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Committee  con si d e re d  CSHB 5 (L&C)

d e c l a r i n g  that, t el e co m mu ni ca tions se rvice utilit ie s affect the 
p ub l ic  interest; and  d i re ct ing that r e g u l a t i o n  of te l ec om m un i ca t io ns  
service ut il ities m a i n t a i n  and furt h er  u n i v e r s a l  b asic t e l e c o m m u n i c a­
tions service.

and recommended:
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( J atta ch ed  amendment(s) and 

f — do pass 

[ ] do not pass
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BY THE LABOR AN D COMM ER C E

IN TH E HOUS E CO M M I T TE E

CS FOR HOUSE BILL NO. 5 (L&C)

IN THE LEGI SLAT URE OF  TH E STATE OF A L AS KA  

FIFTEENTH LE G I SL AT UR E  - FIRST SE SSION

A BILL

For an Acc entitled: "An Act de cl a r in g that t e l e co m m u n i c a t i o n s

service u t ilities affe ct the public 

interest; and di recting that re gulation of 

te le co m m un ic a ti on s service utilit ie s m a i n ­

t a i n  and further universal basic t e l e c o m ­

m u n i c a t i o n s  service."

BE IT ENAC TE D BY THE LE G I S L AT UR E OF TH E STATE OF  ALASKA:

* S e c t i o n  1. AS 42.05 is am ende d by adding a new se ction to 

r e a d :

S e c . 42.05.145. T E L E C O M M U N I C A T I O N S  R E GU LA TI O N POLICY. 

A u tility that provides in state (local exchan ge or inter­

exchange] t e l e c o mm un ic a ti on s service (in the state] af fe cts 

the public interest. Re g u l a t i o n  of these ut il it ie s shall, 

c o n s i s t e n t  with this ch apte r, seek to m a i n t a i n  and further 

the efficiency, av ai lability, and affor d ab il it y of universal 

basic te le co mm un ica ti on s se rv ic e and shall en su re that 

c u s t o m e r s  enjoy where p o s s i b l e  a choice of te le co m m un ic a ti on 

s u ppliers and s e r v i c e s .
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Representative H. A. “ Red” Boucher

TO: M E M B E R S  O F  S E N A T E  S T A T E  A F F A I R S  C O M M I T T E E

FROM: H . A . " R E D "  BOUCHER^

S U B J E C T :  C S H B  5 (L&C) " U n i v e r s a l  S e r v i c e "

DATE: A P R I L  27, 1987

I N T E N T
T h e  i n t e n t  of  t h e  b i l l  is t o  p u t  t h e  s t a t e  o n  r e c o r d  in s u p p o r t  
of  " u n i v e r s a l  s e r v i c e "  (i.e., b a s i c  t e l e p h o n e  s e r v i c e  t h a t  is 
a v a i l a b l e  to  a l l  A l a s k a n s  at a f f o r d a b l e  r a t e s ) .

T h e  b i l l  d o e s  n o t  i n t e n d  t o  m a k e  a s t a t e m e n t  a b o u t  p r e f e r e n t i a l  
t e l e p h o n e  m a r k e t  s t r u c t u r e s  (i.e., c o m p e t i t i o n  vs. m o n o p o l y ) .
T h e  m a r k e t  s t r u c t u r e  i s s u e  is b e i n g  d e c i d e d  at t h e  f e d e r a l  l e v e l  
w i t h i n  t h e  c o n t e x t  of t h e  S t a t e / F e d e r a l  J o i n t  Board.

T H E  I S S U E
T h e  d e r e g u l a t i o n  of l o n g  d i s t a n c e  t e l e p h o n e  u t i l i t i e s  (AT&T) in 
1984 a n d  t h e  r e s u l t i n g  r i s e  in p r i v a t e  s e c t o r  c o m p e t i t i o n  in t h e  
t e l e p h o n e  a n d  t e l e c o m m u n i c a t i o n s  i n d u s t r y  h a s  a l r e a d y  a f f e c t e d  
b a s i c  t e l e p h o n e  r a t e s  a n d  t h e  m a r k e t  s t r u c t u r e  in A l a s k a .  
T e l e p h o n e  r a t e s  h a v e  d e c r e a s e d  f o r  s o m e  s e r v i c e s  (long d i s t a n c e  
calls) b u t  i n c r e a s e d  for o t h e r s  ( s u b s c r i b e r  l i n e  c h a r g e s ) .

