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Proposed by ARECA
February 2, 1989

AS 42.05 .720(3) Definitions, "Public" 1is amended to read:

3)

[(B)]

Comment:

"public"™ or "general public" means

(A) any group of 10 or more <customers that purchase
the service or commodity furnished by a public
utility as defined in (4) of this section and that
is located or purchases the product or service
outside the certified service area of a public
utilityl [AND]

(B) any person, association or corporation that pur—
chases a utility service or product and that is
located or purchases the product or service within
the certificated service area of a public utility;"
end

©) any utility purchasing the product or service or
paying for the transmission of =electric energy,
natural or manufactured gas, or petroleum products
which are re-sold to an 1individual or [A] group
included in (A) or (B) of this paragraph or which
are used to produce the service or commodity sold
to the public by the utility;

This amendment adds a third way to qualify as "public”
under AS 42.05. The "Public" would be (1) ten or more
customers outside a certificated service area, (2) one
customer within the certificated service area of a
utility, and (3) a utility buying a product or service
for resale. This amendment was drafted 1in this way to
continue to permit utility type sales, without
regulation, to fewer than 10 customers outside of an
area certificated to a utility while treating any such
sale within a certificated territory as a utility
transaction. This amendment would give the commission
the authority to protect the financial health of
Alaska®s wutilities from being undermined by other
entities who can "cherry pick™ the best customers with
no responsibility to serve the less desirable custom—
ers .
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March 10, 1989

The Honorable Dick Eliason
Alaska State Senate

P. 0. Box V (M.S. 3100)
Juneau, AK 99811

Dear Senator Eliason:

Re: State of Alaska Telecommunications Intent Language
Report

Please file these comments with the March 1, 1989 State of
Alaska Telecommunications Intent Language Report. Due to the
State"s 1inability to meet its initial January 9 deadline, we
did not receive a copy of the complete Preliminary Report
until February 6, the day we began a complex rate design
hearing before the Alaska Public Utilities Commission.
Because of this we were unable to meet the Commissioner of
Administration®s February 17 deadline for comments.

We hope you take the time to read our comments carefully. As
the State"s 1long distance carrier of last resort, and the
only one certificated to carry intrastate telecommunications,
we are in a unique position to analyze this document. We are
concerned that there are major problems, not only with what
was 1included 1in the Report, but also with what was not
included.

IfT you have specific questions with any issues we have
raised, please call.

Sincerely,
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March 10, 1989

Commissioner John Andrews
Department of Administration
P.0. Box C

Juneau, AK 99811

Dear Commissioner Andrews:

Thank you for the opportunity to respond to your
Telecommunications Intent Language - Preliminary
Report, 2/1/89 Draft. It is unfortunate, but the
delays you encountered 1in preparing the report caused
it to be received in my office on February 6, the day
we began a two-week hearing before the APUC on
Alascomls 1intrastate rate design. We were, thus,
unable to meet your comment deadline. We do, however,
have serious concerns about the report.

We hope you review our comments carefully. They are
meant to be constructive criticism and we stand ready
to work with you and the rest of our industry in
providing the best communications services available to
the State of Alaska.

Sincerely,



March 7, 1989

ALASCOM, INC. RESPONSE TO
TELECOMMUNICATIONS INTENT LANGUAGE - Preliminary Report
February 1, 1989 DRAFT

For clarity we will divide our comments 1into three sections: the
responsiveness of the report to the intent language; philosoph—
ical and legal <considerations; and specific <concerns and
objections.

Responsiveness To The Intent Language

After reviewing the State ™ Report it is our opinion that the
State failed to meet the intent of the Legislature as expressed
in the Division of Telecommunication®s FY89 budget. Alasconm,
along with many other members of Alaska®s telecommunications
community, has tried hard over this past year to work with the
State on telecommunications 1issues. Many of our concerns are the
same as the Legislature®s, and we still see no answers.

The Report alludes to a Legislative Audit that 1is currently
addressing the 1impacts on telephone companies and ratepayers, how
the network®"™s costs are and/or should be accounted for, and what

the basis for voice traffic charges should be. That information
should have been the meat of this Report - and it appears
irresponsible to try to issue this Report without 1it. It is also
interesting that the Legislature had to call for an audit such as
this. It would seem that if the Department of Administration

felt unable to resolve these questions themselves, they would
have called for an Internal Audit review.

These are basic 1issues. The voice traffic charges 1issue, in
particular, raises a grave concern on our part, as the center —
piece of the State®"s defense of the development of their own
network has been that the State-owned network saves the citizens
of this state substantial money ($1 million per year). our
assertion is that this has not been proven, and, based on years
of experience in the telecommunications business in Alaska, we do
not think the State is saving money.

Alascom 1is a taxpayer 1in this state. We are a major employer.
We have been a good corporate citizen 1in this state for many
years. We have been 1in the telecommunications business “~n this
state for many years. Our goal is not to have the State budget
increased, as the authors of the Report falsely maintain. We
feel that the bypass the State 1is involved in meets their own
definition of "uneconomic bypass"™ in footnote 6. We truly expect

that the State could save money by wusing the public network.
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Philosophical And Legal Considerations

The Report is further flawed by a basic misconception related to
procurement of telecommunications services: it assumes the
Division of Telecommunications has full authority to purchase
telecommunications systems and facilities and to operate these
State-owned systems and facilities even when the telecommunica—
tions services required could successfully be provided by private
enterprise or certified or franchised utilities. This miscon—
ception ignores the intent language of Executive Order 50 and the
statutory mandate of AS 44.21.310(a)(6) against government
ownership and 1in favor of private ownership and control of
telecommunications facilities in Alaska.

The Department of Administration derives 1its powers related to
telecommunications services from Executive Order 50, which was
codified as AS 44.21.305 - AS 44.21.330. The language could not
be more clear:

I find that 1in the 1interest of minimizing the size and
influence of government, private ownership and control of
telecommunications facilities should be facilitated and

enhanced, ... (emphasis added). (Executive Order 50)
and
Sec. 44.21.310. Telecommunications powers and duties, ()

In accordance with the state 1information systems plan
adopted by the Telecommunications |Information Council and
with the departmental information systems plan, the department

shall ...

(6) whenever feasible, procure services from private enter —
prise or certified and franchised utilities and contract for
the construction, management, operation, and maintenance of
telecommunications systems, and develop a procurement policy
consistent with AS 36.30 (State Procurement Code); ...
(emphasis added).

AS 44.21.310 is divided into two parts: Section (a) contains
mandatory powers and duties of the Department identified by the
verb "shall"™, and Section (b) contains permissive ones identified
by the verb "may™. Under standard 1legal 1interpretation, the
private enterprise provision (together with the accompanying
feasibility language) is clearly mandatory on the Department.
The Department does not have the power to selectively follow or
not follow the mandatory requirements set out in Section (a).
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Confusion regarding the mandatory nature of the provision
requiring procurement from "private enterprise or certified or
franchised utilities” arises from two serious 1inadequacies 1in the

Report. First, the Report does not address in any way this
"private enterprise”™ requirement; second/ the words "whenever
feasible™ which modify this private enterprise procurement

mandate are disassociated from the procurement mandate and
instead are discussed as if they modify the second portion of
subsection 310(a)(6), namely, the portion following the semicolon
further down 1in the subsection.

Blackfs Law Dictionary/ the definitive dictionary for attorneys,
defines "feasible™ as follows;

"Feasible - capable of being done or executed or affected."

Also means: "Capable of being successfully done or
accomplished.™

According to the most liberal statement of this definition, then,
given the mandatory language of the private enterprise provision,
the Department MUST procure telecommunications services from
private enterprise or certified and franchised utilities whenever
such services are capable of being successfully provided by
private enterprise or certified or franchised utilities.

The Department has misconstrued and misapplied the feasibility
phrase so it falsely appears the Department 1is on point when it
proceeds with a lengthy discussion of how “the feasibility of
various procurement and operation methods will be determined."
Even though the Report seems to tie all this together in a way
which seems to be consistent, this discussion 1is totally off
point as to how feasibility relates to the procurement of tele—
communications services.

It may well be appropriate for the Department to weigh "the
relative costs and benefits of different methods and sources of
service and equipment” and even to evaluate their feasibility in
efforts to carry out the requirements of the second portion of AS
44.21.310 (a) (6) - the portion following the semicolon.
Acknowledging this, however, 1in no way reduces the Department”s
obligation to abide by the private enterprise mandate 1in the
first portion of 310(a) (6).

It is a pretense that the feasibility phrase can be separated
from the private enterprise mandate and can be redefined or
"determined" in terms of a "laundry list"” of variables related in
a variety of ways to various public policies and practical
concerns which have nothing whatsoever to do with the feasibility
of procurement of telecommunications services from private
enterprise, and that the variables which are determined to be
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"feasible": will then "determine”™ whether private enterprise
procurement is "feasible." (See the list of "variables™ set out
in the end of page 4 of the Report.) Superficially, the dis—
cussion may sound credible; however, on closer inspection what 1is
really being said 1is that the cost/benefit analysis of these
"variables"” will give the Department the flexibility they need to
go ahead and expand their government-owned enterprise whenever
and wherever they please.

Some of the factors 1in the "laundry list"™ might be appropriate
concerns in the configuration of the network, but portraying this
"laundry 1list" of "variables" as determinative of the feasibility
requirement which 1is to be applied to private enterprise procure—
ment is an untenable misrepresentation.

This Report reflects a complete reversal of the established

public policy as set out in State statutes. This Report, taken
as a whole, reflects a bias against the statutory requirements
that the State, whenever feasible, 1is to procure telecommunica—
tions services from private enterprise or certified and
franchised utilities. This bias permeates the entire document,

affecting the premises on which the entire Report is based.

Not only should the Department of Administration live up to the
statutory mandates already on the books related to procurement of
telecommunications services from private enterprise and certified
and franchised utilities, but there should be a "burden of proof"”
laid on the Department to show that a particular procurement was
not "feasible™ (i.e., was not capable of being successfully done
or accomplished by private enterprise) before they are authorized
to build or expand the State-owned system and to provide State
services on State-owned facilities. This "burden of proof"
should be clearly spelled out in any final Three-Year Plan.

Specific Concerns And Objections:
Voice Traffic Charges ("Toll Charges™)

When State agencies use the State-owned network, it is our
understanding that they are charged a "user fee"™ which 1is paid
back to the Division of Telecommunications through a Reimbursable
Services Agreement (RSA). (These appear in the budget as Inter —
agency Receipts.) To no avail we have tried for a year to have
the Division tell us how they determined what rates they should
charge to agencies.

Annually the Division of Telecommunications gets upwards of $4

million in General Fund monies from the State. Expansion of the
system is often accomplished through one-time capital grants fronm
the State. These apparently are accounted for separately and do

not enter the "rate base™ on which "toll charges™ are determined.



1
Teleconununications Intent Language

March 7, 1989

Meanwhile, what the State calls "Billed Charge™ 1is compared to
"Equiv. Alascom MTS Charge"™ (Table 1, pg. 23). That 1is apples
and oranges. Alascom*s rates, as those of any regulated tele—
phone company, are based on the cost of providing the service,
including capital, operating, and maintenance <costs. To more

closely approach an apple-to-apple comparison, the $4 million GF
appropriation needs to be divided by the number of message
minutes and added to the bill; any capital expenditures (or RSA"s
from other agencies for system expansion) need to be (in a pro—
rated fashion) added to the bill.

IT this were done, we do not feel the "cost savings"™ to the State
would be real, even on paper.

The Division claims that they do not need to account for their
expenditures and revenues in the same manner as do regulated

utilities. While this may technically be true, the Division has
made no effort, even in a general way, to compare their costs vs.
their revenues. There 1is a compelling argument that since the

Division is providing telecommunications services not only for
their own agencies, but also for private travel agencies and
electric utilities, they ought to be certificated by the APUC.

The State claims they save $1 million annually by using their own
system. If this 1is true, where are those cost savings reflected?
The Division of Telecommunications budget from 1987 shows the
following revenues 1in thousands:

Interagency

Total General Fund Receipts
Fyi987 5,229.8 4,312.4 917 .4
FY1988 5,374.7 4,457 .3 917 .4
FY1989 5,615.9 4,045.9 1.570.0
FY1990* 5,689.2 4,119.2 1.570.0

(From the Governor®s Division of Budget Review)
* Governor®"s budget request
No appreciable savings 1is reflected. Have agency budgets been
reduced? Generally, lowering rates stimulates traffic. Is the

State using the network more, therefore negating any savings?

If saving the State money were truly the goal, the Division
should indicate where the savings come out of the budget.
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Network Management

The Report hints that the State achieves greater flexibility and
access to new communications technology by buying its own net-—

work. In reality their use of new technology 1is limited by the
need for compatibility of the State"s existing facilities with
new succeeding technology. The 1incompatibility of data systems

historically has been a problem in communications and has been a
prime reason for leasing as opposed to owning.

The three-year long range plan (for the 1industry, three years
would be a short range plan) includes increased provisions for
network management. As the complexity of the State®s network
increases, as certain components age and the need 1increases to
integrate with newer technologies requiring interface devices,
the unit cost of providing telecommunications services 1increases.

The network management and control center will cost money - not
only the capital costs 1identified here, but also operational
costs. Where will those costs be budgeted? If, as happened 1in

the State television intent Jlanguage review a year ago, the
Division claims they can do it with existing personnel, then
perhaps they currently have excess personnel.

The Report indicates that the Division of Telecommunications 1is a

large user of 1its own system. A major portion of that use
probably is due to system administration and would not be neces—
sary if the network did not exist. All _use of this type should
not be counted when "savings" are calculated - they are really

costs of the system and not usage.

The list of projects given 1in section 3 proposes several state-
purchased 1items that could be provided by Alascom or local
er.change companies. These are: items 3 and 7, a network manage —
ment and control center; item 4, the replacement of the Juneau
switch; and 1item 13, the rebuild of the Anchorage International
Airport communications system. Some of the items listed
separately 1in the State®s proposal could be included 1in most
packages provided by telecommunications vendors at no or little
additional cost, 1if equipment were not being provided piecemeal
by the State. These 1items 1include: item 6, telephone desk set
training; and items 8 and 9, central state directory preparation.

Many of the projects listed above provide facilities and services
that are based on analog facilities or on the present per-channel
trunk signaling arrangements. In the near future, both Alasconm
and the 1local exchange carriers will be converting facilities to
digital at an increasing pace and adding common channel inter —
office signaling (CCIS) statewide. This signaling network will
enable a wide variety of new features and services to be quoted
to the State that cannot be accommodated by their existing or
proposed facilities.
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In all, the State®"s <capital plan for the next three years
approaches $6.5 million. How does this correlate to savings to
the State over what they would pay by wusing certificated
carriers? Although the State may not like to admit it, there are
costs of providing telecommunications services. If they used the
public commercial network, many of their costs and need for
General Fund monies would go away.

Public Policy Vs. Cost/Benefit To State

It is not just the “critics"” who conclude that public policy
needs to be addressed in the provision of telecommunications
services or the "supporters"” who focus on cost/benefit analysis.
Since 1981 it has been®"the law in Alaska that whenever feasible
the State should procure services from private enterprise and
that State telecommunications decisions be based on an analysis

of their impact on the users, the industry, and the public. The
State has never developed any cost/benefit analytical instrument
of which we are aware. They certainly have included no example

with this Report. The State seems to be unaware of what the true

costs of their system are, and that knowledge 1is a necessary
prerequisite to any cost/benefit analysis.

Project Evaluation

We would Ilike to see the methodology the State intends to use.
It would have been helpful to include a sample Network Project
Evaluation Form with this Report. We would like to know how they
plan to assess a project"s impact on Alaska ratepayers, since
they were unable to do so for this Report. We certainly hope
that any assessment of cost to the State includes capital costs
(regardless of who pays them), operation, maintenance, and
replacement costs (such as the recent RFP for two earth station
spares) and all associated labor costs (including the cost of
employee benefits such as medical and retirement).

The 1industry hopes the State continues 1its long range planning
activities as part of its network review. These plans should be
made available to the industry, as well as the Legislature.

