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UNINCORPORATED COMMUNITY GRANT5 (AS 37.05.317) (CONT.)
LEVELOCK - COMMUNITY CENTER BUILDING (ED 26)
NITKOLSKI - FUEL TRUCK (ED 26)

KARLUK - EROSION CONTROL (ED .27)

PERRYVILLE - EROSION CONTROL (ED 27)

CHIGNIK LAKE - ROAD CONSTRUCTION (ED 27)

CHIGNIK LAGOON - LANDFILL (ED 27)

x SEC.228

THE FOLLOWING SETS OUT THE FUNDING BY SOURCE

FOR THE APPROPRIATIONS MADE IN SEC.227 OF THIS ACT.

CAPITAL PROJECTS

FEDERAL RECEIPTS

GENERAL

GENERAL

GENERAL

GENERAL

FUND MATCH
FUND
FUND/PROGRAM RECEIPTS

FUND/MENTAL HEALTH TRUST

HIGHWAY WORKING CAPITAL FUND

INTERNATIONAL AIRPORT REVENUE FUND

CAPITAL IMPROVEMENT PROJECT RECEIPTS

POWER DEVELOPMENT REVOLVING LOAN

FUND

XXX TOTAL FUNDING xx*

X X X X X TOTAL BUDGET X K X X X

ALLOCATIONS

176,156.700
17,502,600
113,054,500
1,325,700
1,526,000
11,000,000
23,179,000
250,000
3r900,000
6347.894.500
0347.894.500

106

APPROPRIATION
ITEMS
15.000
16.000
25.000
40.000
65.000
25.000

APPROPRIATION FUND SOURCES

GENERAL FUNJ
15.000
16.000
25.000
40.000
65.000
25.000
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* Sec. 229. The appropriations made by secs. 40, 55, 56, 86, 137, 143,
144, 196(b), 211, 212(b) and 213 of thi3 Act lapse into the general fund
June 30, 1990.

* Sec* 230. The appropriations made in secs. 1(c), 12(b), 21(d), 30(d),
51(b) - (d), 53, 54, 57, 58,59, 60, 70, 149, 168, 171(c), 175, 176(c) -
(d), 184, 188, 189, 199, 202(a)(l), 210(b), 210(f), 212(c), 215, 216, 220,
221(b) - (c¢), 221(f), 222(d) and 227 - 228 of this Act are for capital
projects and lapse under AS 37.25.020.

* Sec. 231. Section 206 of this Act takes effect on the effective date
of ar. Act enacted by the First Regular Session of the Sixteenth Alaska
State Legislature 1imposing a conservation surcharge on oil subject to the
oil and gas properties production tax.

* Sec. 232. Sections 227 and 228 of this Act take effect July 1, 1989.

* Sec. 233. Sections 1 - 205, 207 - 226, and 229 - 230 of this Act take

effect immediately under AS 01.10.u70(c).



AMENDMENT -SCS CSHB 163 (Fin)
by Uehling

Page 95, line 8 amend to read:
Anchorage - Lake Otis Elementary Major
Maintenance/Life Safety Upgrades

Page 95, line 7 delete:
Anchorage - Abbott Loop Elementary Major
Maintenance/Life Safety Upgrades

Page 94, add:
Anchorage - Campbell Lake Dam



SENATE AMENDMENT

HOUSE BILL NO

(TURN IN ORIGINAL AMENDMENT TO SENATE SECRETARY®S OFFICE
THE AMENDMENT WILL BE NUMBERED, COPIED AND DISTRIBUTED.)
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Date of Committee Action: 3/aJHo

The FINANCE Committee considered: HB 168

HOUSE BILL NO. 168 LOCAL EXCHANGE PHONE COS./TARIFF FILINGS

"An Act relating to simplified regulation of local exchange tflfphone
utilities; and relating to suspending the operation of tariff filings."

[~A] the same title

be replaced with C. YEft (L eft [ ] a new title
have attached amendment(s)
7¢ do pass
do not pass
no recommendation
individual recommendations
additional referral to the Committee

ADOPTS: letter of intent
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STATE OF ALASKA

1990 LEGISLATIVE SESSION

FISCAL NOTE

REQUEST:
Revision Date: 3/22/90

Title: Local exchange telephone

utilities/ tariff filings
Sponsor: Boucher

Requestor:— House Finance Committree

OPERATING FY o1

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS

MISCELLANEOUS

TOTAL OPERATING -0-
CAPITAL -0-
REVENUE -0-

FUNDING: (ThousandsofDollars)

GENERALFUND -0-
FEDERALFUNDS

OTHER

TOTAL -0-

POSITIONS:

FULL-TIME -0-
PART-TIME
TEMPORARY

ANALYSIS : (Attach a separate page if necessary)

Prepared by:

Approved by Commissioner:

Agency:

Distribution (by preparer):
Legislative Finance
Legislative Sponsor

Requestor
Office of Managementand Budget
Impacted Agency(ies)

FY 92

House Finance Committee
Division = Co-Chairman Ron Larson

Co-Chairman Lyman Huffman

BILL VERSION: CSHB 168 (L&C)
PUBLISH DATE:

Agency Affected: Commerce & Economic Dev.
BRU: APUC

Components: . QnftrflLinnfi....

FY93. FV 94 FY 95 FY 96
-0- -0- -0- -0-
-0- -0- -0- -0-
-0- -0- -0- o
-0- -0- -0- -0-
-0- -0- -0- -0-
-0- -0- -0- -0-
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eferred: Finance

Original sponsor(s)i State Affairs Committee

IN THE HOUSE BY THE LABOR & COMMERCE COMMITTEE

CS FOR HOUSE BILL NO. 168 (L&C)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL

For an Act entitled: "An Act relating to simplified regulation of local

BE

exchange telephone utilities; and relating to sus—

pending the operation of tariff filings."

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 42.05.381(e) is amended to read:

(e) The commission shall adopt regulations for electric coopera—
tives and for local exchange telephone utilities setting a range for
adjustment of rates by a simplified rate filing procedt. e. A cooper—
ative or telephone utility may apply for permission to adjust its
rates over a period of time under the simplified rate filing procedure
regulations. The commission shall grant the application ifthe coop—
erative or telephone utility satisfies the requirements of the regu—
lations. The commission may review implementation of the simplified
rate filing procedure at reasonable intervals and may revoke permis—
sion to use the procedure or require modification of the rates to
correct an error.

Sec. 2. AS 42.05.421(a) 1is amended to read:

@ When a tariff filing is made containing a new orrevised
rate, classification, rule, regulation, practice, or condition of
service the commission may, either upon written complaint or upon its
own motion, after reasonable notice, conduct a hearing to determine
the reasonableness and propriety of the filing. Pending the hearing
the commission may, by order stating the reasons for its action,

suspend the operation of the tariff filing. For a tariff filing that

HB0168C °]- CSHB 168 (L&C)



does not change the utility"s revenue requirement or rate design, the
suspension may last for a period not longer than six months beyond the
effective date established in the tariff filing unless the commission
extends the period for Rood cause. Fo; a tariff filing that changes
the utility®s revenue requirement or rate design, the suspension may
last, unless the commission extends the period for good cause, for a
period not longer chan

(1) [AN INITIAL PERIOD NOT LONGER THAN] six months before
an interim rate equal to the requested rate goes into effect and no"
longer than 12 months before a permanent rate goes [BEYOND THE TIME
WHEN IT WOULD OTHERWISE GO] into effect if the annual gross revenues
of the utility making the filing are more than &3,000,000; and

(2) [NOT LONGER THAN] 150 days before an interim rate equal
to the requested new rate goes into effect and not [longer than one
year before a permanent rate goes into effect if the annual gross

revenues of the utility making the filing are 83,000,000 or less.

CSHB 168 HB0168C



March 6, 1990

STATEMENT OF ALASKA TELEPHONE ASSOCIATION ON THE LABOR AND
COMMERCE CS FOR HOUSE BILL 168

A. House Labor & Commerce Committee Substitute

The Labor and Commerce CS makes two changes to the state
Affairs CS:

1. The words rate design are included in Sec. 2(a).
Alaska Telephone Association agrees with this amendment.

2. In Sec. 2(a)(l), it would require an interim rate to
be approved within twelve (12) months of a rate case filing
and a permanent rate within eighteen (18) months. Alaska
Telephone Association opposes this change.

At its February 1 public meeting, the Commission agreed that
twelve (12) months is the norm for action on rate cases. We
agree with the two Commissioners voting to endorse the bill

that to state eighteen (18) months in statute would result in

changing the norm to eighteen (18) months. That is not
progress.

B. Amendment #1

Amendment #1 would define "goc cause”™ to include insufficient
staff or money to comply. Alaska Telephone Association has
concerns about this language as it appears to weaken the bill.
We are convinced that the phrase "for good cause™ contained 1in
the State Affairs CS has legal standing and is sufficient to
allow for extensions for a variety of acceptable reasons.

C. Amendment #2

Amendment #2 would allow the Commission six months to respond

once the proceeding is completed. Alaska Telephone
Association does not support this amendment simply because it
is the length of proceedings about which we are concerned. It

would do little good to require a decision within six months

if the proceedings stretched on for fourteen months prior to
completion.

Aif&to) U i tM
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| -y STEVECOWPER, GOVERNOR

ALASKA PUBLIC UTILITIES COMMISSION

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT gﬁon"g "mSOTREET

ANCHORACE. ALASKA 99501
(907) 276-6222

ALASKA PUBLIC UTILITIES COMMISSION

COMMENTS ON CSHB 168 (State Affairs)

April 26/ 1989

The following comments are submitted in response to the
House State Affairs Committee substitute for HB 168:

Section 1:

The Commission continues to oppose extension of the
simplified rate filing procedure to local exchange companies
(tegs) for several reasons:

1. The policy premise for establishing a simplified rate
filing procedure for electric cooperatives does not apply to all
LECs. AS 42.05.381(e) effectively transfers some regulatory
responsibility to the elected boards of directors of electric
cooperatives. These boards represent, and are otherwise account-
able to, ratepayers. |If ratepayers object to the rates which are
implemented by the boards, they can change directors through the
electoral prooess. In any event, any "excess profits" which may
result under this reduced regulatory scheme ultimately flow back
to ratepayers through capital credit distributions.

2. LEC regulation is more complex because it involves tha
separation of costs and revenues between local, intrastate toll,
and interstate toll services. Therefore, there are some inherent
limits on simplification which are not present with electric
cooperatives.

03-HOLH
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3. The Commission is ourrently addressing the issue of
simplification of regulation for all small utilities through a
generio proceeding and believes that this approach is more ap-
propriate and more targeted than what has been proposed in Sec-

tion 1.

4. There is no historic basis for justifying simplification
of ratemaking for LECs, given the small number of LEC rate cases
th*re has been over the last 10 years. However, the Commission
understands the concern of the LECs that they may facing rate
cases in the future due to cost increases resulting from deci-
sions made by the Federal Communications Commission and pending
before this Commission. The Commission believes that this prob-
lem is specific and short-term in nature and can beet be ad-
dressed in conjunction with the actual rulemaking proceedings.

5. if this regulatory scheme is good policy for the LECb,
it is difficult to imagine why an argument could not be made that
it is equally applicable to all other types of utilities. This
logic and conclusion effectively results in little or no utility
regulation in Alaska.

Section 2t

While the form and substance of this section have been im-
proved, the commission believes that the time frames set forth in
proposed AS 42.03.421(a)(1) are too short. At a minimum, it is
recommended that they be increased to 12 months and 18 months.

The basis of this suggestion is the recognition that fully
adjudicated rate cases involving large utilities oannot realisti-
cally be completed in less than one year's time, within 45 days
of receiving a request from a utility for a rate increase, the
Commission performs an initial evaluation of the filing/ deter-
mines whether the request should be suspended for investigation
and hearing; and, if so, grants an interim rate increase. The



processing of a rate case which is suspended for full adjudica
tion includes any or all of the following steps:

1. preparation of utility prefiled testimony,

2. auditing by Staff and intervenora,

3. discovery and depositions by Staff and intervenors,
4. preparation of Staff and intervenor prefiled testimony,
5. discovery and depositions by utility,

6. preparation of utility profiled replytestimony,

7. preparation of statements of issues,

8. public hearings,

9. preparation of briefs and reply briefs,

10. deliberations and decision-making by Commission,
11. drafting of decision,

12. distribution, editing, and meeting on decision,

13. publication of decision,

14. computation by utility of revenue requirement in

conformance with decision,

15. comment by staff and intervenors on the correctness
of utility's revenue requirement computation,

16. issuance of final rate determination, and

17. preparation and processing of petitions for reconsidera-
tion at varying decision phases.

The Commission operates more like the Supreme Court than the
Superior Court or a state agency because the decision-making pro-
cess involves bringing together three to five people. This
necessarily expands the time necessary for coordination and dis-
position of decisions. The Supreme Court typically allows at
least six months for issuing opinions after the record is closed
in a case, and the Commission requires a similar amount of time
to finalize decisions in aomplex rate proceedings. Zn is also
iImportant to aonBider that the Commission's decisions may be ap-
pealed to the courts and must be legally and technically
Bustainable,



Local Exchango Phono U tilities/ Tariff Filings

The committee substitute for HB 16a has substantially reduced the
AFUC's original estimate of fiscal impact. However, a review of
both sections 1 and 2 of CSHB 168 reveal that some level of
augmented resources will still be necessary if this bill is
enacted. Section 1 contributes to this impact in the creation of
a new rate review procedure for telephone utilities. While a
simplified filing may require less analysis than a traditional
rate case, these filings will be made with much greater frequency
and are likely to be utilized by a significant number of
regulated telephone utilities. The combination of this effect
will contribute to a positive fiscal impact.

Although section 2 of the bill now provides for the exercise of
Commission discretion in extending the processing time for oases
based on "good cause"”, the obvious intent of this seotion is that
the Commission should improve its turnaround time for tariff
review and decision making. Although it is difficult to
guantify, it is clearly necessary to enhance the level of staff
resouroes available to achieve the intent of this provision.

The AFUC estimates that the combined impact as noted above will
result in the need to add three positions to its authorized
staffing. Proposed additions include a Utility Finance Analyst
I, a Utility Tariff Analyst 11, and an Administrative Support
Technician XII.



