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Sum mary of Legislative Proposals

Policy Changes

Section 2. Amended AS 42.05.145 Nondominant Status for Incumbent Local
Companies

Local exchange competition In Alaska Is spreading at a rapid rate. The RCA has
already granted everg request to terminate the federally authorized "rural
exemption™ that has been submitted. With the "rural exemption' set aside, small
local exchange companies are required to open their networks to the full gamut
of Interconnection requirements, Including o erin? substantial wholesale
discounts and “Unbundled network elements" for lease by competitors.
Imposition of such requirements has already been mandated by the RCA for
communities as small as Delta Junction, Nenana, Ninilchlk and Seldovla.

Atthe same time that large, well-financed competitors are entering some of the
smallest rural markets, Incumbents serving those markets continue to be
regulated as monopolies - as ‘dominant carriers”. Sound public policy and the
Interest of consumers requires that competitors be treated equally and that
market forces be allowed to operate freely. Regulators that previously functioned
as a surrogate for competition should step aside and allow consumers to freely
exercise their choices. Declaring all local providers to be “hondominant” once
competition has been authorized for a particular market Isan Important first step

inthat process.
Section 3. Amended AS 42.05.291 Prospective Application of RCA Rules

Inresponse to an Initiative of the federal Rural Utility Service, the former Alaska
Public Utilities Commission adopted regulations that impose certain performance
requirements on local exchange companies. These standards apply regardless
of whether the facilities in qluestion where capable of rendering such performance
at the time of original Installation. To the extent that these regulations can be
construed as applying to legacy facilities, ACS faces a network retrofitting
expense measured Inthe tens of millions of dollars.

ACS proposes legislation that would limit the application of network performance
standards only to those facilities constructed or installed after the date such

regulations are adopted.
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Section 4. Amended AS 42.05.381 Depreciation Rates and Lease Rates to
Competitors: Section 42.05.435 State Policy re Pricing of Unbundled Network

Elements
rtO Depreciation for Retail Rates:

The RCA continues to have the authority to approve the retail rates paid by
consumers for local services and the exchange access rates paid by
interexchange carriers for use of local network facilities to cany long distance
calls. A significant input to the rate setting process Isthe depreciation rates
aﬁplled to plant Investments. The RCA has recently embarked on a polic
change that substantially reduces ACS’ depreciation rates and significantly
extends the length of time it takes to recover the cost of Investment. This has
occurred in spite of conventional wisdom moving inthe opposite direction and In
the face of extreme levels of local competition in Alaska.

ACS proposes legislation that would require the RCAto accept a utility's
proposed depreciation rates as long as the underlying plant service Jives are no
shorter than the service lives jsed by the Internal Revenue Service for federal

income tax computations.

fh Lease Rates to Competitors: policy re unbundled network element
pricing:

Under federal law, ACS Is required to lease specific components of Its local
network to competitors for their use in providing competitive services. These
components are referred to as ‘Unbundled network elements™ ("UNEs™). Inthose
Instances where the parties are unable to privately negotiate the rates, terms and
conditions for UNE leasing, the Regulatory Commission of Alaska (“RCA™) Is
empowered to arbitrate the dispute. With only genual guidelines from the FCC,
the RCA Is given broad discretion Inthe arbitration process. Exercise of this
discretion has resulted In UNE rates being set at levels well below ACS’ actual

cost to construct and maintain these facLtles.

ACS proposes Ie%islation to provide the RCA with additional guidance regarding
the arbitration of UNE rates. The LegMature should endorse private negotiation
as the primary method of establishing the UNE leasing relationship. Where
arbitration Is necessary, the RCA should be required to set UNE rates as close
as possible to market prices. To the maximum extent allowed by federal law, the
RCA should set UNE rates that allow the company providing the UNE to recover
the cost the carrier actually expects to incur In providing the leased facilities
along with a reasonable profit Inconsidering the appropriate level of UNE rates,
the RCA should be instructed to Include cost of capital and depreciation
expenses that reflect the Increased risk of operating in a competitive market.

The RCA should accept as “best evidence™ the actual costs the incumbent
currently experiences adjusted for inflation. Inno event should depreciation rates
be set at levels lower than would otherwise be allowed by the Internal Revenue

Service for tax computation purposes.
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Rﬁéitim 5. Amended AS 42.05.433 Exemption from Tariffs In Competitive

ACS operates four local exchange companies in Alaska. Three of those
companies are fully subject to competition. The fourth company has been
partially opened to competition. Competitors in Anchorage have captured
approximately 50% market share. In Fairbanks, ACS has lost about 25% of the
market inonly eighteen months. InJuneau, the competitor has taken almost
15% of market in one year. Experts have observed that local markets In Alaska
are clearly the most competitive in the nation. The long distance market In
Alaska has been open to instate competition for more than twelve years. Yet the
ACS local companies and its long distance affiliate are still required to comply
with arcane tariff filing procedures that are both burdensome and require that
ACS pre-announce its competitive initiatives long before these new products and

services are allowed to be sold to consumers.

ACS proposes legislation that would eliminate retail tariffing requirements for all
telecommunications Prowders oFeratmg in competitive markets. ACS proposes
specific exemptions from the fol owingi statutory ﬁrovisions inthe statewide long

istance market and Inany other local market where a competitor Is providing
facilities-based service to more than 50% of the customers:

. ;58_(_12_.05.291 - Rules, regulations and classifications for service and
acilities;

« AS42.05.301 - Preferences or advantages In utility services;

« AS42.05.305 - Discounted or reduced rates for telecommunications

services;

« AS42.05.361 - Requirements for filing and approval of tariffs and
contracts;

« AS42.05.371 - Conditions of service governed by currently effective

tariffs;
« AS42.05.381 - Just and reasonable utility rates based on revenue

requirements approved by the RCA;
« AS42.05.391 - Preferences or advantages in utility rates;
« AS42.05.411 - New or revised tariffs, public noticing and Inspection;
« AS 42.05.421 - Tariff review process, RCA timelines for considering tariffs

that have been suspended;
« AS42.05.431 - Power of the RCA to set rates; power to modify utility's

proposed rates;
« AS42.05.471 - Authority of the RCA to establish accounting requirements

and to set depreciation rates relative to retail and exchange access
services.

Companies that have been detariffed are obli?_ated to make product and service
descriptions and rate lists available to the public at their normal places of
business and to post the current versions of these descriptions and lists on their

Internet web sites.
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ACS also Froposes to implement shared “carrier of last resort" obligations in the
statewide long distance market, the Anchorage local market and any other local
market where more than one service provider has been designated as an

"eligible telecommunications carrier" for purposes of receiving shared federal;
universal service funding.



Public Policy Paints
Telecommunications Legislation

ectronzb rpe f' S 4206145 Nondominant Status
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® As local markets become competitive, the re
ratronF of all competitors should face on
equal regulatory oversight.

Regulatory status ofan mcumbent local com any IS
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triggered or the RCA orders otherwise.
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(1) Lease Rates to Competitors

» Companies that construct or lease facilities for use by
competitors:

0 Must be allowed to recover expected costs
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0 Best (?wdence IS Incumpent’s current cost adjusted
for Inflation
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Sec%on 5. Amendled AS 42.05.433 Exemption from

Tariffs In Competitive Markets

o Tariffs (requlated statements of utility rates, terms and
condltltgnsg are typlcal?y requwed In honopoly situiations
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function as an alternative to of competition;
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» Anticipated new FCC order (Triennial Review) wil
extend even more liscretion to states

+ Asa matter of state policy, It is appropriate for the
lheggrs ature to Irsh urdelrnes forthe exercrse of
that discretion by A Insetting rates for
unbunclied netvvork eIements



Page 5

o \Wherever possihle, r|C| for such eIements should be

of 5

the produ of private negotiations ofthe telecom
compames

re requ |nt ntlon IS required, and within
R
prices that vvould%e%%srged to between vvl?llng sellers

and willing buyers.



House bill 111

House Laborand Commerce Com m ittee

Position of General Commmifeatfoni. Inc. (GCI Regarding the Extension of the
Regulatory Commission of Alaska rca)

o Lik
i

0

the Ltrlrtrego\%ulated the RCA ?ndoesnotal\r\ays eevvrt%rithe

a are aoverseto G teres I-la/v%e
atterrpt to rseanecessaryresntnorrzatrontb Ilto rthera

Res onse: What decisions have been made by the RCA that are
adverse to GCI's economic Interests? Just prior to last summer 's SpsdaJ
Legislative Session, evidence was taken by the Senate Jud rcrarg
Compmittee thatsuggested that GCI has prevarled in more than 80% of
the disputes decided by the RCA. Does GClI challenge that statistic?
Given that track record ItIs understandable that GCl'would support

preserving the status quo.

» GO supports the reauthorization ofth RCA o fonr not
le[hents proposedtothe rce rrmtteeso{gresﬁ%d

0

o not

e e R

conl
0

. ﬁe notric?:%g%ef BO‘%rg(?mncsr L%an wml%jﬁigjs
ih%@? ﬂrﬁtso 9 er casv\e %tsutr . atwbe?é.

anopt
Response Has GCl ever propose% Iegrsl tive amendments durin

*sunset- reviews in prior years? Why wou d that have been approgrrate In

the past, but not now?

GXGCUUVE egCE[OF
Inter

one re0rganiZa
We understand that the Governor has broad administrative authority, but
Is GCl squestrn It would never be ap7oroprrate for the Legislature

Rropose structural changes via statute? If, for example, the
dministration opted to feinstate the Executive Director position, wouldnt

the Legislature strII have to fund the position via statutoiy appropriation?
And if the Executive Director were to be Part of the "partially exempt
service", as Itwas under the APUC ,Wou dn't that require a statutory
authorization In AS 39.25.120(c)

f Strati t feel that
ooestions for administr rvi1 bn r% ec?

0 What IS Inherentlywrong with an advrsory board offerrn poIrc

recommendations? Don't governmental entitles routrne y create advrsory
boards specifically for the purpose ofconsrderrn? matters of policy? Ifan
RCA advisory board existed, the Legislature could task the board with
analyzing specific Issues and present policy proposals In the future. Do
you See a problem with that?
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Im sure GCI understands that a state Le?|slature doss not have the
authority to overrule a federal mandate, ‘the reach of any new statutory

rOV|S|ons would only address matters of INTRAstate

ecommun|cat|ons It Is also my understanding that AT&T Alascom Is
no longer treated as a dominant carrier by the FCC except for those
services that It provides to other carriers Under Its Tariff 11, AT&T has
also agreed to withdraw Its proposed language given that long distance
services are being addressed In another améndment.

trggleﬂselatu(rg%]sedtlrrellrmfo nm&))l/f otal\ h 8%%% Sgnd
%réersarhI r&f@?ﬂ there IS no reason to

effective.
It has been sug este that the t|me||r¥as we passed last year do not seem
to cover all matters coming before the Commission. | think you would
agree that Itwould be unfair o set.processtng standards for'some
categories of cases, but notfor others. Everito© Legislative Auditor has
Indicated toe need {0 revisit this Issue to determine whether toe standards
we've set are meeting public Interest objectives. While we look forward to
further pro?ress being made and the contributions of new commissioners,
the Legislature set the Initial round of timelines and It Is appropriate for It
to review the results and make further modifications If necessary.

Ifthe GovernorssurglereauthonzaﬂonbI| to Ilwda% ta{I\i\te

opr
areln aSKa CONSUITE! laest
0 ldon'tfind that this Comm|ttee s consideration of suggestions to

Frowde

Pohcy ?mdance to the RCAto constitute a “policy changing Christmas
ree*” 1f GCl has any |deas that would contribute to a fair, efficient and

competitively neutral regulatory process, those suggestions would be
welcome.

«  Thus, the RCAshould be reauthorized for four more years.
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MEMORANDUM April 23, 2003

SUBJECT: Sectional summary of CSHB 111( ) “I" version
(Work Order No. 23-GH1049M)

TO: Representative Tom Anderson
Attn: Josh Applebee

FROM: BarbaraR. Craver g JP C s"
Legislative CounsefrA~AAA

You have requested a sectional summary of the above-described bill.

As a preliminary matter, note that a sectional summary of a bill should not be considered
an authoritative interpretation of the bill and the bill itself is the best statement of its
contents. Ifyou would like an interpretation of the bill as it may apply to a particular set

of circumstances, please advise.

Section 1. Tliis section contains uncodified law expressing the legislature's findings and
intent for this Act.

Section 2. This section amends AS 42.05.145 "Telecommunications regulation policy.”
When a new carrier enters a local market, the commission is directed not to designate an
incumbent local exchange carrier as the dominant carrier in a local exchange market,

unless that carrier has a 60 percent market share.

Section 3. This section provides that any new laws or rules that change standards for
service or facilities operate prospectively only.

Section 4. These new subsections are added to AS 42.05.381. Subsection (k) allows
electric or telephone utilities to use the same depreciation schedules as allowed under the
federal tax code. Subsection (/) requires the commission to look to a telephone utility's
current costs in determining the costs that a utility can charge another telephone utility for
use of the first utility's facilities, systems or services and allows costs to be adjusted for
inflation and increased risk from competition. This subsection also requires that a utility
providing facilities, systems or services to another utility shall be reimbursed within 90
days ofa cancellation of the use by the second utility for the unammortized capital costs
incurred by the first utility to provide the services to the canceling utility.



Representative Tom Anderson
April 23, 2003
Page 2

Section 5. New section AS 42.05.433 allows a telephone utility to file a certificate with
the commission that the telephone utility is operating in a competitive service area. Such
a utility is exempt from tariff filing requirements for rate changes and other rate related
matters. Subsections of this section provide for shared “carrier of last resort" obligations,
and provide that the local exchange market in Anchorage and the state wide
interexchange long distance market are considered to be a competitive service area.
Definitions are provided for several terms used in this section. New section
AS 42.05.435 sets out the policy to be used in setting prices for unbundled network

elements.

Section 6. This section provides that a long distance carrier will not be regulated by the
commission as the dominant carrier in the long distance market, if the carrier's statewide
market share is less than 60 percent. The long distance carrier that is designated as the
dominant carrier on the effective date of this subsection will remain the carrier of last
resort until the commission orders otherwise.

Section 7. The term of the Regulatory Commission is extended until .Tune 30, 2007.
Without this amendment, the commission will end June 30,2003.

Section 8. This section of uncodified law allows local exchange carriers who are
providing unbundled network elements to other utilities to adjust their rates in accordance

with this Act.

Section 9. The commission is required to develop regulations to implement the shared
carrier of last resort provisions of this Act.

Section 10. This section provides an immediate effective date for this Act.

BRC:med
03-431.med
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CS FOR HOUSE BILL NO. 111( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
TWENTY-THIRD LEGISLATURE - FIRST SESSION

BY

Offered:
Referred:

Sponsor(s): HOUSE RULES COMMITTEE BY REQUEST OF THE GOVERNOR

ABILL
FOR AN ACTENTITLED
"An Act providing for the prospective effect of standards changed by the Regulatory
Commission of Alaska; relating to competition in regulated telecommunications and
exemptions from tariffs in competitive telecommunications markets; relating to the
designation of a dominant carrier in local exchange and long distance markets; relating
to depreciation expense rates; relating to cost recovery for telecommunications utilities;
setting a policy regarding unbundled network elements in the telecommunications
market; extending the termination date of the Regulatory Commission of Alaska; and

providing for an effective date."

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

*Section |. The uncodified law of the State of Alaska is amended by adding a new section

to read:
FINDINGS AND PURPOSE, (a) The legislature finds that

-1- CSHB 111( )
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(1) the Telecommunications Act of 1996 was enacted to foster the rapid
deployment of advanced telecommunications, information technologies, and services to all
Americans by promoting competition and reducing regulation in telecommunications markets
nationwide;

(2) the Telecommunications Act of 1996 specifically recognizes the unique
abilities and circumstances of the types of local exchange carriers in Alaska—those that are in
remote areas that have never been served by a regional bell operating company or an affiliate

of a regional bell operating company;
(3) state law is tailored to the era of monopoly regulation that existed before

passage of the Telecommunications Act of 1996 and fails to reflect rational policy of
achieving modem and efficient telecommunications systems by way of mtwket incentives

rather than regulatory controls;
(4) state law fails to recognize that policies designed to encourage new

entrants to compete against the nation's largest carriers, the regional bell operating companies,
are disproportionately burdensome and financially threatening to Alaska’s smaller local

exchange carriers;
(5) Alaska's outdated policies impede local exchange carriers' deployment of

advanced telecommunications services and competitive initiatives to consumers, discourage
investment for the future, and deny consumers some of the benefits of modem, efficient, and

market-driven telecommunications services;
(6) telecommunications in the state are of strategic importance to the

economic and social growth and development of the state, and it is vital to the state's future
that telecommunications providers operate in a stable and profitable regulatory environment
that promotes the improvement of local exchange facilities as well as the development of new
facilities; therefore, care and caution mu. t be exercised in introducing competition into rural
areas of Alaska to ensure the preservation of universal service;

(7) state regulation during the monopoly era has been a surrogate for market
forces; upon the achievement of substantial competition, market forces should be allowed to
drive investment and service quality;

(8) in markets served by Alaska carriers where substantial competition has

been achieved, eliminating certain regulatory requirements will

CSHB111( ) 2
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(A) promote investment in existing local exchange facilities and the
development of new facilities;
(B) promote market-driven service quality levels; and
(C) relieve consumers of the burden of paying for the costs of
regulation;
(9) reducing regulatory burdens on Alaska local exchange carriers will enable
the carriers to devote additional resources to the deployment of advanced services and to

competitive initiatives to benefit consumers in Alaska; and
(10) in conformance with the Telecommunications Act of 1996, it is

appropriate to eliminate, where possible, the incidence of implicit subsidies in telephone rates;
state regulators should be prohibited from using revenue earned or expense incurred from
unregulated activities in determining appropriate levels for regulated prices.

(b) The purposes of this Act are to
(1) accelerate the development of competition in the telecommunications

industry for the benefit of consumers in the state by reducing regulatory burdens on these

carriers;
(2) ensure that competition will not threaten the integrity of Alaska's

telecommunications networks;
(3) promote the improvement of exiting facilities used to provide local

exchange services and the development of new facilities;
(4) maintain competition in local exchange markets once unbundling

requirements have achieved substantial competition; and
(5) clarify the jurisdiction of the Regulatory Commission of Alaska as it

relates to unregulated activities and prescribe changes to certain regulated accounting

practices.
*Sec. 2. AS 42.05.145 is amended by adding a new subsection to read:

(b) Upon the commission's approval of a carrier's application to provide

competitive local exchange telecommunications service in an incumbent local
exchange carrier's service area, the incumbent local exchange earner may not be
requlated by the commission as a dominant carrier in the local exchange market if its
statewide market share, as measured in number of carrier common lines, is less than

3- CSHB 111( )
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60 percent. However, the incumbent local exchange carrier shall remain the carrier of
last resort in the relevant area until the commission orders otherwise or unless

AS 42.05.433(e) applies.

