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3. Program matrix

A final step in the suitability analysis, v/ill be the program
matrix. A matrix will be set up to correlate community types with
problem groups, and to enable communities to identify the
appropriate programs that address their problems. Programs listed
on the matrix will include: court related programs, community
conciliation boards, tribal courts, other governmental assistance,
school programs, technological assistance, educational efforts, and
legislative changes.

(b) Alternative Program Plans

Alternative plans will be developed for each of the pro?rams
identified in the program matrix. The alternative plans will be
specific blueprints for addressing justice problems in rural
communities. The plans wi3 1 include goals and objectives,
descriptions of supervisory personnel, a definite program
structure, a program budget, 1dentification of funding sources or
providers of services, and a program evaluation procedure.

1. Outline of goals and objectives

Each program plan will open with an outline of that program's
goals and objectives. The goals will identify the-general purpose
of the particular program. ~ The objectives will outline the means
for obtaining the goals. For example, if a cohesive community with
no court facilities has a severe teenage petty crime problem and a
community conciliation board is the appropriate program, its _gi_oals
would include reducing theft and developing teenage responsibility,
while its objectives could include creating a conciliation board to
hear teenage crime problems and supervising community work service
programs.

2. ldentification of supervisors

All necessary supervisory personnel will be described in the
program plan.  These detailed job descriFtion_s, will outline the
rol e each individual 1is expected to play in the program, the
qualities that person must possess, and the time commitments
required of each individual. This part of the program plan will
enable community members and government agency staff to define
their roles in the community and assess the time commitments each
community program expects. The job descriptions will also help to
identify those community volunteers who are best suited to the
particular justice program.

3. Description of program structure

Essentially a Worki_n? outline for the program, the program
structure description will set out the details for implementing



each justice program. If, in a communitg with a teen crime
problem, a conciliation board was to be established, this part of
the program plan will establish the composition of the board,
suggested procedures for filing a complaint and conducting an
investigation and hearing, time frames for each step of the
process, and follow-up compliance procedures.

4. ldentification of needed resources and providers

Although the programs will be designed to fit into existing
institutional structures whenever possible, specific resources
needed to implement each program must be identified. resources may
include personnel, improved technological assistance, office space,
hearing rooms, training facilities, or consulting services. In
addition to identifying the resources needed, the program plan will
identify the governmental agency or private association that can

provide those resourc If, for example, a project requires
offices, the report will note whether adequate space is available
in the communities being considered. If the project requires
cooperation from federal courts or other agencies, the program plan
will include preliminary assurances from those agencies that they

will cooperate.

5. Outline for program evaluation

~ Finally, the program plan will outline procedures for
periodic evaluation of the pilot justice _pr_o?ram. ~These
evaluations will be conducted by the Alaska Judicial Council with

the assistance of the implementing agency. The program evaluation
outline will contain suggested procedures for ongoing recordkeeping
by the implementing agency, criteria to be used when evaluating the
suclcests_ of a program, and a suggested methodology for the
evaluation.

(c) Identification of Pilot Sites

Using the suitability analysis established in the first part
of year two of the project, up to five communities will be
identified and incited to participate in pilot projects that
address their justice problems in a way best suited to th<.ir

particular structures. The communities will be chosen for the.ir
diversity and need for supplemental justice services.  Diversity
will be both geographical and cultural. Communities invited tc
participate will work closely with the Judicial Council staff to

develop their project plans.  The proliect plan designed for each
community will be specific enough to a]Jlow immediate implementation
without further research.



(d) Report

A final report will be written that summarizes the project's
work during its second year. This report will be made available to
all rural communities as well as all government agencies concerned
with rural justice. There(jaort will describe the criteria
developed, the programs considered and the resources needed for
implementation in sufficient detail to allow rural communities and
agencies to initiate their own rural justice programs. The report
will also be made available to national organizations and groups
interested in rural justice.

Each suggested project to be analyzed for feasibility during
Year Il would be reviewed along several dimensions. Criteria for
feasibility of a project would include:

1) Suitability of”~he program to the community (or
communities) where it would be implemented,;

2 Community desire for and support of the program;

3 Extent to which the program could adequately interact
with and enhance the services offered by other agencies
and organizations;

4) Ability of the program to become self-sufficient, and
amount of time required to accomplish this (if
self-sufficiency is determined to be realistic or
desirable);

5) Initial costs/benefits of the program to the community,
state/or other funding entities;

6 Long-range cost/benefits considerations;

7 Resources available to support the program, both during
the start-up phase and on a maintenance basis;

8 Ability of the program to function well without legal

) |
challenge; and

) Availability of a mechanism for evaluation of the
program.

©



RURAL JUSTICE ANNOTATED BIBLIOGRAPHY ENTRY FORM
Title:

Author(s):

Publisher:

Date Published:

Obtained From:

Length in pages:

Type: (circle all appropriate descriptions) _
historical legal cultural/anthropological

government study other

Name of staff person completing form:

Publication's purpose and/or focus:

Publication's findings and conclusion:

Effect of Publication (e.g. influenced legislation):
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RURAL JUSTICE ANNOTATED BIBLIOGRAPHY ENTRY FORM
Title: Village Journey
Author(s): Thomas R. Berger
Publisher: Hill and Wang
Date Published: 1985
Obtained From:
Length in pages: 199
Type: (circle all appropriate descriptions)

historical Iegal cultural/anthropological
government study other

Name of staff person completing form: Jody Stoops

Publication's purpose and/or focus: _ _

Thomas Berger was selected by the Inuit Circumpolar Conference to
head the Alaska Native Review Commission. " |IIagNe Journey" is
his report. The book focuses on the Alaska ative Claims
Settlement Act. Berger explains the history, formation, and the
current effects of ANCSA. He also includes within his book a
number of testimonies given by the Alaska natives on a variety of
subjects and issues.

Publication's findings and conclusion:
The recommendations that Berger gives in his book follow.

1. Village corporations who are concerned that their land
maY be lost should transfer their land to tribal governments.
Village corporations could bhe maintained and then leased the land
by the tribal government; or all of the village assets could be
transferred to the tribal government and the corporation
dissolved.

2. Regional corporations should consider transferring the
subsurface of village lands to the respective village ftribal
governments.

3. Tribal governments in Alaska should assert their Native
sovereignty. _ _

4. Natives should have exclusive control over fish and game
on Native-owned land. State, federal and tribal governments
should work together to exercise jurisdiction on state and
federal lands used by the Natives.

Effect of Publication (e.g. influenced legislation) :
None Known



RURAL JUSTICE ANNOTATED BIBLIOGRAPHY ENTRY FORM

Title: Programs Branch User Report: Native and Non-Native
Admissions to Federal, Provincial and Territorial Correctional
t

Institutions

Auth_or(s% Sharon Moyer, Faigie Kopelman, Carol Laprairie, Brenda
Billingsley

Publisher: Ministry cf the Solicitor General of Canada
Date Published: 1985

Obtained From:

Length in pages: 95

Type: (circle all appropriate descriptions)

historical legal cultural/anthropological
government study other

Name of staff person completing form: Jody Stoops

Publication's purpose and/or focus: _

This report provides statistical information concerning the
Native and Non-native admissions to correctional institutions
within Canada. The report considers mandatory admissions versus
fine default admissions as well as differences in jurisdictions,
offenses, and length of sentencing.

Publications findings and conclusion:

After analyzing the available data, the report made many
conclusions regarding the differences in the
provincial/territorial correctional systems' reasons for
admissions, admitting offenses and sentence lengths. The report
details the degree of "overrepresentation" of natives in certain
jurisdictions. = The report also looked at the varyln% legislation
In the jurisdictions and offers explanations for the numerical
differences among them.

Effect of Publication (e.g. influenced legislation):
none known



RURAL JUSTICE ANNOTATED BIBLIOGRAPHY ENTRY FORM

Title: Regional Government In Alaska

Author(s): Dan Bockhorst, Gene Kane, Carol Akerelrea, Michael
Cushing, and Bruce Webb

Publisher: Department of Community and Regional Affairs
Date Published: August 1988

Obtained From:

Length in pages: 35

Type: (circle all appropriate descriptions)

historical Iegal cultural/anthropological
government study other

Name of staff person completing form: Jody Stoops

Publication's purpo-.e and/or focus:

This publication provides information about borough government in
Alaska. The report focuses on how boroughs differ from cities,
the advantages of forming a borough, the different classes of
boroughs and cities, and the revenues and assistance available
for municipal governments. In the final chapters, the D.C.R.A.
clearly outlines the re?uireme_nts and procedure for incorporating
into a borough. Information regarding the populations,
geographic areas, and dates of formation of current boroughs are
also listed within the report.

Publication's findings and conclusion:
The report does give some reasons why there is a renewed interest
in establishing boroughs.

1.To maintain or improve public services in the face

of declining state revenues.

_ _ L _ With the 1990 census, the likelihood
Ieglslatlve power will shift to urban areas. Thus laws might be
unfavorable to unorganized regions of the state.

3.Legislation will reci]uwe areas to form boroughs.

_ .The desire to have more local control over the

delivery of public services and facilities.

Effect of Publication (e.g. influenced legislation):
none known



RURAL JUSTICE ANNOTATED BIBLIOGRAPHY ENTRY FORM
Title: Alaska Natives: State Grants and Sovereignty
Author(s): Karen Oakley
Publisher: unpublished, House Research Agency
Date Published: April 22, 1988
Obtained From:
Length in pages: 16
Type: (circle all appropriate descriptions)

historical Iegal cultural/anthropological
government study other

Name of staff person completing form: Jody Stoops

Publication's purpose and/or focus: _

This memo was written to answer several questions asked by
Representative Alyce Hanley concerning state grants to Alaska
Natives organizations, and the legal basis of Native Sovereignty.
For the years 1985-1988, the memo lists the grant recipients,
amount and purposes of the grants, and agencies who awarded the
grants or contracts. The report also Ttocuses on the current
sovereignty cases in Alaska and their status.

Publication's findings and conclusion:

The primary recipients of the state grants were nonprofit
organization and village councils. This was because they provide
services to the villages. During 85-88, no regional corporation
received grants and only 11 village corporations received grants
which totaled $152,000. No grants were given for studying the
question of sovereignty. Of the 11 village councils suing the
statte otver sovereignty issues, 6 had received state grants or
contracts.

Effect of Publication (e.g. influenced legislation):
Needs to be followed-up.



RURAL JUSTICE ANNOTATED BIBLIOGRAPHY ENTRY FORM
Title: Village Government Manual
Author(s): Lisa >'eger and Mike Walleri
Publisher: Tanana Chiefs Conference, Inc.
Date Published: 1988
Obtained From:
Length in pages: 81

Type: (circle all appropriate descriptions) _
historical Iegal cultural/anthropological
government study other informational report

Name of staff person completing form: Jody Stoops

Publication's purpose and/or focus: _

This manual, prepared for the Tanana ChiefsConference, Inc.,
gives extensive 1deas and information on how to “setup" and
oFerate a village government. The authors give many definitions
of governmental terms as well as samples of different procedural
forms.  Within the manual, they also _%_lve_a number of agencies
addresses to contact for further specific information. Some of
the topics the manual covers are; the powers and limitations of
tribal government, relationship of council government to other
governments, constitutions, vHIa_gie membership, elections,
recordkeeping, and personnel in the village government.

Publication's findings and conclusion: _ _
The manual makes a number of recommendations concerning the

procedural aspects of the village council. This publication also
finds that IRA(Indian Reorganization Act) village governments
have a more secure status. IRA governments are also granted

things that traditional village councils are not. The authors
feel” that IRA official federal recognition is helpful for the
village. In regards to sovereign immunity, the publication
mentioned that when a village must waive sovereign immunity, they
should try to [limit the scope by allowing to be sued only in
federal court,. The manual finds that federal courts are
generally more favorable toward Indians.

Effect of Publication (e.g. influenced legi

slation?:
follow-up <contact T.C.C., Mike Wa

leri
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March 28, 1989

i flliam f ]
J\z/an\nlet;o’ more
I MEMORANDUM (H-ARVAN EX:fIGO
. o - " YN A
TO: Judicial Council Sigi I Cout
| FROM: Staff
- RE: Update on Plea Bargaining Project Activities
|

_ iThe staffof the plea bargaining project has spent the past
six weeks compiling data from a samé)le of about 1900 prosecutors'

« and court files to supplement the data available for all 10,000
cases on computer from the Departments of Law, Public Safety and
Corrections.  The larger database includes all cases with one or

I more felony initial charges filed between January 1, 1984 and
December 31, 1987. The sample contains only cases filed in 1986
and 1987. Data collection will be completed by mid-April.

I - The process of drawing the sample _Fermitted a very
preliminary look at the types of cases that will be used for the
analysis of case processing and sentencing in the larger study.

I The cases shownon the two attached tables include a few that are
open that will be excluded from the final analysis. The data
provided here is meant to give only a general idea of variations

| among felony arrests and charges in" 1986 and 1987.

Sample Definition

I The tables include all felony cases referred to the
rosecutors in 1986 and 1987 for nine communities: Sitka and
Juneau in the First Judicial District; Barrow, Kotzebue and Nome
I in the Second Judicial District; Anchorage and Palmer in the
Third District; and Fairbanks and Bethel in the Fourth District.
Cases contained one or more charges that had originated either
I with a police investigation or arrest, or that were initiated by
the prosecutor. About 30 to 45% of the cases were either
declined for prosecution or ended with all charges against the

I defendant being dismissed. The remainder of the cases resulted
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in conviction of the defendant on either felony or misdemeanor
charges.

