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Member R.S. MacLellan, Q.C. 

Member F. Roseman 



1+ Restrictive Trade 
Practices Commission 

Commission sur les pratiques 
restrictives du commerce 

July 26, 1982 

The Honourable Andre Ouellet, P.C., M.P. 
Minister of Consumer and Corporate Affairs 
House of Commons 
Ottawa, Ontario 
KIA OA6 

Dear Sir: 

I have the honour to transmit to you, on behalf of 
Mr. MacLellan and myself, the French and English texts of Part II 
of a report entitled "Telecommunications in Canada - Part II _ 
The Proposed Reorganization of Bell Canada". Mr. Couture, who 
s~rved as Chairman of this inquiry until his retirement, has been 
glven the opportunity to read this report, and he is in full 
agreement with it. 

The remaining questions pertaining to this inquiry will 
be covered in a forthcoming report. 

The present report follows from an inquiry carried out 
under section 47 of the Combines Investigation Act relating to the 
manufacture, production, distribution, purchase, supply and sale 
of communication systems, communication equipment and related 
products. 

Yours very truly, 

t.~· 
Frank Roseman 
Member 



CHAPTER I 

INTRODUCTION 

This is Part II of the Commission's 
report on its inquiry into the Telecommuni­
cation Equipment Industry. It is the first 
time that an inquiry by the Commission has 
resulted in a report in several parts. Rapidly 
moving events relating to this inquiry, which 
has been long and has dealt with complex mat­
ters, made it necessary that the Commission 
depart from past practice. Part I, which 
dealt with the attachment of terminal equip­
ment to the. public switched networks, was 
issued separately in order that the Commis­
sion's views and the material received by it 
could be presented in time for them to be of 
Use during the formulation of policy on this 
important matter. 

As in the case of Part I, this part of 
the report is issued in response to recent 
e~ents which made the planned date of the 
flnal report, this winter, too late to provide 
an input in an important area of the inquiry 
which is being affected by these events. The 
matter in question is the proposal by Bell 
C~nada for its reorganization. Th is Cornmis­
Slon learned of the proposal through newspaper 
reports of June 24, 1982, and subsequently 
took steps to inform itself as to whether the 
proposed reorganization was within the terms 
of reference of the inquiry. A letter 
(Appendix I) was sent to Bell Canada, through 
its COunsel in the inquiry, on July 8, 1982. 
The Commission was advised that the 
information required by it is contained in 
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Bell's Information Circular to its share­
holders, dated June 22, 1982. A letter dated 
July 21, 1982 from Bell Canada's solicitors in 
answer to questions of the Commission is 
attached as Appendix II. 

This circular appears, to answer the Com­
mission's questions, either directly or by 
implication. A critical question is whether 
the prOposed reorganization lies solely within 
the authori ty of Bell Canada and" its share­
holders and the Superior Court of Quebec, 
which is being approached o,n what, on the face 
of it, is a very narrow question concerned 
~olely with the interests of shareholders. 

Given that the reorganization could have 
far-reaching effects, the Commission wished to 
ascertain whether Bell needed the approval of 
Parliament for the change and whether the 
Canadian Radio-television and Telecommuni­
cations Commission (CRTC) had to be consulted. 
In the event that approval from either or both 
bodies was required, the Commission would have 
had time to issue a second' and final report 
which would have contained its' views on the 
proposed reorganization in the, context of an 
overall discussion of the telecommunication 
equipment industry. However, it is Be,ll's 
belief, a~ ~tated in the Information Circular, 
that "The proposed Reorganization is not sub­
ject 1:0 CRTC approval." Bell's view that the 
proposed reorganization is not prevented by 
its Speci~Z Act is stated in the fol­
lowing: 

"The Reorganization 
mated unless the 
have been met: 

... 

will not be consum­
following conditions 
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"Bell Canada shall have received a legal 
opinion from counsel (who may be internal 
COunsel to Bell Canada) satisfactory to 
the Board of Directors of Bell Canada 
relating to the Reorganization, including 
an opinion to the effect that Bell Canada 
is not a party to, bound by or subject to 
any law, regulation, judgment, indenture, 
agreement, charter or by-law provision 
which would be violated, contravened or 
breached by, or under which default would 
occur as a result of, the consummation of 
the Reorganization, where such violation, 
contravention, breach or default would 
materially and adversely affect Bell 
Canada or BCE;* ••• " 

Another matter about which the Commission 
sought information was with regard to possible 
changes in the relationships between Bell 
Canada, Bell-Northern Research Ltd., and 
Northern Telecom Limited. According to Bell's 
reply letter, the process and funding of 
product development will not be affected by 
the proposed reorganization, nor are changes 
Planned with respect to Bell's supply agree­
ment with Northern. 