Impact On Telecommunications Industry And Ratepayers

The Report seems to deny any effect on the ratepayers of Alaska
by the State®"s bypassing the public network. We think that had
the authors analyzed all the available information, they would
have reached a different conclusion.
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The opportunity cost of the traffic carried on the State network
is the unrealized retail revenues Alascom and the 1local exchange
companies would have received had the traffic been carried on the
public network. To the extent this traffic remains part of a
private system and bypasses the public network, significant
contributions to the costs of providing interexchange services
within the State of Alaska are lost. Because a major portion of
the cost of the public network 1is 1insensitive to demand (i.e.,
relatively fixed), lost revenues must be recovered from those
customers remaining on the public network. Simply stated, this
loss has direct implications in the form of higher long distance
rates and, quite possibly, higher 1local exchange rates for all
Alaskans.

Conclusion

We feel there are significant problems with the Report. It
appears questionable that a good faith attempt was made to put
together a report that addressed the Legislature™s concerns. The
State assumes that it ought to be in the telecommunications
business. We do not, and we feel that the Alaska Statutes
support our position. We feel that the State has made errors in
its limited cost/benefit analysis. There are significant General
Fund monies expended every year for the State to provide telecom—
munications services. These <costs need to be addressed and
compared to what costs the State would incur if private industry
provided the same level of service. We urge the Legislature to

hold the Division of Telecommunications accountable for the
operation and expansion of their network 1in accordance with law.
Tough questions need to be asked - and the answers carefully
analyzed.



CITY OF FAIRBANKS

0%ice of GiUT M attayeA.

i s CUSHMAN STREET
FAIRBANKS, AL ASKA 99701
907-452-1881

April 17. 1989

The Honorable Dick Eliason
Alaska State Senate

P.0. Box V

Juneau. Alaska 99811

Dear Senator Eliason:

The City of Fairbanks Public Utilities Board met Tuesday, April 11.
1989, and unanimously requested that a copy of the enclosed letter
be sent to you. This letter accurately reflects the grave concerns
that the Board has regarding the State Network and the potential
costs that might be shifted to the local Alaska ratepayers.

The Public Utilities Board feels that the Alaska telecommunications
industry has set an outstanding example 1in providing state of the

art telephone service to every resident in our vast state. This was
accomplished by the municipal and private investment of hundreds of
millions of dollars and years of work and planning. The Fairbanks

Public Utilities Board questions the duplication of the existing
network with State public funds when municipal and school funds must
be cut.

We welcome your assistance and concern on this issue.

Brian C. Phillips
City Manager

BCP:JM:pah
Enclosure

XC: Honorable Mayor Nordale
City Council Members
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Senator Dick Eliason
Alaska State Legislature
Alaska State Senate vT 7m "h
P.0O. Box V
Juneau, AK 99811

Dear Senator Eliason:

I would like to apologize for not being able to attend the Alaska
Telephone Association®s legislative reception on March 14. I was
out of state due to a family emergency.

The attached list summarizes positions anaconcerns relative to
State bypass of the publictelecommunication network. It is a
complex 1issue which 1is critical to Telephone Utilities of the
Northland and Telephone Utilities of Alaska, the Alaska telecom—
munication 1industry, and our customers.

The State Division of Telecommunication®s insistence on circumvent—

ing Executive Order No. 50 and AS 44 .21.305 - AS 44.21.330 has
resulted in the State becoming one of the largest telecommunication
entities in Alaska. It has more employees than all but five of the
22 local exchange companies 1in the State. By it"s Intent Language
and three-year plan, it intends to continue growing despite
statutory conflict, netv/ork duplication (v/hich results 1in citizens
paying twice: once as taxpayers and again as ratepayers). This

growth will cause increased State payroll, increased State expense,

the unavoidable increase of local and intrastate rates (caused by
State bypass of the existing and future network), and the undeni —
able fact that the private Alaska telecommunications industry has
the expertise and resources to provide any present and future State
of Alaska telecommunication need.

As part of its justification, the Division insists that its charges
to State network users (vs. the cost of using the private network)
indicates a savings to the State. The Division does not account
for the cost of building, operating, and maintaining the network
in developing its charges, or in its assertion that it can provide
cheaper services. IfT the State 1is going to compete with private
enterprise, there must be an apple-to-apple comparison based upon
the total cost of the State®s network.

More importantly, v/e believe that much of the Division®s past
activities have been 1in conflict with legislative intent and law.
We believe the Intent Report does not meet the legislature®s

intent, and brushes aside valid, critical concerns. We do not Tfeel
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the vreport should be accepted until public hearings and other
necessary legislative activities result in a complete analysis of
our concerns and proposed resolutions.

Thank you for your consideration. Enclosed is a briefing paper for
your convenience. Please do not hesitate to contact me :f I can
provide any additional information.

Sincerely,

TELEPHONE UTILITIES OF ALASKA
TELEPHONE UTILITIES OF THE NORTHLAND

Bernadette Murray
Vice President

Attachment



Briefing Paper
Telephone Utilities of Alaska, Inc. (TUA)
Telephone Utilities of the Northland, Inc. (TUNI)

Executive Order No. 50:

* "I find that in the interest of minimizing the size and influence ofgovernment, private
ownership and control of telecommunications facilities should be facilitated and
enhanced. ..""(emphasis added). (Executive Order No. 50)
and

* Sec. 44.21.310. 'Telecommunications powers and duties, (@) Inaccordance with

the state information systems plan adopted by the Telecommunications Informa—
tion Council and with the departmental information systems plan, the department
shall..."

"(6) whenever feasible, procure sen/ices from private enterprise or certified and
franchised utilities and contract for telecommunications systems, and develop a
procurement policy consistent with AS 36.30 (State Procurement Code): "
(emphasis added).

Despite Executive Order No. 50. the State system has grown dramatically:

* ltemploys more personnel than all but five of the largest local exchange companies
(LECs) in the state.

* The next fiscal year budget request is $5,689,200.

* The State system operates like a private telephone company in all of its practices,
except itdoes not follow the Uniform System of Accounts.

* Telephone companies assert the legislature never intenoed to construct and dupli—

cate a private network and compete with the telephone company industry.

The State has not proven its "savings" or "lower costs":

* In developing rates and bookkeeping, telephone companies are required to follow
Uniform System of Accounts (USOA). USOA tracks investment, depreciation,
operating and maintenance costs, overheads, etc., to develop true cost of
operation. The State must be required tomaintain like "books" toprove its true cost
of operation.



The State3 separate network will result in higher rates to private systenm

customers:

* Citizens will pay for Alaska communications network twice: Once for the private

network and again for the State"s network. The State opting off the private network

results in higher rates for remaining customers (local and intrastate rates).

* State ofAlaska represent a high percentage ofuse -one of the largest customers
in the State.

Division of Telecommunications is a large system user of itsown system.

* Because the Division of Telecommunication has the network they must administer

it To administer the network, they must have a network large enough to
accommodate the traffic they generate while managing the network.

There is no technology the private telecommunications industry cannot provide.

* There are hidden costs to the State in providing its own network. It must
continually update hardware/software. Technically competent employees must be
hired and trained.

* Division of Telecommunications "three-year plan indicates $3.5 million for new
private branch exchanges (PBX). Private industryprovideda much less expensive
proposal which eliminates any need for technical State employees, floorspace,
State operation and management of State-owned PBX.

* DOT"s three-year plan shows a $150,000 expenditure for a network management
center necessary tomanage network (not necessary ifdidn"t own network).
* Other costs totaling $140,000 for directory printing, information center, and training

are costs associated with network operation thatwould not be otherwise incurred.

Pending receipt of the legislative audit, acceptance of the intent language is
premature.

* ltishoped the legislative audit will determine what cost benefits, ifany, are derived
from State ownership of the network.
* TUA/TUNI believes government should follow Executive Order No. 50; facilitating

and enhancing private ownership and control of telecommunications facilities.



A PERFORMANCE REPORT ON THE
DEPARTMENT OF COMMERCE AND
FCONOMIC DEVELOPMENT
ALASKA PUBLIC UTILITIES COMMISSION

February 14, 1989

Audit Control Number

08-1354-89-R

Commissioner, Department of
Commerce and Economic Development Larry Merculieff

Deputy Commissioner, Department of
Commerce and Economic Development Jeffrey W. Bush

Members of the
Alaska Public Ut: .ities Commission

Chairperson Susan M. Knowles
Member Carolyn S. Guess
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The objectives of this audit were to examine the activities
of the Alaska Public Utilities Commission to determine if
there is a demonstrated public need for 1its continued
existence and 1if the commission has been operating in an
efficient and effective manner.

The audit was conducted in accordance with generally accept—
ed governmental performance auditing standards. Audit scope
and methodology are discussed® in the Report Objectives,

Scope, and Methodology section of this report. Audit
results may be found in the Report Conclusions, Findings and
Recommendations, and in the Analysis of Public Need sections

of this report.
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REPORT OBJECTIVES, SCOPE, AND METHODOLOGY

In accordance with the intent of Titles 24 and 44 of the
Alaska Statutes, we have examined the activities of the
Alaska Public Utilities Commission (hereinafter referred to
as APUC or the commission) to determine if there 1is a
demonstrated public need for its continued existence and if
the commission has operated in an efficient and effective
manner .

Legislative 1intent requires consideration of this report
durii.g the legislative oversight hearings to determine
whether APUC should be reestablished. The law now specifies
that the commission will terminate June 30, 1989 and have
one year from that date to conclude its affairs.

The policy and audit approach wutilized by the Division
of Legislative Audit for performance reports can best be
described as "audit by exception.”™ This methodology focuses
audit effort on areas of an auditee®"s operations that have
been 1identified by a preliminary survey as having a high
degree of probability for needing improvements.

Therefore, by design, finite audit resources are used to
identify where and how improvement can be made, and little
time is devoted to reviewing well-run operations or
programs. Consequently, this report highlights those areas
needing improvement and does not emphasize those operations
and programs that are properly functioning.

Discussion of the objectives, scope, and methodology of our
review follows.

Objectives

APUC was created to regulate public utilities so that
citizens could enjoy adequate service at the lowest reason—
able rates. The primary objective of this audit, therefore,

was to determine whether the public need for the commission
continues to exist.

The secondary objective was to review the commission®s major
functions, namely certification of utilities, tariff
actions, 1investigations, and complaint follow-up for effec—
tiveness in meeting the public need. The tertiary objective
was to evaluate these functions in particular, and the
APUC"s operations in general, for economy and efficiency of
operation.

Our analysis of public need, findings and recommendations,

and our conclusions have been summarized in the appropriate
sections of this report.
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Scope and Methodology

The primary emphasis of our audit was on the factors out—
lined in the Analysis of Public Need section of this report.

Alaska Statute 44.66.050 requires that these factors be
considered in the determination of the commission®s contin—
ued existence. To address these areas, we analyzed the need
for regulation of the various industries, reviewed pertinent
academic literature, considered the regulatory status and
trends nationwide, interviewed commissioners and staff,

reviewed APUC"s statutes and regulations, contacted the
State Ombudsman and the Equal Employment Opportunity
offices, analyzed consumer complaints against utilities

filed with the commission, and reviewed decisions made by
the commission.

The effectiveness and efficiency of the commission was
addressed through the above procedures and also by contact—
ing and requesting assistance from all certificated utili—
ties and by reviewing individual files.

Our review of decisions, complaints, tariff actions, hear—
ings, investigations, and certifications was performed
primarily on a sample of FY 88 items. These were selected
on a judgmental basis to allow us to focus on certain
activities and industries.
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ORGANIZATION AND FUNCTION

Public wutility regulation in Alaska has evolved substan—
tially since the creation of the Public Services Commission
(PSC) in 1959. That three-member body had jurisdiction over
electric power, heat, water, gas, oil or other petroleunm
products (except by pipeline), telephone or telegraph
communications, and community sewer services. In 1960 PSC
gained responsibility for transportation utilities which it
regulated until the creation of the Alaska Transportation
Commission in 1966.

PSC was replaced by a three-member Alaska Public Utilities
Commission in 1970. Regulated industries then 1included
electrical, telecommunications, water, steam, sewer, gas,
and petroleum when no competition existed. A 1973 amendment
added garbage, refuse, trash or other waste to the Ilist.
Amendments passed in 1980 provided exemptions from economic
regulation for cable television services and other utilities
with low annual gross revenues as well as establishing a
provision allowing economic deregulation by consumer vote
for certain utility groups. With abolition of the Alaska
Pipeline Commission 1in 1981, jurisdiction over pipelines
passed to APUC.

In addition to jurisdictional changes, composition of APUC
also changed. Alaska Statute 42.05.040 originally required
one member to be a law school graduate, one to be a univer—
sity graduate with a major 1in engineering, and one to be a
university graduate with a major 1in finance, accounting,

or business administration. Two additional positions were
added to the commission in 1975 for which no special quali—
fications were established. All members are appointed by

the Governor and confirmed by the Legislature for six-year
terms.

Under AS 42.05 and AS 42.06, APUC 1is <charged with the
responsibility to ensure the furnishing of adequate service
to all public utility patrons, without discrimination, and
at the lowest reasonable rates consistent with the interests
of both the public and the utility. Statutory provisions
direct the commission, after determining an applicant 1is
fit, willing, and able to provide utility service, to issue
that applicant a Certificate of Public Convenience and

Necessity. After 1issuance of this certificate the commis—
sion then regulates the rates, <classifications, rules,

regulations, practices, services, and facilities of a public

utility, unless it is exempted or deregulated. The commis—
sion has the authority to adopt regulations and to hold
formal, quasi-judicial hearings to accomplish these
purposes.
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The staff of APUC is divided 1into six major functions:
administration, engineering, communications carriers,
consumer protection, finance, and tariffs. In total, APUC
employs 40 people with an operating budget for FY 89 of
$3,884,100. A brief description of the services provided
by those functions follows:

Administration. An executive director, hired by the com-

mission, Ii Fesponsible for directing all staff functions
and acts as 9 liaison between staff and commissioners and
between the commission and legislature. He 1is responsible

for records and document management, fiscal and personnel
administration, and budget preparation and 1is assisted in
these duties by an administrative assistant, document
processing personnel, and other clerical support staff.

Engineering. This section 1is responsible for the investiga—
tion of utility procedures and practices affecting quality
of service, review of legal descriptions for service areas,

plans for plant expansion, and plant-in-service and depre—
ciation schedules. Their evaluations are presented in
proceedings before the commission.

Communications Carriers. This section was established by
1976 legislation to develop, recommend, and administer
policies and programs with respect to the regulation of
rates, services, accounting, and Tfacilities of communica—
tions common carriers within the State 1involving the use
of wire, cables, radio and space satellites.

Consumer Protection and Information. Major responsibilities
for this section Incxude 1investigation and resolution of
consumer complaints, public relations, and information
dissemination.

Finance. Activities carried out by this section include the
examination, analysis, and evaluation of financial state—
ments submitted for rate cases, audits of financial records
of utilities, examination of financial information compris—
ing historical operating year and pro forma adjustments, and
the presentation of these analyses at proceedings before the
commission.

Tariff. This section examines, analyzes, and investigates
tariff filings and presents recommendations to the commis—
sion at biweekly tariff action meetings. Administrative
functions include organizing those meetings, as well as
meeting all public notice requirements on tariff Tfilings
and maintenance of current master tariffs for all utilities.
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REPORT CONCLUSIONS

Policy Issues

This review contains policy 1issues raised as a result of
our evaluation of various commission practices. The final

policy decisions affecting those practices are not within

the scope of this review but require legislative considera—
tion. In debating these decisions the legislative oversight

committees should take into consideration the findings and

recommendations presented 1in this report to assist them in

evaluating the potential impact of any policy changes.

Report Conclusions

In our opinion, the Alaska Public Utilities Commission 1is
operating in an efficient and effective manner and should
continue to regulate public utilities and pipelines. We
believe that the public interest is being served by requir—
ing public utilities and pipelines to be certificated by

APUC. This process stabilizes demand for the utility
service by eliminating competition and thereby allowing
economies of scale to operate. Economic regulation by the

commission, 1in place of that competition, ensures that the
utilities provide adequate service at the lowest reasonable
rates.

