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ANALYSIS -FISCAL NOTE FOR SB 514

If enacted, SB 514 would operate to immediately deregulate the utilities owned
by the Municipality of Anchorage (MOA) which are currently regulated by the
APUC. Although only 4 of 119 regulated entities (3.4%), given their size and
complexity, the MOA utilities constitute a much larger work load component.
Even when, factoring out those areas which will continue to be jurisdictional
under other sections of AS 42.05 (i.e., certifications, interconnections, wholesale
power agreements, access charges, etc.), the APUC estimates that its work load
will be decreased by approximately 10%if SB 514 becomes law.

A 10% reduction in the Personal Services line item, commensurate with the
anticipated work load decrease, equates to 4.0 FTE positions. The distribution
of impact results in staffing reductions per the following probable scenario: 1.5
Utility Financial Analysts; .5 Utility Tariff Analyst; .5 Utility Engineer; .5
Consumer Protection and Information Officer; and 1.0 support position.

6386D/3690b
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Patnck M. Rodey
Serator

DATE:

TO

FROM:

Alaska ~>tate legislature AnC. &, Liteso

Andomize, Alada 99503
@) 51-A18
During Sessio:
P.O.BoxV
Jreau, Alaska 9811
(907) 866-373
Senate

March 12, 1990

Senator Dick Eliason

Senate Labor &

Senator Patrick Rodey

Senate Bill 514 - legislation relating to municipal utilities

being exempted from APUC

I respectfully request that the above-mentioned bill be scheduled for a
hearing as soon as possible.

If you have any questions, | would welcome discussing the bill with you.

Thank you for your consideration of this request.



Senate Judiciary Committee

April 3, 1990

MEMORANDUM

TO: Senator Dick Eliason, Chairman
Senate Labor and Commdte”™ Committee

FROM: Senator Jan raik;

SUBJECT: Senate Bill 5UK Act relating to the exemption from
regulation by the Alaska Public Utilities Commission of public
utilities owned and operated by political subdivisions."

Recently | provided Ms. Peterson with suggested language for inclusion in
Senate Bill 514 which is currently in your committee. | would greatly
appreciate your consideration of scheduling the bill at your earliest
convenience, as well as considering the new language as a proposed
committee substitute.

If I can provide you with any additional information, please just let me
know.

Thank you.

Post Office Box V e Juneau, Alaska 99811
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IN THE SENATE
CS FOR SENATE BILL NO. 51A ( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to the exemption from regulation by

the Alaska Public U tilities Commission of public
utilities owned and operated by political subdi-
visions ."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 42.05.711(b) is amended to read:

(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 instrumentality of
two or more public utilities owned and operated by political subdi-
visions of the state, are exempt from this chapter, other than AS 42.-
05.221 -42.05.281 and 42.05.385. However,

(1) the governing body of a political subdivision may elect

tobe subject to this chapter; [AND]

y (2) a utility or electric operating entity that is owned

0
and operated by a political subdivision and that directly competes
with another utility or electric operating entity is subject to this
chapter with respect to the service for which there is direct competi-
tion;- and

(3) a utility furnishing telecommunications service that is

owned and operated by a political subdivision that has a population of
more than 150,000 is subject to this chapter [AND ANY OTHER UTILITY OR
ELECTRIC OPERATING ENTITY OWNED AND OPERATED BY THE POLITICAL SUBDIVI-
SION IS ALSO SUBJECT TO THIS CHAPTER].

-1- CSSB 514( )



SB 514: "An Act relating to the exemption of municipul utilities
from APUC."

. The commission believes that the changes proposed by SB 514 ore contrary to
fl L sound public policy and, therefore, opposes its enactment. As currently written,
AS 42.05.711(b) sets out the presumption that utilities owned and operated by

political subdivisions are exempt from commission regulation as to rates and

quality of service. Puragraph (2) of this subsection creates an exception in cases

< where such utilities directly compete with another utility. In that instance, the
competing utility as well os all oilier utilities owned by the political subdivision
U . become subject to regulation.

The commission believes that the existence of the current statutory language
provides for a level of public protection which extends beyond the mere
resolution of utility "turf wars." Subsection .711(b)(2) also protects the public
from the possibility of a municipality (or other political subdivision) subsidizing
its utility to thwart competition.

Under regulation, the commission provides reasonable assurance that the
competitive playing field remains level. In the absence of regulation, the
potential for uneconomic competition is real. Consequently, the commission
supports the continuation of subsection .711(b)(2) as sound public policy but
offers the modification described below.

As noted, the current statutory language requires the regulation of all utilities
owned and operated by a political subdivision even if only one of them is found
to be in direct competition with another utility. This provision assists the
monitoring of transactions and cost allocations between utilities to ensure that
cross-subsidization does not occur. The commission is satisfied, however, that
its ability to investigate such issues would not be substantially impaired if
noncompeting utilities owned or operated by political subdivisions were not
regulated as to rates and quality of service.

Since this "catch-all" provision seems to have been the most objectionable, the
commission would not oppose substitute language which still required the
regulation of a competing utility but did not require the regulation of all other
utilities owned by the political subdivision. The commission’s proposed
language is as follows:

gj
g, gi PROPOSED COMMITTEE SUBSTITUTE FOR SB 514
E
E a ASection 1. AS 42.05.711(b) is amended to read:
0
0 a (b) Except as otherwise provided in this subsection, public
u > utilities owned and operated by a political subdivision of the state, or
u- 2 electric operating entities established as the instrumentality 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 -
Cr AS 42.05.281 and AS 42.05.385. However,
3 C
E o Q) the governing body of a political subdivisiestmay
to be subject to this chapter; and
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Position Pnper
SB 514
Page Two

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].

5

Lairy Merculieff, Commissioner

Date: ~VN/

LM/LW/dgl6411D
3690a



o _ P.O. BOX 196650
M unicip ality ANCHORAGE, ALASKA 99519-6650

(907) 343-4431
of

A nchorage ,\T,IOA'\{'(OF&NK’

OFFICE OF THE MAYOR
March 12, 1990

Economic Self-Regulation
HB 549 and SB 514

Municipality of Anchorage Support

Last summer, the Municipality of Anchorage held public hearings prior to passing
an ordinance self-regulating its utilities. The process began in June and ended
August 15, 1989. The APUC was aware of this effort yet never provided any
testimony objecting to self-regulation.

The Assembly and the ffeyor unanimously support economic self-regulation. The
utilities also agree the Alaska Statute should exempt Anchorage just as all
other municipal public utilities are exempt. The border dispute between ML&P
and Chugach Electric has been resolved for over 5 years yet the Statute has been
unchanged. Ihe control is left in the hands of the APUC not with the
Municipality of Anchorage.

Borne Rule Issue

The State Constitution supports Borne Rule. This issue is at the heart of self-
regulating Anchorage utilities. The Municipality of Anchorage must be allowed
to be exempt from APUC regulation. Local control is supported by the
Legislature.

Public Policy, Consumer Protection

Elected officials, the Anchorage Assembly, will determine economic issues such
as rate changes. They are not a bureaucratic state agency but a group of
locally elected officials accountable to tie public, the consumers. All other
municipalities in Alaska are exempt from economic self-regulation.

