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INTRASTATE LONG DISTANCE TELEPHONE COMPETITION
EXECUTIVE SUMMARY

The tech no lo g ica l revo lu tion which b roug h t in te rs ta te  
long d is tance  te lephone  com petit ion  to the low er 48 and 
A laska is now bringing the same pressure to bear on Alaska's 
regulators to introduce intrastate long distance service. While 
many sta tes have in troduced com petit ion , A laska 's  unique 
dem ography, small te lephone  market, and the  absence  of 
subs id ies  w h ich  are ava ilab le  to in te rs ta te  users but not 
intrastate users make the benefits of com petition less clear.

Normally, the agency which would make the decision of 
whether or not to introduce competition is the A laska Public 
U t i l i t ie s  C o m m iss io n  (APU C ). The A P U C  has re cen t ly  
com ple ted a varie ty  of te lecom m unica tions  re la ted decis ions 
which could set the s tage fo r a dec is ion  on com petit ion .
However, two private long distance carriers, A lascom and GCI, 
have placed in it ia t ives on the N ovem ber 1990 ba llo t which 
would provide for a com petit ive intrastate structure. If e ither 
in itiative passes, it would supersede any prev ious ly  approved 
regulations adopted by the APUC.

Unfortunately, because Alascom and GCI are adversaries, 
the ir respective in itiatives represent the extrem es in terms of 
regula tory options Neither in itiative provides the APUC the 
f lex ib il i ty  to adop t a more m odera te  approach . A lthough 
voters will have a choice of regulatory options to vote on in 
November 1990, that choice is extremely limited and may not 
inc lude  the m ost appropria te  public  po licy fo r A laska. In 
addition , it is likely that ob jective public  po licy  ana lys is  of 
this com plex issue will not be heard in the public re lations 
blitz that will precede the November vote.

Because the im p lica t ions  of adopting  e ith e r in it ia t ive  
have not been fully explored, it is very possib le  that e ither 
in it ia t ive cou ld c reate  a substantia l legal, adm in is tra tive  and j
f inancia l burden on the State and possib ly adverse econom ic 
impacts on some te lephone consumers. A more rational and 
responsible approach, at this point, appears to be to continue a 
decision-making process through the APUC which balances the
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goals of affordable , universal service w ith the eff ic iency and 
pric ing incentives o f com petit ion.

An initiative can be removed from the ba llo t only if the 
leg is la ture passes leg is lation which in the Attorney G enera l’s 
opinion is substantia lly  s im ilar to the in itiative. To retain the 
ability to develop other options through the APUC process, it is 
recom m ended tha t the Legis lature cons ide r leg is la tion which 
com prehensively addresses this subject and could be found to 
be ’’subs tan t ia l ly  s im ila r"  to both the  p roposed  in it ia t ives , 
thereby removing them from the ballot.



INTRASTATE LONG DISTANCE TELEPHONE COMPETITION

The State of Alaska is  rapidly approaching a dec is ion on 
whether to allow competition in the provis ion of intrastate 
long distance telephone serv ice .  The p ro ce s s  of deciding, this 
i s su e  has  been initiated in three different forums: the Alaska
Public Utilities Com m is s ion  (APUC), the State Legislature, and 
the public ballot (through the initiative p ro ce s s ) .  However, 
which public body will make the final dec is ion  is  unclear. A 
dec is ion  in one forum could well be nullified by a subsequent 
dec is ion in different forum. The p ro ce s s  i s  complicated by the 
likelihood that a final dec is ion  reached in any one of these  
forums will be challenged in the courts .

BACKGROUND

National T rend s

At the national level, the telephone industry is  currently 
in the midst of a rapid market structure transit ion. Once  
cons idered a natural monopoly, the telephone industry i s  now 
being transformed into a competitive market structure. New 
technology,  federal regulatory po l ic ie s  and the divestiture of 
A T& T have all contr ibuted to the growth of competition,  
particularly in the interstate long distance market.

1 )  T e ch n o lo g y  -- New tech n o lo g ie s ,  su ch  a s  digital 
sw itch ing ,  satel l i te  and microwave t ra n sm is s io n  and fiber 
optic cable, have s ignif icantly lowered the c o s t  of providing 
se rv ice .  T h i s  has  lowered econom ie s  of s ca le  and made it 
p o s s ib le  for f i rms much sm al le r  than AT&T to enter the 
market.

2) Federal P o l i c ie s  -- In the late 1 9 6 0 ' s  and early 
19 7 0 ' s ,  the Federal Communications Commiss ion (FCC) and the 
co u rt s  reve r sed  long standing po l i c ie s  against entry into 
te lecom m un icat ion s  markets .  In addition to f inding that 
competition was in the public interest,  the F C C  also promoted
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com petit ion by ensuring through regulation that AT&T did not 
use its m arket dom inance to stifle competition.

3) D ivestiture -  In 1984, AT&T was d ivested of its 22 
local opera ting  com pan ies  as the resu lt of the negotia ted 
sett lem ent of a Justice  Departm ent antitrust suit. The terms 
of the se tt lem en t requ ired  that the newly independent Bell 
opera ting com pan ies  (BOCs) provide access to all in terstate 
long d is tance  com pan ies  on an equal basis. Not on ly  did 
d ive s t i tu re  rem ove  A T & T 's  s u p e r io r  access  to the local 
exchange, it removed a portion of its operation that could have 
been used to subsidize its long distance service.

The A laska M arket -- Interstate

Interstate long distance service in A laska is provided by 
A lascom and, s ince 1982, by GCI. Alascom serves the entire 
state. GCI serves Anchorage, Fairbanks, Juneau, Matanuska 
Valley, Kenai, Ketchikan and Adak. GCI carries approximate ly 
50 %  of the  s o u th b o u n d  in te rs ta te  long d is ta n ce  tra ff ic  
orig inating in the areas that it serves.

In te rs ta te  lon g  d is ta n c e  s e rv ic e  in A la s k a  is 
characterized by fewer competitors than in the lower 48. Two 
fac to rs  are la rge ly  respons ib le  fo r th is: 1) A laska 's  small
m arket size; and 2) financia l support from AT&T to A laska's 
interstate long distance companies, Alascom and GCI, which is 
no t a va ila b le  to o th e r  w o u ld -b e  in te rs ta te  long d is ta n ce  
c a r r ie rs .

1) Sm all S ize  o f M a rke t -- The A laska  m a rke t is 
extremely small in com parison to the rest of the U.S. A laska ’s 
loca l sub sc r ibe rs  acco un t fo r  on ly  250 ,000 (0.2%) of the 
na tion 's  120 m ill ion access  lines. In ters ta te  long d is tance  
ca lls  o r ig ina ting  w ith in  A laska  accoun t fo r  only 0 .015%  of 
to ta l in te rs ta te  ca ll ing .

2) F inanc ia l S u p p o rt -- A lascom  prov ides  in te rs ta te  
service through a jo in t service agreement with AT&T in which 
A T& T  te rm ina tes  A lascom 's  sou thbound tra ffic  and A lascom  
te rm in a te s  A T & T 's  no rth b o u n d  tra ff ic .  The jo in t  se rv ice  
agreement is the result of an FCC policy, adopted in the early
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1970 ’s, to integrate the rates ava ilab le in the lower 48 with 
Alaska, i.e. to use the same nationwide average rates in Alaska 
as e lsewhere . U nder the agreem ent, all costs, inc lud ing 
A lascom 's return on investm ent, are paid for by AT&T. In 
return AT&T keeps all revenues. AT&T estimates that in 1989 
costs will exceed revenues by $85 million. AT&T also argues 
tha t $30 million of A lascom 's  cos ts  should be a lloca ted  to 
i n t ra s ta te  services rather than in te rs ta te  services. A lascom  
d isputes  th is  charge  and m a in ta ins  tha t AT&T 's  cos ts  are 
inflated. A jo in t federal and state advisory board, to the FCC, 
is currently examining what, if any, market structure changes 
are necessary to reconcile the FCC's rate integration and pro­
com petit ion polic ies for A laska as well as what changes in 
e ither cost separations or support may be necessary to effect 
tha t market structure.

