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COMMITTEE REPORT
HOUSE

2/17/31 FURTHER: FINANCE

)
Date:

Mr. Speaker:
The Committee on LABOR & COMMERCE has had HB 165

"An Act creating the public utility revolving loan fund; and providing
for an effective date."

under consideration and (a majority of the committee) (the committee)
reports it back with the following recommendations:

[ 1 do pass [ 1 donot pass

[ ] do passwith attachedamendments(s)

[ 1 same title
[ ] replace with CS for -=//; /7 1/ | - 1 [ new title

and recommends tj> J/?c
[X*] AND attaches a "Letter of Intent” [ 1 New Fiscal Note

[ 1 reports it back without recommendation

[ 1 referred to the Committee
MEMBERS SIGNING MEMBERS HAVING
DO PASS / N OTHER RECOMMENDATIONS;
7 mWtir.
wip s 7/
CHAIRMAN

H 60 (Rev. 12/78)



TO:

MEMBERS OF THE HOUSE'LABOR AND COMMERCE COMMITTEE

REGARDING: HE 161

FROM:

Below

Joseph Merrill, Ph.D, CPA
Vice President - RAIl Public Utilities
Consultants, 1Inc., Anchorage

is a brief summary of why we Tfeel a bill supporting a

Public Utilities Revolving Loan Fund is necessary - that 1is,
the problems that such a bill can help resolve -

1.

Public utilities are regulated as to the rate of
return “hey are allowed to earn. When the regulated
rate is less than the interest rate a utility is
required to pay for construction, the result 1is
obvious - no construction.

Most rural telephone systems 1in Alaska have obtained
their construction funds from the federal REA progranm
at interest rates of 2% - 5/1. However, the process
is slow and recently doubts have arisen as to the
reliability of the long-term aspects of that program.
Because of the delays Xu ueding with Washington,
construction seasons are missed, costs increase and
the nature of the program makes interim (short-term)
financing difficult, if not impossible.

The type of collateral offered by a utility makes
potential lenders leery. For example, who wants to
repossess 30 miles of underground telephone cable?

When a utility 1is organized as a co-op, requiring
co-signers on a bank note 1is not relevant, resulting
in a hesitancy to loan on the part of many lenders.

Short construction seasons, barged freight, etc.,
make delays of a few weeks, delays of a year in
practice.

An example of the effect of differing interest rates
is given below. Assume a $1,000,000 loan and 200
telephone subscribers, with a 30 year loan amortiza—
tion schedule.

Continued on Page 2



Total annual Monthly
payment to amount per
Interest Rate amortize loan subscriber
$ 65,000 $27.08
38,800 37.00
106,000 44 .16
152,300 63.45
200,800 83.66

A state program designed to resolve these types of problems
should incorporate the following features:

1 - Anawareness of the common aspects of all utilities
as well as the unique aspects of each type (i.e.
telephone, power, etc.).

2 - A process whereby construction - period funding can
be handled more speedily than permanent long-term
financing, yet deal with both.

3 - Distinctions between co-ops and privately owned
corporations.

4 - The recognition of the unique collateral and equity
circumstances of utilities.

5 - Anawareness of the need for loans at interest rates

well below the rate of return permitted under regulated
circumstances.

Accordingly, we would recommend that the program be administered
and serviced through banks with a minimum amount of their

direct participation and be goverened by a special board undei
the Department of Commerce and consisting of -

A banker (of a participating bank).

A Tlawyer.

An accountant and finance person.

A representative from the public utilities commission.

An engineer of the specia® ty of the type of utility
applying for the loan.

A public representative.

A representative of the Denartment of Commerce.

These brief iotes are not meant to be comprehensive explanations
but rather to highlight the aspect of aa ideal bill.

Our firm is representing the support of such a bill by the
Alaska Telephone Association, and our clients.
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Gordon Parker
Executive Director

March 25, 1981

Honorable Vern Hurlbert
Alaska State House
Pouch V

Juneau, Alaska 99811

Dear Representative Hurlbert:

At the request of Ken Spray, | have compiled a set of figures to demonstrate

the possible loss of revenue caused by cuts ¥ REA funding. It is still

unclear how deep the cuts will go, therefore these figures represent the

worst possible damage. They consist of dollars applied for but not yet approved
and approved but not received. In other words, the figures include all money
which could be lost.

United Utilities, Inc. 26.4 million

Cordova Telephone Cooperative 3.45

0TZ Telephone Cooperative, Inc. 3.74

Interior Telephone Company, Inc. 2.2

Matanuska Telephone Association 16.0

Nushagak Telephone Cooperative, Inc. 3

Bush-Tell, Inc. 5.0
We appreciate your assistance with this problem. I plan to be in Juneau on
April 7 and hope to discuss 1" further with you. |If you need any assistance

before then, 1 am available ar any time.
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House o0 Representatives

Pouch V
State Cupitol
Juneau, Alanka 99811

LETTER OF INTENT

CSHB 165 (Labor & Commerce)

Dear Mr. Speaker:

Your committee on Labor and Commerce has had under con—
sideration HB 165, " An act creating the public utility
revolving loan fund; and providing for an effective date.

We have approved a committee substitute that still ad-—
dresses the intention of the orginal legislation: that
is, to create a revolving loan fund for public tele—
communications .

During public testimony the committee was convinced that
administration of the fund should be on a priority basis
so those public telecommunications utilities desiring to
expand services to unserviced areas would be given a
priority.

The committee believes such priority would bast serve the
rurual areas of the state that are in desperate need of a

communications system and this in turn would best serve the

state as a whole.

Respectively submitted----#-

Rep. Vcrn Hurlbert
Chairman



MSG 81-00015965 PRTY 1 03/08/31 16 12:03 GRIG: LMOO IN* 0005

FROM: MARTIE/MATSU TO: JUNEAU INFORMATION
TARGET: LJO8 SUR-J: PAGE 0001
TO: REP. HURLBURT FOR KEN SPRAY
FROM: JACKIE DUKES, MA®*TANUSKA TELEPHONE, 1333. PALMER
745 3211
RE: HB506

PER YOUR REQUEST, THE IMPACT OF INCREASING THE ANNUAL PERCENTAGE RA E FROM 52
TO 122 UPON THE SUBSCRIBERS OF MTA ASSUMING *6.000.000 LOAN WOULD
APPROXIMATELY *322,000. THIS EQUATES TO wif/f¥ 30 PER CUSTOMER PER VCAI

TO OFFSET THIS WOULD REQUIRE AN INCREASE RATES OF 152 TO 203 YEAR
THAT MTA woULD BE REQUIRED TO BORROW AT THE HIGHER RATE WOULD REQUIRE ANO HER
INCREASE OF THE SAME MAGNITUDE. IF 1 CAN PROVIDE ADDITIONAL DATA, PLEASE
CALL. .

NXT MSG U/R/S _ PREV MSG U/R/S ,, RESEND _ CANCEL
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TO: REPRESENTATIVE HURLPERT
A.TTENT10N s KkFN 5PRAV

PROM: BILL ECHOLS, ACCOUNTANT. R.A_I. FOR BUSH-TELL, INC.,
3201 O STREET, SUITE 601, ANCHORAGE 99507 W<276-5208)

RE: HOUSE BILL 165

THE ANALYSIS OF BUSH-TELL. INC. 1981 CONSTRUCTION BUDGET WITH A

PROJECTED COST OF | 2,244,365.00 WOULD ADD AN ESTIMATED 450 TELEPHONE
SUBSCRIBEFS TO SERVICF.

MSG 01-00016174 PRTY 1 05/11/01 1 1?77 PRI" =1A00 IN- 001 1 OUT  0072.
FROM: MARGIE, ANC INFO Tnx 1My ! 5Pt ttnk
TARGET: LJH2 SUBJ: [IMPORTANT MESSAGE FOR Rep  fE1%* ft>rr= AAA9

A COMPARATIVE PRTNCIPI..F AND INTEREST CALCU! AT TON =

AT 5% WOULD BE T 100, 064. 0*1 ANNUAL PAYMENT? AND  Wodi HIV [
OF - 3.601.207 IN 20 YEARS.

AT 12% WOULD BE T 300,424 ANNUAI.. PAYMENTS AND TOTAL PAVLViPa OP
L 6,000.480 1IN 20 YEARS.

THE DIFFERENCE TO THE SUBSCRIBER ''™Mi"n wr axi AD)JTTonA1
FOR THE COST OF MONEY AT 5% VERSUS 12%.

