and other anchor institutions in a 
territory covering 155,000 square miles of the state – an area larger than 47 other states.   

Texas USF policy, as outlined in current law, is to “ensure that customers in all regions of 
the state, including low-income customers and customers in rural and high-cost areas, 
have access to telecommunications and information services, including . . . advanced 
telecommunications and information services, . . . at prices that are reasonably 
comparable to prices charges for similar services in urban areas.”  1

TUSF is not a tax nor a subsidy, but is a cost recovery mechanism under which, in 
exchange for TUSF support, rural telecommunications providers have invested heavily in 
reliable networks to serve rural Texans within sparsely populated or high-cost areas of 
the state that would otherwise be uneconomic to serve.   

Without TUSF support, local service rates would have to be tripled on average, with 
some of the smaller rural telecom providers having to increase rates as much as 
seventeen times their current rates — just to cover costs.  These rate increases would 
obviously be unaffordable for most rural Texans and would stop the state’s efforts to 
close the digital divide. 

TUSF operates at no cost to the state’s general revenues — it is entirely funded by 
telecommunications providers, including wireless providers, operating within the state 
and is commonly recovered through a small charge on customers’ bills — currently 
roughly $0.50 per month per phone line.  When fully funded, the Fund has averaged 
about $200 million per year in payments to support rural telephone service. The rural 
providers that receive such funds are required to file detailed, comprehensive reports 
showing regulators how every penny of the fund’s revenue is spent.   

These funds are going to their intended use serving rural Texans.  Since 2017, the state 
has required most rural providers to provide additional reporting and applied heightened 
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scrutiny over their expenses, yet not one instance of improper spending of Fund dollars 
has been identified. 

Declining Revenues and Transparency of Funds 

The Public Utility Commission of Texas (PUC or Commission) has jurisdiction over the 
Fund.  And for over thirty years, it has adjusted the recovery mechanism up or down 
depending on the revenues available.  But over the last several years, revenues began to 
decline at an alarming rate.  The cause of the rapid decline in TUSF revenues was caused 
by changes in the internal accounting practices of large cellular/wireless providers (most 
of them Fortune 500 companies not based in Texas), with the effect of significantly 
reducing their contributions into both the federal and state universal service programs.  
Since TUSF revenues are based upon the gross receipts for voice service, if a wireless 
provider reduces the revenues it allocates from the voice portion of a bundled voice and 
data plan, then its TUSF contribution obligations reduce accordingly and those savings 
are rarely passed along to customers.   2

This decline in TUSF revenues has occurred despite Texas’ increasing population base 
and all-time-high voice line subscriptions.  One has to ask, why are there more access 
lines than ever in Texas, but TUSF contributions are at an all-time low? 
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As can be seen above, TUSF high-cost expenditures have been carefully managed for the 
last decade, with large providers withdrawing from the Fund altogether, mid-sized 
providers having undergone rate rebalancing and needs tests, and small providers 
providing annual reports of unprecedented detail to ensure full accountability since 
2017.  These small provider annual reports offer full transparency into every dollar 
received and spent, from both regulated and non-regulated divisions of the companies.  In 
2021 alone, TUSF recipient companies filed at least 81,900 pages of financial 
information with the PUC and participated in 129 total proceedings without any findings 
of any material errors or omissions nor any findings of TUSF funds being spent for non-
qualifying purposes. 

Defunding 

In 2019 and 2020, based on legislative direction, the PUC implemented a process of 
“right-sizing” TUSF disbursements for small providers.  (As noted above, disbursements 
for mid-sized providers had already been right-sized and for large providers had been 
eliminated.  In other words, funds going out of the TUSF were generally reasonable and 
stable.)  But the PUC had taken no action to remedy the obviously lack of sufficient funds 
coming into TUSF, so something had to be done to balance the TUSF’s budget. 

On June 12, 2020, the former PUC Commissioners considered a recommendation from 
its staff to increase the TUSF assessment rate by less than 3% in order to remedy the 
funding shortfall.  However, for the first time in its history, the former Commissioners 
decided at an open meeting, with no warning to the industry, not to adjust the TUSF 
assessment rate to keep up with diminishing revenues to the Fund, despite clear 
statutory language requiring “the commission shall make each disbursement from the 
universal service fund promptly and efficiently so that a telecommunications provider 
does not experience an unnecessary cash-flow change as a result of a change in 
governmental policy.”   The PUC’s refusal to act occurred despite letters from over 100 3

Texas Legislators calling for the Commission to address the funding crisis.   