*Sec. 3. AS 42.05.291 is amended by adding a new subsection to read:
() Regulations, rules, and orders of the commission that change the standards

of service and facilities shall operate prospectively only. A rule, regulation, or order
may no? require or have the effect of requiring a public utility to retrofit a
telecommunications network without the utility's consent.

*Sec. 4. AS 42.05.381 is amended by adding new subsections to read:

(k) An electric or telephone utility's proposed depreciation rates shall be
allowed under this subsection if the underlying service lives are not shorter than the
service lives permitted by the United States Internal Revenue Service to determine the
appropriate level of depreciation expense for federal income tax computations. The
commission may not require a utility to file a depreciation study unless the utility
proposes to use depreciation rates based on service lives that are shorter than the
service lives permitted by the Internal Revenue Service.

(/) A telephone utility providing facilities, systems, or services to other
telephone utilities under state or federal law shall be allowed to recover costs it
expects to incur to provide the facilities, systems, or services, and shall be allowed a
reasonable profit. The best evidence of the costs a telephone utility expects to incur
shall be its most current costs, adjusted for inflation. Capital anddepreciation costs
may rise to reflect increased business risk in competitive service areas and shall be
consistent with (k) of this section. If a telephone utility cancels the use of another
carrier's facilities, systems, or services at any time before the time when the applicable
costs for providing those facilities, systems, or services are fully amortized, the utility
canceling the usage shall, within 90 days, reimburse the other carrier for the balance of
the capital expenditures incurred by the other carrier as a result of cancellation of the

use of the facilities, systems, or services.

*Sec. 5. AS 42.05 is amended by adding new sections to read:

Se<:.42.05.433. Exemption from tariffs for telecommunications services in
a competitive market; carrier of last resort obligations, (a) A local exchange

4
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carrier or an interexchange long distance carrier in a competitive service area may file
a certification with the commission certifying that the relevant market satisfies the
competitive service area standard of this section. A certification exempts the
telecommunications utility from tariff filing requirements.

(b) A certification filed under (a) of this section is effective upon filing. To
deny a certification and the exemption from tariffs, the commission shall make a
written finding and order. An exemption granted under this section applies upon its
effective date to any pending tariff filings, rate-setting proceedings, and any other rate-
related matters under consideration by the commission.

(c) A local exchange carrier or an interexchange long d stance carrier granted

a tariff exemption under this section
(1) shall make product and service descriptions and rate lists available

to the public at the carrier's normal places of business;

(2) shall post the current version of the product and service
descriptions and rate lists on the carrier’s Internet web sites; and

(3) may negotiate competitive rates, terms, and conditions for service.

(d) A local exchange carrier or an interexchange long distance carrier granted
a tariff exemption under (a) of this section is exempt from the following provisions of
this chapter: AS 42.05.291, 42.05.301, 42.05.306, 42.05.361, 42.05.371, 42.05.381,
42.05.391, 42.05.411,42.05.421,42.05.431, 42.05.451, and 42.05.471.

(e) Upon the commission's certifying that the relevant market is a competitive
service area, local exchange providers are subject to shared carrier of last resort
obligations when more than one carrier in the relevant market or rural telephone
company service area has been designated as an eligible telecommunications carrier.
When more than two eligible telecommunications carriers exist in a market or rural
telephone company service area, carrier of last resort obligations shall be based on
relative market share calculations as more specifically described in regulations
adopted by the commission.

() The local exchange market in Anchorage and the statewide interexchange
long distance market shall be considered competitive service areas. Facilities-based
providers in those two markets shall share carrier of last resort obligations hased on

-5- CSHB 111( )
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relative market share calculations as more specifically described in regulations

adopted by the commission.

(g) In this section,

(1) “competitive service area" means

(A) the service area served by a local exchange carrier under a
certificate of public convenience and necessity in which at least 50 percent of
all retail customers have a choice of facilities-based providers; or

(B) the entire state for the long distance market;

(2) "eligible telecommunications carrier" means a telephone utility
eligible to receive universal service support under 47 U.S.C. 254,

(3) "facilities-based service provider" means a telephone utility that
offers a portion of its products and services by means of facilities it owns and operates
or by means of facilities and unbundled network elements it leases from another
provider, or any combination of facilities owned and leased:;

(4) ‘"network element" means a facility or equipment used in the
provision of a telecommunications service, including features, functions, and
capabilities that are provided by means of the facility or equipment, including
subscriber numbers, data bases, signaling systems, and information sufficient for
billing and collection or used in the transmission, routing, or other provision of a
telecommunications service;

(5) "unbundled network elements" means network elements that are
available on a nondiscriminatory basis for sale or lease at a technically feasible point
to other telecommunications service providers.

Sec. 42.05.435. State telecommunications policy: pricing of unbundled
network elements, (a) It is the policy of the state to encourage the negotiation of
market prices in the teleco%munications market for the use of unbundled network
elements in Alaska.

(b) To the extent that rates must be arbitrated under the provision of the
Telecommunications Act of 1996, it is the policy of the state to have arbitrated rates
for unbundled network elements set as closely as possible to market prices.

(c) A carrier that provides facilities, systems, or services to other carriers shall

CSHB11K ) -

mw Text Underlined [DELETED TEXT BRACKETED]



© 0o N oo Ul AW N

W W N DD NN NN NN

WORK DRAFT WORK DRAFT 23-GH 1049\

be fully compensated for all capital expenditures related to providing the facilities,
systems, or services to another carrier.
(d) In this section,
(1) "market price" means the price arrived at between willing buyers

and willing sellers;
(2) "network element" and "unbundled network elements" have the

meanings given in AS 42.05.433.
*Sec. 6. AS 42.05.810 is amended by adding a new subsection to read:

(d) The commission may not regulate a long distance carrier as a dominant

carrier in the long distance market if the carrier's statewide market share, as measured
in intrastate minutes of use, is less than 60 percent. However, the carrier that is, on the
effecdve date of this subsection, the dominant long distance carrier shall remain the
carrier of last resort certificated to provide intrastate interexchange telephone services
until the commission orders otherwise.
*Sec. 7. AS 44.66.010(a)(4) is amended to read:
(4) Regulatory Commission of Alaska (AS 42.04.010) -- June 30, 2007

[2003];
*Sec. 8. The uncodified law of the State of Alaska is amended by adding a new section to

read:

APPLICABILITY. To implement the policy of AS 42.05.381(0, added by sec. 4 of
this Act, an incumbent local exchange carrier that is providing facilities, systems, or services
to other telephone utilities may immediately adjust and implement new rates for existing
interconnection agreements after providing a written statement to the Regulatory Commission

of Alaska certifying compliance with this Act.
*Sec. 9. The uncodified law of the State of Alaska is amended by adding a new section to

read:

CARRIER OF LAST RESORT. The Regulatory Commission of Alaska shall, by
requlations, effective not later than December 31, 2003, adjust and allocate the financial
obligation of being a carrier of last resort to all carriers serving a competitive service area.
The adjustment and allocation made under this section must be proportionate to each carrier's

share of the market.
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*Sec. 10. This Act takes effect immediately under AS 01.10.070(c).
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REGULATORY COMMISSION OF ALASKA (RCA)
ATA GLANCE

*Mission Statement: To protect consumer interests by ensuring
affordable, reliable utility and pipeline services and ensuring that the utility
and pipeline infrastructure is adequate to support community needs.

*Funding: There are no general funds appropriated to the RCA. The
agency is funded by a Regulatory Cost Charge, a capped surcharge
assessed to all regulated utility and pipeline customers.

*Budget: FYO03 - $6.04 million.

*Staffing: 62 positions, including five Commissioners, appointed by the
Governor for six-year terms; hearing examiners; paralegals; common
carrier specialists; financial, engineering, and tariff analysts; consumer
protection and information officers; and various administrative personnel.

*Workload: The RCA workload includes formal cases (dockets), informal
cases (consumer complaints), and tariff filings (changes to the rates, terms,

and conditions of utility and pipeline services).
-Current Docket Caseload: 214 (versus approximately 550 in 1999)

-Dockets Opened each year: 160 (5-year average)

-FY02 Consumer Complaints Handled: 664 (663 closed by 10/15/02)

-FY02 Tariff Filings: 536 (455 processed routinely; 50 suspended into
dockets; 9 withdrawn; 22 pending at year end)

-Substantive Orders (Decisions) Issued: 608 each year (3-year average)
-Appeals: 16 (out of nearly 2,000 substantive decisions)

*To reach us: By phone - (907) 276-6222. By fax - (907) 276-0160. By
email - rca main@rca.state.ak.us. In person: 701 West Eighth Avenue,

Suite 300, Anchorage, Alaska 99501. Visit our website:
www.state.ak.us/rca.


mailto:main@rca.state.ak.us
http://www.state.ak

701 WestEighth Avenue, Suite 300 ¢« Anchorage, Alaska 99501*3469
907.276.6222 - unvw.3tate.ak.us/rca



Testimony to House Labor and Commerce Committee
HB111 Extend R?\ﬁulatory Commission of Alaska
arch 10,2003
G. Nanette Thompson, RCA

Good afternoon Chair Anderson and Vice-Chair.Lynn, committee members. Thank you
for allowing me to testify before your committee today. | want to thank you for so
quickly confirming the Governor’s two new appointments to the RCA, Dave Harbour and

Mark Johnson.

The RCA supports the Governor’s bill that Will reauthorize the agency for four years. The
RCA’s mission is to protect consumer interests by ensuring affordable, reliable utility and
pipeline services and ensuring that utility and pipeline infrastructure is adequate to
support community needs. We have come a long way since the agency was created in
1999, reducing the notorious backlog to a manageable open caseload of several hundred.
We hope to be able to spend time focusing on some of the important policy issues facing
the markets in transition to competition during the next year.

Every state has a requlatory agency to insure that utility service is available at reasonable
prices to its citizens. Regulatory agencies historically were formed to make sure that
monopoly providers of utility service did not take advantage of their customers. In
markets transitioning to competition, our role is different. We need look no further than
the California energy markets for an example of why responsible deregulation is
important. The transition from a monopoly to a competitive market does not happen
overnight. It is our responsibility to effect the transition that the law directs, and make
sure that consumers continue to receive fairly priced services during and after the
transition. We strive to strike the appropriate balance between regulatory oversight and
open markets by adjusting the level of regulation as markets develop.

Because the telecommunications industry and their lobbyists in your halls have played
out the “phone wars”, I’ll use that industry as an example and try to put some of what you

may be hearing from them in perspective.

There is competition in the telecommunications industry because in 1996 Congress said
there should be. Congress gave states the responsibility to transition monopoly markets to
com[)etition because they recognized that markets varied by state, and national rules
would not get the job done. The larger local markets in Alaska are ahead of the rest of the
county in the transition to competition. We got a head start because the Bell companies
never provided service in Alaska. All other states had to go though the “271 process” to
insure that the incumbent carrier’s network was open to competitors before the local
company could enter the long distance business. We skipped that step, and the three to
five years it took most states to complete it, and went directly to arbitrating
interconnection agreements. Just after the Telecom Act was passed, GCI filed a petition
for interconnection and asked us to set prices for leasing parts of the incumbent’s
network. The APUC finished that process even hefore the FCC adopted regulations
telling state commissions how to set prices. The APUC’s order acknowledged that the



FCC was in the process of setting national pricing rules, and invited either party to ask
them to revisit the results after those rules were clear. The RCA is now in the process of
doing that for the Anchorage market. This controversy we face about the appropriate
level of continued regulation and the best way to set prices, is being played out in almost
every state nationwide, and in the courts. In May of last year, the United States Supreme
Court upheld the FCC’s methodology for setting interconnection prices. The Supreme
Court noted that competitors were making significant investments and that the FCC
correctly looked at what is would cost for another efficient carrier to replace the
incumbent’s network with the best available technology, not v/hat the incumbent spent or
would spend to rebuild the existing network. (Verizon v. FCC, 122 S.Ct.1646, 2002).
The RCA has stayed involved in the details of these enormous changes in the
telecommunications sector, as it has played out in our markets and across the country.

Our appeal record tells you that we are doing our job well. As an administrative agency,
we do not make the law; we apply it. If we are not applying it correctly, parties may
appeal to state or federal court and ask them to set us straight. The RCA has issued
hundreds of final orders since we started in July 1999. So far, sixteen have been appealed.
The agency’s decisions have not yet been reversed, although there are several appeals
Bending. In one case the court remanded a case tc us with instructions to hold a hearing
efore making a decision, but none have reversed a substantive decision. That track
record should tell you that we are successfully analyzing the facts presented to us and
issuing decisions that are consistent with legal precedents and supported by the facts in
the record. We make decisions based on evidence presented through a process designed

to insure that all parties’ rights are protected.

The RCA does more than settle phone wars. We administer the PCE program. We are
reviewing our PCE regulations in response to a resolution from ARECA to improve the
reliability of the information we use to administer the program and to increase efficiency
amongst the program’s beneficiaries. We also review.tariff prices for pipelines to insure
that those who ship to destinations in Alaska pay just and reasonable rates. We also
review costs incurred by providers of monopoly services; water, sewer, electric and gas,
to insure that customers pay a fair price for the services they receive. We set rules in
other markets that are transitioning to competition, such as refuse in some parts of the
state, and long distance statewide. We just finished modifying our regulations to make it
easier for long distance carriers that serve only a small part of the market to sell their

services to Alaskan consumers.

| offer a few final notes. First, our budget. All of the money used by the RCA comes
from utility ratepayer through the Regulatory Cost Charge. We get no general fund
monies. Therefore the proposal in the Governor’s budget to reduce our staff level by
seven and transfer the Public Advocacy Section to the Attorney General’s office will not
save the state money. The Public Advocacy Section should be independent, and
reassigning the function to Department of Law may preserve that independence. It may
also, however, compromise the agency’s ability to continue to meet the case processing
deadlines imposed during the last legislative session. The Governor’s Executive Order
transferred the public advocacy function, but remained silent on what that section has



spent a significant amount of time doing-investigating filings where there are no other
parties. If five of the seven eliminated positions are restored to our budget, we can
transfer them to the agency staff and handle the additional workload. Without those
positions restored, we are unlikely to be able to continue to process cases within the
statutory timelines. Third, the reports. The legislative auditor spent time in our office and
is familiar with our mission. | commend the legislative auditor’s report to you. The
study commissioned by Department of Administration and done by Bearing Point has
some helpful background on the telecommunications industry in our state. The recently
released Darby report is the work of three individuals, not the seven contemplated by the
statute, and did not include any input from the RCA. It cannot be called a comprehensive
study of the agency because they never talked to us, or looked at the publicly available
information on our website or in our annual report. Many of the recommendations are for

actions that we have already begun.

| encourage you to let this agency continue to do itsjob. Participation in the sunset
reauthorization process is time-consuming for the agency and detracts from our ability to
handle cases. The legislature has the option any year to redirect our mission. | urge you

to reauthorize the agency for four years.



TESTIMONY OF KRISTI CATL.IN

HOUSE LABOR AND COMMERCE COMMITTEE
HOUSE BILL 111

MARCH 10, 2003

Good afternoon, Representative Anderson and members of the committee. For the
record, my name is Kristi Catlin, Director of Government Affairs for AT&T Alascom, with
its main business address at 210 E. Bluff Drive, Anchorage, Alaska, 99501.

Thank gou for the opportunity to testify at this ‘hearing. As you know, AT&T
Alascom, and before that, Alascom, has a long history of providing telecommunications
services to the state of Alaska. Infact, it has the longest history of any interexchange
carrier in the state today. It is from those ver% roots, and having witnessed the broad
changes._in technology and market shift over the years, that we would like to offer our
perspective and respectfully make some requests for the legislature to consider.

We believe that both telecom service providers and policy-makers have a two-
fold obligation to the constituents of this state. Those are: ensuring that basic telecom
services remain affordable to everyone in the state; and providing a regulatory
environment that fosters continued “investment in the state telecom infrastructure,
thereby ensuring that advanced services will reach to all parts of the state.

In the early days, Alascom was the only long distance carrier in Alaska, and as
such, the regulated monopoly. Regulations were put'in place to ensure that Alascom did
not misuse its monopolg_ power in pricing its services, to consumers. In addition, in 1991,
when intrastate long distance compefition was initiated, additional regulations were
develoFe_d to ensure that Alascom did not misuse its monopoly power to subvert
competition. At the same time, new entrants to the long distance market were (%,rante,d
broad and significant freedoms.  And even though the market was highly competitive in
1995 when AT&T bought Alascom, for the most part, it bought a company regulated as
thouPh it were @ monopoly. As we all know, the requlaﬂons governing “utilities with a
legal monopoly work in two directions: they protect the consumer from unreasonable
prices on one Side of the equation, and they ensure a reasonable return for the regulated
entity on the other side. Without a reasonable return, companies do not invest and
services, therefore, do not advance, _ ,

Many of the regulations which restrict AT&T Alascom today are vestiges of that
monopolistiC environment | spoke of previously. However, in this highly competitive
marketplace, they do not serve as an incentive for investment - they only"serve to add
cost and thereby provide a disincentive for investment. As far as Protecﬂon_of the
consumer on prices, we have almost ZO_Years of empirical evidence in the Iong distance
market in the U.S. to show that competition serves the consumer well. In 1984, when
AT&T was first broken up, the average discounted corporate minute was around $.45.
Today, the average discounted corporate minute is under $.045. That's a whole order of

'‘magnitude s_vvm?. And yet durm% that same time |penod, the long distance industry went
from approximately $9 -10B,to about $90-110B. [t was derequlation of the industry and
the management of competition that spurred investment. And in 1995, when AT&T fell
below 60% market share in the lower 48, the FCC ceased regulating AT&T as the
“dominant carrier" and deemed the market for long distance as "competitive".

