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LXCi electing to confirm talcs electronically shall
establish ona or more toll.free telephone numbers
exclusively for that purpose. Calls to the numberisi
will connect a customer to a voice response unit, or
similar mechanism, that records the required in*
formation regarding the PIC change, including auto*
matically recording the originating ANI: or

3) an appropriately qualified and independent third
Fany operating in a location physically separate
rom the telemarketing representative has obtained
the customer's oral authorization to submit the PIC
change order that confirms and includes appropri*
ate verification data (eg., the customers Jate of
birth or social security number). The independent
third party will use a script substantially similar to
the form attached. The IXC must retain the in-
dependent third party's vrvices pursuant to a writ*
ten contract that will be ivailable for inspection by
the FCC and that does not provide compensation
based upon the percentage of saies confirmed.

¢ Regardless of which of the above confirmation
procedures is used, the IXC must retain ail records
and data pertaining to me customer s autnorizat.on
for a period of 12 months after submission of tne
PIC cnange order

0 AuMunf Requilemenis IXCS shall implement audit*
mg procedures to ensure that the disclosure and con*
firmation provisions of this section arc followed. Sucn
audits will include an analysts to confirm that me IXC u
submitting only PICs (other tf n customer initiated PIC
changesi that have been confirmed m one of the *as«
Sﬁecified above. Audits must be performed ny a qualified
third party at least once every month If any such audit
reveals tl) non-compliance m any material respect with
me confirmation requirements of Section C. or FZI a rate
ot non-compliance m excess of two percent tat a a*
oercent evel of confidence plus or minus 1 percenti plus
tne upper bound of me confidence interval, me IXC snail
immediately implement corrective measures specified by
me auditor, and submit me auditor s report to me FCC

QUALITY ASSURANCE PRINCIPLES

A £ujluv tilu/lvt rjst The Quality Assurance
Program t“QAP") to be adopted by me FCC is intended
to ensure mat miereichange catriers I' IXC*") wnich
"tsc more than outbound telemarketing vails per -ear
arc not making blatantly false and misleading wlaims tas
defined >n Section O belowi m meir telemarketing -aies
prxticet The QAP it to be managed under the direction
and aumorug of an independent auditor i*QaP Direc-
tor") selected by each IXC obligated to maintain a CAP
Dbbfcct to restcw by the FCC The OaP Director snall
nave full and complete xcctt to all items subject to
rev sew

B QAP D.rtcic » Rriprsexbdiufi The OAP Director
nail conduct a quality assurance audit quarterly tii in
determine wnether an IXC » making niaiamly false and
misleading  claims i"blatant  "»mk»kj**i .0 its
'demarketing praci ces anu ill wiser* >ucn "taunt false-
noods nase been round to occur, to certifs wnen me
problem that caused the btaunt faiscnoscit **» v«n cor-
rected. The QaP Director n only to evaluate and report

Federal Communications Commission

on cisct of blau.it falsehoods and is expressly prohibited
from disclosing to any IXC f.e marketing claims being
made by any other IXC.

C. turns Subject To Review. Any IXC tubject to me
QAP shall provide (he QAP Director with any and all
information, reports, methods and practices, guidelines,
training materials and cooperative assistance requested by
the OAP Director for the purpose of making an indepen-
dent evaluation of (1) scripts and (2) me conduct of
telemarketing by the IC. The QAP Director may examine
all management controls, including, but not limned to the
following:

1 remote monitormg with random selection of
monitored representatives:

2.0n-site monitoring; and
3 recordkeeping and retention.

D Blatant Falsehood: Blatant falsehoods are representa-
tions mat seriously and substantially misstate tne nature,
characteristics, qualities and geograpnic boundaries of a
competing IXC. Examples include:

I "lIXCI s going out of business"

2. "MXC #1] is. by its own choice, no longer pro-
viding your services and |IXC #2| ha, instead been
designated as your new long distance carrier "

3. "IIXC #1| and IIXC #2| are pan of the same
company andor |IXC *I| has merged with IXC
«21 tor any other similar misrepresentation of a
corporate relationship).”

* "You have no choice about your long dictance
-ercice” and must change to [IXC 1"

J "Your long distance companv or your LEC have
authorized the switch to ,IXC|"

b "ItXCI and your locai phone companv arc one
and me same "

E Corrrtttit ifraiurn On a quarterly "asis. me QAP
Director will monitor a -uffiicieni number of tclcpnone
vails m progress to xhtcv* a  percent (plus or minus .
percent! level of confidence mat me percentage of vail* <n
«nwn biaiant falsehoods are occurring discs not exceed 2
percent If that level xexceeded me IXC must implement
corrective measures immediately The QAP Director -nail
men commence monitoring of me IXC on a misntniv
-asis until the IXC reduces the percentage ot "taunt
ralscnnds below 2 percent A repun on me msnompn-
ance snail be .ubmitted to the FCC until the corrective
measures are effective

F c*iu Costsof each IXCs QAP will "e borne by the
IXC subject to the QAP

SAMPLE SCRIPT FOR THIRD PARTY CONFIRMATION
Hello, my name s

from an independent

verification compenv I'm caomg to confirm your oroer

tor IXCI long distance service.
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fhe ocket num,ber of (h artrcul rocee%rne% and the A. Definition
o Mo win e e
10 us r
ah ex pant [l atron Section | al%o% g feptonec & - ijustomer means 2 person. with two or fewer
5|03n7s Ar|1|es|47 t and | d repl "customer- |nF|)trated PIC chepac”. means an order
relevant and timely .commenu and re y
ments will be ¢ nsraerersb %nrs gr])mmrs lon, I IOe/acqh % 0 cpan?e a_customer’s. PK% Hg EgoeneLEtE
our decision. this Commission may take into accoun esult 0T a communication tO an | 0“9'
mformaéron and hdeas not contained in.the comments, nated by e customer.
rovided that suc Information or a_writing contarnrnﬁ ependent th”f eans a appropy ratel
%n an source 0f such in orrgratron 15 placed | P (e Capa eoafrgver{n r (fep scaeve
file, and p r]ovr ed that the fact of thig omgw |r;at|o proce? s a5 specified ’1 ernr)‘ erson. re-
sronsrerance on such Information 1s noted in the Or %arne B an | ato erform verificatio rau |t|ng
unctons describee m this section an which th
as np ownership Interest and. whic Jaer orms
VII. ORDERING CLAUSES no teemar etrn |rect mall. or other sales solicita-
y E%% g ico%drng % I S ORO%ESFQEEDreth ta t(’)\IrOTgr?a%gelgg tion functions for the IXC:
"IXC" means an interexchange carrier or a
dhescn anove ang that COMMENT 15 SOUGHT tn son tother than an mée engen third party) ac?rng
these proposals. on behalf of an mterexchange carrier:

39 IT'IS FURTHER 0 DERED that ursuant to aE

g’rca}b eCprocedures set 0” n Secgrons f@d Mandator? . o|s lonuti. Any IXC telemarketing solici
ommrssrons Rules. 41
comment SHALL B FILED he Secretary F? %ral %ﬁg'ofgﬂosv‘a?n5”%,;&&&296 a cidomer s FIC mist el 36

CommtbnrfatroR/f Commég o, Was |n ton. ﬁ
?Ved n ? ; SK s ?? t |3 1) identification of the IXC placing the call.
lle

ater man Ma i e form 1
nd four R 2) the purpose of the call t§ to solicit a change of

f
ror:eegrpr%1 participants mu?t f an orr rna f
e customer s PIC.

coments C”’Am%”t%n{sep o S Commisoone,

a8 persl oy of | el cammens, an g 31 e cusimer 8 PIC Tiay. ot e coaed unless
Pigs t(]rrlrgecé?eess Ousétnye sng ) ols % tion r%artr %S Ny aescnptrono e Eortrmaton proces(s] 0% el
Drvrsron Comman Carrier Bureau. Rﬁ 4) a description of any charge for processing the
ofreet n W', Washington. D, C. Parties s oml aIso eone Rc cﬂangept at may oz |mpoged% e custogmer»

c%p[% Qf I%n]y C%crilmggﬁr filed In thn%o v(\jr?rc etpwr(; trrs
theI C will send e customer a form that meets

room jib dso T streel ?\?W \R/ shing to“%)él Oe%f e reau%ement' subSeciion tot]lt%at Ahorogs
18 1S FURTHER ORDERED mat the Secretaré tne carrier to submrt the PAC change wr}0 a request

a C0 this Nonce of Proposed Rule Makin
tR q rre Snr g(yrnsel qor AoR/ocacy o?pne Sma‘ Buserlnes tIXaé 1 CLSIOMer Sign an return te'form 0" the

ministrat |on
FEDERAL COMMUNICATIONS COMMISSION orr?er o °e”rf"t‘r?aﬁ'°é’ cuN?om)éﬁnsrR%eé”B%'t o e
(ess an Fe orger has first -seen confirme
-accor ance wit te ollowing procedures.

It the IXC has obtained the customer's written au-
Donna R Searcy thonzatr>én {0 sutlajmarjt tﬂe oréfer mat X s wht
Secretary occurs when a P'C Is changed ana confirms
al the customer s hilling name and address
APPENDIX A and each tePe hone number to oe covereg qby
ATAT AND MG SETTLEMENT me PIC change order.
AGREEMENT PROPOSAL hi drhe decision to change me PIC to the IXC.
the customer's understanding of me exis-
CONFIRMATION PROCEDURES
P et B R
IICI efcipt m accordance with the. provisons of s -y h(erizlé(t%nhasla%l)et(a Pr%(rjnﬂr]neectleft% oy glectionc
-tenon on, which mé P I

orger mat con rrms te mF gtron described. m
-ugsectron ﬁ? above to confirm me autrsrorrsatron

»
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APKNDfX |
P'eadmp Filed in Rule Mak.ng No ?24)

Petition for Rule Makipg, filed January . v~i n*
American Tefephone an Taegrap %ompaynyID '

Comments, filed March 2.

vmeruech Operating Companies |Amerttevhi

Competitive  Telecommunications ~ Vwxunon
iCompTelt

FCC 91*71

General Communications. Inc. tGCl)
MCI Telecommunications Corporation (MCI)

Pennsylvania Office of Consumer ,Advocacz and th
Natiorial Association of Syit Utility Constmer Ad-
vocates PAOCANASUCALS

Southwestern Belt Telephone Company (Southwest-
erm Bei?) P pany |

US Sprint Communications Company Limited
PartnePship (Sprmw pany

Replies, filed March ID. IDOO

AT&T
America’s Carriers Telecommunications Association
(ACTA)

MC

Nationa| Association of Regulatory Utility Commis-
sioners (NARUC

ygt())raska Public Service Commission (Nebraska

Operator Service Providers of America [OSPAI
Southwestern Bell

Sprint

United States Telephone Association tUSTA)

Letters

California Public Utilities Commission
CFW Telephone Company

Gtitcns Telephone CooPeratl\/el
Gtyof Charleston. West Virginia

Consumer Action

State of Colorado

Conference of Consumer Orgamuuons
Dubou Telephone Exchange. Inc.
Illinois Commerce Commission

lowa Network Services. Inc.

lowa State Utilities Board

Lincoln Telephone Co.

Louisiana Consumers League

Maryland Public Service Commission
Minnesota Department of Public Service
Minnesota Public Utilities Commmiofi
Office of Minnesota Attorney General
Montana Public Service Commission
Ncbrasu Public Service Commission
Ohio Publ< Service Commission
Oklahoma Corporation Commission

|F%ogsevelt County Rural Telephone Cooperative.

South Carolina Public Service commission
Lnued Refining Co. of Pennsylvania



Virginia Sut« Corporation Commission

West Virginia Public Service Commissioi

Western New Mexico Telephone Co.. Inc.
\Fl)\lsi?:(jonsin Public Service Commission iWisconsin

FOOTNOTES

1 See United States V. American Tel. ii Tel.. 552 F Supp. 1JI
tbbc. M2) afld!*0 t©Om Maryland v Untied States. **>
U.S. 1001 IIW 1.

; Equal access is that which is equal in type, quality and price
to access to local cnnan|c facilities provided to AT&T and us
affiliates. Idat 22"

I Default traffic refers to the mtereichange telephone calls of
any customer who failed to make a selection of an
mnterexcnan (e carrier.

' A letter of agency is a document, signed by the customer,
whicn states that a particular carrier nas been Elected as mat
customers long distance carrier. In its petition. AT&T *e)s a
requirement mat an IXC have a customer s LOA on file before
submitting an order to the local etcnangt carrier to t»ucn mat
customer to the IXCs service.

* AT&T Jescrtbes me unauthorued switching of customers as
"slamming." MCI describes such switches as s"OPs iswitcncd
witnout permission).

' Gee Letter from James L. Lewis. MCI Telecommunications
Corporation, io Secretary. Federal Commumcauone Commis-
sion. Dec. il. I'M) tMCI Letters

Investigation of Access and Divestiture Related Tariffs. CC
Oocket No. HJ-Itaj. Phase I. (01 FCC 2d *11 H*HAU<LOL
Qrtxyt Mot .frsierf. 102 FCC Id 5+ ifffiontidrrtiion Ooten
Investigation of Access and Oiscstnure Related Tamfs. CC
Docket No cj.|laj Phase I. 101 FCC 2d *)? |I**5M*ei«er
Order*. We also illuCmceni IUluF B+m BaumtrRIt
SfdiMg. 2 FCC Red :*2b ri*W /fu*/n C| BQrtA.

* Customers may also order service directly from me LEC

* AT&T later *efined mis figure, alleging mat iJd percent of
tne end users vwncned awes from a T&T are unauthorued PIC
changes aTAT Reptv at App. I

1 A iiti of parties filing pieadinp .n this matter appears at
Aopcndia 9

" Aliemative approaches to the promem unautnorited
switching were sito suggested »v MC' Sprint. Amcmecn. Beil
Atlantic, and Compter

We MCI Leiter. a.a. Ut

Il On February 12. 1*1. MCI and AT&T Aemaily filed a
ftfini 'eqursi mat trse CommiasMMi adopt 'he proeoui cents-net
n Mtacnment A of iht* NPRM.

u la -ecogaiitoa of the prootest consumers nave encoun-
tered. the Commission sseed a PUM< v**ce on Nmemner 2.
[VML. informing rensumrn of rneir rights and describing .ieps
they might wue to protect memseises against utsauinor trd
switches.

'* At *ht present time. ATAT* own %uperv>w>m »enN
etemarkeimg orders hr long distance ersicr MCI reports mat
it nu miicsed a svsiem of third pern venficatusn. %n.<b .« not
yes comp*ese.

ia We Wuiemeat proposal. Confirmation Procedures. at sec-
tion C.
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APPtENDOC
Plcedmp Filed in Rule Making Vo “Hi i

Pennon for Rule Making, filed January Hi. io*) »*
Amerrllcan Telephone an Tglepapn Comp%y )

Comments, filed March 2. 1°®0

kmentecn Operating Companies [Amemenni

ompetitive  Telecommunications ~ AwKuten
Co pTeﬁ

FCC 91-71

General Communications. Inc. (GCl)
MCI Telecommunications Corporation (MCI)

oA Ofce, o CansumeT ocacy and I
Vocates IPAOCAINASUCA]

Southwestern Bell Telephone Company (Southwest-
erm BeIT) P pany |

US Sprint C ications  Companv  Limned
PartnePsh?p (Sp?ﬂ}ﬁ“”'ca' § Lompany Limne

Replies, filed March 19. |000

AT&T
Americ?'s Carriers Telecommunications Association

(ACTA
MC|

National Association of Regulatory Utility Commis-
sioners INARUCI

PNSe%raska Public Service Commission (Nebraska

Operator Service Providers of America (OSPAI
Southwestern Bell

Sprint

United States Telephone Association (USTA)

Letters

California Public Utilities Commission
CFW Telephone Company

Cltuens Telephone Cooperative

City of Charleston. West Virginia

Consumer Action

State of Colorado

Conference of Consumer Orpniunons
Dubois Telephone Exchange. Inc.
lllinois Commerce Commission

lowa Nnwork Services. Inc.

lowa State Utilities Board

Lincoln Telephone Co

Louisiana Consumers League

Maryland Public Service Commission
Minnesota Department of Public Service
Minnesota Public Utilities Commission
Office of Minnesota Attorney General
Montana Public Service Commission
Nebraska Public Service Commission
Ohw Public Service Commission
Oklahoma Corporation Commission

IRooseuftt County Rural Telephone Cooperative.
nc.
South Carolina Public Service Commission

United Refining Co. of Pennsylvania
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l. INTRODUCTION

The purpose of competition 1is to encourage the most
efficient allocation of resources, the lowest prices and the
highest quality of consumer products. Competition promotes the
protection of consumer interests. Sometimes, however, the
pressures of competition within a particular industry to win
customers and thereby 1increase revenues, may lead to the use of
undesirable, deceptive and fraudulent marketing techniques which
are not in the best interest of the consumer.

The 1long distance telephone 1industry, once considered
virtually immune from the effects of recession has shewn a recent
decline 1in growth from the annual 12% per year in the late 1980°s

to an estimated 7% per year in 1990. Competition for market share
in this $50 billion-dollar-a-year industry has become one of the
fiercest fought battles in any American business arena. With the

expected advent of competition in Alaska 1in mid-year 1991, it is
appropriate for the Legislature to examine the potential for
undesirable marketing practices in the state.

1. THE PROBLEM

Competitive pressures in the long distance industry have
led to the use of deceptive sales and telemarketing methods as each
longdistance carrier strives to increase its revenues by
increasing their market share.

Telemarketing 1is used extensively 1in the long distance
industry and the industry®"s two largest carriers (AT&T and MCI)
estimate that they make a combined 12 million calls a month to
consumers. Telemarketinr firms are used to solicit new business
and there is some concern that these firms are being paid on a
commission basis directly related to the number of new customers
they develop. This may result in "slamming", the unauthorized
transfer of a customer from one long distance carrier to another.