ALASKA PUBLIC UTILITIES COMMISSION /
DEPABTHENT OF COMMERCE ANO ECONOMIC DEVELOPMENT ~ /
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SUITE 1

ANCHORACE. ALASKA 99501
(9C7( 276-6222

ALASKA PUBLIC UTILITIES COMMISSION

COMMENTS ON HB 168

February 21> 1989

The Commission opposes Section 1 of HB 168. This Section
extends the simplified rate filing procedure currently allowed
for electric cooperatives under AS 42.05.381(e) to all local ex—
change telephone companies (LECs). The existing law was premised
on the elected board of directors of electric cooperatives assum-—
ing responsibility for rate changes. The proposed bill would
extend this ratemaking option to all LECs regardless of their
ownership or size. Rate increases for electric cooperatives are
limited to 8 percent per year or 20 percent over three years
under Commission regulations which can be modified, if necessary.
HB 168 would allow LECs uo increase the.ir rates by 10 percent per
year by statute. The level of rate increases permitted under a
simplified filing procedure should not be established by statute,
and, in any event, 10 percent annually is too high. It would
allow LECs to double their rates in less than 8 years without
significant regulatory oversight. In addition to the above, the
Commission questions whether LEC regulation is amenable to this
simplified process given the complexities of separating costs and
revenues between local, interstate and intrastate toll services.
Lastly, if this regulatory scheme is good policy for the LECs, it
is difficult to imagine why an argument could not be made that it
is equally applicable to all other types of utilities. This



logic and conclusion effectively results in no utility regulation

in Alaska.

The Commission also can not support Section 2 in its present
form. Any deadlines for Commission action must be established
with due consideration of the resources available to the Commis—
sion to perform its duties and of the consequences of any iIn—
ability to do so. Also, any deadlines should have some provision
for extensions under extenuating circumstances. While a fixed
time period may be desirable and achievable in most instances,
the time periods established under the bill are too short and too

restrictive fop a number of reasons:

(1) Given budget cuts in recent years, the Commission is =«
presently overloaded without imposing any additional time con—

straints on its performance.

(2) It is not appropriate” to size the Commission Staff (per
the attached fiscal note) 1in order to assure that cases that are
particularly large or complex, or that happen to be filed contem—
poraneously, can be handled within a narrow time period. Rather,
it is preferable to use scheduling flexibility to smooth out

workload where necessary.

(3) To the extent that cases currently take longer than one
year to process, it is just ao likely to be a function of utility
delay as it is regulatory delay. IT the Commission were bound by
a one year time frame, it would have to be much more stringent
with respect to the quality of utility filings and requests for
extension of time. In addition, it would not be a desirable



APUC Comments on HB 168
Page 3 of 3
February 21, 1989

result if permanent rate requests were either rejected or ac—
cepted prior to completion of Commission review simply because

the time period had run out.

O) Any utility which requests interim rate relief and
meets certain minimal standards is granted an interim rate in—
crease within 45 days of filing its request. Requiring a second
interim within six months is an administrative and regulatory
burden and increases the likelihood that a refund may be neces—
sary. The Commission believes that the provision to increase an
interim rate to the level of the permanent rate request should
not be exercised until one year has passed, so this additional
financial protection would be invoked only in those instances

where rate cases had been unduly protracted.

While the Commission continues to prefer "the existing statu—
tory language, it would suggest that if the approach 1in Section 2
is adopted, the provisions be clearly targeted at tariff filings
in which utilities request general rate increases to offset a
revenue shortfall®. In addition, the time frames should be en—
larged after due consideration of the Commission®s duties and
resources and the actual 1impact of both existing and proposed
deadlines on utilities. Lastly, there should be a provision for
extending the full time period under extenuating circumstances.
Attached is alternative draft legislation for Section 2 address—

ing some of the Commission®s concerns.



Attachment

HB 168

AS 42.05.421 is amended to read:

(@ When a tariff filing is made containing a new or revised
rate, classification, rule, regulation, practice, or condition of
service the commission may, either upon written complaint or upon
its own motion, after reasonable notice, conduct a hearing to
determine the reasonableness and propriety of the filing.

Pending such a hearing the commission may, by order stating the
reasons for its action [SUSPEND THE OPERATION OF THE TARIFF
FILING FOR]j_ * *
(1) suspend the operation of any tariff filing which does not
include an increase in the utility"s revenue requirement for an
initial period riot longer than six months beyond the time it
would otherwise go"into effect, and for such additional periods
as appropriate;

(2) suspend the operation of a tariff filing which includes an
Increase in the utility"s revenue requirement for a period not
longer than 12 months before an interim rate increase equal to
the requested rate increase goes into effect and, absent good
cause shown, not longer than - months before a permanent rate
increase goes into4effect if the annual gross revenues of the
utility making the filing are more than $3,000,000; and

(3 suspend the operation of a tariff filing which includes an

increase in the utilityfs revenue requirement for a period [2]



not longer than 5 months [150 DAYS] before an interim rate
increasa equal to the requested [NEW] rate increase goes into
effect and, absent good cause shown, not longer than one year
before a permanent rate increase goes into effect if the annual
gross revenues of the utility making the filing are $3,000,000 or

less.



ALASKA PUBLIC UTILITIES COMMISSION
ADDITIONAL COMMENTS ON HB 168%*

FEBRUARY 26, 1990

Subsection AS 42.05.381(e)

The Commission wishes to reiterate and emphasize
that it fully supports the concept of "simplified rate filing
procedures”; however, it opposes thi% bill because of a
question of timing and knowing how to precisely effect such
simplification. IAny system that would continue to protect the
ratepayer and truly be simpler requires considerable effort to
develop on the part of the Commission as well as the industry.
Thus far, the principal proponent has not come up with any
specific approach. (In the original version of this bill the
Alaska Telephone Association (ATA) proposed automatic annual rate

increases up to 10 percent which was unacceptable to the

Commission, especially in an industry where costs are generally

decreasing).

*Commissioner Daniel Patrick O0"Tierney was our of State
and did not participate at the February 23, 1990, public
meeting in which the Commission discussed these additional
issue?.. Commissioner Whiteaker is on leave until shortly
before the effective date of her resignation on March 2, 1990,
and also did not participate.

Page 1 of 6



Alaska Public Utilities Commission
Additional Comments cn HB 168
February 26, 1990

Page 2 of 6

As the ATA has testified, major changes are occurring
in the way local exchange company (LEC) costs are allocated
between intERstate, intRAstate, and local jurisdictions, and
indeed the shifts are unfavorable for some of the companies.

ATA failed to mention, however, that except for the Anchorage
Telephone Utility, GTE Alaska, and Telephone Utilities of Alaska,
eall other local telephone companies are eligible for the Federal
Universal Service Fund that was explicitly established to
mitigate the impact of the cost allocation changes on local rates
of small telephone companies. For example, 1in the case of
Matanuska Telephone Association which was cited in ATA"s
testimony to the Committee on February 22, 1990, there are cost
shifts to the local jurisdiction of nearly $3 million from
intERstate toll and almost $2 million from intRAstate toll. The
Universal Service Fund, however, cancels the impact of these
shifts to the extent that the resulting impact on local rates is

only one cent per month.1

Currently, the regulation of telephone companies,
both local and long distance, is in a highly evolutionary

state. In the fall of 1990, LECs will file access charges,

~mComments presented in the fall of 1989 by Commission Staff
which were based on data supplied by ATA on August 18, 1989, in

Docket R-88-3.



Alaska Public Utilities Commission
Additional Comments on HB 168
February 26, 1990

Page 3 of 6

and the Commission 1is very hopeful that data attained in
conjunction with access charges will provide the majority of the
data needed in rata cases. Th6 extent to which access charge
data can simplify rate proceedings will only be known after the
initial filings are made and analyzed. The Commission also
remains open to consider other approaches. Incentive rates

and variations of the FCC "price cap system”™ are used in other
states; however, experience has shown that most such systems
turned out to be considerably more complex and controversial

than initially expected.

Most other states have already dealt with access
charges and competition several years ago, and now are
experimenting with new approaches to telephone company
ratemaking. Due to the uniqueness of the Alaska network, the
issues of access charges and competition are only now being i
addressed. The competition issue alone is exceedingly complex.
Consequently, the Commission believes that it is essential that

the majority of i1ts efforts be devoted to these issues during the

next year.

The Commission wishes to apprise the Legislature that
due to shifts in cost allocations, local exchange costs of some
companies will experience considerable decreases while others
will see considerable increases. Consequently, allowing

utilities to automatically raise rates would inadequately



Alaska Public Utilities Commission
Additional Comments on HB 168
February 26, 1990

Page 4 of 6

protect ratepayers of some telephone companies but weald provide
insufficient revenues for other telephone companies. In its
testimony to the Committee, the Commission tried to be very
direct and call attention to the vagueness of the word
"simplification.”” Rather than legislation, the Commission
believes it needs an honest and cooperative discussion with the
industry about a specific "simplification””approach that could
reasonably maintain the same level of protection of the ratepayer
as 1s being given now. In any event, should the Legislature
desire to include telephone companies in AS 42.05.381(e), the
Commission urges that, unless a specific approach is thoroughly
examined, the legislation be stated in as general terms as

possible.
Section AS 42.05.421(a):

In response to the suggestion made by Representative
Gruenberg, the Commission offers the attached modifications to
AS 42.05.421(a) to impose a time limit to the Commission®s
decisionmaking. As previously explained, the Commission does not
believe that the changes requiring interim rate increases are
warranted since interim rate relief based on a "probable success”’

criterion is routinely granted within 45 days of the utility"s

filing.



Alaska Public Utilities Commission
Additional Comments on HB 168
February 26, 1990

Page 5 of 6

The Commission wishes to reemphasize that the attached
modification to AS.42.05.421(a) only addresses the time frame
after the case is taken under advisement by the Commission. The
Commission has direct control over this time frame and considers

the proposal reasonable.

Alternatively, the Commission requests that the
Legislature adopt an 18-month time limit for the overall case
with a "for good cause" exception to account for the most unusual
circumstances. While the 12-month limit advocated by the ATA is
an admirable goal, the Commission has limited control over the
timeframe that some of the individual steps may require. The
Commission requests that the Legislature either adopt the 6-month
limit following the time the case is referred to the Commission
or the 18-month time limit for the overall case and not both.
Implementing both restrictions may handicap the Commission from

effectively discharging its duties.,
The Commission ™ proposed amendment is as follows:
AS 42.05.421(a) 1s amended to read:

(@) When a tariff filing is made containing a new
or revised rate, classification, rule, regulation, practice, or

condition of service the commission may, either upon written



Alaska Public Utilities Commission
Additional Comments on HB 168
February 26, 1990

Page 6 of 6

complaint or upon its own motion, after reasonable notice,
conduct a hearing to determine the reasonableness and propriety
of the filing. Pending the [SUCH A] hearing the commission
may, by order stating the reasons for its action, suspend the
operation of the tariff filing for a period not to extend more
than six months.after the matter is referred to the commission
for opinion or decision

[(1) AN INITIAL PERIOD NOT LONGER THAN SIX MONTHS BEYOND THE
TIME WHEN IT WOULD OTHERWISE GO INTO EFFECT IF THE ANNUAL GROSS
REVENUES OF THE UTILITY MAKING THE FILING ARE MORE THAN
$3,000,000; AND

2 NOT LONGER THAN 150 DAYS BEFORE AN INTERIM RATE EQUAL TO
THE REQUESTED NEW RATE GOES INTO EFFECT AND NOT LONGER THAN ONE
YEAR BEFORE A PERMANENT RATE GOES INTO EFFECT IF THE ANNUAL GROSS

REVENUES OF THE UTILITY MAKING THE FILING ARE $3,000,000 OR

LESS].
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ALASKA PUBLIC UTILITIES COMMISSION
CEPARTMENT (P COWWEREE AND EOONOMC CEAGRVENT £ L ST

ITE 100
ANCHORAGE . ALASKA 99301
) 2r6-622

February 1, 1990

Representative Dave Donley, Chair
House Labor and Commerce Committee
Alaska State Legislature

House of Representatives

P.O. Box V

Juneau, Alaska 99811

Dear Representative Donley:

This ie in response to your letter of January 15, 1990, regarding
the Commission's position on the simplified rate filing process
and time limits set forth in HB 1€B and on the status of the
reconsideration petitions on the commission's jurisdictional coat
separations decision.

The Commission held a public meeting on the proposed particular
modifications to AB 42.05.421(a). All Commissioners agreed that
the regulations adopted for electric cooperatives cannot directly
be applied to telephone utilities and that data attained in con-
junction with access chargee could provide a basis for simplify-
Ing local exchange carrier (LEG) rate oases. However, the Com-
missioners disagreed as to how an? when simplified ratemé&king
regulations should be addressed.

The majority of the Commission (Commissioners Knowles, Sokolov
and Foster) opposed the addition of LECs to AS 42.05.381(c) at
this time. The minority, Commissioners Whiteaker and O'Tierney
endorse the proposed modification to AS 42.05.381(c).

The majority's reasoning is based on the premise that regulation
Is inherently more complex for LECs than for other utilities be-
cause it is necessary for them to perform cost separation studies
to divide their revenues, expenses', and investment between local
exchange, intrastate and interstate toll services and among their
regulated and unregulated serviaee. The majority bolievaB,

however, that after some experience is gained with access charge
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filings which are due to be filed for the first time in the fall
of 1990/ these filings may provide a logical starting point for

simplifying rate oases for all, or at least for the smaller/
LECs.
1

In addition/ the Commission is now developing regulations that
may introduce intraBtate toll competition within the next year.
If thiB were to occur in addition to the implementation of
access oharges, the majority believes that it would be somewhat
unrealistio to expect that simplified ratemaking regulations
could be developed and adopted within the same timeframe.
However, this does not preclude the primary advocate of this
bill, the Alaska Telephone Association, from filing proposed
regulations with the commission to achieve its purpose

(AS 44.62.220 - .230.) Not only would this IikeIK advance the
timetable but also it would give the Commission the industry's
preferred position as a starting point for evaluating simplifica-
tion options at a later time.

Time Limit:

The amendments in AS 42.05.421(a) apply to all utilities. Given
the "good cause" exception in the current version of the bill,
the Commission does not oppose the six month time lim it imposed
on tariff filings that do not change utility rates. In this
regard, the Commission proposes the following textual changes:
"For a tariff that does not [INCLUDE AN INCREASE IN] change the
utility's revenue requirement or rate design, the suspension may
last for a period not longer than six months beyond the effective
date established in the tariff filing unless the commission
extends the period for good cause. For a tariff filing that
includes [AN INCREASE] a change in the utility's revenue require-

ment or rate design, the suspension period may last for a period
not longer than "

Also, given the "for good cause" exoeption, the Commission also
does not oppose a time limit for a permanent rate to go into
effect for utilities grossing more than $3,0C0,00Q. There was
disagreement, however, as to what that time interval should be.
Commissioners whiteaker and O'Tierney concur with the proposed
12 month time limit before a permanent rate goes into effect,
reasoning that complex cases, which are considerably less fre-
guent than routine rate cases or rate design cases, are likely to
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gualify under the "for good oauee" exception. Commissioners
Knowles, Sokolov and Foeter endorse an 18 month time limit which
would allow the Commission to complete all but the most unusual
cases within the statutory time limit. In the view of the
majority, the lengthy State procurement procedures for hiring
consultants that are sometimes needed in the more complex rate
cases, the time required for Staff audit, discovery and deposi-
tions; hearings, briefs, deliberations; preparation of a substan-
tive order, and subsequent calculations makes the 12 month limit
simply too right. The Commission will, of course, continue its

objective to complete the vast majority of rate cases within 1osb
than one year.