Due to technological changes and changes in the way some providers calculated their 
TUSF assessment base explained above, the Fund predictably continued to lose money 
monthly while its balance predictably continued to dwindle.  By January, 2021, the crisis 
happened: the Commission did not have enough dollars in TUSF’s coffers that month to 
disburse funds to TUSF recipients in the ordered amounts the PUC had previously 
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deemed necessary for each provider to serve it rural customers.  To handle the shortfall, 
the Commission directed its TUSF administrator to reduce distributions to the high-cost 
rural providers before any other type of TUSF recipient.  The immediate result was that 
TUSF funding to high-cost rural providers were slashed by at least 70%, cutting the 
average monthly support a rural customer receives from $81 per line per month to just 
$24.  Each month, rural provider receive written notice of how large that month’s 
reduction is with just a few days’ notice, with no avenue to dispute or question the cuts.  
For the past three months, 85% of legislatively-mandated and Commission-ordered TUSF 
high-cost funds have not been paid. 

As a result of this unprecedented and flagrant disregard for the statutory funding 
requirements of the TUSF statute, rural telecommunications providers had no option but 
to sue the PUC in Travis County District Court in March of 2021.   When that court 
declined to rule citing jurisdictional issues, the phone companies appealed.  Another 
rural provider also sued the PUC in Travis County District Court and won immediate 
injunctive relief.  Both appeals are pending before the Third Court of Appeals. 

As we wait for their decision, the amount of TUSF support owed to these companies 
continues to grow by almost $450,000 per day.  As of this writing, the state is in arrears 
on its TUSF commitment in the amount of $204,011,841.80.  At this rate, by time the 
next regular session convenes, the state will owe over $300 million. 

Due to the PUC’s years-long inaction on insufficient TUSF revenues, to recoup the money 
owed rural companies and restore the Fund’s soundness under the current funding 
methodology, the TUSF assessment on telephone consumers statewide will now have to 
increase from 3.3% to 15%.  

This is not purely a landline issue.  The networks supported by TUSF are often the only 
reliable, high-speed connection into rural homes and businesses, and those connections 
carry voice and data signals.  These hybrid rural networks are capable of providing both 
voice and broadband service.  Providers are required to carefully allocate network costs 
so as to only spend state USF on the proper delivery of data service, not content.  So 
defunding these rural telecommunications networks hampers their maintenance and 
operations, and has hampered the expansion of rural broadband. 

Since the PUC decided to defund the USF, state support for rural customers is now at an 
all time low.  Of those three million rural customers who rely on the USF to keep their 
local rates low, 500,000 have now been “deregulated” — meaning those customers no 
longer have a guarantee they will be able to receive voice and data service when they 
need it.   

This defunding of USF has forced several telecom companies serving rural Texas to raise 
their local rates, approaching the monthly maximum rates allowed.  Other companies 



will no longer construct new facilities, and at least one company is in default to its 
creditors.  And ongoing funding issues could affect any new Federal or state broadband 
initiatives as some rural companies will not be able to afford to maintain existing 
networks, let alone use their infrastructure for expansion. 

Options 

Texas doesn’t need new TUSF laws to solve this crisis; it needs to carry out the TUSF 
laws it already has.  The prior Commissioners of the PUC who made these decisions two 
years ago have moved on, and new Commissioners are now in place.  These new 
Commissioners have all the tools needed to resolve the TUSF shortfall and reinstate full 
support at ordered amounts.  

Under current statutes, the Commission has the authority (and obligation) to restore full 
TUSF funding.  The new Commissioners have a variety of options, from simply altering 
the current assessment rate so it is sufficient to make the Fund solvent (which is 
projected to cost the average user of the switched network about $6 per year at this 
time), to expanding the assessment base or modernizing the funding mechanism 
altogether, such as by changing to a connection-based fee.   

Our association and all telecommunications providers that rely on TUSF funding to serve 
rural Texans stand ready to work with any elected official to solve this problem.  We will 
continue to search for an amicable resolution to this funding crisis, as we have for the 
past two years.   