Slamming is blamed on overzealous sales people and
usually occurs after a high pressure sales pitch from another long
distance carrier over the telephone. Even if the consumer does not
wish to change his long distance carrier he or she may find that
the change has been made without his or her knowledge or consent.

During a recent Congressional subcommittee hearing to
oxamine the 1issue of slamming, AT&T said it received 90,000
complaints of slamming from customers during a six month period in



1990. Bell Atlantic, a local telephone company which is
responsible for making the actual change from one long distance
carrier to another, received 18,000 slimming complaints 1in 1988,
37,000 complaints 1in 1989, and estimated it received over 80,000
slamming complaints 1in 1990.

Concern with the problem of slamming has recently caught
the attention of Cjngress, the Federal Communications Commission

and the California State Legislature. Federal legislation to
regulate changes in consumers® selection of long distance carriers
has been introduced in the House. The FCC has 1issued a notice of

proposed rulemaking that would require long distance carriers to
secure written authorization, electronic authorization, or third-
party oral verification from consumers before implementing a change
in the selection of a 1long distance carrier. Last year, the
California legislature passed its own anti-slamming legislation,
which went into effect in January.

”l THS.IgftUEg

The current FCC rules governing the transfer of long
distance service were modified following the 1984 breakup of the
Bell Telephone System to benefit the new alternative carriers
emerging after the breakup. In an effort to help dissolve the AT&T
monopoly, federal regulators decided that new carriers would need
only verbal permission to sign up prospective customers.

Once verbal permission 1is granted for the change by the
consumer, the long distance provider 1informs the Jlocal phone
company which makes the switch. Although Federal rules require
that long distance companies follow up by sending customers forms
to be signed and returned, it is estimated that 70% of the forms
are not returned. Still, the switch can be legally made.

Long distance customers are particularly vulnerable to
potential fraudulent and deceptive sales and marketing practices by
representatives of long distance carriers. Telemarketers typically
prey on elderly and 1infirm consumers and those with Jlanguage

disabilities.

As a result o! slamming practices the consumer is not
only deprived of knowledgeable decision making but 1is further
burdoned and inconvenienced with having to ensure that his long
distance service 1iIs switched back to the carrier of his preference.



Local telephone companies have typically been made to
bear the burden of switching back the customer who has been
slammed. This <constant churn 1increases the overall costs of
telecommunications services and reduces industry efficiency.

IV. THE EROPPgSP-LEgIgLFftT IQH

Because slamming is fostered by loose regulations and the
fierce competition among long distance carriers, it is necessary to
protect long distanca consumers by adopting appropriate rules and
prescribing procedures for switching from one long distance carrier

to another.

This proposed legislation is designed to protect
consumers from being switched to other 1long distance companies
without their knowledge or consent. It prescribes specific
procedures and a verification process for authorized changes 1in a
consumers selection of a 1long distance carrier. The existing
Alaska Public Utilities Commission regulations recognize this need,
but provide only a one-sentence requirement concerning the need for
a written authorization for change of service. Neither the need
for informed consent, nor the need for verification 1is addressed.

Customer solicitation must be on a fully disclosed basis.
Certain relevant disclosures are required to be made. The request
for a change in a consumer®s selection of a long distance carrier
must be verified, after solicitation and before execution, by an
independent third party. The customer 1is given a cooling-off
period, similar to laws governing door-to-door solicitation, during
which he may reflect on and/or cancel any change in a long distance

carrier.

The independent third party confirming the change 1in the
selection of a consumer®s long distance carrier is required to make
specific disclosures to the consumer to further increase consumer
awareness and provide a knowledgeable basis for decision making.
A written vrecord of all solicitations and confirmations are
required to be made and maintained by each long distance carrier
and made available for Commission inspection.

V.  Bjmmifl

The protection of consumers against slamming while
preserving competition in the long distance industry would be the
ultimate benefit of this legislation.



The consumer would receive relevant, accurate information
upon which to make telecommunication services decisions. All
competitors would be required to adhere to the same standards,
discouraging high pressure tactics for soliciting customers.
Consumers are spared the burden and inconvenience of the switching
of long distance carriers without their knowledge and consent and
local telephone companies can avoid the costs and inefficiencies
involved with churning ©practices employed by long distance
carriers.

The procedures and verifications proposed should substantially
diminish the problem of unauthorized switching of long distance
customers while continuing to encourage carriers to compete for a
customer®s business.

VI. CONCLUSION

Consumers should have the right to choose their long
distance carriers without being victimized by deceptive, fraudulent
or unfair marketing practices. The best way to ensure consumer
protection against slamming is to put the control where it belongs
— in the hands of the consumer. Written authorization is the best
way to protect the consumer"s freedom of choice.

Deceptive and fraudulent marketing practices
inconvenience consumers and deny them basis for making 1informed
telecommunications choices. Further, such practices defeat

legislative purposes 1in opening Alaska to intrastate competition.

The process of choosing a long distance carrier should be
driven by the 1informed choice of consumers and not by deceptive
sales and advertising practices of long distance companies.
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~ Passage of HB 289 would adversely affect long distance
competition in” Alaska In tao Important weys.  First, rew
competitors, such as GO, wauld not be able to sign wp future
customers prior to certification; second, any customers wishing to
«gn vp with a row conparny, Suh as GO, or wishing o change
carriers In- ay way wodd hae to not only sign a written
authorisation, but also undergo a curbersome: confirmation process,
instead of being called ths Interexchange consuer Protection Act
of 199, this bill should ke called the Telephore Gonsurmer
Harassment Act cf 1991 This bill is not cesigned to protect
consumers, it 1S purely cesigned to frustrate and delay robust
competition. | | | |
Following Is a sectional analysis of the Impact of this
proposed legislation. Notably, In response to 3 206, the AR hes
already aodressed the issues presented In HB 25 and hes
promuigated  definitive  regulations  which  require  witten
authorisation before changing telephone companies.  In short, KB
2 Is Unnecessary, anti-competitive, end anti-consumer.

Section 1. HRT TITLE

fs pointed out above, calling this the Interexchange
Consumer Protection Act cf 1591 Is clearly a shem and legislators
should e mece anare of this fact. This bill does not provide ay

X



meaningful protection beyond that already provided by the APUC.

Section 2. findings.

~This section attempts to link the lower-43 practice of
damming with Alaska. In the lower-43 there have been Instances
where customers were switched to another long distance carrier
without the customer's knowledde or consent.  This issue wies the
focus of a lawsuit between vicL and AT vhicn hes been settled ty
requiring carriers either: (1) to obtain letters of authorization
tor changes from the customer to ko kept on file by the carrier; or
2) to provice tapes of carrier changes phoned in by customers via
fouch tone phones; or {3 to obtain third party incependent
verification.

The KT IS currently enga%d In a rulemaking proceeding
to determine whether or not the KO-ATT settlement should fe
adopted as a universal requirement, or If the FOC should acopt sone
other, lesser forn cf protection. To date, the KX hes not
required letters cf authoricaticn or third party verification. ...
hes it required confirmation of a customer's wish to change
carriers.

In Alaska, there Is no evidence that slanaing hes been a
proplem  Bien co, tho AWC in promulgating It competitive
regulations opted to require letters cf authorization. ThiS noars
that (except with the Introduction of 1-PIC) GJ cannot cwitch a
consumer from Alascoom to SO wathout a signed letter of




authorization from that consumer, ad vice vars®.  This 1
protection beyond whet the FCC requires today.

~ It is counterfactual for the legislature to nae a
finding that there Is evicence of aamning in Alaska. in a
nrolonged proceedling before the ARC where Samming Wies . ISSug,
m evidence wes brought forwerd to indicate that Samming wes a
oroblem in Alaska. - Moreover, the proposed legislation  assumes xn
finding number (6) that thi ARC hes net acted to prote - consurrey
Interests and therefore thelegislature must  This is simply

untrue.

Section 3. AMENDMENTS TO AS 42.05

S 4205.870(b) essentially states that unless a
carrier 1s certified to provide competitive Ion%_dl_stance Service
under the rew competitive statute, 1t cannot solicit customers

While apPearlng benign on the surface, this section wouid
have the effect cf prohibiting SCI, or any ether new competitor,
from collecting letters of authorisation prior to the conpany's
certification date. 30 expects to ke certified My 15 1551
This Is also the date the legislature Intenced competition to
begin. By forcin% 0 to begin collecting letters of authorization
nger é\@/ 15 1991, the advent of competition will e further
elayed

Tre Intent of this section IS not to protect consumers
There 1S 1o rick to consumers in signing a fora which states that
oif ocl Is certificated, than | woud like SO to ke ay long



dietance carrier." Therisk 1s dll on G0 In % keting time ad
expanse. e pupose of this section Is solely to delay
competition.

. 42.05.870(c). This section describes the process
that must take place before a consumer can crange carriers.  Tre
only additional substantive requirement, beyond that which IS
alraady required fy the AL and good business practices, Is the
notion that the change will not e valid unless separately
confirrad.  The intent cf .this MII. is tO require separate
woElmation. in - addition to, a written authorization by the
runtemer,  This requirement goes far beyond anything ever
contemplated by either the RC or the ACara constitutes customer
harassment.  Furthermore, contrary to &3 206 this requirement
impeces robust competition.  This legislation, 1f passed, woud
mae It harder to change long distance carriers than it Is to get
married cr obtain a driver's license.  This is hardly In keeping
with a free competitive market

Sec. 12.05.870(c) #ft).  These sections lay out the
separate confirmation requirement. ~ Acarrier may either obtain a
Jigned, written confirmation from the customer itself, or errPoy an
independent third party to obtain oral verification. If the
carrior elects to use inoependent verification, confirmation will
only ke valid If the confirmation is mece at lease 72 hours after
the Initial chenge order by the customer. The carrier Is required
to retain all records subject to audit. The  confirmation
procedures also apply to any customer wishing to change carriers o

4
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his or her own initiative.

Clearly, this legislation if passed, would interfere with
healthy competition. A long distance carrier nay not take a
customer®s written word that he or she wishes to use that carrier
for its long distance service. It must either rail out yet another
form or 1incur the expense of hiring an independent party to call
the customer 72 hours later to ensure the customer really knows
what it wants.

This frustration of competition 1is clearly designod to
benefit the Incumbent carrier which has 100% of the market today.
Tf this legislation is passed, changing from Alascon to GCI, or any
other competitor, for ir.-state service will become costly in terms
of consumer irritation and time, and Alascom will continue tc
unfairly dominate ir.-stato |0NQ distance service. The legislation
is completely unnecessary: the APt"C has already acted and there is

no evidence cf claming 1in Alaska. consumers will be disadvantaged

for no reason.



ALASKA PUBLIC UTILITIES COMMISSION
Comments on CSHB 289
May 9, 1991

The Commission still does not believe this bill is necessary.

However, the proposed committee substitute dated May Q, 1991 is the
preferable alternative.

The focus of the problem of "slamming”” is upon the absence of
customer consent to a change in his long distance carrier due to

manipulation by competing companies, or their marketing representa—
tives.

There has been no evidence, of such a problem on the interstate
level in Alaska. Nevertheless, the Commission has already issued
a regulation to address any potential problem on the 1in-state

le.el. That regulation requires a signed authorization from the
customer before a change in carriers can be made.

The key hera 1is to achieve the best balance between consumer

convenience and consumer protection. A writing 1is the best
expression of one"s consent and it should not need to be ™"con—
firmed”, verified, or duplicated. Also, the costs of doing

business (which are ultimately borne by the consumer™) should bo
considered.

The original bill was complex and inconvenient without a signifi—
cant gain in consumer protection. The May 2nd proposed committee
substitute is an improvement but still contains inconsistencies and
confusing torminology. The better alternative 1is the May 5th
proposed committee substitute which simplifies and clarifies the

required procedure for all parties. It also enhances the existent
regulation of the Commission.

Once 1in-state competition begins and a track record begins to
develop, the Legislature and the Commission will be 1in a better
position to detormine what othar spocific steps, 1if any, may bo
necessary to address potential or actual incidences of "slamming."



MCI TELECOMMUNICATIONS CORPORATION
STATEMENT REGARDING HB 289

MCI Telecommunications Corporation has serious concerns about the
anticompetitive nature of HB 289, the Interexchange Consumer
Protection Act of 1991. The legislation in its current form would
undo much of the progress made by the Legislature and the Alaska
Public Utilities Commission (APUC) toward providing intrastate

competition.

0 HB 289 1is not in the best interest of consumers depriving
them of the advantages of a competitive marketplace and
subjecting them to additional delays and increased costs
for telecommunications services.

0 Today consumers routinely purchase good and services over
the telephone. To require another written confirmation
or an independent third party verification in addition
to the APUC requirement of written authorization 1is
inconsistent with the current practices in the
marketplace, 1is likely to cause customer confusion and
denies the consumer the flexibility of easily switching
companies to take advantage of lower prices or to choose
a service which will better fit his/her needs.

0 The bill provides an unfair advantage to Alascom
reinforcing its dominant position in the marketplace by
creating additional hurdles for other carriers to
overcome in obtaining new customers.

0 HB 289 goes beyond the current proposal being considered
by the Federal Communications Commission (FCC). The
FCC"s Rulemaking in CC Docket No. 91-64 proposes to allow
an 1interexchange carrier to use any of the following
three actions before switching a customers long distance
service: )] long distance carrier has on hand an
authorization card signed by the customer and sont back
to the carrier; 2) consumer initiates a call from home
to an automated 800 number, and through a sequence of
prompts, confirms tho choice of the 1long distanco
carrier; or 3) consumer®s choice of a long distance
carrier is verified by an indopondont firm unaffiliafod
with any long distanco carrior.
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Clifford J* Groh

c/o0 Representative David Finkelstein
P.0. Box v

Juneau, AK 99811

Dear Cliff:

It was a pleasure speaking with you today about CSHB 289.
As we discussed,

I am sending you three recommended changes to the
CS Work Draft.

€))

consumer authorizations issue, AS 42.05.870(d) should be amended to
read:

(d In this section, "change order"”

means an instruction-~te the local
exchange carrier from a long

distance carrier to substitute one
long distance carrier for another as
tho provide* of long distance
services to the customer.

) To allow companies to collect conditional
orders prior to certification, a new section AS 42.05.870(e) needs
to be added that states (something like):

A company that has applied for a
certificate to provide long distance
telephone service may collect
conditional change orders and
customer confirmations prior to
certification, as long as the
company complies with the provisions
of AS 45.05.870(a) and (b).
Conditional change orders become
effective on the date the APUC
granta tho oovpany a o»rtWSr.at.e.
For purposes of implementing this
provision, tho word "company"™ shall
be substituted for the phrase "long

distance carrier™ in AS 45.05.870(a)
and (b).

To eliminate ambiguity on the 1 versus 2 written

change



Cliff Groh

Kay 8, 1991
Pago 2

(3 To allow tha APUC to
Anchora%e and Ketchikan as ordered (using 1-PIC),
42 .05.370

inplcnent conpotition

(f) needs to bo added that states (soncthing like):

This legislation does not apply to

the areas

served by Anchorage

Telephone utilities or Ketchikan
Public Utilities, until so ordered
by the Alaska Public Utilities

Cotaalssion.

Thank you, Cliff,

for considering these rovision9.

you have any questions, please call.

OLVf/kkc

Very truly yours,

COITOOH, PARTNOW 1 SHARROCK

in

a new section AS

It



House State Affairs Committee
Representative Gene Kubina, Chalr s gelaynglhHoatinTenents for part

Time St.” Employee
*HB 273 - Hnﬁatmg opB }msent for Medicare

€
*
DATE My Is, 1091 PLACE* capitol, Roon 102 HB 308 - egzjtlllg ) r%) % option of Emergency
DO YOU WANT WHAT SUBJECT/
NAME REPRESENTING ~ BUSINESS/PERSONAL MAILING ADDRESS ~ ZIP (I) PHONE (W) PHONE TOTESFIFY? WHICH BILL?
* . .
fc T iferfCA]j TIMT v \ y>if
A& >r'm)./m a | a*a" ©
M t'r
0AVIE e »rilvevi AaU Tthm ks 60 iJozct a N H6 Z£>?
*s YY)en A)S * Y
te. LWt ' £> N sy it? -
) , 6 tS ] [Jol "il No5I5 g N o t-f-iz 2 f
J
Y N
*O .0 (] (] '
1 1 Y N
v ‘m
Y N
ta t
' Y N
(]
(X ] . Y N M)
(]
a # y )

P go ol —






ClCommunications Corporation olfors complota
worldwtdo vuico, data and mossogmg services
to millions of business and residential custom -
ers. stato and federal agoncios and othor
organizations

MCl*owns and operates tho world's second
largest telecommunications notwork. represente
mg on investment of more than $6 billion. The
new MCI systom. second to none in leading-edge
technology, uses the highest level of notwork
intelligence and the most odvoncod monitoring
and control systems. Transmission modos in-
clude fiber optics, digital microwave and digital
switching technologies

Services include residential long distance
calling, operator services and voice and data
options geared to commercial enterprises, in-
cluding 800 and 900 applications. WATS -liko
PRISM*~ services and the MCI Card*, conven-
ient for domestic and international calling

MCI's long distance service enables customers
to call throughout the United States and to dul
duectto 1St nations representing 99 percent of
overseas calling from the U S

MCl is the onty U S telecommunications com.
pany wtth a complete array of domestic and
international business services-private global
networks, tales, electronic mad packet switch-
engand adeJcated facsimile network

MCls 17.000 employees are lecated m seven
domestic dnoswns and an internationaldemon
wlh offcet m 46 countries

MCI Southwest

Tho MCI Building

100 South Fourth Slroel
St Louis, MO 63102
314-342-8100

MCI Pacific

201 Spoor Stroot

Son Froncisco. CA 94105
415-978 1100

MCI International, Inc.
Two International Dnvo
Ryo Brook. NY 10573
914-937 3444

W estern Union International. Inc.
la subsidiary ot MCI International)
Two Esoculivo Drrvo

Fortlee NJ07024

201 585-1880

RCA Global Communications. Inc.
(a subsidiary of MCI International!
201 Centennial Avenuo

Piscataway. NJ 08854

201 885 4330

use otex»



T

he MCIl worldwide communications systom do
livers n wide arroy cf voice, dota and messaging
products and sorvicos-onywhoro. onytimo Qual-
ity and reliability are hollmarks of MCI domestic
and international sorvices. from residential lon(j
distanco calling to a rango of technologically
advanced servnos for every business nood Fol-
lowing is a listof MCl's motor products and

services

MCI MOICE SERVICES

MCI Dial"1" and Dial-Up Long Distanco
Servico

W ith MCI long distance, customers can make
interstate calls at any timo throughout the United
States. Puerto Rico and the U S. Virgin Islands
MCI also provides mtrastato long distance
service where authorized by state regulatory
agencies

MCIl Worldwide Direct Dialing
Enables customers to place callsto 151 coun-
tries that can bo roached by dialing direct

MCICard'

Available without charge for easy catling to
domestic end internetenei locations whde Hr*
ehng MCI Cerd users cen place ceMs from the
U.S.to 161 foreign countries and. w«th the MO
CALL USA feature can make caMtto the U S
from a growing list of countries

Operator Sorvicos

Afull rango of operator sorvicos is available

to business and residential customers tordo-
mestic and international calling Operotor sor-
vicos include collect, third-party charging,
person-to-person and station-to-station calling
assistance Through MCI CALL USA. customors
can uso tho MCI Card t*®moke direct calls to tho
U S. from a growing list of foroign countrios

MCI PRISM PLUS*™

Designed forcompanies spending at least $120
amonth on long distance calling PRISM PIUS
offers lower rates than Dial "1" service, without
tho need for dedicated or special lines.

