


3305 Arctic Blvd./Suite 103
Anchorage, Alaska 99503
Claude Zike (907)563-4000/FAX (907)568-8776 Gordon Parker
President Executive Director

April 15, 1991

To: Tom Wright
From: Gordon Parke
Re: Rate Case

I have not yet been able to get information fromall the

companies who have had recent rate cases. There are two yet
outstanding. I will get their figures to you as soon as I
have them. Meanwhile, 1 want to get what I have to you.

Please keep in mind that these figures represent solely the
cost of prosecuting the rate case, Therefore, the per access
line cost presented is on top of the rate adjustment which was

eventually "granted.

Company .eeeeeRate Case Expense Per Access Line
Interior $187,000 $74.56.
United 25,000 8.49
Bristol Bay < 35,000 32.68

Yukon 30,000 . 88.24
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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 it is premature.

-CSHB 286 lets all telephone companies 1in the state, even the

largest monopolies, vraise rates by up to a percent or more a

year™i— These increases are allowed whether needed or not and even
company is already overearning.

-The Commission would have no direct control over these

increases. y~This deprives <consumers of vital protection now
provided by Commission review of rate increases. And it puts the
burden on the consumers to control the increases.” No other

regulated utilities 1in the state can raise the rates to their
consumers without regulatory review.

-Rate filings for local telephone companies will be simplified
and rata case costs will be reduced under legislation passed last
session (HB 168) without compromising consumer protection. Until
these regulations are in 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. IfT the legislature wants to
impose a time certain or other conditions on the HB 168 process, it
can do so. (See proposed legislation in 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.



CS for CSHB 286 (L&C)
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:

(e) The commission shall adopt regulations
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 1impact of rate case expenses on
rates. 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.



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

) By January 1, 1992, the commission shall
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 immediately under AS
01.10.070(c) .-
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The stay behind the telephone rate bill j

MY TURN

By GORDON PARKER

Thank you for your recent article
on HB 286, relating to Rate Regula—
tion of Local Exchange Telephone
Utilities. Unfortunately, several per—
tinent points were omitted.

HB 286 was introduced after itbe—
came apparent that the Alaska Pub—
lic Utilities Commission (APUC) was
taking no action to implement HB
1168y passed with near unanimity by
the Legislature a year ago. HB 168

phone utilities in recent years. In no
instance has one of those states
found it desirable t revoke simpli—
fied regulation because of abuse. The
fact of the matter is such systems
are working well in those states and
are saving money fo. both compa—
nies and consumers. Here inAlaska,
similar pVocedur£S have been in ef—
fect in the electric industry for sever—
al yehrs and, likewise, are working
effectively, saving money for compa—

to match the evolution of the indus-
tries >tischarged with overseeing.

HB 286 simply allows companies
to make modest adjustments in
rates, either up or down, without go-
ing through the complete rate case
process. As in use in the electric in-
dustry here in Alaska and in the tele-
phone industry inmany other states,
the system requires notification of
affected customers and allows them-
to demand an APUC investigation,

a complete revenue requirements [

study annually. This document
vfry c*>" to a complete rate case.
Wjth this information on hand annu-
aly> APUC has all the documen-

is j

tation necessary to allow them to ef- i
fectively monitor local exchange tel- j

ephone companies.

»

The evidence from other states is 1
that simplified regulation works well |

to the benefit of consumers and
dustry. It has been shown to work

in-;

nies and consumers.

"simply mandated the APUC.to im-
1Tlle movement toward simplified

- well for the electric industry in Alas- -
“plefnent aisimplified rate” filing pro-} e r e e/eCInc INCUSTry I A as

The bill does not exempt companies
ka. We are convinced itwould be a *

from the requirements of AS

mcedure. It was passed after two
“years of hearings by various legisla-
1tivie committees. The"APUC opposed
I'that legislation and they continue to
;opposq 1ty implementation fthough
their arguments fly in the"face of the
experience in the many other states
where such legislation was |mple—
mented years ago. <
IMore than 30 states have" |mple—
mfente*d sjime form of streamlined
regulation for local exchange tele—

regulation and reform of the regula-
tgry system In general was spurred
by the technological explosion which
began in the 1980s. The telecommuni —
cations industry is one of rapidly
evolving technology and greatly in—
creased customer expectations. Yet
irt Alaska we continue t utilize a
regulatory system created in 1934.
As has been found desirable in so
nlany of our sister states, the system
of regulation in Alaska must evolve

42.05.381, which requires rates to be
just and reasonable, nor does it ex-
empt companies from the APUC 3
authority to launch an independent
investigation with reason to believe a
company is in violation of statutory
requirements.

Telephone utilities have always
filed annual financial reports with
the APUC. Since January 1, 191,
each company is also required to file

1

benefit to the state in the provision of
telecommunications services. It is
unfortunate that the APUC chooses
to delay the implementation of state

laws and to stubbornly resist the nat-1
ural evolution of a highly technical ;

industry.
* k%

Gordon Parker fa the executive di- m
rector of the Alaska Telephone Assocl-
ation.

e *

L3



ALASKA TELEPHONE ASSOCIATION

POSITION PAPER ON HB 286
"An Act Relating To Regulation Of Local Exchange Telephone
Utilities"”

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 in 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 thenm.

Timeliness 1is another factor leading more and more states to

restructure their regulatory procedures. The current systenm
of regulation in Alaska, for instance, 1is modeled on that
created by the federal government in 1934. It is a

cumbersome, time-consuming process which ill 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 is 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

Comraisisoners.

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 first 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 in an effort to initiate the
implementation of the legislation. Consequently, the
legislature has before it HB 286.

SECTIONAL ANALYSIS OF HB 286

Section 1: This section allows the automatic applications of
shifts in jurisdictional allocations resulting from regulatory
decisions. Under current practice, if either the Federal

Communications Commission or the APUC 1issues a decision
requiring that costs previously allocated to either the
interstate toll, intrastate toll or local jurisdictions be
allocated to another jurisdiction, the company is required to
file 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
Tegislature in 1990. It allows a local exchange telephone
utility to adjust rates, up or down, by a maximum of eight per
cent by notifying affected customers and the commission. The
commission may 1investigate the adjustment upon receipt of
requests by five per cent of the utility"s customers. This
concept is similar to that already in 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.
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structure. The emphasis of this report is on the changes in regulator)’ structure
aimed specifically at small companies.

