STATE OF ALASKA

THE ALASKA PUBLIC UTILITIES COW SS| ON

Bef ore Comm ssi oners: Sam Cott en, Chairnman
Alyce A Hanl ey
Dw ght D. Ornqui st
Ti m Cook
Janes M Posey

In the Matter of the Tariff Revi-

sion, Designated as TA94-3, Filed U 97-87
by the GTE ALASKA | NCORPORATED
for an Interi mand Permanent Rate ORDER NO. 1

| ncrease and Rate Redesign

N N N N N N

ORDER SUSPENDI NG PERMANENT OPERATI ON OF TARI FF
REVI SI ON.  GRANTI NG | NTERI M RATE | NCREASE
GRANTI NG | NTERI M RATE REDESI GN, | N PART;
DESI GNATI NG A SUBSET OF COWM SSI ON STAFE A

PARTY: ESTABLI SHI NG HEARI NG AND FI LI NG
SCHEDULES; AND APPO NTI NG HEARI NG OFFI CER

BY THE COW SSI ON:

Backgr ound

On Septenber 20, 1996, GIE ALASKA | NCORPCRATED ( GTE)
filed a tariff revision, designated as TA94-3, requesting an
interimand permanent rate increase and an interimand permanent
rate redesign. The Conm ssion Staff (Staff) reviewed the filing
and determined that it is in conpliance with the requirenents of

3 AAC 48.275(a) and 3 AAC 48.275(h).1

IGTE granted requests by Staff for two extensions of the
notice period of this filing to the extent that the statutory
(continued. . .)
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GIE s filing was noticed to the public on Septenber 26,
1996, with a closing date of Cctober 28, 1996, for the subm ssion
of statenents in support of, or in opposition to, the proposed
tariff revision. Comrents were filed by three GIE custoners

opposi ng rate increases proposed by GIE

Di scussi on

On Novenber 15, 1996, the Conm ssion considered GIE' s
filing and Staff's recommendation thereon, together wth the
coments filed in response to the public notice. On that date the
Comm ssion accepted the recomendation of Staff to suspend the
per manent operation of the filing and grant the interim and
refundabl e rate increase and rate redesign proposed by GIE. A
copy of Staff's recommendation is attached to this Order as an

Appendi x, and a di scussion of the Comm ssion's decision foll ows.

I nteri mRates

The standards which the Conm ssion applies in assessing
requests for interim rate relief acconpanying requests for
permanent rate relief were discussed in detail in Oder
U 86-20(3), issued July 16, 1986, In the Matter of the Filing of

a Tariff Revision, Designated as TA140-121, by the MUNI Cl PALITY

Y(...continued)
notice period ended Novenmber 15, 1996.
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OF ANCHORACGE d/b/a MUNI Cl PAL LI GHT AND POAER DEPARTMENT for an
I nteri mand Permanent Rate |ncrease.

As stated in that case, the threshold consideration is
whet her or not a final determ nation on the permanent rate request
is likely to be forthcomng from the Commssion within a
reasonabl e period of tine. Were the Comm ssion schedules a
hearing on permanent rate relief and anticipates final deter-
mnation within the initial statutory suspension period or a short
time thereafter, this is presunptively considered such a
reasonable period, and the Comm ssion wll generally apply a
"probabl e success” test for interimrate relief.

Under this test, the utility nmust first nake a prinma
facie showing of the need for the requested rate relief. This
prima facie case nust consist of a recital of evidence sufficient
to support (but not necessarily obligate) a favorable finding that
the rate increase is just and reasonable in the absence of
evidence to the contrary. At a mninum the evidence nust include
a filing in conformance wwth 3 AAC 48.275(a), plus sufficiently
detailed showngs with respect to any issues which statute,
regul ation, or prior Comm ssion order requires the utility to nmake
an affirmative show ng. See, e.g., AS 42.05.511(c), regarding
affiliated interest transactions.

Second, the utility nust denonstrate probable success
on the nerits of its request. |In other words, the utility nust
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show that nore likely than not it will prevail on final hearing
on those issues which prelimnary analysis indicates are present
in the proceedi ng.