Utility Regulatory and Mvisory Commissions

Under self-regulation, these commissions in Anchorage review and make recommen—
dations to the Mayor and Assembly on regulatory matters. Thirty-one (31) mem—

bers of the public sit on these commissions and hear from the consumers and the

public cn utility natters. A very public friendly process. Not quasi-judicial

like the APUC.

Cost Savings

The MDA estimates savings of over $3 million over the next 4] years. The APUC
has stated cost savings of 10%. We believe that Anchorage area utility matters
consume in excess of 40% of the APUC"s staff and budget.

The Legislative Budget and Audit Committee recommended exempt ng Anchorage from
APUC 1in a February 1989 report. 1In response to the Legislative Budaet and Audit
Committee report, the APUC agreed.



\', MUNICIPALITY OF ANCHORAGE

ASSEMBLY MEMORANDUM

No.

Mooting Date: Sepeembsr 12, 1989
Fzoxxu M«y°*

Subject; Assembly Resolution Nc. AR 89-152(3) Amending the Code
of Regulations and Adcpniag Municipal Regulations 4.70
and 4.80 Relating to Rules of Procedure for the
Anchorage Utility Advisory Commissions and Anchorage
utility Regulatory CommLaeion, Respectively

The subject resolution has bean resubmitted for Anchorage
Assembly approval pursuant to Anchorage Municipal Code 3.40.040
and In conjunction with the Aa&umsly approving AR No. 89-113 and
AO No. 89-51(3-3) pertaining to economic self-regulation of
municipal public utilities. 1-Ocognising that effective self-
regulation requires the implementaoion of certain uniform rules
of procedure by the advisory an: regulatory commissions, the sub-
ject resolution and associated ruiss of procedure are submitted
for Assembly consideration and approval.

Regulation F,.70 sets forth procedures applicable to regular and
special meetings conducted by t;-» municipal advisory commissions
at which ongoing utility mattere are systematically addressed,
and procedures applicable to public hearings on matters cf perma-
nent rate increases and custom*:: complaints per AMC 3.40 and
3.60, respectively, and on otr.-sr matters as provided for per
AMC 4.70.010. Particular consideration is given the public in
permanent rate and complaint matters due to the direct effect
decisions made iIn these areas have on the utilities* customers.
Such consideration in matters of permanent rates is reflected in
the public notice provisions of 1.70.404 and throughout Articles
I, 1V and V which specifically address the public hearing
process, 1including filing requis“&ents and public participation
in the permanent rate and associated cost-of-servica and rate

design processes, Special provision is made for abbreviated
filings, where applicable and sp”~isl contracts to ensure appro-
priate review within shorter and specific timeframes. As indi-

cated iIn 4*70.402, applications for review of complaint matters
shall be reviewed iIn accordance with the administrative adjudica-
tion procedures in AMC 3.60,

Regulation 4.80 sets forth procedures applicable to meetings con-
ducted by the regulatory commission at which primarily rata mat-
ters would be addressed, and procedures for reviewing
recommendations received from the advisory commissions on rate
matters, Discretion is afforded rhe regulatory commission to
make its own recommendation, ax.:i.v;-anied by draft ordinance,



based solely on the review of tha racord as developed before the
advisory commissions and med= available to it, or upon a public
hearing conducted by the regv .atcry commission itself, The same
consideration given the publi. r.n_the advisory commission regula-
tions apply to, and appears Tfisoughout the regulatory commission
regulations, particularly with respect to noticing and
participatory provisions and t"lroughout Articles ill, 1i1v and V.

Municipal Regulations 4,70 tud 4.80 are designed to provide a
framework within which the ~jtoctive advisory and regulatory
commissions can be relied y:.—; to function both responsibly and
effectively iIn asaicting tno Municipal Assembly 1in regulating
municipal public utilities.

Municipal Regulations 4.70 and 1.SO reflect the coordination and
cooperative efforts of the administration, municipal utilities,
and the utility commission? The Administration recommends
approval of AR No. 85-152(3) .-.dogfcing Municipal Regulations 4.70
and 4.80 relating to advisory -2rid regulatory commirsions rules of
procedure.

Concur:
Larry W, drawfora'0 Lae a. Nunn, Executive Manager
Municipal Manager Enterprise Activities

Respectfully submitted,

Mayor

"6 /comm



Submitted by: Mayor Tom Fink
Prepared by: Enterprise Activities
For Reading- September 12, 1989

ANCHOR* 52, ALASKA I~ JUer
AR NC a;-242(5)

A RESOLUTION OF THE MUNICIPALJ"1 OF ANCHORAGE, ALASKA, AMENDING
THE CODE OF REGULATIONS AND AU PTIJfO REGULATION 4.70 RELATING TO
THE ANCHORAGE UTILITY ADVISOR> COMMISSIONS* RULES OF PROCEDURE

AND REGULATION 4,80 RELATING T( ANCHORAGE UTILITY REGULATORY
COMMISSION®S RULES OF PROCEDURE.

THE ANCHORAGE MUNICIPAL ASSEMBLE RESOLVES:

WHEREAS, the Municipality of Anchorage adopted Assembly
Resolution No. 89-113 on Au<w*t 15, 1989 exempting itself,
pursuant to Alaska Statute 42.C~.721(b), from economic regulation
by the Alaska Public Utilities Commission; and

WHEREAS, the Anchorage Municipal Code 3.40.040 requires
that regulations adopted by mun c..pal commissions for purposes of

governing 1its procedures be approved by resolution of the
Assembly to be effective.

NOW THEREFORE, BE |IT RESOLVED by the Assembly of the
Municipality of Anchorage, Alaska, as follows:

Section 1. The Assembly hereby finds and concludes that
it would "Bear serve the interests of the citizens of Anchorage
and the customers of the Anchor -.ga municipal public utilities if
uniform rules of procedure we:t -idopted and approved for the

Anchorage Utility Advisory Comm. s.-fions and the Anchorage Utility
Regulatory Commission.

Section 2. Based on. its bindings, the Assembly hereby
amends thiHSocle of Municipal ReM.-.Lations to read as follows:

Regulation 4.70
ANCHORAGE UTILITY ADVISORY COMMISSIONS
RULES OF PROCEDURE
Sections:
ARTICLE 1 — OFFICERS

4.70.101 Chair and vice-chair.
4.70.102 Secretary.

ARTICLE 11 — MEETINGS

Ail 8C6-09



4.80.5"* Rate design.

Each municipal public utility shell submit appropriate justi-
fication for and analysis ci changes to the rate structure as
such relate to its pricing 003active*.

Section 3. This resolution shall become effective imme-
diately upon passage and fcyprvwal by the Anchorage Municipal
Assembly.

P/DENNXS-DENNIS12/Cia



MUNICIPALITY OF ANCHORAGE

Proposed Bill to Exenpt MOA From Economic Regulation

by Alas.ca Public Utilities Commission
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SUMMARY

Current statutes allow municipal pub: ic utilities to be exempt from economic
regulation by the Alaska Public Utilicies Commission (APUC). Due to the border
dispute between Municipal Light and Power (ML&P) and Chugach Electric
Association (CEA) the utilities of the Municipality of Anchorage (MOA) were sub—
ject to regulation. The border dispute and competition between ML&P and CEA has
been resolved and there is no need for economic regulation by APUC since the
Municipality can regulate the utilities. Ilhe current statute does not make it
clear as to how the municipal public utilities become exempt.