This letter report is organized into three sections. The first section covers state
Commissio.is that have deregulated small telephone companies whether they are
cooperatives, mutuals or for-profit companies. The second section focuses on state
Commission regulatory structures that simplify the reporting, filing and hearing
procedures for small companies operating under commission jurisdiction.

Deregulation: Mutual or Cooperative Telephone Companies: Ten Commissions
responded to the telephone survey by indicating that they did not regulate

cooperative or mutual telephone companies in their state. The states are: ldaho.
lowa, Minnesota, Missouri, Nevada, North Dakota, Oregon, South Dakota, Texas, and
Utah. No rationale for the nonregulation of cooperatives was given.

For-Profit Telephone Companies

Three of the states that extended the deregulation of small telephone companies to
for-profit telephone companies are: lowa, North Dakota, and South Dakota. In each
state, maximum size limitations are specified for the number of access lines or
subscribers for deregulation to apply. One other state, Indiana, indicated that it

had an enabling statute that allowed deregulation, but no company had yet been
deregulated. The laws, rules, and procedures and other information obtained
through the survey for each of these states are summarized below'.

lowa

Telephone companies operating in lowa and having few'er than 15,000 access lines
are not rate regulated, but do keep tariffs on file with the Commission, w'hich
monitors quality of service standards. If a telephone company has fewer than 3,000
access lines, the state utility Commission has never regulated these telephone
companies. In both cases, the companies do not file rate increases, file cost
support for rate increases, or go through rate cases.

The NARUC Annual Report on Utility and Carrier Regulation 1988 indicated that
lowa has 123 local exchange companies in its jurisdiction, 48 of which are
cooperatives. The exact size distribution of these companies was not available
because the telephone association in the state did not respond to the survey.
However, no other state had more local exchange companies operating in its
jurisdiction than lowa. The lowa law has been in effect for ten to twelve years

with few reported complaints from subscribers, telephone companies, or other
parties, according to the survey respondent.

North Dakota

North Dakota .Annotated Code, Section 49-02-01.1 addresses the limitation of the
Commission’s jurisdiction to certain utilities. It states:

The rates for local exchange telecommunications service of any nonprofit
telecommunications company or telecommunications company having less
than three thousand subscribers, upon the vote of the company’s owners or

68
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board of directors, shall not be subject to the jurisdiction of the
Commission.

According to the NARUC Annual Report on Utility and Carrier Regulation 1988,
North Dakota had twenty-three local exchange companies operating in its
jurisdiction. Fifteen of these companies were cooperatives or mutuals which operate
on a not-for-profit basis. Thus, there are eight for-profit companies operating m

the state with only five subject to the Commission’sjurisdiction-

South Dakota

South Dakota’s small telephone companies have been deregulated under statute 49-
315.1. This law applies to companies having fewer than 10,000 subscribers. South
Dakota has acted since 1979 to eliminate regulation of small companies.
Cooperatives were deregulated in 1980 and independents with fewer than 7,500
subscribers were deregulated in 1982. The 10,000-subscriber limit was instituted in
1987. The Commission still has authority to act upon complaints and examine
problems concerning access charges and quality of service issues.

According to the NARUC Annual Report on Utility and Carrier Regulation 1988,

there are thirty-odd local exchange companies operating in South Dakota, only one
of which is subject to the Commission’s jurisdiction for ratemaking. There was no

indication of the number of cooperatives operating in the state.

Indiana

The rules and regulations for the Indiana Utility Regulator)' Commission delineates
procedures for the "Removal of Telephone Companies From the Jurisdiction of
Commission for Approval of Rate and Charges.” Under these rules and regulations,
a telephone company must serve less than six-thousand access lines and not be a
rural telephone cooperative. According to these rules and regulations, the telephone
company or the lesser of 10 percent of the current access line subscribers of the
telephone company or five-hundred subscribers must petition the Commission to
schedule a public hearing to determine whether or not the telephone company
should be removed from the Commission’sjurisdiction over rates, charges, and
financing. After a finding that the removal is in the public interest, such an
exemption is granted to the petitioning telephone company.

The Commission may revoke or impose restrictions on this exemption from rate
regulation on its own motion, or after receiving a petition filed by the utility
consumer counsel; or the lesser of 10 percent of the telephone company’s current
access line subscribers, or five-hundred of the company’s current subscribers.

Even though a telephone company may be exempt from the Commission’s

jurisdiction, it has to file an annual report with the Commission that includes
certain kinds of information. The company must file a standardized income
statement and balance sheet and any other information that the Commission

L Two local exchange companies are subject to rate regulation, one
exchange company is price-cap regulated, and two foreign companies are price-cap

regulated.
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prescribes. The telephone company also must notify its customers that the income
statement and balance sheet are on file with the Commission. A telephone company
exempted from rate regulation must file with the Commission its tariffs for rates

and charges and any subsequent changes in tariffs.

Indiana has not yet deregulated any telephone companies with less than six-
thousand lines. The legislation went in to effect on July 1, 1988. The state has
forty-two local exchange companies operating in the state, eight of which are
cooperatives. Indiana’s law seems to differ fundamentally from laws in lowa, North
Dakota, and South Dakota. In particular, the deregulation in Indiana requires a
finding that the deregulation is in the public interest where in the other three

states the deregulation was directiy granted or required a vote of the qualifying
companies’ board of directors or a petition from subscribers. W hether or not the
Indiana law as written will result in deregulation of a qualifying utility is still open
to question. One company did apply and was unsuccessful.

Summary on Deregulation: Three of the four states that have deregulated small
telephone companies tend to be sparsely populated, low-density states with a large
number of companies operating under Commission jurisdiction. In the nine states
that deregulated not-for-profit cooperatives, the action seems to be based on the
notion that since the subscribers are the implied owners, management, elected by
the subscribers, will operate in their interest in setting rates. W hether or not
complaint procedures or quality-of-service inquiries were instituted for cooperatives
or mutuals was not revealed by the survey data. In the three states that have
deregulated for-profit telephone companies, both complaint procedures and quality of
service monitoring remained a central feature of the Commission’s involvement in
the operation of the small companies.

For companies not subject to rate regulation in the four states, the size limitations
are lowa, 15,000 access lines; North Dakota, 3,000 subscribers; South Dakota, 10,000
subscribers; and Indiana, 6,000 access lines. South Dakota’s size restriction leaves
only one local exchange company subject to the Commission jurisdiction for rate
regulation. Four local exchange companies are rate regulated in lowa and five in
North Dakota.