GCI also receives financia l support from AT&T, in the 
form of d iscounted rates on a limited number of leased lines, 
as a result of an antitrust suit. GCI's carrier lease agreem ent 
p rov ide s  s ig n if ic a n t ly  less su p p o r t  in to ta l do lla rs  than 
A lascom 's jo in t service agreem ent with AT&T. GCI estim ates 
A lascom 's  f inanc ia l sup po r t at app ro x im a te ly  12 cen ts  per 
m inute or greater com pared to the approximate ly 2 cents per 
minute GCI receives for lines leased from AT&T. AT&T affirms 
tha t A lascom 's support is at least five t im es g rea te r than 
G CI's  but also mainta ins that, for a varie ty  of reasons, the 
figures are not really com parable . These reasons include the 
fac t that: A lascom serves the entire state, GCI serves only
urban routes; A lascom 's profit is guaranteed, GCI's is not; and 
G C I’s support is lim ited to only a portion of its sou thbound 
tra ff ic  not its entire operation, as is the case with A lascom . 
GCI's carrier lease agreement expires in 1992.

The A laska M arket -  Intrastate

Alascom is the sole provider of intrastate long d is tance 
service in Alaska. In 1988 its total in t r a s ta te  long d is tance  
m inu tes  of t ra ff ic  w ere  229.6  m il l ion , com pared  to to ta l 
o r ig ina ting  i n t e r s t a t e  m inutes o f tra ff ic  of 283.4 m ill ion. 
A lascom  in tras ta te  long d is ta nce  revenues in 1988 w ere  
a p p ro x im a te ly  $85 m il l ion . By com par iso n  A lascom  will
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rece ive  approximately $ 1 1 7  mill ion from AT&T in 1 9 8 9  in 
compensat ion for u se  of its interstate faci l it ies .

An important a spect  of A la sco m 's  intrastate operation is  
that it offers  statewide average rates.  Under this policy, two 
c a l l s  on different routes  of equal d i s tance  are charged the 
sa m e  rate, even though the c o s t  of providing se rv ice  on the 
two routes might be very different. A s  a result,  rates for low 
traffic rural routes  tend to be below cost ,  and rates for high 
traffic urban routes tend to be above cost .  T h i s  sub s idy  flow 
he lp s  to support remote a reas  of the state that might not 
otherwise be able to afford long distance serv ice .

In April 1 9 8 7 ,  Alascom presented data to the APUC which 
indicated that the flow of support,  from Anchorage, Juneau and 
Fairbanks to the re st  of the state, w as  approximately $3 .6  
million. More recently, A lascom reported to the Chairman of 
the S e n a te  State  Affa i r s  committee  that b a sed  on an 
examination of its 26,000 routes ,  6000 high traffic urban 
routes were generating a su b s id y  of $ 2 7  million which was 
being u sed  to support its remaining 20,000 low traffic rural 
routes .  Calculating the actual amount of the su b s id y  i s  not 
p o s s ib le  given the information that i s  currently available to 
the public. A lascom treats its co st ,  revenue and traffic data 
on individual routes  a s  proprietary, and the A P U C  has  
supported A la scom 's  request s  to keep it that way.

Alaska Public Utilities Com m is s ion  (APUC1

Regulation of long d istance se rv ice  in Alaska i s  divided 
into in t ra s ta te  se rv ice  under the authority of the A P U C and 
inter s tate  serv ice  under the authority of the FC C .  In 1 9 8 3 ,  in 
con junct ion  with co n s id e r in g  w hether  to adopt intrastate 
a c c e s s  charge s ,  the APUC undertook the question of whether 
compet it ion  in the p rov i s ion  of intrastate long d i s ta n ce
se rv ice  was  in the public interest.  In laie 19 8 6 ,  GCI  filed a 
request  to provide limited intrastate long distance se rv ice  and 
proposed regulations to govern competition. In re sp o n se  to 
G C I ' s  proposal,  the Com m is s ion  turned its attention to poss ib le  
ru le s  for competitive entry. Hear ings  were held on G C I ' s
initial regulat ions in March and April 1 9 8 7  and on G C I ' s
modified regulations in February 1 9 8 8 .  However, in Ju n e  19 8 8 ,



the Com m is s ion  i s su e d  its omnibus te lecommunications order 
which,  among other th ings ,  postponed a dec i s ion  on th e se  
regulations until it had the opportunity to addre ss  a number of 
interrelated i s s u e s  which "affect the ultimate quest ion  of 
whether or not there should be competition in state toll [long 
di stance] s e r v i c e s . "  The  most  important of th e se  i s s u e s  
inc lude:

1 )  C o s t  s e p a r a t io n s  -- H i s to r ica l ly ,  b e c a u s e  long 
distance companies rely on local phone companies to originate 
and terminate long distance cal l s ,  the long distance companies  
have been made to share  in paying for the fixed, non-traffic 
s e n s i t i v e  (NTS) c o s t s 1 of providing local se rv ice .  On the 
federal level, co st  separations is  the p r o c e s s  of deciding how 
to divide NTS c o s t s  between interstate and intrastate use .  On 
the state level, c o s t  separat ions  is  the p r o c e s s  of dividing 
intrastate N T S  c o s t s  between local and intrastate long 
d istance serv ice .

Recently, the F C C  decided to limit the percentage of N TS  
c o s t s  attributable to interstate long d istance se rv ice  to 25 % .  
In Alaska, this has had the effect of increasing the co s t  burden 
on intrastate u se r s  and has required the APUC to decide how to 
allocate this increased co s t  between local and intrastate long 
distance companies .

In November, the APUC completed its co s t  separations  
rulemaking. According the the APUC, "co st  separations  must be 
in place before the financial implications and m ech a n ic s  of 
competition can be analyzed and decided."

2) A c c e s s  ch a rg e s  -- Prior to divestiture, compensating 
unaffiliated local companies  for the use  of their faci l it ies w as  
done through sett lement agreements .  T h e s e  were private 
contracts  between AT&T and each local exchange company. 
T h i s  s y s te m  w as workable when there w as  only one long 
d i s tance  carr ier but a s  competitive long d i s ta n ce  ca r r ie r s  
entered the market the F C C  found that they too should share

1 "N T S co s t s do not vary with the vo lum e o f traffic. For exam ple , the co st to 
construct find maintain the wire loop from an individual's te lephone to the local 
te lephone com pany's centra l o ffice d o e s not depend on the type or vo lum e of 
traffic that individual genera tes." [Co rre sponden ce with A P U C , Ja n . 11, 1990]



so m e  of the c o s t s  of local faci l i t ies .  T h e  F C C  replaced 
settlement agreements with a c c e s s  charges .  A c c e s s  charges  
are charge s  a s s e s s e d  on a per minute b a s i s  to long distance 
co m p a n ie s  for originating or terminating an interstate long 
distance call to a local exchange.

In November,  the A P U C i s su e d  an order to replace 
sett lem ents  with a c c e s s  ch a rg e s  effective January  1 ,  1 9 9 1 .  
Although it w a s  not n e c e s s a r y  that a d e c i s io n  on a c c e s s  
ch a rg e s  precede a dec i s io n  on competitive regulations,  it i s  
generally agreed that a c c e s s  ch a rg e s  would be n e c e s sa r y  in 
order for competition to work. Therefore,  having an a c c e s s  
cha rge  s y s t e m  in place will expedite  the introduction of 
competition should the APUC move in that direction.

3) S u b s c r ib e r  l ine c h a r g e s  -- Like a c c e s s  c h a r g e s ,  
su b sc r ib e r  line ch a rg e s  are a mechanism for recovering a 
portion of the N T S  c o s t s  of local co m p a n ie s .  Currently,  
su b sc r ib e r  line charge s  are only being used at the interstate 
level. S in ce  19 8 5 ,  the F C C  has gradually increased subscr iber  
line ch a rg e s .  For example, the su b sc r ib e r  line charge for 
residential and single- l ine bus . 'ne s s  cu s tom er s  has  increased 
from $2.00 per month per su b sc r ib e r  to the current rate of 
$3 .50 .  T h i s  has  allowed interstate a c c e s s  charge s  to decl ine. 
In the p r o c e s s ,  long d istance rates have deci •’’.ed and bas ic  
local rates have gone up. What the F C C  has done, through 
s u b s c r ib e r  line ch a rg e s ,  i s  subvert  the intent of the c o s t  
sep a ra t ion s  p r o c e s s  by shift ing the portion of N T S  c o s t s  
a l located to the interstate  ju r i sd ic t ion  back onto local  
s e r v i c e .