AN INCREASE IN BUSINESS SERVICE RATES FOR:

- COTT one Pardy OF 07%
TWO PARTY OF 97%
A IA* FOUR PARTY of’ 1.09%
/ -(SO P J FIVE PARTY OF 1.16%
MSG 81 -00016174 PRTY 1 05/11/01 18:19:2" ORIG T L_AO>0 TN-- 0011 OHT- 0072
FROM: MARGIE, ANC INFO TO Wih’?;fsiél
TARGET: LJH2 SUBJ: IMPORTANT MESSAGE FOR REP HURLTIrFET PAGE 0003
AN INCREASE IN RESIDENCE SERVICE PATE OP :
our 1
TUI party nr*
pp;ip peArnry 4 ¥
...................... > o
BUSH-TELL. INC. HAS A TELEPHONE PRHDUf MTV P& trorrer
AND 5% BUSINESS. THEREFORE THE ey, B g VRN T sl e

1.94% MORE OVER THE PRESEr!T RATES ~«!ARGCD



Kay tl, 1981

The Honorable Vernon Hurlheft
Attn: Mr. Kent Spray

Alaska State Legislature
Pouch "Vv"

Juneau, AK 99811

Re: Proposed House Bill 16>
Dear Mr. Spray:

Interior Telephone Company, Inc.* currently provides telecommunications
services to nine rural Alasfcan communities, serving approximately
1,715 customers.

Our 1981 capital expansion mdget has been drastically reduced from
$680,000 to $210,000 becausi: of the non-availahility of low interest

stration (REA) loan funds. We project
that approximately 88 new customers will be served during 1981 after
our construction efforts connect them to the telephone network.

Interest rates on loan fund:, for construction have a direct effect
on rates we charge our custipm™s. Should HB 165 incorporate a ]Z%

we would have to pass on to our custo—
mers a $.66 per month Increi.se in basic, telephone rates. This
increase assumes a 20 year jjay back on a $210,000 loan, spread over
1,413 customers.

We respectfully request youi thoughtful consideration to the semi-
tivlty of interest rates as they relate to the bills our customers
pay each month. We feel th t basic telephone rates paid by rural
Alaskans should be kept as ow as possible to insure the continuing
development of the State ax 1ts resources

Sincerely yoiirs,

INTERIOR TELEPHONE COMPANY, INC.

A 30si /|ps'dU\]hb£
& y £ J )E /" (00<L
Earl H. Lahd _ Qctl/cic t,
Executive Vice President | OOfUAjf " (00(Ur LV'-Jt'fi
"General Manager
EHL/sar Jffl p' Zsll

f

o= b ft- Vwlch

fry.c/L. -m
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STATE
of ALASKA

Representative Vernon Il Hurlbert DAIC: May 11f 1981

10: Attn: Kent Spray
THEHONE (ft:
FAC RO. ;
RO 30nn B. Farleigh jE~ foei*r SUBJECT:

Executive Director . o
Alaska Public UtilitiuB Commission

In response to the re<lueet from jour office we have com xled
the following informa® ion from our fries and those of the
Alaska Telephone Association.

Gross revenue data re Elects year end 19/9 for regulated utilities,
The utilities certifii ratted but not regulated are i1dentified by

an asterisk. 1980 grnsu revenue information will not be available
until after June 30, :980. However, station and employee
information is year e;ud 1980 as reported by the ATA:

utility G oss Revenues Station Employees
Alar.com, inc. 31S0,797,429 1385
Anchorage

Telephone

utility 47,444,697 142,161 672

Bristol Bay
Telephone
Communications 510,747 331

Copper Valley
Telephone Coopera—

tive, Inc. 2,218,988 3.817 22
*Cordova Telephone

Coop., In".Z 1,121 9
*EMUS 37,371 120

General Telephone
Company of Alaska 4,432,128 12,517 59

Glacier State
Telephone Company 16,125,746 24r151 140

Interior Telephone
Company 1,737,336 2,027 20

nnin
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Juneau & Douglas
Telephone Company

*Ketchikau Public
Utilities

Matanuska Telephone
Association, Inc.

Hukluk Telephone, Inc.

National Utilities.
Inc.

Nushagak Telephone
Cooperative. Inc.

0OTZ Telephone Coopera—

tive, 1Ino.

Sitka Telephone
Company

Telephone Utilities,
inc.

Bush-Tel, Inc.

United Utilities, Inc.

Yukon Telephone
Company

Whittier Telephone
Company

Tetties Telephone,

NC.

Page 2

8,095,895

7,260.999

516,974

619,632

764,235

2,243.832

147,748

222,266

1X1,884

71,303

38,437

16,259

7,521

17,078

167

1,185

755

919

7,188

2,990
100

824

163

98

50

-lwwpp——-

82

39

127

23

38

30



81-0001 6174 PPTY < rt/titn
FROM: MARGIE, ANC INFO "o --JR2ISr TAO0O<= IN- 0011 dfjT= on7o
TARGET: LJH2 JUJU, IMPORTANT MESSAbI R PAGE 0001

JUNEAU INFO/ PLEASE CALL AND HAVE KEN SPAY PICK THIS UP"AS SOON AS

POSSIBLE. REPRESENTATIVE PIJRLBER*T IS FXPECTTNG. THANKS MS
(PLEASE ACKNOWLEDGE RECEIPT INDICATING A OF PAGES®

TO: REPRESENTATIVE HURLBERT
ATTENTION: KEN SPRAY

FROM: BILL ECHOLS, ACCOUNTANT, R.A_I. FORBUSH-TELL. INC.,
3201 C STREET, SUITE 601, ANCHORAGE 99503 M<276-5208)

RE: HOUSE BILL 165
THE ANALYSIS OF BUSH-TELL, INC. 1981 CONSTRUCTION BUDGET WITH A

PROJECTED COST OF $ 2,244,265.00 WOULD ADD AN ESTIMATED 450 TELEPHONE
SUBSCRIBERS TO SERVICE.

MSG 81-00016174 P,;TY 1 05/1 /L1 18:19:23 ORTO: 1.A0O0 XN= 0011 OUT- 0072

FROM: MARCIE, ANC INFO TO: JUNEAU INFORMATION

TARGET: I1.JH2 SUBJ: IMPORTANT MESSAGE FOR RFP HURLBERT PAGE 000"~
A COMPARATIVE PRINCIPLE AND TNTERE"S-T CALCULATION:

AT 5% wouLD BE T 100,064.00 ANNUAL PAYMENTS AND A TOTAL. PAYBACK
OF * 3,601,287 1IN 20 YEARS.

AT 12% WwOuLD BE * 300,424 ANNUAL PAYMENTS AND TOTAL PAYBACK OF
$ 6,008,480 IN 20 YEARS.

THE DIFFERENCE TO THE SUBSCRIBER WOULD BE AN ADDITIONA! % 17.40 PER MONTH
FOR THE COST OF MONEY AT 5% VERSUS 12%.

AM INCREASE IN BUSINESS SERVICE RATES FOR:

ONE PARTY OF 87%
TWO PARTY OF 97%
FOUR PARTY OF 1.09%
FIVE PARTY OF 1.16%

MSG 81-00016174 PRTY 1 05/11/81 10:19:23 ORIG:LAOO IN- 0011 OUT- 0072
FROM: MARCIE, ANC INFO TO: JUNEAU 1INFORMA1 JON
TARGET: L.JH2 SUBJ: IMPORTANT MESSAGE FOR REP HURLBERT FAGE GOO..

AN INCREASE IN RESIDENCE SERVICE RATE FOR:

ONE PARTY OF 1.347
TWO PARTY OF i 52%
FOUR® PARTV OF 1.74%
FIVE PARTY OF 1.94%

BUSH-TELL, INC. HAS A TELEPHONE PRODUCT SERVICE MIX nr c-% RESIDENCE
AND 5% BUSINESS"-. THEREFORE, THE CONSUMERS WOULD BE PAYING AS MUCH AS
1.94% MORE OVER THE PRESENT RATES CHARGED.

EDM



: L.MOO IN= 0007
FROM: MARTIE/MATSU TO JUNEAU INFORMATION
TARGET: LJO8 SUBJ : PAGE 0001

TO: REP. HURLBURT FOR KEN SPRAY
FROM: JACKIE DUKES, MATANIJSKA TELEPHONE, BOX 138-3. PALMER

75 3211
RE: HB506
PER YOUR REQUEST, THE IMPACT OF INCREASING THE ANNUAL PERCENTAGE RATE FROM 5V.
70 12V. UPON THE SUBSCRIBERS OF MTA. ASSUMING $6,000,000 LOAN Mniji 0 V.I
APPROXIMATELY $322,000. THIS EQUATES TO ABOUT $30 PER _CUSTOMER PER YEAR.
TO OFFSET THIS WOULD REQUIRE AN INCREASE IN RATES 0 157 10 207. EACH YFA*
THAT MTA WOULD BE REQUIRED TO BORROW AT THE HIGHER RATE WOULD RFFfHJTRF ANOTHER
INCREASE OF THE SAME MAGNITUDE. IF | CAN PROVIDE ADDITIONAL r.iTi pi tasf
CALL .



Before the ECC 81-18

Federal Communications Com mission 28753
Washington, D. C. 20554

In the Matter of

Amendment of Parts 2, 21, 87, and

90 of the Commission®s Rules to ) General rocket No. 79-188
Allocate Spectrum for, and to

Establish Other Rules and Policies

Pertaining to, the Use of Radio iIn

Digital Termination Systems

for the Provision of digital

ccmnunications services.

FIRST REP"™ u? AND ORDER

Adopted: January 14, 1981 Released: April 17, 1981

By the Commission: Commissioner Fogarty issuing a separate statement.

