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On Septenmber 15, 1997, the Comm ssi on opened this docket for
t he purpose of investigating the structure of intrastate access
charges and establishing a Nebraska Uni versal Service Fund (NUSF).
Public notice of this docket was published in the Daily Record,
Omaha, Nebraska, on Septenber 17, 1997. Al certificated
i nt erexchange and | ocal exchange carriers were naned as parties
inthis matter. Formal interventions were filed by the Nebraska
| ndependent Tel ephone Associ ati on and the Nebraska Tel ephone Associ ati on

After receiving coimments frominterested parties and revi ew ng
t he Nebraska Uni versal Service Task Force Initial Report dated July
1997, the Commi ssion issued a prehearing conference order and
requested further substantive comments and reply coments. Such
conment s have been received and have been given careful study by the
Commi ssi on.

On May 22, 1998, a petition was filed with the Nebraska
Secretary of State (Initiative 414) seeking certification to pl ace
a neasure on the Novenber ball ot which would generally require the
Conmi ssion to (a) elimnate inplicit subsidies contained in access
charges as of the effective date of the statutory amendnment set
forth in the petition; (b) establish access charges based on
f orwar d- 1 ooki ng econom ¢ costs; (c) develop conpetition in the
access services narketplace; (d) adopt rules and regul ati ons
requiring i ncunbent |ocal exchange carriers to provi de access
ser-vi ces on a cost-based, conpetitively-neutral and nondi scrim natory
basis; (e) establish and maintain a library for tariffs filed by
provi ders 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 was rejected by voters on Novenber 3, 1998.

A further devel opment inpacts this docket. On July 17, 1998,
t he Federal Conmmuni cations Commi ssion (FCC) entered an order
effectively delaying the inplenentation of the Federal Universa
Service Fund for non-rural |ocal exchange carriers until July 1,
1999 (FCC Order).

Based upon the foregoing devel opnments, on August 11, 1998, the
Conmi ssion entered Progression Order No. 2 in this docket and
requested further comments frominterested parties concerning the
impact of 1) Initiative 414, if approved, and 2) the FCC Order. The
Conmi ssi on received such coiments on Septenber 15, 1998, and has
revi ewed them

The Conmi ssion conducted | egislative hearings from Cct ober 27
t hrough Cct ober 29, 1998. Testinony was presented by Floyd A son
of the Nebraska Universal Service Advisory Board, the Nebraska
Tel ephone Associ ati on, the "I ndependents”, US West Comuni cati ons,
Inc., the Conm ssion's Economnmic Advisor Dr. David Rosenbaum GTE
M dwest, Inc., Sprint Conmunications/United Tel ephone Co. of the
West, Aliant Communications Co., MCl Tel econmuni cati ons Corp. and
AT&T Communi cations Corp. Twelve parties filed post-hearing briefs




on Novenber 24, 1998.

Based upon (a) the conments submitted to the Conmission in
this docket; (b) the provisions of the Tel econmuni cati ons Act of
1996 (the Act); (c) the nmandate to conti nue and enhance universa
service as required by Section 254 of the Act; (d) the provisions
of the Nebraska Universal Service Act (the State Act); (e) the
recommendati on of the Nebraska Uni versal Service Task Force; (f)
the FCC s July Order;(g) the testinmony elicited at the hearing on
Cct ober 27-29, 1998; and, (h) the post-hearing briefs received in
this docket, the Comm ssion issues the foll ow ng Findings and Concl usi ons.

FI NDI NGS AND CONCLUSI ONS

The concept of universal service is not new |In the past,
uni versal service has been funded t hrough a conscious policy of
pricing certain i ncunbent |ocal exchange carriers' (ILEC) services
such as access service, toll service and | ocal business service at
| evel s that support primarily residential service. The "inplicit
subsi di es" contained in these charges are and have been used to
keep | ocal residential exchange rates affordable for all subscribers.
This policy was adopted by both federal and state regul ators and
i mpl enented by the tel ecomuni cations industry.

Due to the opening of |ILEC nmarkets to conpetition, this
subsi di zation practice is no |l onger desirable. As a result, the rates
for services that provide inplicit support should be reduced. The
| ost support may, over a reasonable period of time, be replaced
t hrough increases in rates and by state and federal universa
servi ce funds.

The Conmi ssion has been investigating the need for |owering
access rates and creating a state universal service fund for some
time. In early 1996, the Conm ssi on opened Docket C-1176 which
est abl i shed a Nebraska Uni versal Service Task Force (Task Force) to
conpil e public comment and to develop a plan for the inplenentation
of a NUSF. The Task Force concl uded, and the Conmi ssion agrees,
that quality services should be nade available at just, reasonable
and affordable rates to consuners in all regions of Nebraska.

