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CS FOR HOUSE BILL NO. lll(JU D )

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY THE HOUSE JUDICIA RY COMMITTEE

Offered:
Referred:

Sponsors): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

"An Act providing for the prospective effect of standards changed by the Regulatory 

Commission of Alaska; relating to competition in regulated telecommunications and 

exemptions from tariffs in competitive telecommunications markets; relating to the 

designation of a dominant carrier in local exchange and long distance markets; relating 

to depreciation expense rates and cost recovery for telecommunications utilities; setting 

a policy regarding unbundled network elements in the telecommunications market; 

extending the termination date of the Regulatory Commission of Alaska; and providing 

for an effective date."

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

* Section 1. The uncodified law of the State of Alaska is amended by adding a new section 
to read:

FINDINGS AND PURPOSE, (a) The legislature finds that
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(1) the Telecommunications Act of 1996 wa. enacted to foster the rapid
deployment of advanced telecommunications, information technologies, and services to all
Americans by promoting competition and reducing regulation in telecommunications markets 
nationwide;

(2) the Telecommunications Act of 1996 specifically recognizes the unique 
abilities and circumstances of the types of local exchange carriers in Alaska—those that are in 
remote areas that have never been served by a regional bell operating company or an affiliate 
of a regional bell operating company;

(3) state law is tailored to the era of monopoly regulation that existed before
passage of the Telecommunications Act of 1996 and fails to reflect national policy of
achieving modem and efficient telecommunications systems by way of market incentives 
rather than regulatory controls;

(4) state law fails to recognize that policies designed to encourage new 
entrants to compete against the nation's largest carriers, the regional bell operating companies, 
are disproportionately burdensome and financially threatening to Alaska's smaller local 

exchange carriers;
(5) Alaska's outdated policies impede local exchange carriers' deployment of 

advanced telecommunications services and competitive initiatives to consumers, discourage 
investment for the future, and deny consumers some of the benefits of modern, efficient, and 
market-driven telecommunications services;

(6) telecommunications in the state are of strategic importance to the 
economic and social growth and development of the state, and it is vital to the state's future 
that telecommunications providers operate in a stable and profitable regulatory environment 
that promotes the improvement of local exchange facilities as well as the development of new 
facilities; therefore, care and caution must be exercised in introducing competition into rural 
areas of Alaska to ensure the preservation of universal service;

(7) state regulation during the monopoly era has been a surrogate for market 
forces; upon the achievement of substantial competition, market forces should be allowed to 
drive investment and service quality;

(8) in markets served by Alaska carriers where substantial competition has 
been achieved, eliminating certain regulatory requirements will
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(A) promote investment in existing local exchange facilities and the 
development of new facilities;

(B) promote market-driven service quality levels; and
(C) relieve consumers of the burden of paying for the costs of

regulation;
(9) reducing regulatory burdens on Alaska local exchange carriers will enable 

the carriers to devote additional resources to the deployment of advanced services and to 
competitive initiatives to benefit consumers in Alaska; and

(10) in conformance with the Telecommunications Act of 1996, it is 
appropriate to eliminate, where possible, the incidence of implicit subsidies in telephone rates; 
state regulators should be prohibited from using revenue earned or expense incurred from 
unregulated activities in determining appropriate levels for regulated prices.

(b) The purposes of this Act are to
(1) accelerate the development of competition in the telecommunications 

industry for the benefit of consumers in the state by reducing regulatory burdens on these 
carriers;

(2) ensure that competition will not threaten the integrity of Alaska's 
telecommunications networks;

(3) promote the improvement of exiting facilities used to provide local 
exchange services and the development of new facilities;

(4) maintain competition in local exchange markets once unbundling 
requirements have achieved substantial competition; and

(5) clarify the jurisdiction of the Regulatory Commission of Alaska as it 
relates to unregulated activities and prescribe changes to certain regulated accounting 
practices.

* Sec. 2. AS 42.05.145 is amended by adding a new subsection to read:
(b) Jpon the commission's approval of a carrier's application to provide

competitive local exchange telecommunications service in an incumbent local
exchange carrier's service area, the incumbent local exchange carrier may not be 
regulated by the commission as a dominant carrier in the local exchange market if its 
statewide market share, as measured in number of carrier common lines, is less than
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60 percent. However, the incumbent local exchange carrier shall remain the carrier of 
last resort in the relevant area until the commission orders otherwise or unless 
AS 42.05.433(e) applies.

* Sec. 3. AS 42.05.291 is amended by adding a new subsection to read:
(e) Regulations, rules, and orders of the commission that change the standards 

of service and facilities shall operate prospeetively only. A rule, regulation, or order 
may not require or have the effect of requiring a public utility to retrofit a 
telecommunications network without the utility's consent.

* Sec. 4. AS 42.05.381 is amended by adding new subsections to read:
(k) A telephone utility's proposed depreciation rates shall be allowed under 

this subsection if the underlying service lives are not shorter than the service lives 
permitted by the United States Internal Revenue Service to determine the appropriate 
level of depreciation expense for federal income tax computations. The commission 
may not require a telephone utility to file a depreciation study unless the telephone 
utility proposes to use depreciation rates based on service lives that are shorter than 
the service lives permitted by the Internal Revenue Service.

(/) A telephone utility providing facilities, systems, or services to other 
telephone utilities under state or federal law shall be allowed to recover costs it 
expects to incur to provide the facilities, systems, or services, and shall be allowed a 
reasonable profit. The best evidence of the costs a telephone utility expects to incur
shall be its most current costs, adjusted for inflation. Capital and depreciation costs
may rise to reflect increased business risk in competitive service areas and shall be 
consistent with (k) of this section. If a telephone utility cancels the use of another 
carrier's facilities, systems, or services at any time before the time when the applicable 
costs for providing those facilities, systems, or services are fully amortized, the utility 
canceling the usage shall, within 90 days, reimburse the other carrier for the balance of 
the capital expenditures incurred by the other carrier as a result of cancellation of the 
use of the facilities, systems, or services.

* Sec. 5. AS 42.05 is amended by adding new sections to read:
Sec. 42.05.433. Exem ption from  tariffs fo r telecom m unications services in 

a com petitive m arket; c a rr ie r  o f last reso rt obligations, (a) A local exchange
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carrier or an interexchange long distance carrier in a competitive service area may file 
a certification with the commission certifying that the relevant market satisfies the 
competitive service area standard of this section. A certification exempts the 
telecommunications utility from tariff filing requirements.

(b) A certification filed under (a) of this section is effective upon filing. To 
deny a certification and the exemption from tariffs, the commission shall make a 
written finding and order. An exemption granted under this section applies upon its 
effective date to any pending tariff filings, rate-setting proceedings, and any other rate- 
related matters under consideration by the commission.

(c) A local exchange carrier or an interexchange long distance carrier granted 
a tariff exemption under this section

(1) shall make product and service descriptions and rate lists available 
to the public at the carrier's normal places of business;

(2) shall post the current version of the product and service 
descriptions and rate lists on the carrier's Internet web sites; and

(3) may negotiate competitive rates, terms, and conditions for service.
(d) A local exchange carrier or an interexchange long distance carrier granted 

a tariff exemption under (a) of this section is exempt from the following provisions of 
this chapter: AS 42.05.291, 42.05.301, 42.05.306, 42.05.361, 42.05.371, 42.05.381, 
42.05.391, 42.05.411,42.05.421,42.05.431,42.05.451, and 42.05.471.

(e) Upon the commission's certifying that the relevant market is a competitive 
service area, local exchange providers are subject to shared carrier of last resort 
obligations when more than one carrier in the relevant market or rural telephone 
company service area has been designated as an eligible telecommunications carrier. 
When more than two eligible telecommunications carriers exist in a market or rural 
telephone company service area, carrier of last resort obligations shall be based on 
relative market share calculations as more specifically described in regulations 
adopted by the commission.

(0 The local exchange market in Anchorage and the statewide interexchange 
long distance market shall be considered competitive service areas. Facilities-based 
providers in those two markets shall share carrier of last resort obligations based on
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relative market share calculations as more specifically described in regulations 
adopted by the commission.

(g) In this section,
(1) "competitive service area" means

(A) the service area served by a local exchange carrier under a 
certificate of public convenience and necessity in which at least 50 percent of 
all retail customers have a choice of facilities-based providers; or

(B) the entire state for the long distance market;
(2) "eligible telecommunications carrier" means a telephone utility 

eligible to receive universal service support under 47 U.S.C. 254.
(3) "facilities-based service provider" means a telephone utility that 

offers a portion of its products and services by means of facilities it owns and operates 
or by means of facilities and unbundled network elements it leases from another 
provider, or any combination of facilities owned and leased;

(4) "network element" means a facility or equipment used in the 
provision of a telecommunications service, including features, functions, and 
capabilities that are provided by means of the facility or equipment, including 
subscriber numbers, data bases, signaling systems, and information sufficient for 
billing and collection or used in the transmission, routing, or other provision of a 
telecommunications service;

(5) "unbundled network elements" means network elements that are 
available on a nondiscriminatory basis for sale or lease at a technically feasible point 
to other telecommunications service providers.

Sec. 42.05.435. S tate telecom m unications policy: pric ing  of unbundled 

netw ork elem ents, (a) It is the policy of the state to encourage the negotiation of 
market prices in the telecommunications market for the use of unbundled network 
elements in Alaska.

(b) To the extent that rates must be arbitrated under the provision of the 
Telecommunications Act of 1996, it is the policy of the state to have arbitrated rates 
for unbundled network elements set as closely as possible to market prices.

(c) A carrier that provides facilities, systems, or services to other carriers shall

WORK D R A F T  WORK D R A F T  23-GH1049\C
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1 be fully compensated for all capital expenditures related to providing the facilities,
2 systems, or services to another carrier.
3 (d) In this section,
4 (1) "market price" means the price arrived at between willing buyers
5 and willing sellers;
6 (2) "network element" and "unbundled network elements" have the
7 meanings given in AS 42.05.433.
8 * Sec. 6. AS 42.05.810 is amended by adding a new subsection to read:
9 (d) The commission may not regulate a long distance carrier as a dominant

10 carrier in the long distance market if the carrier's statewide market share, as measured
11 in intrastate minutes of use, is less than 60 percent. However, the carrier that is, on the
12 effective date of this subsection, the dominant long distance carrier shall remain the
13 carrier of last resort certificated to provide intrastate interexchange telephone services
14 until the commission orders otherwise.
15 * Sec. 7,. AS 44.66.010(a)(4) is amended to read:
16 (4) Regulatory Commission of Alaska (AS 42.04.010) -  June 30, 2002
17 [2003];
18 * Sec. 8. The uncodified law of the State of Alaska is amended by adding a new section to
19 read:
20 APPLICABILITY. To implement the policy of AS 42.05.381(/), added by sec. 4 of
21 this Act, an incumbent local exchange carrier that is providing facilities, systems, or services
22 to other telephone utilities may immediately adjust and implement new rates for existing
23 interconnection agreements after providing a written statement to the Regulatory Commission
24 of Alaska certifying compliance with this Act.
25 * Sec. 9. The uncodified law of the State of Alaska is amended by adding a new section to
26 read:
27 CARRIER OF LAST RESORT. The Regulatory Commission of Alaska shall, by
28 regulations, effective not later than December 31, 2003, adjust and allocate the financial
29 obligation of being a carrier of last resort to all carriers serving a competitive service area.
30 The adjustment and allocation made under this section must be proportionate to each carrier's
31 share of the market.
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1 * Sec. 10. This Act takes effect immediately under AS 01.10.070(c).

WORK D R A F T  WORK D R A F T 23-GH1049\C

L
C SH B  l l l ( J U D )  -8-New Text Underlined [DELETED TEXT BRACKETED]



23-GH1049\E.4
Craver

5/15/03

1 Page 4, line 12:
2 Delete "2007"
3 Insert "2005"
4
5 Page 4, following line 13:
6 Insert new bill sections to read:
7 "* Sec. 7. The uncodified law of the State of Alaska is amended by adding a new section to
8 read:
9 REGULATIONS. The commission shall proceed to adopt regulations necessary to

10 implement this Act.
11 * Sec. 8. The uncodified law of the State of Alaska is amended by adding a new section to
12 read:
13 REPORT TO THE LEGISLATURE. The commission shall provide a written review
14 and progress report on the implementation of this Act to the legislature not later than six
15 months, and, again, 18 months after this Act takes effect."
16
17 Renumber the following bill sections accordingly.

A M E N D M E N T
O FFERED  IN TH E H O U SE  B Y  R E P R E SE N T A T IV E  M C G U IR ETO: CSH B  111 (JUD), Draft Version "E"
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CS FOR HOUSE BILL NO. 111 ( )

IN THE LEGISLATURE OF THE STATE OF ALASKA 

TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

1 || "An Act relating to the regulation of an incumbent local exchange carrier in a 

competitive market; providing for the prospective effect of standards changed by the

3 || Regulatory Commission of Alaska; providing that certain electric cooperative rate

4 II increases shall be approved without change by the Regulatory Commission of Alaska;

5 || providing an option for a hearing by a single administrative law judge or by a panel of

6 || administrative law judges in certain electric cooperative tariff cases involving

7 || intervenors; relating to exemptions from retail tariff Filing requirements and certain

8 || other provisions in competitive telecommunications markets; setting a policy regarding

9 || unbundled network elements in the telecommunications market; relating to depreciation

10 | expense rates for certain telecommunications utilities; relating to the designation of a

11 dominant carrier in telecommunications markets; extending the termination date of the

12 Regulatory Commission of Alaska; and providing for an effective date."

L
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* Section 1. AS 42.05.145 is amended by adding a new subsection to read:
(b) Upon the commission's approval of a carrier's application to provide 

competitive local exchange telecommunications service in an incumbent local 
exchange carrier's service area, the incumbent local exchange carrier is subject to the 
same standards and regulations as the new carrier. However, the incumbent local 
exchange carrier remains the carrier of last resort in the relevant area until the 
commission orders otherwise.

* Sec. 2. AS 42.05.291 is amended by adding a new subsection to read:
(e) Regulations, rules, and orders of the commission that change the standards 

of service and facilities shall operate prospectively only. A rule, regulation, or order 
changing standards of service or facilities may not require or have the effect of 
requiring a public utility to retrofit a telecommunications network without the utility’s 
consent.

* Sec. 3. AS 42.05 is amended by adding a new section to read:
Sec. 42.05.383. E lectric cooperative ra te  increases. Notwithstanding the 

other provisions of this chapter, an increase in a rate by an electric cooperative 
organized under AS 10.25 or owned and operated by a municipality shall be approved 
on a permanent basis within 10 days without change if

(1) the rate increase is effective not earlier than two years after the 
previous rate increase;

(2) the proposed change to the rate compared to the existing rate is less 
than or equal to the rate of inflation; for purposes of this paragraph, "rate of inflation" 
means the rate of increase in the Consumer Price Index for all Urban Consumers for 
the Anchorage metropolitan area compiled by the Bureau of Labor Statistics, United 
States Department of Labor, since the previous rate increase; and

(3) the governing body of the utility has voted in a public meeting for 
the rate increase.

* Sec. 4. AS 42.05 is amended by adding new sections to read:

Sec. 42.05.415. O ptional hearing procedures for electric cooperatives for 

certa in  ra te  changes, (a) An electric cooperative organized under AS 10 25 or

B E  IT  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

CSHB 111( ) -2-Mew Text Underlined [DELETED TEXT BRACKETED]



WORK D R A FT WORK D R A F T 23-GH1049YZ

owned and operated by a municipality that files a tariff containing a rate increase 
greater than the rate of inflation for the period since the cooperative's last rate change 
may request a hearing conducted under this section by an administrative law judge 
rather than the commission if there are intervenors. The rates in the tariff shall be 
compared to the electric cooperate /e's existing rates for similar services. The rate of 
inflation means the rate of increase in the Consumer Price Index for all urban 
consumers for the Anchorage metropolitan area compiled by the Bureau of Labor 
Statistics, United States Department of Labor.

(b) An electric cooperative requesting a rate increase under (a) of this section 
shall give written notice of its request at the time of filing the tariff. The electric 
cooperative shall provide its customers with notice of filing the tariff immediately.

(c) The commission shall, within 10 days of the filing of a tariff under this 
section, confirm in writing that the tariff is to be considered under this section, or shall 
inform the electric cooperative that the tariff does not qualify under this section.

(d) If the tariff is to be considered under this section, the commission shall
(1) accept for a period of 10 days after a tariff is filed under (a) of this 

section petitions for permission to intervene as a party; any petitions received after that 
date shall be rejected;

(2) accept answers to petitions to intervene for 10 d tys after a petition 
for permission to intervene is filed; answers filed after that date shall be rejected;

(3) issue an order granting or denying all petitions for permission to 
intervene not later than 10 days after the last date that answers to petitions were 
accepted and shall, on the same date, notify the electric cooperative whether a hearing 
will be required on the tariff filing.

(e) If a hearing is required by the commission and any petitions for permission 
to intervene are accepted by the commission, the following procedures shall be used;

(1) the parties responsible for the expense of the hearing conducted 
under this section shall notify the commission within five days after the date of the 
order in (d) of this section whether a single administrative law judge or a panel of 
administrative law judges will be used; if a panel is used, there must be an odd number 
of judges on the panel;
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(2) the commission shall notify all parties of a meeting to be held 
within 10 days after the date of the order in (d) of this section; at the meeting, the 
parties shall select the judge or judges to be used in the hearing in accordance with 
AS 42.05.417.

(f) Notwithstanding AS 42.04.080 and AS 42.05.171, the decisions and orders 
of the administrative law jud^e or panel under this section are not subject to review by 
the commission. All final orders of the administrative law judge or panel under this 
section are subject to judicial review as final administrative orders in accordance with 
AS 44.62.560 and 44.62.570.

(g) If an appeal is not taken from a final order of the administrative law judge 
or panel, the commission shall approve the tariff implementing the rate changes 
approved and ordered by the administrative law judge or panel.

Sec. 42.05.417. Hearings conducted by administrative law judges, (a) In a 
proceeding in which a hearing is to be conducted by an administrative law judge or 
judges, the parties shall inform the commission of the name or names of the 
administrative law judge or judges the parties will use for a hearing if the parties have 
unanimously agreed on the names. The parties shall also provide information 
supporting each judge's qualifications under this section for verification by the 
commission.

(b) If the parties cannot unanimously agree upon the name or names of the 
administrative law judges to be used in the hearing, the parties shall request a list of 
qualified administrative law judges from the American Arbitration Association. The 
number of names requested shall be three times the number of judges that need to be 
selected.

(c) The parties shall select the administrative law judge or judges not later 
than five working days after the list requested under (b) of this section is received. 
The selection shall be made according to a process agreed upon unanimously by the 
parties, or, if an agreement cannot be reached, by the electric cooperative's striking the 
first name and each party's alternately striking a name from the list with the electric 
cooperative to exercise every other strike until the number of judges needed remains in 
the list. Not later than three days after selection of an administrative law judge or
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judges for a pane!, the parties shall jointly submit a written notification to the 
commission of the selection.

(d) The commission shall serve a copy of all prior orders and pleadings in the 
case on the administrative law judge or panel and on all parties of record. The 
commission shall be placed on the service list for all subsequent pleadings and orders 
filed and issued in the proceeding.

(e) Not later than 30 days after service by the commission of all prior orders 
and pleadings, the administrative law judge or panel shall issue an order establishing a 
complete procedural schedule for the hearing. A final order on the tariff filing must be 
issued by the administrative law judge or panel within the applicable timelines in 
AS 42.05.175 and not later than the last day of a suspension that could be issued under 
the applicable timelines in AS 42.05.421, or 270 days, whichever is earliest. In all 
cases, the administrative law judge or panel may not permit more than 90 days for 
discovery and shall adhere to the Alaska Rules of Civil Procedure for all procedural 
matters not explicitly governed by regulation.

(f) The administrative law judge or panel shall have all of the procedural and 
substantive powers and duties that apply to the commission and commission members 
under law. However, the scope of the administrative law judge’s or panel's 
jurisdiction, powers, an j. duties are limited to approving, modifying, or denying the 
rate increases requested in the tariff filed. |

(g) A party may petition the administrative law judge or panel for 
reconsideration of an order issued by the administrative law judge or panel within 10 
days after the final order. The motion for reconsideration shall be decided by the 
administrative law judge or panel without oral argument. If the motion for 
reconsideration has not been ruled upon by the administrative law judge or panel 
within 30 days after the date of filing the motion, or within 30 days after the date of 
filing a response requested by the administrative law judge or panel, whichever is 
later, the motion shall be considered denied. I

(h) To qualify to serve as an administrative law judge under this section, an 
administrative law judge shall

(1) be a member in good standing of a state bar association within the
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(2) have at least five years of relevant experience in litigation or 
administrative representation of regulated public utilities, which may include 
employment by a regulatory body as a hearing officer or similar position; and

(3) comply with the restrictions applicable to members of the 
commission under AS 42.04.060.

(i) The reasonable and necessary expense of the administrative law judge or 
panel and all administrative expenses of the hearing process shall be paid in equal 
parts by all parties who are a utility regulated under AS 42.05 or an agency of the 
state.

* Sec. S. AS 42.05 is amended by adding new sections to read:
Sec. 42.05.433. Exem ption from  retail tariffs fo r telecom m unications 

services in a com petitive m arket, (a) A local exchange carrier in a competitive 
service area may file a certification with the commission certifying that the relevant 
market satisfies the competitive sendee area standard of this section. A certification 
exempts the telecommunications utility from retail tariff filing requirements.

(b) A certification filed under (a) of this section is effective upon filing. The 
commission may deny a certification only upon a written finding and order that, based 
on a preponderance of the evidence, the competitive service area standard has not been 
met.

(c) A local exchange carrier granted a retail tariff exemption under (a) of this 
section is, with regard to retail service in competitive service areas, exempt from the 
following provisions of this chapter: AS 42.05.361, 42.05.371, 42.05.381, 42.05.391,
42.05.411,42.05.421, and 42.05.431.

(d) In this section,
(1) "competitive service area" means the service area served by a local 

exchange carrier in which at least 50 percent of all retail customers have a choice of 
facilities-based service providers;

(2) "facilities-based service provider" means a telephone utility that 
offers a portion of its products and services by means of facilities it owns and operates 
or by means of facilities and unbundled network elements it leases from another
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provider, or any combination of facilities owned and leased;
(3) "network element" means a facility or equipment used in the 

provision of a telecommunications service;
(4) "retail" means services or products sold directly to the actual user 

of the services or products;
(5) "unbundled" has the meaning given in 47 U.S.C 251(c)(3).

Sec. 42.05.435. State telecommunications policy: pricing of unbundled 
network elements, (a) A telephone utility providing unbundled network elements to 
other telephone utilities under state or federal law shall be allowed to recover the 
future costs it expects to incur to provide the unbundled network element and shall be 
allowed a reasonable profit or such other measure of costs as federal law may specify. 
To the maximum extent allowable under federal law, the best evidence of the future 
costs a telephone utility expects to incur shall be based on the following:

(1) the utility’s most current costs for individual cost components, such 
as labor and materials in the relevant service area, adjusted for inflation;

(2) fill factors that represent a reasonable projection of actual total 
usage of the elements in question;

(3) the most efficient technology the telephone utility has actually 
deployed, which shall be presumed to be the most efficient technology available; and

(4) the cost of capital that reflects the risks associated with a 
competitive market.

(b) In this section, "network element" and "unbundled" have the meanings 
given in AS 42.05.433.

* S?c. 6. AS 42.05.471 is amended by adding a new subsection to read:
(c) A telephone utility's proposed depreciation rates for all rates established by 

the commission in a competitive service area shall be allowed to the maximum extent 
allowed by law if the underlying service lives are not shorter than the general 
depreciation system service lives permitted by the United States Internal Revenue 
Service to determine the appropriate level of depreciation expense for federal income 
tax computations. The commission may not require a telephone utility to file a 
depreciation study unless the telephone utility proposes to use depreciation rates based
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on service lives that are shorter than the general depreciation system service lives 
permitted by the Internal Revenue Service.

* Sec. 7. AS 42.05.810 is amended by adding a new subsection to read:
(d) The commission may not regulate a long distance carrier as a dominant 

carrier in the long distance market if the carrier's statewide market share, as measured 
in intrastate minutes of use, is less than 60 percent. However, the carrier that is, on the 
effective date of this subsection, the dominant long distance carrier shall remain the 
carrier of last resort certificated to provide intrastate interexchange telephone services 
until the commission orders otherwise.

* Sec. 8. AS 44.66.010(a)(4) is amended to read:
(4) Regulatory Commission of Alaska (AS 42.04.010) -- June 30, 2007

[2003];
* Sec. 9. The uncodified law of the State of Alaska is amended by adding a new section to 

read:

APPLICABILITY OF PROCEDURES REGARDING ELECTRIC COOPERATIVE 
RATE INCREASES. The procedures for rate increases by certain electric cooperatives under 
AS 42.05.383, added by sec. 3 of this Act, apply to all applicable tariffs filed with the 
Regulatory Commission of Alaska on or after July 1,2003.

* Sec. 10. The uncodified law of the State of Alaska is amended by adding a new section to 
ead:

APPLICABILITY OF TELECOMMUNICATIONS SERVICES PROVISIONS. To 
mplement the policies of AS 42.05.433 and 42.05.435, added by sec. 5 of this Act, and 

42.05.471(c), added by sec. 6 of this Act, the Regulatory Commission of Alaska shall 
dopt rate adjustments that conform to this Act within the 90 days after submission by a 
;lephone utility. If the commission fails to act within 90 days after the submission of 
onforming rate adjustments, those adjustments shall be considered lawful. Any pencl.ig 
iriff filing, rate setting or other retail-rate-related proceedings shall be dismissed by the 
ommission upon the filing of a certificate for a retail tariff exemption under AS 42.05.433, 
nacted by sec. 5 of this Act.
* Sec. 11. This Act takes effect immediately under AS 01.10.070(c).
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Sutnma>T of Legislative Proposals and Policy Changes 
CSHB111 - Revised 5/14/03

Section 1. New AS 42.05.145(bl - Equal Regulatory Treatment for Incumbent Local 
Companies and Competitive Local Companies

This section was originally proposed by the Alaska Telephone Association.

At the same time that large, well-financed competitors are entering some of 
Alaska’s smallest rural markets, incumbents serving those markets continue to be 
regulated as monopolies. Sound public policy and the interest of consumers requires that 
competitors be treated equally and that market forces be allowed to operate freely. 
Regulators that previously functioned as a surrogate for competition should step aside and 
allow consumers to exercise their choices.

Section 1 requires the equal application of regulatory standards and the even- 
handed interpretation of rules and regulations once competition has been authorized for a 
particular mirket.

Section 2. New AS 42.05.291 fe) - Prospective Application of RCA Rules

Section 2 would limit the application of RCA rules and regulations, including 
network performance standards, only to those facilities constructed or installed after the 
date such regulations are adopted.

Section 3.

New AS 42.05.433 - Exemption from Retail Tariffing Requirements for Competitive
Telecommunications Providers

ACS operates four local exchange companies in Alaska. Three of those companies 
are fully subject to competition. The fourth company has been partially opened to 
competition. Competitors in Anchorage have captured approximately 50% market share. 
Fairbanks and Juneau are well on their way to catching up with Anchorage. Experts have 
observed that local markets in Alaska are clearly the most competitive in the nation. Yet, 
local companies are still required to comply with arcane tariff filing procedures that are 
both burdensoi ne and require that ACS pre-announce its competitive initiatives long 
before these ne v products and services are allowed to be sold to consumers.

Following the FCC’s lead to detariff all retail interstate long distance offers, Section 3 
eliminates retail tariffing requirements for all local exchange providers operating in 
markets that have achieved facilities-based competition.

New AS 42.05.435 - Pricing Of Leased Facilities

For several years state regulators have forced carriers such as ACS to lease their



facilities to competitors at rates below cost. While parties can argue about whether 
competitors needed an incentive to initiate service, in existing highly competitive 
markets, such as Anchorage, there is no need for such artificial incentives.

This section ensures fair rates for leased facilities consistent with federal law. In 
particular, the statute specifies, as required by federal law, that lease rates will be based 
on forward-looking incremental costs. The provision also provides that the best evidence 
of forward-looking costs for individual cost components, such as labor and materials are 
the most current costs in the area, adjusted for inflation. Finally, the provision provides 
for taking into account actual usage of facilities, designing future networks based on the 
most efficient technology deployed by a utility, and ensuring that the cost of capital 
reflects the risks associated with a competitive market.

Section 4. New AS 42.05.471(c) - Depreciation Rates

Section 4 requires that the RCA accept a utility’s proposed depreciation rates in 
competitive service areas so long as the underlying plant service lives are no shorter than 
the general depreciation system service lives used by the Internal Revenue Service for 
federal income tax computations. This will allow recovery of plant investment in more 
reasonable time increments and is fully consistent with the FCC’s guidance is this area.

Section 5. New AS42.05.81(Xd') - Dominant Carrier Regulation of Long Distance 
Providers

This section was originally proposed by AT&T Alascom.,

Intrastate long distance competition was authorized by the Legislature in 1991. In 
the ensuing twelve years, Alascom has seen its market share erode to approximately 42%. 
Using a market share benchmark, GCI is now the de facto dominant carrier in Alaska, but 
does not face dominant carrier regulation. On the federal side, AT&T was granted relief 
from dominant carrier regulation when it dropped to about 60% market share. Even 
though AT&T alascom has lost almost 20% more market share instate, the RCA 
continues to impose dominant carrier obligations on Alascom even after being asked for 
relief similar to that granted by FCC years ago.

Section 5 prohibits the application of dominant carrier rules on any long distance 
provider that holds less than 60% instate market share (measured by minutes of use).

Section 6. Amended AS 42.66.010fa)f4) - Extends the Effective Date of the RCA to 
2007

Section 7. New Section Added to Uncodified Law - Applicability

Section 7 requires the RCA to adopt rate adjustments that conform to this Act 
within 90 days of a utility submitting such adjustments to the commission. The section 
also requires the dismissal of any pending tariff filings, rate-setting proceedings or retail-



rate-related proceedings upon the filing of a retail tariff exemption certification. 

Section 8. Act Takes Effect Immediately



ALASKA’S  MAJOR MARKETS 

ARE HIGHLY COMPETITIVE

ANCHORAGE

1 L o c a l  s e r v i c e  c o m p e t i t i o n  b e g a n  in  1 9 9 7 .
2  A C S  s e r v e s  a p p r o x i m a t e l y  5 0 %  o f  t h e  m a r k e t .
3  G C I  s e r v e s  a p p r o x i m a t e l y  4 4 %  o f  t h e  m a r k e t .
4  A T & T  s e r v e s  a p p r o x i m a t e l y  6  %  o f  t h e  m a r k e t .
5  G C I ’s  m a r k e t  s h a r e  is  s till g r o w in g .

Fa i rbank s

1 L o c a l  s e r v i c e  c o m p e t i t i o n  b e g a n  in  M a y  2 0 0 1 .
2  A C S  s e r v e s  a p p r o x i m a t e l y  7 5 %  o f  t h e  m a r k e t .
3  G C I  s e r v e s  a p p r o x i m a t e l y  2 5 %  o f  t h e  m a r k e t .
4  G C I ’s  m a r k e t  s h a r e  is  r a p id ly  g r o w in g .

J uneau

1 L o c a l  s e r v i c e  c o m p e t i t i o n  b e g a n  M a r c h  2 0 0 2 .
2  A C S  s e r v e s  a p p r o x i m a t e l y  8 5 %  o f  t h e  m a r k e t .
3  G C I  s e r v e s  a p p r o x i m a t e l y  1 5 %  o f  t h e  m a r k e t .
4  G C I ’s  m a r k e t  s h a r e  is  r a p id ly  g r o w in g .

I l l ino is

1 C o m p e t i t o r s  in  I l lin o is  s e r v e  1 7 %  o f  t h a t  m a r k e t .
2  In M a y  2 0 0 3 ,  t h e  I llin o is  l e g i s l a t u r e  e n a c t e d  a  

s t a t u t e  t h a t  w ill i n c r e a s e  f a c i l i t i e s  l e a s e  r a t e s .
3 C o m m e n t a t o r s  e x p e c t  UNE r a t e s  t o  d o u b l e .
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l-jndings and Purpose fformerly Section 1. in the LAC bill)

' • . • This section has been eliminated.

Section 1. (formerly Section 2 in the L&C bill) New AS 42.Q5.145fbY_- Equal Regulatory 
Tireatment for Incumbent Local Companies and Competitive Local Companies

This section was originally proposed by the Alaska Telephone Association.

At the same tiraj that large, well-financed competitors are entering some of Alaska’s 
smallest rural markets, incumbents serving those markets continue to be regulated as 
nonopolies. Sound public policy and the interest of consumers requires that competitors be 
treated equally and that market forces be allowed to operate finely. Regulators that previously 
functioned as a surrogate for competition should step aside and allow consumers to exercise their 
choices.

Section 1 includes minor modifications to the L&C bill and requires the equal application 
o f retail tariffing standards and regulations once competition has been authorized for a particular 
market.

Election 2, (formerly Section 3 in the X&C hill) New AS 42.05.291(e) ■ Prospective Application 
of RCA Rules

Section 2 would limit the application of RCA. rules and regulations, including network 
performance standards, only to those facilities constructed or installed after the date such 
regulations are adopted. It is unchanged from the L&C bill.

{Lectjfln 3. (formerly Section_£ in the. l& C bill) New. AS -42.0S.433 -  Exemption from Retail 
Tariffing Requirements for Competitive Telecommunications Providers

ACS operates four local exchange companies in Alaska. Three o f those companies are folly 
subject to competition. The fourth company has been partially opened to competition. 
Competitors in Anchorage have captured approximately 50% market share. Fairbanks and 
J uneau are well on their way to catching up with Anchorage. Experts have observed that local 
markets in Alaska are clearly the most competitive in the nation. Yet, looal companies are still 
inquired to comply with arcane tariff filing procedures that are both burdensome and require that 
jt.CS pre-attnouocc its marketing plans long before these new products and services are allowed 
to be sold to consumers.

Following the FCC’s lead to detariff all retail interstate long distance offers, Section 3 
eliminates retail tariffing requirements for all local exchange providers operating in markets that 
have achieved facilities-based competition. Thifl section is substantially similar to the I.&C bill,
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but the current version no longer applies to long distance services. The current version has also 
bum streamlined by removing references to rate lists and web site postings. This version also 
eliminates the requirement for shared “carrier of last resort” obligations. And it does not include 
specific references to either the Anchorage local market or the statewide long distance market, 
Fiually, the definitions subsection has been rewritten and shortened.

New AS 42.05.435 -  Pricing Of Unbundled Network Elements
*

For several years state regulators have forced camera such as ACS to lease their facilities to 
competitors at rates below cost. While parties can argue about whether competitors needed an 
incentive to initiate service, in existing highly competitive markets, such as Anchorage, there is 
no need for such artificial incentives.

This section ensures fair rates for leased facilities consistent with federal law. In particular, 
the statute specifies, as required by federal law, that lease rates will be based on forward-looking 
incremental costs. The provision also provides that the best evidence of forward-looking costs 
fc r individual cost components, such as labor and materials are the most current costs in the area, 
adjusted for inflation. Finally, the provision provides for taking into account actual usage of 
facilities, designing future networks based on the most efficient technology deployed by a utility, 
and ensuring that the cost of capital reflects the risks associated with a competitive market. This 
section is substantially similar to the L&C bill. By comparison, the current version clarifies the 
une of “forward looking costs” in compliance with federal requirements and sets more precise 
guidelines for the treatment of certain coBt inputs. The current version also clarifies the policy 
for using an efficient technology standard that is tied to the most efficient technology the 
providing company has actually deployed in its network.

fllpreiati n R a tc r ^  Sk* °Q 4< subsectioa ^  in the 1&C biin Now AS -42.Q5.47Kd -

Section 4 requires that the RCA accept a utility’s proposed depreciation rates in 
competitive service areas so long as the underlying plant service lives are no shorter than the 
general depreciation system service lives used by the Internal Revenue Service for federal 
income tax computations. This will allow recovery of plant investment in more reasonable time 
increments and is fhlly consistent with the FCC’s guidance is this area. The current version 
ejminates the reference to electrio utilities found in the L&C bill. This version also totally 
e Sminates subsection AS 42.05.381(1) as referenced in the L&C bill.

Section. 5. (formerly Section 6_in thc_I&C bill! New AS42,QS,810fd) -  Dominant Carrier 
Regulation of Long Distance Providers

This section was originally proposed by AT&T Alascom.

Intrastate long distance competition was authorized by the Legislature in 1991. In the 
awning twelve years, Alascom has seen its market share erode to approximately 42%. Using a 
market share benchmark, GCI is now the dc facto dominant carrier in Alaska, but does not face 
dominant carrier regulation. On the federal side, AT&T was granted relief from dominant carrier

2
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a
rejftilation when it dropped to about 60% market share, Even though AT &T Alas com has lost 
alt (tost 20% more market share instate, the RCA continues to impose dominant carrier 
obligations on Alascom even after being asked for relief similar to that granted by PCC years 
ago.

Section 5 prohibits the application of dominant carrier rules on any long distance 
provider that holds less than 60% instate market share (measured by minutes of use). This 
section is unchanged from the L&C bill.

Section 6. (formerly Section 7 in the LAC bill) Amended AS 42.66.Q1fl(al(4) -^Extends the 
Effective Date of the RCA to 2007

This section is unchanged from the L&C bill,

S ection 7. (fbrmcd_y_Section 8 in theJ& C  billLNew Section,Added to Uncodified Law -  
Ajgdifiabilitv

Section 7 requires the RCA to adopt rate adjustments that conform to this Act within 90 
days of a utility submitting such adjustments to the commission. The section also requires the 
dismissal o f any pending tariff filings, rate-sotting proceedings or retail-rate-relatcd proceedings 
upon the filing o f a retail tariff exemption certification. The requirement to Bubmit rate 
adjustments to the RCA and the 90-day review cycle arc new provisions not previously included 
in die L&C bill,

S (formeriy_£ection 10 in the L&C billl Act TakcaJffgct Immediately

In addition to the commentary above, the 6cction (formerly Section 9 in the L&C bill) setting out 
t’je requirement for the RCA to promulgate carrier of last resort regulations by December 31, 
3003 has been eliminated.

3
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CS FOR HOUSE BILL NO. lll(JU D )

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION

B Y  T H E  H O U S E  J U D I C I A R Y  C O M M I T T E E

O f f e r e d :
R e f e r r e d :

S p o n s o r ( s ) :  H O U S E  R U L E S  C O M M I T T E E  B Y  R E Q U E S T  O F  T H E  G O V E R N O R

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the regulation of an incumbent local exchange carrier in a 

competitive m arket; providing for the prospective effect of standards changed by the 

Regulatory Commission of Alaska; relating to exemptions from retail tariff Filing 

requirements and certain other provisions in competitive telecommunications markets; 

setting a policy regarding unbundled network elements in the telecommunications 

market; relating to depreciation expense rates for certain telecommunications utilities; 

relating to the designation of a dominant carrier in telecommunications markets; 

extending the termination date of the Regulatory Commission of Alaska; and providing 

for an effective date."

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

* Section 1. AS 42.05.145 is amended by adding a new subsection to read:
(b) Upon the commission's approval of a carrier's application for a certificate
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to provide competitive local exchange telecommunications service in an incumbent 
local exchange earner's service area, the incumbent local exchange carrier is subject to 
the same retail tariff standards and regulations as the new carrier. However, the 
incumbent local exchange carrier remams the carrier of last resort in the relevant area 
until the commission orders otherwise.

* Sec. 2. AS 42.05.291 is amended by adding a new subsection to read:
(e) Regulations, rules, and orders of the commission that change the standards 

of service and facilities shall operate prospectively only. A rule, regulation, or order 
changing standards of service or facilities may not require or have the effect of 
requiring a public utility to retrofit a telecommunications network without the utility's 
consent.

* Sec. 3. AS 42.05 is amended by adding new sections to read:
Sec. 42.05.433. Exem ption from  retail ta riffs for telecom m unications 

services in a  com petitive m arket, (a) A local exchange carrier in a competitive 
service area may file a certification with the commission certifying that the relevant 
market satisfies the competitive service area standard of this section. A certification 
exempts the telecommunications utility from retail tariff filing requirements.

(b) A certification filed under (a) of this section is effective upon filing. The 
commission may deny a certification only upon a written finding and order that, based 
on a preponderance of the evidence, the competitive service area standard has not been 

met.
(c) A local exchange carrier granted a retail tariff exemption under (a) of this 

section is, with regard to retail service in competitive service areas, exempt from the 
following provisions of this chapter: AS 42.05.361, 42.05.371, 42.05.381, 42.05.391, 
42.05.411, 42.05.421, and 42.05.431.

(d) In this section,
(1) "competitive service area" means the service area served by a local 

exchange carrier in which at least 50 percent of all retail customers have a choice of 
facilities-based service providers;

(2) "facilities-based service provider" means a telephone utility that 
offers a portion of its products and services by means of facilities it owns and operates
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or by means of facilities and unbundled network elements it leases from another 
provider, or any combination of facilities owned and leased;

(3) "network element" means a facility or equipment used in the 
provision of a telecommunications service;

(4) "retail" means services or products sold directly to the actual user 
of the services or products;

(5) "unbundled" has the meaning given in 47 TJ.S.C 251(c)(3).
Sec. 42.05.435. State telecommunications policy: pricing of unbundled 

network elements, (a) A telephone utility providing unbundled network elements to 
other telephone utilities under state or federal law shall be allowed to recover the 
future costs it expects to incur to provide the unbundled network element and shall be 
allowed a reasonable profit or such other measure of costs as federal law may specify. 
To the maximum extent allowable under federal law, the best evidence of the future 
costs a telephone utility expects to incur shall be based on the following:

(1) the utility's most current costs for individual cost components, such 
as labor and materials in the relevant service area, adjusted for inflation;

(2) fill factors that represent a reasonable projection of actual total 
usage of the elements in question;

(3) the most efficient technology the telephone utility has actually 
deployed, which shall be presumed to be the most efficient technology available; and

(4) the cost of capital that reflects the risks associated with a 
competitive market.