Given the majority endorsed the 18 month time limit, the Commis-
sion was unanimous in recommending that the proposed six month
time limit before an interim rate EQUAL to the requested rate be
increased to 12 months.

Interim rate inoreasee are currently granted within 45 days after -
a utility files for a change in rates; however, these are not
necessarily equal to what the utility requests. Normally, the
Commission grants interim increases on a probable success
criterion. That is, the Commission eliminates from the interim
amount those items which, upon a preliminary analysis, more
likely than not will be disallowed on final hearing. An interim
increase may also be modified during any time it is in effect if
circumstances dictate. Thus, requiring a further interim that
equals the utility's request increase as Bix months introduces
unnecessary administrative complexities into the process without
countervailing benefits.

The Commission also believes that both AS 42.05.4212(a)(1) and
(2) should be clarified with respect to which requested rate
becomes the permanent rate when both an interim rate and perma-
nent rate have been requested by as utility.

Reconsideration:

By a three to two vote, the Commission adopted a 20 percent
factor for allocation of certain non-traffic sensitive costs to
intrastate toll service. (Order R-88-3, dated November 17,
1989.) On December 1, 1969, the Alaska Telephone Association
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(ATA) filed a petition for reconsideration of this decision, and
on Deaember 11, 1989, Alasoom, inc. filed in opposition to ata"b

position. The procedures for handling reconsideration petitions
are clearly set out in 3 AAC 48.105, a copy of which is attached
to this letter for your convenience. This regulation gives the

Commission 30 days from the filing of a petition to order recon-—
sideration and further provides that no action on a petition
during the time allowed for reconsideration results in automatic
denial. The ATA petition was effectively denied on Deoember 31,
1989, under this automatic provision.

I hope this adequately responds to all of the questions 1in your
January 15 letter. However, if you need more information or
further explanation of the Commission®s views, please be Bure to
let me know.

sincerely,

ALASKA PUBLIC UTILITIES COMMISSION

& & / Soi&k Cr&rv™

Peter Sokolov
chairman



3 AAC 48,105 CoMMJsncK and Econ. Dev, 3 AAC 48.110

el SR S8y

\/\73 105, PETITIONS | FOR  RECONSIDERATION,
th|n 16 days after an oraer of the commission IS served, a party
P/ file a pet t|on for recon5|derat|on of that order sotting out specifi-
the grounds upon which the petitioner believes the order is u»
reasonable erroncov unlawful, or otherwise defective. The peti-
tioner may also submit a pro posed order designed to cure the alleged
dofects of the commission’s order. A party opposing a petition for re-
consideration has 10 days after the date onwhich the petition is filed
with the commission to regpo The commlssmns power to orcer
reconsideration expires. 30 ays after the date on which the petition
for reconsideration is filed with the commission. If the commission
takes no action.on a petition for reconsideration within the time al-
lowed_for ordering reconsiceration, the petition i automatically de-
nied. The commission may order reconsideration in writing of all or
purt of the record In a proceeding together with any additional evi-
dence and argument which may"he permitted either in writing or
orally. The mére f|||n apetltlon for recon3|derat|on cloes not excuse
the et|t|on|n #ar]t}/ om compliance with a decision or order of the
com”nlssmn 373, Register 44; am 6/29/84, Register 90)

Authority: A§ ﬂ% % f411

3 AAC 48.110. INTERVENTION, (a) Petitions for permission to
intervene as a party will be consi ered onIy in those cases that are to
e deC|ded u nan ewdenﬂarhl record aftér notice and hearing.
person Who as a stafutory right to be made a party to that proceedin
will be permitted to mtervene Any person V\/nose intervention wll be
conduciVe to the ends ofjustice aud Will not unduly delay the conduct
of the proceeding will, in the commission’s discretion, be permitted to
Intervene. The commission does not_grant formal intervention, as
such, in nonhearing matters, and any interested person may file ooour
ments authorized tnder 3 AAC 48.010 —3 AAC 48.170 without first
obtalnlng permission.

Passmg “PO” a pet|t|on {o intervene, the following factors,
amon others, Will be consicered
(B tthe tnature Ogé‘ége pet|t|oners right under statute to be mude a
0 the
( the natuee and extent of the property, financial, or other in-
terest of the petitioner;
{3) the effect on petitioner's interest of the order which may be
entered in the proceeding;
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Alaska Telephone Association

201E. 56th Avenue/ Suite 230

Anchorage, Alaska 99515
(907)563-4000/FAX (907)562-3776
Claude zike

€ Gordon Parker
Prwidint Baouthf Diredar

harch 1, 1990

Tot Rep* Donley
Ginger Baim

Fromt Gordon Parker/"

Ret CSHB 166 J

Foil owing 1is a discussion of the latest position paper from
the APUC regarding HB 168. I hope this is helpful to you.

IT you have any questions* please don"t hesitate to call.

Thanks for all your assistance and patience*



COMMENTS OF ATA REGARDING 2/26/90 APUC POSITION PAPER
ON HB 168

I am unable to comment on anything uhich occurred at the
February 23 public meeting of the commission as ue received
no notice that it uas being held.

ATA did originally draft a specific simplified approach
providing for a range of rates concept, 1i.e.. a company could
make rate adjustments uhich fell uithin a predetermined range
(uhich ue established at ten per cent) and the approach uas
unacceptable to the commission. This 1is a concept 1in use 1in
several other states and one uhich 1is uorking uell. It in
no uay implies an automatic rate adjustment. Built into the
system are opportunities for consumers, staff or the
commission itself to revieu the process and stop the process
if appropriate.

The document also implies that costs to the telephone
industry are coming doun. This 1is a misconception. It uould
be correct to say that the costs of the system uhich relate
to those pieces of equipment uhich are driven by the
continual reduction in the costs of electronics are going
doun. Houever, these are capital costs uhich shou up as
reductions 1in a company*s depreciation expense, While these
costs are going doun, there are continuing pressures due to
rapid technological change resulting in a shorter depreciable
life. In other uords, an electronically driven suitch used
to cost, say *730,000 and its effective life uas, perhaps, 20
years. That same suitch today may cost $600,000 but ulll be
outmoded 1in 15 years, thereby compressing the time available
for the company to recover its investment.

While the costs associated with electronics goes doun, the
reduction 1is offset by increases in the enhanced features
built into the suitches, 1i.e., softuare. In fact, companies
are being required to make 1investments in some enhanced
features not because of customer demand but because they are

forced to. Protocol Seven 1is a good example. In rural
areas, there 1is little market for the enhanced features
provided by Protocol Seven. Houever, as the nationuide

netuork 1is shifting to Protocol Seven in the near future,
Alaskan companies uill be required to follou suit in order to
have continued access to national data bases uhich provide
b11ling verification.
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It should also be noted that the electronic component 1is only
part of a company ™ system. The other parts, 1i.e.,

buildings, cable, vehicles, tools, etc., are all increasing
with inflation.

As uith any business, labor is a significant cost of doing
business. Labor costs are not going doun. Perhaps more
significant 1is the cost of providing benefits. As the
legislature 1is auare, and as a trustee of an insurance plan 1
can personally testify, the cost of providing benefits 1is
reaching a state of crisis. Other 1items necessary to the
operation of a business, 1i.e., travel, stationery, Tfurniture,
etc., are all increasing to us Just as they are to other
businesses™

In summary, it appears that in making the statement that
costs in the telephone industry are decreasing, the
commission is taking an extremely narrou vieu at one category
of costs and considering neither the shortened period
available for depreciation nor the costs associated uith
other categories.

As ue have consistently advised the legislature, the problem

we are facing 1is one of cost shifts. The FCC has ordered
that only 23 per cent of a telco ™ costs can be recovered
from the interstate toll Jurisdiction. The APUC has ordered
that only 20 per cent of a talco™ costs can be allocated to
the intrastate toll Jurisdiction. That means that 55 per
cent of the costs must be borne by the local ratepayer. Some
telcos must act to adjust their rates. Ue think it to be 1in

the public interest to develop a method to accomplish those
adjustments which will reduce the cost and complexity to
telcos, to the commission itself and to the customers.

The commission mentions the interstate universal service fund
as a source of revenue which will mitigate some of the costs
being shifted to the Ilocal rate from the interstate and
intrastate toll rates, Again, the commission doesn"t go far
enough* In many instances, the USF will mitigate the effect
of the shifts, but not for all companies, Anchorage
Telephone Utility, serving 115,000 of the 246,000 customers
in the state, receives no USF assistance. The net effect of
the shifts to ATU customers is approximatel!y $11.00 per
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month. Likewise, the net effect to customers of Fairbanks

Municipal Utility System and Cordova Telephone Cooperative,
both recipients of USF assistance, will be approximately
$6.56 and $4.37, respectively.

Ue have also consistently warned the commission that they
should not make decisions affecting the future based on the
existing support from the USF, That fund is being eroded
rapidly. At the interstate level, the long distance
companies and the larger 1local companies (Bell companies) are
actively seeking to lessen their payments to that fund.
Simply put, we do not expect that assistance to continue
indefinitely.

The commission is correct in noting that implementation of
access charges on January 1, 1991, will bring uith it
significant increases in data filed with tha commission. As
ATA testified on February 22 and as Commissioner Uhiteaker
stated in the commission meeting of February 1, these filings
will be, essentially, rate case filings. The conclusion
Commissioners Uhiteaker and O°"Tierney drew uas that the
commission will have more data on the telephone industry than
on any other utility under their jurisdiction and therefore
simplified ratemaklng should be less complex for the
telephone 1industry than for any other utility.

The commission argues that "simplification” 1is a vague word
but then concludes by urging the legislature to pass
legislation uhich 1is "stated in asgeneral terms as
passible.”™ 1 am rot sure uhichthe commission wants. As
noted above, ue originally offered a very detailed procedure
based nn similar procedures uhich have been successful in
other states. That uas rejected by the commission. Ue came
back with the general language which now exists in C3HB 168,
expressing our willingness to leave the definition of

"simplified"” to the commission. Being unsure whether the
commission prefers a "specific” ora "general” approach, 1
don "t know what more | can say. lwould note, houever, that

it is much too late in the session to attempt to start over
uith consideration of a "specific"™ approach.
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Regarding the commission ™ comments on section tuo of CSHB
1681

It appears to me that of the commission™ proposed amendment
uould create a system uhich is uana than uhat ue have now.
The six month limit would apply only to issuance of a
decision after the proceeding 1is completed. The proceeding
is the source of our concern. Under the commission™s
proposed amendment, a proceeding could continue for tuo years
and the clock wouldn ™t start running until it uas completed.
That 1is no help at all to us.

The commission has also proposed changing the 12 months in
section tuo to 18 months. At its February 1 meeting, the
commission agreed that 12 months 1is the norm except for the
extraordinary instance. To establish an 18 month period
uould, 1in my opinion and in the opinion of the tuo
commissioners voting to endorse the bill, change the norm
from 12 to 18 months, Ue have long since agreed to the
allowance of extensions for good cause. Essentially, that
phrase, in my opinion, grants the commission wide latitude in
exceeding the 12 months proposed.
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OTZ telephone cooperative, inc.

P.0. BOX 324
KOTZE3UE, ALASKA 99752
(907) 442-3114

March 3.1, 1989

Representative Dave Donley
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

Dear Representative Donley:

I appreciate the opportunity afforded me and other local
exchange companies to address the House State Affairs Committee
regarding HB168, "An Act Relating to Simplified Regulation of
Local Exchange Telephone Utilities.”

I understand that this bill will now come before the Labor
and Commerce Committee of which you are also a member. I look
forward to an opportunity to add further testimony or provide
clarification of any questions which this committee may have.
For your information, 1 am enclosing a copy of my previous
testimony before the House State Affairs Committee.

Please contact me if | can assist you in any way with your
further study of this legislation. I firmly believe that
simplified regulation is a goal long overdue, and one which will
become increasingly critical as the local telephone companies
face the extensive changes and challenges ahead.

Sincere!
Xjux

Loren J. Karro
General Manager

cc: 0TZ Board of Directors
Gordon Parker, Executive Director, ATA

enclosures\

LIK:1lc



Testimony before House State Affairs Committee

March 23, 1989 (via teleconference in Kotzebue)

My name is Loren Karro, and | am the General Manager of 0Tz
Telephone Cooperative. OTZ, a member owned, full service telephone
company, serves 1,535 telephone lines and twelve separate exchanges

within the Northwest Arctic Borough.

The local exchange companies in Alaska are asking the legislature
to recognize that changes in thenature of telephony have increased
the need for them to be able toreact to changing revenues within a

reasonable amount of time and without costly regulatory burdens.

As has been stated by other involved parties, the precedent for
decreased regulatory requirements has already been set. In the

last five years, 25 states have passed legislation to decrease the

regulation of or to deregulate telephone services. In not one
state, in not one instance, has experience with decreased
regulation led to a tightening of regulatory controls. On the

contrary, most states have reacted by extending the deregulation to
a greater number of companies and to cover a greater number of
circumstances. Legislation passed in 1986 provided for relaxed

filing standards for electric cooperatives in Alaska.

Comments filed by the Alaska Public Utilities Commission warn of

possible outrageous rate increases which might happen under this



legislation. However there is no experience, in Alaska or in those

other states that have allowed for relaxed regulation, that any
company has or even could so abuse their powers. In fact, a study
by a leading national journal of communications and regulation
states that "Less regulation ...does not mean [the telcos] will
undertake unreasonable rate increases or let service qguality
deteriorate. Rather, lower regulatory costs mean lower rates."

The Commission further comments that LEC regulation may not be
amenable to simplified regulatory processes because of the
intricacies of the separations procedures which divide costs and
revenues between local, interstate and state toil services. |
assert that it is because of the intricacies of and cri.tical

changes to these processes that the local companies so desparately

need simplified rate and regulatory procedures. There are numerous
docketts at both the federal and state level, any one of which
could critically impact the revenues of the local exchange
companies. Costs are continually being shifted from the toll to
the local service sector, and local service companies need to be
able to react to these changes. These changes are totally beyond

the control of the local telco; they may present increased expenses
or decreased revenues which are not due to lack of efficiency,
improper operating procedures or poor investment decisions on the

part of the telco.

Present tariff change filings result in serious financial burdens
to the companies. One small local exchange company spent over

§$100.000 on their last rate case. This amounted to over S80 per



subscriber for that one filing! In imposing financial burdens such

as this, it may well be asked whose interest the Commission is
trying to protect. These costs are then added to the revenue
requirements of the phone company, and thus further increase the

rates needed from the subscribers.

The second part of HB 168 simply establishes a time Ilimit in which
the Commission must act. This area has been a bone of contention
with the wutilities for years. If a phone company finds itself with
a revenue shortfall and must file for a tariff change, they at
present may well spend an inordinate amount of money and well over
a year before the Commission approves the change. By this time the
financial burden on the company has increased, the financial
shortfall has been exacerbated by another year of insufficient
rates, and further changes to the revenue stream beyond the control
of the company may have already occured. It does not seem to me
that asking for a years limit tor examination of and action on a

simplified tariff filing s unreasonable. The APUC has proposed

adding the phrase "ability to extend this period for good cause".
Such a phrase is a legalize <caluse which is written so as to allow
a "liberal interpretation”, and could result in rendereing this
portion of the bill uneforceable.

