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PREFACE

| This study falls fnto two intérre]ated parts:

(1) a 1ega1 and administrative analysis of_regu]ationAof telecommuni-
.tations in the Atlantic Provinces, and | |
(2). an economic analysis of the effects of the regulatory process :
on the provision of telecommunications in the region. |

We are aware that te]ecommunications embraces considerably
- more than the provisioh of_te]ephoﬁe services. However,'prqyincia1
regulation in this area is at presenf confined.to telephone services. |
Hence this study is similarly limited. A cbmplete analysis of all |
1ega1, economic and administrative aspects of even telephone regula-
tion is well beyond the scope of the presént study. In determining
which issues warrant attention we have attempted to select those which
(a) appear to be regionally distinctive, (b) reveal significant varia-
tions among regulatory approaches, and (c) are-écbnomically and
politically important. o
| The study is cemprised of thkee‘chapters plus an appendix. |
The initial chapter contains an analysis and comparison of the re]eVant
- provincial regulatory statutes and the manner in which they have been
construed by the regﬁiatavy authorities and the‘coqrts, Chaptér two
attempts within a very brief compass to sketch the recent development
of telephone services in the four Atlantic Provinces, the objective
being to provide a backarcund against wﬁich~the economic analysis of thé
‘third chapter can be prcjected. . This final chapter is subdivided‘into
three .major sections dea]ing respectively with costs, prices; and exten=,'

sions of service. The appandix indexes and summarizes significant
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~provincial regulatory decisions in the development of telecommunications

in the Atlantic Area.

As far as we are aware this is the first study of this nature

undertaken for the Atlantic Area. As a result the initial task was

the formidable one of collecting and collating the necessary raw
material. There has been active prdvinciai ﬁegu]atory activity since
before World War I. We estimate that between the four provinces there

are 2,500 pages of telephone regulatory decisions which had to be culled

out of about 12,000 pages of general regulatory decisions.

At the outset of our study we were greatly assisted by the
collection of te]ecommunicaﬁions decisions compiled by Peter Grant of
the law fivm of McCarthy & McCarthy of Toronto. -However, as it turned
out we were often obliged to consult the original veports in order to
obtain a complete picture of regulatory activiiy, In his compilafioh
Mr. Grant is seeking national coverage and we need, on'occasion,.to,

look. at many minor decisions in order to gain a greater understanding

-of the workings of the regulatory process on a regional basis.

. This type of study was only possible because thé}regulatory

authorities have, on the whole, conscientiously published their decisions

- with full reasons. Their publication practices compare very favourably

with similar provinciaj and federal bodies. The only exception has been

in New Brunswick where réguiar pub]icatiqn was stoppéd in 1963. This
made our task in that Province considerably more difffcd]t and it may
well be that we did not come across some significant New Brunswick
decisions. It is a false economy to refrain from regu]ér pub]ication as

the costs of publishing an annual report is sméll when compared with the




cost of time and effort required to dig things out on a case by case

basis. See, A. H. Janisch, Publication of‘Administrative Boards in-

Canada, A Report Compiled for the Canadian Association of Law Libréries,
It was recognized at the outset fhat a real understanding

of the decisions would require consultation with those persons most

directly 1nvq1ved with the regu]atory.process. During the summer of

1973 we undertook extensive interviews with senior officials of the

telephone companies and members of the regu]atdry boards in-Ha1ifax,

St. John and St. John's. We regret very much that pressures of time

did not allow us to visit Char]ottetown. ‘ ‘ |
The ﬁtudy is a collaborative effort and each of the authors

has benefitted from the criticism of the other. Hudson Janisch is res-

pohsible for the drafting and revision of Chapter I, the drafting of

Section III-C, and the overall structure of the study. Paul Huber wrote

the Final version of Section ITI-C and drafted and revised Chapter IT and

Sections III-A and III-B. The Appendix is jointly the work of Professor

Janisch and Bruce Graham, a third-year law student at Dalhousie Univer-

sity and M.A. candidate in Economics at Acadia University who acted as
our research assistant. = | |
We would pérticu]ar]y like to reco%d our appreciation of the
very valuable assistance we réceived from Bruce Graham who made a.yéry
substantial contribution to this study. '
| We also expregs our appreciation to Janis Landry for assist-
ance with the tables in Chaptér.II and to Mari1yn Goode and Jeanne

Arsenault for their typing.
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Finally we would be most remiss if we did not express our
appreciation for the cooperation afforded to us by members of the four
regulatory bodies and the managements of the four major telephone com-
panies. Their assistance and the stimulus of John Thwaites of Communi-
cations Canada have contributed substantially to whatever merits this
study may have. A1l should be absolved of any vresponsibility for
errors of fact or interpretation which rémain; fault for such flaws

rests solely with the authors.
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CHAPTER I

The Legal and Statutony;" '

Framework of

Regulation

The purpoée of this chapter'is to»set'out, in a‘géneral
way, the legal framework of regulation in.the At]antic Provinces'
As it is des1gned to be 1nte]11g1b1e to the non-]awyers an attempt ~
has been made to keep it reasonab]y free of 1ega11st1c Jargon |
The design of the chapter is as fo]]ows
A sécfjon on the scope'of regu]ation is followed by one on the
general characteristics of the regulatory authorities. Next,

there is a section on the procedure of régu]dtidn and then one on

the nature of regulation. Finally, there is a sectidn devoted to -

special problem areas.

Scope of Regu]atory_Authority

Three of the fouf regulatory bodies_in the Atlantic Provinces

have inherited definitions from an.éar1ier period of technological
innovation. This was found during our interviews to be a matter of
some concern to the Boards.

“In Nova Scotia, New Bfunswick and Prince Edward Island the R

1

.1



controlling statutory words are "telephone messages“,] Only in - T

Newfoundland is the apparently broader expression, "communication
by telephone" emp]oyed.2 |

It could be argued that "telephone messages“ cOu]d be o v _~.'
&ade to cover such activities as facsimile and data transmissioh. |
The term "message" is defined in the Oxford English Dictionary as
"a communication tranémitted through a messenger or other agenéyé _
an oral or written communication sent from one person to anbtherﬁ‘
The Random House Dictionary of the English Language simi1ar]y - —
defines "message" as "a communication contain%ng some information,

advice, request, or the like, sent by messenger, radio, telephone

~or other means." Thus it could be argued that as "message" en-
compasses "communication" it includes all uses made of the tele-
phone as an instrument of communication. When coupled with the h S

"Tiberal construction" provisions to be found in the P.E.I. and A

Tpublic Utilities Act, R.S.N.S. 1967 c. 258 s.1(e) (hereinafter cited
as "™8.S. Act™); Public Utilities Act, R.S.N.B. 1952 c. 186 s. 1(c)
(hereinafter cited as "N.B. Act™); Public Utilities Commission Act,
R.S. P.E.I. 1951 ¢. 133 s. 1(c) (hereinafter cited as "P.E.I. (P.U.

~ Act)"), Electric Power and Telephone Act, R.S.P.E.I. 1951 ¢, 49 s. 1(d)
(hereinafter cited as "P.E.I. (Tel. Act)").

Zpublic Utilities Act, S.N. 1964 no. 39 s. 2(e) (i) (hereinafter cited
as "NF1d. Act). ‘ | - ‘
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3 it might be possible to construe "message" in a

4

Nova $cotia Acts
broad enough éense to allow for rational regu]ation,
It might thus appear that thefe is vreally no problem after
all. One'obvious difficu]t& arises, however, with the continued growth
in the use of interconnecting equipment not owneé or controlled by the
telephone companies. Each operétor of suéh equibment "for the convey-

ance of telephone messages" would fhen automatica]1y>be deemed to be a

_ pdeic utility even though such equipment was for the exclusive use of

the interconnecting operation, |
--... Thus, rather than tampering with "telephone messages" it might

be desirable to adopt the Newfoundland definition.si

~Jsee, N.S. Act s.1115 P.E.I. (P.U. Act) s.12, 13.

A4The classic instance of the stretching of old words to cover new forms
of communication in Canada is, of course, the Radio Reference Case.
There it was held that broadcasting was an undertaking "connecting

~the Province with other Provinces and extending beyond.the limits of
the Province". Although this in itself was enough to sustain federal
Jjurisdiction, the Privy Council was prepared to undertake some rather
adventurous statutory construction. "But further, as already said,
they think broadcasting falls within the description of 'telegraphs'.

_.No.doubt in everyday speech telegraph is almost exclusively used to
denote the electrical instrument which by means of a wire connecting
that instrument with another instrument makes it possible to communi-
cate signals or words of any kind. But the original meaning of the
word 'telegraph', as given in the Oxford Dictionary, is: "An appar-
atus for transmitting messages to a distance, usually by signs of some
kind'. Now a message to be transmitted must have a recipient as well

. as_a transmitter.” The message may fall on deaf ears, but at least it

- falls on ears." In re Regulation and Control of Radio Communication

in Canada, [1932] A.C. 304 at 315-6. ' - :

Snfld. Act 2(1)(e). - .




2. In this Act unless the context other-
wise requires:--

(e) 'public utility' means a person, firm,
or corporation who or which now or here-
after owns, operates, manages or controls
in this province equipment or fac111t1es
for--
(i) the conveyance or transmission
of messages or communication by
telephone or [telegraph] where such
i service is offered to the public or
any corporation for compensation;

The only problem with this type of definition would be if yet

further technb]ogica] innovation led to the compliete by-passing of the

telephone as such in favour of direct attachment to the'telephbne 1ine.6

This might require that the definition be extended to include "communi-
cation by telephone 1ine", provided of course that the definition of

"Tine" includes microwave transmission.

General Characteristics of the Regulatory Authorities

The regu]étbry authorities in the Atiantic Provinces have two
dominant Characteristicé, The first is a high degree of independence
from any form of possible interference or control; the second is that
-~ they are multiépurpose bodfes with diverse resbonsibi]itiesgin addition
“to their concern with telephones. |

(a) Independence

This characteristic must be further sub-divided into five
inter-related aspects:--(i) tenuré; (i1) independence From regulated
utilities; (iii) limited role of the courts; (iv) lack of review and

-

6The other problem involving the use of "telephone" is the assumption
that .communication would have to be by way of "sound". A court:might
be persuaded, for example, to adopt the type of analysis discussed
in R._v. Gignac [1934] 2 D.L.R. 113 at 121 which presumed "sound" to.
be essential.

1.4




1.5

"controley government; (v) financial independence and ppwer'to appoint

@taff, Each must be dealt with separately before a broader assessment
can be undertaken."
(i) Tenure

We are concerned here with the terms of appointment of members
of the boards and the grounds for removal. _

In Nova Scotia and Newfoundland the terms of appointment are
very similar to those employed for judges in that it isAprovided."
the commissioners are to_ho]dAoffice "during good behaviour" until
70.7 No provision, aé such, is made- for rembva] and it'may beisu}-
mised by‘dhalbgy~to the procedure necésSary to remove a'judge;_that
it would require a specific cﬁarge of corruption or gfoss incompe-
tence and a resolution of:%he 1egis]ature.8 :

The position in:New»Brunswick was until recentiy very différent:in that
there the members. of the Board.only hold office "duriﬁg b1easure“ and
thus lack entfre1y fhe protection df~fﬁe étkict judicial tenQre provisions

adopted in Nova Scotia and Newfoundland. A government bill has been

’N.s. Act s.2(4) & (5), Nfld. Act s.4(4) & (5).

§See, for example, the provisions made for the appointment of judges
- of the superior courts in the British North America Act 5.99 as amended
by The British North America Act, 1960, 9 Elizabeth II, c.2(U.K.) s.1.
For provision respecting the county courts, see, Judges Act, .R.S.C.
Ch. J-1 s.31-2. .It should be noted that in the Judges Act provision:
is made for removal for incapacity to act as well as for cause. This
~is a clearly desirable measure where extensive tenure is granted.
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- 1introduced to provide that the chaivrman shall hold office "during
good behaviour" while commissioners other than the chairmah continde
to hold office" during the pleasure of Lieutenant Governor in Council.
While it is not unusual td provide for some measure of

security of tenure for members of boards and tribunals, the Newfoundn
Tand and Nova Scotia acts go further than mosi. As may be seen from-a
comparison with other relevant Ndva Scotia legislation the older an em-
powering act the more likely it iS to contain broad ténure provisions.

The Workmens' Compensation Act providés for retention of office during
10

good hebaviour unti1'75 while the Liquor Control Act specifies that

the chairman of the Liquor Licence Board has a similar form of tenure

11

for ten years from the date of appointment. On the other hand the

more recent Trade Union Act and Planning Act contain no provision at a]]

for the security of members of the Labour Relations Board and the Plan-

ning Appeal Board.12

(i) Independence from Regulated Utilities

Strict provisidn is made in all the Acts (except for New

1 ||9

Brunswick) to ensure that there is no involvement between the regulators

98111 No., 40, An Act to Amend the Public Utiiities Act. 4th Sess.

47th Leg. Ass. New Brunswick 23 Elizabeth II, 1974 amending N.B.-
~Act s.3.
No provision is made for tenure in the Prince Edward Island Act
although an element of security is provided in that the cha1rman has
by s.2(1) to be a Supreme Court or County Court judge.

: ]OWOrkmen s Compensation Act, R.S.N.S. ¢.343 s. 11-12.

11
12

Liquor Control Act, R.S.N.S.c. 169 s. 6(1) & (2).

See, Trade Union Act S.N. 1972 c.19 s.5, and, Planning Act S.N. 1969
c.16 s.51. ‘ : ‘
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and the regulated. . A typical provision is that contained in the Nova
Scotia Act. | | |

6. No commissioner shall be directly employed
by or interested in any public utility or inter-
ested in any share, stock, bond, mortgage,
security or contract of any such public utility;
and if any such commissioner shall voluntarily
become so interested, his office shall become
vacant; and if any such commissioner shall be-
come so interested otherwise than voluntarily,
he shall, within a reasonable time, divest him-
self of such interest, and if he fails so to do
his office shall become vacant.

8. No commissioner shall be disqualified in any
matter affecting such public utility by reason of -
being the lessee or user of a telephone, or the
purchaser of power, water or e1e?§ric current or
service from any -public utility.!?.

(iii) Limited Role of Courts -

For 611 praética1~pukposes the éourts'have-p}ayed no role at
all in the regulation of telephones in the Atlantic region. Indeed,
the only reported case is one concerned with an assessment by a munici-
pality against Maritime Tel.& Tel. and is not'even a regulatory case at
a11.14 We should postpone at this stage any speculation as to why, this
has been so and confine ourselves to noting the limited naturé of the
provisions for.appea1 to the courts.

In Nova Scotia and Newfoundland appeal to the Appeal Division

of the Supreme‘Court is confined to questions of law or jufisdiction,15

]3The other equivalent provisions are to be found in Nfld. Act s. 6 & 8,

P.E.I. (P.U. Act) s. 4 & 6.

]GMaritime Te]egraph and Telephone Company v. Antigonish,[1940] S;C.R; 616.
O\.s. Act .97, NFld. Act, s.84. |
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In New Brunsw1ck appeal may be on 1aw or fact However, the court in

dec1d1ng any question of fact, is obliged to decide upon the eV1dence
taken before the Board. 16 1n Prince Edward Island the Supreme Court |
- sitting in banco on appeal may fa.,dec1de any question of fact and
examine the evidence takgn before the Commission or may hear further
evidence and may confirm, modify, vary or reverse such decis%on or
n]? '
of these provisions that of Prince Edward Island provides

for the broadest avenue Of access to the Courts. In é recent decision

: of the provincial Supreme Court in banco it was held that the Public

Ut111t1es Comm1551on Act f.. gives the Court very broad powers of -

nl8

_rev1ew .o This decision can be usefully contrasted with a 1972 Judge~

ment of the A]berta Court of Appeiﬂ]9 which dealt with the quest1on of
what is meant by "1aw" and "Jur1sd1ct1on" In adopt1ngvthe following

test from the Supreme Court of Canada, the Alberta Courtvconceded-tﬁat
its powers were far more restricted than those contained in the Prince

Edwdrd Island Act.

16y 5. Act s. 25.

p g1, (P.U. Act) s. 15(1). |

"~ The stated case route to the courts is Timited to quest1ons of Taw.
See, N.S. Act .99, Nfld. Act s.86. The greatest flex1b111ty is provided
in the Prince Edward Island Act which, as amended in 1954, reads as
follows: "IF, in any matter before it, the Comiission is of the opinion
that the issue involved is properly triable in a court of law, it may
of its own mot1on, or upon the application of any party transm1t a state-
ment of such issue to the Supreme Court. "

18p¢ Brad's Transport Ltd. (1973), 29 D.L.R. (3d) 555 at 563 per
Nicholson, J.

19Re City of Camrose and Calgary Power Ltg:v(1973), 33.D;L.R, (3d) 66.
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While the construction of a statutory enactment
is a question of law, and the question as to whether
a particular matter. or thing is of such a nature or
kind as to fall within the legal definition is a ques- -
tion of fact, nevertheless if it appears to the appel-
Tate Court that the tribunal of fact had acted either -
without any evidence or that no person properly instruc- -
ted as to the law and acting judicially, could have"
reached the particular determination, the Court may
proceed on the assumption that a misconception of law
has been responsible for the determination.

A regu]atory authority 1s of course, occas1ona11y called
upon to construe its own statutory powers. An examp]e might be the
matter‘a1ready discussed as to exactly what constitutes "telephone
messages". However, the overwhelming majority of decisions are
,questions-of fact and these decisions can on1yvbe reviewed on appeal
in the very unlikely situation where there is "no evidence" to support
the dec151on ‘ v | |

. Even where quest1ons of fact may be rev1ewed on appea1 there

is authority for the propos1t1on-that the Court shou]d exermse-restramt°
For»exaMp1e in thé Téadiﬁg Subreme Courtsof-Canada case; a right of
appea]Awas gréhtéd "upon any QUestioﬁ'of law or fadt". This, it was
held, did not'entitlé the appeé] court to substitute its judgement for
that of the board as to what constituted public cbnvenience and ﬁecesé
sityQZ] | | _ | | |

Thé need fof-judicia] se1f—réstraint,ha§'recent]y been force-

fully restated by Mr. Justice Freedman of the Manitoba Court of Appeal.

20Canad1an Lift Truck Co. Ltd. v. Deputy M1n1ster M. N. R for Customs and

Excise (1955), 1 D.L.R. (2d) 497 at 498 per Ke]Tock,-.
JUn1on‘Gas V. Sydenham Gas Co. (1957), 7‘D.L.R. (2d)




That a Court should leave matters of policy and of
administration to the Board appears to make good sense.
This is more than a matter of modest self-denial. It
springs from a recognition that the Court is not a
rate-making body; that a public utilities board of
trained personnel and with expert assistance in techni-
cal areas has been specifically created for that purpose;
and that in general it can perform such tasks much better
than the Court. That does not mean that the Court should
hesitate to assert all the powers that it lawfully possess
on appeal. It means only that it should not seek to ex~
tend those powgrs into questions of administrative policy
or discretion.?22 | -

The Tack of court cases cannot be explained solely in terms
of the legidlative provisions. In other areas where access to the Y
courisvhas been even more restricted persistent efforts have succeeded
and the courts have been persuaded to intervene. This is most strikinQ]y'

illustrated in labour law matters where the courts have recently shown
23

little of Mr. Justice Freedman's functional self-restraint.
The answer must be soﬁght hot as much in the language of
' the'various statutory provisions as in the pvérai] nature of‘the
regu]ation‘involvedi This calls for an impressionistic judgement

based on an-analysis of the decisions and on interviews with the

22Re City of Portage la Prairie and Inter-City Gas Utilities Ltd. (1970)

12 D.L.R. (3d) 388 at 391-2. For a somewhat similar expression of
disinclination to substitute the court's view of public convenience
and necessity for that of the board as expressed recently by the Nova
. Scotia Supreme Court Appeal Division, see, Re Aves and Board of
Public Utilities (1974), 39 D.L.R. (3d) 266.

23The leading case is Metropolitan Life Insurance Co. v. International .
Union of Engineers (1970), 11 D.L.R. (3dj 366 (S.C.C.). For a very
recent Nova Scotia example of how readily the courts discover "juris-
dictional” grounds for reversing labour relations boards, see, Re
Nova Scotia Liquor Commission and Nova Scotia Labour Relations Board
(1974), 40 D.L.R. (3d) 634 (N.S.).
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: Eregu]ato‘rs and the telephone comﬁaniés involved. There w&d]d appear
- - -to. have been four contributing factors to this state of affairs.,
First, regulation has by and large ndtrbeen sufficiently
aggressive as to make the companies serious]y‘cohsider résorting to
the courts as a means of self—defence; In paft this has been because
the companies have acted responsibly and antagonistic regulation has
- o not been necessary and in part because the boards have been only too
| willing to accept the timing and priorities proposed Ey"thedcombanies,
As a result.there have been very.féw head-on conflicts such as might
precipitate court action. o |
Second, the very nature of reguiat1on as a cont1nu1ng
b 1l;- process of almost daily interaction betweenathe reguiator and the
‘ S regulated -inhibits resort to the courts. The companies have realized
| : that it is worth theif while to 1Q$e.a few»bgtt1es‘provided they win
the wars. Because of this on-going nature of regulation cénf]ict_
engehdered by 1itigation can adverée]y affect the company in other
- ": matters before the board. As one board chairman explained during an
interview, he had frankly told the legal representative of a company

which was considering raising the question of the legality of one of

r(

his board's decisions that he was perfectly entitled to carry that
matter to fhe Courts. He would, of course, understand,.he;continuedg
- e that the general rate increase his clients were anxiously awaiting ‘
would take a good deal Tonger as the board c0u1d not devote 1tse1f to
that issue with a threat of litigation hanging over its head!

Third, the rationalization of te]ephone service on a pﬁovince=

. ' wide basis and the virtual elimination of any possible antagonism with

—— . i



rural companies, has minimized the chances of Titigation producing

conflict between private interests before the boards. It is not

 without significance that'the'Prince Edward Island case referred to

earlier involved a conflict between an established motor carrier and

24

a potential competitor,”" and that the only recent case involving the

Nova Scotia board involved a challenge to the validity of regulations

governing the opening hours of certain retail gasoline out]ets.zb

Fourth, there has so far been little evidence of sufficiently

strong consumer representatibn such as might lead to resort to the
‘Courts. An example of the sort of thing that could lead to 1itigation
may be seen in a recent case from British Columbia. There law St&dents
and welfare recipients got together and Sdccessfule cha]iengéd the

validity of the deposit requirements demanded by B.C. HydPOazs

(iv) Lack'of'Reviéw and Control by Government |
| | ane‘of the acts make any provision for appeal to or review
by governor-in—counci] or provide fof'any fofmal means by which goverh-
ment policy can be transmitted to the boards by way of directives or
policy gu1de11nes. | '

Provisions in comparable federal legislation are 1nstfuctive.

The Broadcasting Act provides for directions from the Cabinet as well as

24
25
26

Re Brad's Transport Ltd. (1973) 29 D.L.R. (3d) 555

Re Aves and Board of Public Ut111t1es (1974), 39 D. L R. (3d) 266.
Chasta1n v. B.C. Hydro [1974] 2 W. W.R. 481.




a 11m1ted control. by way of ‘reference back to the Commission.

- 27(1) The ‘Governor in Council may by order from time
to time issue directions to the Comm1ss1on as prov1ded
for by...paragraph 22(1)(a)

22(1) No broadcasting licence shall be issued, amended -
or renewed pursuant to this. Part :
(a) in contravention of any direction to the
~ Commission issued by the Governor in Council
under the authority of this Act respecting
(i) the maximum number of channels or fre-
quencies for the use of which broadcasting
Ticences may be issued within a geographical
area designated in the direction,
(ii)~the reservation of channels or frequen-
cies for the use of the'Corporat1on or for any
" special purpose designated in the direction, .or
(i1i) the classes of applicants to whom broad-
casting licences may not be issued or to whom
amendments or renewals may not be granted..
23(1) The issues, amendment or renewal by the
Conmission of any broadcasting licence may be set
aside, or referred back to the Commission, by order '
of the Governor in Council made within Z}xty days of
. any such issue, amendment or renewal... ‘ o

The‘Nationa] Transportation Act contains an example of a broad
cabinet appe]]ate prov1s1on

64(1) The Governor in Counc1] may at any time, in his
discretion, either upon petition of any party, person
or company interested, or of his own motion, and with-
out any petition or application, vary or rescind any
order, decision, rule or regulation of the Commission

.and any such order that the Governor in Council may
make with respect thereto is b1nd1ng upon the Comm1s=
sion and upon all part1es 28

These powers have been exerc1sed qu1te free]y as of late and
-there is every 1nd1cat1on that they will be used even more extens1ve]y

in the future. 'For‘example,'the whole matter of foreign ewnershipein[

2Tthe Broadcasting Act, R.S.C. 1970 c. B-11.

8o Natidna](Transportatibn Act, R.S.C. 1970 c. N-17.




Canadian brbadcaéting was dealt with by cabinet dirECtion’as had'beeh
the question of the capacity of provincial agencies to hold 1fcences.
And, of course, the power to vafy a deCision of the Cénadian Trans-
port Comm1ss1on was given much prominence last year with respect to Bell
Canada's rate application.

The 1ack of similar provisions 1n the Atlantic Region reflects
the obvious intent of the 1eg1s]at1on to treat regu]at1on as an essen-
tially judiéial process and to depo]iticize;the decision-making involved
in favour of the even-handed application of public utility principles.
This approach, which at one‘tfme no doubt had much to'comhend it, is
now difficult to reconcile with the recent appofntment of provincfall
communications coordinators énd the’deéignation of ministeré to be reébon—
sible for the deve]épment<of communications po]iéy. This development
along with the appointment of a Regional Advisor on Telecommunications.
to the Council of Maritime Premiers clearly signifies'a shift away from
a judicia] approach to régulation in favour of one invo]ying.more.direct
govérnmental policy intervention. Once it is recognized thdt conscious
policy decisions have to be formulated and implemented in order to bring
about desired goals, then the means wi]l'have to be found for the trans-
mittal of the policy decisions to the regulators.

One approach might be to have a direct inéput ipto the regula-
tory decision-making machinery by the appearance of the policy makers
as witnesses to bring the board's attentfon to matters concerning the
government. This is a possibility to be discussed in the next section.
Even if this could be achieved éhere_wou1d still have to be authority

to check to ensure implementation. This will require provisions some-




what similar to those contained in the Broadcasting Act and. the

National Transportation Act. It might .be possible, of course, to

convey informally government policy priorities under the present legis-
]afiona It would be much more.desirable if things were brought out
into the open and the credibility of the hearing process reta{ned.

It is worth noting that the govennment's interest in_regu]a—
tory matters is already recognized to a»]infted extent'in_that in Nova

Scotia and Newfoundland a stated case on e point of Taw to the courts

| may be made at.the request of the Governor in Council as well as by

the.Board.ZQ\

(v) Financial independence and Power to Appoint Staff

The Boakds are not dependent on an annual appropriation from
the legislature for all are authorized to make an assessment on the
public utilities they regu]ate.30 There are eome slight variations
which should, perhaps, be noted. Provision is made in Nova Scotia for
an advance ef up to $125;000 by the deennor in Councii from the cdn=
solidated fund.3] In Nova Scotia "due regard"-must‘be had fo the gross
earning'of an assessed utility in,determﬁning the amount of the aséess—
ment by way of a proportion of the Board's annual expenses. AIn New
Brunswick reference must be made exclusively to the gross earnings of

the utility.3?

29y 5. Act s.99; Nfld. Act s. 86.

N.S. Act s.14, 15; Nfld. Act s.12, 13; N.B. Act s.9; P.E.I.(P.U. Act)
s.17. . ' :

30

31
32

N.S. Act s.13.
Compare N.S. Act s.14(1) and N.B. Act's.9(3).
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In the Newfoundland and Novachotia acts broad,provisioﬁ
is made for the appointment of a staff:

The Board may employ such accountants, engineers, stenog-

raphers or other persons as it may require or deem advis-

able for the purposes of carrying out the provisions of
 this Act. 33

The Prince Edward Isiand Act is even broader:
The Commission may appoint or engage and define the

duties of experts, inspectors, officers, agents or

employees for the purposes of carrying out this Act.34

(b) Multi-Purpose

The regulation of telephones in the Atlantic Region is under-
~ taken by prdvincia] public utilities boards of'general jurisdictiqn.
Any evaluation of their effectiveness}mUSt take into accodnt the non-
'speciaiist nature of‘this regu1at1on. For example, the‘Nova Scotia_
ABoard acts under the following statutes; |

Public Utilities Act

Municipal Boundaries and Representat1on Act
Bonus Act

Motor Carrier Act

Motor Vehicle Transportation Act

Gasoline licensing Act

Salvage Yards Licensing Act35

- 33
34
35

N.S. Act, s.2(7); Nfid. Act, s.4(6), (7).
P.E.I. (P.U. Act) s.11.

A valuable survey of the Nova Scotia'Board's jurisdiction and proced-

ure may be found in an unpublished paper by W.D. Outhit, Q.C., "Notes

of the Practice and Procedure of the Board of Commissioners of Public
Utilities", a paper presented to the Conference sponsored by the
Administrative Law Sub-Section, Canadian Bar Association, at the
Faculty of Law, Dalhousie University, February 17, 1973. A copy of
this paper has been deposited in the Faculty of Law Library.

It should be noted that in .addition to the acts mentioned in the
text, the Board administers the Halifax-Dartmouth Bridge Commission
Act, the_Rural Telephone Act and has functions under the Insurance
Act. See, also, Lincoln Smith,"Regulation in Nova Scotla“, 1969
PTUZ Fortn1ght1y, p. 23. .
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_Procedure of Regu]at1on

Al the boards have adopted a procedure fa1r1y closely model-
led on that used in the courts. Even as1de from the dictates of their -

empower1ng statutes, as adm1n1strative tribunals they have had to adopt'

' those,fundamenta1 tenets of the Jud1c1a1 process as form part of the

requirements of "natural justice" or face review in the courts.

This is not to say that the boahds are not authorized to con-
duct infdrma] investigations. .For example, section318lof the Nova
Scotia Act grants wide investigatory powers.

Whenever the Board shall believe that any rate or .
~charge is unreasonable or unjustly discriminatory, or ' _
that any reasonable service is not supplied, or that an .
investigation of any matter relating to any public
utility should for any reason be made, it may, on its- -
own motion summar11y 1nvest1gate the same w1th or w1th— {
-out notice. ‘ - :

The Board wou1d seem, however, to have“chOSEn not'to make full

“use of its poss1b1e 1nvest1gatory powers wh1ch cou]d 1ead to the cance]—"

1at1on of unreasonable rates. where under section 78(1) comp1a1nts
are made to the Board by,individha]s as to the inadequacy of service'bn
the unreasonableness of rates, the Board "...shall proceed ‘with or
without not1ce, to make such 1nvest1gat1on as it deems necessary. . ' and
it is then authorized to order service and change rates . but "...no such
order shall be made or entered by the Board w1thout a pub]1c hear1ng or
enqu1ry first had in respect thereof." | _

This same 11m1tat10n is not to be found in sect1on 82(1) wh1ch
author1zes the Board to 1nvest1gate of 1ts own 1n1t1at1ve, ,

If upon any 1nvest1gat1on the.rates, to]]s, charges,

or schedules, are found to be unjust, unreasonable, in-
_sufficient or unjustly discriminatory, or to be preferential -



or otherwise in violation of any of thé provisions of
this Act, the Board shall have power to cancel such

_ rates, tolls, charges, or schedules, and declare nuil
and void all contracts or agreements in writing or ‘
otherwise, to pay or touching the same, upon and after
a day to be named by the Board, and to determine and
by order fix, and order substituted therefor,. such
rate or rates, tolls or schedules as shall be JUSt
and reasonable.

Significantly, 82(3) which deals with the extension of ser-
vice specifically provides for a hearing. It could, nevertheless, be
argued that a "formal" hearing is required by section 83(1) yet this
section refers only to "summary" investigations and in any event is
phrased in discretionary terms:

If after making any summary inVestigations the

Board becomes satisfied that sufficient grounds exist
to warrant a formal hearing being ordered as to the
matters so investigated, it shall furnish such pub11c_

utility interested a statement notifying the public
utility, of the matters under investigation.

In Tight of these provisions it is interesting to note that

in the Board's Rules for the Regu1afion of Practice and Procedure, the

. Board 1arge1y turns its back on 1ts 1nvest1gat1ve powers.

10. Invest1gat1on on the Board's Own Mot1on In all
cases in which the Board is author1zed by Taw to make
investigations of its own motion, it may, if it deems
proper, conduct its investigations ex parte and without
notice to the person, firm or corporation concerned.
Before passing any final order, however, the Board
shall in such cases formulate a complaint, setting

- forth fully and clearly the acts, omissions or matters .
which are the subject thereof, and a copy thereof, to- -
gether with an order of the Board directed to the person,
firm or corporation complained of, and requiring that the
matter complained of be satisfied, or that the complaint
be answered within twenty days from the service thereof,
or within such less times as the Board may prescribe,
shall be served on the person, firm or corporation
complained of, in any manner authorized by law, and
thereafter the proceedings shall be such as are set

.18
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forth in Rule III so far as the same are applicable.

The judicial process adopted by the Bdards is based upon the -

tral notion of an impartial non-interventionist judge presidihg at

a trial between two parties whose interestsvand'capacities are‘even1y

matched and thus capable of bringing out fully the issues'involved.

As

tra
Ind
eff
man
in

the

recently stated by Mr. Justice Evans of the Ontario Court of Appeal:

Our mode of trial procedure is based upon the
adversary system in which the contestants seek to
establish through relevant supporting evidence, be-
fore an impartial trier of facts, those events or
happenings which form the bases of their allegations.
This procedure assumes that the 1itigants, assisted by -
their counsel, will fully and diligently present aTl
the material facts which have evidentiary value in
support of their respect1ve positions and these dis-
puted facts will receive from a trial Judge a dis-

. passionate and impartial consideration in order to
arrive at the truth of the matters in controversy.36

It is to be seriously doubted Whether this model can be
nsposed without substantial modification to the‘regu1atony pfocess.
ividual subsCribefs just do not have the resources to pafticipate :
ectively and although 1t is true that particular interests such as
ufacturers of mobile te1epﬁone or hotel/motel associations may bé
a position to intervene, their participation will be limited to |

37 '

ir own interests.

The unfortunate effect of lack of participation has recently

36

Phillips v. Ford Motor Co. of Canada Ltd. , [1971] 2 0.R. 637 at 657.

37

We only came across one 51gn1f1cant example of organized subscr1ber
participation.. See, In the Matter of an Application by the New

Brunswick Teléephone Company for Approval of Certain Matters Related

to the Establishment of a New Exchange at Cocagne, Decision of the

'N.B. Board of Commissioners of PubTic Utilities, May 24, 1973.
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been noted by the Prince Edward Island Cbmmfssion.

At such hearing, although the interested public
were invited to attend and be heard, the Public demon-
strated 1ittle interest. Consequently, the Commission
has been deprived of such assistance as might have been
given to it by an interested public, and is placed in
the unfortunate role of being. both judge and advocate.38

It is apparent from a reading of the decisions, from talking
- with members of the boards and from attending at»their'hearings that
serious thought will soon have to be given either to moving away from
the current relianbe.on the adversary process in favour of a moré
“investigatory approach or to bolstering the effectiveness of the adver-
sary prbcess by creating a true adversary situation.’

There are severaJ practica1Vposéibi]ities which will have to

be explored. 4 | ' |
(a) The Provincial Aftorney General could intervene in the hearing
" either in his capacity_as representative of the public interest or in
his capacity as the lawyer to the major subscriber of te]ephoﬁe services
in the province. His inter?ention need not necessarily be in opposition
to any proposed rate increase etc., but could take the form of a request
for further particuTaré which might, or might not, lead to outright’
opposition. This type of intervention has, of course, been of vital
impprtancé at the federal level where the active. participation of Ontario
and Quebec at the Bell hearings has rendered the adversary. process'someu
what more meaningful than it has been in the Atlantic region.

(b) Some active role could be devised for the recently appointed

-

38p E.1. Annual Rpt. 1965-66 p. 22.




provincial communicafions adnisers AIn additibn to advfsing counsel
from the Attorney -General's Department they could subm1t issues and .
questions to the boards and generally 1nsure that the applicant

companies were not the only source of expert evidence on regulatory

matters.

(c) Some effort could be'made to encourage effective participation ‘
from user groups pr1mar11y through greater liaison and co- operat1on

between such groups and the prov1nc1a1 commun1cat1ons adv1sers

(d) Encounagement and support should be given to.the steps being taken

at Da]hous1e University in order to g1ve Taw and econom1cs students a

thorough 1ntroduct1on to. the regulatory process

In Nova Scot1a at the most recent‘M.Tf&T. rate case in June,

1974, the provincial te1ecommunications_adviser'appeared as counsel for

the Board and the Consumers'’ Association,bf'Canada mounted a full scale

intervention. A number of comments were made which indicated that_for

_the first time in many years, the hearing had taken on a meaningful

appearance

The issue of the conf1dent1a11ty of certain information. prov1ded

to the regulatory authorities recently came to a head in New Brunsw1pk.

- As was to be expected, the issue arose Where the telephone company was

seeking to provide a competitive service (in this caseian area paging

system called "Bellboy") and a compefitor.sought to ascertain by way of

" cross-examination whether or not the rates for this service placed a

burden on ordinary subscribers.

!
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In view of its obvious importance the_arguments and the
decision (which favoured disclosure) héve been set o@t fully in the
Appendix. 'See, Significant Events in Atlantic Telecommunications
Development: New Brunswick, 1973 ~ The Be1jboy Case.

| It would seem to be doubtful whether the amendment to the

New Brunswick Public Utilities Act introduced by the government as a.

result of this case, is going to work satisfactorily. It pro?idesi

2. The said Act is further amended by adding theﬁeto,
- immediately after section 7 thereof, the following
section: o ~

7A. Where information concerning the costs of a
public utility, or other information that is by its
nature confidential, is obtained from a public
utility by the Board in the course of any investi-
gation under this Act, or is made the subject of
inquiry by any party to any proceeding held pursuant
to the provisions of this Act, such information shall
not be published or revealed in such a manner as to
be available for the use of any person, other than

a party to the proceedings or the Board, uniess in
-the opinion of the Board such publication or revela- -
tion is necessary in the public ‘interest.39

This provision is a virtual carbon copy of s. 331 of the
Railway Act which was cited extensively in the arguments in the Bellboy
case. However, the phrase, "...other than a party to the proceedings...
has been added. This would seem to destroy the purpose of the enact- .
ment for all a trade rival would have to do is to intervene (aé had Air-
Page Answering Services in the Beliboy case) and then as -a "party to |

the proceedings" it would be entitled to see the confidential

398411 No. 40, An Act to Amend the Public Utilities Act, 4th Sess.

47th Leg. Ass. New Brunswick 23 Elizabeth II, 1974.
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1nf0rmation.40

‘A recent Federal Court of Appeal decision, Re Magnasonic
4

Canada Ltd. and Anti-Dumping Tribunal,’ makes it clear that the courts

will construe confidentiality clauses very closely and this should be

borne in mind when considering any possib1e statutory amendment.

Nature of Regulation

(a) General Supervision and Control

| A1l four regulatory authorities have been granted broad
supervisory power over public utilities. The standard provision in
this regard is as follows:

The Board shall have the general supervision
of all public ut111t1es, and may make all necessary
examinations and enquiries and keep itself informed
as to compliance by the said public utilities with
the provisions of law.and shall have the right to -
obtain from any public utility all information neces-
sary to enable the Board to fulfill its duties42

400f course, it may be that all the concern is about future competitors
as was indicated by counsel for the Company.

Iranscript of Hearing,
In the Matter of an Application by N.B. Tel, April 11, 1973 pp. 7-8.
(1973), 30 D.L.R. (3d) 118. “

41

42500, N.S. Act s5.18; Nfld. Act s.14, N.B. Act s.5, P.E.I. (P.U. Act) s.9.

In New Brunswick an additional source of regulatory authority may be
found in the broad sweep of s.5(2): "The Board has power of its own
motion to investigate in a manner to be determined by it the commer-
cial pract1ces and marketing conditions in any trade or industry;

and if in its opinion any such pract1ces are unfair or unreasonable
or any such conditions are resulting in wasteful and’ demoralizing
competition, the Board shall have the power, with the approval of the
Lieutenant-Governor in Council, to prohibit such practices and to
prescribe such marketing conditions as it deems to be in the inter-
est of such trade or industry and. the general public." :
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The depth of this supervisory power, however, varies signif-
icantly between the provinces. In New Brunswick there afe no specific
provisions signifying the exact extent of control. In Newfdund]and
construction improvements of over $25,000 have to be apﬁroved43'and

by a 1970 amendment so too do leases of any property at a rent in —

44

excess of $2,500 per annum. In that jurisdiction, as well, statu-

tory provision is made to regulate customer contribution to the

45

extension of service. In Nova Scotia the depth of supervision is

somewhat greater in that construction improvements of over $5,000 have

46

to be approved by the Board" while in Prince Edward Island any improve-

ment to "Tine plant or system" of over $1,000 has to be approved by the o .
Commission.47 - : ' R -
In Nova Scotia and Newfoundland there can be no-change in the
v 8 g,

type of equipment installed in any exchange_without permission.
’Prince Edward Island the concern is apparently not so much control as’
uniformity for there the provision is as f0110ws:

In order to -ensure the ready replacement of parts

and the easy installation of replacements and additions
and the efficient operation of its system, no public

Bufrd. Act s.26(1). | | | -

44The Public Utilities (Amendment) Act, 1970 s.6.

BNe1d. Act s.26(2).

4y.s. Act s.34.

4p E.1. (Tel. Act) s.6(1).

48y s. Act s.66; NFld. Act s.36.




rate base of the pub]ic~ut11ity".

~ Board by or on behalf of a public utility.

utility, without approval of the Commission, shall
install any equipment, fixtures, or appliances which
are not of a uniform design and the product of a
standard manufacturer.49

(b) General Rate Regulation

(i) Valuation

The statutory proVisions range from none in New Brunswick to

quite detailed provisions in Nova Scotia. Under the Tatter act the

Board is empowered to determine the value of the propékty'and assets

of the utility as "used and useful in furnishing“ service to the public

"as of. a date fixed by the Board. The basis of this calculation is the

"prudent original cost" less accrued depreciation‘as détermined by the

‘Board. ‘Suéh depreciation is to be determined by the straight line
* method: or by'such other method as the Board may prescribe. The

'utilityfs expenses in determining a valuation (both its own and that

which it is ordered to-éover of the Board's expenses) may be charged

if so directed by the Board's to capital accouni and "...added to the
50

In Prince Edward Island and Newfoundland the provisions are

51

much the same except that by amendment in 1966 in Nvedund]and special

provision is made for the "...checkiﬁQ of a va]uationfsubmittedvto the
' u52 |

4 E.1. (Tel. Act) s.3.
50
51
52

N.S. Act s.29, 30, 31.
Nfld. Act s.48, 49, 503 P.E.I. (Tel. Act) s.22.
The Public Utilities (Amendment) Act, 1966 s.4.
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(i) vDepreciation

Again the range is from no provision at 611 in New Bruns-
wick to quite detailed regulation in Nova Scotia. There the Board s
empowered to prescribe rates of depreciation on all classes of property
and the utilities are required to make provision for a depreciationl |
fund. Money from that fund may only be devoted to new construction
-and for depreciation;un]ess otherwise difected by the Board and may
only be invested in §ecurities approvéd by the Board.53

In Newfoundland the provisions are similar to those -in Nova
Scotia but it is also provided that the Boardlmay require the creation
of a "reserve fund" jn addition to a depreciation fund “...for any
purpose which the Board‘thinks proper, including as a purpose the
public utility's status as a borrower or seekev of funds for necessary
maintenance or expansion of its operations".54

In Prince Edward Island the provisions are straightforward '
in that they provide for a "depreciation aqcouht" and enpower the
Commission to determine what are pfoper and adequate rates of depreci«
ation.55' |

(iii) Determination of Rate Base

| As in valuation and depreciation the statutory proviéions

range from none in New Brunswick to quite detailed provisions in Nova

3N.s. Act s.35, 36.
54

55

Nfid. Act s. 52, 63. .
P.E.I. (Tel. Act) s.24, 28.
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Scotia. In the latter the Board is required to fix and determine a

- separate rate base for "each type or kind of service" furnished by

5% 1ne rate base is to consist of the value

a utility to the public.
of the»physica] assets of the utility as determined according to the
Act.and, at the discretion,oflthe Board allowance may. be made for

(a) working capital, (b) organization eXpenses, (c) construction
overheads, (d) valuation expenses charged to capital account and

(e) -costs in whole or part of land acquired in reasonable anticipation
of future requirements.57 |

The Newfoundland provisions are very similar53 except that.

by a 1966 amendment the Board is given greater discretion to include

in the rate base any other fair and reasonable expense“",..which the
Board thinks proper and basic to the public utility's ope?‘ati,on".59
In Prince Edward Island the reference is to an "earnings base"

to be determined similarly to a "rate base" elsenhere.

(iv) Rate of Return |
New Brunswick has no provision at .all whi]e-Nova Scotia, New—

foundland and Prince Edward Island are substantially similar.

5y.s. Act $.39(1).

57\.5. Act 5.39(2).

B\f1d. Act s5.62(1), 63(1).

The public Utilities (Amendment) Act, 1966 s.5.

60p £.1. (Tel. Act) s.24(1). .
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The companies are entitled to such return "...as the Board
deems just and reasonable on the rate base as fixed énd determined by
the Board". This return is less any special resefve fund not deemed
an oberating expense and is -in addition to such expenses as the Board
may allow as reasonable and prudent and prqper]y chargeable to operat-
ing account.6] |

In Prince Edward Island it is provided that where the cost

of a hearing has been assessed against-a utility, and the utility has

been found to be in the wrong by charging excessive rates or by neg]ect»_'

ing to provide adequate service, the Commission may order that "...such
payments by the public utility shall be deducted from the amount which,
otherwise, such public utility would be entitled to earn as a just

and reasonable return".62

' (v) Tolls and Rates
In Nova Scotia ‘and Newfound]énd rates are to be set by-the
Board "as it deemsvjust"; A schedule of fees and rates MUst:be filed
with the Boardﬁand the rates so filed constitute the only "lawful"
'fates. The schedule of rates must be aVai]éb]e for public inspection..
In New Brunswick a schedule of rates must be fi]éd wfth the Board and
"open to public inspection" while in Prince Edward Island onIy rates

approved by the Commission are "1awfu1".63

61N.s. Act s.42(1); Nfld. s.64(1); P.E.I. (Tel. Act) s.26.

62p E.1. (Tel. Act) s.27. = -

63y s, Act s.41, 60, 675 Nfid. Act s.54(1); N.B. Act s.26;

P.E.I. (Tel. Act) s.16.

N
-
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(vi) - Equality of Rates

The standard provision here is that all rates shall

"...under substantially simi]ar_circumstances and conditions in res-

pect of service of the same description be charged equally to all

" 64

persons at the same rate...". Penalty provisions are provided con-

65 except

cerning "unjust discrimination” in rebates, concessions, etc.,
in Prince Edward Island. In New Brunswick the penalty provisions
provide for the dissolution of a'pub1ic utility charging unauthorized

rates!66

Special Problem Areas

, There remain five areas of concern that warrant special
mention. These are: (i) Restrictions on Sale; (ii) Extension of
Serviée; (iii) Overlapping Services; (iv) Discontinuation of Service,.
and, (v) Jntercohnection. | |

(i) Restriction on Sale ‘
The typical provision to be found in the acts is that in
Ndva Scotia:
Notwithstanding the provisions of any Act of the.
. Legislature no public utility shall sell, assign or
. transfer the whole of its undertaking or any part there-

of to any person or corporation excegt with the approval
‘of the Board first had and obtained.%’

64

N.S. Act s.63(1); Nfld. Act s.57; N.B. Act s.16; P.E.I. (Tel Act)
s.32. ' ‘

65y 5 Act 5.101-110; Nfld. Act s.88-97; N.B. Act s.20.
66 - -

67

N.B. Act s.17.
N.S. Act s.58; Nfld. Act s.33; P.E.I. (Tel Act) s.11.
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This provis{on has, Qf courSe, played no role at all in‘the
Bell "take over. of Avalon, N.B. Tel., and M.T.&.T. as this was not" - -
done by way of a sale of the undertaking. Indeed, in reading the
legislative debate leading to the "Bell amendment" to fhe Mayitime

Telegraph and Telephone Company‘Act, there is Tittle mention of any role

for the Board, reliance being placed instead on a limitation on share

voting. _ ' ' ' o -

(ii) Extension of Service L i

IIn Nova Scotia and Prince Edward Island extension of service

s

is tightly tied into the'concept that there ‘may only be an order

requwrlng extension of serv1ce '...that shall promise to be compensatony

n 68

within a reasonable time. In New Brunswick the situation is some-

what different in that the Board may order extension of service tb a
disfrict without such service but when doing so the Boardiﬁ,..ShalT
take into consideration the reasonableness of the rafe‘to the public
uti1ity upon'its investment",69 The position in Newfound]and was the
same as in Nova Scotia, but an amendment in 1970 fo11owihg a controver-

70

sial extension of service order to the Burin Peninsula,’~ removed the ‘ —

words “...that shall promise to be compensatory within a reasonable

time". 71 , | ' =

%8\.5. Act 5.82(3); P.E.I. (Tel. Act) s.21(2). D o

. |
69N B. Act s.6(1).

[1964] Newfoundland Board of-Commissioners of Public. Utilities Reports ,
133-35; [1969] Newfoundland Board of Commissioners of Public
Ut111t1es Reports 7-17.

Mppe Public Utilities (Amendment) Act, 1970 s.8.
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(iii) Overlapping Services
The typical provision adopted in this regard is that in

Nova Scotia.

50(1)' No public utility shall begin the construc-
tion...in any territory already served by a public
utility of like character, without having first ob-
tained from the Board a certificate that the present

~ or future public convenience and necessity require
or will require such construction.

(2) The Board shall have the power, after a hear-
ing involving the financial ability and good faith
of the app11cant and the necess1ty of additional
service in the community, to issue such certificate
as applied for, or to refuse to issue the same,... :
and may attach to the exercise of the rights granted l
by said certificate such terms and conditions as in :
its judgment the public convenience and necessity may
require.