MCI PRISM™*"™

A family of outbound long distance and interna-
tional services tailored for business users of all
sizes PRISM serwees provide complete cover-
age at the right price, based on the size of the
business and its calling patterns Unlike tradi-
tional WATS, domestic PRISM ca»s are priced
based on the actual distance of each cell.



MCI 800 Servico""

An inbound WATS servico providing full covor-
ago to tho 48 statos, plus options for colling
from Hawaii, Alasko, Puerto Rico, tho U S Vir-
gin Islandsond Conodo MCI 800 Service's fea-
tures includo flat distonco-sensitivo rates on
each call; same nurnbor calling for both in state
ond out-of-stato collofs. volume discounts; call
detail roporting; and dodicalod or switchod cus
tomor connoc'ion, MCl also providos interna-
tional 800 sorvice between tho U S and a
growing nurnbor of countries. MCI 800 Servico
also offors tho ability to routo calls bosod on
aroa coda origination, day ot wook and timo of
day. Calls can also overflow to anothor location
if ttio primary location is busy.

MCI 900Sorvico

Tho first nationwide caller paid 900 servico that
can accommodate both two way conversations
and pro recorded messages. Itenables sub-
scribers to offer a singla nationwide telephone
number

MCI Corporato Account Service'

Corpornto Account Sarvlco PLUS™"
Specuidiscountsand reporting services for multi-
location busmosses spending a combined total
ol at least $2,500 monthly for any combination
ot MCl'slong distanco services-Dial" 1 Pnmo
Celling Option. MCI Card and the PRISM | irmly
cf services Corporate Account Services 'eaturo
discounts, detailed calling reports and monthly
management reports

Ilia MCI notwork is monitorod and controlled
24 hours a day by a national and throa regional
notwork manogarnont centors Any singlo
cantor could mariogo tho ontiro notwork if nec-
essary, ensuring roliablo backup and smooth
functioning at all times.

Tho MCI notwork represents an invastrnont of
over $6 billion An additional invostmont of $3.5
billion ovor tho nor! five years will expand the
network's roach, capacity and versatility. Tha
mvostmant will provido greater redundancy
through alternative routing and backup systems
to rcduco tho possibility of sorvice interruption.
Itwill mcreaso intelligence and automation to
ensuro flexibility in network oporotionsand moko
possible rapid introduction of new products ond

sorvicos.

Before now technologies ore integrated into the
MCI network, they aro lasted in roal time at the
MCI Engineering Development Laboratory. lo
cetod in Roston, Virginia, to mako suro all
hardware ond software work in harmony be-
foro being placed m service.

Notwork Statistics; 1988

Gross Investment SO 5 billion

Plannod Investment $3 5 billion 1989 1993
Billable Call Volume 23 6 billion minutes
Total Route Miles 44.300

Total Capacity Circuit Milos 898 million

Switch Ports 18 million



Network

Clowns and ope. ito& Iho world's most modorn
telecommunications nnlwork lo carry voico, data
ond messaging transmissions around tho world
Tho systorn consists of tho most advanced fibor
optic, digital microwavn and digital switching
tochnologiosand satollito facilities MClempha-
si/fos digital transmission bocauso it provides
maximum quality, effic-
iency and flexibility in
communications.

Tho MCI notwork features
ultra hlghspeodtrans-
mission. virtually unlim-
ited capacity and uniquo
notwork control capabili-
ties MCl's global network
provides voice, high spoed
data and mossagmg services to moro than 200
countries ond facsimilo over a uniquo dedicated
network.

Tho MCI systom includes transcontinental ond
roflonol high density fibor opbconu digitol mi-
crownvo routes MClwas the first to carry com -
mercial traffic at 1 Bgigsbits-billionsof bits
per second

Tho highost level of notwork intelligence-Com -
mon Channel Signalling System No 7 (CCS7)
-is used by MCI to extend network control to
customers, to roduce ciil setup time and to make
possible continued enhancement of MCI's vir-
tual pnvato network and 800 services

Vnof

An advanced private network service that com
bmos tho benofits of control and value, tradi-
tionally enioyod by u ,ors of private notworks,
v.ith tho efficiency and economy of u shared
public notwork Vnot servico is also available to
provide links betwoen customers' ovorsoas lo-
cations and lhoir domestic notworks via MCl's
international private lino service

MCI WATS

Acustomized long distanco service for busi-
nesses that offors tho traditional five bands of
U S.coverage MCIWATS also enables users to
call overseas at maximum discounts, while
enjoying tho advantages of dedicated service

MCI Hotel WATS

Providos the lodging industry with less expen-
sive domestic and international calling services
for guests.

MCI University WATS

Avariation of Hotel WATS for colleges and
universities, which accommodates Icwer usage
mthe summer months



Primo Calling Option
Ofinr&customers discount!) on calls from homo
or oflico to (joints within tho U.S., PuorU Rico

and tho U S Vagin Islands (or a modest monthly

foo

MCI Commorcial Affinity Group Billing
Arrangement

Provides discounts and othor special benefits to
qualified organisations, such as trade associa
tions, who ontor into agreements with MCI to
tointly mjrket MClI commercial services to thoir
members Ovor 70 groups nro currently partici-
pating in this program

MCI Voico Grade Private Line
Avoice transmission service via o dedicated
channel for o single customer's use betwoen

two cr more domestic or international locations.

>2

Revenue Growth
(In Billions)

w

84 35 86 87 88
YE December 31

Over tho part five years. MCI's revenuo has
grown from St 96 billion in 1984. to S5 14 tui-
tion in 1988



Financial Highlights

Cl cot records for growlh and profitability in
1988, roporting rovenun of $5 1 billion and oorn-
mgs of $334 million, or $1.23 parcommon
shnro, Rovonuo roso 30 parcant, compared with
1987, whilo earnings and comings par common
sharo increased five fold ovor tho prior year.

MCl's slock is traded on tho National Market
Systom of NASDAQ, undor tho symbol MCIC
At tho ond of 1988, thoro woro 60.182 rocord
holders of MCl common stock ond 243 million
shares outstanding

During 1988. MCl's common stock wus tho
most actively traded security in tho ovor tho-
counter market, accounting for a trading volumo
of ovor 473 million shores That was tho eighth
year ina row that MCIl'scommon stock led tho
over-the-counter market in trading activity

Financial Statistics

Operating Earnings
Margins Por Shore

# n
£

87 88 87 88

QAA AND MESSAGING SERVICES

MCI Data Notwork Sorvicos

A cost effective moons of carrying customer
data, voico ond imago applications at many
speeds by either torrostriol or satellite syslems
Included in MCl's digital data offeringsaro T 1
access ond T-1 mtorcity channels. MCI offers its
businoss customers end-to-end servico. includ-
ing local access and customer pramiso equip-
ment MCI offors a wido rango of pnvato lino
sorvicos between tho U S. ond major businoss
centers in moro than 80 countries

MCI Mall

An offioont and offochv© worldwide electronic
mail servico Using any personal computer or
terminal, correspondence can bo sent by elec-
tronic means, or try tele*. fax or hardcopy
delivery servicos. to virtually anywhere in tho
world ovor tho MCI Mail notwork

Switched 66 Kilobit Data Servico

Customers can transmit data over ousting facil-
ities with dial up 56 kilobit 150.000 b-ts por
second! service Thoserwee offerson-demand,
hrgh-vdumo data communications for the price
of vo«ce calls Data transmissions are earned
over MCl's d-gitol data network to assure quality
and reliability for critical data, facsimile, video
ond secure voice transmission applications

13



MCI fax

MCI offnrn o worldwide facsimile transmission
service for ovory nood, from root limo lox-to fox
to PCto-fox applications. MCI fax transmits doc
umonts ovor o dedicated fax notwork that is part
of MCl's digital backbono notwork. onsuring fast,
nrror-frco delivery Customers onjoy savings bo-
causo transmission charges oro based on tho
time a mossago takos, rather than full-minulo
rounding. Tho service Includos authorization
codes and porsonnlizod rango privileges Do
toilod management reports aro provided, along
with a specialized fax invoico. Enhanced fox
messaging copabilihos aro provided through
tho integration of storo-and-forward fax ond MCI
Mail-to-Fox ond MCI Mail-to-Tolex into tho MCI
fax notwork

Fax Dispatch**"

Combines tho technologies of facsimile and
electronic mail Itenables MCI Mail subscribers
to send faxes directly from thoir PCs to moro
than 4 2 million Group 3 facsimile machines
worldwido. Fully integrated with MCI Mail's
mossago-handling features. Fax Dispatch fea-
tures include abbreviated and multiple address-
ing and confirmation and cancellation notices
as well os an electronically gonerated cover

page.

MCI Tolox

An advanced international and domestic telex
system featuring banc, real time and storo-
and-forward service MCI tolox can be used by
subscribers with telox and data torminals. or
personal computers with communicating word
processors, to send text electronically to noirly
two million Ichjx subscribers worldwido

14

1986

1987

1988

MCl acquires Satellite Business Systems from
IBM, establishing a businoss relationship with
IBM that continues today.

MCIl complotes construction of a coast-to-const
fiber optic system, giving tho company coost-

to coastand border-to-bordor digital connectiv-
ity through a combination of fibor, digital radio
and satellite links MCl is olso tho first to carry
commercial traffic at a transmission speed of
113 gigobits (billions of bits por second).

MCI offers domestic and intornotional 800 sor-
vico with call-in copobility from all 50 statos,
Puerto Rico, tho U S Virgin Islands and selectod
foreign locations.

MCI imtiotos direct dial international servico to
all direct-dial countries in tho world and offors
onorotor services for the origination of MCI
Card calls from rotary dial phonos throughout
tho U S.and Puerto Rico MCI also bocomos tho
first to carry commercial traffic at a transmission
speed ot 18 gigabits

MCI acquires RCA Global Communications (RCA
Globcom?’),consolidating its position as tho only
US telecommunications company offering do-
mestic and international voico. telex, facsimile,
high speed data and electronic mail services.

Pursuant to an agreement with IBM. MCI pays
S677 million for the nearty 47 million shares of
MCIl common stock issued to IBM in connection
with the acquisition of SBS. and IBM ocquuos
$400 million of MCI preforred stock

"XCAU*»J n tn



1968

1969

1978

1982

1983

1984

1985

MCI founded by William G. McGowan, chair-
man, and incorporolod in Delaware on August 8.

MCI becomes tho first company authorized by
the FCC to compete with AT&T in tho domostlc
longdistance markot

The Execunet decision bocomes final, giving
MCI the right to provide any long distance
service it lawfully tariffs.

MCI acquires Western Union International, giv-
ing the company avaluable presence in tho
intornotionol marketplace.

AT&T signs a consent docroo with tho Depart-
ment of Justice, requiring tho company to divest
tho Bell operating companies, effective

January 1. 1984

Undor an agrcomont with TransCanoda. MCI
initiates dial-up voice sorvice to Canada, be-
coming tho first company to offer an alternative
international long distanco service.

MCI Mail', worldwide electronic mail servico.
is introduced.

Divostituro brooks up tho Boll System, and
Americans for the first timo can choose among
long distanco come jmes on an equal basis.

MCI is organized into sevon domestic divisions,
corresponding to the regional Bell holding com
pomes An eighth division. MCI International*
manages MClI's rapidly growing international
business

MAUGTfMm SERVICES

MC! Integrated Network Management
Services (INMS*m)

An innovative family of services that gives cus-
tomers a comprehensive set of notwork manage
mont applications. With INMS, MCI customers
can cost-offoctivoly monitor, analyzo and con-
trol their MCI voico and data sorvicos through a
single usor interface.

MCI View*>"’

Provides an interfaco to IBM's NotViow,n" and a
real-time dolivory of Vnet switch and traffic
statistical alarms and DDN performance and
service affecting alarms. MCI is tho only long
distonco carrier to provido this network man-
agement interface.

MCl Intelsat Business Services (IBS)

A completely digital privato line service for
customers with large international communica-
tions requirements. IBS onobles users to trans-
mit high speed data, voice, focsimilo and vidoo
traffic vie sotollito anywhere in tho world



Headquarter Locations

MCI1 Communications Corporation
1133 19th Stroot, N.W.

W ashington, DC 20036
202-872-1600

MCI1 Northeast

Five Intornational Orivo
Rye Brook. NY 10573
914-937-6000

MCI1 Mid-Atlantic
601 South 12th Street
Arlmnton, VA 22202
70c *86-6000

MCI Southeast

400 Porimetor Center
Torraco, N.E., Suite 400
Atlanta. GA 30346
404-688-6000

MCI Midwest

205 North Michigan Avenue
Chicago. IL60601
312-856-2121

MCI Wost

707 Sevontoenth Street
Suite 4200

Denver. CO 80202
303-294-0005
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Mission

|1l Cl's objectivo is leadership in tho global tolo-
| 1 communications industry, a businoss with tro-

mendous growth and profit opportunities. To
achievo this loadorship, MCI's strategic priori-

m fiosaroto:

* Doublo revenue over tho next tour yoars.

« Compote inall long distanco sorvicos markots,
inall geographic areas, providing a full rango of
high-value services for customers who must
comrnumcato or move information electroni-
cally in the u.s. ond throughout tho world.

* Increaso orofitobility to better sorvo tho inter-
ests of our customors and stockholders.

* Improve operating and capital efficiencies so
0s to ho tho low-cost provider of sorvicos

« Continuo to enhance what is alreadr the most
modern rietwo’k in tho industry, fully able to
dolivor any sorvice our customers domand intho
U.S. and the world.

» Make prc mier service tho standard by which
WO serve our ustomers.

* Boachompion ot competition, supporting
government policies that safeguard choice for
consumers and businesses.

« Continue to attract and rotain knowledgeable,
resourceful and hard-driving peoplo who can
mako things happen for our customors






Date Rcfcircd: April 24, 1991 FURTHER REFERRALS: Judiciary

Finance
Date of Committee Action:
The STATE AFFAIRS Committee considered: HB 298
HOUSE BILL NO. 298 PRESIDENTIAL PRIMARY ELECTION
"An Act establishing a presidential primary election; and providing for an effective date."
RECOMMENDATIONS: ( ] the same title
be replaced with 1 )anew dUc
[ ) have attached amcndmcnts(s)
[ ]do pass
[ ]Jdo not pass
I Jno rccommcndadons
[W individual rccommcndadons
[ 1addiuonal referral to the Committee
ADOPTS: letter of Intent
ATTACHES NEW FISCAL NOTE(s): APPROVES PREVIOUS:
(vTfiscal impact ( J fiscal notc(s)
[ ] zero fiscal note [ ) zero fi“cal note(s)
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Alaska State Legislature

llouseoe Representatives

RERRESENTATIVE FrAN UImer

MEVCRANDLM April 30, 1991

10 ﬁ%ﬁ'seeege alt<eu b/m?al(:ha Bmmlttee

FROM  Rep.

RE HB2 act establishing a presidential primary election; and
prov?glng for an effl ct?ve ae) primary

Thank

[ schedulll gtla hearl r]g for HB 298. This bill would create a

premdgntlal pnmary election In Alaska,

The S dpretanes of for re and Wa]s_)hln ton arn botn WOkan% Plan
n an "early” ort est dcntI ¥] hoy have roquostod that
asacon5|der ommgtese V\naates dl deavor to nn% tfontlon
ort west ISsues arﬁi tract presidential candidates to our region. Hence, the

purpose of this b

In the past, Alaska has doclincd to creat rimar rtI ecause our e
go uatlon and dﬁsa cC Olrom f(n ﬁower § E1<e)eps ca/nd e Prom makln ﬁ) ﬁa
ampaign stop. 8 [0S Eany askan SSUes Wlt ro ondous anH
(frtane are’ not ad rose t"a reql anﬂ elp solvre
H em ycreatln% an ear hesN a ([ S| t|a| I'ld " that focuses

ebate on” ISSues concernin ort Wost an as

T{llS focus L almost certalnl attract mof* andldates to our state. 1t will
sQ qive A roa ortunity to b* eard on the many national Issues

that |recty a ect ur vo

Thank you for your prompt consideration of this bill.