Table A shows the types of offenses that were charged in
the various communities during the two years studied. Offenses
are categorized as Murder (first and second degree murders),
Violent %ass_a_ults, robberies, manslaughter, extortion and
negligent homicide), Sexual, Property, Drugs, and Other (weapons,
escapes, perjury, Jliquor, driving, and all other offenses). The
table shows the total number of cases with those charges during
the two years, and the percentage that each type of offense
constituted of that prosecutor's ofrice caseload.

Table B shows the total number of cases in which one or
more charges were reduced before the final disposition. Charges
may have been reduced prior to filing the case in court, prior to
indictment, following indictment, or at trial. This table
includes all the cases shown on Table A, both dismissed and

convicted.

As noted above, this data is very preliminary. Please let
me know if you have any questions.



TABLE B

PROPORTION OF CHARGES REDUCED.
BY TYPE OF CRIME AND COMMUNITY

ALASKA JUDICIAL COUNCIL PLEA BARGAINING STUDY
1986 - 1987 CASES

Murder Violent Sexual Druas Property Other
Anchorage 31% 44% 18% 20% 25% 21%
Palmer 33% 3% 20% 20% 28% 1%
Fairbanks 22% 21% o 15% 11% 6%
Juneau 3% 45% 16% 18% 21% 21%
Sitka 68% 40% 21% 1% 30% 21%
Bethel 3% 41% 21% 23% 25% 18%
Barrow 33% 41% 22% 13% 1% 21%
Kotzebue 25% 60% 31% 33% 3% 23%

Nome 58% 43% 3% 15% 2% 3%



TABLE A
TYPES OF OFFENSES BY QOURT SITE & PRELIMINARY DATA
ALASKA JUDICIAL COUNCIL PLEA BARGAINING SIUDY
1986 - 1987 CASES

Murder
N** 0,

Violent Sexual Drugs Property Other Total N
% N v 5 N % N

%) N % N

Anchorage 43 (20%) 537 (24.6%) 241 (11.0%) 331 (15.2%) 857 (39.3%) 173 (7.9%) 2182
Palmer 7 (10% 126 (22.0%) 85 (15.0%) 80 (14.0%) 211 (36.0% 74 (13.0%) 583
Fairbanks 21 (20%) 192 (19.0%) 122 (12.0%) 112 (11.0%) 486 (48.0%) 89  (9.0%) 1022
Juneau 5 (10% 77 (17.0%) 77 (17.0%) 93 (20.0%) 153 (33.0% 54 (12.0%) 459
Sitka 1 (L0%) 30 (23.0%) 15 (11.0%) 40 (3L.0%) 42 (320%) 3  (2.0%) 131
Bethel 12 (30%) 120 (25.0%) 136 (29.0%) 24 (50%) 144 (30.0% 37  (8.0%) 473
Barrow 4 (0% 56 (28.0%) 37 (18.0%) 26 (13.0% 60 (30.0%) 18  (9.0%) 201
Kotzebue 7 (0% 34 (20.0% 32 (19.0%) 12 (7.0% 71 (43.0% 10  (6.0%) 166
Nome 4 (0% 45 (17.0%) 95 (37.0%) 30 (12.0% 80 (31.0%) 5  (2.0%) 259

** N = Number of felony cases filed.
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IN THE HOUSE BY SPOHNHOLZ
h HOUSE BILL NO. 270
IN THE LEGISLATURE OF THE STATE OF ALASKA
3 10!
SIXTEENTH LEGISLATURE - FIRST SESSION
A f gf 5 A BILL
A i D 6 For an Act entitled: "An Act relating to voter registrations.”
vi AV 7 BE IT ENACTED BY THE LEGISLATURE OF _THE STATE OF ALASKA:
1 8 * Section 1. AS 15.07.130 is amended by adding a new subsection to
read:
ok n (®) The director may not cancel the registration of a voter
/under this section if the voter has qualified for the most recent
permanent fund dividend under AS 43.23.
Sec. 2. AS 43.23.015 1is amended by adding a new subsection to read:
(i) The commissioner shall include an application for voter
registration prepared by the director of elections with the permanent
fund dividend application sent in odd-numbered years to new residents
K 17 of the state or residents of the state who have moved within the
\ 18 state. The commissioner shall forward applications received under
19 this subsection to the director of elections. The commissioner may
r
N ] 20 not use information obtained from an application for voter registra-
X E? 21 tion for any purpose.
V
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Original sponsor: Spohnholz

IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE

For an Act entitled: "An Act relating to voter registrations.

CS FOR HOUSE BIU NO. 270 (State Affairs)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIPST SESSION

A BILL

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

*

read:

Section 1. AS 43.23.015 1is amended by adding a new subsection to

() The commissioner shall include an applicat® on for voter
registration prepared by the director of elections with the permanent
fund dividend application sent in odd-numbered years to new residents
of the state or residents of the state who have moved within the
state. The commissioner shall forward applications received under
this subsection to the director of elections. The commissioner may

not use information obtained from an application for voter registra—

tion for any purpose.

-1- CSHB 270(SA)



STATE OF ALASKA BILL VERSION: HB 270
1989 LEGISLATIVE SESSION PUBLISH DATE:

FISCAL NOTE

REQUEST

Revision Date: Agency Affected: Revenue

Title: An Act relating to voter BRU: Permanent Fund Dividend Division
registrations

Sponsor: Spohnholz Components: Permanent Fund Dividend

Requestor: Division

EXrENDITURES/REVENUES: (Thousands of Dollars)

1FY 89 1FY90 1FY 91 1FY 92 1FY 93 1FY %
OPERATING 1 1 J_ 1 1
PERSONAL SERVICES | -0- | -0- | 358 | -0- | 35.8 -0-
TRAVEL | -0- | - | - -0- | -o- -0-
CONTRACTUAL | -o0- | -o- | 6.0 -0- | 6.0 |-o-
SUPPLIES | -o- | -o0- | -o- -0- | -0- -0-
EQUIPMENT | -o0- | -o- | -o0- | -o- | -o- -0-
LANDS & STRUCTURES | -o- | -o0- | -o- -0- | -o- | -o0-
GRANTS, CLAIMS | -o- -0- | -o- -0- -0- | -0-
MISCELLANEOUS | -0- -0- -0- -0- -0- -0-
TOTAL OPERATING I -0- -0- 41.8 -0- 41.8 -0-

1 CAPITAL 1-0- | -0- | -0- | -0- | -0- | -0-

1 REVENUE 1-0- | -0- | -0- | -0- | -0- | -0-

FUNDING: (Thousands of Dollars)
GENERAL FUND -0- -0- -0- -0- -0- -0-
FEDERAL FUNDS 0 -0- -0- -0- -0- -0-
OTHER | -0- | -0- 141.8 | -0- 41.8 | -0-
TOTAL i -o- j-o- j41.8 j-o- 41.8 | -0-

POSITIONS:
FULL-TIME -0- -0- -0-
PART-TIME -0- 6 -0-
TEMPORARY -0- -0- -0-

ANALYSIS: See atta

Prepared By- Phone: 465-2323

Division: Date: April 11. 1989

Approved by Commissio Date: fy n

Agency: Revenue

Distribution (by preparer);
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page of



Department of Revenue
Permanent Fund Dividend Division
Fiscal Note Analysis
HB 270
April 11, 1989

Assynption?:

1. Section 1 will require the Department of Revenue to provide the
Division of Elections with a tape of the permanent fund
dividend applicants who have been approved for payment as of a
certain date.

2. The Division of Elections will pay the incremental cost of
adding a single ply to the dividend booklet to accommodate the

insert of three voting registration applications.

3. The first year, the voting registration will be included in the
Permanent Fund Dividend booklet will be 1991.

4. As long as the Department of Revenue continues the current
method of forms distribution, the voting registration
applications will be placed in every booklet distributed,
regardless of whether the recipient of the booklet is a "new
resident”™ or "has moved within the state,” or has moved out of
the state. A customized mailing would be prohibitively

expensive.

5. If the Department of Revenue implements a "short-form"™ dividend
application process at a future date, the Department of Revenue
will not include a voting registration form with the short fornm

application, which we anticipate sending to applicants with a
multiple year payment history at the same address.

Program Summary:

Beginning with the 1991 Permanent Fund Dividend booklet, the
Department of Revenue will arrange for an additional ply to be
added to the booklet. This ply, to be funded by the Division of
Elections, will be used to provide three voting registration
applications, perforated for removal from the booklet.

All Permanent Fund Dividend applications will be screened by the
Permanent Fund Dividend document processing staff for attached
voting registration applications. The voting registration
applications will be removed and forwarded to the Division of
Elections®™ Juneau office on a daily basis between April 1 and July
15, as the applications are initially processed.

The Permanent Fund Dividend Division maintains Information Offices
in Anchorage, Fairbanks and Juneau for the purpose of assisting
residents to apply for and receive dividends. The offices
currently receives 255,000 direct contacts per year. expect
that a large number of applicants will contact the Dividend
Information Offices with questions regardinu voting eligibility,
questions which our staff is ill-prepared t< answer. Ail such
calls and contacts will be referred to the !ivision of Elections,
but we will need additional staff in April-June to handle the

traffic.

Page 2



Department of Revenue

Permanent Fund Dividend Division

Fiscal Note Analysis
HB 270
April 11, 1989

1. Personal Services

a)

b)

9)

d)

3 PPT Document Processor 1, R7

0 $2,340.37/Mo, including salary and
benefits for 3 months to assist in
screening applications for voting
registration applications, separating
for delivery to Division of Elections

3 PPT Document Processor 11, RS,

0 $2,446.08/Mo, including salary and
benefits for 3 months to handle
additional contacts from the public
TOTAL Personal Services

Other Expenditures:

Travel:

Contractual:
Add additional ply to the PFD

Booklet; to be funded by the
Division of Elections

Supplies:
Equipment: Use existing equipment

TOTAL COST

FY 90

FY 91

$21.1

$14.7

$35.8

$0.0

$6.0

$41.8



STATE OF ALASKA
1989 LEGISLATIVE SES

REQUEST:

BILL VERSION:
PUBLISH DATE:

SION

FISCAL NOTE

Revision Date: 4/11/89
Title : Relating to voter

Sponsor : Spohnholz
Requestor:

Kegxsu”LIlmu, Agency

.0ffice

rnmprfmmu ¢

1

of the Governor

Elections

EXPENDITURES/REVENUES
OPERATING FY 89

PERSONAL SERVICES
TRAVEL
CONTRACTUAL
SUPPLIES
EQUIPMENT

LAND & STRUCTURES
GRANTS, CLAIMS
MISCELLANEOUS

TOTAL OPERATING

CAPITAL Bk

REVENUE

FUNDING:

GENERAL FUND
FEDERAL FUNDS
OTHER

TOTAL

-0 -

-0-

POSITIONS:

FULL-TIME
PART-TIME
TEMPORARY

ANALYSIS

: (Thousands of Dollars)

FY 90 FY 91

57.6 57.6
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CONTINUATION OF FISCAL NOTE
HB 270

The costs reflected in this fiscal note represent:

1)

¥
Those related to the data entry that will be re_(1uired
to process the voter registration forms that will be
completed by voters at the time they apply for their
permanent fund dividend checks, and;

Based on 536,000 Permanent Fund Applicants

57% Age Eligible Applicants 305,320
40% Anticipated Applications 122,208
Returned and Requiring
Processing

Based on a total of 3 minutes per application, which
includes data entry, microfilming time an' entry of
reel and frame number on master VREMS rec rd:

122,208  Applications 6,110 Man Hours
40 Hours Per Week 152 Man Weeks

COSTS FOR DATA ENTRY i)Odd Numbered Calendar Years but
reflected in even numbered Fiscal Years)

Range 7 Data Entry Clerks
0 $378.00/Week 57.7

IN ODD NUMBERED CALENDAR YEARS/EVEN NUMBERED FISCAL
YEARS WHEN APPLICATIONS FOR VOTER REGISTRATIONS ARE
INCLUDED IN PFD APPLICATIONS, those related to
completing verification of Permanent Fund Applicants
who have not voted, to prevent them from being purged
for non-activity.

Based on 536,000 Permanent Fund Applicants

57% Age Eligible Applicants 305,320
40% Anticipated AJJpIications 122,208
Returned already processed and

not eligibile for purge.
60% Not submitting applications 183,312



Based on a total of 2 minutes per voter, no
microfilming or reel and frame entry required.

183,312 PFD Applicants _ 6,110 Man Hours
Not Submitting Regis-
tration Forms

40 Hours Per Week 152 Man Weeks

COST FOR REVIEW

Range 7 Data Entry Clerks 57.7
$378.00 Per Week
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Alaska State Legislature
HOUSE OF REPRESENTATIVES

REPRESENTATIVE LOREN LEMAN

- . 465-2095
Official Business P.O. Box V
State Capitol
MEMORANDU M Juneau, Alaska 99811
TO: All Members of the House
FROM: Rep. Loren Leman
DATE: April 5, 1989 (|
SUBJ: Intrastate telecommunication competition
Today, 1 introduced legislation to allow intrastate

interexchange telecommunication competition.
ADVANTAGES:

D Competition will lead to lower costs and greater
efficiency.