Although this economic justification 1is valid for the
majority of utilities regulated by APUC, we evaluated their
jurisdiction for potential areas of deregulation for several
major reasons: (1) to comply with the 1intent of sunset
legislation which attributed public disenchantment with
state government to a proliferation of that government;
(2) in recognition of the fact that the cost of regulation
may exceed its benefits; (3) the increased demands being
placed on commission resources; and (4) the State"s ability
to provide those resources.

Our analyses revealed several 1industries where vregulation
could be eliminated with minimum negative public 1impact.
Our 1initial criteria was whether the service was essential
for modern living to the average Alaskan and, if so, whether
the industry operated as a natural monopoly. Although it is
uncertain whether rates under deregulation would be higher
or lower, deregulation should provide benefits such as
competitive alternatives to existing services and more
innovative services and rate designs. Additionally, ser—
vices may be provided 1in areas not previously served as a
result of eliminating the barrier to entry into the market—
place that has been erected by certification and the cost of
regulation. While refuse collection services may be consid—
ered essential by many, this 1industry 1is not a natural
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monopoly and should not be vregulated (See Recommendation
No. 1A). Radio communication carriers do not provide an
essential service and also should not be regulated (See
Recommendation No. 1IB). Cable television may be considered
essential by many and may also be a natural monopoly in the
small and medium size towns. However, the statutes have
created state sanctioned monopolies without the companion
public protection against unreasonable and discriminatory
rates and services. Further, federal Jlaw prohibits full
economic regulation. The State should cease cable certifi—
cation (See Recommendation No. 1C).

We are also convinced that small utilities should be exempt—
ed from economic regulation on the basis that the cost of
regulation likely exceeds 1its benefits to consumers. We
further recommend that the consumers of these exempted
utilities be allowed a reasonable opportunity to elect
economic regulation (See Recommendation No. 1ID).

We recommend that the utilities owned by the Municipality of
Anchorage be exempted from economic regulation. This
exemption and the companion opportunity to elect economic
regulation should be available to Anchorage as it is to all
other municipal governments in the State (See Recommendation
No. IE).

We believe that the commission®s costs should be fully
allocated to consumers, but only to those consumers of
utilities who continue to be regulated. We consider this
regulatory funding approach to be most equitable to all the.
State"s citizens. It should also encourage the elimination
of any unwarranted economic regulation when combined with
consumer regulatory elections (See Recommendation No. 2).

We recommend that APUC develop a topical reference system
for commission orders and court decisions (See Recommenda—
tion No. 3) .

A review of commissioner appointments showed that appoint—
ment terms expire on the same date for the two consumer
members. As this situation could cause a significant
disruption of commission activity, we vrecommend that the
statute be changed to vrequire the staggering of these
appointments (See Recommendation No. 4).

STATE OF ALASKA -6 - DIVISION OF LEGISLATIVE AOIT



FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

Alaska Statute 42.05 should be amended to eliminate certain
unnecessary regulatory functions of APUC.

Public convenience and necessity require certain services to
be provided. Such services have traditionally included
electric, telephone, gas, water, and sewer. The nature of
these businesses do not lend themselves to competitions they
are capital intensive and have permanent physical connec—
tions to their customers. The economies of scale of these
industries are such that one company may be able to serve an
entire market at a lower cost than could two or more compa—
nies; therefore, competition could not decrease prices to
consumers in the long run and would only result in wasted
capital resources through duplicate facilities. Note that
this "natural monopoly™ relates not only to the relationship
between fixed and variable costs but also to the character—
istics of the market. As these services are considered
essential and as the long-run cost is lowest if only one
company 1is allowed to serve, a monopoly 1is awarded 1in the
form of a Certificate of Public Convenience and Necessity to
a company that is determined to be fit, willing, and able.

As these services 7ve essential, the demand for them is
relatively inelastic in terms of service price or available
funds. A monopoly coupled with inelastic demand can result
in excessively high prices as well as price and service
discrimination between consumers. Uncontrolled economic
power has been considered economically, politically, and
socially unacceptable in a democratic society. The alterna—
tives are to nationalize the utilities or to regulate their
services as a substitute for effective competition, with
regulation being the preferred method. Regulated public
utilities are required to make specified service levels
available at approved rates to all <consumers in their
designated service areas.

In addition to the concerns over economic power, the public
interest may also serve to extend regulation into situations
where competition would have significant undesirable side
effects on the quality of life 1in the area. For example,
competition could create a black forest of utility poles or
the continual digging to bury cables or pipe.

However, it may not be appropriate to economically regulate
all certificated utility companies. For example, the cost
of regulation may outweigh 1its potential benefits or the
consumer®s control over service and rates that already
theoretically exits 1in that the company is a member-owned
cooperative or it is owned by a political subdivision.
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Further, overriding all the above considerations, the public
interest being addressed must vrepresent a substantial
portion of the State®s population; unique situations should
be addressed at the local level.

While we acknowledge that not everyone will subscribe to
this theory of regulation, we believe it to be fundamentally
sound. Utilizing these principles, we analyzed APUC"s
jurisdiction and determined that governmental control in the
following areas was unwarranted.

A. Alaska Statute 42.05 should be amended to cease certifi—
cation and regulation of companies furnishing collection
and disposal service of garbage, refuse, trash, or other
waste material”

Whether an individual considers refuse collection to be
an essential service for modern [living depends pri—

marily on where they reside in the State. However,
even essential services should generally not be regu-—
lated unless they are natural monopolies. For example,

we do not believe that essentials such as food and
clothing should be regulated.

Refuse collection, as with most enterprises, has
certain economies of scale that affect its operations.
However, these economies of scale are not such that one
company can obviously provide the area-wide services
for a significantly lower total cost than could several
competitors. Relative to traditionally-regulated
industries, refuse collection requires less capital,
and thus they have a higher percentage of variable
costs and less significant economies of scale.

Further, the competition within service areas 1in
several locations defeats the natural monopoly premise
in the Jlarger markets. We believe that a natural

monopoly could occur 1in this 1industry in only the very
small markets and that these do not warrant regulation
due to the cost to benefit relationship.

Therefore, refuse collection should not be regulated
unless there are overwhelming negative side effects
present under competition in this industry. We
acknowledge the possible negative effects of increased
truck traffic, refuse pickup scheduled throughout the

week in individual neighborhoods, and consistency
problems as companies adjust to the economic realities
of competition. However, these problems did not

overwhelm the residents of the Mat-Su Borough as a
result of the residential competition which began in
1985. Further, the Alaska Municipal League has adopted
a resolution asking that refuse collection be de—
regulated.
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In response to our previous sunset audit recommenda—
tions to deregulate this industry, APUC expressed
concern over the health and sanitation problems that
could occur 1if these companies were removed from their
jurisdiction. These health and sanitation issues are
presently under the jurisdiction of local communities
and also the Department of Environmental Conservation.

There are presently forty-three certificated refuse
companies; nine of these are economically regulated
under AS 42.05.711, as they have annual gross revenues
of greater than $200,000. Although APUC has no time
sheet data upon which to estimate the cost to regulate
these forty-three companies, the commission states in
their FY 88 Annual Report that the time dedicated to
refuse 1is excessive relative to agency resources and
the resultant public benefit, and they recommend that
this industry be deregulated.

B. Alaska Statute 42.0.1 should be amended to cease
Certification and regulation of radio common carriers.

There are currently ten certificated vradio common
carriers in Alaska. Radio Common Carrier (RCC)
services include radio paging, mobile radiotelephone,
and improved mobile telephone public utility services.

The commission opened an 1investigative docket on the
subject of deregulation of RCCs 1in 1981 which resulted
in a 1982 decision to cease economic regulation of this
industry. The commission cited as justification, among
other things, that RCC service was not an essential

service. As RCC service is not essential to the
average Alaskan, we concur with the commission that it
should not be economically regulated. We further

contend that services that are not essential should not
be certificated.

In that 1982 decision, APUC stated that the certifi—
cation process should be continued to monitor the
interconnection to the telecommunications network and
to prevent cross-subsidization of non-monopoly RCC
services by monopoly local exchange telephone services.

However, both these concerns can be monitored through
the continuing processes of certification and economic
regulation of local exchange services.

Cellular phones are relatively new to Alaska, and APUC
has not yet decided if or how they should be regulated.
We understand these phones provide a higher sound
quality at a higher cost than conventional radio phones
and over a shorter range; as such, they may be even
less of an essential service to the average Alaskan.
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Alaska Statute 42.05.711(d) reads as follows: "The
commission, on a finding that no legitimate public
interest will be served, may exempt a utility from all
or any portion of this chapter.” [Emphasis added.] As
the 1982 decision categorically deregulated an entire
industry, not an individual utility, this order may be
illegal. We are not recommending that this statute be
amended to allow categorical deregulation, as this
power should be retained by the Legislature. Rather,
we are recommending that the statute be amended to
specifically deregulate RCC services; this would
incidentally resolve the question.

Alaska Statute 42.05 should be amended to cease certi—
fication of ca~FTe television”

We do not <consider cable television an essential
service, particularly in view of the 1large number of
Alaskans who receive off-the-air network television or
broadcasts from the Rural Alaska Television Network.
The premise of "essential” 1is also defeated by a review
of the cable television service in Anchorage 1in which
large sections of the service area are not yet cabled 9

years after the certification was awarded. The 1988
service expansion added only 1 mile of cable for 83
homes and businesses. While we acknowledge that ic

takes years for a new utility to cover a service area,
we submit that this standstill, even 1in consideration
of the economic decline, 1indicates that this service
has a higher elasticity of demand than would an
"essential™ service.

As it is not an essential service, it should not be
regulated as a public utility. Although the statutes
do not allow economic regulation,they do require
certification of the companies. APUC has responded by
issuing certifications for exclusive service areas.
This has created state-sanctioned monopolies with
legallyprotected service areas, yet the statutes do
not provide the companion public protection against
unreasonable and discriminatory vrates and services.
The statute should, therefore, be amended to remove the
certification requirement.

However, there are many who believe thatcable tele—

vision is essential tomodern 1living or that it 1is
essential so that we may Tfully realize our First
Amendment right of freedom of speech. If it is first

decided that cable television 1is essential, then the
natural monopoly 1issue must also be considered in the
regulatory determination.
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We believe that cable television may be a natural mono—
poly in the small and medium-sized towns. As such,

these may be candidates for economic vregulation.

However, the cost of vregulation may outweigh the

benefits for these small markets. The economic

regulation that 1is available 1is also limited to basic

services, as the federal Cable Communications Policy
Act of 1984 prohibits price regulation of the premium
packages. In the largest cities, the competitive

environment indicates that there is not a natural

monopoly present for cable television, thus certifi—
cation and economic regulation 1is inappropriate.

The federal Cable Act was designed to promote the
expansion of <cable television systems by promoting
local franchising and limiting rate regulation. This

law would not allow any rate regulation in Anchorage or
Fairbanks but would allow basic service rates to be
regulated in other areas such as Juneau or Homer. It
does, however, appear to allow us control over the
possible competitive side effect of duplicate cabling.

By statute we could require the segregation of cable
distribution companies and these could be fully regu—
lated. The cable programming could then be opened to
competition.

In summary, regardless as to whether or not cable
television 1is viewed as essential, we recommended that
the present certification requirement be deleted from
the statute. To the extent that this service 1is deemed
essential, municipal franchising or certification and
regulation of distribution-only companies should be
considered.

We also must point out a potential liability to the
State under the Cable Act if this recommendation 1is
implemented. The Cable Act outlines specific criteria
which must be shown to deny a franchise and the pro—
posed statute amendment would categorically retract the

certificates (franchise) without this shewing. How —
ever, the Attorney General®s Office indicated to us
that the State would prevail 1in court. We recommend

that a formal opinion on this potential liability be
obtained from the Attorney General before this statute
is amended.

Alaska Statute 42.05 should be amended to exempt the
smaller utilities from economic regulation.

Electric, telephone, gas, water, and sewer utilities
have traditionally been considered essential services
and are often natural monopolies. Nevertheless, we
should refrain from economic regulation 1if 1its cost
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exceeds the benefits. However, this information is uot
available nor can it be reasonably generated. "Cost"

would include incremental APUC and utility time and

materials as well as the effect of project delays on

long-term rates; this component of the equation could

be studied and estimated. The "benefits” of regulation

include a financially stable utility providing con—
sistent service uniformly to customers who are assured

of equitable rates and services now and in the future;

this cannot be quantified.

Nevertheless, in consideration of the State®"s dwindling
resources and the public"s disenchantment with the
proliferation of state government, we believe that it
is appropriate for us to presume that the cost of
regulation presently exceeds 1its benefits for many
smaller utilities and that the gross revenue exemption
levels provided in the statutes should be raised.

Alaska Statute 42.05.711 exempts electric and telephone
utilities with gross revenues under $50,000 from
certification and economic regulation. It also allows

a utility"s consumers to elect economic deregulation
for cooperatives, electric or telephone utilities with
less than $325,000 in annual gross revenues, and for
any utility which does not gross $100,000 annually. We

propose that an across-the-board gross revenue-bised
exemption from economic regulation be established.

Three options are presented in the following table. It
was prepared based upon APUC®"s FY 88 Annual Report and
represents all utilities that are currently economi—
cally regulated with the exclusion of the industries we
have recommended for categorical deregulation.

Number of affected utilities and customers, based upon
gross revenues:

Under $500,000 Under $750,000 Under $1,000,000

Type Util. Customers Util. Customers Util. Customers
Electric 10 819 15 1,990 18 2,691
Telephone -0- -0- 1 343 2 863
Gas -0- -0- -0- -0- 1 908
Water 22 3,715 22 3,715 22 3,715
Sewer 2 15 3 382 3 382
Total 34 4.549 41 6.430 M 8,559
Percent 40.5% 84 48 8% 1.1% 54 _.8% 1,5%

The above percent calculations represent the reduction
in the coverage of economic regulation under each
revenue scenario; however, we caution the inference
from the table that APUC"s workload would decrease
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proportionate to the decrease in the number of
utilities. While there certainly should be some
relationship, the commission has no time sheet data
available to correlate these factors.

In concert with an amendment to exempt these smaller
utilities, the following areas should also be ad-—
dressed :

1. The petition provision which allows customers to
request economic regulation of exempted utilities
should be amended. Alaska Statute 42.05.711
presently requires 25% of an exempted utility"s
subscribers to sign the petition. We believe that
this is much too great an obstacle to overcome and
recommend that an election be called if APUC
receives a petition demonstrating significant
consumer interest. For example, the petition
requirement could be set at the lesser of 5% or

500 customers.

2. This proposed gross revenue exemption statute
should not take effect for 6 months to allow
utility customers who wish to retain regulation to
do so without interruption.

3. The results of past deregulation elections should
be honored, thus not requiring a new vote on
failed deregulation elections.

4. The customers who continue the benefits of APUC"s
economic regulatory oversight should be expected
to pay for this service (See Recommendation
No. 2).

Alaska Statute 42.05 should be amended to cease man—
datory economic regulation of certain utilities owned
by political subdivisions.

Alaska Statute 42.05.711(b) generally exempts utilities

owned by political subdivisions from economic regula—
tion, unless they so elect. However, it also provides

that if any of a subdivision®s titilities directly
competes with any other certificated utility then all

the subdivision®s utilities shall be economically

regulated. We presume the intent of this provision was

to eliminate the wasting of resources from facility

duplication resulting from the then ongoing electric

service area dispute as well as preventing the cross—
subsidization of rates which might accompany such a
dispute. The only utilities falling under this pro—
vision, at present, are owned by the Municipality of
Anchorage.
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The Anchorage service area dispute has been resolved
and the present day competition is 1in the form of
economy energy sales of electricity and perhaps tele—
phone communication systems. This type of competition
does not encourage the massive Tfacility duplication or
the cross-subsidization of rates that a service area
dispute might. Service area concerns can be adequately
addressed through the certification process without
economic regulation.