Although there are a number of positive 
aspects to the proposed reorganization that 
deserve consideration, in the Commission's 
,:,iew the proposed reorganization has serious 
lmplications for the distribution of benefits 
that Northern derives from its vertical 
relationship with Bell. As will be discussed 
SUbsequently, the implementation of Bell's 
proposal would result in a serious inequity in 
favour of Bell's shareholders at the expense 

* Bell Canada Enterprises, Inc. 
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of its subscribers. There are two consider­
ations which have guided the Commission in 
deciding that the distribution of benefits 
falls within its terms of reference. Firstly, 
the benefits in question result from the 
structure of telecommunication equipment 
~arkets associated with the vertical integra­
tion of Bell and Northern. Secondly, the Com­
mission is bound under its governing statute 
in a section 47 inquiry to make recommen­
dations with respect to the public interest. 
It would require a very narrow view of the 
public interest to conclude that dealing with 
the inequity pe~ 8e will not change the 
monopolistic situation and that therefore the 
inequity is not within the Commission's terms 
of reference. It is relevant to note that the 
distribution of these benefits is a matter on 
which the Commission sought information during 
the inquiry from expert witnesses from the 
firm of Price Waterhouse & Co. In taking a 
reasonably'broad view of the public interest, 
the Commission also recognizes that it is 
often in a unique position to obtain a broad 
overview of an industry during the course of a 
general inquiry under section 47. 

Although the question of fairness emerges 
most prominently from the proposed reorgani­
zation, there is another implication that 
relates to equipment purchasing by Bell. 

Bell's proposal and the steps which have 
been undertaken by Bell to implement it are 
treated in Chapter II. Chapter III deals with 
the implications of the proposal for Bell's 
vertical relationship with Northern Telecom 
and for Bell's subscribers. The final chapter 
contains the Commission's recommendation. 



CHAPTER II 

THE PROPOSED REORGANIZATION 

Under the proposed reorganization, Bell 
Canada's common and preferred shareholders 
would become the common and preferred share­
holders in Bell Canada Enterprises Inc., and 
Bell Canada would become a wholly-owned 
subsidiary of BCE. This company, which has 
been incorporated under the Canada Business 
Coppopations Act, is, under its charter: 

" ••• empowered to make any investment 
without being subject to restrictions or 
prohibitions and, as a result, its 
investment powers are broader than those 
that may be considered to be vested in 
Bell Canada."* 

BCE would raise equity capital for Bell's 
needs and those of its other wholly-owned 
subsidiaries. Bell and these companies would 
raise their own debt capital. 

Bell's transfer of ownership in a number 
of subsidiary companies would be accomplished 
by means of the creation of two series of 
Second Preferred Shares. 

"The redempt ion pr ice of the Second 
Preferred Shares, Series One, will equal 
the historical cost to Bell Canada of the 
transferred investments. The redemption 
price of the Second Preferred Shares, 
Series Two, will equal the excess of the 
net realizable value of the investments 

This quotation and all subsequent ones are 
from the Information Circular. 
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over their histo~ical cost. ••• In the 
Post-Arrangement Transactions, BCE will 
redeem the Second Preferred Shares, 
Series Two, simultaneously receiving a 
dividend from Bell Canada in the same 
amount." 

Thus, following the arrangement, the 
paper transaction described in the last sen­
tence of the quotation would result in the ca­
pital gain on the shares of Bell's subsidiary 
companies accruing to BCE: i.e., Bell Canada's 
shareholders. According to the information 
circular, the ~moQnt of this gain would be ap­
proximately $560,000,000, based on the share 
prices as at June 15, 1982. The capital gain 
over book value in Northern's shares alone is 
discussed in Chapter III. The Second Prefer­
red Shares, Series One would replace the book 
value of the shares on Bell Canada's balance 
sheet. They would be redeemed within five 
years. 

