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REPORT AND ORDER 

In February, 1975, +&is Conmiaaion decided to establish a generic case 

for consideratfon of "a coat of service study.* Since that decision and the 

initiation of thia case several preheating conferences have been held and several 

position papers and other documenta have been filed with the Coxaiqaion. 
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By July of 1,976 it became apparent that discussing the pros end cona of 

all possible means of determining coats would be of little value. It was decided 

to focus the attention of the proceedinga on the proposal of Southweetem Bell 

Telephone Company, hereinafter referred to as "the Companya, to use long-run 

incremental analysis, hereinafter referred to as "LRIA", in the determination of 

the rates for providing various services to the public. The Company’ a basic pro- 

posal was chosen as the single methodology around which to focus the hearings 

because the Company has the burden of proving the reasonableness of ita rates in 

proceedings before the Commission and has the initial decision-making~~aaponaibili~ 

concerning the pricing of its services. 

On October 29, 1976, the Commission asked for prepared testimony and 

exhibits specifically directed to issues delineated by the Commission ip Wchibit 

A” attached to that order. 

A hearing was held March 7 through March 10 at which time the Comai88ion 

received testimony from nine witneaaes and received thirteen exhibits. Nummroua 

other coat studies end information had been previously received by the Commission 
. 

in this and other dockets. 

Findings of Iact 
The Missouri Public Service Commission, having considered all of the 

competent and substantial evidence upon the whole record, makes the following 
findings of fact. 

Even Lough this case started out to be a 'coat" of service study of the 

Company, it should be stated at the outset that no actual ‘coat8 will or can be 

determined by this Report and Order. Neither will any prices be determined by 

this Report and Okder. No rates will change at this time , although some rates will 

change in the future by virtue of the implications of the Coamaisaion'a decisions in 

this case. 

This Report and Order eatabliahes the framework for future coat and rate 

determinations for the Company in Missouri. That framework will be of a general 

nature in part and specific in part. It is not intanded to be eternal, but neither 

is it intended to be ethereal. The Couaaiaaion desires to set a practical frhmet- 

work for the regulation of the rates for telephone services in this State and as 
circumstances change, it is assumed that practices and even basic philosophy of 
telephone pricing may also change. However, for the foreeeeable future the basic 

guidelines set forth in this Report and Order shall apply. 
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The Coaaaission recognizes three basic categories of service provided by 

the 'Company. Category one services are all those subject to 8ubstantial competi- 

tfve pressure. Category two services are all those which sre classed as basic 

telephone service. Category three is aude up of the balance of all l ervicea 

provided by the company. 

Examples of service in category one are buainesa aad reaid@tial vertical I , 
offerings, radio signeliag, mobile services, and data tenninala. Examples of basic 

services provided by the Company are basic exchange service, reaideatial aud ' 
busineaar end outside base rate area mileage. The Company has encouraged the C&n- 

mission to state specifically into which various services would fall fn or&r that 
the Company mey have a determination of the categories for study purposes. However, 

the Cormiaaion declines to specify an appropriate category for moat services. For 
example, there may be soma residential vertical offsrings which are not at this 

time subject to substantial competitive pressure but which may bp very competitive 

in a few short years. In such a aituetion, the 8ervice preaently belongs in 
ChtOgOry three, but when competition becoxes Substantial the service should becosm 

h category one service. In either case, LRIA applies. 

Rarthermore , there may be additional basic services belonging in category 
two. An auxil+y device for the hrrd df hearing may fall into this group of . 
servicea. Inasmuch as it is the Company's initial reaponaibility to price its 

equipment and inasmuch aa the Con&salon did not have before it all of the varioua 

characteristics of the Several thousand types of eervice provided by the telephone 

company, the Coamisaion must leave to the Company the initial catafoging of all the 

aervicea it provides. 
Catagory one services will be priced so as to generate the largest 

practical level of contributioh from those services to joint end coamon oosts and 

to basic services baaed on LRIA. A price shall not be approved by the COrmaiSSiOn 

which does not allow for some contribution to be made to the joint and common coats 

of the Company. 
Category two services will be priced residually after taking into COta- 

aideration any contribution to revenue requirement made by category one and 
category three services. The Company shall have the initial reaponaibility of 

bringing forth any economic or social factors used to adjust tha relationship 
between the charges for various basic services. 
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. Category three sendcar will be priced urring long-run incremental 

analysis as a foundation, and adjusting for social or economic factors related to 

the grovisioa or receipt of those services. The Company shall have the initial 
responsibility of bringing forth any such factors which it believes should be 

taken into consideration when adjusting the LRIA price for those services. 