~And yet, here in Alaska, where AT&T Alascom now has 42% of the Ionfq distance
business (and shrinking), and our largest competitor, GCI, has 46-48% of the long
distance business (and growing), AT&T Alascom is still considered the dominant carrier,
despite a four-year attempt to get relief from this regulation at the RCA. This regulation



adds substantially to our cost structure for tracking, journalization, and reporting. It also
adds regulatory ‘process that our competitors don't have that keeps us from being
competitive in”"the marketplace. The whole situation reall,}/ begs a definition for
wominancen Additionally, with the increased costs and inability to compete effectively
because of outdated regulations, our ability to attract capital and' invest in the network is
severeIY “hamstrung". , ,

1 believe that over the next 12-18 months, this state must wrestle with some
difficult issues of telecom regulation. At stake is the ver?/ survival of an infrastructure
that's struggling to keep up with the rest of the country. In a true free market, there is
Iﬁss req(ulanon, not more. ‘And competition, not regulation, becomes the force to shape
the market, , ,
| would ask you to_carefully and thoughtfully consider the market dynamics at
work here, and the” definitions of broader market” issues such as “domiriance” and
“‘competition”. | would also ask you to carefully consider your role in mandating an
environment that has less regulation, not more, in order to create and maintain
hncennves to invest in the modem telecommunications infrastructure that all Alaskans

esire.

As you consider House Bill 111 reauthorizing the RCA, please know that AT&T
Alascom could support legislation which would extend the RCA for another 2-4 years,
however, as we stated last year - only if the RCA is truly committed to brmgmg about
requlatory reform.  Status ‘quo is not an option, if you intend to have a eaI,th?/,
competitive telecom market and infrastructure in Alaska. We have drafted appropriate
language to assist the legislature in defining "dominance," and are submitting it for your
consideration _ _ _ _

Thank you, once again for this opportunity to present our testimony. | would be
happy to answer any questions you might have.



Testimony of Wesley E. Carson
Before the House Labor & Commerce Committee
March 10,2003

Mr. Chairman and members of the committee, thank you for this opportunity to address
you today. My reason for beln? here is to emphasize the importance of deferring any
action to re-authorize the Regulatory Commission of Alaska until the state has articulated

a clear set of telecommunications policies to guide the commission.

Although we have long advocated for the development of state policies to guide the
RCA, this is of even more critical importance today. On February 20l the Federal
Communications Commission issued its long-awaited rules to revise network unbundling
obligations for competition in the local telephone market. In making this decision, the
FCC took the unprecedented step of delegating to state commissions broad regulatory
discretion that previously was thought only to be exercised by federal authority.

This delegation will allow the RCA to now unilaterally determine whether incumbent
local telephone companies, like ACS, must continue to provide elements of their
networks to competitive carriers at below-cost prices. As the FCC has failed to provide
specific instructions to the states, it is now imperative that the Legislature act to develop
appropriate telecommunications policies to guide the RCA in its decision-making going

forward.

There are many telecommunications policy issues that require your attention. The Report
to the Senate Appointees to the Task Force on Operations of the RCA, submitted on
January 30 by Darby Associates, makes some very relevant points, including that
requlators need to fashion rules designed to encourage investment; that the RCA should
review the adequacy, need and rationale for legacy regulations based on an assumption of
Incumbent market power; and that it is time to explore a wide range of less regulatory
options and find ways to substitute market forces for regulation.

The RCA has clearly demonstrated a propensity for more regulation as the means of
promoting competition, rather than allowing market forces to govern. The Darby Report
quite correctly concludes that “application of old regulatory models based on market
conditions that no longer prevail does a gross disservice to the people of Alaska.”

As you may know, Anchorage holds the distinction for being the most competitive local
telephone market in the country. Although open to competition for a much shorter period
of time, Fairbanks and Juneau are rapidly moving in a similar direction. In all three of
these markets the RCA has unfairly mandated that the competitor be allowed to use the
ACS networks at rates that are below cost. The RCA has also taken an activist role in
terminating the “rural exemptions” that Congress authorized to ensure that the nation’s
smaller markets remained viable - even terminating the “rural exemption™ in locations as

small and costly to serve as Nenana and Seldovia.



The net result of these regulatory actions has been to compromise the Company’s ability
to attract and commit capital. This is clearly notjust an ACS opinion, but rather a fact

that is becoming broadly understood.

As you are aware, the State of Alaska contracted with BearingPoint (formerly KPMG
Consulting) to produc-the “Telecommunications Policy Study and Assessment for the
State of Alaska,” which was submitted to the Department of Administration in November
2002. The report concluded that local telephone competition which forces incumbent
local telephone companies to lease their network to competitors as below-cost pricing
“potentially imposes a financial burden on incumbents, and may artificially support
competitors at the same time.” The RCA, by means ofthe interconnection terms it

imposed on ACS, has done exactly that.

A recent press release by Standard & Poor’s addresses the downgrade of ACS as being
“based on competitive pressure that has materially weakened ACS’s business profile,
impaired operating performance, and resulted in credit measures.” The press release
further explains: “The rating on ACS reflects the company’s position as the leading local
exchange carrier in Alaska, offset by heavy competition in the local retail access line
business due to low requlatory mandated local resale loop rates to the company’s local
network, a narrow market with limited growth opportunities, and high acquisition and

capital spending-related debt levels.”

Clearly, we are not alone in ourjudgment that the RCA has impaired ACS’s ability to
raise capital. The State must act to assure that the RCA does not destroy the economic
viability of Alaska’s largest local telephone company, providing the last-mile connection

to nearly three out of four of its citizens.

ACS urges the Legislature to move cautiously in your deliberations on the RCA
extension and to properly sequence your decisions. In addition to a general review of the
RCA’s structure and procedures, Alaska’s policy-makers must carefully review the
Commission’s ongoing role in the administration of the Telecommunications Act of
1996. While this was an important consideration at the beginning of the legislative
session, it has been magnified considerably by the FCC’s decision on February 20. As
the RCA goes forward to accept the broad new delegation it has received from the FCC,
it should have the benefit of clear policy guidance that is lacking in the FCC’s ruling.
Once the legislature has provided that guidance, the second matter ofreauthorizing the

Commission can be decided.

On behalfof Alaska Communications Systems, | thank you, Mr. Chairman and
Committee members, for the privilege of addressing you today.
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Honorable Tom Anderson, Chair

House Labor and Commerce Committee
Alaska Capital, Room 432

Juneau, AK 99801-1182

March 9,2003 RE: HB 111 (Governor MurkowsJd) - Support

Dear Chair Anderson:

On behflf of the AARP members in Alaska, we encourage R/ou and your colleagues on the
House [Labor and Commerce Committee to supﬁprt HB 111 submitted by the House Rules
J.

Committee at the request of Governor Murkows

HB 111 would reauthorize the Regulatory Commission of Alaska for a period of four years.
Much of the debate over the RCA In the past has focused on the utilities supervised by the
Regulatory Commission of Alaska and the relationship of the RCA with the entities it
supervises. AARP relies on the RCA because it offers our members and all Alaskans the
best opportunity to achieve basic consumer protections:

* The ability to make informed choices about utility services _
» The security of safe and reliable energy and telecommunications services
« The assurance that sales practices and advertisements arc fair, so they do not

confuse, mislead, or frighten the public _ _ _
» The reassurance that consumers receive accurate information, communicated clearly

and in plain language so we understand our rights and remedies

The RCA assures consumers the right to affordable rates and access to such basic necessary
services as utilities and communications. We emphasize “reasonable” rates but we also

emphasize access for our rural citizens.

The RCA allows consumers an opportunity to participate in the governmental decision-
making process that shapes the marketplace and ensures meaningful consumer input.

3601 CStraw, Suita 1420 | Anchorage, A< 99503 1907-341-2277 1907-341-2270 fax 11-877-434-7598 TTY
James G. Parkel, President | William O. Novell), Executive Director and CEO | www"aip-org
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When wronged, the RCA offers consumers redress and complaint resolution.

AARP believes the Regulatory Commission of Alaska is necessary for our organization and
for our members. Without the RCA, we would be deprived of any public oversight of
energy and telecommunications services and, when a complaint is warranted, we would not
have the RCA available and willing to listen to a consumer’s side of an argument.

The RCA protects our rights as consumers. We ask that the House Labor and Commerce
Committee support Governor Murkowski's bill to reauthorize the RCA for four years. Our
AARP families need it. All Alaskans need iL

AARP urges an “AYE” vote on HB 111.

Should you have any 3uestions about our position, please feel free to contact Marie Dariin
907.586.3637), Coordinator of the AARP Capitol City Task Force; Patrick Luby
907.762.3314), AARP Legislative Representative; or me (907.245.5259).

Thank you for your consideration.

Sincerely,

Manguerite Stetson
AARP Alaska
Executive Council Member for Advocacy

3009 Northwood Street
Anchorage, AK 99517-1871
907.245.5259 voice

907.245.5279 fax
ffmas@ aurora.uaf.edu

cc.  Governor Frank Murkowski
Vice-Chair Bob Lynn
Representative Nancy Dahlstrom
Representative Carl Garto
Representative Norman Rokeberg
Representative Harry Crawford
Representative David Guttenberg
Marie Dariin
Patrick Luby



March 10, 2003

The Honorable Tom Anderson

Chair, Labor and Commerce Committee
House of Representatives

State Capitol, Room 432

Juneau, AK 99801-1182

Dear Representative Anderson:

Chu_?ach is concerned ahout a recent order from the Regulatory Commission of Alaska.
While we are hopeful that some of the most troublesome provisions of the order may be
changed during the process of hearing our Petition for Reconsideration, the damage has

already been done.

Chugach worked hard to demonstrate its financial strength and stability to national rating
agencies and financial markets. Over the past decade we have successfully improved our
bond ratings. We were pleased when we achieved “investment grade” ratings a few years
ago. Our high bond ratings translate into lower interest rates when it is necessary to
finance projects by issuing bonds on the financial markets. This in turn leads to lower

costs paid by consumers through utility rates.

Chugach feels strongly that we have a case for reconsideration of the order from the
RCA. We are working through the appeal process and are confident things will change
for the better; however, a signal about the stability of the utility and investment climate in
Alaska has already been sent to the nation’s markets and individual investors.

Source documents are attached for your review.

Signed,

Evan J. Griffith, General Manager
Chugach Electric Association, Inc.



ALASKA PERMANENT
CAPITAL MANAGEMENT COMPANY

900 West Fifth Avenue, Suite 601
Anchorage, Alaska 99501

Phone:(907)272-7575

February 24,2003

Regulatory Commission of Alaska

1016 W. 6thAve.
Anchorage, AK 99501-1963

Dear Commissioners;

| have reviewed your Order 26 in the Chugach Electric rate docket (U-01-108) and write
to express my concern over the impact ofthe order on Chugach’s bondholders. APCM is
a substantial holder of Cbugach’s bonds for clients and for this reason has a direct
fiduciary responsibility to help assure that the rates you set for Chugach are adequate to
maintain Chugach’s financial health and good bond rating. 1f Chugach’s bond rating

were to drop, bondholders would lose value immediately. Additionally, future bond
be rated below the

issues would be relatively more costly to Chugach and new issues maY
level presently permitted by some client investment policy. This would compel us to

discontinue purchasing and holding Chugach honds.

Frankly, your Order 26 has me very concerned. | want to stress to you the need to
maintain a viable market for Chugach’s bonds. To accomplish, this, the utility needs
stability in its revenues and must earn solid margins that give comfort to those who may
buy those bonds. | urge you to establish rates such as those which have heen adequate In
the past to allow reliable coverage of debt service and allow modest but steady growth in

equity.

1know that your concerns are wider than just those of bondholders but I honestly believe
run, all ofthe various stakeholders in this matter - including the public -

that in the Iong ) _
are best served by stability. For this reason I strongly urge that you consider carefully the
impacts of this order and revise your ruling as needed to achieve amore moderate result.

| ask that this letter be made a part of the permanent record in this proceeding.

Registered with the U.S. Securities and Exchange Commission



Thank you for your attention to this matter.

Sincerely, jy
mi/frt

David A. Rose
Chairman and CEO

cc: Respective client files (thirteen) _
Michael R. Cunningham, CFO, Chugach Electric
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Chugach Electric Association, Alaska; Utility, Wholesale Electric

Credit Analyst: Leo Carrillo, San Francisco (1) 415-371-5077; Kathryn Mock Masterson, San Francisco (1) 415-371-5009
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Rationale

Standard & Poor's Ratings Services has placed its 'A' underlying,i ratinﬁs on
Chugach Electric Association, Alaska's revenue bonds on CreditWatch with
negianve implications. The rating action reflects the expected financial impact
on the utility of the latest rate order by the Re ulatorr ommission of Alaska
(RCA). The underlying ratings reflect the credit quality of Chugach's
apﬁrommately $394 million in bonds outstanding before the credit
enhancement provided by bond insurance. The insured ratings on the bonds

remain unaffected by the CreditWatch listing.

The RCA, the agbency that sets retail rates charged by Chugach, released a
rate order on February 6 that effectively reduces Chugach's revenue
requirement by approximately $6 million in 2003 and requires the .U'[I|I8/ to
refund approximately $7.1 million to ratepayers for overcollection in 2001 and
2002. Ifthe refunding is charged against the 2002 fiscal year, it is likely the
utility would violate in that year the bond covenant requiring margin-for-
interest (MFI) coverage of 1.1x. Chugach has petitioned the commission to
reconsider its decision, which the RCA has partially granted. A final
determination may come as early as the end of March 2003. If a sufficiently
favorable order is"not forthcoming, a rating downgrade is expected.

Chugach maintains sufficient liquidity to meet the rc.'und obhgaﬂqn required
by the latest rate order. Chugach has access to over $50 million in lines of
credit from CoBank and National Rural Utilities Co-op Finance Corp., versus
the estimated $7.1 million in refunds due under Order No. 26, the new rate
order. Chugach indicated that it would increase its short-term horrowing in
2003 under these credit facilities to finance its payment obligation.

Use of the credit facilities, however, will increase debt and weaken financial
ratios. The utility estimates that the $6 million reduction in revenue required
by Order No. 26 would result in an MFI of 1.08x under current budgeting
assumptions. Estimates also indicate that the $7.1 million in o
refunds-refres.entmg a reduction in revenue of aE?roxmately $1.1 million in
2001 and $6 million in 2002-would result in an MFI of only 0.92x for 2002.
The $7.1 million reimbursement, while only a small percentage of operating
revenues, represents about 23% of operating margins.

In additions to substantially weakening debt service coverage, RCA's rate
order signals heightened requlatory and refinancing risks for the utility and
may cause Standard & Poor's to apglz} more strin ent,?wdelme,s in assessing
Chugach's credit quality. Standard & Poor's is finding it increasingly difficult
to distinguish the credit characteristics of Chu?ach, agenerationand
transmission (G&T) cooperative, from those of investor-owned utilities. Unlike



many G&T cooperatives, Chugach is subject to oversight by a state
regulatory agency. The latest RCA rate order indicates that the RCA is willing
to overlook the MFI covenant in the mortgage indenture, and suggests that
the agency is now less supportive of credit quality than it had been in the

past.

In light of the increased regulatory risk, Standard & Poor's is also focusing
more closely on Chugach's capital structure and its use of hullet maturities
associated with 75% of its debt, which further distinguishes Chugach from
other G&Ts. Chugach's heavy reliance on bullet debt is more closely
akin-although not fully so-to an investor-owned utility's use of non-
amortizing debt. It is Standard & Poor's practice to require higher coverage
ratios for utilities whose financial performance need to be measured by
coverage of interest-only payments. While Chugach will not need to address
the bullet maturities until 2011 and 2012, these two maturities account for
approximately 75%, or $295 million, of Chugach's outstanding principal.
Standard & Poor's had previously cited Chugach's coverage of interest as
weak for a utility with mostly non-amortizing debt, and that degradation of
coverage margins, even by small amounts, could result in lower ratings.

Chugach is an electric cooperative serving two-thirds of the population of
Alaska, mainly around Anchorage, the Kenai Peninsula, and, through a
member-dislribution cooperative, north to Fairbanks. Chugach faces no
competition from investor-owned utilities; its only meaningful competition is
the municipal utility serving Anchorage, Anchorage Municipal Light & Power.

This report was reproduced from Standard & Poor's RatingsDirect, the
premier source of real-time, Webrbased.credit ratings and research from
an organization that has been a leader in objective credit analysis for more
than. 140 years. To.preview this dynamic on-line product, visit our
RatingsDirect Web site, at-www.standardandpoors.com/ratingsdirect.

Standard & Poor's..
Setting The. Standard.

Published by Standard & Poor's, a Division of The McGraw-Hill Companies, Inc. Executive
offices: 1221 Avenue of the Americas, New York, NY 10020. Editorial offices: 55 Water
Street, New York, NY 10041. Subscriber sen/ices: (1) 212-438-7280. Copyright 2002 by The
McGraw-Hill Companies, Inc. Reproduction in whole or in pari prohibited except by
permission. All rights reserved. Information has been obtained by Standard & Poor's from
sources believed to be reliable. However, because of the possibility of human or mechanical
error by our sources, Standard & Poor’s or others, Standard & Poor’s does not guarantee the
accuracy, adequacy, or completeness of any Information and is not responsible for any
errors or omissions or the result obtained from the use of such information. Ratings are
statements of opinion, not statements of fact or recommendations to buy, hold, or sell any

securities.
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Opinion

Rating Rationale
Chugach's Aaa rating on its bonds reflects the insurance policy provided by MBIA Insurance Corporation,
providing forthe payment of principal and Interest when due. The A2 underlying rating for these bonds has
come undersome pressure recently due to an unsupportive decision by the Regulatory Commission of Alaska
(RCA) inthe co-op’s recently concluded rate case. This rate case outcome is in contrast to largely supportive
regulatory treatment provided to Chugach in the recent past. Chugach's standalone credit fundamentals still
benefit from its dominance in the Alaskan market, itr low-risk operating profile, and generally conservative
financial strategies. We also note that although some 30% of Chugach's total revenues come from two
customers, these customers have signed either a take and pay or partial requirements contract with the co-op.
We note that although Chugach Isa small co-op, it is still the largest power provider in Alaska, serving over
two-thirds of the Railbelt and owning a majority of the transmission assets in Southcentral Alaska. Most of the
c0-0p's generating capacity comes from gas-fired plants that are near the wellhead, making fuel costs more
affordable. Although certain fuel costs are cyclical, Chugach has typically managed other costs and relied on
increases insales to minimize the need for rate increases. Also, equity levels have been maintained at about
25%, while providing regular returns of capital to members. Lastly, any efforts to establish electric competition

in Alaska are effectively at a standstill.

