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Alascom generally must connect with local telephone companies for
both origination and termination of each call within Alaska.
Alascom pays the telephone companies for. this access through a
pooling mechanism whereby each telephone company determines its
cost of originating and terminating in-state long distance calls
and Alascom, as the pooling manager, settles with iIndividual
companies, covering each company"s costs.

The total cost of providing iIn-state long distance service
(about $82.9 million in 1985) is made up of the cost of the
exchange company settlements paid by Alascom ($52.1 million) and
Alascom™s own network costs ($30.8 million).!/ Under the
present system, customers, 1in some instances, pay rates that are
higher than the cost of completing their call and, iIn other
instances, pay rates that are lower than the cost of completing
their call. The result is a form of subsidy from one group of
telephone consumers to another. While it is often assumed that a
large subsidy of this kind flows from urban areas to rural areas,
as Is shown below, the reality of the Alaska industry appears to
be quite different.

Historically, Alascom has relied in part upon the assumption
that this rural subsidy exists as a reason to keep competition
out of Alaska. Eight years ago, Alascom attempted and failed to
exclude competition from the Alaska interstate market by making
dire predictions before"the FCC that rural service would be
jeopardized, rates would go up, and technological iInnovation
would come to a halt.!'/ Likewise, Alascom has argued before
the Legislature, the Alaska Public Utilities Commission, and
elsewhere that competition is not in the public interest in
Alaska because rural rates will go up as the funds available to
subsidize rural areas are reduced through competition.

Recently, Alascom has taken this argument one step further by
assuming that in the face of competition it will not attempt to
lower i1ts costs and that it will be allowed to make up any losses
it Incurs on competitive routes through increased rural rates.
Over time, Alascom argues, rural rates will go up higher and
higher as competition expands further and further. In the end,
Alascom argues, it will be left with its last customer paying for
the entire network.1/

1/ See Appendix A.

2/ see fTor example: Rebuttal Comments of Alascom in CC Docket
No. 78-72, June, 1981, pp.-. 16-21; Supplemental Comments of
Alascom CC Docket 78-72, January, 1980, pp-. 94-100.

3/ Alascom Response to Order # 14 and Pre-filed Testimony,
APUC Docket U-87-25, August 26, 1988, pp- 11-12.
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Alascom®™s argument 1is incorrect for a number of reasons:
First, the actual subsidy flowing from the urban to the rural
areas 1is quite small, 1if it exists at all, and can easily be
funded through a universal service fund in which all carriers
participate: second, Alascom®s arguments assume it will be
allowed to cross-subsidize any decreases 1iIn revenue due to
competition by" increasing the rates on its monopoly services - a
notion that is contrary to the purpose of competition and which
is expressly prohibited in the proposed legislation; and third,
Alascom assumes that unlike carriers elsewhere, which have been
faced with competition, it will not bring down its costs over
time to meet the competitive challenge.

THE URBAN-RURAL SUBSIDY IS QUITE SMALL

According to data that Alascom presenced to the APUC 1in
Apri?., 1987, calling between the cities of Anchorage, Fairbanks,
and Juneau generates $10.9 million more in revenue than it costs
to provide the service. The excess revenue from these routes 1is
said to be the source of the subsidy for rural calling. However,
according to the Alascom data, $7.3 million (or 67%) of the
subsidy 1iIs used to support near-urban calling around the
Anchorage market, 1leaving only $3.6 million for the remainder
of Aliska.i/ In short, based upon Alascom data, urban callers
are paying a large cross subsidy to themselves and the subsidy
which flows from urban Alaska to rural Alaska is no more than
$3.6 million. (See Appendix A).

In fact, the rural subsidy is far smaller than this $3.6
million figure, 1If it exists at all. It is likely that a portion
of this $3.6 million is used to support calling around other
urban areas. The areas around cities other than Anchorage were
not separately identified iIn the Alascom April, 1987, data but
they likely have the same short haul pricing characteristic as
the Anchorage market does. Thus, a portion of the remaining $3.6
million is certainly absorbed in these urban markets.

In addition, much, 1if not all, of the remaining subsidy Iis
absorbed i1n urban areas through the exchange company settlements
process. In Alaska, certain urban telephone companies have
higher intrastate long distance settlement costs than do most
rural Alaska exchange carriers. (See Appendix B) Since the $3.6
million subsidy figure was calculated by averaging urban and
rural settlement costs, it masks these higher urban costs. Using
the averaging approach in Alascom®s April, 1987, data, the
subsidy flowing from low-cost rural telephone companies to
high-cost urban telephone companies through the settlements
process 1iIs not accounted for. IT the subsidy were to be

1/ See Alascom"s "Analysis of GCl Scenarios 1 and 2", presented
at public hearing, APUC Docket No. R-86-2, April 8, 1987.
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calculated using company-specific settlements costs, most, if not
all, of the remaining subsidy would be absorbed by higher cost
urban calling. (See Appendix C) Therefore, it is even possible
that rural callers are in small measure subsidizing urban callers
a result that i1s totally contrary to the claims which have been
made and accepted for years.

Even if rural callers were the recipients of a $3.6 million
subsidy, which they apparently are not, this is a relatively
small figure - $3.6 million is only 4.3% of Alascom’s intrastate
gross revenues and 1.3% of its total revenues .5/ This money
(equivalent to 1.7 cents per intrastate minute) could easily be
funded through a universal service fund in which all long
distance carriers participate.

SB 206 proposes such a fund whereby each long distance
carrier pays a surcharge on access charges paid to the exchange
companies. This fund would be administered by the industry and
would make money available to local telephone companies 1in rural,
high-cost areas. The local telephone companies will use this
money to lower the amount of money interexchange carriers pay to
originate and terminate long distance calls, thereby lowering the
total cost of a long distance call and preventing rates from
rising.

This type of pool Is not new. After the Federal
Communications Commission opened the interstate market to
competition, it developed an access charge system and a fund
similar to the one described above, known as the High Cost Fund.
The federal subsidies flowing through these mechanisms as well as
the cost separation process and the averaging of access charges
through the National Exchange Carrier Association have been
successful in keeping exchange and long distance rales down
throughout rural America.5/ In fact, in Alaska some rural

5/ According to the Alascom data submitted to the APUC,
Alascom 1985 intrastate toll revenues were $83 million.
Alascom®s total revenues reported on its 1985 FCC Form M were
$291 million. (See Appendix C.)

The subsidies resulting from the exchange cost
separations process, access charge averaging and the high-cost
fund are available to all areas of the U.S., including Alaska.
They are not the same as the subsidy flowing from AT&T to
Alascom iIn the Alaska interstate market. The present FCC Joint
Board proceeding dealing with the Alaska interstate market may
alter the AT&T to Alascom subsidy but it is not concerned with
and will not affect the nationwide exchange subsidies which are
discussed here. In addition, the FCC Joint Board recently
announced that it will not entertain proposals that would have
the effect of shifting costs to the Alaska in-state market.
Supplemental Order Inviting Comments in CC Docket 83-1376, FCC
88J-4, released January 3, 1989.



telephone companies receive so much money from federal
subsidies that they charge Alascom little or no money to
originate and terminate iIntrastate calls.2/ This is one

reason why many rural Alaska exchange companies have costs that
are lower than the corresponding urban Alaska exchange company
costs.

ALASCOM CANNOT RECOVER COMPETITIVE LOSSES FROM RURAL CUSTOMERS

Alascom argues that when competition enters the market, it
will be forced to lower its rates on competitive routes thus
incurring a loss. Alascom then argues that it will make up any
decline in revenue by raising the rates charged to customers on
monopoly routes. This argument assumes than Alascom would be
allowed to engage iIn such cross-subsidization free from
regulatory oversight. Alascom would attempt to use its
monopoly power against the very groups of consumers that
regulation was designed to protect from the use of monopoly
power .8/

SB 206 proposes to foreclose this use of Alascom®™s monopoly
power by requiring Alascom to allocate its costs between
regulated and deregulated market areas. Should Alascom 1incur
any decrease 1In revenue 1In its deregulated service, it could
not raise rural rates to recover those revenues. SB 206 states
that following deregulation of a service, the cost of any
remaining regulated service may be increased only if the direct
costs of such service IiIncrease.

Through this type of legislation, Alasconm cannot raise
rates in the rural areas to cover any decline in revenue on
competitive routes. Rural rates can only go up if the direct
costs on rural routes go up. In addition, to ensure that rural

rates remain reasonable, the APUC may, 1if necessary, permit any
increased costs to be recovered from the universal service fund.

COMPETITION WILL LOWER COSTS

Finally, the argument that competition is not in the public
interest, due to the iInherent subsidies in the Alaska telephone
system, is flawed because 1t i1gnhores the dynamic benefits of
competition. Alascom assumes that when competition enters the

2/ Testimony of Alascom in public hearing, APUC Docket No.
R-86-2, April 8-9, 1987, p. 442.

8/ ACAP pre-filed testimony of Dr. Michael Sheehan, October
28, 1988, pp-. 37-38.



market i1t will continue to incur costs in the same way it would
if 1t were still a monopoly. This kind of behavior would be
totally inconsistent, not only with the behavior of business
entities generally in the economy, but also with the experience
in the telephone industry over the last decade as competition
has been introduced throughout; the country. The advent of
competition led AT&T and other carriers to lower theilr costs
and improve theilr service. Alascom would certainly do the same.

Alascom’s reaction 1iIs not unprecedented. Every monopolist
confronted with the possibility of competition attempts to
forestall the inevitable beginning of competitive entry by
making dire predictions that universal service will bo
destroyed. AT&T certainly made these arguments in profusion.
So long as these arguments succeed the monopolist never changes
its thinking or its behavior - it merely assumes that it will
be iImpossible to reduce costs. When decision-makers reject
these arguments and introduce competition, the monopolist
immediately begins behaving as a competitor by reducing its
costs and improving service. This is what happened when AT&T
had to compete and wFat happened when Alascom had to compete in
Alar_ka interstate services.

COMPETITION WILL BRING FASTER TECHNOLOGICAL ADVANCES TO RURAL
ALASKA

The choice between monopoly and competition is not simply

one of lower or higher telecommunications costs. In recent
years, there has been a literal revolution In communications
and computer technology. These technologies have not only led

to cheaper and higher quality communications service, but thev
have spawned an entire generation of new information and
technology - related industries. These 1industries have
provided jobs and diversification for the economies of many
areas throughout the U.S.

In the iInterstate market, competition is responsible for
many of the technological advances that have been introduced in
Alaska. For example, competition brought digital transmission
to Juneau and Fairbanks as well as new private line services
that are now available to consumers. New entrepreneurial
companies, such as Meteor Data, Inc., have appeared on the
scene to pioneer the provision of specialized service. And,
mobile satellite technology (which competition will bring to
Alaska by 1992) will Ilower costs and iImprove service in remote
areas of Alaska. This technology will bring reasonably priced
telephone service to each resident, even those who are not in
villages having at least 25 people (see testimony of Ronald A.
Duncan, House Special Committee on Telecommunications, January
1986) .



CONCLUSION

Alaska can benefit from the telecommunications revolution
through the introduction of competition without Jer®tardizing
the service which Alaska®s rural residents have come to enjoy.
Through careful legislation, rural ratepayers may be assured
that their telephone rates will not go up as a result of
competition.

33 206 proposes such legislation through a universal
service fund and the unbundling of competitive and
non-competitive costs. Not only will rural rates not go up, it
is very likely that they will decrease as competition leads to
use of improved technology and more efficient ways to serve
both rural and urban Alaska.

Intrastate competition will also help provide a path for
competitive expansion to rural areas. Currently, competitive
services are offered in Anchorage, the Matanuska Valley, the
Xer.ai Pennisula, Juneau, Fairbanks, North Pole, and Adak. With
intrastate competition, other regions of the state will soon
see competition as well.

Competition in the telephone industry is not a new 1idea.
The FCC and forty-five other states have permitted competition

in long distance service. The result is predictable: "where
there 1is competition, rates go down, where there is no
competition they do not.!/ It is time for Alaska to reap

the benefits of competition as well.

Respectfully,

ipoe D. Edge
Counsel for
General Communication Inc.

JDE: jml
Enclosures

2/ Federal Trade Commission, Bureau of Economics, '"The
Impact of State Price and Entry Regulation on Intrastate Long
Distance Telephone Rates."™ November 1988, p. vii. The Federal

Trade Commission analysis indicated that states that permit
competitive entry into the toll services market experience
prices approximately 7 to 10 percent lower than states that do

not allow entry.
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Appendix A

ALASCOM 1985 INTRASTATE MTS REVENUE DATA

Dollars Per Year

(millions)

TOTAL
ANC-MAT STATE
ANC-FBX VALLEY REST LONG
JNU KENAI OF DISTANCE
ROUTES ROUTES STATE REVENUES
Alascom
revenues 22.5 10.2 50.2 82.9
Alascom
cost (2.5) (3.D (25.2) (30.8)
Average local
Telephone Co.
Settlements (9.2 (14.3) (28.6) (52.1)
Surplus or *
(Subsidy) 10.9 (7-3) (3.6) (0.0)

* A total of $10.9 million in surplus revenue is earned on the
Anchorage-Fairbanks-Juneau route. OFf this amount, $7.3 million
is used to subsidize the Anchorage-Mat Valley-Xenai Routes.

The remaining $3.6 million is available to subsidize service in
the remainder of Alaska. See "Analysis of GCI Scenarios 1 and
2" presented by Alascom at public hearing, APUC Docket No.
R-86-2, April 8, 1987.



Appendix 8

Above Average Cost Companies (Pool "Takers*)e

from Minutes
Comoanv averaae «J/min. (millions) $ (millions)
.ATU (-127 - .119) 132.3 1.06
Bush Tel (-213 - .119) 1.5 .18
FMUS (.181 - .119) 33.2 2.06
MTA (.135 - .119) 62.1 .99
Muk luk (-309 - .119) 2.0 .38
0TZ (.153 - .119) 5.8 .20
United (.267 - .119) 10.4 1.54
Yukon (-128 - .119) 1.4 ,o1
249

Below.Average.Cost Companies (Pool ’Donors*~

from Minutes

mCoipp.anY——-——————— average d/min.___ (millions) & (millions)
ASTAC (-119 . .054) 11.9 .78
Bristol Bay (-119 - .063) 2.7 .15
Copper Valley (.119 - .100) 6.6 .13
Cordova (-119 - .037) 2.5 21
Gen Tel (-119 - .075) 28.7 1.26
GSTC (-119 - .084) 51.8 1.81
Interior (-119 - .067) 5.9 31
JDTC (-119 - .083) 25.1 -90
Ketchikan (-119 - .108) 8.3 -09
Nushagak (-119 - .114) 3.3 .02
Sitka (.119 - .086) 19.3 .64
TUA (-119 - .042) 114 J11
167 tli.4,

* Data are for 1986. See Appendix C to APUC staff comments in
Docket R-87-1, filed October 12, 1988 (attached).



uok root)
SaptMfaar 30, 1983

iiMcw Tall totttimnti by Exchange Ccrrler and b tlatlm «f hr Klxutc Access
(ksrfti Given Mandatory anf Optional Footlr* by Urban UECe

1906 1986 1984 1986 iu\ "laaents
Tana. Orlf. Tats|
Utility Minutes Minutes Minutes MTS 18 MC total
a

AM 70,300,190 41,96®,195 132j34*,385 12.659,043 724,376 3.405.870 16.7*%9,209
AITAC 4,154,083 7,888,728 11,943,411 0 505,215 133,281 , 646,496
mamot rat 1,185,415 1,586,141 2,771,554 0 44.723 127,<55 in.97*