The Coamni5aioa recognizes the radical possibility of the total contrf- 

bution from category one and category three services exceeding the joint and 

conanon costs of the Company and making a contribution to the direct cost5 of those 

service5 in category two. Under the teaau of this Report and Order tha't result 

is not objectioneble. 
The Company shall perform an exchange class of semica cost study which 

develop5 the embedded direct coat for all classes of service under category two. 

The relationrhips between t!aose embedded diract costs shall aeke as the basic 

relationship in pricing category two servicer under the residual technique. The 

basic price relationahipa may be modified to recognize specific social or econoakic 

factors attendant to the provision or receipt of those be5ic l emices. Statewide 
. 

average ratemaking shall be retained as a pricing principal. 

The Company shall alao perform en exchange rate group cost/revenpe 

analysis of the rate groups in the present population categories. 

The Company shall also conduct a usage sensitive study having as 

variable5 at least the time-of-day, time-of-week, and duration of call on a local 
. 

exchange in the'kate of Missouri to determine the reasonableness of usage aen- 

aitive pricing for basic exchange service. Reaaonebleneaa in' thin case includes 

but is not limited to a consideration of the magnitude of change in rates, customer 

acceptance, end coat savings to the Company to be passed through to the customers. 

In order that the public may be involved in the eatabliahment of the 

criteria for the usage sensitive study the Commission will initiate a 8)parats 

docket number for that study. hr so doing, the Commission recognizes the fact 

that several usage sensitive studies have been started but they have not always 

been completed. By establishing a separate docket for this study the Comd88iOn 

herewith fndicates that it wants this study to be completed so that the data may 

be available for use by this Commission. It is hoped that the institution of an 
open docket for the participation of all will in no way slow or preclude the 
completion of the study. In this situation, the Comaiaafon considers that the 
benefit of public contrfbution to and understanding of the nature of the study will 
outweigh the possible detriment of delay or obfuscation. 
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l T h e  C o m m ission is cogn izan t of the  fact th a t th is  o u tlin e  of pr ic ing 

ph i losophy  wil l  n o t b e  i m p l e m e n te d  ove rn igh t. It will. h o w e v e r , expect  the  

C o m p a n y  to  m o v e  with de l i be ra te  s p e e d  to w a r d  th e  i m p l e m e n ta tio n  of th is  pr ic ing 

p l a n . L o n g - r u n  i n c r e m 5 n ta l  analys is  cannot  b e  per fo rmed o n  every  earv ice  fo r  every  

ra te  o a a e .  In te r p r e ta tio n s  a n d  in terpo la t ion5 wil l  b e  necesaaxy  as  F i rm a n d  ra te  

cases a m r c h  o n . A b s o l u te  prec is ion is not  a  g o a l  to  b e  expec te d . J u d g m e n t is a  

too l  to  b e  re l ied  o n . T h e  C o m m ission is o f th e  op in ion  th a t n o  o th e r  pr ic ing 

m e c h a n i s m  can  c o m e  c loser  to  prec is ion e n d  n o  o th e r  pr ic ing m c h a n i a m  rel ies a n y  
leas  o n  j u d g m e n t. 

T h e  M issour i  R e tai lers Assoc ia t ion h a 5  e n c o u r a g e d  th e  C o u a n i a a i o n  to  

instruct th e  C o m p a n y  to use  a  p e r c e n ta g e  across th e  b o a r d  inc rease  in  a n y  ra te  

p r o c e e d i n g  in  wh ich  it d o e s  n o t h a v e  d a ta  ava i lab le  for th e  determinat ion o f 

pr ices  of  ind iv idua l  services. T h e  C o m m ission d o e s  not  fee l  th a t! it it adv isab le  

to m a k e  such  a n  o r d e r  in  this case.  W h i le it m a y  b e  h e l p fu l  in  s o m e  respects,  

th e  ra te  des ign  for  th e  C o m p a n y  which  resul ts f rom th e  n e x t m a jor  ra te  p r o c e e d i n g  
file d  before  th is  Conmiss ion  shou ld  b e  set by  th e  Coaaa iss ion  h e a r i n g  th a t p a r ticu la r  
p r o c e e d i n g . 

