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INTRODUCTION AND SUMMARY

ThlS study addresses the question of tariff objectlves, and their |
relatlonsmp to the tariff, of Maritime Telegraph and Telephone Company
Ll.mlt_edl- within a.framework of optimal resource allocation. ' The tariff

is the price list for the different regulated services provided by the'.

Company and the tariff objectives are the goals and princ:iples2 which

provide the rationale for the tariff.

The study develops a decisibn-—meking framework for the regﬁlatory
process in Nova Sootia which will provide an explicit rationalization .c.nf
the allocation of resources being made to the telephone system and which
will provide an ongoing assessment of the syste.m"s performance. . This
decision-making Framework has three major components: _ a goal specification
process, a tariff determination process and a mniborilqg‘pmcess.

1APart.;i.crularly at the present tlme, the Provinée of Nova Scotia must
be concerned with achieving an efficient allocation of its scarce resources.
The resource allocatien wh:Lch will be made to telephene service will be
influenced by the goals of the tariff and the tariff which results from
those goals. The specification of goals is thus of prime miportanc_e.

The tariff, because it influences the demands made on the tele-

. phone system and the ‘Company‘s ability to satisfy those b_'_lemands, will be

1 Referred to hereinafter as the Company. The tariff objectives and the
tariff itself are developed by the Company and are:approved by the Board
of Commnissioners of Public UtllltleS of Nova Scotla, hereinafter referred
to as the Poard, '

2 This report uses the word goal to mean "the result or achievement toward

which effort is being directed" and the word principle to mean "an
accepted or professed rule of action or condu
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a primary instfument for achieving desired size and quality of sérviée
goals. The tariff determination is thus crucial £o goal adhievement,':
Once the goals and the tariff are determined, the degree ongoal
achievement and the performancé of the Compaﬁy in attémpting‘to secure
goal achievement are equally important; hence the need for a monitoring
process.A o
Chapters 1 and 2 are an historical analjsis of how ta?iff objectives

and the tariff have been determined in the past. The purpose of this is

not to determine whether the telephone system, and the regulation of that

system, has been adequate in the past; rather the prupose of the analysis
is to develop a decision making framework for Ffuture decisions. This
~is set out in Chapters 3 and 4,

- The Current Tariff Objectives

Historicaily,.the Corpany has developed a liét of‘tariff objectives
which are deemed to represent the goals and principles which the-tariff,
is designed to serve. At each rate hearing, these objéctives.are pre-
sented to the Board as the basis for the tariff being proposed. The,
latest Company statement Of tariff objectives, produced for the rate
hearing begun in September 1975 listed the followdng'obﬁectives: o

1. to provide maximm availability of telephone service of an
appropriate standard at reasonable rates,

2. to provide an adequate and fair rate of return to the Company,
3. to encourage system growth,

4, to encourage maximum economical development_of'better grades
of service, S

5. +to encourage long-term use of service,
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6. to apportion scwe part of oosts_éééinst'particular..Subsctibers,
7. to pro'vide for economic Operation,'
- 8. to pmv:.de for simplicity of adm:.m_stratlon.

The kev ph_losophy behind the mterpretatlon of the objectlves is’

" the Company view that the teleghone system is a single integrated net-

work. Various oategories of service and users are identified for pricj_ng
purposes, but the basic Dhilosophy behind the objectives and hence the

level and stx ctL.ra of rates is the total system- concept. This system

-wide concept of service leads to a system wide concept of pricing‘Which

results in individual prices that are intended to reflect the overall

value of the system to any individual. customer and relative differences

' ~in the value of service to dJ.J_Lerent customers. The overriding Company ‘

objective is to maximize the total Value of the system;

" Over time, the.Board in its written decisions has endorsed the
objectives advapced by the .Company and has, with a few exceptions,
app;:oved the Company's tariff proposals which were aooepted as following
from t-he objectives.

’I‘be Object:wes in Practice

The analysis of Chapter 2 examines the Company s objectives in terms

of the role which they are designed to fulfill, their ability to perform

that role, and their relationship with the tariff which has actually
emerged over time. | -

The analysis of the role of the objectives suggests that, in theory,

they should represent the goals that the 'telephone system in Nova Scotia

is expected to achieve. Some of the objectives such as "economic operation",
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"smplicity of administration"; "long term use of seérvice" and’ "’ma}d_mum‘
econcnical development of better grades of service" are, however, shown
to be prj_ncmles of rate making, rather than tariff goals, Principleé
are an J.rwterrr@d_'l.ate part of the tariff process which can fac111tate Lhe
translation of goals into the tariff which is the primary mstrummt for
goal achievement, But in the case of those Company objectives which are :
principles, the goals which lie behind them are not always made explicit,
The anélysis shows that the relative importance of vafious prinéiples with
respect to system geals cannot be determined from the list of objectives
1tse1f | | | |
Some of the Campany's objectlves, in theory, can be seen as goals
of the system. However, the objectives are ambiguous, either because '
of the way they are stated, or becéuse, in their forfrrula"cion, there has .4
been little explicit input Fram either government of consﬁmers., As goaié
for the telephone system, the objectives imply an orderlng of soc1ety s ,’ ,
prlorltles as to the allocation of scarce resources. The legal monopoly
status of the Camwany implies a responsibility for the conduct of its
operation which may not always ba reqﬁired of a f:er operating in a com—
petitive environment. It is thus relevant to re-examine whéthef the'goéis

‘do fit society's priorities for resource allocation.

Beyond this, those objectives which can be interpreted as goals have, _

in practlce ; become principles. For example, 'the'objective of "maximum
availability of service, of an appropriate standard at reasonable rates"
has been translated in practice into the value of service principle and

the goal of "encouraging system growth" is viewed as a corollary of
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- "maximum availability of service". Hence it is concluded that in practice

the Campany's tariff objectives do not represent a set of goals for the

telephone system.

Since fhe objectives do not represent goals, the reiationship of the
objecﬁives with the tariff beéomes anbiguous. It is shown in Cha;?_ater 2
that there is more than one‘ set of objectives which can be made 'cons.iétenti
with the same tariff and more than one tariff which can be made consistent

with the stated objectives, There is thus no unique relationship betweén

the objectives and the tariff, The conclusion that there is no unique

relationship means that the present objectives are rio£ functionaily'ﬁséful
as detéﬁx?’inan‘CS' of the tariff. |

. ﬁone of the above analysis is iﬁtended to impiy that the sYétem has
been functioning inadequately; without a clear statement of the goals. l

being served, and the data necessary to evaluate those goals, such a

i jﬁdgement is impossible, Further, it may well be that the need for

expl‘iCit goal formulation has not been necessary up to this time. But it

will be necessary for the future.

The Need for Goal Scecification

Before any meaningful analysis can be done on the effects of the

© tariff, there must be a clear statement of the goals of the telephone

systém. The main focus of such goal specification revolves around the

- need for a rational tariff to achieve an efficient allocation of scarce

resources and as a means of campensating the Company for the services it
is providing.

The optimum size of the system and its various parts must be evaluated

(\{)



in terms of net social benefit.> An expansioﬁ of any part of the'telephone
system should be justified in terms of its net social benefit as oompared '
to other campeting uses for scarce resources within the telephone system
and,_ideally outside the telephone system, '

The Goal Specification Process

The role of the Board in goal specificatioﬁ should be 'thet of
interpreting wnat,w er guidelines had been stated by government and to other-
wise within its legislative mandate, establish the system's goalo, and the
.prlorltles following from those goals. It is recommended that there be
established special policy hearinﬁs, distinct from rate hearings to

a) define goals for the areas left to the dlscretlon of the
Poard within its lsgislative mandate, :

b) Amore specifically cdefine whatever goals may have been
defined by govermment at a broad level,

¢) allow for Company ard public input on l:he-. desirability
and implications of the goals and -alternative goal
proposals and,
" d) access the implications of the goals
The policy hearings would assist in the formulation of the goals and plans
for their jimlatentation »
Part of the goal specnf:.cat:.on process should include consultatlon
between Nova Scotia and other parts of Canada. The telephone system in

Nova Scotia. is not a self-contained entity; it must 1nteract with the -

3 A detalled discussion of the considerations involved in determining the *
net social benefit of an expansion of the telephone system and hence of

determining the optimum size of the system is set out in Chapter 3.
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' telephone system elsewhere in Canada and the world. Thus there is a o

way flow between policy decisions made in other jurisdictions and policy

decisions made in Nova Scotia,

The Board, in its role in the goal specification process, would have

particular responsibility for evaluating the impact of goals and for

- assessing their realism. A large part of such an evaluation could be

- accomplished by construction of a detailed, working simulation model of

the telephone system which would describe the demand functions, cost
functions, and technology of the system, as well as the financial position

of the Company.

" The Tariff De ermpatlon ‘Process

Once the goals have been firmly establlshed , the tarlff would
become the primary instrument for acco*npllshlng goal achlevement The
specific level at which prices are set will determine the system s. ablllty
to meet its size and quality of sexvice objectlves.

At the time that the telephone industry in Nova Scotia was in its

‘infancy,. and for many years following a goal of achieving universal

a.COeSSJ.blllty to the system may not have been mlsplaced And as a corollary

to such a goal, a tarlff designed to induce more rapid expans:.on of the
network, and that emphasized the total system concept of the network, may
have been more desirable than a tariff which assigned the full incremental
cost of an expansion to the direct: re'cipient of that expansion. ‘But at

a time, as .is the case at present, when universal access has largely besen

achieved, it is not clear that the social benefit, or total system benefit, . -
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of impfoved service does differ significantly from the benef.iit-of the
private subscriber who is the imnediate recipient of the improved
service, Therefore, it is recommended that more consideration ba given
to the cost-of-service principle and that value of service not be
treated as the basic pricing philosophy, as it :'Ls at present.

Certain social goals, if they are to be met, ahd/or ‘the presence
of externalities in telephone service may require prices in certain
parts of the system to ke less than the cost of the ihdividuel service
being pfovided. It is not suggested that value of service be 1gnored
but that cost of service be paid more attentlon. -

-Purther, if the goals are to be met, there must be an assessment .
of their financing since total system costs must still be recovered in

the aggregate. Alternative methods of achlev:Lng sub31d1zatlon of parts

of the system might be consicered. If the system is to he self—-:mancmg ) |

then there will have to be internal subsidization of some users and some
services by others in orde:e to meet certain goale. The incidence and |
magnitude of such internal subsidies must be explicitly rativonalizedy in' V
terms of the goals.

Usage-sensitive pricing, i.e., charging according to the use adtually
made of the telephone network, would be one way of. introducing prices
s that give more consideration to the cost-of-sexvice, and ‘also prov:r.de a .
reasonable measure of the value of service actualls Vi recelved The
implications of introducing more ueage sensitive pricing is one of the

areas recommended for further study.
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The determination of a fair rate of retum to the Compahy is an
important component of the tariff setting process because it is the

means of insuring continuing provision of service by the Company. It

should be viewed, however, in the context of goal achievement. One of

the ‘principle functions of the rate of return should be to promote
efficiency of resource use by the Company.

The Monitoring Process

" Once the goals have been specified and the fariff set, it Will- be
necessary for the Board to monitor the system in order to assess the
degree of goal achievement, the oontmuﬁg real.ji_sﬁl of the goals, and
alternative priorities which may be emerging. To exercise this function
fully, the Board will need cost separation statistics, a,niore‘ complete
understanding of thg existence aﬁd extent of externalities in £he system,
and.the' sinulatidn model referred to eai:lier. The simulation ﬁbdel ,. in’

particular, will be of considerable benefit to the Ifonitoring process as

well as the goal specification process.

An Qverview of the Proposed Process

Chap\,eru 3 and 4 descr:.l:x. a process for regulating the telephone
.lndustry in Nova Scotia that lnwolves three oomponents. goal speo:.flcatlon,
tariff cxetermz.natlon, and monitoring. The role of the government, the
Board, the Company and consumers has been partially outllned above and is
more speclflca_ly detalled in Chapter 3.

The aim of the proposed dec:.s:l_on—making framework is to (provide a

rationale for determination of system size, quality of service, the rate

‘of return of the Company and the level and structure of rates, The purpose
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is to achieve an efficient allocation of scarce resources on av'
rationalized basis.

There is no presurption in any of the analysis that the system has’
been performing iﬁadequately up to this time. Past experlence is aﬁalyzéd
only to highlight the desirable decision-making frarﬁe_work for ful:uré
regulation., It is not intended to imply J'.happropriate regulation in the _

past. 'Wi'thout eyplicit knowledge of the goals of the system up to this

time, and data with which to evaluate them, such a judgment cannot be made. .

For the future it is necessary to very clearly indicate what the goals
are and to evaluate the future performance of the regulatory process in

terms of those goals and their achievement.

(x)




CHAPTER 1

The ’T‘ar1 f Objec&.;wes of ‘»;araﬁ-:.me Telegraph and- Telephone

‘The objectives of the tariff of MT & T have been enunciaﬁed on a

. number of occasions by the Conpany and have been endorsed on each of those

occasions by the Board. of Cormissioners of Public Utilitiés. The most recent

statement of those objectives was presented alt the 1975 general rate

hearings.l In its presentation to the Board, the Company listed its tariff .
objectives as f01 lows:

1. To provide the meximum availability of telephone service of
an appropriate standard at reasonable rates.

2. 'To secure an adequate and fair rate of return to the
Company from its regulated activities.

3. To enoourage system growth.

4, To encourage the maximum economical development of
better grades of service. '

5. To encourage long tem use of service.

6. To apportion some part of costs against partlcular
subscribers.

7. To provide for economic operation.

8; To provide for simplicity of administration.

In l:his eb.aptel', each of these objectives will be analyzed from the
point of view of the Company and the Board. The Board's view ef l:he

objectives will be examined as it has emergedA over time through written

~ decisions on rate applications.

1
September 1975 (nu_meograph)

Metmrandum on Tariff objectlves, Marlt:lme Telegraph and Telephone Co. Ltd., "



Review of the Campany Position

In order to wderstand how the Company interprets the eight specific'
tariff objectives, it is iﬁ@ortant to first understand the Comﬁany's view
of the telephone system. The Company sees the system as one completely
integrated network. As an overriding objective, then, the Campany attempfs
to maximize the value of service of the network;rsubject to their finaneial
ebility to do 50.2

The tariff recommended to the Board by the Company is desighed to

generate revenues sufficient to recover the total costs of the system plus

a fair rate of return. Prices of individual services are not determined on’

the ba81s of the costs of p:ov1d* g those services for two reasons. -Firét,‘
to do sovwou;dﬂbe a contradiction of the total system concept which the Com;
pany advocates, and second, the Company does not believe that the‘dosts of
providing various eervices czn be determined accurately. Prices for basie
telephone service are determined on the basis of'relative'diffefenceé in the
value of basic telephone service to different classes of users. The major
emphasis is on the total system value and thus a tariff which will insﬁre
recovery of total eystem costs,

As cont a_ned in Lhe 1975 staterent of objectlves, the objectlve of
"oroviding the maximum availability of telephone service of an approprlate

standard at reasonable rates" translates to the twin concepts of (1) system

2 Although this objective is not explic¢itly stated as-one of the tariff ob-

- Jectlves, it was emphasized in the course of numerous interviews held with

Company officials that the value of service concept formed the basis of
the first objective.




wide service and system wide pricing, System wide service is the concept

of telephone service as a single, completely inteqrated service. System

.wide pricing derives from the Company's concept of system wide sexvice,
which means that the pricing policy does not recognize specific costs of
any particular class of service. This does not mean that the rate-rﬁaking

' process ignores costs, but rather that costs in the aggrega{:e mist be -

recovered, while at the same time, relative costs of similar services should

be recognized.

System wide service and system wide pricing are alternative descript-

ions of a pricing philosophy which has been known for a number of yearé as
value of service vricing. Value of service .‘pricing means tha’t\chaxges :

for telephone service are based on some notion of the value of that service

to the customer in question. This has 'led to a rate structure where the .

flat rate charge for basic service is higher in an urban centre than in

a rural area, the flat rate for single line business service is higher-

than. single party private residence service and the charge per main station |
increases as the mumber of subscribers in the toll free calling area increases.
This pricing practice is based On. the philosophy ‘that a phone becomas more
valuable to its possessor the greater are the number iof potential calls

which can be made at no additional charge. As an eXample » a resident of

Halifax can.call 20 or more different pizza houses with no additional

~charge, whereas a resident of Wolfville can call only 3 or 4 and a resident

~of Middleirﬁusquodoboit may have none which he can call. This is a slightly

.frivolous example, but it does embody the essence of-“the value of. service -

pricing philosophy as used by the Company to juétify charging for basic



telephoné service according to the number of phdnes iniai particular
exchange area.3 |

Value éf service pricing leads directly into the second objective, V
to "provide an adacmaz,e and fair rate of return to the Compény". In
reaching a determination of an adequate and fair rate 6f return, ithe Board
first examines the composition of the rate base;4 it then conéidérs what .
the allowable rate of return on that rate base should be so as to meke it
approximatal ve consistent with other existing market o?porturiities._ On
that basis, and with the Cowpany's operating costs and the need for revenue
to support futurs expansion and Irbdemization, the Board makes a determi-
nation of the overall revenus requirements of the Company. Thus the value
of ser\}ice' pricing concept lezds to a prlce structure whereby prlceq on
spacific services are adjustad so that the -total costs of providing
telephone service, includir;g a2 Board determined rate of return, can be
recovered from total revenues. |

The remaining six objectives are also, in most caéeé, viewed by the
Company as directly related to the Company's interpretation of its’
service objectiva, The objective "to encouragé system growth" is, to the

Company, a re—-expression of that part of the objective which leads to an

3 The preceeding diséu sion emphasizes the philosophy behind the rate

structure outlined, The Company, with that philosophy as a starting point,

looks at a variety of other information to arrive at the particular prices
charged and such things as the way in which exchange rate grouplngs and
exchange rate areas are defined.,

4 "Rate Base" refers to that portion of the Company s capital assets (plus
provision for working capital and materials and supplies) on which the,
Company is entitled to earn the "fair rate of return” set by the Board.




_encouragement of maximm availablility of telephone service. If maximm

“availability of service is accepted as an objective, in the view of the

Company it then follows as-a corollary of _that objective that the system
should be encouraged to grow as fast as possible since this will further
increase the aveilability of service.

The objective "to encourage maximum economical development of better

- grades of service" is also linked by the Company to the service dbjective,

. For example, it means that in the densely populated or urban areas a

s1gn1flcan1: proportion of subscribers should be serviced by mdlvn.dual

11nes. "“hls is viewed as a necassity in a densely populated area in.

“order to secure a greater number of subscribers and to avoid major com-.

plaints by a subscribing public which would otherwise be serviced by

- multi-party lines.. Hence the Company uses a rate schedule which is designed

to induce people to take individual line service in the urban areas.
A further way of fosteriz ng the develognent. of individual lj_ne service

in those places where it can be econcmically provided, and thus providing

_better 'grades of service, is the Company's policy of expanding its base

rate area bOLndarles to 1nclude areas which acquire urban characteristics.

| Once such peripheral areas become attached to the already existing urban

oore-, the demand for individual line service will rise.
. The purpose of providing maximum availability of service is to
enhance the Valuc of the total telephone system, Similarly, encouragmg ,

maximum eoonomcal development of better grades of service also serves Lo

- enhance the total system value.



The objective "to encourage long term use of service" is deemad
by the Company to be necessary to prevent subscribers who are users of

suwh services as large switchboard installations from imposing an undue

burden on the total subscriber body. If large installations, which are

expensive to install and represent a sizeable capital -commitment 6n the
- part of the Company, ares replaced too frequently, thé Company would incur
losses which would then have to be recovered from the general sﬁbscribef
body. In order to prevent this, the Company has proposed, and the Bopard
accepted, that the tariff require long term contracts for such i_nstalé
lations. | o

The sixth obj/ective 'is "to apportion scme part of costs against.
particular subscribers". Tvoically, this objective deals with itelﬁs
which are of,_a special character.

One of the major func:tions of prices established by‘this objective
is to deter demand .for certain services, rather.than to fully recover
the incremental cost from those making the demands. Afurther function,
in line with the first objective, is to recognize the relative éosts of
similar services., For example, there are some subsciibers who have -
frequent’requj_rements to move telephones, change telephones and have |
other work done. The Company's position is that these subsA’criJ:;ers
should not be allowed to shift part of these special costs.'to those
subscribers whose service requirements are low or stable; hence there are
special charges mades for changes in existing service. The Company also
levies special construction charges agaiﬁst subscribers who request
parﬁicular service which is uneconcmical for the Company to provide at

existing charges; As an example, a special charge would apply to rural




users who request individual line service where distance makes it
_unécon_omical for the Cmpény to provide such a service at régularv
rates, In all of these éases, a major function of the price is to
detef demahd for such services, rather than to fuliy recover the
:an:remental cost from those making the demands.
The Company also puts special prices on luxury items such as
speaker phones, coloured sets, contempra sets, touch tone sets, etc.,
which inpose additional costs but do not significantly enl}ance the basic
value of service. On these items', it is important to note that the
Company doss not charge a price soiely tb recover the extra costs whlch ,
may result, but rather, :Ll" many cases, prices the item higher than the
'dire.ct costs incurred. The difference between thé prices of these items
and the costs of these items is used to reduce the prices of service
to the general subscriber body. The Company's position.is that this
practice is not a contravention of its value of service priqing philosoi)hy' |
because these luxury items are not related to the provisién 'of. basic |
telephone service and they do :not significantly affect the value of
‘service of the basic telephone system. In this qé!se ' also,_.there>Ais N
often a deterrent element lto the price. The Compény is concerned .fhat
. new equignent.not make existing equipment prematurely obsolete. Hence
they charge more for certain equipment items such as, for exaxrv,r_;le,
| ‘coloured handsets, to deter the deménd. | |
'~ By the objective "o provide for eoondnic operation", the Company
méans that ‘the rate sched_ulé should enable the Company to take full .

advantage of managerial and technical improvements in the provision of

telephone sercice at the most economical cost. For example, one of the



results of this objective would be that base rate areas needvno._t be
related to the location of a switclu’hg centre, thus allowing ’;:he switch-
ing office to be placed in the most economical location. The switch-
ing centre, in terms of the definition of a base rate area, shbuld '
logically he sited at the centre of population; however, this mlght

not be the best location in terms of cost of land and other relevant
oonsideratiens. Zance, in the interest of efficient economic operatien, -
the Campany may lccate its switching office in one place, without
necessarily using that location to define the boundaries iof the base
rate area for purooses of rate determination.

Finally, the Cm@any has the objective of "simplicity of :adnu'nisi_ﬁra—
tion". This means that, subject to any constraints which the above
objectives may impose, the :e:z:z schedule should be as simple as pOSSJ_ble
s0 as to be readily intelligibis to both customers and company enployees.

. 5
Review of Roard Decisions

Much o" the above discussion is derived from 't:he Company's latest
memorandmn on tariff objectives which was presented at the 1975 general
rate hearings. The objectives are not, ‘however , in.any way new to the
Compariy. The exact same objectives appeared in the Company's application
in 1965 for a general rate xevision, V’I‘hose in turn, ivith very little
change, | are‘ the same rate objectives which are contained in the Cornéany's

application in 1952, In the 1974 general rate hearing ,' the Company

5 In calling this section, Review of Roard Decisions, it should be noted

that since the Board typically references Company statements in its
decisions, this section will also serve to further amplify the views
of the Company as they have been stan.ed over time.




suggested that the value of ‘sefvice priciﬁg phiiosdphy dated back tAo- at’

A least 191‘8.6 In general, the Board of Commissioners of Public Utilities .
has concurred with the Campany both on the objectives and on their |
interpretation. The following is,_- a series of excerpts from Board décisions
since 1918, \fruc;n indicate the Board's opinion, for the time in que:stion,

on the various tariff items selectéi. iny general tériff revision cases
are looked at, | |

. The 1918 Rate Hearing

In the general rate hearing of 1918, the Board noted the following
- on charges for installation and removal of a telephone: |

It seams fair to require the subscriber for whom the
installation or removal is made to pay for it instead
of making others do so. For instance a subscriber
may after having a station installed continue in the -
same premises for many ysars while another subscriber
may have his station removed year after year,
undoubtedly he is obtaining a great deal more service
and entailing much more expense upon the Company than
the subscriber who occupies the same premises for
many yvears, therefore he and he alone should pay for
such additicnal services and defray the added cost of
. operation which he throws upon the Company. 7

The Board's position with respect to service for business users in the
Halifax exchange area was clearly in favour of message rates rather than -

flat rates:

6 The basis of this position was a report delivered to the Board of
Commissioners of Public Utilities of Nova Scotia in 1918 by a
consulting firm from Boston, the D, B. and W. B. Jackson Company.

7 Report of the Board of Commissioners of Public Utilities, period

ending December 31, 1919, Halifax, Nova Scotia, page 93.




The unfairness of making the small user pay as much as the
large user sesimed to require no argument, the equity of the
principle of making a subscriber pay for just the service
he recesives ho*h_ng more nothing less, cannot, at least
in these dazs of high cogts and per31stant calls for
econcny, be guastioned,

The Board went on to add:
Another thing which the Board hopes to accomplish is to put
telephons users on an even basis so far as payment for

service rendersd by the telephone is concerned

This statement suggests that customers who are making equ1valent

demands on the telephone system snould pay on the same basis and that -

custorers who ars making different demands on the system should pay on

a differentiated basis.

The 1952 Rate Hearing

In the 1952 decision v the Board of Commissioners of Public

1}

Utilities on the Company's scolication for revisions to the general

tariff, there is a fairly lercitnw discussion by the Board of the

Cbmoany s tariff cbjectives. It is worth quoting at some length from

that decision:

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 directly with
the numbar of subscribers he is able to-reach from his
telephone, Other considerations have their influence on what
the service is worth and what it costs but the important
and easily determined factor is the value of the service as
determined by the subscribers.l10 . :

8 1bia., p.97.

9 1pid, p.99.
10
Decenber 31, 1952, Halifax, Nova Scotla, p. 138.
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The long and well established principle of rate making is
that televhone rates are made on a system wide basis. The

‘contrary was argued by Mr. Bethune who submitted in regard
“to exchange rates in the city of Halifax that Halifax

would be carrying the burden of other parts of the system
and the provosed schedule of rates carrying costs which
should be applied to tolls or other exchanges. It is
obvious however that as the size of exchange increases,
increasing and more costly facilities must be provided

© to supply the expanding service, and this is true of the

city of Halifax or any other exchange.

The Board went on to state that Halifax could not be treated as a .

separate unit for fixing rates, but rather that the Province as a whole

should be treatsd as a unit in fixing rates. The Board quoted a

decision of the Indiana Public Utilities Commission of 1948 12 which .

stated "exchange and toll services are not separate and distinct under—

takings. FEach supplements and adds to the usefulneés and_value of the

other and both are but parts of an integrated business operated as a-

whole". The Board further discussed the rate schedule and quoted a

mumber of princivles or objectives with respect to the rate schedules

presented at the hearing by Mr. A,M. MadKay, General Manager of M T & T.

Those objectives were:

1. Charges for telephone service must produce in the aggregate
sufficient revenue to meet all the costs of the service and.
to pay a fair return to the people who have invested their
monay in the business and to leave a reasonable amount for
surplus as a margin of safety.

1

Thid, p.136.

12 (1948) 72 P.U.R. (N.S.) 212.
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2. They must insure an adequate development that has to be

as encourage the use of the service both in the
business axl residence classifications to meet adequately
the custamers' requirements and to provide complete con-
venient and satisfactory service. The more people or
business that may be reached by telephone the more valuable
the service becomes.

3. The rates must be sufficient to make possnble a hlgh quallty :
of service to the users.

Y St D v'?_de an equitable distribution of charges among
custamers. A well balanced relatlonshlp must obtain between

i :’erah.t classes of service offered so that they will -
y proportion to the relative values of the service,

5. They must permit the meximum satisfaction of individual
recguirsments consistent with the needs of the general body -
of teleohone users. They must assure a reasonable stability :
of revenues.,

6. In a determinaticn of rates for the entire Company there are
many factors which hzve a bearing on a properly balanced
schedule, In a ¢stermination of rateg for particular
conmmunities the ccst of furnishing service as well as its
value is important. Higher charges are necessary in the
larger cormunities because the cost of furnishing services
is hicher, Sincs there are more telephones in the larger
places the equipment required for switching calls is more
elaborzte, This results in a greater average investment
per line in citiss than in the smaller communities as well
as greater expanse in operating equipment and keeping it -
in order. Since equipment and operating costs are greater
for each telephone in the city it naturally follows that

_the rates must be higher, Experience has taught us that
the numbar of telephones available to a customer without
the payment of a toll charge is a good measure both of the
trend and relative cost to give service and of the value
of service to our customers. . Therefore, various localities.
in the Company's territory have been grouped together
according to the nunber of stations in the local service
area and the rate schedules are designed to distribute the
rates awong the various groups in accordance with the cost
and value of the service, :

13 Report of the Board of Commissioners of Public Utilities, year ending

December 31, 1952, Halifax, Nova Scotia, p.140. It is relevant to add that
the Company in the course of an interview in 1976, noted that portions of
Mr, MacKay's comments referring to cost, J_n his obj ective 6, are no longer
felt to be valid.
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The Roard further commented:

The Board concurs in this statement of the basic principles
or objectives of a properly designed schedule of telephone
rates and has examined the proposed schedule in the light of
these principles. % '

On this basis, the Board approved the Company proposed éystem of

groups and exchanges, fres mileage areas for exchanges in each of the

- various groups, orovision of continuous service in all exchanges, the

apbolition of any difference or distinction between rates for service
in exchanges which are manually operated versus those which are automatic,

the dropping of measured rate exchange service in any exchange less than

- 5,000 stétions, the principle of higher rates to business télephones

than to residence telephones and a number of changes in individual

exchange services.15

Commenting on exchange rates generally, the Board noted:

As has already been pointed out, the (exchange rates) are
of necessity in large measure the result of the experience
and judgements of officials of the Company. These officials
in designing the proposed exchange rates have indicated in
evidence their belief that the business and residence sub-~
scribers in the various exchanges throughout the whole
system will be paying reasonable and fair rates that are

in balance one with the other and that the total exchange
revenue will be in relation to toll revenue.