The proposed bill would allow municipal public utilities to be exenpt from APUC
regulation unless the Municipality allowed a utility to be regulated.

0 The proposed changes have no effect on tho regulation of rural electric
association®s or investor-owned utilities.

0 legislative audit found in February 1989 that municipal public utilities
should not be regulated by the APUC.

0 Anchorage®s municipal public utilities are the only ones in the state now
regulated.

0 APUC regulation would still exist for service areas, joint use and inter—
connection.

0 Additional regulation above the Administration and the Assembly is unnec—
essary and a wasteful resource.

0 A significant cost savings for the State and the Municipality would be
achieved.

0 The MUA has an ordinance and rules of procedure to self-regulate its muni—
cipal public utilities that involves the public and exceeds the level of

APUC/public review.

SELF-REGULATICN PROCESS OF THE MUNICIPALITY OF ANCFfDRAGE

Economic regulation of utilities by the Municipality of Anchorage requires the
utilities to prepare justification for presentation to the public at hearings
held by the citizen commissions established to advise and another regulatory
commission to review recommendation by the utilities. The regulatory com—
mission includes a member from the four advisory commissions and three members
drawn from the general public. The Assembly has the final authority over econo—
mic regulation and rate changes require a public hearing by the Assembly.

The Administration and the Assembly will regulate the utilities quicker and at
less cost than the lengthy and costly proceedings before the APUC.

(See attached chart)

-1 -



Proposals From Utilities

= Revenue Requirements Study
<Revenue Deficiencies

0 Cost of Service Study

0 New Tariff Offerings

=Special Contracts

Anchorage Utilities

Anchorage Telephone Utility

Anchorage Sewer Utility

Anchorage Water Utility

Municipal Light and Power

Anchorage Refuse Collection
Utility

Anchorage Solid Waste Disposal
Utility

" BH201

MUNICIPALITY OF ANCHORAGE

Economic Self-Regulation Flow Chart

Determinations by
Commissions
0 Public Hearings
0 Review and Recommendations
of Rates, Regulations and
Policies

0 Findings and Conclusions

<Cbmplaints

Anchorage Commissions

Mvisory:

Anchorage Telephone Commission

Approval by Assembly

0 Public Hearings

0 Ordinance Submitted by
Mayor

0 Assembly Approval of Rates,
Contracts and Regulations

Anchorage Water and Wastewater Commission

Municipal Light and Power Commission

Anchorage Solid Waste Services Commission

Regulatory:

Anchorage Utility Regulatory Commission



TITLE; Municipal Utility Self-Regulation
SPECIAL LEGISLATIVE REQUEST;

Revisions to the state statutes limiting the power of the APUC to regulate rates
and clarifying Anchorage 3 r;ght to exempt its municipal utilities from economic
regulation by the APUC.

BACKGJIRCXINP/JUSTIFICATICN:

Alaska Statute 42.05.711 currently provides that public utilities owned and
operated by municipalities are exempt from economic regulation by the Alaska
Public Utilities Commission unless they choose to be regulated or direct com—
petition is found to exist between a municipally-owned public utility and

another public utility. |If direct competition is found to exist, AS 42.05.711
directs tnat all of the municipally-owned public utilities are subject to econo—
mic regulation by the APUC. The Municipality of Anchorage believes that AS
42.05.711 should be amended to eliminate the "direct competition”™ exception to
economic deregulation, thereby limiting APUC rate regulation to those municipal
utilities who specifically choose to be regulated.

1. The Municipal Light and Power Department/Chugach Electric Association boun—
dary dispute, which precipitated the onset of AS 42.05.711, has been
resolved.

2. Whether or not a municipal public utility is subject to economic regulation
by the APUC, the APUC retains jurisdiction per AS 42.05.221, over such mat—
ters as wasteful duplication of facilities where direct competition within
the same service area occurs (as was the case before the ML&P/Chugach
Electric boundary settlement dispute).

3. Goncems over the potential for cross-subsidization between municipally-
owned utilities are unnecessary because (a) the Anchorage owned public util—
ities are independently operated and by Charter must have separate books of
accounts, (b) the Mayor and Assembly are directly accountable to the voting
public, (c¢) the pubLie and its consumer representatives have the right to
participate in the ratemaking process under economic self-regulation, and
() all rate decisions are eligible for judicial review in the Alaska Court

System.

A legislative priority is to remove the "direct competition”™ exception from the
statute, thereby allowing Anchorage, absent its consent, to regulate the ratos

of its utilities and allow for adequate rates of return for its respective util—
ities.

STAFF CCNTA2T: Will Gay, Acting Executive Manager,
Enterprise Activities, 343-4906

12/18/89



Offered:
Referred:

Original sponsors:

IN THE SENATE
SENATE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act related to municipal utility self-regulation.”
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

Article 10. General Provisions.

Section Section:

711. Exemptions 720. Definitions

712. Deregulation ballot 721. short title

Sec. 42.05.711. Exemptions.(a) The provisions of this chapter do not apply
to a person who furnished water, gas or petroleum or petroleum products by tank,
wagon, or similar conveyance, unless the person is thereby supplying water, gas,
petroleum or petroleum products to a public utility in which the person has an
"affiliated interest.”

(0] Except as otherwise provided in this subsection, public utilities owned
and operated by a political subdivision of the state, or electric operati-g
entities established as the instrumentality of two or more public utilities
owned and operated by political subdivision? of the state, are exempt from this
chapter, other than AS 42.05.221 - 42.05.281 and 42.05.385. However,

(1) the governing body of a political subdivision may elect to be subject to
this chapter™ [; AND]

1(2) A UTILITY OR ELECTRIC OPERATING ENTITY THAI 1S OfcNED AND OPERATED BY A
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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.]

(c) The ownership in whole or part, of the corporate stock of a public
utility does not make the owner a public utility.

(d) 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.

(e) Notwithstanding any other provisions of this chapter, any electric or
telephone utility that does not gross $50,000 annually is exempt from regulation
under this chapter unless 25 percent of the subscribers petition the commission
for regulation.

() Notwithstanding any other provisions of this chapter, any electric or
telephone utility that does not gross $325,000 annually may elect to be exempt
from the provisions of this chapter other than AS 42.05.221 - 42.05.281 under
the procedure described in AS. 42.05.712.

(@ A utility, other than a telephone or electric utility, that does not
gross $100,000 annually may elect to be exeitpt from the provisions of this
chapter other than AS 42.05.221 - 42.05.281 under the procedure described in
AS 42.05.712.

(h) A cooperative organized under AS 10.25 may elect to be exempt from the
provisions of this chapter, other than AS 42.05.221 - 42.05.281, under the pro—
cedure described in AS 42.05.712.