In Alaska, adoption of subscr iber  line charges  would have 
shifted c o s t s  from long distance u se r s  to local u se r s ,  enabling 
intrastate long d i s ta n ce  c o m p a n ie s  to lower rates  and, 
thereby, increase  demand and total revenues .  The trade-off, 
h o w e v e r ,  would be c o n s id e r a b ly  h ig h e r  local  ra te s .  
Benef ic ia r ie s  of a su b s c r ib e r  line charge sy s t e m  would be 
intrastate long distance companies and u se r s  that make a large 
number of intrastate long d i s tance  ca l l s .  L o s e r s  would be 
bas ic  local rate payers ,  in particular, those  who are infrequent
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in tras ta te  long d is ta n ce  u s e rs .1 In Novem ber, the APUC 
rejected the use of intrastate subscriber line charges.

4) A lascom 's rate design -- "There are two basic parts to 
setting any utility 's rates. First, there is a ca lcu la tion of the 
total revenues it is a llowed to earn, and second, there is a 
de te rm ina tion  of the rates it will cha rge  fo r each type of 
s e rv ic e  in o rd e r  to c o l le c t  its to ta l a l lo w e d  re venu e  
requirement. The second part is called the rate design or rate 
s tru c tu re ."  [ R e s t ru c tu r in g  A la s k a ’s T e le c o m m u n ic a t io n s  
Industry: Objectives. Issues, and F lan; APUC]

In N ovem ber, the APU C  e s ta b l ish e d  new ra tes for 
A lascom 's  in tras ta te  long d is tance  serv ices . The pr inc ipa l 
change was to lower the rate for long-hau l ca lls  and raise 
rates for short-haul calls According to the APUC, Alascom 's 
rate design will "p rov ide useful in fo rm ation  fo r the u lt im ate 
reso lu tion of the com petit ion  ques tion ."  For exam ple , the 
A P U C 's  e x a m in a t io n  o f A la s c o m 's  ra te  s t ru c tu re  has 
highlighted the im poriance of d istance sensitive  average rates 
in maintaining universal service. However, the data the APUC 
received from A lascom  still does not prov ide the APUC with 
the information it would need to determ ine the subsidy flow on 
ind iv idua l routes.

With these issues com plete the Comm ission held a two 
day hearing on November 27 and 28 to make a decision on GCI's 
p roposed regu la tions fo r in tras ta te  long d is tance  te lephone 
competition. The substance of what was discussed and decided 
at that hearing is con ta ined in Order #14 of Docket R-86-2, 
Order Addressing Objectives: Rejecting Proposed Regulations: 
and Establishing P rocedure . In the order, the APUC states that 
"p rese rv ing  and p rom o ting  un iversa l se rv ice "  is its m ost

1 "Each $1.00 of an intrastate S L C  [subscriber line charge] would genera te 
on ly $2.9 million do llars of revenue per year. T h is approxim ates 4 percent of 
A la scom 's revenue requirem ent. A  $1.00 S L C  would m ean that su b sc r ib e rs 
n eed to m ake intrastate toll c a lls of $25.00 or m ore per month to avoid 
in c re a se d  te lephone b ills. Fo r eve ry $1.00 sp en t on in trastate toll c a lls 
therea fter, the su b sc r ib e r w ou ld sa v e  approx im ate ly 4 c e n t s . A lth ough 
A la scom ’s  requested S L C  w a s $4.00 and w a s intended to reduce intrastate toll 
ra te s by 15.8 percen t, its re la tive ben e fits w ou ld have to be ju dged by 
weighing a consum er's intrastate toll u sa g e aga inst a $4.00 per month in crea se 
in basic monthly charges." [from A P U C  order on sub scr ib e r line charges.]



important te lecommunicat ions  policy objective . The  APUC 
also recognizes  that there would be a number of advantages to 
al lowing competition. T h e s e  inc lude: 1) an incentive for
c a r r i e r s  to operate ef f ic ient ly ;  2) lower ra te s ;  3) new,
innovative, and more divers i f ied s e r v i c e s ;  4) faster,  more 
effective r e sp o n se  to cu stom ers '  n ee d s ;  and 5) eventual se l f  
regulation of the market.

In view of th i s ,  the C o m m is s io n  determined that 
"competit ion i s  in the public interest ,  if and only if, the 
benefit s of competition can be achieved and universal serv ice  
can be preserved."  In evaluating G C I ' s  proposea regulations 
with re spect  to this dual goal,  the APUC further determined 
that the regulat ions were  inadequate to protect universa l
s e r v i c e .

[The regulations] prepared and submitted by 
G C I  in th i s  p ro ceed in g  p ro p o se d  to protect 
universa l  s e r v i c e  by requiring each competitive 
c a r r ie r  to pay to A la s c o m  a per minute 
'contribution for statewide serv ice* for each call 
carried by the competitive carrier.  The  primary
i s s u e s  during the hearings held on G C I ' s  regulations 
were how the proposed contribution shou ld  be 
calculated and whether or not it would protect
universal se rv ice . . .

Although the evidence was not conclus ive ,  the 
C o m m is s i o n  i s  not co n v in ce d  that G C I ' s  . . .  
regu lat ions  re so lv e  the problem. T re m e n d o u s  
controversy surrounds G C I ' s  proposed calculation of 
the contr ibution, and it i s  not c lear  that the 
controversy  can be reso lved in a manner which 
pro tect s  s e r v i c e  to h igh -co s t  a re a s  and sti ll  
al lows GCI  to compete in other areas.

The APUC has  left open the option of allowing GC I  to 
resubmit new regulations which would meet the C o m m is s io n ' s  
new criteria. However, in the meantime, the APUC has hired a 
consultant to help staff develop regulations.  The first draft of 
the C o m m is s io n ' s  regulations are expected to be completed by 
January 3 1 ,  1990.
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Public Ballot Initiatives

Two in it ia t ives dea ling  w ith the  question  of in trastate  
com petit ion have been certified for inclusion on the November 
1990 ballot. One is sponsored by GCI ("An Act relating to 
in trastate long distance te lephone com petition"). The other is 
sponsored  by A lascom  ("An Act re la ting to the creation  of 
com petit ive  long d istance te lephone serv ices within A laska").

D esp ite  s im ila r  t it les  there are im po rta n t d if fe rences  
be tween the two in itiatives:

1) GCI's mandates competition while A lascom's does not. 
G C I's  in it ia t ive  p resum es tha t com pe tit ion  is in the public  
interest. Under the section on Findings and Purpose, it states 
tha t "long d is tance serv ice should be provided by com peting 
suppliers wherever possible." In other woras, the APUC would 
be requ ired  to pe rm it com pe tit ion  as long as the re  are 
qualif ied long d istance com panies willing and able to provide 
se rv ice .

A lascom 's  in itiative would require the APUC to make a 
num ber of spec if ic  public  in te rest f ind ings  before perm itting 
com petit ive entry. Specifically, a long d istance com pany could 
not be certif ied to provide service unless the APUC finds that 
issuing a cert if ica te :

a) will reduce rates and enhance services on the routes
the applicant proposes to serve;

b) will prom ote econom ic effic iency;

c) w ill not cause  rate increases tha t je o p a rd ize  the
u n iv e rs a l  a v a i la b i l i ty  o f a f fo rd a b le  long  d is ta n c e
te lephone services; and

d) will be in the Icng-term best interests of the state.



2) Both in it ia t ive s  also d if fe r  w ith  re sp e c t to how 
Alascom would be regu la ted.

G CI’s initiative requires the APUC to d istinguish between 
co m p a n ie s  w ith  m a rke t pow er and those  w ith o u t m arke t 
pow er. The in it ia t ive  does not de fine  m arke t power, but 
d i re c ts  th e  A P U C  to  " re fe r  to re p o r te d  c o u r t  and 
adm in is tra tive  agency decis ions interpreting state and federal 
la w s  c o n c e rn in g  m o n o p o l ie s ,  re s t ra in t  o f  t ra d e ,  and 
te lecom m unica tions  industry." Com panies with m arket power 
w o i ld  be sub ject to full regula tion under AS 42 .05  [A laska 
Pub lic  U til it ies C om m iss ion  Act]; com pan ies  w ithou t m arket 
power would not.