(b) In this section, "network element" and "unbundled" have the meanings 
given in AS 42.05.433.

* Sec. 4. AS 42.05.471 is amended by adding a new subsection to read:
(c) A telephone utility's proposed depreciation rates for all rates established by 

the commission in a competitive service area shall be allowed to the maximum extent 
allowed by law if the underlying service lives are not shorter than the general 
depreciation system service lives permitted by the United States Internal Revenue 
Service to determine the appropriate level of depreciation expense for federal income 
tax computations. The commission may not require a telephone utility to file a
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depreciation study unless the telephone utility proposes to use depreciation rates based 
on service lives that are shorter than the general depreciation system service lives 
permitted by the Internal Revenue Service.

* Sec. 5. AS 42.05.810 is amended by adding a new subsection to read:
(d) The commission may not regulate a long distance carrier as a dominant 

carrier in the long distance market if the carrier's statewide market share, as measured 
in intrastate minutes of use, is less than 60 percent. Ho\ ever, the carrier that is, on the 
effective date of this subsection, the dominant long distance carrier shall remain the 
earner of last resort certificated to provide intrastate interexchange telephone services 
until the commission orders otherwise.

* Sec. 6. AS 44.66.010(a)(4) is amended to read:
(4) Regulatory Commission of Alaska (AS 42.04.010) — June 30, 2007

[2003];
* Sec. 7. The uncodified law of the State of Alaska is amended by adding a new section to 

read:
APPLICABILITY. To implement the policies of AS 42.05.433 and 42.05.435, added 

by sec. 3 of this Act, and AS 42.05.471(c), added by sec. 4 of this Act, the Regulatory 
Commission of Alaska shall adopt rate adjustments that conform to this Act within the 90 
days after submission by a telephone utility. If the commission fails to act within 90 days 
after the submission of conforming rate adjustments, those adjustments shall be considered 
lawful. Any pending tariff filing, rate setting or other retail-rate-related proceedings shall be 
dismissed by the commission upon the filing of a certificate for a retail tariff exemption under 
AS 42.05.433, enacted by sec. 3 of this Act,

* Sec. 8. This Act takes effect immediately under AS 01.10.070(c).
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Amendment
Gara

Insert.

Section 1. Statement of purpose. It is the purpose of this bill to require that the 
Regulator}' Commission of Alaska thoroughly consider its rules governing telephone 
rates, charges between competing companies, and competition. It is the intent of this 
section that the public shall be protected, and that the rates that they are charged be kept 
fair. It is also the intent of this section to ensure that the businesses that provide local and 
long distance service be treated as fairly as possible, and that competition among 
companies be encouraged. The Legislature intends to take no position on the propriety of 
existing Commission rulings or regulations, but intends that all such rules governing the 
telecommunications industry shall be re-examined, and that regulations shall be 
implemented to change any existing regulation or rule the Commission determines should 
be changed in order to fairly implement the law and the above-stated purposes. The 
Commission shall take into consideration the Legislature’s determination that it is 
desirable to promote competition, and to take steps, if fair to the public, to encourage 
more, rather than fewer, businesses to enter and remain in the Alaska telecommunications 
business.

Section 2. The Regulatory Commission of Alaska shall hold public heal ings and review 
its regulations and rulings in the area of local and long distance telecommunications. It 
shall issue proposed regulations for review by the public, and legislators, before October 
15, 2003, to address any ruling or regulation it determines is unfair, or that can be 
improved to better meet the purposes stated in section 1.
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1; indings and Purpose fformerly Section 1. In the L&C bill)

' This section has been eliminated.

foartion.l. Yforroerlv Section 2 in the L&C billLMew_AS_42.05.145fe\_»_Equal Regulatory 
Treatment for Incumbent Local Componiw and CbmpetitiY.p.tooal.Companieo

This section was originally proposed by the Alaska Telephone Association.

At the same time that large, well-financed competitors are entering some of Alaska’s 
smallest rural markets, incumbents serving those markets continue to be regulated as 
nonopolies. Sound public policy and the interest of consumers requires that competitors be 
treated equally and that market forces be allowed to operate freely. Regulators that previously 
functioned as a surrogate for competition should step aside and allow consumers to exercise their 
choices.

Section 1 includes minor modifications to the L&C bill and requires the equal application 
t 'f  retail tariffing standards and regulations once competition has been authorized for a particular 
market.

flgstion.2, (fonnerlv Section 3_ in the L&C bill) New AS 42.05.291(c) - Prospective Application 
<if RCA Rules

Section 2 would limit the application of RCA rules and regulations, including network 
pizrformance standards, only to those facilities constructed or installed alter the date such 
regulations are adopted. It in unchanged from the L&C bill.

flection 3. (formerly Section in  the L&C bill) New AS 42,05.433 -  Exemption from Retail 
Tariffing Requirements fbr Competitive Telecommunications Provider*

ACS operates four local exchange companies in Alaska. Three of those companies are folly 
subject to competition. The fourth company has been partially opened to competition. 
Competitors in Anchorage have captured approximately 50% market share. Fairbanks and 
Juneau are well on their way to catching up with Anchorage. Exports have observed that local 
markets in Alaska are clearly the most competitive in the nation. Yet, local companies are still 
required to comply with arcane tariff filing procedures that are both burdensome and require that 
ACS pre-announce its marketing plans long before these new products and services are allowed 
to be sold to consumers,

Following the FCC’s lead to detariff all retail interstate long distance offers, Section 3 
eliminates retail tariffing requirements for all local exchange providers operating in markets that 
have achieved facilities-based competition. This section is substantially similar to the L&C bill,
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but the current version no longer applies to long distance services. The current version has also 
b«xm streamlined by removing references to rate lists and web site postings. This version also 
eliminates the requirement for shared “carrier of last resort” obligations. And it docs not include 
specific references to either the Anchorage local market or the statewide long distance market. 
Finally, the definitions subsection has been rewritten and shortened.

New AS 42.05.435 -  Pricing Of Unbundled Network Elements

For several years state regulators have forced carriers such as ACS to lease their facilities to 
competitors at rates below cost, While parties can argue about whether competitors needed an 
incentive to initiate eervico, in existing highly competitive markets, such as Anchorage, there is 
no need for such artificial incentives.

This section ensures fair rates for leased facilities consistent with federal law. In particular, 
the statute specifies, as required by federal law, that lease rates will be based on forward-looking 
incremental costs. The provision also provides that the best evidence of forward-looking costs 
fc r individual cost components, such as labor and materials are the most current costs in the area, 
adjusted for inflation. Finally, the provision provides for taking into account actual usage of 
facilities, designing future networks based on the most efficient technology deployed by a utility, 
and ensuring that the cost of capital reflects the risks associated with a competitive market. This 
section is substantially similar to the L&C bill, By comparison, the current version clarifies the 
irne of “forward looking costs" in compliance with federal requirements and sets more precise 
guidelines for the treatment of certain coBt inputs. The current version also clarifies the policy 
for using an efficient technology standard that is tied to the most efficient technology die 
providing company has actually deployed in its network.

S sction 4. ('formerly Section 4. subsection fkf in the L&C bill') New AS 42.05 471(c) -

Section 4 requires that ihe RCA accept a utility’s proposed depreciation rates in 
competitive service areas so long as the underlying plant service lives are no shorter than the 
gmeral depreciation system service lives used by the Internal Revenue Service for federal 
income tax computations. This will allow recoveiy of plant investment in more reasonable time 
increments and is fully consistent with the FCC’s guidance is this area. Hio current vereion 
eliminates the reference to electrio utilities found in the L&C bill. This version also totally 
eiminates subsection AS 42.05.381(1) as referenced in the L&C bill.

&;ctiQE_ST (formerly Section.6Jn tbe_L&C bill) New AS42.05,310(d) -  Dominant Carrier 
Regulation of Long Distance Providers

This section was originally proposed by AT&T Alascom.

Intrastate long distance competition was authorized by the Legislature in 1991. In the 
eisuing twelve years, Alascom has seen its market share erode to approximately 42%. Using a 
market share benchmark, GCI is now the dc facto dominant carrier in Alaska, but does not face 
dominant carrier regulation. On the federal ride, AT&T was granted relief from dominant carrier

2
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rejfiliation when it dropped to about 60% market share. Even though AT&T Alascom has lost 
almost 20% more market share instate, the RCA continues to impoao dominant carrier 
obligations on Alascom even after being asked for relief similar to that granted by FCC years 
ago.

Section 5 prohibits the application of dominant earner rules on any long distance 
provider that holds less than 60% instate market share (measured by minutes of use). This 
section is unchanged from the L&C bill.

Suction 6. (formerly Section.7 in the L&C bill) Amended,AS 42.66,010(a)(4) --Extends the 
Effective Date of the RCA to 2007

This section is unchanged from the L&C bill.

foction 7- (formerly Section 8 in the_L&C bill! New_gection_JMde4 toJUncodjfisd.Law -  
Applicability

Section 7 requites the RCA to adopt rate adjustments that conform to this Act within 90 
days of a utility submitting auch adjustments to the commission. The section also requires the 
dismissal of any pending tariff filings, rate-setting proceedings or retail-rate-relatcd proceedings 
upon the filing of a retail tariff exemption certification. The requirement to submit rate 
adjustments to the RCA and the 90-day review cycle arc new provisions not previously inoluded 
in the L&C bill.

S M on 8. ffomCTlyJtection 10 in the L&C bill) Act TflkcaJBffect Immediately

la  addition to the commentary above, the section (formerly Section 9 in the L&C bill) setting out 
the requirement for the RCA to promulgate carrier of last resort regulations by December 31, 
,7003 has been eliminated.

3



T e l e c o m m u n i c a t i o n s  T e r m s

Alternative Regulation (“ A lt Reg” ) -  A form of economic regulation (implemented in 
the late 1980’s as an alternative to rate of return regulation) designed to provide utility 
companies with incentives for increased efficiency and innovation. Under alternative 
regulation, utility commissions place price caps on some services and the companies 
are allowed to keep any profits gained by lowering their costs.

Central O ffice (CO) -  Telephone company facility where telephone lines are connected 
to the telecommunications network. (See also "The Network”)

C om petitive Local Exchange Carrier (CLEC) -  A local telephone company providing 
competitive local service within an incumbent’s service territory.

DSL /  D igital S ubscriber Line -  Traditional copper phone lines that have been 
modified in order to provide high speed Internet service.

Data Local Exchange Carrier (DLEC) - A company that only provides data 
transmission services.

Facilities-Based C arrier -  A carrier that has its own facilities such as switches and 
transmission lines.

Incum bent Local Exchange Carrier (ILEC) -  A telephone company which was given 
the exclusive, franchised right and responsibility to provide local telephone services in a 
given area.

In terconnection Agreem ent -  Contracts between ILECs and CLECs that govern the 
rates, rights, and responsibilities of each party in order for a CLEC to have access to 
certain network facilities of the ILEC.

Interexchange Carrier (IXC) -  A carrier offering long distance telephone service.

Local Access and T ransport Area (LATA) -  One of the 196 local geographic areas in 
the United States within which a local telephone company may offer 
telecommunications service. Illinois has 18 LATAs.

InterLATA -  Telecommunications services that originate in one LATA and 
terminate in another LATA. Commonly referred to as long distance.

IntraLATA -  Telecommunications services that originate and terminate in the 
same LATA. Commonly referred to as local and local toll or local long distance.

Local Exchange C arrier (LEC) -  A carrier offering local telephone services.



Telecommunications Article Rewrite
Local Loop -  The phone line from a customer’s home or business to a Central Office.

The Network - Interconnected set of communications equipment that allows for the 
transmission of voice or data.

Operations Support System s (OSS) -  Computer systems that process the complex 
back-office functions (such as customer orders and repairs) involved in providing 
telephone services to customers.

PICC/Pre-subscribed Interexchange Carrier Charge -  A charge paid by long 
distance telephone companies to local carriers for the completion of the long distance 
call over the local loop.

Regional Bell Operating Com pany (RBOC) -  One of the seven local phone 
companies formed by the breakup of AT&T in 1984.

Resale -  A competitive entry strategy that involves buying local and /or long distance 
phone lines or services at wholesale rates and then selling them to customers.

SLC/Subscriber Line Charge -  The federally ordered charge to fund the cost of the 
telephone lines that reach from the local service provider to homes and businesses.

Telecom m unications Act o f 1996 (TA96) -  Federal law passed in 1996 that attempts 
to open local phone markets to competition:

Section 251 -  Requires ILECs to open their local phone monopolies to 
competition from CLECs.

Section 252 -  Requires ILECs to negotiate interconnection agreements with 
CLECs. Provides for arbitration and state public utility commission approval of 
interconnection agreements.

Section 271 -  Allows RBOCs to provide long distance service once they meet a 
14-point checklist designed to ensure that local phone monopolies are opened to 
competition.

TELRIC Total Element Long Run Incremental Cost. The FCC First Order and Report 
(a.k.a. Local Competition First Report and Ordei) established the price for unbundled 
network elements (UNEs) to equal TELRIC plus a reasonable allocation of forward- 
looking joint and common costs. TELRIC, as defined by the FCC, reflects the forward- 
looking cost of each UNE over a period long enough such that all of a firm’s costs 
become variable or avoidable. The TELRIC cost of an element is measured by the FCC 
based on the use of the most efficient telecommunications technology currently 
available and the lowest cost network configuration, given the existing location of the 
incumbent local exchange carrier’s wire centers. This "hypothetical network" standard 
was rejected by the 8th Circuit Court of Appeals in its July 18, 2000 opinion (Iowa 
Utilities Board, et al., v. Federal Communications Commission and Unites Sates of

STAFF - Illinois Commerce Commission 2



Telecommunications Article Rewrite
America. No. 96-3321). This issue is currently under review by the U.S. Supreme Court. 
See Docket 96-0486/96-0569 Second Interim Order (February 17, 1998) on Ameritech 
Illinois’ UNE rates, terms and conditions. See Unbundled Network Elements.

Unbundled Network E lem ent (UNE) -  The Telecommunications Act of 1996 allows 
CLECs to lease different “elements” of the Incumbent carrier’s pre-existing network. 
Examples include the Loop, Switch, Shared Transport and OSS.

UNE-Platform (Unbundled Network Element P latform  o r the  “ P latform ” ) -  A
combination of all of the network elements that allow a CLEC to provide local service.

STAFF - Illinois Commerce Commission 3



U N E -P  R A T E S  IS S U E
Background: The Federal Telecommunications Act of 1996 gives State Commissions the task of 
applying FCC pricing principles (TELRIC) in determining the rates CLECs pay for individual 
UNEs. These rates are based on costs provided by SBC and are developed over time through 
exhaustive investigations at the ICC. The Federal Supreme Court recently upheld the TELRIC 
pricing structure for UNEs. In September 2002, SBC filed, and then withdrew at the urging of 
the Commissioners and ICC Staff, a filing that would have dramatically increased all UNE, 
including UNE-P, rates (roughly 750 separate rates). On Christmas Eve 2002, SBC filed a 
narrowed case (from 750 to 145 different rates) that would substantially increase key UNE rates.

Docket 02-0864. The ICC’s Investigation into SBC’s proposed increase in UNE Rates -  
The UNE rates being investigated in this proceeding include increases in:

• Recurring and non-recurring (one-time) charges for all types of Local Loops. This is the line 
from a customer to the central office, which is by far the most important UNE for CLECs, 
and includes basic voice loops and DSL capable loops throughout Illinois (there are different 
rates used for Chicago, the suburbs and the rest of the state).

. Non-recurring charges only for UNE -Platform (UNE-P): These rates are mostly the one­
time hook-up fees that a CLEC pays when it signs up a new UNE-P customer.
Non-recurring charges only for “Enhanced Extended Loops” and “Special Access” 
conversions (think of these as high-speed “transport facilities” that CLECs use to transmit 
large amounts of aggregated voice traffic to the CLECs own facilities). Recall that these 
were major sticking points in Section 13-801 in the Rewrite).

SBC’s rate calculations change Commission approved cost factors such as cost of capital, fill 
factors, and depreciation rates among hundreds of other inputs. These changes lead to significant 
increases (100 -  2,000%) in the current Commission approved UNE rates that in many cases 
increase the CLECs wholesale costs above the retail rates charged by SBC. SBC’s UNE rates 
would likely result in increased retail rates because:

• CLECs would have to either have to stop providing services, try to assume these increased 
costs and face serious financial hardship (bankruptcy) or increase rates for their voice and 
DSL services for both business and residential customers.

• The telecommunications article of the PUA requires all telecommunications rates to be above 
cost and if SBC's costs have increased that much, then its retail rates would need to increase.

The schedule for this case is as follows:

Dec. 24, 2002 SBC filed its case (testimony, cost information and rate schedules).
April 29 
May 20

June 10 
June 24 
July 7-11

Staff and Interveners will file their proposed rates.
SBC Files Rebuttal testimony to the Staff and Interveners 
Staff and the Interveners file Rebuttal to each other.
Staff and Interveners file Rebuttal testimony to SBC 
SBC sur-rebuttal testimony
Hearings (schedule for legal briefs to be set after the hearings)

Nov. 23, 2003 Statutory deadline for a Commission final order

1
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Analog 2w basic A $2.59 $11.62 349% $4.77 $13.80 189%
B $7.07 $23.23 229% $9.25 $25.41 175%
C $11.40 $26.85 136% $13.58 $29.03 114%

Avg. $9.44 $24.79 179% $11.62 $26.97 139%
Analog PBX Ground A $2.64 $11.72 344% $4.82 $13.90 188%
Start B $7.84 $25.58 226% $10.02 $27.76 177%

C $12.38 $30.47 146% $14.56 $32.65 124%
Avg. $10.30 $27.79 184% $12.48 $29.97 146%

Analog COPTS Coin A $2.67 $11.73 339% $4.85 $13.91 187%
B $8.09 $25.78 219% $10.27 $27.96 172%
C $12.72 $30.77 142% $14.90 $32.95 121%

Avg. $10.59 $28.04 179% $12.77 $30.22 142%
Analog EICL A $2.95 $11.89 303% $5.13 $14.07 174%

B $12.18 $29.66 144% $14.36 $31.84 122%
C $17.92 $36.78 105% $20.10 $38.96 94%

Avg. $15.15 $33.00 129% $17.33 $35.18 108%
Analog 4w A $4.08 $23.49 476% $6.26 $25.67 310%

B $16.82 $52.47 212% $19.00 $54.65 188%
C $26.63 $62.95 136% $28.81 $65.13 126%

Avg. $22.06 $57.24 181% $24.24 $59.42 157%
160 Kbps (ISDN- A $2.71 $12.16 349% $12.05 $21.50 78%
13 Rl) B $8.88 $35.28 297% $18.22 $44.62 145%

C $13.68 $43.43 217% $23.02 $52.77 129%
Avg. $11.45 $38.96 252% $20.79 $48.30 132%

1.544 Mbps (DS1) A $73.46 $47.42 -35% $232.03 $205.99 -11%
B $61.45 $81.96 33% $220.02 $240.53 9%
C $61.56 $116.82 90% $220.13 $275.39 25%

*** CO N FID E N T IA L ***



E s t im a te d  Illin o is  U N E  L o o p  a n d  U N E - P  R a te s  P u r s u a n t  to  S B  885
Avg. $62.16 $101.14 64% $220.73 $259.71 18%

ADSL/HDSL 2w 
Compatible

A $2.59 $11.49 344%
B $7.07 $20.50 190%
C $11.40 $28.95 154%

Avg. $9.44 $25.12 176%
ADSL/HDSL 4w 
Compatible

A $4.08 $22.98 463%
B $16.82 $40.99 144%
C $26.63 $57.90 117%

Avg. $22.06 $50.23 145%
DS3 Digital Loop A $553.53

B $672.39
C $883.53

Avg. $793.42

* Area refers to 
different Illinois 
"Access Areas":

Access Area A: Chicago Loop 
Access Area B: Chicago Metro 
Access Area C: The Rest of the State

Weights
5.4%

34.3%
60.3%

*** CO N FID E N T IA L ***
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CS FOR HOUSE BILL NO. lll(JU D )

IN THE LEGISLATURE OF THE STATE OF ALASKA

TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY THE HOUSE JUDICIARY COMMITTEE

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

A BILL 

FOR AN ACT ENTITLED 

"An Act relating to the regulation of an incumbent local exchange carrier in a 

competitive m arket; providing for the prospective effect of standards changed by the 

Regulatory Commission of Alaska; relating to exemptions from retail tariff filing 

requirements and certain other provisions in competitive telecommunications markets; 

setting a policy regarding unbundled network elements in the telecommunications 

market; relating to depreciation expense rates for certain telecommunications utilities; 

relating to the designation of a dominant carrier in telecommunications markets; 

extending the termination date of the Regulatory Commission of Alaska; and providing 

for an effective date."

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

* Section 1. AS 42.05.145 is amended by adding a new subsection to read:
(b) Upon the commission's approval of a carrier's application for a certificate

I WORK D R A F T  W ORK D R A F T  WORK D R A F T
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to provide competitive local exchange telecommunications service in an incumbent 
local exchange carrier's service area, the incumbent local exchange carrier is subject to 
the same retail tariff standards and regulations as the new carrier. However, the 
incumbent local exchange carrier remains the carrier of last resort in the relevant area 
until the commission orders otherwise.

* Sec. 2. AS 42.05.291 is amended by adding a new subsection to read:
(e) Regulations, rules, and orders of the commission that change the standards

of service and facilities shall operate prospectively only. A rule, regulation, or order 
changing standards of service or facilities may not require or have the effect of 
requiring a public utility to retrain, a telecommunications network without the utility's 
consent.

* Sec. 3. AS 42.05 is amended by adding new sections to read:
Sec. 42.05.433. Exemption from retail tariffs for telecommunications

services in a competitive market, (a) A local exchange carrier in a competitive 
service area may file a certification with the commission certifying that the relevant 
market satisfies the competitive service area standard of this section. A certification 
exempts the telecommunications utility from retail tariff filing requirements.

(b) A certification filed under (a) of this section is effective upon filing. The 
commission may deny a certification only upon a written finding and order that, based 
on a preponderance of the evidence, the competitive service area standard has not been 
met.

(c) A local exchange carrier granted a retail tariff exemption under (a) of this 
section is, with regard to retail service in competitive service areas, exempt from the 
following provisions of this chapter: AS 42.05.361, 42.05.371, 42.05.381, 42.05.391,
42.05.411,42.05.421, and 42.05.431.

(d) In this section,
(1) "competitive service area" means the service area served by a local 

exchange carrier in which at least 50 percent of all retail customers have a choice of 
facilities-based service providers;

(2) "facilities-based service provider" means a telephone utility that 
offers a portion of its products and services by means of facilities it owns and operates

CSIIB lll(JU D ) -2-New Text Underlined [DELETED TEXT BRACKETED]
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or by means of facilities and unbundled network elements it leases from another 
provider, or any combination of facilities owned and leased;

(3) "network element" means a facility or equipment used in the 
provision of a telecommunications service;

(4) "retail" means services or products sold directly to the actual user 
of the services or products;

(5) "unbundled" has the meaning given in 47 U.S.C 251(c)(3).
Sec. 42.05.435. State telecommunications policy: pricing of unbundled 

network elements, (a) A telephone utility providing unbundled network elements to 
other telephone utilities under state or federal law shall be allowed to recover the 
future costs it expects to incur to provide the unbundled network element and shall be 
allowed a reasonable profit or such other measure of costs as federal law may specify. 
To the maximum extent allowable under federal law, the best evidence of the future 
costs a telephone utility expects to incur shall be based on the following:

(1) the utility's most current costs for individual cost components, such 
as labor and materials in the relevant service area, adjusted for inflation;

(2) fill factors that represent a reasonable projection of actual total 
usage of the elements in question;

(3) the most efficient technology the telephone utility has actually 
deployed, which shall be presumed to be the most efficient technology available; and

(4) the cost of capital that reflects the risks associated with a 
competitive market.

(b) In this section, "network element" and "unbundled" have the meanings 
given in AS 42.05.433.

* Sec. 4. AS 42.05.471 is amended by adding a new subsection to read:
(c) A telephone utility's proposed depreciation rates for all rates established by 

the commission in a competitive service area shall be allowed to the maximum extent 
allowed by law if the underlying service lives are not shorter than the general 
depreciation system service lives permitted by the United States Internal Revenue 
Service to determine the appropriate level of depreciation expense for federal income 
tax computations. The commission may not require a telephone utility to file a

-3- CSIIB Ill(JU D)New Text Underlined [DELETED TEXT BRACKETED]



WORK D R A F T WORK D R A F T 23-GH1049\E
depreciation study unless the telephone utility proposes to use depreciation rates based 
on service lives that are shorter than the general depreciation system service lives 
permitted by the Internal Revenue Service.

* Sec. 5. AS 42.05.810 is amended by adding a new subsection to read:
(d) The commission may not regulate a long distance carrier as a dominant 

carrier in the long distance market if the carrier's statewide market share, as measured 
in intrastate minutes of use, is less than 60 percent. However, the carrier that is, on the 
effective date of this subsection, the dominant long distance carrier shall remain the 
carrier of last resort certificated to provide intrastate interexchange telephone services 
until the commission orders otherwise.

* Sec. 6. AS 44.66.010(a)(4) is amended to read:
(4) Regulatory Commission of Alaska (AS 42.04.010) -- June 30, 2007

[2003];
* Sec. 7. The uncodified law of the Stale of Alaska is amended by adding a new section to 

read:
APPLICABILITY. To implement the policies of AS 42.05.433 and 42.05.435, added 

by sec. 3 of this Act, and AS 42.05.471(c), added by sec. 4 of this Act, the Regulatory 
Commission of Alaska shall adopt rate adjustments that conform to this Act within the 90 
days after submission by a telephone utility. If the commission fails to act within 90 days 
after the submission of conforming rate adjustments, those adjustments shall be considered 
lawful. Any pending tariff filing, rate setting or other retail-rate-related proceedings shall be 
dismissed by the commission upon the filing of a certificate for a retail tariff exemption under 
AS 42.05.433, enacted by sec. 3 of this Act.

* Sec. 8. This Act takes effect immediately under AS 01.10.070(c).

L
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M E iVI O R A N D U i\I May 5, 2003

SUBJECT: Sectional Summary of CSHB 111 (L&C), Opinion on Executive 
Order 111, and consideration of the federal Telecommunications 
Act of 1996 (Work Order No. 23-GH1049\S)

TO: Representative Bill Williams 
Attn: Randy Ruaro

FROM: Barbara R. Craver 
Legislative Counsel

1. Sectional summary
As a preliminary matter, note that a sectional summary of a bill should not be considered 
an authoritative interpretation of the bill and the bill itself is the best statement of its 
contents. If you would like an interpretation of the bill as it may apply to a particular set 
of circumstances, please advise.

Section 1. This section contains uncodified law expressing the legislature’s findings and 
intent for this Act.

Section 2. This section amends AS 42.05.145, "Telecommunications regulation policy," 
to provide that, when a new telecommunications carrier enters a local market, the 
commission is directed not to designate an incumbent local exchange carrier as the 
dominant carrie#in a local exchange market unless that carrier has a 60 percent market 
share.

Section 3. This section amends AS 42.05.291 to provide that any new laws or rules that 
change standards for services or facilities operate prospectively only, and to preclude the 
requiring of a retrofit to a telecommunication network without the utility's consent.

Section 4. These new subsections are added to AS 42.05.381. Subsection (k) allows 
electric or telephone utilities to use the same depreciation schedules as allowed under the 
federal tax code. Subsection (/) requires the commission to look to a telephone utility's 
current costs in determining the costs that a utility can charge another telephone utility for 
use of the first utility's facilities, systems, or services, and allows costs to be adjusted for 
inflation and increased risk from competition. This subsection also requires that a utility 
providing facilities, systems, or services to another utility shall be reimbursed within 90



days of a cancellation of the use by the second utility for the unamortized capital costs 
incurred by the first utility to provide the services to the canceling utility.

Section 5. New section AS 42.05.433 allows a telephone utility to file a certificate with 
the commission that the telephone utility is operating in a competitive service area. This 
utility is exempt from tariff filing requirements for rate changes and other rate related 
matters. Subsections of this section provide for shared "carrier of last resort" obligations, 
and provide that the local exchange market in Anchorage and the statewide interexchange 
long distance market are considered to be a competitive service area. Definitions are 
pro\:ded for several terms used in this section. New section AS 42.05.435 sets out the 
policy to be used in setting prices for unbundled network elements.

Section 6. This section provides that a long distance carrier will not be regulated by the 
commission as the dominant carrier in the long distance market if the earner's statewide 
market share is less than 60 percent. The long distance carrier that is designated as the 
dominant carrier on the effective date of this subsection will remain the carrier of last 
resort until the commission orders otherwise.

Section 7. The term of the Regulatory Commission of Alaska is extended until June 30, 
2007. Without this amendment, the commission will end June 30, 2003.

Section 8. This section of uncodified law allows local exchange carriers who are 
providing unbundled network elements to other utilities to adjust their rates in accordance 
with this Act.

Section 9. The Regulatory Commission of Alaska is required to develop regulations to 
implement the shared earner of last resort provisions of this Act.

Section 10. This section provides an immediate effective date for this Act.

2. Executive O rder No. I l l
The executive order transfers the public advocacy duties in utility cases from the 
Regulatory Commission of Alaska to the Attorney General's Office. Currently the RCA 
statutes provide for a section of the RCA to serve as the "public advocacy section." 
AS 42.04.150. Under the executive order, the commission is required to request the 
attorney general to participate as a party to represent the public interest. From a legal 
standpoint I cannot see any difference this would make; the public interest will still be 
represented by state funded attorneys. There may be practical and policy differences, but 
I cannot see any change from the legal standpoint.

3. Federal Telecommunications Act of 1996
I do not have an expertise in the Federal Telecommunications Act of 1996 however I am 
not aware that any of the provisions added by the House L & C  committee substitute 
would violate the federal act. You have asked for a quick response to your request, so I

Representative Bill WilliamsMay 5, 2003Page 2



am not able to devote the time that would be required to familiarize myseh further with 
the federal act in order to respond.

The testimony at the House Labor and Commerce committee meeting on April 23, 2003, 
included that of several experts in telecommunications law. There appeared to be a 
difference in opinion as to whether the existing bill and the proposed amendments 
amounted to a violation of federal law, however most of the debate appeared to be on the 
policy issues. Only the representative from GCI stated that the bill would violate federal 
law. ACS's attorney said it would not. I am riot in a position to advise you about whether 
these amendments would or would not be found to be violations of federal 
telecommunications law. This is a complex area that changes rapidly. There were 
remarks at the meeting regarding a 5,000 page FCC order that was expected to be 
released on the topic of state control of telecommunications markets. To my knowledge, 
that order has not been released.

If I may be of further assistance, please advise.

Representative Bill WilliamsMay 5, 2003Page 3
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Scott Wiseman 
Executive Director

Position: NO POSITION 
Date: 5/6/03

ILLINOIS COMMERCE COMMISSION 
93rd GENERAL ASSEMBLY 

POSITION PAPER

Amendment: HA1

Bill Number: SB 885 House Sponsor; S. Davis 

Senate Sponsor: Claybome

Brief description of malor bill components:

This bill would legislate wholesale prices by establishing In the law the ratemaking 
guidelines for SBC Illinois related to unbundled network elements (UNEs). The bill has 
several major components:

. Depreciation rates and fill factors are the major inputs used to calculate wholesale
Unbundled Network Element rates. This bill sets these Inputs at “actual levels" for 
unbundled loops (the line connecting a customer to a central office).

. The bill requires the ICC to use SBC’s cost models and methodology as introduced
by SBC in a pending case (ICC Docket No. 02*0864) and to complete the 
necessary rate adjustments within 30 days after the effective date of this act.

. The affect of these first two components is an increase in SBC’s current wholesale
rates.

* The new wholesale rates would automatically be incorporated Into all 
Interconnection agreements and all tariffs (contracts between SBC and its 
competitors).

• The bill abates ICC Docket No. 02-0864, the current case investigating these same 
SBC wholesale rates.

. To promote competition, a different section of the Public Utilities Act (Section 13-
505.1 )requlres SBC to Increase its retail rates if the increased wholesale rates go 
above current retail rates. This bill nullifies the Impact of that section and provides 
that irrespective of the increase in wholesale rates, even if SBC's wholesale rates 
exceed SBC’s retail rates, retail rates “shall not be required to increase.”

. For 2 years, recurring wholesale rates will be frozen for “the first 35,000 voice
grade equivalent lines used by” a competitor. The carrier In question would have to 
designate the lines to be frozen.

. Payphone wholesale rates are excluded from this wholesale rate freeze.
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This bill adds new Sections 13-408 and 13-409 to the Public Utilities Act.

Apparent reasonfs) bill was introduced:

To guarantee Increases in SBC’s wholesale UNE loop rates and to automatically 
incorporate these rates Into all of SBC’s interconnection agreements.

Prior legislative history:

None

Possible impact on current agency policies and operations:

This represents a major departure from Federal and Illinois telecommunications 
regulatory policies and operations. The intent o f the Federal Act, the State statutes, and 
FCC/ICC regulations has been to create an environment where consumers will realize the 
benefits lower costs and be given more choices If there Is competition for their telephone 
service. The FCC gave state commissions the task o f  a pplylng FCC pricing principles 
(called TELRIC) In determining the wholesale rates that competitors pay for individual 
Unbundled Network Elements ("UNEs" -  the piece-parts of the telephone network). The 
ICC determines these rates using cost-based Information provided by SBC through a 
judicial process, which permits participation by Interested parties (the Attorney General, 
CUB, the U.S. Department of Defense, SBC, Competitors, etc.).

This bill would statutorily define the key factors used to calculate the wholesale rates that 
SBC is allowed to charge competitors for the use of its system and would sat these 
wholesale rates until such time that this provision of the law is changed. In effect, the bill 
transfers the determination of Just and reasonable wholesale rates to the General 
Assembly. This bill would result In significant increases for certain UNE rates over the 
current approved rates. Furthermore, the bill automatically incorporates these new rates 
Into all of SBC’s interconnection agreements with its competitors, and is a departure from 
freedom of contract laws and the Federal Telecom Act o f 1996.

In addition, It Is the policy of the Illinois Commerce Commission to reduce regulations 
where appropriate and replace them with market forces. This bill sets forth an elaborate 
set of regulatory burdens on the Illinois telecommunications industry and potentially has a 
negative Impact on the competitive environment.

Probable Increased/decreased fiscal impact:

Internal: Decrease in the short run as the bill abates a major case currently before the 
ICC. The bill could produce a long-term increase however, due to an Increase In 
complaints by competitors and consumers if competition diminishes and a need to 
reevaluate retail rates results.

Changes in existing law:

2
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External: Other agencies currently participating in the case (02-0864) abated by this bill 
may experience a decrease.

State telecommunications tax revenues may decline as competitors scale back their 
Illinois operations and telecommunications customers migrate away from higher priced 
telephone services to reduced usage or to lower priced alternatives such as wireless 
service and non-taxed Internet telephony.

JBBsstefiate:
Immediately

Probable origin of bill and sources of support or opposition:
This Is an SBC Initiative

StiSmd: SBC

Oppose: Business Groups, Citizens Action, CUB, AARP, Attorney General, 
other consumer groups, Competitive Carriers

Agency position and reasons for position:

The ICC takes no official position on this bill. It Is difficult for the ICC to take a position on 
this bill in order for the Commission not to compromise what is in the pending docket 02- 
0864. The Commission, If It supported the numbers, or, said they were wrong, could be 
accused of having prejudged the case. However, with that said, if the General Assembly 
chooses to enact this bill, the ICC will take this statutory direction into account going 
forward.

The FCC gave states the task of applying FCC pricing principles (called TELRIC) In 
determining the rates competitors pay for Individual UNEs. This TELRIC” methodology 
Identifies the most efficient costs associated with a forward looking, future network and is 
designed to send appropriate economic signals to both the incumbent and competitive 
carriers. The Supreme Court recently upheld the TELRIC pricing methodology and other 
obligations Imposed by the FCC on incumbent local telephone companies. The ICC pays 
considerable attention to the prices charged for unbundled network elements through a 
judicial process in order to determine rates that are fair to all of the parties involved. This 
process allows all parties a forum to present their respective cases so that no entity can 
claim unfairness; a process that has held firm for decades and has been affirmed 
continually by the judiciary.

By legislating certain cost factors and cost methodology, this bill takes a way from the 
parties the opportunity for debate on the calculation of rates. The result would be to deny 
the rights of judicial due process to all of the parties affected by these rates and to remove 
any flexibility in responding to new developments In the telecommunications Industry. This 
would reduce the State's ability to quickly respond to new developments in the 
marketplace such as changes In costs, Improved technology, and other competitive 
advancements, as it is more difficult and time consuming to make changes through the3
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legislative process. Furthermore, because this bill is likely to have some detrimental 
impact on competitive carriers and their customers, any rate increase could be used by 
political opponents o f those who are seen as supportive of this legislation.

Apart from this overall issue, the bill raises a number of other specific concerns:

. Lines 66-112, Sets fill factors and depreciation rates at actual levels: The bill would
legislate the position of one party (SBC) to a current Commission case (docket 02- 
0864). From a regulatory standpoint, this would reduce the ability o f judicial, due 
process to balance the Interests of all interested parties In wholesale proceedings. 
This could also be seen as a denial of the due process rights of all of the other 
parties to this docket (the Attorney General, CUB, the US Department of Defense, 
Competitive Carriers, etc.).

. Lines 114-136, Legislates burden of proof: The FCC established that the
incumbent carrier (SBC In this case) has the burden of proof to establish that its 
proposed wholesale rates and cost support are appropriate. By codifying the cost 
models and methodology introduced by SBC in Docket 02-0864, this bill would 
establish by state law that SBC has met this burden of proof.

. Lines 119-130,1 nconslstent a ppllcation: T he o penlng I anguage o f the bill states
that it applies to all carriers operating under an alternative regulation plan, however 
the requirements o f Section 13-408 only apply to a carrier operating under an 
alternative regulation plan as of the effective date of this act (SBC only). This 
would establish a very different treatment of SBC vs. any other incumbent who 
elects an alternative regulation plan In the future. This would result in an 
Inequitable treatment of the incumbent carriers and would move away from the 
statute's current carrier-neutral policies.

• Lines 139-141, Interconnection Agreements: The bill mandates that the new rates 
set pursuant to these new sections would be automatically incorporated into all 
existing interconnection agreements. These interconnection agreements are the 
contracts that lay out the terms and conditions of the business relationship between 
SBC and its competitors. This represents a direct contradiction with the negotiating 
process established by the Federal Telecommunications Act of 1996 and State and 
Federal freedom of contract laws.

• Lines 142-162, Protections of the judicial process: As noted above, this legislation 
would shift certain wholesale ratemaking responsibilities from the ICC to the 
General Assembly. The General Assembly and the Commission have established 
a body of policies and procedures designed to ensure that all telecommunications 
rates are “just and reasonable" and are not antl-competitlve. This judicial process 
also safeguards the interests of all telecommunications carriers and consumers. 
Because this bill waives the tariff and Imputation protections of the Public Utilities 
Act and abates the ICC’s current investigation (docket 02-0864) into the wholesale 
rates established by this bill, this would remove key regulatory provisions designed 
to protect the telecommunications consumers of Illinois.

4
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* Lines 161-165, Imputation and the retail rate increase: The bill states that the 
imputation provisions o f Section 13-5QJT.1 shall not require any increase In retail 
rates as a result of the increase In unbundled network element rates. This 
provision does not guarantee that retail rates will not Increase because of this 
legislation, merely that the imputation provisions of Section 13-505.1 will not 
"require” an automatic Increase. Telecommunications carriers would still have the 
ability to increase retail rates and coupled with the increase in wholesale rates 
would likely do so.

. Lines 169-256, Recurring wholesale rate freeze for UNE9 applicable to competitors' 
first 35,000 customers: The bill establishes a complicated process for competitive 
carriers to designate 35,000 access lines for which the monthly wholesale rates 
would be frozen for two years. First, as this is a rate freeze, these rates could not 
be adjusted up or down even If cost data would support an adjustment. Second, 
competitors that want to take advantage of the rate freeze would have to utilize a 
complicated designation process, which would force these carriers to give 
information to SBC about their best customers. In this way, SBC would be able to 
directly market "Winback" offers to these customers,

Testimony at committee (If needed):

Scott Wiseman, Executive Director-(785-7456)
Phil Casey, General Counsel 782-7482
Jonathan Feipel, Assistant Director - Telecommunications Division (524-4226)
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DATE 5/2/03 UPDATE 5/7/03

COMMITTEE Public Utilities

HOUSE AMENDMENT #1 BECOMES THE BILL 

EXECUTIVE SUMMARY (pending HA#1)

SB 885 directs the Illinois Commerce Commission to raise the monthly (wholesale) rates 
competitors pay SBC Illinois (the incumbent local exchange carrier) to lease Its “unbundled 
network elements" in order to provide for local telephone service to customers. The Commission 
must use “fill factors" (the portion of a facility or element that will be filled with network usage) 
and "depreciation rates” (forward-looking) in determining these rates. In addition, the 
Commission must adjust rates, currently In effect, within 30 days.

Current monthly rates will be frozen for two years for the first 35,000 telephone "voice grade” 
lines leased from SBC (by a competitor). After two years, monthly rates Increase to the higher 
level set by the Commission. Telecommunication companies that lease more than 35,000 lines 
pay the higher fee, set by the Commission, for any lines over 35,000. Rates for leasing 
“undesignated voice grade" lines (I.e. not one of the 35,000 lines selected by the earner) are not 
eligible for a two year rate freeze and are set by the Commission.

