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E X T E N S IO N  T E L E P H O N E S  A N D  TO  T E L E P H O N E  
C H A R G E S.

To the Honorable the Senate and House of Representatives of the Common- 
wealth of Massachusetts.

Chapter 42 of the Resolves of 1915 is as follow s: —

Resolved, That the public service commission is hereby directed to in
vestigate the expediency of enacting legislation relative to extension tele
phones and to telephone charges in certain cases, substantially as set 
forth in senate document number eighty-eight of the year nineteen hun
dred and fourteen. The commission shall report the result of its investi
gation to the general court as soon as is practicable.

For more convenient reference, “ senate docum ent number eighty- 
eight of the year nineteen hundred and fourteen”  is given in full 
in Appendix A. It provides for certain changes in the method of 
charging for extension telephones and for the listing of names in 
telephone directories, and also has a provision whose purpose is to 
give subscribers the right, under certain conditions, to install ex
tension telephones at their own expense and connect them with 
the com pany’s lines.

So far as charges or m ethods o f charging are concerned, the 
question asked by  the R esolve m ay easily be answered. N o 
legislation is expedient, for the powers already conferred upon 
the Commission clearly cover such matters. I f the Commission, 
either upon com plaint or upon its own motion, finds that the 
charges of any telephone com pany are in any respect unjust or 
unreasonable, it may, by  order, prescribe such rates or charges as



it finds to be just and reasonable (St. 1913, c. 784, §22). The 
chief purpose, it seems, of Senate Document No. 88 of the year 
1914 was to effect a change in the method of charging for ex
tension telephones which would result in lower charges. While 
it provides, also, for a change in existing practices and charges in 
connection with the listing of names in telephone directories, this 
change has not been strongly urged. Eliminating this latter 
question for the time being, therefore, the Commission, upon its 
own m otion, has investigated existing charges for extension tele
phones and has issued an order relative to such charges. This 
order and the opinion accom panying it are attached hereto as 
Appendix B. It provides for a reduction in the charge for ex
tension telephones to users of measured service, except in the 
case of private branch exchanges, from $6 per year to $4 per 
year.

Apart from  charges and methods of charging, Senate Document 
No. 88, as aforesaid, raises this further question: Should sub
scribers be given the right to install telephones at their own 
expense and to have them connected with the com pany’s lines? 
There is little reason to believe that the Commission has the 
right, under existing laws, to com pel telephone companies to 
make or permit such connections. I f such authority is desirable 
and if it is within the power o f the general court to grant it, 
additional legislation is clearly expedient.

A t the public hearings, independent manufacturers of tele
phone apparatus appeared before the Commission and objected 
strenuously to the conditions prevailing in this respect at the 
present time, which they claim tend unfairly to limit their 
market. These manufacturers make telephone instruments which 
they contend are quite as efficient as those manufactured for the 
N ew England Telephone and Telegraph Com pany by the Western 
Electric Com pany, and apparently succeed to some extent in 
selling them in com petition with the latter com pany, especially 
for private interior installations, —  that is, for installations pro
viding telephonic com m unication, for example, between the 
various rooms of a factory, hotel, or apartment house. Where the 
owner of such a building, however, desires to connect such an 
installation with the wires of the New England Telephone and 
Telegraph Com pany, so that it can be used, not only for in
terior com m unication but in the regular telephone service, he 
finds that he cannot do this unless he installs W estern Electric 
Com pany apparatus identical with that used by the New Eng-



an com pany. This fact, the independents urge, makes it im 
possib le  for them to com pete in such cases and unfairly closes 
an im portant part o f the market to their goods. Their con 
tention, summarized, is as follows (Record, p. 153): —

This situation could be corrected by legislation, permitting the pur
chase of standardized apparatus for interior installations from manufac
turing companies other than the Western Electric Company, and requir
ing that the operating Bell company should connect, when requested, 
such apparatus for outside service. It would result in putting the exten
sion sets of interior telephone apparatus on a fair competitive basis, which 
would result in a great saving to the public over the rates now paid. As 
the fundamental patents upon telephones have expired by limitation, 
and as the manufacturing of telephones for interior installation is not a 
complicated electrical or manufacturing problem, a proper standardizing 
of such instruments could be easily made, and instruments installed there
under would in no way interfere with the efficiency of the outside installa
tion of the operating Bell company.

