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For example, a family of two receives $692 per month in AFDC support (see
attached table). During the month they receive their S800 PFDs, they would
be ineligible for the $692 payment. Under the hold harmless provision, the
PFD account would reimburse the family for the lost payment of $692. Loss
of transfer payments as a result of PFD payments 1is paid dollar-for-dollar
under the hold harmless provision. As long as the family spends their PFD
income so that Lhey hold $1,000 or less in cash during subsequent months,
there would be no resource 1issue, and there would be no further hold
harmless costs for the year. The DOR did not include resource costs in
their computation of potential hold harmless costs. Recipient loss of
eligibility as a result of excess resources occurs infrequently--of the S9
to $10 million budgeted for hold harmless in FY 90, less than $225,000 is
expected to be caused by excess resources. As PFDs continue to grow,
however, resource 1issues could cause hold harmless costs to increase.

IfT PFDs were paid more frequently--either quarterly or monthly--the
potential problem of excess resources would be decreased. Hold harmless
costs as a result of overpayment, however, would be significantly increased
because of the current size of PFDs. As mentioned above, two simultaneous
PFD payments of 5800 results iIn a 5692 overpayment (overpayments cannot be
negative) which 1is reimbursed under hold harmless. If the PFD"s had been
paid in quarterly installments, hold harmless payments could total 51,600;
because of four 5400 overpayments. In general, larger family size and more
frequent payments would further increase hold harmless costs. If PFDs were
paid in two 1installments, hold harmless costs would almost double;
quarterly payments would result inan approximate tripling ofcosts. With
monthly payments, the cost of hold harmless paymentswould be even
greater--and would effectively displace federal AFDC payments.

The DOR"s memorandum considered only the hold harmless costs of paying PFDs
in two payments. These costs are much easier to discern than more frequent

distributions. In general, the size of the PFD is sufficient to require
hold harmless costs to be paid even if PFDs were paid iIntwo or more
instal Iments. The complexities of the transfer payment system, plus

uncertainties such as family size and other financial resources, makes the
determination of hold harmless costs under more frequent installment
scenarios more difficult to determine. However, it 1is clear that more
frequent distribution of PFDs will increase hold harmless costs. Because
these costs are deducted from the PFD account, multiple payments will
reduce the size of PFDs. As the size of PFDs grow which they are expected
to continue to do so, resource ineligibility may become more of a problem.
Under those conditions, more frequent payments might reduce hold harmless
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Effects on the Alaska Economy

As mentioned in DOR"s memorandum, payment of PFDs in two installments
during the winter months would have the benefit of smoothing out the
seasonal fluctuations of personal income in Alaska. We considered the
effects of more frequent payments of smaller amounts on the overall leakage
of dividends out of the state economy. It 1s likely that more frequent
payments would have only a small beneficial effect on leakage. This would
be true to the extent that recipients used PFDs more frequently for
day-to-day living expenses that entailed purchases of Alaska services or
manufactured goods.

For the purpose of this analysis, use of PFDs falls into four general
categories--savings, day-to-day expenses, capital purchases, and luxury
itemns. Because PFDs are a relatively small component of permanent income
for the majority of Alaskans, shifts in the use of PFDs are probably
influenced more by changes in the rest of an individual®s permanent income
than by the frequency of PFD distribution. Therefore, payment of PFDs in
installments is not likely to have a significant effect on how people
currently use their PFDs. For example, people who save PFDs would probably
continue to do so.

There could, however, be some shift from the purchases of cars and
furniturr (examples of capital goods) and airline tickets (an example of a
luxury good) to day-to-day expenses such as groceries or clothing because
the smaller size of the payments would require a recipient to save install—
ments in order to have the amount of cash-in-pocket that occurs 1in the
existing system. The leakage from items such as groceries and clothing is
probably no less than from capital and luxury goods because the majority of
all these items have little value added in Alaska. Instead, the profit
margin--which is retained iIn Alaska--on the capital and luxury good may be
greater than on the day-to-day expenses. Therefore, larger purchases may
result in a smaller leakage. As mentioned above, only to the extent that
smaller dividend payments would result in the increased use of PFDs to
purchase Alaska services or manufactured items would there be any economic
benefit of reduced PFD leakage from the state.

I hope this information is useful and answers your questions. If you would
like the Department of Health and Social Services to do a more in-depth
analysis or the Division of Permanent Fund Dividends to complete a fiscal
note, please let me know. Also, if you have additional questions, please
do not hesitate to cal 1.

Attachments

Economists generally measure the effects of expenditures on a state
or local economy 1iIn terms of the multiplier effect which measures the
additional rounds of expenditures an initial expenditure creates. The
magnitude of this "ripple” effect iIn the economy 1is influenced by the
amount of leakage of the expenditure out of the state or local economy.
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MEMORANDUM State of Alaska

THRU

from

GLnny Fay DATE October 10, 1088
House Research Agency
FILE NO 5802C
TELEPHONE NO 465-2300
SUBJECT Spreading Out Permanent Fur
Dividends In Two Annual
Installments

Cliff Groh, Special Assistant
to the Commissioner
Department of Revenue

You asked the Department of Revenue to lay out the economic benefits and'the
administrative costs of paying Permanent Fund Dividends in two installments.

This is an effort to outline the kinds of costs and benefits which might be
produced by this change. It is not a full-dress fiscal note, bill analysis,
or position paper.

We assume that the residency period and filing period would not change. The
only change would be that while the first installment would come during the
October-December period (when most dividends are paid out), the second
payment would occur sometime between January and June. We assume that the
two payments would be equal, and that this payment plan would be required
for all recipients.

The costs of this change would be substantial, both in direct administrative
costs to the Department of Revenue and the "hold harmless” costs in public
assistance payments borne by the Department of Health and Social Services.

The most obvious costs are the costs in paper and postage from printing and
mailing two warrants instead of one. The doubling of the checks would also
require a substantial increase in computer programming. A number of people
would move during the period between the issuance of the two warrants;
keeping track of these movements would necessitate a significant increase in
staff to handle the changes of address. R. Michael McGee, Acting Division
Director, thinks that monitoring all these movh. iv,s rai*ht require the
creation of a new accounting system for the program.

Public inquiries about dividend receipts and timing of payments would
probably more than double. The Department would expect increases in
telephone and office contacts as well as correspondence. These public
contacts would come from people who wanted to attach dividends as well as
from people who originally applied.

Mr. McGee thought that the change to a two-installment plan might require a
total spending increase by the Department of 40 percent of the Permanent
Fund Dividend Division's budget, which would represent more than $1 million.
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The additional "hold harmless™ costs would be much higher. Randy Hoore of
the Department of Health and Social Services estimated August 5 that this
change would increase "hold harmless™ costs by $ million to $10 million
annually. The biggest impact would be on Aid for Families with Dependent
Children, which produces most of the costs in "‘hold harmless" already.

The costs of administering the dividend distribution and the ™hold harmless”
program are of course taken out of dividends themselves. The estimated
total costs of the change to installments in the two departments would
probably be in the $6 million to $11 million range. Assuming 500,000 -
550,000 eligible recipients, this reduces each dividend by between $11

and $22.

The economic benefits of the change are more difficult to estimate. Gregg
Erickson, senior economist at the Governor's Office's Division of Folicy,
did not believe that the benefits would be great. He did say that the
economic effects would depend somewhat on when the second installment was
paid. He thinks that one big stimulating factor for dividends is that they
are "countercyclical™: they come out in the fall and winter when Alaskan's
incomes are lower than they are in the summer. Erickson predicts that
paying the second installment of dividends in February, for example, would
have a modest positive impact by smoothing out spending. He thinks this
smoothing out would make the economy marginally more efficient.

CG:bro

cc: Ervin Jones, Director
Permanent Fund Dividend Division

R. Michael McGee, Chief-Operations
Permanent Fund Dividend Division

Royce Weller, Assistant Commissioner
Alaska Department of Revenue

5892G
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Sen. Pat Pourchot, Chairman

P.O. Box V
Sen.Jan Faiks, Vice Chairman State Capitol
Sen. Al Adams Juneau, Alaska 90811
Sen. Tim Kelly
Sen, Rick Uehling 907-185-3712
Senate State Affairs Committee

MEMORANDUM

T0: Senate State Affairs Committee Members

FROM: Senator Pat Pourchot

RE: Friday, January 19 Committee Hearing

DATE: January 18, 1990

On Friday, January 19 at 1:30 p.m. in the Beltz Room the Senate State
Affairs Committee will hear the following bills:

SB 203. An Act relating to an option for receiving permanent fund dividends
in installment payments; and providing for an effective date.

SB 203 would allow for periodic or installment payments of Permanent Fund
dividends. This concept was proposed by the Anchorage Coalition of Small
Businesses to provide more consistent economic stimulation. SB 203 would
allow applicants to elect annually to receive a lump-sum payment or to
receive four installment payments over a 12-month period. Section 1 deals
amending the $10 contribution to the Alaska Winter Olympics account to
avoid the possibility of four contributions if an applicant chose the
installment plan. SB 203 has a significant cost impact, both iIn direct
administrative costs and the hold harmless costs iIn public assistance,
payments borne by the Department of Health and Social Services.

SSSB 341. An Act making an appropriation to the disaster relief fund:
making- appropriations from the disaster relief fund for relief of flooding
and replacement of a high school; and providing for an effective date.

SSSB 341, appropriates $7,411,452 from the general fund to the disaster
relief fund. $5,411,452 is appropriated from the disaster relief fund for
the purpose of meeting past disaster needs for flood damage in the Kenai
area In 1986 and for flood damage in the Anchorage area; along the Yukon-
Kuskokwim Rivers and in the Kenai Peninsula Borough in 1989. It would aho
allow for a $1,224,354 grant to the Bering Straits School District towards
the replacement of Stebbins High School, which was destroyed by fire in
1989.

$2,000,000 would be held in the disaster relief fund to meet projected
needs through the end of FY 90. The fund currently sits at approximately
$500,000 with close-outs and disasters pending.



January 22, 1990

George Kallas

Beef N Sea Restaurant

3230 Seward Highway

Anchorage, AK _ n p U Q

Dear Mr. Kallas;

Thank you for participating in the hearing on Senator Pearce"s Senate Bill
203, an Act relating to receiving permanent fund dividends in installment
payments. [ appreciate the input you and the other members of the
Anchorage Coalition of Small Businesses gave to the Senate State Affairs

Committee.

Please find enclosed a copy of the fiscal note for FY91 through FY96 and
the position paper prepared by the Department of Health and Social
Services. Both reflect the significant cost impact that SB 203 would have
in both direct administrative costs and the hold harmless costs in public
assistance payments borne by the Department of Health and Social Services.
Please share  the informationwith the Coalition and encourage them to
contact Senator Pearce and /or my office with comments.

Thank you. |1 look forward to hearing from you.

Sincerely,

Senator Pat Pourchot



Alaska State Legislature

3111 C Street, Suite 190 During Session:
Anchorage, Alaska 99503 P.O. Box V
(907)561-2033 miLnea Alaska 99811
(907) 4654923

Senator Drue Pearce

District G

MEMORANDUM

TO: Senator Pat Pourchot, Chair
Senate State Affairs

FROM Senator Drue Pearo
RE: Senate Bill 203
DATE March 26, 1990

On January 19, 1990, you heard Senate Bill 203 1in Senate State
Affairs Committee. At the conclusion of that meeting, you said
that your committee staff would research several issues associated

with this bill.