Access lines leased to payphone companies, by SBC, are not eligible for the two year rate 
freeze. Also, the rate freeze does not apply to any company or its affiliate that leases lines to 
payphone companies.

• Proponents of HA#1 argue that current law fails to reflect the cost of upgrading and 
maintaining the phone lines and equipment it must share with competitors. The current 
state-imposed formula for determining what wholesale rates SBC can charge 
competitors -  the cost of the shared element plus 10% markup for sales, marketing and 
other costs -  is out of date and needs to be changed. HA#1 contains SBC's proposed 
changes to current law.

• Opponents argues that competition is working in Illinois and SBC’s proposed rate 
increases (for competitors to lease parts of SBC’s network) will only increase telephone 
rates for both residential and business customers and effectively kill competition for local 
telephone sen/ice in the State.

SENATE ACTION

Committee: 11-0-0 Environment & Energy
Third Reading: 54-1-2 4/3/03
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HOUSE ACTION

Committee: 12-5-1 Public Utilities
Third Reading: 66-39-10 5/7/03

CURRENT LAW/POLITICAL BACKGROUND

Federal Law

The Federal Communications Commission (FCC) requires SBC to lease any part of their phone 
networks, including separate pieces known as “unbundled network elements" (UNE), to 
competitors and give phone customers a choice of local telephone companies.

NOTE: SBC argues that this requirement goes beyond the requirements of the federal 
Telecommunications Act of 1996 which only requires companies like SBC, which Is the 
incumbent local telephone service provider, to lease parts of its network that were deemed 
necessary to provide "ordinary service" to customers.

The federal Telecommunications Act gave state commissions the authority to apply FCC pricing 
principles (called TELRIC) in determining the wholesale rates competitors pay for individual 
unbundled network elements UNE). The U.S. Supreme Court recently upheld the FCC’s pricing 
principles.

State Law

In 2001, Illinois' telecommunications law was revised (PA 92-0022). Section 13-801 (220 ILCS 
5/13-801) requires SBC (the local telephone service provider) to open its telephone network to 
competitors (Competitive Local Exchange Carriers). The law authorizes the Illinois Commerce 
Commission to require SBC to provide interconnection [Sec. 13-801 (b)J, collocation [Sec. 13- 
801(c)], network elements [Sec. 13-801 (d)(1), (2) and (3)] and access to operation support 
systems to competitors on just, reasonable, and nondiscriminatory terms, rates and conditions.

The wholesale rates are based on costs developed over time through exhaustive investigations 
at the ICC using FCC pricing principles. The ICC determines these rates using cost-based 
information provided by SBC through a judicial process, which permits the participation by 
interested parties (the Attorney General, CUB, the U.S. Department of defense, SBC, 
Competitors, etc.).

Illinois Commerce Commission

In late December 2002, SBC proposed to the Commission (Docket 02-0864) an increase in 
rates it charges for the “loop" when sold to competitors as "unbundled network elements' (UNE).

The UNE rates being investigated include:

• Recurring and non-recurring (one-time) charges for all types of “local loops” (i.e. the line 
from the customer to the central office and includes basic voice and data loops);

• Non-recurring charges only for UNE-Platform (UNE-P)(mostly the one-time hook-up fees 
paid by a competitor when It signs up a new customer); and
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• Non-recurring charges only for "Enhanced Extended Loops" and “Special Access” 
conversions (high speed "transport facilities" used to transmit large amounts of 
aggregated voice traffic).

This case is still pending and the Commission is expected to issue final order on November 23, 
2003.

DETAILED DESCRIPTION OF ORIGINAL BILL

SB 885, which is a shell bill, makes a technical change to the Telecommunications Article of the 
Public Utilities Act.

AMENDMENT ANALYSIS

HA#1, which becomes the bill, adds two new sections to the Telecommunications Article of the 
Public Utility Act regarding "unbundled network element rates." The amendment defines the key 
factors that the Commission must use to calculate wholesale rates that SBC Is allowed to 
charge competitors for the use of its system.

Specific provisions include:

Section 13-408 (new). Unbundled network element rates.

• Findings

The General Assembly should provide direction to the Illinois Commerce Commission 
regarding the establishment of the monthly recurring rates that a company providing local 
telephone service (i.e. incumbent local exchange carrier) shall charge competitors for 
unbundled loops, whether provided on a standalone basis or in combination with other 
unbundled network elements, In order to insure:

(i) that such rates are consistent with the requirements of the federal
Telecommunications Act of 1996, the regulations adopted under this Act, and under 
Illinois law (Subsection (g) of Section 13-801), and

(ii) that a company providing local telephone service should be able to recover the
efficient, forward-looking costs of creating, operating, and maintaining the network 
outside plant infrastructure capacity and switching and transmission network capacity 
necessary to permit such local telephone providers to meet the obligations, under 
Illinois law (Section 13-801), in a timely manner and adequate fashion.

• Setting rates

The Illinois Commerce Commission shall set the recurring rates that local telephone 
providers (i.e. incumbent local exchange carrier) receive for providing access to unbundled 
loops, whether provided on a standalone basis or in combination with other unbundled 
network elements as follows:
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(a) Fill factors -  the Illinois Commerce Commission is directed to use fill factors -  the 
proportion of a facility or element that will be Tilled" with network usage -  that represents 
a reasonable projection of the actual total usage of the elements iri question, in 
accordance with applicable federal law. The existing actual total usage of the elements 
that affected local telephone company (i.e. incumbent local exchange carrier) are 
required to provide to competitors (as reflected In the current actual fill factors for the 
element in question) is the most reasonable projection of actual total usage. Therefore 
the Commission is directed to use current actual fill factors that reflect such existing total 
usage on a going forward basis in establishing cost-based rates for such unbundled 
network elements.

In addition, the Commission shall adjust all existing Commission-approved rates for 
unbundled loops, whether provided on a standalone basis or in combination with other 
unbundled network elements, that are currently in effect, to make such rates consistent 
with this provision.

(b) Depreciation rates -  th9 Illinois Commerce Commission is directed to use depreciation 
rates that are forward-looking and based on economic lives as reflected in the local 
telephone provider's (i.e. incumbent local exchange earner) books of accounts as 
reported to the investment community under the Securities and Exchange Commission 
regulations. Use of accelerated depreciation mechanism is required in all cases. Use of 
a depreciation rate based on historical rate-of-retum regulation derived lives of the 
elements and facilities in question is prohibited.

In addition, the Commission shall adjust all existing Commission-approved rates for 
unbundled loops, whether provided on a standalone basis or in combination with other 
unbundled network elements, that are currently in effect, to make such rates consistent 
with this provision.

(c) Rate adjustments required under subsections (a) and (b) above must be completed 
within 30 days after the legislation becomes effective.

(d) Notwithstanding anything to the contrary contained in Section 13-505.1 (requirements 
for changes In rates for competitive services), unbundled network element rates, 
established in accordance with the requirements of this section (13-4048), shall not 
require any increase in any retail rates for telephone services.

Section 13-409 (new). Application of Unbundled Network Rates

(a) Rates during first two years -  the monthly rates paid by competitors for the first 35,000 
“voice grade equivalent access lines" and the unbundled network elements associated 
with those lines are frozen at current levels for two years from the effective date of this 
legislation.

(b) Rates after two years -  after two years the monthly rates paid by competitors shall be in 
accordance with rates established by the Commission under the provisions of Section 
13-408.

(c) Rates for over 35.000 Lines -  competitors that lease over 35,000 “voice grade
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equivalent access lines," and the unbundled network elements associated with those 
lines, must choose which lines will have the rates frozen for a two-year period (as 
provided in subsections (a) and (b). If a competitor looses the customer leasing an 
access line, during the two-year period when rates are frozen, the competitor may not 
substitute another customer at the frozen rate, but must lease the line at the full 
recurring rate established by the Commission under Section 13-408.

NOTE: "Voice grade equivalent lines" do not include high volume data transmission over 
DS1 (24 lines) or DS 2 (76 lines) lines.

In addition, all unbundled network elements leased to provide service over 
“undesignated voice grade" equivalent access lines (i.e. Is not one of 35,000 lines 
selected by the carrier) shall be subject to the full monthly recurring rate established by 
the Commission according to Section 13-408.

(d) Rates for under 35,000 Lines -  competitors that lease under 35,000 “voice grade 
equivalent access lines," and the unbundled network elements associated those lines, 
must choose which lines will have rates frozen for a two-year period (an provided in 
subsections (a) and (b). If a competitor looses the customer leasing an access line, 
during the two-year period when rates are frozen, the competitor may not substitute 
another customer at the frozen rate, but must lease the line at the full recurring rate 
established by the Commission under Section 13-408.

In addition, all unbundled network elements leased to provide service over 
“undasignated voice grade" equivalent access lines (i.e. is not one of the 35,000 lines 
selected by the earner) shall be subject to the full monthly recurring rate established by 
the Commission according to Section 13-408.

(e) For the purposes of determining when an individual telecommunications carrier has 
reached 35,000 voice grade equivalent lines, a specific carrier (earner affiliate, any 
carrier serving as a sales or marketing agent and earner with whom that carrier has a 
cooperative sales or marketing agreement) shall be treated as a single “individual" 
carrier.

(f) Access lines leased to payphone service providers are not eligible for the rate freeze or 
discount provided for the first 35,000 voice grade equivalent access lines (under 
subsections (a) and (b). In addition, the provisions of subsections (a) and (b) do not 
apply to unbundled network elements that are leased by individual telecommunications 
carriers to provide local telephone service to payphone providers.

Section 99. The bill has an immediate effective date.

PROPONENTS/OPPONENTS

Proponents: SBC Illinois, International Brotherhood of Electrical Workers (IBEW Locals #21 & 
134), Chicago Federation of Labor, Communications Workers of America, Illinois AFL-CIO, 
Interface Computer Communications, Nash Brothers Construction, IHC Construction Company, 
LECG. Reliable Contracting, RAW Construction, Phone Masters
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• SBC argues that current law fails to reflect the cost of upgrading and maintaining the 
phone lines and equipment it must share with competitors. The current state-imposed 
formula for determining what wholesale rates SBC can charge competitors -  the cost of 
the shared element plus 10% profit plus a 35% markup for sales, marketing and other 
costs -  is out of date and needs to be changed. HA#1 contains SBC’s proposed 
changes.

Opponents: Illinois Attorney General, American Assn. of Retired Persons (AARP), Citizens 
Utility Board (CUB), Citizens Action, Illinois Lt. Governor, AT & T, MCI/World Com., Sprint, IL. 
Public Telecommunications Assn., COVAD, Competitive Local Exchange Coalition of Illinois, 
Access One, CIMCO Communications, McLeod USA, Globalcom, Time Warner Telecom, Z-Tel, 
Talk America, Cable Television & Communications Association of Illinois, Comcast Corp., and 
McLeod USA.

• Opponents argue that competition is working in Illinois, and SBC's proposed rate 
increases (for competitors to lease parts of SBC’s network) will only increase telephone 
rates for both residential and business customers and effectively kill competition for local 
telephone service in the State.

No Position: Illinois Commerce Commission, Verizon, and IL. Independent Telephone Assn.
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2 Be i t  e n a c t e d  by  t h e  P e o p le  o f  t h e  S t a t e  o f  I l l i n o i s ,

3 r e p r e s e n t e d  i n  t h e  G e n e ra l  A ssem bly:

4 S e c t i o n  5. The P u b l i c  U t i l i t i e s  Act i s  amended by  a d d in g

5 S e c t i o n s  13-408  a nd  13-409 a s  f o l l o w s :

6 (220 ILCS 5 /1 3 -4 0 8  new)

7 S e c .  13 -4 0 8 . U nbundled n e tw o rk  e le m e n t__ r a t e s .  .This

8 S e c t i o n  a p p l i e s  to  and  c o v e r s  c e r t a i n  unhuMled._ae.tWO.tfr

9 e le m e n t  r a t e s  t h a t  s h a l l  be  ch a r ged by incumben t  L o c a l

10 ex c h an g e  c a r r i e r s  t h a t  a r e  s u b j e c t . . t o . - r e gu l a t i o n  und.e.t_..an

11 a l t e r n a t i v e  r e g u l a t i o n  p l a n  u n d e r  S e c t io n  licS.jlfLi. Of t h i s

12 A c t .  The G e n e ra l  Assem bly f i n d s  and d e te r m in e s  t h a t  i t  s h o u l d

13 p r o v i d e  d i r e c t i o n  t o  t h e  I l l i n o i s  Comme r c e C om aiso ien

14 r e g a r d i n g  t h e  e s t a b l i s hme n t  o f  ..the mo n th l y— r e c u r r i n g — r a t .es

15 t h a t  su ch  incum bent l o c a l  exchange— c a r r i e r s ,  . s h a l l  c h a rg e

16 o t h e r  t e l e c o m m u n ic a t io n s  c a r r i e r s  f o r  unb un d led  l oops.,.

17 w h e th e r  p ro v id e d  on a s t a n d a l o n e  b a s i s  o r  i n  c o m b in a t io n  w i th

18 o t h e r  u n b u n d le d  n e tw o rk  e le m e n t s ,  in  o r d e r . t o  e n s u r e  (1) t h a t

19 su ch  r a t e s  a r e  c o n s i s t e n t  w i th  th e  r e q u i r e m ents— o f  t h e

20 f e d e r a l  T e lec o m m u n ica t io n s  h o t  Of 1396,— th e — r e gu l a t i o n s

21 p r o m u lg a te d  t h e r e u n d e r ,  and s u b s e c t i o n  (g) o f  S e c t io n — 13-8.0.1

22 o f  t h i s  A c t,  and  ( i i )  t h a t  su ch  incum bent l o c a l  exchange

23 c a r r i e r s  a r e  a b l e  to  r e c o v e r  t h e  e i l i t i e n t ,  f o tw a r d c l o ofrin g

24 c o s t s  o f  c r e a t i n g ,  o p e r a t i n g .  and_ma i n .ta i n i n .g - th e .-n e twor.fr

25 o u t s i d e  p l a n t  i n f r a s t r u c t u r e  cap a c i t y  and s w i t c h i n g  and

26 t r a n s m i s s i o n  netw ork  c a p ac i t y  n e c e s s a r y  to  p e r m i t  su c h

27 incu m b en t  l o c a l  e xchange  c a r r i e r s— to  .me e t , i n . ,a_Jt i m ely , and

28 a d e q u a t e  f a s h io n  t h e  o b l i g a t i o n s  imposed bv  S e c t io n  8-1Q1 o£

29 t h i s . a o M

30 In  o r d e r  t o  e n s u r e  r e c u r r i n g  u n b u n d le d  n e tw o rk  e le m e n t

31 r a t e s  f o r  lo o p s  t h a t  acc o m p lish  t h e se  o b j e c t i v e s ,  t h e



1 Illinois Commerce Commission shall set the recurring rates
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2 a f f e c t e d  incum ben t l o c a l  exchange  c a r r i  e r s  r e c e i v e  f o r

3 u n bu n d led  lo o p s ,  w h e th e r  p r o v id e d  on a s t a n d a l o n e  b a s i s  o r  i n

4 c o m b in a t io n  w i th  o t h e r  u n b un d led  ne.tw.QXk e lem ents . .  i n

5 a c c o rd a n c e  w i th  t h e  r e q u i r e m e n t s  d e l in e a t e d _ b e lo w , .

6 fa) F i l l  f a c t o r s .  The G e n e ra l  Assem bly d i r e c t s  t h a t __ t h e

7 I l l i n o i s  Commerce Commission s h a l l  e m p lo v _ f 1 1 1 - f a c to r s  ( t h e

8 p r o p o r t i o n  o f  a fa c i l i tv _ -o r_ e L e m e n t— t h a t — M il l— be— 10 l l . e d l

9 w i th  n e tw o rk  u sa g e )  t h a t  r e p r e s e n t  a  r e a s o n a b le ,  . p r o j e c t i o n  o f

10 a c t u a l  t o t a l  u s a g e  o f  t h e  e le m e n ts  in ._ques_tion ._ in- a c c o r d a n c e

11 wi t h  a p p l i c a b l e  f e d e r a l  law. The G e n e r a l  Assembly f i n d s  t h a t

12 e x i s t i n g  a c t u a l  t o t a l  u sa g e  o f  th e  e le m e n ts — t h a t  a f f e c t e d

13 incum ben t l o c a l  exchange  c a r r i e r s  a r e  re c ru ire d - to _ p ro _ v id e  to

14 com p etin g  l o c a l  exchange  c a r r i e r s  a s— r e f l e c t e d— in  t h e

15 c u r r e n t  a c t u a l  f i l l  f a c t o r s  f o r  t h e  .el.ements_.in. q u e s t i o n .  i s

16 th e  m ost r e a s o n a b l e  p r o j e c t i o n  o f . . a c t u a l  .t P .ta l  USSflg-^The.

17 Commission, t h e r e f o r e ,  s h a l l  emp lo y  c u r r e n t  a c t u a l  f i l l .

18 f a c t o r s  t h a t  r e f l e c t  su ch  e x is . t in g _ a c . tu a l  t o t a l  u sa g e  on a

19 g o in g  fo rw ard  b a s i s  i n  e s t a b l i s h i n g  c o s t  b a s e d  r a t e s  f o r  su c h

20 u n b u n d le d  n e tw o rk  e le m e n ts .  I n  a d d i t i o n ,  t h e  Commission s h a l l

21 a d i u s t  a l l  e x i s t i n g  Commissi-on^apprpyed . r a t e s . . f o r _ u n b u n d l e d

22 lo o p s ,  w h e th e r  p ro v id e d  aa a s t anda lo n e — b a s i s  o r  i n

23 c o m b in a t io n  w i th  o t h e r  unbu n d led  n e tw o rk  e le m e n ts ^  t h a t  a r e

24 c u r r e n t l y  i n  e f f e c t  to  make su c h  r a t e s . c o n s i s t e n t  w i th  t h i s

26 (b) D e p r e c i a t i o n __r a t e s .  Ih e  g e n e r a l  A s s e m b ly - f u r th e r

27 d i r e c t s  t h a t  th e  Commission s h a l l  employ— dep r e c i a t i o n — r a t e s

28 t h a t  a r e  fo rw ard - : lo o k in g  and b ased  on— aconomic. l i v es  a s

29 r e f l e c t e d  i n  th e  incum bent l o c a l  exchange  c a r r i e r ' s  books o f

30 a c c o u n t s  a s  r e p o r t e d  t o  th e  in v e s tm e n t  community u n d e r  th e

31 r e g u l a t i o n s  o f  t h e  S e c u r i t i e s  and  Exchange Commission. Use o f

32 an a c c e l e r a t e d  d e p r e c i a t i o n  mechanism s h a l l  .. r e q u i r e d  in

33 a l l  c a s e s .  Use o f  a d e p r e c i a t i o n  r a t e  b a se d  on h i s t o r i c a l

34 r a t e - o f - r e t u r n  r e g u l a t i o n . d e r i v e d  l i v e s  o f  t h e e l ement s  and
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1 £acilities in question shall be_prohibited^ In._addition.^thg
2 commission shall adj ust all existing. Commissipn-appro.yed
3 rates for unbundled loops, whether provided.on—a—standalone
4 basis or in combination with other unbundled natMQXk
5 elements, that are cur.ren.tly_in.effect—to. _make—such—rates
6 consistent with this provision^.
7 (c) The rate adjustments required bv_subse.ctions (a) and
8 (b) of this Section must be completed within_3Q. davs. of, the
9 effective date of this Section. In the case of any incumbent

10 local exchange carrier that is subject to an alternative
11 regulation plan under Section 13̂ 5.0 6..1—at—the—time—this
12 Section becomes effective, in making these_rate_ad-iustments,.
13 the commission shall determine— the— specific— required
14 adjustments with respect to—f i 11 - fac.tors_and-dspr.ee i.at ion
15 lives bv employing the models and—methodology—used—to
16 generate the proposed rates submitted.hu—such—an—incumbent
17 local exchange carrier in ICC Pocket 02-0864. The Commission
18 proceedings initiated to establish such adjusted rates shall
19 be deemed interconnection agreement arbitration .and.approval
20 proceedings under Sections 252(b) and LfiJ of the federal
21 Telecommunications Act of 1996. Immediately upon conclusion
22 of such proceedings, all existing interconnection agreements
23 in this State of affected incumbent local exchange carriers
24 shall be deemed amended to contain the adjusted rates
25 established in such proceedings. In—addition,— immediately
26 upon conclusion of such proceedings, a ll wholesale tariffs.
27 currently effective in this State., of affected incumbent
28 local exchange carriers shall be deemed, .amended.t o .contain
29 the adjusted rates es tabli-shed in such proceedings, In
30 accordance with these provisions., immediately upon the
31 establishment bv the Commission of the adjusted rates covered
32 hereby, each affected incumbent local exchange carrier shall
33 charge such adjusted rates, to the extent applicable, for aJl
34 of the network element products_that_are provided to other
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1 carriers, whether those products are nroyided—under—an
2 interconnection agreement or a tariff. The.-Praceedln.g_in ICC
3 Docket 02-0864 Is herebv_abated. as -Of.-the_effe£ti-V-e—date—of
4 this amendatory Act of the 93rd General Assembly.,.
5 (d) Notwithstanding anything to .the-COntrary contained
6. in section 13-505.1 of this Act. unbundled ne.Ew.ork—element
7 rates established in accordance .with the -provisions-of. this
8 Section shall not reoaiire...any .increase..In—any—retail— rates
9 for anv telecommunications service.

10 (220 ILCS 5/13-409 new)
11 Sec. 13-409. Application nf Sec,.—13-.4Q.8 unbundled
12 network element rates.
13 (a) Purina the first 2 years following— the—effective
14 date of section 13-408. far the-first 35.000 voice_qrade
15 equivalent access lines used by an— individual—carrier In
16 provide local exchange service to end.nsers.. the monthly
17 recurring rate for the unbundled network elements associated
18 with those lines and leased from an.incumbent lo ca l.exchange
19 carrier to which Section 13-408 applies shall be—frozen—at
20 the levels in effect immediately prior to.the effective-date
21 of Section 13-4Q8,
22 (b) Thereafter, the monthly recurring rales for a ll
23 unbundled network elements provided.by .any, incumbent local
24 exchange carrier to which Section 13-408 applies-3hall_be_.the
25 rates established bv the Commission in accordance with the
26 provisions of Section 13-408.,
27 (c) If. as of the effective date of Section 13-408 and
28 this Section, an individual, telecommunications carrier .uses
29 unbundled network elements leased from a specific incumbent
30 local exchange carrier to provide local exchange service.over
31 more than 35.000 voice grade equivalent access lines. that
32 carrier must designate the Z5.J1QQ voice grade equivalent
33 access lines to which the provisions.of ..subsections— Lai— and
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1 (b) of this section apply. If subsequent to-such-designation,.
2 the individual carrier loses the customer served by a
3 designated access line. and.therefore no -Ionqer_.leases_the
4 unbundled network elements associated—with—that— Ling-.— EM
5 individual carrier may not designate a different access line
6 to substitute for the Lost lina, All—unbundled—network
7 elements leased to provide service over undesignated voice
8 grade equivalent access lines shall be subject—to—the— fu ll
9 monthly recurring rates esta.bli.shed—by—the-Commission-in

10 accordance with the provisions of Section
11 (d) If. as of the effective date af this Section.— an
12 individual carrier uses_unbundled network-elements. l eased
13 from a specific local exchange—carrier—to—provide—local
14 exchange service over fewer than 35. 0.0.0 V.Q.i.ce grade
15 equivalent access lines, that carrier must—designate—the
16 access lines to which the provisions of subsections (a) and
17 (b) of this Section apply. If subsequent tO-S.ueh-designafciODx.
18 the individual carrier loses the customer served by a
19 designated access line, and therefore.no—longer—leases—the
20 unbundled network elements associated with that, line, .the
21 individual carrier mav not designate a different.access line
22 to substitute for the lo.sE l i ne. Subject— Eo—these.
23 limitations, subsequent__to the effective—date—of this
24 Section, such a carrier mav designate additional_voice_qrade
25 equivalent access lines to_which it wishes_the..pr.ov.ision.s—of
26 subsections (a) and (b) of this Section to apply., -unti.l_t.he
27 total designated lines__eaual 35.QQ0. If—a—subsequently
28 designated line is lost, the carrier will not-.be.permitted.-to
29 designate a different line to substitute.for_that lost— line,.
30 All unbundled network-elements, leased to provide service over
31 undesignated voice grade equivalent access l ine.s_sha-lLba
32 subject to the fu ll monthly recurring rates established by
33 the Commission in accordance with the -orovis.ions_ojLSec.tion
34 13-408.
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1 (e) For purposes of this Section. in determining when.an
2 individual telecommunications caKridE Ms EdflChdd 3 5 J3J1Q
3 voice grade equivalent access lines, a specific.carrier.— any
4 a ffilia te  of that: carrier, anv carrier serving. as_ a. _salea_or
5 marketing agent for that carrier, and anv carrier with whom
6 that carrier has a cooperative sales or marketing arrangement
7 all shall be treated as a single indiv.idua^_g.ar.Ei_er^
8 (f) Notwithstanding anv other provisions of this
9 Section, access lines provided to payphone service providers

10 are not eligible for the freeze or dlscoun.t_provided for, in
11 subsections (a) and (b)__of___ this_Section.,Aos-ordinaly.,— EM
12 provisions of subsections___ (a)_and (b) shall not apply to
13 unbundled network elements___tM.t_3ES—leased—hy—individual
14 telecommunications carriers to provide local exchange ■service
15 to payphone service providers.

16 Section 99. Effective date. This Act takes effect upon
17 becoming law.
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SPONSOR
DATE

Tim Fox (553-4874)

Jack Unzicker (782-1310) cm
Davis, S. (Clayborne)

4/24/03 UPDATE 5/15/03
COMMITTEE Public Utilities

m r SEE HOUSE AMENDMENT #1. Becomes the bill.

EXECUTIVE SUMMARY (as introduced)

The Public Utilities Act now permits carriers to respond to the marketplace by offering services 
at rates and terms that differ from their tariffed rates, 5CC oversight helps prevent these 
contracts from having antl-competitlve effects. Specifically. 1C'.*: staff review the contracts to 
ensure that the agreements do not Include features such as predatory pricing.
Note that SB 884 Identical to the engrossed version of HB 2265.

SENATE ACTION

Committee: 11-0-0 Environment & Energy
Third Reading: 57-0-0 4/3/03

HOU5E ACTION

Committee: 14-0-0 
Third Reading:

CURRENT LAW/POLITICAL BACKGROUND

. Permits telecommunications earners to negotiate with customers or prospective customers 
to provide competitive services, with regard for tariffs that It may have filed. 220 ILCS 5/13- 
509.

• Requires carriers to file contract with ICC within 30 days of executing i t  jd.

DETAILED DESCRIPTION OF ORIGINAL BILL

Amends the Public Utilities Act:
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BILL ANALYSIS -  Senate Bill 884
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Under subsection (0 of Section 13-409, access lines leased to payphone service providers are 
not eligible for the freeze or discount provided for In subsection (a) and (b). In addition, the 
provisions of subsections (a) and (b) do not apply to unbundled network elements that are 
leased by Individual telecommunications carriers to provide local exchange service to payphone 
service providers.

PROPONENTS/OPPONENTS

Proponents; SBC Illinois, Michael Ward (IL Public Telecommunications Assn.), TruComm., Data 
Net Systems.
No Position: Illinois Commerce Commission, Verizon.
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1 AN ACT concerning telecommunications.

2 Be it  enacted by the People of the State of Illinois,
3 represented in the General Assembly:

4 Section 5. The Public U tilities Act is amended by
5 changing Section 13-509 as follows:

6 (220 ILCS 5/13-509) (from Ch. I l l  2/3, par. 13-509)
7 (Section scheduled to be repealed on July 1, 2005)
8 Sec. 13-509. Agreements for provisions of competitive
9 telecommunications services differing from tariffs . A

10 telecommunications carrier may negotiate with customers or
11 prospective customers to provide competitive
12 telecommunications service, and in so doing, may offer or
13 agree to provide such service on such terms and for such
14 rates or charges as are reasonable, without regard to any
15 tariffs it  may have filed with the Commission with respect to
16 such services. Within 30 business days after executing any
17 such agreement, the telecommunications carrier shall submit
18 to the Commission writ tea notice of—a—Iist_o.f_any_s.uch
19 agreements (which list  mav be filed—electronic ally)-, The
20 notice shall identify the general nature of_all such
21 agreements, the parties__ to each agreement,_and a general
22 description of differences between each, .aqre.em.eat.. and—the
23 related tariff. A copy of each such agreement and_any coat
24 support required to be filed with the agreement bv some other
25 section of this Act shall he provided to the commission
26 within 10 business davs__after a request fer_r.gyiew Qf the
27 agreement is made bv___the Commission or_is  made ..to the
28 Commission bv another telecommunications carrieri.. f i le —any
29 eentraet—er-memerandura-ef-undersfeaHding-fer-the-previsien-ef
30 EeleeemmunieafeieHS-serviee--whieh-shall-iHelude-the-rates—er
31 ether—eharges7-praeUiees—rules-er-regulabiens-applieable-fce



1 the-agreed-provisien—of—sueh—serviee-r Any—eest—support
2 required-te-be-filed-with-the-agreement-by-seme-ether-Seetien
3 of—this—Aet—shall—be—filed-within-39-business-days-after
4 exeeuting-any-sueh-agreement—Where—the—agreement—eentains
5 the—same—rates-—ehargesr-praetieesr-rulesr-and-regulatiens
6 feund-in-a-single-eeHtraet-er-memerandum-already-filed-hy-the
7 teleeeramunieations-earrier-with-the—Commission-—instead—ef
8 filin g—the—eentraet—er--memorandum--the-teleeemrnunieatiens
9 earrier-may-eleet--te—fi le —a--letter--identifying—the—new

10 agreement and--speeifieally—referencing—the—eeHtraet—er
11 meraerandum-already-en-file-with-the-Gemmissien-whieh-eentaiHS
12 the-same-previsiens—-A-single-letter-may—be—used—te—file
13 mere—than--ene—new-agreementr Upon submitting notice to the
14 Commission of anv g.uch agregmsnt filin g—its —eentraet--er
15 memorandum-—er--letter, the telecommunications carrier shall
16 thereafter provide service according to the terms thereof,
17 unless the Commission finds, after notice and hearing, that
18 the continued provision of service pursuant to such agreement
19 eentraet-er--memorandum would substantially and adversely
20 affect the financial integrity of the telecommunications
21 carrier or would violate any other provision of this Act.
22 Any agreement, or notice eentraet—er—memorandum entered
23 into qt and submitted filed pursuant to the provisions of
24 this Section may, in the Commission's discretion, be accorded
25 proprietary treatment.
26 (Source: P.A. 92-22, eff .  6-30-01.)
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27 Section 99. Effective date. This Act takes effect upon
28 becoming law.
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BY JAMES SPEW AMO J0H8 ftOSEBTS
A n Illinois resident would 

have had to bo living under a 
rock to' avoid tho ongoing 

shouting match between SBC and 
its local telecommunication! com­
petitor«— a fight that SBC ha* now 
won in tha eta to legislature. We 
are Illinois residents who both en­
joy and have become used to high: 
volume politics; It is one of the 
treats of living in Chicago. But ae 
law professors who study and 
teach telecommunications law, wo 
find tho notion that the Illinois 
Legislature waded into this area of 
telecommunications law and eco­
nomics truly ram suitable. Indeed, 
the speed with which this issue 
plowed through the Illinois Legis­
lature, with the state Senate flip- 
flopping overnight to pass the bill, 
and on to the governor’s signature 
leaves us breathless.
This entire debate arises out of 

the federal Telecomm'inlcatioru 
Act of 1996, which directed that 
incumbents like SBC provide els- 
manta of their local networks to 
new entrants to that oompotitjon

might develop. This legislation 
purports to resolve incredibly 
technical issuoo of regulatory eco­
nomics that determine how the el­
ements of SBC’e network should 
bo priced when they are leoeod 
pursuant to this federal law. The 
Legislature, of course, is responsi­
ble for the Illinois Commerce 
Commission, whose failure to 
adopt the ratea SBC prefers is 
what prompted this battle. But 
Inst in the debate and in the man­
ner in which the bill was posi­
tioned La that, in this area, the ICC 
is not principally implementing 
state law, but rather federal law.
That federal law empowered tho 

Federal Coin muni cation a Gommia- 
sion to adopt rules that govern this 
process. And tho FCC*s rules are 
reviewed by the federal courts. 
When the ICC acts to set the par­
ticular prices that SBC can charge, 
Lt acts to implement federal law, 
and it must apply the rules and 
economic methodologies that the 
federal commission has estab­
lished. Moreover, when the ICC 
acts to set price* in any particular 
case, its actions are subject to Judi-

N o one should en terta in  any hope th a t th is  new 
law, on its  own, w iU resolve any issues.
dal review in tho federal courts.
What la them fore so remarkable 

about the dinoia Legislature tack­
ling this Issue— and the reason we 
are surprised that the legislation 
pasted— is how unnecessary it all 
eoesna. Tha low suggests that it is 
merely providing “direction” to 
tho ICC, but the ICC is following 
federal rules that the incumbents 
have already bad every opportu­
nity to affect SBC, and other in­
cumbent ooiapanles, lobbied the 
Congress extensively concerning 
tho 1996 Act {and they continue to 
. lobby Congress for amendments). 
They presented their eases to th9 
FCC and have challenged the 
FCCa rules in federal appellate 
courts. Indeed, tho Supreme.Court 
hoa twice heard cases involving the 
FCC’s local competition rules, and, 
although it struck down certain of 
them, it both confirmed the FCC'a 
primary role in implementing tho 
federal law and specifically ap-

cirialators did not 
SHtarLsemmm- 
ĵcord cm SBC ’a 

■whatever the mar- 
thia would seem a

proved tho FCC'a pricing method- matter for an adudnlatra-_ mm m ——— . I eSI#l A S_y _ _ _ - - - - —   f Iw, 1*A
ologjea. In fact, Ccmgrase, tho FCC 
and the federal court* have all re­
jected the argument that SBC~ls 
enHtlad to recover the accounting 
ooatB of constructing lt» networks. 
Congress recogmzea that It would 
be neewsaty t.’ provide occeas at 
favorable rates if competition with 
the former monopoly Bell compa- 
idee was to became a reality.
SBC may be- right that the 

prices, as set. by the Illinois .com­
mission axe too low. The ICC had 
not in fact rejected SBC's most re­
cent requests, but, on the basis of a 
staff report that concluded that 
SBC^ request would hurt compe­
tition and' might raise prices to 
consumers, had merely set the 
matter down for extended inquiry. 
SBC decided not to try to prove hs 
case at the commission, and tha 
legislation it has secured aimply 
directs that iu side be accepted. 
What most wirppimfl tpi about this.

live agency and its ecouomiata to 
resolve under d! rentier, of the fed­
eral law. And af er tfria expert w >

hope that th 
wiU resolve ■

o one eho 
that tins 

any 
the certain p] 
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be chsBeiupd lr 

£01
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How clout, regulatory bias 

and politics play phone tag
N o technical matter save programming a VCR has generated mom 

public confusion than iLe totoccmmurrlcotkmi do>xfî ht over SBC 
Communicationa’ desire to choroe more money to mala using its 

telephone line*. Conmjmsrs wpro confused. State senators, who voted 
down, then 15 huum later, approved, a bill to let SBC charge more Went 
'confused by the charts, numbers and claim* (spewed forth by both rod os.

.; JThto much is certain: SBC, tho 
Terias-hased parent of 
Amoritoch, was required bv ths 
1996 Telecommunications Act. to 
allow competitors to use its linee, 
inuto frigter competition. The 
re to* paid to SBC fee this me,by 
companies such as AT&T and 
WondCom, were set by the H1I- 

. nolfl Commerce Commission.
The rate the ICC set in Illinois 

la the lowost or— and the .two 
rides, had different figures even 
for this— among the lowest in the 
country. The crus of tho lame 
was whether this rate is sufficient 
for SBC to maintain Ite tele­
phone network— i.e., whether it 
la a fair price— or whether thlfi 
represented • loao for SBC.'
The ICC has been mulling the 

• matter and was expected to toflue 
a decision by November, sure to 
be followed by a long appeal. 
This delay iu part explains SBC’s 
eqd-run. in Springfield. An ad­
mittedly troubled company— the 

'■ whotofelewmmIÛ catiorlBl̂ dua- 
•1■, try .to. in. tho midst of tough 

times— SBC filed last, year for a 
. rato revision.

The r«t« originally act by tho 
ICC.was Ijaeed on stringent tech- 
nlcal criteria that resulted in e 
charge too low. SBC argued. An- 

'.'other factor no doubt wai tho 
blaa.Ngnlnst SBC among the ICC 
stafftjoldibsera trcm the days 
when pbonee Were ruled by the 
Bell monopoly. BBC’s foes coun­

tered that the company was 
guahlng money and trying to un­
dermine competition by nrfolng 
access to its network too high.
. ..Meanwhile, SBC has been 
waging a parallel battle before 
the ICC for approval to offer 
long-distance service, whioh 
Would help it compete with 
AT&T and other companies that 
can bundle long dtotince in with 
thalr local service,
In one sense, we can’t help but 

be coucemod by the way the leg­
islation on such, a complex Issue 
roared through Springfield, sur­
facing Tuesdny and on the gover­
nor^ dost by Friday. That 
speaks of Bnormous clout— the 
president uf SBC to former Clin­
ton Cabinet member oud mayoral 
brother Bill Daloy. But tbis is the 
kind of legislation you got when 
regulators move at a snail's pace 
and rely on prejudiced staff 
The action In Springfield doea 

not moot ths people who— in'the­
ory— know tie most about this 
issue, the ICC comralarionow and 
stuff. They still have a role to 
play in finally permitting SBC to 
enter tho long-distance business, 
end in sotting a rate, under tho 
timetable and formula spelled 
out lh tho new tow, that both al­
lows SBC’ft competltors.to profit 
and tola SRC llinlf thrlvn-niad=g|»*>-
keep up thenetwork on which all 
tho feuding companies— and the 
citizens of Ullrioin— depend.

mailto:lettcm@iuntimoii.com


23-GH1049\A.15
Craver
5/2/03

1 Page 1, line 1, following "Act":
2 Insert "providing that certain electric cooperative rate increases shall be approved
3 without change by the Regulatory Commission of Alaska; providing an option for a
4 hearing by a single administrative law judge or by a panel of administrative law judges
5 in certain electric cooperative tariff cases involving intervenors;"
6
7 Page 1, following line 3:
8 Insert new bill sections to read:
9 "* Section 1. AS 42.05 is amended by adding a new section to read:

10 Sec. 42.05.383. Electric cooperative rate increases. Notwithstanding the
11 other provisions of this chapter, an increase in a rate by an electric cooperative
12 organized under AS 10.25 or owned and operated by a municipality shall be approved
13 on a permanent basis within 10 days without change if
14 (1) the rate increase is effective not earlier than two years after the
15 previous rate increase;

16 (2) the proposed change to the rate compared to the existing rate is less
17 than or equal to the rate of inflation; for purposes of this paragraph, "rate of inflation"
18 means the rate of increase in the Consumer Price Index for all Urban Consumers for
19 the Anchorage metropolitan area compiled by the Bureau of Labor Statistics, United
20 States Department of Labor, since the previous rate increase; and
21 (3) the governing body of the utility has voted in a public meeting for
22 the rate increase.