In conjunction with an amendment to delete this man—
datory economic regulation, the following areas should
also be addressed:

1. The utilities previously regulated by APUC due to
competition should continue to be so regulated
unless rejected by the governing body.

2. A governing body should be allowed to withdraw a
previous election.

3. The consumers who, through their local government,
have chosen to continue the benefits of APUC"s
economic regulatory oversight should be expected
to pay for this service. Specifically, the
Municipality of Anchorage Assembly should decide
whether  their utilities should be regulated
locally or by APUC. If they choose to "hire"™ APUC
to performthis regulatory function 1in their
behalf, citizens from all across the State should
not be forced to pay for that service with General
Funds (See Recommendation No. 2).

Recommendation No. 2

Alaska Statute42.05 and Alaska Statute 42.06 should be
amended to more fully allocate the costs of regulation.

APUC 1is currently being funded primarily by General Funds
with a program vreceipts supplement from partial direct
allocations of cost. The statutes require the cost of
investigations and hearings to be allocated among the
parties, including the commission, as 1is just under the
circumstances. The commission has traditionally not allo—
cated costs to itself and has allocated only the hired
consultant fees, attorney general services, and other
incremental out-of-pocket costs. In a 1988 decision, the
Alaska SupremeCourt interpreted the present statutes on
cost allocations to disallow attorney general services. The
court also remanded the case back to the commission to
determine what portion of the cost allocation they should
absorb.
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Basic fairness prescribes that only the consumers who
benefit from the regulatory services provided by APUC should
pay the cost of this service. This 1is the ™"user fee"
concept of funding. A funding method should also be de-—
signed to allow responsive adjustments to be made 1in the
level of regulation as desired by consumers. With these
criteria in mind, we have briefly commented on three predom—
inate alternatives.

To the extent of its general funding, any approach fails to
equitably match the regulatory cost to the consumers who
benefit. General funding may be viewed as a payment by all
citizens all across the State, while the benefit may accrue
primarily to consumers 1in Anchorage. The utilities owned by
the Municipality of Anchorage have contributed greatly to
the ™“OImmission®s workload, yet a significant portion of the
total cost of the proceedings is paid out of General Funds.

General funding 1is also less responsive to appropriate
regulatory levels; in fact, it probably wastes some of the
State"s dwindling resources. Given that there is a regula—
tory cost/benefit break-even point and that certain consum—
ers are given the opportunity to elect full economic regula—
tion, general funding will likely be perceived as payment by
"someone else" with the result that regulation will always
be extended past this break-even point. Thus, government 1is
providing an unnecessary service.

Funding of APUC through a gross receipts tax levied against
the wutilities and pipelines that is passed through to
consumers could provide a reasonable matching of costs to
beneficiaries. This assumes tax rates were established by
utility size, by industry, and by level of regulation.
However, there would always be inequities.

This tax approach would be responsive to regulatory needs
only to the extent that the matching is accurate. However,
taxation has traditionally focused on ability to bear rather
than resource utilization and, thus, such a funding approach
may not be responsive. For example, if a tax was designed
which Jlevied 100% of the commission®™s costs against the
pipeline companies and none to the utilities, this approach
would do nothing to reduce unnecessary regulation of the
utilities.

Full and direct allocation of the commission®s costs pro—
vides the most accurate and defensible matching among the
three alternatives. As such, it would not only be an
effective method 1in eliminating unwarranted government
regulation but it could also make the regulatory process
more efficient by -encouraging adequate and appropriate
filings.

To administer this full allocation program would require
time sheets for commission staff and attorney general
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services, and the use of account codes to share docket
proceeding costs among the parties and to allow recovery of

general overhead. The administrative cost of this program
should be less than with the tax approach but, of course,
greater than with the General Funddesign. These costs

could potentially be offset Dby increased staff efficiency
through time sheet accountability. We believe the benefits
of a full-cost allocation program would far outweigh a
slightly higher administrative cost.

Based wupon the above, we recommendthat the statutes be
amended to establish a full-cost allocation funding approach
for APUC. In conjunction with this shift toward program
receipts funding, AS 42.05.651 and AS 42.06.610 should be
amended, as follows:

1. These statutes should be amended to specify that all
costs of the commi ;s.ion may be allocated.

2. Alaska Statute 42.05.651 should be changed to require
interim allocation, rather than awaiting completion of
a proceeding. The commission has estimated their
unbilled utility allocations at $1.6 million with an
average age of 3.0 years. We note that the related
pipeline statute, at AS 42.06.610, already requires
interim billings. However, APUC does not appear to be
in compliance, with their estimated unbilled pipeline
allocations at $2.1 million with an average of 4.7
years. Further, APUC should amend their regulation at
3 AAC 48.157 which provides for cost allocations after
pipeline hearings rather than on the required interim
basis.

3. These statutes presently require allocation to the
parties of a proceeding including the commission; these
should be modified to exclude the commission. However,
the provisions allowing the commission to allocate
among the parties as 1is reasonable and just should be
retained, thus the commission may occasionally absorb
some costs indirectly and have a need forminimal
General Fund monies.

4. For economically regulated companies, on a case-by-case
basis, the commission should beallowed to determine
whether the costs being allocated are to be passed
through to the consumers.

Recommendation No. 3

APUC should develop a topical reference system for commis—
sion orders and court decisions.

The commission is a quasi-judicial agency which 1issues
decisions based upon findingof fact and conclusions of law.
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These decisions are in the form of written orders that have
the effect of law and are subject to judicial review.

The commission® orders are filed chronologically and also

within the docket (case) files. Decisions from the courts
on appeals of commission orders are filed with the related
docket. However, no topical cross-reference system 1is

maintained.

At present, the best catalog of prior actions 1is institu—
tional memory. Obviously, such a memory-based system cannot
provide true access to precedent when needed by commission—
ers, staff, utilities, consultants, and attorneys. A
cross-reference system would allow analysis by staff and
decisions by the commission to be made consistently from
case to case and 1in accordance with relevant court deci—
sions. It would also aid utilities and their consultants
and attorneys to adequately prepare for filings and
hearings.

The Legislature, in conjunction with their FY 89 appropria—
tion to APUC, provided the following: "It is the intent of
the Legislature that the commission use the additional
permanent part-time position to develop a keyword 1index
filing system for all future commission orders and that
prior year orders be incorporated into the system as
possible.”™ However, the part-time position was not actually
authorized and the system has not yet been designed.

Recommendation No. 4

Alaska Statute 42.05.030 should be amendeJ to stagger the
appointments of the two consumer members of the commission.

In 1975 the commission was expanded from three to five
commissioners. Appointments were made to both the new
positions for the standard six-year terms with both termi—
nating on the same date. All other APUC commissioner terms
have been appropriately staggered. Because the potential
for disruption of commission activity would be high with two
new commissioners coming on at the same time, we recommend
the terms of the consumer members be staggered.

Currently, the terms are scheduled to end as follows:

Consumer seats (2): November 1, 1993
Engineering seat: October 31, 1990
Finance seat: October 31, 1992
Legal seat: October 31, 1994

The statute required the governor to stagger the initial
appointments. However, as this was not done for the con—
sumer members, we recommend the statute be amended to also
require the necessary staggering of subsequent appointments.
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ANALYSIS OF PUBLIC NEED

Limited Analysis

The following analyses of commission activities indicate
both positive and negative factors as they relate to the
public need factors defined in AS 44.66.050. These analyses
were not 1intended to be all-inclusive, but address those
areas we were able to cover within the scope of our review.

1. The extent to which the board, commission, or program
Has operated in the public interest.

The coranission has conscientiously attempted to allow
only qualified applicants to provide utility services
and to regulate them 1in stich a manner as to ensure

adequate service at the Ilowest reasonable rates. In
finding that no public interest wo" Id be served through
regulation, APUC administratively exempted some

utilities through the discretionary power granted at
AS 42.05.711(d).

2. The extent to which the operation of the board, commis—
sion, or agency program has been impeded or enhanced by
existing statutes, procedures, and practices which it
has adopted, and any other matter, including budgetary,
resource, and personnel matters.

The Alaska Public Utilities Act (AS 42.05) and Pipeline
Act (AS 42.06) provide broad discretionary power to the
commission to carry out its mandated responsibilities.
The jurisdiction provided under these statutes should
be limited to require regulation only of industries
where the greatest public interest may be served (See
Recommendation No. 1).

The bi igeting approach and the statutes should be modi—
fied 10 fully allocate the commission®s costs to
consumers, but only to those consumers of utilities who
continue to be regulated. Weconsider this regulatory
funding approach to bemost equitable to all the
State"s citizens. It should also encourage the elimina—
tion of any unwarranted economic vregulation when
combined with consumer regulatory elections (See
Recommendation No. 2).

The commission has not developed a topical reference
system for commission orders and court decisions (See
Recommendation No. 3). APUC has not been successful in
obtaining additional personnel or funding for this
taskt
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The extent to which the boaru, commission or agency has
recommenTed statutory changes which are generally of
benefit- to the public interest.

[ ".heir FY 88 Annual Report, APUC highlighted certain
; - jJlems they perceive with the current statutes and

also outlined options and recommended solutions.

APUC broached the question of who should pay the cost
of regulation and also presented several options on a
public policy level. However, they placed the emphasis
on agency funding, rather than on equity to the State"s
citizens or on the potential elimination of unwarranted
regulation (See Recommendation No. 2).

The commission recommended that the statutes be amended
to allow interim billing of cost allocations for utili—
ties, similar to that allowed for pipelines. We
concur, however, we believe that these billings should
be required, and we assert that they are 1in fact
already required for pipeline cases (See Recommendation
No. 2).

The commission recommended a statute change to allow
them to 1increase certificate application fees to fully
reflect the cost of processing these filings. We would
concur if it were not for our recommendation which
would effectively allocate these costs on a compre—
hensive basis (See Recommendation No. 2).

APUC also recommended that the exemption scheme at

AS 42.05.711 be reviewed and revised. We agree and

have outlined our suggestions at Recommendation No. 1.

The commission specifically recommended the deregula—
tion of refuse collection.

They requested clarification of AS 42.05.431 which
establishes the power of the commission to fix rates.
APUC 1is uncertain how the dispute resolution procedures
under subsection (b) could be wused to renegotiate
wholesale power contract rates if the commission finds
them to be unjust and unreasonable.

The commission suggested that, if the Legislature

intended for utilities who are not economically regu—
lated to pay interest on customer deposits,

AS 42.05.711 should be amended to reflect this intent.

They further recommended that unclaimed deposits not be
escheated to the State. We disagree with this second
recommendation, as it may provide a disincentive to
locate the true owners of these funds.
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4. The extent to which the board, commission, or agency
has encouraged interested persons to report to it
concerning tne effect of its regulations and decisions
on the effectiveness of service, economy of service,
and availability of service which it has provided.

Formal proceedings are properly and timely noticed and
are open to the public. The commission has held public
hearings and formal proceedings within the service
areas of the utilities before them to facilitate public
attendance and participation. APUC also staffs a
Consumer Protection and Information Section to resolve
complaints and disseminate information.

5. The extent to which the board, commission, or agency
Has encouraged public participation 1in the making of
its regulations and decisions.

All formal proceedings, including hearings on proposed
regulations, are noticed and open to the public. Any
interested person or party may intervene in a formal
proceeding if that intervention will benefit, but not
unduly delay the proceeding. The commission has also
held 1informal workshops with attorneys and utility
representatives 1in an attempt to be more responsive to
the needs and concerns of those groups.

6. The efficiency with which public 1inquiries or corn-
plaints regarding the activities of the board, com-
mission, or agency filed with it, to the department to
which a board or commission 1is administratively as-
signed, or with the Office of the Ombudsman have been
processed and resolved.

The commission has adopted regulations for informal and
formal complaint procedures. Procedures include a
requirement that the complaint be made first with the
utility before being filed with the commission. If the
complaint cannot be resolved informally, formal proce—
dures, including an investigation, may be initiated.

The Office of the Ombudsman also occasionally handles

utility or APUC-related complaints. We found the
complaint resolution process to be operating satis—
factorily.

7. The extent to which a board or commission which regu—

lates entry into an occupation or profession has pre—
sented qualified applicants to serve the public.

The commission, prior to granting a Certificate of
Public Convenience and Necessity to a public utility,
is required to determine that the applicant is fit,
willing, and able to provide the service. APUC employs
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utility financial analysts and utility engineers to
perform the necessary analyses to make this determina—

tion.

The extent to which state personnel practices, In—
cluding affirmative action requirements, have been
complied with by the board, commission, or agency
to its own activities and~the area of activity or

Interest~

We found no evidence of hiring practices or commission
appointments that are contrary to state personnel
practices. No complaints have been filed with the
Human Rights Commission or the Division of Equal

Employment Opportunity.

The extent to whict statutory, regulatory, budgeting,
or other changes are necessary to enable the agency
ljoard or commission to better serve the interests of

the public and to comply with the factors.

Please refer to the previous section, Findings and
Recommendations.
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APPENDIX

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT

ALASKA PUBLIC UTILITIES COMMISSION

SUMMARY OF APPROPRIATIONS AND EXPENDITURES

For Fiscal

Category

Personal Services
Travel

Other Services
Supplies

Capital Outlay

Total

Note: The information
records
This information

accordingly,

from APUC

STATE OF ALASKA

included

and the
has not been
we express no opinion on

Years 1988 and 1989

(UNAUDITED)

1988
Authorized

$2,113,600
28,660
1,592,330
21,000
3,910

$3,759,500

-23-

state

1988

Expenses and
Encumbrances

$2,103,406
27,423
1,224,346
20,800
3,910

$3,379,885

it.

1989

Authorized

$2,113,600
57,100
1,688,500
22,000
2,900

$3,884,100

in this summary was obtained
accounting system.
audited by wus and,
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0TEVE COWPER, GOVERNOR

ALASKA PUBLIC UTILITIES COMMISSION ‘//'

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT 42071 " SIKin

sum 100
ANCIIOKACI, ALASKA 90501
(907) 270 0222

March 7, 1989

Mr. RamX Welker

Legislative Auditor

Division -ﬁ Legislative Audit
State of *iaska

P. 0. Box W

Juneau, Alaska 99811-3300

Re. Response to Preliminary Audit Report
Dear Mr. Welker:

The following is the response of the Commission to the prelimi—
nary audit report and recommendations submitted by the Division
of Legislative Audit on February 14, 1989, as a result of its
performance review of the Commission.

The Commission concurs with the fundamental conclusion of the
report that the

Alaska Public Utilities Commission is operating in an
efficient and effective manner and should continue to
regulate public utilities and pipelines. (Page 5.)

The Commission does not agree with all of the statements of reg—
ulatory theory and philosophy in the preliminary audit report but
has focused its comments on the actual recommendations.
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Recommendation No. 1A

Alaska Statute 42.05 should be amended to cease certification and
regulation of companies furnishing collection and disposal ser—

vice of gar! ge, refuse, trash, or other waste material.

The Commission supports this recommendation as it did the identi—
cal recommendation made in the 1979 and 1985 Sunset Audits. The
auditor®s statement that the public health and sanitation aspects
of this service are monitored by local governments and the De—
partment of Environmental Conservation addresses the Commission®s

previous reservation on deregulation.

Recommendation No. 1B

Alaska Statute 42.05 should be amended to cease certification and

regulation of radio common carriers.

The Commission concurs with this recommendation based on the
character of radio common carrier (RCC) services and the current
regulatory status of RCCs operating in the state. However, as
noted in the Commission®"s response to the same recommendation 1in
the 1985 Sunset Audit, future developments in the telecommunica—
tions industry may require reimposition of RCC regulation at some

later time.

The Commission also believes that its authority to partially or
fully deregulate a particular utility industry in response to
current circumstances is a desirable and appropriate supplement
to the legislative action advocated by the auditor. Accordingly,
the Commission requests legislative guidance on the validity of
its decision to economically deregulate the RCC 1industry in the

event this recommendation is not implemented by statute.
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Recommendation No. 1C

Alaska Statute 42.05 should be amended to cease certification of

cable television.

