BEFORE THE NEBRASKA PUBLI C SERVI CE COW SSI ON

In the Matter of the Commi ssion,
on its own notion, to investigate
and seek comment on cost nodel (s)
for the follow ng: 1) unbundl ed
network el ement (UNE) pricing;

2) devel opi ng zones to de-average
rates on a geographi cal basis;

3) determining zones for Universa
Service Fund USF paynents; 4)

est abl i shing a permanent fundi ng
mechani sm for USF payments; and
5) to deternine whether all sub-
si di es have been renoved from
access prices.
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BY THE COWM SS| ON:

The Nebraska Public Service Conmi ssion (NPSC or Conmission) is
faced with five tasks requiring the use of forward-Iooking cost
nodel s. The Conmmi ssion nust: (1) price unbundl ed network el enents
(UNEs); (2) devel op zones to de-average rates on a geographica
basis; (3) review npodels for possible use in establishing a permanent state
fundi ng mechani sm
for universal service (USF); (4)
expl ore nethods for creating de-averaged zones for universa
service payments; and (5)determine if inplicit subsidies have been
renoved fromintrastate access charges.

In Septenber of 1997, this Conmi ssion opened Application No.
C- 1633 to determ ne which forward-1| ooking cost nodel it should
recomend to the Federal Comunications Comm ssion (FCC) for
determ ning federal universal service support for the non-rura
carriers in Nebraska. The Hatfield 5.0 nodel and the BCPM 3.1
(al so known as the Benchmark Cost Proxy Model) were proposed as
alternatives for the Comm ssion's consideration. Several hearings
were held on the matter and nunerous w tnesses nade appearances.
On April 27, 1998, the Conmi ssion selected the BCPM 3.1 uncapped
version as the platformto reconmmend to the FCC and i ssued an order
stating:

"IT IS THEREFORE ORDERED by t he Nebraska Public
Servi ce Commi ssion that the Benchmark Proxy Mdel 3.1 be,
and it is hereby, selected as the preferred platform upon
which to determ ne federal universal service support for
Nebr aska. "

The FCC ultimately devel oped and adopted its own cost nodel,
the Hybrid Cost Proxy Model (HCPM nodel, for determning federa
uni versal service support paynments to states.

In January of 1999, the NSPC i ssued an order establishing an
interimstate universal support nmechanismfor non-rural carriers.
The interimfund called for reductions in access rates and used



state universal service support to replace |osses in access revenues. That
order alluded to the

eventual devel opnent of a permanent state universal service fund. The
per manent fund woul d

not

repl ace foregone access revenues. Instead, it would be based on
forward-1ooking costs. Now the Comrission is entering into the

process of exam ning forward-I|ooking cost nodels for possible use

in determ ning state universal service support payments at the end

of the transaction periods set forth in Docket No. C-1628. @G ven

that the HCPM nodel is now avail able to determ ne forward-| ooking

uni versal service support, as well as the BCPM 3.1 and the ICM

nodel s, the Conmm ssion would Iike to exam ne both nodels to see how

wel |l they fit Nebraska's universal service funding needs. The Commi ssion
al so believes that

USF paynents ultimately may vary across

wire centers or nay be de-averaged within a wire center. Both processes nore
cl osely target

support to relatively high-cost custoners on the network. Therefore, the
Conmi ssion is al so

interested in determi ning how each nodel can be used to de-average

uni versal support paynents within a wire center.

Wth regard to unbundl ed network el ements (UNEs), the Tel ecomuni cations
Act of
1996 requires that UNEs be made avail abl e at
whol esal e prices and that those prices should reflect actual costs.
The FCC realized, however, that the cost of providing network
el ements could vary across an incunbent's service territory.
Therefore, the FCC published rule 51.507(f), requiring states to
"establish different rates for elements in at |east three defined
geographic areas within the state to refl ect geographi c cost
di fferences. "

The FCC order to de-average UNE prices was stayed until six
nonths after the FCC issued a non-rural high-cost universal service
order. On Novenber 2, 1999, the FCC released its order in CC Docket No. 96-
45. In
accordance with the FCC order, the geographica
rate zones are supposed to be established by May 2000. Because of
the conplexity of this issue, and because further study needs to be
done, this Conmi ssion has requested a wai ver fromthe FCC deadl i ne.

The Conmi ssion has two tasks before it related to UNEs,
namely: (1) pricing UNEs and (2) creating UNE price zones. Currently, the
Conmi ssi on has
three forward-|ooking cost nodels as
alternatives for acconplishing these two tasks. The nodels are
HCPM BCPM 3.1 and US Wst's ICM  The Conmission is interested in
exploring how well each nodel will performeither or both of these
functi ons.

Al so, the Conmission has required that non-rural |LECS renove
all inplicit subsidies fromintrastate access charges by Septenber
1, 2001. To cal cul ate Comni ssion review of non-rural |LEC access
charges, the Conmission will use a forward-I|ooking cost nodel.



Such nodel should be able to both identify the various discrete
el ements of non-rural |LEC access charges and determ ne a subsidy

free rate level for

The Conm ssi on

each identified el enent.

opens this docket to investigate which forward-

| ooki ng cost nodel or nodels woul d be nost appropriate for UNE
pricing, to use in de-averaging UNE rate zones on a geographica

basis, to determ ne
nmechani sm f or

zones for USF paynents, to establish a permanent funding

state universal service fund paynments

and to determne if

all subsi di es have been renpbved from access

prices. The Conmi ssion views these as separate, but rel ated tasks.