23 * Sec. 2. AS 42.05 is amended by adding new sections to read:

A M E N D M E N T

OFFERED IN THE HOUSE

TO: HB 111
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1 Sec. 42.05.415. Optional hearing procedures for electric cooperatives for
2 certain rate changes, (a) An electric cooperative organized under AS 10.25 or
3 owned and operated by a municipality that files a tariff containing a rate increase
4 greater than the rate of inflation for the period since the cooperative's last rate change
5 may request a hearing conducted under this section by an administrative law judge
6 rather than the commission if there are intervenors. The rates in the tariff shall be
7 compared to the electric cooperative's existing rates for similar services. The rate of
8 inflation means the rate of increase in the Consumer Price Index for all urban
9 consumers for the Anchorage metropolitan area compiled by the Bureau of Labor

10 Statistics, United States Department of Labor.
11 (b) An electric cooperative requesting a rate increase under (a) of this section
12 shall give written notice of its request at the time of filing the tariff. The electric
13 cooperative shall provide its customers with notice of filing the tariff immediately.
14 (c) The commission .‘ hall, within 10 days of the filing of a tariff under this
15 section, confirm in writing that the tariff is to be considered under this section, or shall
16 inform the electric cooperative that the tariff does not qualify under this section.
17 (d) If the tariff is to be considered under this section, the commission shall
18 (1) accept for a period of 10 days after a tariff is filed under (a) of this
19 section petitions for permission to intervene as a party; any petitions received after that
20 date shall be rejected;
21 (2) accept answers to petitions to intervene for 10 days after a petition
22 for permission to intervene is filed; answers filed after that date shall be rejected;
23 (3) issue an order granting or denying all petitions for permission to
24 intervene not later than 10 days after the last date that answers to petitions were
25 accepted and shall, on the same date, notify the electric cooperative whether a hearing
26 will be required on the tariff filing.
27 (e) If a hearing is required by the commission and any petitions for permission
28 to intervene are accepted by the commission, the following procedures shall be used:
29 (1) the parties responsible for the expense of the hearing conducted
30 under this section shall notify the commission within five days after the date of the
31 order in (d) of this section whether a single administrative law judge or a panel of

23-GH1049VA.15
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1 administrative law judges will be used; if a panel is used, there must be an odd number
2 of judges on the panel;
3 (2) the commission shall notify all parties of a meeting to be held
4 within 10 days after the date of the order in (d) of this section; at the meeting, the
5 parties shall select the judge or judges to be used in the hearing in accordance with
6 AS 42.05.417.
7 (f) Notwithstanding AS 42.04.080 and AS 42.05.171, the decisions and orders
8 of the administrative law judge or panel under this section are not subject to review by
9 the commission. All final orders of the administrative law judge or panel under this

10 section are subject to judicial review as final administrative orders in accordance with
11 AS 44.62.560 and 44.62.570.
12 (g) If an appeal is not taken from a final order of the administrative law judge
13 or panel, the commission shall approve the tariff implementing the rate changes
14 approved and ordered by the administrative law judge or panel.
15 Sec. 42.05.417. Hearings conducted by administrative law judges, (a) In a
16 proceeding in which a hearing is to be conducted by an administrative law judge or
17 judges, the parties shall inform the commission of the name or names of the
18 administrative law judge or judges the parties will use for a hearing if the parties have
19 unanimously agreed on the names. The parties shall also provide information
20 supporting each judge's qualifications under this section for verification by the
21 commission.
22 (b) If the parties cannot unanimously agree upon the name or names of the
23 administrative law judges to be used in the hearing, the parties shall request a list of
24 qualified administrative law judges from the American Arbitration Association. The
25 number of names requested shall be three times the number of judges that need to be
26 selected.
27 (c) The parties shall select the administrative law judge or judges not later
28 than five working days after the list requested under (b) of this section is received.
29 The selection shall be made according to a process agreed upon unanimously by the
30 parties, or, if an agreement cannot be reached, by the electric cooperative's striking the
31 first name and each party's alternately striking a name from the list with the electric

23-GH1049VA.15
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1 cooperative to exercise every other strike until the number of judges needed remains in
2 the list. Not later than three days after selection of an administrative law judge or
3 judges for a panel, the parties snail jointly submit a written notification to the
4 commission of the selection.
5 (d) The commission shall serve a copy of all prior orders and pleadings in the
6 case on the administrative law judge or panel and on all parties of record. The
7 commission shall be placed on the service list for all subsequent pleadings and orders
8 filed and issued in the proceeding.
9 (e) Not later than 30 days after service by the commission of all prior orders

10 and pleadings, the administrative law judge or panel shall issue an order establishing a
11 complete procedural schedule for the hearing. A final order on the tariff filing must be
12 issued by the administrative law judge or panel within the applicable timelines in
13 AS 42.05.175 and not later than the last day of a suspension that could be issued under
14 the applicable timelines in AS 42.05.421, or 270 days, whichever is earliest. In all
15 cases, the administrative law judge or panel may not permit more than 90 days for
16 discovery and shall adhere to the Alaska Rules of Civil Procedure for all procedural
17 matters not explicitly governed by regulation.
18 (f) The administrative law judge or panel shall have all of the procedural and
19 substantive powers and duties that apply to the commission and commission members
20 under law. However, the scope of the administrative law judge's or panel's
21 jurisdiction, powers, and duties are limited to approving, modifying, or denying the
22 rate increases requested in the tariff filed.
23 (g) A party may petition the administrative law judge or panel for
24 reconsideration of an order issued by the administrative law judge or panel within 10
25 days after the final order. The motion for reconsideration shall be decided by the
26 administrative law judge or panel without oral argument. If the motion for
27 reconsideration has not been ruled upon by the administrative law judge or panel
28 within 30 days after the date of filing the motion, or within 30 days after the date of
29 filing a response requested by the administrative law judge or panel, whichever is
30 later, the motion shall be considered denied.
31 (h) To qualify to serve as an administrative law judge under this section, an

23-GH1049\A.15
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administrative law judge shall
(1) be a member in good standing of a state bar association within the

United States;
(2) have at least five years of relevant experience in litigation or 

administrative representation of regulated public utilities, which may include 
employment by a regulatory body as a hearing officer or similar position; and

(3) comply with the restrictions applicable to members of the 
commission under AS 42.04.060.

(i) The reasonable and necessary expense of the administrative law judge or 
panel and all administrative expenses of the hearing process shall be paid in equal 
parts by all parties who are a utility regulated under AS 42.05 or an agency of the 

state."

Page 1, line 4:
Delete "Section 1"
Insert "Sec. 3"

Page 1, following line 6:
Insert a new bill section to read:

"* Sec. 4. The uncodified law of the State of Alaska is amended by adding a new section to 
read:

APPLICABILITY OF PROCEDURES REGARDING ELECTRIC COOPERATIVE 
RATE INCREASES. The procedures for rate increases by certain electric cooperatives under 
AS 42.05.383, added by sec. 1 of this Act, shall apply to all applicable tariffs filed with the 
Regulatory Commission of Alaska on or after July 1, 2003."

23-GH1049\A 15

Renumber the following bill section accordingly.
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D IV IS IO N  O F  L E G A L  A N D  R E S E A R C H  S E R V IC E S  
L E G IS L A T IV E  A F F A IR S  A G E N C Y  

S T A T E  O F  A L A S K A

L E G A L  S E R V I C E S

You have requested a sectional summary of the above-described amendment.

As a preliminary matter, note that a sectional summary of a bill should not be considered 
an authoritative interpretation of the bill and the bill itself is the best statement of its 
contents. If you would liko an interpretation of the bill as it may apply to a particular set 
of circumstances, please advise.

1. The first amendment adds to the title of HB 111 to conform to the new sections.

2. The second amendment adds several new sections to AS 42.05:
AS 42.05.383 - This section only applies to electric cooperatives organized under 

AS 10.25 or electric cooperatives that are owned and operated by municipalities. It 
requires the Regulatory Commission of Alaska to approve an electric cooperative's 
increased rates within 10 days after the tariff is filed, if  three conditions are met:

1 - the utility has not increased rates within the last two years;
2 - the increase is less than or equal to the rate of inflation (Anchorage 

CPI) in the same time period; and
3 - the governing body (municipal assembly or board of the cooperative) 

of the utility has approved the increase at a public meeting.

AS 42.05.415 - (a) This section only applies to electric cooperatives organized 
under AS 10.25 or electric cooperatives that are owned and operated by municipalities. If 
an electric cooperative files a rate increase greater than the rate of inflation (Anchorage 
CPI), it can ask that an administrative law judge (ALJ) conduct the hearing under this 
section. If a utility does not ask for this option, then the RCA will consider the rate 
increase itself under its normal procedures.

(b) The utility must notify the public and its customers of the rate increase filing.
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(c) The RCA has 10 days to determine whether this section applies to the tariff
filing.

(d) The following timelines begin if this section applies:
(1) intervenors can file a motion to participate on days 11 - 20,
(2) parties can file answers to the intervenor's motions on days 21-30,
(3) the RCA has to decide and notify the utility whether any intervenors 

are allowed, and whether a hearing will be required on the tariff filing by day 40.
(e) If the RCA determines that any intervenors may participate, the ALT hearing 

option applies, if asked for at the time of the filing.
(1) The parties financially responsible for the hearing expenses will 

decide within five days (by day 45) whether one ALJ or a panel is needed. Any 
panel must consist of an odd number of judges.1

(2) The RCA will schedule a meeting by day 50 for the parties to meet to 
select the ALT or panel. The procedures for selecting an ALJ or panel are in 
AS 42.05.417.
(f) The decision of the ALJ or panel is final and is not reviewed by the RCA. A 

party can appeal this decision to court.
(g) I f  the AU decision is not appealed, the RCA shall approve a tariff that 

conforms with the A U  decision.2

AS 42.05.417 - This section provides procedures for using a single administrative 
law judge or panel of administrative law judges.

(a) If the parties can agree on an ALJ or panel of AU, they shall inform the 
commission of the judge(s) names and qualifications.

(b) If the parties can’t name a judge or panel, they shall request ALJ names from 
the American Arbitration Association.

(c) The parties have to select the AU  within three days after they get the names. 
The process for striking names from the list is provided, the utility gets the first strike and 
every other subsequent strike. The parties have to notify the RCA within three days of 
the ALJ selection.

Representative David Guttenberg
April 21,2003
Page 2

1 Your draft at page 3, line 3 provided that all parties had to agree if a panel would be 
used. This would include intervenors that are not responsible for any of the costs of the 
hearing. It seems that the financially responsible parties will have a normal disincentive 
to make this any more costly than necessary, but should be allowed to have a panel if 
they are willing to pay for it.
2 Your draft at page 4, lines 21-24 provided that the AU was the party responsible for 
seeking court enforcement of the decision. I did not use that in this draft because 
AS 42.05.551(b) and 42.06.480(b) provide that the RCA is the party responsible for 
seeking enforcement of its orders in court. It doesn't make sense that the AU, being paid 
for by the parties, would have the authority or the responsibility to enforce the tariff 
adopted by the commission conforming to the order.
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(d) The RCA will serve the A IJ and all parties of record with the prior orders 
and pleadings in the matter. The A U  and the parties shall serve the RCA with all matters 
filed in the case.

(e) Within 30 days the A U  has to issue a scheduling order for the matter. The 
scheduling order should:

- allow a final order not later than the applicable timelines found in 
AS 42.05.421 (suspension of tariff filing) or 42.05.175, or 270 days, whichever is 
earliest;

- not allow more than 90 days for discovery.
(f) The AU has all the powers of the RCA in regard to the matter.
(g) After the AU has issued an order, a party may request a reconsideration 

within 10 days, but if the AU does not rule on the motion for reconsideration, it shall be 
considered denied.

(h) Sets out the qualifications for an AU under this section.
(i) Provides that a regulated utility and the state agency share the cost of the A U  

and the hearing.

3. The third amendment set out is a technical change setting out a different bill section 
number.

4. The fourth amendment set out adds a temporary law section to uncodified law to 
provide that the new procedures applicable to tariff filings by electric cooperatives apply 
to tariffs filed on or after July 1,2003.

If I may be of further assistance, please advise.

Representative David Guttenberg
April 21,2003
Page 3



t*I 23-GH1049\A.13
Craver

4/15/03

1 Page 1, line 1, following "Act":
2 Insert "providing for the prospective effect of increased standards, increased
3 competition in regulated telecommunications, and exemptions from tariffs in
4 competitive markets; relating to the designation of a dominant carrier in local exchange
5 and long distance markets; relating to depreciation expense rates; setting a policy
6 regarding unbundled network elements in the telecommunications market;"
7
8 Page 1, following line 3:
9 Insert new bill sections to read:

10 "* Section 1. The uncodified law of the State of Alaska is amended by adding a new
11 section to read:
12 FINDINGS AND PURPOSE, (a) The legislature finds that
13 (1) the Telecommunications Act of 1996 was enacted to foster the rapid
14 deployment of advanced telecommunications, information technologies, and services to all
15 Americans by promoting competition and reducing regulation in telecommunications markets
16 nationwide;

17 (2) the Telecommunications Act of 1996 specifically recognizes the unique
18 abilities and circumstances of the types of local exchange carriers in Alaska-those that are in
19 remote areas that have never been served by a regional bell operating company or an affiliate
20 of a regional bell operating company;
21 (3) state law is tailored to the era of monopoly regulation that existed before
22 passage of the Telecommunications Act of 1996 and fails to reflect national policy of
23 achieving modem and efficient telecommunications systems by way of market incentives
24 rather than regulatory controls;

A M E N D M E N T

OFFERED IN THE HOUSE BY REPRESENTATIVE ANDERSON

TO: HB 111
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1 (4) state law fails to recognize that policies designed to encourage new
2 entrants to compete against the nation's largest carriers, the regional bell operating companies,
3 are disproportionately burdensome and financially threatening to Alaska's smaller local
4 exchange carriers;
5 (5) Alaska's outdated policies impede local exchange carriers' deployment of
6 advanced telecommunications services and competitive initiatives to c nsumers, discourage
7 investment for the future, and deny consumers some of the benefits of modem, efficient, and
8 market-driven telecommunications services;
9 (6) telecommunications in the state are of strategic importance to the

10 economic and social growth and development of the state, and it is vital to the state's future
11 that telecommunications providers operate in a stable and profitable regulatory environment
12 that promotes the improvement of local exchange facilities as well as the development of new
13 facilities; therefore, care and caution must be exercised in introducing competition into rural
14 areas of Alaska to ensure the preservation of universal service;
15 (7) state regulation during the monopoly era has been a surrogate for market
16 forces; upon the achievement of substantial competition, market forces should be allowed to
17 drive investment and service quality;
18 (8) in markets served by Alaska carriers where substantial competition has
19 been achieved, eliminating certain regulatory requirements will
20 (A) promote investment in existing local exchange facilities and the
21 development of new facilities;
22 (B) promote market-driven service quality levels; and
23 (C) relieve consumers of the burden of paying for the costs of
24 regulation;
25 (9) reducing regulatory burdens on Alaska local exchange carriers will enable
26 the carriers to devote additional resources to the deployment of advanced services and to
27 competitive initiatives to benefit consumers in Alaska; and
28 (10) in conformance with the Telecommunications Act of 1996, it is
29 appropriate to eliminate, where possible, the incidence of implicit subsidies in telephone rates;
30 state regulators should be prohibited from using revenue earned or expense incurred from
31 unregulated activities in determining appropriate levels for regulated prices.
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1 (b) The purposes of this Act are to
2 (1) accelerate the development of competition in the telecommunications
3 industry for the benefit of consumers in the state by reducing regulatory burdens on these
4 carriers;
5 (2) ensure that competition will not threaten the integrity of Alaska's
6 telecommunications networks;
7 (3) promote the improvement of exiting facilities used to provide local
8 exchange services and the development of new facilities;
9 (4) maintain competition in local exchange markets once unbundling

10 requirements have achieved substantial competition; and
11 (5) clarify the jurisdiction of the Regulatory Commission of Alaska as it
12 relates to unregulated activities and prescribe changes to certain regulated accounting
13 practices.
14 * Sec. 2. AS 42.05.145 is amended by adding a new subsection to read:
15 (b) Upon the commission's approval of a carrier's application to provide
16 competitive local exchange telecommunications service in a service area of another
17 carrier holding a certificate to provide local exchange service, the incumbent local
18 exchange carrier may not be regulated by the commission as a dominant carrier in the
19 local exchange market if its statewide market share, as measured in number of carrier
20 common lines, is less than 60 percent. However, the incumbent local exchange carrier
21 shall remain the carrier of last resort certificated to provide local exchange telephone
22 service in the service area until the commission orders otherwise.
23 * Sec. 3. AS 42.05.291 is amended by adding a new subsection to read:
24 (e) Regulations, rules, and orders of the commission that change the standards
25 of service and facilities shall operate prospectively only. A rrle, regulation, or order
26 may not require or have the effect of requiring a public utility to retrofit a
27 telecommunications network without the utility's consent.
28 * Sec. 4. AS 42.05.381 is amended by adding new subsections to read:
29 (k) An electric or telephone utility's proposed depreciation rates shall be
30 allowed under this subsection if the underlying sendee lives are not shorter than the
31 service lives permitted by the United States Internal Revenue Service to determine the
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1 appropriate level of depreciation expense for federal income tax computations. The
2 commission may not require a utility to file a depreciation study unless the utility
3 proposes to use depreciation rates based on service lives that are shorter than the
4 service lives permitted by the Internal Revenue Service.
5 (I) A telephone utility providing facilities, systems, or services to other
6 telephone utilities under state or federal law shall be allowed to recover costs it
7 expects to incur to provide the facilities, systems, or services, and shall be allowed a
8 reasonable profit. The best evidence of the costs a telephone utility expects to incur
9 shall be its most current costs, adjusted for inflation. Capital and depreciation costs

10 may rise to reflect increased business risk in competitive service areas and shall be
11 insistent with (k) of this section. If a telephone utility cancels the use of another
12 carrier’s facilities, systems, or services at any time before the time when the applicable
13 costs for providing those facilities, systems, or services are fully amortized, the utility
14 canceling the usage shall, within 90 days, reimburse the other carrier for the balance of
15 the capital expenditures incurred by the other earner as a result of cancellation of the
16 use of the facilities, systems, or services.
17 * Sec. 5. AS 42.05 is amended by adding new sections to read:
18 Sec. 42.05.433. Exemption from tariffs for telecommunications services in
19 a competitive market, (a) A local exchange carrier or an interexchange long
20 distance carrier in a competitive service area may file a certification with the
21 commission certifying that the relevant market satisfies the competitive service area
22 standard of this section. A certification exempts the telecommunications utility from
23 tariff filing requirements.
24 (b) A certification filed under (a) of this section is effective upon filing. To
25 deny a certification and the exemption from tariffs, the commission shall make a
26 written finding and order. An exemption granted under this section applies upon its
27 effective date to any pending tariff filings, rate-setting proceedings, and any other rate-
28 related matters under consideration by the commission.
29 (c) A local exchange carrier or an interexchange long distance carrier granted
30 a tariff exemption under this section
31 (1) shall make product and service descriptions and rate lists available
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1 to the public at the carrier's normal places of business;
2 (2) shall post the current version of the product and service
3 descriptions and rate lists on the carrier's Internet web sites; and
4 (3) may negotiate competitive rates, terms, and conditions for service.
5 (d) A local exchange carrier or an intcrexchange long distance carrier granted
6 a tariff exemption under (a) of this section is exempt from the following provisions of
7 this chapter: AS 42.05.291, 42.05.301, 42.05.306, 42.05.361, 42.05.371, 42.05.381,
8 42.05.391,42.05.411,42.05.421,42.05.431, and 42.05.471.
9 (e) Upon certifying that the relevant market is a competitive service area, local

10 exchange and long distance providers are subject to shared carrier of last resort
11 obligations based on relative market share calculations as more specifically described
12 in regulations adopted by the commission.
13 (f) In this section,
14 (1) "competitive service area" means
15 (A) the service area served by a local exchange carrier under a
16 certificate of public convenience and necessity in which at least 50 percent of
17 all retail customers have a choice of facilities-based providers; or
18 (B) the entire state for the long distance market;
19 (2) "facilities-based service provider" means a telephone utility that
20 offers a portion of its products and services by means of facilities it owns and operates
21 or by means of facilities and unbundled network elements it leases from another
22 provider, or any combination of facilities owned and leased;
23 (3) "network element" means a facility or equipment used in the
24 provision of a telecommunications service, including features, functions, and
25 capabilities that are provided by means of the facility or equipment, including
26 subscriber numbers, data bases, signaling systems, and information sufficient for
27 billing and collection or used in the transmission, routing, or other provision of a
28 telecommunications service;
29 (4) "unbundled network elements" means network elements that are
30 available on a nondiscriminatory basis for sale or lease at a technically feasible point
31 to other telecommunications service providers.
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1 Sec. 42.05.435. State telecommunications policy: pricing of unbundled
2 network elements, (a) It is the policy of the state to encourage the negotiation of
3 market prices in the telecommunications market for the use of unbundled network
4 elements in Alaska.
5 (b) To the extent that rates must be arbitrated under the provision of the
6 Telecommunications Act of 1996, it is the policy of the state to have arbitrated rates
7 for unbundled network elements set as closely as possible to market prices.
8 (c) A carrier that provides facilities, systems, or services to other carriers shall
9 be fully compensated for all capital expenditures related to providing the facilities,

10 systems, or services to another carrier.
11 (d) In this section,
12 (1) "market price" means the price arrived at between willing buyers
13 and willing sellers;
14 (2) "network elements" and "unbundled network elements" have the
15 meanings given in AS 42.05.433.
16 * Sec. 6. AS 42.05.810 is amended by adding a new subsection to read:
17 (d) The commission may not regulate a long distance carrier as a dominant
18 carrier in the long distance market if the carrier's statewide market share, as measured
19 in intrastate minutes of use, is less than 60 percent. However, the carrier that is, on the
20 effective date of this subsection, the dominant long distance carrier shall remain the
21 carrier of last resort certificated to provide intrastate interexchange telephone services
22 until the commission orders otherwise."

23
24 Page 1, line 4:
25 Delete "Section 1"
26 Insert "Sec. 7"
27
28 Renumber the following bill sections accordingly.
29
30 Page 1, following line 6:
31 Insert new bill sections to read:
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1 "* Sec. 8. The uncodified law of the State of Alaska is amended by adding a new section to
2 read:
3 REGULATION NOT APPLICABLE. The provisions of 3 AAC 48.275 requiring the
4 filing of certain supporting information with the Regulator Commission of Alaska do not
5 apply to a local exchange carrier or an interexchange long distance carrier granted an
6 exemption under AS 42.05.433(a), added by sec. 5 of this Act.
7 * Sec. 9. The uncodified law of the State of Alaska is amended by adding a new section to

8 read:
9 APPLICABILrrY. An incumbent local exchange carrier that is providing facilities,

10 systems, or services to other telephone utilities may immediately adjust and implement new
11 rates for existing interconnection agreements after providing a written statement to the
12 Regulatory Commission of Alaska certifying compliance with this Act.
13 * Sec. 10. The uncodified law of the State of Alaska is amended by adding a new section to

14 read:
15 CARRIER OF LAST RESORT. The Regulatory Commission of Alaska shall, by
16 regulations, effective not later than December 31, 2003, adjust and allocate the financial
17 obligation of being a carrier of last resort to all carriers serving a competitive service area.
18 The adjustment and allocation made under this section must be proportionate to each carrier's
19 share of the market."
20
21 Renumber the following bill section accordingly.
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Policy Changes

Section 2. Amended AS 42.05.145 Nondominant Status for Incumbent Local 
Companies

Local exchange competition In Alaska Is spreading at a rapid rate. The RCA has 
already granted every request to terminate the federally authorized "rural 
exemption" that has been submitted. With the "rural exemption' set aside, small 
local exchange companies are required to open their networks to the full gamut 
of Interconnection requirements, Including offering substantial wholesale 
discounts and “unbundled network elements" for lease by competitors.
Imposition of such requirements has already been mandated by the RCA for 
communities as small as Delta Junction, Nenana, Ninilchlk and Seldovla.

At the same time that large, well-financed competitors are entering some of the 
smallest rural markets, Incumbents serving those markets continue to be 
regulated as monopolies -  as “dominant carriers". Sound public policy and the 
Interest of consumers requires that competitors be treated equally and that 
market forces be allowed to operate freely. Regulators that previously functioned 
as a surrogate for competition should step aside and allow consumers to freely 
exercise their choices. Declaring all local providers to be “nondominant" once 
competition has been authorized for a particular market Is an Important first step 
in that process.

Section 3. Amended AS 42.05.291 Prospective Application of RCA Rules

In response to an Initiative of the federal Rural Utility Service, the former Alaska 
Public Utilities Commission adopted regulations that impose certain performance 
requirements on local exchange companies. These standards apply regardless 
of whether the facilities in question where capable of rendering such performance 
at the time of original Installation. To the extent that these regulations can be 
construed as applying to legacy facilities, ACS faces a network retrofitting 
expense measured In the tens of millions of dollars.

ACS proposes legislation that would limit the application of network performance 
standards only to those facilities constructed or installed after the date such 
regulations are adopted.



Section 4. Amended AS 42.05.381 Depreciation Rates and Lease Rates to 
Competitors: Section 42.05.435 State Policy re Pricing of Unbundled Network 
Elements

rtO Depreciation for Retail Rates:

The RCA continues to have the authority to approve the retail rates paid by 
consumers for local services and the exchange access rates paid by 
interexchange carriers for use of local network facilities to cany long distance 
calls. A significant input to the rate setting process Is the depreciation rates 
applied to plant Investments. The RCA has recently embarked on a policy 
change that substantially reduces ACS’ depreciation rates and significantly 
extends the length of time it takes to recover the cost of Investment. This has 
occurred in spite of conventional wisdom moving in the opposite direction and In 
the face of extreme levels of local competition in Alaska.

ACS proposes legislation that would require the RCA to accept a utility's 
proposed depreciation rates as long as the underlying plant service Jives are no 
shorter than the service lives jsed by the Internal Revenue Service for federal 
income tax computations.

fh Lease Rates to Competitors: policy re unbundled network element
pricing:

Under federal law, ACS Is required to lease specific components of Its local 
network to competitors for their use in providing competitive services. These 
components are referred to as “unbundled network elements" ("UNEs"). In those 
Instances where the parties are unable to privately negotiate the rates, terms and 
conditions for UNE leasing, the Regulatory Commission of Alaska (“RCA") Is 
empowered to arbitrate the dispute. With only genual guidelines from the FCC, 
the RCA Is given broad discretion In the arbitration process. Exercise of this 
discretion has resulted In UNE rates being set at levels well below ACS’ actual 
cost to construct and maintain these facLtles.

ACS proposes legislation to provide the RCA with additional guidance regarding 
the arbitration of UNE rates. The LegMature should endorse private negotiation 
as the primary method of establishing the UNE leasing relationship. Where 
arbitration Is necessary, the RCA should be required to set UNE rates as close 
as possible to market prices. To the maximum extent allowed by federal law, the 
RCA should set UNE rates that allow the company providing the UNE to recover 
the cost the carrier actually expects to incur In providing the leased facilities 
along with a reasonable profit In considering the appropriate level of UNE rates, 
the RCA should be instructed to Include cost of capital and depreciation 
expenses that reflect the Increased risk of operating in a competitive market.
The RCA should accept as “best evidence" the actual costs the incumbent 
currently experiences adjusted for inflation. In no event should depreciation rates 
be set at levels lower than would otherwise be allowed by the Internal Revenue 
Service for tax computation purposes.

Summary of ACS Legislative Proposal# - Policy
Page 2 of2
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Section 5. Amended AS 42.05.433 Exemption from Tariffs In Competitive
Maiteta
ACS operates four local exchange companies in Alaska. Three of those 
companies are fully subject to competition. The fourth company has been 
partially opened to competition. Competitors in Anchorage have captured 
approximately 50% market share. In Fairbanks, ACS has lost about 25% of the 
market in only eighteen months. In Juneau, the competitor has taken almost 
15% of market in one year. Experts have observed that local markets In Alaska 
are clearly the most competitive in the nation. The long distance market In 
Alaska has been open to instate competition for more than twelve years. Yet the 
ACS local companies and its long distance affiliate are still required to comply 
with arcane tariff filing procedures that are both burdensome and require that 
ACS pre-announce its competitive initiatives long before these new products and 
services are allowed to be sold to consumers.

ACS proposes legislation that would eliminate retail tariffing requirements for all 
telecommunications providers operating in competitive markets. ACS proposes 
specific exemptions from the following statutory provisions in the statewide long 
distance market and In any other local market where a competitor Is providing 
facilities-based service to more than 50% of the customers:

• AS 42.05.291 -  Rules, regulations and classifications for service and 
facilities;

• AS 42.05.301 -  Preferences or advantages In utility services;
• AS 42.05.305 -  Discounted or reduced rates for telecommunications 

services;
• AS 42.05.361 -  Requirements for filing and approval of tariffs and 

contracts;
• AS 42.05.371 -  Conditions of service governed by currently effective 

tariffs;
• AS 42.05.381 -  Just and reasonable utility rates based on revenue 

requirements approved by the RCA;
• AS 42.05.391 -  Preferences or advantages in utility rates;
• AS 42.05.411 -  New or revised tariffs, public noticing and Inspection;
• AS 42.05.421 -  Tariff review process, RCA timelines for considering tariffs 

that have been suspended;
• AS 42.05.431 -  Power of the RCA to set rates; power to modify utility's 

proposed rates;
• AS 42.05.471 -  Authority of the RCA to establish accounting requirements 

and to set depreciation rates relative to retail and exchange access 
services.

Companies that have been detariffed are obligated to make product and service 
descriptions and rate lists available to the public at their normal places of 
business and to post the current versions of these descriptions and lists on their 
Internet web sites.
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ACS also proposes to implement shared “carrier o f last resort" obligations in the 
statewide long distance market, the Anchorage local market and any other local 
market where more than one service provider has been designated as an 
"eligible telecommunications carrier" for purposes o f receiving shared federal; 
universal service funding.



Public Policy Points 
Telecommunications Legislation

Section 2. Amended AS 42.05.145 Nondominant Status
for Incumbent Local Companies

® As local markets become competitive, the retail 
operations of all competitors should face only limited 
and equal regulatory oversight.

. Regulatory status of an incumbent local company is 
changed from “dominant” to “nondominanf upon 
market entry (RCA authorization) of a competitive 
provider if incumbent serves fewer than 60% of the 
statewide access lines.

• Non-Anchorage Incumbent local companies continue 
to be carriers of last resort until AS 42.05.433(e) is 
triggered or the RCA orders otherwise.

Section 3. Amended AS 42.05.291 Prospective 
Application of RCA Rules

• Some rules adopted by the state regulator appear to 
apply to both new facilities and existing (previously 
installed) facilities

• Rules require that networks meet certain performance 
standards that are already outdated, but still obligate 
companies to incur substantial costs to retrofit existing 
facilities

• Scarce investment dollars should not be “deflected” 
from newer and more desirable technologies
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• RCA rules should apply on a “going forward” basis to 
new construction and new facilities installed after the 
rules aFe adopted

Section 4. Amended AS 42*05.381 Depreciation Rates 
and Lease Rates to Competitors

(k) Depreciation for Retail Rates
• FCC has already indicated that accelerated 

depreciation in competitive telecom markets is 
appropriate

• IRS has consistently offered opportunities for 
accelerated depreciation in conjunction with federal 
income tax computation

• However, RCA decisions have gone the other way and 
have inexplicably extended depreciation recovery 
periods in highly competitive markets

• Incumbent companies are the only participants In a 
competitive market that face regulated depreciation 
rates; non-incumbents are not rate regulated and they 
are free to use any form of depreciation they chose; 
enactment of this section will help to level the 
competitive playing field

• Use of depreciation lives that are no shorter than those 
currently allowed by the IRS strikes the correct balance 
of Interests and supports rational retail and wholesale 
pricing decisions

(I) Lease Rates to Competitors
• Companies that construct or lease facilities for use by 

competitors:
o Must be allowed to recover expected costs
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o Best evidence is incumbent’s current cost adjusted 
for inflation

o Capital and depreciation costs should reflect 
Increased business risk associated with 
competition

o Competitors should reimburse Incumbent for 
unrecovered costs If they prematurely discontinue 
use of facilities

Section 5. Amended AS 42.05.433 Exemption from 
Tariffs in Competitive Markets

• Tariffs (regulated statements of utility rates, terms and 
conditions) are typically required in monopoly situations

• Tariffs are ciosely scrutinized by regulators who 
function as an alternative to the forces of competition; 
prevents abuses that can occur in a monopoly market

• Once markets have become competitive, the role of 
regulators should change and the forces of competition 
should be allowed to operate freely

• State regulators tend to more closely scrutinize the 
tariffs of incumbent companies; ail competitors should 
be treated equally in terms of the level of regulatory 
oversight imposed; exempting all companies in 
competitive markets from tariffing obligations assures 
that the playing field is level

• Filing tariffs requires that companies provide advance 
notice to competitors of their marketing plans and 
strategies
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® Competitive local exchange and instate long distance 
markets should be detariffed just as the FCC detariffed 
Interstate long distance service.

• Detariffing triggered by facilities-based competition 
where at least 50% of the consumers in a market have 
a choice of service provider.

• Shared “earner of last resort" obligations will be 
required in any local market where more than one 
provider has been designated a “eligible 
telecommunications provider11 for purposes of receiving 
shared federal universal service funding.

• The local market in Anchorage and the statewide long 
distance market have already met the detariffing trigger 
and are "deemed competitive”. Shared “carrier of last 
resort” rules apply in Anchorage and in the statewide 
long distance market.

Section 42.05.435 State Policy re Pricing of Unbundled 
Network Elements

• Within guidelines, federal law has delegated discretion 
to the states regarding the pricing of network 
components that incumbent companies must lease to 
competitors

• Anticipated new FCC order (Triennial Review) will 
extend even more discretion to states

• As a matter of state policy, it is appropriate for the 
Legislature to establish guidelines for the exercise of 
that discretion by the RCA in setting rates for 
unbundled network elements



• Wherever possible, pricing for such elements should be 
the product of private negotiations of the telecom 
companies

• Where regulatory intervention is required, and within 
the bounds of federal rules, the RCA should attempt to 
set rates a close as possible to market rates, i.e., the 
prices that would be agreed to between willing sellers 
and willing buyers.

P a g e  5  o f  5



Position of General Commmifeatfoni. Inc. (GCI Regarding the Extension of the 
Regulatory Commission of Alaska (RCA)

• Like many other utilities regulated by the RCA, GO does not always agree with the 
RCA decisions that are adverse to GO'S economic Interest However, we depart 
from those who attempt to nse a necessary resnthorization bill to further a selfish 
public policy change.

o Response: What decisions have been made by the RCA that are 
adverse to GCI’s economic Interests? Just prior to last summer's SpsdaJ 
Legislative Session, evidence was taken by the Senate Judiciary 
Committee that suggested that GCI has prevailed in more than 80% of 
the disputes decided by the RCA. Does GCI challenge that statistic? 
Given that track record, It Is understandable that GCI would support 
preserving the status quo.

• G O  supports the reauthorization of the RCA for fonr years and does not feel any 
amendments proposed to the House Labor and Commerce Committee so far should 
be adopted.

o Response: Has GCI ever proposed legislative amendments during 
“sunset- reviews in prior years? Why would that have been appropriate In 
the past, but not now?

• We do not oppose ARECA’s suggestions for administrative changes, bnt feel that to 
the extent they are supported by the new Administration, they can be implemented 
without statutory change. For example, the relnstitatlon of an executive director 
conld be done by internal reorganization.

o We understand that the Governor has broad administrative authority, but 
Is GCI suggesting It would never be appropriate for the Legislature 
propose structural changes via statute? If, for example, the 
Administration opted to reinstate the Executive Director position, wouldn't 
the Legislature still have to fund the position via statutoiy appropriation? 
And if the Executive Director were to be part of the "partially exempt 
service", as It was under the APUC, wouldn't that require a statutory 
authorization In AS 39.25.120(c)(7)?

• We do not oppose Chugach Electric’s request for an advisory board, so long as it is 
for the purpose of providing advice on procedure and efficiency, but not on policy. 
This could also be done by administrative order, and does not need a statutoiy 
change. The advisory board should also have public as well as utility members.

o What is Inherently wrong with an advisory board offering policy
recommendations? Don't governmental entitles routinely create advisory 
boards specifically for the purpose of considering matters of policy? If an 
RCA advisory board existed, the Legislature could task the board with 
analyzing specific Issues and present policy proposals In the future. Do 
you see a problem with that?

H o u s e  b i l l  1 1 1

H o u s e  L a b o r  a n d  C o m m e r c e  C o m m i t t e e



• We do not agree with AT&T’s proposed amendment white they retain a federally 
mandated monopoly on long distance telephone service to approximately 150 Alaska 
villages, AT&T has been found to be a Dominant Carrier by the FCC because they 
have ■ federally mandated monopoly, AT&T’s amendment will not change this 
federal mandate.

o I’m sure GCI understands that a state Legislature doss not have the 
authority to overrule a federal mandate, ‘fhe reach of any new statutory 
provisions would only address matters of INTRAstate 
telecommunications. It Is also my understanding that AT&T Alascom Is 
no longer treated as a dominant carrier by the FCC except for those 
services that It provides to other carriers under Its Tariff 11. AT&T has 
also agreed to withdraw Its proposed language given that long distance 
services are being addressed In another amendment.

• Last year, the legislature passed time lines for most, if not all, RCA proceedings and 
dockets In response to complaints about timeliness by the utilities. There are also 
two new commissioners and a new chair. With these changes there is no reason to 
expect the RCA to be anything other than fully effective.

o It has been suggested that the timelines we passed last year do not seem 
to cover all matters coming before the Commission. I think you would 
agree that It would be unfair to set.processfng standards for some 
categories of cases, but not for others. Even to© Legislative Auditor has 
Indicated toe need to revisit this Issue to determine whether toe standards 
we've set are meeting public Interest objectives. While we look forward to 
further progress being made and the contributions of new commissioners, 
the Legislature set the Initial round of timelines and It Is appropriate for It 
to review the results and make further modifications If necessary.

• If the Governor’s simple reauthorization blli becomes a policy changing Christmas 
tree, GCI reserves the option to propose amendments to the Legislature that we feel 
are in Alaska consumers’ best interests.

o I don't find that this Committee's consideration of suggestions to provide 
policy guidance to the RCA to constitute a “policy changing Christmas 
tree*. If GCI has any Ideas that would contribute to a fair, efficient and 
competitively neutral regulatory process, those suggestions would be 
welcome.

• Thus, the RCA should be reauthorized for four more years.

\
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TO: Representative Tom Anderson
Attn: Josh Applebee

FROM: Barbara R. Craver <j2 J P C s ''
Legislative Counsef^A~^^^

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not be considered 
an authoritative interpretation of the bill and the bill itself is the best statement of its 
contents. If you would like an interpretation of the bill as it may apply to a particular set 
o f circumstances, please advise.

Section 1. Tliis section contains uncodified law expressing the legislature's findings and 
intent for this Act.

Section 2. This section amends AS 42.05.145 "Telecommunications regulation policy." 
When a new carrier enters a local market, the commission is directed not to designate an 
incumbent local exchange carrier as the dominant carrier in a local exchange market, 
unless that carrier has a 60 percent market share.

Section 3. This section provides that any new laws or rules that change standards for 
service or facilities operate prospectively only.

Section 4. These new subsections are added to AS 42.05.381. Subsection (k) allows 
electric or telephone utilities to use the same depreciation schedules as allowed under the 
federal tax code. Subsection (/) requires the commission to look to a telephone utility's 
current costs in determining the costs that a utility can charge another telephone utility for 
use of the first utility's facilities, systems or services and allows costs to be adjusted for 
inflation and increased risk from competition. This subsection also requires that a utility 
providing facilities, systems or services to another utility shall be reimbursed within 90 
days of a cancellation of the use by the second utility for the unammortized capital costs 
incurred by the first utility to provide the services to the canceling utility.
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Section 5. New section AS 42.05.433 allows a telephone utility to file a certificate with 
the commission that the telephone utility is operating in a competitive service area. Such 
a utility is exempt from tariff filing requirements for rate changes and other rate related 
matters. Subsections of this section provide for shared "carrier of last resort" obligations, 
and provide that the local exchange market in Anchorage and the state wide 
interexchange long distance market are considered to be a competitive service area. 
Definitions are provided for several terms used in this section. New section 
AS 42.05.435 sets out the policy to be used in setting prices for unbundled network 
elements.

Section 6. This section provides that a long distance carrier will not be regulated by the 
commission as the dominant carrier in the long distance market, if  the carrier's statewide 
market share is less than 60 percent. The long distance carrier that is designated as the 
dominant carrier on the effective date of this subsection will remain the carrier of last 
resort until the commission orders otherwise.

Section 7. The term o f the Regulatory Commission is extended until .Tune 30, 2007. 
Without this amendment, the commission will end June 30,2003.

Section 8. This section of uncodified law allows local exchange carriers who are 
providing unbundled network elements to other utilities to adjust their rates in accordance 
with this Act.

Section 9. The commission is required to develop regulations to implement the shared 
carrier of last resort provisions of this Act.

Section 10. This section provides an immediate effective date for this Act.

BRC:med 
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Sponsor(s): HOU S E  RULES C O M M I T T E E  BY REQUEST OF THE G O V E R N O R

A BILL 

FOR AN ACT ENTITLED

1 "An Act providing for the prospective effect of standards changed by the Regulatory

2 Commission of Alaska; relating to competition in regulated telecommunications and

3 exemptions from tariffs in competitive telecommunications m arkets; relating to the

4 designation of a dominant carrier in local exchange and long distance markets; relating

5 to depreciation expense rates; relating to cost recovery for telecommunications utilities;

6 setting a policy regarding unbundled network elements in the telecommunications

7 market; extending the termination date of the Regulatory Commission of Alaska; and

8 providing for an effective date."

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

10 * Section I. The uncodified law of the State of Alaska is amended by adding a new section
11 to read:
12 FINDINGS AND PURPOSE, (a) The legislature finds that
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(1) the Telecommunications Act of 1996 was enacted to foster the rapid 
deployment of advanced telecommunications, information technologies, and services to all 
Americans by promoting competition and reducing regulation in telecommunications markets 
nationwide;

(2) the Telecommunications Act of 1996 specifically recognizes the unique 
abilities and circumstances of the types of local exchange carriers in Alaska—those that are in 
remote areas that have never been served by a regional bell operating company or an affiliate 
of a regional bell operating company;

(3) state law is tailored to the era of monopoly regulation that existed before 
passage of the Telecommunications Act of 1996 and fails to reflect rational policy of 
achieving modem and efficient telecommunications systems by way of mtwket incentives 
rather than regulatory controls;

(4) state law fails to recognize that policies designed to encourage new 
entrants to compete against the nation's largest carriers, the regional bell operating companies, 
are disproportionately burdensome and financially threatening to Alaska’s smaller local 
exchange carriers;

(5) Alaska's outdated policies impede local exchange carriers' deployment of 
advanced telecommunications services and competitive initiatives to consumers, discourage 
investment for the future, and deny consumers some of the benefits of modem, efficient, and 
market-driven telecommunications services;

(6) telecommunications in the state are of strategic importance to the 
economic and social growth and development of the state, and it is vital to the state's future 
that telecommunications providers operate in a stable and profitable regulatory environment 
that promotes the improvement of local exchange facilities as well as the development of new 
facilities; therefore, care and caution mu. t be exercised in introducing competition into rural 
areas of Alaska to ensure the preservation of universal service;

(7) state regulation during the monopoly era has been a surrogate for market 
forces; upon the achievement of substantial competition, market forces should be allowed to 
drive investment and service quality;

(8) in markets served by Alaska carriers where substantial competition has 
been achieved, eliminating certain regulatory requirements will

CSHB 111( ) -2-
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(A) promote investment in existing local exchange facilities and the 
development of new facilities;

(B) promote market-driven service quality levels; and
(C) relieve consumers of the burden of paying for the costs of

regulation;
(9) reducing regulatory burdens on Alaska local exchange carriers will enable 

the carriers to devote additional resources to the deployment of advanced services and to 
competitive initiatives to benefit consumers in Alaska; and

(10) in conformance with the Telecommunications Act of 1996, it is 
appropriate to eliminate, where possible, the incidence of implicit subsidies in telephone rates; 
state regulators should be prohibited from using revenue earned or expense incurred from 
unregulated activities in determining appropriate levels for regulated prices.