DIMIKIIIt - Jillif«itl
p<>Um\v < Juneau. AlaskamiHii.uoo < ux>7)4<. 4U47

Recycled Psp*’
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March 27, 1991

The Honorable Fran Ulmer
Alaska House of Representatives
P.O. Box V

Juneau, AK 99811-3100

It was great to talk with you again last week and get caught up. There's certainly a lot
happening with both of us.

| appreciate your willingness to help with the regional primary issue. I'd like to expand on
our earlier conversation and give you an idea of where Washington and Oregon arc right

now.

I met with Washington Secretary of State Ralph Munro earlier this month to discuss the
issue, and here’s what each of us brought to the table. By current statute, Oregon’s
presidential primary falls on the third Tuesday in May. But in 1987, we passed a law which
states that Oregon will hold a presidential primary election on the fourth Tuesday in

March if three of five states - Alaska. Washington, Idaho, Montana and Wyoming - do so
as well.

Washington’s statutory primary date is the fourth Tuesday in May. But. under existing law,
the Secretary of Slate has statutory authority to unilaterally move the primary date to
advance the concept of a regional primary.

Secretary Munro came to Salem to encourage Oregon to move to a March date, but faced
with budgetary restraints and legislative resistance to changing current Oregon law. | told
him that a move to March is unlikely. Instead, we discussed Washington joining Oregon
on the third Tuesday in May. Secretary Munro likes this idea and apparently has received
a lot of editorial support for this.
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But Secretary Munro faces a challenge. House Bill 2089, which has recently passed the
Washington House, moves Washington’s primary to the fourth Tuesday in March and
removes the secretary of state’s statutory authority to move the primary date to advance
the concept of a regional primary. (An amendment to HB 2089 which would have
preserved the secretary’s authority to move the date was defeated.)

House Bill 2089 has moved to the Washington Senate but has not yet been scheduled for a
hearing. Secretary Munro’s Office tells me that if a hearing is not scheduled by April 5,
then the bill is likely dead this session. | have offered to help Secretary Munro however |
can over the next week to defeat HB 2089 so that we can continue on the road to a May 19,

1992 primary.

As for Alaska’s possible role, it seems that having a presidential primary oi caucus on
whatever date Oregon and Washington can agree to would maximize the possibility of
attracting candidates to your state. Obviously, nothing is certain ~ they may avoid us
anyway, even if all three of us converge on a single date - but it seems like it's worth a shot.

I hope this helps. I'll be in touch soon to discuss how we can move closer to a truly
regional presidential primary.

Best,

PK/t]



DIVISION OF LEGAL SERVICES

LEGISLATIVE AFFAIRS AGENCY
STATE OF ALASKA

P.a lltu Y. Juneau. Alaika 99811 (tthteruilo 240 Main Street
(907) 465 J967 or 465 2450 Court Data. Room 500
FAX'(907) 465 2029 Hm1Slop 3101

MEMORANTDUM March 29, 191

SUBJECT: Presidential primary bill (W.O. 7LSII3K)

TO: Representative Fran Ulmer

FROM: John B. Gaguinc

Legislative Counsel

Enclosed is a draft hill establishing a presidential primary election in Alaska. It is
based on the repealed presidential primary hill, ch. 20, SLA 19-D (a copy of which
1 previously sent to you), with some major changes

The first major change is that the lieutenant governor will no longer choose who is
a recognized candidate. Instead the lieutenant governor will list all candidates who
have filed for matching funds under the federal Presidential Primary Ma'ching
Payment Account, 26 U.S.C. 9031 « 9042 (copy attached), have been certified by the
Federal Election Commission, and have not withdrawn. This shouid leave on the
ballot candidates who. because of fading support, arc no longer eligible ror federal
funding under 26 U.S.C. 9033(c); they have not been decertified. As ! read it, the
federal lawalso upplics lo minor party candidates und independents, so that they will
also be automatically on the ballot, assuming that they have the minimum level of

support necessary to qualify for federal funding.

| deleted the provision in the old law that a candidate pLiced on the ballot by the
lieutenant governor could have his or her name withdrann. This may have been
appropriate when the lieutenant governor could pLicc on the ballot the name of a
person only mentioned as a candidate, und not neccssunly pi inning to run (c.g"
Mario Cuomo in 1988). It docs not seem appropriate for a declared candidate.
Since a point of this primary. | think, b to force national candidates to pay more
attention to Alaska, a withdrawal provision would be inconsistent with that goal; the
major candidates, if given the option, might all withdraw, rather than either having
to spend time in the state or risk a poor showing.

| retained the provisions that allow a would-be candidates supporters to get the
candidate's name on the ballot by petition, and that alkm a candidate so nominated
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to withdraw (since that person may be a genuine non-candidate). | reduced the
number of signatures necessary to one percent of the number of votes cast in the last
gubernatorial election; that number is consistent with the number necessary to get on
the ballot as a statewide candidate, and the five percent figure in the old law is
clearly unconstitutional under decisions of the United States and the Alaska Supreme

Courts.

| also deleted the part of the old law that made the primary results binding on
delegates to the nutional party conventions. As | explained in my earlier memoran-
dum to you, the United States Supreme Court has ruled that a state’s presidential
primary election laws cannot supersede a national parly's rules because of the party's
First Amendment rights to freedom of association. The procedure prescribed by this
bill (where all candidates appear on one ballot, und a voter registered in party A may
vote for a candidate in party B) is, 2 believe, inconsistent with the charter of the
national Democratic Party. (I do not know what the provisions of the Republican
party are on this question.) Therefore the Democratic Party could not be bound.
Of course, there is nothing to prevent the parties themselves from adopting a party
rule making the primary results binding on party delegates.

Please let me know if | can be of further assistance.

JBG:pl

91-222.pIm

Enclosure
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HI candidate foe Ibe oibce ot Fmideni ot ihe United
Jiiih. or. in ihe cam ot 0 party »hKh docs not male
loch nommaiion h national contention. ending on ibr
tother ot (A) ihr dilr tuch pant nominam at candi
date for ibr oAct of fmideni ot Ibr United ' alrv or
(B> ibr toil dev ot ibr Inti nriionrl convention held by
* ma/oe pony during web calendar year
Ifl Tht term “primary election” mom an rlrciion.
including m runoif rirciion or « nominating convention
or cnoctet brld by « pobiicd party. for ibr Mirciion of
delegate* io * national nominating convention of e
pointed party. or for ibr rtprnuon of ¢ preference for
ibr nomination of pertont for election io Ibr oAcr of
Firtedeni of ibr Untied Suirc
111 The term "pointed committee” meant in* individ
ud. committee. atenctaiion. or oegenireiion (sbnbrr
or nor wcwpcniidl ninth tccrprt coninbunont or
incur* queliAed campaign ctpcnte* for ibr purport of
influencing. or attempting lo influence. ibr nomination
of any prnon for ilnim lo lbr other ot Prevdeni of
ibt United Sum
Itl Ibr ’em queliied camp*»» eiprme meant a
purtbaar. paimettl. diwnbunoa. loan, advance, depout,
of pfl of mono or of anythMg of value—
(A> intunrd by a candidate. or by bat auiborued
commiiiev. m connection mth bit campaign for
nommaivon for electvon. and
(B) nrnfrr the uvrumac nor payment of ubvcb
contirtwte* a notation of any Lae of Ibr United
Stain or of ibr State « abacb ibr rtprtiM it
incurred or pad
For purpovet of ibet paragraph. an rtpeme it mcwrrid
by a caiddaie or by an anboruod committee if il it
incurred by a penon tpect&cally autboetred « antmg
by tbr candadair or coaumttar. at ibr cam may be. io
incur MKh ripen* on behalf of Ibe carvMiir or tbr
cootantier
UOI Tbr teem ~Suir~ meant each Suit of Ibr Unatod
Sum and ibr frtirxi of Cotumbu
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I1) artr« tocMm and fm af io ibr Commomom any

rvdnce u mat rnywru ct puditnd iMpaipi eipeme*.

IT* »j’f* io keep and fucwth lo ibt Ccmmnnaa any

rnenrda. booAv and o*bet mfarmiiiao n moy rwyrn.
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a tanOideie thaB unfy w Ib* r
Il ibe landlate and bat ambceuad

FImik Ui PrwJdratUJ auapdgM

not incur qualified campaign ripmtn in eiccu of Ibr
limitaiiont on tuch rtprntrt under taction 00)5.
til ibr candidaie tt treking nomination by a pointed
party for election to ibr ofbee of Pimdmt of ibr
Untied Sum.
|J> ibt candidate hat rrcetvnd matching coninbufiont
nh«h in ibr ageiegaie. etceed SJOOO in contrtbuiiont
from rmdmit of each of ai knit 20 Sum and
Ifl ibr aggregate of coninbunont certified «nth rnpeci
ﬁ)%ny peryon under ptragripb ()) don not ricrod
let Termiaetton of yatnttu
I1l1 General rule. Etcept at provided by paeigraph (2b
no payment dull br made to any indivtdud under
trctvoo 90)7—
(Al if tuch individual cum io br a Candidale aa a
mult of ibt operation of ibt lati lenience of trction
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ual rtceivet Ini than 10 percent of ibr number of
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ud prrtmitrd or aulbonted the appeaiancr of bet
name on tbr bdloe. uelna tuch indivtdud crndkt to
thr Commttaeon that he »ill nor hr an active candi-
date in ehe primary involved
111 QualiAtd campeecn iiyeeew. payeMeta t« urn-
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(1) lo receive any payment! under tection 90)T tbail br
ebeiMe to continue lo receive payment! under tection
90)? io defray gwaUbad campaign eiprmas incurred
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ineligible under paragrtph (1)
)i Caieulettau_af eadag potcralaga. For p~Apom of
Mfagrapfc (Im BL if the prmary clecuont uivoivrd are
held m more Iban one Suit on the tame date.
candidate tbail be treated at rccemng that percentage
of Ibe K>m on web daw nhtch be racenad m the
primary elnctma coaducird on web dale at nbacb be
received the greami percentage vote
Ifl ReeauUiekmeal ot tbglbUity.
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Sec. 90)4. Entitlement ot eligible Candidatea la pay

la) la

Every candidaie »ho it eligible lo receive paymenu
under Mellon 90)) it entitled to paymenu under Mellon
90)7 in an amount equal to the amount ot each contribu-
tion received by tuch candidaie on or after the beginning
Ot ihe calendar year immediately preceding ihe calendar
year ot Ihe presidential election mth to poet to nhtch
loch candidate n treking nomination, or by hit autho-
rized tommmcc*. diwrgarding any amount of contribu-
tions from any perton io the eiieni ihai (he total of the
amount! contributed by tuch penon on or after the
beginning of tuch preceding calendar year eicccdt $250
Foe purpose* of (hit lubMctton and section 90))<b). the
term “contnbutwo" meant a gift of money made by a
« ntten initrumenl nhveh identities the penon making the
contribution by full name and mailing address. but don
not include a wtnenpuon. loan, advance, or depout of
money, ot anything of value or anything described in
subparagraph (B). (Cl. oe (D) of section 90)2(4)

fb) limiuttcua.

Tht lota) amount of payments to nhacb a candidate it
entitled under subsection (a) shall not ruced 50 percent
of the eiptnditure limitation applicable under tection
)20tbMIMAI of the Federal Election Campaign Act of
1971

‘H PL t|| ta W» -
el g ArRe g | - uiemr
Itsityvu 111w
it~

See. 70)). QualiAad tw y u p ftpenee limitatieas.

la) Eipraditae* limitations.

No candidate dull knontagly incur quahded campaign
etprata m cum of Ibe etpendvurr | mitation appUsMe
under teciion )20IbXIMA) of ihe Federal Elecuon Cam-
paign Act of 1971. and no candidate dull knoutagly
make etpenditwrn from bn personal fuuh. or the per
tonaJ funds of bn immediate family, m connection »uh
ha camfmgn for mm m m o foe electon to the oAce of
Fmideni ut turn of. m the aggregate. 1)0.000

tbl OrAnitken of leu d lili family.

For pueysncs of Dim section, the term "emmedute
family” meant a cirddatei ipouta. and any chill pa/
rat. grandparnu. brother. half-brother. utter, ot ha)f-
tntre of Ibe candataie. and the ip um ot wch perscun

toH fl util ta
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k M mat ta
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la) lattla) emlftcittoaa.

Not later than 10 days after a candidaie ntebJnhe* hit
eligtbiliiy under tection 90)) to recetvt neymenu under
section 90)7. the Commission shall certify to the Secre-
tary foe payment to tuch candidaie under section 90)7
payment in full of amounts lo uhtch tuch candidate u
entitled under section 90)4 The Cotnmtuion shall make
tuch additional certiflcationt at may be necessary to
permit candidates to receive paymenu for contnbutioni
under section 90)7

tbl Fleality of datermtaatlooe.

Initial certi&ciltoni by the Commission under subsec-
tion (a), and all determmationt made by it under this
chapter. a% Anal and concluaavr. etcept to the riteni that
they arc tobyect to cumulation and audit by the Com*
ir-oaton under section 90)1 and judicial re*ve» under
section 9041

ta aotav tari Ok ta VOX
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Sec. 90)7. Paymeets te eltpWe candidate*.

lal FjteMhbmatl of aceoueL

The Secretary shall maintain in the Presidential Elec-
tion Campaign Fund established by tection 9004<a). in
addition to any account uhach be maintains under tuch
section, a separate account lo be knosm at the Preuden-
tiaJ Primary Matching Payment Account The Secretary
shall depout into the matching payment account, foe ute
by tbe candidaie of any political party ubo it eligible to
receive paymenu under section 90)). the amount avail-
able after the Secretary determines that amouau for
paymenu under section 9000(c) and foe paymenu under
section 900KbX)) are available fee tuch paymenu

Ib) Fayaesu trom tbe matching payment account.

Upon receipt of a certiicaiioa from the Communion
under section *)V4. but not before the brgramng of the
matching payment pervrd. the Secretary shall petwnp'ly
transfer the amount trended by the Contmnaacn from the
matching payment account to the candidate In making
such transfers to candidates of the tame ponncal party,
the Secretary shall seek to achieve an oqwubtc dittnbu-
lion of fendt available under subsection <a) and the
Secretary shall take into account, in veriieg to achieve an
egwtaMe dntnbution. the sequence in nhich such tertid-
eations aro rtcetvsd

toHPI nwBst ta

o HBAE

Sec. 9AM. Ftaminidata and todies. repaymaom.

la) HaminoVigea ad audita

After each matching payment pcnodL the Commisnon
shall conduct t thorough rtaawaatioa and audd of the
quatodav itmpaagn etprnvas of ever
auihoetnd committees uho rncetvng pay*
SKtmn 90)7

fb> Hrpaymaom
tl) If thr Cammnama Jnemen that any portion of
the peymenti made W a candelate from the maachmg
peymaut account uaa m et.am ot the aggregau
insv«m 0t payments tn utaeh tuch .amidst* uaa
eni.tnvl undrt stctvan 90V*. h thall needy the candv-

(Rotoeoaieno and Notts aro tn aeparata bovOon] 91
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date, and the candidate thill pay to ihe Secretary an
amount iqutl to Ihe amount of riccu payment!
111 If lhe Commit*— determine! that any amount of
any payment made to a candidate from the matching
payment account uat uted for any purpote other
than—
(A) to defray the qualified campaign ripenvet unh
rnpeci to ehich tuch payment uat made, of
ID) to repay loant the proceed* of uhtch »ere uted.
or othenarte to mtote fundt (other than contnbu
tiont to defray qualified campaign eiprntet uhtch
uetr mtrted and etpendedl uhtch urrc uted. to
defray qualified campaign eiprnto.
it thall notify inch candidaie of the amount to uted.
and the candidate thall pay to the Secretary an amount
equal lo tuch amount
(JI Amount! recrtted by a candidate from the match-
ing payment account may be retained foe the liqutda-
tion of alt obligation! to pay qualified campaign eipen-
vet mcurtrd foe a period not eueeding 6 month* after
the end of the matching payment period After all
obftgai— t hate been liquidated, that ponton of a y
uneipended balance rrmiining in the candtdaie’t ac-
count* uhtch bean the ume ratio to IV total unei-
pended balance at the total amount recrtted from the
matching payment account bean to the total of all
depout! made into the candidate t account! thall be
promptly repaid to the matching payment account

(t) Noeiflcat—

No notification thall be made by the Commit*—
under tubwet— (b) unh rnpeci to a matching payment
pencd more than ) yean after the end of tuch period

(ft Depot)! of rrptftueatt-

All payment! revetted by lhe Secretary under tubtcc-
t— fbi thall be depouted by him in the matching
payment account
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Sec. tOJf. Rifoniti Cotpm rrpliUoM.
UK Reportt
TV Coenraw— null, u toon u practicable after each
matchieg ptimni period. tubemt a full report U> tV
V-itr wt Haw of RrpraoiuiiiA tatting forth—
Il the QUkM pwg»fi (ipma (I ON m wch
detail 41 the Coanmtuacai deirnnms nevrtury) in-
curred by IAt caadadats of each political party and
their awtheeued commutes.
1}) the woawt certified by it under tect— 0)4 foe
payment to each rhpMe candidate. and
tJl the amount cf payment*. if aay. required from
candidate! under uctioa O il and the rtavont for each
payment rrqutrtd
Each repeal tubmnied painuam lo thn tection thall be
pevaaad ai a Senate document

(% RfqutIaua etc
Io

i e
runaU“ adJ 351
ta. r« }] In t| ato-
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Financing j

(el Retie* of regulationa.
(It TV Commtu— . before pretenbtng any rule or
regulation under tubtact— Ib), thall trantmn a title-
ment unh rnpect lo tuch rule of regulti— lo lhe
Senate and lo lhe Houte of Rcprcteniiuts. in accor-
dance unh the protu— t of thn tubtect— Such
itatement thall tet forth ihe propotad rule or rrgula-
I— and thall contain a detailed eiplanai— and yutltfl-
cat— of tuch rule or regulation
IT) If either tuch Moute doet not, thtough appropnate
act— , dtupprote the prorated rule ot regulat— tat
forth in tuch tuirmcnt no Inter than X) Irgtilati** day*
after receipt of tuch ttatement. then the Commtu—
may pretenbe tuch rule or regulat— Whene>*r a
committee of the Houte of Repeetentatitn rrportt any
rnolut— relating to any tuch rule or regulat— . n it
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STATE OF ALASKA HILL NO.
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PEOPLE ARE CONCERNED ABOUT TAXES

"The American people want public services, but they don’t want to pay for them." This is the
common refrain of insidc-the-bcltway commentators. A different reality exists beyond the
beltway, which is that tl.e American people perceive that taxes are high enough and government
is spending more than is needed to provide public services. More than three-quarters of the
American people believe that governments waste much of their tax money. <1>

State legislators and other elected officials are faced with difficult choices. The demand for
public services is great. That much the Washington commentators have understood. At the same
time, the supply of taxes is limited. The conventional wisdom is that there are but two
approaches to balance government budgets when spending exceeds taxation: reduce services or
increase taxes. There is a third way: use tax money more efficiently. This is a simple strategy
known by every household and every business: when you can’t increase income, you decrease
expenses.

