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CALL TO ORDER

Co-Chair Mulder called the House Finance Conmttee neeting
to order at 3:13 PM

VEMBERS PRESENT

Represent ati ve El don Mul der, Co-Chair
Representative Bill WIlIlianms, Co-Chair
Representati ve Con Bunde, Vice-Chair
Representative Eric Croft
Representati ve John Davi es
Representative Ri chard Foster
Representative John Harris
Representative Bill Hudson
Represent ati ve Ken Lancaster
Representative Ji m Wit aker

VEMBERS ABSENT

Representative Carl Mses

ALSO PRESENT

Representative G etchen GQuess; Representative Beth Kerttul a;
Representative Reggie Joule; Representative John Coghill
Representative Jeannette Janes; Representative Gary Stevens;
Representative Drew Scal zi; Representative Pete Kott; Dana
Tindall, Sr. Vice President, GCl; Daniel D eckgraeff, Vice
President, Finance and Rates, ENSTAR Natural Gas Conpany;
Eric Yould, Executive D rector, Alaska Rural El ectric
Cooperative Association (ARECA); Jim Rowe, Executi ve
Director, Alaska Tel ephone Association; Marie Darlin,
Vol unt eer Coordi nator, AARP, Juneau; Joe Giffith, Cenera
Manager, Chugach El ectric; Bruce Davison, President, Chugach
Board of Directors; Ws Carson, Al aska Communi cation System
Nanette Thonpson, Chair, Regul atory Comm ssion of Al aska

PRESENT VI A TELECONFERENCE

Wlliam M Nugent, President, National Association of
Regul atory Utility Comm ssioners; David W Wrick, Nationa
Regul atory Research Institute; Kristy Catlin, Governnent
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Rel ati ons, Anerican Tel ephone and Tel egraph; Dean Thonpson;
Matt hew Fagnani, NANA Devel opnent Corporations, Arctic
Uilities, Anchorage; Bucky Wight, General Manager, Aurora
Ener gy, Fairbanks.

SUMVARY

HB 3001 "An Act setting tinelines for issuance of final
orders by the Regulatory Comm ssion of Al aska,
anmending the authority of the Comm ssion to enter
conprom se settlenent orders, and extending the
Comm ssion's termnation date to June 30, 2006;
and providing for an effective date.”

CSHB 3001 was REPORTED out of Committee with a "do
pass" recomendation and with a fiscal inpact note
by the Departnment of Comunity and Econom c
Devel opnent .

#hb3001

HOUSE Bl LL NO. 3001

"An Act setting tinelines for issuance of final orders
by the Regulatory Comm ssion of Al aska, anending the
authority of the Conmmssion to enter conprom se
settlenment orders, and extending the Comm ssion's
termnation date to June 30, 2006; and providing for an
effective date."

Vice-Chair Bunde MOVED to ADOPT work draft, 22-LS1841\C.
There being NO OBJECTION, it was so ordered.

In response to a question by Representative Hudson, Co-Chair
Mul der noted that the Regulatory Comm ssion of Alaska has
al ready been funded in the operating budget.

WLLIAM M NUGENT, PRESI DENT, NATI ONAL  ASSOCI ATI ON  OF
REGULATORY  UTILITY COW SSIONERS  ( NARUO), provi ded
information relating to HB 3001. He noted that the question
is whether the Regulatory Comm ssion of Alaska should be
continued should it sunset. He noted that there are two
guestions that should be addressed [in order to derive an
answer]. The first question is: "Do you want a regulatory
body to operate in Alaska, protecting the rate payers and
t he sharehol ders who have invested in an Alaskan utility?"
This becones a question of operation under a traditional
rate of return regulation or whether a choice is being made
to restructure the industry. He noted that he could not
answer the that question. The second question is: "Do you
want this Conm ssion?"

M. Nugent observed that Al askan commi ssioners are well
regarded by their colleagues outside of the state. They
aggressively push Al askan issues. He thought that if the
previ ous questions were answered in the affirmative that the
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Comm ssi on should be reauthorized now He added that if the
decision was to discontinue the life of the Regulatory
Comm ssion of Alaska that it would still be prudent to
extend its operation at this tinme. Regul ated conpani es that
require authorization from the Conm ssion to operate and
change the terns and conditions of their service offerings
and rates would be left in a questionable position with the
failure to extend. He noted that entities need to know where
to get information regardi ng regul ation.

M. Nugent pointed out that the attention of the existing
Comm ssion would be diverted by the uncertainty if it's
continuation after June 30, 2003 was in question. He
observed that the Regul atory Conm ssion of Al aska coul d | ose
staff [due to their uncertainty] and pointed out that issues
concerning continuance would be the sane as for any private
i ndustry whose future was sonewhat cl oudy.

Representative John Davies questioned if M. Nugent was
famliar wth the Telecomunications Act. M. Nugent
affirmed that he had dealings with the Tel ecommunication
Act. He discussed the latitude of states once they have
decided that a market should be conpetitive to set rules
about bundling and rates of return. Congress left the policy
issues largely with the Federal Comrunications Conm ssion
(FCC) and a substantial burden on state Comm ssions, who are
typically closer to weach of the telephone conpanies
operating around the country to analyze and set tota
el ement long-run increnental costs (TELRIC) rates and to off
comments to the FCC as to how conpetition was devel oping in
the state. This often involved extensive proceedings, as
occurred in Miine, between the tel ephone conpanies and the
various | ocal exchange carriers as to how conpetition was to
devel op. State comm ssions are charged to oversee
conpetition, which  was envi sioned and enbodied in
agreenents, and to nonitor service quality standards to
assure that the public receives the services for which they
have agreed to pay. He noted that the entrance of nunerous
conpetitors due to the Tel ecommunication Act, which created
a new conpetitive environnent, has conplicated i ssues. There
has been a three-fold increase in the volunme of cases in
Mai ne during the past 11 years.

In response to a question by Representative Croft, M.
Nugent observed that Verizon is the dom nant provider in the
state of Maine. It's service territory covers 85 percent of
the state. Verizon is domnant in all of the urban centers
and has approximately 90 percent of the subscribers
t hroughout their service area.

Representative Croft questioned if there is a dom nant

carrier in nost areas throughout the nation. M. Nugent
noted that there is a |arger proportion of conpetition anong
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smaller carriers in New York State, particularly in New York
Cty.

Representative Croft stated that he is interested in what
could be done in establishing public policy on conpetition
and its limts or constraints. He noted that states could do
generally what they want in regards to the federal act if
they fulfill the two requirenents. M. Nugent expl ai ned that
the federal act restricted the domnant carrier until
recently fromentering interstate |ong distance service. In
order to win the right to enter the conpetition they were to
support a change in the nature of |ocal tel ephone service so
that other |ocal exchange carriers could conme in to enter
the market. Conpetition for custoners at the local |evel was
to be balanced by the opportunities for big conpanies to
enter into interstate service. Wthin that context, the idea
of protecting service quality remains with the state. If the
dom nant carrier locally wants to be an interstate carrier
they nmust open their market to |l ocal conpetition. States are
asked to offer comments to the FCC as to the manner of
operation allowing |ocal conpetition. Typically, states in
preparing their coments to the FCC, negotiate certain
assurances with the domnant local carrier to ensure that a
conpetitive environnent would exist. He noted that the state
of Maine negotiated for a rapid response teamto decide real
matters of conpetition between small | ocal exchange
conpanies seeking to enter and grow in the nmarket and
Veri zon.

Representative Croft asked if the ultimte hook over a | ocal
exchange carrier is a report to the federal governnent that
t hey have not conducted thensel ves conpetitively. M. Nugent
noted that the nmatter of entry is the issue. The state
continues to regulate according to state | aw. The gat ekeeper
access to interstate service, which is subject to federal
law, is based on the conpany's wllingness to support the
devel opnent of a conpetitive environnment for |ocal service.

Representative Croft questioned if a state could declare
that they have noved past the point of nonopoly. M. Nugent
noted that there is nothing in the federal regulations that
requires a state to continue to regulate |ocal telephone
conpani es.

Representative Croft asked if there is any local nmarket
where the dominant carrier has less than 85 percent of the
mar ket. M. Nugent prom sed to provide the information.

Representative Hudson observed that the conm ssions are
present to assure consumer access and fair cost. He asked
how t he Mai ne conm ssion is overseen. M. Nugent noted that
there is a standing |legislative oversight conmmttee in
Mai ne. Their conmm ssion neets at |east once a week. He felt
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that their comm ssion does a good job. He suggested that the
sane process goes on throughout the country.

Representati ve Lancast er asked if ot her regul atory
conm ssions oversee the sanme industries as Al aska. M.
Nugent thought that 40 - 45 states have nulti-purpose
conmi ssi ons t hat over see electricity, gas, and
tel ecommuni cations industries. Sone states divide out gas,
such as Texas. Maine has 1.2 - 1.3 mllion people and

receives approximately 1,000 cases a year. Cases include
consuner conplaints but are typically requests for:
authority to serve, changes in task, approval of special
contracts, and rate cases. There is a working backlog but
they have not mssed their statutory deadline. There are 57
enpl oyees including 3 comm ssioners in Mine.

Co-Chair Mulder referred to issues pertaining to tinelines.
He asked what would be Maine's tineline for a conplex case,
such as an electrical utility that inpacts 70 percent of the
residents in the state. M. Nugent noted that, by statute,
rate cases nust be resolved over a 9-nonth period. However,
arrangenments have been nade to work over a |onger period. He
gave exanples of sone rate cases in Maine. The tineline can
be as long as a year or as short as five nonths. Sone issues
are turned around in a week to 10 days, such as licensing
applications, special contract reviews and other routine
matters with a special urgency to neet market conditions.
The Miine regulatory commission has a budget of $5.25
mllion dollars. A mllion dollars of the budget is
avai lable for consultants in areas where ongoing expertise
IS not needed.

In response to a question by Representative Hudson, M.
Nugent guessed that 30 of the 1,000 cases are dism ssed as
frivolous. He noted that even frivolous cases require a
fairly careful investigation under Maine |aw. He noted that
approximately 5 cases are conpletely frivol ous.

Representative Hudson asked what would be the greatest
negative inpact of sun-setting the Regul atory Comm ssion of
Al aska. M. Nugent observed that responsibilities would have
to be reassigned by the legislature. He thought that it
would require the devel opnent of special court expertise.
The legislature mght be lead back to the creation of
anot her conm ssion. He expressed concern that consuners in a
relatively confusing market place may find thenselves
W thout an entity to resolve disputes.

Vi ce- Chair Bunde questioned how fairness would be achieved
when a delay would cost one side or another noney. M.
Nugent noted that the docket would be noved along tightly
and a tineline woul d be devel oped. He acknow edged t hat sone
cases are difficult and sone persist for a nulti-year
peri od.
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Co-Chair Miul der noted that the next testifier would be David
W Wrick, National Regulatory Research Institute. M.
Wrick did a review of the Alaska Public Uilities
Commi ssion in 1998 and a second report on the Regulatory
Comm ssion of Al aska, June 13, 2000.