(b) The purposes of this Act are to
(1) accelerate the development of competition in the telecommunications 

industry for the benefit of consumers in the state by reducing regulatory burdens on these 
carriers;

(2) ensure that competition will not threaten the integrity of Alaska's 
telecommunications networks;

(3) promote the improvement of exiting facilities used to provide local 
exchange services and the development of new facilities;

(4) maintain competition in local exchange markets once unbundling 
requirements have achieved substantial competition; and

(5) clarify the jurisdiction of the Regulatory Commission of Alaska as it 
relates to unregulated activities and prescribe changes to certain regulated accounting 

practices.
* Sec. 2. AS 42.05.145 is amended by adding a new subsection to read:

(b) Upon the commission's approval of a carrier's application to provide 
competitive local exchange telecommunications service in an incumbent local 
exchange carrier's service area, the incumbent local exchange earner may not be 
regulated by the commission as a dominant carrier in the local exchange market if its 
statewide market share, as measured in number of carrier common lines, is less than
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60 percent. However, the incumbent local exchange carrier shall remain the carrier of 
last resort in the relevant area until the commission orders otherwise or unless 
AS 42.05.433(e) applies.

* Sec. 3. AS 42.05.291 is amended by adding a new subsection to read:
(e) Regulations, rules, and orders of the commission that change the standards 

of service and facilities shall operate prospectively only. A rule, regulation, or order 
may no? require or have the effect of requiring a public utility to retrofit a 
telecommunications network without the utility's consent.

* Sec. 4. AS 42.05.381 is amended by adding new subsections to read:
(k) An electric or telephone utility's proposed depreciation rates shall be 

allowed under this subsection if the underlying service lives are not shorter than the 
service lives permitted by the United States Internal Revenue Service to determine the 
appropriate level of depreciation expense for federal income tax computations. The 
commission may not require a utility to file a depreciation study unless the utility 
proposes to use depreciation rates based on service lives that are shorter than the 
service lives permitted by the Internal Revenue Service.

(/) A telephone utility providing facilities, systems, or services to other 
telephone utilities under state or federal law shall be allowed to recover costs it 
expects to incur to provide the facilities, systems, or services, and shall be allowed a 
reasonable profit. The best evidence of the costs a telephone utility expects to incur
shall be its most current costs, adjusted for inflation. Capital and depreciation costs
may rise to reflect increased business risk in competitive service areas and shall be 
consistent with (k) of this section. If a telephone utility cancels the use of another 
carrier's facilities, systems, or services at any time before the time when the applicable 
costs for providing those facilities, systems, or services are fully amortized, the utility 
canceling the usage shall, within 90 days, reimburse the other carrier for the balance of 
the capital expenditures incurred by the other carrier as a result of cancellation of the 
use of the facilities, systems, or services.

* Sec. 5. AS 42.05 is amended by adding new sections to read:
Se<:. 42.05.433. Exemption from tariffs for telecommunications services in 

a competitive market; carrier of last resort obligations, (a) A local exchange
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carrier or an interexchange long distance carrier in a competitive service area may file 
a certification with the commission certifying that the relevant market satisfies the 
competitive service area standard of this section. A certification exempts the 
telecommunications utility from tariff filing requirements.

(b) A certification filed under (a) of this section is effective upon filing. To 
deny a certification and the exemption from tariffs, the commission shall make a 
written finding and order. An exemption granted under this section applies upon its 
effective date to any pending tariff filings, rate-setting proceedings, and any other rate- 
related matters under consideration by the commission.

(c) A local exchange carrier or an interexchange long d stance carrier granted 
a tariff exemption under this section

(1) shall make product and service descriptions and rate lists available 
to the public at the carrier's normal places of business;

(2) shall post the current version of the product and service 
descriptions and rate lists on the carrier’s Internet web sites; and

(3) may negotiate competitive rates, terms, and conditions for service.
(d) A local exchange carrier or an interexchange long distance carrier granted 

a tariff exemption under (a) of this section is exempt from the following provisions of 
this chapter: AS 42.05.291, 42.05.301, 42.05.306, 42.05.361, 42.05.371, 42.05.381, 
42.05.391, 42.05.411,42.05.421,42.05.431, 42.05.451, and 42.05.471.

(e) Upon the commission's certifying that the relevant market is a competitive 
service area, local exchange providers are subject to shared carrier of last resort 
obligations when more than one carrier in the relevant market or rural telephone 
company service area has been designated as an eligible telecommunications carrier. 
When more than two eligible telecommunications carriers exist in a market or rural 
telephone company service area, carrier of last resort obligations shall be based on 
relative market share calculations as more specifically described in regulations 
adopted by the commission.

(f) The local exchange market in Anchorage and the statewide interexchange 
long distance market shall be considered competitive service areas. Facilities-based 
providers in those two markets shall share carrier of last resort obligations based on
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relative market share calculations as more specifically described in regulations 
adopted by the commission.

(g) In this section,
(1) "competitive service area" means

(A) the service area served by a local exchange carrier under a 
certificate of public convenience and necessity in which at least 50 percent of 
all retail customers have a choice of facilities-based providers; or

(B) the entire state for the long distance market;
(2) "eligible telecommunications carrier" means a telephone utility 

eligible to receive universal service support under 47 U.S.C. 254.
(3) "facilities-based service provider" means a telephone utility that 

offers a portion of its products and services by means of facilities it owns and operates 
or by means of facilities and unbundled network elements it leases from another 
provider, or any combination of facilities owned and leased;

(4) "network element" means a facility or equipment used in the 
provision of a telecommunications service, including features, functions, and 
capabilities that are provided by means of the facility or equipment, including 
subscriber numbers, data bases, signaling systems, and information sufficient for 
billing and collection or used in the transmission, routing, or other provision of a 
telecommunications service;

(5) "unbundled network elements" means network elements that are 
available on a nondiscriminatory basis for sale or lease at a technically feasible point 
to other telecommunications service providers.

Sec. 42.05.435. State telecommunications policy: pricing of unbundled
network elements, (a) It is the policy of the state to encourage the negotiation of
market prices in the telecommunications market for the use of unbundled network%
elements in Alaska.

(b) To the extent that rates must be arbitrated under the provision of the 
Telecommunications Act of 1996, it is the policy of the state to have arbitrated rates 
for unbundled network elements set as closely as possible to market prices.

(c) A carrier that provides facilities, systems, or services to other carriers shall
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be fully compensated for all capital expenditures related to providing the facilities, 
systems, or services to another carrier.

(d) In this section,
(1) "market price" means the price arrived at between willing buyers 

and willing sellers;
(2) "network element" and "unbundled network elements" have the 

meanings given in AS 42.05.433.
* Sec. 6. AS 42.05.810 is amended by adding a new subsection to read:

(d) The commission may not regulate a long distance carrier as a dominant 
carrier in the long distance market if the carrier's statewide market share, as measured 
in intrastate minutes of use, is less than 60 percent. However, the carrier that is, on the 
effecdve date of this subsection, the dominant long distance carrier shall remain the 
carrier of last resort certificated to provide intrastate interexchange telephone services 
until the commission orders otherwise.

* Sec. 7. AS 44.66.010(a)(4) is amended to read:
(4) Regulatory Commission of Alaska (AS 42.04.010) -- June 30, 2007

[2003];
* Sec. 8. The uncodified law of the State of Alaska is amended by adding a new section to 

read:
APPLICABILITY. To implement the policy of AS 42.05.381(0, added by sec. 4 of 

this Act, an incumbent local exchange carrier that is providing facilities, systems, or services 
to other telephone utilities may immediately adjust and implement new rates for existing 
interconnection agreements after providing a written statement to the Regulatory Commission 
of Alaska certifying compliance with this Act.

* Sec. 9. The uncodified law of the State of Alaska is amended by adding a new section to 

read:
CARRIER OF LAST RESORT. The Regulatory Commission of Alaska shall, by 

regulations, effective not later than December 31, 2003, adjust and allocate the financial 
obligation of being a carrier of last resort to all carriers serving a competitive service area. 
The adjustment and allocation made under this section must be proportionate to each carrier's 

share of the market.
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* Sec. 10. This Act takes effect immediately under AS 01.10.070(c).
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R E G U L A T O R Y  C O M M I S S I O N  O F  A L A S K A  ( R C A )
ATA GLANCE

*Mission Statement: To protect consumer interests by ensuring
affordable, reliable utility and pipeline services and ensuring that the utility 
and pipeline infrastructure is adequate to support community needs.

*Funding: There are no general funds appropriated to the RCA. The 
agency is funded by a Regulatory Cost Charge, a capped surcharge 
assessed to all regulated utility and pipeline customers.

*Budget: FY03 - $6.04 million.

*Staffing: 62 positions, including five Commissioners, appointed by the 
Governor for six-year terms; hearing examiners; paralegals; common 
carrier specialists; financial, engineering, and tariff analysts; consumer 
protection and information officers; and various administrative personnel.

*Workload: The RCA workload includes formal cases (dockets), informal 
cases (consumer complaints), and tariff filings (changes to the rates, terms, 
and conditions of utility and pipeline services).

-Current D ock et C ase lo ad : 214 (versus approximately 550 in 1999)

-D o ck ets  O p en ed  e a c h  year: 160 (5-year average)

-FY02 C o n su m er  C om p la in ts H andled: 6 6 4  (663 closed by 10/15/02)

-FY02 Tariff F ilings: 536 (455 processed routinely; 50 suspended into 
dockets; 9 withdrawn; 22 pending at year end)

-S u b sta n tiv e  O rders (D ec is io n s) Issu ed : 6 0 8  e a c h  year  (3-year average) 

-A p p eals: 16 (out of nearly 2,000 substantive decisions)

*To reach us: By phone -  (907) 276-6222. By fax -  (907) 276-0160. By 
email -  rca main@rca.state.ak.us. In person: 701 West Eighth Avenue, 
Suite 300, Anchorage, Alaska 99501. Visit our website:

www.state.ak. us/rca.

mailto:main@rca.state.ak.us
http://www.state.ak
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Testimony to House Labor and Commerce Committee 
HB111 Extend Regulatory Commission of Alaska 

March 10,2003 
G. Nanette Thompson, RCA

Good afternoon Chair Anderson and Vice-Chair.Lynn, committee members. Thank you 
for allowing me to testify before your committee today. I want to thank you for so 
quickly confirming the Governor’s two new appointments to the RCA, Dave Harbour and 
Mark Johnson.

The RCA supports the Governor’s bill that Will reauthorize the agency for four years. The 
RCA’s mission is to protect consumer interests by ensuring affordable, reliable utility and 
pipeline services and ensuring that utility and pipeline infrastructure is adequate to 
support community needs. We have come a long way since the agency was created in 
1999, reducing the notorious backlog to a manageable open caseload of several hundred. 
We hope to be able to spend time focusing on some of the important policy issues facing 
the markets in transition to competition during the next year.

Every state has a regulatory agency to insure that utility service is available at reasonable 
prices to its citizens. Regulatory agencies historically were formed to make sure that 
monopoly providers of utility service did not take advantage of their customers. In 
markets transitioning to competition, our role is different. We need look no further than 
the California energy markets for an example of why responsible deregulation is 
important. The transition from a monopoly to a competitive market does not happen 
overnight. It is our responsibility to effect the transition that the law directs, and make 
sure that consumers continue to receive fairly priced services during and after the 
transition. We strive to strike the appropriate balance between regulatory oversight and 
open markets by adjusting the level of regulation as markets develop.

Because the telecommunications industry and their lobbyists in your halls have played 
out the “phone wars”, I’ll use that industry as an example and try to put some of what you 
may be hearing from them in perspective.

There is competition in the telecommunications industry because in 1996 Congress said 
there should be. Congress gave states the responsibility to transition monopoly markets to 
competition because they recognized that markets varied by state, and national rules 
would not get the job done. The larger local markets in Alaska are ahead of the rest of the 
county in the transition to competition. We got a head start because the Bell companies 
never provided service in Alaska. All other states had to go though the “271 process” to 
insure that the incumbent carrier’s network was open to competitors before the local 
company could enter the long distance business. We skipped that step, and the three to 
five years it took most states to complete it, and went directly to arbitrating 
interconnection agreements. Just after the Telecom Act was passed, GCI filed a petition 
for interconnection and asked us to set prices for leasing parts of the incumbent’s 
network. The APUC finished that process even before the FCC adopted regulations 
telling state commissions how to set prices. The APUC’s order acknowledged that the
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FCC was in the process of setting national pricing rules, and invited either party to ask 
them to revisit the results after those rules were clear. The RCA is now in the process of 
doing that for the Anchorage market. This controversy we face about the appropriate 
level of continued regulation and the best way to set prices, is being played out in almost 
every state nationwide, and in the courts. In May of last year, the United States Supreme 
Court upheld the FCC’s methodology for setting interconnection prices. The Supreme 
Court noted that competitors were making significant investments and that the FCC 
correctly looked at what is would cost for another efficient carrier to replace the 
incumbent’s network with the best available technology, not v/hat the incumbent spent or 
would spend to rebuild the existing network. (Verizon v. FCC, 122 S.Ct.1646, 2002).
The RCA has stayed involved in the details of these enormous changes in the 
telecommunications sector, as it has played out in our markets and across the country.

Our appeal record tells you that we are doing our job well. As an administrative agency, 
we do not make the law; we apply it. If we are not applying it correctly, parties may 
appeal to state or federal court and ask them to set us straight. The RCA has issued 
hundreds of final orders since we started in July 1999. So far, sixteen have been appealed. 
The agency’s decisions have not yet been reversed, although there are several appeals 
pending. In one case the court remanded a case tc us with instructions to hold a hearing 
before making a decision, but none have reversed a substantive decision. That track 
record should tell you that we are successfully analyzing the facts presented to us and 
issuing decisions that are consistent with legal precedents and supported by the facts in 
the record. We make decisions based on evidence presented through a process designed 
to insure that all parties’ rights are protected.

The RCA does more than settle phone wars. We administer the PCE program. We are 
reviewing our PCE regulations in response to a resolution from ARECA to improve the 
reliability of the information we use to administer the program and to increase efficiency 
amongst the program’s beneficiaries. We also review.tariff prices for pipelines to insure 
that those who ship to destinations in Alaska pay just and reasonable rates. We also 
review costs incurred by providers of monopoly services; water, sewer, electric and gas, 
to insure that customers pay a fair price for the services they receive. We set rules in 
other markets that are transitioning to competition, such as refuse in some parts of the 
state, and long distance statewide. We just finished modifying our regulations to make it 
easier for long distance carriers that serve only a small part of the market to sell their 
services to Alaskan consumers.

I offer a few final notes. First, our budget. All of the money used by the RCA comes 
from utility ratepayer through the Regulatory Cost Charge. We get no general fund 
monies. Therefore the proposal in the Governor’s budget to reduce our staff level by 
seven and transfer the Public Advocacy Section to the Attorney General’s office will not 
save the state money. The Public Advocacy Section should be independent, and 
reassigning the function to Department of Law may preserve that independence. It may 
also, however, compromise the agency’s ability to continue to meet the case processing 
deadlines imposed during the last legislative session. The Governor’s Executive Order 
transferred the public advocacy function, but remained silent on what that section has
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spent a significant amount of time doing-investigating filings where there are no other 
parties. If five of the seven eliminated positions are restored to our budget, we can 
transfer them to the agency staff and handle the additional workload. Without those 
positions restored, we are unlikely to be able to continue to process cases within the 
statutory timelines. Third, the reports. The legislative auditor spent time in our office and 
is familiar with our mission. I commend the legislative auditor’s report to you. The 
study commissioned by Department of Administration and done by Bearing Point has 
some helpful background on the telecommunications industry in our state. The recently 
released Darby report is the work of three individuals, not the seven contemplated by the 
statute, and did not include any input from the RCA. It cannot be called a comprehensive 
study of the agency because they never talked to us, or looked at the publicly available 
information on our website or in our annual report. Many of the recommendations are for 
actions that we have already begun.

I encourage you to let this agency continue to do its job. Participation in the sunset 
reauthorization process is time-consuming for the agency and detracts from our ability to 
handle cases. The legislature has the option any year to redirect our mission. I urge you 
to reauthorize the agency for four years.
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TESTIMONY OF KRISTI CATI.IN 
HOUSE LABOR AND COMMERCE COMMITTEE 
HOUSE BILL 111 
MARCH 10, 2003

Good afternoon, Representative Anderson and members of the committee. For the 
record, my name is Kristi Catlin, Director of Government Affairs for AT&T Alascom, with 
its main business address at 210 E. Bluff Drive, Anchorage, Alaska, 99501.

Thank you for the opportunity to testify at this hearing. As you know, AT&T 
Alascom, and before that, Alascom, has a long history of providing telecommunications 
services to the state of Alaska. In fact, it has the longest history of any interexchange 
carrier in the state today. It is from those very roots, and having witnessed the broad 
changes in technology and market shift over the years, that we would like to offer our 
perspective and respectfully make some requests for the legislature to consider.

We believe that both telecom service providers and policy-makers have a two­
fold obligation to the constituents of this state. Those are: ensuring that basic telecom 
services remain affordable to everyone in the state; and providing a regulatory 
environment that fosters continued investment in the state telecom infrastructure, 
thereby ensuring that advanced services will reach to all parts of the state.

In the early days, Alascom was the only long distance carrier in Alaska, and as 
such, the regulated monopoly. Regulations were put in place to ensure that Alascom did 
not misuse its monopoly power in pricing its services to consumers. In addition, in 1991, 
when intrastate long distance competition was initiated, additional regulations were 
developed to ensure that Alascom did not misuse its monopoly power to subvert 
competition. At the same time, new entrants to the long distance market were granted 
broad and significant freedoms. And even though the market was highly competitive in 
1995 when AT&T bought Alascom, for the most part, it bought a company regulated as 
though it were a monopoly. As we all know, the regulations governing utilities with a 
legal monopoly work in two directions: they protect the consumer from unreasonable 
prices on one side of the equation, and they ensure a reasonable return for the regulated 
entity on the other side. Without a reasonable return, companies do not invest and 
services, therefore, do not advance.

Many of the regulations which restrict AT&T Alascom today are vestiges of that 
monopolistic environment I spoke of previously. However, in this highly competitive 
marketplace, they do not serve as an incentive for investment -  they only serve to add 
cost and thereby provide a disincentive for investment. As far as protection of the 
consumer on prices, we have almost 20 years of empirical evidence in the long distance 
market in the U.S. to show that competition serves the consumer well. In 1984, when 
AT&T was first broken up, the average discounted corporate minute was around $.45. 
Today, the average discounted corporate minute is under $.045. That’s a whole order of 

•magnitude swing. And yet, during that same time period, the long distance industry went 
from approximately $9 -10B to about $90-110B. It was deregulation of the industry and 
the management of competition that spurred investment. And in 1995, when AT&T fell 
below 60% market share in the lower 48, the FCC ceased regulating AT&T as the 
“dominant carrier" and deemed the market for long distance as "competitive".

And yet, here in Alaska, where AT&T Alascom now has 42% of the long distance 
business (and shrinking), and our largest competitor, GCI, has 46-48% of the long 
distance business (and growing), AT&T Alascom is still considered the dominant carrier, 
despite a four-year attempt to get relief from this regulation at the RCA. This regulation



adds substantially to our cost structure for tracking, journalization, and reporting. It also 
adds regulatory process that our competitors don't have that keeps us from being 
competitive in the marketplace. The whole situation really begs a definition for 
udominancen. Additionally, with the increased costs and inability to compete effectively 
because of outdated regulations, our ability to attract capital and invest in the network is 
severely “hamstrung".

I believe that over the next 12-18 months, this state must wrestle with some 
difficult issues of telecom regulation. At stake is the very survival of an infrastructure 
that's struggling to keep up with the rest of the country. In a true free market, there is 
less regulation, not more. And competition, not regulation, becomes the force to shape 
the market,

I would ask you to carefully and thoughtfully consider the market dynamics at 
work here, and the definitions of broader market issues such as “dominance" and 
“competition". I would also ask you to carefully consider your role in mandating an 
environment that has less regulation, not more, in order to create and maintain 
incentives to invest in the modem telecommunications infrastructure that all Alaskans 
desire.

As you consider House Bill 111 reauthorizing the RCA, please know that AT&T 
Alascom could support legislation which would extend the RCA for another 2-4 years, 
however, as we stated last year -  only if the RCA is truly committed to bringing about 
regulatory reform. Status quo is not an option, if you intend to have a healthy, 
competitive telecom market and infrastructure in Alaska. We have drafted appropriate 
language to assist the legislature in defining "dominance," and are submitting it for your 
consideration

Thank you, once again for this opportunity to present our testimony. I would be 
happy to answer any questions you might have.



Testimony of Wesley E. Carson 
Before the House Labor & Commerce Committee 

March 10,2003

Mr. Chairman and members of the committee, thank you for this opportunity to address 
you today. My reason for being here is to emphasize the importance of deferring any 
action to re-authorize the Regulatory Commission of Alaska until the state has articulated 
a clear set of telecommunications policies to guide the commission.

Although we have long advocated for the development of state policies to guide the 
RCA, this is of even more critical importance today. On February 20lh, the Federal 
Communications Commission issued its long-awaited rules to revise network unbundling 
obligations for competition in the local telephone market. In making this decision, the 
FCC took the unprecedented step of delegating to state commissions broad regulatory 
discretion that previously was thought only to be exercised by federal authority.

This delegation will allow the RCA to now unilaterally determine whether incumbent 
local telephone companies, like ACS, must continue to provide elements of their 
networks to competitive carriers at below-cost prices. As the FCC has failed to provide 
specific instructions to the states, it is now imperative that the Legislature act to develop 
appropriate telecommunications policies to guide the RCA in its decision-making going 
forward.

There are many telecommunications policy issues that require your attention. The Report 
to the Senate Appointees to the Task Force on Operations of the RCA, submitted on 
January 30 by Darby Associates, makes some very relevant points, including that 
regulators need to fashion rules designed to encourage investment; that the RCA should 
review the adequacy, need and rationale for legacy regulations based on an assumption of 
incumbent market power; and that it is time to explore a wide range of less regulatory 
options and find ways to substitute market forces for regulation.

The RCA has clearly demonstrated a propensity for more regulation as the means of 
promoting competition, rather than allowing market forces to govern. The Darby Report 
quite correctly concludes that “application of old regulatory models based on market 
conditions that no longer prevail does a gross disservice to the people of Alaska.”

As you may know, Anchorage holds the distinction for being the most competitive local 
telephone market in the country. Although open to competition for a much shorter period 
of time, Fairbanks and Juneau are rapidly moving in a similar direction. In all three of 
these markets, the RCA has unfairly mandated that the competitor be allowed to use the 
ACS networks at rates that are below cost. The RCA has also taken an activist role in 
terminating the “rural exemptions” that Congress authorized to ensure that the nation’s 
smaller markets remained viable -  even terminating the “rural exemption” in locations as 
small and costly to serve as Nenana and Seldovia.



The net result o f these regulatory actions has been to compromise the Company’s ability 
to attract and commit capital. This is clearly not just an ACS opinion, but rather a fact 
that is becoming broadly understood.

As you are aware, the State of Alaska contracted with BearingPoint (formerly KPMG 
Consulting) to produc -• the “Telecommunications Policy Study and Assessment for the 
State o f Alaska,” which was submitted to the Department of Administration in November 
2002. The report concluded that local telephone competition which forces incumbent 
local telephone companies to lease their network to competitors as below-cost pricing 
“potentially imposes a financial burden on incumbents, and may artificially support 
competitors at the same time.” The RCA, by means of the interconnection terms it 
imposed on ACS, has done exactly that.

A recent press release by Standard & Poor’s addresses the downgrade of ACS as being 
“based on competitive pressure that has materially weakened ACS’s business profile, 
impaired operating performance, and resulted in credit measures.” The press release 
further explains: “The rating on ACS reflects the company’s position as the leading local 
exchange carrier in Alaska, offset by heavy competition in the local retail access line 
business due to low regulatory mandated local resale loop rates to the company’s local 
network, a narrow market with limited growth opportunities, and high acquisition and 
capital spending-related debt levels.”

Clearly, we are not alone in our judgment that the RCA has impaired ACS’s ability to 
raise capital. The State must act to assure that the RCA does not destroy the economic 
viability o f Alaska’s largest local telephone company, providing the last-mile connection 
to nearly three out of four o f its citizens.

ACS urges the Legislature to move cautiously in your deliberations on the RCA 
extension and to properly sequence your decisions. In addition to a general review of the 
RCA’s structure and procedures, Alaska’s policy-makers must carefully review the 
Commission’s ongoing role in the administration of the Telecommunications Act of 
1996. While this was an important consideration at the beginning o f the legislative 
session, it has been magnified considerably by the FCC’s decision on February 20. As 
the RCA goes forward to accept the broad new delegation it has received from the FCC, 
it should have the benefit o f clear policy guidance that is lacking in the FCC’s ruling.
Once the legislature has provided that guidance, the second matter o f reauthorizing the 
Commission can be decided.

On behalf of Alaska Communications Systems, I thank you, Mr. Chairman and 
Committee members, for the privilege o f addressing you today.
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Honorable Tom Anderson, Chair 
House Labor and Commerce Committee 
Alaska Capital, Room 432 
Juneau, AK 99801-1182

March 9,2003 RE: HB 111 (Governor MurkowsJd) - Support

Dear Chair Anderson:

On behfIf of the AARP members in Alaska, we encourage you and your colleagues on the 
House [Labor and Commerce Committee to support HB 111 submitted by the House Rules 
Committee at the request of Governor Murkowskj.

HB 111 would reauthorize the Regulatory Commission of Alaska for a period of four years. 
Much of the debate over the RCA in the past has focused on the utilities supervised by the 
Regulatory Commission of Alaska and the relationship of the RCA with the entities it 
supervises. AARP relies on the RCA because it offers our members and all Alaskans the 
best opportunity to achieve basic consumer protections:

• The ability to make informed choices about utility services
• The security of safe and reliable energy and telecommunications services
• The assurance that sales practices and advertisements arc fair, so they do not 

confuse, mislead, or frighten the public
• The reassurance that consumers receive accurate information, communicated clearly 

and in plain language so we understand our rights and remedies

The RCA assures consumers the right to affordable rates and access to such basic necessary 
services as utilities and communications. We emphasize “reasonable" rates but we also 
emphasize access for our rural citizens.

The RCA allows consumers an opportunity to participate in the governmental decision­
making process that shapes the marketplace and ensures meaningful consumer input.

3601 C Straw, Suita 1420 | Anchorage, A< 99503 1 907-341-2277 1907-341-2270 fax 11-877-434-7598 TTY 
James G. Parke I, President | William O. Novell), Executive Director and CEO | ww w ^aip-org
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When wronged, the RCA offers consumers redress and complaint resolution.

AARP believes the Regulatory Commission of Alaska is necessary for our organization and 
for our members. Without the RCA, we would be deprived of any public oversight of 
energy and telecommunications services and, when a complaint is warranted, we would not 
have the RCA available and willing to listen to a consumer’s side of an argument.

The RCA protects our rights as consumers. We ask that the House Labor and Commerce 
Committee support Governor Murkowski's bill to reauthorize the RCA for four years. Our 
AARP families need it. All Alaskans need iL

AARP urges an “AYE” vote on HB 111.

Should you have any questions about our position, please feel free to contact Marie Dariin 
(907.586.3637), Coordinator of the AARP Capitol City Task Force; Patrick Luby 
(907.762.3314), AARP Legislative Representative; or me (907.245.5259).

Thank you for your consideration.

Marguerite Stetson 
AARP Alaska
Executive Council Member for Advocacy 
3009 Northwood Street 
Anchorage, AK 99517-1871 
907.245.5259 voice 
907.245.5279 fax 
ffmas@ aurora.uaf.edu

cc: Governor Frank Murkowski
Vice-Chair Bob Lynn 
Representative Nancy Dahlstrom 
Representative Carl Garto 
Representative Norman Rokeberg 
Representative Harry Crawford 
Representative David Guttenberg 
Marie Dariin 
Patrick Luby

Sincerely,



M arch 10, 2003

The Honorable Tom Anderson 
Chair, Labor and Commerce Committee 
House of Representatives 
State Capitol, Room 432 
Juneau, AK 99801-1182

Dear Representative Anderson:

Chugach is concerned about a recent order from the Regulatory Commission of Alaska. 
While we are hopeful that some of the most troublesome provisions of the order may be 
changed during the process of hearing our Petition for Reconsideration, the damage has 
already been done.

Chugach worked hard to demonstrate its financial strength and stability to national rating 
agencies and financial markets. Over the past decade we have successfully improved our 
bond ratings. We were pleased when we achieved “investment grade” ratings a few years 
ago. Our high bond ratings translate into lower interest rates when it is necessary to 
finance projects by issuing bonds on the financial markets. This in turn leads to lower 
costs paid by consumers through utility rates.

Chugach feels strongly that we have a case for reconsideration of the order from the 
RCA. We are working through the appeal process and are confident things will change 
for the better; however, a signal about the stability of the utility and investment climate in 
Alaska has already been sent to the nation’s markets and individual investors.

Source documents are attached for your review.

Signed,

Evan J. Griffith, General Manager 
Chugach Electric Association, Inc.



ALASKA PERMANENT
C A P I T A L  M A N A G E M E N T  C O M P A N Y

900 West Fifth Avenue, Suite 601 
Anchorage, Alaska 99501

Phone:(907)272-7575
February 24,2003

Regulatory Commission of Alaska 
1016 W. 6th Ave.
Anchorage, AK 99501-1963

Dear Commissioners;

I have reviewed your Order 26 in the Chugach Electric rate docket (U-01-108) and write 
to express my concern over the impact of the order on Chugach’s bondholders. APCM is 
a substantial holder of Cbugach’s bonds for clients and for this reason has a direct 
fiduciary responsibility to help assure that the rates you set for Chugach are adequate to 
maintain Chugach’s financial health and good bond rating. If Chugach’s bond rating 
were to drop, bondholders would lose value immediately. Additionally, future bond 
issues would be relatively more costly to Chugach and new issues may be rated below the 
level presently permitted by some client investment policy. This would compel us to 
discontinue purchasing and holding Chugach bonds.

Frankly, your Order 26 has me very concerned. I want to stress to you the need to 
maintain a viable market for Chugach’s bonds. To accomplish, this, the utility needs 
stability in its revenues and must earn solid margins that give comfort to those who may 
buy those bonds. I urge you to establish rates such as those which have been adequate in 
the past to allow reliable coverage of debt service and allow modest but steady growth in 
equity.

1 know that your concerns are wider than just those of bondholders but I honestly believe 
that in the long run, all of the various stakeholders in this matter -  including the public -  
are best served by stability. For this reason I strongly urge that you consider carefully the 
impacts of this order and revise your ruling as needed to achieve a more moderate result.

I ask that this letter be made a part of the permanent record in this proceeding.

Registered with the U.S. Securities and Exchange Commission



Thank you for your attention to this matter. 

Sincerely, j y

■ i / f r t

David A. Rose 
Chairman and CEO

cc: Respective client files (thirteen)
Michael R. Cunningham, CFO, Chugach Electric
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Rationale
Standard & Poor’s Ratings Services has placed its 'A' underlying ratings on 
Chugach Electric Association, Alaska's revenue bonds on CreditWatch with 
negative implications. The rating action reflects the expected financial impact 
on the utility of the latest rate order by the Regulatory Commission of Alaska 
(RCA). The underlying ratings reflect the credit quality of Chugach's 
approximately $394 million in bonds outstanding before the credit 
enhancement provided by bond insurance. The insured ratings on the bonds 
remain unaffected by the CreditWatch listing.

The RCA, the agency that sets retail rates charged by Chugach, released a 
rate order on February 6 that effectively reduces Chugach's revenue 
requirement by approximately $6 million in 2003 and requires the utility to 
refund approximately $7.1 million to ratepayers for overcollection in 2001 and 
2002. If the refunding is charged against the 2002 fiscal year, it is likely the 
utility would violate in that year the bond covenant requiring margin-for- 
interest (MFI) coverage of 1.1 x. Chugach has petitioned the commission to 
reconsider its decision, which the RCA has partially granted. A final 
determination may come as early as the end of March 2003. If a sufficiently 
favorable order is not forthcoming, a rating downgrade is expected.

Chugach maintains sufficient liquidity to meet the rc.'und obligation required 
by the latest rate order. Chugach has access to over $50 million in lines of 
credit from CoBank and National Rural Utilities Co-op Finance Corp., versus 
the estimated $7.1 million in refunds due under Order No. 26, the new rate 
order. Chugach indicated that it would increase its short-term borrowing in 
2003 under these credit facilities to finance its payment obligation.

Use of the credit facilities, however, will increase debt and weaken financial 
ratios. The utility estimates that the $6 million reduction in revenue required 
by Order No. 26 would result in an MFI of 1.08x under current budgeting 
assumptions. Estimates also indicate that the $7.1 million in 
refunds-representing a reduction in revenue of approximately $1.1 million in 
2001 and $6 million in 2002-would result in an MFI of only 0.92x for 2002. 
The $7.1 million reimbursement, while only a small percentage of operating 
revenues, represents about 23% of operating margins.

In additions to substantially weakening debt service coverage, RCA's rate 
order signals heightened regulatory and refinancing risks for the utility and 
may cause Standard & Poor's to apply more stringent guidelines in assessing 
Chugach's credit quality. Standard & Poor’s is finding it increasingly difficult 
to distinguish the credit characteristics of Chugach, a generation and 
transmission (G&T) cooperative, from those of investor-owned utilities. Unlike



many G&T cooperatives, Chugach is subject to oversight by a state 
regulatory agency. The latest RCA rate order indicates that the RCA is willing 
to overlook the MFI covenant in the mortgage indenture, and suggests that 
the agency is now less supportive of credit quality than it had been in the 
past.

In light of the increased regulatory risk, Standard & Poor's is also focusing 
more closely on Chugach's capital structure and its use of hullet maturities 
associated with 75% of its debt, which further distinguishes Chugach from 
other G&Ts. Chugach's heavy reliance on bullet debt is more closely 
akin-although not fully so-to an investor-owned utility's use of non­
amortizing debt. It is Standard & Poor's practice to require higher coverage 
ratios for utilities whose financial performance need to be measured by 
coverage of interest-only payments. While Chugach will not need to address 
the bullet maturities until 2011 and 2012, these two maturities account for 
approximately 75%, or $295 million, of Chugach's outstanding principal. 
Standard & Poor's had previously cited Chugach's coverage of interest as 
weak for a utility with mostly non-amortizing debt, and that degradation of 
coverage margins, even by small amounts, could result in lower ratings.

Chugach is an electric cooperative serving two-thirds of the population of 
Alaska, mainly around Anchorage, the Kenai Peninsula, and, through a 
member-dislribution cooperative, north to Fairbanks. Chugach faces no 
competition from investor-owned utilities; its only meaningful competition is 
the municipal utility serving Anchorage, Anchorage Municipal Light & Power.

This report was reproduced from Standard & Poor's RatingsDirect, the 
premier source of real-time, Webrbased.credit ratings and research from 
an organization that has been a leader in objective credit analysis for more 
than. 140 years. To.preview this dynamic on-line product, visit our 
RatingsDirect Web site, at-www.standardandpoors.com/ratingsdirect. 
Standard & Poor's..
Setting The. Standard.

Published  by S tandard  & P o or's , a Division of T h e  McGraw-Hill C om panies, Inc. Executive 
offices: 1221 A venue of the  A m ericas, New York, NY 10020. Editorial offices: 55  W ater 
S treet, New York, NY 10041. S u bsc riber sen /ices : (1) 212-438-7280. Copyright 2002 by The 
McGraw-Hill C om panies, Inc. Reproduction in w hole or in pari prohibited ex cep t by 
perm ission. All rights reserved . Information h a s  b e en  o b ta in e d  by S tan d a rd  & P o or's  from 
so u rces  believed to be reliable. However, b e c a u se  of the possibility of hum an or m echanical 
erro r by ou r so u rces , S tan d a rd  & P oor’s  or o thers, S tandard  & P o or’s  d o es not g u a ran tee  the 
accuracy , ad equacy , o r co m p le ten ess  of an y  Information and is no t respon sib le  for any 
erro rs o r om issions or th e  resu lt ob tained  from the u s e  of su ch  information. R atings a re  
s ta tem en ts  of opinion, not s ta tem en ts  of fact o r recom m endations to buy, hold, o r sell any 
securities.

http://www.standardandpoors.com/ratingsdirect
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Opinion

Rating Rationale
C hugach 's A aa rating on  its bonds reflects the insurance policy provided by MBIA Insurance Corporation, 
providing for th e  paym en t of principal and  Interest w hen due. The A2  underlying rating for th ese  bonds h a s  
com e under so m e  p re ssu re  recently du e  to an unsupportive decision by the Regulatory Com m ission of Alaska 
(RCA) in the  co-op’s  recently concluded rate ca se . This rate ca se  outcom e is in contrast to largely supportive 
regulatory treatm ent provided to C hugach in the recent past. C hugach 's standalone credit fundam entals still 
benefit from its dom inance in the Alaskan market, itr low-risk operating profile, an d  generally conservative 
financial stra teg ies. W e also  no te that although so m e 30%  of C hugach 's total rev enues com e from two 
cu stom ers, th e se  cu stom ers have signed  either a  take and  pay or partial requirem ents contract with the co-op.

W e note that although C hugach Is a  small co-op, it is still the largest power provider in A laska, serving over 
two-thirds of the  Railbelt and owning a  majority of the transm ission a s s e ts  in Southcentral Alaska. Most of the 
co-op 's generating  capacity com es from gas-fired plants that are n e ar the  wellhead, making fuel co sts  more 
affordable. Although certain fuel co sts  a re  cyclical, C hugach has typically m anaged o ther co sts  and  relied on 
in c rease s  in s a le s  to minimize the need  for rate inc reases. Also, equity levels have been  m aintained a t about 
25% , while providing regular returns of capital to m em bers. Lastly, any efforts to establish  electric competition 
in A laska are  effectively a t a  standstill.

Recent Oovolopments
C hugach’s  req u est for a  5.7%  rate inc rease  and a  ch ange in the rate setting m ethodology w ere denied  in an 
o rd er issued  by the  RCA on 2/6/03. Preliminarily, C hugach estim ates revenue refunds required by the rate 
decision would c a u se  an  operating loss of about S2MM for fiscal 12/31/02, causing a  shortfall in m eeting the 
requited 1.1 Interest co verag e  under the Rate C ovenant in C hugach's bond indenture. Furtherm ore, C hugach 
would n eed  to ach ieve co st sav ings o r otherwise com pensate  for the rate reduction to resto re  com pliance with 
the R ate C ovenant in 2003. Importantly, noncom pliance with the R ate C ovenant in terest coverage te s t is not



c au se  for acceleration of the  obligations. Also, we note that on 2/18/03, th e  RCA ag reed  to stay  som e a sp ec ts  
of the  o rder, including any ch ange  in rates, pending the outcom e of C hugach 's planned filing of a motion for 
reconsideration of the order on or before 2/28/03,

Rating Outlook - Stable
The outlook for the A aa rating is stable a s  the bond Insurance policy stan d s behind repaym ent of the 
obligations. W e will continue to monitor the p ressure  on C hugach's underlying rating. The extent of relief will 
depend  in part on  the d eg ree  to which Chugach can be successful in obtaining a  m ore supportive outcom e 
through a  planned filing of a  motion for reconsideration of the 2/6/03 rate order.
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I t e m  5. O t h e r  E v e n t s

On February 6, 2003, Chugach Electric Association, Inc. (Chugach) received Order No. 26, 
“Order Determining Revenue Requirement and Rate Design Issues and Requiring Filings” in 
Docket U-01-108, “In the Matter of the Tariff Revision. Designated as TA226-8, Filed by 
CHUGACH ELECTRIC ASSOCIATION, INC., for a Rate Increase and Rate Redesign,” from 
the Regulatory Commission of Alaska (RCA).

Chugach Filed a general rate case on July 10, 2001, based on the 2000 test year, requesting a 
permanent base rate increase of 6.5%, and an interim base rate increase of 4.0%. On September 
5, 2001, the RCA granted a 1.6% interim increase effective September 14, 2001. Chugach filed a 
petition for reconsideration and on October 25,2001, the RCA revised its Interim Approval to 
permit Chugach to collect an interim base rate increase of.3.97%. The additional rate increase 
was implemented on November 1, 2001. The interim rate increase was based on a normalized 
(adjusted for recurring expenses) test year and a system ratemaking Times Interest Earned Ratio 
(TIER) of 1.35.

In its filing with the RCA, Chugach proposed that margins be calculated using a rate base/rate of 
return methodology rather than the TIER methodology previously used. The request to change 
from the TIER-based methodology to the retum-on-rate-base methodology would not have any 
material adverse effect on future ratemaking or on Chugach’s ability to service its outstanding 
indebtedness.

As anticipated in Chugach’s July 2001 original filing, on April 15, 2002, Chugach submitted a 
filing with the RCA to update certain known and measurable costs and savings that had occurred 
outside the 2000 Test Year. In the updated filing, Chugach reduced its base rate increase request 
from 6.5% to 5.7%, or approximately $0.9 million in the revenue requirement on a system basis. 
The revised filing also reflected an increase in depreciation expense of approximately $1.5 
million due to the completion of the Beluga Unit 7 re-powering project and a reduction in 
annualized interest expense of $2.4 million due to Chugach’s recent refinancings. In this revised 
filing, Chugach continued to request $11.9 million in margins. As a result of reduced interest 
costs, Chugach's supplemental filing would have yielded an equivalent system TIER of 1.47.

The RCA hearing on Chugach’s proposed rates took place in November and December of 2002, 
concluding on December 13, 2002. The RCA issued an order dated January 31, 2003, on 
February 6, 2003.