On the other hand, the New England Telephone and Tele
graph ( om pany contends that it cannot properly furnish to the 
public as a whole the service which it ought to furnish, unless 
it has com plete control o f the situation and the absolute right to 
determine what instruments shall be used by  its subscribers. It 
points out that the instruments which any particular subscriber 
uses have a relation, not only to the service which he receives, 
but to the service which every other subscriber receives who 
wishes to com m unicate with him. This contention was sum
marized by  counsel as follows (R ecord, p. 44 ): —

The instrument is just as integral a part of that whole general system 
as the keyboard. It is the place from which the signalling starts, it is 
the place at which the signals eventually end. And for anyone else other 
than the people who have the responsibility for that service to come in 
and be able, no matter under what careful supervision, to undertake to 
put on at the end of these wires instruments and signalling apparatus, as 
it looks to us, would be an almost unheard of possibility, as a practical 
matter.

I am telling now' of the public interests as well as of the interests of the 
company. As long as we have the responsibility for the service, we feel 
that we have a right to insist that we shall have a control of every part of 
that service and every part of the mechanism.

The question thus raised is important and by no means easy 
to decide. As pointed out in the special report (House, No.



1856) which the Commission made to the House of Representa
tives last year, the American Telephone and Telegraph Com
pany, which controls the New England Telephone and Telegraph 
Com pany and many other similar companies through ownership 
of stock, also controls in the same manner the Western Electric 
Com pany, a corporation engaged in the manufacture of telephone 
instruments and apparatus. The contract between the New 
England Telephone and Telegraph Company and the Western 
Electric Com pany was given in full in this special report made 
last year. T o quote from  that report (page 19): —

Summing it up, the contract makes the Western Electric Company, in 
effect, the exclusive purchasing agent of the New England company. 
Practically all the material and supplies which the latter company uses 
must, under the terms of this agreement, be bought through the Electric 
company which receives, for this service, compensation on a varying per
centage basis. Some of these supplies are manufactured or assembled by 
the Electric company itself, but in many other cases it acts only as a jobber. 
In addition, under the contract, the New England company employs the 
Electric company to perform for it certain special services, such as inspec
tion and repair work, which are enumerated in section 4.

This contract and the com m on control raise a question which 
may be briefly stated in this way: Is it in the public interest to 
permit a com pany which enjoys a m onopoly of the telephone 
service in a particular territory to extend its monopoly into the 
field of manufacturing by granting to one com pany, without com
petition, the exclusive privilege of furnishing telephone apparatus 
and supplies in general? If such a situation is not in the public 
interest it could be cured, conceivably, through legislation such 
as the independent manufacturers suggest, or the telephone 
com pany could be required, as municipalities are often required, 
to make its purchases in the open market after securing com
petitive bids upon proper specifications.

On the other hand, it is no doubt possible that the telephone 
com pany may be able to demonstrate its claim that the existing 
arrangement produces, on the whole, the most economical re
sults, and is, in other respects, in the public interest. As yet, it 
has not had the opportunity. The arrangement is one of the 
numerous reasons for the general investigation ol the whole 
telephone situation which the Commission recommended in its 
special report last year, a recommendation which was repeated in 
its annual report to the general court this year. The problem is



by n.o means simple and is deserving of the most careful con
sideration. In the judgm ent of the Commission, it can be studied 
to best advantage, not as an isolated proposition, but in con 
nection with a general investigation for which adequate funds are 
provided. I ntil the Commission knows, therefore, whether such 
an inquiry is to be. authorized, it has deemed it wise to defer 
further consideration of the question raised by the independent 
manufacturers and to reserve it, w ithout prejudice, for future 
action.

In this connection, the Commission directs the attention of the 
general court to the report and order (attached hereto as A ppen
dix B) relative to existing charges for extension telephones. For 
reasons given in that report, the Commission feels that any final 
disposition of the extension telephone question should not be 
attempted in advance o f an inquiry into the rate schedule as a 
whole. The reduction ordered in the charges for telephone ex
tensions used in connection with measured service tends to 
correct what seemed clearly to be an unreasonable charge; but it 
may ultimately prove, in connection with a general inquiry, that 
other reductions are desirable.