(i) A utility which furnished collection and disposal service of garbage,

refuse, trash, or other waste material and has annual gross revenues of $200,000
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or less is exempt from the provisions of this chapter, other than the certifi—
cation provisions of AS 42.05.221 - 42.05.281, unless 25 percent of the sub—
scribers representing 25 percent of the gross revenue of the utility petition
the commission, for regulation.

(J) The provisions of this chapter do not apply to sales, exchanges or gifts
of energy, to an electric utility certificated under this chapter when the energy
which is the subject of the sale, exchange or gift is waste heat, electricity,
or other energy which is surplus or the by-product of an industrial process. In
an area in which no electric utility is certificated for service, energy pro—
vided by sale, exchange or gift may be provided to any utility which is cer—
tificated for service to that area. A contract for the sale, exchange or gift
of energy exempt under this subsection does not make the supplier a public uti—
lity, and does not transfer the responsibility to provide utility services from
a certificated utility to any other person.

(& A utility which furnishes cable television service is exempt from the
previsions of this chapter other than AS 42.05.221 - 42.05.281 unless 25 percent
of the subscribers petition the commission for regulation.

(1) A person, utility, or cooperative that is exempt from regulation under
(@ or (d - (kK of this section is not subject to regulation by a municipality
under AS 29.35.060 and 29.35.070. (86 ch 113 SLA 1970; am 83 ch 76 SLA 1973;
am 88 ch 83 SLA 1980; am &87 - 9d 136 SLA 1980; am &89 ch 59 SLA 1982; am 81
ch 30 SLA 1983; am &68 ch 74 SLA 1985; am &1 ch 80 SLA 1985; am &2 ch 107 SLA

1986).



Offered:
Referred:

Original sponsors

IN TOE HOUSE
HOUSE BILL NO
IN TOE LEGISLATURE OF TOE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION

A BILL

For an Act entitled: "An Act related to municipal utility self-regulation.”
BE IT ENACTED BY TOE LEGISLATURE OF TOE STATE OF ALASKA:

Article 10. General Provisions.

Section Section:
711. Exemption 720. Definitions
712. Deregulation ballot 721. short title

Sec. 42.05.711. Exemptions, (&) The provisions of this chapter do not apply
to a person who furnished water, gas or petroleum or petroleum products by tank,
wagon, or similar conveyance, unless the person is thereby supplying water, gas,
petroleum or petroleum products to a public utility in which the person hcS Qn
"affiliated interest.”

()] 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 instrumentality 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 - 42.05.281 and 42.0.1.385. However,

(1) the governing body of a political subdivision may elect to be subject to
this chapter™ [; AND]

[(2) A UTILITY OR ELECTRIC OPERATING ENTITY THAT 1S OWNED AND OPERATED BY A
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POLITICAL SUBDIVISION AND THAT DIRECTLY COMPETES WTiH ANOTHER UTILITY OR
ELECTRIC OPERATING ENTITY 1S SUBJECT TO THIS CHAPTER AND ANY OTHER UTILITY OR
ELECTRIC OPERATING ENTITY OWNED AND OPERATED BY THE POLITICAL SUBDIVISION IS
A1SO SUBJECT TO THIS CHATTER.)

(c) The ownership in whole or part, of the corporate stock of a public
utility does not make the owner a public utility.

(d) 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.

(e) Notwithstanding any other provisions of this chapter, any electric or
telephone utility that does not gross $50,000 annually is exempt from regulation
under this chapter unless 25 percent of the subscribers petition the commission
for regulation.

() Notwithstanding any other provisions of this chapter, any electric or
telephone utility that does not gross $325,000 annually may elect to be exempt
from the provisions of this chapter other than AS 42.05.221 - 42.05.281 under
the procedure described in AS. 42.05.712.

(@ A utility, other than a telephone or electric utility, that does not
gross $100,000 annually may elect to be exempt from the provisions of this
chapter other than AS 42.05.221 - 42.05.281 under the procedure described in
AS 42.05.712.

(h) A cooperative organized under AS 10.25 may elect to be exempt from the
provisions of this chapter, other than AS 42.05.221 - 42.05.281, under the pro—
cedure described in AS 42.05.712.

(i) A utility which furnished collection and disposal service of garbage,

refuse, trash, or other waste material and has annual gross revenues of $200,000
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or less is exempt from the provisions of this chapter, other than the certifi—
cation provisions of AS 42.05.221 - 42.05.281, unless 25 percent of the sub—
scribers representing 25 percent of the gross revenue of the utility petition
the commission for regulation.

(J) The provisions of this chapter do not apply to sales, exchanges or gifts
of energy to an electric utility certificated under this chapter when the energy
which is the subject of the sale, exchange or gift is waste heat, electricity,
or other energy which is surplus or the by-product of an industrial process. In
an area in which no electric utility is certificated for service, energy pro—
vided by sale, exchange or gift may be provided to any utility which is cer—
tificated for service to that area. A contract for the sale, exchange or gift
of energy exempt under this subsection does not make the supplier a public uti—
lity, and does not transfer the responsibility to provide utility services from
a certificated utility to any other person.

(k) A utility which furnishes cable television service is exempt from the
provisions of this chapter other than AS 42.05.221 - 42.05.281 unless 25 percent
of the subscribers petition the commission for regulation.

(D) A person, utility, or cooperative that is exempt from regulation under
(@ or (d) - (k) of this section is not subject to regulation by a municipality
under AS 29.35.060 and 29.35.070. (86 ch 113 SLA 1970; am &3 ch 76 SLA 1973;
am 88 ch 83 SLA 1980; am &7 - 9d 136 SLA 1980; am &89 ch 59 SLA 1982; am 81

ch 30 SLA 1983; am 8§68 ch 74 SLA 1985; am 81 ch 80 SLA 1985; am &2 ch 107 SLA

1986).
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THE LEGISLATURE
a0 Ao AT CO* U/

February 21, 1989

Members of che Legislative Budget
and Audit Commit:tea:

In accordance with the provision* of Tittle* 24 and 44 of the

Alaska Statutes, the attached report is submitted for your
review.

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

February 14, 1989

Audit Control Number

08-1354-89-R

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 its continued
existence and i1f che 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 che Report Objectives,

Scope, and Methodology section of this report. Audit
result* may be found in the Report Conclusions, Findings and
Reccueadatlonfl, and in che Analysis ox Public Need sections
of this report.

iUndy ™ Welker, CPA
Legislative Auditor
Division of Legislative Audit



Webaliave that cabla celavtiion may ba « natural mono-
poly tn tha smll and madiun-sirad towns. a« such
these a*y be candidate* for economic regulation*
Severer, the coiC of regulation any oucwttgh chi
benefit* Tfop. these small markses. The aconomic
regulation CH|C iIs available 1* also limited co basic
services, «s chi Tfederal Cable Communications Policy
Ace ~f 1984 prohibic* price regul/Ation of eha premium
packages. In tha 1argasc cicius, chi competitive
environment indicacia chac char* 1is noc a natural
monopoly prisinc for cabli television, chua cereifi-
catlon and aconomic raguladon i* i1napproprlaci.