DAVID W WRICK, NATIONAL REGULATORY RESEARCH | NSTI TUTE
(NRRI') testified via teleconference. The NRRI is the
official research arm of NARUC. The 1998 report on the APUC
found that there were a nunber of areas in need of attention
including the: conmm ssioner's staff, the comm ssioner, the
comm ssioner's relations, the tinme limts of orders (the
esti mat ed backl og was between 500 - 750 orders), the quality
and speed of orders, increases in consuner conplaint,
questions about the adequacy of consuner protection section
staffing, project filing and managenent information systens.

M. Wrick discussed the foll owup review conducted in Apri
2000 on the Regul atory Conm ssion of Al aska. The review was
at the request of Comm ssioner Thonpson. The report was
based on interviews wth conm ssioners, staff and
st akehol ders. The report found substantial inprovenent in
each of the areas identified as needing attention in the
1998 report. The report concluded that the Regulatory
Comm ssion of Alaska was fairing far better than their
predecessor. Vertical comunications had been inproved.
Docket backl og was bei ng worked on. An environnment of nutual
respect anong conm ssioners was established. Oders were
novi ng nore quickly and were inproved, but still needed sone
work. An attenpt was being nade to end an over enphasis on
process and to streanline admnistrative process. The
consuner protection section had also been provided nore
resources and appeared to be l|less stressed. Sone areas of
concern remai ned, such as the high workload. He expressed
concern that it would be difficult for any agency to sustain
the workl oad over tine. He also expressed concern regarding
the continued evolution of the public advocacy section and
the role of advisory staff. Staffing and the role of the
public protection section were discussed. There was a heavy
reliance on the efforts of the chairman. He sunmarized that
there were trenendous positive changes.

Vi ce-Chair Bunde asked if there is a rule of thunb tenplate
regardi ng the conmm ssion size, nunber of comm ssioners, and
staff relating to the population size regulated. M. Wrick
did not have a working ratio.

Vice-Chair Bunde summarized that one of the concerns
regardi ng the Regul atory Comm ssion of Alaska is the |ack of
staff and conpensation. M. Wrick noted that conpensation
was not addressed.

House Fi nance Committee 6 06/ 24/ 02 3:13 PM



Vi ce-Chair Bunde questioned the paraneters of tinme
limtations. M. Wrick thought that 9 to 12 nonths is the
general limt applied to state actions.

Representative John Davies noted that M. Wrick had
concerns that the Regul atory Comm ssion of Al aska had a high
wor kl oad. M. Wrick pointed out that the report indicated
that the workload was related to the backlog of cases and
that the commission was attenpting to work through the
backl og. He could not comment on the current workl oad.

Co-Chair Ml der noted that the Regulatory Conmm ssion of
Al aska has been accused of having a difficult tinme in making
decisions in conplex cases in a tinely manner. M. Wrick
stated that he did not observed anything that would indicate
that the Conm ssion would have difficulty making tinely
decisions. There was a good working relationship and
interest by the conmssioners to understand the conplex
i ssues before them

Representative Croft noted that there have been conplaints
that the Conmission files tenporary, rather than final,
orders. M. Wrick did not find that the Conm ssion issued
tenporary orders. He did not have a list of stakehol ders.
Representative Croft stated that he would like to know the
entities that were intervi ewed.

Representati ve Hudson asked how good managenent could be
assured and questioned the staff size. M. Wrick noted that
state's staffing size range from 25 — 1,000. Staffing size
varies regarding to function.

TAPE HFC 02 - 1, Side B

In response to a question by Representative Hudson, M.
Wrick noted that the Commssion is a fairly independent
body. There is legislative oversight of budget function in
every conm ssion that he is aware of.

KRI STY CATLI N, GOVERNVENT RELATI ONS, AMERI CAN TELEPHONE AND
TELEGRAPH, testified via teleconference in support of HB
3001. She not ed t hat AT&T  Alascom supports t he
reaut hori zati on of the RCA

We support this reauthorizing for 4 years, or for the
| ongest period possible, such as the 2 years contained
inthis commttee s draft bill

Wth the current state of teleconmunications and market
forces in this state, not reauthorizing the Comm ssion
and allowing it to go into its w nd-down year, or even
a short reauthorization (for exanple: a one year
reaut hori zation) may not necessarily serve the best
interests of the process. Regul ated industries need the

House Fi nance Committee 7 06/ 24/ 02 3:13 PM



attention of the Comm ssion; Critical decisions nust be
made Wi t hin t he next year, ot herw se t he
t el ecommuni cations infrastructure of this state will be
in serious jeopardy. For those decisions to be nade, it
is best for the Conmission to have its attention
directed toward regulatory matters rather than toward
reaut hori zation, which would resurface in either case
again in January. For these reasons, AT&T Al ascom
supports a m ni mum reaut hori zati on of 2 years.

The RCA, if it is allowed to do so, is in the best
position to deal with conplex regulatory issues because
of the expertise it has developed iii the areas over
which it regulates. This expertise does not cone easily
or quickly. Amassing this expertise takes a great deal
of time and effort on the part of the Commi ssioners
t hensel ves, but also on the part of Comm ssion staff
and all affected industry players. If you play a sunset
out to its logical conclusion, the prospect of
educati ng anot her Comm ssion is daunting and introduces
a great deal of uncertainty for all involved.

This commttee has expended a great deal of effort to
create | anguage that all interested parties can accept.
AT&T Al ascom has reviewed the |anguage. Wth slight
nodification to include an interexchange (or |ong
di stance) carrier in the nmake-up of the advisory
commttee, AT&T Al ascom supports the anmended | anguage.
Wthout an 1XC representative, a huge portion of the
RCA's regulated narket is left out of the discussion

Wthout an | XC representative on the conmttee; Al ascom
coul d not support the anendnent.

Co- Chair Mul der noted that an anendment was being drafted to
address the shortcom ng di scussed by Ms. Catlin,

MATTHEW FAGNANI, NANA DEVELOPMENT CORPORATI ONS, ARCTIC
UTILITIES, ANCHORAGE, testified via teleconference in
support of HB 3001. Arctic Uilities has sone inportant
i ssues that nmust be brought before the Regulatory Commi ssion
of Alaska for approval. He expressed concern that novenent
of the Comm ssion to a sunset node would prevent it from
taking on their new case. A delay would have a significant
financial cost to their conpany. Arctic Uilities supports a
m ni nrum ext ensi on of two years. He urged that the conmttee
considered natural gas, water, electrical, sewage conpanies
and ot her non-tel ecomuni cati on conpanies in their decision.

BUCKY WRI GHT, GENERAL MANAGER, AURORA ENERGY, FAI RBANKS,
testified via teleconference. He observed that they are a
small local wutilities in Fairbanks regulated for heat and
el ectric. He expressed support for the proposed comittee
substitute and a mnimum extension of 2 years. |ssues that
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cone before the Regul atory Conm ssion of Alaska affect their
conpany. He enphasi zed the inportance of tinmely resolution

M. Wight noted that the proposed commttee substitute
provides provision for nonthly neetings and an advisory
commttee. The advisory commttee termnates once its work
is conpleted. The commttee would provide a report and
address issues in the legislation. He spoke in support of
the advisory commttee and its term nation and questioned if
the commttee could extend their scope. He suggested that
nont hl y nmeetings m ght be excessive.

DANA TI NDALL, SR VICE PRESIDENT, LEGAL, REGULATORY, AND
GOVERNMENTAL AFFAIRS, GCI, Juneau, testified in support of
HB 3001. She noted that GO would support a 4-year
extensi on. She maintained that the Regulatory Conm ssion of
Alaska is a good comm ssion and vastly superior to the
former Alaska Public Uilities Conm ssion. She acknow edged
that the Comm ssion could be inproved and maintained that
the tinelines and advisory conmmttee would be beneficial
She pointed out that there is a learning curve in new
comm ssions. Starting over would not fix any of the problens
of those that have spoken against reauthorization. She
observed that the Commission has tried to resolve the
backl og and that sunsetting woul d cause further del ays.

Ms. Ti ndal | observed that the Telecommunications Act
directed the FCC to cone up with a set of rules and
regul ations. The FCC rules and regulations say how rates
should be set between carriers; how arbitrations should be
conducted; and to what extent they should be unbundl ed.
State legislatures or state regulatory comm ssions can work
to increase conpetition but may not decrease conpl etion. She
mai ntained that the Regulatory Commission of Alaska is
necessary for business stability. Any utility in need of
public financing for <capital funds needs a regulatory
comm ssion or there is too nuch doubt and funding would be
j eopardi zed. There is no reason that any |egislative changes
that need to be nade to the Regul atory Comm ssion of Al aska
can't be nade at any tinme. Reauthorization does need to be
held up in order to make changes. It is not worth the cost
to the industry and the state in instability and the cost to
CONSUmners.

Representative Croft asked where flexibility exists for
state policy. M. Tindall replied that, unless utilities
cone to agreenent thenselves during the 135-day nediation
wi ndow, then rates that are set pursuant to the total
elenment long run increnental cost structure (TELRIC). The
rate that a new conpetitor pays an incunbent telephone
conpany are long run, which neans that they are rates that a
new entrant with the nobst cost effective and |east cost
technol ogy would face to build a new network in the market.
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The FCC sets this. The TELRI C cannot be changed and has been
uphel d by the US Suprene Court.

In response to a question by Co-Chair WIIlians, M. Tindal
spoke in support of nonthly neetings. She observed that
communi cation where all parties are present or have an
opportunity to be present could only inprove things.

Co-Chair WIllians asked if there had been trouble with sone
of the conpetitor's clains or reports.

Ms. Tindall responded that there has been decisions that
they would have liked to see go the other way. The tine
lines would be helpful. She noted that the tinelines are
very quick for regulatory proceedings and suggested that
there may be due process conplaints. In general, GC is
supportive of the tinelines.

Co-Chair WIllians asked if the tinelines would affect the
speed of the decisions being made. Ms. Tindall replied that
the tinelines could go either way.

Representati ve Hudson asked for &Cl's pr of essi onal
assessnment of the Comm ssion. M. Tindall stated that the
Comm ssion is good at prioritizing work in the consunmer's
interest. Prioritizing nmeans that not everything can be done
at once. She noted that the Alaska Public Uilities
Comm ssion was not functioning well. The Regul atory
Comm ssion of Alaska has a good  prioritization of
proceedi ngs and good focus on consumer i ssues.

Vi ce- Chair Bunde asked what shoul d be changed regarding the
Regul at ory Comm ssion of Alaska. Ms. Tindall responded that
nore authority should be delegated to the hearing officers
in order to spread the workl oad and enpower themto speed up
deci si ons.

Co-Chair Miulder referred to settlenent agreenents. M.
Tindall explained that as long there is a right of finding
that the settlenent is in the public interest it would be a
good thing. She stated that she would be concerned if the
Comm ssion was forced to take any settl enent agreenent.

Representative Lancaster inquired if there were problens
with the education level of the hearing officers. M.
Tindall did not think this was an issue and voi ced support
for the quality of the hearing officers.

Representative Croft asked if water and electricity could be
declared <conpetitive and brought outside of the cost
shifting requirenments.