Simplified Ratemaking Model for Small Telephone Utilities: In the last several years
a number of state Commissions have changed the way in which small telephone
utilities are regulated. Based upon NRRI’s survey of state Commissions, it was
observed that eleven states have adopted regulatory structures for small telephone
utilities in which rate hearings, cost studies, and other supporting data may not be
required unless the Commission is petitioned by the telephone company, a
consumers’ counsel, or by a specified percentage or number of customers. Based on
these observations, NRRI has constructed a generic model that gives an overview of
how states have simplified their ratemaking process for small telephone utilities.
While no Commission has revised its regulatory treatment in a way that incorporates
all of the features of the model, this model is useful because it provides a
benchmark against which alternative approaches can be compared.

The simplified ratemaking model (SRM) is illustrated in figure 1and may be
described as a "complaint-driven" approach to regulatory reform. Although the
details of each state’s approach difier, each variation of the SRM has traded off
simplification for "a lack of complaints.” The SRM approach essentially says that if
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a small telephone utility initiates rate increases that do not cause consumers (or the
Commission) to complain, then the full formal review of proposed rates is waived
and the rates proposed by the utility will go into effect. If complaints are heard,
then a ratemaking investigation will be conducted by the Commission.

Each of the features of the SRM is briefly described below in the same order they
appear below. In a subsequent section the actual actions of eleven states are

described.

Feature

Joint task
force

Legislative

action

Alternatives
to rate-of-
return
regulation

Recognition
that small
telephone
utilities

are
different
from large
telephone
utilities

Definition
of a small
telephone
utility

A Listing of the Generic Features of the
Simplified Ratemak?ng Mo&el (SRM)

M

Description

The process to initiate a SRM may begin with a task force
with members from the Commission, industry, legislators, and
other interested parties.

Because the shift to a "complaint-driven™ model from a
traditional "administrative-due-process” model of ratemaking
represents a significant change, state legislatures have passed
laws instructing and/or authorizing Commissions to engage in
simplified ratemaking for small telephone utilities.

SRM may or may not be included in a larger effort to have the
Commission consider alternatives to rate setting through
traditional rate-of-retum regulation (AROR). Accordingly SRM
may be embedded in an AROR effort or may simply run”
parallel to it. The legislation accompanying the SRM may or
may not make this distinction clear.

Small size, having a non-Bell corporate history, serving a
rural/suburban population, and having a relatively
homogeneous customer base are some of the features that
distinguish small telephone utilities from large telephone

utilities. From an SRM perspective rate case costs for small

telephone utilities seem disproportionately high for the benefits
received. The SRM may work for small telcos because
notification may be easier and because of the homogeneity of
interests (for example, getting 10 percent of the cus.omers of a
large local exchange carrier to petition may be extremely
difficult because of the different economic interests and wider
geographical area served, whereas this .y not be the case for
the customers of a small utility).

All SRM approaches have a specific definition of small
telephone utility. Most of the definitions focus on the
number of access lines, although some count the number of

subscribers.
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Annual
reporting
requirements

Monopoly
services

Commission
oversight
and
authority

on non-
ratemaking
issues

Petition for
permanent
regulation

Utility
initiated
rate increase

Commission
notification
of proposed
rate increase

Customer
notification
of proposed
rate increase

Complaint
initiated
by customers

Small telephone companies may have different annual reporting
requirements from large utilities under 'ji SRM approach.

This may be specified by legislation or derived from the

generic rulemaking authority of the Commission.

The central focus of SRM is on monopoly services provided by
a small local telephone company. A state may have other
proceedings that address the issues associated with the
provisioning of nontraditional and nonmonopoly services by a
small telephone company.

SRM deals with ratemaking and Commission authority to deal
with other issues, such as quality of service or rate
discrimination, and is often explicitly recognized in the SRM
legislation.

SRM legislation may offer two instances where permanent
regulation may be petitioned. Here the utility would be subject
to whatever form of regulation was being practiced by the
Commission. One form of petition is to have the customers of
the utility petition, the other is to have the board of directors
of the utility petition. The focus here is not on a complaint
that is connected with one proposed rate increase, but rather
on allowing the utility or its customers to opt out of SRM and
to use some other method for setting rates.

The heart of the SRM approach is the initiation of the process
by the small utility. Traditional ROR has this same feature,
but what distinguishes SRM is that the utility knows that if it
can establish a rate below a complaint threshold, the rate will
automatically be adopted. Some SRM have complaint
thresholds defined by the number of petitioners needed to
complain and others use various financial measures.

SRM requires the utility to send the Commission a notice of
the proposed rate increase and may specify the form and
content of the information needed. The utility must notify the
Commission within a specified number of days prior to the
date the utility wishes the rate to take effect.

The utility must notify its customers a specified number of
days prior to the date of the scheduled increase and this
notification must follow certain rules.

If a specified number of customers complain and petition the
Commission before the notification period expires, the
Commission is required to investigate the proposed rates.
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Action by

a Commission
on its own
motion to
initiate an
investigation
of a proposed
rate increase.
Complaint
initiation

by the
consumer’s
counsel or
others

Investigation
of complaint

Ratemaking
guidelines

External
factors

Rate
increase
moratorium

Implement
rules

C

Petitions typically need to be signed by 5 to 10 percent of a
utility’s customers.

In addition to a customer complaint an investigation may be
initiated by the Commission after its inspection of the rate
material sent to it under the notification procedure.
Guidelines may or may not exist that would explicitly mark the
occasions when the Commission must initiate a rate
investigation and when it may not investigate.

Some SRM approaches allow the consumers’ counsel and others
to initiate a complaint that must be investigated by the
Commission. These parties must follow any applicable time
constraints.

SRM legislation specifies that once an official complaint has
been received, the Commission must have a formal rate
investigation.

If a small utility has a proposed rate increase that fits within
certain guidelines, the Commission may not be able to act,
absent a complaint from consumers. The guidelines can focus
on the dollar value of the increase, the size of the monthly
bills of an average residential consumer, the percentage
increase, or the financial condition of the utility.

Small telephone companies may have their cost of operation
significantly affected by changes in access and in pooling
arrangements. Commissions, in an SRM proceeding, may need
to recognize the impact of these factors.

'When a Commission sets rates after an investigation, there may
be a time limit such that the utility cannot restart the SRM
process for a specified time period. When there is no
investigation the small telephone utility may or may not have a
limit on when it can next propose a rate increase.