C o n t i n u i n g  t e c h n o l o g i c a l  a d v a n c e s  a n d  m a r k e t  r e s t r u c t u r i n g  a r e  
l i k e l y  t o  c o n t i n u e  h a v i n g  e f f e c t s  o n  t h e  a f f o r d a b i l i t y  a n d  
a v a i l a b i l i t y  o f  b a s i c  t e l e p h o n e  s e r v i c e .

P O L I C Y  G U I D E L I N E S  P R O P O S E D  BY H B  5
T h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n  (Ar UC) h a s  t h e  
r e s p o n s i b i l i t y  (AS 42.05) f o r  r e g u l a t i n g  t e l e p h o n e  u t i l i t i e s  
w i t h i n  t h e  state. C S H B  5 d i r e c t s  t h e  A P U C  t o  c o n s i d e r  p u b l i c  
a c c e s s  t o  a f f o r d a b l e  t e l e p h o n e  s e r v i c e  w h e n  r e g u l a t i n g  t e l e p h o n e  
u t i l i t i e s  w i t h i n  t h e  state.

D E F I N I T I O N S

" l o c a l  e x c h a n g e "  m e a n s  t e l e p h o n e  s e r v i c e  w i t h i n  a c o m m u n i t y ,  

" i n t e r e x c h a n g e "  m e a n s  t e l e p h o n e  s e r v i c e  b e t w e e n  c o m m u n i t i e s .
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After divestiture

Breaking up isf

PfXJtO COurtMV O' NVNex
The preservation o f universal tele­
phone service remains central to trie 
competition vs regulation argument 
that oommates the telecommunica­
tions agenda today. At greatest risk in 
a totally unregulated market is the rural user.

by MIchal smith

t  w as a  legendary  love-hate r e la ­
tionship .

The A m erican consum er’s p as­
sion for the  telephone m ade it a  fix­
tu re  in  v irtua lly  every home. W hile 
we happ ily  le t o u r fin gers do th e  
w alk ing , we never le t The Tele­phone Company off easily. W h en ­
ever serv ice w as p ior, i t  den ied  us 
access to a n  e ssen tia l life line  or 
sim ply  fru s tra te d  o u r efforts to  do 
w h a t we m ost w an ted  to do — ta lk  
to a n o th e r h u m an  being. I t  seem ed 
a n  unforgivable  tra n sg ress io n .

O n J a n u a ry  1, 1984, th e  te le ­
phone com pany we knew  a n d  loved 
— and  som etim es h a te d  — ceased 
to  exist. W ith  i t  w en t th a t  com for­
ta b le  know ledge o f w ho w as th e  
source a n d  th e  so lu tion  to a ll o u r 
te lep hon e  problem s.

In  th e  w ake of th e  Bell System  
b reaku p , consum ers found th e m ­
selves in  an  often bew ildering  
m arketplace, confused by choices of 
eq u ip m en t and  services. T hey had  
to  se lect serv ice con trac ts , buy  or 
lease  te lephones, so rt th ro u g h  
dozens of prom otional g im m icks to 
find  a long d is tan ce  provider, a n d  
a d ju s t to  cryp tic  new  b illin g  p ro ­
cedures.

T h is  in tense ly  com petitive  e n ­
v ironm ent cam e to life w ith  AT&T's 
fu lfillm en t of a  J a n u a ry  1982 con­
se n t agreem en t it reached w ith  th e  
federal governm ent. T h e  a g re e ­
m en t se ttled  an  eight-year-old a n t i ­
t ru s t  su it  a g a in s t AT&T and  re ­
qu ired  th e  then-m onopoly 10 divest 
its e lf  of its  local o p e ra tin g  com ­
p an ies  w ith in  two years.

