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ACTI ON NARRATI VE
TAPE 03-6, SIDE A

SB 47- EXTEND BOARD OF NURSI NG
SB 48- EXTEND BOARD OF M DW VES

CHAIR CON BUNDE called the Senate Labor and Commerce Standing
Commttee neeting to order at 1:30 p.m and announced SB 47 to
be up for consideration. Al nenbers were present.

M5. AWY SEITZ, staff to Senator Wagoner, sponsor of SB 47, said
the purpose of SB 47 is to extend the sunset date of the Board
of Nursing from June 30, 2003 to June 30, 2011. She expl ai ned:

The Board of Nursing was established to insure the
protection of the public's health, safety and wel fare.
The Board acconplishes this by setting a mninum of
educati on and experience an individual needs to becone
a licensed professional and also by investigating any
conpl aints against these professionals. The Division
of Legislative Audit reviewed the board and concl uded
that due to their success in carrying out these
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responsibilities, the termnation date should be
extended until the year 2011.

CHAIR BUNDE said the D vision of Legislative Budget and Audit
(LBA) nade two recommendations: to devel op procedures to notify
the Board of Pharmacy of changes in the status of prescription
authority to various nursing licensees; and to develop a self-
eval uation nonitoring check list for organizations that utilize
certified nursing aide training prograns. He asked if those
recomendati ons had been addressed.

M5. SEITZ replied that the Board is working on them now.

SENATOR FRENCH asked if those two recommendations would be the
subj ect of later |egislation.

M5. SEITZ replied that she thought so.

MR RICK URION, Director, Dvision of GQccupational Licensing,
said he supported both SB 47 extending the Board of Nursing and
SB 48, which extends the Board of M dw ves.

CHAIR BUNDE asked if the Board was nmaking progress on neeting
t he reconmmendati ons of LB&A.

M5. NANCY SANDERS, Chair, Board of Nursing, said that both
reconmendati ons were administrative procedures and were being
addressed by the board.

SENATOR SEEKINS asked if these are relatively mnor things that
coul d be taken care of adm nistratively.

M5. SANDERS replied, "Absolutely.”

SENATOR SEEKINS said that it shouldn't take a neeting of the
Board of Nursing to acconplish.

M5. SANDERS agreed that it could be taken care of in-house
fairly quickly.

M5. PAT DAVIDSON, Director of LBA, agreed that no statutory
fixes are necessary. The eight-year extension of the Board of
Nursi ng takes into account the m nor operational deficiencies.

CHAIR BUNDE said there has been an increase in applicant for

| icensure. He asked if that increase would begin to address the
nur si ng short age.
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V5. SANDERS replied that they hope so.

SENATOR SEEKINS noved to pass SB 47 from commttee wth
i ndi vi dual reconmmendations and its zero fiscal note. There were
no objections and the roll was called. SENATORS DAVIS, FRENCH
STEVENS, SEEKINS and BUNDE voted in favor therefore SB 47 was
passed from conmmittee.

CHAI R BUNDE announced SB 48 to be up for consideration.

MS. SEITZ Staff to Senator Wagoner, sponsor of SB 48, expl ained
that it extends the sunset date for the certified direct entry
m dwi ves to 2007. They have done a good job according to LB&A.

M5. KAYE KANNE, Executive Director, Juneau Famly Birth Center
said she is a Juneau mdwife and served on the Board of
Certified Direct Entry Mdw ves for eight years. She testified
that the board had done a good job of witing and inplenenting
regul ati ons and continues to keep them up to national standards.
She pointed out that Al aska certified direct entry mdw ves
delivered alnost 10 percent of Alaska babies last year. That
nunmber has grown considerably since the board's inception in
1992. In the Mat-Su Borough m dw ves delivered 25 percent of the
babi es, in Fairbanks 12 percent of the babies and in Juneau 15
percent of the babies. Nationwi de, mdw ves attend the births of
5 percent or less. She said the mdw ves have delivered the
babies with really good out cones.