Furt hernore, |owinconme consuners and those in rural, insular and
hi gh- cost areas shoul d have services that are conparable to those
provided in urban areas and at rates that are reasonably conparabl e
to urban rates.

This Commi ssion is the proper regulatory body to deternine the
| evel of support needed by Nebraska subscribers. The Commi ssion
finds that the NUSF shoul d support basic service for all customer
access |ines whether business or residential. The current
supported services should consist of: single-party service;
touch-tone; standard "white page" (or al pha directory) listing;
access to directory assistance; access to interexchange services;
access to enmergency services such as 911 or E911; access to
operator services; and, toll blocking for qualifying | owincone
consuners. The Comm ssion may add advanced services as supported
services in future proceedi ngs.

A change of this nmagnitude takes time 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. Each carrier shall file a transition plan with this
Conmi ssion on or before March 31, 1999, for Conmi ssion approval
Sai d plans shall detail any and all rate adjustnents during the
applicable transition period. Conpanies may seek authority to
nodi fy such plans during this transition to reflect market or
regul atory changes. The transition plan shall include an annua
tariff filing to be nmade on or before July 1 of each year during
the transition period. The carrier shall also detail the |evel of




access, toll and | ocal exchange service charges and the nagnitude
of the changes being nmade to these charges in its annual tariff
filings.

Each tel ephone conmpany's transition plan shall identify any
annual |ocal rate increases necessary to transition the carrier
fromcurrent local rates to rates that are at or above the | ower of
the local rate rebal ancing target or cost. |In each annual filing,
conpani es shall have the option of (1) increasing |ocal service
rates by the nmaxi mum percentage permtted by Neb. Rev. Stat. 88§
86-803 and 75-609.01 until such tinme as the rates nmeet the | oca
rate rebal ancing targets; or, (2) increasing |ocal service rates
annual |y at an ampunt approved by the Conmm ssion but |ess than the
al | owabl e statutory maxi rum so that, at the end of the transition
period, residential and business rates are at or above the | ower of
the local rate rebal ancing target or cost, unless otherw se
approved by this Comm ssi on.

Shoul d an access charge conplaint be filed against an | LEC
the Conmmi ssion intends to give considerable weight to the fact that
(a) the conpany has a Conmi ssi on-approved transition plan, and (b)
the carrier has met or exceeded its conmitments during the
transition period.

The Conmission will administer the NUSF. As the body
statutorily charged with establishing the NUSF in accordance with
the State Act, the Conmm ssion has the authority to establish
requirements as a gateway to the NUSF. Only carriers that have
i mpl enented conpliant transition plans will be eligible for NUSF
support. A conpliant transition plan, including the inplenentation
of the access charge restructuring and rate rebal anci ng obj ectives
contained in this Oder, shall be a gateway for NUSF eligibility.

For purposes of NUSF determination, a service area for
non-rural carriers shall be a carrier's certificated exchange. The
service area for a rural tel ephone conpany nay be either its
exchange(s) or its study area. To be eligible for NUSF support
provi ded under permanent plans, a carrier nust be a
facilities-based carrier, conmmt to serve an entire service area
that is acceptable to the Conm ssion, be designated a state
El i gi bl e Tel ecomuni cations Carrier (ETC), offer the supported
uni versal services throughout its service area and neet all denmand
for supported services throughout its service area. Carriers other
than I LECs will be designated as state ETCs only if they neet the
criteria set forth in Section 102 of the Act and if the Commi ssion
finds it to be in the public interest.

For this Oder to remain in effect after June 30, 1999, the
Nebraska Legi sl ature nust repeal the sunset provisions found in
Neb. Rev. Stat. § 86-1411 (1998 Cum Supp).

The Conmi ssion finds that the pernmanent NUSF shall be portable
among ETCs. The Conmi ssion further finds that during the interim
the NUSF shall be accessible to all ETCs. For the interi m NUSF,
ILECs will be eligible for interimfunding as set forth in this
Order. Additional carriers other than ILECs will be eligible for
interimfunding after they have applied for and have been granted
state ETC designati on pursuant to Conmm ssion guidelines and
exi sting |l aw and have provi ded docunentation acceptable to the
Conmi ssion on the anount of support they should receive on an
interimbasis for providing service to high-cost custoners. As
additional carriers are granted ETC designation and it is
determ ned that they are eligible for support fromthe interim
fund, fund size and the surcharge will be adjusted accordingly.

