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CS FOR HOUSE BILL NO. 286 (FINANCE)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE FINANCE COMMITTEE

Offered:
Referred:

Sponsor(s): REPRESENTATIVES IVAN, Jacko, Zawacki

A BILL

FOR AN ACT ENTITLED
»
"An Act requiring the Alaska Public Utilities Commission to adopt regulations concerning

the adjustment of rates by local exchange telephone utilities; permitting the adjustment of
rates of local exchange telephone utilities in conformance with changes in jurisdictional cost

allocation factors; and providing for an effective date.”

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 42.05.381(e) is amended to read:

(e) The commission shall adopt regulations for electric cooperatives and for local
exchange telephone utilities setting a range for adjustment of rates by a simplified rate filing
procedure. A cooperative or telephone utility may apply for permission to adjust its rates over
a period of time under the simplified rate filing procedure regulations. The commission shall
grant the application if the cooperative or telephone utility satisfies the requirements of the
regulations. The commission may review implementation of the simplified rate filing procedure
at reasonable intervals and may revoke permission to use the procedure or require modification

of the rates to correct an error. The commission shall adopt the regulations concerning
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adjustment of rates by local exchange telephone utilities on or before October 1, 1991.
* Sec. 2. AS 42.05.381 is amended by adding a new subsection to read:

(f) A local exchange telephone utility may adjust its rates in conformance with changes
in jurisdictional cost allocation factors required by either the Federal Communications
Commission or the Alaska Public Utilities Commission upon a showing to the Alaska Public
Utilities Commission of

(1) the order requiring the change in allocation factors;
(2) the aggregate shift in revenue requirement, segregated by service classes or

categories, caused by the change in allocation factors; and

(3) the rate adjustment required to conform to the required shift in local revenue

requirement.

* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).
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No. 1

Bill Version: CSHB 286 (CRA)

STATE OF ALASKA
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1991 LEGISLATIVE SESSION
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CS FOR HOUSE BILL NO. 286 ( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): REPRESENTATIVES IVAN, Jacko, Zawacki
A BILL
FOR AN ACT ENTITLED
1 "An Act relating to regulation of rate changes of local exchange telephone utilities; and

2 providing for an effective date.”

3 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

4 * Section 1. AS 42.05.381(e) is amended to read:

5 (e) The commission shall adopt regulations for electric cooperatives and for local
6 exchange telephone utilities setting a range for adjustment of rates by a simplified rate filing
7 procedure. A cooperative or telephone utility may apply for permission to adjust its rates over
8 a period of time under the simplified rate filing procedure regulations. The commission shall
9 grant the application if the cooperative or telephone utility satisfies the requirements of the
10 regulations. The commission may review implementation of the simplified rate filing procedure
11 at reasonable intervals and may revoke permission to use the procedure or require modification
12 of the rates to correct an error. The commission shall adopt the regulations concerning
13 adjustment of rates by local exchange telephone utilities on or before October 1, 1991.

14 * Sec. 2. AS 42.05.381 is amended by adding a new subsection to read:

-1- CSHB 286( )
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(f) A local exchange telephone utility may adjust its rates in conformance with changes
in jurisdictional cost allocation factors required by either theFederal Communications
Commission or the Alaska Public Utilities Commission upon ashowingjot) i Ik* A*n.Is.cW -

(1) the order requiring the change in allocation factors;

(2) the aggregate shift in revenue requirement, segregated by service classes or
categories, caused by the change in allocation factors; and

(3) the rate adjustment required to conform to the required shift in local revenue
requirement.

* Sec. 3. This Act takes effect immediately under AS 01.10.070(c).
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SECTIONAL ANALYSIS FOR CSHB 286 DRAFT (7-LS1207/V)

SECTION 1Is Requires the Alaska Public Utilities Commission to
adopt regulations concerning adjustment of rates by local
telephone utilities on or before October 1, 1991.

SECTION 2: This section allows telephone utilities to adjust
rates in compliance with regulatory orders issued by the Federal
Communications Commission or the APUC. Under current procedures,
whenever a shift iIn cost allocation among the interstate toll,
intrastate toll and local jurisdictions, companies must @o
through rate case procedures just to comply with required
adjustments. The provision in section one allows the shifts to
take place without the expense or burden of a rate case
procedure.

SECTION 3: Immediate effective date.
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ALASKA PUBLIC UTILITIES COMMISSION
COMMENTS ON CSHB 286

MAY 7, 1991

The Commission unequivocally supports simplified rate making that
will reduce rate case costs while still protecting consumers.

The Commission opposes CSHB 286 because it does not meet these
objectives, and i1t is premature.

-CSHB 286 lets all telephone companies 1In the state, even the
largest monopolies, raise rates by up to 8 percent or more a

year 1 These increases are allowed whether needed or not and even
if the company is already overearning.