Applying these principles to the present proceeding, the
Commi ssion in this Order is scheduling a hearing before the end
of the suspension period to establish permanent rates. By al
present indications, the Conmm ssion should be able to issue its
final determnation wthin a short tinme after that hearing.
Consequently, there is no current concern wth an wunduly
protracted proceeding, and the appropriate test remains the
"probabl e success" standard.

Wth respect to a prima facie showing, Staff reviewed
the filings submtted by GIE in this case and found them to be
satisfactory for further processing. Staff concluded that the
utility's subm ssions contain filings in conformance with 3 AAC
48. 275(a) and 3 AAC 48.275(h), as applicable. Accordingly, the
Comm ssi on concurs that a prinma facie case is present with respect
to a proposed rate increase and rate redesign.

Concerning the merits of the proposed filing, in its
prelimnary analysis of TA94-3 Staff recommended that the
per manent operation of the filing be suspended to allow tinme for
an in-depth analysis. Staff advised the Comm ssion that the

utility's filing raises the followng issues that are likely to
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be contested at the final hearing, for the reasons discussed in
Staff's anal ysi s:

1. the appropriateness of GIE s proposed uniform
or "postage stanp" rates for its entire service area;

2. whether GIE s proposed operating expenses
require further proforma adjustnents to reflect a nor-
mal i zed expected recurring | evel of operating expenses
for its local exchange and |ocal special access
jurisdictions;

3. the appropriateness of GIE s use of a sinple
average to conpute rate base rather than a 13-nonth
aver age;

4. whether GIE's notion to keep its entire cost-
of -servi ce study (CO8S) confidential should be granted,
and

5. whether GIE s cost-of-service study appro-
priately allocates its revenue requirenent to all of
its local exchange services.

For interi mpurposes, Staff noted that GIE had requested
that only a portion of its requested permanent increase be
i npl enented on an interimbasis (13.25 percent). Further Staff
noted the analysis of GIE's rates in its recent access-charge
proceedi ng i n Docket U-96-57, and, in view of that analysis, Staff

did not propose any adjustnments for interim rate purposes.
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Therefore, Staff recomended that GIE be granted its interim
revenue requirement? increase of 13.25 percent and that GIE s

request for interim inplenentation of its rate redesign be

appr oved.

2Staff's recommended interimrevenue requirenment for GIE is
$4, 431, 414 and consi sts of operating expenses, including incone
taxes, totaling $3,773,018 and a return on rate base of $658, 396.
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Based on its review of GIEs filing and Staff's
recommendation thereon, the Comm ssion concluded that Staff's
recommendation to allow GIE an interimrevenue requirenent for its
conbi ned | ocal exchange and |ocal special access jurisdiction
shoul d be accepted. As to GIE s request for interim approval for
its rate redesign, the Conm ssion observes that it is standard
policy that rate redesign not be allowed on an interim basis
absent a showi ng of good cause. In this instance, the Comm ssion
concurs with Staff's analysis that GIE s inplenentation of its
proposed postage-stanp rates on an interim basis wll avoid
custoner confusion in the |Iong run.

If the interimincrease granted herein were applied to
current rates rather than on the redesi gned rates proposed by GIE
when a permanent rate increase/rate design is granted that
i ncludes inplenmentation of postage-stanp rates, sonme custoners
woul d experience further substantial increases while others would
experience rate decreases. The result would be contrary to the
Comm ssion's goal of rate stability. Wth approval of GIE s
requested interimrate redesign, any subsequent changes to the
utility's permanent revenue requirenent and rate redesign
simultaneously will inpact all customers within a class uniformy,

resulting in less confusion. Accordingly, the Conm ssion accepted
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Staff's recommendation to grant GIE s request for interimapproval
of its rate redesign.?

In approving interim refundable rates, the Conm ssion
may at its discretion require an escrow account or bond to assure
the availability of refund nonies. (AS 42.05.421(c).) I n
exercising its discretionary powers not to require GIE to escrow
funds or post a bond, the Comm ssion will require the utility to
refund any revenue gained fromthe interimrate increase which
exceeds the revenue whi ch woul d have been derived during the sane
period at the level of permanent rates ultimately granted in this
pr oceedi ng.