2) Universal service at reasonable rates is protected.

3) Provides clear policy mandate for Alaska Public Utilities
Commission.

OBJECTIONS:

1) The Bush will go dark. The bill provides for regulation
by the APUC th”~t requires cost and income separation for
entities participating in competitive and monopoly markets.

2) Bush telecommunications costs will skyrocket. According
to ALASCOM®"s 1985 Intrastate MTS revenue data filed with the
APUC, the subsidy flowing from urban to rural areas is at most
7.2% of rural costs.

3) ALASCOM will lose AT&T subsidy. The FCC 1is reviewing the
subsidy regardless. Also, there is no evidence the rate
integration subsidy will be endangered by competition.

4) Alaskan market too small to allow competition. GCIl and
others do not think so. We should let the market decide.

5) Decision should rest with APUC. The APUC has been
considering competition for more than three years. The bill
decides the public po." ;.cy question of competition; APUC 1is
still responsible for determining most of the "how™".

SUNSET PROVISION: My Dbill includes a ""unset provision for
1993. A future legislature will revitv APUC"s evaluation of
competition and determine if competition is worth preserving.



Appendix A

ALASCOM 1985 INTRASTATE MTS REVENUE DATA

Dollars Per Year

(millions)

TO XAL
ANC-MAT STATE
ANC-FBX VALLEY REST LONG
JNU KENAI OF DISTANCE
ROUTES ROUTES SI&TE BjgEMSS
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) (52.1)
Surplus or *
(Subsidy) 10.9 (7.3) (3.6) (0.0)

* A total®” of $10.9 million in surplus revenue 1is earned on the
Anchorage-Fairbanks-Juneau route. Of this amount, $7.3 million
is used to subsidize the Anchorage-Mat Valley-Kenai Routes.

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

2" presented by Alascom at public hearing, APUC Docket No.
R-86-2, April 8, 1987.
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LEAS AIME AHFAIRS ACEHNCY
MEMORANDUM April 18, 1989
SUBJECT: Sectional Summary of KB 271
(Intrastate competition in telecommunications)
TO: Representative Loren Leman
FROM: Teresa B. Cramer~tina-~

Legislative Counsel

You have requested a sectional summary of the above de—
scribed bill.

As a preliminary matter, note that a sectional analysis or
summary of a bill should not be considered an authoritative
interpretation of the bill and the bill itself is the best
statement of its contents.

Section 1 makes legislative findings concerning telecommu—
nications services.

Sections 2, 4, and s exempt, from Alaska Public Utility Com—
mission (APUC) regulation under AS 42.05 and from municipal
regulation, utilities and services made exempt under AS

42 .13, enacted by sec. 7 of the bill. Under sec. 15 of the
bill, all of these provisions take effect January 1, 1990.

Sections 3, 5, and 10 repeal the exemption from APUC and
municipal regulation created in secs. 2, 4, s, and 7. Under
sec. 17 of the bill, these provisions take effect July 1,

1993.

Section 7 adds provisions concerning competitive intrastate
telecommunications services.

Sec. **2.13.010 exempts from APUC regulation an interexchange
service provider that did not hold a certificate of public
convenience and necessity from the APUC on January 1, 1989.
The exemption does not apply if the entity had an affiliate
that was certificated to provide intrastate service.
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Sec. 42.13.020 exempts certain services provided by a public
utility holding a certificate to provide intrastate tele—
communications service from regulation by the APUC. A ser—
vice may be exempted if the APUC finds that the entity or
its affiliate does not have market power in that telecommu—
nications service. The section also addresses costs of the
regulated and unregulated services.

Sec. 42.13.030 requires the filing of a notice by public
utilities exempted from APUC regulation or providing ser—
vices that are exempted from APUC regulation. The notice
contains the name and address of the utility, a description
of the interexchange services provided and the prices of
those services, and proof of the surety bond required under
sec. 42.13.080.

Sec. 42.13.040 permits the APUC to reimpose regulation on a
public utility that was exempted under sec. 42.13.010 or on
a service exempted from regulation under sec. 42.13.020.
Before it may reimpose regulation, the APUC must find that
the utility or an affiliate of the utility has market power
in the telecommunications market or in that telecommunica—
tions service, as appropriate.

Sec. 42..13.050 requires the APUC to establish a system of
access charges to be paid by interexchange carriers for us—
ing the services of local exchange carriers. The local ex—
change carriers or their association are required to file a
tariff showing the rates and other terms under which the
access service is provided to the interexchange service pro—
viders.

Sec. 42.13.060 establishes a universal service fund. The
exchange carrier association or the exchange carriers main—
tain the fund. Its purpose 1is to provide financial support
to exchange carriers to ensure the provision of interex—
change service at reasonable rates throughout the state.

The universal service fund 1is supported by a surcharge on
the exchange access charges established under sec. 42.13.-
050.

Sec. 42.13.070 allows the APUC to authorize an exchange car—
rier association to help administer the system of access
charges and the universal service surcharge.

Sec. 42.13.080 requires entities providing or proposing to
provide interexchange service to post a surety bond. The
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amount of the bond is equal to the entity"s estimated ex—
change access charges and surcharges for 90 days. The sec—
tion permits a local exchange carrier to contest the suffi—
ciency of the surety bond.

Sec. 42.13.090 provides that an entity may not prohibit or
restrict the resale of telecommunications service.

Sec. 42.13.100 requires an entity that provides an intra—
state telecommunications service or interconnection to pro—
vide the service or interconnection on a nondiscriminatory
basis and to permit others to connect with or use th-e ser—
vice when the public convenience and necessity require the
connection and the connection will not injure the system.

Sec. 42.13.200 directs the APUC to refer to court decisions
interpreting state and federal laws concerning monopolies
and restraints of trade when determining whether an entity
has market power under the chapter.

Sec. 42.13.300 sets but definitions for the chapter
including definitions for "interexchange service,"
intrastate service,” and "local exchange carrier."

Sections s and 9 address the exemption of certificated pub—
lic utilities from the unfair trade practices laws.

Section s provides that the provision of interexchange tele—
communications service 1is subject to the unfair trade prac—
tices laws. This section takes effect January 1, 1990.

Section 9 exempts all certificated public utilities from the
unfair trade practices laws. This 1is a return to the lan—
guage of the statute as it now reads. This section takes
effect July 1, 1993.

Section 10 repeals the exemption from regulation by the APUC
of entities and services providing intrastate interexchange
telecommunications services. This section takes effect July
1, 1993.

Section 11 requires a report from the APUC on the status and
effects of competition in intrastate interexchange tele—
communications services. The report 1is due in 1993, before
the repeal of the deregulation provisions of this bill take
effect.
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Section 12 requires the APUC to provide, 1in 1993, for the
regulation of previously exempted entities.

Section 13 limits the power of the APUC to change how the
money in the universal service fund is distributed during
the first two years of the fund®"s existence.

Section 14 requires the APUC to adopt regulations necessary
for the exchange access charges and universal service fund
on or before January 1, 1990, to take effect January 1,
1990.

Sections 15 - 17 are effective date sections for the bill.
If 1 may be of further assistance, please advise.

TC :kb
wkk4/022
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HB 537 Property Acquistion Practices

Sponsor: Boucher

Teleconference

HB 271 Interexchange Telecommunications Services

Sponsor: Leman

Background:

As you know, Senate State Affairs has been
grinding along with Frank's bill SB 206
which is the companion bill to HB 271.

Today, in Senate State Affairs, Pourchot
will be discussing the latest draft of his
bill (attached).

The key provisions of that bill are:

the APUC would be required to authorize
competition in intrastate long distance
by March 31, 1991.

Universal service world be preserved
through an access Qher?e mechanism and
mandatory geographically averaged rates for
retail services

competitive Iong distance telephone service
would be allowed statewide by resellers

the APUC would have authority to limit
facility based competition to high traffic
areas

the legislation would destinguish between
dominant and non-dominant carriers but al
carriers would have the same flexibility to
lower rates

the legislation would remove the exemption
under state anti-trust statutes for
intrastate long distance carriers

the legislation would be declared void if
it is ultimately not found to be
substantially similar to both the GCI and
the Alascom ‘initiatives
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Cramer
3/12/90
IN THE SENATE
SENATE BILL NO.
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - SECOND SESSION
A BILL
For an Act entitled: "An Act relating to intrastate 1long distance tele—

phone competition; and providing for an effective
date."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. FINDINGS AND INTENT. (a) The legislature finds that

(:) modern, affordable, -efficient, and wuniversally available
local and long distance telephone service is essential to the people of the
state;

() long distance telephone service should be provided by compe—
tition unless the competition is not in the best interests of the people of
the state;

) technological advances, reduced costs, and increased con—
sumer choices for long distance telephone service, resulting from the

adoption of an appropriate competitive marked structure, will enhance the

state"s economic development;

(A) the benefits of competition 1in long distance telephone

service should be shared by consumers throughout the state;

) the commission should oversee competition in long distance
telephone service to ensure that the competition is fair to consumers and

competitors;

(s ) the commission should provide for competition 1in a timely

manner.

(b) The Jlegislature intends this Act to be substantially similar

both 1initiatives that have been filed with the [lieutenant governor
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concerning competition in long distance telephone service in the state

thereby removing the 1initiatives from the general election ballot unde:

art.

ture

X1, sec. 4, of the Constitution of the State of Alaska. The legisla—

intends this Act to be a comprehensive treatment of the 1ssue o:

competition 1in 1intrastate long distance telephone service and to provide

for competition iIn a responsible and timely manner.

* Sec. 2. AS 42.05 1is amended by adding new sections to read:

ARTICLE 11. COMPETITIVE INTRASTATE LONG DISTANCE
TELEPHONE SERVICE.

Sec. 42.05.810. COMPETITION. (a) By March 31, 1991, the cominis-

.sion shall authorize competition in long distance telephone service.

(b) In providing for competition under (a) of this section,
commission shall Establish a system using access charges to preserve
universally affordable long distance rates. The commission may not
establish a system that leads to a deterioration of universal service.

Sec. 42.05.7"820. SCOPE OF COMPETITION. (@ The commission shall
permit on all routes retail competition 1in the provision of long
distance telephone service through the resale of services from another
carrier authorized to provide long distance service.

*(b) For the first two years of competition under AS 42.05.810 -
42.05.850, the <commission may limit Tfacility-based competition to
routes between the following locations:

@D cities and unified municipalities with a population
greater than 20,000;

(2) locations within 25 miles of cities and unified munic—
ipalities described under (a)(1) of this section; and

©)) locations with originating and terminating traffic
sufficient to require 50 voice-equivalent intercity channels.

(c) After the first two years of competition under



AS 42.05.810 - 42.05.850, the commission may prohibit facility-basec
competition on a route only i1f the commission determines that facil—
ity-based competition on that route will Jlead to deterioration of
universal service.

Sec. 42.05.830. CLASSIFICATION OF CARRIERS. (@) The commission
shall classify a long distance carrier as dominant or nondominant. A
long distance carrier that 1i1s the sole provider of local exchange or
long distance facility-based service for a location in the state is
presumed to be a dominant carrier.

(b) The commission may classify a long distance carrier th

not presumed to be dominant under (a) of this section as a dominant

carrier 1i1f the commission determines that the carrier has market

power . -
Sec. 42.05.840. DETERMINATION OF MA_RKET POWER. In determining

whether an entity has market power under AS 42.05.830, the commission
shall refer to reported court and administrative agency decisions
interpreting state and federal laws concerning monopolies, restraints
of trade, and the telecommunications industry.

Sec. 42.05.850. RATE AND TARIFF FLEXIBILITY. (@) The retail
rates” and changes to retail rates of a long distance carrier must be
geographically averaged.

(b) A nondominant carrier may modify long distance retail rates
without approval of the commission. However, a nondominant carrier
shall maintain a current tariff on file with the commission and shall
submit a filing as required by the commission b\ regulation at least
30 days before the effective date of a tariff change.

(c) A dominant carrier may reduce long distance retail rates
without approval of the commission. However, the dominant carrier

shall publish notice of the rate reduction at least 30 days before the



change takes effect and shall submit a filing as required by tht
commission by regulation. A tariff revision by the dominant carrie:
to increase a rate 1i1s subject to review and approval by the commissior
under this chapter.

(d) IT a long distance carrier selling a service or a local
exchange carrier meters a service for minutes of use, time of day, anc
originating and terminating location, the long distance carrier shall
offer the service for resale by other carriers.

(e) The commission may prohibit the resale of a long distance
service that 1is not metered for minutes of use, time of day, and
originating and terminating location.

(f) The wholesale rates of a dominant carrier for long distance
services for resale are subject to review and approval by the commis—
sion under this chapter.

(@) A wholesale rate for a long distance service 1s not required
to be averaged geographically.

(h) A facility-based carrier shall provide wholesale long dis—
tance services on a nondiscriminatory basis.

Sec. 42.05.890. DEFINITIONS. In AS 42.05.810 - 42.05.890,

(1) "geographically averaged rate™ means a rate that uses
the same tariff provisions and rate schedules to apply to all commu—
nications of the same distance, regardless of the originating and
terminating points of the communication;

(2) "local exchange carrier”™ means any carrier certificated
to provide local telephone services;

(3) "long distance carrier”™ means any carrier certificated
to provide long distance telephone services;

4) "long distance telephone service"™ or "long distance

service" means intrascate, 1interexchange telephone service provided to

-4 -



the public.