I. INTRODUCTION

1. On November 16, 1978, the Xerox Corporation (hereinafter
"Xerox') filed a Petition for Rulemaking (‘'Petition"" requesting the
reallocation of the 130 MHz of radio frequency spectrum between 10.55
and 10.68 @z and the adoption of the necessary rules and policies to
permit the establishment of nationwide common carrier digital telecom—
munications networks that would provide for the high-speed, enc-to-end,
two-way transmission of digitally encoded information. As proposed by
Xerox, these networks would consist of intercity facilities etoloying
satellites a,d terrestrial point-to-point micrcwave and imracity
facilities which would include Digital Termination Systems (ETS) 1/ and
intemodal links. Xerox proposed that these facilities be employed to
provide a newend-to-end ccmrron carrier radio service  (which we call
Digital Electronic Message Service or DEK.A) which would meet the needs
of widely dispersed business and governmental organizations for document
distribution, data communications, and teleconferencing within and among
the major U.S. cities.

2. Inresponse bo the Petition and thecomments filed
regarding 1it, theCommission, on August 29,1979, 1issued a Notice of
Proposed Rulemaking and Inquiry (hereinafter "Notice™). 2/ In that

T7 The term Digital Termination System (DTS) refers to two-way point-
to-multipoint micrcwave radio Tfacilities made > of local
collection and distribution stations, each prov ding two-way
transmission links to multiple outlying stations 1 -cated at user
premises.

2/ FCC 79-464, released August 29, 1979, 44 Fed. Reg. 51257 (1979).
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of DTS facilities; and the services provided thereby, since, even if ETS
facilities nay have some voice capacity, it will not be 'telephone
exchange service" within the meaning of that section  Ttie purpose of
Section 221(b) was to reserve to the states jurisdiction over local
telephone exchanges which serve single multi-state areas. North
Carolina Utilities Commission v. FCC, 552 F. 2d 1036,1045 (4th Cir.),
cert, denied, 434 U.S.~874 (1977).

VI.  MISCELIANTCXJS 1SSUES

8l. A few commentsrs asserted that there has not been
sufficient notice of the actions contemplated to develop a factual basis
for the adoption of rules at this time. We believe, however, that our
Notice of Proposed Rulemaking was sufficient to allow us to adopt rules
without any further notice. Section 553(b) of the Administrative
Procedure Act, 5 U.S.C. & 553(b), provides in pertinent part that a
notice of rulemaking must 1include "the terms or substance of the
proposed rule or a description of the subjects and issues involved."
The D.C. Circult has interpreted this to mean that the notice need only
be "sufficiently descriptive of the "subjects and issues involved®™ so
that 1interested parties may offer informed criticism and comments."
Ethyl Corp. v. EPA, 51 F.2d 1, 48 (D.C. Cir.), cert, deoied, 426 U.S.
941 (1976). See also Buckeye Cablevision, Inc. v. ~CC, 387 F.2d 220
(D.C. Cir. 1967). In this proceeding, notice” was given of at least the
subject matter of all the rules that we adopt today. Furthermore,
evidenoe of the sufficiency of the notice is shown by the fact that so
many parties commented at length on the issues.

. 82. Finally, with respect toAlascam"s request tlatAlaska be
excluded from this proceeding, we note that with the possible exception
of MTS and WATS, for which the question is still open, see MTS and WATS
Market Structure Inquiry, 81 F.C.C. 2d 177 (1980), we generally believe
that Alaska should be treated no differently than the contiguous 48
states. See DHL Communications, Inc., File No. W-P-C 2000 (released
Dec. 30, 1980); See also Integration of Rates and Services, 61F.C.C. 2d
380 (1976), reconsideration, 65 F.C.C. 2d 324 (1977). We see nc reason
for establishing a different policy here.
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lottery proceedingwould hinder long-range planning, especially it
applied to contested renewals.

ft Miscellaneous Issues

The comments generally agreed that DTS would create minimal
environmental impact. Some ccmmenters stated that no environmental
impact statements should be required. Others commented that existing
rules adequately covered the issue.

TDS worried in its comments about possible adverse affects of
DEMS on n.ral areas. First, service might not be available in rural
areas. Second, 1f 1t were available, it might result in loss of
revenues to rural telephone companies.

Alascam commented that, 1in 1its view, the market for
telecommunications services in Alaska was too thin to support yet
another service. It requested that Alaska be excluded fron this
proceeding.

NASA commented on its concern that ITTS be compatible with its
"remote sensing programs. Those remote sensing programs are located iIn
the 10.6 fHz band where DTS 1is also proposed to be located.

I LEGAL ISSUES
A. Necessity for a Further Notice of Proposed Rulemaking

A few of the comments were directedto the legality of
adopting specific rules without a further Notice of Proposed Rulemaking
proposing specific rules for comment. ftIE Service stated that unless
the comments were uniformly favorable, a two-step Notice of Inquiry-
Notice of Proposed Rulemaking process would be necessary. AT&T was of
the opinion that it would be improper to rjce rules on the basis of the
record in this proceeding. There was, in AT&T"s view, iInadequate time
and notice of specific actions contemplated to permit the development of
the nec”csury facts addressing these issues.

Xerox, on the other hand, stated that the Commission should
rdopt final rulesfor DTS without a furtherNotice of Proposed
Rulemaking. In support of this position, Xerox cited the Administrative
Procedure Act, 5 U.S.C. S8 511-599, 701-706. In particular, Section
553(b) of that Act states that it i1s not necessary to propose specific
rules. Either the terms and substance of theproposed rules or a
description of the subjects and issues involved would be sufficient.
The Notice, 1n Xerox"s opinion, meets this standard. Furthermore, the
Commission®s statement of intent to adopt rules without further comment
gives notice to all parties, and the record iIn this proceeding Iis
sufficient to support final action.
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Cook

Original sponsors: Hurlbert, Vaska,
Chuckwuk and Moss

BY THE LABOR AND

1 IN THE HOUSE COMMERCE COMMITTEE
2 CS FOR HOUSE BILL NO. 165 (L&C)

3 IN THE LEGISLATURE OF THE STATE OF ALASKA

4 TWELFTH LEGISLATURE - FIRST SESSION

5 A BILL

6 For an Act entitled: "An Act creating the telecommunications revolving loan
7 fund; and providing for an effective date."

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

9 * Section 1. DECLARATION OF POLICY AND PURPOSE. The legislature finds
10 that
1 (1) the availability of adequate public telecommunications ser—

12 vices and facilities at reasonable rates in the state is a proper matter of
13 public concern;

“ (2) the ability of privately, municipally and cooperatively owned
15 public telecommunications utilities 1in the state to finance service to the
16 public and to finance capital improvements required to extend and improve
17 service on terms that will enable service rates to remain at reasonable

18 levels in the foreseeable future 1is seriously impaired by the unavailability
19 of low-cost federal Iloans;

20 (3) as a matter of public policy, to ensure the sound development
21 of the state and its resources and to provide an acceptable level of tele—
2 communications services to its residents at reasonable rates, the state

23 should assist telecommunications utilities in acquiring the money that 1is

24 essential to operate, maintain and expand facilities and services.

5 * Sec. 2. AS 44.83 is amended by adding new sections to read:

% ARTICLE 08. TELECOMMUNICATIONS REVOLVING LOAN FUND.

27 Sec. 44.83.400. REVOLVING LOAN FUND CREATED. The telecommunica—

28 tions revolving 1loan fund is created in the Alaska Power Authority.

2L Sec. 44.83.410. POWERS AND DUTIES OF THE AUTHORITY. (a) The
-1- CSHB 165(L&C)

LA-L 20A
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authority shall formulate procedures and adopt regulations to implement

AS <-4.83.400 - 44.83.490 in consultation with the Alaska Public Utili-(®

tiec Commissyibny .The-procedures and-regu”rébie-ns-,— including,economic (
4yl A rin~ax”i”eaudpeiiieiils®~r* Itrau"d”~ will- conform® to- the— extent |
")/] fias*”*"T~rgo"~roceciwfgg”~and~regulations adopted by ur applicable to-the )

6 / federaJL-Rur”™- EiecLrffication fthency in accordance- wrth the- Rural (

\ Eleet¥-i-fivairron Ac4"t>f 1936. as amended 1 A~ UrS-rC,- sec. 921 et”so”7). J

~

8 (b) The authority may

9 (1) subject to approval by the Alaska Public Utilities

10 Commission, make loans from the telecommunications revolving loan fund
1 to a public telecommunications utility to finance or refinance capital
12 improvements, plant and facilities, and to improve and expand services,
13 if other credit is not readily available from private or federal lending
14 institutions;

15 (2) make loans, subject to approval by the Alaska Public
16 Utilities Commission, from the telecommunications revolving 1loan fund
17 to a public telecommunications utility to meet short-term or interim
18 capital needs before receipt by the utility of long-term loans;

19 (3) consult with appropriate federal agencies and other
20 lending institutions which make loans to public utilities 1in the state
21 concerning policies, regulations and procedures to carry out the pro-
22 visions of AS 44.83.400 - 44.83.490;

23 (4) designate agents and delegate powers to them as 1is
24 necessary;

25 (5) require bonds and undertakings from persons employed by
26 the authority as necessary, and pay the premiums on the bonds and

27 undertakings;

28 (6) establish amortization plans as provided in AS 44.83.-
-2- 440(c).