I request your assistance beginning that research. I am eager to
know the results so that we may continue working on SB 203 in your
committee with the goal of moving 1it.

DP: jf
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STATE OF ALASKA BILL VERSION: SB 203

LEGISLATIVE SESSION PUBLISH DATE:
FISCAL NOTE
REQUEST.
Revision Date: Agency Affected: Revenue
Title: An Act relating to an option BRU: Permanent Fund Dividend Division
for receiving PFDs in installments
Sponsor: Pearce Components: Permanent Fund Dividend
Requestor: Pivi sion

XPENPITURES/REVENUES: (Thousands of Dollars)
Fy a1 Fy 92 Fy 93 FY %4 FY 95 FY 9

OPERATING

PERSONAL SERVICES 240.7 259.9 259.9 259.9 259.9 259.9
TRAVEL -0- -0- -0- -0- -0- -0-
CONTRACTUAL 59.6 155.8 155.8 155.8 155.8 155.8
SUPPLIES 5.5 6.0 6.0 6.0 6.0 6.0
EQUIPMENT 73.1 -0- -0- -0- -0- -0-
LANDS &-STRUCTURES -0- -0- -0- -0- -0- -0-
GRANTS, CLAIMS -0- -0- -0- -0- -0- -0-
MISCELLANEQOUS -0- -0- -0- -0- -0- -0-
TOTAL OPERATING 378.9 421.7 421.7 421.7 421.7 421.7
| CAPITAL -0- -0- -0- -0- -0- -0-
| REVENUE -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 (PFD) 378.9 421.7 421.7 421.7 421.7 421.7
TOTAL 378.9 421.7 421.7 421.7 421.7 421.7
POSITIONS:
FULL-TIME 5 6 6 6 6 6
PART-TIME 6 6 6 6 6 6
TEMPORARY -0- -0- -0- -0- -0- -0-
ANALYSIS: See Attach
Prepared By: Ervin/ Phone: -465-2323
Division: Permanent Fund Dividend Date: arv 18, 1990
Approved by Commission Date

Agency: Revenue

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
Impacted Agency(ies) page 1 of



Department of Revenue
Permanent Fund Dividend Division
Fiscal Note Analysis
SB 203
January 18, 1990

Assumptions

1. With an immediate effective date, this bill will go into effect
for the 1991 permanent fund dividend; therefore, there will be

no impact in FY 90.
2. SB 5 (Longevity Bonus Annuity) will not become law.

3. Approximately 25% of all individuals who apply to receive a
dividend or who claim a dividend on behalf of another will opt
for the installment payment option. This will generate an
additional 390,000 warrants each year [.75W+(.25 X 4)]520,000
520,000 = 390, 000]

4. Dividends will continue to be processed and paid in the order
received, and continue to be paid during the period of
October 1 - December 15 at the rate of 50,000 per week (see
recommended amendment #1).

5. The distribution of garnishments is even throughout the
population; i.e. 25% of all applicants garnished will be those
who elect quarterly payments, thereby increasing the number of
garnishments by 75% [.75 + (.25 X 4)] =1.75. Based on the
approximately 30,000 garnishments received in 1989, this will
generate an additional 22,500 writs of execution to be
processed.

6. The payment of eligible applicants who elect deferred quarterly
payments will be accomplished by transferring their accounts to
a new separate accounting system which will interface with the
Permanent Fund Dividend master system, the Permanent Fund
Dividend garnishment sub-system, and the Alaska State
Accounting System (AKSAS).

7. Al dividend payments to be made on a deferred quarterly hasis
will be paid at the same time, regardless of when an applicant
is approved for payment (12/20, 3/20, 6/20, 9/20). A person
who 1s approved for payment after the first quarterly payments
are made for a year, will be issued their first payment at the
next payment date, receiving the cumulative amount that would
have been received had they been appro* 1 for payment on or
before the first quarterly payment was ujne. Thereafter, they
would receive normal quarterly payments (e.g. an agglicant
approved for payment on February 10 would receive "on 1 20;
25% on 6/20, and 25t on 9/20).

8. No interest will be paid on deferred quarterly pavment e,
9. The Department of Revenue would be required to report to el

IRS only those installment payments actually paid during -h-
calendar tax year. It should be noted that under the tax



Department of Revenue
Permanent Fund Dividend Division
Fiscal Note Analysis
S.B_2,Q3,

January 18, 1990

principle of constructive receipt, if a person has control ove..
the timing of receipt of income, they may have to pay tax on
the full amount of income as if they received it. In other
words, a person electing quarterly installments may be paia
only 1/4 of the total dividend in the dividend year, but would
probably have to pay tax on the full amount as If it were
received. The Department of Revenue would then have to modify
the Permanent Fund Di- idend tax reporting sub-system to account
for not only actual dividend payments, but also deferred
payments, and to subtract out the deferred payments the next
year. The permanent fund dividend warrant print programs would
be modified to notify instaliment payees of their tax liability
(1099 check stub).

10. Applicants who choose to assign their dividend, in whole or
part,, or who are garnished by a government agency will not be
allowed to elect quarterly payments.

11. Returned quarterly installment payments will be cancelled and
placed back in the dividend fund, to be reissued upon contact
from the applicant. Subsequent installment payments will be
automatically held until such contact is made. Again, this
would require complex logic in the new Permanent Fund Dividend
installment accounting sub-system.

Program Summary

The Department of Revenue would modify the 1991 permanent fund
dividend forms and instructions to provide for the installment
election. The entire Permanent Fund Dividend automated system
would be re-written to accommodate the changes, including
approximately 450 COBOL and CICS programs that comprise the master
system, archive system, garnishment sub-system, tax reporting and
withholding sub-systems and the data entry pro%rams. A separate
accounting system would be created to account for the deferred
installment payments. See above assumptions.

All applications would be screened for the election as they are
data captured. All 390,000 incremental installment warrants, Blus
the cancelled and reissued warrants will have to be processed by
the banking system and microfilmed by the Permanent Fund Dividend
Division at an additional cost. Based on assumption #13,
approximately 4,335 of these will be returned and cancelled, 3,400
to be reissued.

As with any change to the Permanent Fund Dividend program, the
public will respond with tens of thousands of additional contacts.
In FY 89, the division received over 246,000 individual publi*’
contacts. Most of the contacts received from October through H Imh
are "where's my check?"™ With multiple payments, this type -fc
contact will obviously increase proportionate to the increase in
frequency of payment. Additional help will be needed at the
Dividend Information Offices statewide and additional phene lines
will be needed to accommodate an expected 50,000 additional
contacts per year.

-3-



Department of Revenue
Permanent Fund Dividend Division
Fiscal Note Analysis

SJB..203.
January 18, 1990
The estimated cost of implementation of this bill is as follows:

FY 91 FY_ 92 FY_93

1. Positions
Data Processing

2 Analyst/Programmers |1V, R19

@ $4,524.38/mo. including salary

and benefits, for 12 months

to assist in rewriting programs $108. 6
and creating new installment

accounting sub-system to be ready

by March 1, 1991 for testing.

(FY 91 only)

1 Analyst/Programmer IV, R19
0 4524.38/mo. including salary
and benefits, for 12 months to $54.8 $54.8
maintain new systems and assist
in writing modified or more
complex system programs.
(beginning FY 92)

Data Entry

2 Data Processing Clerk I's, RS,

0 2425.52/mo. including salary

and benefits for 3 months. $14.6 $14.6 $14.6

Dividend Information Centers

Anchorage

t Processor Il's, RS,
/mo. including salary

n
5.
enefits for 12 months. $58.2 $58.2 $58.2

@ Ol

nt Processor Il's, RS,
2/mo. including salary

5.
enefits for 3 months. $14.6 $14.6 $14.6

@ Ol

Juneau

Document Processor Il's, RS8
2425.52/mo. including salary
d benefits for 3 months. $14.6 $14.6 $14.6



Permanent Fund Dividend Division

Fiscal Note Analysis

SB 203
January 18, 1990

Fairbanks
1 Document Processor Il, R8
0 2505.54/mo. including salary
and henefits for 12 months.

Ac.actuating

1 Accounting CIerk [, RIO
@ $269721/ including salary
and benefit for 12 months, to

maintain new installment accounting
system, IRS reporting system and
assist with garnishment sub-system
which- w ill increase by approximately
23,000 garnishments.

1 Accounting Supervisor |, R14

0 $3386.20/mo. including salary
and benefits for 12 months to
supervise accounting controls and
garnishments.

Total Personal Services

2
3

Travel: None.
Contractual:

a) Printincr costs: 390.000 extra
PFD warrants and envelopes, plus
3,400 reissued warrants.

b) Postaae: for 390,000 warrants
and 3,400 reissued warrants, and
postage for returning and respond-
ing to extra garnishments.

¢) Telephone Lines: 3 additional
lines.

a) Department of Administration
Charcreback (estimated) ; additional
disc space and computer time. New
system will require new disk drive.

c) Maintenance.: for 11 Wang 4250
terminals with emulator boards
for new positions, Wang mainte-
nance 0 $90.00/mo.)

Total Contractual

FY 91

$30.1

$240.7

$2.4

$45.2

$12.0
$59.6

FY 92

$30.1

$32.4

$40. 6

$259.9

$10.4

$108.4

$2.4

$22. 6

$12.0
$1558

FY 93

$30.1

$32.4

$40.6

$259,9.

$10.4

$10b.4

$2.4

$22. 6

$12.0
$155.8
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SB 203
January 18, 1990

FY 91 .EX-22 EX-23.

4. Supplies.:

Microfilming supplies to
microfilm additional warrants $0.5 $0.5 $0.5

Misc. office supplies
for additional personnel. $5.0 $5 5 $5.5

Total Supplies $5,5 $6.0 $6.0

5. Equioment

Purchase 11 Wang PC240 terminals with
emulator boards for additional

personnel 0 $2840/aach. $31.2

1 IFM Control Unit $8.5

Systems furniture for additional

personnel $33.0

2 Calculators for Accounting unit $0.4
Total Equipment $73.1 -0- -0r
Total Operating Cost: $345.0 $369.5 35235

Suggested Amendments:

Sec. 1 refers to the Winter Olympics account/check-off. Given the
current situation, this should be removed and SB 102 should be passed
by the House to clean up the statutes.

Sec. 2 amends AS 43.23.005 (ELIGIBILITY) by adding a new subsection
allowing an individual to select a lump-sum payment or guarterly
installment Payments of the dividend. This subsection does not deal
with eligibility and should instead be a new subsection (c) to

AS 43.23.025 (AMOUNT OF DIVIDEND).