Ms. Tindall observed that an incunbent telephone conpany
could petition to be declared non-dom nant. There wll
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always be a need for sone regulations under t he
Tel ecommuni cations Act. Tel ephone systens mnust be able to
call one another. There needs to be regulations to call from
conpany to conpany. She doubted if states could do away with
t el ecommuni cation regul ations, but they could treat
i ndi vi dual conpetitors wth less regulatory oversight if
t hey make a conpetitive finding.

Representative Croft questioned the inpact of a non-dom nant
| ocal exchange determ nation

Ms. Tindall observed that ACS, as a dom nant | ocal exchange
conpany, could lower rates, but not raise themw thout going
through a full rate case. If they were deregul ated as a non-
dom nant carrier, then they would have the ability to raise
rates as well. This is the only difference, along wth
certain bundling requirenents (which aren't enforced anyway)
of regulatory treatnent between dom nant and non-dom nant
carriers in the local tel ephone business today. Market power
is the standard for determ nation of dom nance. Market power
does not just go on nmarket share. It is the ability to raise
or lower rates and control price. It also has to do wth
whether or not an entity has control over a bottleneck
facility.

Ms. Tindall explained that in the |lower 48 states that Bell
mar keti ng conpanies are not allowed to conpete in the |ong
di stance market until their |ocal telephone market is opened
to conpetition. This is because they have control over a
bottl eneck facility and control over the |loop that goes to
custoners' homes. A long distance carrier has to go through
the local tel ephone conpany to be able to carry its calls.
The Bel |l operating conpany, which owns the | oop, has control
over the long distance market because they have control over
this essential facility that the |long distance carrier has
to use. Al aska has the sane situation but because the |ocal
Al askan conpanies are independents they fall through the
cracks. Al askan independent tel ephone conpani es have al ways
been able to go into the long distance business. |ncunbent
| ocal tel ephone conpanies still have control over the
majority of those |oops when conpetition begins. Wen a
custonmer in Juneau, where conpetition is just beginning,
decides to switch from ACS (which has 100 percent of the
market) to GClI, ACS has to physically unplug the custoner
fromits switch and connect them to GCl's switch. A set
mar ket share for control is difficult to set. The dom nant
carrier in Anchorage doesn't have as large a share. She did
not think that GCI would oppose a petition by ACS to be
deregul ated as a non-dom nant carrier.

In response to a question by Representative Croft, M.
Tindall stated that 9 out of 10 | ocal conpetition cases have
been uphel d. She observed that GCI opposed a tariff of the
Al aska Exchange Carriers Association. The  Conmmi ssion
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rejected the tariff without a hearing and the Superior Court
remanded it back for a hearing.

DANI EL DI ECKGRAEFF, VICE PRESIDENT, FINANCE AND RATES,
ENSTAR, NATURAL GAS COWPANY, testified in support of HB
3001. He noted that ENSTAR provides natural gas for heat to
about half of Al aska's population and serves over 109, 000
hones. ENSTAR strongly supports a m ni mal 2-year
reaut hori zati on of the Regulatory Comm ssion of Al aska as an
essential governnental function. He spoke in support of the
tinmelines and new settlenent |anguage and pointed out that
frequent sunset reviews are disruptive. Tinme and resources
are taken by sunset reviews, which create staff uncertainty,
Comm ssion and financial nmarkets. He naintai ned that changes
could be proposed and nmde wthout sunsetting the
Comm ssi on. He noted that the Regulatory Comm ssion of
Al aska has many inportant issues before it. He stressed that
abolishment of the Commssion would result in a new
education process, wasted tine, |ost expertise, and cases
woul d pile up.

In response to a question by Representative Hudson, M.
D eckgraeff noted that there are annual gas cost adjustnents
and adjustnents for growth, which cone before the Comm ssion
each year. Rate cases are infrequent. He noted that 1991 was
the last time that they had a rate case before the
Commi ssi on.

Representative Hudson asked if rates for Regul at ory
Comm ssion of Alaska adm nistrative costs were in line with
the service. M. D eckgraeff noted that costs have been
changed for the better.

Co-Chair Mulder reiterated that there have been conplaints
regarding the Commssion’'s ability to rmake conplex
decisions. M. D eckgraeff noted that they have had three
cases before the Comm ssion. The first was issued in 1999
and resolved in 1999. The second case was resolved in |ess
than 45 days. The third case before the Comm ssion was
resolved in a year, which was wthin the tineline
establi shed by the Conm ssion. They have a conplicated case
currently before the Comm ssion. He pointed out that the
Comm ssion is working through a 700 case backl og.

ERI C YQOULD, EXECUTI VE DI RECTOR, ALASKA RURAL ELECTRIC
COOPERATI VE ASSOCI ATION (ARECA), in support of a 2-year
ext ensi on. He not ed t hat ARECA nmenber s generate
approximately 90 percent of the power in the state of
Al aska. The Board of Directors advocates a two-year
extensi on of the Regul atory Conmm ssion of Al aska, conti ngent
on a nunber of concerns being addressed. He noted that HB
3001 addressed sonme of those ARECA's concerns. The proposed
commttee substitute adopts tinelines, provides a two-year
sunset and creates a commttee that would act over the
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course of one year to address many of the issue raises in
ARECA' s resol ution of February 22, 2002.

M. Yould presented suggestions for change. He noted that
the tinelines would only apply to dockets opened after July
1, 2002. He expressed concern that dockets currently in the
system woul d be regulated to secondary status. He suggested
that the Regulatory Conmm ssion of Alaska be required to
review the dockets in the system and adopt a conpletion tine
for each, consistent with the tinelines.

Co- Chair Mul der questioned how a neaningful and realistic
tineline could be established. M. Yould suggested the
follow ng |anguage: The Regulatory Comm ssion of Al aska
shall review all dockets initiated before July 1, 2002 and
issue a date within the tinelines in section 1 above for
conpletion in accordance with the provisions of section 1.
He gave an exanple of a service jurisdiction case where
there is no nore than a six-nmonth period of tinme in which
t he docket should be conplete. An appropriate tineline would
be established based on the percentage of conpletion.

TAPE HFC 02 - 2, Side A

Co- Chair Mul der questioned if nore staff is needed to reduce
the backlog. M. Yould hesitated to support additional funds
to reduce the backlog. He suggested that better nanagenent
by the Conm ssion woul d reduce dockets better and added that
t he Comm ssi on needs to know when to end the public process.

M. Yould observed that the advisory commttee is heavily
| oaded with representatives from telephone entities. He
suggested that an additional nenber be selected from the
electrical utility industry.

Representative Croft suggested that tinelines could start
fromJuly 1, 2003. M. Yould stressed that it would depend
on where the case was in the process. Adopting the tine
lines from July 1, 2003 mght slow a |large case already in
the system

Representative Hudson expressed concern regarding the
backl og. He questioned if it would be better to bring
additional resources to expedite the backlog. M. Yould
stated that it is difficult to say, but pointed out that
al nost every community has it’s own central station
generati on.

Representative Foster referred to an audit by the Division
of Legislative Audit (copy on file.) The report suggests
that the Regulatory Comm ssion of Alaska should either
require small water and sewage facilities to be certified or
establish a neaningful exenption system by regulation. He
poi nted out that certifying 220 villages would increase the
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backlog. M. Yould noted that the sane |evel of economc
regulation as large utilities would make rural utilities
al nost i noper abl e.

JIM RONE, EXECUTI VE DI RECTOR, ALASKA TELEPHONE ASSOCI ATI ON
testified in support of HB 3001. Rural comunities receive
$75 mllion dollars in federal funds annual for rura
conpani es. The Comm ssion is needed to identify utilities in
rural communities to the FCC and to assure the FCC that the
noney is being used for the purposes for which it was
intended. He urged a mninmum 4-year extension. He stressed
the need for a regulatory comm ssion. He acknow edged that
he has disagreed with many of the Comm ssion’s decisions due
to their interpretation of the Telecommunications Act. He
did not attribute any of the Conmmssion's decisions to
i nappropriate bias nor did he question their integrity or
their ability to do their job. He expressed concern
regarding section 7. He observed that the makeup of the
Comm ssion is broad, but pointed out that if GO is
represented that ACS should also be represented on the
advisory commttee. He felt that the |legislation was better
before the addition of section 7. He stressed the need for a
regulatory commssion and namintained that the public
interest is being protected. He spoke in support of a strong
chair.

Representati ve Fost er guesti oned i f t he Regul at ory
Comm ssion of Alaska worked to create nonopolies in rural
areas. M. Rowe pointed out that fuel is nore expensive in
rural areas; only universal service brings teleconmunication
service to rural areas. There is not a great deal of profit
to be made in rural areas. The $75 million dollars in
federal support to Al aska cones fromthe rest of the United
States, as a neans to provide national service. There is a
huge cost of providing services to rural areas.

Representative Croft referred to the wuniversal services
issue. M. Rowe clarified that regulatory agencies nust
certify that federal regulations are being net in order to
receive universal funding. He noted that Al aska conpanies
woul d not exist without the $75 nmillion dollars in federa
support.

Co-Chair Mil der questioned if entities are afraid to speak
their mnd before the Commssion. M. Rowe did not think
that there was intimdation. He pointed out that two public
neetings are scheduled a nonth, which have been open. He
found the workshops helpful. He thought that nonthly
nmeeti ngs nmay be burdensone. He suggested quarterly neetings.

MARI E DARLI N, VOLUNTEER COORDI NATOR, AARP, JUNEAU testified
in support of the legislation of the Regulatory Conm ssion
of Al aska. She noted that their nenbers rely on the RCA just
as they rely on the AARP.
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W believe the RCA offers our nenbers and all Al askans
the best opportunity to achieve the following basic
consuner protections:

The ability to make informed CHO CES about wutility
services. The assurance that sales practices and
advertisenents are FAIR so that they do not confuse
m sl ead or frighten the public.

And, the Regulatory Comm ssion of Alaska reassurance
t hat consumners recei ve ACCURATE i nformati on
communi cated clearly and in plain |anguage so we
understand our rights and renedi es.

The RCA assures consuners the right to affordable rates
and access to such basic necessary service as utilities
and communi cati ons.

Ms. Darlin pointed out that nore than half of their nenbers
are over 65 years of age and the issue is very inportant to
them She enphasized the need for affordable and rural
access. She noted that the Regulatory Conm ssion of Al aska
protects consuner rights and spoke in support of a m ninmm
2-year reauthorization.

BRUCE DAVI SON, PRESI DENT, CHUGACH BOARD OF DI RECTCORS, noted
concerns regardi ng the Regul atory Comm ssion of Al aska.

The legislation creating the RCA included routine
sunset provisions, calling for an expiration date of
July 1, 2003. If the RCA is not reauthorized this
year, it nust begin a year |ong phase-down period.
During this period, the 2003 legislature could stil
consider an appropriate fix for the process as an
alternative to outright elimnation

As President of the Board of Alaska's largest electric
utility, 1 believe the RCA needs to acconplish its
mssion in a tinelier, less-costly manner. W need to
address the RCA's delays in deciding matters, the
manner in which the RCA controls its proceedi ngs, and
its apparent reluctance to decide issues. These factors
carry a hefty price tag for Chugach consuners at every
| evel .