The Commission says that such a time limitation would require
increased staffing of the Commission. In fact, the simplified rate
filing process meanssimplification for both the telco and the
regulatory commission. Instead of going through full public

hearings, voluminous filings and extensive involvement, the



Commission staff wouid be able to review the abbreviated filing,

check that the utility is acting in accordance with the
regulations, and that the percentage change is not beyond the
threshold allowed. It would appear that such a process wouid
greatly reduce the regulatory burden for all parties involved. The

Indiana legislature has suggested a smaller staff for their public
utility commission because of the reduced work due to the

introduction of simplified tariff tilings.

Alaskan local exchange companies such as OTZ are close to their

subscribers, and are under the significant pressure of community

accountability in all their actions. We have historically acted
responsibly to keep local rates affordable and to pursue the goal
of universal service. However, cost shifts from the national to
the Alaskan ratepayers which will be culminated in 1992, and
continuing shifts from the toll to the local sector on both the
federal and state level, mean additional revenue requirements
beyond the control of the local operating companies. The local
exchange industry is uniques among utiities in this respect. We

need to be able to react to these changes in a timely manner, and
without extensive filings which would cause additional financial
burdens to the subscribers. The telecommunications industry today
is anything but static; and the industry in those states which have
already enacted regulatory simplification has shown that it can and
does act both responsibly and responsively to the needs of its
subscribers. The Commission's fears are ungrounded and

reactionary.



I would be happy to provide additional information to the
committee, and will send a copy of my comments to anyone who wishes

them. | appreciate the opportunity to testify before you.
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KOTZEBUE, ALASKA 99752
(907) 442-3114

March 31, 1989

Shirley Genteurann
Kobuk River Lodge & General Store
Ambler, AK 99786

Dear Shirley:

Thank you for your letter about the need for a payphone 1in
Ambler.

We agree that a payphone is needed. Our old switching,
equipment did not allow for payphones, but we no longer have
that limitation.

Our policy is to install a payphone in a location that is *
open to the public as many hours as possible, and is agreed to—
by the city council. Your store would seem to be a convenient
location, however we need a letter from either the mayor or the
city council requesting it be put there. Perhaps you can speak
to them and have them send a letter of request.

We do have a .supply problem in obtaining payphones, as long,
back orders are common. However, 1if the city agrees we will
work with you to get a payphone installed as soon as possible.

Sincerely,
I -0Ola_a-o

Loren J. Karro
General Manager

LJK:1c
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Since the implementation of the consent decree requiring AT&T
to divest itself of its local exchange telephone companies in
1984, the telecommunications industry has been completely
restructured. The old system of settlements, that is, cost
recovery through negotiated agreements betueen local exchange
companies (LECs) and interexchange carriers (IXCs), has been
done away uith at the interstate level in favor of a neu
system of carrier access charges, that is, charges paid by
IXCs to LECs for access to the local loop. Competition in
the provision of interstate, interexchange services has
become practice.

This restructuring has resulted in a rethinking of standard
methods of regulation, both at the federal and the state
level. Since 1984, 25 states have passed legislation
pertaining to deregulation of telecommunications exchange
services. Most of the legislation pertains to the provision
of interexchange services. Very feu omit the maintenance of
universal service as a continuing goal. dost of them do,
houever, consider, to varying extents, the effect on basic
local service.

Indiana, for instance, enacted legislation uhich allous a LEC



serving less than s.000 access lines or a representative
group of their customers to petition for deregulation in the
areas of rates, charges and financing. Missouri deregulated
rates of cooperative telephone companies. Oregon deregulated
rates for LECs uith feuer than 15,000 lines. Virginia
provided for relaxed regulation for small investor ouned
LECs. Texas provided for a range of rates concept for
certain LECs, uhereby rates could be altered uithin a
predetermined range uithout the expense and time involved for
a full rate case.

Since that first round of state action, there has been
enough passage of time to determine the effect on consumers
and the LECs. That effect has been universally good. In
an article in the January issue of Telematics: The National
Journal of Communications Business and Regulation, Warren

G. Lavey and Ronald U. Gavillet track the progress of these
moves toward less regulation. This excellent article
concludes: "While measuring the success of these efforts is
difficult, all indications are positive. No legislature or
commission uith experience in lighter burdens for small
companies has subsequently increased or reimposed regulatory
requirements. On the contrary, loua, Minnesota, South Dakota
and Virginia have raised the maximum number of access lines
for small telephone company exemptions, and the Wisconsin
Public Service Commission has recommended the same action."



The states referred to in the Lavey-Gavillet article have
adopted differing size limitations for relaxed regulation.
Looking briefly at the list, ue find the follouing:

Il linois - 15,000
ndiana - 6,000
. loua - 15,000
Minnesota - 30,000
Missouri - 25,000
Montana - 5,000
Nebraska - All _Companies
hio - 15,000
Oklahoma - 15,000
Ore%on - 15,000
South Dakota - 10,000
Texas - 5,000
L Utah - 5,000 -
Virginia - Gross Revenues Less Than $10 Million
Uest. Virginia - 2,500

Wisconsin - 7,500
There are tuo differences betueen these states and Alaska
uhich come to mind in terms of the size and structure of
LECs. First, the companies in Alaska are much smaller
overall than in any of the other states. There are 22 LECs
providing service in Alaska. Of those, all but tuo uould
be eligible for relaxed or streamlined regulation in
Minnesota; 19 in Missouri; 17 in Illinois, loua, Ohio,
Oklahoma or Oregon; 15 in Montana, Texas, Utah or Wisconsin;
and 13 in West Virginia. Of the four largest companies in
Alaska (that is, over 20,000 access lines), three are
consumer or municipally .ouned.

Second, Alaska has heretofore not been subjected directly to
competition in telecommunications services to the extent
these other states have felt. The question of intrastate
competition is being pressed, houever. Additionally ue have



been and are being subjected to cost shifts as a result of
the interstate competitive market. Stated simply, costs that
were previously borne by ratepayers nationwide are, over an
eight year transition period uhich ends in 1992, be shifted
back to ratepayers within the state. Hou those costs will,
in turn, be divided between intrastate toll ratepayers and
local ratepayers has not yet heen determined.

Ue knou that costs are being shifted from interstate to
intrastate and that companies will have to seek rate
adjustments. Ue also know that if companies are obligated
to go through a full rate case to make the necessary
adjustments, the result will be simply additional costs

to customers. It should be noted that we are not asking
for deregulation. Ue are only asking in HB 168 that the
Commission be directed to devise a simplified proceeding to
allow all companies to move quickly and with a minimum of
cost to react to these pressures uhich are outside of their
control. Ue are asking for a procedure which has worked
well in other states and, since its implementation for
electric utilities, has worked well in Alaska.

The second section of HB 168 simply requires the Commission
to complete its review of a rate filing within one year. As
we note above, the pressures on LECs are coming quickly and
the days when lengthy delays can be afforded are gone. Ue do
not believe that 12 months is unreasonable. Again looking at



other states, ue find several uith considerably shorter

limitations: ,Arka}nsas - 8urrent|ly developing range of rates
system providing for ten days notice.

Kentu k%' Bzates are automatically alloued on an interim s,
refundable basis after six months.

Nebraska: ~Commission must act uithin five months if consume
objection is received.

Pennsylvania: Nine months on major rate cases.

South Dakota: Except for Bell, no Commission action
required.

Uisconsin: Un||m|te? time for actjon for companies over
500 six months alloued for smaller companies upon . .
complaint, It should be noted that the Ulsconsin® Commission
f,unﬁ),oort,s IeP|s|at|on uhich yould provide a seyen month
imitation for companies under 50,000 access lines.

Georgia: Rate alloued on interim s refundable basis after
five “months.

Ohio: Rate alloued on interim s refundable basis after nine
months.

Neu York: 11 months limit. Company can voluntarily agree to
extend.

loua: . Ten months on major rate cases; can be extended under
certain circumstances.

Uashington: 11 months.

Oregon:  Six months uith 60 day extension,
Florida: Eight months.

Utah: Eight months.

In summary, the companies providing local exchange telephone
service note the transitory nature of the industry today.
They advise the legislature that there is a necessity to
revise the system of regulation to provide for reduced costs
and more prompt reaction. The industry asks that the



Commission be directed, through HB 168, to promulgate and
implement regulations uhich provide for a streamlined rate
‘adjustment proceeding for all companies, uith proper
provision for consumer protection and based on a
predetermined range of rates. The industry further asks,
through passage of HB168, that the Commission be required
to respond to rate filings and issue a decision uithin one



LOCAL EXCUAfsieE IELEEbQJE COMPANIES CEBIIEICAIEQ Id ALASKA

CQEESD! Accaaa Lioea
Anchorage Telephone U tility 112,241
Telephone Utilities of the Northland 34,648
Matanuska Telephone Association 25,744
Fairbanks Municipal Utilities System 23,361
Telephone Utilities of Alaska 15,013
STE of Alaska 11,234
Ketchikan Public Utilities 7,003
Copper Valley Telephone Coopertive 2,932
United Utilities 2,588
Interior Telephone 2,086
National Utilities 1,551
OTZ Telepone Cooperative 1,542
Nushagak Telephone Cooperative 1,286
ég%tic Sloge Telepone Association 1,256
perat Iv
Cordova Telepone Cooperative 1,185
Bristol Bay Telephone Cooperative 894
Mukluk Telephone 537
Bush-Tell 411
Yukon Telephone 320
North Country Telephone 90
Betties Telephone 50

Summit Telephone 40
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Ronald W. Gavillet

Small exchange telephone companies face uv>
era] disadvantages In attem pting to provide services
comparable in rate* and quality to thaw of large

exchange telephone companies.

Because they serve fewer subscriber* and lew

density (rural) arm , moat small companies are
unable to gain the economies of scale and density
evident in this industry. Moreover, those carriers

usually serve a lower proportion of "premium?"
subscribers, such as buiineww and users Ofcustom*

calling features.1

Regulatory burdens can add to the operational
disadvantages of small exchange telephone compa-
nies. These burdens include the expense! of filing
tariffs, preparing cost support, witnesses attending
and briefs for rate changes, and the oosts of report!
on operations and financial performance, On a per
subficriber bails, then regulatory activities typloal-
ly Impose heavier burdens pa email

companies than on their large Ones.1

telephone

Heavy regulatory burdens are.neither inevita*
ble nor essential to effective regulation of small
exchange telephone companies. This paper reviews
legislative and regulatory developments in seven*

teen etatas that impoec lighter burdens on small

W arren O. Lavey is a partner and Ronald W. GavUlet ii
an aaeodete at the Chicago office of Skiddffl, Arps, Slate,
Meagher it Flom. The author* are grateful for the

reewch mtraaoe of Liu Barbieii Inthe pwpm tion of
this article.

January 1599,

Monthly

exchange telephone companies than on large ones.
Although the Intent is similar aoroa theee states,
they differ in what qualifications are neoeoary for
lighter burdens, the nature of the exemptions, and
when and how the axemptions were enacted.*

W hile measuring the success of theee-efforts is
difficult, all indications are positive, No legislature
or commission with experience in lighter burdens
for small.companies has subsequently increased or
relmposed the con-

regulatory requirements. On

trary, lowa, Minnesota, South Dakota and Virginia
have raised the maximum number of aooaie lines
for amalkom pany exemptions, and the W isconsin
Public Service Commission has recommended the
tame action, The Chairperson of the lowa U tilities
Board recently observed that small companies in

that state have performed well under lighter regu-

Continned on page 3
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latory burdeni in terms of both rates end service
quality. Additionally, subscriber*, served by im all
companies have almost univ” jaliy endorsed con-
tinuation of lighter burdens,

The U.S. Department of Commerce recently
concluded that regulatory burdens on small rural
telephone companies should be further reduced:

[TJhe current trend toward reducing
regulatory burdens on small rural com -
munications companies should be con-
tinued, and indeed, accelerated; It is
difficult enough to operate a very im ail,
independent telephone system in a re-
mote rural area without the Govern-
ment imposing an array of regulatory
requirements essentially- designed for
muoh larger entities. And while the
elimination of virtually all regulation

m ay poee some risks, they likely are far

m mailer in rural areas, where company

and community tend to be even more

olesely tied than is true in larger popu-

lation locales.4
More states should lighten the regulatory burdens
fortmill compandea, and those itatee which have
already done so should further limit the burdens of

filing data and responding to commission inquiries.

Rationale for Lighter
Regulatory Burdens

Decisions by legislature! and regulatory com-
missions to impose lighter regulatory burdens on
mmall companies have been Justified on the basis of
(1) community accountability, and (2) coat-beneflt
analysis.

Community Accountability, Subscribers
served by small, companies typically have closer
social and economic contacts with the companies'’
owners and managers than do lubsoriber* served by
large companies. The greater community account-
ability O'peer pressure”) of companies decreases the
need for review by regulatory oommtodons. State-
ments from lowa, Illinois and Oregon illustrate this
rationale for lighter burdens.

As the Chairperson of the lowa U tilities Board
stated:

In large part, lowa's success with dere-
gulation of small LECe [local exchange
earners] la du« to the nature of life in
rural, small town lowa. Typically, the
small LEG provides service only to its
own local community or, in addition, to
a few neighboring communities. The
manager 'And board of directors of a

email LEG ore the neighbors pnd friends

mBe

of their GHGTHS. The immediacy of

that relationship' keeps the manage-

ment and ownership olesely in tune

with and responsible to the customers.

In effect, those small LECs are subject

to t far more intrusive form of regula-

tion-local public pressure— than that

exercised by the I1UB. Without the
strong and special sense of community
found in rural lowa, | don't believe
deregulation of telephone rates would

be nearly as effective,4-«

Similarly, the Ulincds Commares Commission noted
that "for small local exchange carriers, informal
community pressure will prevent unneoeasAry rate
increases."4 Also, In granting several requests by
small companies not to keep tariffs on ilia, the
Oregon Public Utilities Commission observed that
the aervice areas for theee companies are "small
and compact [and] the customers likely have more
direct influence on rate* and service ftp" the
customer* of large utilitiea."’

Coet-Bcnaflt Analysis. Cost-beneflt analysis
weighs in favor ofless regulation for small compa-
nies. Fewer subscriber* cause higher costs per’
subscriber from certain regulatory burdens for
small companies. The costs of many activities (agv,
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a rate case or a report on wrvice quality) vary

relatively little with difference* in the size of

exchange telephone companies. Consequently, the

ecat of some regulatory activities are more likely to

outweigh its public benefits; this support* lighter

burdens for small companies.