The Order resolved several issues in Chugach’s favor:

o The RCA rejected intervenor mismanagement allegations regarding re-powering of 
Beluga Units 6, 7 and Cooper Lake Power Plant (CLPP) overhaul and polychlorinated 
biphenyl (PCB) remediation.

o The RCA accepted Chugach’s rate lock cost amortization and did not question other 
refinancing activities.



o The RCA approved the 1999 depreciation study, in part, and allowed implementation of 
remaining life depreciation methodology.

o The RCA approved recovery of rate lock and CLPP remediation expenses.

The Order contains several adjustments not in Chugach’s favor:

o The RCA required Chugach to continue using TIER in calculating return levels.

o The RCA adjusted Chugach’s system overall TIER downwards from 1.35 to 1.30, a 
difference of approximately $1.3 million in margins based on the 2000 test year and 
would have similar impacts in subsequent years. Chugach had requested that its 
permanent rates in this case, be established with an effective TIER of 1.47, or a difference 
of approximately $4 million in margins based on the 2000 test year between the now- 
authorized TIER of 1.30.

o The RCA required Chugach to treat Allowance for Funds Used During
Construction/Interest During Construction (AFUDC / IDC) as a reduction to long-term 
interest expense, which reduces the revenue requirement by approximately $1.2 million. 
With the required AFUDC/EDC adjustment alone, Chugach’s effective TIER would be 
below a 1.30.

o The RCA required a 1.8 percentage point interest rate reduction (from 3.8% to 2%) on 
Chugach’s $60.0 million of variable debt, which equates to a revenue requirement 
reduction of approximately $1.1 million.

o Chugach’s overall Depreciation Study was approved, although the RCA did require 
approximately $0.7 million in downward adjustments, primarily related to Bernice Lake 
Units 2 - 4  and Chugach’s North Submarine Cable field. This reduction in the revenue 
requirement will match Chugach’s reduction in depreciation expense, resulting in a net 
effect of zero to margins in subsequent years.

Chugach’s analysis of the financial impact of the Order is still preliminary. There are several 
outstanding questions regarding interpretation of the Order that have not yet been clarified. 
However, based upon this preliminary analysis, the Order would require the following:

o A refund of revenues collected in 2001 of approximately $1.1 million and in revenues 
collected in 2002 of approximately $6.0 million, which would result in a net operating 
loss of $2 million in 2002. Under the Order, Chugach’s financial performance for 2002 
would fall below the 1.10 level contained in the Rate Covenant in its currently effective 
indenture. In accordance with the Rate Covenant, Chugach is taking the actions 
described below to promptly address this margin shortfall.



o A reduction in estimated 2003 revenues of approximately $6.0 million. Chugach has 
calculated, that based on the budgeted revenues and expenditures, under Order 26, 
Chugach may have insufficient margins over interest in 2003 to comply with the 
requirements of the Rate Covenant in its bond indenture. Chugach is taking the actions 
described below to promptly address this margin shortfall.

On February 13, 2003. Chugach filed a Motion with the RCA asking the RCA to stay the effect 
of its Order until after the RCA considers Chugach’s Petition for Reconsideration of Order 26.

On February 18, 2003, the RCA granted in part Chugach’s motion for stay. Specifically, the 
RCA stayed until further order of the RCA Ordering Paragraph 1, of Order U-01-108(26) which 
states “Chugach’s rates will be established on the basis of the 2000 test year revenue requirement 
recomputed in accordance with our decisions set out in the body of this Order.” The RCA also 
stayed two other obligations until further order of the Commission pertaining to filing tariff 
sheets and a recalculated Cost of Power Adjustment Base Cost of Power. The RCA also allowed 
a one-week extension until February 28, 2003 to comply with ordering paragraphs 2 and 3 which 
require Chugach to recalculate its revenue requirement and cost-of-service studies reflecting the 
impact of Order U-01-108(26) on Chugach’s rates. The RCA also extended the time to file 
Petitions for Reconsideration of Order U-01-108(26) one week to February 28,2003. Chugach 
intends to file the Petition for Reconsideration with the RCA on or before February 28, 2003.

SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly 
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Date: February 19,2003 CHUGACH ELECTRIC ASSOCIATION, INC.

By:----------------------------------
Evan J. Griffith 
General Manager



Chugach Electric Association, Inc.
Anchorage, Alaska

March 10, 2003

RCA Must Consider Financial Health of Alaska Utilities 
Chugach Electric Association’s finances are impacted by RCA order

Below are citations from some of Chugach’s rating agencies and major bondholders. Full 
documents are attached for your review. In addition we have provided a copy of 
Chugach’s 8K filing to the Security and Exchange Commission (SEC) and Chugach’s 
Petition For Reconsideration with the Regulatory Commission of Alaska (RCA).

Moody’s Investors Service
“The A2 underlying rating for these [Chugach] bonds has come under some 
pressure recently due to an unsupportive decision by the Regulatory 
Commission o f Alaska (RCA) in the co-op’s recently concluded rate case.”

“This rate case outcome is in contrast to largely supportive regulatory 
treatment provided to Chugach in the recent past.”

Standard & Poors Rating Services
“Standard & Poors Rating Services has placed its ‘A ’ underlying rating on 
Chugach Electric Association, Alaska’s revenue bonds on CreditWatch with 
negative implications.”

“The rating action reflects the expected financial impact on the utility o f the 
latest rate order by the Regulatory Commission of Alaska (RCA).”

“In additions to substantially weakening debt service coverage, RCA’s rate 
order signals heightened regulatory and refinancing risks for the utility and 
may cause Standard & Poors to apply more stringent guidelines in assessing 
Chugach’s credit quality.”

Alaska Permanent Capital Management Company -  (Letter from Dave Rose 
to RCA)

“I nave reviewed your [RCA] Order 26 in the Chugach Electric rate docket 
(U-01-108) and write to express my concern over the impact o f the order on 
Chugach’s bondholders.”
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ARECA

703 West Tudor Hoad, Suite 200

www.irccj.org

March 10,2003
The Honorablo Tom Anderson
Chair, House labor and Commerce Committee
Alaska Slate Legislature
Juneau, Alaska

Subject: HB 111, Extension of the Regulatory Commission of Alaska 

Dear Representative Anderson,

ARECA represents the electric utility industry of Alaska. Our members generate roughly 90 % of 
tho electricity provided to tho general public throughout the State. My Board of Directors has 
taken a very active interest in the efficiency of the Regulatory Commission for Alaska (RCA) and 
has unanimously adopted the following resolution and white paper on the issue. ARECA cannot 
support HB 111 as presently written. We strongly believe that tho present regulatory process is 
much to cumbersome, time consuming, and very expensive. My members have called for a one- 
year sunset extension; and statutory amendments that will streamline the regulator' process. 
However, wc arc aware that the Governor and Legislature have been grappling with the RCA 
issue for two sessions now and would like to get this issue behind them so that other more 
pressing issues can be resolved. In fact the Governor’s staff has indicated to ARECA that the 
Governor plans to straighten out tho RCA issue “administratively.” While this level of interest 
encourages us, the RCA is an independent body and we therefore remain only mildly sanguine 
about an administrative fix. Nevertheless, my members would like to work with the Governor 
and therefore 3ro prepared to support a four year sunset extension as requested under HB 111, but 
we would like to have the legislature pass amendments to the RCA statutes that would help the 
Governor insure that the RCA gets fixed.

Attached to the ARECA resolution and “white paper” is a summary of issues that we would like 
to see tho legislature address. I am prepared to provide you with statutory language that would 
implement these ideas.

I request that you make this letter and its attachments available to House Labor and Commereo 
Committee members for consideration at today's committee hearing.

i i n c r ,  xouia  
Executive Director

http://www.irccj.org
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Resolution 03-17
A Resolution Regaling the Sunset Review of Regulatory Commission of Alaska

and Recommending Changes

The Rcgulatoiy Commission of Alaska (RCA) was under sunset review by the 2002 
Alaska Legislature it was given a one-year extension by tho Legislature and Governor 
following a special session. The legislation also established an interim committee to 
review the RCA process and make recommendations on how the functions of the 
commission can be streamlined.

ARECA members have expressed serious concerns about theRCA’s impaired timeliness, 
duplication of staff effort and poor quality decision-making in some economic and non­
economic regulatory cases. The members' concerns have caused both unnecessary 
expenses and significant lost revenues costing electric ratepayers millions of dollars over 
the past three years.

Additional staff were given the to the RCA over the past three years but several hundred 
filings remain unresolved many of which are several years old. Alaska’s electric 
ratepayers deserve timely, cost-effective reviews based upon sound regulatory rule­
making practices.

Furthermore, the 1999 Legislature, added anew but separate regulatory review staff 
function known as the “Public Advocacy Section” (FAS) within the RCA to intervene in 
filings when designated by the chair of the RCA resulting in duplicative staff reviews and 
audits which have concluded with conflicting analysis and recommendations costing 
ratepayers unnecessary expenses and lost revenues.

It is ARECA’s intention to establish a “white paper” on changes that need to be 
considered by the legislature to streamline the RCA and to realign the value and 
effectiveness of the PAS. Pending the changes required to make the RCA a valued and 
effective regulatory body, ARECA recommends a conditional one-year sunset extension 
for the RCA.
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ALASKA RURAL ELECTRIC COOPERATIVE ASSOCIATION, INC. 

White Paper Regarding ATECA Board Resolution 03-17

The Regulatory Commission of Alaska (RCA) was created in 1999 through passage of the 
Alaska Public Utilities Regulatory Act, ch. 25 SLA 1999. In 2002, the RCA was under sunset 
review by the 2002 Alaska Legislature, During that review, the utility industry and some 
legislators expressed significant concerns about the RCA’s inability to process cases in a timely 
manner and a perceived lack of impartiality In the RCA’s decision-making processes. Following 
a special session, the Legislature and the Governor extended the RCA’s termination date by one 
year, imposed modest statutory timelines for deciding cases, and enacted a statute regarding 
impartial decision-making. The Legislature also created a task force to analyze the operation of 
the RCA.

In its sunset review audit of the RCA, dated November 26, 2002, the Alaska Division of 
Legislative Audit recommended that the RCA’s termination date be extended by two years to 
June 30, 2005. For the reasons stated below, ARECA believes more vigilant legislative 
oversight is still required and proposes that the RCA's termination date be extended by one year 
to June 30, 2004.

Despite the efforts expended during the last session and the RCA’s recent progress in attending 
to tho case backlog it inherited from the Alaska Public Utilities Commission, ARECA’s 
members have seen little improvement in the RCA’s operations. ARECA’s members have 
expressed serious concerns about the RCA’s continued lack of timely case processing and order 
issuance, inefficient use of staff resources, inconsistent application of regulatory principles and 
precedent, and procedural irregularities in performing rulemaking functions.

Related to these problems, there has been significant delay in the RCA’s implementation of a 
• Management Information System (MIS) in the three and one-half years since it was required by 

Section 26 of the 1999 Act. Despite the Legislative Auditor’s charitable finding that the MIS has 
been '‘substantially Implemented,” that implementation was only recently completed and only 
“on a piecemeal basis spread among a variety of systems rather than on a single, fully-integrated 
mainframe.” This failure to implement an adequate MIS has resulted in inefficiency and non- 
compliance with state statute.

For example, the RCA has repeatedly failed to comply with AS 42.05.254(h), which the 
Legislature enacted in 1999. That statute required the RCA to adopt regulations establishing a 
cost-based methodology for fairly allocating collection of the RCA’s annual budget from the 
various utility industries through regulatory cost charges (RCCs). The RCA has consistently 
declined to even begin that rulemaking process, despite ARECA’s encouragement that it do so. 
The 1999 Act exempted the RCA from this requirement for the fiscal year 2001 RCC 
determination. Because of the RCA’s failure to adopt the required regulations, its fiscal year 
2002 and 2003 RCCs were not determined based on the methodology required by 
AS 42.05.254(h).
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To help address the continuing deficiencies of the RCA, ARECA proposes that the Legislature 
adopt new statutory amendments that will guide the RCA toward more efficient and fair 
regulation of Alaska's utilities. ARECA proposes statutory amendments in three general areas:
(1) RCA procedure and decision-making; (2) the Public Advocacy Section; and (3) RCA rate 
making. ARECA’s primary proposed amendments are summarized below.

RCA procedure and decision-making

In 2002, the Legislature adopted modest statutory timelines for issuance of RCA orders after a 
utility makes a complete filing (AS 42,05.175). To enhance and protect the effectiveness of 
those timelines, ARECA proposes amendments that will: (I) require the RCA to dearly state 
what documents and additional information are needed for a filing to be considered "complete”;
(2) limit what constitutes “good cause" for the RCA to unilaterally extend a statutory timeline; 
and (3) expand the scope of these and other statutory timelines to also apply to the RCA’s 
processing of power cost equalization filings by unregulated electric utilities.

One of the concerns of ARECA members is that the RCA is inconsistent in its application of 
regulatory rules and principles and is not guided by its own precedent. To help address these 
issues, ARECA proposes a new statute requiring the RCA to either adhere to its own precedent 
or explain its departure from precedent.

The RCA relies heavily on its advisory staff when deciding cases. In some orders, the RCA 
attaches to its decision a copy of a written advisory staff recommendation. Other times, the RCA 
does not attach the recommendation or even notify the parties that such a recommendation exists. 
ARECA proposes amendments that will require the RCA to publish all substantive, written 
recommendations of its advisory staff and provide a means by which an affected party can file a 
response prior to the RCA issuing its decision.

Public Advocacy Section

Currently, the Public Advocacy Section (PAS) intervenes in RCA cases whenever directed to do 
so by the RCA Chair. In theory, the PAS is supposed to be an independent party and the RCA is 
prohibited from having ex parte communications with the PAS. In practice, however, the RCA 
gives significant deference to the PAS, including special discovery powers that no other parties 
have. The RCA assigns the PAS as a party to virtually every docket that wiU result in a hearing, 
even when the issues are relatively narrow or insignificant, when there are already several 
adverse parties in a case, or when the PAS’ involvement would unduly delay a case. To make 
the PAS’ involvement more efficient and independent, ARECA proposes statutory amendments 
that will: (1) clarify that the PAS’ role is'to advocate for the public interest, including both 
customers' rate interests and reasonable cost recovery for utilities; (2) require that the PAS 
consider the need for its advocacy, procedural efficiency, and avoidance of case delay before it 
seeks to intervene in a docket; (3) increase the independence of the PAS by making it reportable 
to the Commissioner of tho Department of Community and Economic Development, instead of 
to the RCA Chair; and (4) prohibit the RCA from affording the PAS greater rights and powers 
than those of other independent parties.

2
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RCA Rate Making

ARECA members are concerned about the XCA not following its own precedent and 
inconsistently applying rules when determining what costs should be recovered in utility rales. 
These inconsistencies create unwarranted uncertainty regarding what the RCA will or will not 
allow.

In addition, despite tho RCA’s backlog of cases and difficulties with issuing timely orders, the 
RCA has established a pattern of attempting to increase the number of utilities that have to file 
rate cases, which are very costly and burdensome to litigate. For example, for decades electric 
utilities have used monthly cost of power adjustment (COPA) surcharges to quickly flow­
through fuel, purchased power, and related cost changes (both increases and decreases) to 
customers without the utility having to spend hundreds of thousands of dollars on a general rate 
case every year. In 2002, the RCA, on its own initiative, proposed new regulations that would 
significantly limit tho types of costs that a utility could recover through the COPA mechanism. 
The results would have been increased costs for utilities to flic full rate cases more often and an 
increased number of RCA dockets opened when the RCA already suffers from a significant case 
backlog.

To address these issues, ARECA proposes statutory amendments to AS 42.05,381 that will 
require the RCA to (1) allow an electric utility to elect to recover all reasonable fuel, purchased 
power, and related costs through the COPA mechanism; (2) allow a utility to defer and amortize 
rate recovery of certain significant, non-recurring costs to better match customer costs with 
customer benefits; and (3) allow a utility to recover through rates all reasonable costs associated 
with conducting a rate case before the RCA. Finally, ARECA proposes an amendment that will 
clarify existing AS 42.05.381(b) to allow a municipally-owned and -operated utility to include a 
reasonable annual rate of return on investment when calculating its revenue requirement and to 
do so under a rate base/rate of return methodology.

Conclusion

ARECA recommends that its proposed statutoiy amendments be enacted and that the RCA’s 
termination date be extended by one year to June 30,2004.

3
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ARECA REVISED STATUTORY AMENDMENTS REGARDING THE RCA
February 25,2003

T. Allow RCA to hire non-DOL attorneys as RCA employees [AS 42.04.040]

II. Provide for an executive director to supervise and manage advisory staff) not the RCA
chair [AS 42.04.050]

HI. Restructure the Public Advocacy Section (PAS) [AS 42.04.070(a), (c); AS 42.04.080(c);
42.04.150]
A. Move PAS under the direction of the Commissioner of Department of Community 

and Economic Development
B. Clarify PAS’ public interest role
C. Afford the PAS the same rights and duties as other parties

IV. Clarify existing timelines statute to apply the timelines to unregulated PCE filings and 
requests for changes to depreciation rates [AS 42.05.175(b)]

V. Require RCA to follow its own precedent or explain its departure [AS 42.05.195]

VI. Increase RCA Staff pay scalo to allow RCA to attract and retain qualified professionals 
[AS ??]
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FRANK H. MURKOWSKI,
GOVERNOR

January 2, 2003

Honorable Pete Kott, Speaker o f  the House 
and

Honorable Gene Therriault, President o f  the Senate

Dear Speaker Kott and President Therriault:

On behalf o f  the Regulatory Com m ission o f  Alaska we are pleased to submit to the Alaska State Legislature the 
Thirty-third Annual Report o f  the Regulatory Commission o f  Alaska, covering the fiscal year ending June 30,2002. 
This is filed pursuant to AS 42.05.211 and AS 42.06.220.

Respectfully yours,

REGULATORY COM M ISSION OF ALASKA
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M is s io n  S t a t e m e n t

aT o  p r o t e c t  c o n s u m e r  i n t e r e s t s  b y  e n s u r i n g  a f f o r d a b l e ,  r e l i a b l e  u t i l i t y  a n d  p i p e l i n e  s e r v i c e s  a n d  

e n s u r i n g  t h a t  t h e  u t i l i t y  a n d  p i p e l i n e  i n f r a s t r u c t u r e  i s  a d e q u a t e  t o  s u p p o r t  c o m m u n i t y  n e e d s .1

Chair Thompson (center) is flanked (left to right) by Commissioners Abbott, Smith, 
DeMarco, and Strandberg.
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M e s s a g e  F r o m  t h e  C h a i r

F is c a l  year 2002  w as the third 
y ea r  o f  o p e r a tio n  for  the  
R e g u la to r y  C o m m iss io n  o f  
Alaska (R C A ). It w as another 
year o f  significant progress for 
the agency.

The Regulatory Com m ission o f  
Alaska significantly reduced the 

b a ck lo g  inherited  from  the A laska P u b lic  U tilitie s  
Com m ission. Since the RCA’s inception in 1999, w e have 
closed  over 700 dockets, w hile opening an average o f  
175 n ew  dockets each year. The number o f  pending  
dockets has been substantially reduced, and our active 
caseload is stabilizing at less than 350  docket*. G v ua ii, 
the C om m ission decreased the number o f  pending cases 
by 11-percent from fiscal year 2001.

T o im p ro v e  the C o m m is s io n ’s  o p e r a t io n s , w e  
im plem ented a com puterized m anagem ent information  
sy s te m  d e s ig n e d  to im p ro v e  our e f f ic ie n c y . T he  
C om m ission  electronically records all filings submitted  
to the C om m ission and links these filings to a daily  
M ailsheet that is available electronically to the public. 
This system  has increased the agency’s productivity and 
allow s the public to access data quickly. We continue to 
increase the amount and type o f  information available 
on our website. In fiscal year 2003, the C om m ission w ill 
begin to incorporate the statutory deadlines and reporting 
requirements established by the Legislature at the end 
o f  the last session.

We held several significant hearings, including proceedings 
on rate change requests from Golden Heart Utilities, Inc., 
C ollege Utilities Corporation, Alaska Communications 
Systems, Inc., ENSTAR Natural Gas Company, a Division  
o f  SEMCO, and Chugach Electric Association, Inc. A s with 
all rate cases, w e review econom ically regulated utility’s 
rates to allow providers to recover reasonable costs while 
protecting consumers’ interests.

The telecom m unications industry has seen  dynam ic  
changes occur at a national level, and in our own Alaskan 
market The Commission continues to be actively involved  
in the federal regulatory process advocating for the interests

o f  Alaskan telecommunications carriers that deliver services 
to high cost areas with federal support. B y  our efforts to 
balance the Telecom m unications A ct’s dual goals of  
competition and universal service, w e assure that Alaskans 
have affordable and reliable telecommunications options. 
During the fiscal year, the agency submitted a successful 
application to the U.S. Department o f  Agriculture for a grant 
program to spread broadband Internet access to Alaskan 
communities not yet connected to the Internet.

In fiscal year 2002 , the C om m ission adopted several 
significant sets o f  regulations. These regulation projects 
included restructuring long distance telecommunications 
to protect telephone consum ers from slam m ing (the  
unauthorized switoiiing o f  a consumer’s long distance or 
local phone service provider); adopting rules to clarify how  
utilities compensate each other for pole attachments; and 
defining the role o f  the Public A dvocacy Section. The 
Commission started several new  regulatory projects during 
the year, including drafting a new regulatory framework 
for sm all rural w ater and v /a stew ater  u tilities and 
considering revisions to the telecommunications access 
charge process.

The 2001 Legislative Audit analysis stated the Commission 
operates e ffe c t iv e ly  and e ff ic ie n tly  and therefore, 
recommended that w e continue to regulate public utilities 
and pipeline carriers for the next four fiscal years. After a 
special session, the Legislature extended the agency and 
operations for one year and adopted deadlines for the 
Commission to resolve filings. Legislators also changed 
the process for nomination o f  the Commission chair to allow  
Commissioners to elect a chairperson every year.

The C om m ission  is proud o f  its accom plishm ents in 
fiscal year 2002 and w ill continue to strive to improve 
the w ay the agency conducts business.

Sincerely,

G  Nanette Thom pson  
Chair
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and on the Campfire B oys and Girls Board from 1995 
to 2000. She and her husband have five children ranging 
in age from 13 to 27.
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Dr. D eM arco received formal education at the —
o f  Pittsburgh. She holds a b achelo r o f  Science and ja  A.,
D octorate degree in biology and spent seven-yearsjin  . ^  '
biochem ical genetics research. Dr. D eM arco is m arried, _ .  
w ith tw o adult children. She serves as Treasurer o f  the 
A nchorage Sym phony Orchestra and as Secretary o f  the 
A nchorage D ow ntow n Rotary Club.
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R C A  O r g a n i z a t i o n

The Commission is divided into nine major sections ar i  
employs 61 people with an operating budget of $5,871,300 
for the fiscal year 2002. The Chair supervises staff and 
serves as a liaison between staff and Commissioners, and 
between the Commission and the Legislature.

C o m m i s s i o n e r s

Abbott, Will.............
DeMarco, Patricia.....
Smith, Bemie...........
Strandberg, James.....
Thompson, G Nanette

C o m m i s s i o n  S u p p o r t  S t a f f

Beard, Brian............................ law office assistant i
Bingham, Mary Margaret paralegal ij
Bishop-Kleweno, Dawn...................special assistant
Clark, Patricia................................ hearing examiner
Guigley, Jennifer..................... law office assistant i
Hammond, Anita.................................... paralegal u
Olson, Paul....................................hearing examiner
Nizich, Rosalie.........................process coordinatcp
Rusch, Virginia....................asst, attorney gener̂ . 1
Wilde, Ann............................................. paralegal \ i

Young, Yvette.........................................paralegal i

C o m m o n  C a r r i e r  S t a f f

Boyscn, Robin............... common carrier specialist i
Gazaway, Richard common carrier specialist iii
Kenyon, Lorraine.........chief common carrier spec, iv
Mora, Michael..............common carrier specialist hi
Treuer, Philip............... common carrier specialist hi

C o n s u m e r  P r o t e c t i o n  ( C P )  S t a f f

Alexander, Tamara.............. cp & information officer i
Goggins, Judy....................... administrative clerk h
Pitts, Agnes chief cp & information officer ii
Sabrowski, Catherine............ publication specialist ii
Weaver, Rose..................... cp & information officer i

RCA Roster
E n g i n e e r i n g  S t a f f

Burton, Jerry .................................u t i l i t y  e n g in e e r  a n a l y s t  u
Keen, Jam es  u t i l i t y  e n g in e e r  a n a l y s t  m
Persson, B rad  c h ie f  u t i l i t y  e n g in e e r  a n a l y s t  v
M anaois, John P a u i  u t i l t y  e n g in e e r  a n a l y s t  iv
Struempf, J a m e s ....................... u t i l i t y  e n g in e e r  a n a l y s t  iii
Tauaese-Puletapuai, D o ro th y  a d m in is t r a t iv e  c l e r k  ii

F i n a n c e  S t a f f

Clark, T yler  u t i l i t y  f i n a n c i a l  a n a l y s t  ii
Day, K eith ........................c h ie f  u t i l i t y  f i n a n c i a l  a n a l y s t  iv
M elendez, F e l ix  u t i u t y  f i n a n c i a l  a n a l y s t  hi
M ike, L aurentia ................................a d m in i s t r a t iv e  c l e r k  h
R ussell, B u e l l .............................. u t i l i t y  f i n a n c i a l  a n a l y s t  i
Smith, C hris  u t i l i t y  f in a n c i a l  a n a l y s t  iii

I n f o r m a t i o n  S y s t e m s  S t a f f

Joseph, V in ce .................. m ic r o c o m p u te r /n e tw o r k  t e c h .  ii
Krieger, C hristin ............................... a n a l y s t  p r o g ra m m e r  u
Norton, K eith ......................... c h ie f  a n a l y s t  p r o g ra m m e r  v

P u b l i c  A d v o c a c y  S t a f f

C ollins, D eborah .................................... l a w  o f f i c e  a s s i s t a n t  i
Craig, L e w .............................c h ie f  p u b l ic  a d v o c a c y  s e c t io n
D eV ries, S te v e .................................. a s s t ,  a t t o r n e y  g e n e r a l '
Koch, K ath erine ..................... u t i l i t y  f i n a n c i a l  a n a l y s t  iii
M cConnell, T im ..................... u t i l i t y  e n g in e e r  a n a l y s t  iv
Nation, Parker...........................u t i l i t y  f i n a n c i a l  a n a l y s t  hi
Scott, A n to n y  e c o n o m is t  ii
Zobel, R o n  a s s t ,  a t t o r n e y  g e n e r a l 1

R e c o r d s  & F i l i n g  S t a f f

M acon, L cteasha ....................a d m in , c l e r k  i, r e c e p t io n i s t
M cGowan, J o y c e ........................ a d m in i s t r a t iv e  s u p e rv is o r
M agro, H o lly ...................................... a d m in i s t r a t iv e  c l e r k  h
Renteria, L etitia ................................ a d m in i s t r a t iv e  c l e r k  hi
Wright, C aro lyn ..................................a d m in i s t r a t iv e  c l e r k  i

T a r i f f  S t a f f

Angner, M atth ew ..............................u t i l i t y  t a r i f f  a n a l y s t  i
Arnett, W endy  c h ie f  u t i l i t y  t a r i f f  a n a l y s t  ih
G oggins, J u d y ......................................a d m in i s t r a t iv e  c l e r k  ii
M eiw es, Jen n ifer  u t i l i t y  t a r i f f  a n a l y s t  iii

 co m m issio n er

  c o m m issio n er

 c o m m issio n er

 co m m issio n er

COMMISSIONER, CHAIR

1 E m p loyee  o f  the D epartm en t o f  L aw  co n trac ted  to  the C om m ission . Last revised November 15, 2002.
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R C A  O r g a n i z a t i o n

Commission Support Staff

te teasha  Macon, Receptionist

Common Carrier S taff

Common Carrier staff develops and recommends 
policies concerning local and long distance telephone 
services, cable, radio, and satellites. Staff administers 
telecommunication rates, services, and facilities for 
certificated utilities and presents analyses to the 
Commission for adjudication. Staff also participates 
on federal-state joint boards with the Federal 
Communications Commission and staff from other 
states.

Consumer Protection S taff

Consumer Protection staff interacts with consumers, 
utility personnel, members of the media, and staff. Staff 
investigates and resolves informal consumer complaints, 
promotes pubic relations, responds to information 
requests, and may assist Commission staff with formal 
complaints. Staff also educates consumers on utility 
services and rates, and disseminates information to the 
public and media regarding Commission proceedings.

(Front row, fro m  left) R ichard Gazaway, Lorraine Kenyon, 
Philip Treuer, (back row, fro m  left) Robin Boysen, and  
Michael Mora.

(Front row, from  left) Rose Weaver, Agnes Pitts, Tamara  
Alexander, (back row, from  left) Catherine Sabrowski, and  
Judy Goggins.

Commission Support staff provides legal and 
administrative assistance to the Chair and 
Commissioners. The Chair directs these functions with 

the aid of a special assistant, 
assistant attorney general, 
hearing examiners, paralegal 
support staff, and clerical 
support staff.

(Front row, from  left) A ntony Scott, Rosalie Nizich, Paul 
Olson, (back row, fro m  left) M ary M argaret B ingham . 
Jenn ife r Guigley, A n ita  Hammond, and A nn  Wilde.
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R C A  O r g a n i z a t i o n

Engineering Staff

Engineering staff develops and recommends policies 
concerning utilities for electric, natural gas, steam heat, 
refuse, water and wastewater, and pipeline carriers. Staff 
administers rates, services, and facilities for certificated 
utilities and pipeline carriers. Staff also reviews legal 
descriptions for service areas, plans for plant expansion, 
plant-in-service schedules, and depreciation schedules. 
Staff presents analyses and evaluations to the 
Commission for adjudication.

Finance S taff

Information S ystems S taff

(Front row , fro m  le ft) C hns Sm ith, T y le r C lark, K e ith  
Day, (back row, fro m  le ft) F e lix  Melendez, and  B u e ll 
Russell.

Information Systems staff develops computer programs 
for the agency’s operations, educates staff on software 
programs, and provides computer support to the 
Commission. Staff also maintains the Commission’s web 
site and works to automate parts of the Commission’s 
processes.

Vince Joseph, and  (seated) Christin Krieger.

Finance staff analyzes and evaluates utilities and 
pipeline carriers financial records, including cost of 
service studies, Power Cost Equalization, and revenue- 
requirements. Staff audits utility financial statements, 
examines historical operating year data, and pro forma 
financial adjustments for all certificated utilities and 
pipeline carriers.

(Front row , fro m  left) Jam es Keen, D oro thy Tauaese- 
Puletapuai, B rad  Persson, (back row, fro m  left) Jam es 
Stmem pf, John Paul Manaois, and  Je rry  Burton.
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R C A  O r g a n i z a t i o n

Public Advocacy Staff

P u b lic  A dvocacy staff provides the C om m ission  with  
a third party perspective in proceedings to advocate  
public interest. The C om m ission assigns cases to the 
Public A d vocacy Section to investigate and participate 
in proceedings for utilities and pipeline carriers. Staff 
audits records, engages in settlem ent d iscussions, and 
presents findings with testim ony to the Com m ission.

R ecords & Filing S taff

(Front row, fro m  left) Deborah Collins, Lew  Craig, Tim 
McConnell, (back row, fro m  left) Steve DeVries, Katherine  
Koch, and P arker Nation.

R e c o r d s  & Filing staff manages all o f  the C om m ission’s 
public records, orders, and information requests from  
staff, the public, attorneys, and utilities. S ta ff processes  
n ew  filin g s  and docum ents, m aintains current and 
arch ive filin g s , and posts public docum ents to the 
C om m ission’s w eb site.

(Front row) Joyce McGowan, (back row, fro m  left) Leiitia 
Renteria, H olly Magro. and  Carolyn Wright.

Tariff S taff

X a r if f  s ta ff investigates and analyzes tariff filings and 
p resen ts  recom m en d ation s to the C o m m iss io n  at 
bim onthly tariff action meetings. S ta ff coordinates tariff 
m eetings, com plies with all public notice requirements 
for tariff filings, and maintains current master tariffs for 
all utilities and pipeline carriers.

(Front row, fro m  left) J e n n ife r Meiwes. W endy Am ett, 
Judy  Goggins, (back row , fro m  left) B ria n  Beard, and  
M atthew  Angner.
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T h e  C om m ission  has w orked w ith the hundreds o f  
public utilities in A laska with the m ission  to ensure 
reliable continued service, sound utility management, 
and fair rates for residents in all communities o f  the state.

In 1981, the a g en cy ’s role was expanded to 
in c lu d e  o v e r s ig h t  o f  p ip e lin e  carriers and 
p ip e lin e s  w h en  it m erged  w ith  the A laska  
Pipeline C om m ission.

@  In 1999, the Legislature reorganized and renamed 
the agency to the Regulatory C om m ission o f  
A laska and established the Public A d vocacy  
Section to advocate public interests.

2002 Overview
Fiscal Year Operations

Utility com m issions were originally created to protect 
consum ers, because m ost utility services are provided  
by m onopolies. Today, com m issions are faced with the 
challenge o f  evaluating regulations and considering  
policy  changes to encourage telecom m unications and 
refuse com petition, w hile protecting consumer interests.

T he Regulatory C om m ission  o f  Alaska (RCA) strives 
to balance the u tilities’ and pipeline carriers’ investment 
recovery and the p ublic’s right to receive quality service  
at a fair price. In doing so , the C om m ission  issues  
certifica tes o f  p ub lic  co n v en ien ce  and n ecess ity  to 
qualified service providers. The RCA regulates the rates, 
services, practices, or facilities o f  257 utilities and 16 
pipeline carriers in Alaska.

A “Menzi muck ’’ mac’ tine carves out a  trench to bury power 
lines. Photo is courtesy o f  A laska Electric Light &  Power 
Company.

T he R C A  has sp e c ific  jurisd iction  over the 
op era tio n  o f  e le c tr ic  u t i l it ie s ,  natural gas  
utilities, refuse collection, water and wastewater 
treatm ent, steam  heat producers, telephone  
com panies (local and instate services), as w ell 
as oil and gas p ipeline carriers.

The C om m ission  com putes the power costs and 
resultant state assistance amounts for customers 
o f  electric utilities participating in the Power 
Cost Equalization program.

The C o m m iss io n  carries out its regulatory  
r e sp o n s ib ilit ie s  through sev era l m eans. It 
conducts audits, investigations, public m eetings, 
T ariff A ction  m eetings, informal and formal 
proceedings, and resolves consumer complaints.

The C om m ission  functions as a quasi-judicial 
body w h en  ren d erin g  d e c is io n s  in form al 
proceed ings and as a q uasi-leg is la tive  body  
when establishing and enforcing its regulations. 
The statutes and regulations o f  the state govern  
the C o m m is s io n ’s p r o c e e d in g s  and  
determinations.A service technician w ith  Anchorage Water and Wastewater 

Utility (AWWU) works inside a caisson. Photo is courtesy o f  
Municipality o f  Anchorage d / b /  a AWWU.
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F i s c a l  Y e a r  O p e r a t i o n s

I n  1992, fo llow in g the mandate o f  the Legislature, the 
C om m ission  enacted regulations to recover operating 
costs through an assessm ent on the revenues o f  regulated 
u tilities and p ip elin e  carriers. The R egulatory Cost 
Charge show s up as a recurring surcharge on the monthly 
billing statements to consumers and shippers.

Operating Budget
The Legislature appropriated and the Governor approved 
a fisca l year 2003 budget o f  $ 6 .0 4  m illion , funded  
entirely from the Regulatory Cost Charge. There are no  
unrestricted  general funds in the fisc a l year 2 0 0 2  
appropriation.

F isca l Y ear 1 9 9 9  2 0 0 0  2 0 0 1  2 0 0 2  % C hange
(2001-2002)

A ppropria tions ---------------------------------------------------------------------------------------------------------------------------
P ersonal Services $ 2 ,8 3 9 ,9 0 0  $ 3 ,2 8 7 ,0 0 0  $ 3 ,4 2 2 ,4 0 0  $ 3 ,7 3 4 ,5 0 0

Travel 3 5 ,000  3 5 ,0 0 0  5 2 ,2 0 0  5 5 ,0 0 0

C o n tractual 1 ,525,200  1 ,300 ,900  1 ,808 ,700  2 ,0 0 5 ,5 0 0

Com m odities 62 ,500  6 2 ,5 0 0  6 2 ,5 0 0  6 2 ,5 0 0

E quipm ent 13,800 13,800  13 ,800  13 ,800

Total Appropriations $ 4 ,476 ,400  $ 4 ,6 9 9 ,2 0 0  $ 5 ,3 5 9 ,6 0 0  $ 5 ,8 7 1 ,3 0 0  9.5%

E xp en d itu re s  --------------------------------------------------------------------------------------------------------------------------
P ersonal Services $2 ,6 1 6 ,8 0 2  $ 2 ,9 8 9 ,0 8 9  $ 3 ,4 0 2 ,7 8 6  $ 3 ,5 8 4 ,1 8 2

Travel 4 2 ,773  56 ,692  7 2 ,359  3 8 ,0 0 8

C on tractu a l 1 ,373,854  1 ,145,843  1 ,583 ,573  1 ,821 ,477

C om m odities 64 ,623  7 7 ,919  4 8 ,6 1 5  8 2 ,9 9 7

E quipm ent 22,421 19,689 10,589  127,401

Relocation C osts 0 0 140,249 0

Total Expenditures $4 ,120 ,473  $ 4 ,2 8 9 ,2 3 2  $ 5 ,2 5 8 ,1 7 1  $ 5 ,6 5 4 ,0 6 5  7.5%

R ev en u e  R e c e i p t s ' ---------------------------------------------------------------------------------------------------------------------
G eneral Fund $3 ,9 2 6 ,5 9 7  $4 ,2 8 9 ,2 3 2  $5 ,2 5 8 ,1 7 1  $ 5 ,6 5 4 ,0 6 5

Program  R eceipts2

Total R e v e n u e s  $ 3 ,9 2 6 ,5 9 7 3 $ 4 ,2 8 9 ,2 3 2  $ 5 ,2 5 8 ,1 7 1  $ 5 ,6 5 4 ,0 6 5  7.6%

' The C om m ission received revenues under various provisions o f  its statutes including cop ying and postage charges 
(AS 42 .0 5 .2 0 1 ) and cost allocations in proceedings (AS 42.05.651 and A S 4 2 .0 6 .6 1 0 ).

2 R evenues from the Regulatory Cost Charge user fee are recognized on the m odified  accrual m ethod o f  accounting  
for fiscal years 2000 through 2002. Fourth quarter revenues are generated as o f  June 30 th, but co llected  in July o f  
the follow ing fiscal year.

3 Reporting did not include the transfer o f  $332 ,478 .63  on August 20, 1999 and $ 1 2 ,1 7 1 .3 2  on N ovem ber 9 ,1 9 9 9 .
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Fiscal Year Operations

C o m p a r a t i v e  I n f o r m a t i o n  

C o n s u m e r  P r o te c t io n  s t a f f  p ro v id e s  p u b lic  
inform ation to consum ers about com parative utility 
services and rates based  on filed  tariffs.

(£ )  R a t e  R e g u l a t i o n

T he C om m ission  regulates u tilities and pipeline 
carriers to  ensure  consum ers have reasonable and 
ju s t rates, w ith fa ir rates o f  return  to the utilities. 
T he C om m ission considers and approves econom ic 
developm ent incentive rates, special contracts, and 
p rom otions that are in the pub lic  interest.

©

©

T h e  C o m m i s s i o n  w i l l  c o n t i n u e  t o  . .  .

R ev iew  and  approve  e le c tr ic  ra tes  ch arg ed  by 
reg u la ted  e lectric  u tilities statew ide.

M o n ito r  re fu s e  s e rv ic e s  s ta te w id e  and  a llo w  
com petition  w hen  it is in the  pub lic  interest.

^  S u p p o rt im provem ents to  th e  s ta tew ide  netw ork  
to a llow  the delivery  o f  affordable h igh-speed  data 
and voice  serv ices to  all com m unities in A laska.

E c o n o m i c  D e v e l o p m e n i  2 0 0 3  C o m m i s s i o n  F l a n

T h c Commission supports economic development through 
the use of the following three tools to ensure reliable utility 
services at affordable rates:

C e r t i f i c a t i o n  P r o c e e d i n g s  

T h e  C o m m iss io n  is su e s  c e r tif ic a te s  o f  p u b lic  
convenience and  necessity  to qualified  applicants 
th a t  p o s s e s s  th e  f in a n c ia l ,  te c h n ic a l ,  a n d  
m an agem en t capab ilities to  s tim ulate  econom ic 
d e v e lo p m e n t and  m e e t th e  p re se n t an d  fu tu re  
dem ands for services.

A  helicopter crew replaces old a ircraft marker balls on the 
69kv 'rar.sm ission line in Juneau. Photo is courtesy oj 
Alaska Electric Light &  Power Company.

E n c o u ra g in g  ru ra l e c o n o m ic  d e v e lo p m e n t req u ire s  
innovative solutions. O ne o f  the keys is the im provem ent 
o f  infrastructure to offer advanced telecom m unications 
and energy services in rural areas. B etter delivery system s 
m ean a low er cost o f  pow er arid phone service. O nce these 
c o m m u n it ie s  a re  l in k e d  to  th e  “ c o m m u n ic a tio n s  
superhighw ay” , there w ill be m ore local opportunities fo r 
econom ic interaction in the global m arketplace.

R e v ie w  r a te s  o f  e x is t in g  g a s  u t i l i t i e s  a n d  
app lica tion s to expand  the availab ility  o f  natural 
gas heating  in the  state.