As a  re su lt of th e  b re a k u p  of th e  
B ell System , local a n d  long d is ­
tan ce  serv ices becam e sep ara te . 
U n til th a t  tim e, AT&T had  in fla ted  
long d istance  ra te s  in  o rder to su b ­
sidize th e  costly m a in te n a n ce  of 
local services. T he federal govern­
m en t carefu lly  reg u lo ted  AT&T’s 
ra te  of re tu rn , b u t by th e  mid- 
1970s com petito rs beg an  e n te r in g  
th e  long d is tan ce  m a rk e t. T he

p ressu re  to  lower ra te s  m ounted . 
AT&T a tte m p te d  to  hold th e  com ­
p e titio n  a t  bay  by f ru s tra tin g  its  
access to  cus to m ers v ia  th e  AT&T- 
owned local com panies. The Ju stice  
D e p artm e n t a n d  th e  new com peti­
to rs  answ ered  w ith  a  se rie s  of a n ­
t i t r u s t  su its  th a t  even tua lly  forced 
AT&T to  d ivest.

Issues remain the same

T h ree  y ea rs  post d iv estitu re , th e  
sam e issu es th a t  loomed over th e  
b rea k u p  co n tin u e  to  do m inate  th e  
public  policy ag e n d a  for te lecom ­
m un ica tio ns. A t th e  core of th ese  
issues is th e  p e rs is te n t questio n  of 
w h e th e r “ un iversa l” telephone ser­
vice. serv ice t h a t  is affordable  and  
accessib le  to  a ll, can  and  w ill re ­
m ain  a n  A m er a  reality .

T hough  long d is tan ce  r a te s  have 
declined  since d iv estitu re , con­
sum ers a re  pay ing  a n  e stim a ted  20 
p ercen t m ore overall for te lephone  
serv ice  a n d  40  p ercen t m ore for 
local ra te s  alone, according  to th e  
C on sum er F edera tion  of A m erica .

“Affordable service is going down 
th e  tubes,” says G ene K im m elm an, 
leg isla tiv e  d irec to r for . th e  C on­
su m e r F e d e ra tio n  of A m erica . 
“. . . people a re  pay in g  m ore and  
g e ttin g  less for th e ir  phone-service 
dollar.”

T he m ovem ent tow ard cost-based 
ra te s  w hich  reflec t th e  a c tu a l cost 
of serv ice w ill in  a ll likelihood con­
tin u e  to push  local ra te s  u p w ard . 
C onsu m er advocates a rg u e  th a t  
r is in g  ra te s  for a  sim ple  te leph one  
hookup th re a te n  un iversa l service, 
b u t p rop onen ts  of d ereg u la tio n  
view  th e  g rad u a l price a d ju stm en t 
a s  a  n ecessary  move. In  th e  p as t 
th e  in freq u en t te lephone  u se r su b ­
sidized th e  loquacious, pay ing  th e  
sam e ra te  reg a rd le ss  of how m uch 
he  o r sh e  used  th e  telephone. 
S im ila rly , in fla ted  long d is tan ce  
ra te s  financed  local opera tions, 
p lacing  th e  bu rden  of cost on those
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hard to do
who m ade th e  m ost use o f th e  sy s­
tem . T h is a rtific ia l ra te  s tru c tu re  
d istanced  consum er costs from  th e  
a c tu a l cost o f p rov id ing  a  serv ice.

Also c o n tr ib u tin g  to  th e  u pw ard  
push on local ra te s  is a  force th a t  
m any have predicted w ill prove the  
dem ise of u n iv e rsa l service: by­
pass. Bypass refers to the  abandon­
m en t of th e  te lep h o n e  n e tw o rk  by 
big u se rs  w ho c re a te  th e i r  own 
closed com m unications system s. 
Typically, few er th a n  10 percen t of 
a  local te lephone  com pany’s u se rs  
account for betw een  50 a n d  80 p e r­
cen t of its  revenues. As la rg e  cor­
porate and  governm ent users leave 
th e  e x is te n t netw ork , o p era tin g  
revenues for local com panies go 
w ith  them . L eft beh ind  to m a in ­
ta in  a  costly te leco m m unica tion s 
in fra s tru c tu re  a re  re s id e n tia l and  
sm all b u siness u se rs , for whom  
costs could soar.

