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BACKGROUND

Rates for Texas basic residential telephone service, in-
cluding the federal subscriber line charge, range from
about $13.82 per month in rural areas to $16.72 in urban
areas. But long-run incremental costs for service range
from $11.84 per month in the most densely-populated
areas to more than $250 per month in rural areas. Ap-
proximately 95 percent of all basic residential lines are
subsidized. Sources for the subsidies include added fea-
tures, business service, long distance and the Universal
Service Fund.

In 2001, the Texas Universal Service Fund distributed
approximately $613 million. The lion’s share of the
money — $539 million — went to high cost and small rural
carriers. This figure is almost equal to the large incum-
bents’ estimated $600 million total loss on local residen-
tial service, and generally represents a subsidy from urban
and suburban customers of large incumbents, long-
distance users, and wireless subscribers to customers of
high cost and small rural carriers.

In addition to being an income transfer from one set of
consumers to another, the USF causes price distortions
and concomitant reductions in consumer welfare that oc-
cur because the current percentage assessment increases
the cost of every additional wireless and long distance
minute. In a January 2005 study for the Foundation,
Robert Crandall and Jerry Ellig estimated that the USF
reduces the welfare of consumers and providers by $177
million annually.

PoLicY RECOMMENDATIONS

Reducing USF subsidies would benefit most Texas con-
sumers. Recognizing the Texas policy of supporting tele-
phone service in high cost areas, the Foundation suggests
that the Public Utility Commission study (or commission
a study) and make recommendations on basic residential
telephone rates and subsidies from the USF. Specific
charges could include:

¢ Determining how to reduce USF assessments by
more careful targeting of payments based on the num-
ber of households served who cannot afford phone
service — currently 90 percent of USF payments in-
stead go to high cost and small rural carriers without
regard to need.

¢ Studying how to reduce USF assessments by deter-
mining an affordable level to which those basic rates
that are not deregulated could rise.

¢ Assessing how the Lifeline program can be better
utilized in place of the USF to meet the needs of Tex-
ans who need assistance paying their phone bills.

¢ Assessing the potential for funding the USF by some
means other than a percentage assessment, which dis-
torts telecommunications prices.

This Policy Brief'was prepared by Bill Peacock, economic freedom policy analyst for the Texas Public
Policy Foundation. He may be reached at (512) 472-2700 or via e-mail at bpeacock@texaspolicy.com.
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Background
Rates for Texas basic residential telephone service, including the federal subscriber line charge, range from about $13.82 per month in rural areas to $16.72 in urban areas. But long-run incremental costs for service range from $11.84 per month in the most densely-populated areas to more than $250 per month in rural areas. Approximately 95 percent of all basic residential lines are subsidized. Sources for the subsidies include added features, business service, long distance and the Universal Service Fund.

In 2001, the Texas Universal Service Fund distributed approximately $613 million. The lion’s share of the money – $539 million – went to high cost and small rural carriers. This figure is almost equal to the large incumbents’ estimated $600 million total loss on local residential service, and generally represents a subsidy from urban and suburban customers of large incumbents, long-distance users, and wireless subscribers to customers of high cost and small rural carriers.

In addition to being an income transfer from one set of consumers to another, the USF causes price distortions and concomitant reductions in consumer welfare that occur because the current percentage assessment increases the cost of every additional wireless and long distance minute. In a January 2005 study for the Foundation, Robert Crandall and Jerry Ellig estimated that the USF reduces the welfare of consumers and providers by $177 million annually.

Policy Recommendations
Reducing USF subsidies would benefit most Texas consumers. Recognizing the Texas policy of supporting telephone service in high cost areas, the Foundation suggests that the Public Utility Commission study (or commission a study) and make recommendations on basic residential telephone rates and subsidies from the USF. Specific charges could include:

Determining how to reduce USF assessments by more careful targeting of payments based on the number of households served who cannot afford phone service – currently 90 percent of USF payments instead go to high cost and small rural carriers without regard to need.
Studying how to reduce USF assessments by determining an affordable level to which those basic rates that are not deregulated could rise.
Assessing how the Lifeline program can be better utilized in place of the USF to meet the needs of Texans who need assistance paying their phone bills.
Assessing the potential for funding the USF by some means other than a percentage assessment, which distorts telecommunications prices.
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Criminal negligence is equivalent to gross negligence, which is a higher standard than ordinary civil negligence. Texas Penal Code 6.03(d) provides: “A person acts with criminal negligence, or is criminally negligent, with respect to circumstances surrounding his conduct or the result of his conduct when he ought to be aware of a substantial and unjustifiable risk that the circumstances exist or the result will occur. The risk must be of such a nature and degree that the failure to perceive it constitutes a gross deviation from the standard of care that an ordinary person would exercise under all the circumstances as viewed from the actor's standpoint.”
John C. Coffee, Jr., Does "Unlawful" Mean "Criminal"?: Reflections on the Disappearing Tort/Crime Distinction in American Law, 71 B.U. L. Rev. 193 (1991).
Aguirre v. State, 22 S.W.3d 463, 472 (Tex. Crim. App 1999).
Remarks by State Rep. Mary Denny, Republican Club of Austin, March 5, 2005.
United States v. International Minerals & Chemical Corp., 402 U.S. 558, 564-565 (1971). See also Morissette v. United States, 342 U.S. 246, 250 (1952) (“The contention that an injury can amount to a crime only when inflicted by intention is no provincial or transient notion. It is as universal and persistent in mature systems of law as belief in freedom of the human will and a consequent ability and duty of the normal individual to choose between good and evil.”)
United States v. Dotterweich, 320 U.S. 277, 281 (1943).
See Erin M. Davis, The Doctrine of Respondeat Superior: An Application to Employers’ Liability for the Computer or Internet Crimes Committed by Their Employees, 12 Alb. L.J. Sci. & Tech. 683, 707 (2002)
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