(iv) Discontinuation of Service ‘

A standard provision is that a public utility may not abandon
any of its operations without the permission of the Board.’® The
issue of discbntinuation of service to individua1 subscribers is not
dealt with except in Prince Edward Island which provides:

 Except as provided by this Act...no person who, at
the date of the coming into force of this Section, is
in actual receipt of the service of...telephone from a
public ut1l1ty, shall at any time after such date, have
such service from such public utility d1sconnected or
terminated without his consent.’4
(v) Interconnection
Only in Prince Edward Island is provision to be found dealing

with the issue of interconnection. It emphasizes the necessary balance

72\ s. Act s.50; Nfld. Act s.25; P.E.1. (Tel. Act) s.6(3).
73S, Act s5.49; NFld. Act s.24; P.E.I. (Tel. Act) s.9.
78 £.1. (Tel. Act) s.33A.
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between the rights of subscribers and the'neéd to preserve the purity
of the system. C ‘ —

If a customer of any public utility installs or
connects or is desirous of installing or connecting
any service, appliance or equipment which in the A
opinion of such public utility is or may be detrimen-
tal to the service being rendered the matter may be :
referred to the Commission by either party and the : -
Commission may make such order therecn as appears
reasonable.’5 ’ ,

Bp E.1. (Tel. Act) 5.33(2). -
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CHAPTER I1I

The Development of Telephone Services
in the Atlantic Provinces

Telecommission Study 1(b) sketches in varying detail the

histories ofithe major teiephone companiesiof‘Canada 1 There is Tittle

: po1nt in repeating from that source the ear]y history of corporate

deve]opment. Instead, in th1S chapter we concentrate on the post~Wor1d
War II period and attempt to outline briefly those-featunes of the
development of telephone services which are re]evant to the economic
analysis of Chapten ITI and which'differ significantiy within the region
or between the region and the rest of Canada. |
Immediately prior to the outbreak of the War, the number of
te]ephones had recovered to its pre-depre551on peak_in each of the
Maritime Provinces. There were at the end of 1938, 86,348 telephones
in operation in these orovinces; on a per caoita basis, .058 in'PsE.I.,

.087 in Nova Scotia and .074 in New Brunswick. Of the total teieohones

20,000 in Nova Scotia and'10,000 in New Brunswick_wene connected to

automatic. switchboards. At that time N.B. Telephone operated about 95%,
Island Telephone 78%, and MTAT 88% of the telephones in their respective
proVinces.2 By way of comparison there were in Canada as a whole at-

that time .12 teiephones per person. 47%-of the teiephones nationwide

1 TCTS, History of Regulation and Current Regulatory Settinq, Te1e~

commission Study # 1(b), submitted March 1970 (Queen's Printer,
Ottawa, 1971).

DBS, Telephone Statistics for 1938 (Queen's Printer, Ottawa;-1940).
For obvious reasons Newfoundland. is omitted from this comparison.-
There were 51, 257, and 36 telephone systems in P E. I., Nova Scotia,
and New Brunswick respectiveiy. 4 _
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national standard. ' o _ ‘ —

were dial. Thus only Nova Scotia came anywhere near to approaching the

A very rapid expansion oceurred over the next decade. In

1949, there were per capita in the Maritime_Pwovinces, 113, .152 and
.131 telephones; compared to 1938, the number of te]epﬁones had nearly
.doub1ed. In Newfound1and”there were only .054 telephones per capita
and 18,668 telephones in all. Except in New Brunswick where almost all | —
telephones were part of the N.B. Tel. system, the proportion of total
telephones belonging to the major company was about 90% in each of the
other provinces. But there were significant d1fferences in Newfound-
land there were only four te1ephone systems or companies; on P E. I
there were ten times as many, and in Nova Scotia sixty times as many. | —

.TgMoreover, 85% of Avalon's telephones were dial -- easily the highest

" percentage of any of the major companies'-fland its pereentage of phones
on rural lines was by far thev10west. This refiects the absence at that
time of any telephone service in most parts of Newfound]and outside the
'1arger communities as well as the CN Telecommunications takebver of | - —
approximate]y one thousand telephones in remote parts of the Province |
From the Newfoundland Postal System at Confederat1on

; Tab]e 2-1 presents statistics at five year intervals on these
characteristics of the major telephone ‘companies from 1940 (Avalon from
19503) onward, Table 2-2 shows estimated annual rates of growthAfor the -

same periods after 1950 of numbers of telephones for these'companiee

3 On 28 December 1950, Avalon absorbed the telephone systems of Anglo-

Newfoundland Development in the area around Grand Falls. About 1000 L
telephones were involved. This take-over is not reflected in Table

2-1 but has been introduced in making the growth calculations in ' '
Tables II-2 and II-3.
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TABLE 2-1

Significant Characteristics of the Major Telephone Systems
in Atlantic Canada '

Province Year. Total # of Major Co. =~ Percentage of Percentage of
- : - telephones of telephones as : Major Co. - Major Co.
the Major Co. ' a % of total # Telephones on telephones that
‘ of telephones ‘ Rural lines are Automatic

N.B. 1940 - 34,351 96% 16% 50%

1945. 43,855 96% 16% . 50%

1950 ' 71,167 - 98% 19% 54%

1955 © 98,552 98% . 17% 61%

1960 127,450 99% 16% 78%

1965 172,823 - 100% ‘ 13% ‘ 91%

. 1970 : 225,121 100% 9.5% , 100%

N.S. , 1940 46,618 89% 1% . 56%
1945 ; 63,505 ‘ 1% 13% - - 56%

1950 - 100,195 93% 13% - 63%

1955 L 130,782 _ 94.5% _ - 13% o .. 718%

1960 - 167,728 97% 12% . 85%

1965 ' 218,533 97.5% - 13% : A 88%

K 1970 : 281,363 . ' 99% . 10% e 918
P.E.I. . 1940 . 4,361 78% 26% 0%
1945 ' 6,525 - 86% _ 27% - 0%

1950 10,447 . 92% 28.5% 18%

1955 ; 13,221 93% 24% : 70%.

1960 : 17,794 . » °6% 26.5% ' - €7%

1965 ‘ 26,412 100% . 29% : 67%

1970 34,132 100% - 24% : 74%

Nf1ld. - 1950 19,146 ‘ 89% : 2% , 85%
1955 30,553 . %2% S - LT% - 84%

1960 : 49,818 : - 86% 4 - 5% 97%

1965 : 66,898 76% - ' 92%

1970 92,991 68% 1% T

Sources:  D.B.S., Telephone Statistics and Telephone Statistics, A Preliminary Report on Large Telephone Systems, <
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TABLE 2-2

Annual Rates of Growth of Telephones

by Five-year Intervals by Province

by Total Province and Major Company.
(in percent)?!

Years N.B. N.S. P.E.I.. .  Nfld.

1950-1955 | | | A -~
Total 6.5 5.3 4.4 9.9 : o
Major Co. 6.7 5.6 4.9 9.52

1955-1960 , :

Total 5.0 4.7 5.8 11.2 !
Major Co. 5.2 4.8 6.4 10.1 ‘ -

19601965 |
Total 6.0 5.0 7.2 8.7 ,
Major Co. 6.1 5.5 8.1 6.1 -

1965-1970 B |
Total 5.6 5.1 5.1 9.1
Major Co. 5.6 5.4 5.1 7.1

1 Computed using averages for each end year. o : -

2 Acquisition by Avalon Telephone Co. of minor telephone systems’
included. ’ o

Sources: Telephone Statﬁstics, Dominion Bureau of Statistics, and
TeTephone Statistics, A Preliminary Report on Large
TeTephone Systems, Dominion Bureau of Statistics.

ot
~
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TABLE 2-3
PER CAPITA ANNUAL GROWTH RATES

1950-1970

es, P1ant,

‘Income

Telephones Per Person 1970

Canada & Atlantic Provinces

N.B.
1950 -- 1970
Annual Growth Rates '
Telephones/person : - 4.8
Telephone Plant/person! 9.6 .
Personal income/person 6.5
1970: .
Number of telephones/person .362

"1 Telephone plant is undepreciated orig

Canada are excluded for NewfoundTand

Sources:  D.B.S., Telephone Stat1stics (56- 203) and D.B.S.

) vamous years.

=2
-
w

4.1
9.6
6.2

. 368

inal cost.

4.9
10.2
6.4

.308

2.5

NFld.- Canada

7.7 3.9

12.5 8.7

6.5 6.0
260 - . 450

CN Telecommunications and Bell

Cahada Yearbook,




- and Table 2-3 shows anﬁua] rates of growth of telephones per person,
telephone plant per person and income per person in the Atlantic Pro-
vinces and in Canada over the twenty year period 1950-1970. |
Several pofnts are worth noting and emphasizing. ‘As of 1950
there was a very large qumber of rural and mutual te1eﬁhone companiés
in Nova Scotia re?ative;tb the number of telephones in service. The
number of telephones served by these companies continued to increase
until 1955, declined rapidly between 1961 and 1967 and has remained

stable since then. The number of companies has been gradually decreas-

ing. Thus MT&T has continually and gradually absorbedtundercapitalized

syétems through this period and extended service into rural areas which

it did not before serve., This accounts at least in part for the slow

progress of dial conversion from 63% to 91% over the 20 year period; it =

also explains.the stability of the percentage of te]ephones on rural
lines between 1950 and 1965. | L

| A similar situation prevailed on Prince Edward Island.
initially with relatively fewer rural companies providing a larger
share of service. With the dial conversion of theyCharlottetown

- Exchange in 1953 the pefcentage of automatic teléphones reached a
respectable level. However, the rural companies rapidly decreased in
- numbers between 1955 and 1965, there'being only half a dozen remaining
in the latter year and only one by 1971. Between 1960 and 1965, 90%
of the telephones served by these compahies were taken over by Island
Telephone. This rapid rathef than gradual elimination of connecting
companies led to an increase‘in the already high proportion of tele-

phones on more-than"four~party Tines between 1955 and 1965 and a
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decrease in the proportion of automatic service. Nearly a tenth df the
expansion of Island Telephone in‘this period came from take-overs of
independent companies. i

This difference in rate of extinction of independent connect-
ing companies ref]ected obvious differences in regulatory approach. .In
Nova Scotia the Board has attempted to help these companies to continue
to function aé long as possible; in Prince Edward Island the policy has
been to impose not unreasonable conditions of service on connecting
companies knowing that the probability of meeting these conditions was

low and the 1ikely result, the surrendering of the"fran‘chise.4

The proportion of telephones of N.B. Telephone on rural lines

1n.f950.kef1ectbd in comparison to MT&T, the relatively insignificant
proportion of. service providéd at that tfme by cqnnecting.companies.
With the exception of the Fort Kent Telephone Company's operations in -
Madawaska County -- which is affiliated with General Telephone Company

(U.S.A.) and continues to operate -- the few remaining'independent

4 Compare for example treatment in P.E.I. of Ioné Rural Telephone Co.

(Report 1962-63, at p. 24) and Ellers]ie-Conway Telephone Company
(Report 1962-63, at p. 24 and Report 1963-64 at pp. 27-30) with
treatment in Nova Scotia of Maple Leaf Telephone Company (Report
1956, at p. 333, Report 1968, at pp. 221-224 and Report 1960, at

pp. 210-215 and pp. 289-291.) After some delay in holding a hearing
Ellerslie-Conway was given two months to decide whether it would
comply with rather tough conditions or the Commission would require

Island Telephone to take-over its area. Maple Leaf was investigated -

in 1956 and ordered in 1958 to shape up. The worst of its plant was
taken over by MT&T in 1960 and three new mutual companies were
established to take over the remainder of the operation. At least
part of the delay resulted from MT&T being unwilling to schedule an
earlier take-over of portions.of the areas served by Maple Leaf.
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telephone utilities were absorbed gradua11y‘by N,B; Telephone in the:
following decade. Thus the peréentage of telephones on rural Tines
could steadily be re&uced and the proportion of automatic service in-
creased to 100%.
In Newfoundland, growth of Avalon was rapid -- particularly

in the 1950's. Litt1enpf this growth came from‘take=overs of previbu$1y
’indépendent companies. However, the growth of CN Telecommunications

was considerably more rapid. And in addition, Newfoundland Labrador
Teiephone was set up and grew rapidly. The result was that the share
of Avalon of tota1‘te1ephone3'in Newfound1and dropped from nine-tenths
to two thirds over the twenty-year period. Given the,rapid rates of
expénsion, is it not surprising'that the per-capita telephone deve1op~
ment .in Newfoundland is now only modestly behind that of the other -

Atlantic Provi‘nces.5 In spite.of expansion into previously unSerVed

areas, such t#at in Avalon territory there are now no 1onger any area§
which do not have service, rural multi-party Tines were not built by E
Avalon, so the proportion of such service remained low.

A In spite of growth rates of te1ephones and_of telephone plant
in the Atlantic area which are one to four percent higher than in Canada
as a whole, a very'significant gap between telephone development still
is present, The variations in thfs respect among the fouf provinces are

significant, but less so than the difference between this group of pro-

vinces and the rest of the country.

J It 1s'1nteresting to obsérve'that'differences_1n rates of growth of

 per-capita income account for 1ittle if any of the differences in
rates of growth of telephones.
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CHAPTER III

Economic Analysis of Requlatory Decisions

At the interface between utility and consumer are the services
provided by the former and the prices paid by the Tatter. Although -
telephone utilities baSica]]j provide point~to=point comnunication of
a quality adequate to transmit voice messages and for that purposé in-
stall terminal transmitting/receiving equipment and operate lines and
switches for connections, the servicos orovided vary in several dimen-
sions. Equipment and/or switching may be standard or specialized and
distance may be nominal or long. Thus, in'addition_to f%xihg a prioe B
for (a) standard local service with'sfaﬁdard equipment, five other.
dimensions of telephone utility pricing may be distinguished:

(b) - installation and removal of equipmint Ao

(c) provision of specialized equipment (e.g., system service, PBX,
- touch tone)

(d) 'prov1s1on of spec1a1ized SW1tch1ng or services (e.g., . conference
calls, multi-party services, leased lines, mobile service)

(e) connection at a distance from the local exchange

~ (F) supp1y of periferal services, such as d1rectory 11st1nqs, adver-
tising, pole space,. MUZAK '

. Révenues From eaoh of these dimensions contribute to the.financia1 well-
being of the utility, and each dimension is to’some extent,suppooted by a
common plant and a common work force. Moreover, thié "jointness" or

0 1nterdependence in output is accompan1ed by s1gn1f1cant interdependence
among serv1ce d1mens1ons in consumption. This makes it p0331b1e .-
indeed 1ikely -- that te1ephone ut111t1es may subs1d1ze some service

'offer1ngs by charging monopoly rates on others, and it makes 1t d1ff1cu1t



and complex to determine the_ekistence and extent of_such,croés-subgi-
dization.

Clearly this ought to be an ‘important area for regulation.
In Section III-B we examine in some detail utility behaviour and requ-
Tatory performance with regard tb one aspegt of te1ephone;pficing:
short-haul services beyond the basic local calling area. In addition |
we consider the patterns of price regu]atjon of a Timited range of
. specialized services including installation. As well, there is a brief
analysis of relationships between price structure and servige growth.
The focus throughout is on the structure of cross-subsidization whicﬁ
has been sought by the utilities and which has been permitted by the
regulatory authorities. |

‘ Obviously, it is impossible to determine much about the just-

ness of pricing policies without information. on costs. Section III»A,
examines fégulatory efforté to establish and 1imit financing, equip-
ment, and operating costs, primarily from the point of view of the
~overall operations of the utilities, but also where possibTe in rela-
tionship to specific services.

Section III-C deals with extension and improvement of .service.
In areas of Tow population density and Tow incomes,ihe unit costs of
proViding service of a given quality are hidgher than in areas of dense
telephone development, and indeed unit costs of providing any service
may'éxceed the unit revenues which Tikely cou}d be secured. This.
creates a problem for public policy and for regulaiion, which,may be
bluntly put: to what extent-énd how shou1d rurallbasic'telephone service

be subsidized by other services of the telephone company? »Expressed
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this way, this question becomes a specific aspect of pricing po11cy,
which -- as we shall see -- has been approached:differentTy in the

“various Atlantic area jurisdictions.
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Sectioh III-A

REGULATION OF TELEPHONE UTILITY COSTS IN ATLANTIC CANADA - . -

The overall costs of operation of telephone utilities may
be divided into three categories: costs of financing, éosts of equip-
ment, and costs of operation. The first of these relates to the
~entire operation of the firm and cannot in principle be broken downf
to apply to particular services. This may also be true of certain -
types of operating costs (e.g. directors fees) but in general --
subject to certain more or less arbitrary rules -- costs of equipment

'and of capital can be allocated to specific services. In this section

we consider each of these types of costs in turn, centring our

attention on the extent to which attempts to determine and control

these costs have been undertaken by regulatory authorities.

Finéncing]

In all four jurisdictions; the regulatory authorities
determine a rate base for each utility and fix an appropriate rate of
return on this rate base by considering the imbedded (historical) cost

of:debt, the debt-equity ratio, and the necessary rate of return on

]Parts of this subsection and the remaining subsections on cost draw
to some extent on P. B. Huber, An Economi¢ Assessment of the Consumer
Interest and Regulatory Commissions in the Atlantic Provinces, a
report prepared for the Canadian Consumer Council, March 1974, / .
Section 3 '




equity.z Thé-éost of financing i§ fhus détermined‘in two steps,

each of which involves a number of COmplex_qUestions of vatuation
and accouﬁting.' There are a number of sighificaht differehcés in
fhese~respects among the four provinces, but these are important

only if they are not taken into accouht'when determining the per-

‘mitted rate of return on equity. Whether COmparisdns which have

“been made are in fact based on adjuétment for these differences

is hard to say; probably this is only partially the case. In this .

sub-section we shall first consider the determination of rate bases,

. and -then turn to the fixing of the rates of return.

Table 3A-1 presentslin'out1ine the variations in account-

ing and valuation practices with respect to ca]culatibns of rate bases.

" As described in Section I of this report, some of these practices are

reqUired by Statute in Newfoundland, bea Scotia and Prince Edward

" Island, but most are subject to the discretion of the regulatory body.

In 1969, the'New'BrUnswick Board for the first time gave explicit

approval to a rate base calculation.

ZThere is a statutory requirement for this procedure in Newfoundland,
Prince Edward Island and Nova Scotia. Such an approach was early
attempted in New Brunswick, but was overturned on appeal on grounds
that reasonableness of rates could only be judged on the basis of
value to the purchaser -- an economically pernicious and exploita-
tive doctrine propounded in Canada Southern Railway Co., U.S. Inter-
national Bridge Co. (1883) 8 A.C. 723. See ex parte Moncton Tramways,
Electricity and Gas, Ltd. (71927) 53 NBR469 and ex parte Maritime -
Electric Co. Ltd. (1934) 9 MPR 1.7 Subsequently (1935) the N. B. Act
was strengthened to enable the N.B. Board to use this approach.
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Table 3A-1

Rate Base Calculations

Atlantic Area Telephonre Companies

2

NFld. N.B. N.S. P.E.I.
Valuation of assets _ 1 . )
prudent original cost Yes Book Yes Yes
Depreciation straight line . .
at approved rates Yes In practice Yes Yes =
Timing of valuation Mid-year. ~ Mid-year Year-end Mid-year
Inclusion-Exclusion of * - .
Land ’ Incl. Incl. Incl. Inci.
Plant under construction Excl. Incl. Excl. Excl.
Property held for future use Incl. Incl. Exc1.3 Excl.
ExcTusion-Inclusion of .
Deferred taxes Flowed thru Deducted Inc‘l.4 Inct. Also
ded icted as
in #.3.5
Contributions in aid of
construction Deducted Deducted Deducted Ded icted
Installation charges Incl. Incl. Incl. Incl.
Investments in Subsidiaries. - Exel. - Excl. -
Private Mobile Telephone Incl. Incl. Excl. Excl.
working Capital
12.5% of annual operating
expenses " Yes Yes No 4 Yes
Average material & supp11es Yes Yes No 4 Yes
Average prepayments Yes No No No
Inclusion-Exclusion of
Unamortised part of
Valuation costs Yes - - Yes® -
Organizaticnal expense No No Ye36 No
Hearings costs Yes No No No.
Conversion costs Yes - - -
Depreciation deficiency Ves - - -
{ ‘s | § 4 I L { 1

"N

m

(2)

{(3)

.(4)

(5)

(6

(7)

Notes

In Newfoundland s.48 of the Act (as amended Stats. N. 1966,
c. 26) indicates that prudent original cost is appropriate
for new assets created or acquired since 1 January 1550.
Used assets created since that date are subject to prudent
acquisition cost. Other assets are subject to fair dep*e-
ciated value as of 1 January 1950.

There are no statutory requ1remenus regarding rate bases
in New Brunswick.

Land acquired in reasonable anticipation of future recuire-
ments may be included but is not. (s.39(2)(e))

N.S. includes $275,000 and $350,000 for working capital
and materials and supp11es, which respectively were fixed
in 1946 at levels which at that time would have reflected
the same criteria as employed currently in other juris-
dictions. These low levels reflect a gentlemen's agree-
ment betwaen Board and MT&T to offset deferred tax.credits
against working capital. However, any reasonable estimate
of the latter is far smaller than the former. See N. S.
Board, Report 1958,"In the matter of an Application of NSLP
for an Order determining an allowance for working capital”,
at pp. 96-99. .

In P.E.I. in 1971 calculations of rate of return were made

" both on the physical "earnings base" and on the cap1ta1 ex-

cluding deferred taxes.

These were carried in the rate base from 1914 to 1952 and

.then fully amoruxzed through 1971.

See Newfoundland Board, Report 1966 Order #66 for details.
The former relates to use of cupiicate plant for a period
in 1956.
"Depreciation”, in the text below.

Sources .
P.E.I Reports 1951-52 at pp. 46-48 and 1970-71 at pp. 14-16.
N.S.: MT&1, "Application...” dated May 1974. -
N.B.: “Cole Report" 1969 . : - )
KewFoundland: ~Reports 1986 at pp. 116-122 and 1968 at pp- 24-25.

The Tatter is discussed fully under the sub-section




The significant differences among these practiCés~are
as follows. (1) The use of year-end calculations in Nova Scotia
inflates the rate base by about five percent at current rates of
growth. (2) Inclusion of plant under construction in New Brunswick
and property held for future use there and in Newfoundland average about
two pércent‘and less “than ‘one percent respectively of rate bases.
(3) Statutory inability to exclude deferred taxes in Nova Scotia and
thé resulting partial offset against working capita]-a110wancés‘in—
flates the rate base there relative to New Brunswick by about ten

percent; the effect relative to Newfoundland depends on the treatment

“there of rate of ‘return == which will be discussed below. (In Prince

Edward Island calculations in the most recent rate case were made on
"earnings bése? including deferred taxes and also on "capita1"
excluding it.3) (4) 'With:the'exceptioﬁ of'the last two exceptional
items included in Newfoundland -~ which inflate the rate base of
Newfoundland Telephone by about three percent at the present time -- the
remaining items aggregate to a maximum differentiai effeét of about
half of one percent of rate base.*

" The standard calculation of rate of return on rate base

is the sum of the "test year“‘imbedded cost of debt and the required

3p.E.1. Commission, Report 1970-1971 at pp. 15-16. See below.

4Faﬂure to deduct installation charges made by customers -- in effect
a contribution to capital-.-inflatesrate bases in all Jur1sd1ct1ons by
~two to three percent. A
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post-tax return on equity weighted  respectively by the percentages

of funded debt and equity in the capita]fzation of the uﬁi]ity. This
approéch does not seem to have been questioned by the boards”in thé
Atlantic Provinces although it clearly is economica11y irrational in
that it (a) mixes historica1.finéncing costs on the one hand and
current financing costs on the other, (b) prdvides no incentive to
economise on income taxes, (c) provides no incentive to economise on

~ other operating costs, (d) provides no incentive to economise on debt
costs, and (e) tends to promote an irrationally low ratio of debt to
equity.

Presumably the goal of regulation with respect tb'financing
should be to minimise khe long run cost to consumers of securing funds;
subject to avpiding excessive risk that might make future financing
impossible. This implies concern with (a) the terms of sale of debt
and equity; (b) the effective rate of interest paid on debt, (c) the
rate of return on equity, (d) the balance of debt and equity in the -
capitalization, given the taxatibn of earnings on the latter, (e) the
treatment bf other sources of capital such as customer or government
grants in aid of construction,and deferred faxes, and finally, (f) the
définition'of income. Let us consider these in turn.

Statutory provisions require every issué of stock or deben-
tures whether to the public or not to be the subject of a public
hearing, so the.record is rep1ete with decisions on the first question.
But. for the last tWenty‘years it i§ difficult to find a case wﬁere

approval has not been perfuhctory. This is not surprising given the

development of securities legislation and self-policing by the major

3.8
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stock exchanges wh1ch has occurred s1nce the 1929 f1nanc1a1 co]]apse
Since the maJor compan1es are- go1ng to the market a]most every year,5.
it wou]d appear that genera] superv1s1on over- secur1ty 1ssues accom-
panied by the’ f111ng of" prospect1ves wou]d suff1ce for the reguTatory
needs of the 1970 S. The on]y 1ssues 1n th1s 1mmed1ate area which
appear to warrant attent1on are: the extent of d1scount offered under

Employees' Stock:Savings Plans and ‘the- poss1b111ty of excess commis-

sions be1ng pa1d to underwr1ters 16,7

5 For example there have been 28 public-issues of stock or debentures
by N B Te1ephone and 24 such 1ssues by MT&T 1n the 1ast 28 years

6 The terms of the ESSP of MT&T have been changed severa] t1mes1n recent

years, the changes in 1970 being admittedly introduced to relieve "the

App11cant from criticism by its shareholders and others that the exist-

ing plan has become too generous..." N.S. Board, Report 1970 at
PP. 330- 338 See also Report 1967 at pp 64-70. . _ A

7" 1n 1955 the N. S. Board made some po1nted remarks w1th respect to
.underwriting: o .

S "In 1952000 W.CL P1tf1e1d and Co. Ltd ‘was appo1nted f1sca1
agent of the petitioner to sell the proposed issue on behalf
of the Applicant at the best price obtainable.... 1In 1951,

Applicant asked four bond dealing organ1zat1ons -to make
'_tender for the said issue and the best offer... was accepted .
by the Applicant. In the present instance, however, the Appli-
cant did not call for tenders or: offers’ from any persons or
~_firms other than W. C. Pitfield and Co. Ltd. .... There is
" 'no evidence...that...circumstances excluded the Applicant
either from retaining a fiscal agent or seeking additional

~ offers.... The Board has been compelled to conclude that if

" the 1ssue had been handled [differently] ...an increase in the
net amount to the applicant m1ght have been reaT1zed o
" (Report 1955 at pp 124 125) - L

3.9
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Since imbedded intérest costs are more or 1essvau£omatica11y
included in the approved rate of return the only review of 1ntérést"
charges which occurs is at time of issueVand-the'uti1ityvhas no. incen-
tive to call old issues when yields fall sharply or otherwise to con- ‘ ' ~—é
éern itself very 1ntehsive1y with the timing of it§ debenfure issues.s.. . f

'Imp]jcit]y or explicitly the regulatory boards in the
Atlantic Provinces apply a market ériterion.ih their determination
of the permitted rate of return on equity: a growing utifityimust _
provide earnings comparable to those geherated by other firms in . | v ﬁ.:
similar cirfcumstances in order to be ab]é to secure additional
financing. But only in Newfoundland and Prince Edward Island has thié '
principle been clearly stated, | |

"Simple comparisons of rates of return on the rate base
-in other jurisdictions are not possible.... The result is
~influenced by the formula used for determining the rate base....
Avalon should earn about the same return on common equity as

would be earned by other telephone companies in the Atlantic
region if the taxes payable method were used by them."?

8 Admittedly regulatory lag may squeeze earnings on equity (or.in Fimes e
of stable prices and declining interest rates permit excess profits), S
but a reduction of return on equity can stem from many causes other
than excessively high yields on debt issues.

AD

Newfoundland Board, Report 1968 at pp. 28-29. Emphasis aqded. The '

Board also listed five tests of fairness: (1) Similar with bgs1ness _ ‘
bearing similar risks, (2) commensurate with comparable companies at the =
same time in some general area, (3) sufficient to assure confidence :

in financial condition, (4) sufficient to maintain credit and make-
possible necessary attraction of capital, and (5) Tower than in highly
profitable speculative ventures.

Ni“




_ "A public utility is permitted to earn such fair return

as will insure financial stability as to existing capital and
make the enterprise attractive enough so that when additional
capital is required willing investors will be found to furnish
such capital. On the other hand, however, those who use the
service provided must...pay no more than the reasonable and

fair requirements of the public utility demand." 10
"In determining whether the projected return to the Applicant
is just, fair-and reasonable, the return on capital rather than
on earnings base alone must be considered since in the Applicant's
case...total invested capital differs from its earnings base, for
example, at the end of 1969...$10,231,308 to $12,180,038.... For
the years 1971 and 1972 under the proposed...rates, the projected
returns on total investment are 8.77% and 8.57%; ... on earnings
base...7.93%...and 7.73%. ...The Commission's consultant...con-
cluded. .. that the various returns on the various types of invest-
ment are acceptable and therefor?'the.projected rates of return
on earnings base are justified."!l -

“In the other jurisdictions even decisions which sharply reduce requested
- increases by uti]ity managéments fail to indicate what standards of
reasonableness ‘are being applied: | '

- "... to increase the rate of return to 8.26% (based on 1968
operations), is however, considered to be excessive. We are of
the opinion that tariffs...which will increase the rate of return
to 7.58% will meet the Applicant's present needs. This approximates
the lower 1imit of the range of the rate of return origina11% :
‘petitioned [and]...would give a return on equity of 9.19%."12.

"In the light of all circumstances including a review of the
operations of the Applicant in the conduct and financing of its
electrical utility undertaking in recent years, a careful examina-
tion of the evidence adduced at the hearing, and an attempt to
more closely evaluate imponderables of marketing securities the

10
1
12

P.E.I. Commission Report 1951-1952, at p.40.

P.E.I. Commission, Report 1970-1971, at pp. 15-16.

N.B. Board, Decision "In the Matter of anIApplication:offN.B. Tel...",
dated 3 December 1969 at p.7. _ ’ :



Board is of the opinion that a return of something less than 7%
will meet the standard of reasonableness which the Board is endeav-
ouring tdo establish. In reaching a reasonable return on rate base
the Board has for some years regarded financial need as one of the
yardsticks to be used to test the result. a yardstick which is by
no means conclusive and one which, as in the present instance, must
be appropriately Tengthened or shortened to be properly related to
the particular public utility operation under consideration.... A
schedule of rates estimated to produce approximately $450,000.00
less than the schedule of rates proposed by t?g Applicant will
"result in a reasonable return on rate base." !9 o ‘

One perhéps should not expéct that the appropriate rate of
rethrn on equity can bg ---or should be -- fixed withvabso1ute precision
as is done with excessive effort in some u. s. jurisdictions. Capital.
| ,market conditions vary, the regulatory cost of such precision fs high

and the gain slight. Nevertheless it is instructive to note that some
| U. S. authorities have taken the cost of equity capital to subsfdiaries’
of American Te]ephoné and Te]egraph as the cost of capifa] (equity b1us

debt) to the parent compan .]4 Newfoundland Telephone might'We]T have

3.12

been treated thus,” since it is wholly owned by Bell Canadé; a similar . .=

approach for about half Qf the equity involved might_havé been app]ied
to MT&T, NBT and ITC. | ‘

Income taxes are levied on pre-tax earnings at about 50%.
Hence every dollar of post—tax.earnings on equity requires two db11afs

of revenue. Since the required nét earnings stream on equity generally

13 \.s. Board, Annual Report, 1958, at pp. 109-110. This decision
related to N.S. Light and Power. In 1966 and 1970 decisions relating
to MT&T proposed rates were approved but the N.S. Board made no finding
regarding what would be a reasonable rate of return.

14

E.g. in New York, Pub]ig Uti]ity.Reports,_Brd gg_ét pp.,359—367.
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exceeds that on bonds by one to five percentage points, .the required

pre-tax earnings stream'qn eqUity financing WiTl_be at least doub1e

and perhaps more than triple thet on bonds financing. Since’the
riskiness of bonds and‘stock_Both rise as the bond/equity ratio riees,
this.risk being expresSed in higher rate of return on new stock or bond

issues; there will be some bond/equity ratio which will minimize cost

'3 to the consumer in the long run. - Almost surely this ratio is well above

the 40% to 50% ratios derived from the conventional wisdomxof the 1920's.
If permitted rates of return were based on a hypothetical rather than
actual deSt/eeuityIraﬁid; mahagemeht would Be‘free to choose some otﬁer ‘
ratio;:and thefapﬁ%opriate.f{heﬁcihg vehicle ef‘eﬁy'mbment of time but
excessfve cohéervefiQiSmLWOd1d‘be.penaliied,with'1ow‘ectha1lrétes of
return on equity .and’ verituresome manageheﬁt feWarded with hfghefireturns
on -equity. 'Hypothetice1:capftalfstructures are in use elsewhere, for
example, Manitoba:and>Miqhigan.15 ‘ \

| Boards in the Atlantic area have reviewed the equity/debf
ratios of utilities under;thefr control but there is no record of a
board objecting»to excessive equity even though the difference,in.tax
treatment of bond intefest and earniﬁgs of equity has been explicitly

recognized in decisions in Nova Scotia and New Brunswick. ' Experience

15)-Newfoundland used a hypothetical 50-50 ratio in 1968 for Avalon, .

- but regarded Avalon as having too high a debt-equity ratio at that
time. Reéport 1968 at pp. 28-29. The table on the following page
presents the ratios of funded debt in the capitalization of the
major companies in the Atlantic area -~ commonly referred to-as
“debt/equity" ratios. Capitalization is taken to include retained
earnings and premiuims on stock. S ‘
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- | ~ Table 3A-2

‘ Debt Ratio to Funded Capitalization
of the Major Companies! :
(in Percentg

N. B. N.S. P.E.I. _ Newfoundland

1915 45- »

1920 . 33 ;

1925 0 31 o

1930 0 36 14 ~ : ' ,

1935 ' 0 37 , 40 : ' ' -

1940 h 0 _ 39 .40 , ,

1945 "0 42 : - 24 : : C

1946 , 0 44 23 L ‘ —_

1947 ' 0 48 22 ‘ ' ;

1048 11 40 41

1949 21 39 40 »
. 1950 29 32 30 |
A 1951 . 27 - o i 865 - - .30

1952 o - 38 . A5 e e 3T : o .

1953 36 4 0 v 5" . : ' ~—

1954 - 35 , 4 - - 5] S ... .60 :

- 1955 : 34 ' - 45 , 5 : 56

1956 43 a1 - 45 ' 42

1957 : - 38 , 40 : 44 ' 49 :

1958 41 40 - 50 _ 48 E

1959 40 ‘ 40 - 50 ) 47 [

1960 ' 39 - 44 48 .54

1961 . 36 43 49 49

1962 , 42 , 39 : 53 . . . 47 A ,

1963 - 38 43 48 o 50 - : .o

1964 42 T 40 ‘ 45 47 ‘

1965 39 - 44 ‘ 48 ‘ 42

1966 43 40 ; - 35 , 49 ' -

1967 . - 43 42 39 42 ' :

1968 : 46 : 44 - 42 : 42

1969 44 o 45 45 38 _ _

1970 48 49 - 47 , » 43 : =

1971 47 - 50 54 ' - 50

1972 : 4 .47 - © .45 ‘ o 45

[,

]Figures on long-term debt, par value of stock, retained eérnings +
premium on stock. Deferred taxes + short-term liabilities excluded.

Source: Calculated from company récords.
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in New Brunswick is particularly fascinating (and almost beyond
belief!); Its Board decided on expert (?) advice in 1925 and
reaffirmed its decision in 1930 over objections by\shareno1ders

and consumers that a telephone uti]ity should haue only one class

of security' commhn stock 16 Moreover Company and Board pursued the
p011cy of cap1ta11z1ng tnto 1ssued equity its undeprec1ated cap1ta1
1nvestment and investing 1ts deprec1at1on reserve in government
securities. In other words, N B. Tel not only did not borrow at 1ow
rates of 1nterest in the 1930's and 1940"s, it Tent substant1a1 sums

at these rates.. Th1s po11cy wa reta1ned unt11 the«]ate 1940'shwhen

$3, 500 000 of debentures were sold at 3 3/8% And even then the Board

d1d not rea11ze that th1s shorts1ghted po]1cy was pena11zing consumers
at the rate of f1ve to ten percent of tota1 revenues It commented
in a rate dec1s1on in 1949 ‘ '
"The company S method of f1nanc1ng its cap1ta1 requ1re~
ments, to a large extent by the sale of capital stock rather
than by the issue of bonds or debentures, was also criticized.
The opinion of the Board on ‘this point is reflected by its
recent approval of an 1ssue of common stock "

Again in 1953 -- dn1y four months:after Comm1ss1oner Robiqhaud had

- sharply dissented in-a rate case and taken note of possible ways in

which N.B. Tel might reduce its income tax liabilities -- the N. B.

Board tamely permitted itself to be bulldozed into approving a

16

17N, B. Board, Report 1949 1949, at p. 203.

N. B. Board, Regort 1925, at pp 26-31 and Report 1930, at pp.: 8-10.




$2 million stock-issue. The solicitor for the Company recited the
law which (s.35, 186 RSNB 52) prohfbited a public utility from issuing
any securities to the public without Board approva]olbut then went

on to

“add...that 1t [had been his | ... view during the last
twenty-e1ght years.. .that determination of whether a public
ut111ty should issue stock or bonds is one which, under the
law, is for the Directors to decide in their business judge-
ment, and that their decision is not subject to review by
the Board." 18 ,

He argued

"The ratio of 60% stock and 40% debentures has been
arrived at by the Board of Directors...after most careful
consideration.... Interest payable is a deductible expense
for Dominion Income Tax purposes. -And furthermore, the rate
of interest on bonds is_less than the rate of divident on
capital stock... [But Jeach issue of debentures weakens the
security beh1nd the Common stock, and that loss of security

"~ must be compensated for by increased dividends if new stock
is to be sold...and will result in higher rates of interest 19
-and 1ess'favourab1e terms for...future issues of debentures."

'In other wdrds the mere possible dénger of having to pay 4% to %%
more on future debenture issues and in dividends on stock --

a danger which in fact might not materia]iée -5'15 mofe than enough
to offset the 8% (at that time) difference in cost'between‘eqﬁity

and debt financing. Similar reasoning prevailed in Nova Scotia.20

]BN B. Board, Report 1953 at pp. 128-133.

Ib1d The solicitor also referred glowingly to “the sound character"
of N.B. Tel stock during the depression. Apparently this soundness
was demonstrated by its paying 5% dividends (except in 1937 when

5. ?% ?as paid) while Be11 Canada and MT&T were paying 8% (on par
value)! ;

20 \.s. Board, Report 1952, at p. 126.

" "It was urged with much force that since interest...is allowed
as an expense...the Company should finance its construction
progranme by issuing more bonds and less stock... The long




-, .Interest-free contributions to :the capital of a .

regu]ated‘uti1ity.may.be;accoun;ed:for.jnja'ﬁariety;of ways. From

© an .economic point.oﬁ,viewvit\is:immateria] whe;herda‘d011arfof cash

flow received at a particular point in time is consi?eﬂed a current

.- payment or-a capital contribution, since if‘itlis treated as the
'1atterﬁit_Wj11‘give.riseEto_aﬁ,expegtéd_Streim"df<payments;‘the'dis-

. counted sum of which is equal to,reCeibt of the payment ‘currently.

To put the matter 1esqﬁabstraqt]yvih1thg contgxt of rate of return

“regulation, if a capital contribution in aid of construction is treated

as. current income it resuits in lower rates for other subscribers in

| the current peridd but higher rateé_fOﬁ a11'¢u$tomers sﬂbsequent]y
~ as the permitted rate Qf(ketﬁrn\is earned on all capital; if if'is
~ treated as‘a capitaT,contribbtion'and deducted from rate base,
vcﬁrfent tgtes are unaffected‘but_future.rates will réflecyfthe

~smaller rate base. . C1eaf1y“ifywou1d,be_{ncorréCt to'tteat such a -

reéeipt as a,capitq];aécddnt"itemjbpt not to"subtract it from rate

~base or to treat it as a current receipt and to subtract it. Corres-

pondingly if depreciation were not charged on the construction

financed by such a contribution it would be éppropriate to write off

term outlook of the Company must of necessity be considered.
..+ Managemert have decided it would be unwise to issue
bonds beyond 50% of its total capitaluzation (sic) as other-

‘wise the Company might later find itself in serious financial
difficulty. The Board would hesitate to take upon itself the

~grave responsibility of over-ruling the policy determined by
the long experience of practical business men.... To secure
a temporary gain might be to incur a future hazard..."



the contribution aS the assets deteribrated; if.depféciatidh'weke
charged, the contribution coﬁtinues to be subtracted from the rate
base forever. _

Direct customer or government contributions in aid of
te1ephone construction are modest in the Atlantic Proviﬁces, but
deferred income taxes are a major item amounting to 15 percent of
- rate base for MT&T for exampie. Treatment differs in each of the

four provinces. In Prince Edward Island statutory requirements make it
impdssfb1e to avoid using an "earnings base" equal to net asset value,
but in setting thé appropriate return on that base the.Commiséibn
takes explicit account of the capital actua]]y_invéSted. _Simi]ar]y

in New Brunswick, deferred taxes are simp]y»subtraCted,from rate base
before app1y1ng the rate of return. In Nova Scotia, however, tax :
allocation of deferred taxes is permitted but there is no subtraction

: from‘the rate base; not does there appear to be’an adjustmént'in

the raté of return. . The effect is that customers not only supply the
capital for establishing the deferred tax credit at the rate of two
~dollars in rates for every dollar of credit, But then they have‘to

pay 1in additional rates to MT&T a rate of return on capifa] which

they themselves have»supplied.Z]

In Newfoundland the Board imposed fer regulatory purposes

taxes payable accounting for deferred taxes‘on the power and electrical

2 See note (5) to Table 3A-1 above.
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utilities,in11966 and ]967;s,for taxation~purpOSes:thefBoard

~requires that maximum: depreciation allowances continue to be: .taken.

\ASince-itlisathe:only.negu]atory~authorityrin Canada :to -have so done22

Ivwonth considering at some.length:.

.-its reasoning is
"The :Board does:not: bel1eve that it is- neasonab]e and, prudent
to allow Avalon to charge today expenses which will not
" become:payable:at:all-unless Avalon's plant growth falls .
. below some rate which cannot be determined now.... The Board
;--will not allow Avalon to use the tax a11ocat1on method ..when
there are long term differences between the time when Avalon
may-be required:to.pay:it..... If Avalon were permitted to
charge to operating expense a provision to pay future taxes,
-the interest coverage would be jmproved to.a greater extent
than if the same amount were provided by either shareholders
- or bondholders and...subscribers would benefit from lower
interest rates on funded debt. -...[However such a charge to
operating :expense ] would be a customer contribution toward
the capital funds of Avalon but accounted for as if it were
~operating revenue.  This explains why-it has a greater effect
on interest‘coverage thgn cap1ta1 recorded in the cap1ta1 sec-
“..tion of the accounts. ves , , - . .
"If the deferreditax is.not obta1ned from the customers as.
interest-free capital the Company must provide it in the form of
- additional debt, or equity. -...[and] customers would eventually
- have to pay.the:cost of this money . .The deferred .income tax
- method of- account1ng would place the Company in a stronger finan-
- cial- position... hencelit probably could raise its future
.-capital requirements at lower cost and...customers.would benefit
from the lower cost of.capital and the neduced rate base because
_of the deduction of the deferred income tax reserve.... [But '
customers-must pay for these benefits in the form of higher rates .
and...at a 50% tax rate, the amount...is double the amount which
the Company reta1ns in defenred income tax reserve.

Notw1thstand1ng th1s cogent analys1s, as we have seen above

the Newfound]and Board W1th respect to Avalon has accepted a comparative

22 Be11 Canada was forced by Cabinet dec1s1on to use taxes payab]e
account1ng for a numben of years. _

23 Newfound]and Board Report 1968 at pp- 2] 22

24 Ibid, at pp.68-69 in a case dealing with Newfound]and Light and
Power. .



standard of rate of return on equity with respect to N.B. Tel and

MT&T as adjusted to a tax payabie basis. The effect of‘thisiié

not to reduce interest-free consumer contributions to capita1 at the

present time but instead to change the 13be1 on these cbntributions

from "deferred tax reserve" to "retained earnings of the stockho1dérs".

Since the former is not part of equity whereas the latter is, the

. result is that the revenue requirements of Avalon (NéwfodndIand_,

Telephone) and the profits of shareholders relative to the cap-

ital that they have invested are larger for Avalon than for the

other companies -- given identical rates of return, tax payable, on

equity.25

25Consider an example:

Debt @ 5%
Deferred tax reserve -

Equity

Fixed charges
- Taxes

Earnings
tax allocated

etaxesvdeferred

Earnings :
tax payable

Excess revenues

~ Company A

1,500,000
500,000
1,500,000
3,500,000

75,000
120,000

120,000
30,000

150,000 =

B over A

Company B
1,750,000

1,750,000
3,500,000

87,500
140,000

[ 35,000 ]

10% 175,000 = 10%

32,500

3.20
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Depreciation

Depreciation charges-were.early-recoghized as a regulatory

‘problem. Thus in 1918 ‘the Nova Scotia Board agreed with its experts

‘that-in the test year of 1914 MT&T had undgrstated its annual depre-

ciation by about 8% (1.8% of total revenue requirements). . The im-

- plied composite rate of depreciation.approved was 5.9%.1 In-]924\in
New Brunswick, the permitted rate of depreciation was ordered reduced

from 6.31% to 5.0% of ‘the depreciated plant va1ue.2 ;Ihx1929 MT&T

petitioned for a detailed study of depreciation rates On‘the‘grounds

" that the rate was fixed "unnecessarily high and...was greater than

" required to...keep the petitioner's property intact."

This resulted in a detailed review by outside experts anqa
the Board of deﬁretiatiqnfrates.both retrospectively to .the 1914

valuation as well as pﬁosbective]y.4

'1N.S. Board, Decision 1918 at pp. 4, 15-16.

2N.B. Board, Report 1924 at p. 59,
; Report 1924 at

4N.S'. Board Report 1931 at pp. 146-174, 182-192. A brief history is
worth recording. In 1917 the Board had permitted the Company to

set up an earnings equalization and casualty reserve of 2.5% of

rate base to which additions would be made in years when net earnings
exceeded the then statutory 8% return after deduction of deprecia-
tion allowances, and from which -- subject to Board approval -- trans-
fers would be made to stockholders' surplus in years in which earnings
- fell short. In spite of unusually, favourable weather conditions,
MT&T failed to earn 8% in all but one of the years up to 1928 and

was permitted to transfer from depreciation reserve to earnings equal-
jzation reserve and from the latter to stockholders' reserve g
roughly $150,000 less than the amount needed for full equalization of
return at 8%. The Shareholders' Contingent Reserve Account and
Casualty Reserve Account were abolished in 1967 after being dormant
for 30 years. N. S. Board, Report 1967 at pp. 25-26.-

N.S. Board, Report 1929 at pp. 130-133.

970,000 —- -




... The Board. was sensitive to: the effectfof,éxéess*(or jnéde-
quate) rates of depreciation;On.the sizetoT&thewrafe'béserahd hence:
;the;permittedrearnjngs:,}It~concTudedwthatitheﬁdéprecfationhrategﬂsét
:.in: 1918 were-in fact excessive';m:notfbeCauseupropertyzhadwdetériorated
less. rapidly. than-expected but because: prices.for- salvaged-equipment
#ha&,risenlsharp1y;u‘itcdeclined howeverfto.predjcizsuchna:déveloﬁment

. for. the future: It fixed retrospective depreciation rates: through 1927

3.22 -

for individual:items of equipment :.which: yielded a-composite depreciation .

.rate-of 4.8%, and.it suggested that depreciation’rates befreviewed‘évery :

five years. '

= :In 1933 and 1937”a.genera1.reviveOf'depreCiatibn ratestﬁéé
made and-various redhctiOnS'approved; - in-the: former year special -
,temporary reduct1ons in. rates on: buildings, office: equ1pment, 1nstru-
ments,.. cab]es -and 1ines were-also approved on the. grounds: that 1n

“determ1n1ng -the rates of depreciation to.be - -applied, :among
... the:factors .considered are...1nadequacy Land] obsolescence....
~.- The .provision for. [thesel: ...formed a large part of the. amount
~..required to annually appropr1ated to :depreciation and...due
~.r2to.s . reduction in-subscriber stations:;and,;}depréssed'bUSiness
conditions,‘the-a]]qwance then made-might. now" be.temporarily
reduced.... ~ The necessity of providing:for the factor of .
f1nadequacy and to some .extent the factor of obsoTescence are
. not present as in a growing system:" 5 s :

Subsequent]yfin Nova. Scotia, reviews of deprebiation rates were made

in 1946, 1952, 1953, 1959, 1966, and 1969.% .

°N.s. Board, Report 1933 at pp. 161-165 and Report 1937 1937 at pp. 126-129.

- ON.s. Board, Report 1946 at p. 186; -Report 1952 at p. 114; Report
- 1953 at.pp. 253<261; Report 1959 at pp. 67-765 Report 1963 at
- pp. 100-108; Regort 1966 at pp. 32-35; 'and Report 1969 at pp. 44-48.

—

P




Far léss superV1s1on over rates of deprec1at1on has been
exercised by the New Brunsw1ck Board. Apparent1y N.B. Te1ephone under=

prov1ded for deprec1at1on between 1930 and 1932. 7 In 1945 the Board -

approved a new schedule of depreciation rates involving a composite

4.44% vate and ordered

. further, that the sa1d Company on filing notice with this
Board of its intention to do so shall be at liberty to wvary
the said c1ass1f1ed rates or any of them, from time to time -
as the exper1ence of the Company shows such var1at1on to be
proper s

Actua1 compos1te rates for N. B Te]ephone and MT&T have genera11y been

w1th1n about 25% of one another however No doubt th1s d1fference in

approach between the N. B Board and the N S Board resu1ts pr1mar11y

from d1fferences 1n statutory author1ty exp11c1t prov1sions in the

N.S. Act author1ze the. f1x1ng of deprec1at1on rates whereas the N.B.

Act g1ves its Board power on1y to f1x reasonab]e and JUSt rates for

.serv1ce, tak1ng 1nto cons1derat1on the reasonab]eness of the rate of

return to the pub11c ut111ty upon 1ts 1nvestment 9

Statutor11y, the Newfound1and Board. and Pr1nce Edward Is]and
Comm1ss1on have power31n th1s respect similar to those exercised in

Nova Scotia. In its first two maJor ratelcases the newly constituted

7Peat, Marw1ck, M1tche11 and Company, “Exam1nat1on and Report on
-App11cat1on for Increased Rates", June 1969 (the Cole Report),
Appendix F. : ‘ :

8N, B Board, Report 1945, at pp. 17- 8.

9A further s1gn1f1cant difference in treatment of depreciation
-allowances has been dea]t with above.
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P.E.I. Commission considered the depreciation rates charged by
IsTand Te]ephone; putting on record an opinion in 1948 that the then
prevailing composite rate seemed excessive and expressing setisfaction

in 1952 with the rate then proposed of 4.16%.10

The accounting for -
ITC'is carried out by MT&T, its parent; the P.E.I. Commission expressed
its confidence that calculations for depreciation of ITC were in
accord with practfces in the larger Province. ' . |
In 1951, one year after being constituted, the Newfoundland
Commission was requested to approve a rate increase for Avalon
Te]ephone However it found itself unable to determ1ne a rate base
according to the statutory requirements because Avalon had (a) nqt
adqpted generally accepted accounting treatment of rep]aeements éhd,
disposals, (b) based depreciathn charges "on the’expediehcy of meet-
1ng_regu1ar dividends", and (c) taken seeminglyvinsufficfent deprecia-

tion. The Board urged the necessity of a physiéa] appraisa1.12

]OP E.I. Comm1ss1on, Report 1948-1949 at pp. 27-29; and Report 1951~
1952 at pp. 48-49.