A nd som e consum er advocates 
p red ic t th a t  local te lep hon e  com ­
pan ies, w hich con tinue  to r e ta in  a  
monopoly over local serv ice, w ill 
ev e n tu a lly  e n te r  m ore lu c ra tiv e  
m a rk e ts  a n d  finance  th e se  ven ­
tu re s  th ro u g h  h ig h e r  local ra te s , a  
move th a t  only s ta te  public service 
com m issions w ill be in  a  position  
to block. The v as t m ajority  of re s i­
den tia l a n d  sm all b usiness cus­
tom ers hav e  no a lte rn a tiv e  to  th e  
local opera ting  com pany, generally  
the  sole source of basic  te lepho ne  
sendee . A nd, in  N e b rask a , even  
th e  pub lic  se rv ice  com m ission  
check on local ra te s  h as  been  a f­
forded a "bypass” option a s  long as 
ra te  increases do not exceed 10 per­
cen t a  y ea r.

T hough  th e  seven  independ en t 
telephone o p era tin g  com punics do 
not have access to som e p o te n tia l­
ly luc ra tive  m a rk e ts  a t  p resen t, 
th a t  w ill like ly  change. A consen t 
decree provision th a t  bu rs them  
from m a n u fac tu rin g  equ ip m en t or 
en te r in g  th e  long d istunce  m a rk e t 
m ay soon be lifted  p e r F e b ru a ry 's  
Ju s tice  D ep artm en t recom m enda­
tion to  th a t  effect. T h a t w ill open 
a p a th  to  new m u rk e ts  th a t  con­
su m er advocates fea r w ill be fi­

nanced on th e  backs of pow erless 
local ra tep ay ers .

C ritics of u n re g u la te d  telecom ­
m u n ic a tio n s  c o m p e tit io n  a lso  
a rg u e  th a t  th e  rev o lu tio n ary  a d ­
vances in  com m unications tech ­
nology th a t  w ere th e  prom ised  
ben efits  of com petition  h av e  lit tle  
chance of ever reach ing  sm all tow n 
A m erica. As w ith  a ir lin e  d ereg u la ­
tio n , serv ice is like ly  to  become 
con cen tra ted  in la rg e  u rb an  a re a s  
w here  th e  ra te  of re tu rn  ju s tif ie s  
in v e s tm e n t in  advanced  telecom ­
m u n ica tio n s offerings. F or th e  
ru ra l  u ser, p ric ing  w hich  reflec ts 
rea l costs could re n d e r even  th e  
m ost basic phone service a lu x u ry  
item .

F o r low-income fam ilies, th e  in ­
creased costs of basic telephone se r­
vice a lready  rep resen t a  deeper cu t 
in  fam ily  incom e, b u t th a t  cu t h as  
no t resu lted  in a  significant decline 
in  telephone use, according to U.S. 
C ensus B u reau  d a ta . T he p e rcen t­
age  of fam ilies w ith  a  te lepho ne  
h as  a c tu a lly  increased  since d i­
v es titu re , from  91.4 p e rcen t in  
N ovem ber 1983 to 91.9 p e rcen t in  
N ovem ber 1985. H ouseholds w ith  
incom es below §5,000 experienced 
th e  g r ja te s t  increase  in  te lephone 
service, a  developm ent th a t  m ay be 
a  reflection  of m oves by s ta te s  to 
p ro tect low-income u se rs  th ro u g h  
life line leg isla tion . L ifeline  ra te s  
provide basic  te lephone  serv ice to 
th e  elderly and  indigent fam ilies a t  
a n  a bb rev ia ted  m onth ly  cost.