SR-1EL 906,382 1,064,738 1,971,120 251.652 132.075 36,527 420,254
*.4TC 3.006.768 3.652.489 4,659,249 458,419 140,997 63.341 662,747
CtKSOVA 1,170,671 1,384.350 2,557.021 0 31,513 64.306 95,*19
mm = 17,400,698 15,858,706 33,259,4*4 5.158,792 384,596 473,180 6,018,566
CD9-TEL 13.728,397 IS,M 1,625 28,738,022 1.349.512 416,612 378.294 2,144,418
one 25.95*.485 25,895.852 51,8(4,337 3,058.506 527,114 779,611 4,366,231
IHTUIOR 2.552,438 3.429.664 5.982,322 8- 317,548 82,258 399,106
JOTC 13,097,238 12,017,424 25.114.662 1,502,475 174,567 399,008 2,076,056
KC1CHIKAA 4,406,369 3,974,168 8,381,237 630,216 143,827 128,466 *02,509
MTA 32.837.717 30,891,099 42,128,814 4,919,853 682,627 759,032 8,361,512
HUKLUK 864.178 1,158,956 2,023,134 356,579 106,622 82,827 625,228
MUSRACAK 1.528.497 1,820,108 3,348.605 214,004 83,323 85,202 3*2,62*
0Tz 2,696,914 3,139,596 5,836.510 612.291 149,733 131.345 893.369
SITKA 8,394,173 10,914,675 19,308,648 801,68* 640.136 221,039 1,662,864
TUA 625,165 778.459 1.403.924 0 8,514 50,103 58,617
tM iia ** 4,681.349 5,725,298 10,409.647 1,755,330 741,270 287.655 2.7*%4.255
YUKON 432,16* 855,566 1,487,746 0 124,738 65,2)8 189,956
State Fetal: 209,400.309 200,123,757 417.524.136 35,720.361 6,162.116 7.757,010 49.647.495

Uartgt Rate/MInute for'LECs
Mewide: 0.086 0.01S 0.019 0.119

- - Par Minute Rate* are Abeve Average * ICC is a Fool Receiver
NTS - Ron-Traffic Sensitive

TS e Traffic Sensitive

mAC - Ollllne and Collection

e« UNITES 1906 infora*cion uas not available, 1985 data ua» employed.
1

Calculated
Rata/Minuta

MI* It
0.096 * 3.005
8.000 0.042
0.000 0.8t7
8.128 * 0.067
9.069 0.021
t.Q0 0.012
0.155 * 0.012
0.047 0.015
0.059 0.010
0.0 0.053
6.'060 0.007
8.075 0.017
8.111 = 0.011
8.176 - 0.092
0.064 0.025
0.105 = 8.026
0.042 0.033
0.00 0.006
8.169 * 0.071
0.000 0.084

11C

0.026
0.011
0.046
0.019
0.010
0.025
0.014
0.013
0.015
0.014
0.016
0.015

0.012

0.041
0.025
0.023
0.011
0.036
0.028
0.044

Appendix C

Total

0.127
0.054
0.063
0.213
0.100
0.017
0.181
0.075
0.004
0.067
0.083
0.100
0.135
0.309
0.114
0,t53
0.006
0.042
0.267
0.126
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Absorption of Subsidy by Alaska
Urban Exchange Carriers

Three major urban carriers are subsidy recipients:

ATU $1.06 million
FMUS 2.06 million
MTA 9 million

$4.11 million

On the other hand the TU companies (JDTC & GSTC) are overall

subsidy donors. TU has both urban and rural operations so the
subsidy donation must be split into urban and rural
components. TU is 71% urban (see p. 2 of this appendix) so;
GSTC $1.81million
JDTC -90million

$2.71 million

Urban portion is:
$2.71 milli, X .71 = $1.92 million
Overall net subsidy from rural to urban exchanges arising

through exchange settlements:
$4.11 million - $1.92 million = $2.19 million



Appendix C
Page 2

D.erivati.on_Qi_Urban Component of JDTC/GSTC

JDTC, GSTC & Sitka are now TUA & TUNI which
together have both rural and urban components.

JDTC, GSTC & Sitka are subsidy contributors and

so their “urban” operations will offset the drain
caused by ATU, FMUS & MTA thereby reducing the net
rural to urban subsidy flowing through exchange
settlements.

To derive the urban and rural components one possible
approach is to divide the companies by line counts.*

Since TUA is almost all "urban,”™ 100% of its
lines (and thereby its subsidy donation) should be
counted as urban.

Within TUNI, North Pole, Kenai, North Kenai and Soldotna
are urban and Sitka should be excluded because it is listed
separately in the exchange company data we are using.

Thus:

C.omany U.tbgn bines Rural Lines
TUA 16,342 - 0 -
TUNI

N. Pole 5,961

Kenai 3,894

N. Kenai 1,423

Soldotna 5,369

All Other** 13,458

32,989 13,458
Total Lines** = 46,447
Percent Urban = 71%
Percent Rural = 29%
TU Urban Subsidy '"Donation"**
$2.71 rail X .71 = $1.92 rail.
Using line counts may distort reality somewhat. However,

if the rural to urban exchange subsidy existing generally
in the Alaska market also exists within the urban/rural
operations of TU, then using line counts overstates the TU
urban "donation'" and understates the rural to urban subsidy.

** Sitka excluded.
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Eet Rural Subsidy

In a presentation to the APUC in Docket No. R-86-2, Alascom
indicated that calling among Anchorage, Fairbanks, and Juneau
generates surplus revenues of $10.9 million which are available
to subsidize calling in the remainder of Alaska. Of this
amount, $7.3 million is absorbed in short haul calling to
points near Anchorage leaving $3.6 million for the remainder of
the state. Short haul calling around other cites absorbs an
additional amount which was not shown in the Alascom analysis.
Finally, since the Alascom analysis was predicated upon average
rather than company-specific exchange settlements data and
since exchange settlements represent over 60% of Alascom®"s cost
of service, the use of company-specific settlements data will
more precisely pinpoint the magnitude of subsidy flows between
urban and rural areas of the state. The maximum available

subsidy for rural areas is less than 1.4 million.

Total available subsidy $10.9 million

Less Anchorage area subsidy (7.3) million
Less other urban area subsidy () million

Less rural to urban exchange subsidy (2.19) million
Maximum available subsidy 1.41 million
Maximum available subsidy* 0.68«F per minute
State MTS average revenue** 39.8«F minute

Maximum available subsidy as a
percentage of State MTS revenue

per minute 1.7%

* Assumes 208 million intrastate minutes.

** Assumes intrastate MTS revenues of $82.9 million.



LONG DISTANCE TELEPHONE COMPETITION

QUESTIONS AND ANSWERS

Q: Why is competition allowed for out-of-state long distance
calls but not for in-state calls?

A: Out-of-state calls are regulated by the federal
government (Federal Communications Commission), which has
permitted competition since the early 1970°s. In-state calls
are regulated by the state (Alaska Public Utilities
Commission) which has not yet permitted competition.

Q: Do other states allow in-state long distance telephone
competition?

A: Yes. Forty-five other states allow some form of iIn-state
competition.

Q: What will be the result of iIn-state competition?

A: We can expect a result similar to what has happened with
out-of-state competition. Telephone rates will come down on
each route where competition occurs.

Q; IT rates come down on some long distance telephone
routes, will they go up in other areas as a result?

A: No. Senator Frank®s bill would prohibit transferring
costs from competitive routes to noncompetitive routes.
Further, a "universal service fund" would be created to

prevent rate increases on noncompetitive routes as a result of
competition.

Q: Is it truo. that rural Alaska calls are heavily subsidized
by urban calls?

A: No. According toAlascom data filed with the Alaska
Public Utilit.es Commission, the net flow of subsidy from
urban to rural Alaska is less than $3 million out of $83
million iIn revenue for in-state long distance calling.

Q: Why should the legislature make a decision to allow
competition, rather than APUC?

A; The legislature established the overall policies for the
APUC to carry out. While the APUC has the Ilegal right to
authorize competition, the 1issue 1i1s sufficiently important to
consumers that it merits clear legislative direction.

Q; What changes have taken placein telephone technology

that make competition possible?



A: Telephone technology 1is rapidly advancing. Improved
satellites, microwave systems, fTiber optic cables, exchange
switches, and computer programs are making Qlong distance
service more efficient and less expensive.

Q; Why doesn®"t the APUC simply Tforce the existing monopoly

carrier to lower 1its rates?

A: There is no financial incentive for a monopoly carrier to
reduce its rates, as it "akes a profit based on its
investment. The higher its costs, the more money it makes.

It is difi.oult for a public utilities commission to have
enough resources to prove that rates and costs are too high.
Private competition is a simpler, more effective way to bring
down rates.

Q: Does Senator Frank®s bill 1limit which companies may

compete in providing in-state long distance calls?

A; No. Any company may offer competitive services subject
to a bonding requirement which assures payment to local
telephone exchange companies Tor initiating or completing a
call.

Q: Where will competition likely occur?

A: It is likely that competition will begin on routes which
are currently competitive for out-of-state calls: Fairbanks,
Anchorage, Juneau, Matanuska Valley, Kenai Peninsula, North
Pole, and Adak. Other routes which are Jlikely to be
competitive are Ketchikan, Kodiak, Sitka and regional centers
such as Bethel, Dillingham, and Nome.

Q: Won*t competition create an 1inefficient duplication of
facilities?

A: No. Competition will allow more companies to better
serve consumers®" needs. Competition in long distance services
is similar to the grocery business. IT one grocery store does
not carry the brand you like, you can go to the other store.



THE IMPACT OF INTRA-STATE COMPETITION ON
UNIVERSAL SERVICE IN RURAL ALASKA

A SUMMARY

The following summarizes a detailed analysis of the effects cf
Senate Bill 182 on intrastate long distance service in rural

Alaska.

The analysis was conducted by Joe Dixon ™"Dick™ Edge, a partner
in the Washington, D.C. law firm of Hopkins, Sutter, Hamel &

Park.

Mr. Edge begin his legal career in 1974 as a trial lawyer for
the Federal Communications Commission (FCC) iIn Washinaton
D.C., where, for two vyears he represented the FCC in
litigation involving competition in the telephone industry.
For the ten years following, Mr. Edge worked 1in the Tfirm of
Hamel & Park, where he was initially recruited to represent
the State of Alaska inthe development of rural

telecommunications. Duringhis ten years at Hamel & Park Mr.

Edge concentrated in telecommunications and antitrust law,
with such clients as the State of Alaska, National Bank of
Alaska, Northern Television, the Commonwealth of Puerto Rico,

Wang Laboratories, Tandy Corporation, General Communication,
Inc. (GCI) and others. Three years ago Mr. Edge moved to
Anchorage and became Vice President and General Counsel for

GCl representing them in their antitrust and regulatory
litigation. Last September he returned to private practice

in Washington, D.C. at his previous law firm of Hamel & Park
which had merged with the Chicago fTirm ofHopkins & Sutterin
July. In addition to his law degree, Mr. Edge holds a

bachelors degree in Electrical Engineering and a masters
degree 1In Law with an emphasis in economics and public

utilities regulation.



Competition in iIntrastate telephone service iIs consistent
with universal service iIn rural Alaska at affordable rates.
SB permits such competition while establishing safeguards

for use on noncompetitive routes.

Alascom is now che monopoly in-state long distance carrier.
It uses local telephone companies to originate and terminate
these calls, and pays an access charge for this service.
Under the present system, some customers pay more than the
actual cost of completing the call, and others pay less. The
result is a form of subsidy from one group of telephone

customers to another.

While i1t is commonly assumed that this subsidy flows heavily
from urban to rural Alaska, data presented to the APUC by
Alascom indicates that this subsidy is quite small: less than
$3.6 million out of total revenues of $82.9 million. Most of
the subsidy actually flows from urban to suburban routes.

To assure that rural telephone customers do not lose whatever
small subsidy they receive, SB established a universal
service fund. All long distance carriers would contribute to
the fund which would be used to cover any shortfalls on high
cost (noncompetitive) routes. The bill also prohibits Alascom

from recovering any competitive losses from rural customers.

Competition will lower the cost of telephone service
throughout the State and bring new technology to rural as well

as urban Alaska.



HISTORY OF TELECOMMUNICATIONS COMPETITION IN ALASKA

In 196f/, RCA Alascom bought the Alaska Communications
System from the military. As part of Alascom®™s bid proposal
to the military, it agreed to provide service to all areas of

25 people or more.

By 1974, when Alascom had not expanded its system to
rural Alaska, Congress and the FCC became concerned and
requested a proposal for bush service from Alascom. In
response, Alascom proposed a system consisting of large
satellites in regional centers with terrestrial cable linking

the regional centers.

Following an analysis of Alascom™s proposal, the State of
Alaska informed Alascom that its proposed system was
inefficient and unreliable, asking Alascom to accept a

proposal consisting of small earth stations in each village

instead.

When Alascom refused to accept the state®"s alternative
proposal, the state fTiled its own application in 1975 for 120
3mall earth stations to serve rural Alaska. In response,
Alascom filed parallel applications with the FCC for the same
small earth stations. Since the applications were

overlapping, this created an 1iImpasse that could have lasted



several years. In an effort to avoid further delays in rural
telephone service, the State of Alaska and the Alaska
Legislature agreed to fund the small earth station program if

Alascom installed and operated the earth stations.

The State of Alaska®s application to the FCC was the
first sign of competition and i1ts resulting beneficial effect

in Alaska.

In 1980, GCI filed an application with the FCC to provide
communication service between Alaska and the Lower 48.
Alascom opposed GCIl"s application even though competition had
been accepted and was in full force in the lower 48 since the
early 70°s. Alascom argued to the FCC that competition in
Alaska would destroy rural service, increase rates, and limit

technological 1i1nnovation. 1

In November 1982, GCl began Qlong distance service in
Anchorage under continuing protests by Alascom. The issue of
whether or not Alaska should have competition in the provision

of long distance service to and from Alaska was not fully put

1 See fTor example: Rebuttal Comments of Alascom 1in CC
Docket No. 78-72, June 1981, pp. 16-21, Supplemental Comments

of Alascom CC Docket 78-72, January, 1980, pp- 94-100.



to rest until 1984 when the FCC released a final order denying
Alascom®s applications for review - stating that Alascom's

claims had been addressed and rejected on several occasions. 2

Since competition began in the interstate market,
Alascom7s rates have gone down by over 50% in urban as well as
rural areas. Technological innovation has occurred bringing
in more reliable and cost efficient digital service as well as
new expanded private line services. Meanwhile rates within
the state, where there iIs no competition, have increased since

1982.

The 1issue of competition within the State of Alaska was
first addressed when the Alaska Public Utilities Commission
(APUC) began a proceeding to determine whether or not Alaska
should have competition within the state in August, 1983. The
telephone industry and other participants filed several rounds
of comments and attended two public hearings on the issue of
intrastate competition. In addition, GCl Ffiled proposed
regulations which would establish the rules under which

competitive services would be provided. Alascom opposed GCIl*s

2 See, Memorandum Opinion and Order, in Re Applications
of GCI. File Nos. W-P-C-3345 et al.. FCC 84-168 (April 24,

1984).



regulations making many of the arguments that it made in

delaying interstate competition before the FCC.

In 1986, the APUC closed the proceeding on competition
within Alaska without taking action. in response, GCI fTiled a
formal application to provide service within Alaska as well as

a new proposal for regulations.

Since 1986, the APUC has held two public hearings on the
competitive question and has asked for comments from the
industry on several occasions. Alascom continues to oppose

competition and to this date the APUC has taken no action.
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MEMORANDUM

TO: The Honorable Steve Frank
P.0O. Box V
Juneau, Alaska 99811

FROM: Joe D. Edge
Hopkins, Sutter, Hamel & Park

DATE: February 21, 1989

RE: Senate Bill 206 and the Impact of Intrastate
Competition on Universal Service i1n Rural Alaska

You have asked me to examine the impact of SB 206 ; "An Act

relating to intrastate competition in telecommunications™ . . _ ,
on the provision of iIntrastate long distance service at
reasonable rates throughout Alaska. In discussing this issue, |

will also address a number of questions which have been raised
from time-to-time regarding the introduction of competition in
Alaska long distance services.

In looking at this question, | have assumed that the central
objective of the bill is to provide for a flourishing competitive
intrastate long distance market while ensuring the availability
of universal service at reasonable rates. I believe the bill
will accomplish these objectives. SB 206 removes existing
regulatory and structural barriers to competition in the Alaska
market. At the same time, the bill provides for continuing
regulation by the Alaska Public Utilities Commission ("APUC"™) 1in
those areas where competition 1is not yet fully effective thus
ensuring universal service at reasonable rates. Finally, the
bill provides for a system of access charges and a Universal
Service Fund administered by the Alaska telecommunications
industry, under APUC supervision, which will ensure
nondiscriminatory access to local exchange facilities and provide



support, where necessary, to ensure the provision of universal
service at reasonable ratet.