Ther ef ore, the Comm
each task.

I. Alternative Cost

ssi on seeks separate comments pertaining to

Model s

As previously mentioned, the Comm ssion has before it three

f orwar d- | ooki ng cost
purposes. However,
only those nodel s.
Theref ore, the Conmi
give all interested

nodel s for consideration to acconplish its
t he Comm ssion does not want to limt consideration to

ssion wl |
parties an opportunity to propose alternative

nodel s to be used for the Conmm ssion's purposes. For those w shing
to subnmit an alternative forward-I|ooking cost nmodel, the Comm ssion

will accept those pr

I1. Staff Proposa

oposal s for consideration until April 20, 2000.

and Comment s

On or about May 31, 2000 this Commission will release an initial staff

proposal with
respect to how each

of the cost nodels can

be used to acconplish the tasks descri bed above. Once the staff

proposal is released, the interested parties will then have an opportunity to
submt separate sets of

coments on the issues herein:

. UNE Pricing - The Conm ssion

. wi Il propose a separate

. net hodol ogy to use with each nodel for pricing unbundled
. network el ements. The Conmi ssion requests coments on

. the comrent or- percei ved benefits and drawbacks of each

. cost nodel and proposed net hodol ogy. The Commi ssion wll

. al so receive
associated wt

. nodel .

comrents on possi ble new alternative nethodol ogi es
h usi ng each



UNE Zones - The Commi ssi on

wi Il propose a separate methodology to use with each nodel for
creating unbundl ed

networ k el ement zones. The Conmi ssion requests conmmrents
on the commentor-perceived benefits and drawbacks of each
cost nodel and proposed nethodol ogy. The Conmmi ssion will

al so receive coments on possible new alternative nethodol ogi es
associ ated with using each

nodel .

NUSF Fundi ng - The
Conmi ssion will propose a separate

nmet hodol ogy to use with each nodel for funding the Nebraska Universa
Service Fund. The

Conmi ssi on requests

athird set of conments on the commentor-perceived benefits and
drawbacks of each cost node

and proposed

met hodol ogy. The Conmission will also receive coments
on possi ble new alternative nethodol ogi es associated with
usi ng each nodel

NUSF Zones - The Conm ssion

wi Il propose a separate methodology to use with each nodel for
creating zones to de-average

Nebr aska Uni versal Service Fund paynments. The

Conmi ssion requests a fourth set of comments on the
conment or - percei ved benefits and drawbacks of each cost
nodel and proposed nethodol ogy. The Commission will also

recei ve conments on possi bl e new alternative nethodol ogi es associ at ed
wi th using each nodel.

Inplicit Subsidy - The
Conmi ssion will propose a separate
net hodol ogy to use with each nodel for determning
whet her subsi di es have been renoved from access prices

pursuant to the Comm ssion findings and conclusions entered in Docket
No. C- 1628 (January 13,



1999). The Commission requests a fifth set of comments on the

percei ved
. benefits and drawbacks of each cost nodel and proposed
. nmet hodol ogy. The Conmission will also receive conments
. on possible new alternative nethodol ogi es associated with
. usi ng each nodel .

I11. Time for Comments

The Conmission finds that initial comments on the staff proposals shal
be filed no later
than 5:00 p.m, on June 30, 2000.
The Conmission will then accept reply conments frominterested
parties after the June 30, 2000, deadline and on or before July 17,
2000, at 5:00 p.m

Thereafter, the Conm ssion staff shall have an opportunity to
review the conments received. It will use those conments to revise
its proposed nethodol ogies for perform ng the above-nentioned
tasks. The Conmi ssion staff shall present those revised proposals
on or before Septenber 29, 2000. Interested parties may conment in
a manner simlar to that described above by Cctober 31, 2000. Reply comments
will be due on
Novenber 17, 2000, by 5:00 p.m

Thereafter, the Comm ssion staff will review the second set(s)
of comments, revise its proposed nethodol ogi es and prepare a fina
recommendati on. The final reconmendation will select one npodel and
one met hodol ogy to performeach of the outlined tasks. The selected
nmet hodol ogy and nodel
may vary across tasks. However, there
will be only one nethodol ogy and one nodel for each task.

On or about January 15, 2001, at a time to be later determ ned, a
presentation will be
gi ven by the Conmi ssion staff and industry in the Comm ssion hearing roomto
aid the
Commi ssion in rendering a final decision on the nost appropriate nodel and
nmet hodol ogy to use
for each task. The staff will present its proposa
first, thereafter, the industry will have an opportunity to ask
guestions and provi de suggestions to the Comni ssion

ORDER

I T 1S THEREFORE ORDERED by the Nebraska Public Service Comi ssion that
an
i nvestigation be commenced on the issue of finding
the nost appropriate cost nodel (s) for the five precedi ng tasks.

IT 1S FURTHER ORDERED that all interested parties are invited
to coment on the issues, concerns and reconmendati ons they have



prior to the adoption of the appropriate cost nodel and net hodol ogy
for each defined task in the manner prescri bed above. Parties
commenting shall file five hard copies and one el ectronic copy on
disk in WrdPerfect 5.0 or later format. Filings will not be
accepted via facsinle.

MADE AND ENTERED i n Lincoln, Nebraska, on this 28th day of
Mar ch, 2000.

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

Executive Director
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