More efficient government has been discussed for years. But despite growing public indignation
at government waste, despite genuine intentions by many elected officials, little real progress has
been made. Attempts at removing government inefficiency and waste have failed not because
there is little potential to make government mere efficient, but because the incentives that face
public managers and employees are skewed toi 'a.-d higher spending.

What follows is an analysis of the incentives that drives higher public spending, and proposals
to redesign spending incentives to favor lower levels of taxation. This analysis docs not propose
that government do less (that is a different debate) — indeed implementation of the proposed
strategics could permit government to do more. Finally, it is important to understand that the
analysis is not a criticism of government, of public managers, of public employees, or of public
employee unions; it is a criticism of the incentives that drive the decisions and activities of
government.

STATE LEGISLATURES HAVE APIVOTAL ROLE IN TAXATION

Slate legislators are integral to the process of making government more efficient All
governments in the United States except for the federal government are creations of the states.
Each municipally, county or parish, school district and special district operates subject the powers
and responsibilities conferred upon it by the corresponding state government. The ability of state
and local government units to tax and spend is under the control of state legislators.

State legislators often express the view that they should provide maximum flexibility for local
governments and exercise little control over die spending decisions of local governments. And
while the level of government closest to the people should have great latitude to respond to the



interests of its taxpayers, there is also an appropriate oversight role for state legislatures. When
local governments get into financial trouble, they have one place to go — to the state legislature.
The present situation in Pennsylvania is a case in point, with the city of Philadelphia seeking a
state bail out to avoid insolvency. The inability of Philadelphia to live within its means has
become on issue in the state capital. There has even been the specter of federalizing state tax
policy with a federal attempt to coerce the Pennsylvania legislature into establishing a new tax
for a particular public service. <2>

State legislators have an important interest in efficient spending at both the state and local level,
then because in the final analysis it will be the states that will pay. And the stakes have been
raised considerably by the attempted federalization of state tax policy referred to above. If state
legislatures do not ensure that local spending is kept under control, state bail outs and even
federal mandates may follow.

The incentives that drive state and local spending higher are getting stronger. The fundamental
question for state legislators may be stated two ways:

1. Shall state and local governments be pci mitted to spend more than necessary to delivery
any public service?

2. Shall state and local governments be p<rmitted to ignore alternatives for providing the
same level and quality of public services #%r less?

HIGHER TAXES DO NOMEAN MORE SERVICE

Taxes as a Panacea

Strong special interest groups that seek grea:er public revenues for themselves and their
constituents have concentrated the political debate on ways to raise new taxes. Focusing on
issues of fairness nnd compassion, they have diverted attention from the performance and
cost-effecti”eness of pub’ic programs. If the proponents of liigher govenuncnt spending are to
be believed, then taxes are a panacea. The answer to every problem is more money.

But taxes are not a panacea. All taxes are paid by households and businesses, so economic
growth depends upon the strength of the private sector. As taxes consume a higher percentage
of income, society becomes weaker economically. This lesson has been painful to Argentina
and Eastern Europe where the high percentage of income consumed by government has sapped
initiative and reduced living standards. Taxes always reduce the amount of money that would
be used in the private sector to increase production and to boost the Gross National Product.
Taxes always reduce the size of the economic pie. Therefore, there is no justification for higher
than necessary public expenditures. There is no valid reason for U.S. competitiveness in world
markets to be impaired or for Americans to have lower standards of living because of
government inefficiency.



The stronger the private sector, the greater is the ability of government to provide public services.
The taxation issue is not only about what government should do or should not do. It is also
about whether the functions of government should be performed at the lowest possible cost. As
presently structured in the United States, governments routinely spend more than necessary to
perform their functions. It should be clear by now that not even the most generous state legisla-
tures can match the ability of the public sector to spend money.

Government’s fundamental problem is not funding, it is spending. The fundamental issue is not
about finding new taxes for government, it is about controlling the demand fcr taxes through the
efficient use of public resources. It is time to cast the public debate in these terms.

Ihe Fnljnci of Judgjpg Results hi Spending

Seeking higher subsidies, public agencies compare their level of public subsidies to that of more
highly subsidized agencies to demonstrate the short-sightedness of their elected officials and the
selfishness of the taxpayers in their catchment irea. Spending interests fund or publish studies
that compare spending levels of various public programs, taxing districts, states, and countries
to determine the effectiveness and performance of public programs. Following the logic of these
arguments, that higher government spending is equivalent to superior output, we could determine
that students in Salt Lake City are not as knowledgeable as students in the inner city of Detroit
or that Japanese students receive an education that is inferior to that of students in Egypt.
Likewise, we might surmise that Americans Itave an inadequate diet while Ethiopians are
over-fed or that the streets of Stockholm are leri safe than the streets of Newark.

Obviously, there is no reliable correlation betwet n higher spending and superior results. Nor can
we infer from the data that the citizens or elected officials of Salt Lake City or Japan areless

compassionate, more selfish, or care less for the education of their children thancitizens of
Detroit or Egypt.

The Public Spending Corollary to "Parkinson's Law"

Growing evidence demonstrates that there need oe little if any correlation between the amount
of tax money spent on a public service and the rmount or quality of that public service.

These points are illustrated by an analysis of costs at 109 U.S. public transit agencies. The
analysis showed that unit costs (costs per mile) va” significantly between public transit agencies.
(Chart: "Variation in Unit Costs for a Public Service") The most expensive public transit
agencies spend more than double that of the most efficient public transit agencies in cost per
mile. Further, the analysis shows that cost increases vary greatly (costs per mile increased in a
range of from 35 percent to more than 100 percent — inflation was 54 percent). These
differences cannot be explained by geographical differences or by differences in service quality.

There was, however, a relationship between new revenue available to the public transit agency
and the extent of the cost increase. Generally, from 1979 to 1988 the higher the increase in
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revenues, the greater the cost increases. (Chart: 'Public Unit Cost Increases Compared to In-
creases in Funding")

-Of the 82 agencies that received on increase in funding (inflation adjusted), only six kept
their costs within inflation.

-Of the 27 agencies that received a decrease in funding, nine kept their costs within inflation.
Seven of the nine had revenue increases of less than ten percent.

Two conclusions are drawn from this analysis.

1. That public agency costs are not fixed -- that some governments perform the same
services as others for less.

2. That unit cost increases tend to be hight r where the increase in funding is higher.

In 1955, C. Northcote Parkinson proposed 'Parkinson’s Law' — that work in a bureaucracy tcid
to expand to fill the available time.<3> Parkinson noted that, even when public service lev ds
remained stable, the size ot Lie bureaucracy inc/cased. The research on public transit suggests
that even where service does not increase, uni: costs (end to increase. Hie cost behavior of
public agencies implies a public spending Corollary to Parkinson’s law:

"Unit costs of public services tend to increase to consume the available funding.”
Higher Tnx« Generate Higher Unit Cods

Studies in education and elsewhere echo the dynamic identified in public iransit.<4> New public
funding does not necessarily result in higher levels of public service. A large percentage of the
rising costs of public services is consumed by greater than inflationary cost increases. Even in
the absence of new government services, there is an increasing demand for taxes, because the
costs of existing services tend to rise inordinately.

The amount of money spent by a jurisdiction on r. public service may be more a reflection of the
political strength of spending interests than it is a reflection of the commitment and compassion
of the citizens and their elected officials/ The test of a public service is the quantity and quality
of the servict provided, not the amount spent on the service. /

The American consumer does not believe that the 'Exccdrin* purchased at the airport gift shop
IS a more effective pain reliever than the 'Excedrin* purchased at "K-Kfirt." And an increasing
majority of the American taxpayers no longer believes that higher taxes necessarily result in more
or better services. We must change the political debate from an emphasis on input — what is
spent — lo an emphasis on outcome — what return is obtain'd for the tax funding. It is time
to wean ourselves from the myth that public spending equates to public results.



PUBLIC SECTOR INCENTIVES REWARD HIGHER SPENDING

Having dismissed the proposition public spending is a reliable standard for evaluating public
services, it is appropriate to review .he incentives facing the public sector — incentives that
reward higher spending.

Competition. Monopoly, nnd Pcrformnncc

The fundamental flaw in public sector incentives is that the cost control induced by competition
is absent.

Competidon in the marketplace improves performance and keeps costs down. This economic
principle is based upon human nature. On the other hand, monopoly Is characterized by higher
prices and limited producdon. As a result, government has routinely limited the creation or the
effect of monopoly in the private sector.

Once upon a time, some economic theorists believed that the problems of monopoly were
problems of ownership — that only private monopolies were harmful, while public monopolies
were virtuous, because they would replace the profit motive with a public service rnorive.
Experience has shown this view to be near-sighted. As a group, the people who manage and
operate public services are no more virtuous than the people who manage and operate private
businesses.

Some functions of public agencies are subjected to the competitive market Nearly all
governments require that goods and services puicnased from outside the oublic agency be dene
so inacompeduve process. But competition does not routinely extend to the largest clement of
public expenditure, labor costs (wages and benefits), and costs are rising rapidly. Higher labor
costs are occurring in three ways:

1. Higher employee compensation (wages and henefits).

2. Larger staffs.

3. Diminishing productivity, often due to overly restrictive work rules.
iDccDtlvri lo the Pvhik Setter
Public services are managed and produced by people. Just like all of us, government workers
want higher standards of living. Accordingly, government employees gear their work L/ward
incentives and away from penalties. Human nature operates as surely in government as itdot |

outside government.

Incentives, however, are different in government than they are outside government.

»



For example an Individual, family, or company must make economic choices and live within its
income. Efficient spending produces a better life, because more c-n be purchased with available
income. In the short-term, the economic situation can be improved only by efficient allocation
of financial resources. Except in the most protected industries, the losses that result from
wasteful, inefficient spending are not bome by others. The rewards in the private sector are tied
to obtaining the most value for the amount of available money.

A government manager, however, faces a different set of incentives. Government management
salaries are highly correlated to the size of the manager’s staff and budgeL If a public manager
under spends the budget or utilizes workers more productively, the manager will be penalized
with a smaller budget and staff (in relative terms) in following years, and the manager's salary
and career progression will be hampered. Alternatively, the economic losses that result from
wasteful, inefficient spending con be passed on to others — the taxpayers. In the public sector,
then, managers are rewarded for inefficiency with higher funding, increased staffing, and
enhanced career prospects. The rewards in govcrunent are tied to higher spending and the search
for higher revenue.

Ih £ Incentive; facing M nnngcmecnt

The interests of public managers and employees are consistent with greater spending and the
growth of government. The direct and concentrated interests of public managers and employees
have been very effective against the far more diffuse interests of the taxpayers. A public
manager or employee can experience an immciiale and substantial increase in compensation
merely from responding to the incentives of government. And because public employees have
greater knowledge of and greater access to government, the cost of manipulating the political
process is less and the reward is far greater for public employees than for the taxpayer. The
more numerous taxpayers rarely notice the increased tax that occurs from a single increase in
public expenditures. Out taxpayers have begun to notice the accumulation of such increases, and
the present public concern witn taxation is such on effect. The declining trust of government by
taxpayers has been illustrated in surveys and in the most .cent elections.

Public sector decision making is much different than comp*'live decision making.

In the competitive market, companies make decisions based upon consumer preferences.
Coitsumers know the price per unit of the company's products, and consumers have the freedom
to purchase from the competition or not at all if price exceeds the value of the product. A good
decision on the part of the compary will improve the firm financially, while a bad decision will
lose it money or even cause it to fail. The company cannot extract funding from customers who
have not purchased its products. No amount of rationalization or excuses can eliminate the
judgement of consumers with respect to the company's products. As a result, administrative staff
size lends to be lean, with the greatest effort committed to developing and marketing the products
of the company. Annies of administrative staff would only burden a company in a competitive
market and hasten its failure.



In the public sector, taxpayers do not know the price per unit of an agency”s individual products.
Because government services arc produced by monopolies, taxpayers do not have the freedom
to purchase from the competition, and they have no meaningful comparisons by which to judge
value. As a result, taxpayers have little power to exert meaningful influence over government
efficiency. The resulting lack of market discipline and the right of government to tax combines
to encourage larger administrative staffs. The inability of taxpayers and their elected officials
to measure value allows the public sector to rationalize or excuse any perceived inefficiencies
and to pass the cost of these and other failings on to the taxpayer. As a result, public sector
decision making isadministrative. Public administrators prepare administrative justifications for
their proposals at the expense of the taxpayers. |If the approved programs foil or require more
funding than was anticipated, rationalizations and justifications are provided to demonstrate how
the shortcomings resulted form circumstances that could not have been foreseen or - more often
— from inadequate funding. Thus, in the public sector, armies of administrators assist the public
agency in increasl*1? its budget still further. Too much of taxpayers™money is used to lobby
state legislatures and the U.S. Congress to provioe even more funding. And, inmany states, the
administrative staffand resources of the state legislature ore modest incomparison to the publicly
funded spending advocates employed by large public cgencies.

Ihe Inceptive? Facing Public Employees

The incentives facing public employee unions also encourage higher than necessary spending.
This is not a criticism of public employee unions, it is rather a criticism of the spending
incentives. These incentives have permitted public employee unions to increase costs through
bloated staffing and steadily growing budgets.

The effect of labor unions on unit cost differs between competitive or monopoly providers.
Labor unions can increase employee income in concentrated industries — industries that are
oligopolistic or monopolistic - butuniou ore unable to increase employee compensation above
the market rate in competitive industries. Itshould be noted that collective bargaining processes
may impose monopoly conditions on competitive industrieswhere government has intervened and
where employers and unions have engaged in "pattern bargaining.*

Labor unions can increase employee compensation to above the market rate in monopolies and
concentrated industries, because there is no competition for labor rates, and because costs can
always be passed on to the consumer. The higher income won by labor unions in monopolies
isnot taken from owners or managers, itis taken from the consumers, who are denied the lower
prices that would occur in a competitive industry. Since most of the wages in this country are
set by the competitive market, the effect of unions ina monopoly are unfair to the majority of
US consumers.

In competitive industries, however, firms must ensure that their costs do not rise above those of
their competilore, or they will lose their customers to less costly producers. As a result,
competitive industries must keep their labor costs under control. Labor unions are incapable of
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taking more than they con gcL. Excessive increases in pay in competitive industries comes from
the share of the owner and will eventually result in the failure of the firm.

Labor union officials talk of 'living wages,' inferring that wages set in a competitive society are
unfair. They infer that union labor is somehow virtuous compared to non-union labor. But this
is a simplistic, discriminatory, and dangerous view. The real wages (inflation adjusted) of
employees in a society are set by the competitive market. To the extent that some employees
are paid more, because their particular employment market is noncompetitive, employees in
competitive firms — the vast majority of Americans — will be paid less. Would-be employees
will not be paid at all, because funds that would have created economic growth and employment
ore being diverted to pay for higher than market wages to those in the monopoly industries.

Some societies have attempted to negate the principles of economics by intervening in the market
to increase the wages of all. Those societies have invariably failed, because government ii
incapable of raising rial wages for all employees. Government can raise all wages only by
creating the hyper-inflation that destroys both domestic and export markets. This is the story of
the failures of interventionist policies — from the Soviet Union to Eastern Europe to Brazil and
Argentina.

Government services are monopolies. And public employee unions predictably and rightly seek
the greatest benefit for their members. Public employee unions seek whatever portion of new
tax funding they can obtain and make large political contributions in an effort to influence higher
spending on labor. Without a competitive e.j'ironment, there is little to constrain public
employee unions from obtaining extraordinary i~tCieascs in wages and fringe benefits. And, os

public employee unions have become strongci, they have been able to obtain exceptional
increases.

The compensation of public employees has been rising at a faster rate than compensation of
non-govemraent employees. In 1965, the average private employee was paid slightly more than
the average public employee. In 1988, the average public employee was paid more than 10
percent more than the average private employee. (Chan: "Change In Annual Employee
Compensation’) In some cases, public employees are paid up to double that received by
unionized workers doing the same work in the private sector. The growing strength of the public
employee unions is likely to result in the creation of more 'monopoly wage premiums.’