INTRODUCTION

Today competition in long distance service is permitted
nationwide in"the interstate market and in forty-five of the
states. Interstate long distance competition began over a decade
ago In the lower 48 and has been a reality in Alaska since 1982.

Since the FCC opened the national interstate market to
competition, Qlong distance rates have declined by over 50% and
many new services have been introduced. AT&T, which had a
monopoly before the advent of competition, has lost some of its
market share to competition but its traffic volumes have
increased and it is a healthy and thriving company.

These same competitive benefits have been realized even in
lower-48 rural 1iInterstate markets not yet reached by the networks
of competing carriers such as MCI and Sprint. When competition
appeared in interstate markets over a decade ago, AT&T vigorously
opposed i1t arguing, among other things, that competition could
lead to "‘deaveraging”™ of AT&T"s toll rates with calls between
urban areas priced lower than calls in rural areas. In more than
ten years of competition iIn iInterstate markets, this has never
happened. Not only has AT&T continued to "average™ its rates
throughout the country but so have MCI and Sprint even though the
latter companies®™ rates are not regulated. Rural long distance
rates have declined by over 50% just as urban rates have.

Alaska has also experienced the benefits of interstate
competition. Although Alaska interstate competition was opposed
with the same arguments made in the lower-48, none of the
predicted harms have occurred. Interstate rates have declined by
over 50% throughout Alaska. Today, Alascom-. while losing market
share to GCl, 1is carrying more traffic than when GCI entered the
market. An enormous increase iIn calling has occurred as a result
of lower rates and the stimulation resulting from the intensive
marketing efforts of GCI and Alascom. And service has been
improved as well. SB 206 will extend these benefits to the

Alaska i1ntrastate market.

Tho Structure of the Alaska Market

Under the existing noncompetitive structure, the in-state
long distance telephone market is served by a monopoly long
distance carrier (Alascom) connecting with over two dozen local
telephone companies. In order to provide long distance service,



Alascom generally must connect with local telephone companies for
both origination and termination of each call within Alaska.
Alascom pays the telephone companies for this access through a
pooling mechanism whereby each telephone company determines its
cost of originating and terminating in-state long distance ills
and Alascom, as the pooling manager, settles with individual
companies, covering each company®s costs.

The total cost of providing in-state long distance service
(about $82.9 million in 1985) is made up of the cost of the
exchange company settlements paid by Alascom ($52.1 million) and
Alascom®s own network costs ($30.8 million).!/ Under the
present system, customers, in some instances, pay rates that are
higher than the cost of completing their call and, in other
instances, pay rates that are lower than the cost of completing
their call. The result is a form of subsidy from one group of
telephone consumers to another. While it is often assumed that a
large subsidy of this kind flows from urban areas to rural areas,
as Is shown below, the reality of the Alaska industry appears to
be quite different.

Historically, Alascom has relied in part upon the assumption
that this rural subsidy exists as a reason to keep competition
out of Alaska. Eight years ago, Alascom attempted and failed to
exclude competition from the Alaska interstate market by making
dire predictions before“"the FCC that rural service would be
jJeopardized, rates would go up, and technological innovation
would come to a halt.2/ Likewise, Alascom has argued before
the Legislature, the Alaska Public Utilities Commission, and
elsewhere that competition is not in the public interest in
Alaska because rural rates will go up as the funds available to
subsidize rural areas are reduced through competition.

Recently, Alascom has taken this argument one step further by
assuming that in the face of competition it will not attempt to
lower its costs and that it will be allowed to make up any losses
it incurs on competitive routes through increased rural rates.
Over time, Alascom argues, rural rates will go up higher and
higher as competition expands further and further. In the end,
Alascom argues, i1t will be left with its last customer paying for
the entire network.l1/

1/ See Appendix A.

2/ see for example: Rebuttal Comments of Alascom in CC Docket
No. 78-72, June, 1981, pp- 16-21; Supplemental Comments of
Alascom CC Docket 78-72, January, 1980, pp- 94-100.

2/ Alascom Response to Order # 14 and Pre-filed Testimony,
APUC Docket U-87-25, August 26, 1988, pp-. 11-12.



Alascom®™s argument 1is incorrect for a number of reasons:
First, the actual subsidy flowing from the urban to the rural
areas 1is quite small, 1if it exists at all, and can easily be
funded through a universal service fund i1n which all carriers
participate; second, Alascom®s arguments assume it will be
allowed to cross-suusidize any decreases in revenue due to
competition by increasing the rates on its monopoly services - a
notion that is contrary to the purpose of competition and which
is expressly prohibited iIn the proposed legislation; and third,
Alascom assumes that unlike carriers elsewhere, which have been
faced with competition, it will not bring down its costs over
time to meet the competitive challenge.

THE URBAN-RURAL SUBSIDY IS QUITE SMALL

According to data that Alascom presented to the APUC in
April, 1987, calling between the cities of Anchorage, Fairbanks,
and Juneau generates $10.9 million more iIn revenue than it costs
to provide the service. The excess revenue from these routes is
said to be the source of the subsidy for rural calling, However,
according to the Alascom data, $7.3 million (or 67%) of the
subsidy is used to support near-urban calling around the
Anchorage market, leaving only $3.6 million for the remainder
of Alaska.l/ In short, based upon Alascom data, urban callers
are paying a large cross subsidy to themselves and the subsidy
which flows from urban Alaska to rural Alaska 1is no more than
$3.6 million. (See Appendix A).

In fact, the rural subsidy 7s far smaller than this $3.6
million figure, if it exists ac all. It is likely that a portion
of this $3.6 million is used to support calling around other
urban areas. The areas around cities other than Anchorage were
not separately identified in the Alascom April, 1987, data but
they likely have the same short haul pricing characteristic as
the Anchorage market does. Thus, a portion of the remaining $3.6
million is certainly absorbed in these urban markets.

In addition, much, 1if not all, of the remaining subsidy is
absorbed In urban areas through the exchange company settlements
process. In Alaska, certain urban -telephone companies have
higher intrastate long distance settlement costs than do most
rural Alaska exchange carriers. (See Appendix B) Since the $3.6
million subsidy figure was calculated by averaging urban and
rural settlement costs, it masks these higher urban costs. Using
the averaging approach in Alascom®"s April, 1987, data, the
subsidy flowing from low-cost rural telephone companies to
high-cost urban telephone companies through the settlements
process is not accounted for. IT the subsidy were to be

1/ See Alascom®s "Analysis of GCI Scenarios 1 and 2", presented
at public hearing, APUC Docket No. R-86-2, April 8, 1987.
—4-



calculated using company-specific settlements costs, most, if not
all, of the remaining subsidy would be absorbed by higher cost
urban calling. (See Appendix C) Therefore, it is even possible
that rural callers are in small measure subsidizing urban callers
a result that 1is totally contrary to the claims which have been
made and accepted for years.

Even if rural callers were the recipients of a $3.6 million
subsidy, which they apparently are not, this is a relatively
small figure - $3.6 million is only 4.3% of Alascom™s intrastate
gross revenues and 1.3% of its total revenues .8 This money
(equivalent to 1.7 cents per intrastate minute) could easily be
funded through a universal service fund in which all long
distance carriers participate.

SB 206 proposes such a fund whereby each long distance
carrier pays a surcharge on access charges paid to the exchange
companies. This fund would be administered by the iIndustry and
would make money available to local telephone companies in rural,
high-cost areas. The local telephone companies will use this
money to lower the amount of money iInterexchange carriers pay to
originate and terminate long distance calls, thereby lowering the
total cost of a long distance call and preventing rates from
rising.

This type of pool Is not new. After the Federal
Communications Commission opened the interstate market to
competition, it developed an access charge system and a fund
similar to the one described above, known as the High Cost Fund.
The fTederal subsidies flowing through these mechanisms as well as
the cost separation process and the averaging of access charges
through the National Exchange Carrier Association have been
successful 1In keeping exchange and long distance rates down
throughout rural America.-&/ In fact, in Alaska some rural

According to the Alascom data submitted to the APUC,
Alascom 1985 intrastate toll revenues were $83 million.
Alascom™s total revenues reported on its 1985 FCC Form M were
$291 million. (See Appendix C.)

The subsidies resulting from the exchange cost

eparations process, access charge averaging and the high-cost
fund are available to all areas of the U.S., 1including Alaska.
They are not the same as the subsidy flowing from AT&T to
Alascom in the Alaska interstate market. The present FCC Joint
Board proceeding dealing with the Alaska interstate market may
alter the AT&T to Alascom subsidy but it Is not concerned with
and will not affect the nationwide exchange subsidies which are
discussed here. In addition, the FCC Joint Board recently
announced that i1t will not entertain proposals that would have
the effect of shifting costs to the Alaska iIn-state market.
Supplemental Order Inviting Comments in CC Docket 83-1376, FCC
88J-4, released January 3, 1989.

-5-



telephone companies receive so much money from federal
subsidies chat they charge Alascom little or no money co
originate and terminate iIntrastate calls.2/ This is one

reason why many rural Alaska exchange companies have costs that
are lower than the corresponding urban Alaska exchange company

costs.

ALASCOM CANNOT RECOVER COMPETITIVE LOSSES FROM RURAL CUSTOMERS

Alascom argues that when competition enters the market, it
will be forced to lower its rates on competitive routes thus
incurring a loss. Alascom then argues that it will make up any
decline in revenue by raising the rates charged to customers on
monopoly routes. This argument assumes that Alascom would be
allowed to engage iIn such cross-subsidization free from
regulatory oversight. Alascom would attempt to use its
monopoly power against the very groups of consumers that
regulation was designed to protect from the use of monopoly
power .8/

SB 206 proposes to foreclose this use of Alascom®s monopoly
power by requiring Alascom to allocate its costs between
regulated and deregulated market areas. Should Alascom incur
any decrease in revenue in its deregulated service, it could
not raise rural rates to recover those revenues. SB 206 states
that following deregulation of a service, the cost of any
remaining regulated service may be increased only if the direct
costs of such service increase.

Through this type of legislation, Alascomcannot raise

rates in the rural areas to cover any decline in revenue on
competitive routes. Rural rates can only go up if the direct
costs on rural routes go up. In addition, toensure that rural

rates remain reasonable, the APUC may, if necessary, permit any
increased costs to be recovered from the universal service fund.

COMPETITION WILL LOWER COSTS

Finally, the argument that competition is not in the public
interest, due to the inherent subsidies in the Alaska telephone
system, 1is flawed because it i1gnores the dynamic benefits of
competition. Alascom assumes that when competition enters the

2/ Testimony of Alascom in public hearing, APUC Docket No.
R-86-2, April 8-9, 1987, p. 442.

8/ ACAP pre-filed testimony of Dr. Michael Sheehan, October
28, 1988, pp- 37-38.



market 1t will continue to iIncur costs In the same way it would
if 1t were still a monopoly. This kind of behavior would be
totally inconsistent, not only with the behavior of business
entities generally in the economy, but also with the experience
in the telephone industry over the last decade as competition
has been introduced throughout the country. The advent of
competition led AT&T and other carriers to lower their costs
and improve their service. Alascom would certainly do the same.

Alascom®™s reaction is not unprecedented. Every monopolist
confronted with the possibility of competition attempts to
forestall the inevitable beginning of competitive enr by
making dire predictions that universal service will v
destroyed. AT&T certainly made these arguments in profusion.
So long as these arguments succeed the monopolist never changes
its thinking or its behavior - it merely assumes that it will
be impossible to reduce costs. When decision-makers reject
these arguments and introduce competition, the monopolist
immediately begins behaving as a competitor by reducing its
costs and iImproving service. This 1is what happened wnen AT&T
had to compete and what happened when Alascom had to compete in
Alaska interstate services.

COMPETITION WILL BRING FASTER TECHNOLOGICAL ADVANCES TO RURAL
ALASKA

The choice between monopoly and competition is not simply

one of lower or higher telecommunications costs. In recent
years, there has been a literal revolution in communications
and computer technology. These technologies have not only led

to cheaper and higher quality communications service, but thev
have spawned an entire generation of new information and
techno! " & - related industries. These industries have

provid . jobs and diversification for the economies of many
areas tnroughout the U.S.

In the interstate market, competition 1is responsible for
many of the technological advances that have been iIntroduced in
Alaska. For example, competition brought digital transmission
to Juneau and Fairbanks as well as new private line services
that are now available to consumers. New entrepreneurial
companies, such as Meteor Data, Inc., have appeared on the
scene to pioneer the provision of specialized service. And,
mobile satellite technology (which competition will bring to
Alaska by 1992) will lower costs and improve service in remote
areas of Alaska. This technology will bring reasonably priced
telephone s? T"ice to each resident, even those who are not in
villages h; /7 ug at least 25 people (see testimony of Ronald A.
Duncan, Hcase Special Committee on Telecommunications, January
1986) .



CONCLUSION

Alaska can benefit from the telecorrmunicaticns revolution
through the iIntroduction of competition without jeopardizing
the service which Alaska®s rural residents have come to enjoy.
Through careful legislation, rural ratepayers may be assured*
that their telephone rates will not go up as a result of
ccmre on.

S3 206 proposes such legislation through a universal
service fund and the unbundling of competitive and
non-competitive costs. Not only will rural rates not go up, It
is very likely that they will decrease as competition leads to
use of improved technology and more efficient ways to serve
both rural and urban Alaska.

Intrastate competition will also help provide a path for
competitive expansion to rural areas. Currently, competitive
services are offered in Anchorage, the Matanuska Valiev, the
Kor.ai Per.nisula, Juneau, Fairbanks, North Pole, and Adak. With
i.itrastate competition, other regions of the state will soon
see competition as well.

Competition in the telephone industry is not a new idea.
The FCC and forty-five other states have permitted competition

in long distance service. The result is predictable: where
there is competition, rates go down, where there 1iIs no
competition they do not.2/ It is time for Alaska to reap

the benefits of competition as well.

Respectfully,

(Joe D. Edge
Counsel for
General Communication Inc.

JDE ;jml
Enclosures

2/ Federal Trade Commission, Bureau of Economics, "The

Impact, of State Price and Entry Regulation on Intrastate Long
Distance Telephone Rates.'™ November 1988, p. vii. The Federal
Trade Commission analysis indicated that states that permit
competitive entry into the toll services market experience
prices approximately 7 to 10 percent lower than states that do
not allow entry.



Appendix A

ALASCOM 1985 INTRASTATE MTS REVENUE DATA

Dollars Per Year

(millions)

TOTAL
ANC-MAT STATE
ANC-FBX VALLEY REST LONG
JNU KENAI OF DISTANCE
ROUTES ROUTES STATE REVENUES
Alascom
revenues 22.5 10.2 50.2 82.9
Alascom
cost (2.5) (3-.1) (25.2) (30.8)
Average local
Telephone Co.
Settlements (9.2 (14.3) (28.6) (G2.1)
Surplus or *
(Subsidy) 10.9 (“7-3) (3.6) (0.0)

* A total of $10.9 million in surplus revenue is earned on the
Anchorage-Fairbanks-Juneau route. Of this amount, $7.3 million
is used to subsidize the Anchorage-Mat Va.ley-Kenai Routes.

The remaining $3.6 million is available to subsidize service in
the remainder of Alaska. See "Analysis of GCI Scenarios 1 and

2" presented by Alascom at public hearing, APUC Docket No.
R-86-2, April 8, 1987.



Above Average Cost Companies (Pool

ggmpgny
ATU
Bush Tel
FMUS
MTA
Mukluk
0Tz
United

Yukon

Below Average Cost Companies (Pool

from
average tf/min.