R espectfully submitted,

F R E D E R IC K  J. M A C L E O D , 
E V E R E T T  E. STO N E ,
JO H N  F. M E A N E Y ,
JO SE PH  B. E A S T M A N , 
C H A R L E S  A. RU SSELL,

Commissioners.



A p p e n d i x  A .

A n  A c t  r e l a t i v e  t o  E x t e n s i o n  T e l e p h o n e s  a n d  t o  T e l e p h o n e  
C h a r g e s  i n  C e r t a i n  C a s e s .

Be it enacted, etc., as follows:

S e c t i o n  1. Upon notice from any subscriber of a telephone company 
that he desires the installation of an extension telephone or telephones in 
connection with the main telephone supplied by the company, the com
pany may furnish and install such extension telephone or telephones and 
shall be entitled to receive compensation therefor not exceeding cost, 
plus an additional annual charge of not more than twenty-five per cent 
of the cost of the telephone or telephones, including the cost of installation, 
which additional charge shall cover depreciation and cost of maintenance 
other than damage due to avoidable injury. In case of avoidable injury, 
the subscriber shall pay the cost of reparation. The annual charge shall 
be paid in equal monthly installments. In case any subscriber desires to 
discontinue the use of an extension telephone that has been installed by 
the company, he shall pay the cost of removal.

S e c t i o n  2. In the event of the telephone company electing not to 
furnish and install an extension telephone or extension telephones under 
the provisions of section one of this act, within ninety days after being 
requested in writing to do so, the subscriber making the request shall have 
the right to install such extension telephone or telephones and to connect 
the same with the telephone line of the company whose subscriber he is: 
provided, that the subscriber’s telephone conforms to the standard herein
after mentioned; and provided, farther, that no expense shall be occasioned 
thereby to the company. The expense of maintaining such extension tele
phones shall be borne by the subscriber and the telephone company shall 
not be entitled to rental or other charges for the subscriber’s use thereof.

S e c t i o n  3. It shall be the duty of the commission having supervision 
of telephone companies to prescribe a standard to which private tele
phones, intended to add to the convenience of the telephone subscriber 
in using the line of a telephone company, shall conform; and in case such 
private telephones do not conform to said standard, the subscriber shall 
not have the right to connect the private telephone with the line of the 
telephone company.

Section 4. In case it shall be found by  said commission, after a 
public hearing of which due notice shall be given, that the connecting of



private telephones with the line of a telephone company causes such a 
loss of revenue to the company as prevents it from paying reasonable 
dividends to its stockholders, no connection of private telephones with 
the line of such company shall thereafter be made and any connection 
already made shall be discontinued.

Section 5. Upon request to a telephone company by a limited-serv- 
ice subscriber who shares the use of the company’s telephone with other 
persons, the company shall also publish in its directory the name or names 
of such other person or persons and shall not charge therefor more than 
the cost of publication, plus an additional annual charge of twenty-five 
per cent ol said cost, to be paid in equal monthly installments. In case a 
telephone company installs electric bells at the request of a subscriber, it 
shall not charge therefor more than the cost of installation, plus twenty- 
five per cent, which percentage shall be paid annually in equal monthly 
installments.

Section 6. Upon request to a telephone company by an unlimited- 
service subscriber who shares the use of the company’s telephone with 
other persons who occupy the same place of business, and who as partners 
or otherwise contribute to the payment of the rent and other expenses 
incident to the occupation of said place of business, the company shall 
publish in each issue of its directory thereafter the name or names of such 
person or persons in connection with the number of the telephone, and the 
company shall charge for such publication a sum not exceeding three dol
lars per annum for every person, other than the subscriber, whose name 
is so published, which charge shall be paid in equal monthly installments.

Section 7. Upon notice from any subscriber or prospective subscriber 
of a telephone company that he and one or more other persons desire the 
installation of one main telephone and one or more extension telephones 
in the building in which they reside, the company may furnish and install 
such main and extension telephone or telephones, and shall be entitled to 
receive compensation therefor, not exceeding the established rental charges 
for the main telephone and an additional charge of not more than fifty 
per cent of the cost of the extension telephone or telephones, including the 
cost of installation, which charge shall be paid in equal monthly install
ments.

Upon request the company shall also publish in its directory the name 
or names of such other person or persons without additional charge there
for.

Section 8. This act shall take effect upon its passage.