Even where detailed SRM legislation exists it may be

necessary for a Commission to institute a rulemaking procedure
in order to clarify potential problem areas and to infirm all
parties of how the Commission interprets the statute.
Commissions may not revise their rules if consensus exists
among all parties regarding the intent of the SRM statute.

Eleven states have adopted regulatory structures in which rate hearings, cost
filings, and other supporting data are not required unless the Commission is
petitioned by the telephone company, a consumers’ counsel, or a specified
percentage or number of subscribers. There are maximum size limitations for
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telephone companies to qualify for these exemptions. States having this regulatory
structure are Illinois, Indiana, Montana, Nebraska, Kansas, Virginia, Oklahoma,
Oregon, Texas, Utah and Wisconsin. Each of these regulatory arrangements is
discussed below, beginning with Nebraska. Following this discussion” similar
proposals made by the Ohio Telephone Association are compared and contrasted to
these procedures in the eleven states.

Nebraska

Pursuant to Nebraska law, telephone companies having less than five-thousand
subscribers are not subject to rate regulation by the Public Service Commission
unless:

1  The Board of Directors of the company elects to be regulated
by the PSC,

2. A proposed rate increase exceeds 30 percent in any one year
for any subscriber’s service,

3. 5 percent of the subscribers petition the Commission to
regulate the rates of the company,

4. The PSC declares that the company is subject to rate
regulation.

Exempt companies are required to notify their subscribers and the PSC at least
sixty days in advance of the effective date for any proposed rate change. In turn,
the subscribers of the exempt company may petition the PSC to determine rates in
lieu of those proposed by the company. Unless petitions from at least 5 percent of
the company’s subscribers are attained by the effective date of the proposed rate
change, the Commission will not step in to determine the rates for the company.
In addition, the subscribers of an exempt company may petition the PSC in order
for the Commission to declare the company subject to rate regulation. If at least
51 percent of the company’s subscribers petition for rate regulation, the company
will become subject to rate regulation until at least 51 percent of the company’s
subscribers petition to have the company exempted from rate regulation.

In addition to this exemption for telephone companies with less than five-
thousand subscribers, Nebraska has a more general exemption for basic local
exchange sendee rates. Telephone companies in Nebraska are not subject to basic
local exchange service rate regulation by the PSC unless one of the following
occurs:

1 A company requests the Commission to prescribe fair and reasonable
rates,

2. The Commission reviews the basic local exchange rate of any
company if the rates for its local service area have increased
by more than 10 percent within any consecutive twelve-month
period,
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3. The Commission reviews basic local exchange rates if a petition
is filed within sixty days of notice of the rate change to

affected subscribers by:

a. 5 percent of all affected subscribers if the company
has up to 50,000 access lines

b. 3 percent of all affected subscribers if the company
has 50.000 but not more than 250,000 access lines

C. 2 percent of all affected subscribers if the company
has more than 250,000 access lines.

Under this rule, basic local exchange rates are the flat monthly charge for an

access line, whether the service is provided on a flat or measured basis. These

rates do not include charges resulting from action by a federal agency or taxes
imposed by a governmental body which are billed by a telecommunications company

to its customers.

As a result of these laws, small telephone companies have three alternative

processes for rate filings: (1) the traditional ratemaking process before the PSC,

(2) procedures under the law exempting small companies which are defined as having
five-thousand or less subscribers, and (3) procedures under the law exempting from
regulation all basic local exchange service rates.

Some problems have occurred with regard to the implementation of these laws and
center on the confusion created by the coexistence of laws for small companies

and basic local exchange rates. The above rules and regulations were drafted
pursuant to Nebraska telecommunications law and promulgated under typical
administrative procedures, which included timely notice and public hearings. Small
telephone companies have Sled applications pursuant to all three laws regarding rate
filings. The three laws applying to telephone company rate filings have caused "
considerable confusion with regard to the filing of petitions by the affected
customers. This confusion isieiated to the ability of the Commission to become
involved in small company rate filings. According to the respondent to the
questionnaire at the Nebraska Commission, a solution to these problems would be to
amend the law that exempts small companies from basic local exchange service rate
regulation. Thus, small company rate filings would be handled by the traditional
ratemaking process or the process set up by the ~mall company law.

The Nebraska law sets out a framework, elements of which can be found in
Illinois, Indiana, Kansas, Montana, Oklahoma, Oregon, Texas, Utah, Virginia, and
Wisconsin. Each of these states has its own variations on this framework and

each state Commission’s implementation of these rules is discussed below.

Illinois

Pursuant to Section 13-504 of the Illinois Public Utilities Act, small local exchange
telecommunications carriers may file noncompetitive tariffs under a streamlined
tariff filing process. Provisions of the telecommunications law relating to
ratemaking for noncompetitive telecommunications services do not apply to
proposed changes in rates or activity uhich would affect rates if the service in
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question is provided by a local exchange telecommunications carrier which (1) has
no more than fifteen-thousand subscriber access lines, and (2) is not a subsidiary of
a holding company incorporated outside Illinois. Changes in rates proposed by
companies meeting the above criteria are permitted as long as (1) the changes are
filed with the Commission, and (2) thirty days’ notice of the changes is provided
the Commission and potentially affected customers. The proposed changes are not
subject to suspension by the Commission, but may be investigated by the
Commission upon (1) its own motion, or (2) after at least 5 percent of the
potentially affected customers of the carrier files a complaint with the Commission
requesting an investigation. If the Commission finds the proposed changes to be
unjust or unreasonable it is authorized, subsequent to proper notice and”hearing, to
establish just and reasonable tariffs. Proposed tariffs become effective thirty days
after filing with the Commission.

Indiana

The Indiana Utility Regulatory Commission has, in addition to its deregulatory
option discussed above, a set of procedures that delineate a streamlined filing,
reporting, and hearing process. Article 14 of the Indiana Annotated Code delineates
the rules for small utilities. Rule 1 deals with rate changes. A small utility under
this rule is defined as having fewer than five-thousand customers as of the date

any applications for rate change are filed. The rule applies to water, gas, and
telephone utilities as well as to any municipal utility or distribution cooperative.
Under this article a small utility must file an application with the secretary of the
Commission and serve a copy of the application on the office of the utility
consumer counsel. In addition to the application, the small utility must furnish
evidence of publication of a notice of filing of the application for rate change no
later than ten days after the filing of the application. This must be done in a
newspaper of general circulation in counties in which the utility renders service.
The notice should advise the public of the date of rate changes and indicate that
the rate change is to occur without the costs of a public service Commission
hearing unless ten individuals, firms, corporations, or associations or ten
complainants of all or any of these forgoing classes affected by the proposed rate
change request a hearing, or the utility consumer counsel requests a public hearing.
The public notice should also state the approximate percentage increase in revenues
requested if the increase is across-the-board, or the approximate percentage
increase to each class of customer. In addition to the public notice, the company is
required to notify each customer in writing that the application has been filed with
the same information requirements as for the public notice.