The '1965 Rate Hearing
The Corpany next made application for a general revision of its
tariff schedule in December 1965, with the Board rerdering its decision

in 1966. The 1965 application is of particular interest because it

14

Ibid., p.140
Bpia.
Y11id., p.146
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included the Carmpany's modernization and service improvement program;
This was a procosed 10 year program which included plans for complete
conversion to a dial system, complete absorption of all remaining
rural telephone oozs:eanles, reduction of the number of partles on rural
lines to a maximm of 10 with a goal of 6 to 7, enlargement of free
mileage areas where serv*lce is provided at flat rates without additional
mileage chargss, sstablishment of more extended area service between
adjacent exchanges, and provision of direct distance dialing in exchanges
where feasible,l' Such a program obviously was to involve very large
cap:Ltal expenditures over the prooosed 10 year period beyond the regular .
growth requirements of the Company and it was for this reason that the
program was brought before the Board,

In looking at principizs of rate making in the 1966 decision, the
‘Board stated:

. The long established generzal principles of telephone utility

rate making were again reviswed at the hearing as was the case

in the 1952 hearing and the Board confirms its approval of new

schedule of rates designed by the applicant and now proposed

for approval. The Board refers to the observations and comment

made by it in its 1952 decision with respect to these prlncn.ples

and confirms them.

The 1965 application included several changes in the specific tariff
which were zﬁajor departures from earlier tariffs, - However , these chahges

were all seen as being quite consistent w1th the edr1 ier objectlves of

the tariff which were accepted prior to 1965 and reaffirmed in the 1965

17 Report of the Board of Commissioners of Public Utilities for the

year ending December 31, 1966, Halifax, Nova Scotia, p. 57

18 Ihid., p.67.
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application. This point was made by Mr. Fred Waller, an official of the

‘ Company, in the evidence which he presented to the Board:

A considerable revamping of the. éxisting tariff is recommended.

The changes made in it can ke explained against the tariff as

they are used to obtain the service objectives with the maximm

econcmy so that the best of telephone service can be prov:Lded

at the minimum cost to the belephone using public.

The application of the Ccm_oany proposed extensive revision or re—-
grouping of exchange classifications. One basic change involved reducing
the nunber of exchange groups from ten to eight. An independent witness
secured by the Board fraom the Manitoba Telephone Company, Mr. H. J. Harris,
made the foilowing comment on this change:

The new schadule presented, covering proposed exchange rates,

reduces the number of rate groups from the previous 10 to 8.

This appears realistic particularly from the standpoint of

gtability of rates ... the industry generally endeavours to

avoid frequent rate changes. The limit of 8 rate groups is

generally in effect in Canada and it does serve to minimize

the frequency of rate adjustments.

The Company also proposed changes with respect to the availability
of two party, four pvarty and multi-party business service within certain
exchange areas and recomended changes in the gystem of assigning mileage

charges for extension of service involving rural multi-party lines. A

further important recommendation was that non-optional measured rate

business service be replacedv with the options of flat or measured rates

in the larger exchanges, the result of which was to put nearly all

business service in larger exchanges on a flat rate basis..21

19

Ibid., p.69
20 1pid., p.71
21 Optional measured rate business service remained available in the larger

exchanges, but since 1965 has not been encouraged by the Campany.
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In 1952 the Company had recommended the retention of non-optional
massage rate service on the grounds that it was ineqﬁitablevfér a
business subscriber with limited teleohone usage to‘pay the same as a
subscribef with a hich volume telephone usage. Also, thetl952 Company
positioh was that it was administratively difficulf to handle flat and
measured rate business ssrvices together. The volume of business calls
in larger exchangss warranted the cost of measuring the ser§ice;and such
& system assessed rates 5n the.basis of usage. |

Tﬁé Company gave gevaral reasons in support of thé dropping of
noﬁ—optional measured rate service, First, the Companf maintained that
non-optional measured service was no longer needed as an inducenent to the
small businessman to subscribe to telephone éervice since there was’
sufficient inducerent to smzll businessmen ﬁithout guch a éricing system.
Second, measured service charged the subscriber only on outgoiﬁg service.
The Company's position was that telephone’service was'basically a two way
service with incoming service being as valuable to the customer as out-
going service. Changing social and economic circumstances had made the
value of incoming calls increasingly more important than they had been
previously. A system of charging which overloocked incoming callslneant
that these calls were notvused in developing the rate even though they
reflectedva very high degree of the value that the éefvice was providing.
An expeft from the British Columbia Telephone Company called by the.COmpaﬁyA
testified that:
| A good tariff should encourage maximum use of the service by

the customer. In this regard I would say that the provision
of a flat rate business service offering is definitely intended

- 16 —~




" to encourage the objective whereas the oppbsite effect occurs

when the ocost of service is related to usage as under the _

present business message offering in the higher rate group ...

in this-day and age any tariff which bases the cost to the

consuner according to usage is naturally going to effect usage

and this is not good for the telephone community at large.

Third, the Board's expert, Mr. Harris, when questioned on his views -
of flat rate varsus measured service for business Lise , made the point that
measured service is rore expensive for the Company to provide than non-
measured service:

Measurad service costs more to provide. You have to provide

meters, read meters, provide cost for billing. It is against

the principles for average rating. ,

After considering the Company's presentation, the Board approved the
proposed dropping of non-optional measured rate service.

: The_ACompany's 1965 application, for the first time, introduced the
concept of system services as a philosophy for charging for key systems,
private branch exchange systems and similar services. Previously, the
rates for these specialized services had been based upon the number of
features, attachrents and type of equipment involved; thus, each individual
system ordered by a customer was individually priced depending on the options
chosen. The new proposal called for systems service rate to be expressed

as a rate per trunk termination per central office line, or other type of

line termination on the system, and per telephone. In addition, the

22 1hid., p.75

23 Ibid., p.75. It is relevant to note that the introduction of common

control equipment had made the cost of providing measured service
relative to the cost of measuring the cost much lower than it had
been in 1952. - -
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”oooDal recognized that certain customers have a greater conmﬁnication 2
requirement than others; thus certain systems ‘would carry a réte for
additional intercomrmmication lines, In commenting on the proi:osal, tﬁe
Board noted: |

thder the proposed method of rating there is not the same
def*rce oZ relztionship betwesn the rate and the type or

quall of ;lant actually installed on the premises of an
individuzal custorer but there is recognition that system
gervice nhas be’*@*.n an important and distinguishable service

and that within this class of service user it is appropriate -
that to a considerable degres rating be related to lines and
telephonas to reflect the value of service concept.

The Board's conclusion on the Company's proposal for a package service
pricing policy vas as follcows:

The revised si;stem of rating and the revised rates will

result in administratize and economic benefits to the

applicant, a realistic rsvenue return to the applicant,

and a rate structure tha: is appropriate and reasonable,25
With a few minor changes the Zozrd approved the overall application of

the Company to becone effectire 2’:\/ 1, 1966,

The 1969 Rate Hazxing

The Compzanv next made application for a general tariff revision in
1969. There were no changes in general tariff objectives nor were there
any changes with the basic tariff structure emerging from those principles

at that time. As stated by Mr. F. M, Waller, an official of the Company,

'~ in evidence presented bafore the Board:

In total oconcept we are proposing no change in the design of
the proposed tariff from that used in the de31gn of the

4 1pid., p.87

25 Ibid., p.88
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present tariff, A system wide concept of service and rating
was used and it simply means that the Company still considers
its tariff as a single rate payable for the complete service
provided and in such a concept it is to be recognized that
exchange service is not different from toll service and that

- exchange custaners are not different from toll customers.
The desig‘wihg of a telephone tariff is a project of determin-
ing the most econamical conditions under which appropriate
service can be provided to the total subscriber body and
apportiovz the total cost of that service among the subscribers
in such a mamer as to recover the cost and meet the ob] ectlves
that were outlined at the beglnnlng.

The Board accevted this statement by Mr. Waller and, with a few minor
changes, approved the amended rate schedule introduced by the Conrpa.ny.“

he 1974 ‘Rate Hearing

The Company next sought a revision of its general'tariff in 1974,
The Board at the outeet of its decision on the 1974 hearing, made the
following observation:

Although the emphasis had been on consideration of the -
financial need as expressed by the applicant, the Board
also has heard evidence and submissions related to the
methods and aDproaches implemented by the applicant in
its rate making process and has concerned itself with
the ever present principle that rates for services must
be equitable and not unjustly dlscrmlnatory and that
the rates for different classes of services must bear an
equitable ra 12 +ionship, 2/

With respect to the tariff itself, the decision goes on to note the
following:

The applicant's rate phllosophy has not changed and accordj_ng
to Mr. Waller the objectlve 1s the same as all other major

6 Transcript of 1969 Rate Hearing, (Mimeograph), p.271

27 Dacision of the Board of Comn_ssmners of Public Utilities in the Matter

" of the Public Utilities Act and in the Matter of an Application of
Maritime Tel & Tel Ltd. for Approval of Certain Revisions to its General

Tariff, 1974, (mimeograph, pp. 7 & 8).



telephone campar -les, namely to implement the twin concept of
svsten wide pricing and system wide service in developing the
new tariff for telephone service., These concepts have been
explained and ado p* 2d in recent applications made to the
Board and will “ga,n be accepted Under these concepts the
service cannot be fragmented into exchange, long distance,
bu51ncgs, residence and other services, and the categories of
service are ussiul only for price relationship purposes.
System wide pricing doss not reflect specific costs of any
particular clazss of service ... the value of service overrides
relative costs and it is impossible to determine with an
acceptable degr of accuracy the cost of an individual
service ... it is his [Mr., Waller's] view that system wide
pricing or vaiuvs of service pricing is the base upon which
telephone saxvice in Nova Scotla has been provided at least
since 1919 and is probably the largest contributing factor in
the continuing effort to achieve our public service objective
of meximm availability of ssrvice to an appropriate standard
at the lowsst total cost to the subscriber body consistent
with the financial integrity of the Company and fair and
equitable treatment of employees.

The changes in the tariff vhich the Compaﬁy proposed in the 1974
.appllcaclon inclided an amendment to the definition of "ehchange service"
ffom "telephone communication within an eXchahge area" to:"a'class of
telephcne eervice providing fcr the transmission oficoice message between

telephones in the same excrange area; a complementary change was also

proposed to cover the definition of long distance seicvice.29 Thig request

for redefiniton of exchange service was rejected by the Board. The
Company did not procose any changes in the classification or grouping of .
exchange areas or in the regulations governing the reclassification of

exchanges. Increases in the tariff for basic servxce were made so as

to maintain the same relationship between local and toll revenues as were

in effect under the existing tariff.

8 Ipid., pp. 25 & 26

29 1pid., p. 27
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With respect to residence_exchénge sexvice, the Company proposed a
flat increase of ninety-five éents for each grade of service in each rate
group. This meant that the per centage increase for the smaller éxéhange
groups was éignificantly larger than for the largest‘rate groups., The
Company's justification for this change was that the services in all
exchange groups had become very similaf to those in the largest urban
exchange'groups, and further that the improvement in the quality and the

value of the services now available to all exchanges required an acceptance

.by the subscrikers in the smaller exchange groups of a greater share of

rate respon51bility.30

The 1974 decision also records opposition to the Company's proposed

, rate changes by the Consurmer's Association of Canada, Nova ScotiaABranch,

which undertook an intervention in the hearing.3l

The. pOSlthP of the Consumer's s Association was that

... the value of service approach can and does result in-
inequities to consumers in the allocation of cost of various
services, that more emphasgis and consideration should be
given to the pricing of various services so that they reflect
the true cost to the consumer, that the pricing of some
services at nominal or zero value tends to encourage and
stimulate unnecessary consumption which must be supported by
all consurers, that a subscriber requesting a particular
service should be required to bear the real or true cost of
that service, no more and no less, that the value of service
approach does not enable the subscriber to make a rational
choice as to the amount of or type of service he should

. purchase, and that flat rates are dlgcrlmlnatory because
they do not vary with use,

30 1pid., po. 29-30

3! 1pid., pp. 34-35
32 1bid., p.34
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The ;nterventidn was also critical of a number of rating practicés
of the Covpa:*y, such as the installation of residence eictensionr ‘telephones
at no service charge, the free directory assistance service, the existing
regulation on exclusion of foreign attachments, donationé to charity and
institutional advertising, local service discounts and charges on overdue
aocoﬁnts, the proposed abgolute increase of ninety-fiye cents as being |
more burdenscme to residential subscribers in small éxchanges » the higher
rate payable by subscribers of luxury and sjmilar services that may be.
higher than costs, the low rates vayable by mobile radio equipment customers
that may be lzss than cost, the cross éubsidy rate maklng processes, Aand o
possible favoring of subscribers under the value of service concej_ot.B3

‘Even though the Roard rsaffirmed its support of the. Company's ~
objéctivés and philosophy through its decision , the Board didA request

the Company to prepare a nurier of background papers or stulies before
- it next appeared for a rate apolication. Included in this list of papers,
was a request for a staterent on the tariff objectives;

The 1975 Rate Hearing

In Septembar of 1975, the Campany again made application”for a'- .
general revision to its tariff. By this time the Company had contpléted
the studiés ordered in the 1974 decision.34 | . -

The basic reason given by the Company for returning to the Board .

for a rate increase within such a short period of time following its

last application in 1974, was that it was not receiving sufficient

33 Ibid., pp.34,35

3% Some of these studies will be referred to in more detail in later
“Chapters. .

- 22 -




revenues to allow it to earn the rate of feturn on rate base which. had
" been approved by the Board. The reasons for this decline in rate of
return was stated as being the accelefating rate of inflation, which was
“underestimated by the Company in .1974,‘ and over runs in capital expen- |
ditures, the estimates of 1974 being similarly underestimated. In ad-
dition to these factors was the continuing need to provide for further
growth of the televhone network and the need to continue to carry out
the Corrpaﬁ.y's plammed program of service inprovérnents.35
The Corﬁpany proposed increases of $1.50 per month for one and
two party residential service and $.25 to $1.25 per month for four party
and multi-party lines. Business ser§i0e was increased between $.95

and $5.00 per month, there were to be increased charges for service .

in iong distance rates, and theré was to be the introduction of service
charges for directory assistance and overdue accounts, >°

‘The Company's statement on its rating philosophy and its tariff
objecti\(es was essentially unchanged from prévious years, Mr. Cecil Hawkins,
én official of the Conpé.ny , stated that it was very probable that futuie

tariffs would reflect an objective of reducing the dollar difference

 between the rates in the highest and the lowest exchange groupings; the

- Decision of the Board of Comissioners of Public Utilities in the Matter
- of Public Utilities Act and in the Matter of an Application of Maritime
Tel & Tel Ltd., for Approval of Certain Revisions to its General Tariff,
1975, (mimeograph), p.9

3 1pid., pp. 52-53, 55-62
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Company's position was that the value of service belng re'céived by the |
various sized exchanges was becoming more equal across the province.37
Mr, Héwkins also emphasized the Company's position that particuiar sub-—
scribers who irposed specific costs on the system which'weré' not
specifically rélated to the provision of basic telephéne service should
be made to bear an increasing prqportion of such costs. Thus the Com-
| pany was progosing increases in service charges, the ihtroductién of
late payment charges, and charges for directory assistance service‘,38 .

The Company also procosed the elimination of group one exchanges.

In the opinion of the Board, all of these proposals represented .
changes that were significant enough to warrant individual attén_tioﬁ
and comment vby the Board. ‘ In its decisions on these various matters
the Board did not approve ths vroposed elimination of the @dstih.g
group one exchange. It also did not approve the ’p'roposed interest on
overdueA accounts vrovision but rather directed the Company to fufther
- review the matter and make a supplementary report on whether interest
charges or peralq procedures were the best way to proceed with the probiem
of overdue acco@nts. _ ‘ |

The Board did approve the proposed directory assistancé éharge with
.ce-rta.:in am:end,mnts and further approved all the proposedvrate increases
with the exception of the items just mentioned. = The Board directed the_
applicant to make a further review and study of its advance payments,

deposits, and disconnection of service tariff provisions, to undertake a

37

Ibid., p.45
38 1pia., p.4s
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complete re_vision of the tariff rules, regulations; definitions,
descriptions and similar content so as to eliminate duplications .and
interp-retation problems, to oonvert to a method of classifying exchange
areas besed uwon a system of counting only main stations or total
telephone numbers rather than the total number of telephones prior to
the time of the next application for approval of general rate revigions,

and to retain irdependent experts to undertake a variety of studies

dealing with the productivity and efficiency of the Company.

The Company was also directed to file with the Board a variety of

studies relzating to an outline of the proposed construction program over -

prs

the next five yezars, the interoretation of "telephone message gervice",

a report on guidelines to deal with future Extended Area Service (EAS)

applications and related mattfers, an analysis of existing tariff ob-

jectives and possible alte_"na;?:ives,39 and finally a review and justifica-

tion of capital contributicns by subscribers,

The 1975 decision did not unequivocably reaffirm its adherence to the
Company's tariff philosophy and objectives, as prior decisions, since
1952, had done. B
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CHAPTER 2

~ An Analysis of the Tariff Objéc'tives of Maritime Telegraph and
Telephone Company.

Having presented in Chapter 1 the tariff objectives as perceived -by
the Company and the Board, this chapter will analjze those objectives in
several ways. First, the objectives will be analyzed, ’both as to consistency
of interpretation and consisténcy between the objectives themselves. Second,
there will be an analysis of the role which the objectives are désigned to
Fulfill and the ability of the cbjectives to perform that role. Third, the
tariff itself will be analyzed to determine if there is only one tariff |
consistent with the objectivas and to determine if altérnativé t_au.:iff
structures are consistent with the same set of objectives.

Tt is important to recocnize from the outset the context'ir.l which the
analysis of this chapter is to be placed. The Chapter dwells heavily_on.an
examination of past Company statements and Board decisions. The purpose
of this is not to suggest that the perfoménce of either the Company or the

Boa:cd has been quastionable for the points in time at which decisions were
made, Rai-:her,‘ tbe purpose of the analysis is to indicate the type of
reasoning which should g'overﬁ future decisions. Conditions change over time
and the view be:wg expressed here and in Chapter 3. is not whether fhe decisioﬁs
and .recormnendations made in the past were correct for their time, but rather |

whether the process for reaching those decisions is adequate for the future.
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Definitions

In the examination of tariff o_bjectiveé, it is lmportant to clarify
the meam'.ng of the terminology which will be .used in this chapter and in
the remainder of this study. The word "goal" is defined as the result
or achievement toward which effort is being directed; in other ‘words- the -
end product which is desired. The word "pr;'mciple"' is defined as an
accepted or professed rule of action or donduct. 'i‘héwofd "instrwnent"
is defined as a mechanism of effecting some item or activity. . A dictionary
definition of "objective" might be "the result that efforts are jhtended to
attain or accomplish;" in this respect, "objective" might be considered to ’ '
be synoﬁymous with "goal". However, the specifié list of 1tems which the
Company and the Board have accepted as objectives for the tariff is in fact

a composite of goals and principles as. these two words have just been defined.

Hereafter, ‘the word objective will refer only to the Company's list of ’tariff _

objectives.

A Preliminary View of Coals and Requlation in Theory

The goals which are intended to be served by the tariff of a telephone

company are of prjncipal importance. Since the tariff, both through specific

rates and through the rate structure, is the primary instrument for achieving
the goals of regulation, the goals of the tariff became the goals of the
‘regulatory process. |

There are many possible goals which can be thought of. Three possible

categories of goals would be ones relating to adequate provision of éervice, .

ensuring of the financial integrity of the Company, and protection of the
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public against unfair practices and/or prices. All of these would be supportive

of the major goal of requlation, from the print of view of the Board, which

 is protection of the public interest.

Once goals have been specified, the tariff becomes one of the primary
instruments by which those.goals can be achieved. If it is a goal to -
protect the public from uwnnecessarily high.prices, then the absolute level of

prices must be minimized. It at the same time, the Company is to receive

an adequate return on invested capital, then prices nmst be set sufficiently -

~high so that revanues recover the Company s-costs as well as provtde a

margin of profit for a fair rate of return to stockholders. If there is a

 social goal, for example, to develop rural telephone usage, then the price

_mechanism can be used to achieve the goal by charglng lower rates to rural

telephoneAusers than to other subscirbers.
The prlce system 1s by o means the only 1nstrument avallable for
achieving these goals. Altnough there are other 1nstruments which can and

should be used, ths tarlff or price structure is the primary instrument for

the achievement of goals.

The link betweeen goals and instruments becomes the principles by
which the ratevstructure‘is determined. The process can be defined as a
series of progressive and interdependent steps towards a goal. Initiaily
there is a specification of goals. These are translated into principles
which dictate rules of action or conduct on the part of the Various parties
concerned. The principles,'in turn, give rise'to the creation of the
instrument, i.e., the tariff. By this process the goais are ultimately .

attained.

- 28 -



Conceptually, goals might be envisaged as being specified by govern-

ment, consurers and industry, all of which have made inputs. The regulatory

agency's task would be to insure that the goals are achieved. The reguiatory»

agency would, in order to insure goal achievement, put in bléce a process
which might involve a nurber of components,, such as monitoring of the.
industry, hearing of consumer complaints, interaction with government to
détermine changés-in social policy, and a variety of other inputs. From
this process would flow certain principleé to be used in the constfuctidn
of the tariff; the tariff would be one of the préducts of the process and

the instrument for the attainment of goals.

A Preliminary View of Goals and Regulation in Practice

Actual practice in the’Nova Scotia jurisdiction is different from fhé
précess just presented. The list of approved ta¥iff objectives is initially
specified by the Company and as will be seen encompasées both goals and
principles. 2An analysis of .the written record inaicates that'the'éompany
suggests the objectives and the Board considers and, if appropriate; épptoves
them. N | | |

Tﬁe Board has, since 1952, accepted the Company's objectives, with_fhe
single exception of the most recent decision of 1975. Ih this’decision,
the Board for the first time did not uncategorically accepﬁ the Cbmpahy's
list of tariff objectives but rather instructed the Compény to'prepare a -
background paper on the tariff objectives and possible’alternativés. A£
‘the‘sane'tine, however, the Board did not initiate any changes of its owﬁ
in the bbjectives'nor was the price structure which resulted from those :

cbjectives altered.
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The consuming public is able to appear and make representations at .

any rate hearing, In recent years, there have been very few formal consumer

interventions. Through complaints and demands for service there is a

more informal input orocess from the consuming public. Government has

fdrmally indicaﬁed certain goals for telephone éervice through the Public
tilities Act.l The govermment does not formally appear at rate hearings.

In any event, with or without such inputs, the Company has the initial

 task of identifying the objsctives which the tariff is designed to meet.

These are then presented to the Soard for approval in the context of a
particuiar rate structure which is being proposed. Thus, it is also the

Company which creates the flow from objectives to instrument, and the

Board in practice, if not ir theory, has not been inclined to substantially

alter the propossed rate structure.

If goals are irproperly specified, because of lack of inpﬁt from othef‘
sectors, the constituency of telephone users may not be adequately éervéd..
Moreover, improper specification of goals may result in an instrument, i.e.,
the tariff, that cammot be logically derived from @hose gbals. Thus the
tariff may become a very in@erfect-instiumeﬁt for goal achievement. The

"true" goals of the system may not be achieved because either the goals

1 As shown in Pppendix A, the Public Utilities Act is not explicif with

respect to goals. The Public Utilities Act and/or other legislative acts
or Orders—-in-Council can be the vehicles for government to make goals
explicit, -
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are improperly specified and/or there is no unique relationshiﬁ' between the
goals and the tarifi structure designed to achieve those goals. The whole
procese may no longer serve its intended purpose. | .

The specific objectives of the Company represent a mJ.xture of goais
and principles, as those .two terms have been defined. Further ’ vmere vthe |
objectives are in fact principles, there is typically no clear statement‘
of the goals on which the principles are based. Nor is there any indication
of the intended relad.onshlp between the principles and the goals which
have been specified, By not clearly specifying the vgoals, .and' by not care—
fully establishing the.relationship between ’the principles. and thoSe goals,
the determination of priorities within ‘the list of Campany objectlves becorres
an impossible tagk. - The objectlves that the Company has lJ_sted tend to ‘ |
supplant the goals on which there should be concentration; they begin to |
be construed as ends of a process, rather than as mternedlate partv of '
a process designed to achleve goalg. .In order to clarlfy this po:.nt it

is necessary to em_a lyze each of the objectives of the Company

The Objectives of the Company | _ -

| The Company's first objective is stated to be ."to brovide the
maximum availability of telephone service of an appropriate _stahdard 'at‘ '
reasonable retes” . Thig statement would be nomina.lly viewed as being a
goal; there are, however, a number of problems in acceptlng it as a goal -
for the telephone mdustry in Nova Sootla. »

It is not clear by what process this goal has been esta'blishedv. | ‘i‘his

‘goal implies a very large ;xvrmdtrrent of the Province's resources to such
an effort. It is not olear that in formulating this goal tirere has been

consideration of the overall allocation of society's. resources.

2 ‘ ~
This is a question which will be addressed more fully in Chapter 3.
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Beyond the general cuestion of origin of this qoal ‘there are two
related problems arising out of the two constraints noted in the goal
specification. The first problem is that of telephdne service of an
appfopriate standar&; a standard which is not clearly specified. Con-~
ceivably, an aporopriate standard may be defined in many wéys; thus it
bécomes>difficulﬁ to determine if the goal is being realised.

The second problem arises with respect to reasonable rates. Here.
too, a number of definitions of reasonable rates could conceptually be
identified. One vossible definition.could be rates that are c¢mmensurate
with the cost of o*ov1d1ng the serv1ce. Another definition could be rates
which induce the maximum expansion of the system (addltlonal subscrlbers.
and/or improved quality of service). Tt is not obvlous that, in settlng the
goal of the maximun availability of service subject to reasonable rates,
those rates should be the ones which 1nduce the maximum expansion of the. system.
Réther they might be sét so as to constrain the growth of the system and w1th—

in that constraint provide maximum availability of service. Thus, the

'gbal is ambiguous.

Further, this goal is transléted in practice into a princiéle, since
the Company defines this goal in terms of the twin objectives of system
wide Service'and.system wide pricing. The systemx%dde coﬁcept of service
represents the Company's view that the teléphbne system is an integral
whole and camnot be separated into vatious_categories of exchénge, long
distance, business, residence and othei classes of service; System.wide
pricing implies that the Company attempts'fo price its various'classes
of service on a basis which is de31gned to reLlect the overall value of

the system to any individual customer. Between the parts of the system,
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prices are designed to reflect relative differences in the value of

service to different customers. In other words, the goal of maximum

availability of telechone service of an appropriate standard at reasonable

rates ultimately becores the principle of value of service priding.

This is not to imply that_value of service pricing is not a
desirable principle; the point being streésed is that it is a priné_:iplé
and not a geal. By concentrating on the principle rather than the goal,' :
it is not clear that a maxurwn availabiiity of telepl%onel sexrvice will re;-
sult. More particularly, it is not clear that an optimum availability of
telephone service will result. |

By translating a goal into a principle in this 4fashio,n and then con-
centrating on that principle, there are tWo potential dar_xgers, Firét,
that there is inadequate explicit consideration of How weli the princ’iple
is achieving the goal; this is especially true given that the goal 1s very
ambiguously defined. Sécond, by concentrating on ‘i:h,e. principle, attention
is diverted from ‘the goal itself and thus evaluation of the sysﬁem may |
focus only on the principle and not on the goal.

The seconc_i objective of the Company is "to secure an adequaté and
fair rate of retum". This objective might also be viewed aé a goa]
Howéver, there are some potential difficulties since in practice it may
become a principle. | | _ _

’I‘he regulatory process allows the Company the opportunity to attain
a certain percentage rate of return on some specifiéd rate base. At thiis
point, the question of rate base determination is not a’t‘issue‘. The main
issue is that since the Board permits an allowable rate of returﬁ ontota_l

rate base, it does not, except in the most general way, make the Company
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responsible for eaC“ o= ifs investment decisiqns. ‘All Company expenditures
in excess of $3,000 must be approved by the Board, but ti)is review does
ﬁot involve a cﬁetailed examination of the cbsts and benefits of the
expenditure. . The Company's position is that it is inappropriate to con-—
centrate on individual investment decisions; the system must be seen as a

complete unit and additions to the system must be viewed in the context of

the value which they add to that complete system. The Company's view is

that value must ke considered not only from the vantage point of the immediate

sﬁbscribefs on wrose behalf the new investment is undertaken bﬁt also frbm
the point of view of all other su'bscrjbers in the system who now have Aa
gréater calling capability. |

Without questioning that vosition at this point, the fact remains
that given such a position, it is possibie to evaluate the system as a
whoie only in .a very general wav. It is no£ possible to evaluate whether
the Company warrants a retizm .of a specified amount on the total investmént
which theyv have undertaken or on all of ‘the parts. of that total investment.

Thé Board, in e.stablishing a fair rate of retum Ffor the Company ,
allows an average rate of return on the Company's total operation.. One of:
the implications of this is that because it is an average there will
necessarily be items with above average retums and items with beiow average’

returns. When the Company invests in a project which earns by itself

‘more than the average allowed fetu;rn, the Company would then be in a position

' to make a different investment which is of below average return in order for

the overall average to ke maintained at its appropriate level.