SENATOR SEEKINS noved to pass SB 48 from conmttee wth
i ndi vi dual recommendations and its zero fiscal note. SENATORS
DAVI S, FRENCH, STEVENS, SEEKINS and BUNDE voted in favor,
therefore SB 48 passed from conmttee.

SB 72- EXTEND REGULATORY COWM SSI ON OF ALASKA

CHAI R BUNDE announced SB 72 to be up for consideration but that
he did not intend to pass the bill from commttee during this
heari ng.

MR, WLL ABBOIT, Conm ssioner, Regulatory Conm ssion of Al aska
(RCA), said the RCA's mi ssion statenent is:

To protect the consuner interests by insuring
affordable, reliable utility and pipeline services and
insuring that the utility and pipeline infrastructure
is adequate to support the conmunity needs.
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He was pleased that the Admi nistration had put forward a four-

year

extension for the RCA and said an extension is in the

interests of the state.

VR.

WESLEY E. CARSON, Alaska Communication Systens,

nmenbers:

I am here today to enphasize the inportance of
deferring any action to reauthorize the RCA until the
state has articul at ed a cl ear set of
t el ecommuni cations policies to guide the comm ssion.
Al t hough we've long advocated for the devel opnment of
such policies to guide the RCA, this issue is of even
nore critical inportance today. On February 20, the
Federal Communi cations Comm ssion issued its |ong
awaited rules to revise network unbundling obligations
for conpetition in the local telephone market. In
making this decision the FCC took the unprecedented
step of delegating to state conm ssions broad
regul atory discretion that had previously been thought
to be only exercised by federal authority. This
delegation wll allow the RCA to now unilaterally
determ ne whet her incunbent |ocal telephone conpanies
like ACS nmust continue to provide elenments of their
networks to conpetitive carriers at bel owcost prices.
As the FCC has failed to provide specific instructions
to the states, it's now inperative that t he
| egi sl ature act to devel op appropriate
t el econmuni cations policies to guide the RCA in its
deci si on-meki ng responsi bilities going forward.

There are many tel econmunications policy issues that
require your attention. The report to the Senate
appointees to the Task Force on operations of the RCA
submtted on January 30 by Darby Associ ates nakes sone
very relevant points including that the regulators
need to fashi on rul es desi gned to encour age
investnment, that the RCA should review the adequacy
need and rationale for |egacy regulations based on an
assunption of incunbent market power and that it is
time to explore a wide range of the less regulatory
options and find ways to substitute market forces for
regul ati on.

The RCA has currently denonstrated a propensity for
nore regulation as the neans of pronoting conpetition

SENATE L& C COWM TTEE - 6- February 25,

best

told

2003



rather than allowing nmarket forces to govern. The

Dar by Repor t quite correctly concl udes t hat
"application of old regulatory nodels based on narket
conditions that no |onger prevail does a gross

di sservice to the people of Al aska.'

As you may know, Anchorage holds the distinction of
being the nost conpetitive local telephone market in
the country. Although open to conpetition for a much
shorter period of tine, Fairbanks and Juneau are
rapidly noving in a simlar direction. In all three of
these markets, the RCA has unfairly mandated that the
conpetitor be allowed to use the ACS networks at rates
that are below our cost. The RCA has also taken an
activist role in termnating the rural exenptions that
Congress authorized to insure that the nation's
smaller nmarkets remain viable, even termnating the
rural exenption in locations as small and costly to
serve as Nenana and Seldovia. The net result of these
regulatory actions has been to conpromse the
conpany’s ability to attract and conmit capital. This
is clearly not just an ACS opinion, but rather a fact
that's becom ng broadly understood. As you are aware,
the State of Alaska contracted with Bering Point,
formerly KPMG Consul ti ng, to produce t he
Tel ecomruni cations Policy Study and Assessnent for the
State of Al aska, which was submitted to the Departnent
of Admnistration in Novenber 2002. The report
concluded that the |ocal telephone conpetition, which
forces incunbent |ocal telephone conpanies to |ease
their network to conpetitors at the |ow cost pricing,
"potentially inposes a financial burden on incunbents
and may artificially support conpetitors at the sane
tinme.'