The NUSF wi |l be funded via a surcharge on retail, end-user
revenues fromtel ecomuni cations services. The annual surcharge




rate will be determ ned by dividing the total amount required for
the NUSF by the total retail, end-user revenues subject to the NUSF
surcharge. Each individual end-user's surcharge anbunt will then
be cal cul ated as the surcharge rate nultiplied by that end-user's
revenues subject to the NUSF surcharge. The resulting surcharge
amount shall be displayed explicitly on each custonmer's bill

The surcharge will be assessed on all interstate and
intrastate tel ecommuni cation services regardl ess of the underlying
technol ogy used in the provisioning of these services. This
surcharge will not apply to internedi ate services, such as access,
that are provided to another conpany as |ong as that conpany
coll ects the universal service surcharge fromthe retail service it
provi des to end-users. For exanple, a |ocal exchange carrier (LEC

will not |evy the surcharge on access services provided to an

i nterexchange carrier (1XC); instead, the I XCwill collect the
surcharge on its retail toll services. This will prevent double
billing of the universal service surcharge on 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
sur char ge.

Consi dering the potential inmpact upon consuners across the
state, the Commi ssion reserves the right to nodify, after notice
and hearing, any and all adopted NUSF requirenents at any tine
shoul d the Commi ssion deemit to be in the public's best interest.

It is clear that the Tel ecommuni cati ons Act of 1996 requires
the | ocal exchange market to change. The transition to conpetition
whi | e mai ntai ni ng and advanci ng uni versal service will be
chal | engi ng and there may not be a "one size fits all" nethodol ogy
of changi ng current nethods of cost recovery, particularly as it
relates to rural tel ephone conpanies.

CGeneral ly, the state access charge structure shoul d
approximate the interstate access charge structure as detailed in
this Order. Carriers not in conpliance with the Conm ssion's
findi ngs regardi ng the structure of access charges shall not be
eligible for NUSF support. Non-rural and rural conpanies wll be
defined as set forth in Section 3(a)(47) of the Tel econmuni cati ons
Act of 1996.

Initially, the Comm ssion agrees with the anal ysis provi ded by
t he Task Force concerning the residential |ocal rate rebal ancing
target. At the outset we select $17.50 per nonth as this target
rate. This residential target rate does not include any surcharges
such as, but not Iimted to, the federal subscriber |ine charge,
the 911 surcharge and the relay surcharge. While the Conm ssion
has little evidence before it regarding the appropriate |local rate
rebal anci ng target for single-line business service, we find at
this time that $27.50, not including surcharges, should be
utilized.

The Conmi ssion believes that in order to fulfill its
obligation under the Act, business |lines should be supported in a
manner simlar to residential lines. The |ocal rate rebal ancing

target adopted herein reflects the greater ability, on average, of
a business to pay higher rates. The Conmi ssion will re-eval uate
the I evel of the local rate rebalancing targets within two years
fromthe date of this Oder.

The Conmi ssion expects that the NUSF will eventually be sized
in a nmanner simlar to the follow ng: For each service area, (a)
devel op the per-line cost to provide supported services to neet al
needs wthin each "costing" area; (b) determ ne the support |eve
within each costing area by subtracting the benchmark price
sel ected by the Comm ssion fromthe per-line cost to provide




supported services within a costing area; (c) deternine the support
amount wi thin each costing area by multiplying the costing area
support |evel by the nunber of supported |lines served within each
costing area; and, (d) determ ne the service area support by
totaling support ampunts in all costing areas. The total ampunt of
the NUSF shall then be the sum of each service area's support.

By the end of the transition period, the Comnr ssion will have
determ ned the cost per line to provide supported services and the

benchmar k above which costs will be eligible for universal service
fundi ng. The Commi ssion has not yet adopted a method for
determ ning costs for rural carriers. It will open a docket to

address this issue. However, this docket may be postponed unti
the FCC nmakes its deci sion on costing net hodol ogies for rura
carriers.

For non-rural carriers, the Commission finds that costs for
supported services shall be based upon forward-|ooking direct costs
and a reasonabl e share of forward-Iooking joint and conmon costs,

i ncluding a reasonable profit. |In Docket No. C- 1633, the
Conmi ssi on revi ewed forward-| ooki ng cost nodel s for universa
servi ce purposes. The Comm ssion recomended that the FCC adopt
t he Benchmark Cost Proxy Mdel (BCPM uncapped version 3.1 with
Conmi ssi on-determ ned i nputs for deternining federal universa
service support for the non-rural carriers in Nebraska. The
Conmi ssi on believes that the BCPM uncapped version 3.1 is the nost
appropriate nodel for determ ning Nebraska non-rural carrier
forward-1 ooki ng costs. Hence, the BCPMwi || be used for those
purposes within this docket. |If, at sone future date, the
Conmi ssi on believes that the BCPM uncapped version 3.1 nay no

| onger be the nost appropriate nodel for these purposes, it wll
open a new docket to address that matter.