(.127 - .119)
(.213 - .119)
(.181 - .119)
(.135 - .119)
(-309 - .119)
(.153 - .119)
(.267 - .119)
(.128 - .119)

from
nCflffiPany ———————— average af/min.
ASTAC (.119 - .054)
Bristol Bay (-119 - .063)
Copper Valley (.119 - .100)
Cordova (-119 - .037)
Gen Tel (-119 - .075)
GSTC (-119 - _.084"
Interior (-119 - .067)
JDTC (.119 - .083)
Ketchikan (-119 - .108)
Nurhagak (-119 - .114)
Sitka (-1)9 - .086)
TUA (.119 - .042)

* Data are for
Docket R-87-1,

Minutes
(millions)

132.3
1.9
33.2
62.1
2.0
5.8
10.4
1.4
249

Minutes
(millions)

11.9
2.7
6.6
2.5

28.7

51.8
5.9

25.1
8.3
3.3

19.3
1,4

167

Appendix B

"Takers*)*

$ (millions)
1.06
.18
2.06
-99
.38
.20
1.54

=01

"Donors™)*

£ (millions)
.78
.15
.13
.21
1.26
1.81
.31
-90
.09
.02
.64
211

26.4-

1986. See Appendix C to APUC staff comments

filed October 12,

1988 (attached).

in
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SAMtar W, 1988

Kmecm Tall fattlamnta by Kxcbirw* Carrier and Extlaatlen af Par M adt Access
Cbargea Slven Mandatory and Optional Pooling by Urban IK*

1906 1986 198* 1906 Settlements
Tam. ot(b> Total
Utility MInutta Minutos Mlnataa RTS TS 1tC
1
70,380,190 41,9*%0,195 1327349,306 12,659,043 724,376 3.405.170
ASIIC 4.154.083 7,888,728  11.963,411 0 505,215 135,281
mCIHOL BAY 1,183,415 1,586,141 2.771,554 0 46.723 127,*55
T=TIL 986,382 1,064,738 1,971,128 251,652 132,075 36,527
~rfTC 3.006,768 3.652,489 4,459,249 458,419 140,987 63,341
COttOM 1,178.671 1,384.350 2,557,021 e 31,513 64,306
17,400,690 15,838,786 33,259,404 5,158.792 384,596 475,180
on-iiL 13.728,397 15,801,625 28.738,822 1,349,512 416.612  378.294
enc _ 25.958.483 25,895.852 51.8(6,137 3,058,506 527,114 779,611
eurtim 2,532,438 3.429.884 5,902,322 0- 317,548 82,258
J8TC 13.097.238 12.017,424 25,714,462 1,502,475 174,5%7 399,008
KEICAIKAI 4,406,369 3.974,868 8,381,237 630,216 143,827 128,466
HTA 32.037.717 30,891,899 42,128,816 6,919,853 682,627 759,032
UCUIK 864.178 1,150,95* 2,023,134 356.579 186.622 82,027
||%n'qar 1,528.497 1,820,108  3,348,6<S 214,004 83,523 85,202
012 2,696,914 3.139.596 5.836,510 612,291 149.733 131,345
SITKA 8,394,173 10.914,675 19.308,048 -801,689 640,136 221,039
TUA 625,465 770,459 1.403,924 0 0,514 50,183
UMITES ** 4,681.349 5,720,298 10,409,647 1,755.330 741.270 207,655
ruca 432,MB 835,566 1,487,72* 0 124.738 65,218
State Total: 209.400.%$9 208.123.757 417.524.136 35,728,341 6,162.116 7.757,810
t>ar*g« Bate/HInuta for'UCs

=tewlda: 0.086 0.015 0.019

- - Par Minute Ratea are Above Average - ICC Is a Pool Receiver

MTS - Ron-Traffic Sensitive
TS - Traffic Sensitive
ml1C - eillln# and Collection

«*» UNITED 1986 Information was not available, 1985 data was teployed.
1

Total

16.789,209
640,496
73,978
420,254
662,747
95.819
6,018,568
2,144,418
4,365,231
399,006
2.0(76,150
902,509
0,361,512
625,220
382.529
893,369
1,662,864
50,617
2.784,255
109,956

49,647.495

0.119

«e

0.096
0.00
0.00
8.128
8.069
8.000
0.155
0.047
0.859
0.080
0.-860
0.075
0.111
0.176
0.044
0.105
0.042
0.00
8.169
8.000

Calculated
Bata/Minute

Tl

0.005
0.042
0.017
0,067
0.021
0.012
9.012
0.015
0.018
0.053
0.007
0.817
0.011

0.092
0-025
0.026
0.033
0.006
0.071
0.084

01C

0.026
0.011
0.046
0.019
0.010
0.025
0.014
0.013
0.015
0.014
0.016
0.015

0.012'

0.041
0.025
0.023
0.011
0.036
0.020
0.044

Appendix C

Total

* 0.127

0.054

- 0.063

0.213
0.100

- 0.037

0.101
0.075
0.084
0.067
0.003
0.108
0.135

* 0.309 "
- 0.114
* 0.153

0.086

* 0.042
- 0.267
- 0.128



Appendix
Page 1

Absorption of Subsidy by Alaska
Urban Exchange Carriers

Three major urban carriers are subsidy

ATU
FMUS

MTA

recipients:
$1.06 million
2.06 million
99 million

$4_11 million

On the other hand the TU companies (JDTC & GSTC) are overall

subsidy donors.
subsidy donation must be split
components. TU is 71% urban (see

GSTC

UDTC

Urban portion is:

$2.71 million X

Overall net subsidy from rural to
through excnange settlements:

$4.11 million

TU has both urban and rural
into urban and rural

- $1.92 nmillion =

operations so the
p- 2 of this appendix) so;
$1.81million
90million

$2.71 million

.71 = $1.92 million

urban exchanges arising

$2.19 million



Appendix C
Page 2

Derivation of Urban Component of JPTC/GSTC

JDTC, GSTC & Sitka are now TUA & TUNI which
together have bcth rural and urban components.

JDTC, GSTC & Sitka are subsidy contributors and

so their MurbanM operations will offset the drain
caused by ATU, FMUS & MTA thereby reducing the net
rural to urban subsidy flowing through exchange
settlements.

To derive the urban and rural components one possible
approach is to divide the companies by line counts.*

Since TUA is almost all "urban,” 100% of its
lines (and thereby its subsidy donation) should be
counted as urban.

Within TUNI, North Pole, Kenai, North Kenai and Soldotna
are urban and Sitka should be excluded because it is listed
separately in the exchange company data we are using.

Thus:

CQIipanx Urban Lines Rural Lines
TUA 16,342 - 0 -
TUNI

N. Pole 5,961

Kenai 3,894

N. Kenai 1,423

Soldotna 5,369

All Other** 13.458

32,989 13,458
Total Lines** = 46,447
Percent Urban = 71%
Percent Rural = 29%
TU Urban Subsidy "Donation™"**
$2.71 rail X 71 = $1.92 rail.
Using line counts may distort reality somewhat. However,

if the rural to urban exchange subsidy existing generally
in the Alaska market also exists within the urban/rural
operations of TU, then using line counts overstates the TU
urban "donation" and understates the rural to urban subsidy.

Sitka excluded.



Appendix C
Page 3

Net Rural Subsidy

In a presentation to the APUC in Docket No. R-86-2, Alascom
indicated that calling among Anchorage, Fairbanks, and Juneau
generates surplus revenues of $10.9 million which are available
to subsidize calling in the remainder of Alaska. <O0f this
amount, $7.3 million is absorbed in short haul calling to
points near Anchorage leaving $3.6 million for the remainder of
the state. Short haul calling around other cites absorbs an
additional amount which was not shown in the Alascom analysis.
Finally, since the Alascom analysis was predicated upon average
rather than company-specific exchange settlements data and
since exchange settlements represent over 60% of Alascom®"s cost
of service, the use of company-specific settlements data will
more precisely pinpoint the magnitude of subsidy flows between
urban and rural areas of the state. The maximum available

subsidy for rural areas is less than 1.4 million.

Total available subsidy $10.9 million

Less Anchorage area subsidy (7.3) million
Less other urban area subsidy ™ million

Less rural to urban exchange subsidy (2.19) million
Maximum available subsidy 1.41 million
Maximum available subsidy* 0.68" per minute
State MTS average revenue** 39.8" minute

Maximum available subsidy as a
percentage of State MTS revenue

per minute 1.7%

* Assumes 208 million intrastate minutes.

** Assumes intrastate MTS revenues of $82.9 million.



LONG DISTANCE TELEPHONE COMPETITION

QUESTIONS AND ANSWERS

Q: Why is competition allowed for out-of-state long distance

calls but not for in-state calls?

A; Out-of-state calls are regulated by the federal
government (Federal Communications Commission), which has
permitted competition since the early 1970°s. In-state calls
are regulated by the state (Alaska Public utilities
Commission) which has not yet permitted competition.

Q: Do other states allow in-state 1long distance telephone
competition?

A: Yes. Fcrty-five other states allow some form of iIn-state
competition.

Q: What will be the result of in-state competition?

A: We can expect a result similar to what has happened with
out-of-state competition. Telephone rates will come down on
each route where competition occurs.

Q: IT rates come down on some Qlong distance telephone
routes, will they go up iIn other areas as a result?

A: No. Senator Frank®s bill would prohibit transferring
costs from competitive routes to noncompetitive routes.
Further, a "universal service fund™ would be created to

prevent rate increases on noncompetitive routes as a result of
competition.

Q: Is it true that rural Alaska calls are heavily subsidized
by urban calls?

A: No. According toAlascom data filed with the Alaska
Public Utilities Commission, the net flow of subsidy from
urban to rural Alaska is less than $3 million out of $83
million In revenue for iIn-state long distance calling.

Q;Why should the legislature make a decision to allow
competition, rather than APUC?

A: The legislature established the overall policies for the
APUC to carry out. While the APUC has the Ilegal right to

authorize competition, the 1issue is sufficiently important to
consumers that it merits clear legislative direction.

Q: What changes have taken place 1in telephone technology
that make competition possible?



A: Telephone technology 1is rapidly advancing. Inproved
satellites, microwave systems, Tfiber optic cables, exchange
switches, and computer programs are making long distance
service more efficient and less expensive.

Q: Why doesn®"t the APUC simply force the existing monopoly
carrier to lower its rates?

A; There is no financial incentive for a monopoly carrier to
reduce 1its rates, as it makes a profit based on its
investment. The higher 1its costs, the more money it makes.

It is difficult for a public utilities commission to have
enough resources to prove that rates and costs are too high.
Private competition is a simpler, more effective way to bring
down rates.

Q: Does Senator Frank®s bill Tlimit which companies may
compete in providing in-state long distance calls?

A: No. 7iny company may offer competitive services subject
to a bonding requirement which assures payment to local
telephone exchange companies for (initiating or completing a
call.

Q: Where will competition likely occur?

A: It islikely that competition will begin on routes which
are currently competitive for out-of-state calls: Fairbanks,
Anchorage, Juneau, Matanuska Valley, Kenai Peninsula, North
Pole, and Adak. Other routes which are likely to be
competitive are Ketchikan, Kodiak, Sitka and regional centers
such as Bethel, Dillingham, and Nome.

Q: Won"t competition create an inefficient duplication of
facilities?

A: No. Competition will allow more companies to better
serve consumers®™ needs. Competition in long distance services
is similar to the grocery business. IT one grocery store does

not carry the brand you like, you can go to the other store.



THE IMPACT OF INTRA-STATE COMPETITION ON
UNIVERSAL SERVICE IN RURAL ALASKA

A SUMMARY

The fTollowing summarizes a detailed analysis of the effects of
Senate Bill 182 on intrastate long distance service in rural

Alaska.

The analysis was conducted by Joe Dixon "Dick"™ Edge, a partner
in the Washington, D.C. law firm of Hopkins, Sutter, Hamel &

Park.

Mr. Edge begin his legal career in 1974 as a trial lawyer for
the Federal Communications Commission (FCC) in Washington
D.C., where, for two years he represented the FCC in
litigation involving competition in the telephone iIndustry.
For the ten years following, Mr. Edge worked in the Tfirm of
Hamel & Park, where he was initially recruited to represent
the State of Alaska in the development of rural
telecommunications. During his ten years at Hamel & Park Mr.
Edge concentrated iIn telecommunications and antitrust law,
with such clients as the State of Alaska, National Bank of
Alaska, Northern Television, the Commonwealth of Puerto Rico,
Wang Laboratories, Tandy Corporation, General Communication,
Inc. (GCI) and others. Three years ago Mr. Edge moved to
Anchorage and became Vice President and General Counsel for
GCl representing them in their antitrust and regulatory
litigation. Last September he returned to private practice
in Washington, D.C. at his previous law firm of Hamel & Park
which had merged with the Chicago firmofHopkins & Sutter in
July. In addition to his law degree, Mr. Edge holds a
bachelors degree in Electrical Engineering and a masters
degree in Law with an emphasis iIn economics and public

utilities regulation.



Competition in intrastate telephone service is consistent
with universal service i1n rural Alaska at affordable rates.
SB permits such competition while establishing safeguards

for use on noncompetitive routes.

Alascom is now the monopoly in-state long distance carrier.
It uses local telephone companies to originate and terminate
these calls, and pays an access charge for this service.
Under the present system, some customers pay more than the
actual cost of completing the call, and others pay less. The
result is a form of subsidy from one group of telephone

customers to another.

While it is commonly assumed that this subsidy flows heavily
from urban to rural Alaska, data presented to the APUC by
Alascom indicates that this subsidy is quite small: less than
$3.6 million out of total revenues of $82.9 million. Most of
the subsidy actually flows from urban to suburban routes.

To assure that rural telephone customers do not lose whatever
small subsidy they receive, SB established a universal
service fund. All long distance carriers would contribute to
the fund which would be used to cover any shortfalls on high
cost (noncompetitive) routes. The bill also prohibits Alascom

from recovering any competitive losses from rural customers.

Competition will lower the cost of telephone service
throughout the State and bring new technology to rural as veil

as urban Alaska.



Ufcilitv

ASTAC
ATU

BBTC
BUSH-TEL
Cordova
CVTC
FMUS
Gen-Tel
GSTC

ITC
JDTC
Ketchikan
MTA
MukTuk
Nushagak
0TZ
Sitka
TUA
United
Yukon

All other
Company®s

Total

1/ Alascom Response to Order Requesting Data,
July 15,

2/ Staff exhibit,
October 3,

Per Minute State Toll

A

1986
Intrastate
Minutes 1/

8,925,770
56,114,162
1,483,229
804,866
1,276,266
1,467,050
15,229,716
13,751,379
24,382,945
3,263,797
11,078,355
3,523,305
17,178,537
974,033
1,545,858
2,749,553
6,968,697
760,002
5,141,736
399,764

20.935.981

197,955,001

1986.

1988.

EXHIBIT 2

108

B

1986
NTS-State
Est. 2/

0
3,937,415

0
113,581

0
282,607
2,868,480
481,594
2,520,335

0
921,206
442,992
5,054,153
256,164
135,813
306,346
539,618

0
1,008,521

0

18,868,825

Revenue Requirement

C
1983
TS-State

Toll Alloc

2/

361,590
2,074,592
35,222
78,943
4,985
93,057
467,519
407,191
206,648
287,819
129,647
85,754
296,791
147,954
18,336
319,486
421,990
21,254
768,829
64,985

315,496

6,608,088

Hearing on Subscriber Line Charges,

V J [ ]
J £
Ry
N
(B + 0 £ (B +C
N gk A
Total State \
Toll Alloc Cosftc/Mi
361,590 .0405
6,012,007 1071
35,222 .0237
192,524 .2392
4,985 .0039
375,664 .2560
3,335,999 .2190
888,785 10646
2,726,983 21118
287,819 .0881
1,050,853 -,0.248.
528,746 -1500
5,350,944 .3114
404,118 .1'4148"
154 ,14S .0357
625,832 .2276
961,608 .1379
21,254 .0279
1,777,350 .3456
64,985 .1625
315,496 .0151
25,476,913 .1287

CC Docket 83-1376,

Docket R-87-1,



APUC SUBCOMMITTEE*®S

HOUSE LABOR AND COMMERCE

TELEPHONE: £ ™ ™~ GGrAMn~"rg”~RepT~Boucher”) Rep. Collins
ELECTRIC: <Qtep~. Boyeir) Rep. Spohnholz™MAANT~ALeman
SOLID WASTE: CRep. Bouchei”™, Rep. Leman

APUC [ISSUES: Rep. Donley, Rep. Boyer

MISC. ISSUES: Rep. Donley, Rep. Gruenberg



REPRESENTATIVE
MARK BOYER

VICE-CHAIRMAN, HOUSE
HEALTH. EDUCATION AND
SOCIAL SERVICES COMMITTEE

MEMBER. HOUSE LABOR AND
COMMERCE COMMITTEE

CHAIR. CHILDREN'S CAUCUS

ptnuse of "eprcsenfatt&cs

MEMORANDUM

TO: epresentative Dave Donley
Representative Ann Spohnholz
Representative Loren Lemj

FROM: Representative Ma

DATE: April 3, 1989

SUBJECT: PROPOSED HOUSE BILL

Attached for your review is a proposed bill

FAIRBANKS

1098 LAKEVIEW TERRACE
FAIRBANKS, ALASKA 99701
1907) 456-6473

JUNEAU

P.0. BOX V
STATE CAPITOL
JUNEAU, ALASKA 99811
(907) 465-3466

containing the

amendments suggested by Dave Hutchens, Executive Director of the

Alaska Rural Electric Cooperative Association.

brought before the committee Tfor discussion tomorrow,
comments and

April 4. Mr. Hutchens will be available
questions.