Tha fadaral Cabli Acc was designed Co promoca cha
axpanslon of cabli television syacima by promoting
local franchising and Halting raci ngulation. This
law would noc allow any raci raguladon in Anchoraga or
Fairbanks buc would allow baaic aarvica raeia to ba
ragulacid 1In ochar arias such aa Junaau or Homer. It
does, however, appiar co allow ua control ovir chi
possible coapaclciva side affice of duplicaci cabling.
By scacuca wa could ncuin chi aigrigaclon of cabli
distribution companies and chisi could ba fully regu-
lacid. The cabli programming could chan bi opamd co
coopiticion.

In summary, regardless as co whiehor or noe cable
ealivislon 1i1s viewed as essential, wo recommended chac
che present certification requiraminc be deleced from
che seacute. To the extent chat this service is deemed
essential, municipal franchising or certification and
regulation of discrlbucion-only companies should be
considered.

We also lavac point out a potential liability co ehe
Stace under ehe Cable Act if chis recomaendaelon is
implemented. The Cable Ace outlines specific crlcerla
which tnuee be ahown co dany a franchise end che pro-
posed statute amendment would categorically ratract che
certificates (frtnchise) without chia showing. How-
ever, the Attorney General®s Offica 1iIndicacad to us
Chet the State would prevail 1iIn court. We recommend
Chet e formal opinion on this potential liability ba
obtained from the Attorney General befora this stacuta
Is amended.

D. Alaska Statute 42.05 should be amended to exempt tha
smaller utilities £ronfaconomlc regulation.

Electric, telephone, gas, water, and sewer utilities
have traditionally baan considarad assantial sarvilces
and are often natural monopolias. Nevertheless, we
should rafrain from aconomic regulation if its cost

re»»i tutcu -11- Ul«rOOKT1V« AWAMT
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exceeds ehe benefits. However, chi* information i* noc
available nor ctn Ic b« reasonably generated. "Co*c"
would 1include incratcmeal APUC and utility elm* «nd
materials as well «e eh* efface of project delays On
lon*-eem recast chi* cotaponant of eh* «quacion could
ba studied and eseinaced. Tha "benefice” of raguladon
includa a financially seabla ucilicy providing con-
siscanc sarvic* uniformly co cueeoaers who ar* assured
of aquicabla races and aarvicas now and in ehe future i
chic cannoc ba quancifiad.

Neverthalaes, in considaracion of eh* Scat*"* dwindling
raaourca* and tha public’* diaanchancmanc with cha
prolifaracion of seat* government,, wa baliava that ic
iIs appropriaca for u* co presume chac cha cost of
raguladon praaancly exceeds 1ic* banofle* for many
smaller utilities and chac cha gross ravanua exemption
lavals provided iIn cha scacucas should b* raised.

Alaska Statute 42.05.711 exempts electric and calaphona
utillcias with gross ravanuas under 950,000 from
certification and aconomic regulation. Ic also allows
a utility"s consumers co elect aconomic deregulation
r- "lves, alactric or telephone utilities with
<25,000 In annual gross ravanuas, and for
-*iity which does noc gross 9100,000 annually. Va
~"os* chac an across-ehe-board gross revenue-based
exaapcion from economic raguladon ba ascabliahad.
Three options are prasanced in ehe following cable. Ic
was prepared based upon APUC"s FT 88 Annual Report and
represence all uciliciaa chac are currently economi-
cally regulated wich cha exclusion of ch* industrial v*
hav* racotmnended for cacegorical deregulation.

Number of affaccad utilities and cuscomars, based upon
gross revenues:

Under 9500.000 Under $750,000 Under $1,000,000

Tze«  Ucll. Cueeomere Util. Customers Util, tuacomers
Electric 10 819 15 1,990 18 2,691
Telephone -fl- -0- 1 343 2 863
Cas -0- -0* “0* -0- 1 908
Water 22 3,715 22 3,715 22 3,715
Sewer 2 15 3 382 3 382
Tocal Jtl Sum

Percent -¢ y s L1s U1 m

The above perctnc calculation* represent cha reduction
in che coverage of economic vregulation under each
revenue scenario) however, we caution che inference
from ehe cable chac APUC"s workload would decrease

*TAT3 «r AMIMA 12* OlVIek« M LASEREMINAC Akt
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proportionate co che decrease in che number nt
utilities. While there certainly should be toml
relationship che co«isaion hasno elm# «h«cc daea
available co correlate these ftecor*.

In cfoncert vlich an amendment co exempt cheat smaller
utilities, cha following areas ahould also bt ad-
drtasad:

1. Tha ptcicion provision which allows customers co
request economic raguladon of exempted utilities
should be amended. Alaska Statute 42.05.711
presently requires 251 of an exempted utility"s
subscribers co sign che petition, we believe chac
this i1s much coo greae an obstacle Co overcome and
recotmnend chac an election be called 1f APUC
receives a petition demonstrating significant
consumer Inceresc. For example* the petition
requirement could be set at the leaser of 5Z or
500 customers.

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

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

4. The customers who continue che 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-
dacorv economic regulation of certain utilities owne?
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, ic also provides
that 1f any of a subdivision®s utilities directly
competes with any other certificated utility then ail
the subdivision 8 utilities shall be economically
regulated. We presume the intent of this provision was
to eliminate the wasting of resources from Tfacility
duplication resulting from che then ongoing electric
service area dispute as well as preventing che cross-
subsidization of races which might accompany such a
dispute. The only utilities falling under this pro-
vision, at present, are owned by che Municipality of
Anchorage.

-13- oivimm 90 kKitnunva aw#«t



Tha Aachoraga service area diapuea haa baan raaolvad
and ch* praaanc day compaddon 1ia iIn cha fora of
aconomy energy salaa of alaccricity and parhapa cela-
phona communication systems. Thia eypa of compadtion
doaa noc”ancouraga cha oaaaivrs facilicy duplication or
cha croaa-aubaidlzacion of ra“caa chac a sarvica area
diapuea aighc. Service area coneama can ba adaquataly
addrasaad chrough cha carcificacion procaaa wichouc
aconctaic raguladon.

In conjunction vlch an amandmane co dalata chla man*
datorv economic regulation, cha folloving areaa should
alao ba addraasad:

1. Tha utilitiea previously regulated by APUC due co

coopacicion should c icinue co ba so regulated
unlasa rejected by che governing body.

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

3. The consumers who, chrough thair local government,
have chosen co concinue ehe banafies of APUC"s
aconomic regulatory oversight should ba expected
to pay for this service. Specifically, cha
Municipality of Anchorage Assembly should decide
whachar chair ucllleias should ba regulaead
locally or by APUC. If they choose co "hire"™ APUC
to perform this regulatory function 1In chair
behalf, cidzens from all across cha State should
not be forced co pay for chac sarvica with General
Funds (Sea Recommandsdon No. 2).