Should public employees be paid more than the employees doing the same or similar work in the
competitive market? Obviously, the answer is 'no  — government should do no more for public
employees than it its prepared to do for private employees. Bank clerks, nurses, and other private
employees should not be relegated to second class citizenship by virtue of government policies
that favor public employees. Government cannot increase the real comings of public employees
without taking from private employees. And government cannot raise the wages of ail without
destroying the economy in the process. Equal opportunity and fairness requires that public em-
ployees be no more favored by government than private employees. The compensation of
employees performing public functions should be subject to the competitive market as it is with



private employees. The net effect of unions in monopolies including government has been higher
compensation for their workers in exchange for a lower standard of living for the majority of
other Americans.

In the competitive market, labor unions have incentives to seek economic gains for their
members, but that incentive is tempered by the necessity for the firm to remain profitable in a
competitive market, otherwise the members will be without income. In government, where there
IS no competition, there is no effective limitation to the incentive of unions except the limitation
of public budgets. Even Jic countervailing force exerted by management is absent in government
as more expensive labor settlements lead to higher compensation for managers (in some cases
the managers themselves are union members). And the accessibility of complete financial
information (an important safeguard in a free society) gives the public employee unions more
reliable monetary targets for collective bargaining — a practice some have called ‘treasure
hunting.'<5>

The Never Ending Funding Crisis

So the incentives in government are structured such that the demand for higher taxes is self
perpetuating. Managers are rewarded for spendm;; more, and public employee unions are able
to obtain inordinately increased compensation.

No amount of internal reform will solve the problem. Prior attempts to solve the problem have
spawned innumerable committees, citizen review boards, endless meetings, countless hours spent
on zero-based budgeting, managcment-by-objcctives, and five year plans, and all the while there
iIs a mad dash at the end of the fiscal year to spend funds to ensure funding increases for the
following year. Efforts at reform and accountability have only increased the size of government.
The problem is not management, nor can the oroblem be solved by management. Efficient
management cannot be legislated, nor can legislation eliminate regulatory or bureaucratic capture
— bureaucratic behavior is driven by incentives. Laws may dissuade outright fraud, but they are
ineffective against steadily rising unit costs.

Higher taxes can themselves fuel the demand for even higher taxes. Clearly, until the incentives
change, the demand for new taxes will only increase.

There are alternatives — lax limitation and subjecting public services to competitive incentives.

Alternatives for Limiting Taxation

Tax limitations have been imposed in some states, and rejected in others. Certainly, tax
limitations are an important ingredient of any strategy to control taxation. But there are
disadvantages:



*The spending interests will portray even the most modest tax limitation in ‘doomsday’
terms. This will often attract even business and other interests that usually oppose higher
taxes.

-If passed, public agencies will often respond with the tactic of firemen first' — in which
the most essential, the most compassionate, the most visible services are cut first in an effort
to obtain additional public revenues and to convince the electorate of itr mprudence and
selfishness in passing the measure.

Public services may also be subjected to competitive incentives. This approach, called
competitive contracting, reduces the demand for taxation by bringing spending under control.
It can be used as an alternative to tax limitation or os a supplement. Competitive contracting
makes tax limitation more effective. Because it is cost efficient, it allows for higher levels of
public service even in the presence of a tax limh:>tion measure.

THE SOLUTION: COMPETITIVE CONTRACTING

Competitive contracting been used for decades by private and public organizations to ensure
that goods and services of a defined quantity and quality are produced for the lowest possible
cost. Each good or service made or consumed by the organization is studied to determine if the
same quality of good or service can be purchased from the outside less expensively than it can
be produced internally.

Competitive contracting is the provision of a public service through a competitively awarded
contract. The public agency chooses what services to competitively contract and chooses the
private providers from which it purchases the services. Competitive contracting involves a
synthesis of public and private roles. The public sector decides what services should be
competitively contracted and what specifications should apply to the service. The competitive
market responds to the invitation of the public agency, and one or more producer is selected to
provide a specific service for a period of time. The public sector retains policy control over the
service, while the competitive market produces the service under public scrutiny.

Hog Chirg!be CoptM ing VaM

Under competitive contracting the public agency produces service itself when it is less expensive
to do so; when service produced by the public agency is more expensive, the service is ‘bought’
from contractors. There are five basic steps in the process:

1 The public agency seeks competitive prop .sals to deliver a specific quality and quantity
of service for a defined period of time.

2. The public agency may submit its own cart proposal, capturing all attributable carts, and
subject to the same terms and conditions that apply to private proposals.
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3. Acontract is awarded to the lowest responsible and responsive public or private proposer
who demonstrates an ability to provide the same oualitv and quantity of public service at a
cost lower than that of the public agency.

4. Contractors, public or private, that fail to provide the service as specified are financially
penalized or replaced

5. New competitive proposals arc sought in sufficient time to award a new contract for
service commencing at the expiration of the contract. New competitive proposals are sought
regardless of whether the incumbent contractor is a private company or the public agency
itself.

Competitive contracting does not necessarily result in private operation of public services. It
merely requires that the public service be provided according to the specifications of the public
agency for the lowest possible cost. Competitive contracting removes the present bias toward
in-house public service provision and replaces it with a results oriented approach in which the
lowest cost qualifying proposer, public or private, opciuies the service.

Public Agencies May Participate

The public agency can submit a proposal to continue to operate the service. There is, however,
a potential for the public agency treating itself more favorably in such a procurement than it does
the private proposers. Doth in the U.S. and “eeat Britain public agencies have submitted
'low-ball' bids that are below their actual cost with the result that costs are made up
(‘cross-subsidized™) from other public services so that the total cost to users and taxpayers is the
same as before, or higher. Other pubuc agencies iiave compiled internal costs for comparison
after opening the private proposals. It is not surprising that public agencies have typically won
such skewed procurements.

Because of these abuses, some public agencies have taken important steps to ensure the
objectivity of the procurement process<6> — requiring the submittal of the public proposal at
the same lime and according to the same terms thai apply to private proposers. Thcv have also
required that the evaluation of proposals exclude any personnel who have been utvolved in
preparing the public proposal, or who would stand to gain by providing the service in-house
(conflict of interest).

Competitive Contracting Saves Money
Competitive contracting reduces public costs in three ways:

I. Lower costs through provision of service at no more than the competitive rate (the 'going’
rate).



2. Lower costs through the "ripple effect' as public agencies improve their cost performance
in response to the competitive environment.

3. Lower net costs as a result of tax revenues paid by private contractors on the public
services they operate.

Lower Costs; Competitive contracting lowers public costs. Cost savings of 15 to 30 percent
are frequent, with occasional savings of up to 50 percent. Touche Ross reports cost savings in
98 percent of cases wills savings more than 40 percent in some cascs.<7> Net cost savings arc
higher still, because these Figures do not include the taxes and government fees paid by private
companies and from which public agencies are exempt. The taxes paid by private contractors may
be as much as 15 percent of the contract value.

The Ripple Effect; Competitive contracting not only results in lower costs for the public
services competitively contracted, it also induces improved internal public cost performance. This
'ripple effect' has been identified in various public services, including solid waste collection,
public transit, fire protection, and other services. Public employee unions have negotiated
competitive wage and benefit packages in response to competitive contracting. As a city of
Phoenix public administrator put it:

'‘Our people are in a competitive mode. We have cut our costs way back because we have
learned from the experience of private contractors. We have the unions convinced about the
need to improve productivity.'<8>

Principles of Competitive Contracting

There are two fundamental principles of competitive contracting of public services:
1 The public agency should retain full policy control, determining which services are
purchased, establishing quality and safety standards, administering contracts, and monitoring
service performance.
2. The public agency should foster a competitive market.

The maintenance of a competitive market is crucial to the success of competitive contracting.

Private monopoly should not be tolerated any more than public monopoly. Postering a

competitive market requires:

*Wide participation and full disclosure of information, so that ail potential interested
proposers have sufficient information to submit a proposal if they desire.

-Limitation of contract duration (usually no more than five years including renewal options).

sLimitation of contract size, so that smaller companies have an opportunity lo participate.
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EXTENT OF COMPETITIVE CONTRACTING

BY LOCAL GOVERNMENTS

Public Service

Administration

Airport

Building and Grounds

Child or Day Care

Data Processing

Elderly or Disabled

Fleet or Vehicle Maintenance
Hospitals & Health Care
Housing or Shelters

Parking Lots or Garages

Public Safety or Corrections
Public Transit: Disabled & Elderly
Public Transit: Non-specialized
Recreation, Parks, Conventions
School Bus

Solid Waste Collection or Disposal
Streets and Roads

Traffic Signals or Street Lighting
Utilities

Vehicle Towing or Storage
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Competitively
Contracting

36
n
43

5

3l
12
21
16

5

7

7
70

8
19
30
59
29
32
10
45

Sources: Touche Ross (19S7), USDOT Urban Mass Transportation
Administration (1988), School Bus Fleet Mspanne (1988),

Weodell Cox Consultancy (1990)



-Cost control through a requirement for fixed price proposals, and prohibition of price
negotiation after contract execution.

-No public agency specification of labor arrangements except compliance with state and
federal law.

-The public agency should compete in the process under the same terms as the private
proposers and should include all attributable costs.

Competitive contracting saves money not because the private sector is superior to the public
sector, competitive contracting saves money because competition induces lower costs than
monopoly. Services provided by private contractors are as fully public services as the same
services provided by public agencies themselves, because the public agency remains in complete
control.

The Extent of Competitive Contracting

Competitive contracting is being used by governments of various ideological persuasions around
the world. The Conservative government of Greu Britain requires that certain public services
be competitively contracted. Socialist governments in Sweden and New Zealand Irave
implemented competitive contracting programs. A wide range of municipal services are
competitively contracted in Canada.

Competitive contracting is expanding in die United States. An overwhelming percentage of
municipal governments competitively contract tor some services — more than 90 percent
according to one study.<9> The extent of competitive contracting by type of public service is
illustrated in the Table "Extent of Competitive Contracting by Local Governments." Despite its
broad use, there is potential for a substantial increase in die use of competitive contracting.

Supplier Markets for Public Services

Private supplier markets ore ready, willing and able to provide public services under contract.
And if government were to commit to competitively contract for other services, the supplier
markets would develop.

Some functions, of course, should not be contracted. The fundamental function of government
is legislation and policy. These functions can only be performed appropriately by government
itself.

Opposition with a Vested Interest
Opposition to compctidve contracting can be expected from those profiting from the present

monopoly incentives. These are the public administrators (though not all) and public employee
unions. The strongest opposition comes from the public employee unions, which fully understand
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that they can obtain more lucrative contracts with government in a non-competitive environment
than they would if they were subject to the same restraints as the majority of Americans, who
work in the private sector. Public employee unions are so convinced of the cost reducing
potential of competitive contracting that they have opposed legislation that would require
comparison of public and competitive costs just os adamantly as they have opposed mandatory
competitive contracting legislation.

Public employee unions have attempted to portray competitive contracting os being anti-union.
But contractor employers have the same rights to organize as other employees. And a large
percentage of private contractors have already been organized by unions.

Public employees can be protected by piiasing in competitive contracting through the use of
attrition and special voluntary seprration incentive programs (early retirement incentives,
voluntary separation bonuses, etc.). In addition, successful contractors can be encouraged to offer
employment to qualified personnel (though the private contractor will probably require fewer
employees). Some displacement of public employees might occur — and every individual case
is regrettable from a personal standpoint. But there is no justification for protecting public
employees as a special class to which privileges are granted beyond those that government could
reasonably grant to other employees.

Implementing Competitive Contracting

Various legislative approaches have already been implemented, with success. The most direct
approach is to require that government agencies within the state subject some of their public
services to competitive contracting.

Colorado: The first mandatory competitive contracting legislation in the United States was
authored by ALEC member Senator Terry Considine (1988).<10> This legislation required the
Denver public transit agency to competitively contract 20 percent of its services over a two year
period. The legislatively required performance audit has just been released, reporting the
following results:<lI>

-Short term cost savings of 18 percent — even after paying idled employees for not working
(the Act contained a layoff prohibition).

-Long term sustainable savings of 27 percent.
Great Britain: Parliament requires local governments and school districts to competitively
contract for refuse collection, custodial services, food services, grounds maintenance vehicle
maintenance, public transit and school bus service.<12> The local governments may compete

for the services themselves, but their proposals must meet the requirements imposed upon the
private proposers. The results have been:<13>

-Cost savings of 22 percent when contrac's are awarded to the private sector.
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-Cost reductions of 17 percent when contracts are awarded to in-house departments.
There have been other important initiatives:

Arizona: A bill that would have required competitive contracting of virtually any public service
was passed by the Arizona legislature in 1990,<14> but was vetoed by the Governor. The bill,
authored by ALEC member Representative Robert Bums would have required a competitive
contracting process initiated by a bona fide expression of interest by a capable company. The
private company would file a 'petition of interest," demonstrating its ability to provide the service
and expressing its interest. The public agency would issue a request for proposals to all interest
organizations after certification of the "petition of interest." The 'petition of interest" approach
IS unique, in that it would require competitive contracting only where the competitive market
demonstrates both sufficient capability and interest in a particular public service.

ALEC Model legislation: The American Legislative Exchange Council has published model
legislation requiring competitive contracting of school bus service and public transit scrvice.<15>

Additional legislative initiatives such as these will be required if the demand for taxation is to
be controlled. Competitive contracting replaces the monopoly incentives of the public sector with
competitive incentives. This will permit taxpayers and their elected officials will be able lo
determine value (benefit v. cost) and allow allocation of scarce tax dollars. The U.S. cannot be
competitive on world markets, cannot maintain the present high standards of living, and cannot
continue to provide quality public services in the. presence of government programs that cost
more than necessary.

CONTROLLING THE DEMAND FOR TAXES
Americans want public services, but they do not want to pay for wasteful government.
Taxes always reduce the amount of money that would have been used by the private sector to
increase production, which fuels the Gross National Product and increases overall standards of

living.

While many government services are needed, there is no justification for government to waste
money through inefficiency.

Incentives for public sector management and employees fuel higher government spending, so
real (inflation-adjusted) costs rise even in the absence of new public programs.

Government has a spending problem not a funding problem.

To solve the spending problem, government must change the monopoly incentives that cause the
problem.
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Rep. Choquette®s proposed amendments to CS HB 300 (State Affairs):

page 1, line 12: after "reducing the quality or quantity"”

insert ", or increase the delivery time"

page 1, line 14: strike "Second Session of the Seventeenth™
and replace with "First Session of the
Eighteenth"

page 2, line 2: strike "June 30, 1992" and replace with
"June 30, 1993."



(7) OUSE COMMITTEE REPOTfT
Date Referred: April 24, 1991 FURTHER REFERRALS: Finance

Date of Committee Action: 3 f h\g

The STATE AFFAIRS Committee considered: MB 300
HOUSE BILL NO. 3(X) APPROP: STUDY PRIVATIZING STATE SERVICES
"An Act making a special appropriation to the Alaska Legislative Council for a study to determine which goods

and services provided by state agencies can be provided by the private sector under an award after completion
of a competitive sealed bidding or proposal process; and providing for an effective date.”

RECOMMENDATIONS: : N [*] the same title
be replaced with CS 3CO(E7T7t] 1 ]anew title

( ) have attached amcndmcnts(s)

[ ]do pass

[ ] do not pass
[X] no recommendations
[ ] individual recommendations

( J additional referral to the Committee
ADOPTS: letter of Intent
ATTACHES NEW FISCAL NOTE(s): A APPROVES PREVIOUS: (XD
[ ] fiscal impact [ ] fiscal note(s)
[ J zero fiscal note. I J zero fiscal note(s)
SIGNJING DO PASS. OTHER RECOMMENDATIONS
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CS FOR HOUSE BILL NO. 300 (STATE AFFAIRS)
IN THE LEGISLATURE OF THE STATE OF ALASKA
SEVENTEENTH LEGISLATURE - FIRST SESSION

BY THE HOUSE STATE AFFAIRS COMMITTEE

Offered:
Referred:
Funding Information: General Fund 5125,000
Other Fundi X0
51253000

Spomom): REPRESENTATIVE CROQUETTE

A BILL
FOR AN ACT ENTITLED
1"An Act meking a special appropriation lo (he Alaska UH. ‘alive Council lor a Study to
2 determine which goods and services provided by or to state agencies can be provided by
3 the private sector under an award after conpletion of a competitive sealed bidding or

4 proposal process; and providing for an effective date."

5 BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF Al ASKA

6 *Section I. The sumof $125,000 is appropriated from thr general fund to the Alaska Legislative
7 Council to pay for a study to be performed by private individuals or enitucs to determine which goods
8 and services provided by or to the agencies of the executive, legislative, and judicial branches of the
9 stale, including the University of Alaska, the Alaska Railroad Corporation, the Alaska Housing Finance
10 Corporation, the Alaska Slate Housing Authomy. and all other quasi-public entities, can be provided by
11 the onvaie sector under an award after completion of a competitive sealed bid or proposal process in
12 which state agencies may compete, without reducing the quality or the quantity of the goods or services
13 being provided. It it the intent of the legislature that the completed study be submitted to the legislature
14 on or before the first day of the Second Session of the Seventeenth Alaska State Legislature and that the

I CSMB J00.STAI
W esturt: rr»r aucsrrrc/
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1 legislature hold hearings on the completed study.
2 e+ See 2. Die appropriation made by this Act lapses June 30, 1992.
3 ¢ See. 3. This Act takes effect immediately under AS 01.10.070(c).
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MSmorahpuh
DATE: January 27, 1992

TO: Rep. Gene Kubina, Chairman,
House State Affairs Committee

FROM: Rep. Dave Choquotte 5 o .

RE: HB 300, "An Act making a special appropriation
to the Alaska L_eﬂlslatwe Council for a study
to determine which goodsand services provided

_ state agencies” can be provided by the
private sector under an award after completion
of a competitive sealed b|dd|n? or proposal
process, and providing for an offoctive date."

| would appreciate your scheduling HB 300 for consjideration b){_ he
CHOo#s%n_eSntgge Affairs Committee™ at tho Committoo's earliest
veni .