This ccst-beneflt Justification for lighter regula-

recognizes that ratepayers

tory requirements

served by small companies benefit from less regula-
tion. Leas regulation of these companies does not

mean that they will undertake unreasonable rate

Increase* or let service quality deteriorate. Rather,

lower regulatory costs mean lower rates.

The cost-beneflt rationale appears in a legisla-
tive finding in Minnesota,l a recommendation for
legislation by the Wisconsin Publio Service Com m is-
sion,* a report of the Illinois Commerce Commis-
sion,19 and an order of the Oregon Publio U tilities

Commisalon.11

Success of Lighter Regulatory
Burdens on Small Companies

The states' successful experience with lighter

regulatory burden* on small exchange telephone

componies I* indicated by three factors: (1) action*
in five states to increa*e the maximum also of
telephone companls* qualifying for lighter burden™;
(2) a statement from one state on the performance
of amail companies under lighter burden*; and (3)

endorsements from subscriber* served'by almost all

small companies subject to lighter burden* for
continuation of auoh regulation.
Maximum Six#, First, four state* have raised

the maximum size of telephone companies qualify-
ing for lighter burden*, and a fifth state's Com m is-
sion recently recommended similar action. Expan-
that the states

sion of theee provisions indicate*

were satisfied with their experience.

in 1981,

wa* limited to companies serving fawar than 2,500

W hen enacted Minnesota's provirion
customers; this covered 56 companies. In 1984,18
more companies wore Included when the threshold
wee raised to 15,000 customers, In 1987 the legisla-
extended the companies with

ture provision to

fewer than 80,000 customer®*,11

Similarly, lowa raised it* exem ption from 2,000
in 1988) to 15,000 access lines
1983). The

exempted rix additional companies from

accwe lines (enacted

and customers (enacted in Increase
rate regu-
lation.11 South Dakota increased it* exemption from
7,000 in 1979 to 10,000 subscribers in

1987.14 In 1987, Virginia expanded the availability

subscribers

of streamlined regulation from companies with less

than 310 million In grtts revenues to include

companls* with gross revenue# between 810 and

3124070674

€072778235*9 4

$30 million that are notsubsidiaries ofon internets

holding company.14 Along the fame lines, the
W isconsin Com mission proposed to raise it* maxi-
mum qualification from 7,500 customer* to 9,000

accass lines.14

Performance Review, Another positive mea-

sure la regulators' direct oueam tnt of how small
companies have performed under lighter burdens.
The Chairperson of the lowa U tilities Board recent-

ly concluded that:

lowa's experience with deregulation of
its email LECs has been positive. Their

eversgt local service rats* are at or

below the rate* of the five rate-regulat-
levels ore

ed companies, their service

perceived as adequate as noted in the
fact that service complaints registered
with the

the small

IUB on a per capita bail* for
LECs ore no higher than for
rate-regulated companies. Furthermore,

it's our impression that the nonrate-

regulated LECs have done a* good a job

as their r(ﬁiﬂated brethren in updating

This review of email companies' rates,

service quality, and technological advances is based

positive

on 25 years of experienoo with lighter regulation in
lowa.
third positive

Subscriber Endorsements, A

indication appear* in states that give subscribers
served by waall companies an opportunity to elect
to have their carriers subject to heavier regulation.
Subscribers have almost universally iindorsed con-
tinuation of lighter requirements for email compa-
nies.

South Dakotall and Nebraskal9 enacted provi-
sion* to permit such election* in 1982, but neither
state ho* had a petition filed calling for an election,
A similar provision in Oklahoma wa* enacted in
1988, but also hoi not been used by subscribers.19
Since 1988, approximately 40 small oompanlea in
W isconsin have been subjected to lighter burdens A1l
ha*

company there a* a resultofa subscriber petition.14

State-by-Stata Review |,

of small

rat* regulation been reapplied to only one

Here is a summary of the statue

exchange telephone company regulation in 17

state* with lighter regulatory burdens.

Alaska, revenues Isa

than $50,000 annually may elsct to be exsopt from

Companies with gross

all regulation unless 25 percent of the subscribers
petition for regulation.91 Cam ara with gross reve-
nues less than $325,000 must obtain certification

from the Commission but may opt out of all other



regulation*,*1.provided they receive support from a

m ajority of thfir subscriber* voting in an election/ 1

DlinoU* Companies that are not s subsidiary of

a holding company outside of Illinois and serve

fewer than 15,000 subscriber* 'may have stream -

lined tariffreview.*1 However, an investigation into
a rate change may be held upon petition by five
percentofthe affected subscribers or on a motion by
the Commission. Currently, 37 smell companies are

covered by this provision.” Tha Illinois Indepen*

dent Telephone Association has stated that Com?*

mission staff often requests email companies to

provide cost support and other data related to tariff

filings.11 Illinois has not streamlined the annual

reports that must be filed by amall companies.

Indiana. Companies serving fewer than 6,000

access lines may. upon petition, be exempt from

Commission approval requirements for rates,

charges, and financing,11 Tariffs and annual reports
must still be filed by those carriers,19 Regulation
may be raimposed upon petition by 10 percent or
500 (whichever is less) of the subscriber*.11

IOWA* Companies serving fewer than 16,000

access lines and fewer than 15,000 uustcmers are
not subject to rate regulations, including exem ption
restrictions,1* Annual
filed by

service quality is still regulated, Approxim ately 1SO

from rate of return reports

and tariffs axe still these carriers, and

mmall carriers are covered by this provision.

Minnesota* Companies serving fewer than
30,000 subscribers are not subject to general rate
com requirements.1l Tariffs and annual reports

must still be filed, and service quality and depreda-

tion scheduled continue to be regulated,1*

M issouri, Since 1987, companies serving fewer

than 25,000 subscriber eoosm lines have received

streamlined review of rate and tariff changes*1*

Hearings fbr rate increases are not mandatory, and
150 days.

a decision must be issued within

M ontana* Companies serving fm r than 5,000

subscriber* in the state ore not subject to rate

regulation, but propoeed rate* can be reviewed upon
petition by 10 percent of the aubearibere or by the
consumer counsel.l9 The Commission doe* not re*

quire thus carriers to file tariffs.
All

joyed significant rate flexibility since January 1,

Nebraska* exchange companies have en-

1987.” Hearings for basic rates are neoesaaxy for
carriers serving fewer than 50,000 aooesi lines only
of their subscribers complain; rate
60,000 to 250,000

accesa lines are reviewed only if 3 percent of their

If 5 percsnt

changes for carriers serving

subscribers complain; carriers serving over 280,000

access lines have a hearing only if 2 percent of

subscribers complaint.1*

.nies serving fewer than 5,000 subscriber* in

Another statute provides that exchange oompa*
not
subject to rate regulation unleu (1) &t 51
to apply n t*

of the

percent of the subscribers petition

regulation to the carrier (2) 5 percent

subscribers petition to apply rate regulation to a
specific rate change; or (3) rate increase* exoesd 30
percentin a given year,” Rate regulation can lata?
be removed if at least 61 percent of the subscribers
petition/ 9

Ohio. In December 1988, Ohio enacted legisla-

tion the Commission to exempt a tele*
16,000 access

lines from regulation, exceptai to (1)procedures for

allowing
phone company having fewer than

abandoning facilities end dealing with service com -

plaints, (2) requirement* of adequate service and

facilities, just and reasonable charges, minimum

service standards, filing rate schedules end charg-

ing of schedule ntea, and (3) authority of the

Commission to order changes in utility operations.
A small telephone company must apply for such an
exemption/'

Oklahoma* Companies serving fewer than

16.000 subscribers aro not subject to rate regulation

unless 51 percent of the subscriber* petition to

change the statu* ofthe carrier's regulation/* In a
specific rata case, however, rate regulation may ba
imposed ifthe rate Increase exceeds 92.00 per access
line, or if 16 peroent of the subscriber* petition to
apply rats regulation to that specific rate case/*
Tariffs ere filed by these carriers, but the reason*

ablaneu of the rate* is not reviewed unites rate

regulation is applied*

Oregon. Companies serving fewer than 15,000

aocess line* and not affiliated with any other

Oregon utility are exempt from rat* review and

financing approval provision*/* However, if 10

peroent or 500 subscriber* (whichever Is Isu) peti-

tion within 10 days of the effective date of the

propoeed rata Increase, a hearing; will be held/1

There ha* yet to be a hearing a* a result of

subscriber petitions.

South Dakota. Companies serving fewer than

10.000 subscribers are exempt from regulation/*

However, if 5 peroent or 25 subscriber* (whiohsvsr
is greater) petition, on election among all subeorih*
ere to return the carrier toregulation will be held.*1

Those.carriers exempt from regulation are not

required to file annual reporta or tarifh with the

Commission, but ars still subject to service quality
regulation*,

Texas. Companies serving fswtr than 5,000

access lines may change rates under streamlined

procedures/' The Com mission has discretion
whether to investigate the rste ahange, However,
ths Commission will investigate an increase if 5
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port of th* Interagency Tuk Fort* on TelscmmvnlU"

tione Regulation 52 (Dee. 1986),

9. Ths WIKomia Commlesion proposed tha following

sUMrnant ot legislative latent
The legislature finds that the telecommunication*
industry la la a state of transition, providing now
source# of competition and vtparisndj”; change* in
technology, publio policy and federal regulatory and
Judicial initiative* which an ravolutionitiag tht Indus*
try. To respond to thoe* change* and to recognise their
until consumer base and volatile earnings, small
telecommunications utilities shall be given a lesser
degree of regulation than ether local exchange carrier*,
unless the other local exchange carriers are subject to
competition. It ia the intent of th* Legislature to give
email telecommunication! utilities greater flexibility
and to reduce their regulatory burdens, costa, and
delays by permitting these companies to establish thsir
rates for service, depredation rate*, profit sharing and
classification* without commission review, investiga-
tion and approval.

Latter from C, Thompson (Chairman) to Hon. R. Shoo*

maker (State Representative) (Jan. 6, 1966).

10. "This provision also reduce* the regulatory costs that

are incurred by the company (and hence the ratepayers)
and th* Commlarian in traditional rat* cases.” THinoli
CoufeSrto Commission, supra, at 6.

11. st*, *g, Putitlon of Pin« Telephone System, lIso.
Order No. 88-1316 (Or, Oct. IB, 1AC3) ("Relief from tha
(tariff) filing requirements should reduce Pine's costs and
Increase Its flexibility, allowing more affluent operations
and lowar rat** for monthly wrvico,").

12. Minn. Stat Ann. 7.0 y Subd. 9; Minnesota State
Planning Agency, supra, at 63-63.

18. lowa Coda Ann. 1476.1; D, Nagtl, supra.

14, 8,5. Codified Laws Asm 149-81*6.1 (1987 Amend*
meat).

15, Va, Cod* (66*631 (1987 Amendment),

18. Letter from C. Thompson, supra.

17. D. Nagol, supra, at O,

16, S.D. Codified Uws Ann. 14941*0.3.

IB. Nib. Rev. 8tat. 175409.01(5).

20. Okla. Stat tit. 17 (137(F).

21. WU. Stat Ana. §196313, 315.

£2. See Letter from W iscouiii Public Serric* CotaalM Isn
to C. Schroedar, Peoples Telephone Company (May 11,
1963).

28. Alaaka But (42.08.711(e).
34, |d, (43.06.711(0,

SB. 1d. 142.09.711

26. 11l Ann. Stat eh. 111 2/3, 118404.

37. Ullnoii Commerce Conmuseion, supn, at 8

38. Perecna) communication from Illinois Independent
Telephone Aseotiation to authors.

29. Ind. Code Ann. fi8*1*248,5.

30. Id §8.1.248.5(e),(0.

8L Id §6*I*2*88i8(d).

52. lowa Cods Ann. (476.1.

83. Minn. Stat. Ann. 1237.075, Subds. S, 9.

34. Minnnota State Planning Agency, tupra, at 53.
88. Mo, Ann. Stat (392.2W(4),(5),

86. Mont, Cods Ann. (694402, 907.

37, Neb. Rav. Stat. (88403.

88 1d §86403(3).

89. Id (76409.01,

40. 1d 175-609.01(5),

41. Ohio Rev, Code (4927.04.

41 Okla. Stat. Tit 17 (137(B)/D,

43. 1d, 0137(BX2M3).

144. Or. Rev, Stat. ( 757,870.

45. 1d (757470(9).

46. &D, Codified Laws Ann. (4941*5.1, 6,2.

47. 1d (494W .3.

48. Tex, Rev. Civ. Stat Ann. Art 14480 Sec. 43B.
49. 1d. Sec. 43B(6X0).

80. Utah Code Ann. 164-7*12(6);

81. Utah Admin. R. (780444,

M, 3*0 Union Telephone Company, Casa No. 37*084*01
(Utah Deo, 31, 1987).

83. Va. Code Ann. 166431, 682.

64, 1d 156483.

56.3*4 Adopting Suits toImplement th* Small Xavastojv
Oowned Telephone Utility Act, Case No. PUC86001? (Va,
Bept 19,1988).

88, W. Va. Code »24*24s.

87. Wil. Stht (16 8 m

68,st* Letter from Wisconsin Publio Sefvio*
to C. Schroeder, supra.

89. 5m Letter from C. Thompeoa, supra.
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if the

or if any on*

percont of tha affected subscriber* petition,

grott revenue* increase 2.5 percent,

rata increase* 25 percent annually.41

Utah, Companies serving fewer chan 5,000

access lines are not required to enter into hearings
to eupportrate increases.l0However, a hearing may
be held on tha Com mission's motion or if 10 percent
rat* increase.

subscriber* the

of th#

of the challenge

Twelve state's 14 exchange carrier* are

covered by this provision.

The Commission has adopted rules to imple-

held

The normal proceeding

meat this statute/l1 and has proceedings

pursuant to this provision.
involves three steps. First, a stream lined rats filing

is made. Next, the Commission review* and audits
the figures informally. Third, a community hearing
is held. |If subscribers

over 10 percent of the

complain, a formal hsaring will be convened/8

Virginia. Companies with grcea operating rev™
nues of lew than 310 million, or with grow operat-
ing revenues of 310-30 million and not a subsidiary
of an interstate holding company, have streamlined
on the Commission* mo-

150

tariff review/* However,

tion or petition of the leaser of 5 percent or

subecribers, a hearing will be required for any rate

change/4

The Commission™ ml** addrew notice require-

mints and minimum support for rate changes, And

remove the annual informational filing require-

ments.11 Seven of the nine small companies have
filed

rate change* using these streamlined proce-

dures. The Commission has never suspsnded rates

on its own motion, nor held a hearing based on

customer complaints,

W est Virginia. Tariff suspension periods are

shorter for companies serving fewer
tariffs for carriers serving fewer than .2,500 custom -

ers cannot be suspended more than 125 days/*

W iaoonaifii serving fower than

7,500

Companies

customers elect flexible rate regula-

The flexible

limitations

may

tion/’ regulation includes pricing

and provisions allowing customers to
petition for review ofrace changes and for reappli-
cation ofrate regulation. The Commission may also
investigate rata changes. Only one of the approxi-
m ately forty oarriere covered by thii provision has
had rata aa a result of a

regulation reapplied

customer election/8

The Commission has proposed guidelines to the
legislature addressing the Com mission'* exorcise of
rate changes.18 In

its discretion to investigate

the Commission is reeommtndlng raising
7,500 to 9,000

election* for

addition,

the small-CArrier definition from

customer*, and limiting customer

regulation to one per 12-month period.

subscribers;

UJ "04 [04-
3124070674 &

3124070974

9072778%36 6
%727732351# 5

Conclusion

The reasons for relieving email exchange tele-

phone companies from certain rnU atoiy burdens
are strong, and there is a positive reoord from
lighter burdens on small companies in 17 statu.