Recent Oovolopments

Chugach’s request fora 5.7% rate increase and a change inthe rate setting methodology were denied in an
order issued by the RCA on 2/6/03. Preliminarily, Chugach estimates revenue refunds required by the rate
decision would cause an operating loss of about S2MM for fiscal 12/31/02, causing a shortfall in meeting the
requited 1.1 Interestcoverage under the Rate Covenant in Chugach's bond indenture. Furthermore, Chugach
would need to achieve cost savings or otherwise compensate for the rate reduction to restore compliance with
the Rate Covenantin 2003. Importantly, noncompliance with the Rate Covenant interest coverage test is not

1.212.553.1653



cause foracceleration of the obligations. Also, we note that on 2/18/03, the RCA agreed to stay some aspects
of the order, including any change in rates, pending the outcome of Chugach's planned filing of a motion for

reconsideration of the order on or before 2/28/03,

Rating Outlook -Stable

The outlook for the Aaa rating is stable as the bond Insurance policy stands behind repayment of the
obligations. We will continue to monitor the pressure on Chugach's underlying rating. The extent of relief will
depend in parton the degree to which Chugach can be successful in obtaining a more supportive outcome
through a planned filing of a motion for reconsideration of the 2/6/03 rate order.
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Item 5. Other Events

On February 6, 2003, Chugach Electric Association, Inc. (Chugach) received Order No. 26,
“Order Determining Revenue Requirement and Rate Design Issues and Requiring Filings™ in
Docket U-01-108, “In the Matter of the Tariff Revision. Designated as TA226-8, Filed by
CHUGACH ELECTRIC ASSOCIATION, INC., for a Rate Increase and Rate Redesign,” from

the Regulatory Commission of Alaska (RCA).

Chugach Filed a general rate case on July 10, 2001, based on the 2000 test year, requesting a
permanent base rate increase of 6.5%, and an interim base rate increase of 4.0%. On September
5, 2001, the RCA granted a 1.6% interim increase effective September 14, 2001. Chugach filed a
petition for reconsideration and on October 25,2001, the RCA revised its Interim Approval to
permit Chugach to collect an interim base rate increase 0f.3.97%. The additional rate increase
was implemented on November 1, 2001. The interim rate increase was based on a normalized
(adjusted for recurring expenses) test year and a system ratemaking Times Interest Earned Ratio

(TIER) of 1.35.

In its filing with the RCA, Chugach proposed that margins be calculated using a rate base/rate of
return methodology rather than the TIER methodology previously used. The request to change
from the TIER-based methodology to the retum-on-rate-base methodology would not have any
material adverse effect on future ratemaking or on Chugach’s ability to service its outstanding

Indebtedness.

As anticipated in Chugach’s July 2001 original filing, on April 15, 2002, Chugach submitted a
filing with the RCA to update certain known and measurable costs and savings that had occurred
outside the 2000 Test Year. In the updated filing, Chugach reduced its base rate increase request
from 6.5% to 5.7%, or approximately $0.9 million in the revenue requirement on a system basis.
The revised filing also reflected an increase in depreciation expense of approximately $1.5
million due to the completion of the Beluga Unit 7 re-powering project and a reduction in
annualized interest expense of $2.4 million due to Chugach’s recent refinancings. In this revised
filing, Chugach continued to request $11.9 million in margins. As a result of reduced interest
costs, Chugach's supplemental filing would have yielded an equivalent system TIER of 1.47.

The RCA hearing on Chugach’s proposed rates took place in November and December of 2002,
concluding on December 13, 2002. The RCA issued an order dated January 31, 2003, on

February 6, 2003.
The Order resolved several issues in Chugach’s favor:

0 The RCA rejected intervenor mismanagement allegations regarding re-powering of
Beluga Units 6, 7 and Cooper Lake Power Plant (CLPP) overhaul and polychlorinated

biphenyl (PCB) remediation.

0 The RCA accepted Chugach’s rate lock cost amortization and did not question other
refinancing activities.



0 The RCA approved the 1999 depreciation study, in part, and allowed implementation of
remaining life depreciation methodology.

0 The RCA approved recovery of rate lock and CLPP remediation expenses.
The Order contains several adjustments not in Chugach’s favor:
0 The RCA required Chugach to continue using TIER in calculating return levels.

0 The RCA adjusted Chugach’s system overall TIER downwards from 1.35 to 1.30, a
difference of approximately $1.3 million in margins based on the 2000 test year and
would have similar impacts in subsequent years. Chugach had requested that its
permanent rates in this case, be established with an effective TIER of 1.47, or a difference
of approximately $4 million in margins based on the 2000 test year between the now-

authorized TIER of 1.30.

0 The RCA required Chugach to treat Allowance for Funds Used During
Construction/Interest During Construction (AFUDC / IDC) as a reduction to long-term
interest expense, which reduces the revenue requirement by approximately $1.2 million.
With the required AFUDC/EDC adjustment alone, Chugach’s effective TIER would be

below a 1.30.

0 The RCA required a 1.8 percentage point interest rate reduction (from 3.8% to 2%) on
Chugach’s $60.0 million of variable debt, which equates to a revenue requirement
reduction of approximately $1.1 million.

0 Chugach’s overall Depreciation Study was approved, although the RCA did require
approximately $0.7 million in downward adjustments, primarily related to Bernice Lake
Units 2 -4 and Chugach’s North Submarine Cable field. This reduction in the revenue
requirement will match Chugach’s reduction in depreciation expense, resulting in a net

effect of zero to margins in subsequent years.

Chugach’s analysis of the financial impact of the Order is still preliminary. There are several
outstanding questions regarding interpretation of the Order that have not yet been clarified.
However, based upon this preliminary analysis, the Order would require the following:

0 A-refund of revenues collected in 2001 of approximately $1.1 million and in revenues
collected in 2002 of approximately $6.0 million, which would result in a net operating
loss of $2 million in 2002. Under the Order, Chugach’s financial performance for 2002
would fall below the 1.10 level contained in the Rate Covenant in its currently effective
indenture. In accordance with the Rate Covenant, Chugach is taking the actions
described below to promptly address this margin shortfall.



0 A reduction in estimated 2003 revenues of approximately $6.0 million. Chugach has
calculated, that based on the budgeted revenues and expenditures, under Order 26,
Chugach may have insufficient margins over interest in 2003 to comply with the
requirements of the Rate Covenant in its bond indenture. Chugach is taking the actions
described below to promptly address this margin shortfall.

On February 13, 2003. Chugach filed a Motion with the RCA asking the RCA to stay the effect
of its Order until after the RCA considers Chugach’s Petition for Reconsideration of Order 26.

On February 18, 2003, the RCA granted in part Chugach’s motion for stay. Specifically, the
RCA stayed until further order of the RCA Ordering Paragraph 1, of Order U-01-108(26) which
states “Chugach’s rates will be established on the basis of the 2000 test year revenue requirement
recomputed in accordance with our decisions set out in the body of this Order.” The RCA also
stayed two other obligations until further order of the Commission pertaining to filing tariff
sheets and a recalculated Cost of Power Adjustment Base Cost of Power. The RCA also allowed
a one-week extension until February 28, 2003 to comply with ordering paragraphs 2 and 3 which
require Chugach to recalculate its revenue requirement and cost-of-service studies reflecting the
impact of Order U-01-108(26) on Chugach’s rates. The RCA also extended the time to file
Petitions for Reconsideration of Order U-01-108(26) one week to February 28,2003. Chugach
intends to file the Petition for Reconsideration with the RCA on or before February 28, 2003.

SIGNATURES

Pursuant to the requirements of the Securities and Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned thereunto duly authorized.

Date: February 19,2003 CHUGACH ELECTRIC ASSOCIATION, INC.

Evan J. Griffith
General Manager



Chugach Electric Association, Inc.
Anchorage, Alaska

March 10, 2003

RCA Must Consider Financial Health of Alaska Utilities
Chugach Electric Association’s finances are impacted by RCA order

Below are citations from some of Chugach’s rating agencies and major bondholders. Full
documents are attached for your review. In addition we have provided a copy of
Chugach’s 8K filing to the Security and Exchange Commission (SEC) and Chugach’s
Petition For Reconsideration with the Regulatory Commission of Alaska (RCA).

Moody’s Investors Service
“The A2 underlying rating for these [Chugach] bonds has come under some

pressure recently due to an unsupportive decision by the Regulatory
Commission of Alaska (RCA) in the co-op’s recently concluded rate case.”

“This rate case outcome is in contrast to largely supportive regulatory
treatment provided to Chugach in the recent past.”

Standard & Poors Rating Services
“Standard & Poors Rating Services has placed its ‘A’ underlying rating on

Chugach Electric Association, Alaska’s revenue bonds on CreditWatch with
negative implications.”

“The rating action reflects the expected financial impact on the utility of the
latest rate order by the Regulatory Commission of Alaska (RCA).”

“In additions to substantially weakening debt service coverage, RCA’s rate
order signals heightened regulatory and refinancing risks for the utility and
may cause Standard & Poors to apply more stringent guidelines in assessing

Chugach’s credit quality.”

Alaska Permanent Capital Management Company - (Letter from Dave Rose
to RCA)

“I nave reviewed your [RCA] Order 26 in the Chugach Electric rate docket
(U-01-108) and write to express my concern over the impact of the order on

Chugach’s bondholders.”



MA iU C.UUJ W uisCt in niuivn R
inn nvii jeoiv/uiouii

ARECA
703 West Tudor Hoad, Suite 200
Anchorage AJrulu 99503-6650
A 907-5(51-6103
g ft*: 907-561-5547
WWw.irccj.org

March 102008

The Honorablo Tom Anderson _
Chair, House labor and Commerce Committee
Alaska Slate Legislature

Juneau, Alaska

Subject: HB 111, Extension of the Regulatory Commission of Alaska

Dear Representative Anderson,

ARECA represents the electric utilit)( indu:str%ofAIaska. Our members generate roughly 90 %of
al public

tho electricity provided to tho g]ener | publ rou%?out the State. My Board of DireCtors has
taken a very active interest in fhe efficiency of the Regulatory Commission for Alaska (RCA) and
has unanirriously adopted the following resolution and white paper on the issue. ARECA cannot
support HB 111"as presently written. Ve strongly believe that tho present regulatory process is
much to cumbersome, time consuming, and very expensive. My members have called for a one-
Xlear sunset extension; and statutory amendments that will streamline the regulator' process.
However, we arc aware that the Governor and Le%l_slature have been grapp mg with the RCA
issue for two sessions now and would like to get this issue behind them so that other more
ressing issues can be resolved. In fact the Governor’s staff has indicated to ARECA thatthe
overnor plans to straighten out tho RCA issue “administratively.” While this level of interest
encourages us, the RCA is an independent body and we therefore remain only mildly sanguine
about an administrative fix. Nevertheless, my members would like to work viiith the' Governor
and therefore 3ro prepared to supporta four year sunset extension as requested under HB 111, but
wewould like to have the legislature pass amendments to the RCA statutes that would help the

Governor insure that the RCA gets fixed.

Attached to the ARECA resolution and “white paper” is a summary of issues that we would like
to see tho Ieﬁlslature address. | am prepared to provide you with statutory language that would

implement these ideas.

| request that you make this letter and its attachments available to House Labor and Commereo
Committee members for consideration at today's committee hearing.

dner,.xouyj

a
ecutive Director
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Resolution 03-17
A Resolution Regaling the Sunset Review of Regulatory Commission of Alaska
and Recommending Changes

The Regulatoiy Commission of Alaska (RCA) was under sunset review by the 2002
Alaska Legislature it was given a one-year extension by tho Legislature and Governor
following a special session. The legislation also established an interim committee to
review the RCA Erocess and make recommendations on how the functions ofthe

commission can be streamlined.

ARECA members have expressed serious concerns about theRCA’s impaired timeliness,
duplication of staffeffort and poor quality decision-making in some economic and non-
economic regulato cases. The members' concerns have caused both unnecessary
expenses and significant lost revenues costing electric ratepayers millions ofdollars over

the past three years.

Additional staffwere given the to the RCA over the past three years but several hundred
filings remain unresolved many of which are several years old. Alaska’s electric
ratepayers deserve timely, cost-effective reviews based upon sound regulatory rule-

making practices.

Furthermore, the 1999 Legislature, added anew but separate regulatory review staff
function known as the “Public Adv_ocac% Section” (FAS) within the RCA to intervene in
filings when designated by the chair of the RCA resulting in duplicative staff reviews and
audits which have concluded with conflicting analysis and recommendations costing

ratepayers unnecessary expenses and lost revenues.

It is ARECA’s intention to establish a “white paper” on changes that need to be
considered by the legislature to streamline the RCA and to realign the value and
effectiveness ofthe PAS. Pending the changes required to make the RCA a valued and
effective regulatory body, ARECA recommends a conditional one-year sunset extension

for the RCA.
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ALASKA RURAL ELECTRIC COOPERATIVE ASSOCIATION, INC.
White Paper Regarding ATECA Board Resolution 03-17

The Regulat_or Commission of Alaska (RCAg was created in 1999 through passage of the
Alaska Public Utilities Regulatory Act, ch. 25 SLA 199. In 2002, the RCA was under sunset
review by the 2002 Alaska Legislature, During that review, the utility industry and some
legislators expressed significant concerns about the RCA’s inability to process cases in a timely
manner and a perceived lack of impartiality Inthe RCA’s decision-making processes. Following
a special session, the Legislature and the Governor extended the RCA’s termination date by one
year, imposed modest statutory timelines for deciding cases, and enacted a statute regarding
Impartial decision-making. The Legislature also created a task force to analyze the operation of

the RCA.

In its sunset review audit of the RCA, dated November 26, 2002, the Alaska Division of
Legislative Audit recommended that the RCA’s termination date be extended by two years to
June 30, 2005. For the reasons stated below, ARECA believes more vigilant legislative
oversight is still required and proposes that the RCA's termination date be extended by one year

to June 30, 2004.

DesEite the efforts expended during the last session and the RCA’s recent progress in attending
to tho case backlog it inherited from the Alaska Public Utilities Commission, ARECA’S
members have seen little improvement in the RCA’s operations. ARECA’s members have
expressed serious concerns about the RCA’s continued lack of timely case ﬁ)rocessmg and order
issuance, inefficient use of staff resources, inconsistent application of regulatory principles and

precedent, and procedural irregularities in performing rulemaking functions.

Related to these problems, there has been significant delay in the RCA’s implementation of a
« Management Information System (MIS) in the three and one-half years since it was required by
Section 26 of the 1999 Act. Despite the Legislative Auditor’s charitable finding that the MIS has
been “substantially Implemented,” that implementation was only recently completed and only
“on a piecemeal basis spread among a variety of systems rather than on a single, fully-integrated
mainframe.” This failure to implement an adequate MIS has resulted in inefficiency and non-

compliance with state statute.

For example, the RCA has repeatedly failed to comply with AS 42.05.254(h), which the
Legislature enacted in 1999. That statute required the RCA to adopt regulations establishing a
cost-based methodology for fairly allocating collection of the RCA’s annual budget from the
various utility industries through' regulatory cost charges (RCCs). The RCA has consistently
declined to even hegin that rulemaking process, despite ARECA’S encouragement that it do so.
The 1999 Act exempted the RCA from this requirement for the fiscal year 2001 RCC
determination. Because of the RCA’s failure to adopt the required regulations, its fiscal year
2002 and 2003 RCCs were not determined based on the methodology required by

AS 42.05.254(h).
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To help address the continuing deficiencies of the RCA, ARECA proposes that the Legislature
adopt new statutory amendments that will guide the RCA toward more efficient and fair
regulation of Alaska's utilities. ARECA proposes statutory amendments in three general areas:
(1? RCA Krocedure and decision-making; (25) the Public Advocacy Section; and ?3) RCA rate
making. ARECAs primary proposed amendments are summarized below.

RCA procedure and decision-making

In 2002, the Legislature adopted modest statutory timelines for issuance of RCA orders after a
utility makes a complete filing (AS 42,05.175). To enhance and protect the effectiveness of
those timelines, ARECA proposes amendments that will: (Iz require the RCA to dearly state
what documents and additional information are needed for a to be considered "complete”;

ilin
2) limit what constitutes “good cause” for the RCA to unilateraﬁy extend a statutory timeline;

(2) lilate
and (3) expand the scope of these and other statutory timelines to also apply to the RCA’s
processing of power cost equalization filings by unregulated electric utilities.

One of the concerns of ARECA members is that the RCA is inconsistent in its application of

_regulato% rules and principles and is not guided by its own precedent. To help address these
issues, ARECA proposes a new statute requiring the RCA to either adhere to its own precedent

or explain its departure from precedent.

The RCA relies heavily on its advisory staff when deciding cases. In some orders, the RCA
attaches to its decision a copy of a written advisory staff recommendation. Other times, the RCA
does not attach the recommendation or even notify the parties that such a recommendation exists.
ARECA proposes amendments that will require the RCA to F]‘.Jb“Sh all substantive, written
recommendations of its advisory staff and provide a means by which an affected party can file a

response prior to the RCA issuing its decision.

Public Advocacy Section

Currently, the Public Advocacy Section (PAS) intervenes in RCA cases whenever directed to do
50 by the RCA Chair. In theory, the PAS Is supposed to be an independent party and the RCA is
prohibited from having ex parte communications with the PAS. In practice, however, the RCA
glves significant deference to the PAS, including special discovery powers that no other parties

ave. The RCA assigns the PAS as a party to virtually every docket that wil result in a hearing,
even when the issues are relatlvelﬁ/ narrow or insignificant, when there are already several
adverse parties in a case, or when the PAS’ involvement would unduly delay a case. To make
the PAS’ involvement more efficient and independent, ARECA proposes statutory amendments
that will: (1) clarify that the PAS’ role is'to advocate for the public interest, including hoth
customers' rate interests and reasonable cost recovery for utilities; (2) require that the PAS
consider the need for its advocacy, procedural efficiency, and avoidance of case delay before it
seeks to intervene in a docket; (3) increase the independence of the PAS by making it reportable
to the Commissioner of tho Department of Community and Economic Development, instead of
to the RCA Chair; and (4) prohibit the RCA from affording the PAS greater rights and powers

than those of other independent parties.

uu
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RCA Rate Making

ARECA members are concerned about the XCA not following its own precedent and
inconsistently applying rules when determining what costs should be recovered In utility rales.
These inconsistencies create unwarranted uncertainty regarding what the RCA will or will not

allow.

In addition, despite tho RCA’s backlog of cases and difficulties with issuing timely orders, the
RCA has established a pattern of attempting to increase the number of utilities that have to file
rate cases, which are very costly and burdensome to litigate. For example, for decades electric
utilities have used monthly cost of power adjustment (COPA% surcharges to quickly flow-
through fuel, purchased power, and related cost changes (both increases and decreases) to
customers without the utility having to spend hundreds of thousands of dollars on a general rate
case every year. In 2002, the RCA, on its own initiative, proposed new regulations that would
significantly limit tho types of costs that a utility could recover through the COPA mechanism.
The results would have been increased costs for utilities to flic full rate cases more often and an
increased number of RCA dockets opened when the RCA already suffers from a significant case

backlog.