In it ia l ly , all new in tras ta te  long d is ta n ce  com pan ies  
w ou ld  be exem pt from regula tion, and only A lascom  or an 
affiliate of Alascom would be regulated. The APUC would have 
the au tho r ity  to regu la te  or re -regu la te  any com pany  tha t 
ga ins  m arket pow er in an in trasta te  long d is ta nce  serv ice . 
Upon request, the APUC would have to deregulate, on a service 
by serv ice  basis, any com pany tha t can show  tha t it lacks 
market power for a particu lar service. The APUC must also 
ensure that the deregulated carrier does not shift costs from 
its deregu la ted service onto its remaining regula ted services. 
In th is  regard , the  in it ia t ive  s t ipu la tes  the  use of fu l ly  
d is t r ib u te d  co s t in g  w h ich  is on ly  one of se ve ra l co s t 
m e th o d o lo g ie s  n o rm a lly  used by re g u la to ry  a g e n c ie s  • in 
de term in ing costs  of service.

In contrast, under the A lascom initiative, A lascom would 
be au tom atica lly  de regu la ted on any route on wh ich  two or 
m o re  c a r r ie r s  w e re  a u th o r iz e d  to p ro v id e  s e rv ic e .  
Deregulation would involve exemption from the sections of AS 
4 2 .0 5  dea ling  w ith  the  se tt ing  of ra tes and ta r i f fs  [AS 
42.05.361 - 42.05.431]. Alascom could be re-regulated on any 
route on which, for w hatever reason, it again became the sole 
serv ice  provider.

3. Only the GCI in it ia t ive  spe c if ica l ly  p rov ides  fo r a 
mechanism to subsidize high cost regulated routes.

While both A lascom and GCI recognize that com petition 
w ou ld  cause a d isequ il ib r ium  in the subs id ies  f low ing  from
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profitable to unprofitable routes,  the methods they propose  in 
their initiatives to respond to that problem are different. G C I ' s  
initiative provides  that the A P U C may adopt an Universal  
S e r v i c e  Fund (USF) to "provide ‘f inancial support ,  where 
nece s sa ry . "  The U S F  would be funded through an a c c e s s  charge 
surcharge or "other means"  not specif ied.

A l a s c o m ' s  init iative i s  s i l e n t  on the q u e st io n  of 
s u b s i d i e s  to high c o s t  a re a s .  T h e  initiative d o e s  not 
spec i f ica l ly  prohibit a U S F ,  however , it i s  unclear whether 
e s ta b l i sh m e n t  of su c h  a fund would require  additional 
legis lation.  Again, A la sco m 's  primary method for preventing 
an interruption of sub s idy  f lows that would threaten universal 
se rv ice  i s  to prohibit competition.

4. A la s co m ' s  initiative conta ins  a sect ion  which would 
automatically repeal the G C I  initiative in the event that both 
init iatives are approved bv the voters ,  r e g a rd le s s  of the 
respective margins of voter approval.

The  relevant se c t ion  of the A la sco m  initiative [Sec .  
4 2 .0 5 .8 6 1  (b)] reads :  "If the bill entitled "An Act relating to
intrastate long d i s tance  te lephone competition" that amends 
A S  42 by adding a new Chapter 1 2  i s  enacted,  that bill i s  
repealed."

To  s u m m a r i z e ,  G C I ' s  in i t iat ive  would mandate 
competition and allow open entry and full deregulation for
f i rm s without market power, but l imited deregulat ion for
A la scom , affi l iates of A lascom or other f irms that may gain 
market power. In addition, the APUC would have the option of 
creating a fund to provide support where n e ce s sa ry  to maintain 
universa l se rv ice .

A la s co m ' s  initiative would require a continuation of the 
s tatus  quo u n le s s  the APUC d e c id e s ,  based upon guidel ines  
which are s t r ic ter  than ex i s t ing  s tatute s ,  that the public 
interest  i s  se rv ed  by competition.  A l so ,  if competition is
permitted, Alascom would be free to se t  rates a s  it pleased on 
any route where two or more carr iers  provide serv ice .  Finally, 
G C I ' s  initiative would be repealed in the event that both
init iatives  p a s s
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The Legislature

Two bil l s were introduced in the Senate  in the 19 8 9  
s e s s i o n  deal ing  with intrastate  com pet it ion .  S B  206,  
sp o n so re d  by S e n a to r s  Frank, Sturgulewski  and F i s ch er ,  i s ,  
with a few minor except ion s ,  identical to the G C I  initiative. 
The  other bill, S B  242, sponso red  by Senators  Adams,  Binkley 
and Zharoft,  w a s  introduced at the request  of five rural 
te lephone  uti l it ies.

S B  242 s e e k s  to: 1 )  require continuation of settlement 
agreements  (the current method by which the intrastate long 
distance carrier,  A lascom, com pensates  local phone companies  
for local fac i l i t ie s  u sed  for both local and long d i s tance  
serv ice) :  and 2) prevent the APUC from i s su ing  a certificate to 
a telephone utility to provide serv ice  in an area already served 
by an exist ing te lephone utility u n le s s  "the exi st ing utility is  
not providing adequate se rv ice  and i s  unlikely to improve to a 
sat i s factory level within a reasonable  period of time." The  
practical outcome of S B  242 i s  that it would make it difficult, 
if not im poss ib le ,  for the AP U C to institute intrastate long
d i s t a n c e  co m p et it io n .  S B  2 4 2  would  overturn  the
C o m m is s io n ’s  recent order adopting a c c e s s  cha rge s  which the 
APUC c o n s id e r s  a n e c e s sa r y  antecedent to competition. The 
bill would also effectively preclude G C I ,  or any other carrier, 
from entering the intrastate market u n le s s  the APUC f inds  
A la scom 's  se rv ice  inadequate and unlikely to improve.

Any bill p a s se d  by the legis lature concerning competition 
during th i s  s e s s i o n  would s u p e r s e d e  any d e c i s i o n  on 
competition by the APUC. Whether the sam e legislation would 
remove from the ballot one or both of the initiatives is  much 
l e s s  certain. Legis lat ion which is  " substantial ly s imilar" to a 
p ro p o sed  initiative would remove the initiative from the
ballot. However, whether the legis lature could p a s s  a bill 
which i s  determ ined to be " su b s ta n t ia l ly  s im i la r "  [ se e
Appendix on substantial ly s imilar legislation] to both the G C I  
and the A la sco m  init iat ives i s  an open quest ion .  That 
determination would be made, at least  initially, by the Lt. 
Governor based upon a legal opinion from the Attorney General.
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ANALYSIS

One issue that is central to the d iscussion of intrastate 
com petit ion  is the question  of universal serv ice . Universal 
se rv ice  is cu rren tly  m a in ta ined  p r im arily  th rough  s ta tew ide  
average rates, a mechanism which creates a subsidy flow from 
profitab le  routes to unprofitab le routes, and thereby maintains 
the viab il ity  of the entire system. Both in itiatives propose to 
p reserve  un iversa l service, but in very  d iffe ren t ways. In its 
initiative, in its proposed regulations, and in SB 206, GCI has 
proposed a mechanism, the universal service fund, which would 
a l le g e d ly  p rese rve  un ive rsa l serv ice . A lascom  addresses  
u n iv e rs a l  s e rv ic e  by re q u ir in g  the  A P U C  to p ro h ib i t  
c o m p e t i t io n  if it th re a te n s  "the u n ive rsa l a v a i la b i l i ty  of 
a ffordable  long distance telephone service."

T h e re  are p rob lem s w ith both ap p ro a ch e s . G C I's  
universal service fund (USF) works by replenishing any subsidy 
lost through com petition via a fund generated through access 
cha rge s . H ow ever, the w orkab il i ty  of the USF becom es 
prob lem atic  as the size of the subsidy increases; the greater 
the  subsidy, the more tha t access charges w ou ld  have to 
inc rease .