]]It is interesting to.note that no comprehens1ve va1uat1on of ITC
has ever been undertaken by the Commission

"In the experience of this present Commission...only
on one occasion have we had to take objection to the
Company's valuation of a piece of equipment... The expense
of a complete physical appraisal would not bring results
commensurate with its cost." (P.E.I. Commission, Report
1951-1952 at p. 48)

12Newfound]and Board, Report 1951 at pp. 8-9.
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-deprec1at1on practices.

Avalon found it “1mposs1b1E" to have such a valuat1on carried out and

in 1952 the Board ordered 1he Company to -charge depreciation at 3.3%

- and set new rates for serv1ce 3 .For a decade the Board d1d not pursue

the questions of: va1uat1on or depre01at1on further a1though it

apparently was aware that. Ava1on was cont1nu1ng 1n-1ts exped1ent
14 o

F0110w1ng the Bell purchase of Avalon in Hay 1962, the

Board rep11ed that a valuat1on and a deprec1at1on study were, necessary

: f1rst. These were carr1ed out in 1963 and 1964, and eventua11y the

deprec1at1on rates were tentat1ve1y accepted by the Board in. 1966

The resuTt of the valuation was that Ava1on s deprec1at1on reserve was
found to be deficient by $3.4 million (about two-thirds of the tota1
reQuired) In1tia11y the Board ordered the def1c1ency charged to the

. maximum extent possible agawnst the deferred tax credit with the

| remainder of $1,717 m1111on charged in 20 1nsta11ments without

1nterest aga1nst future earn1ngs 15 Subsequently on appeal for re-

hear1ng by Avalon in 1968 thefBoard modified this order, requ1r1ng in -

»»add1t1on to the $1 ,673 million charged to deferred tax credit, $218,500

to be charged to earned surplus thus 1eaV1ng a net amount of $1,498,500

13 Newfoundland Board, Report 1952, at pp 7-8.

]4Newfound1and Board, Regort 1966 at p. 118. Nhy the Board behaved this

way is obscure. The management of Avalon in this period was unques-
tionably weak; and regulatory authorities have no levers by which:

- they can introduce competent management into utilities under their -
‘control. The Board may have felt that a tougher stance would have
made it impossible for Avalon to raise the add1t1ona1 f1nanc1ng it
needed to expand facilities.

Vpid at pp. 118-119, 122 ‘Sée also Order #66 (1966) at p. 123-124.
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to be wm‘tteﬁ off against future earm’ngs.l However it allowed this | .
last sum to be added to the rate base rather than requiring it to be

interest freé. Since the present valde of$ 1,717,000 paid‘by consumers

in 20 annual instaliments. is only $880,000 at 8%, this change in .

treatment was significantly easier on Avalon. '8 - -

In its Order #66 of 1966 the Board also ordered that -
“"Avalon shall make a depreciation study on or before December
31st, 1968 and shall submit it to the Board for consideration, . -
and in the meantime a study of the rateé of depreciation on - -
Station Connections shall be made for the year ended December I
31st, 1967, and the result reported to the Board."17 . L

Subsequently in 1967 and 1968, by Order #8 (1967) the depreciation rate

on. Step-by-Step Central Office equipment was reduced from 4.4% to 4.2%,

by Order #10 (1968) the rate on station connections vas tentatively set at 11,3%ft

and Avalon was directed to seek confirmation of this rate within.a.

]GNewfqgndland Board, Report 1968 at pp. 22-24. Obviously the Board
.could have been much tougher. It could have charged the entire .
deficiency to deferred tax credits and surplus immediately. This
would have meant a substantial capital loss in one year but no
charge on consumers. It reasoned that only $437,000 of deficiency :
arose from failure to follow the 3.3% depreciation rates set in - -
1952 and that this only should be charged equally to tax credits ’
and earned surplus. But of course the 3.3% rate was very low at the _
time it was set, and no valuation of assets in the 1950's took place ;_
so that the initial amount of assets to be depreciated may have been
significantly misstated. Moreover, it should be noted that this
write-off along with an additional $294,000 of deferred assets which
were to be written off without interest over ten years gave rise to - -
$1,954,000 of tax reductions in the years 1967 through 1970. Thus N
of the total deficiency, taxpayers covered half, and another half o '
had already been paid for by consumers for deferred taxes; Yet the =~ . S e
Board permitted an additional 45% of the total to be charged off to '
consumers with interest. o '

Worder #66 (1966) at p. 123.




* for the new major study of deprec1at1on.

fUrthef yeér; and bnyrderi#Bg-(1968)-an'extension of time was granted
18 -This study was the subject
of a hearing and decision in- 1969 and a further study was similarly
heard and approved in 1972.19 On- each of the occasions in the last -
decade when: depreciation rates héve,come before the Board, it has
retained its owﬁ experts: to check and confirm the findings of the.

Company. There is little doubt that~theQNewf0und]and Board has

succeeded in putting depreciation-rates on a basis comparable to-other

telephone systems and that it intends that they will remain that way.zo

18Regort 1967 at p. 11 Report 1968 at pp- 35-38 and p. 112

19Newfound1and Board Report 1969 at Pp- 49- 54, Regort 1972 at.
pp. 162-157. . - .

‘ZOIn 1972, it was "arguad‘on‘behan of the St. John's Municipal

Council that if the use of the [more. prec1se] ELG [depreciation ]

‘procedure could result in an increase in telephone rates, then the

method should not be approved." The Board rejected this argument:

stating that statutory requirements make "telephone rates subject

to depreciation rates, and that the reverse.can never be used as

a c;1ter1on for determ1n1ng deprec1at1on rates." - (Ibid, at pp. 155-

156 , '
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Construction and Equipment Costs

Section 1 describes the statutory variations among:the' ’ -
At]antic‘ProvinceS with respect to regulatory approval of construction | ,_A'
by telephone utilities. Actual practice follows these variations, rang-
ing from detailed control in Prince Edward Island to absence of direct
control in New Brunswick. L Except on Prince Edward Island the regu-
latory bod1es apparent1y treat supervision of construction and | L -
purchasing as matters of management rather than regu]at1on. Regulatory |
bodies may dictate investment priorities, but they concern themse1vés
primari]y with results in terms of service provided and not with the
unit capital costs of achieving those results. And although questfoné
may be rafsed regarding utility purchasing practices both formally and - _—

informally,.there is no record of a board requiring competitive bidding

on equipment or construction contracts or‘of attempts to extend

regulations to take into account earnings.of owned supplieks suéﬁ:as

Northern Electric. 2 | |
One should not suppose that the re1at1onsh1p to Bell and - - i e

Northern Electric has: necessar11y worked to the d1sadvantage of the

1A1though projected construction programmes are cons1dered and approved S
when major rate cases develop in Nova Scotia, ther is no record that - -
the N.S. Board actively exercises its powers of approval of 1nd1v1dua1 '
construction projects.

2 In New York a majority opinion adjusted the debt/equity ratio of New
York Telephone to eliminate the effect of Western Electric -- thus
reducing the permitted rate of return from 8.31% to 8.23%. A strong
minority opinion would have reduced permitted capitalizable prices of -
inputs bought from Western to a level which would have made Western's
return on equity equal to that permitted N.Y. Telephone. This five
percent reduction would have had roughly the same immediate effect as
~the majority decision since it would not have applied retroactively, but
“over time would have lowered the permitted rate of return to about 7. 9%
Public Ut111ty Reports 3rd 92 (1972) 321-397.




- telephone companies in the At1antic_area. In fact, the record with
respect-to,Ava!on,Telephonefc]ear]y-indicates!the opposite. IF Be11
had nottowned,Avalon.in;the:years'1962s1969g the‘firm~cou1o‘neyer
have financially weathered -the pressure of the Board (nor in all
probability would thequard_hanewexerted.the,pressdre):togextenq |
-service and put its operations on a business-Tike basis. .Over this
period,;us1ng)norma1 accounting practices,-net earnings oh equity -
were.négatﬁve,pyet_theocapita1ization,was.more}than doubled as the
number of telephones . increased by about half. 3 o
' Nevertheless there is no reason to suppose that Bell or

~Northern Electric behaves,altru1st1ca11y~wnth:respect'to ‘their partially
orawholly-owned subsidiaries. In fact, thelrecord.revea1sfa number of
curious practices,!iIn_]9491a~N,B, rate case decisjon mentionsha supply
contract between NBTC:and Northern,“under which the‘1atter rents a
‘warehouse from NBTC which it stocks w1th te1ephone equ1pment for NBTC.
Although prices paid by NBTC are Be]] pr1ces p]us 57 the Board conc1udes
~ that "the evidence 1s that the Company [NBTC]has saved a cons1derab1e -
sum of money on its purchases dur1ng the t1me the contract has been in
effect. wd In the 1969 N.B. rate hear1ngs the supply contract was -
described as one which aid not ob11gate NBTC to buy equ1pment

3Be11 cannot lend to or guarantee the debt of Avalon.. (Newfound]and
Board, Report 1969, at p. 114) It is w1111ng “to invest in equity

an amount equaT to that which Avalon can raise through the sale of
bonds. Bell's willingness to match debt with equity was one of the
reasons .and perhaps the only reason Avalon was able to ra1se $3 000, 000
by sale of bonds in 1967." (Report 1968 at p. 26)

4N B. Board, Regort 1949 at p. 203
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from Northern, but d1d establ1sh

"premuneration for such services as technical and engineerings
1nspect1on, acting as purchase’ agent for materials not of
"‘Northern Electr1c.. manufacture. .5

The President of N.B. Te1ephone claimed in testimony to have offered
the same supply contract terms to other suppliers but none had taken
up the offer: Notﬁithstanding the earnest protestations of thfs |
President that . : ‘ o . - | B o _

"We attempt to get the best purchas1ng arrangement for every-
thing we buy " 6 . _

it is not surprising that 55% to 70% of purchases in the decade 1958-
1968 appéar to be from Northern. If a manufacturer of telephone equip- ' ; -
ment is a]so acting as a purchase agent for a telephone company, it

will presumably supply its own equipment whenever possible.

Interestingly enough, immediately after Bell gainéd a
contr01ting interest in NBTC; Northern's prices were reduced to Bell's
ptices plus aAtoyalty equivalent of one percent. Apparently suéh prices o -
are available only to companies controlled by‘Be11; but this did not |
- suggést to NBTC that Northern was charging too much preVious1y. To the
contrary, NBTC believed that Northerﬁ was in "competition" and that

NBTC had done as well as it could "to get their prices down.“7'

5Peat Marwick, Mitchell & Co. "Examination and Report on App11cat1on

for Increased Rates" (the Cole Report) June 1969, at p. 5-1. _ o
Emphasis added. . , : -

N.B. Board, "In the Matter of the Application of the NBTC" Transcript
of Testimony of NBTC President Kenneth V. Cox at p. 50 gt'passim." B
7Ibid. at p. 48. At this point an intervenor was cross-examining. T

6
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Questioning along this Tine was not pursued, however. To an economist

this sifuatidnAsuggeSts highly oligopolistic behaviour on the Northern‘

and considerable complaisance on the part of N,B; Telephone ér which

“after all was investing rough]j $10 million annually during the 1960's

and presumably therefore had considerable choice of suppliers.
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Nperating Costs

Operating expenses‘(othef than depreciation) absorb 40% to 45% g -
of operating revenues of tvpical telephone utiiities. About three-fifths .
of these. expenses aré made up of maintenance and traffic. If the com-
panies were subject to competitiyé nressures, the normal urae to secure
profits wou1d»sérveitqEi@nplgﬁéﬁaqemeht to restrict unnecessary operatina
costs. But %n a réahlatbry#rate of’return‘envifonﬁéht fhis:éort of in- . - jf:—~
ducement works on1y'intermittent1v and in part. -Onlv if opverating costs
are rising sUbsequent to a rate increase,is management undgf severe
~ pressure bhecause of "reagulatory Tag" to engage in vigourous cost-cuttina;
if input costs are relatively stable, management may delay cost cutting
innovations in order to avoid excessive nrofits and a resultant cut in ,*13 .q

rates. Thus the regulatory environment imposes a particular responsi-

bility on the requlators to concern themselves closely with onerating

costs.

There fs no doubt that all boards arve informed in a aengraT
way reaarding the operatina costs of utilities under their control. . f }”..
Annual reports are submitted, Au&its are held at‘interva1s and almost |
1nvariab1y in connection with rate anplications. During hearinas on
such applicétions questions may be’raised regarding snecific exnenditures
but there are so many issues in rate heaﬁinos.that are of more immediate
concern to intervenors that such guestions tend to cet 1qét in the mass L

1 : : , .

of testimony.

Four categories of current exvenditure which might be of

-

1 ps is noted below, the PEI Commission. is more closely involved in E ;' N
- questions of operatina costs. . ‘ }
N



particular regulatory interest. come auickly to mind: charity, institu-

‘tional advertising, promotional advertisine, and service contracts with

Bell Canada (and between MT&T and ITC). Such expenditures are taken

involuntarily out of the pockets of consumers, and it is essential for

reaulatory bodies to question whether thev are desianed to promote the

interests of sharehd]dersaand manaaement or those of telephone sub-

scribers.zv.Reaéoninq_of this type has led regulatory boards elsewhere

(e.g., Massachusetts, Vermont, California). to disal]ow‘part ok,a]] of

the first thkee‘typeS'of.expenditures,_aﬁd tovtreat_them as distribu-
tions-pf.bfofits rather than as”opefating costs. Such. expenditures
appear to he mddest.butant trivial in At]aﬁtic Canada.3'.Thé Newfound-
land board investigated Newfoundland Telephone's advertising budaet and
in its most recent rate decision, the N.B. Board commented
. "We expect that ... the Applicant will persevere in.
controlling its capital proaramme and operating exnenses,
and will review expenditures. on donations and advertisira,
with a view to eliminatina all but thoie most necessary to
~.aive proper service to-its customers".® - L
Similar pronouncements dQ not aDpear-in the record in the other juris-

dictions.

service contracts with Bell; for example, in the 1952'heérings in Nova

2 Promotional expenditures might induce fuller use of existina canacity

thus Towerina averaae unit costs, but it might also stimulate peak

period demand and thus lead to unnecessary and exoensive capacity -

increases. | | | R
3 In New Brunswick in 1968, about $300,000 or .3% of difference in - o
return on rate base. "Cole Revort" Appendices M,M,0,P,0,
} . ) . . y
4

N.B. Board, Decision, "In the Matter of an Rpplication ..." dated
3 December, 1969, at n. 8.

Attention has been devoted reqularly in rate héarfnqs to the
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Scotia the service relationship between ITC and MT&TIwas reviewed. The
Board also questioned the relationship of MT&T to its wholly-owned sub-
sidiary, Eastern.Electric and Supp]y, which at that time &id,a sionifi-
cant amount of printing, automohile maintenance and instal]ation'work

for the parent company. The Board's reactions are worth docurenting

since its subsequent decisions make almost no reference to these matters.

"No suggestion was made ... nor was there ... evidence
to suggest that the inter-company arrangement with Eastern
Supply and Electric is in any way disadvantadeous to the
[MT&T] Company. On the contrary .... However, in view of
the fact that the work done by Eastern ... for the Company
approximates 90% or more of its entire work, the necessity
or desirability of having this work done by a separate
corporate entity might well be made the subject of a study
by the Company..."S ' v

Several years later these actiyities of Eastern were in fact transferred
to MT&T. With regard to the ITC contract and the Bell contracts, the
-N.S. Board commented respecfive]y: |

"A percentage charge on oross annual revenue, while it
may approximate the actual cost, does not necessarily do so,
and the company should give this matter further study with
the aim of effecting a system which would be in more definite
relationship to actual cost".6 :

"While it would be more satisfactory if the amount hore
a more exact relation to the actual services aiven, there is
a sphere in which Management takes the responsibility and
the Board would hesitate to intervene especially as the
matter is one of general telephone practice, which the
management ... considers to be to the benefit of the Company
and its subscribers".7

But this emphasis on costing service aoreements has led to no actions

"5 N.S. Board, Report 1952, at p. 128.

6 1pid. at p. 130. Co.

7 Ibid. at p. 133.
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cémbarab1e to'that taken in-California, for ekamnTe; where only actual
costs of services provided by-AT&T and Bell Labs are permitted to be
charged as operating expenses and service feee as a percentaae of’
opehating’company,revenue have been disallowed.

~The P.E.I. Commission in 1952 found no evidence "that any of

the items of onerational cost were excessive". Reoardina the practice

of billing from Halifax (by MT&T), the Commission felt that althouah
it miaht be desirable for ITC to do.its own billina even at substan-
t1a11v areater cost, there was a "lack of definite evidence that such
a change wou1d materially benefit: th1s pmvmce" 8
unequ1voca11y that ITC had to expect to pav its fair share of costs, -
.~ " "One cannot imagine the Board of Comm1ss1oners of Public
Utilities of Nova Scotia permitting the Maritime Telearanh
and Telephone Company to divert from earnings anv sum of =
money by way of subs1dy to the Island. Te]ephone Companv .‘."f-

There can be 11tt1e quest1on that the Be11 re]at1onsh1n has

_1ed to a s1on1f1cant 1mprovement 1n the operat1on of Ava]on (Newfound-

land Telephone) if only by. enab11no the 1atter to secure h1ah auality :

. executive and adm1n1strat1ve talent, but -~ as one m1nht exnect — the
- role of the Board in this 1mprovement is Timited. New BrunSW1ck

ATe]ephone Companv anpears to be operated much more independentlyv. w1th

only two Be11 Directors on its board and a president who nersona11v

opposed the 19€6 Bell take-over.m

8 p.E.I. Comm1ssion, Renort 1951-1952, at np. 44-45.

9 P.E.I. Commission, Peport 1053 1954 at p. d%

10 N.B. Board, "In the Matter of the anp11cat1on of the MBTC", -
Transcript of testimony of M.B. Tel. President, Kenneth V. Cox .
under _

In 1953 it declared:
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Unlike the regulatory bodies in the 1argeﬁ provinces, the PEI

lComm1ss1on possessed powers relating to Tabour disputes in nuh11c
utilities prior to the repeal of the PEI Industrial Relations Act in
1971. ,Any collective bargqain = between Tabour and management in a
public utility reached bv a formal conciliation er a}bitration'award,
had to be reviewed publically by the Commission which was required to
"confirm, modify, reverse, extend, or vary any [such] award" and to
decide whether "any eXpenses octasioned by such award. are reasonable

t“,Il This qave

and prudent and properly chdrqeab]e te operatina accoun
the Commission difect inf1uehce on an important aspect of dperatinq
costs. It used this power in 1953 to confirm a wadae 1ncrease primarily
1n'its view to stem |
"the areat. and continded loss to the Company‘of‘oualified

and trained personnel because of the low rates of salaries and

wages paid here in comparison with those of other Dmvinces..."]2

At the same time it overturned the arbitratﬁon award of a 40-hour week
~ and urged emplovees ad Company alike to be as productive as possible

. . . 13
in-order to avoid a rate increase.

examination by an intervenor and the N.B. Board's Chairman, at pp.
48-50 and pp. 69-70. Cox testified also that the services obtained
from Bell under the service contract were "cheap at twice the price"
at p. 49,

W 1bid at . 38. -

Ib1d at p. 42.

13 A second case was dea1t with less successfu]]v in 1968,

k4 .
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Separations of Costs

On 25 September 1969, a decision of the Canadian Transport

‘Commission directed Bell Canada to undertake a study of methods aﬁd-

procedures appropriate for determining cost and revenue separations
between: requlated and- unregulated services. ‘But’ Newfound?and had acted
earlier. It ordered a separat1on study on 12 May, 1969‘

, "the App11cant shall separate the amounts recorded in !

~ each of its accounts, into two categories, one in respect of

- services to which the Public Utilities Act applies and the R
other in respect of serv1ces to which the act does not app]v"

New Brunsw1ck foliowed in December, 1969 in 1ts dec1s1on.

. "With regard to intra-provincial non-requlated revenues,
the Board directs-that N.B. Tel. should make a study to show
~ the extent to which revenues derived exceed the 1ncrementa1
cost of supp1y1ng each service".2 ERE

The Board in Nova Scotia noted the CTC decision four months Tater and.
expressed qreat interest, but took no actionog - :

Subéequént]y; Mewfoundland extended fhe deadline on its

~separation order in 1970 on gfounds that the Te1ecommission waS"]dokind

" into the auestion; then it rescinded its order"qn the grounde that

Federal legislation was being drafted to provide for the reaqulation of
interprovincial telephone services.4 Since only a quarter of Mewfound-
land Telephone's revenues are unreaulated (adainst 42% for N.B. Tel.

and 31% for MT&T) and virtually all of this consists of interprovincial

! Order § 3 (1959), at p. 5 -
N. B Board “Dec1s1on" dated 3 December, 1969 ~at p. 12,»
: N S Board Report 1970, at p.- 52.

= W

Newfound]and Board, ReEort 1970, at p. 88, Penort 1071, at n. 68
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Tong distance for which CN Telecommunications supplies the microwave
1ink to the mainland, this chanoe of direction is perhaps hnderstand-
ab]e.sA; ; |
N.B. Tefephone shbmitted a brief undated sixtéen-naaé study : | hl—*.
which the N.B. Board apparently accepted as meeting 1ts order. Unrequ- ' ' _'f'h

Tated intraprovincial revenues amount1nq to $1.5 m1111on -- less than
five percent of total revenues -- were broken down into four catenories

according to whether arbitrary assumpntions were necessary for separa-
tion and whether the service was competitive. About two th1rds of 7 ' fJ
'revenue was deemed to come from separahle activities. | |
"The outcome of this study clearly indicates that.intra?
prov1ncua1 non-regulated services as agroup are self-sunport-

ing and do not represent a burden on reaulated serv1ces" 6

But is it sufficient that as a aroun unrequlated services. are self-

supporting? And can one be satisfied with a.study that is so abbre-.
'viated régarding the.assumptions_employed in allocating joint capital?
It is an obvious failure of reaulatory 1nitfatjve in New

Brunswick (and elsewhere) that there should be any unrequlated activities
~of a public utility which are non-cohpétitive° But it is surely well )
accepted that unregulated monopoly will earn excess profits. And indeed -
such unreaulated activities of N.B. TeTephpne for which there is no
effective competition -- pole rentals to non-utilities, yellow pages -

advertising, and local private 1ine loons appear to produce 90 percent

—
-

5 In addition, a member of the Newfoundland Boérd indicated nr1vaté1y

that separation calculations in the United States appeared to be
h1qh1y arbitrary. .

N.B. Telephone, "Non-regulated Intra Serv1(ps Study", undated m1meo,. '
at p. 3. Emphas1s added.




pf the rdu§h1y'$500,000 in "excess' revenue" aenerated by unreaulated
services.7 |

" The arqument for requlating the activities of oubTic utilities
-when they enter competitive unreqU]ated markets is that thev are able -
‘to underpr1ce non- ut111tv f1rms in the market By pr1c1nq below :
maro1na1 cost thev mav suhstant1a11y 1ncrease the1r rate base and
'cont1nue to earn the1r permitted overa11 return bv increasina monooo1v
(and presumably reaulated revenues).: It.1s not reﬁssur1nq therefore .
to discover from- this seneration."study" that privéte Mohife teleohone
-- in operation for‘e decade ~- yieldS»a net postnfax return of only
8.9% 1n.$pi£e of a1Ioeatinn‘glL the:centra1 station costs to:requlated
General'Mobi]e-Te1ephene serviee‘and'td N.B. Tel's own nrivate mobile
serVice,ithe.first 6f;whi;h is orobab]yha marainal oneratioh; and the
second of which earns no revenue.s
Summarz , _ ‘ _

Reso&rceq of societv are-scarce Costs.are 1mnortant hecause

they prov1de qu1de11nes as to how best to make use of these 11m1ted

i
y

7 Exorbitant bpricing of pole rental snace to a CATV licensee was the
subject of a complaint .and hearina in 1970, but the Board denied
Jurisdiction on grounds that rental of pole space was not a public
utility function or operation and that CATV could not claim public.
utility status. N.B. Provincial %ecretary; Report 1970, -at n. 52,

iinderoricina of or1vate mob11e serv1ces was the subject of ‘the

Moraan complaint and hearing in 1961. The Board denied jurisdiction

but in addition declared that the como]a1nant had failed to meet the
burden of proof that ordinary telephone subscribers were adverselv
affected by NBTC's nrivate mobile service practices. See also
‘below, section III-B under nricina of specialized services for :
add1t1ona1 analysis of mobile te]enhone rates
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resourtes for teiecommunicétions purposes. Our review in the foreqoina
pages of 'efforts to determine and limit costs has feveaied an uneveﬁ- ' R ~
regulatory terrain. But some features stand out. : S
(1) It seems Tike]y-that excessive effort is devoted td'overseem
ing the issuance of securities by telephone utilities.

(2) Depreciation rates are subject to very close review inlNova
Scotia and (since 1966) -in Newfoundland, but similar rates appear o %d.
to be aenerated in New Brunswick with far less regulatory effort. |
(3) There are sionificant variations in accbuhtinn practices

with respect to rate bases and rates of return amona the four
provfnces -~ with the result that no easy comparfsons are possib1e.f

(4) Except in Prince Edward Island,relatively modest efforts have _ ’;f'

been devoted to determining unit costs of equioment and construc-

tion and operatina expénses;Athere is Tittle evidence of requTa—
tory efforts to control such input pfices. | |

(5) Half-hearted steps toward basic cost separations of requlated
and unregulated services have been made in Hew Brunswick which | .

indicate the need for (a) additiohalArequ1atorv:nowers-over

unregulated monopoly services and (b) more detailed cdst—sebaré-

tion efforts. . g
(6) Although. the next section will deal in some detail with the '
costs of a limited range of specific telephone inputs - cost§ o -
deve]oped'generally from ihforhation secured by the boards -- as a . |

general proposition minimgl regulatory effort has heen directed to
attempts to discover and influence costs of individual service

 offerings of the telephone companies.




" Section I1I-B

REGULATION OF TELEPHONE SERVICE PRICING IN ATLANTIC CANADA

In the At1ant1c prov1nces, rates charged for requ1ated

ut111ty services must be reasonab]e, Just, suff1c1ent, and not unaust]y

‘d1scrim1natory, ‘taking 1nto cons1deration the Justness and. reasonab1e~

ness of the rate of return to the pub11c ut111ty on its 1nvestment 1

In Nova Scotia anH Pr1nce Edward Is]and the. regu]atory bod1es are

. requirkd -- and in NewfoundIand perm1tted -- to fix and determ1ne

separate rate bases’ fqn each type or k1nd of service rendered, and on
) >

each rate base the utility is entitied to a Just return,™ This might

T pubtic Ut111ty Act, RSNB c. 186 s.6 empowers the N.B. Board power to’

investigate 'and order’ changed rates which are. unreasonab]e or unjustly
discriminatory. S.10 requires that "... all charges ... be reasonable
and-just". S.26 empowers the Board to alter te]ephone rates if they
are excessive or unJust in the opinion of the Board, and under s.15
~the Board must approve ‘any proposed changes in ut111ty rates. In
Newfoundland (Public Utility Act, RSN 1970 ch. 322, s.84) Nova Scotia

'L,§Pub11c Utility Act, RSNS 1967, c.258 s.82) and Prince Edward Island

Electric Power and Télephone Act RSPEI 1951, c.49 s.21 as amended by.
- Stats PEI 1959 c.10) similar provisions permit the respective
regulatory bodies to investigate and void rates which are unjust,
unreasonab]e, insufficient, unjustly d1scr1m1natory, preferent1a1, or
otherwise in violation of the respective acts.

" Note that Section I presents a general discussion of the statutory basis
~ for regulation. Here we are concerned w1th those aspects of the
' 1eg1s1at1on which relate to pricing. : :

In the Newfbund1and ‘Act, s. 77, a utility is "... entitled to earn
annually a just and reasonab]e return ... on the rate base ... for
each type or kind of service furnished".  Almost identical Tanguage
may be found in the PEI Act, s.26.- S.39 and s.40 of the Nova Scotia
 Act require determination of separate rate bases for each type of
service furnished-to the-public, and s.42 entitles the utility to a
just return. In the New Brunswick Act a reasonable return on invest-
ment is indicated in s.6. Note that s.75 and s.76 in the Mewfoundland
Act permit that Board arb1trar11y to treat a utility as though it
-supp11ed only one type of service. ,
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be thought implicitly to rule outyinternal Cross SUBSidization of one
type of sefvice by another in these‘provinces. But thefe are also
explicit provisions'which define discriminetory beheyiour'in'Newfound~
land and Nova Scotia: | |
“A11 tolls, rates and charges shall a1ways, under substant1a11y |
,s1m11av circumstances and conditions in respect of service of
the same description be charged equally to all persons at the
same rate and the Board may by regulation declare what shall 3
constitute substantially similar circumstances and cond1t1ons "
| The approval of retes by the respective regu]atory author~
ities involves two determfnations, First, an overall level of kates
muet be éet'to permit tHe uti1ity to earn a return sufficient for it
to raise the necessary capital for it to cohfinue to carry on its
feéponsibi11ties. In ‘economic terms this implies oVera11’pr1c1ng ét
minimum Tong-run a&erage.cost -- where the necessary reward’for'equity
and debt capital is included in cest.' Second, aistructure of ratee- o
' must be established which at a minimum does not discrimfnefe
gedgfaphica11y or interpersonally and which more broadly (in Mova .
Scotia and P.E\I. at 1eest) is just, in the sense that each type of
service provided by the utility pays its own way without support_from
'other types of service. Ideally fhis price structhre would have -- in
the absence of externalities and of transactions costs -- ho prices set
below long-run marginal cost for the type of service (1nc1uding peak
dse of faci]ities)_invo1ved; ~only if prices above margine1 cost were -

necessary because of declining or constant average variéb]e costs with

3'RsN, ch. 322, .70 (1) arid RSNS, ch. 258, s.63 (1). s.104 in ibid
def1nes undue or unreasonable preference to be unlawful
discrimination.
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respect to scale would they be related to the respective elasticity
ofdemand‘.4
But we do not live in an ideal world. 1In pract1ce only
rud1mentary attempts have been made by regu1atory commissions in
North Amer1ca~(and in the Atlant1c area)-toacome=to gr1ps-w1th the -
1eg1s1at1ve mandate to avoid cross-subsidization and prevent dis-
criminatory pricing practices in telephony 5 Professor Gainer has
asserted:
"For the most part ... overt regulatdky_activity_has been .
~ slight to non-existent on the part of provincial regulatory
commissions .... As a matter of practice:then the 1arge
provincial and municipal carriers have been free to raise
their own .revenues according to individual management
precepts and whatever gu1dance they w1shed to adopt from
experience in. other systems".
This does not imply that telephone compénies-have fully exploited

their monopoly positions or have pricéd whimsically; obviously they |

~ will be sensitive to the potential costs to them of inducing stricter

regulation. Nor does Gainer suggest that the level of revehues"of

telephone utilities -- as d1st1nct from the structure of those

revenues -- has been determined independently of regu]at1on

Cons1der treatment of the tariff structures by the

4p - MCa(EgT)'; where o is minimized over the system.

£ It is ironic that in the Atlantic Area the two initiatives in

recent history to require separation of telephone costs -- -
essentially first steps toward setting separate rate bases for
regu1ated and unregulated activities -- were in New Brunswick _
and in Newfoundland, jurisdictions where the statutory authority -
for suppression of this sort of discrimination is weakest.

Walter D. Gaihér, Telecommission Study 2(a). The Canadian Tele--
communications Industry: Structure and Regulation (Canada, -
Department of Communications, August 1970) at pp. 111-112.
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utilities in rate cases in the Atlantic Provinces since World War I1I.

In Nova Scotia there were lengthy rate decisions in 1952, 1965, and
11970. The first involved complete acceptance of both level and
structure proposed.7 In 1965 there were modifications of'proposed ' v L -

rates for hotels, for connecting lines, for temporary discontinua-

tions -of service, there were fifty cent reductions in the busfness -
flat rates in groups V and VI,.and there was an exception to pro-A B
posed rural f1at'rates on 1ihes with more than ten subscribers.8 A

similar exception for rural subscribers on overloaded 1ines was made - —
in 1970 aTonQ with other very minor amendments.9 Similarly, in the: |
1948 and 1952 PEI rate cases, the prdpbsa]s were approved without -
changé; in 1965 an_exception was made with respect to overioaded | 3

Tines, and in 1970 with respect to service in the town of Souris - |

10 In New

in both cases explicitly because of 1nadéquate'service;
Brhnswick, the 1949 rate decision led to'a number of significant -
Achanges in the tariff -- perhaps because of the influence of thenf ' : -

- Commissioner Louis Robichaud.!’ In 1951, 1952, and 1958, however,

7 N.S. Board, Report 1952, at pp. 107-152.
8 N.S. Board, Report 1965, at pp. 49-161.
9 N.S. Board, Report 1970, at pp. 18-58.(

10 pE.1. Commission, Report 1948-49, at pp. 21-38; Report 1951-52, . |
at pp. 36-66; Report 1965-66, at pp. 21-29; and Report 1970-71, :
at pp. 12-19. T . Lo
A | ' |

N.B. Board, Report 1949, at pp. 196-212. Amendments to proposed - ,
rates were introduced with respect to person-to-person,off-peak - -
‘Tong-distance rates, station-to-station rates for the mileage
band 0-10 miles, directory listing charges, and pay telephone
charges. Business flat rates in Groups IV, V, and VI were
slightly reduced and the discount to governments which had
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there were virtuaT]y'novstnucfuraT changes %n tne proposed tariffs.12
In 1969, the Board reduced the‘ingrease-in requested revenues by
about half, permitting the full requestéd increaseé on~“misce11a5
neous sérvices“, "service charges",. and "other toll services",
permitting half the sought increases with regard to‘basic-business'
and residential services, one third of the increases sought oh
fntna;provincia1 toll calls and-diéa1lowing completely increases in
Hotel-Motel rates. 'S ‘ d |

. The 1952 and 1954 rate dec1s1ons in Newfoundland are so
abbreviated that it is 1mposs1b1e to determ1ne to what extent -company
proposals were approved There is no -hint however of s1gn1f1cant : A,:-fl -
changes in the structure of*proposed rates. 14 “In .1962 Avalon |
not1f1ed the Board that an app11cat1on for a new rate 1ncrease was
in. the course of preparat1on and were 1nformed ‘that a va]uat1on and

.depreciation study would have to be carr1ed out before an application.

would be heard". Rates proposed in the 1964 hearings were not acted _:" ;

. upon since the Board concluded "that the standard of service’

prevai1ed sinceA1924 was ‘eliminated. As is'clear from his con-<
currence in 1949 and dissent in 1952, Robichaud's ma1n concern
was the level of nates, not their structure

N.B. Board, Report 1951, at p. 43; Report 1952,-at pp. 105e109;
and Report 1958, at pp. 100-109. Note that in 1951, the rate
‘relief requested was rejected in toto. In 1952 and 1958 rate
group 1imits approved differed slightly from those requested.

12

13 N.B. Board, "In the Matter of an'App11catidn‘0f‘the N.B. Tel. Co

Ltd. ...", Decision dated 3 December, 1969. Note that commissions -
to hotels were also rescinded. Thus the net effect was to grant
an increase in hotel rates about 30% of the amount requested. -
1% Newfoundland Board, Report: 1952, - at pp. 7-12; and Report 1954,
at pp. 6-9.
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provided by Avalon was not reasonably adequate". The rate proposal
was subsequently withdrawn and in Octcber 1966 an interim tariff
approved pending thz completion of a dépreciation sfudy.15 Having
satisfied itself regarding plant valuation and depreciation practices |
of Avalon at hearings in 1968, the Board dealt with rates .in two -
decisions in 1969, It appfoved increases designedutp yield 18 per-"
cent more revenue than requested by’the company subject to the
requirehent that the company increase its capital constfuction} )
programme by $3.5 million in order “to serve the 65 [non-compensa-
toryl communities nof provided for in the proposed program“.]ﬁv’ln_
requiring the company to resubmit rates designed to yier this extra
revenue the Board imposed the resfrictions “that the increase in
‘basic telephone rates for any rate group should not exceed 25% and
on P.B.X. lines 3313%". Further it disallowed increases on magneto.
telephone service and restricted rateé on multiparty 1ines with more
‘than four customers to “one-half the approved rate for two-party

service in the same rate,group".]7

15 Newfoundland Board, Report 1966, at pp. 114-124, 126-127.

Quotations from p. 118 and pp. 115-116 respectively. The initial
depreciation study which began in 1962 was essentially retrospec-
tive -- to assist in the valuation of the plant. The study
ordered in 1966 was prospective. , ‘ -

6 Newfoundland Board, Report 1969, at pp. 106-117 and p. 121.
Commenting on the expanded construction programme, the Board
explicitly "realized that this will make it necessary for sub-
scribers in compensatory areas. to pay higher telephone rates in
order to make service available in non-compensatory areas". p.115.

17 Ibid, at p. 116 and p. 117. Although there were a number of
decisions regarding rural telephone systems, two further decisions
may be mentioned for completeness, both from 1965. The Fort Kent
Telephone Company's rate request was approved without change by
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In interpreting this record of major regulatory decisions,
three points stand.OUt; vFirst,”in all jurisdictions willingness of
reguTHtOKy authorities to modify tariff proposals appeérs to be
increasing in the course of time. Second, significant variations
among the boards with regard to apparent vigour and toughness are’

disp]ayed. To some degrée\this may reflect differences in the

. attitudes of telephone company management toward fegu1ation~however.

Third, where boards have acted to modify propdsed rates, the primary
concern has been with rate'leve1s; changes in structure have been

based on what might be termed "gut" perceptions of fairness, penal-

‘ties for inadequate service, or exbédiency, The boards have all

accepted the‘tE1ephone'Ut11itie§' afgumehts.about'the_approprﬁatéw
18

ness and necessity of value of service pricing. ~ The decisions

the New Brunswick Board, and the Newfoundland Labrador Telephone

Company's request approved by the Newfoundland Board.  The latter

is of interest since the decision (Report 1965, at pp. 59-62)
reveals that rates charged are kept at_tﬁe samé levels as the
Quebec North Shore and Labrador Rai]way Company regardless of the

profitability of NLTC.

18 o 4., N.S. Board, Report 1952, at pp. 136-138, |
Tt is a long and well established principle of rate making"
' that telephone rates are made on a system-wide basis ....
The principle followed in rate making is that the cost of
service increases proportionately with an increase in the
-number of stations and, correspondingly, the value of =
~ exchange telephone service to any subscriber varies dirvectly
with the number of subscribers he is able to reach .... The
principle that rates are made on a system-wide basis on the
value of the service rendered as determined by the number of
subscribers in the exchange, is long established".

or P.E.I. Commission, Report 1970-71, at p. 18, quoting a witness
- for the Company, - - .~ o : S _
“*None of our rates are baSed on costs. They recognize ...
relative costs and relative values of service and so on'."
or Report 1965-66, at p. 27, . , L
"No exact formula has yet been devised for the determination
of rate differentials ..... While the factor of value to the
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" evidence minimal effort to relate costs of individual services to
prices.]g Moreover, no board has made any significant effort to set
up separate rate bases for separate services even when the prices of

some of these services may be unregu1ated.20

Since it is widely
recognized that rational regulation is impossible if significént
activities of regulated utilities are not subject to regulatory
control, aggressive regulatory agencies might have been‘expected to
act to reduce the scope of unregulated activities of utilities or at

21

least to require separate accounts.” " If anything the opposite

subscriber is certainly a recognizable one, it cannot be
ascertained with certainty, but must be arrived at in an
arbitrary manner after considering also the additional .
cost of supplying the service. However, while realizing
that no formula can be applied to determine the proper
differential, we are unable to say that the proposed ones
are out of line when-viewed in relation to known factors".

or Newfoundland Board, Report 1969, at p. 116.

"Authors on public ut111ty regulation, the courts and .-
regulatory bod1es have all accepted the concept'relative
va]ue of service' . The Board finds, therefore,
‘relative value of serv1ce can be used as a factor in
determining - the rate schedule for the Applicant".

19 As we shall see below, costs have been exam1ned in setting tariffs

for new services, however.

20 As noted in Section I, some aspects of utility pricing have been
i treated by the various Boards as outside their jurisdiction.

Specifically, interprovincial long-distance connections are un-
regulated in all jurisdictions; and except in Newfoundland, so are
private mobile telephone service, leased circuits, teletype, data,
music, and programme transmission, yellow page advertising, pole
space rentals to non-utilities and inter-communications and paging
systems. Some of the Boards have fully accepted the utilities
pleas regarding the "impossibility" of cost separation, even
though such separat1ons are made with respect to electric power
and are made in the United States with respect to- 1nterstate long-
distance telephone service. _

"N

21 Statutory powers in this respect differ significantly among.the

provinces and raise difficult questions, of “interpretation.

.
: E,_Efﬁz"
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trend is apparent hoWever.ZZ.

~ In Nova Scotia the Board may "make such orders as it deems just
in respect to the tolls, rates and charges to be paid to any -
public utility for services rendered or facilities provided ..."
(s.41) and "no public utility shall ... receive any.compensation
for any service ... unless the Board has approved its schedule of
rates". (s.60) Although this would appear general, “service" is
defined to include "the conveyance or transmission for compensa-
tion by a public utility of telephone messages”, (s.1 (f) (ii))
and public utility is defined to include any person that may own,
operate, manage or control any plant or equipment for the convey-
ance of telephone messages. (s.1 (c) (iii)). Clearly all charges
. relating to conveyance of "telephone messages" whether or not for
private or public interests may be regulated. But "provision-of
facilities" may also be regulated and §.78 (1) gives the Board
sweeping power after complaint and investigation to order modified
any unreasonable rates tolls charges or .schedules or any regula-
tion, practice or act whatsoever of a public utility. (Emphasis
added) - : T e e

In Newfoundland the Board has similar powers with respect to
tolls, rates, and charges, but "services" is defined sweepingly
to include "the use and accommodation afforded customers or
patrons, and any product or commodity furnished by a public -
utility, and also ... the plant ... and facilities employed by or
in connection with any public utility in performing any service
or in furnishing any product ..." (s.2 (fg); A public utility:
includes any person who owns ... equipment or facilities for the .

- conveyance of communication by telephone or telegraph for the
public or for any corporation for compensation. Virtually all
pricing practices of utilities are subject to regulation under
these provisions. o e o o

In Prince Edward Istand the Commission exercises general super-
~vision over all public utilities and "whenever any public utility
wishes. to vary any existing rates ... or to establish any new
rates ... it shall submit [these] for the approval of the Commis- -
sion ..." which may approve, "amend or vary the same as it sees
fit". (c.49, s.16 (1)?. Elsewhere (s.21 (1)) the Commission is
authorized to determine the rates, tolls, charges and schedules.
Thus the or any rates of a public utility are subject to regula-’
tion, not merely those rates for service which the Act defines as
including "the furnishing to or for a customer [not the publicl-
by a public utility for compensation of the equipment and
facilities for the transmission of telephone messages". (s.1 (c)).
A public utility includes any person that owns, operates, manages
or controls or is incorporated for the purpose of owning ... any
plant or equipment for the conveyance of telephone messages ...
either directly or indirectly to or for the public". (s.1 (d)).
(Emphasis added) ’ S
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With the foregoing serving to proVide an abbreviated a'md' ' .
general introduction to the regulation of te]ephone prices'in_the | '
Atlantic area, we nowvturo our attention to four specific aspects of
pricing policy. The first three -- prfcing of certain specialized
servfces and equipment, a brief.disoussioo regarding insfa]]ation '
charges and costs, and the relationship of rate structoredto system
.growth -~ are dealt with in the next three sub-sections.- The fourth
aspect is the distance dimension of telephone pricing insofar as'it
relates to the boundary between Tocal and long-distance service. , | o
This is en area which has‘absorbed considerable regulatory energy
from the early 1900;5 onward. SeveraT sub-sections areldevoted to

describe and analyse the results.

In New Brunswick the Board must approve changes proposed in
rates or charges established for any service to be performed by B
a public utility within the Province. (s. 14) "Service" is not
defined in the Act, but, "public utility" is defined to be "a ,
person owning, operating, managing, or controlling ... any * —
plant or equipment for the conveyance of telephone messages
either directly or indirectly to or for the public. A reason-
able 1nterpretat1on of these provisions would be that all
charges of companies providing telephone service were subject - -
to regu]at1on However, the N.B. Board has on at Teast two B
. occasions declared its unwillingness to accept jurisdiction for
charges or rates for services other than narrow1y def1ned tele- ~ S e
phone messages to or for the public. ‘ S
22 Between 1952 and 1965 private line rates d1sappeared from the
-tariff of Maritime Telegraph and Telephone. In 1960 private
mobile rates were permitted to be dropped from the tariff of
N.B. Telephone. By way of contrast the Newfoundland Board
v1gourous]y asserted its jurisdiction over transmission of
cable TV in 1969 (Report, pp. 36-39).
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Pricing of Specialized Services.

This sub-seétion‘deaTs with the pricing of what is refefred

to in the tariffs of telephone companies as "miscellaneous equipment".

This includes such items as coloured, speakerphone,. volume control,
nitelight, princess, ericophone, touchtbne, decorator, and .contempra
instruments, as well as automatic’anSwerihg'and recording equipment,

extra long cords, and call director sets. The common characteristic

of all these special items.-—'with.the exception of touchtone and

automatic answering equipment -- is that their use is completely
independent of the basic telephone system; both demand for basic -

service and cost of basic serVice are unaffected by the addition or -

subtraction of units of such miscellaneous equipment to the telephone

network.]' This implies: two corollaries: (a) for most users the

equipment is a luxury or convenience and hence probably income- .

- elastic and more price-elastic than basic service, and (b) prices

of these services can easily be related to their costs.

And indeed in decisions relating to such services the various

" Boards have not only exp]icit]y introduced cost féétors,\but'have

1 Touchtone te]ephones require spec1a1 sw1tch1ng equipment which
ultimately will lead to significant reductions in capital and
operat1ng costs. Even at present touchtone switching equipment
is less expens1ve than dial. See testimony of Eldon Thompson, -

“"In the Matter of the Application of the N.B. Telephone, Hearing",
July 30, 1969 at p. 191, p. 194 and p. 196. Answer1ng equ1pment
requires no special sw1tch1ng, ‘but it results in te]ephone
circuits being used which otherw1se would be free.. Hence it too
"has system effects. . ‘ \ o
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abandoned the "value of service" justifiéation. The pricing principles
putatively employed have been most clearly stated in Nova Scotia,

"The Board considers the colored handset to be a luxury item
which should bear its full share of cost and not be supported
by other rates. It is quite possible that before too long the
colored sets will be as much in demand as the black and when
that point is reached the colored set should be considered :
standard. The Board believes that a rate differential should ' -
be maintained until that time".Z2 S

“The proposed rate reflects the additional costs of purchase, L
supply and installation, the costs of maintenance, deprecia- o
tion and similar costs and an allowance for return”.3

The stress on full costing of new equipment, and in addition avoidance
of capital losses, can be found in a more recent decision on contempra

telephones as well as in a 1928 decision on hand-sets:

",.. a luxury item which should bear its full share of costs —
and not be supported by other rates nor make any additional '
burden on other subscribers, and should not be permitted to
speed obsolescence of standard telephones".4

"The argument pressed the contention that allowance must be

made not merly (sic) for the actual cost and maintenance of

the new instrument but also take care of the shrinkage of : -
assets which will occur by reason of the present type becom-

ing obsolete and the further shrinkage of value in the new,
due to quantity production and also to its manufacture in
Canada later when part of the cost now rrepresented by duty .
will be saved to the purchaser".5 : ‘ :

As statements of principle which are consistent with ! _ I
statutory requirements these are not sufbrisjng.' One might conceive

of public policy toward'1uxury cohsumbtion being rather different

2 \.s. Board, Report 1957, at p. 252.
3 N.5. Board, Report 1958, at p. 190.
ANs. Board, Report 1969, at p.-263. .

5 N.s. Board, Report 1928, at p. 45.




however: Tuxury services might be priced Well,above costs in drder~to
yield excess revenues which could be emp]oyed to feduce the price of
necessities (ie., basic serviee).z Whether this'redistributive func-_

tion should be incorporated in an ad hoc fashion into the rate

structure of regulated monopolies or whetherithe public interest is

better’served by centralizing the redistributive-functione,of goverﬁ—
ment‘direct1y under parliamentary control is a question partiel1y of.
fiscal and administrative efficiency and partially of»ju‘dgement.6

If we turn From princib]es to practice and examine the .
estab]ishment of rates of specializedvequipment in the sixty-odd.
decisions ff1ed since ]950; four points qufck]y become apparent:
(a) tﬁe adversary process has been-short-circuited ih that most hear~
ings have been ex Qggtg W1th no independent expert1se to oppose
that of the companies, it is perhaps to be expected that (b) there
is no record of any management proposal ever being rejected or modi- -
fied in any of the jurisdictions by the regulatory authbrfties. ‘Thes
Gainer's judgement‘fully applies and (c) with minor variations,

prices of speciaiized equipment in the four;AtlantictPerinces are

6 In a number of U. S. jurisdictions special telephone or power rates
have been established for disadvantaged persons -- we]fare
recipients, pensioners, etc. : _

7 The argument (v1de N.B. Board, Report ]960 at p. 222) is that the

rates are for new services, or else that reduct1ons are being
proposed. Hence advertising and public hearings are unnecessary.
But these circumstances have been interpreted so narrowly -- e. 9.,
by treating each new model of answering equipment as a new service
(N.S. Board, Report 1962, at p. 473) -- that it seems clear that
the Boards w1sh to avo1d public hearings on these questions.
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the same as those charged by Bell Canada.® (d) Where it is possible
to deterhine costs from the evidencé sited in thé decisions, prices ‘ -
yield returns generally well in excess of the company average -- .
particularly with respect to services which are primarily residential.
Let us examine some decisions in order to discover how the supposed |
application of a non-discriminatory prinbip]e leads to discriminatory
r&su]ts;g ’ - : LU

In the 1928 decision on handset instruments, the Board com- |

'pared the cost (including 30% duty) of $34.31 against costs of
ordinary wall sets of $11.69 and noted that quantity production in
Canada might be expected to yiéfd cost decreases with respect to the

- former. No evidence of increased maintenance costs or of more rapid A’ff<;;:

depreciation of the new sets was cited; it is probable that in these
' 10

respects they-werefat Teast as good as'exist{ng sets. In any event;

in sett1ng depreciation rates in 1931 (based on studies which commenced

in 1927) a rate of five percent was app11ed to all 1nstruments N

" Let us analyse these facts. : ’ : -'7;'-

If subscribers exhibited an overwhelming preference for the

For Gainer's judgement, see above, p.3.43. Copying Bell's prices

has a long history. For example, see N.S. Board, Report 1928, at e
p. 45 wherein a 50 cent monthly surcharge on handset te]ephones e

identical to the rate charged by "the American compan1es and the

Canadian Bell Company“ -~ 1s approved

The decisions ana]ysed be]ow are all Nova Scot1an This’ref1ects

no invidious intent on our part -- rates are similar everywhere; ,
‘rather reasons for decisions -- and therefore costs -- are more o e
clearly set forth in Nova Scot1an ‘decisions than e]sewhere o

10 \.s. Board, Report 1927, at Pp. 45-46.

11 n.s. Board, Report 1931, at p. 165.




new sets, at the veny wobrst this m1ght have necess1tated a wr1te-off
of ex1st1nq ordinary wall sets to noth1ng ~In thTs‘event,~the fu11.

sum of $34.31 (less the depreciated value of on sets Of<zero).wou1d

be subJect to depreciation, wh1ch on an annua] bas1s wou]d equa1 $1.72.

