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1 1 Section 1. Section 476.3, subsection 2, Code 1995, is
anended by adding the foll owi ng new unnunbered paragraph:
NEW UNNUVBERED PARAGRAPH. Notwi t hstandi ng the provisions
of this subsection, the consuner advocate shall not file a
petition under this subsection which alleges that a utility's
rates are excessive while the utility is participating in a
price regul ation plan approved by the board pursuant to
section 476. 30A.
Sec. 2. NEWSECTION. 476.30 FINDI NGS &ndash; STATEMENT OF

10 PQLI CY

11 The general assenbly finds all of the follow ng:

12 1. Communi cations services should be avail abl e throughout
13 the state at just, reasonable, and affordable rates.

14 2. Regulatory flexibility is appropriate when conpetition
15 provides consuners with choices in the variety, quality, and

16 pricing of comunications services, and when consistent with

17 consuner protection and other relevant public interests.

18 3. The utilities board should respond rapidly and with

19 flexibility to changes in the comunications industry.
20 4. Economi c devel opnent can be fostered by advanced
21 communi cati ons networKks.
22 Sec. 3. NEWSECTION. 476.30A DEFIN TIONS
23 As used in sections 476.30 through 476.30B, unless the
24 context otherw se requires:
25 1. "Essential communications service" includes at a
26 m ni mum basic |ocal tel ephone service, switched access, 911
27 and E-911 services, and relay service for communi cations-
28 inpaired persons. The board may classify by rule other
29 communi cations services as essential comunications services
consistent with community expectations and the public
31 interest.
32 2. "Nonessential comunications services" neans al
33 conmmuni cations services subject to the board's jurisdiction
34 not defined or classified either by statute or by rule as
35 essential communi cations services. Consistent with community
1 expectations and the public interest, the board nay reclassify
2 by rule as nonessential those comunications services
3 previously classified by rule as essential.
4 Sec. 4. NEWSECTION. 476.30B PRI CE REGULATI ON
5 1. Notwithstanding contrary provisions of this chapter
6 relating to rate regulation, the board nay adopt rul es

7 relating to price regulation for rate-regulated utilities

8 furni shing comunications services.

9 2. If rules for price regulation are adopted, a rate-

10 requlated utility certified under section 476.29 shall submt
11 a plan for price regulation specific to that utility. The
12
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board, after notice and opportunity for hearing, may approve,
nodi fy, or reject the plan.

3. Awprice regulation plan shall, at a mninmum include
provisions for all of the follow ng:

a. Establishing and changing prices, terms, and conditions
for essential communications services.

b. Establishing and changing prices, terns, and conditions
for nonessential conmunications services.

c. Reporting new service offerings to the board.
21 d. Reflecting changes in revenues, expenses, and
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i nvest mrent due to exogenous factors beyond the control of the
utility in the rates charged by the utility.

e. Mdernizing the utility's tel ecommunications
infrastructure

4. The board shall consider the extent to which a proposed
pl an achi eves the foll ow ng:

a. Just, nondiscrininatory, and reasonabl e rates.

b. High quality, universally avail able comuni cati ons

servi ces.

c. Investnent in comunications infrastructure, efficiency
i mprovenents, and technol ogi cal innovation.

d. Introduction of new commruni cations products and
servi ces.

e. Regulatory efficiency, including reduction of
regul atory costs and del ays.

5. The board shall have authority over all of the
fol | owi ng:

a. The level, extent, and tim ng of the unbundling of
services by the local exchange utility.

b. Ensuring against cross subsidization of nonessenti al
services by essential services

6. Any person may file a conplaint pursuant to section
476. 3, subsection 1, regarding a utility's operation under its
price regul ation plan.

7. The consuner advocate may represent consuners before
the utilities board regarding any rule, order, or proceeding
pertaining to price regulation. The consunmer advocate nay act
as attorney for and represent consumers generally before any
state or federal court concerning a utilities board rule,
order, or proceeding pertaining to price regulation.

8. In inmplenmenting price regulation, the board shal
consi der nmethods to assist |owinconme |lowans to secure and
retain tel ephone services.