The Commission concurs with this recommendation with some
gualifications, as it did with the same recommendation 1in the
1985 Sunset Audit. The recommendation appropriately eliminates
the anomaly in the current regulatory scheme for cable television
(CATV) service whereby CATV providers hold monopoly certificates
but are economically deregulated. However, the Commission would
encourage the Legislature to use its legal and research staffs to
examine the implications of the following on full CATV deregula—
tion: (1) the Cable Communications Policy Act of 1984, (2) the
Federal Communications Commission®s recent initiatives to elimi—
nate the existing ban on cross-ownership of CATV and telephone
companies, (3) the availability and status of local government
oversight, (4) shared use of rights-of-way, (56) community access
and institutional network use of CATV systems, and (6) disposi—
tion of certificates held by existing CATV providers. In any
event, as noted in response to the 1985 Sunset Audit recommenda—
tion, CATV certi cation is not a large element of the Commis—
sion®"s workload.

Recommendation No. 1D

Alaska Statute 42.05 should be amended to exempt smaller utili—

ties from economic regulation.

The Commission opposes this recommenaation because it disagrees
with the auditor®s unsupported presumption that the cost of
economic regulation presently exceeds its benefits for smaller
utilities. Rather, the Commission concludes from its experience



that regulation of small utilities is at the core of its public
protection function, especially given the geographic and de —
mographic characteristics of Alaska. The Commission also

believes that the burden and cost of regulation on smaller utili—
ties can and should be reduced administratively, and it iIs cur—

rently addressing this issue.

As the auditor points out, it is extremely difficult to quantify
the cost of regulation, both to the regulated and to the regula—
tor. At the same time, it is relatively easy to inflate or de—
flate cost figures to support a given predisposition for or
against regulation. Regardless of amount, costs are relatively

meaningless unless they are compared to benefits.

The Commission agrees with the auditor that the primary benefits
of regulation are a financially stable utility which provides
reliable, safe service to all customers at reasonable, non-
discriminatory rates. With the exception of 22 water companies,
the utilities affected by this rocommendation are providing ser—
vice in rural Alaska and are predominantly electric utilities.

It has been the Commission®s experience that the need for regula—
tion and the potential benefits provided by regulation are fre—
quently greater for smaller utilities than for larger utilities
for many reacons, including, the logistical challenge of operat—
ing In remote ?.""cations; inexperienced personnel; unsafe facili—
ties as a resuli; of non-compliance with the National Electric
Safety Code; lack of familiarity with utility management, main—
tenance, and accounting procedures; discriminatory actions by
utility management; failure to request rate increases when
needed; and procurement of wrong equipment. In addition, it can
be argued that the consumers in rural Alaska are even more cap—
tive than those 1in the urban areas, and, therefore, are particu-—

larly dependent on a high level of protection.
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Although the reduction in workload would be approximately commen—
surate with the loss of Commission staff over the past three
years if this recommendation were enacted, and from that stand—
point may be appealing, the Commission does not believe that the
public interest would be served by wholesale deregulation of
utilities serving perhaps the most (or one of the more) vul—

nerable segment(s) of the ratepaying public.

The Commission believes that the concern about the cost of reg—
ulation that has been voiced by the auditor as well as others,
for the most part, 1is directed at the expense (both in tine and
dollars) associated with regulatory requirements when a utility
desires or needs to change its rates. The Commission has recog—
nized for some time that the regulatory scheme that exists and
has been applied to both large and small utilities should be ex—
amined. To that end, on February 3, 1989, the Commission has
issued a Notice of Inquiry. The purpose of the Inquiry is to
receive information which would assist the Commission in propos—
ing regulations to simplify rate and other regulatory proceedings
for smaller utilities. A copy of this order is attached. (See
Appendix A.)

In summary, the Commission believes that the issue of the cost of
regulation as it relates to the smaller-sized utilities can be
substantially mitigated through administrative procedures rather
than legislation which would eliminate the important public pro—
tection function today provided by economic regulation.

However, 1if the Legislature believes public policy is better
served by deregulating smaller utilities, the Commission would
propose, as it did in response to the 1985 Sunset Audit, the fol—
lowing amendment to AS 42.05.711 to expand the deregulation elec—
tion process found in AS 42.05.712 which would replace the provi—
sions of AS 42.05.711(e), (f), (g), and (i):
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All utilities which have gross revenues of $500,000
or less may elect to be exempt from the provisions of
AS 42.05, other than AS 42.05.221-42.05.281, under
the procedures described in AS 42.05.712.

This approach conforms with the Commission®s position that reg—
ulation for utilities that heretofore have been regulated should
be continued unless the people most affected, the consumers, vote

to become deregulated.

The Commission also concurs with the auditor®s suggestion that
consideration be given to reducing the number of customers re—
quired to petition for regulation under AS 42.05.711.

Recommendation No. |IE

Alaska Statute 42.05 should be amended to cease mandatory
economic regulation of certain utilities owned by political

subdivisions.

The Commission supports the philosophy underlying this recommen—
dation. However, the Commission does not believe that elimina—
tion of AS 42.05.711(b)(2) 1is necessary to achieve the auditor®s
objective and has proposed ax. alternative legislative approach

and language.

It is reasonable that if regulation is elected at one time by a
governing body as currently provided under AS 42.05.711(b) (1),
then a future governing body should have similar authority to
vote to revoke that election. IT such revocation .is exercised,
it is presumed that the public protection function provided by

the Commission will be assumed by the governing body of the



political subdivision, thus giving affected consumers a forum and

recourse for concerns and complaints.

The Commission recognizes that this recommendation presently af—
fects only the Municipality of Anchorage. It is pertinent to
consideration of this recommendation that, at the present time,
there are a number of outstanding issues before, and outstanding
requirements by, the Commission for the Anchorage Water and
Wastewater Utility (sewer), the Anchorage Telephone Utility, and
the Anchorage Municipal Light and Power Department.l It iIs rea—
sonable to assume that the Anchorage Assembly would take 1into
consideration the status and results of proceedings before the
Commission at such time as it considers any decision to end

economic regulation by the Commission.

neDocket U-87-47 is an investigation into the general manage —
ment practices of Anchorage®s sewer utility. In Dockets U-88-18
and U-87-61 the Anchorage Telephone Utility is before the Commis—
sion requesting a 54.83% rate increase and responding to an in-—
vestigation into the general and financial management practices
of the utility. Commission decisions are currently pending in
these sewer and telephone cases. At the present time, the
Municipal Light and Power Department 1is required to provide an
equity management plan and obtain Commission approval before fur—
ther debt refunding is issued because of its poor financial
condition.
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Rather than eliminating AS 42.05.711(b)(2), as the auditor ap—
pears to suggest, AS 42.05.711(b) should be expanded to provide
for deregulation of a municipal entity if its governing body so
elects, once competition no longer exists between it and other
utilities, and to allow the governing body of a political sub—
division to revoke a previous election. The Commission believes
it is desirable to continue a protective mechanism for regulated
utilities in the event a future situation arises involving com—
petition with a municipal utility. Proposed language is at—
tached. (See Appendix B.)

Recommendation No. 2

Alaska Statute 42.05 and 42.06 should be amended to more fully
allocate the costs of regulation.

The Commission concurs in part, and opposes in part, this recom—
mendation. The Commission agrees with the auditor®s suggestion
that, in light of the current economic climate as well as a re—
cent court decision, discussion should be focused on the ap—
propriate method to fund this agency. Clearly, the time 1is ripe
to evaluate funding options; however, the Commission disagrees
with the method of funding advocated by the auditor. Regardless
of the outcome of the broader funding discussion, the Commission
concurs that AS 42.05.651(a) should be amended to allow interim
allocations during a proceeding and to exclude the Commission
from bearing any costs of a hearing or investigation.
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The Commission opposes the auditor®s "full and direct allocation
of the Commission®s costs"” approach to funding for several rea-—
sons. First, the Commission believes that this is the most cost—
ly and cumbersome funding option from an administrative perspec—
tive. In order to allocate all costs, it would be necessary to
develop an extensive cost accounting system to track direct costs
and to allocate indirect costs to each utility or pipeline car—

rier. It would also be necessary to establish an accounting
staff and procedures to bill, audit, and collect cost allocations
on a regular basis. The costs to design and to provide the per—

sonnel and other resources required to implement a system to re—
cover the Commission®s budget would be substantial. The Commis—
sion also cinticipates that its energies would be diluted from

substantive regulatory responsibilities to accounting and audit—

ing of cost allocations.

Second, the "full allocation”™ approach does not accurately and
equitably allocate indirect costs. A number of Commission
activities do not fall within categories that are readily
allocable to specific cases in the manner suggested in the audit.
These include: administrative duties such as preparation of the
annual budget or responses to administration, legislative, or
other agency (both state and federal) requests; generic cases;
requests from consumer and utility groups to participate in
educational efforts; training; regulations proceedings; court
appeals; Commissioner time; all non-regulatory briefings and
meetings. In addition, there are a number of Commission
activities where the cost-benefit of maintaining individual time
records for cost allocation purposes may not be justified. Under
the auditor®s recommendation, all indirect costs would apparently
be assigned to utilities and pipeline carriers on the same basis
as the direct cost assignments they have received. The effect of
this approach is to shift the cost of statewide regulation to
those entities who happen to have proceedings during the year and

to ignore the public protection benefits associated with the
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availability of regulation for all certificated and regulv “ed
entities. The alternative to this imprecise, inequitable
allocation of indirect costs is to continue to provide a
significant portion of the Commission®s ongoing budget from the
General Fund, which conflicts with the objective of the "full

allocation" scheme.

Third, the "full allocation™ approach 1is contrary to the
auditor™s underlying economic thesis that utility consumers are
motivated by (or should be motivated by) the cost of regulation
when choosing the appropriate amount of regulation. In
particular, the allocation of indirect costs suggested by the
auditor bears no real relationship to the direct costs which are
allocated, thus inflating the cost of regulation and sending an
incorrect economic signal. It will also be much more difficult
for utilities and pipeline carriers to budget for, and
incorporate in rates, the cost of regulation than it would be
under other alternative funding approaches.

Lastly, a "full allocation™ program does not address the legal
concern of incurring costs, through the program receipts process,
in one fiscal year and recovering them through the allocation
process until subsequent fiscal years. In addition, this
recommendation appears to conflict with recent administration and
legislative discussions on the resolution of the Commission®s
financial exposure for program receipts payments as a result ot a

1988 Supreme Court decision.

The Commission believes that the focus of the funding discussion

should be on the other options: Continuation of general funding
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and the "user fee" concept of funding.2 To paraphrase what the
Commission stated on page 85 of its FY1988 Annual Report to the
Legislature, the issue is:

Who should pay for regulation: taxpayers (general fund) or
ratepayers (user fees)? There are advantages and
disadvantages to each approach. However, a preference

for the former is largely based on a policy premise that
regulation is a responsibility of government and a right

to which all citizens are entitled, while the latter may
best be supported on a policy premise that the cost-causer
should be the cost-payer. In the end, the policy that 1is
adopted may depend on balancing those objectives as well as
the budget itself.

The Commission is prepared to respond to specific questions about
each of these funding options and will work with all interested
persons 1in determining the optimum funding methodology to enable
the Commission to carry out its public protection function.

2Under a user fee approach, certificated and regulated
utilities and pipelines are directly assessed fees usually based
on gross revenues, which approximate the Commission®s budget ap—
proved by the Legislature.

- 11 -

-35-



Recommendation No. 3

APUC should develop a topical reference system for commission

orders and court decisions.

The Commission supports this recommendation, which was previously
made in the 1979, 1984, and 1985 Sunset Audits, The Commission
also reiterates that funding is essential to the implementation

of this recommendation.

The almost-realised funding in the Commission®s FY89 budget would
have provided a part-time person to reference current decisions.
Howevc-, the historical decisions made during the past 18 years,
with particular emphasis on the last 12 years, are an integral
and equal, if not more important, component of a reference systen
which would serve all who are directly and indirectly affected by
Alaska utility regulation. The Commission believes the histori—
cal reference system could be developed through a one-time capi—
tal appropriation and that the current reference system could be

maintained with a part-time person.

Recommendation No. 4

Alaska Statute 42.05.030 should be amended to stagger the ap—
pointments of the two consumer members of the commission.

The Commission supports this recommendation.
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Appendix

The Commission also finds that the Appendix at page 23 of the
preliminary audit report which summarizes Commission appropria—
tions and expenditures for FY1988 and FY1989 is somewhat mislead—
ing because of the current sources and uses of funding from the
General Fund and program receipts. Accordingly, attached to this
response as Appendix C is a copy of page 23 with suggested foot—
notes to explain the variations 1in amounts presented.

While it disagrees with some of the specific findings and recom—
mendations in the preliminary audit report, the Commission sup-—
ports the auditor®s underlying objective of matching the duties
and the resources of the agency (and the state) and looks forward
to working with the Legislature in its consideration of the audit
report:. Please feel free to contact me if you have any questions
about this response.

Sincerely,

Susan M. Knowles
Chairman

Attachments
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1 STATE OF ALASKA
2 THE ALASKA PUBLIC UTILITIES COMMISSION
3
Before Commissioners: Susan M. Knowles, Chairman
4 Carolyn S. Guess
Louis E. Agi
5 Kathleen L. Whiteaker
Peter Sokolov
6
7 In the Hatter of the Consideration ) R-89-1
of Simplification of Small )
0 Utility Regulation ) ORDER HO. 1
9 )
ORDER ISSUING NOTICE OF INQUIRY FOR

10 SIMPLIFICATION OF SMALL UTILITY REGULATION
L BY THE COMMISSION:

1
12 Introduction
13j! A longstanding objective of the Commission and a sub-
14 ject of frequent legislative interest is simplification of reg-
15 iulation of small utilities. As a result, the Commission 1iden-
16 " tified this as one of its program priorities for the current fis-.
17 < cal year. At its Public Meeting on November 22, 1988, the Com-
18 4mission adopted a work plan for addressing this objective, the
19 I—first step of which is issuance of this notice of inquiry (NOT) .
20 . Background

i
21 5 A substantial number of the public utilities operating
22 Jin Alaska are businesses providing service in small, geographi-
23 gcally dispersed areas of the state; almost all of these operate

I
24 i outside the-major urban areas of the state. Of the 94 utilities
2 !
26

.R-89-1(1) (2/1/89)
| Page 1 of 11
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I
J

which are economically regulated,1 the following chart indicates,
by gross revenues and type of service, utilities that could be
proposed within a definition of a small utility. (Financial and
customer information for all economically regulated utilities is
provided on Appendix 1, an extract from the Commission™ F7 1980
Annual Report.)

UTILITY GROSS REVENUES

Less than2 Less than Less than Less than Less than
$1,000,000 $ 500,000 $ 250,000 $ 100,000 $ 50,000

Electric 18 10 . 4 1 0
Gas 1 - - - -
Refuse 5 1 - - -
Sewer 3 2 1 2 2 2
Telephone 2 - - - ° -
Water 22 22 22 15 14

TOTAL 51 35 28 18 16

For utilities subject to economic regulation, the reg—
ulatory scheme that exists applies uniformly to both large and

small utilities with relatively few exceptions. (For example,

1Per 3 AAC 48.820(43), ""economic regulation®™ means that the
commission®s jurisdiction extends to matters concerning rates and

charges for public utility or pipeline carrier services, quality (

of service provided by the utility or pipeline carrier tc 1its

customers or shippers, management practices of the utility or
pipeline carrier, and customer or shipper complaints concerning
the services furnished by a utility or pipeline carrier.”

2CS for SB369 (L&C), which was introduced in the last ses-
i. sion of the Legislature, proposed a simplified scheme of rate
regulation for utilities with annual gross revenues of $: ,000,000

or less.