The RCA, by neans of the interconnection terns it
i nposed on ACS, has done exactly that. A recent press
rel ease by Standard and Poors addresses the downgrade
of ACS's corporate credit rating as being, 'based on
conpetitive pressures that have materially weakened
ACS's business profile, inpaired operating perfornmance
and resulted in credit measures.'

The press release further explains, 'The rating on ACS
reflects the conpany’'s position as the |eading |ocal
exchange carrier in Al aska offset by heavy conpetition
in the local retail access line business due to |ow
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regul atory, mandated, local resale loop rates to the
conpany’s local network a narrow growth market wth
limted growth opportunities and high acquisition
capital spending related debt |evels.'

Clearly, we're not alone in our judgnent that the RCA
has inpaired ACS's ability to raise capital. The state
must assure that the RCA does not destroy the economc
viability of Alaska's |argest |ocal telephone conpany
providing the last mle connection to three out of
four of Alaska's consuners. ACS urges the Legislature
to nove cautiously in your deliberations on the RCA
extension and to properly sequence your decisions. In
addition to a general review of the RCA structures and
procedures, Alaska's policy nmakers nust carefully
review the conmmi ssion's ongoi ng rol e in t he
adm nistration of the Tel ecommunications Act of 1996

This was an inportant consideration at the beginning
of this legislative session. |It's been magnified
considerably by the FCC s decision to del egate further
authority to the states on February 20. As the RCA
goes forward to accept the broad new del egation it has
received from the FCC, it should have the benefit of
clear policy guidance that's lacking in the FCCs
rul ing.

Then once the |egislature has provided that guidance,
the second matter of reauthorizing the comm ssion can
be deci ded. On behalf of Alaska Conmunications
Syst ens, M. Chai r man, I thank you for this
opportunity to conment.

CHAI R BUNDE t hanked himfor joining the conmttee.

1: 52 p. m

SENATOR SEEKINS asked if the Darby Report is available to the
publi c.

MR. CARSON replied that it is and that he had copies for
conmi ttee nenbers.

SENATOR SEEKI NS said he al so want ed to see t he
Tel econmuni cations Policy Study and the FCC report. He asked if
ACS put a new line in his house in Anchorage and it cost $10,

whet her [ACS] would be required to lease it to their conpetitor

for

| ess than that.
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MR. CARSON replied yes and explained that in Fairbanks they have
i mbedded costs, which is an historical cost based on audited
records. For 2001, the cost was $33.51 per nonth per line. The
Tel econmuni cati ons Act suggests that ACS | ook forward at what it
woul d cost to build that sanme line today (rather than taking an
hi storical |ook). Sone of the FCC rul es have suggested that the
comm ssioners |look at an efficient hypothetical network. That
rate would be in the area of $36. The forward-I|ooking economc
rate that was established for Fairbanks by the RCA was $19.109.
So, on average, when a new subdivision goes in, it costs ACS
around $30 plus to actually build and naintain that on a nonthly
basis whereas nust lease it to the conpetitor under nandate by
the RCA at $19, which gives a cost of goods sold advantage to
the conpetitor.

SENATOR SEEKINS asked how they could go to the capital markets
and borrow noney on that nodel.

MR. CARSON said that is the problemthey are westling with. The
Darby Report strongly recommends that incentives to invest
should be a key policy of the State of Alaska. If you take away
the return on investnent, there is no incentive to continue to
i nvest.

CHAI R BUNDE asked if he thought the Tel ecomunications Act is
the problemand that the RCA is sinply applying the | aw

MR. CARSON replied that broad guidelines had been issued
relative to forward | ooking economc cost pricing (TELRIC), but
not specific to any one state. The states have discretion to
determ ne how the elenents should be priced, such as the |oca
| oop or telephone that connects a person's honme or business to
the central office.