4 * Sec. 3, AS 45.50.572(u) 1s amended to read:
(d) AS 45.50.562 - 45.50.596 do not apply to public utilities
which have been issued a certificate of public convenience and neces—
b's sity under AS 42.05 to the extent the utility provides services other
6 than long distance telecommunications service. The sections apply to
the provision of lone distance telephone service.
Bli * Sec. 4. This Act takes effect on the date 30 days after the later of
91l (1) a decision by the Ilieutenant governor that the 1initiative

10 ! .- . .- . . . .
J petitions concerning competition in telecommunications 1in the state that
"% are on file with the lieutenant governor are void under art. XI, sec. 4,

12& Constitution of the State of Alaska; or

B{ (2) a final judicial disposition of the case, 1f the lieutenant
14 . . . e . -
J governor®s decision is appealed, declaring that the 1initiative petitions

15 .
are void.
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ALASKA PUBLIC UTILITIES COMMISSION /

DEPARTMENT OF COMMERCE AND ECONOMIC DEVELOPMENT  / ««"L" Street
i- SUITE 100

ANCHORAGE, ALASKA 99501
(907) 27W222

ALASKA PUBLIC UTILITIES COMMISSION
COMMENTS TO HB 271

March 21, 1990

Tha Commission has spanfc the last eighteen months restructuring
the telecommunications industry and, among other things, adopted
access charges and completed work on three additional 1issues:
cost separations, subscriber line ohargas, and the Alascom rate
design. Tha Commission 1lb currently examining tha competition
issue and has issued an order proposing competition regulations
implementing proposals set out by an independent consultant. The
intent .of the proposed regulations 1is to permit competitive entry
into the intrastate long-distance market while, at the same time,
preserving universal service.- Theea proposed regulations are-
currently being noticed to the public, with initial comments due
April 27, 1990, and reply comments due May 25, 1990. A hearing

is sat for June 5, 1990.

The Commission is not in a position to endorse HB 271 at this
time. Should the legislature determine a policy favoring
competition, the Commission requests that the statutes address
tha mechanism for implementing it only in generic termB. Tha
commission should be allowed to develop detail mechanisms that
will allow i1t to quickly react to rapid changes occuring in both
the telecommunications industry as well as in the regulatory

arena.
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By G. A. Keyworth, Il, and Bruce Abell

Introduction

Most people are familiar with the broad outlines of

the personal computer revolution:

S

The dizzying increase in computing power for less

and less money, giving kids at home, spending the
equivalent of paper route earnings, capabilities that
only advanced research laboratories could afford a
decade ago.

The reverberations in the traditional computer
market from the sale of 40 million PCs in the United
States, with giants like IBM struggling to find ways
to maintain their bread and butter mainframe busi-
ness and lesser giants, like Wang, hanging on for
dear life as their entire industry shifts. Between now
and 1995, the index of computing cost is expected
to drop six tir <sfaster for PCs than for mainframes.
And because PC cost was less to start with, the
cost per computation could be more than athou-
sand times less for the PC than for the mainframe.
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. The explosive growth of impertinent newl
companies, especially those producing software.,
whose successes underscore the volatility—and
opportunity--in the market.

. The frighteningly rapid “cycling” time for new
generations of technology and for new entrants
(domestic and foreign) into the marketplace.

However, fewer people realize that what is happen-
ing in computers is being paralleled in telecommunica-
tions. Even more important, those changes are linked
and driving each other, and within a few years the two
giant industries could begin to become indistinguishable.
But there is one fundamental difference between the two
industries: In the United States, one operates in virtually
the freest market imaginable, and the other is tightly, and
disastrously, hobbled by horse-and-buggy regulatory
mechanisms that seem blind to the 1990s and to the
growing competitive threat to American technology. That
mismatch presents a grave danger to U.S. leadership in
both of these fields.

The Possibilities

A simple view of what is happening in both indus-
tries is that "intelligence" that has traditionally been
concentrated in a few central locations-whether in the
form of giant mainframe computers or their virtual
equivalents, giant telephone company switching centers
-is steadily migrating out to the simpler, inexpensive
equipment in the hands of the users themselves. It
turns out to be much cheaper to provide comparable
capabilities that way.

For a long time, from the end of World War Il until
about 1982, the computer industiy developed the way
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other technological industries had developed before--
with the technology getting bigger, more complex, and
more centralized. But computers were not power plants
or steel mills, and it turned out that people who were
concentrating computers in a central place were due for
a surprise. That surprise was the personal computer.
Interestingly, the pattern by which the personal computer
has reversed trends toward centralization is evident in
other industrial areas as well, suggesting that we are
entering a period of major industrial restructuring. These
trends are seen in areas as wide-ranging as steel (mini-
mills), nuclear power (smaller modular designs), and
even space technology (cheaper, more numerous
satellites built around the same information-handling
microprocessors that drive the personal computer
expansion).

Earlier, a computer user had to go to the computer
"temple" himself and work there, or under the most

The link hetween the computer and teIeph?ne
Industries IS the Increasing Importance of a
common “lanquage” called “digitization.”

friendly circumstances, tap into the computer using a
terminal that allowed him to operate the computer
remotely. A telephone user, likewise, had to rely on a
central office, far down the line from him, to route his call
or to perform once-complex tasks like conference calls.
Now, with smart equipment, the user does his computing
on his desk and lets his office phone system choose the
cheapest long-distance rate for his call. What results is
the beginning of an information-age version of "power

to the people.'

The direct spinoffs are broad, embryonic, and
barely suggest the longer-term benefits and economic
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importance we will experience in coming decades.
Nonetheless, even now, they are impressive--such as:
desktop publishing that allows the PTA or the local
bicycle club to provide its members with documents at
low cost and virtually overnight (not to mention managing
the mailing list); office telephone systems that include
such labor-enhancing features as voice mail, call
forwarding, long-distance optimization, and internal
conferencing; electronic mail between individuals and
high-speed transfer of data between computers thou-
sands of miles and many time zones apart; interactive
video disks for one-on-one training and learning;
interactive access to thousands of commercial data-
bases, including scientific journals, newspapers, and
magazines; and on and on.

The link between the computer and telephone
industries is the increasing importance of a common
“language.” It is what is called "digitization," a
computer-age version of Morse Code. Like Morse Code,
it is a language that consists of only two words. Those
two words, spoken with a rapidity that only computers
can appreciate, are the means by which complex infor-
mation is simplified so that it can be treated in the com-
puter as nothing more than a series of ones and zeros to
be added and subtracted.

But what makes digitization important far beyond the
relatively mundane manipulation of words or numbers in
computers is that virtually any kind of information-words,
numbers, voice, music, photographs, movies-can be
converted into that same stream of ones and zeros,
then reassembled into their original form or some form
that intertwines several different kinds of information.

That intertwining has profound implications for
telecommunications.
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Today we require multiple means for sending and
receiving information into our homes and offices-copper
telephone wires for telephone traffic, coaxial cables for
television signals, terrestrial and satellite transmission for
broadcast signals, mail delivery for handwritten mes-
sages, newspaper delivery for timely printed information,
photos processed at the drug store for unique visual
information, and even the homework that children carry
in from school. But when all those things can be digit-
ized—and computer hardware and software is rapidly
becoming available to do that efficiently—we no longer
need all of those separate delivery systems. In the digital
world that is coming, we can use the same pieces of
equipment to move information around and display it,
sending it from place to place over a common route.

But-
Which route will that be?
Who will have access to it?
Who will be in charge?
How long will it take?

Those will be the central policy questions for the
United States as it makes the transition from the Indus-
trial to the Information Age. They are questions that
become increasingly difficult to evade, because the
common language of digital information is going to
integrate, amplify, and restructure the industrial world
over the next several decades. And on the answers
hang the fate of a vast portion of the American technol-
ogy business, and our economic security.
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Industrial and Economic Ramifications .

It may help to put that previous statement in
perspective to offer a view from the other side--from
Japan. Some technology planners there are estimating
that within 25 years something on the order of 30 percent
of the Japanese GNP will be linked to that common
communications route-which will be a high-capacity
fiber optic network that links virtually every location
now connected by telephone.

Fiber optic has the immense advantage over metal
wires in that it can transmit extremely large amounts of
information over a thin, flexible cable. Although invented
decades ago, it is only in recent years that the cost of

Infrastructures, if they are wisely chosen, create
economic opportunities. A digital network based on
high-capacity fiber optic technology is the way,
enormous amounts of goods and services are going
to be delivered and Used ang even produced in
coming decades.

producing rugged, pure fibers has become competitive
and that the “‘opto-electronics’ for switching, reading,
and sending the light-carried signals has become practi-
cal. In recognition, Japan announced it intends to invest
nearly $250 billion to upgrade their system's digital
capabilities over the next twelve years-into what they
have already designated their “ Universal and Intelligent
Communications Network." The numbers themselves,
and the time scale, are less important than the message
being conveyed about anticipated economic importance
of digitized telecommunications in Japan. And. as Philip
Campbell, Vice Chairman of Bell Atlantic, recently
emphasized, the Japanese are making that investment
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with the expectation that it will pay for itself through con-
sequent technology exports, chiefly to its best customer,
the United States.

What is it about this technology that makes it so
important? In a way, it isthe same thing that made
earlier installation of other national infrastructures, which
were also networks, important. The railroads literally
opened up the West by giving national access to the
resources there and by providing supply lines to support
populations to exploit them. Rural electrification earlier in
this century may have been important as a social benefit
for rural America, but it was more important as the
opening door to vastly increased farm productivity
and rural development.

Our early lead in installing a consumer-oriented
national telephone network not only introduced the
efficiencies of ready communication to the U.S., but it
provided an eager market for development of new tech-
nology and new products, by AT&T and its affiliates and
rivals, that translated into long-term, though rapidly
dwindling, telecommunications leadership and profit for
America. And the interstate higi way system, the most
recent national infrastructure, became a critical element
of our post-World War Il economic growth, a part of the
infrastructure whose importance can be seen in the
intense concern today about its deterioration.

The point is that infrastructures, if they are wisely
chosen, create economic opportunities. The communi-
cations infrastructure being advocated in this paper as
a near-term national projec.t-a digital network based
on high-capacity fiber optic technology-is the way
enormous amounts of goods and services are going to
be delivered and used and even produced in coming
decades, and it will be the backbone of the merged
communications and computing worlds,
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It is important to recognize the proliferation of
products and services that already reflect the dramati-
cally increased reliance on these new technologies.
Computers may be the minor constituent of those
applications when compared to the uses of silicon in
products from automobiles to talking toys, and in
services from Federal Express to McDonalds.
Moreover, the process of manufacturing is shifting to
an information-based system-from computer-assisted
design to just-in-time inventory management-that is
increasingly characterized as the flow and alteration of
information, not the flow and alteration of materials.

And where is the fastest growing sector of business?
In software development, which provides the manage-
ment and operating tools for all that silicon. Businesses
like Microsoft, with sales of nearly S600 million with
profits of more than 20 percent of sales, which have
grown like beanstalks during this decade, are the visible
tip of imnmense dedication of manpower to software
development. Companies like IBM or AT&T or Hewlett
Packard find their new product development paced less
by technology than by the ability to provide software
for it.

In short, information technologies and the new and
rejuvenated businesses that they enable are already the
major source of U.S. economic dynamism-and the
sector where we have the best chance of fending off
foreign competition. But we are rapidly approaching the
point where lack of that digital network will become our
competitive disadvantage.

This new kind of communications network is not
just another evolution of technology-unless we would
classify the telephone or the assembly line or the com-
puter as "just” another evolution. This is a discontinuity,
a new infrastructure, one that is going to be as important.
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and with as much potential for generating new jobs and
prosperity, as did railroads, electrification, or highways.

For the user, the prime attribute of such a network
would be speed--which translates into vastly expanded
access. Ifthe network were capacious enough, the user
could send or receive virtually anything that could be
pushed through his end-unit to someone else's end-unit
as fast as he could feed it in. That is certainly not the
case now, except for telephone conversations and for
those fortunate business users who have access to
existing fiber optic linkages (but who still are stopped
short when they have to deal with customers and
suppliers through "weaker links”). Moreover, because
he would be converting his "thing” into digital format for
transmission, it would reappear at the other end in
virtually identical form to the original--and even today’s
telephone conversations can not make that claim.

This new kind of communications network is not
Jusi another evolution of technology-unless we
would classify the telephone or the assembly line or

the computer as “just” another evolution.

The applications in business will be immense but
consider just a few ways in which ordinary consumers
would delight in having access to the network.

The proliferation of facsimile machines today comes
up against some very real and frustrating limitations in
our existing telephone system. Anyone who has waited
for a long document to creep out of the machine, then
tried to decipher some of the fuzz that is supposed to be
legible, knows how frustrating the inherently slow trans-
mission of twisted-pair telephone wires is for anything
other than voice. But a fiber optic network would enable
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us to make fax machines that provide print quality and
copy speed at least as good as good Xerox copies
today.