On the assumpt1on that ex1st1ng te]ephone sets were fu11y deprec1ated

addition of one new handset would add a maximum of $34.31 to the rate

base of the company; however over the twenty-year life of the instru-
ment, it would depreciate to zero,'so the average increase fn the rate
base would be about $17 15 per handset at a maximum.- The eight per-

cent statutony return which then preva11ed nequtres therefore an

~annual char‘geof.$1.40.]2 Thus the tota] Just1f1ed<1ncrease in annual

rates for the handset relative to the wa11 set was only about half the

proposed charge of $6 00 which the Board approved 13, Nine years Tater

the company apparent]y concluded that it could increase its’ prof1ts by
reduclng the price of handsets to 35 cents per month.  Noting that the
purchase price had been reduced the petition_conc]uded, |
"iThe fact that some 5,500 of these sets are now in service
- indicates that with a lower cost their use would be sub-
stant1a11y increased'."14 :
The Board -- w1th -completely - changed membersh1p -~ acidly commented,

"Mr. A.M. MacKay,-Commerc1a1 Superintendent for the Petltloner,

12

This is an approximation; compound1ng would increase th1s amount
by about ten percent. . ‘ . L :

13 This is an extreme est1mate, of course. Under more reasonable
assumptions regarding the write-off of wall sets and the costs
of Canadian handsets, the justified charge would be on]y about
a quarter as large as the approved charge

14 ‘
: N.S. Board, Report 1937, at p 130. Th1s was about one e1ghth of

the. total telephone sets. in the system
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appeared and gave evidence, supporting the petition,'which,'

though not satisfactory to the Board, established the fact

that there should be a reduction to the amount stated in’

the petition herein, at least".15

Treatment of contempra telephones is simi1ar to thatvdf

handsets, but even more extreme. Again thereyis'nO'evidence cited
regard1ng durability or maintenance, but 1t is reasonab]e to expect
that there are no significant differences between contempra and other
sets. Dial contempra sets cost $34.35 versus $20.33 for standard
dial sets. For touchtone sets the costs are $73;38‘and $38.82
respective]y.]ﬁ Annual contempra charges of $21a00 were appmoved in
1969 on an interim basis but sdbsequently left unchanged. Although
0n1y about one-quarter of the annual “increase in numbers of new
te]ephone sets are expected to be contempras let us aga1n make the
most extreme assumptions regard1ng obso]escence of standard sets.
For dial contempras, depreciation at rates approved in 1969 of 6.1%
involves annual charges of $2‘11 maximum, and return on the average
'addftion to rate base (at the seven percent rate of return wh1ch |

" implicitly was approved in 1970)17

amounts to $1.22 for a total of
$3.33 annually as a ‘non-discriminatory maximum charge for dia1 con;
tempra. The approved annua1 charge resu1ts in a rate of return on-
contempra of the order of 100 percent per year on the bas1s of these
extreme assumptions and considerably more under the actua]]y preva11—

ing situation where ex1st1ng standard sets are not be1ng wr1tten off.

1% 1pid. at p. 131.

16 \.s. Board, Report 1969, at p. 262.
7 y.s. Board, Report 1970, at pp. 40-42. The post-tax 7% return on
rate base requgres pretax 11 to 12%. This could imply a total.
annual charge slightly greater than $4.00. This does not much
alter the conclusions.




To put-thewmatter different1y,vthe-evidence*Cited in*the‘decision o
makes 1t qu1te c1ear that the f1rst year of revenues from contempra
exceed the cap1ta1 1nvestment 1nvo]ved by about one- quarter and that

th1s pattern w111 cont1nue as. add1t1ona1 contempras are added to the

system ]8 --¥¥* o

A 1962 dec1s1on sett1ng rates on the home 1nterphone of -
$5.00 month]y for the first: 1nterphone, is 11]um1nat1ng regard1ng the
econom1c reason1ng employed by company and Board

"... we have the cost of ‘the First 1nterphone of $188 33.
The Petitioner's witness states that this equipment will
have a service 1ife of ten years and it is quite possible
that. this’ type of equ1pment W111 become out-of-date rather
qu1ck1y : , _

Mr. Myers stated thdt the bare revenue requ1rement
for the above mentioned capital cost of $188.33 would be .
approximately $4.80 monthly and he gave as his reason for
‘this -that the Company has established a percentage rate of
30.56% of its capital invested in plant and. equipment in
order to take care of its revenue requirement 1nclud1ng
depreciation rates which on its other equ1pment is not as
high as on this interphone equ1pment Mr. Myers suggests

. a monthly rate of-$5.00 ...+ It is. 1nterest1ng to note that
by ‘applying an additional 5% to cover the accelerated rate
of depreciation, one comes within a few cents of-the total
of recommended rates. .In view of the foregoing, and also
because the Board must insist on this type of service being
self-supporting, the Board w111 approve the reconmended’
rates".19 - - _ _ ,

If straight-1line depreciation is ‘taken over eight rather than ten

years, to allow for obso]escence, the annua] deprec1at1on charge wou]d.

18 y.s. Board, Report 1969, at p. 263.  Note: that the pr1ce of :
contempra te]ephones appears to be standard across the cont1nent.

19 s, Board, Report 1962, .at pp. 385-386. The ‘home 1nterphone
appears in the 1966 tariff but disappears without ‘a trace between
then and the 1970 tariff. Apartment interphones are to be found
in the unregulated portion of the current tariff however.
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add up to $23.54. Annual pretax return on the average net addition to
the rate base at 10% (adjusfed from the post-tax 6%tdpproved in 1952)
amoﬁnts to $9.42. Thus an annual charge of $33 aﬁd monthly éharge of
$2.75, in addition to basic telephone service, would appear justified
-~ there being no evidence cited of extra maintenance or operating
.costs. To apply a gross reVenué/capité] ratio oflthifty percent‘is‘to
require that the homg'interphone‘not only support itself, but that it
also support the operating costs of the rest of the system, a "fair"
share of which are already being borne by the basic télephone charge
of the interphone subscriber. Moreover; the calculation is based on
the one hand on thé depre¢iatedvva1ue of existfng”capital and dn the
other hand on the original value of the 1nterphoneazo . ’

A similar calculation involving the ratiq of gross/revenue
to capital arises in connection with interim approval of touchtone

rates in 1968 and confirmation of these rates in 1969.2]

20 The comment regarding "an additional 5% to cover the accelerated
- rate of depreciation ..." apparently merely reflects the fact
~ that $5.00 is.4.17% larger than $4.80. Whether this has any

meaningful relationship to the evidence presented that the inter-
phone rate of depreciation was expected to be double that of -
ordinary telephone sets is obscure. ,

21 N.S. Board, Report 1968, at pp. 5-13 and Report 1969, at pp. 94-97..
The rates approved were $2.00 for residence and $2.50 for business
private Tine service. For system service a per line charge of
$1.50 plus a per station charge was approved. Rates of $1.75
(residence) and $2.50 (business) were approved in Newfoundland in
1966 (Report 1966, at p.. 30) but subsequently were increased to
$2.00 and $2.90 respectively in the general rate increase effec-
tive 1 January, 1970. An installation charge of $6.00 per line
applies. In New Brunswick, touchtone was also introduced in 1966
(Peat Marwick, Mitchell and €o., "Examination and Report on '
Application for Increased Rates", submitted to N.B. Board, June
1969 -- the "Cole Report" -- Appendix A). The current rates for
individual line service are $2.00 (residence) and $2.75 (business)
(N.B. Tel., 1973 Tariff). : .




In its initia] application Maritime Telegraph and Telephone forecast

"a gross revenue return [on investment in stations and in

- central office equipment] of 33.3 percent within two years.
As the gross revenue return on Applicant's overall capital
investment is in the vicinity of 24-25 percent, the serv1ce
offering should not be & burden to the -general body of -

- telephone subscribers. ... A higher rate would deter market

- development ... Touch Tone equipment is its highest cost at
present and w1]1 reduce as the offer1ng becomes more a
‘'standard service ..... s [it] ... is related to exchange
service and is a modern1zat1on move ... no further attempt
was made to prove in rates on the initial 1ncrementa1 cost
of providing the service'. "22

Fifteen months later the company reported that actua] centra] office
costs per line were ten percent lower, costs per station one third
1ower, and demand about fiftydpercent greater than anticipated.'
During 1969 the company expected a gross rate of return of 30.9%.
Presumably a much higher gross return could have been'expected in
~subsequent years as full utilization of touchtone centra] office
facilities was ach1eved Th1s return was just1f1ed

"on the grounds that the service was basically a 1uxury

service ... and [such a return] is requ1red by the company

to produce a total Company average in the vicinity of 22%.

in view of the very inadequate rates of return on connect-

ing company takeovers and dial convers1ons in many

instances". 23
-Accepting for the moment comparability of gross revenue/capita]
ratios, we have here a bald statement of exploitat{on of Tuxury
service subscribers for purposes of cross-subsidization of other

services. But are these ratios comparable in the sense that if they

are equal, net revenue per dollar of rate base (i.e., permitted rate

of return) will be equal? This would require (a)‘tnat‘depreciationv

22 \.5. Board, Report 1968, at p. 11.

23\ s. Board, Report 1959, at p. 95.
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rates were the same for touchtone or other suchlspecia1 service as the
average of the system at 5% and (b) that income taxes,-hain;enance,
and’eperating cost bore a eonstant proportion relative to capital
1nVestment.24, While the depreciation and tax assumptions may be

reasonable here, the assumptions with respect to maintenance and

;ﬂﬁother operating expenses clearly are not: one of the reasons for

H,intrOducing touchtone is precisely to reduce overall operating costs

of the system. The result of this mis]eading eomparison 1s to under-
state the contr1but1on of touchtone to the prof1tab111ty of the

telephone system.z5

If the compan1es were to produce data on net
returns to this new service, probab]y they would be shown»to be at

Teast twice the average pretax return on rate base.

The danger of this gross revenue approach, and the opportunities .

it affords the utilities to offer marginally pfofitab]e_competitive
or partially competftive.servites.-— particularly to business sub-
scribers -- can be seen with respect tq'the bricingeof public mobile

telephones and of automatic ahswering equipment. By accident’the

24 Unlike the comparison on 1nterphone, the gross revenue/cap1ta]

ratio mentioned here is in terms of the original undepreciated
value of existing assets and of touchtone.
25 Perhaps this explains the N.S. Board's comment which indicates
that it is unsure whether contempra_and touchtone are fully paying
their way:
"Mr. Waller stated categor1ca11y that 'there is a strong
attempt made here to ensure that the customer who subscribes.
to these part1cu1ar items of service pay the full costs of-
providing them ...' .This approach must be tempered by
Jjudgement and exper1ence, of course ... and another factor
to be considered in the design of rates for new offerings,
such as Touch Tone and Contempra, is that the rates will not
be as such as will deter the growth of the use of these
offﬁr1ng§ and affect the increase in revenue generated by
such use

Report 1970, at p. 48.
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former was considered in Nova Scotia in the same hearihgs in 1968'and

1969 as the touchtone app11cat1on, so there is no poss1b111ty that the
Board might have app11ed different pr1nc1p1es 26 |
~ In 1968 the Board rather reluctantly agreed to bermit

Maritime Telegraph and'TélephOné to offer "Mobi]e ExChange Service"

and agreed to a proposed rate of $42 per unit per month ~- a rate

which was supposed to y1e1d a gross return on: undeprec1ated cap1ta1
of 24.2 percent. The demand for the_service"was’"greater‘than anti-
cipated".-lcapité1 costs were underestimated by more than tén percent

and "... the actual [gros;] return on" the capital investment ...

~ amounted to 21.9%". ATthough the company considered this gross.

"... rate of return tdo mékgina]f it recommended ¥... that the $42.00
rate be continued" since it was "... about as;hfgh‘as any other com-
pany is charg1ng for equ1va1ent service ... and it"was~undesirab1e
to commence giving the serv1ce at a rate which would deter deve]op- -

ment“ The Board continued its interim approval; with the ‘general -

-tariff revision in early 1970 the monthly charge was increased to

$48.00.

27

But unlike special handsets, mobile exchange equipment

depreciates far more rapid1y thén te1ebhohe equipment generaliy.

26 \.s. Board, Report 1968, at pp- ]7~26; Report 1969; at pp._100f102;
- Report 1970, at pp. 51~ 52 ‘ . ' ' ' ‘

N.S. Board, Report 1969, at pp. 101 102 and Report 1970, at p. 52.
A rate of $18 00 equal to the one-party business rate, was also

~introduced for customer-awned installation: in 1970 Note that
there is no message charge for service. : "

27
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Presumably the Board knew this in 1968;.in 1969 at any rate it fixed
a 12% rate of'depfeciation on "station apparatus =‘genera1 mobile"
only a month prior to its rate decision.28 On the capital cost of
$2324 per unit this amounts to $279 a1one. Morebver, the user of
mobile service secures the equivalent of. one—party bus1ness exchange
service in Ha11fax without paying a regular charge for exchange ser—z
vice -- 1mpos1ng the normal costs on the entire telephone network .

which a business subscriber might impose. It is not obvious how

large these are but the business subscriber paid $16 per month (incTudQ

ing $1;75 for the handsetvat extension rates). This'émounts to an .
additioné] $171 annually. And special maintenance, operaﬁing and
commercial costs are generated by mobile unitsf Conservatively
.these might run $5.00 per month. Adding these charges up yields a
negative net rate of return on investmént at,tﬁe.$42.rate;’about one-
third the permittéd pretax refurn_on rate base‘is yielded by the $48
rate subsequent to 1970.  If the 1974 rate application of MT&T is
approved the net rate of return on mobile service'(on which no in-

crease is requested) will be approximately zero. 23, 30

28 N.S. Board, Report 1969, at pp. 44-48.

29 N.S. Board, In the Matter of the Public Utilities Act and in the
‘Matter of an Application of MT&T for the Approval of Certain
Revisions to its General Tariff, dated May 1, 1974. The $18 rate
charged mobile customers who supply their own equipment is even
more of a money loser. In addition to receiving business service
-- at business rates or $2.50 Tower if the 1974 tariff revision
is improved. -~ these subscribers share in the use of radio-tele-
phone base equipment worth near]y $500 per channe] .and cause
extra operating costs. ‘ :

30 The pricing of mobile services in New Brunswick has not been W1th-

out its problems. There, in addition to a $40 monthly charge -
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Automatic answering and recording'equipmeht‘was the subject
of decisions in Nova Scotia in 1958, 1961 and 1962, in Newfound]and a
rate was approved in 1959, in. New Brunsw1ck 1n 1960; and the Island
Te]ephone Tar1ff includes rates- s1m1]ar to those of MTA&T. 3
In1t1a]1y in Nova Scot1a rates were apprOVed for mode]s TR and DCRI,
but the former was deleted from the tar1ff in 1962 and mode]s TT and
LP were added. A year 1ater model DCRI was stated to be obso]ete and
model LP obsolescent because a new mode] W1th 1mproved features and
lTower cost, “Code-a-phone", became available. Model LP cost $850 per
unit and originally was . priced att$336 per year -- a 40% gross :

revenue return. But on the basis of experiehce with TR and (sUré1y

~ to some degree with DCRI) MT&T must have reasonab1y abp]ied.a 25% to-

33% rate of depreciation to model LP. And maintenanée cost with such

equipment typically is far greater than the telephone company aVeragé

of about 5%. Even without hindsight it appears thatutP waS a riéky

and possibly sub-marginal foering. But the Board'imposed the costs

($60 for portable units) a message rate of 35 cents per call of 3
-minutes duration and 10 cents per overtime minute prevails. The
first $6.00 of messages per month is free. Private mobile service
was removed from the tariff in 1960 and a complaint by Thomas
Morgan a year later of discrimination by N.B. Tel. in provision of

such services was rejected for alleged lack of jurisdiction by the

N.B. Board. The same question was. considered in some.detail in
the 1969 hearings where the company reluctantly admitted that it
charged all basic costs of capital, maintenance, and so on against -
requlated services, considering solely whether: unregulated
activities would on an incremental (not full-cost) basis yield
~additional revenue. (Testimony of G. Edwin Graham,"In the Matter

of the Application of N.B. Telephone, Hear1ng," Ju]y 30 1969, at
pp. 124-128, pp. 131-134.)

31 \.s. Board, Report 1958, at pp. 184-189, Report 1961, at pp. 6066,

Regort 1962, at pp. 472; Newfoundland Board, Report 1959, at
pp. 15-16; N.B. Board, Report 1960, at pp 238-239, and Island

_ Telephone Co . Genera] Tar1ff ]970
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of this error on general subscribers; philosophically observing that, .

"in the Tight of present knowledge it might be said that

the acquisition of such equipment by the Applicant in 1961
was an error of judgement and that the Tosses resulting.
therefrom must be absorbed by the Applicant [1.e., by share-
holders by writing-off the excess value of the LP models]..
The Board considers, however, that in relation to the pre-
sent and similar subject matters, such an attitude would be
unrea]istic and would affect to an unreasonable degree the
exercise of discretion by the Applicant in its desire to

provide new equipment and services to its subscribers".32
In conc1ud1ng.thi§‘review of decisions oﬁ the pricing of
specia]ized‘equipmént, the treatment of coloured telephones is worth
considering becéuse it i1lustrates not only the widespread practice w
of excess'pricing of even minor items of such equipment but.a1so

veveals significant variations in pricing policies among the four

33

Atlantic. Provinces. In Newfoundiand a 1959 decision approved a

one-time "puréhase"'charge of $15 for coloured handséts. This sub~
sequently was reduced to $10 plus app]icab]e service éharges.34'
New’BruhSWick-réduced the non-reéurring colour charge to $7.50 in

35

1960 and to $5.00 in 1965. The approach in Nova Scotia was similar

32 \.s. Board, Report 1962, at p. 474.
33 Pricing of long cords might be also similarly characterized.. -For
a nine-foot cord -~ four feet longer and about $.25 more expensive
“than the standard cord -- a subscriber is charged a one-time $4.00
in Newfoundland, $.20 monthly in New Brunswick and $.15 monthly -in
the other two provinces. On a present-value (at 11.5%) basis,
these charges equal respectively $4.00, $21.00 and $16.00. On a
~rate of return basis they yield annual returns of 750% up. .
34 Newfoundland Board, Report 1959, at pp. 15-16; NTC, Tariff dated
June 1970. In 1959 Avalon Telephone also had a non-recurring $7.50
charge for a black handset. ' L

3% Peat, Marwick, Mitchell & Co., "Examination and Report on Applica-

tion for Increased Rates" submitted to N.B. Board June 1969 (the
"Cole Report") Appendix A. Note that the charge "does not apply
when a customer who has a coloured telephone moves to a.different
location...within New Brunswick or moves into New Brunswick from
other parts of Canada or the United States. However a $4. service
charge may apply."

il
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up to 1957 (and in P.E.I. 1958) in that after payment of a non-
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recurring extra installation charge "equal to the additional cost of

such a set over the cost of a standard set" standard monthly rates:
for service were charged.36v After an unattended public hearing in
1957, .the N.S. Board approved a monthly charge of $.50 for coloured
handsets in addition to any-épplicab1e service charges. The Board
viewed this as an increase in rates but was convinced by an MT&T

s tudy that purchase price, installation cost, commercié] costs,

accounting costs, maintenance and depreciation all were higher for

-colored sets than for standard sets.. A subsequent study showed these

cost estimates to have been excessive.and the rate was reduced to
$.35 and then to $.25.37 At the pretax ten perceﬁt rate of return
approved in the 1950's anﬂ 1960's the present value of an infinite
stream of earnings at $.50 monthly is‘$60.06.38 Since the difference

in cost between a standard dial set and a coloured dial set in the

late 1950's was less than $10.00 and by 1970 was less than $2.00 (the

total cost of a coloured set being onfy $22.33 in 1968), it is not

“obvious how the N.S. Board came to the conclusion in 1957 that a

- charge equivalent to $60 was needed to cover the full costs of

cotour. And it must have been partitulaf]y annoying to'subscribers

36 From 1938 to 1952 a special provision applied to ivory handsets in
. that these bore charges $.25 per month higher than black handsets
($.60 per month more than wall-sets). The quotation is from the
1952 MT&T Tariff. See P.E.I. Commission, Report 1958-1959, at

pp. 27-28, and N.S. Board, Report 1957, at pp. 251-255.

37 11C, General Tariff, 1971. M.S. Board, Report 1961, at p. 53;.
Report 1966, at p. 85. . L

For $.25 monthly it is $30. The present value of an earnings
stream of -- say -- b5 years duration at 10% is about half that
of an infinite stream. ‘

38




who.had previously "purchased" coloured handsets to discover that they
now had to "lease" the sets which they‘a1ready "owned" at an annual.
rental almost as high as the original "purchase" pricé.‘ But the
company and the Board had some balm for these 245 unfortunates. It
force& them to accept rebates (with no accumulated interest) of their

previously paid insté11ation,charges.39

39 peport 1957, at pp. 252-253.
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Service Request'Charges

' These charges are one-time Tevies on telephone subscribers
who bhanqe-their service requfrements and/or the location(s) at which
they derive service. In the tariffs of each of the companies several
pages are devoted to the app?ication of these charges with respect to

main and extension private lines, key equipment, system service, and

~other installations. In addition spécia1 service'charges-may apply

in connection with installation of miscellaneous equipment of various
types. ‘ | |

Table 3B-1 presents ancompafison of some of the common
service request charges in 1973 in the Atlantic Provinces as extrac-
ted from the relevant tariffs. Along with these are the rafés_ﬁhich
prevailed prior to the current fates -- generally for a period.of

several years dqring the late 1960's. These are roughly two-thirds .

of the present 1evies,'which range from nil to $10. Increases in
: existing rates of up to 50 percent have been proposed by Maritime _
Telegraph and Telephone in its 1974 rate application. Thus in recent

| years, .the rate of increase in service request charges appears to be

about three times that in basic exchange service charges. In part
this ref]eéts more rapidly inckeasing costs in installation activitie§-
which appear less well suited to techho]ogéca1 innovation than the
provision of telepﬁone service per se; in pért this may demonstrate
some weakening of the utilities’ policies of substantia] subsidization
ofAinsta11ation costs. | |

The magnitude of.fhiS'éubsidy may be gqauced froﬁ data

obtained from MT&T in the course of the 1974 rate hearing. In 1973,



TARLE  3B-1

Service Peauest Charges of Major Telephone Comnanies -

(previous tariff in parentheses)

~A. INSTALLATIOM
Basic Service:
Residence

Business

B. INSTALLATIOM
Extension phone:
Residence (U/A)*

Residence (not W/A)

Business

C. MOVE OF BASIC SERVICE
Residence '

Business

Atlantic Canada - 1073

in dollars

NTC

€.00
£.00

nil
£.00

6.00

6.00

6.00

Source: Company Tariffs |

*  (W/A) installation with hasic service installation

7
(2.00)

0

2

NBTC

7.00
(5.00)
100N
(6.00)

nil
(2.00)

. 4.0n

(2.00)

(2.50)

.00

. 50)

MTRT

ITC

- 6.00
(5.00)

a.0n
(5.00)

~(not W/A) installation separate from basic service installation

.68
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toté1‘costs of residence and business installations by‘Mf&T were $2.80

million and total revenues $.84 million. !

Under the rates proposed,
this deficit of $1.§6,mi1110n would shrink tov$1.57 million. This is
more than three percent of current operating revenues, nine percent of
total income before fixed charges and income tax, and one percent of
the fate base. No doubt these percentages would be somewﬁat‘Targer
for-Is]and Telephone where the install &ion charges are lower, and
poss1b1y for Newfbund]and Telephone as we11

0bv1ous]y there is an interaction between Tow installation

charges for some types of equipment and high month]y rates. The

latter can be used to recover from subscr1bers to these types of '
equipment the cap1tal costs of instaliation.. If all subscr1ber$vtoi
such equipment calculated their costs using the.same‘rate.of discount.

as the permitted rate of return (pretax), avoided myopia. with respect

o to such ca]cu]at1ons, and if the duration of subscr1pt1on were

1dent1ca1 then the extent to which installation charges were capital-

ized at the permitted pretax rate of return would be a matter of in-

" . difference to both utility and custorer. In rea1ity'however, some

subscribers have high]yffluctgating needs, while others exhibit stable
demands. The prevailing pattern of charqes'tonfers a large subsidy on

the former at the expense of the latter. And because ]ow insta]latibn

1 It is not clear whether these costs and revenues include service

requests (other than repair) of all types or only Tabour and materials
for installina and removing station apparatus, PBX systems, etc. In-
stallation costs are capitalized but this does not affect the ana]ysis
since the rate of depreciation.of. "station connections" so called is
1ndependent with respect to time -- the rate chosen (currentlyv 11.6%

in Nova Scotia) being designed to be sufficient to halance the changes
to the account in the current period. See Mewfoundland Board Reéport
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charges and highymonth]y rates lead customers ﬁith time breferencé
greater than the pretax rate of return and those wﬁo lack the sophisti- T
cation to be able correctly to compare a]terhativevpayment strééms:' |
through time to install more equipment than otherwise would be the
case, benefits accrue to the former, whi]é tﬁe myopia of the latter
is exp]oited.2

If telephone shareholders eérﬁ a return above their costs | . fJ:vf~
of providing equity, or if telephone managemehts are compensated
according to the assets or revenues of the firm managed, utilities
will have an incentive to expand capital equipment in service. If
this can be done through absorption of installation costé which are
recovered in ways which do not much reduce capital input, additions -

to rate base and profit will result. This may serve to exb]aih'the

general phenomenon of very low service request charges-as well as

specific cases where utilities have sought to persuade regulatory

boards to eliminate service charges completely.
What has been the regulatory response to these pricing B
policies? To begin with, it seems doubtful that the Boards are aware
of the magnitude 6f the Subsidies involved. As-notéd above, large
increases in servicevrequést charges in gehera1 have been'approved |

in recent years, but there is no evidence that the impetus for this

The higher the installation charges and the more the extent of

capitalization of use charges, the less equipment will be installed

by those with high rates of time preference and the more by those

with low time preference. See also Averch, H. and Johnson, L.L. =
"Behaviour of the Firm under Regulatory Constra1nt“ Amer1can o

"Economic Review 52 (1962) at pp. 1053-1069, regard1ng the relation- .
ship of cap1ta1 intensity to perm1tted rate of return and cost of N ‘

equity.




came from the regulatory: authorities. At the same time, Boards in-
Nova Scotia, Prince Edward Island, and New Brunswick have perfunc-
tori]y'approved_discriminatory reductions in particu]ar.service charges
on specific items of miscellaneous equipment within the last four
years.> In the first two provinces all installation charges on’

residential ‘extension telephones, on residential touchtone, and on

residential contempra sets were eliminated in May 1971 and February

1972 respectively.4 ‘In New Brunswick, the Board permitted installa-

tion charges on residence extensions to be suspended for March 1970.
Again it approved the suspension of installation charges on residence
extensions and on contempra telephones-during the pre-Christmas period

in 1970; in 1971 for roughiy‘the same pre—Chkistmas pekiod it permitted

N.B. Telephone to install coloured extension and contempra telephones

on a 10 day trial basis without charges. A similar arrangement was

permitted with respect to touchtone in the period Apr1] 19, 1971 to

f May 21, 1971; and in 1972 the Board approved the dropp1nq of installa-

tion charges on touchtone.

Although in general installation charges are unreasonably
Tow, the question here is not one of making losses on installation of

specialized equipment; as discussed in the previous sub-section

3 It is not clear whether the observed differences in Newfoundiand
reflect differences in company or in Board policy.

4-MT&T, General Tariff, dated 1973 Section E-8, p. 2 and ITC, General

Tariff, dated 1973, Section E-7, p. 2. The N S. Board -- contrary

1o its usual practice -- did not even bother to file a decision on

the matter . _ -

5 N.B. Board, Report 1970, at p. 50 and p. 52; Regort 1971 at pp. 54-
555 N.B. Telephone, Tar1ff at pp. 70-71 and 124.
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extremely high returns are earned on some of this equipmenﬁ Qith or
without installation charges. The arrangements described in the ..
previous paragraph are discriminatory as bétwéen (a).users with stable
and f]ucfuating equipment requirements and (b) users who install
special equipmentvat Christmas and those who install it at other.
seasons. . The issue is whether despite statﬁtory strictures against
discrimination invpricing; the regulatory commissions are going to
judge that it is in the public interest that telephone servicé be
marketed like groceries with loss-leaders, special year-end sales

and the Tike.

—
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System Growth and Pricing Structure

It is,sometfmes alleged hy snokesmén for:the telephone utilities
that pkicinq in accordance with (marainal) cost principles rather than
according'to vague value of service criteria, would have stunted the
lgrowth of telephone serv1ce. The 1mn11cat1on is that relatina nr1ces
to costs wou]d have caused the value of snrv1ce to subscribers of .the
telephone system to have reached a level lower than that actually
attained, and that this would have bheen a bad thinq.jl "This arqument has
been used inter alia to iustify subsidization of rural te1ephone rates
by’ urban subscribers on the nrounds that extens10n of the telenhone net—
work in rura1 areas increases- the va1ue of the service to the citv tele-

nhone customer 2 It has also been used to cnndemn measured 1oca1

: 1 E.g.,‘testimony of F.M. Waller, "Insfhe Matter bf theiPublic Utility
Act and in the Matter of an Application of MT&T for the approval of
certain rev151ons to its General Tar1ff"9 June 1974,

"... these subscribers’ [1n compensatory areas1 will obtain the
. advantade -of telephonina to areas which cannot be reached now. At
the same time, residents of the unserved areas, the maiority of whom
~are primary producers, will have better access to markets.. This.
should assist them to increase their sales and thereby the aeneral
econony as well". (Newfoundland Board, Report 1269, at n. 115)

"'From the standpoint of the welfare of the telenhone public as
a whole, it is to the adv mtace of the telephone users in-the
larger cities and towns to have the rural districts developed
as fully as possible, and. this development must be of such a

- character that the speedy and accurate telephone connections to
which the city subscriber is accustomed may be estahlished with
the rural territory .... The larger cities should therefore
contain in their rates a sufficient amount to cover the addi- -
tional cost ... which .is not reauired by the inhabitants of
those sma11er exchanqes' W

N S. Board Decision, 1918 at n. 20, nuofpd from the so-called

"Jackson Report”. .

-« -
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service.3

For the utility subject to Averch-Johnson assumptions, any
expansion is of course advantageous so 1ong as monopoly pricina
possibilities are less than fully exploited. 1In other words, under
rate of return regulation, increases in canital which are not of‘themm
se1ves compensatory, will raise profits 6f shareholders if additional
revenues can be secured frnm'other subscribers in order to maintain
the overall return at a'Dermitted-leve1 which exceeds the "true" cost

of capita].4

A "value of service" pricinc structure desianed to
recover tptaT costs will inevitably lead to overexnansion of activities
priced below 1ong~tun marginal. cost and underexpansion of activities
pribed above mafgina] cost -- the extent of underexpansions and_overé'
.expansions dependina on ﬁhe individual price elasticities (and cross-
price elasticities) of‘demand.; Although there is no logical necessity
".that the net effect will be a larger capital investment than would

result under "cost of service" pricing, this result is likely aiven’

- reasonably intelligent utility managemént.

"'Measured services ... very often result in disputes over billed
messaaes and appear to restrict full use of service'."

"'A good Tariff should encourage maximum use of the service hy the
customer and in this reagard I would say that the nrovision of a
flat rate business service offerina is definitely intended to
encourage the objective whereas, of course, the onposite effect
occurs when the cost of service is related to usaace ...'."

Quoted in M.S. Board, Report 1966, at pp. 75-76.

The extreme case is so-called "gold-platina" -- investment in-

- faciTities which are totally unnecessary and which are not used.
This is prevented by the controls the reaulators exercise with
respect to investment. But many investments can he hoth "used and
useful" and yet yield returns which are below the permitted level
and even neaqative. There is no check on such investments.
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It is not therefore surprisina that MT&T states its service
ob)ect1ve to be that of

"providing the maximum availahility of telephone service of
an appropriate standard at reasonable rates, to be in the
‘hest public interest".5

And the;first two objectives of its rate structure are

"(1) to encourage systew arowth, wh1ch is s1mp1v to recoa-
nize that the larger the svstem to which subscribers are
connected the more value it has to them. An example of
this is rate arouping to encouraqe max1mum deve]opment in

- each exchanqe, ,

(2) to encouraae max1mum dpvp]onment of the better arades
of service with' economy .... An example of this is the one-
“barty.and two-party differential that encouraqes maximum
deve]opment of one- nartv serv1ce" 6

S1m11ar1y, the genera] rates suoerv1sor of B. C Telephone,

"A qood Tariff shou1d encourage maximum use of service ....
any Tariff which bases the cost to the consumer accord1nq .
to usage is naturally doina to affect usage and this is not
‘good for the telephone community at large".7

In New Brunsw1ck,‘ob3ect1ves are stated with more circumspection:

"qenerate the necessary total: revenue, ... encourage opt1mum
usace of the plant required to nrovide the service, ...
achieve optimum economy, ... simplicity, ... distribute
charaes for service eouitably, ... Tavoid] introducing un--
warranted d1s<0nt1nu1t1es [between old and new Tar1ff51

®  MT&T, "Rate Philosophy", dated Mav 31, 1974, at n. 1.

The same six ohjectives have been stated in each of the rate hearincs
in 1965, 1970 and 1974, See Ibid, at pp. 4-8; N.S. Board, Penort
1970 at pp. 42-43 (whence auoted extract); and Ppnort 1°ﬁﬁ at n., €8,
See a]so Report 1952, at pp. 139-140 for a slichtiv aifferpnt set of
objectives with the same emphasis. The remainina four current
objectives are (3) to encourage Tong-term use of service, (4) to
apportion some nart of costs against particular subscribers, (%) to o
provide for economical operation and (6) to attain simplicity of - |
administration. The examble chosen ‘to illustrate ohjective (4) is :
ironically service reauest charaes -- wh1ch we have exam1ned ahnve

and found wantina, : :

N.S. Board, Renort 1060, at pn. 75-76.
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balance ... unit and flat rating techniques -- allowing a
reasonable opportunity for growth but limiting the risk of
widely fluctuatino revenues, ... [and] charae more for
business service".8 :

Note the Care with which thié NBTC witness at this point suaaests

"optimum” not "maximum" use of presumably existina plant. But subse-

quently he slips ahd Tets ‘the cat out of the baq,

. Pates should be des1qned so that maximum dpvp]onment
occurs".9

"Rates are soucht that encouraqe people to add to and
improve usage of their service".10

It is an elementary application of economic lomic that maximum -

expansion or development of the telephone systeﬁ is ggzidesirab1e from

the point of view of subscribers., Nevertheless, the point is worth

analysing since some reaulatory bodies seem to think otherwise. Clearly '

most conceivable expansions of any telephone system will enahle some
persons to communicate more rapidly, conveniently, or p]eaéant]y with
some other. person. Hence all such expansions yield a aross benefit to

the point where a surfeit. of communications possibilities overwhelms the

society -- an eventuality that in Atlantic Canada at least fs still some .

distance in the future. But every expansion of the svstem alsn involves

costs which ultimately fall upon subscribers, thouah not necessari1v B
those who are receivina the grpss benefits. Clearly the net henefit of

a given expansion eauals incremental qross benefit minus incremental

8 N. B Board, "In the Matter of tﬁe ADD11cation‘of'N.R. Tel.. Testimonv,
July 30, 1969", at pp. 437-439, -

7 Ibid., at p. 442.

10

rrrma——————

Ihid., at p. 461.
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cost; ‘it may be positive, neaative, or zero. "MéXimuﬁ'deVeloﬁhent“
- implies that some exﬁénéfbnS'yie1dinq negative net benefits are under-
L taken and hence the total of net benefits to CdﬁSUmerélofécbmmuniéatiohs
services is less than it otherwise would be.
~ In fact, limiting develobment of the telephone system by

avoiding any expansions which yield neaative net benefits is not a
e ) sufficiently stringent. condition for maximisina the sum of net benefits
to subscribers. This condition-imp1ies;that there are no other compet-
ing uses of capital -in the economy which vield positive incremental net
benefits. H0n1y those expansions oflte]ecommunicatidhs shou]d.he under-
taken which yield an incremental net benefit as qreat as or nreater ‘than
- »~ ‘ the incremental net benefit obtainable elsewhere in thn PCOHONV.11
‘ g ~ .- - There is no question that requ]atorv hod1es are sens1t1ve to
the direct connection between{]arqe construct1qn proarammes and qpp11ca;
tions for rate 1ncreases _ -‘ | | _ . _

o comnet1t1ve rate of return is essent1a1 also to te]enhone
- R users since without reaular and large inputs of can1ta1 the"
s Sl ‘Applicant's construction proqramme cannot be sustained, and
' ' without the construction programme the Cornany cannot meet

‘the demand of the public for 1mproved and ever-e xnanded
te1ephone service".12

11'Since pricing on a basis other than cost results in: some consumers

receivina services for which they are navina less than costs and
“other ‘consumers-being forced to pav more than cost, the former will
: : desire the pricing structure which favours them wh11e the 1 &ter-will
- prefer a cost-oriented price structure. Which sets of desires are
- reqarded as more important is a vélue judgement.  But the 1neff1c1encv_
of such value of service pricing is not a value 1udqement excessive
resources are devoted to uses which from a social noint of view are of
Tow priority, while areas of oreater nr1or1ty are denied adeouate ‘
resources. e : : :

’ o 12 P.E.I. Commission, Report 1970—1971, at p. 14. For comparison,

-



"3.78

Doubtless, the companies wish to induce this reaction. Bﬁt it is diffi-

cult to exnlain why regulatorv hodies should be so 1nsénsitiye to the' -
equally direct connection betWeen pricina policies desianed to induce
rapid expansion of service and the results of those policies in 1arae..
construction programmes and applications for general rate increases.
“Demand of the public for improved and ever-expanding telephone service"
is not an indépendent'variab1e; it is an inverse function of the prices B fé

._chafged for service.13

" "The Board must make a decision with respect to the anpronriate- ,
ness of the construction program proposed by the Apnlicant, L
because it has a most direct bearing upon the cuality and ade- : L
quacy of the service to be supplied and unon the monies that are
required to be raised ..." A I

N.S. Board, Peport 1970, at n. 31, : o o

"We expect that havina regard to continuina high cost of raising
canital, the App11cant w11l perseveré in controlling its capital -
programme ..."

N;B. Board, "Decision", dated 3 December 1969, at n. 8

. Publi ¢ convenience and necessity in the Applicant's service D e
terr1tory requires that the proposed canital construction oroaram :
of $26,200,000 he carried out ... and the additional canital con-
struction program of $3,500, 000 .... The Board therefore will
arant approval for a schedu]e of te1enhonezrates which will enable

the Applicant ... to ... raise the capital reauired .... An
additional qross operating revenue of approximately $1,800,000 ... o
would be required .... This amount includes $275,000 to makp up L

for the ... def1c1encv due to the additional can1fa1 construction
program of $3,50N,000".
(Newfound]and Board Re Eort 1969, at pp. 115—116)

13 The only occasion when boards are 1nv1ted to take advantage of elas-
ticitv of demand and seem to feel at ease in maintainina hiah prices
to restrict it is when thev are delayina technolocical innovation
in attempting.to halt the obsolescence of existina equipment.
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The Spacial Dimension of Exchange Service Pricing: Introduction
Utilities use singly or in combination three basic types of
brices in marketing the various dimensions of their services.
(a) one-time "purchase" of service or equipment
(b) "flat rate" periodic recurring "rental" of eduipment or of
- access to service Wh1Ch is unrelated to use of equipment or

service

(c) variable periodic charges related to extent of use of.
. equipment or service dur1ng the period

Fo110w1ng the typical North American pattern, in the four At]antic
Provinces, un]imited baSic service within'a defined geographiéa]
local area is priced on a flat monthiy basis while measured rate
pr101ng 1s used for ba51c serVice beyond the defined area. !

For services which vary in extent of use one of the main
'advantages of flat rate priCing - indeed jits only advantage from the
noint of view of society -- is that it eliminates the administrative

costs of measuring and billing the extent of service provided to

- individual customers. These administrative costs have varied through

stimevwith changes in_1abour costs and in the technology for measuring

and recording service use; with the adventiof low-cost, high-capacity,
on-1ine computers, they may be at historic lows. It is by no means
obvious that this cost advantage'of flat rate pricing outweighs:its
attendant disadvantages -- even for'iocaliservice. Measured service
is the norm in much of Europe, and it apoiies'to a11'1ooal service in
2

some North American areas as well.” As has long been recognized, any

1 New Brunsw1ck and Nova Scotia aiso offer measured rate 1oca1 basic

service in the larger exchanges.

Measurement is of number of calls oniy,.not duration. In New York



system of flat rate charges for telephone service is inhefently -
discriminatory in that heavy users of the system pay.1ess than the
-costs they impose on the system and are implicitly subsidized by-
infrequent users.who pay the_same rates but use far less of the
ser'vice.3 | |

For th1§ reason f]ét rate pricing and measured use-pricing
coexist uneasily within a single system since the underiying
principles are incompatibfe. Thus, for exampTe, mfxture of flat-
rate 1océ1 service and méasured rafé Iohgndistance service pricing
vsystems generates exchange boundary prob]ems S1nce arb1trary d1v1—,
sions must be made separating d1fferent tol1-free calling areas.
‘Thus two. households 1iving in approximate1y the same Tocation but on
opposite sides of an exchange boundary will be treated differently

regarding their telephone service charges for'shortadisténce and

.City measurement of both number and duration of local calls has
recently been introduced; a similar development is planned for West
Germany for 1976 by The Deutsche Bundespost.
3 In a small Tittle used system, indivisible capital equipment may
force excess capacity if there is to be service at all. In this
case it is not clear that heavy users are more responsible for
capital costs than light users since all must contribute if any are
to obtain service. (In this situation, it is equally unclear, how-
ever, that responsibility for capital costs should be equally shared
among all users.) While such excess capacity may have been highly
. prevalent at the turn of the century it can scarcely be held that
it reflects current conditions. See regarding flat rate charges
inter alia'N.S. Board, Decision, dated 29 June 1918 re Central
Office Facilities, Rates and Service, Maritime Telegraph and Tele-
phone, esp. at pp. 12-15; N.S. Board, Report, 1919 at pp. 94-100
and pp. 121-133; A. Haz]ewood "Optimum Pricing as Applied to
Telephone Service", Review of Econom1c Studies 18 (1950-51) at
pp. 67-78; and S.C. Littlechild, "Peak-ltoad pricing of telephone
calls", Bell Journal of Economics and Manaqement Sc1ence 1 (1970)
at pp. 191-210.
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medium distance caHs'4 Finally, flat rate prfcing reduces thé

marg1na1 cost of a call and the marginal cost of the duration of a

call to zero, thus greatly 1ncreas1ng the quantity of serv1ce demanded

at peak per1ods and hence the capac1ty needed to provide service.

This undoubtedly accounts for the attractiveness of flat rate pricing |

to te]ephohe companies. operating under kate of return regU]ation.5
One may conceive of polar a1ternative responses ‘to these

problems: flat-rate system-wide ca111ng; and universal distance-

based measured servicg. But.there are a variety of pa11iative inter-

mediaté'solqtions -- expanded ekchange areas, marginal cost pricihg>,

of measured service , individual optional extended area 'service‘,6

4 In genera], if x and y 11ve near each other but in d1fferent
exchanges, x will pay nothing and 'y w111 pay long distance’ charges
for calls to a third subscriber in x's exchange. Moreover, x and

-y must pay different flat monthly rates as well. A particularly
striking instance of an exchange boundary problem is afforded by .
Labrador C1ty, Labrador and Wabush, Quebec which are linked under
an EAS plan, but which have sharp]y different Tocal service rates
and sharply different long-distance rates for ca11s into Bell
Canada territory.

If the perm1tted and earned return exceeds the cost of equity
capital, this increases total profits. See Averch, H. and Johnson,
L.L., "Behaviour of the Firm under Regu]atory Constra1nt" American
Economic Review 52 (1962) at pp. 1053-1069.

6 This was called ORTS in California and perm1tted the "subscriber

" to select one or more of four options: (1) service in a defined
expanded calling area at a fixed rate, (2) service to one or more
communities at a specified rate for each community selected, (3)

. calls on an unlimited basis, for a fixed additional charge,.to any
exchange in an extended geographical area as a local toll-free call,
and (4) calls, for a fixed rate calculated on an hourly use basis,
[underlining added] to-any exchange in an extended geographical area
as a local, toll-free call. Optional residential telephone service

- works in on]y.one direction ... 24 percent of e11g1b1e subscribers
subscribe to ORTS". "Te]ephone Subscribers Fail in Burden of Proof
for Extended-Area Service", Public Utilities Fortnightly 82

- (9.26.1968) at p. 57. See also "The Pac1f1c North-West Bell Te]ephone




Wide Area Telephone Service, and general mandatory extended area
service (EAS) for example. In recent years introduction of EAS and
redefinition of exchange areas have been the principle responses of
the telephone companies in the Atlantic area to subscribers dis-~
satisfaction with the exchange boundaty problem. In the next section
we review the historica]tdevelopment of exchange tn relation to dis- .
tance. Then we considef‘recent deve1opmentsa1n‘this dimension of
telephone pricing. The,remaining sections are devoted to an analysis

of various aspects of extended area service.

The Spac1a1 D1mens1on of Exchange Service Pricing: An HistoricaT
Perspective '

Pricing po11cies and exchange patterns were established in
New Brunswick and Nova Scotia as regulation took hold in the second
decade of this century. Small telephone systems existed in this
period in Newfoundland ahd Prince Edward Istand but meaninaful
"regu1ation began only after the-Second World Waf.' Hence, initially

we restrict ourselves to developments in the two mainland provinces.

By 1913 there was one dominant company in each jurisdiction.

Prior to regu1ation'these companies had classified exchanges by the
number of shbscribers, there being in Mova Scotia, for example, seven

classes (plus a special category for multi-party rural service) rang-

ing from under 50 subscribers to 2,000_and over, One-party exchange

service was charged on monthly flat rate basis in amounts ranging

Co."; Public Utility Reports,.Srd 92 (1072) at p. 458 where the
Oregon PubTic UtiTity Commissioner ordered development by PNWBTC of
an optional EAS plan. Within the last two years both Maritime
Telephone and New Brunswick telephone have 1ntroduced Timi ted
optional measured EAS plans.
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from $1 67/$2.00 in the smaller exchanqes to $2. 50/$3 75 for res1den—
t1a1/bus1ness subscr1bers respect1ve1y in the larger. (If we denote
the price of one-party service and the minimum number of telephones
in the ith exchange class as p; and ns respecttve1y9 and compare the
ratios Rp P, /P1 1 and R = n, /n1 1 tor i = 3,13 R varied between
1.00 and 1. 125 and R between 1 5 and 3.0). The basic flat rate
app11ed only to’ serv1ce w1th1n a one- m11e rad1us of the centra]
exchanqe off1ce, a charge of twenty f1ve cents per f1fth m11e per month
be1ng 1ev1ed on the m11eage beyond one m11e for subscr1bers 11v1nq out-
side the "bas1c rate" circle. Un11m1ted 1ntra exchanoe ca111nq was
perm1tted but- extra- exchanqe ca]]s were measured and b111ed on a tar1ff
which varied w1th d1stance | N - y |
But there were many except1ons to these arranoements, there
was 11tt1e un1form1ty 1n the qeograph1ca1 extent of exchanoes,»and
there was great var1at1on in the qua11ty of serv1ce offered. In rural
areas there was a crazy qu11t of undercap1ta11zed 1ndependent companies
“the. deve1opment of wh1ch cont1nued to be st1mu1ated by pub11c po]1cy
in the ensu1nq decades In bringing order into th1s chaotic situation,
the regu1atory author1t1es mandated uniform policies for the dominant
compan1es, defining standard exchange sizes (c1rc1es 10 miles 1n
'd1ameter, 79 square m11es 1n extent) and accept1ng the 1nher1ted pric-
ing structure W1th on1y minor mod1f1cat1ons, The essent1a1s of this
structure pers1st even today )

(1) division of the prov1nces 1nto exchanges of approx1mate]y equa1

geographical size in wh1ch locai calls are free and charges are .

monthly flat rates.

(ii) flat rates which discriminate among exchanqe areas on the bas1s
“of numbers of subscribers
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(iii) flat rates which discriminate between bus1ness and res1dent1a1
. calling

(iv)  monthly flat rate mileage charges to subscribers outside the
basic rate area of an exchange 1

(v) extra-exchange calling charged by use.

- Diagram i below outlines this patﬁern of exChangeS and
charges. Note the potential overlap of exchange‘akeas and thé size
of basic rate areas re]ative'td exchange areas. Undef this set of
arrangements management and reguiators have,eightvvariab1es which'
they may manipulate to achieve desired goals:

(a) geographical size of exchanges
b) fiat rate by class of exchange
c) unit rate for local ca11s‘(set initially at zero)

(

(

(d) business/residentia] differential

(e) geographical s1ze of basic rate areas .
(

f)v_m11eage charge within exchange areas beyond the basic rate
area

(g) unit charge for calls to adjacent exchanges

“(h) use charge for calls to distant exchanges . 2
| Not surprisingly, two types of boundary problems répid]y
became apparent. Although there was little general dissatisfaction
with the business/ﬁesidentiai djfferenf1a1, subscribers outsjde.the

basic rate area (sometimes because of arbitrary location of the centka]

1 The basic rate area for small commun1t1es was initially a circle one
m11e in diameter centred on the telephone exchange office.

2 1f (f) is zero, (e) effect1ve1y ‘coincides with (a) and is un1ntere§t-
. ing by itself. There is no inherent reason why (g) and (h) need to
be d1st1ngu1shed
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Long Distance tolls
. 0¢/call + 6 ¢mile/minute .