Estimates of the subsidy range from $3.6 million to $27 
million. Depending on the size of the actual subsidy, an USF 
funded through an access charge surcharge would add 2 cents 
per m inu te  [$3.6 m ill ion /229 .6  million in tras ta te  m inutes] to 
12 cen ts  per m inu te  [$27 m il l ion /229 .6  m il l ion  in tras ta te  
m inutes] to the price of a call. If the surcharge were limited 
tc  ju s t  calls on com petit ive  routes, the su rcha rge  am ount 
w ou ld  ce r ta in ly  increase , but by how much is unknow n. 
Currently  the rate for a intrastate long d istance call a fter the 
f irs t th ree m inutes, ranges from 10 cents per m inute to 84 
cents per minute, depending on mileage band, fo r  a daytime 
call. A lthough a 2 cent per minute surcharge on a 84 cent per 
m inute call (2% increase) m ight be considered reasonable, its 
likely tha t a 12 cent per minute, or higher, surcharge on a 10 
cent per minute call (120% increase) would not. It is, in part,

Universal Service and Subsidies
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the confusion which surrounds the calculation of the surcharge 
which  recent ly  led the AP U C to re ject  G C I ' s  p ropo sed  
regulations for competition.

Another problem with a U S F  establ i shed by the APUC is 
its  q u e st io n a b le  legality.  G C I ' s  init iative permits  the 
establ i shment of a U S F  "to the extent [that it is] permitted 
under Article IX, Sect ion 7, of the Alaska Constitution." T h i s  
sect ion of the constitution requires that ”[t]he proceeds  of any 
state tax or l i c e n se  shall  not be dedicated to any spec ia l  
purpose ,  except provided in Sect ion 1 5  of this article [Alaska 
Permanent Fund] or when required by the federal government 
for state participation in federal programs."  A lascom and the 
Team ste r s  Union have already attempted, through court action, 
to prevent G C I ' s  initiative from reaching the ballot, in part, for 
this very reason. Although GCI won the first round of court 
battles in Decem ber  and had its initiative certif ied for the 
November 1990 ballot, this i s su e  is  still subject  to challenge.

A la sco m ' s  approach to universal se rv ice  i s  problematic 
in that it involves  a type of "catch-22."  A la sco m ' s  initiative 
would allow competition only if the APUC could find that it 
would not threaten universa l  s e rv ice .  However, the only 
regulatory structure permitted under the A lascom initiative is  
one that is  almost guaranteed to threaten universal serv ice .

For example, A la sco m ' s  total revenues  would decl ine 
under competition because  of lost market share  and because  of 
lower rates on competitive routes.  T h i s  revenue shortfal l  
would have to be made up in som e manner. The  most likely 
method, and perhaps the only legal method for doing so  under 
the Alascom initiative, would be to ra i se  rates on regulated 
routes.  However, if the APUC determines ahead of time that 
the rate i n c r e a s e s  on regulated routes  will l ikely threaten 
universa l  s e rv i ce  the A P U C would be required to prohibit 
competition. One can almost say,  a priori, that the only way to 
pre serve  universal se rv i ce  under the A la scom  initiative i s  to 
prohibit compet it ion.
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Regulatory Concerns

The trans it ion  to com petit ion  will require a ba lanc ing 
act on the part of the APUC with respect to the regulation of 
A lascom. Com plete  deregulation of A lascom  on com petit ive  
rou tes  co u ld  g ive  tha t co m p a n y  an un fa ir  c o m p e t i t iv e  
advantage over its competitors. Compared to a com pany like 
GCI, A lascom  has con s ide rab le  f ina nc ia l resou rces  at it 
disposal. These include the possibility o f raising rates on its 
regulated routes and the guaranteed profit tha t it earns on its 
in te rs ta te  se rv ice s . W ith o u t re g u la to ry  o v e rs ig h t  it is 
possib le tha t A lascom could tem porarily  price its com petit ive  
services below the true cost of service. Because A lascom is a 
monopoly there is a lways the danger that it m ight attem pt to 
subsid ize its below cost competitive rates with profits earned 
on monopoly services. If GCI or some other competitors were 
forced to leave the market because of this type of predatory 
pric ing, then custom ers would be deprived of the long term 
benefits  of com petit ion.

The opposite problem could occur if the APUC were to 
a llow  com pe tit io n  but ins tead  of co m p le te ly  d e re g u la t in g  
A lascom  chose to over-regu la te  A lascom . For exam ple , if 
A lascom were prohib ited from decreasing rates on com petit ive 
routes unless the decrease was part o f a system w ide rate 
reduction, then A lascom would in effect be unable to com pete 
with its "com petitors ." This is because the average cost of 
providing system wide service (which is the cost that A lascom 
faces) is much greater than the average cost on com petit ive  
routes (which is the cost A lascom 's com petito rs  face). This 
scenario would lead to a pricing structure in which A lascom 's 
com petito rs would jus t underprice A lascom 's rates and would 
o n ly  p ro v id e  s e rv ic e  on p r o f i ta b le  ro u te s .  T h is  
"c ream sk im m ing" cou ld  s ign if ican tly  reduce the con tr ibu tion  
currently ava ilab le fo r subsidizing high cost routes as well as 
reducing A lascom 's market share and return on investment.

The ch a l le n g e  the  APUC faces  in co n s id e r in g  an 
a p p ro p r ia te  regu la to ry  s tru c tu re  is to f ind an a cce p ta b le  
balance between these two extremes. However, the APUC has 
been reviewing the issue of intrastate long distance te lephone 
com petition for the past six years. A lthough m inimum policy
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ob jectives were es tab lished in D ecem ber 1989, there is no 
gu a ran tee  tha t regu la t ions  on com pe tit ion  will be adooted 
anytime soon.

Problems with the In itia tive Process

A lthough the prospect of letting the voters dec ide  this 
issue may seem a po lit ica lly  exped ien t one at f irs t g lance, 
there are som e c lear problems with it. The first is tha t the 
cho ices  a v a i la b ’e to the pub lic  are l im ited . The options 
ava ilab le  to the  vo te rs  in N ovem ber w ere  conce ived  and 
advocated by tv»o very interested private parties and probably 
represent the extremes in a range of options.

Another problem  is the lack of information availab le to 
voters upon which to base a decision. Most of the information 
available to voters on this complex issue will be highly biased 
and p re se n te d  in 3 0 -se co n d  TV spo ts  by two p r iva te  
companies, GCI and Alascom. Objective factual analysis of the 
issue will, in all l ike lihood, not lend itse lf  to th is  type of 
encapsu la tion nor have the funding ava ilab le  for an effective 
m edia presentation.

A th ird  prob lem  with the in it ia t ives is that both rigidly 
define the APUC 's role in implementing com petit ion. Neither 
a llow  the APUC much leeway to make basic  changes in the 
com petit ive  fram ew orks  estab lished by the  in it ia t ives if they 
prove to be flawed in some way.

A final problem is tha t the vote on the two initiatives is 
not an e ith e r/o r  cho ice  between the two in it ia t ives. It is 
poss ib le  tha t both in it ia t ives cou ld pass. A lascom 's  clause 
repealing GCI's petition may not be legal and will certa in ly be 
cha llenged in court. This could open the process to further 
d e lays  and unce rta in t ies  and the poss ib il i ty  that the court 
could be the final arbiter on this issue.

The firs t three problems w ith the in it ia t ive process just 
d iscussed are not w ithou t precedence. A case in po int is 
Californ ia 's  Proposition 103 which passed in Novem ber 1988 
and called for a rollback of auto insurance rates.
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In order to im plem ent the in itia tive, as am ended by a 
s u b s e q u e n t  c o u r t  ru lin g , the C a l i fo rn ia  D e p a r tm e n t of 
Insurance (DOI) will need to expand its existing staff by 263 
positions. That increase plus other Proposition 103 associated 
expenses resulted in a FY 90 budget request of $26 million 
more than the previous year's budget.

The California insurance Com m issioner has described the 
problems brought on by Proposition 103 in the following way:

P ro p o s i t io n  103 w a s  a p o o r ly -d ra f te d  
measure and pnrts of it were held unconstitu tional 
by the state Supreme Court ... [T]he inherent defects 
in Proposition 103 create con fl ic ts  which, if the 
m easure  is l itera lly  im plem ented , w ill d iscourage  
competition, result in higher rates for many, create 
a rb itra ry  ra tes fo r some, create exce ss ive  and 
d iscrim inatory rates for some, anc. make insurance 
less available.

