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The Labor & Commerce Committee considered SB 299

Requiring competition in local exchange telephone service.
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Department Date  Zero  Fiscal Department Date Zero  Fiscal
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FISCAL NOTE

STATE OF ALASKA BILL NO. SB 299

1996 LEGISLATIVE SESSION

Revision Date: Department: Commerce & Economic Development
Title: "An act requiring competition in local exchange BRU: APUC

telephone service" Component: APUC

Sponsor: Senate Labor & Commerce by Request

Requestor: Senate Labor & Commerce COMPONENT SERIAL NO. 364
Expenditures/Revenues (Thousands of Dollars)

OPERATING EXPENDITURES FY 97 FY 98 | FY 99 FY00 ! FY 01 | FY 02
PERSONAL SERVICES 97.8 65.2 | 323 i

TRAVEL 2.0 8 °© ! |
CONTRACTUAL 329 21.9 10.9

SUPPLIES 2.37 15 j 0.7 i I
EQUIPMENT 0.9 06 ! 0.3 |

LAND & STRUCTURES .
GRANTS, CLAIMS : | |
MISCELLANEOUS ! i !
TOTAL OPERATING 135.9 90.5 i 44.9 0.0 ! 0.0 |

CAPITAL EXPENDITURES

CHANGE IN REVENUES 1359 , 90.5 i 449 | 00 i 0.0 |

FUND SOURCE (Thousands of Dollars)

1002 Federal Receipts I
1003 GF Match I
1004 General Fund i
1005 GF/Program Receipts

1006 GF/MHTIA

Other (Designated PR) 135.9 90.5 449 | 0.0 0.0
TOTAL 135.9 90.5 449 1 0.0 0.0

Estimate of any current year (FY 96) cost: $

POSITIONS

FULL-TIME 1 11

PART-TIME 2 11 2 |
TEMPORARY . | !
ANALYSIS: (Attach a separate page if necessam)

All expenditure lines other than personal services are pro-rated, based on 97,836/2,616,900 = 4% increment to
personal services. The level of contractual funding requested in this note would not be sufficient to carry out the
rulemaking requried under this legislation. However, a contractual increment for $98.6 is already included in the

0.0

0.0

0.0
0.0

APUC's FY 97 budget request and would be combined with the $32.8 in this fiscal note. Depending on the progress

toward competitive markets in the local loop, actual long term savings could be achieved.
(Continued on attached narrative.)

Prepared by: Robert A. Lohr, Executive Director Phone: 276-6222
Division: Alaska Public Utilities Conypission Date: March 6, 1996
Approved by Commissioner: William L Hensley [, 4 g = Date: 3-7-76

Ag jncy: Commerce and Epdhomic Development

PREPARER TO PROVIDE ALL &fsTRIBUrfoN COPIES TO GOVERNOR'S LEGISLATIVE OFFICE
For further distribution information, call the Governor's Legislative Office
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SB 299 - Preliminary Fiscal Analysis

SB 299 directs the commission to "provide for competition in local exchange telephone service In
atimely manner" and to "adopt regulations that eliminate inappropriate impediments to entry for
local exchange carriers fit, willing and able to provide service."

In order to successfully implement local competition, the Commission will need to address a
number ofpolicy issues including:

4 rules for interconnection

4 universal service and carrier of last resort
4 market power and dominance

4 service quality standards

Rules for interconnection: The Commission will need to establish rules under which
competing caxrierr. interconnect to local exchange carriers. Just and reasonable rates will be a
primary focus ofthe Commission in order to ensure that competition is fairto both
the incumbent LECs and their competitors. The Commission will need to address the issue of
wholesale rates and the degree to which local services should be unbundled into discrete service
and rate elements. Other non-rate issues will include the limitations (ifany) on resale, number
portability, and other issues that could potentially serve as barriers to entry.

Universal Service and Carrier of Last Resort: Competition will place increased
responsibility on the Commission to maintain universal service. Market entrants will be attracted
to services and sectors with the highest profit margins which will putincreased pressure on the
incumbent LEC's ability to provide basic services that have, for public policy reasons, been priced
closer to cost. Ina competitive market with multiple providers, the Commission will
need to ensure that there is a carrier of last resort to ensure the continued availability o f services
to ail customers. In addition, the Commission will need to explicitly define what constitutes
universal service, which services or customers will need support, what mechanism it will use to
supportuniversal service, and how to fund it.

Dominant/Non-dominant: In the intrastate long distance market, the Commission
maintains a distinction between carriers that have market power (dominant carriers) and those that
do not (non-dominant). Although all carriers have the flexibility to reduce rates withoutprior
Commission approval (provided rates are not below incremental cost), dominant carrier rate
increases arc subjectto a time and resource intensive rate review procedure. The commission
will need to determine whetherto adopta similar procedure with local exchange competition. If
not, the Commission will need to develop some alternative method to ensure that customers are
protected from carriers that have the ability to control market rates.

Service Quality Standards: The Commission will need to determine whether to apply
existing local service quality standards uniformly to all competitor”.

Each of the above broad policy issues will need to be addressed in one or more rulemaking
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proceedings. Although these rulemaking may well tax Commission resources, the Commission®™s
professional staffshoulld be able to handlle the associated rulemaking worklload, assuming the
Commission woulld have at lesst one year to complete the rulemaking process.