1
/jSL/”’ S The Spacial Dimension of Exchange Service Pr1c1na ”

* . Diagram 1

15 miles MT & T Tariff, 1918
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exchange. office) and=thus§required-t0¢payam11eagelcharges and:monthly. .
rates higher than others in the same,excﬁangeznatura11yﬂexpressed o
diseatisfaction.,,Moreover,,standard'definition.of»eXChangeeareas~
fofced a-numberfto be reduced in size; outlying-areas .which had
enjoyed tol1-free connection to central c0mmunit1es,were:forced‘to;e;, _' —
form independent'exchénges subject to-10ng‘disténcé toT1s A te1e~»n«
phonic d1sassoc1at1on -~ a reverse EAS--- thus took: p]ace prior to .
World War I among communities which were aga1n~assoc1ated;under;EAS :
only in the last twenty years. . For examp1e3<Bedf0rd was divorced |
from Ha]ifax.in 1914 and Rothesay‘from'Sain%wdohng N.B. in ?913‘ even. a ';;1
though in both. instances subscribers pet1t1oned aga1nst the:change.. 3
‘In both the - ma1n]and provinces,. the solutions to these bound-

“ary:problems .and to capacity problems which arese during orld War I

wereifound by:modifying'base rate -areas and mi]eage'chérqes; by chang-
ing exchange sizes. adjacent exchange tolls, and~flét rate exchanae
charges -- in part by: introducing EAS p1ans; and~bywinfroducihg mea- °
sured local service charges (c). In many cases the’resu1tinq arrange- ' =
~ ments were-ad hoc.  From published records’it is difficult to deter-
mine whence the initiative for particular chanaes. arose: -as a matter.
of-pfactice,«however, moéttpropdsa]s,fon changes -in-houndaries or prices
have been put hefore the.beards=by§the'comnanies,: |

. By way*Of'Historicalfi1Justration COnsider'therervice pro- | : -"-?i
vided between WesfvilleANew Glasqow (M.S.) on the one.hand and:Chatham-

Mewcastle:(N.B.) on the other = both .involving distances .of about five

3 N:S.  Board, Report 1914, at pp. 36-39 where reference is a]so made

to the New Brunswick dec1s1on in 1913,
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miles. - In 1915 when exchanae areas were heina fixed, "Westville sub-
scribers pressed to be placed in the New Glascow area", even thouah
3 _ " the distance made "the flat rate for service very hiah on-account of
= ' the'mileége charge". "The Board placed Westville within the New
Glasaow area [and] fhiS‘éhtai1éd a considerahle expense on the part
“6f»thé respondent company". But:jn 1919 WeStville'sqbscribers~peti;,
- tioned for their own central office; MTAT 6pposed,‘hut the Roard
- ordered one installed in Westville “on of before March'TGth~next".4
- ' 5 The problem resurfaces in 1928 with a Det1t1on by MT&T for
estab11shment of a dial exchanqe area within the Mew P]asnow Exchanne
Apparent]y the 1919 dec1s1on had not been-1mn1emented, s:nce "1t
~-abpears that the Town of Westville at the present time [19297 s in-
' o cluded within the Timits. of the New flasaow Exchanae area LAt
- this point the Westville subscribers no'Tonnér’waht'a»senarate exchanqe,
" but instead automatic service which wou1d"provide.igwér'Mileaae'charges
and faster service. ‘MT&T‘was.willihg"and'the Board acquiesced un-
enthusiastically, | |
"the 1oﬁ1ca1‘sten to take under the conditions ... would
. S ~ appear to be to set up Westville and vicinitv as a separate
- _~ exchange area .... This plan the Westville suhscribers do
' not desire ..., preferrina to pay a higher flat rate in order
+ to get service free from toll with New Glasaow". 6

| Ih_1931 a dial system was installed in Westville and rates for sinale-

party service were cut in half. The remainder of the Mew Rlasaow

4 N.s. Board, Report 1919, at pn. 2022,
5 N.S. Board, Report 1929,'at po. 34-36.
6 Ibid., p. 34. No mention of the 1219 or. 1915 decisions abpears:

‘ Why westv111e should have been aranted this special treatment and
Bedford den1ed it (in 1914) is not clear. ,
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exchange continued with manual equipment and normal mileage charges-
continued'to be paid by residents of Stellarton and Trenton.

In mid-1948 Stellarton complained about this unfair treat-
ment. After public hearing and considerable delay the&Board ordered‘ —
an expansion of thé free mileage area of the New Glascow exchance to ‘_;
include all the area within the town limits of the four towns, which'
"were taken as a community ... and a differential of from 15¢ to 35¢
over and above the ordinary Group V Mflat month]y rates] wés annroved".7
Thus thié boundary prohlem was ultimatelv resolved by creating an -
ad hoc rate group. The costs of eliminating mileage chérges were
therefore borne by the Mew Glasgow town residents, not hv the svstem
as a whole or by the residents of Stellarton or Trenton. The Board

reasoned that

"The four towns ... are practicallv one communitv with a
community of interest .... MNew Glasaow is central and
henefits materially from expandina teleohone communication
with the other three towns .... A large or central com-
. .munity profiting from telephone communications with a '
-widening circle of telephone users ... should also pay
jts fair and just share of the cost .... A pronosed : :
community rate would distribute the cost fairlv ... ' A : -
since the Town of Mew Glasgow derives benefit from the
- service equally with the other three towns".8

The history. of service between Chatham and Mewcastle is

hriefer and contrasts with the foregoing in both development and

T

resolution., Established as separate exchanges, the record reveals a

reduction in the toll charae from 10¢ to 5¢ in 1924,9,and in 1949 a , ==

7 N.S. Board, Report 1950, at pp. 161-1¢3, Decision in Renort 1040 ' -
at pp. 100-104 (unindexed). .In December 1952 the entire Mew Rlasgow

Exchange was cut over to dial (Report 1952, at n. 399).
N.S. Board, Peport 1929, at pp. 101-192.

N.B. Board, Penort 1924, at p. 55. This was part of a aeneral
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request to raise the 5¢ charge for three minutes to 10¢ for five minutes
by N.B. Telephone. Th1s was considered unreasonab]e and the Board
" fixed a reduced level of tolls. . .It also expressed its

“opinion that the situation in Chatham-Newcastle calls for -
special consideration; ... and urges that the exchanqes be
consolidated. This micht result in an unaradina, but' . ‘
a source of irritation and comnlaint would be removed
The: Company is urged to .... amaloamate these exchanges as
soon as conditions warrant and it is feas1b1v poss1h1e to
do so".10 =~ . - ,

In May 1952 N.B. Tel. received aeneral abprova1~For FA%,fand'ih AUnust
specific anprova] for EAS for ChathamuNewrastlp, the effect of wh1ch
was to increase basic exchanae rates in both communities while

e11m1nat1nq the toll charae n

'rate reduct1on of about 20%. Mote that in both Provinces there was
at this time a special tariff for short haul toll calls under wh1ch
duration of call was un11m1ted .

10
n

N. B Board Pegnrt 1920 at n. 204

N. B Board Report 1952 at np 71-85 and pp 87-104. Verv detailed
data was nresente on the structure of revenues 1n the two commun1t1es.
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The Spacial Dimension of Exchanae Service Pricina:
Extended Area Service

General mandatory Extended Area Service (EAS) s the associa-
tion of two or more telephone exchange areas -- between which toll
charges would otherwise applv -- to form a cnhmon t611-free calling
area. Such associations may be formed in several wéys, of whiéh'two
are basic: (1) by combining narts or a]]lof'existind exchanges, and
(2) by dismembering an existina exchande into new exchanaes which are
_ then recombfned into an EAS. Althouoh exchanges under EAS nlans are
rate arouped accordinq to the number of stationé to which subscribers
have toll free access, EAS differs from a s1mp1e amalgamation of
exchanae areas in that each exchange involved 1n an EAS plan has its
own identity as a toll rate centre for Tona d1stancevca1js to exchanaes

1 When formed from nre-existing exchanaes ,

not belonging in its EAS plan.
~jntra—EAS td]] charges are eliminated but rate group kéc]assifiéation.,
.hay occur since rate groupings are a positive function of’the number of
‘'stations in the toll-free ca]]iﬁo area. Such rec]éssification implies
higher monthly charaes for some or all subscribers in an EAS. Since
'Creatinq an EAS out of a sinale existina exchanae does nét affect the .
number of subscribers, basic monthlv rates and intra-EAS toll charges |
are not changed Qnder method (2). However, for at least one of the new
exchanges the extra-EAS to11 schedule will chanae because a new toll

rate centre is set up. moreover, m11eaae charges are reduced because a

new base rate area is created.

1 Note that exchanae A may be ]o1ned with B and with' C in FA9 n]ans,
but B not ‘joined with C in a common EAS.

ol
o

LY




The above elements apply in all four Provinces even thdugh'
EAS definitions varv somewhat aﬁonn them.2 :In Newfoundland, there is
in addition to thé'fbfegbinq, an EAS monthly surcharae WHich is applied
to primary sefvices of»the smaller exchange in. the EAS plan 1f it is
* less than half aé'ﬁarQe as the larcer exchange: this varies froh'$ﬁ.8ﬁ
0 $1.60 for résidéhte'Subscribérs (and twice as much for business
telephones) depénding on the mileage between the rate centres of the
exchanaes involved.® ‘

EAS plans must he annroved bv the reaulatory authorities in
- gach of the jurisdictipns. To be acceptéble, plans must meet various
conditions: fo}.exémple;'ih-New Brunswick, the éxéhanqe areaé'hust be
contiguous and théfr.rate céhtrés]must not be further apart:thah:ZS ‘
airline miles, and coﬁhunitv of interest must warrant the EAS. ‘In-
Nova Scotia, exchgnqes must be adjacent wfth-major centres-dr ¢ommu-
nities "Withih"reaSonéble‘disfaﬁcéﬁ; cost of the service mdsf'be
reasonable, there must be a community of interest and high volume of
Ca11ihq among the exchénges, and there musf be?majorit& subscriber

endorsement.4 IntNewfound1and a disténce Timit of_25 miles is -

2 ITC, Genefa] Tariff, January 1971, Section E4, Sheet 2

NTC, Tariff, January 19705 p. 46 revised
NBTC, General Tariff effective July 1973, p. 43.
- MT&T, General Tariff, Januarv 1970, Section E5, Sheet 1

If the number of stations -in the larger exchance is less than 65%
of the combined total, the surcharae is split eauallv hetween the
exchanges involved. NTC, Tariff, January 1, 1970, p. 46 revised.
In Newfoundland there are only five rate arouninas other than.
common battery, hence reclassification occurs less frequently
(2.0 < R_ < K.0). Moreover,.maximum R_ is only 1.13. This no
doubt exBtains the extra charge. P :

I

'N.S. Board of Commissioners of Public Utilities, Peport 1970, at
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implicitly applied and subscriber endorsement is neceésar,v.5 Conditions
which may be imposed in Prince Edwakd‘ls1and are apparent neither in
ITC's tariff nor in decisions of the PEI Public Utilities Commissions.
The present mileage restrictions reflect a considerable
Toosening of the original Timits: in New Brunswick the in1t1a1‘1imit
was ten miles between rate centres; this was extended to 13 miles in
1957 and 20 miles in 1961.6 In NoVa'Scotia it was fnitia11y eight miles

7

between communities.” Moreover "adjacent" in Nova Scotia has been

interpreted not to mean "1mmediate1y adjacent".8

p. 141, 1t is not clear whether these cond1t1ons are imposed bv -
MT&T or by the N.S. Board. Mo references to such criteria appear
in the initial decisions on EAS (Report 1956 at pp. 196-206;
Peport, 1960 at pp. 239-245: and Report, 1961 at pp. 263-266 and’
pp. 275-279. In Report, 1964 at nn, 44-45 the languace of the
decision appears to imply that MT&T imposes conditions: " ces
before applyina to give such service, the Applicant requires the _
following conditions exist ...:" hut a shift to Board responsihility
is aoparent in 1967 (Reporf 1067 at p. 4) "In accordance with the
reauirements of the Board and estab11shed practice, the Applicant
has made studies and canvasses ... and submitted to the Roard esti-
mates ... related to the extension of the Base Pate Area and approval

- of the Extended Area Service ..." Subhseauently, the Roard appears

- to.imnose the conditions (Report, 1969 at p. 68); "In view of the-
foreqoing, the Board finds that the followina conditions exist...;"
and 1970 (Report, 1970 at n. 141) "The abnlication ... has been
supported by evidence which has sat1sf1ed the Board that the follow-
ing conditions exist ...." A

The mi1eage rate shown in the tariff is graduated only to a maximum
of 25 miles. A1l recent EAS decisions have indicated that subscribers
whose rates would be increased by EAS were aiven npportun1ty to
express their preferences.

N.B. Board, Peport 1952 at p. 83 Rennrt 1957 at p. 56; and Regort
1961 at p. 20. ,

M.S. Board, Report 1964 at np' 44-45, ,
N.S. Board, Report 196S at p 63. "In the SackV111e Exchange Areé,

which is ad1acent To the Halifax Exchanae Area althouah not immedi-
ately adjacent beina separated by the Redford Exchanqe‘Aroa et

-t




The initial introductioh.of EAS in the:Atlantic area was in
New Brunswick iﬁ 1952, between existing exchanges of-Sainf John and
Rothesay, and Chatham and Newcastle, and within.dismembered"exchangés
of St. George, St. Ouentin,,and Pet"itcodi’ac..9 Since the Board -had
pneSsed_fqr such‘aAqeve]opmeng‘earlier, only the first of the applica-
tions was given pub]ic notice. Between 1954 and 1956, twentv-one more
EAS ‘plans were approved, §ome retroactively, all but one without
public notice. The prfhéip]e of adVértisinﬂ<on1y:thosé EAS's which
iﬁvo]ved incfeaséd rates to some subscribers apbears to have become

established; since all but three of these EAS plans were method (2)

" plans (i.e., new exchanges credted from existing ones), the low amount

of advertisina is not. surprising. However, in at least one case,
Retitgodiaq-Sa}isbuny, the‘EAS pre-existing between subscribers in
Havelock and Salisbury portion of the Petitcodiac exchange was termin-

ated by the estahlishment of the Sa]iSbUry:exchahqe. Ex parte, N.B.

'Te1;_adviged;the'Board;thét.it;had "been informed bv the deleaation

of persons carrying on business in Salisbury that this effect is

unimportant“.]]' A similar case arose .in 1957. So casual had the .

approval of EAS plans hecome that it ndt'qnly was - dealt with gi;narte,‘

but also retroactively. - HoWeVer, the Company did note thaf'this time

it had canvassed each subscriber in the new Redbank exchanae reqarding

n

9 N.B. Board,.Regoft‘IQSZ at op. 71-85 and 87-104, . Note that an-
- optional EAS plan was set un- in Bedford, M.S. in 1249, See below.

10 Dl e tan/ ; ; : ' '
N.B. Board, Report 1954 at np. 183-188; Report 1955 at p. 208 and
pp. 218-220, 227-229; Report- 1956 at nn. 12-13, 17-22.

Ibid. at:p. 18.
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loss of tol1-free‘ca11ing to Chatham and none had bbjected.12

Over the following five years, roughly five EAS app11cationss
per year were approved, but subsequently the averace number of
applications has been lower. Most of these EAS plans were between
existing exchanges. It is instructive to trace efforts to determine
customer sentiment recarding EAS proposals. In 1982 it is hoted that

"The company has received no protest against establishment .

of EAS from any of the exchanges which will be effected

(sic) by the establishment of the [EAS's]."13
In 1961 a poll of subscribers was taken in Memramcook and Shediac, but
only businessmen were included. Moncton businessmen were not nolled
although the effect of the EAS would be to cause its rate aroun to be
reclassified about seven yvears early than miaht otherwise have been

14

the case. And in 1962 there is the first mention of a poll qf:a11

subscribers in exchange areas alff‘ected.]5

| The paternalistic attitude of N.B. Tel. and the.casua1
approach of the Board in seeking information on subscrfber attitudes

» cu1minated in a significant outbreak of consumer dissatisfaction. In‘

~ July 1972 without notice to the Board, M.B. Tel. advised customers in

12 \.B. Board, Report 1957 at pp. 71-73.

13 §.8. Board, Report 1959 at p. 167.

14 In May 1961, as Moncton was about to be reclassified into the next
hicher rate group, the rate aroup bhoundary in question (20,000
phones) was increased without exnlanation and without puhlic hear-
ing by a quarter. Apparently M.B. Telephone wanted to avoid a
situation where it would have to poll subhscribers in Moncton with
respect to the proposed EAS plans involving the Moncton exchanae.
Report 1961 at pp. 12-14 and pp, 33-35, 38-44,

15 peport 1962 at pp. 103-105, 112-113. 1In this case hoth the Minto
and Chipman exchanges were beina reclassified. -

'
Ced




parts of the Shediac and‘Buctouche'exchanqes that they would he in-
- . cluded from 2 June, 1973 in-a new Cocagne exchqnaefwhich-wou]d‘have
- measured EAS with Shediac.but no toll-free ca1ifnd with Moncton, Cap
Pete, Buctouche or St. Antoine -- a]] exchanqes to vhich customers in
the Shediac or Buctouche exchanges' had prev1nus]v en1oyed to]] free

calling. Customers would,in addition to these chanqes, have optional

S N measured EAS (Callpak) to Moncton and wou]d have reduced hasic rates

as well as denera]]y 1ower mileage charaes. Several hundred suh-
scribers objected, and the Company attempted unsuccessfully to per-
suade them and then to neaotiate, while continuina to construct the

new exchange. The Board informally got wind of the matter and after

- . several months' delay insisted on a formal application and public

‘ o hearing. -, - |

The Board. rapped  the Company's knuck1es:

. ""The Company should have known ... that the discontinuance
- . . of extended area service between Cocaone and Moncton,
h affecting as it would so many subscribers, should have
been made the subJect of an application to the Board .

- S The Company erred in...the letter...to its subscribers [in]

... the proposed Cocacne Exchange .... The comnoser of
~this letter was either unfamiliar with the Jur1sd1ct1on of
the Board or deliberately ignored it".16

The Board dec1ded on 24 May, 1974 that N. B. Tel.

L "shall continue to provide extended area service with Moncton.

for those subscribers of the Cocagne area who are presentlv
enjoyina it and who will come under the nroposed Cocaane

e Exchange; ... [at] the rates applicable to the Moncton Rate

Groups" 17 -

16 N.B. Board, Decision, "In the Matter of an Apb1ication by NBTC for

approval of certain mattérs relatina to the establishment of a new
exchange at Cocaane". at p. 11. 1In light of previous actions of the

' e Board, this knuck1e~rapp1nq seems a bit unfaw.

7 Ibid, at p. 14. Note that this 1mn11es within the new Cocaane

T L exchange two classes of service - one enjoyina EAS to Moncton, the

other not.
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reasoning that

"Whatever may have been the community of interest between
Cocagne and Moncton in 1963, the Company nevertheless at
that time saw fit to provide extended area service between
the two points.... The Board is also convinced that éx-
-tended area service enjoved by the concerned Cocaane area
subscribers over the years has been an important factor in
_the economic, social and cultural pattern of its develon-
ment .... The Company ... is laraely responsihle for the
s1gn1f1cant community of interest which has develoned
between Cocaane and Moncton".18

The contrast between,EAS development ih Mew Brunswick aﬁd
that in Nova Scotia is striking. In 1956 the N.S. Roard reacted with
enthusiastic caution to the first proposé] from MT&T for an EAS Plan
between Halifax and Bedford: |

"The present application is of particular importance

" because for the first time in the historv of telephone
development in the Province of MNova Scotia the Apnlicant
proposes the introduction and approval of a two-wav
Extended Area Service Plan. Extended Area Service Plans
have been successfully adopted by telephone utilities in
other territories in Canada and the United States. During
comparatively recent years ... [persons have hecome]
interested in local telephone service much areater in
range than the one they normally used in the past. To
meet these changed circumstances telephone utilities
developed a plan called Extended Area Service .... Is
such a plan entitled to approval?"19

The Board then went on to describe the resu]ts of ballotina by sub-
scribers 1n.Bedford (Ha]jfax and other MT&T subscribers were not
consu]ted) and the reductions in reVenues and costs Qf the company
from the proposa] It conc]udéd that the proboséd EAS plan

1l
.

. meets the demand for add1t1ona1 service; ... meets ‘
with general approval of a substantial majoritv of the
affected subscr!bers in the Bedford Exchange Area; ...

18 1phid at pp. 12-14.

19 y.s. Board, Report 1956 at pp. 196-197.

ot
-
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does not result in unreasonahle or unjust discrimination
in the rates; ... will have a wide and general beneficial
-effect upon telephone subscribers aenerally throughout
the [Halifax-Bedford] area: [and will better serve] ...
the welfare of .all ‘telephene subscribers ...."20

'Note‘that the initiative_fbr;this combination of two exist-

ing exchanges came . from 'Bedford:subscribers, not MT&T. Although the

|
Board required a pol1 of all subscribers, it nevertheless retained

"the responsibility of determining whether or not the

proposed plan is one which, even acknowledgeing (sic) the

wishes of the majority of subscribers of the Bedford :

Exchange Area, the Applicant should be permitted to

carry out".21 - : - . 3
For the next four yearé:there‘werelno further EAS apn1icétions; hyv the
end of 1965 there were only seven EAS nlans which had been approved.
From 11967 through 1970 - about five applications per year were approved.
In many cases EAS was introduced in connection with dial conversion,
but in sharp contrast to the_ﬁoughlv 50 EAS plans in New Brunswick,

only one of the 25 EAS plans approved in.Nova Scotia through 1970 in-

-volved "method (2)" -- division of an existing exchange into new

exchénqes which were then recombined uhderEAS.?2 .HoweVer, at least
one other EAS plan served to recombine exchandes wﬁich,had.yeérs earlier
been divided: the division of Kinaston from MiddTeton‘in 1948’had led
to considerable subsequent dissatisfacticn; no doubt fhis wés.an imnort-

ant factor leading to its EAS iﬁ 1961.%3 'V'}

20
21

Ibid, at p. 201. - ,
Ibid, at p. 200. . This theme may also be found in Report 1964 at p. 50.

22 There were several cases'howeveh, where exchanoe boundaries were
changed and new exchanges created, but -- except for Ketch Harbour. - -
(Report 1970, at p. 138) new exchange creation was always halanced
by the elimination of an old exchange.

23 See N.S. Board, Report 1948 at pp. 439-441: Report 1950 at pp. 47:50;




Two other aspects of EAS development in Nova Scotia are worth

mention. First, in contrast tovthe Westville - New Glasgow precedent,

* described earlier, the burden of commuting distance charges through EAS

arrangements is genéra]]yAthrown on the smaller exchanges, but no
recognition of inconsistency is evident in the Board's decisions.
Second, the principle of majority subscriber support has,on several
occasions, been overridden by the Board -- always in favour of
establishing an EAS.2%
| | In Newfoundland, the concept of EAS was approved in 1960 and
plans for Grand Falls - Bishop's Falls and Stephenvi11e Crossing - St.

Georges were implemented. Subsequent development of EAS was minimal up

~ through i969 -~ the investment priorities of Avalon Telephone being

direéted elsewhere. As a resu]t'qf rapid EAS development in 1970,

1971 and 1972 however, the number of Newfoundland Telephone exchanges

Report 1955, at pp. 323-326; Report 1961, at pp. 275-279; and
Report 1962, at pp. 443. Similarly, the Saulnierville - Meteghan
EAS in 1967 (Report 1967, at p. 260) was preceded in 1951 by the
establishment of a central office in Meteghan and considerable

controversy over the appropriate location of the boundary between
the two exchanges. (Report 1951, at pp. 212-215) o

24 . e . - _ -, '
* Notably in three decisions (Report 1968, at pp. 120-123, 167-170,

-and pp. 279-282) in the same year, the Board found rationalizations
regarding lack of subscriber enthusiasm. '

"But be that as it may, the Board is of the opinion that this
proposed extended area service is in the interest of the public
generally as a progressive advance in the field of telephony
and to the public of the two exchanges particularly for the
reason [that there is an established community of interest
between the two Exchange Areas and the elimination of tol1s]

. and also because of the long range effects on economy of

~ operation. -
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to Charlottetown.

whiéh.beiong to an EAS p1an‘excéeds the number of MT&T exchéhgeé with

" EAS. ATl but two of the plans ihvo]ve the concatenation of‘preéexist-

ing separate exchanges rather than the'restructuring of'an existing
exchange. -Adherance to the princib1e of majority subscriber endorse-
ment has Been rigfd.25 P N o
| »On Prince Edward Island, the first EAS’p1én was introduced
in 1968 between New Haven and Charlottetown. Two additional plans
1nvo1VingISummerside Were approvéd‘in the course of the following
fiSca] year and an EAS between A]bérton and O'Leafy followed. In

fiscal 1972-73 three additional EAS plans were approved, two relating
26 " '

25 On April 3, 1972 a hearing was he]d'with'reépect to establishing .
" EAS for Botwood with Bishop's Falls and Grand Falls. (Report 1972,
at p. 58) NTC gave the results of a canvass of Botwood customers

- which showed that 58.3% favoured the EAS which was ordered approved.

This implied an increase in exchange rates. But within two months,
"as a result of adverse publicity and anparent confusion which
followed the Company's announcement that EAS had been accepted,
the Botwood Town Council conducted a similar canvass which in-
dicated that 66% of the subscribers were against EAS; there-
fore the Company arranged to update its canvass ... this o
infqrmation showed ‘that a majority of customers no longer wanted
EAS".
The Board therefore immediately and without any ado cancelled its
previously granted approval (Report 1972, at p. 80)
26 P.E.I. Commission, Report 1967-68, at p. 21, Report 1968-69, at
p. 13 and Report 1972-73, at p. 58; and ITC General Tariff, dated
1 .January, 1971.. Reports of EAS approval are so abbreviated that
~it is impossible to determine the criteria applied in PEI.
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The Spacial Dihension of Exchange ServicelPricinq:
An Economic Analysis of EAS

We utilize a partia1'eq011ibriuﬁ framework , assuhe;initia]]&
that the number of subscribers is invariant and that subscribers are
even]v distributed throuchout the envirnnmént. For simplicity let us
also assume that marginal switchine and transmiSSiBn costs per message
unit- (for a call of given duration) ‘for a qivénAdistance are fixed and
fhat costs of message unit measuremenﬁ aﬁd h1111nn.are also constant
per message unit. Under these assumpotions, demand for té]enhone
message units from anyv 1océtion to all other locations aAquen dist-
ance awav, will exhibit the usual neadative sloove. Let the démand
curVe be the stfaight Tine DD in fiqure 2. If nrice.equa1s'marginai
cost it will be 0B(= IC). OB is comprised of OA, the cost (c) of |
switching and transmission and AB, the heasurinq and billing cost (b). .
01 units.(V1) will be purchased; If subscribers at this distance are .
incorporated into the toll-free callina area, price per messade unit
will dron to zero and the volume of messane units will 1nqréase to
0D (V,). Billing costs to the extent of ABCE -- b x v, will he
eliminated, but transmission and.switchfnﬂ costs will 1ncreése bv
ERDI. However, consumer,suhscfibers will he hetter off to the extent
of paying nothing for their initial level of callina as we11_as receiv-
ing the value of thé additional calls. This improvemént‘in their wel-
faré must be netted aqainst the drop in reveriue to the company to
detefmine“the net social benefit, fhe triénq1é CID (externalities béinn
nealected). _: - |

From a social point of view it is advantaneous to institute
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' Diagram 2

Demand for Message Units of Telephone Service --

at a Given Distance
and Effect of Implementing EAS
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EAS at this distance if the reduction in billing cost n1ﬁs net benefit
to consumers just exceeds the increase in transmission coéts. This
imnlies that ABCF is on]ﬁ slightly laraer than FOD.

Thus

. b V-V _c Vauyy
() bitbge 25— o 73

Multiplyina by 2(b+c) and expanding we obtain,

(2) 2b2V1 + 2bCV1 + h2V2 - b2V1 2 C2V2 - szl

Combining terms, factoring out (b+c), and maninulating, we arrive at
a concise condition

(3) b . Va-\u
.c 7 V2+V1

But for a given distance and given price for calls the increase in
volume of calling will be directly proportional to- the oriainal number
of calls. |
(4) VouVy = aVl. : where o is a constant
If v is defined

' = O
(5) Y = a+2 < 0
We may substitute (4) and (5) into (3) to obtain the necessary condi-
tion for a socially advantageous EAS:
® b,
Let us relax the assumption of a Tinear demand curve and suppose .instead
that the demand curve has the least advantageous shape DICDID. 1In the
limit, consumer surn1u§ from additional calls disappears and EAS can'be
justified on social grouhds only if the additional transmission costs

are less than the reduction in billina costs.

s
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(N b clupty).

This implies a more stringent condition than (6):

(8) b oyo s

We may also relax the assumptions of cpnﬁtant margiﬁa1 cost. If b and
c are both measured at V; and both are increasina bdt linear functions
of calling vo1ume,1 measured b will overstate the averaqe cost of bill-
ing by no more than a factor of two, and measufed E will understate
addi tional costs of transmission by a maximum of %-% 1 relative to

equation (9). In this extreme case, the condition would be

(9) %z 02 + 26 > a

If decreasina costs prevail, conditions (6) and‘(8) are.excessive1y
strict. This has immediate implications for EAS extensions into areas
of low subscr1ber density where trunk 11nes and sw1fch1nn for trans~
mission to other exchange centres are underutilized. Such cases may
well be characterized by decreasing 1ong~run marginal cost but they
turn out to be more -- not less =- attractive situations for applica~

tion of EAS.?

Non-negativity is also assumed.

Implicitly this relaxes the assumption of equal subscriber density
through space. It also assumes the interchangeability of trunk
1ines and EAS lines. Areas of low density turn out on assumptions
of excess trunk capacity to be better suited to EAS than areas of
high density since the 1ikelihood of excess capacity is greater in
the former and long-distance service must be supplied in any event.
It may be noted that peak-load problems have been suppressed in our
analysis. Clearly if peaking increases with EAS it will . tend to
result in increased marginal costs -- and vice-versa. Since peak-
ing tends to increase c but not b, the greater the peaking charac-
teristics of short-haul 1nter-exchanae te]ephon1ng, the Tower the
critical value of a.
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Before turning to modify the marginal cost pricing assump-
tion, we may introduce externalities: as Squire has recéntly pointed
out,'receipt of telephone calls is valued by most;subscribers,3
Presumably fhe_receipt of the additional phone calls which result -
from EAS confers benefits on the parties called. We may incorporate
this into the‘analysis by assuming constant external benefits per
message unit received. Then the benefits associated with the demand
for telephone message units is given by a line parallel to the demaﬁd
curve and X units above it and benefits from EAS are understated in l :'4
equation (1) by (V,-V;)x. Introducing this change modifiés equations
(6), (8) and (9) so that b/{c-2x) replaces b/c, viz,

(6) oz v . , .

(8) L @ >y
. b 2
(9a) - T * ¢ + 20 > « B

| Now let us conéider tﬁe effect of_pricing above'mafgina1'

- cbst, specifically under profit maximising monopoly assumptions. }With
a Tinear demand function and constant marginal cost, mohopoly output
wf11 be one half the output Tevel we have been'cons€derfné - at OL
with price at LJ. Cost reduction will now equal BKMA and net gain to ‘ o
consumers JMF. | | |
Hence: _ ,

0 b+ (V) ESEE) s v, - )

3 Lyn Squire "Some Aspects‘df Optimal Pricing for Telecommunications"
Bell Journal of Economics and Management Science 4 (1973) at
pp. 515-525.  This point is also made in N.S. Board, Report 1966
at pp. 74-75, _ _ '




where p is the price actually charged. If p* equa]s.b -bec; that 1is
p* is the excess.of price above marginal cost, derivation of cdndi-~”
tions corresponding to equations (6), (8) and (9) result in b/(c-p*)

rep]aéing b/c, viz.

(6b) b/(c-p*) = «v
(8)  b/(c-p¥) 2 a
(9b) ~ b/(c-p*) 3 a2+ 2a ;.

each of which can be modified for the effect of externa11ty as in
equat1ons 6a, 8a and 9a. '

Thus the effect 6f monopoly pricing is similar to that of
externalities, é1though it must‘be.borne\1n mind that frdm fhe pdint

of view of maximising social welfare the alternative of marginal cost

pricing will general]y be superior to monopoly pricing -- and as we

have seen a]ready -- may be super1or to EAS. 4

What is the effect of vary1nq d1stance on b c, and o?

;C]ear]y b is constant while ¢ increases (but much 1ess than propor=

t1ona11y). The drop 1n price with 1ntroduct1on of EAS 1ncreases w1th

distance -- not inherently, but because the costs rise w1th d1stance,

4 If we wish to determine whether in a monopo1y pr1c1ng situation EAS

is super1or to the situation which would prevail .given marginal
cost pricing we must deduct the monopoly deadweicht loss triangle
JKC (= (Vp=Vq) (p-b-c)(p-b-c)/2p) from the net benef1ts ca1cu1ated
for EAS. This yields the cond1t1on _

(6c) TBiég%_EB’ > vy 3 where p > btc -

under the assumpt1ons outlined for equation (6) If MC = MR, we
may use the well known proposition that monopoly output 1s one half
competitive output to e]1m1nate p, thus obta1n1ng ‘

(6d) %9—;}{5 > ¥
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if the demand curves at each diétance were parallel straight Tines this
would imply that the ratio of AU to V would 1n§rease with distance.
But if the degire for telephonic interaction attenuates Tinearly or
more than 1inear]y with distance it can easily be shown that the
assumption of parallel Tinear demand curves is inconsistent with the
observation that for EAS over short distances o is between 3 and 4;
and that fewer long distance calls are placed at a higher pfice for
longer distances. If arc elasticities between the pre-EAS and'post~
EAS equilibria ére constant over distance, « is constani. If 10ng¥
distance demand,is Tess elastic than short-distance demand, o will
decline with distance. Aithough unlikely, thfs effect could conceiQQ
ably be sufficient to offset rising ¢ aﬁd'make it socially advénta-
geous to introduce Canada-wide EAS. : |

" Toll revenue equal to pV; is Tost by introducing EAS. Flat
rate revenue is generally increased as'some subscriberélare reclassi-
fied into higher rate groups (and ih Newfoundland é-fTat'rate_miTeage
charge is applied). This additional flat rate 1ump'$um charge may be
conceived as applying equally to all units conéumed;;it will then be
a rectangle qV,, where q is equal to ND.- If all subscribers héd
jdentical incomes and tastes (or if the thephone company knew their
tastes and were able to discriminate perfectly), a flat rate ambunt
equal in area to pV; plus (V,-Vy)(P/2+x) coqu.be charged, leaving

consumers as well off as at dfs Correspohding1y, under. these aséuMp—

5 This assumes that the income -effects of this increase in revenue
- can be ignored and further that each alternative is riskless. If
the telephone company could force subscribers to accept EAS they
could also capture the consumer surplus above p which equals:
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tions, consumers behaving to maximise their utilities would be willing

to vote for EAS if SNDO.were Tess than RJDO. But obviously subscribers

do not have identical telephonic preferences nor'iS"the'te1ephone'com-_
pany free to fix flat fate'charges as it wishes. If the utility is seek-
ing to increase profits directly from EAS it would avoid it whenever
jncreased cost exceedsvjncreaséd revenue, i.e., whenever‘SNGA'is nega-
tive. Since rea11st1ca11y it can never persuade subscribers to pay as
much as ODGA (ODGA BCIO + CFE) - the socially desirable amount, 1t
would under these cond1t16n§-promote EAS to a less than socially
desirable extént.6 However,\since EAS involves substitution of capital
intensive transmission costs for labour-intensive commercial costs, any

EAS will increase the rate base regardless of its social desirability.

If monopoly revenues are less than fully exploited within the entire.

system, the utf]ity will have an incentive to introduce undesirable
and unprofitab1e EAS plans and maintain its permitted rate of return
by ihéreasing revenues from other subscribers..

To consider the role of subscriber balloting, we reTéxfthe

assumptions of constant system size and of homogeneous consumer

 behaviour. If the telephone company were to levy additional flat-rate

charges on all current subscribers just sufficient to offset each’

one's net gain from EAS, each subs ariber would in general pay no less

pV,2/2(V,=V;). Note further that the consumer surplus captured
must be summed over all d1stances from zero to the one under EAS
consideration.

In s1tuat1ons where demand 5. rising and new Tong-distance capacity
is needed (with attendant high short-run marg1na1 costs), EAS will
be particularly attractive from the point of view of its direct
effect on profits.
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than before, and each wou]d.be as well off as before. Hence, no-one
would leave the system. But some new subscribers might join the
system - finding the value of the old local service plus EAS (includ-
ing Tong-distance at measured rates), worth more than the total new
flat rate charge -- even though the value of old 1oca1_serviceva10ne
was Tess than the old flat rate charge. Since perfect discrimination
is not possib]e; some subscribers may in fact leave the system even
though the EAS charge fails to capture much of the net gain to con-
sumers. ThusAthe effect of EAS on system size is indeterminate when-

ever the flat-rate charge for some subscribers rises as a result of
EAS.
| Each subscriber assessing a proposed EAS plan will consider
his own individual demand for sérvice to the EAS area (andiany |
eXterna]ifies in the form of additional éaTls expec£ed_to be received),
Some will have no demand for such service and others will have demand |
curves similar to (but higher or lower) than in figure I. If EAS -

poses no-increased risk, (assuming risk aversion) the ith consumer

wilT rationally be willing to pay an additional flat rate charge for

EAS equal to the area RJDQ under his demand curve. The median RJDO,

- would have to exceed the actual flat rate inCrease'in order for a |
majority to favour EAS. In fact, however, there are two risks: (a)

the fixed cost to the consumer'of a telephone is increased by the _
flat-rate charge, thus reducing:the subscriber's flexibility in allo- R
“cating hié income; (b) eveﬁ'if no changé in eXchange c]éssificatfon

(and hence no change in flat-rate) occurs, the size of the local

calling area is greater and hence more vulnerable to'future reclassi-

fication from alternative EAS's, normal growth, or change in the
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system of c]assificatfon.
A]though subscr1ber approva] of serv1ce chanqes has a 1onq

h1story in te1ephone regulation, 1ts app11cat1on is scarcely as

: stra1qhtforward as at f1rst may appear 7 Changes in telephone service

- affect not only subscrwbers who d1rect1y pay more or 1ess and receive

better or worse serv1ce the ent1ve system is affected 1f onTy because

the excess net costs (or revenues) of a chanqe must be borne by (

benef1t) subscr1bers aenera]]y If on]y those d1rect1y affected can

vote, changes which confer:modest direct benefits mayvbe approved in

Spite of'substanfial 1ndirect5costs. Balloting innenent1y'measures

7

A digression on the referenda in the history of telephony may be
-~ warranted. In 1913 in Nova Scotia, the smaller classes of tele-
phone exchange prov1ded service only during the day and evening.
Subscribers were given the opportunity by the Board to petition
for reclassification (at higher rates) in order to secure better
" or continuous service. In a lengthy decision, "In the Matter of

an Application by the MT&T Co. Ltd. for Approval of a Special
-Rate to be known as the 'Pony Farmers' Line Rate'" and "A.S.
Burgess v. MT&T" (N.S. Board, Report 1913 at p. 73) the Board -
- introduced the principle of expression of subscriber preferences:

‘ "In the event of seventy-f1ve percent of the subscribers
in_any exchange expressing their desire by written application
"~ to the company to be- placed in an exchange of a class higher
. the .company may apply to the Board to have such Application
approved. On such application coming -on for hearing, those sub-
- scribers who have not signed the application will be given an -
opportunity of being heard".

The principle was embodied in the tariff and reiterated in sub-
sequent decisions (e.g., MacDonald et. al. v. MT&T; Report 1918
at pp. 56-61). A similar balloting p pr1nc1p1e is eviaent with the
introduction of automatic (d1a1) service in 1927 for an increase
in the monthly flat rate for primary service of twenty-five cents.

.Report 1927 at p. 207 and Report 1928 at pp. 240 245, The order
in the Tatter reference reads in part.
“"In the event of subscribers representing 60% of the main
stations or trunk lines ... expressing their desire ... to be
provided with automatic switching service ... [on approval

such] service shall be furnished in such exchange within a
reasonable time".
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only the'existence of preferences, not their sirengths: a majority

s1ightly benefited by a change outweighs a minority greatly burdened

-- and vice versa. Moreover, in most cases the choice offered to the

subscriber is binary. Alternative solutions to the exchange boundary

3.110

problem are not offered on the ba]]ot.- For example, the possibility - |

of sharply reduced ch arges for short long-distance calls, to bring
them into Tine with marginal costs, would significantTy affecf_én'EAS
referendum. A highly skewed distribution of telephone usage to‘the
EAS area is ]ike1y to imply enormous benefits to a fewjand'modest
Tosses or gains to the remainder if a majority favours the proposal.
But as we have seen, this can ohly occur if the EAS is very infra-_
marginal. Regu]atony_caution with respéct tovcohsumer feferenda

therefore appéars well warranted.
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The SpaciaI'Dimension of Exchange Service Pricing:
Optional EAS & WATS ‘

~The common characteristic of optional EAS, ZONE-PHONE and
similar options such as ZENITH, CALLPAK, ORTS, Interexchange'short
Period Service, Foreign Exphange:Service, INWATS,. and OUTWATS, is a -
reduction in unit 1ong-distancé charges to the individual subscriber
who chooses theé option (or reduction in 1ong~distance'tol1s to. those
calling the individual subscriber). This reductidnitakes the form of
a flat monthly rate for foreign exchangé service. In other cases'q
measured use rate with a minimum-monthly charge is applied.]-~1ﬁ some
cases é minimum number or proportion of subscfibers in a given
exchange may be required before the service will be made~avéi]ab1eﬂin
6rder to avoid extreme excess éapacity in thé:extra facilities needed.
Nevertheless the essential difference between these options and

general mandatory EAS is that the'1attér'is available only on an all

© or nothing basis to an exchange while the former are available to -
“individual subscribers. There are differences in-the range, direction,

" extent, restrictiohs, and precise pricing of these'optTOns, but we

shall not discuss these. Two aspects only are conSidered here: (a)
the extent to which such-arrangements are offered in the four provinces,
and (b) the impli dt discounts in long-distance rates which are in-

volved and the Tikely effect of these discounts.

1 The optfona1 EAS between Bedford and Halifax which operated between

1949 and 1956 was essentially a commuted foreign exchange mileaqe
charge. Since Foreign exchange service is only slightly developed,
we confine ‘our discussion to ‘the other options. It is interesting
~to contrast the perfunctory approval accorded the Bedford-Halifax
optional EAS (Regort 1948, at pp. 431-33) with the detailed review
of the general EAS proposal in 1956. . : o



Province-wide WATS was introduced in New Brunswick in 1968
and inATS in 1970.2 Intra-provincia1 ZONE-PHONE (a zoned OUTNATS)
and Province-wide INWATS were approved in Nova Scotia in 1973.3
Zenith service is available in New Brunswick but rot in Nova Scotia.4
None of these services are offered in P.E.I. or Newfoundland, and NTC
officials do not anticipate seeking to introduce them. Except for
foreign exchange service and private line 1oﬁg-distance connections
which are available in all juri'sdictions,5 the various types of
~ optional EAS are also not available in the two island provinces.

Callpak (optional measured EAS) was introduced in New Bruns-
wick in 1971.and implémented.betwéen the Hampton and Saint John
exchanges and the’Monaton and St. Antoine exchanges.6 MT&T received
general permission to introduce a different type of optional measured
EAS in 1973 and hopes to implement it to connect French Vi1]a99'wifh
Halifax in late 1974.” These plans are regarded by'both'uti1ities as

~suitable for exchanges where the community of interest is insufficient

2 N B. Department of Provincial Secretary, Annual Report 1968 at p 64
Annual Report 1970 at p. 51.

N.S. Board, "Decision" In the Mattef of the Public Ut111t1es Act
and in the Matter of .an Application of MT&T for perm1ss1on to
amend its Tariff ...." dated 24 December, 1973.

" N.B. Telephone Co., Genera] Tariff, dated 1970.

Foreign exchange service has been ava11ab1e in Nova Scot1a and New
Brunswick for over 50 years, but was 1ntroduced in Newfound]and

on1y in 1063 (Report 1963 at p. 94)

N. B Department of Prov1nc1a1 Secretary, Annua] Report 197] at
pp. 55-56 and N.B. Telephone-Co., General Tar1ff dated 1972.

See note 3 1mmed1ate1y above.
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, for genera] EAS.

The d1scounts 1n 1ong=d1stance rates 1mp11ed by WATS/ZONE—
PHONE type offer1ng are very modest -- SO modest in fact that for
unfavourab1y 1ocated bus1nesses an increase 1n averaqe ca111nq costs
m1ght resu]t At a max1mum for a bus1ness mak1ng very short durat1on
calls on]y in daytime hours, savings might run at the order of 15 per-
cent For the oppiona1 EAS offérindss the eavings.are‘substantial
however Ca]]pak reduces costs by a minimum of 25 percent and for
subscr1bers whose calls 1ast an average of 20 m1nutes, a maximum of
88%. The sav1ngs under MT&T's opt1ona1 measured EAS range from minus
35% for bus1ness users who normally call for Tong periods 1ate at
night to p]us 90% for residential subscr1bers who reside 1ess than 12

miles distant from the ca11ed'exchangeqand who normally make many ca11s

- of extreme]y short durat1on Probab1y average savings under either

arrangement are in the range of 30 to 40 percent. 8

In Nova Scot1a one clear effect of the pr1c1nq of opt1ona1 '

‘EAS relative to 1ong-distance service is to increase the volume of

daytime'use of short-haul tol1 circuits since the prices do not vary

by time of day as do tolls. In New Brunswiok this effect will not

occur because the Tong-distance tol1s do not depend on t1me of day for

distances up to 36 miles.

8At the 1973 hear1ng when optional EAS was approved MT&T presented

estimates of discounts which ranged from 47% to 54% and 31% to 39%
respect1ve1y for residential and business subscribers.

-
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The Spacial Dimension of Exchange Service Pricing:
Expansion of Exchange Areas

Conceptually, implementation of general EAS differs from
expansion of exchange areas in one key respect: each exchange in an
EAS plan retains its identity -- in particular as a toll rafe centre.
Hence long-distance charges to exchanges adjacent to an-EAS area may |
differ for different subscribers,Within that area,. Moreover a given
exch mge may be1ong;ﬁo,m§re than’Oné EAS; thus within a given EAS
area somg;subgcribebéAmay pay 1onq7distance charges to othgr exchangeé
while othé} sﬁbséribers do not pay these charges since they belong to
-a second EAS. While these differenc¢s are'qu;ffbm trivial, expansion:
6% exchange area boundaries'is sufficient1y1§1m11ar to general EAS
that it does not require analysis at this point. |

| Differénces'amqng the four provinceé with respect to modify; :
1hg exchange boundarieé are striking. In Prince EdWérd,Is?énd 6h1y 4
~.two changes appear to have been made in the 1ést.twentyvyears -~ both
jn 1964,when'the Hi]]sboroygh exchange was closed -~ it no longer
gerving‘as a useful central office for rural companies -- and thé
Georgetown exchénge was separated from Cardigan, eﬁab]ing both to
remain c]assiffed in rate group I rather tﬁan moving up to rate gfoup
II. In New Brunswick, there appear tq have been no expansions of
véxchange‘boundaries within'the last two decades, but a very large
number of new exchanges have been‘created.l Many of these Have
resulted from the absorption of former conﬁecting cbmpanies. In broad

“outline however, the exchange boundaries still approximate those

1" 42 $n 20 years.
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preva111ng f1fty years ago.
 In Nova Scotia, the record reveals countless modifications to
exchange boundaries: expansions, contractions, cance1at1ons,. But close:
inspection reveals that -- aside from the abolition of class H rural
exchanges in 1952 -- almost all of these changes in exchange boundaries
‘resulted from abandonment of service by rural and mutual ‘connecting
companies. It is obvious that the .Board has striven to maintain the
basic exchange structure which had been created earlier and in general
expressed re1uctance in making except1ons
- "In previous dec1s1ons the Board has made reference to the
importance of maintaining and retaining exchange areas.
Each ... has been designed to encompass an area adjacent
to a populated centre or community and within-which there
is a community interest.... It is essential that the theory
of exchange areas be retained and ... that when changes in
. existing boundary lines are made they must be based on. a
~ public-benefit such as results from a change ... unforseen .
at .the time the ... boundary was estab11shed 2 _
| Most of the except1ons dea1t w1th service to Halifax or Sydneyg:
there were in add1t1on half a dozen cases in wh1ch an EAS type deve]op—
ment occurred For examp1e absorpt1on pf B1rch Cove 1nto Halifax,
ParkdaTe into the New Germany Exchanqe (1952) Alma 1nto New G]asgow
(1952), Sambro into Ha11fax (1953) Clyde River into Barrington. (1955),
part of Chezzetcook into Halifax (1961) and Northfield-into Bridgewater
(1962) all were accompanied by detailed surveysTof subscriber sentiment
and 1n some cases, c]ose]y argued d1scuss1ons of costs and: commun1ty

1nterest 3 Three cases 111ustrate the painstaking m1cro~1eve1 efforts

2 \.s. Board Report 1961 at p. -173.

3 . N.S. Board, Report 1950 at pp. 147- 148 Regort 1052 at pp. 371- 373
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of Board and Companyito determine custdmers‘des%res‘and establish con-
clusively the desirability of making an exception to the principle of
inviolate exchange boundaries. ‘The Clyde River:case describes the
problems created by ad hoc intermixtures of the Tines of rural telephone -
companies and MT&T. The Board first determined that there were ecbnomic'
advantages to incorporating Clyde River into Barrington. Althouah there
might be an adverse effect on single party telephone deve]opment,-the,-
Board reasoned |

i'that the fact that a rate for a particular service in a ' L =

particular area has been approved does not mean that such '

service must be supplied regardless of cost.... The cost :

of supplying 1-party service would be unreasonable".4 , ' -
Fina1iy the:Board,tried'to clarify the ré1ation$hip between the Port La
Tour Company and MT&T,

The Indian- Harbour-Sherbrooke case resulted from subscriber_

demands in Port Bickerton for improved service, SeveraT.suﬁvéys'revea1ed"_,
B thét”this area differed from the Wine Harbour, Port Hilford area -- also
within Ihdian'Harbour ;-'in that it was seTf-cbntaihed, whereas fhe
1attér w§s tfibutary to Sherbrooke. Therefore the Board Spiit the

X : =
Exchange using the community of interest criterion.” In the same year,

Report 1953 at pp. 21-22: Report 1955 at pp. 302-311; Report 1961 at

pp. 172-174; and Report 1962 at pp. 163-168. Although tEe decisions -
do not reveal it, similar evidence may also have been presented with .
respect to the amalgamation of Herring Cove into Halifax (Report 1951
at p. 108), Clifton into Truro (Report 1957 at p. 88), and Kibany
into Middleton (Report 1959 at pp. 10-11). Subscribers' views were

also sought with respect to reclassification and elimination of the
class H exchanges. -

4

5 'N.S. Board, Report 1962 at p. 20-22.

N.S. Board, Report 1955 at p. 308. -




it made a more detailed review of evidence ofdcosts in the Northfield -
“case than in any EAS's earlier or later.’

| On the othgr hand, however, no decisidn on boundary changes
ever rejected an app1ication by MT&T. For example, in dealing with a

boundary extension of the Sydney exchange to 1nc1ude a portion of the

East Bay exchange area in 1967 revea1ed that:

"Persons from the East Bay Area who attended the hearing
suggested that the Sydney Exchange Area boundary should
be extended an additional 2.9 miles.... Evidence given
by the Applicant ... included the fo]]owing-points:‘

- that the incorporation of East Bay Exchange Area into the
- Sydney Exchange Area would requ1re a capital expenditure
of $170,000 and would result in estimated annual revenue
of only $8,500; that mileage charges beyond Morley Road
would.result in a prohibitive rate for one-party service;
that [rellocation of the new Base Rate Area at East Bay
will make one-party service within the [East Bay] Exchange
Area available at modest cost ...; that it is technically.