CONCLUSIONS AND RECOMMENDATIONS

The APUC appears to have taken inordinate time deciding 
if and under what conditions intrastate te lephone com petit ion 
can occur in Alaska. However, the two initiatives certified on 
the November 1990 ballot are extreme approaches to the issue, 
representing  the respective  best in te res ts  of two corpo ra te  
com petito rs , A lascom  and GCI. Both in it ia t ives lack prope- 
analysis as to public policy impacts and both appear to have 
de fic ienc ies  which could result in s ig n if ica n t im p lem en ta tion  
problems if adopted.

The A laska leg is la ture needs to ask itself w he ther it is 
heade d  fo r  an a d m in is t ra t iv e ,  f in a n c ia l  and c o n s u m e r  
n igh tm are with in tras ta te  te lephone com petit ion  th rough the 
in it ia t ive  p rocess. The leg is la tu re  cou ld  let the cu rre n t 
p rocess p lay itse lf ou t and then su b se q u e n t ly  a ttem p t to 
address any problems that may develop in the future. However, 
a m ore p ruden t a lte rna tive  would be to a ttem p t to adop t 
leg is la tion which com prehens ive ly  addresses the sub ject and
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inc ludes many of the  concepts in both ba llo t in itia t ives, but 
a lso d irects the APl.JC to fashion a com petit ive  structure that 
is appropria te  to A laska ’s c ircum stances. This approach has 
some obvious advantages:

1 . It could rem ove both the A lascom  and GCI in itiatives 
from  the ballot. N e ither ap*proach would be precluded by the 
A P U C  bu t both w ou ld  be ob jec t ive ly  com pared  to o the r 
approaches.

2. The APUC could be directed to jus tify  its decis ion 
based upon em pir ica l analysis of A laska 's  in trastate market. 
Th is  wou ld  reduce the likelihood of fu ture  problem s resulting 
f ro m  a d e c is io n  m ade w itho u t c o m p le te  in fo rm a t io n  on 
possib le consequences.

3. A leg is lative solution to the cu rren t regula tory debate 
on com petit ion  m igh t be warranted even if there w ere  not 
in it ia t ives headed fo r the public ballot, The APUC has dealt 
w ith  th is  issue for six years w ithou t a reso lu t ion . The 
leg is la ture  cou ld specify  a time frame fo r a decis ion. This 
w ou ld  ®nsure full cons idera tion  of the com petit ion  question  
and prompt resolution.

4. By fash ion ing  a com petit ive  s tru c tu re  tha t is less 
e x tre m e  than  e i th e r  G C I's  or A la s c o m 's  in it ia t ive s , th is  
approach might reduce the possibility of a court challenge.

5. A leg islative solution implemented by the APUC could 
a llow  consideration of any impact of the interstate jo in t board 
p roceeding on in trasta te  competition.
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APPENDIX

Artic le  XI, Section 4. Initiative Election. An in itia tive 
petition may be filed at any time. The lieutenant governor 
shall prepare a ba llo t title and proposition sum mariz ing the 
proposed law, and shall place them on the ballot for the first 
statewide election held more than one hundred twenty days 
after ad jou rnm ent of the leg is lative session fo llow ing the 
filling. If. before the election, substantia lly  the same measure 
has been enacted, the petition is vo id . [Constitution of A laska; 
Am endm ent approved August 25, 1970]

Substantially Similar Legislation

"It is c lear that the legislative act need not conform to 
the in itiative in all respects, and that the fram ers intended 
that the legislature should have some discretion in deciding 
how fa r the legis la tive act should differ from the provis ions 
of the initiative. The question, of course, is how great is the 
permitted variance before the legislative act becomes no 
longer substantia lly  the same.

"Upon reflection we have concluded that the legislature 's 
discretion in this matter is reasonably broad. If in the main 
the legislative act achieves the same general purpose as the 
initiative, if the leg is la tive act accom plishes that purpose by 
means or systems which are fairly comparable, then 
substantia l s im ilarity  exists. It is not necessary that the two 
measures correspond in minor particulars, or even as to all 
major fea tures, if the sub ject matter is necessarily  com plex 
or if it requires com prehensive treatment. The broader the 
reach o f the sub ject matter, the more latitude must be allowed 
the leg is la ture to vary from the particular features of the 
initiative." [Warren v. Boucher. Pacific R eporte r. 543 P.2d 731 
(1975), p. 736]
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H B  13, U n i v e r s a l  S e r v i c e M a r c h  1 2 ,  1 9 9 0

TELECONFERENCE; Anchorage LIO only. Teleconference was set up to allow 
someone from Bureau of Vital Statistics to testify on next bill, SB 332. 
IMPORTANT: We only have one hour of teleconference time (1:30-2:30) so 
please watch the time and make sure we are hearing SB 332 no later than 
2:15.

Scheduled first on agenda to accommodate a request by Gordon Parker, local 
companies are holding a meeting today.

TO TESTIFY;

Representative Boucher
Claude Zike: speaking on behalf of local companies.

NOTES;

We took public testimony on HB 13 at the Feb. 16, 1990 hearing. All 
testimony received was in favor of HB 13.

*Gordon Parker called to say NO ONE from local companies will be offering 
amendments this time around.

*RE: Reed Stoops request, to tighten title. Legal says "no", Phil suggested 
putting the words"amen" or "the end". In other words, it is as tight as it 
is going to get without opening the can of worms of defining universal 
service.

APUC letter of support is in packets.

'v-Do Pa s s  "
3'12 -10
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ALASKA PUBLIC UTILITIES COMMISSION
DEPARTMENT OF COMMERCE AND ECONOMIC DEVELCPMENT

f

STEVE COWPER, GOVERNOR

420 "L" STREET 
SUITE 100
ANCH ORAGE. ALASKA 99501 
(907) 276-6222

A L A S K A  P U B L I C  U T I L I T I E S  C O M M I S S I O N  

COMMENTS  ON HB 13

F e b r u a r y  7 ,  1989

T h e  C o m m i s s i o n  s u p p o r t s  H B  13 a n d  h a s  i n c l u d e d  u n i v e r s a l  s e r v i c e  
i n  t h e  p o l i c y  o b j e c t i v e s  w h i c h  t h e  C o m m i s s i o n  a d o p t e d  t o  g u i d e  
i t s  a d j u d i c a t i o n  o f  t h e  c o m p l e x  t e l e c o m m u n i c a t i o n s  i s s u e s  c u r ­
r e n t l y  p e n d i n g .   ..............  - *

08-H6LH



Fe b ru ary  1 5 ,1 9 9 0 Unicom
UC90-5026

S T A T E  A F F A I R S  C O M M I T T E E  
S e n a t o r  P a t  P o u r c h o t ,  C h a i r m a n  
S e n a t o r  A l  A d a m s  
S e n a t o r  J a n  F a i k s  
S e n a t o r  R i c k  U e h l i n g  
S e n a t o r  J i m  K e l l y  
P o u c h  V
J u n e a u ,  A l a s k a  99811 

R E F E R E N C E :  H .B .  13 

D e a r  S e n a t o r s :

It i s  o u r  u n d e r s t a n d i n g  y o u r  c o m m i t t e e  h a s  b e f o r e  i t H . B .  13 w h i c h  d e c l a r e s  
t h a t  u n i v e r s a l  b a s i c  t e l e c o m m u n i c a t i o n s  s e r v i c e  i s  i n  t h e  p u b l i c  i n t e r e s t .

U n i t e d  U t i l i t i e s  i s  a  l o c a l  e x c h a n g e  t e l e p h o n e  c o m p a n y  s e r v i n g  56 
c o m m u n i t i e s  w i t h i n  t h e  S t a t e  o f  A l a s k a .  F e d e r a l  l e g i s l a t i o n ,  t h e  F e d e r a l  
C o m m u n i c a t i o n s  C o m m i s s i o n  ( F C C ) ,  a n d  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s ­
s i o n  ( A P U C )  h a v e  a l l  a d o p t e d  l e g i s l a t i o n  a n d / o r  p o l i c i e s  p r o m o t i n g  t h e  
a v a i l a b i l i t y  o f  u n i v e r s a l  b a s i c  t e l e c o m m u n i c a t i o n s  s e r v i c e .  I f it w e r e  n o t  f o r  t h e  
f e d e r a l  l e g i s l a t i o n  a n d  t h e  r e g u l a t o r y  p o l i c i e s ,  o u r  c u s t o m e r s ,  a n d  o t h e r  r u r a l  
c u s t o m e r s  w i t h i n  t h e  s t a t e ,  w o u l d  b e  w i t h o u t  t e l e p h o n e  s e r v i c e .