To address these issues, ARECA proposes statutory amendments to AS 42.05,381 that will
require the RCA to (1) allow an electric utility to elect to recover all reasonable fuel, purchased
power, and related costs th_rou_?_h the COPA mechanism; (2) allow a utility to defer and amortize
rate recovery of certain significant, non-recurring costs to better match customer costs with
customer benefits; and (3) allow a utility to recover through rates all reasonable costs associated
with conducting a rate case before the RCA. Finally, ARECA proposes an amendment that will
clarify existing AS 42.05.381(b) to allow a municipally-owned ana -operated utility to include a
reasonable annual rate of return on investment when calculating its revenue requirement and to

do so under a rate base/rate of return methodology.

Conclusion

ARECA recommends that its proposed statutoly amendments be enacted and that the RCA’s
termination date be extended by one year to June 30,2004.
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HI.

VI.

ARECA REVISED STATUTORY AMENDMENTS REGARDING THE RCA
February 25,2003

Allow RCA to hire non-DOL attorneys as RCA employees [AS 42.04.040]

Provide for an executive director to supervise and manage advisory staff) not the RCA
chair [AS 42.04.050]

Restructure the Public Advocacy Section (PAS) [AS 42.04.070(a), (c); AS 42.04.080(c);

42.04.150] o . _
A Move PAS under the direction of the Commissioner of Department of Community

and Economic Development
B.  Clarify PAS’ public interest role _ _
C.  Afford the PAS the same rights and duties as other parties

Clarify existing timelines statute to apply the timelines to unregulated PCE filings and
requests for changes to depreciation rates [AS 42.05.175(b)]

Require RCA to follow its own precedent or explain its departure [AS 42.05.195]

I[n%egg]e RCA Staff pay scalo to allow RCA to attract and retain qualified professionals
AS 7;
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FRANK H. MURKOWSKI,

STATE OF ALASKA  covernor

701 WEST EIGHTH AVENUE. SUITE 300
ANCHORAGE, ALASKA 99501 -3469

DEPARTMENT OF COMMUNITY A
AND ECONOMIC DEVELOPMENT FAX(307) 276-0160
Y. (907) 276-4533
REGULATORY COMMISSION OFALASKA WEB SITE: http7Avw.v.state.ak.us/rca

January 2, 2003

Honorable Pete Kott, Speaker of the House
and
Honorable Gene Therriault, President of the Senate

Dear Speaker Kott and President Therriault:

On behalf of the Regulatory Commission of Alaska we are pleased to submit to the Alaska State Legislature the
Thirty-third Annual Report of the Regulatory Commission ofAlaska, covering the fiscal year ending June 30,2002.

This is filed pursuant to AS 42.05.211 and AS 42.06.220.

Respectfully yours,

REGULATORY COMMISSION OF ALASKA



M ission Statement

M ission Statem ent

aToprotect consumer interests by ensuring affordable, reliable utility and pipeline services and

ensuring that the utility and pipeline infrastructure is adequate to supportcommunity needs.l

Chair Thompson (center) is flanked (left to right) by Commissioners Abbott, Smith,
DeMarco, and Strandberg.
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Fiscal year 2002 was the third
year of operation for the
Regulatory Commission of
Alaska (RCA). It was another
year of significant progress for
the agency.

The Regulatory Commission of

Alaska significantly reduced the
backlog inherited from the Alaska Public Utilities
Commission. Since the RCA’s inception in 1999, we have
closed over 700 dockets, while opening an average of
175 new dockets each year. The number of pending
dockets has been substantially reduced, and our active
caseload is stabilizing at less than 350 docket*. Gvuaii,
the Commission decreased the number of pending cases
by 11-percent from fiscal year 2001.

To improve the Commission’s operations, we
implemented a computerized management information
system designed to improve our efficiency. The
Commission electronically records all filings submitted
to the Commission and links these filings to a daily
Mailsheet that is available electronically to the public.
This system has increased the agency’s productivity and
allows the public to access data quickly. We continue to
increase the amount and type of information available
on our website. In fiscal year 2003, the Commission will
begin to incorporate the statutory deadlines and reporting
requirements established by the Legislature at the end
of the last session.

We held several significant hearings, including proceedings
on rate change requests from Golden Heart Utilities, Inc.,
College Utilities Corporation, Alaska Communications
Systems, Inc., ENSTAR Natural Gas Company, a Division
0fSEMCO, and Chugach Electric Association, Inc. Aswith
all rate cases, we review economically regulated utility’s
rates to allow providers to recover reasonable costs while

protecting consumers’ interests.

The telecommunications industry has seen dynamic
changes occur at a national level, and in our own Alaskan
market The Commission continues to be actively involved
in the federal regulatory process advocating for the interests

M essage From the Chair

ofAlaskan telecommunications carriers that deliver services
to high cost areas with federal support. By our efforts to
balance the Telecommunications Act’s dual goals of
competition and universal service, we assure that Alaskans
have affordable and reliable telecommunications options.
During the fiscal year, the agency submitted a successful
application to the U.S. Departmento fAgriculture foragrant
program to spread broadband Internet access to Alaskan
communities not yet connected to the Internet.

In fiscal year 2002, the Commission adopted several
significant sets of regulations. These regulation projects
included restructuring long distance telecommunications
to protect telephone consumers from slamming (the
unauthorized switoiiing of a consumer’s long distance or
local phone service provider); adopting rules to clarify how
utilities compensate each other for pole attachments; and
defining the role of the Public Advocacy Section. The
Commission started several new regulatory projects during
the year, including drafting a new regulatory framework
for small rural water and v/astewater utilities and
considering revisions to the telecommunications access

charge process.

The 2001 Legislative Audit analysis stated the Commission
operates effectively and efficiently and therefore,
recommended that we continue to regulate public utilities
and pipeline carriers for the next four fiscal years. After a
special session, the Legislature extended the agency and
operations for one year and adopted deadlines for the
Commission to resolve filings. Legislators also changed
the process for nomination o fthe Commission chair to allow
Commissioners to elect a chairperson every year.

The Commission is proud of its accomplishments in
fiscal year 2002 and will continue to strive to improve
the way the agency conducts business.

Sincerely,

G Nanette Thompson
Chair

Regulatory Com mission ofAlaska «701 W est Eighth Ave., Suite 300 «Anchorage, AK 99501 ®907-276-6222



RCA Commissioners

rm
Chair G. Nanehte | hompson Commissioner Bernie Smith
i .
Ms.[iTibropsoris- ‘ k. company, wmieemEioyeavvuii 1esoioneneiapositions
since1983,an”~hm ~~c¢c~rShe”~sevenfe”™ ™ asManager ofAlaska Qover&nratA ffaii and Special

yearso fex p A~ ~reNrgvA™rrtchce”™ Projects, SeniorEngineeircfprrPitgineer. In 1973,
representing busing; aiq rad®d”~thcrits--mda”aj™?j ™ jgmith graduated from Texas A&M University, with

Assistant A ttcA MG <”eMfeic qfAteldL-'Aftcrl =aj}aci,eior 0f Science degree in Engineerinf Technology,
graduating w ifchAw AN4AANQANNTfaQ ot M from has jjccn activein several community organizations,
anford. in the ™ currentlyserving as™oardmembcr ofthe Ghugiak-Eagle
nIversity 0 of- jUvefCtambCT o~orhmercc and a board member of
\ .jSSV T % fhe-Stafe**Chamb”ofiCornmerce. Atvthe time of his
Ms. Th,pr@ WS._a,gﬁachlve mem oer:ﬂ{ﬁti —
Associdtion.*

ember+ofj™ikiski Fire

/
Conference onDeDveryofAdvancfASem”~m'~vecmber
1999, and seived as State Chan

was appointed by the FCG” _ )
Board inAugust 2000, and was elected State Chairin 200J.

Ms. Thompson is active in community 'activit}es. She-'"
served on the Salvation Army’s Booth Home Advisory’
Board from 1989 to 1994, acting as President in 1994,
and on the Campfire Boys and Girls Board from 1995
t0 2000. She and her hushand have five children ranging
in age from 13 to 27.

Regulatory Com mission ofAlaska ®701 WeStEighth Ave. Suite 300 ®Anchorage, AK 99501 ®907-276-6222
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RCA Commissioners

QITHTSO‘HP&‘"G&M [H\Ai'CO Commissioner Will Abbott

Commlsspl\oner fajyICI-IZ; I\E DoéoM arco, /WaS e
ﬂBPmlnted tcfth; Regulatf)ry Commlssmn C.— - AT K *ﬁﬂl“i&%‘%

? N re® ;M \
NfposhaW wfafiAng

the area served'b” the five utilitie*Tn” e J "M ecffcufci
Municipal HlectricxEnergy Coop”nveCx a£!ist.i »*E» <,

Dr. DeMarco received formal education at the

of Pittsburgh. She holds a bachelor of Science andja A
Doctorate degree in biology and spent seven-yearsjin . " '
biochemical genetics research. Dr. DeMarcois married,

with two adult children. She serves as Treasurer of the

Anchorage Symphony Orchestra and as Secretary of the

Anchorage Downtown Rotary Club.

Regulatory Commission,ofAlaska ®701 W est Eighth Ave., Suite 300 ®Anchorage, AK 99501 ®907-276-6222
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Comissioer Jares S Straday

RCA Commissioners

Former Commissioners

Com missioner

Service D ate

James M. Posey 1997 - 1999
Sam Cotten 1995 - 1999
Tim Cook 1994 - 1999
Dwight D. Omquist 1993 - 1999
'Aly~-Hanley 1993 - 1999
D@cWB\erIXv 1991 - 1997
(0]0:6) 1995-1996
fljaj_r_r Xw™ 1992- 1995
iemey.jT.CS, 1989 - 1994
Mark.A. Foster.". 1990-1993
Susan M. Knowles MV j AesAs NS - 1993
Commissione~Jamgs S. Strandberg Was appointedjb Don May J.. 999- 1992
the Re M latoryXommission ofA ~ka 0~July $$999+ y m I- i99i
and reappointed ~20.00"pr a”six-yea5r iemf?A hfe long thie"EysW fateake”u. Fy&5\ 1990
Alaskan~d”™. Stent5ergyhSs Twen”nine yegrs.d
experience as”P/p~.“naPgngih”gf.Jpc™an.#; .
Ancfioragef her M AAAPALVpM tAphAMiska, I'Sk.Guesse
Fairbanks and Tefceiveda™a”el™ofScience'fegree in eat
Mechanical Diana E. Snowden.......... T.I{Xi.........11981
Scilnce in -Stuart C. Hall IAANE 1976 - 1&3
* A GOrdon J. Zerbet2 oo 1963 - 1751
MnStrand Sf Ire IHCO(J\ a"and"cbail] o Rictard e 51197 s g
en ke |n |rural and Ur Richard EAWArdS.......... ... 1974 =
|nh T[( 8? JamesR.H encjershot e 1971- 1975
. nan WO e<tm eaes"team dkfh nws" jrtdohnM. Sternjfr&". . 1971 —1973
aS a ""b\ e)g P)Q’\E(l) RI"ndII ALLOFEN JAFEO A S A J.... 19627T971
| |es esNAhAYARN NiRtice ' g {1 1971
demgnmg"heatmg"anIaflng Md rconlmtomng"’?' 976-1966
district heating,rand:po\ver plaj~syste”. VHarold Moat"v.- 65 - 1966
AMaurice Gherl™ 1965- 1965
Married for 30-ycars, Mr. Strandberg andjhia <Tiva 1964-1965
two-grown-children. 1960- 1964
CharlesHerbert™ < v 1960- 1963
Clyde..Courtnage 1960-1963
Regulatory Com mission ofAlaska ®701 WestEighth Ave. Suite 300 ®nchorage, AK 99501 ®907-276-6222
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COMMISSIONER COMMISSIONER CHAR COMMISSIONER COMMISSIONER
Smith DeMarco Thompson Abbott Strandberg
i .
AIZ?\L/Jg(IZ_IA%Y [IARINO EXAMINER HEARING EXAMINE! PROCESS COORD
Clark Olson Nizich | .p
PARALEGAL Il LAW OFF ASST
Hammond Guigley
Bingham LAW OFF ASST |
. Bear
Wilde eard
PARALEGAL |
Young
| CONSIHVIER ]
ENGINEERING QRN FINANCE TARIFFS FONSIHER - INFORMATION
r T
UEAV CCSPECIV ™ UFA IV UTA Il CPIO Il AN PROG V
LAWOFFCASSTI Persson Kenyor J Day Amett Pitts Norton
Collins | A
J UEA IV CCSPECTI UFA Il UTAI CPIO| I AN PROU Il
ADMIN CLERK Il Manaois Treucr Melendez Mciwcs Alexander Krieger
Vacant ! UEA Gazaway Smith UTAI . Weaver \ VCN TECH |
Struem pf Mora UFA I Angner PUDL SPEC Ill Joseph
Keen N Clark ADVINCLERK I~ Sabrowski AN PROG i/II/1I
UEA I Boysen UFAI Vagant ADINCLERK I Vacant
0ggins
Burton . Russell S0 SHREERWTH
ADMIN CLERK I
ADMIN CLERK |l Vacant ADMIN CLERK I
T-Pulctapuai Mike
LEGEND

admin mgr - Administrative Manager
accttech - Accounting Technician

an prog - Analyst Programmer

cc - Common Carrier

cpio - Consumer Protection & Information Officer

uea - Utility Engineer Analyst
Ufa - Utility Financial Analyst
uta - Utility Tariff Analyst

| Positions funded under contract. Allpositions are located in Anchorage. Last revised November 15, 2002.

rUBL spec - Publication Specialist

men tech - Microcomputer/Network Technician

SPECIAL ASST
Bisliop-Klcwcno

ADMINISTRATION

ADMIN MGR
Vacant

r
ACCT TECH 1
Vacant

KKCCHISA ALNG

1
ADMIN SPVSR
McGowan

ADMIN CLERK Il
Renteria

ADMIN CLERK I
Magro —
Vacant

ADMIN CLERK |
Macon
Wright

—t
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RCA Roster

The Commission is divided into nine major sections ar|
employs 61 people with an operating budget 0f$5,871,300
for the fiscal year 2002. The Chair supervises staffand
serves as a liaison between staffand Commissioners, and
between the Commission and the Legislature.

Commissioners

Abel't, W|” ....... commissioner
DeMarCO, P_atr|C|a ..... commissioner
Sm|th Bem|e ........... commissioner
Strandberg, James..... commissioner
Thompson, G Nanette COMMISSIONER, CHAIR
Commission Support Staff

Beard, Brian..........cccoouevveennne. lawoffice assistant i
Bingham, Mary Margaret paralegal ij
Bishop-Kleweno, Dawn................... special assistant
Clark, PatriCia............cvererrnererrnn hearing examiner
Guigley, Jennifer.............cc...... lawoffice assistant i
Hammond, ANita...........coceereveienrinninnnn. paralegal u
Olson, Paul........cccveevvvnnerriinnenen hearing exarminer
Nizich, Rosalie........ccoc.ornrrernn. process coordinatcp
Rusch, Virginia.................... asst, attormey gerer”. 1
WAldE, ANN.....oooeers s paralegal .
YOUNG, YVELE......ocvvvveieriseireinsinsinns paralegal i
Common Carrier Staff

Boyscn, Robin............... comon carrier specialist i
Gazaway, Richard common carrier specialistiii
Kenyon, Lorraine......... chief common carrier spec, iv
Mora, Michael............. common carrier specialist hi
Treuer, Philip............... common carrier specialist hi
Consumer Protection (CP) Staff

Alexander, Tamara.............. cp &information officer i
Gogains, Judy.......eervevnnrenns administrative clerk h
Pitts, Agnes _ chiefp&informationofficer i
Sabrowski, Catherine............ publication specialist i
Weaver, ROSE........cccovvvnnn. op &information officer i

RCA O rganization

Engineering Staff

Burton, Jerry...n utility engineeranalystu
Keen, James utility engineeranalystm
Persson, Brad chiefutility engineeranalystv
Manaois, John Paui utilty engineeranalystiv
Struempf, Jam €S..ccvrrnn utility engineeranalystiii
Tauaese-Puletapuai, Dorothy  administrative clerk ii

Finance Staff

Clark, Tyler utility financialanalystii

Day, Keith...ons chiefutility financial analystiv
Melendez, Felix utiuty financialanalyst hi
Mike, Laurentia....nns administrative clerk h
Russell, Buell....ciin. utility financialanalysti

Smith, Chris utility financial analystiii

Information System s Staff

Joseph, Vince...... microcomputer/network tech. ii
Krieger, CRristin.....nnnn analystprogrammer u
Norton, Keith ... chiefanalystprogrammerv

PublicAdvocacy Staff

Collins, Deborah....ccn, law office assistant i
Craig, Lew s chief publicadvocacy section
DeVries, SteVE .. asst, attorney general'
Koch, Kathering............. utility financialanalystiii

McConnell, Tim .. utility engineer analystiv

Nation, Parker......oo. utility financialanalysthi

Scott, Antony economist ii
Zobel, Ron asst, attorney generall
Records &Filing Staff

Macon, Lcteasha......... admin, clerk i, receptionist

McGowan, JOYCe. .. administrative supervisor
Magro, Holly e administrative clerk h

Renteria, Letitia....onsnn, administrative clerk hi
Wright, Carolyn ... administrative clerk i

Tariff Staff

Angner, Matthew ... utility tariff analysti

Arnett, Wendy chiefutility tariff analystih
G0oggins, JUAY v adm inistrative clerk ii

Meiwes, Jennifer utility tariff analystiii

1 Employee of the Department of Law contracted to the Commission. Last revised November 15, 2002.

Regulatory Com mission ofAlaska' 701 WeStEighth Ave. Suite 300"'Anchorage, AK 99501 ®907-276-6222
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RCA O rganization

Comission Syport SEff

Commission Support staf [groY]des Lgal an
%Omlmstratlve ass(stance Ir
mmissioners. The aJE |rects these fuons W|t
ald of a special assis

55|stant at rney raf

eann exaner 8
nggt arg and a’

teteasha Macon, Receptionist
(Front row, from left) Antony Scott, Rosalie Nizich, Paul
Olson, (back row, from left) Mary Margaret Bingham.
Jennifer Guigley, Anita Hammond, and Ann Wilde.