Each Eligible Carrier's (EC) total actual support is its tota
el i gi bl e support adjusted for rate of return and any failure to
adequately rebal ance | ocal rates. Total eligible support will be
calculated in the followi ng manner. The Conmi ssion shall establish
support areas for purposes of disbursing NUSF funds. The
Conmi ssion shall determ ne the nmonthly forward-1ooking cost per
line for providing service in each support area. The support per
line will then be calculated as the |arger of either zero or the
cost per line mnus the benchmark. Each EC s area-w de fundi ng

will be calculated as the support per line multiplied by the nunber
of supported lines the EC serves within the support area. Each
EC s total eligible support will be the aggregate of area-wi de

fundi ng over all support areas served by the EC

Total eligible support anpbunts will then be adjusted for rate
of return. For this purpose, rate of return will be cal cul ated as
the sum of the EC s net operating incone over the test period
divided by the EC s net rate base over the sane period. Net
operating income will consist of total operating revenues |ess
total operating expenses and operating taxes. A conpany whi ch has
el ected to be taxed under Subchapter S of the Internal Revenue Code

wi Il have a corporate incone tax inputed at statutory corporate
rates and the Comm ssion shall include inputed tax in the conpany's
revenue requirenent. Net rate base shall include gross plant in

service, short-termconstruction, materials and suppli es,
accunul at ed depreci ati on and deferred i ncome taxes. The financi al

i nformati on used for this calculation will be acquired fromthe
Annual Report to the Commi ssion pursuant to Neb. Rev. Stat. 8§
86-807. An EC nay elect to supplenent this information to focus
the rate of return review to a jurisdictional or supported services
basis. The information used to focus the rate of return review
shal | be subject to Comm ssion approval. Once an EC makes any of

t he above-descri bed el ections, such elections can only be changed
with Conmi ssi on approval




Under the permanent non-rural carrier NUSF plan, the rate of
return adjustnent is a true-up of previous paynents fromthe NUSF.
Hence, in the first year of the pernmanent plan, there is no test or

true-up period and there is no rate of return adjustnent. In al
foll owi ng years, the test period will be the i medi ately precedi ng
year .

Rate of return adjustnments will be made in the foll ow ng
manner. The actual support for an ECwith a rate of return no
greater than 12 percent over the test period will equal its tota
eligible support. For ECs earning a rate of return greater than 12
percent over the test period, actual support will be the total

el i gible support |ess the reduction in revenue required to | ower
the rate of return over the test period to 12 percent.

One other adjustment is made to NUSF paynents. Carriers not
using either (a) the maximum flexibility pernmitted by statute, or
(b) a Conmmi ssion approved plan to increase rates to the local rate
rebal anci ng targets descri bed above will receive a reduced anpunt
of interimuniversal support. The reduction shall equal the
revenue forgone by not rebal ancing rates by the full anount as
required by this Order. The sum of all ECs' adjusted explicit
support shall be the size of the fund.

The intrastate access charge structure for non-rurals should
approxi mate the interstate access charge structure except for the
primary interexchange carrier charge (PICC) and the transport
i nterconnection charge (TIC). A PICC recovers | oop costs from | XCs
and the Comm ssion does not currently believe this is conpetitively
neutral in |light of interconnection requirenents contained in the
Act. This access structure requires that carriers inplenment |oca
transport restructure (LTR). Additionally, non-rural carriers
shal |l bifurcate the | ocal switching element into a per call setup
el ement and a per minute el enent unless otherw se specifically
approved by the Commi ssion. This bifurcation will nore accurately
reflect the manner in which costs are incurred.

Wth regard to term nati ng access, the Commi ssion finds that
rates for this service should be set no higher than originating
rates. These rates shall not include access charge residuals (ACR)
or residual or transition interconnection charges (RIC or TICQ
associ ated with the local transport restructure. The Conmi ssion
adopts this sanme finding for originating access. Consistent with
this finding, effective July 1, 1999, non-rural carriers will be
required to elimnate the ACR charges fromtheir rate structures.
The RI C/ Tl C charges shall be phased out during the transition
peri od.