W e  s t r o n g l y  r e c o m m e n d  t h a t  y o u  p a s s  t h i s  l e g i s l a t i o n  a s  c u r r e n t l y  t h e r e  i s  n o  
l e g i s l a t i v e  a u t h o r i t y  t h a t  w e  a r e  a w a r e  o f  a d o p t i n g  t h e  u n i v e r s a l  b a s i c  
t e l e c o m m u n i c a t i o n s  o b j e c t i v e s  f o r  A l a s k a .  T h i s  i s  p a r t i c u l a r l y  c r i t i c a l  c o n s i d ­
e r i n g  t h e  a d v e n t  o f  c o m p e t i t i o n  a n d  o t h e r  c h a n g e s  i n  t h e  t e l e c o m m u n i c a t i o n s  
i n d u s t r y .

T o  s t r e n g t h e n  t h i s  l e g i s l a t i o n ,  w e  a r e  a s k i n g  t h a t  y o u r  c o m m i t t e e  c o n s i d e r  
a d d i n g  t h e  f o l l o w i n g  l a n g u a g e  t o  t h e  b i l l :

" U n i v e r s a l  b a s i c  t e l e c o m m u n i c a t i o n s  s e r v i c e  i s  d e f i n e d  a s  
h a v i n g  h o u s e h o l d  t e l e p h o n e  s u b s c r i b e r s h i p  p e n e t r a t i o n  l e v e l s  
w i t h i n  e a c h  c o m m u n i t y  t h a t  a p p r o x i m a t e  t h e  h o u s e h o l d  t e l e ­
p h o n e  s u b s c r i b e r s h i p  p e n e t r a t i o n  l e v e l s  b e i n g  e x p e r i e n c e d  
n a t i o n a l l y .  U n i v e r s a l  b a s i c  t e l e c o m m u n i c a t i o n  s e r v i c e  i s  a l s o  
d e f i n e d  a s  h a v i n g  s t a t e w i d e  m e s s a g e  t o l l  r a t e s  t h a t  a r e  n o t  s u b ­
s t a n t i a l l y  g r e a t e r  t h a n  t h e s e  in e f f e c t  o n  J a n u a r y  1 ,1 9 9 0 . ”

An Alaskan Native Owned Corporation Unicom. Inc.
Subsidiaries:
United Utilities. Inc. 
UmVista. Inc.
Manley Utility Co., Inc.

5450 A Street 
Anchorage 
Alaska 
99518
(907) 561-1674



S T A T E  A F F A I R S  C O M M I T T E EFebru ary  1 5 ,1 9 9 0P a g e  - 2 -
B y  1993, A l a s k a  l o c a l  e x c h a n g e  c o m p a n i e s  w i l l  b e  r e c e i v i n g  in  e x c e s s  o f  $34 
m i l l i o n  f r o m  t h e  f e d e r a l  U n i v e r s a l  S e r v i c e  F u n d  t o  a s s i s t  in  a c h i e v i n g  t h e  
F C C ’s  u n i v e r s a l  s e r v i c e  o b j e c t i v e s .  T h e  p r o p o s e d  w o r k i n g  d e f i n i t i o n  i s  
c o n s i s t e n t  w i t h  t h e  F C C ’s  g o a l s  a n d  s o u n d  p u b l i c  p o l i c y .

C o n s i d e r i n g  t h a t  t h e  A P U C ’s  d e c i s i o n s  w i l l  i m p a c t  t h e  a v a i l a b i l i t y  o f  t h e  f e d ­
e r a l  U n i v e r i  ! S e r v i c e  F u n d s  f o r  f u r t h e r i n g  u n i v e r s a l  s e r v i c e ,  a n d  c o n s i d e r i n g  
t h e  p o s s i b l e  h a r m f u l  a f f e c t s  o n  r u r a l  c u s t o m e r s  s h o u l d  c o m p e t i t i o n  b e  p e r m i t ­
t e d ,  w e  a r e  r e q u e s t i n g  t h e  p r o p o s e d  w o r k i n g  d e f i n i t i o n  b e  i n c l u d e d  in  H .B .  13.

I f  y o u  w o u l d  l i k e  m o r e  i n f o r m a t i o n ,  p l e a s e  c o n t a c t  m e .

R e s p e c t f u l l y  s u b m i t t e d ,

U N I T E D  U T I L I T I E S ,  I N C .

P r e s i d e n t

S H / a b
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Chairman House Committee on State Affairs • Special Committee on Telecommunications
R e p r e s e n t a t i v e  H . A .  " R e d "  B o u c h e r

H B  13 - U n iversal S e rv ice s Su p p lem en tal S ta te m e n t
Essentially, H B  13 is a simple statement of state policy.

That policy is: ...regulation of telephone utilities shall a i m  at mak i n g  
basic telephone service available to as m a n y  Alaskans as possible.

T h e  motivation for this policy is twofold. First, national consistency. 
Universal Service has been the fundamental tenet in F C C  policy since 
its inception in 1934. While it has been codified in s o m e  states, it has 
been the unspoken rule in all states.

T h e  second motivation for codifying Universal Service as our state 
policy is to demonstrate that Alaska does, within our state, w h a t  w e  
are asking the F C C  and the Joint Board to do for us on a national basis. 
B y  that w e  m e a n  that Alaska is a remote and expensive part of the 
national telephone network. Alaska seeks subsidy and deferential 
treatment from the F C C  which lowers our interstate telephone rates. 
Former A P U C  Commissioner, Marvin Weatherly, has testified that 
Alaska has been subject to criticism because w e  have not formalized 
the s a m e  Universal Service policy for intra-state telephone service 
that we're seeking for inter-stat#1 spnHpp,

P.O . B ox  V  • Juneau, A laska • 99811  • (9 0 7 ) 465 -4931  
3111 C  Street • Suite 445  • Anchorage, A laska • 9 9 5 0 3  • (9 0 7 ) 5 6 1 -7 6 2 4



LEGISLATIVE AFFAIRS AGENCY
M E M O R A N D U M  February 24, 1989

SUBJEST: Sectional analysis of HB 13 
(Declarations and directions concerning 
telecommunication services)

TO:

FROM:

Representative H.A. "Red" Boucher

Teresa B. Cramer 
Legislative Counsel

You have requested a sectional analysis of the above de­
scribed bill.

As a preliminary matter, note that a sectional analysis or 
summary of a bill should not be considered an authoritative 
interpretation of the bill and the bill itself is the best 
statement of its contents.

Section 1 states that a utility that provides local exchange 
or interexchange telecommunications service affects the p u b­
lic interest and directs that regulation seek to maintain 
and further the efficiency, availability and affordability 
of universal basic telecommunications service.

If I may be of further assistance, please advise.

T B C :gc 
WKG7/056



R e p r e s e n t a t i v e  H . A .  " R e d "  B o u c h e r
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< S d r u i 4 2 _ .

Chairman House Committee on State Affairs • Specia l Comm ittee on Telecommunications 
Member Labor & Commerce Committee • Chairman Com m ission on the Future o f the Permanent Fund

S T A T E M E N T  ON HB 13

HB 13 i s  a  v e r y  s i m p l e  b i l l .  I n  v e r y  f e w  w o r d s ,  HB 13 m a k e s  

U n i v e r s a l  T e l e p h o n e  S e r v i c e  a  p o l i c y  a n d  a  p r i o r i t y  o f  t h e  S t a t e  

o f  A l a s k a .  W h a t  i s  U n i v e r s a l  T e l e p h o n e  S e r v i c e ?  U n i v e r s a l  

T e l e p h o n e  S e r v i c e  i s  s i m p l y  t h e  r i g h t  o f  a l l  c i t i z e n s  t o  h a v e  

t e l e p h o n e  s e r v i c e  a v a i l a b l e  t o  t h e m  a t  a  r e a s o n a b l e  c o s t .