Sec. 3 amends AS 43.23.025(a) by adding a sentence stating that the
first installment payment of a dividend shall be paid by December 1.
Since the Department of Revenue is still making payments through the
middle of December, this date should be changed to

-6-



/vram 'STATE OF ALASKA BILL VERSION:
e 1990 LEGISLATIVE SESSION PUBLISH DATE:

HCALNOTE

REQUEST:

Revision Dale: 3/3/89
Title : Option for receiving PFD in
installment payments

PFD Hold Harmless

SB 203

Agency Affected: Health and Social Services

PI'D Hold Harmless

Sponsor: _ Components:.
Requestor:.
EXPENDITURES/REVENUES:  (Thousands of Dollars)

OPERATING FY 91 FY 92 FY 93 FY 94 FY 95 FY 96
PERSONAL SERVICES -0- 722.2 722.2 722.2 722. 722.2
TRAVEL -n- -0- -0- -0- -0- -0-
CONTRACTUAL -0- 47.5 47.5 . 47.5 A?j..
SUPPLIES -0- 3.8 3.8 8,3 3. 3.8
EQUIPMENT -0- 57.0 -0- -0- -0- -0-
LAND L STRUCTURES -0- .t . -0- -0-
GRANTS, CLAIMS 4046.1 4248.5 4460. 4683.8
MISCELLANEOUS -0- -0- -0- -0- -0- -0-
TOTAL OPERATING -0- 4684.0 4819.6 5022.0 5234. 5457.3

CAPITAL -0- -0- -0- 0- = -0- _0-

REVENUE -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 PERM FUND -0- 4684.0 4819.6 5022.0 5234. 5457.3
TOTAL =or .  -0- -0"- -0- -0- -0-
POSITIONS:
FULL-TIME -0- 19.0 19.0 19.0 19.0 19.0
PART-TIME
TEMPORARY
ANALYSIS : (Attach aseparate page if necessary)
See Attached
No fiscal impact in FY9O.
John R. TaberV Di t Y4 " 465-3347
Prepared by : o] n_ . aAer irector Phone. -3347
Division : Public Ags”stgnce Date; '/ (:%/SIG..
ji
Approved by Commissioner(:J) —1 Date: _?
Agency: Health and Social Services

Distribution (by preparer):
Legislative Finance
Legislative Sponsor
Requestor
Office of Management and Budget
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Department of Health & Social Services
Division of Public Assistance

OVERVIEW

The PFD Hold Harmless provisions protect individuals from losing
eligibility for AFDC, Food Stamp, Medicaid, or SSI Program benefits, or
from having benefit levels reduced, when federal law requires that
dividend payments be treated as income or resources; benefits which
would otherwise be denied because of federal requirements are paid with
state "hold harmless™ funds. The funding source for these hold harmless
benefits is the Permanent Fund. Under the current PFD program
recipients may receive hold harmless benefits for up to four months each
year, but iIn most cases no more than one month of coverage is needed,
because most recipients quickly spend their annual dividends. Few
assistance households retain enough of their PFD payments to cause
ineligibility beyond the initial month of hold harmless coverage.

The introduction of a quarterly PFD payment option, as proposed in

SB 203, alters substantially the effect of the dividend payments on the
four assistance programs under discussion here. If a public assistance
recipient chose to receive quarterly payments, there would be an impact
on eligibility for assistance for at least four months during the period
over which payments were distributed, and in most cases, hold harmless
benefits would have to be paid for each of those months.

The following compares the PFD Hold Harmless coverage for an AFDC family
of three receiving the dividend on a annual basis vs. quarterly.

Current Annual Dividend Distribution

Total AF
Dividend Cash Assistance AF-PFDHH Hold Harmless
Amount Max Pymt Amount Months
Total Annual $2772 $846 $846 One

(3x$924 PFD) (Family of 3)

Proposed Quarterly Dividend Distribution

First Quarter $693 $846 $693 One
(3x$231 PFD)

Second Quarter $693 $846 $693 One

Third Quarter $693 $846 $693 One

Fourth Quarter $693 $846 $693 One

Total Annually  $2772 $2772 Four

The Dividend must be treated as income in the month of receipt. Under
the quarterly distribution there are four months of hold harmless pro—

vidin% coverage for the total amount of the dividends and tripling the
hold harmless cost compared to the annual distribution ($2772 vs. $84b).
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PFD Hold Harmless Program Coverage

The PFD Hold Harmless is dependent on entitlement program caseload, the
dividend amount, the way each program regards the dividend, and how the

PFD affects eligibility.

In estimating the PFD Hold Harmless cost under a quarterly dividend
distribution plan we have assumed 25% of the projected welfare caseload
would choose quarterly payments. As the rate of participation in a
quarterly plan increases, then the hold harmless obligation increases.
We assume a PFD amount of $924 with the quarterly option available for
the 1991 permanent fund dividend (FY92). The following identifies PFD
Hold Harmless for recipients participating in a quarterly dividend plan.

Cases PFD PFD Difference

Participating Hold Harmless Hold Harmless  (Increment

Program in Qtr Plan at Annual at Quarterly Increase)
AFDC 2225 1600.0 4420.5 2820.5
SS1/APA 1580 652.0 782.0 130.0
Food Stamps 2130 475.0 1378.0 903.0

Increment Increase in

PFD Hold Harmless client 3853.5
benefits If 25% of the caseload

opts for the installment option

1. Under the AFDC program, federal law requires that the dividend
payment be treated as income in the month of receipt and as a
resource thereafter. A dividend payment of as little as $350 per
person would still place all AFDC families over the federal
qualifying limits. The quarterly dividend nearly triples the cost
of PFD hold harmless for AFDC recipients opting for the installment
option and results in four months of hold harmless.

2." The federally-administered Supplemental Security Income (SSI)
program treats PFD payment as counf”ie income. A dividend of $717
places all Adult Public Assistance (APA) clients over the State
qualifying limits. The quarterly dividend payments increase PFD
hold harmless for APA recipients by roughly 20 percent and result
in four months of hold harmless.

3. Food Stamp Program policy now treats the PFD as income in the month
of receipt and as a resource thereafter. The quarterly dividend
triples the cost of PFD hold harmless for Food Stamp recipients and
results in four months of hold harmless.
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4. Medicaid Hold Harmless is generally expended in behalf of APA and
AFDC recipients who suffer resource ineligibility when their
retained Dividend (in the month(s) following receipt) places them
over the SSI/APA or AFDC resource limits. This analysis assumes no
change in Medicaid eligibility rules if the quarterly distribution
were implemented and no new Medicaid hold harmless cost.

PFD Hold Harmless Administration

An optional quarterly distribution of PFD payments would confront public
assistance staff with a vast amount of additional work, tracking its
caseloads for the more frequent dividend payments and taking action to
authorize hold harmless benefits.

In a single assistance household, some members could choose an annual
PFD payment, while others elected the quarterly option. The
complexities of case processing under such a system would be
overwhelming. We would be forced to impose additional reporting
responsibilities on our clients to ensure accurate eligibility
determinations. When client reporting responsibilities are increased,
some eligible people lose benefits because, for one reason or another,
they fail to comply with the requirement and their benefits are
terminated. A most serious deterioration of service quality would
derive from the diversion of eligibility staff t™me away from normal
service delivery activity, toward tracking dividend payments and
processing related case changes. The only way to prevent such
deterioration would be to provide additional staff to handle the

increased workload.

Each month the Division authorizes and issues benefits on roughly 27,700
program cases that require on-going review for possible case action.

The proposed quarterly PFD option would significantly increase field
staff case maintenance activity. We estimate 5 minutes per program case
monthly for the increased workload. " » "0

Allowing an average increase of five minutes per program case monthly
results in the following new staff need.
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Position Title Location SR S+B FTE Total Per Serv
Eligibility Tech I/11 Statewi de 128 39,023 n.o 5%*6,322
Clerk 111 Statewide 88 30,20A 3.0 90,612
Eligibility Tech 1V Statewide 15A A2,633 2.0 85,266

Personal Services 19.0 722,200

Contractual for communication and office **7.500
SDace at $2500 per position

Commodities at $200 per position 3,800

Equipment for one-time purchase of 57,000
workstation at: $3,000 per position

TOTAL 830,500

The focus of this analysis is the fiscal impact of the optional
quarterly dividend. Hold harmless cost increases will be influenced Ly
future caseload growth, the amount of the dividend, and public
assistance qualifying standards. All these factors combined influence
hold harmless cost, however, the potential for significant increment
increases relies more on the actual number of clients participating in a
quarterly dividend program. The more that opt for the quarterly option
the greater the financial impact on PFD Hold Harmless.

In FY93-96 we assume caseload and payment standards increase will impact
PFD hold harmless coverage at a 5 percent annual rate and the quarterly
option client participation rate remains at 25% of the total caseload.
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Senate Bill 203

"An Act relating to an option for receiving Permanent Fund Dividends in
installment payments, and providing for an effective date.”

Introduction

The changes in the Permanent Fund Dividend (PFD) program which are
proposed in SB 203 would have a severe impact on Alaska"s
federally-funded public assistance programs, and on the cost of the
benefits paid under the PFD "hold-harmless"™ provisions of current law.

Although there is substantial variation in the way each program
currently regards Permanent Fund Dividends, the PFD payments affect
eligibility and payment amounts in three state-administered,
federally-funded programs: Aid to Families with Dependent Children
(AFDC), Food Stamps, and Medicaid. The federally-administered
Supplemental Security Income (SSI) program also treats PFD payments as
countable income. The hold-harmless provisions at AS 43.23.075 protect
individuals from losing eligibility for AFDC, Food Stamp, Medicaid, or
SSI program benefits, or from having benefit levels reduced, when
federal law requires that dividend payments be treated as income or
resources; benefits which would otherwise be denied because of federal

requirements are paid with state funds.

The costs of these hold-harmless benefits are borne by the Permanent
Fund Dividend program. Under the current PFD program, recipients may
receive hold-harmless benefits for up to four months each year, but in
most cases no morethan one month of coverage is needed, because most
recipients quicklyspend their annual dividends. Few assistance
households retain enoughof their PFD payments to cause ineligibility
beyond the initial month of hold-harmless coverage.

The introduction of a quarterly PFD payment option, as proposed in

SB 203, alters dramatically the effect of the dividend payments on the
four assistance programs under discussion here. If a public assistance
recipient chose to receive quarterly payments, there would be an impact
on eligibility for assistance for at least four months during the period
over which payments were distributed, and in most cases hold-harmless
benefits would have to be paid for each of those months. Instead of a
short dividend issuance season toward the end of each calendar year, a
substantial number of recipients would be receiving dividend payments

during every month of the year.

Both the amount of hold-harmless benefits paid and the administrative
burden of providing hold-harmless benefits would be driven upward by a
quarterly distribution scheme. No empirical data exists which would
allow us to project the number of public assistance recipients who would
participate in an optional quarterly PFD issuance program, but PFD
program administrators believe that as many as 25% of our clients would
elect the quarterly payment option. For purposes of this discussion and
our fiscal note, we assume that 25% would choose quarterly payments.
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Discussion

Until 1989, the PFD distribution affected the AFDC and SSI programs to a
much greater extent than tho Food Stamp and Medicaid programs, and most
hold-harmless payments were made to AFDC and SSI recipients. In 1989,
the Food Stamp program changed the way it regards PFD payments in income
determinations, resulting iIn a substantial increase in Food Stamp
hold-harmless payments; this increase would be magnified by adoption of
8quarterly payment option. The Medicaid program would likely be the
least affected by a PFD installment payment scheme, principally because
the PFD payments influence eligibility for Medicaid benefits, but not
the amount of benefits provided to an eligible recipient. We would,
however, anticipate an increase In Medicaid hold-harmless costs under an
optional quarterly payment system.