To date, Chugach Electric has provided over 60,000
pages of information to each of the four parties
involved in a legal discovery process in our pending
rate determ nation proceedings. At |east another such
"di scovery" is scheduled. Producing this anount of
paper is a costly and nonunental task!
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In other dealings with the RCA, we frequently find that
i nport ant issues are not resol ved. W end up
considering the same issues in multiple proceedings. In
our current case, we are again considering a financing
i ssue that has been considered twi ce before. This type
of repetition is costly and unnecessary.

| believe that the existing process is inefficient and
our nmenbers are not receiving value fromthe regul atory
processes before the RCA.  Chugach nenbers pay for the
operation of the RCA in their nonthly electric bill
t hrough the regul atory cost charge - $360,000/year. In
addition, base electric rates are also inpacted by
these inefficiencies (that is, costs are driven up by
t he expenses of outside counsel and the heavy costs of
finding, organizing and packaging docunents in the
di scovery process to the tune of $800, 000/ year. In a
typi cal year, Chugach enpl oyees spend 7,700 hours — not
i ncl udi ng outside consultants and attorneys. CEA |oses
$200, 000/ month in lost revenues because RCA has not
ruled on our permanent rate increases.) The Chugach
Board of Directors and managenent has an obligation to
its nmenbers to assure that costs incurred are for the
benefit of its nenbers. The current high costs of
regulation and nore inportantly, the diversion of key
staff resources, are benefiting no one.

Chugach is not the only utility that has concerns wth
the RCA. O hers have noted that the RCA has a |arger
budget and nore people than its predecessor, the APUC
but still operates too slowy. The executive director
of ARECA, (Al aska Rur al El ectric Cooperative
Association) stated in a recent letter to House Finance
Co- Chai rman El don Ml der: "...the regulatory process
is still broken and nust be fixed. The present process
costs the electric utility industry much tinme and
noney to run the regulatory gauntlet."

| firmMy agree. In fact, we prefer no economc
regulation, as the welected boards of co-ops are
perfectly capable of balancing the needs of the
association wth the needs of the nenber/owners. In
fact, in 31 of the 46 states that have co-ops, there is
no economc regulation, as it is optional.

| appreciate the willingness and invol venent the Senate
Judiciary Commttee has shown toward addressing the
probl ens that plague the RCA s ratenaking process and
wel come a nore thorough examnation of all the issues
i nvol ved. Addressing the ineffectiveness of the RCA's
current regulatory process will ultimately benefit al

consuners. | believe there are solutions to the
probl ens we are encountering. These solutions can be
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worked out before the next | egi sl ative session
convenes.

JCE GRIFFITH, CGENERAL MANAGER, CHUGACH ELECTRIC, testified
in support of a review of the ruling process. He stated that
Chugach does not think that the Regulatory Comm ssion of
Al aska | ooks anything |li ke the Easter Bunny and acknow edged
that noney [from requested rate increases] would cone from
the pockets of their consuners. He observed that Chugach
Electric is a big electric utility and that there are
experiences across the board. There are experiences on both
sides of the question. He clarified that they are not
conpl ai ning about rulings, but are asking for a review of
the processes by which the rulings are derived. He noted
that noney lost [because RCA has not ruled on their
permanent rate increases] is taken directly out of the
econony of the entire Railbelt area.

M. Giffith recalled the nost difficult case they faced

whi ch was opened in 1996. The case was under APUC and was
the product of a settlenent agreenent. The agreenent worked
for about a year before the Regulatory Comm ssion of Al aska
was established and picked up the case. He explained that
they were then in the process of dealing with three
simul taneous rate cases. He enphasized that rate cases are
demandi ng undertakings for a conpany that is in business

not to do rate cases, but to provide electric service. The
first hearing was held in Septenber 2001. He acknow edged
that the Regul atory Comm ssion of Al aska inherited the case.
A decision was given six nonths later in March 2002. The
rate review still in process.

M. Giffith reviewed the 2000 Test Year Rate Case, in which
they are currently involved. He stated that he can docunent
$600, 000 dollars in direct expenditures associated with the
case. The case was filed in July 2001 and he does not think
that there would be a decision prior to the next spring.

M. Giffith did not believe the Commi ssion controls their
proceedi ngs well. He pointed out that the Chugach Electric
Conpany has created over 60,000 pages of discovery for four
participants after two rounds. They subm tted approximately
5,000 pages last week in the third round and he anti ci pated
that there would be a forth round and possibly nore. He felt
that the Conm ssion has the tendency to nake the | east
per manent decision in many circunstances, so nothing goes
away. |ssues are not resolved and "any tinme you show back up
in front of the Comm ssion sonebody can bring this back up
and the problens resurfaces and you have to litigate it
again." He noted that a financing issue that they thought
had been resolved tw ce before was now back before them He
expl ai ned that the Conm ssion dealt with the financial issue
once before in a separate docket: deciding whether or not to
investigate a claim It was closed, finding no basis for a
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claim but they allowed consideration of the issue in the
case that has been open for six years. The claim was again
rejected but is now back in the year 2000 Test Year Case. He
suggested that the Comm ssion has a problemwith finality.
The Regul atory Comm ssion of Alaska sets the price of the
service and the service as been sold at the tinme of
generation, therefore it is difficult to go back and fix the
problem He noted that the utility cannot recoup for the
Comm ssion’s inability to rule on increases. "W don't get
that bite of the apple if we didn't make our authorized rate
of return in the past, we don't get a second chance, but we
can be order to go back and pay it back to the custoners..!

M. Giffith clarified that they are not saying, "Throw them
out." He acknow edged that the Conm ssion provides a good
public forumand that they are needed to adjudi cate boundary
issues. He nmaintained that a “good, hard scrub of the
process and procedures” is needed. He naintained that one
way to fix the problemis to "keep the heat on the process
that they are now, | think, are feeling fully, that is the
last year in existence." He pointed out that simlar
occasions occurred in 1994 and 1998. He urged the Commttee
to make the operations nore efficient and effective.

Co-Chair Mulder noted that M. Davison had not offered
testinmony in other hearings on the legislation. M. Davison
responded that the Board was reluctant to take a public
position on the issues, "for what we felt are sone very
obvi ous reasons”. He pointed out that they "live or die" by
the decisions of the Regulatory Conmm ssion of Alaska. He
explained that the Board decided to act after it had
conducted a fairly extensive analysis of the internal costs
that they and their ratepayers experienced due to the
actions of the Regulatory Comm ssion of Al aska. The deci sion
was not easy and was debated in nany executive neetings.
Their first public position was in conjunction with the
ARECA resolution, which was passed in February. He assured
the Chairman that they were not contacted by outside
entities, asking themto cone forward.

Co- Chair Mul der questioned if Chugach has specific
recommendations to naeke, which the Commttee could use to
address their concerns.

M. Davidson reconmmended that the oversight commttee be
est abl i shed before a deci si on IS made regar di ng
[reaut horization of] the Regulatory Conm ssion of Al aska.
After a six-nonth review, the [advisory] commttee could
offer a recommendation to the legislature. The commttee
could identify conditions for reauthorization. He added that
the legislation does not provide a hamer over the
Regul atory Comm ssion of Al aska. He nmaintained that
tinmelines and reporting requirenments are optional and under
the discretion of the Regul atory Comm ssion of Al aska.

House Fi nance Committee 18 06/ 24/ 02 3:13 PM



Co-Chair Ml der responded that M. Davidson underestinated
the ability and willingness to of the legislature to respond
to concerns as expressed by those that are regulated. He
noted that the House Finance Commttee has reflected in
| egi sl ation reasonable concerns brought before it. He
stressed that the Conmttee would act on specific
suggestions. He maintained that tinelines are as strong as
possi bl e and pointed out that a tinmeframe has been incl uded
to evaluate the tinelines. He observed that it is fair to
bring forth criticism but pointed out that it is also fair
to offer suggestions. He noted that no other entities have
had difficulty with the Regulatory Comm ssion of Alaska's
ability to make tinely decisions. He questioned why Chugach
is different.

M. Giffith was not sure that Chugach Electric was
different. He acknow edged that the conpany has conplex
i ssues and | arge whol esal e custoners that have a notivation
to delay rate increases. They have not received a rate
i ncrease since 1994. He stated that he could provide records
denonstrating excessively long delays by the Regulatory
Comm ssion of Al aska and nmaintai ned that delays are a matter
of record. He reiterated that the fact that they have | arge
whol esale issues is the |ikely reason the Regulatory
Comm ssion of Alaska finds it nore difficult to deal with
their issues. He added that telephone wars, if they are
br oken down begin to |l ook simlar.

TAPE HFC 02 - 2, Side B

Vice-Chair Bunde pointed out that if reauthorization is
del ayed that the Regulatory Comm ssion of Alaska would go
into a wwnd down node. He questioned if it would be counter
productive. M. Davidson felt that further review would be
worth a six-nonth delay. Vice-Chair Bunde clarified that the
Chugach Electric Conpany has reported its nonthly |oss [due
to a delay in the rate increase] at $200 thousand dol |l ars.

Co-Chair Ml der pointed out that the advisory commttee
woul d be conposed of the sane entities that had testified in
support of reaut hori zati on. M. Giffith expressed
confidence that the advisory commttee would cone back with
a reasonable answer. He indicated that Chugach Electric is
willing to accept the decision of the advisory commttee
M. Davidson stressed the inportance of allow ng Chugach
Electric to have input to the [advisory] committee.

Co-Chair WIlians observed that testinony indicated that
there had been workshops and asked if Chugach Electric had
participated. M. Giffith stated that they had not found
t he wor kshops producti ve.
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Co-Chair WIlianms enphasized that comunications help
resolve issues. M. Giffith stressed that it is with great
trepidation that anyone speaks against a conm ssion that
controls their regulation. He noted that they cannot talk to
the Conm ssion once a rate case is before them

Co-Chair WIIlianms asked how the heat could be kept on the
issue if the Commission is shut down. M. Giffith responded
that it would add a neasure of concern to the body that is
being scrutinized by virtue of knowing that they have a
finite date by which sonething has to happen. He referred to
the reorganization of 1994 and concluded that there was
little disruption. Co-Chair WIlians pointed out that if the
Regul atory Comm ssion of Alaska is not reauthorized that
they would shut down and not be talking to anyone in order
to fix problems. M. Giffith stressed that it did not
happen that way in 1994 when the sanme thing happened to the
APUC.

Representative Hudson pointed out that the Alaska Public
Uilities Commssion transitioned immediately into the
Regul atory Comm ssion of Alaska. If that Conmmssion is
sunsetted, there needs to be another place to go. He
rem nded them that there is no other regulatory agency to
take over the current cases. He stated that he was “nervous”
about sunsetting the Comm ssion w thout consideration of al

t he pendi ng cases.

M. Giffith stated that his point was on the 1994
reaut hori zation of the APUC, in which the sane process and
sane decision point was based. He stressed that it worked
out okay. He acknow edged that the Regulatory Comm ssion of
Al aska was standing in the wings in 1998. Many of the cases
[before the APUC in 1998] are still not adjudicated. He
clarified that they are not saying sunset themin the strict
sense of the word: "chop off their head as we did wth
APUC." He stated that they are saying: "let's fix the
adm ni strative problemwe are having there." He acknow edged
t hat ot her people m ght not be having problens, but asserted
that it has cost the Railbelt a lot of nobney and heartache
to resolve the issues.