The Companv's position is that i£ does not undertake an’ investrnent'.
unless it is of value to the systézn as a whole; this poéition, however,
provides no guidance as to the optimal size of the teleﬁhone :system. By
translating the goal of a fair rate of return into a priﬁcipie which |
allows th'e. Corpanty an average retwrn on all of its capital iﬁvesfment,
the potential is lost for evaluating both the efficiency of the system -
and ﬁhe optimal size of the system. ' ’

The Corpany'’s third objective is "to encourage system gﬁowth‘f. In
a sense, this objective can he viewed as the dynamic statement: of the first
objective, which in turn can be viewed as a static goal.  The first ob—
jective, maximum availability of service at reasonable rates and of an
appropriate stanaara, does not necessarily imply rapid sf;stem g]‘:owthA
whereas the third objective does. A fundamental questién is, 'A therefore,

. whether demand should always be met, subject to the Company's financial i
ability to do so. | | | |

. In prac'fice, this goai hés tended to become é ?rinciple; ;Cofr@any ’

and Board policy has encouraged system growth over time. This is not to
| imply that the Board has not paid attention to individuél ‘expenditu‘res'
and their effect on the entire system. What is meant is that there ﬁés
been no consideration of the trade-offs between expa_ndihg the télel'ahone.
system and other social goals which the economy may have, {nor; has there
been explicit consideration, by reference to cost-benefit data, bf the Vélué‘
of expansion of one part of the system versus another. In this larger confext
of allocation of scarce resources the willingness and/or ability of éénsmners

to pay for expansion may be a very imperfect test of its need and value.

- 35 -




¥

.

The Conpanyinas three majof categories into which it groups its »
construcﬁion program expenditures. These are growth, modernization‘and.~
movement andvreplacexent. In thé years 1972, 1973 and 1974 the‘Company
committed 53%, 65% and 58% of its total construction expenditure to its‘
growth objective, It has forecast that in the years 1975, 1976 and 1977
that it will coomit 63%, 70% and 74% of its.estimated construction ex—
penditures to the gmmﬁjlcbjective.3 These figures show that a large.prb~
portion of total construction expanditures are to be invested in meeting
the growth objsctive, yet from the broader perspective of resource allocaﬁion,
it does not apoear that sufficient consideration has been given to the |
questions of whether there are finite’limits.which should be placed on the

total size of the telephone svstem or limits which should be placed on any

~of the various parts of the svstem. -

The Company's fourth objsctive is "to encourage the maxinum
economical develooment of better grades of service". This objective
raises the problam of defining economical development which in turn relates

to the potential problems that arise fram the second objective, that of .

a fair rate of return to the Company on its investments. Further, the first

objecti&e is concerned with maximun availlability of service of "an appropriate
standard"; the fourth objective is concerned with "better grades of ser&ice".
The relationship between an appropriate standard of service and better grades
of service is ambiguous. |

It is clear that the Nova Scotia telephone system is not a self?
contained entity but must interact with other telephone systems in other

parts of Canada and with the rest of the world. To the extent that all

3 Menorandum on Construction Program, prepared by I.E.H. Duvar, Vice-President

of Planning, M T & T, presented to the Board of Commissioners of Public
Utilities of Nova Scotia, September 1975, po. 7 & l4.
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telephbne co:zpanies in Canada increasingly offer better gfades of éér\}ice
as does the Ccm_oény, _the entire telephone system in Canada wilinfeed cSn’-
itself, influenced further by improved service elsewhere in the'world.
The question remains, then, as to the limits on better grades of service
in Nova Scotia. | |
Within the framework developed earlier, encouragélnént of better
grades of service is a principle; what is not clear is 'Ehe goal that is
being achieved. Better grades of service should nort-:r be an end in itseif ;
presumably it is desirable for other reasons and those reésons should be
made apparent. If the Company were o?erating in a competiti.ve“ environméﬁt ,
that is, if there were more than one telephone service in Nova Scotia,
there would be a basis for evaluating the need for intrdduéing better grades
of service. To illustrate, if one company were to introduce better grades
of service ﬁhefeby making significant market gains at the e};pense of other
telephone conpahies, then it vbuld become mandatory for the otheér companies
to also upgrade their service in order to effectively compete. The léur—
chase of higher quality service by consumers, when given a choicel and with
prices that reflected any cost differences involved, wou_ld 'likewise be
| indicative of their preferences. |
The fact is, however, that the Company does not'opera’_ce in a
cdrpetitive environment; it operates in a legally sanctioned irlonopoly '
environment. Thus there is no obvious answer to the t_;uestion of the neéd for
introducing improvements in the quality of telephone service. f‘rom the
Compény's perspective, the improvements may be rational, particulafly siﬁce
the Conpény is given the opéortunity to earn a fair rate bf réturn on its

total investments, but from society's point of view, they may not be.
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ifth objective of the Company is "to encourage long term use

The £
of service". Again, such a statement is not a goal in and of itself;

long term use of service is valuable only if it contributes to the achievement

of ‘goals which have been otherwise specified. As an example, if items such

as large switchboard installations which are very expensive to install and

frepresent a sizeable capital commitment on the part of the Company are

replacéd too frecuently, then the Company would be incurring losses which
would then have to ke recovered from all subscribers. The Company's position
is that this objective is inhthe public interest. It is not clear, howéver,
why those subscribers who wish changes 1n their service should not bear the”
full burden which this impceses on the Company, If subscribérs were V«.ri'lling
to ‘pay the full.cost of the new system, this would be indigative that thé
utility of the new system to the subscriber was worth the price. If it is
not worth theif while when theyv are being asked ‘to pay the Full cost,‘ then
the question must be raisec as to the basis fof shifting pért of the cost

to the rest of the system.

The reason the Company prefers long term use of equipment is to avoid

either of these situations: but one problem with this is that there is 1§>otential

conflict with the objective of economical development of better grades of
service, if long term use of service allows for the possibility of keeping

equipment in place potentially long after it has become technologically

obsolete. This possible conflict is not surprising since these Company

objectives are princivles. Because the goals from which these principles
are drawn are not specified it is not clear when or under what conditions

one principle takes priority over another.
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“The Con@any' s sixth objective is "to apportion some part of cost
against particular subscribers".’ The Company employs this objective in two
different situations. First, it is used in those cases involving dernands
on the system by subscr.ib_ers who impose particular costs on the éystem that
do not enhance the value of the total system. As examples, in the rate
hearing of 1975, the Company reguested the Board to authorize directory
assistance che;:ges‘ and charges on overdue accounts. The service charges
of the Company, which have been :i_n.place for a very long time, vare another

example. Partial justification for these charges is that the subscribers

- who impose the costs should be made to bear them. Perhaps more importantly,’

these charges 1preswnably act as a deterrent, thereby preventing some sub-:
scribers from imposing additicnal costs on the systern.n' The charge_s may
not always recover all costs, but set at a high enough level they Wlll
' deter subscribers from making unnecessary demands on the system

Second, the Company uses this objective to justify special prices
on a variety of items which might be termed luxury items, such as speaker
phones, coloured sets and centenora sets. These items do not nnpose
additional costs on the system to the same extent as some of the items

previously noted, but . in the view of the Company, they do not enhance the

basic value of service in any significant fashion. On many of these spec:.al ty ‘

: items the Company has taken the position that it will charge more than the
cost of the items; the extra revenues then reduce the burden of other costs

on the general subscriber body.
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This inmediately poses certain problems. If one of the goals of the
regulatory process is that customers are to be treated in an equitable

fashion, and that rates are not to be unjustly disdriminatory,‘the justi-

fication for charging a price that is greater than the cost of the special 

equipment becares cuestionable. Subscribers who desire luxury items are

subsidizing the ssrvices of other subscribers. This inequity cannot be

justified by the fact that people are prepared to pay for these items at

- the rate that the Company.is charging. It is compounded because the price

may prove pronibitive to scme subsgribers who might otherwise purchase
.the specialtj items. The overall value of the_system is potentially ad-
versely affected.

The position of the Corparny that thése items do not enhance the

basic value of telephone ser=ca in any significant fashion is only partly

correct. It is true that inst=llation of a basic telephone set does create

externalities or spillovers for tha system; a new subscriber potentially
confers a benefit on the svstem in that other subscribers now,have the

potential of calling that additional subscriber and of getting calls in

return. But the value of the system is a function of both individuai and
collective consurotion of telephone services. Because individual coﬁ—
sumption can infiuence the value of the system; it is not clear Qhat
implications.the Company's pricing policy on specialty items has on.the{

total value of the system,.

The Company's seventh objective is "to provide for economic operation”.

If this is interpreted to mean that full advantage should be taken of

opportunities to provide service at the most economical cost, this is a




roasohable objective,‘and'there is no necessary conflict betwéen.it‘and
any ofvthe other objectives. But as such, this objectiveﬁié a principle
and not a goal. Quite clearly, rates should be éet so as td'échieve
specific goals, not orinciples. There is no indication as to fhe rélative_
importance of econcmic bperation with respect to the othe; objectivéé of
the Company or in its contribution to the rate structure{ There is.thus
a potential for conflict. |

The Company's eighth.and final objective, "to provide for'simplicity
of administration”, is subject to the same problem. This is also a
principle, and what’is not clear is when it takes precedence over or
becomes subservient to other Ccmpany objectives. This is a question which
is not answered explicitly in the tariff. o I

This analysis of the Company's objectives leads fo the conclusion

that they are tariff principles rather than tariff goals. Some objectives

might, in the abstract, be taken as goals, but in practi¢e they all appear to .

function as principles. This implies that there is not a‘unique relation-
ship between the Company's tariff objectives and the tariff itself.. It is

this isSue which will now be discussed.

The Tariff Objectives and The Tariff

There are two pfincipal questions to be asked With respect to the
tariff as it has been derived from the objectives: The first_is whether
the Company's tariff objectives are consistent with more than one tariff,
that is, can the same objectives generate different tariffs_and second,
can fhe same tariff be consistent with a different set of-objectives. I£

there is a negative answer to both of these questions, then the Company's




 objectives can genarate only one tariff and that tariff_must be consistent
with only that set of objectives: thus the tariff must be uniquely derived
‘ from the objectives. Alternatively, if the answer is affirmative to
either of the above questions, then it can be concluded that the tariff .
does not flow unicuely fram the objectives.
| Tt is can be established that there is a unique relationship between
tariff principies and the Eariff, then in terms of goal échievement'for"
the telephone industry, the results which are generated by the tariff will
determine if goal achievement has been realized. If goal achievement is .
not belng realized, then the problem. lies in either of‘ﬁmo directions.: |
First, the tariff principles may be imoroperly specified and/or second, the
tariff itself may be an imperZaect instrument for achieving the goals.
However, if there is no uniqus relationship, this does not imply that the
goals_a;e not being achieved; rather, if the goals aie not being achieved,
considerable difficulty is created in determining the reason why. It
becbmes diffiéu t o distinguish between the effect of improperly specified
or1n01ples and irperfect inst Yuman; |

Over the last twenty-five years, there haq been a significant number
of changes in the tariff while at the same time, the objectives themselves
have remained essentially unchanged. Tllustrative of this is the Company's

. s . - . 5
position on message-rate versus flat-rate service for business subscribers.

The Company s position in 1952 was that message rate service was the only

proper method of charalng bu51ness subscrlbers. It is not denied that

This case for a unique relationship between the Company objectives and

the tariff results from the view that the objectives are tariff principles,
rather than goals. As such the objectives™ are intermediate parts of the
process. Without a unicque relationship between the objectives and the
tariff, non-achievement of goals may be due either to problems with the
objectives or problems with the tariff.

For a fuller discussion of this issue see Chapter 1, pp..15—l7.
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circumstances had changsd over time, but it must be reﬁembered that tho
objectives were the same, and both oricing options weie seen at théif
respective points in time as being logically derived.froﬁ a value'of
service pricing philosoghy.

In the 1975 rate hearing, the Company. proposed the introduction of a
dlrectory assistance charge and a charge on overdue accounts. The‘fcmn@r
waS‘approved with some ammendments by the Board while the latter was
temporarily deferrad pending further consideration byvthoVCompany ofv
alternative ways of assessing such a charge. Prior to 1975 'the'Company's
position did not require charges, while after thlS date it did; at the
same time the tariff objectlves had not changed in any fashlon° In other"
.words, the charges were considered to be quite cons:Lstent with Lhe tariff
objectives, while earlier, the absence of charges was also considered to -
be quite consistent with the tariff objectives. Thus, again there is no . .
unigue relationship‘between the tariff objectives and the résulting tariff
structure., Changing circumstances had led the Company to believe that the |
new charges were warranted but the nominal objectives had not changed.

Inwl965, a Companv recommendation that the number ofAéxchange groups
bea réduced from ten to eight was approved by the BoardJ The .nuﬁber‘of
exchénge groups are, at a conceptual level, justifiéd'on‘the basis of tﬁe
value of service principle, the simplicity of administration principle,‘
and possibly, others. . The CompanY's position in 1965, and latef, is that
because of growth in the Provincial telephone system, the‘valuerf serﬁicéA
distinctions between various exchange groups has declined.l The gréater

interaction of the total system, and hence the greater interaction of a
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subscriber in any one exchange group with all other exchange groups, has '

neant that the value of a telephone to any individual subscriber has

over time became more approximate to the value of the system as a whole.

" Within the context of the Company's ten-year improvement program, the access -

to the total system on the part of Nova Scotia customers has been made much
more uniform. Thus there is no necessary inconsistency in the Company's

position either in 1965 or subsequently that the number of exchange groups

© be reduced.

The pomt, however, is that there is nothing unique in any given.
number of exchange groups. The. Company undoubtedly had what it felt to be
veryigood reasons for the muber of exchange groups proposed and the size
l:imit for each of them. But the list of objectives. does not provide such_ '

a rationale. Consistent with a value of service pricing philosophy there'

~ could be as many different exchange groups and concomitant rates as there are

customers. For example, the Company might attempt to determ_ne ‘the value .

of service to each subscriber a.nd charge accordingly. Of course, thJ.s would

come into :mmedlate conflict with the principle of simplicity of admim.strat:l.on.
The tariff .objectives provide no guidance as-to when or in what degree one
objective takes precedence over another when the objectives conflict with . "
rather than corruolement one another. \

" The rate differential established between different exchange groups o
for the same type of service is smllarly not unique. Clearly, the market
will :meose some maximum limit on what price can he charged in any given
exchange group. However, it would appear that the acutal differentiai .

between the various exchange groups is determined in part by the Company's
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~ total revenue requirement and in part by scme notion of the eiasticity of
demand in the various rate groupings. and other lnformatlon such as calling
patterns and degree of usage., But again, the ohgectlves themselves could be _
made consistent with an almost infinite number of different price differentiais
batween exchange groups. ‘ : | |

| The same analysis is applicable to charges for_special egnipment,-
service.charges and the differential rate between residential and business -
subscribers. Subject-to sowe knowledge of the demand elasticities with
respect to these particular services, an estimation could be mede of the‘
range of prices'Which could ke charged while the revenue position of the
écmpanysremained unchanged. . Tt is not necessary to repeat the anaiysrs,/
however, sincelit has been established that there is,mcre'than'one tariff
"which is consistent with the same set ef objectiﬁes.' Slmllarly, it can
be demonstrated that there are different objectives whlch could be made
consistent with the present tariff. J

Cost of Service Versus Value of Sexrvice

It is not known at the present time what pricing‘structure wcuidyre—
'sult if phone services were priced on a cost of servrce principle rather
‘ than a value of service principle. The Conpany's posltlon is that it 1sA
theoretlcally and technlcally 1mposs1ble to do the cost separatlon studles
that would be necessary to establish the basis for complete cost of service
- pricing. However, in 1975 the Company produced,a‘cost'study at the direction
of the Board in which the cost of providing service within'five different'
exchange areas was examined, The five exchange areas chosen were a re-

presentatrve cross section of different sized exchange areas. One of the
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lmportant conclus:Lons reached by the Company was the following:
"The provision of excbenge plant fac:Ll:Lty reaches
its highest per unit cost in the small exchange with.
rural characteristics and lessens in per wnit cost
in towns of a compact nature, such as Amherst. There
vis however‘, an indication that per unit costs tend to .
increase in larger cities where more than one central
office is requuéed resulting in interoffice trunklng
and switching.™ A

Assuming that the implications of this study can be generalized across
- the system, large urban centers such as Halifax would have a higher rate
than smaller exchange areas with high density characteristics. It can be
implied from the study that a group eight exchahge area should have a -
higher charge for telephone service than an interinediat’e group exchange . *
area. However, there is not enough information in the study to indicate
how large the dlfferentlal should be.

On the basis of the Company's value of serv:Lce phllosophy, there is
currently a higher charge for a group e:Lght area than for mtermedlate
groups; ‘based on the Company's sample cost study, t_he result could have
been the same using a cost of service approach. ‘This is not to imply that
a cost of service philosophy would not generate a 'si'gni'ficant nunber of
differences in the tariff; rather, it suggests that the same relative
alignment between some groups could emerge from either philosophy. As
illustrated in this example, the value of service might well be found to =
‘be proportioﬁal to the cost of service.

Even though it is no longer in wide use for local service, message rate
service is illustrative of the same point. It is usage sensitive, and therefore

can be used as a measure of the cost which a customer is imposing on the

6 Maritime Telegraph and Telephone Company Ltd., Cost of Service Study,

prepared for the Board of Commissicners of Public Utilities of Nova Scotia
1975, page 8.



system just as well as it can be used as an indicator 'fcr the vélué of
service which a customer is extracting from the 'system.'-. Althoﬁgh there.
might be differences in the specific level of charges Jmposed, the type
of rate structure is quite consistent with either a cost of service or a
value of service 'philosophy,

As has been shown, there is no wnique relationship between-thé ‘
existing tariff objectives and the tariff., The Objectivés, are con.sistent'
with ‘a.mmb_er of different tariff structures and/or specifié tariff charges..
Similarly, the tariff structure could be consistent with o'ther’ quite :di‘s-'-’
tinct tariff objectives. Corpounding an already é'mbigtvicusv~.'situation is the
fact that neither the tariff objectives nor the tafiff provides a deter- :
minate solution when objectives conflict one with another

All the Conpaﬁy's objectives either in ccnceét- and/cr J_n practice'v
are principles of rate mékjng.' Prinéiples have ﬁo meaniﬂg in aﬁd of them-
selves; their meaning is derived entirely from the goals which the ’sy‘s.tem |
has specified for itself or which hawve been specified fof it by others.ﬂ
The principles assist in achieving the ends of reguia%ﬁion? They are r’io't"' _
ends in and of themselves.. The question which remains is that of the ends ’
or goals, which the system in Nova Scotia has established ‘fof itself, either
explicitly or inplicitly; '»

Goals of the System in Practice

At the beginning of this chap‘;er , three general categories of goals .werel
‘given which could be considered for the system. These were adé@uate.prqvisicn
of service, ensuring of the financial integrity of the Company, and vprotecfcion'

of the public against unfair practices and/or prices.
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‘Adequate Provision of Service

A regulated utlllty will provide service in the amount and quallty
required only as long as it is adequately compensated. ~ Adequate compensation
would be that amount necessary to insure the'provision of both present and . . )
future service.. Thus a tariff on telephone service should generate enough

revenue to insure the contlnLu.ng provision of telephone service at an opt:.mal

- Jevel through tlme To the extent that the tarlff objectlves in Nova Scotla
- give no clear indication that maximm availability of service as constrained

- by other obj'ectives- results in optimm system size, it cannot be determined

1f such an optimum size goal is consldered. The Board, hOwever, is clearly
concerned w1th ensurlng the cont:Lnang prov1s1on of service.

~ The other aspect of adequate prov:.slon of service concerns the fostermg

" of what may be called social goals. These represent goals whlch are declded
'_upon for both soc1a1 ‘and econom:Lc reasons, rather than economic reasons alone. '
Two examples of soc1al goals in Nova Scotla , at the moment would be the

. promotion of rural telephone developnent and promtlon of Extended Area

Service. They represent situations where it has been decided that there is

a social benefit to the Province and/or the constituency of telephone sub-~

_ s'cr.ibers‘ which warrants certain expenditures, such as connecting Company

takeovers, lower flat rates for basic service in small rural exchanges than

. larger urban exchanges, or new plant and equipment to allow for implementation

of EAS. But when there is such positive promotion of certain parts of the

‘system, the possibility is raised that those parts of the system will not

directly generate revenues to cover the cost of the expenditures implied

by the goal. 'This does not mean that the goals are unwarranted; but it does
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mean that there may have to be internal subsidization of ‘parts of the system
if the goals are to.be met. | | |

A better appreciation of how socialzgo'ais and interhal“subs.idi‘ze{t'ion"
are mvolved m the tariff in Nova Scotia can be obta:Lned by exam:Ln:Lng ‘
the pricing pollcy of certain spec:.a_ty J_tems, the prov151on1ng of l'bctended
Area Service, and riwal versus urban expanSJ_Om _

‘The Company provides a variety of services whlch are 1lsted in the T
tariff as "mlscallaneous equlgnent". Mlscallaneous equ.lpment mcludes such -
items as coloured handsets, toucﬁ tone sets, extra 1ong cords, and other
similar equlpment. These 1tes*ss are prlced on the bas:.s of tarlff objectlve '

six: "the apport:.onment of scme part of cost agalnst partlcular subscr:.‘bers",

Since special equipment items are essentially :Lndependent of the bas:Lc tele-

phone network, the demand for these items 1eav:ing)the cost of, and demahd for,
the basic network unchanged, they can be charecterized as essent_ia'il_y 1uxury
items. It is also possible to very specifically ideﬁtify their cost. :

The first occasion for ‘ohe Board to consider rates on touch tone sets._.-
was in 1968 when it approved interim ratee of $2.00 for residence service, .
$2.50 for business service and $1.50 per line, plus a per lstation charge,
for system service.7 In its application, the Company stated that the rafes
proposed would yield a gross revenue return on mveshnent well above that
on overall investment and thus there "should not be a burden to the general
body of telephone subscribers" .8 The Company noted thaL the hlqher rate

for the touch tone versus the dial set "would deter market developmen ", .9

7 Report: of the Board of Commissioners of Public Utilities, Halifax, Nova

Scotia, year endlng Decenber 31, 1968, pp- 5-13.
8 Thid., p.11l.

9 Ibid. Y 4 p'll'
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Because the service was related to modernization, no specific attempt was
made to relaté the _mcremental cost of proﬁding the service to the rates
proposed.” | | |

- In these ,stafaments by the Company, several jllferesting points were.‘
made. Firét, - the Campany was specificétlly ac]%nowledging.; that the rates .= |

being proposed would yield akove average retums. In 1969, éppearj_ng agéin

' .for confirmation of the interim rates approved in 1968, this was made even -

more explicit:

This witness' forecast for the future is that by the
end of 1969 the Company will have 1,182 new stations
or 825 new lines for a total in service of 2608 lines
and 2789 touch tones sets. Based on an estimated - '
investment of $217,092.00 and revenue of $67,172.00
the rate of return will amount to 30.9% and this
witness justifies the return on the grounds that the
service is basically a luxury service comparable to
Ericofon and Princess telephones and is required by . .
the Company in order to produce a total Company '
average in the vicinity .of 22% in view of the very .
inadequate rates of return on connecting Company 10
takeovers and dial conversion in many instances.

" In other words, with Board approval, the Company was using the revenue

from touch tone sets and similar items to subsidize.pther parts of the

system.
Second, the Company's application emphasized the improved quality of

service, or modernization, offered by the item. This was used as a

‘rationale for not relating the incremental cost of the service to its .

. price.

Third, the Company emphasized the need for using relatively,high'ef

prices to limit demand since for technical reasons not all exchanges could

10 Report 6f the Board of Commissioners of Public Utilities, year ending

Decermber 31, 1969, Halifax, Nova Scotia, p.95. .



use touch tone sets, but more particularly, so that present dial sets in use
would not be made premacuraly obsolete. The Company apparehtly did not
- consider :instifut:b:xg a special service charge that would be sufficient to
. cover-all costs including a charge for obsolescence against present customers
requesting a change to the new equipment (versus new cistomers making a first
choice of type of set).
In 1969, the Company also sought confirmation of interim rates that

had been set on Mobile Exchange Service. It -acknowledged that "the raté
of réturn’ 1is] toco mq:ginal ard that when a third Charmel is addéd to )
improve the quality of service, se.:r:ié;us consideration should be given to
making some change in the rrate‘f.ll The Company further stated that:

For the time being the Company recommends that the

$42.00 rate be continued. In Jjustification for the

recommendation, the witness told the Board that the .

$42.00 rate is about as high as any other company

is charging for equivalent service and that such

service could be provided by someone other - than the

Company although in the opinion of the witness, the

provision of this type of service is a responsibility

- of the Company and it was undesirable to conmence

giving the service at a rate which would deter = -

development. 12 ' ‘
The Company was meking two important points. First, it acknowledged the _
marginal nature of the investment and second, it justified the investment,
marginal as it was, on the basis of meeting cdmpetiﬁioh. The Company was,
in effect, recommerding a principle of allowing subsidization of compati- |

tive services by revenues derived Ffrom monopoly services (since the overall

revenue requirements of the firm would have to be met). The Company's

1 pia., p. 102.

12 Ihid., p. 102.
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position n'mplied a principle' of competition :i.rrespective of the costs of

providing the serv10e . 13

Extended Area Service (FAS) has been avallable in Nova Scotla since

l956.l4 Basically, Extended Area Service is the provision of toll free

vcalllng between e.xchange areas that would otherwise be subject to toll

charges. Any proposal for urplementmg an EAS plan must be approved by

the Board, ‘and further, the Board requlres, at least nommally, ‘a canvass

of affected subscribers to.determine their wishes with respect to adoption’

of the plan.
In the l970 decision on a proposed EAS plan between Hallfax and Ketch

Harbour, the Board listed the following criteria for Judging an EAS'

applic¢ation:

1. The Exchanges are adjacent to one another with major *
' centres or communities within reasonable distance.

2. A substantial volume of toll calling has been
- experienced between the exchanges. '

3. A corrmunlty of interest ex:Lsts between the communltles
mvolved.

4. A large majority of the subscribers have voted in -
favor of extended area serv10e.

5. The cost of establlshlng the service is reasonable.l5

In 1975, the Company changed the pricing of mobile exchange service from a
flat rate charge to a type of measured rate charge where the user pays an
increasing price per minute for the first three minutes (15¢ for minute 1,
20¢ for minute 2 and 25¢ minute 3 and each minute thereafter). This charge
was made to deter the length of calls and thus increase the access of moblle
users to the system :
14 The EAS plan between Hallfa.x and Bedford was the first application for EAS _
in Nova Scotia. See Report of the Board of Commissioners of Public Utiliites,
1956, p. 195. There had been similar linking of e.xchanges prior to 1956 but
these were not referred to as EAS plans and there was, prior to l956, no
formal EAS policy. , . o S

Report of the Board of Comissioners of Publlc Ut'LlltleS , year endlng
December 31, l9/0, p 141.
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In 1974, thea Roaxd considered an FAS plan to link the exchanges of
Head of St. Margaret's Bav and French Village with the City of Halifax
for toll-free calling purposes. The case was considered aftér complaint

by a group of subscribers in these exchanges over an earlier refusal to =

implement an EAS plan.  In its decision, in which the Company was ordered - -

to canvass subscribers to determine their preferences, the Board noted
with respect to the above criteria:

The Board has not prescribed a rule that EAS plans

may or must be implswented between such exchanges

or so-called second fringe areas. The implementation

of any of these plans must be related to public

interest, the benefits to be derived therefrom, and
. the cost of providing such service. 16

In othel; words, the five criteria, while serving as guidélines;, were.
not considered by the Board to e hard and fast rules. Ultimately,
after the subscriber canvass had shown a majority of the voting customers. _4
in the St. Margaret's Bay and French Village exchange were in favor of EAS,l
the Company was required to implement the ,]_blén.l7 A

The Company had consistently opposed offering ,ari EAS plan ”toA these
exchanges, mainly for reasons of cost. . The Company proé_lucéd figures .
which showed that to provide EAS to St. D/ﬁrgarét‘s Bay la’nd French Vi-llage |
from Halifax would incur first year ldssés of $81,404 and iarojeétions that
over the life of the plant to be installed for this purpbse, annual lossesv

would never go below $60,000.%8

16 Board of Commissioners of Public Utilities, In the Matter of the

Complaint of Alan Parish et.al., December 11, 1974, p. 12.

17 Decision of the Board of Commissioners of Public U'tiliti'es‘, February 19,

1975. The total number of votes received was 55.8% of eligible voters
and of those voting, 84.3% were in favor. Thus 47.0% of eligible voters
were in favor of the plan, 8.8% were opposed, and 44.2% did not vote or
expressed no opinion. ' :

18 In the Matter of the Complaint of Alan Parish et. al., op.cit.
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The Coinpany was also concerned because the exchanges in question Wére

.not 'adjacexlt to the Halifax exchange hut weré what are called "second -

fringe" areas, i.e., there were other exchanges in between. The Company -
feared that approvél of such an EAS plan would lead to like demands by
other second fringe areas and thus campound the losses. |

In approving the introduction of the proposed plan the Board was thus

implicitly approving the following: subsidization of the subscribers of

st. Mgaret's Bay and French Village. by the rest of the éystem (the

losses would have to be recovered from somewhere) ; subsidization between
subscribers within .the Ewo exdhéngés f(jnplenentation of the pian would

lead to regrouping and hence higher flat-rate charges for all customers

‘whether they were in favour of the plan or not); and minimization of the

importance of the cost factors involved.
The Board made its decision on thé_ basis that FAS for St. Margaret's
Bay and French Village was in the public interest.. The pubiié interest in

this case would appear to have been defined as the interest of the 47.0%

of the subscribers in St. Margaret's Bay and French Village who voted in

favor of the plan.19 No opinion was sought from subscribers in the total

system who would have ‘to make up the losses incurred from j.trplemenfation

of the plan. Moreover, subscribers in the two areas were not asked if
they would take the plan at rates which would be high enough. to cover the

costs involved in providing the service.

