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COMMONWEZALTH OF K INTUCKY

BEFORE THE PUBLIC SERVICE COMMISSION

In the Matter ofs

ir

optioral local yeasured service ("LMST) gariff° {n Kertusky. I°

sOUTH CENTRAL BELL'S PROPOSEID

)
pxPERIMENTAL LOCAL MEASURED ) CASE NC., 9571
SERVICE TARIFFS )

© R D E I

INTRODLCTLION

on January 18, 1984, the Kentucky Pudlic Service Comnission

{ts Order {n Cese No. 88471 placed @ meratorfun orn further

exparsion of South Central Rpell Tel:phc-e Compdny's ("SCB'8";

~
lf

that case, SCB alleced that optional LMS promoted eceacric:

efficlency. eguitable rates, yniversal service and provides tre

censwrer the opportunity to control his telephone COSts, HKHowever,

{n revievwing SCB's optional LMS the Coimnissisn found that STE ha?

failed to docwnent the incremental cout of LMS, forecast derand
and construction expenditures uncer tvs pricing, prepare st .d:es
to demonstrate thas LMS rates track COStS, an¢ develop ccsts’

benefit stucies cf LMS. The Comaissicn found that SCB'Ss pricing

gtrategy for optional LMS would lead to virtually all custorers

Notice o©of South Central Bell Telephone Company of &n
Adjustment in Its Intrastate Rates and Charges.

Local Measured Service is a-method of pricing local telephone
service based on the time of day, number, distance ans
duration of calls.



eventually subscribing to LMS without an express Cornission polizcy,
decision that the LM5 reate structure was proper. Because of tle
lock of inforration and analysis of LMS the Comrission irdicated
fts intention to ccncentrate on the IMS pricing concept {n a more

general forwn,

or. Novenber 15, 1984,,£he Comunission established Adininistra-

3 The purposes of Airintstrative Case No, 285

t{ve Case No. 285.
were to develop the information and*iﬁiiysesfteduired~for proper
evaluation of LMS and to assist the Comnission in the developuent
of o statewide policy orn the pricing of telephonevlervice on a
usage sensitive basis. Because of B6CB's ané¢ General Telephone
Company's continuing interest the Comnission reguired these
teilephorne utilities to prepare research prcss als providing their
research objectives, scope and wethodologies to be used {n th&7
experiment., In addition, the Comnission set forth the infceriraticn
and da-a requirements of the experiment in Appendix A of the Orcer
{initiatirg the fnQuiry. The {nformation incluced such unique data
as cost of traffic-sensitive plant, price elasticity estinates for

on—peak'*uaigefrandffusnge,,by,,demog;aphic subset. Firally, to

oversee the experiment and to provide consuner advice and cowrent

4

the Comnission established an LMS Oversight Comnittee” which was

to meet periodically, rocelve reports on the experlicent

3 An Investigation §nto the Economnic Feasibility of providing

Local Measured Service Telephone Rates {n Kentucky.

1

¢ See Appendix A for Meirbership List.



an4 provide feecback on the proposale. The LHMS Oversight
Comeittee has et quarterly and minutes have Lbeen iaintained,

on May 1, 1986, 5B provided Notlice to the PSC of {ts {ntent
to change rates in the Bowling Green wire center. On May 9, 1986
gCh filec ite proposed teriff changes with the PSC. BCB propose:;
to fmmplement & mandatory local wreasured service trial {n Bowlirjp
Gresn for the period beginning July 1. 1986, and r;nning throughs
Decerrber 31, 1986, 1In addition to {ts prcposal for icwzing Greer,
§-B requesteZ that the PSC Jift its moratorjum on optional LMS ire

exchanges with the €3 prefix {n Louieviile for the sane pericé cf,

time,

On May 2., 1986, ihe comnission held a public hearing for
purposes of cross-exarining witnesses of §CE on the proposed
jnandatory LMS trial {r. Bewling Green. ~The hearing was held as
gcheduled and all information requested at the hearing has been
providec. subseguent to the hearing. the Attorney Genera.'s
oftice and Harold Telephone Conmpany reguesteé and were grante?l

{ntervenor status.