I n  a s k i n g  t h e  L e g i s l a t u r e  t o  p a s s  HB 1 3 ,  w e  a r e  f o l l o w i n g  t h e  

l e a d  o f  t h e  U n i t e d  S t a t e s  C o n g r e s s ,  t h e  F e d e r a l  C o m m u n i c a t i o n s  

C o m m i s s i o n  a n d  t h e  A l a s k a  P u b l i c  U t i l i t i e s  C o m m i s s i o n .  T h e  

C o n g r e s s ,  i n  s t a t u t e ,  a n d  t h e  FCC  a n d  A P U C ,  t h r o u g h  r e g u l a t i o n ,i
h a v e  a l l  s t a t e d  t h a t  U n i v e r s a l  T e l e p h o n e  S e r v i c e  i s  a  d e s i r a b l e  

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

S .

T h e  e f f e c t  o f  t h i s  l e g i s l a t i o n  i s  v e r y  b a s i c .  I t  w i l l  m e a n  t h a t ,  

a s  t h e  r e g u l a t o r y  b o d i e s  o f  t h e  s t a t e  g u i d e  u s  t h r o u a h  t h e  

m u l t i t u d e  o f  c o m p l e x  c h a n g e s  r a p i d l y  t a k i n g  p l a c e  i n  t h e  t e l e c o m ­

m u n i c a t i o n s  i n d u s t r y ,  t h e y  w i l l  k e e p  i n  m i n d  t h e  n e e d s  o f  a l l  o u r  

c i t i z e n s  t o  h a v e  a c c e s s  t o  b a s i c  c o m m u n i c a t i o n s  s e r v i c e s .

W i t h  t h a t  g o a l  i n  m i n d ,  I  u r g e  t h i s  b c d y *  t u  p a s s  HB 13 .

R oom  102 Capitol • P .O . B ox V • Juneau, A laska • 9 9 8 1 1  • (9 0 7 ) 465-4931 
3111  C  Street • Suite 445 • Anchorage, Alaska • 9 9 5 0 3  • (9 0 7 ) 5 61 -7624



201 E. 56th Avenue/Suite 230 Anchorage, Alaska 99518 (907)563-4000/ FAX (907)562-3776 
Claude Zikc Gordon ParkerPresident Executive Director

A l a s k a  T e l e p h o n e  A s s o c i a t i o n

SUMMARY OF HB 13 
UNIVERSAL TELEPHONE SERVICE

HB 1.3 e s t a b l i s h e s  u n i v e r s a l  t e l e p h on e  s e r v i c e  a s  b e i ng  i n t h e  
pu b l i c  i n t e r e s t  and,  t h e r e f o r e ,  a p r i o r i t y  o f  t h e  S t a t e  o f  
A1aska.
Un i v e r s a l  t e l e p h o n e  s e r v i c e  r e f e r s  t o t h e  r i g h t  of  a l l  
r e s i d e n t s  t o  have a v a i l a b l e  t o  them b a s i c  t e l e p h o n e  s e r v i c e s  
a t  a r e a s o n a b l e  r a t e .
At t he f e d e r a l  l e v e l ,  u n i v e r s a l  t e l e p h o n e  s e r v i c e  was a d o p t e d  
a s  g ove r nmen t  p o l i c y  u i t h  t h e  pa s s age  o f ' t h e  Commun i ca t i on s  
Act of 1934 and r ema i n s  a p r i o r i t y  t o d a y .  The F e d e r a l  
Commun i c a t i on s  Commiss i on ha s  a l s o  a d o p t e d  u n i v e r s a l  
t e l e p h o n e  s e r v i c e  a s  a p r i o r i t y .  In A l a s k a ,  t h e  A l a s k a  
Pub l i c  U t i l i t i e s  Commi s s i on ,  in i t s  omni bus
t e l e c o m m u n i c a t i o n s  o r d e r  o f  J une ,  1988, e s t a b l i s h e d  u n i v e r s a l  
t e l e p h o n e  s e r v i c e  a s  one o f  i t s  s i x  g o a l s  i n  a d d r e s s i n g  
t e l e c o m m u n i c a t i o n s  i s s u e s  p e nd i n g  b e f o r e  i t .  U i t h  HB 13, t h e  
l e g i s l a t u r e  i s  b e i n g  a s k e d  t o  p l a c e  t h i s  c r i t i c a l  p o l i c y  i n t o  
s t a t u t e .i
The q u e s t i o n  w i l l  be a s k e d ,  "Uhat  e f f e c t  d o e s  HB 13 have on 
t he  c u r r e n t  d e b a t e  r e g a r d i n g  i n t r a s t a t e  c o m p e t i t i o n ? "  The 
answer  i s  t h a t  t h e  o n l y  e f f e c t  would be t o  r e q u i r e  t h e  APUC 
t o  m a i n t a i n  t h e  p r e s e r v a t i o n  o f  b a s i c  u n i v e r s a l  t e l e p h o n e  
servi ce* a s  a  p r i o r i t y  a s  t h e  i n t r a s t a t e  c o m p e t i t i o n  i s s u e  i s  
c o n s i d e r e d .  Th i s  i s  a s t a t e d  goal  of a l l  p a r t i e s  t o t h e  
i n t r a s t a t e  c o m p e t i t i v e  d e b a t e .
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HB 13 e s t a b l i s h e s  u n i v e r s a l  t e l e p h o n e  s e r v i c e  as  b e i n g  in t he  
p u b l i c  i n t e r e s t  and ,  t h e r e f o r e ,  a p r i o r i t y  of  t h e  S t a t e  of  
A1 a ska .
Un i v e r s a l  t e l e p h o n e  s e r v i c e  r e f e r s  t o t h e  r i g h t  of  a l l  
r e s i d e n t s  t o  have a v a i l a b l e  t o them b a s i c  t e l e p h o n e  s e r v i c e s  
a t  a r e a s o n a b l e  r a t e .
At t he  f e d e r a l  l e v e l ,  u n i v e r s a l  t e l e p h o n e  s e r v i c e  was a d o p t e d  
a s  gove r nmen t  p o l i c y  w i t h  t h e  p a s s a g e  of  t h e  Commun i ca t i on s  
Act  of 1934 and r ema i n s  a p r i o r i t y  t o d a y .  The F e d e r a l  
Commun i c a t i on s  Commiss ion ha s  a l s o  a d o p t e d  u n i v e r s a l  
t e l e p h o n e  s e r v i c e  a s  a p r i o r i t y .  In A l a s k a ,  t h e  A l a s k a  
P u b l i c  U t i l i t i e s  Commi s s i on ,  in i t s  omnibus
t e l e c o m mu n i c a t i o n s  o r d e r  of  J u n e ,  1988, e s t a b l i s h e d  u n i v e r s a l  
t e l e p h o n e  s e r v i c e  a s  one of  i t s  s i x  g o a l s  i n a d d r e s s i n g  
t e l e c o m m u n i c a t i o n s  i s s u e s  p e nd i n g  b e f o r e  i t .  U i t h  HB 13, t h e  
l e g i s l a t u r e  i s  b e i n g  a s k e d  t o  p l a c e  t h i s  c r i t i c a l  p o l i c y  i n t o  
s t a t u t e .
The q u e s t i o n  w i l l  be a s k e d ,  "Uhat  e f f e c t  d o e s  HB 13 have on 
t h e  c u r r e n t  d e b a t e  r e g a r d i n g  i n t r a s t a t e  c o m p e t i t i o n ? "  The 
answer  i s  t h a t  t h e  on l y  e f f e c t  would be t o  r e q u i r e  t h e  APUC 
t o  m a i n t a i n  t h e  p r e s e r v a t i o n  of  b a s i c  u n i v e r s a l  t e l e p h o n e  
s e r v i ce*  a s  a  p r i o r i t y  a s  t h e  i n t r a s t a t e  c o m p e t i t i o n  i s s u e  i s  
c o n s i d e r e d .  Th i s  i s  a s t a t e d  goal  of a l l  p a r t i e s  t o  t he  
i n t r a s t a t e  c o m p e t i t i v e  d e b a t e .