1 gee footnote 17.
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In 1918, the Board had the follocwing to say on the rates for rural
~and urban telephone subscribers: o |

In order to encourage telephonic development in the samll
rural exchange districts of a character which enables
. intercommmication with the larger cities, it is necessary
to give service in these ccmmmnities which (including a
fair retirn on the investment required to give the service)
costs more than service reguisite to the rural needs alone,
and any deficiency in revenues which thereby results in -
the smaller exchanges must be made up in favor of the
smaller exchanges is, however, justified. On account of
‘the association of the mmaller rural exchanges with the
large city exchanges by means of the toll circuits, it is -
necessary to supply a more rapid and consequently more
expensive service in the rural exchanges alone. From the
standpoint of the welfare of the telephone public as a
whole it is to the advantage of the telephone users in - -
the larger cities arnd towns to have the rural districts-
developed as fully as possible, and this development must
. be of such a character that the speeds and accurate telephone
connections to which the city subscriber is accustomed
may be established with the rural territory, and the rural .
lines and equipment must be adapted for such service. The
larger cities should therefore contain in their rates a
sufficient amount to cover the additional cost which the
subscribers in these cities impose on the Company's service
in the smaller exchanges, and which is not requlred by the
:mhabltants of those smaller exchanges. 20

&

In the 1975 hearings, Mr. S. Robe rison, the President of the Company
stated the following:

For example you can't say that the cost for prov:l.dmg service
since T have mentioned Ecum Secum [in7 Ecum Secum is $1,000.00.
That is the cost in Ecum Secum for providing service for

all of Nova Scotia. Now we do in scme sense make that sort
of balkanization but that is in a sense improper and that

we believe that those expenditures even though the revenue

in Ecum Secum obviously wouldn't carry those expenditures.

We don't think that it should anyway because those facilities’
provide service for everybody in the Province who communicates
with or is communicated to from pecple in Ecum Secum. 21

20 Report of the Board of Commissioners of Public Utilities, year ending

December 31, 1918, p.20. This statement is taken from the Jackson
Report of 1917, op.cit, : : : o

21 Transcript of 1975 Rate Hearing, p.77.
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Between 1918 and 1975 then, the Company, and the Board, felt that it

'was in the interest of Nova Scotia to have a well developed rural telephone

network. Accordingly the price of basic telephone service in rural
communities has been set below the price in larger urban areas. Further,
revenues from other parts of the system have been used to cover any J_n—

sufficiency of revenues with respect to costs in the‘ rural areas. Not all

of these examples relating to internal subsidization properly fit the definition ‘
of a social goal given previously. In many cases the suspected presence of
. internal subsidies appears to be related instead to ability to pay. The

" charges assessed for specialized eqiupment would provide one example of this,

as might the differential between the flat rate for basic business service
versus the flat rate for basic residential service. Ability to pay is, -
however, not explicitly noted by the Company or the Board as the rationale

for such features of the price structure. It is clear, however, that the

| tarlff is be:.ng used to foster certaln social goals, such as rural telephone

development and EAS.

Financial Integrity of the Company

One of the primary reasons for discﬁssjng the financial integrity of ”

the Company is that, unless the Company is earrung an adequate, or faz:r:, rate

of return, the prov181on of adequate service goals may  be compromsed.

Hav:.ng establlshed a fair rate of return as a goal however, there is

~ more than one purpose that it can serve. . In addltlon to help:.ng to insure a

cont:Lnang prov.mmn of serv1ce, the allowed rate of return may also be used

as an instrument for promoting efficiency of operation on the part of the.

: 22
Company .

For a more detailed discussion of this point see James Bonbright,
Principles of Public Utility Rates (Columbla Umver51ty Press, New York,'
1961) : PP. 53 and 54,
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- In a competitive environment, prices can be seen as playing two roles
in regulating the production of goods or services by the firm. FJ.rst ; the

role of bringing revenues in 1J_ne with cost, where costs are defJ_ned to

‘include a fair rate of return to the producer, and second the role of creating

incentives for efficient operation by forcing the reduction of production - |
. costs in order to maximize profits, and perhaps even for' survival in the '.
market. , | 4

The first of these fmctions appears to bemetJ_n the'aggregate .for .
the Company through Board action. Total revenue requirements of the system.
are determined on estimates of cost plus a ‘fair rate of;' return to the Compeny;
this may'be, however, a Very imperfect substitute for the tradi_tione'l rolei"
of prices in a competitive envi ironment. TIn Nova Scotiar,' as in most other
jurisdictions , concentration is entirely on the total system; on aggregate ‘
revenues and costs, and not on increments to the svstem In a pervfectly.
competitive environment, price would automatically bring costs and_ revenues
in line on mdiVidua'l components as well as in total

The fact that there is no conpetition in the telephone industry in
Nova Scotia implies that there may be little J_ncentive for the Company - to
achieve such efficiency. There is, however, some incentive vbuilt into' the
system. | The Board allows a maximum rate of return,. but it does not guarantee
this rate of return. The Company bears the loss if it fails to generate the
allowed level of earnings; it ig not.able to recover a. loss from future rate .
increases, although it can prevent a recurrence of the loss through future vv

rate increases.
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It is also possible for a regulatory comnission to create an incentive
by rewarding a company for efficiencies through a hJ_gher rate of return;

thus the more efficient, the’ h_gn mlght be the allowed rate of return

. Alternatively, ‘should the firm prove itgself highly 1neff1c1ent 1t would be

penallzed by havmg its allowed rate of return lowered. Although qu:Lte
possible in practlce , this approach does not appear to have been a factor in

the determination of the rate of return for_ the Company. This conclusion |
results from an analysis of the written record of the Board's decisions. -

The rate of return goal as applied to the Conpany works in practicej' -

 as a prihciple; rather than being used primarily as a mechanism to induce -

efficiency, it is used as a device for maintaining the capital attractive-
ness of the Company. At each.tariff hearing, corisid_e'rable emphasis has |
been ?laced on the ability of the Company to fund its activities through'’
normal capital markets. In its .presehtation to the Board, the Company has

errphasized the need to determine the overall revenue requirements first

and to determine the structure of rates last- overall revenue requlrements o

are emphas:Lzed th_le the structure of rates is deemphas1zed Although thJ.s :

approach does serve the capital attraction functlon, there are several

‘ comments that need to be made.

: First, it is quite possible for entirely different tariff structures
to lead to the same overall revenue but at the same time create quite
distinct systems. Second, in the determ:ination of a rate of return hecessary
to mamtaln the capital attractiVeness of the firm, there ‘is a tendency to
set the rateA of return at a minimm. But there may be other very good and

mpelllng reasons why the rate should be hJ_gher than such a minimum.
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In a perfectly competitive envirorment, a price system.perforﬁs two
essential functions with‘respect to the consumer. First, it*aots'as ar
device for restricting demand; thus, the price system ratiOns the goods
and services that are available. Second, the price. system glves the
- consumer the freedom to make his choices subject to belng able to pay :t-
the going price. It is 1rnortant to note that a price system.does not
guarantee’the provision of a service or product to every person in s001ety; :
In the long run only those consumers willing and able to pay a prioe at"
least sufficient to oompensate the producer for all costs,_inoluding a'rate_
of return, would.receiVe'the service. :

The rate of return goal is not necessarlLy rncon51stent w1th maximm -
| development»of the system, but if the prices being charged for additions
to the system are not sufficient to cover all costs 1ncurred by the addltlons,
then the goal may become subverited. To whatever extent maximum deve]opment
of the system has been taken to be deslrable in Nova Scotia and to the ex-
tent that the Company uses its tariff and other devices,_sﬁohtas advertising}-
to promote an abundant use philosophy, it is concluded that it is not a goal’
of the telephone system in Nova Scotia to use prices in general, as a device
for restructing demand,23 This conclusion is'furtner reinforced because
indiﬂddual cost of'servioe'is not explicitly considered in the'determinationv

of all prices. .

23 o ' :
As has been noted previously, there are selected cases, such as the special
construction charges levied on certain rural users, or the newly instituted
dlreCtory assistance charge, where there -is-an attempt to restrict demand
by using the prlce as a deterrent. . :
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Protection of tl;e Public.

The Public Utilities Act rotes that rates, tolls, charges or
schedules shou_.a not be "unjust, mlreasonablo, insufficient or unjUstly-

dlscrmunatory or [are not t] w0 be preferentlal or otherwrse in violation
24

~of any of the provisions of this Act". Aocord:mgly, the Board has set

constraints on the behaviour of the Company in terms of guidelines which

establish those actions or activities in which the Campany is not per— °

m:x.tted to engage.

Because there is a great deal of amblgluty surrounding the phrases E

"unjust"., Munreasonable", "insufficient" or "unjustly discriminatory"

telephone cherges, it becomes difficult to know to what extent this part of

the public interest goal is being met. In practice, one vway in which it

has been interpreted is that there should be no sudden departures from

established rates and/or from alignment of various rates one to the other.

Thus the Board has not permitted a rapid and dramatn.c alteratlon of the

relative ratio of pr:l.ces between various exchange groups.

Com |

" In generél, the goa'ls of the tariff on telephone service in Nova -
Scotia would appear to be:
1. to protect the public by placing certain constraints on the .
Company with respect to the reasonableness and equ;Lty of rates
between different subscribers;

2, requiring telephone service to be self~financing operation;

24 Public Utilities Act of Nova Scotla, Rev:Lsed Statutes of Nova Scotla,
sectlon 82, page 3904. »
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3. insuring the Campany the opportunity of earning a fair rate of
return with "L.jor emphasis on the capital attractiveness of
the firm and to insure a continuing provision of service by
the Corpany;

4. chargMg, in a nurber of instances, accordlng to the subscrlber s
ablll—y o payi and

5. to foster certzin socizl goals.
The goals of the tariff do not appear to:

1. restrict demané, except in special cases, or to othexwise use .
the tariff to l=ad to an optimal size of the system,

2. use the tariff to place limits and/or ;mcentlves on the quallty
of service beJ_pc: provided; or . 5

3. create an incentive »:or efflclency w1tlnn the Company.

Finally, there is no recognition of the redistributive function of |
the taxifﬂ The tariff resuvits in uniform rates for various classes of
service which, given differsrces in the actual cost of prOV.ldJIlg dlfferent
customers with those classes of service, creates a redlstrlbutlon of in-
come w:LthJ_n the Province. Eowaver, there is no explicit. cons:Lderatlon |

given to this in terms of measuring the effect of subs;Ld;Lzat:Lon to various

subscribers nor in terms of assessing the social value of such subsidization;'

At this point, thers are three important issues which ret_{uire fm:ther
examination. These are (li the determination of -adequate provieion of N
service, (2) the determiration of the tariff strudture and (3) the gbnitdring
function of the Poard. These issues will be anaiyzed in Ath'e fellowing o

Chapter.
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‘CHAP'IERBA

Towards An __l‘crnatlve Set of Objectlves

In Chapter 1 the tariff objectives of M T & T were outlmed as

interpreted by the Company and the Board In Chapter 2 the objectives

' were examined more closely and the conclusion was reéched that in

theory and/or in practice the list of tariff objectives were principles
rather than goals. Also there was discussion of some of the goals
which implicitly or explicitly underlay the tariff and the tariff ob-
jectives as well as alternative goals that might have béen considered.

The principle conclusion of Chapter 2 was that the current objectives

- lack specificity, both as statements of the goéls of the tariff and as

a basis for the determination of the tariff. Chapter 3 will be con-

cerned with examining the process that is recommended for establishing

~goals and implementing. them.

The regulatoxry process, if it is to protec't the publlc interest
by promot:.ng certain activities by the Company. and prohlbltlng others,

subject to preserving the financial integrity of the Company, must

"clearly specify the goals which are to be met by the system.

The process at the present time relies on the Company. to initially -

formulate goals, principles and instruments. The Board has, with few

‘exceptions, approved the Company'é proposals. The Board has not deemed’

it necessary to direct the Company to undertake alternative actionms.

Government and consumers both have access to the Company and the Board.
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V’I‘he Company has, for its part, c_onstrﬁc*_ted tariff objeétives,
service objectives and tariffs which it féels are in the bes£ iht_erests
of the development of a good telerhone network for Nové chti_ans.

It is not the intention of this analysis to que‘stion whether or
not the preseﬁt process has been. inadequate up to this time._' Rather, |
the purpose of the Vanalvsis is to suggéét that, for the fﬁturé, the

Board should begin to consider alternative modes of operatlon. The im~

plications of expansion, in terms of resource allocation, must be looked

at. More consideration should be given to cost of ser\}ice pfic:ing in
conjunction with value of service pricing. Value of 'service'pricing
should be more clearly rau._cﬂ.a.lzed by atterrptmg to measure, to the |
extent possible, how total system benefits differ, _1f at all, from in- |
dividual subscriber benefits; If internal subsidization is to be per— |
mitted, the direction and rmzgnitude of the subsidies should be known
More detail on"these and other possible changes follows;’ The ixnpoi‘tant
- point being made is that if there is to be adequate assurance in- the
future that the telephaone *ystem in Nova Scotia is serving the best in-
terests of the people of x,be Province, the tariff goals, principles, |
and the tariff itself, must be rationalized in ways different from the
past. |

In this context, the three issues posed at f_he end of Chapter 2

- will be considered with respect to. the type of rationalization which
should be attempted. | |
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The Legal Framework .

It is useful to begin by placing the analysis of this chapter in
its institutional envirorment; thus it will be necessary to.examine the

legal relationship that exists Dbetween the Board and the Company as

“defined by the Public Utilities Act. The analysis will also establish

the ability of the Board to direct the vegulatory process in the mamner
to be recamended in this report.

Appendix A contains a detailed review of the rights and duties of
the Company and the Board as defined by the-Publi;:. Utilities Act. One
of the ﬁmportant.points made in the Appendix is that- parts of the Act |
are ambiguous. Many concepts, such as '_'teleph"one‘ message", are unde-.
fined or are insufficienfly defing& Also, the powers of the Board are

not structured in a systematic fashion, resulting in repetition and .

ambiguity as. to the relationship between the sections. ‘The Act does '~

 however give wide powers to the Board.

As examples of the Board's authorlty ’ 1t may order the Corrpany .

to supply whatever 1nformatlon it deems hecessary

to enable it to fulfill its duties; prescribe

record keeping methods and depre01atlon methods

for the Company; examine the value, condition and
extent of the Company's assets; make a revaluation

of the Company's property; require approval of all
new construction expenditures of more than $5,000

in value; define the Company's rate base; establish
the Company's allowed rate of return; control the
Company's ability to abandon service; require specific
service to be offered; compel, with power of subpoena,
attendance of persons at hearings and production of
desired documentation; compel whatever changes. are »
necessary to ensure the furnishing of reasonably
adequate services and facilities; cancel rates,
schedules and contracts which are found to be wn-
just, unreasonable, insufficient, unjustly discrimi-
natory or preferential; order a substitution for any

- 64 -



regulation, schedule, act or service that is unjust,
etc.; end use such additional implied and incidental
powers which may be prover or necessary to carry -
out, effect, verform ard execute its powers as

given in the act.

This is not an exhahstlve list, as reference to Appendlx A Wlll

show, but it should be clear that the Board has wide dlscretlonaxy powers. '

Given also its mn“discretionary regponsibilities, it 1s apparent that
the Board has the authority to exsrcise substantial control over the :
activities of the Company, subje;:t to the prese:_:vation of the financial
integrity of the Company Any conclusions, in this regard, must how- |
ever be gualified since there has to date been no stbstantial judit:ial '
interpretation of this Act. | ) |
In practice, the Board Zoes not always use all '.of the powers et
its disposal. Tt would appezr that the Board is of the oﬁinio_n that
‘the extensive legal authoritv granted to it by the Act is to be 'used.
in dealing With extraordine>v situations and thus is intendeol as con—'
tingency powers. The Act, however, does not make this élistilnctio:rx.2
Pregently, the Company makes proposals on t'ariffs'to. the Board,
which the Board may then accept or reject. The Board hes, in some
' instances, substituted its own judgment as to the course of action the
Company should follow. These instances occurred in the most recent
1974 and 1975 rate hearlngs, and in some of the very old hearlngs,

~ those that took place up to 1920. It should, however, not be assumed

1 See Appendix A

2 One of the rules of construction for interpretation of statutes which
is quoted in Appendix A, states that the rule of construction is to
intend the Legislature to have meant what they have actually expressed.
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that the Board has not substituted its judgment for the Company's be—

cause of how it may interpret the Act. The major reason for the Board

approving most Conpany applications is that the Board, in its judgment,

-has found the Campany's principles and resultlng tariff acceptable.

Adequate Provision of Service

In determ_m.ng what is an adequate prov:.slon of telephone service,

) the real questions being asked are first, "what is the optimal resource

allocation that_ should be made to the telephone system in the agregate?"
and second, "what is the optimal resource allocation that should be made
to the various parl:s of the system within that aggregate"" - |
The resource allocation that should be made to the telephone system
is constrained by the availability of resources. Given a lnnlted amount
of inputs or resources, there will always be a difference between what -
s.o.ciety can produce and what society would like to consure. If there
is not enough resources. to simultaneously satisfy all wants, then trade
offs must be made. Such trade-offs should be made so as to maximize the
welfare of Nova Scotians, within the resource constraint. Giving up
some of one good in favor of more of another, imparts a benefit from the
increased oonsumption of the one good and a cost fram the decreased con-
sumption of the other. Both. the benefit and the cost of the change must
be known if a rational decision on the desirability of the change is to

be made.” There must be concern not only with what is galned but also

with what is lost, or given up.-
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It is uwndoubtedly :r:ue, with perhaps a few exceptions, ‘that_
expansions 'to the telephcne system increase the value of the telephone
system. When the Company uvses the concept of system wide serv:Lce, they -
are correct in maintaining that not only is total system value enhanced
but: that also, the increased value is spread throughout the system. - |
But in making this point, the Company has still not addressed the twe
: essentlal issues involved. These are:

a) Is the addltlonal commitinent of resources to the telephone system'
belng used within the telephone system in that area where the
greatest net socw.l benefit will be achieved? and

'b) Is the additional. commitment oF resources to the telephone system
reallzn.ng a greater net benefit than if those resources were com-
- mitted to another sector of the economy?

In order to provide answers to these questions a number of factors |
would have to be looked at. | " _ | A

An assessment of the benefits of expanding the size of/ the telephone

system would have to be made. In making this assessment, social benefits |

as well as private benefits would have to be considered. Unlike most :
goods and services produced in the economy, telephone service involves
the presence'of externalities or spillovers. This means sixriply that

there may be benefits from an expansion of telephone service beyond the

benefit to' the Company or the benefit to -the~jnmedlete :_subssriber being -
given service. For example, a viable provincial lconmunicatidns network,
linked with a national and international network, may be an integral

part of the infrastructure necessary to promote econamic development. -
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Also, the ‘satisfaction or utility that one subscriber defives from
telephone service increazses as others join the. telephone system and ’

'. the potential Gtility for new suoscr::l.bers will be influenced by the |
existing size of the system. These effects follow from the fact that -
as the system expands, each subscriber in the system aééuires a greéter |
potential caiJ_'i.ng capability than pfeviously; thereby increasing the: |
potential value of the sys-cem to the individual. As another exampie, :
there are aiso extemalitiss present in the placiﬁg of calls because |
incoming calls confer_ a benefit in the same way that _outgoing calls cflo;
In general, all other things being.equal, the presence of 'such.‘positive :
externalities would be an incentive for exPansioﬁ of the ‘systan be-j'

: ybnd where it mJ.ght otherwise be. . |
Before any precise detamninafion can be mac'le‘of the impiicati(;ns
| of externalities upon the size of the system, the externalities would . |
>have to be identified and measwred as preéisely as possible. A -rule of
"thumb, such as the present practice of coumting the nunber of telephones ‘
may be a very imperfect measure of the externalities. Ex!:érnalities are
not easy to measure and no attempt is being made here to Im'nz_'_mize this E
~difficulty. But the difficulty of measﬁrement does not.alter the desfra-f
: bility of measurement and there is mxch thét can be done by way of -
galn:l_ng a more pi:ecise'understa_ndjng of the externalities and how they‘ “

operate. Currently attention is being focused on this issue in other -
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areas, such as the treatment oI environmental issues, energy, and trans-—

portation. Communications is ro less :important.3' :

In addition to 1den:1£~v1r‘g and measuring, to whatever extent possible,

the benefits of an expansion in the telephone system, it is also necessary
| to know the cost of such expansion. Cost of service is as important as
value of sexrvice because the ultimate aim is to know the net incremental
benefit of an expansion of one part of the system versus:'another and . -

versus expansions of other parts of the economy. The CIC Cost Enquiry

study is a prime example of the interest being ‘shov'm in costs in other -

jurisdictions.

If the Board were able to det'ermine the benefits of expanding the .

telephone system, even approximately, .and could determine the oosts of
providing service by requiring the Company to prov:Lde it with cost
separation statistics, the Board would be able to deterrnine the net
social benefit of .an expansion of one part of the system versus another.
It could thus determine, on a rationalized basis, the priorities w:l.th:m
the system., Even though similar information might not be available for

corrpeting projects in other parts of the economy, changes in the tele- -

phone system would be based on more complete information than .'.LS current—'

ly ,available.

In addition to considering the costs and benefits of .expansions, .

3 For a further discussion of the externalities of telephone service,
see R. Artle and C. Averous, "The Telehpone System as a Public Cood:
Static and Dynamic Aspects”, The Bell Journal of Economics and Manage—
ment Science, Vol. 4, No. 1, 1973, pp. 89-100.

L. Squire, "Some Aspects of Optimal Pricing for 'I'eleoorrmunications
Bell Journal of Economics and Management Science, Vol. 4, No. 2, 1973,
pp. 515-525,

Jeffrey Rohlffs, "A Theory of Interdependent Demand for a Ocmmmications
Service", The Bell Journal of coonomics and Nlanagenent Sca.ence, Vol. 6,
No. 1, 1975, pp. 16-37. - :
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" the financial -implications on the Company from such expansions must also

be locked at. If the system is required to be self-financing as is the

case at present, then the rate of retwn required by the Company to- - -

undertake expansion will impose a oconstraint on how much expansion is
initiated.

Whether the system is self-financing or not, the detemmination of

the Company's allowed rate of rsturn is important both because the pro-
- tection' of the Company's finarcial integrity is crucial to ensuring a -

. cohtinuing provision of service and because the rate of return may be -

a powerful instrument for enswring efficiency of operation by the Com-~

pany. Achieving a proper ailocation of resources to the telephone -

system involves not only a cestermination of the aggregate resource
comnitment but also an assurznce that those resources whlch are coxrmitted :
are beJ_ng used in the best ramer poss:Lble.

' If the Board were precarad to use the allowed rate of return to -

-penalize‘ inefficient managerent and operation as well as rewardefficient

management and ooeratlon ; the incentive to the Company to use resources .
in the most. efflcient way possible would beoome greater.
‘Nene of the above analysis on meeting the "adequate provision of

service" goals is intended. to imply that the telephone system is at

- present coammanding too f_ew- or too many resources or that the Ccmpahy :

is operatiné‘ inefficiently.  The point is, rather, to stress the 1mpor—'
tance of more expl 101t1y "'a'ClOIL.llZlng the size and quallty of service
goals on the cost~benefit basis outlined and haVJ_ng some means of
obtaining improved efficiency, if it can be J_mproved._i Bigger and better

is’ hot necessarily desirable. The lepanyYe goal of maximum develop—u
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ment of the system implies- that expansion is desirable as long’ as the
financial position of the Copany is protected. The analysie has
suggested that the benefits of expansion are only one-half of the pic-

ture; more consideration must be given to cost.

The 'I'arif_f Structure .

. The tariff structure and the absolute level of individual rates

within the tariff have implications for the size of the individual com-

ponents of the system, which in turn has implications for the aggregate -

size of the system, the quality of service in the various parts of the :

systern ahd internal subsidization between parts of the system. The
1evel of speclflc rates and the spec:Lflc rate gtructure adopted are
central because the price system is the principal veh:Lcle for achlev:mg
the optimum size and the quality of dervice goals. But just as
| importantiy, the rate structure is central to the issue of internal -
subsidization. | o

n Chapter 2 , there was a discussion of the :Lnternal sub’sidi»zatienA
of rural exchange areas by other parts of the system. It_"is useful to
use this example to illustrate the point just made above. | A

The Company's principles of system wide service and system WJ.de '

pricing have already been discussed. Given these prlnc;ples, the current ’

- price struwcture for rural versus urban exchange areas may be logical.
However, because some of the rural exhanges are not‘self—financing, then

even if the concept of system service is accepted the removal of , suwch -
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exchanges from the 's;st"ﬂ would result in eventual proflt increases to

the.Ccm,pa.ny.4 Quality of service might fall over the entire system, and

it 'would certainly fall to zero in the eliminated exchanges, but if rates
in all other Darts of the system are kept at the existing level; the in-

‘crease in profits must J.OJ_OW from the fact that these 'smaller exchanges

are not self-supvorting. What this means is that to justlfy the present .

rate structure, the benefit received by the system would have to be com—"

" mensurate with the support being given by the system. If it is not ' o

then there is no justification for the internal subsidization that is .
oocurrlng between different classes of users of telephone service. Fromi
an analysis of Board dec‘.ls*_:ns, hearj_ng transcripts, and Company sté.te—-
ments, it is not clear that this question of beneflts cormensurate with
costs. has ever been explicitiy asked; rather, it appears that a~pos1t:Lve
snswer, has been implicitly assumed. | o | \

At the time that the tsisphone industry in Nova Scotia, and indeed"
all of North America, was in its infancy, and perhaps for many years

.fo_llowing, a goal of achieving universal accessibility to the system

may not have been misplaced. Ard as a corollary to such a goal, a tariff - |

: designed to .induce more rapid expansion of the rural network and to em

phasize the total system concept of the network "may have been more de—

sirable than a tariff which assigned the full incremental cost of an

expansion to the direct recipient of that expanison.  Even then, however, ..

4 his statement would have to be qualified by noting that not only local
‘service or toll free revenues must be looked at but also toll revenues
created because of the existence of service in these exchanges. For
any new additions that were not self-financing, not undertaking them

would cbviously leave profits higher. But for removals of present parts.

of the system, where certain fixed costs will be involved, as long as
the losses involved are less than the fixed costs it will temporarily
remain profitable to maintain the losing services. -
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in deciding how to recover the costs, it would have been ‘useful to have
conpareel them with individual subscriber benefits as well as the total
network's benefits. But at = time when universal aceees has lérgely

vbeen achieved, as is the case at present, and where e.xpanswn is in

large part an improvement of the quality of basic service and the addltlon
of a variety of fringe items, it is not clear that.the social beneflt,

or total system benefiﬁ » Goes differ significantly from the benefit of,
the private subscriber who is the immediate rec:.plent of the serv:Lce. ._

And irrespective of whether the answer to this is pos:Lt:Lve or negative,

a knowledge of the relative benefits and costs is necessary to determine o

from whom the costs are to be recovered.

- In a recent paper,5 Richard Posner has made the following comment: . .

Taxation in common parlance refers -to the use of
the powers of the state to extract money from its -
subjects in.order (1) to defray the cost of -
services that the politically dominant elements
of the state wish to provide and ‘that the market
would not provide in the desired quantity and
at the desired price, or (2) to transfer money ,
income from one group to another, or (3) often, -
to do both. By this test regulation is in part -
a system of taxation or public finance. The
basic mechanism is the internal subsidy. A

- firmm provides a service below its real cost and.
the deficit is made up by (usuvally) other cus-
tomers of the firm who pay higher prices than
they would otherwise. Were it not for the power
of the state, acting through the regulatory .
agency, to control entry, the system would not -
be viable. A firm would not institute a losing -
service., If by mistake it did, it would terminate
the service rather than subsidize the losses from
profits in other markets. If it foolishly per-
sisted, firms not burdened with the costs of
losing services would enter the high profit mar-
kets and their campetition would drive down.the

5 R. A. Posner, "Taxation by Regulation”, Bell Journal of Economics and

Management Science, Sorlng 1971 vol. 2, No. 1, pp. 22-50.
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price; deprived of the necessary supranormal
profits, the fim would finally be compelled to
terminate the wnprofitable service. ,

- Internal subsidization may thus be viewed as an
exertion of state power whose purpose, like that
of other taxes, is to campel mambers of the .
public to support a service that the market would
provide at a reduced ievel, or not at all. Tt .
is in fact a form of excise tax, with the burden
falling on purchasers of certain goods or services,
and the procesds earmarked for specific uses.

This view, although sxgressed in _different terms, reiterates the

previous points. If internal subsidies are present in the telephone

" industry in Nova Scotia, and the analysis in Chapter 2 has shown they

are, then the question arises as to the basis for this "taxation".
One 'approach is that such "t=x=tion", on principle, can not be

justified, and therefore cost of service pricing must be used. But

if the position is taken that it may be justified, then there are a

- number of considerations that muast be looked ;at:

a) Voters typically demand scare accountability from governments as to
the benefits received for tax dolléar’_s spent. The degree of -
écoountability may at times seem remote but, a£ least in theory,
it is there. Similarly for telephone sefvice, it is necessary to
explicitly identify the extent of _"tzia.xation"‘ and, as much as possible,

the benefits being received; otherwise, there can be no accountability..

. b) Benefits to subscribers other than those who are the direct

 beneficiaries of a service must be accounted for.
c) | Benefits must be compared to the cost of the service and with the

benefits fram other alternatives Aoompeting for the same resources. .

® Ibid., pp. 28-29.
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d) Taxatioﬁ img].ieé the necessity for a variety 6f .interests .ﬁo have
input into the spedifi@tions;. of the goals of the telephone system.

e) There should be an evaluation Qf this form of taxation as compared.
to other alteratives. Clearly, whether acceptabie orvhot, a system

. of direct government subsidization out of general tax i;:evenues is ‘ |
- an alternative. ‘So too wbuld be the in‘troductionbf an explicit :
charge levied on all subscribers with the proceeds earmarked for
-+ the subsidized services. Both the equity and efficiency effects
of thé piesént system and. of altexnatives must be considered. '

f)' Both the absolute and relatlve amounts and levels of this‘kind of
taxation are relevant to the decision ma_king" processv.. The whole
question of the optimal size of the telephone system and its |
various parts and of the optimal quality of service are intimately
related to the question of rates and rate structuﬁ:e.’ The entire
goal specification system urider discuséion is a necéésary component
in solving the specifié issile of internal taxation and subéiaies.

One of 'l:he results of assessing the role of internal subsidies

in the system might be to lead to a greater use of usage sensitive

- pricing in the rate structure. Usage sensitivé pricing is a systefn A'

of charging based on actual use -of the telephone, where usagé my be

‘measured by any one, or any conbination, of length of call, time of c‘all‘,‘

distance bf call, incoming as well as outgoing calls, 6: type of" |

méssage (voice versus data). Usage sensitive pricing is presently used
for 'all toll calls‘, both intraprovincial and intei'proxlfincial.. -’ It is_,,

however, not used at the present time for local service offeringsj

7 See the discussion in Chapter 2 on non-optional measured rate service

versus flat rate service for business subscribers in larger exchanges.
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A move towards more pricing on a usage sensitive basis suggests
itself in the present cont ext for = number of reasons. First, such a

pricing scheme would allocw prices to be more d:lrectly related to costs.