. and physically impossible to serve the communities on the
western side of East Bay out of the Sydney Exchange and
future planning dictates that the whole of the area ... be
served [from] ... the commun1ty of East Bay; that ex1st1ng
plans provide fbr conversion of the East Bay Exchange
Service to dial in 1971 and the provision of EAS between

- the Sydney and East Bay Exchanges. While the Board does
not officially approve or accept the[se] points ... as a
Tinal determination of the manner in which improved tele-
phone services are to be supplied . [they] illustrate
the degree of care and planning the Board requires the
Applicant to exercise in the implementation of its
announced policy [of] ... upgrading of services ... and
modernization of its p]ant and service in the manner that
is economically sound and in conformity with accepted

6 1Ibid, at pp. 163-168

"The Board is satisfied that the conversion of the facilities

now serving the subscribers in Northfield Exchange Area to dial
operation is desirable and that because of geographical proximity
and community of interest, the .Northfield Exchange area can con- .
veniently be integrated ... as proposed.... the Board is satis-
fied that the improvement. Tn both local and 10ng d1stance service
justifies the 1ncreased cost". (at p 167)
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telephony and engineering practices".7

In Néwfdund1and, the exchange areas inherited from the peridd
prior to Confederation were not uniform; there were virtually no rural
connecting companies to contend with and the more isolated portions'of

the Province were servéd by CN Telecomrunications. Nevertheless, dut-
side the immediate St. John's and Cornerbrook areas, popu1atfon'density
in Avalon territory is very low, and there were a number of unserved
communities a decade ago. These conditions haQe no doubt influenced
devé]opmenf of exchange areés. During the 1950's exchanges and
-exchange boundaries changed Tittle: although thé number of dial
exchanges quadrupled and‘coﬁmon battery exchanges were~e1iminatéd,
there were only 31 exchanges in 1961 against 2§ a decade earlier, and
the record of regﬁ]atory activity contains no mention of boundany
chaﬁges. ' | | ‘ ' _
In the fo]]owing decade the number. of exchanges doubled,

with four of this total coming from the take-over of the rural tele-
phone system on the Burin Pensinsu]a from United Towns Electric Co. in
: 1962.8 The Board required many of the new exchanges to be established
in order_to extend service to cbmmunitieszhich prévious had done with-
out; And boundary extensions of other exchahges were often undertaken

to the same end. Neverthe]ess, there are a number of changes in

7 N.S. Board, Report 1967 at pp. 13-19.

8 Why this inadequate system had not been taken over earlier is
obscure. United Towns and Avalon were corporate twins sharing.
shareholders, office space, management and work force until the
Bell purchase of controlling interest in Avalon in May, 1962. This
intimate corporate 1ink (West Coast Power Company was also involved)
was one of the reasons why Avalon found it so difficult to have a
valuation carried out in the 1950's. ‘




boundaries which do not appear immediately related to extension of

service or the Burin take-over. For example, the Bay de Verde common

,battery exchange was set up in 1964 but absorbed into 01d Per]ican

upon dial conversion in 1971. 9 Again, the Mt. Pearl exchange was set
up in 1964 but was absorbed 1nto St. John's in 1971 common batteny

exchanges at Ferryland and Cape Broyle rep]aced the magneto exchanqe~

11,

at Ca1vert in early 1965, and the old magneto exchange at Heart's

Delight was split into two dial exchanges 1‘n’1970.‘12

9 Newfoundland Board, Regort 1964 at pp. 20-21 and Report 197 at p.43.

10 Newfoundland Board, Report 1964 at pp. 81-33.

1 Newfoundland Board, Report 1965 at p. 9.

12
EAS between the two exchanges was promised as soon as possible.
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The Spacial Dimension of Exchange Service Pyicing;

'Mileage Charges and Base Rate Areas

As noted earlier, mi]eagé chargés are Tevied on telephone o
subscribers who reside outside the base rate areas of an exchange. |
These charges were initially intended to recover from customers living
 in areas of 1ow popuTation density outside the centres of communities
the extra capital cost of broviding-service. Hence they were (ahd are)
graduated accbrding to the type of service obtainéd -~ with single-party e
subscribers paying approximately three times as much per mi]e as four-
party customers. This has inhibited the development of fe1ephone service
iﬁ'generai in rural areas and in particular the development of sihg]e—

party service.

'i .. .A goal of regulatory BbardS'and utilities alike is to provide
telephone service to rural areas. In Section III-C we comment on the
reasons for this;' at thisApoint wé merely note it. It is not sUrprising
that one of the observabie trends in.te1ephony -- particularly in thé. |
last twenty years -- is a reduction in mileage charges. This may be

‘accomp]ished‘in basically two ways: by expansion of base rate areas . B '.n;
(BRA) toward the size of the exchange areas or by reduction of the unit
charge per mile. 1In this sub-section we will brief]y,ékamine this process
in the four Atlantic Provinces. | |

 Mileage charges and the distinction between BRA and exchange
area existed already at the inception of regu]atibn in New Brunswick , —

and Nova Scotia. ' Probably -this.was the case in Prince Edward Island,




l

‘1.4 miles for exchanges in groups III through VI.
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too. In Newfoundland the 1952 Tariff reveals no meque‘éharggs; it

seems: 1ikely that they first were introduced in 1954.1': |
Initially the base rate areas were circles one-half mile.in
2

radius. Buf exceptions were made early ¥or such eXchanges as Halifax.
And Vafiétions by class of eXchange~in the size of theKERA were intro-
duced in New Brunswick in 1923 when the radius was extended from 1.0. to
3 In 1945 in New
Brunﬁwick mi]éage charges on so-called "Farmer's lines" were eTiminated

comp]eté]y.4

In 1947-8 the BRA for Charlottetown was increased from
3 mile to 1 mile radius. | B

| About 1950, modifications of BRA's and of unit mileage charges
began to be introduced more'rapid]y and after 1960 this trend acceler-

ated. P.E.I. increased to one mile the BRA radius in all rate groups

and made provision for a 1.5 mile radius for Charlottetown upon dial-

5

conversion.” Nova Scotia geared size of BRAEto eXchahgeirate;groupihg

in MTAT's 1952 Tariff, with radii of 1.0 and 1.5 mile in the smaller

exéhangés and ad hoc definitions in the larger. Unit mi]eagé'charges
' 6

were sharply increased but by amounts less than proposed by MT&T.

1
2

Newfoundland Board, Report 1952 at pp: 8-12; Report 1954 at p. 9.

The Halifax BRA was extended to the Halifax city Timits -in 1918 and
to 1 mile radius in Dartmouth. (N.S. Board, 1918 Decision, at p. 23.)

3N.B. Board, Report 1924 at pp. 45, 54, 57-58.
%N.B. Board, Report 1945, at p. 12.
%p.E.I. Commission, Report 1951-1952 at pp. 67-72. .

O\.s. Board, Report 1952 at pp. 149, 154-163, 167-172.
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Newfoundland set BRA size at 3 miles radius in 1954'When mi1eage
charges were introduced in 1954, significantly more than the prev-
alent size e]sewhere.7 |

To describe exhaustively each change tﬁat has been introduced
in the laet two decades 1is unnecessary. MWe note instead three patteras
of development: wmodification of base rate areas through Tocality rate
areas and island base rate areas; ag,hgg_expansioneof urban base rate
‘areas - maih]y in Nova Scotia, and a double shift in policy in Newfoand—
land -- first toward establishing baee rate areas much smaller than .o T
exchange areas, then toward the elimination of the difference between |
BRA and exchange area. |

Loca11ty Rate Areas were 1ntroduced in New Brunswick in 1962

in Newfound]and in: 1963 and in Prince Edward Is]and between 1965 and

1971 Is]and base rate areas’were lntroduced 1n New Brunswick. in 1965
and in Nova Scot1a in 1967. 8 Both concepts 1nvolve expans1ons of BRA -~
in the former case setting up a quasi-BRA in which higher bas1c.month1y
rates are‘paid since mileage charges are reduced and made uniform but .
net eliminated, in the‘1atter ease esfab]ishing alsecond BRA within the

same -exchange area. ' ' | -

’Newfoundland Board, Report 1954 at p. 9. | : T
8N.B. Board, Peat Marwick, Mitche11 & Co. Examination and Report on
Application for Increased Rates, June 1969, Appendix A; N. S Board,

Report 1967 at p. 215; Newfoundland Board, Report 1963 at pp. 88-89
: ang Prince Edward Is]and Reports 19651966 and 1970-1971 (Tar1ffs)
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In Nova Scotia and Newfound1and:there‘ﬁas been Tittle direct
use of these concepts. In Prince Edward Island precise popu1at1on
“density requ1rements were set forth Apparent]y a number of areas
met these requirements because the number of exceptions to. the standard
circu1ar”BRA has doubled between 1965 and 1971 and again in 1973." About

9 In New Brunswick

a third of the exchanges!now have irreguiar shapes.

BRA expansions were introduced annually for several years beginning in

19655 The result is that a high proportion of the-gxchanges_héve. |

acquifed'irregu1ar1y shaped BRA's. In few cases however does BRA co-

incide with the exchange area. 10 | |
“In Nova Scotia there were many extensions and changes in base

rate areas, but those around the Halifax area illustrate both. the frequency

‘of change. and the interaction of Board and Ut111ty In 1958:Fa1rv1ew,

' Armda]e and’ Spryfae]d were included in the Halifax BRA, but the decrease

ih revenue f?oﬁ»the 1essened mi]éage.chékges was recaptured by an ad

hoc ihcrease;in the Halifax exchange fates much as had been done in

New Glasgow a.deéade‘earlier. Buf this'techniqué of fofc1ng the

exchange affected to absorb through increased mbnth1y~rates reduction in

mi1eége'charges.was noi repeéted. In 1960 Rockingham and Bifch Cove

‘were added; 1in 1963 parts of Dartmouth§ “in 1967, Harrietsfie1d,

JITC, 1972 Tariff |
]OPeat Marwick, Mitchell & Co. _Q__c1t Appendix A This $o1f¢y must
have led to negative consequences because the current NBTC Tariff lacon-
ically indicates that no new locality rate areas or 1s]and base rate
area will be establxshed after January 1972



Hefring Cove and Purcell's Cove, in 1969 another portion of Dartmouth;
In addition_there were extensions of the base “areas of some of the
EAS comnunities near Halifax -~ Bay Road in 1967 and Bedford in 1969. "]
| The 1963 decision illustrates the Board's approach. The
Board noted that prior!to 1958 the Halifax BRA had been fixed for many
years; then it was changed twice. MT&T had been ordered in 1958 to
survey various areas in Dartmouth; subsequently it made_additionaT
surveys and had applied to extend the BRA. The decision outlines the
procedures followed to determine cost but indicates no criteria by |

which one might judge the desirability of a BRA extension except the

number of hours per extension mile in different areas. However in

response ﬁo-a complaint that the proposed extension was insufficient, =

the Board responded that the expansion of Dartmouth had

“created utility problems that must be solved and these prob-

_ Tems will be solved in an orderly manner and in accordance
with accepted utility principles. As planned and contiguous
-growth...is realized telephone service...will be extended and
it may not be too many years before...a single basic rate will-
be substantially realized."12

"The Applicant will be expected...to make further surveys in these
areas...with a view to further increasing the free mileage area

[BRA]J...1in accordance with acceptable telephone utility practices.

These practices are reflected in [ Applicant's)...evidence:

'It is our ob]igation to reduce the mileage charge when we'feeT
that conditions warrant. The charge is there...to compensate
for extraordinary cost per telephone to provide urban type

1IN.s. Board Report 1958 at p. 200, Report 1960 at p. 246, Report 1963
-at pp, 227-234, Report 1967 at p. 217, and at p. 148, Report 1965 at

p. 157, Report 1969 at p. 157 and at p. 34..

12\s. Board, Report 1963 at p: 232.
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service. When...this condition will no 10ngen apely .
we feel obliged to reduce the m11eage [charge

‘The Board agnees that there is no magic figure of house count
or density that can automatically determine...the free: m11eage
area....Many other circumstances must be examined to form the
basis of & judgement....The Board...believes...[the Company's ]

approach toward the gradua] ex%gns1on of free m11eage urban
areas to be a reasonable one. _

As the -comparison of these four provinces reveals that "accepted -
utility practice" varies substantially, the N.S. Board‘s approach is
to rubber stamp decisions of the Uti]ity which are based on whatever
_reasonable elements of judgement the Utility's management chqoses to
employ.

In Newfound1and when significant numbers of new exchanges
were set up or converted from magneto co common battery in 1963 and
. 1964, almost eveny one ‘involved a defined BRA smaller than the exchange
area. ]4 ‘As noted -above, locality rate areas were appnoved in 1963 and
they were 1ntroduced in some of these exchanges. From 1965-1969 few
actions to vary BRA's were taken, anhd a new policy appeans'to have
evolved. When exchanges including seme of those set up in 1963-1964 -
were converted to dial and other exchanges established in 1970-1972,

15 The result

~in almost every one the BRA equalled the exchange area.
of this change in po]icy'is that in;the majority of exchanges of New-
foundland Telephone Company there are no mileage charges -- a very differ?

ent situation from any of the other provinces.

13

14 ewfoundland Board, Report 1963 at pp. 90-93, 100-101, 108-109;
 Report 1964 at pp. 9-10, 16-23, 25-27, 31-33, 36-38, 50-53, 95-96.

Ibid, at pp.231-232.

15Newfound1and Board, Report 1970 1970 at p. 46; Report 1971 at pp. 39~ 43,
© 50, 63-64, 74-75, 77 78, 1575 egont 1972 at pp. 20, 133 and 145.
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Sunmary

This rather lengthy examination of pric{ng policies started
with a review of4major rate decisions in ?he Atlantic Provinces which
was summarized above on pages 3.47 to 3.49. Then we considered four -
aspecis of pricing policy: rates for specia]ized‘equipment, install-
ation charges, relationship of system growth and priéing,,and the
distance dimensions of local exchange pricing. This by no means
exhausts the full range of pricing policies which could have been
analysed. For example long distance, system service, multi-party -

service, business versus residential service, all might have been -

examined, as could have the relationship between technological innova-

tion and pricing structure. The topics selected illustrate on the one
hand-a common pattern of discriminatory pricing practices,'and on

the other, significant-variations in regulatory and -company policies
~in dea]ing with»common basé’rateiéfea and exchange<boundary.prob]emsi
at the same time they provide a substantial record of activity which
can be subjected tb analysis.

‘Severa] §pecific features of regu]atioh of telephone pricing

i .
stand out. As a method of securing informational input for regulation,

(1) Adversary testimony is supplemented in Newfoundland and Nova Scotia

at 1east,‘by canvasses of subscribers. Although it has been shown
that the results of balloting are $ubject to manipulation.through

the effects of prices of alternatives not on the ballot, and
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further that ballots do not necessarily reflect consumer preferences

correctly, the technique is undoubtedly useful.

wamad
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(2) The extent of the reluctance of regulatory bodies to intervene

(3)

- (4)

significant]y'in fixing pricing‘po]icies varies among the four
provinces, but nowhere is it great. In the review we have made
theré is no record of rejection of a utility proposal for pricing
Speciai:equipment, there are only two or three EAS requests that
have been rejected -- and then only because of strong consumef |
opposition -- and a similarly low number of proposals for boundary \
changes have been refused or modified. The behaviour of the N.B.

Board -~ and to a lesser extent those in Nova Scotia and Prince

‘Edward Island -- with respect to the marketing of telephone

services by selective cutting of installation costs 11lustrates

“this laisser faire approach to regulation.

It takes 1ittle economic perspicacity to understand that over-
eXpansion of cabacity may'occur, may be'advantageoﬁs for the utility,
and will be disadvantageous fof mosf of the utility's customers;

Yet the boards have shown 1ittle interest in investigatﬁng the
intimate relationship between pricing policy and expansion of
facilities and appear insensitive to the link between value-of-
service pricing and monopoly exp]oitatidn.

whethér differences among the provinces with respect to treatment

of the exchange boundary pfob]em and the base rate.area boundary

"pf0b1em reflect varied responses to varied geographical circum-

stances or different policies of the utilities, of the regulators,

or of both is unclear. It is prqbab]e however that the major input

is from the uti]ities..
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(5) Economic analysis of the cbstsland benefits of EAS w«'tolthe‘
utility, to subscribers ihvo1ved, and to society in general --
reveals thai each group will be affected differently. It is shown
that the social nét gain from EAS is (a) inversely -- not directly--
related to “community of interest", (b) directly related to the —
degree of monopoly pkicing'of short-haul 1on§—distance calls, (c)
directly related to the extent of economies of ;ca?e'or excess
capacity in transmission.and switching costs and (d) directly
related_to the extent of existence of positive external effects

arising from receipt of calls. , ' —




L; o - . Section III-C.

EXTENSION AND UPGRADING OF SERVICE

(: - ‘_i_‘ At the inception of telephony in Canada
L "Service was first provided in the more densely populated
oo o areas where larger numbers of subscribers could be obtained
' - ‘ .. without the expense of providing lengthy wire connections....
- Bell Telephone Company of Canada established service in all
~urban centers of any size... It was unable however to pro-
-vide service in many rural areas because of the excessive
cost. This led to the setting up of many small telephone
systems and...in the West...to the entry of Provincial .
. Governments into the field...with the intention of providing
- L : service to a1} who demanded it, whether Tocated in urban or
B rural areas."” _ :
. ' . " Although great technological changes have dccurred in telecommuni-
‘cations in the century since Bell first spoke to Watson, thé costs
- Q~“:' of providing service in areas of 1owAdensity have remained well above
~the costs in areas of high density.2 Although this is true to a lesser
- extent for wireless communication, it will no doubt continue to be a
~ factor for the foreseeable future as telecommunicative innovations are
introduced. |
e “ - "ProViding service to all who demand it" has a pleasant egali-

tarian‘ring, but deménd_for service depends on the terms on which

- ) 1TCTS, “History of Regulation énd Current Regulating Setting", Tele-
- - comnission Study 1(b), submitted March 1970 (Ottawa, Queen's Printer,
1971) at pp. 1-2. ' . - -

2ThereAhave‘been successfut attempts on thevparf of someAtelephone
companies to confuse this issue -- notably by MT&T (ITC) in the late
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service is offered and the incomes of those desiring service. This

is true for individuals as well as societies. If cost were no. object
it would be entirely appropriate to provide the highest quality fe]e—
phone system imaginable. To paraphrase a witness in the 1974 Beii =
hearings, under these conditions we would all drive Cadiiiaqs and RolTs |
Royces. But if society and individuals must pay attention to expense,
an adequate telephone system is appropriate, not a Rolls Royce tele-
phbne system.3
UnderAconditions where legislatures are sensitive tb rural

pressures, this conflict between economic imperatives and egalitarian
principle is Tikely to generate confused public policy. This.is'even B -
~more true if some elements of cost averaging are inevitab]e for the -

public utitity, which finds it to ité advantage to extend and upgrade-

its services to the extent to which it is possible (of permitted by
regulation) to squeeze monopoly revenues from its customers. We have
- seen earlier that public utility statutes prohibit undue discrimination. ‘ -
At thé same time Rural Telephone Aéts and the Federal Government (CN
Telecommunications) subsidize rural telephone systems. This conflict
was outlined nicely by the N.S. Board,‘
"Many of these rural and mutual companies are financially .
unable to 1mprOVe their Tines to give satisfactory service. .
In the opinion of the Board, telephone service is quite as IR
-essential to the rural communities as electricity. If ade- -

quate telephone service is to be given to these rural commun- :
ities, either the government must come to their assistance or e

1940's ‘and early 1950's. A. M. MacKay succeeded in persuading both el
the N.S. Board and the P.E.I. Commission that the unit "costs of

furnishing service in the larger exchanges is greater than in the o
smaller ones". See P.E.I. Commission, Report 1948-1949 at pp 31- 35 —
and N.S. Board Report 1952 at pp. 136-137.

Dr. Myron Gordon, witness for Intervenors under direct examination,
at p. 5129. _ , -

3




some (which service is important to the urban subscriber)
new method for improving this service must be discovered."4

If extensions or improvements of telephone sérvice for
which incremental costs (inc]udihg return on capita1) are less than
incremental gains it is clearly a question of public policy to
determine whq will bear the excess costs. And there shou1d‘be c]eaf

and well understood criteria which are apried.to individual cases

so that they will be dealt with in a consistent and equitable fashion.

It s precisely to prevent monopoly utilities from resolving such

questions to their own advantage»that regulatory bodies were set up.

M.s. Board, Report 1946 at p. xvii.

-
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Experience in thé Maritimé Provinces

In the Atlantic Provinces there 1is éonsiderabTe variation
in this respect. In New Brunswick with the exception of the Cocagne
case discussed above, the record revea1s no wegu1atory’1nitiatives
in the last two decades to deal with inadequate or excessive service.
“But in 1952 there are two cases which show the Board passively re-
| atting fo situations oh which it might have brought influence to bear.
_In March, a resident of Acadieville complained that he_was ;

unable to secure telephone service from N.B. Tel. He was advised by

the Company that "present planning is to proceed with[ bringing service

to this areal in 1953 and 1954, unless...more urgent projects force
delaying this work." The Board merely suggested to the Company that
the service should be furnished as soon as pdssib1e.1 A similar re-
sponse occurred to the formal petition fﬁom the Chamber of Commerce
of the Islands of Shippegan and Miscou. These islands at that time

héd a population of about 6500. The petition alleged an extraordinary
catalog of service inadequaqies, The Company replied that "we cannot
fully concur in all the assertions made by your Petitioner,wﬁth wesbect
to existing service facilities, but we do agree that the service
presently being furnished is>0f a limited character as compared to the

exchange type of service noymally avai]ab1e..."2 Then it put the

1

21bid at pp. 60-61. . - .

———o———

N.B. Board, Report, 1952 at pp. 55-56.
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blame on the Federal Government for not supplying an improved cable
connection to the mainland. Negotiations between Company and Federal
Government continued, with the Board ¥aithfully recording the exchange

of correspondence and taking no formal action.

In other words, what the Company has.proposed,lthe.N.B. Board
has disposed.3 Since New Brunswick Te1ephone is.100% dial and there are
no longer any rural companies (except the Fort Kent Company), this
relaxed attitude may be less inappropriate than in Nova Scotia, for
example. | ‘
) " The Prince Edward Island Commission on two occasions has
refused. to gnant.portions of rate increases on grounds of inadequate
service;4 And it took a hard Tine against rural telephone companies
from 1955 onward. Moreover it insisted on ITC moving in promptly into
about to be abandoned territonies. |

| By way ef contrast, policy of the Board in qua Scotia‘toward
rural and mutual companies has been relatively benign 5 mrar hae not
been pressed to extend service into rural areas other than on its own
t1metab1e. Moreover in-at least three cases the Board has refused to
nAorder‘MT&T to supp]y improved service even after complaints.
Yarmouth residents petitioned for dial service in 1951 to

replace their fully depreciated common battery system which was installed

3 The Board did reject a part of the 1969 application for a rate
increase.:

4 p.E.1. Commission, Report 1965-1966 at pp. 25-26 and Report 1970-1971
at pp. 17-18.

5 See Chapter II, note 5. There are except1ons of course. For example,
in the New Tusket Rural Telephone Case (Report 1961 at pp. 153-157)
the -Board refused to grant a rate increase sufficient to permit New
Tusket to finance improvements out of revenues.
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in 1932; -MT&T highhandedly failed to submit the petition to the

Board as required by regulation and indeed added additional manual

equipment in the interval of over two years before the matter finally

came to be heard.The Board found no evidence of inadequate or unreason- -
ab]evservice and stated "that the manual equipment is capable of .
giving good service for some years, and there is no indication of
imminent inadequacy ovr congestion."6 The Board abdicated its respon-
' sibilities to the Company:

“The obligation of a Public Utility is to furnish service _
and facilities reasonably safe and adequate and in all respects
just and reasonable.  The service needs of the public must
be determined by the public utility and the public utility.
‘must meet them if they can be reasonably met. The quality of
the service to be provided must be related to the ability of

the public to pay and the ability of the public utility to S
finance. 7 : -

Aga1n in the 1engthy Clyde River dec1s1on a year 1ater the

Board expressed its sense of cost 1mp0s1ng a Timit on service, the
determ1nat1on of which could best be Judged by the Utility. It refused

: to order the supply of one party serv1ce

“"The extent to which revenue from to11 services and services in . -
larger exchange areas must support services in the small exchange ‘
areas cannot be exactly defined but...the rate schedule of the R
Applicant is predicated upon...circumstances which are normal and IR
reasonable. The fact that a rate for a particular service in a
particular area has been approved does not mean that such service
must be supplied regardless of cost and other considerations....
The Board is compelled to agree with the Applicant that...a central =

6y.s. Board, Report 1954 at pp. 51-55.

Ibid at p. 54. There was never a question about w1111ngness to pay
nor ability to finance. The issue was investment pr1or1t1es and how
they were to be determined. .




s

-office in the present Clyde River Exchange Area would be
difficult to justify and that the cost of supplying one-
party service b% circuits out of Barrington. ..would be
unreasonable.'

This pass1ve approach contrasts sharp1y with that which has

preva11ed in Newfound1and We turn now to consider it.

8y.s. Board, Report 1955 at pp. 307-308. Essentially the same
finding was made again ten years later in the Margaree case.
This took two years to come before the Board.. (Report 1965 at
- pp. 354-364.) :

-
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The Newfoundland Experience -

Although the most sparée]y settled parts of.Newfbund1§nd
are served by the Federally-vregulated CH Te1ecommun1catibns, |
Avalon's territory 1nc1udes settled areas where no telephone service | | -
was available prior to 1973. The present chairman of.the Newfouhdland
Board of Commissioners of Public Utilities took office in October
1957. Since that time that Board has vigourously pressed Avalon fo
improve'the quality and extent of service supplied. The result has
been a fkiend]y confrontation which lasted for fifteen years and - -

“undoubtedly écce]e}ated and modified‘significantly tﬁe investment plans
‘of the Company. Such an expefience is,unfortunately, infrequent in
‘the annals of regulation, so it is worth recording in detail.

The opening round was low-key, a note appended to the 1958

annual report:

“Preliminary Orders were also issued during the year on the .
Avalon Telephone Company to satisfy the petitions of residents D e
of the following settlements for the extension or improvement of
telephone services:- Cavendish, Islington, Whiteway, Heart's
Delight and Heart's Desire in the district of Trinity South;
Benoit's Cove, Bay of Islands; The Goulds, near St. John's;
Pasadena-Midland, Humber District; Port-au-Port and Aguathuna,
also on the West Coast."l

These preliminary orders were followed by four hearings fn 1959 at which _
the Board ordered extension of up-to-date telephone service to all of the - =
named communities by specific deadlines in 1959 and 1'960..2

In 1962 Avalon purchased from the United Towns Electric Co. the

1
2

Newfoundland Board, Report 1958 at p.‘44.
Newfoundland Board, Report 1959 at pp. 16-17, 22-25. .
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rudzmentary system of about 1200 telephones which had been serv1ng

the Burin Peninsula. And in 1962 Ava1on itself was purchased by Bell

Canada. A prospect1ve app11cation for a rate increase was . 1nt1mated

to the Board shortly thereafter and eventua11y came to hear1ng on

December 7 1964. In the,meant1me commun1t1es on the Burin peninsula

had petitioned the Board to investigate and order AValohftovarhish

reasonably adeguate.serVices and facilities on the Burin Peninsula.

Petitioners and Company agreed that both app]ications'be heard con-

current]yg and‘the'Board arranged to hold further hearings'ih February

and March 1965 on the Bur1n Pen1nsu1a and at ‘other 1ocat1ons in the

:Province

The Board concluded that "the standard of service prOV1de

”by Ava]on was not reasonab]y adequates"‘and therefore deferred ru11
on the rates app11cat1on "until the reconstruction program of Avalo

had been substant1a11y completed."3 It f1rm1y set as1de the Company's

argument that rates and service were separate issues‘_there being
spec1f1c prOV1s1ons in the Act for dealing W1th comp1a1nts

“The Agreement under wh1ch Avalon was granted a franch1se
requires Avalon to provide prompt and satisfactory ‘telephonic

communication between its subscribers at all times in St. John'

and at all reasonable times elsewhere. The Public Utilities A
provides that all public utilities sha]] furnish service and
facilities reasonably safe and adequate and in all respects ju
and reasonable. The intention of the Legislature was to give
Avalon a monopoly for the purpose of securing adequate telepho

d

ng

n

S
ct

st

ne

-service at rates that are just and reasonable. It is possible

to have adequate service at a rate that is not reasonable but the

- Board was Enab]e to conceive of reasonabie rates for 1nadequat
service.'

‘The Board also rejected the "chicken and egg" argument.

3Newfound'land Board, Report 1966 at pp 115- 1}6
4
Ib}d '

e

How
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could the Company, it was contended, raise the necessary capital with
which to improve its service without a rate increase which would enable
it to secure capital at a reasonable rate?

"Neither did the Board accept the argument that Avalon, which -
~is a wholly owned subsidiary of the Bell Telephone Company,

- would be unable to raise the capital required to complete their : -
reconstruct1on program unless they were allowed to increase . _ : -
their rates.' ‘

By September 1966 the Company had by its deeds and promises
satisfied the Board that
..;adequate telephone service is now provided to the great major- -
ity of Avalon's customers and in areas where services are not yet
satisfactory, programs to bring them up to a reasonable standard _ -
are either under way or have been approved by Avalon's Directors."6 R

Service on the Burin Peninsula was dealt with in a separate decision

——

where1n the Board conc]uded that reasonab1e adequacy had not been

ach1eved

- "Evidence disclosed that service to the area has been improved
since 1962....0n the other hand, evidence also showed that telephone ,

" service provided by Avalon on the Burin Peninsula is not adequate -
to meet the reasonable demands of the customers for the fo110w1ng B
reasons: (1) magneto telephones do not provide adequate service.

~in industrial areas; (2) there are insufficient toll circuits to
meet the needs for long distance te]ephon1ng, (3) there are in-
sufficient switchboards; (4) service is not provided on a
24-hour basis in some places, and (5) service fa11ures are too SRR
frequent." 7 -

The Board ordered improvements over a 40 month period including dial

convers1ons in all exchanges, and it specifically ordered quarterly

8

progress reports from the Company.~ It did not however require

bid. ®bid.at p. 120 o -

"Ibid. at p. 133. . Bipid.at p. 135
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. o extens1on of serv1ce to' Polnt May, conc'lud“lng that it

| o "would not be compensatory at ‘the present t1me and that ‘the

- capacity of the Lamaline exchange is not adequate to serve

_ customers in Point May. An extension_to Point May will be

L= ‘ reviewed by the Board while the [dial] conversion of the

Lo [Lama11ne Exchange] is being carried out."9 ~ .

= S { g It 1s apparent that the 1964~1966 hear1ngs were the forum for a. conflict
| in the expectat1ons of the Company and of the Board The Board wanted

jffjw"'~{' o 1ong term comm1tments to 1mprovements in service wh1ch it thought wou]d

Flow from the Bell acqu1s1t1on On the other hand the Company, wh1ch
 was f1nanc1a11y weak, saw the hear1ngs as an. opportun1ty to 1mprove its

f1nanc1a1 pos1t1on through a-revision of rates which, in turn, could be

used as a bas1s for future 1mprovements The new. management team wh1ch

'r" [f f:f' ,had been 1nsta11ed by Bell no doubt expected from exper1ence elsewhere
. - } ' that the1r v1ewpo1nt would easﬂy prevaﬂ and were genu1ne1y surpr1sed
o at the tough att1tude of the Board. And there was more to come.
| By December 1968, Avalon had met the timetable of work ordered,
and it requested deletion of the requirement to undertake the four remain-
- iﬂdi '”ing dial conversions scheduled for 1969. The main thrust.of Avalon's
;'r{f_ argument was that this requirement disproportionate]y burdened the 1969
| constructiontbudget of the Company and’wou]d be detrimenta1 to improved

service elsewhere in Avalon terr1tory The Board S response was that

it -- not the Company -- set 1nvestment pr1or1t1es
_—-. | - f' "The App11cant s main contention is ‘that capital is scarce
' and expensive. Because of this the: App11cant's Board of Directors
- decided to limit capital expenditure in 1969 - to $6,000,000. . This

. - . Timitation makes it necessary for the Applicant to assign pr1or-
B - ities.. The App]1cant ass1gned h1gher pr1or1t1es to other

. | 9bid at-p. 134.

T -
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exchandes than to the conversion to dial telephone of the
Burin, St. Lawrence, Lamaline and Garnish exchanges. No
evidence whatever was submitted to show why higher priority
should be assigned to other exchanges....Order No.. 73 (1966)
estab11sted top priority for the provision of adequate tele-
phone service in the Burin Peninsula exchanges. Evidence
submitted by the Applicant does not establish that this
priority should be reduced...[and] does establish that the
Applicant can provide the cap1ta1 to enable it to comply with
: Order No. 73.(1966). The Board finds therefore that Order
- No. 73 (1966) should: stand .10 -

3 ‘ Other arguments were put forward by the Company | It was
ﬁ‘suggested that the serv1ce prov1ded by an eff1c1ent1y operated manual
system was quite comparabie to a dial system and, indeed, had certain
adrantages.]lThis patronizing argument was tersely rejected by the
Board which‘charaéterized the prevai1ing service'as:"eomp1ete1y
inadequate": "Subscribers are the best judges of their own needs and
the Applicant'has’a duty to supply it provided the subscribers are
willing to pay the rates approved by the Board for the, c]ass of serv1ce
demanded. " 12
- It was also contended that the dta] conversion "would not

promise to be compensatory within a reasonab]e time" and was‘therefore
contrary .to statutory intent. The Board rejected both parts of this
argument: | |

"The Board regards the conversion to dial of all the exchanges

specified...as one undertaking but now that the larger ex-

changes have been converted...Applicant asks to be relieved
of his obligation to convert the remaining exchanges....The

10Newfoundland Board, Regort'1969 at p. 16.

11(i) faster service on local calls, (ii) rarity of nuisance calls, }
(ii1) more persona11zed and simpler to use (iv) more efficient hand-
ling of emergency calls, (v) JObS and income for the commun1ty
Ibid at p. 10.

]21b1d at p. 14. pNote the contrast to the Clyde River decision in
Nova Scot1a, discussed. above.

e
—
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Board finds that it is not proper for the Applicant to break
down the capital cost of implementing Order No. 73 (1966) into
separate exchanges for the purpose of escaping from the obli-
gation to upgrade service in exchanges in which it is claimed
the return on the additional investment would not be compensa-
tory. The Board also finds that conversion to dial telephone -
does not constitute an extension of lines or service within

the meaning of Section 72(2) of Act and therefore this section
‘does not apply." 13 : o

Privateiy, members of the Board were'¢onvinced that the dial conversion

would prove to be compensatbﬁy and that the Company's estimates of

“revenue were based on Upper Canadian rather than local experience.

Time has apparently proVen the Board correct and Company -wrong.

~ Later in 1969, the Board awarded Avalon an increase in rates

‘'substantially more than requested on the condition that Avalon expand
s  its'construption"program by $3.5 million to provide service to 65 un-

“served and non-compensatory communities. The Board clearly wanted

Ava]on‘to'get'on with'its'service db]igations:

“The Board is mindful of the fact that this is a time of high
material and interest costs. It will take only four years,
however, to complete the program so that at most a quarter of
the work will be performed at current costs. If costs decrease
rates can be speedily adjusted accordingly; if costs continue
to rise the earlier the work is started the better." 14

~But this generosity did not briﬁg the Board-Utility confron-
tation to an end. Already six months earlier the Board had acted on a

complaint of inadequate service from residents of Trinity South -- some

14

31bid at p. 15. A year later the Act was amended at the Board's
request (Stats. N. 1970, c. 45 s.8) to delete the requirement that

- ~extensions of service must promise to be compensatory within a

- ‘reasonable time. S S

“Ibid at p. 115. - .
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~ of the same communities provided service 10 years earlier. The Board

‘reacted in a manner which was to serve as a prototype for a series of
such actions in the ensuing months. It found thé application of such a
nature as prima facie to admit of relief, and ordered Avalon to instaT] =

15 .

dial service by the end of 1970 or else answer the comp1a1nt ‘Four-

teen similar orders were issued during the early part of~1970, 6f which'

16 In all of these eight cases the

the Company chose to answer eight.
Compény/exp1ained its timetable for providing service and outlined the'

 criteria for‘SCheduling investment projects which had been employed. ':°: —
In one case a public hearing'was held, but the reasonableness of the |
Coﬁpany's priorities was upheld as in other cases which were cbntestedf

- 1971 and 1972 yield no -evidence of further comblaints oblBoard actions’

wias

~ to force the Company to improve or extend service, so it may be presumed

that 1970 marked the end of the conflict between requlator and regulated.

15Ib1d at p. 61.

16Newfound]and Board, Report 1970 at pp. 13-17 19 24 33-34, 39, S
58-62, 90-93. ‘ : -

-




[

APPENDIX

Significant Events in
Atlantic Telecommunications

Development




- A

APPENDIX

- Significant Events in .

< . Atlantic Telecommunications

‘DeVe1ogment

Ihdex>

o e . A1l references are to the Annual Reports of the
_ _ Public Utility Boards or Commissions except for
post-1963 in New Brunswick where reference is to

individual Board decisions. The 1918 Nova Scotia
Rate Decision was not included in the Annual Re-

port but is bound with it in the Law L1brary,
Da]hous1e Un1vers1ty

—  1-] * | This Index is more complete than the summary on
R o | a province by province basis which follows.

Antigonish

~ Area Paging
‘ Service

" Arichat

Bell Contract :

— o Bé]]boy Rates

- Bell Ownership
|

-M'T & T. refused discriminatory fate increase se£~
in response to 1ncreased mun1c1pa1 taxat1on
N.S. 1940 p. 112. -

_ -See, "Be]lboy", be]ow

—Comp1a1nt regard1ng adequaqy of te]ephone
service:
N.S. 1970 p. 263

#With,M.T.& T. Dealth with in rate hear1ng

N.S. 1952 p.131. -

~-With N.B. Tel. Dealt with in rate hearing:
N.B. 1948 p.197. ' ‘ S

-N.B. Tel. establishes rates for area paging system.
In the Matter of the Filing by N.B. Tel. of Rate for
a New Service, January, 1974. And see, Transcripts
of Hearing, February 7, 1973, April 11, 1973.

-Avalon.” Effect of on ability to provide improved
service; S _

Nfld. 1966 pp. 115-116 (and see, "M.T.& .T. Ouwnership"
below) .-
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" Benoit's Cove -Complaint regarding adequacy of telephone
service:
Nfld. 1959 p.16.

Bond Issué -M.T. & T. criticized for not calling tenders:
[ N.S. 1955 p.120.
Burin Peninsu]ai -Avalon purchases telephone system on Burin
Peninsula from United Towns Electric Co.:
"Nfid. 1962 p.7. :

"~Avalon acquired by Bell:
Nfld. 1962 p.8.

-Plans for modernization of plant and upgrad1ng of
service announced by Avalon:
Nfld. 1963 p.7.

=Establishment of Burin Exchange Area given
interim approval:
Nfid. 1964 p.9.

~Complaint as to service by Burin municipalities-- .
extensive improvement in service ordered by Board:
Nfld. 1966 pp.133-135.

-Application to amend 1966 Order reJected by Board:
Nfld. 1969 pp.7-17. :

o BuSines/Residentia1~Different1a1.f1rst recognized:

Rates : N.S. 1918 Rate Decision pp.1-26
- =Differential ruled too h1gh
N.S. 1948 p.208 :
-Differential justified:
P.E.I. 1947 p.35; 1965 p.27.

Cable Television ~Rates set for "closed circuit television":
Nfld. 1969 pp.36-39
-Board does not have jurisdiction to- regu]ate pole
access rights between N.B. Tel and cable operator:
N.B. 1970, In the Matter of H & B Communications
and the New Brunswick Telephone Company . '

Classification of -Rationalization of exchanges: :
-Exchanges N.S. 1918 Rate Decision pp.4-8, 1948 p.3,
. 1958 p.200; Nfid. 1954 p.6, 1963 p.88; N.B.
1952 pp. 72-81. : o

Cocagne- -Successful complaint by subscribers as to change
' ‘ in exchange area:
N.B. 1973, In the Matter of an Application by N. B
Tel. for Approval of certain Matters related to the
Establishment of a New Exchange at Cocagne.
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Comparison of Rates-Mobile Exchange Service Rates:
with Other N.S. 1969 p.100.
Companies -Importance of comparison in rate case:
1968 Nfld. pp.28-32.
-N.B. Tel. Radio Mobile System:
N.B. 1961 pp. 86-94.

Comparison of Ser- -Need for standard of service to measure up
vice with Other to that available in other parts of. Canada:
Companies P.E.I. 1965 p.24; Nfld. 1968 pp.28-32.

Confidentiality -See, "Bellboy" above;

Cost Separation, -Need for separation:

Regulated/Un- Nfld. 1969 pp.49-54, Nf]d. 1970 p.88; N.B. 1961
regulated 86-94, N.B. 1969 pp.1-10. ,
Cost/Value -Both cost and value to be used in calculating
rates:

N.S. 1918 Rate Dec1s1on pp.1-26.

~-Increased value as justification for increased
rates in larger exchanges: :

N.S. 1918 Rate Decision pp.7-8; P.E.I. 1947 p.35,
-Relationship in rate making: S
P.E.I. 1970 pp. 17-18.

- Cross-Subsidi- ~And pay'phohes:

zation N.S. 1954 p.130.

-Mobile Exchange Service:

N.S. 1969 p.100.

-Need for in order to get service to noh-compen-
satory areas:

Nfld. 1969 p.106; N.S. 1918 Rate Decision

pp. 19-20.
-Possible by telephone subscribers of unregu]ated
mobile radio system:

N.B. 1961 pp.86-94.

-Possible by telephone subscribers of area pag1ng
service:

See, “Be]]boy" above.

Defeﬁred Taxes -How shou]d this be. dealt W1th
Nfld. 1966 p.119, 1968 pp.10-22,

Depreciation -Principles to be followed:
N.S. 1931 p.146, p.161, N.S. 1937 p.126, N.S. 1946
p.186, N.S. 1953 p.263, N.S. 1959 p.5, p.67, N.S.
1963 p.100,, N.S. 1966 p.32, N.S. 1969 p.44, p.235;
Nfld. 1951 pp.8-9, Nfid. 1952 p.7, Nfld. 1966 pp.117~
119, Nfld. 1968 pp.22-24, pp.35-38; N.B. 1924 p.59,
N.B. 1945 p.18, P.E.I. 1948-9 pp.27-29, 1951-52
pp.48-49. ‘



Depression -

‘Discrimination

Ellersiie-Conway
Telephone Co.

Extended Area
Service

Extension of
Service .

Financing

Foreign Attach-
: ‘ments

Grand Manon Tele-
phone - Co.

Tona Rural
Telephone Co.

"Is]andﬂ Contract

A4

-Effect of on demand for telephone service,
see, "Price Elasticity". below.

~-Utility cannot charge different rate to one
municipality in response to 1ncreased taxation:
N.S. 1940 p.112.

'—Comp1a1nt regarding adequacy of te]ephone
" service:

P.E.I. 1962 pp.29-30.

-Bedford-Halifax, first of many E.A.S.
applications:

N.S. 1956 p.196.

=St. John-Rothesay:

N.B. 1957 p.82.

-Principles to be applied in E.A.S. app11cat1ons

N.S. 1964 p.43.

-Cocagne Exchange Case (see above).

~-Burin Peninsula:
Nfid. 1966 pp.133-135, 1969 pp,7u17}

-Stock/bond which appropr1ate?
N.S. 1962 p.155.
~-Financing to be only by common stock:
N.B. 1925 p.29, N.B. 1930 pp.8-9,
N.B. 1946 p.47. :
cf. N.B. 1948 pp.124, 193, N.B. 1952 p.67°
~Extent of debt financing by Avalon:
Nfld. 1966 pp.26-27. :
~Factors in Debt/Equity f1nanc1ng.
N.B. 1953 p.129-132.
-Who decides (Board or Company) as to whether
financing should be by stocks or bonds?
N.B. 1953 p.130.

-Amendment to M.T.& T. General Tariff:
“N.S. 1951 p.111.

-Relations with N.B. Tel.:
N.B. 1947 p.99.

wComp1a1nt regard1ng adequacy of telephone
service:
P.E.I. 1962 p.24.

-Betweenw M.T.& T. and Island Tel.:
N.S. 1952 p.129.
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Jurisdiction

-Mob11e radio systems not subgect to regu]at1on
N.B. 1961 pp. 86-94. .

-Extent of unregulated activities (part1cu1ar1y
extra~provincial long d1stance)

N.B. 1969 pp. 1-10.

-Board does not have author1ty to regu]ate pole

Labour Relations
Labrador

Luxury Equipment
Pricing Policy

Margaree

M.T.& T. Ownership

Measured Service

access rate between N.B. Tel. and cable operator:

N.B. 1970, In the Matter of H & B Communications .

and the New Brunswick Telephone Company.

-See, "Salaries and Wages", below.

-See, "Newfoundland Labrador Telephone Co.", below.

-Handset: ,

N.S. 1928 pp. 45, 130.
-Night-Tight telephone, etc.:

N.S. 1958 p.184.

-Princess Phone:

N.S. 1960 p.269.

-Coloured Phone Handsets:

N.S. 1961 p.53.

-Rate of return expected on such items:
N.S. 1962 p.384.

-Principles to be applied:

N.S. 1962 p.472, 1964 p.3.

-Touch Tone: - L
N.S. 1968 p.6; Nfid. 1966 p.30.
~-Contempra Telephone: oo
N.S. 1969 p.261; Nfld. 1969 p.82.
~Criterion used in setting rates:
P.E.1. 1970 PP- 17-18.

-Complaint regarding adequacy of telephone service:

N.S. 1965 pp.354-364.

~S1gn1f1cance of ownership of Island Tel.
P.E.I. 1954 pp. 43 44 .

-Not originally app11ed in Nova Scotia:
N.S. 1918 p.24. '

~-Introduced in Halifax for business 11nes.
'N.S. 1918 Rate Decision pp.12-15.
-Extended to residential: -
N.S. 1919 p.84. :

-Objection to measured service by Halifax .
Board of Trade:

1919 p.123.

-Measured service for bus1ness abandoned
for Halifax: ’
N.S. 1965 p.58, 1966 p.49. '

A.5
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Morgan Case -Complaint alleging discrimination by N.B.Tel.
in the provision of mobile radio systems: o :
N.B. 1961 pp.22, 45, 86-94. . ' R

~ Newfoundland Labra--Rate base and rate established to yield net
‘ dor Telephone Co. loss to Company:
. Nfld. 1965 p. 61.

s

New Tusket Rural uComp1a1nt regard1ng adequacy of ce]ephone
Telephone Co. service:
o N.S. 1961 p.153.

S PR

New Waterford -Complaint concerning lack of dial service o _ i — i
: from M. T.& T.: 3 i
N.S. 1937 p.67.

Overtapping -Policy statement regarding:
Service , N.S. 1915 pp.4-14.

' -Reluctance to authorize: : . ' :

P.E.I. 1962 p.29. o i _ i

Pay Phones -Criteria to be applied 1n sett1ng rates: , _ .
- N.S. 1954 p.130. = . : _ . -

Price and Income -Impact of Depression:
Elasticity of N.S. 1933 pp.18, 149.
Demand ~Impact of 1960's recession:
Nfld. 1966 p.10.
-Selective use of rate reductions to st1mu1ate
demand:
N.B. 1961 p,120. .

Rate Hearings - ~M.T.& T.: N.S. 1918 Rate Decision pp.1-26. e
. : N.S. 1919 pp.84-103; 121-133, o
N.S. 1934 pp.151-155, N.S. 1952
- pp.107-197 (This includes a very
useful discussion of the app11cab]e
principles).
N.S. 1966 pp.49-161., RETR
N.S. 1970 pp.18-58. , -

—Ava]on/Newfound1and
Tel. Nfld. 1952 pp.7- 12 o
Nfld. 1954 pp.6-9, ‘ -~

. ‘ | Nfid. 1966 pp.114-124, 126-127 -
; Nfld. 1968 pp.8-31. '
, N¥1d. 1969 pp.106-117.

: , ~Newfound1ahd/Labrador ‘
{ . Tel.: Nfld. 1965 pp.59-62.




Rate of Return

Recession

Rural Telephones

salaries & Wages

Service

" -Island Tel.:

-N.B. Tel.: 1920 pp.11-12,

‘ 1949 pp. 196-212

.. 1951 pp.29-33.

1952 pp.105-109.

. 1956 pp.13-16. «
. 1958 pp. 100-109.
1969 pp.1-10.

K3

* o
.

1948-9 pp.21-38 .
. 1951-2 pp.36-66
. 1965-6 pp.21-29
1970 71 pp.12-19.

MMmMmMm Wowowwoe®
[ ) . ®

e e R K
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~Amendment to P U. Act. remov1ng 8% rate of return
N.S. 1943 p.xii. . _
-Discussion of appropriate pr1nc1p]es to be
applied in determining:

Nfld. 1966 p.121

N.B. 1952 p.109 ..

P.E.I. 1947, pp 29 .30, 1952 pp .39- 42

-Impact of 1960'5 in Newfound]and see

: “Pr1ce E1ast1c1ty", -above.

-Rural Telephone Act to encourage

N.S. 1913 p.70. '

-Rural ‘telephone. compan1es no 1onger prov1d1ng
adequate serv1ce _

N.S. 1946 p.xvi.
-Government assistance to rura] compan1es

N.S. 1949 p.xiii. . .
-Interconnection with N.B. Tel.

N.B. 1922 p.8, 1947 p.99.

-Importance of at beg1nn1ng

- P.E.I. 1947 p.36.

-Inadequacy of service:

P.E.I. 1954 pp.55-6, 1955 p.23, 1962 pp.24, 29-30.

-Must be compet1t1ve with mainland: = .. =
P.E.I. 1952, p.55, 1954 pp 43 44, 1965 p.23,

- 1967 pp.17, 20

.-Complaints as. to inadequate:

New Waterford, N.S. 1937 p.67.

Yarmouth, N.S. 1954 p.51. .

New Tusket, N.S. 1961 p.153.

Margaree, N.S., 1965 pp.354-364."

Ar1chat, N.S. 1970 p.263.

Benoit's Cove, Nfld. 1959 p.16 .
-Inadequacy of service led to deferral of rate
increase for Avalon:

Nfid. 1966 pp.115-116 .

A.7
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-Complaints of 1nadequate serv10e, Bur1n

Shares

Souris

Trans Canada
Telephone System

Va1uation of Plant
. and Equipment

Vertical Integra-
tion

Yarmouth -

Peninsula:
Nfld. 1966 pp.133-135.
Nfld. 1969 pp.7-17.

-Relation of service to rates

P.E.I. 1952 pp.45-46, 54-55, 1962 p.23, 1965
p.25, 1970 p.17.

~ -Issuance at par rejected by Board

N.S. 1931 p.119.

N.S. 1948 p.383.
-As compared with bonds as appropriate means of
raising capital:

N.S. 1962 p.115;3 N.B. 1953 pp.129-132.

-No rate increase respecting due to poor- service:
P.E.I. 1970 p.17.

~Impact of rates: '

N.S. 1936 p.50; N.B. 1941 p.7.

-Board will not question 1nter-prov1nc1a1 tolls
set by T.C.T.S.
N B. 1969 pp.1-10.

-M.T. & T.: N.S. 1914 p.83, 1918 p.24, 1934 p;42.
Avalon: Nfld. 1963 p. 8. , ‘
Island:  P.E.I. 1949 p.52.

-Extent of in M.T.& T.: :
N.S. 1952 p. 126, 1965 p.43.

-Comp1a1nt aga1nst M.T.& T. for fa111ng to 1nsta11
dial:
N.S. 1951 p.51.

——




- Significant Events in Atlantic

-Telecommunications Development: -

‘Nova Scotia

1913 -- flat rate charges for exchange service pricing

in effect at this time. (p. 70)

- = passage of Rural Telephone Act to~éncourage_the.i‘.-

extension of telephone service in.spafse]y‘settled_distritt, o

| 1914 -- valuation 6f~p1ant and equipmént of Maritime

Te]egraph and Telephone Company ordered by the Board: (p. 83) ‘
1915 <= statement of policy by the Board re the number

" of companies alloved to serve a given territory. . (pp. 4-14) .