Once the application for a change in rates is made, the Commission staff has up to
ninety calendar days to review the application and report to the secretary of the
Commission with recommendations. The Commission staff may recommend approval,
amendment of, or a public hearing on the application. The Commission must issue
an order on the application for rate change, however, the order may not be issued
sooner than thirty days after the filing date. The Commission has the power to
extend the ninety-day period when needed. If a request for a formal public hearing
on an application is received or instigated by the Commission, the Commission has
at least thirty calendar days to render a decision. Ten customers are needed to
petition the Commission for a hearing. If no formal hearing is required, the
Commission may issue an order on the application for rate chance based on the data
in the application and the reports filed by the Commission’s staff.
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Kansas

Rule 82-1-204, classifies electric, gas, water, and telephone utilities, distinguishing
between large and small utilities. A Class "A" telephone utility is defined to include
local exchange companies with twenty-thousand or more access lines and all
interexchange companies and resellers. A Class "B" telephone utility is defined to
include local exchange companies with less than twenty-thousand access lines.

Pursuant to Rule 82-1-231, fixed utilities other than Class "A" utilities may elect to
follow simplified procedures for filing applications in rate cases outlined in Rule 82-
1-23Ib. Under Rule 82-1-23lb, "electric, gas, water and telephone utilities, other
than Class A, may elect to prepare a less extensive application with schedules that
are more appropriate to the operations of smaller utilities.” To be considered
pursuant to this rule, written notice of intent to file a rate case application must

be received by the Commission not less than thirty nor more than ninety days prior
to the filing date of the application. The applicant utility must inform the
Commission’s technical staff regarding (1) its approximate revenue requirement, (2)
any proposed changes in the apportionment of the revenue requirement among rate
classes, and (3) any proposed rate design changes. Further, the applicant must have
held a public meeting, for which adequate notice was provided, in order to inform
customers of the proposed rate filing. Subsequent to consideration of the
application, the Commission may (1) approve the application as filed, (2) approve the
application with modifications, (3) suspend the application pending a hearing
regarding the application and further investigation by the technical staff, or (4)

deny the application. If the Commission approves the application as filed or with
modifications, the proposed rates are temporarily set for a comment period of ninety
days. If "substantial comment" is received from customers, then further
investigation and a hearing may be necessary. Subsequent to the comment period,
the temporary rates may be instituted as permanent rates or set aside for further
investigation and hearing by the Commission. For "good cause,” requirements of
this rule may be waived by the Commission.

The rule relating to classification of small and large telephone utilities and

expedited rate filings for small telephone utilities in Kansas were not the result of

a recent enactment. Rather, the Corporation Commission pursuant to its own
regulatory authority implemented the classification system and expedited the rate
filing process at the recommendation of the Commission staff. The specific rule
changes resulted from negotiations between the Commission staff and representatives
(which included various telephone company officials) of the Kansas Telephone
Association. Furthermore, comments from interested parties (namely individual
telephone compames) were considered in implementing the two revisions. The
Commission is awaiting its first use of the classification scheme and expedited rate
filing process, though problems arising from the revisions are riot expected. In
addition, the Commission recently adopted an expedited access charge proceeding for
all telephone companies operating in the state of Kansas, except Southwestern Bell
and United Telephone. In terms of future revisions, the telephone companies are
now seeking rules permitting rate increases up to $2 per customer per year without

a hearing, provided a specified threshold of customers opposed to the fate increase

is not surpassed.
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Montana

The Montana Public Service Commission has a set of rules and procedures that
simplify the rate regulation of small telephone companies. Under this set of rules,
a small telecommunications provider means a person, partnership, corporation, or
other entity providing regulated telecommunications service to less than five-
thousand subscribers in Montana. This definition does not include rural telephone
cooperatives. The rules and procedures for rate increases contain provisions for (1)
notifying Commission, customers, and the consumers counsel, (2) petitioning the
Commission to review the proposed increase, and (3) Commission action on the
proposed increase.

The rules specify that a notice of the proposed rate increase by a small
telecommunications provider be mailed to each affected subscriber, the Commission,
and the Montana consumers’ counsel. The notice must include a summary of the
justification for the proposed rate increase, a list of the number of affected
subscribers in each category of rate proposed to be increased, and, if requested by
the Commission, a list of the names of the affected subscribers. The notification to
customers is required to include a schedule of the proposed rates, the effective date
of the proposed rate increase, and a description of the petition procedure.

Commission review and determination of rate increases only takes place if a
petition for review is received within the sixty-day period. The petition must come
from at least 10 percent of the affected customers, or from the consumers’ counsel,
or the Commission may act on its own motion. If by the sixtieth day following
notice to subscribers of a proposed rate increase the Commission has not received a
petition for review, the Commission must certify this fact to the small
telecommunications provider and the proposed rate increase becomes effective as
published in the notice of proposed rate increase.

Oklahoma

Telephone companies which serve less than fifteen-thousand line subscribers within
the state and telephone cooperative are not subject to local exchange rate
regulation.by the Oklahoma Corporation Commission. These regulations and rules
have.no effect whatsoever over the Commission’s authority to regulate rates for
intrastate toll, access rates, and charges. However, there are certain circumstances
in which local exchange rates are subject to rate regulation. They are:

1. The company elects by action of its board of directors to be
subject to such local exchange rate regulation by the
Commission,

2. The proposed local exchange rate increase exceeds S2 per
access line per month in any one year,

3. 15 percent of the subscribers petition the Commission to
regulate local exchange rates, or

4. The Commission declares that the company shall be subject to
local exchange rate regulation by the Commission.
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Exempted companies are required to notify the Commission and each of the
subscribers of the company of the proposed local exchange rate change at least
sixty days prior to the date the proposed rate is to become effective. The notice

to subscribers should be in a form prescribed by the Commission and include the
schedule of the proposed local exchange rates, the effective date of the rate
increase, and the procedure necessary for the subscribers to petition the Commission
to examine and determine the reasonableness of the proposed rates. If by the
effective date of the proposed rates the Commission has not received petitions from
at least 15 percent of the subscribers, the proposed rates become effective as
published in the notice to subscribers. If an appropriate petition is received, the
Commission notifies the company that the proposed rate shall be examined and a
determination made as to the reasonableness of the proposed local exchange rates.
Rates so determined by the Commission shall be in effect for at least one year.