The cost of hold-harmless benefits is only one aspect of the potential
consequences of adopting the changes proposed in SB 203. The
administration of public assistance caseloads would become much more
complex in the presence of a quarterly PFD payment option. This
increased complexity would substantially increase the amount of time
needed to process cases, producing a need to increase eligibility
determination staff in order to maintain current levels of service.

Under the proposed PFD distribution scheme, it is likely that the
Department®s existing special agreements with the federal AFDC and SSI
agencies, which greatly simplify administration of the current
hold-harmless program and protect the State from federal fiscal
sanctions related to case processing errors, would no longer be
acceptable to the administering agencies. The primary justification for
the existence of the agreements with the AFDC and SSI agencies 1is the
short-term, pervasive nature of the current PFD distribution program;
indications from our federal contacts are that the existence of an
optional installment dividend payment system would cloud this picture,
and probably result in termination of such arrangements.

These special agreements allow continuation of normal program benefits”
to individuals who receive PFD payments. The AFDC agreement operates by
applying a formula to the State"s claim for federal matching funds,
decreasing that claim by the amount that benefits would have been
reduced because of PFD receipt. In the case of the SSI program,
hold-harmless funds are used to restore overpayments made to SSI
recipients who lose eligibility because of PFD receipt.

Although even the current annual PFD distributions create a substantial
extra case processing workload during the PFD season, the existence of
the special agreements and the presence of efficient operating systems
enable the Department to operate a hold-harmless program which is
essentially transparent to most AFDC and SSI recipients, and to avoid
exposure to potential federal fiscal sanctions for payments to
ineligible households. The loss of these agreements would seriously
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erode the ability of the Division of Public Assistance to deliver
benefits to its clients iIn a timely, accurate manner, and would expose
the State to an increased liability for Quality Control payment errors
related to the more frequent distribution of dividend payments.

No such special agreement exists for the Food Stamp program because
when, 1in 1989, the federal Department of Agriculture required Alaska to
begin to treat PFD payments as income, 1t refused to consider such an
arrangement. The impact of the change in Food Stamp policy on the
Division of Public Assistance has been dramatic. In the absence of the
agreement, Food Stamp caseworkers must now convert nearly every one of
their cases from Food Stamps to a cash, PFD hold-harmless case during
the dividend distribution season. Eligibility workers must then convert
each case back to Food Stamps in a subsequent month, after thehousehold
again becomes eligible for federalbenefits. This change produced a
need for modifications to the Public Assistance data system which have
still not been completed, and a need for seven additional eligibility
determination positions in FY91 for management of the additional
workload. This workload would be further increased under a quarterly

dividend distribution scheme.

Even if the Department were able to negotiate special agreements with
all the related federal agencies to cover an optional quarterly
distribution of PFD payments, public assistance staff would be faced
with a vast amount of additional work, tracking its caseloads for the
more frequent dividend payments and taking action toauthorize
hold-harmless benefits in place of federally matched benefits. Ina
single assistance household, some members could choose an annual PFD
payment, while others elected the quarterly option. The complexities of
case processing under such a system would be overwhelming. We would be
forced to impose additional reporting responsibilities on our clients to
ensure accurate eligibility determinations. When client reporting
responsibilities are increased, some eligible people lose benefits
because, for one reason or another, they fail to comply with the
requirement and their benefits are terminated.

A most serious deterioration of service quality would derive from the
diversion of eligibility staff time away from normal service delivery
activity, toward tracking dividend payments and processing related case
changes. The only way to prevent such deterioration would be to provide
additional staff to handle the increased workload.

The Department®s information processing requirements, along with the
demand for information from the Department of Revenue, would also
increase dramatically if SB 203 became law. Currently in place is an
interdepartmental data interface which provides adequate information to
allow for accurate public assistance eligibility determinations during
the annual PFD distribution season. We also produce an annual data
match for the Social Security Administration to facilitate hold-harmless
benefit processing under the special agreement for the SSI program.
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Under the quarterly distribution option, monthly data exchanges would be
necessary to maintain payment accuracy in the state-administered
programs and to satisfy the information needs of the SSI program. In
addition, massive changes to the public assistance Eligibility
Information System (EIS) would be needed to implement a revised
hold-harmless benefit authorization system. These changes would need to
go into place during the same period of time that a major restructuring
of the system is taking place in order to implement program revisions
and system expansion necessitated by the Family Support Act of 1988. In
fact, i1t would probably be impossible to begin to implement the needed
changes in EIS until after completion of the Welfare Reform system
changes. Those changes will not be in place until September, 1990.

EIS is already a huge, complicated data system, and it will become
larger still when Welfare Reform changes are in place. System
performance could be seriously compromised by the introduction of the
additional complexity which would come with system changes to process
hold-harmless benefits under a quarterly PFD distribution option.

Although SB 203 does not propose any change to the existing provision
for hold-harmless benefits, we see a need to include here a discussion
of how a quarterly PFD distribution option would affect public
assistance programs if i1t were ever decided to discontinue hold-harmless
benefits. Under the current annual payment system, most families lose
one month of eligibility for federally-funded benefits. In a typical
AFDC case situation, a family which includes one adult and two children
currently receives $846 per month; the hold-harmless program replaces
their $846 cash benefit once per year, and Medicaid eligibility
continues without interruption. Without a hold-harmless program, this
family would lose AFDC eligibility for the month of dividend receipt,
but would not lose Medicaid eligibility because of the unpredictable
nature of the annual payments. The family would iIn this case, still
benefit from the dividend payment, since they would be receiving about
$2772 (assuming the PFD is $904) in PFD benefits, while losing only $846
In_AFDC payments.

IT the family in our example received four quarterly PFD payments of
$693, hold-harmless benefits would replace $693 in AFDC payments four
times over the course of a year. Without hold-harmless, the AFDC
benefit would be reduced by $693 during each of the four months of PFD
receipt, thus depriving the family of an”™ net benefit from its PFD
payments. This same scenario could hold true for many families,
regardless of size, at an annual PFD amount of $924.

Medicaid eligibility would not be lost iIn this example, but would be
threatened iIn many situations, because PFD payments would become
predictable (and therefore countable) in Medicaid eligibility
determinations. In situations of unusual medical need, the loss of
Medicaid coverage would far exceed the amount of the benefit.
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The ability of the Division of Public Assistance to maintain the current
low rates of Quality Control error in AFDC, Food Stamps, and Medicaid
would be threatened by a move to discontinue hold-harmless coverage.
This impact would be amplified i1f PFD payments were made quarterly,
because of the increased number of benefit months and the increased
amount of benefit payments which would be affected by PFD payments. Yet
another administrative impact would be development of a pattern of
caseload churning, with cases closing once per quarter, then requiring
submission and processing of a new application to reinstate benefits.

Recommendation

We believe that a quarterly Permanent Fund Dividend payment option, as
proposed in SB 203, would increase hold-harmless benefit costs to a
substantially higher level, causing a significant decrease in the amount
of every Alaskan®s dividend payment. The proposed change in the PFD
program would bring a concomitant increase in complexity in public
assistance program administration, an associated increase in public
assistance administrative costs, and a probable decrease in the quality
of service to public assistance clients. We recommend against passage
of SB 203.

Recommended bj

Date: '/<9/?a

Approved by:
Myra Munson, Commissioner
Department of Health &
Social Services

Date:
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The proposed bill would allow competition in in-state
long distance telephone service, The bill would accomplish this
by allowing new companies to provide long distance telephone
service by filing a notice with the Alaska Public Utilities
Commission and posting a surety bond to guarantee financial
responsibility.

To assist in implementing long distance telephone
competition, the proposed bill would require the Alaska Public
Utilities Commission to establish a system of access charges. The
companies providing in-state long distance telephone service would
pay these charges to local telephone companies for each long
distance telephone call.

To the extent permitted by the Alaska Constitution, the
Alaska Public Utilities Commission would be authorized to establish
a fund to provide financial support, where necessary, to ensure the
provision of in-state long distance telephone service throughout
the Stdte at reasonable rates.

Under the proposed hill, the rates charged by the new
companies providing competitive service would not be regulated,
For companies presently authorized to provide in-state service,
the Alaska Public Utilities Commission would have the power to
deregulate the ratcis charged on those long distance routes where
competitive service is available. The bill would also give the
Alaska Public Utilities Cosuaission the power to reimpose requlation
on the rates charged on any route upon a finding that competitive



service Is no longer being offered on that route.

In order to prevent a company from using its profits
noncompetitive, requlated routes to unfairly reduce the rates
charged on competitive, dereqgulated routes, no company would be
permitted to shift its costs between the regulated and unregulated
portions of its service.

To further ensure fair opportunity to all companies
wishing to provide in-state long distance telephone service, the
bill  would prohibit restrictions on the resale of
telecommunications services so that one company may send its calls
over the facilities of another if it wishes to do so.
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A consumer guide from the Alaska
Consumer Advocacy Program

This consumer guide was prepared with the
support of the State of Alaska, Department of
Commerce and Economic Development. However,
any opinions, findings, conclusions or

mmendations expressed herein are those of
the authors and do not necessarily reflect the views
of the State of Alaska.



this an odd question. After all,
have not most ofus been told
in school, through the news
media, and from political
leaders, family, and friends,
that the American economy is
superior to those of other
it offers

Doesn T

countries because
freedom of choice?
competition in goods and ser—
vices always provide the best
products and services at the

lowest possible price? Why

should this not also be true of
telephone service?

At present, Alascom is the
sole provider of intrastate
long-distance service, al—
though GCI1 has applied to the
APUC for a certificate to pro—
vide service and proposed
rules to govern® competition.
GCI and other advocates of
competition contend that itof—
fers the same benefits to
telephone customers as are af—
forded other consumers. They
state that competitive offering
ofinterstate and international
service has already lowered
rates for Alaskans and
brought improved technology
and service.
that utility company
answerable to shareholders is
likely to lower rates unless it

They also argue
no

is under competitive pressure
or is legally required to do so.
Those who have doubts
about competition in long-dis—
tance service point to the high
of
arising

cost and complexity
telephone systems,
from the interconnectedness of

those systems and their high

degree of dependence upon
sophisticated technology as
grounds fcr caution.

These people insist that
competition among telephone
companies cannot be com—
pared to competition between
supermarkets or automobile
companies. They cite the con—
difficulties with ser—
vice, higher
telephone bills consumers
have experienced since the
break-up of AT&T as ex—
amples ofwhat can go wrong

fusion,

and local

when telephone companies are
allowed to compete.

These problems are com—
it has been argued,
in

pounded,
in a state such as Alaska,
which a large percentage ofthe

population isconcentrated ina

few urban areas and the rest

are scattered throughout the

state in small villages. The in—
habitants of these villages,

many ofwhom have small in—
comes derived mainly from

seasonal work, are especially

dependent upon affordable in—
state long-distance com—
munication.

Alascom and others argue
that the company
offer affordable service around
the state only through
statewide averaging of its
They say that Alascom
rates by wusing

is able to

rates.
averages
revenues generated above cost
on some of its routes to main—
tain reasonably priced rates on

routes in other areas cf the
state, particularly in rural
Alaska.
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. Introduction

Long-distance telephone
in Alaska
As a

service is at a

crossroads. result of a
decision by the Federal Com —
munications Commission,
Alaskans may choose between
competing long-distance car—
riers for interstate and inter—
national service.