I'vo attached a copy of a May 3, 1991 Moco to you which summarizes
tho bill and my rationale for introducing it.” In addition, I'vo
attachod a zero fiscal noto from tho Department of Administration.

Josh Fink io my staff assistant assigned to this legislation. If
| can provide any additional information, pleaso hdve your staff
contact Josh at 95.

Your timely consideration is appreciated.



SENATE BILL 90-8.

BY SENATORS Pascoe, Melklejohn, Owens, Schaffer, and Allison;
also REPRESENTATIVES O. Williams, Owen, GIIlls, Grant, and
Shoemaker.

CONCERNING THE USE OF PRIVATE BUSINESS TO PROVIOE PUBLIC
TRANSPORTATION WITHIN THE REGIONAL TRANSPORTAT 10N
OISTRICT.

Be Jt enacted b£f the General Assembly of the State of Colorado:

SECTION 1. 32-9-119.5 @ (@)- @ @ &, B ©- B
(@, and (3) (e), Colorado Revised Statutes, as amended, are
amended to read:

32-9-119.5. Competition to provide bus service within
the regional transportation district. (@ (@ The district
snail implement a system wnereoy at least twenty percent of
the bus service determined by the district to be In the public
Interest shall be provided by qualified private businesses
pursuant to competitively bid NEGOTIATED contracts.

@ ¢ An Initial tern of one-year UP TO THREE YEARS,
with options for the provider to extend the contract for four
A TOTAL OF UP TO FIVE vyears, unless the district and the
provider shall mutually agree to a Jlesser initial term or
extension; and

©)) (c) Each Individual request Tfor proposals
reflect the district"s determination as to the appropriate
sire for each such request 1n ord*»* to maximire the number of
qualified bidders PROVIOERS SUBMITTING PROPOSALS without
causing undue operating Ineffldencles.

she’1

@ Any qualified provider may respond to any request

for proposals. The district shall ensure that disadvantaged
business enterprises, as defined In part 23 of title 49 of the

Capital Tetters indicate new material added to existing statutes;

dashes through words Indicate deletions from existing statutes
such material not part of act. coumuuj law

and



code of federal regulations, as amended, have the greatest
possible opportunity to respond. Any response shall be timely
1f received by the district within ninety-— days--of THE TIME
SPECIFIED IM Its request for proposals. WHICH SHALL NOT EXCEED
NINETY OAYS NOR BE LESS THAN FORTY-FIVE DAYS. Each response
shall specify the least subsidy COST TO THE DISTRICT required
by the bidder PROVIOER SUBMITTING THE PROPOSAL to provide the
services described 1n the request for proposals. It It
determines the public Interest requires such, the district
retains the right to enter Into noncompetltlvely awarded
contracts on an Interim basis for the time needed to Implement
the request for proposal process.

(e) With respect to each request for proposals,
district shall award the contract to the TECHNICALLY qualified
provider whose responsive bid PROPOSAL offers the lowest cost
to the district; except that no one provider shall receive
contracts covering more than Tfifty percent of the vehicle
hours subject to such requests, and, with respect to awards
made after January 1, 1994, the district shall accept no bid
PROPOSAL from a bidder PROVIOER providing fifty percent or

more of the vehicle hours contracted by the district. Each
contract shall be effective not later than ninety days after
Its award. IT the district determines that no responsive bids

PROPOSALS are received for a request for proposals or that the
bids PROPOSALS submitted would not be 1n the best Interest of
the district to ccept, the district may solicit new bids
PROPOSALS for SUC “"request-for— proposals THE OESIGNATEO
SERVICE 1n accordance with the provisions of this section.

SECTION 2. Safety clause. The general assembly hereby

PAGE 2-SENATE BILL 90-8
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finds, determines, and declares that this act is necessary for
the immediate preservation of the public peace, health, and
safety.

B. Bledsoe
PRESIOENT OF SPEAKER OF THE HOUSE
THE SENATE OF REPRESENTATIVES
SECRETARY OF CHIEF CLERK OF THE HOUSE
THE SENATE OF REPRESENTATIVES

APPROVED

OF THE STATE OF COIORAOO

PAGE 3-SENATE BILL 90-0
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Senate Engrossed House B1ll

State of Arizona

House of Representatives
Thlrty-nlnth legislature
Second Regular Session
1990

HOUSE BILL 2507

AN ACT

RELATING TO STATE GOVERNMENT; PRESCRIBING PRIVATE ENTERPRISE REVIEW BOARO
MEMBERSHIP; PRESCRIBING ADDITIONAL POWERS AND OUTIES OF THE PRIYATE
ENTERPRISE REVIEW BOARD RELATING TO PRIVATIZATION OF PUBLIC GOOOS AND
SERVICES; PRESCRIBING REQUIREMENTS ANO PROCEDURES RELATING TO
PRIVATIZATION PROPOSALS ANO THE EVALUATION PROCESS TO DETERMINE WHETHER A
PUBLIC GOOD OR SERVICE HAY BE BETTER PROVIDED BY PRIVATE INDUSTRY; MAKING
TECHNICAL CHANGES TO INCLUDE DISTRICTS WHEN REFERRING TO COMMUNITY
COLLEGES; MAKING CONFORMING CHANGES; PRESCRIBING DEFINITIONS; PRESCRIBING
PRIVATIZATION BY POLITICAL SUBDIVISIONS; PRESCRIBING INITIAL
IMPLEMENTATION; AMENDING SECTIONS 41-2752, 41-2753 AND 41-2754, ARIZONA
REVISED STATUTES; AMENDING TITLE 41, CHAPTER 25, ARIZONA REVISED STATUTES,
BY ADDING ARTICLE 2, ANO MAKING AN APPROPRIATION.

Be It enacted Dy tne Legislature cf tne State of Arizona:
Section 1. Section 41-2752, Arizona Revised Statutes, is amended to

read:
41-2752. State competition with private enterprise
prohibited: exceptions
A. A state agency snail not engage 1n the manufacturing,
processing, sale, offering for sale, rental, leasing, delivery,

dispensing, distributing or advertising of goods or services to the public
wnlch are also offered by private enterprise unless specifically
authorized by law other than administrative law and executive orders.
state agency shall not offer or provide goods or services to

the public for or through another state agency or a local agency,
including by |Intergovernmental or interagency agreement, in violation of
this section or section 41-2753.

C. Except as otherwise provided In section 41-2754, subsection n-
G, the restrictions on activities wmch compete with private enterprise
contained 1n this section do not apply to:

1. The development, operation and management of state parks,
historical monuments and hiking or equestrian trails.

2. Correctional industries established and operated by the state
department of corrections providing the prices charged for products sold
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by the correctional Industries are not less than the actual cost of
producing and marketing the product plus a reasonable allowance for
overhead and administrative costs.

3. The Arizona office of tourism.

4. The Arizona highways magazine, operated by the department of
transportation.

5. Printing and distributing Information to the public 1f the
agency 1s otherwise authorized to do so, and printing or copying public
records or other material relating to the public agency®s public business
and recovering through fees and charges the costs of such printing,
copying and distribution.

6. The department of public safety.

7. The construction, maintenance and operation of state
transportation facilities.

0. The restrictions on activities which compete with private
enterprise contained 1n subsection A of this section do not apply to
community eolieges COLLEGE OISTRICTS and universities under the
Jurisdiction of a state governing board.

Sec. 2. Section 41-2753, Arizona Revised Statutes, 1s amended to
read:

41-2753. Competition with private enterprise by community

college districts and universities:
limitations: rules: complaints

A. Community o©o-H cgca COLLEGE DISTRICTS and universities under the
jurisdiction of a state governing board shall not, unless specifically
authorized by statute:

1. Provide to persons other than students, faculty, staff and
Invited guests goods, services or Tfacilities that are practically
available from private enterprise, unless the provision of the goods,
service or facility offers a valuable educational or research experience
for students as a part of their education or fTulfills the public service
mission of the community college OISTRICT or university. This paragraph
does not apply to sponsoring or providing fTacilities for recreational,
cultural and athletic events or to facilities providing food services and
sales.

2. Enter competitive bidding Tfor rendering any goods or services
unless a clear educational or research advantage would accrue to this
state by the community college OISTRICT or university rendering the goods
or services. Any such bid shall fairly and fully allocate all direct and
Indirect costs unless the funding agency or sources provide for or require
all bidders to use a specific procedure or formula for allocating costs.

3. Provide to students, faculty, staff or invited guests goods,
services or Tfacilities that are practically available from private
enterprise except as authorized by the state governing board.

4_ Provide goods, services or facilities for or through another
state agency or a local agency, Including by intergovernmental O
Interagency agreement, which. If provided directly by the contractor,
would be In violation of this section orsection 41-2752.

2
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B. The state governing board may adopt and Implement rules to
provide for the disposal by sale of products and by-products which are an
Integral part of research or Instruction conducted by community colleges
COLLEGE DISTRICTS and universities under Its Jurisdiction 1f the products
and by-products are not sold to a retailer or sold at retail to the public
by the particular community college DISTRICT or university unless the sale
1s an Integral part of the particular research project or Instructional
program or there 1s no other practical way of disposing by sale of the
products or by-products, and 1f the products or by-products are sold at
their market value.

C. The state governing board shall adopt and Implement rules to:

1. Regulate community college OISTRICT and university competition
with private enterprise and ensure compliance with this section.

2. Regulate use of community college and university facilities by
students, faculty, staff. Invited guests and the general puollc.

3. Provide procedures for promptly hearing and resolving complaints
lodged under this article relating to community co-H egcs COLLEGE DISTRICTS
and state universities under 1ihe Jurisdiction of the state governing
board. Such procedures shall Include provisions for an expedited hearing
process 1f 1t 1s determined the alleged competition may cause severe
financial hardship on the person filing the complaint.

0. Any person aggrieved by a violation of this section may file a
complaint with the state governing board. The state governing board shall
transmit a copy of a complaint received pursuant to this subsection to the
private enterprise vreview board. The state governing board snail hear
complaints made pursuant to this section within sixty days and shall
render Its decision within thirty days after the hearing. A person does
not have standing to challenge violations of this section In the courts of
this state until the person has first made a complaint to the board and
has received the board®"s decision.

E. This section does not apply to:

1. The Arizona health sciences center operated by the university of
Arizona, except 1n those cases 1n which the health sciences center
provides prosthetic or medical devices, or services related to such
devices, and a surgical or medical procedure 1s not Involved 1n the

application of th. device.

2. The provision of free medical services or equipment to 1ndlgents
In association with a community service health program.

3. Public service radio and television stations licensed to the
state governing boards or to community colleges COLLEGE OISTRICTS and
universities under their Jurisdiction.

4. Skill centers operated by the community college districts.

F. The exceptions to the restrictions on community college OISTRICT
and university competition with private enterprise In subsections A, B and
E of this section are subject to review by the private enterprise review
board in accordance with section 41-2754, subsection h- g.

Sec. 3. Section 41-2754, Arizona Revised Statutes, 1s amended to
read:

e3-
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41-2754. Private enterprise review board; members; terms;
compensation; duties: staff: judicial review:
definitions

A. A private enterprise review board 1s established composed of the
following members:

1. The chief executive or administrative officer of one state
agency who 1s appointed by the governor.

2. One member who 1s appointed by the state board of directors for
community colleges.

3. One member who 1s appointed by the Arizona board of regents.

4. Six members who are engaged 1n private enterprise, at least
three of whom represent the small business community. The speaker of the
house of representatives, the president of the senate and the governor
shall each appoint two members, and of the two appointed by each at least
one shall be a representative of the small business community.

5. ONE MEMBER WHO IS APPOINTED BY THE GOVERNOR ANO WHO REPRESENTS
LABOR.

5r 6. Two advisory members from the house of representatives who
are appointed by the speaker of the house of representatives, one of whom
shall be a member of the house appropriations committee.

fir 7. Two advisory members from the senate who are appointed by
the president of the senate, one of whom shall be a member of the senate
appropriations committee.

B. Terms of appointment to the board are for two years unless an
advisory member or the chief executive or administrative officer of a
state agency ceases to hold such office. In that case, the appointing
officer shall appoint a replacement member for the remainder of the
unexpired term.

C. Members of the board 1n subsection A, paragraph 4 of this
section are not eligible to receive compensation but are eligible for
reimbursement of expenses pursuant to title 38, cnapter 4, article 2.

0. The board shall:

1. Select a chairman from among Its members.

2. Meet at least four times each year at the state capitol and hold
additional hearings as may be necessary on the call of the cnairman.

3. Receive written complaints of violations of the provisions of
this article.

4. Transmit complaints received under paragraph 3 of this
subsection to the state agency, university or community college OISTRICT
alleged to be 1n violation.

5. Hold public hearings on complaints and determine whether the
STATE agency, university or community college OISTRICT 1s m violation of
the provisions of this article.

6. Within sixty days after receiving the STATE agency"s response,
Issue a written report of its findings to the complainant.

7. Transmit a complete report of eacn meeting to the legislature
and tne governor including recommendations to remedy violations of

-4-
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prohibitions on competition with private enterprise and findings on
necessary exceptions to the prohibitions.

£. The private enterprise review board may receive, but shall not
consider, a complaint relating to a university or community college
OISTRICT until the complaint has been filed with the state governing board
under section 41-2743, subsection 0 and the state governing board has
rendered a decision.

F. The STATE agency, university or community college OISTRICT shall
respond to the board in writing within forty-five days after receipt of a
complaint transmitted under subsection 0, paragraph 4 of this section and
shall either deny or concur with the complaint and Indicate any necessary
and contemplated remedial measures. When a specific complaint concerning
section 41-2753, subsection A, paragraph 1 1s received by the board
regarding the providing of goods, services or facilities as a valuable
educational or research experience for Its students or to Tfulfill Its
public service mission, a community college OISTRICT or university shall
file with the response to the private enterprise review board either a
written description of what 1tbelieves 1s the valuable educational or
research experience for Its students or a written description of the
public service mission, as applicable.

fr— Tfte-board-may-evaluate-and review opportunities to contract with
private- enterprise- fctwt are- deemed- to-be"in the-public Interest.— Thr
pub lie-ageneiear offering services subjectlto review ahaTT-bc-involvcd- as
partielpanta-m -tne-evaluation-proeeaa.-

The-boarr-may-no*ld pub lie-hearings aa-a part of its evaluation process and
shall report-iti recommendations to the -tegislature-and-tnc governor?

Hr G. The Dboard mayevaluate and review all state agency
exemptions and exceptions to the restrictions on competition with private
enterprise 1n this article and may determine that any function or
functions of a state agency, university or community college OISTRICT are
or could be made a violation of this article. The board shall report Its
findings and recommendations to the legislature and the governor.

fr H. At the request of the board, thedepartment of commerce
shall provide sucn staff supportas 1s necessary to carry out its duties
pursuant to this section and ARTICLE 2 OF THIS CHAPTER.  The auditor
general shall provide performance audit information relating to state
agency, university and community college OISTRICT budgets and functions
that the auditor general has available without additional contact with
state agencies through the legislative review of agencies pursuant to
chapter, 20 of this title.

8W I. Notwithstanding the provisions for relief prescribed by this
article and except as provided by section 41-2753, subsection 0, any
aggrieved person mayelect to directly seek judicial relief 1inckdmg
relief under the provisions of section 12-2030.

Kt J. For the purposes of this section, “4dvisory memoer* means a
member wno gives advice to the other members of the private enterprise
review board at meetings of the board but wno is not eligible to vote, is

-5-
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not a member for purposes of determining whether a quorum 1s present and
Is not eligible to receive compensation.

Sec. 4. Title 41, chapter 25, Arizona Revised Statutes, 1s amended
by adding article 2, to read:

ARTICLE 2. PRIVATIZATION OF PUBLIC GOODS AND SERVICES
41-2771. Additional powers andduties of the private
enterprise review bhoarg

A. IN ADDITION TO ITS DUTIES UNOER ARTICLE 1 OF THIS CHAPTER, THE
PRIVATE ENTERPRISE REVIEW BOARD SHALL:

1. DETERMINE THROUGH A MAKE OR BUY ANALYSISWHICH FUNCTIONS OF
STATE AGENCIES, COMMUNITY COLLEGE DISTRICTS, ANO UNIVERSITIES MAY BE MORE
EFFICIENTLY PERFORMED AT LESS EXPENSE BY CONTRACTING OUT CERTAIN FUNCTIONS
WITH PRIVATE ENTERPRISE. THE STATE AGENCIES, COMMUNITY COLLEGE DISTRICTS
OR UNIVERSITIES OFFERING SERVICES OR GOOOS SUBJECT TO REVIEW SHALL BE
INVOLVED AS PARTICIPANTS IN THE EVALUATION PROCESS.

2. FORWARD TO THE APPROPRIATE STATE AGENCY, COMMUNITY COLLEGE
OISTRICT OR UNIVERSITY ANY RECOMMENDATION THAT THE STATE AGENCY, COMMUNITY
COLLEGE DISTRICT OR UNIVERSITY CONTRACT WITH PRIYATE INDUSTRY FOR THE
PROVISION OF A GOOD OR SERVICE, BASED ON A MAKE OR BUY ANALYSIS CONOUCTED
BY THE BOARD.

3. DETERMINE WHETHER THE  STATE AGENCIES, COMMUNITY COLLEGE
OISTRICTS ANO UNIVERSITIES HAVE IMPLEMENTED ITS RECOMMENDATIONS.

4. SUBMIT AN ANNUAL REPORT OF ITS RECOMMENDATIONS TO THE GOVERNOR,
THE  PRESIOENT OF THE SENATE AND THE SPEAKER OF THE HOUSE OF
REPRESENTATIVES ON OR BEFORE OECEHBER 31.