Additional deregulation of small companies

appear* justified, One such action would further

limit the need for coat support and hearings when

small companies change rates, and further limit
reports from imall companies. For example, some
states that(now allow commission staff on its own

initiative to request additional information from

could Ilimit suoh inquiries to

of the

small companies

instance* when a substantial percentage

affected subscriber* petition the Commission. A

second action along these lines would raise the

maximum size of companies for which small-compa-

ny exemption! are available, Finally, additional

statea could adopt lighter ,egulatory burdens for
small COmpaniM.

NOTES
[.See W.lavsy, Footers Influencinglava/taut, Costa,

and Revenue# of REA Telephone Companies (Harvard
Program on Information Resources Policy 1952).

2. When the Federal Communications Commission decid-
ed to reduo* certain regulatory burdsna torsm all but not
large exchange carrier*, the Commission reasoned that
"large companies have sufficient administrative re-
source* and v-joacmiw of seal* to satisfy burdens of
existing tariff filing requirements. These Advantage™* ore
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tion of Saudi Telephone Cbmpcn/e* 2 FCC Red 3811, at
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27-30 (1937).

nd Telephone Service,

3. All of tha regulatory burdens analysed here Involve
procedure* for changing rates and reporting operational
and financial results. This paper does not addrew oartain
widespread measures tuoh an allowing small companies
to uw aver&go colt sehedulw for toll compensation
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Sokolov:

W hiteaker:

Sokolov:

W ohiteaker:

Sokolov:

W hiteaker:

Sokolov:

W hiteaker:

Sokolov:

W ohiteaker:

Sokolov:

Special Public meeting to consider the ... for House Bill 168. Presently
participating are Commissioners Foster, Knowles, Whiteaker, 0 'Tierney,
and myself, Peter Sokolov. The Dbill has two sections and | think that
they are mutually exclusive so that we can discuss them one at a time.
And so by - in the first section, the proposal is to extend the simplified

rating procedure that is now in effect for electric cooperatives for all

telephone comopanies which includes municipal, cooperative and private
telephone companies. Any comments?
Woell, first I'm confused about the description you gave. Yoou said it

woas to extend the simoplified rating procedure of the cooperatives.

Noo that is vsed for electric cooperatives - all telephone comopanies.
00k, extend the simoplified rate moaking for electric co-o0ps to all
telephone comopanies. Il guess

Woell, it's what the bill says. "The Comm ission shall adopt declarations

for electric cooperatives setting and arranging for adjustment of rate by

simplifying rate case filing procedures” dis how it reads now and the
proposed language change is ostill - "The Comm ission shall adopt
declarations for electric cooperatives and local exchange telephone
com o panies setting ... for adjustments for simoplified

I read - | just don't interpret the same way you do. I'm questioning

it why you interpret it as an extension of the procedures for the electric
Co-0ps. I see it as saying we have to adopt simoplified proceduvres for

electric co-o0ps and we have to adopt simoplified procedures for local

telephone comopanies. To me it doesn’'t mean what you are saying.
So that

I may admit that you are misinterpreting this but that's why | had my
guestion.

0k, I might have misinterpreted it.

Based 0on wohoat | have gathered that seem s to be the general

interpretation of people here may be putting on it based on some

response. Il guess | don't understand

S0 you interpret it as / separate sets of regulations.



W ohiteaker:

Sokolov:

W hiteaker:

Sokolov:

W hiteaker:

Know

les:

Woell, yes | do. lwould confirm. I think it's always been - at least ['ve

always understood there would be regulations from David or ... which
to me makes it much more acceptable. Yes, | can understand you can
not apply the same principals to the electric co-0ps ... the telephone
tcom panies that you can to the electric co-o0ps. They have different
situations on the policy premise for simoplifying either | think are
different. The public protections that are there in either case are
different, but | don't think those differences preclude the ability to
simoplify. I think I am in agreement with a lot of your premises, but

anyway | think we have to decide where we are starting. And we're
starting from somehow we are being asked ... really dealing with the
issue of whether there will be simoplified rate m aking

Let's go over the second one and discuss that.

That causes me to ask a question about rate making for electric co -

ops - a little history. Do we have any statutory dintent language on
there? Does anyone know!? Does it ... that it's becauvse they have

becavse it...more ... becavse they are owmned by their membership and
all that they are. 0 r s it fairly broad? The reason | am asking the
guestion is becavuvse | know there is some concern in the ... the local

telephone comopanies are getting a simoplified rate making process that
is som ehow there's either a question or imoplication with respect to
extension of all uwtilities. A nd as | look at the statute as it exists | don't
see anything in the statutory language regarding electric co-o0ps that they
are somehow distinguished from other utilities and therefore that's why
they have simoplified proceduvres. | am wondering if there's any statutory

intent language that expresses that distinction.

the statute dtself by limiting electric cooperatives ... to companies:s
Woell, if that's the case, then wouldn't it be inherent in the statute itself
that it was limited to electric co-o0ps and local exchange telephone

utilities!?

But then | think you are concurring with what Peter's point is vis a vis
a suggestion that there's an imoplicit parallel situation vis a vis the basics
of co-o0ps that you mentioned. Il don’'t know, Kathy, whether - | don't
know whether there is or was or is passed a specific paragraph of
legislative intent. However, | can assure that ... back to you in
committee meetings, etcetera etcetera we would find that the arguments
that were raised in support of this in committee and generally before

the legislature do specifically refer to the characteristics of cooperatives



W hiteaker:

Sokolov:

IV_

and the democratic processes thai are inherent in cooperatives. | don’'t

W hich dis good. Becawuse you don't want a statute that appears to bhe
preferential to one type of utility because it has some reasoning behind
it. Aonod I feel the same way abouvt the telephone comopanies with

respect to what would be the policy premise.

I think that a couple of years ago | would have felt differently about
this proposal than | do today. I think the big c¢change is that we have

adopted access charges and as a result of that there's going to be
annual revenuve regquirement filings that com e before this commission.
Granted they are not going to necessarily be reviewed as they would
in rate case proceeding, but nevertheless it is a rate case proceeding.
It is an overall state-wide rate proceeding and even thouvgh these - the
costs that are the focus in that proceeding are the costs that are being
allocated to intra-state they nevertheless come from total costs and we
will have total costs. So we are in a position with respect the to local
telephone comopanies of having excellent information that can provide
for variance analyses to be performed. They; provide an ability to
institute an dinvestigation on a regular basis. They provide uvs with, what

I think may become a necessity, which §s a need to institute a routine

as far as auvudits go. And that type of situvation, | think, provides a
distinction for local exchange companies that will not be there for water
and sewer and for electric utilities etc., etc., ete. A onod given the

separation changes that are implemented giving a five years' progress
progression to a basic allocation factor of 20w wohich at least a few
utilities will be a substantial change in each year. I really think it is
incumbent upon this comm ission to find a sim plified process for
changing rates - possibly each year for these utilities - recognizing that
there are other safe-guards for the public and there are procedures that
can be put into place and are probably do a better job of safe-guarding
the public then perhaps we have done with these local telecos. Woe
haven't been in here in years and years. So | see a distinction -l othink

that distinction could be obviouvs in our owan comments and that the

record would be there.

I am somewhat cautious about that... regard to access charges... gain
som e experience. That.. the access charges will basically give all the
information we want in a rate case and on the other side simplify.

You're making the access charges ... | don’'t think that was our intent

with the access charges.

Page 3



Sokolov:

W hiteaker:

Sokolov:

W ohiteaker:

Sokolov:

ivariance analyses with

The variance analysis | am very Cautious about telephone utilities
becauvuse there are tremendous c¢hanges in technology ... c¢changes in
technology affect the operating cost and the investment. W hat vused to
cnst$20,000costs$10,000today‘ Fiber optics comes in. The costs are
changing like ... so variance analysis - the additional variables that com e

in I think that variance analysis may not satisfy

I'm nntta\kingabnutdningthisfur10years. And with access charges,

the main thing | am talking about there that facilitates this is actually
setting up a routine audit. It's my opinion that every telephone
tom o pany ouvught to bhe avdited every third year. Aonod Lot you have
something like that because of access charges, then all you have are two

years where you are not avditing a utility, but that doesn 't mean to me

that they shouldn'thave the opportunity to vary their rates within some

reasonable limit based on analyzing the trends for your 2 to 3 year
period ...owhich you either go from your access charge boundary or your
report. I think annuval reports - and | agree with you that you cannot
actcommodate major changes in technology. Essentially real variances
in rate base are rate making, but I don’'t think that's your point. |

think that your rules can establish the parameters under which rates can

thange under simoplified classes - and to moe that's revenuves and

expenses.

new technology ... I'm ot -l dont think that the main imopact is on
rate base. The main impact is operating expenses becauvse what it took
10pe0p\e to do before now will take 1person to do.
But you still have to have some investment associated with it that

triggers it

S0 -l want to be rather clear, | think we have proceed throwugh
sim plified rate making system for small comopanies. It is high time and
we have to do it. But for the larger companies that have a ... interest
like General Telephone or T U NI/ TUNA Loodnvolved inooa simoplified
system . I mean what | have trouble with is what we define as a
sim oplified system . If there are very definable c¢changes in separations
in something like that, | guess we couvld consider ... when you look at
telephone comopanies some Iike a few cost-rate adjustments... | haven't
explored it all. I am not saying that [|'m for or against. They are
ideas that shouvuld be explored. For the smaller uwtilities | fully agree

becavuse the smaller vtilities they just don 't have the resouvrces to come

Page 4



Whiteaker:

Sokolov:

w

hiteaker:

Knowles:

w

hiteaker:

in repeatedly ... rate case like a Bush Tel or somebody of that size.

Bout

But what are those sovrces? | don’'tunderstand the distinction between
smoall and large utilities. AL 1 hear dis there is a different motivation
for small vtilities ... costs so m uvch for them to be regulated. I don 't
Smoall wtilities are fairly simple ... the filing is not that comoplex. So you
can - | think it's manageabdle. But the larger utilities are unigque and
their unigueness - | think a rate proceeding for a Bush Tel and T U I

that files depreciation studies

You can control that. W e have already discussed the policy issue of
whether depreciation studies that file with rate cases. I thought the
general conclusion was that you don’'t have to file them with rate cases
but that they are filed at any other time and treated separately. | really

don'tunderstand where there should be a distinction between large and

smoall utilities. think regulations can be written which provide for
appropriate safe-guards. Aond affiliated interest for examople, if you
audit a management contract 0r som e administrative contract

affiliated interest, if that is audited every three years, where is the great

in the other two years if you can see what those figures are - if you

know what they are and if you say things can not vary more than x

amount in order to consider a simplified rate making process. And if
you say you can’'tvary your rates by more than x percent a year. I'm
trying to avoid the situation of having significant rate increases, for

examople every three years

I do think the institution under access charge environment does present

an opportunity to reexamine telephone rate making. But | think we're
not there yet. The reason | think we're not there yet is because | do
think we have let the dust settle on the access charge system. I mean
it has yet to go throuvugh its first iteration. I think we also have some
fundamental policy questions to deal with. One is whether we would
become ... doing local rate making on the same policy premises that we
are using for access c¢charges. Another is as you recall there was a great
reluvctance and presently we will not be provided access to the local..
operation. That was something | think was arguable ... to us by the

participants

W hat do you mean we aren'tgoing to be granted access to -... requires



Know

W hiteaker:

Know

W hiteaker:

Know

W ohiteaker:

Know

les:

les:

les:

les:

It will be in the files ... but it will not be part of the information filed
woith us. W e will have access to it in the sense of auditing information,
but it i* sci being filed with us inany kind of institutionalized review

form . I also think

"I have to look at that because that's not my understanding.

I also think that you were talking about - the simoplification that you
were talking abovut is a considerable expansion of both company and
comm ission resources over the status gquo. Adm ittedly the status gquo

is an endangered species because of the rate of change the industry is

facing. But to institutionalize - you know a regularized auvdit programnm
and to have dinterim filings - which | know staff at least of the electric
co-0ps thinks, from their perspective, there s still a fair amount of
woork dinvolved. There s a lot less from the commissioner perspective
becavse we're going to ... hearings. But there's still a fair amount of
woork involved. W oe've also had the closest comparable experience as
far as a more complex utility is the Chuvgach experience. And 1 think
Chuougach fell right on the boarder of being acceptable candidate for
sim plified rate m aking because it did have a separation ... aren't there
with your smaller electric co-0ps. § 0 I guess for me anyway, the
bottonm line is I think to tonsider sim oplification for LEC s in a
meaningful way. I ... we c¢an go through the exercise ... statute °*

regulations for simoplified proceduvres which aren’'t terribly simoply s
som ething in my mind is maybe a year or so away. And should be
looked at seriovsly after we have considerably more experience with this

sort of new system

W ith respect to Chugach is there any routine auvdit? I haven't looked

at the regulation

They have to provide their - you know the avdit they do. They have

to provide a cost of service study every yta' so that we can keep track

of the allocations between retail and wholesale which s an extraor-
dinarily - extra requirement that we would not normally imopose.
So doesn’t that cause ... when you say they're on the borderline, but

I don't see where the public protection has lost if they are using the

simplified process given the - | guess

Borderline in that they have additional requirements - they have a lot
of other schedules - you know we have our minimal ... they have a
whole slew of other schedules they have to provide - the annual cost

of service study, the audit sldontmean to suggest in any manner that



it is not an economy effort relative to what rate cases that took literally
years to adjudicate. But they have a filing requirement that s
materially greater than let's say M EA which is a mucth more simplified

version.

Whiteaker: understand.
Knowles: So simoplification becomes less simple as the organization becomes more
com oplex.
W hiteaker: If I can respond to your other comments with respect to resources and
the dust not having settled on the access charge ... mucth less settled.
First, I think that the telephone comopanies are already required to
make whatever this extraordinary filing is. Aonod they are going to
making some extraordinary filing every year which regquires that they
separate their costs at a m inimum between jurisdictions. There is no
woay you can have access charges without separating costs between
jurisdictions.
Knowles: Il agree.
W ohiteaker: And having that go somewhere. I'm not sure it comoes to us in the

acttual access charge tariff filing.