He believes that the intent of Tel econmunications Act was to use
sone nechanisnms to open markets to conpetition initially. Once
it is opened, as in Anchorage where they have barely 50% of the
mar ket, those kinds of considerations have to be changed and it
has to be a policy driven change.

SENATOR SEEKI NS asked if ACS had presented that case to the RCA,
but still felt conpelled to persist with that regul ation.

MR. CARSON replied yes and el aborated that ACS is involved in a
proceeding to try to get new rates established for Anchorage.
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SENATOR FRENCH asked how many enpl oyees ACS has.
MR. CARSON replied 1, 150.
2:02 p.m

V5. PAT DAVI DSON said Legislative Budget and Audit recomended a
t wo-year extension given the significant statutory changes that
were put into place last year. Mst of LBA s reconmendations
were the sanme as in prior years and were operational in nature.
A twelve-nonth time frame didn't give enough tine for the agency
to take actions that were required to fix them She suggested
that the RCA conme to the legislature if they need sone
clarification.

M5. MARIE DARLIN, AARP, stated support for SB 72. She said
people in this state need to have an RCA to go to with their
utility problens. She didn't see how the RCA could get
everyt hing done by June 30. She concluded, "Doing nothing would
not be a good way to go."

MR. ERIC YOULD, Executive Director, ARECA, said he was also
speaking for Gol den  Val |l ey, Chugach Electric, Anchor age
Muni ci pal Light and Power, Honmer and Seward. He explained that
his menbers decide what issues are inportant to them so that he
can articulate those issues to the |legislature. ARECA has
different problens than the telephone utilities - nore in the
area of getting the job on tinme and cost to the general public.
Recently, the Chugach rate case took nore than two years to
conplete and cost the utilities $5 mllion. "That's nmuch too
much process, too nuch regulation, too nuch tine."

MR, YOULD said as a result of the special session |last year, his
utilities were looking to the task force that was appointed to
address sone of the problens, but that task force was never put
in place. His group tried to come up with sone statute changes
they could eventually give to the task force that would nmake the
agency nore efficient and passed Resolution 3-17, which
basically calls for a one-year sunset extension. It also calls
for a white paper that further articulates sone of their
concerns with the RCA and contains a one-page summary of things
they would like to see. The Governor saw the list and dealt with
sone of the issues admnistratively. The bottom line is that
LB&A recognizes the need for a two-year extension and the
governor is asking for four. He said ARECA is willing to work
for a four-year extension if there is a sincere effort to
recogni ze the problens of the electric utility and adopt sone of
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the changes it feels are necessary. They do not want the RCA to
go away.

MS. DANA TI NDALL, GCI, said she supports extending the RCA for a
full four years.

Since |ast year there have been two new appoi nt nents,
the legislature reaffirned the RCA for one year wth
tinelines for the proceedings that had yet to play out
to see how well they've worked. Many of those
tinmelines, by the way, were requested by ARECA GC
believes that it is now tinme to trust the RCA to deal
with the very conplex issues before it and let it get
on with business.

Tel ecom has very conplicated issues. To get an idea of
how conplicated they are, all you have to do is watch
Wal| Street and watch themtry to predict what the FCC
was going to do |ast week. Folks' stocks were rising
and falling on the predictions and nost of them were
wong. The FCC did make a decision; they did not put
out an order. | will get to that in a mnute.

At any tinme the RCA has a |arge nunber of proceedings
before it. In our industry there are specific federal
rules and regulations that the RCA is required to
follow for the pricing of netwirk elenents that
conpetitors |lease. There are also specific rules on
the availability of those network elenents. That has
not changed under the new FCC ruli ng.

