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and Wauneta tel ephone conpani es: Li ncoln, NE 68508
BY THE COWM SSI ON:

The Nebraska Public Service Conmi ssion (NPSC or Commi ssion) opened
Application C 1633 on Septenber 23, 1997, to determ ne which cost study nodel
it should recommend to the Federal Communications Conmi ssion (FCC for
determ ning federal universal service support for the non-rural carriers in
Nebr aska.

Al certificated carriers were made a party to the docket, and notice was
sent to

all such carriers on Septenber 25, 1997. |In addition to these carriers, The
Nebr aska | ndependent Tel ephone Association (NITA) was al so made a party to

t hese proceedi ngs pursuant to its petition for formal intervention. Parties
submitted two cost nodels for the Conmission's consideration. US West
Communi cations (USW and Sprint Comuni cati ons Conpany, LP (Sprint)
sponsored the Benchmark Cost Proxy Mdel (BCPM, while AT&T

Conmuni cati ons (AT&T) and MCI Comuni cations (MCl) supported the

Hatfield Model (now known as the HAI 5.0a nodel).

On Cctober 9 and 10, 1997, the Conmi ssion held a workshop in which
proponents of each of the cost nbdels were given an opportunity to present
their nodels to the Conm ssion

The Conmi ssion then held a prehearing conference on March 9 and 11
1998, to determine procedural matters pertaining to this docket. A
Conmmi ssi on
order entered March 16, 1998, set out the decisions resulting fromthat
conference.

Pursuant to the time franes established in the prehearing order, the
Conmi ssion's
staff econonmist, Dr. David Rosenbaum filed his recomrendation for a cost
pr oxy
nodel on March 24, 1998. Dr. Rosenbaum reconmmended the HAI Mdel. The
Conmi ssi on convened a hearing on March 31, 1998, to allowinterested parties
to ask Dr. Rosenbaum clarifying questions concerning his recomendation
At the hearing, Dr. Rosenbaum gave an oral summary of his recomrendation
and then answered questions from parties.

The March 31 hearing was reconvened on April 14, 15, and 16, 1998, to
give parties an opportunity to respond to Dr. Rosenbaunmi s reconmendati on
and to present evidence. At the hearing, AT&T, M, USW and GTE
presented testinony. The Conm ssion allowed each witness to be avail abl e
for cross examination for a total of one hour. After all parties had an
opportunity to present their case, Dr. Rosenbaum offered his rebutta
testinony.

On April 27, 1998, the Conmi ssion voted to select the BCPM 3.1 uncapped
version as the platformto recommend to the FCC. The Comm ssion then
schedul ed a hearing to determi ne what inputs should be used in that nodel.
Notice of a hearing on the inputs was faxed to parties on April 27, 1998.

A notice rescheduling the hearing to May 11, 1998, was faxed to parties on
May 4, 1998. The hearing began in the afternoon of May 11 and concl uded

on May 12, 1998. By May 15, parties were to file any additional conments
and objections they had to exhibits that had not been admtted into evidence
at the close of the hearing. Appearances were nmade as shown above.



OPI NI ON AND FI NDI NGS

In a May 8, 1997 Report & Order, in CC Docket No. 96-45, the FCC
concl uded that states could submt a forward-1ooking econom c cost study as
the basis for calculating federal universal service high cost support for
non-rural carriers in lieu of using a federal nmechanism On February 27,
1998, in Public Notice DA 98-217, the FCC directed that along with the
selection of a cost study, interested states should submt supportive
material s, including spreadsheets and text docunents, to enable the
agency to deternine whether a state's recommended nodel shoul d be
approved. The FCC directed further that interested states nust also
denonstrate that the cost study selected fulfills ten criteria set out in the
notice. The text of this order identifies the areas in which the NPSC
devi ates from the Nebraska-specific BCPM default inputs and expl ains
our rationale for doing so. A spreadsheet identifying the actual deviant
i nputs used is attached to, and nmade a part of, this order. Nebraska's
answers to the ten criteria set out by the FCC are al so attached hereto
and made a part of this order

In the course of our proceedings in this docket, we conducted an
extensive review of two cost nodels that estimate the forward-I| ooking
costs of providing tel econmunications and i nformati on services to rural,

i nsul ar and high cost areas of the state. Upon review, we determ ned that
t he

BCPM 3. 1 uncapped nodel best estimates these costs. |n our April 27,
1998, order selecting the BCPM we st at ed:

VWhi |l e HAI appears nore efficient, it achieves this status by assum ng
a network of lesser quality. It is our opinion that it is nore prudent to
select a platformthat we are confident will ensure a quality network in
hi gh cost areas of our state that is technically conparable to the network
found in urban areas. The objective of universal service is to ensure that
like services are available at simlar costs, no matter where the subscriber
resides. The record in this matter consists of volunes of exhibits, pre-
filed
testimony, and oral evidence. Upon review of this evidence, BCPM
appears to bring us closer to the objectives of universal service.
Ther ef or e,
t he Conmi ssion finds that we should reconmend the FCC utilize the
BCPM when determ ning federal universal service support for Nebraska.