LvS Pate Experiuwent

Disagreenment with the proposed vniversal LMS rate experiment

has been expressed by residential end business consupers at bcth

the rate hearing end st & public meeting held in Bowling Green on

1986.S The concerns centered around five gundarental

June 17,
{ssJes. First, residential consuners are concerned with the
5 RPepresentatives ot ECB and the statf of the Comunission were

present to receive comnents fron the public.
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rethod used to select Bowling Green as the site for the mardatcry
LMS trial. Second, consuners are concerned that Bowling Green
recidents were not given the option of gelecting LMS but {nstead
were placed involuntarily on LMS. Trird, residential consucers
expressed the belief that the {mplenentation of mandatory measure?
service will result {n a revenue windfall for ECB and adversely
affect the Bowling Green area. Fourth, residertial Tonsurrers were
corcerned thac the LMS triallwould be 1nale penranent'nt the end of
a €-month period. Finally, Bowiing Green consuiners were concerne?
that the Bowling Green wire certer would be responelble for any
pdditional experises associated with the LMS exjperiment,

The Comnission wishes to emphasize that it has made every:
effort to minimize the {rpact on individual ratepayers of this
g-ionth experiwent. Acccrding to SCB's studlies of current usage:
patterns, 70 percent of Bowling Green ratepayers will experience a -.
reduction in their bills for local telephone service during this.
pericd. Those ratepayers whose current usage would indicate
higher bllls under L¥S will have the opportunity to keep these
{ncreases to ar absolute winimum by liiniting the nurter and lergth
of the!r telephone calls. 1In any event, the rates will be cappel:
¢o0 that no residential customer will pay more than $21.%0 per.
wonth and no business customer will pay iore than §56.60 per
month, no matter how nany calls are wnade,

In Adininistrative Case No. 285 the Comnission reguired both
General Telephone Conpany and SCB tc state the criteris uses in
their selection of LMS study exchanges. §CB analyzed two wire

centers, Bowiirng Green and Loulsville Third Street, as possitle

[N -“



candidates. In selecting the experinent or trial site SCB steted
that {t used three-part gelecticn criteria. First, the techrology
necessary to neasure local telephone usage hat to be installed in
the central office. Second, the site does not currently have anc
ras not previously offered optional LMS sc that the {nforiration
gathered would be unbiassed. Finally, the cemcgraphic character-
{etics of tre proposed s&ite 1must be co:parable with statewlide
demographic characteristics. gince both sltes m;t the first tv>
reguiresents, SCB contr scted with the Urban Studles Center 8t the
University of Lcul isville to compare the demograpﬁics of the tw0
gites with the stete. The result of the study derorstrated that
the Bowling Green gite did provide a better denographic match with
the state than the Louisville gite. BCB proposed that the Becwling
Greer. wire center serve as {ts study area for mandatory LMS.

A wajor ccncern of the Comr-ission has been to obtaln g-ucy
results that will be useful {n determining & statewide LMS policy.
It is the opinion of the Comnission that the Bowljing Green deta
will beceuse of {ts derrographic characteristics provide inforire-
t{on that can be applied to the atate as & whole.

§ince the public hearing on May 21, 1986, the Comnission hes
spent a consideratle arourt of tire reviewing Administrative Case
No. 28% and the inforination reguiremente necessary to evaluate LM5
{n Xentucky. The information and analysis developed in the exper-
{iment will Dbe Kertucky-specific and {s not available from Other
sources, BSCB contends that the LMS rate structire is more eguite-
ble, 'will leal to more efficient use of the telephone plart, and
will contribute to universal service. The rapidly changing
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structure of the telephone {ndustry irakes it incumdent upcn the
Comrission to consider all pricing options in wmeeting the future
telephone needs of Kertucky consurers. Telepnone and teleccinruni=
cations services are becoming incre and more esnentijl to ecoronnic
developinent &8s Kentucky and the nation move irto the infonnaticn
ace. Esteblishing the proper pricing for these services is vital
to ensuring that Keatucky prospers {n this new era, Only thrcugh
gathering irformaticn froir the Bowling Green study can & proper
evaluation of LMS'be made for Kentucky. The Ccmrission {s of tre
opinion that the IM5 trial is recessary for {ts evaluation of LMS
and that it shculd be undertaken.