What the FCC did is they divided up the market. For
the very large, high capacity broad band |ines (DSL)
there is a nationwide presunption that those I|ines
wll not have to be nmade available any |onger by the
i ncunbent | ocal tel ephone conpany to a conpetitor. The
state comm ssions have 90 days to rebut this nationa
presunption. This is not an issue as far as | know for
our state comm ssion because GCI does not |ease any
hi gh capacity lines from ACS, nor do we plan on it.
For the nost part, we have built all of our own
network except for the last |line to the hone, the
copper residential and small business |ine and soon we
will be off that and we wll be on our own cable
network. For those copper residential |ines there has
been no change and the FCC did not take up pricing of
t hose | i nes.
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For the switching elenment, the residential swtching
elenent, the FCC has said there is a nationwde
presunption that the incunbent telephone conpany nust
continue to make those avail able. These are the
guidelines M. Carson said are needed. They are there.
The FCC has said there is a presunption there and the
state commissions have nine nonths to determ ne
whet her or not that national presunption, that burden
of proof, if you will, is consistent with what they
are experiencing in their own state. It sounds very
conpl i cat ed.

GCl doesn't |lease the switching elenment from ACS. It's
not a big issue. I'm sure the RCA wll run a
proceeding. They're required to run a proceeding, but
it won't change anything about the conpetitive
| andscape in Alaska. GClI leases the last loop to the
hone for the next two to three years. After that we
will be on our own network. W are investing in
t el econmuni cati ons in Al aska, in net wor k
i nfrastructure.

M. Carson talked about the pricing of those I|ines.
The FCC hasn't taken that up in this proceeding. They
are scheduled to take it up next year. There are very
specific rules and regulations for how those lines are
to be priced. It's called total elenent Ilong run
increnental cost (TELRIC). Econom sts know that the
long run is a hypothetical network, the nost efficient
and | east cost network and that's what those lines are
required to be priced at by the FCC. There are all
ki nds of national nodels and all kinds of consultants
getting rich building nobdels to do this pricing
structure. The RCA is required to run an arbitration
to determne the inputs for those nodels and that's

all. OQher than that, they are required to price at
TELRIC. It's all very conplicated; it's a conplicated
industry. It would be difficult, | think, for the

| egislature to try to stand in the place of the RCA
and try to nmmke those decisions itself. W have to
have a state conm ssion to nake those decisions and
for the stability of the industry.

As far as where ACS' s | oop costs have resulted in the
pricing of those...

SENATE L& C COWM TTEE -12- February 25, 2003



TAPE 03-6, SIDE B
M5. TI NDALL conti nued:
The ACS is required to charge us, GC, for those

| oops, are high from a nationw de perspective. So,
al though, M. Carson was able to cite one bond rating

report, if you look state by state at the different
| oop rates, ACS prices are actually quite high. I'm
happy to answer any questions you have.... For the

stability of the industry, because these issues are so
conpl ex, because a state regulatory conmssion 1is
necessary to protect consuners, cCl respectful ly
requests the legislature to extend it four nore years.

CHAI R BUNDE asked her to explain what switching el enents are.
V5. TI NDALL expl ai ned:

The | ocal telephone network is nmuch nore conplicated
than sinply the copper line to the honme. Wen M.
Carson gives you nunbers about what ACS costs are
versus CGCl's cost, they are figuring out their total
cost for the network on a per custonmer basis and
they're sinply allocating the cost of the |oop that
GCl pays to themas GCl's cost. That's incorrect.

In order to carry a tel ephone call, there is a switch;
there is feeder cable throughout the comunity that
branches out into the networks to nodes and then from
there, there's loops that go into the home. There's
also all kinds of overhead and signing custoners up
and custoners used to pay every time they called their
nonopol y tel ephone conpany - a $5 service charge every
time they called them W pay those now to ACS in the
form of recurring charges. There are all kinds of
costs involved. The switching elenent was an inportant
cost for the FCC and what the FCC was concerned about,
because that turns out to be a big national issue.
It's not an issue in Al aska because GCI does not | ease
that elenent. W have all of our own switches and we
have all of our own feeder cable. It's fiber and we
have everything, all of our own nodes, except for the
| ast | oop to the hone. So, the FCC decision was pretty
much about that sw tching el enent.
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| don't think AT&T |eases the switching elenent. |
believe they are on resale, but they can speak to that
when it's their turn.