. Secohd; by charging in relation to the use acl:ually made of the telephone,

usage sensitive pricing would provide one possible measure of the value

of service actually derived from the system.8 Third, and most important,

usage sensitive pricing would be cne way of using prices to limit the |

size of demands made on the system and thus meet the service provision

" goals that had been specified for the total system ahd/or its various

parts. Prices could be set at levels designed toéncburage the desired
volume of calling. If socizl goals dictated the desirai:;ility of pro~
moting the use of service in = particular area, prices could be 'set be-

low costs. If size goals dictated restralmng demand, this mght requlre

prices for some services to same ~subscr1bers to be set above cost.

Creating an incentive to curtail or expand the volume of use of _ _'
the system is crucial to controlling the total resource camitment made

to the telephone network. A schedule of flat rate charges can be

- manipulated to affect the total nutber of subscribers but may be quite-

- ineffective in curtailing any given subscriber's use of the system,

since a flat rate price gives a subscriber unrestricted toll free calling
within the base rate area. .
Usage sensitive pricing might not be appropriate for all service ‘

offerings‘ and all subscribers. It might also be necessary to Aaccanpany .

8 At present, the value of service principle, by charging more the greater
is the number of subscribers who can be called toll free, is. charging
on the basis of potential value of service rather than actual value
of service. Ccmpany data suggests, however, a possible correlatlon
between potentlal calling capability and actual calllng -



the ﬁsage sensitive price with some fixed or flat rate charge that )

would cover certain fixed costs of the Company which are not specifically

- related to usage. It would also be necessary to investigate the costs |

of measuring_usage anci of billing on the basis of usage. These are all

' concerns which wou’Ld need to be examined. The potentlal beneflts of

such a pricing structure, however, suggest that studa.es should be made

of the feasibility of J.ntroduCJ.ng more usage sensitive pricing on a_ |

planned basis over t3me9 |
Finally, with respect to rate structure, some ’comments need to .be

made on the role of the Company's allowed kate of return. One coﬁcern

in the present context is with the potential role of the rate of return

.as a nmeans of prombting efficiency in Company operations. To obtain

the maximum use from the resource allocation made to the telephone system

requires not only concern with prices but also concern with costs. Costs :

must be identified as part of assessing the net s001al benefit of ex—
pans1on of the telephone system as a whole or in part, but beyond th.‘LS,
emphas:.s must also be placed on ensuring that costs are beJ.ng mlmmlzed.
This latter point requires a means of promoting maximum efficiency in
the Company, and, as was d.lscussedln Chapter 2 and earlier in this

Chapter, the determination of the rate of return may be one way of doing

" this.

Two further points need to be made with respect to rate of returnv

and rate structure. First, subject to whether or not the Company is

9 In 1975, Athe Company proposed the introduction of a directory assistance

charge. It was estimated at the 1975 hearings that the Company would

- realize substantial savings fram such a charge, in large part because
of the expected reduction in the use of the system. A directory assis-—
tance charge is in fact a usage sensitive price for information, or = .
directory, assistance, for listings already in the telephone directory.
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required to self-financing, any.given rate of return deternu.natlon may
create changes in rate levels.  Ths Company' s rate of return is in fact
a cost which must be recovered from subscribers if the system is self-.
financing. Thus it is imgortant to formulate precise approaches to de~ -

termining the Campany's rate of return..lo Second, the achievement of the .

- opt:‘mal' system size might requirs a level of rates which produces a rate

of return in excess of that allcwed. In such a case the Board would have 4

to consider whether the excess funds would accrue to the Company, be

reinvested in the system, or be returned to subscribers. If the tariff

is to be the principle instrurent for achieving the provision of service

goal, however, such a situation should not result in a lowering of rates

. to bring the actual rate of rsturn back down. to its minimum.

The Monitoring Function. .

In this section, it is “e’*essary to examine the Jmpllcatlons of

the analysis to ‘thls pomt in terms of the process that xnll be necessary

" to carry out the type of monitoring function the ar_lalysn_s would pre—

scribe for the Board. It has already been suggested that costs and

benefits must be determined for each investment which the Company pro-

" poses. Tt has also been suggested that the diffetence between the price

- of a sexvice and the cost of a service should be determined, and that

there be a recogriition and measurement of the redistribution of J.ncome

as a result of subs:.dlzatlm and taxatlon which results from the cuxrent

10 Alternative approaches to determining "fair rate of return" are

discussed in Appendix C.
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tariff. Most importantly, the nsad for explicit goal specification forAi ,

the system has made clear the need for a n*echanlsm to be develbped for

evaluating the results that the system achieves.

Goal formulation is a necessity for there’'to be cbjective standards .

by which to evaluate the telenhone system and the perfonnahcé of the .
Compény. ' Formulation of goals should result from a ccxnblnatlon of 1n-
puts from government, industry, and consurers. The Board WQU.’Ld then be -
in a position to arbitrate conflicts between the various interests' as
they arise; the Board would also be able to determine what.v_afioué o
segments .of society considered were the priorities -‘:Eor the system.

As one part of the process of goal formulation, f_a.irlj Vdetal,iled '-
models of the telephone system will need to be developed to enable the |

Board and the Company to asgess the implications of alternative goals

Such models will also be usefu.l to the Board in the monltor:l.ng of goal -

achievement and of Company pe:cfonnance. The development of such models,
although important, would however not be a prerequisite to proceedmg.
with the process for goal formulation set out in the final éeétion of
this Chaptér. | } | ,

A number of components would be necessary in iﬁhe building of a
model. A profile of the demand characteristics of each service offer-ed",’
a profile of the Company's cost for indi,viduai« sexvices, ‘a profi_le. 6f~ '
} the Company"s Eechnol_oéy and a profile of the Company's accounting -

operations including both those which are dictated by the Board and

- 79 —




11

those which are left with the Carpany would berequired.ll'Thesecom— ’
ponents would then becare cart of a simulation model that could be
used to analyze the resource allocation implications of an increase in

sexrvice offerings of different places, an increase in service offerings

of different types, the various prices that could be charged for services,

the net benefit to the Campany of providing those services, an assess—

meﬁt of the benefit ef new technol_o_gy as well as an evaluatien of a number
of other factars. Fach of the components above will be analyzed in order _
to see why they are necessary. | . | ‘
The profile of the deend characterlstlcs of each service offerlng
is necessary in order to de‘:::une the prlces that W111 lead to the . ‘.
desirable overall size of the system and the size of 1ndlv1dual components.
The demand profile would make J_.t pos51b1e to estimate the various elas—‘

ticities of demand with respect to price and income in each of the

.separate service offerings of the Campany. Based on that information,

1t would be pos51ble to determine the effect of different prices on de- -
mand Wthh in turn would assist in achieving the size objective. Also,
if one of the goals is that the Company be self—flnanc:mg, when parts

of ‘the system are improved even though costs are not fully recoverable

 from the immediate beneficiaries, the demand profiie and the relevant..

elasticities would determine where prices can be changed so as to not

By profile is meant a detailed specification of the area under con-
sideration. -The demand profile would thus involve an estimation of
the demand schedule. for each service offering, broken down by class
‘of user in some cases. The cost profile would involve an estimation
-of the cost functions of each service offering, broken down in some
cases by class of user. Similarly, the technical profile and the
accounting profile would do the same in those areas..
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affect total size objectives; at the same time,_"itvwould ke possible -
to.meet the revenue requirerents of the Company . .

The cost profile is similarly a necessary component to_‘ena.ble

_evaluation of the net benefit of each service and hence the realism .~ . -

of goals.  The cost profile in conjunction with the demand profile A
would make it possible for the Board to immediately assess the brivate
benefit of any'particular expansion of the system or modification to -

the system. It would also be possible to make comparisons with

alternative priorities of the Province, if those have been enunciated, .

and would provide a basis for evaluating the cost to society of

implementing various social goals which are not in themselves self- .

finéncing. For example, rural expansion might not be self~financing
because rural subscribers might not be prepared to pay a price for
~telephone service which was fully commensurate with the cost of

providirig the service. It may, nonetheless, still be desirable B

that the rural -expansion take place. With a model as described here e

it would be possible to determine the specific cost of such an

expansion. The cost profile would, in addition, provide coriéidérably » )

more detailed information on the Company's costs and thus give the
Board greater capability in monitoring costs and Vevaluating the

efficiency of the Company.
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The technical profile would be a profile of the Campany's
technical capacity and structure., It would provide the means of |
evé.luating new technology as it becames available and it would also be
of assistance in'cost separations studiés. Further, | it would provi'dé

the means of é.ssessing alternative technical means of achieving the same

' goals with the resulting ¢apability of conxpa:fing the cost and revenue

implications of the altermative technology.

The accounting profile, based on the other ﬂlree pmfiies, would
make it possible to assess the overall financial pésition of the Company
It would also, by introducing explicit rules with reséect to such items
as allowed 'dépr.eéiati.on vates and allowed rate of return ' gix-fe the Board
thé -Teans to monitor the Cdtzgany's opefat:_i.ons independently of the Com- |
pany's own financial statenmts; . Most importantly, it wouldvshow- the
direct implications of the goals for the Cbﬁpany's financial position.

The virtue of all of these components in the oﬁfall model would
be fo -gi_ve the Board, at the goal formulation stage, the capability
of assessing the implicaticns of various demands made on the system.
This would then allow for assessment of what thosé demands would>cost .
how they would be paid for and what they» would mean with respect to the

Company's financial integrity. It would assist the Board in its role

of goal specification and interpretation.

Once the goals had been specified, a model of this type would also

be valuable as a monitoring device in temms of assessing how well the
goal achievement was proceeding. It also wouid show, as more .information

became available, whether the goals were still realistic.
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Finally, the model would provide the Board with the means of
monitoring the achievement of cbjectives by the Company and the
efficiency of the Company. In addition, the adequacy of deprecitation

and the adequacy of the rate of return could also be monitored.

The Role of the Government, the Board, .'the Company. and Consumers. .-

If the decision making process that has been set out ’in this -
chapter is to be implemented, there must be a clear defj_nitiorf of the
respective roles of each of the parties in the process. Four partles ’
have been 1dent1.f1ed government., Board, Company and consumers. E’ach
of these will be looked at in turn.

The government may specify goals 'for the Board by means of
legislative directioﬁ to the Board.. It is not necessafy for govern-
ment to be a. ciirect participant in any Board hearings. This is the
process at the moment, where the: goverment hasg mcluded in the Publlc o
Ut:LlJ_tles Act, those goals it has chosen to specify. Where the govern— -
- ment chooses to specify goals in thlS manner, it then becom_es the
responsibility of the Board to see to their implementation.

The role.of the Board in the future would involve a mﬁrber of .
functions. Prjmarily ; the Board's task would be to insﬁﬁ:e achievement
of whatever goals had been set by government and to otherwise, within
its legislative mandate egtablish ‘the system's goals and prioriﬁies.
This would then involve monitoring of goal achievement, monitoring of
Company perfomance, hearing consumers® complalnts, deciding on Company
‘rate appllcatlons, assessing major Company expendltures, and undertaklng

whatever other actions might ke necessary to insure goal achievement.
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In addition to rate hearings, it would also be desirable to havé "
the Board institure a new type of hearing to assist in the detemmination -
of goals. Such policy hearings would be of use in oxder for the Board
to seek evidence from the Company and the public on desirable goals, -
their realism, arnd their implications. - | .

Unlike normal rate hearings, the special policy hearings would

=z
0

‘be non-adversarial and more informal. The héarings would thus be of

pa:i:ti_cular 'sig'nificance as. a means of providing the consuming public -

with an access to the regulatory system outside of the context of the =

- potentially time consuming, costly, and adversarial framework of

formal rate hearings.

There have been a number of interesting expernnents in Canada, -
and elsewhere, in recent years, designed to increase effective public
participation in regulatory _pmceedingé.‘ For a nunber of years, there:’
has been discussion in the U. S. on establishment of an Office of the |
Consumer Advocate, which is finally very close to approval .by‘Congress.-.

The U. K. in 1974 also proposed the establishlment of a National Con-

~sumer's Agency, although it is not known if any concrete action has yet

been taken. In Canada, the Department of Consumer and Corporate Affairs

has, since 1973, provided furding to the Consu_mers' Asscciation of Canada ..

to conduct advocacy activities on behalf of CONSUNEYs before_regulatory

tribunals.12 In the 1975 rate hearing of VNew Brunswick Telephone: Campany

in New Brunswick, the provincial government provided funding for a lawyer

12 \ore detail on these initiatives is to be found in M.J. Trebilcock,

"Winners and Iosers in the Modern Regulatory State" (mimeograph, 1975),

- pp. 17-29.
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to be hired to represent the consumer interest. The Province of Alberta's

Public Utilities Board has accepted the principle of awarding costs to

intervenors, who participate in rate hearings under its jurisdiction.
With respect to. policy-type hearings soch as Were disc_useed above,

the CRIC in Canada has, for a number of years, held informal hearings

‘of this type, to which the public is invited to camment on policy goals

such as the Canadian content rulings of the Commission or local programming

offered by cabJ.e televisionfoorfpanies. In January of 1976 ,. the federal
government announced a new rail passenger service policy which outlined
some basic guidelines which the government felt had '{:o be met by ’the '
passenger rail system and then instructed the CTC Rail Comnittee to tmder—
‘take a series of soecial policy _hearings on the questioh and draw up a |
specific list of recommendations that would achieve the broad guidelines
outlined by the government. | |
- None of the above examples are mutually exclusive alternaﬁives. h

- In conjunction with special policy hearings, there might aiso be a stmng
cese for funding consumer representations either through government or
by the Board awardings costs. And neither of theee possj_bilitiee is an
argument against appointment of a pubJ.:.c Or Consumer advocate to partici-
pate in policy and/or rate hearings. The merlts of ,_and rade—offs
betwe_en, 'the various options that have been tried elsewhere should be -

‘looked at. The special emphasis that is placed on the policy hearings

comes about because of the emphasis on goal spec:1flcatlon and the opan.on ,

that deflnltlon of goals should be made distinct from rate hearlngs. -
Such a distinction m:Lght greatly fac:.lltate rate hearings, which now
spend a great deal of time addressing questions of goals ahd objectives -

because there is no other vehicle for this purpose.
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The role of the Carpany would be to carry out the pianning

necessary to achieve the goals that had been set. This would be done

in consultation with the Board. At an earlier stage, the Company might

- also propose goals for the Board's oons:Lderatlon. The Company would,

as at present, be responsible for formulating the tariff and sulmitting
it.to the Bdard for approval. It would also be respon51ble for gaining

Board approval for any other actions which the Board :mJ.ght require.

Most importantly the Campany would be vesponsible for the efficient

running of the telephone system. Nothing in the proposed process would

interfere with present management perrvogatives as. long as the goals -

of the system were being met.

| The entire process would be closed ended with the monitoring

stage leading directly back into the goal formulation stage as feed~

~ back on goe.l achievement and realism of goals was obtained.
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Chapter 4

' Recamendaticons for Nova Scotia

Throughout this studv, there have been a number of major conclusions

advanced.  These are:

a)

b

C)..

d)

e)

- f)

that there is a ne=d to develop a specific list of tariff

- goals which represent the results w:Lth respect to avail-

. ability and quality of Eielephone service which are being

aimed for
that the tariff itself is the primary instrument for achiev-
ing goals : '

that tariff principles, although useful, are of importance

only insofar as thev facilitate goal achievement by setting

up‘ rules of construction for the tariff which aid ip. trans—
lating goals into 2 specific tariff structure

that the present list of Company enunciated tariff objectives
are in theory iand/or in practice principles of rate making, -
not goals | »

that in specifying a goal relating to adequate provision of
service, both cost of service and value of service information
is necessary for a rationalization of the goals and resulting |
tariff agreed upon _ “

that internal subsidization, to the extent tﬁat it. is present |

in the system at the moment, should be rationalized in terms
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9)

‘h)

i)

1)

of this same net benefit analysis and petmiﬁted only Where :
the total system benefits or total economy bénefits exceed
the benefit t'o_.thelprivate subscribers who are the ﬁmnediate ,
recipients of the improved service. This requires a gjfeater
understanding of the externalities of telephohe service and

how they operaté than is found at present.

" that the allowed rate of return of the Company should be seen ‘

not only as a goal from the Company's point of view bﬁt also
as an instrument for ensuring continuing provisidn of service
and efficiency of operation, in a cost Iru'.m'.tﬁizationls'ense, A

by the Corﬁpany. ‘

that monitbring of goal achievement and of Corr;pany performance

is an important function of the Board .
that there should be more .explicit input f£rom othér segmehté
of soclety on priorities w:LthJ.n the telephone system and
be’;ween the telephone sjgstem and other4par'ts Qf the - -
econony | , | V '
that standing above all of these conclusions is the overall |
need for prorﬁoting ‘the efficient allocation df scarce
resources., It is this consideration which leadé to the two
overall questions asked invchapter 3:
a) Is the comittment of resources to the teiephone '
system being used within the telephone system
to achieve the greatest net social benefit?

and
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b) Is the camittment of resources to the telephone
system realizing a greater net benefit than if
those resources ware cammitted to another part of
the ecorcmy? .

These conclusions lezd to a series of recommendations.

Recommendations

a)

b)

With respect to goal formulation, .'goals should follow frotn-an
explicit consideration of the net benefit, including social
benefits, of expending one part of the telephone system .over>
another. : Ideally there shoulti also be an ordering of ove.tall
social and econamic Drioritiee 'so that expansions of the'.
telephone system can be compared with exoan51ons in other parts,.
of the economy, with full recognltlon of any trade~offs :
involved. Goal formulation should involve increased con- |
eultation by the Nova Scotia authorities with regulatory and
government authorities in other jurisdictions. The telephone
system in Nova Scotiz is not a self-contained entity;. policy
decisions made in other jurisdictions may have a potentially
major irﬁpact on Nova Scotia, just as decisions taken in.Nova
Scotia w1ll have an impact outside the Prov1noe.
As part of the goal soeculcatlon process, the Board should
conduct special policy hearings of the type described in
Chapter 3 in order to

a) define goals fot those areas left to its dis_cretion ,

within its legislative nta'.ndate
b) interpret any goals that’ may have been defined by

government '
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c¢) allow for Campaﬁy and public input 4o.n th_é désirability
and implications of possible goals and |

d) éssess the implications of the goals proposed. The
Board might also wish to consider other mea.ns of |
assisting efféctivé consumer input such Vas' funding-
of consuer representation alid/or establishment of |

~a public advocate's office.

¢) More consideration should be given to the cost~of-service prin-
ciple than is the case at present. This does not mean that all

prices should be set in terms of oost—of-service,. What it does

mean is that if evaluation of expansion decisions is to be
rationalized, both cost of service and value of service con-
siderations must be taken into account. This implies the need ‘
to commission a study which will explore tlie ﬁature of . the
externalities of telephone service andA asSeéS the possibility
of measuring such externalities. Tt also ingélies the : need

to have the Companiz produce cost separation ‘statistics. | There»v
may be a need for a study to be undertakeri to determine the
the_bretical, technical, and financial prbbléms v.the Company .
would face in providing cost separation data._' The CIC Cost

Inquiry Study has resolved many of the cost separation issues

and provides a good working model as a starting point. Such

cost and benefit data would also identify the internal sub-

" sidization presently occuring and allow for its rationalization

in terms of the system's goals.
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d)

'I‘here are a nunoer of porentlal beneflts that could result

"~ from introducing more usage sensn.tlve pr:.cmg 1nto the

' system, on a planned basis, over time. Usage sensn.t:.ve»

pricing combines both value of service and cost-of-service
considerations and could enhance the use of the tariff as a
demand-restricting instrument. A type of usage sensitive

pricing is alreadv in use for toll service, but there is

little deta.lled information available at this time on usage

sens:Lt'Lve pricing for local service. The Board may w:Lsh

- to commission a study of the costs and benefits to v.the;‘
Company and to subscribers of inta;oduciﬁg more usage sensitive .
pricing in those parts of the system where it is not cur-

rently -in use.

The setting of a fair rate of return to the Company should A

be viewed not only as a goal for the Company but as an

instrument for achisvement of the system goals. It should
thus be concerned with the role of rate Of return in ensur- -
ing a continuing provision of service at an-adequate lévei,

and as a device for pramoting efficiency of resource use

by the Company. Specific rules.should be drawn up to govern -

rate of return determination. i

The Board may wish to commission a study of the implications

for the .Corrpany of the various possible approaches to rate'ofl

. For recommendations on such rules see Appendix C
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return determination. Such a study might aleo. consider the
implications, with respect to goal achievement, of there
being certain services of the Company whose prlces are
unregulated 2

f) The process of monitoring goal achievement and Company
operations is integral to both the good formulation process
end the tariff determination process. In this regard, the
previous reoommendatiohs relating to the externalities of
. the telephone system and cost separation studieé would he‘
J'lelPClDrtant not only to goal specification but.allso: to ther :
monitoring. of goal achievement. ‘ '

The Board should also explore the implicatione that
would follow from the development of a detailed Working |
simulation model of the telephone system, as described in
Chaéter 3. 'Ihe development of such a model ehoﬁld involve
direct Board participation, to ensure max:mwn usefulness -
from the model in the Board's dec:.s:.on—maklng role. _

B g) The tariff, which would be the prlmary lnstrument for goa.'l.
achievement, should be formulated by the Company in line

with the plan for goal achievement agreed upon by the

It may be acceptable to segregate the Company's operations into regulated .
and unregulated categories and not regulate specific prices in the latter
group. Regulating the prices of the former group and the overall rate

of return of the Company would then implicitly serve to regulate the
unregulated services taken as a group.
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Cémpany ‘and the Board. The tariff should be scrutinized by

the Board, as at present, in the context Aof rate hearings.

These hearlngs .bould continue to be open to part101pat3_on

by the public. ' _

h) 'Ib_ the extent that the Public Utilities Act as hais been
éhown in Appendix 3, contains certain émbiguities with res-
pect to the powers t)f thas Board and the limits of the
_ Board's jurisdiction, the Act should be reviewed and any -
ambiguities preserri: should be eliminated or reduced as |
much as’ possible, N -
The ove:fall effect of these recomnendations would be to iprovj_de a

deci.sion—maldng framework for regulation of telephone service whichv |
would .explicitly consider the issue of optiorial resoutc’e ‘allocation and :

providé a rationalization of the conduct of the telephone system in

~ these terms. It is recognized that some of the recommendations Im'.ght

involve major changes in the oresent tariff. It is also recogized that
the Board cannot ignore its leglslatlve mandate to insure that prlces

are not "unjust, unreasonab._\,, or uynjustly dlscrlmnator.y . Although it

‘is not felt that the reccm:ﬂﬁations which have been made above violate

this mandate, it . is obvious that any dramtic and sudden departures

from present practice would create at least temporary inequities.

It 1s posmble, however, to treat most of the recommendatlons as
separate items, i.e., 1t is quite possible to act on some of the recom-
mendations, or parts of them, without acting on all of them. More- con-
sideration of cost of serﬁce, for example, could be started by concehtrat—-

ing on the many special services and equipment dfferings for which costs
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are already available while further study is done on the viabiiiﬁy of
doiﬁg cost separations for basic service. Indeed, mény of the récom-
mendgtions are couched in terms of more study beforé any 'action is taken
and when action is taken, it should be done so as to cause. a ms.numm of
disruption. | , _ . | o
All of the recommendations have, as thea_r intenf, to more e}{plicitly
rationalize the decision making process; Any move in this‘direcfion will

serve to enhance telecommunications regulation in Nova Scotia. '~
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APPENDIX A

Relatlonshlp between Board of Commissioners of Public Utilities and

' Maritime Telegraph and Telephone Companv Limited as constituted by

the Public Utilities Act, Revised Status of Nova Scotia, 1967,
as amended.®

The purpose of this appendix is to discuss certain matters which
are of interest when one examines the relationship between the Board of
Commissioners of Public Utilities, hereinafter referred to as "the Board",
and Maritime Telegraph and Televhone Company Limited, hereinafter referred

" to as "the Company", as constituted by the Public Utilities Act, Revised

Status of Nova Scotia, 1947, as amended, hereinafter referred to as
"the Act". Those matters relate primarily to issues of interpretation

" and construction of the Act and parts thereof and in that context it -
-should be stated at the beg.umlr:g that, while every attempt is made here
"to be as exhaustive as possible, regular reference to the relevant sources:

of information is advisable.

It would be bevond the scope of this opinion and cuite presumptuous -
as well to attempt accurate credictions as to the way in which a court

“in Nova Scotia would interpret or give meaning to the Act or a part

thereof. The courts here tend to limit their explanations of statutes

in ways which accord with the particular problems, facts and situations

coming before them rather than make overly general pronouncements. This
means that an opinion such as the present one is best off by simply '

recounting in a general way scme of the applicable rules of mteroretatlon

and construction and then r"a_c_ng some hopefully educated quesses as to
what would be done with varicus contents of the Act

Maxwell on Interpretation of Statutes (12th ed:Lt:Lon, l%q) ‘contains
a number of statements worth cuoting to establish a basis for this
disucssion. Case references are for the moment omitted. -

"The first and most elementary rule of construction is that
it is to be assured that the words and phrases of technical
legislation are used in their technical meaning if they have
acquired one, and otherwise in theilr ordinary meaning, and
the second is that the phrases and sentences are to be

" construed according to the rules of grammer." (at p. 28).

"The rule of construction is 'to intend the ILegislature to
have meant what they have actually expressed.'". (at p. 28).

* . - * o ) 3 E)

This Appendix was prevared by Mr. Simon Dubinsky, BJ/AJ, TuLiB.,
L.L.M. It was reviewed and commented on hy Professor Don Clark of
the Faculty of Law, Dalhousie University. The final opinions expressed

‘are entirely those of Mr. Dubinsky.
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"The desirability or undesirability of one conclusion as
compared with another cannot furnish a guide in reaching a
decision. Where, by the use of clear and unequivocal language
capable of only one meaning, anything is enacted by the
legislature, it must be enforced however harsh or absured

or contrary to common sense the result may be." (at p. 29).

"Just as the literal rule prevents the undue restriction of
wide language, so also it precludes the undue extenslon of .
narrow language." (at p. 30). ‘ o

"It is a corollary to the general rule of literal construction
that nothing is to he added to or taken from a statute unless
there are adequate grounds to justify the inference that -
the legislature intended something whlch it omitted to
express." (at p. 33).

- "A construction which would leave without effect any part of

the language of a statute will normally be rejected." (at p. 36).

... the main part of a section must not be construed in such

a way as to render a provision to the section redundant." (at p. 38). l

"It goes without saying that the solution of a partlcular
problem of interpretation will often be determined by which
principle or principles the court chooses to apply. But
since there is not in English law any settled hierarchy
governing the order in which the various canons and presump-
tions of construction are emploved, the existence of these
principles does not make it possible to predict with
certainty the result which will be reached in a given case."

"Moreover, where the guestion is whether the words of an Act
do or do not apply to particular facts, the court or tribunal
may be assisted by legal principles or by so-called rules of
constructlon, but these cammot solve the questlon!" (at P. 139).

"Tn order properly to interpret any statute [it is necessary] eee
+t6 consider how the law stood when the statute to be construed
was passed, what the mischief was for which the old law did

not provide, and the remedy provided by the statute to cure -

that mischief." (at p. 40).

"The so-called 'golden rule' is really a modification of the
literal rule ... 'It is a very useful rule, in the construction
of a statute, to adhere to the ordinary meaning of the words
used, and to the grammatical construction, unless that is at |
variance with the intention of the legislature, to be collected
from the statute itself, or leads to any manifest absurdity

or repugnance, in which case the 1anguage may be varied or
modified, so as to avoid such :anonvenlence, but no further "
(at p. 43) :
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" 1Tf the choice is between two interpretations, the narrower

© of which would fail to achieve the manifest purpose of the

© legislation, we should avoid a construction which would
reduce the legislation to futility, and should rather accept
the bolder construction based on the view that Parliament

- would legislate only for the purpose of brlnglng about an-
effective result.' " (at p. 45)

"Every clause of a statute is to 'be construed with reference
"+ to the context and cther c1 auses of the Act, so as, as far as

possible, to make a consistent enactment of the whole statute'”
- (at p. 47) : :

“Statutory'language is not read in insolation, but in its
context." (at p. 47). :

"In the interpretation of statutes, the interpreter may

call to his aid all those external or historical facts which
- are necessary for camrshension of the subject matter, and

may also consider whether a statute was intended to alter the
© law or to leave it exactly where it stood before" - (at p. 48).

.ee the modern rule is clear:  the Pa:cliamentary history of -
1egis1ation is not a permissible aid in construing a statube.
- (at p. 50).

" ' am quite aware', said Lord Coleridge, "that dictionaries

. are not to be taken as authoritative exponents of the meanings
of words used in Acts of Parliament, but it is a well-known xule
of courts of law that words should be taken to be used in
their ordinary sense, :r_d we are therefore sent for instruction
to these books...' t p. 55).

"Care must, however, Le exercised in the use of such works ...
And dictionaries are for consultation 'in the absence of

any judicial guidance or authority' ... 'it is often fallaCious
in considering the meaning of a phrase conSist.mg of two
words ('unfair competition') to find a meaning which each has
separately and then infer that the two together cover the
combination so arxived at. The two together may ... have
acquired a special meaning of their own.™ (at pp. 55-56).