The Comm ssion has determ ned that GIE has denonstrated
probabl e success of prevailing at final hearing only to the extent
recommended by Staff inits prelimnary analysis of GIE s filing.
For the contested issues, the utility has not established that it
is likely to prevail on the nerits at final hearing;, at best,
those matters are currently in a state of equi poise. Those issues
will be addressed in the setting of permanent rates for GIE in

t hi s proceedi ng.

3Staf f recommended approval of the utility's tariff sheets to
effect this interimrate change, subject to certain revisions (see
pp. 2 and 15-16 of Staff's recomendati on appended to this O der).
Staff will correct, as applicable, and return under separate cover
val idated copies of the tariff sheets to GIE
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In considering a schedule for this case, the issue of
GIE s request for confidential treatnent of its entire COSS nust
be addressed prior to hearing rather than as an issue at hearing.
Delaying a ruling on confidentiality would affect the manner in
which filing and hearing are conducted. That is, if the materi al
is indeed confidential, then the portion of prefiled docunents
related to the COSS nust be filed under seal and the portion of
the hearing dealing with the COSS nust be conducted en canera.
On the other hand, if the material is not confidential, the filing
and hearing processes are open to the public.

The Comm ssion has del ayed issuance of this Order so
that Staff could prepare a reconmendation on the confidentiality
i ssue of GIE s COCSS. However, rather than further delay the
processi ng of the case, the Conm ssion will establish a deadline
for such a recomendation from Staff. Staff nust file its
reconmmendati on on GIE s request for confidential treatnment of its
COSS by May 30, 1997, and serve that recommendati on on GITE. The
utility wll have seven days in which to respond to that
reconmendati on.

In establishing the schedule for disposition of this
proceeding, it is necessary at this juncture to suspend TA94-3 for

the full one-year period* authorized under AS 42.05.421(a)(1)°.

“A si x-nmonth suspensi on of TA94-3 woul d expire May 15, 1997;
(continued. . .)
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Because the full interimincrease of 13.25 percent on the rate
redesi gn requested by GIE under TA94-3 has been granted, the six-
month, interimrate provision of AS 42.05.421(a)(1) is not an
i ssue. Nonetheless, while granting that requested interimrate
relief, given the timng of the issuance of this Oder and the
fact that a hearing in this matter cannot be scheduled unti
Septenber 3, 1997, GIE may wish to request additional interimrate
relief under TA94-3. Such request will, of course, be subject to
t he probabl e-success anal ysis as di scussed above.

In this proceeding, the Conmssion wll designate an
advocacy team consi sting of specific nenbers of its Staff, to be
naned a party in this case, while other nenbers of the Staff wll
serve as advisors to the Commssion. As a party, the Advocacy
Staff will investigate all relevant issues; wll, as necessary,
present the results of its investigation to the Conmm ssion in

testinony; and may submit stipulations of agreed issues for the

4(C...continued)
t he one-year suspension of TA94-3 expires Novenber 15, 1997.

SAS 42.05.421 provides in pertinent part:

(a) . . . For a tariff filing that changes the
utility's revenue requirement or rate design, the
suspension may | ast, unless the comm ssion extends the
period for good cause, for a period not |onger than

(1) six nonths before an interimrate equal
to the requested rate goes into effect and not | onger
than 12 nonths before a permanent rate goes into effect
if the annual gross revenues of the utility making the
filing are nore than $3, 000, 000;
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Conm ssion's approval . The Advocacy Staff wll act under the
direction of the Comm ssion's Executive Director. Throughout the
proceeding the Advocacy Staff, as well as other parties, wl
avoid any conmunications with comm ssioners or their advisory
Staff related to the nerits of any subject which is or nay becone
an issue in the proceedi ng.

| ndi vi dual nenbers of the Advocacy Staff will be naned
by the Executive Director. Wthin one week of the date of this
Order, the Executive Director will provide the nanmes of the
advocacy Staff to all parties to this proceedi ng.

The Conmm ssion believes that it would be conducive to
a fair and expeditious disposition of this proceeding to schedul e
a public hearing on GIE s proposed rate increase and rate redesign
and to establish dates for submssion of prefiled testinony
(including exhibits), witnesses lists, and statenents of issues.
The parties are specifically placed on notice that they wll be
precluded from introduci ng evidence at hearing that should have
been prefiled. Exceptions to this rule will be granted only if
there is an adequate show ng of good cause why the evidence was
not prefiled and a showi ng that the evidence is necessary for a
conplete evidentiary record. This rule will be strictly enforced.