A p p e n d i x  B .

I n v e s t i g a t i o n , u p o n  M o t i o n  o f  t h e  C o m m i s s i o n , r e l a t i v e  t o  E x t e n 

s i o n  T e l e p h o n e s  a n d  t h e  C h a r g e s  t h e r e f o r .

Upon its own motion, the Commission has investigated the charges 
for extension telephones made by the telephone companies operating in 
the Commonwealth. In connection with this investigation, public hear
ings were held after due notice.

At the present time, the regular charge of the New England Telephone 
and Telegraph Company, which controls by far the greater portion of the 
telephone business of the Commonwealth, for an extension telephone is 
six dollars per year in all classes of service, except in connection with 
unlimited business telephone service in the “ central district” of Boston, 
where the charge is nine dollars per year. The Automatic Telephone Com
pany of New Bedford, the only independent company of importance, 
charges nine dollars per year in the case of business service, and six dollars 
per year in the case of residence service. The other companies operating 
in the Commonwealth, all of them very small, have, it seems, a six-dollar 
rate. The New England company states that it has, in Massachusetts, 
slightly more than 39,000 extension sets in use with ordinary business or 
residence telephones and about 63,000 connected with private branch 
exchanges. The revenue received from this source during the year ended 
June 30, 1915, was $599,338, divided as follows: —

P. B. X . 
Extension 

Sets.

Other
Extension

Sets.

From  $6 rate on measured service, . . . . $268,170 $55,576

From  $6 rate on unlimited s e r v i c e , .................................................. 25,632 153,961'

From  $9 rate on unlimited s e r v i c e , .................................................. - 23,337

M is c e l la n e o u s , ......................................................................................... 72,662 -

$366,464 $232,874

i Includes several hundred old-fashioned sets at So used very largely on  rural lines.

The “ miscellaneous”  item consists of the revenues received from certain 
extension sets operated on a prepayment basis in apartment houses an 
hotels where part of the toll prepaid goes to the company and part to



the house. This form of service is obsolete and will soon be entirely dis
continued. The total operating revenues of the New England company 
for the year 1915 amounted to $18,821,436.26.

In justification of its present charges, the New England company rests 
its case upon four main contentions: —

(1) It claims that the charges of other telephone companies throughout 
the United States for extension sets are no less than its own charges and 
in many cases greater.

(2) It claims that such charges in a number of cases have been approved, 
either directly or indirectly, by commissions of other states.

(3) It claims that its present charges are, upon the whole, below cost 
plus a reasonable return upon the investment.

(4) It claims that its present rate schedule has been worked out with 
great care as a well-balanced whole and “ that unless any particular rate 
stands out in some way as clearly unreasonable or unfair it should not be 
disturbed, except in connection with a general change.”

Charges of Other Companies.
The first of the above contentions is, so far as the Commission can ascer

tain, sustained by the facts. An exception, which the company noted in 
part, exists in the case of the New York Telephone Company, which 
charges in the case of private branch exchanges: —

Per Year.
For each of the first ten instruments, . . . . .. . . $6 00
For each of the second ten instruments, . . . . 4 80
For every additional instrument, . . . .  . . . . 3 60

Approval by Other Commissions.
With respect to the second contention, it appears that commissions of 

several other states have approved general rate schedules containing rates 
of $6 or more per year for extension sets. It does not appear, however, 
that in such cases the extension set rates were given any special consid
eration. In two other cases, however, extension set rates have been sep
arately passed upon. In a recent case before the New York Public 
Service Commission of the Second District, decided June 9, 1915, the 
complaint of an individual against a charge of 50 cents per month, or 
$6 per year, was dismissed. In a similar case before the Public Service 
Commission of Nevada, decided June 5, 1915, the charge was reduced 
from $12 to $6 per year. The New York case is hereinafter considered.