Another example. Today you can buy from Sony
what looks like an ordinary 35-millimeter camera. But the
camera does not use film. It records fifty pictures on a
two-inch square floppy disk. Those pictures can then be
displayed on your television screen-or the pictures can
be sent, over a telephone line, anywhere in the world.
The camera and player, at more than $800, may be on
the verge of consumer acceptance, but the transmission
of pictures is not terribly practical yet, and it is expensive.
It takes about five minutes of dedicated phone time to
send a single picture right now, so it is neither convenient
nor economical. The people who endure those limita-
tions, and those of other technologies like it, are profes-
sional photographers who have to get photos from
one place to another very quickly, people working on
deadlines.

But if you were thinking about future markets, how
would they look if that same picture could be transmitted
in a second or less-a snap of the fingers and grandma
has a picture of the new grandchild.

Any discussion of these kinds of high-speed
transmissions over the network lead to an inescapable
companion issue: What are those smart machines that
are going to be hooked on to the ends of that digital
pipe? Telephones? Computers? Or a hybrid?

None of those responses is visionary enough. The
best answer offered so far has been masquerading as
something else-High Definition Television (HDTV)-
and our seeming failure to appreciate the downstream
impacts of that development could cost us dearly a
decade from now.

10



COMPETITIVENESS & TELECOMMUNICATIONS

It would be foolish, and arrogant, to disregard the
importance of HDTV as a means of delivering television
entertainment to the home. That has been me hook that
snagged the public’s interest in the subject, and the
economic importance of entertainment has consistently
permitted large investments in new consumer electronics
technology. But if HDTV represented no more than a
better television, it would not have attracted so much
attention in the first place-certainly not in the United
States, with its relatively minor stake today in television
hardware.

HDTV was, instead, touted as critical to the U.S.
microelectronics industry because it would become such
a large market for chips that (among other issues) HDTV

When the device is fast enough, with enough
memory, fo handle the flood”of digital data
representing intermingled images, text, and sound,
itwill begin to do What has mostly just heen
promised so far——to make the compiter approach
the frienaliness of a telephone or television.

manufacturers would have strong leverage on chip
supplies and availability. That is important to U.S.
national interests.

That gets closer to the point, but still stops short.
HDTV needs all those chips because HDTV will become
the most powerful computer yet put into the consumer
marketplace. The second-generation HDTV, the truly
digital image processing and display device, could have
all the functions we expect to see in the hybrid smart
device at the nodes of that digital network.

HDTV is the point where the personal computer
and television converge, and it will soon be academic

1
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whether that device is perceived as a personal computer
(or a home/workstation) with a superb display that
shows television programs too, or a television that is so
versatile that it acts as a personal computer/workstation
as well. Our Hudson colleague Georr? Gilder, in his
new book MICFOCOSM, quotes Nicholas Negroponte of
MIT as predicting: "Your TV set will probably have 50
megabytes of random access memory and run at 40 to
50 MIPS [minion instructions per second]. It will be
basically a Cray [supercomputer.” So the home and
office will have this new device, a digital processor of
prodigious capabilities.

The marriage of i consumer-friendly television and
an intimidating PC may seem mixed and unpromising,
but those prospects are certain to improve in short order.
We are on the verge of an advance in PC software anri
hardware that may finally (admittedly a dangerous
prediction) provide the kind of user-friendliness that
will be required in such a /brid device.

Among the most important advances will be the
combination of very-high-speed operations (paced by
the hardware of the next several generations of micro-
processors) and the introduction of graphical menus
and artificial intelligence (the software embodied in the
so-called "presentation managers") that speeds users
through operations with minimal prior knowledge
needed.

Those are then combined with new capabilities in
mixing media in the computer/television as the digital
integration takes hold. BUSINESS Week (oct. 9,1989)
reports a market forecast for multimedia of $11.4 billion
by 1993, up from a few hundred million today. It also
reports Apple's John Scully as predicting "Multimedia will
change the world in the 1990's as personal computers
did in the 1980's." When the device is fast enough, with

12
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enough memory, to handle the flood of digital data
representing intermingled images (still and moving),
text, and sound, it will begin to do whai has mostly just
been promised so far--to make the computer approach
the friendliness of a telephone or television. Much of
that will unfold within the next few years.

If we then have this computer-television in place,
it will exert a naturally irresistible pull on the traditional
home and office telecommunications as well. For start-
ers, the telephone line can be easily extended so that
facsimile could be handled by this device, especially if the
display, printing, and storage capabilities inherent in
computers can be used to enhance the service. In fact,
today’s computer manufacturers have already marketed
several generations of “fax boards" that plug into ordi-
nary PCs and provide many of the fax’s functions for PC
users, saving money by taking advantage of the PC’s
printer for hard copy. Fax boards also solve the growing
problem of "junk faxes" by storing the incoming faxes in
computer memory where they can be easily ignored or
discarded by the uninterested recipient.

But if the fax is built into this device, why not the rest
of the telephone as well? The intelligence we want in our
phones or faxes should be relatively easily supplied by
the same computer mechanisms that drive the hybrid
device. So why maintain and pay for duplicate devices?

Much of this merging can and will happen as a
consequence of computer technology driving the
market. Butthere is a parallel force at work as well,
because this is a computer-television. One way or
another, the television receives information at very high
rates. Mere telephone connections will not do; they
cannot accommodate the high flow of data. Today,
television uses three means of delivering imagery:
broadcast through the air from ground antennas or

13
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satellites; coaxial cable run into the television set; or
videotape. But there is a fourth route that could supplant
them all. Fiber optic cables have far greater capacity,
oetter fidelity, and one other advantage: They can serve
virtually every other communication need a home or
office may have, including telephone service and com-
puter data exchanges. All in one spaghetti-thin strand,
and with capacity to spare for future expansion.

The fiber optic network also takes that critical step
of linking each node to every other and providing that
virtually instantaneous interaction between nodes that

Many organ|zat|ons W|th signficant communications
needs have arge ly abandoned the traditional
concepts of hotha “telephone™ and a “telephone
company.” Unfortunately, those concepts have
been given artificial extensions of life by our
telecommunications regulatory system.

puts us all "on-line" with whatever and whomever we
want. But while the computer and television industries
are driving their segments of the market toward each
other, the telecommunications industries-the ones to
develop the fiber optic digital network to connect the
devices-are badly out of kilter in the United States, but
ominously less so in other countries. Inthe United
States we have aworsening mismatch between the
senders and receivers of digital information and the
network they can use.

In athoughtful recent book, The Geodesic Network,
Peter Huber writes that, “The major telecommunications
challenge in the next decade is the seamless intercon-
nection of the intelligent nodes already in place, in home
computers and in mainframes, in central power plants

14



COMPETITIVENESS & TELECOMMUNICATIONS

and in residential electric meters and thermostats, in
burglar alarms and in police stations, in medical sensors
and in hosptals, in cars and in satellite-orientation sys-
tems, in the aser-optic electronics [CD players] already
found in mil. cns of homes and in the fiber networks that
already cut across the country.”

Huber’s key word is "seamless.” What we have
now is anyth ng but seamless. The biggest kink is the
low-capacity copper wiring that hooks our homes, and
most of our offices, into the telecommunications network.
Even though there already exist some high-capacity fiber
optic connect ons between major transmission points,
most of us remain constricted by our narrowest link. In
many ways, so does our potential opportunity to lead in
me marketplace.

Obstructions

The situation with regard to distributed intelligence
in computer and telecommunications networks in the
United States is perplexing. The reasons are partly
historical, linked to the divestiture, in 1984, of AT&T.
AT&T was, by all measures, a shining star in America's
industrial world. It was an unchallenged technical leader
in telephone systems end networks. It provided service
to users that set standards for the rest of the world. And
it proviued income for its stockholders, who included
many, many ordinary ctizens. By most measures, it was
an ideal American company.

But by one measure it was not. AT&T was
essentially a government-approved monopoly. It was a
benevolent monopoly, but a monopoly nonetheless. It
was a monopoly in terms of the services it provided,
and it was a monopoly in terms of its ability to prevent
competition. However, by the 1970s it was no longer a

15
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monopoly in terms of its technological dominance.

For one thing, many foreign companies, active in tneir
own domestic markets, were becoming very good.
They were doing something we now see is critical to
developing new technology-taking advantage of their
domestic markets to explore, develop, and improve new
technology. There was also growing pressure from
potential U.S. competitors who felt they could offer
comparable if not better--and cheaper-services than
AT&T. In particular, since AT&T's rates were deliberately
structured to favor the smallest customer, and therefore
subsidized in part by the business and long-distance
users, competitors saw plums dangling and ready to be
plucked.

By the time of the divestiture of AT&T in 1984, after a
decade of legal maneuverings, the technological break-
out was in full force. There was an immediate rush of
new players into the traditional telephone markets. At the
same time, there were already many businesses with
specialized telecommunications needs that had stepped
into the future in the form of private high-speed data and
voice transmission systems. In effect, they met their
needs by working around an increasingly irrelevant
regulatory system. They gave us a glimpse of the future
in the form of an active, independent telecommunications
market that began to blur the distinctions between tele-
phones, other communications, and computers. Many
organizations with significant communications needs
have largely abandoned the traditional concepts of both
a "telephone” and a "telephone company."

Unfortunately, those concepts have been given
artificial extensions of life for most consumers by our
telecommunications regulatory system. And the ordinary
consumer, who was supposed to benefit most from a
more competitive marketplace, is benefiting far less than
he could because the regulatory system has remained

16
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narrowly coupled to old concepts of telephone service.
Public policy has been so preoccupied with grandma’s
telephone service that it threatens to sacrifice her grand-
children’s employment opportunities. And, ironically, the
users of private networks are the ones with the better
services that were supposed to be stimulated in the
public network by divestiture of AT&T.

Among the more grating restrictions are those pre-
venting the Regional Bell Operating Companies (RBOCs)
from manufacturing telecommunications equipment and
Tom originating any of the information products that run
".nrough their lines, in effect, as Peter Huber points out,
the RBOCs are reduced to the role of a reseller of other
people’s equipment-hardly a charterto encoui age
innovation.

A growing number of people fear that those
restrictions arc already costirg the United Stntes its
previously unchallenged leadership in the very area
they were intended to stimulate. It probably made
good sense to break up the telephone monopoly in this
counry because cf the constraints it was piecing on
competition and introduction or new technology. But the
action went only half wav. in effect inviting new players to
compete but reining in the old players from responding.
Someone observed that we did the right thing by break-
ing up i, .e telephone monopoly in this couritry-but then
we undercut that action by substituting a czar for a
monopoly to run things.

There is another complication. The regulatory
morass n worsened by the fierce competition among
the growing number of players in telecommunications.
The current situation is as much dictated by ongoing
contentiousness between telephone companies and
computer and television transmitting companies as it is
by regulations. All the parties are locked into a self-

17
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destructive zero-sum game in which they appeal to the
regulators for a larger piece of the pie-at a time when
there should be room for most (though probably not all)
of them to grow synergistically. As a consequence,
those and many other would-be players in this new
market are stymied-able to see opportunities for growth,
but unab'e to know which opportunities will be permitted.

Telephone companies understand the potential for
growth all too well, which only increases their frustration
at the regulatory constraints they have to live with now.
Television broadcasters and cablecasters also under-
stand-and with some justification, fear-the changes
that will occur as the consumers’ equipment increasingly
merges into integrated systems. Integration of equip-
ment pushes the technology toward integration of
communications routes--a possible loss of a unique
business niche for powerful interests.

The Threat

As was noted earlier, it is the telephone companies
who are most hamstrung by regulation and least able to
control their own destiny. And among them, it is the
RBOCs who seem the most boxed in, forbidden from
manufacturing while watching foreign competitors set up
shop in their own backyards, and generally prevented
from adding value to what they sell. They see the tech-
nology, and they see the opportunities to exploit it. but
they have a difficult time getting permission to do so.
That is not the case in other countries, which have not
had the "benefits” of divestiture of their national tele-
phone systems. Ironically, American companies that
manufacture telephone equipment find themselves taking
their technology expertise to foreign companies for joint
development-the products of which are then sold back

18
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into our ow- "arket--because the RBOCs are forbidden
to become - ,olved in manufacturing.

The co”.equence of our muddle, and the dimin-
ished incenv.as for investment in new technology, is
tnat our once-unquestioned technological and service
leadership is eroding, and we are choking off an

< s vitally important for the United States
to move quickly and forcefull¥ tocreate.

a telecommunications infrastructure on which
2 new U.S. electronics industry can grow.

enormous domestic market by allowing squabbles
oetween potential competitors to burden our ability tc
".eep up with tns rest of the world. Consider this ex-
ample: France, which ten years ago had atelephone
system that was the butt of international jokes, now has a
- ome and o f ce videotex system (Minitel) with over five
million users and some 10,000 different services available
*othem-all over their telephone system. The most
popular has ceen an electronic telephone directory-no
more phone books. But once Minitel gained acceptance
tr rough this natural service, it became an important

r aw avenue for at-home shopping and travel planning.
Now shop signs in France routinely list their telephone
numbers and their Minitel numbers for customers’
convenience.

The U.S. regulatory disincentives are retarding
America’s rightful place in the Information Age, and they
are denying opportunity to our citizens. In looking at the
means for our own firms to thrive in our own market-
place. we overlook the importance of that common
ianguage--the parlance of that digital world where voi.'e,
pictures, text, everything can be intermingled.