T h e  E o m m i5a ion  is o f th e  op in ion  that th e  gu ide l ines  e a ta b l i a h e d  in  th is  

R e p o r t a n d  O rde r  p rov ide  a n  a p p r o p r i a te  r e s p o n s e  to  th e  inc rease  in  c o m p e titio n  in  

th e  te l e p h o n e  i n d u 5 try, recogn i t ion  o f th e  social  va lue  o f universa l  te l e p h o n e  

service, th e  rap id ly  c h a n g i n g  techno log ica l  a d v a n c e m e n ta  in  th e  te l e p h o n e  industry,  

a n d  th e  des i re  to  establ ish a p p r o p r i a te  pr ic ing pr inc ip les fo r  th e  fu tu r e . T o  b e  

certain,  th e r e  wil l  b e  m a n y  var iab les  by which  o n e  p a r ty o r  another  m a y  des i re  to . 

modi fy  the  coats d e te r m i n e d  by  th e  l o n g - r u n  i n o r c m a n ta l  analys is  o f a  p a r ticu la r  

service. W ith  c h a n g i n g  c i rcumatancea,  cer ta in  serv ices m a y  c h a n g e  f rom o n e  

ca tegory  of  services to a n o th e r . However ,  with th e  L R I A  p e r fo r m e d , th e  c o a t ( in  

te rms  of a  r e d u c tio n  in  c o n tr ibut ion to  bas ic  serv ices) of m o d ifying a n y  pr ice  

c h a r g e d  for a  p a r ticu la r  serv ice c a n  b e  m e a s u r e d . E v e n  th o u g h  th e  nonspec i fica  of 

L R IA  a r e  a  cause  for concern  o n  th e  p a r t of s o m e  p a r ties, th o s e  n o n a p e c i fica  a r e  

m u c h  rmre  specif ic th a n  th e  q u a n tifica tio n  of “va lue  of aeN icegr  th e  d e te r m i n a tio n  

o f wh ich  is n o n q u a n tifia b l e  a n d  th e  a p p r o p r i a teness  o f wh ich  c a n n o t b e  c o n firm e d  o r  
d e n i e d  a fte r  th e  fact. 

T h e  C o m m .ia a fo n  a d o p ts th e  d e fin i t ion of l o n g - r u n  i n c r e m e n ta l  ana lya ia  a a  

a e t fo r th  o n  C o m p a n y  a n d  S ta ff Joint  Exhib i t  N o . 1  file d  in  th is  case.  T h a t 

d e fin i t ion is a tta c h e d  h e r e to  as  'A p p e n d i x  A ,” T h e  C o m m ission genera l l y  a d o p ta  



the proposed method of performing the long-run increauJnta1 analysis a5 set out in 

Company Rxhibit No. 7 filed in this case. A5 the Company gain5 in sophistication, 

econometric a~lyeie may be utflfaed'and improved forecasting techniques developed. 

Irrespective of any previous or future reference in this Report and Order to LRIA 

serving as the basis for pricing category one or category three services, where 

the Company can show that the possible benefits of a full-blown LRIA study are 

outweighed by the cost5 of that study the Company may employ a directly assigned 

coat study methodology. In those instances where the data cannot be Mazda available 

for a full-blown LRIA study or a directly assigned cost study, another a+odology 

may be utilized. 

A smell dispute arose between the Company and the Staff concerning the . 
"cost of capital" to be used in the long-run fncrcmcntal analysis. The Commission 

hereby instructs the company that it should uae aa a component of its LRIA the 

opportunity coat of money needed to purchase the equipment required for the pro-. 

vision of the aemfce. While it is true that a composite cost could be wed and 

adjusted to reflect changes in riaka,the Commission believes that &e utilization 

of the opportunity coat of money would be a more appropriate means of handling the 
. difference in risk characteristics of varioua services. . 