1918 -- - hear1ng on the valuation of Maritime T.& T. p1ant
and equipment; Maritime T.& T. not perm1tted to carry large stocks
Qf~inventory for inclusion~in‘its rate base. ~(p.f24):IConcept,of,
measured service.at that time was rejected. | _ |

4 -- rate hearing. -The Board apprqved a schedule of
rates for Maritime T. & T. to yieid.revenue which would cover (a) ‘the
cost of operation including taxes;’(b).tﬁe ahnua]idepreciation in

- plant and (c) in accordance with the Public Utilities Act, a return

of not less. than 8% on the invested capital in property used and»use-
ful in connection with. the furnishing of.telephone service.. Rates
were established on-aséigned,cost basis. :(b, 3 of Decjsion_insért-at
-end of annué] rebort).r _ | |

A significant devé1opﬁent was the»abproVa]-ofsmeasured

service for business lines in the Halifax Exchange Area. "In designing

A.9



’the schedule of rates the Board not only -considered the cost bf-the
service but also the extent of the service and its va]ue‘to the sub-
seriber; The Boerd acknowledged and approved of cfoss-subsidization..
(pp 1-25 of Decision insert) | |

The Board also approved a schedule of b]ocks of messages which
could be contracted for in advance at reduced rates. - (p. 24 of Decision
inserf).' | | | , _

1919 --  rate hearing - application by'Maritime T. &T. fof
a general rate increase to cover increasing operatingneosts and to
maintain the 'statutory return of 8% on its rate base.. The Board de-
c]fned to approve a-general increase.in rates at thatvtime_ahd sfrong]y
suggested that theesharehoiders of-the/Company absorb a pert of.the_war :
burden deficits regard]ess'qf whether the Company was entitled by law
"to'a return of 8%,‘tq whichmthe Company assented. ~ The Board’did :
: approve, however, for the first‘time, an insfa)]ation charge in-additioh
| to the existing removal charges for telephone stétions. AT1 Tines, both
residence and business, in the Halifax Exchange Area originating more
than a specified number of calls per day for five consecutiVe days were
to be transferred to measuredAsekvice. This was done to improve tele-
: phohe service by e1iminatipg "unnecessary" calls and to inerease
~‘revenues. To enable Marit%me T. & T. to meet their deficits incurred

during the war years, the Board approved a procedure by which Maritime

- . T. & T. could make transfers from its depreciation reserve to a special

reserve for the equalization of return, upon approval by the Board..

* (pp. 84-103)




.- app11cat1on by Maritime T. & T for approva]

:of the transfer of $200 000 from its deprec1at1on reserve to the spec1a1

reserve for the equalization of return was granted‘by theiBoard.
(p.111) . _ : . | o
-- application by the Halifax Board of Trade to have

the initiation of measured service in Halifx suspended because it

, would p]ace an unfa1r burden on the bus1ness commun1ty was reJected by

the Board (p 123)

- Mar1t1me T & T g1ven perm1ss1on by the Board to
draw upon the spec1q] reserve fund to be app]1ed toward the equa11— |
zat1on of Maritime T. & n. s rate of return. (p 247) " _ A

1921 -— the Board quest1oned fu]ly the mora]1ty of -A_ |
Mar1t1me T. & T. seek1ng full equa11zat1on of return wh1ch was Tower
than the prescr1bed 8% dur1ng the war years. (p. 25)

1925 -- app]1cat1on by M.T.& T, to set a rate for fore1gn
m11eage ‘to cover d1stances over th1rty miles and up to th1rty-f1ve at a
rate of $4 20 per f1fth m11e or fraction thereof approved by the
Board. (p. 49) .

- 1928 -- app11cat1on by Maritime T. & T. for approvaT of a
rate for a hand set type of te]ephone, based on cost p1us a reasonab]e
return was approved by the Board (p. 45) ) N ' N

Co lggg_-- app11cat1on by Mar1t1me T & T for certa1n rate'

’reductions received approval. (p 24)

1931 -- app]1cat1on by Mar1t1me T. & T to 1ssue common

shares to the Barr1ngton Townsh1p TeTephone Company, at par, to



burchase the latter was denied, because the market value of‘the
" shares was greater than the purchase price at par. (p. 119)
-- application by Maritime T,‘& T. for a revision-

of their depreciation allowances, stemming from a studyfwhich was
beghn in 1928, was examined'at length by the'Boafd and given |
approval. - The Board outlined the principles td be followed in
establishing depreciation rates for a telephone utility. The
Board intimated in the course of their decision that in both the
“interest of the public and the public utility, Maritime T. & T.'s
rates of depreciation should be subject to review at the expiration
of a five year period. (p. 146) o - o

1933 -- Maritime T. & T. suffered both a reduction in the
number of stations connected and a d1m1nut1on in local and 1ong dis-
tance toll business as a result of the Depress1on (p. )

| - app11cat1on by Maritime T. & T. for perm1ss1on to
: w1thdraw from its spec1a1 reserve for the equa11zat1on of return was
approved by the Board. The app11cat1on was due to the serious falling
off in both ethange and long distance business.l (p. 149) A

-- the Board approved a revision of Maritime T. & T.'s

depreciation a]]dwances,'five,years having elapsed since the then
present rates were estab]ished. Certain temporary reductions in the
amounts set aside were apprbved as a resuit of the then existing.écon-
omic conditions. (pp. 161-162) | | |
| 1934 -- Maritime T. & T. reported a substantial increase -

. in revenue, station connections and long distance business. (p. 17)

—

—

—




- Maritime T. & T. applied for an order permitting
it to set up on its books the full value of its stores and supplies:

which would be included in the rate base. The: Board once aga1n

refused to.allow the full amount as it found such a course not to

~be in the public interest. (p. 42)

1935 -~ application by Maritime T. & T. for a revised -
schedule of toll charges including a new station-to-station service,

person-to-person service and the initiation of night rates was approved

by the Board. (p. 92)

1936 --  night rates for toll service ﬁecame.effeCtive on.

A gunday as well enabling Maritime T._&’T.~to be.in”keeping Qith,the o

other members of the Trans-Canada Telephone System. (p. 50)

1937 -- ~complaint by the residents of New Waterford against

Maritime T. & T. that their service.was inadequate which resulted in

the insta]]atipn of dial servicé for their'exchange~ (p. 67)

== revision of Maritime T. & T.'s rates of depreciation,

. five years hav1ng elapsed since the then present rates were set up.

(p. 126)
| -~ reduction in rates of‘Maritime T. & T. for handset -
telephones. (p. 130) -

1940 -~ application by Maritime T. & T. to -increase exchangé
rates in the Town of~Antigonish:to meet the increased,assessmenf‘imposed
upbn the Company within the Towﬁ. The Board refused to approve the "
application as taxes were properly chargeable to the whole telephone

system and that it would be disériminatory to consider pn1y~oné‘exchange

or a town within an exchange. (p. 112)
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71942 -- Maritime 7. & T. began to experiencé substantial
increases in business due to the War.  (p. xiii)

1943 -~ significant amendments to the Public Utilities

Act, the more important of which resulted in a shift from accounting
on the basis of reproduction cost to accounting on’the basis .of pru-
_ dent original cost and, dé]etibn of the 8% rate of return, enabling
. the Company to earn such refurn as was deemed stt and'reasonab]e by -
the Board. (p. xii) |

1944 -- Maritime T. & T. was unable to meet demands for
telephone service because of shortages in the supply of telephonell
equipment brought about by excess demand during the war. (p. xvi)

1946 -- the Board held that if adequate telephone servicé
was to be given rural communities, either the provincial gerrnment_-
szt come!to the assistance of the rural telephone companies,‘or éome
new method for improving the serVice must be discovered. This marked
the’bejinning of the decline of the rural companies and their subse-
quent takeover by Maritime T. & T." (p. xvi)

-- revision bf Maritime T. & T.'s depreciatfon rates.

(p. 186) |

1948 -- classification of exchanges on the basis of the
number of Tines and‘simultaneous switched connections was changed to
a classification of exchanges on the basis of the number of subscribers’
stations. (p. 3)

-- application by Maritime T. & T. for_permission to

issue 148, 920 common shares. Thé Company submitted that the shares be

issued at par to the shareholders as had a]Ways been the practice and

—
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custom; The Board hefd that the sale of shares af par ($10) could
not be authorized when their current market va]ue was $20. OO as it
was obvious that the. sa1e of shares at a prem1um was advantageous to‘
the telephone subscrlbers° Accord1ng1y9 the Board approved an issue
price of $14.00 per share. ,Further, the premium on the sale of the
shares was not permitted to be distributed to the shareholders but was

to be deposited in a "premium account" to be drawn upon by the Company

on]y with the approval of the Board (p. 383)

1949 -- increased f1nanc1a1 aSSIStance glven the sma]]

mutual te]ephone_companles by the Prov1nc1a1 government assisted in

,'the improvement of rural service. (p, xiii)

1951 -~ amendment to Maritime T. & t. s General Tar1ff
regard1ng Fore1gn Attachments was approved by the Board (p._]]]) ‘
1952 -~ 70.9% of the phones operated by Maritime T. & T.

. were operated in Dial Exchange Areas. (p. xiv)

A - == Tlong d1stance serv1ce was estab]1shed between New-
foundland and Nova Scotia. (p. x1v) |
| -- app11cat1on by Mar1t1me T &T. for approva] of a

genera] rate 1ncrease was granted by the Board which resulted in sub- ‘

'stant1a1 1ncreases:1n both exchange service rates and toll service

‘. rates. The rates in effect prior to the app]ication,were those estab-

Tished in 1919. _TheAprineiple that higher rates should be charged to

business telephones than should be charged to residence te]ephohes

‘was maintained and measured service rates were revised upward. In the

_decision there was an‘exce11ent presentation_by the Board of the genera1




principles of rate-making which they applied (pp 107 152)
-~ the "Island" Contract. (p. 129)
-= the "Bell" Contract. (p, 131)
-« extent of vertical integration. /(p.'126)' |
. - -1953 -- revision of Maritime T. & T,'s rates 6f deprecia-
tion..'(p. 253) |
- - 1954 -- a complaint was filed by the Town of Yarmouth'
espect1ng the fa11ure of Maritime T. & T to supply dial service in
Yarmouth Exchange Area. After a pub]1c hear1ng the Board f1]ed an order
refu51ng to requ1re the Company to take immediate steps to supp]y and
1nsta11 dial sFrv1ce in the Yarmouth Exchange Area. (p. 51)
i-= application by Mar1t1me.f. & T, to raise the kates
. chakged on coih box public telephones from 5¢ to 10¢ per call, which
fwas standard'a11‘across'Canada; The Bdard refused to apbroyeAthe |
app]icatioh, and in view of the haturevahd purbose of pub]icAte1ephone
servicefthe_Board could not»Subscribe'to the principle that "public pay
stations should stand on their own feet". (p. 130) A
| 1955 -- Maritime T. & T. criticized for not calling tenders
on a bond issue. that year which'ihStead was offered byAMarftime T. & T.
to bn]y one company, W. C. Pitfield. The Board Was compe]]éd to con-
clude that if the issue had been handled on an agency basis or add1t1on-
al offers had been sought, an increase in the net amount to the Company
might have been rea11zed (p. 120) _
| 1956 -- AExtended_Area Service between the Bedford and Halifax

Exchanges approVéd. This was tﬂé first of many such applications, many
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of which were established at a net loss to the Company. (b. 196)
' 1957 -- application by Maritime T. & T. to provide a

monthly rate for coloured telephone handsets was approved in addition

_ to the basic service rate. (p. 251)

1958 -~ introduction by Maritime T. & T. of automatic
telephone answering service, night-light telephones and speaker-

phone, all at rates designed to cover their capital and operating

Costs plus a reasonable return. (p. 184)

| -- application by Maritime T. & T. for approval of
an extension of the free mileage boundary of the Halifax Exchange Area

and of an amendment to its General Tariff whereby rates for the Halifax.

" Exchange be increased 25¢ per month for residence telephones and 50¢

per month for business telephones so as to recover the losses sustained
in»making the extension, was apprdved by the Board. These rates were
applicable to a hew.kate grbup X in which would be the Halifax-Dartmouth
Exchange. (p. 200) R
1959 -- review by the Board of Maritime T. & T.'s rates of
depreciation. (p. 5 and p. 67)
1960 -~ application by Maritime T. & T. ‘for approval of fates

and regulations for the PrinCess telephone in addition to a11.other

charges was‘granteﬂ by the Bbard; The Board further expressed the
opihion that a rate differential should be maintained un]ess.and until
demand for éd]oured ééts equa11ed the demand for blaﬁk sétsﬁand would be
valid in regard to Princess telephones. (p. 269)

1961 -- applicat{On‘by Maritime T. & T. to reduce the monthly

rate for coloured telephone handsets was apprdved by the Board. (p. 53)



-~ the Board indicated dissatisfaction with the New
Tusket Rural Telephone Company and directed the Comﬁany to make immed-
jate arrdngements to supply telephone service to all these'requifing
such service in its territory or, in the alternative, finalize
negotiations with Maritime T. & T. with a view to abandenment of the
territory. (p. 153) '

4 1962 ~-- controversial application by Maritime f. &T. to
issue stock. Argument centred on whether stock or bonds were the most
apprepriate method of kaising capital at that time. The Board epp¥oved
the former. (p. 155) |

- == inan application by Maritime T. & T.- concerning
Home Interphone Equipment, the Company stated that they had established
a,percentage'rate of 30.56% of its capital stock invested fn p]ant in
order to take care of its revenue requivement. (p. 384) |
-~ statement by Maritime T. & T. of a significant error
in its introduction of automatic answering and recording equipment.
The Board stated that it had always endeavoured to adhere to the prin-
ciple that rates for'special equipment should be self supporting and
that the subscriber‘desiring the use of such special equipment should
pay for the same without assistance or support from general service
" subscribers. The Board aiso felt it equitab]e,and:fair that the suB—
scriber using such special equfpment should pay no more than is necessary - o
to take care of'carrying'costs, depreciation, operating éosts and a com-
parable return related to such equipment.. (p. 472) '
1963 -~ introduction” by Maritiﬁe T. & T. of Direct Distance

Dialing, established first in the Sydney Exchange Area.




- == review-and .revision of Maritime T.. & T. deprecia-

' tionnrates.| (p,leO).

-~ application by Maritime T. & T. fora rate appli~
cabie to the new Ericofon teiephone,'ih addition to all other charges,
was approved by the Board. (p. 549) - |

1964 -- application by Mar1t1me T. & T for a reduction in

‘the service connection charge for Call. D1rector Setsvfrom $30 <in -each

case to. $10. The former was established on a theoret1ca1 bas1s as the

‘Company had had no experience with this type of service and the Company

. : acknow]edged that they had 1nadvertent1y misled the Board and therefore._

requested the revision which. the Board approved (p 3)
- statement by Mar1t1me T. & T of the cond1t1ons

required before making application for permiSsion totgive.Extehded Area

~ Service. In the Same*application-the Board enuneiated:the‘principle'A

that it is not enough for the Board.to satisfy itself that a proposed

E.A.S. plan is favored by a majority of the‘concerned subscribers, but

that its responsibility required the determination‘of'whether or not.

- the proposed plan is one which the Company should be perm1tted to carry

" out in the overall public interest. (p 43)

1965 -~ Mar1t1me T. & T. acqu1red var1ous assets from two

_ of its wholly owned subsidiaries, At]ant1c Ut111t1es~Ltd and-Eastern

Electric Ltd., consisting of garage too]s and work equ1pment, print
shop equipment and furniture.  (p. 43) '
-~ application by Maritime'T;,& T. for permission to

amend its General Tariff to:prorideffor'non-optiona]_flat rate busihess

" service in all exchanges classified as Group-VI. “The Board directed that
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the Company complete a study'of the matter of "measured service versus
flat rate service" to busfness subscribers within six months .and then |
make further appTication.‘ (p. 58)

-- complaint by Mr. K. Mackenzie that the rates, regU]a- -
tions and facilities app]icab]e in the Margaree Forks Exchange of |
Maritime T. & T. were in some respects unreasonab]é,'uﬁjust]y discrimin-
atory, and insufficient and inadequate. After examination the Bdard
~ dismissed the comb]aint,as being unfounded. (p. 354)

, 1966 -- review and revision of Maritime T. & T.'s deprecia- -
tion rates. (p. 32) | | N |

-- rate hearing. Application by Maritime T. & T. for
a general increase in rates wés approved by the Board. :The main features

- of the revised Génera1 Tariff in;luded a reduction in the number of

- Exchange Groups from 10 to 8 and-substantia1 CHanges in the station
limits of these groups, changes in the avai]ébi1ity of Exchange ser-
vvices including the cancellation of non-optional message rate'bquness
services and the provisfbn of flat rate business sérvice in all rate
groups with an optional message rate business service in groups.having
15,000 or more subscribers' stations, and substantial revision of the . e
method of determining system service rates. The majority of rates,
tolls and charges for both exchange and Tong distance serviﬁes were
increased. (p. 49) | | '} o -

1968 -- of the phones operated by Maritime T.K&}T., 90.2%
were now in Dial Exchanges and 62.3% of telephone subscribers served | -
by Maritime T. & T. now had.accéss‘to Direct Distapce Dia]ihg. (p.‘xxxviii) |

- app]iéation.by Maritime T. & T. to establish rates
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and regulations in respect‘to'thevprovision-of Touch -Tone Service at

$2.00 per month for residence subscribers and $2.561per month for .

busines ‘Subscribers was given inierimvapproval by theiBoard,v-(p; 6) .

initiation of Mobile Exchange service by Maritime

T.:&iT} at a. rate of $42.00 per nonth.and a $50,00 1nsta]1ation charge

" was given interim approval by the Board. (p. 17)

-1969 -- review and revision of'Marftime)],.&-T,'s deprecia-

“tion.rates. (p. 44)y

-- application by Maritime T. & T. for,approval of its

interim rates for Touch Tone Service.. Costs of the service were lower

than had been originally estimated and therfore the return s]ight]y» 5

higher. By the end of the year the gross rate ofjreturn was expected'

“to climb from 22.1% to 30,?%. ‘This return was:jusﬁified.on the grounds-
'.}that the service is basically-a luxury service comparable. to Ericofon

“and Princess telephones and Wasfrequired by the Company in order to

produce~a"tofa1 Company aVerage~in ‘the vicinity of 22% in view of the

very 1nadequate rates of return on connect1ng company takeovers and

- dial conversions..  The Board' accepted these arguments and approved the.

application. This was, however, contrary to the genera] pr1nc1p1e that

had been adopted by the Board in regard to Tuxury items; »i;e;, that

- rates for such items were only to be compensatory 50 aa to not pIace-a

burden on other subscribers, not conf1scatory.: (p 14)
-~ application by Maritime T. & T. for approva] of .

their interim rates,for mobi]e.exchange service. Costs had_increased

substantially for this service :tince"jts.jnitiation,. The'Company;u,
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" considered the rate of return at'present‘rates'to be too margfna] and
that when the service was improved serious consideration should be’
given to bhanging the rate. However, the‘Company recommended that the
present rate stand as it was, about as‘high as any other Company w&s
charging for equivalent $érvicey§nd that while such service could be
provided by someone bther,than thé'Company, the provision of this type
of service was a responsibility of the Company and it was undesirable
to commence giving the service at a rate whiéh wouid deter development.
The Board. did not express'apprbva} or disdpproval of ﬁhe rate but
ordeféd that ‘the Company report back to the Board'regarding this ser~
vice before the end of 1970. (p. '100) ' |

' . app1i¢ation By,Marftime T. & T. for permission to
éstabjish rates and regulations relating to the Contempra Telephone at"
l‘$1.75 per month. It_was estimated by the Company that thé gfoss rate
Qf_return_on'this Tuxury,item would be in excess of 100% per year.
Thfs was justified by the Company’on the grouhds that this new type of
phohé should not be permitted to speed obsolescence of the Company's .’
standard tQ]ephones. The Board acceptéd this argument and approved the
proposed rate. (p. 261) | _ '

1970 ~- rate hearing. Application by Maritime T. & T. for

a revision of its General Tariff in the form of a general rate increase
was approved by the Board. There was no change in the designiﬁf the
new General Tariff from that used in the design of -the Genefa]’Tariff_.
established in 1966. No changes were made in éither the number of rate

groups or.station limits of the groups established in 1966. In the

-
—
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'Exchange Rate Tables the-apprdVed increases were bropdrtionate'generf

| a]iy throughout the Table aﬁg~the-proportiOns.betw¢en residence and:

business services were Maintﬁined ajmost exacﬁ]y as in the 1966 Tariff.

The general increase in exchange rates for business and residence

phones was slightly in excess of 11%.

Although there was no serious change in the design of the .
AewkTarfff; the approved Long Disténce Service Ra;e Schedule contained
sbme significant changes. These were: no change in the existing rafe
steps; retention of the initial 3-minute period for both station-to-

station and person-to-person day,\evéning and Sunday service in rate

« 5teps~not over 30 miles; the introdUction,of an initial 2-minute period

.in a new station-to-station serviceﬁidentified_as Late Evening Daily -

10 p.m. - 6 a.m., in rate steps 30 miles and‘ovefa- There was ﬁo increas

- in existing station-to-statidn rates under 30 miles; station-to-station

initial 2—mihute day and evening rates in all rate~steps'above-30 miles
were established at approximately one-third to one-half of existing
initial 3-minute rates. These were the major chénges in a substantial

revision of long distance fates.
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Rates for special equipment and services were also increased.

(pp. 18-58)

-~ formal éomp]aint by the subscribers of the Arichét

Exchange that the telephone rates,'service and other facilities supplied-

by Naritime T. & T. in a part of its Arichat Exchange Area was in some

respects unreasonable, inefficient and inadequate. The Board issued an

order directing Maritime T. & T. to proceed with the implementation of
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fts conversion and upgrading of service plans with a view to com-
pleting the conversion of the Arichat Exchange to dial service o : —
together with appropriate revisions to base rate area treatment by

November 21, 1971 (p. 263) -

—
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' T Significant Events in Atlantic -

Telecommunications DeVe1opment:

. Newfoundland

- _ . ' 1951 o= eapp]ication for rate ‘increase in St. John's

Exchange Area by Avalon -turned down'because.of'inconsistent_
R | u‘accounting proceduree.‘ (p. 2-7) A _
1952 -- Avalon made”app]ication_again'and‘the nate;increase:

was -approved. Depreciation rate was set at 3.3%'per year on AVa1on'c
'»pncperty and assets on straight 1ine-method ‘ (p' 7) |

| . 1954 -~ app11cat1on by - Ava]on approved for a New Schedu]e‘
- _fa‘u - of Rates prov1d1ng for Exchange Rate Groups- and: rates for. each groupa
‘ v:»  which increase as the number of stations on the Exchange 1ncr'eases_.
| App]ications.hade s0 as_to be in keeping with the‘pattern genehé]]yf
) fo]]owed in Canada. (p 6)

1957 - app11cat1on by Ava]on to change St. John s from.

- a Rate Group 4 to Rate Group 5 refused on grounds that Avalon was not |
| entit]ed to_inc]u@e'stations‘at Pepperrell Air Force.Base in its Station
connt asAthere‘was no charge made by Avalon fdr»each.station at the Base
and Avalon did not have'the.night to call on such stations to render ser- |
v1ce to- the subscr1bers of Ava]on. (p. 27) - |
' 57_ S o : 12§§ - Ava]on renewed its app11cat1on to change the -

St. John's Exchange from Rate Group -4 to Rate Group 5, having estab-

lished that the Company had.reachedvthe.required number of subscribers’
- stations without reference to"the3Exchange at Fort Pepperrell; Lphe

. : abp]ica_tion was approved. (p. 10) -
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1959 -~ application of residents of Benpitis Cove
reﬁuesting an up to date te]eéhone.service resu1ted-1n an order from
the Board directing Avalon to proceed to extend their:telephoneAserf.
vices to the residents of Benoit's Céve and to’providé an up to date
telephone service to the residents of Benoit's Cove. ‘(p. 16) i

T app]ibation by Avalon for permission to add (1)
Mu]ti—Pakty‘Rural Dial Service and (2) EXténded”Aréa Service to its
Rate Schedule approved. (p. 10-11) - | o

| 1962 -- ‘Avalon’ purchased the telephone system on the Burin
~Peninsu1a from the United Towns Electric Company, Limited. - (p. 7)_
| -~ introduction of Operator Toll Dialing facilities
betWeén Newfbund1and~and the mainland was of major importance—tb 1ohg
distance service. (p. 7) | :
| ~- aéquisition of Avalon by the Bell Telephone Com-
pany in May. (p. 8)

- 1963 ~= the transfer to mi]itéry andfcfvilian hse of the -
properties on the formér Fort Pepperre]]'Base ih‘Sf;,John's severe1y
strained the Company's resources in meeting a sudden and unexpected o
demand for service in the area. (b. 8) B o

== to meet the requirements of the Pub]ic Uti]ities‘Vf

Act in connection with the determination of:a‘rate base, a -physical
inventory of Avalon's properties was completed during the year. (p. 8).
-- application by Avalon for the establishment of (a)
Basic Rate Areas within new‘te1ephone exchange areas, with_hi]eage  _ |
charges beyond the boundaries 05 the Basic Rate Area; (b) ‘Loca1ity

Rate Areas which are within Exchange Areas but out$ide Basic Rate Areas
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and in which new nates_to be approved by the Board would apply, was

approved. (p. 88)

"~ -- additional long distance faci?ities were provided

to 1nterconnect a number of other Avalon Company Exchanges, through

the uses of both land lines and radio equ1pment ‘and additional cir-

cuits were leased on the C.N.T. cross—Is]and mi crowave route to sub-

‘stantially improve service to mainland points. ‘While new long distance

facilities were pnovided between centres on the Burin Peninsula, plans

for modernization of exChange plant on the Peninsula were'delayed or
modified'pending'co-ondination.With the program of the power company i
to- reconstruct the1r pole lines in a standard manner for Jo1nt telephone
and power purposes. (p. 7) ‘

1964 - the Radio system between St. John s and Freshwater was

ready for serv1ce in August prov1d1ng Long Distance circuits between the

-above po1nts, for the Bur1n Peninsula, and between 'St. John' s and Harbour

Main. The new system replaced Leased C1rcu1ts, prov1ded for add1t1ona1

growth and permitted the Avalon Company better control on these~1mportant

routes. Another Radio system conneét{ngaSt: John's, Cape Brogle and

‘Trepassey was brought into operation. In the western_area, a .Radio link

was established between Port-auxiBasques and Rose:B]anche.‘ (p. 7)

-~ since the comp1etion'of]TranséAt1antic Telephoné
No. 1 overseas cable approximately eight yeérs ago, most of the telephone
traffic of Eastern Newfoundland was carried to and from the mainland on
this facility with connections at Clarenville. In September, this

business was rerouted ‘to Corner Brook, and "Off Island" connections were.



established at Wild Cove, Bay of Islands, and Red Rocks near Port-aux-
Basques. (p. 7) |
-- application for the establishment of the Burin
Exchange Area was g1ven interim approval. (p. 9)
-~ . application by Avalon for a reduction in the rate

charged for equipment known as 3A Speakerphone given interim approva1.

- issue by Avalon of 1,500,000 ordinary shares,,bought .

by Be]l, for the purpose of redeeming all of:the,ohtStanding preference

shares ofthe Company (p. 92)

1965 -- - Newfound]and Labrador Telephone Company rate base ,

~and rates were established and'approved by the Board to yield the Com- _'1

pany a net'1oss. (p. 61) | ”
1966 -~ there was a severe recession in two areas ddring the
year; Bell Island, whieh showed a decrease of 405 telephones, and
Stephenville, a decrease of 914 telephones. (p. 10) |
- -~ the Board approved monthly rates for Touch-Tone

~ Telephones:

Business .$2.50 ‘
Residence 75 (p. 30)

-~ near the close of 1964 Avalon made app]ication for ST

approval of a rate base and Schedu1eaof,increased rates. After exten- . R

sive travel and investigation by the Board_during;1965, the Board came

to the conclusion that the standard of service provided by Avalon was.

not reasonably adequate which was contrary to the 1ntent1on of the

Leg1s]ature and the Pub11c Ut111t1es Act, the Board was unabie to con-»'

ceive of.reasonab1e rates for 1nadequate serv1ce. . The Board would not

'A.28 _




A.29

accept the argument that Avalon, a who11y-owned-su§$idiary of the Bell
Telephone COmpaqy; would be unable to raise the cabital required to
complete their fetonstruction program unless they weré allowed to o
increase their rates and accordingly a ruling on the applicatioh:was
deferred unti]ithe recbn#truction program héd been subétaﬂti&]iy‘_~7a
completed. ~ (pp- 115-116) - |

Ih'Septembér of 1966 Avalon applied to re—qpen-thetheafihg"
for the purposes of hovinj that the schedule of rates proprédtih 1964
be withdrawn and submitted evidence fo brfng their'raté~bqse'up.to ’
June 30, 1966, showed the improvements in-Servicé‘fesu1ting.from_tﬁe_‘
additional investment in plant since June 30, 1964, aﬁd’showéd'the '
rate of return‘required; ~(p. 116) '

: ,It.wi]1 be recalled that in 1952 the Board approved an-

increase in rates and ordered that the annual rate of depreciation of

Avalon's property and assets'be_3.3%'ca]cu1ated by the stidight line

method. The depreciation fates proposed by Avalon at this time were .

developed by the Be]i»Te]ephoné Company_from'infofmation obtaihed fﬁom

E Avalon records and where this was not complete recourse was had to

records of the New Brunswick Telephone'Compahy and the Maritime T. & T.

Company. From this study it was concluded that as of June 30, 1966
the estimated depretiatioﬁ.resérye‘requirements were $5,187,000.
Avd]on's books as of June'30, 1966 showed a depreciation reserve of

$1,797,000, and this amount they proposed using in calculating the

rate base. No evidence was offered to show that Avalon made any effort

between 1952 and 1962 to have:an appraisal made during this périodior :




to take annual depreciatibnlét the rate of 3.3% by the stréight' |
line method. The amount of depreciation taken eqch year was deter-
mined by the judgement of management. The Board conc]uded and
ordered Avalon to increase'the depreciation reserve to $5,187,0QO.
| leaving a deficiency of $3,390,000. | (pp. 117-119)

The Board also considered the treatment of the accumulated

deferred income tax ‘and reconsidered its practice of al]ow1ng public

ut111t1es to use straight line deprec1at1on for determ1n1ng the rate .

of return on the rate base while the reduc1ng ba]ance method of
7deprec1at1on is used for ca]cu]at1ng taxab]e.1ncome. Under this '
practice the amount collected from subscribers forfcorporaté income

taxes exceeded the amount actually paid by the utilities as long as 

the investment in plant grows or remains constant. The amount accumu-

lated in this way was deducted from the rate base and the shbscribers<

benefited because if this money were not. collected from them it would '

‘have to be provided by the investors and a return would -have to be
earned on it. .
The justification for this practice was that while reducing

~ balance depreciation reduced taxes below normal in early years, there

would be no.net overall reduction. By accumulating a deferred 1néome '

tax reserve in. early years when taxes were Tow, thé increase in. taxes
in‘iater~years need not be pasSed 6n_to subscriberé;f taxes cou]d‘bel
normalized. | |

However, the Board found that the increase in taxes in later
years under reduc1ng ba]ance deprec1at1on of Avalon's te]ephone p]ant

was only theoretical because taxes would never be greater than normal’
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: as long as the 1nvestment 1n plant 1ncreased or even rema1ned

constant due to the replacement of worn out and obsolete equ1pment

- Taxes would only be greater than normal 1f Avalon S telephone plant

went 1nto a decl1ne. The Board could not foresee a time when this
was llkely’to occur and therfore proposed to allow only actual in-
come taxes‘paid as expenses;in'the calculationvof‘the'rate of‘return

As of June 30, 1966 Avalon had a deferred 1ncome tax reserve amount-

ing to $l 673, 000 and th1s was ordered to part1ally offset the depre-

ciation def1c1ency (p l19) .
During the hear1ng Avalon appl1ed for a rate of return of T% -

on the average rate base in- the test year. As the Public Ut1l1t1es Act

' prov1ded no gu1de to the Board as to what const1tutes a Just and reason-

able return prescr1bed in the Act, the Board had recourse to the B

.dec131ons of the courts and regulatory comm1ss1ons in other Jurlsal

d1ct1ons and comp1led a summary of the preva1l1ng legal tests of fa1r-

ness and reasonableness of ‘the allowed rate of return for a publ1c

| ut1l1ty-as follows: (l) The rate of return should be similar to the

return in buslnesses hav1ng s1m1lar or comparable risks.  (2) The .

rate of return:ls partly a function of local conditions and should be - -
commensurate with the return be1ng earned by comparable compan1es at

the same time and 1n the same general part of the country (3) The
return ought to be suffjc1ently great to assure’ confldence in the '
flnancial”condition of'the-utility (4) The’return1ShoUld also be

suff1c1ent to allow the utility to maintain and support 1ts cred1t and

- hould ‘enable. 1t to attract the-cap1tal necessary for the proper d1s-

charge of ts duties. - (5) The return should not be as h1gh as that

earned in h1ghly prof1table or speculat1ve ventures
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The Board reached the conclusion that'aAreasonable return.
- for Avalon lay between 6 1/2% and 7% on the average rate base. (p. 121)
As a result of the hearing the Board issued orders establish-

ing the average rate base of Avalon for the purpose of the Pub1ﬁo

. Utilities Actl that Ava]on make a depreciation study on or before

A.32

December 31, 1968 to be subm1tted to the Board for cons1derat1on, that

-~ depreciation reserve as at June 30, 1966 be $5,182,000,,and that the
deficiency of $3,390,000 be charged against the deferred tax credit of
- $1,673,000 and that the balance of.$1,717,000Abe set up as a special
account to be amortized over a period of 20 years oommenoing on January
1, 1967; that Avalon, in computing their net earningsvand rate of

return for the purposes.of the Public Utilities Act, would be allowed

as an operating expense the income taxlthat'wonldvbetpayab1e if Avalon
in calculating their taxable income took advantage of all provisions

of the Federal Income Tax Act, wh1ch m1n1m1zes the tax attracted -and,

that a just and reasonab]e rate of return for Avalon lay between 6 1/27
and 7 on the average rate base, and that Avalon shou]d f11e with the
Board a new schedule of rates, to11s and charges des1gned to y1e]d a.
return w1th1n those limits. (pp. 123-124)
e pursuant to the above order Ava1on app11ed for an-

order approv1ng a schedu]e of rates wh1ch were subm1tted to the Board '
After examjnat1on of the proposed rates the Board approved tnevapp]1ca~'
Ction. (p. 126) - " | |

- Ava]on submitted to the Board certain Rules and

Regulations that related to the schedule of»Rates{and descriptions of

the Exchange and Basic Rate Boundaries of the Company to which the Rates
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\Rules and Regulations applied, a]] of which rece1ved ‘the approval of

| ‘the Board as const1tut1ng the Tar1ff of the Company (p. 127)

-- application by certain mun1c1pa11t1es on the Bdrin
Peninsula petitioning the Board to: (a) investigate the services

fdrnished by Avalon on:thé'Burin‘Peninsula; (b) order Avalon to

furnish reasonab]y ‘adequate services_and fac111t1es and (c) to make

such order as ‘the Board deems meet.

Ev1dence disclosed ‘that service in the area had been 1mproved

‘since 1962 when: the system was purchased from United Towns Electric

Company by Avalon, but that telephone service -provided by.Avalon on
the Burin Peninsula was not adequate to meet the reasonable demands

of the customers for reasons which were outlined by the Board.:- Evid-

-ence was also-given on the public necessity of a telephone service to

Point May and the Board was urged-to:ordef Avalon to provide it. The

Public Utilities Act authorized the Board to require public utilities

to construct reasonable extensions of lines or service that pkomised

' o ~ < : ‘ _

to be' compensatory within a reasonab1e time, but investigation satis-
fied the Board that an extension wou]d not be compnesatory at the t1me :

and that the capacity of the Larnaline exchange was not adequate to

serve customers in Point May. - Avalon, however, was ordered to convert .

the Larnaline exchange. from magnetd'to dial and anfextension”to.Pointa

May would be reviewed by the Board while the conversion_was-being

“carried out.

In accordance with its finding, the Bbard'ordered~extensive
improvements in telephone service on the Burin Peninsula each to be .

completed by aaprescribed date and that Avalon should report to the
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Board not later than 30 days after.Harch 31, 1967, qnd‘each suéceéding

_quarter the progress that had been made toward complying with the . -

.Order. (pp. 133-135)

1968 -- application by Avalon for.a revised rate base and
rate of return. A cdntro]]ing issue in this rate app]ication was _' o  ,.
whether Avalon would be permitted fo return to a system of deferred |
tax credits and the Béard, relying on expeft evidence, laid out the _ : f;-
'drguments both for and against allowing deferred tax credit accounting | .
for regu]atory purposes. The Board believed that.the‘accounting pro-
fession was well aware of the different’pricing~technjqUes‘of non-

‘regulated and regulated companies and it was mafn]y for fhis reéson '
‘that tax a]]ocations,were not recommended for regulated cOmpanies.' It ;f:-fé

was well recognized too that regulatory boards have the statutory. right

to prescribe the accounting méthods which regulated utilities wi]]_use
as well as the powef to review and revise -the rate structure. The

Board concluded that it was not reasonable and prudent to allow Avalon = -

to charge today expenses which would not become payable until many. .

years in future and would not become payable at all unless Avalon's
plant grthh fell below some rate which was not determinable at the.
time. Further, the Board did not believe that the provision for_
deferred taxes was a reasonable and proper expense of Ava]on because
it would be a customer contribution towards the capital funds of _ ' -;.
Avalon but accounted<for as if it were operating revenue. Therefore o
the éoard would not allow Avalon to use the tax.a1iocation method of
- calculating the annual incéme t%x expense when there were long term

differences between the time when Ava]bn would charge the expense and
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the time when Ava1on m1ght be requ1red to pay 1t Tax a110cat1on

would be perm1tted however, when the tax TiabiTity was known and

the deferment was for a short period. (pp. 10m22); |
Avalon also claimed relief frdm the Board's order in.1966

which required it to charge the defiéiency of. $3,390,000 in the

| depreciation reserve against the deferved tax credit of $1,6739000;

and applied for an order declaring that.the accumulated deferred tax .
credit be restored and that the fu]l def1c1ency in the deprec1at1on |
reserve be amortized for rate- mak1ng purposes. The Board refused

this request on the grounds that it was not mere1j the right of public
utilities to charge depreciation aﬁ the rate ordered byvthe-Board'but

that they were under a duty to do so. Because Avalon had. failed to

. perform this duty and had. charged a lesser amountg‘the_1oss;'was its

own. - The Board on reconsideration, however, concluded that the bal- -
ance of the depreciation deficiency-in the amount of $1,498,500 should
be. included in the rate base and that Avalon would be permitted to earn.

a return on this amount while it was being amortized. (pp. 22-24)

It is interesting to note that Bell's willingness to match
equity with debt was one of the reasons and'perhaps the only reason
Avalon was able to raise $3,000,000 of a $5,0009900 issue of bonds in
1967. (p. 26) |

Fihél1y Ava]on app1ied.fpr a revision upward in its allowed
r&te ofﬁreturn citing the examples of other public utilities; Avalon

did not, however, apply at this time for an 1ncrease in rates.: Thé

Board, while agreeing that Ava1on S shareho1ders were ent1t1ed to the . .

opportunity to earn a return on equ1ty equivalent to that earned by
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shareholders of New Brunswick Telephone and Maritime T. &iT.,9 the Board
was also of the opinion that Avalon's customers were entitled to ser-
vice at the equivalent rates to those charged by the above companies
for service of the same description. The rates of the three companies
were comparable at the time. After carefully explaining their reasons,
the Board concluded that a rate of return up to a maximum of 8% of

the rate base on a tax payable basis was just and reasonable. The
Board issued an order accordingly. (pp. 28-32)

Duking the hearing it was pointed out that Avalon was earn-
ing very litile on its equity capital and that no dividends had been
paid for the Tasi four years. Avalon barely covered its interest
charges fTrom 1964 to 1966. The return on equity was 0.5% in 1964;

. 1.9% in 1965 and 0.7% in 1966. The debt equity ratio was 64:36 when
it was estimated that it should have been‘40:60,' Avalon was also
going through a period of rapid expansion at the time. (p. 27)

-- Avalon given authority to include in its Tariff a.

provision for connecting telephones provided by customers to its equip- el gt

ment and wiring. ‘(p. 55)
-~ application by Avalon for permission to reduce 1ts.

rates, tolls and charges in respect of toidl service betweeﬁ any of
the rate centres as defined in its Tariff on the Island 6f Newfoundland
from 12 midnight to 6 A.M. was given interim approval. (p.’65) L

1969 -- the name of Avalon Telephone Company was'officia11y
changed to Newfoundland Telephone Cbmpany effective January 1, 1970.
(p. XIII) | -

-= microwave systems were placed in service between
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VMafystown'and #reshwater, P.B., St. John's and Bay Roberts and

Marystown'and,Larnaline. (p. XIV). _
_ -~ . computerized data service was introduced during
the year with two units~insta]1ed in 1969 and ten additional plan-

ned. for 1970. Al billing for long distance messages was now done .

by I.B.M. computer. (p. XIV)

-- application by Avalon to amend the order relating

‘to the Burin Peninsula which was issued by the Board in 1966. - By

December 31, 1968, the Company had completed the work which it had

_ been ordered to perform by that date‘but on September‘SO,*]968, applied

for an order of the Board modifying the 1966 order for ﬁhe purpose of

deleting the requirement to convert the exchanges at Burin, St. Law-

. rence, Larnaline and Garnish to dial te]ephone.onvor before December

31, 1969.  The Company argued that it could not be foreseen when the

1966 order was issued- that a severe shortage of capital available for

L borrowing was developing which'made long term financing difficult to

obtéin and extreme]y costly at that time;. if the Comﬁany-were required
to complete itg obligations under the 1966 qrder it would be expending
the sum of $1,506,000 or 40% of the total amount of capital available
in 1969 for specific conétruction expenditures on the Burin ?eﬁinsu]a;
if the Burin Peninsula was converted to dial Service, the annual cost
of operations for 1969 would exceed the annual revenues by $65,000 as
dial conversion 1n,these_qommuhities-wou1d:not be compensatory at fhe~.

time. The Company outlined many‘other'reasons és well. ;Thé,Board also

- heard extensive evidence from the representatives. of the communities

on Burin Peninsula. -

A.37
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The Board concluded that the evidence esteblished beyond’
any doubt that the subscribers desired that the preeent te]ephohe
system be replaced;by a dial te]ephone-system The Board rejected~v
entirely the contention of the Company that manually operated tele—
phone service would be comparab]e to dial te]ephone serv1ce and -that
subscribers were the best Judges of their own needs and the Company
had a duty to supply it provided that the subscriberSHWere willing
to pay the rates approved by the Board'for the class of service
demahded._ The Board found that a dial telephone system was required
vto provide a reasonab]y aoequate‘telephone service in the Burin Penin-
sula. | o |

TheiCompany claimed that if.they werevcompelied toycomplete
- the conversion.it would have to defer extensions and expansion in
other areas where the work would be compensatory. As the Company did )
not epecify the'other areas or produce figures to. show that these other ‘
areés would yield a'reasonable return on the additiohal-investment in
them, the Board - reaected the claim. |

The Company argued that the convers1on would not be ~compensa-
'tory W1th1n a reasonable time and was therefore contrary to the inten-

t1on expressed in Section 72(2) of the Pub11c Utilities Act. The

Boerd found that it was not proper for the Company to;break.down the‘
~-capital cost ofyimp1ementing the 1966 order into separate exchanges

for the .purpose of escoping from the obligation to upgrade.service in
exchanges in which it is' claimed the return on the:edditiona] investment

‘would not be compensatory. - The Board also found that the conversion did

not constitute an "extension" of lines or of service within the meaning

r
—




A.39

of Section 72(2) of the Act, but was rather an "“improvement" of lines
and sefﬁice, and.therefore‘the Sectibn did not apply, so that the pro-

ject in this instance was not required to be compensatory, as it was

only "extensions" that must promise to be compensatory.

The limitation on the amount of capital available made it
necessary for the Company to assign priorities to the different exchan-

ges included in its capital workS'program.'AThé Board found, however,

- that no evidénce.was submi tted to show why higher priority should be

. assigned to other exchanges over those in the,Burin?Peninsu1a. The

Board cont]uded that top priority had been established for the pro-

vision~of‘adeduate telephone service in: the Burin Peninsula by its

~ order in 1966 and that it could see no reason.why;this péiority should

be .reduced in favor of other_exchanges.‘.As.the Company could provide
the capital to enable.it to comply with the 1966 order, the Board
found that the order should stand. (pp. 7-17)

- app]ication.by,Ava16n,for:apprOQal of rates for

closed circuit T.V. which would cover the cost of the service as well
'1as yield the applicant a return in excess of 10% was approved by the

‘Board. (pp. 36-39)

-~ application by.AVa]on for a revision of its rate

~base and rates of depreciation was approved by the. Board which re-

sulted in upward revisions of both items. The Board also ordered the

Company’ to separate the amounts recorded in each of its accounts into

~two categories, one.in respect of services to which the Public Utili-
~ties Act applies, and the ther'in respect of sery{ces to whighithe
' Act does not app]y,_hnd:submit_the results to the Board not later

than December 31, 1970. ~ (pp. 49-54)



-- . application by Avalon for a rate for éontémpra
telephones at $3.75‘pé? m&ﬁth was apbroved.by the Board. (p. 82)
- | -- application by Avalon for a general rate increase
approved by the Board which would enable the applicant to meet its
“allowable operating expenses, raise the capital requ{red to carry
out a capital cohsikuction prbgram of $29,700,000 over thé period

1970-1973 and provide an opportunity to earn 8% of its rate base on

a tax payable basis. The Board found that an additional gross operat- '

ing revenue of apprbximate]y-$1,800,000 from rates subject to regula-
tion wou1d be required for these purposes. |

" The Company had proposed a capitallconstructfoh program over
the next four years 6f $26,000,000 but the Board ordered an additiona]
- program of $3,500,000 to serve 65 communities not provided fdr'in the -
proposed program be carried out also. The Board realized that this
would make it nécéésary for subscribers in compensatory areas to pay -
higher telephone rates in ordef to make the service avai]ab]e in non-
compensatory areas. On the other hand these subscribers would obtain
the advantage of telephoning to areas which couldnot then be'reéched.
At the same time residents of the unserved areas, the majority of |
whom were primary.produéérss would have better access to markets. This
wou]d.assist‘fhem to increase their sales and thereby the general econ;

omy as well.

A.40

One of the main features of the new schedule of rates was that

the:present dial rate groups were reduced from six to four, the effect

of’which was to make bigger-increaseé for the small exchanges than for.

thevlarge'ones; This was justified by the Company on the grounds that
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_bustomers:who were Tiving in small communities were demanding and
}'reCeiving the same high quality of te]ephohe service as was being
'provided in the cities. Under these circumstances it was thought

to be more logical that more of the burden of paying for dia] ser-

_ yite§ in such communities be borne by the custémers who beAefited
from them. The Board held, however, that some of the increase pro-
posed fbr some of the rate groups was excessive and that the in-
| crease in basic telephone rates for. any rate group should not eXcéed.
25% and on P.B.X. trunk lines 33 1/3%. The Board found that the trend
.jtdwardé more.uniform rates was just and reasonable.
| The épproximate effeéts of the rate increase were that
basic exchange service revenues;increased.14.9% aﬁd intraprovincial
" toll revenues .increased 15.2%. The.overa11 increase in reVenues was
“estimated to be 11.7%. (pp. 106-117) | |

1970 -- ‘introduction of Direct Distancé(Dialing by Newfound-
1and'Te1ephone>Company so that approximately 51% of all te]ephone subF
§cribers had the service. There was substantial growth.during the
year in the form of Ektended Area Service introductions, dial conver-
_sions, major extensions, and increased toll facilities. (pp. IX-XI).

- application by Newfoundland Telephone for rate

jroupihg reviéions of the Burin and Marystdwn Exchanges as a result
of comp1etion'of all improvements ordered by the Board in. 1966, was
.approved by,thé Board. This resu]ted in increased rates for sub-
scribers in the above exchanges. (pp. 44-45)

-- order by.the‘Board prescribing the Books, Accounts,
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vl Papéés'and Racords tb.be kept and returns to be’filed with the
Board by Newfoundland Telephone. (p. 52)

P app]icétioh by Newfoundjand Telephone for an
extension of time to complete a separation of its abcountS'was
approved by the Board because the métter was undér'study by a
vFedera]]y appoihted Telecommission and the findings of. the Tele-
~ commission cou]d have an important bearing on the matter of sepafa-
tions. An extension of time was therefore granted to DeCembér 3], '
1971. (p. 88). | |

1971 -- substantial growth and improvement in the
Newfouhd?and Telephone Company system in the form of new dial
offices, dial conversions, extended area service, and direct

. distance dialing introductions. (p. VII-VIII)




Significant Events in Atlantic

Telecomiunications Development:

New Brunswick

1920 -- application by N.B. Tei._for a general %ncrease
in rates. (p. 11) | |
11922 -- rural company refused connection for long dis—A
tance with N.B. Tel. because it failed to establish that it would
be in the public‘interest to allow such interconnection. kp; 8)
| 1924 -- rate redhctiqﬁ scheme 1mp1emented for N.B. .Tel.
as company was deemed to be earning a rate of return in excess_of
what was fair and reasonable. | |

-~ government telephones given special reduction

:fhom standard rates. (p. 60)

1925 -- N.B. Tel. applied for authority to issue capital

stock not to exceed $500,000 but was given permission only to issue

$150,000. "The Board might easily be persuaded that a larger immed-
iate issue be aufhorized, but feels that it is in the best interests
of the Company and the stabi]ity of its stock, that a 1ar§er issue
is not advisable. Mr. Milldram, an experf employed by the Board,.

testified in effect that the best form of public utility financing is

"to have but one class of security outstanding, namely common stock,

which is balanced by an equivalent plant investment upon which money

has to be earned to meet reasonable dividend requirements upon the

- outstanding common stock...". “(p. 29)

1930 -- N.B. Tel. applied for permission to issue an
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edditfona1 $500,000 in common stock to pay off back loans and for
further cap1ta1 expend1tures. The application was opposed by a
. subscrlber who contended that the expend1ture shou]d be met by a
bond issue. This, it was claimed, would be less expensive, and would
not place a permanent burden on the preseht stockho]ders. |
o It was held: "This Board has adopted the principle of not
- encourag1ng ut1]1ty companies to issue more than one class of secur-,
1ty, and the N.B. Tel. Company has only one class, name]y, common
étock; Tﬁeré are other reasons why a bond issue is objectionable, and
to order the Ccﬁpany to issue bdnds would be unfair and would serve no
useful purpose”. (pp. 8-9) | | | |
11937 -- agreement between‘N.B, Tel. and C.P.R. for connec-

tion of C.P.'s private Tines with N.B. Tel. with appropriate compensa- .
tion and rate changes. (p. 21) _

| 1940 --‘ sihilar agreement to above with C.N.R. but to be
used in emergency only and to term1nate with war. (p 7)

1941 -~ application for change in rates respect1ng Tong .