Thank you.
MB/NJG/bhn

FAIRBANKS 20B

It will Dbe

Tuesday,



BY BOYER

IN THE HOUSE
HOUSE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act relating to public utility regulation.”

BE 1T ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

read:

*

Section 1. AS 42.05.381 1i1s amended by adding a new subsection to

() Dues or fees paid by a public utility to a trade association
that Is tax exempt under 26 U.S.C. 501(c)(6) (Internal Revenue Code)
may not be disallowed as a business expense on the grounds that the
trade association iIs engaged in lobbying.

Sec. 2. AS 42.05.461 1is amended to read:

Sec. 42.05.461. CONTINUING PROPERTY RECORDS. The commission may
require a public utility to establish, provide, and maintain as a part
of 1ts system of accounts, continuing property records segregated by
the year of placement iIn service, including a list or inventory of all
the units of tangible property used or useful in the public service,
identifying the property by location or project [SHOWING THE CURRENT
LOCATION OF THE PROPERTY UNITS BY DEFINITE REFERENCE TO THE SPECIFIC
LAND PARCELS UPON WHICH THE UNITS ARE LOCATED OR STORED]. The commis-
sion may require a public utility to keep accounts and records in
[SUCH] a manner that shows [AS TO SHOW], currently, the original cost
of the property when Tfirst devoted to the public service, and the
related reserve for depreciation. Each public utility with annual
revenues exceeding $100,000 shall keep continuing property records.
Sec. 3. AS 42.05.720(3) 1is amended to read:

@) "public" or "general public’" means

.1



(A a [ANY] group of 10 or more customers that pur-
chase the service or commodity furnished by a public utility and
that is located outside or makes the purchase outside the certif-
icated service area of the public utility; [AS DEFINED IN (@) OF
THIS SECTION; AND]

(B) a person vho purchases autility service or prod-
uct from a public utility and whois Ilocated iIn or makes the
purchase iIn the certificated service area of the public utility;
and

(© a [ANY] utility purchasing the product or service
or paying for the transmission of electric energy, natural or
manufactured gas, or petroleum products that [WHICH] are re-sold
to a person or group included 1In (A) or (B) of this paragraphor

that [WHICH] are used to produce theservice or commodity sold to

the public by the utility;
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HOUSE CALENDAR: THURSDAY. APRIL 27. 1989
BILL HISTORY - HOUSE ACTION: HB 72

JANUARY 10. 1989. HOUSE JOURNAL
HOUSE BILL NO. 72 by the Rules Committee by request of the

Governor, entitled:
"An Act continuing the existence of the Alaska
Public Utilities Commission; and providing for an
effective date."

was read the first time and referred to the Labor & Commerce

and Finance Committees.

A zero Tiscal note was published January 9, 1989.

The Governor®s transmittal letter, dated January 9, 1989,

appears below:

HB 72

"Dear Representative Cotten:

Under the authority of art. i, secC. 18, of the Alaska
Constitution, I am transmitting a bill to continue the
existence of the Alaska Public Utilities Commission for four
years (AS 44.66.010(c))- Under current law, the commission

is scheduled to "sunset" June 30, 1989 (AS 44.66.010(a)), and
will go into its "wind-down"™ year under AS 44.66.010(b).
The purpose of the commission is to protect the public; 1its
continuation is fundamental to the welfare of the people of
our state. This protection i1nvolves overseeing the availa-
bility, cost, and quality of the utility services that are
essential to daily life and of the pipeline services that are
essential to the state®s economy. Furthermore, the presence
of a vigilant, competent regulatory commission is especially
critical given the hrse economic conditions currently
facing so many of o citizens, businesses, and public
institutions.
I urge your early and favorable consideration of this bill so
that the commission can continue to serve the public
interest.

Sincerely,

/s/

Steve Cowper

Governor"

APRIL 12. 1989. HOUSE JOURNAL
The Labor & Commerce Committee has considered:

HOUSE BILL NO. 72
"An Act continuing the existence of the Alaska

Public Utilities Commission; and providing for an
effective date."
Recommending do pass (7): Donley (Chairman), Spohnholz,

Collins, Leman, Boucher, Boyer, Gruenberg
A previous zero Ffiscal note by the Department of Commerce &

Economic Development, published January 9, 1989, applies.
HB 72 was referred to the Finance Committee.

APRIL 25. 1989, HOUSE JOURNAL
The Finance Committee has considered:



HOUSE BILL NO. 72

“"An Act continuing the existence of the Alaska
Public Utilities Commission; and providing for an
effective date.”

Recommending do pass a): Larson (Co-chairman),
Swackhammer, Brown, Koponen, Phillips, Barnes, Ulmer

No recommendation (3): Hoffman (Co-chairman), Rieqger,
Wallis

A previous zero Ffiscal note by the Department of Commerce &
Economic Development, published January 9, 1989, applies.

HB 72 was referred to the Rules Committee TfTor placement on
the calendar.



STATE OF ALASKA BILL VERSION : ~ HB 72
1989 LEGISLATIVE SESSION PUBLISH DATE: HOUSE 1/9/89
FISCAL NOTE
REQUEST:
Revision Date: _ Commerce < Econ. Dev.
Title: An Act continuing the existence uc
of APUC ~ o~~~ -
Sponsor: _ Rules Corrmittee Components .Qperflf.ifins

Requestor:, Governor

EXPENDITURES/REVENUES: (Thousands at Dotlan)
OPERATING FY 89 FY 90 Fy 91 FY 92 FY 93 FY %4

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND A STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING 0 0 0 0 0 0
CAPITAL | 0 0 0 0 0 0
REVENUE 0 © © 0 0 0

FUNDING: (ThosartasofDollars)

GENERAL FUND
FEDERAL FUNDS
OTHER f

M AL 0 y
POSITIONS:
FULL-TIME 0 0 0 0 0 0

PART-TIME
TEMPORARY

ANALYSIS : (Attachasepmae page ifoecenvy)
The proposed legislation referenced above continues the APUC as it is currently

configured for an additional four years. As such, the bill has no direct in-
cremental or decremental effect on the agency's operating budget.

Prcpwtdby: T.S. Moninski IlI. Executive Director p— *276-6222,
Division: Alaska Public Utilities Commission Date: —

Approved by Commissioner- * T W A Deee- ahis/
Agency: Commerce & Economi'c Development
Distribuaan (bypreparer):

Legislative Finance

Legislative Sponeor

Requeaor

Office of Management and Budget

Impacted AgencyC*)
28870/103188a

PIVF



HOUSE COMMITTEE ACTION - HB 72:

JANUARY 20. 1989. LABOR AND COMMERCE COMMITTEE MEETING
SUSAN KNOWLES, COMMISSIONER, ALASKA PUBLIC UTILITIES
COMMISSION (APUC), reported that the commission was a
public protection agency which regulates public utilities
and pipelines. The primary duty of the commission was to
issue certificates of public convenience and necessity for
utility service areas and pipeline routes to applicants who
prove they are qualified to go into business. For
certificated entities, the APUC performs economic
regulations in the areas of rates charged, terms and
conditions of service to the public, and oversees the
practices, services and facilities of the enterprises that
are regulated. An additional responsibility was to compute
the cost and assistance amount that are allowed to electric
utilities under the power cost equalization program.
Commissioner Knowles then explained that the jJurisdiction
of the APUC extends to cable television, electric, gas,
radio common carriers, garbage, sewer, telephones, water
and oil and gas pipelines. The extent of the jurisdiction
depends on the type of entity, the ownership of the entity,
and the size of the entity.
Additionally, Commissioner Knowles noted, consumers of
these public utilities can choose an option allowable under
the law to conduct elections to become deregulated from the
commission.
Commissioner Knowles then explained the simplified
procedures for rate-making as set forth in the statutes.
At this point Commissioner Knowles passed out copies of the
APUC"s annual report, with explanations of each section.
Commissioner Knowles ended her statements with support of
HB 72, and urged the committee to pass the bill as quickly

as possible.

Number 270
Rep. Leman asked Commissioner Knowles where, if any place,

could the APUC reduce the budget and still provide the
service that they are mandated to provide. He also
inquired as to the cost reduction in areas of preparing
rate cases.

Number 295
Commissioner Knowles referred to the FY 1989 plan section

of the annual report, page number 80. The section
regarding small utilities rate-making has been identified
by the APUC as one of their objectives during the current
year .

In answer to Rep. Leman®s fTirst question, Commissioner
Knowles felt there could not be a reduction in the present
budget and keep the standard of competency that 1is
required.

Number 336
Rep. Leman stated that the legislators are in a position of

having to make reductions, and perhaps changes will have to
oe made in what is now being required of different



commissions to accommodate those reductions.

Number 345

Commissioner Knowles spoke of local entities that could
control and oversee some areas now under the APUC®s
authority. She felt that the bottom line was establishing
the areas of greatest needs and using the existing
resources to meet those needs.

Number 395

Rep. Leman asked Commissioner Knowles i1f she would be
willing to work with the legislature in determining where
savings could be made within the APUC budget. She answered
in the affirmative.

Number 410
Rep. Collins spoke of her concern with the

telecommunication expenditures, and asked for clarification
from Commissioner Knowles on the impact of this issue to
the consumer.

Number 425
Chairman Donley informed Commissioner Knowles that the

committee had requested additional hearings to be held to
investigate, 1in depth, cost saving measures. He then asked
the commissioner 1If there were any additional materials
that could be supplied to committee members on the issue of
budget reduction. Chairman Donley also asked the APUC to
prioritize their responsibilities on the basis of the
constitutional mandates, the statutory mandates, and the
things they are doing that are not required by law. He
requested information on areas that the APUC was required
to do, but felt they could not, because of insufficient
resources.

Number 481

Commissioner Knowles stated that she would like to see

HB 72 pass as a sunset bill.

Number 513
Rep. Leman inquired if Commissioner Knowles had information

that the committee could refer to on the telecommunication
case the APUC has been working on. He felt that a decision
of that magnitude should be decided by policy makers of the
legislature rather then the APUC.

Number 521
Commissioner Knowles felt that the issue of iIntrastate long

distance competition was properly delegated to the
expertise of the commission.

Number 575
DR. DAVID KNUTSON, ALASKA CONSUMER ADVOCACY PROGRAM (ACAP),

gave support of the continuation of the APUC. He stated
six points in which the ACAP offered their support.

Dr. Knudson stated he felt that only with regulation could
consumers be protected from utility monopolization.

TAPE FIVE, SIDE B

Number 000
Dr. Knudson gave further testimony in support of the APUC.

He suggested several books for the committee to read that
dealt with the area of monopolies.



Number 238
Chairman Donley told members of the commission that he felt

the key issue was program receipts versus general funds.
He requested that information on this issue be given to the
committee for review if it has already been gathered by the
commission.
Number 275
JEFF BOHMAN, ALASKA PUBLIC INTEREST RESEARCH GROUP
(AKPIRG), spoke in support of HB 72 and the APUC. He felt
there were three areas for the committee to look at.

1. Consideration of the extension of the APUC.

2. The rangeof responsibilitiesof the APUC.

3. Where thefunds come from forthe APUC to operate.
Mr. Bohman also spoke of the need for the APUC to have
additional staffing and greater computer capabilities.
Number 364
LEE NUNN, representing the MUNICIPALITY of ANCHORAGE, told
Chairman Donley they would like to work with the
legislature very closely in regards to HB 72. He explained
that there are four municipalities within Anchorage that
come under the control of the APUC:

1. MunicipalLight and Power

2. AnchorageWater and WasteWater

3. Solid Waste Water

4. Anchorage Telephone Utilities
Mr. Nunn objected to the funding to the APUC for the rate
case costs of Anchorage Telephone Utilities. He felt that
a large portion of the reason for those costs was due to
the liberal interpretation clause In the existing
legislation. He stated that the APUC"s charter needs to be
more precisely defined so as to have narrower bounds on the
rate cases that come before It.
Mr. Nunn stated he felt that precise language was needed to
allow municipalit Les to become deregulated and that the
Anchorage Borough Assembly could oversee these entities.
Number 445
Rep. Leman asked for clarification on the APUC statute 1in
regards to deregulations. He then asked Commissioner
Knowles the differences between private utility regulation
and municipality regulation.
Number 507
Mr. Nunn stated that he supported the philosophy of the
APUC, but for private utilities only.
Number 570
Chairman Donley asked for clarification on the APUC
statutes that place the ML&P (Municipal Light & Power)
under APUC regulation™ He then inquired of Commissioner
Knowles as to the language involved for a utility to
deregulate.
TAPE SIX, SIDE A
Number 000
CAROLYN GUESS, member of the APUC, spoke in support of

HB 72 as sunset legislation.
Ms. Guess asked the committee to explore avenues of



rate-payer concepts and utility-payer concepts. She
volunteered information that the APUC had gathered on these
items for committee review.

Number 099
Chairman Donley explained dedicated funds versus general

funding, with the understanding that both types have to go
through the budget process.

Number 161

KATHLEEN WHITAKER, MEMBER OF THE APUC, spoke in support of
HB 72. She felt that regardless of the decision to allow
competition in long distance communication, someone will

have to manage those areas. Ms. Whitaker commented that
the best manager was the existing one, the APUC.
Number 210

JACK HUGES, VICE PRESIDENT OF GCI, urged the committee to
accept competition in telecommunications for the state of
Alaska.

Mr. Huges stated that the legislature needed to set forth
appropriate policy guidelines with regards to the
regulation of telecommunication within the state of Alaska.
Mr. Hughes preferred that the committee address the broader
issues iIn regards to continuation of the APUC at this time,
rather than just the sunset issue.

Number 288

Rep. Leman inquired if Mr. Hughes had seen any records
comparing Alascom™s profit and loss since the arrival of
GCI .

Mr. Hughes responded that GClI had originally stated that
Alascom would not suffer a profit loss with competition and
felt that the last six years proved there was a market for
telecommunication competition within the state of Alaska.

Number 341
Chairman Donley adjourned the teleconference at 11:40 a.m.

FEBRUARY 2. 1989. LAEOR AND COMMERCE COMMITTEE MEETING
Chairman Donley called the House Labor and Commerce
Committee meeting to order at 3:00 p.m. He announced the
meeting was a WORK SESSION for HB 48 and HB 72.
WORK SESSION tapes of the meeting can be found at the House
Labor and Commerce Committee Room, Capitol Building #17, or
the Legislative Reference Library.
Chairman Donley adjourned the meeting at 4:00 p.m.