Common Carrier S taff

(fmmon Carrier ta dev Io 5 dandr
olicles co (iernln
e Ices, cahle, [ oandsate |t st rs
c mmu Jucaﬁmn rates serwces an aC|I| |es
ert| cate til] Oland resents, analyses o
O'Pn(]' or a u ta so arEu
ederal-state |nt oar it
totmmun|cat|ons mmission and staff from ot
states,

(Frontrow, from left) Richard Gazaway, Lorraine Kenyon,
Philip Treuer, (back row, from left) Robin Boysen, and
Michael Mora.

Consumer Protection S taff

nsumer Pr tect|o staﬁ rrfga |V\"5r(fon?w?f

m@i]aetesan [eSQIVeS mfor 0 umer lalnts
bic realtéos ressggnsa# 1a

e%EaImS Snr%ss ucaescons mersonutll

pubhcegr%]d 2 Tegar |ng &rﬁtﬁ?sslloﬁrgﬁoéggd}ﬁgs

(Front row, from left) Rose Weaver, Agnes Pitts, Tamara
Alexander, (back row, from left) Catherine Sabrowski, and

Judy Goggins.

Regulatory Commission ofA laska' 701 WestEighth Ave. Suite 300 ®Anchorage, AK 99501 ®907-276-6222 13



RCA O rganization

Ergiresyirg Seff

rn|n anoles ore I’IC as steam
[efUse, water eWater,
NISEes rajes, SeIvioes,

carner
‘n s or certl
|t|es and% Pehne carners aE«g[v(leews

n tl%gsmcesc%f [eCiation SChe ul
rese s a alyses an 8 e? ations o the

m SsIon or ucication.

;ju&geerm taﬁgeve and arieco nGs po |cies

(Front row, from left) James Keen, Dorothy Tauaese-
Puletapuai, Brad Persson, (back row, from left) James
Stmempf, John Paul Manaois, and Jerry Burton.

Finance Staff

Fm nce staff a Iuate I|||tiesan
Eeme ner ?algzégw%oaf% Inclu costoq
ervice St a0 everue—
UG S
?nanuﬁs adS ora ert| cate utll IIGS%
p|pe||necar|ers

S

(Front row, from left) Chns Smith, Tyler Clark, Keith
Day, (back row, from left) Felix Melendez, and Buell
Russell.

Information S ystems S taff

o mation ems staﬁdegglo 0 erp
m%en raions on so
ro ra V|des compu 1 t
|on soma| m? |on
site vvorks 0 AtoTHE MMISSion's

DIO0ESSES,

Vince Joseph, and (seated) Christin Krieger.
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Rublic Advaceoy St

Public Advocacy staff provides the Commission with
a third party perspective in proceedings to advocate
public interest. The Commission assigns cases to the
Public Advocacy Section to investigate and participate
in proceedings for utilities and pipeline carriers. Staff
audits records, engages in settlement discussions, and
presents findings with testimony to the Commission.

Records & Filing S taff

Records & Filing staffmanages all of the Commission’s
public records, orders, and information requests from
staff, the public, attorneys, and utilities. Staff processes
new filings and documents, maintains current and
archive filings, and posts public documents to the
Commission’s web site.

Tariff Staff

Xariff staff investigates and analyzes tariff filings and
presents recommendations to the Commission at
bimonthly tariffaction meetings. Staffcoordinates tariff
meetings, complies with all public notice requirements
for tariff filings, and maintains current master tariffs for
all utilities and pipeline carriers.

Regulatory Commission ofA laska' 701 W est Eighth Ave., Suite 300 Anchorage, AK 99501 ®907-276-6222

RCA Organization

(Front row, from left) Deborah Collins, Lew Craig, Tim
McConnell, (back row,from left) Steve DeVries, Katherine
Koch, and Parker Nation.

(Front row) Joyce McGowan, (back row, from left) Leiitia
Renteria, Holly Magro. and Carolyn Wright.

(Front row, from left) Jennifer Meiwes. Wendy Amett,
Judy Goggins, (back row, from left) Brian Beard, and
Matthew Angner.
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2002 Qiaview

The Commission has worked with the hundreds of
public utilities in Alaska with the mission to ensure
reliable continued service, sound utility management,
and fair rates for residents in all communities o f the state.

In 1981, the agency’s role was expanded to
include oversight of pipeline carriers and
pipelines when it merged with the Alaska
Pipeline Commission.

@ In 1999, the Legislature reorganized and renamed
the agency to the Regulatory Commission of
Alaska and established the Public Advocacy
Section to advocate public interests.

Utility commissions were originally created to protect
consumers, because most utility services are provided
by monopolies. Today, commissions are faced with the
challenge of evaluating regulations and considering
policy changes to encourage telecommunications and
refuse competition, while protecting consumer interests.

The Regulatory Commission of Alaska (RCA) strives
to balance the utilities” and pipeline carriers’ investment
recovery and the public’s right to receive quality service
at a fair price. In doing so, the Commission issues
certificates of public convenience and necessity to
qualified service providers. The RCA regulates the rates,
services, practices, or facilities of 257 utilities and 16

pipeline carriers in Alaska.

A service technician with Anchorage Waterand Wastewater
Utility (AWWU) works inside a caisson. Photo is courtesy of
Municipality ofAnchorage d /b /a AWWU.

Ficd Yer Qs

A “Menzimuck”mac’tine carves out a trench to bury power
lines. Photo is courtesy ofAlaska Electric Light & Power

Company.

The RCA has specific jurisdiction over the
operation of electric utilities, natural gas
utilities, refuse collection, water and wastewater
treatment, steam heat producers, telephone
companies (local and instate services), as well
as oil and gas pipeline carriers.

The Commission computes the power costs and
resultant state assistance amounts for customers
of electric utilities participating in the Power
Cost Equalization program.

The Commission carries out its regulatory
responsibilities through several means. It
conducts audits, investigations, public meetings,
Tariff Action meetings, informal and formal
proceedings, and resolves consumer complaints.

The Commission functions as a quasi-judicial
body when rendering decisions in formal
proceedings and as a quasi-legislative body
when establishing and enforcing its regulations.
The statutes and regulations of the state govern
the Commission’s proceedings and
determinations.

Regulatory Commission o fAlaska* 701 WestE\ghth Ave. Suite 300*Anchorage, AK 99501 ®907-276-6222



In 1992, following the mandate of the Legislature, the
Commission enacted regulations to recover operating
costs through an assessment on the revenues o fregulated
utilities and pipeline carriers. The Regulatory Cost

Charge shows up as a recurring surcharge on the monthly
billing statements to consumers and shippers.

Fiscal Year O perations

The Legislature appropriated and the Governor approved
a fiscal year 2003 budget of $6.04 million, funded
entirely from the Regulatory Cost Charge. There are no
unrestricted general funds in the fiscal year 2002
appropriation.

Fiscal Year 1999 2000 2001 2002 % Change
(2001-2009)
Appropriations
Personal Services $2,839,900  $3,287,000  $3,422,400 $3,734,500
Travel 35,000 35,000 52,200 55,000
Contractual 1,525,200 1,300,900 1,808,700 2,005,500
Commodities 62,500 62,500 62,500 62,500
Equipment 13,800 13,800 13,800 13,800
Total Appropriations ~ $4,476,400  $4,699,200  $5,359,600 $5,871,300 9.5%
Expenditures
Personal Services $2,616,802  $2,989,089  $3,402,786  $3,584,182
Travel 42,773 56,692 72,359 38,008
Contractual 1,373,854 1,145,843 1,583,573 1,821,477
Commodities 64,623 77,919 48,615 82,997
Equipment 22,421 19,689 10,589 127,401
Relocation Costs 0 0 140,249 0
Total Expenditures $4,120,473  $4,289,232  $5,258,171  $5,654,065 7.5%
Revenue Receipts'
General Fund $3,926,597  $4,289,232  $5,258,171  $5,654,065
Program Receipts2
Total Revenues $3,926,5973  $4,289,232  $5,258,171  $5,654,065  7.6%

* The Commission received revenues under various provisions of its statutes including copying and postage charges
(AS 42.05.201) and cost allocations in proceedings (AS 42.05.651 and AS 42.06.610).
2 Revenues from the Regulatory Cost Charge user fee are recognized on the modified accrual method ofaccounting
for fiscal years 2000 through 2002. Fourth quarter revenues are generated as of June 30th but collected in July of

the following fiscal year.

3 Reporting did not include the transfer of $332,478.63 on August 20, 1999 and $12,171.32 on November 9,1999.

Regulatory Commission ofA laska HRo1 WeStEighth Ave. Suite 300®A nchorage, AK 99501 ®907-276-6222
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Economic Developmeni

Thc Commission supports economic development thr
the use of the foIIovvippothree tools to ensure reliable u(tlllljlgt?/
services at affordable rates:

Comparative Information

Consumer Protection staff provides public
information to consumers about comparative utility
services and rates based on filed tariffs.

Certification Proceedings

The Commission issues certificates of public
convenience and necessity to qualified applicants
that possess the financial, technical, and
management capabilities to stimulate economic
development and meet the present and future
demands for services.

Rate Regulation

The Commission regulates utilities and pipeline
carriers to ensure consumers have reasonable and
just rates, with fair rates of return to the utilities.
The Commission considers and approves economic
developmentincentive rates, special contracts, and
promotions that are in the public interest.

Encouraging rural economic development requires
innovative solutions. One of the keys is the improvement
of infrastructure to offer advanced telecommunications
and energy services inrural areas. Better delivery systems
mean a lowercostofpower arid phone service. Once these
communities are linked to the “communications
superhighway”, there will be more local opportunities for
economic interaction in the global marketplace.

Thomas Knight, Network Administrator, grasps the OC3
fiberpatch panel “where he will tap light speed'. Photo is
courtesy ofMatamska Telephone Association, Inc.

Fiel Yer Qe

Flan

2003 commission

A helicopter crew replaces old aircraft marker balls on the
69kv 'rar.smission line in Juneau. Photo is courtesy oj
Alaska Electric Light & Power Company.

The Commission will continue to .. .

Review and approve electric rates charged by
regulated electric utilities statewide.

© Monitor refuse services statewide and allow
competition when it is in the public interest.

Review rates of existing gas utilities and
applications to expand the availability of natural
gas heating in the state.

Resolve disputes over pipeline tariff rates and
participate in the process to develop a regulatory
framework to operate a natural gas pipeline from
the North Slope.

@ Fulfill the directives o fthe 1996 Telecommunications
Act to allow competition and to provide choices to

consumers.

A Support improvements to the statewide network
to allow the delivery ofaffordable high-speed data
and voice services to all communities in Alaska.

Coordinate with state and federal agencies to
implement the Federal Clean Water Actstandards.
The Commission will complete its effort to design
an alternative regulatory framework forsmall and
government-owned waterand wastewater systems.

Regulatory Commission ofA laska ®701 W est Eighth Ave., Suite 300 ®Anchorage, AK 99501 ®907-276-6222
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R eported

Financial Operations and

Customers

Fiscal Year 1998

M et riCLTII o
Cable Television? $6,751,000
Electric 1,233,579,201
Natural Gas 179,757,326
Refuse 6,638,960
Steam Heat Not reported
Telecommunications3 417,024,290
Wastewater 97,823,582
W ater 153,698,530

Total NetPlant $2,095,272,889

uross Kevenue

Cable Television2 $5,372,000
Electric 504,513,606
Natural Gas 100,865,752
Refuse 26,633,726
Steam Heat Not reported

Telecommunications3 235,846,988

W astewater 31,473,874
Water 35,647,884
Total Gross Revenue $940,353,830
Cable Television” $784,000
Electric 41,455,886
Natural Gas 15,710,652
Refuse 2,817,821
Steam Heat Not reported
Telecommunications3 24,105,402
W astewater 4,067,810
Water 6,224,657
Total Netlncome $95,166,228

Customers
Cable Television2 9,420
Electric 218,621
Natural Gas 98,220
Refuse 52,116
Steam Heat Not reported
Telecommunications3 427,000’
Wastewater 57,364
Water 58,212
920,953

Total Customers

" Figures have been restated to correct compilation errors in summarizing reported data in previous annual reports.
2 Cable television is not regulated by the Commission as to rates and services with the exception of GCI

Cable, in Juneau, which is rate regulated for basic tier channels.

5 Includes local exchange carriers only.

1999

$6,232,000
1,307,506,511
180,458,522
5,998,254
1,776,628
660,653,316
103,568,947
162,073,055
$2,428,267,233

$5,811,000
513,714,260
110,451,278
31,250,540*
1,414,788
360,273,606*
32,343,760
35,503,989
$1,090,763,22V

$972,000
42,773,482
18,010,521
3,885,765
(2,796,173)

32,992,147

5,016,028
208,994

$101,062,764°

71,822
225,821
99,285
50,359
124
534,555’
62,949
60,586

1,041,50V

2000

$6,574,000
1,361,572,213*
186,650,434
3,072,122
7,991,033
625,546,641*
84,272,842
125,579,941
$2.401,259,226°

$6,189,000
525,626,713*
99,580,257
33,077,014°
1,540,413
357,197,021°
32,518,942
36,029,727
$1,091,759,0871

$981,000
36,904,719
8,789,246
2,632,125
(1,492,060)
37,839,669’
4,988,554
6,811,516
$97,454,769"

8,130
229,306
103,728
51,160
135
592,815
59,219
60,292

1,104,7851

Ry s

Prepared by Felix Melendez

2001

$6,380,000
1,389,426,622
180,965,146
3,184,025
8,484,229
599,831,476
94,340,320
141,494,274
$2,424,106,092

$6,563,000
557,262,581
117,028,010
33,342,330
1,895,793
369,760,452
32,488,857
36,959,311
$1,155,300,334

$757,000
31,188,177
6,580,788
3,497,368
(1,057,779)
39,501,928
4,058,481
5,857,628
$90,383,591

8,130
233,199
108,487

52,315
148
570,216
60,057
60,150

1,092,702 |
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/G \ Disputed SettlementAgreementResolved;
W Chugach Electric Association, Inc.

T he Commission issued an order resolving disputes arising
under a Settlement Agreement between Chugach Electric
Association, Inc. (Chugach), and its two largest wholesale
customers, Matanuska Electric Assochaon, Inc.and Homer
Electric Association, Inc./Alaska Electric Generation &
Transmission Cooperative, Inc. The Se'u. mentAgreement
provided for the determination of Chugach’s current
wholesale rates and the effective rates since 1997 for the
two wholesale customers. Docket: U-96-37, pending

Defining the Future M arket Structure oj
Alaska’ Electric Industry

Xhrough hearingsand extensive comments from interested
parties, the Commission examined the electric utility market
structure study thatwas commissioned jointly with the State
Legislature. Having considered gathered information and
the issues highlighted by the study, the Commission found
insufficient evidence in the record to show that retail electric
competition would be in Alaska’s public interest There
was no compelling evidence that rates would be lowered
and pursuing competition would have required an extensive
investment to create a well-functioning power market,
exposing ratepayers to significant risks. The Commission
decided to continue to monitor the dynamics that influence
electric utility policy, specifically the natural gas supply
and improvements to power transmission up and down the
Railbelt, and should the Legislature take up policy
concerning electric utility restructuring in the future, the
Commission will strive for the greatest public benefit.
Docket: R-97-10, closed (9/28/01)

Ratelncrease and Methoaology Change;
>4N ¢ hugach Electric Association, Inc.
After reconsideration, the Commission granted a 3.98
percent interim and refundable rate increase to Chugach
Electric Association, Inc. (Chugach), and began
proceedings to determine appropriate rates and the recovery
of environmental remediation costs related to its Cooper
Lake Hydro Project, and to change from a Times Interest
Earned Ratio to a Rate Base Rate of Return methodology
of establishing rates. The proceeding will constitute the
first comprehensive review of Chugach’s retail and
wholesale rates since 1989. Docket: U-01-108, pending

Ry s

Approved CooklInletNatural Gas Supply
Contract and Review ofBase Rates;
ENSTAR Natural Gas Company, a
Division o fSEMCO

Natural Gas E vent

«

T h e Commission approved a gas supply contract to help
satisfy projected long-term supply requirements for the
customers of ENSTAR Natural Gas Company
(ENSTAR), aDivision of SEMCO, to stimulate further
Cook Inlet natural gas exploration efforts.

Docket: U-01-07, closed (6/10/02)

The Commission investigated ENSTAR’s base rates and
approved their request to update the revenue-requirement
to the 2000 test-ycar as a result o f the 1999 acquisition of
ENSTAR by SEMCO Energy Company. The Commission
bifurcated the proceeding into two phases. The first phase
established an appropriate revenue-requirement and the
second phase established the appropriate rate design for
ENSTAR to recover its approved revenue-requirement.
Dockets: U-00-88, pending

An employeefor ENSTAR Natural Gas Company (ENSTAR),
a Diuision f SEMCO, repairs a residential gas meteron a
new home. Photo is courtesy o fENSTAR.
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“Keep Alaska’'s bears wild, handle your garbage
responsibly. “ Photo is courtesy of Waste Management oj

Alaska, Inc.

Refuse E venij

Consolidation of Refuse Certificates;

W aste Management ofAlaska, Inc.

WESte Management ofAlaska, Inc. (WMA), awholly
owned subsidiary of USA Waste Management, Inc.,
filed to consolidate all refuse utilities owned under a
single certificate and tariff. The Commission approved
WMA’s application to merge its refuse public utility
operations in Alaska under a single certificate. The
Commission also approved an application to change
the utility’s name to Waste Management ofAlaska, Inc.
d/b/a Anchorage Refuse, Andersen Services, Arrow
Refuse, Peninsula Sanitation, Star Sanitation Service,
Tongass Sanitation, Wasilla Refuse, and Williwaw
Services. The Commission will review the rate impact
ofthis consolidation in 2003. Docket: U-00-30, pending

Telecommunications E vents

Local Competition in Fairbanks and
Juneau

The Commission prevailed on appeals filed by
incumbent carriers who seek to overturn the
Commission’s orders to open up local competition in
the Fairbanks and Juneau areas (U-97-82/143/144 and
U-99-141/142/143) litigation is still pending. If the
incumbent carrier is successful in overturning key
Commission decisions in these areas, local competition

Ry bl s

in rural Alaska markets could be delayed or halted. The
Commission spent significant resources to review and
resolve various disputes and requests concerning carrier-
to-carrier practices and interconnection agreements.
Dockets: U-96-89,U-01-37, U-01-41, U-02-18, pending

Designation of Public Interest Pay
Telephones

T he Commission requested applications from eligible
providers, following the adoption of regulations for the
provision o fpublic interest pay telephones in 2000. After
final selections are made, at least one public pay
telephone will be available ineach community where a
need for service exists. The public pay telephones will
be subsidized through the Alaska Universal Service
Fund. Dockets: R-97-03, U-01-124, pending

Alaska Power & Telephone Company (AP&T) customer
representatives make a call. Photo is courtesy o fAP&T.