-The Commission would have no direct control over these
INncreases. This deprives consumers of vital protection now
provided by Commission review of "rate iIncreases. And it puts the
burden on the consumers to control the increases. No other

regulated utilities iIn the state can raise the rates to their
consumers without regulatory review.

-Rate filings for local telephone companies will be simplified
and rate case costs will be reduced under legislation passed last
session (HB 168) without compromising consumer protection. Until
these regulations are iIn place and tested, it is premature and
confusing to require a further level of simplified ratemaking.

-RECOMMENDATION: Allow the Commission to complete the work
already underway to implement HB 168. If the legislature wants to
Impose a time certain or other conditions on the HB 168 process, it
can do so. (See proposed legislation iIn this packet.)

Other States have required simplified procedures for local
telephone companies, but they have left the details to their public
utility commissions. This allows for all sides to be heard,

including both industry AND consumers, and for the full range of
alternatives to be considered in an open forum.

Combining Section 1 and Section 2 increases could result in
annual rate increases much higher than 8 percent a year.
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IN THE LEGISLATURE OF THE STATE OF ALASKA

SEVENTEENTH LEGISLATURE-FIRST SESSION

A BILL

FOR AN ACT ENTITLED

"An Act relating to regulation of local exchange telephone
utilities; and providing for an effective date."

BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

* Section 1. AS 42.05.381(e) 1is amended to read:

() The commission shall adopt regulati

electric cooperatives and for local exchange telephone utilities
setting a range for adjustment of rates by a simplified rate filing

procedure. In developing the simplified rate filing procedure for

local exchange telephone utilities the commission shall consider

the size of the utility and the iImpact of rate case expenses on

rates. A cooperative or telephone utility may apply for permission
to adjust i1ts rates over a period of time under the simplified rate

filing procedure regulations. The commission shall grant the

application if the cooperative or telephone utility satisfies the

requirements of the regulations. The commission may review

implementation of the simplified rate fTiling procedure at

reasonable intervals and may revoke permission to use the procedure

or require modification of the rates to correct an error.



* Sec. 2. AS 42.05.381 i1s amended by adding a new subsection
to read:

Q) By January 1, 1992, the commission shal

regulations to establish simplified rate filing procedures for

local exchange telephone companies as required by AS 41.05.381(e).

* Sec. 3. This Act takes effect i1immediately under AS
01.10.070(c)-
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ALASKA PUBLIC UTILITIES COMMISSION
COMMENTS ON HB 286
April 29, 1991

The Commission recognizes the benefits of simplified
ratamaking but opposes HB 286 because 1t fTails to adequately
protect the consumers of local telephone companies and because it
IS premature*

Local telephone companies are part of a statewide,
telephone network that provides both 1local and Ilong distance
service. Local telephone companiesaremore complex than other
utilities because they have costs and revenues which must be
separated iInto three categories: local, intrastate toll, and
interstate toll. With the 1ntroduction ofintrastate long distance
competition, the local telephone companies are making annual
filings to the Commission which include this cost and revenue
data. These Tilings are currently used for determining what
charges intrastate long distance companies will pay to access
customers through the local telephone companies. However, they
also include information which will allow the ratemaking process
for local services to be simplified and expedited without compro-
mising protection of the consuming public. This 1s the Commis-
sion"s current mandate under legislation passed last year (HB 168 ).

Therefore, i1t would be premature to consider deregulation of local

telephone utilities before taking the iIntermediate step of stream-
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lining regulation. To do so would be to put the public at risk
without demonstrable benefits which can otherwise be achieved under
simplified ratemaking procedures.

In particular, the Commission finds Section 3 of the bill
to be contrary to the public interest. Under this section, local
telephone utilities would be entitled to rate iIncreases of 8% per
year regardless of what rate of return they are earning or whether
costs are 1Increasing. This proposal 1is radically different 1in
scope and structure from the current rules governing simplified
ratemaking for electric cooperatives. The proposal iIn Section 3
essentially i1s devoid of the public protection checks which balance
the quasi-automatic rate adjustments allowed for electric coopera-
tives, 1including limits on increases based on allowed earnings,
votes by their elected boards prior to requesting rate adjustments,
quarterly or semi-annual filings, required rate decreases, etc. In
addition, by any standard, this section is exceedingly liberal
(with ratepayer money) relative to the approaches which have been
adopted i1n other jurisdictions for allowing rate flexibility for
telephone utilities.

Section 2 of the bill appears to be an automatic
adjustment clause for changes i1n the rules governing separation of
costs between the local, IiIntrastate toll, and iInterstate toll
jurisdictions. Unlike fuel costs, these changes do not occur
overnight or without warning; rather, they are considered 1n

lengthy federal or state proceedings with the resultant changes

APUC Comments on HB 286
Page 2 of 3



occurring at some future time or iIn phases. With the annual access
charge filings required by intrastate long distance competition,
there i1s no need for an automatic adjustment provision. These cost
changes can readily be included In rates each year through existing

procedures.