The Conmi ssion recogni zes that significant shifting of
revenues and costs mmy occur under this plan and therefore will
allow carriers transition periods to reach the goals of the plan.
During the transition periods, an eligible carrier's NUSF support
shall equal the inplicit support it has renoved through changes in
access charges and basic |ocal service rate reductions, |ess the
implicit support obviated through basic |ocal service rate
i ncreases and any support received fromthe federal fund to
expressly offset intrastate inplicit support. Explicit support
will be adjusted for rate of return and rate rebal ancing in the
manner previously di scussed. However, the rate of return
adjustrment will be made in each and every year of the transition
A conpany shall select either the previ ous one or three years for
its test period. Once a conpany nmakes the above-descri bed
el ection, such election can only be changed w th Conmi ssion
appr oval .

Non-rural carriers shall have a three-year transition period




during which the NUSF will be established, the carrier common |ine
(CCL) will be elimnated and fl owed through, inplicit subsidies

will be removed fromintraLATA toll rates and basic rates will be
rebal anced. The Conmission fully expects that all access-rel ated
subsidies will be rembved within the first two years of the
transition period and that the third year will be utilized to ease

the i nmpact of rate rebal ancing if necessary.

Based on the above findings, the Comni ssion adopts the
following time |ine

1. By March 31, 1999
* ILECs file transition plans.

2. By May 1, 1999
w The Comm ssion will size the NUSF; and,
w The Comm ssion will start coll ection of
uni versal service surcharge

3. By June 1, 1999
* I XCs file tariffs to be effective July 1,
1999, that reduce intrastate |ong
di stance service rates to reflect the
reduction in access charges and which
general |y spread the reductions across
all consuners.

4. By July 1, 1999

* | LECs elimnate ACR (CCL) charge

* | LECs adopt the interstate |ocal trans-
port restructure (LTR)

* | LECs bifurcate |ocal switching unless

ot herwi se specifically approved by the
Commi ssi on; and,
* Di stributions from NUSF comence.

Rural tel ephone conpanies will be allowed a transition period
of four years. A conpliant transition plan for a rural telephone
conpany shall conply with all of the requirements set forth above
unl ess they elect to substitute one or nore of the follow ng:

1. Establish a CCL Elenent with the followi ng rate caps:
- Oiginating Rate Cap = $.02/mn. (Maxinmum
- Term nating Rate Cap = $.02/m n. (Maximum

Adopt LTR with TIC phased to other Transport Rate
El ements over four years.

3. El ect not to bifurcate swtching

4, Adopt Interstate July 1, 1998, Traffic Sensitive Rate
Levels with an adjustnment for interstate settlenments by
a factor of 1.25 where appropriate.

The interstate settlements factor will better bal ance state
access reductions and NUSF size for the transition period and is
designed to reflect rates that woul d nore cl osely accommpdat e the
total interstate traffic sensitive access cost requirenment for
rural Nebraska conpani es participating in the National Exchange
Carrier Association (NECA) pool. It will be utilized only to
derive state traffic sensitive access rates for NECA tariff
conpani es. Conpanies filing their own traffic sensitive tariff
with the FCCwill utilize the FCC tariffed rate levels for state
traffic sensitive rates. The use of this or a sinmilar factor wll
be revi ewed upon the submi ssion of each conpany's transition plan
and will be approved by this Comm ssion on a conpany by conpany




basi s; however, under no circumstance will this factor be approved
where the result woul d cause an increase in a conpany's access
revenue.

ORDER

I T IS THEREFORE ORDERED by the Nebraska Public Service
Conmi ssion that a copy of this Order be served upon each of the
parties to this docket.

IT IS FURTHER ORDERED t hat all tel econmuni cati ons providers
shall conmply with all applicable foregoing Findings and
Concl usi ons.

IT IS FURTHER ORDERED t hat shoul d any court of conpetent
jurisdiction deternmine any part of this Order to be legally
invalid, the remaining portions of this Order shall remain in
effect to the full extent possible.

IT IS FURTHER ORDERED t hat the provisions of this Oder are
contingent on the Nebraska Legislature lifting the sunset
provi sions on the Nebraska Universal Service Fund Act. Should the

State Act be allowed to expire, the provisions of this Oder shal
be null and void.

MADE AND ENTERED at Lincoln, Nebraska, this 13th day of
January, 1999.

NEBRASKA PUBLI C SERVI CE COWM SSI ON
COVWM SSI ONERS CONCURRI NG:
Chai r man

Executive Director