"The Investments consist principally of 
Bell Canada's 55.2% ownership of Northern 
Telecom Limited and of Bell Canada's in­
vestment~ in the following companies: 
Maritime Telegraph and Telephone Company, 
Limited: T~lebec Ltee: The New Brunswick 
Telephone Company, Limited; Newfoundland 
Telephone Company Limited; Northern Tele­
phone Limited: Bell Canada Interna­
tional Management, Research and 
Consulting Ltd.: The Capital Telephone 
Company Limited and The North American 
Telegraph Company." 

The current corporate structure and the 
structure after reorganization are set out as 
follows in the information circular. "All 
companies are 100% owned unless otherwise 
indicated." 



Nunhero 
TckL'l)111 
LIOIIIc..·d 

I 
8.n 

Canada 

Pnl\lOllillly-
regul.ued 
IckplllllK' 

\.'OfllpanIL" / r) 

Nunhl'm 
Tclcl',Ull 
Limill..'d 

- 7 -

('urn'lIl ('orporal~ Sirudun' 

--~ 
Sharl'iltlhkr' 01 

IklJ ('allolda 

IIrll Canada 
":nh'q'riM'~ Inl'. (2) 

(Pllhlinllhln\) 
Int: 

After Reorganizalion 

Forml'r ,h'ln~hnl/'kr~ 
of Hd I CotnillJa 

T r lI.n Cunad" t:nl.rpriso·, I nt' , J 

I 
PWVilll'liJlly· 

n..'~ul;llcd 

Il'IL'phlllll' 
I,.'Ol1lp.mil'~ III 

I 
I 

Tdl'I)lIl'I,," 

ICtl~i1t1.11 Ilil 

I L----,,-----,lO,, -, 711' • 2~M' 
.----'------... r---L--'-~ 

Tclc.-sal 
Canada 

Tde·DIn!"1 
(Puhlll:i.lrlnn~ ) 

Inl,: ell 
Rcll·N,mhcrtl 
RC'l'arl,.'h Lh.J 

Ih.'11 ClIlad" 
Illlcnlillillllal 

Mallil!!l'lIIl'lIl. 
f{t"t'arrh ;tnt! 

('III1,uhlll~ I.lJ 

("'IllIlJUIlICllillll' 

Sy"ll'rn~ 1m 

I 
Ikll 

SY\ll'l1h 11ll' 

24,6'h 

Tc:lC!\al 
CanmJiI 

Rell Ca.auil 
InlcrnalitmaJ 
Mana~Cl1lcnt. 

RC'l'ilfl:h 

imd Cu",ullil1!! tllJ 

(I) Newfoundland TCk'Jlhonc COlllpal1} Lilllltl'd, h,\.~f4 IlYlIl~'J: Nltrlhrrn TelL-pholll' 1.llIlIll'd. 99 Kf.~ m.\ I1C\l , I'hl' ("lpil.1I TclL-pholl
l
' (''.Il11pan) 

limited. IOO'l owned, Telchel' l.I~l', IO()~ o .... ol·d. Manltlltl' Tdl'gral1h and Tdqllltllll' ('011111.111)", I.illlill'li. 1~.4(1( ,Iwneli; The New 8run\. 
wick Telephone Cumpany, Limited. J~.xcA uwned 

(:!I Formerlv naml'd Tcle·Oirc~,t Lid T ..... k··I>lrel.:ll.ld. IlIrl1ll..'rly a .... hllll~·l.mnl·d \Uh\ldlilr) of The ('.Ipllal reIL'phonl' ('oll1pan) Limitcd. lx'camc 
it dire,.",: wholly·"", ned ~uh.,idiary or Bell ranad •• 1m JUIl~' II. I"IX.!. Tl.'k·I)lrl'~·1 1.l1I Wi" rl'nillltl'lI IIl'll (',lI1alla bllcrpn!ool'\ Inl' (Ill June,' 22. 
19K.! and it n~' .... l'umpany .... a' l.:rl'alL'd 1l.ll1ll'd TeIL'·Dlrl'L"1 (Cm;lI.I<I' InL'. III L"drr) 1111 Prlllllll!!, puhh'llIll/! allJ IdalcJ hU\lIlc"c\ 

(.1) It i\ inteOl.lcd that a\ ~(l\m a!oo pra~'IK'ahk ahcr thc RCtlr!!ani'iltiolllhl\ L'mporillllln ..... 111 he lrolll,!'crrcd hy BCE 10 Bl'lI Canada. The dc:...criptiun 
rcflecb thi:, eventual tran~fcr 



- 8 -

The proposed reorganization, in the 
opinion of Bell's Board of Directors, "should 
permit the Bell Group to respond more effec­
tively to chall~riges presented by certain 
recent developments."· "It is noted that, 
firstly, the Bell Group is engaged in a number 
of diverse activities. Secondly, under the 
present structure income from both regulated 
and non-regulated activities must pass through 
Bell and is therefore subject to regulation by 
CRTC. 