_ d1stance to]l rates to bring N.B. Tel. rates into line with those ,
established in the Schedule of Long Distance Toll Rates as esfab]ished
from time-to-time by the Trans Canada System ahd the International
Schedule of Long Distance Telephone Rates and the‘Schedule of Overseas
~ Telephone Rates. (p{ 7) ’

| ‘ 1945 -- Depreciation set out for different classes of eqdip-
ment as approved by Board. (p. 18) | |

- 1946 -- It is apparent that the Board's decision oh'raising
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 tépita1 oh]y by the>isshe of common shares is still in effect even
though this was no longer the'caée for other utilities regulated
Aby £he Bdard, (p. 47)
| -- special rates for working and retired employees.
(p. 49) | |
1947 -- a good présentation by the Grand Manon Telephone
Company of ‘the plight of a typical rura] te]ephone cmmpany and its
.re1at1ons with N. B. Tel. (p. 99) |
1948 -~ First issue by N.B. Tel. of other security than
4common_Shares; No reasons given by.Board to explain thié major change
from the strongly held policy (see 1925, 1930 and 1946 above) of allow-
ing'bommon~shares only. It is of interest to note that favourable
_interest rates (3-3/8%) were available at this time for 25 year'deben—
“tures. (p. 124, 193)
-1232_-- -Genera].rafe increase application by N.B. Tel.
Exfenﬁive summary of arguments.pro and con.
~- Relations with Northern Electric were of some
- prominence. The prices paid by the Company for material of N.E.
manufacture were the prices paid by Bell p]us‘5%. This contract was
éttacked as being improvident but theievidenée was that the Company
had saved'a.considerab1e sum on the puﬁchases it had made during the
time the éontract had been in effect.
| - special reductions on the standard rates (see, 1924
' 'above) given to government bodies to be d1scont1nued
== strong d1ssent1ng op1n1on ‘on the rate increase by

Comm1ss1oner Rob1chaud
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~good comparison of f1nanc1a1 stat1st1cs between'
“Bell, M.T.& T. and N.B. Tei. | | -
-~ Criticism made of manner in which rates'faised;
should be all across board and not just certain segments. Board
di%aT]owéd high rise in business rates. (pp. 197-208) ‘ o ) .
| 1951 -~ It is of interest to note that in the rural tele-
phone companies there 1is sometimés no rate differential between . | -
residence and business teTebhones énd sometimes residence phones are.
charged more. (p. 3) |
-- app11cat1on for final approval of rate 1ncreases
or1g1na11y app11ed for in 1949. (p. 43- ) | ,
1g§g_—-“app11cation for_theliséue of $3,500,000- debentures. | -

Because.of sharp increase in demand for service during this period .

it was,impossible to finance expansion from retained surplus and
continued issue of capital and hence the increased reliance on.the |

- issue of débenturés and bonds as the main.vehfcle for securing funds
for capital expansion. (p. 67) This deve10pment may be usefully con- —
trasted with earlier decisions (1925, 1930, 1946 and 1948).

o -~ rationalization of rates. App11cat1on by N.B. Tel.
for changes in existing'rates'and regulations as we11 as a complete
;'fevambing of classification into rate groups. Approved-by Board. B

(pp. 72—@1) |
| —= N.B. Tel. advised Board that rates would have to be
considered .and probably raised in the pear‘future.' Investigation of

Company's financial status ordered by Peat,'Marwick, Mitchell & Co.

(p. 85)




-- formal application made for above rate increase.
(p. 105) | |
- -- rate increase with only a few changes approved.
Very strong dissent by Commissioner Robichaud.:

What is meant by: "fair rate of return". "Finally,
as tb the rule that-the Company should be allowed to earn a fair réeturn
on its investments, I hold that this rule is well observed so long as
a cdmpany of a monopolistic nature, as in this case, is provided with
sufficient. income not’on]y to take care of all its fiscal needs, but
also to lay aside the reasonable surplus which would be allowed under
my decision." (p. 109) '

1953 -- useful financial analysis of capital stock as.opposed
. to funded debt. (pp. 129-132)
| -~ submission by‘A. N. Carter on behalf of the Company
in app]ying for permission to issue shares. “Méy I add that it has:
been my strong]y.exbressed and consistently heid view during the last
28 years whi]e I have submittéd‘17 similar applications to the Boards

.that‘the determination whether a pubTic‘utiiity should issue stock or

bonds isAone which, under the law, is for the Directors to decide in

‘ fﬁeir business- judgment and their decision is not subject to review by
the Board". (emphasis added) (p. 130) (cf. 1925, 1930, 1946, 1948,
1952) | |
| -~ issuance of stock at par.instead of at market value
arguéd to be Tegal and thé prevailing custom in the.industry.
| 1958 -- app]icat{oh fbr Qenéra] rate increase. Reasons quite

fully set out. (p. 101)
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1959 -- Note that the rates applied for by the Kingston
Peninsula Telephone Company are 15% ]g§§_than'N.B. Tei} rates for
the saﬁe type of rural service.
19§l.-- Morgan Complaint: charge of discrimination in
- the supply of mobile radio systems by N. B. Tel. Company po]icies:
criticized as be1ng unsound business practices. (p~ 22)
-- additional complaints of poor business practice. by
'N.B. Tel. (p. 22)
- | -- submission on behalf of N.B. Tel. in this matter
of mobile radio systems. -Recommended that they should not be regulated.
If they were to be regu]ated at all the who1e field of prlvate mobile
service should be regulated. (p. 45)
-- Morgan Comp]a1nt-—Dec1s1on
_ It was held: "It is my view that public utilities are sub-
ject to regulation only fbr service to the public. I find that privaté
mobile radio service is ﬁot a public utility Operation as it is pro-
vided fdr private internal use by customers. In my view the powers of
thié Board extend only to public utilities, and having found that
private mobile radio service is not a pub]fc.utility as contemplated
by the Aggﬁ\this Board has no juri;dictidn to regulate private mobi]e
radio service, and I do so fiﬁd...
| Unless and until private mobile service is replaced in the

General Tariff Qn the N.B. Tel. Co. Ltd., this Board has, in my view,.

no jurisdiction to consider whether the Company charges a reasonable

~rate for such service except insofar as the rates for such service

adVerseiy affect subscribers to ordinary telephone service.

-




There has: been no evidence adduced by the Comp]a1nant to
show that 0rd1nary te]ephone subscr1bers are adversely affected at
this time by the Company's practices in pr1vate mobile serv1ce; There

is evidence that the rates charqed by N.B. Tel. in the field of private

m0b11e services compare very favourab]y with the rates charged by .

competitors in the same field...:

"I find that no cause has been shown to this Board why the

" latter should investigate, at this time, the commercial practices of

the N.B. Tel. Co. in the field of private mobi]e:serV1ce, or interfere

1n any way with the internal management of thé Compahy regard1ng pri-
vate mobile radio service." (emphas1s added)

. Other issues of interest in the Morgan.Comp1aintvwefé,-infer,

-~ Onus of probf of subsidization of competitive service

_by'telephone services both onerous and squarely placed on complainant

~ who-must adduce "positive evidence".

-~ Evidence that private mobile service in other pro-
Vincés was unregulated of great importance.

- Compérison of ratés with that charged by other tele-
phone ‘companies qccepted‘without any evidence that theée rates investi-
gated by‘appropriate authorities and actually found to be compensatory.

- -~ Despite lack of separété accounting records evidence

by. Company as to lack of subsidy accepted.. No suggestion made as to

how a complainant could show subéidy absent separate accounting records.

Here the onus question is, again vital.

(pp. 86-94)
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-~ Ex parte application by N.B. Tel. for a rate re-
.duction. This was necessary becausé the net rate.of return'wduld be
significant]y above that of the approyed rate set by the Board. Re-
duction would be on residential rates and amount to $515,000 per annum.
HoWever,'price and income e1asti¢ity in residential rates was su¢h as -
f to cushiqn_théfCompany; As a spokesman explained, "...the.Compény '
- considered that it could make the proposed reduction without financial
risk owing to the expected 5t1mu1atiqn in business resulting therefrom,“
(p. 120) , |

Jggg_-« denial of service. Wife dénied regular service és
an ordinary cuétomer because of business debt owed by her husband to
the Company. Company offered to reconnectkif wife paid her own
. account which was $10.92 in arrears and make a deposit of $20.
| It was held that "...as long as the.ru]es of the General

Tariff were followed andvin accordance with the Company's standakdv
business-practicé and as such were matters of iﬁtérna] management_with
| ) which the Board should not interfere".  (p. 125)- |
-- further rate reductions granted 16 a routine
" fashion. (p. 147)
1963 -- application by N.B. Tel. to issue 400,000 shares

.. of capital stock to defray in part the cost of the capital construction

of the additional facilities dUring the yeér 1963 to meet demand for
.services.
1969 -- app]icatioh by N.B. Tel. for a general rate increase,

the first since 1958.

Two strong 1ntervehtions, one by New Brunswick Hotel-Motel
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Assoc1at1on and ‘the other by Pye E]ectron1cs Ltd.
High11ghts from -these briefs included:
-- As 43% of N.B. Tel.'s revenues are derived from
non—fegulatéd services and as the Company had not adduced any evidence

to show what proportion of its total capital investment was utilized to

‘produce that revenue, only the net investment for producing the regula-

ted serV1ce should be included in the rate base.

-~ The applicant should be required to a11ocate its
investment in plant, expenses and revenues between regulated and un-

regulated services in such a way as to permit the Board tb determine

" the actual net rate of return for each service.

- . Employee discounts discriminatory and in contraven-

* . tion of Public Utilities Act.

=~ Relationship with Bell Canada must be clarified.

"One must be very wary therefore of for whom the Be11 really tolls.

-~ Hotels really act as agents for the telephone com-

pahy and perform a service by generating extra demand, particularly

‘during off-peak hours. The hotels should be paid for this service

rather than be faced with a sharp increase (89%!) which will have to

.be passed on to the consumer.

-- Before the Company is allowed to enter é new field

- and 1nto competition with other commun1cat1ons companies, it should be

requ1red to show affirmatively that it is not relying on cross- subs1d1-
zation to muscle into market. (See, above, 1961, Morgan Complaint.)

Company asserted that it had only limited opportunities for further

devé]opment in the communications fie]d;partﬁcu]ar]y in such non-
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:Efﬁééh{éiéd-areAS as radio & television transmission, paging_systemé;
ﬁoﬁfiéuté1ephones'and data transmission. |
-~ Rate of Return. "N.B. Tel. Co. petitfoned in its
application that the proposed new rates should be judged by considering
‘the reasonableness of the rate of return on the’Company's,investmeht |
which<such rates produce, stating that it is'of fe]ati?e]y 1ittle con-
sequence whether such rate of return is measured against the net assets
rate base, or the invested capital rate ba$e (aggregate value of'out-
standing Tong term debt, outstanding common stocks, premiums'on such
" stocks, and retained earnings) since one.approximates the,othef".
| It was held that: |
As to rate base, "...the 'net asset rate base' is the appropri-
ate base upon which the applicant's rate bf return shou]d be assessed..."
(p. 5) |
| ‘ As'to earhings; "...we concur that to raise funds in today's
capitai markets, N.B. Tel. fequires a higher rate of earningslbﬁt the
present app]icatfon frqm 6.81% to 8.26% is considered to be excessive
and that a rate of return to‘7.58% will meet the app]icanf's present
needs...This will give a return on equity of 9.19%. (p. 7)
| As to unregu]qtéd revenues, "...wé note fhé increased revenues
from interprovincié] tolls...The buoyancy of these revenues combined with
fhe exercise of stringent control over expenditures will in the opinion
of the Board.offset the adverse conditions which could result from the
, coﬁtinuing inf1étion". (p. 8)

As to Hote]s, whi]e_the'Board rejected the "agency" argument
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.the‘sharp<inéreases in ratés requested were disallowed. (p. 10)

‘ | As to cost‘separafion regu]ated/uhhegy1ated the Board noted
~the valiant attempts of the C.T.C. in this regard. The matter could
be divided into two different headings~-inter-provincial tolls and

g certain'ifems of ihtra-provincia1 service. _

As to inter-provincial tolls, theée are “.,.governed by agree-
ments négotiated by the concerned.utilities. These agreements must be
reached between utilities, each of whom has the maximization of révenues
from this service as its best interest. No evidence is available to |
the Board as to what other arrangements, more beneficial to N.B. Tel.
AC6u]d be made to fix the tariffs and divide-thezrevenues and we, there-
fore, propose  no change at ‘this time but will cqntinue:to study the N
. problem in the light of current developments in this field referred to

by.fhe interveners". _
As to intra—pﬁoyincia] tolls and certain items of intra-

‘provincial service, the Board direc%ed N!B; Tej. to make "... a study
- to show-the extent to which the.reVenues derived exceed the incrémenta]
cost Qf<§upp1ying each service". Note: This stddy has now been made
and Todged with the Board. |
| ~1gzg_-- Pole rental and cable television. Issue was whether -
the~Bbard had jdrisdiction to regulate the pole access rates charged
by_N.B;“Tel; and, if it did, whether the rates were fair and eduitabﬂe.

| It was held that "...the Board has no jurisdiction in-this
'case'tb reguTafe the poIe gﬁtaéhment rates charged by the respondent
to the complainant on-the grouna that this does hot come within .the

scope of the respondent's regulated public utility function as



| thisaged by the Act". '

' 1973 -~ The Cocagne Decisionél This was an application by
N.B. Tel. for the provision of E.A;S. befween fhé'Shediac exchange and
én'exchange to be formed_from portions of the existinQVBuctouche and
Shediac exchanges andlfor the provision, on a trial basis, of Ca]]pagk
service between this new exchange and Moncton exchangeil

| There was considerable oppositiOn to this proposal which
,wouid have‘@eant:that a number of subscribers would have lost E.A.S.
Qith Moncton. A petition was launched against the proposal and it was

signed by more than 400 subscribers in the affected area.

A pre1iminary hearing in November, 1972 made. it c]ear'to.the '

‘Board that a majority of subscribers in the proposed new exchange "...
- were diametrically opposed to the discontinuance of extended'akea ser--
vfce with Moncton“. The Company was calied on to.present a modified -
plan and did so in February, 1973. .The.meeting'was heavf]y attended
and the Board was "...convinced that a great-majofity of those attend-
" ing.were telephone service subscribers Who came within the boundaries
of the proposed Cocagne Exchange. A fair ca]cu]afion would be that'
they kepkesented more than 50 percent of the subscribers in the area".
. In addition to this strikfng.evidence of subscriber involve-
'Ment‘and participation,lthé decision is of considerabie ihterest with
'respect.toAtwo other matters, namely, the Board's strong reaction to
the Company's somewhat cavaiier attitude in going ahead without getting
‘clearance from the Board and the importance to be attached to coﬁmunity
of interest in E.A.S. matters. In view of the obvious importance of

this decision an extended extract is included.
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"Callpak is a service regulated by the Board as to the

“rates to be charged' Before it can be offered in any exchange,

formal app11cat1on for .approval of the offering and the rates to be

' charged must be made to the Board and approva] had by way of an Order
- At the t1me this 1etter was sent to the Cocagne area subscr1bers,

- the Board had no know1edge of any intention of the Company that it

was going to make such an application. Between. the time of the

receipt of the Petition and the time of the fiTing'of the Febnuany 7
3'app11cat1on of the company, the Board 1earned unoff1c1a11y that the

‘company officials were d1scuss1ng d1fferent var1at1ons of Ca]]pak but

it was presumed that the subscribers. concerned were adv1sed that a

Ca]]pak offer1ng could only be made to them, 1f approved by the Board

.'The Company should also have known at the same time that.the d1scon-

tinuance of extended area.servjce between Cocagne and Moncton,.affect-

“ing as it would so many subscribers, should also be made the subject

" of an application to the Board.

"The Board coneiders that_the Company erred in’cfrcuiating

the 1etter of July 14, worded as it was, to its subsCribers‘Who would

'Abefbrought‘into the proposed Cocagne Exchange. It is assumed'that‘the
:coMposer of this letter was either unfamiliar with the jurisdiction of
" the Board or deliberately ignored it. It is to be hoped that the first

-assumption -is the correct one.

‘"The principal consequent1a1 effect of the granting of the

. Company s app11cat1on would be as set out there1n' 'Approx1mate1y 500
" customers who will be in the Cocagne Exchange but who are at present

in the Shediac Exchange wou]d no longer have extended area service with
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: the Moncton or Cap'Pele Excﬁéﬁjés'.
- . "There was 11tt1e or no obJect1on before or dur1ng the
'hear1ng to the discontinuance of extended area service between the
proposed Cocagne Exchange and Cap Pe]e. A1l of the many strong
vobjections'stemmed'from the proposed discontinuance of the extended -
.area service between'the Cocagne area and Moncton.
"Whatever may have been the community of interest between
Cocagne and Moncton in 1963, the Company nevertheless at that time
saw fit to provide‘extended area service between the two pofnts. If
it was not significant at that time it has obviously grown to much
greater proportions dur1ng the intervening years. Those of the sub—
sckibers Qho asked questions and made statements at the hear1ng came
" from all walks of Tife - a cross-section of citizens of the areé,i As
,waS‘poihted oyt at the hearing, seQeré] hundred citizens of the area
work in Moncton full time,or on a seasonal basis. Some of these are
\on call: 1in one particular instanée a nurse whb is often on'caIT, in
another“a‘wokker who benefits from overtime and so oﬁ along the Tine.
| "There was evidence given at the hearing concerning the
'representat1ves of the Company who followed up the July 14, 1972 1etter‘
by making personal calls on the subscribers. The results of these calls
seemed to be that the majority of those subscribers who would be within’
the new exchange were prepared to accept thelphanges described to them.
The Board is convinced, however, from thé delayed reaction of these
subscribers that the full implication of the discontinhance of the
 éxtended area service with Moncton was not fully or adeqﬁate]y explained

to them or that many of them misunderstood the exp]anations or were

'y
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.coﬁfused,by them. This is borne. out by the Petition_referfed_to |
.'éaf]ier‘Which was received in August 1972 and which in itself might
 'not have;a great bearing on ihe Board's decfsion héd it not been
_ fd]]owéd up by the attendancezpf_so‘many of‘the signatofies at the\

-EebruanyA]7 hearing. The Board does not wish tb infer, however,

_that any attempt to deliberately mislead the subscribers Was'made

by the company representatives.

‘ "The Board is also convinced that extended area‘servicé.-
ehjoyed by the concerned Cocagne area-subscfiberSsover the yéars has
beeh:an_impo?tént factor in the economic, social and cultural pattefn‘
of its deveTopment. The citizens of the area, generally, have come to

consider. themselves a part of the greater'Monctpniarea: relying on

. "that city for their health, economic needs and professional services as

well asAthe center of their socia1'and cultural activities. A letter
addressed to the Bdard by .the president of the Greater Moncton Board
of Trade under date of February 14;'1972 notes with some concern the

pfopbsed reduction in the extended area service as a result bf the

.establishment,of the Cocaghe EXchange, He goes on to state: 'The
.geogkaphiclﬁfzé bf the Greater Moncton Extended Area Service has been,
N and continues to be, one of the factors which influences our commercial

“and retail development. '
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"The Board can only conclude that the Company , by intkoducing ‘

the'extended area service in 1963 and by. continuing it'over\the past

"decade 1sularge1y respdnsib]e for the significant community of interest

which has devéToped'betWéen:Cocégne and Moncton.

"The unanimous deciéion of the Board is,ntherefore,:that the



-Company shall continue to provide extended area sgrvice‘with Moncton
for those subscribers of the Cocagné area who are bresent1y5enjoying'
it and who will come under the probosed Cocagne Exchange: it being

- understood, of course, that the Cbmpany shall be permitted to charge

the subscribers the rates applicable to the Moncton Rate Group."

-- The Bellboy Case. Here, N.B. Tel. sought to

-establish a rate for an area paging service. The rate was strenuous]y'

~ opposed by Air Page Answering Service Ltd. who brovided a similar

service. The issue was, of course, whether or not the basic telephone

‘ system was being called upon to subsidize the service offered by N.B.

Te].

At the hearing counsel for the Compahy said that he was

. willing to reveal some of the more Qenefa] cost information sought by

the intervener.

The company is quite willing to talk about costs

in the aggregate. It is quite willing to talk about
- expenses in the aggregate, revenues in the aggregate,
. although that gets very close to the market informa-

_tion question. It is ready to talk about rate of

return. o , ‘ :
Transcript of Hearing, February 7,
1973 In the Matter of the Filing by
N.B. Tel. of a Rate for a New Service

(Bellboy) at p. 58.

There was, however, some information he was not willing to

. reveal, un]ess_brdered by the Board to do so.

_ Now my-submission, first of all, is that at some

level -- some layer of detail and precision it becomes
in some cases. irrelevant and in other cases confidential.

"Now I-am going to come to that; but first I think we can
save some time - and I'did-communicate this information
to ny learned friend: there are only 4 categories of
information that I am going to be arguing about. I had

- hoped by that telling him the categories which we had
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hoped not to have to give detail on we could solve
_ the whole problem, but he doesn't agree. So the

" categories are the following: the. charge paid to
Bell Canada for .the use of that computer -- that
»digita] computer, which charge includes a -- the get-
ting from the Quebec border to Montreal. Second cate-
gory is the allocated portion of the ¢apital cost
CHAIRMAN: More slowly please. S

MR, CASE: The allocated portion of the capital cost
of the direct distance dialing network from here to

the Quebec border; and the capital. cost of the --
sorry -- third category, capital cost of the dedica-
ted facilities from Saint John to Fredericton, Saint -
John to Moncton, and Saint John to Shediac. So that
is the -- sorry -- and a fourth category which I guess
‘I think of differently.. That has to do with market
forecasting. -
L Ibid > pp. 30- 31

- The Company S concern was w1th compet1tors only as 1t was at
pa1ns to point out

MR. CASE: I should make one thing absolutely c]ear
There is no information which the company is not
prepared to disclose in confidence to the Board. I -
want that clear for the record.

Ibid., p. 29

~ The intervener aSserted that if he were deniéd these vital
details qin cross-examination He would be effectively preventéd,from
presenting his case.

We know what the service is. We know what the
rate is being charged; but unless we are entitled
~ to have a right to cross-examine -- unless we are
- able to see the documentary evidence - the memoran-
dum that is being filed, there is no way we can
- effectively make our case clear to you. In fact,
there is no way that we can even say whether the rate

A . may be justifiable, unless we see the make-up of it..... h

. We did not opt to bring in this service. It was
the N.B. Tel Company, and knOW1ng that they must be
regulated by the Utilities Act. It may be in the
interests .of confidentiality, albeit.. I am against.
excluding. the press, and it would be that maybe we
could go into some form of in camera session where

we would have an opportunity to review the material
and-also the right of cross-examination; but I would
strenuously object to any Wateria] coming in that we
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did not have an opportunity to review and question on,

or having any limitations other than ones of relevancy , :

'1mposed with respect to the witnesses. -
Ibid., pp. 50- 51 53

The Public Ut1I1t1es Act was silent on the 1ssue of confiden-

tiality and counsel.for the Company was forced to analogize to the

decision of the Canadian Transport Commission under s. 331 of the -

- Railway Act. 1In the face of the normal requirement of full disc]osUre -
in rate hearings the analogy was not of much hé}p.v | | |

MR. MURPHY: - Can you'give us any authority either in the

Telephone Company's Act - the N.B. Tel Act - the Board

of Commissioners of Public Utilities - we have the r1ght

to exclude normal cross-examination? '

MR. CASE: Can I give you specific. author1ty7 No, Sir. -

I should state at the outset, unfortunately we are oper-

ating under a relatively ancient statute as far as communi-

cations are concerned. . —
Ibid., pp. 55-56 ‘

Commissioner Murphy perceptively summed up the dilemma facing
the New Brunswick Board of Commissioners of Public Utilities. |

I realize the problem you have here -- I mean the - -
Telephone Company shouldn't have to disclose all its
inner workings. Yet at the same time I can't find any
authority, nor do I know of any authority where we have -
‘a choice to exclude certain evidence. I haven't made a

~'research of this, but right off the -- right from the
beginning I am concerned about this. I don't want to
go to the Appeal Court and have them say -- have those.
very able men learned in the law say: Well the Board
should have known better than not to allow the natural
justice. MWe are faced with the position where I am not - —
unsympathetic to you. T understand your problem of dis- : -
closing all. the inner business of the Telephone Company.
Yet, on the other hand, I can't do'anything but give
very deep consideration to Mr. Turnbull's argument.
You just told me you haven't any legislative author1ty
to quote me.

Ibid., p. 56 . -

The Board eventually ;uled jn favour of disclosure subject only

to a residual limitation on cross-examination.




After-giving a good.dea1 of study to this partic-

“ular question of the extent of the cross-examination on,

~ the part of the intervener, the Board has. decided that
we will proceed and allow cross-examination in the
interests of natural justice; but if at any point we
find that there is evidence which may be required to be -
given which would adversely affect to a serious extent

. the information available from the telephone utility,
which might in turn affect adversely the subscribers to

. the telephone company, then we may very we11 consider

~ restricting the cross-examination.

Transcript of Hearing, April 11
1973 In the Matter of the F111ng
by N.B. Tel. of a Rate for a New
Service (Bellboy) at pp. 1-2.

The rate proposed by the Cdmpahy for the Bellboy service was

"approved without reasons, in January, 1974.

An amendment to the Public Utilities Act dea11ng with the

lisSué of COnfidentiality‘was introduced by the government early in 1974,

Bill No 40, An Act to Amend the Public Ut111t1es Act, 4th Sess. 47th

Leg. Ass.

23 E11zabeth II, 1974 s.2.
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Significant Events in Atlantic

Telecommunications Development:

Prince Edward Island

1947 =- majdr rate case. Dealt with whole question of
rates with reference to revised exchange classiciations and partic-
ular reference to Charlottetown. |

-- Tack of regu]atory experience. The Board acknowl-
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edged that inutility regu]at1on matters it must 1ook to the examp1e of

the "exper1enced" Board in Nova Scotia, to the Company's officials who -

are "experienced in Public Utility transactions". (pp. 28-29)
-- financial return to the Company. "In our midst we

look with approval on persons and Corporations,:which, in a competitive

enterprise, have expanded their undertgkings out of earnings in recent '

'years And if, as a regu1étory body, we should deny the similar
right, within limits, to a contro]]ed monopoly', and, as ment1oned
above, we would rob the 1ndustry of any 1nducement toward increased
investment". (pp. 29-30)

-~ telephones and the "law of increasing;returns“.

"It s an'elementary principle of economics thét,'in the production
of most commodities and in the furnishing of most services.by the Taw
'of'incréasing returns, the gréatér the production ihe Tess proportibn—

ate]y become the cost of production. However we must confess that we

were greatly surpr1sed to 1earn that it is recognized over the Pub11c

: Ut111ty world that the law of 1ncreas1ng returns cannot be app11ed to

the supp1y1ng of telephone serv1ces." (emphasis added) (p. 31)




-- rates to be charged jn Charlottetown Exchange.

The rate'must'take into account the extra cost of fUrﬁishfng~service

'innjarger'ekchanges and the increased value to the subscriber of the

service. "It follows then, that, since the subscribers in the

Charlottetown Exchange have access to more than three tinles as many

'people'aﬁfhave those of the Summerside Exchange, they should be pre-

.pared to pay extra for that added service whén extra revenue must be

provided for the Public Utility supplying it." (p. 35)

-- residential/business rates. A significaht differ-

ential was juétified. A residence phone is to be classed as a
" "convenience" while a business phone "...has become absolutely

indiSpensable and invaluable to the-business wortd". (p. 35)”f

~ . -bi1ling and accounting. 'An intervenor clained

'that‘itiéhould be done on the Island. "Realizing that the matter is

~ Within our Jjurisdiction to determine, we have decided to leave it for

further consideration".

-~ dial service. "While the question of installing

Dial Service has been'urged, the commission agrees with the Company's

' argumeht that no change should be made until the present switchboard

is more fully .depreciated, thus saving considerab1e expense to the

subSCribers"."(p. 36)

- 1ndépendent telephone companies "While independent -

{

.Te1ephone Companies in earlier days did much to contr1bute to te1ephone

z_serv1ce in the Province it has been- found that many of those compan1es

now do not prov1de a service comparab1e with that provided by the

'IS]and'Té1ephone Company. - The chief reason being that the smaller
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.coﬁpaniés haﬁe come to realize those facts and have‘entered into
négotiatiqn§ with the Island Te]ephoné Company to haVe that Company
take over the operation of their Tines, the chief among which being
the Cavendish Rurai‘Te1ephone Cbmpany; Limited, with severé1 other
applications pending due to the shortage of materials and equipment
of a type feduiréd to bring the lines up to the standards of the |
Island Telephone Company Limited.

1949 -- ruré1 teiephone companies. There was a number of o
‘Hearings tb deal with complaints of inadequate service. (See 1947,
above) | | | |

-~ meeting between P.E.I. Federation of Agriculture

and Board at Board's initiative. The Federation'strqng1yvurged the .
.continuation of rurai telephone compaﬁies and urged the appointment
of a £e1ephoﬁe inspector. The Federatioh_was opposed to the Island
.'Company:taking'over and operating all the te]ebhones. "Commissioner
Brennan; sbeaking,for the Commission,'exp1ained:that.inquiries had been
made concerning conditions in othér Canadian Pfovincés as well as in
SOme of the Stdtes of the United States, and that the appbintmentlpfv
Telephone Inspectors had not met with success.in any known case,é]se-
Where,.énd-Conéequehtjy‘there was no reason to expect any greater
succeés here. The delegation was informed that the Rural Telephone
:Companies_had the remedy in their own hands, but the cost to insure ade-
quéte service_wouid be, in the main, more costly than that furnished in
fura] areas by .the Is]aﬁd Telephone Combany.“ ‘ | |

1§§§_7% major rate abp]icatioﬁ, In its 30 page judgment

_the Board dealt with the whole range of regulatory matters, including,
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| f-‘ basis of regulat1onv "The public utilities under
th» control of this Comm1ss1on are privately owned and therefore
branches of free enterprise, subject, of course, to the regulatory
powers.of the Commission. And being private]y owned the capital
required for the operation must:be supplied by the investing public.
And no investor will be 1nterestedkin p]acing‘his money in any project

unless it is to him financially attractive...;lt;is the duty of the

fRegu]atOny Body to see that a public utility is permitted to earn such

fair return as will insure finahcia]‘stabi]ity as to existihg cqpital

- and that the required W1111ng 1nvestors will :be found to furnish such

3cap1ta1 On the other hand, however, those who use the service pro-

vided must a]so.be;protected-sq that they are compe]]ed.to pay ho more

- .. for service than the reasonable and fair’requirements of the public

utility demand." (emphasis added) (pp. 39-40)

| - --  Current return on Earnings Base only 4.55% and
~thus "...consideration must. be directed in barticu1ar to the program
of expans1on now necessary to perm1t the Company to render sufficient
- and adequate service in this Province affected as it is by the forces

-of. inflation which tend to strang]e development in pub11c utility

~ expansion". (emphasis added) k(p. 42)

‘ billing in Ha]jfax._ Cost clearly greater if done
in Charlottetown. "Desirable" that'it be done'localiy but no change
fordehed.' ‘

relationship of sekvice.and rates. It was argued

that there should be no rate>1ncrease until quality of service improved
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to thch the Cbmbany replied that service could not be imprOved‘wfth-_
out a rate increase. In dealing with thfs classic "cért and horse" |
regulatory' conundrum, theVCommission cited ‘a number of American cases
and éoﬁc]uded that any inbrease grénted should be accompanied by an
ordér for improvement of service. (pp. 45-46) ‘
4 - computation Of'"Earniﬁgs Base". The mosi accurate
method would be to appraise the entirevproperty of the Company used
~and useful in furnishing service less depreciation;  "This wbu]d be
a very cosﬁ]y procedure, the expense of whjchvwe do not be]feve to be
wérranted for the reason that the Company is now and'has been operéted
viﬁ a manner almost identical with the Maritime Telegraph and'Te]ephone
Company which is required [by the Nova Scotia Board] to keep_an his-
torical record of items of p]anf representing.capital'investmeht.ﬁ
- Therefore the Commission adopted fhe Company's figures -and "...no .
'seriods‘objection was raised to their acchracy...“o‘ (p. 49) |
B - depreciation rate. That set by the N.S.B.P.U.C. in
regard to M.T.& T. (p. 49)
| - impoftance of comparisons of;rétes with other

.At1anticlProv1nges., (p. 53) |

R -~ dial service and improvement of service in
Charlottetown. ~Company was not in a position td,provide dial service
'a]fhough their app]icatibn for a rate inCrease‘was predicated upon the
o provision of sdch service. The Commission as a result refused to
grant higher rates and granped on1y an iﬁtefimArate increasé until
‘dial service installed. ‘

The Commiséion explained that it had not §ought dial service
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in Charlottetown at an earlier date in order to allow for the maximum
depreciation of existing manual equipment. -"We feel that, apart

altogether from the necessity. of having our service in line with

advancing times, the course being followed is in the best interests of
sound economy and therefore of the'subscribers of the exchange generally".
v"'(emphasis_added) (p. 54) | |

L -~ relationship between rates’and service. Throughout
this judgment there is a strong emphaSis on an improved service commit-
ment as én éssentia] element fbr-a rate application. This was broughf
out clearly at the close. "The subscribers are entitled to have the
serviée_for_which they pay.and the Company's only business is to provide
- service. Therefore this rate increase is granted on the EXPRESS under-
'standjﬁg that efficient and adequate service shall be furnished.in all

~exchdnges throughout this Pronnce-and'fai1ure on the part_of the

o Company.may be treated as sufficient.gfound for reduction in rates _

wéchrdingly.“ - (emphasis in original) (pp. 54-55)
' | -;,-§a1ary and wages. While denying any juriédiétion
tb govern wages as such the Commfséioh viewed with alarm the rate of
f]oss of qualified people to other Provinces‘because of uncompetitive
»sé]afiés. Therefore, "in the interests of efficient and adequate
service“‘the Board urged that salaries be made competitive. (p. 55). -
| .lggg_-- dial installation for Charlottetown_Exchange.

'ATmost complete. "The operation of -this new equipment will certainly
give great1& improved telephone service, which for some time past has
' ;.béen far from good owing to.the bvercfowding of existing switchboard."

(p. 9)
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1954 -~ trade union dispute. Under the Trade Union Act

~a labour dispute involving a public utility could be referred to the
Commfssion.' In 6ases 6f this nature three matters had to be inquired
‘1ﬁto. (i) Were the employees in need of a wage ihcrease, and if so
_how muéh? (2) Is the Company in a position to meet the added cost

of a wage 1ncrease'6ut of the revenues to be derived from the eXisting'
rate structures? (3) And if not, what effect would a general rate
~jncrease have on the revenues of the»Company?

B -~ The Commission restated its views as to loss of =
skilled emﬁ]o&ees as set out at page 55 of the 1952 Rate Case., (See
above) | |

-~ . relationship to M;T.& T. One suggestion made to
thevcbmmission,was that as a subsidiary of thé Nova Scotia company_
1funds wou]d be forthcom1ng from that source. This notion was firm]y
: reJected "One cannot 1mag1ne the Board of Comm1ss1oners of Pub11c
_ Uti]ities of Nova Scotia perm1tt1ng the Mar1t1mevTe1egraph and Tele-
phone'Companylto divest from its earnings any sum of money by way of
subsidy to the Is1and Telephone Company operating outside Nova Scotia,
ahd'tﬁat very charge was made befoﬁe the Nbva'Scotia Board -at a.
'recént Telephone Rate Hearing.' But even if it weké pekmitted, it |
‘.wou1d not be fair to the shareholders of [M.T.& T.] to have their
. prof1ts in Nova Scotia syphoned off to make up for deficiencies in-
this Province...The Nova Scotia shareho1ders, would doubtless 1ns1st
that the'non-paying'project be abandoned. And history will affirm
that Island owned and contrﬁl]ea pub]ic'uti]ities have not in general

'met with ahy reasonable share of prosperity." (pp. 43-44)

—
-
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-~ rural telephone c0mpanies. -Stil11 cannot provide.
-adequate service and inherently lack‘the-ability fo do so. In the
 "better areas" local companies are transferring their lines to

‘Istand Tel. "...which immedihte]y proceeds to improve service".

.~ (pp. 55-56)

g _]ong d1stance calls has been the subject of comp1a1nts and we have been

1955 -- - regulation without tears. "In so far as conten-
. tious mafters with the Island Te]ephone Company Limited were concerned,
the year-ciosed was the quietest since the present Commission assumed
office.v of the minor matters which did arise a telephone conversation
wasrailhthat was required to bring about adjustment or settlement.

(p. 22) | |

| -- rural te]ephone companies.  Still a source of
froub1e and "...as prev1ous1y reported the Comm1ss1on is genera]]y
hbwerleSS'toApVOV1de any remedy due to the fact that those responsible
_are-dnwilling to raise the funds necessary to meet the requihements".‘ '
(p. 23) |

lg_g_f- ice damage Island Telephone had to cover some

.?$350 000 in storm damage dur1ng 1956 by way of a special issue of
: -.pheference shares of company stock. (p. 13)
E '1958 -- servibe - Island Te]ephone "Throughout the year
the service rendered by Is]and Telephone Company to- 1ts subscribers on
Aca]]s within the prov1nce cont1nued to be of a reasonab]y sat1sfactohy
A nature - However, the matter of both. 1nter—pFOV1nc1a1 and. international

".adv1sed that the Company is d1rect]ng its efforts towards~1mprovement

in thdse.matters and that satisfactory results may be expected before
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the end of 1959." (p. 27)
o - -- service - rural telephone companies. It continuesv
unsatiefactohy. "Kith the«advencement of the rural electrification -
‘program the improper,design of many rural telephone company lines has
,kesu1ted in much e]ectricaT‘ihterferehee on them which can only lead
 to the further deterioratioh of fhe sérvice. Probiems of this nature
“can only be. reeolved by c0mpetent-engineering persbnne1 whieh the
B compan1es are financially unab]e to provide." (p. 27) |
1960 --- first introduction of plowed cable in Prince Edward
Island. "This departure from former methods is of great s1gn1f1cance
in future plans for thﬁs Province". (p. 70) |
-- joint use.of bo]es}“A set of principles to cover
these arrangements was drawn up by the Commission. and under the1r
terms several prOJects of joint use have been carried out. The terms
 of these agreements are set out in the Report. (p. 71)
| ' -~ _rates set, for co]oured handsets and Princess

. |
1961 -- rural te]ephone compan1es - The rapid rate at which

qteiephones (p 72)

’Is1and Te]ephone ‘taking over 0ut11ned (pp. 13-14)

1962 -~ rura] te]ephpnevcompanies. "The coverage of te1e—
phohe eervice within_this Province by IS]and_Te1ephone;Company Limited_
conﬁinues_tb grow as more and more rural telephone companies surrender
their‘franchises,to accept service from the Island Telephone Company . -
Limited." (p. 23) | |

| The following deeisioﬁ’dea1inQIW1th a stubborn rural . company

shows' the determination of the Commission to rationalize service in the
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héndé'df is]and Tel.: The Iona Rural Telephone Service--"The service

i to-the Iona area was originated many-years'ago by the local merchant

and the Parish Priest. After years. of bperatibn‘the partieS‘pagsed

" along and the service was allowed to deteriorate. A few years ago,

- with_approva] of the Commission reluctantly given, a new group commen-

ced service. This venture was never wholly successful and rapidly

deteriorated to a point where complaints were being made repeatedly.

"After much delay occasioned through inabi]ity to get the required pre-

{-11m1nary steps taken by the complainants, the matter was set down for

public hearing on the 23rd day of January, 1963.

'”"After hearing the evidence of witnesses both against‘and

: for the ex1st1ng serv1ce, the . Comm1ss1on intimated to the owners of the

ex1st1ng system that 1mproved service would have to be. prov1ded in the
area and adJourned,the hearing until 6 February 1963, when a,report,

woqu'be*gfven.ﬁ When the hearing was resumed, efforts were being made

» to”réach~é»sett1ement and on 11 February 1963, the Commission received
'a're1éése of the area to Island Telephone Company Limited conditional
: on”fﬁé_gxisting’]ineAbéing retﬁrned'io its owners when. the latter

: Comabﬁy.wou]d‘install its own systéﬁ'for‘the area. This was approvedf
~and Ié]éhd Té]ephdne Company Limited"was_adthoriied to enter the area’
'“and serve cus tomers there1n - As é'result thereof, that_Compaﬁy is now

.7 prov1d1ng service to the area." (p. 24).

e rural expansion programme.’ With the decline in

the- number of rural compan1es Is]and Tel. has embarked on_eXtensive

'.’expans1on programme~1n rural areas. ‘Buried cable was used extensively

(see, above, 1960) and new- service provided as well as covering areas



. with the operations of pub11c utilities as long as a possibility re-

e ut111ty to dec1de at 1ts.next annua] meet1ng, or at a genera] meet1ng
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.previous1y served by rural companies. (p.’24)
| - - erural telephone companies. The'Commission,handed - =
down.another strong;decision in a case involving the E]]ers]ie;Conway
Telephone Company Limited. The company claimed that it could provide
-~ adequate service despite the comp]aints levelled against it at a ‘ ' ‘}" -
: pub]ic hearing. The Commission concluded that service was 1nadequate g
.the: 11nes are old and in a sad &tate of disrepair. No proper '- S -
' -system of maintenance is in effect, and evidence was given that barb
wire had been used'to make some repairs". |

| To the Commission the only quest1on was whether the ex1st1ng
ut111ty shou]d be allowed to cont1nue or be replaced by another |
‘(Island Te].).' The matter could not be resolved simply by tak1ng a . R -

-_Vote'ofvshareho]der/subscribersﬁ "If the,majority of shareholders

Aevoted to retain the existing service;.the rights of the minority to have

adequatetservjce would still be thwarted and under utility regulation

B “the rights of minorities are to be'protected.". (emphasis added) (p. 29)
| ' The Commission expressed the view that it could allow in. e—
| Island: Te] to prov1de an alternative service in the area. ‘ Rather than

do th1s the Commission set out str1ct requ1rements for the rura] company

. to follow. "However the Commission is a]ways reluctant to interfere

S mains of sat1sfactory service being prov1ded by the existing utility. | C—

Therefore, the decision is that an opportun1ty be g1ven to the present

-

j'to be ca]]ed for such purposes, w1th1n one month from th1s date,

o whether it w111 undertake to .up- grade the te]ephone service-in the area



1n accordance with the fo110w1ng requirements;-=

(1) To furnish this Commission for approva] beforehand

- blueprints and plans for the construction of lines adequate to serve

" the area, all construction to. conform with modern engineering practi-

ces;

h (2) -To construct such lines and install such equipment as
will be readily useable on conversion to dial service;
| (3) To restrict the number of box-holders on any line to

a maXimum'of ten, with provision for future expansion and additional

- customers; -

© (4) To use only such equ1pment as w111 match with other

d'telephone equ1pment as prescribed by Section 3 of The E1ectr1c Power

| *and Telephone Act;

(5) To keep adequate books and records in accordance w1th

‘the'dniform system of account1ng as prescribed by the National Assoc-

1at1on of Ra11road and Utility Comm1ss1oners,

(6) That all moneys of the utility be: kept in a bank account

"entered in the name of the ut111ty

"The Commission feels that by the 15th day of November, A D.

]963 the ut111ty ‘will have had suff1c1ent time to make its dec1s1on

J'known~to this Comm1ss1on and~un1ess assurance is given by that time
"'-that the forego1ng requ1rements will be met w1th1n a reasonab]e t1me,

_'1t w111 be necessary, to order that alternate service be. provided for

the anea. (pp. 29-30)

Such was the decision of thé Commission and it is not sur-

- prising to find the foilowing by way of a postscript to the decision:

y : ¢
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”Feilowing the foregeing decision, and wfth{n the time
Timit therein prescribed for action, the Cdmmission was formally
nOfified of the release of franchise by E11ers1ie—Conway Rural
Te]ephone Company Limited. Fo]]owiﬁg this, approval was given to
‘Island Te1ebhone'Combany Limited to enteb_the area and it ﬁow serves
the area." |
| 1965 -- general rate increase. Matters of particular

: ihﬁerest 1nc1udei | |

o Ean lack of pub11c interest. Notice of Heering widely,
but unsuccessfu]]y, advert1sed to pub11c This was considered to have
van adverse affect on the workings of the regulatory process for |

although the interested pub11c were invited to attend and be heard,
the pub11c demonstrated Tittle interest. Consequently, the,Comm1ss1on
~ had been deprived of,sueh ass1stance as might have been given to it
by-an inferested'bublic, and is placed in the‘uhfortunate rele-df'
be{ng.both judge and advocate." (p. 22) | ‘

-- Tlabour costs. "...an exam1nat1on of the Tabour

1costs of the Pub]1c Ut111ty in question W111 show that great str1des
| have been made by it to bring 1ts week]y wage to staff from a pos1t1on
far below ma1n1and f1gures to a pos1t1on of re]at1ve equality, thus
‘_add1ng greatly to the expenses arising from_the normal. wage increases.
It'ehou]d bevpointed_out, howeyer; that efforts to place company wages
“on relative equality with_main]and rates were imperative for otherwise
the eompany wou]d'continqe te serve on1yfas a training school for
staff to be Tost immediately to'higher,paying jobs on_fhe*meinland."
(See, above, 1952 and 1954) - |
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-~ necessity to maintain nation-wide standards of

" service.. "However, the'transfer to Dial Service will not be the
',sbie cause of additional capital outlay. Media of news communica-

- tion are changing rapidly, and there is no such thing as a telephone

uti]ity retaining the status quo. It is true that this Commission

‘has. the legal power to restrain capital expenditures. But to do so

- would be to deny the persistent demands of the telephone subscribers
- for. improvements in service which are éonstant]y becdming~ava11ab1e
nthrough'improvements in telephone equipment designed to meet the
"i.demands of a competitive world of business. MWe feel that to do so
-would leave the subscr1bers in th1s Province with-telephone: fac111t1es

’ 'unworthy of the Prov1nce s status in the.Nat1on.- Our duties, as we

see them, under the existing legislation, do not permit us to_take

3,th1s negat1ve stand On the c0ntrary'we deem it our duty to see that

s :the te]ephone services w1th1n th1s Prov1nce9 as well as the facilities
'foracommun1cat1ons with places beyond Provincial. limits, are reasonably
~ona par with those which. subscribers enjoy elsewhere in the Country.
"tBut;;We'also realize that 1taiS'nur resbonsibi]ity to see thatvthe'
. rates Whieh subscribers are hequired to-paytfor such seruice and facii- :
'¢1t1es are fair and reasonab]e in the 11ght of all relevant factors."

" (emphasis added)” (p.. 24)

-- rates and service. Commission reminded the Company

" ;that fbr‘13 years 1t had been in violation of a regu]ation-]imiting

e the number of subscribers on multi- party 11nes to 16. "While the Com-
'tm1ss1on is not unaware of the applicant's many prob]ems 1n the adm1n1s— '

' trat1on of 1ts te]ephone system, it is .now fe]t that the cont1nued



ignoring of the service regulations Tlaid down in 1952 can no longer
‘be overlooked and it must now be insisted that steps be taken to
ngrade multiparty service without any undue delay." (p. 25)

No rate increase would therefore be grahted for those sub-
scribers and $10,000 p.a. involved. In so doing the Commission turned
Mr. Waller's words back on him that "service is all that the Company
has to sell". (p. 26)

-- business/resident rate differential. The Commiséion |
" noted that “"additional value" is the.acknow]edged ground used to justify'
this differentia1 but went on to concede that the exact amount of
differential fs a matter of judgment to be left to the Company. “Thét
no exact formula.has yet_béen deﬁised for the determination of rate
differentia1s‘can cause no surprise to anyone. 'For‘what possible .
mefhod cou]d be invoked to detérmine that in éAgiven éxchange_group a 
business telephone can be worth $1.00 or éﬁy other figure more than the
same equipment would be to a private residence? It would seem/then that
while the factor of the value to the subscriber is certainly a recogniz-

~able one, it cannot be ascertained with certainty, but must be arrived

at in an'arbitrary manner after considering all the additional Qggg_of
Supp]ying the service. However,-whi1e,recognizing‘that’ho formula cén 
be‘app]ied to‘determine the proper differential, we are unéb1e<to say
that the proposed ones are out of line when.viewed in:relation to known
Factors. " (émphasis added) (p. 27) | |
| 1966 -- Plowed Cable. It {s of interest to note‘that in the
revised depreciation rates of 1966, Aeria1 Cab1e was put in at 3;5%'and

Undergrbund Cable at 2.7%. (p. 18)




“1:7 frunal telephone cempanieS; There were only a
| - ..T" “ h';"Veryafew“ now left in operation, in: fact, 4 companies with 83
| subscribers. (p. 19) | . |
| 1967 -- labour relations. Hearing held to resolve dis-
. ':ie{‘> -pute{‘h"In.thfs regard, the Island Telephone Company Limited made an

~ ample preeentatfon of their,side‘of the case. No evidence as to the

;h}-f' © . employees'case was presented. This decision on the part of the'em-

ployees to'refuse to make a case presented the Commission with a

© difficult problem..." (emphasis added) (p. 17) As a result the

-Cpmmieeion concluded that it could not make a decision until it heardf
from the Union. (p. 20) o o
a“:;le;_, ?hvieii . } ‘ 1969'-4 hotel and mote] charges These are neghlated private
. - 'i.lbranch exchange serv1ce Aprﬂ 1969 heamng heldyand the local message
| | ."nrate increased from ]0 cents to 15 cents (p. 13)
A"Note Th15~1s a sharp about face by-the Commission. In 1965‘the5Comnis-
g }s1on had f1rm1y reJected any notion’ of a s1m11ar rate 1ncrease "We -
E?fohia‘[-.: ; . "have given consideration to.this matter and we ‘are not conv1nced that
o h representat1ves on behalf of the Innkeepers Assoc1at1on have substan-
" tiated need for such increase. MWe think that telephone eerVice in

'hotels and motels, shou1d, at,]east partia11y; be‘treated‘as an induce-
_ ,“ment to travellers to avail themse]Ves of the befter c]ass-accommpdafion .
;J'inje',v’~:,-:for ‘which they are requ1red to pay substant1a11y h1gher rates. ' (1965
| L3 27 8). | o o
o 1970 -~ general rate app11cat1on | The decision dea]s:"

_generally with the need for a rate increase in conventional terms (cost

- of capyta1,_1nvestor confidence, forces ofe1nf1at1on, demand for improved:




sefviée, etg.) but there are a number of issues of interest:
- _mu]tipaktyllihe service. Very considerable
; improvement siﬁce 1965 Hearing (see above).
-- Souris Exchange; Strong complaint made concern-
1ng.service. This exchange will not be included in rate incréése

until service switched to dial. (p. 17)

-~ special request chafges (Tuxury items). Very sub-

~ stantial increases. Evidence df-Mr. Waller as adopted by the Commfsf
“sion inciuded the following: "None of our rates are based on costs.

They recognize to the best of our ability relative costs and re]at1Ve

‘va1ues'df service and so Qn..;whét.we are app1yjng ?or'rea11y...is

“what we consider to be a reasonable increase in-the source of revenue

- -that we generate in service reque$t‘éﬁg§gési bﬁf not. to the point of

- making it a prohibitive rate." (emphasis added) .(pp;_17—18)
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