Recommandsdon No. 2

Alaska Statute 42.05 and Alaska Statute 42.06 should ba
amended co aort Zullv allocaca cha coata of raguladon™

APUC 1is curranely baing fundad primarily by Ganaral Funds
with a program recaipes supplement from partial diracc
allocation* of coat. Tha statutes require cha cosc of
invaaCitation* and hearings co ba allocated among cha
parties, including cha commission, as 1Ha jusc under cha

clreumstt&e**. Tha commission has traditionally not allo-
catedcose* co icsalf and has allocatad only cha hirad
consultant faaa, accornty ganaral sarvlcas, and ochar
increoancal out-of-pockac costs. In a 1988 daciaion, cha

Alaska Suprama Court 1incarpracad cha present seacueas on
cose allocations co disallow attorney ganaral sarvicas. Tha
courc also ramandad cha cast back co cha commission co
dacarmlne whae porclon of cha cose allocation chay should
absorb.

rrAv alamu -14- WittMi ®* utKiiAnvi



Basic faimeee prescribe* chic only the coneumers; who
benefie from ehi regulatory services provided by APUC should
pay cha e*sc of chii service. This is the "user Twee"
concept of funding. A Tfunding oochod should also be de-
signs* to illov reeponsive adjustment* co be made iIn the
level of*ragulaeion as dosirsd by consumer*. With ch«s«
cricsrii in mind, v« hivo briefly commenced on three Predom-
inies Alctmscivos.

To eht excenc of 1its general funding, 1iny ipproich Ffills co
equicibly match eht ragulicory cose Co chs consumsrs who
bsnsfie. Gsnsril funding oiy be visvsd is a payment by ill
citizen* all across chs State, whils chs bsnsfie may 1iccrus
primarily to consumsrs in Anchorags. Tha uciliciss ownsd by
chs Municipalicy of Anchorags havs contributed grsatly co
chs commission®s workload, ysc a significant portion of chs
cocal cose of chs procsadings is paid oue of Ganaral Funds.

Ganaral funding 1is also lass rasponslva co appropriaea
ragulacory levels» In face, 1ic probably wastas soma of cha
Scats®"s dwindling rssourcas. Givan chac chars i1s a ragula-
*»ry cost/banafle braak-avan point and chac csrtaln consum-
ers ara givan cha opportunity co alace full aconomic ragula-
elon, ganaral funding will likaly ba parcalvad as payment by
"seasons alsa" with cha rasulc chac raguladon will always
bo axeanded past chis braak-avan poinc. Thus, govammanc is
providing an unnscsssary sarvica.

Funding of APUC chrough a gross rscaipcs tax lavisd againsc
cha wucilielas and pipalinas chac la passad chrough co
consumers could provida a reasonable matching of coses co
bancflclarlas. This assumas cax races vara established by
uciliey size, by 1industry, and by level of regulation.
However, chara would always be inequities.

This tax approach would ba responsive co ragulacory ncsds
only co cha extent chac ehe matching 1iIs accurate. Hovavsr,
taxation has traditionally focused on ability co bear rather
chan resource utilisation and, thus, such a funding approach
may noc ba responsive. For example, if a tax was designed
which levied 1001 of cha commission®™s coses againsc cha
pipeline companies and none co cha utilities, chis approach
would do noching co reduce unnecessary raguladon of cha
udlldes.

Full and dlracc allocation of cha commission®s coses pro-
vides cha mosc accurate and defensible matching among cha
chraa alternatives. As such, 1i1c would noc only ba an
affacclva machod i1n eliminaclng unwarranted govammanc
regulation buc 1ic could also make cha ragulacory process
more efficient by encouraging adequate and appropriaea

filings.

To administer chis full allocation r (gran would require
cimi  sheets for cctaaission seaff attorney general
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sarvicta, And eht use of account codes to shart dookte
proctcding cotta among eht partita and eo allow recovery of
gentrtl overhead. Tht adainiacraeivt coae of ehia program
should bo lit* chan vleh eht tax approach hue, of court*
grtaetr chan with eht Gtntral FRur,id dttlign. Thtst cotea
could poeeneially bt offate by incrtaatd staff efficiency
chrough cimt shtte accountability. Wt btlitvt eht btntifies
of a full-cose allocation program would far outweigh a
slightly hightr adminiseracivt cose.

Bastd upon eht above, J rtcoaatnd ehae eht scaeuets bt
amtndtd eo tseablish a £uil-cosc allocation funding approach
for APUC. In conjunction with chis ahife eovard program
rtctipea funding, AS 42.03.651 and AS 42.06.610 should bt
amtndtd, as follows:

1. Thtst seaeuets should bt amtndtd eo sptclfy chac all
coses of eht commission may bt allocaetd.

2. Alaska Seaeutt 42.05.651 should bt changed eo require
incarim allocation, rachtr chan awaiting completion of
a proceeding. Tht consoisaion has tseimACtd thtir
unbllltd utility alloeaeions ae $1.6 million with an
average agt of 3.0 years. Wt noet chat eht rclattd
piptlint staeuet, ae AS 42.06.610, already requires
inctrim billings. Hovtvtr, APUC dots noc appttr to bt
in compliance, with ehtir tstiaaetd unbilled pipeline
alloeaeions at $2.1 million with an average of 4.7
veers. Fureher, APUC should amend eheir regulation ae
J AAC 48.157 which provides for cose alloeaeions after
piptlint httrings rachtr ehan on eht required interim
baais.

3. Thtst statutes presently require allocation eo eht
ptreits of a proceeding including eht commission* these
should bt modified eo exclude cne commission. However,
eht provisions allowing EKe commission eo allocaee
among eht parties as is rtssonsblt and juse should bt
rtttintd, thus eht commission may occasionally absorb
sons coses Indirscely and havea ntad for minimal
General Fund monies.

4. For economically rsgulaetd compsniss, on « case-by-case
basia, ehe commission should btallowed eo determine
whether the coses being allocated are eo bt pissed
chrough eo eht consumers.

Rscommendstlon No. 3

APUC should develop a topical rsfsrtncs system for commis-
sion, orders and court decisions,

e om HBsl- 1TB- mmmmmc

The commission iIs a quasi-judicial agency which lisuts
dtciaiona bated upon finding of face and concluaiona of law.
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m\MAR - mml9=3 March 7, 19S9

Hr. Randy tfelker

Legislative Auditor

Division of Legislative Audit
State of Alaska

P. 0. Box H

Juntiau, Alaska 99811*3300

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

The following is the rssponss of the Commission to ths prelimi-
nary audit rsport and recommendations submitted by ths Division
of Legislative Audit on Pabruary 14, 1989, as a result of its
performance review of ths Commission.

Tha Commission concurs with ths fundamental conclusion of the
report that ths

Alankm Public Utilities Commission is operating In an
efficient and effective Banner and should continue to
r«fttt\*ts public utilities and pipelines. (Page 5.)

The Commission does not agree vith 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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Alaska Stajtut* 43*03 should ba amendtd_to caasa gasification and
regulation of companies fumlahlncr collection and dlapoaal nr-
vies of garbage, gifuia, trash, or othar wtita material.

Tha Commission supports thla racommandation aa it did tha idanti-
cal recommendation aada in tha 1979 and 19*5 Sunaat Audita. Tha
auditor*a atataaant that tha public haalth and sanitation aapacts
of thia sarvica ara aonitorad by lo?al governments and tha Da*
partnant of Environmental Conaarvation addraaaas tha commission®a
pravioua raaarvation on deregulation.

Recommendation Vo. ia

Alaaka atatuta 43.05 should ba aaandad to caaaa cartification and
regulation of radio common carrlara.