LA-L 20A -2- CSHB  165(L&C)
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1 Sec. 44.83.420. ELIGIBILITY FOR LOANS. A public telecommunica—
2 tions utility is eligible for a loan under AS 44.83.410 if
3 (1) it is a public utility for furnishing telecommunications
4 service under AS 42.05.701(2)(B);
5 ) at the time of application for aloan it isserving the
6 public wunder a certificate of public convenience andnecessityissued
7 by the AlaskaPublic Utilities Commission;
8 ) in the judgment of the authority
0 (A) the public telecommunications wutility shows a
10 definite potential for providing improved or expanded service in
1 the community or service area it serves, or otherwise requires the
12 financing to maintain adequate, efficient and safe service;
13 (B®) the wutility wil “ be able to repay the Iloan;
14 (C) the utility has satisfied requirements imposed by
15 regulation of the authority.
16 Sec. 44.83.430. APPROVAL OF LOANS. (&) A loan may not be made
17 by the authority under AS 44.83.410 until the loan has been approved by
18 the Alaska Public Utilities Commission upon findings that
19 (1) the applicant is willing and able to provide the services
20 for which the facility to be financed by the loan 1is needed;
21 (2) the facility to be financed by the loan and the services
29 to be provided are required for the convenience and necessity of the
23 public and will result in an improvement of service; and
2 3) granting the Jloan will not result in an unreasonably
5 adverse 1impact on a rate or rate structure regulated by the Alaska
% Public Utilities Commission.
27 (b) Findings under this section shall be made in accordance wi
28 regulations adopted under AS 42.05.151. The Alaska Public Utilities
-2 Commission shall approve or deny a loan application within 90 days

-3- CSHB 165 (L&C)
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1 after it is submitted.

2 Sec. 44.83.440. CONDITIONS AND LIMITATIONS ON LOANS. () A loan
3 to a public telecommunications utility under AS 44.83.410 may not

A A

4 exceed $5,000,000.

5 0() A loan made undcrt AS 44.83.410 shall be on terms and condi-
6 m'rbns established ptrkrSgulation of the authority and Shdi£ be secured
7 usy collateral equal irt*aTr market value™ to at least) ?5-pe-rcent of the,
8 loan. /7T W ¢ N 't (p S A )
9 (©) Amortization plans for the repayment of a loan made under
10 AS 44.83.410 may not exceed 30 years. The rate of interest charged on
11 the unpaid balance may not exceed the rate of interest which the state
12 agreed to pay on the most recent general obligation bonds issued before
13 the application for the loan.

14 (d) A loan may not be made until an investigation and an economic
15 feasibility study are conducted and, as a result of the investigation
16 and study, the authority determines that the loar. is economically

17 sound, that the utility will be financially self-sustaining, and the
18 loan will be fully amortized in accordance with the terms and conditions
19 of the loan. The economic feasibility study shall be conducted by the
20 authority staff or by consultants, engineers or other technical experts
21 approved by the authority.

22 (e) To facilitate its determination under (d) of this section the
23 authority may by regulation require an applicant for a loan to furnish
24 systems studies, long-range economic forecasts, financial data, and
) technics information, and, if a loan is participated in by a financial
20 institutign in an amount not less than QL?percent of the total amount
27 loan, the authority may consider the 1investigation and econonmic
3 feasibility study made or accepted by the financial 1institution as a
22 basis for its participation.

LA-L 20A -4- CSHB 165(L&C)
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) If a financial institution participates in a loan made unde
AS 44.83.410, it may elect to administer and service the loan for a

reasonable fee not exceeding one-half of one percentpP-"HifL*"B3v/ Low™*

(9) The sthite and the participating financial institution shal

each have allien on the collateral or share the collateral to the

extent of their respective parts of the total loan. The authority may
subordinate allien on collateral securing a loan under this chapter to
a lien of the federal Rural Electrification Administration.

(h) Notwithstanding (d) of this section, if an application for
loan to a public telecommunications utility has been approved by the I
federal Rural F.lectrification Administration and, due to lack of money, /
the loan will not be made as approved, the authority may accept approval/
of the loan by the federal Rural Electrification Administration as ]
evidence of economic feasibility and as a basis for awarding a loan \
under AS 44.83.410. A ,loan awarded under this section may not be for *
an amount greater than the amount of the loan which was approved by the?)
Rural Electrification Administration.

Sec. 44.83.450. ADMINISTRATION. Money loaned under AS 44.83.410
shall be delivered to the borrower 1in the form of a warrant drawn on
the treasury, and charged against the telecommunications revolving loan
fund. Upon repayment of a loan 1in accordance with the prescribed
terms, or upon Jliquidation by foreclosure or other process, or upon
receipt of interest or other revenue, the money received shall be
turned ever to the authorityfor deposit in the telecommunications
revolving loan fund.

Sec. 44.83.460. SALE OR TRANSFER OF NOTES, MORTGAGES AND OTHER
COLLATERAL. () The authority may sell or transfer at par value or at
a premium or discount to a bank or private purchaser for cash or other
consideration the notes,mortgages and collateralheld by the authority

-5- CSHB 165 (L&C)
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as security for loans made under AS 44.83.400 - 44.83.490.

Co) The authority may sell or transfer at par value to the Depart-—
ment of Revenue the notes, mortgages and ether collateral held by the
authority as security for loans made under AS 44.83.400 - 44.83.490.
The Department of Revenue may purchase the notes, mortgages and other
collateral so offered, allowing the authority a one-half of one percent
service fee.

f (o The authority shall proceed to recover 1its interests in a
loan which is in default in accordance with regulations adopted bv t*hs
authority. Thajauthority sIWIl sell or trans fer\all physical collateral

X \ \'x n d
obtained througi to h nongpvernmentoakiUrhtiCty within 4lr-"days"7/""M"

after receiving \titl<L X&4MiiLmg /the ppn”~~cy|]of a default proceeding,

the authority, nnVtner public ion, a”~tato agency, or a poli-
tical subdivision of the stateVmay"™ not acilities/\.4 which are
held as collateral, but a private iL"thitfay be designated by the

authority upon approval of the Alaska Public Utilities Commission to
operate facilities held as collateral during the pendency of a default
proceeding. r-n JjE_ 0 r
Sec. 44_£3.470. GUARANTEES OF LOANS. () The authority may
enter into agreements wakth /sjttate departments and agencies, private
banks, oth«/r lending institutions, and individuals fpr the purpose of
guaranteeing loans made jio qualified p olic telecommunications utili—

i ties.~/Thc guarantees/may net exceed 90 perctnz of the amount loaned

and ~he loans shall/be secured in the same (frumner as providpd for
I

direct loans under AS 44.83.400 - 44.83.490.
(b) A loan made under AS 44.83.410 an”~guaranteed by t,he state
#

shall bear an interst rate on the unpaid balance not exjeeeding the

r"te of interest which the state agreed to pay on Jde. most recent

general ojxfigation bonds issued />.fore the application for the loan.

-6- CSHB 165(L&C)
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Sec. 44.83.480. PROCEEDINGS AND REGULATIONS. The Administrative

N

Procedure Act (AS 44.62) governs all proceedings, and the adoption of
regulations, under AS 44.83.400 - 44.83.490.
Sec. 44.83.490. DEFINITION. In AS 44.83.400 - 44.83.490 "author—

ity" moans the Alaska Power Authority.

Sec. 3. This Act takes effect July 1, 1981.
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l. QUALIFICATIONS OF THE AUTHOR

Since receiving my Ph.D. 1in 1960, 1 have been on the
faculty at the University of Illlinois and at Stanford
University, where 1 was Professor of Communication until 1979.
I am now vice-president of Equatorial Communications Company,
a company committed to the development and implementation of
satellite and computer technologies in ways that should
lower the cost of rural and other "thin route" uata com—
munications .

During the last ten years of my academic career |
specialized in measuring the social and economic benefits
of rural telecommunications, including a majgr program 1in

the 1970s that led to 100 rural Alaska communities receiving

telephone service for the first ti.re. I authored or edited



three books, 1including Handbook of Communication, and ovei?
fifty articles and am on the editorial board of Telecom—
munications Policy. | have served as a consultant on com—
munications policy to national and state governments, In—
cluding the U.S. delegation to the World Administratigg*#
Radio Conference, and international bodies, including the

International Telecommunication Union. = -
I1. INTRODUCTION

My research and the research of my colleagues on the
role of telecommunications services in economic and social
development have provided certain findings which may assist
you in your analysis of the Rural Electrification Adminis—
tration®s Telephone Loan Programs. I will briefly summarize
these findings under three points.” First, there are demon—
strable benefits for regional and national economies from
investments in rural telecommunications facilities in terms
of increased efficiency in the organization cf economic, activ—
ity leading to increased productivity. I have estimated that
the benefits of these programs to the United States economy
are between six and seven times their costs. Next, there
are demonstrable benefits for the quality of life iIn regions
and nations from investments in rur™l telecommunications fa—
cilities in terms of increased availability and cost-effec-
tiveness in the delivery of social services such as health
and education. Finally, because these benefits are, to a

considerable extent, what economists call external



(as opposed to"internal”™ or private) benefits, government

intervention, such as in the form of the REA Telephone

Loan Programs, 1is required for the optimal amount of in—

vestment in rural telecommunications Tfacilities to be

made. .

