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CHAI RVAN TAYLOR ...neeting again cone to order, there being a
quorum present, that being Senators Ellis, Cowdery, Therriault,
Donley and Chair Taylor and the nmatter before us again was SB
3001, a bill introduced by the Governor for an early extension of
the Regul atory Comm ssion of Alaska and sone additional matters.
And, as | said, it is ny understanding the House has conme up with
a bill significantly different from that which has been
submtted. Menbers are ready to testify from Chugach — if you'l
gi ve us your full names please and proceed.

MR. BRUCE DAVISON. Thank you Senator Taylor and comittee

menbers. My nane is Bruce Davison. | am president of the Chugach
Electric Board of Directors. Wth me is Joe Giffith. He is the
general manager of Chugach Electric. He'll also have sone

testinmony with the Chair’s perni ssion.

Thank you for this opportunity to address you regarding the
reaut horization of the Regulatory Comm ssion. The |egislation
creating the RCA included routine sunset provisions calling for
an expiration date of July 1, 2003, approximately one year from
now. If the RCA is not authorized in the special session, it mnust
begin a year-|ong phase down period. During this period, the 2003
| egislature could still consider an appropriate fix for the
process as an alternative to outright elimnation and that’s the
position that Chugach espouses today.

As president of the board of Al aska s largest electric utility, |
believe the RCA needs to acconplish its mssionin a tinelier and
| ess costly manner and 1’1l give you some financial statistics in
just a nmonent. 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 and nenbers at every | evel
To date, for exanple, Chugach Electric provided over 60,000 pages
of information to each of four parties involved in a |[egal
di scovery process in our pending rate determ nation proceedings.
At | east one additional such discovery is schedul ed. Producing
this anpbunt of paper is a costly, nonunental and tinme consum ng
task. In other dealings with the RCA, we frequently find that
i nportant issues are not resolved. W end up considering the sane
issues in nultiple proceedings and in our current case we are
again considering a financing issue that has been considered
twi ce before. This type of repetition is costly and, in our view,
unnecessary.
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CHAI RMAN TAYLOR: Bruce, if you're at a point where you could hold
for a mnute? | have no idea where these nelodies and tunes are
com ng from

SENATOR DONLEY: Hey, one of ny first jobs was running the nuzak
machi ne.

CHAI RVAN TAYLOR: There you go. They are sonewhat distracting.

MR. DAVISON. | thought that was the ice cream truck down the
street.

CHAI RVAN TAYLOR: | assunme — we’'re trying to be tel econferenced to
as many different locations in the state as have called in to

conveni ence them and | think what’'s happened is — it’'s the kind
of background nusic you hear when they put you on hold at certain
offices so — | think w’ve got that elimnated now so if you -

proceed, go right ahead.

MR. DAVI SON: W believe that the existing process is inefficient
and that our nenbers are not receiving value fromthe regul atory
processes before the RCA. Chugach co-op nenbers nust pay for the
operation of the RCA in their nonthly electric bill through the
regul atory cost charge [RCC], which totals approxinmtely $360, 000
per year. In addition, base electric rates are also inpacted by
inefficiencies, that is, our costs to our nmenbers are driven up
by the expenses of attorneys and the heavy costs of funding,
organi zi ng and packagi ng docunments in the discovery process. That
costs us approximately $800,000 per year, internal overhead
costs. That does not include the costs of outside counsel and
consultants. In a typical year, Chugach El ectric enpl oyees spend
over 7,700 man hours - again, not including outside consultants
or attorneys in dealing with RCA issues. In addition, Chugach
| oses approximately $200,000 per nmonth in |ost revenues because
the RCA has not ruled on our pernanent rate increase requests.
The Chugach Board of Directors and managenent has an obligation
to its nmenber owners to assure that costs incurred are for the
benefit of the Chugach co-op nenbers. The current high cost of
regul ation, and nore inportantly, the diversion of key staff
resources are benefiting no one.

Chugach is not the only utility that has concerns with the RCA
O hers have noted that the RCA has a larger budget and nore
people than its predecessor, the APUC, but still operates too
slowy. The executive director of ARECA, that is the Al aska Rural
Electric Co-op Association, stated in a recent letter to the
House Finance Chairman, Eldon Milder, quote, the regulatory
process is still broken and nmust be fixed. The present process
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costs the electric utility industry nuch tinme and noney to run
the regulatory gauntlet. W firmy agree. In fact, we prefer no
economc regulation at all as the electric boards of our
cooperatives are perfectly capable of balancing the needs of the
association with the needs of its nmenber owners. In 31 of the 46
states that have electrical co-ops, there is no econonmc
regulation. It is totally optional. W appreciate the willingness
and the involvenent of the Senate Judiciary, that the conmttee
has shown in addressing the problens that plague the RCA's rate
maki ng process and we wel cone a nore thorough exam nation of all
of the issues involved. Addressing the ineffectiveness of the

RCA's current regulatory process will ultimately benefit all of
the consuners in the Railbelt. | believe there are solutions to
the problens that we are encountering. | also believe that the

solutions can be worked out in the next six nonths before the
next |egislative session convenes. Thank you for your tine and
attention and |I’'d be happy to answer any questi ons.

CHAI RMAN TAYLOR: Go right ahead, Joe.

MR JCE GRIFFITH M. Chairman, let me summarize one of the main
points that we hope to bring to you down here today. W’ re on
record having testified at Ileast on two other occasions,
specifically about exanples. |If +those are necessary to be
provi ded, we’d happily provide them again but in the interest of
time let me say that first we think the Comm ssion takes far too
long to make their decisions. The process can be shortened and
shoul d be shortened. It sinply takes too |ong and costs too nuch
noney and | won't give you the exanples though there are those
that they are in other docunents that have al ready been prepared.
Second, we don’'t believe the Comm ssion controls its processes
very well. You heard ny board president say that we’ve already
produced over 60,000 pages of discovery in this ongoing current
rate case that we have and this is — we at |east have one nore
round. We’ve had about 13 depositions of senior staff across the
conpany and we're spending a great deal of time with very high
priced staff, either in discovery or depositions and not doing
what our primary business is, which is to keep the lights on in
the Railbelt. There does not appear to be any imediate end to
that and, in fact, my deposition is scheduled for the 8'" of
July. It should be another interesting one. Thirdly the
Comm ssion processes issues again and again and again and it
can't seem to conme to a final decision in many of these
circunstances so the result is that things don't go away. They
keep com ng back to haunt you after you thought that they were
put to bed. One financing i ssue has been considered tw ce before.
It’s now again and, in fact, it wll a part and parcel of this
deposition that | nentioned to you that I will be subjected to
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the 8'" of July.

The rate case that we started in 1996 is still open. That’'s an
excessive period. W' re beginning to hone in on the end but it
clearly is taking too long. W believe the Conm ssion has a role
in this state. Mst assuredly they provide a forum for the
menbers and custonmers of the various utilities to converse with
it who have problens. They also provide a valuable role in
defining the boundaries until we beconme a fully deregulated
across the board. W need them but we need to fix what they're
doing and our suggestion is very sinply put sonme sort of a
managenment audit on top of these folks. Take a | ook at how they
do business. Cone back with a report, preferably to the next
| egislature and let’s establish sone guidelines and sone people
as an oversight group — give themsone tinelines. Then |I think we

can all go off into the sunset doing business in a nore
productive manner. |'d be happy to answer any questions you m ght
have.

CHAI RVAN TAYLOR: Senat or Cowdery.

SENATOR COADERY: How many, approximately, in the electric
utilities do you know — or maybe | should ask RCA but - do they
manage st at ew de?

MR CRIFFITH: In the Railbelt it’s five and it nust be another 20
in the rest of the state so it’'s a relatively large nunber. 1'm
sure Ms. Thonpson has a better feel for the rest of the state.

SENATOR CONDERY: Thank you.
CHAI RVAN TAYLOR: O her questions?

SENATOR CONDERY: Let nme follow — do you think that their workload
due to all of this is too |arge?

MR. CRIFFI TH. Yes | do.

SENATOR CONDERY: Thank you.

CHAI RVAN TAYLOR: Senator Therriault had a question | think?
SENATOR THERRI AULT: Yea, thank you. In your conments you said you
see a role for the RCA and we’ve heard testinony and | believe it
was Friday the gentleman from APU in Anchorage testified that
statutory changes that people are desirous of seeing should be

separated fromthe extension and | think in your comrents did you
say that we shouldn’'t extend at this tinme? That we can take care
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of everything [indisc.] in the sunset year?

MR. DAVI SON: Right. That’'s our position. There's one year before
they would actually under the statute be required to cease
operations. There's a six-nonth period between now and the next
| egi sl ative session. Qur suggestion is to establish an oversight
commttee. Use that six nonths to cone up wth positive
reconmendations to give to the next session. The next session
will then have an entire legislative session to consider the
reconmendations, inplenment them and enact new legislation to
aut hori ze the continuance of the RCA for whatever tine period and
under whatever conditions they deem best after reviewing the
commttee’ s report.

SENATOR THERRI AULT: | think, as you tal ked about the dates, you
said the termnation is next year but if you |ook at 44.66.010,
whi ch tal ks about the term nation of boards and conm ssions, and
if you look into the bill that the Governor’s introduced, the
comm ssion termnates the end of this nonth. That's the
termnation date and for the w nd-down year, that’s the (b)
section of that statute. It says wupon termnation so the
| egi sl ature, w thout taking sone action to extend, would have -
we woul d have gone beyond that term nation date so the conm ssion
woul d have terminated and — according to the language in the
statute, and then had one year after termnation to wap up its
busi ness. W’ ve heard testinony from Enstar and other wutilities
that that causes them a lot of concern wth their financial
mar kets. W’ ve got people up in Fairbanks that would testify that
t hat causes them concern too. So, it doesn't seemto — | have not
heard anything that seens to justify in ny mnd that we should
take that step of actually termnating themand putting theminto
their w nd-down year versus doing a shorter extension than was
reconmended by the auditor while these other statutory changes,
which | believe there is quite a bit of support for a nunber of
these things, are worked out and the |egislature cones back and
then considers them So | guess — | don’t understand what is the
necessity of actually putting theminto termnation — term nating
t hem according to | anguage in the statute so that we can work on
these things. It seens |ike we could work on them w t hout causing
the problenms that have been testified to by putting them into
t hat w nd-down year.

MR, DAVISON. | think there’s a two-part response. The first part
is that that will provide the necessary incentive to address the
problens that we view as seriously affecting our conpany and
wi thout the deadline of a term nation of that particul ar agency,
we’'ll be back here again next year giving the sanme argunents
debating the sanme issues. Second of all, and I'lIl refer this part
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of the response to Joe Giffith, this is not the first tine in
this state that an agency has been sunsetted and, at |east, based
on his experience in the past, there is no catastrophic, sky is
falling need to extend a year before you have the sunset year -
and Joe, you' ve got sone experience in that.

MR GRIFFITH If | may, M. Chairman. In 94 we essentially did
exactly the sanme thing with the APUC and it seened to work quite
well. The transition was al nost seam ess and the next upcom ng
| egi slature reauthorized it and I guess we don't see it as that
big a problem Qur view of the process is such that it isn't
getting the result it should right now W think sonething needs
to be done to get sonebody’'s attention to fix sone of these
costly delays that we face and until — | guess our thought is if
you don’'t do that, then what you' re saying is business as usual
at least for another year or two or however |long that you m ght
extend it. We don’t think that's in the interest of the citizens
of Al aska or our consumers [indisc.].

SENATOR CONDERY: In the |last hearing — or the Anchorage hearings

anyway, | don’'t know if it’s the last one but — on the cost of
del ays that you brought up. That was sort of disputed by the -
the cost is a false cost, that it really wasn't a cost. | think

that you sat through that. Could you respond to that again? I
mean. . .

MR, GRIFFITH | understand the question and the assertion and if
you took it flatly on the statenment it is not a cost - it is a
| ost revenue. The |onger these things draw out, if you decide
that because of your revenue requirenment calculation that you
need a rate increase and you don’'t get the full amount, and we
are operating currently under an interimrefundable rate and have
been since July of 2001, there' s always the possibility you m ght
have to pay that back and it could becone a big cost. But the
nunbers | gave you was related to the difference between the
interimrefundable rate that they placed us under in July of 2001
and what we had really asked for and that nunber you heard is
about $200,000 a nonth of lost revenue. It is not a cost. That is

true. It is a lost revenue that you never will, ever recover.
SENATOR COWNDERY: Kind of |I|ike the wnd-dow of our oi
production. W're not going to recover that until we get nore

production or the gas line or sonmething |like that.

MR GRIFFITH Well | can never recover it until they authorize ne
to charge at a higher level and they may not. | understand that.
That’s the risk of a regulatory body and that’s their purpose is
to substitute for the marketplace and, in nost cases, they do it
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well. It just takes too long to get there.

SENATOR COADERY: You said earlier — or soneone said that all he
wanted was a decision, a firm decision, and hopefully in your
favor but he would accept that even if it wasn't.

MR. GRIFFI TH. A decision — a good decision that we stood by. Even
if | didnt like it, it's better than no deci si on.

SENATOR CONDERY: Thank you.
CHAl RMAN TAYLOR: Senator Therriault.

SENATOR THERRI AULT: Under AS 42.05.711 and 712 sets out a
mechani sm whereby a utility can ask to be — ask its nmenbers to be
exenpt from regulation by the RCA. It sets out a mechanism here
and says how the |anguage shall even appear on the ballot. Are
you aware of that provision and have you thought about going to
your nenbership to ask for an exenption?

MR GRIFFITH |I'maware of it and we have thought about it.
SENATOR THERRI AULT: Any why have you not done it?

MR. CGRIFFITH W haven’t decided that it’s worthy of heading in
that direction at this point.

CHAI RMVAN TAYLOR | just had a couple — Joe, you actually went
t hrough the 1994 grace period or w nd-down year with the APUC and
you were managing the utility or operating within the utility at
that tinme?

MR CGRIFFITH At that tinme | had the — our regulation division
was under mny tutel age, yes.

CHAI RVAN TAYLOR And you indicated that there was alnpost a
seanless transition? | think those were your words? Governor
Hi ckel was a | ame duck governor at that tine when the 94 session
concluded. Are you aware of any conpanies in the state that went
to him and demanded that he call a special session to save the
APUC because it was going to go into this terrible w nd-down year
and all of these evil, awful things were going to happen to then?
Do you renenber anything |like that because | don't. | was here
too and I was in the legislature at that tine.

MR GRIFFITH |’ m not aware of any.

CHAI RVAN TAYLOR: |I'm not either. Is there any historical basis,
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in your opinion, for the histrionics and rhetoric that | hear
comng out of the Chairman of the RCA and out of this
Adm ni stration about how people are going to |eave their jobs
because they’ Il be insecure — financial nmarkets are going to just
crunbl e and not be avail able to anyone? They won’'t be able to do
any of their work so all of their utilities relying on pass-
through federal dollars and other things wll be held in
j eopardy, or at |east threatened by these Conm ssioners and their
public statenents. Did any of that take place with the old APUC?
Did they hold people hostage and threaten utilities and so on?

MR. GRIFFITH: Not to my know edge.

CHAI RVAN TAYLOR: How cone is there a difference, in your opinion,
today? 1'd really like to understand this because we’'re seeing
extrene levels of political pressure being brought on this
| egislature for the early extension of one petty little agency
and we’'re all sitting here because of it and I'd like to know if
you’ ve had any understanding as to why we’re here?

MR RIFFITH M. Chairman, | don’t. | could opine, I'’msure, for
the next two hours on all of the events that have led us to this
point today. From ny perspective | have not encountered any
problem with the financial markets in view of our discussing
this. | have $330 mllion in public debt in this country and
rated by three rating agencies. None of them have had any probl em
with the discussion that we’'re having. | think I can understand
the Commission Chair’s point of view Wre | in her seat, 1'd be

concerned about ny people and about the future and about the
wor kl oad they have and all of those, and perhaps that the source
of sone of the concern we’'re seeing is just that bad things could
conme of sonething like this. Maybe that’s the fear but that’s one
man’ s opi nion and you shouldn’t rely on it.

CHAI RVAN TAYLOR |s there any basis, other than paranoid opinion
for the horror stories and the sky is falling spin story that’s
been going on out there now for about a nonth in the press. 1'd
like to know if there’s any historic basis anyplace in Al aska for
that or if this is just all enotional spin so as to drive the
Legislature to do the Governor’s bidding.

MR CRIFFITH M. Chairman, | can’'t answer that for you. I'm
afraid | don’'t have the answer to that. | think we could w nd
this thing dowmm in a year if we had to or we could fix it in a
year if we had to and we’d be happy to participate in that in any
manner .

CHAI RVAN TAYLOR: Do you think we ought to do it in two days?
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MR, GRIFFITH No. | think anything you do in two days is probably
the | aw of unintended consequences will reign in the end and we
may be unhappy with where we end up in two days.

CHAI RVAN TAYLOR | wish I could agree with you. | think we’'re
going to end up with sone very significant intended consequences
— consequences intended politically to benefit certain special
interests that don’t have a bloomng thing to do with the people

of Alaska or your rate payers. | think that’'s the |ast people
that are probably going to be given consideration around here, at
least if | |look at what the House is doing right now. | want to

thank you very much for comng in and if you have further
guestions? Go right ahead Senator Therriault.

SENATOR THERRI AULT: Let’'s talk a little bit about what the House
has done. It’s ny understanding, and | have not | ooked through
the bill extensively, but they have sone tineline |anguage in
there. They have sone |anguage with regard to an oversight
commttee that would nake a report to the legislature. It seens
| i ke those two things were encapsulated in the comments that you
made as things that you see as being desirable. Can you conmment
on what the House Finance Commttee passed out?

MR CGRIFFITH Wat | said yesterday after a very brief review of
the bill was that, in nmy view, it was putting the cart before the
horse in that the Comm ssion would be reauthorized before this
oversight commttee had any opportunity to review what needed to
be done or what recommendations were going to be nade. For
exanple, certain tinelines are set. That was the primary thrust
of the legislation. Al of the tinelines that were set could be
extended by the Chairman of the conm ssion, presumably only if
good cause existed but who's to say exactly what that neans. |
don’t know if these tinelines are good or not. It seens to ne
that would be one of the duties that the oversight commttee
woul d undertake is to see what tinelines need to be established,
what ot her procedural types of rules need to be established and
then report back to the legislature the recomendations of the
commttee that then would be the basis for the enabling
l egislation to allow the Commission to be reauthorized. To ne
that seens to be a nore |ogical order than in two or three days
having this Legislature decide what rules should be inposed upon
the Comm ssion to satisfy the concerns and problens that the
utilities have testified to.

SENATOR THERRI AULT: So are you not supportive of the House bill?

MR GRIFFI TH:  No.
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SENATOR THERRI AULT: And their extension — was it for two years?

MR CRIFFITH It would be tw years after July 1, 2003, which
would run it to, | believe, July 1, 2005.

SENATOR THERRI AULT: So, if we were to extend for one year, so
that basically we’d have another |egislative budget and audit,
which includes a provision where you as a conpany can nmake
corments to the auditor confidentially to be incorporated into
the report nmade to the legislature. If there’'s an oversight
commttee that also |ooks at the way the Comm ssion’s conducted
itself, whether it’s either through regul ations or inplenentation

of statutory directives from the legislature — whether they're
followng the intent of the legislature — and that to report back
to the legislature. | guess | don't — | still don’t understand

why you say it’'s the cart before the horse because it seens |ike
what you’'re asking for, is that the |egislature, even though you
say that you would like the Comm ssion to be extended or that
there’s a need for a Conm ssion, you want the Legislature to be
pushed right up to the brink — basically over a barrel so that
sonme piece of l|egislation absolutely has to be passed. And the
hi story, people say well you only get to these things when it
comes up for the sunset every four years or whatever and the
| egi slature won’t consider any changes in between then, the
reason for that is every tine a piece of legislation gets
i ntroduced, we get to the end of the session or the end of the
process. Anmendnents cone from nowhere — floor amendnents — no
comm ttee debate, and what you' re basically asking us to do — and
that’s been certainly the ten year history and ny involvenent in
these types of issues, what you re asking us to do is to
basically put the Conmission right up that brink and God knows
what we’'ll be faced wth then as far as anmendnents - floor
anendnents — and no conmttee process. That’'s sonething that |
just don’'t see any justification for, when we can extend for a
year - that’s 12 nonths while the legislature can thoughtfully

work these things out - and your own criticism of the House
Finance bill yesterday, perhaps happening too quickly, not enough
time for different utilities to make coments on it. | had one
utility in Fairbanks tell ne that the tineline | anguage that was
worked out — they really didn't want to see it pass because
they’'re not sure that it was short enough. | just have still not
been given any kind of justification for pushing this whole thing
right to the brink - basically, according to the statute,

termnating the Conm ssion and putting it into its w nd-down year
and all of the potential negatives that we’ ve heard based on
that. You still haven't given ne a justification to do all that -
seens all of the things you want to do, work things out in a
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met hodically, tinely way can be done. As far as a difference
bet ween now and "94, in 94 the |ack of the reauthorization was -
we had testinony that it was uni ntended. That was conveyed to the
different wutilities through the Conmssion itself, to the
financial nmarkets that that was conpletely unintended and that
there was a conmtnment to reauthorize imediately at the next
| egi sl ative session, which was done. So as far as a seanless
transition, it seens like that dynamic is conpletely different
than you saying well, let’s put them into sunset and if they
don’t performor if we can’t get all of these things, we’ re going
to do what? Term nate thenf? Your own testinony says that’s not
what you want to do so why would you push things right to the
brink? I just don’t understand why — and | guess | place a | ot of
credibility on the testinony that we had in Anchorage again from
the gentleman from APU who said we really need to separate the
two. Reauthorization for a shorter tinme period should be
separated and depoliticized from the statutory changes that are
necessary.

CHAI RVAN TAYLOR: Was there a question in there?
SENATOR THERRI AULT: |’ m not sure.

SENATOR DONLEY: M. Chai rnman?

CHAI RVAN TAYLOR: Go right ahead Senator Donl ey.

SENATOR DONLEY: First of all, ballpark, how many nenbers does
Chugach have?

MR, GRIFFITH W have 70,000 points of service and about 58, 000
menbers that we directly serve on the retail side. W also
provi de service to nmgjor whol esal e custoners and one snall er one,
nanely Matanuska Electric, Homer Electric, the Seward electric
system and we sell econony energy to Golden Valley in Fairbanks.

SENATOR DONLEY: Thanks. Just so the commttee knows, |'m one of
the 58,000 — |’ve been a nmenber for 18 years. |’mnot convinced —
| think you nade a good case as to why not extend the Conm ssion
so | do think you gave justification, from ny point of view I
understand Senator Therriault said you didn't. That’'s his point
of view M point of viewis you gave reasonable justification as
far as the w nd-down of the APUC from the past. Boy, you know
|’ ve been around here a long tine and sonetimes |’m just amazed
how t hi ngs get represented by a few people and then they becone a

deal. | nean, especially over the last few years, | keep being
told of all of these deals on different funding sources and deal s
that | was never informed of or participated in. I, you know,
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whet her the financial markets were inforned that the w nd-down
year, back in whatever it was, was unintended, that doesn’t
necessarily — it’s just not that persuasive to ne because |’ve
seen people nmake up subsequent deals. [|’ve been victimzed by
subsequent deals that weren't there that the budget and audit
commttee just changed the budget and it was done intentionally a
certain way so, whether it was intended or not intended is in the
eye of the beholder and the individual |egislator at the tine.

The fact is, it functioned well into that year and so |I do think
you nade a reasonable case and | do think that there’'s a
necessity for sone sort of time certain and that was one of the
whol e reasons behind the original sunset law. | think the
termnology that’s used in the existing statute is unfortunate
and | think it’s been around for a long tine and obviously

anybody thinks there’'s sonmething termnating they go away. But
that isn't what really happens in the existing statute. They

don’t go away. They still hang around for a year and continue to
do business and they've got tons of |egal opinions saying they
have full legal authority to accept new cases and handle it so
even though the word ‘terminate’ is used in the statutes, it’s
not what | think any common English | anguage expl anation of what
‘termnate’ nmeans would be in reality but | just said that | do
think you gave a legitinate reason. |’'m not saying that |
particularly support that course of action, but | thought vyou

gave a good reason. Thank you M. Chairman.

CHAI RMAN TAYLOR: |’'Il ask a question. Joe, you were here when
this took place in 19947

MR. GRI FFI TH: Correct.

CHAI RVAN TAYLOR: Did sonebody tell you that failure to early
extend in 1994 was an uni ntended act by the |egislature and that
everybody was assured this was going to be taken care of in the
next year? Did you hear that information?

MR GRIFFITH 94 was a long tine ago for an old guy to renenber

| think I heard the words that it was sonme kind of an oversight,
a mstake, that it didn’t get reauthorized. | heard nothing about
notifying of the markets or the rating agencies or any of those
folks. I think I would have heard that because | was the CFO for
Chugach at the tinme and had an ongoing dialogue wth ny
financiers that | maintained virtually on a weekly basis. There
were some questions from rating agencies of what’'s going on -
what is this? W answered them and that was the end of that
di scussion. This time though | haven't even had the calls from
rating agencies yet.
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CHAI RVAN TAYLOR: You see, | was majority |leader in the Senate at
the tinme and | had 10 years of service in between the House and
the Senate. | was part of the |eadership at that tine and naking
decisions as to what bills were going to pass and weren't going
to pass. You know sonething? |1’ve got no recollection of this
uni ntended action taking place but there' s always revisionist
hi story, | guess, around here but maybe |I'm like you, Joe, |I’'m
getting a little too old to renenber.

SENATOR DONLEY: M. Chairman, just to be fair, | renmenber people
saying that it was unintended but | don't — just because sone
people say that doesn't nmake it true, just |ike sone people
saying - oh we had a deal to continue to fund this particular
budget itemat a certain |level - doesn’'t nmake it the truth.

CHAI RVAN TAYLOR: | [indisc.] if there is any recollection of this
havi ng sone inpact because it has a nmetal edge that did have an
inpact and that we're in a different scenario today, if that in
fact is the case | wasn’t aware of it either Joe. Thank you very
much. Are there further questions?

MR. GRI FFI TH: Senator, thank you.

CHAI RVAN TAYLOR Apparently — do we still have quite a crowd
standing out there in the hall? | was concerned that we were out
of chairs and this thing was too cranped and we could nove to the
ot her room because we get a lot of road noise off this — it may
be difficult to hear for you people. Are there people who have
not yet testified? Yes sir. Wuld you cone forward? Eric, did you
Wi sh to testify next?

[ I naudi bl e response. ]

CHAI RMAN TAYLOR: | wanted to take those people first and then |
wanted to get to GCl because | have some questions for them and
for the Conm ssion. Go ahead.

10: 58 a. m

MR WES CARSON: M. Chairman, |I'm Ws Carson from Al aska
Communi cation Systens. | appreciate the opportunity to be wth
you. | do have witten testinony that 1'd like to submt and,
with the commttee’'s permission, would like to share sone of
t hese comment s.

CHAI RMAN TAYLOR W have a staffer here right now [indisc.]
copi ed.
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MR CARSON. M. Chairman, wth regards to the legislature’'s
consi deration..

CHAI RMAN TAYLOR: Just to rem nd you, you were sworn under oath in
Anchorage when you gave a brief statenent. Then you went down for
your son’s wedding, if | renmenber right.

MR CARSON. | did and it was very nice. Wth regard to the
| egi slature’s consideration of the proposed reauthorization of
the Regul atory Comm ssion of Al aska, we again state enphatically
our belief that the regulatory status quo is unacceptable. W
have serious concerns about how the regulatory processes and the
substantive decisions are affecting the long termpublic interest
of Alaskans, as well as the economc strength of the state’'s
regulated utilities. Qur concerns, and those expressed by any
other wutilities throughout Al aska, nust be addressed by the
| egi slature in a thorough and conprehensi ve manner before the RCA
is reauthorized. Attached to ny witten testinony are sone
outlines of substantive and procedural issues that we would
suggest be included in that review

As we did in Anchorage, we'd like to just take a nonment and talk
about the four ACS I|ocal telephone conpanies that serve 75
percent of the access lines, or the custoners, in the state and
those conpanies are ACS of Anchorage - the forner ATU, ACS of
Fai rbanks - the former FMJS, ACS of Al aska serving Juneau and
several other communities, and ACS of the Northland which serves
our nost high cost areas.

W believe that the RCA has purported to sinply inplement state
and federal law and regulations and to take its policy direction
fromthe |egislature but we believe they create their own public
policy and legal interpretations where necessary to support their
positions. And we contend that the RCA seeks to pronote
conpetition in |ocal tel ephone at any cost, in particular to ACS,
but, in the long term in the interests of the Al askan consuner,
and the rural Al askan consunmer in particular, and we would
suggest a couple of exanples to support our view. One is the
Anchor age | nterconnection Agreenent.

This agreenent between GClI and the old ATU, Anchorage Tel ephone
Uility, was one of the first in the nation — was approved by the
Alaska Public Uilities Conmssion in January, 1997. It
established the terns for I|ocal telephone conpetition in
Anchorage, including the rate at which GCI would |ease from ATU
the unbundled network elenment |loop — UNE |oops, which is the
tel ephone circuit or line connecting the custonmer to the public
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switch tel ephone networKk.

In 1997, in an order, the APU established a tenporary UNE | oop
rate of $13.85. It was intended as a short term substitute, one
that would be finally replaced by one done in conpliance wth
federal law. In the Comm ssion’s own words, quote, all prices in
the arbitrated interconnection agreenent are tenporary in nature
and will require a full study based upon a cost nethodol ogy to be
determ ned by this Conm ssion at a |later date, end quote.

ACS of Anchorage as the successor to ATU sought, but failed to
obtain, an agreenment with GCI for new cost based rates. ACS then
asked the RCA to set newrates in conpliance with the federal |aw
of January, 2000, arguing that the then three year old rate of
$13.85 was so low as to effectively force ACS to subsidize GCl's
conpet i ng | ocal t el ephone servi ce. Undoubt edl y this
nonconpensatory rate, which gives GCl a significant cost of goods
advant age over ACS, has contributed to meki ng Anchorage the nost
conpetitive local telephone market in the nation. It explains in
part the remark made by RCA Chair Nan Thonpson in a speech on
July 30, 2001 at the Anchorage Chanber of Comrerce when she said,
guote, My col |l eagues on other state conmm ssions are astonished to
hear that a conpetitor has captured 35 to 40 percent of the
Anchorage nmarket, close quote.

The RCA on March 6, 2000, opened a docket to set new rates and
expressly recogni zed that the existing rates for both tenporary
and quote, not based upon an accepted forward | ooking cost
nmet hodol ogy, cl ose quote. Neverthel ess, the RCA took no action on
the open docket and finally, a year and a half after requesting
new forward |ooking rates with no resolution in sight, ACS
requested a new tenporary rate. The RCA held a hearing during the
latter part of 2001, in which ACS submtted extensive evidence
supporting a UNE |oop rate of $24.00. ACS requested an interim
and refundable | oop rate increase. This neans that in the event a
finally adjudicated rate was less than the interim rate, ACS
woul d refund to GCI any overpaynent, thereby protecting GCl from
econom c harm On the other hand, if the interimrate was set too
| ow and the finally adjudicated rate was higher than the interim
rate, ACS may have no recourse to collect the underpaynments from
cCl .

At the hearing, GCl's counsel nade an oral representation
unsupported by any cost studies submitted 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. So, tw and half years after

SENATE JUD COW TTEE -17- June 25, 2002



requesting newrates in conpliance with federal law, and five and
a half years after initiating interconnection conpetition, ACS
still has never had an Anchorage UNE |oop rate established in
conpliance with federal law. In fact, ACS has been unable to
obtain even a schedule for resolving this matter and as our
submtted cost studies would indicate, we’'re receiving a
nonconpensatory rate for UNE | oops.

A second exanple is the term nation of the ACS rural exenptions.
As we’ve tal ked about before, tel ephone conpanies classified as
rural or, in other words, serving a high cost area, by the
Telecom Act of 1996 are exenpt from the obligation to
i nterconnect their network and | ease |oops to their conpetitors.
State comm ssions can termnate a rural exenption but only
according to the Act, if that state comm ssion finds that it is
technically feasible, not unduly econom cally burdensone, and we
woul d be consistent wth preserving universal service to do so.
The Act recognized the fragile econonics of nost rural tel ephone
conpani es.

&Cl requested, in 1997, that the APUC term nate rural exenptions
for Fairbanks, Juneau, and several other ACS rural territories.
The APUC placed the burden of proof on GCI and found that the
economcs of interconnection conpetition wuld be unduly
burdensonme on these conpanies. The APUC therefore ruled that the
exenption should be preserved. GCl appealed the order and the
Al aska Superior Court renmanded the case back to the APUC with the
instruction to place the burden on ACS. The APUC did... [END COF
TAPE] .

[ The following portion of M. Carson’s testinony was taken from
witten testinony.]

...S0, then termnated the rural exenptions of the ACS conpanies
and ordered interconnection with GC on June 30, 1999. ACS
appeal ed the APUC s decision to the new RCA. Wthout a hearing,
the RCA sustained the termnation of the rural exenption. ACS
appeal ed the termination. In July 2000, the 8" GCircuit Court of
Appeals, in a decision that was binding on all other circuits,
hel d that the burden of proof nust be on the conpetitor, not the
rural telephone conpany, and the economc burden on the rura

t el ephone conpany associated with conpetitive...[END OF SIDE A]

TAPE 02-45, SIDE B
MR. CARSON. ...entry nust be considered. Oobviously recognizing

that the rural exenption term nations had been done in a nanner
contrary to federal law, GClI appealed the matter to the U S
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Suprene Court to review the 8'" Circuit’s rulings on these
specific issues. The U S. Supreme Court denied the GCl request,
| eaving the 8'" Circuit decision on these matters the law of the
| and.

Yet the RCA refused to conply with the law, stating quote, The
8" Circuit’s ruling on the assignment of the burden of proof in
a rural exenption proceedi ng does not persuade us to revisit that
issue here, close quote. This was a clear case of the RCA
ignoring the federal law that did not conport with their own
policy to force conpetition in rural areas.

CHAI RVAN TAYLOR: Let ne interrupt you there, Wes. |Is that matter
now on appeal ?

MR. CARSON. Yes sir, it is. It’s pending before the Al aska
Suprene Court.

CHAI RVAN TAYLOR And why is it on appeal ?
MR. CARSON: Because ACS appeal ed the matter.

CHAl RMAN TAYLOR: Whay were you forced to appeal the decision by
the 8" Circuit to our Supreme Court?

MR. CARSON. W had requested reconsideration by the Regulatory
Comm ssion of Al aska. They declined to do so.

CHAI RVAN TAYLOR: Let nme clarify that. You nmade a notion for
reconsi deration and you | odged that with the Comm ssion. Did the
Comm ssion give you a hearing on reconsideration or were you j ust
sumarily deni ed?