The cost estimates generated by the BCPM are greatly influenced by the
assunptions, paraneters, and inputs that are used in the nmodel. 1In this
order, we identify the inputs that should be utilized in the BCPM

On May 11 and 12, 1998, we convened a hearing to determ ne what
i nputs and paraneters should be used in the BCPMto nobst accurately
reflect the universal service needs for Nebraska. Due to the proximty
of the hearing to the FCC s filing deadline, we gave parties until My 15,
1998, to file additional comments and objections to exhibits that had not
been adnmitted into evidence by the close of the hearing. After review ng
all objections and comments filed, the hearing exam ner admtted all the
exhibits into evidence, and each were afforded the appropriate anpunt of
wei ght in our decision making process. After review of all evidence in this
matter we issue this order setting out the inputs that we feel best neet



t he needs of Nebraska. Wile we understand that we currently are not
under any nandate to nmake a recommendation, we feel we have an obligation
to present our best estimate as to Nebraska's specific needs. After

ext ensi ve

hearing and study of the issues in this docket, we would neglect our
responsibility to the citizens of Nebraska if we were to default to a FCC
nodel that is currently nonexistent. The FCC exam nes these issues froma
federal perspective. Since the FCC s selection has not been rel eased, we
cannot be sure that a federal perspective will mnmeet the specific needs of
a rural state like Nebraska. So within the tine frames inposed upon us,
we nake this recommendati on. W undertake this task know ng that as

we explore the devel opnent of an intrastate fund, and as the FCC rel eases
its nmodel, that our opinions on the issues may change. Hence, we nay
adopt a different approach in the future.

Sel ected I nputs

BCPM cont ai ns thousands of default inputs and paraneters. These
i nputs were devel oped froma nationw de perspective. At the hearing, USW
GTE, and AT&T proposed specific inputs to be used in the BCPM  USW
proposed Nebraska specific forward-1ooking alternatives to the nore
general default inputs utilized in the BCPM W are persuaded that USWs
Nebr aska specific forward-Iooking nunbers are nmore accurate and usefu
in our state than generalized, nationw de inputs. Therefore, we adopt
these inputs as a starting point for inputs in the BCPM nodel. These
i nputs are contained in an electronic file provided to the NPSC by USW
The inputs were marked "confidential" at the hearing and, therefore,
have not been nade a public portion of this order

W then reviewed other information in the record to see if it was
appropriate to deviate fromthe USWvalues to reflect forward-I|ooking
costs of a newentrant. W also reviewed the USWinputs to ensure
that they net the FCC's ten criteria. The text of this order identifies
where we deviate fromthe USW Nebraska-specific paraneters and
explains our rationale for doing so. W specifically identify the inputs
in a spreadsheet attached to, and nmade a part of, this order

We adopt the nodifications to USWs state-specific proposed
i nputs expl ai ned bel ow.

Sharing - Structure sharing refers to the allocation of costs anong the
i ncumbent | ocal exchange carrier (ILEC) and other providers that

may share space on the ILEC s structures. Anpbng other things,

these structures include poles and the placing of cable. The NPSC
finds the majority of the structure sharing percentages recomended

by USWare reasonable. However, contrary to USWs reconmrendati on

we are unpersuaded that there will be no structure sharing in the "0-5"
density zones. Even in these nore renote regions of the state, there
will be some opportunities for sharing as new hones and busi nesses

are constructed.

Swi tching - The cost of switching is, in part, contingent upon the
percentage of local and toll calls that a provider carries. Wile the
majority of USWs switching inputs appear reasonable, we find their
figures for the ARM S percentages of local and toll calls are not
reflective of the state average for non-rural LEC s. NPSC records



denonstrate that the state average for local and toll calls are 81
percent and 19 percent respectively. GIE s proposed percentages

for local calls and toll calls are closer to these statew de averages.
Therefore, we find that the state averages in these categories

are much nore accurate, and we adopt them accordingly. For the

other switching inputs, we accept the figures generated by USW

For the reasons indicated bel ow, we did not adopt either the BCPM
default paraneters or USWs proposed inputs for the foll owi ng categories:

Loop Material Costs - Upon review of the evidence, we concl ude that
GTE' s cost per foot of fiber cable and 26 gauge copper cable is nore
reflective of purchase prices in a conpetitive environment. One

pur pose of conpetition is to force carriers to becone nore efficient.
The cabl e costs presented by GIE denpnstrate greater efficiency than

do the USWfigures. For that reason, we adopt GITE s proposals for

the cost per foot of fiber cable and for 26 gauge copper cable. GIE
did not suggest inputs for the cost of 24 gauge copper cable. To maintain
consi stency with the other figures in this category, we have cal cul ated
the difference between GIE' s 26 gauge cabl e costs and that proposed

by USW W then reduced USWs cost per foot of 24 gauge cable by

t hese sanme percentages to reach what we determine to be a conpetitively
reasonabl e cost per foot for 24 gauge copper cable.