Verious parties to this case presented arguments against the Company's 

proposed pricing methodology. Problem5 associated with the inatitution of the 

Company's prfcing'methodology were also brought out. SOIM of the opposing argument 

and problem5 era discussed below. 

The Public Coun5el argues that "the Company's proposal should be rejected 

for the follouing reasons : (1) the Company’s LRIA and residual pricing proposal 

will fail to provide sufficient data for this Co&asion to determine whether rates 

are just, reasonable and not unduly discriminatory; (2) benefits alleged to accrue 

to basic exchange cuatoxnera rest upon the highly questionable assumption that non- 

basic services are making and will continue to make a substantial contribution to 

common and joint coats; (3) virtually all effective methods for eatabliahing and 

maintaining accountability to this Conmission would be eliminated under the 

Company's proposal; (4) the Companyta LRfA proposal substantially depart5 from 
traditional economic theory regarding marginal cost pricing; and (5) the Company 
would be permitted to earn excess monopoly profits in markets for nonbaaic- 
services: 

s 
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In response to these objectiona the Commission is of the opinion that: 

(11 the Company's pricing proposal will provide more data for thir Coxaiaeion in 
terma of coats and revenues associated with each kind of seNfce, including the 
effects of cross elasticities for full-blown LRIA atudie5 then it would have 

available under any other kind of pricing xethodology. The pricing oZ*future 
services would be based on future expectations. Insofar aa future expectations are 

reflective of historic data, projection5 are no worse than hiatorfcal data. Inaof ax 

as the pricing methodology modifies historical data to more accurately reflect 

what is expected to occur in the future, it is an improvement on the data available 

to insure the implementation of just end reasonable rates. 

(2) The utilization of LRIA will allow the Commiarfon to determine 

precisely the aontribution, if any, made to coaanon and joint coat8. If no con- 

tribution is made to coamwan and joint co513 then presumably the C&mission will 

not allow the tariff for such a service to becoam effective. 

(3) The Coam.iaafon is of the opinion that ita ability to establish 

end maintain accountability will be greatly enhanced under the Company15 proposal. 
The retrospective view of the Company's work product in making the applicable costs 

. 
studies can only result in improved regualtory capability aa well as implying a 
demand for continual improvement of the Companyfr LRIA methodologies. 

(4) All parties agree that marginal coat theory cannot be implemented 

in practice. The fact that the Company's methodology departa from theory to take 

into consideration the practical problem associated with the pricing of a complex 

system of aervicea is an inaubatantial argument againat the proposal. 

The Commission is fully aware of the problems of making market forecaste 

but it is unpersuaded by the Office of Public Counsel's citation of FCC concluafona. 

The Cosaniasion expects forecasts to vary in degrees of accuracy. The fact that 

"Telpak' revenues may hdV5 been overatdted by only ten percent Strikes this COJW . 
mission as a plus rather than a minus. Hissing the forecasted rate of inflation 

for six years from now by ten percent is preferable to not forecasting it at all. 

There is no tentimony in the record of this case that the substitute mathodology 

for pricing proposed by Office of Public Counsel has any basis in fdCt. All 

wiL?essea who testified on the point indicated that fully diatributed COStS SttIdieS 
have no meaning for the purpose of determining appropriate prices to be charged 
for telephone service. 

-7- 



It should be obvious that marginal cost theory cdnnot be applied to 

all services provided by the Company. Operating within the revenue mquirenmnt 

constraint it is necessary that sow service provided by the Company must ba 

priced at scumthing leas thdn incremental coats. The Comiaiaaion herein has 

determined that those services to be so priced shall be basic telephone l ervfces 

universally utilized by Misaouri~a citfrenr. 

(5) %xcess monopoly profits* is a term used by the Office of Public 

Counsel in it5 cross-examination of Dr. Alesaio. By that term the Off+8 of Public 
. . 