MR. CARSON: My recollection is that we were denied, at which
point we filed with the Superior Court.

CHAl RVAN TAYLOR: Well, that’s the route you have to go. You have
to go first to the Superior Court and then on to the Suprenes.
But in applying — after - this 8" Circuit decision, the panel
here has heard a great deal about it, it seens to ne that that is
a mpjor shift, or at least a major declaration of what the status
of the federal law is and - are you telling us that the RCA
refused to hold a hearing even on reconsideration? That they just
summarily said no, we’'re not going to listen to you, we're not

even going to take it up, we don't want to hear anything about
it?

MR. CARSON: Yes, M. Chairman. In fact, we went to the FCC and
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explained our situation and the comon carrier bureau in a
decision in a matter indicated that there was no need for themto
issue a rule because the 8" Circuit was clear and the FCC was
bound to follow it.

CHAI RVAN TAYLOR Right. You re not having a problem on the
federal side because the feds do respect the 8" GCircuit
decision, right?

MR. CARSON: That's correct.

CHAI RVAN TAYLOR: Now how | ong do you think it’s going to take to
work on through to the Alaska Suprene Court so you can get sone
finality on this where the RCAwill finally be ordered one way or
the other, to either abide by the 8" Circuit decision or to do
their own thing, |I guess?

MR. CARSON. W anticipate perhaps by fall of this year the
Supreme Court may rule on the matter but what's really a
difficulty for us is if, in fact, the rural exenptions have been
inproperly termnated, we are losing market share and we're
|l osing revenues in a nmanner that was acconplished in a — not a
| awful way and | don’t know how, as we continue to let this rol
out, we can ever be made conpletely whole for that. That’s why
there’s urgency to us in this whole matter because we believe
t here have been actions taken inconsistent with federal |aw that
are damaging to us economcally and until we get sone resol ution
we're at a loss with no way to recover.

CHAI RVAN TAYLOR o right ahead.

MR. CARSON:. The RCA also term nated the exenption for ACS s nost
rural conpany, ACS of the Northland, despite GCl's testinony in
1997 and again in 1999 that it was seeking interconnection only
in North Pole, not in these other territories. W don’t believe
any specific evidence was entered into the record to support the
notion that the petition would not be economcally burdensone,
nor that it would not jeopardize universal service. Declaring its
intent that the rural exenption be termnated for these snall
communities, the RCA said, quote, W have a responsibility to
carry out t he i nt ent of Congr ess in adopti ng t he
Tel econmuni cati ons Act of 1996, which is to require conpetition
in the provision of |local teleconmunications services, close
qguot e.

We contend that the RCA has the responsibility to carry out the

full intent of the Act, not just the provisions that support the
comm ssion’s own agenda. The Act pernmits a state commssion to
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termnate a rural exenption only if there is an affirmative
finding that it will not be unduly econom cally burdensone and
that it will not jeopardize universal service. W don't believe
there was such a finding in the case of the so-called d acier
State properties.

A point on interconnection agreenents that transpired in

Fai rbanks and Juneau — as a result of termnating the rural
exenption, ACS was conpelled to permt interconnection in our
networks there and to lease UNE | oops to Fairbanks — to GCl in

Fai r banks and Juneau. In sharp contrast to the dilatory handling
of the ACS request for legal loop rates in Anchorage, the RCA
very pronptly set rates for Fairbanks and Juneau in response to a
request from GCI. The actual ACS cost for an average loop in
Fai rbanks is about $33.50, and that is based on the cost
information we provide federally to receive universal service
support. The RCA set a UNE |oop price for Fairbanks of $19. 19,
giving GCl a cost of goods that is just 57 percent of the ACS
cost.

At the tine it terminated the rural exenptions, the RCA stated
that quote, Negotiations regarding appropriate UNE pricing can
achi eve an acceptable |evel of econom c inpact, close quote, and
promsed that it would play a continuing supervisory role to
ensure that, quote, Economc burdens borne by the incunbent
carrier in a nmarket where |ocal conpetition is newy introduced
are not too great, close quote. The conpany testified in the
Fai rbanks rural exenption proceeding that economc harm would
result froma UNE loop rate as low as $27.30. The RCA flatly
rejected the conpany’ s argunment about economc harm declaring
that that UNE price - this is a quote, that UNE price 1is
unrealistically low, close quote. The RCA then...

SENATOR DONLEY: Ws, | read that part already. | didn't
understand that. ACS said if it was below $27.30 it would hurt -
they’d be losing noney on providing that service. And then it
says the RCA flatly rejected the conpany’s economc harm
argunent, and then it says declaring, quote, that the UNE price
is wunrealistically low That seens contradictory wth the
rejection of the 27.30 unless they' re saying that we recognize
the earlier set price was low, but the 27.30 is too high. It just
seens — |'’mnot following it well.

MR. CARSON: Senator, basically what the RCA said in the order was
that you woul d expect the rural conpany to offer, as an exanple,
a very low UNE rate so that they could show economc harm W
used a rate of 27.30 and denonstrated what the harm would be and
they said that we don’'t accept that 27.30 would really be a UNE
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rate. We think that's unrealistically low So, in rejecting the
econom ¢ harm argunent, they said that our exanple of $27 was
unrealistically low, inplying that the UNE rate would be higher
t han $27. 30.

CHAI RVAN TAYLOR: And then they canme up with a rate that was, in
fact, lower than the 27..

MR. CARSON:. $19.19 - about two-thirds.
SENATOR DONLEY: |'m having a really hard tinme understandi ng that.

MR. CARSON. W have a hard tinme understanding that too, Senator.
And basically — I’mrepeating nyself but — we offered an exanple
to denonstrate the kind of economc harmthat would result froma
$27 UNE rate.

SENATOR DONLEY: Is there sonme difference in the criteria, the
federal criteria, for — in our earlier hearings | was starting to
— | thought that the UNE rate — is there sonme dichotony there I’'m
not understanding? They're wusing it for different types of
functions?

MR. CARSON. | don’t believe so Senator. Wen you establish the
rate for the unbundl ed network el enent | oop, that is the rate for
i nt erconnecti on.

SENATOR DONLEY: Ckay. |I'msorry to interrupt you. I was just — it
was not — it didn't nake sense to ne.

MR, CARSON: |I'msorry that wasn’'t clear.

SENATOR DONLEY: No, | guess it’'s clear. It just doesn't nake
sense.

CHAI RVAN TAYLOR: Does everybody understand that now? They cane in
with a rate of 27 bucks. The Commission said that’s far too |ow
to be justifiable. Then the Conmission cones in with a rate of
about $19. Go ahead.

MR. CARSON: This is another exanple of the RCA followng its own
policy agenda and, in effect, determining to grant GC a
conpetitive advantage as they had in Anchorage to try to
replicate the conpetition in that market. Further, to establish
the loop rate, the RCA rejected ACS s nodel that was based on our
actual cost to build — our actual forward |ooking cost to build
and instead elected to set prices based on an inproper economc
nodel and using inputs or, in other words, cost data that was not
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our cost data but rather based on Lower 48 conpani es.

SENATOR DONLEY: Can we tal k about that a m nute because | want to

- getting on a roll here but... This nodel issue — | guess other
than what variables you plug into the nodel, it seens |ike the
big public policy issue here surrounding it — not the biggest

| evel of consideration but one of the nmedium levels of
consideration actually is whether it’'s a forward | ooking rate or
an actual cost rate. Can you explain to ne what your opinion is
what the law says the rate ought to be based on because in
reading materials from other people involved in all this
di scussion, they're saying that the federal |aw requires that it
be a forward looking rate that would be based on this npst
efficient supplier criteria and then that’'s what your nodel
shoul d be targeted to get to. Do you understand what |’ m aski ng?

MR CARSON: | believe | do, Senator.

SENATOR DONLEY: Okay.

MR. CARSON. | think it’s because there are two terns that have
been used. One is forward | ooking econom c cost and the other is
this TELREC - the total elenment long run economc cost. It’s

clear that the | aw says when you price the cost of the loop for
the conpetitor or other elenents in the network, it should be
based on what it would cost to build it going forward, not the
old historic inbedded cost of the plant that’s currently in the
gr ound.

SENATOR DONLEY: Ckay. So you agree with that?

MR. CARSON: Well | agree — yes | agree with that but that doesn’'t
answer the specific question of the cost input you use so, in
ot her words, if you want to ask..

SENATOR DONLEY: Ch | think I — let me try because if | try —it’s
kind of |ike the Socratic method - naybe I'Il get it, right? So,
your contention is while you recognize that it should be based on
the forward | ooki ng cost, the best way to establish the variables
that go into the nodel that create the forward |ooking costs
should be based on your past experience of what those costs
actually were. Is that it? How am | doing?

MR. CARSON: Not exactly. | would say that it should be based on
what’s our current bid for fiber optics, what’'s our current bid
for copper, what’'s our current |abor rate. So, if we were to go
out today and build this nost efficient network, assum ng our
wire centers are where they are, and building up this efficient
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network, that you would use the actual cost if we started
bui l di ng today. What would it actually cost us to build that?

SENATOR DONLEY: GCkay. All right. Let ne ask sonebody, because
this was another area that we got into just a little bit in the
earlier hearings. The |abor cost variable — 1’ve been told the
nodel had the Lower 48 nodel, this synthesis nodel was nodified
for Al aska by adding sonething |like 33 percent to the | abor cost
and it was different for the different comunities in Al aska. Was
your contention from - | nmean you ought to know what the actua
| abor costs are because you' re paying people right now for doing
this — right? Was that | ow or was that 33 percent adequate or was
it high or — what was your opinion about the |abor variable in
t he nodel ?

MR CARSON. | don’t renenber exactly what the final |abor
variable was in the nodel but the notion of taking a Lower 48
rate for anything, be it |abor or materials or supplies, and
sinply putting a cost of living differential for Al aska doesn’t
represent our costs. | could go back, Senator, and submt to you
— |1 could go back and pull out that information.

SENATOR DONLEY: |'m curious about that, you know, because that’s
one element | can really relate to and under st and.

MR. CARSON: | woul d be happy to provide that.
SENATOR DONLEY: Ckay. Thank you M. Chairman.
CHAI RVAN TAYLOR: Go right ahead.

MR. CARSON. Exacerbating the economcs of conpetition in these
hi gh cost nmarkets, the RCA al so issued an order granting GCl the
right to receive federal wuniversal service funds subsidy, so
called eligible teleconmmunications carrier status, ETC status,
the vast mpjority of which is specifically intended by federa

law for the construction and maintenance of the loop itself,
although GCI isn't actually building or maintaining the | oop.
When they | ease the |oop, we still build it and we still maintain
it so, to us, we do this as a windfall to GCI granted by the RCA
and the end result is, again, to discourage investnent by the
i ncunbent carrier and also to divert federal funding from its
i nt ended purpose to construct and maintain |oops, to effect, line
t he pockets of the conpetitor.

CHAI RVAN TAYLOR: Let ne interrupt you there. Are you aware of

that type of transfer of funding out of what the feds intended it
for over to this? Is that going on in any other state that you
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are aware of?

MR. CARSON. | am aware that there are other hearings where this
so-called ETC status is being considered. One of the significant
i ssues now on the federal level is whether to grant ETC status to
wireless carriers who are, in fact, offering an alternative
technol ogy, not just riding the incunbent’s network. So the issue
is current and it is one we have spoken to officials at the FCC
about. They’'re also concerned about many issues of ETC status,
one of which is that in this particular interest, the conpetitive
| ocal exchange carrier, GCl in this case, received its USF based
on the incunbent [indisc.], ACS s cost, not their own cost, which
is a peculiar result because on the federal level, if an
i ncunbent carrier doesn’t have costs of 115 percent of the
average loop in the United States, they're not eligible to
receive these funds. The average |loop cost this year is about
$20, which nmeans if your actual cost is not at least 23, you're
not eligible. The UNE loop rate is $19.19 so GCl's cost for a
|l oop is less than what an incunbent carrier has to establish to
even be eligible, which is a peculiar anomaly that the FCC is
aware of and probably will be investigating this year, based on
i nformation we’ve received.

SENATOR DONLEY: This is — you know, | nean — we’'re hearing your
point of view This is the kind of question I'd just like to ask
the Conm ssion why did you do that. Is this sonmething that’s an
ongoi ng case that you can’t talk about or is it sonething we're
going to be able to ask you later?

11: 22 a. m

RCA CHAI RAMOVAN NAN THOWPSON: There is an open docket about
granting ETC wireless status but |I'm happy to talk about the
federal rules for granting ETC status and the rules about
portability of support to [indisc.]. So |I could talk about that
either now or later.

SENATOR DONLEY: All right. Well then I won't ask you to specul ate
because we’' Il be able to ask them kay.

MR. CARSON: But | would just note one of the issues that needs to
be addressed is, is it in the public interest to grant such ETC
status and as - |’ve tal ked about the cost of our |ooping, about
$33.50, the cost of GCl's loop is about $19.19 and then when you
add the portable USF, they will get about $10 per l|ine, probably
three-quarters of that is directly related to the naintenance and
support of the loop itself so ultimately their cost of goods sold
is down around $10.
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SENATOR DONLEY: And the initials are E-T-..
MR. CARSON: ETC, eligible tel ecormunications carrier status.

CHAI RVAN TAYLOR: Don’t you have to own some copper to do that? |
nmean, isn't this noney intended to maintain and keep up and put
new copper lines into renote places where people wouldn't get
uni versal services otherwse? | nean isn’'t that the thrust of it?

MR, CARSON. M. Chairman, that’s a primary purpose. There are
different elements to USF. There is certainly one conponent of
that that is for this high cost |oop support, specifically.

CHAI RVAN TAYLOR: But when you say GCl’'s cost of |oop, you re only
referring to what GCI, under the RCA's order, is currently paying
you to rent and use your loop that you built, put in, maintained
and so on.

MR. CARSON: That is correct.

CHAI RVAN TAYLOR They don’t have any cost other than the renta
fee on sonebody else’s |oop, but now they' re getting reinbursed
by the federal governnent as if they owned and had to nmmintain
their own copper | oop.

MR. CARSON: For a portion of that, that’'s correct M. Chairnman.
They do have other costs associated with the provision of the
entire service, switching costs and other support aside fromthe
|l oop but the Kkey conponent is that |oop that connects the
custonmer to the central office and the public switch tel ephone
net wor k.

CHAI RVAN TAYLOR: Since these were rural communities before you
got exenpted out by the RCA's action on GCl’'s petition | assune —
right?

MR, CARSON: Yes.

CHAI RVAN TAYLOR: Before that, there is the pass through funds
that we’ve heard a lot about that cone from the federa
government to nake certain that universal services are nmaintained
for the rural carriers and we are also told by the Comm ssioners
that the comm ssion had to certify the anmount of noney being
expended by each of the rural carriers and they had to certify
and check on that for the federal governnment and then certify to
the feds that yes, this is the exact anpbunt being spent therefore
federal governnent you can — we can convey those $75 mllion to
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rural carriers. R ght?
MR. CARSON: Correct.

CHAl RMVAN TAYLOR: And at what rate did the RCA certify your rural
operations in North Pole, Fairbanks, Juneau - if you could,
conpare that to the current rate — UNE rate |loop that they’ ve
gifted to GCI because they ve got to be significantly different.

MR. CARSON: For USF purposes, USAC, which is the entity that
adm ni sters that program |ooks at enbedded cost and that is the
hi storical cost of putting that copper in the ground. CQur
enbedded cost is $33.51 as | recall.

CHAI RVAN TAYLOR: They certified that to the federal governnent
and you received pass through for it in previous years?

MR. CARSON: Well we actually submt that directly to USAC.

CHAI RVAN TAYLOR Ckay. Wiose — we’'ve been told that they have a
certification process they have to go through. In fact, the
Comm ssion has threatened every one of these snmall wutilities
with, gee, we're not going to be able to get to it so we m ght
not be able to do that for you this year

MR. CARSON: There is, in fact, a certification process. That cost
information we provide directly to USAC.

CHAI RVAN TAYLOR So you provide the cost information direct. Have
they ever come out and said no, those are phony costs — they’ ve
jacked them up way too high and we’ve got information that says
contrary.

MR. CARSON: No sir.

CHAI RVAN TAYLOR: Is there a role for themto play in that process
where they do certify what your costs are so that the federal
noney can fl ow?

MR, CARSON. |I'm not exactly certain of the specifics of the
process, Senator, so that would be better answered by Chair
Thonpson.

CHAI RVAN TAYLOR: Well 1'd rather have it answered by sonebody
| i ke ARECA or sonebody el se whose daily business relies upon it
because they probably understand it very clearly. But, there is a
certification process and |I'm just guessing at this point those
nunbers have to be different. And | don’t understand how t hey can
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certify a rate for the feds to reinburse at over here and then
grab a rate over here that’s maybe 50 percent of that for the
renting of the very sane |lines that the year before were rura
and were worth this much for federal pass through

MR. CARSON: That’s one of the anonalies that we're dealing with
here — or the contradictions, perhaps | should say. For purposes
of universal service, we're |ooking at enbedded costs, which is
what did you really pay to put that in that ground, and for
pur poses of the UNE interconnection rate, we're looking at this
TELREC, or forward |ooking, economc cost. But to us, that’s
another indication that as the Conmi ssion considers public
interest issues and what is in the best interest from a public
policy standpoint, that they have to recognize that we have these
different paranmeters there and sonehow find a reconciliation to
make sure that what happens is fair and even handed, continues to
provide an incentive to invest and protects the consumer so that
uni versal service funding is there for the purpose it was
intended. I'm sorry | don’t know the specific details of their
review. | would be happy to make sone calls to the regulatory
people and be able to provide you with a better answer if you
wi sh, after a recess.

CHAI RVAN TAYLOR: |’ m hoping we can get better information on that
but |I think what you're really telling me is it’s apples and
or anges.

11:29 a. m
MR. CARSON: It is definitely apples and oranges.

CHAI RVAN TAYLOR: It’'s a different formula and a forward | ooking
formula and so on the federal side once you get into conpetition
that they have authorized by renoving the rural exenption but if
you stay within the rural exenption, then it’s your actual cost
of goods - what you paid for the utility, how nmuch it cost you to
put in new copper, what your actual |abor costs are and so on.
That’ s the anobunt you get reinbursed based upon by the feds on
the pass through and sonebody has to certify that. The strange
thing to ne is it’s the very sanme group of people certifying one
nunber - the next year deciding oh no, now we’re going to neasure
you on the new forrmula and it just happens to be about a 50
percent cost advantage for one carrier. That’s bizarre.

MR. CARSON: And it is, Senator, and that’'s why when you | ook at
the test that the state conmission is required to neet in
termnating a rural exenption, you scratch your head because on
one hand — two key points — is it unduly econom cally burdensone
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on the rural telephone conpany and does it jeopardi ze universa

service? If the enbedded cost is $33.50 and you have to sell it
for $19.19, and then you're going to |lose the universal service
fundi ng support relative to that |line, how do you pass that test

when you seek to termnate a rural exenption in a place I|ike
Fai rbanks that is high cost by definition? So that’s why we
believe there’s a serious policy issue. Is what’s being done by
the Regul atory Conmission in the long terminterest of the public
and the consuner and we think not. We think that these kinds of
actions do jeopardi ze universal service to Al askans.

CHAI RMVAN TAYLOR Qur questions have distracted you from your
testi nony.

MR. CARSON: CQur last exanple is the rate case proceeding that
we’'re currently involved in and many utilities have expressed
concerns about the cost and duration of rate cases. W share
that. Qur current cases were nandated by the Conmission to
comence on July 1, 2001 using information from 2000 fi nanci al
results. W anticipate rates now sonetinme perhaps in 2003 based
on data that wll then be about three years ol d. Adjudicating the
matter has already cost ACS about $1.8 million and we expect the
full proceeding will be at an expense to us of about $3 mllion

Earlier this nonth, the RCA finally issued a depreciation
decision in our rate case that appears to be in conflict with the
Suprene Court’s decision this May in Verizon versus FCC in this
sense — the U S. Suprenme Court criticized attenpts to mnimze
depreciation and slow depreciation rates. Yet this is precisely
what the RCA has ordered. The depreciation rates established by
the RCA for ACS of Anchorage, for the ACS conpanies in fact, are
not only much lower than the rates enployed by its conpetitors,
but they appear to be significantly |ower than any other
tel ephone wutility in Alaska and, in fact, we believe they're
| ower than any other telephone conmpany large or small in the
United States. This is exactly the opposite result from what one
woul d expect in the nost conpetitive nmarketplace in the nation
where there’ s heightened pressure to nodernize equi pment or |ose
custoners. The effect of this decision will be to |eave ACS
burdened with capital tied up in stranded, obsolete facilities
whil e our conpetitors invest in newer facilities.

Many wutilities have expressed fears that testifying in the
matters of the reauthorization of the RCA could result in
retaliatory rulings by the Commssion in the future and we
frankly wonder if, perhaps, we're not the first victim based on
this order that we just received. W believe the quid pro quo for
the regulation inposed on the ACS conpany should be an
opportunity to earn a return on our investnent. That would be
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fair but the reality is that the RCA can conpel us to build and
serve but we don’t have a way to ensure that we earn a return and
this Comm ssion, for exanple, clains sovereign immunity when ACS
sought to have a matter under the Tel ecom Act and specifically it
was the interconnection agreements in Fairbanks and Juneau
reviewed by a federal district court. W took the matter to court
as the Telecom Act provides we should and they claim sovereign
immunity. W can’'t be reviewed. Were’'s justice in that kind of
an instance? And | have to ask the question — why wouldn’t state

commi ssioners, in a matter as inportant as these, welconme a
review to nmake sure that their decisions are consistent with the
law and fulfilling the public interest?

SENATOR DONLEY: M. Carson? ACS went to U S. district court in
Al aska?

MR CARSON: That's correct.

SENATOR DONLEY: And did the US. district court honor the
sovereign imunity clain®

MR. CARSON: They did and we filed then with the 9'" Gircuit Court

of Appeals where the matter is still pending. And | believe the
reason why the federal district court did so is because this was
a matter that was also before the 4" Circuit, as | recall — the

matter of sovereign imunity.

SENATOR DONLEY: It’s just kind of intriguing as an attorney to —
if you have a state agency conplying with a federal act, |
under stand sovereign immunity when it deals with state governnent
internally operating the state governnent, but if you have a
state agency that’s conplying with a federal act under federa
mandate, and it's specifically in the federal act that the
federal courts have jurisdiction over the issue, | don't get the
sovereign imunity claim

MR. CARSON. | don't get the sovereign immunity claim but even
from a public policy standpoint, [|I'm just puzzled why the
Comm ssion wouldn’t welconme that kind of review by the federa
district court to say yes, in fact you are, or you are not

conplying with the federal |aw

SENATOR DONLEY: We do have sonebody from the Departnent of Law
here. | guess | can ask |ater what the basis of that was.

SENATOR THERRI AULT: Quick question. It was under review in the

4'" Judicial District so there had been a |ower court decision
stenmi ng from sonme other state that sovereign imunity did exist
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in that instance or...?

MR. CARSON:. | believe a simlar issue — | nmay be incorrect but I
believe it was Virginia. A simlar issue cane up and it went on
to the Supreme Court and so we believe the 9" Crcuit was
waiting for that case to be processed through.

SENATOR THERRI AULT: So — I'’msorry — that Virginia one was at the
Suprene Court |evel or at the 3" district?

MR, CARSON. Yes, and | my be incorrect about Virginia and
perhaps a subsequent wtness would have that information.

Utimately what we’'re saying is that the Legislature has to be
concerned about the inpacts of these regulatory policies on ACS
but, nore inportantly, in the long run on Al askan consuners. ACS
has to be able to generate adequate financial returns to continue
to construct and operate the nodern tel ecommunications facilities
needed to keep Al askans connected and | can assure you that the
capital markets are scrutinizing the decisions of this Regulatory
Comm ssion as they review ACS. So, we have to have access from —
up to capital from these markets if we're going to continue to
invest. W’ve invested in these networks with the hope that the
RCA woul d, through our current rate case and through the UNE
proceeding in Anchorage, permt us to earn a reasonable rate on
our investnent. Thus far we’ve been disappointed. | reference
again the recent RCA order reducing our depreciation rates. W
were seeking a rate of 9.3 percent, which is conparable to our
primary conpetitor’s depreciation rate. Interestingly enough,
t hough, it was GCI arguing against our depreciation rate, not the
RCA's public advocacy staff. Staff relied entirely on GO to
formulate a position and the RCA reduced our rate from the
existing 7.8 percent to 4.78 percent, which was remarkably cl ose
to the GCI recommendation of 4.49 percent. W were at 7.8. W
asked for 9.3. W were reduced to 4.78.

CHAl RMAN TAYLOR: So GCI was the intervener?

MR. CARSON:. They were the intervener and, in fact, they were the
ones that carried the |load on behalf of the Commssion in this
whole matter so we were having to disclose information to GCl
relative to our costs and then respond to GCl in the hearing as
t hey chal | enged us, brought forth expert w tnesses, and sought to
have our depreciation rate reduced. There 1is perhaps an
inplication that we’'re concerned about the frequency w th which
the RCA sides wth GO and, in fact, that is the case. W
revi ewed Comm ssion decisions on disputed issues before the RCA
from July 1999 to the present and in those matters where CC
advocated a position, the RCA ruled in GCl'’s favor 81.3 percent
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of the tinme. | suspect the Conm ssioners would tell you that they
were only inplenenting the law, but | believe an objective review
of such matters as the tenporary Anchorage UNE rate that’s not
based on a forward | ooking econom ¢ net hodol ogy, the disregard of
the 8" Circuit Court of Appeals ruling relative to the burden of
proof in a rural exenption proceeding, and the term nation of the
rural exenption for the ACS of the Northland properties which we
claimthere is no record supporting the question of econom c harm
or jeopardizing universal service, suggests that this Comm ssion
doesn’t always just apply the |aw.

So, again, we believe the legislators nust carefully review the
current reqgulatory regine before reauthorizing the RCA and they
must assure that the state regulation of utilities pronotes the
public interest and that every utility receives fair and open,
unbi ased and rational treatnent that encourages future investnent
in the infrastructure. Wth regard to our specific concerns, we
woul d ask that the Legislature consider how it is that we're
going to continue to have an incentive to invest in the network,
particularly in high cost rural areas. This is a state nore
dependent upon nodern tel econmunications than any other state in
the Union. There's great urgency for wus. The RCA has nade
significant decisions that have adverse econom c inpact on us and
it’s very difficult for us to renmedy this as time goes on. For
exanple, if rural exenptions in fact have been termnated
contrary to federal |law, and as conpetition continues to roll out
on an interconnection basis in Fairbanks and Juneau, how do we
unwap that and be nade whole for the | osses we’ve sustained. W
believe there’s no tinme for delay and nai ntenance of the status
guo is not acceptable.

So, if we could, we have three recomendations relative to going
forward and that is - one, imediately establish a |egislative
oversight conmttee to nonitor the RCA's actions and to formul ate
recommendations for consideration in the 2003 |legislative
session. The charter of the legislative oversight conmttee
should be to assure that the regulatory policy is aligned with
the long term public interest, that regulatory processes are
conpleted in a tinely fashion, that due process is afforded to
all and that substantive law is being applied appropriately. Two
is to use the findings and recomendations of the |egislative
oversight commttee, along with testinony provided in these and
related legislative commttee hearings to guide the 2003
| egi slature’s deliberations on the proposed reauthorization of
the RCA. The legislature should also wutilize the state
tel econmuni cation study as it considers the appropriate
statutory, regulatory and policy directions necessary to guide
the regul ators and tel ecommuni cations matters. W offer again the
i ssues that are attached to our testinony as a further guide for
matters that mght be considered. And then three is, we would
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request that the Chair of the RCA be rotated so as to spread the
responsibilities and prevent a single conm ssioner from
exer ci si ng undue infl uence.

As pertaining to ACS specifically, we are concerned about the
appearance of inpropriety wth regard to Chair Thonpson's
interactions with GCl, what we perceive to be a bias against ACS
in the regulatory processes and decisions, and the possibility of
retribution against ACS by the RCA in current and future
regul atory orders as a result of our testifying. M. Chairman,
t hat does concl ude our testinony.

SENATOR COADERY: What is your — | think we asked this earlier and
you wasn’t here, | think you was in San Francisco but, what is
the age of the rate cases and the approxi mate ages and the tariff
cases with ACS?

MR. CARSON: The current rate case that we have that affects al
four of our tel ephone conpanies conmmenced on July 1, 2000. The
existing rates in all four of those conpanies range from about 8
to 11 years, so it’'s been that long since there’s been a rate
case in those properties. The UNE matter specifically, our
initial request was in early 2000. There was a hearing in the
| atter part of 2001 in which we got another tenporary rate and so
we’'re still waiting on a schedule on that issue.

SENATOR COWDERY: And | think we asked, M. Chairman, of
docunent ati on regardi ng the Aurora Subdivision, any...

CHAI RVAN TAYLOR: They woul dn’t have it [indisc.].
SENATOR CONDERY: Ch they didn't.

CHAI RVAN TAYLOR: That was the only copper that GCI owns in the
whol e state.

MR. CARSON. CQur understanding is that GCl did lay copper wre
into the Aurora Subdivision. W have sought a whol esale rate and
not been able to get one.

CHAI RVAN TAYLOR: | think the question you nay be asking is one we
asked, how conme — would ACS be allowed a simlar rate to go into
t he Aurora Subdivi sion and conpete agai nst GCl ?

SENATOR COADERY: | think that my be - this was typed out.
They’'re witten out by ny staff in Anchorage as the questions
wer e asked so maybe that’s..

VR. CARSON: I could «certainly this afternoon get you

communi cations, correspondence, between us and GCl relative to
our desire to | ease those lines as they | ease ours.
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SENATOR CONDERY: |'d appreciate that.
CHAI RVAN TAYLOR And you’ d been turned down on that, haven't you?

MR. CARSON. W’ve been offered the opportunity, as | recall, to
| ease themat the retail rate.

CHAI RVAN TAYLOR: Ch. You can lease at their retail rate whatever
their enbedded costs are but they get a 50 percent basic bargain
on your rights — on your end, on your costs. That’'s fair - what
the heck. Senator Therriault.

SENATOR THERRI AULT: Could you make sone conmments on the proposed
House | anguage dealing with the oversight mechanism and the
report back to the legislature? Does it nmesh up with what you' re
desirous of seeing on that point?

MR. CARSON. Senator, | believe the last version | saw may not be
the nost current one. At that point in time, it had Chair
Thonpson appointing the nenbers of that oversight commttee and
it was suggested to ne this norning as earlier that perhaps there
was a change in that.

SENATOR THERRI AULT: It was. | think it’s the Speaker and the
President and the Governor sonehow in conbination make the
appoi nt ment s.

MR. CARSON: | haven't seen the actual |anguage but if it was
truly a legislative oversight conmttee, that would be consistent
wi th what we think would be appropriate.

SENATOR THERRI AULT: And so the nenbership that was witten out
you' re supportive of? It’s just who nade the appointnents that
you had a problemw th?

MR. CARSON. Again, | think there were sonme changes also in the
menber shi p, perhaps, last night. Qur perspective would be not an
advi sory comm ttee of industry nenbers that are regulated by the
Comm ssion but rather a group that was truly independent and
associated with the legislature that could view this from a
broader perspective and w thout the concerns of having to go
before the Regulatory Conmm ssion on decisions. Actually, the
notion of an advisory comm ssion or commttee |like that m ght be
quite useful but | don't believe it’'s a substitute for true
| egi sl ati ve oversi ght.

CHAI RMAN TAYLOR: Go ahead Senat or Donl ey.

SENATOR DONLEY: Well, M. Carson, when you were tal king about the
rate that GCI has offered to | ease that one subdivision you said
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you believed it was the retail rate but you' re not positive about
that because | have read information fromthe hearings |ast week
from GCI that claim they offered to lease it at the sane rate

that ACS could lease fromthem |Is there — I'’m just trying to
understand — I’m hearing — | don't — maybe there’s a di sconnect,
we’'re talking apples — |1 don’t know.

MR. CARSON: That doesn’t conport with ny recollection but | wll,
as | leave this hearing, call and have it facsimled to ne with
the | atest correspondences so | don’'t claimto have all of the
i nformation on that.

SENATOR DONLEY: Ckay, so it's qualified. Your response 1is
qualified? Ckay. | did have — well | guess that’s it. Thanks M.
Chai r man

CHAI RVAN TAYLOR: Senat or Cowdery.

SENATOR COADERY: What is your recommendation on tinelines. Now
we’ve heard from the Comm ssion that said that they ve del ayed
near 60 — 58 - tinmes or sonmething for cause. |Is that — extended
rather - is that an abuse, do you think, of a situation, for not
maki ng deci sions and what kind of tinelines do you think should
be - that we should work on to try to be, you know, sonething
that’s realistic.

MR. CARSON: Senator, | would say first that | am synpathetic with
the level of workload that they have but we need to have sone

certainty and | thought the House bill made a good initial thrust
at setting forth sone tinelines that would be neaningful so,
subject to sone further review here, | think there’s much that’s

commendabl e in setting forth some statutory tinelines.

SENATOR COWNDERY: And what about the cause? Do you believe when
they — the 60 cases or thereabouts, do you think that’s true or
do you think that’s maybe an easy way out? | nean just up frank
about what you think of that.

MR, CARSON: It seenms to be a nechanism to buy nore tine and
establishing sonme firm tinelines and sone criteria | think is
what we need to do.

SENATOR COADERY: If we did firmtinelines, what would happen, |
guess, if they didn't neet thenf? | nmean how could we assure that
what we did is going to have the inpact and the effect that we
want, we hope to have?

MR. CARSON: Well | suppose one answer would be, for exanple, in a

tariff if they don't neet the tineline, the tariff goes into
effect.
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SENATOR COWDERY: And one last area — on the telephone, the RCA
menbers. Who serves on the case — are the nenmbers that serve on
the GCI and ACS cases?

MR. CARSON:. W have had - in nobst instances that | have been
involved in, the panel has been Chair Thonpson, Conm ssioner
Abbott and Comm ssioner Smth. There were a couple of occasions
when we had Conm ssioner Strandberg. | can’t recall Comm ssioner
Denmar co bei ng on one of our tel ecom panels.

SENATOR CONDERY: So the primary is M. Abbott and the
Comm ssioner and M. Smth?

MR. CARSON: That has been ny experience [indisc.].

CHAI RVAN TAYLOR: Wuld it be fair to say that the Chairman has
either assigned herself and that she assigns the nenbers, but
t hat she has assigned herself on every single GCl case?

MR. CARSON: It is ny understanding that it is within her power to
make those assignnents.

CHAl RMVAN TAYLOR: My question is whether it is wthin her
di scretionary power or not, |’'m just asking whether or not it
just happens to be a fact that she has [indisc.] she sits on
every single GCl case.

MR CARSON: She has sat on every one that | have been involved
in.