19
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And, of course, the problem is compounded by the
encroachments of non-telecommunications industries
which have long-term potential to capture elements of
that market. For example, several Japanese companies,
like NEC and Hitachi, will soon produce a high definition
television. Even though the U.S. FCC has established
standards for future American HDTV broadcasting that
differ from those pursued by the Japanese, including
backwards compatibility with existing sets, the Japanese
system nearing production operates by satellite feed,
which is weakly regulated, rather than by terrestrial
broadcast channels. And Japanese companies are
investing significantly in making small and affordable
home satellite dishes.

NEC, for instance, could sell a dazzling new
television, along with an HDTV VCR to drive it, and also
offer special programming from satellites they own and
operate. The efforts by Japanese companies to buy
American entertainment properties, like Sony’s purchase
of Columbia Pictures, would be a reasonable part of a
strategy of acquiring material for broadcast. Given the
wide bandwidth available on direct broadcast satellites,
itwould be possible for the television provider to begin
to offer additional communications services as well-
perhaps a telephone service, or digital facsimile.

Thus, while cur own business interests continue to
struggle with a regulatory system that is loath to rock
anyone’s boat, an unregulated arm would be quietly
building the basis for its own integrated telecommunica-
tions system. We already know that the next-generation
HDTV can be a personal computer as well, and even if
the bandwidth of direct broadcast satellites is ultimately
limited compared to fiber optics on the ground, the
early entrants will have many years’ head start on
manufacturing integrated digital products and in
shaping the consumer market.

20
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One can postulate other kinds of incursions on our
domestic computer/communications/television market.
They have happened in less complex areas already. But
the seriousness in the case of integrated communica-
tions is greater than it has been for such isolated cases
as television receivers or VCRs. The specific threat in the
iorm of HDTV underscores a general threat, notjust to
our telecommunications business, but to one area of
ejusiness that has resisted foreign challenges reasonably
well so far-computers. It is evident that as the com-
outer’s value is increasingly dependent on multi-media
ecapabilities and on visual displays, the Japanese compa-
nies’ expertise in consumer electronics will make them
increasingly strong competitors. For that reason, itis
vr.ally important for the United States to move quickly
and forcefully to create a teiecommunications infrastruc-
ture on which a new U.S. electronics industry can grow.

Strategy----=--======mmmmmmmmmmmm e

At some point in the future, telecommunications
ne*"Norks are going to consist entirely of high-capacity
fiber optic cables. These digital networks will offer daz-
zling speed and near- perfect accuracy in transferring
infc-mation from point A to point B. And those points will
be virtually anywhere-home, office, classroom, library (in
the oroadest sense), and so on.

The single most important thing the U.S. could
do now to promote U.S. industrial interests is to
speed the wiring up of this country with afiber optic
communications network-an electronic pipeline that
will make it as simple and fast to exchange images and
data and whatever from machine to machine as it is to
call your aunt in Dubuque today.
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This suggestion often draws a puzzled resDonse,
because in the United States many people mistakenly
believe we are already in the process of installing digital
networks at an appropriate pace. Some people point to
plans to provide what is called integrated service digital
network telephone service, or ISDN.

But ISDN is proceeding slowly and does not begin to
exploit the possibilities of digital communications, nor to
keep pace with the technology available to the end-user
in non-telephone equipment. ISDN is indeed digital, but
it will be introduced initially using existing copper wires.
While the users will have the opportunity to begin to
enjoy some limited advantages of a digital network,

ISDN falls far short of what optical fiber technology

would enable. It would make possible the clarity of digital
transmissions, but not the speed needed to allow high-
speed or visual transmissions. The fact that there is an
international body that has established standards for the
introduction of ISDN, as well as timetables, is too often
used as a goal for policymakers in the United States,
whereas it tends to be a minimum elsewhere.

Why? Because ISDN is a creature of the telephone
companies, and telephone companies, because the
regulatory constraints niche them severely, have weak
incentive these days to think expansively.

Nor do the kinds of specialized or private fiber
optic trunk lines installed to sen/e business and scientific
users constitute a public network. Those trunk lines are
analogous to an interstate highway that carries bulk
traffic from one city to another but then leaves your home
or office still isolated down a dirt rcad--and with your new
Ferrari sitting in the garage! A fiber optic network to
meet national needs would give every user that same
kind of end-to-end capacious and rapid service.
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Nonetheless, those existing, limited networks are
the technological backbone of our future, because
they represent both our tradition 0f leadership in this
area, as well as the repository of our own leading edge
technology. For 20 years the industrial and research
communities have been developing and using these
specialized telecommunications networks. The United
States pioneered technology for computer communica-
tions in that market. Many parts 0f the world are now
crisscrossed with dedicated telecommunications net-
works for high-speed exchange of information-whether
for airline reservation systems, financial transaction
networks among banks, credit card validations, elec-
tronic mail, or any of thousands of other uses that are
taken for granted. There is, in fact, an immense technical
base underlying those routine operations.

What has emerged is a large number of private
networks that operate accordin \to well-established
standards, but which are owned and managed by
thousands of different organizations. The origin of
this proliferation of what is—for all practical purposes--
computers talking to computers, was in early networks
developed by the Defense Department for use by scien-
tists and engineers. Their expansion, and improvements
in digital communications over two decades, created a
counterpart in the computer industry of the public tele-
phone network expertise in the telephone companies.

As we look to the elements that will comprise future
telecommunications networks, w® see it drawing on the

strengths of four distinct, but merging, sectors:

# Personal computers and the devices associated
with them;

« Television (as the force driving technologies for
advanced image processing and display);
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. Public telephone networks, with their tecnnologies
for hemdling immense numbers of separate commu-
nications simultaneously (AT&T still constitutes the
world's best resource for designing and running
large networks); and

o] Data communications networks, with advanced
technologies for handling immense amounts of
information for relatively fewer users.

An Approach to Public Policy---------------

How can the United States forge a national policy,
and national commitment, that will enable us to emerge
from today’s confusion as a leader of tomorrow’s
industry? While there are many points of agreement on
how the technology will evolve, over time, there is little
agreement on the issues raised earlier in this paper.
Those include:

o] What are the technical specifications for the net-
work, including the interfaces between different
parts of it, some of which already exist?

. Wno will control access to it? Will a new regulatory
means be needed?

o] How long will it take to install, and in what order it
will proceed?

. How will conflicting interests, and investments, be
reconciled? What role will foreign business play?

9 How will services be priced? By the bit? Flat rates?

And will there continue to be subsidies of one class
of user by others?
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S How important will it bs to ensure universal access
to the advanced network? Will this become a rich/
poor issue?

The problem is unlikely to be repaired without the
participation of the federal government. It is also unlikely
to be repaired without acknowledging that although there
will, in the long run, be millions of winners, there are also
going to be some currently established players who do
not fare well. Riit that appears to be the case whether or
not we act to change things,

The RBOCs, under current practices, face a less-
than-stimulating future, but would benefit greatly from
loosened restrictions. Conversely, the cable television
companies would appear to be poorly positioned to
compete in the technology-driven market that could
accompany bundling of services on a single communica-
tions channel. Existing television broadcasters who
originate programming have already seen and felt the
impacts of competition from alternatives available on
cable. They perceive the fiber net as yet further en-
croachment on their lorig-held dominance. Fiber, with its
capacity for delivering perhaps a hundred channels to
the viewer, could fragment the market into many niches,
threatening the mass markets that now support the
expense of production The future role of broadcasters
is not clear, but must be addressed and perhaps even
assured to win their support.

Likewise, there exists a persistent opposition from
the print media to some aspects of fiber networks-
particularly to the requests by the RBOCSs that they be
permitted to sell information of their own rather than
simply provide the channel. Just as broadcasters fear
loss of their large markets and revenues, newspapers
(which have become increasingly monopolistic) and
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magazines fear loss of their markets as customers find
fiber-provided advertising and news to be a convenient
alternative to what they nave now.

A story, perhaps apocryphal, says that a British
leader scoffed at the invention of the telephone, saying
that "It may be all right for the Americans, but we have
plenty of messenger boys." In truth, the physical pro-
duction of the daily newspaper-complete with the labor-
intensive hand delivery to each customer in the darkness
of night-would seem vulnerable to a technology that
made that delivery via a fiber optic cable, 'ielevision
news has already forced the print media to restructure,
with the closure and consolidation of many formerly
competing news outlets. While the print media brandish
the First Amendment at potential competition more
readily than some feel appropriate, there will be serious
issues that arise, and must be solved, if print media and
a fully utilized fiber network are to coexist.

Yet the fact that the potential political problems are
difficult—and often nasty-should not dissuade pursuit of
new public policy. Adhering to the status quo threatens
us twice. It threatens first to handcuff our best efforts to
compete for near-ierm telecommunications leadership as
foreign companies encroach where we are forbidden to
advance. And it threatens also to stifle U.S. progress
in an unfolding area of new technology, one that early
indications suggest will be one of the dominant ones
during the next generation. The stakes may be very
large.

Actually, government’s role in breaking the stale-
mate does not have to be that intrusive, nor is it a case
where large amounts of government expenditure will be
required. But government is the only party that can clear
up the rules, and clear the track, so our industries can
exploit the opportunities.
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The earl fallout of such action would be to allow
American industry to begin to make long-term plans for
now they will r,e a part of, and profit from, a national
digital network, it may well be that the process of cabling
the entire country could take 20 years. But what would
ue different would be that demand would be permitted to
-;nive the process, instead of being stalemated as it is
enow. And American companies could provide goods
end services to meet that demand. Right now very few of
them are able to make major commitments to technology
c»r product development because there are no standards
th guide the products they might make, and certainly no
timetable that would tell them v/hen they might be able to
s>ell something.

Government’s role in breaking the stalemate
dges not have to be Intrusw(? ut government
IS the only party that can clear ug the rules
S0 0]r industries'can exploit the opportunities.

What is missing is a "business plan” for the transi-
tion to fiber optics, without which companies can barely
start to forecast potential revenues from products
designed for the network and without which they will
hesitate-with good reason-to invest in the research
and development that precedes the introduction of new
tecnnology. And that, in the long run, may be the big-
gest penalty we pay for our inability to resolve the policy
issues. Because companies in other countries already
have much better guidance about what their domestic
markets will be like.

We have the largest telecommunications system in

the world, the biggest computer market, and the biggest
domestic market overall. Inthe scheme of worldwide

27



COMPETITIVENESS & TELECOMMUNICATIONS

competition, our domestic strength can be a tremendous
lever for our own technological leadership. But not
unless we clear out the confusion and let it work. The
network should be looked at as a prolific tree, and the
fruit will be the new businesses that will hang on that
network. Japan will not approach this new technology
with a fragmented domestic market, and they will grow
the profitable fruit to hang on that fiber optic tree.

As things are proceeding now, there is a strong
possibility that the United States may emerge from this
transition to digital communications as the world’s great-
est customer, not the greatest supplier. That would be
tragic. As we look across the spectrum for areas of
industrial technology where we can make a stand, and
where we have the tools to lead and even become ex-
porters, digital telecommunications is one of the best and
biggest opportunities we are likely to see for a long time.
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INTRASTATE LON% DISTA ELEPHONE COMPETITION

N
XECUTIV

The technological revolution which brought interstate
long distance telephone competition to the Ilower 48 and
Alaska is now bringing the same pressure to bear on Alaska's
regulators to introduce intrastate long distance service. While
many states have introduced competition, Alaska's unique
demography, small telephone market, and the absence of
subsidies which are available to interstate users but not
intrastate users make the benefits of competition less clear.

Normally, the agency which would make the decision of
whether or not to introduce competition is the Alaska Public
Utilities Commission (APUC). The APUC has recently
completed a variety of telecommunications related decisions
which could set the stage for a decision on competition.
However, two private long distance carriers, Alascom and GClI,
have placed initiatives on the November 1990 ballot which
would provide for a competitive intrastate structure. If either
initiative passes, it would supersede any previously approved
regulations adopted by the APUC.

Unfortunately, because Alascom and GCIl are adversaries,
their respective initiatives represent the extremes in terms of
regulatory options. Neither initiative provides the APUC the
flexibility to adopt a more moderate approach. Although
voters will have a choice of regulatory options to vote on in
November 1990, that choice is extremely limited and may not
include the most appropriate public policy for Alaska. In
addition, it is likely that objective public policy analysis of
this complex issue will not be heard in the public relations
blitz that will precede the November vote.

Because the implications of adopting either initiative
have not been fully explored, it is very possible that either
initiative could create a substantial legal, administrative and
financial burden on the State and possibly adverse economic
impacts on some telephone consumers. A more rational and
responsible approach, at this point, appears to be to continue a
decision-making process through the APUC which balances the



goals of affordable, universal service with the efficiency and
pricing incentives of competition.

An initiative can be removed from the ballot only if the
legislature passes legislation which in the Attorney General's
opinion is substantially similar to the initiative. To retain the
ability to develop other options through the APUC process, it is
recommended that the Legislature consider legislation which
comprehensively addresses this subject and could be found to
be "substantially similar® to both the proposed initiatives,
thereby removing them from ihe baiiot.



INTRASTATE LONG DISTANCE TELEPHONE COMPETITION

The State of Alaska is rapidly approaching a decision on
whether to allow competition in the provision of intrastate
long distance telephone service. The process of deciding this
issue has been initiated in three different forums: the Alaska
Public Utilities Commission (APUC), the State Legislature, and
the public ballot (through the initiative process). However,
which public body wili make the final decision is unclear. A
decision in one forum could well be nullified by a subsequent
decision in different forum. The process is complicated by the
likelihood that a final decision reached in any one of these
forums will be challenged in the courts.