Depreciation - USWand GTE each propose specific economic |lives and

net sal vage val ues for the various depreciation categories. The FCC

has al so provided a range that these values should fall within. In sone
i nstances, we have al ready established economic lives and sal vage val ues
for Nebraska's non-rural conpanies. Were reasonable, we have chosen

to adopt these economic |lives and sal vage val ues or have adjusted them
so that our values fall within the FCC prescribed range.

The NPSC does not prescribe any economic |ife or net sal vage val ue
for "Land," and sowe set an input value of "0" in these categories.

For each of the follow ng categories, the NPSC previously adopted
an economic life that falls within the FCC range. Therefore, our val ues
shoul d repl ace the default val ues for:
Speci al Purpose Vehicles
Garage Work
O her Wirk
Furniture
Condui t

For several categories, the NPSC has previously prescribed an econonic
life that falls below the FCC s prescribed range. For these categories, we
el evate our prescribed econonic lives to the bottomof the FCC range so

that they will be appropriate for use in the BCPM

CGeneral Purpose Computers



Swi t chi ng
Circuit/DLC
Pol e
Aerial Copper
Aerial Fiber
U G Copper
U G Fi ber
Buri ed Copper
Buri ed Fi ber
For the follow ng depreciation categories, we have previously approved
different econonmic lives that fall at various points within the applicable
FCC range. For these categories, we have nodified the prescribed |lives
to reflect the center of applicable ranges:
Mot or Vehi cl es
Bui | di ngs
O fice Support
For each of follow ng categories, the NPSC previously adopted a net
sal vage value that falls within the FCC range, and is, therefore, appropriate
for use in the BCPM
O her Work Equi prent
Bui | di ngs
Swi t chi ng
Aerial Copper
Aerial Fi ber
For several categories, the NPSC has previously prescribed a net sal vage
value that falls below the FCC s prescribed range. For these categori es,
we el evate our previously- prescribed salvage values to coincide with the
bottom of the FCC range:
Mot or Vehi cl es
Furniture
O fice Support Equi pnent
General Purpose Conputers

Circuit/DLC



Pol e
U G Copper
U G Fi ber
Buri ed Copper
Buri ed Fi ber
Condui t
Finally, due to the nature of Nebraska tel ephone operations, the inputs
for the followi ng categories are inconsequential and so are given a sal vage
val ue of "0":
Air Craft
Speci al Purpose Vehicl es
Gar age Wor k Equi pnent
Operator Systens
Radi o Systens

Submari ne Cabl e

In considering the Tax Life of the various depreciation categories, we
adopt ed the Nebraska specific inputs reconmmended by USW

Cost of Money - The FCC has determ ned that a conpany's rate of return
nmust either be the authorized federal rate 11.25 percent, or the state's
prescribed rate of return for intrastate services. Wth this in mnd, we
adj ust USWs proposed "debt ratio," "cost of equity," and "cost of

debt" to enable us to reach the FCC s prescribed rate of return.

ORDER

I T 1S THEREFORE ORDERED by the Nebraska Public Service
Conmi ssion that the Nebraska-specific inputs and paraneters set forth
in this order and attachnents thereto be utilized in the Benchmark Cost
Proxy Model 3.1 uncapped version to determ ne federal universal service
support for Nebraska.

MADE AND ENTERED at Lincoln, Nebraska, this 22nd day of
May, 1998.

NEBRASKA PUBLI C SERVI CE COW SSI ON
COVM SSI ONERS CONCURRI NG
Vi ce Chai r man

ATTEST:



Executive Director
DI SSENT OF COWM SS| ONER LOWELL JOHNSON

| respectfully dissent fromthe decision made by ny coll eagues in this
docket. At the tinme of the cost nbdel adoption, | expressed ny very
unconfortabl e feeling about the direction of our action. M feeling has
not subsi ded and only been enhanced by studies of other state comm ssions
refusals to adopt and submit a cost study nodel. Not only the conm ssions,
but al so tel ephone conpany associ ati ons, have urged that no action be
taken with regard to a specific nodel for federal universal service fund
pur poses. One of the basic concerns is the obvious conclusion that
any cost nethodol ogy selected for federal universal service fund purposes
must |ikewi se be utilized for a state universal service fund.

By forwarding our selection to the FCC, our Commi ssion could be
burdened with limtations on future actions. This will elimnate flexibility
in our decisions and may not be in the interest or protection of Nebraska
subscri bers and providers.

| do not feel that actions in our limted time and attention provide us
wi th a preponderance of w sdom whi ch outwei ghs the collective know edge,
under st andi ng and good j udgenent by the over 35 state comm ssions
(+70 percent) who have rejected the FCC invitation to submt a cost
nodel .

| vote no on forwarding a recommendation to the FCC.

Commi ssi oner Lowel | Johnson
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