Proponents of com plete or p artia l 
d ereg u la tio n  a rg u e  th a t  gov ern ­
m e n t in te rv e n tio n  s ta n d s  in th e  
p a th  of p rogress, th a t  free to  e x ­
p lore, c rea te , and  m a rk e t a t  w ill, 
th e  in d u s try  w ill rap id ly  advance 
A m e ric a ’s te le c o m m u n ic a tio n s  
cap ab ilitie s . U nder a  free m a rk e t, 
they  believe consum ers w ill u lt i­
m ate ly  benefit from  a  m yriad  of 
choices. A nd g iven th e  freedom  to 
c rea te  consum er a lte rn a tiv e s , p ro ­
po nen ts  believe com petition  w ill 
u ltim a te ly  force prices dow nw ard.

B ecause of the  grow ing in te rcon ­
nectedness of te lecom m unica tions 
an d  com puter technology, o b s ta ­

cles to rap id  advan cem en t a re  also 
w idely view ed as obstacles to  
A m erican  dom inance in  th e  In for­
m a tio n  Age.

The regulatory dilemma

S ta te  po licym akers a re  faced 
witTT ihe  challenge of s tr ik in g  a  dif­
ficu lt balance  betw een  enco u rag ­
ing  technolog ical a d v a n ce m e n t 
and  p ro tec tin g  th e  consum er.

To th a t  end  such groups a s  th e  
M idw estern  L eg is la tiv e  C onfer­
ence U tility  R egulation  T ask  Force 
a re  exp lo ring  reg u la to ry  avenu es 
open to s ta te  leaders in  ach iev ing  
th is  balance.

In  M issouri, Gov. Jo h n  A shcroft 
sp earh ead ed  a  ta sk  force on te le ­
com m unica tions th a t  h as  y ielded  
p roposed le g is la tio n  a im ed  a t  
g ra n tin g  g re a te r  reg u la to ry  flex i­
b ility  to  com m issions a n d  p ro tec t­
ing  u n iv e rsa l service. T he d ra ft 
legislation is based upon testim ony 
fro m  in d u s t r y  a n d  c o n s u m e r  
spokespersons. It suggests d is tin c ­
tions betw een those m ark e ts  w hich 
a re  m onopolized by sin g le  p ro ­
v ide rs , tho se  th a t  a re  openly  com ­
p e titiv e , and  those  in  tra n s itio n .

F rom  th is  com plex new  telecom ­
m u n ica tio n s  in d u s try  a n d  th e  

* reg u la to ry  m aze th a t  su rroun ds it, 
s ta te s  w an t to em erge  a s  v iab le  
co m p etito rs  for h igh -tech  job s 
w hile p reserv in g  basic phone s e r ­
vice for th e ir  c itizens. A t th e  sam e 
tim e, th e y  m u st en h an ce  th e  effi­
ciency o f th e ir  own v a s t telecom ­
m un ica tion s netw orks, often th e  
la rg es t in a  s ta te .

T he final question  from  r a te ­
p ay ers  and  tax p ay e rs  is like lv  to 
re m a in , "H ow  m u c h ? "  S ta te  
leaders a re  cha llenged  to find th e  
larger, long-term  answ ers th rough  
sav ings w ith in  th e ir  own netw orks 
a n d  economic opportunity  th ro u g h ­
out th e ir  s ta te s . B ut, in th e  sh o r t­
te rm , th e  cons titu en t/co n sum er 
who w a n ts  n o th in g  m ore th a n  a f­
fordable, accessible te lephone s e r ­
vice is likelv  to  rem ain  a  top ori- 
o n tv  for law m akers.

The Council of State Governments 5
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The Alaska Public Utilities Commission supports this bill. The 
Commission believes that this bill is compatible with 

•M1 established goals of the Commission. The Commission further 

believes that the same concept could and possibly should apply 

, . to all other utilities that provide essential services

There is no fiscal impact associated with this bill.

J. A n t h o n y  ijmith, Commissioner
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