B. IF THE BOARO"S RECOMMENDATIONS REQUIRE ENABLING LEGISLATION, THE
BOARD, THE AFFECTED STATE AGENCY, COMMUNITY COLLEGE DISTRICT OR UNIVERSITY
MAY PRESENT A REQUEST FOR ENABLING LEGISLATION TO THE LEGISLATURE IN THE
NEXT REGULAR LEGISLATIVE SESSION.

C. THE BOARD HAY HOLD PUBLIC HEARINGS AS PART OF ITS EVALUATION
PROCESS TO DETERHINE WHICH PUBLIC GOOOS ANO SERVICES MAY BE BETTER

PROYIOEO BY PRIVATE INDUSTRY.  ANY PUBLIC HEARINGS SHALL BE LIMITED TO
TESTIMONY ON THE FEASIBILITYOF CONTRACTING WITH PRIVATE INDUSTRY TO
PROVIOE THE COOO OR SERVICE.  ANY PERSON MAY PRESENT TESTIMONY AT APUBLIC
HEARING. THE BOARD SHALL NOT DISCLOSE AT A PUBLIC HEARING ANY INFORMATION
DERIYEO FROM A PETITION OF INTEREST WITHOUT THE CONSENT OF THE PRIVATE
COMPANY THAT SUBMITTED THE PETITION.
41-2772. Petitions of Interest: reouest for proposals:
s;idke or  Suy analysis: contract award:
deflnmors

A. THE BOARD SHALL CAUSE TO BE PUBLISHEO TWICE ANNUALLY IN A SINGLE
NEWSPAPER OR IN MULTIPLE NEWSPAPERS WITHIN THIS STATE WITH AN ACCUMULATED
GENERAL CIRCULATION OF AT LEAST FIFTY THOUSANO SUBSCRIBERS A PUBLIC NOTICE
INYITING PRIVATE COMPANIES TO SUBMIT PETITIONS OF INTEREST. EACH PUBLIC
NOTICE SHALL HOT BE LESS THAN SIX NOR MORE THAN TEN OAYS APART, SHALL
INCLUOE THE OEADLINE FOR FILING A PETITION OF INTEREST ANO SHALL DESCRIBE
THE CONTENT REQUIRED IN A PETITION OF INTEREST. THE BOARD MAY CAUSE TO BE
PUBLISHEO SUCH ADDITIONAL NOTICES AS IT OEEMS APPROPRIATE.

-6-
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B. EACH PETITION OF INTEREST SUBMITTED BY A PRIYATE COMPANY  SHALL
INCLUDE:

1. A DESCRIPTION OF THE PUBLIC GOOD OR SERYICE THAT THE COMPANY
WOULD LIKE TO PROVIDE, ANO THE [IDENTIFICATION OF THE STATE AGENCY,
COMMUNITY  COLLEGE OISTRICT OR UNIVERSITY FOR WHICH THE COMPANY WOULD LIKE
TO PROVIOE THE GOOD OR SERVICE.

2. A STATEMENT THAT THE COMPANY BELIEVES THAT IT CAN PROY10E THE
SAME GOOD OR SERYICE, UNOER CONTRACT WITH THE STATE AGENCY, COMMUNITY
COLLEGE OISTRICT OR UNIVERSITY, FOR A LOWER COST THAN THE PRESENT COST.
THIS STATEMENT SHALL INCLUDE THE COMPANY®"S ANNUAL PRICE TO PROVIOE THE
GOOD OR SERVICE AS WELL AS COMPLETE AND CURRENT COST OR PRICING DATA.

3. A DESCRIPTION OF THE COMPANY®*S FINANCIAL CAPACITY TO PROVIOE THE
GOOD OR SERVICE.

4. A DESCRIPTION OF THE COMPANY*"S TECHNICAL ABILITY TO PRODUCE THE
GOOD OR  SERVICE, ESPECIALLY EVIDENCEO BY IDENTICAL, SIMILAR 01 RELEVANT
GOOOS OR SERVICES PROVIDED BY THE COMPANY.

C. NO COMPANY, SUBSIDIARY OF A COMPANY, PARENT OF A COMPANY OR
COMPANY RELATED TO A COMPANY HOLDING A CONTRACT TO MANAGE THE AFFECTED
STATE AGENCY, COMMUNITY COLLEGE DISTRICT OR UNIVERSITY IS QUALIFIED TO
SUBMIT A PETITION OR TO BE AWAROEO ANY CONTRACT TO PROVIOE GOOOS OR
SERVICES FOR THAT STATE AGENCY, COHMUNITY COLLEGE DISTRICT OR UNIVERSITY.

0. WITHIN A REASONABLE PERIOD OF TIME THE BOARD SHALL OETERMINE
WHETHER THERE 1S SUFFICIENT REASON TO BELIEVE THAT THE PRIVATE COMPANY HAS
THE FINANCIAL AND TECHNICAL ABILITY TO PROVIDE THE GOOD OR SERVICE AT A
LOWER COST THAN UNOER THE CURRENT SYSTEM WHERE THE GOOD OR SERVICE IS

PROVIOEO BY PUBLIC EMPLOYEES. THE BOARD MAY MAKE ONE OF TWO FINOINGS:

1. IF THE BOARD DETERMINES THAT THE COMPANY HAS INSUFFICIENT
FINANCIAL ANO TECHNICAL ABILITY TO PROVIDE THE GOOD OR SERVICE, THE BOARD
SHALL ISSUE A WRITTEN DENIAL OF THE PETITION ANO STATE ITS JUSTIFICATION
FOR ITS OETERHINATION. NO PERSON SHALL OERIVE A CAUSE OF ACTION BASED ON
ANY OENIAL OF A PETITION.

2. IF THE BOARD DETERMINES THAT THE COMPANY HAS SUFFICIENT
FINANCIAL AND TECHNICAL ABILITY TO PROVIDE THE GOOD OR SERVICE, THE BOARD
SHALL PROCEED TO CONDUCT A MAKE OR BUY ANALYSIS CONCERNING THE GOOO OR
SERVICE. THE BOARD SHALL NOTIFY THE PETITIONER ANO THE AFFECTEO STATE
AGENCY, COHMUNITY COLLEGE DISTRICT OR UNIVERSITY THAT AN ANALYSIS HAS BEEN
SCHEDULEO.

E. THE BOARD SHALL PERFORM THE MAKE OR BUY ANALYSIS THROUGH AN

ANALYSIS OF ANY PETITIONS OF INTEREST SUBMITTED BY PRIVATE COMPANIES ANO
THE AFFECTEO STATE AGENCY"S, COHMUNITY COLLEGE DISTRICT"S OR UNIVERSITY®S
COSTS FOR PROVIDING THE GOOO OR SERVICE.

F. THE AFFECTEO STATE AGENCY, COHMUNITY COLLEGE DISTRICT OR
UNIVERSITY SHALL SUBMIT A CURRENT SCHEOULE OF ITS INTERNAL COSTS OF
PROOUCING THE GOOO OR SERVICE AHO SHALL SUBHIT ITS OWN PROPOSAL, SUBJECT
TO THE FOLLOWING:

1. THE STATE AGENCY, COMMUNITY COLLEGE DISTRICT OR UNIVERSITY SHALL
SUBMIT A SEALED PROPOSAL AFTER NOTIFICATION FROM THE BOARD THAT A MAKE OR
BUY ANALYSIS WILL BE CONDUCTFO.
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2. THE STATE AGENCY®"S, COHMUNITY COLLEGE DISTRICT"S OR UNIVERSITY"S
PROPOSAL PRICE SHALL NOT BE LESS THAN ITS ATTRIBUTABLE FULLY ALLOCATED
COST FOR THE GOOO OR SERVICE, ITS PROPOSAL PRICE SHALL NOT BE BASED ON
PART-TIHE LABOR PROVISIONS OR OTHER LESS COSTLY LABOR PROVISIONS TO A
GREATER PERCENTAGETHAN THESE PROVISIONS ARE EMPLOYED IN COMPARABLE
PROVISIONS WITHIN IT AND ITS PROPOSAL PRICE SHALL 8E CONSISTENT WITH
CURRENTLY AOOPTED BUDGETS AND FINANCIAL PLANS.

G. THE BOARD SHALL NOT DISCLOSE ANY INFORMATION DERIVED FROM
PETITIONS SUBMITTED BY COMPETING OFFERORS. A PETITION OF INTEREST SHALL
NOT BE A PUBLIC RECORD UNTIL ONE OF THE FOLLOWING OCCURS:

1. THE OIRECTOR OR HEAD OF THE AFFECTED STATE AGENCY, COMMUNITY
COLLEGE DISTRICT OR UNIVERSITY HAS ISSUED A WRITTEN RESPONSE TO THE BOARO
REJECTING THE BOARD"S RECOMMENDATION.

2. THE OIRECTOR OR HEAD OF THE AFFECTED STATE AGENCY, COMMUNITY
COLLEGE OISTRICT OR UNIVERSITY HAS ISSUED A WRITTEN RESPONSE TO THE BOARD
ACCEPTING THE BOARD®"S RECOMMENDATION, AND A CONTRACT HAS BEEN AWARDED

H. AFTER THE BOARD COMPLETES THE HAKE OR BUY ANALYSIS, IT SHALL
HAKE A FORMAL RECOMMENOATION TO THE OIRECTOR OR HEAO OF THE AFFECTED STATE
AGENCY, COMMUNITY COLLEGE OISTRICTOR UNIVERSITY. THERECOMMENDAT ION
SHALL STATE THE BOARD"S FINDINGS WITH RESPECT TO THE HAKE OR BUY ANALYSIS
AND SHALL REQUEST THAT THE BOARD®"S RECOMMENDATION BE IMPLEMENTED.

X. THE DIRECTOR OR HEAO OF THE AFFECTED STATE AGENCY, COHMUNITY
COLLEGE DISTRICT OR UNIVERSITY SHALL REVIEW THE RECOMMENDATION AND RESPONO
IN WRITING TO THE BOARD WITHIN SIXTY OAYS AFTER RECEIVING THE BOARO"S
RECOMMENDATION.  IF THE DIRECTOR OR HEAD OF THE AFFECTED STATE AGENCY,
COMMUNITY  COLLEGE  DISTRICT  OR  UNIVERSITY ACCEPTS THE BOARO"S
RECOHMENOATION, HE  SHALL NOTIFY THE BOARD AND THE DEPARTMENT OF
ADMINISTRATION. THE PROCUREMENT SHALL BE CONDUCTED IN ACCORDANCE WITH
CHAPTER 23 OF THIS TITLE IN THE CASE OF A STATE AGENCY OR UNIVERSITY. IN
THE CASE OF A COMMUNITY COLLEGE OISTRICT, THE PROCUREMENT SHALL BE
CONDUCTED IN ACCORDANCE WITH APPLICABLE LAW. PRIVATE COMPANIES WHO
SUBHITTED PETITIONS OF INTEREST PURSUANT TO SUBSECTION C OF THIS SECTION
SHALL BE GIYEN AN OPPORTUNITY TO SUBHIT A BIO OR PROPOSAL ON THE CONTRACT.

J. A DECISION BY THE DIRECTOR OR HEAD OF THE AFFECTED STATE AGENCY,
COHMUNITY  COLLEGE  DISTRICT OR  UNIVERSITY TO REJECT THE BOARO"S
RECOMMENDATION SHALL INCLUDE A STATEMENT OF THE REASONS FOR THE REJECTION
ANO ANY OATA USED IN MAKING THE DECISION TO REJECT THE RECOMMENDATION. NO
PERSON SHALL DERIVE A CAUSE OF ACTION BASED ON ANY REJECTION OF THE
nnAon'<; QPMMIVPVh&T TnN

K. EACH AFFECTEO STATE AGENCY. COMMUNITY COLLEGE OISTRICT OR
UNIVERSITY MAY MAKE CAPITAL FACILITIES AVAILABLE FOR OPERATION UNOER
CONTRACTS AWAROEO TO PRIVATE COMPANIES SUBJECT TO THE SUPERVISION OF THE
5 ATE AGENCY, COHMUNITY COLLEGE DISTRICT OR UNIVERSITY.

L FOR PURPOSES OF THIS SECTION:

1. “MAKE OR BUY ANALYSIS™ MEANS AN ANALYSIS IN WHICH THE COSTS OF

INTERNAL PRODUCTION OF A GOOO OR SERVICE ARE COHPAREO WITH THE COSTS OF
PRODUCTION BY OUTSIOE COMPANIES. THE PROCESS ASSUMES THE COMPARISON OF
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THE TRUE COSTS OF PUBLIC AND PRIVATE PRODUCTION METHODS THAT RESULT IN
COMPARABLE PUBLIC GOOOS OR SERVICES.

2.  "PETITION OF INTEREST" MEANS THE DOCUMENT PROVIOED BY A PRIVATE
COMPANY ~ WHICH EXPRESSES AN INTEREST IN PROVIDING A PUBLIC GOOD OR SERVICE
THAT IS CURRENTLY PROVIDED BY PUBLIC EMPLOYEES.

3. "PUBLIC GOOOS OR SERVICES™ HEANS ANY PRODUCT OR SERVICE PRODUCEO
BY A STATE AGENCY, COMMUNITY COLLEGE OISTRICT OR UNIVERSITY UNDER ITS
PUBLIC AUTHORITY AND ANY PRODUCT OR SERYICE SUPPORTIVE OF OR ANCILLARY TO
ITS FUNCTIONS.

41-2773. PHvatlzafon by political subdivisions

NOTWITHSTANDING ANY OTHER LAW, ALL POLITICAL SUBDIVISIONS OF THIS
STATE SHALL ANNUALLY EVALUATE AND REVIEW OPPORTUNITIES TO CONTRACT WITH
PRIVATE COMPANIES WHEN DEEMED TO BE IN THE PUBLIC INTEREST. FOR THE
PURPOSES OF THIS SECTION, "POLITICAL SUBDIVISION" HEANS ALL COUNTIES,
TOWNS AND CITIES, INCLUDING CHARTER CITIES.

Sec. 5. Initial Implementation

The board snail cause tne mma l public notice required pursuant to
section 41-2772, subsection A, to be publlsned no later than June 30,
1991. In addition to tms publlsned notice, tne board, 1n conjunction
with tne state purchasing office of the department of administration,
shall mall an announcement Inviting petitions of interest to all persons
on the prospective bidder®s 11st maintained by the state purchasing
administrator. The announcements snail be mailed no later than January
30, 1991 and shall contain at least the same Information contained iIn the
notices published pursuant to section 41-2772, subsection A. The board 1s
not required to, but may m Its sole discretion, mall such announcements
1n subsequent years.

Sec. 6. Appropriation

The sum of one hundred thlrty-flve thousand seven hundred dollars 1s
appropriated from tne state general fund 1n the following proportions:

1. Ninety-four thousand dollars to the department of commerce for
the purposes of employing personnel tonear and evaluate proposals to
provide public goods and services submitted by private enterprises.

2. Forty-one thousand seven hundred dollars to the department of
administration for the purposes of employing personnel to compile and
maintain a 11st cf persons engaged 1n private enterprise wno are
Interested m submitting bids to provide public goods or services to state
agencies and to evaluate bids submnted by persons engaged 1n private
enterprise.
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MR. CHAIRMAN, MEMBERS OF THE COMMITTEE, MY NAME IS RESA JERREL,
AND | REPRESENT THE NATIONAL FEDERATION OF INDEPENDENT BUSINESS -
NFIB/ALASKA.

NFIB/ALASKA IS COMPRISED OF 5,240 SMALL AND INDEPENDENT
BUSINESS OWNERS. THE LEGISLATIVE AGENDA OF NFIB/ALASKA IS
DETERMINED BY OUT BALLOT. THE BALLOT 1S OUR ANNUAL POLL OF OUR
MEMBERSHIP ON A SERIES OF ISSUES DEEMED CRITICAL TO SMALL BUSINESS.
A MAJORITY VOTE, OF THE MEMBERS IN RESPONSE TO THE POLL, SETS OUR
POLICY AND POSITION ON LEGISLATIVE ISSUES. WE THEN SHARE THE
RESULTS OF OUR POLL WITH THE LEGISLATURE AND ADMINISTRATION. THERE
IS NOT ENOUGH SPACE ON THE ANNUAL POLL TO PLACE EVERY POSSIBLE ISSUE
TO OUR MEMBERSHIP. THEREFORE, WE ALSO USE THE THREE PREVIOUS YEARS
BALLOT RESULTS AS GUIDANCE ON ISSUES.

THE FOLLOWING IS THE RESULT OF THE 1991 NFIB/ALASKA BALLOT
OUESTION REGARDING CREATING A TASK FORCE ON UNFAIR COMPETITION!

SHOULD THE LEGISLATURE ESTABLISH A PRIVATE ENTERPRISE

PRESERVATION TASK FORCE IN ORDER TO STUDY AND RECOMMEND

LEGISLATION TO LIMIT COMPETITION WITH PRIVATE BUSINESS

BY STATE AND LOCAL GOVERNMENT*?

YES 67X NO 23% UNDECIDED 10%

THE FOLLOWING IS THE RESULT OF THE 1988 NFIB/ALASKA BALLOT
OUESTION REGARDING UNFAIR COMPETITION!

SHOULD LEGISLATION BE ENACTED TO RESTRICT THE COMMERCIAL

ACTIVITIES OF GOVERNMENT ENTITIES SO THEY ARE NOT PERMITTED

TO COMPETE WITH EXISTING PRIVATE ENTERPRISES*'

YES 78% NO 12 UNDECIDED 10%

WE ARE ENCOURAGED DY THE INTRODUCTION OF HB 300. SMALL
BUSINESSES IN ALASKA FACES COMPETITION FROM STATE AND LOCAL
GOVERNMENT AGENCIES IN A WIDE VARIETY OF COMMERCIAL ACTIVITIES.

MANY SMALL BUSINESS SUCH AS PRINTINO URMS, GIFT SHOPS, VIDEOTAPE

OUTLETS, DAY-CARE CENTERS, SERVICE STATIONS, LABORATORIES, MEDICAL