Personnel Costs:

a) Review of Aplicatias: Assuming an average ofone new gyplicant for each local
exchange company, the Engineering section could essily double the number of telephone
aplications itreceives inthe firstyear followving inplementation of competition. The number
of gplication could be even greater ifincunbentt local exchange camiers seek to enter long
distance markets. Minimum estimate of additional staffrequired: one half-time Engineering
Analyst II.

b) Review of Tariffs: Assuming competition stinulates the introduction ofFnew services
and modification ofexisting rates, the Commission will see a significant increase inthe number of
taiffflirgs. Even ifthe Commission alloas rates to go into effect autoratically as isthe case
with 1 XC taniffs (@fter 30 days notice to the Commission), therewill dill be a need for a besic
rerviov of filings to ensure thet rates are just and reasonable and that the filirgs are reither
discriminatory nor anti-aorpetitive. Estimate of additional staffrequired: one full-tine Utility
TariffAnalyst Il.

©) Clerical Support: The additicral &iff, engineering and common carrierworkload will
create additional support staffrequiramrents.  Estimate ofaddition support staffrequired: one
halftime Clerk 8

The Federal Telecommunications A ct of 1996, which took effect inFebruary 1996, covers
interstate cllirg.  lepromotes competition, although its effects on the Alaska teleconmunications
market remain to be determined.
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SB 299 - Prttimiaary Tlsc*l Analysis

SB 299 directa the cormission to "‘provide for competition in lacal exchange telephone service in
a timeivmanner* and to "‘adopt regullations that elimirate inggpropriate impediments to entry for
local e " .date cariers fit, willing and able to provide sayvice,'”

In order to sucoessfully implement local carpetition, the Commission will need to address a
number of policy issues including:

* rules for intercomection

* universal service and carrier of kst resort
*market power and dominance

* sarvice quality standards

Rules for interoomection: The Commission will need to esteblish rules under which
competing cariers intercomect to local exchange amiars. Just and reasonable rateswill be a
primary focus ofthe Commission inorder to ensure that corpetition isfairto both
the incumbent LECs and treir conpetitors. The Commission will need to address the issLe of
wholesale rates and the degree towhich local services should be unbundled into discrete service
and rate elements.  Other non—rate issueswill include the limitatias (ifany) on resalle, number
porability, ad: other issues that could potatially sene as bamiers to atry. t

Universal Service and Carrier ofLast Resort: Competitionwill place roesat™ ——.
respasibility on tire Commission to maintain universal service. Market entrants will be attracted
1o services and sectors wirth the highest profit margiins which will put increased pressure on the
incumbent LEC"s aility to provide besic serviass that have, for public policy reasons, been priced
closer to ast. In a campetitive market with multiple providers, the Commission will
need to ensure that there isa camier of kst resort to ensure the contiinued aaillebility of services
to dll custorers. In addition, the Commission willl need to eplicitly defirewhat constitutes
uiversal sarvice, which services or customers will need sygport, what mechanism itwill use to
support universal service, and how to fond It

Dominant/Non-dominant: In the intrastate long distance market, the Commission
mairntains a distinction between carmiers that have market power (dominant cariers) and those that
do not (non-dominant). Although all carriers have the fledbility to reduce rates without prior
Commission approval (provided rates are not below incremental ast), dominant carrier rate
increases arc subject to a time and resource intasive rate review procedure. The commission
will neet™"*ttfetermine whether to adopt a similar procedure with local exchange corpetition. If
rot, the CSwrouasiion will need to develop some alterrative method to ensure that customers are
protected?!”® carriers that have the abillity to control market rates.

Service Quality Standards: The Commission wifi need to determine whether to apply
existing local service quality standards uniformly to dll conpetitors.

Each ofthe above broad policy issueswill need to be addressed inone or more rulemaking
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proceeding™ AWvough these rulemaking may well tax Commission resources, the Con.miBsion™s
professiocofi ] "sttaBrshould be able 1o handlle the associated rulecmaddng workload, assuming the
CommisskHtwould have al lesst one year to complete the rulemaking process.

Personnel Costs:

a) Review of Applications: Assuming an average ofone new goplicant for each local
exchange company, the Engineering section could essilv double the number of telephone
glicatians itreceives inthe firstyear fol loving implementation ofcorpetition. The number
of gpplication coulld be even greater ifincurbent local exchange camiers seek to enter long
distance markets. Minimum estimate cFadditional staffrequired: one half~timeEngineering
Analyst H,

b) Review of TarifTs: Assuming campetition stinulates the introduction ofnew services
and modification of existing rates, the Commission willl see a significat increese inthe number of
taifffilirgs. Even ifthe Conmission alloas rates to go into effect automatically as isthe case
with 1 XC tarifis (@fter 30 days notice to the Commission), there will still be a need fora besic
review offilings to ensure that rates are just and reasonable and that the filirgsare reitter; =,
discriminatory nor anti-competitive.  Estimate of additional staffraquited: one ful-timeUtility _. .
TariffAnalyst n. -

®) Clerical Support: The additioal tariff enginesing and common carrierwor idpad
create additional support staffrequirerents.  Estimate of addition support staffrequired: oni™-I

half—time Clerk 8. ;

The Federal Telecomunications Art of 1996, which took effect inFebruary 1996, covers
inerstate allirg.  lepromotes conpetition, although its effects on the Alaska telecommunications m
market remain to be determined.