Representative Croft sunmarized that the best result for
Chugach Electric would be for the legislature not to
regulate their rate structure and instead rely on the coop
structure to regulate the rate. Menbers would determ ne
whet her their operations were efficient and whether rates
were too high. M. Davison agreed. Representative Croft
noted that Chugach Electric proposes that they be excluded
from the jurisdiction of the Regulatory Comm ssion of
Al aska. M. Davison agreed and pointed out that 21 other
states have done so.
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Co-Chair Miulder note that it would be a significant policy
change. He believed it was worthy of exploration and
consideration, but noted that it could not be done in a
t hr ee-day peri od.

Representative Lancaster commented that they need sonepl ace
to go next. He agreed nothing would be acconplished by
sunsetting the Regulatory Comm ssion of Alaska. M. Giffith
agreed it would be difficult to get the issues all together
in a short time period but enphasized that it would be
possible to put together a review group that would be able
to address the 1issue before January 2003 to |ook at
conplaints and successes. He did not think that there would
be a six-nonth hiatus. He enphasized that the starting point
woul d be an assunption of reauthorization, but that the
adm ni strative process would | ook at goals and objectives in
terms of tinelines.

Representative Lancaster observed that they had not nmade
these proposals during hearings of the Senate Judiciary
Commttee and thought that it should have been brought
forward earlier. He referred to the $300 thousand doll ar
study. Co-Chair Mulder clarified that the study was approved
in FY 02 and the RFP has been issued.

Representative John Davies thought that as a coop, they had
the ability to seek exenption from econom c regul ation by a
vote of the nenbership. M. Giffith replied that they had
not sought authorization [for exenption from economc
regulation]. He did not think that the situation was
sufficiently broken to warrant a vote. He acknow edged t hat
it would be a "tough sell"” to convince nenbers. It is stil
an option.

Representative Wi taker summarized that section 7 was not
acceptable to the Chugach Electric Conpany and that all
deci sions should be held in abeyance. M. Davison clarified
that section 7 would be in conjunction with the Conmm ssion.
He did not nmean to suggest that all decisions be held in
abeyance. The concept of section was acceptable, however,
they would |ike several changes. Section 7 would allow the
chair of the Regulatory Conmittee to appoint the [advisory]
commttee. He would prefer that the conmttee be appointed
by a conbination of the legislative and executive branches,
whi ch woul d be nore neutral in his view He pointed out that
electric utilities wuld only have one voice out of the
seven positions. The Comm ssion would still have two of the
seven positions. He would prefer tw electric utility
menbers and no nenbers of the Comm ssion. He could see no
reason to have two Comm ssion nenbers on a conmttee that is
trying to decide what changes should be made to the
Comm ssion. He added that the deadline under section (d) is
Cctober 31, 2003, which is 18 nonths. He felt that the
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advisory commttee could perform a satisfactory job in a
shorter period of tine.

Representative \itaker asked if they wunderstood the
difficultly of the legislature's ability to determ ne
changes needed to regulate the operations. M. Giffith
stressed that there is no one better to assess how they are
bei ng regul at ed t han t hose t hat are regul at ed.
Represent ati ve Wi taker stressed that the consunmer has to be
protected. He reiterated his question regarding section 7
and asked if Chugach had a problem with keeping the
Comm ssion in effect while solutions are worked out. He
t hought that it would be a dynam c process, working toward a
nore positive result. M. Giffith stated that the problem
wth section 7 is that the chair is appointing the commttee
to investigate thensel ves. He acknow edged that otherw se it
coul d work and business could continue as usual.

Representative Foster referred to the cost of discovery and
| osses fromrate cases. He asked if these expenses are being
passed on to the consuners. M. Giffith replied that the
total regulatory bill runs 1.5% of their total revenues.
Thirty-one states do not have regulations and are not
excluded. Representative Foster questioned what besides
supply and demand would protect consuners. M. Giffith
noted that cooperatives have elected boards, which nust
answer to their electorate.

Representative \Witaker referenced economc issues not
subject to regulations. He questioned if Chugach Electric
woul d recommend that the wholesale sale of power not be
subject to regulation. M. Giffith affirmed and naintained
that their board is capable of setting their rates. He noted
that consunmers coul d purchase power from other entities. He
di scussed entities, which buy power from Chugach Electric.
He stated that they would run the typical rate case and hold
simlar hearings thenselves. The Superior Court would be
avai |l abl e for adjudication.

In response to a question by Representative Witaker, M.
Giffith did not think it was realistically possible to keep
menbers at a | ower rate schedul e than whol esal e cust oners.

Representative Croft observed that cooperatives currently
have the ability to opt in or out of regulation. M.
Giffith explained that Title 10 requires an affirmative
vote to withdraw fromregul ati on under the state entity. The
option to return would remain by vote.

Co- Chair Mul der noted that the Legislative Budget and Audit
Comm ttee produced a report on the Conmssion’'s ability to
nmeet their m ssion. He pointed out that Chugach El ectric had
the ability to nake comments to the Legislative Budget and
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Audit Commttee. M. Giffith stated that they expressed
their concern to the auditor.

WES CARSON, ALASKA COWUNI CATION SYSTEM testified in
opposition to the reauthorization of the Regulatory
Comm ssion of Alaska. He maintained that the regulatory
status quo is unacceptable. He enphasized that their
concerns and concerns expressed by many other wutilities
t hroughout Al aska must be addressed by the Legislature in a
t horough and conprehensive manner before the RCA is re-
aut hori zed.

M. Carson noted that his testinony would relate primarily
on the four ACS |ocal telephone conpanies that build and
mai ntain the Public Switched Tel ephone Network, serving 75
percent of the State’s popul ation. These ACS conpani es are:
ACS of Anchorage (fornerly ATU); ACS of Fairbanks (fornerly
FMUS); ACS of Alaska (serving Juneau); and ACS of the
Nort hl and (serving the highest cost and nost renote of our
service areas).

M. Carson discussed their concerns relative to substantive
telecom policy and |aw. He discussed the Anchorage
I nterconnection Agreenent. The Interconnection Agreenent
bet ween General Communications, Inc. (“GCl”) and Anchorage
Tel ephone Wility (“ATU) was approved by the Al aska Public
Uility Commssion (“APUC’) in January 1997 [in O der U 96-
89 (9)]. It established the terns for |local telephone
conpetition in Anchorage, including the rate that would be
charged for the (“UNE’) | oops. The UNE | oop is the tel ephone
circuit or |line connecting a customer with the Public
Swi t ched Tel ephone Net wor k.

In the 1997 order, the APUC established a tenporary UNE | oop
rate of $13.85 per nonth. In the Commission’s own words
“all prices in the arbitrated interconnection agreenent are
tenporary in nature and will require a full study based upon
a cost nethodology to be determned by this Comm ssion at a
| ater date.”

M. Carson noted that ACS of Anchorage, Inc., as the
successor to ATU, sought, but failed to obtain, an agreenent
with GCI for new cost-based rates. ACS then asked the RCA to
set new rates in January 2000, arguing that the then three-
year old rate of $13.85 was so low as to effectively
subsi di ze conpetition in Anchorage. This non-conpensatory
rate, gives GCl a cost of goods advantage over ACS.

The RCA, on March 6, 2000, opened a docket to set new rates,
and expressly recognized that the existing rates were both
tenporary and “not based upon an accepted forward-| ooking
cost nmethodol ogy.” Nevertheless, the RCA took no action on
t he open docket. Finally, a year and a half after requesting
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new forward-looking rates, ACS asked for at |least a new
“tenporary” rate.

The RCA held a hearing during the latter part of 2001 in
whi ch ACS subm tted extensive evidence supporting a UNE | oop
rate of $24.00 per nonth. M. Carson observed that ACS
requested an “interim and refundable” increase. This neans

that in the event a finally adjudicated rate was |ess than
the interimrate, ACS would refund to GCI any overpaynent —
thereby protecting GCI from economc harm At the hearing,

&Cl's counsel nmade an oral representation — unsupported by
any cost studies submtted in connection with the hearing —
that their nodels could not justify a rate greater than
$14.92. The RCA agreed with GCl, despite the absence of any
supporting evidence, and issued an order granting an interim
refundable rate of $ 14.92.

M. Carson stressed that after five and a half years ACS has
never had a rate in conpliance with federal law. In fact,
ACS has been unable to obtain even a schedule for resolving
this matter. And, as their submtted cost studies indicate,

ACS is still not receiving adequate conpensation for UNE
| oops.
M. Carson discussed the termnation of ACS rural

exenptions. Tel ephone conpanies are classified as "rural”
under the Tel econmuni cations Act when their costs are very
high. Wth a rural exenption conpanies do not have to
i nterconnect and |ease their |loops and other facilities to
conpetitors. State Commssions nmay terminate a rura
exenption, but only, if the state Comm ssion finds that it
is technically feasible, is not unduly economcally
burdensone, and would be consistent with universal service
to do so.

M. Carson observed that GCI requested in 1997 that the APUC
termnate rural exenptions. The APUC placed the “burden of
pr oof’ on Cl and found that t he econom cs of
i nterconnection conpetition would be unduly burdensone on
the conpanies. The APUC therefore ruled that the exenption
shoul d be preserved.

M. Carson explained that GCI appealed the order and the
Al aska Superior Court remanded the case back to the APUC
with the instruction to place the burden of proof on ACS

The APUC did so, then term nated the rural exenptions of the
ACS conpanies and ordered interconnection with GCl on June
30, 1999. He noted ACS appealed the APUC s decision to the
new Regul atory Comm ssion of Alaska and w thout a hearing;

the RCA sustained the termnation of the rural exenption.

In July 2000, the 8th Circuit Court of Appeals, in a

decision that was binding on all other circuits, held that
t he burden of proof nust be on the conpetitor, not the rural
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t el ephone conpany, and that the econom c burden on the rural
t el ephone conpany associated with conpetitive entry had to
be consi dered.

M. Carson observed that GCI appealed the decision to the
U S. Suprene Court to review on the specific issue of burden
of proof. The U S. Suprenme Court denied the GO request,
| eaving the 8th Circuit’s decision on these matters as the
| aw of the land. Yet the RCA refused to conply with the |aw,
stating: "The 8th Crcuit’s ruling on the assignnent of the
burden of proof in a rural exenption proceeding does not
persuade us to revisit that issue here.” He maintained that
this was a clear case of the RCA ignoring a federal decision
that did not conport wth its own policy to force
conpetition in rural areas. He noted that ACS has appeal ed
the matter to the Alaska Suprene Court, where it is now
pendi ng revi ew.

M. Carson noted that the Regulatory Conm ssion of Al aska
al so termnated the exenption for ACS nost rural conpany,
ACS of the Northland, despite GCl's testinmony in 1997 and
again in 1999 that it was seeking interconnection only in
North Pol e and not anywhere else in the ACS of the Northland
service territory. He enphasized that there has not been any
specific evidence introduced on the inpacts of conpetition
relative to t he econoni ¢ bur den resul ting from
i nterconnection or regarding universal service in small
comunities such as Seldovia, N nilchik, Delta Junction and
Nenana.