"The practice which bas been followed in a matter in the past
may influence the J_nteroretation to be placed on legislation.
(at p. 56)

A first issue to be tackled is that of the rights, powers, and
‘duties of the board. For this purpose a division may be made,
loosely speaking, between the discretionary elements of the board's
jurisdiction and non-discretionary elements thereof. The former
incorporates the.rights and powers of the board, that is, what the
board may do; the latter its duties, i. e. » what the board must do.
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(1)
(2)
(3)

(4)

(5)
(6)

(7)

(8)

(9)

(10)

(11)

(12)

Firstly, the discretionary‘elements. The board may:

be sections 2(4) and 2(5), have commissioners up to the age
of 70 years during their good behaviour; _

by section 2(6), receive advice from an electrical expert if
one has been appointed by the Governor in Council;

by section 2(7), employ the persons it may require or deem
advisable; - o o

"by section 5(1) have the wide use of a menber of the staff

of the Department of the Attorney General, and require that
person to represent the board in and intervene in all actions

“and proceedings related to the Act of any act, order or

proceeding of the board, to commence and prosecute all actions

and proceedings. directed by the board, to expedite the conclusion -

of all such actions and proceedings and to do such other th:mgs
as may be reasonably required by the board; :

by section 8, be the user of a telephone;

by section 10, operate with a quorum of two usually or with
a quorum of one in certain circumstances;

by section 11, authorize one of its commnissioners to investigate .
and report to the board on any matter in the board's jurisdiction;

by 'section 12, act regardless of a vacancy in its numbers;

by section 13, make assessments against public utilities to
cover the expenses of the board;

by section 15(1), sue a public utility for the proportlon of

- the hoard's expenses assessed to such public utility;

by section 17, "... make all necessary examinations and
enquiries and keep itself informed as to the compliance by
(the said) public utilities (over all of which it has general

“supervision) with the provisions of law and ... obtain from

any public utility all information necessary to enable the
board to fulfil its duties."; .

by section 18, whenever it 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" ...
on its own motion sumarily investigate the same with or without
notice.” : : :
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(13)

(14)

- (15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

(25)

(26)

- (27)

(28)

(29)

by section 19, exclude a pwl ic utillty Wthh is in the telephone
or telecommmications business from the scope of the Act.

by section 20, ccnsnier po mtlal legislative changes in respect
of the property of operations of any public utility, hold hearings
in respect thereof and transmit bills concerned therew1th to

the Attorney General;

by section 21, publish- armtal reports;
by section 22, publish the value of property ". .- actually used

and useful For the convenisnce of the public ..." including
that of a public wtility; '

- by section 24, subject to approval thereof by the Governor in

Council, make amend and revoke its rules and regulations,

by section 25, regulate “... all poles and pole lines ..." and
.conpel conformity therewith by a public utility;

by section 26, prescribe records for and their method of keeping

by a public utility;

by section 27, prepar=s blank forms for use in carrying out the:
purposes of the act; ) .

by section 28(1l), examine and audit all records;

by section 28(2), through its agents, etc., inspect "... any
books, accounts, papers, or records and memoranda ..." of a

“public utility;

by section 29(1), "... inquire into and determine the extent,
condition and value of the whole or any portion of the property -

-and assets of any public utility used and useful in furnishing, -

rendering or supplying a pvarticular service to or for the publlc -
‘by section 29(3), prescribe methods for calculating depreciation;

by section 30 throw onto a publlc utility the expense of a
valuation of such public utllity, .

by section 31, make a revaluation of the property of a public
utility;

by section 31(1) , compel the furnishing of certain items and
cooperation in a valuation by a public utility;

'by section 33, recuire the presentation of a wide varlety of

information;

by section 34, approve new construction of a value over $5000;
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(30)
(31)
(32)
(33)

(34)
(35)

- (36)

(37)

(38)

(39)
(40)
(41)
(42)

(43)

(44)

by section 35, deterrﬂne a public utility's method of depreCiatlon'

and its rate of depreciation;

by section 36, restrict uses of a public utility's depreciation
fund and approve securities to be purchased by a public utility;

by section 37, regul"*e the depre01ation accounts of a public -
utility;

by section 39(3) , direct amortization of certain sumns allowed in

a rate base;
by section 39(4), revise a rate base;

by section 41, "... make from time to time 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 .
prov1ded, and amend or rescind such orders, or make new orders
in substitution therefor.";

by section 42, determine the return of a public utility as the-
board deems "... just and reasonable ...";

by section 43, compel every public utility to comply with the Act,

municipal ordinances or regulations relating thereto, and its
charter duties; S : _

by section 44, inquire into any neglect or violation of the laws

or regulations in force in the province by any public utllltj
doing -business therein;

by section 47(1l), ask specific questions to a public utility

~and require specific answers thereto;

by sections 47(2) and 47(3), require completion of certain forms
and prov1Sion of certaln items;

by section 49, permit and prohlbit the abandonment by a public

utility of "... any part of its line or lines, or works, L P 2

by sectlon 50, permit or prohibit overlapping serVice,

by section 51 hold a hearing regardlng interference by one
public utllity'With another public utility, and grant or With—
hold approval where utilities disagree;

by section 41(6), ", .. order a public utility to serve any

- particular territory not then served; provided, however, that

no such order shall be made if, in the opinion of the board,

- it would place an unreasonable financ1al burden on the public

utility.";
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(45)

(46)
3 dissatisfied;

(47)

- (48)

(49)

(50)

(51)

(52)

‘ (53)

(54)

(55)

- (56)

(57)
(58).

(59)

(60)

(61)
- certain of its equipment by another public utility;

(62)

(63)

by section 52(2), pexrmit variations of pressure and frequency,
by section 56, ab*oon.nt an i inspector where a customer is

by section 58, conitrol sal ,‘ ass:.gnment or transfer of the whole
or part of the uncertaking of a public utility;

by section 59, approve the ﬁSlgrnrent transfer or lease of
a franchise.

by section 60, approve the compensation obtained by a public
utility for a service performed by it; -

by section 61, approve the rules and regulations of a public
utility; ,

by section 62, compel mublication of the rates of a public
utility in the office of such public utility;

by section 63, determire whether conditions of various persons
are substantially similar for the purpose of rate equality; .

by section 64, prescribe changes in schedule forms;

by section 65(1), in certain stated c:chmnstances, approve an
interim rate schedule;

by section 66 (1), approve equipment changes;

by section 68, upon giving notice and holding a hearmg, ‘rescind,
alter or amend any orcer fixing any rate or rates, tolls,

charges or schedules, or other . g

by section 69, appro-;e nd control certain secur:Lty issues;

by .section 69(9), c:temme price and terms of new share offerlngs,
by section 70, determine whether an arrangement between a

public utility and its erployees for the division or distribution

of its surplus profits is reasonable and just;

by section 7l>, require ~:\.eenlng in the office of a pu'bl:Lc utJ.l:Lty
of the books, etc., of such public ut:.llty,

by section 72(2), require a public utility to >permit use of

by section 73, direct erection of poles in cities and towns;

by section 75 (1), inspect the books, etc., of a public utility;
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(64)

(65)

(66)

(67)
(68)
(69)

(70)

(71)

(72)

(73)

(74)

(75)

by section 76, at any hearing or enquiry, hear evidence upon
oath, compel attendance by witnesses, compel production of
papers, books, or docurents, and levy penaltles for dlsobeyJ_ng
a subpoena; . _

by section 77, make an order appointing a person to make at any
time any examinations, investigations or tests for the purpose
of ascertaining whether service reasonably safe and adequate
and in all respects just and reasonable is being supplied by

a public utility and order the public utlllty to pay the
remuneration and expenses thereof; -

by section 78(1), upon finding in an investigation resulting

from a complaint of certain nubers of persons that any rabés;,
tolls, charges or schedules are in any respect unreasonable or
unjustly discriminatory o¥ that any regulations, measurements, .
practice or act whatsoever affecting or relating to the operation
of any public utility is in any respect unreasonable, insufficient
or unjustly discriminatory, or that the service is inadequate

or unobtainable, order such rates, tolls, charges, schedules, -
regulations, measurements, practices or acts changed and order
the furnishing of reasonably adequate services and fa0111t1es, :

by section 79, set a time and place for the hear:Lng of a conplaint}
by section 81 , vary the requirements of a notice of hearing;

by section 82(l), cancel rates, tolls, charges or schedules
and contracts in relation thereto, where the same are found to
be unjust, unreasonable, insufficient, unjustly discriminatory,
preferential or in violation of the act; :

by section 82(2), determine and substitute for any regulation,
time schedule, act or service that is unjust, unreasonable, :
insufficient, unjustly discriminatory, preferential or in
violation of the act; '

by section 82(3), make prov131ons in respect of reasonable '
extensions of lines of services; . , ,

by section 85, consider itself not bound by the finding or -
judgment in. respect of a question of fact of any court in any
suit, prosecutlon or proceeding, ... but such f:LndJ.ng or o
Judgment shall in proceedings before the Board be prima facie
evidence only. _

by section 86, determine cuestions of fact which are involved :
in suits, prosecutions or proceedings then pending in any
court;

by section 87, control the costs of its proceedings;

by section 88(1), ‘make one of its decisioné "a rule or order of
the Supreme Court of Nova Scotia";
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(76)

(77)

(78)

(1)
(2)

(3)

()

(5)
(6)

(8)

(9)

by section 92, cause the obtaining of evidence by depositions;

by section 93, act like a commissioner under the Public Inquiries '

- Act;

by ‘section 99, on its own motion or at the request of the Governor
in Council state a case in writing for the opinion of the

Appeal Division of the Suo::eme Court where the question is one

of law; :

by section 111(2), use such additional, . implied and incidental
powers which may ke prover or necessary to carry out, effect,
perform and executs all the powers given it specifically in
the Act.

Next, the non-disc.“etionary elements. The Board must: .

by. sect:Lon 2(2), have a clerk who keeps records of proceedings
of the Board; ‘ :

by section 2(3), have its members sworn to faithful performance
of duty; _ : .

by section 2(7), pay t he wages, salaries and compensatlon of
1ts employees; . .

by section 3(2), deduct from the salary of every member and -
employee of the Board amounts for superannuation;

by section 3(3), defrzv superannuatioh allowance;

by section 5(3), pvav ;o the Minister of Finance the sum of $3000
for. the use of a law from the Attorney General s department-

by section 6, be free of interests in any publ:Lc utility;

by section 14(l), annually estimate its expenses and apportlon
respons:.blllty therefor among public utilities;

by section 29(2), in making a valuation, determine the value of

- the property and assets being valued on the basis of the prudent

(10)

)

original cost thereof, determining therefrom the amount of the
accrued depreciation of such property and assets; '

by section 32(2), after a valuation, "... keep i£Self informed
of all extensions and improvements or other changes in the condition
of the property ..." of a public utility;

by section 38, in fixing rates, tolls and charges to be paid to

a public utlllty for any service, include proper allowances for
depreciation;
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(12)
(13)
(14)
(15)

(16)

(17)

(18)

(19)

(20)

(21)

(22)

(23)

(24)

by section 39(1l), fix and determine a separate rate base for
each type or kind of service furmished rendered or supplied to
the public by a publlc utility; : e

by section 29(2), in establishing a rate base, determine the
value of the phy51ca“‘ assets of the public utlllty in accordence

. with the provisions of the Act;

by section 40, segregate into distinct classes or categories
the types and kinds of services of a public utility where it
furnishes, renders or supplies more than one type or kind;

be section 44, enforce the provisions of the Act and all other _

laws relating to public utllltleS,

by section 51(6), refrain from ordering a public utility to

serve a particular territory if such order, in the opinion of

the Board, would place an unreasonable financial burden on the
public utility; :

by section 69(4), after hearing and upon being satisfied that
a proposed issue by a public utility of its shares, stocks,

Jbonds, debentures or other evidence of indebtedness is to be
‘made in accordance with law and for a purpose approved by the

Board, approve. the proposed issue to such amount as it deems

proper and prescribe the purpose to th.ch the same or the-

proceeds thereof shall be applied;

by section 70(3), supervise and regulate any arrangement by Wthh
a public utility divides or distributes its surplus profits
w:Lth or among its employees;

by section 78(1), hold a public hearing or enqulry before makmg
an order in respect of a complaint;

by section 79, notify a public hearing of a complalnt having been
made in respect of such public utility;

"by section 80(1), give a public utility and a complalnant ten

days notice of the time and place of a hearlng,

by section 83(1), glve ‘a public utlllty notice of matters
under J.nvestlgatlon in a hearing;

by sectlon 94, keep a full and corplete record oF all proceed_ngs '
had on any formal investigation; , ,

by section 96, furnish upon request certified copies of its orders. .
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In light of what was said at the commencement of this opinion
and keeping in mind both the stated rules and principles of inter-
pretation and construction and section 111(1) of the Act, it would be
foolhardy to say what in fact are the bounds and effects of these
dlscretlona:cy and non-discretionary elements. One must be extremely
aware of one's biases and perceptiong in viewing these elements.

An enthusiastic approach would be that the Board has tremendous
reserves of ability to act to control most aspects of the operation
of a public utility and to do so upon behalf of the consumer; a
restricted approach would be that the Board is intended to discipline
only unusual, irreqular cr excessive activities of a public utility
and otherwise to facilitate the maintenance of the status quo.

Either or variations ther=of might be possible depending on how one
sees the function of the Zoard. Nevertheless and notwithstanding the .
hesitancy of the remarks ebove, I would give the opinion that the .
leglslature appears to have created a board capable of very wide-
ranging activities and actions. Presumably, its statute reflects
its intention but I would ke cautious of expecting a court - or even
the legislature itself - to echo that opinion. - :

In the context of this diséussion, it is useful to have the above-
described discretionary ané non-discretionary elements grouped in a

‘fashion which, rather than merely enunciating and enumerating same,

discriminates amongst them on the basis of certain.common characteristics.
This is a step which in the vacuum may be valuable because it might

promote a more sensible and unified approach by those attempting to
understand the workings of the Act. It is one which, however, in the -

real world is to be undertaken with extreme care for two very cogent reasons;

' firstly, the Act does not engage in such an exercise and therefore it
- lacks legislative sanction; secondly, the courts have not to any
- significant degree engaged in such a lump;i_ng process and therefore it

lacks judicial approval. ..cco*dlnq ly, it is to be recognized that the

- immediately following arrancement is given merely as a loose and -

admittedly imperfect exampls of the many possible variations.

1) Administrative 2ction Which the Board is Empowered to Take.

(i) ss. 29, 31 - valuation and revaluation of the company's
' property and assets;

(1i1) s. 41 ~ determination of tolls, rates and charqes-
(iii) s. 42 - determination of the "just and reasonable"
' return on its rate base to which the company
ig entitled; ’
(iv) s. 51(6) - ordering the company to provide service

to a particular area where this would not
impose upon the company an "unreasonable
financial burden";

2) Matters for Which the Approval of the Board is Required |

(i) s. 34 - new construction, improvements, etc.,
costing more than $5,000.00;
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(ii) s. 49 - zkhandonment of service;

(iii) s. 50 - overlapping services; .

(iv) ss. 58,59 - sale or assignment of any part of undertakmg,
(v) ss. 60,65 - schedules of rates, tolls, and charges to

customers;
(vi) s. 61 - rules and regulations made by the company
_ concerning compensatlon for its services;
(vii) s. 66 - changes in type of eqtnpment used in
. exchahges; _
(viii) s. 69 — share and other security issues;

(ix) s. 70 - distribution or division of surplus
' profits among employees; - .

3) Adjudicatory Powers of Board

(i) s. 5L(5) =~ resolution of disputes between public
' utilities as to which should provide
service to a particular territory;

(ii) s. 72(2) - disagreement between public utilities as

to whether one should allow another to use

its poles, wires or other equipment;

(iii) ss. 78(2) |
- 84 ~ resolution of complaints by custoners;

4) Iegislative Powers of Board

(1) s. 20 '~ making recommendations to the Attorney
General for legislation; .
(ii1) s. 23 - mak:mcr recomrendations to the leglslature
in certain c:trcu:mstances,
(iii) s. 24 ~ generally;
(iv) s. 25 - - erection, maintenance and repalr of
equipment; :
(v) s.29(4) - valuation;
(vi) = s. 37 ~ depreciation; ' ’
(vii) s. 82(2) - substitution of new regulations for any

found after investigation to be in any

way in violation of any prov1s1ons of the -

Act;

5) Responsibility of the Board to 'police' the Act

(i) ss. 18,43

_ 44,47 - of its own motion; ,
(ii) s. 78 - upon complaint by custouérs;
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6) Powers of Board tco Call for 'Infermation , Plans, Accounts, etc.

(i) ss. 17,28(2),32,33,45,47,75,76;

7) Matters Involved With the Internal Working of the Board.

(i) ss. 2-16.

At this po:.nt it might be useful to examine the issue of the rights,

powers and duties of the Company. The most important fact to be remembered

at this point is that the Conpany has relationships facing in different
directions with differing bodies. One is with the general public, the
consuners of its product, and is set forth at length in its creating .
statute - An Act to Incorcorate the Maritime Telegraph and Telephone
Company, Limited, Stats..N.3. 1210, c. 156, as amended. Because it

| _ does not deal with the involvement of a direct nature between the Company

and the Board as does a second relationship, it is, however interesting
to devotees of telecommmications 'regulation, outside the scope .of
this memorandum. - That second :elatlonshlp is the one created ox
contemplated by the Act.

There is no question m.e that an enumeration in the style above
of the discreticnary and non—a discretionary elements of the Company's -
relationship to the Board vm,_,d be a useful exercise. It might also

- be a somewhat tedious one in the sense that to a large if hardly total

sense, there is an overlapoing which occurs. Many of the things which
the Board may or must do involve its compelling the Company to do
something which by inference thus creates a duty for the Company. A
few create rights for the Company. Thus, in.the interests of brevity,
it is here merely suggested that the interested reader might be well
served by examining the sections of the Act noted above. .

The next poi.nt to be dealt with is the interpretation of certain
woxds and phrases which occur in the Act and in which particular interest
has been expressed during this study. These will be dealt with and
handled individually so far as possible. No particular opinions are
expressed as to what interpretations whould be put on the subject
expressions by the courts of Nova SOOt:La, the reason for this is,
hopefully, obvious.

Perhaps one of the rost crucial expressions for consideration is

"telephone message". There does not appear to have been in Canada a

case in which this expression has been subjected to legal scrutiny.
Accordingly, one is thrown back on attempts to determine its meaning
based upon other rescurces. The problem with this is that of the sum
of the parts not necessarily being equal to the sum of the whole. A
definition of each of the component words may not give cne a definition
of the composite phrase. Nevertheless, consideration of the parts is

There appears to be no Canadian authoritative statement on the

meaning of "message”". In the context of wireless telegraphy, an
Australian.case says, ‘
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"It is difficult to enumerate all the forms of message which =
may be used by mankind. A message may be communicated by -
spoken or written words, by notches cut in a stick, by
audible or visible symbols which are not ordinary words or
not words at all, but to which a meaning can be attached :
by those who understand the relevant code. - Direct conversation
is not usually recarded as a message, though a more or less
formal oral dellverance to a number of persons is often r
with a well-established extension of the more ordinary
meaning of the word, called a message. [In the context and
language of the particular Wireless Telegraphy Act there
under consideration] a message is something which is trans= -
mitted and which may be received. There is a distance .
between the transmitter and the received, and the function
of the appliance referred to in the Act is to assist in .
bridging that distance... Thus the essential characteristic
of a message appears to be found in communication from a
distance, as distinguished from direct conversation between
persons who are face to face. As a general rule such
communications are made for the purpose of convey:mg
'information, news or intelligence..."

’

These remarks in R. v Briglan, Exp. Williams (1936), 54 C.L.R.
262, at pp. 269, 271, 272, vhile mterestmg, are not blndlng or
conclusive for a court in Nova Scotia. : .

_ The English case of A.G. v. Edison Telephone Co. (1880) ’ 6 Q B.D. 244,
may be authority for the proposition that "message" mlght J_nclude a
conversation through a telephone.

For two potentially differing viewpoints on the definition of
various words, one can turn to either The Oxford English Dictionary,
an-English publication, or Webster's New International Dictionary of

- the English Language, an Bmerican publication. If nothing else, this
turning in two directions reflects an ever-present philosophical
dilemma for Canadian law. The Oxford defines a message as "a
communication transmitted through a messenger or other agency; an
oral or written communication sent from one person to another ...
often applied to a communication -sent by telegraph" while Webster's .
is somewhat similar: "any notice, word, or comdunication, written or
oral., sent from one person to ancther".

Unlike "message" the word "telephone" does appear to have been
defined in a Canadian court. In R. v. Gignac, "telephone" was found,
in its original meaning, to refer to an instrument, apparatus or
device for conveying sound to a. distance, and, in its present-day
meaning, to connote an apparatus for reproducing sound, especially
that of the voice, at a great distance. It would also seem that there
. 1s very persuasive authority that a telephone is, in fact, a form of
telegraph. The following excerpt is from A.G. v. Edison Telephone Co.,
which, while decided under the English Telegraph. Acts of 1863 and 1868 .
and the English Post Office Protection Act of 1884 does deal w1th the
issue in a useful general faghion.
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"The result of the definition seems to be that, any
- apparatus for trans:n:_ttlng messages by electric signals is
a telegraph, whether a wire is used or not, and that any
apparatus of which a wire used for telegraphic commmnication
is an essential part, is a telegraph, whether the commnication
is made by electricity or not. It would include on the one .
hand, electric signals made, if such a thing were possible,
from place to place, through the earth or the air; and, on
the other hand, a set of common bells worked by wires pulled
by hand, if they were so arranged as to constitute a code-
of signals ... The various affidavits filed give a
conplete history of the word 'telegraph' and show that, from
the first invention of semaphores till within the last few
years, no contrivance of the sort did literally write at a
distance, but that the word was applied to a variety of
contrivances which, by signals perceptible sometimes by
the sense of sight and sometimes by the sense of hearing,
conveyed intelligence to great distances in a much shorter
time than a letter could be carried."

. This, of course, leads one directly into the "rather adventurous
statutory construction" of the Judicial Committee of the Privy Council
in the case In re Regulatz.or\ and Control of Radio Communications in

.Canada (1932) A.C. 304, zt ro. 315-6, where, after sustaining federal.

jurisdiction over broadcasu_ng for a more conventional reason, the
‘Privy Council said,

"But: further, as already said, they think broadcasting
falls within the description of 'telegraphs! [a previously
determined federal preservel."

Needless to say, the possibility that the telephone is an item falling '
somewhere within the federal as opposed to the provincial jurisdiction

" has tremendous ramificaticns for, among others, the Company, the Board

and the consumer. Tt should, however, be recognized that-when this
matter eventually comes before the courts of Nova Scotia and Canada,
the federalists and the provincialists will do battle on the fields of . -
sections 91 and 92 of the British North America Act. A not insignificant

“skirmish will nevertheless be fought over whether, despite the then

current state of the industry, a telephone is a form of telegraph.

, The Oxford describes a telephone as being "an apparatus for
reproducing sound, especially that of the voice, at a great distance,
by means of electricity; consisting, like the electric telegraph, of
transmitting and receiving instruments connected by a line or wire

' which conveys the electric current." Webster's definition is to this

effect: "an instrument for rerroducing sounds, especially articulate

- speech, at a distance. The mechancial, or string, telephone is a

device in which the woice or sound causes vibrations in a thin
diaphragm, which are directly transmitted along a wire or string
connecting it to a similar diaphragm, thus reproducing the sound."
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Because of the potential connection in conceptual and legal
terms between 'telephone' and'telegraph' it is useful to canvas the
meaning of that latter word. The landmark case is the Reference Re
Regulation ‘and Control of Radio Commuriication which dealt with the
issue whether radio broadcasting fell within federal or provincial
jurisdiction as a result of there being granted to the provinces by
the British North America Act exclusive legislative jurisdiction in
respect to certain specified matters, among which are ... ,

"... local works and undertakings other than such as are
of the following classes, -(a) lines of steam or other
ships, railways, canals, telegraphs and other works and
undertakings connecting the Province with any other or
others of the Provinces, or extending beyond the limits of
the Province..."

The federal jurisdiction prevailed as reflected in the words of
Viscount Dunedln

"Their TLordships have therefore no doubt that the under-
taking of kroadcasting is an undertaking "connecting the.:
Province with other Provinces and extending beyond the
limits of the Province." 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 communicate ‘
signals or words of any kind. But the original meaning of
the word 'telegraph', as given in the Oxford Dictionary,

is: "An apparatus 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. Further the strict reading of the word 'telegraph',
making it identical with the ordinary use of it, has already
been given up in Toronto Coxporatlon v. Bell Telephone Co.
of Canada."

Webster's defines "telegraph" thusly: "An apparatus for
communication at a distance by means of preconcerted signals; in -
the broadest sense, any apparatus, system, or process for communication
at a distance other than the ordinary ones of speech, letter wrltlng, ,
etc. — now commonly restricted to those employing electric trans-—
mission.” It can thus be seen that the determination of the meaning of
"telephone message" will not be a simple exercise. The range of
possible conclusions is wide and will undoubtedly trigger leglslatlve
attempts at definition of many facets of the wondrous world of
telecommunications. L

" The word "line" appears not to have received the scrutiny of
the eye of the law in Canada. It has, however, a host of meanings in
the dictionaries - and ones that are both wide and appllcable to the
present discussion.
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The Oxford defines "line" as follows:; "a telegraph or telephone

_ wire or cable ... a telegraph route, a telegraphic system ... a

regular succession of puallc conveyances plying between certain
places ... a direction or course of movement ... a course of action,
procedure, life, thought, or conduct ... a department of activity; a
kind or branch of business occupation ... an order received by a
traveller or agents for goods the goods so ordered ..."

Webster's sees it this way: "... figuratively, a plan or method

~of making or doing something ... course of conduct, thought or

policy; method ... the course or direction followed by anything in
motion or regarded as in motion ... a department of industry or trade ...
one's individual field of intellectual or artistic activity or
interest ... a number of public conveyances, as carriages or vessels,

" plying regularly under one management over a certain route ...

sequence in manmact:ur:mg or as:anbl:mg operations ... a supply or

~ stock of various qualities and values of the same general class of
‘articles ..."

" This brief examination shows that inclusion of words in a random
fashion in leglslatlon leaves open the possibility of argument of a
sort which is more time-consuming than helpful. The legislature
took the trouble in the Act to define "telephone line"; a little
further effort would have settled the meaning of "line".

The word "work", in.its context as a noun, has been judicially .
examined in Canada. In McDougall v. Penticton (1914), 20 D.L.R. 247,
it meant, in the light of a particular contract, "undertaking".

In Patterson v. Rourke, (1923) 2 D.L.R. 328, it had, in relation to -

" a clause in the Saskatchewan Workmen's Compensation Act, a connotation

of being something having geographical boundaries. In Society of
Sisters of Sion v. Saskatoon (1931) 2 W.W.R. 553, it was held to mean
the goal or objective or rmotive of a particular association and not
the activities in which it was engaged. In Ruthenian Sisters of the -
TInmmaculate Conception v. City of Saskatoon, (1937) 2 W.W.R. 625, it~

 was said that it may mean the action or exertion put forth to accomplish

some end or it may mean the product of or the result of some action

" or exertion.

The Oxford defines "work" thusly: "something that is or was '

‘done; what a person does or did; an act, deed, proceeding, business

... something to be done, or sor*zethmg to do; what a person (or
thing) has or had to do; occupaplon, employment business, task,

© function ... action of a person in general; doings, deeds, conduct ...

action of (a person or thing) a particular kind; doing, performance,
working, operation ... the result of the action or operation of scme
person or thing; 'effect, consequence of agency' ..."

Webster's has "work" this way: "exertion of strength or
faculties for the accomplishment of something; physical or intellectual
effort directed to an end; ... that which requires or has required

" such exertion or effort; employment; occupation; ... the matter on

which one is working; that on which one spends labour; the th:_'t_ng
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occupying one; task, duty ... the material, or piece of material,
“which is or is to be operated upon at any stage in the process of
manufacture ... that which is produced or anything accomplished by
exertion or toil ... manner of working; workmanship; management;
treatment ..." : :

Tt is obvious that "work" has as far—rénging and therefore
changeable a character as "line". Again the need is for a precise
understanding by the draftors of what is mvolved in the area being

regulated.

The woxrd "mdertaking" has received several judicial examinations |
in Canada and appears to a fairly settled meaning. In the Radio ’
Reference case, Viscount Dunedin opined, ‘

v 'undertaking' is not a physical thing, but is an
- arrangement undex whlch of course physical th:mgs are -
used." .

‘This was followed in Beauport v. Quebec R.L. and P. Company, (1945)
1 D.L.R. 145, where it was held to refer to the whole of the -
works of a rallway company including its steam railway, tramway
system and autobus system. ) . , :

The Oxford defines "undertaking" as: "an action, work, etc.,
undertaken or attempted; an enterprise ... the action of taking in -
hand ..." - S

Webster's describes "undertaking" this way: "act of one who
undertakes, or engages in, any project or business ... anything
undertaken; any business, work, ox project, which one engages in, or
attempts, an enterprise ... a promise or pledge; a guarantee;
specifically, any promise or security required by law ..."

"~ Once again, broad meanings.

The expression "public utility" is in a somewhat different
category than those previously surveyed. It has a definition for
the purposes of the Act incorporated within the Act.  The terms of
that definition would themselves likely require interpretation and
-congtruction. A demonstration of the difficulty of that exercise is
the case of Northern Alberta Natural Gas Development Co. v. A.G. Alberta
re Public Utilities Act (1921), 56 D.L.R. 388. In the Alberta
Public Utilities Act of that time, the expression "public utility"
meant and included every corporation other than municipal corporatlonq “ee
"that now or hereafter own, operate, manage or control any system,
works, plant or equipment for the conveyance of telegraph orx telephone
- messages or for the conveyance of travellers or goods over a rallway,
or street raillway, orx tramway, or for the production, transmission,
delivery or furnishing of a watex, gas, heat or light power, either
directly or indirectly, to or for the public ...". A company had
not got beyond the stage of expending some money in the way of
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exploitation 1n the area from which it expected 1ts supply of gas.

One judge said that, in those circumstances, the company had never
operated and was not ready to operate a "public utility" within the
meaning of the Act; a second judge in the same case, said the company
was a "public utility" because it owned or controlled works, plant or
equipment for the production or furnishing of gas to or for the public.

It will, hopefully, be seen from the expressions above that
there is a major problem with the Act in that it fails to specify its
intentions and assumptions and thereby causes anyone interested
therein, from a citizen to a judge, the agony and waste of ascertaining
a meaning before one can determine effect. An exercise of the sort
seen above is likely required for numerous other expressions in the
Act, two such being "rate base"” and "substantially similar conditions".