sorre Bowiing Creen residents are concerned that the trial
pericd for unijversal LIMS will be wade penranent without furthevr
proceedings. The Ccmunisslon wishes to wake abscliutely clear that.
we Fave no predisposition toward the IMS rate structure., If the
Conission had congidered that LMS was an appropriate rate struc-
ture, we would not have placed a woratoriur OR further expansion
of optional LMS. Instead we would have enco:ra;éé {t. The Cor-
rission stresses that although it endorses this experiment, after
the trial period in Bowling Green the data gathered will have to
be analyzed, evaluated, and additioral hearings held on the costs
ard benefits of LMS.

gevera)l customers voiced concern that they would not receive
call detall on their LMS usage during the triel perio¢ and thus,
could not verify their local telephon{ bill. At present, SCE

carnot provide an {tenized statercent of local calls, The Comeis-

a
T

sion shares these custoners' concerns, however, ard will require
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s{p to 8ctopt 8 wratten policy on how it will acdress ciSthec Lvs
Lills during this triel.

Firelly. there is concern thas the Bowiing Green area wil] =2
respcnsiblie fcr any additional expenses associated with the LMS
trial. To alleviate this concern, the Comrission will reguire SCB
to separately account for those incrementel expenses associeted
with the LMS triel. Furthermore, the Comrission fi;cs that these
€XPENSES shouid not be recovered from Xentucky r;tepayergl Eut

{rstead should be torne by SCB's stockhoLcCers.

Rate Structure

in proposing its universel tMs tariff for Bowling Green. sCe

Fas attenpted to Cevelcp a rate structure that will gererate
ecsertially the fgare level of revenue during the period of the
experirent 85 woulZ have been gererated under flat rates, The
usage vates frcluded in the proposed tariff were priced at or -
atove thelir {ncre:-ental costs.6 After analyzlng the usage charac-
veristic developed in the Bepteirber 19€7 throuwgh Deceiber 1985
traffic stusy. SCB determined the revenve that would be collectec
:hroﬁbh the proposed usage rates., The residen:iif“and business
Teccess rates were then set residually given & revenue-neutral
otjective. Finally, SCE proposed capping LMsrtates et $21.5C for
monthly residential service and §56.60 for ronthly business
service during the period of the triel.

The Comnission in reviewing the proposed rate structure heas

Leen concernec with twoc areas. rirst, to the wax i extent

¢ Increinentel Cost Study provtded in Adir, Case NO. 285,
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possible, the usage vates should be ejual to CI exceed the {ncre-
mental cost of the service in order to encourage efficient uge of
the telephone plant, Seconcly, the Comrission has sought to make
the overall revenue firpact on Bowling Green frow the LMS trial
reverue-neutral. 7> ensure that the reverue {npact {s neutral the
Comnission will, at the conclusion of the trlal, reguire 8CB to
refund ell revenue collected which exceeds the rd&enue {t would
have otherwise collected with flat Tates. The excess reven.ue
ghould be refurded to the rate class that generated {t, Any
refunce should be providec as credits on telephone bills 1in the
second month following the completion of the trial period. With
these safeguarcs the Connission is convinced that the proposed
rate structure now addresses both of the above-stated criteriea.
we will, therefore, adopt the teriffs a§ proposed by SCB.