Before the Alaska Public
Utilities Commission (APUC)
at this time is the issue of
whether telephone companies
should be allowed to compete
in offering intrastate long-dis—
tance service. The issue isnot
an easy one to decide, as it
involves complicated systems,
its resolution will affect

local

and
both
telephone consumers and both

long-distance and

urban and rural Alaskans.
Connected to the question of
competition in Alaska, and at
the same time separate from
it, are issues of how long-dis—
tance companies servingAlas —
ka should be
whether they should be regu—
lated at all,
telephone companies should

regulated,

how local

be compensated by long-dis—

tance carriers for connections,
and how the costs of local and

.
lon
we have 1t?

Consumers accustomed to
the free market system that

long-distance service should j
be
telephone companies and their
customers. One purpose of
this booklet isto help Alaskan
telephone consumers under —
It is not a

apportioned among

stand these issues.
purpose of this booklet to ad —
vance positions adopted by
ACAP on these issues.

The booklet
some suggestions abouthow to

also contains

choose among options in long—
distance service. In preparing

this portion of the booklet, the

ACAP staff discussed the

various long-distance calling
plans with representatives of
Alascom and GCI and con—
sulted information provided in

local telephone directories.
Consumers are encouraged to
make use of these sources.
Consumers who need help
with telephone service may
also contact the APUC stuff.
The APUC 3 address and

telephone number is:

Alaska Public Utilities
Commission

420 L Street, Suite 100
Anchorage, Alaska 99501
276-6222

Intrastate competition in.
-qistance telephone service: should

in the
American economy may tind

operates elsewhere



this an odd question. After all,
have not most of us been told
in school, through the news
and from political

and friends,

media,
leaders,
that the American economy is
superior to those of other
it
Doesn 1

family,

countries because offers
freedom of choice?
competition in goods and ser—
vices always provide the best

products and services at the

lowest possible price? Why

should this not also be true of
telephone service?

At present, Alascom is the
sole provider of intrastate
long-distance service, al—
though GCI has applied to the
APUC for a certificate to pro—
vide service and proposed
rules to govern® competition.
GCI
competition contend that it of—
fers the same benefits to
telephone customers as are af—
forded other consumers. They
state that competitive offering
ofinterstate and international

and other advocates of

service has already lowered

rates for Alaskans and
brought improved technology
and sendee. They also argue
that no utility company
answerable to shareholders is
likely to lower rates unless it
isunder competitive pressure
or is legally required to do so.
Those who have doubts
about competition in long-dis—
tance service point to the high
of

arising

cost and complexity
telephone systems,
from the interconnectedness of

those systems and their high

degree of dependence upon
sophisticated technology as
grounds for caution.

These people insist that
competition among telephone
companies cannot be com—
pared to competition between
supermarkets or automobile
companies. They cite the con—
fusion, difficulties with ser—

vice, and local

telephone bills consumers

higher

have experienced since the
break-up of AT&T as ex—
amples ofwhat can go wrong
when telephone companies are
allowed to compete.

These problems are com—
pounded, ithas been argued,
in a state such as Alaska, in
which a large percentage ofthe
population isconcentrated ina
the rest
are scattered throughout the
state in small villages. The in—
habitants of these villages,
many ofwhom have small in—

few urban areas and

comes derived mainly from
seasonal work, are especially
dependent upon affordable in—
state long-distance com—
munication.

Alascom and others argue
to
offer affordable service around
the only through
statewide averaging of its
They say that Alascom

rates by using

that the company is able

state

rates.
averages
revenues generated above cost
on some of its routes to main—
tainreasonably priced rates on

routes in other areas cf the
state, particularly in rural
Alaska.



that at
present potential competitors

Alascom notes
are interested only in provid—
in areas around
Fairbanks, and
Juneau, and that if it has to
offer competitive rates in just

ing service
Anchorage,

those areas, itwill no longer be
able to average rates across
the state and to provide finan-
cial supporttorural customers
to keep their rates down. The
rates ofrural customers, Alas —
com says, will rise dramatical —
ly,
levels.

GCI and supporters ofcom—

perhaps to unaffordable

petition counter these argu—
by insisting that
available data shows the rural

ments

portion ofAlascom 3 system to
be
They say that
generated above cost have

largely self-sustaining.
revenues

been used mainly to support
below-cost rates for short dis—
tances in the Anchorage area
and probably the Fairbanks
and Juneau areas, as well.
This supportmechanism, they
note, will begin to disappear if
anew rate design proposed by
Alascom and now being con—
sidered by the APUC
proved. That rate design will
raise rates for short-distance

is ap—

routes and lower rates on the
longer-distance routes.

competition been
to Alaska? GCI1
does offer competitive rates,

Has
beneficial

and even Alascom admits that
GCl has made substantial
gains in customer growth and
market share since It began

4

operations in 1982. In addi—
tion, both Alascom and GCI

have reduced rates markedly

in recent years.
these events,
should examine closely im—
plications in company adver—

In weighing
consumers

tisements that every rate
reductionby Alascom has been
the result of competitive pres—
sure from GC1 or thatAlascom
offered rate reductions justbe —
cause it decided customers
should have them.

GC I insists that competition
has been a factor in Alascom
rate reductions. Alascom
responds that it has reduced

in response to
In the 1970 3 the

interstate rate

rates mainly
FCC orders.
FCC ordered
integration for Alaska and
three other off-shore jurisdic—
tions. Under rate integration
long distance telephone com—
panies were required toreduce
their interstate rates in stages
to levels comparable to those

in the continental United
States.
GC1 in response points to a

1980 agreement between Alas —
com and AT&T,
the FCC, that delayed the in—
troduction of the final stage of
rate integration until Decem —
ber, 1986. (A large part of the

interstate revenues received

by Alascom through this defer—
ral of the final
channelled into a transitional

approved by

reduction was

supplement fund, the purpose
ofwhich was tosupport intras—
tate rates and operations.)

GCIl argues that Alascom did



not decide to move into the
final stage of rate integration
until it observed GCI making
gains in market share.
Another change ordered by
the FCC brought interstate
long- distance rate reliefat the

expense of local telephone con-

sumers. This change is the
federal end-user access
charge, now set at $3.60 a
month, which every local

telephone customer now pays,
The federal access charge
recovers system costs pre-
viously paid by long-distance
customers.

Other events besides com-
petition and FCC orders have
played their part in reducing
rates. In 1987, long-distance
telephone companies
other utilities reduced their
rates in order to comply with
the legal
they account for a reduction in
income tax expense resulting
from the federal 1986 Tax
Reform Act. Alascom reduced
its intrastate rates additional -
ly in that year by recovering

and

requirement that

through operator assistance

Ill. What costs

'
snou

Alascom has asked the
APUC to shift 40 percent of
certain costs it now pays to
local telephone companies. If
the cost shiftwere passed on in
its entirety to local telephone

consumers, it could mean an

d local subscrib

charges costs ithad previously
recovered through basic rates,

Would
tion work

intrastate competi-
in Alaska? To
answer this question, the
Alaska Public Utilities Corn-
mission is exploring what the
costs are ofproviding local and
long-distance telephone ser-
vice. The APUC
to decide who among various
classes and groups of cus-
tomers ispaying these costs at
present and who should be
paying them. With answers to
these questions, the APUC
will decide whether it is pos-
sible to have competition
which offers benefits to Alas-
imposing un—

isalso trying

kans without
reasonable costs on any class
or group of customers,

As suggested above, part of
the debate isaboutwhich cus-
tomers within Alascom 3 sys-
tem are paying the costs ofthe
Another part of the
discussed further in

system.
debate,
the next section, is about how
the costs of telephone service
should be apportioned be-
tween long-distance and local
customers.

of the telephqne system
ers pay?

additional $4 monthly charge
on each local bill in the state,
Alascom has suggested that
the impact of the cost shift
could be eased

if local com-

panies absorbed it in their
profit margins or distributed

5



more or less of it to different

customer classes. The new
charge would be called a sub—
scriber line charge.

The rationale advanced for
the subscriber line charge is
the same as was offered for the
monthly federal access charge.
The FCC approved the federal
access charge when long-dis—
tance companies offering in—
terstate service said that they
were paying costs ofthe physi —
cal plant of the local telephone
exchange (usually designated
as "non-traffic sensitive”,
NTS, costs) that should

properlybe paid by local users.

or

The carriers said these NTS
costs would have to be paid
even ifthere were no long-dis—
tance service. In addition, the
carriers argued that once they
were relieved of these costs,
they could reduce their rates,
a desired result in itself and
one which would help them to
meet competition in the form
of customer "bypass' to alter—
native methods of long-dis—
tance communication. If they
could not meet this bypass
threat, the carriers declared,
they would lose major cus—

tomers, and those who
remained on their systems,
chietly residential and other
smaller users, would pay
higher rates tomake up for the
loss.

its cost shift

proposal, Alascom says ifitdid

In defending

not have to pay the costs it
wants to transfer to local com —

panies, itcould make an over—
all reduction in rates of20 per —
It says it, too, is facing
bypass threats which could
lead to higher rates for its cus —
tomers. Alascom also argues
that without the shift, ifithad
intrastate com—

cent.

to meet an
petitor offering basic service,
itand
unfairly burdened by extra
areas that its

its customers would be
costs in rural
competitors did not want to
serve.

Opponents of the cost shift
say that it is fair for Alascom
to pay the costs it wants to
shed, because ifthere were no
local telephone system, Alas—
com would not be able to con—
nect its long-distance calls,
They say Alascom has not
shown that reduced rates
would keep on its system the
customers it fears it will lose

to bypass. Alascom, they in—
sist, has not shown who among
its customers would benefit
most from rate reductions.
The concern is that large-
volume customers, including
government agencies and
would reap the
At the same

and other

businesses,
biggest gain.
time, residential
small users, who have no op—
tions besides basi.- telephone
service, wou ld suffer a net loss
from the shift.

An
the APUC which poses many

of the same questions as those

issue currently before

raised by the Alascom cost
shiftproposal isthatofsepara—

tion ofcosts between local and



long-distance companies. The
FCC has rules which control
which costs of the telephone
system shall be paid by local
telephone subscribers and
which by interstate long-dis—
tance customers. In recent
years, FCC rules have trans—
ferred an increasing share of
system costs from interstate
carriers to local exchanges.
The basis for this transfer has
been largely the same as that
behind the federal

charge, namely that a claimed

access

subsidy of local users by long—
distance customers must be
reduced.

The impact of this transfer
on the costs borne by local

users in rate increases has
been substantial (up to $7 mil —
lion customers of
Anchorage Telephone Utility),

and to lessen the impact on

for

in—
cluding those the
FCC has ordered the creation

high-cost local exchanges,
in Alaska,
of universal service funds,
which channel subsidymonies
from lower-cost to high-cost

exchanges.

The APUC recently adopted
rules patterned after the FCC
regulations which control ap—
portioning of costs between
local and intrastate telephone
companies. The rulesmade no
dramatic change in the respec—
tive cost burdens of local and
intrastate companies or the
eligibility of local companies
for federal subsidy funds, and
no actionwas taken to create a
statew :e universal service
fund.

