BEFORE THE NEBRASKA PUBLI C SERVI CE COW SSI ON

In the Matter of the Application ) Application No. C- 1628

of the Nebraska Public Ser- )

vi ce Conmi ssion, on its own ) PRELI M NARY FI NDI NGS
notion, to conduct an ) AND CONCLUSI ONS
investigation into intrastate )

access charge reform ) Entered: COctober 2, 1998
BY THE COWM SSI ON

On Septenmber 15, 1997, the Comm ssion opened this docket for
t he purpose of investigating the structure of intrastate access charges
and establishing a Nebraska state universal service fund (NUSF).
Public notice of this docket was published in the Daily Record,
Omaha, Nebraska, on Septenber 17, 1997. All certificated
i nt erexchange and | ocal exchange carriers were naned as parties
inthis matter. Fornmal interventions were filed by the Nebraska
I ndependent Tel ephone Associ ati on and the Nebraska Tel ephone
Associ ation

After receiving coments frominterested parties and revi ewi ng
t he Nebraska Universal Service Task Force Initial Report dated
July 1997, the Conmi ssion issued a prehearing conference order
and requested further substantive comments and reply conments.
Such conments have been received and have been given carefu
study by the Conmi ssion.

On May 22, 1998, a petition was filed with the Nebraska Secretary
of State (the Initiative 414 Petition) seeking certification to place a
nmeasure on the Novenber ball ot which woul d generally require the
Conmission to (a) elimnate inplicit subsidies contained in access
charges as of the effective date of the statutory anendnent set forth
in the Petition; (b) establish access charges based on forward-I| ooking
econom ¢ costs; (c) devel op conpetition in the access services
mar ket pl ace; (d) adopt rules and regul ations requiring i ncunbent
| ocal exchange carriers to provide access services on a cost-based,
conpetitively-neutral and nondi scrimnatory basis; (e) establish and
maintain a filing systemfor tariffs by providers of access; and
(f) average prices in the aggregate for intrastate |ong-distance
services to reflect the reduction of access charges applicable to
such | ong-di stance services. The Petition, now known as
Initiative 414, if approved by the voters of Nebraska, would
have a significant effect on this docket, including the potentia
need to inplenent NUSF support imrediately after the potentia
effective date of the Petition

A further devel opment inpacts this docket. On July 17, 1998,
t he Federal Conmunications Comm ssion (FCC) entered an order
effectively delaying the inplenentati on of the Federal universal service
fund for non-rural |ocal exchange carriers until July 1, 1999 (the
FCC Order).

Based upon the foregoing devel opnents, on August 11, 1998,
t he Conmi ssion entered Progression Order No. 2 in this docket and
requested further coments frominterested parties with regard to the



i mpact of possible approval of the Petition and the inpact of the FCC
Order. The Conmi ssion received such conments on Septenber 15,
1998, and has revi ewed t hem

Based upon (a) the conments subnmitted to the Conmi ssion
in this docket; (b) the provisions of the Tel econmuni cations Act of
1996 (the Act); (c) the mandate to continue and enhance uni versa
service as required by Section 254 of the Act; (d) the provisions of
t he Nebraska Universal Service Act; (e) the reconmendation of the
Nebr aska Uni versal Service Task Force; and (f) consideration of the
requi renents of the Petition and the FCC Order, the Commi ssion
i ssues the following Prelininary Conclusions and Findi ngs which
will be the subject of a full hearing before the Conmm ssi on begi nning
on Cctober 27, 1998.

PRELI M NARY FI NDI NGS AND CONCLUSI ONS

The concept of universal service is not new In the past,
uni versal service has been funded by a conscious policy of pricing
certain incunbent |ocal exchange carriers (ILEC) services above cost,
such as access service, toll service and | ocal business service. The
"inplicit subsidies" contained in these charges are and have been
used to keep local residential exchange service rates well bel ow
actual cost in order to maintain affordable |ocal rates for al
subscribers. This policy was adopted by both federal and state
regul ators and i npl enented by the tel ecommunications industry.