R-89-1(1) (2/1/89)
Page 2 of 11 | -39- 1



Alaska Public Utilities Commission

Suite TOO

Alaska 99501

(907) 275-6222

420

"L ”Street,

Anchorage,

w

~

3,1

14
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|(certain recordkeeping requirements are less complex for smaller

sized utilities.) Since the Commission®s statute is modeled

JJafter a "Lower 48" average-size utility, a number of real or
q

_potential problems exist with the present regulation of small
|
Autilities.3
First, by its nature, regulation is a complex, techni-
cal process. The basic ground rules for utility regrlation in

Alaska are set forth in statute and regulations which exceed 150

pages in length and are written in the terminology (both legal

and technical) which is peculiar to these documents as well as to

utility regulation. State regulation 1is also influenced by, and
at times dictated by, national trends and developments. An ex-
tensive bibliography of regulatory texts, periodicals, and court
and commission cases have been applied to and interpreted in
hundreds of Commission decisions. Additionally, there 1is no in-
dex of Commission decisions,4 further complicating the process
for small, less experienced and sophisticated utilities. Thus,
small utilities face a formidable challenge in acquiring a work-
ing understanding of the rules, vocabulary, and formulas of the

process sufficient to operate as regulated businesses.

3The substantial assistance provided in regulatory matters
by Commission Staff (Staff) to smaller utilities attests to the
very real circumstances that face both these utilities and the
Commission under the traditional regulatory scheme.

beginning in 1979, with support of Legislative Audit recom-

mendations, the Commission has unsuccessfully sought funding for
development of an index of its decisions.

R-89-1(1) (271/89)
Page 3 of 11
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1 Second, wumall utilities, bccuuuo ,nE their geographic

2 locations and higher costs of operation, find personnel special-
3 ized in regulatory matters unavailable or extremely costly. Many
4 of the smaller utilities are basically one-person operations or
5 have few employees. As a result, they must be "jacks of all

6 trades™ specializing in maintaining adequate service above all

7 else. Their skills are focused in the area of operations, which
o are especially critical and challenging in rural Alaska, not in
9 the particular aspects of engineering, accounting, and record-

10 keeping which are typically required in the regulatory process.
N As a result, small utilities may find the complexities of the

12 regulatory process disinviting, if not overwhelming/ may not

13 maintain records in accordance with regulatory requirements; and
14 may find it difficult, without some guidance and assistance, to
15 provide the information necessary to meet the same standards of
16 proof for rate and other tariff revisions which are required of
17 larger utilities. This, coupled with a natural reluctance to

18 raise rates to their neighbors, can jeopardize the long-term

19 operation and existence of a utility. Furthermore, individuals
20 who are struggling to maintain viable utility operations in a

21 harsh environment or are otherwise independent-minded Alaskan
22j entrepreneurs may have little time or use for the complexities
23 j and requirements of regulation. Regulation is more likely to be
24 1, ignored and less likely to fulfill its stated public purposes

25

26

Jiunder these circumstances.

NR-89-1(1) (2/1/89)
Page 4 of 11 f
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Ji Third, the costs of compliance with standardized infor-
‘fmation and recordkeeping requirements may be high relative to

| |Jother costs and revenues for small utilities. Absent in-house
1expertise, the small utility is often put in a position where it
i

"must contract for outside assistance to fulfill its regulatory
needs. The costs incurred for attorneys, accountants, and en-
gineers, as well as for hearings before the Commission, can have
a direct and material effect on the rates paid by consumers.
While regulatory costs may be a relatively small portion of over-
all costs for larger utilities, they may actually be a signifi-
cant contributor to the rate increases required by smaller utili-
ties. As a result, small utilities may not be able to afford the
unavoidable costs of exercising their rights and fulfilling their
responsibilities under regulation. This problem is multiplied
for those small utilities operating in remote locations.

Fourth, small utilities may have financial characteris-
tics which differ from those traditionally identified with
economically regulated utilities. In particular, some of these
utilities have a small investment in rate base (plant investment)
relative to revenues and expenses 1in contrast to utilities which
require large investments of fixed assets in relation to revenues
generated. There are a number of reasons for this difference,
including, the utility may not be capital intensive by nature
(e.g., refuse utilities); the utility has received government

grants to finance its plant (e.g., water or electric utilities);

the utility was initiated with and financed by a real estate

R-(.9-1(1) (2/1/89)
Page 5 of 11 -42-
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14

15
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10

19

20

22

23

24 .

25

26 &

development (e.g., water utilities); or the utility owner has
contributed substantial "sweat equity” in one or more years of
the utility"s operation which is not reflected in booked capital
investment (e.g., all small utilities). Minor fluctuations in
revenues and expenses have significant consequences for the
financial condition of small utilities with higher ratios of
revenues to assets. Predictable fixed charges are a low portion
of these utilities™ expenses, and they may not have the cash flow
cushion provided by depreciation expense and return on investment
(as compared to operating expenses) which is available to more
capital intensive industries. The lead time and requirements of
regulation may be particularly critical to these small utilities.
Fifth, one of the consequences of the decrease in Com-
mission resources without a corresponding decrease in statutory
responsibilities and workload is that it is increasingly dif-
ficult for the Commission to provide the necessary level of as-
sis";ance to small utilities. For example, there have been a num-
ber of instances in the past where Staff has essentially prepared
and processed a small utility"s rate case, 1in particular, where
the financial health of the business depended on rate relief.
For some, it is the Staff"s analysis which provides the utility
with the 1input to determine the level of rate adjustment it needs
to meet its operating costs. The Staff routinely provides
guidance and assistance on other regulatory matters as well. |
While the need for and interest in providing this type of support

still exists, it is not possible to continue the past level of ,

. R-09-1 (1) (2/1/89)
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;ervice with existing resources.

Therefore,

other mechanisms

Jjmust be developed to simplify the regulatory process for small

utilities and to reduce their reliance on

The above discussion of small

not be read to imply that consumers of small

'less protection than those of

;Jabove problems with regulation of small

ai

utility regulation should

Iperience may suggest that the need is greater. Similarly,

individualized support.

utilities require

large utilities. In fact, ex-

the

utilities iIn no manner

jjdiminish the Commission®s statutory obligation to assure that

>

consumers of economically regulated small utilities are protected

2 w _
.with respect to the cost, terms, and conditions of service they

)

:providing those services.

r to utility size in prescribing the general

Commission through the promulgation of regulations to

"the law in its specifics.

It is the policy of the Commission to minimize the bur-

lldens and costs of regulation for utilities to the greatest extent

i
ipossible. However,

k]

The statute

Discussion

balance

is required

“receive and the reliability and safety“of facilities that are

is relatively indifferent

duties and respon—

1 sibilities of both the regulators and regulated but allows the

implement

in order to both assure

22 J- the protection of customers of a monopoly providing an essential

23 :

24

25

26

viability of. these utilities.

JR-09-1(1) (2/1/09)
Page 7 of 11
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il

implement this policy for small utilities by examining the cur-
rent approach to regulation and by developing simplified pro-
cedures for that regulation which minimize administrative and
regulatory burdens and costs for utilities and regulators. It is
the Commission®s intent to solicit input from all interested per-
sons on this subject by 1issuing this NOIl and to use that input
for drafting rogulntiono. Tha ragul.ntiona would, Jn turn, bo
noticed for comment and suggeste'™ changes prior to being
promulgated.

While there are many facets of small utility regulation
which are worthy of reassessment and refinement, the Commission
believes that its initial focus should be on the ratemaking pro-
cess. For the reasons discussed earlier in this Order, ratemak-
ing is perhaps the least discretionary and most critical of the
regulatory functions for small utilities. As a corollary to its
ratemaking review, the Commission intends to examine the annual
report forms currently used by small utilities for simplifica-
tion, wherever possible, and for maximum coordination with the
supporting information requirements of rate cases. The Commis-
sion understands that there are also opportunities for simplify-

ing other areas of small utility regulation, such as the prepara-
tion and processing of miscellaneous tariff filings. While com-
ments are welcome on the full range of regulatory reform for
small utilities, the Commission"s anticipated orqer of priority
in this 1inquiry is: (1) ratemaking; (2) annual report forms; and

(3 other matters.

R-89-1 (1) (2/1/89)
Page 8 of -45- ;e
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2

6

7

Interested persons are encouraged to provide the Com-
.mission any and all information and suggestions which they
jibelieve arerelevant to this inquiry. However, to facilitate
comments to the HOI, the list of questions which follow includes
.
Iissues which the Commission believes should be considered. Some

guestions are more relevant for utilities or their representa-

tives responding to this inquiry, while others may be more ap-

apropriate for a response from Staff or other interested parties

9

10

14

16

17

20

22

23

24

25

26

such as the Alaska Consumer Advocacy Program, the Alaska Rural
Electric Cooperative Association, .or the Alaska Telephone As-
sociation. All respondents are encouraged to be as specific as
possible and, where appropriate, to detail the content and format
of any forms which may be proposed.

1. What should be the objectives of any procedures for
simplifying ratemaking and reporting functions for small
utilities?

2. What should be the criteria for being designated a
"small™ wutility which is eligible for participation in simplified
ratemaking procedures?

3. What approach should be used to simplify the ratemaking
process for small utilities? For example,

a. Should the emphasis be on making periodic rate case
filings easier?

b. Should a simplified rate filing procedure similar to
that found in AS 42.05.301(e) and 3 AAC 40.700 -- 3 AAC 40.790 be

adopted? (A copy of these provisions is attached as Appendix 2.)

R-09-1(1) (2/1/09)
Page 9 of 11
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c. Should somo other alternative to traditional rate
base/rate of return regulation be implemented sucli as a ratio of
operating expenses to revenues?

4. What is the minimum amount of information needed to por-
form the type of small utility regulation which 1isproposed?

5, What additional information (above that suggested 1in
response to question 4) would be desirable or necessary to in-
crease the accuracy or accountability of small utility regula-
tion? what 1s the cost/benefit of acquiring that information?

6. What, 1f any, forms or information are provided to other
state or federal agencies by small utilities whichcould be sub-
stituted for some or all of the forms required for rate cases or
Commission annual reports? (Please provide a sample.)

7. lIs it possible to develop a substantially similar set of
forms to be used for both rate case filings and annual reports by
small utilities? (Please provide examples of proposed forms.)

8. What are the most difficult sections of the annual re-
port forms for small utililties to complete? Why?

9. What are the most useful and the least useful sections
of the annual report? Why?

10. What, 1if any, changes should be made in the procedures
for processing small utility rate filings in order to minimize

r their administrative complexity and cost? (Please provide an

f example.)

i R-89-1(1) (2/1/89)
Page 10 of 11/°
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11. What level of support have small utilities been provided
by Commission Staff for ratemaking or other regulatory require-
ments? . (Individual utilities should be as specific as possible.)

12. What level of support, guidance, or assistance IS necos-
sary for the Commission to provide to small utilities?

In conclusion, the Commission 1is issuing this HOl to
solicit comments on and suggestions for simplification of the
regulation of small utilities consistent with the Commission®s
responsibilities under the law. Written responses to this HOI
should be filed no later than April 3, 19B9, witli reply comments
due no later than May 1, 1989. Further procedures and schedules
will be established upon review of those comments.

ORDER
THE COMMISSION FURTHER ORDERS:

1. By issuance of this notice of inquiry, a proceeding
is opened for the purpose of considering simplification of reg-
ulation of small utilities.

2. A1l interested persons may submit comments in
response to the notice of inquiry no later than 4 p.m.,

April 3, 1989.

3. All interested persons may submit reply comments no

.later than 4 p.m., May 1, 1989.

DATED and EFFECTIVE at Anchorage, Alaska, this 3rd day of Febru-
= ary, 1989.
3

BY DIRECTION OF THE COMMISSION
(Commissioner Louis E. Agi, not participating)
(SE A D)

R-89-1(1) (2/1/89)
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N*0?THIO L'TILITI LA

(1907 Calendar Year)
Revenues
Total llet
Utility Hut Plant Revenues Income
(Oroya operating Hevcnuo Groatcr Than $5,000,000)
Alaska IMoctrlc Generation
Transmission Coopara-
tiva, Inc. $ 17,139,417 $ 16,256,727 $ 06,170
Alaska Electric Light anil
I'owar Company 34,739,603 15,000,700 1,360,002

Electric
Inc.1

Alaska Village
Cooperative,

Chngacli Electric Associa-
tion, Inc.
Copper Valley Electric

Association, Inc.

Golden Valley Electric
Association, -Inc.

llomer Electric Associa-
tion, Inc.

Kodiak Electric Associa-
tion, Inc.

Matanuskn Electric Associa-

tion, Inc.
Light I Power
Municipality

Municipal
Department,

0| Anchorage d/b/a 146,962,166 61,594,072. 722,462
Subtotal $966,553,040 $327,250,309 $22, 173,595
(T his Appendix contains excerpts from the Commission
Annual Report to the Legislature; footnotes are om

27,219,242 11,405,103

366,771,700

93,583,900

14,053,024 7,171,696

130,156,431 39,115,609
02,327,620 31,160,360
14,044,493

32,519,997

106,672,760 37,079,553

1,016,263

5,394,175

006,209

3,173,267

2,551,630

2,325,009

4,640,720

liners

10,370

4,970

60,007

2,350

26,704

17,239

4,35 1

27,479

30,0111

104,506

's FY3

itte d
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ELECT1}IC_UTI LIT\ES_[COIIT.)
(i807 Caiendfir Yearj

Revenues
Total Met
Utility Hot Plant Revenues Income Users

(Gross Operating Revenue Greater Than $l,500,000 but Less Than $5,000, 000)

Alaska Power & Telephone

Company $ 3,354,050 $ 3,164,175 $ 500,190 1,716
Arctic U tilities, Inc.1 2,152,979 3,146,571 249,226 26
Unrrow U tilities and Elec-

tric Cooperative, Inc. A 1,606,004 229,661 1,246

Dothel U tilities
Corporation, Inc. 2,036,500 4,277,113 136,114 1,691

Kotzebue Electric
Association, Inc. 6,449,004 2,790,390 420,407 973

llunlingak Electric
Cooperative, Inc.3 4,771,174 . 2,490,707 260,577 1,004

Tllinjlt-llalda Regional
Electrical Autliorlty 5,620,503 2,906,005 400,024 975

Subtotal $ 25,193,973 $ 20,557,933 $ 2,356,279 7,711

(Gross operating Revcmie Greater Than $500 ,000 bub Less Than $1.1,jo,000)

Anl.il; l.lght nnd Power
Company, Inc, $ 526,320 g 741,912 $ 119,449 150
G & K, Inc. . H/A 095,014 11/A 70

Cwltchyan Zlicn U tility
Company'* 690,130 570,600 <110,310> 297

Haines Light & Power
Company, Inc. 1,206,793 1,162,049 97,064 700

1-1l-1l Electric Cooperative,t
Inc. 1,522,032 695,272 <1,032> 259

) %
McGrath Light K Tower

Company'* 1,069,476 037,306 143,931 231
Sand Point Electric, Inc.5 430,301 939,039 2,132 400
Tauaua Power Company, Inc. 751,797 551,930 01,250 104
Yakutnt Power, 1Inc. 674,031 693,330 1 45,659 2111

Subtotal $ 6,000,400 2 7,095,260 $ 377,343 2,622



ELECTRIC UTILITIEU (COIIT.)
(iaoTcaiondarVcar)

" Revenues
Total" Hot
lit 11_1Ity lint rinnl: IInvcniion Income Usuis

(Grnaa Operating nevenno Leas Than $500,000]|

Andreanof Electric

Corporationl $ 120,345 $ 79,072 $ 15,203 37
Deities Light & Power, 316,722 373,529 <47,041> 49
Inc.
Ear llortli U tilities 355,414 112,315 <6,110> 41

Luvolock Electric
Cooperative, 1Inc.2 75,534 144,044 20,344" 69

Hartley U tility Company, Inc. 266,322 111,344 <66,062> 04

Middle Kuskokwiin Electric

Cooperative, Inc. 1,714,495 375,093 <21,233> 152
llopaklak Irclnaq Tower 141,137 275,343 61,212 01
Company3
Illortliway Power 6 Light, Inc. 327,927 366,442 « 39,759 110
Pelican U tility Company 504,202 394,794 106,033 107
Teller Tower Company 96,429 305,600 ’ 71,561 06
Subtotal $ 1,007,607 $ 2,539,256 < 252,066 019