Counsel means the difference between the price Sat where marginal cost equals 

marginal revenue and the price located on the denmnd curve above the intersection 

of the marginal revenue curve and the marginal cost curve. The Comiaaion 15 

certain that Sow seNicea presently provided by the Company are priced at such 

levels at the present time. The extent of that pricing is not known. Rwever, 

using the Company85 proposals will at least quantify the existence of such a 

situation and the Commission will be in a position to react if it so desires. The 

Commission finds no inherent evil in pricing certain aervfcee in +a manner, if 

it is socially and economically desirable to do so and the composite of the reault- 

ing rates 15 fair, reasonable and not unduly discriminatory. 

fntervenor, Xisaouri Retailers ASaocfation, argue5 that (11 it is no 

longer appropriate to gedr pricing policy to the largely achieved universal 

service objectiya; (2) the acceptance of the LRIA framework and the Compaay's . 

pricing phfloao;hy would mean that, apart from noneconomic consideratfona, the 

Coaaairaion would lose its power to affect rates for nonbaSic aarvicea; (3) the 

forecasting procedures involved in LRIA dre so COmpliCdted and subjected to varied 

interpretatlone that the Commission would find itself with little solid evidence 

on which to base its decisions; (4) the proprietary intereate claimed by the 

Company on certain features of the proposal would make the proposal incapable 

of being validly tested by the Public Counsel, InteNenore and other interested 

persona from whom the proprietary information is withheld; (5) the Company’s 

proposal would fail to provide any informtion on a number of important coat 

relationahipa involving basic service: and (6) inconsistent methodologies would be 

applied to different categories of the Company’s 5eNiCaS. 
In response, the Commission is of the opinion that (1) while universal 

service may, at one time have been a goal to achieve it reMin a goal to Mfntdfn, 

Nowever, it is equally important that universal service has already been achieved 
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so that th5 l benefits' of pricing on the basis of long-run incremental ~alyaia 

of other l ervicss can be spread universal&y through residual pricing of a setvice 

which is for most practical purposes universal in application. 

(2) Economic considerations would Still be permlarible in category 

two and category three services. Economic factor8 can be taken into conrideration 

by the Comiseion. Those economic factors, however, moat likely would not include . 

other cost relationships, unless the Commission detershed that thos;'telation- 

ships were essential to the determination of an appropriate rate for l .catsgory 

three aervico. 

(31 Although the forecasting procedures are complicated, they are 

capable of being understood. Furtherwre, they are subject to no more varied 

interpretation5 then any other kind of study of costs that it would be poaafble 

for this Conmission to approve. The Commi5aion is of th5 opinion that the 

l videAce presented by a~ LRIA study will be cormiderably awe informative and 

helpful in l steblishiAg future rates for category one and caf*gO?& three services 
than other types of studies which have been diac\uaed. Ths Missouri Retailers 

complain that Yhe evidence on which the Coamiaaion would have'to base its 
decisions would be arbitrary and inconcluaive.m The Comiseion knows bf no way 

to study coats that is riot arbitrary and inconclusive. As long as the prices are 

going to have so be established on arbitrary end inconclusive information, however, 
that arbitrariness should be specified and the extent of the iaconcluaiveneas 

should be noted. This is possible with ah LRIA study. Mxeover, the arbitruy 

and inconclusive character of the information upon which the prices were first 

established is store easily monitored and later altered. 

(4) There are two basic problem8 associated with the protection of the 

proprietary interests, if any, claimed for certain features of long-mm incremental 

analysis. The first is whether or not the information can be provided to parties 
to rate proceedings for their review and conaideratfon. The CommiaeioA is of the 

opinion that this does not constitute a problem insofar as the Company has 

expressed its willingneae to provide the fnfomtion to the parties to a rate 

proceeding provided, however, that the proprietary n5ture Of that information is 

protected. 
The problem arises when a party desires to contest a finding or determina- 

tion made by the Company in its LRIA at a hearing before the Public Service Con- 

mission. The Couxaiaaion~a hearings are required to be open &Ad the question 
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arise8 a8 to whether it would do any good for a party to have information available 

to ff that it war not able to di8cu88, interrogate about, or present te8tinmny on 

in an open forum. The cauairsion i.8 of the opinion that th8 open meeting8 law wa8 

not intended to preclude the Consai88ion from acting in the be8t htare8t8 of the 

QUbliC in formulating rate8 on the ba8t infOnWtiOn available to it. The open 

IUeeting8 law, in the OpiniOn Of the COmii88fOn, We8 not adopted t0 preclude 

certain rate derignr and information from being dircu88ed at it8 heering8, The 

Commi88ion i8 of the opinion that 8hould the occarion arise, adaquate Legal 8afe- 

guard8 can be ertebli8hed by this Comui88ion, through and with the cooperation 

Of the court8 of thir State to in8Ure adequate oQQortunitie8 to fully dirCu88 any 

a8pect of the cOrnp~'S LRIA 8tUdit8. 