CHAl RMAN TAYLOR: Senator Therriault?
SENATOR THERRI AULT: Your attachnent here talks about the due

process in evidentiary hearings and | did have a couple of
guestions the day that you were not able to be present. It seens
like in your literature here it talks about the diversion

procedure, appearing like it was inplenented to speed things up.
|’ve heard from a nunber of wutilities that they are frustrated
that some things that they believe could just be dealt with by
offering additional information so that the Comm ssion could make
a decision get kicked into this quasi-judicial status and so
you’ve got to have a hearing or attorneys on both sides and
there’s discovery and, you know, it just jacks up the cost so
they were very desirous of a nore sinple process that hopefully
would hold down costs and it appears that that’s what the
Comm ssion was going to when they created this diversion process
and |I’m just wondering here you say that — well, let’s see, it
should be suspended, nunber  one, unti | regul ations are
pronul gated — let’s see, that would basically allow for discovery
and it seens like, again, really, there would be no diversion
process. It would just kick everything up into this judicial
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status again and so the desire of sonmething that’s nore
stream ined and |l ess costly would be lost. I'"mjust wondering if
you don't see a legitimte need for that and then, with regard to
the one case where the diversion process was inplenented and that
the courts sent it back down, and there was sone discussion |ast
week that the courts found that there really were sone facts in
di spute and so it needed to go up to that judicial Ievel, not
that necessarily that the process should be done away with. So,
anyway, |’m just wondering if you had sone additional comrents
because there are sone utilities out there that want sonething of
this nature.

MR. CARSON: Those are the issues that Ted M ninski, our director
of ... [END OF TAPE]

TAPE 02-46, SIDE A

SENATOR DONLEY: Last week when we were having our hearings there
was di scussion of one arbitration that took place. They called it
baseball arbitration and |I think in our — 1I’ve never heard it
referred to as that. My experience is kind of |ast best offer.
Both sides conme up with something and the arbitrator chooses
between the two. And there was this huge gap between the ACS and
the GCI proposal and | was perpl exed, you know, by the gap being
so huge and even agreeing to that kind of arbitration if the
gap’s going to be that big but - and so | was trying to
understand the whol e process nore and the explanation to me from
one point of view was that there were different litigation
strategies involved and ACS tended to go with the baseball, the
honerun, and | was wondering that kind of explanation makes sense
tome if all the cases are under that |ast best offer scenario.
doesn't seem like the majority of these issues are that way. |
nmean, other than that arbitration are there any other of these
rate setting issues that are that |ast best offer or baseball
arbitration scenario?

MR. CARSON. That's really to ny know edge reserved for this
i nt erconnection agreenent type of arbitration. W are in the hope
of getting both parties putting forward a reasonable offer so
that they would be relatively close to each other. You would pick
one or the other and there's no conprom se or splitting the baby.
If there's a perception on anyone’'s part that our pitches, so to

speak, were extrenme, | would suggest that you |look at the
di fference between our enbedded rate, $33.50, as a reference
point, the $27.30 — |I’'m tal king about Fairbanks now, the $27.30

that we put forward as a hypothetical rate for denonstrating
econom c harm and the ultimate rate of $19.19. W were pitching
things that were related to what it really would cost us going
forward to build a plant, construct these |oops, etc., whereas
the pitches comng fromthe other side tended to be based on the
Lower 48. Now, in nmany cases admttedly, there was sone kind of a
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cost of living or Alaska differential throwm in, but it is the
difference between a hypothetical input and a real input and
that’s why we continued, apparently, to |lose, and why we got a
rate that doesn’'t bear any relationship to what our actual costs
to build are. So the strength of that kind of basebal
arbitration is hopefully it drives people towards sone mddle
ground that’s reasonable. It’'s weakness is if you have — I'm
sorry to use the word bias, but if you have a bias towards a
certain approach, it’s going to result in |ots of decisions that
are adverse to you.

SENATOR DONLEY: But how nuch of all of these decisions that are
going on utilize that forn? | nmean it seens there was that one
case, one issue, but nost of these others are things where they
can — where the Comm ssion can go wherever they want in between.

MR. CARSON. Yes. Things I|ike depreciation rates, those are
evidentiary hearings where we put in our case and, in this case
it was GCl basically put in their case against us and the
Comm ssi on nmakes a determ nation not based on pitches, taking one
position or the other, but based on what they feel the final
answer should be based on the evidence in the record. That is
very different fromthe interconnection type of arbitration.

SENATOR DONLEY: So there was only interconnection — okay. Thanks
M. Chair man.

CHAI RVAN TAYLOR: Senator Cowdery, | think you had a question

SENATOR CONDERY: Yea. You know it was tal ked about the |ast week,
sonme of the hearings, about the hearing officers and the fairness
of that — of the hearing officers since they worked for RCA and
are paid out of the RCA budget. Do you think that’s an area that
shoul d be changed or what’s your opinion on that?

MR. CARSON: | know that in certain jurisdictions there is a nodel
that uses an admnistrative |aw judge, for exanple, that’s
i ndependent from the Comm ssion in a sense. O, if you |ook at
the National Labor Rel ations Board, you have a decision before an
admnistrative law judge and then vyour appeal 1is to the
Commi ssion if there is a dispute over that decision. There are
certainly other nodels that could be used in connection wth a
nore full investigation of the appropriate statutory changes
required to reauthorize this Commssion. | think that mght be
one we would encourage you to look at, as also with the staff
reports.

SENATOR COADERY: The reason | got into that, | know when | was
with the Municipality, we had hearing officers that were hired to
settle issues between contractors and the first — the big

conplaint that the adm nistration always got was that these guys
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know where their paycheck’s comng from They re |ooking for -
you know. So they didn't think it was actually a fair decision in
their perspective, whether they won or lost they didn’t think
that system— that’s why | was asking if you think this is a fair
or could there be inprovenents in that?

MR. CARSON: | think there could be inprovenents. | think it’s one
of the issues that should be | ooked at by the Legisl ature.

CHAI RVAN TAYLOR: Did you testify on the House side?
MR. CARSON: Yes | did sir, last night.

CHAI RVAN TAYLOR Last night — and that was on the bill that -
what bill were you testifying on, the Governor’s bill or the CS
invented by M. Ml der?

MR CARSON: M. Chairman, it was the CS that was handed to ne as
| cane in.

CHAI RVAN TAYLOR: That’s the one where the Chairman woul d pick her
own advisory group to review the activities of her agency and
they would start in Cctober next year — or this year — and they
woul dn’t report for one full year until October of the next year?

MR. CARSON: That’'s correct. | had not seen this before entering
t he hearing room

SENATOR THERRI AULT: Have you seen any proposed | anguage for us to
consider here today? Any drafts, anything?

MR CARSON: | have not.

CHAl RMAN TAYLOR (Good ‘cause | haven’t seen that yet either and
the lady’s still working on it across the street and she’s hoping
to come back across fromit but there’s a little difference in
this room | don’t have a CS prepared by sonebody el se out there
that 1’mgoing to dunp on this place and claimit’s mne. This CS
is going to cone out of the drafter based on what’'s been
testified to in front of this commttee. By now, the |argest
single tel ephone utility in the state and the |argest supplier of
el ectrical energy in this state and I want to thank you very nuch
for comng in.

SENATOR CONDERY: 24 hours of testinony that put this commttee...

CHAI RVAN TAYLOR: Yes, at least so far. And we're going to take a
break, get a bite to eat here in the | ounge probably and try and
conme back in at, hopefully, about 45 mnutes from now and -
because | know you have commtnents too, don’t you Senator
Therriault?
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SENATOR THERRI AULT: M. Chairman, the LB&A neeting wll start
shortly.

SENATOR DONLEY: M. Chairman? By the way, for the record, when |

was talking about LB&A, Il  wasn’t talking about Senator
Therriault’s LB&A, | was talking about LB&A about eight, ten
years ago.

CHAI RMAN TAYLOR: Yea, | renenber that one. You're right, Senator
Therriault was certainly not a part of that. Okay, we wll stand
in recess for about 45 mnutes and I wll bring up GC next
because | want them to have an opportunity to respond to ACS

just as ACS had an opportunity to respond to themin Anchorage.

[ THE COW TTEE RECESSED FOR APPROXI MATELY ONE HOUR AND RECONVENED
AT 1: 07 P.M]

CHAI RVAN TAYLOR: ... a quorum present, that being Senators Ellis,
Cowdery and Taylor. W’ re under the sanme subject and Ms. Tindall,
| wanted to give GClI an opportunity to respond or to give any
further coment that you had after ACS had just done the sane so
— if you want a few nonents to catch your breath and do whatever
you need to do that’s...

V5. DANA TINDALL, GCl: If | could just take a mnute to wite
down ny list | had fromlast time?

CHAI RVAN TAYLOR: W' || just stand at-ease for a mnute.
[ THE COW TTEE TOOK AN AT- EASE FROM 1: 08 to 1:09 p.m]

CHAI RVAN TAYLOR: ... both of you - you're still under oath and
[l ask if you have any comments you want to nake.

V5. TINDALL: Sure. M. Carson has said much that we disagree with
and 1’1l just touch on a few of the things. M. Carson has talked
at length about tenporary rates in Anchorage. | think it’s
inmportant for the conmittee to understand that at the tinme that
those rates were set by the prior conmssion, Alaska Public
Utilities Comm ssion, that there were not rules in place by the
FCC. The FCC had promul gated rules. There had been a |l awsuit. The
8" Circuit had vacated those rules and it was on appeal to the
Suprenme Court and that was the first time around. And so, what
the former APUC did was baseball arbitration and when they terned
these rates tenporary, it was not tenporary as | understand it in
the | egal sense. They were just — we will redo these in the next
few years - they were going to be redone in three years anyway —
when there are rules. There is a very definite term for |egal
tenporary rates in the utility industry. Usually that’s
considered interim and refundable. These rates were not in that
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category of tenmporary and they were not refundable and they were
declared |lawful by both the Al aska Public Utilities Comm ssion,
believe, and the RCA. And so, any testinony that these rates -
that sonehow these rates were not lawful or are not |awful or
that they were tenporary, the tenporary was actually an
unfortunate wording just based on the notion that there weren’t
regs in place at the tine. They did those rates and those rates
wer e done pursuant to baseball arbitration.

And, to further finish the history of the Anchorage |oop rates,
there did conme a tine when ACS cane forward and asked for interim
rates to be set. GCl testified at that tine that were you to use
the nodel that the Comm ssion had ordered for Fairbanks and
Juneau rates and had also said at that tinme was going to be the
nodel used for Anchorage rates and if you use the sane type of
inputs that the highest rate that could be substantiated was
$14.92 - at that time, and at any tinme, ACS had not put forward
much in the way on the record to substantiate higher rates and so
| think, it’s ny belief and 1’ve never talked to any Conmm ssion
menbers about this but sinply from observation it is nmy belief
t he Conmi ssion did what they could to give theman interimrate.

Now that rate — the rate that is present today, is tenporary in
the sense that it is interim and refundable at the request of
ACS. As far as the rate case goes, when ACS purchased the Al aska
Tel ephone Uility and the Fairbanks Municipal Uility System and
the other utility systemthat make up ACS as they know it today,
they argued that there would be a lot of efficiencies. There was
a settlement, 1 believe. In that case GCI was a party to that
case and, as part of the settlenent, ACS agreed to undergo a rate
case for all of these properties. So the rate case that is going
on today is sinply fulfilling what ACS agreed to when they bought
these properties. At the time ACS bought these properties, there
was conpetition in Anchorage and, | believe, GClI had petitioned
to open the Fairbanks and Juneau markets to conpetition.

SENATOR CONDERY: How old was these rates that you're talking
about? What's the date of them that was established? You said
when t hey bought. ..

MS. TINDALL: The $14.92 rate?

SENATOR CONDERY: You said when they bought ATU. Wen was that?
MS. TINDALL: They bought ATU in 19997

MR JI MW JACKSON, GCl: The 99 tinefranme or the 98 ti nmefrane.
coul d not be absolutely certain.

V5. TINDALL: Sonething |ike that.
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SENATOR CONDERY: So we’'re using the sane rates as then?
MS. TINDALL: No. I'’mglad you corrected ne Senator.
MR, JACKSON. He’s tal king about retail rates, | think.

MS. TINDALL: | know. They asked for an interim and refundable
increase for retail local rates in Anchorage and the Comm ssion
granted them one of 24 percent increase so those are the rates
that are in effect today. | don’t know the exact tine that that
was granted but | think it was within the last year to the best
of ny recollection.

As far as the burden of proof goes, you know, things are not
al ways as sinple as presented. When GClI first petitioned to have
the rural exenption lifted for Fairbanks and Juneau to the Al aska
Public Uilities Conm ssion, the Alaska Public Uilities
Comm ssion placed the burden of proof on GO to show that
conpetition would not economically harm ACS. They placed the
burden of comng forward with the data on ACS. ACS did not cone
forward with any data in that proceeding and the Conm ssion, at
the end of that proceeding, said they could not mke a
determ nation for that reason and because the Conm ssion itself
had not done the work it was supposed to do. It had not conducted
— set up a universal service systemwthin the state. It had not
gotten rid of any inplicit subsidies to nmake them explicit and
certain, whi ch t hey wer e required to do under t he
Tel ecommuni cations Act. And so, at the end of that proceeding,
they said they were not able to nmake a determ nati on on whet her
or not conpetition would economcally harm ACS and so they
declined to renove the rural exenption. GCl appeal ed that case in
state superior court and, as a matter of state law, | believe at
that tinme as well there were no regulations for the court to | ook
at because the 8" Circuit had vacated those regulations at that
time as well. GCI appealed that case and as a matter of state
| aw, the courts found that the burden of proof was required to be
put on ACS. They remanded that case back to the APUC and told
them to do it again and also interpreted the Tel ecommunications
Act for the Comm ssion and said that the Conm ssion nust nmake al

t he decisions under the Tel econmunications Act in the nost pro-
conpetitive manner possible. They nmust - when in doubt, you got
to assune conpetition is the right answer basically is what the
court said. The Alaska Public Uilities Conmission in it’s very

| ast days — it again — reheld the hearings, all the same hearings
agai n, weeks and weeks of hearings and in its last days it lifted
the rural exenmption from full conpetition in Fairbanks and

Juneau. When the — and literally I think that was the day before
it’s |l ast day.

When t he new RCA began two days later, ACS imredi ately petitioned
the RCA for reconsideration. | think they mght have also
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petitioned the court for stays, which were declined. M
understanding is that in order for the RCA — the RCA accepted
that petition and said they would rule on reconsideration and
then, ny understanding in order to rule on reconsideration, is
each Conm ssioner had to read the entire record and in the order
they put out, they swore in that order that they indeed had read
the entire record, all of the weeks and weeks and weeks of
hearings. So | think it is a msinpression to think that ACS was
sonmehow sinply dismssed out of hand and the RCA upheld the
ruling.

ACS did, of course, appeal to the state superior court and one of
the issues that they appeal ed on was burden of proof and this was
to a different state superior court judge. The first one was to
Judge Sigmund Murphy. This one was to Judge John Reese and John
Reese as well found that, as a matter of state |law, the burden of
proof belonged on the incunbent. At the tinme the judge renade
this finding, the 8" Grcuit — the FCC had gone back — you know,
you gotta understand years tick away in the appeals process so
meanwhi |l e, back in Washington, the United States Suprene Court
had ruled on the first ruling by the 8" Circuit vacating the
FCC s rules and the issue in that ruling was whether or not the
FCC was permtted to pronulgate rules for the entire state
instead of the state comm ssions. The FCC rul ed that indeed they
were allowed to and so the FCC — or I'msorry — the U S. Suprene
Court ruled that indeed the FCC was allowed to and so the FCC
reinstated their previous regul ations. The 8" Circuit once again

that was of course appealed by the Bell Operating Conpanies, the
8" Circuit ruled then that they could not place the burden of
proof on the incunbent. The case was i medi ately appealed to the
United States Suprene Court and the 8" Circuit stayed their own
order.

Now when the 8" Circuit mnmakes a ruling vacating the FCC
regulations, it is our argunment and the argunent that has been
accepted by the courts, that all it does as a matter of law is
vacate the FCC s regulations. It is not setting policy for the
entire country so then states such as Alaska are in the position
of having no rules to follow. WelIl, that was al nbst the situation
except that the 8" Circuit stayed their own order so, on the
second appeal, the 8" Crcuit vacated the FCC regul ations and
then stayed their order so, as a mtter of law, the FCC
regul ations were in place at the tine that state superior court
Judge Reese ruled but he did not rule under FCC regul ations. He
again ruled as a matter of state law that the burden of proof
bel onged on the incunbent | ocal exchange carrier ACS.

At this tine, when the state suprene — when the U S. Suprene
Court — we’ve got a graph of all of these appeals, there s been
hundreds of them when the U S. Suprenme Court took up this issue,
they did decline — they denied cert on taking up the burden of
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proof issue but they did take up the pricing issues so, at this
point, the situation we were under legally is when the US.
Suprene Court denied cert on the burden of proof issue, they
vacated the FCC's rules and there are not rules right now on
where the burden of proof should be placed. The only gui dance we
have is from the state superior court, which directed RCA to
place the burden of proof on the incunbent |[|ocal exchange
carrier. So, | hope that clears up any msinpressions that may
have cone about on burden of proof.

Anot her misinpression | think that’'s cone about is whether or not
anybody has ever put copper wires in the ground and | think Jinmy
Jackson would like to speak to that.

MR, JACKSON: Well, thank you. I1'd like to speak to that and al so
the allegation that’s been nmade, both |ast week and this norning,
regarding the fact that GCl has refused to allow ACS access to
its facilities at the Aurora Subdivision on El nmendorf Air Force
Base. | assume M. Carson just doesn’'t know the facts there
because — as his explanation is very contrary to what the facts
actually are. First [indisc.], this is a situation on El nendorf
Air Force Base and the rules that apply on the base are different
than the rules — not the rules, the application of things on the
base are different than they are in civilian areas just because
of security reasons and other things. GCI does not actually serve
any custoners on the base with ACS s copper |oops. W are not
able to do that on the base for various reasons. The reasons nmay
not even have to do with ACS — they may have to do with the
mlitary but it’s not sonmething we’'re able to do on the base.
Nonet hel ess, after the Aurora Subdivision was built, when ACS
asked us for the ability to provide service to those residenti al
custoners on the base, we told them that yes, they could indeed
access our |loops on the base in the exact sane nmanner that we
access their |oops when there’'s a conparable technol ogy used and
at the exact sane price that they charge us. If | could read from
the letter which was sent to ACS on February 21%, 2002, it says —
we, first of all, offered them another type of service and it
says — alternatively, ACS — I'msorry, that’s the wong paragraph
— to begin with, both your October 26" letter and your January
28" letter acknow edge that we are offering you interconnection
at GCl'’s GR 303 — that’'s a technical termwhich I can explain if
you want nme to — at GCl'’s GR 303 port at the SADC wire center -
that’ s South Anchorage Dispatch Center wire center — This type of
i nterconnection is what we have requested from ACS to provide
access to loops to serve custonmers within carrier serving areas.
This interconnection would provide you with the ability to |ease
|l oop fromus to serve custoners at the Aurora Subdivision, which
is also a carrier serving area. Wth respect to the rate for
| easing a | oop, we would charge you the same Anchorage UNE rate
thag we pay you. Currently, the Anchorage UNE rate, as you know,
is $14.92.
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W offered them the sane thing that we get from them for areas
which are these so-called carrier serving areas and furthernore
we offered them sonething that, as | said, we don't even get at
all  on El nmendorf Air Force Base because of the special
consi derations. That was the February 21% letter. W also offered
them to resell GCI service at the sane discount that they give
us. That’s a different nmethod of providing service when you do
what’ s cal |l ed whol esal e resale and we offered themthe exact sane
discount that they give us for that service and that was
subsequent to a letter of October 16'. Now, if you get from ACS a
| etter of OCctober 16", it mentions the retail rates and says,
we'll expedite that and we will to go ahead and tal k about these
ot her ways of doing. So our first offer to themin October was to
imrediately do it at retail rates and to also talk about these
ot her nmechanisns. Only a few nonths later, we had talked to them
and we offered to them the exact sanme thing that we got from
t hem

CHAI RVAN TAYLOR: How did that conpare with your [indisc.] in
ground costs of installation?

MR. JACKSON: | do not know, sir.
CHAl RMAN TAYLOR: Above it? Below it?

MR, JACKSON. | have no idea. | have absolutely no idea. W
determned that — I think the word hypocrites has been used here.
We decided that the non-hypocritical thing to do would be to
of fer themexactly what they offered us.

CHAI RMAN TAYLOR: Ckay. Go ahead, Dana.

V5. TINDALL: The last thing, and |'’m sure there’s nore, |’'m just
didnt had - hadn’'t prepared a conplete list - is the
depreciation case. GCl was an intervener in that case. That case
had a significant inpact not only on the loop rates that would
| ater be set but on the access charges that we pay so we were an
intervener as ACS s biggest custoner. And GCI, and |'m sorry,
Jinmmy can again explain why we were arguing the depreciation
rates that we did.

MR, JACKSON:. Well it’s - depreciationis, if you want to get into
technical subjects, is actually nore technical than anything
that’s yet been di scussed. The issue - there were two issues that
&Cl had, which is, as Dana said, they directly affect the access
charges that we pay to ACS. If | renmenber correctly from the
proceedi ng, the total amount that AT&T and GCI together pay ACS
was either $24 or $28 million per year — | think it was 28, of
whi ch approxi mately half of that would be paid by GCI so we had a
$14 mllion annual stake in the proceeding, which is the reason
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we were participating in that proceeding and the depreciation
rates have a substantial inpact on those rates. The other
possibility which was indefinite, but there was also a
possibility that the depreciation rates from that proceedi ng may
affect the UNE arbitration case so we were in that proceeding for
that reason. W presented the expert testinony of a witness from
Washi ngton, D.C. ACS presented their expert w tnesses who were
al so fromout of state and then the Conm ssion nmade its decision
on the record.

CHAI RVAN TAYLOR: Can you respond to his statement about it being
the | owest depreciation rate probably in the nation right now?

MR, JACKSON. Wwell, ACS if - well, | got a petition for
clarification from ACS just yesterday afternoon, as a matter of
fact, and their interpretation of the order of which they admt
they’re uncertain but the interpretation of the order that they
set forth in their pleading, which | could furnish you a copy
with, is actually quite different from the interpretation that
M. Carson gave. They admt that the nunbers he gave is the

possible interpretation in the one they don't favor. | think M.
Carson’s interpretation is probably the right one but the
Comm ssion’s going to have to tell us what they neant. The

Comm ssion doesn’'t actually — the issues that were presented to
the Conmission weren't to set a rate. The issue that was put to
the Comm ssion was to determne the life of the various assets.
The lives that the Commission set are well within the range of
the sane |lives that are used by other conpanies, both here, both
what were used for ACS previously. The problem is that ACS s
plant is already very, very largely depreciated. In other words,
if it cost $100, they've already depreciated in general a very
significant portion of that, over 60 percent, so the anount of
noney they have left to recover when you apply the lives to that
smal | anmount that they have left to recover produces a low rate
but the problemis is that they ' re essentially over depreciated.
They’ ve collected too nmuch depreciation from custoners in the
past so the fornula, after you set the lives, which the
Comm ssion set well wthin the standards or well wthin the
paranmeters of other conpanies, but when you apply those lives it
cones out to a small rate because they’ ve already recovered too
much depreciation fromtheir customners.

CHAl RMAN TAYLOR: Who makes the decision about too nuch or too
little depreciation?

MR. JACKSON:. Too much is really a mathematical conclusion in the

sense that if — this nethodology gets extremely conplex. If |
remenber the nunbers correctly, they have al ready recovered six —
it was 60 sonething percent. | don’t renmenber where in the 60s it

was — high 60s percent. Nationwide, the FCC has recently said
that that same ratio nationwide is at an all tinme high of 52
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percent so ACS is quite a bit above what has been said by the FCC
to be an all tinme high for the nation as a whole. In terns of too
high, that is really a conparison of — this is getting nore and
nore conplex, a very sinple exanple is that when you think
depreciation, you probably think of - say that, say the asset
cost $100 and it has a ten-year |life so you just divide $100 by
10 years and you take $10 each year. That’'s called straight |ine
depreciation. The utilities use a nuch nore conplex formula which
is called remaining life depreciation methodology which is you
determne say, if you're five years into the life of the asset,
you determ ne how many years not [that] it had at the beginning
but how many remaining years it has in it’s life and then you
divide not the original cost but the remaining anount of
undepreci ated val ue that needs to be depreci ated over that period
of time and the statenent of nore or less is a conparison of what
dollars or what rate you would get with the whole life versus the
remaining life nmethodology. As | said, it’'s conplicated. |
probably didn't do all that great a job explaining it but it’s
conparing the two nunbers.

CHAI RVAN TAYLOR But the reason that you intervened was to mnake
certain that you ended up with the |owest nunber possible being
granted to ACS because a higher nunber would then justify a
hi gher | oop charge — right?

MR, JACKSON: The item that was specifically at issue was the
access charges we pay as a |long di stance phone conpany.

CHAI RVAN TAYLOR: (kay, access charges. Charges or fees that you
are currently paying would either renmain the same, because they
obviously had an approved interest rate before this filing
occurred, so those rates are either going to remain the sane or
go up. And the way you nmke those rates cone down, is you
petition to the Comm ssion and have the Comm ssion adjust that
rate down based on the testinony and evidence that they find, for
a lower interest rate because a lower interest rate neans they
get to recover less of a fee per year out into the future. Ri ght,
because they' re depreciating | ess each year.

MR.  JACKSON: Sone of the procedural nechanics that you went
through are not entirely correct. For access charges for one of
their conpanies, there’s a mandatory annual filing that didn't
really have anything to do with petitions, they could go up, they
could go down. But, if your ultinate point is yes, we were
certainly arguing a case in order to keep our access charges as
| ow as reasonably possible. It’s certainly true we were trying to
keep our rates down.

CHAl RMAN TAYLOR: kay, and you said these have a significant
i mpact on rates. Wat percentage of your rate is driven off of
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ACS s depreciation rate?
MR, JACKSON:. | do not know.

5. TI NDALL: Access charges count for sonething between 60 and 70
percent of our gross revenues as a long distance carrier so it is
a. .

CHAI RMAN TAYLOR: Not the access charge, the gross charge. Wat
percentage of that gross charge is driven off of the interest
rate?

V5. TINDALL: The depreciation rate?
CHAI RVAN TAYLOR The depreciation rate, I'’msorry.

M5. TINDALL: | think the depreciation rate was one of the nost
significant conponents in the rate case. That’s ny understandi ng.

MR, JACKSON:. ACS was applying — | think what Dana was sayi ng, ACS
was applying for an increase and a significant portion of the
increase they were requesting was because of their requested
increase in depreciation rates. They were requesting a
substantial increase in depreciation rates over their previously
current depreciation.

CHAI RVAN TAYLOR It is conplex. Thank you.
V5. TINDALL: To sumup — oh, I’msorry.

SENATOR CONDERY: |’ m gonna go back to what you said earlier about
nationwi de rates and ACS s was in the high 60s or sonmewhere and
the nationwide rates had to do with 50 percent or 52 percent or
sonmet hing. These are figures that I kind of jotted down here. And
this nationwide rate, is that conparing apples to apples? | nean
we’'re in Alaska. Do they have the sanme, you know, we got the
expense of serving custoners nationwi de as we do here in Al aska.

MR. JACKSON: Senator, through the Chair, it’s not a rate, it is
the percentage of their original cost that’s already been witten
off to depreciation so | don't know of any particular reading —
al t hough costs mght start out higher in Al aska because of Al aska

costs. | certainly don't know any reasons why the rate of
depreciation versus the rate of a new plan would differ in Al aska
versus the Lower 48. Perhaps soneone el se has a reason. | know of

no reason that that would be.

CHAI RVAN TAYLOR: One other thing on that sane subject. If | were

SENATE JUD COW TTEE -48- June 25, 2002



to cone into a community |ike Juneau and hypothetically purchase
t he Juneau tel ephone conpany and | pay $10 million for it. On the
books, their assets may have been depreciated down significantly
before |I purchased it. Do | start off as ny basis for purposes of
depreciation in these schedules with the purchase price that |
paid for it? Do | start off with what they would call a stepped
up basis, a new basis, or am | fixed with the previous guy’s
depreciati on and his schedul e.

MR.  JACKSON: Senator Taylor, pursuant to the |long standing
precedent going back to when |I first began practicing at the APUC
in 1983, which is based, in large part, on the interpretation of
a state statute. The rate base of the utility, which is what
you're really referring to, is limted to the lower of the
purchase price or the rate base of the prior utility.

CHAI RVAN TAYLOR That’'s what | neant so if you buy a utility
that’s been pretty well depreciated down, you' re stuck with their
depreci ation base? How do you ever recover the difference in
price?

MR, JACKSON: Senator Taylor, it’s an interesting question but |
suppose given the fact that it’s a very well established
precedent, you really have to ask why would you ever pay so much
extra.

CHAI RVAN TAYLOR: Well you' d have to ask the question, | think in
Al aska today, why woul d anybody be so stupid as to go out and buy
one if sonebody could cone in and bootstrap right off of you and
ride your back at a lower rate and conpete against your own
custoner base, why would anybody be so stupid as to buy one of
t hese things.

MR, JACKSON: | suppose you' d have to ask ACS since they did.

CHAI RVAN TAYLOR: And | guess you agree with that proposition as |
stated it, huh?

MS. TINDALL: We woul d never call ACS st upid.

CHAI RVAN TAYLOR No. |'m suggesting that it’'s hard for ne to
understand, and | think it’s been hard for this panel to
understand, and the consuners out there, why nobody is wlling,
your conpany in particular and ACS, to build new wire and stick

it out there. I'’m not going to talk about the one little thing
you did with Aurora. Nobody wants to do this so instead | see a
letter to the editor from and | don't know which one of ny

| obbyi st friends drafted that for her, but from Robin Ward of the
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Honebui | ders’ Association who tells the world that they couldn’'t
get copper put into a subdivision so they had to go to the RCA to
get the RCA to order ACS to put the copper in. Wll, we now know
why, don’t we? Because the cost of putting the copper in they' re
not going to recover back if, in fact, you throw a saddle on
their backs, so to speak, by having access to those very sane
lines and then go into that very sane area and undersell them
based on the lower rate that you ve been allowed by the RCA to
charge so you could discount, and basically, break them on any
new installation they put in. I don't see an incentive for them
to put in a newinstallation. At least that’'s kind of the general
statenent we had and so |I'’mkind of concerned. We’re not going to
see new technology and we’'re not going to see new investnent as
|l ong as you have anybody in a position like GCl is today where
they can nerely go to the Comm ssion, get a |ower rate than what
actual costs were, and then conpete head-to-head at a | ower rate.
Maybe you can explain to nme how that systemis going to work
because it doesn’t look to ne like it’s going to.

MS. TINDALL: Senator Taylor, that is certainly an assertion that
ACS has made before this commttee and before other bodies.
El sewhere they’ ve made other assertions. Before the RCA in their
rate case they said they were entirely rebuilding their network
and bringing fiber to every hone. They've told...

CHAI RVAN TAYLOR Just a second, Dana. |’m not talking about the
assertions made by you guys or the assertions nade by them Wat
I’m tal king about is a principle of economcs that both of you
just nod your head and agreed with ne on. How are we going to
have people investing in the future of Alaska, putting in new
copper if sonmeone can ride their back at a |ower rate than what
it actually cost them to get in there and conpete with thenf
That’s the question and | don’t really care what they’ ve asserted
or what you’ve asserted. Each side has their argunents to nake.
But, just as a matter of concern for the state and its consuners,
how are we going to get people to invest and build these
facilities?

M5. TINDALL: M wunderstanding of the purpose of the federal
Tel econmuni cations Act was that it was structured to encourage
technol ogy and investnent and rates were structured — the forward
| ooki ng, total elenent |long run way of setting rates was done so
that it would encourage the incunbent to becone nore efficient,
|l owering their costs, and to try new technology. | think that’s
wor ki ng according to ACS s testinony before the RCA. They are
planning to do that. They put in a new systemto neet the State
of Al aska’s need when they won that bid. GCl is testing tel ephony
over cable this sumrer and we plan to launch it sonetine within

SENATE JUD COW TTEE - 50- June 25, 2002



the next year. | think that the notion that there won't be — well
let me just say, | disagree with the notion that there won't be
new t echnol ogy in tel econmunications in this state and | di sagree
that any of this is going to bring about universal service
pr obl ens.

CHAI RVAN TAYLOR: kay, so you believe there will be growth and
there will be devel opnent and capital will come in on ny question
to build copper?

V5. TINDALL: If copper is the |least cost, nost efficient way to
go, then I'’m sure that there will be systens built on copper
It’s looking now nore like it’s going to be fiber or wreless
technol ogy or tel ephony over cable but that was the purpose of
the Act. Copper is an old technology and it’s probably not the
| east cost and it doesn’t support high speed data systens so,
presumably, you woul d want new systens in that are | ower cost and
wi || support high speed data systenms. Ckay, |'d just like to...

CHAI RVAN TAYLOR: | appreciate it, really, | do because |I think we
need to hear fromall sides on this as to where future investnent
is going to conme from and how we’'re going to maintain these
systens that we currently have ‘cause | think we're all concerned
about that.

MS. TINDALL: | would just like to sunmarize that |1’ve heard Wes
Carson say that he believes that the RCA is setting policy
i nstead of inplenenting the Act and that he would like to see the
decisions that they nake reviewed by an independent panel. |
would submt that their decisions have been reviewed by an
i ndependent panel. The Al aska Superior Court has reviewed al nost
every one of their decisions ‘cause alnost every one of them on
this issue have been appealed and the RCA has been upheld on
t hese i ssues. The Al aska Suprene Court, on a nunber of cases, has
denied review, although there are sone things that are before
them now. That is an independent panel. | don’t believe when the
Comm ssi on IS uphel d on appeal by foll ow ng t he
Tel econmuni cati ons Act that you can say, or anybody can say, that
they’'re setting policy. They are not forging ground where no
one’s gone before. | think we would have heard about it fromthe
courts. | think the courts have reviewed their decisions, have
upheld them and found that they were following the policies
established by the Tel econmuni cati ons Act and the FCC. Thank you.

CHAI RVAN TAYLOR: Anyt hing further? Questions? Senator Cowdery.

1:43 p. m
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SENATOR COWNDERY: The other day we asked sone questions at the
hearing tal king about the | odge and things of that nature and I'd
asked ny secretary to wite down the questions that we had asked
for you and I’ve tried to review the response | got back from you
peopl e and. ..

CHAI RVAN TAYLOR Before you go into that could | just ask one
guestion of Dana?

SENATOR COVNDERY: Yes.

CHAI RVAN TAYLOR Dana, | have a letter here that was a copy,
basically, June 24'" | think it’'s signed by yourself — yea — to
me.