FEBRUARY 14. 1989, LABOR AND COMMERCE COMMITTEE MEETING
Chairman Donley established subcommittees for HB 72, the
Alaska Public Utitlities Commission (APUC) bill. The
breakdown was as follows:

1. Telephone: Rep. Gruenberg, Rep. Boucher, Rep.
Collins

2. Electric: Rep. Boyer, Rep. Spohnholz, Rep.
Leman

3. Solid Waste: Rep. Boucher, Rep. Leman

4. APUC Issues: Rep. Donley, Rep. Boyer

5 Misc. Issues: Rep. Donley, Rep. Gruenberg



Number 081

Rep. Gruenberg requested that Chairman Donley schedule a
meeting for committee members to discuss legislative
proposals the APUC was interested in pursuing before the
subcommittee®s begin meeting. Chairman Donley scheduled
February 23, 1989, for that meeting.

MARCH 9. 1989, LABOR AND COMMERCE COMMITTEE MEETING
ACTION NARRATIVE
TAPE NUMBER 25, SIDE A and TAPE NUMBER 25, SIDE B
Number 000-400 Number 000-650
Chairman Donley called the House Labor and Commerce
Committee meeting to order at 3:00 p.m. Members present
were Chairman Donley, Rep. Gruenberg, Rep. Boyer, Rep.
Spohnholz, Rep. Boucher, Rep. Leman, and Rep. Collins.
The entire meeting was a teleconferenced worksession on
"The Landlord ~tnant Act."
Chairman Donley adjourned the meeting at 5:00 p.m.
(See Legislative Reference Library; or House Labor and
Commerce Committee Minutes Cassette Tape File, Tape Number
25, March 9, 1989.)

MARCH 30. 1989. LABOR AND COMMERCE COMMITTEE MEETING
Number 165
Chairman Donley announced that the Alaska Public Utilities
Commission®s annual audit should be released 4/5/89 and at
that time HB 72 would be heard in the; committee.
Rep. Boyer noted that the electric subcommittee for HB 72
was drafting a piece of legislation that would be proposed
to the committee next week.

APRIL 11. 1989. LABOR AND COMMERCE COMMITTEE MEETING

Number 026
Chairman Donley noted that HB 72 was a sunset measure for

the Alaska Public Utilities Commission.

Number 057
Rep. Collins made a motion to move HB 72 from committee
with individual recommendations. There were no objections

and the motion passed.
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of the Alaska Public Utilities Commission to det™-mine if
there 1is a demonstrated public need for 1its _jntinued
existence and i1f the commission has been operating 1In an
efficient and effective manner.

The audit was conducted In accordance with generally accept-
ed governmental performance auditing standards. Audit scope
and methodology are discussed 1iIn the Report Objectives,
Scope, and Methodology section of this report. Audit
results may be found in the Report Conclusions, Findings and
Recommendations, and in the Analysis of Public Need sections
of this report.
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REPORT OBJECTIVES, SCOPE, AND METHODOLOGY

In accordance with the intent of Titles 24 and 44 of the
Alaska Statutes, we have examined the activities of the
Alaska P-blic Utilities Commission (hereinafter referred to
as APUC or the commission) to determine 1i1f there 1is a
demonstr ted public need for i1ts continued existence and if
the commission has operated in an efficient and effective
manner .

Legislative intent requires consideration of this report

during the [legislative oversight hearings to determine

whether APUC should be reestablished. The law now specifies

that the commission will terminate June 30, 1989 and have
-e year from that date to conclude its affairs.

The policy and audit approach utilized by the Division
of Legislative Audit for performance reports can best be
described as "audit by exception.” This methodology focuses
audit effort on areas of an auditee®s operations that have
been 1i1dentified by a preliminary survey as having a high
degree of probability for needing iImprovements.

Therefore, by design, Tfinite audit resources are used to
identify where and how improvement can be made, and little
time 1s devoted to reviewing well-run operations or
programs. Consequently, this report highlights those areas
needing Improvement and does not emphasize those operations
and programs that are properly functioning.

Discussion of the objectives, scope, and methodology of our
review follows.

Objectives

APUC was created to regulate public utilities so that
citizens could enjoy adequate service at the lowest reason-
able rates. The primary objective of this audit, therefore,
was to determine whether the public need for the commission
continues to exist.

The secondary objective was to review the commission®s major
functions, namely certification cf  utilities, tariff
actions, investigations, and complaint follow-up for effec-
tiveness 1In meeting the public need. The tertiary objective
was to evaluate these functions in particular, and the
APUC"s operations in general, for economy and efficiency cf
operation.

Our analysis of public need, Tfindings and recommendations,

and our conclusions have been summarized iIn the appropriate
sections of this report.
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Scope and Methodology

The primary emphasis of our audit was on the factors out-
lined in the Analysis of Public Need section of this report.
Alaska Statute 44.66.050 requires that these fTactors be
considered iIn the determination of the commission®s contin-
ued existence. To address these areas, we analyzed the need
for regulation of the various iIndustries, reviewed pertinent
academic literature, considered the regulatory status and
trends nationwide, interviewed commissioners and staff,
reviewed APUC"s statutes and regulations, contacted the
State Ombudsman and the Equal Employment Opportunity
offices, analyzed consumer complaints against utilities
riled with the commission, and reviewed decisions made by

the commission.

The effectiveness and efficiency of the commission was
addressed through the above procedures and also by contact-
ing and requesting assistance from all certificated utili-
ties and by reviewing individual files.

Our review of decisions, complaints, tariff actions, hear-
ings, investigations, and certifications was performed
primarily on a sample of FY 838 items. These were selected
on a judgmental basis to allow us to focus on certain

activities and industries.
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ORGANIZATION AND FUNCTION

Public utility regulation iIn Alaska has evolved substan-
tially since the creation of the Public Services Commission
(PSC)”i1n 1959. That three-member body had jurisdiction over
electric power, heat, water, gas, oil or other petroleum
products (except by pipeline), telephone or telegraph
communications, and community sewer services. In 1960 PSC
gained responsibility for transportation utilities which it
regulated until the creation of the Alaska Transportation
Commission In 1966.

PSC was replaced by a three-member Alaska Public Utilities
Commission i1n 1970. Regulated industries then included
electrical, telecommunications, water, steam, sewer, gas,
and petroleum when no competition existed. A 1973 amendment
added garbage, refuse, trash or other waste to the Ilist.
Amendments passed iIn 1980 provided exemptions from economic
regulation for cable television services and other utilities
with low annual gross revenues as well as establishing a
provision allowing economic deregulation by consumer vote
for certain utility groups. With abolition of the Alaska
Pipeline Commission 1in 1981, jurisdiction over pipelines
passed to APUC.

In addition to jurisdictional changes, composition of APUC
also changed. Alaska Statute 42.05.040 originally required
one member to be a law school graduate, one to be a univer-
sity graduate with a major iIn engineering, and one to be a
university graduate with a major 1i1n TFfinance, accounting,
or business administration. Two additional positions were
added to the commission in 1975 for which no special quali-
fications were established. All members are appointed by
the Governor and confirmed by the Legislature for six-year
terms.

Under AS 42.05 and AS 42.06, APUC 1s charged with the
responsibility to ensure the furnishing of adequate service
to all public utility patrons, without discrimination, and
at the lowest reasonable rates consistent with the interests
of both the public and the utility. Statutory provisions
direct the commission, after determining an applicant 1is
fit, willing, and able uo provide utility service, to iIssue
that applicant a Certificate of Public Convenience and
Necessity. After 1issuance of this certificate the commis-
sion then regulates the rates, classifications, rules,
regulations, practices, services, and facilities of a public
utility, unless it is exempted or deregulated. The commis-
sion has the authority to adopt regulations and to hold
formal, quasi-judicial hearings to accomplish these
purposes.
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The staff of APUC 1i1s divided into six major functions,
administration, engineering, communications carriers,
consumer protection, Tinance, and tariffs. In total, APUC
employs 40 people with an operating budget for FY 89 of
$3,884,100. A brief description of the services provided
by those functions follows:

Administration. An executive director, hired by the com-
mission, 1is responsible for directing all staff functions
and acts as a liaison between staff and commissioners and
between the commission and legislature. He 1is responsible
for records and document management, Tfiscal and personnel
administration, and budget preparation and 1is assisted 1iIn
these duties by an administrative assistant, document
processing personnel, and other clerical support staff.

Engineering. This section is responsible for the iInvestiga-
tion of"utility procedures and practices affecting quality
of service, review of legal descriptions for service areas,
plans for plant expansion, and plant-in-service and depre-
ciation schedules. Their evaluations are presented In
proceedings before the commission.

Communications Carriers. This section was established by
T9T6 legislation to develop, recommend, and administer
policies and programs with respect to the regulation of
rates, services, accounting, and facilities of communica-
tions common carriers within the State 1involving the use
of wire, cables, radio and space satellites.

Consumer Protection and Information. Major responsibilities
for this section include 1investigation and resolution of
consumer complaints, public relations, and information
dissemination.

Finance. Activities carried out by this section include the
examination, analysis, and evaluation of financial state-
ments submitted for rate cases, audits of financial records
of utilities, examination of financial information compris-
ing historical operating year and pro forma adjustments, and
the presentation of these analyses at proceedings before the
commission.

Tariff. This section examines, analyzes, and IiInvestigates
tariff filings and presents recommendations to the commis-
sion at biweekly tariff action meetings. Administrative
functions 1include organizing those meetings, as well as
meeting all public notice requirements on tariff TfTilings
and maintenance of current master tariffs for all utilities.
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REPORT CONCLUSIONS

Policy Issues

This review contains policy issues raised as a result of
our evaluation of various commission practices. The Tfinal
policy decisions affecting those practices are not within
the scope of this review but require legislative considera-
tion. In debating these decisions the legislative oversight
committees should take into consideration the findings and
recommendations presented iIn this report to assist them in
evaluating the potential impact of any policy changes.

Report Conclusions

In our opinion, the Alaska Public Utilities Commission is
operating iIn an efficient and effective manner and should
continue to regulate public utilities and pipelines. We
believe that the public interest is being served by requir-
ing public utilities and pipelines to be certificated by
APUC. This process stabilizes demand for the utility
service by eliminating competition and thereby allowing
economies of scale to operate. Economic regulation by the
commission, in place of that competition, ensures that the
utilities provide adequate service at the lowest reasonable
rates.

Althoughthis economic justification is valid for the
majority of utilities regulated by APUC, we evaluated their
jurisdiction for potential areas of deregulation for several
major reasons: () to comply with the intent of sunset
legislation which attributed public disenchantment with
state government to a proliferation of that government;

(2 iIn recognition of the fact that the cost of regulation

may exceed 1its benefits; (@) the increased demands being
placed on commission resources; and (4) the State"s ability

to provide those resources.

Our analyses revealed several industries where regulation
could be eliminated with minimum negative public 1mpact.
Our initial criteria was whether the service was essential
for modern living to the average Alaskan and, if so, whether
the industry operated as a natural monopoly. Although 1t 1is
uncertain whether rates under deregulation would be higher
or lower, deregulation should provide benefits such as
competitive alternatives to existing services and more
innovative services and rate designs. Additionally, ser-
vices may be provided iIn areas not previously served as a
result of eliminating the barrier to entry into the market-
place that has been erected by certification and the cost of
regulation. While refuse collection services may be consid-
ered essential by many, this industry is not a natural
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monopoly and should not be regulated (See Recommendation
No. 1A) . Radio communication carriers do not provide an
essential service and also should not be regulated (See
Recommendation No. 1IB). Cable television may be considered
essential by many and may also be a natural monopoly in the
small and medium size towns. However, the statutes have
created state sanctioned monopolies without the companion
public protection against unreasonable and discriminatory
rates and services. Further, federal Ulaw prohibits full
economic regulation. The State should cease cable certifi-

cation (See Recommendation No. 1C).

We are also convinced that small utilities should be exempt-
ed from economic regulation on the basis that the cost of
regulation likely exceeds 1its benefits to consumers. We
further recommend that the consumers of these exempted
utilities be allowed a reasonable opportunity to elect
economic regulation (See Recommendation No. 1ID).

We recommend that the utilities owned by the Municipality of
Anchorage be exempted from economic regulation. This
exemption and the companion opportunity to elect economic
regulation should be available to Anchorage as it is to all
other municipal governments in the State. (See Recommendation

No. IE).

We believe that the commission®™s costs should be fully
allocated to consumers, Dut only to those consumers of
utilities who continue to be regulated. We consider this
regulatory funding approach to be most equitable to all the
State"s citizens. It should also encourage the elimination
of any unwarranted economic regulation when combined with
consumer regulatory elections (See Recommendation No. 2).

We recommend that APUC develop a topical reference system
for commission orders and court decisions (See Recommenda-

tion No. 3) .

A review of commissioner appointments showed that appoint-
ment terms expire on the same date for the two consumer
members. As this situation could cause a significant
disruption of commission activity, we recommend that the
statute be changed to require the staggering of these
appointments (See Recommendation No. 4).
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FINDINGS AND RECOMMENDATIONS

Recommendation No. 1

Alaska Statute 42.05 should be amended to eliminate certain
unnecessary regulatory functions of APUC.

Public convenience and necessity require certain services to
be provided. Such services have traditionally 1included
electric, telephone, gas, water, and sewer. The nature of
these businesses do not lend themselves to competition; they
are capital 1iIntensive and have permanent physical connec-
tions to their customers. The economies of scale of these
industries are such that one company may be able to serve an
entire market at a lower cost than could two or more compa-
nies; therefore, competition could not decrease prices to
consumers in the long run and would only result in wasted
capital resources through duplicate facilities. Note that
this "natural monopoly" relates not only to the relationship
between fixed and variable costs but also to the character-
istics of the market. As these services are considered
essential and as the long-run cost is lowest i1t only one
company i1s allowed to serve, a monopoly 1is awarded 1in the
form of a Certificate of Public Convenience and Necessity to
a company that is determined to be fit, willing, and able.

As these services are essential, the demand for them 1is
relatively inelastic iIn terms of service price or available
funds. A monopoly coupled with i1nelastic demand can result
in excessively high prices as well as price and service
discrimination between consumers. Uncontrolled economic
power has been considered economically, politically, and
socially unacceptable 1In a democratic society. The alterna-
tives are to nationalize the utilities or to regulate their
services as a substitute for effective competition, with
regulation being the preferred method. Regulated public
utilities are required to make specified service levels
available at approved rates to all consumers iIn their
designated service areas.

In addition to the concerns over economic power, the public
interest may also serve to extend regulation into situations
where competition would have significant undesirable side
effects on the quality of life In the area. For example,
competition could create a black forest of utility poles or
the continual digging to bury cables or pipe.

However, 1t may not be appropriate to economically regulate
all certificated utility companies. For example, the cost
of regulation may outweigh 1ts potential benefits or the
consumer®s control over service and rates that already
theoretically exits iIn that the company 1Is a member-owned
cooperative or 1t i1s owned by a political subdivision.
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Further, overriding all the above considerations, the public
interest being addressed must represent a substantial
portion of the State"s population; unique situations should
be addressed at the local level.

While we acknowledge that not everyone will subscribe to
this theory of regulation, we believe i1t to be fundamentally
sound. Utilizing these principles, we analyzed APUC"s
jurisdiction and determined that governmental control iIn the
following areas was unwarranted.

A Alaska Statute 42.05 should be amended to cease certifi-
cition and regulation of companies furnishing collection
and disposal service of garbage, refuse, trash, or other
waste material™

Whether an individual considers refuse collection to be
an essential service fTor modern Hliving depends pri-
marily on where they reside 1In the State. However,
even essential services should generally not be regu-
lated unless they are natural monopolies. For example,
we do not believe that essentials such as food and
clothing should be regulated.

Refuse collection, as with most enterprises, has
certain economies of scale that affect iIts operations.
However, these economies of scale are not such that one
company can obviously provide the area-wide services
for a significantly lower total cost than could several
competitors. Relative to traditionally-regulated
industries, refuse collection requires less capital,
and thus they have a higher percentage of variable
costs and less significant economies of scale.
Further, the competition within service areas Iin
several Ilocations defeats the natural monopoly premise
in the larger markets. We believe that a natural
monopoly could occur iIn this industry in only the very
small markets and that these do not warrant regulation
due to the cost to benefit relationship.