At the hearing on May 21, Paul Warnecke, Director, Division
of Telecomtunications, Department for Facilities Managenent,
Corncnwealth of Kentucky, requested the Comrission exclude Western
rentucky University ("WKU") from the universal LMS:trial, As the
pasis for this reguest, Mr. Warnecke filed a letter frowm Robdert
wilts-ire, Superintendent, Electronics, Utilities ard Cowrunica-
tion at WKU, which indicated that WKU would be unable to provide
proper price signals to faculty ard students without substantiel
changes in their billing methods. The letter also {ndicated {f
the proper price signals were to pe provided {t would require
sibstantial dnvestinent by WKU., Mr. Wiltshire stated that without
t%i{s {nvestient the LMS trial would result in a cost fncrease of
a;prgaimately $10,000 {n WKU's telephone bills for the 6 months of
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che triai. on Jure 23, 1986, WKU filed a forirel request fcr
exclusicn fron the (M5 trial in a letter frowr Mr. wiltsh;re. NZ
other forinal regJests for exclusion from the trial were recelved,

In response to WkU's request SCB has {ndicated that WkU
currently has 95 PBX trunks of which 79 trunks are for student ise
and the other 16 trunks are for adininistrative purposes. §CB
contends that {t has the abllity to‘isolate and easure the usage
or the 16 trunks used for aaminiltrottve purposes vhile excludiny
those studernt LTURKS Uper which proper price gignals cannot De
provicec. Therefcre, SCE recomnends fncluding only the 16 trurks
currently usel for ;CWinistrative purposes in the LMS trial,

in reviewing WKU's reguest fOr exclusion from the LMS trial
the Cownission 18 corcerned with the equity of excluding any user.
However, the Comrission {e alse concerned that the data gathered
in this trial reflect customer responses to price signals {n order
that the usage response can be measured. To the extent that WK.
is technologically unable to provide prcper prize signals to its
students, the Comnission concurs with wWKU that student respense
would be unaffectec by usage gensitive pricing. The Comnigsiorn
will therefore exclude WKU from the LMS experiment.

Optinnal LMS {n toulsville

SCh has proposed 8s a part of {ts Pnase 11 study that the
Comnission 1ift {ts moratoriws on optional LS in exchanges with
the €3 prefix In Louisville. 1In support of the removal of the
woratoriui BCB contencs that the pre- and pest-LMS data collectel
frow these exchanges will produce ore reliable and accurate price
elasticity esthnates. 1n addition, SCB asserts that valuat.e

A S
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deirographic and caliiny data can Dbe derived frorm removiry the
moratoriwn. Further, SCB contends it will provide fuportaat
information in the evaluation of optionali LMS.

The Comnission will tenmporarily rvenove {ts mogatoriur cn
optional LMS {n those Lousiville exchanges where the prefix begins
with 63. The Comrission will, however, liwit the lifting of the
moratorium to the period frowm July 1, 1966, through-Decewber 31,
198¢. At the end cf this G;month trial all consanEs will revers
back to the tlat rate option., The comrission will require SCB to
notify corsuiners of this option at the tiire that they wselect
optioral IMS {n the 63 exchange. Furthenaore, the Comnission will
recuire $CB to transfe; these consumers back to flat rate service
without a service charge.

FINDINGS AND ORDERS

The Cowrission, after consiceration of the evidence of record .
and being advised, is of the opitnion and £inds that:

1, The rates as proposed for powling Green by 6CB are fair,
just and reascnable.

2. The mandatory LMS trial for Bowling Green'should provide

firpcrtent {nfoneration necessary to the evaluation of IMS {n

Kentucky.
3. All PBX trunks providing services to WKU should be

excluded from the experlaent due to the cost of providing prcper

signals during the experinment.

4. Trhe temporary lifting of the optional LMS moratorfus 1r

the Loulsville 63 prefix wire center should provide {nforwaticn
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necessary fo: estirrating price elasticities a=d sho.uld éroviCe
other information for evaluating opztonal LMS in Kentucky,

s, Customers selecting optional LMS in the Loufsville €3
prefix exchange should be transferrel back to flat rate service a~
the end of the optional LMS trial.