TOTALS $1,002 ,635,913 $357,450,046 $25,159,203 195,,650



U tility

ICroaa operating nevenno

Greater Than

JNU.V&' Uj&( _V_IW,JVII 1wy I&'.)
qfta UT it.iTiEn
(1907 Calendar Year)
Revenues
Total Met
liet Plant Revenues Income Users

$5,000,000)

EIISTMI natural Gas Companyl

(a division o( Seagull
tliargy Corporation) $157.479,366 $99,956,451 $15,055,146 70,223
Subtotal $157.479,366 $99,956,451 $15,055, 146 70, 223

(Groan oporating navonno Creator Than $500,000 but 1.033 Than $1,500,000)
Darrou U tilities and

Electric Cooperative, Ina. S--~-— 004,907 $ 74,605 900

Subtotal I} $ 004,907 $ 74,605 900

TOTALS $157,479,366 $100,761,430 $15,529, 031 79, 131

REFUSE AMD GARBAGE UTILITIES
(1907 _Caiendar Year)
neveiiues
Total Met
Utility Met Plant Revenues Income Customers
(Gross operation Revenue Greater Than $200,000)
Anchorage Ilo(use, inc. $2,450,004 $ 9,210,396 $163,011 26,076
Channel Sanitation Corporation 276,094 2,132,305 <390,404> 4,920
brake's Sanitation, Inc.1 132,400 454,641 <0,716> 165
Eagle River Refuse, Inc. . 105W510 932,965 32,697 4,110
Far llortli Sanitation, Inc. 1,569,616 1,214,250 133,067 712
interior Services,

Ralph E. Uartlatt tl/b/a 700,022 519,91G <23,940 262
Kodiak Sanitation, Inc. 02,437 020,551 70,322 102
Peninsula Sanitation Company, Inc K6 2 252,395 1,350,321 05,004 1,340
Wosllln Refuse, Inc.3 130,700 541,037 74,504 702

TOTAL $5.077.045  $479176.390  $137.937 i !
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BCHEH JWAOTFjlIATt:'1) »TIt.ITIHO

jiiiu; calendar Vunrj
HF.VEIIUES
ToEh.l iiut
Util Itv Hot rinnt- rteyenuod lncoiao
(Oroao opcrntino Itovoitun Groatnr Than $1,000,000)

Water and
Wnntewntor U tility,
(lonic 1pn 11ty of
d/b/a

Anchorn<]u

Anchornyo

Colloijo U tllitioo

Subtotal

(Oroafi Oporntlng Hevomio
Uarrow U tilities nnd
electric

tive],

Coopera-
Inc.
Salmnntof U tilities,
Inc.

Settlers
ties,

liny Proper-
Inc.

Subtotal

TOTALS

Corp.2

Lena Tlian

$54, .102,553 $10,099,005

2,201,975 1,366,995

$56,504,520 $19,466,000

$>50,000)

Py 3 $ 554,500
50,000 004
-0 - 5,045
$ 50,000 $ 560,509

$56, 634,520" $20,027,309

$<1,20b,190>

101,412

$<1,106,77fl>

$ 3,338

514

<159,390>

$ <155,54 3>

$<1,342,321>

User3

49,140

5.554

50,694

367

12

302

51,076



TEIECOMITUHICATIOH UTIUTIftn

(Long Lilian nnd Local ExcHango Carriers)
(1907 Calendar Year)
llcvctiuon Main
Total Met = Access
Utillly Met Plant llcvecnueo Income Lines
(Oronn operating Onvcnuo creator Than ,000,000)
Alascom, inc. $329,029,964 $201,030,131 $42,456,392 11/A
Anchorage Telephone

Utility, Municipality

of Anchoraga d/b/a 219,695,213 07,020,300 1,669,750 112,107
General Telephone Company

oC Alaska 12,004,609 , 0,255,030 1,002,776 10,602
Interior Telephone Company 0,037,906 4,407,591 0,605 1,965
Ilatnmiska Telephone

Association, Inc. 91,414,691 29,325,474 1,301,100 25,410
Telephone U tilities of

Alaska, Inc. 94,000,561 43,760,040 6,n50,419 34,031
Telephone U tilities of

the Ilorthland, Inc. 071,909 14,045,103 2,050,959 14,297
United U tilities, Inc. 15,760,740 7,651,037 652,195 2,065

Subtotal $794,503,011 $476,294,074 $56,000,292 201,205
(Cronn operating Kovcnuo Greater Than $1,000,000 bub Long Than $<000000)
Atctlc Slope Telephone

Association Coopera-

tive, Inc. $ 3,429,404 $ 3 ,606 $ 564,797 055
Drlstol Pay Telephone

Cooperative, Inc. 3,073,711 1,517,469 150,112 942
Copper Valley Telephone

Cooperative, Inc, 10,453,257 3,432,200 696,210 2,795
Mukluk Telephone Company,

Inc. 2,731,542 1,363,916 347,015 642
national U tilities, Inc. 1,670,124 1,419,241 200,960 1,571
Ilushngnk Telephone

Cunpi'iative, inc. 3,436,799 1,754,223 304,736 1,206
OTZ Telephone Cooperative,

Inc. 3,900,170 2,001,021 349,909 1,540

Subtotal $ 20,695,015 $ 15,317,644 $ 2,622,635 9,631
(Gross operating Hevcnuo Less Than $1,000,000)

Dush-Tell, Incorporated $ 2,304,303 $ 014,510 $ <14,506> 520

Yukon Telephone Company,

Inc. 604,335 644,904 <63,290> 343

Subtotal 5 3,060,710 $ 1,459,414 $ <77,796> 1163

TOTAL 5026,267,574 $493,071,932 $ 50,6253 31 211,779
~— —
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WATE, UTILITIES

(19U7 Calendar Year)

Revenues

Gross Hot
U t Hot Plantl RoveMnes Incomo
(dross operatin;/ llovcnno creator Than $1,000,000)
Anchorage Hator and

Wastewater IILi 1lity,

Ilnniclpalily of

Anchorage d/b/a $91,067,395 $17,029,004 $391,062
Harrow U tllitles and

Electric Coopera-

tive, Inc. - 2 ItiQ)e 1 421,071
College U tilities Corp.3 3.605,731 1,402,341 170,270

Subtotal $94,753,126 $20,926,559 $990,403
{crona operating nevenno Loss Than $250,000)
Alpat Water U tility Company $ 93,299 $ 22,702 $ 9,976
Alyoska U tilities, Inc.* 05,609 102,143 20,522
Cliucjiak U tilities 247,410 51,919 go =
Dawn Development Corporation (Hot Reported)
Eagle ULIii ‘“os, Inc. - 0 - 29,459 7,060
Eklutna U tilities, Inc. 456,993 193,555 <66,475>
EllU, Inc. 66,600 9,727 <5,352>
Kwlk l.og Water System,

Myron Allon llcwton d/b/a - 0 - 2,600 090
Hatanuska U tility Company, Inc, 69,609 12,443 <1,159>
HcGahan U tilities, Inc. 22,001 23,046 2,603
HcKlinlcy U tilities, Inc.5 69,742 9,924 1,635
Horfolk U tilities, Inc. 696,505 240,156 235
Omlin Water Witlllty,

Taul Omlin d/b/a 31,216 4,437 533
rolluan U tility Company (Hot Reported)
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Utility

Potter Creek Hater Company

llomlg Park
Company2

Improvement

Samllakc Services, R. J. t
Clara Rhodes d/b/a

Settlers Day Properties, Inc,

South Central Utilities, Inc.

Southeast Utilities, Inc.,
Robert tl. Scott, Evelyn V.
Scott, Charles J. Schneider
and Marlene C. Schneider,

S & S Development d/b/a

Spcnnrd Heights Water

System, Wayne Catos d/b/a
Valley Water Company, Inc.3
Subtotal
TOTAL

WATBI UTir.ITIBfl (COLIT.)
(1907 Calendar year)
Gross
(let Planti Revenues
$ 128,642 500
0 - 12,350
35,643 ' 28,566
-+ 0 - 0,670
81,577 1,323
214,912 116,903
5,742 4,057
230,175 157,600
$ 2,530,656 ¢ 1,041,120
—
$97 ,209,702 C£ ,969.607

-56-

Hot
Income

<3,653>

<3,174>

9,310
<62,000>

<22,1U3>

30,415

<409>
54,560
$ <5,460>

$904,935

Users

85

130
62

1u

630

40
265

3,715

16, QU)



I anl:

§ <12.0fi.3G5 ITm.io UmiriEa and CAItiiEia § <12.05.381

Sue. <12.05.305, lutcresl »n deposits. (u) A public utility mny col-
lucl mid retain u deposit fur coiilruclcd recurring inoiillily service. A
public uLility Unit collects und retains n deposit ofover $100 for recur-
ring moiitlily servico utiall pay intercut on Unit deposit nt nr Indore Ilie
time il iu returned. Interest paid under Lliiu section nimll lie nt tin;
lejjnl rule or interest nt the lime Ilio depoail is made. However, if llie
deposit is placed iu nn interest licnriiif* account, the utility ulinll pay
llie inlerest rale of Ilie interest benring account.

(10 IfcltiliiigiieiiL payments result iu interruption of service, n public
utility is not required to pay inlerest under (u) of Iliis section for 12
months alter reosLublislinieut of service. (8 1 clt fil) SI<A 1080)

Cross referenced — For legal rnlo of
inlvicol, sco AS 'ID.15.010.

cc. <12.05.38L. Itntcs to he just nnd rensonulilo. (n) All rates
deinnnded or received by n public utility, or by nny two or more public
utilities jointly, for a service furnished or to lie furnished shall hojust
nnd reasonable; however, u rnlo mny not include nn allowance for
costs of political contributions, or public roluLions except for reason-
able amounts npent for

(1) energy conservation efforts;

() public information designed lo promote more efficient use of the
utility's facilities or services or lo protect the physical plant of the
utility;

(3) informing shareholders nnd members of a cooperative' of meet-
ings of the utility nnd encouraging attendance; or

() emergency situations to the extent mid under the circumstances
authorized hy the commission for good cause shown.

(M) lu -establishing the revenue requirements of a municipally
owned nnd operated utility the municipality is entitled lo include n
rensonulilo rate of return.

(c) A utility, whether subject to regulation hy the commission or
exempt from regulation, mny not clinrgo a fee for connection lo, dis-
connection from, or transfer cf services in nn amount in excess of the
actual cost to the utility of performing the service plus u profit nt n
reasonable percentage of Hint cost not to exceed the percentage estab-
lished by the commission by regulation.

(d) A utility shall provide for a reduced fee or surcharge for standby
water for fire protection systems approved under AS 18.70.081 which
use hydraulic sprinklers.

(e) The commission shall ndopt requlations for electric cooperatives
setting a rungo for adjustment of rales by a simplified rnfo filing
procedure. A cooperative may apply for permission to adjust its rules
over a period uf Lime under the simplified rate filing procedure regula-
tions. The commission shall grnnL the application if the cooperative

111
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526 i Aiaska Statutes Suitiement < 5 "1206J®

nntisflen tlio requirements of Ilio regulations. Tlio cotnminnion may
review iiiiplciiictilulioii of tlio simplified ralo filing pruccdma id lou-
mumble intervals nnd mny rovoko permission tu lino Ilia procedure or
regitira inodillention of tlio rntoa to correct nn error. (§ Ocli 1L1SI.A
1970: mn § 1cli 00 SI.A 1070; uni § 5eh 100 SI.A 1077:ini 5 4 eh <5
SI.LA 1000; am 53 ch 101 SLA 1000)

Effect of nilicinttinoiits, — Tin 1000 [
umcuiliiiciil milled mmittisccilou (o),

NOTES TO DECISIONS

l.oliliylni! expenses cxcltulcil from pcnscn or pmt or n iilllity™ lovomia re-
rovunuo requirement. — TIlio coiiiiiilb- qtilremciit. tlnnior Eluc. An.i'n v. Sliilo,
(inn nclcl rcnaiiimltly nnd witldii lla Bint* I’nh. Ulilu. CniniiTii, Sup. Ct. Op. No, MX.!//
utory authority lit cxcludiii|[ lobbying ex* ‘(Kilo No. S-1U52), I".2d (I'JU0O).

Sue. 42.05.J105, Charges for water nnd sower lino extensions,
(n) Awnlcror sewer lino extension may not lio constructed unless llie
lc{*islaLivo body of each municipality through which the c.-'ennioi.
passes hoa approved the extension. This oubucction doc3 noL apply lo
an extension Ilial will not crenlo any ehurgcs or assessments nguinal
tlio ndjaeunl property.

(b) Except as provided in (€) of this section, when utility service is
available lo a properly owner as n result of u water or sower line
extension, llie utility olleting Ilie hervice through the extension shall
notify the property owner, according lo the procedure set forth for
servico of process in the Alaska Rules of Civil Procedure, of llie
chnrj'ca nnd interest due tlio utility if the properly owner elects lo
obtain "lie utility servico through lhe extension. The properly owner
docs not owe llie cbnrgo fur tlio extension until Lite properly owner
connects to live extension. >

(c) Except as provided iu (g) of this scclion, and unless the properly
owner connects to Ilie extension,

(1) charges do not nccruo against the property for construction of
the extension; oo .

(2) interest docs not accrue against tlio properly for the construc-
tion of the extension; and

(3 a lieu or encumbrance may not ho levied ugninst llie property
for the construction of Llie extension.

(d) If the cosls of constructing nwnlcr or sower line extension liave
linen paid by charges collected under this chapter, n utility may not
ciutrgu for connection lo llie extension an amount grculcr Ilian [liu
actual cost of Ilie connection.

(e) The provisions of this scclion do not apply to n wnlcr or sewer
line extension constructed by a municipality under AS 20.40. (8 I cli
107 SLA 1900) ’ :



J AAC Ai.aska Aiiminiuiiiaiivu Ooiik J AAC <IU.(lil)
cx|ilitiiiiiif; (ho iciiflon lor tlio nclion and slating Unit thu action iu
without prejudice lo refiling.

(h) 1fan application iu found lo ho pm linily mchEIyLoordefectlve
a loiter may ho written lo tllo lipplicmiL containing the nlotoinont "lly
direction of tlio commission" in which _q_ttentmn iu directed to tho
application may ho dismissed unions ButIuIncIory action is talien lo
correct the deficiencies of the application. If the applicant needs addi-
tions! lime to perfect his application, ho muy rcipicsl an extension al
least live days before the deadline (Into specified in the commission's
letter. Thu commission may then hy letter grunt or deny the request or
specify nn alternative deadline date.

(c) if the commission’ll tcclmicnl olaif finds thal nn ap(fllcatlon
which is otherwise complete, lackr certain information needed lo de-
termine and fully cvnluute its merits, the commission mny request the
applicant lo furnish it, hy a specified dale, iu a letter written "lly
direction of the commission" and the apphcant shall supply it hy the
duLe specified as a condition precedent lo any further action hy the
comm|)ssmn other than dismissing the application. (EIf. 1/13/73, Regis-
ter 44

Authority: AS <t2.0G.HHI)
AS <12.05.Gi

3 AAC '18.om IJUUDEN OF PROOF. Every applicant shall
have the burden 0f furnishing whatever information and dnla thal
may be required to prove lo the commission’s satisfaction that the
applicant has, or will, comply with tlio governing law nnd the provi-
sions of any appllcable rule, regulation or order or the commission.
When a governing law requires the commission Lo mukc a finding in
regard lo any application, the applicant shull, iu each case, have the
burden of furnishing whatever information, data, und ducumcenls may
he required lo prove lo the commission’s salisfacliou that the finding
is justified. (EIf. 1/13/73, llegislcr <M)

Authority: AS <1206.111
AS 42.05.151

Articlo 5. Simplified Rato Filinjf Procedures
for Electric Cooperatives

Section ' Section
70%1 Alifilicnltoiioad purpose 74J Tingel TIER dolcrmitinllon
I'tlin e uire entﬁ 0. leAInllous oil use of simplified pro-
720. Supp Informnlinn ceduic
7(10, Nollce nnd cHeclivedule 780, Applicnlion of rnlc increnses
750. Calcuhilion of rP_rER 73U ~N'osl of-BCI VICO IiIiIIg&
428
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J AAC <10.700. APPLICATION AND PUHPOSI3. (a) Tlio pur-
Ixino or 3 AAC '10.700 — 3 AAC -10.700 in lo implement AS
-12,011.."101(e) mid to establish simplified, expedited [iliii(" and rnlo nd-
junimenl procedures Tor those nonprofit electric cooperatives orgn-
ni'/od under AS 10.25 nnd regulated by Mio commiusion.