Therefore, refuse collection should not be regulated
unless there are overwhelming negative side effects
present under competition iIn this industry. We
acknowledge the possible negative effects of increased
truck traffic, refuse pickup scheduled throughout the
week in individual neighborhoods, and consistency
problems as companies adjust to the economic realities
of competition. However, these problems did not
overwhelm the residents of the Mat-Su Borough as a
result of the residential competition which began in
1985. Further, the Alaska Municipal League has adopted
a resolution asking that refuse collection be de-
regulated.

STATE OF ALASKA _8_ DIVISION OF LEGISLATIVE AUDIT



In response to our previous sunset audit recommenda-
tions to deregulate this 1Industry, APUC expressed
concern over the health and sanitation problems that
could occur 1f these companies were removed from their
jurisdiction. These health and sanitation .issues are
presently under the jurisdiction of local communities
and also the Department of Environmental Conservation.

There are presently forty-three certificated refuse
companies; nine of these are economically regulated
under AS 42.05.711, as they have annual gross revenues
of greater than $200,000. Although APUC has no time
sheet data upon which to estimate the cost to regulate
these forty-three companies, the commission states 1In
their FY 88 Annual Report that the time dedicated to
refuse 1Is excessive relative to agency resources and
the resultant public benefit, and they recommend that
this industry be deregulated.

Alaska Statute 42.05 should be amended to cease
certification and regulation of radio common carriers.

There are currently ten certificated radio common
carriers iIn Alaska. Radio Common Carrier (RCC)
services include radio paging, mobile radiotelephone,
and improved mobile telephone public utility services.

The commission opened an investigative docket on the
subject of deregulation of RCCs i1n 1981 which resulted
In a 1982 decision to cease economic regulation of this
industry. The commission cited as justification, among
other things, that RCC service was not an essential

service. As RCC service 1is not essential to the
average Alaskan, we concur with the commission that it
should not be economically regulated. We further

contend that services that are not essential should not
be certificated.

In that 1982 decision, APUC stated that the certifi-
cation process should be continued to monitor the
interconnection to the telecommunications network and
to prevent cross-subsidization of non-monopoly RCC
services by monopoly local exchange telephone services.
However, both these concerns can be monitored through
the continuing processes of certification and economic
regulation of local exchange services.

Cellular phones are relatively new to Alaska, and APUC
has not yet decided if or how they should be regulated.
We understand these phones provide a higher sound
quality at a higher cost than conventional radio phones
and over a shorter range; as such, they may be even
less of an essential service to the average Alaskan.
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Alaska Statute 42.05.711(d) reads as Tollows: "The
commission, on a Tfinding that no legitimate public
interest will be served, may exempt a utility from all
or any portion of this chapter.'” [Emphasis added.] As
the 1982 decision categorically deregulated an entire
industry, not an individual utility, this order may be
illegal. We are not recommending that this statute be
amended to allow categorical deregulation, as this

power should be retained by the Legislature. Rather,
we are recommending that the statute be amended to
specifically deregulate RCC services; this would

incidentally resolve the question.

Alaska Statute 42.05 should be amended to cease certi-
fication of cable television.

We do not consider cable television an essential
service, particularly in view of the large number of
Alaskans who receive off-the-air network television or
broadcasts from the Rural Alaska Television Network.
The premise of "essential™ is also defeated by a review
of the cable television service in Anchorage 1iIn which
large sections of the service area are not yet cabled 9

years after the certification was awarded. The 1988
service expansion added only 1 mileof cable for 83
homes and businesses. While we acknowledge that it

takes years for a new utility to cover a service area,
we submit that this standstill, even iIn consideration
of the economic decline, iIndicates that this service
has a higher elasticity of demand than would an
"essential™ service.

As 1t iIs not an essential service, it should not be
regulated as a public utility. Although the statutes
do not allow economic regulation, they do require
certification of the companies. APUC has responded by
issuing certifications for exclusive service areas.
This has created state-sanctioned monopolies with
legally protected service areas, yet the statutes do
not provide the companion public protection against
unreasonable and discriminatory rates and services.
The statute should, therefore, be amended to remove the
certification requirement.

However, there are many who believe that cable tele-
vision 1Is essential to modern living or that 1t 1is
essential so that we may Tully realize our First
Amendment right of freedom of speech. If 1t 1s first
decided that cable television 1iIs essential, then the
natural monopoly issue must also be considered in the
regulatory determination.
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We believe that cable television may be a natural mono-
poly in the small and medium-sized towns. As such,
these may be candidates for economic regulation.
However, the cost of regulation may outweigh the

benefits for these small markets. The economic

regulation that 1i1s available is also limited to basic
services, as the fTederal Cable Communications Policy
Act of 198A prohibits price regulation of the premium
packages. In the largest cities, the competitive
environment indicates that there 1iIs not a natural
monopoly present fTor cable television, thus certifi-
cation and economic regulation is inappropriate.

The federal Cable Act was designed to promote the
expansion of cable television systems by promoting
local franchising and limiting rate regulation. This
law would not allow any rate regulation In Anchorage or
Fairbanks but would allow basic service rates to be
regulated in other areas such as Juneau or Homer. It
does, however, appear to allow us control over the
possible competitive side effect of duplicate cabling.
By statute we could require the segregation of cable
distribution companies and these could be fully regu-
lated. The cable programming could then be opened to
competition.

In summary, regardless as to whether or not cable
television 1iIs viewed as essential, we recommended that
the present certification requirement be deleted from
the statute. To the extent that this service 1Is deemed
essential, municipal franchising or certification and
regulation of distribution-only companies should be
considered.

We also must point out a potential liability to the
State under the Cable Act 1f this recommendation 1is
implemented. The Cable Act outlines specific criteria
which must be shown to deny a franchise and the pro-
posed statute amendment would categorically retract the
certificates (franchise) without this showing. How-
ever, the Attorney General"s Office indicated to us
that the State would prevail iIn court. We recommend
that a formal opinion on this potential liability be
obtained from the Attorney General before this statute
iIs amended.

Alaska Statute 42.05 should be amended to exempt the
smaller utilities from economic regulationd

Electric, telephone, gas, water, and sewer utilities
have traditionally been considered essential services
and are often natural monopolies. Nevertheless, we
should refrain frcm economic regulation if 1its cost
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exceeds the benefits. However, this information iIs not
available nor can 1t be reasonably generated. "Cost"
would 1include 1incremental APUC and utility time and
materials as well as the effect of project delays on
long-term rates; this component of the equation could
be studied and estimated. The "benefits" of regulation
include a financially stable utility providing con-
sistent service uniformly to customers who are assured
of equitable rates and services now and iIn the future;
this cannot be quantified.

Nevertheless, 1In consideration of the State®"s dwindling
resources and the public®"s disenchantment with the
proliferation of state government, we believe that it
iIs appropriate for us to presume that the cost of
regulation presently exceeds 1its benefits for many
smaller utilities and that the gross revenue exemption
levels provided in the statutes should be raised.

Alaska Statute 42..05.711 exempts electric and telephone
utilities with gross revenues under $50,000 from
certification and economic regulation. It also allows
a utility"s consumers to elect economic deregulation
for cooperatives, electric or telephone utilities with
less than $325,000 in annual gross revenues, and for
any utility which does not gross $100,000 annually. We
propose that an across-the-board gross revenue-based
exemption from economic regulation be established.
Three options are presented in the following table. It
was prepared based upon APUC"s FY 88 Annual Report and
represents all utilities that are currently economi-
cally regulated with the exclusion of the industries we
have recommended for categorical deregulation.

Number of affected utilities and customers, based upon
gross revenues:

Under $500,000 Under $750,000 Under $1,000,000

TyPe - Util. Customers Util. Customers Util. Custome
Electric 10 819 15 1,990 18 2,691
Telephone -0- -0- 1 343 2 863
Gas -0- -0- -0- -0- 1 908
Water 22 3,715 22 3,715 22 3,715
Sewer 2 15 3 382 3 382
Total 34 4.549 41 6.430 M 8.559
Percent 40.5% -8% 48 .8% 1.1% 54.8% 1.5%

The above percent calculations represent the reduction

in the

coverage of economic regulation under each

revenue scenario; however, we caution the iInference

from the

table that APUC"s workload would decrease
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proportionate to the decrease iIn the number of
utilities. While there certainly should be some
relationship, the commission has no time sheet data
available to correlate these factors.

In concert with an amendment to exempt these smaller
utilities, the following areas should also be ad-

dressed:

1. The petition provision which allows customers to
request economic regulation of exempted utilities
should be amended. Alaska Statute 42.05.711

presently requires 25% of an exempted utility"s
subscribers to sign the petition. We believe that
this 1s much too great an obstacle to overcome and
recommend that an election be called If APUC
receives a petition demonstrating significant
consumer  interest. Forexample, the petition
requirement could be set atthe lesser of 5% or
500 customers.

2. This proposed gross revenue exemption statute
should not take effect for 6 months to allow
utility customers who wish to retain regulation to
do so without interruption.

3. The results of past deregulation elections should
be honored, thus not requiring a new vote on
failed deregulation elections.

4. The customers who continue the benefits of APUC"s
economic regulatory oversight should be expected
to pay for this service (See Recommendation
No. 2).

Alaska Statute 42.05 should be amended to cease man-
datory economic regulation of certain utilities owned
by political subdivisions.

Alaska Statute 42.05.711(b) generally exempts utilities
owned by political subdivisions from economic regula-
tion, unless they so elect. However, it also provides
that 1f any of a subdivision®™s utilities directly
competes with any other certificated utility then all
the subdivision®s utilities shall be economically
regulated. We presume the intent of this provision was
to eliminate the wasting of resources from Tfacility
duplication resulting from the then ongoing electric
service area dispute as well as preventing the cross-
subsidization of rates which might accompany such a
dispute. The only utilities falling under this pro-
vision, at present, are owned by the Municipality of
Anchorage.
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The Anchorage service area dispute has been resolved
and the present day competition 1is iIn the form of
economy energy sales of electricity and perhaps tele-
phone communication systems. This type of competition
does not encourage the massive TfTacility duplication or
the cross-subsidization of rates that a service area
dispute might. Service area concerns can be adequately
addressed through the certification process without
economic regulation.

In conjunction with an amendment to delete this man-
datory economic regulation, the following areas should
also be addressed:

1. The utilities previously regulated by APUC due to
competition should continue to be so regulated
unless rejected by the governing body.

2. A governing body should be allowed to withdraw a
previous election.

3. The consumers who, through their local government,
have chosen to continue the benefits of APUC"s
economic regulatory oversight should be expected
to pay for this service. Specifically, the
Municipality of Anchorage Assembly should decide
whether  their utilities should be regulated
locally or by APUC. IT they choose to "hire" APUC
to performthis regulatory function iIn their
behalf, citizens from all across the State should
not be forced to pay for that service with General
Funds (See Recommendation No. 2).

Recommendation No. 2

Alaska Statute 42.05 and Alaska Statute 42.06 should be
amended to more fully allocate the costs of regulation.

APUC 1is currently being funded primarily by General Funds
with a program receipts supplement from partial direct
allocations of cost. The statutes require the cost of
investigations and hearings to be allocated among the
parties, including the commission, as 1s just under the
circumstances. The commission has traditionally not allo-
cated costs to itself and has allocated only the hired
consultant fees, attorney general services, and other
incremental out-of-pocket -costs. In a 1988 decision, the
Alaska Supreme Court interpreted the present statutes on
cost allocations to disallow attorney general services. The
court also remanded the case back to the commission to
determine what portion of the cost allocation they should
absorb.
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Basic fairness prescribes that only the consumers who
benefit from the regulatory services provided by APUC should
pay the cost of this service. This 1s the "user fee"
concept of funding. A fTunding method should also be de-
signed to allow responsive adjustments to be made 1iIn the
level of regulation as desired by consumers. With these
criteria in mind, we have briefly commented on three predom-

inate alternatives.

To the extent of i1ts general funding, any approach fails to
equitably match the regulatory cost to the consumers who
benefit. General funding may be viewed as a payment by all
citizens all across the State, while the benefit may accrue
primarily to consumers in Anchorage. The utilities owned by
the Municipality of Anchorage have contributed greatly to
the commission®s workload, yet a significant portion of the
total ccst of the proceedings is paid out of General Funds.

General fTunding 1s also less responsive to appropriate
regulatory levels; 1iIn fact, i1t probably wastes some of the
State"s dwindling resources. Given that there is a regula-
tory cost/benefit break-even point and that certain consum-
ers are given the opportunity to elect full economic regula-
tion, general funding will likely be perceived as payment by
""someone else” with the result that regulation will always
be extended past this break-even point. Thus, government 1is
providing an unnecessary service.

Funding of APUC through a gross receipts tax levied against
the utilities and pipelines that 1is passed through to
consumers could provide a reasonable matching of costs to
beneficiaries. This assumes tax rates were established by
utility size, by 1iIndustry, and by level of regulation.
However, there would always be iInequities.

This tax approach would be responsive to regulatory needs
only to the extent that the matching is accurate. However,
taxation has traditionally focused on ability to bear rather
than resource utilization and, thus, such a funding approach
may not be responsive. For example, i1If a tax was designed
which Jlevied 100% of the commission®s costs against the
pipeline companies and none to the utilities, this approach
would do nothing to reduce unnecessary regulation of the
utilities.

Full and direct allocation of the commission®s costs pro-
vides the most accurate and defensible matching among the
three alternatives. As such, 1t would not only be an
effective method i1n eliminating unwarranted government
regulation but 1t could also make die regulatory process
more efficient by encouraging adequate and appropriate
filings.

To administer this Tull allocation program would require
time sheets for commission staff and attorney general
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services, and the use of account codes to share docket
proceeding costs among the parties and to allow recovery of
general overhead. The administrative cost of this program
should be less than with the tax approach hut, of course,
greater than with the General Fund design. These costs
could potentially be offset by increased staff efficiency
through time sheet accountability. We believe the benefits
of a full-cost allocation programwould far outweigh a
slightly higher administrative cost.

Based upon the above, we recommend that the statutes be
amended to establish a full-cost allocation funding approach
for APUC. In conjunction with this shift toward program
receipts fTunding, AS 42.05.651 and AS 42.06.610 should be
amended, as follows:

1. These statutes should be amended to specify that all
costs of the commission may be allocated.

2. Alaska Statute 42.05.651 shouldbe changed to require
interim allocation, rather than awaiting completion of
a proceeding. The commission has estimated their
unbilled utility allocations at $1.6 million with an
average age of 3.0 years. We note that the related
pipeline statute, at AS 42.06.610, already requires
interim billings. However, APUC does not appear to be
in compliance, with their estimated unbilled pipeline
allocations at $2.1 million with an average of 4.7
years. Further, APUC should amend their regulation at
3 AAC 48.157 which provides for cost allocations after
pipeline hearings rather than on the required interim
basis.

3. These statutes presently require allocation to the
parties of a proceeding including the commission; these
should be modified to exclude the commission. However,
the provisions allowing the commission to allocate
among the parties as 1s reasonable and just should be
retained, thus the commission may occasionally absorb
some costs indirectly and have a need fTorminimal
General Fund monies.

4. For economically regulated companies, on a case-by-case
basis, the commission should beallowed to determine

whether the costs being allocated are to be passed
through to the consumers.

Recommendation No. 3

APUC should develop a topical reference system for commis-
sion orders and court decisions.

The commission is a quasi-judicial agency which 1issues
decisions based upon findingof fact and conclusions of law.
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These decisions are iIn the form of written orders that have
the effect of law and are subject to judicial review.

The commission®s orders are TfTiled chronologically and also
within the docket (case) files. Decisions from the courts
on appeals of commission orders are Tiled with the related
docket. However, no topical cross-reference system Iis

maintained.

At present, the best catalog of prior actions 1is institu-
tional memory. Obviously, such a memory-based system cannot
provide true access to precedent when needed by commission-
ers, staff, utilities, consultants, and attorneys. A
cross-reference system would allow analysis by staff and
decisions by the commission to be made consistently from
case to case and iIn accordance with relevant court deci-
sions. It would also aid utilities and their consultants
and attorneys to adequately prepare for Tfilings and
hearings.

The Legislature, 1in conjunction with their FY 89 appropria-
tion to APUC, provided the following: "It is the intent of
the Legislature that the commission use the additional
permanent part-time position to develop a keyword iIndex
filing system for all future commission orders and that
prior year orders be iIncorporated 1iInto the system as
possible.”™ However, the part-time position was not actually
authorized and the system has not yet been designed.