R eso lv e  d isp u tes  o v e r p ip e lin e  ta r i f f  ra tes  and 
p artic ip a te  in  the p rocess to  develop  a regulatory  
fram ew ork  to  operate  a natural gas p ip eline  from  
the N orth  S lope.

Thomas Knight, Network Administrator, grasps the OC3 
f ib e r patch panel “where he w ill tap light speed'. Photo is 
courtesy o f M atam ska  Telephone Association, Inc.

(6 )  C o o rd in a te  w ith  s ta te  an d  fed era l ag en c ies  to 
im plem ent the  Federal C lean  W ater A ct standards. 
T he C om m ission  w ill com plete  its e ffo rt to design 
an a lte rnative  regu la to ry  fram ew ork  fo r sm all and 
governm ent-ow ned w ater and w astew ater system s.

Fulfill the directives o f  the 1996 Telecommunications 
A ct to  allow  com petition and  to provide choices to 
consum ers.

@
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F i n a n c i a l  O p e r a t i o n s  a n d  

R e p o r t e d  C u s t o m e r s
P rep ared  by Felix M elendez

F i s c a l  Y e a r 1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1

M e t  r lC L T ll ' "
C able Television2 $ 6 ,7 5 1 ,0 0 0 $ 6 ,23 2 ,0 00 $ 6 ,5 7 4 ,0 0 0 $ 6 ,3 8 0 ,0 0 0
E lectric 1 ,233 ,579 ,201 1,307,506,511 1,361,572,213* 1 ,389 ,426 ,622
N atu ra l G as 1 79 ,757 ,326 180,458,522 1 86 ,650 ,434 1 80 ,965 ,146
R efuse 6 ,6 38 ,9 6 0 5 ,998 ,254 3 ,0 7 2 ,1 2 2 3 ,1 8 4 ,0 2 5
S team  H eat Not repo rted 1 ,776,628 7 ,9 9 1 ,0 3 3 8 ,4 84 ,2 2 9
Telecommunications3 4 1 7 ,0 2 4 ,2 9 0 6 60 ,6 5 3 ,31 6 625,546,641* 5 99 ,8 3 1 ,47 6
W astew ater 9 7 ,8 2 3 ,5 8 2 103,568,947 8 4 ,2 7 2 ,8 4 2 9 4 ,3 4 0 ,3 2 0
W ater 1 53 ,698 ,530 162 ,073,055 125 ,579,941 1 41 ,494 ,274

T o t a l  N e t  P l a n t  $ 2 , 0 9 5 , 2 7 2 , 8 8 9 $ 2 , 4 2 8 , 2 6 7 , 2 3 3 $ 2 , 4 0 1 , 2 5 9 , 2 2 6 ’ $ 2 , 4 2 4 , 1 0 6 , 0 9 2
1 ^  r>

u r o s s  K e v e n u e

Cable Television2 $ 5 ,3 7 2 ,0 0 0 $ 5 ,81 1 ,0 00 $ 6 ,1 8 9 ,0 0 0 $ 6 ,5 6 3 ,0 0 0
Electric 5 0 4 ,5 1 3 ,6 0 6 513 ,7 1 4 ,26 0 525,626,713* 557 ,262 ,581
N atura l G as 100 ,865 ,752 110 ,451,278 9 9 ,5 8 0 ,2 5 7 117 ,028 ,010
R efuse 2 6 ,6 3 3 ,7 2 6 31,250,540* 3 3 ,0 7 7 ,0 1 4 ’ 3 3 ,3 4 2 ,3 3 0
S team  H eat Not rep o rted 1 ,414,788 1 ,540 ,413 1 ,895 ,793

j Telecommunications3 2 3 5 ,8 4 6 ,9 8 8 360,273,606* 3 5 7 ,1 9 7 ,0 2 1 ’ 3 6 9 ,7 6 0 ,4 5 2
W astew ater 3 1 ,4 7 3 ,8 7 4 3 2 ,343 ,760 3 2 ,5 1 8 ,9 4 2 3 2 ,4 8 8 ,8 5 7
W ater 3 5 ,6 4 7 ,8 8 4 35 ,50 3 ,9 89 3 6 ,0 2 9 ,7 2 7 3 6 ,959 ,311

T o t a l  G r o s s  R e v e n u e $ 9 4 0 , 3 5 3 , 8 3 0 $ 1 , 0 9 0 , 7 6 3 , 2 2 V $ 1 , 0 9 1 , 7 5 9 , 0 8 7 1 $ 1 , 1 5 5 , 3 0 0 , 3 3 4

Cable Television” $ 7 8 4 ,0 0 0 $97 2 ,0 00 $ 9 8 1 ,0 0 0 $ 7 5 7 ,0 0 0
Electric 4 1 ,4 5 5 ,8 8 6 42 ,77 3 ,4 82 3 6 ,9 0 4 ,7 1 9 ' 3 1 ,1 8 8 ,1 7 7
N atura l G as 15 ,710 ,652 18,010,521 8 ,7 8 9 ,2 4 6 6 ,5 80 ,7 8 8

; R efuse 2 ,817 ,821 3 ,885 ,765 2 ,6 3 2 ,1 2 5 3 ,4 9 7 ,3 6 8
S team  H eat Not repo rted (2,796,173) (1,492,060) (1,057,779)
Telecommunications3 2 4 ,10 5 ,4 02 3 2 ,9 9 2 ,1 4 7 ’ 3 7 ,8 3 9 ,6 6 9 ’ 3 9 ,5 0 1 ,9 2 8

j W astew ater 4 ,0 6 7 ,8 1 0 5,016 ,028 4 ,9 8 8 ,5 5 4 4 ,058 ,481
i W ater 6 ,2 2 4 ,6 5 7 208 ,994 6 ,8 1 1 ,5 1 6 5 ,8 57 ,6 2 8

T o t a l  N e t  I n c o m e $ 9 5 , 1 6 6 , 2 2 8 $ 1 0 1 , 0 6 2 , 7 6 4 ’ $ 9 7 , 4 5 4 , 7 6 9 ' $ 9 0 , 3 8 3 , 5 9 1

C u s t o m e r s

Cable Television2 9 ,420 7,822 8 ,130 8 ,130
Electric 218 ,621 225 ,821 2 2 9 ,3 0 6 ' 2 3 3 ,1 9 9
N atura l G as 98 ,22 0 99,285 103 ,728 108 ,487
Refuse 52 ,11 6 50,359 51 ,16 0 52 ,315
S team  H eat Not repo rted 124 135 148
Telecommunications3 4 2 7 ,0 0 0 ’ 5 3 4 ,5 5 5 ' 5 92 ,8 1 5 570 ,2 1 6
W astew ater 5 7 ,36 4 62,949 59 ,219 6 0 ,057
W ater 58 ,212 60,586 60,292 60 ,150

T o t a l  C u s t o m e r s 9 2 0 , 9 5 3 ’ 1 , 0 4 1 , 5 0 V l , 1 0 4 , 7 8 5 l 1 , 0 9 2 , 7 0 2  I

' Figures have been restated to correct com pilation errors in sum m arizing reported data in previous annual reports. 
2 Cable te lev is io n  is not regulated  by the C om m ission  as to rates and se r v ic es  w ith  the excep tion  o f  G C I  

C able, in Juneau, w hich  is rate regulated  for b asic  tier channels.
5 Includes local exch an ge carriers only.
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/ G \  D i s p u t e d  S e t t l e m e n t  A g r e e m e n t  R e s o l v e d ;  

W  C h u g a c h  E l e c t r i c  A s s o c i a t i o n , I n c .

T h e  Commission issued an order resolving disputes arising 
under a Settlement Agreement between Chugach Electric 
Association, Inc. (Chugach), and its two largest wholesale 
customers, Matanuska Electric A ssochaon, Inc. and Homer 
Electric Association, Inc./Alaska Electric Generation & 
Transmission Cooperative, Inc. The Se'u. ment Agreement 
provided for the determ ination o f  Chugach’s current 
wholesale rates and the effective rates since 1997 for the 
two wholesale customers. Docket: U-96-37, pending

D e f i n i n g  t h e  F u t u r e  M a r k e t  S t r u c t u r e  o j  

A l a s k a ’s  E l e c t r i c  I n d u s t r y

Xhrough hearings and extensive comments from interested 
parties, the Commission examined the electric utility market 
structure study that was commissioned jointly with the State 
Legislature. Having considered gathered information and 
the issues highlighted by the study, the Commission found 
insufficient evidence in the record to show that retail electric 
competition would be in A laska’s public interest There 
was no compelling evidence that rates would be lowered 
and pursuing competition would have required an extensive 
investment to create a well-functioning power market, 
exposing ratepayers to significant risks. The Commission  
decided to continue to monitor the dynamics that influence 
electric utility policy, specifically the natural gas supply 
and improvements to power transmission up and down the 
R ailbelt, and should  the L egislature take up p o licy  
concerning electric utility restructuring in the future, the 
Commission w ill strive for the greatest public benefit. 
Docket: R -97-10, closed (9/28/01)

R a t e  I n c r e a s e  a n d  M e t h o a o l o g y  C h a n g e ;  

> 4 ^  C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .

A f te r  reconsideration, the Commission granted a 3.98  
percent interim and refundable rate increase to Chugach 
E lectric  A ss o c ia t io n , In c. (C h u ga ch ), and began  
proceedings to determine appropriate rates and the recovery 
o f  environmental remediation costs related to its Cooper 
Lake Hydro Project, and to change from a Times Interest 
Earned Ratio to a Rate Base Rate o f  Return methodology  
o f  establishing rates. The proceeding will constitute the 
first com prehensive review  o f  C hugach’s retail and 
wholesale rates since 1989. Docket: U-01-108, pending

Electric Events Natural Gas  E vent

«
 A p p r o v e d  C o o k l n l e t  N a t u r a l  G a s  S u p p l y  

C o n t r a c t  a n d  R e v i e w  o f  B a s e  R a t e s ;  

E N S T A R  N a t u r a l  G a s  C o m p a n y ,  a  
D i v i s i o n  o f  S E M C O

T h  e Com m ission approved a gas supply contract to help 
satisfy projected long-term supply requirements for the 
c u s to m e r s  o f  E N S T A R  N a tu ra l G as C om p an y  
(ENSTAR), a D iv ision  o f  SEM CO , to stimulate further 
Cook Inlet natural gas exploration efforts.
Docket: U -01-07 , c losed  (6 /10 /02)

The Commission investigated ENSTAR’s base rates and 
approved their request to update the revenue-requiremcnt 
to the 2000 test-ycar as a result o f  the 1999 acquisition of  
ENSTAR by SEMCO Energy Company. The Commission 
bifurcated the proceeding into two phases. The first phase 
established an appropriate revenue-requirement and the 
second phase established the appropriate rate design for 
ENSTAR to recover its approved revenue-requiremcnt. 
Dockets: U-OO-88, pending

An employee fo r  ENSTAR N atura l Gas Company (ENSTAR), 
a Diuision rf  SEMCO, repairs a residentia l gas meter on a 
new  home. Photo is courtesy o f  ENSTAR.

R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a -  7 0 1  W est E i g h t h  A v e . ,  S u i t e  3 0 0 - A n c h o r a g e ,  A K .  9 9 5 0 1  - 9 0 7 - 2 7 6 - 6 2 2 2  20



Regulated Utilities

in rural A laska markets could be delayed or halted. The 
C om m ission spent significant resources to review  and 
resolve various disputes and requests concerning carrier- 
to-carrier practices and interconnection agreem ents. 
Dockets: U -96-89, U -0 1 -37, U -0 1-41, U -02-18, pending

D e s i g n a t i o n  o f  P u b l i c  I n t e r e s t  P a y  

T e l e p h o n e s

®
 C o n s o l i d a t i o n  o f  R e f u s e  C e r t i f i c a t e s ;  

W a s t e  M a n a g e m e n t  o f  A l a s k a ,  I n c .

W a s t e  M anagem ent o f  A laska, Inc. (WM A ), a w h olly  
ow ned subsidiary o f  U SA  W aste M anagem ent, Inc., 
filed  to consolidate all refuse u tilities ow ned  under a 
sing le  certificate and tariff. T he C om m ission  approved  
W M A’s application to m erge its refuse public utility  
operations in A laska under a s in g le  certificate. T he  
C om m ission  also  approved an application to change  
the utility’s nam e to Waste M anagem ent o f  A laska, Inc. 
d/b/a A nchorage R efu se , A ndersen  S erv ices, Arrow  
R efuse, Peninsula Sanitation, Star Sanitation Service, 
T ongass Sanitation , W asilla  R efu se , and W illiw a w  
Services. The C om m ission w ill review  the rate impact 
o f  this consolidation in 2003. D ocket: U -00-30 , pending

A laska Pow er &  Telephone Company (AP&T) customer 
representatives make a call. Photo is courtesy o f  AP&T.

“Keep A la s k a ’s  b e a rs  w ild ,  h a n d le  y o u r  g a rbage  
responsibly. “ Photo is courtesy o f  Waste Management oj 
Alaska, Inc.

R e f u s e  E v e n j

T h  e C om m ission  requested applications from elig ible  
providers, fo llow ing the adoption o f  regulations for the 
provision o f  public interest pay telephones in 2000. After 
final se le c t io n s  are m ad e, at least one p ub lic  pay  
telephone w ill be available in each com munity where a 
need for service exists. T he public pay telephones w ill 
be subsid ized  through the Alaska Universal Service  
Fund. D ockets: R -97-03 , U -01-124, pending

T e l e c o m m u n i c a t i o n s  E v e n t s

L o c a l  C o m p e t i t i o n  i n  F a i r b a n k s  a n d  

J u n e a u

T h e  C o m m iss io n  p re v a ile d  on  a p p ea ls  f ile d  by  
in cu m b en t carr iers w h o  s e e k  to  ov er tu rn  the  
C om m ission’s orders to open up local com petition in 
the Fairbanks and Juneau areas (U -9 7 -8 2 /1 43 /144  and 
U -9 9 -1 4 I/1 4 2 /1 4 3 ) litigation  is still pending. I f  the 
incum bent carrier is su c cessfu l in overturning k ey  
Com m ission decisions in these areas, local com petition

w
C o n s i d e r a t i o n  o f  t h e  R e f o r m  o f  I n t r a s t a t e  

I n t e r e x c h a n g e  T e l e c o m m u n i c a t i o n s  

M a r k e t  S t r u c t u r e  a n d  R e g u l a t i o n s

T h e  C o m m issio n  continued  to rev iew  regu lations  
governing the intrastate interexchange market, access 
charge reform, and a variety o f  other matters. The review  
o f  in terexch an ge m arket rules includes w hether to  
change the responsibilities o f  the carrier o f  last resort 
within the state and what regulations should apply to 
the rates and services provi Jed by long distance carriers 
to consum ers and to other carriers.
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The Com m ission is considering the appropriate manner 
for incumbent carriers to recover the cost o f  using the local 
network to originate and terminate interexchange services, 
as part o f  the access charge reform review. One o f  the 
primary issues in the proceeding is whether these access 
costs should be recovered directly from consumers (e.g., 
through a flat m onthly surcharge) or should the costs 
continue to be recovered through long distance rates.

T he Com m ission is evaluating options for streamlining 
the processes for authorizing long distance carriers to 
operate in Alaska. Such streamlining m ay improve the 
agency’s effic iency and reduce regulatory burden placed 
on utilities. Dockets: R -98-01, R -00-04, R -01-01, pending

®
 D i s a g g r e g a t e  S t u d y  A r e a s  f o r  D i s t r i b u t i n g  

F e d e r a l  U n i v e r s a l  S e r v i c e  F u n d s

T h e  C o m m iss io n  gran ted  G CI C o m m u n ica tio n  
C o r p o ra tio n  (G C IC C ) s ta tu s  as an E lig ib le  
T elecom m unications Carrier (ETC) in Fort Wainwright, 
Fairbanks, and Juneau study areas o f  Alaska. Through 
the ETC status, GCICC is allow ed to file and obtain 
Federal Universal Service Fund support for the provision 
o f  local service. Docket: U -0 1-11, pending

y f lk  G r a n t e d  P a r t i a l  I n t e r i m  a n d  R e f u n d a b l e  

R a t e  R e l i e f ;  A l a s k a  C o m m u n i c a t i o n s  

S y s t e m s ,  I n c .

A la s k a  Com m unications System s, Inc. (A C S) filed for 
the first time in ten years, a rate increase in the service  
areas o f  Anchorage, Fairbanks, Juneau, and Sitka. The 
Com m ission granted a 24 percent, interim and refundable 
rate increase to allow  ACS to eam  a reasonable rate of 
return on their investm ents. Docket: U -0 1-34, pending

O n  a test basis, the C om m ission adopted a biennial 
r e v ie w  m e th o d o lo g y  p ro p o sed  b y  u t i l i t ie s  th a t  
p a rtic ip a ted  in th e an n u a l r e v ie w  o f  in tra sta te  
interexchange access charge rates. Under this process, 
the local exchange carriers (LEC) who participate in the 
annual p o o le d  rate ca lcu la tio n  file  their rev en u e-  
requirements in alternating years, with approxim ately  
half o f  the LECs filing in a g iven  year. The individual 
utility revenue-requirem ent reported in the prior year 
would be included in the pooled calculation for those  
LECs not filing in the current year. This m ethodology is 
anticipated to provide som e overall reduction in costs 
for the LECs that are required to produce the revenue- 
requirem ent stu d ies , w h ile  generally im proving the 
quality o f  each annual regulatory review  by reducing  
workload com pression and allow ing for a more detailed  
review  o f  individual com pany revenue-requirements. 
Docket: U -01-49 , closed  (5 /31 /02)

I  he Federal C om m unications C om m ission  allow ed  
incumbent Eligible Telecommunications Carriers (ETC) 
to submit plans for distributing Federal Universal Service 
Funds within a geographic area in order to better target 
federal fimding to high-cost areas and consequently reduce 
funding to low -co st areas. In 200 2 , the C om m ission  
received plans from each o f  the regulated incumbent ETCs. 
These plans were uncontested and have gone into effect as 
allowed under federal regulation. Docket: R-OO-Ol, pending

®
 U n i v e r s a l  S e r v i c e  S u p p o r t  f o r  L o c a l  

S e r v i c e ;  G C I  C o m m u n i c a t i o n  C o r p o r a t i o n

An A rctic  Slope Telephone Association Cooperative, Inc. 
(ASTACI te lephone technic ian splices w ires. Photo is  
courtesy o f  ASTAC.

«
 B i e n n i a l  I n t r a s t a t e  I n t e r e x c h a n g e  A c c e s s  

C h a r g e  R e v i e w  M e t h o d o l o g y  A d o p t e d  o n  

a  T e s t  B a s i s
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A p p r o p r i a t e  U s e  o f  F e d e r a l  U n i v e r s a l  

S e r v i c e  F u n d s  b y  T e l e c o m m u n i c a t i o n s  

C a r r i e r s

A s  a prerequisite for continued receipt o f  Federal 
Universal Service Funds, the Federal Com m unications 
Com m ission (FCC) requires the Com m ission to annually 
certify whether E ligible Telecom m unications Carriers 
(ETC) in A laska w ill use the funds only for the provision, 
m aintenance, and upgrading o f  facilities, and services 
for w hich the support w as intended. The C om m ission  
review ed the information concerning the use o f  federal 
funds by each ETC in Alaska and on September 26 ,2001 , 
certified to the FCC that the funds received  in 2002  
w ould  be appropriately used. Docket: U -0 1-90, pending

New sewer p ipes to be installed in Anchorage. Photo is 
courtesy o f  M unicipa lity o f  Anchorage d /b /a  Anchorage 
Water and Wastewater Utility.

Water & Wastewater E vents

/ J J  W a t e r  S e r v i c e  E x p a n d e d  t o  G i r d w o o d ;  

M u n i c i p a l i t y  o f  A n c h o r a g e  d / b / a  

A n c h o r a g e  W a t e r  a n d  W a s t e w a t e r  U t i l i t y

T h  e Com m ission approved M unicipality o f  Anchorage  
d /b /a  A n ch o ra g e  W ater and W astew ater U t i l i ty ’s 
(AW W U) application to amend its certificate and expand 
service into the entire Girdwood area. The C om m ission  
found A W W U  w ould  m eet the fire flow  needs o f  a 
proposed Girdwood Post O ffice. Anchorage Water and

W astewater U tility w ill also offer a viable alternative to 
an existing small water utility i f  the utility experiences 
financial, m anagerial, or technical difficulties.
Docket: U -01-35 , c losed  (6 /10 /02 )

C o n s i d e r a t i o n  o f  t h e  R e g u l a t i o n s  f o r  

'8 9 ' C e r t i f i c a t e d  S m a l l  P u b l i c  W a t e r  a n d  

W a s t e w a t e r  S y s t e m s

T h e  C o m m iss io n  in it ia te d  an in q u iry  in to  the  
developm ent o f  n ew  regulations for sm all public water 
and wastewater sy ste m s as part o f  the State o f  A laska’s 
responsib ility  to the U .S . E nvironm ental Protection  
A gen cy  to im plem ent the S a fe  D rinking Water A ct. 
The State must dem onstrate an e ffec tiv e  strategy w ith  
c o n tr o l p o in ts  to  a c h ie v e  s ta te w id e  t e c h n ic a l ,  
financial, and m anagerial fitn ess  or available funds 
could be reduced for A la sk a ’s sa fe  d rink ing  w ater  
program. T he A lask a  D epartm ent o f  E nvironm ental 
C o n se r v a tio n  (A D E C ) is  p u r su in g  a “ C a p a c ity  
D evelopm en t P rogram ” to im prove the operation o f  
sm all water and w astew ater system s. T he C om m ission  
has been  w o rk in g  c lo s e ly  w ith  A D E C  and oth er  
s ta k e h o ld e r s  to  d e v e lo p  a u n if ie d  s tr a te g y  to  
e ffe c t iv e ly  im p lem e n t the C ap acity  D e v e lo p m e n t  
Program, so that the U .S . E nvironm ental Protection  
A g e n c y ’s req u irem en ts are m et w h ile  m in im iz in g  
regulatory redundancies. D ock et: R -0 2 -0 4 , pending

D e n i e d  R e q u e s t  t o  R e c o v e r  A c q u i s i t i o n  

A d j u s t m e n t  a n d  A p p r o v e d  C o s t  B a s e d  

I n t e r i m  a n d  R e f u n d a b l e  R a t e  R e l i e f ;  

G o l d e n  H e a r t  U t i l i t i e s ,  I n c .

G o l d e n  H eart U t i l i t ie s ,  In c . (G H U ) w ater  and  
w a stew a ter  d iv is io n s  w a s d en ie d  a rate r e l ie f  to  
recover an am ount in e x c e ss  o f  the price purchased  
for the system s acquired  from Fairbanks M unicipal 
U tilities System  (U -0 0 -1 1 5 /1 1 6 ). H ow ever, GH U w as  
granted an interim  and refundable rate r e lie f  based  
on rep orted  in c r e a s e s  in a c tu a l in v e s tm e n t  and  
operating c o sts  for the u tility  in test-year  f ilin g s . 
D ockets: U -0 2 -1 3 , U -0 2 -1 4 , pending
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Financial Operations
Pipeline Carriers

P rep a red  by F e lix  M elendez
F i s c a l  Y e a r  1 9 9 8 1 9 9 9 2 0 0 0 2 0 0 1

iy
G ross
Net

$ 1 1 ,1 4 3 ,9 4 2 ,6 1 3
4 ,4 0 9 ,1 5 0 ,3 1 0

$ 1 1 ,1 6 7 ,5 0 9 ,1 1 7
4 ,2 0 2 ,5 0 4 ,8 5 0

$ 1 1 ,4 2 2 ,1 9 0 ,3 7 1
4 ,1 6 9 ,1 1 3 ,7 8 2

$ 1 1 ,5 3 1 ,0 7 9 ,3 8 0
4 ,1 0 7 ,2 3 3 ,1 1 4

i G ro ss 
i Net 

Throughput1 
(barrels)

$ 1 ,3 9 5 ,8 2 0 ,9 4 9
2 7 4 ,4 6 3 ,1 7 3

$ 1 ,4 4 0 ,6 2 9 ,2 0 0
5 0 4 ,5 8 1 ,4 3 8

$ 1 ,3 0 7 ,9 7 8 ,9 1 8
3 0 6 ,2 6 1 ,9 6 5

$ 1 ,5 3 1 ,1 9 7 ,1 4 8
3 8 1 ,9 2 6 ,5 3 0

6 8 6 ,3 9 0 ,0 8 8 6 6 8 ,1 0 4 ,6 8 6 7 2 2 ,7 2 3 ,3 3 4 ’ 7 5 4 ,3 5 0 ,7 6 8
LrrOSS
(per barrel) $ 2 .0 3 1*2 .16 $ 1 .8 1 ’ $ 2 .0 3

(per barrel) $ 0 .4 0 $ 0 .7 6 $ 0 .4 2 ’ $ 0 .5 1

This figu re  above show s the am ount o f  Property and Revenue fo r  regulated p ipeline carriers. The Throughput o f  o il 
has increased 4% and  $0 .22  p e r  barre l in  Cross Revenue fro m  f is c a l ye a r 2000  to fis c a l yea r 2001.

C o o k  I n l e t  P i p e  L i n e  E v e n t s

A c c e p ta n c e  o f  G a s S a le s  A g reem en t;  
A la ska  P ipeline C om pany

T h  e C om m ission  accepted  the am ended Gas Sales  
A greem ent (G S A ) betw een  A laska P ipeline Company, 
a w holly -ow ned  subsid iary o f  SEM CO Energy Inc., o f  
w hich the E N ST A R  Natural Gas C om pany (ENSTAR) 
is a D ivision  o f  the U nion  Oil C om pany o f  California  
(U nocal). ENSTAR filed a tariff advice letter requesting 
approval o f  a new  G S A  betw een  U nocal and ENSTAR. 
T he tariff w as su sp en d ed  for s ix  m onths to a llo w  
E N S T A R  the o p p o rtu n ity  to sh o w  that the G S A  
provisions were in the public interest, that a reasonably  
com petitive procurem ent process w as undertaken, and 
to explain the G SA ’s im pact on long-term  regional gas 
su p p ly . The C o m m iss io n  am end ed  the G SA  after  
review ing ev id ence, testim ony, and public com m ents. 
The G SA  serves to provide E N ST A R  ratepayers with  
a reliable supply o f  reasonably priced gas, and creates 
an incentive for more than one gas producer to remain  
in C ook Inlet. D ocket: U -0 1-07, c losed  (6 /10 /02 )

R a te  S ettlem en t; Cook In le t P ipe L ine  
C om pany

T h  e C om m ission approved a multi-year rate settlement 
based on an agreement between the State o f  Alaska and 
Cook Inlet Pipe Line Company. The Commission accepted 
filed rates for the periods o f  1993 through 1997; rates 
prescribed by the Settlement Agreem ent for 1998, 1999, 
and 2000; a settlement methodology, whereby rates were 
calculated for the years o f  2001 and 2002; and w ill be 
calculated for future years. Docket: P-92-05, pending

# A p p lic a tio n  f o r  C e r tific a tio n ;  K e n a i  
K a ch em a k  Pipeline C om pany, LLC

T h  e Com m ission processed an application from Kenai 
K ach em ak  P ip e lin e  C om pany, LLC (K K P L ) for a 
certificate to construct and operate a gas pipeline from 
Ninilchik to Kenai. The pipeline will transport natural gas 
from supplies near Ninilchik for delivery to connecting 
pipelines at Kenai. If granted a certificate, KKPL will be 
the first certificated natural gas pipeline under Alaska 
Statutes 42.06. Docket: P-02-06, pending

1 Figures have been restated to correct com pilation errors in sum m arizing reported data.
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Pipeline Carriers
Trans A laska Pipeline S ystem E vents

R e o p e n e d  Q u a l i t y  B a n k  P r o c e e d i n g s ;  

T r a n s  A l a s k a  P i p e l i n e  S y s t e m  C a r r i e r s

« .P i p e l i n e  C e r t i f i c a t i o n ;  B P  T r a n s p o r t a t i o n  

( A l a s k a )  I n c .

The Com m ission granted, on an interim basis, a connection 
permit to BP Transportation (Alaska) Inc., to connect the 
Northstar Oil Pipeline to the Trans Alaska Pipeline System  
at Pump Station No. 1. The Commission w ill grant a final 
permit i f  specific terms and conditions o f  the connection  
are found reasonable. Docket: P-01-06, pending

P i p e l i n e  C e r t i f i c a t i o n ;  M i l n e  P o i n t  P i p e l i n e  

C o m p a n y

Salmon Creek Dam in Juneau generates ouer 10percent oj 
the c ity 's hydroelectric power. Photo is courtesy o f  A laska  
Electric Light &  Power Company.

N orth S lope Pipeline E vents

«
 T r a n s p o r t a t i o n  R a t e  S e t t l e m e n t  A g r e e m e n t ;  

A l p i n e  T r a n s p o r t a t i o n  C o m p a n y

The Com m ission accepted the rate settlement for the 2001 
transportation rates based on a Settlement A greem ent 
between the State o f  Alaska and Alpine Transportation 
Company. The agreement prescribes a methodology under 
which the pipeline carrier must file rates at or below  the 
maximum calculated rate. Docket: P-00-15, pending

The Federal Energy Regulatory C om m ission (FERC) 
consolidated its Trans A laska Pipeline System  (TAPS) 
quality bank proceedings and ordered hearings before a 
FERC administrative law  judge. In order to place the 
C om m ission ’s quality bank proceedings in the sam e  
procedural status as those o f  the FERC, the Commission  
reopened Docket P-98-09; consolidated the Com m ission’s 
quality bank dockets; directed that concurrent hearings be 
held with the FERC; and appoint an administrative law  
judge. Hearings in this docket w ill be held concurrently 
with FERC hearings regarding the quality bank proceedings 
in the fall o f 2002. Docket: P-89-02, pending

«
 T r a n s f e r  o f  O w n e r s h i p ;  P h i l l i p s  

T r a n s p o r t a t i o n  A l a s k a ,  I n c .

The C om m ission  approved the transfer o f  a 3 .0 8 4 5  
percent interest in the Trans A laska P ipeline System  
pipeline and terminal assets from BP Pipelines (A laska) 
Inc. (B P ), to Phillips Transportation A laska, Inc. In 
previous years, BP ow ned approxim ately 50  percent o f  
the p ip elin e , but currently ow n s approx im ately  47  
percent. Phillips Transportation A laska, Inc. ownership  
has increased from approxim ately 24 to 27  percent. 
D ocket: P-01-08, pending

The Commission granted, on an interim basis, a connection 
permit to M ilne Point Pipeline Company to connect to the 
Oliktok Pipeline Company. The Commission w ill grant a 
final perm it i f  sp ecific  terms and con ditions o f  the 
connection are found reasonable.
D ocket: P -01-07 , pending

A laska Power &  Telephone Company (AP&T) w ire less  
technician, DauePflaum  w orks on the High Mountain Web 
Camera. Photo is courtesy o f  AP&T.
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P u b l i c  A d v o c a c y

Annual Review
1  he Public  A dvo cacy  S ec tion  (PA S) w as estab lished  

b y  the L egislature in  1999 to operate  independently  from  
th e  C om m ission  and  rep resen t the pub lic  in terest. A s a 
party , the PAS inv estiga tes all re lev an t issues; p resen ts 
the  resu lts  o f  its in v es tig a tio n  to tire C om m ission , as 
necessary ; and  m ay  su b m it stip u la tio n s o f  agreed upon 
issu es for the C o m m issio n ’s approval. T he  PAS staff 
h as  the  responsib ility  o f  p a rtic ip a tin g  as a party  (w hen  
n am ed  by the C om m ission) an d  testify ing  in proceedings 
b e fo re  the C om m ission .

T he PAS generally investigates h istorical and subject area 
research  o f  the utility p roposal; conducts onsite  audits of 
th e  u ti l i ty ’s reco rds; d isco v ery  an d  p re -f ile d  w ritten  
testim ony; and p rep ares  c ro ss-ex am in a tio n s o f u tility  
w itn esse s  at hearin gs. T h e  PA S m a y  a lso  en gage  in 
settlem en t d iscussions.

A remote u ie a th tr  s ta tio n  beams w e a th e r reports to 
Anchorage as pa rt o f a statewide reporting system. Photo 
is  courtesy o f Alaska Electric Light &  Power Company.

Public A d vo ca cy  StafJ
In  fiscal year 2002 , the PAS staffed  tw o utility  financial 
analysts, u tility  engineering  analyst, law  office assistant, 
and  a sec tion  chief. Tw o A ssistan t A tto rn eys G eneral 
p rov ided  a com bined  150 percen t o f  the ir tim e on legal 
support and  rep resen ta tion  fo r d ie  PAS (w ith  50 percen t 
o f  tim e  d e v o te d  to  C o m m iss io n  a p p e a ls ) . O u ts id e  
con su ltan ts  w e re  em p lo y ed  fo r tw o cases durin g  the  
fiscal year.

S u m m a ry  o f  Utility D ockets  
T he PAS s ta f f  filed  testim ony, reports o r  com m en ts in 
1 2  dockets, and  partic ipa ted  in n ine separa te  hearin gs 
before the  C om m ission . In  to tal, the  PAS spen t 31 d ay s 
at hearing. T he  PAS also  a ttended  num erous p rehearing  
and  d isco v ery  con ferences befo re  C om m ission  hearing  
ex am in e rs , and  p a rtic ip a te d  in  w ork sh o p s. T he  PAS 
re g u la r ly  p a r tic ip a te d  in  se ttle m e n t c o n fe re n ce s  to  
narrow  o r se ttle  issues, and  jo in tly  filed  s tipu la tions to  
re s o lv e  is su e s  in  e ig h t d o c k e ts . T h e  PA S c o u n se l 
regu larly  engaged  in  m o tion  p ractice , inc lud ing  legal 
b riefs w h en  necessary . C urrently , the PAS is nam ed a 
party  to 39  open dockets tha t are  in various stages o f  
investiga tion .

S u m m a ry  o f  R egulation  D ockets  
T he  PAS partic ipa ted  in tw o regu la tion  proceed ings. In 
D ocket R -02 -02 , the PAS p roposed  to  am end  ex isting  
regu la tions and add  a new  sec tion  to the  C o m m issio n ’s 
reg u la tion s that w ould  define pow ers and  du ties o f  the  
P u b lic  A d v o c a c y  S e c tio n . T h e  PA S p e tit io n e d  th e  
C o m m iss io n , to  a d o p t th e  p ro p o s e d  a m e n d m e n ts , 
p re se n te d  a rg u m e n t a t a p u b lic  m e e tin g , a n d  f ile d  
ex tensive  rep ly  com m en ts.

The PAS also  participated in D ocket R -02-03, regarding 
the proposed rules that govern fuel cost adjustm ent clauses. 
T he PAS filed com m ents supporting regulations that would 
a llow  on ly  costs d irectly  associated  w ith  fuel to be passed 
on to ratepayers. In the p roceed ing , the PAS jo in e d  in a 
w orkshop w ith C om m ission s taff and utilities.
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T r a n s f e r  P r i c e  o f  G a s  M e t h o d o l o g y  

A r g u e d ;  M u n i c i p a l i t y  o f  A n c h o r a g e  d / b / a  

M u n i c i p a l  ^ i g h t  & P o w e r  D e p a r t m e n t

M u n ic ip a lity  o f  A nchorage d/b/a M unicipal Light & 
Pow er Department (M L& P) proposed to compute the 
transfer price o f  gas (associated w ith M L& P’s purchase 
o f  one-third interest) from  B eluga River Gas Field using  
the rate base/rate o f  return m ethodology. Subsequently, 
the PAS proposed using  the D ebt Service C overage  
m ethodology, w hich the C om m ission approved. Docket: 
U -96-36 , pending

/ S x  W h o l e s a l e  R a t e s  D e t e r m i n e d ;  C h u g a c h  

E l e c t r i c  A s s o c i a t i o n ,  I n c .

C h u g a ch  Electric Association, Inc. (Chugach) proposed 
rates for its w h olesa le  custom ers Matanuska Electric 
Association, Inc., H om er Electric Association, Inc./Alaska 
Electric Generation & Transmission Cooperative, Inc. 
(AEG&T) under the terms o f  the Settlement Agreement. 
The PAS argued that certain costs incurred by Chugach 
should not be included in the rate and recommended other 
cost reductions. The Com m ission agreed and ordered the 
cost reductions. Matanuska Electric Association, Inc. and 
A E G & T  disputed  the co st a llocation s proposed by  
Chugach. The PAS argued against changing the allocation0 
pointing out the Settlem ent Agreem ent specified that 
allocations were to remain unchanged until a general rate 
case  is filed . The C om m ission  agreed and required 
com pliance with the approved Settlement Agreement. 
Docket: U -96-37, pending

M e t h o d o l o g y  f o r  L i n e - L o s s  F a c t o r  
> 1 ^  E s t a b l i s h e d ;  C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  

I n c

C h u g a c h  Electric A ssociauon, Inc. (Chugach) and its 
wholesale customers disagreed on how to measure and 
allocate line-loss. In fiscal year 2001, the PAS and other 
parties (C h u ga ch , A la sk a  E lec tr ic  G en eration  & 
Transm ission C ooperative, Inc., M atanuska E lectric  
Association, Inc., and Homer Electric Association, Inc.), 
presented a panel o f  experts to agree upon an approach 
through the use o f  a consultant. The Commission accepted 
the consultant’s study and all issues have been stipulated 
w ith the C om m ission ’s approval pending. The PAS  
particip ated  in n u m erou s tech n ica l m eetin gs and  
negotiations. Docket: U -99-106, pending

Electric Events
Public Advocacy

/ S x  I n c l u s i o n  o f  F i x e d  C o s t s  i n  C o s t  o f  P o w e r  

A d j u s t m e n t  A r g u e d ;  H o m e r  E l e c t r i c  

A s s o c i a t i o n ,  I n c .

T h  e Com m ission opened an investigation into the use o f  
Horner Electric Association, Inc.’s (HEA) Cost o f  Power 
Adjustment (COPA) to recover the fixed costs o f  an affiliate, 
Alaska Electric Generation & Transmission Cooperative, 
Inc. The PAS argued against the use o f  HEA’s COPA to 
recover fixed  costs. T he C om m ission  approved the 
exclusion and the affiliate’s fixed costs w ill be determined 
in a pending docket. Docket: U-00-18, pending

/ & L  E l e c t r i c  R a t e s  S t i p u l a t e d ;  G o l d e n  V a l l e y  
' S r  E l e c t r i c  A s s o c i a t i o n ,  I n c .

G o ld e n  Valley Electric Association, Inc. (G V E A ) filed  
revenue-requirements, cost o f  service study, and a rate 
design study to justify a rate reduction. The PAS reviewed  
G VEA’s financial records and applied general rate making 
principles > reach a settlement agreement w ith  GVEA. 
The result w as a 2 .6  percent reduction in rates. The  
Commission approved the stipulation and the rate decrease 
w as im plem ented. Docket: U -00-93, pending

Taken out o f  service in  1998, th is  is one o f  tu io  pow er 
houses b u ilt to generate pow e r tha t used w a te r fro m  the 
Salmon Creek Dam. Photo is courtesy o f A laska Electric Light 
&  Power Company.
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Public Advocacy

C o n t r i b u t i o n s  f o r  L i n e  E x t e n s i o n s ;

C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .

C h u g a ch  Electric Association, Inc. proposed to reduce 
contributions to the cost o f  primary line extensions for 
residential and commercial construction with the intent, to 
eliminate its line extension credit to new homebuyers. The 
PAS and the Anchorage Homebuilders Association opposed 
the change. The Commission accepted a stipulation among 
the parties to provide continued contributions at reduced 
levels. Docket: U -01-01, pending

/K v  P o l i c y  o n  G u a r a n t e e d  R e c o v e r y  A r g u e d ;

C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .

C h u g a ch  Electric Association, Inc. (Chugach) filed its 
first com plete general rate case since 1987. The filing 
included a revenue-requirement, depreciation study, cost 
o f  service study, and rate redesign. Chugach requested a 
rate increase o f  four percent. The Com m ission decided  
som e issues in advance o f  considering the overall rate 
increases. One issue was a request by Chugach to create 
two regulatory assets by granting explicit approval for 
the guaranteed recovery o f  two specific expenditures. The 
PAS argued against the creation o f  a regulatory asset hi 
both instances as being contrary to generally accepted 
rate making. The Com m ission approved the creation of 
the assets. The remainder o f  the rate increase is being 
considered in fiscal year 2003. Docket: U -0 1 -108, pending

Natural Ga s  E vent

T e r m s  o f  G a s  S a l e s  A g r e e m e n t  A r g u e d ;

E N S T A R  N a t u r a l  G a s  C o m p a n y ,  a

D i v i s i o n  o f  S E M C O  E n e r g y ,  I n c .

E n STAR Natural Gas Company (ENSTAR), a Division  
o f  SEM CO, Inc. requested approval o f  the Gas Sales 
A greem ent (G SA ) betw een U nion Oil C om pany o f  
California (U nocal) and A laska Pipeline Com pany, a 
subsidiary o f  ENSTAR. The proceeding included the price 
index, peaking and transportation fee, G SA  term, and 
opportunity for arbitrage. The PAS argued for an alternative 
price, against the peaking and transportation fees, a 
definition o f  termination, and a means to limit arbitrage. 
The Com m ission granted the existing terms for price, 
peaking and transportation fees, but set limits on the GSA  
term and U nocal’s ability to arbitrage. ENSTAR filed

revenue-rcquirements without proposed rate changes. The 
PAS supported a decrease o f  2.39% and the Commission 
approved a 1.96% decrease.
Dockets: U -00-88, pending; U-01 07, closed (6/10/02)

Pipeline E vent

R a t e s  f o r  t h e  T r a n s  A l a s k a  P i p e l i n e  

S y s t e m  A r g u e d

T h  e owners o f  the Trans Alaska Pipeline System, affiliates 
o f  Amerada H ess Pipeline Corporation have separate 
transportation tariffs that have been in contention since  
1986. The PAS filed several briefs supporting a cost based 
transportation rate. Docket: P-97-04, pending

The Alaska pipeline. Photo is courtesy o f Alaska Division o] 
Community and Business Development.