The subscribers of a telephone company not subject to the rate regulation of the
Commission may petition the Commission to declare the company subject to rate
regulation. 1f 51 percent of the subscribers of the company have properly
petitioned the Commission, the company is subject to rate regulation for local
exchange rates. Similarly, a petition from 51 percent of the subscribers to a
company can remove the company from the rate regulation of local exchange rates.

Oregon

The Public Utility Commission of Oregon exempts telecommunications utilities
serving less than fifteen-thousand access lines in Oregon from regulation of rates,
regulation of purchasing, and regulation of issuance of securities. The small
telephone company must petition the Commission for this exemption, and the
Commission must find the exemption to be in the public interest. The regulations
stipulate that the Commission may hold hearings with regard to the reasonableness
of proposed rates if the small telephone company or the lesser of 10 percent of the
subscribers or five-hundred subscribers petition the Commission. Under these
stipulations, the company is required to provide notice to customers at least forty-
five days prior to the date the rates take effect.

Texas

In Texas, Section 43B of the Public Utilities Reform Act gives authority to the
Commission to adopt streamlined regulatory treatment for utilities serving fewer
than five-thousand access lines. The change was intended to allow the small
companies the flexibility to respond to significant competitive challenges in certain
service markets. It also allows small companies to have small rate increases
through a greatly streamlined process.

The new filing requires the company to notify its customers and the Commission at
least sixty days in advance and to provide the’Commission with certain specified
financial information. Upon a complaint signed by at least 5 percent of all affected
subscribers, the Commission must review the proposed change. Unless a complaint
is heard, the Commission only reviews proposed changes if the total gross revenues
are increased by more than 2 1/2 percent or if the proposed change u'ould increase
any rate by more than 25 percent with the exception of basic local service. The

rate for basic local service is limited to a maximum increase of 2 1/2 percent of

the companies’ total gross annual revenue.
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No particular changes have been made to the substantive rules of the Commission.
Staff felt that this meant that all parties understood the legislative changes and
that no further elaboration was necessary. Texas is also undergoing a number of
regulatory reforms primarily directed at the larger companies, and some of these'
changes have been elaborated in the substantive rules.

One small telephone company filed under Section 43B and modified its tariff filing
in order to meet certain objections of the Commissioner examiner. No complaints
were received from this company during the hearing.

Utah

Utah has streamlined its rate filing procedures for telephone utilities with less

than five-thousand subscriber access lines. A utility’s proposed rate increase may
become effective upon filing of the tariff revisions and necessary information to
support a determination by the Commission that the proposed rate increase is just
and reasonable. The utility must provide thirty days’ notice to the Commission and
to all potentially affected access line subscribers of the proposed increase.

The Commission may initiate an investigation on its own or in response to a
complaint and may approve the proposed rates or set rates that it finds to be just
and reasonable. An investigation is required if 10 percent of the utility’s
potentially affected subscribers file a complaint or petition requesting an
investigation and a hearing. This approach follows the basic outlines used in the
other states examined in this section.

Virginia

Pursuant to Section 56-531 of the Code of Virginia, a small investor-owned
telephone utility is defined as (1) not including any cooperative, (2) having gross
anm ol operating revenue not exceeding $10 million, or (3) having gross annual
operating revenue greater than $10 million but less than 530 million and not being a
subsidiary of an interstate utility holding company and owning, managing or
controlling the plant and equipment operated in Virginia.

Pursuant to Section 56-532 of the Code of Virginia, any change in tariffs of a small
investor-owned telephone utility becomes effective thirty days after notice of the
tariff change has been mailed to customers. This provision does not apply if (1) a
protest is filed by either 5 percent or 150 of the customers subject to the
company’s tariffs, whichever is less, or (2) the Commission investigates the utility’s
tariffs after at least thirty days’ notice.

Whenever a protest is filed by the customers, the Commission is authorized to
suspend the proposed tariffs for up to 150 days subsequent to the filing date of the
proposal. .Also, the Commission is authorized to suspend the utility’s proposed
tariffs on its own motion. If the proposal is suspended, the Commission is required
to hold a hearing to determine whether the proposed tariffs are just and
reasonable. Notice of the suspension and hearing time are to be given prior to the
expiration of the utility’s thirty-day notice for changing tariffs. After the hearing,
the Commission is authorized to set aside tariffs proposed by the utility and
substitute those it deems just and reasonable. If consideration of the tariff
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proceeding isnot concluded and an order not issued by the end of the 150-day
suspension period, the proposed tariffs become effective. Whenever proposed
tariffs become effective in such a manner, the Commission must:

1. Require the utility to post bond for any refund ordered by the
Commission,

2.  Require the utility to maintain detailed accounts of the
amounts received as a result of the proposed tariff increase,

3. Require the company to refund the portion of the tariff
increase deemed to be unjustified after the hearing Is
completed and the decision rendered.

Wisconsin

The 1989 Wisconsin Act 344 defined small telephone companies as having less than
nine-thousand access lines inuse” and gave the Commission the explicit rulemaking
authority to modify regulatory practices and procedures for small telephone utilities.
This act revised the small telecommunication flexible regulation portion of Act 297,
passed In 1986. The act deals both with simplification and ratemaking.

The small telephone utility can change 1ts rates on tsown initiative as long as it
follows specific notification rules, and a valid customer petition isnot received.
The act specifies a rate of return that fluctuates with a utilitySequity. The range
is based upon the Moody average of yields on Baa public utility bonds existing on
January® 1st of each year. The rate may be up to 3.65 percent above the Moody 3
index for telephone companies with a common stock equity of 70 percent or more.
It increases to 8.65 percent above the Moody 3 index for utilitieswith 25 percent
equity. Utilitieswith equities below 25 percent are not subject to review ifthey
pay less than 50 percent of earnings in dividends or submit financial plans to show
how they are building equity.

The act establishes time frames for customers to petition for permanent regulation,
or to challenge proposed rates, or on other matters. At least 9.5 percent ofthe
affected customers must petition the Commission within a sixty-day period. The act
sets 150 days (or 180 days ifa hearing is involved) for cases to be reviewed by the
Commission.