"With the non-regulated income commingled 
with the regulated income in this 
fashion, the proper sharing between subs­
cribers and shareholders of the risks and 
rewards associated with these investments 
has become a major. regulatory issue." 

Elsewhere in the Informati"on Circular it is 
pointed out that the CRTC had ruled, in its 
Decision 81-15, 

" ••• that the required return on Bell 
Canada's average total investment in all 
other subsidiary and associated companies 
will be deemed to be 15.5 per cent on an 
after-tax basis." 

Finally, the competition resulting from the 
CRTC's interim decision on customer-provided 
equipment is seen as likely to persist fol­
lowing the CRTC's final· decision. 



CHAPTER III 

SOME IMPLICATIONS OF THE PROPOSED 
REORGANIZATION 

The concern of the Cornmiss ion regard ing 
the proposed reorganization arises because the 
positions of shareholders and subscribers in a 
regulated industry are not those normally as­
sociated with corporate owners and customers. 
In an ideal regulatory environment, share­
holders are allowed the same rate of return 
that they would earn if the corporation were 
operating under competitive rather than mono­
polistic conditions. This means that the 
returns allowed them should reflect the cost 
of money as well as any market risks asso­
ciated with the supply of services by the 
regulated firms, such as those due to seasonal 
or cyclical variations in demand. The share­
holders should earn no more or less than the 
return required to elicit equity capital. 
Given that the flow of information to the 
regulator is (almost necessarily) incomplete 
and that there are lags in regulatory respon­
ses to changed circumstances, the actual 
return at any time may be above or below the 
target rate of return. However, for purposes 
of the present discussion, the goal of regu­
lation is more important than the extent to 
which it is attained. The effect of the above 
is that the shareholders in a regulated 
company tend to assume the characteristics of 
b~ndholders. They are concerned primarily 
w7th a regul~r flow of dividends rather than 
~lth the capital ~ains associated with equity 
Investment In a rIsky competitive industry. A 
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Price Waterhouse review of investment-dealer 
reports on Bell Canada concludes that these 
suggest that stock purchase, recommendations 
have been based on rising earnings sufficient 
to permit regular increases in the common di­
vidend. One institutional investor character­
ized Bell's common shares as an indexed debt 
instrument. 

Nonetheless, it is the shareholders who 
will receive the capital gain that results 
from· the· proposed reorganization. This was 
also the case with the sale of shares in 1974, 
1975 and subsequently as the result of the 
exercise of warrants which resuLted in a very 
large capital gain. Evidence submitted by 
witnesses from Price Waterhouse & Co. shows 
that - the amount of the gain from the sales 
referred to was $126.5 million. To the know­
ledge of the Commission all of this gain was 
permitted by Bell's regulators, without com­
ment, to be taken by Bell's shareholders. 

Based on the December, 1980 book value of 
Northern's shares to Bell and the current 
market vaiue of those shares, by far the 
greatest part of the $560,000,000, and perhaps 
more than this amount, would be derived from 
Northern's shares. *. A strong case can be made 
that most of the increase in the value of 
Northern's shares held by Bell should accrue 
to the subscribers who,· in a rate-of-return 
regulatory environment, were the real, if 

* The exce~s of market value (July 16, 1982) 
over book at Decemb~r3l, 1980 is $659.3 
million. This figure indicates the mag­
nitude involved, but is not precise since 
there have been additional transactions 
since that date. 
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unknowing, risk takers in Bell's reI iance on 
Northern as its principal supplier. Bell 
Canada purchases the major portion of its 
telecommunications equipment from Northern 
pursuant to their supply agreement, under 
Which Northern agrees, to the extent reason­
ably required for Bell Canada's business, to 
manufacture and sell materials to Bell, to 
prepare equipment specifications for Bell, and 
to perform installations, repairs and other 
serv ices as specif ied. Northern's prices to 
Bell are to be at least as low as those of­
fered to other customers under comparable 
conditions. In 1969, Bell purchased almost 90 
per cent of its telecommunication equipment 
from Northern. This percentage declined 
somewha t over the decade. However, payment 
data covering the period 1975-78 show that 
over these years approximately 83 per cent of 
Bell Canada's payments for telecommunication 
equipment were made to Northern. 