(5) The Commi88ion ha8 modified the company’s QroQo8al to prokda 

infOwt.iOn on co8t relatioluhips involving baeic services. 

(6) Wing different methodologie8 to price different CetegOrfe8 of 

service doe8 not necessarily render the price8 charged for service8 in tho8e 

categorie8 jurt, reuonable, or nondircriminatory; however, neitbrrdow it make 

thO8e rate8 unjU8t, unrea8onable, or unduly di8Crimhatq: 

The Comtf88ion agree8 with the American Diotrict Telegraph Company that 

the provision of service over 30 Baud private line Channel8 by the telephone 

COlllQany i8 a monopoly rervice and i8 not 8ubject to sub8tantial COlQetitfV8 

Qr888UEe8. The &m.i88ion doe8 not agree, however, that th8 provi8ion of 8ervice 

over 30 Baud channel8 fr a ba8ic 8ervfce and therefor would cla88ify ruch 8e~ice 

a8 a category three service which would start with LRIA as the foundation for 

QrfCing,to be adjusted by the Conxuission according to such eocial md economic 

factor8 a8 the Company in the ffr8t in8tance, and the Comm.i88ion(with the inter- 

vention of American Di8tXiCt Telegraph Co~any)aQQroved ia the 8econd in8tance. 

The Conmi88ion concede8 that there ar8 8ervice8 in category three which are 

ElOnOpOliStiC 8erViC88. There are oth8r8 which are 8ubject to SOIm competitive 

pre88ure and there are 80me, part8 of which may be nece88ary to the prOVi8ion Of 

basic service. It may well be nece8sary to adjust the price detenained by long-run 

.incremental analyyri8 to r8flect varying degree8 of the80 three or other factors. 
It io not po8aul8 to do 80 on the basis of thin record in this Ca8e, but in a 

subsequent rate proceeding the allegation8 of American Di8tdCt Telegraph Company 

that the 8ervice is a monopoly service, is not discretionary, i8 nece88ary to 
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obtain insurance caveage, and is required for economic survival aad public 8afety, 

are all factor8 which the Commi88ion will have to taks into con8ideration in 

determining whether or not to adju8t the LRIA price. . 
The Coumi88fon doe8 not fael that the long-run incremental 

of the Company'8 LRIA will indicate a *high' price fat the use of 30 Baud private 
line chaeeel8. Rowever:, the long-run incremental revenue portion of the LRIA may 
indicate a 8ub8tantial price for the prwi8ion of th8 8ervice in ord& to auxfmize 

contribution to joint and common co8t8 of the Company. It 18 Qr8Ci8el.y thi8 

relationship of revenue contribution vereue racial contribution which the Corn- 

iUf88iOn will have to decide at some future date. . 
We agree with American District Telegraph Company that any CO8t ahaly8ir 

performed by the Company should be specific enough to recognize important dis- 

tinctionr in service and co8t characteristio8 of the VadOU8 type8 of service pro- 

vided by the Company. 

The City of Karua8 City in it8 brief point8 out 8everai alleged incon- 
ri8tencie8 or problaplu with the implementation of the Company'8 LRIA approach. 

Soam of the8e problem hat?8 been addre88ed prevfowly in thi8 Report and Order. 

No one tim8 frasm can or 8hould be 88tablished for all 8erviC88 prOVfd8d 

by the Company. The time frame chosen for incremental analy8f8 8hould alhw for 

full utfliza&n and implementation of the nervice to be provided and can only 

be expected to vary generally between three and 81% year8. Ju8t a8 one 8ingle 

co8t methodology cannot be establfahed for all coe~any 8erviCe8, no time frame for 

LRIA can be e8tablished that will fit all company service8. 