R efuse E vent

R e v e n u e - R e q u i r e m e n t  S t u d i e s  A r g u e d ;  

W aste M a n a g e m e n t  o f  A l a s k a ,  I n c .

W a s t e  M anagem ent o f  A laska , Inc. (W M A ) filed  
proposed revenue-requirement studies in an attempt to 
justify  rate increases in eight areas they serve. The PAS 
investigated and recommended the studies be rejected due 
to critical d efic ien cies. At hearing, after PAS cross- 
exam ined W M A’s expert w itness, W M A requested that 
the C om m ission allow  a withdrawal o f  filings and to  
submit new studies using a new  test-year. The Commission  
approved a stipulation between W M A and the PAS to 
a llo w  the su b m iss io n  o f  n e w  te s t-y e a r  r ev e n u e-  
rcquirements. Docket: U-00-30,, pending
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Public Advocacy
T e l e c o m m u n i c a t i o n s  E v e n t s  W a t e r  &  W a s t e w a t e r  E v e n t

j f l k  L o c a l  E x c h a n g e  R a t e s  f o r  7 5 - P e r c e n t  o f  

R a t e p a y e r s  S t a t e w i d e  A r g u e d ;  A l a s k a  

C o m m u n i c a t i o n s  S y s t e m s ,  I n c .

A la s k a  C om m unications System s, Inc. (A C S ) local 
exchange com panies filed for rate increases in the service 
areas o f  Anchorage, Fairbanks, Juneau, and Sitka. The 
PAS filed testim ony o f  two outside consultants and a PAS 
w itness. During the proceeding, the PAS, A C S, and GCI 
Communication Corporation agreed to stipulate operating 
expenses and to include profits in the rates. A  five-day  
hearing was held on depreciation expense, the largest 
single expense included in rates. Dockets: U -01-34 , U- 
01-82 , U -0 1-83, U -0 1-84, U -01-85, U -01-87, pending

®
R a i e  I n c r e a s e s  A r g u e d ;  G o l d e n  H e a r t  

U t i l i t i e s ,  I n c .

G o ld e n  Heart U tilitie s , Inc. (G H U ) filed  revenue- 
requirements and rate design studies for a proposed rate 
increase. The PAS countered  w ith several proposed  
reductions. The Com m ission agreed with most o f  the PA S’ 
reductions in cost and issu ed  an order. Im m ediately  
follow ing the C om m ission’s order, GHU filed a second  
request for an increase in rates, which is still pending. 
Dockets: U -00-115, U -00-116, U -00-146, closed (5 /21 / 
02); U -02-13, U -02-14 , pending

R u r a l  E x e m p t i o n  f o r  W i r e l e s s  S e r v i c e  
' W r  E x a m i n e d ;  A l a s k a  P o w e r  &  T e l e p h o n e  

W i r e l e s s ,  I n c .

A laska  Power &  Telephone Company (AP&T) technician, 
C elinda H anson is  w ith  the  P ow er D iv is ion  o f  Wales 
Is land . Photo is  courtesy o f  AP&T.

A laska Water and W astewater U tility  (AWWU) replaces old  
wooden w a te r pipes. Photo is courtesy o f  M unicipality oj 
Anchorage d /b /a  A  WWU.

A l a s k a  P ow er & Telephone W ireless, Inc. filed  an 
application to provide local wireless service in Ketchikan. 
The Com m ission requested information to evaluate the 
applicability o f  the rural exemption. The PAS filed a legal 
brief regarding rural exemption issues and the utility’s 
requirement to meet eligible telecommunications carrier 
laws under the Telecommunications A ct o f  1996.
Docket: U -0 1-109, pending
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Consumer Protection

Investigating  and resolving com plaints has becom e a 
vital element in the C om m ission’s public protection role. 
The C om m ission urges consumers to resolve complaints 
directly with the utility or pipeline carrier. I f  the matter 
cannot be settled w ith  the utility or p ipeline carrier, 
consum ers and pipeline shippers may seek  relief from  
the C om m ission. I f  C om m ission  Staff determines the 
com plaint results from a violation  o f  a tariff, Staff can 
require the utility or pipeline carrier to conform  to the 
minim um  standards spelled  out in the tariff. Staff w ill 
investigate the com plaint, review  the tariff and contact 
the utility . S ta ff  a lso  r ev iew s C om m ission  orders, 
applicable statutes and regulations to determ ine the

Informal Complaints
v a lid ity  o f  the com plaint, and then recom m end  an 
appropriate course o f  action. Consum ers are notified  
with a sum m ary o f  the facts and explanation  o f  the 
recom m ended resolution. Although a vast m ajority o f  
com plaints are resolved informally, i f  consum ers are not 
satisfied with S taff’s decision , a formal com plaint may  
be filed directly with the Com m ission through the appeal 
process. A  formal com plaint that is accepted  by the 
C om m ission  for adjudication  is  a ss ign ed  a docket  
number and an investigation is instituted into the issues  
raised in the com plaint. In fiscal year 2002 , six  informal 
com plaints appealed Staff’s decision and w ere docketed  
for adjudication.

Prepared by Tam ara A lexander

C om pla in ts 1999 2 0 0 0 2 0 0 1 2 0 0 2
Cable Television 1 1 3 0

E lectric 77 67 78 72

N atural Gas 26 25 22 19

Pipeline 0 0 0 0

R efuse 5 13 14 25

Steam  Heat 0 0 0 0

T elecom m unications 638 450 548

W astew ater 3 2 4

Wr ter 43 32 13 22

Totals 793 590 682 s s b  ;

Telephone C om pla in ts
153 Billing P ractices

291 Q uality o f Service

13 R ates and C harges

130 Service A vailability
and Line E x ten sion s

587 Total

The fig u re  above show s the num ber o f  in fo rm al complaints f i le d  by  customers 
fo r  regulated u tilities and  p ipe line  carriers.

V ie  data demonstrates th a t electric 
~ahd telephone utilities generate the  
m a jo r ity  o f  in fo rm a l co m p la in ts  
received by the Commission. This 

^ is 'generally to be expected because 
\ th& se  u t i l i t ie s  a cco u n t f o r  the  
i greatest num ber o f  customers, the 
\largAst p la n t investment, and  the 
\nosVJreciuent regulatory activities.

\  7

C on tac t S u m m a r y 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2
Telephone 11,198 9,400 10,366 10,350

C onferences 298 383 340 951

Totals 11,496 9,783 10,706 11,301

The fig u re  above show s the num ber o f  telephone contacts and  pe rso n a l 
conferences handled by the Consumer Protection Staff.

'In fo rm a l C om pla in ts
234 Billing P ractices

313 Q uality o f Service

44 R ates and C harges

137 Service A vailability
and Line E x tension s

728 Total

(+6.7% change from  f is c a l year 
2001.)
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Conzumer Protection

Prepared by Tamara Alexander

The fig u re  to the righ t show s the 
num ber o f inform al complaints that 
were opened, • >r cessed, and closed. 
Complaints that were pending during  
the Jiscal yea r were carried over into 
the next year.

C o m p la in ts 1 9 9 9 2 0 0 0 2 0 01 2 0 0 2
Complaints Opened 793 590 682 728
Complaints Closed 818 605 670 719
Complaints Pending 

(start o f Fiscal year)
47 22 7 19

Complaints Pending 
(end o f fiscal year)

22 7 19 28 j

E l e c t r i c  E v e n i

®
 C u s t o m e r  D i s p u t e s  U t i l i t y ’s  B i l l i n g  P r a c t i c e ;

C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .

A  c u s to m e r o f  C h u g ach  E le c tric  A sso c ia tio n , Inc. 
(C h u g a c h )  f ile d  an  in fo rm a l c o m p la in t  w ith  th e  
C om m ission disputing the u tility ’s b illing practice. The 
u tility  had  transferred  a d e lin q u en t b a lan ce  from  the 
custom er’s business account to the custo m er's  residential 
account. S taff investigated the com plaint, and notified the 
custom er that C hugach could no t d isconnect residential 
service for an outstanding business account balance, nor 
could C hugach disconnect service for nonpaym ent o f  a bill 
related to  another class o f  service at a  d ifferent service 
location. C hugach acknow ledged that as the custom er kept 
th e  re s id e n tia l acc o u n t c u rre n t, C h u g a c h  c o u ld  n o t 
disconnect residential service for the outstanding business 
a c c o u n t. H o w ev er, C h u g a c h  w o u ld  d is c o n n e c t the  
residential account if  it becam e delinquent. A dditionally, 
i f  the residential service was ever perm anently disconnected 
at the custom er’s request or tem porarily  d isconnected to 
transfer from  one location to another, C hugach  w ould 
require the delinquent business balance to be paid in full as 
a condition before starting new  service. In  rev iew  o f  the 
cu s to m er’s account, C hugach found uncla im ed  capital 
credits fo r the business accoun t and  together w ith  the 
custom er, reached agreem ent for the unpaid balance that 
w ould be paid over the next few  years w ith the proceeds 
from  the capital c red it The com plaint w as resolved to the 
custo m er’s satisfaction when C hugach agreed to rem ove 
the balance that was transferred to  the residential account. 
C onsum er Protection File: C -02-180, closed (4/29/02)

T e l e c o m m u n i c a t i o n s  E v e n i

C u s t o m e r s  B l o c k e d  f r o m  I n t e r n e t  A c c e s s ;  

S u m m i t  T e l e p h o n e  &  T e l e g r a p h  C o m p a n y  

d / b / a  S u m m i t  T e l e p h o n e  C o m p a n y

S u m m it Telephone &  Telegraph C om pany d/b/a Sum m it 
T elephone C om pany  (S um m it) estab lished  a tw o-w ay 
Extended A rea Service (E A S) betw een local exchanges in 
C hatan ika , H aystack , C lea ry  S um m it, a n d  F airb ank s 
through the B asic Exchange Telecom m unications Radio 
Service (BETR S). T he service allow s custom ers to call on 
the B E T R S system , to  and  from  certain  com m unities 
w ithout incurring long distance charges. Sum m it becam e 
concerned  w hen  custo m ers found it d ifficu lt to p lace 
telephone calls due to the congestion caused by increased 
In te rn e t u sa g e  a n d  th e  lim ite d  c a p a c ity  o f  B E T R S . 
Therefore, Sum m it notified custom ers and the Comm ission, 
that it w ould im m ediately  b lock  EAS access to Internet 
providers, causing custom ers to pay a long distance charge 
w hen they connect to the  Internet.

The C om m ission received com plaints opposing Sum m it’s 
actions blocking EA S and argued that charges for Internet 
use  v io la ted  the  C o m m iss io n ’s a p p ro v e d  s tip u la tio n  
providing for tw o-w ay EAS. Sum m it w as granted an interim 
EAS b lo ck ing  o f  In ternet ca lls  and  req u ired  to report 
im provem ents to the B ETR S in the C hatanika, Haystack, 
and C leary S um m it areas. D ocket: U  02-17, pending
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Consumer Protection
W a t e r  &  W a s t e w a t e r  E v e n i

/S X  B u l k  W a t e r  S e r v i c e  D i s c o n t i n u e d  i n  

w  F a i r b a n k s ;  G o l d e n  H e a r t  U t i l i t i e s ,  I n c .

T h  e  C om m ission granted G olden Heart U tilities, Inc.’s 
(G H U ) request to d iscontinue bulk water serv ice  to 
custom ers in Fairbanks w h o  w ere not connected  to 
G H U ’s w ater sy stem . A s  a result, the C om m ission  
received  informal com plaints from G H U ’s bulk water 
custom ers w h o  stated they had no other source o f  water 
supply in terms o f  the w ater’s quality or rates. A lso , 
custom ers com plained they had not been g iven  adequate 
notification to find a new  bulk water supplier.

The C om m ission  reopened the evidentiary record and 
scheduled a videoconference to take additional testimony  
in Fairbanks and A nchorage regarding the provision o f  
bulk water service. T he C om m ission  learned that G H U  
had r e m o v e d  a ll e q u ip m e n t that w o u ld  a l lo w  
continuation o f  bulk water service at its former location. 
G olden Heart U tilities, Inc. testified it was not the on ly  
available source for bulk water. A s a result, a request 
was filed by another entity, to provide bulk water service. 
The C om m ission  granted a waiver o f  the certificate  
requirement, and approved the new  applicant to provide 
service. D ockets: U -00-115 , U -00-116, (closed  5 /21 /02)

T a r i f f  F i l i n g s

T a r i f f s  are the written terms, conditions, rules and 
rates govern ing a u tility ’s  conduct in provid ing public  
u tility  serv ice . T hey arc sim ilar to the b ylaw s o f  a 
corp oration . In ap p ro v in g  a c e r t if ic a te  o f  p u b lic  
con ven ien ce  and n ecessity , the C om m ission  review s  
the applicant’s tariff. A ll regulated utilities and pipeline  
carriers are required to m aintain a tariff and to operate 
under its terms.

R egulated  utilities and pipeline carriers m ust notify the 
C om m ission  o f  any proposed changes to its tariffs. In 
m o st c a se s , the C o m m iss io n  m u st ap p rove ta r iff  
revisions before they can take effect. T he C om m ission  
considers m ost tariff filin gs at T ariff A ction  m eetings, 
w hich are held in public bi-m onthly. For certain kinds 
o f  u tilities, the C om m ission  a llo w s proposed  tariff 
rev ision s to take effect autom atically  at the end o f  a 
thirty-day period. T he m ost com m on occurrence o f  
ta r iff rev is io n s  taking e ffe c t  au tom atica lly  is w ith  
respect to  interexchange telecom m unications u tilities.

Prepared by Wendy Arnett

T a r i f f  F iling s 2 0 0 2 P ercen t
Cable Television 1 0%
Electric 154 29%
Natural Gas 9 2%
Pipeline 59 11%
Refuse 13 2%
Steam Heat 8 2%
Telecommunications 253 47%
Wastewater 12 2%
Water 27 5% f
Totals 536 100% I

The fig u re  above shows the number and percentage oj 
ta r iffifilings  by entity. The num ber o f  telecommunications 
ta r if f  f ilin g s  represents 168 filin g s  made by local exchange 
c a r r ie rs  a n d  8 5  f i l in g s  m ade  by  in te re xch a n g e  
telecommunications carriers.

View o f  Aspund W astewater treatment fa c ility  near Pt. 
Woronzof in  Anchorage. Photo is courtesy o f  M unicipality o f  
Anchorage d /b /a  A laska Water and Wastewater Utility.
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Tariffs

P rep ared  by W endy A rnett

T a r i f f  F ilin g s 1999 2 0 0 0 2 0 0 1 2 0 0 2
Processed Routinely 560 411 4 7 5 455

S u sp en d ed 40 63 63 50

W ithdrawn 17 23 23 9

R ejected 8 9 1 0

Pending 8 38 14 22

Totals 633 544 576 536

The figu re  above the comparison o f  file d  ta r iffs  by  category.

T a r i f f  R e v is io n s 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2
General Rate Change* 47 49 30 41

General Rate R estructure 0 2 5 0

i Simplified Rate Filing 2 0 6 4

New Service/E quipm ent Offering 168 143 100 91
N onrecurring Rate 8 5 7 19

Universal A ccess Su rch arge 30 4 1 1

Regulatory Cost Charge 75 107 110 106

C ontracts 46 16 24 25

Fuel, gas, an d p u rch ased  power 
surcharges; Power Cost Equalization 
filings; and nonfion power purchase ra tes2

133 85 124 117

Rule Change 76 55 59 40

M iscellaneous 48 78 110 68

Prom otions3 0 0 0 24

Totals 633 544 576 536
Percent Change +1.4% -14.0% +5.9% -6.9% j

The fig u re  above show s the num ber o f  requests fo r  ta r if f  changes by category. Each request is counted only once 
regardless o f  the nurr oer o f  proposed ta r if f  changes it includes.

1 In previous annual reports, som e filings now show n in this category were classified  as M iscellaneous. The General 
Rate Change category does not include sim plified rate filings.

2 There were no Pow er Cost Equalization (PCE) base rate changes for 2000 , on e PCE funding lev e l change in 
2001, and tw o PCE funding level changes in 2002.

3 In previous annual reports, Prom otions were counted under M iscellaneous.
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Filings & Proceedings
Prepared by Joyce McGowan

Orders Issued 1999 2000 2001 2002
S u b sta n tiv e 509 566 741 518

Procedural 144 34 33 28

Totals 653 600 774 546

The fig u re  above illus tra tes the num ber o f  orders issued  
by category,

Orders Issued  Substantive Procedural j
C able Television 6 0
E lectric 99 9

G eneric1 54 5

N atural G as 12 0

Pipeline 62 3

R efuse 35 3

T elecom m unications 224 8

W astew ater 2 0

W ater 24 0

Totals 518 28

The fig u re  above show s the num ber o f  orders issued by 
en tity  in  fis ca l y e a r 2002.

O r d e r s  &  D o c k e t s

X h e  C om m ission  issu ed  5 4 6  d ecision s or orders in 
f is c a l y ear  2 0 0 2 . T h ey  are ca teg o r ized  in to  tw o  
grou ps: su b sta n tiv e  and procedural. S u b sta n tiv e  
orders re flec t  f in d in g s  and co n c lu sio n s  based  on  
e v id e n c e  in c lu d e d  in th e  fo rm a l record  o f  the  
C om m ission . Procedural orders relate to the process 
and sch ed u le  used  to handle a case.

A ll form al p roceed in gs before the C om m ission  are 
id e n t if ie d  as “d o c k e t s ” . D o c k e ts  are n um bered  
functionally to denote the type o f  proceeding, the year  
o f  its in itiation , and num erical sequence in that year.

^  “R” represents regulatory dockets,

“P” represents p ip elin e  dockets, and

“U ” represents u tility  dockets.

For exam p le, P -0 1 -0 3  is the third p ip elin e  d ock et  
opened by the C om m ission  in the 2001 calendar year. 
A ll m a ter ia l, le g a l p le a d in g s , and d e c is io n s  are  
identified  by this num ber and filed  in the docket. A fter  
the C om m ission  has issu ed  a final order, the docket  
is c lo sed .

D ocket Sum m ary 1999 20 0 0 2001 2002
D ockets O pened 171 2 0 5 17 2 152

D ockets C losed 198 20 6 285 194

D ockets Pending 
(sta rt of fisca l year)

559 532 531 418

D ockets Pending 
(end o f fisca l year)

532 531 418 376

Percent Change- -5.1% -0.2% -21.3% -10.0%

The figu re  above show s the Commission's docket sum m ary.

1 Generic refers to regulatory dockets involving more than one type o f  entity.
2 The percentage figures have been restated to correct com pilation errors reported in prior annual reports.
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Filings & Proceedings
Certification Proceedings

E v e r y  u t i lity  (w ith  lim ite d  
excep tion s) and p ip elin e  carrier  
m ust obtain a certificate o f  public 
c o n v e n ie n c e  and n e c e s s it y  to  
provide serv ice  to the public for 
com pensation . T he C om m ission  
m ust approve all amendments to, or 
transfers of, certificates, as w ell as 
acquisitions o f  controlling interest 
in certificate holders. In fiscal year  
2002, the Com m ission processed 63 
applications for certificates.

The fig u re  to the r ig h t show s the 
num ber o f  certification proceedings  
by entity.

The criteria for issuing certificates 
is prescribed by law. The service  
m ust be required for the public  
convenience and necessity, and the 
applicant must be fit, w illing, and 
able to provide the service.

M ost small electric utilities in the 
Power Cost Equalization program  
applied for certificates prior to fiscal 
y ear  1989. S ev er a l o f  th ese  
a p p lic a tio n s  are s t il l p en d in g  
approval b ecause o f  incom plete  
financial in form ation  or system  
safety considerations.

The fig u re  to the right shows the  
num ber o f  certification proceedings  
by category.

Prepared by Joyce McGowan

C ertification
Proceedings

1999 2000 2001 2002

Cable Television 0 2 3 3

Electric 3 4 7 6

N atural Gas 2 2 1 0

Pipeline 6 11 7 5

Refuse 9 6 3 3

Steam  H eat 0 0 0 0

T elecom m unications 61 55 42 37

W astew ater 1 2 4 2

W ater 5 2 6 7

Totals 87 84 73 63

C ertification
Proceedings

1999 2 000 2001 2002

A cquisitions 7 3 2
4 !

A m endm ents 9 13 12
4 I

New C ertificates 50 39 33 34

C ertificate T ran sfers 9 23 13 13

Exemption from 
Certification

0 0 2 1

D iscontinuation of Service 1 0 7 5 :

Temporary Operating 
Authority

3 1 0 0

O ther 8 5 4 2

Totals 87 84 73 63

S ummary of Filings

A  substantial part o f  the C o m m iss io n ’s m ission  is 
to  h a n d le  an d  p r o c e s s  t a r i f f  f i l i n g s ,  fo r m a l  
p roceed ings, inform al com plaints, and certification  
proceedings. Each docum ent filed with the Com m ission  
is electronically  scanned, categorized , appropriately 
routed, and filed. A ll docum ents received  are posted  
daily to the M ailsheet (D aily  F ilings) and available to 
the public for v iew in g  on the C om m ission ’s w ebsite.

A eria l pho to  o f  Haines, A laska. Photo is courtesy o f  A laska  
Pow er & Telephone Company.
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Filings & Proceedings

Prepared by Tam ara Alexander, W endy A rnett, and Joyce McGowan

U tility  T ype In fo rm a l
C o m p la in ts J.fP fJF ilings

C ertifica tion
P ro ce ed in g s

F orm al
Proceedings

C able Television 0 1 3 0
E lectric 72 154 6 8

G eneric1 0 0 0 6

N atural Gas 19 9 0 4

Pipeline 0 59 5 6

R efuse 25 13 3 5

Steam  Heat 0 8 0 0
Telecommunications 587 253 37 54

W astew ater 3 12 2 2

W ater 22 27 7 4

Totals 728 536 63 89

The fig u re  above illus tra tes the d istribu tion  o f the Commission’s w orkload fo r  f ilin g s  made in 2002. The table does not 
inc lude Commission ob liga tions a ris ing  fro m  governm ent actions or fro m  in itia tives  taken by the  Commission. 
Telecommunications represents 168 fil in g s  made by Local Exchange Carriers and 85 fil in g s  made by Interexchange  
Telecommunications Carriers.

F o r m a l  P r o c e e d in g s

In addition to tariff and certification 
filings, the Commission institutes 
formal proceedings to consider: rate 
changes, rule changes, special 
contracts, complaints against utilities 
and pipeline carriers, investigations 
of service quality or management 
practices, and regulations. 
Frequently, requests for general rate 
changes include or necessitate a 
restructuring of rates. Formal 
proceedings impact the 
Commission’s workload due to 
considerable time and resources 
required to audit, investigate, prepare 
prefiled testimony, conduct public 
hearings, determine and issue 
decisions, and process requests for 
reconsideration.

The figu re  to the right represents 
categories o f  fo rm a l proceedings, 
excluding certifications. Rate-related 
f i l in g s  continue to dom inant the 
Commission's form al proceedings.

Prepared by Joyce McGowan
------------------------------------------------------------
F orm al P roceed in gs 1 9 9 9 2 0 0 0 2 0 0 1 2 0 0 2
A ccess Charge Filing 21 21 19 3

C ontracts 2 1 6 2

G eneric / R egulations 5 10 5 9

Investigations:
Com plaints 0 7 12 9

M anagem ent P ractices 0 0 3 2

Interconnection 2 1 4 7

Eligible C arrier

I D esignation 0 0 1 3

Investigations: O ther 3 7 2 10

Rate & Rule Change:
G eneral Rate Change 6 18 1 14

Rate R estru ctu re 0 5 9 1

Service/Equipment Offering 12 13 18 14

Rate Change: O ther 6 1 2 0

Rule Change 1 0 7 0

Miscellaneous
Equal A ccess B allots 5 3 0 2

Protected/Confidential Status 8 16 3 1

M iscellaneous: O ther 0 18 7 12

Totals 71 121 99 89

The act involves more than one type of utility.
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C o u r t  P r o c e e d i n g s

Alaska Supreme Court Cases S uperior Court Cases

C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .  v .  t h e  C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .  v .

R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a  R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a

«
A C S  o f  A l a s k a ,  I n c . ,  A C S  o f  t h e  

N o r t h l a n d ,  I n c . ,  a n d  A C S  o f  F a i r b a n k s ,  
I n c .  v .  R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a  

a n d  G C I  C o m m u n i c a t i o n  C o r p o r a t i o n

T h  e A lask a  C o m m u n ic a tio n s  S y stem s, I n c .’s local 
exchange com panies ap pealed  from  the sup erio r court 
d ec is ion  affirm ing  the C o m m issio n ’s o rder term inating 
the  rural exem ption  u n d er the T elecom m unica tions A ct 
o f  1996. C ase: S - 10466, pend in g

I n  fiscal y e a r  1997, C h u g ach  E lectric  A ssociation , Inc. 
(C hu gach ) a ttem p ted  to arrange  p o w er sales contracts 
w ith  c u s to m e rs  in  th e  e x c lu s iv e  se rv ic e  te rrito ry  o f  
M u n ic ip a lity  o f  A n c h o ra g e  d /b /a  M u n ic ipa l L ight &  
P o w er D ep artm en t (M L & P ). A fte r w hich  M L & P  filed  a 
co m p la in t w ith  the A lask a  P ub  he  U tilities C om m ission  
(A P U C ). A f te r  b r ie f in g , the  A P U C  issu ed  an  o rd e r  
p ro h ib itin g  C hugach  from  se lling  pow er to  custom ers 
in  M L & P ’s s e r v ic e  te r r i to r y  w ith o u t o b ta in in g  a 
ce rtifica te  fo r that se rv ice . T h e  A laska  Suprem e C ourt 
a ffirm ed  the  A P U C  order. C ase: S -09692, c losed

/ S X  M a t a n u s k a  E l e c t r i c  A s s o c i a t i o n ,  I n c .  v .

C h u g a c h  E l e c t r i c  A s s o c i a t i o n ,  I n c .

I n  1997, M atanuska E lectric  A ssociation, Inc. (M EA ) 
com plained  tha t the  C ost o f  P ow er A djustm ent (COPA) 
for w holesale  pow er it purchased  from  C hugach Electric 
A ssociation , Inc. (C hugach) w as unjust and unreasonable 
because  C hugach used  an excessive line-loss factor in 
the com putation. T he A laska Public U tilities C om m ission 
(A PU C ) issued U -97-36(13), w hich required C hugach to 
recalcu late  the COPA balancing  account for 1995 through 
1997 and  re fu n d  e x c e ss iv e  c h a rg e s  to  its w h o lesa le  
custom ers. T he superior court reversed the A PU C  decision 
and  M E A  appealed  to the A laska Suprem e Court. T he 
R egu latory  C om m ission  o f  A laska filed an amicus curiae 
b r ie f  ask ing  the  court to  rem and the  case to  the RCA. 
C ase: S-09839, pending

/ \ f t e r  M unicipality  o f  A nchorage d/b/a M unicipal Light 
&  P o w er D epartm en t (M L & P) filed an  application  to 
provide electric service to a non-m ilitary custom er located 
on Fort Richardson Arm y Post, the Regulatory Com m ission 
o f  A laska (R C A ) ruled that M L & P should list its A rm y 
Post custom ers in its ta riff rather than in the service area 
description in its certificate. M unicipality o f  A nchorage d/ 
b/a M unicipal L ight &  P ow er D epartm ent petitioned for 
reconsideration and C hugach E lec tric  A ssociation , Inc. 
(C hu gach ) sought to intervene. A fter extensive briefing, 
the R C A  ruled that it has concurrent jurisdiction on the 
m ilitary bases so  long as there is no conflict w ith federal 
law. T he R C A  held  there is no conflict w ith federal law 
w here no issue o f  com petitive procurem ent is involved. 
The R C A  determ ined that it w ould continue to follow  the 
past practice o f  listing M L & P ’s A rm y Post custom ers in 
the service area description o f  its certificate. T he superior 
court affirm ed in  the fiscal year o f 2002 the R C A  3 order, 
holding that the issue C hugach attem pted . j  appeal is not 
ripe for adjudication. Case: 3A N -0 1-8288 C l, c losed

A laska  Power & Telephone Company (AP&T) M etlakatla  
crew  (R ichard Booth and  K a th y  B rendible) are shown  
w ork ing  on a pow e r pole. Photo is courtesy o f  AP&T.
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Court Proceedings

®
. A l a s k a  E x c h a n g e  C a r r i e r s  A s s o c i a t i o n ,  

I n c .  v .  R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a

A l a s k a  E xchange C arriers A ssociation, Inc. (A EC A ) 
filed a proposed ta riff  revision to change the procedure 
fo r m odifying the first po in t o f  sw itching. A fter receiving 
w ritten  com m ents regard ing  the proposed ta riff revision, 
the C om m ission rejected it w ithout holding an evidentiary 
hearing. A laska E xchange C arriers A ssociation, Inc. and 
A laska C om m unications System s, Inc. appealed the order, 
contending  that the  C om m ission could not deny the tariff 
rev isio n  w ith o u t ho ld in g  an ev iden tiary  hearing. T he  
superio r court rem anded  these to the C om m ission fo r an 
ev identiary  hearing. C ase: 3AN-G0-3714 C l, pending

ACS o f Fairbanks, Inc. et al. u. Regulatory 
C om m ission o f  A la ska  and  GCI 
Communication Corporation

/V la sk a  Com m unications System s, Inc. filed in the Alaska 
Superior Court for the sam e injunctive and declaratory relief 
it s o u g h t in  th e  fe d e ra l d is t r ic t  c o u rt. A la s k a  
C om m unications System s, Inc. seeks re lie f from the local 
exchange interconnection terms arbitrated in U-99-141/142/ 
143. The Superior C ourt appeal has been stayed w hile the 
sam e issue is litigated in the federal courts.
C ase: 3A N -00-3725 C l, pending

Manager o f A laska Power &  Telephone Co. (AP&T), Wendell 
Hewes, w orks in  the Wrangell Central Office. Photo is 
courtesy o f  AP&T.

®
A C S  o f  A l a s k a ,  I n c . ,  A C S  o f  t h e  N o r t h l a n d ,  

I n c . ,  a n d  A C S  o f  F a i r b a n k s ,  I n c .  v .  

R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a  a n d  G C I  

C o m m u n i c a t i o n  C o r p o r a t i o n

T h  e local exchange com panies now  know n as the A laska 
C om m unications System s, Inc. (ACS) companies appealed 
the  R egulatory C om m ission  o f  A laska’s order term inating 
its rural exem ption under the Telecom m unications A ct o f 
1996. A fter the Iow a Utilities B oard II decision by the 
Eighth Circuit C ourt o f  Appeals, the ACS companies m oved 
for a stay  o f  the C om m ission’s order. T he superior court 
denied the stay, and  the A laska Suprem e C ourt rejected a 
petition  for review. T he court also denied A C S ’ m otion to 
vacate the C om m ission’s decision. The superior court issued 
its substantive o rder affirm ing the C om m ission’s decision. 
Cases: 3A N -98-4759 C l, 3 AN-98-4903 C l, 3A N -9 8 ^9 0 5  
C l (Consolidated); Telephone Utilities o f  Alaska, Inc. et 
al. v. R C A , C ases: 3A N -99-3494 C l, 3A N -99-3499 C l 
(Consolidated), closed

G T E  C o m m u n i c a t i o n s  C o r p o r a t i o n  u .  

R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a

G t e  C om m unications Corporation (G TE) appealed the 
C om m ission’s order denying petitions to grant confidential 
status to financial statem ents filed in com pliance w ith AS 
42.05.451(b). Case: 3AN -00-3733 C l, closed

G o l d e n  H e a r t  U t i l i t i e s ,  I n c .  v .  R e g u l a t o r y  

C o m m i s s i o n  o f  A l a s k a

O o ld e n  H eart U tilities, Inc. listed num erous points on 
r ppeal o f  the C om m ission’s decisions in its last rate case. 
C ase: 4FA -02-1444 C l, pend ing
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9th Circuit Court of Appeals
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A C S  o f  F a i r b a n k s ,  I n c .  e t  a l .  v .  

R e g u l a t o r y  C o m m i s s i o n  o f  A l a s k a  a n d  

G C I  C o m m u n i c a t i o n  C o r p o r a t i o n

X h e s e  c o n s o l id a te d  a p p e a ls  a ro s e  f ro m  A la s k a  
C om m unications System s, Inc .’s  (A C S ) original action in 
federal court seeking injunctive and declaratory  re lie f from  
th e  R e g u la to ry  C o m m iss io n  o f  A la s k a ’s d e c is io n s  
approving the results o f  arbitration in G C I Com m unication 
C o rp o ra tio n ’s re q u e s t fo r  in te rc o n n e c tio n  u n d er the  
Telecom m unications A ct o f  1996. T he issue in C ase No. 
0 1 -3 5 3 4 4  is w he th e r, by  c o n d u c tin g  in terco n n ectio n  
p ro c ee d in g s  u n d e r th e  T e leco m m u n ica tio n s  A ct, the  
C o m m iss io n  h as  w a iv e d  the  s ta te ’s 11U| am en d m en t 
im m unity  from suit in federal court. In the cross-appeal, 
C ase  N o. 01-35375, A C S appealed  the  federal district 
c o u rt’s  grant o f  a stay  o f  the entire action pending the 9th 
C ircu it’s  decision on  the 11th am endm ent issue.
Cases: 01-35344,01-35375 , pend ing

S tatutes

T h  e A laska Legislature reo rgan ized  and  r ^ d m e d  the 
C om m issio n  to the R egu lato ry  C om m ission  o f  A laska 
(R C A ) in 1999 as the state agency responsible forregulation 
o f  utilities and pipeline carriers. The R C A  exists as an 
independent agency w ithin the D epartm ent o f  Com m unity 
and  Econom ic D evelopm ent under A S  42.04.010. O ther 
provisions in  the sam e chapter o f  A S  42.04 establish the 
R C A ’s structure, provide for the appointm ent and term s o f  
com m issioners and the em ploym ent o f  staff, specify powers 
an d  duties o f  the chair, and  describe  decision-m aking  
p ro c ed u re s  fo r the  R C A . T he R C A  h as  au th o rity  to  
investigate, hold hearings, prescribe system s o f  accounts, 
require the filing o f  reports, adopt regulations, and take 
o ther lawful actions necessary to accom plish the stated 
purposes o f  the A laska Public U tilities R egulatory A ct, AS 
42.05, and the Pipeline Act, A S 42.06. The RCA’s principal 
reg u la to ry  fu n c tio n s  are  c e r tif ic a tio n  and  e co n o m ic  
regulation (3 A A C  48.820(43)), w hich includes regulation 
o f  rates, quality  o f  service, m anagem ent practices, and  
consum er com plaints.

The RCA has jurisdiction  over public utilities providing 
e le c tr ic ,  te le c o m m u n ic a tio n s  ( in te re x c h a n g e , lo c a l 
exchange, and cable television), steam  heat, w a te r and  
w astew ater, natural gas, and refuse . 1 T he term  “public 
utility” is defined in A S 42.05.990(4) to m ean, in general, 
an entity that provides any  o f  these utility services to ten o r  
m ore custom ers for com pensation, o r that sells w holesale 
service to a utility serving ten or m ore customers.

However, AS 42.05.711 provides statutory exem ptions from 
e c o n o m ic  re g u la tio n  a n d , in  so m e  c a s e s  f ro m  th e  
certification requirem ent, fo r certain kinds o f  utilities.

(1) U nder A S 42.05.711(b), public utilities ow ned and 
operated  by  a political subdivision o f  the state  are 
exem pt from  econom ic regulation, unless the political 
su b d iv is io n  e lec ts  to  be  reg u la ted  by  th e  R C A . 
However, i f  any utility o f  a  political subdivision is in 
com petition with any other utility, then all that political 
subdivision’s utilities are regulated .2

(2) U nderA S42 .05 .711(e),e lec tricand  telephone utilities 
w ith gross revenues less that $50,000 are exem pt from  
b o th  c e r t i f ic a t io n  re q u ire m e n ts  a n d  e c o n o m ic  
regulation, unless 25-percent o f  their custom ers petition 
for regulation.

(3) U nder A S 42 .05 .711 (i), refuse u tilities w ith  annual 
gross revenues o f  $300,000 o r less are  exem pt from 
econom ic regulation, unless custom ers that pay  25- 
percent o f  the utility’s gross revenues petition the R C A  
for regulation under A S 42.05.712(h).

(4) U nder AS 42.05.71 l(k), cable television utilities arc 
exem pt from econom ic regulation, unless subscribers 
petition the R C A  for regulation under the procedures 
in A S 42.05.712.

(5) U nder A S 4 2 .0 5 .7 1 1(f), (g), and  (h), custo m ers o f  
various k inds o f  u tilities m ay  vo te  fo r exem ption  
from  reg u la tion  by the  R C A  u n d er the p rocedures 
in A S  42 .05 .712 .

1 U nder A S 42.05.990(4)(E ), “public  u tility" also includes a  petro leum  o r petroleum  p roduct d istribu tor “w hen the 
consum er has no  alternative in the choice o f  sup p lier o f  an alternative  product o r  serv ice  a t an equal o r  lesser 
price;...”  N o entities m eeting this definition o f  “public utility”  are currently certificated or regulated by the Com m ission.

2 T he  u tilities o f  the  M unicipality  o f  A nchorage are the only utilities operated  by a  political subdiv ision  that are  
currently  subject to  econom ic regulation by  the C om m ission.
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(6) The RCA also has discretion under A S 42.05.711(d) 
to exempt a utility from all or a portion o f  A S 42.05 if 
it determines the exemption is in the public interest. 
The Alaska Public Utilities Com m ission and the RCA  
have exercised discretion under tliis statute to exempt 
som e utilities particularly small water and competing 
refuse utilities from economic regulation requirements.

C e r t i f i c a t e  o f  P u b l i c  
C o n v e n i e n c e  a n d  N e c e s s i t y

■ A la s k a  Statutes 42.05.2 2 f  requires a public utility to obtain 
a certificate o f  public convenience and necessity from the 
R eg u la to ry  C o m m iss io n  o f  A la sk a  (R C A ) b efo re  
com mencing service to the public. A  certificate describes 
the nature and extent o f  authority granted to the utility, 
including, i f  appropriate, a description o f  the authorized 
service area and the scope o f  operations o f  the utility. Before 
issuing a certificate, the RCA must, under A S 42.05.241, 
find that the applicant is fit, w illing, and able to provide 
the serv ice  and that the serv ice  is required for the 
convenience and necessity o f  the public. Alaska Statutes 
42.05.241 also authorizes the RCA to eliminate undesirable 
duplication o f  utility service. The RCA has authority under 
A S  42 .05 .271  to am end, m odify, revoke, or suspend  
certificates.

Snettisham Powerplant produces 80-percent o f  Juneau’s 
electricity. Photo is courtesy o f A laska Electric Light &  Power 
Company.

R a t e  R e g u l a t i o n s

T h e  R egu latory  C om m ission  o f  A lask a  (R C A ) is  
resp on sib le  for m aking or requiring ju s t , fair, and  
reasonable rates, c lassifications, regulations, practices, 
services, and facilities for public utilities. The rate review  
process, prescribed by A S  4 2 .0 5 .361 -42 .05 .441 , m ost 
often begins with a tariff filing by a utility. W ithin 45-  
days, the R C A  approves the filing or suspends it for 
further investigation. The R C A  m ay permit an interim  
and refundable rate increase. I f  after investigation, the 
RC A  finds the proposed rate or term o f  service unjust 
and unreasonable, the RCA w ill determ ine a ju st and 
reasonable rate or term o f  senSce.

The RCA also works with the Alaska Energy Authority in 
administering the Power Cost Equalization program. The 
RCA determines the eligibility o f  electric utilities and the 
kilowatt-hour amount paid under A S 42.45.100-42.45.190.

P i p e l i n e  C a r r i e r s

T h  e R egulatory C om m ission  o f  A laska (R C A ) also  
regulates the intrastate transportation services o f  oil and 
gas pipelines in Alaska. Under AS 42.06.240-42.06.305, 
the RCA grants certificates o f  public convenience and 
n ecessity  for p ipeline transportation serv ice , and for 
construction or operation o f  any pipeline facilities in the 
state. T he R C A  has authority under A S  4 2 .0 6 .3 5 0 -  
42.06.420 to review and determine intrastate service rates 
and charges o f  pipelines in the state.

The RCA is also authorized under AS 31.15.010- 31.15.050  
to determine i f  unjust and unreasonable discrimination has 
occurred in the sale o f  oil offered for purchase within  
Alaska.

A l a s k a  A d m i n i s t r a t i v e  C o d e

A s  authorized under A S  42.05.151 and other statut ory  
provisions, the Regulatory Com m ission o f  Alaska has 
adopted regulations to carry out its statutory duties. The  
C o m m issio n ’s regu lations are set out in the A laska  
A d m in istra tive  C od e at T itle  3, Part 5 , Chapter 47  
(R egulatory C ost Charge); Chapter 4 8  (Practice and 
Procedure); C hapter 4 9  (D eregu lation ); Chapter 50  
(Energy Conservation); Chapter 5d (T elecom m s ^cations 
Relay Service); Chapter 52 (Operation o f  Public Utilities); 
and Chapter 53 (Telecommunications).
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Change in Docket Caseload FY97-FY03*

FY92 FY93 FY94 FY95
Pending Cases Beginning of Year 189 171 163 179
New Dockets Opened 111 91 143 97
Dockets Closed 129 99 127 63
Percentage of Pending Cases Closed 116.2% 108.8% 88.8% 64.9%
Percent Change in Pending Caseload 54.1% 79.1% 25.2% 119.6%

FY92 FY93 FY94 FY95
Pending Cases End of Year 171 163 179 213
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