Consideration ofthe Reform o flntrastate
W Interexchange Telecommunications
M arket Structure and Regulations

The Commission continued to review regulations
governing the intrastate interexchange market, access
charge reform, and a variety ofother matters. The review
of interexchange market rules includes whether to
change the responsibilities of the carrier of last resort
within the state and what regulations should apply to
the rates and services proviJed by long distance carriers
to consumers and to other carriers.
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The Commission is considering the appropriate manner
for incumbent carriers to recover the cost o fusing the local
network to originate and terminate interexchange services,
as part of the access charge reform review. One of the
primary issues in the proceeding is whether these access
costs should be recovered directly from consumers (e.g.,
through a flat monthly surcharge) or should the costs
continue to be recovered through long distance rates.

The Commission is evaluating options for streamlining
the processes for authorizing long distance carriers to
operate in Alaska. Such streamlining may improve the
agency’s efficiency and reduce regulatory burden placed
on utilities. Dockets: R-98-01,R-00-04, R-01-01, pending

Disaggregate StudyAreasforDistributing
Federal Universal Service Funds

I Federal Communications Commission allowed
incumbent Eligible Telecommunications Carriers (ETC)
to submit plans for distributing Federal Universal Service
Funds within a geographic area in order to better target
federal fimding to high-cost areas and consequently reduce
funding to low-cost areas. In 2002, the Commission
received plans from each ofthe regulated incumbent ETCs.
These plans were uncontested and have gone into effect as
allowed under federal regulation. Docket: R-O0-Ol, pending

Universal Service Support for Local
Service; GClICommunication Corporation

T Commission granted GClI Communication
Corporation (GCICC) status as an Eligible
Telecommunications Carrier (ETC) in Fort Wainwright,
Fairbanks, and Juneau study areas of Alaska. Through
the ETC status, GCICC is allowed to file and obtain
Federal Universal Service Fund support for the provision
oflocal service. Docket: U-01-11, pending

Granted Partial Interim and Refundahble
Rate Relief; Alaska Communications

Systems, Inc.

yflk

Alaska Communications Systems, Inc. (ACS) filed for
the first time in ten years, a rate increase in the service
areas of Anchorage, Fairbanks, Juneau, and Sitka. The
Commission granted a 24 percent, interim and refundable
rate increase to allow ACS to eam a reasonable rate of
return on their investments. Docket: U-01-34, pending

Ryl les

An Arctic Slope Telephone Association Cooperative, Inc.
(ASTACI telephone technician splices wires. Photo is
courtesy o fASTAC.

Bienniallntrastate InterexchangeAccess
Charge Review Methodology Adopted on
a TestBasis

«

O n a test basis, the Commission adopted a biennial
review methodology proposed by utilities that
participated in the annual review of intrastate
interexchange access charge rates. Under this process,
the local exchange carriers (LEC) who participate in the
annual pooled rate calculation file their revenue-
requirements in alternating years, with approximately
halfof the LECs filing in a given year. The individual
utility revenue-requirement reported in the prior year
would be included in the pooled calculation for those
LECs not filing in the currentyear. This methodology is
anticipated to provide some overall reduction in costs
for the LECs that are required to produce the revenue-
requirement studies, while generally improving the
quality of each annual regulatory review by reducing
workload compression and allowing for a more detailed
review of individual company revenue-requirements.
Docket: U-01-49, closed (5/31/02)
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Appropriate Use of Federal Universal
Service Funds by Telecommunications

Carriers

A s a prerequisite for continued receipt of Federal
Universal Service Funds, the Federal Communications
Commission (FCC) requires the Commission to annually
certify whether Eligible Telecommunications Carriers
(ETC) inAlaska will use the funds only for the provision,
maintenance, and upgrading of facilities, and services
for which the support was intended. The Commission
reviewed the information concerning the use of federal
funds by each ETC inAlaska and on September 26,2001,
certified to the FCC that the funds received in 2002
would be appropriately used. Docket: U-01-90, pending

New sewer pipes to be installed in Anchorage. Photo is
courtesy of Municipality of Anchorage d/b/a Anchorage
Waterand Wastewater Utility.

Water & Wastewater E vents
[J]

W ater Service Expanded to Girdwood;
M unicipality of Anchorage d/b/a
Anchorage Waterand W astewater Utility

T he Commission approved Municipality ofAnchorage
d/b/a Anchorage Water and Wastewater Utility’s
(AWWU) application to amend its certificate and expand
service into the entire Girdwood area. The Commission
found AWWU would meet the fire flow needs of a
proposed Girdwood Post Office. Anchorage Water and

Ry s

Wastewater Utility will also offer a viable alternative to
an existing small water utility if the utility experiences
financial, managerial, or technical difficulties.

Docket: U-01-35, closed (6/10/02)

Consideration of the Regulations for
Certificated Small Public W ater and
W astewater System s

I89l

The Commission initiated an inquiry into the
development of new regulations for small public water
and wastewater systems as part of the State ofAlaska’s
responsibility to the U.S. Environmental Protection
Agency to implement the Safe Drinking Water Act.
The State must demonstrate an effective strategy with
control points to achieve statewide technical,
financial, and managerial fitness or available funds
could be reduced for Alaska’s safe drinking water
program. The Alaska Department of Environmental
Conservation (ADEC) is pursuing a “Capacity
Development Program” to improve the operation of
small water and wastewater systems. The Commission
has been working closely with ADEC and other
stakeholders to develop a unified strategy to
effectively implement the Capacity Development
Program, so that the U.S. Environmental Protection
Agency’s requirements are met while minimizing
regulatory redundancies. Docket: R-02-04, pending

Denied Request to Recover Acquisition
Adjustment and Approved Cost Based
Interim and Refundable Rate Relief;
Golden Heart Utilities, Inc.

Golden Heart Utilities, Inc. (GHU) water and
wastewater divisions was denied a rate relief to
recover an amount in excess of the price purchased
for the systems acquired from Fairbanks Municipal
Utilities System (U-00-115/116). However, GHU was
granted an interim and refundable rate relief based
on reported increases in actual investment and
operating costs for the utility in test-year filings.
Dockets: U-02-13, U-02-14, pending

Regulatory Comm ission ofAlaska ®701 WestE\ghth Ave. Suite 300 ®Anchorage, AK 99501 «907-276-6222

23



Frerdd Quratiars

Fiscal Year 1998

1y

Gross $11,143 942,613

1999

$11,167,509,117

HelireCGmas

Prepared by Felix Melendez

2000 2001

$11,531,079,380
4,107,233,114

$11,422,190,371

Net 4,409,150,310 4,202,504,850 4,169,113,782
I Gross $1,395,820,949 $1,440,629,200 $1,307,978,918  $1,531,197,148
I Net 274,463,173 504,581,438 306,261,965 381,926,530
Throughputl
(barrels) 686,390,088 668,104,686 122,723,334 754,350,768
LrrOSS
(per barrel) $2.03 1*2.16 $1.81° $2.03
(per barrel) $0.40 $0.76 $0.42° $0.51

This figure above shows the amount of Property and Revenue for regulated pipeline carriers. The Throughput of oil
has increased 4% and $0.22 per barrel in Cross Revenuefrom fiscal year 2000 tofiscal year 2001.

Cook Inlet Pipe Line E vents

Acceptance of Gas Sales Agreement;
Alaska Pipeline Company

The Commission accepted the amended Gas Sales
Agreement (GSA) between Alaska Pipeline Company,
awholly-owned subsidiary of SEMCO Energy Inc., of
which the ENSTAR Natural Gas Company (ENSTAR)
is a Division of the Union Oil Company of California
(Unocal). ENSTAR filed a tariffadvice letter requesting
approval ofanew GSA between Unocal and ENSTAR.
The tariff was suspended for six months to allow
ENSTAR the opportunity to show that the GSA
provisions were in the public interest, that a reasonably
competitive procurement process was undertaken, and
to explain the GSA’s impact on long-term regional gas
supply. The Commission amended the GSA after
reviewing evidence, testimony, and public comments.
The GSA serves to provide ENSTAR ratepayers with
areliable supply of reasonably priced gas, and creates
an incentive for more than one gas producer to remain
in Cook Inlet. Docket: U-01-07, closed (6/10/02)

Rate Settlement; Cook Inlet Pipe Line
Company

T he Commission approved a multi-year rate settlement
based on an agreement between the State of Alaska and
Cook Inlet Pipe Line Company. The Commission accepted
filed rates for the periods of 1993 through 1997; rates
prescribed by the Settlement Agreement for 1998, 1999,
and 2000; a settlement methodology, whereby rates were
calculated for the years of 2001 and 2002; and will be
calculated for future years. Docket: P-92-05, pending

Application for Certification; Kenai
Kachemak Pipeline Company, LLC

T he Commission processed an application from Kenai
Kachemak Pipeline Company, LLC (KKPL) for a
certificate to construct and operate a gas pipeline from
Ninilchik to Kenai. The pipeline will transport natural gas
from supplies near Ninilchik for delivery to connecting
pipelines at Kenai. Ifgranted a certificate, KKPL will be
the first certificated natural gas pipeline under Alaska
Statutes 42.06. Docket: P-02-06, pending

1 Figures have been restated to correct compilation errors in summarizing reported data.
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Salmon Creek Dam in Juneau generates ouer 10percent 0j
the city's hydroelectric power. Photo is courtesy ofAlaska
Electric Light & Power Company.

North Slope Pipeline Events

TransportationRate SettlementAgreement;

(( Alpine Transportation Company

The Commission accepted the rate settlement for the 2001
transportation rates based on a Settlement Agreement
between the State of Alaska and Alpine Transportation
Company. The agreement prescribes a methodology under
which the pipeline carrier must file rates at or below the
maximum calculated rate. Docket: P-00-15, pending

« Pipeline Certification; BP Transportation
(Alaska) Inc.

The Commission granted, on an interim basis, a connection
permit to BP Transportation (Alaska) Inc., to connect the
Northstar Oil Pipeline to the Trans Alaska Pipeline System
at Pump Station No. 1. The Commission will grant a final
permit if specific terms and conditions of the connection
are found reasonable. Docket: P-01-06, pending

Pipeline Certification; Milne PointPipeline

Company

The Commission granted, on an interim basis, a connection
permit to Milne Point Pipeline Company to connect to the
Oliktok Pipeline Company. The Commission will grant a
final permit if specific terms and conditions of the
connection are found reasonable.

Docket: P-01-07, pending

Regulatory Commission ofAlaska -701 W estEighthAve.,

HelireCGmas
TransA laska Pipeline SystemE vents

Reopened Quality Bank Proceedings;
Trans Alaska Pipeline System Carriers

The Federal Energy Regulatory Commission (FERC)
consolidated its Trans Alaska Pipeline System (TAPS)
quality bank proceedings and ordered hearings before a
FERC administrative law judge. In order to place the
Commission’s quality bank proceedings in the same
procedural status as those of the FERC, the Commission
reopened Docket P-98-09; consolidated the Commission’s
quality bank dockets; directed that concurrent hearings be
held with the FERC; and appoint an administrative law
judge. Hearings in this docket will be held concurrently
with FERC hearings regarding the quality bank proceedings
in the fall 02002, Docket: P-89-02, pending
Transfer of Ownership; Phillips
Transportation Alaska, Inc.

The Commission approved the transfer of a 3.0845
percent interest in the Trans Alaska Pipeline System
pipeline and terminal assets from BP Pipelines (Alaska)
Inc. (BP), to Phillips Transportation Alaska, Inc. In
previous years, BP owned approximately 50 percent of
the pipeline, but currently owns approximately 47
percent. Phillips Transportation Alaska, Inc. ownership
has increased from approximately 24 to 27 percent.
Docket: P-01-08, pending

Alaska Power & Telephone Company (AP&T) wireless
technician, DauePflaum works on the High Mountain Web
Camera. Photo is courtesy o fAP&T.
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Amiel Ravdew

1 he Public Advocacy Section (PAS) was established
by the Legislature in 1999 to operate independently from
the Commission and represent the public interest. As a
party, the PAS investigates all relevant issues; presents
the results of its investigation to tire Commission, as
necessary; and may submit stipulations ofagreed upon
issues for the Commission’s approval. The PAS staff
has the responsibility of participating as a party (when
named by the Commission) and testifying in proceedings
hefore the Commission.

The PAS generally investigates historical and subjectarea
research ofthe utility proposal; conducts onsite audits of
the utility’s records; discovery and pre-filed written
testimony; and prepares cross-examinations of utility
witnesses at hearings. The PAS may also engage in
settlement discussions.

A remote uieathtr station beams weather reports to
Anchorage as part ofa statewide reporting system. Photo
is courtesy ofAlaska Electric Light & Power Company.

Regulatory Com mission ofAlaska -

Public Advocacy

Public Advocacy StafJ

In fiscal year 2002, the PAS staffed two utility financial
analysts, utility engineering analyst, law office assistant,
and a section chief. Two Assistant Attorneys General
provided a combined 150 percent of their time on legal
support and representation for die PAS (with 50 percent
of time devoted to Commission appeals). Outside
consultants were employed for two cases during the

fiscal year.

Summary of Utility Dockets

The PAS staff filed testimony, reports or comments in
12 dockets, and participated in nine separate hearings
before the Commission. In total, the PAS spent 31 days
at hearing. The PAS also attended numerous prehearing
and discovery conferences hefore Commission hearing
examiners, and participated in workshops. The PAS
regularly participated in settlement conferences to
narrow or settle issues, and jointly filed stipulations to
resolve issues in eight dockets. The PAS counsel
regularly engaged in motion practice, including legal
briefs when necessary. Currently, the PAS is named a
party to 39 open dockets that are in various stages of

investigation.

Summary ofRegulation Dockets

The PAS participated in two regulation proceedings. In
Docket R-02-02, the PAS proposed to amend existing
regulations and add a new section to the Commission’s
regulations that would define powers and duties of the
Public Advocacy Section. The PAS petitioned the
Commission, to adopt the proposed amendments,
presented argument at a public meeting, and filed
extensive reply comments.

The PAS also participated in Docket R-02-03, regarding
the proposed rules that govern fuel cost adjustmentclauses.
The PAS filed comments supporting reqgulations that would
allow only costs directly associated with fuel to be passed
on to ratepayers. In the proceeding, the PAS joined in a
workshop with Commission staffand utilities.

701 W est Eighth Ave., Suite 300 «Anchorage, AK 99501 ®907-276-6222
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Transfer Price of Gas Methodology

Argued; Municipality ofAnchorage d/b/a
Municipal ~ight &PowerDepartment

Municipality of Anchorage d/b/a Municipal Light &
Power Department (ML&P) proposed to compute the
transfer price ofgas (associated with ML&P’s purchase
ofone-third interest) from Beluga River Gas Field using
the rate base/rate of return methodology. Subsequently,
the PAS proposed using the Debt Service Coverage
methodology, which the Commission approved. Docket:

U-96-36, pending

W holesale Rates Determined; Chugach
Electric Association, Inc.

/S x

Chugach Electric Association, Inc. (Chugach) proposed
rates for its wholesale customers Matanuska Electric
Association, Inc., Homer Electric Association, Inc./Alaska
Electric Generation & Transmission Cooperative, Inc.
(AEG&T) under the terms of the Settlement Agreement.
The PAS argued that certain costs incurred by Chugach
should not be included in the rate and recommended other
cost reductions. The Commission agreed and ordered the
cost reductions. Matanuska Electric Association, Inc. and
AEG&T disputed the cost allocations proposed by
Chugach. The PAS argued against changing the allocation0
pointing out the Settlement Agreement specified that
allocations were to remain unchanged until a general rate
case is filed. The Commission agreed and required
compliance with the approved Settlement Agreement.

Docket: U-96-37, pending

M ethodology for Line-Loss Factor
>1A Established; Chugach ElectricAssociation,

Inc

Chugach Electric Associauon, Inc. (Chugach) and its
wholesale customers disagreed on how to measure and
allocate line-loss. In fiscal year 2001, the PAS and other
parties (Chugach, Alaska Electric Generation &
Transmission Cooperative, Inc., Matanuska Electric
Association, Inc., and Homer Electric Association, Inc.),
presented a panel of experts to agree upon an approach
through the use o fa consultant. The Commission accepted
the consultant’s study and all issues have been stipulated
with the Commission’s approval pending. The PAS
participated in numerous technical meetings and
negotiations. Docket: U-99-106, pending

RbicAdaay

Inclusion ofFixed Costs in CostofPower
Adjustment Argued; Homer Electric

Association, Inc.

IS X

T he Commission opened an investigation into the use of
Horner Electric Association, Inc.’s (HEA) Cost of Power
Adjustment (COPA) to recover the fixed costs o fan affiliate,
Alaska Electric Generation & Transmission Cooperative,
Inc. The PAS argued against the use of HEA’s COPA to
recover fixed costs. The Commission approved the
exclusion and the affiliate’s fixed costs will be determined
in a pending docket. Docket: U-00-18, pending

/& L Electric Rates Stipulated; Golden Valley
'Sr Electric Association, Inc.

Golden Valley Electric Association, Inc. (GVEA) filed
revenue-requirements, cost of service study, and a rate
design study tojustify a rate reduction. The PAS reviewed
GVEA’s financial recordsand applied general rate making
principles >reach a settlement agreement with GVEA.
The result was a 2.6 percent reduction in rates. The
Commission approved the stipulation and the rate decrease
was implemented. Docket: U-00-93, pending

Taken out of service in 1998, this is one of tuio power
houses built to generate power that used waterfrom the
Salmon Creek Dam. Photo is courtesy ofAlaska ElectricLight

& Power Company.
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Contributions for Line Extensions;

Chugach Electric Association, Inc.

Chugach Electric Association, Inc. proposed to reduce
contributions to the cost of primary line extensions for
residential and commercial construction with the intent, to
eliminate its line extension credit to new homebuyers. The
PAS and the Anchorage Homebuilders Association opposed
the change. The Commission accepted a stipulation among
the parties to provide continued contributions at reduced
levels. Docket: U-01-01, pending

IKv

Policy on Guaranteed Recovery Argued;
Chugach Electric Association, Inc.

