CHAPTER 26. SUBSTANTIVE RULES APPLICABLE TO TELECOMMUNICATIONS
SERVICE PROVIDERS.

Subchapter P.  TEXAS UNIVERSAL SERVICE FUND.

826.404. Small and Rural Incumbent Local Exchange Company (ILEC) Universal Service Plan.

@ Purpose. This section establishes guidelines for financial assistance to eligible telecommunications
providers (ETPs) that provide service in the study areas of small and rural ILECs in the state so that
basic local telecommunications service may be provided at reasonable rates in a competitively neutral

manner.

(b) Definitions. The following words and terms when used in this section shall have the following
meaning unless the context clearly indicates otherwise:
(1) Eligible line — A residential line and a single-line business line over which an ETP

provides the service supported by the Small and Rural ILEC Universal Service Plan through
its own facilities, purchase of unbundled network elements (UNES), or a combination of its
own facilities and purchase of UNEs.

2 Eligible telecommunications provider (ETP) — A telecommunications provider
designated by the commission pursuant to 826.417 of this title (relating to the Designation as
Eligible Telecommunications Providers to Receive Texas Universal Service Funds (TUSF)).

3) Small incumbent local exchange company (ILEC) — An ILEC that qualifies as a "small
local exchange company" as defined in the Public Utility Regulatory Act (PURA),
853.304(a)(1).

4) Test year — The fiscal year ending in 1997.

(©) Application.

1) Small or rural ILECs. This section applies to small ILECs and rural ILECs, as defined in
subsection (b) of this section and/or §26.5 of this title (relating to Definitions), that have
been designated ETPs by the commission pursuant to §26.417 of this title.

2 Other ETPs providing service in small or rural ILEC study areas. This section applies
to telecommunications providers other than small or rural ILECs that provide service in
small or rural ILEC study areas that have been designated ETPs by the commission pursuant
to 826.417 of this title.

(d) Service to be supported by the Small and Rural ILEC Universal Service Plan. The Small and
Rural ILEC Universal Service Plan shall support the provision by ETPs of basic local
telecommunications service as defined in §26.403(d) of this title (relating to the Texas High Cost
Universal Service Plan (THCUSP)).

(e) Small and Rural ILEC Universal Service Plan monthly per-line support. A monthly per-line
amount of support for each small or rural ILEC study area shall be determined in a one-time
calculation using data from such small or rural ILEC's test year that has been audited by an
independent auditor in conformance with generally accepted accounting principles (GAAP).

1) Calculation of the monthly per-line amount of support for each small or rural ILEC.
The toll pool amounts and access/toll revenue reductions determined in accordance with
subparagraphs (A) and (B) of this paragraph shall be added together. To calculate the per-
line amount of support, the resulting sum will then be divided by the average number of
eligible lines served by such small or rural ILEC during the test year. To calculate the
monthly per-line amount of support, the result shall be divided by 12.

(A) Toll pool amounts. The toll pool amount for a small or rural ILEC shall be
determined by subtracting the actual toll billed by the small or rural ILEC during
the test year from its toll pool revenue requirement for the for the test year, as
certified by the TUSF administrator.
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(B) Access/toll revenue reduction. At the time this section is implemented, a small or
rural ILEC may reduce carrier common line (CCL), residual interconnection charge
(RIC), and/or intraLATA toll rates. Upon commission approval a small or rural
ILEC may recover a reasonable amount of the difference between the previous rates
and the new rates, computed on the basis of minutes of use in the test year. This
amount is calculated by multiplying the difference between the previous rates and
the new rates by the test year minutes of use.

2 Freeze on support levels. The per-line amount of support calculated in paragraph (1) of
this subsection shall remain constant as long as the small or rural ILEC is eligible to receive
funds pursuant to this section.

3) Switched Access Service Rate Reductions. To the extent that the disbursements from the
universal service fund under PURA 856.021(1) for small and rural local exchange
companies are used to decrease the implicit support in intraLATA toll and switched access
rates, the decrease shall be made in a competitively neutral manner. This paragraph expires
August 31, 2007.

Small and Rural ILEC Universal Service Plan support payments to ETPs. The TUSF
administrator shall disburse monthly support payments to ETPs qualified to receive support pursuant
to this section.

1) Payments to small or rural ILEC ETPs. The payment to each small or rural ILEC ETP
shall be computed by multiplying the per-line amount established in subsection (e) of this
section by the number of eligible lines served by the small or rural ILEC ETP for the month.

(2) Payments to ETPs other than small or rural ILECs. The payment to each ETP other than
a small or rural ILEC shall be computed by multiplying the per-line amount established in
subsection (e) of this section for a given small or rural ILEC study area by the number of
eligible lines served by the ETP in such study area for the month.

Reporting requirements. An ETP eligible to receive support under this section shall report
information as required by the commission and the TUSF administrator.

1) Monthly reporting requirements. An ETP shall report the total number of eligible lines
served by the ETP in its study area to the TUSF administrator on a monthly basis.
2) Annual reporting requirements. An ETP shall report annually to the TUSF administrator

that it is qualified to participate in the Small and Rural ILEC Universal Service Plan.

3) Other reporting requirements. An ETP shall report any other information required by the
commission or the TUSF administrator, including any information necessary to assess
contributions and disbursements to the TUSF.

Review of Small and Rural ILEC Universal Service Plan after implementation of federal
universal service support. Within 90 days of the Federal Communications Commission's adoption
of an order implementing new or amended federal universal service support rules for rural, insular,
and high cost areas, the commission shall initiate a project to investigate a mechanism by which ETPs
receiving support pursuant to this section would transition to receiving support pursuant to §26.403 of
this title (relating to Texas High Cost Universal Service Plan (THCUSP).
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