Whether any significant
change will be made in the fu—
ture will undoubtedly depend
in part on whether additional
costswill be shiftedfrom inter-
state to local service and
whether the APUC adopts the
cost shiftproposal ofAlascom.
As noted above, decisions on
long-distance rate design,
separations and cost shifts
help define the cost of deliver—
ing long-distance service.
When that cost has been ade—
quately defined, a decisionwill
be made on whether the ser—
vice can be competitively of—
fered at rates that will benefit
consumers.

IV Rate of return v. price-c
regulation: which should WeEWave?

Another important issue for
long-distance consumers, par —
the

is

ticularly as it relates to
question of competition,
whether long-distance com—

panies should be regulated by

the rate of return method or
under a price-cap system.
Rate of return regulation,
the method traditionally used
for long-distance companies,
involves setting rates which
will give the company a



reasonable rate of return, or
profit margin. This method
entails a close examination of
company expenses to deter—
mine whether they are
reasonable and estimating a
risk factor for the company
which should be reflected in
the return paid to investors.
Making these decisions can be
a long, expensive process, re—
quiring the company to hire
experts to support its es—
timates. In addition, deciding
what a reasonable profitmar —
gin for a regulated utility
should be
knowledged to be a somewhat

is universally ac—

subjective judgment.

An alternative to rate of
return regulation recently ap —
proved by the FCC forAT&T
is price-cap regulation. The
price-cap system establishes
ceilings for rates charged by
AT&T and permits the com—
pany to charge customers up
to those limits. The ceilings
can be adjusted upward to
allow for increases in opera—
tional upward or
downward for changes in ex—
penses beyond company con—
as taxes, and

expense,

trol, such
downward by productivity (2.5
percent) and consumer benefit
(5, percent) factors. Alascom
recently proposed that the
FCC approve a price-cap sys—
tem for interstate companies
operating in Alaska.

Under price-capping, there
isno intensive FCC examina—
tion of a company 3 expenses

and rate of return as long as

8

the company stays within the
price ceilings. The proponents
of the system say itwill save

the company and its cus—
tomers unnecessary reg—
ulatory expense. They argue

thatthe customers can depend
upon competition to keep
prices down to their lowest
reasonable levels. They" say
the company bears the risk if
the costs ofdoing business ex —
ceed the price caps.

Those who question the wis—
dom of ending rate-of-return
regulation say thatthe greater
risk for consumers isthat they
will lose the assurance that
companies will be required to
pass through in rates the full
savings actually achieved by
cost reductions and increased
productivity. They argue that
consumers have benefited
from the traditional method.
Between 1934 and the break —
up of AT&T the real price of
telephone service, allowing for
inflation, has fallen 64 per—
cent. They observe thatAT& T
has not had difficulty attract—
ing investment capital, even
with an authorized rate of
return which over the past
three decades was between
one and two percentage points
below that of the Standard &
Poor 3400 average.

Opponents of price-capping
argue farther that competition
in interstate telephone service
nationally, with a small num —
ber of providers, has produced
only relatively small differen—
ces in rates among companies.



This kind of competition, they
say, cannot be relied upon to
ensure protection ofconsumer
interests. They also point to
an element of the Alascom
proposal which would allow
complete recovery of major
new Alascom investments ap—

proved by the FCC. They sug—

gest this provision could be
used to recover hundreds of
millions of dollars in costs as—
sociated with putting in place
planned investments which
include a new satellite and an
underwater trans-Pacific

cable.

V. What can consumers do?

Consumers can get involved
in these issues by writing to
the APUC to letitknow what
they think the Commission
should do about the costs of
long-distance and local service
and whether competition inin—
trastate service should be al—
lowed. The Commission files
on these questions are open to
public inspection and are use —
ful sources of information.
Consumers may ask for public
hearings on these issues, a re—
quest to which the APUC has
been responsive in the past.

The state
sessionbecame involved in the

legislature last

question ofintrastate competi —
tion, and bills on the issue are

still pending for further con—
SB 242 would cre—
ate a legislative presumption

sideration.
against competitive entry in
telecommunications service
unless the APUC first found
that the existing utility was
not providing adequate service
andwas unlikely toimprove to
a satisfactory level within a
reasonable period of time. SB
206 would require the APUC
to allow intrastate competi—
tion, as would similar legisla—
tion introduced in the House of
Representatives. Consumers

may want to obtain copies of
these bills from legislative in—
formation offices and contact

their legislators about them.

V1. Rates and Discounts

Rates in this booklet reflect
two 1989 rate changes for each
of the interstate long distance
companies. These revisions
occurred subsequent to the is—
suance of the Anchorage
Telephone Utility directory is—
sued in May 1989.
tance rates change over time,

Long dis—

so for the particular rates in

effect at the time of calling,

ACAP recommends that cus—
tomers contact company
marketing representatives or
operators. For GCI1 dial 264-
5400; for Alascom dial 0 or

264-7391.



Telephone Company Rate Comparisons
fgr Dire g ?Si g

ct Long

From Anchorage,

AK Area to Alascom
Seattle, WA $.26
Los Angeles, CA $.26
Denver, CO $.26
Minneapolis, MN $.26
Dallas, TX $31
New York, NY $31
Honolulu, HI $.66
Vancouver, BC $158
Calgary, AL $158
Toronto, ON $1.95
Mexico City, Mexico ~ $2.25
Toyko, Japan $3.75
Seoul, Korea $3.75
}li?nngddoonh United $3.00
Sydney, Australia $350

The table above offers rate
comparisons for Alascom and
GCI1 as ofJune 1, 1989.

The simplest way to save
money while calling long dis—
tance istocall during the time
ofday or week when the rates
are the lowest. Diagrams
found in the peach-colored
pages in the front of local
telephone directories show
rates are structured. In
the prime

how
every time zone,
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Charge 1st Minute

stance Dialing

5Minute Call

GCl  Alascom | GCl
25 126] 125
25 126 125
25 1261 125
25 126 125
30 151 150
30 151 150
64 326 320
142 750 6.74
142 750 6.74
175 9.35 839
195 11.25 9.75
365 1875 1565
365 1875 1565
240 15.00 12.00
340 1750 1460

time for using interstate long
distance telephone services
coincides with the business
day. During commercial hours
beginning at 8;00 AM and en—
ding at 4:59 PM from Monday
through Friday, full day rates
apply. Once the workday
ends, long distance telephone
users may enjoy an evening
rate discount of33% from 5:00
PM to 10:59 PM on Monday
through Friday and for part of



late Sunday afternoon. The

night and weekend rate dis—

count of48% is available from

11:00 PM to 7:59 AM on Mon —
day to Friday, all day Satur—

day, and most ofSunday.

For an Alaskan
tance telephone user, placing
and concluding calls to the
Lower 48 before 7:59 A M in the
morning saves 48% from the
full day rate everyday of the
week. This means that many
calls to outside businesses
may be placed atreduced night
rates from Alaska. Calling
long distance all day Saturday
and on Sunday before 5:00 P M
also saves 48% off of full day

rates; many callersdo notreal —
ize that after this time on Sun —

day the rate goes up to the
evening rate, or 33% offoffull
day rates.

Alaskans who" are frequent
long distance callers may be
able to save a substantial

amount ofmoney by using spe—

cial package discount plans.

Most of these plans sell dis—

counted blocks of time at off-
peak hours with additional
bargain time blocks available
at even better rates. GCI and
Alascom both offer package

discount plans .for long dis—

tance telephone calls that are
made each month. As ofJune
1, 1989 the discount plans of

long dis—

the two companies compare as

shown on page 12.

important part of
economical telephone use is
knowledge of the rate struc—
tures of telephone companies.

An equally important aspect is
the customer 3 knowledge of
his or her calling patterns.

One

Choosing the least expensive
form of service requires the
customer toknow the times of
the day and the days of the
week when he or she makes
the most calls, the amount of
time in an average call, the

total time spent per month in

making calls, and the places

usually called.

The customer should calcu—
late whether, given his or her
calling plan, he or she will ac—
tually save money under the
plan selected. Not making
this calculation can mean that
the customer may end up
paying for more service than
he or she needs.

In addition to offering rates
for telephone services and dis—
count plans for callers, both
Alaskan interstate telephone
companies offerawide variety
of sendees for the convenience
of long distance telephone
users. The table on page 13
shows the special services
each company offered as of

June 1, 1989.

11



. Telephone Seyvices Offered to Lon
Distance Subscribers as of June 1, 1989
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ALASKA PUBLIC UTILITIES COMMISSION

Comments on SB 206

October 31, 1989

In March of this year, the Commission submitted its initial
comments on SB 206. At that time the Commission stated that it
needed to address a number of interrelated issues affecting the
operation of the telecommunications 1industry in Alaska before
deciding the intrastate toll competition question. The 1idssues
and work plan for accomplishing this comprehensive restructuring

of the 1industry were also described in detail.

The purpose of today® s comments 1is to summarize the actions which

have been taken by the Commission since last March and which are

scheduled for the immediate Ffuture.

There are four major 1issues which logically precede the
competition question: cost separations, access charges,
subscriber line charges, and the Alascom rate design. Following
is a brief description of the scope of each 1iIssue, the status of

its resolution, and its relationship to a decision on intrastate

toll competition.

(¢D) Cost Separations:

(a) The Issue: Each Ulocal telephone company provides three
types of service-— local, state toll, and iInterstate toll. The
toll services are provided in conjunction with an interexchange
company, such as Alascom or GCI. Pricing of toll and 1local
services requires that the local telephone companies divide or

separate their costs between these three services. The Federal



Communications Commission (FCC) has already decided what costs
are idnterstate. State commissions have been left with the task

of determining how the remaining costs will be divided between

state toll and local services.

() Status: In 1988 the Commission determined how the
costs under the state"s jurisdiction would be separated between
local and state toll services with one significant exception.
The Commission reserved a final decision on assignment of
non-traffic sensitive (NTS) costs pending an evaluation of the
impact of other accounting and cost separations changes on 1local
telephone companies. These costs are about 70 percent of the

local telephone companies®™ state toll costs.

In May and June 1989, statistical data, comments, and reply
comments on NTS cost separations were filed with the Commission.
A public hearing was held in June and proposed regulations 1issued
in July. Comments and reply comments on the regulations were
received iIn August and September. At public meetings held later
in September, the Commission adopted the proposed regulations
with minor corrections, and an order confirming that decision

will be issued later this week.

(€)) Impact on Competition: The cost separations decision
defines the largest single cost of providing toll service 1in
Alaska, namely, the cost of access to local telephone
subscribers. Both Alascom and any prospective competitor must
know this cost in order to do business and price their services.
This information is also critical to an assessment of the

affordability of state toll services, with and without

competition.

2 Access Charges:

(a) The Issue: The local telephone companies®"™ costs
assigned to state toll services are paid by the iInterexchange
companies that use the local systems to complete toll calls.

Currently, this payment is made through private settlement



agreements between each local telephone company and Alascom. The
FCC replaced settlements with a system of tariffed access

charges. These charges compensate local telephone companies for
the costs of completing interstate toll calls. At issue 1is
whether a similar access charge system should be adopted for

paying the 1local telephone companies TfTor their state toll costs.