* *k €
o o eeetfs N . . _ hex k% * P> & -

CONTRIBUTIONS OF RURAL TELECOMMUNICATIONS

ECONOMIC EFFICIENCY AND PRODUCTIVITY

Rural telecommunications systems increase economic

efficiency and productivity. Telephones improve the

organization of economic activity.-* Efficient

production and marketing requires the coordination of

economic units, which depends on the availability of ef—

fective, fast, and reliable communications systems at low

prices. . A subscriber 1increases his efficiency and pro—

ductivity through telephone services;

these gains are his private

benefits from subscribing. Also, subscribers throughout a nation

increase their productivity from their ability to communicate

with one subscriber through telephone services; these gains

are the external benefits from that subscriber®s decisi ,n to

1/

See,e.g., F. Parker, An Information-Based Hypothesis,
23 J. Communication 81 (1978); A. Hardy, The Role of
the Telephone in Economic Development, 4 Telecommuni —
cations Policy 273 (1900); B. Wellenius, Telecommuni—
cations in Developing Countries, 1 Telecommunications
Policy 239 (1977); H. Hudson, D. Goldschmidt, E.
Parker, and A. Hardy, The Role of Telecommunications

in Socio-Economic Development: A Review of the Litera—
ture with Guidelines for Further Investigation (1979).



join the network. Numerous case studies have shown that
telephones contribute to regional and national economic
development. Both developing and developed countries have
realized economic benefits from investments in telephone
facilities.

I recently supervisee®" the Ph.D. dissertation of Andrew
Hardy. Hardy"s analysis of the economic benefits of
telephone services focused on their impacts on gross domestic
product, which captures both private and external benefits.
His work went beyond the previously established
correlation between the number of telephones per capita
and the size of the gross domestic product. He"was"Table
po demonstrate the causal sequence of that relationship,
establishing that an. increase in the amount of telephone

4service at one point in time leads .to an increase in the
size®" of the economy at a. later time." He found that a one
percent 1increase 1in the number of telephones per capita
in the United States and VJestern Europe 1in the period 1950-
1955 accounted for a three percent increase in oer capita
=2/
income in the period 1955-1962.

Improvements in telecommunications services are likely
to yield greater economic benefits in rural than in urban
areas. Transportation and other communications media are
better substitutes for telecommunications in higher density
2/ A. Hardy, The Role of the Telephone in Economic De—

velopment Appendix C (Ph.D Dissertation, Stanford
University, 1979).



arec.s. Increases in the cost of energy have heightened the
ecor.omic benefits of substituting telecommunications for
costly travel and thereby conserving energy resodrcés./
Furthermore, the information flows facilitated by telecom—
munications services can make other uses of energy more

efficient.

Hardy showed that the impact of telephone service on
gross domestic product increases as density declines.V
Us=1g World Bank and other statistical data from sixty coun—
tries over the period from 1960 through 1973, Hardy estab—
lished that an increase of one telephone per hundred people
in locations already having eighty telephones per one hun-—
dred people led to a .01% increase iIn gross domestic product
(GDP) the following year. The same increase of one tele—
phone per hundred people iIn areas with twenty telephones
per hundred led to a much larger .09% 1increase in gross dom—

estic product in the following year.

A somewhat rough, but suggestive application of Hardy"s
manalysis to the U.S. suggests that the benefits of the REA
program are substantial. REA Telephone Loan Programs have

advanced about $3.9 billion in funds at reduced interest

2/ SeC' / National Transportation Policy Study Com—
mission (The Impact of Telecommunications on Trans—

portation Through The Year 2000 45 (1978); Hudson,
supra, 25.

4/ Hardy, supra, Appendix C. Note that the statistical
analysis reported here was on data for a different set

of countries and years than the analysis reported on
page 4, supra.



rates toward initial telephone service for 2,882,568 sub-
scribersand improved service for®"1,657,622"subscribers.*
REA borrowers served 6,335,312 telephones; 3.6"percent of the
telephones in the United States in" 1979. - IT one assumes
that, but for the REA Telephone Loan Programs, the initial
subscribers "served by REA borrowers would not now be
receiving’sFrvice and if one assumes, quite conservatively,
that each of these subscribers accounts for only one tele—
phone, the stock of telephones 1in the U.S. would be reduced
by 1.1 per one hundred people-Z/
Hardy"s analysis snows that a penetration level of 80%-
close to the U.S. national ratio of telephones to population-
implies that such a reduction in the stock of telephones would
reduce the GDP growth by approximately 0.011 percentage
points. That 1is, 1f the 1979 stock of telephones 1in the

U.S. had been lower by 1.1 per one hundred people, 1980 GDP

would have been about $283 million less than the actual

5/ REA, 1979 Annual Statistical Report: Rural Telephone
Borrowers xxiv, xxiil, xxiv. The number of subscribers
who actually received initial telephone service as a
result of the REA Telephone Loan Programs at the end of
1979 1s estimated for purposes of the following analysis
at 2.4 million, due to the time required to complete
construction.

6/ Ibid, xv; Federal Communications Commission, Statistics
of Communications Common Carriers: 1979 7.

o The U.S. population in 1979 was 221 million and the

national ratio of telephones to population was 79%.
FCC, supra, 7. The estiamte of 1.1 telephones per 100
people iIn 1979 was based on the assumption of 2.4
million initial subscribers. See note 5, supra.



8/
level of $2,576.5 billion.. ..This loss of GDP would in-

crease each year. The increments in GDP attributabl* to

the REA Telephone .Loan Programs mean more jobs and higher

. productivity for Americans,...; . =___.

.Since.the penetration of telephones is lower in -
.l * . [ - 9/
rural areas than, in the nation as a whole, .. the 80%
/
penetratipn estimate may be inappropriate for

evaluating the value of telephone service provided by REA
borrowers. I have not found data on the population of
areas served by telephone companies borrowing from the
REA; but, available data show that the ratio of telephones

to main stations in the REA areas is 23% lower than the
10/
national average. Suppose that the ratio of telephones

8/ U.S. Department of Commerce, Fourth Quarter 1980 Gross
National Product (Revised).(March 18, 1981). The
calculation of GDP gain in 1980 attributable to the
REA Telephone Loan Programs may understate their
economic benefits in three ways. First, 1in contrast to
the one telephone per new subscriber assumed by this
calculation, the average number of telephones per sub-
sex \ber served by telephone companies borrowing from
REA-in 1979 was 1.56. REA, supra, xv. Second, in
contrast to the assumption that the REA programs have
only had an impact on the number of telephones for sub—
scribers receiving initial service, clearly the loans
for improved telephone service have also affected the
number of telephones 1in rural areas. Third, Hardy's
analysis shows that the increment in telephones attri—
butable to the REA programs prior to 1979 would affect
1980 GDP directly as well as through their effects on
1979 GDP and on GDP 1in earlier years; only the former
effect was accounted for in this calculation.

9/ L. Perl, Economic and Demographic Determinants of Resi—
dential Demand for Basic Telephone Service Table 4 (1978).

10/ REA, supra, xv; FCC, supra, 32.



to population in areas served by REA borrowers is 60% rather
than the national average of 79%. Then, using Hardy®"s results,
the GDP gain attributable to the REA Telephone Loan Programs
would be about $850 million in 1980 and growing each year.

Moreover, the benefits of the Telephone Loan Programs
are substantial even If attention is restricted to recently
approved REA telephone financing. In 1978, the REA approved
financing of $311 million toward initial service for 180,518
subscribers and improved service for 71,199 subscribers.]JJ,
Supposing that 180,518 new telephones i1n 1979 are attribut—
able to these loans, the resulting 1980 GDP gains are esti—
mated by $20 million at 80% penetration and $60 million at
60% penetration.

Analyses such as Hardy®"s have led me to write that tele—
communications may be the most important component of region—
al economic infrastructure, possibly more so than tra9§porta—
tion or electrification, for rural economic growth.12 The
benefits to rural economic qrowth are of two forms. First,
new activities and enterprises are made possible in rural
areas by investments in telecommunications facilities. Second,

improved telecommunications services increase the efficiency

of existing agricultural and non-farm rural enterprises.

11/ REA, supra, Vil.

12/ Parker, supra, 83.



The economic benefits from telephone services require,
as a necessary condition, connection to the telephone net—
work. However, access alone does not exhaust the economic
benefits that can be derived from telephone services. In-
creased economic efficiency can be gained by: (1) improving
the relirability of telephone services, such as by installing
buried cable; (2) improving the availability and confiden—
tiality of telephone.services, such as by providing single—
party services; and (3 1improving the capabilities of tele—
phone services, such as by providing broadband (cable) and
digital services.