Although it 18 certainly QO88fbl8 to divide the broad Cla88 Of talePhone 

rerviccr into two categorie8 , monopoly and competitive, much in the manner that the 

FCC decided t? divide the 8eMce8, thi8 COlUULi88iOIi 18 IlOt inclined t0 that lamb 

pricing methodology. Therefore, the development of a definitioe of -nOQolY and 

comeptitive 8ervice8 la not necerrary. TO be 8Ur8, thi8 COPllai88fOn i8 not UnCOn- 

cerned that 8ome monopoly service8 should not be priced at as high a rate a8 LRIA 

would indicate. That, of coume, is the reason why deviation from LRXA for 

specific 8ocial-economic reasons should be allowed. . 
Certainly one cannot have ba8fc service without tic original inrtallation 

of a telephone. In the Company's recent rate deci8ion by the Coxai88fon an increase 
tn installation charge8 wa8 allowed. However, the charge8 allowed in that case do 

not reflect the total co8t8 of in8tallation. This is one mean8 of reflecting the ' ' 

basic service aspect of some of the co -~ln~nt par+8 of q in8tallatfon-move" charge8. 



In the instance of charginq for directory a88f8tAnCe the ComLi88ion, at 

the requert of the Coepany, handled the situation differently from the in8tAlla- 

tfon charge8. In the carm Of directory A88i8tanCe charger the fft8t ffV8 dit8OtOry 

as8istance reque8tr were provided at no charge a8 a part of A 'ba8fc 8ervice' 

Provided by the Company. Every directory assistance call thereafter wa8 priced 
At CO8t. The88 two example8 ar8 but two way8 in which the 8ocfal-economic factor8 

may be used to modify LRIA. 

It 18 apparent that the City of Karma8 City doe8 not thiuk too highly of 

the pro8pect of Aa well-intention8d Cosmi88ion deciding money m8tter8 l f28cting 

thowand8 of Qre8ent and future telephone cu8tomr8 on iufonnatfon developed by 

Company per8onnel who would tran8mit thi8 data a8 factual, y8t not Aveihble for 

review by partfe8 other than the staff, then rcreened for AQQliCabflity by an 

inadequate Cd88iOn etaff, the staff somehow A88utfng the COIAEli88iOh Of the 

validity of the Approach, refinement of forsca8t , And detailed anely8i8 Of the 

LRIA structured by the Company." 

Even though the Commisafon doe8 not view thi8 de8oriQtion of the imple- 

mentation of LEUA methodology a8 an accurate one it i8 cer+afnly an Lprov-t . 

over the pro8pect of a well-intentioned Conmia8ion deciding money metter8 Affecting 

thou8and8 of present and future telephone cu8tomrr on inappropriate information 
developed by Company personnel who would develop thi8 data a8 factual, modified 

by undefinable value8 of service , 8creened for AQQliCZLbility by u0 Onep the 8taff 
. 

somehow unable to’a88ure the Cosmi88ion of the validity of the approach, or of the 

lack of a forecaot or detailed analyri8 of irrelevant co8t data rtructured by the 

Company. 

ConcLl8fon8 

The nf88ouri Public Service Commission ha8 arrived at the following con- 
ClU8iOn8 1 

m8 Company i8 a public telephone utility subject to the jurindiction of 

thir Colmri88ion a8 provided in Chapters 386 And 392, RSMO 1969. The COAAAi88iOn ha8 

general supervision over the rate8 And service provided by tha bnpany under those 

sune chapters, 

The Company should establish three ba8ic categorie8 of eervice for the 

purpose of establi8hfng a pricing policy in conformity with the finding8 contained 

in thi8 Report and Order. 
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'fhe COlapAQy 8hOuld QerfOlm An exchange Cla88 Of 8eSViC8 CO8t 8tUdy which 

deVetOQ8 the embedded direct CO8t for all da8888 Of 8UViCe UndU Category tu0 

a8 d8fined by this &port and Order. 

The Company should perform an exchange rate group CO8t/t8Venue analyri8 
-. 

of the rate group8 in the pre8ent population categorie8. . . 

The Company 8bould conduct a u8age 8en8itfve pricing 8tudy ar,defiaed by 
thf8 R8port And Order. such 8tudy rhall be 8et up a8 a reparate docket e8tablished 

by thi8 CdS8fOh. . 
The method of detenainatfon of rate8 Qropo8ed by the Company A8 accepted 

And modified by the Commi88ion in thi8 Report and Order i8 ju8t and r8a8OMbl8 And 

not unduly diocriminatory. The rates for telephone seEvice determined by the 

methodology aQQrOV8d by this Report and Order will be jwt and rea8onable and not 

unduly diacriminetory . 
. 

