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290 CRITERIA OF A SOUND RATE STRUCTURE 

of principles, these chapters are mere essays on the nature of the 
more controversial, largely unresolved, problems rather than at­
tempts at systematic development. All of them have one theme in 
common: the thesis that the most formidable obstacles to further 
progress in the theory of public utility rates are those raised by 
conflicting goals of rate-making policy. 

CRITERIA OF A DESIRABLE 
RATE STRUCTURE 

Throughout this study we have stressed the point that, while the 
ultimate purpose of rate theory is that of suggesting feasible meas­
ures of re~sonable rates and rate relationships, an intelligent choice 
of these measures depends primarily on the accepted objectives 
of rate-making policy and secondarily on the need to minimize 
undesirable side effects of rates otherwise best designed to attain 
these objectives. No rational discussion, for example, of the rela­
tive merits of "cost of service" and "value of service" as measures of 
proper rates or rate relationships is possible without reference to 
the question what desirable results the rate maker hopes to secure, 
and what undesirable results he hopes to minimize, by a choice 
between or mixture of the two standards of measurement. Not only 
this: the very meaning to be attached to ambiguous, proposed 
measures such as those of "cost" or "value"-an ambiguity not 
completely removed by the addition of familiar adjuncts, such as 
"out-of-pocket" costs, or "marginal costs," or "average costs"-must 
be determined in the light of the purposes to be served by the 
public utility rates as instruments of economic policy. This is a 
commonplace; but it is a commonplace which, so far from being 
taken for granted, needs repeated emphasis. 

What then, are the good attributes to be sought and the bad 
attributes to be avoided or minimized in the development of a 
sound rate structure? Many different answers have been suggested 
in the technical literature and in the reported opinions by courts 
and commissions; and a number of writers have summarized their 
answers in the form of a list of desirable attributes of a rate struc­
ture, comparable to the "canons of taxation" found in the treatises 
on public finance. The list that follows is fairly typical, although 
I have derived it from a variety of sources instead of relying on any 
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one presentation. The sequence of the eight items is not meant to 
suggest any order of relative importance. 

1. The related, "practical" attributes of simplicity, understand­
ability, public acceptability, and feasibility of application. 

2. Freedom from controversies as to proper interpretation. 
v-!). Effectiveness in yielding total revenue requirements under 

the fair-return standard. / 
4· Revenue stability from year to year. / 
5· Stability of the rates themselves, with a minimum of unex- , 

pected changes seriously adverse to existing customers. (Com­
pare "The best tax is an old tax.") 

6. Fairness of the specific rates in the apportionment of total 
costs of service among the different consumers. 

7· Avoidance of "undue discrimination" in rate relationships. 
8. Efficiency of the rate classes and rate blocks in discouraging 

wasteful use of service while promoting all justified types 
and amounts of use: 
(a) in the control of the total amounts of service supplied by 

the company: 
(b) in the control of the relative uses of alternative types of 

service (on-peak versus off-peak electricity, Pullman 
travel versus coach travel, single-party telephone service 
versus service from a multi-party line, etc.). 

Lists of this nature are useful in reminding the rate maker of 
considerations that might otherwise escape his attention, and also 
useful in suggesting one important reason why problems of practi­
cal rate design do not readily yield to "scientific" principles of 
optimum pricing. But they are unqualified to serve as a base on 
which to build these principles because of their ambiguities (how, 
for example, does one define "undue discrimination"?), their over­
lapping character, and their failure to offer any rules of priority in 
the event of a conflict. For such a base, we must start with a simpler 
and more fundamental classification of rate-making objectives. 

THREE PRIMARY CRITERIA 

General principles of public utility rates and rate differentials 
are necessarily based on simplified assumptions both as to the objec­
tives of rate-making policy and as to the factual circumstances un-
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