Due to the opening of |ILEC nmarkets to conpetition, this
practice can no |longer continue. As a result, the rates for services
priced above costs should be reduced to reflect actual costs. The | ost
subsi di es shoul d, over a reasonable period of tine, be replaced
(a) through increases in rates for services priced bel ow cost and
(b) fromstate and federal universal service funds.

The Conmi ssion has been investigating the need for |owering
access rates and creating a state universal service fund for some tinmne.
In early 1996, the Conm ssion opened Docket C-1176, which
est abl i shed a Nebraska Universal Task Force to conpile public
conment and to develop a plan for the inplenentation of a NUSF
The Task Force concl uded, and the Comm ssion agrees, that
quality services should be made avail abl e at just, reasonable and
af fordabl e rates to consunmers in all regions of Nebraska, including
| ow-i ncome consuners and those in rural, insular and hi gh-cost
areas, and that such services should be conparable to those
services provided in urban areas and at rates that are reasonably
conparable to urban rates.

This Conmission is the proper regulatory body to determ ne
the I evel of support needed by Nebraska subscribers. The
Commi ssion finds that the NUSF shoul d support service for al
customer access |ines whether business or residential. However,
initially the Conm ssion believes different benchmarks for residentia
and busi ness service are appropriate. The Commi ssion agrees
with the analysis provided by the USF Task Force and at the outset,
sel ects $22 per nonth as the residential affordability benchmark
whi ch includes surcharges such as the federal subscriber line
charge, the 911 surcharge, the relay surcharge, etc. Wile the



Conmi ssion has little evidence before it regarding the appropriate
benchnark for business service, we find at this tine, that $33
shoul d be utilized for the purpose of determ ning USF funding
needs. The current supported services should consist of: single-
party service; touch-tone; standard "white page" (or alpha
directory) listing; access to directory assistance; access to

i nt erexchange services; access to energency services such as

911 or E911; access to operator services; toll blocking to
qual i fying |l owincome consuners; and access to advance

services as defined by the Comi ssion

A change of this nagnitude takes tine and a concerted
effort on behalf of all parties involved; therefore, the Conm ssion
proposes a transition period for adoption of the goals addressed
in this order. Recognizing the potential effect on consunmer rates,
this order will first outline the end goals desired by this Conm ssion,
followed by a description of howthe transition period will achieve
the end result. Considering the potential inmpact upon consumners
across the state, the Comm ssion reserves the right to nodify
after notice and hearing, any and all adopted NUSF requirenments
at any tine should the Conmi ssion deemit to be in the public's
best interest.

The Conmission will determ ne the costs to provide such
| ocal services and the benchmark above which costs will be eligible
for universal service funding. Universal service costs for non-rura
conpani es shall be devel oped in accordance with the Conmm ssion's
reconmendation to the FCC contai ned in Docket C 1633. The
costs of service for rural conpanies shall be based upon enbedded
costs while the Comm ssion seeks further comrent relative to the
appropriate cost nethodol ogy for rural conpanies. The Conmi ssion
reserves the right to designate other services to qualify for
NUSF support.

To the extent that a carrier receives federal universal service
fundi ng, such funding amounts will be subtracted fromthe carrier's
total universal service requirenment. The service area for rural and
non-rural carriers shall be the carrier's certificated exchange(s).

In order to qualify for the NUSF, a carrier nust be a facilities-based
carrier and commt to serve an entire service area that is acceptable
to the Conmission. Initially, the support area for all carriers shal
be a census bl ock

A carrier nmust be designated an Eligi ble Tel ecomuni cations
Carrier (ETC) to receive state universal service support. Carriers
shall be designated as ETCs for non-rural service areas as |ong
as they neet the criteria set forth in the 1996 Tel econmuni cati ons
Act (Act). Additional carriers other than incumbent LECs will be
designated as ETCs in areas served by rural carriers only if such
designation is found to be in the public interest, which shall be
determ ned on a case-by-case basis.