MS. TINDALL: |I'’m sorry. You were supposed to get the original.

That was a m st ake.

CHAI RVAN TAYLOR | never have. | don’t know where it is but |
show up here and | have Randy Phillips, Senator Randy Phillips,
distributing mail that | thought you were sending to ne and when
| inquired about it of Randy he said that TimKelly had given it
to him and that that’s why he was distributing it because he
t hought peopl e ought to know about it.

V5. TINDALL: Well | apologize. That was an oversight. You were
supposed to get the original. I'd be happy to track down where
that is and provide it to you.

CHAI RVAN TAYLOR: That’'s okay. It was kind of surprising to ne
when | wal ked in here. And one other thing — naybe you could hand
that down to Dana?

SENATOR DONLEY: Senator Therriault and | were up at Legislative
Budget and Audit. One of the itens was — discussion with Pat
Robertson regarding the audit on this subject here so it’s hard
to be in tw neetings at that sane tine on the same subject. Cene
chairs Legislative Budget and Audit and I’ mon Legi sl ative Budget
and Audit. They're neeting upstairs right now and one of the
t hi ngs they...

CHAI RVAN TAYLOR: Tal king to the auditors.
SENATOR DONLEY: Yea — missing that to be here but...

CHAI RVAN TAYLOR: Dana, can you tell ne where this thing cane from
or who drafted it or created it?
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MS. TINDALL: | would like to defer to Ji mry Jackson on that.
CHAI RVAN TAYLOR  Yea Jimry, who did this?

MR. JACKSON: HB-J-J stands for House Bill Jimry Jackson. This
...[ END OF SI DE A]

TAPE 02-46, SIDE B

MR JACKSON. ... was in the second two days of hearings.

talked - 1’ve been in this business since 1983. | worked for the
Comm ssion for ten years. I have a, | think, good professiona
relationship with a lot of the people who testified at the
Commttee. |, after discussing it wth Dana, thought it woul d be
a good idea to try to come up with a conprom se that other people
m ght, mght accept, including sonme of the people who had
testified fairly vigorously against the Commission. So, | think
it was after the first two days of hearings | initially contacted

ARECA and was referred to their attorney, who is naned Dean
Thonmpson. And Dean Thonpson and | sat down in his office on a
Monday norning to talk about whether or not there was a
conprom se that ARECA mght be satisfied with and that Chugach
m ght be satisfied with. Chugach is a nmenber of ARECA. He and |
came up with sone ideas. |If the advisory conmttee, the section
in here on the advisory comrmittee, if you conpare the itens that
the commttee is supposed to report on, that’s contained in that
| anguage, to the ARECA resolution that was passed back in, well,
it’s the resolution that ARECA adopted in February of 2002,
you' |l notice that there’s a great deal of simlarity between the
itenms that that commttee’s supposed to |ook at and the things
which were in the ARECA resolution. So after Dean and | talked,
| drafted this |language and | shared it with Dean, who shared it

with his executive director, ARECA. | also — and then they went
through | ooking at it to decide whether or not they could support
it. | also shared it with M. Gordon from College Uilities,

Gol den Heart Utilities and - to see if it’'s sonething they could
support because they also are quite critical to the Comm ssion

| don’t know precisely, in one way or another, | believe M.
Yould referred it, shared it with Chugach. | don’t know whet her
it was only a copy or discussions. | later shared it wth Don

Edwar ds, who’s Chugach’s attorney. And that’'s how, that’s where
it cane from

CHAI RMAN TAYLOR And to whom in the Legislature did you provide
it?

MR, JACKSON:. | provided it to no one in the Legislature. And I
do not, I'mrelatively sure that no one at GCI provided it to
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anyone in the Legislature.

SENATOR CONDERY: Did anyone else that you know provide it to the
Legi sl ature?

MR, JACKSON: | think I know who provided it to the Legislature.
| have no direct know edge of that.

SENATOR CONDERY: Who do you think?
MR JACKSON: | believe it was M. Youl d.

SENATOR CONDERY: M. who?

MR. JACKSON. Eric, excuse, Yould, |I apologize. | believe it was
Eric Yould. That is what | have been told. | do not know that
for a fact.

SENATOR CONDERY: That was provided to the House or the Senate?

MR, JACKSON. He's going to testify. So rather than ny hearsay,
maybe it would be better to ask hi mwhat, if anything, was...

CHAI RVAN TAYLOR: | was just curious where it came from and who
had drafted it because it was obvious that it wasn’t one of our
drafters or anybody in the Legislature that had done this because
they always - a work nunber up here on one side and they have a
little different format for laying it out. The fascinating part
to me was - were those your notes at the top, JinP

MR. JACKSON: | have no idea whose notes those are. It was, and |
touched base with Eric, it was not ny intent that this be shared
with anyone if there were not a consensus agreed to it
bef or ehand. And | think ny intentions there got just ms-
communi cated and | ost. And I’m not in any way criticizing or
angry about what he, if he shared it with sonmeone else. But it
was not nmy intent that it be widely distributed beyond the people
that | tal ked to.

CHAI RVAN TAYLOR: And you were | ooking for some consensus between
Chugach and others, right?

MR, JACKSON. W were hoping there could be consensus.
CHAI RVAN TAYLOR Did you get that consensus?

MR. JACKSON: They can speak for thenselves. It’s ny understanding
t hat ARECA supports the, supported it, or decided that they were

SENATE JUD COW TTEE - 54- June 25, 2002



in favor of it, wth Chugach as the dissenter, is ny
under st andi ng again, hearsay. And the people from Gol den Heart
did not decide they wanted to support this.

CHAI RVAN TAYLOR Wl |, out of three, you got one of them anyhow.
SENATOR CONDERY: | f that, you..

CHAl RVMAN TAYLOR He said he didn’t know who did that?

SENATOR CONDERY: Can you read that? Can you hel p?

V5. TINDALL: It's not our writing.

SENATOR CONDERY: What do you think it says, M. Chairman?

CHAI RVAN TAYLOR: It looks to ne like it says, ‘Ckay to share with
executive managers but not for,” looks |ike attribute or
attribution, probably, ‘attribute as GC proposal.’ My code
reading here is probably not any better than anybody else’'s. M
secretary does a really good job at deciphering mne, which is
al nost inpossible to read, but... | was just curious to where it
canme from and | appreciate the candor of your answer very nuch.
You had additional questions?

SENATOR CONDERY: Yeah, and you know, the other day we asked, and
| looked init, and who, we was aski ng about the | odge.

M5. TI NDALL: The | odge?

SENATOR CONDERY: I|s there just one |odge out there that GClI owns
or is there...?

MS. TINDALL: Senator, with due respect, it’s not a |odge. e
call it a Walk. It’s not a commercial entity. It’s a large
cabin. But there’s only one, in answer to your question.

SENATOR CONDERY: GCI or M. Duncan doesn’t have two | odges or two
facilities out in that area?

MS. TINDALL: | believe M. Duncan owns a personal cabin for his
famly sonewhere in that area. But it’s not related to GCl at
all.

SENATOR CONDERY: The testinony the other day said sonething about
30 or 40 minutes with a Beaver or a turbo Beaver to get there.
happen to be a pilot nyself. Could you show ne on this map where
the | odge is |ocated?
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MS. TINDALL: Wuld it make it easier, Senator Cowdery, if
stipulated to, Senator Halford already |ooked it up and told ne |
was wong, it was only a 10-mnute flight. But not being a pilot
nyself and not |iking snmall planes, naybe it seened |onger, |ike
30 mnutes, to ne.

SENATOR COADERY: Well, 1 thought that the Conmm ssioner was the
one that said the 30 mnutes or 40 m nutes.

V5. TINDALL: | think that was ny testinony.

SENATOR COWDERY: Wl |, okay.

MR, JACKSON:. |’'d be happy to mark it for you.

SENATOR COWDERY: Yeah, please, if you would. And also, it said
L;;?Sgever been operated as a commercial or profit, for a profit

MS. TI NDALL: That's correct.

SENATOR COWDERY: And then | thought you said also that it was
owned by Neil Burt [ph] prior to this?

V5. TINDALL: Prior to GCl.

SENATOR COADERY: And then, was it a | odge before he acquired it?

MS. TINDALL: | don’t believe so. But I, |I nmean, | don't believe,
| was speaking in that letter of GCl’s ownership. But | also
don’t believe any previous owners have operated it as a
commer ci al | odge.

SENATOR COWDERY: Ckay.

MS. TINDALL: You know, it’s got four bedroons.

SENATOR CONDERY: Yeah, but you said that this thing
congressi onal peopl e have been out there, |ike Senator Stevens.

MS. TINDALL: Senator Stevens, Senator Miurkowski with his famly,
have all been out there.

SENATOR COADERY: And so, and was Senator Stevens out there just

with famly or was he with his staff and this and that or do you
know?
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MS. TINDALL: Senator Stevens was never out there with famly. He
was generally, | believe, to the best of ny know edge, always
either hosting federal officials who were on a fact-finding
m ssion or on a fact-finding m ssion hinself.

SENATOR CONDERY: And we asked about the operational costs and are
they taken as a deduction for tax?

V5. TINDALL: | think I provided you what we had to offer on that.

SENATOR CONDERY: How many enpl oyees at the | odge or the cabin or
what ever it is?

VMS. TINDALL: | am you know. ..
MR. JACKSON:. How | ong has it been since you ve been there?

MS. TINDALL: | haven't been there for a year, so | can't really
say.

SENATOR CONDERY: When you was there - how many?
V5. TINDALL: Wien | was. ..
SENATOR CONDERY: What woul d you judge?

MS. TINDALL: Wien | was there, there was four enployees, |
bel i eve, nmaybe five out there.

SENATOR CONDERY: There’s four bedroons there?

MS. TINDALL: Yes.

SENATOR CONDERY: So, let’s see here, the, and then | asked you if
you had filed any reports to claimany declarations wth APOC or

the ethics thing on any tine. You said you was going to get back
with that. Have you?

V5. TINDALL: We have still, we, as | said in the letter, we have
not filed any reports and we are still investigating the
requirenents for those filings and it is still GCl's intent to be

fully conpliant with the | aw.

SENATOR COADERY: | talked this norning with APOC. Maybe we coul d
get themon line if you, if you would so, to ask them to save
sone time, if they should be sonething you file in there. This
is a phone nunber that, it’s an Anchorage phone nunber.
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CHAI RMAN TAYLOR Wite that on a note and give that to the
secretary. She can hook themup, | guess.

SENATOR CONDERY: |f we could get Brooke MIes on?

CHAI RVAN TAYLOR: In the neantine, it would seemto nme, well, |et
me back up, | guess. You were tal king about |odges wth Senator
Cowdery. Apparently M. Duncan has a |lodge of his own, too, in
t hat area.

MS. TINDALL: No, M. Duncan does not have a | odge of his own.
CHAI RVAN TAYLOR So there’s only one | odge, there’s not two?

M5. TINDALL: There is one facility that is not a |odge that GCl
entertains fol ks and does tel econmuni cati ons denonstrati ons. | t
is on the Agul owak River.

CHAI RVAN TAYLOR: And do you have another facility out there? You
said there may be anot her cabin or sonething.

MS. TINDALL: No, we do not have another facility out there.

MR. JACKSON. M. Duncan has a personal cabin at a different, at a
different |ocation.

CHAI RVAN TAYLOR R ght, that’'s the question | was asking. And
that different location is how nuch further on up the |ake or
what ever ?

M5. TINDALL: | don’t know.

CHAI RVAN TAYLOR: Do you know if, in fact, that is also a
deduct i bl e busi ness expense?

MS. TINDALL: | believe it is not. |It’s his personal cabin.

CHAI RVAN TAYLOR: That’'s a question. | nean, | don’t know if it’s
a personal cabin or if he wites this thing off as against the
busi ness. And if, in fact, it is his quote personal cabin and
doesn’t wite it off against the business, that’s one thing. |If
he wites it off against the business, then the answer to the
question of who nay have been entertained out there for the
pur poses of inproving or enhancing GCl’s business becones quite a
di fferent question, doesn't it?

SENATOR DONLEY: Ms. Tindall, | would encourage you, if you don't
know t he answer, just say you don’t know. It’s okay to not know.
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MS. TINDALL: | don’t know, but to the best of ny know edge it is...
SENATOR DONLEY: | know you’'re trying to be hel pful, but...

MS. TINDALL: ..M. Duncan’s personal cabin.

SENATOR CONDERY: Can we found out then? Can you find out that?

MS. TINDALL: You would have to ask M. Duncan about that. It has
nothing to do with the conpany and | can’t answer for it.

SENATOR CONDERY: This one, the Wal k doesn’t have anything to do
wi th the conpany?

M5. TINDALL: We're not ...

CHAI RVAN TAYLOR: That’'s the one that does.
MS. TINDALL: ..not talking about that one.
SENATOR CONDERY: Ch, well, | see.

CHAI RVAN TAYLOR: But.

MS. TINDALL: But, thank you, M. Donley, Senator Donley, you can
be ny attorney any tine.

SENATOR DONLEY: No, it’s just, |, sonetines folks are trying to
be helpful and they're trying to guess at an answer that they

don't really know. [It’'s better just to say you don’'t know if you
don’t know.

MS. TINDALL: | don’t know.

SENATOR DONLEY: Because then everybody kind of goes off on other
tangents. Yeah.

SENATOR CONDERY: And if | could follow up? On this page | guess

two of four, it’'s got in the second sentence, ‘Visitors to the
Wal k include former and current elected officials.” And then you
go into forner vice-president. Wo are we tal king about of the

current elected officials?
M5. TINDALL: O the current elected officials?

SENATOR CONDERY: That have visited. Wwo are we talking about?
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VB. TI NDALL: State elected officials or f eder al el ected
official s?

SENATOR COWNDERY: | don't know. You said current elected
of ficials. I'’d like to know state. That’'s what we're interested
in.

MS. TINDALL: I'’msorry, are you |l ooking at the spreadsheet or the
letter?

SENATOR COWDERY: The letter.

V5. TINDALL: Oh, okay. Current elected officials would include
such people as Senator Mirkowski, Senator Stevens, the Governor
and | would have to | ook at the spreadsheet to answer further.

2:00 p.m

CHAI RMAN TAYLOR Do you or does sonebody in the conpany keep
track of who is at that facility? O is this based on just
recol | ection?

M5. TINDALL: W do not keep records and this is based on
recol | ection.

CHAI RVAN TAYLOR | would think the IRS would require sone |eve
of record keeping for deduction purposes that, nmaybe not, but...

M5. TINDALL: It's ny belief we are conpliant with the | aw.

CHAI RVAN TAYLOR Ckay, is it possible that there may be sone
state officials, not necessarily elected officials, but state
officials, who are mssing fromyour list?

M5. TINDALL: That is, to the best of our recollection, the |ist
of state officials who have been to the \Wal k.

CHAI RVAN TAYLOR: This is your recollection or sonmeone el se’ s?

M5S. TINDALL: This is the recollections of our Ceneral Manager,
W son Hughes, and Ron Duncan.

CHAI RVAN TAYLOR: And | had been inforned that Comm ssioner Pugh

or not Pugh, yes, Margaret Pugh, had been out there and her nane
is not on the list. That's the only reason | was asking. Is it
possi bl e that she nmay very well have been there, too?

MS. TINDALL: | don’t know.
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CHAI RVAN TAYLOR: Do you know who it was now that cane up with the
guesstimate on what the cost should be for reinbursenent by
Comm ssi oner Thonpson?

MS. TINDALL: | think what | told you |ast week in ny testinony is
that it was based to the best of ny renenbrance on the cost per
day that we charged enployees at that tine, which we no |onger
charge enployees, and then the air fare. And | don’t have any
further information on that.

CHAI RVAN TAYLOR: You recall the trip, though. Did you trave
with Nan and the kids when you went up there?

MS. TI NDALL: No.

CHAI RVAN TAYLOR: You went up a different way than she did or a
different tine?

M5. TINDALL: As | testified |ast week, Chair Thonpson arrived
| ate. She cane separately. And for that reason, she m ssed the
briefing session with the staff person from Senator Stevens’
of fice.

CHAI RVAN TAYLOR: And do you know whether or not she cane up in
t he conpany jet or whether she canme up conmercially?

M5. TINDALL: To the best of nmy know edge, she canme up
commercially.

SENATOR CONDERY: To Dilli ngham

CHAI RVAN TAYLOR: Woul d you have a record of that? | nean, flight
| og or anything el se.

M5. TINDALL: | don't keep conmmercial flight 1logs for the
airlines.

CHAIl RMAN TAYLOR: No, no, no. Not for airlines. Your conpany
does own a jet, doesn't it?

MS. TI NDALL: Not at that tine.

CHAI RVAN TAYLOR At that time you didn't. Did you have a plane
capable of — I thought you did, but maybe you didn’t.

V5. TI NDALL: No.
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MR. JACKSON: | don’t believe we had a jet at that tine.

CHAI RVAN TAYLOR Did you have sone other aircraft that wasn't a
jet that would be called a turboprop or sonething else that you
wer e using?

M5. TINDALL: To the best of ny know edge, she cane up
commercially, which neans that she would not have conme to
Dllinghamin any GCl aircraft.

MR JACKSON:. And | think we'll just, and | think Dana wl|
obviously have to say, she is not positive how Comm ssioner
Thonpson cane, but this is the best of our recollection.

CHAI RVAN TAYLOR: Yeah, sure. It’s indicated that Conm ssioner
Thonpson paid sonebody at GCI $1200. |Is that correct?

V5. TINDALL: We were not able to find records. They - | asked our
accounting departnent, nmaybe if they had nore tinme, | don’t know,
we don’t keep records of this. But we based that on the
di scl osure statenent by Chair Thonpson. [|’msure we received it.

CHAI RVAN TAYLOR Did you cash it?
V5. TINDALL: | don’t work in the accounting departnent.

CHAI RVAN TAYLOR: Well, | think it mght be kind of inportant,
don’t you think?

M5. TINDALL: Um..

CHAI RVAN TAYLOR: Because you see, if the tripis a gift, and then
sonebody decides |later on, ‘Gee, maybe | can’t take it as a gift,
|I’d better send a check.’ And then the person wanting to give
the gift receives the check and never cashes it and just tears it
up, it’s still a gift. Isnt it?

MS. TINDALL: I'mpretty sure if we received a check we woul d have
cashed it. But to ny know edge...

CHAI RVAN TAYLOR: You have no way of verifying any of that at this
poi nt, do you?

MS. TINDALL: Not as | sit here before you today. But to ny
know edge, there was never any decision not to cash the check.

CHAI RVAN TAYLOR: Okay, hopefully she’s got a cancell ed check back
and that takes care of that, | guess. M question, | guess, is
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if in fact - you've got listed, and | enjoyed that part of the
response, because apparently every single one of these state
officials, the Governor and his dog, you know, his famly, when
we put up a colum here on why they were there, it’s official
busi ness. Wiy was Frank Rue there? O ficial business.
Everybody’s there for official business, including Nan Thonpson.
If they're there for official business, how cone you re witing
off the expense? |Is there official business to be entertained
and for you to have a deduction for entertaining then? Do you
under stand what |’ m sayi ng?

MR, JACKSON: | was just going to ask why it was...

MS. TINDALL: Nan Thonpson was invited to the Walk for official
busi ness. Apparently, Nan Thonpson, according to her testinony,
| at er deci ded that she had not conducted enough official business
to be confortable and she reinbursed GCI. The purpose of GCl’'s
invitation was for official business and we have not invited Nan
Thonpson back to the Wal k since then.

CHAI RVAN TAYLOR Wel | ...

MR. JACKSON: And Senator, | initially thought you were asking the
sanme question that Dana just answered. But then when you went
on, | wasn't sure if that’s the question | asked. It is our
understanding that, | nean, the fact that they were on official
busi ness doesn’t have anything to do with whether or not we can
deduct it for income tax purposes. If the expenditures are a
busi ness expense for us under the IRS regs, then we can deduct to
the extent that’s allowed by the IRS regs.

CHAI RVAN TAYLOR Yeah, | think we all understand that aspect of
it. But a business deduction is sonmething that directly inpacts,

enhances the business. | nean, it’s |like advertising. You deduct
advertising because you're going to pay noney to provide
advertising out there in the nedia so people will participate in
and use your business. That’s the same reason that business
expenses are allowed if you're going to hire a |obbyist and have
them take sonebody out for dinner. That’ s a business expense.
Al 1 was asking about is if in fact this is a business expense,
then either your interpretation is wong or Comm ssioner
Thonmpson’s interpretation is wong. And that’s what | was
getting at.

MR. JACKSON: And |'m the person, | am the person who decided to
put yes in that colum next to Chair Thonpson’s nanme because |
did not fill out the - | did not develop that docunent there.
W1 son Hughes put it together and discussed it with people. He
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had not put Chair Thonpson’s nane on there. | put Chair
Thonpson’s name on there even though | thought it was obvious
that, you know, fromthe discussion that we all knew that. Wen
| came to that colum and | scratched ny head and from our point
of view, we thought she was going out there on official business,
which is the reason | put ‘yes’ on that colum. She ended up
thinking it wasn't official business so perhaps she has a
di sagreenent with us about whether or not it was.

SENATOR COADERY: And then | think we asked - maybe | asked - the
Chai rman, she said that she decided a nonth |ater or sonething
that it wasn't so she wote the $1200 check. And | al so asked
her then if it wasn't official business, did she have a |eave,
did she take |eave. And | think she was going to, she didn't
know, so she was going to get that back, but we'll, after that, I
guess, when we get that, so... Anyway, the thing of APOC, | don’'t
know, do we have anybody on line yet?

SENATOR CONDERY: Brooke M| es.

M5. BROOKE M LES: M. Chairnman, this is Brooke M| es.
SENATOR CONDERY: Hi, this is Senator Cow...

CHAI RVAN TAYLOR Excuse ne, go ahead, Senator Cowdery.

SENATOR CONDERY: |'m sorry to keep you waiting. We're here in

Juneau and we’'re in the mddle of a hearing. Renenber | talked
to you this norning about the requirenents of APOC on gifts of
busi nesses that their requirenent, if they have to, if, | think

you told me that if it was over $100 value they had to file a
decl arati on.

M5. MLES: M. Chairman, yes to Senator Cowdery. The | obbyi ng
| aw does require that an enployer of |obbyists, or a client of
| obbyi sts, disclose all gifts that are nmore than $100 in a
cal endar year. In addition, and | apologize, |1’ve only been
online for a portion of your hearing, M. Chairnman...

SENATOR CONDERY: Woul d you turn that up a little?

M5. MLES: .this were the nature of official business, they would
be reportable in any anpbunt as expenditures connected with their
| obbying activities.

CHAI RMAN TAYLOR So, this is Chairman Tayl or. So as a

consequence, it’'s your interpretation that no matter how this,
this was designated, whether it was designated by the giver as

SENATE JUD COW TTEE - 64- June 25, 2002



of ficial business or by the person receiving it as not official
business, that that’s not a relevant definition for your
pur poses. For your purposes, any gift over $100 by an enpl oyer
of a lobbyist to a state official nust be reported. I's that
correct?

M5. MLES: That's correct, M. Chairman. And in addition, if it
were not a gift but [indisc.] this trip on official business. |If
Il my, just for exanple, occasionally oil conpanies take
| egi slative staff and other public officials to Prudhoe Bay to,
on official business, to |ook at the operation there so that they
can make determ nations. And those trips are reportable. So if
it was for some reason official business to take people to, on
the trips in question, those woul d have been reported anyway even
if they weren’'t considered gifts.

CHAI RVAN TAYLOR: Ckay, to whon?
M5. MLES: [Indisc.] |law would require their being reported.

CHAI RMAN TAYLOR: To whom would a comm ssioner in M. Thonpson’s
position report to? Because the state official is also required
to make a report, aren’t they?

M5. MLES: That would be correct. My understanding of it, and
M. Chairman, APOC isn’t responsible for the executive branch
ethics act, but nmy understanding of it is that trips that are
gifts or trips that are in association with your official
busi ness, your official state enploynent, are reported to your
ethics supervisor, much as legislators and |egislative staff
report themto your Legislative Ethics Commttee.

CHAI RMAN TAYLOR: Ckay, and so, apparently the Governor or someone
appoints a ethics supervisor for comm ssioners and fol ks that are
seated in these positions, these official capacity positions?

M5. MLES. That's correct. Each departnent in State governnent
has its designated ethics supervisors.

CHAI RVAN TAYLOR: Can you tell ne what that designated ethics
supervi sor does when they receive a report |like this?

M5. MLES: | only know, because |I’'m not one, M. Chairman, but I
only know when you’ ve conpleted, it is in witing and it goes to
t he designated ethics supervisor and then whether they re public
information, | just don’t know that. |’msorry.

CHAI RVAN TAYLOR: | guess that's the question is how would any
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report of this type ever becone public?

M5. MLES: Certainly any reports that are nade under the | obbying
| aw are public information.

CHAI RVAN TAYLOR: Yeah, but if soneone chose not to report as GC
did in the quarter we’'re talking about and they put down not
applicable or n/a, is the initials, if they chose not to report
and Chai rman Thonpson at a later tinme decides, ‘Woops, probably
wasn’t what it was supposed to be, ny interpretation is it was
nore of a gift so I'’m going to turn nyself in to the, to ny
desi gnat ed et hics person.’

M5. MLES: Right.

CHAI RVAN TAYLOR: Ckay. If it doesn’t show up in the APOC report
and it only goes to the designated ethics guy, how does anybody
in the public ever know that such a report was ever filed by
anybody?

M5. MLES: M. Chairman, | again, | apologize for being non-
responsive to that question. But because it’s not a |law that the
Public Ofices Comm ssion admnisters, |'m not aware of what's

public and not public and how they're housed or if summary
information is published or any of the information that may be of
use to you. | amvery sorry.

CHAl RMAN TAYLOR: Yeah, well, we do have an AG here with us and
she may have that information for us.

M5. M LES: GCh, good.

CHAI RMVAN TAYLOR. And | thank you for that. My only concern is
that the purpose of having APOC is so that there would be public

reporting on activities of officials. And | know that the
executive branch is also covered by the same ethical constraints.
And as a consequence, |’'m concerned because of the extensive

testimony we’ve had before this Conmttee of ex parte
comuni cation how would a party to litigation, a case, in front
of the APUC, or now the RCA, how woul d one of those parties ever
know t hat the person deciding their case had been entertained for
two or three days at one of the litigants’ private |odge? |
mean, how would you, | guess ny, it’s not a question you can
answer, but...

M5. MLES: Well, M. Chairman, if | may. There is another place

where public officials are required to file their financial
di scl osure reports under Alaska Statute 39.50. And | believe
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that the regulation conmmssion, the Regulatory Comm ssion
conmmi ssioners are required to, they would be under that |aw
required to show gifts that are nore than $250 in the preceding
cal endar year. And those are public information. Now, | do not
have themin front of ne, but | would be glad to have ny staff
pull themfor your Commttee.

CHAI RVAN TAYLOR: Yeah, if you would please. Because those are
filed with your agency?

M5. MLES: Those are filed wth our agency and they are public
i nformati on.

SENATOR CONDERY: And the statutes are 24, 24.45 and 24. 607

M5. MLES: 24.45, M. Chairman, is the regulation of |[|obbying
| aw. 24.60 is legislative ethics. And AS 39.50 is the public
officials’ financial disclosure |aw

SENATOR COWDERY: 39. 507
M5. MLES: Correct.

CHAI RVAN TAYLOR And woul d you check that out for us please and
if you could get back to the Commttee as soon as possible on
that? |If you could, just fax it down to the President’s office?
President Halford s office.

M5. MLES: Sure. | could do that. There wll be, | don't know
of f-hand how nmany conm ssioners there are, but there are eight
pages for each person.

CHAI RMAN TAYLOR: Yeah, the tinmeframe we're |looking for s
apparently 3'% quarter of, | guess it’s 2000, but | thought, then
| thought it was, but maybe this one here is, it says...

M5. MLES: It would be on their 2001 financial disclosure.

CHAl RMAN TAYLOR: Well, the one I'’m looking at is 2000 for that
year and apparently 3rd quarter but...

M5. MLES: Ckay that should help very nmuch.
CHAI RVAN TAYLOR: Okay. Thank you very much. | appreciate...
M5. MLES: I'mgoing to sign off now and get this ready for you.

CHAI RMAN TAYLOR: Under st ood.
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SENATOR CONDERY: Appreciate that.

CHAI RVAN TAYLOR: Any further questions for her?

SENATOR CONDERY: No.

CHAI RVAN TAYLOR: kay, thank you very nuch. If you wanted to...
If I could turn to your letter again there and on the back of it

you included a list of GCI regulatory cases that were probably
pendi ng before the Commission at the tinme that this trip took
pl ace.

V5. TI NDALL: Yes.

CHAI RMAN TAYLOR: |Is that right?

V5. TI NDALL: Yes.

CHAI RVAN TAYLOR: And when you nmade your decision to list her trip
as official business, which one of these cases did that official

busi ness pertain to?

MS. TINDALL: It didn’t pertain to any of those.

MR. JACKSON: | made the decision

M5. TINDALL: And let me, | feel | need to clarify any
representations | have made to the Conmttee in case there’s sone
conf usi on. | have not testified that any ex parte contact has

taken place with any nenber of the Conm ssion between GCl or the
Commi ssion. So |I'’m hoping you re not thinking that the fact that
we and Senator Stevens invited Chair Thonpson out to the Walk to
brief an FCC staff person is ny testinony that there was ex parte
contact, because there was not.

CHAI RVAN TAYLOR Let ne just remnd you that your previous
testinmony, and we have a transcript if you want to check it, when
| asked the question about Ted Stevens, because he keeps getting
used as sone kind of excuse around here, that it wasn't Ted
Stevens, that it was your | obbyist, your attorney in Washi ngton,
D.C. who invited Lisa Sutherland to conme to the |odge with her
chil dren. It was not Ted Stevens. Now t hat was your previous
testinmony and so to just suggest once again that it was sonmehow
Ted who initiated this trip and that you were just hel ping out
Ted Stevens by having Nan there, that isn’t what you told us
under oath last tine.
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V5. TINDALL: Wth all due respect, Senator Taylor, what | said
under oath last tine is that Senator Stevens required, from what
ny | obbyist told ne, Senator Stevens required his staff person

Lisa Sutherland, to have a background briefing in telecom I

suggested to ny |obbyist, to Bill Phillips, that it mght be
better to have a third party neutral expert do that briefing.
Bill thought that was a great idea. He took it back to Lisa and
the Senator. They thought that was a great idea. And that | am

not sure, | believe is what | testified, | am not sure who
actually issued the invitation. | was kind of saying Senator
Stevens and nyself, we invited her, we, Bill Philips, Lisa
Sut herland, all the people that discussed this issue. So |

believe that’s ny testinony.

MR, JACKSON. And Senator, since you asked your question in the
context of the ‘yes’ under the official business and |I'm the one

that put the ‘yes’ there so | want to answer your question
directly. It had absolutely nothing to do with any of those
dockets that’s listed in the letter to you. Not hi ng was

di scussed regarding any of those dockets. The reason that °‘yes’
was put there was because the intended purpose of the visit was
as just described by Dana Tindall, for Conm ssioner Thonpson to
di scuss the legal issues with Senator Stevens’ aide.

5. TINDALL: Not | egal issues, telecommunications issues.

MR. JACKSON: Tel econmuni cati ons issues.

V5. TI NDALL: Tel ecom 101.

CHAI RVAN TAYLOR: | understand that.

SENATOR CONDERY: But that didn’t happen. | nmean, that...

M5. TINDALL: No, Chair Thonpson was late and Jimmy and | had to
do the briefing ourselves and we really w shed Chair Thonpson had

been t here.

CHAI RVAN TAYLOR Can | ask you this one? Is GCI the only
operat or of tel econmunications gear in the state?

MS. TINDALL: No, ny understanding is that ACS |eases a fishing
| odge from CIRI and provides the sane services to the sanme types

of elected officials. | don’t have a conplete list of who
they’ ve had out to their | odge. And | don’t know if they give
t el econmuni cati on denonstrations. I don’t know what they
di scuss. | don’t know if it's ex parte or not. But no, we're

not the only ones.
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CHAI RVAN TAYLOR: That wasn’t the question | asked.
VMS. TINDALL: Oh, |I’msorry.

CHAI RMAN TAYLOR | asked you if in fact, and |I’m assum ng ot her
peopl e have fishing | odges, too, and that’s nice of you to put it
in. But the question that | was asking was: is GCI the only
people in the telecomrunications business in Al aska? | think
that’s what | said.

MS. TINDALL: W are not, but we are the only ones offering a
unique w reless broadband technology in rural Alaska at urban
rat es. And we're quite proud of it and we like to denonstrate
it.

CHAI RMAN TAYLOR So, when Lisa is requested, either by vyour
attorney or by yourself or whoever to cone out here, did you cal
up the conpetition or anybody else and say, ‘Hey, we're going to
have a staffer out here and we’'re going to be entertaining the
Comm ssi oner and why don’t you guys drop in too?

M5. TINDALL: I'’m sorry, | didn't catch the whole thing. Coul d
you repeat that please?

CHAI RVAN TAYLOR: | nean, did you call up the conpetition and say,
‘By the way, we’'re going to have the Conm ssioner out here and
we’'re going to have Lisa Sutherland and we're going to be
teaching them all about the industry. Do you guys want to cone
in or participate?

MS. TINDALL: No, it’s our wunderstanding that Lisa would be
getting a briefing from ACS and others, other telephone

conpani es, separately. | think Senator Stevens’ office does a
good job of talking to all of the tel ephone conpanies and getting
their point of view And there are times when we all get

t oget her and do things together and bring in FCC staff person and
sone of those trips to the Walk, that was the origination of
that, sone of those trips to the Walk. But this particular trip,
no, we did not invite ACS because it was our understanding that
ACS woul d have a separate opportunity to brief M. Sutherl and.

CHAl RMAN TAYLOR: You nentioned FCC conmmi ssioners had al so been
out there?

M5. TI NDALL: Yes.

CHAI RVAN TAYLOR: How many and when? |f you can renenber
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MS. TINDALL: | believe Chair Connard [ph] was out there at one
tinme. And | think that was part of an Alaska Telephone
Associ ation organized trip where ACS and the rest of the ATA was
i nvol ved and each group had tinme alone with the Chair and took
themto their favorite fishing spot. Conmm ssioner Rochelle Chong
was out there and |'m not sure whether that was the result of an
ATA sponsored trip or not.

CHAI RVAN TAYLOR Do you know whether the feds have got any such
restrictions on reporting? Do you have to fill out any fornms for
t hent?

M5. TI NDALL: No.

CHAI RVAN TAYLOR: That says, ‘Hello, federal government, by the
way, we were entertaining a conm ssioner of the FERC and by the
way, we had cases pending before the FERC at the tine.’ Do you
have to do that for the feds?

M5. TINDALL: | don't believe so.

CHAI RVAN TAYLOR: Apparently you don’t have to do it here either.
SENATOR COWNDERY: | think you do.