M. Carson discussed the Interconnection Agreenents in
Fai r banks and Juneau. As a result of the termnation of the
rural exenption, ACS was been conpelled to permt GCI to
interconnect and l|lease UNE. In sharp contrast to its
dilatory handling of the ACS request for legal UNE |oop
rates in Anchorage, the RCA very pronptly set rates for
Fai rbanks and Juneau in response to a request by GCl. The
actual ACS cost for an average |loop in Fairbanks is about
$33.50. The RCA, however, set a UNE | oop price for Fairbanks
of $19.19 —giving GCl a cost of goods that is just 57% of
t he ACS cost.

At the tinme it termnated the rural exenptions, the
Regul atory Conm ssion of Alaska stated that “negotiations
regardi ng appropriate UNE pricing can achieve an acceptable
| evel of economc inpact” and promsed that it would play a
continuing supervisory role to ensure that the “economc
burdens borne by the incunbent carrier in a market where
| ocal conpetition is newly introduced are not too great.”
The Conpany testified in the Fairbanks rural exenption
proceedi ng that econom c harm would result from a UNE | oop
rate as low as $27.30. The RCA flatly rejected the Conpany’s
econom ¢ harm argunent, declaring: “That UNE price 1is
unrealistically low” He nmintained that the RCA then
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pronptly arbitrated a rate of $19.109.

M. Carson discussed rate case proceedings. He nmaintained
that many utilities have expressed concern about the |eve

of effort and resources required to adjudicate rate cases
before the Regul atory Comm ssion of Al aska. He observed that
ACS shares this concern. The current ACS rate cases were
mandated to comenced on July 1, 2001. He anticipated that a
rate sonetinme in 2003, based on data that will then be three
years old. This matter has already cost ACS roughly $1.8
mllions to adjudicate the case and they expect the full
proceeding to cost approximately $3.0 mllion.

M. Carson pointed out that wearlier this nonth, the
Regul atory Comm ssion of Alaska issued a depreciation
decision in the rate case proceedings that appears to
conflict with the U S. Suprene Court’s decision this May in
Verizon v. FCC. The U.S. Suprenme Court criticized attenpts
to mnimze depreciation and slow depreciation rates, yet
that is precisely what the RCA has ordered. The depreciation
rates established by the RCA for ACS are not only much | ower
than the rates enployed by its conpetitors, but these rates
appear to be significantly lower than any other telephone
utility in Alaska. In fact, they appear to be | ower than any
known depreciation rate for any telephone utility, big or
smal |, anywhere in the country.

M. Carson nmaintained that this is exactly the opposite
result from what one would expect in the nost conpetitive
mar ket pl ace in the nation where there is hei ghtened pressure
to noderni ze equi pnment or | ose custoners. The effect of this
decision will be to |leave ACS burdened with capital tied up
in stranded, obsolete facilities while the conpetitors
invest in newer technologies. Many utilities have expressed
fears that testinony against the four-year re-authorization
of the RCA could result in retaliatory rulings by the
Comm ssion in the future. He questioned if ACS has been the
first victim

M. Carson stressed that the “quid pro quo” for the
regulation inposed on the ACS conpanies should be an
opportunity to earn a return on their investnent. The RCA
can conpel ACS to build and serve —but they have no way to
assure a return on their investnent. He stressed that the
Comm ssion clainmed “sovereign immunity” when ACS sought to
have a matter under the Tel econmuni cations Act reviewed by a
federal district court. He asked: "Wiere is justice when the
Comm ssion refuses to be held accountable for their
deci sions? And why wouldn’'t state Conm ssioners absolutely
want to have the fullest review of their decisions to nake
sure that what they are doing is in conpliance with the
Tel ecom Act and appropriate policy and public interest?"
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M. Carson observed that ACS has continued to invest in the
network in the hope that the Regul atory Comm ssion of Al aska
woul d, through their current rate case proceeding and the
Anchorage UNE proceeding, permt them to earn a reasonable
return on their investnent. He observed that they had been
di sappoi nted thus far.

M. Carson explained that ACS was seeking depreciation rates
of 9.30 percent, which is conparable to their primry
conpetitor’s depreciation rate. He pointed out that GCl
argued against their depreciation rate — not the RCA s
Public Advocacy Staff. Staff relied entirely on GO to
formul ate a position and the RCA reduced ACS' s rate fromthe
existing 7.80 percent to 4.78 percent, which was remarkably
close to the GCI recommendation of 4.49 percent.

M. Carson expressed concern with the frequency in which the
RCA seens to side with GCI. He stated that they had reviewed
Comm ssi on decisions on disputed issues before the RCA from
July 1999 to the present. In those matters where GCC

advocated a position, the RCA ruled in Gl’'s favor 81.3
percent of the tine.

M. Carson stated that legislators nust carefully reviewthe
current regulatory regine before reauthorizing the RCA. "The
Legi slature nust assure that state regulation of utilities
pronotes the public interest, and that every utility
receives fair and open, unbiased, and rational treatnent
t hat encour ages conti nued i nvest nment in Al aska’ s
infrastructure.™

M. Car son not ed t hat ACS makes t he foll ow ng
recommendations to the Legislature relative to the proposed
reaut hori zation of the RCA

1. | medi ately establish a Legislative Oversight
Commttee to nonitor the RCA ‘s actions and to
formul ate recommendati ons for consideration in the 2003
| egi sl ative session. The charter of the Legislative
Oversight Commttee should be to assure that regul atory
policy is aligned with long-term public interest, that
regul atory processes are conpleted in a tinely fashion,
that due process is afforded to all, and that
substantive law is being applied appropriately.

2. Use the findings and recomendations of the
Legi sl ative. Oversight Commttee, along with testinony
provided in these and related legislative comittee
hearings, to guide the 2003 Legislature’s deliberations
of the proposed re-authorization of the RCA The
Legi sl ature shoul d al so utilize t he State
Tel ecomruni cati ons St udy as it consi ders t he
appropriate statutory, regulatory and policy directions
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necessary to guide the regulators in tel ecommunications
matters (see attachnents).

3. Require that the chair of the RCA be rotated, so
as to spread the responsibilities and prevent a single
Comm ssi oner from exerci sing undue infl uence.

M. Carson stated that they were concerned about a perceived
bi as against ACS and the possibility of retribution against
ACS by the RCA in current and future regulatory orders as a
result of their testinony. "Consequently, and in |ight of
the significant power currently vested in the RCA's chair
we think it would be appropriate for another comm ssioner to
be appointed to the position of chair and to ask that
Comm ssioner Thonpson disqualify herself from matters
relating to ACS." [M. Carson's entire witten testinony is
on file.]

Co-Chair Miulder questioned why ACS did not offer their
comments earlier in the process. M. Carson stated that they
were reluctant to offer criticisnms and acknow edged that
they had lost an opportunity to nmake coments. They were
contacted and interviewed, late in the session, by a
reporter of the Anchorage Daily News. He naintained that
after they expressed their concerns publicly other utilities
st epped forward.

Co- Chair Mul der noted that he had heard that [ACS] did not
have to worry about the House side because they had a bl ock
on the Senate side and that they would not consider any
testinmony on the House side. M. Carson responded that he
had neet with and briefed several House nenbers including
Represent ati ve Murkowski and Representative Berkow tz.

Co-Chair Mil der noted that ACS is the first entity that had
debat ed or argued agai nst decisions as opposed to process.
He pointed out that the legislature is not the decision
makers "in this gane; just like we may be angry at tines
with the Board of Fish because we don't always appreciate
and support their decisions. None the less, as a Body, we
have del egated that authority to them" The authority for
regul atory oversight has been delegated to the Regul atory
Comm ssion of Al aska. He questioned how he could address
concerns refl ected based on deci sions.

M. Carson responded that it would be appropriate for the
Legislature to offer policy direction to guide the
Regul at ory Comm ssion of Al aska, so that they are not in the
position of establishing policy, but rather inplenenting it.
He observed that the Telecomrunication Act at the federa
| evel was a sweeping change in philosophy and pointed out
t hat has been no correspondi ng change at the state |evel. He
mai ntai ned that it would be appropriate for the Legislature
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to consider both statutory change and policy direction to
gui de the Regul at ory Conm ssion of Al aska.

Vi ce-Chair Bunde summarized that ACS and Chugach Electric
have problens [with the Regul atory Comm ssion of Al aska].

TAPE HFC 02 - 3, Side A

M. Carson clarified that they are not proposing that the
current people be thrown out. He acknow edged that there are
sone good and talented people there that are well
intentioned and trying to the best thing for the state. He
suggested that if policy were made by the legislature and
the statutes were clear, that then there would be direction
for the regul atory Comm ssion.

Vice-Chair Bunde noted that there is a fine |ine between
provi ding | egislative oversight and m cro managi ng.

Co-Chair Mul der questioned how nuch state conmunication
standards could deviate from the federal Tel ecomunication
Act. M. Carson enphasized that he is not suggesting that
anything be witten contrary to the Tel econmunication Act.
There are certain discretionary decisions the Regulatory
Comm ssion of Alaska has made that mght be appropriately
addressed in statute, including many procedural and due
process issues.

Representative Croft noted that the original |egislation was
a sunset renewal of an agency. He questioned if the
Legi sl ati ve Budget and Audit Conm ttee auditor had contacted
ACS during the audit process. M. Carson stated that he did
not know of any contact. In response to a question by
Representative Croft, M. Carson noted that ACSis still the
dom nant carrier, but that they have |l ess than 60 percent of
the residential market. He spoke to the issue of dom nant
carrier and carrier of last resort. He noted that they have
westled with these issues. As carrier of last resort they
are required to build facilities to new subdivisions. There
is no reciprocal obligation on their conpetitors. [f they
were relieved of carrier of last resort and dom nant status
there m ght be a bidding process with contractors to see who
would build out to a subdivision. Under current |aw, they
woul d be precluded from the kind of access given to their
conpetitors. Conpetitors are not required to allow ACS on to
their network.

Representative Croft concluded that if ACS petitioned to
renove the dom nant carrier status that they would | ose the
obligation to have others ride on their wires but they would
not gain the right to ride on their conpetitor's. M. Carson
clarified that wunder the Telecommunications Act as the
i ncunbent |ocal exchange conpany they are required to
i nterconnect in Anchorage. Dom nant status is not the issue.
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He explained that if they were relieved of dom nant status
and carrier of last resort obligation, and were effectively
deregul ated for rates, than they could conpete nore ninbly
against GCI and AT&T. A process simlar to the FCC
requirenents for interstate rates would be appropriate.
Rat es woul d be posted on websites and be in effect 24 hours
| at er.

Representative Croft questioned the affect of a change in
their domnant status. M. Carson stated that he would
respond in witing. Representative Croft questioned if the
| egi sl ature, as state policy nekers, could establish a
different rate or depreciation structure than the one used
by the Regul atory Comm ssion of Al aska. M. Carson expl ai ned
that federal |aw does not nandate the depreciation rate; the
state conm ssion establishes it. The state | egislature could
establish principals by statute that would govern the
setting of the depreciation rate or structure.