The Comm ssion further believes that appointnment of a
hearing officer wll further expedite resolution of this

proceeding and, thus, wll appoint Patricia Cark to serve as
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hearing officer, as provided for under AS 42.05.171 and 3 AAC

48. 165.

ORDER
THE COW SSI ON FURTHER ORDERS:

1. The permanent operation of the tariff revision,
designated as TA94-3, filed by GIE Alaska Incorporated is
suspended for an initial period ending Novenber 15, 1997.

2. An investigation is instituted into the reason-
abl eness and propriety of the subject tariff filings.

3. GIE Al aska Incorporated is granted interim approval
to inplement uniform"postage stanp” rates for its |ocal exchange
services, effective Decenber 1, 1996

4. GTE Al aska Incorporated is granted, on an interim
and refundabl e basis, a conbined | ocal exchange and | ocal private
line revenue requirenment of $4,431, 414, consisting of operating
expenses, including income taxes of $3,773,018, and a return on
rate base of $658, 396, effective Decenber 1, 1996

5. GIE Al aska Incorporated is granted an interim and
refundabl e rate increase of 13.25 percent to its redesigned | ocal
exchange rates and local private |ine services, effective Decem
ber 1, 1996.

6. GTE Al aska I ncorporated shall naintain records of

each custoner paying the interimrates approved by the Oder. The
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utility will be required to refund any revenues coll ected under
the interimrate structure in excess of revenues which would have
been derived during the sanme period if permanent rates had been
ineffect. |If the rates which the Conm ssion subsequently all ows
on a permanent basis are greater than rates allowed on an interim
basis, the resultant revenue deficiency may not be coll ected by
GTE Al aska, |nc.

7. A subset of Commssion Staff is nade a party to this
proceedi ng. The Comm ssion's Executive Director will notify the
Comm ssion and all parties to this proceedi ng of the nanes of the
subset of Comm ssion Staff naned as advocates in the proceeding
by May 22, 1997.

8. By 4 p.m, My 30, 1997, the Comm ssion Staff shall
file a recommendati on on the request by GTE Al aska I ncorporated
to grant confidential status to its cost-of-service study.

9. By 4 p.m, June 9, 1997, GIE Al aska I ncorporated
shall file its response, if any, to the recomendation by
Comm ssion Staff filed under Ordering Paragraph No. 8 above.

10. A public hearing® in this proceeding shall convene

at 9 a.m, Septenber 3, 1997, in the Comm ssion's hearing room at

8f you are a person with a disability who may need a speci al
accommodation, auxiliary aid, or service or alternative comruni -
cation format in order to participate in the hearing, please
contact Christy Hlde at 907-276-6222 or TTY 907-276-4533 at | east
one week before the hearing to make the necessary arrangenents.
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1016 West Sixth Avenue, Suite 305, Anchorage, Al aska. At the
heari ng, GIE Al aska | ncorporated shall bear the burden of proving
that its proposed tariff revision, designated as TA94-3, and its
underlying cost-of-service study is just and reasonable in al
respects.

11. By 4 p.m, June 20, 1997, GIE Al aska | ncorporated
shall submt its list of witnesses and prefiled direct testinony
for each witness so designat ed.

12. By 4 p.m, July 21, 1997, the Conm ssion Advocacy
Staff shall file its list of wtnesses and prefiled direct
testinony for each witness so desi gnated.

13. By 4 p. m, August 8, 1997, GIE Al aska | ncor porated
shall submt its list of reply wtnesses and prefiled reply
testinony for each witness so desi gnated.

14. By 4 p.m, August 22, 1997, GIE Al aska | ncor porat ed
and the Comm ssion Advocacy Staff each shall file a list of
wi tnesses in the order of their appearance and a statenent of
I ssues. If the parties agree, the statenment of issues may be
filed jointly. O herwi se, each party shall file its separate
statenment of issues.

15. Patricia Cark is appointed to serve as Hearing
Oficer in this proceedi ng.

DATED AND EFFECTI VE at Anchorage, Al aska, this 15th day of My,
1997.
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BY DI RECTI ON OF THE COWM SSI ON

s(SEAL)
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