CHAI RMAN TAYLOR: Go ahead, Senator Cowdery.

SENATOR COWDERY: Anyway, in your opinion, a couple of questions.
W’ ve had many, nmany people testify that, that it’s too long to
make a decision. Wuld you say that, what is your, would be your
response? They got too much work to do or they got too big of a
wor kl oad? They don’t listen too much? O whatever. |  nmean,
what woul d your answer be why they' re so far behind?

MS. TINDALL: I’m going to defer to Jimy Jackson just because he
wants it so nuch

SENATOR CONDERY: | see a | ot of body |anguage there, Jimy.

MR. JACKSON: | apologize if | waste your tine. | served at the
Comm ssion for ten years, including several with your friend Don
Scherer [ph]. | went to work for the Conm ssion in 1984 and when
| was being interviewed for the job, the chairman at the tine
Carolyn Guess, | said to her that prior to that | had represented
t he consuner advocacy program And | said to her, ‘1I’mnot sure
these utilities are going to be very happy when they see ne as a
hearing officer given that | come from fighting them in severa
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of these cases.’ Carolyn said, ‘You know, the thing that they
conpl ain about the nbst is how long we take and if you can nake

things go faster, they' Il like you just fine.” The entire tine |
was there, every single tine there was a sunset the Conm ssion
got raked over the coals for taking too |ong. The Conm ssi on
takes too long, the Comm ssion always has taken too long and it
always wll take too long in the eyes of the regulated utility.
It is part of the process. It is always going to be the

perception that it shoul d happen faster.

SENATOR CONDERY: | agree, but..

MS. TINDALL: Let ne just add to that. | was joking with another
party, it was an electric conmpany, |’m not even sure who it was,
but a small electric conmpany, and | comented, ‘You know, one

utility’s delay is another wutility or customers’ due process
rights.” And that’'s the nature of the beast.

SENATOR CONDERY: |’ve heard that sonme of these as old as 15 years
and haven’'t got a final decision. W’ ve heard a lot, | heard
about | think a, maybe a Tesoro, | don’t know, a pipeline thing
and | al so heard that several tines it’s five or six years in the
wai ting. So it seens, | believe everybody works hard, |’m not
saying any of the Comm ssioners are, you know, | think they're
doi ng what. But | think their workload personally is too big.
That’ s what 1 think. So, so anyway, that’s what | was kind of
wonderi ng what you thought was the, was the reason, | nean, the
reason, everybody conplains, that’s not really a reason, you
know.

V5. TINDALL: The only docket that |’'ve experienced that’'s been
open sonmewhere close to 15 years was at the FCC, and that was our
petition to open the Bush to conpetition. It’s soon to be
closed, | think. At least they put out a rule naking on it. W
haven’t experienced those types of delays at the RCA W did
experience what we thought were not so nmuch delays as just a
total dismssal without an order at the fornmer APUC. Sure, we
would like the RCA to cone in on their white horses and settle
cases the day we file them

SENATOR CONDERY: That’s not realistic.

MS. TINDALL: But it’s not realistic. So sure, we can gripe about
del ays because in our business delays advantage the incunbent.
And so we're acutely aware of any delays but we try to take a
bal anced appr oach.

SENATOR CONDERY: And do you feel, how do you feel, GCl or ACS,
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whi ch one gets the nost favorable treatnent?

MS. TINDALL: You know I think that ACS has a problem They do
have a probl em

SENATOR COANDERY: | nean, what is...

MS. TINDALL: And that problemis that they don’'t have the |aw on
their side. The sinple fact is that the FCC and the federal
courts have set this |aw. And ACS can argue it’s unfair unti
the cows cone honme and they will. But their problemis not one
of bias, it’s not one of unfavorable treatnent, it’s sinply that
they don’t have the law on their side as our courts have found.

SENATOR CONDERY: So, the short answer, would you say then is GC
gets nore favorable treatnment than ACS, regardless of who' s at
faul t?

MS. TINDALL: | would not say that, no.

SENATOR CONDERY: Well, | thought that’s what you said.
M5. TINDALL: No, | think that the RCA, like the courts, 1is
di spensing decisions fairly. 1It’s the lawthat is ACS s problem

SENATOR CONDERY: So who gets the, back to the original question,
who has the nost favorable decisions in your opinion?

MS. TI NDALL: No one.

SENATOR CONDERY: The majority of the time?
M5. TI NDALL: No one, Senator.

SENATOR CONDERY: The majority of the tinme?

V5. TINDALL: W win the majority of the tine because we argue the
|l aw and it’s upheld in the courts.

SENATOR COADERY: That’s all | was wanting to know. Who wi ns the...
MS. TINDALL: | would love to take credit for it because | could
go in and ask for a raise. But | don’t think, you know, | think

| need to be fair in this.

SENATOR COMNDERY: |1'd like to have a raise for being here today,
but that won’t work out either.
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V5. TINDALL: | think you all deserve one.

SENATOR CONDERY: Anyway, if | could ask one other question. And
then we got to go to session here pretty quick, | guess. There
was, maybe you don’t have it in the top of your head, but you had
acquired right-of-way from the State, from the DNR, from the
Parks, | guess, fromthe University.

MS. TINDALL: Yeah, one of those groups sonewhere.

SENATOR COWDERY: What do you, you, anything you do, you lay a
cable, you got to have a right-of-way. You pay for those right-
of -ways, right?

V5. TINDALL: You know, I'’mnot up to speed on the status of those
right-of-ways. | know it was the subject of a legislative fight
a nunber of years ago and there were interim steps taken and |
don’t know if that was ever finally resolved or what we ended up

payi ng.

SENATOR COWDERY: Could you find out approxi mtely, you know, and
these, how nmuch a mle that you pay, or what, do you pay by the
mle, by the foot or whatever?

V5. TINDALL: | would have to find out.

SENATOR CONDERY: |’ d appreciate that. And if you could get that
to me, |'d appreciate that.

MS. TI NDALL: Sure.

CHAI RVAN TAYLOR: Senator Cowdery, a better place to | ook m ght be

the Resource Commttee hearings held on that. And that was, |
agree, Dana, probably three or four years ago. They were rather
ext ensi ve. What’s Vic Fisher’s wife's nane? Jane Angvik was

enpl oyed and was a senior nmenber of the Departnent of Natural
Resources at the tinme and she wote a very strong letter in
opposition to where the Admnistration was going on what the
value of an intertie right-of-way should be and it was quite
controversial because we had the railroad charging one rate and
then we had five different state agencies all wanting to charge
different rates and it was our understanding that John Shively,
who was then in charge of the Departnent of Natural Resources
with the Governor and with GCI went into a room and figured out
how to settle it and that’s basically the testinony we had is
that they nade a deal. Wat that deal - whether that deal is a
good one or bad one, | was opposed to having five different
rates. | thought the state just ought to charge what the ground's
worth, not try to nmake sonme kind of interpretation of what the
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value of the cable mght be worth that was in it and that's what
state agencies were trying to do at the tinme but there was an
agreenent made between the Administration and the conpany that
was satisfactory to both sides and the best testinony on that is
not nmy reflection, but ...[END OF TAPE]

TAPE 02-47, SIDE A

CHAI RVAN TAYLOR ...preserved in the Resources Committee. I
don’t, again, | don't know if it’'s a settled issue and | wish it
was. . .

V5. TINDALL: | don’t know and | don’t have any...
SENATOR DONLEY: I'msorry |I’ve got to go get ready for...
CHAI RVAN TAYLOR: Go ahead.

SENATOR DONLEY: ...for the joint session.

CHAI RVMAN TAYLOR: | under st and.

SENATOR DONLEY: | want to be here, but...

CHAI RVAN TAYLOR W're going to go to hearing next and that’'ll be
after the joint session.

SENATOR COADERY: If you could, within the next, hopefully, the
next day, give us a white paper on, on, say the parts, crossing
the parts of fiber optics going to Valdez and up to [indisc.].
Is that difficult for you?

V5. TINDALL: Yeah, it is. |’ve got nost of ny staff here and,
but I will get it as soon as | can.

SENATOR COADERY: | woul d appreciate that.

SENATOR THERRI AULT: M. Chairnman, | don’t know why we can’t get
that fromour own State agencies if...

CHAI RVAN TAYLOR: That’'s what | was suggesti ng.

SENATOR THERRI AULT: .it’'s State Parks land, State, just State
general land. W’'re the State, we’ve got people in the building
right across the street or down the road.

SENATOR COADERY: | would just like to have that information.
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SENATOR THERRI AULT: They should be able to pull that together.

CHAI RVAN TAYLOR: | know it was very conplex at the tinme and very
confusing to all of us and that a resolve cane about.

MS. TINDALL: Yeah, and | don’t recall how that happened. How
the, whether it was resol ved, whether there was a deal or not, |
sinply don’t recall

CHAI RVAN TAYLOR: That’s my recollection of the testinmony from M.
Shively at the tine. Senator Therriault, you ve been anxiously
awai ting and | appreciate your patience there.

SENATOR THERRI AULT: Thank you. One of the things that was
di scussed last week was this diversion process that RCA has
initiated. I’m just wondering if you have an opinion on that,
where things can be dealt with in sort of a |lower level, not kick
it up to the quasi-judicial where you have to have teans of
attorneys and di scovery. Do you have a position on that process?

MS. TINDALL: |I'’m not sure that | heard all the testinony and
Jimry may want to chinme in, but | think anything that kind of
spreads out the workload and all ows for decisions to be nade on a
qui cker basis is good. Sonehow there would have to be sone power
behind a decision being nade at a | ower |evel because often what
we find is that if a decision is nade by an arbitrator, say, that
goes against ACS, is the only one |I’ve had experience with on
this, that they sinply refuse to abide by it. So..

SENATOR THERRI AULT: It just strikes ne...
MS. TI NDALL: Yeah, but other than that...

SENATOR THERRI AULT: Strikes nme as an attenpt by the Comm ssion to
be responsive to sonme of the criticism But |I’mnot sure how it

applies to the big conpanies versus the little conpanies. The
little conpany’s, of course, much nore interested, | think,
because. ..

MS. TI NDALL: Right.

SENATOR THERRI AULT: ...they can’t afford the attorneys, the
banks of attorneys, so...

V5. TINDALL: We woul d support sonmething |ike that.

SENATOR THERRI AULT: And |’ m just wondering if you' ve had a | ook
at the bill passed by the House and have an opinion as to the
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oversight commttee nmechani smthat they want.

M5. TINDALL: There was sone debate in the House about what the
oversight commttee would be limted to or if they had broad
rangi ng powers. \We're not opposed to an oversight conmttee to
make specific process reconmendations. W wouldn’'t be excited to
have an oversight conmttee of all the utilities with broad
rangi ng powers. That’s kind of a scary concept to us. But as
witten in the House bill, we are not opposed to that.

SENATOR THERRI AULT: GCkay, is there anything else in the House
bill that you have concerns with or...?

V5. TINDALL: We would | ove to see the Conmi ssion reauthorized for
four years. W're starting to think a conprom se may be nore in
order as, you know, reflect Jimry going out and trying to achieve
a conpromse. W’'re not opposed to the House bill. W support
it. But we certainly wuld not want - we believe any
reaut hori zation less than two years would be detrinental to the
i ndustry.

MR, JACKSON:. And | can put just a slight footnote on those

answers. W think we’ve seen the final bill that passed the
House. But I'’m not sure that we’'re absolutely certain that we
saw the final bill. So this would sort of be subject to review
that the bill is what we think passed, the one we're speaking
about .

SENATOR THERRI AULT: Thank you.
CHAI RVAN TAYLOR Senator Cowdery?

SENATOR COWDERY: How nmany hours did the House, did vyou

participate in the House bill in testinony over there?
MS. TINDALL: The hearings went on for five hours. It’s doing
wonders for ny diet, right through dinner. But | think ny

testinmony only | asted about a half an hour, maybe |ess.
SENATOR CONDERY: But the House testinony was about five hours?

CHAI RVAN TAYLOR: Wuld it be fair to say that the House bill
except for a couple mnor tweaks, is pretty nuch the conprom se

bill that you were working on along with ARECA and sone ot her
fol ks?

MR. JACKSON: Chairman Taylor, | looked at it briefly. | think
that it’'s fair. The main, the main difference | saw was a
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difference in who appoints the advisory commttee.
CHAI RVAN TAYLOR: Yeah, the nmakeup.

MR JACKSON:. And | didn’t even notice the nmakeup change
honestly have not reviewed it that carefully.

CHAI RVAN TAYLOR: | noted a couple other changes, too. You had a
provision in here that required that once the Comm ssion issued a
final order, that they had to send a copy to every Legislator.
Thank God sonebody dropped that one because | don’t think that we
woul d know or understand nuch of what we were...

MR, JACKSON: It was only when they were evoking good cause
that...

CHAI RMAN TAYLOR Yeah, yeah. And | appreciate your attenpts to
try and find sonme teeth that could be put into the process.
Senator Donley has |eft now because of other commtnents, but he
and | have been working for several years with our Al aska Suprene
Court on exactly the sanme difficulty of tineliness of orders. W
still have a few out there that are well over two and a half
years old from the tinme that the case was argued before the
Suprene Court. And justice delayed is justice denied. W'’ ve not
found any very good sol utions other than encouraging the court to
come up with better rules. But | do appreciate the attenpts that
you made in that legislation to try and find sonme teeth you could
put into it and maybe one of them was notifying the Legislature,
you know, of good cause, because as we heard testinony, good

cause may have been overused a bit by the Conm ssion. | ] ust
wanted to confirm that that was the docunent that you guys had
worked on and |I’'m assuming that you played an integral role

aside fromjust the testinony, but wth also the people involved
in reaching conpromse within the House and with your own staff
of fol ks here, too.

MS. TINDALL: Senator Taylor, just to clarify the record, we spoke
to Chugach and ARECA and Colden Heart and we did not transmt
that bill to the Legislature. So our role was in attenpting to
draft a conprom se that fail ed.

CHAI RVAN TAYLOR: However it got there. But the testinony that

we’ ve had today, you were here, | believe, for nost of it, both
of you, from both Chugach and from ACS, of course, is that both
of those have asked us to vote against the bill com ng out of the

House because - primarily because of the extension. So apparently
we’ve not achieved a conpromse that’s satisfactory to at |east
the largest electrical conmpany in the state. And should the chair
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be rotated, as was suggested?

MS. TINDALL: | haven’t heard any reason presented in any of the
testinmony that would nake me believe that the chair should be
r ot at ed.

CHAI RVAN TAYLOR: Ckay. Do you believe these tinelines are going
to have sufficient teeth as to at | east acconplish a nore uniform
expectation upon the filing of a tariff or a rate change?

V5. TINDALL: Yeah, | was thinking about that. | think one of the
bi ggest reasons there’'s delay at the Conmi ssion is often because
parties, well, in nmy experience, parties don't conply wth

di scovery requests. And the Conmission has very little ability
to penalize a party that doesn’'t conply with discovery requests
or who otherwise seek to delay a proceeding. And so | was
thinking that in order for this to be effective, nmaybe the
Comm ssion, the Conm ssion needed nore teeth and the ability to
penalize per violation on a per day basis or an understanding
that if a party hasn’'t cone forward with their discovery burden

they may get rul ed against. But one of ny concerns, | nean, |
think theoretically the tinelines should work, but one of ny
concerns is what happens when you ve sinply got a recalcitrant
party who won’t conply and who's dragging their feet? And in
order - you've got to find sonme way for other parties in the
proceeding to still be able to obtain their due process rights or
there’s going to be all sorts of appeals and they' re going to be
before the Legislature the next tine. So, next legislative
session or perhaps when the Legislature takes up the RCA statute
again, perhaps they mght want to consider increasing the RCA s
ability to fine and sanction utilities.

MR, JACKSON: And just to back up Dana’'s testinony |ast week, one
of the final wi tnesses that you had in Anchorage was Don Reed
from Matanuska Tel ephone Associ ati on. And he described to you
that in contrast to some of the other cases that you ve heard
about, that their rate case went very, very well. | happen to
know from having talked to both Don and the public advocacy
staff, they had not one single discovery dispute in that
pr oceedi ng. And that’s because when asked for discovery, MIA
provided it. Oher conpanies don’'t necessarily do that. In the
annual access charge proceedi ngs, which happen every single year
for every single |ocal phone conpany, the expert wtness that we
had, who doesn’t reside in Al aska and cane to these cases with no
prior experience with any of these conpanies, when the case was

over he said to ne that MIA was great to deal wth. And our
expert and their expert actually told each other, you know, ‘It
was great working with you.’ W could talk to each other’s
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experts. W could find out what you really need and we could

provide it. My expert said, ‘On the other hand, it was a
nightmare getting any information out of ACS.’ They did
everything they possibly could to provide as little information
as they possibly could. That’s what causes the case to go
sl ow y.

CHAI RVAN TAYLOR: There’s of course another countering argunent to
that. And that is that the discovery process can be abused by
either side. And that abuse can be, I’'Il give you an exanple: a
non-controversial, | nmean, everybody agrees, rate needs to be
changed 2 percent or sonething. So they put in for their 2
percent rate change. Instantly an opposing party can intervene
and then use that rate case for the purpose of trying to
di scovery - discover every bit of proprietary information about
their conpetitor that they mght wish to have. And when you’ ve
got two people conpeting as aggressively as your two conpanies
have been, | can't help but believe that every advantage is
sought by both sides when it comes to areas of discovery that may
be of benefit for business purposes aside from the fact of
whet her or not it may have sonething to do wth the rate case.

MR, JACKSON. Well Senator, and because that allegation has been
made, | would like to respond.

CHAI RVAN TAYLOR: Ri ght.

MR. JACKSON. In the recent ACS case, the information that was
designated proprietary by ACS was, with a very few exceptions,
seen only by outside consultants who have absolutely no other
relationship wwth GCI except for that rate case. In a very few
i nstances, the docunents were seen by nyself. They were never
seen by any other person at GCI so there was no conpetitive
advant age to be gai ned.

CHAI RMAN TAYLOR: Even if...
MS. TI NDALL: But, but, but...

CHAI RMAN TAYLOR: It’s something that | think a conpany would
resist.

V5. TI NDALL: But, but...

CHAI RVAN TAYLOR Just like you would resist it if they nmade those
ki nds of requests of you.

V5. TINDALL: We don’t really need to argue the point because this
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- the reasons parties may del ay cases and has nothing to do with
t he RCA del aying a case.

CHAI RVAN TAYLOR: That’s right. That’s the point that | was trying
to make, is that discovery can be abused by either side. And I
was agreeing with Dana there. | really believe this Conm ssion
needs to have the ability to sanction and inpose fees or fines
and maybe even dismss or grant cases if there is a refusal of
di scovery so as to expedite their case |oad.

MS. TINDALL: | agree.

CHAI RVAN TAYLOR: No, we do. And | think there’s sonme other itens,
too, I'd like to ask you about and that is: do you think that we
ought to have preenption avail abl e?

V5. TINDALL: | think we ought to quit while we’re ahead. Sorry.

CHAI RVAN TAYLOR Do you think we ought to have a provision in
here that provides for preenption of a conmissioner if they
believe there is a bias or cause using the sane standards that we
use for judges today?

MS. TINDALL: You know, we haven't discussed that. | haven't
thought a lot about it. My off-the-cuff response would be that
it’s not necessary because you have three comm ssioners voting
and |'m not sure it’'s practical because you only have five
commi ssi oners al t oget her.

CHAI RVAN TAYLOR: | think with nultiple parties, you d run into a
real problem But | just wanted your thoughts, if your conpany

had any, on whether preenption was sonething that mght be - if
we could find a way of structuring it, make it be considered.
Another is both wthin the tinefranmes - because that’s the

bi ggest thing, basically, the House has sent to us is sone
timeframes here and a feel-good |ook at things and advise the

Comm ssion. If, in fact, we look at the judiciary as an exanple,
when judges fail to get out decisions on cases that have been
argued, | think it’s three nonths, it may be six now, | can't

renmenber, they have to sign an affidavit every nonth before they
get a paycheck fromthe state. And if they are unable to swear
and file the affidavit that they don’'t have things under
consideration that are older than six nonths, then they get paid.
And of course, if they can’t do that, they don't get a paycheck.
And that has been, as shocking as this may sound, that has been
one of the nost notivating factors within the judiciary for
getting pronpt decisions. | know for a fact of judges that have
| ost their paycheck 17 times is a, you know, five or six year
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peri od. One dear friend of mne, he ended up al nbst every year
taking all of his vacation time because he could at |east get
paid while he was on vacation, and he would sit there for a nonth
at a time witing up decisions. And that was solely because he
had a hard tine naking decisions. But had it not been for that
provi sion, Lord only knows how long it would have taken to get
decisions from that person. And to sone extent, maybe that’s
another tool we should be considering here, is sonme sort of
affidavit that says, ‘Yes, our cases are current, we're noving
t hrough them and we understand we don’'t get paid if we haven't
had them’ So |I just wondered if you had any thoughts on that as
anot her notivating factor.

MS. TINDALL: It’s possible GC could support that. | think we'd
have to | ook at the actual | anguage.

CHAI RVAN TAYLOR: Other questions? W have to go into a joint
session here at three o' clock, so | wanted to give everybody
time. Eric, | wanted to give you a chance to testify on the work
you’' ve done over on the House side and how you feel about this.
If there are no other questions...

SENATOR THERRI AULT: M. Chairman, before we break. | just wanted
to let you know that we did have a brief discussion with the
| egi sl ative auditor during the LB&A neeti ng.

CHAI RMAN TAYLOR: Dave nentioned that.

SENATOR THERRI AULT: We conveyed to her that you were not
guestioning the audit. And we did have sone questions about
whether or not the regulated utilities that were part of the
audit had been inforned that everything was confidential, that
auditor’s working papers were by |law confidential. And she said
there probably was not an upfront, you know, sheet or discussion
informng that but it’s standard procedure that if anybody is
expressing any kind of reluctance or body |anguage show ng that
they’re uneasy, the auditor clarifies with them So | just
wanted to |l et you know that there was that discussion.

CHAI RVAN TAYLOR: All right. | have a lot of faith in Pat D and
her staff. | think they do a great job. But, | guess, Senator
Therriault, | can’t overlook the sworn testinony that we’ve had

from alnost every wutility about their reluctance and their
concerns about retribution. And I don't work in that field so |
don't know if those are bona fide or genuine concerns or
t hought s. But there's certainly been alnost an unanimty from
t hose who have opposed the Commission in stating that. And sadly
| think that did have an effect on Pat and her crew when they
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went out to talk to folks is that they felt reluctant sonehow.
And |1'm glad you clarified that with her and hopefully in the
future they’' Il notice everybody right up front and |let them know
that everything s confidential and can’t be kind of used agai nst
them so to speak

SENATOR THERRI AULT: Having reviewed the working papers, the
guestion was put to her about what was the type or I|evel of
comment that was nmade. She said for a sunset, generally the big
picture that they' re looking at is whether the entity should be
extended. And she said, with few exenptions, the comments were
that yes they should be extended. And then there was, ‘However.’
And sone of those ‘Howevers’ led to sone of the reconmmendations
in the audit, you know, for the Legislature to consider making a
policy call on.

CHAI RVAN TAYLOR: Have you had a chance, or did you have a chance
to review with her or with Legi sl ative Budget and Audit her four
recommendati ons and whether or not they' re addressed in the bil
sent over by the House?

SENATOR THERRI AULT: | didn’'t put that question to her.
CHAI RVAN TAYLOR: Yeah, because we really ought to kind of |ook at

that to see whether or not we're doing that. Senator Therriault,
t hank you very nuch. Thank you for your candor and your patience.

| appreciate both. W'Il stand in recess and we'll return,
hopefully, followng the joint session and we' ||l take up Eric at
that tine. | have three or four other people who have been very

patient and wanted to add testinony that haven’'t had an
opportunity to. But at sone point this afternoon, we need to get
on with | ooking at and hopefully the drafter will have sonething
back to us a docunent where we can, and hopefully, you people
will be in the roomand can participate with us in what |1’ m going
to call kind of a mark up of the bill. So wth those thoughts,
we'll stand in recess until after the joint session.

[ MEETI NG RECESSED]

TAPE 02-48, SIDE A
5:05 p.m

CHAI RVAN TAYLOR Just at the recess with GCI and Eric Yould had
asked for an opportunity to cone up and talk a little bit about
the current legislation. The matter now before us is HB 3001. W
did not have that in our possession earlier, but we do now and
that’s what we’ll hold the hearing on.
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SENATOR DONLEY: Can we get copies of it distributed?

CHAl RMAN TAYLOR: Yeah, we can do that. W’'Ill get copies nade up
and distributed. Eric, you testified earlier. You were placed
under oath at that tinme. I'll just rem nd you that you' re stil
under oath and go right ahead. G ve us your full nane.

MR. YOULD: Thank you very nmuch and for the record I’m Eric Youl d.
I’m the executive director of ARECA. ARECA is the trade
association for the electric utility industry for the state of
Al aska. My nenbers generate about 90 percent of the electricity
for consumers throughout the state. My biggest nenber is Chugach
Electric and we’'re very proud to be able to represent them as
wel | .

M. Chairman, | guess we have switched just a little bit. You did
have before you SB 3001 and | was prepared to comrent on that,
but instead what | will do is comment, if | may, in favor of HB
3001. Essentially there are three elenents to this bill that we
feel are inportant and that we very strongly support. Nunber one;
there are tinelines that establish definitive requirenents for
the RCA in which to acconplish certain dockets within their
possession. W think that's very inportant. It’s an el enent that
was passed by the House during the last session that ARECA was
very instrunental in helping to have adopted. In addition, unlike
what came out of the House |ast session, HB 3001 al so has a two-
year sunset extension. W agree with that. W have never been in
favor of the four-year sunset extension. And, as a matter of
fact, ny board of directors in February of 2002 adopted a
resolution specifically requesting a tine extension of no |onger
than two years. | will have to tell you that previously back in
Decenber we had actually adopted a resolution for just a one-year
sunset extension, but when it |ooked |ike the |egislature was
noving very fast toward a four-year, we felt that we needed to
change our position slightly. And for the record, | would have to
say that Chugach Electric did not support the two-year sunset
extension. Instead they supported the one-year sunset extension.
Nevertheless, this new bill does have a two-year sunset
extension. W're very nmuch in favor of that.

Finally, the other thing that this bill does have which we think

is inmportant is the establishnent of a commttee that will run
for one year that will be conposed of a nunber of individuals
from the industry. | think seven all together, appointed by the

governor and the two bodies of the House. This group would get
t oget her and address a nunber of issues and the issues that they
woul d address |I'’m happy to say conport with the resolution that
has been adopted by ny nenbership, which I’'Il give you all a copy
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of if you have no objection. Primarily, the operative things that
this group will look at are how to reduce the backlog of cases
and other matters pending before the conm ssion, how to revise
the process of the conmi ssion to ensure that fewer issues nust be

tried in a trial-like proceeding, whether the deadlines
established in AS 42.05.175 added by this section (1) of this act
require a further anmendnent and | think that’s inportant. The

areas for which the conmission is currently responsible for
providing the highest public benefit and the areas producing
|l ower public benefit and identifying areas of regulatory
oversight that may be el i m nated.

So these are the charges of this one-year commttee. | would say
t hat ARECA supports this commttee and this approach to trying to
stream ine the RCA process. As you’'ve heard from Chugach and as |
can represent by many of ny nenbers, they are very frustrated

with how long the process takes. Frankly, | think that the RCA
has a |lot of tools available to themto ensure that they can do
their work nore expeditiously, but | think that wth sone

direction from the l|egislature and, perhaps better managenent
within the RCA, we feel they can be a very good functioning
ef ficient or gani zati on, frankly, per haps, even wi t hout
substantial additional statute changes. There has been sone
suggestion that <certain entities should not be subject to
regulation and that’s one of the things this docunent and this
commttee will have us looking at and | think that that’s an
i nportant el enent.

So, basically, M. Chairman, | would say that ARECA strongly
supports this legislation that is before you and I woul d be happy
to answer any questions, which you m ght have and | apol ogi ze. |
didn't realize that this particular bill was going to be an
i ssue.

Earlier today, M. Jimmy Jackson was called on as author to a
docunent that he had been working with the industry |leaders to
try and conme up with a conprom se position and he did come under
sonme question fromthis commttee. And, in fact, he did approach
ARECA with the concept of coming up with a conprom se piece of

l egislation. | told him ny attorney would work with him and |
told ny attorney that there were three things that | wanted. |
wanted the tinelines that we had in the House; | wanted a no

| onger than two-year sunset extension; and | wanted to take many
of the elenents in our resolution and roll them into anything
that would cone out of this new crafted piece of legislation. |
did that in my CESSNA 182 and went to ny 12 x 16 cabin in the
wi | derness for the weekend and cane back and | ow and behol d there
was drafted the legislation that is pretty much before you. |
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took a look at it and quite frankly I was very pl eased because it
addressed al nost everything that we’'re looking for. | see nothing
in her outside of what we had been requesting and that rather
surprised nme, but that’'s fine with me. So, M. Chairman, that is
how this piece of legislation canme forward. | was contacted by
M. Denny DeWtt, who is the legislative aide to Representative
Mul der who is the House sponsor of HB 3001 and wanted to know if
| had anything else that we would want to see included and at
that point in tinme | went ahead and gave him this additional
| anguage and then he ran with it fromthere.

SENATOR COADERY: Were you and M. Jackson the only two entities
that had reviewed this? Is that right? The one that we’'re tal king
about ?

MR, YOULD: That is correct. | don't know who else M. Jackson
showed it to, but Dbasically it conported exactly wth ny
resolution. So it answered ny nenbers’ concerns and so, beyond
that, as far as we were concerned, this was good.

SENATOR COWDERY: For follow up. You reconmmended areas for
regul atory oversight that nay be elimnated. Can you give us sone
i deas what in your particular..?

MR, YOULD: | think Chugach brought up a valid point earlier
today. Perhaps, public electric wutilities, that 1is those
utilities that are not investor-owned wutilities that have
governing bodies of their own, should not have to be subject to
econom c regul ation, but | suspect there are sone things we need
to address before we conme forward with that recomendation. And
that’s why | think the subconmttee is a good chance for us to
address sone of those issues before we actually nake those kinds
of proposals.

SENATOR CONDERY: You know, | have a feeling, you know, where
there’s conpetition that’'s pretty much - what’s wong wth
conpetition if you have two or nore in conpetition with each
other? Let it apply? Wat do you think?

MR, YOULD: Well, you're getting into a totally different area
now. You're talking about total deregulation in which you
elimnate service territory as well. This is what happened in
California. And it has been a dismal failure in California and,
frankly, we as an industry, with the exception of Chugach, we're
not in favor of deregulation of the industry in the state of
Al aska even when Enron and California did not take place. There
are reasons for that. One of the reasons is that really the
Rail belt is the only portion of the state where you have a
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transm ssion line that even would allow for conpetition to take
pl ace between Anchorage and Fairbanks. In rural Al aska you’ re not
even interconnected; so you have no way of really having
conpetition take place. Other reasons are that in the Railbelt
you only have three providers. You have Chugach, Golden Vall ey
and Anchorage Municipal Light and Power. So you don’t really have
too many people that could provide conpetition in the first
pl ace. And not only that, but in the state of Al aska, unlike the
Lower 48, we're pretty nuch a public power state anyway. N nety
percent of our electricity comes from consuner-owned utilities.
In the Lower 48, it’s alnbst the opposite. A npst all of the
el ectricity cones frominvestor owned utilities and the publicly
owned wutilities such as co-ops and nunis are a very small
mnority. In nost states, as M. Giffith nentioned earlier, the
public utilities are not subject to econom c regul ation.

SENATOR COWNDERY: | renmenber years and years ago when we had
Al aska Transportation Comm ssion and we heard all the things that
was going to collapse. The world was going to collapse when we
did anay with that. Well, it didn't. It seens |like the trucking
industry and the transportation industry has survived wthout
that. So, | was just wanting to know your opinion. One other
question, unless you want to comment on that, but one other
question. |1 wuld like nore details about what you would
recommend of the commttee nmake up. Who woul d be..?

MR. YOULD: Let ne just nmake an observation on your first conmmrent
there and that is that the telephone industry went through
deregulation. And as a deregulated industry, they are nore
dependent on the Regul atory Comm ssion of Al aska than they were
before they were deregulated. They cannot function wthout the
Regul at ory Commi ssion of Alaska, which | find quite incredible.
So, you’' ve deregulated an industry and nmade them nore regul ated
than before. It used to be that half the cases that were heard by
the Regul atory Conmmi ssion for Al aska were electric and the other
hal f were tel ecomruni cations. Now, the electric, | think, is |ess
than 20 percent. And nost of it is telecommunications. | just
find this an incredible indictnent of the whole issue of
deregul ation, quite frankly. You re deregul ated, but you re nore
regul at ed.

In terns of the conposition of the commttee that would be set
up, this is the one area where | stubbed ny toe in that | didn't
read the conposition that closely and while there’ s seven nenbers
on this commttee, two of them are telephone and only one is
electric. | would rather see only one tel ephone on there, or at
|l east two electric to go along wth the two tel ephone, quite
frankly. O herw se, the conposition of the commttee as proposed
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is in section 7 and it wuld include one nenber from the
commi ssion, an incunbent |ocal exchange carrier, a conpetitive
| ocal exchange carrier, an electric utility, a natural gas
utility, water and sewer wutilities and the public advocacy
section of the comm ssion. So, | believe there are seven nenbers
t here al t oget her.

SENATOR CONDERY: | wonder how many utilities — | wonder how many
things you' re regul ating now, you know — water, sewer, pipelines,
t el ephones, small, rural electric.

MR, YOULD: Not just small, we represent all the electrics.

SENATOR COADERY: But there are sonme small.
MR YOULD: Yes.

SENATOR CONDERY: That's all | have.

CHAI RVAN TAYLOR: Senator Therriault.

SENATOR THERRI AULT: Wth regards to the section that cones right
out of your resolution — the process of the conm ssion to insure
fewer issues must be tried in a trial-like proceeding, which is
the diversion process that they have. So you have concerns,
criticisnms of the current process that RCA has put in place?

MR. YOULD: It’s not necessarily that they' ve put in place. It’s
this question of are they doing too many in a trial-Ilike setting.
| think the chair has the authority to say, ‘No, we’'re going to
do this with | ess conm ssioners and we’'re going to do fewer in a
trial-like setting.’

| think it’s a discretionary thing. You know, once again Joe
Giffith was right. They have the authority to cut down on mnuch
of their own workload and due process and they shouldn’'t be
afraid as a judge to lay down the hammer and say how it’s going
to be fromtime to tine.

SENATOR THERRI AULT: |’m not a judge. Senator Taylor nay be able
to correct nme. You know there's sone discretion and decisions
that get made — whether it goes to a jury, whether it’s a judge
tried, but discovery and all that is still offered to both sides.
It seems to ne |ike the diversion process that they got to tried
to do away wth sone of that expense, too. And in one case that
was brought up where the court sent things back — supposedly the
deci sion was nade by the court that, ‘No, it was an issue of fact
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to be found.” And so, | guess |I’'m wondering have you had any
el ectric issue that’s gone into that process?