Act 344 took effect May 11, 1990 and the process to begin to incorporate the
provisions of the act into the formal rules and procedures of the Commission is
expected to begin inFail 1990.4 A task force composed of Commission and
Wisconsin telephone association staff, plus various intervenors worked to revise the
old law and recommend Act 344. Itisanticipated that a similar task force
structure may be used to help in the preparation of the rules and procedures.

J Previously this had been legislatively defined as less than 7,500 customers.

4 The Wisconsin Commission is in the process of reorganizing itself from a
functional structure into one organized along industry lines, such that a new
telecommunications division will be in place to regulate telecommunications utilities.
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Due to the heavy work load at the Commission mtisnot now known how long it
will take to develop the rules and procedures. Section 42 of the act establishes the
following nonstatutory provisions that affect implementation of the Act by having
the Commission

L Issue an order establishing the Moody Saverage of yields on
Baa public utilitybonds in order to determine the target rate
per the act,

2. Prepare a report to the legislature summarizing the experience
of the Commission in regulating small telephone utilities and
including recommendations on the need for changes,

3. Govern rate changes pending but not in effect, or a rate
review commenced before the effective date by the law existing
before the effective date of this subsection,

4. Submit proposed rules establishing percentages used to calculate
target rates to the legislative council staffno later than the
first day of the tenth month beginning after the effective date
of this subsection.

Revising the rules should help in dealing with the waiver requests of small

telephone utilities. Under Act 344 utilities can ask the Commission for awaiver;
three did so within one week of the effective date of the act. One wailver was

denied because 1tdid not comply with existing Commission policy on directory
assistance. Another waiver was approved because 1tresolved an abnormality created
by raising pay phone charges to 25 cents. Waivers not acted upon within twenty

days are automatically denied. Staff feel that 20 days is sufficient time for truly
routine 1tems, but inadequate for 1tems requiring staff research and scheduling of
reasonable discussion time on the calendar of the official Commission 3 agenda.

Annual reports are filed in April and companies are expected to be told by October
whether they are overeaming according to the *"veral criteria. Eight telephone
utilrties have voluntarily initiated rate reductions or refunds since publication of the
act.

Summary of Simplified Ratemaking Approaches: The eleven state Commissions that
have adopted simplified ratemaking procedures have many key features incommon.
First, each law/ or procedure specifies amaximum size for ""telephone companies that
can avail rtelfof the law. Second, there isa specified notice period during which
the Commission and affected customers must be notified of the proposed change iIn
rates. Third, some percentage of customers or number of customers may petition
the Commission to review the reasonableness of the rates. Fourth, procedures
specifywhich parties may petition the Commission and whether the Commission on
isown accord may review the reasonableness of the rates. Finally, the procedures
for some state Commissions specify an upper limit on the proposed rate increase,
while other state Commissions have no set criteria for determining the
reasonableness of the proposed rate increase. Each of these features issummarized
inTable L
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State

Iinois

Indiana

Kansas

Montana

Nebraska

Oklahoma

Oregon

Texas

Size of
Company Notice

15,000
lines

5,000
customers

20,000
lines

5,000
customers

5,000
customers

15,000
lines

15,000
lines

5,000
lines

Davs

30

90

90

60

60

60

45

60
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Table 1

Petition
Size

5% of
affected
subscribers

10 customers

Substantial
comment

10% of
subscribers

5% of
subscribers

15% of
subscribers

Lesser of
10% or 500
subscribers

5% of
affected
subscribers

S3

Summaiy of Key Features of Streamlined Regulatory Hearings

Petitioners

Notification

required customers

or commission

Any customer or
consumers counsel

notification
required

Notice and
public hearing

Notification
required
subscribers

and consumers

counsel

Customers, the
company 3 board

or commission

Notification

required customers,

the company 3

board or commission

Notification

required customers,

the company 3

board or commission

Notification

required customers,

commission

Limit on
Rate Change

Commission
review
and approval.

Commission
staff reviews
and makes

recommenda—
tion

Commission
review
and approval

None
mentioned

30% for any
one customer
group or 10%
tor local

S2 for local
exchange
rates

None
mentioned

25%, except
for local
service



State

Utah

Virginia

Wisconsin;

Size of
Companv Notice

Davs

5,000 30
lines

$10 mil. 30
in gross
operating
revenues

9,000 60
lines

Source: Survey Data.

Table 1 (Continued)

Petition
Size

10% of
affected
subscribers

Lesser of
5% or 150
customers

Less of
9.5% or 500
subscribers

Summary of Key Features of Streamlined Regulatory Hearings

Petitioners

Notification
required customers,
commission

Notification
required customers
or commission

Notification
required customers,
the company $board
or commission

Limit on
Rate Change

None
mentioned

Commission
review
and approval

Based on rate
of return
criteria

Other Regulatory Options: The actions by state Commissions in the previous two
sections followed common lines of reasoning and focused on certain key variables or
factors. For example, nearly all states in section three included a provision for a
customer petition, with the major differences being whether a 5 percent threshold
versus a 10 percent level was chosen. In this section, approaches Commissions have
used that are not complaint driven are examined.

Alternatives to Rate of Return Regulation

Three states have modified their treatment of their small telephone utilities within
the context of theirmovement away from rate base/rate of return regulation.

These states are Missouri, Colorado and Florida. Each isdescribed below.

Missouri

Missouri has modified its regulatory treatment for all telecommunications utilities.
H.B. 360 established a set of procedures and definitions that classify services

offered by telecommunications compames as competitive, transitional and

noncompetitive. Telephone companies having fewer than 25,000 subscriber access

lines are defined as small companies and have accelerated procedures for

Commission approval of a proposed rate increase.
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Acceleration occurs because of the time the Commission has for consideration of the
proposed increase. Large utilitiesmay have their rate increase suspended six
months beyond the initial 120-day suspension period. Small companies can only
have a suspension period of 150 days, after which the rates shall be considered

approved tor all purposes.

The Commission has the authority to require different forms of annual reports and
may exempt any telecommunications utility from filing annual reports until further
order of the Commission. The Commission has not acted to modify the reporting
requirements for small utilities.