SENATOR SEEKINS asked if she was talking about the two new
menbers to the commssion when she nentioned two new
appoi nt nment s.

MS. TINDALL replied yes, but they supported the RCA | ast year so
the two new appointnents are not the reason they support the
comm ssion this year. She added, "GCl supports the RCA because
we believe it's doing a good job."

SENATOR SEEKI NS asked who the two appoi ntnments are.

M5. TINDALL replied Dave Harbour and Mark Johnson. There are
five comm ssioners altogether.

SENATOR FRENCH asked how nmany enpl oyees GCl has.
V5. TINDALL replied that they have about 1, 200.
MR. M KE FELI X, President, AT&T Al ascom told nenbers:

As you know, AT&T Alascom has a long history of
provi ding telecomunications services to the state of
Al aska, in fact, the | ongest history of any
i nterexchange carrier in the state today. It is from
those very roots and having wtnessed the broad
changes in technol ogy and narket shift over the years

that we would |ike to offer our perspective and
respectfully nake sonme requests for the legislature to
consi der.

It seenms to ne that both tel ecom service providers and
policy-nmakers alike have a two-fold obligation to the
constituents of this state. Those are ensuring that
basic telecom services remain affordable to everyone
in the state and providing a regulatory environnent
that fosters continued investnment in the state tel ecom
i nfrastructure, t her eby ensuring t hat advanced
services will reach to all parts of the state.

In the early days, Alascom was the only |ong distance
carrier in Alaska and as such the regul ated nonopoly.
Regul ations were put in place to ensure that Al ascom
did not msuse its nonopoly power in pricing its
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services to consuners. In 1991, when intrastate |ong
di st ance conpetition was initiated, addi ti ona
regul ati ons were developed to ensure that Al ascom did
not msuse its nonopoly power to subvert conpetition
as well. At the same tinme new entrants to the |ong
di stance market were granted broad and significant
freedons and even though the market was highly
conpetitive in 1995 when AT&T bought Al ascom for the
nost part, it bought a conpany regulated as though it

were a nonopoly. As we all know, the regulations
governing utilities with a legal nonopoly work in two
directions. They pr ot ect t he consuner from

unreasonable prices on one side of the equation and
they ensure a reasonable return for the regulated
entity on the other side. Wthout a reasonable return,
conpanies do not invest and services, therefore, do
not advance.

Many of the regulations, which restrict AT&T Al ascom
today, are vestiges of that nonopolistic environnent I
spoke of previously only in this highly conpetitive
mar ket pl ace they do not serve as an incentive for
investnment. They only serve to add cost and thereby
provide a disincentive for investnent. As far as
protection of the consuner on prices, we have al nost
20 years of enpirical evidence in the |ong distance
market in the U S. to show that conpetition serves the
consuner well. In 1984, when AT&T was first broken up,
the average discounted corporate mnute was around
$.45. Today, the average discounted corporate mnute
is under $.045. That's a whole order of nmagnitude
swing and yet, during that sane tinme period the |ong
di stance industry went from approximately $9 to $10
billion to about $90 to $110 billion in revenue. It
was deregul ation of the industry and the managenent of
conpetition that spurred investnent and in 1995 when
AT&T fell below 60 percent market share in the Lower
48, the FCC ceased regulating AT&T as the dom nant
carrier and deened the nmarket for 1long distance as
conpetitive.