Tt is undeniable that this is the stuff of whlch large legal fees and

public confusion are born.

It is thus with a hooemw heightened appreciation of the |

,‘ difficulties involved in understanding the Act and in obtaining

universal acceptance of its tarminology, that one can proceed to
examine certain sections of the Act about whlch interest hag been
expressed.

Section 23 is interesting for several reasons. - Firstly, it is -
difficult on its face to understand in a plain and reasonable fashion,
looking as it does more spontaneous than considered. Secondly, it '
has the potential for interpretation of saying much and saying little,
giving and taking in the same breath. A bit of poetic license may :
explain these comments. - The portions in quotations are a re-arranged

. version of all of the phrases in the section; the portions in parantheses

are a possible though not necessarily exclusive translation of the
quoted portions.

"The powers, rights, privileges and obligations secured
to or imposed upcn any public utility by any statute, or

- by any contract or agreement made under the authority of
any statute, shzll not be subject to the provisions of
this Act ..." - '

[This Act does not apply to certain attributes of a public
utility ...} » - ' .

- “Subject to this Act ..."

[unless this Act says that this Act applies to those
" certain attributes of a public utility ...]

"and nothing in this Act contained shall authorize the
Board to alter, enlarge or diminish such rights, powers,
privileges or obligations or to impair the obligations of
.any contract ...

- [the Board cannot change those certain attributes ...]
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"except any contract or agreement relating to rates,
tolls, charges or schedules which the Board is authorlzed
by this Act to regulate and control ...'

[the Board may change some of those certain attributes
provided that such attributes relate to rates, tolls,

- charges or schedules and prov1ded that this Act permlts
such changing ...]

"But the Board may at any time inquire into any such
rights, powers, privileges oxr obllgatlons .o ."

[the Board may ask questlons a.bout those certain attributes .. .]

":m so far as the exercise or observance thereof affects
the public interest ..." : A

[as long as the use by the public. utJ_lJ_ty of those certain
attrlbutes touches the public] .

"and may make such recomendations to the Legislature in
conmection therewith as may be deemed just and proper "

[the Board may communicate its conclus1ons to the Leqlslature]

It may be evident that, assummg the "translatlons" to be reasonably
accurate in their parts and sum, a modicum of vagueness attends

section 23. TIts precise meaning and its application to the Company are
matters of conjecture as well as considerable work.

' Section 33 is more logical and succinct than section 23 although
it also suffers from a length and grammatical looseness not to be
recommended. So far as its meaning and effect are concerxrned, one
should remember the earlier references to an enthusiastic approach
and restricted approach. Still, on its face value, it would appear
to give the Board virtually total power to obtain any data it des1res
from a public utility. . o

Section 49 is, of course, dependent for its role upon the
meanings ultimately given to "line" and "work" in the context of
the ‘Act. Nevertheless, it would appear that whatever those things
are, they cannot, once they have been operated by a public utility,
be abandoned until a certain procedure has been followed. That ,
procedure, which is not set forth chronologically in the section,
requires that the public utility give notice of the abandonment (or,
presumably, the intention to abandon) to the Board and to the city,
town or municipality involved, that the Board hold an inquiry in
respect thereto, and that the Board give its consent in wr:Lt:mg
therefor.

Section 63(1l) if fraught with problems of interpretation and
application and, even if the Board were inclined to make regulations
of the sort contemplated, is unlikely to be of more than limited
value once new fact situations are encountered.
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Sections 88, 89 and 97 raise a difficult question for consideration -
and that is what manner of recourse to the courts of Nova Scotia lies
from an action (or lack thereof) bv the Board. It would take a
treatise in itself to answer this question either fully or in a form
such as would be required if this issue ever found its way to the
courts for determination. Nevertheless the area is not barren of -
jurisprudence. I shall attempt here to raise some of the questions
and suggest some tentative answers.

, Sections - 88 and 89 provide that the Board has discretion to

.~ make any of its decisions a rule or order of the Supreme Court. .The
question which ought to ke considered is that of the purpose of such
a step. It is arguable that it has two possible purposes: enforceability
or permitting of an appeal. It may very well have been the intention
of the legislature to use section 88 as the section for ensuring ‘
enforceability. If, however, that was its sole intention in respect
to section 88, it is also arguzsble that it has, by its words, created
a pathway for appeal. While it has to be recognized that as a general
rule, a right of appeal is not inherent, the legislature has provided
through the Judicature Act and its child, the Civil Procedure Rules, -
for appeals from rules and orders. The right of appeal may therefore

" have been given by inference or reference. The reply to this suggestion
is, of _course, that section 97 alone creates the opportunity for
appeal In a enactment which makes a virtue of redundancy, such a
reply is not fatal to the possibility of an appeal from a decision of
the Roard which has been made into a rule or order of the Supreme
Court.

But, assuming for the mament a definitive resolution of the

- intention of the legislature in respect of section 88, what is to
happen in the event that the Board chooses (as it may) not to turn one
of its emanations into a rules or order of the Supreme Court? S
Section 97(1l) says that an sppeal shall lie to the Appeal Division

of the Supreme Court from any order of the Board upon any question as
to its jurisdiction or upon any question of law. Note the very narrow
usage of the word "order". Missing are very important possible
additional words such as "Jjudgment","finding of fact} "opinion",
"decision" and "ruling". This is not an academic distinction for the
word "order" is a legal term of art with specific meanings approximating
"authoritative direction with penalties for failure to comply." It

is limited in its scope, vet it must be found to permit an appeal.

The "kicker", however, ccmes when one realizes that success in
having some aspect of the Board's activities raised for consideration
by a court may be barren of fruit. The court will likely be
disinclined to substitute its opinion for that of the Board. There
are many judicial pronouncements on the subject but perhaps 1n closmg
it would be useful to quote one: :
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"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 technical 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 . [sic]l.

on appeal. It means only that it should not seek to extend
those powers into questions of administrative policy or
discretion."  Re City of Portage IaPrairie and Inter-—

City Gas Utilities Ltd. (1970), 12 D.L.R. (3d) 388 at p. 391-2.

The purpose of this appendix’ has been to discuss certain

- matters which are of interest in the relationship as constituted by '
the Act between the Board and the Company. They are many, varied and -
capable of raising intense discussion depending on one's approach

to statutory interpretation. The pitfalls abound. Perhaps an
examination such as this can best serve to emphasize that in a world
in which citizens are becoming increasingly active in furthering -
their own interests and in which they are being allowed to do so in
previously inconceivable ways, the precise use of language becomes
more, not less, important. . .
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APPENDIX B | S o
STATTSTICAT, SUPPIEMENT ' '

The purpose of this appendix is to .set out certain statistics

relating to the telephone system in Nova Scotia. Specifically,

. there will be a presentation , and examination, of statistics

relating to selected tariff items, the Companv's rafe base,

rate of return, debt ratios, cost of embedded debt, and market
value/hook value ratio, the Company'é operating‘ revenues, and
a commentary on the various studies which the Board ordered t'he.
Company to undertake, or have undertaken, in the 1975 decisipn.- |

There are a varietv of other statistics relating to the -

telephone system in Mova Scotia which it would be possible to -

reproducé in this-appendix; statistics relétihg to such items as
construction expenditures, quality of sérvice ,I indicators, growth
in number of 'telephones ané telephone calls, size of. plant and
equipment and éperating expenses. to give just a partial listing.
These statistics are not being reproduced, hbweVer, because to |
do so would serve no useful purpose. Figures on the construction
programme, for example, would indicate the mumber of dollars

the Company has been spending for new consttuciéion. But without

a set of -goals which indicate optimal levels for the size of the
total system and its various parts and Whig:h_ specify the desirable:

quality of service, the figures would not indicate whether the
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construction expenditures have been too large or too small. -
Detailed information on the incremental cost and benefit of

each investment project would be necessary in order to evaluate _ '

the new construction expenditures in terms of resource allocation.

In general, most of the statistics which are now readily-

available from the Company are difficult to evaluate without the

framework of an acplicit‘specification of the system's_goals.
Fu.'t:’cher,. te properly evaluate and monitor goalvperformance it
would be necessary to have statistics which are unavailable at
the moment. These statlsta.cs, Wthh would include such 1tems
as cost separatlon data and characteristics of demand, would

be ]’)L‘OVlded in the model that has been discussed in Chanter 3

The purpose of providing statistics on selected tariff items

since 1952 is to give some indication of the magnitudes of the
‘prices involved- and the range in variation in charges over tJ'me

and between different classes of users at a specific po:Lnt in

time. Comparative fugures for the other Atlantic Provinces are |

also shown. In general, the specific prices of different service
offerings have not been quoted in the main text.
Statistics which show various indicators of the Company's

financial position are provided so that the analysis on rate of
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return can be placed in hetter persgpective. Stafisticé'are

shown on: |

1) the Company's corposition of rate base for the years 19634 )
1974 and the rate of return on rate basé for the years 1950~
1974, along with a 'descrij;)tioﬁ of ’ché rate base calculation

. process which is currenily used.

2)  the Company's rate of rsturn on average .common equity for
-the years 1965-1974, with Company projections to 1977.
Comparative figures are shown for other Canadian te_leéhone
“conpanies for the ye=ars ‘1968—1974 and for certam other

- Canadian utility :i_nd’.zstries for the vears 1971—1‘974. :
3) the Company's rate of return on total invested capital
- for the years 1965-1974, with Company orojections to "1977.
Comparative figures on rates of reﬁurh on total invested
capital for other Canzdian telephone companies afe shown
. for the years 1968—1974 along with fiqures for certain other
Canadian utility industries for the vears 1971-1974.

4)  the Company's debt ratio fof the vears 1950-1974. Comparative
statistics are shown for other major telephone companies in.

the Maritime Provinces for the same years.

5) | the Company's market value/book value ratio fonf the years

1950-1975.
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Statistics on the Company's total operating revenue fér
the years 1951-1975 are provided to indicate the ma_qn.j..tudel of
Company earnings and their growth over time. They are also
broken down by source to show the relationship between local
'service , toll service , and other sources of Company tevenue.
Comparative figures for ﬁew Brunswick Telephone Conpany aré .
provided for the ‘same, years. Toll service is priced 6n a uségef
sensitive bésis while locél service is not. A comparison ‘<‘3f>
the gi:owth rates of revenues in these two categories is thﬁs
potentially relevant to any discussion on the im_plications of |
introducing usagé—sensitive pricing into some ér« all. local ;
service offerings. |
| Finally, a cormentary ’is provided on the ﬁarious studies
which the Board ordered the Company to undertake in the 1975
decision. This commentary is included because of the potential .
it@lications of some of these studies on telephone fegulai;ion ,
in Nova Scotia and for some of the recorrmendétions being made

in this report.
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TABLE 1°

SELECTED TARTEFF ITEMS - MT & T

ITEM

One Party Residential
te Group 5

One Party Business

_ l%ate Group 5

Two Party Resn_dentlal‘
IRate Group 3 .
Two Party Business
Rate Group 3
~17 Type B §86 Button
I-:—l7 Type E-1 Line Term
~ E-8 Servicée Request-
- - gusiness Main Phone
' (one time charge).
_FE-8 Service Request — Business
sume Ecquipment in Place (one

ime charge)

-8 Service Request — Residence
in Phone (one time charge)

-8 Service Request — Residence

ume Fouipment in Place (one
ime charge) ‘

' I‘/_!isc . Egpt -~ Outside Phone

Monthly Rates .

% Increase

————s

52-75 65-75 69-75 7475

‘_"llsc. Egpt. — 1 Lamp visual signal .30

Misc. Eqpt. — 3 Lamp visual signal

1952 1965. 1969 1974 1975
$ $ $ $ 5 3 9 s - %
410 5.10 5.60 6.55 8.05 96 58 44 23
7.00 10.00 11.25 13.35 16.70 139 67 . 48 25
3.10 4.10 4.60 5.55 7.05 127 72 . 53 27
5.00 7.00 7.95 9.65 12,15 143 74 53 26
6.00 5.00 5.00 5.50 6.60 10 32 32 20
.75 3.00 3.50 4.35 5.20 593 - 73 49 20
. | | |
4.00 6.00 10.00 15.00 22.50 463 275 125 50 .-
- L -
1.00 6.00 10.00 15.00 22.50 2150 275 125 = 50
3.00 5.00 "7.00 10.00 15.00 400 200 114 50
1.00 5.00 7,00 8,00 10:00 900 - 100 - 43 25 i
3.00 3.00 3.25 3.75 "4:25 42 42 31 13
.30 .35 .45 ° .50 67 67 43 11
.60 .60 .65 .80 .85 42 42 31 6
Cont'd ...
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TABLE 1 Cont'd

T Rate

Iowest Possible Rate, Customer Dialed
*k%  Towast Poss:.ble Rate

Source:
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M T & T General Tariff, 1952, 1966, 1970, 1974,

MT & - % ‘Increase’
ITEM 1952 1965 1969 1974 1975 52-75 65-75 69~75 74~
' $ $ $ $ s .8 % 8 0%
Toll-Station to Statlon-Day
Initial 3 Minutes . .
10 miles .15 .15 . .15 .21% .27 80 80 - 80 . 29
71 miles . .60 .65 .15 .84% ,99% 65 52 - 32 - 18
171 niles 1.10 '1.15 1.20 1.32% 1.,59% .= 45 - 38 = 33 20
360 miles. 1.65 1.55 1.50 1.50% 1.80* ~ 9 - "1-6, 20 0 20
Toll-Station to Sta'tion~Evéning. ,
Initial 3 Minutes , - o o
' 10 miles A5 15 L1BkR  11k% Q4% -7 - 7 w7 27
71 miles .45 .50 .35%% _42%% _50%% 11 - - - 43 19
171 miles .80 .85 .65%* _66** BO*¥* - -~ - - ~6 23 - 21
360 miles 1.25 1.20 | LI5RE TSRk _90%* 28 -25 . 20-° 20
Toll-Person to Person-Day- '
' In:.twal 3 MJnutes ,
* e '
10 miles 25 .35 .40 .56..r.TTeer 208 . 120 . 93 38
. 71 miles .90 1.00 1.25 1.49,,.1.99... 121 . 99 59 . 34
171 miles 1.45 1.75 2.15 2.42,,.3.19,,, 120 82 ~ .48 32
360 miles 2.20 2.55 3.05 3.25 3. . 64 41 8 .lll
Toll-Person to Person-Evening
Initial 3 Minutes o , o
10 miles .25 .35 .40 .46,,,.64,,, 156 83 60 39'
71 miles .75 .85 1.00 1.07,,1.50,,, 100 76 50 40
171 miles 1.15 1.45 1.75 1.76,.2.40,,, 109 = 66 - 37 36
360 miles 1.85 2.15 2.55 2.50 2.50 .35 . 16 -2 -
* Customer Dialed
*¥k

1975




TABLE 2
COME’ARISON OF SEIECTED TARTFF ITEMS — ATLANTIC CANADA
1952 - 1975
) RIS C © NEWFOUNDLAND -
TTEM MT&T NB TEL ISLAND TEL : TEL -
$ $ $ - $
- 3 Minute Iong Distance '
'Call, Days, 71 Miles
1952 .60 ' .60 60 .60 .
1965 .65 .65 .65 .70
1970 .75 .65 75 ‘ .80
1974 .84 .85 - .90, . .84
1975 2 S
3 Minute Iong Distance.. .
Call Towest Rate, 10 Mlles
1952 .15 .10 a5 .15
1966 - A5 .15 .15 a5
1970 A5 15 .20 . .25 o
1974 LA .18 ‘ .23 ' - .25 v
1975 .14 23 . .23 o .36
‘Monthly Charge, One Party
Residence, Rate .Group with
5001 Telephones '~ "
1952 4.10 4.00 4.25 NA
1966 5.10 5.10 5.35 NA
1970 ©5.60 5.50 5.85 NA
1974 ' 6.55 5.50 6.65 NA
1975 8.05 6.20 6.65 NA
- . Monthly Charge, Two Party
Business, Rate Group with
© 2000 Telephones (1000 in
1952). B
1952 5.00 4.50 3.85 NA
- 1966 7.00 7.30 7.00 " NA
: 1970 7.95 7.75 7.85 NA
- 1974 9.65 7.75 9.85 - NA
1975 12.15 10.05 . 9.85 - NA
Cont'd ......
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TABIE 2 Cont'd - o S o II'

TTEM : R 2

3
g
13

. NEWFOUND :
‘NB TFL . "TSIAND TEL - TEL
One Time Charge, Business : 5 R AT
Main Phone Service Request L I g

1952 . | ~ 6.00 , 4.00 & - . 4,00, - . 7 7.50 0 o
1966 T 6.00 - . 6.50 - 76,00 . '5.00 aHII-.
1970 10.00 - ©10.00 - " 8,00 .- .6.00. M-
1974 : 15.00 10.00 . - 12.00 . 6.00 7 -

1975 22.50 - - 10.00 © - .- 12.00 - . 15.00-‘.-.',,_

One Time Charge, Residence . _ _ o L ST 3 -
Main Phone Service Request - ' ' ST e l

1952 o 5,00 . 3.00 - - : 3.00 . . 7.5 .
1966 . . B5.00 - 500 . -: 5.00 .° . 500"
1970 N . .17.00 . 7,00 - . 7 6.00 . - . 6,00
1974 h .. 10.00 17,00 .- 79,00 L7 - 6,00
1975 : 15.00 ©1boo0 900 .- . 15.00
" One Time Charge Assumption

of Residence Equipment in
Position

1952 ' - ©1.00 . 1.00 - .. NA .-
1966 | : 5,00 3.00 ©3.00 0 o
1970 ‘ 7.00- 7.00 6.00 - A
1974 - 8.00 7.00 9.00 . . . Na -
1975 10.00 9.00 9,00

Monthly Rate, One Lamp
Visual Signal

1952 E .30 S .30 .30 , ~-NA
1966 .30 .40 o .30 : . NA
1970 , .35 .45 .35 . . . NA
1974 . .45 .45 .45 . NA -
1975 .50 .55 - - .45 . NA

Monthly Rate, 6 Button
Telephone o

1952 NA 3.50 - Na oo 175
1966 ' 4,00 5.70 2,00
1970 4,00 7.30 2.50
1974 ‘ : 4.50 : 7.30 - 2.50
1975 ' 5.40 5.15 . '

[N S

* & o 9
uauoo
oD oo

Source; M T & T Internal Data
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SELECTED TARIEFF ITEMS

- Comrrents Tables 1 and 2

MT & T.

The items shown were selected in part because they have
been included in all .tariffs' since 1952. Tt is interesting to
note that. the increases Zrom one hearing to the next vary sub-
stantially from item to item. This maybe because of differential
rat;es of technological advance. "It may also be due to application
by the Company of intuitive or explicit unde_rstandiﬁg of the |
price elaéticity of-the various -items. Certainly the use of
discounts on long distance rates must be rfespons;‘.blé for some of

the growth in long distance revenues.

‘Atlantic Canada Companies

Making comparisons atong telephone companies may be

misleading because at anv point in time, the different companies

- may be at different points in the regulatory cycle. Thus two

idéntical rates today mavy diverge tomorrow. For example, 1975
rates of M T & T-are apearently firm until late 1976, while NB Tel
1975 rates were increased efrfective March 1976. Similarly, the
MT & T rates shown for 1952 remained substantially in effec;t until':
1965. In New Brunswick, rate increases were sought in 1953, 1958

and 1962.
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A further oomt of difficulty lies in the different rate
| Qroup Limits used. The 1975 M T & 7 monthly charge for a résidéncef‘"
phone in a rate group having 5001 subscribers is $8.05, NB Tel
charges $6.60 for a gjroup with. 5001 subscribers and Island
Telephone $6.65. But_the upper limits at those prices are és :
shown below. |

MT&T NBTel Island Tel = -

Monthly Charge, Residential, $8.05 $6.60 $6.65 - -
‘with 5001 subscribers. T : C

. Upper Limit of this rate growp 15,000 9,500 - 8,000 -

Subject to the above caveats it appears that _'the four _maj.oyr
telephone companies in Atlantic Canada charge fou_ghly similar rat_es. B
. Such differénces as exist are explainable in terms of the regulatory |

cycle or, in terms of the upper and lower limits of rate groups.
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TABLE 3

M T & T RATE BASE 1963-1974

Allowance for
: - ; Working Capital
Telephone Plant Accurmulated And Materials

in Service Depreciation - And Supplies Rate Base‘
($'000) (s'000) ($1000) ($7000)
1963 $94,386 | $(24,489) $ 625 $70,522
1964 - 103,719 (26,835) 625 77,509
1965 111,758 (29,616) 625 82,767
1966 124,487 . - (32,314) 625 - 92,798 .
1967 . 140,084 (35,511) 625 o 105,198‘
198 155,784 - (37,696) “625 118,713
1969 166,772 - | (41,902) 625 . 125,495 -
1970 178,849 (45,938) 625 - 133,536
1971 . 198,825 (50,789) 625 148,661
1972 220,544 | (38,785) 625 162,384
1973 246,402 (65,483) -"_ 625 | . 181,544
1974 298,420 (72,774) 625 226,271

:'Source: Peat, Marwick, Mitchell & Co., Report on Composition of Rate Base,
‘ Halifax, 1975. :
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TABLE 4

RATE OF RETURN ON RATE BASE - M T & T

Rate of Return

‘On ‘Rate Base*

)
°

1950 5.5
1951 3.9

. 1952 4.9%*
1953 5.8
1954 5.8
1955 6.4
1956 6.1
1957 5.6
1958 5.8
1959 5.7
1960 5.7
1961 6.2
1962 6.1
1963 5.4
1964 5.6
1965 5.7k
1966 6.3
1967 6.6
1968 6.3
1969 -
1970 7.3

1971 7.4
1972 7.6
1973 7.4
1974 6. 7%

* The flgures shown exclude mobile exchange serv1ce.

ik Indlcates year in which major rate hearlngs were held.“

Sources: M T & T Internal Data

E.J. Hicks, Memorandum on Financing and Ea:m:.ngs Requlrements, -

Halifax, 1975.
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COMMENTS — TARIES 3 and 4

The rate base approach to regulation, as currently used by

- the Board, defines the rate base as depreciated value of telephone

plant in service pius allowances . for working cépital and for
materials a_ﬁd supplies.

Telephone plant in service is valued at original installed |
cost as defined in Circmlar'l’—\. issued by the Board. Outside plant
materials and supplies ars oriced at average cost and are allocateé‘:’
among classes of depreciable assets based .upon actuai usages
deterndned in 1963/1964. Direct and supervisory labour is chargéd‘ o '
at full recovery rates based on réported hours worked. Direct,
indirect and corporate overheads are comprehensively capitalized.
An allowance ofr funds usedAduring construction‘isj c;harged to plant.
This éllowance is based on a weighted average cost of capital.

| . Plant retirements are handled by AremoAving from both plant and
depreciation accounts an e:‘cmt equal to ‘the original cost of the -
item. This is in accorcznce with Circular 2A.

Capital contributions by customers are treated a\s reductions
to capital cost and hence to plant in service.

The allowances for working capital and for material and supplies

shown in Table 3 were set many years ago. There is no necessary or

likely relationship between these allowances and actual working

capital and material and supplies needs. As of the 1975 hearjru;j,

- the allowances were changed. The allowance for working capiﬁal is

-129 - .



now determined as one and a half times the average monthly.
expenditure. The allowance for materials and supplies is -

now determined as the average mohthly level of materials and

supplies in the previous year. The ¢ombined effect of these = . - ]

changes has been to raise these item$ in the rate base '_from the

$625,000 figure shown in the table to $12,730,527 for 1975.

The "group'plan" method is used to account for dep_recn_'.a_tion.-"

with three statistical methods being used to estimate service life:

life span studies, equal lJ.fe group studies and judgement

More detailed information on composition of rate base may be ,

found in a 1975 study by Peat, Marwick, M_ltch_ell & Co. " The
Board, in an order dated September 30, 1974, d:irected the Company
to retain J.ndependent accounting experts to examine the rate base,r
Table 3 shows the corposition of the rate base at year ends from
1963 to 1974. :

.Table 4 shows the rate of return on rate base exclud:.ng moblle

exchange service for the years 1950-1974. The rate of. return has 3

fluctuated considerably vyear to year. There is typlcally, a ,'
significant move upward in the period immediately following a

major rate hearing.
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1968 to 1974

TABLE 5

RATE OF RETURN - CN COMMON EQUITY

: TSLAND BELL . GAS
MT &T NB TEL TEL CANADA " UTILITIES - PIPELINES

% 3 % % % . %

1966 9.0 XA NA NA NA NA
- 1967 9.1 A NA NA NA - NA
1968 8.4 7.9 7.0 8.2 NA NA
1969 8.1 8.1 7.7 7.9 NA . NA
1970 9.9 9.9 6.7 8.5 ~NA NA -
1971 10.2 10.5 12.0 8.8 13.1 17.7
1972 10.4 11.0 12.3 9.5 ©14.4 18.1
1973 10.1 10.8 12.3 9.7. 14.9 18.0
1974 8.9 9.5 7.3 9.7 - 19.0 14.1
1975 9.5 NA NA NA NA NA

. 1976 (EST) 12.7 NA NA M NA NA
1977 (EST) 7.9 NA NA NA NA NA
Simple Average 9.4 9.7 9.2 . 9.1 NA NA

. Sources: E.J. Hicks, op.cit.

M T & T Annual Reports.
C.W. Hayward, Recquired Re:_ca for Return on Common Equity, Maritime Teleqraph
and Telephone Company Limw , Halifax, 1975
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TABLE 6

RATE OF RETURN ON TOTAL INVESTED CAPITAL

NATURAL

o TSLAND BEIL GAS L |
MT &T NB TEL TEL .~ CANADA, " UTILITIES PIPEZL]NE. -
2 2 g g TR T s
- 1966 7.2 NA NA NA NA NA
1967 7.3 NA NA - NA NA - NA
1968 7.0 6.8 6.3 7.0 ‘NA NA
1969 6.9 7.0 6.7 6.9 NA NA
1970 8.0 8.3 6.7 7.2 - NA . NA
1971 ‘8.4 8.6 8.3 7.4 8.8 8.7
1972 8.7 9.1 8.4 . 7.7 8.6 - 8.9
1973 8.6 9.2 8.7 . 8.0 8.8 . 9.5
1974 8.4 8.6 7.7 8.0 9.5 . 9:0
1975 8.9 NA NA S MA NA NA
1976 (EST) - 10.2 - -
1977 (EST) 8.8
Simple Average 8.0 8.2 7.5 8.0 - . NA

1968 to 1974

Sources: E.J . Hicks, op.cit .
MT & T Amual Reports’
.C.W. Hayward, op.cit.
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COMMENTS —~ TARIFES 5 and 6

Cormon BEquity

Table 5 compares the returns on equity obtained by a variety
of different telephone campanies and by other utilities. Time-

series shown vary because a marber of different sources have been

-used.

It is clear that the retwrns earned by telephone utilities
are substantially lower than those obtained by the natural gas
and pipeline utilities generally. Within the telephone industry,

M T & T ranks, on average, scmewhere below NB Tel and somevwhere

above Island Tel and Bell. The number presented and indeed

the whole concept of examining returns on common equity, are
subject to grave theoretical problems. | _

In the first place, both the equitv figures and the retnrns
include amounts attributable to non-regulated activities. Thns
the mJ_x of regulated/non-rsgulated activities my play a larger.
par£ in determining the returns shqwn than do any true variations
in regnlafed return on regulated equity.

In .i:he second place, egquity nnlders purchase stock at
market value, not at book value. Book value e}gnresses the
historical cost of purchasing treasury shares plus ti'le eimoxmt of
earn_ings retained by the company. It is not an accurate o
measurement of the value currently placed on shares of a company.
Accordingly, a rate of return on book value of | carmron equity 1s
meaningless as a measurement of the return currentlv required by

shareholders.
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Assets Employed

Table ¢ comparés the retﬁxns on total inveéted capital -
obtained by a variety of different tgiephone cpn@anies and by
other utilities. The data presentéd are subject_ to tﬁe ’same
two difficulties noted for Table 5: they includef“ amounts
related to non-regulated activities and they. servé as no ..

indication of current investor expectatlons.

- The MT & T return 11es, on average, below that of NB Tel

and above that of Island Tel.
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TARLE. 7

DEBT RATIOS OF MAJOR TELEPHCNE'COMPANIES IN THE MARTTIME PROVINCES
(Long term debt as % of Long Term debt plus shareholders equity)

Maritime - Island NB

Tel & Tel Tel - " Tel
1950 » 32 30 29
1951 46 : 30 27
1952 45 37 - 38
1953 41 51 - 36
1954 41 _ 51 35
1955 - - ' " 45 o - B0 : 34
1956 . 41 45 43
1957 ' . 40 44 38
1958 - 40 50 . 41
1959 40 50 . .40
1960 44 48 ‘39
1961 43 : 49 36
1962 39 53 42
1963 ' 43 ‘ 48 ' 38
1964 . 40 45 : 42
1965 44 48 39
1966 ) 40 35 ' 43
1967 42 i 39 . : : 43
1968 44 , 42 46
1969 _ 45 45 B 44
1970 49 ’ a7 48
1971 50 54 47
1972 47 _ 45 : 41
1973 . . 52 . 53 _ 45
1974 55 = 53 52

Source: Hudson H. Janisch & Paul B. Huber, A Criticue of Provincial Regulation
" of Telecammmnications in the Atlantic Provirices, Dalhousie University,
1974. p.3.14 : '

MT & T Annual Reports

C.W. Hayward, op.cit., Table 8
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‘COMMENTS ‘= TABLE 7

Table 7 shows the ratio of long term debt to iong term -
debt plus equity for three major telephone companies in the

Maritimes.