(b) Status: Comments on the desirability of adopting the
federal access charge system were filed with the Commission 1in
February, March, and April of 1989. The Commission subsequently
proposed regulations adopting access charges modeled after the
FCC1ls rules in May. Comments on the proposed regulations were
filed in June, and a public hearing, which lasted almost one
week, was held in July, 1989. At public meetings in September
and October, the Commission decided that settlements should be
replaced by access charges and worked out the substantial number
of mechanical details of iImplementing such a system. The order

including the 27 page Alaska Intrastate Interexchange Access

Charge Manual was issued last week.

©) Impact on Competition: While there are a number of
other good reasons for adopting access charges, it appears to be
universally accepted that such a compensation arrangement 1is

essential 1f state toll competition 1is allowed. This position 1is

tiative. Thus, the

reflected in SB 206 and in GCIl®"s 1in

Commission®s decision to implement access charges has eliminated

a potential structural 1iImpediment to state toll competition.

(€©)) Subscriber Line Charges:

(a) The Issue: Another mechanism for recovering
non-traffic sensitive costs which have been assighed to state

toll services is to institute what are called subscriber line

charges (SLCs). SLCs have been adopted by the FCC to recover
some of the 1interstate toll NTS costs and are currently imposed
on all telephone consumers®™ monthly bills ($3.50 per line for
residential and single-line business customers and $6.00 per 1line

for multi-line business customers) . The SLCs have the effect oT



shifting costs from per minute rates for toll service to a flat

monthly charge for all custom®"-:rr. It was a logical extension of
the Commission®s cost separations and access charge 1inquiries to
consider whether SLCs should be adopted. In addition, SLCs were

proposed iIn the Alascom rate design proceeding.

(b) Status: In 1988, the Commission received comments and
conducted a public hearing on SLCs. In 1989, in conjunction with
proceedings on Alascom®"s rate design, cost separations, and
access charges, the Commission received additional comments on
SLCs. At a public meeting iIn September, the Commission decided
that SLCs should not be adopted; the decision will be formalized

by order 1i1n November.

(c) Impact on Competition: The resolution of this issue
further helps to define what costs are associated with state toll
service and whether or not those costs will be collected through

toll usage rates. The decision also addresses one of Alascom®s

major rate design proposals.

(€)) Alascom Rate Design:

(a) The 1lIssue: After computing the total revenues that a
utility is allowed to earn, it is necessary to determine what
rates it will charge for each type of service iIn order to collect
those revenues. This is the focus of Alascom®s rate design
proceeding. The decision involves consideration of not only the
cost of state toll services but also non-cost factors such as the
value and availability of service to consumers, historical rates,

and competitive alternatives.

() Status: In Febiuary of 1989, the Commission had two
weeks of public hearings on Alascom®™s rate design. A number of
the issues in that case were related to the other
telecommunications issues described above, and, with their

resolution, a rate design decision is now anticipated 1in

November.



©) Impact on Competition: The rate design proceeding

provides information on the cost of providing toll services in

Alaska and the interrelationship between Alascom ™ rata design

and competition.

With work on these four issues substantially concluded, it is now

possible for the Commission to direct its attention to the state

toll competition question. The Commission currently plans to

convene a special public meeting on this question and the

regulations proposed by GCI for implementing competition on

Monday, November 27, at 1:30 p.m. It is the Commission®s

objective to issue a decision after that meeting which clearly

articulates the Commission®s policy position and any procedural

plan necessary to implement that position.



INTRA-STATE LONG DISTANCE TELEPHONE COMPETITION

This bill amenos the law relating to long distance phone
competition within Alaska. If a company hai not offered in-state
service before 1990, it must get approval from the Alaska Public
Utilities Commission. To be approved, a company must show that the
new service benefits the whole state, reduces rates and improves
service where there 1s competition, and doe6 not harm service in
other areas, here there Is any competition, companies mey set
their own rates.  This bill would repeal laws enacted by another
Initiative about in-state phone service If chat; initiative s

approved by the voters,
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Sen. Pat Pourchot, Chairman
S«n. Jin Ftlks, Vice Chiirmin

P.O. Box V
State Capitol
JuneiUi Alaska BBS 11

Sen.AlAdims
SSE itk Kueglﬁ/nng _ _ 907.485-3712
Senate State Affairs Committee
AILE NJLA . '

INTRASTATE PHONE COMPETITION

October 31, 1989
1:30 pm. - 400 p.m.
Anchorage LIO, 3111 C Street

l. Introduction
Senator Steve Frank, Sponsor, SB 206, An Act relating to Intrastate
competition in telecommunications

[1. Status of Alaska Public Utilities Commission Decision on Intrastate
Competition
/Susan Knowles, APUC Chairwoman

1. proposed Ballot Initiatives on Intrastate Competition
in Duncan, President, GCl
3+4-1, Exswt+vc Vico President and Gmm | Maingerr Al ascom ]

IV. The Initiative Process
/lim Baldwin, Department of Law

V. Public Conment (approximately 3:00 p.m. - 400 p.m.)

Vx CPa o

THE HEARING WILL BE TELECONFERENCED TO SELECT SITES. PLEASE CONTACT
SENATOR PAT POURCHOT (561-7623) IF YOU WOUD LIKE TO TESTIFY.
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QUESTIONS

ALASCOM: Given trends in telecommunications technology, isn"t
intrastate interexchange competition inevitable?

[If no, the answer will probably be something to the effect
that Alaska 1is demographically unique from the rest of the U.S..]

[If yes, it would be interesting to get their opinion of
what change 1in technology or circumstances would be needed to

make competition viable.]

ALASCOM, GCI: What would be your reaction if the APUC said
"Ilntrastate competition 1is permitted subject to the Tfollowing
two conditions:

1. All carriers proposing to provide service must provide
service (originating and terminating) to all the communities
currently served by Alascom, and

2. Carriers must provide state wide average rates (by

mileage band).

APUC: Has the Commission examined tne GCI petition thoroughly
enough to determine whether it is a workable model (specifically,
is the universal service fund mechanism workable)?

What are the administrative costs of the plan?
Do the administrative costs outweigh the public benefits

[costs] of competition?

APUC, ALASCOM: The Alascom initiative includes a number of
conditions under which the Commission could issue a certificate
[to provide competitive long distance service]. One of those
conditions 1includes the promotion of economic efficiency.

Is "economic efficiency”™ a strictly defined concept, either

in the bill or by the Commission?

GCI: Under the GCIl 1initiative, currently certificated companies
could be excluded from competition if they have or gain market
power.

How does GCIl define market power (i.e., percent of market,
ability to control price?)?

APUC: In the past, some Commission members have expressed the
opinion that they, given their expertise and study of the
problem, are in the best position to judge the costs and benefits
of competition and the framework that should be adopted 1if
competition 1is found to be a favorable option. However, it
appears that the Commission 1is rapidly running out of time 1in
which to make a decision before other forces and events take the
decision out of your hands.

When can the legislature reasonably expect a decision from

the Commission?



Additional Questions

Predatory pricing
APUC: The Alascom initiative differs from the GCl initiati/e in
that Alascom would be free to engage 1inh price competition on any
route where the Commission permits other carriers to provide
service. Under the GCIl initiative Alascom could price compete
only on a showing that they lack market power on a particular
route.

Under the Alascom initiative would it be possible for
Alascom to engage in below cost pricing?

If so, would the commission have the authority to prevent

it?

Universal Service Fund
APUC: How do you envision the universal service fund would

operate under the GCIl 1initiative? Specifically, how would the
supplemental access charge for this fund be calculated?

On which routes would the charge apply?

Who would be the beneficiaries and how would you determine

the amount going to each beneficiary?

Note: I told you previously that under the GCIl 1initiative
Alascom could not be deregulated. That 1is incorrect. They would
be allowed to compete subject to a showing that they did not have
"market power" (a concept that would need some formulation) on
the route on which they wanted to compete. Furthermore the costs
of providing service on that route could not be charged to
Alascom®™s rate base. The calculation of those costs would have

to be based on fully distributed cost principles (which means
that they would include part of the common costs of the Alasconm
network rather than jJjust the 1incremental or marginal cost of the

competitive route).



TO: Pat

FROM: Sandra
DATE: August 1989

INTRASTATE TELEPHONE COMPETITION
Well, I reviewed all the materials available to me and had a long
conversation with Kathy Whittaker, APUC - and I"m not sure 1
learned anything new. It almost boils down to who you believe!

In my mind, the major policy concern 1is what impact decreased
rates on urban/suburban routes (which iIs an expected outcome of
competition) will have on the rates on rural routes.

The rhetoric about Sen. Frank®s bill (SB 206) is that it would
prevent raising rural rates. However, what the bill says is
simply that revenues from noncompetitive routes cannot be used to
subsidize competitive routes; it doesn"t say that rural rates

can"t be raised.

What isn"t clear is whether current rural rates reflect actual

costs. If they don"t, which Alascom claims 1is the case (of their
25,000 routes, they say 19,000 are subsidized), Alascom might
seek to raise rural rates to accurately reflect costs. However,
because SB 206 requires that APUC continue to regulate
noncompetitive routes, I suppose they could deny the rate
increase. Alascom argues that prohibiting them from raising

rates would be confiscatory and would have a terrible impact on
rural service, and that it is inherently unfair to regulate one
provider and not the other.

SB 206 °"s solution 1is establishment of a universal service fund
(into which all customers would indirectly pay) to compensate
Alascom on noncompeting routes on which costs exceed revenues.

According to Alascom, if rural rates are increased to reflect
costs, the 1increase will be dramatic. They cite Shishmaref~"s
current rate of $.80/min. compared to actual cost of
$11.00/min.). GCl claims that the current urban to rural subsidy
is minimal, which would suggest that rural rates already reflect
actual costs. According to GCIl, Anchorage, Fairbanks, and Juneau
generate $10.9 million in excess revenue; of this $7.3 million
subsidizes suburban rates and $3.6 million subsidizes rural

rates.

I have requested clarification on current costs and rates; it may
be hard to get a satisfactory answer. Is it possible to
determine route specific costs? If it is, is it fair to ask that

Alascom make this information public? And if they do make it
public, is there any way to verify 1it? That"s why it kind of
boils down to who you believe!

Alascom says that without statewide rate averaging (i.e. the
subsidy system they currently use) they cannot offer affordable



service in the bush. The goal of the telephone network since 1its

inception, both nationally and in Alaska, has been "universal
service" -— which requires keeping rates at a level that can be
afforded by all. While this concept has been applied in the

Lower 48 primarily to local service (long distance rates
subsidize local rates to keep local rates low), in rural areas of

Alaska where "normal™ business and personal contacts require the
use of long distance, wuniversal 1long distance service has been an
important goal. IfT rates are doubled or tripled, universal

service 1is probably no longer an achievable goal.

The other issue raised by rate deaveraging is one of equity. 1
can see 1t now -— “"telephone cost assistance™....

Continuation of a monopoly would eliminate these concerns over
rural rates, but it raises the issue of whether Alascom®s current

rates are "fair". ACAP 1looks at the fact that 1in the early
1980"s Alascom "invested”™ $100 million in its parent company,
Pacific Telecom, and in 1987 invested another $100 million. ACAP
argues that this "cash in excess of current cash needs"™ should
have gone to reduce rates, and has sued APUC over the investment
of $51 million. The court has ruled in favor of APUC; ACAP has

appealed to the state Supreme Court.