MR, YOULD: | don’t know if you mean into the process where it
naturally goes to court system

SENATOR THERRI AULT: | nean into the diversion process that the
conmmi ssi on put together.

MR, YOULD: Well, you have to understand that ARECA, itself, is a
trade association. W're not an electric utility. Hence, we don’'t
have that much exposure to the conm ssion, per se, but we do have
exposure and | can certainly tell you that the one docket that |
have before the conm ssion, | am amazed at how long it has taken.
It’s a sinple rule making and it’'s already taken 28 nonths. It
| angui shed for 17 nonths when it didn’'t need to. | nean just flat
| angui shed and when it finally cane up before the comm ssion,
after they’d had three rounds of | don't want to call it
di scovery, but public input and then one workshop, which took
place over a six-nmonth period of tinme, then you would have
thought at sone tine within a reasonable tinme thereafter, it
woul d have been brought up for final resolution. Instead it sat
for a nunber of nonths and when it finally canme back up, and |I'm
tal king sonmething like 12 nonths, the comm ssion said, and this
is on record, ‘I don't think we know enough about the issue to
make a decision.’” Forget the fact that we just had three rounds
of discovery plus one workshop. Then they said | don’t think we
know enough about the issue. Let’s just go ahead and wite the
regul ations and we’'ll get public input through the regul ations
process. And that’s wong. | nean they should have adjudi cated on
this when it was fresh in their mnds and they already had the
i nformati on before them

|’m just saying they could manage their business better. And |
think that’s what Chugach is saying, too. There’'s a l|lot they
could do to manage better. W' ve heard a |ot about due process
today and if they can’'t do this because sonething else takes
pl ace, then you have the - Conm ssioner Thonpson canme before ny
body back in February on this very docket that | was telling you
about at our legislative conference and when asked why she hadn’t
done anything with this docket, her response was, and | was
amazed that she nade this response, ‘Well, this is the first tine
that |I’ve heard that this is a real issue with you.

Wiy did we put this docket in in the first place? It should have

not had to wait for the squeaky wheel to say, ‘“When are you
going to work on our docket? They should have just programed
this thing into the future and just gone on with it. And, | know
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that they can manage their work better and |'m sure that that’s
what nuch of what this commttee will find.

SENATOR THERRI AULT: Thank you.
CHAI RVAN TAYLOR: Senat or Cowdery.

SENATOR COWADERY: What about, you know, talk has been about
rotating the chair. Wiat do you think about that?

MR YOULD: | agree.
SENATOR COWNDERY: When | say that, | worked, | served for a few
years on the Anchorage Police and Fire Retirenent Board and
that’s what we did. W rotated both sides every year and that
wor ked pretty good.

MR. YOULD: Frankly, | haven't asked that question of ny own body,

but 1’ve got real anbivalent feelings on that and one of the
reasons | do is because |I frankly think that we have a very good
chair. The chair has a legal background, which | think is
inmportant for this body and | look at the talents and the
| eadership skills of some of the other nenbers and while | think
highly of them as well, | think they have a good | eader right
now. | guess I'mnot so sure | would like to see it rotated as

often as perhaps has been suggest ed.

SENATOR COWNDERY: But the leader is not nmanaging right. That’'s
what you’re sayi ng.

MR. YOULD: That is correct and, you know, naybe what they do need
to do is get back with the old executive director approach, which

they used to have, which was done away with in 1999. | don’t know
if that’s a good idea or not, but I'd sure hate to see the chair
having to nanage the workload. |1'd rather see the chair doing

comm ssion |evel type work rather than down in the trenches,
frankly.

SENATOR CONDERY: Thank you.

CHAI RVAN TAYLOR: Eric, what about the difficulty of comunication
in general and nore specifically the difficulty of comrunication
that may in fact be ex parte. In other words, may be advocating
for your position where there is soneone out there that opposes
that position and never knows that you' ve had that conversation?

MR, YOULD: Well, | have never had a conversation wth any
conmmi ssioners on a specific docket. I'’mbrowsing a bit here right
now on one docket. | <can tell you that, but | have never
attenpted to approach the comm ssion nor as a general rule do ny
people to discuss an issue. They wll talk process and | know
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that the comm ssioners will accept phone calls if they feel you
are going to talk process, but they certainly aren’t going to
talk to you if you're going to call themup and ask them about a
specific case. And, as a general rule, our people don't try and
do that.

CHAI RVAN TAYLOR: | understand that. It may be a policy on your
part. Wat mechanism is there that provides you wth any
assurance that that’'s occurred? | don't see any constraint and
the only constraint 1’ve heard of in the testinony is the
di stinction between what’s an R docket and what’s a U docket and
in fact in the e-mails provided by the chairman. There was
obviously sone confusion on that with M. Rowe when he was
talking with her about whether or not he felt constrained to talk
about a subject and basically she said back to him *‘GCh, you
don’t have to worry about that. That’'s an R docket and we are
only constrai ned on U dockets.” — or vice versa.

MR, YOULD: Vell, you know, | think that we have to appoint
honor abl e and honest people and | think that they have to live by
the ethics laws that we have and we can’t all be wal king around
with policenen tailing us. W all live by the ethics |aws of the
state and if there is ex parte that nust prevent all parties from
not being able to rub el bows with or have di scussions on dockets,
then, by golly, that’'s the way it’s suppose to be. | can’'t say
that that’s the case. Certainly, there’s been suggestions that is
not the case and I can’t judge that one way or the other.

CHAI RVAN TAYLOR: Maybe you could judge this for nme. Every — |
shoul dn’t say everyone — a significant majority of those who have
testified, several of whom are your nenbers, including GCeorge
Gordon, his coments, Joe Giffith, as two pretty significant
generators of that and several others, all talked in ternms of

their concerns or fears, par anoi as, if you wll, about
retribution. The one subject we haven't talked about is the
opposite of that. | was taken by the fact that 13 attorneys who

practice in front of this commssion all toted right up and wote
a letter telling how wonderful the conm ssion was. As a judge, |
think I would have been very suspicious of that if the Ketchikan
Bar Association would have witten sonme kind of letter to ne
saying, ‘Ch, you're the nost wonderful judge in the world. W
think you're great.’” | would have been concerned about that, but
sonmehow | was given the inpression to sonebody that | would be
subject to that type of aggrandi zenent.

SENATOR DONLEY: Anybody who didn't sign it would have been
conspi cuous by their absence.

CHAI RVAN TAYLOR: Absol utely.
SENATOR DONLEY: | hate that kind of stuff, but | think that
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takes place in judicial review also.

CHAI RVAN TAYLOR: It does and | think it’s unquantifiable. You
can never quite pin it down, but everybody that is involved in
the process knows that that cancer is out there as a part of the
t hing. Maybe you could just comment on that, because | sense that
there are rewards within this industry in its relationship with
this board and that there are ‘punishnments’ if you will. Wre
all just human beings; we’'re all fallible and maybe these are
only perceptions, but it’s those perceptions that others have to
live on, too. | wanted your comments on that, if you will.

MR YOULD: | don’t know if it’s human nature or if it’s a real
fear and a real concern. Certainly, ny nenbers wanted ne to be
the out front person opposing this four-year extension. And they
adopted a resolution and they wanted ne to be their total
spokesper son, because many of them said, ‘You know, we’'ve got to
go before that conm ssion and we’re concerned about retribution.
Chugach was one of them But to Chugach’s credit, toward the end
here they did becone frustrated and they have stepped forward
and, frankly, they've gotten a little bit of abuse at tines
t hensel ves. But they had been concerned, because they do have to
go before the comm ssion.

The attorneys that you re talking about that signed that one

letter — | would tend to agree with you. Once the log rolling
started, it was kind of hard not to add your name to it. The
attorney that I work wth that’s helped nme with sonme of these

anendnents, quite frankly, didn't want his nanme even breathed in
open commttee — that he was associated with these anmendnents,
because maybe that would be perceived by his peers or the
comm ssion in an adverse way. Frankly, | told himl didn’t think
that it was appropriate for them to be doing that, but they
decided that they wanted to do it any way. And, in sone respects
they did it for the purpose of showing the conm ssion

t hensel ves, that we’re all here and we care. And so, it’s kind of
- if your nane is on that list, then you get a gold star. |
understand where you're comng from but it’s a subjective
assessnment that | have to give you.

CHAI RVAN TAYLOR: Understood, but | appreciate the years of
experience that you've had especially as a director of this
association, that | think you have a perception there that

probably a bit different than the average person on the street
and probably nore sensitized to what the concerns of the
menbership are. Though you spent nost of your comments on the
retribution side, there appears to be a reward side, too, around
her e.

MR. YOULD: Once again M. Chairman, | can’'t comment on that,
because | just don’t know. | fully understand where you' re com ng

SENATE JUD COW TTEE -92- June 25, 2002



fromand | have my suspicions, but | just don’t know.

CHAI RVAN TAYLOR Senator Cowdery, | think, was asking you what
about the workload of the comm ssion. Aside from the processes
and maybe the efficiency or the inefficiency of the current chair
and how she m ght handle things, should that workload be maybe
divided up in sone way or split up in sone way so as to provide
them with an opportunity to be maybe nore expertise in a given
area as opposed to having to know everything about everything
that’s wunder reqgulation? |Is that sonething that you have
di scussed wi th your menbers?

MR, YOULD: W have discussed it, but once again, you know, we’ ve
only had one bench and bar this year. There was anot her one that
we were supposed to have, | guess, just this last nonth, which
didn't get to take place because of nore pressing issues and
those kind of discussions still need to take place. | nean |
would like to think that, yes, if you do everything that's in
section 7 of this bill and you get the industry |eaders together
and you find out that there is certain things that, my Lord, why
are we spending tinme doing sone of these things that we’re doing,
I’ m convinced that they can shorten up their tinme frame. In the
House, | was asked whether or not we ought to be spending nore
noney and providing nore staff and nore dollars for the
commi ssi on, because everybody seens to think they have a |ot of
work to do and quite frankly I'’mnot of that opinion. | think we
need to take a hard look at it and decide if there are not work
habits that can be changed and processes that can be changed and
due process that can be perhaps changed that would preclude us

having to throw noney at the problem |I'm not too sure -
convinced - it’s a noney problem

CHAI RVAN TAYLOR: On the advisory conmmttee elenents, and | know
that was part of your concerns, as you said, | found it difficult
to understand how we gained anything here. This thing is like

ki ssing your sister, you know what | nean? | nean you're talking
about really putting sone constraints on the conm ssion and, yet,
on page 2, line 23 the first opportunity for the commssion to
dodge the orders is ‘reasonably find that good cause exists to
extend the tineline.” That’'s under paragraph (f) and (f) is the
par agraph where everything is supposed to happen. That’'s a
| oophol e that as ny coll eague said on the floor today, you could
pil ot a super tanker through.

MR. YOULD: To the extent that both parties agree to extend or not
extend, and the comm ssion does say for good cause we're going to
extend, if they do that, they have to at least report to the
| egi slature or the Legislative Budget and Audit that, okay, we' ve
made the decision to extend even though both parties have agreed
that this thing can termnate and the order can go forward. So,
there is a little bit of a punitive oversight, if you wll,
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there. 1’ve got no problemif you want to dock their pay if they

don’'t conport with the tinelines. As a matter of fact, | even
di scussed that with the chair and obviously woul d not have gotten
her support if | would have pushed that sort of thing, but |

don’t disagree with you on that point. There is a bit of pablum
in there, but when we first put those tinelines there, it was at
a point in tinme when we weren’t quite sure how nuch we were going
to be able to get. | think the tinelines are reasonable, but
you're right. Good cause is pretty easy to declare.

CHAI RVAN TAYLOR W’ve had testinony already that there are 58
cases currently extended for good cause. That seened to be high,
but there is another side to that, of course, that the attorneys
and ot hers have asked for these delays, but | have to assune that
a good portion of those are just the commssion is unable to
quite get to that decision making point, yet.

MR. YOULD: That is correct and that is why it requires that if
for good cause they have to extend, they can’'t just carte bl anc
extend without com ng back to the legislature and having to say,

‘“Well, we’ve had to extend another one,’ because LB&A is going to
say, ‘Well, why? There' s sone watchdog out there that’s going to
say, 'Wiy?' Right now they can extend and nobody cares, and

extend, and extend and extend. That’s what we're trying to get
away from

CHAI RVAN TAYLOR: If anybody’'s curious, the legislative nenbers
could find out the sane information that we found out in this
hearing, just the sinple request of the chair - how nany are
sitting there and for how long and you d get the sane
information. This Legislature receives all kinds of reports from
different entities and agencies and so on and it was always
intended that the Legislature with this know edge woul d now nove
forward to do something. N nety percent of the stuff | think
never gets read or ends up in the round file sonme place and unti l
sonmething brings this thing to a point of focus, nothing really
happens on those. That’s why | felt that there wasn’t nuch teeth.

MR. YOULD: | understand, but | guess I'd like to think that right
now there’s nothing other than a couple of self inposed tinelines
that they have internally that nakes them establish a target and
say we’'re going to try and nake sure that we conport wth
sonething that’s in law and at |east sonething is in law that
says we expect you to be able to get your business done within
these tinelines. If they don’t, then it’s on their report card
and next year you cone back and you say, ‘My Lord, you had to
expand 31 percent of your cases? Wiat’'s the matter with you?
Right now you don’t even know. | think that there’'s a self
i nposi ng nechanism by these tinelines that at |east says the
| egi sl ature and | aw nakers feel that you ought to be able to get
your business done in such and such a tine frane. R ght now when
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they’'re self-inposed, they can extend those whenever they I|ike
and nobody knows. This is as good as we could get at the tine is
the best | can say.

CHAI RVAN TAYLOR: That’'s a point you ve nentioned about two or
three tines and 1'd |ike you to expand on that if you could. This
is as good as we could get over there. This is as good as they
woul d allow us, | think was another phrase you used. W woul dn’t
have had the commi ssion with us if we didn't do this. \Wat role
have these comm ssioners played in the direct |obbying of this
| egi sl ati on on the House side?

MR, YOULD: | don’'t know that they ve had direct |obbying, but
when we were trying to get these tinelines in the first place, we
wor ked through Representative Milder’s office and basically |
negoti ated these tinelines with Representative Thonpson. | sent a
version of tinelines to her and she sent back, ‘My God, | can’'t
live with this. Let’s change it thus.” And we’d generally nmake a
few changes and send it back. So there was a give and take
through the e-mail process, but we finally got to sonething that
both sides could live with. And frankly I think that the RCA was
being fair with what they were trying to give us, but as | say
you can only go so far. If | had a requirenent in there that if
they mssed a tineline, their paycheck doesn’'t cone out, |
couldn’t have got that. Wth any process, there’'s give and take.

CHAI RMAN TAYLOR: That’'s a fascinating coment, because it
certainly raises another major question with ne in that this
commttee about three weeks ago — | shouldn’t say that, about 10
or 12 days ago nade a direct request of the comm ssion, M.
Thonmpson, that she provide this conmttee wth her e-nai

communi cation with utilities on this subject. Now you ve just
told ne under oath that you had significant e-mail conversations
with the comm ssioner back and forth on what the provisions were
going to be in this bill. That’s the bill that cane out of the
House. That’'s a bill that we're talking about a nonth or so
before the end of this session. That was the period of tinme in
which | was inquiring and |I’ve not received one of those e-mails.

MR, YOULD: |I’m not aware that the request was made.

CHAI RMAN TAYLOR: The conm ssioner certainly 1is. She already
provided ne with some and then gave ne a generalized answer that,
“Ch no, thisis all I could find and basically what we were doing
was just sending out our position to various utilities, which was
our website and |I’'ve shared all that with the commttee nenbers,
because that’s what we received.' |1’m assum ng the discussions
you' re having right now with nme involve e-nmails that were taking
place in April and May.

MR. YOULD: | believe it was the April tine frane, yes.

SENATE JUD COW TTEE - 95- June 25, 2002



CHAI RVAN TAYLOR: April? Um hm Since then have you been in the
same process?

MR. YOULD: Since then?
CHAl RMAN TAYLOR: Yes, on this new bill?

MR. YOULD: No, | have not — not with the conmm ssion, as a natter
of fact.

CHAI RMAN TAYLOR: Is there sone liaison or go-between here in the
| egi slature that’s working to your know edge? In other words, you
go and talk to soneone, \V/ g Mul der’s staff, maybe, or
Representative Milder and you're informed that, ‘No, the
comm ssion won’'t go along wth this, because they say such and
such.’

MR. YOULD: No, basically | think that Denny DeWtt, who is
Representative Mulder’'s aide, said, ‘Look, Eric, you and Nan see
if you can’t work out something that you can both live wth
here.” That’'s basically what we did. W trade e-mails back and
forth. | frankly don’t think there’s a problemw th that process,
but ...

CHAI RVAN TAYLOR: |’ m not suggesting there’s any problem |’ mjust
suggesting that | requested the information and was not given
that information and | believe that that kind of correspondence
had gone on and that it had been significant, not only with you,
but with other significant nmenbers of the utility conmmunity who
are also participating and actively involved in this. | can nane
one that’s got four well-paid |obbyists. I wll have to assune
that they had sone interest in this and that sonebody was
comuni cating on it, but | have not seen any of that nor has this
commttee. |I'm just kind of shocked at that, Eric, but in these
| ast negotiations, again you ve been neeting with M. DeWtt and
he’s been telling you that you and Nan have to work sonething
out, because this is a different bill fromthe one that was sent
over before.

MR, YOULD: Actually it’s the sane bill with the exception of the
t wo- year extension as opposed to the four and then it did add the
commttee. The conmittee addition is really the only new thing
other than the two years fromthe bill that canme over before.

CHAI RVAN TAYLOR: And were you assured by soneone over there that
the adm nistration and, apparently, this comm ssion didn't have
objection to this edition?

MR. YOULD: As a matter of fact in the e-mail that | sent to Denny
DeWtt, | even indicated to him at one point that | have not
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coordinated this wth Nan just so he knows that the
adm ni stration has not had their input on this |atest edition.

CHAI RVAN TAYLOR: So sonebody would then have to seek that input,
| assune?

MR, YOULD: If they wanted it.

SENATOR THERRI AULT: W mght want to seek comrents from the
admnistration, but I’m not seeking their approval, nor do |
think that we should. The governor can sign it or veto it.

Wth regard to this process — you said while it was as good as it
coul d get, the conmm ssion |ooking at these decisions. It seens to
mne like as far as whether - good cause is it - when the
comm ssioner called up one of the petitioners and said we’'d |ike
you to request an extension or did it really conme fromone of the
two ruling sides maybe on a tariff case? It just seens |ike when
you say this is as good as we can get, what do you think would be
better? Because there are so many different pernutations of what
brought us to the deadline and prevented us from getting to a
decision and we don’t necessarily want to just say, ‘Mke your
best guess.’ Wiat woul d be better?

MR, YOULD: | guess I'd like to see that question |evied of the
entire industry. | don’t have a good answer for you.

SENATOR THERRI AULT: So at this point are you just willing to say,
‘“Gve notification to the |legislature and LB&A can then say, ‘ Not
on this one. Was it one of the parties that requested, that said
they weren't prepared yet? So they can figure out if the parties
are dragging this out. And then they would have to go to the
parties and say, ‘Did one of the comm ssioners suggest that you
request that?

MR, YOULD: First of all, it takes both parties to agree that they
don’t want to see an extension to take place. If they don't, then
it’s up to the comm ssion to decide whether there’ s due cause for
them to give an extension. So, theoretically the conm ssion
woul dn’t be going back to one of those two parties and saying,
‘“Wuld you drag your feet here? Wuld you request that it not go
forward?” So it would be totally on the shoulders of the
comm ssion to nake the request or to extend in the event both
parties said, ‘W’ re happy.’ Due process is no |longer a problem

SENATOR THERRI AULT: | guess we're heavy handing this to such a
degree if one party wanted to extend and the other didn't, the
comm ssioner would call him up and say, 'Don't you want to

reconsi der your position?

MR. YOULD: Once again, it gets back to ex parte and | cannot
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address that, but | understand where you're conmng from and yes,
there is potential for gains.

SENATOR COWDERY: W heard earlier that our request for
productions from staff may be abused, you know the information
and things like that. It was a tool that was being used. How
woul d you handle that? You don't want to deny anybody, but you
don't want it abused. It's seens what | heard, if sonebody don't
li ke the way things are naybe going, they just keep delaying with
t hese requests.

MR. YOULD: | think that's where the chair, at |east the chair of
that particular group of comm ssioners that are adjudicating that
case, Is going to put down their foot and if they feel that the
case is getting dragged out through parliamentary procedures, |
think that they have to basically let it be known that they wll
allow no nore discovery and that enough has taken place. O if
sonebody cones in for a request for an extension of another
nonth, they just don't carte blanc give it to them which they
general ly al nost always do because they're afraid of due process.
| think at times that the chair of the conm ssion has got to put
down their foot.

CHAI RMAN TAYLOR: Thank you. | think that's another very good
working tool. Do you believe they have to have |egislation for
t hat ?

MR YOULD: No.

CHAI RVAN TAYLOR: | didn't either. | thought the <chair had
sufficient inherent authority to establish rules and processes
and procedures before them

MR, YOULD: And that's what ny biggest nenber is saying, too.

CHAI RVAN TAYLOR: Yes, that's what | thought. Wat about anending
this provision on tinelines? And | think these tinelines are
qui te generous when you | ook at sone of them Twenty-four nonths
on rule making and 15 nonths on sone of them and that's even
before any report would go into the legislature. You could be two
and a half years into a case or rule making before the
| egi slature was even notified and that's the only teeth - the
notification of the legislature. What if this were to be anmended
and we delete good cause and it can only be extended if all
parties agree and if it's not extended by all parties agreeing,
it's granted or denied? W could put in either one, couldn't we?

But | think granted woul d probably be the appropriate one, since
denial would be available to the comm ssion and then you could
refile again, | guess. But at |east you' d have a shot at going to

court and getting it resol ved.
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MR. YOULD: Well, without the benefit of counsel, | would have a
hard tinme saying, but intuitively I would say that is sonething
ny menbers woul d support.

CHAI RVAN TAYLOR: Well, really? | know you answered this earlier
but on rotation of the chair, if it were to be given a two or
three year tinme frane and then rotate, do you think that would be
healthy within the body or not?

MR. YOULD: | guess | would rather see it be longer than shorter.
| have found that in being chair of certain entities that you
becone better at what you're doing the |longer that you're there,
sonetinmes. It takes a while to learn what it is you' re supposed
to be doing and | think that when you | ook at a conm ssion such
as this, they cone from various fields. You get engineers, you
get scientists, you get schoolteachers and so forth and so on. If

one nmenber is a very good chair, | wuld hate to see it get
rotated to sonebody that's not so good that still has to cone up
on the learning curve. |'m anbivalent on this issue. | guess |

would rather see a longer rotation than short, but that's ne
speaki ng.

CHAI RVAN TAYLOR: The only reason | nentioned it is that our
Suprenme Court, which also has five nenbers, it rotates that chair
and does it internally by electing who the next chief justice
will be. I don't have any particular feeling for it one way or
the other. | only brought it up because three of the
comm ssioners had drafted a letter to the Governor indicating
that they would support rotation of the chair and they never sent
that, of course, and there was debate and discussion about, but
there was at |east testinony by one of the comm ssioners that he
felt that rotation of the chair mght be very healthy. So, |
wanted to get your nenbers' feeling on that also. And if it were
to occur, do you think it should be done internally by the
commi ssi oners thensel ves, electing their chair, or should it just
be done by the governor appointing their chair or go through sone
normal rotation where whoever the |ast one appointed and has the
| ongest termgets to be chair or sonething?

MR. YOULD: It should be the peer group thenselves electing their
own, because | think they would know who would be a good chair.
|"d rather see that rather than a political appointee.

CHAI RVAN TAYLOR: A couple of things kind of confused ne and
believe ne in this field |I've been confused since | walked
t hrough the door on it, but it's got application of tineliness to
new and existing dockets and that was apparently an anmendnent
made on the floor over there. | had it here a little bit ago. |
couldn't understand what they were trying to do and I was hoping
you or sonebody el se could explain to ne...
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MR, YOULD: Oiginally the bill said that these new tinelines
shall apply only to new dockets that are entered after July 1,
2002 and frankly it was nmy industry's concern that if it only
applies to new dockets, then all those dockets, the 400 that are
presently in the system are relegated to second class
citizenship and nobody would want to work on them [END OF SIDE
Al

TAPE 02-48, SIDE B

MR, YOULD: Just to say there's sone tineline that applies to them
as well. The second sentence...

CHAI RVAN TAYLOR: | know and that's the one that had ne confused,
because it says, 'Four dockets commence before July 1, 2002. The
date of July 1, 2002 shall be used as the date of filing for the
pur pose of applying the tinelines.' That sounded to ne |ike al

400 of those dockets kind of nove up, so to speak, but they get
counted as if a new docket were filed, say, July 1. So, now
you' ve got 401 of them that all carry the sane date, but under

your tinelines none of these dates nean a darn thing until 15
nonths out, 20 nonths out. So, you could have sonething that's
been pending three or four years and it's still going to go

anot her two years past that.

MR. YOULD: The alternative was to nmake the comm ssion sit down
with those 400 dockets and try and come up with a realistic
estimate as to how far each one of them were into their
respective tines, if you will, and then establish that as sort of
the tineline for them But there was a | ot of objection to naking
the RCA sit down and have to go through these existing 400
dockets and establish a realistic date for where they are in its
timeline sequence that we have here and so it was decided, 'Well,
it's not a perfect systemand there's got to be sonme transition,

so let's conme up with this procedure instead.” And | will be the
first to admt it's not a perfect solution, but it's better than
just ignoring all of the dockets that are presently in the
system

CHAI RMAN TAYLOR: You said that that was the best, again, that you
coul d get ...

MR. YOULD: | guess that | wouldn't characterize it...

CHAI RVAN TAYLOR: ...that this was a negotiated thing over there?
MR. YOULD: Late last night we sat down and tried to conme up with
sonmet hing that woul d address the 400 dockets that were presently

in the system and | had actually suggested the nore arduous
approach of having the comm ssion try and establish where each of
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these 400 was in their evolutionary process and there was a | ot
of objection to that and it was felt that this new process would
be the way that we woul d go.

CHAI RVAN TAYLOR: And there was a lot of objection to that? Wo
was the objection fronf

MR YOULD: Well, during the commttee process, two or three of
the representatives said, 'Boy, this seens |ike an arduous task.
Per haps we could craft a conprom se that would work,' and this is
t he conpron se.

CHAI RVAN TAYLOR |I'm assuming this didn't take place in the
hearing. This is back in Eldon's office or sone place.

MR YOULD: As a matter of fact it was. Eldon and the House
commttee requested that I, Nan and Denny DeWtt get together and
see if we couldn't cone up with sone | anguage that woul d help the
transition of these 400 dockets to be incorporated under the
tinelines that are in the bill. Then that |anguage was then
brought to the House floor today, as | understand, as an
anmendnent to the bill

CHAI RMAN TAYLOR: And that anmendnent passed. So, in fact, you were
negotiating with Nan on this - at least this portion of it, of
the bill?

MR. YOULD: | would say yes, yes, if you want to use that term W
were trying to conme up with sone way to address these 400
docket s.

CHAI RMAN TAYLOR: And the best you could get was a tineline
starting July 1 and then we'll go with the rest of the cases.

MR. YOULD: That's what we got. You know, | nmay have been able to
stick in there for sonething a little nore precise.

CHAI RVAN TAYLOR: Honestly, Eric, I'mnot trying to be dilatory in

this questioning. I"'mjust trying to find out what the processes
were and whether you guys won or |ost, because |I'm nuch nore
concerned about the consuners and the industry than | am about

taking care of a comm ssion that may be sonmewhat dysfunctional

And I'm not really interested in listening to a comm ssion tel

me how we should set policy for them | really think we're
supposed to be here talking to you people and listening to the
consuners about how we can inprove the system So, as a
consequence | really want to know what is a better way, because
sone legislator two or three years from now is going to be
| ooking at 400 cases too that are still hanging back there. |
know what Senator Donl ey had gone through with the Suprene Court
and at |east those guys have caught up to the place where the
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oldest thing they got is probably two years and they're very
enbarrassed by that because we're threatening to take their pay
checks away fromthemif we could to get themnnotivated to start
getting these cases out, but at |east they' ve worked with us and
wor ked hard at bringing that stuff up to date and I'm sure they

get assigned new cases every day and they still got the old ones
to take care of. Any advice or recomendation you can nake to
this commttee that will help elimnate that backlog of old
cases, |I'm happy to try with the consent of this group to anend
this bill and put it in there.

MR YOULD: 1'd be happy to do that. | did propose sone
| egi sl ation or sone |anguage |ast night and, as | say, sone of

the legislators felt that it was just a little bit too arduous
and that's why they wanted us to cone up with a conprom se
| anguage, which is what you have there.

CHAI RVAN TAYLOR: Sure and | appreciate that. If you could do that
maybe | ater on as we get that substitute back here so we've got a
piece of paper in front of us and we can all start talking
specifically about it.

SENATOR THERRI AULT: In negotiations - you said that's not the
right term - would part of it just run out of suggestions and
what's the upside and what's the downside? | do that all the tine
with the departnents, sonetinmes as |'m putting screws to them

Just because | want to figure out - | think I know what this
does, but maybe the departnent cones back and says, 'Wll, have
you thought it's going to do this, this, and this? and I'll| say,
"Ch, | hadn't thought about that. You're right on that one.' So

was it nmore of that type of negotiations? How would this work?

MR, YOULD: | would say yes. | nean, you know, frankly we were
just trying to figure out a way to transition these 400 under the
tinmelines.

SENATOR THERRI AULT: And woul d it nake sense with the 400, do they
| end thenselves to anything that's, you know x nunber of nonths
old, they get this accelerated or does it not work because maybe
that works for 10 out of the 15 in that category, but the other
five have sone extenuating circunstances that it doesn't fit and
fall into the sane thing we always have with statutes? One size
doesn't always fit all.

MR, YOULD: Well, | guess ny belief is the comm ssion could sit
down with their entire caseload and they could nake sone
subj ective evaluations about where they should be in their
tinmeline evolution. Yes, | think that could be done.

CHAI RMAN TAYLOR: Ot her questions? | don't have anything either,
Eric. | really appreciate your candor in answering these
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guestions and any assistance you can give us finding sonething

that will put a little nore teeth into that commttee and into
the delays that are available to them on tinelines and into
orchestrating a systemthat will drive that 400 cases so that we

won't be facing the sane 400 two years from now.
MR, YOULD: | appreciate it.

CHAI RVAN TAYLOR: If you could hang around and participate in
that, we'd really appreciate it. | know your menbers woul d too.

SENATOR THERRI AULT: M. Chairman, | don't know if people in
[indisc.] have hung on to the teleconference. Could we just see
if there's anybody at the LIO in Fairbanks?

CHAI RVAN TAYLOR Sure. |Is there anyone at the LIO in Fairbanks?
Are you | ooking for Buki in particular?

SENATOR THERRI AULT: Yes.
MR. BUKI WRI GHT: Yeah, |'m here.

CHAI RVAN TAYLOR This is sonmewhat awkward to do, but believe it
or not, judges actually do this today, too, which |'ve always
t hought is weird. Buki, would you raise your right hand, please?

MR WVWRIGHT: It's rai sed.

CHAI RVAN TAYLOR: Do you swear the testinony you' re about to give
is the truth, the whole truth and nothing but the truth and do
you so swear and aver?

MR WRIGHT: | do.

CHAI RVAN TAYLOR Thank you. G ve us your full nane, please, and
go forward. | appreciate your patience in standing by.

MR WRIGHT: |'m Buki Wight and |I'm general nanager of Aurora
Energy. We're, unlike some who have testified earlier, we're a
very small utility and a fairly new utility. W cane into
exi stence when the City of Fairbanks decided to get out of the
utility business and privatized their utilities and we have the
power plant in downtown Fairbanks and the district heat system
Both of those are regul ated under separate certificates. Wth the
power side we sell all our power under wholesale power sales
agreenents to Golden Valley Electric Association and, on the
district heat side, we sell hot water heat and steam heat to
busi ness, residential and |ocal governnment custoners in the
downtown area. So, we have an interest in RCA and we are
regulated by RCA I don't have a witten out prepared
presentation for you, but I've got sone notes and | apologize in
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advance if | ranble. Should | go through ny points or do you want
to ask nme sone questions or how would you like to proceed, M.
Chair?

CHAI RVAN TAYLOR: M. Wight, please just go through your points
as you feel confortable doing and if anybody has a question, |'l
just call out your attention to it, but no, you go right ahead.

MR, WRI GHT: Ckay. First off, let ne tell you we have, | have,
excuse nme, the work draft of the House Bill and then just about
three or four mnutes ago | was handed, | think, the updated
version that you all had been discussing. Wen you get new
drafts, sone things stay the sanme and then there are sone
nuances. So, | may refer to sone features to the extent that |
have any comments on that. | think in general | think we're

tal ki ng about whether to reauthorize RCA now or not. And there is
a point of view that says, 'No, we ought not to.' and there's
another point of view that says, 'Yes, we should." and then
guestions about that about how |Iong. Sone of you who had said,
"No, we shouldn't,' say, 'Wll, you' re not shutting down RCA'
But, it's sort of confusing on the |anguage on sunset and
termnate and | believe the statute that exists says that the
commi ssion does termnate or I'm not sure what the word is, June
30, 2002 and then | guess that's the point of the discussion is
whet her to reauthorize them

The understanding | have is that w thout a reauthorization, they
do term nate, but they sunset and then they have a period of tine
to get things in order, which I understand is about a year and
that would be theoretically to kind of finish up the dockets and
quiet things down. | know it's been said that, 'Well, that's not
a serious consideration.' That’'s not sonething that's really
going to happen, but at |east just nmechanically in the process,
that's what |'ve cone to understand is what is supposed to happen
if this thing actually cl osed down.

6:00 p.m
SENATOR DONLEY: Hey Buki ?
MR WRI GHT: Yeah?

SENATOR DONLEY: Do you have a specific request of the conmttee
or a specific suggestion? W understand all that, but we really
are interested in what your specific thoughts are and what we
should do at this point in tine.

MR WRIGHT: OK. Well, fine. Thank you. What ny specific thought
is you need to extend them We'd like to see them extended for
four years, but if not that, at least for tw years. Un | don't
have a problem with a lot of the discussion on sone of these
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i ssues peopl e have that have to be addressed, but we would have a
concern that if all of those issues were being addressed in a
wi nd-down year situation because of uncertainties that would

create. | don't even know what you're tal king about now in terns
of years or if in fact you' ve talked about that, but | think
this, I don't know what this bill does, but | think it has two
years. That for nme seenms like it ought to be a mninum

particularly if this advisory commttee were to be fornmed. The
advi sory cormmttee would be formed and woul d have about a year to
look into things and conme up wth recomendations. Those
reconmendati ons woul d be nade back to the |egislature or whoever
and at sone point during that tinme or after would be passed on to
the RCA. The RCA would then have to deal with it.