At the same time, Bell has been 
Northern's most important customer. While its 
importance has been declining as Northern 
achieves sales outside Canada and enlarges the 
scope of its operations, Northern's manufac­
turing sales to Bell in 1979 and 1980 none­
theless equalled almost one third of its total 
manufacturing sales. Manufacturing sales to 
Bel~ are virtually all sales of telecommuni­
cat10n products, and the Bell market accounted 
for 36 per cent of such sales in 1980 and over 
40 per cent, in 1979. Bell was, of course, 
even more 1mportant to Northern in earlier 
years. Bell also serves as a "showcas II f 
Northern products, which helps Northee <?r 
other markets. Additionally, informati~~ ~n 
Northern products is made available to som~ 
othe~ telephone companies through Bell' 
serV1ce agreements with them. s 
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Bell and Northern, in conjunction· with 
BNR, have jointly developed many of Northern's 
successful products. Testimony during the in­
quiry highlighted the importance· of this joint 
dev~lopment to Northern, as witnesses traced 
Northern's ability to enter the market early 
with lead ing-edge products to the company's 
vertical relationship with Bell. Northern 
recei ves timely and complete (incl uding pro­
pri~tary) information from Bell in an ongoing 
fashion. Bell, through costs borne by subs­
cribers, was an important supporter of 
research carried on by Bell-Northern in the 
early years after its formation. When BNR was 
originally formed, Northern was relieved of 
the burden of some of its R&D expenditures. 
These expenditures had increased from $13 mil­
lion in 1964 to $31 million in 1970~ In 1971, 
the year in which BNR started to operate, 
Northern's R&D expenditures dropped to $29.7 
million, and were $28 million in 1972. It was 
1973 before they surpassed the 1970 level. 
Bell and Northern now own 30 per cent and 70 
per cent, respectively, of BNR, corresponding 
to their funding of that company. When first 
established Bell's share was 50 per cent, 
reflecting a greater reliance in the past on 
Bell as a source of operating revenues for the 
research subsidiary. Its share of these 
revenues was approximately 42 per cent f?r 
1971-73. 

The proposed restructuring also has im­
plications with regard to the future purcha­
sing practices of Bell from Northern. A ne­
cessary ong~ing conc~rn when preferred status 
is conferred on a supplier of a regulated 
company· is whether the regulated company 
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is purchasing the best equipment for its 
needs, and at the lowest possible prices. The 
concern exists because firms subject to price 
regulation through the establishment of rate­
of-return standards are more or less in a 
cost-plus situation. Unnecessary costs get 
buil t into the rates paid by the subscribers 
without any impact on shareholders in the long 
run. Under the existing ownership relationship 
between Bell and Northern, subscribers benefit 
from Northern's success because dividends from 
Northern flow directly to Bell and help to 
reduce the amount of rate increases. Under the 
proposed rearrangement any benefits to 
Northern from its preferred-supplier relation­
ship with Bell will, as presently, f low to 
Northern's shareholders. Since Bell, the 
operating company, would no longer retain 
Northern's shares, subscribers would no longer 
have the benefit of any dividend flow* from 
Northern. Bell shareholders, of course, re­
tain their interest in Northern through their 
shares in the proposed hold ing company. A 
dichotomy would be created between the inte­
rests of Bell shareholders and its subscribers 
which does not now exist. Inappropriate equip­
ment purchases would harm subscribers and 
benefit Bell shareholders. Regardless of 

Dividends received by Bell Canada from 
/Jgrth#rn ~~eradJeJ ahtrktPst $~({i m:illll.ion ower 
th 1978-1980. ThIS IS a small 

e years . t Bell Canada's total 
amount relatlve 0 ears. However, 
revenues for theS e

t 
%f its profi ts f?r 

Northern retains mos Id be reflected In 
. h shOU Th reinvestment whlC . the future. e 

increased dividends InNorthern's shares 
capital gain on. 'pation of these 
represents the antlcl 
increased dividends. 
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management's competence and interest in oper­
ating efficiently, it should not be placed in 
a position where the interests of shareholders 
and subscribers is so divergent. 