Colorado

Colorado has undergone a change in its regulatory regime similar to that in
Missouri. Legislation (H.B. 1336) has the Commission classify services according to
their competitive characteristics and prescribes the type of regulation appropriate
for each type. Title 40, article 5 of this bill treats small telephone companies
differently for access charges. Small companies are defined as having fewer than
fifty-thousand access lines and may elect to have services remain under rate-of-
retum regulation rather than have them classified as competitive services. The
intent of H.B. 1336 is to create a three-tier structure whereby telecommunications
services are defined as fully regulated, subject to flexible regulation, and
deregulated. The regulation of small telephone utilitieswould otherwise follow this
pattern. Small companies receive different treatment for reporting. Colorado allows
its average schedule companies to use a simplified form.

Florida

Florida has legislation authorizing the Commission to undertake alternative
regulation for telephone utilities having fewer than 100,000 access lines. S.B. 239S
requires large telephone utilities to file financial reports every four years and
small companies to file every five years. Both are to use the same filing reports.

The frequency of the surveillance report (earnings report) for small companies has
also been changed. Large companies are required to filemonthly, whereas only
quarterly reports are necessary from small companies.

S.B. 2398 will not become effective until October 1,1990. Staff isconsidering
whether to reduce the information required in the five year filing for small
telephone companies.

Small Rate Increases

Three states address the issue of small utilities through the use of criteria that are
used to evaluate the size of the rate increase. "Small" Increases are not subject to
rate case investigation, whereas those exceeding the criteria are investigated. The
three states are New York, California, and Mississippi. Each isdescribed below.

New York

The New York Commission has a long-standing method for treating small telephone,
electric, gas, and water utilities differently from large utilities. More than a
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decade ago the New York legislature passed a statute requiring the Commission to
hold rate case hearings except when the utility3 requested increase was less than
$100,000 or less than 2.5 percent.

Staff noted that the state telephone association has from time to time raised the
issue of increasing the $100,000 limit. No action has been undertaken at the
Commission or by the legislature to raise this limit.

New York also has an existing law that al lows simplified filings and rate case
proceedings for small utilities. The utilities are differentiated by their class size,
with class A telephone utilities having the most detailed requirements and
procedures and class D the least detailed requirements and simplified procedures.

California

California has an approach that issimilar in some respects toNew York & The
California Commission issued general order 96-A that stated that "Any utility or
district of a utilitymay request authority for a general rate increase by an advice
letter filing (rather than by a formal application) ifthe projected annual operating
revenues, mcluding the requested increase, are no greater than $750,000."

There have been no small company rate cases since 1985. Staff report that the
companies claim that the expense and difficulty in forecasting a forward-looking
testyear in a climate of regulatory change, increased competition, the 1986 tax
reform, and the Commission 3 investigation into alternative regulatory frameworks
have been responsible, inpart, for the lack of filings.

Mississippi

H.B. 885 was enacted into law in 19S9 and encouraged the Commission to
investigate innovative ratemaking procedures, including the use of "formula type
rate of retum."” Ifa formula approach isused, each revenue adjustment will be
separately considered for the purpose of determining whether a hearing is required.
A hearing shall be required to determine a utility3 compliance with the formula
rate plan and the accuracy of the data prior to making any change in the revenues
if the cumulative change inany calendar year exceeds the greater of $200,000 or 4
percent of the annual revenues of the utility.

Like New York, Mississippi uses the size of the increase, rather than the size of
the utility to determine the need for a Commission investigation. The Commission
sl retains the necessary authority to set just and reasonable rates.

Accelerated Procedures

Minnesota

Minnesota has legislation authorizing the Commission to adopt altemative regulatory
structures, but prescribes that the end product be an incentive regulation planT In

a separate statute small companies are identified as having fewer than thirty-
thousand access lires. These companies have a simplified rate filingand may not
require a full hearing ifthe preliminary investigation by the Department of Public
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Service does not reveal the need for a full hearing. Small telephone utilities filea
simple one-page annual report.

Summary

Two main approaches were examined in this section. New York, Califormnia, and
Mississippi address the issue of "small rate increases” rather than small companies.
For all practical purposes, however, these limits are generally used only for small
utilities.

The Missouri, Colorado, and Florida Commissions ®treatment of small telephone
utilities is entirely within the context of their larger alternative rate-of-retuin
proceedings. Their focus ison changes that are not complaint driven, but which
are largely guided by the principles governing the larger reform effort. Under this
approach small telephone utilities simply have fewer requirements placed on them
compared with large utilities.
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PUBLIC SAFETY
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M EMORANDUWM
TO Senator Drue Pearce
Senate Labor and Commerce Committee

FROM Representative lvan M. lve

DATE May 18, 1991

RE: Request for Hearing

Please consider this request to hear Committee Substitute for
House Bill 286 (Fin) ; An  Act requiring the Alaska Public
Utilities Commission to adopt regulations concerning the
adjustment of rates by local exchange telephone utilities;
permitting the adjustment )£ rates of local telephone utilities
in conformance with <changes in jJurisdictional cost allocation
factors; and providing for an effective date. Back up material

is attached.
The main parts of the bill are as follows:

* Requires the APUC to adopt regulations in regards to
adjustment of rates by local telephone utilities, as
required by passage of HB 168 last session, on or before

October 1, 1991.

* 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 in cost allocation among the
interstate toll, intrastate toll and local jurisdictions,
companies must go through rate case procedures just to
comply with reg ired adjustments. The language in the
bill allows the shifts to take place without the expense

of a rate case.

request. IfT I can be of

I appreciate your consideration of my
hesitate to

assistance or answer any questions, please do not
contact me or Tom Wright of my staff at 4527.

Thank you.

DISTRICT 28

AXIAGMAK AMAK.AIMATJTUIAX. BEIMEL CMEFORNAX Ef X GO30NE1VS BA* XASIUUIN MPNUK. AONttIGANAX XVYETHUJK. nWHLINGOK. MEXOYAH
NAPAMAa NAPASKUK NEWTOK NIQHTMUTE, NUNAPIJCHUK. OSCARVIIU PLAIINUM QUINMAIIAK TOOKSOOK BAY TUNTU1ULIAK niNUNAK



Alaska Slate ~legislature

QOWITTEES box S
I ilnuse of SeprESEntattues BEM%
C
MI%@%WIFS
DURING SESSION

UEREEC

FINSCE SUBCOWIITTEES
T Ty
\JkprcsEntattUE 3 mm M. iluan

SECTIONAL ANALYSIS FOR CSHB 236 (FIN)

SECTION 1: 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 1issued by the Federal
Communications Commission or the APUC. Under current procedures,
whenever a shift 1in cost allocation among the interstate toll,
intrastate toll and local jurisdictions, companies must go

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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