So, if you take a year to kind of formulate what changes need to
be made, RCA needs to have sone tinme to act on that. You would
want to see that they in fact are acting in good faith to carry
out what recommendati ons had been nmade. And then two years from
now or four, whatever, you could look at it and say, 'Wll, okay
everybody has been doing what's recommended or are they doing a
good job? Do the utilities feel like they're being treated fairly
and these things are being addressed?" |f the answer is yes, then
reaut horize them for a full four-year term |If not, then deal
with it then. But we're concerned - we've had recently an issue

before the RCA and without boring you with it, we feel like we
were treated basically fairly. W have a petition before them
now. It's inportant that it wll get addressed in a tinely

manner. It's also inportant that whoever addresses it understand
what they're addressing and can deal with things expeditiously.
We're confortable that if whoever of the five individuals who are
now comm ssioners get to sign to it, we feel like that we'll be
dealt with conpetently and fairly and we'd like to be dealt with
in a tinmely manner and would like for them not to be distracted
by that.

So, basically, our concerns are that they be reauthorized - that
that be for at |east a two-year period of tine. We like the idea
of this oversight commttee. W like the idea of the tinelines
that have been put on the different types of procedures that they
do. | particularly like, if it's still in there, in the oversight
commttee, that they set the timng for the tinmelines up now and
then this commttee looks at it to see if these tinmes are
reasonable. If sonething's been set at 15 nonths, and it really

ought to be at 12 nonths or vice versa, | think that's a good
chance to have a second | ook at that and make recomrendations if
those things need to be changed. | don't think that has to be

fixed exactly perfectly right now
The only other - |1 do have one concern about the House bill and

it's a mnor concern, but it's a provision for nonthly neetings.
| like the idea of neetings, but you' ve got to put a lot of
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addi ti onal workload on a group that's already got a big workl oad
and they have to have nonthly neetings to deal with a lot of this
advi sory conmttee is apparently going to be dealing wth anyway
seens like a distraction to ne. If it seens like a good idea to
do those neetings, maybe do them but maybe consider a different
frequency |like quarterly or every six nonths. Minthly seens to be
a pretty onerous requirenent, particularly when this doesn't
appear here to be any requirenent of what is supposed to cone out
of the neetings. If sonething is discussed, does it have to be

dealt with? Can it be dealt with? O whatever. | don't know that
that's a productive exercise but, otherwise, we're generally
pretty happy with the bill as | see it here and would urge you to

extend themand let's fix this thing going forward in a tineline
t hat makes sone sense.

"1l shut up now. | know it's late, but those are the kind of
things that are on our nminds yet.

CHAI RVAN TAYLOR Wwell, Buki, we appreciate you standing by and
having the patience to wait for this commttee today and | just
had a couple of questions for you. Do you have a petition
currently pending before the RCA you said?

MR, VWRI GHT: Yes.
CHAI RVAN TAYLOR What's that a petition for?

MR WRIGHT: It has to do with the whol esal e power contract on the
el ectric side of our business and it was just filed. So, it's not
anything that's been there for a long tine. It was just filed
probably a couple of weeks ago. | don't renenber the exact date.

CHAI RMAN TAYLOR: Is this a request for an increase in the rate
that you can whol esal e power at?

MR WRIGHT: Yes, it is.

CHAI RMAN TAYLOR: And will this have a significant inpact on your
busi ness?

MR WRIGHT: Yes, it will have a very significant inpact on our
busi ness.

CHAI RVAN TAYLOR: Because | was just up there the other day and it
didn't look like your plant was operating. | mean | guess that
you're making sonme steam but | don't [know] if you're naking
el ectricity or not right now

MR. WRI GHT: Ch yeah, we're operating. W had a very snall part of

the plant has been down for sone schedul ed maintenance, but |
know the plant is operating and right nowis running all out.
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CHAI RVAN TAYLOR: Okay, who was it informed you that your petition
m ght not get addressed in a tinely fashion if this conm ssion
was not extended?

MR. WRI GHT: Actually, Senator Taylor, no one has said that to us.
| guess |I've cone to that potential on ny own, because it just
seens to nme that if you don't act, if the |legislature doesn't act
and therefore they sunset and they begin a w nd-down year Monday,
a week from yesterday, and that neans they have a docket |oad of
400 sone petitions or issues or cases or whatever and they've got
to do sonething with those and then they have to, | guess, |ook
at all of these things that we're tal king about that need to be
fixed in order for you to actually allow them to continue after
this wi nd-down period and then, in addition to that, there were
recommendations from the legislative audit group that they're
dealing with too, but don't seemto be terribly major, but they
still have to do themand then, finally, there would be sonething
that they'd have to look at as potential for w nd-down, because
they wouldn't know if in fact they truly are going to be
extended. For exanple, you guys may decide that instead of
extendi ng them under sone conditions, you're going to create a
separate regul atory agency and let this one die. If that happens,

this group has to do sonething. So, |'ve cone to those
conclusions on nmy own. |'ve not talked to anyone at RCA about
that. I've not talked to anyone at RCA period. | just kind of

cane to those concl usi ons.

CHAI RVAN TAYLOR: Ckay. | just want to assure you that if nothing
were to be done right now, there would be nothing that they would
have to do about the audit that was done. There would be nothing
that they would have to do as far as neeting with the commttee.
There woul d be nothing that they would have to do different about
the 400 cases that have been |anguishing there for years right
now. Not hi ng woul d change and | don't know where that specul ation
may have conme from but we have not had any indication of that
except for the commssion itself, which has portrayed this as
sone difficulty that may be encountered in the future. There is
no historic basis for it from the sanme thing that occurred in
1994, but | thank you very much for your testinony and if there
are ot her questions? [ NONE VEERE | NDI CATED] Senat or Donl ey?

SENATOR DONLEY: Do we have a proposed conmittee substitute?

CHAI RVAN TAYLOR: It should be here in another 15 - 20 m nutes or
so. They said about an hour and a half when | talked to them Jim
Duncan, Departnment of Admi nistration, had nade hinself avail able.
| had told him that | didn't know that anybody was real
interested. If sonebody would like Jimto cone over, we can give
hima call. He was only wanting to talk about the contract and
the RFP and the $300,000 study. | think the only person we
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haven't heard from again was Jim Rowe - and Marie Darlin is no
| onger here. Yeah. She's already gone.

SENATOR ELLIS: M. Chairman, could | inquire, what is your work
pl an for the evening?

CHAI RVAN TAYLOR: | wanted to give the conm ssioner an opportunity
to respond to sonme of this.

SENATOR DONLEY: Jim are you going to say anything different than
what we heard | ast week?

MR JIM ROAE: | will be very brief if | have the opportunity,
Senat or .

SENATOR ELLIS: The plan is two nore witnesses and then you're
going into caucus and then we're comng back here as the
Judiciary Commttee after that?

CHAI RMVAN TAYLOR: Yes. It's ny intent to get sonme Kkind of
commttee substitute put together this evening. That's ny only
pl an, John, and I don't know how else to do it other than that.

SENATOR ELLIS: Is it going to be an all nighter?

CHAI RMAN TAYLOR | hope not. Let's see how quickly we can get
done with this stuff and get on with it. I remnd you, M. Rowe,
that you're still under oath and pl ease proceed.

MR. ROWE: Thank you M. Chairman, and thank you nmenbers of the
commttee, and let nme say |'ve had the opportunity to testify
before a few | egislative conmttees before and this is the first
time 1've had the opportunity to be under oath and I think it's
an excellent reinforcenent of the veracity of our coments that
must cone before the conmittee in trying to be as accurate as
possible and for you to know that we're being as forthcom ng as
possible. The ATA is on record as being in favor of
reaut hori zation for four years. | have seen the House bill. It is
acceptable to us. It has a two-year reauthorization date. | am
going to point out a couple of the differences between the
el ectrics' testinony you' ve heard today and why we in the

t el ephone business feel |ike reauthorization is perhaps nore
inmportant. |'ve nmentioned to you before that the $75 mllion
annual ly through USF - I'Il not belabor that. Please renenber it.

Chugach spoke this norning about it once, really, from economc
regulation and they encouraged you not to reauthorize this
comm ssion, well, for one reason - until you do so sone work
Vell, they'd like to have perhaps reauthorization with relief
from economc regqulation. Being a co-op, of course, they could
get that through the state process right now Sonme of our
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tel ephone co-ops have done that. They've gone to their
menbership, had an election and no I|onger have economc
regul ation. One very recently went to its nenbership, took a vote
and they did not get relief from economc regulation. The co-op
menber owners decided that. Chugach has that opportunity.
However, in pushing this opportunity for reauthorization to the
bri nk, and Chugach know ng they'd be happy to get out of economc
regulation and if indeed it doesn't work and it dies and it goes
away, though it probably woul dn't happen, what's the risk? They'd
be out of economic regulation. It doesn't seemto ne that they
have a great opportunity to |lose there. So, | just point that out
to you.

I'd like to address a little bit the comments from M. Carson
this norning only as it addressed the rural issues. ATA is in
essential agreenment with them on the issues he brought before
you. |'d say 100 percent except, in all honesty, we'll find
sonet hing sonmewhere we disagree on, but we're in essential
agreenent on those rural issues. ACS's position is supported by
ATA regarding the lifting of the rural exenptions. W disagree
with the decision that was rendered by the RCA. However, there is
a process in the State of Alaska and the United States for
appeal ing decisions from adm ni strative agencies and that is the
judicial process and it's going through that process. It's being
used as our system of government and courts and |aws have put
forward. This is what we do and that's being used. It's going up
to the Suprene Court now. Tedi ous? Expensive? Absolutely! That's
our system of governnent.

"Il say yes, there's a bias. W have people on the conm ssion
who are biased in believing that conpetition works in a natura
nonopoly that conmes from the federal |egislation. They m ght be
biased in believing that the conpetition will work in rural
areas. | disagree. However, the reason sone of these things went
to the 8" Circuit is nationally we have a whole | ot of people who
are not real sure where the burden of proof is supposed to be. It
woul dn't have gone to the 8" Circuit if the issue hadn't been
raised in a nunber of circuits and brought together and gone
there. So, it's not a real cut and dried decision. The bias that
| point out is in their belief, not at all in any bias they have
toward or against any nenber of industry. W have professional
comm ssioners; they work hard. That's not al ways been the case in
the past, even in ny short tenure in Alaska. They have higher
integrity; they have ny respect.

You' ve heard comrents regarding urgency. Sone issues need to be
addressed because of their urgency and you' ve heard that today
and | absolutely agree. There is urgency in these issues. | think
there was urgency in these issues in January. |'ve heard none
nmention differently that weren't equally urgent in January or
February or when the House was considering legislation. Wth all
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due respect, M. Chairman, earlier today you offered a question
to one of the nenbers of industry giving testinony and that
guestion was, 'Wiwy are we here? And I'Il tell you we're here
because the Alaska State Senate failed in its duty to the
citizens of Alaska in addressing this issue when it should have
been addressed in regular |egislative session.

SENATOR CONDERY: That's your opinion. That's not ny opinion

MR RONE: Wth all due respect, Senator, under oath, it is ny
opinion, yes. | do thank you for allowwing nme to bring those
cooments and with all regards to intimdation, | feel very
confortable in the group I'min. Thank you for this forum Can |
answer any questions?

CHAI RVAN TAYLOR |'ve got a couple. Let's just start off with the
bi as towards conpetition. Wat size of utility are you involved
in, Jinf

MR. ROWE: The conpanies that | represent, and we're a nonprofit
trade associ ation, the Alaska Tel ephone Association, t he
conpanies are all rural telephone conpanies and incunbent |oca
exchange carriers from serving 100 custoners to serving 60,000
custoners. | don't know the exact nunber.

CHAI RMAN TAYLOR: Do you believe what the conmssion ruled in
conpetition?

MR ROAE: | believe ny testinony will say | disagreed [with] the
deci sion they have rendered regardi ng conpetition in rural areas,
M. Chai r man.

CHAI RVAN TAYLOR: And by that, do you nean their decision on
Juneau and their decision on North Pole and their decision on
Fai r banks?

MR RONE: | disagree with those deci sions.

CHAI RVAN TAYLOR: Way?

MR. ROWNE: Because | don't believe in a natural nonopoly that
building dual facilities or letting sonebody else wuse the
infrastructure, first of all, wusing the same infrastructure,
doesn't bring conpetition. It allows tw people to sel

sonet hing, which belongs to one of the entities. Even building
dual facilities in this business we only get sources of incone

from custonmers. W all pay it. | don’t believe we can build dua
facilities know ng that the same nunber of custoners are going to
be paying for those facilities. | don't find any cost savings.

There is a cost to those. Now if one goes into bankruptcy,
per haps, and those facilities are bought for |ess than the cost
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of putting them there, certainly the rates can be |owered based
on the cost of procurenent of the infrastructure, but not on the
cost of having provided the infrastructure initially. I don't -
this is as | say a natural nonopoly. | don't believe that
Congress did the citizens of this country a favor in naking an
all egedly pro-conpetitive environnent for telecomunications.
About a nonth ago, a nmuch revered senator, Senator D ane
Feinstein, before the Senate said, 'Wat we really need is nore
noney to regul ate deregul ation.'

Now as Eric told you a little while ago, teleconmunications is
having an awful tine with a supposedly what was touted a
deregulatory bill, but it's not been deregulatory at the FCC
Certainly it's being dealt with in Congress. Qur commission is
far nore swanped with telecomunications issues than it was
before this bill

CHAI RVAN TAYLOR: Have you been privy to any of these negotiations
or discussions that we've heard tal ked about ?

MR ROWNE: If you're talking about - and | can assune the ones
you' re tal king about with M. Yould and M. Jackson?

CHAI RVAN TAYLOR: Actually, | kind of nmeant M. Yould, M.
Jackson, M. Mil der, M. Denny DeWtt, the comm ssioner, herself,
participating and talking with people in the utilities about what
she woul d agree to or not agree to. Have you been invol ved in any
of that?

MR ROAE: M. Chairman, let me back up then. In the earlier
comuni cations regarding the tinelines, Eric Yould did share
those with nme. Wien he was discussing them with Chair Thonpson

Representative Milder or his staff back in, perhaps, April, and
did get them | think, electronically from Eric. W certainly
di scussed them on the tel ephone.

CHAI RVAN TAYLOR Did you take the tine to electronically
comuni cate with the conm ssioner yourself on any of those?

MR ROAE: | don't think I did, no.

CHAI RMAN TAYLOR: This rural exenption - you wouldn't appreciate
it if we just took care of that in this bill, would you? And j ust
removed it? That way we can provide conpetition for everybody.

MR RONE: M. Chairman, if you believe that's serving your
public, I wish you well with it.

CHAI RVAN TAYLOR: | agree and | think you don't either. | think

sone of these decisions have been egregious and they need to be
responded to and | don't think we respond to it by burying our

SENATE JUD COW TTEE -111- June 25, 2002



head in the sand.

MR RONE: M. Chairnman, | absolutely agree. We're fighting them
on a national and federal |evel.

CHAI RVAN TAYLOR: Further questions? Thank you, Jim appreciate
it.

MR. ROWNE: Thank you very nuch, sir, for your patience and the
comm ttees'.

CHAI RMAN TAYLOR: Your candor, too. | always appreciate that. The
LI O needs to know if there's anyone else anticipating to testify
on the teleconference line. I was not aware of anyone other than
M. Wight in Fairbanks. Do any of you have anybody standing by
sone pl ace el se?

Okay, there was one other witness wishing to testify, Kristi
Catlin. Kristi? I'd just remind you that you're still under oath.
Go ahead and proceed.

M5. KRI STI CATLI N: AT&T Al ascom has reviewed the |anguage in
CSHB 3001 and, with slight nodification, would support it. That
nodi fication would be an addition of an |IXC nenber to the
advi sory committee.

SENATOR DONLEY: | don't know what that neans.

M5. CATLIN. I'm sorry. Excuse nme, |'m getting into industry
| anguage. It neans interexchange carrier or a long distance
carrier. It's inportant to understand that just telephone does

not nmean that if you share the industry of telecomunications,
you may not share interests. So, what a |ocal conmpany mght find
in its best interest, and an interexchange or a |ong distance
carrier mght not - for a conpetitive |ocal conpany as opposed to
the incunbent carrier. So, on the existing proposed comittee
there is a conpetitive LEC (local exchange carrier) and an
i ncunbent LEC, but the interexchange carrier is mssing and since
i nt erexchange carriers connect every conmunity in this state, |
believe it's very inportant nenbership to have on that commttee.
So, with that, we just would like to support the House | anguage
and |'d be happy to accept any questions.

CHAI RVAN TAYLOR: Just one. Does AT&T really believe that this
commttee is anything other than sonme goofy w ndow dressing to
tag on to this thing to get a two-year extension? | nean, do you
real ly honestly believe sonething nmeaningful is going to come out
of this kind of group grope we're putting together with a bunch
of tokenism of every single entity in the tel ephone industry has
to be part of it and once we get themall together and they start
hunm ng kunbaya, that sonething is going to cone out of this
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thing? Do you guys really believe this stuff?
MS. CATLIN: We woul d hope so.

CHAI RVAN TAYLOR | would hope so, too. | really believe that we
woul d all hope so.

M5. CATLIN: What | believe, Senator, is that having an industry
group would keep it from being political. W would be able to
voi ce our concerns. | wouldn't have supported without it being in
the bill. I think that yes, we can make sone good suggesti ons.

CHAI RVAN TAYLOR: Sone have nade the comment that having industry
menbers and they're too closely affiliated with what they're
trying to advise on regulation and that we should have third-
party and nore objective people involved, maybe a panel of sone
kind of experts or whatever. Wat do you think about that as
opposed to having the industry? Because | think that's part of
the reason you want to have your representative on there is to
make sure your area is protected as agai nst the others who may be
t here.

M5. CATLIN: | believe that we would have the nost infornmation and
the nost know edge about the issues. So, | do believe that the
i ndustry woul d be the best forumfor the advisory committee.

CHAI RVAN TAYLOR But doesn't the industry end up conflicted in
itself in that process when they end up with every nenber of the
i ndustry having sonmething currently pending at that tine before
the RCA when they sit down with their neetings? Are we going to
go with the reward side of the |ledger? Are we going to go with
the retribution side of the |ledger? Are we going to be upfront
and honest with our colleagues and try to make changes or are we
going to suck up to the commssioners in the neeting this nonth?
| can see that changing fromnonth to nonth as people's petitions
and applications cone up for decisions.

M5. CATLIN It would be difficult with the size of the advisory
commttee that is proposed to have that nuch influence if you

have a docket before the comm ssion. | would view what woul d cone
out of this conmmttee to be policy oriented and to inprove
procedures for the commssion. So, | don't think it would cone to

t he substance of the dockets.

CHAI RVAN TAYLOR: Does M ke Wdman still work with you guys?

MS. CATLIN: Yes, he does.

CHAI RVAN TAYLOR: Tell himhi for me. Kristi, thank you very nuch

| wanted to give the comm ssioner an opportunity to respond or
t he conm ssion nenbers, however you wish to do that.
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Madam Chairman, Conm ssioner, | remnd you you're both still
under oath and give you the floor.

CHAI RMOVAN THOMPSON:  Thank you, M. Chairnman, the hour is |ate,

gentlemen and | want to be responsive and | have been nmaking
notes through the course of this hearing about sone questions you
have. | imagine you're also interested in our comments on the
bill and I want to use the tinme nost efficiently. So, what |'ve

got planned unless you tell me, and this is your shot, you want
otherwise is to just go through sone of those questions very
briefly as well as offer coments on the bill and then nake
nysel f avail able for questions. |Is that okay?

CHAI RVAN TAYLOR: Go right ahead. That sounds good.

CHAI RAWOVAN THOWPSON: Ckay. | first want to update ny testinony to
this conmttee fromwhen | was here before. One of the issues we
di scussed was the conm ssion's appeal record, that is how our
deci sions were upheld or not and there was another decision
i ssued by the Al aska Suprene Court last Friday. | don't know if
you' ve had a copy made available to the entire commttee?

CHAI RVAN TAYLOR: Yes.

CHAI RMOVAN THOWMPSON: | see headshakes. The next issue | want to
address was the question raised by Senator Donley about ETC
status. ETC is eligible teleconmunications carrier. There was
sone testinony offered by ACS about that being a new issue and
t hey woul dn't have had any reason to know, but what | said wasn't
entirely accurate. There is an ETC application by a wreless
carrier in the State of Al aska. That docket is open and pendi ng.
There is a nunber of interveners. It's in Southeast. It's in your
part of the state, Senator. W haven't made a deci sion on that so
| can't coment on the facts of that particul ar docket, but you
should be aware that nmany other states have ruled on simlar
applications. Washington granted ETC status to several wreless
carriers. The State of South Dakota denied it and that was
appealed and they were eventually reversed. So, we're not the
first state to deal with this issue. It's been addressed in other
states. This particul ar case we have pending before us nowis the
first tinme the issue has been raised here. The significance of
ETC status is tied to universal service support. Under federal
law, a carrier, any telecommunications carrier, is not eligible
to get universal service support unless they're certified by the
state comm ssion as an ETC. This is one of the responsibilities
that state comm ssions are given under the Tel ecommunications
Act. We have a list of services designated by the FCC. | think
there's nine things on the list now |It's like access to 911
service, l|local voice tel ephony. W have to |look at that carrier
and certify that they're capable of providing those basic
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services before they can be designated as an ETC and we al so nake
a public interest finding. Universal service support is basically
designed to allow all Anmerica's people to comunicate and
granting the ETC status would put whoever is applying in a
position to be able to be eligible for that funding and there was
sone di scussion about what happens when a conpetitive carrier is
certified as an ETC. The testinony on that was al nost conplete.
If they are certified as an ETC, they are eligible to receive an
anount and it's an anount that's not set on historical cost. The
conpetitive carrier gets the sane anount as the incunbent was
getting except what a conpetitive carrier is eligible to receive
is capped at the UNE rate. So, in other words, if a conpetitive
carrier is paying an |ILEC $10 for a loop and the incunbent was
getting $15 for that | oop under the universal service program if
the conpetitive carrier is certified as a CLEC and gets back
custoners, what would happen is that $5 of that support would go
to the incunbent and the $10, the sanme anount the CLEC pays for
the loop to the incunbent is what they would receive.

SENATOR DONLEY: \Why?

CHAl RWOVAN THOWPSON: Why? Because the program is set up to not
conpensate the CLEC any nore than they would be paying for that
| oop recognizing that there's additional cost.

SENATOR DONLEY: | nean why should they get anything? They're not
the primary coverer. They're not the one that's out running the
lines to rural areas. Wiy would you want to give them anyt hing?

CHAl RWOVAN THOWPSON: Because they're providing service to the
custoner and they're incurring costs to do it. From the FCC s
perspective, they've either incurred costs by paying to rent the
| oop or by putting in the equipnent. The distinction with capping
is to insure that they don't recover nore than they would have -
nore than the cost that they're incurring.

SENATOR DONLEY: That's beyond common sense. What | don't think is
comon sense is if they get subsidized when they are already
given a subsidized rate for the l|oop. They' re already below
mar ket value for the loop and they - you're paying for the bel ow
mar ket val ue.

CHAl RWOVAN THOMPSON: The nmar ket val ue. ..

SENATOR DONLEY: That just seens ridicul ous. Wiy anyone woul d want
to go into the tel ephone business anywhere in a rural place in
Anerica if that's the process they're going to use. It just
doesn't nake any sense.

CHAl RWOVAN THOVPSON: These are not rules that we set that have
been set on a federal level and there's a lot of folks on a
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national |evel who have been very critical for simlar reasons.
The one distinction you're arguing goes to the next point |I'm
going to make. It's not market rates; it's this TELRI C pricing
that we've been tal king about as the standard and there was a | ot
of discussion about that in the testinony, too, |'ve brought for
the conmmittee. The 8" Circuit decision that's been discussed was
appealed to the Suprene Court and the decision was issued in the
m ddl e of May. 1've got a copy of it here.

SENATOR DONLEY: | don't want to go beyond this point. Let's back
up.

CHAl RWOVAN THOWVPSON:  Ckay.

SENATOR DONLEY: You know, it's always - | keep hearing, 'Oh, this
is the federal rule. This is the federal rule, but | don't think
that's always exactly accurate. Federal seens to be federal
guidelines and then there's a lot of options for states to work
wi thin those guidelines. Option nunber one was what do you set
for the |labor rates in your nodel. I"minterested in - there were
a lot of things you had discretion on and you said it's the
federal rules. No, it's not the federal rules. It is a decision
of the local RCA about how you wanted to adjust that nodel. You
had a range you could work with. So, that' not always the excuse
every time. It's the federal rules. Because sone court upheld it
is not a good excuse either, because that doesn't make it the
best public policy for the state, because the court is under a
very ... [END OF TAPE]

TAPE 02-48, SIDE B

6:45 p. m

SENATOR DONLEY: ...was there evidence to justify it, you know?
Was their substantial evidence to justify it? So, that's not
persuasive to nme either. | really want to know, are people in

Al aska going to get tel ephone service? And is this systemthat's
devel oped and your nodel destructive to the future of this state
for comon people to be able to get a phone? That's what |I'm
concerned about. Not whether the court sustained it or not
whether this is allowable under the federal governnent, because
that just doesn't make any sense, the way you woul d approve that
rei mbursenent for sonmething that's already essentially a
subsidized rate. So, don't just answer my question by saying,
"Ch, this is allowed.” | want to understand why it nakes common
sense to anybody.

CHAl RWOVAN THOWPSON: | have the sanme concerns that you do about
service and reliable service and what kind of carriers are going
to be able to provide that | ong-termand custoners in rural areas
getting the benefit of advances in technology and the sane
quality of services that are available to consuners in urban
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areas. As an admnistrative agency, like any admnistrative
agency, | don't have a choice but to follow the |aw and that was
one of the things Conm ssioner Furchtgott-Roth talked to you
about is the standard you should use to judge us by and he called
it admnistrative liberty. What he's saying is do you have an
adm nistrative agency that has run anuck or do you have an
adm nistrative agency that's followwng the law and | think he
told you that one of the ways you could find out if we were
following the law was to |look at our record on appeals. So, |I'm
trying to cite that to let you know that at |east what we've
tried to do is do what we feel - there are sone things in terns
of setting UNE prices that are left to our discretion, but we
don't have any choice about the fact that we have to set them

That's what the Tel ecommuni cati ons Act says.

What this case says is that the nethodol ogy we're supposed to use
to set it and it provides that what this decision addressed and |

know you've got a mllion things to do, but it mght be helpfu

in terns of understanding this issue, because it's a good basic
anal ysis of what UNE rates are and why it's our obligation to set
rates that conpensate the incunbent on a forward-Iooking basis,
not based on the inbedded costs of the incunbent. That's
specifically the argunent that they set aside. Wat they heard in
this case, and the court again dismssed it, was the argunent
that you just articulated that, 'Wll, gee, that's going to nean
that no incunbent is ever going to invest anything and no CLEC is
going to invest anything, because they're going to be able to get
this loop rate cheap.' The court specifically said that's not
true. That's not what the record shows. What our record shows
here is that there's been a significant anmount of investnent from
CLECs all over the country and that |ILECs have inproved their
networks in order to be able to nore effectively conpete. So

many of the argunents that you're westling with are the sane
ones that have been debated in the teleconmunications industry
for years and were culmnated in this decision, which just cane
out about a nonth ago.

CHAl RMVAN TAYLOR: W were just tal king about - many of you have
seen investnent and you have seen these things have happened and
you're talking about across the country. You're talking about
your discussions with your friends back there at FERC, you're not
tal ki ng about Al aska.

CHAl RAMOVAN THOWPSON:  Yes | am

CHAI RVAN TAYLOR \Were's the investnment other than GCI  buying
sonme fancy switch here so they can piggyback on ACS. Were's the
i nvest nent ?

CHAI RMOVAN THOWPSON: ACS has nmade a significant investnent in
recent years to build a packet switch network to serve a contract
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that they were awarded with the State of Alaska. | don't renenber
the anount of the contract, but if there's a representative from
the ACS here they can tell us.

CHAl RMAN TAYLOR: That contract reinbursed them for their costs;
that contract is not dependent upon your fornulas.

CHAI RWOVAN THOMPSON: | don't know what the terns of the contract
are for the reinbursenent, but that's a significant investnent
and they've used that investnent to offer services to other
custoners. They had on their website that they've cut a deal with
Wlliams to offer them packet switch technology. This is a
technol ogy that doesn't use the traditional telephony lines. It

carries voice traffic over the Internet. It's a new technol ogy;
it's an advancenent and | think it's great that ACS is naking an
i nvest ment in this type of system It has significant
inplications for the way carriers conpensate each other access
charges within the state, but | think it's generally good that

they're making an investnment to inprove the network and inprove
their ability to offer quality services to others.

CHAI RVAN TAYLOR: They're not making that investnent based upon
any of the fornmulas or pass-throughs that you're tal king about
fromthe federal governnent. They made that investnent based upon
a contract that you don't even know the ternms of with the state
of Alaska. It my have been a very lucrative contract that
allowed them to go and buy sonme good stuff and now they can use
it sonme place else in their business, but it certainly doesn't
have a thing to do with these other definitions you re debating
w th Senator Donl ey.

CHAI RMOVAN THOVPSON: There services they're offering under that
woul dn't, in nmany cases, be eligible for wuniversal service
fundi ng because of where they're offered. There's no universal
service funding available in Anchorage, for exanple, and that's
about half the markets in the state.

CHAIl RMAN TAYLOR: Let nme just back up. Wiat you said was that
because of - and you're referring to the Suprene Court opinion
and referring to these different pseudonyns you've got for these
agencies and so on - you said that investnment was occurring
across the country and when | asked you where was this investnent
occurring in Alaska, '"Wll, ACS, because they got a contract."’
The contract had nothing to do with any of those fornulas you're
tal ki ng about .

CHAl RAMOVAN THOWPSON: What the court said, and |I'm sorry if |
didn't explain it well, is that the incunbent in this case nmade
the argunent that this UNE pricing schene, this nethod of setting
forward-| ooking prices, would discourage investnent and what the
court found was that's not true. There is investnent happening
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both on the conpetitive and the incunbent side and that this
particul ar pricing schenme hadn't discouraged that.

SENATOR DONLEY: Yeah, but that court wasn't dealing with the
Al aska exanple, either, was it? | nmean it was dealing with sone
exanple from sone place else generic and not dealing with the
specific terms of the nodel you created and the variables you
pl ugged into the nodel that you used.

CHAl RWOVAN THOVPSON: No, it was a different UNE nodel .

SENATOR DONLEY: So, that depends on an effective nodel. |f your
nodel is faulty, doesn't adequately address the costs that are
incurred, then that decision isn't relevant to it.

CHAI RMOVAN THOWPSON: It is in terns of general standards. | think
there's two levels of analysis here. One is when you set UNE
prices, what standard do | have to neet? What am | trying to do?
And what this case told nme is that |1'm setting forward-I| ooking
prices. |I'm not supposed to base that price on an incunbent's
i mhedded costs. The other level is the part that you' ve referred
to and we've talked about before where state conm ssions have
sonme discretion. And that's what kind of nodel do we use. | think
| provided this after the conmttee hearing, a list of what the
UNE prices are in other states and sonme states have used nodels
simlar to the ones that this conm ssion and its predecessor used
- are methods of analysis, because it wasn't a nodel initially.
O hers have used other schenmes and you're right, that's where
states have discretion. They don't have discretion about what the
goal is, but they have discretion about the forrmulas - | think
the way we've tal ked about it before, but - the fornula tells us
what the results are supposed to | ook I|ike.

SENATOR DONLEY: | think | understand that philosophy now better
that you meke it so unattractive for the primary carrier to
conti nue doing business that hopefully you force themto go out
and invest nore to get their costs down.

CHAI RMOVAN THOVPSON: No, we're not trying to force anybody.

SENATOR DONLEY: That seens to be what the federal court decision
is saying but - and naybe that's worked in sone other parts of
the country. My specific concern is with the variables that you
plugged into the nodel and whether they created a realistic

rei mbur senent such that we can still - and my public policy goa
in this - is while encouragi ng conpetition, which | support, at
the same tinme making sure that if | build a house, | can get a
phone line into it. And if you' ve set the rates so |low, then
nobody is willing to take on the burden of running a phone |ine
into ny house. That doesn't serve ny constituents. W've heard a
lot of testinmony in the last 26 - 27 hours now that that has
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occurred here in Alaska and |I'm really concerned about that,
because while |I strongly support conpetition, |I don't want it at
t he expense of not being able to get a phone line into one of ny
peopl e that | represent's house.

CHAl RWOVAN THOWVPSON: We have the sane goal. W' re concerned about
service and there's no doubt that the Tel ecomruni cati ons Act was
a dramatic change in the markets and the incident you just
descri bed of one of your constituents not being able to get a
phone line, there was a new subdivision. ACS said they were going
to provide a service that's called tellular, but it's a radio
tel ephone. The residents were not happy;, there were sone

conplaints | think in that subdivision and eventually in the
subdivision, | think, GO, the conpetitor, canme in and laid
copper. They can probably tell you the details of the case,

because we didn't see it after. The question for us as a state
commssion is the type of service. It wasn't that ACS wasn't
going to provide any service; they recognize their obligation to
serve them but they said we want to provide sonething that
doesn't cost us as nuch to put in. This radio tel ephone systemis

actually portable. If later the residents decide they didn't
want, they could have picked it out and noved it sonewhere el se.
What we've found, | think, did we do a final order in that case?

Nope, okay. Well, but the inquiry initially was whether they were
going to be able to provide basic tel ephone service, access to
energency services, the thing custoners needed. That's the record
we were |ooking at and those custoners did have service that was
up to the basic standard | evels. They eventually, as | understand
it, likel said | don't know what happened after...

COWM SSI ONER ABBOTT: They eventually net with all the devel opers
and what not and they fixed the problem | think the case is
where they laid wire.

CHAI RVAN TAYLOR: Who di d?

COWMWM SSI ONER ABBOTIT: ACS did. So, the thing was worked out
bet ween the peopl e who needed the cable and those who hadn't. ACS
was concerned about being able to recover their costs; it wasn't
just the cost of laying the copper into the subdivision. It was
putting the feeder lines up to that to handle the additional
traffic as well. It was a dilenma for them | understand that.

SENATOR DONLEY: And |I'mreally concerned about that.

CHAl RWOVAN THOWVPSON: Those custoners all got service. That's what
we' re concerned about. Wio they got it fromisn't as significant
to us as that they got it.