The trend in all three companies shown is to use an mcreasmg

proportion of debt. This verhaps reflects a contJ_nm.ng J_nablllty

to generate sufficient internal funds to support rapid expans:.on
combined with an equlty J_nvestment usage which appears to
preclude contlnulng large inputs of new equ.lty° In add:Lt:Lon r

of course, the arguments for a higher debt ratio usually made

by J_ntervenors at each rate hearing may have had an effect en the
financial policies of the companies.  The figures take on further
meaning only if there is some optimal loncj term debt/long term

debt plus equity ratio to which the figureé can be compared
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TABIE 8

A COMPARISON OF YFAR-END MARKET AND BOOK VALUES ~ M T & T COMMON SHARES - 1950-1975.

Ratio of'

Market Value : Book vValue Market to Book
$ S ‘

1950 : 17 3/4 13.33 1.33
1951 ' 16 1/2 ' 13.07 - 1.26
1952* 15 3/4 13.06 1.21
1953 - 15 1/2 13.62 1.14
. 1954 18 1/2 13.27 1.39
- 1955 . ' 20 13.52 1.51
1956 16 3/4 13.87 1.21
1957 17 _ - 14.04 1.21
1958 ’ 17 3/4 14.29 1.24
1959 17 14.32 1.19
1960 » 17-1/2 - 14.50 1.21
1961 , o 21 7/8 14.74 1.48
1962 - 20 3/8 15.08 1.35
1963 - 21 15.23 1.38
1964 ‘ 21 1/2 , 15.52 1.39
. 1965% 22 15.76 1.40
1966 22 16.37 1.34
- 1967 19 1/2 16.66 1.17
1968 18 16.88 1.07
1969%* 16 1/2 ) 17.10- .96
1970 A : 18 3/4 17.64 " 1.06
. 1971 22 18.19 _ 1.21

1972 22 1/2 18.84 : S 1l.19
1973 18 19.43 .93
1974* . +15 19.66 ' : .76
1975% 15 1/2 19.98 . .78,

% Indicates years in which major rate hearings were held.

Source: M T & T Internal Data.
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COMMENTS —~ TABLE 8

, Table 8 shows year and market and book. values of f’l T&T. V_
common sharee for the period 1950 to 1975. MNote that the market
to book ratio has varied fram 1.51 (at 1955 year end) to .76 |
(at. 1974 year end). The ratio was above 1.0 in 22 of the 26

years shown, and was above 1.1 in 20 of the 26 years.

The _analysis of Appendix C suggests that a ratio of less than -~

1.0 indicates the need for a higher rate level while al ratie
siénificantly in excess of 1.0 indicates the need for a teduction
in the level ‘_ofA rates. On this basis, the rate-ievel probebly:
should have been increased in four of the last 26 yeers;, and ‘
ptobably should have been decreased in 20 to 22 of those years.
This analys:.s is supported by the testamony at the 1975 -

Hearing of Mr. Hayward who stated that the then ratlo of less than

1.0 threatened” dilution of equity if share_s had to be issued at

that ratio. It follows that any issue at a ratio above 1.0 would

 result in the opposite of dilution: a windfall profit to share-
‘holders. | | |

It is interesting to note that the market to book ratio |
approach may.be used as a test of the efficaey of the regulatoaqy '

proeess. That is, if windfall profits to shareholders and

unanticipated dilution of equity are to be avoided, the requlatory

process should as a result of each major rate hearing, pull the

ratio towards 1.0. It can be seen that the ratio moved'closer

to l 0 after the 1952, 1969 and 1975 hearlnqs (1n 1975 the move was:

marglnal) ; bhut moved away from 1.0 .after 1965 and 1974
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1975 91,270 77,0

&)

TARLE 9

. OPERATTNG REVENUES ~ M T & T AND N.B. TEL.

Total Gross Operating . % of Total Gross Operating Revenues®

ok Does not add to lOO%. Balance is "Other . Revenue"

. Source: M T & T Internal Data.
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Revenues ($'000) Iocal Service Long Distance
MT&T N.B. Tel MT&T  N.B. Tel MT&T N.B. Tel

S . S - s 2 3 3.
1951 6,338 5,794 63 .53 36 45
1952 . 8,076 6,335 65 53 33 . 45
1953 9,317 7,588 66 56 32 . 42
1954 10,017 8,230 65 56 33 43
1955 10,862 - 9,042 ' 63 55 35 44
1956 ‘ 11,741 9,849 . . 62 54 36 - 45

1957 12,607 10,630 o 62 53 $ 37 45

1958 13,615 12,128 "6l 53 38 45 -
1959 14,859 13,861 - 59 53 39 46
1960 16,238 14,869 ' , 58 52 40 46
- 1961 17,537 16,182 C 58 52 39 45
1962 - 18,829 17,232 ' B - 57 51 39 46
1963 - 20,066 - 19,067 56 49 40 48

1964 . 22,234 . 21,701 : 54 46 42 51 -
1965 . - 24,395 24,454 53 44 44 - -53
1966 28,700 26,934 53 43 © 44 54
1967 ‘32,462 . 29,441 o 52 43 .45 54
1968 ' 35,350 32,112 52 43 46 54
1969 _ 38,613 35,522 ‘ 51 41 46 55
1970 - 44,174 - 40,956 . 52 41 45 55
1971 48,507 44,751 51 41 46 54
1972 55,085 - 49,764 49 40 48 55
© 1973 62,507 55,624 47 40 50 56
1974 o - 73,797 63,226 , .45 39 51 56
35 ' 44 52 56




COMMENTS -~ TABLE 9

Table 9 eompares the .operating revenues of M T & T ehd
N.B. Tel. 'Total Gross Operéting Revenues do not include a’ |
| reduction for uncollectable accounts. The percentage split of
total betweén local and long distance revenues 'does.not add to
100%. The difference between 100% and the total of local and
long distance is "Other Revenue." .
| ﬁe two companies have grown at similar rates ‘over the_
past twentvmflve vears with M T & T having sllghtlv greater

revenues than N.B. Tel in all but 1965, '.[‘he patterns of revenue

source are quite different however.

& Tn Néw Brunswick, long distance revenues have historically B

been a higher proportion of total revenues than in Nova Seotia.
- Iong distance revenues of N.B. Tel first exceeded local service

revenues in 1964; this did not happen with M T & T until 1973.

The greater proportion of long distance revenue in New Brunswick -

is due in part to higher collections from the 'I'rane—Canada’
Telephone System (calls from Nova Scotia to central Canada -
generate some revenue for N.B. 'I’el calls from New Brunsmck to |
central Canada generate no revenue for MT & T). Differing
configurations of local calling areas mey also have an irﬁpact on
the proportions. The trends for the two companiesg ar.e,. _ howeﬁer '

similar over time. Iong distance has been gaining an increasing
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share of total revenues for both companies. over a]most all of the

entire period shown. Given that long distance calling is priced
on a usage-sensitive basis while local service typically is not,
these trends are significant. They indicate that revenue growth

has been most rapid in the arsa using usage-sensitive pricing.
+ = c .
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TABLE 10

NOTE ON STUDIES REQUESTED — 1975 DECISION

In a decision lssued Noverber 19, 1975, the Board dlrected

the Company as follows:

1.

To review the question of interest on overdue eccounts
and submit a report on the subject before July l 1976.

To review and study the tarlff‘ 1tem<5 relatlnq to

advance payments, deposits and disconnection of service -
- with a view to proposing revisions so as to ensure

um.formlty -and cross referencing. An application for
rev151on is to be made to the Board before July 1, 1976.

To apply to the Board for revision of tariff rules, -
regulations, definitions and descriptions so as to
eliminate duplications and interpretation problems and
to "regulari7e the conditions, directions and procedures
contained in the Tariff"* The appllcatlon is to be

- made before July 1, 1976.

'Ib file with the Board before July l 1976

- A detailed outline of the objectlves of ‘the constructlon
program proposed for the years 1977 to 1981 '

message service" and non—regulated services.

- An analysis of existing tar:l.ff objectlves and poss:.ble
' alternatlves, _

A study reviewing the nature of and. justlflcatlon for
capital contributions by subscribers.

i

~ Proposed guldelJ.nes for futu.re EAS (including an ‘
indication of likely EAS exchanges, the concept of _
varying rates to reflect cost, optional FAS etc.). o

* 1975 Decision, p. 82.
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COMMENTS - TABLE 10

The various studies listed in Table 10 were requested by

the Board. In most cases, reasons were not given for requesting

.the studies. It can be assxmgd that the Bdard wishes further

‘clarification and analysis.of existing practices.

This report has discussed,among other things, the need to

. re-examine the tariff objectives,alternative methods of finahcing >

~the system, EAS guidelines, the definition of "teléphone message ‘_ -

sexrvice", the .felationship between regulatéd and unregulated : _

- sexvice offerings, the extent éf usage-sensitivé pricing, and

exapnsion of the system size. The studiesv oxdered by the Board -

are all potentially related to these items.
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2

" APPENDIX C

Alterhative Approaches to Rate of Return Determination .

One of the tariff objectives proposed‘by the Company and eccepted
by the Board is the opportunity for the Coirgeany to earn -a fair rate .ef
retutn. This objective, in similar wording, forms part' of the statement
of puréose of virtually all telecommmnication regulation processes in
Nerth Amerlca "It has a histez:y in Nbva Scotia to.at least 1919.11

Like many of the other obj ecrtives, however, longevity and hroad

- acceptance does not lead to specificity.  The objective of a fa.ir rate of

return raises the question of what proportion of the revenues of the
Company should acérue to the shareholders of the Company. An examination .
ef various sources in Nova Scotia and other jurisdictions on fajr rate

of return to telecommunication utJ.lJ.tJ.es, suggests substantlal disagree-

- ment on the meaning of the phrase.

As an example of one approach, Company witnesses have stated that . =
the rate of return on common eo}lity should relate to returns available

on other investments of similar risk, should be sufficient to attract

required investment and should maintain investor confidence in the

financial integrity and credit worthiness of the Company.:2

There is a formal statemsnt of this objective by the Company at the 1919
rate hearing., There is some evidence of earlier antecedents elsewhere.
For example, the A.T. & T. annual report of 1908 discusses the "proper-
return on capital". L.L.L. Golden, Only By Public Consent, (New York:
Hawthorne Books, Inc., 1968), p. 32.

C. William Hayward, Required Range for Return on Common Equity Maritime
Telegraph & Telephone Company Limited (Text), Halifax, 1975 P 2 et seq.
(Presented as EXhJ_blt H/l4 to the 1975 Rate Hearlng)
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Using a different approach, the position has been :Ln some other .

jurisdictions that a rate of return should be set so as to keep the Irarket '

value of the common shares of the regulated telecommmications utility. -

approximately .equal to the book value of its comnon stock.3

Between these two positions are a nmunber of other pOssible approaches

to the estlmatlon of a fair rate of return The earn:Lngs/pr:Lce approach r

the capltal asset prlcn.ng approach, the chscounted cash flow approach
and the interest rate plus risk premJ.um approach are alternatlve methods
that have been advocated eisewhere. Each of these will be brief.ly- |
reviewed. Emphasis Wlll be placed on the compa:cable investment approach,
used. currently by the Company and approved by the Board My and on the
Market Value/Book Value approach Wh_'LCh is recommended for adoptlon.

The Earnings/Price Approach

One approach to determ:.nlng the fair rate of return to equlty holde:rs
is the eaxnlngs/prlce approach, also known as the cost of money formula 4
approach; it examines the relatlonshlp between historical earnings and
historical market price. In theory, the relationship describes the return
on' equity which is required by investors in the stock.. ‘If expectedv-.
earnings increase, then market price should increase to oompensate ard
bring the return back down to required levels. similarly, if expected
earnings decrease, an automatic decline is expec_ted in share price in

order to maintain the required return on new shareholder investment.

3

Snavely, King & Tucker Inc., Canadian Trangport Commission Telecommunications

Cost Inquiry Report of the Consultants, Washington, D.C.; 1974, Vol. III
p. 72. The equation of market to book value would be subject to certain
"adjustments related prJ_nclpally to cost of stock issue and the effect on
the market of new stock issues. , .
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5

This approach assunes a; static relationship between experienced earnings

-and experienced market Values.4 For a time, it was widely accepted in

many jurisdictions but it has become apparent that the necessary condition

-of a static level of actual and expected earnings, stock prices and
~ dividend payout rates has not existed over long periods of time in Nova

.Scotia or élsewher‘e.

This point is highlighted by F. K. Welch:

The use of earnings to price ratio in determining a

. fair rate of retwzn for regulated industries has had
a spotty history.... It seemed for a while, in the
mid~forties, t a uiversally fair and workable,
if not exactly foolproof, tool for arriving at the
troublesome rate of return allowance had been
dlsoovered

But,-alas, the emergence of - the runaway bull market
of the mid~fifties suddenly made the unadjusted
earnings to price ratlo untenable and eventually
somewhat ridiculous.>

Although a situation might be hypothesized in which the relation-

ship between earnings and market price remained more or less constant

over long periods of time, it does not seem likely that such a situation

will exist in the real world in the foreseeable future. 'I‘hus) the cost

of money formula must be examined as an historically interesting, but

currently wuntenable; approach to determining fair rate of return.

4 Snavely, King & Tucker Inc., Canadian Transport Commission Telecommuni-—
cations Cost Inquiry Report of the Consultants, Washington, D.C.; 1974,
Vol. III, p. 63. The eguation of market to book value would be subject
to certain adjustments related princi Dally to cost of stock issue and
the effect on the market of new stock issues.

F.K. Welch, "A New Approach to Earning-Price Ratio Formula" in Public
Utilities Fortnightly, Vol. 81, #5, 29 February, 1968, p. 49. :




The Capital Asset Pricing Approach

The risk attached to the utility's equity stock relative to the 4' 4

risk of other equity issues in the market place is another approach.
This capital asset pricing approach develops a scale of returns for _
alternative investments at various levels of risk. Once the u&ility’s
_ position on this scale has been determined the fair rate of return is ‘_
obvious. Theoretlcally th_’LS relat:l.ve rlsk approach to detennmmg fair
rate of return is qm.te acceptable.

it ... obviously essentlal to the publlc

interest ... that the rate of return also create

those conditions of public utility credit under:

which the risk will be appraised by the investor

as a fair one in competition with other industries...

However, there are practical difficulties attached to use of _euch

a scale. .Classical_l‘y, two required points on the scale are the retﬁ:cn -

expected on a risk free investment and the return expected ch a diver- '-

sified portfolio of all available common stocks. SJ_nce the existence of

a risk free mvestrrent is doubtful the determination of return on such -

an investment is at best hypothetlcal., Furthennore, deterrnlnat;n.on of the. -

expected portfolio return presents problems of both measurement and |

weighting. Since neither of the key reference points on 'the scale can
be found with any great degree of confidence, the scale itself is

inevitably suspect.

6 0.B. Wilcox, address to the American Gas Association of New York,

26 May 1920, quoted in Walter E. lLagerquist, Public Utility F:mance ’
Chlcago- A.W. Shaw Company, 1927, p. 244. .
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Also, the positioning of the Litility's stock on the scale is doubt-
ful. Not only does the measurement of historic risk of the stock vary
depending on the period of time being considered ,7 but the projected risk,

depending as it does on unknown investor perceptions, cammot be measured

- with any precision.

Hence, the capital asset pricing approach is not precise enough to

- permit its use as a determiinant of a-fair rate of return.

The Digocounted Cash Flow Aporoach

The Discounted Cash Flow approach is also referred to in some of the

literature as the Investor Demand approach. It involves determining the

discount rate at which the present value of future dividends is equal 4
to current market price of the equity stock. The obvious practical
difficulty with this tlleofetically valid approach is that the stream of

future div_idends cannot be foreseen with precision. The stréam of future

dividends is a function of both earnings and dividend payout policy,

either or both of which may te expected to change over time. ‘While it

is tfue that the impact of distant dividends may be safely ignored if

the discount rate is large enough,' the ability to predict dividends even
over a very few years is l:f_mited.g '

The discounted cash flow approach, while conceptually sound, is too

7 Snavely,; King & Tucker Inc., op.cit., p. 66.

8 Recent market action in Bell Canada common and Bell Canada warrants
suggests that a substantial nuwber of investors had made bad predictions
about the dividend rate, even though they were attempting to predict

no further than three months out. , ,
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reliant on estimates of the future to be acceptable. as a method of deter-

mining fair rate of return.9

Interest Rate/Risk Premium Approach .

The Interest Rate/Risk Premium approach estlmates the requ:!_red
return on equity by add_mg a rlsk factor to the 1nterest rate paid on : '
current debt by the utlllty The concept is ooncnsely stated by |

N. Knowles Dav1s :

There are two conpensations for the use of capital.
One is pure interest. This is rent for the posses—.

. sion ard use of funds where no risk is 1nvolved,
either in the continuation of the interest or in
repayment of the obllgatlon.. The other is oompensatlon
for risgk, or the added compensatlon requlred to offset
the risks involved.lO

| The risk factor is to be detemuned by oomparlng hlStOrlCal return
on the ut:Lllty S debt to hlstorlcal return on the utlllty s equlty 'I‘he |
risk factor thus derived is, of course, an indication of hlstorlcal rlsk.
The difficulty with this approach is that the cum:ent or future J’.’lSk

premium may not correspond to past risk premiums. ’I‘o elaborate on thlS

point, consider the risks involved which "added'f compensatlon ig required "

to offget.

9 In 1968, the U.S. Federal Power Commission rejected this approach as

being too conjectural. For a discussion of this finding, see Edward -
: Falck and Harry I,. Albrecht, "FPC Ruling on Return Allowance for Gas

Companyies", in Public Utilities Fortnightly, Vol. 82 #7, 26 September
1968, p. 27

N. Knowles Davis, "Rate of Return ard the Federal Power Ccmnlssmn“,
in Public Utilities Fortnightly, Vol. 79, #4, 16 February 1967, p. 17
et seq. Of course, as pointed out above, the real world existence of

10

a risk free investment is, at best, doubtful. However, the risk premium

might be congidered as a payment for the mcremental rlSk of mov:l_ng
from a debt to an equity instrument. ~ :
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The equity rlsks for which a premium should be pald would have to
include the followmg
a) Risk of obsolescence (technological risk). This risk clearly varies
| from time to time and from type of utility to type of utility. The
current fate of railroads and exclusively telegraph uﬁilities in- .
dicates that technological risk does exist even in apparently secure
utilities. Such exarples also point out an interesting .characteriscic
 of :technological- risk: the nature and degree of risk is often not ‘
apparent until the techrological change is upon us. ) It is thus |
_ difficult to protect against obsciescence'except by :improvements
| to existing technology. Whether this is adequate ?rotection is
nbt 'known.ll This wcertainty makes »a»ssignment of e technclogical ‘
risk premivm highly arbitrary. | |
b) Failure to adequately provide for ifeélacements. This risk is
eubstantially offset by the allowance of depreciation as an expense.
It is possible, however, that the depfeciation allowance may be
ﬁhadeqﬁate due to overestimation of the llfe of certain equll:ment
 items or due to inflation (see below). It may also happen that
usexr preferences reduce the life of eq pment Thus any massive
trend to touch—tone handsets mlght result in retlrement of dlal

handsets before they were fully c'lep:u:ecmted.1 Having ;dentlfled

1 The development of a diesel locomotive did not adequately protect the
railroads against techrological change in the form of aircraft and an
improved inter-urban highway system. Whether the broader research
net cast by Bell Labs will result in a better protectlve catch is
questionable. , ,

12 This possibility is advanced as a major reason for differential prlclng
pol:Lc1es on coloured phones, touch—tone, etc. :
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the nature of the risk does not allow a projection of its Iﬁégnitxﬂe
into the futuré. An apfzropriate risk premlum in this regard cénnot
be determined. - o
c) Risk of operating loss. This risk might also be termed the risk of
| incompetent management. Shareholders, managers,"‘;:he pubiicv' and
'regulatoré would all like +to believe that utilitieé are well run
To a remarkable extent, this belief is well palced in 'Ncijva‘s'c;otia o
and elsevhere. But there is no prima facie reason to be,ln.eve that -

- all utilities must élways be well run Thus, risk existé. - Any
quantificatiori of the risk of Qperating loss unld ,‘ however, bé
highly arbitrary. ' | R

“d) Cyclical fluctuations in economic conditions. . Clearly the existence

- of suwch fluctuations is certain. What makes m‘easuremént. of the
appropriate risk premium difficult is that the timing, inagnitude
and duration of the fluctions are unknowrn. . ,

e) Risk of inflation. This risk may be particularly Jmportant when ,
combined With regulatory lag. As with other risks, however P
determining the magnitude of the premium to be paid for "aSSUII’lptiOIVI '
of this risk is difficult and it is not chvious whyl regulated
companies should beé any better protected from inflation than any -
other part of the ECONONTY ’ : _ o
It should be apparent from an enumeration of the risks for which a .

premlmn is to be paid that the magnitude of the risks Vc‘:armot.b_e determined
wifh any substantial degree of precision. But even if it wés. possible
to place a precise value on assmrptidn of these riskS';» diffj'_culties would

remain.
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All of the risks ultimately relate to the ability of the utility to
génerat_e ‘operating income over the short and long run. ‘ Clearly the major
beneficiary of such income is the provider of equity capital. Conversely,
the équity investor bears most of the risk. But the debt investor is N
also at some i:isk for the ability of the utility to pay interest on Vdeb.t,

and eventually to repay the debt itself, may be impaired should operating

-income fall suff iciently.

Thus, the current interest rate which the utility must pay on debt
issues reflects some "risk premium" over what would be required to be paid

for a ‘hypothetical risk-free dsbt issue. This can be designated risk

© premivm R1 The overall risk mlght be des:.gnated RT with the mcrerne.ntal

risk associated with hold:mg equlty rather than debt being- R ' Knowing .

“the value of Ry and knowing that Ry =Ry -+ R, does not defjne the value

of either R, or R2 Thus, the appmpriaté risk \premimn for equity is

. rot known even if all of the risks can be quantified.

‘Compar'able Investments Approach

The Camparable Investments approach now in use by the Companyl?' is

considered by it to be the mcst appropriate way» of determining a fair

rate of returm. This approach has been used in many jurisdictions, as

‘well as in Nova Scotia, over a long period of time.

The essence of the appmach. was put very swecinctly to the Board

13 Hayward, op.cit., p. l.. This approach has also been advanced by Bell
Canada. See Bell Canada App7 ication "B", Exhibit B-73-116, Evidence
of J. Rhoads Foster, cited in Snavely, Klng & Tucker Inc. .




in the 1975 rate hearings by a witness called by the Campany. °
... the common shares of M T & T must compete w1th other
forms of investments including five year notes, debentures,
mortgages, long term bonds, and debentures as well as
- other utility shares. 14 _ -
This approach was referred to in Chapter 2 in the discussion of the
emphasis placed on the Company's capital attractiveness at rate . . "

hearings.

Notwithstanding its wide currency and historical acceptabllity, thJ.s B

approach presents a nunber -of <il_'1_ffi,culties.15 The "fairness" of a fair
rate of return using the conparable investments approach is doubtful.'_'
Because the regulatory process uses a return on rate base approach, ‘
the utlllty ends up being allowed to earn its fair return on embedded as
well as new capltal Allow:mg a return ccmparable to that eaxned by
nonregulated oorrpanles provides ex1stmg shareholders Wlth an unwarranted
earnings appreciation not available to shareholders of unregulated com— -
panies. | |
To compare return on equ.lty to that earned by other regulated

companies is not valid because this would make the regulatory process
circular: the return allowed to A would depend on the return allowed to

. B, C, D, and E; the return allowed to B would depend on the return allowed
to A, C, D, E; etc. | Thus, the return could only be compared to that of

non-regulated companies.

4. Poard of Comnlss:Loners of Public Utilities, 1975 M T & T Rate Hearing

evidence presented by J. W. Ritchie, p. 29 (m.'lmeograph)

5 These are discussed in sane detail in Snavely, K_mg & Tucker Inc.. |

op. cit., p. 66 et seqg.
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The use of book value as a basis for oomparlng returns, as advocated
by Company- experts,l6is not appropriéte since m{restors are prjmarily '
concerned with market rathér than book value. - The market value reflects
not only the historical vrice paid for equlty and the historical earnlngs
retained by the Company, but the investor's expectatlons of future
earnings.

The use of market value rather than book value for oomparative pur—

poses is also Subject,,to problams. There is no reason to believe prima .

facie that the return to shareholders of a regulated telecomrmmn.catlons '

campany should be sn_m.llar to the return available to shareholders in
any portfolio of non-regulated companies -or any non-regulated industry :
or any individual non-regulated fimm. Whether a similar return is
/justified will depend on the r‘isks. invoJ\.ved'. |

As is pointed out in the discussion of the intereet rate/risk
premlum approach, the precise assessment Of risk ig difficult if not
impossible; hence the iden‘—d_fication of non-regulated firms heving risks
c:omparable to those of a given regulated utility will present problems

Even if a firm with a similar. overall level of risk c:ould be found

- the nature of the rigks and hence their likely future impacts would be
» different. Tt is concluded that the oompareble investment approaich is

not an acceptable way of determining a fair return to shareholders.

Market Value/Book Value Approach

This 'approach uses the ratio of the market value of common stock

16 Board of Comssmners of Public Utilities, 1975 Rate Hearings, op.cit.,

pp. 23-30.



to its book value to determine whether or not the allowed rate of return

is adequate. The principle behind it is as follows: - if the market to :

book ratio was greater than one (i.e., if the internal rate of return

exceeded the external rate of return) , for a firm in an unregulated

industry, then the firm would raise money through stock issue and invest

it in projects. Tt would continue to do this until either the cost of -

raising money increased and/or the internal rate of return available on. -

new projects decreased and the returns were equal (i.e., '.the market to -
book ratio became 1). o

Note'ﬁhat the incentive to continue investing arises from the

difference between internal and exl:e:mal rates of retuxn 'l‘he mcentlve N

to eventually stop mvestlng arises from the fact that the return on .
incremental new projects .in due course will fall below the average :m-“- "
ternal rate of .return and thus approximate the external raﬁe of reﬁurn.A
But in & regul'afed firm, the regulatory process' faiie to distin-
guish between incremental and enmbedded investments and thus mekes it o
possible to earn the same return on new as on old p‘iojects. ‘~ Thus, the
self-regulatlng mechanism which operates in the unregulated env:ronment |
does not limit investment in a regulated firm.: As long as equlty can be
sold at above book value, each new stock issue confers a wmdfall galn
on exisiting shareholders in the form of an increase in book_value' th.ch :

. ip s . ; . 17
carries with it an increage in earnings.

L7 To prevent or discourage overinvestment, many 'regula{:ors examine

proposed investment projects, the cost of which exceeds some pre-
determined amount. In Nova Scotia, this amount is currently $5000
A more direct approach to the problem would be desirable; that is,
the incentive to overinvest should be removed by using some form of :

- market to book ratio test and by an analysis of the costs and benefits

of the proposed investment project.
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teh ratiq Ifﬁ.ght be structures.

The fairness of a return on equity by reference to the market to

book ratio of stock is an acceptable principle. However, it is difficult

to determine what ratio would be appropriate and howl a mechanism to use

18

Clearly, the intevest of shareholders is impaired if the ratio falls

below one. Hence, one guideline for requlators would be that the allowed

retum on rate base would have to.be high enough to ensure a market to

ook i'atio no less than one.

Two of the issues that remain however, are, (1) should the ratio be

allowed to exceed one, and, if so, why and. by how much, andA (2) over what

“time period. should regulators attempt to maintain the ratio at an accep-

table level.

As was pointed out above, any ratio greater than one tends to en-

- courage overinvestment and results in a windfall benefit to existing

shareholders. Since such a windfall cannot accrue to sharcholders in

- non-regulated firms, it constitutes a unique benefit to owners of a re-

gulated natural monopoly. As such it should be considered unacéepta‘ble.
Nothwithstanding the windfall nature of the gain to existing share-
holders, it may be desirable to allow a ratio somewhat in excess of one.

In the first place, the cost of issuing stock will funnel some of the

 gain.out of the hands of shareholders. In the second place, as was

suggested in Chapter 2, the Board could use the rate of return to pena-
lize bad management. Conversely, 'some incentive could be offered for
competent management. Just as it should not be the role of regulation |

to ensure.a return sufficient to shelter imcompetent management . from

18 Snavely, King. & Tucker Inc., op.cit., p. 72
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the displeasure of shareholders, so the regulatlon process should allow
shareholders some of the fruits of competent management._ Aocordrngly, 2
the appropriate ratio might be sarewhat in excess of one.lg -
The ratio should be the prlmary determmant for judglng the over- '
all financial integrity of- the Ccapany.
. If P/e>1, then rate levels are too high.‘
‘If P/e<1l, then rate levels:are'too low. - ,
~ If p/e =.1, then rate levels are’ about r:Lght.ZO,
To avoid any possible oroolems of c:.rcularlty (that :Ls, of 111-‘

stalling a process Wh.lch wou..d directly influence the market and in turn

be directly influenced by the "sarket) , the ratio would be used as an 1n—-

dicator of the dJrect:Lon in which rates should move and as a retrospect:we -

indicator of the efflcacy of the regulatory process. - Each time the Company |

appeared for a rate revision, the Board would examine the hlstory of the
ratio since the Jlast revision and would attempt to adjust so as to brlng

the ratio to an acceptable level.

There is, however, a fuwrther problem. At the moment the Company is

involved in.the’ prov1s:Lon of both regulated and unregula.tec’l services.

Thus, the rate of return on the rate base for regulated services must be -

determined lndependently of unregulated services. - If such a _determmatlon

13 The problem of assessing managerial competence and determining its

adequate reward has been ignored. This is an area of difficulty in~
the market to book ratio approach which requires investigation. -
20 The CIC Cost Inquiry Study rejected the use of the ratio as the primary
determinant of the allowed rate of return. Their alternative proposal, .
however, ultimately reduces to using it precisely in that fashion. -
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creates a level of rates for regulated services which causes P/e to fall

below the acceptable level, then this indicates the possibility that the

| unregulated services are not profitable and that there is subsidization

taking place of the unregulated services by the regulated service.

It is concluded that the best available method for assessing whether

- or not the rate of return to equity is fair is to see whether the ratio

of market to book value is above or below a pre{ridusly determined accep~
table level. This method should be used when the Campany applies for a -

rate reviéion} it should not be used to maké continuous or autcmatic

adjustments to rates.
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