Chugach Electric Association, Inc. (Chugach) filed its
first complete general rate case since 1987. The filing
included a revenue-requirement, depreciation study, cost
ofservice study, and rate redesign. Chugach requested a
rate increase of four percent. The Commission decided
some issues in advance of considering the overall rate
increases. One issue was a request by Chugach to create
two regulatory assets by granting explicit approval for
the guaranteed recovery oftwo specific expenditures. The
PAS argued against the creation of a regulatory asset hi
both instances as being contrary to generally accepted
rate making. The Commission approved the creation of
the assets. The remainder of the rate increase is being
considered in fiscal year 2003. Docket: U-01-108, pending

Natural Gas Event

TermsofGas Sales AgreementArgued;
ENSTAR Natural Gas Company, a
Division ofSEMCO Energy, Inc.

E n STAR Natural Gas Company (ENSTAR), a Division
of SEMCO, Inc. requested approval of the Gas Sales
Agreement (GSA) between Union Oil Company of
California (Unocal) and Alaska Pipeline Company, a
subsidiary o fENSTAR. The proceeding included the price
index, peaking and transportation fee, GSA term, and
opportunity for arbitrage. The PAS argued for an alternative
price, against the peaking and transportation fees, a
definition of termination, and a means to limit arbitrage.
The Commission granted the existing terms for price,
peaking and transportation fees, but set limits on the GSA
term and Unocal’s ability to arbitrage. ENSTAR filed

RidicAl oy

revenue-rcquirements without proposed rate changes. The
PAS supported a decrease 0f2.39% and the Commission

approved a 1.96% decrease.
Dockets: U-00-88, pending; U-01 07, closed (6/10/02)

Pipeline E vent

Rates for the Trans Alaska Pipeline

System Argued

T heownersofthe TransAlaska Pipeline System, affiliates
of Amerada Hess Pipeline Corporation have separate
transportation tariffs that have been in contention since
1986. The PAS filed several briefs supporting a cost based
transportation rate. Docket: P-97-04, pending

ThEAIasIga pipeline. Photo is COUFtesyofAIaska Division 0]
Communlty and Business Development.

Refuse Event

Revenue-Requirement Studies Argued;
Waste m anagement ofAlaska, Inc.

W aste Management of Alaska, Inc. (WMA) filed
proposed revenue-requirement studies in an attempt to
justify rate increases in eight areas they serve. The PAS
investigated and recommended the studies be rejected due
to critical deficiencies. At hearing, after PAS cross-
examined WMA's expert witness, WMA requested that
the Commission allow a withdrawal of filings and to
submit new studies using anew test-year. The Commission
approved a stipulation between WMA and the PAS to
allow the submission of new test-year revenue-
rcquirements. Docket: U-00-30,, pending

Regulatory Commission ofAlaska ®701 WestEighth Ave. Suite 300 ®Anchorage, AK 99501 ®907-276-6222
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Telecommunications E vents

]ﬂk Local Exchange Ratesfor 75-Percent of
Ratepayers Statewide Argued; Alaska
Communications Systems, Inc.

Alaska Communications Systems, Inc. (ACS) local
exchange companies filed for rate increases in the service
areas of Anchorage, Fairbanks, Juneau, and Sitka. The
PAS filed testimony oftwo outside consultants and a PAS
witness. During the proceeding, the PAS,ACS, and GCI
Communication Corporation agreed to stipulate operating
expenses and to include profits in the rates. A five-day
hearing was held on depreciation expense, the largest
single expense included in rates. Dockets: U-01-34, U-
01-82,U-01-83, U-01-84,U-01-85, U-01-87, pending

Rural Exemption for Wireless Service
Examined; Alaska Power & Telephone

Inc.

'Wor
Wireless,

Alaska Power & Telephone Wireless, Inc. filed an
application to provide local wireless service in Ketchikan.
The Commission requested information to evaluate the
applicability of the rural exemption. The PAS filed a legal
brief regarding rural exemption issues and the utility’s
requirement to meet eligible telecommunications carrier
laws under the Telecommunications Act of 1996.

Docket: U-01-109, pending

Alaska Power & Telephone Company (AP&T) technician,
Celinda Hanson is with the Power Division of Wales
Island. Photo is courtesy o fAP&T.

RidicAlozyy

Water & W astewater E vent

Raie Increases Argued; Golden Heart

U tilities, Inc.

G 0Tden Heart Utilities, Inc. (GHU) filed revenue-
requirements and rate design studies for a proposed rate
increase. The PAS countered with several proposed
reductions. The Commission agreed withmost ofthe PAS’
reductions in cost and issued an order. Immediately
following the Commission’s order, GHU filed a second
request for an increase in rates, which is still pending.
Dockets: U-00-115, U-00-116, U-00-146, closed (5/21/
02); U-02-13, U-02-14, pending

Alaska Waterand Wastewater Utility (AWWU) replaces old
wooden waterpipes. Photo is courtesy ofMunicipality oj
Anchorage d/b/a A WWU.
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Informal Copliirts

Investigating and resolving complaints has become a
vital element in the Commission’s public protection role.
The Commission urges consumers to resolve complaints
directly with the utility or pipeline carrier. |f the matter
cannot be settled with the utility or pipeline carrier,
consumers and pipeline shippers may seek relief from
the Commission. If Commission Staff determines the
complaint results from a violation of a tariff, Staff can
require the utility or pipeline carrier to conform to the
minimum standards spelled out in the tariff. Staff will
investigate the complaint, review the tariffand contact
the utility. Staff also reviews Commission orders,
applicable statutes and regulations to determine the

(Graner Aot

validity of the complaint, and then recommend an
appropriate course of action. Consumers are notified
with a summary of the facts and explanation of the
recommended resolution. Although a vast majority of
complaints are resolved informally, if consumers are not
satisfied with Staff’s decision, a formal complaint may
be filed directly with the Commission through the appeal
process. A formal complaint that is accepted by the
Commission for adjudication is assigned a docket
number and an investigation is instituted into the issues
raised in the complaint. In fiscal year 2002, six informal
complaints appealed Staff’s decision and were docketed

for adjudication.

Prepared by Tamara Alexander

Telephone Complaints

Complaints 1999 2000 2001 2002 - _
. 153 Billing Practices
Cable Television 1 1 3 0 291 i . )
Electric 77 67 78 72 Quality of Service
Natural Gas 26 25 22 19 13 Rates and Charges
Pipeline 0 0 0 0 130 Service Availability
Refuse 5 13 14 25 and Line Extensions
Steam Heat 0 0 0 0 587 Total
Telecommunications 638 450 548
W astewater 3 2 4 Vie data 08MONStrates that electric
Wr ter 43 32 13 22 ~ahd telephone utilities generate the
. majority of informal complaints
TOtalS 793 590 682 ssb ! received by the Commission. This

Thefigure above shows the number ofinformal complaintsfiled by CUStOMErs

for regulated utilities and pipeline carriers.

is'generally to be expected because
\ th&se utilities account for the
Igreatest number of customers, the
\largAst plant investment, and the
\nosVJreciuent regulatory activities.

\ 7
‘Informal Complaints
Contact Summary 1999 2000 2001 2002 o _
Telephone 11,198 9,400 10,366 10,350 234 Billing Practices
Conferences 298 383 340 951 313 Quality of Service
Totals 11,496 9,783 10,706 11,301 44 Rates and Charges
137 Service Availability
The figure above shows the number of telephone CONtacts and personal and Line Extensions
conferences handled by the Consumer Protection Staff. 728 TOtal

Regulatory Com mission ofA laskae701 WestEighth Ave. Suite 300 ®Anchorage, AK 99501 ®907-276-6222
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Complaints

Complaints Opened
Complaints Closed

Complaints Pending
(start of Fiscal year)

Complaints Pending
(end of fiscal year)

The figure to the right shows the
number ofinformal complaints that
were opened, * > cessed, and closed.
Complaints that werepending during
thelJiscalyearwere carried overinto
the nextyear.

Electric E veni

CustomerDisputes Utilitys BillingPractice;
Chugach Electric Association, Inc.

ustomer of Chugach Electric Association, Inc.
(Chugach) filed an informal complaint with the
Commission disputing the utility’s billing practice. The
utility had transferred a delinquent balance from the
customer’s business account to the customer's residential
account. Staff investigated the complaint, and notified the
customer that Chugach could not disconnect residential
service for an outstanding business account balance, nor
could Chugach disconnectservice fornonpaymentofa bill
related to another class of service at a different service
location. Chugach acknowledged that as the customer kept
the residential account current, Chugach could not
disconnect residential service for the outstanding business
account. However, Chugach would disconnect the
residential account if it became delinquent. Additionally,
ifthe residential service was ever permanently disconnected
at the customer’s request or temporarily disconnected to
transfer from one location to another, Chugach would
require the delinquentbusiness balance to be paid in full as
a condition before starting new service. In review of the
customer’s account, Chugach found unclaimed capital
credits for the business account and together with the
customer, reached agreement for the unpaid balance that
would be paid over the next few years with the proceeds
from the capital credit The complaint was resolved to the
customer’s satisfaction when Chugach agreed to remove
the balance that was transferred to the residential account.
Consumer Protection File: C-02-180, closed (4/29/02)

(ranar Rdadin

Prepared by Tamara Alexander

1999 2000 2001 2002
793 590 682 728
818 605 670 719
47 22 7 19
22 7 19 28 j
Telecommunications E veni

Customers Blockedfrom Internet Access;
SummitTelephone & Telegraph Company
d/b/a Summit Telephone Company

Summit Telephone & Telegraph Company d/b/a Summit
Telephone Company (Summit) established a two-way
Extended Area Service (EAS) between local exchanges in
Chatanika, Haystack, Cleary Summit, and Fairbanks
through the Basic Exchange Telecommunications Radio
Service (BETRS). The service allows customers to call on
the BETRS system, to and from certain communities
without incurring long distance charges. Summit became
concerned when customers found it difficult to place
telephone calls due to the congestion caused by increased
Internet usage and the limited capacity of BETRS.
Therefore, Summit notified customers and the Commission,
that it would immediately block EAS access to Internet
providers, causing customers to pay a long distance charge
when they connect to the Internet.

The Commission received complaints opposing Summit’s
actions blocking EAS and argued that charges for Internet
use violated the Commission’s approved stipulation
providing fortwo-way EAS. Summitwas granted an interim
EAS blocking of Internet calls and required to report
improvements to the BETRS in the Chatanika, Haystack,
and Cleary Summit areas. Docket: U 02-17, pending

Regulatory Com mission ofA laska ®701 W estEighth Ave., Suite 300 ®Anchorage, AK 99501 ®907-276-6222
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Water & Wastewater E veni

/SX Bulk W ater Service Discontinued in
W Fairbanks; Golden Heart Utilities, Inc.

T he Commission granted Golden Heart Utilities, Inc.’s
(GHU) request to discontinue bulk water service to
customers in Fairbanks who were not connected to
GHU’s water system. As a result, the Commission
received informal complaints from GHU’s bulk water
customers who stated they had no other source of water
supply in terms of the water’s quality or rates. Also,
customers complained they had not been given adequate
notification to find a new bulk water supplier.

The Commission reopened the evidentiary record and
scheduled avideoconference to take additional testimony
in Fairbanks and Anchorage regarding the provision of
bulk water service. The Commission learned that GHU
had removed all equipment that would allow
continuation ofbulk water service at its former location.
Golden Heart Utilities, Inc. testified it was not the only
available source for bulk water. As a result, a request
was filed by another entity, to provide bulk water service.
The Commission granted a waiver of the certificate
requirement, and approved the new applicant to provide
service. Dockets: U-00-115, U-00-116, (closed 5/21/02)

View of Aspund Wastewater treatment facility near Pt.
Woronzofin Anchorage. Photo is courtesy ofMunicipality of
Anchorage d/b/a Alaska Water and Wastewater Utility.

Regulatory Commission o fAlaska-

Tariff Filings

Tariffs are the written terms, conditions, rules and
rates governing a utility’s conduct in providing public
utility service. They arc similar to the bylaws of a
corporation. In approving a certificate of public
convenience and necessity, the Commission reviews
the applicant’s tariff. All regulated utilities and pipeline
carriers are required to maintain a tariffand to operate

under its terms.

Regulated utilities and pipeline carriers must notify the
Commission of any proposed changes to its tariffs. In
most cases, the Commission must approve tariff
revisions before they can take effect. The Commission
considers most tariff filings at TariffAction meetings,
which are held in public bi-monthly. For certain kinds
of utilities, the Commission allows proposed tariff
revisions to take effect automatically at the end of a
thirty-day period. The most common occurrence of
tariff revisions taking effect automatically is with
respect to interexchange telecommunications utilities.

Prepared by Wendy Arnett

Tariff Filings 2002 Percent
Cable Television 1 0%
Electric 154 29%
Natural Gas 9 2%
Pipeline 59 11%
Refuse 13 2%
Steam Heat 8 2%
Telecommunications 253 47%
Wastewater 12 2%
Water 27 5% f
Totals 536 100% 1

The figure above shows the number and percentage o]
tariffifilings by entity. The number oftelecommunications
tarifffilings represents 168filings made by local exchange
carriers and 85 filings made by interexchange

telecommunications carriers.

701 W estEighth Ave., Suite 300 ®Anchorage, AK 99501 ®907-276-6222
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Tariffs

Prepared by Wendy Arnett

Tariff Filings 1999 2000 2001 2002
Processed Routinely 560 411 475 455
Suspended 40 63 63 50
W ithdrawn 17 23 23 9
Rejected 8 9 1 0
Pending 8 38 14 22
Totals 633 544 576 536

Thefigure above the comparison offiled tariffs by category.

TariffRevisions 1999 2000 2001 2002
General Rate Change* 47 49 30 41
General Rate Restructure 0 2 5 0

i Simplified Rate Filing 2 0 6 4
New Service/Equipment Offering 168 143 100 91
Nonrecurring Rate 8 5 7 19
Universal Access Surcharge 30 4 1 1
Regulatory Cost Charge 75 107 110 106
Contracts 46 16 24 25
Fuel, gas, andpurchased power 133 85 124 117
surcharges; Power Cost Equalization
filings; and nonfion power purchase rates2
Rule Change 76 55 59 40
Miscellaneous 48 78 110 68
Promotions3 0 0 0 24
Totals 633 544 576 536 |
Percent Change +1.4% -14.0% +5.9% -6.9% J

The figure above shows the number of requests for tariff changes by category. Each request is counted only once
regardless ofthe nurroer ofproposed tariff changes it includes.

1 Inprevious annual reports, some filings now shown in this category were classified as Miscellaneous. The General

Rate Change category does not include simplified rate filings.
2 There were no Power Cost Equalization (PCE) base rate changes for 2000, one PCE funding level change in

2001, and two PCE funding level changes in 2002.
3 In previous annual reports, Promotions were counted under Miscellaneous.
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Prepared by Joyce McGowan

Orders Issued 1999 2000 2001 2002
Substantive 509 566 741 518
Procedural 144 34 33 28
Totals 653 600 774 546

Thefigure above illustrates the numberoforders issued
by category,

Orders Issued  Substantive Procedural

Cable Television 6 0
Electric 99 9
Genericl 54 5
Natural Gas 12 0
Pipeline 62 3
Refuse 35 3
Telecommunications 224 8
W astewater 2 0
W ater 24 0
Totals 518 28

Thefigure above shows the number oforders issued by
entity infiscal year 2002.

HiIes.. Home s

Orders & Dockets

Xhe Commission issued 546 decisions or orders in
fiscal year 2002. They are categorized into two
groups: substantive and procedural. Substantive
orders reflect findings and conclusions based on
evidence included in the formal record of the
Commission. Procedural orders relate to the process
and schedule used to handle a case.

All formal proceedings before the Commission are
identified as “dockets”. Dockets are numbered
functionally to denote the type of proceeding, the year
of its initiation, and numerical sequence in that year.

A “R” represents regulatory dockets,
“P” represents pipeline dockets, and
“U” represents utility dockets.

For example, P-01-03 is the third pipeline docket
opened by the Commission in the 2001 calendar year.
All material, legal pleadings, and decisions are
identified by this number and filed in the docket. After
the Commission has issued a final order, the docket

is closed.

Docket Summary 1999 2000 2001 2002

Dockets Opened 171 205 172 152

Dockets Closed 198 206 285 194

Dockets Pending 559 532 531 418
(start of fiscal year)

Dockets Pending 532 531 418 376
(end of fiscal year)

Percent Change- 51%  -02% -21.3% -10.0%

Thefigure above shows the Commission's docket summary.

1 Generic refers to regulatory dockets involving more than one type of entity.
2 The percentage figures have been restated to correct compilation errors reported in prior annual reports.
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Cartification Proossdings

Every utility (with limited
exceptions) and pipeline carrier
must obtain a certificate of public
convenience and necessity to
provide service to the public for
compensation. The Commission
must approve all amendments to, or
transfers of, certificates, as well as
acquisitions of controlling interest
in certificate holders. In fiscal year
2002, the Commission processed 63
applications for certificates.

The figure to the right shows the
number ofcertification proceedings

by entity.

The criteria for issuing certificates
is prescribed by law. The service
must be required for the public
convenience and necessity, and the
applicant must be fit, willing, and
able to provide the service.

Most small electric utilities in the
Power Cost Equalization program
applied for certificates prior to fiscal
year 1989. Several of these
applications are still pending
approval because of incomplete
financial information or system
safety considerations.

The figure to the right shows the

number o fcertification proceedings
by category.

Summary of Filings

Certification 1999
Proceedings

Cable Television 0
Electric 3
Natural Gas 2
Pipeline 6
Refuse 9
Steam Heat 0
Telecommunications 61
W astewater

W ater 5
Totals 87
Certification 1999

Proceedings

Acquisitions 7
Amendments 9
New Certificates 50
Certificate Transfers 9

0

Exemption from
Certification

Discontinuation of Service 1

Temporary Operating 3
Authority

Other 8
Totals 87

A substantial part of the Commission’s mission is
to handle and process tariff filings, formal
proceedings, informal complaints, and certification
proceedings. Each document filed with the Commission
is electronically scanned, categorized, appropriately
routed, and filed. All documents received are posted
daily to the Mailsheet (Daily Filings) and available to
the public for viewing on the Commission’s website.

Aerialphoto ofHaines, Alaska. Photo is courtesy o fAlaska
Telephone Company.

Power&

Rires SHOmi s

Prepared by Joyce McGowan

2000 2001 2002
2 3 3

4 7 6

1 0

11 7 5

3 3

0 0

55 42 37

4 2

2 6 7

2000 2001 2002
3 2 A
13 12 A
39 33 34
23 13 13
0 2 1
0
1
5 4 2
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