6. 7o the extert that SCB's mﬁndatory LMS tar}fr generates
reverue in excess of the anount that i{s generated under the flat
rate tariff, SCB shoulcd refund the excess through a credit on the
customer's bill on the second month after the concluslon of the
experliment. S

7. §CB should tr;ck all expenses ©of the LMS trial for
Bowling Gresn, wmaintain a full record of any incremental expenses
and those expenses g-ould be borne by BCB'e stockholders.

. gCR should adopt a written policy explaining how {t will
address disputed LMS bills during this trial.

1T 15 THEREFORE ORDERED that:

1. sCh's nandatory LMS tarift for the Bowling Green wire
certer be and it heredy is approved on an»exporimon;al basis O
re-ain in effect for the period July L. 1986, torbecomber 31,
1$86.

2. scB's request to life the moratoriun On optional LMS 1n
the 63 exchange in loulsville be and it heredby is granted for
purposes of this experinent and the woratoriuin shall be resuneld Cn
January 1, 1987.

3. SCB shall track all expenses of the LMS trial, waintair
e full record of any incremental expenses associated with the L™5
trial ard those expenscs shall not be borne by ratepayers.
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' At the cénclusion of the LMS triel, SCB shall refurd, by
credit to customers' bllls, any excess revenue genersted frcm LMS
rates that would otherwise nct have beern charged under flat rate:
local exchange service,

g, WKU's PBX trunks shall be gxcluced from the ILMS trial.

€. sCE shtall notify consurers choosing optionil LMS in the
€3 exchange in lLoufsville both orally and confiym’ this notifica-
tier in writing at the time they order optional LMS service that
on Janusry 1, 1987, the mcratorium will again apply ard all cone
suners will revert to flet rates.

7. sCB shall revert all conswrers to flat rate service at
the conclusion of the LM5 trial without service charge,

8. SCB shall adopt a written policy explaining how {t will
address disputed LS bills during this trial and tﬁlll file this
pclicy with the Comrission within 20 days of the date of this;

Order.,

pone at Franktort, Kertucky, this 30th day of June, 138€.

'By the cOrﬁitsion

ATTEST

Fova 1. D

Secretary - -




APPENDIX A
APPENZIX TO AN ORDER OF THE'PUBLIC EERVICE COMMISSION
IN CASE NO. 9571 DATED 6/30/86
tMS OVERSIGHT COMMITTEE

Mr. Jan Teensina = ALLTEL kentucky, Inc.

Mr. Johrn D. Hinkle - Kentucky netaillreCeratlon. In¢c.
Mr. Ben Doutt - Oflice of the A:tornéy General T
Mr. R. P, Floyl = Cincinnat{ Bell Telephone

Mr. Ray Whiterer = Utility Ratecutters of Kentucy "

Mr. Stewart Wenzel - (Consultaent to Utility Ratecutters)

wr. Fred Gerwing- Scuth Central Bell Telephone Company
Mr. David Kaet2

Mr. Robert H. Mitchelil - General Telephone Corpany of the Bouth

Mr. Robert Albright
Mr. Wayne Nelson

Mr. Willian Magruder - Duo County Telephone Cooperative

¥r. Bill Clingenpeel - Contel gervice Corp.

Mr. W. H, Fanrer = Kentucky Telephone Assoclation

Mr. Jeff fahrer = Multi-Com Systems, Inc.

Mr. E. K. Bristow = Bpecial Advieory comniseion of Benlor Citizens
Mr. Rand F., Kruger - Attorney for Kentucky Hospita{ ASSOC,

Mr. C. Kent Hatfleld = Representing MCI Telecomnunications, Corp.
- Mr. Rendrick R. Riggs

Mr. Willian H, Fane, 111 = Coin-Tel, IncC.
Ms. Mary Lynn Collins < Legislative Research Cownission

Mr. J. Paul Warnecke - Director, pivision of Telecownuricaticns,
Departiment for racilities Managerent