While the proposed reorganization might 
appear to resolve the regulatory difficulties 
that now arise because Bell has a direct 
interest in both regulated and unregulated 
activities, basic problems remain. The sepa­
ration between regulated and unregulated 
income would be clear. However, joint costs 
between the regulated operating company and 
the unregulated subsidiaries will still per­
sist in some cases. It is not clear in such 
cases if subscribers should be insulated from 
the risks of the unregulated subsidiaries, nor 
is it clear that shareholders alone should 
enjoy the returns to risk when in f~ct their 
risk is reduced because of th~ continuing 
relationship with the regulated company. 

This problem does not relate to all the 
subsidiaries. If, for example, BCE is respon­
sible for providing management direction for 
the distribution of telecommunication terminal 
equipment, a reasonably complete separation of 
this activity from the operating telephone 
company activity can be e~pected to occur. 
Overseas telecommunication consulting ser­
vices, however, present more difficulties. 

As in the case of Bell's service agree­
ments with a number of Canadian telephone 
companies, it must be assumed that what 
Bell has to sell overseas is derived from its 
experience gained in operating its own tele­
communication networks. It is difficult to see 
how a subsidiary operating at arm 's length 
could be established or why anyone would want 
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to insist On 
such a relationship. It is assu-

~~~ that ,the resources essential to providing 
servIce reside in Bell Canada and are Called 

in upon as needed. The removal of all 
co~ome,der~ved from the sale of overseas tele­
fl mUnlcatlon consulting services from the 
nu:

W 
of revenue used in determining the reve­

the needs of Bell Canada, as would result from 
qUe f~oposed reorganization, raises a serious 
and s IOn of fairness as between shareholders 
Po t subscribers. Al though some limited sup­
ca~ for a mod if ied form of such a proposal 
Co be, found in Part I of the Report on tele­
te~munlcation equipment, the proposal defini­
cu Y, runs counter to the essence of the dis­
Pa SSlon of this matter, ~hich i~ f~und at 
th ges 217-20. The CommissIon's VIew IS that 
in

e 
total separation of income from operations 

f unregulated markets from income derived 
t~om regulated activities is appropriate where 
the unregulated operations do not benefit from 
it e ,regulated activities. Where they do so, 
ret IS equitable that some of the benefits be 
in ~rne~ to the subscribers. Bell's cc:>ntract 
r t a~dl Arabia was used as an example In Part 

o Illustrate this point. 

No The Commission's major concern is with 
in r~hern. As described previously, Northern 
0P act provides a product jointly with the 
inerating company, and the shareholder's risk 
reI NO,rthern is reduced because of Northern's 
at' atlonship to Bell. The egui ty consider­
inIon that results concerning the flow of 

come ' "d A ind' IS only one of the Issues raIse. s 
Inor!Cated above, Bell's managers will face a 

e serious divergence between shareholder 
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and subscriber interest than currently exists 
when they make decisions on purchasing equip­
ment. This problem, which is a very basic 
issue raised by vertical. integration, will not 
disappear. Indeed, it will be exacerbated. 

The other regulated telephone companies, 
which are now held as an investment, do not 
present such difficulties. Services they 
receive through their service agreements with 
Bell Canada are paid for by them, and their 
separation from the operating company as 
proposed would appear to be advisable. 



CHAPTER IV 

RECOMMENDATION 

The proposed reorganization has a number 
of positive aspects. It could ease the task 
of the regulator in some areas and provide 
management with the freedom to manoeuvre that 
it probably requ ires if the Be 11 Group is to 
enlarge its range of activities. A number of 
serious problems with the proposed reorgani­
zation have been noted as well. 

The facts used to discuss the reorganiza­
tion are drawn from testimony before the Com­
mission in the Telecommun1cation Equipment 
Inquiry. This report is unique in that the 
Commission has not had the benefit of argument 
on the specific issue that has been raised. 
The time available before the date for appro­
val of the arrangement by the shareh9lders and 
the Superior Court woula not permit us to re­
convene the hearings. 

We are not therefore in a position to 
make specific recommendations. We feel, how­