Clearly, the ability of rural telephone companies to
borrow from the REA at reduced interest rates for financing
investments to provide service to new subscribers and to
improve the quality and range of services to others has had
important benefits to the nation"s economy. As noted above,
the REA Telephone Loan Programs may have raised 1980 GDP by
as much as $850 million. This sum far exceeds any estimate
of the cost of the program. Suppose that the cost to the
Federal Government in interest support for the REA Telephone

Insured Loans was 5.6% and for the Rural Telephone Bank Loans



13/

was 1.2% for outstanding loans at the end of 1979. The

outstanding’principal balances at the end of 1979 of REA

Telephone Insured Loans and RTB Loans were $2.16 billion and

$0.77 billion,’

. 14/
respectively. s-rom these data, the cost "

to the” federal government in interest support for’the Tele—

phone Loan Programs can be estimated at $130 million in 1979.

The possible benefits in expanded gross domestic product

from the Telephone Loan Programs are between six and seven

times as I%rge as the cost to the federal government in

interest support.

137

14/

The 5.6% interest support for the REA Telephone Insured
Loans was estimated by the difference between the 2.5%
weighted average for total funds advanced through this
program at the end of 1979 and the 8.1% interest charged

on total interest bearing public debt in 1979. REA,

supra, vii; U.S. Treasury Department, Treasury Bulletin
Table F D-2 (Feb. 1981).. The 1.2% interest support for* the
Rura.t Telephone Bank Loans was estimated by the difference }

ween the 7.3% avera%e interest rate for RTB funds advanced
from January 1, 1975 to January 1, 1980 and the 8.5%

average 1interest charge paid by the RTB for funds obtained
from January i, 1975 to January 1, 1980. (Data supplied

by REA.) Funds advanced through the REA Telephone Guar—
anteed Loan Program are charged a rate of interest slightly
greater than the Federal- Financing Bank®s cost of capital
and there have been no defaults, resulting iIn no costs

to the federal government for this program.

REA, supra, XXv, XXVI.



- As i1mpressive as this result 1is,; the costs of the v.

programs to the. federal government were overstated., in. this

calculation. The REA Telephone borrowers oaid $196.million

15/

in taxes in 1979 to local, state and federal governments.

:The REA Telephone. Loan. Programs have increased the .taxable

income of rural telephone companies by expanding the number

&

of subscribers served, raising the quality and utilization *

of their services, and lowering their capital costs... Con—

sequently, a substantial portion of the annual interest cost

to the federal government 1is returned through higher income

tax paymer.es by the borrowers. Furthermore, the stimulus

of the loans to economic activity results in additional tax

revenues to the federal government, possibly making the REA

Telephone Loan Programs net contributors to the federal

treasury.

As the United States attempts to increase 1ts economic

efficiency and productivity or "re-industrialize,"” full

advantage should be taken of the ability of improved rural

telephone services to contribute to economic development

and energy conservation.

15 REA, supra, Xxxiv.
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Iv. CONTRIBUTIONS OF RURAL TELECOMMUNICATIONS TO EFFICIENT

DELIVERY OF SOCIAL SERVICES

Telecommunications services can increase the social
benefits from resources devoted -to such activities as health
care and education.lG/- Social‘;er:ace delivery can be in—
creased and made more cost-effective with telephone and
cable services by extending the geographic range of insti—
tutions such as hospitals and colleges, p "ding training
and consultative support for field pe~sonnel, and enhancing
the coordination of community and regional activities.

With telecommunications services, scarce resources can be
utilized more efficiently and by more people with reduced
travel expenses and time requirements.

My studies in Alaska found a significant increase in
the quality of health care resulted from the addition of
reliable voice communications linking village paraprofes-
sional health aides with distant supervising physicians of
the U.S. Public Health Service-17/ These considerations

favor investments in rural telecommunications facilities

especially because rural areas are characterized by a

16/ "See, e.g., Hudson, supra, 8-10; The Cabinet Committee on
Cable Communications, Cable: Report to the President
46-47 (1974).

17/ H. Hudson and E. Parker, Medical Communication in
Alaska by .Satellite, 289 New England ~~ Medicine
1351 (1973).



deficiency in the supply of social services and great
distances for people to obtain the services that are
supplied.

The Reagan Administration has. proposed substantial
cutbacks in the federal government®s social expenditures.,
Improvements 1in teleéommunications facilities increase
the benefits from social service expenditures and should
be considered in the search for ways to derive the maximum
socicJ benefit from resources devoted to social services.

Improved telecommunications services can lead to productiv—

ity ga-"ns in public sector services as well as private

sector enterprises.

V. REQUIREMENT OF GOVERNMENT INTERVENTION TO OBTAIN THE
OPTIMAL INVESTMENT IN RURAL TELECOMMUNICATIONS
FACILITIES

The economic and social benefits of investment in tele—
communications facilities are not confined to individual sub—
scribers or users of telecommunications services. Entire
regions and nations derive benefits from the investments.l8/
The contributions of these investments to improved productiv—
ity for geographically widespread existing and future enter—

prises, health, and education result in what economists refer

to as external benefits.

18/ See, e.g., Hudson, supra, 39-42; Hardy, supra.



.-=The commercial marketplace responds to private, rather
than public, (private plus external), benefits.. |In the
absence of government intervention, the telecommunications
industry makes investment decisions by considering only-:
what potential-subscribers or users would be willing to pay

.=for .a ser.vic j. The commercial marketslace will make i1Invest—
ments when the private benefits exceed the facilities®™ costs,
but not when the public benefits exceed the costs and the
private benefits are less than the costs. This calculation
can lead to underinvestment in terms of social welfare since
the public benefits from additional investments in tele—
communications facilities far exceed the private benefits.

Despite the efforts of the REA Telephone Loan Programs,
underinvestment in telecommunications facilities is sug—
gested by the state of telecommunications facilities and
services 1in rural areas in the United States. Some rural
areas have no telephone service or provide services at rates
not affordable to rural citizens.lg/ Some subscribers are

limited to multiparty service provided by unreliable, in—

efficient facilities. The quality of telephone services 1in

19/ A recent study by REA showed that mont.hly single-party
residence telephone rates iIn areas served by telephone
companies borrowing from REA are 23S higher on average
than rates for comparable service in rural areas served
by the Bell System ;and various independent telephone
companies not borrowing from REA. See Background Paper
of National REA Telephone Association (March 13, 1931) .



rural areas generally lags behind the services®™ received
by urban residents and businesses. Technological innovations

often are adopted by u5%7n telephone systems long before they
spread to ru-ral areas. - -—

m While the"per subscriber cost of providing telephone
service is usually higher in.rural areas, the public benefits
of rural services are also, higher. Certain economic™and m
social benefits to the nation could not be realized"if"the
nation relied solely on the commercial marketplace to supply
capital for investments in rural telecommunications
facilities. -

The conclusion that economists reach in this situation

IS that government intervention is required to obtain the
optimal amount.of investment. It i1s widely recognized that,
because of the economic and social external benefits of tele—
communications, there is a strong case for public iInvestment
in rural telecommunications facilities.21/ The RSA Telephone

Loan Programs have been designed to correct a failure of the

commercial marketplace to serve-the public interest. Low-

20/ See, e.g., W. Laer, Telecommunications Technology in the
1980s, in G. Robinson (ed.), Communications for To—
morrow: Policy Perspectives for the 1980s 61, 105 (1978),

21/ See, e.g., G. Robinson, Communications for the Future:
An Overview of the Policy Agenda, in Robinson, supra,
467, 482-83; Hudson, supra, 40.



interest REA loans decrease the cost of investments and
increase the likelithood that investments which are de—
sirable from the perspective of the nation will be made.
REA loans enable rural telephone companies to make
economically and socially desirable investments.

Capital is needed to expand and improve ru:"1 tele—
communications services currently and in the future. The
existing knowledge on the role of telecommunications
.services in economic, and social development indicates
that curtailment of low-interest loans from the REA Tele-

pnone Loan Programs would be against the public interest.
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(A laska Jitale le gislature

House of Representatives

st Lot
Official Business Jtmeaua, eAIagEQOSIB].’L

April 15, 1981

PUBLIC SERVICE ANNOUNCEMENT
FOR IMMEDIATE RELEASE

The House Labor and Commerce Committee will be holding

a public hearing, that will be teleconferenced statewaide
as well, on Friday, April 24, 1981. It will begin at

1:00 p-m.; ending at 3 p.m. Pacific Standard Time.

Testimony will be received on HB 165, "An act creating
the telecommunications revolving loan fund.”™ This bill
provides telephone companies a source of funding 1in
anticipation of the possibility that federal REA funding
will either be eliminated or severely reduced; it also
provides for long-term, low interest loans.

Persons wishing to provide public testimony on the subject
matter are invited to attend in Juneau, Behrends Bldg.
"conference room, or at the local Legislative Information
Office or Teleconference Center in their community.