The Conmission will adm nister the NUSF. The NUSF
will be sized in the followi ng manner: (a) Develop the cost to
provi de | ocal service within each census block; (b) Determne the
support level wi thin each census bl ock by subtracting the benchmark
price selected by the Conmission fromthe cost to provide |oca



exchange service within a census bl ock; and (c) For each carrier
determ ne the census bl ock high-cost support anpbunts by nmultiplying
t he census bl ock support |evels by the number of |ines served by
the carrier within each census block. Each carrier’'s high-cost
support shall be the sumof its census bl ock support anounts

| ess any federal high-cost support received by the carrier. The
total anmount of the high-cost support fund for the State of
Nebraska shall be the sum of each carrier's high-cost support.

The NUSF wi |l be funded through a flat percentage surcharge
on retail, end-user revenues from services provided via the public
switched network. The surcharge will be assessed on all interstate
and intrastate tel ecomunication services. This surcharge will
be applied in a manner consistent with the state sales tax. This
surcharge will not apply to internedi ate services, such as access,
that are provided to another conpany as |ong as that conpany
collects the universal service surcharge fromthe retail service it
provides to end-users. For exanple, a LEC will not levy the
surcharge on access services provided to an | XC, instead the
IXCwill collect the surcharge on its retail toll services. This
wi Il prevent double billing of the universal service surcharge
on its retail end-users. The retail services that are provided to
that service provider by a LEC or other carrier will be subject
to the universal service surcharge.

This surcharge will be determnined by dividing the tota
hi gh-cost support anount by the retail, end-user revenue subject
to the universal service surcharge. This anount should be explicitly
di spl ayed on customers' bills. In order to qualify for the NUSF
a carrier shall, within its service area, provide all supported
services to all subscribers. Further, a carrier shall denpnstrate that
implicit subsidies have been renpved from access, toll and | oca
exchange service prices and that these services are priced at
actual cost. For non-rural carriers, the Commi ssion finds that
actual cost for these services shall be based upon forward-I| ooking
costs, consistent with Conmission findings in Docket C 1633.
Wil e currently, the Benchmark Cost Proxy Mdel (BCPM does
not explicitly calculate costs for access and toll services, actua
costs for such services should be devel oped in a manner consi stent
with the cost principles and inputs approved by this Conm ssion.
Rural conpani es may continue to use enbedded costs until such
time as the Conmi ssion adopts a cost nethodol ogy for rural carriers.

Ceneral ly, the state access charge structure shoul d approxi nate
the interstate access charge structure except for the primary
i nt erexchange carrier charge (PICO. A PI CC recovers | oop costs
fromI|XCs and the Comm ssion does not currently believe this is
conpetitively neutral in |ight of interconnection requirenents
contained in the Act. This access structure requires that carriers
i mpl ement the local transport restructure (LTR). Additionally,
carriers shall bifurcate the |ocal switching element into a per cal
setup el enent and a per mnute element. This bifurcation wll
nore accurately reflect the manner in which costs are incurred.

Wth regard to term nating access, the Comm ssion finds
t hat because toll traffic is largely billed to the originator of the
toll call and carriers have little choice in terninating toll traffic,



rates for this service should be set at cost. These rates shall not
i ncl ude access charge residuals (ACRs) or residual or transition

i nterconnection charges (RICs or TICs) associated with the |oca
transport restructure. The Conmi ssion tentatively adopts this

same finding for originating access; however, the Comm ssion

may seek additional comment on the matter of originating access
charges. Consistent with this finding, effective July 1, 1999,
carriers will be required to elimnate the ACR charges fromtheir
rate structures. The RIC/TIC charges will be phased out during

the transition period described later in this order. Carriers not in
conpliance with the Commi ssion's findings, regarding the structure
of access charges, shall not be eligible for USF support.