And yet, here in Al aska where AT&T Al ascom now has 42
percent of the long distance business and shrinking
and our largest conpetitor, GCl, has 46 to 48 percent
of the long distance business and grow ng, AT&T
Alascom is still considered the domnant carrier
despite a four-year attenpt to get relief from this
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regul ati on at t he RCA. Thi s regul ation adds
substantially to our cost structure for tracking,
journalization and reporting. It also adds regul atory
process that our conpetitors don't have that keeps us
from being conpetitive in the marketplace. The whole
situation really begs a definition for dom nance.
Additionally, with the increased costs and inability
to conpet e effectively because of out dat ed
regul ations, our ability to attract capital and invest
in the network is severely hanstrung.

| believe that over the next 12 to 18 nonths, this
state must westle with some difficult issues of
telecom regulation. At stake is the very survival of
an infrastructure that's struggling to keep up wth
the rest of the country. In a true free market, there
is less regulation, not nore, and conpetition, not
regul ation, beconmes the force to shape the market. |
woul d ask you to carefully and thoughtfully consider
the market dynamcs at work here and the definition of
br oader mar ket I ssues such as dom nance and
conpetition. | would also ask you to carefully
consider your role in mandating an environnment that
has |less regulation, not nore, in order to create and

mai ntai n i ncentives to i nvest in t he noder n
tel ecommuni cations infrastructure that all Al askans
desire.

As you consider SB 72 reauthorizing the RCA please
know that AT&T Alascom could support |egislation,
which would extend the RCA for another 2-4 years,
however, as we stated last fall, only if the RCA is
truly commtted to bringing about regulatory reform
Status quo is not an option, if you intend to have a
heal t hy, conpetitive telecom market and infrastructure
in Alaska. W are in the process of drafting
appropriate language to assist the legislature in
defining dom nance and will be submtting it for your
consi deration shortly.

SENATOR FRENCH asked if there are other long distance
conpetitors in the state besides GCI and AT&T Al ascom

MR FELIX replied yes and that there are other smaller
i nt erexchange carrier conpetitors in rural Al aska and ACS.
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SENATOR SEEKINS said it sounded like he didn't think the RCA did
a wonderful job and didn't deserve a four-year extension.

MR, FELI X said that was right. He thought the RCA needed market
definitions as guidelines to enact policy.

SENATOR FRENCH asked if it is true that the FCC is going to
defer to the states on nore issues and that dom nance was one of
t hem

MR. FELI X replied that dom nance was addressed in the 1990s and
he t hought the process they used should be revisited.

SENATOR STEVENS asked what the inplications were for Alaska if
t he disincentive for investnent continued.

MR, FELIX replied that the capital budget within AT&T 5 to 6
years ago was $12 billion per year and that has been cut to $3
billion. Separate subsidiaries within AT&T now contend with each
other for those capital dollars. If he can't show how to earn a
return on the dollars, they go el sewhere within the AT&T network
where they can own sufficient return.

SENATOR STEVENS asked him to explain what was included in
capital investnent.

MR. FELI X el aborated that when AT&T bought this network in 1995,
it was not young. A new satellite was built in 2000 for $160
mllion and that did not include an aging ground station
network, which will require substantial capital investnent over
the next few years to upgrade and to reach rural Al aska.

CHAIR BUNDE asked M. Abbott to address the concern of
timeliness.

MR. ABBOIT responded that had been a problemin the past and the
RCA has nmde considerable effort to speed up the whole process.
At the sane tine, the RCA is trying to beat down its infanous
backl og. When the current conm ssion began, it had over 800
dockets waiting for them They are now down to 203 and that's
probably as low as they are going to get. The case that M.
Youl d brought up is not as sinple as sone people would like to
make it. A lot of parties wanted to take longer, but he is
sensitive to providing due process to all the parties that are
interested. The RCA deals with many things on a nmuch nore rapid
basis, but they need to work on how to do the process of
di scovery now t hat they are caught up.
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CHAI R BUNDE said he understood and asked if there is anything
the legislature could do to help expedite the process and reduce
t he backl og.

MR. ABBOIT replied that he would like to wait to see how the
rules they inplenented | ast year work.

CHAIR BUNDE asked what the RCA does to deal wth outdated
regul ati ons.