M. Carson explained that the |l egislature could require that
unbundl ed network elenment |oop rates be established on the
carrier's actual forward-looking cost, which they would
support. It would be consistent with the Tel ecomuni cations
Act, FCC regulations, and recent Suprene Court rulings to
say that the rates should be based on a forward | ooki ng cost
or efficient technology. In determning what the nodel
yields, the inputs relative to costs have to reflect the
actual rate of the carrier and not be based on the average
| oner 48 rate, even with an Al askan cost differential. He
mentioned that the actual cost of the carrier should be used
and be consistent with the Tel ecommuni cati ons Act.

Represent ati ve Hudson t hought t hey wer e advocati ng
substantive policy and legislative changes to elimnate a
string of wunfair decisions that affect his conpany. He
stated that he had never seen substantive changes occur in a
short period of time. He observed that the testinony wll be
a part of the public record. He summarized that they are
asking the legislature not to reauthorize the Regul atory
Comm ssion of Al aska w thout these substantive changes. He
reiterated that it is inpossible to nake substantive changes
in a 3 - 5 day period. The decision nust be to determ ne
what should be done with the Comm ssion. He added that it
woul d not be good public policy to sunset the Conm ssion

He concluded that the problem cannot be fixed within this
time frame and voiced support for continuation of the
Commi ssi on.

Representati ve Wi taker recall ed previous concerns voiced by
PTlI, the previous ACS Conpany regarding |ocal access, which
did not cover the charge of service. He noted that it was
made clear during public sessions that ACS would be unable
to conpete because the amount that could be charged for
| ocal access would not cover the cost of operations and
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mai nt enance. He asked why ACS wanted to purchase the conpany
gi ven those voiced concerns. He recalled that ACS indicated
that they could offset concerns wth efficiency, new
services and |long distance service. Representative Witaker
noted that everything that ACS antici pated happened.

M. Carson pointed out that the old PTI conpanies in their
rural areas offered up whol esal e conpetition, where service
would be discounted and allow it to be resold by
conpetitors. This is a different economc effect than the
i nterconnection conpetition where they are required to | ease
the UNE | oop. He mintained that the economcs of
tel ecommuni cations are arcane and strange. In a whol esale
conpetition arrangenent, nost of those whol esale structures
wor k. Rural exenptions were term nated. |Instead of whol esale
conpetition the issue was interconnection conpetition. The
form of interconnection conpetition, specifically the UNE
| oop rates received through arbitration and the Comm ssion
were 57% of the actual cost of the |oops. There has been a
negative financial inplication for the properties as a
result.

Representative Wi taker reiterated that there were nunerous
conversations regarding the uncertainties during the sale.

There were a nunber of “negatives” associated wth
mai nt ai ni ng ownership of the |ocal exchange. He renenbered
that it was expected that the “landscape” would change

significantly. He asked what the “surprise” was that
affected the dynamc. M. Carson replied that there was a
benefit to both the Tel ephone Conpany and Al aska because
there was certain support being provided to those properties
in the |lower 48 states. By consolidating those properties
j obs could be brought to Al aska and econom es of scal e woul d
be achi eved. These things have happened, but there is a $33
dol Il ar forward | ooking cost, which they believe is about the
sanme, but they are only receiving $19.19. Plus, because GCl
has been granted a certain status by the Regulatory
Comm ssion of Alaska they also take the universal service
fund. This places ACS at a significant disadvantage that
could not have been envisioned. There is approxinmtely $10
dollars in universal service funds per line in Fairbanks
that is portable. He explained that GC pays ACS $19.19
dollars, but they receive $10 dollars from the universal
service fund that is no available to ACS to build and
maintain facilities. Uni ver sal service funding, which
mai ntai ns construction of high cost loops in areas |Ilike
Fai rbanks is diverted to soneone that is not building | oops,
which is a dramatic affect on ACS.

NANETTE THOMPSON, CHAIR, REGULATORY COWM SSI ON OF ALASKA,
spoke in support of the proposal and responded to previous
coments. She observed that interexchange carriers are
excluded [from the advisory conmttee], as are pipelines,
refuge and steam heat. In response to comments that there
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are two representatives of the Comm ssion [on the advisory
commttee], she clarified that there one is a representative
of the public advocacy section, which is independent from
the Comm ssion in terns of decision-making. She stressed
that it 1is inportant to include a representative for
consuners, which could be fulfilled by the public advocacy
section or another entity. She noted that recommendations
were nmade to divide electric representation between the
Rai |l belt, rural area and ARECA. There are significant
differences between the interests of rural electric
utilities and those in Railbelt areas. She questioned if
other industry organizations should be included if ARECA
were included. She reiterated that there is a significant
difference between |ocal exchange carriers in urban and
rural areas.

Ms. Thonpson stated that the provision for regular nonthly
nmeetings would be fine, but that they would be schedul ed
after one of their public hearings. They nust bal ance
between the tinme spent working on cases and process.

Ms. Thonpson referred to section 5, prior dockets. There are
currently less than 400 open dockets. She thought that it
would be nore productive to 1issue orders setting a
procedural schedul e on any docket open by January 1, 2003.

Ms. Thonpson referred to the Conm ssion's appeal record. She
noted that any utility could challenge a decision in court.
The Regulatory Comm ssion of Alaska has had 11 of its
decisions reviewed by judicial bodies. Decisions by the
Regul at ory Comm ssi on of Al aska have been upheld in 10 of 11
cases. The appeal process is an inportant indicator in how
the Conmmission is doing. The decision that was reversed
referred to process and was remanded for further hearings.

Ms. Thonpson clarified that the 271 process (referred to by
M. Nugent) never applied in Al aska. The Anchorage market
was opened immediately in 1996 based on Congress's
definition of rural verses non-rural nmarket. The rest of the
State was not open to conpetition until the Regulatory
Comm ssion of Al aska was petitioned. The Conm ssion issued
deci sions to open Juneau, Fairbanks and other areas of the
state. That decision is pending appeal to the Al aska Suprene
Court.

Representative Croft asked if there was a Superior Court
determ nation. M. Thonpson explained that there were two
Superior Court determ nations. One was issued the |ast day
that the APUC was in operation. The request was for
reconsi deration not appeal . Al | five Comm ssi oners
participate in requests for reconsideration and read the
whol e record. That decision was appealed to the Suprene
Court.
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Ms. Thonpson referenced testinony regarding open dockets.
There were 960 open dockets in the previous year. The
Comm ssion has 61 enployees, but also regulates pipelines
and refuge. The Regulatory Comm ssion of Alaska has not
asked for increased staff, but has tried to increase the
efficiency of the process.

Ms. Thonpson discussed two open regul ation dockets [which
could affect the workload of the Comm ssion]. One would
allow interexchange carriers, which are below a certain
level, a registration process instead of certification.
These cases are a significant burden on the Comm ssion. The
second docket is in regards to uncertified water and sewage
village systens. The Regulatory Conmi ssion of Al aska
mai ntains that many of the village systens do not need the
sane |evel of oversight as a WAU. The RCA Al aska has asked
questions with a goal toward devel oping regul ations that are
nore suitable for that scale of system

Ms. Thonpson referred to coments by Chugach Electric. She
noted that there is a letter from the Honmer Electric
Associ ation, which explains the other side of the story
(copy on file.) She was not confortable tal king about open
dockets. There was an interim rate increase provided for
that case in the amount of 2% She referred to coments by
M. Carson. They have appeal ed decisions by the Conm ssion

She did not think that the |l egislature was the way to settle
open and pendi ng appeals and urged that the court be given
time to decide the matter.

Ms. Thonpson enphasi zed t hat deci sions are based on the ful
application of the law. They have the responsibility to make
a record. The Conmssion is not for or against any
particular utility; their job is to protect the interest of
consuners and to fairly apply t he | aw. The
Tel econmuni cati ons Act states that state conm ssions are not
supposed to be setting interconnection prices based on in
bedded costs. Rates are supposed to be based on a forward-
| ooki ng cost nodel. The Anchorage case was decided before
ACS  bought t hat exchange and shortly after t he
Tel econmuni cation Act was passed. The FCC had not vyet
adopted the total elenment long run increnental cost
structure. Years after ACS acquired ATU they were told to
change the pricing structure; this continues to be an open
docket .

In response to a question by Vice-Chair Bunde, Ms. Thonpson
pointed out that the [advisory] committee is not just
conposed of phone conpanies. It will be up to the nenbers of
the Commttee to determne if they are protective. Phone
wars are not fought anongst all the phone conpanies in the
state. She maintained that there is a balance anongst the
i ndustri es.
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Vice-Chair Bunde noted that ACS assuned the risk. M.
Thonpson agreed. She referred to the efficiencies argunent.
At the tinme of the acquisition, the Comm ssion was told that
operations would be nore efficient. The Commssion 1is
supposed to understand what beneficial inpacts there were
from consolidation

Vi ce-Chair Bunde asked about the Conm ssion’s agenda. M.
Thonpson replied that her directions cone from | egislative
statute and federal telecommunication law, w thout bias for
or against any conpany. All decisions are the product of at
| east three Comm ssioners. No case is decided by one
Comm ssi oner al one.

Vi ce-Chair Bunde pointed out that there is discontent. He
asked for a solution. M. Thonpson stated that the
Commi ssion would like to hear from the utilities on the
process. Section 6 is a good idea to formalize the process.
She indicated that an Advisory Conmttee report would be
hel pful as long as it is balanced and has a specific
m ssi on.

Representative John Davies thought that the points of
contention is interimversus final decisions. He asked if it
is afair criticismthat the Regul atory Conm ssion of Al aska
too often conmes down with interim decisions that cannot be
taken to the bank. M. Thonpson observed that, under the
statute, anyone can ask for an interim rate increase. A

decision is made that nostly likely they will prevail and
recover at least that much. If they are wong in the end the
consuner would receive the noney back. A utility will file

for a rate increase knowng that it cannot be granted during
the 45-day period due to a lack of information. She observed
that ACS received a 24 percent interim rate increase in
| ocal rates and 8 percent on the UNE rate. Chugach received
alittle less than 2 percent.

Representative John Davies asked if there is a way to
achieve final decisions quicker. M. Thonpson replied that
it depends on the other parties involved. She noted that
requi renents for the utilities to file all the information
up front could be nore stringent. It is not uncommon for the
RCA to get schedules without all the information of anended
filings. The process could go faster if they received a
conplete filing on day one. She noted that in the Chugach
case that there are other big conpanies involved that have a
right to have a say.

Representative John Davies referred to the UNE | oop cost. He
summari zed that they are being asked to install copper wre
without a rate return. Ms. Thonpson expl ai ned that in-bedded
costs are what the utility has spent to put the cost in.

TAPE HFC 02 - 3, Side B
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Ms. Thonpson discussed in-bedded costs. Phone conpanies in
the state have an in-bedded cost of what they spent to put
the facility in. If the facility were to be replaced the
assunption would be that they would use the sane equi pnent
and spend the same anount. The FCC nodel wuses forward-
| ooking costs. She observed that technology costs are
reduci ng and that technol ogy is expanding. The intent was to
encourage conpanies to innovate and to do things that would
| ower cost and utilize new technology. A conpetitor can
enter a market by one of three ways: they can build their
own facility, purchase whol esale prices, or interconnect and
rent the loops. The intent is to set the price so that a
conpetitor would have to nmke an economc choice. If the
price is too high and they can build sonething cheaper
thenselves then the existing network is going to |ose
revenues. The intent was to keep the telecommunication
net wor k nmovi ng forward.