GCl argues that competition would lead to fair rates, and notes
recent decreases in Alascom™s interstate rates to make their

point. Alascom, however, attributes their recentrate cuts to
federal rate integration (which required that rates reflect th *
nationwide average rate; Alaska®™s rates are subsidized by AT&l

and federal access charges (which established a flat fee for
service, essentially reallocating costs formerly 1included 1in Ic

distance charges).

The 1issue is complicated not only because it"s so technical, _ut
because federal deregulation is so recent. The FCC left much of
the implementation of competition to the states - APUC hasn®t
sorted through it all. The 1issues APUC 1is still addressing, and
that they 1insist need to be resolved before the 1issue of
competition can be decided are outlined below. (This approach 1is
in contrast to the FCC, who decided in favor of competition prior
to addressing the technical details.) But first a little

background:

BACKGROUND

Prior to divestiture of AT&T (which occurred iIn 1984 as a result
of a series of court and FCC decisions), there were one national
long distance company (AT&T), 22 1local Bell Operating Companies

owned by AT&T, and thousands of independent local companies. The
local companies installed the plant and equipment, the costs of
which (known as "non-traffic sensitive” costs) were shared
through a process called "3Separations™ (AT&T negotiated with

each local phone company a fee for use of the local company”®s



equipment) and costs were recovered through a system of
"settlements and division of revenues"™ (revenues were essentially
shared among the monopoly members).

After divestiture, there was a need to base rates on economic
costs. A system of "access charges"™, under which long distance
companies pay local companies established fees for use of their
equipment, was devised by the FCC:

1. LATAs (Local Access and Transport Areas) were established.
The entire state of Alaska 1is one LATA; several states have
several LATAs. 0CC"s (Other Common Carriers, like GCI) need
state permission to provide intraLATA or interLATA (intrastate)
service.
2. 25% of non-traffic sensitive costs must be allocated to
interstate rates. The allocation of the remaining 75% is left to
the states. Questions that must be answered:

Who should pay? (local or intrastate toll)

How much should they pay? (base on amount of use,

subjective value of service, market price)
How will they pay? (flat rate, per minute rate)

APUC has adopted a workplan for addressing these 1issues, and

expects to have them all decided by October 1989. They will then
tackle competition itself, and sav they will have "something
definitive"” - a white paper, proposed regulations, or an
absolute decision -— by December 1989.

STATUS OF APUC®"S WORK ON COMPETITION

1. Access Charges

This is the charge by the 1local company to the 1iInterexchange
carrier (Alascom, GCl) to recover the 25% of non-traffic
sensitive cost allocated to interstate service. The current
system of settlement agreements (private contract between each
local company and Alascom) won"t work with competition. FCC
requires that there be a non-negotiable published tariff that all
interexchange carriers must pay. APUC should issue their final
order by November 1. 1989.

2. Cost Separations
This is the allocation of 75% of the non-traffic sensitive costs

between local service and iIntrastate service and whether or not
to establish a universal service fund. APUC 1is soliciting final

comments now.

3. Subscriber Line Charges

These charges are used at the federal Ilevel to recover a share of
the costs allocated to interstate services - currently all
consumers pay a flat fee regardless of use. A similar systenm
could be established for intrastate services, or all intrastate
costs could be recovered through a per-minute rate. APUC has

closed comment; a decision 1is imminent.



4. Alascom®s Rate Design

Hearings on Alascom®s intrastate rates

the proceedings, in June APUC grant

Alascom proposed that this be offset by a

— MatSu Telephone Association has
hearing will be held in early fall.

CONCERNS WITH ALLOWING INTRASTATE COMPETITION

Per Ben Johnson, APUC consultant:
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THE BALLOT INITIATIVE

GCl 1is circulating a petition now; need 20,343 sighatures by

August 1990. They hope to have the signatures 1in time for
presentation to the legislature this session so the 1issue can
make it on the 1990 ballot. Petition sponsors are Ron Duncan,

Steve Frank, and Dan Coffey.

The proposal would require that APUC establish access charges,
authorize APUC to establish a universal service fund (to the
extent allowed by the Constitution - ??), prohibit regulation of
rates charged by new companies, authorize APUC to deregulate
Alascom on competitive routes, prohibit cost shifting between
regulated and unregulated routes, and prohibit restrictions on
resale of services so one company may send its calls over the
facilities of another if it wishes to.

SB 206

SB 206 contains many of the same provisions as the ballot
initiative. Many parties that have reviewed the bill have
problems with 1it. Alascom objects to the definition of
“"intrastate"™, the Jlack of definition of "market power™, and the
fact that they"d be regulated while their competitors would not
be. Both APUC and ACAP object to a bill that gets 1into the
mechanics of competition. They suggest that the Legislature
simply adopt a resolution encouraging APUC to resolve the 1issue
as expeditiously as possible.

If you intend to move a bill out of committee, we would need to

do some serious work on 1it.



LONG DISTANCE
A COMPARISON:  TWO BALLOT

FINDINGS

GClI and SB 206

Call for "affordable™ service.

Call for competition "whenever
possible™.

Calls on APUC to maintain/super—
vise universal service fund.

PROCEDURE FOR INITIATING COMPETITION
GClI and SB 206
Requires notice be filed with APUC.

REGULATION OF SERVICES

GCl and SB 206

New companies would not be reyu-
lated by APUC.

Currently certificated companies
could apply for deregulation; APUC
would grant if the company lacked
market power.

Rates for regulated service could
not include recovery of costs for
deregulated service.

Rates on regulated service could not
be raised unless direct cost of doing
business increased.

Regulation would be imposed if a
company gained/regained market power.

INTRASTATE TELEPHONE COMPETITION
INITIATIVES ("GCI" AND "ALASCOM™) AND SB 206

ALASCOM

Calls for "reasonably priced" service.

Calls for competition when in the
"overall, long-term economic interest
of all citizens of the state™.

Calls on APUC to oversee competition.

ALASCOM

Requires certificate of public conveni—
ence and necessity be obtained from APUC
with finding that would reduce rates,
enhance services, promote economic ef—
ficiency, and wouldn®"t jeopardize
universal service by raising rates.

ALASCOM
On competing routes, no companies
would be regulated.



Telephone Competition
Page 2

UNIVERSAL SERVICE FUND

GClI and SB 206 ALASCOM
Funded through access charges set Not addressed,
by APUC and paid by intrastate long
distance providers to local phone
companies; to provide financial
support to ensure long distance
service at reasonable rates.
GCl - If constitutional.

OTHER
GClI and SB 206 ALASCOM
Prohibit restrictions on resale of Not addressed,

telecommunications service so one
company could send its calls over
facilities of another.

State antitrust laws would apply to
provision of intrastate long
distance service by existing
providers.

EFFECTIVE DATE

GCI ALASCOM
Initiative takes precedence over Same as GCI; plus, approval of
existing law if there®s a conflict. initiative automatically repeals

the GCI initiative.



S] ﬁ"was 2”

A BILL
For an Act entitled:  "An Act relating to the creation of
competitive long distance telephone services within Alaska."
BE IT ENACTED BY THE PECPLE OF THE STATE OF ALASKA:
Section 1 AS 4205is amended byadding anew article to |
read: |
ARTICLE 11 COMPETITIVE INTR/.STATE LONG DISTANCE
TELEPHONE SERVICES, j
SEC42.05.801, FINDINGS AND PURPOSE 't isthe policy of |
the State of Alaska that:

(1) reasonably priced, modern, reliable long distance
telephone services should be universally available to citizens
throughout Alaska;

(2) long distance telephone services within Alaska should
be provided by competitive companies whenever competition s in the
overall, long-term economic interest of all the citizens of the
State;

(3) the benefits of long distance telephone services
competition should be shared by consumers throughout the State;

(4) there should be an orderly transition to competition
In long distance telephone services;

(5) there should not be conflicting laws and regulations
governing competition in long distance telephone services; and



(6) the Alaska Public Utilities Commission should
competition in long distance telephone services to insure chat the
competition is fair to the consumers,

SEC. 4205811 APPLICATION TO PROVIDE COMPETITIVE LONG
DISTANCE TELEPHONE SERVICES. A public Utility shall not offer any
intrastata long distance telephone service after the effective date
of this bill unless (1) it obtains a certificate under this section
and AS 4205821 or (2) it was authorized by the commission under
AS 42.05.221-42.05.281 before January 1, 1990 to provide intrastate
long distance telephone services. A public utility that was not
authorized by the commission before January |, 1990 to provide
Intrastate long distance telephone services and that proposes to
provide such services must file with the commission the application
for a certificate required by AS 4205221 - 42.05.231

SEC. 42.05.821. CONDITIONS OF ISSUANCE OF A CERTIFICATE
TO PROVIDE COMPETITIVE LONG DISTANCE TELEPHONE SERVICES. A
certificate may not be issued unless the commission makes the
findings required by AS 4205241 and also finds that issuing the
certificate{

(@ will reduce rates and enhance services on the routes
the applicant proposes to serve;

() will promote economic efficiency;



(o) will not; causa rate increases that jJjeopardize the
universal availability of affordable long distance telephone
services; and

()] will be in the long-term best interests of the entire
State.

SEC. 42.05.831. RATE AND TARIFF FLEXIBILITY. (a) Whan

certificate is granted to an applicant in accordance with AS
42.05.811-42.05.821, the applicant, and all other long distance
telephone companies that have been granted certificates by the
commission, are no longer required to comply with the provisions of
AS 42.05.361-42.05.431 on any route on which two or more long
distance telephone companies are authorized to provide long distance
telephone services. The commission may grant further exemption from
regulation under AS 42.05.711(d), provided that all long distance
telephone companies that are authorized to compete with each other
are granted the same exemption.

(b) A long distance telephone company that 1is axempted
in whole or in part by AS 42.05.831 fronm complying with AS
42.05.361-42,05.431 may not be regulated by a municipality under AS

29.35.060 and 29.35,070.

(c) If along distance telephone company that is exempted
by AS 4205831 from complying with AS 4205361 - 4205431 ceases
to qualify lor an exemption, the commission may, after notice and



an opportunity to be heard, require that the long distance telephone
company comply with AS 4205361 - 4205431

SEC. 4205841  DISCRIMINATION PROHIBITED.  Local
exchange telephone companies shall comply with the provisions of AS
4205391 when providing access, service, and interconnection to
long distance telephone companies.

SEC. 4205851  SEVERABILITY. if any provision or
portion of any provision of this bill, including but not limited to
AS 42.05.861(b), is declared invalid by a court of competent
jurisdiction, the invalid provision or portion of a provision shall
be considered stricken from the bill and the remainder of the bill
shall remain in full force and effect.

SEC. 4205861 APPLICATION CP INCONSISTENT LAW  (3)
[t any provision of this bill conflicts with any provision of an
Alaska statute, this bill shall take precedence and the conflicting
provision of the statute shall not apply to public utilities
providing long distance telephone services.

(h) it the bill entitled "An Act relating to in
long distance telephone competition” that amends AS 42 by adding a
new Chapter 12 is enacted, that bill is repealed.

Section 2 AS 29.35.070(2) is amended to read:
(@) The assembly acting for the area outside all cities
in the borough and the council acting for the area in a city may