MR. ABBOTT replied that the RCA has two ways of dealing wth
them First, if a comm ssioner sees things that need to change,
the commission can start a process. Second, soneone from the
public can ask for changes to the comm ssion's regulations. It's
a public process and the RCA could probably work faster wthout
it, like the legislature, but the RCA wants adequate conment
from everybody who is concerned.

CHAIR BUNDE said it appears that the RCA is applying current FCC

regul ati ons, which pleases sone telephone utilities and
di spl eases others. He asked how much flexibility the RCA has in
applying the regulations and when the new regulations wll be

put in place.

MR. ABBOIT replied that the recent vote by the FCC was very
contentious and he thought it would take them three nonths to
actually get the regulation out so the RCA could see how nuch it
i npacts Al aska. He thought the TELRIC would have the biggest
i npact. The telecomunications industry is constantly changing
and the RCA just regulates the copper wire portion of it, not
cable or wreless.

CHAI R BUNDE asked again how nmuch flexibility the RCA has now in
appl yi ng FCC regul ati ons.

MR. ABBOIT replied it has flexibility, but he couldn't give a
cl ear explanation of it.

CHAIR BUNDE said sone people feel that the RCA has chosen to
require ACS to sell its service at less than cost and he asked
himto respond to that.

MR. ABBOIT replied that the RCA does not do anything

arbitrarily. There is an arbitrator and the RCA reviews what he
says and then the decision goes to the court.

SENATE L& C COWM TTEE - 18- February 25, 2003



CHAI R BUNDE asked what the RCA's rate of success has been in the
courts.

MR. ABBOIT replied that it had one decision returned, which was
a procedural question on whether or not the RCA needed to hold a
hearing. The RCA didn't think it had the authority to step into
a contract between two willing parties and the court said it
di d.

CHAIR BUNDE asked if the [RCA rulings on] rate issues have been
uphel d by the courts in general.

MR. ABBOTT replied yes.

SENATOR DAVI S asked if the dom nant carrier issue is before him
and how long it would take to address.

MR. ABBOIT replied that issue is not in front of the comm ssion
now, although it was in the past.

SENATOR DAVIS said M. Felix's testinony made it sound |i ke AT&T
is waiting for the RCA to rule on that issue and he even had
| anguage to suggest.

MR. ABBOTT replied that he hadn't seen any suggested | anguage.

SENATOR DAVI S asked if that issue was before them would it take
a long time to address since the RCA's backlog is so | ow now.

MR. ABBOIT replied that it wuld go right out for coment and
take 3 to 8 nonths.

SENATOR SEEKI NS asked what baseball arbitration is.

MR. ABBOTT explained that if both parties can't agree on an
i ssue, they sit down and sinply give it their last best pitch so
to speak and the arbitrator will pick the one that best neets
the regul ation or guidelines.

SENATOR SEEKINS asked if it's correct that they have changed
t hat process.

MR. ABBOIT replied that they aren't using it right now, but it's
generally a lot nore expeditious to use it.
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SENATOR SEEKINS asked if there would be any difference in the
functioning of the RCA if the Senate granted it a two or a four-
year extension.

MR. ABBOIT replied that it wouldn't inpact the way the RCA does
busi ness, but he thought for the stability of the organization
the four-year extension would be better.

SENATOR SEEKINS asked if he thought the |egislature should adopt
a wait and see attitude before it goes for the long term |I|ike
they are with sonme of their issues.

MR. ABBOIT replied the |egislature needs to keep pressure on the
RCA.

SENATOR FRENCH asked how the RCA's workload is conpared to the
wor kl oad of other public utility conm ssions in conparably sized
st ates.

MR. ABBOTT replied that he couldn't give a good estimte on
that, but he offered to do some research

SENATOR FRENCH replied that he would appreciate a base |ine
conpari son

CHAI R BUNDE t hanked everyone who joined them and adjourned the
neeting at 3:00 p. m
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