For more information, contact the House Labor and Commerce
Committee, 465-3873, Representive Vero hurlbert:, Chairman.
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STATE OF ALASKA .
THE ALASKA PUBLIC UTILITIES COMMISSION
Before Commissioners: Carolyn S. Guess, Chairman

Gordon J- Zerbetz
Marvin R. Weatherly
Susan M. Knowles
Stuart C. Hall

In the Matter of the Application

of UNITED UTILITIES, INC., for a U-77-28
Certificate of Public Convenience
and Necessity.To Furnish Tele- ORDER NO. 9

communications<services in the
Calista Region

the Matter of the Investigation

into the Financial Viability of U-81-22
Phase 111 Village Construction 1in
the Calista Region by UNITED ORDER NO. 1

UTILITIES, INC.

ORDER DENYING WITHOUT PREJUDICE PERMANENT
CERTIFICATION AND INSTITUTING INVESTIGATION INTO
THE FINANCIAL VIABILITY OF PHASE 111 VILLAGE CONSTRUCTION

On January 2, 1981, the Commission received a

fFiling from UNITED UTILITIES, INC. (United), requesting that

the temporary conditional certificate for Phase |11l granted
in Order No. 7 of this proceeding be changed to permanent
certification. The United filing set forth seven points
which it believes justifies permanent certification. It
requested that the Commission grant permanent certification
by January 31, 1981. On January 30, 1981, United filed
additional documentation in support of its request.

On February 4, 1981, the Commission received a
memorandum, a copy of v;hich 1s attached hereto as Appendix A
from the Commission Staff (Staff) setting forth a review

and analysis of the United request.

U-77-28(9), U-81-22(1)(4/79/81)
Page 1 of 9



DISCUSSION

In support of i1ts request, United alleges that its

uncollectibles are reasonable; that i1ts financial condition
is sound; that most of its current financing needs are met
through low-interest Rural Electrification Administration
(REA) loans; and that inadequate toll connect facilities
resulted in service not being extended to four villages. On
its face, these appear to be assertions of management rather
than documented facts.

In addition, United avers that Phase 11l certifica-
tion is a requirement in order to allow United to secure REA
financing for these communities.This has not been the
Commission™s experience. The REA has proceeded with requests
of Alaskan telephone utilities that have receivedtemporary
or conditional certification. Only toward the end of the
processing time of a loan application is the requirement for
permanent certification a necessity. The Commission acknowl-
edges the long leadtime required for construction in rural
Alaska as documented in Unitedls January 2, 1981, request.
However, the utility is aware that the Commission has artic—
ulated its concern regarding the viability of Phase 1l and
Phase ]Il construction in Order Nos. 7 and s in this Docket.
The Commission in Order No. s in this matter denied permanent
certification of Thase 11l villages and stated:

The fTinancial sensitivity of United"s

operation requires a longer and more

stable track record before the Commis—

sion can determine when the Phase Il
construction program should commence.

To date, the utility has been and is involved in

an ambitious construction operation in twenty-four villages.

J-77-28(9), U-81-22(1)
Page 2 of 9
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Six village exchanges have been operational for less than
two years; six village exchanges have been in service for
approximately six months; construction in four villages 1is
partially complete; and eight villages are scheduled for
construction in 1981. This does not provide evidence that a
"more stable track, record” has been established.

On the contrary, the United filings of January 2
and 30, 1981, provide information that reinforces the Commis
sion®s concern-expressed in Order No. s, supra, that the
financial sensitivity of the utility"s Phase Il operation 1is
dependent on a number of factors that are not in evidence:
(1) the availability of long-term financing for Phase Il at
a 5 percent or lower interest rate; and (2) the use of
interim financing for Phase Il villages at a higher rate
only 1f there iIs assurance that low-interest financing can
be secured within a year. ’

The Commission 1is concerned about the financial
viability of United"s Phase Il operation as it affects the
utility®"s entire undertaking-. A loan characteristic letter
was submitted by United in i1ts January 30, 1981, filing.

The letter indicates that REA has made a determination of
t-he loan required to finance United"s Phase 11 village
construction. It does not grant approval of thesLoan. In
addition, the letter states that a composite interest rate
of 5.4 percent will be required for the "B" loan. The
Commission ir aware that United 1is currently financing its
Phase 1l construction wJ th interim debt in excess of the

prime rate of interest. IT 1ts interim financing Is 1in

U-77-28(9), U-81-22(1)
Page 3 of 9



effect for more than a year, another concern, noted in the
Staff analysis of the financial feasibility of Phase Il, has
surfaced.

The very real question before the Commission at
this time is whether United can survive the impact of interinm
financing levels currently in effect for its Phase Il villages
and what effect the proposed REA budget reductions by the
current Federal administration will have on proposed interest
rates and the approval of its Phase 1l loan and whether or
not the utility intends to finance its Phase 111 village
construction with REA financing and at what interest rate.
The Commission has received confirmation from REA of those
loans approved and signed for Alaska telephone utilities.
Only United®"s "A"™ loan appears on the list that is appended
to this Order as Appendix B.

The events to date reemphasize the responsibilities
of the utility and the Commission to determine that the
Phase 11l villages are a financially feasible part of Unitedls
operation before permanent certification is awarded. There
is no evidence on the record at this time to support such a
finding.

In 1ts February 4, 1981, memorandum, the Staff set
forth 1ts recommendation regarding United®s request for
permanent certification for Phase 11l villages. A copy of
this report was sent to the utility"s counsel by letter
dated February 11, 1981. The suggested course of action
recommended by Staff on page 2 of i1ts report appears to be a
reasonable approach to determine whether the utility has the

rerources necessary for the Commission to make a finding

U-77-28(9), U-81-22(1)
Page 4 of 9



that permanent certification should be granted for the Phase
111 villages. The Staff review should not be limited to
Phase 111 but should include a review of the total company
including Phases I and Il. United will be required to
provide to the Commission the documentation required 1in
recommendation Nos. 1, 3 and 4 of Staff"s memorandum. In
addition, the Commission will require United to provide

proof of i1ts debt financing for all three construction

phases; the anticipated interim and long-term interest rates
and source of debt for each phase along with documentation
that i1ts interest estimates, where applicable, are valid.
Therefore, an order instituting an investigation into the
request of United for permanent certification of its Phase

111 villages should be established Because of the reconsti—
tution of the Commission, Docket U-77-28 will be closed; all
outstanding issues in that Docket will be subsumed in U-81-22,
and official notice will be taken of the applicable record

in U-77-28, under 3 AAC 48.150(9);

The Coirmission concurs with Staff that a financial
and operational audit of the utility should be made and that
Staff should review the quality of service presently being
provided to Unitedrs consumers. The Commission assumes that
the financial and operational audit of the utility will
provide a composite proforma revenue requirement for Phase |
(including Gambell and Savoonga) and Phase Il as well as a
stand-alone proforma revenue requirement.

The Commission agrees with United regarding the

urgency to develop telecommunications to meet the needs 1in

U-77-28(9), U-81-22(1)
Page 5 of 9



the rural areas of Alaska. To this end, the Commission
believes 1t has extended every effort to United to assure
Its successful operation.

In Order No. s 1in this proceeding, the Commission
offered the assistance of Staff to address the severe communi—
cation problems that exist in the Phase 11l communities and
encouraged United and ALASCOM, INC. (Alascom), to begin
discussions and creatively explore more immediate viable
alternatives that could be provided on an interim basis to =
partially alleviate the telecommunications difficulties in
those villages. Order No. s, pp. 5 and e. The Commission
is not aware that United has requested Staff"s assistance 1in
this regard nor has 1t, either together with or separate
from Alascom, explored the possibility of interim telecom—
munications alternatives in the Phase 11l area.

The Commission is aware of the successful efforts
of Alascom in developing the toll concentrator in St. Paul
and believes that this i1s an alternative that should be
explored by United in the Phase 11l villages. The Commission
agrees with United that there is an urgent need for expanded
communications in these villages and, therefore, will require
United to identify those villages in Phase IlIl which have an
urgent telecommunications need that could be satisfied
possibly on an interim basis by the installation bf toll
concentrators under the Alascom tariff. United should send
this list of villages to the Commission and Alascom.

The Commission observes that the foundation of the
proper development of telecommunications within the State of

Alaska 1s based on a spirit of trust and cooperation. This

U-77-28(9), U-81-22(1)
Page 6 of 9
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ensures that the public interest, the responsibility of the
Commission, will be served. To this end the Commission will
once again urge United and Alascom to work together to find

solutions to the demanding telecommunication needs in rural

Alaska.

THE COMMISSION FURTHER FINDS AND CONCLUDES:

1. United i1s a public utility as defined by AS
42.05.701 and is subject to the Commission®s regulatory
jurisdiction.-

2. The United request for permanent certification
for Phase 111 1is lacking in necessary detail or documentation
to meet concerns previously expressed by the Commission.
Therefore, the request of United to receive permanent certifica—
tion for the Phase IIl villages is denied without prejudice
to refiling in Docket U-81-22.

3. An order instituting an investigation into the
request of United for permanent certification of its Phase |11l
villages should be established. Because of the reconstitution
of the Commission, Docket U-77-28 will be closed; all outstand-—
ing issues in that Docket will be subsumed in U-81-22 and
official notice will be taken of the applicable record in
U-77-28.