Recommendation No. 4

Alaska Statute 42.05.030 should be amended to stagger the
appointments of the two consumer members of the commission.

In 1975 the commission was expanded from three to Tive
commissioners. Appointments were made to both the new
positions for the standard six-year terms with both termi-
nating on the same date. All other APUC commissioner terms
have been appropriately staggered. Because the potential
for disruption of commission activity wouldbehigh with two
new commissioners coming on at the same time, we recommend
the terms of the consumer members be staggered.

Currently, the terms are scheduled to end as follows:

Consumer seats (2): November 1, 1993
Engineering seat: October 31, 1990
Finance seat: October 31, 1992
Legal seat: October 31, 1994

The statute required the governor to stagger the iInitial
appointments. However, as this was not done for the con-
sumer members, we recommend the statute be amended to also
require the necessary staggering of subsequent appointments.
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XY.

ANALYSIS OF PUBLIC NEED

Limited Analysis

The TfTollowing analyses of commission activities iIndicate
both positive and negative fTactors as they relate to the
public need factors defined In AS 44.66.050. These analyses
were not 1intended to be all-inclusive, but address those
areas we were able to cover within the scope of our review.

1. The extent to which the board, commission, or program
has operated in the public interest.

The commission has conscientiously attempted to allow
only qualified applicants to provide utility services
and to regulate them iIn such a manner as to ensure
adequate service at the lowest reasonable rates. In
finding that no public interest would be served through
regulation, APUC administratively exempted some
utilities through the discretionary power granted at
AS 42.05.711(d).

2. The extent to which the operation of the board, commis-
sion, or agency program has been impeded or enhanced by
existing statutes, procedures, and practices which it
has adopted, and any other matter, including budgetary,
resource, and personnel matters.

The Alaska Public Utilities Act (AS 42.05) and Pipeline
Act (AS 42.06) provide broad discretionary power to the
commission to carry out its mandated responsibilities.
The jJurisdiction provided under these statutes should
be limited to require regulation- only of industries
where the greatest public interest may be served (See
Recommendation No. 1).

The budgeting approach and the statutes should be modi-
fied to Tfully allocate the commission®s costs to
consumers, but only to those consumers of utilities who
continue to be regulated. We consider this regulatory
funding approach to be most equitable to all the
State’s citizens. It should also encourage the elimina-
tion of any unwarranted economic regulation when
combined with consumer regulatory elections (See
Recommendation No. 2).

The commission has not developed a topical reference
system for commission orders and court decisions (See
Recommendation No. 3). APUC has not been successful in
obtaining additional personnel or funding for this
task.
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The extent to which the board, commission or agency has
recommended statutory changes which are generally of
benefit to the public interimst.

In their FY 88 Annual Report, APUC highlighted certain
problems they perceive with the current statutes and
also outlined options and recommended solutions.

APUC broached thequestion of who should pay the cost
of regulation and also presented several optionson a
public policy level. However, they placed the emphasis
on agency funding, rather than on equity to the State"s
citizens or on the potential elimination of unwarranted
regulation (See Recommendation No. 2).

The commission recommended that the statutes be amended
to allov; interim billing of cost allocations for utili-

ties, similar tothat allowed fTor pipelines. We
concur, however, we believe that these billings should
be required, and we assert that they are 1in fact

already required for pipeline cases (See Recommendation
No. 2).

The commission recommended a statute change to allow
them to iIncrease certificate application fees to fully
reflect the cost of processing these filings. We would
concur 1f 1t were not for our recommendation which
would effectively allocate these costs on a compre-
hensive basis (See Recommendation No. 2).

APUC also recommended that the exemption scheme at
AS 42.05.711 be reviewed and revised. We agree and
have outlined our suggestions at Recommendation No. 1.
The commission specifically recommended the deregula-
tion of refuse collection.

They requested clarification of AS 42.05.431 which
establishes the power of the commission to fix rates.
APUC 1s uncertain hoy; the dispute resolution procedures
under subsection (b) could be used to renegotiate
wholesale power contract rates iIf the commission finds
them to be unjust and unreasonable.

The commission suggested that, 1i1f the Legislature
intended for utilities who are not economically regu-
lated to pay interest on customer deposits,
AS 42.05.711 should be amended to reflect this intent.
They further recommended that unclaimed deposits not be
escheated to the State. We disagree with this second
recommendation, as 1t may provide a disincentive to
locate the true owners of these funds.
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The extent to which the board, commission, or agency
has encouraged interested persons to report to it
concerning tne effect of i1ts regulations and decisions
on the effectiveness of service, economy of service7
and“availability of service which it has provided~

Formal proceedings are properly and timely noticed and
are open to the public. The commission has held public
hearings and Tformal proceedings within the service
areas of the utilities before them to facilitate public
attendance and participation. APUC also staffs a
Consumer Protection and Information Section to resolve
complaints and disseminate information.

The extent to which the board, commission, or agency
has encouraged public participation in the making of
its regulations and decisions.

All formal proceedings, including hearings on proposed
regulations, are noticed and open to the public. Any
interested person or party may intervene in a formal
proceeding i1f that intervention will benefit, but not
unduly delay the proceeding. The commission has also
held informal workshops with attorneys and utility
representatives in an attempt to be more responsive to
the needs and concerns of those groups.

plaints regarding the activities of the board, com-
mission, or agency filed with it, to the department to
which a board or commission is administratively as-
signed, or with the Office of the Ombudsman have been
processed and resolved.

The commission has adopted regulations for informal and
formal complaint procedures. Procedures include a
requirement that the complaint be made Tfirst with the
utility before being filed with the commission. IT the
complaint cannot be resolved informally, formal proce-
dures, 1i1ncluding an 1investigation, may be initiated.
The Office of the Ombudsman also occasionally handles
utility or APUC-related complaints. We found the
complaint resolution process to be operating satis-
factorily .

The extent to which a board or commission which regu-
lates entry ~into an occupation or profession has pre-
sented quallified applicants to serve the public.

The commission, prior to granting a Certificate of
Public Convenience and Necessity ~o a public utility,
IS required to determine thac the applicant is fit,
willing, and able to provide the service. APUC employs
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utility Tfinancial analysts and utility engineers to
perform the necessary analyses to make this determina-

tion.

8. The extent to which state personnel practices, 1In-
cluding affirmative action requirements, have been
complied with by the board, commission, or agency
to 1ts own activities and the area of activity or
interest.

We fTound no evidence of hiring practices or commission
appointments that are contrary to state personnel
practices. No complaints have been Tfiled with the
Human Rights Commission or the Division of Equal
Employment Opportunity.

9. The extent to which statutory, regulatory, budgeting,
or other changes are necessary to enable the agency
Foard or commission to better serve the interests of
the public and to comply with the factors.

Please refer to the previous section, Findings and
Recommendations.
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APPENDIX

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT
ALASKA PUBLIC UTILITIES COMMISSION
SUMMARY OF APPROPRIATIONS AND EXPENDITURES
For Fiscal Years 1988 and 1989
(UNAUDITED)

1988
1988 Expenses and 1989
Category Authorized Encumbrances Authorized
Personal Services $2,113,600 $2,103,406 $2,113,600
Travel 28,660 27,423 57,100
Other Services 1,592,330 1,224,346 1,688,500
Supplies 21,000 20,800 22,000
Capital Outlay _ 3,910 3,910 2,900
Total $3.759.500 $3.379.885 $3.884.100

Note: The information included iIn this summary was obtained
from APUC records and the state accounting system.
This information has not been audited by us and,
accordingly, we express no opinion on It.
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Mr. Randy Welker

Legislative Auditor

Division of Legislative Audit
State of Alaska

P. 0. Box W

Juneau, Alaska 99811-3300

Re. Response to Preliminary Audit Report
Dear Mr. Welker:

The following is the response of the Commission to the prelimi-
nary audit report and recommendations submitted by the Division
of Legislative Audit on February 14, 1989, as a result of its
performance review of the Commission.

The Commission concurs with the fundamental conclusion of the
report that the

Alaska Public Utilities Commission is operating In an
efficient and effective manner and should continue to
regulate public utilities and pipelines. -.(Page 5.)

The Commission does not agree with all of the statements of reg-
ulatory theory and philosophy in the preliminary audit report but
has focused its comments on the actual recommendations.



Recommendation No. 1A

Alaska Statute 42.05 should be amended to cease certification and
regulation of companies furnishing collection and disposal ser-
vice of garbage, refuse, trash, or other waste material.

The Commission supports this recommendation as it did the identi-
cal recommendation made in the 1979 and 1985 Sunset Audits. The
auditor®s statement that the public health and sanitation aspects
of this service are monitored by local governments and the De-
partment of Environmental Conservation addresses the Commission®™s

previous reservation on deregulation.

Recommendation No. 1IB

Alaska Statute 42.05 should be amended to cease certification and

regulation of radio common carriers.

The Commission concurs with this recommendation based on the
character of radio common carrier (RCC) services and the current
regulatory status of RCCs operating in the state. However, as
noted in the Commission®s response to the same recommendation in
the 1985 Sunset Audit, future developments in the telecommunica-
tions industry may require reimposition of RCC regulation at some

later time.

The Commission also believes that its authority to partially or
fully deregulate a particular utility industry iIn response to
current circumstances is a desirable and appropriate supplement
to the legislative action advocated by the auditor. Accordingly,
the Commission requests legislative guidance on the validity of
its decision to economically deregulate the RCC industry 1in the
event this recommendation is not implemented by statute.



Recommendation No. 1C

Alaska Statute 42.05 should be amended to cease certification of

cable television.

The Commission concurs with this recommendation with some
qualifications, as it did with the same recommendation in the
1985 Sunset Audit. The recommendation appropriately eliminates
the anomaly iIn the current regulatory scheme for cable television
(CATV) service whereby CATV providers hold monopoly certificates
but are economically deregulated. However, the Commission would
encourage the Legislature to use its legal and research staffs to
examine the implications of the following on full CATV deregula-
tion: (1) the Cable Communications Policy Act of 1984, (2) the
Federal Communications Commission™s recent initiatives to elimi-
nate the existing ban on cross-owr.ership of CATV and telephone
companies, () the availability and status of local government
oversight, () shared use of rights-of-way, () community access
and institutional network use of CATV systems, and (6) disposi-
tion of certificates held by existing CATV providers. In any
event, as noted iIn response to the 1985 Sunset Audit recommenda-
tion, CATV certification is not a large element of the Commis-

sion’s workload.

Recommendation No. 1ID

Alaska Statute 42.05 should be amended to exempt smaller utili-
ties from economic regulation.

The Commission opposes this recommendation because i1t disagrees
with the auditor®s unsupported presumption that the cost of
economic regulation presently exceeds 1its benefits for smaller
utilities. Rather, the Commission concludes from its experience



that regulation of small utilities is at the core of its public
protection function, especially given the geographic and de-
mographic characteristics of Alaska. The Commission also
believes that the burden and cost of regulation on smaller utili-
ties can and should be reduced administratively, and it is cur-

rently addressing this issue.

As the auditor points out, it iIs extremely difficult to quantify
the cost of regulation, both to the regulated and to the regula-
tor. At the same time, it is relatively easy to inflate or de-
flate cost figures to support a given predisposition for or

against regulation. Regardless of amount, costs are relatively

meaningless unless they are compared to benefits.

The Commission agrees with the auditor that the primary benefits
of regulation are a financially stable utility which provides
reliable, safe service to all customers at reasonable, non-
discriminatory rates. With the exception of 22 water companies,
the utilities affected by this recommendation are providing ser-
vice in rural Alaska and are predominantly electric utilities.

It has been the Commission®s experience that the need for regula-
tion and the potential benefits provided by regulation are fre-
quently greater for smaller utilities than for larger utilities
for many reasons, including, the logistical challenge of operat-
ing In remote locations; inexperienced personnel; unsafe facili-
ties as a result of non-compliance with the National Electric
Safety Code; lack of familiarity with utility management, main-
tenance, and accounting procedures; discriminatory actions by
utility management; Tfailure to request rate increases when
needed; and procurement of wrong equipment. In addition, it can
be argued that the consumers iIn rural Alaska are even more cap-
tive than those in the urban areas, and, therefore, are particu-

larly dependent on a high level of protection.



Although the reduction in workload would be approximately commen-
surate with the loss of Commission staff over the past three
years 1T this recommendation were enacted, and from that stand-
point may be appealing, the Commission does not believe that the
public interest would be served by wholesale deregulation of
utilities serving perhaps the most (or one of the more) vul-

nerable segment(s) of the ratepaying public.

The Commission believes that the concern about the cost of reg-
ulation that has been voiced by the auditor as well as others,
for the most part, is directed at the expense (both in time and
dollars) associated with regulatory requirements when a utility
desires or needs to change its rates. The Commission has rj;cog-
nized for some time that the regulatory scheme that exists and
has been applied to both large and small utilities should be ex-
amined. To that end, on February 3, 1989, the Commission has
issued a Notice of Inquiry. The purpose of the Inquiry is to
receive information which would assist the Commission iIn propos-
ing regulations to simplify rate and other regulatory proceedings
for smaller utilities. A copy of this order is attached. (See

Appendix A.)

In summary, the Commission believes that the issue of the cost of
regulation as it relates to the smaller-sized utilities can be
substantially mitigated through administrative procedures rather
than legislation which would eliminate the important public pro-

tection fTunction today provided by economic regulation.

However, if the Legislature believes public policy is better
served by deregulating smaller utilities, the Commission would
propos as it did iIn response to the 1985 Sunset Audit, the Tfol-
lowing amendment to AS 42.05.711 to expand the deregulation elec-
tion process found in AS 42.05.712 which would replace the provi-
sions of AS 42.05.711(Ce), (), (g), and (i):



All utilities which have gross revenues of $500,000
or less may elect to be exempt from the provisions of
AS 42.05, other than AS 42.05.221-42.05.281, under
the procedures described in AS 42.05.712.

This approrch conforms with the Commission®s position that reg-
ulation for utilities that heretofore have been regulated should
be continued unless the people most affected, the consumers, vote

to become deregulated.

The Commission also concurs with the auditor®s suggestion that
consideration be given to reducing the number of customers re-
quired to petition for regulation under AS 42.05.711.

Recommendation No. |IE

Alaska Statute 42.05 should be amended to cease mandatory
economic regulation of certain utilities owned by political

subdivisions.

The Commission supports the philosophy underlying this recommen-
dation. However, the Commission does not believe that elimina-
tion of AS 42.05.711(b)(2) 1s necessary to achieve thj auditor®s
objective and has proposed an alternative legislative approach

and language.

It is reasonable that i~ regulation is elected at one time by a
governing body as currently provided under AS 42.05.711(b) (1),
then a future governing body should have similar authority to
vote to revoke thac election. IT such revocation is exercised,
it is presumed that the public protection function provided by

the Commission will be assumed by the governing body of the



political subdivision, thus giving affected consumers a forum and

recourse for concerns and complaints.

The Commission recognizes that this recommendation presently af-
fects only the Municipality of Anchorage. It is pertinent to
consideration of this recommendation that, at the present time,
there are a number of outstanding issues before, and outstanding
requirements by, the Commission for the Anchorage Water and
Wastewater Utility (sewer), the Anchorage Telephone Utility, and
the Anchorage Municipal Light and Power Department.l It is rea-
sonable to assume that the Anchorage Assembly would take into
consideration the status and results of proceedings before the
Commission at such time as it considers any decision to end

economic regulation by the Commission.

~mDocket U-87-47 1is an i1nvestigation into the general manage-
ment practices of Anchorage®s sewer utility. In Dockets U-88-18
and U-87-61 the Anchorage Telephone Utility is before the Commis-
sion requesting a 54.83% rate increase and responding to an in-
vestigation into the general and financial management practices
of the utility. Commission decisions are currently pending in
these sewer and telephone cases. At the present time, the
Municipal Light and Power Department is required to provide an
equity management plan and obtain Commission approval before fur-
ther debt refunding is issued because of i1ts poor financial
condition.