It f8, therefore, 

ORDxREDr 1. That the Company #hall move with.deliberate apeed to imple- 

ment the pricing Amthodologie8 approved by thi8 Report and Order. 

ORDERED: 2. That the Company 8hall perform An eXChaIIg8 ola88 of 8exVice 

co8t 8tudy in ~0nfora~Ity with the provirion8 of thi8 Report aud Order. 

ORDERED8 3. That the Company rhall perform An exchange rate group 

co8thevenue analyei8 in accordance with the provi8ion8 of thi8 Report and Order. 

ORDBREDI 4. That the Company ahall conduct a u8aqe 8en8itive study in 

accordance with the provisions of thf8 Report and Order. 

ORDxREDr 5. That thi8 Report and Order shall become effective on the 2lst 

day of June, 1977. 

BY THE COMMISSION 

!ii&&hZ 
Secretary 

Pierce, Sprague And JOne8, 
cc., Concur. 
Mulvaney, Chn., Not Participating. 
Pain, C., Ab8ent. 

Dated at Jefferson City, Missouri, 
this 27th day of May, 1977. 



APPENDIX A 

A DEFINITION OF LONG-RUN INCREMENTAL ANALYSIS 

Long-Run Incremental Analysis (LRIA) is a decision making tool, 

designed to determine and evaluate the impact of alternative courses of 

pricing action under review by this Commission in its regulation of the, 

telecommunications utilities under its jurisdiciton. LRIA is a decision 

making tool that is based on microeconomic theory and has been adapted to 

the practicalities of the non-theoretical world. It is used to assess the 

anticipated changes in revenue and costs resulting from such developments 

as: the introduction of a new service, changes in rate and tariff structures, 

the discontinuation of an existing service and the replacemen; of an existing 

service with a new one. Since LRIA deals with expected changes in future 

revenues and costs resulting from an anticipated change in rate schedules 

or in the volume of service, it fs a forward-looking or prospective decision I' 
making tool. 

LRIA has two components, Long-Run Incremental Costs (LRIC) and 

Long-Run Incremental Revenues (LRIR). LRIC is defined as the change in all 

costs, including the effect on common costs, as a result of adding units of 
. 

a single service, or adopting an alternative schedule of rates. LRIC considers 

the direct costs incurred in providing the service, including cost of money, 

over a sufficiently long period of time as to permit full adaptation of plant 

capacity. Any costs, including capital costs, that occur in the plant adaptation 

are accounted for by LRIC. 

. 
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LRIR is defined as the change in revenue from all services as a 

result of adding units of a single service, or adopting an alternative 

schedule of rates, over a period of time sufficiently long so as to allow 

for a full and complete market reaction. It is important to remember that 

LRIC analyzes expected changes in future costs, and LRIR analy?es expected 

changes in future revenues. Consequently both concepts are forward4ooking 

or prospective tools. . 

. 
The time period of LRIA must be long enough so as to allow for a 

full and complete mtrket reaction by the consumer and to permit,adaptation 

of the plant and equipment by the Company to the anticipated size of the 

market. . 

Although the methodology of LRIA is equally applicable to all 

telecommunications services, it has been applied traditionally to the non- 

basic service,:. The intent has been to generate the largest practical 

increase in contribution from the non-basic services so as to keep the rates 

charged for basic services as low as possible. Moreover, the cost of conducting ' 

any analysis must be weighed against the benefit expected to be derived from 

the analysis and only when the anticipated benefits exceed tne costs should 

the analysis be conducted. In this circumstance, a directly assigned, or 

incremental unit cost study is sufficient. 
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-* . , 

STATE,4lF MISSOURI 

OFFICE OF THE PUBLIC SERVICE COMMISSIQN 

I have compar,ed the preceding copy with the original on 

file in this office and I do hereby certify the same to be a true 

copy therefrom and the whole thereof. 

WITNESS my hand and seal of the Public Service COmmiSSfOn, 

at Jefferson City, thds 27th day of May 1977. 

z&L 
Secretary 