BACKGROUND

National Trends

At the national level, the telephone industry is currently
in the midst of a rapid market structure transition. Once
considered a natural monopoly, the telephone industry is now
being transformed into a competitive market structure. New
technology, federal regulatory policies and the divestiture of
AT&T have all contributed to the growth of competition,
particularly in the interstate long distance market.

1) Technology -- New technologies, such as digital
switching, satellite and microwave transmission and fiber
optic cable, have significantly lowered the cost of providing
service. This has lowered economies of scale and made it
possible for firms much smaller than AT&T to enter the
market.

2) Federal Policies -- In the iate 1960's and early
1970's, the Federal Communications Commission (FCC) and the
courts reversed long standing policies against entry into
telecommunications markets. In addition to finding that
comoetition was in the public interest, the FCC also promoted



competition by ensuring through regulation that AT&T did not
use its market dominance to stifle competition.

3) Divestiture -- In 1984, AT&T was divested of its 22
local operating companies as the result of the negotiated
settlement of a Justice Department antitrust suit. The terms
of the settlement required that the newly independent Bell
operating comp/jtnies (BOCs) provide access to all interstate
long distance companies on an equal basis. Not only did
divestiture remove AT&T's superior access to the local
exchange, it removed a portion of its operation that could have
been, used to subsidize its long distance service.

The Alaska Market -- Interstate

Interstate long distance service in Alaska is provided by
Alascom and, since 1982, by GCIl. Alascom serves the entire
state. GCI serves Anchorage, Fairbanks, Juneau, Matanuska
Valley, Kenai, Ketchikan and Adak. GCI carries approximately
50% of the southbound interstate long distance traffic
originating in the areas that it serves.

Interstate long distance service in  Alaska is
characterized by fewer competitors than in the lower 48. Two
factors are largely responsible for this: 1) Alaska’s small
market size; and 2) financial support from AT&T to Alaska's
interstate long distance companies, Alascom and GCI, which is
not available to other would-be interstate long distance
carriers.

1) Small Size of Market -- The Alaska market is
extremely small in comparison to the rest of the U.S. Alaska’s
local subscribers account for only 250,000 (0.2%) of the
nation’s 120 million access lines. Interstate long distance
calls originating within Alaska account for only 0.015% of
total interstate calling.

2) Financial Support — Alascom provides interstate
service through a joint service agreement with AT&T in which
AT&T terminates Alascom's southbound traffic and Alascom
terminates AT&T's northbound traffic. The joint service
agreement is the result of an FCC policy, adopted in the early



1970's, to integrate the rates available in the lower 48 with
Alaska, i.e. to use the same nationwide average rates in Alaska
as elsewhere. Under the agreement, all costs, including
Alascom's return on investment, are paid for by AT&T. In
return AT&T keeps all revenues. AT&T estimates that in 1989
costs will exceed revenues by $85 million. AT&T also argues
that $30 million of Alascom's costs should be allocated to
intrastate services rather than interstate services. Alascom
disputes this charge and maintains that AT&T's costs are
inflated. A joint federal and state advisory board, to the FCC,
is currently examining what, if any, market structure changes
are necessary to reconcile the FCC's rate integration and pro-
competition policies for Alaska as well as what changes in
either cost separations or support may be necessary to effect
that market structure.

GCI also receives financial support from AT&T, in the
form of discounted rates on a limited number of leased lines,
as a result of an antitrust suit. GClI's carrier lease agreement
provides significantly less support in total dollars than
Alascom’s joint service agreement with AT&T. GCI estimates
Alascom’'s financial support at approximately 12 cents per
minute or greater compared to the approximately 2 cents per
minute GCI receives for lines leased from AT&T. AT&T affirms
that Alascom’s support is at least five times greater than
GCl's but also maintains that, for a variety of reasons, the
figures are not really comparable. These reasons include the
fact that: Alascom serves the entire state, GCI serves only
urban routes; Alascom's profit is guaranteed, GCIl's is not; and
GCl's support is limited to only a portion of its southbound
traffic not its entire operation, as is the case with Alascom.
GCl's carrier lease agreement expires in 1992.

The Alaska Market - Intrastate
Alascom is the sole provider of intrastate long distance

service in Alaska. In 1988 its total inrrastate long distance
minutes of traffic were 229.6 million, compared to total

originating interstate minutes of traffic of 283.4 million.
Alascom intrastate long distance revenues in 1988 were
approximately $85 million. By comparison Alascom will



receive approximately $117 million from AT&T in 1989 in
compensation for use of its interstate facilities.

An important aspect of Alascom’s intrastate operation is
that it offers statewide average rates. Under this policy, two
calls on different routes of equal distance are charged the
same rate, even thojgh the cost of providing service on the
two routes might be very different. As a result, rates for low
traffic rural routes tend to be below cost, and rates for high
traffic urban routes tend to be above cost. This subsidy flow
helps to support remote areas of the state that might not
otherwise be able to afford long distance service.

In April 1987, Alascom presented data to the APUC which
indicated that the flow of support, from Anchorage, Juneau and
Fairbanks to the rest of the state, was approximately $3.6
million.  More recently, Alascom reported to the Chairman of
the Senate State Affairs committee that based on an
examination of its 26,000 routes, 6000 high traffic urban
routes were generating a subsidy of $27 million which was
being used to support its remaining 20,000 low traffic rural
routes. Calculating the actual amount of the subsidy is not
possible given the information that is currently available to
the public. Alascom treats its cost, revenue and traffic data
on individual routes as proprietary, and the APUC has
supported Alascom's requests to keep it that way.

Alaska Public Utilities Commission (APUC)

Regulation of long distance service in Alaska is divided
into intrastate service under the authority of the APUC and
interstate service under the authority of the FCC. In 1983, in
conjunction with considering whether to adopt intrastate
access charges, the APUC undertook the question of whether
competition in the provision of intrastate longdistance
service was in the public interest. In late 1986, GCI filed a
request to provide limited intrastate long distance service and

proposed regulations to govern competition. In response to
GCl's proposal, the Commission turned its attention to possible
rules for competitive entry. Hearings were held on GClI's

initial regulations in March and April 1987 and on GClI's
modified regulations in February 1988. However, in June 1988,



the Commission issued its omnibus telecommunications order
which, among other things, postponed a decision on these
regulations until it had the opportunity to address a number of
interrelated issues which "affect the ultimate question of
whether or not there should be competition in state toll [long

distance] services." The most important of these issues
include:
1) Cost separations -- Historically, because long

distance companies rely on local phone companies to originate
and terminate long distance calls, the long distance companies
have been made to share in paying for the fixed, non-traffic
sensitive (NTS) costsl of providing local service. On the
federal level, cost separations is the process of deciding how
to divide NTS costs between interstate and intrastate use. On
the state level, cost separations is the process of dividing
intrastate NTS costs between local and intrastate long
distance service.

Recently, the FCC decided to limit the percentage of NTS
costs attributable to interstate long distance service to 25%.
In Alaska, this has had the effect of increasing the cost burden
on intrastate users and has required the APUC to decide how to
allocate this increased cost between local and intrastate long
distance companies.

In November, the APUC completed its cost separations
rulemaking. According the the APUC, "cost separations must be
in place before the financial implications and mechanics of
competition can be analyzed and decided.”

2) Access charges - Prior to divestiture, compensating
unaffiliated local companies for the use of their facilities was
done through settlement agreements. These were private

contracts between AT&T and each local exchange company.
This system was workable when there was only one long
distance carrier but as competitive long distance carriers
entered the market the FCC found that they too should share

1 "NTS costs do not vary with the volume of traffic. For example, the cost to
construct and maintain the wire loop from an individual's telephone to the local
telephone company's central office does not depend on the type or volume of
traffic that individual generates.” [Correspondence with APUC, Jan. 11, 1990]



some of the costs of local facilities. The FCC replaced
settlement agreements with access charges. Access charges
are charges assessed on a per minute basis to long distance
companies for originating or terminating an interstate long
distance call to a local exchange.

In November, the APUC issued an order to replace
settlements with access charges effective January 1, 1991.
Although it was not necessary that a decision on access
charges precede a decision on competitive regulations, it is
generally agreed that access charges would be necessary in
order for competition to work. Therefore, having an access
charge system in place will expedite the introduction of
competition should the APUC move in that direction.

3) Subscriber line charges -- Like access charges,
subscriber line charges are a mechanism for recovering a
portion of the NTS costs of local companies. Currently,

subscriber line charges are only being used at the interstate
level. Since 1985, the FCC has gradually increased subscriber
line charges. For example, the subscriber line charge for
residential and single-line business customers has increased
from $2.00 per month per subscriber to the current rate of
$3.50. This has allowed interstate access charges to decline.
In the process, long distance rates have declined and basic
local rates have gone up. What the FCC has done, through
subscriber line charges, is subyert the intent of the cost
separations process by shifting the portion of NTS costs
allocated to the interstate jurisdiction back onto local
service.

In Alaska, adoption of subscriber line charges would have
shifted costs from long distance users to local users, enabling
intrastate iong distance companies to lower rates and,
thereby, increase demand and total revenues. The trade-off,
however, would be considerably higher Jlocal rates.
Beneficiaries of a subscriber line charge system would be
intrastate long distance companies and users that make a large
number cf intrastate long distance calls. Losers would be
basic local rate payers, in particular, those who are infrequent



intrastate long distance users.1 In November, the APUC
rejected the use of intrastate subscriber line charges.

4) Alascom’s rate design -- "There are two basic parts io

setting any utility's rates. First, there is a calculation of the
total revenues it is allowed to earn, and second, there is a
determination of the rates it will charge for each type of
service in order to collect its total allowed revenue
requirement. The second part is called the rate design or rate
structure." fRestrnnturinn Alaska's Telecommunications
Industry: Objectives. Issues, and Plan: APUC]

In November, the APUC established new rates for
Alascom's intrastate long distance services. The principal
change was to lower the rate for long-haul calls and raise
rates for short-haul calls. According to the APUC, Alascom's
rate design will "provide useful information for the ultimate
resolution of the competition question."” For example, the
APUC's examination of Alascom’'s rate structure has
highlighted the importance of distance sensitive average rates
in maintaining universal service. However, the data the APUC
received frnm Alascom still does not provide the APUC with
the inforr ..tion it would need to determine the subsidy flow on
individual routes.

With these issues complete the Commission held a two
day hearing on November 27 and 28 to make a decision on GClI's
proposed regulations for intrastate long distance telephone
competition. The substance of what was discussed and decided
at that hearing is contained in Order #14 of Docket R-86-2,
Order Addressing Objectives: Rejecting Proposed Regulations:
and Establishing Procedure. In the order, the APUC states that
"preserving and promoting universal service" is its most

1 "Each $1.00 of an intrastate SLC [subscriber line charge] would generate
only $2.9 million dollars of revenue per year. This approximates 4 percent of
Alascom's revenue requirement. A $1.00 SLC would mean that subscribers
need to make intrastate toll calls of $25.00 or more per month to avoid
increased telephone bills. For every $1.00 spent on intrastate toll calls
thereafter, the subscriber would save approximately 4 cents. Although
Alascom's requested SLC was $4.00 and was intended to reduce intrastate toll
rates by 15.8 percent, its relative benefits would have to be judged by
weighing a consumer's intrastate toll usage against a $4.00 per month increase
in basic monthly charges." [from APUC order on subscriber line charges.]



important telecommunications policy objective. The APUC
also recognizes that there would be a number of advantages to
allowing competition. These include. 1) an incentive for
carriers to operate efficiently; 2) lower rates; 3) new,
innovative, and more diversified services; 4) faster, more
effective response to customers' needs; and 5) eventual self
regulation of the market.

In view of this, the Commission determined that
"competition is in the public interest, if and only if, the
benefits of competition can be achieved and universal service
can be preserved.” In evaluating GCIl's proposed regulations
with respect to this dual goal, the APUC further determined
that the regulations were Iinadequate to protect universal

service.

[The regulations] prepared and submitted by
GCl in this proceeding proposed to protect
universal service by requiring each competitive
carrier to pay to Alascom a per minute
‘contribution for statewide service' for each call
carried by the competitive carrier. The primary
issues during the hearings held on GCI's regulations
were how the proposed contribution should be
calculated and whether or not it would protect
universal service...

Although the evidence was not conclusive, the
Commission is not convinced that GClI's
regulations resolve the problem. Tremendous
controversy surrounds GCIl's proposed calculation of
the contribution, and it is not clear that the
controversy can be resolved in a manner which
protects service to high-cost areas and still
allows GCI to compete in other areas.

The APUC has left open the option of allowing GCI to
resubmit new regulations which would meet the Commission's
new criteria. However, in the meantime, the APUC has hired a
consultant to help staff develop regulations. The first draft of
the Commission's regulations are expected to be completed by

January 31, 1990.



Public Ballot Initiatives

Two initiatives dealing with the question of intrastate
competition have been certified for inclusion on the November
1990 ballot. One is sponsored by GCI ("An Act relating to
intrastate long distance telephone competition”). The other is
sponsored by Alascom ("An Act relating to the creation of
competitive long distance telephone services within Alaska").