SENATOR DONLEY: We've been doing this for a long tinme now | had
a nenory at sone point in the last 28 hours that ACS was ordered
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to provide that service as the primary carrier and you're saying
you didn't order themto do it?

COM SSI ONER ABBOTT: They have a duty as the carrier of |ast
resort to do that, to provide that basic phone service and that's
what they initially tried to do with the tellular system was to
do it with that. The custonmers weren't happy with that. W
started to look at as is this really going to provide adequate
basi c tel ephone service, the problemwent away.

SENATOR DONLEY: You see, that's nmy concern here. You forced the
duty on the primary carrier of last resort or whatever nmagic
termnology you wuse, but they aren't nmaking a good faith
contention that they |ose noney when they do what you're forcing

them to do. Something is not right there. | nmean | want
conpetition. | want the advantages of conpetition, especially in
the urban areas, but | think that nmy conclusion after hearing

about the federal act is that it's a balance of the federal act.
It's not just go get conpetition everywhere. It's you' ve got to
fully conpensate, so it makes sense and the rural objection is an

inmportant element of that. It seens like you re out of balance
here right now. | nean | want the advantages of conpetition and
I"mnot saying that either side is right in this; |I'msaying that
maybe the solution is sonmewhere in the mddle, but 1I'm highly
suspect of the nodel that you all adopted at this point in tine -
highly suspect of it. It doesn't sound Ilike it's really

functional for the situation we've got here.

CHAI RWOVAN THOMPSON: | want to go back and clarify one thing you
said a couple of mnutes ago and then I'll stop tal king about it.

SENATOR DONLEY: | don't nean the nodel; | mean the variables you
pl ugged into the nodel to be specific.

CHAI RWOVAN THOWPSON: Ckay, we didn't order ACS to |lay copper wre
in that subdivision. | think that clarification is inportant. In
terms of the nodel, we've said it before that that is an open
docket pending before us and |I'm not confortable discussing in
this forum our decision, because it's a docket we're actively
working on right now - at |east the Anchorage UNE pricing. The
other UNE pricing docket for - | think that there's been plenty
of testinmony - you all know where that case is. It's at the
Suprene Court. ACS didn't agree wth our decision. It was
appeal ed to Superior Court; we were affirnmed and it's active at
the Suprene Court. | won't go back there again.

CHAI RVAN TAYLOR: Let ne just stop you right there. You just said
that the Anchorage UNE price - is that the price that is applied
agai nst that new subdi vi sion where the copper was laid by ACS? If
their actual costs, and whether you call them projected future
costs or not, they were sure projected future costs when you told
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them that they needed to go lay cable because they were the
primary carrier - | nean lay wire. You nmay not have forced them
to do it or ordered themto do it, but obviously the comm ssioner
certainly indicates there was sone level of assertion of
responsibilities by the commssion. And they're going to get
reinbursed at a rate that is significantly below their actual
cost of putting those lines in so that we can nake certain CCl
can go in there and conpete with then? Sonmehow they're supposed
to be encouraged about going out and | ayi ng nore copper?

CHAI RAMOVAN THOMPSON:  Your answer to your question assunes that
ACS is going to | ose those custoners. |I'mnot convinced that they
will. GCI may not necessarily get those custoners. Any tine, any
custoner has a choice in Anchorage who they want to serve them
GCl doesn't..

CHAI RVAN TAYLOR It isn't nuch different per nonth and they're
going to give you a free conputer hook up at the sanme tine, |'Il
guarantee you that it's going to have an inpact. It's had a 40
percent inpact on your market already, because they haven't hung
any copper in that town. They're bootlegging right off the top of
ACS based on your order. If your order were sitting there on a
| evel playing field where they had to pay the actual cost
incurred by ACS, what do you call then? The enbedded costs? If
they had to pay their portion for their use exactly |like ACS has
to pay theirs every day, then you'd have fair and open
conpetition. You don't have that and that's why Senator Donley's
concerned about why are subdivisions going through this process
of having to negotiate and having to come before your conmmi ssion
before they can get any copper wire |aid?

CHAl RWOVAN THOWPSON: Senator Taylor, the United State Congress
and the Suprene Court has told nme that |I'm not allowed to use
enbedded costs.

CHAI RMAN TAYLOR: They didn't tell you that; they told you you
could come up with a nodel. You then chose, you arbitrarily as
conmi ssi oners chose what nunbers you would accept and put in this
nodel .

CHAl R\MOVAN THOMPSON:  No, the words "enbedded costs” are in the
Tel econmuni cations Act and they're in the Supreme Court deci sion.
If you want nme to read that paragraph from the holding, 1'd be
happy to. O herwise | can provide it for you. W are not all owed
to use enbedded costs. The Act and this decision contenplate this
forward-| ooki ng cost nodel.

CHAI RVAN TAYLOR Right. Let's just take the new subdivision.

Forwar d- | ooking cost nodel - that's the one you' re supposed to
use on that new subdi vision?
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CHAIl RMOVAN THOWMPSON: What the standard would be is that how the
network would be rebuilt if it were built today. Now, this is
going to be different, because in that new subdivision, it's
presumably they're going to be able to take care of some of the
changes in pricing. The cost of this technol ogy has declined over
time and | think that's what Congress was trying to give
consuners the benefit of. If they were rebuilding the network
today, it's not going to cost as nmuch probably.

CHAl RVAN TAYLOR: They did rebuild up in that area today and what
did it cost then? Did it cost themas nuch or are you saying that
sonehow through a nystical theory you' ve got that it actually
cost themless for their personnel to go out.

CHAl RAMOVAN THOMPSON: | don't know. | don't have to respond to
your question, Senator Taylor. | don't have the infornmation about
what it actually cost themto wire that subdivision.

CHAI RVAN TAYLOR But you know the rate, because the rate has
al ready been set.

CHAI RWOVAN THOWPSON: | know that what the UNE rate is now and
know what it was when we gave theman interimincrease and | know
what they've asked for and that, as | explained, is the subject
of an open docket before us.

SENATOR DONLEY: Could 1 just ask a technical question here?
There's nore that goes into how you set that rate than just the
cost of running the wire into a subdivision. Isn't that right?

CHAI RAMOVAN THOVPSON: Certainly. There are many, many elenents. |
t hi nk sone of these.

SENATOR DONLEY: You couldn't just go find out what the bill was
and divide it by the nunber of houses and have your rate.

CHAI RWOVAN THOVPSON:  No.

SENATOR DONLEY: You would have to also figure in the back-
| ooking, |I forgot the word you used, the existing system and then
discount it to be consistent with the federal law as you sit it
there to come up with sone sort of actual cots.

CHAl RMOVAN THOWPSON: And that's one of the issues when we're
| ooki ng at which nodel to pick - how nuch - delivering service to
a custoner isn't just the final loop. It's back to the swtch.
There's feeder cables. Those feeder cables are used by different
custoners. How do you allocate the costs between custoners? How
do you nmake sure that the common costs and [indisc] are properly
allocated or not? It's a very conplex issue and | don't -
Comm ssi oner Abbott may renenber how many inputs some of these
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di fferent nodels have, but some of them have - that's part of the
conplexity that you're delving into there.

COMM SSI ONER ABBOTT: That was one of the things the arbitrator,
when they sat down and did all of the inputs into it, he put
those in and canme up with the various answers, both parties
comng up with their own answer, which we then, if they couldn't
reach agreenent on a particular cost, then they went to
arbitration. They did their baseball.

SENATOR DONLEY: Boy, | think that was a m stake.

COWM SSI ONER ABBOTT: The arbitrator, based on what he can use as
far as the FCC guidelines, would now come up wth what he
considered to be the best offer. [Indisc]

SENATOR DONLEY: 1've come to the personal conclusion that this
basebal | arbitration is not the way to go in a tel econmuni cati ons
where you're dealing with a public service. | nmean it may be if
you've got two private conpanies that are slugging it out and
you've got an arbitrator, but not when there's a public interest

involved. | nean that's what | think the role of the comm ssion
is to set a reasonable rate and not rely on two warring parties
to pick one or the other. | don't think that really serves the

public as well as if you all nmake a decision based on the nmerits
rat her than what two parties who are conpetitors, pick one or the
other. It just doesn't seemlike good public policy to ne.

CHAl RAMOVAN THOMPSON: | would agree with you - had we ultimate
flexibility, that we would probably use a different nethod. Wen
you do wunder the Telecomunications Act, there are really
specific deadlines about how quickly we have to decide those
interconnection prices and | think in 180 days from start to
finish. So, we've got to wade through all these conplex issues
within that period of tinme and approve an interconnection
agreenent. Wat happens under the Act is the parties are supposed
to talk to each other for a certain period of tinme and try and
reach agreenent and if after they' ve been talking to each other
and try to negotiate an agreenent for a certain period of tineg,
they don't, then they can cone to us and we have 180 days from
the tinme we get a request to have an approved interconnection
agreenent on the books and it's a huge task in that period of
time considering there's a lot of other things going on. So,
whether or not it is a nmethod we use again, it's sonething - it
was an option that the parties discussed that we eventually used
because it was a way to get through the huge anmobunt - and | think
either of the parties involved in that would be happy to bore you
to death with how nuch tinme it took

SENATOR DONLEY: You know what? |I'm not here for the parties
involved. I'"mhere for the public. I'mhere for the consuners and
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the people who just want to have a telephone in their home. So,
it may have been convenient for the parties, but it is not
necessarily the best public policy. | have really reached the
conclusion after six days of these hearings that that's a |ousy
way of arbitrating the public's interest in this. It may have
been a convenient way for the commssion to neet their tineline
and it may have been a convenient way for the parties, but when
you've got two parties that traditionally have been such very
difficult rivals, if they don't reach sone sort of mddle ground
here, then the public is left with two bad decisions rather than
one reasonable one. Two bad options is not good public policy.
Choosi ng between two bad options, if there's the possibility of
reaching sone sort of mddle ground that nmakes nore sense for the
public, just because the parties are not agreeing.

CHAl RWOVAN THOVPSON: | appreci ate your comrents, Senator Donl ey.

COWMM SSI ONER ABBOTT: | don't want to bel abor this point, but when
we tal k about the person we had doi ng adjudi cation, which for al
practical purposes was an admnistrative |law judge, the man who
did, he sat on the bench. He's been a substitute Superior Court
judge; he's been a substitute District Court judge. He'd done al
that and when he sat down with the parties, not only was his job
to try to do the arbitration of it, but his job was to see if he
couldn't adjudicate and get them together - and that's what he
tried on every issue - was first of all try to get themto cone
to an agreenent anong thenselves. And he worked pretty hard at
that and then it was the |ast resort when they just couldn't do
that to where he said, 'Ckay, give ne your best shots; give ne
your best pitch.' And in that case, that's the way it went.

SENATOR DONLEY: Woul d you explain that to nme? Wo said you have
to take one or the other? Who nmamde that decision? Was it the
conmm ssion? Was it the arbitrator? Was it the parties? Wi put it
on the people of Alaska that that's how we're going to make that
deci sion and the consequences.

COWMM SSI ONER ABBOTT: |Is that in the federal act?

CHAIl RWOVAN THOVPSON: No, it just says we arbitrate. It doesn't
say the net hodol ogy.

COW SSI ONER ABBOTT: Yes, | believe it was in ours, but let ne
just go back to your...

SENATOR DONLEY: | don't understand. Wio made that deci sion?

CHAl RMOVAN THOMPSON: It was in our order. | don't renenber if
that one was agreed to by the parties or not. I know it was the
nmet hod that was used by the APUC in the earlier arbitration that
predated wus. And | honestly don't renenber whether they
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stipulated or it was proposed by one of them anyway and we nust
have deci ded...

SENATOR DONLEY: Wy should two private parties that are for
profit be able to stipulate what's in the interest of the people
of Al aska?

CHAl RWOVAN THOMPSON: It's them agreeing to what nethodol ogy
you're going to use. That type of arbitration is designed to cut
t hrough sone of the bal oney and get people to put their best foot
forward. If you have a lot of issues to decide in a short period
of time, you don't want people dinking around wth posturing. You
want themreally to think about what it is that they really need
and to give the hearing officer the best choices. In this case, |
don’t know how many issues there were. The hearing exam ner was
successful in the Juneau and Fairbanks arbitrage in getting the
parties to agree on many of the issues, but they were in hearing
for many, many, many days and they would adjourn and conme back
and adjourn and cone back and adjourn and cone back. It was a
| ong process.

CHAI RVAN TAYLOR  You people have obviously never done an
arbitration. 1'Il guarantee you if I'm for profit and | get to
choose which one I"mgoing to use and |I've got nothing to lose in
this operation, my whole goal is to chisel this |oop rate down as

low as | can get it, I'm going to |ove baseball arbitration,
because I"'mgoing to cone in and | owball every single one of them
and if all | dois flip a coin and | only get half of them 1I've
just crucified the conpetition. That's if | only get half of
t hem

SENATOR DONLEY: And the reason I'mreally pursuing this is that
I"'m thinking this is one of the roots of the problem is what
we're hearing about. I'mreally considering adopting sone sort of
specific arbitration criteria for in the future that bans this
kind of thing because | think it's a |ose-lose proposition for
the people of the state. | don't think you get a fair rational
basis for cost if it's this baseball arbitration. | nean you're
going to get one of two biased prejudiced for profit proposals
instead of something that's really a rational decision based on
the nerits of what's in the public's interest.

SENATOR THERRI AULT: It's going to be nore expensive and take
| onger. | always enjoyed economcs and took |ots of economics in
college. There's a whole economic theory on this and it's nore
designed for wage negotiations rather than this. But they're
right. It supposedly cuts through a bunch of crap and | don't
know i f you're going to get themto select you 50 percent of the
time.

CHAI RVAN TAYLOR: If you get 80 percent, you' ve really got a
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wi ndfall profit, don't you?

SENATOR THERRI AULT: But, if your offer is determned to be
egregi ous. ..

CHAI RMAN TAYLOR: It isn't determned to be egregious. It's your
| ast best offer and it's their |ast best offer and he picks one.

SENATOR THERRI AULT: But the hearing officer is looking for the
one that's the nost reasonabl e.

SENATOR DONLEY: Let's talk about what's the hearing officer's
point of view. You' re the hearing officer, right? And you're here
right now. If you pick the |ow one, well, consuner rates go down,
right? And everything is hunky dory. Now 10 years from now, you
may have a big problem by picking the lowrate, but right now the
pressure is going to be on you to always go |lower rather than to
| ook at the long term because he's probably not going to be
around in 10 years.

SENATOR THERRI AULT: | don't know if that's necessarily true.
Hopeful ly, the hearing officer has at |east one eye on the |ong
term His job isn't necessarily dependent on whether his decision
is to lower the rates.

CHAI RMOVAN THOMPSON: That's correct. The standard is the one in
the act; it's the forward |looking price that sets the criteria
and what the FCC and now the Suprene Court has said about what
you should be | ooking at when you're deciding how to conpensate
the incunbent for the use of their network. It's not best price
to consuners.

SENATOR THERRI AULT: Well, 1 think we ought to be careful in
beating them up on one side for not making decisions soon enough
and then possibly suggesting in the process they need |onger -
t hey woul d need nore tine.

CHAIRVAN TAYLOR: | don't know that there's any testinony
especially from this conm ssion, because they've never tried
anything else, but | don't know if there's any evidence
necessarily that baseball arbitration is sonehow faster than
other fornms of arbitration. 1'll guarantee you that no contractor
in his right mind is going to walk into a deal with an owner and
pl ay baseball arbitration on their cost overruns, on their clains
on a contract. They're not going to do that. Al you ve got to do
is lose one and you' ve | ost the ball gane.

SENATOR THERRI AULT: That's used all the time in wage
negoti ati ons.

CHAl RMAN TAYLOR: It is because the strike is the alternative and
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there isn't an alternative. It's finality in that strike
opportunity. That isn't the case here. You nake a wong decision
here and rates nay go down, but you end up with one nonopoly five
years out and you' ve bankrupted the other one. That's ny concern
about where we're going with all this stuff, but 1'd like to get
back to sonething real sinple. Forward-I|ooking costs, right?

CHAI RMOVAN THOVPSON: | don't know if that's real sinply, but I'm
happy to talk about it further if you' d |like to, Senator.

CHAI RVAN TAYLOR You' ve nmde sone nisstatenments about it that
conput ers have cone down in cost and new technol ogy should bring
the cost down and so on. Does it cost less to run copper today
than it did five years ago?

CHAl RMOVAN THOWPSON: | don't know the difference between the
price of copper now and five years ago.

CHAI RVAN TAYLOR Let ne tell you sonebody who does. The AFL-C O
who just canme down with a resolution telling this legislature do
not extend this comm ssion. Now, why in the world would they be
interested in doing that?

SENATOR DONLEY: | don't think it's fair to ask the people to
specul ate on ot her people's notives.

CHAI RVAN TAYLOR: Let nme put it a different way. If in fact the
future cost nodel that you're talking about is truly going to
conpensate the person investing in putting it in there and if
there's some reason for doing this, how exactly does he do that
if he still has to hire the sane IBEW folks at the increased
[price] to go out there the next day and install that copper if
you're not going to give himcredit for that new enbedded cost in
that |ine.

CHAl RWOVAN THOWPSON: That is what the Suprene Court has told ne

I|"mnot allowed to do. Senator Taylor, | know you're a |awer; |
know you've read plenty of these decisions. | brought one here
that I would be happy to provide the commttee. It's a conplex

issue and | think reading this would hel p everyone understand it.

CHAI RVAN TAYLOR: Believe ne | think the |IBEW understands it.
They're going through their second |ay-off phase with ACS right
now and they're the single biggest enployer of these folks
probably in the state. | think they understand full well what the
ram fications have been of the nodels you' ve chosen and the
deci sions you have made. | can't explain this to them and | hope
that you can

SENATOR CONDERY: | asked sone questions the other day, but first
for nmy information I'd like to know how nmany entities does RCA
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deal w th?

CHAl RAMOVAN THOMPSON: We regulate - the total nunber? It's
different if you talk about <certificated and economcally
regul ated. | should know off the top of my head, but | don't.

There's between 600 and 700 probably certificated utilities in
the state. Many of those are not economically regul ated because
they're owned by l|ocal governnent. There's an exenption in the
statute for that.

SENATOR COADERY: Do you deal with thenf

CHAI RAMOVAN THOWPSON: We deal with themin the sense that we had
to grant a certificate of public convenience and necessity when
they first went into operation. And sonme of those who are not
economcally regulated that received for exanple, PCE credit, we
still deal with them even though we don't set their rates. W
review their costs to evaluate how nmuch PCE they're entitled to.

SENATOR COADERY: What do you attribute the backlog you have now
to?

CHAl RAMOVAN THOWPSON:  The backlog we have now that has been
di scussed is not - nost of the cases that are open now are ones
that have conme in since the RCA was fornmed. W have |ess than
hal f the nunber of cases we had opened in 1999.

SENATOR COWNDERY: You said that the other day, but when we got
dowmn to it a lot of the cases, the big cases, are still pending,
a lot of them- the nickel and di me ones.

CHAI RMOVAN THOWVPSON: Maybe the m sunderstanding is because this
nunber didn't just go down to sonewhat |ess than 400. This is
while all the new cases were comng and being processed. So we
are reducing the backlog at the sanme tinme we were handling
ongoi ng cases.

SENATOR CONDERY: That's my point. Wiat would it take to get nore
peopl e, nore comr ssioners so you wouldn't have the backl og of
400? Why couldn't you keep up within a reasonable tinme if we had
guidelines in this new bill? How are you going to - what would
you suggest ?

CHAl RWOVAN  THOMPSON:  The 400 isn't necessarily a backlog,
Senator. They are cases that are sonewhere in our process. For
exanple, applications are processed within a certain period of
time. We have an obligation to give the public notice, allow
comments and so that counts as one. That's all. Those aren't
backl ogged dockets; it's pendi ng dockets.

SENATOR CONDERY: The 400 are things that need deci sions then?
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CHAl RWOVAN THOMPSON: They're not all ripe for decision. They are
cases that are active. Sone of them we're waiting for public
comments. Sonme of themare waiting for a notion. We can't nake a
deci sion on them

SENATOR COADERY: You can't conform to sone things in this House

bill if we set tinelines and guidelines? |Is that what you're
sayi ng?
CHAl RAMOVAN THOWPSON: That isn't what |I'm saying. | had an

opportunity shortly before the hearing started yesterday to see
these guidelines. As M. Yould testified during the regular
session, there were discussions about guidelines we could |ive

with and conply with and | agree then in ny testinony, | believe
it was yesterday before the House Finance Comm ttee, was that the
additions made in this bill were ones | could live with and
conply with.

SENATOR COADERY: By that, do you nean that the public decisions
woul d be acted on in a quicker sense than they are now?

COWM SSI ONER ABBOTT: If | could deal with that for just a second.
As we've tal ked about, we've conme down from 800 to around 400 and
what the level is going to be down here if we nmet all of these
gui delines of everything that walked in the door, | don't know
what that level is going to be. My guess is that it's going to be
sonme pl ace between 200 and 300 dockets that we're always going to
have open in the conm ssion. W're just [not] going to get down
below that. As we've worked our way down through that, we've

gotten faster. | can't quantify that for you specifically. | can
tell you from ny own experience that we've gotten better and
we're working them faster than we were. | can't tell you when

we're going to hit that 200 or 300 |level, but I don't think we're
that far away fromit and these guidelines to ne don't scare ne a
bit. There's going to be sonewhere we'll conme back to you and
tell you we mssed it. W didn't get there and that's going to be
part of the thing that | talked to Senator Donley about before.
W tend to be the battleground and it's them versus them Sone of
those are going to be carried out longer. There just isn't any
way we're going to beat them down through there. | don’t think
we're nore than a year away fromgetting to that sustained |evel

SENATOR CONDERY: | realize that you're never going to have a
cl ear nothing to do.

CHAl RAMOVAN THOWPSON: | think it's inportant to realize that we
don't have control over what cones in our door. That's for the
i ndustry.

SENATOR COADERY: You have control over what goes out your door
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right?
CHAl RWOVAN THOWPSON: We do and |I'm not sure that 200 - 300 is

realistic. I think 350. That's what we put in the annual report.
W don't have control over when things get filed by utilities.
You can tell themto stop filing stuff and then we'll clear up

our backl og.
SENATOR CONDERY: You woul d be without a job if nobody filed.

CHAI RWOVAN THOMPSON: Li ke Comm ssioner Abbott said, | agree, if
people stop filing requests for assistance, if we stop getting
consuner conplaints, you should sunset us.

SENATOR CONDERY: The question | asked you |last week and you were
going to look up on this trip that you went out there and deci ded
it was pleasure and not business, did you file | eave slips?

CHAl RAMOVAN THOWVPSON: No and | | ooked at the dates. | got there
Friday night and I was there over the weekend and | don't have to
turn in a leave slip when I'mthere over the weekend.

SENATOR CONDERY: What date was that?

CHAI RAMOVAN THOWPSON: | believe it was the 6, 7 and 8 of July in
the year 2000 and it was a Friday, Saturday, Sunday.

SENATOR CONDERY: Friday you would have had to file a | eave slip.

CHAl RAMOVAN THOWPSON: | didn't go in the norning. | left late in
t he afternoon.

SENATOR CONDERY: |'ve got to go.

CHAl RAMOVAN THOWPSON: |'ve got a few nore notes about questions
that were asked that | wanted to be responsive to and one of them
was the certification process and what our role is when conpanies
recei ve universal service funds. You, Senator Taylor, seened |ike
you wanted nore explanation of what we do. That process is a
recent shift in FCC policy. Last year is the first tinme we had to
do it. Wat the FCC said when it required state comm ssions to
certify is that we're supposed to certify that they're using the
funds properly and the reason they did it and gave that
responsibility to the states, and properly neans universal
service is supposed to reduce the cost of bringing |ocal phone
service down to sone reasonable rate on a national basis. So
we' re supposed to certify after | ooking at a conmpany's records or
whatever information we feel like we need from the conpany's
records that that's what they are doing. The reason the FCC did
that is because there's criticism from nostly the urban states
that, 'Gee, we're sending all this noney out to the rural states
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and they're over recovering.' They have these really high rates
of return. So the FCC said, 'Alright, we're going to make all
state comm ssions responsi ble for nmaking sure that the conpanies
in their state that get this noney are reducing rates |ike
they' re supposed to in the program' That's a certification that
has to be done annually and our certification is due the first of
Oct ober to the conm ssion. Last year, the first time we did it,
we had a workshop with industry and said, 'How are we going to
cope with this? What kind of information can you provide us?" And
we devel oped a worksheet that is as sinple as possible in order
to not be burdensone. They filed it, we reviewed it and we filed
our certification wth the FCC. There's been suggestions this
year that we nodify the process after they lived through it once
and that's sonething else we're in the process of actively
considering. W have to nake a decision on that soon enough that
they will be able to file the information.

CHAI RVAN TAYLOR: Is it a fairly sinple process?

CHAl RWOVAN THOMPSON: It requires us to examne the books and
records or certain information in their books and records. W're
supposed to neke sure that they're using the nobney to reduce
| ocal rates. They have to show us through accounting information
that they're not using it for anything el se.

CHAI RVAN TAYLOR: And the question you were discussing wth
Senator Donley earlier that he had a hard time understandi ng why
it was working and | do to. How again do you explain passing
t hrough those funds to a carrier that has no copper?

CHAl RAMOVAN  THOMPSON:  Because those funds are available to
carriers who offer teleconmunications services. The Act is what
the policy folks call technology neutral. It was designed to
advance Anerica's teleconmunications network in recognition of
the fact that copper isn't the only way people comrunicate.
Peopl e conmuni cate wirel essly. People can communi cate using fiber
optic cable; people can use satellite.

CHAI RVAN TAYLOR: These people are comrunicating on copper;
they' re just bootstrapping on it off of your UNE rate.

CHAl RWOVAN THOWVPSON: Sone of them are conmuni cati ng on copper and
sonme of them are using other technol ogies. The only other issue
that I had notes that | wanted to respond to sonething that cane
up was just sone general comments about the speed. That's been a
recurring thenme in these hearings that folks have expressed
frustration that we make decisions too slow. Wwen | testified
before, | tal ked about the process that we have and the fact that
commi ssioners make decisions in a group and that's one of the
tradeoffs for making decisions nore quickly. It's a |ot easier
for one person to nmake a decision on things than three, but the
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| egislature originally when it created us decided that there
shoul d be group decisions and that's one way if you want to speed
us up you can change the process, but | don't think that's good
public policy, because | think the group process, and
Comm ssi oner Abbott should speak to this, too, but we all cone
fromdifferent perspectives and we bring a different analysis to
the tabl e when we discuss cases and that's good. | think it makes
our decisions better in the long run, but it also takes nore
time. Due process is another thing that takes time and in your
courtroom Senator Taylor, I'msure you dealt with that, but it's
inmportant that parties are treated fairly and sonetines that
takes tinme and it's a tradeoff that you make. It's inportant for
us in order for parties to feel |ike our decisions are fair to
make deci sions based on the record before us. That's one of the
standards of court reviews when they read it. So, that's
sonething else we can, but what | suggest, this advisory
commttee that's discussed in the bill, if speed of decision
making and understanding that process is sonmething that's
i nportant enough, that's the kind of thing that a group can | ook
at and under st and.

QO her than that, | was going to offer general coments about the
bill. I think the deadlines are ones that we can live with. |
think the advisory conmmttee my be able to offer useful
comments. It's helpful to have nmenbers fromall different sectors
of the industries we regulate if you want to get sone bal ance in
the group, because | think it would be helpful to them because
often what we hear it's probably nmuch the sane position you're
in. You hear one side arguing for sonething and another side
argui ng just as adamantly for sonething el se. That happens across
i ndustries, too, and it mght be helpful to them in designing a
better process to hear from all sides. The nonthly neetings are
al so sonmething that would be formalizing in the statute the bench
and bar process that we just started and speeding it up, frankly,
but if it would help to provide a regular forum at which
processes can be di scussed and have that process nore formalized,
that's sonething I would wel cone, as well.

SENATOR DONLEY: | appreciate your answers. \W've been here for so

long. I'mjust getting anxious about this. | think I was getting
over-enotional about it, but it seens |like |I'm starting to zero
in on where sone of these problens are and |I fully appreciate

Senator Therriault's point, too, that it's a balance of the tine
concerns versus trying to get a fair decision and it's trenendous
chal l enge in sonmething that's this conplicated. | appreciate your
being here to interact with us.

CHAI RWOVAN THOVPSON: Thank you, Senator Donl ey.

SENATOR THERRI AULT: You were not able to be up in LB&A today, but
| know you were there earlier before we went into executive

SENATE JUD COW TTEE -133- June 25, 2002



session. | just wanted to let you know that as far as... [END OF
SI DE A]

TAPE 02-49, SIDE A
7:30 p.m

SENATOR THERRI AULT: ...that public conplaints section reviewthat
LB&A did, Pat Davidson, the auditor, said she w shed nore state
agenci es had that kind of record, that you did very well there.
just wanted to touch real quickly on the recomendations in the
audi t. Reconmendation nunber one, dealing with the snmall water
and sewage utilities, you' ve got sonething going on that?

CHAl RWOVAN THOMPSON:  Yes, we've issued a notice of proposed rule
making and we're inviting coments. There's a hearing schedul ed
for after the conmment cycle is over and the comments are all due
by sone tinme in July and there's a hearing schedul ed i n August on
t hat .

SENATOR THERRI AULT: Recommendati on nunber two - clarifying the
use of the public advocacy section.

CHAl RAMOVAN  THOMPSON: That was one where regulations were
proposed, as well. There were draft regulations put out to notice
for comment. That comment cycle is conplete. There was a hearing
scheduled for it next Mnday and | saw sone E-nmails when | was
gone last week that the hearing mght have been noved.
Comm ssi oner Abbott can tell you whether we're going to do that
Monday or later in the nonth.

COWM SSI ONER ABBOTT: We're going to it a little bit later in the
nonth. It's not going very far tine w se.

SENATOR THERRI AULT: And then nunber three should insure that the
publication of notices and formal proceedi ngs be nonitored.

CHAl RMOVAN THOMPSON: We did that. We inplenented a new interna
proceeding to nonitor notices after we got the auditor's
reconmendat i on.

SENATOR THERRI AULT: And the other thing, MS system in place or
shortly?

CHAI RMOVAN THOMPSON: I n place. It's not sonmething that you flip
the switch and it goes on. It's been inplenented gradually.
There's nore information avail able over the web. W're using it
internally to circulate docunents and get rid of the mail carts
up and down the hall. So, yes, it's always going to be a work in
progress, because as our organization changes, the system has to
change, but it's pretty nuch up and runni ng.
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SENATOR THERRI AULT: Ckay, | just wanted to touch on those, nunber
one, and to nmake sure that every commttee considers them and
when | had tal ked to Senator Stevens, Al aska Senator Ben Stevens,
when he put the bill in, was he could |ook through these
reconmendati ons, have a hearing and if they determine that the
comm tnment you had nade through regulatory process was going to
bring a good result on these, then fine. If not, the legislature
could make a policy call to give you statutory direction on these
and that was fine. So |, just as LB&A chairman, nade sure he
brought those up in his commttee and, in |looking at the Labor
and Comrerce record, they did. As chairman of LB&A, |'ve tried to
make sure that the findings of the audits are considered by the
| egislature and it appears that you ve got regulations to follow
t hrough on all of these. Thank you.

CHAI RVAN TAYLOR ETC, Ket chi kan?
CHAI RWOVAN THOWVPSON: |'s Ketchi kan public utilities?
CHAI RVAN TAYLOR: [Indisc.]

CHAl RWOVAN THOWPSON: [Indisc.] application by AP&T wireless to
offer service in Ketchikan. They have also applied for ETC
status. W told them we would need to rule first on whether they
were going to be certificated to offer service and then | ook at
the ETC question, but yes, it's the Ketchi kan application.

CHAI RVAN TAYLOR And if they are, then they becone part of this
$75 mllion pool that you will have to certify for federal pass
t hrough on essential service or universal service, | mean.

CHAl RWOVAN THOWPSON: If by '"they,'" you nmean AP&T wireless, if
they get ETC status, the answer is yes. | don't know what the
uni versal service rate is in Ketchikan, but...

CHAI RMAN TAYLOR: I'ma little curious.

SENATOR DONLEY: How are we doing on our CS?

CHAI RVAN TAYLOR W're going to find out here in a couple
m nut es, because | want to break and get out of here.

SENATOR THERRI AULT: Did you get a note or anything on caucus
whether it's just holding or?

CHAI RVAN TAYLOR: Not yet.
SENATOR DONLEY: Because | think I'm at the point where | feel

that I"'mready to mark up a bill and |I had ny questions answered
about as good as | can unless | go and spend nonths and nonths. ..
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SENATOR THERRI AULT: Nan, could you...? I'd like to - | knowit's
going to be a trial wading through this, but I...

CHAl RMOVAN THOWPSON: It's not as bad as you think. It's well
witten. It is.

CHAI RVAN TAYLOR: Further questions?
CHAI RWOVAN THOVPSON:  Thank you.
CHAI RVAN TAYLOR: |' m di sappoi nted on the e-mails.

CHAl RAMOVAN THOVPSON: |'d be happy to address those if you're
interested. After the hearing that | testified in Anchorage, |
went back to the office and went through my sent nailbox and |
think that both of the attorneys were sitting there and watching
me do it. Then when the clarification cane about the trash, | was
al ready out of town and was unable to do that renotely. So, | had
sonebody do it here in Anchorage, but the testinony was that
there were e-mails about the mark up | anguage for the first bill

the one that was during regular session. | remenber those as well
and | don't know why those e-mails weren't retained by the system
in either ny trash or ny sent nmail box, because | would agree with
what Eric Yould said that we corresponded electronically on

those, but they're not in the system | guess the best answer is
that my sent mail isn't storing everything. | have no idea how it
pi cks stuff up and |I've never really bothered, to tell you the
truth, to figure out - because | don't use ny sent mail or ny
trash.

CHAI RVAN TAYLOR: They are in the system Had | known that |
didn't have them | would have had a technician retrieve them
because you are part of the - you are connected. It can be done.

CHAl RAMOVAN THOWMPSON: We're part of the DCED server and they
mai ntai n our back-ups as | understand it.

CHAI RVAN TAYLOR Right and we could have had that had | only
known t hat .

CHAI RAOVAN THOMPSON: |I'm not trying to be evasive. | don't know
how they maintain the back-ups. So, | don't really know what's
avai | abl e.

CHAI RVAN TAYLOR | do. | was anticipating it, but I didn't have
an opportunity to exercise it, because we're being forced through
this thing with lightening speed by the Governor who wants this
thi ng addressed, and the House wants it addressed, and everybody
wants to go hone. | don't have anything further. | am
di sappointed though. Any further questions? GCkay, we are
recessed. Go get ourselves a CS and get started again.

SENATE JUD COW TTEE - 136- June 25, 2002



SENATE JUD COW TTEE -137- June 25, 2002