The Conmi ssion recogni zes there may be significant shifting
of revenues as well as costs that will occur under this plan and
will allow carriers a period of transition. Non-rural conpanies
will be allowed a transition period of two years and rural carriers
four years. Each carrier shall file a transition plan with this
Commi ssion by March 31, 1999, for Comm ssion approval. Said
pl ans shall detail any and all rate adjustnments during the applicable
transition period. This plan shall include an annual tariff filing to
be made on or before July 1 of each year during the transition
period to affect the changes detailed in the carrier's transition plan
The affected carrier shall also detail the |evel of access, toll and
| ocal exchange service charges and the magnitude of the changes
being made in its annual tariff filing each year during the transition
peri od.

The Conmi ssion intends to give considerable weight to the
fact that a conpany has a Comm ssi on-approved transition plan
shoul d an access charge conplaint be filed agai nst that carrier
if the carrier has net or exceeded their commtnents during the
transition period. |If a conpany has net its obligations, enbedded
costs will be determ ned based on an interimrate of return of
12 percent for purposes of interimuniversal service support. To
the extent a carrier's earnings exceed this designated rate of
return, the carrier will forfeit the correspondi ng anount of
NUSF f undi ng.

At the end of the transition period, the Comm ssion expects
that local residential and business services will be priced at cost
or the benchnmark, whichever is |ower, and that access and tol
services will be priced at cost. Costs for non-rural conpanies
are forward-|ooking costs consistent with principles and inputs

contai ned in Docket C 1633. Costs for rural conpanies wll be
enbedded costs until such tine as the Comni ssion deternines
t he appropriate costing nethodol ogy for rural conpanies. In each

annual filing, conpanies should increase |ocal service prices by
t he maxi mum percentage permtted by Statutes 86-803 and
75.709.01 until such tine as these services are priced at cost or
t he benchmark, whichever is lower. Carriers not using the

maxi mum pernmitted flexibility to increase rates that are bel ow

t he applicabl e benchmark or cost, whichever is lower, wll
receive a reduced anount of interimuniversal service support.

Should Initiative 414 pass, it will apply to only three
conpani es: US West, Aliant Communications and GTE. These



conpanies will be required to set their access charges at
forward-1 ooki ng econom ¢ costs; the same | evel that these

conpanies will be required to set their access charges at the

end of the transition period. However, this Initiative will require
these reductions in a significantly shorter time frame than the
transition period contenplated by this order. To the extent

the reductions result in earnings belowthe target |evel, the
conpanies will receive appropriate interimstate universa

servi ce support.

The Conmi ssion seeks further comment by Cctober 20,
1998, fromall interested parties on the follow ng issues:

1. Shoul d t he Comm ssi on adopt benchmark costs
or prices?

2. What should be the level of the benchmarks?
(Pl ease provide details of how the benchmarks shoul d be
det er m ned.)

3. Shoul d originating access be set at the same
| evel as term nating access?

4, Is there any public policy benefit to be derived
by aut horizing originating access to be priced higher than
term nati ng access?

5. Utimately, should a rural carrier's costs bhe
determned in a different manner than non- rural conpanies?
If so, what is the appropriate methodol ogy?

6. What should the authorized rate of return be?

7. What advanced services shoul d be supported
and at what |evel s?

8. Shoul d service providers wusing Internet protoco
contribute to Universal Service? |If so, does the Comm ssion
have the authority to require themto do so? How will these
provi ders be identified?

ORDER

I T I'S THEREFORE ORDERED by t he Nebraska Public
Service Comm ssion that a copy of this order be served upon
each of the parties to this docket.

I T 1S FURTHER ORDERED t hat the public hearing
on the Prelimnary Findings and Conclusions set forth in this
order shall comence at 9:00 a.m on Cctober 27, 1998, and
continue as necessary through Cctober 30, 1998.

IT IS FURTHER ORDERED t hat conment on the
enunerated i ssues be filed on or before October 20, 1998,
which is the date previously established for parties who will be
presenting testinmony at the hearing to pre-file such testinony.



MADE AND ENTERED at Lincoln, Nebraska, this 2nd
day of October, 1998.

NEBRASKA PUBLI C SERVI CE COWM SSI ON
COVM SSI ONERS CONCURRI NG

Chai r man

ATTEST:

Executive Director
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