Section 5 of the bill would economically deregulate 9 of
the 18 local telephone companies fully regulated by the Commission
based on the number of access lines they serve. The local
telephone companies deregulated by this section are monopolies.
Without regulation, there is no protection in place for consumers
against the monopoly provision of essential communications service.
This 1is particularly critical in the areas served by the small
utilities deregulated by this bill. If the cost of regulation is
too high, then the answer i1s to simplify regulatory procedures, not
to fully deregulate the utilities. |In addition, there are already
provisions in the statute allowing the consumers of many of these
utilities to vote to be deregulated if they believe it iIs desirable
to do so.

In conclusion, the Commission finds that HB 286 poses
risks to the public interest. In addition, the Commission believes
that i1ts existing legislative mandate and recent developments 1In
related telecommunications matters, notably intrastate long dis-
tance competition, have set the stage for simplification of local
telephone company ratemaking. This course should be maintained and
completed before further deregulation i1s considered.

APUC Comments on HB 286
Page 3 of 3



ALASKA TELEPHONE ASSOCIATION

POSITION PAPER ON HB 286
"An Act Relating To Regubatign_Of Local Exchange Telephone
tilities”

Since the late 1970s, policymakers throughout the nation have
been moving toward streamlined regulation and deregulation of
local exchange telephone utilities. Varied versions of
simplified ratemaking and deregulation have been implemented
in different jurisdictions. |In all cases, however, two
commonalities exist: motivation and results.

A prime motivating factor iIn this trend has been cost. The
cost of regulation has risen to the point which makes it a
significant contributor to rate levels. States have found
that establishing a simplified procedure and deregulating
certain classes of companies reduces the cost of service,
thereby reducing pressure on the pocketbooks of customers.

These states have also found that simplified ratemaking and
deregulation omits the necessity of committing regulatory
resources to the minor cases, freeing them to concentrate on
the more complex procedures and policy issues before them.

Timeliness 1s another factor leading more and more states to
restructure their regulatory procedures. The current system
of regulation iIn Alaska, for instance, 1i1s modeled on that
created by the federal government iIn 1934. It 1s a
cumbersome, time-consuming process which 1ll fits an industry
attempting to combine customer needs with the technology of
the 1990s.

The most significant result is the level of customer
satisfaction. Simply put, the experience has been that
customers are comfortable with simplified ratemaking and
deregulation.

Attached 1s a copy of the latest study of state action on
simplified ratemaking and deregulation. The study was
compiled by the National Regulatory Research Institute, the
research arm of the National Association of Regulatory Utility
Commisisoners.

The Alaska Telephone Association (ATA), a trade association
representing the 22 local exchange telephone utilities
authorized to provide service within the State of Alaska, has
been concerned about the cost and timeliness of regulation for



Position Paper: HB 286
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many years. Our TFTirst discussion with Alaska Public Utilities
Commission regarding methods of reducing the cost and
increasing the efficiency of regulation occurred in 1984.

In 1990, at ATA"s urging, the legislature passed
overwhelmingly HB 168, calling on the APUC to implement a
simplified rate filing procedure for local exchange telephone
utilities. ATA had originally proposed language which
described such a procedure in detail. However, at the request
of the APUC, we agreed to a more general bill which left the
details up to the APUC.

Almost a year later, HB 168 has not been implemented. No
docket has been opened by the APUC. The only action taken
thus far by the APUC was the summary rejection of proposed
regulations filed by ATA iIn an effort to initiate the
implementation of the legislation. Consequently, the
legislature has before i1t HB 286.

SECTIONAL ANALYSIS OF HB 286

Section 1: This section allows the automatic applications of
shifts 1n jurisdictional allocations resulting from regulatory
decisions. Under current practice, if either the Federal
Communications Commission or the APUC issues a decision
requiring that costs previously allocated to either the
interstate toll, iIntrastate toll or local jurisdictions be
allocated to another jurisdiction, the company is required to
fiée for subsequent commission approval to carry out the
order.

This language would simply allow the company to accomplish the
required shift without submitting to an additional complicated
regulatory procedure.

Section 2: This language implements HB 168, passed by the
legislature in 1990. It allows a local exchange telephone
utility to adjust rates, up or down, by a maximum of eight ﬁer
cent by notifying affected customers and the commission. The
commission may iInvestigate the adjustment upon receipt of
requests by fTive per cent of the utility®s customers. This
concept is similar to that already iIn place for the electric
industry.

As with any industry, costs of doing business for local
exchange telephone utilities go up.”™ This procedure will allow
the utilities to accomplish modest adjustments and avoid the
shock of large increases.

Section 3: The effective date of the legislation 1is
immediate.