9. The board shall reviewa utility's operation under its
plan, with notice and an opportunity for hearing, prior to the
termnation of the plan or within five years of the initiation
of the plan, whichever comes first.

Sec. 5. NEWSECTION. 476.30C PROH BI TED ACTS.

A utility under a price regulation plan shall not do any of
the foll ow ng:

1. Discrimnate agai nst another provider of comunications
services by refusing or delaying access to regul ated services
or in the pricing of regul ated services.

2. Degrade the quality of access or service provided to
anot her provi der of conmunications services.

3. Fail to disclose in a tinmely manner, upon request and
pursuant to a protective agreenent concerning proprietary
information, all information reasonably necessary for the
design of network interface equi pment or network interface
services that will neet the specifications of the
participating utility's |local exchange network.

Sec. 6. REPORT. The utilities board shall submt a report
to the general assenbly no later than January 15, 1999,
concerning the inmplenmentation of price regulation for
utilities furni shing comunicati ons services.

EXPLANATI ON

The bill provides the utilities board with the authority to
adopt rules to inplenent price regulation for rate-regul ated
t el ephone conpanies. The bill provides that the board is to
consi der the extent to which a proposed plan achi eves j ust,
nondi scri m natory, and reasonable rates; high quality,
uni versal ly avail abl e comruni cati ons services; investnent in
communi cations infrastructure, efficiency inprovenents, and
technol ogi cal innovation; the introduction of new
communi cati ons products and services; and regul atory
efficiency, including reduction of regulatory costs and
del ays. The consuner advocate is authorized to represent
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consuners before the utilities board regardi ng any proceeding
pertaining to price regulation. In inplenenting price

regul ation, the board is directed to consider nethods to
assi st lowincone lowans in securing and retaining tel ephone
servi ces.

The bill defines essential conmunications services to
include at a m ninmum basic |ocal tel ephone service, swtched
access, 911 and E-911 services, and relay service for
communi cati ons-i nmpai red persons. Nonessential communications
services are defined as all communications services subject to
the board's jurisdiction not deened either by statute or by
rule as essential comunications services.

BACKGROUND STATEMENT
SUBM TTED BY THE AGENCY

The bill allows price regulation for rate-regul ated
t el ephone conpanies in place of traditional rate-of-return
regul ation. Under price regulation, utilities are allowed to
change rates within limts and on notice to their custoners
and the board. Price increases under typical price regulation
plans are limted by an index that includes inflation,

i ndustry productivity, and other factors. Cenerally, price
reductions are not limted

The reasons for authorizing price regulation relate to
i ncreasing conpetition in the tel ephone industry. A nunber of
services have already been deregul ated by the board, pursuant
to statute, because they are subject to effective conpetition.
O her services offered by the fornmer nonopoly providers are
begi nning to be offered by conmpetitors. In this environment,
the traditional rate-making nethod hinders conpetition by
rate-regul ated providers. Price regulation allows flexible
and tinely responses in a dynam c narketplace. 1t also
provi des those conpani es better incentives to control costs
and introduce new services. In a nore conpetitive industry,
price regulation will usually produce better results for the
t el ephone conpany's ordinary custoners, for other tel ephone
conpani es that nust buy services fromit, and for the conpany
itself, than traditional rate-of-return regul ation, wthout
being unfair or sending inproper econom c signals to potenti al
conpetitors. A properly designed price regulation plan can
al l ow the tel ephone conpany to conpete within reasonabl e
paraneters, while offering custoners appropriate protection as
to rates and service quality.

Traditional rate-of-return regulation requires conplex and
| engthy rate cases to consider evidence on the utility's
revenues, expenses, capital structure, and a proper return on
its investnent, as well as testinmony on the amount of revenue
to be recovered fromindividual services offered by the
utility. These cases take up to 10 nonths at the agency and
up to three years, if appealed to the courts. A rate case can
be initiated by the utility if it believes its revenues are
i nadequate, or by the consuner advocate if it believes the
utility is overearning. Rate-of-return regulation gets its
name because in a rate case the utilities board determ nes the
anount of revenue needed to provide the utility the
opportunity to recover its expenses plus a reasonable rate of
return on the investnment of sharehol ders
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