Tha Cassia*ion concurs with thla recommendation baaad on tha
charactar of radio coason carriar (RCC) sarvica* and tha currant
ragulatory status of RCCs operating in tha atata. However, aa
notad in tha Commission®s raaponaa to tha sasa recommendation in
tha 19*5 Sunaat Audit, futura davalopmanta in tha talacossuni”a*
tiona iIndustry say require raisposition of RCC regulation at soma
latar tiaa.

Tha Commismion also baliavaa that its authority to partially or
fully deregulate a particular utility industry in rasponaa to
currant circumstances ia a dasirabla and appropriate supplement
to tha legislative action advocated by tha auditor. Accordingly,
tha Coaalaaion requests lagislatlva guidance on tha validity of
its daciaion to economically daragulata tha RCC induatry in tha
event thia racoaaandation is not iaplaaantad by atatuta.



SMMM&UtIM M. 1C

Alaska Itatuka 43.03 should ba aaandad to etaaa cartlficstn,™ »«

cabla talavislon.

Tha Coaalaaion concurs with thia rseomasndation with soma
qualifications, aa it did with tha aaaa racoaaandation in tha
1913 Sunaat Audit. Tha racoaaandation appropriataly aliainataa
tha anoaaly in tha currant ragulatory achoaa for cabls talaviaion
(CATV) sarvica vharaby CATV providers hold monopoly cartifficataa
but ara aeonoaically daraguiated. Kovavsr, tha Coaalaaion vould
ancouraga tha Lagialaturs to uaa ita Isgal and raaaarch staffs to
axaaina tha implications of tha following on full CATV daxagula--
tion; (O tha Cabla Coaaunieationa Policy Act of lil4, (@ tha
Fadaral Coaaunieationa Coaalaalon”"a racant initiativaa to aliai-
nata tha axiating ban on croaa-ovnarship of CATV and talaphona
companiaa, (3) tha availability and status of local govamaant
ovarsight, (@) shartd uaa of rights-of-way, (3) coaaunity accaas
and institutional natvorJdc uaa of CATV syatsas, and («) disposi-
tion of jartificatss hald by sxisting CATV providers. In any
avant, as notad iIn rasponsa to tha 1935 Sunsat Audit racoaaanda-
tion, CATV cartification is not a larga slemant of ths Coali-

tion*s workload.

Racoaaandation M. 10

Alaska ltatuta 42.03 should ba aaandad to axaaot aaallar utill-
tlaa froa aconomic rsoulation.

Tha Coaalaaion oppoaaa this racoaaandation bscausa it disagrsas
with tha auditor®s unsupportad praauaptien that tha cost of
sconoaic rsgulation prsaantly sxcsads its banafits for smallar
utilitiaa. Rathsr, tha Coaaiaaion eoncludas froa its sxpsrisncs
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that regulation of null utilities i1* »* ths coro of its public
protection function, especially given the geographic and de-
nographic characteristics of Alaska. The Commission also
believe* that the burden and coet of regulation on nailer utili-

ties can and should be reduced administratively, and it is cur-
rently addressing this issue.

As the auditor points out, it is extremely difficult to quantify
the coet 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 ths auditor that the primary benefits
of regulation are a financially atabla utility vhich provides
reliable, esfe service to all customers at reasonable, non-
discriminatory ratae. with tho exception of 22 water companies,
ths utilities affected by this recommendation 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 reasons, including, the logistical challenge of operat-
ing in remote locations; inexperitncsd personnel; unsafe facili-
ties as a result of non-compliance with the National Electric
Safety code; leak 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
se argued that the consumers iIn rural Alaska ars even more cap-
tive than those in ths urban areas, and, tharafore, ars particu-
larly dapendaron a high leval of protaction.



Althou*fe tfam reduction in workload vould be approximately commen-
surate tfitk the loss of coaailaaion staff ovar tha paat thraa
yaara if thif racoaaandation vara enacted, and froa that stand-
point nay ba appealing, tha Coaaiaaion doaa not baiiava that tha
public intaraat vould ba aarvad by vholaaala deregulation of
utilitiaa serving perhaps tha aoat (or ona of tha aora) vul-
narabla aagaant(a) of tha ratapaying public.

Tha Coaaiaaion baliavaa that tha coneam about tha eoat of rag-
ulation that haa baan voiced by tha auditor aa vail aa othara,
for tha aoat part, 1ia directed at tha axpenee (both in tlae and
dollars) aaaociatad with regulatory raquiraaanta when a utility
daairaa or naada to change ita rataa. Thw Commission haa recog-
nixad for aoaa tine that tha regulatory aohae that exists and
haa baan applied to both large and small utilitiaa should ba ax*
aninad. To that and, on February 3, 1919, tha Coaaiaaion haa
iaauad a Kotica of Inquiry. Tha purpoaa of tha Inquiry ia to
racaiva information which vould aaalat th"j Cemmiaaion in propoa-
ing regulations to aiaplify rata and other regulatory proceedings
for smallar utilitiaa. A copy of thia ordar ia attached. (fae
Appendix A.)

In summary, tha Commission baliavaa that tho isaua of tha coat of
regulation as it ralataa to tha amallar-airad utilitiaa can ba
substantially mitigated through administrative procedures rather
than legislation which would eliminate tha important public pro-
tection function today provided by economic regulation.

However, if tha Legislature baliavaa public policy ia battar
aarvad by deregulating smallar utilitiaa, tha commission vould
propose, aa it did iIn response to tha 1915 Sunaat Audit, tha fol-
lowing amendment to AS 42.05.711 to expand tha deregulation elec-
tion process found in AS 42.05.712 which would replace tha provi-

sions of as 42.05.711(a), (), (@, and Q):
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All utilities vhi.ch hr 3 groe= revenues of $900,000
or less **y elect to be exempt fro* ths provisions of
AJ 43.09, Other then AJ 4?.05.231-42.05.ail, under
the procedures described in AJ 43.09.712.

This approach conforms with the Commission®s position that reg-
ulation for utilities that heretofore have been regulated should

be continued unless the people aost 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 42.09.711.

Keeommemdatlom Vo. IX

Alaska Statute 42.09 should be amended to ceese mandatory
economic regulation of certain utilities owned bv political
subdivisions.

The Commission supports the philosophy underlying this recommen-
dation. However, the Commission does not believe that alimina-
tion of AS 42.09.711(b)(3) 1is necessary to achlsve the auditor®s

objective and has proposed an alternative legislative approach
and language.

Zt i1s raaaonablm that if regulation is slsctsd at one time by a
governing body as currently provided under AJ 42.09.711(b) (1),
than a future governing body should have similar authority to
vote to revoke that election. Zf 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



politic*! subdivision, thus giving affected consumers a fora* »
recount far concerns and complaints.

Ths Commission rscognisss that this recommendation presently af-
fects only ths Municipality of Anchorage. Zt is pertinent to
consideration of this recommendation that, at ths present tiae,
there ars a number of outstanding issues before, and outstanding
requirement* by, the Commission for the Anchorege Water and
Wastewater Utility (sewer), the Anchorage Telephone Utility, end
the Anchorage Municipal Light and rower Department.i it is rea-
sonable to assuae that the Anchorage Assembly would take into
consideration the etatus and results of proceedings *efore the
Commission et such time es it considers any decision to end
economic regulation by the Commission.