I think it does but maybe we ... because | think | argued against it
against getting all that information - | think | lost. But | don’'t think
that it really matters that we have to ... exactly how mouch effort s

going to go into access charges or what's going to be wvone with the

information. I see it as a vehicle for allowing simoplifying rate m aking
and all I'm doing is recognizing that this information is going to be
available one way or another. That the wutilities are going to be doingy

analyses every year and that we are going to be regulating in an area
that we have never regulated before. W e haven'tgot involved in ... but
if this comm ission as far as expenditure resovurces thinks that it s
som ehow going to be getting these filings and that is going to sail
through in a matter of three months and be imoplemented, | suggest that
it's kind of fooling itself. And I think what I''m suggesting, although it
may be an dinitial expenditure of resources to get organized is simoply
that It is forcing the comm ission to get organized and recognize that
it's going to have a lot more work on its plate and that ifyou organized
up front, it's going to go a lot more smoothly. I think you're going to
spend a lot less resources if you have a routine auvdit of the wutilities

and if you have simoplified filings for the interim years. Y oou're going

to be spending a lot more resovurces on the comoplaints that come in

Page 7
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every year, on staff having no guidance with respect to what level of
detail it looks at anything. W e are going to wind up hiring ctonsultants
becauvse it is too much work for staff. I think if it's organized up front,

it's going to be less work in the long run.

You c¢an organize all you want if you don't have the resources. For
example, this year we have a ... for access charges. If we get those

three people, we can organize and proceed

tie sim plification for local rate making, and | would change this to
be for local subscriber rates of exchange telephone vtilities because you
certainly don 't want it for access charges. I think it could be argued

that access charge s a local rate.

Could I add something here

Excuse me ... | think that time ... new ... we have access charges that's
going to require a lot of work in the access charges if we do get our
people on access charges, then yes it makes a lot of sense to simoplify

the general subscriber rates but | think ... anyway you were saying

Woell, | guess my first qguestion is there a concern that simplification
means somehow Jless meaningful or effective oversight or review or 1is
the question exactly what form simoplification should take because

when | just look at this without a great deal... apparently this has been
around the block a few times, this bill, and bounced back and forth, but
wohat this is doing is essentially regquiring the comm ission to adopt some
regs to set a range for adjustment by simoplifying the procedure - leaving

it to the commission to determine what that procedure might be. |

realize that language obviously invokes to some extentwhat-lsuppuse
at least in the minds of the commission - what was developed for the
electric cto-o0ps. I 'm not sure that it requires that it be a carbon copy
of that

Carbon copy ... that's not possible anyway. ... to me to start with the
word simoplification is a marketing word - what does it really mean?

should make it simopler for both the comopanies and the commission
going to simoplify the rate making by asking for more resouvrces ... on

both parts.

That's the next gquestion I ask moyself. Then I looked at ... the
comments of the A T A from Aprilof'89and they said that simyplifica-
tion meant the ability to adjust under predetermined conditions and

through an established procedure w ohich avoids the expense and

Page 8
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gxtensive time involved in the so-called comoplete rate case - you know

full blown hearing, etc., etc. ana later in that they say that the
sim plification process has the intent of allowing prom pt reaction
reducing costs and administrative burdens. So, in my point of view

qguick on their feet and not have to incur a full blown rate examination.

I feel for smaller companies this we shovlid do. And ifyou noted with
the A T A filing that they give an examople of 16 telephone comopanies
and depending on the wunigueness of each state the limits of when a
telephone comopany qualifies for simoplification that should those limits
change - each of the 16examp|escited that it's enouvgh to limit and the

really large companies do not fall under the simoplification. This is some

o f

Il just don’'t understand the distinction between large and small vtilities.
The small utilities we do a expeditiouvsly and as inexpensively as we ¢can
anyway and then we go through an extra step - we try to avoid
hearings, so on an so forth. It's the large wutilities that need help. It's
Anchorage and Fairbanks that are going to have their rates - who
probably need to have their rates ... thange every year becauvse ¢f
ANteafdecision tog0t0a20% allocator. The small utilities are not
the ones that are going to need to be in here ... a year. I suggest to
you if you make Anchorage and Fairbanks go through some huge
proceeding every year, we'll discovrage them from coming in because
of the onerous proceeding then | don 't think we're serving the public
interest.

’

Let me dinterject because you're taking the examination one step further.
The first guestion ds whether simplification of some sort makes sense
for the industry. The second question may be whether or not it should
apply to all or some, or small or large, or blue or red comopanies

Yoou're arguing for all of it ..

I'm suggesting

Yoou're arguing for

expense to the industry at this point in time because woe've

imoplemented access charges which facilitates protectionof the public

interest and with simplification and because of commission’ decision
in Part 36 which are going to regquire that these utilities com e in - their
going to ... financially liable utilities and ... properly they are going to

be required to come in and ... as a result of this comm ission’'s decisions.
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There's is nothing wrong with a wutility com ing in with a rate case and
have a - saying this year ... this is the requirement, next year we're

going to do that much more becawuvse of all the shifts in separations and

this is the rest of it where money changes and | think we will, at least
Iwill, Took favorably at ... this c¢hange occurs, incorporate it like to
FCR A

I don't think they can rely on that Peter. I don 't think they can rely
on that. You're one commissioner, it's not in the rules, it's not in the

regulations and this comm ission has not operated that way in the past

in my experience.

M oay Ijust ask iy oowhat o you're saying is given the com pliance
requirements and review thereof in the access c¢harge context that in
tonjunction with that you will not be able to have a simplified rate
review process for general purposes. Is that - ... provide you with a

sufficient level

I''m saying that whatever level of review that allows for - access charge
allows for we are going to be regulating and providing more public
protection in an area this commission has not done before which then
makes simoplification not only more feasible from a resovrce standpoint
but also fré6m a public protection standpoint than it would be otherwise.
And 1 think it makes the local telephone comopanies distincet from other

utilities as a result of that.

Il would be much more comfortable with your position next year or so

when | see what the access charge filing and the whole thing looks like
and

It will take us that long to develop the rates.

W ohy? W hat are you going to sece! W ohat - | just don't understand
that W hat s the big unknown out there? It's a matter of this
comm ission deciding - making some policy decisions like we're going

to audit these wuvtilities every third year.

Don 't we need to as a first matter decide whether we are comfortable

regulating local exchange rates... adjustments and the standard access
tharge proceedings because | think we're coming at the same thing
from two different directions. As you said eariier, Kathy, ... was
basically an unregulated environment about the comoplaints. W hen we
moved into, and adopted, an access charge system , | think we tried to,

at least as a first cut, com promise or consider both the fact that we
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were obviously materially increasing the level oversight, but we were
trying to do in a manner that was not as administratively encumbersome
as 2154 filing. A nd also wanted to recognize that annval gquality of it

But we consciously

don't think that happened though.

I think it did. Woe consciously made some com promises over the
standards the standards we would presently apply in a rate proceeding

in our projections, of traffic, of certain rate base investment that would
be coming in, eta I think we have to arrive a comfort level as a
matter of fundamental policy whether or not that approach is workable
and fulfills the public protection function for local rates which normally

did have a higher level of scrutiny becauvuse they are truly the monopoly

service . People moderate their long distance calling ... that's where |
think som e experience with access charges seems ... getting staffs
reaction to the data. And it does provide some meaningful feedback

in terms of then wusing that data for auditing purposes.

Il don't understand why you're tieing a different form of rate making

to som e lesser standard of public protection. The fact that we will be
considering projections - and by the way, we did put some limits on
those protections, we didn'tsay you could uvuse a future test year - itwas
a historical test year, it limits how far you go with rate base - there
woere som e little limits on these projections, in fact they would probabdly
be facts by the time you were doing the audit. And that to me s not
a lesser standard of review . The fact that it's not an old, old test year

that isn*t updated to current situation does not

lt's different = 1 don 't whether it's less or not but | think it’s a different
standard. Aonod I think we have to assess whether that standard is

acceptable. That's why

But if it's not you c¢hange it. Let me ask you this
That's where experience - not going to change it before I've

experienced it

This disn't telling you how to do simoplified rate making either. If you
woind up woith a historical access tharge here woith absolutely no
projections, | don’'t see where it eliminates

up or down

But maybe that gets back to
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G o ahead, I'm SOrry.

woanted to pose a hypothetical. W hat if you have a sitvation where
you have an access charge filing, which we have every year, and it's
you get it in 1990 and it's based on an 89 test year updated for
demand and all that sort of thing ... current as m uvceh as possible to 1990
and goes a little bit into projections into 1991, If you get a revenue

requirement filing in 1990, now different is it going to be

I can't tell you.

It seem s to me that you would still end wuwop with a wvtility, if it's donce
its work for access charges, trying to get those same projections through

ina normal 2154 filing and if on the other hand you uvsed two different

standards you end uwup with a mismatching between what you're doing

for local rates and what you're doing for inter-state rates.

I think part of this question gets back to what Daniel said and that is

wohat is the definition of simplification. | really think there’'s an illusion
here more than a reality. Aonod in part whether we adopted your

approach right this moment and have rates ready to notice and rdopted

them as well, I''m not sure whether the constituency that is advocating
this necessarily views that as simoplification. I really do think that
people do use the electric - I've heard testimony from somoe of wu.¢
industry representatives, | really do think the electric co-0p regs do set
some sort of a standard that people consider. Nooow

lsn't that where our comments and testimony come in?

Absolutely. But | mean, what is simoplification!
The way | would define our goal in doing simoplification, it would be
allow the possibility of .. rate c¢hanges within some specified range

without the need for a full revenue requirement filing based on the fact

that access charges filings are required and that there will be some
routine total dinvestigation on a rotational bhasis on these comopanies.
I would do it facilitate the annval rate changes because | think they

need to be facilitated.

So if ...oa comopany like A T U oo you know how comoplicated it w as
so what would you - let's say you have the annuval adjustment for 2
years, the third year what would you do? Y oou

They're going to have an audit
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Abn audit as in depth, an audit at in ... as the A P U regulates one?
And a rate case!? v

I think it depends on what you find. And 1 think it depends

Woell, you're going to be auditing. In the couvurse of the avdit you find

that there are rate adjustments that need to be made then you have

som e reaction, | would supposed, that would be anticipated by the
utility. If you're talking about a rate decrease, then it seems to me that
you would be happy ... anyway and if you find a rate increase, | don't

think we would need to initiate that in the first place because the utility

will know that the audit will probably just assume to be able to raise
their rates. And certainly as large as that wutility is you can’'t expect
to not auvdit them for years on end - not without having some significant
impact on the total rates -l mean rates for gveryone in state. And as
far as .. you know what worries me, | think there's something wrong
when the public process is thwarted by the expense of rate cases. And
yes, | can sit here and say, if we don't do this, Anchorage and
Fadirbanks will probably not be in here every year to change their rates,

even if they shouvld c¢change becavse they don’'t want to go throuvgh the
grief and the expense of doing it. But to me that's not - that - you can
say great that holds the rates down for people for two years but then
the get socked on the third year with 15w instead of 9w a year. |
don't - one, | don’'t think that's doing our job. I think that's sort of

thwarting what our purpose is. Abnd I don 't think

The third year would you do the same type of audit that we did in the

AT U case!

Potentially, Peter, yes. But how Tong was it since A T U woas in here!
M aybe you'd find that they didn't need as extensive auvdit as that
because you know what they sent in before. M aybe you don't need to
do certain areas as what - as you did the last time. ... how much work

any of this is.

Let me just add here - | don't know ... we may be asking what we
would do at the end of the full regulation drafting noticing period of
analysis, tommentary, etec. I don't know if anyone can do that here in
a two minute response. But I don’'t know that's really the obligation
at this point in time. W ell, it's - what this language suggests is that the

comm ission shall adopt setting a range with a "simoplified rate filing



procedure.” I just want to observe we certainly reacted to legislation

woith just itsy-bitsy technical comments as opposed to taking on full bore

the policies, premises, and whatnot. I don’'t know in reaction to this

possible of doing it at all. I think simoplified s - simoplified will be
what the commission regulates it to be. I think given what we're
looking at here, antd it also states that the commission will review

imoplementation of whatever that simoplified procedure is determined to

be by virtue of the regs that we will pass and that they may be revoked,
the implementation or modified -1guessitdoesn’tstateeitheratlarge
or with respect to a particular utility presumably. It's pretty hard to
L11]

Foster: let me ask a gquestion din terms of regulation process. W hat would

anyone anticipate in terms of a length of the process of actually getting

regulations out? Hypothetical that this is passed.

W ohiteaker: I talking about starting now when everything

Foster: For examople, the bill passed and signed into law this summer, it would

be about a year from that point in time!

.Oa

Knowles: The co-o0ps were very gqguick - I think it was within 90days‘

W ohiteaker: ore

Knowles: But this is much more complex

W ohiteaker: A year becauvse | think there's lots of things that need to be sorted out.
ft's my own feeling that I regular avdit ought to be done every third
year....You can argue about that for a few days and whether it should
be three years or five years or two years

Foster: And so the

Knowles: That's right - and there's always a time involved in seeking comments

maybe nine months. Il would say nine months minimunm . Ithink
it seem s to me that the heart of the matter is if we don’'t think we can
produce an exercise or a proceduvre | think is a better word that will
allow for some level of quasi-automatic readjustments that we should
oppose this. I think that's reaIIy-1don’1thinkwe're going to simplify
filing in any manner resembling what we were able to do for electric

Co-09p5s. They have R EA forms, they have - it's just a whole different
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situation. | don 't think the telephone industry lends itself to
simoplification in that manner. To moe it bhoils down to the rate

adjustment... and ifyou don't think there's any prospect of coming up
with a procteduvre that we do that, then | think in good conscience we
shouldn't support this because dothink that's truly the benefit that the
advocates hope to get out of it, and might get out of it Because
otherwise | think a lot of the procedures, although they may be

gconomies, becauvse they tie into other things that are new since we last

commoented on this bill, will still be relatively com plex compared to the
other

I don't disagree with you with respect to supporting automatic - some
sort of automatic rate adjustments - but | do disagree that there can't
be som e simoplified filing process. I think that annual reports, some
sort of forms that supplement the - that take off of the annuval access

charge filings =L think there are methods of doing that., But you might

also say - might prefer even a lesser standard of review than are given
to co-0ps. I don 't know . I think there's a wide range of possibilities.
I agree with you fully, but I think ... so that ... m uch narrower than it
woas for electric to-0ps - a lot more possibilities there. | guess | include

access charge filings, Kathy, as indicative of the lack of simplification.
I mean they can be wsed for different purposes, and in that sense

but they are still relatively com plex filings.

W hich are those!

The access charge filings.

But they're ... anyway.

That's right..