The Staff should pursue the elements of i1ts recommen—
dation in the Staff memorandum of February 4, 1981, entitled
"Staff views regarding United Utilities™ request for permanent
certification for Phase 111 villages. (U-77-28)." The
Staff monitoring or review should not be limited to Phase |11l
but should include a review of the total company including
Phases 1 and 1l as outlined in the body of this Order.

U-77-28(9), U-81-22(1)
Page 7 of 9



4. United should i1dentify those villages in
Phase 111 that have an urgent telecommunications need. The
Commission should request Alascom to survey those villages
to determine the financial viability of the installation of

toil-concentrators under the Alascom tariff.

ORDER
THE COMMISSION FURTHER ORDERS:

1. The request of United Utilities, Inc., for
permanent certification of Phase IIl villages 1is denied
without prejudice to its refiling in Docket U-81-22.

2. The Commission Staff shall be a party in
U-81-22 and shall conduct an investigation inro the request
of United Utilities, Inc., to expand its operation into
Phase 111 villages, including the current financial obliga-
tions of serving Phase |11 vi;Iages.

3. Ccmmission Staff shall include in its investi—
gation, in addition to the course of action recommended in
Its February 4, 1981, memorandum, proforma revenue require—
ments on a composite anc stand-alone basis for United"s
Phase 1 (included Gambell and Savoonga) and Phase 1l opera—
tions .

4. Commission Staff shall inform the Commission
within 60 days from the date of this Order when its analysis
of the Phase 111 villages will be completed.

5. United Utilities, Inc., shall identify the
villages in Phase 11l which have urgent teleccmmuncations
needs and present that listing to the Commission and Alasconm,

Inc., within 30 days from the date of this Order.

U-77-28(9), U-81-22(1)
Page 8 of 9



6 . Alascom, Inc., shall be granted intervenor
status in U-81-22 limited to the quality and level of service
in Phase 11l villages. Upon receipt of the above list,
Alascom shall conduct a survey of those villages to determine
the economic feasibility of providing expanded telecommunica—
tions to those villages, on an interim basis pending final
determination of Phase 11l certification, through the use of
a toll-concentrator and notify the Commission of its results
at the earliest possible date.

7. Docket U-77-28 1is closed. Any outstanding
issues in this Docket shall be subsumed in the investigation
proceeding.

DATED AND EFFECTIVE at Ancho"rage, Alaska, this 9th day of
April, 1981.

BY DIRECTION OF THE COMMISSION
(Commissioner Gordon J. Zerbetz nunc pro tunc.
Commissioners Susan M. Knowles and
Stuart C. Hall, not participating.)

(SEAL

U-77-28(9), U-81-22(1)
Page 9 of 9
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Gordon J. Zerbhetz February 4, 1981
Marvin R. Weatherly DATE:
TO: Carolyn S. Guess;
Susan M. Knowles; TELEPHONE NO.
Stuart C. Hall
thru: Jack Farleigh FILE 0.
Executive Direptor Staff views regard—
SUBJECT: 1ng United Utilities”
from: Pete Sokolo\ /~T request for permanent
Chief Engineer: certification for
Phase 111 villages.
(U-77-28)

United Utilities letter of December 26, 1980 requested that
the Commission change the temporary certification to provide
local exchange telecommunication service for Phase I1II
villages to permanent certification before January 31, 1981.

It concluded: "United feels certain that with the Commission®s
blessing, it can perform the goal.it set for itself in
having adequate telephone service for all communities 1in
United"s certificated area before 1984.";

The Staff has reviewed the 13 reasons United cites in support
of its request and believes that considerable additional
substantiation i1s needed before staff can make a responsible
recommendation. Staff"s concerns are as folicws:

1. In 1ts February 22, 1980 recommendation to grant perma—
nent certification for Phase Il villages, Staff concluded
that United continued to be i1n a sensitive financial condi—
tion and that construction in Phase Il villages should only
proceed If long term debt at an interest rate below s% could
be obtained within a year. United proceeded to obtain high
interest (above 20%) interim financing to construct facilities
in Kipnuk, Kotlik, Mountain Village, Pilot Station, Tooksook
Bay, and Tununak. According to its 1/12/81 report, United
also partially constructed outside plant in Chevak, Goodnews
Bay, and Qunihagak (The 12/26/80 letter adds Kwethluk to the
list of locations with partially constructed facilities).
United 1s still paying exorbitant interest rates for the
funds used to construct Phase Il and only at the end of
January has obtained tentative approval of a 5.4% REA loan. =
The REA interest rate and the duration of the interim loan
are both at the very limit where staff"s studies have shown
Phase Il to be feasible.
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2. United states in its letter that i1ts financial condition
Is sound, yet Staff questions the basis for this conclusion.
The utility is iIn a construction mode and operational costs
have not yet stabilized. The utilities®™ financial soundness
depends largely on toll settlements which have not yet been
"trued up" for any year since the company®s inception.
Based on United"s over-estimation of toll trunking i1t could
have over-estimated its toll revenues. [Attached 1s toll

usage data for 1980 which contradicts United"s estimates of
inadequate trunking].

3. United states that i1t found an alternate central office
to the Stromberg ECDO 400 costing half the price and occupying
ore third the space. This new central office is to be field
trialed this spring. IT the switch indeed meets these
expectations, it should be the one used for Phsse Ill. New
switches, even when well engineerea, vrequire I\ prolonged
"shake down" period. A thorough field trial 1is therefore
absolutely essential since United cannot afford to debug a
plurality of such switches in remote villages.

Recommendation

United seems to misunderstand the basis of the Commission®s
statutory requirement for granting permanent certification.
It 1s not a question of "blessing” United, rather It is a
mandate to determine that the applicant is fit, willing and
able to provide service of a reasonable level of quality.
Before making this determination Commission Staff should
determine to the best of its ability whether the utility has
the necessary resources to expand to Phase 11l villages.
Staff, therefore, should:

1) Obtain from the utility and analyze 1980 financial
statements and the 1980 annual report to the Commission.

2) Conduct a financial and operational audit of United.

3) Review a completed cost study done for toll settlement
purposes. To date no such study has been submitted to Alascom.

4) Obtain and analyze the ACD to be submitted to REA for
Phase 111 financing.

5) Review the quality of service that United and Alascom
provide to United"s customers.

6) Monitor the field trial of the new switch as well as
the progress made 1in constructing Phase Il facilities includ—
ing on-site visits to some villages.

Staff realizes that the public in the Phase 11l villages
urgently requires telephone service. To provide such service,
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the utility could now apply for an REA loan and aim at 1982
construction if the loan is approved. In the past, REA has
reviewed, and is currently reviewing loan applications where
utilities have been temporarily or conditionally certificated
by this Commission (United Phase Il, Bush Tell). A delay in
permanent certification to the second half of 1981, should
Therefore cause no delay in obtaining the necessary financing.
Meanwhile, 1in 1981, United should establish reliable service
in the remaining Phase 1l villages (Akiachak, Chevak, Goodnews
Bay, Kasigluk, Kwethluk, Napakiak, Nunapitchuk, Quinhagak)
and staff should determine whether United 1is "fit, willing
and able™ to provide Phase 11l villages with reliable service.
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'S5

110.
.00!
.561!
.551
.251
-941
.70!

D b~ 01 O1 O ©

w

trunk croup of less

.751
.60!

00i

.00i

.60!
.00!

12 ccs pertrunk
than 4 trunks

! GRADE

OF
SERVICE ADDED REMOVED! NOT

W U U U U U U U U U U O

in

-3907
.0012
.0HG6
.0025
.0068
.0079
.0318
.031U
.0121
.0001
.0006
. 0045

FOR P .01 SVCEi

TRUNKS TO BE !

O O O O O b~

O OO0 onN

AF*UC

0 ! H
(VN
0o !
(VN
o !
o !
0o !
0o !
0 i
2 i
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0o 1!
01/12/81

LEVELS

NET



HONTH ino. of: CCS . CCS . GRADE. :FOR P.01 SVCEiSURVEILLANCE

ITRUNKSICARRIED! per : OF ITRUNKS TO BE ! LEVELS
= 1 cari: SERVICE! ADDED: REHOVEI*i  NOT  HET
*
MARCH 3 34 1 00! P.0704 2 0
APRIL 3 55 1 6.08! P.1782 3 0
MAY 3 63 I 5.25! P.2560 3 0
JUNE 6 61 1i10.17! P.0079 0 0
6 = 7? - 5.27% P.0246 1 0
vAIGUST 6 42 1 6.00! P.0013 0 0
SEPTEMBER 6 59 S 5.36! P.C068 0 0
OCTOBER 6 31 2.82! P.0003 0 1
NOVEMBER 6 47 111.75!' P.0023 0 0
DECEMBER 6 60 : 7.50! P.0073 © °
Note: * - exceeds F.05
** - exceedsp .10
*m* - exceedsP.20
H - exceeds 12 ccs pertrunk in

trunk group of less than 4 trunks
APUC 01/12/01