~Docket u-17-47 1is an investigation into the general aanage-
aent practices of Anchorage"s sewer utility. Zn Dockets U-fi»-u
end U-S7-S1 tho Anchorage Telephone Utility is before the commis-
sion requesting a 54.(3% rate incrseee 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 end Power Department is required to provide an
equity management plan and obtain Commission approval before fur-
ther debt refunding ia issued because of its poor financial
condition.



Rather than eliminating AS 42.03.711(b)(2), ea tha auditor ap-
pears to suggest/ A4 42.05.711(b) should be expended to provide
for deregulation of a municipal entity if ite governing body eo
elects, once competition no longer exists between it and other
utilities, end to allow the governing body of e 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 e municipal utility. Proposed language is at-
tached. (See Appendix S.)

Recommendation Vo. 2

Alaska Statute 42.03 and 42.06 should be amended to more fully
allocate the eoete of regulation.

The Commission concurs 1in pert, and opposes in pert, t&is recom-
mendation. The Commission agrees with the auditor®s suggestion
that, in light of the current economic climate ae well as e re-
cent court decision, discussion should be focused on the ap-
propriate method to fund this agency. Clearly, the time is ripe
to evaluate funding optioner however, the Commission disagrees
with the method of funding advocated by the auditor. Regardless
of ths outcome of the breeder funding discussion, the Commission
concurs that AA 43.05.SS1(e) should be amended to allow interim
allocation* during e proceeding and to exclude the commission
from bearing any costs of a hearing or investigation.
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MUNICIPALITY OF ANCHORAGE

Summary of Economic Effects - Utilities

AO Number: 89-51 Title: Municipal Regulation of Utilities

Sponsor: Enterprise Activities

Preparing Agency: Municipal Light & Power/0OMB Others Affected: ATU-AWWU-SWS
CHANGES IN REVENUES AND EXPENSES (Thousands of Dollars)

FY FY FY FY FY

6mo. 89 90 91 92 93

Operating Expenses:

ATU - Regulation Expense (Net) (154) (306) (306) (306) (306)
ML&P - Regulation Expense (Net) (123) (245) (245) (245) (245)
AWWU - Regulation Expense (Net) (68) (137) (137) (137) (137)
SWS - Regulation Expense 8 15 15 15 15
Expense Recap: (1989-6 months only)

ATU ML&P AWWU SWs
APUC Regulation Expense Savings (168) (133) (100) -0-
New Municipal Regulation Expense 14 10 32 8
Net. change 1n Expense (154) (123) (68) 8

Expense Recap (1990 and outyears)

ATU ML &P AWWU SWS
APUC Regulation Expense Savings (335) (265) (200) -0-
New Municipal Regulation Expense 29 20 63 15
Net Change 1In Expense (306) (245) (137) 15

Impact on General Government (Yes or No) _No

Public Sector Economic Effects: $3,029,000 savings over the next 4 years 6
months.The public sector effect of Municipal regulation by commissions as an
alternative to the current requirement to be regulated by the APUC would be to
reduce Utility operating expenses. The avoided costs above are comprised of
attorney fees, consulting contracts, expert witness cost and some reduction 1n
Internal cost created by an assumed simplification of the rate making process.
New expenses Include Increased compensation for commissioners, supplies,
advertising and court reporting. Under self regulation the utilities will
continue to Incur some level of professional service expenses. However, the
reductions noted result from more abbreviated and less protracted rate
hearings. Costs were derived using a three year average and assuming six (6)

months 1n 1989. No allowance has been made 1n succeeding years for Inflation.

During past legislative sessions the APUC has proposed bills requesting a .55%
charge on gross revenues on all regulated utilities and a .14% gross revenue
charge for all utilities exempt from their jurisdiction. If such a bill were
to pass 1t would result 1n an Immediate extra cost to the utilities of
approximately $725,000 per year based on 1987 gross revenues, 1f regulated.



SUMMARY OF ECONOMIC EFFECTS

Private Sector Economic Effects:

The
would be a
timing of

private sector effects of regulation

reduction 1in utility operating

rate 1increases.

L

by Municipal

cost which may alter

commissions

the

If further explanation 1s necessary! a s/parate page may be attached.
Co» 3P i 1 dbfe: Fred Traber Telephone:
(Name, Title)

Validated by O M B Date:

Approved b vy Date:
Director, Preparing Agency

Concurred by: Date:
Director, Affected Agency:

Approved by: Date:

Executive Manager



UTILITY COMMISSION EXPENSE DETAIL

AWWU

26 Regular meetings P $210

28 Special meetings for rates, tariffs, & budget P $280

16 Hearings for rates and tariffs 0 $700
12 Hearings for complaints P $700
Supplies

Court Reporter for 54 meetings P $300
Advertising for 54 meetings P $200

Rental space for 16 hearings P $100

ATU
24 Regular meetings P $210
10 Special meetings 9 $280
4 Hearings for rates & tariffs P $700
2 Hearings for complaints P $700
Supplies

Court Reporter for 30 meetings P $300
Advertising for 30 meetings P $200
Rental space for 6 hearings P $100

SWS
12 Regular meetings P $350
2 Special meetings P $280
3 Hearings for budget & rates P $700
Supplies

Court Reporter for 15 meetings P $300
Advertising for 15 meetings P $200

ML&P

12 Regular meetings P $210
6 Special meetings P $280
2 Hearings for ratesP $700
6 Complaint hearingsP $700
Supplies
Court Reporter for 20 meetings P $300
Advertising for 20 meetings P $200

JP11/FT3

$ 5,460
7,840
11,200
8,400
1,000
16,200
10,800
1,600

$62,500

$ 5,040
2,800
2,800
1,400
1,000
9,000
6,000

600

$28,640

$ 4,200
560
2,100
500
4,500
3,000

$14,860

$2,520
1,680
1,400
4,200
500
6,000
4,000

$20,300
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ALASKA PUBLIC UTILITIES COMMISSION
OFFICE OF THE
COMMENTS ON CS FOR SB 514 OFFICE OF THE
APRIL 9, 1990

The Commission reiterates its previous position that it
does not oppose the elimination of the "catch-all™ provision in
the current statutes which requires the economic regulation of
all utilities owned by a political subdivision if any one of them
is found to be in direct competition with another utility. The
Commission believes that unfair competition could ba prevented if
regulation were Iimjted to just those utilities owned by a

political (subdivision that directly compete with other utilities.

To further limit the regulation of a competing utility
to just the service in which i1t directly competes, however, is
fraught with practical complications- Utility plant and
personnel are usually Bhared to provide many services;
consequently, it would not be possible to examine a portion of
the utility"s costs without examining the whole utility.
Additional difficulties would arise in trying to isolate the
service that would be subject to regulation, particularly when
the competing service ia integrated with other services, In any
event, (at best) the exercise of regulating single services would
be almost as costly as regulating the entire utility and be

frustrating for all participants.
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The Commission believes that it is good public policy

to regulate the integrated statewide telecom munications network

and thus supports AS 42.05.711(b)(3).
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