ever, that the public interest requires that a 
reorganization should not take place unless 
there has been full public consideration of 
the probable effects of the proposal, with 
res(>ect to both subscribers and the telecom­
mun1cation industry. 

~dtAQ 
em er -

Member 

Ottawa 
July 26, 1982 



.+ 
APPENDIX I 

Restllclille Trade 
Pri.ICli~ CommI::;sion 

CommiSsion sur Ies praliques 
reslncbves du convnerce 

Mr. Warren Grover. Q.C •• 
Blake. Cassels & Graydon. 
Barristers & Solicitors. 
P.O. Box 25. 
Commerce Court West. 
Toronto. Ontario. 
M5L lAg 

Dear Mr. Grover: 

July 8. 1982 

He: Telecommunications Equipment Inquiry 

A number of newspaper articles concerning a proposal for the 
financial reorganization of Bell and its subsidiaries have con~ to the 
attention of the Telecommunications Equipment Inquiry Committee, The 
Committee is i nteres ted in obtaini ng. at the earl i est poss i b 1 e da te. 
information on the proposed reorganization. Without in any way limit­
ing the information you may provide. the Committee has a number of 
specific questions. 

1. What would be the relationship under the proposal between: 
a) the Bell Holding Company and the Bell Operating Company? 
b) the Bell'Holding Company and Northern? 
c) the Bell Operating Company and Northern? 

2. What would be the relationship of Bell-Northern Research to 
these corporate entities? 

3. Are any changes planned in the relationship between Bell. BNR 
and Northern with regard to product development? 

4. Are any changes planned in the existing supply agreement between 
Bell and Northern? 

5. What would be the impact of the proposal on Bell Operating 
Company rate bllse and income flow as compared to the existing 
si tuation'! 

6. What is the timing of the proposed change? 
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7. Does Bell consider it necessary to obtain a change in its charter. 
and therefore approval from Parl iament. before implementing the 
proposal? 

8. Does Bell consider it necessary to obtain approval from the CRTC 
before implementing its proposal? 

Yours very truly. 

Ori[;in.J1 Si(lncd by 
G. M. PA YI:;TTE 

G. M. Payette. 
Secretary of the Conlilission 
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G.M. Payette, Esq., 
Secretary, 
Restrictive Trade Practices Commission, 
P.O. Box 336, 
Postal Station "A", 
Ottawa, Ontario. 
KIN 8V3. 

Dear Mr. Payette: 

Re: Telecommunications 
Equipment Inquiry 
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July 21, 1982 

In response to your letter of July 8, attached 
for your information is a copy of a document· entitled: 

Notices of Special Meetings of Shareholders 

Information Circular 

Notice of Motion 

which contains detailed information with respect to the 
proposed reorganization. I believe that the document may 
provide you with all the information you require. 

To answer the specific questions raised in your 
letter, I have contacted Bell Canada and would advise as 
follows: 

l.a. It is intended that Bell Canada Enterprises Inc. 
(BCE) will become the holding company of Bell 
Canada, which will continue to be the operating 
telecollUl\unication company in Ontario and Quebec 
and parts of the Northwest Territories. 

b. BCE will own the shares now held by Bell Canada 
in Northern. 

c. Bell Canada will be a sister company of Northern. 
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G.M. Payette, Esq. July 21, 1982 

2. BNR will continue to be owned 70% by Northern and 
30% by Bell Canada. 

3. No. 

4. No. 

5. Bell Canada is currently regulated on the basis of 
total average capital, including an aQjustment for 
regulatory purposes. The Company expects this 
rate base to continue unchanged with the exception 
that the regulatory adjustment would no longer be 
required. This is further explained in the third 
last paragraph on page 12 of the attached 
Circular, including the impact on income flows. 

6. It is proposed to have the reorganization completed 
no later than December 31, 1982. 

7. No amendment of the Bell Canada Act is required for 
the implementation of the proposed reorganization 
and accordingly, no formal approval by Parliament 
is required. 

8. While the proposed reorganization is not subject to 
CRTC approval, Bell Canada's telecommunications 
operations will continue to ,be regulated by theCRTC 
after the reorganization. 

I did not draft elaborate answers to the specific 
questions in view of your request that I reply promptly. 
Should you wish further clarification of the foregOing, please 
feel free to contact me. 

Yours very truly, 

Warren Grover. 

WMHG/bp 

Enc!. 
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