Representative John Davies asked if there is anyway to make
the playing field nore level. He suggested that there is a
one sided “deal”. M. Thonpson agreed that the notion of
dom nant versus non-don nant could be reviewed upon
petition. The way of regulation has changed and needs to
conti nue to change as mar ket s transition t hr ough
conpetition. Consuner conpl aints have i ncreased
dramatically. The Regulatory Conm ssion of Al aska doesn't
spend as nmuch tinme on tariff filings in conpetitive areas
because they assune that if there is a certain |evel of
mar ket penetration then the market will control the cost. It
is inportant to ensure that rates are fair and non-
discrimnatory. Representative John Davies observed that the
Regul atory Comm ssion of Alaska has the authority under
federal | aw

Representative Foster observed that the Comm ssion has been
accused of retaliatory actions. M. Thonpson noted that
there are three comm ssioners on each case and enphasized
that they would not retaliate on any case.

In response to a question by Representative Croft, M.

Thonmpson noted that the Tel ecommunications Acts tal ks about
i ncunbents and conpetitive carriers. There is an obligation
for incunbents to open up their network. The issue is
unresol ved. She noted that there has been facilities based
conpetition through alternative technologies. No one else
has put in wres.

Representative Croft noted that problens occur if the rate
is set too high or too low M. Thonpson noted that | ow
prices would not be fair to the incunbent and conpetitors
woul d not have an incentive to build their own facilities
and take advantage of new technology. No one is putting in
copper wire accept ACS. Representative Croft questioned if
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the price in Anchorage is too low M. Thonpson did not
think that the price was the only issue. She noted that AT&T
wreless had a local option for a while. She pointed out
that there is a test neighborhood for use of the cable
technol ogy in Anchorage. She added that custoners are needed
in order to build a new network. The intent was that the UNE
platform strategy would be transitional, to protect the
interest of incunbents by providing them with interim
revenue and allow conpetitors to obtain relationships wth
custoners and establish a base.

Representative Croft observed that federal fornulas can be
applied differently, but questioned how nuch discretion the
state has to set different fornulas or rate structures. M.
Thonmpson noted that federal |law directs UNE rates. They are
applied on a state level, and there is sone flexibility
Wi thin the guidelines set by the FCC and the U.S. Suprene
court to figure out what nethodol ogy would be used, but the
FCC determnes what the prices are supposed to reflect.
Different states have used different nodels but they all
have to fit the nold. None have used the nodel devel oped by
ACS. The Conm ssion sets depreciation rates for every
utility in the state. The depreciation rate is how a utility
recovers their investnent. The rate of which they are
allowed to recover is based on a nunber of factors.

Representative Croft questioned if there is nore conpetition
in the local exchange in Anchorage than any place else in
the United States. Ms. Thonpson affirnmed that there is nore
| ocal exchange conpetition in Anchorage than in any other
area. She noted that there were no Bell conpanies. Al aska
did not have to go through the 271 process. She estinmated
that the national |ocal exchange conpetition rate was 10
percent .

Representative Croft questioned how nuch deference is given
to the Commssion's determ nation. M. Thonpson noted that
factual decisions are given deference by the court based on
the Commssion's area of expertise. The court |ooks at
whet her the Conmi ssion's decisions are supported by the
record. The Comm ssion is not given deference on |egal
deci si ons.

Ms. Thonpson noted that the way the Conm ssion sets UNE
prices for the Juneau and Fairbanks markets is on appeal
before the state of Al aska Suprene Court.

Representative Croft noted that the docket and nunber of
persons to service the docket is used as a neasure of
efficiency. He asked if docket is a good neasure or if it
rewards delay: the bigger the docket the nore people that
can be justified. M. Thonpson clarified that she was not
only referring to the docket. Consuner cases were also
i ncl uded; the Conm ssion has over 600 consuner cases a year.
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She al so i ncluded suspended tariff proceedings, applications
for new services and contested cases. She agreed that staff
shoul d not just be based on the nunber of cases and observed
that efficiency should be reviewed. She pointed out that the
Comm ssion has a good record on tariff filings and consuner
conplaints. Contested cases vary and are harder to “peg”.

Representative Croft asked if there is any consideration of
the failure of the domnant carrier 1in discussions on
protecting consuners. M. Thonpson responded that there is
nothing in the | aw to cover bankruptcy. She noted that there
is a nmandate to provide just and reasonable rates and
observed that a nunber of large utilities in other states
have faced bankruptcy. The AT&T parent conpany has been
reorgani zi ng and has had serious financial trouble.

In response to a question by Representative Croft, M.
Thonmpson referred to clains that the Regul atory Conm ssion
of Alaska was the cause of ACS s financial Ilost. She
reviewed their federal regulatory filing and concl uded that
their records were not consistent with the inplied financial
woes. Their filing reflected increases in |ocal revenues and
a healthy margin, which was not consistent with the notion
that they are going out of business.

In response to a question by Co-Chair WIllians, M. Thonpson
enphasi zed that, while discussions on open dockets cannot
occur, she is available to talk about process and policy
guestions such as why it is taking so long to review a case.
She noted that a particular docket may not be a high
priority of the Conm ssion unless there is comunication.
She cannot tal k about issues of an open case.

Ms. Thonpson discussed wuniversal federal funding, which
supports tel ephone services in high cost issues. The issue
is portability. The theory is that rural custoners are high
cost to serve. If a conpetitor goes into the area to serve
the high cost custoner they are entitled to support. If they
are renting their conpetitor's facility the anount of
support they can receive is capped by what they pay the
conpetitor, yet the conpetitor uses nore than just what they
are purchasing to offer service to custoners. They have to
have custonmer service and a switch

In response to a question by Co-Chair WIllians, M. Thonpson
explained that the legislature decided in 1999 to strengthen
the chair. One of the criticisns of the APUC was that they
were so ennmeshed in adm nistrative issues that they were not
doing their work. The chair cannot be reappointed after 4
years. There is no difference between the chair and the
other comm ssioners in decision-making. The <chair is
responsi bl e for adm nistration.
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In response to a question by Representative Whitaker, M.
Thonmpson noted that federal policy applies just and
reasonable rates to all utilities. Federal I|aw talks
specifically about the nethodology for interconnection
pricing, which is a mtter of sovereignty. Federal |[|aw
preenpts state just and reasonable standards. She observed
that states cannot nmake their narkets any |ess conpetitive
than the Telecomunication Act requires. States can nake
mar ket s nore conpetitive.

Representative \Witaker guestioned if the Regulatory
Comm ssion of Alaska has flexibility to deal with the issue
of specific rate setting nethodology. M. Thonpson noted
that they nust neet the standard of forward-I|ooking pricing,
but the Comm ssion has sone flexibility in designing the
formula as long as the result is forward | ooking.

Representative Lancaster noted that there was discussion
before the Senate Judiciary Conmttee regarding the public
advocacy portion. M. Thonpson explained that the public
advocacy section was created in 1999 in response to a
suggestion by the legislative auditor. The public advocacy
section has proposed regul ations that should address many of
the issues regarding the role they play. She noted that the
Regul at ory Comm ssion of Al aska cannot discuss cases wth
t he public advocacy section in any greater detail than other
parties.

Co- Chair Miul der noted that he would not offer an anmendnent
relating to interexchange carriers.

Representati ve John Davies MOVED to ADOPT Anmendnent 1:
Page 1, line 5:

Del ete “Conmm ssion chair to establish” Insert
“establ i shnent or’

Page 4, lines 7 8:

Delete “chair of the Regulatory Comm ssion of Al aska
shal | appoint”

I nsert “president of the senate, speaker of the house
of representatives, and the governor shall jointly
appoi nt the nenbers of’

Page 4, line 12:

Delete “chair”

I nsert “persons jointly making the appointnents”
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Vice-Chair Bunde MOWED to AMEND Anmendnent 1 by adding
“limted to” on page 4, line 9 after “reforni: reforns
limted to the Commi ssion's regulatory process. He observed
that limting discussions to the regulatory process rather
t han any phil osophy or decisions would draw a fence.
Representative Croft stressed that there are significant
general public policy questions that could be addressed by a
bal anced Comm ssi on.

Co- Chair Ml der acknow edged his remarks but pointed out
that a study has already been funded to provide the sane
overview. Representative Croft thought that the study was
not directed to consider the kinds of policy decisions being
di scussed.

Representative Wiitaker clarified that the Conm ssion would
be given specific policy review credentials in regards to
economc nodels and fornulations. Representative Croft
suggested that the [advisory] commttee could tell the
agency how it could operate nore efficiently and indicate
the affects that their decisions are having on the industry
and the consunmer, which would be interesting both to the
| egislature and the Comm ssion. Representative Witaker
expressed concern wth the specific policy oversight
function and felt that they would be second-guessing the
Comm ssi on.

Representative John Davies questioned the intent of the
amendnent [to the amendnent]. He questioned if the policy
enbedded in the process woul d be consi dered. Co-Chair Mil der
interpreted the anendnent to the anendnent to [|imt
di scussions to procedures. Representative John Davi es stated
that he would oppose the anendnent to the anmendnent if it
would |imt any discussions on the overall policy. He
poi nt ed out t hat t he conmmttee would only make
recommendations, and felt that it would be a mstake to
limt their review He noted that it 1is difficult to
separate the facts of a separate case. He observed that the
commttee could recommend a change of policy.

Vi ce-Chair Bunde noted that there is very little policy that
the group could talk about wthout retrying the case. He
felt that expansion by the advisory group into policy would
result in a second utilities comm ssion. He did not want to
end up with dueling regulatory conm ssions and cautioned
agai nst m cromanagenent. He pointed out that nuch of the
di scussion before the commttee focused on process and
enphasi zed that there could be dueling opinions regarding

policy.
In response to a question by Representative Hudson, Co-Chair

Mul der clarified that the $300 thousand dollar study funded
in the budget would look at policy issues relating to
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t el ephones. The Regul atory Conm ssion of Al aska would fund
the advisory committee. The advisory conmttee would also
sunset at the tinme the Regul atory Conm ssion of Al aska woul d
sunset. It could be continued.

Representati ve Davies W THDREW hi s OBJECTI ON. There bei ng NO
OBJECTI QN, the anendnent to the anmendnent was adopted. There
bei ng NO OBJECTI ON, Anmendnent 1 as anended was adopt ed.

Co- Chair Mul der noted that he would work with the Conm ssion
and Representative Croft to address open dockets that
proceeded the new ti net abl es.

Representati ve Hudson MOVED to report CSHB 3001 (FIN) out of
Commttee wth the acconpanying fiscal note. There being NO
OBJECTIQN, it was so ordered.

CSHB 3001 was REPORTED out of Commttee with a "do pass”
recoomendation and wth a fiscal inpact note by the
Department of Community and Econom c Devel opnent.

#

ADJ QURNVENT

The neeting was adjourned at 7:58 PM
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