(It) 1f allowed or required by 3 AAC 4U.7-10, on electric cooperative
organized under AS 10.25 may udjunt rates no moro than cpinrterly
Ixuied on tlio filing rcipiircmenla nnd other conditions net out in 3
AAC -10.710 - 3 AAII 40.700. (EIf. 1/1/07, Register 100) '

Aiillnirllyi -~ AS 12(15.111 AS >1205-111
AS -12.05.161 AS 4205121 .
AS 42.05.Ufll AS 42.054U1

3 AAC -18710. PILING REQUIREMENTS. (a) A rnlo nd.Lu.st-
inont filing under 3 AAC 40.700 — 3 AAC 40.700 is governed hy 3
AAC -102-10 and 3 AAC 40.270.

@ A cooperative Hint ndjusls its rates under the authority of s
AAC -10.700 - 3 AAC -10.700 shall then file nil of the informalion
required hy s AAC 48.720 for whichever period is elected, (pun torly or
semi-annual, whether or not n change in rales is requested, until
permission lo discontinuo tlio riling is (‘ranted hy tlio commission or
(lie cooperalivo sulnnils n filing in nccordunco with AS 42.05.411 nnd
3 AAC 40.275T A cooperalivo thnt files the information required hy 3
AAC 40.720 for each quarterly period shall Illo IhnL iufuriimfion
within 00 days alter the end of cucli quarter, nnd a cooperative that
liles llie information required hy s AAC 40.720 for each somi-nnniial
period shall lile that information wilhin )0 days alter the end of the
semi-annual period. (EIf. 1/1/87, Register 100)

Authority: AS  42.05.141 AS 42.05.411
AS 42.05.151 AS 42.05.421
AS 42.05.Ufll AS 42.U54U1

3 AAC -10.720. SUPPORTING INFORMATION, (a) In accor-
dance with 3 AAC 40.710(h), a cooperative shall lile with the commis-
s_io(rj] the following information for each quarterly or semi-annual pe-
riod:

() Arrdc Form 201 (Modified REA Form 7);

() a schedule and explanation of nil amortized expenson;

(3) a schedule nnd explanation of all pro forma and normalizing
adjustments;

(4) a schedule nnd explanation of each line item on AI’'UC Form

201 which hns increased or decreased more than 1I) percent from lhe

previous 12-month period;

(5) nschedule of the calculation of The cooperative’s Times Inter-
est Earned Ratio (TIER), calculated in accordance with 3 AAC

40.750;



i/V.73£ >tt 730

3 AAC <6730 Alaska Adminisikativu Coins 3 AAC 4//3U

it schedule showing tlic iiilio of residential class kilowatt-hour
nnles lo loftd kilowntl-limir nidus for Ilie current 12-ntiinlli period
and llie ralio llml existed when the cooperative litnl tiled n cosl-of-

servicu sudy, R

(7) if oppiopiitito, it schedule showing the ratio of retail Itilownll-
ltotir sales as a Eercen_ta?e or total retail nnd wholcnnlc kilowatt-
hour sales, nnd the ratio [ltnl existed when the cooperative tiled its

Inal cosl-of-scrvice study; and 3 o

~a copy of the cooperative's annual certified audit, including

any adjusting journal entries. _ .

(I(i? If @ cooperative proposes lo ndjuol rutcS in accordance with 3
AAC 48740 based on il3 quarterly or scinl-iuuiual tiling, the coopera-
lt.'Ve shall lile with the commission the following additional informu-
jon:

(D) wriirsheets showing uny proposed adjustments lo the cooper-
ative’s rules; o S
(2% if upplicnblc, power cost equalization updulcs, including larilT

X

(3 n copy of the resolution of the board of directors of the coopera-
tive authorizing the requested increase in rates; and

(D a narrative description or evidence of the cooperative’s actions
taken lo comply willi the notice requirements in 3AAC 48.730. (EIf.
1/1/87, Registér 100)

Atilliot Ily: AS 42.05.111 . AS 42.05.411
AS 42.05.151 AS 42.05.421
AS 42.05.351 AS 42.05.431
>19.730

3 AAC 45730 NOTICE AND EFFECTIVE DATE,Ag)A co%%
erative's rale adjustment tiling under 3AAC 40.700— 3 AAC 4871
is governed iiy 3AAC 48280 und will become permanent at the end of
the notice period described in As 4206411 unless llie commission
suspends the filing in accordance with as 4206421 If Llie commis-
sion suspends the filing, the commission will, iu its discretion, allow
the filing to tube ell'ccl on nti interim basis, subject lo refund.
() A cooperative shall provide lo its customers prior individual
uuLicc of llie intent of its board of directors lo consider participation iu
llu: simplified rule liling procedure established in 3AAC 48700 — 3
AAC 43700, Thai notice must include, at a minimum, _
(D) the purpose of 3AAC 48700— 3 AAC 48700 und its possible
cll'ccl on recurring electric rates on a quarterly or semi-annual ba-
sis, whichever is appropriate; _ _
(@ the time mid place of the hoard of director's meeting scheduled
for consideration o the appropriateness mid desirability of partici-
pation iu the simplified rale procedure; and

430
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{IcknowcilgniciiL. lluit tlio innjnr responsibility for rmlo ndjusl-
moiils under tlio siinplilicd procedure will rust with Ilie linnnl ol
directors of llie cooperalivo rullicr limn witli. the commission.
©  Acooperative shall provido its customers with rensounhle notice
of uny rule adjustments approved hy its hoard of directors cither he-
{ore i)(ngt lhe time the rulo adjustment lakes cRecl. (lil'f. 1/1/87, Kegis-
or

Authority: AS >I12.0G.HI AS 0S|
AS 12.05.151 AS >12,05121
AS 12.05.381 AS <20ri>131

3 AAC -8.710. UATI3 ADJUSTALI3NTS. irn cooperative's TIKIt
deviates front Llie cooperative’s Target TII'JR, the cooperative may ad-
just rales in accordance with 3AAC 48.700— 3AAC X187 1o achieve
its Tni-Rel TIICR. 1f a cooperative’s TIIR is more than live percent
ahove llie cooperative’s Target TICR, Llie cooperative sliall "reduce
rates 1o uchieve its Target TUCK. (Ifif. 1/1/87, Register 100)

Atilliority: AS 42.05.111 AS 42.05.411
AS >12.05.151 AS 1205421
AS 42.U5.)8 AS 4205111

- 3 AAC 48750. CALCULATION OF TUCK. A cooperative's TIICK
is calculated for the most recent 12-month period, hnsed on the infor-
mation liled iu accordance with 3 AAC 48720 und ou the following
prlnc?les: _ _ o
h ) tge annualized long-term interest expense ror Llie period must
e used; _ .
(D the actual operating expenses for the period must he normal-
ized o remove nonrecurring items and lo adjust for items normally
amortized for ratemaking purposes, and may also he normalized [0
rolled pro forma adjustments for known und meustiruhlu changes
that are more than likely lo continue through the period iu which
the rales will he iu efféct; _ -
interest incomo must ho included iu the delerminalioii of
- TICK lo tlio extent that interest income exceeds short-leriu interest
expense. (HIT. 1/1/87, Register 100)

Authority: AS 42.05.141 AS 42.05.411

AS -12.05.151 AS 42.05.421

AS >12.05.381 AS 12054:11
3 AAC 18710 TARCUT TIlilt UHTICHMINATION. () The
Tar_?et TIift (Times Inlerest linrucd Italia) far a ctmporalive s llu;
TIIilt approved hy the commission in |Iml cooperative's lasi, general

rale case or the TIlilt established under (h) of this section.



*/.£.770

i AAC) *10.770 Aiaska A i>miui3TUAtivjs Conn 3 AAC 'I(j,7H)0"

(1) 1y pelil.ioii separate itoiit another proceeding under 3 AAC
*10.700 — 3 AAC <U(L7)3 n cooperative may request Ilial n new "lurf'cL
THOIN fa; mil, ltiuiod on consideration of tlio coopoinLivo'mpreoenL cipiily
linn, morlgnge covenants, the cnpilal credits rulireinenl program of
Ilie ciiojiernlivo, nnd oilier reloviiiil lueLors. (MC. 1/1/07, Register i00)

Allicikyi  AS 2.tinM AS <2641
AS Q1515 AS 2.n.401
AS <RIG.EL AS <251

3 AAC <170, LIMITATIONS ON USI2 OF SIftIPLIFIKI)
PItOCFOURF. (a) Hale adjustments allowed under 3 AAC '18.700 —
3 AAC <10.71)0 may noL exceed a cmmilnlivo 20 percent increase in any
three-year period, or a cumulative eight percent iu any 12-monMi
period, excluding purchased power and fuel costs rate adjustments.

(®) For ['nod cause shown, the commission will, in its discretion,
revoke or deny a cooperative's nulliorily Lorequestan incrcnso under
lhe sinf})lified rlo fiIinfogrocedure in 'KMAG-"18r7()U-="T"AAC"18."7)0.

(Fir. 1/1/07, Heijisler 100) 3*00. {V>700 - jr//jc. 715.77a .
Aiillmiilly: AM <2111IM | Al <i21i.-111

AS <12(15151 AS <12(1G<I2i

AS 42.05.aul AS 42.05.431

3 AAC "L(L7(10. APPLICATION OF HATE INCHEASICS. Arale
increase granted tinder 3 AAC '10.700 — 3 AAC '10.75)0 must lie ap-
plied as an ncross-lhe-honrd adjustment lo all recurring charges, ex-
cept (lie customer charge. (Fir. 1/3/07, Register 100)

Aulliiuilyt AS <12051-11 AS 42.05.411
AS 4205151 * ° AS 42115421
AS 4205.31)1 + AS 42.05.431

‘AN T70
3 AAC -f)./)0. COST-OF-SI3RVIC12 FILING’S. To ensure thal n
cooperative’s rates properly rellccl the cost Loserve the various classes
o' customers, a cosl-of-servieo aludy in accordance wtlli 3 AAC
40r'IUE) — (i) must ho filed iT
() the residential class kilowatt-hour sales as a percentage or
Inlal kilowatt-hour sales, on nu annual basis, changes hy more than
0 percent from the percentage that existed when the cooperative
last liled a cost-of-scrvice study; or
(2) the retail kilowatt-hour sales as n percentage of total retail
and wholesale kilowatt hour sides, on on unnual basis, changes hy
more limn 5 percent from tlio percentage that existed when the
cooperative lauL liled u coal-of-servico study; or

<132



3 AAC 488(10 Commehob and Boom. Ukv. 3 AAC <18(18

(3 tlio coopurallvo filesn rule cnr.o complying with therequire-
ments of AS <1205<111 uml 3 AAC <1(L275, ami if 6 AAC <18510111)or
(h) requires that cooperative to lile a cnsl-of-service study.

(EIf. 1/1/87, Register ()

Anlliorllyi  AS 1205141 AS 4205411
AS 4205151 AS 4205421
42.05.301 AS 4205431

Article 0. Miscellaneous Provisions

Scclion . Scclion
000. (icncrnl mJininlstrnllve provisions 85& Nele>nlinn or iiiillmhily
Wb. Wuivois | Dclioilioits

3 AAC <18800. (3I3NI3UAL  ADMINISTUATIVIZ PROVI-
SIONS. (a) ISuch utility mid pipclino carrier has the coiiliiuiing ru-
cponsihilily To conl'orm tlio hmgungc at'its tariff with the dnliuil.hms
in 3 AAC <Buml 3 AAC 82. A definition Unit is not substantially Ilie
same must be revised by means of an* appropriate tariff filing.

(P) Definitions conluincd in 3 AAC 82.080, 3 AAC 82.180 und 3
AAC 82.340 also apply lo the defined words as they arc used in 3 AAC
<18.010 — 3 AAC <10.820. (13f. 1/13/73, Register <M am 1i/20/81, Regis-
ter 00)

Authority: AS 4205.141 AS 42061 llli)
AS 4205151 AS 4200350

3 AAC <1880». WAIVI3RS. (a) Except for those that are also re-
quired under AS 42.05, any requirement in 3 AAC <Bmay lie modified
or wnived, in whole or in part, hy order of the commission upon appli-
cation mid a showing of gaud cuusc or on Llie commission's own mo-
tion.

(h) Application for waiver under this scclion must he in writing and
must set out Ilie pertinent facts in sufficient detail to support a finding
hy the commission that no legitimate public interest will he served hy
enforcing Ilie requirement designated in the application. An applica-
tion under this section mny bho made lo the commission hy motion,
petition, or, wlicro appropriate, hy n Inrilf advice letter.

(¢) If modilicalion of u requirement in 3 AAC <I8cannot he granted
without also exempting llie applicant from u provision of AS <12.05,
the application for the modification or waiver must include applica-
tion for exemption from liio provision of AS <12.05.

(d) The commission will grant or deny mi application, in whole or in
purl. The commission's decision will lie iituintmccd hy order or in n
leller written "lJy Direction of tlio Commission." (Elf, (/2)/&, Regis-

ter 1X)



Appendix D

42.05.711 (b) id amended to rends

(b) Except as otherwise provided in this subsection, public
utilities owned and operated by a political subdivision of the
state, or electric operating entities established as the in—
strumentality of two or more public utilities owned and operated
by political subdivisions of the state, are exempt from this
chapter, other than AS 42.05.221 - AS 42.05.201 and 42.05.305.
However,

(1) the governing body of a political subdivision may elect
to be subject to this chapter and may elect to revoke a previous
election to be subject to this chapter; and

(2) a utility or electric operating entity that is owned and
operated by a political subdivision and that directly competes
with another utility or electric operating entity is subject to
this chapter and any other utility or electric operating entity
owned and operated by the political subdivision is also subject
to this chapter; when the direct competition ends the governing
body of the political subdivision may elect not to have one or

more of the utilities or electric operating entities owned and

operated by the political subdivision subject to this chapter.
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APPENDIX C

APPENDIX

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
ALASKA PUBLIC UTILITIES COMMISSION
SUMMARY OF APPROPRIATIONS AND EXPENDITURES
For Fiscal Years 1988 and 198?

(UNAUDITED)
1988

1988 Expenses and 1989 -

Category Authorized Encumbrances Authorized

Personal Services $2,113,600 $2,103,A06 $2,113,600
Travel 28,660 27,A23 57,100 2/
Other Services 1,592,330V 1,22ft, 346V 1,688,500 2/

Supplies 21,000 . 20,800 22,000

Capital Outlay- 3,910 3,910. 2,900

Total $3,759.500 $3.379.885 $3.884.100

Note: The information included in this summary was obtained
from APUC records and the state accounting system.
This information has not been audited by us and,
accordingly, we express no opinion on it.

Commission Footnotes:

1/ The "Other Services”2category- is- predominantly funded
through program receipts which can only be expended for
case related activities which are reimbursable by cost
allocations. The difference between the 1988 authoriza-—
tion and expenditure in this category is because of a
lapse in program receipts funds which were not required
for case related expenses.

2/ Since FY1982, ™"Travel™ and "Other Services"™ budget authori —
zations have been funded by both the General Fund and program
receipts; For FY1989, the funding racio is $27,100 General
Fund to $30,000 program receipts for the "Travel" category
and $473,500 General Fund to $1,215,000 program receipts
for the "Other Services" "category.
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