So they might facilitate sim pler filings and simopler procedures than the

to-0p situvation did. And actually | think the only thing that may make

this seem more comoplicated than c¢o-o0p is that | think under the ¢o -

op situation there really was only one direction to go. | think there are

a real wide range of possibilities here which at first make it appear

more comoplicated - which it may be as far as instituting the regulation
itself - but you may uvltimately end up with a simopler process. But
there are probably more adjustment schemes here than were ... price
caps ... osomething that is getting a whole lot of national attention in a
whole lot of ways which would suvuggest that the types of adjustments

would be a whole creative exercise unto themselves.
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0 'Tierney: Let me just ask in terms of the summary of simoplification activity which
woas Exhibit A to the A T A 's comments, their filing. ... Som e of these

are simoplifications din that they talk about not subject to general rate

case regquirements or what's another comment ... would use ... not
subject to hearings that type of thing. ... somewhat indicative of what
sim plification means. But others of these ... are really deregulation,

aren’'t they!? In fact half of these to the extent that they talk about not

subject -the language wused §s not subject to regulation.

W oom an: Do you have an example!

0 'Tierney: W ohich one of these? ... | just went through and annotated these

W oom an:

0 'Tierney: Woell it doesn 't say, it just says not subject to rate regulations.

W ooman: 0h, you're talking about

0 Tierney: cooow o hdich iy oa different proposition from o what we're talking about here

LL1]

Woom an:

0 'Tierney: oo Thidis dis interesting bout ... that's not what we're talking about. W e 're
not talking about, rate deregulating. W e 're talking about whether or not
there's a - whether or not we c¢can develop - the charge would be adopt
regs, set a range, using a simoplified procedure. Beyond that | think the
frontier’'s ours to explore, isn’'t it?

Sokolov: W e have a proceeding now

W ohiteaker: For little ones

Sokolov: For little ones, yes. And we have a proceeding in effect for the [little
ones, for all of them ... and | think those regs should go on the front
burner and we should work with those regs because . telephone
com panies ...ooelectric utilities... desperately need rate simoplification
A s far as the telephone com panies, if we file the access ctharge
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information, what prevents a comopany from saying this is my access

charge dinformation, this is my rate case!

They'd have tugetawaiverof275A for starters.

Can | ask you a question abouvt your small utility proceeding? As o
recall, whether it was the order that went out that included this, | don’'t
knmow , I certainly know that in the meeting dinvolving - | recall the
docket manager - who was the docket manager? - (Carolyn 6uess)

saying that she felt telephone utilities should be excluded from what was
being considered in smoall utility rate making. Aonod it owoas m oy
understanding that the direction that staff was at least given as far as
com ing up with some simoplified procedure. That it in fact did not
consider - would not consider telephone comopanies. I don't know

whether that changed since then.

I think maybe you've got it reversed in a sense | thouvght staff as it was
looking at the whole subject ... felt most comfortable advancting a
proposal for telephone comopanies. It was beginning it's internal analysis

woith why wutilities.

Woell whoever

emanated from staff .. omy understanding that small wutility rate
making was going forward - or if it was going forward at all it wasn't
for small telephone companies.

when Joe Franco looked at the telephone - or whoever worked on
staff in his section - that they said telephone was more comoplicated
but this is pre-access c¢harge filings.... TTie access c¢charge decision does
present a vehicle to go forward just like the A forms were a vehicle
for the simoplified cooperative ... that the access charge filing

Do you think that you can come up with one set of regulations for all

types of wtilities that happen to be small?

Probably not

I don 't think so. I think you're better off working on simoplification for

telephone and forget about this small versus large stuff and then when

you look at moderate utilities you may have to do away with rate base



regulation. Y ou know a lot of utilities ... rate base regulation ... go very

well together. You may be looking at operating ratios, all sorts of
different types of things ... if you really want to look at what these
comopanies need I don’'t think you're going to do it ina generic,
simplified rate making packet. I just don 't think its going to work.
Knowles: My suggest is that we don't let a course of development in that docket
wohich dis yet to be truly framed. W e shouldn't consider anything that
happened in that docket as eliminating any and all avenues of ingquiry

to us becavse we simoply haven't advanced that discussion far enowuvgh.

W hiteaker: Il agree with that and | don't think there’s a safe-guard or suggest that
this is a really viable or likely alternative for the telephone comopanies.
Knowles: I think it's totally in our power to make it or not. | would concur with
you to this extent - l know .. second section that the sponsors of the
bill while they trust us totally are not comfortable with having these
kinds of things a matter of law. I think that's there approach - they
want it to be mandatory as opposed to discretionary. So - it's certainly
right now discretionary. W e don’'tneed this law in order to do anything

with any comopliance of our existing statute.

Sokolov: Lo thdin ke oditts oo first oof all do o owe want to consider whether this ... an

avtomatic annual adjustment

W ohiteaker: How can it?

Knowles: Il don’'t think - what | was expressing in that regard Peter was what |
think in my conscious what | have to be considering if | vote on this
becawvse | think telephone wtilities are relatively com plex and will have
the benefit of access charge filings to assist in simoplification but | really
think that the ultimate pay off if you will of people who are interested
in this will come from some possibility that there will be some periodic
avtomatic readjustments. If all we did was have access charge filings

and move dinto full blown rate proceedings with witness and the works,

I mean if | thought that was the only possible outcome ... I'm not sure
in good conscience I shouldn't bring that to somebody’'s attention
because | don’'t think that's simoplification.

W ohiteaker: Il don't disagree with you at all ... Can’'t the co-0ps adjust..

Knowles: They can do this quarterly.
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Il can see one major difference between telephone and co-0ps being |
touldn't see this comm ission adopting regulations that would provide

for more than - more frequent than annual. I think

virtually impossible to do

and I'm not sure it would be worthwhile to do. I think that
So, | wonder if there's any comments from ... to the <chair. Staff!
T he only concern - dit's om0t oa substantive concern -0t omoay be a
psychological concern -... legislature and the chairman and | ... picked
up on the .. I think it's there in terms of how our budget's going to
go forward and the difficult of predicting what ... in the future for

resources as access charges are implemented as the courts decide the

fate of the comm ission’s decision on municipal deregulation as all of
those many pieces come together | think simoplification in this context
I think that the legislature will not view this ... they're going to try

to make some mental trade offs as they consider simplification vis a vis

access charges and municipal deregulation of ... ultimate resources and
som ehow that egqguation ... come up with an answer to our resource
perhaps resource allocation problem that doesn't gquite com pute.

Y ou're going to see something falling out simoplification in terms of our

ability to create ... a process that I'm not sure is really there and when
you add the other dimensions in, | think it's going to get very confusing
for us to convince them of what we believe we vitimately need. | think
the c¢hairman touvched uvpon it That's a concern of mine. It was a
toncern of mine before this morning’'s public meeting and | would say
it is probably more of a concern after having listened to this discussion.
People L.oooare som ehow Lo M oessagoe has to get across that these
telephone comopanies have not ucen coming in. We do not - I don't

think it would be too difficuelt to come uvop with the statistics that show
that there have been infrequent rate case filings by telephone wutilities
and that in fact you could expect to ask for resources simoply as the
result of Part 36 decisions and the other separations changes to deal
with telephone even of itself. I mean | haven't heard that anybody's
proposed that but rather have just tied that to access charges but even
without access charges, you could expect more telephone rate activity
and simoplification may help offset that... with the access charges still

being a project on top of it but it's not going to change the reality.
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I certainly concur that those other changes may very well drive resource
requirements. W hat I''m not sure | understand yet and maybe this goes

back to even if simoplification does have a beneficial result of imopacting

resources beneficially for somebody, it's not clear to me after our
experience with electric co-0ops that it has got beneficial results on
AP U C resources and on staff resources in particular. And again | think

what happens when the legislature takes a look at simplification they
will crank that into their decision making and view it as a potential
offset. It is not at all clear to m e that it will be an offset as far as our

resource requirements‘

if utilities ... but if they're discourage coming in ... they can't afford
it, then | agree with you.
Moy only comment would be | don’'t know what simplified means but

I think one thing you can definitely say that it means is that it means

more simople than whatever we use for other utilities. And therefore
you would need, in my mind, to have some reason that you should treat
local exchange comopanies differently from Enstar, A EL& P, etc., etc.,
ete. You know, co-0ops the reason was self-governing and all that -

can’'t come up with any reason personally for local exchange except

maybe access charges and | think Kathy's made a good argument in
that regard ... access charges as a distincet feature. That may also
som ewhat cut the both ways becauvse | think you can argue that because

they are doing access charges they already have all the information to
use for the present procedure without it being as comoplicated as it now
is because now they becavse they have to do it... access charges

Just put a ribbon on it and pass it over to the rate case.

Pretty much.

Beyond that | just can't see any reason | would state to put local
exchange companies in a more simople category than Enstar. B out

Il don’'t disagree with you and | said that at the start. And I said that
if this was two years ago, | couldn’'t support this. ... | would support
com ing up with something for all uvtilities.
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Exactly. And the imopetus behind this is that we take too long for all
rate cases. And I would love it to do things to make all rate cases
better and shorter and guicker and .oobut whether or not I can
distinguish LECs from Enstars, | don’'t know.

It is basically - from what | hear you saying - is that, as far as the
telephone comopanies, ... to some extent what you're saying is that

telephone companies should not be trea.ed differently but since we have

access charges, the access ¢charges provides a vehicle by which the rate

case ctan be made different. I mean it provides a lot o f ... information
that is needed in the rate case. And why duplicate the effort.
And it does provide - yes, it provides a vehicle for simplified annual

rate adjustments and in fact we expect several telephone utilities to

need annval rate adjustments which heretofore they have not needed

and have not requested. So, you can tie that to Ted’'s concern about
sim plification looking like it cuts our need for resouvrces. W e can come
right ouvut ourselves and say that it will facilitate owur ... job which we
presently have not had to do in ... not being able to handle with our
present resources otherwise. You know we can turn this around in our

favor and say yeah, we're supporting this becauvse without this we even

need more bodies to deal with what is going and what we expect to

happen.

0O kay I think we have ... point of information ouvrselves ... when you're
talking about in terms of cutting both ways perhaps it's one - | guess
one point informs that how it cuts is that... how truly less than a 2154

filing are that the regquirements are that we impose for access charge

purposes. I mean thedifferentialbetweenwha1275requiresandIhen

the lTong list of item s that we require - is that differential - is that
what speaks to how it might cut in either way - whether you put a
ribbon on it - ifyou've got it all here, why can'tyouv file it over there?
I think din part - it's conceivable even that there's a difference you have

to go through one to get to the other so that the 275 may be an

intermediate step, but | think ... I think that's a large part of

I don't totally understand.

I think he saying - | think he was asking - as | understood it is the
qguestion of whether or not the access charge would make it simpler,
in and of dtself, would moake it simopler to filing a rate case under

existing procedures - is that question determined by whether or not
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their access charge filing equals 275 filing ... or how much difference

there ds - however m uch less so means it's not much less simople.

0 r it means there is that m uech more to do in the rate case context

then in the access c¢charge context.

right now the rules for rate making are different from the rules for

access charges.

Commissioner Sokolov I have just one comment and that's on the
timing of the regulation ... how long we have ... you should be well
aware of the fact that there is an interest, | believe,...what regulations

are adopted when the legislature convenes next year or where in the

process the comm ission was in the adoption.

It should be very far along in the process right now - well into Iit. At

least to the point where the telephone comopanies are comoplaining about

it.

Woell | guess ... Ted was talking about. I think you have to consider
the whole comopetitive question. For dinstance, |'m working on the
regulations, ' call them oo if that were to be the road we were to

end uvp going dowmn, then during the same period of time as access
charges next year - we already know access charges will be developed
there would be quite a few additional complex things that we would
be doing during the September to lanuary period of next year
associated with the ...oowhich would both take more staff and would also

take staff away from this project.

W hich means a certain amount of prioritizing if that's true, but you also
have to recognize that you may also end up with several rate filings
early next year absent the knowledge that this is in process that might
facilitate them in their rate filings if they ... yeah, it's going to be a lot
of work but let's not forget about ... out there that may be offsetting

or causing to detour.

I'm not going to be that swayed by it myself. You create the mix
as you go ... it's nice ... what I'm hearing is that it's one of those
fundamental do you step off on the left foot or do you step off on

the right foot in terms of do you need sort of a comopelling reason to
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adopt rates for simoplification or barring any comopelling reason why not

to should you go ahead and embark not knowing exacttly what you

might come up with but I think assuming that you have to be at least
under the rubric of the simoplified rate filing procedure ... at least for
your owan purposes or in your owan mind, it would need to mimic to

som e extent the avtomatic rate adjustment mechanism thatwe regulated

in favor of electric co-o0ps.

I think that expectation is there, and will be there. | suppose | should
qualify what | am saying because, like you said yourself, ... earlier the
regs will be what

W e need to be responsible.

for that matter those features. I can assure you that there will
probably be very loud howl!l from the affected constituents. I mean if
that feature was not there and at that point | guestion wohether

sim plification as conceived by the advocates of this has anything

Woell, is there any point simplification that does not provide for some

automatic aspect of rate adjustments!

I don’'t know.

I don’'t know what other point there would be expect to say ok,
comom ission 2154 is not really workable anymore, it's time to revise rate
making in general. But otherwise ... I don't know what purpose of

simoplification is.

It seem s to me to provide for some easy form ... of adjusting rates

Woell, then | have a problem

Becawuse it's a logical mix ... you've got access tharges and you have an
industry where you know they need rate adjustments. You don't know
that about Enstar and the water utilities and all that. Y ou don'tknow
that these com panies are likely to need annual rate adjustments. Y oou

know that about the telephone comopanies right now.

I don't select the telephone companies
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W hiteaker: Y oou know about Anchorage and Fairbanks because you moade a

decision that ensures it

Sokolov: Woell, let's not reargue

W ohiteaker: I'm not rearguing, it's a fact

Sokolov: .. this dis not ... telephone comopanies that don't need

W ohiteaker: If they don’'t need it, then they don’'treally qualify to change their rates
do they!

Sokolov: Looautomoatic adjustmoent...

W hiteaker: It has to be. It's not auvutomatic - I'm not assuming that it's automatit

in the sense that you're just going to come ouvt with regulations that say

that everybody gets their rates changed by 5 % a year.

W ooman: I'm assuming that at least it's going to be reactive to a filing or regquest
of some sort that has to have some measuvre of justification. I don't

think we c¢an be too carried away

Sokolov: .ooenough of this ... we would be better ... finalize ouvur discussion. |
would feel m uch easier to do that a year from now becauvse we would

know what we would see from access charges becauvse the old form

EC A is supposed to develop wuniform forms .. or whatever is being
developed so the data's presented in a logical way. Lo doen 't o know
right now and secondly to some degree | ... comopetition with the other
regs that we have to come with this year - the access charge filings and
other things we have before wus. Woe just can't load the wagon
overload the wagon to ... | think we'll know a heck of a lot more when

atcess charge Cling are actually in hand

W ohiteaker: W hy can't you support it and say how long you think it would take to
realistically im plement this with the reasons being - the only reason you
think is feasible for telephone companies is because of the annual

acctess charge regquirements but in order to come up with a workable

process it requires at least 6nishing the process of ... access charges and
seeding what... Gghting with that process.
Know les: legislature ... certain day ... access charge regs
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