Despite similar titles there are important differences
between the two initiatives:

1) GCIl's mandates competition while Alascom's does not.
GCl's initiative presumes that competition is in the public
interest. Under the section on Findings and Purpose, it states
that "long distance service should be provided by competing
suppliers wherever possible." In other words, the APUC would
be required to permit competition as long as there are
gualified long distance companies willing and able to provide
service.

Alascom's initiative would require the APUC to make a
number of specific public interest findings before permitting
competitive entry. Specifically, a long distance company could
not be certified to provide service unless the APUC finds that
issuing a certificate:

a) will reduce rates and enhance services on the routes
the applicant proposes to serve;

b) will promote economic efficiency;
c) will not cause rate increases that jeopardize the
universal availability of affordable long distance

telephone services; and

d) will be in the long-term best interests of the state.



2) Both initiatives also differ with respect to how
Alascom would be regulated.

GClI's initiative requires the APUC to distinguish between
companies with market power and those without market
power. The initiative does not define market power, but
directs the APUC to ‘'"refer to reported court and
administrative agency decisions interpreting state and federal
laws concerning monopolies, restraint of trade, and
telecommunications industry.” Companies with market power
would be subject to full regulation under AS 42.05 [Alaska
Public Utilities Commission Act]; companies without market
power would not.

Initially, all new intrastate long distance companies
would be exempt from regulation, and only Alascom or an
affiliate of Alascom would be regulated. The APUC would have
the authority to regulate or re-regulate any company that
gains market power in an intrastate long distance service.
Upon request, the APUC would have to deregulate, on a service
by service basis, any company that can show that it lacks
market power for a particular service. The APUC must also
ensure that the deregulated carrier does not shift costs from
its deregulated service onto its remaining regulated services.
In this regard, the initiative stipulates the use of fully
distributed costing which is only one of several cost
methodologies normally used by regulatory agencies in
determining costs of service.

In contrast, under the Alascom initiative, Alascom would
be automatically deregulated on any route on which two or
more carriers were authorized to provide service.
Deregulation would involve exemption from the sections of AS
42.05 dealing with the setting of rates and tariffs [AS
42.05.361 - 42.05.431]. Alascom could be re-regulated on any
route on which, for whatever reason, it again became the sole
service provider.

3. Oniv the GCI initiative specifically provides for a
mechanism to subsidize high cost regulated routes.

While both Alascom and GCI recognize that competition
would cause a disequilibrium in the subsidies flowing from
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profitable to unprofitable routes, the methods they propose in
their initiatives to respond to that problem are different. GClI's
initiative provides that the APUC may adopt an Universal
Service Fund (USF) to "provide financial support, where
necessary." The USF would be funded through an access charge
surcharge or "other means" not specified.

Alascom’'s initiative is silent on the question of
subsidies to high cost areas. The initiative does not
specifically prohibit a USF, however, it is unclear whether
establishment of such a fund would require additional
legislation.  Again, Alascom's primary method for preventing
an interruption of subsidy flows that would threaten universal
service is to prohibit competition.

4. Alascom's initiative contains a section which would
automatically repeal the GCI initiative in the event that both
iniiialiy-.es. are approved bv the voters, regardless of the
respective margins of voter approval.

The relevant section of the Alascom initiative [Sec.
42.05.861 (b)] reads: "If the bill entitlted "An Act relating to
intrastate long distance telephone competition" that amends
AS 42 by adding a new Chapter 12 is enacted, that bill is
repealed."”

To summarize, GClI's initiative would mandate
competition and allow open entry and full deregulation for
firms without market power, but Ilimited deregulation for
Alascom, affiliates of Alascom or other firms that may gain
market power. In addition, the APUC would have the option of
creating a fund to provide support where necessary to maintain
universal service.

Alascom's initiative would require a continuation of the
status quo unless the APUC decides, based upon guidelines
which are stricter than existing statutes, that the public
interest is served by competition. Also, if competition is
permitted, Alascom would be free to set rates as it pleased on
any route where two or more carriers provide service. Finally,
GCIl's initiative would be repealed in the event that both
initiatives pass.



The Legislature

Two bills were introduced in the Senate in the 1989
session dealing with intrastate competition. SB 206,
sponsored by Senators Frank, Sturgulewski and Fischer, s,
with a few minor exceptions, identical to the GCI initiative.
The other bill, SB 242, sponsored by Senators Adams, Binkley
and Zharoff, was introduced at the request of five rural
telephone utilities.

SB 242 seeks to: 1) require continuation of settlement
agreements (the current method by which the intrastate long
distance carrier, Alascom, compensates local phone companies
for local facilities wused for both local and long distance
service); and 2) prevent the APUC from issuing a certificate to
a telephone utility to provide service in an area already served
by an existing telephone utility unless "the existing utility is
not providing adequate service and is unlikely to improve to a
satisfactory level within a reasonable period of time." The
practical outcome of SB 242 is that it would make it difficult,
if not impossible, for the APUC to institute intrastate long
distance competition. SB 242 would overturn the
Commission's recent order adopting access charges which the
APUC considers a necessary antecedent to competition. The
bill would also effectively preclude GCI, or any other carrier,
from entering the intrastate market unless the APUC finds
Alascom's service inadequate and unlikely to improve.

Any Dbill passed by the legislature concerning competition
during this session would supersede any decision on
competition by the APUC. Whether the same legislation would
remove from the ballot one or both of the initiatives is much
less certain. Legislation which is "substantially similar® to a
proposed initiative would remove the initiative from the
ballot. However, whether the legislature could pass a bill
which is determined to be "substantially similar" [see
Appendix on substantially similar legislation] to both the GCI
and the Alascom initiatives is an open question. That
determination would be made, at least initially, by the Lt
Governor based upon a legal opinion from the Attorney General.
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ANALYSIS

Universal Service and Subsidies

One issue that is central to the discussion of intrastate
competition is the question of universal service. Universal
service is currently maintained primarily through statewide
average rates, a mechanism which creates a subsidy flow from
profitable routes to unprofitable routes, and thereby maintains
the viability of the entire system. Both initiatives propose to
preserve universal service, but in very different ways. In its
initiative, in its proposed regulations, and in SB 206, GCI has
proposed a mechanism, the universal service fund, which would
allegedly preserve universal service. Alascom addresses
universal service by requiring the APUC to prohibit
competition if it threatens "the universal availability of
affordable long distance telephone service."

There are problems with both approaches. GClI's
universal service fund (USF) works by replenishing any subsidy
lost through competition via a fund generated through access
charges. However, the workability of the USF becomes
problematic as the size of the subsidy increases; the greater
the subsidy, the more that access charges would have to
increase.

Estimates of the subsidy range from $3.6 million to $27
million. Depending on the size of the actual subsidy, an USF
funded through an access charge surcharge would add 2 cents
per minute [$3.6 millio.n/229.6 million intrastate minutes] to
12 cents per minute [$27 million/229.6 million intrastate
minutes] to the price of a call. If the surcharge were limited
to just calls on competitive routes, the surcharcie amount
would certainly increase, but by how much is unknown.
Currently the rate for a intrastate long distance call after the
first three minutes, ranges from 10 cents per minute to 84
cents per minute, depending on mileage band, for a daytime
call. Although a 2 cent per minute surcharge on a 84 cent per
minute call (2% increase) might be considered reasonable, its
likely that a 12 cent per minute, or higher, surcharge on a 10
cent per minute call (120% increase) would not. It is, in part,
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the confusion which surrounds the calculation of the surcharge
which recently led the APUC to reject GCl's proposed
regulations for competition.

Another problem with a USF established by the APUC is
its questionable legality. GCl's initiative permits the
establishment of a USF "to the extent [that it is] permitted
under Article IX, Section 7, of the Alaska Constitution." This
section of the constitution requires that "[tlhe proceeds of any
state tax or license shall not be dedicated to any special
purpose, except provided in Section 15 of this article [Alaska
Permanent Fund] or when required by the federal government
for state participation in federal programs.” Mascom and the
Teamsters Union have already attempted, through court action,
to prevent GCI's initiative from reaching the ballot, in part, for
this very reason. Although GCI won the first round of court
battles in December and had its initiative certified for the
November 1990 ballot, this issue is still subject to challenge.

Alascom's approach to universal service is problematic

in that it involves a type of "catch-22." Alascom's initiative
would allow competition only if the APUC could find that it
would not threaten wuniversal service. However, the only

regulatory structure permitted under the Alascom initiative is
one that is almost guaranteed to threaten universal service.

For example, Alascom's total revenues would decline
under competition because of lost, market share and because of
lower rates on competitive routes. This revenue shortfall
would have to be made up in some manner. The most likely
method, and perhaps the only legal method for doing so under
the Alascom initiative, would be to raise rates on regulated
routes. However, if the APUC determines ahead of time that
the rate increases on regulated routes will likely threaten
universal service the APUC would be required to prohibit
competition. One can almost say, a priori, that the only way to
preserve universal service under the Alascom initiative is to
prohibit competition.
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Regulatory Concerns

The transition to competition will require a balancing
act on the part of the APUC with respect to the regulation of
Alascom. Complete deregulation of Alascom on competitive
routes could give that company an unfair competitive
advantage over its competitors. Compared to a company like
GCi, Alascom has considerable financial resources at it
disposal. These include the possibility of raising rates on its
regulated routes and the guaranteed profit that it earns on its
interstate services. Without regulatory oversight it is
possible that Alascom could temporarily price its competitive
services below the true cost of service. Because Alascom is a
monopoly there is always the danger that it might attempt to
subsidize its below cost competitive rates with profits earned
on monopoly services. If GClI or some other competitors were
forced to leave the market because of this type of predatory
pricing, then customers would be deprived of the long term
benefits of competition.

The opposite problem could occur if the APUC were to
allow competition but instead of completely deregulating
Alascom chose to over-regulate Alascom. For example, if
Alascom were prohibited from decreasing rates on competitive
routes unless the decrease was part of a system wide rate
reduction, then Alascom would in effect be unable to compete
with its "competitors.” This is because the average cost of
providing system wide service (which is the cost that Alascom
faces) is much greater than the average cost on competitive
routes (which is the cost Alascom's competitors face). This
scenario would lead to a pricing structure in which Alascom's
competitors would just underprice Alascom's rates and would
only provide service on profitable routes. This
"creamskimming” could significantly reduce the contribution
currently available for subsidizing high cost routes as well as
reducing Alascom's market share and return on investment.

challenge the APUC faces in considering an
approp * regulatory structure ic to find an acceptable
balance ween these two extremes. However, the APUC has
been reviewing the issue of intrastate long distance telephone
competition for the past six years. Although minimum policy
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objectives were established in December 1989, there is no
guarantee that regulations on competition will be adopted
anytime soon.

Problems with the Initiative Process

Although the prospect of letting the voters decide this
issue may seem a politically expedient one at first glance,
there are some clear problems with it. The first is that the
choices available tc the public are Ilimited. The options
available to the voters in November were conceived and
advocated by two very interested private parties and probably
represent the extremes in a range of options.

Another problem is the lack of information available to
voters upon which to base a decision. Most of the information
available tc voters on this complex issue will be highly biased
and presented in 30-second TV spots by two private
companies, GCI and Alascom. Objective factual analysis of the
issue wiil, in all likelihood, not lend itself to this type of
encapsulation nor have the funding available for an effective
media presentation.

A third problem with the initiatives is that both rigidly
define the APUC's role in implementing competition. Neither
allow the APUC much leeway to make basic changes in the
competitive frameworks established by the initiatives if they
prove to be flawed in some way.

A final problem is that the vote on the two initiatives is
not an either/or choice between the two initiatives. It is
possible that both initiatives could pass. Alascom's clause
repealing GClI's petition may not be legal and will certainly be
challenged in court. This could open the process to further
delays and uncertainties and the possibility that the court
could be the final arbiter on this issue.

The first three problems with the initiative process just
discussed are not without precedence. A case in point is
California's Proposition 103 which passed in November 1988
and called for a rollback of auto insurance rates.
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In order to implement the initiative, as amended by a
subsequent court ruling, the California Department of
Insurance (DGi) will need to expand its existing slaff by 263
positions. That increase plus other Proposition 103 associated
expenses resulted in a FY 90 budget request of $26 million
more than the previous year's budget.

The California insurance Commissioner has described the
problems brought on by Proposition 103 in the following way:

Proposition 103 was a poorly-drafted
measure and parts of it were held unconstitutional
by the state Supreme Court ... [T]he inherent defects
in  Proposition 103 create conflicts which, if the
measure is literally implemented, will discourage
competition, result in higher rates for many, create
arbitrary rates for some, create excessive and
discriminatory rates for some, and make insurance
less available.

CONCLUSIONS AND RECOMMENDATIONS

The APUC appears to have taken inordinate time deciding
if and under what conditions intrastate telephone competition
can occur in Alaska. However, the two initiatives certified on
the November 1990 ballot are extreme approaches to the issue,
representing the respective best interests of two corporate
competitors, Alascom and GCI. Both initiatives lack proper
analysis as to public policy impacts and both appear to have
deficiencies which could result in significant implementation
problems if adopted.

The Alaska legislature needs to ask itself whether it is
headed for an administrative, financial and consumer
nightmare with intrastate telephone competition through the
initiative process. The legislature could let the current
process play itself out and then subsequently attempt to
address any problems that may develop in the future. However,
a more prudent alternative would be to attempt to adopt
legislation which comprehensively addresses the subject and
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