The Question of Cost.
The New England company submitted to the Commission, under oath, 

the results of a study of 600 work papers said to have been selected at 
random from all parts of its territory in Massachusetts, purporting to 
show that the average investment per extension set, including installation 
cost is $7.92. The detailed figures are as follows: —



Average Cost Installed.
I. Apparatus (exclusive of receiver, transmitter and coil), 

as shown from more than 600 work papers (costs taken 
from official price book), . . . . . .  §4 13

Supply charge (includes teaming from supplier to freight 
depot, freight or express to destination, teaming to 
stock room, handling, storehouse expense, records, dis
bursing supplies, loss breakage, etc., 8.6 per cent, of
3 4 .1 3 ) , ................................................................................... 36

Total average apparatus cost (exclusive of receiver,
transmitter and coil), . . . . .    $4 49

II. Installation: —
(1) Miscellaneous material (including wire, staples, cleats,

tape, screws, solder, tubing, ground clamps, ground
rods, etc.), . . . . . . . . .  79

(2) Voucher expense (including car fares, railroad fares,
teams, meals and incidental expense, e.g., painting
or moulding), . . . . . . . . .  06

(3) Field labor installing (installers), . . . . $1 09
Chief installation foremen, foremen, inspectors, wire

chiefs, head installers; also holiday, vacation, bad 
weather and other time not showing on work papers (all 
field labor), . . . . . . . .  35

$1 44
Superintendence {i.e., general plant superintendent, divi

sion plant superintendent, district plant chief and their 
office forces, cashiers, stenographers and clerks; also 
plant accounting department and engineering, 14.86 per
cent, of $1.44).........................................................................  21

Labor installing, . . . . . . .  — -—  1 65

Total cost installed, . . . . . . . . $6 99

III. General investment in supplies apportioned (apportioned to extension
set in proportion of extension set investment to total plant invest
ment per stati on) . . . . . . . . . .  02

IV. General equipment investment apportioned (tools, teams, automo
biles, motor cycles and stock room fittings, etc., average, $2.17 per 
station, apportioned to extension sets in ratio of extension set in
vestment to total plant investment per station, i.e., $6.99 to
$138.67), .   11

V. Working capital apportioned (average working capital apportioned
to extension set on ratio total expense to extension set expense), . 80

Total extension set investment, . . . . . • 37 92

It will be noted that these investment figures include, not only the cost 
of the apparatus and the installation expense, which together amount to 
$6.99, but also an apportionment of the company’s “ working capital” 
and of its investments in “ supplies”  and “ general equipment,” the latter 
including tools, teams, automobiles, etc. The propriety of including



these latter items, more particularly the apportionment (amounting to 
80 cents) of ‘ ‘ working capital” , may be doubted. The company’s accumu
lated surplus (83,645,246.99) seems quite sufficient to provide all the work
ing capital which it needs, and certain funds are, indeed, provided by the 
subscribers directly through advance payments. Besides, the apportion
ment is made on the basis of the estimated annual expense per extension 
set, and is, therefore, open to the same objections to which this estimated 
expense is open (see below).

The cost of apparatus and installation expense figures have, in some 
measure, been checked by the Commission’s telephone department through 
an independent examination of working papers and seem, on the whole, 
fairly to represent average conditions. The value of the figures, however, 
is impaired .by the fact that the apparatus is not purchased in the open 
market but under an exclusive contract from the Western Electric Com
pany which, like the New England Telephone and Telegraph Company 
itself, is a subsidiary of the American Telephone and Telegraph Company. 
This contract was given in full in the special report made by the Commis
sion to the House of Representatives last year (House, No. 1856), in which 
it recommended a general inquiry into the whole telephone situation. 
Certain testimony at the public hearings, while the Commission does not 
wish to attach too much weight to it in the absence of thorough investi
gation, at least illustrates the desirability of such investigation. It seems 
that the receiver, transmitter and induction coil used on instruments sup
plied to subscribers by the New England company are leased from the 
parent company, the American Telephone and Telegraph Company, the 
New England company paying each year as compensation for these parts 
and for certain services, 4§ per cent, of its gross receipts (see House, No. 
1856 of last year, pp. 5 et seq.). In estimating the annual expense per 
extension telephone (see below), the company thought it necessary to 
determine the portion of this rental ascribable to the receiver, transmitter 
and coil of each such instrument. It endeavored to do this by estimating 
what it would have paid in interest, taxes, depreciation and maintenance 
each year if it had bought these parts outright. Later in the proceedings 
independent manufacturers testified under oath to the cost of similar 
parts of their own make, which they claim are equal or superior to those 
used on the New England company instruments. The two sets of figures 
compare as follow s:—-

C om pany
Figures.

Independent
Figures.

Cost o f receiver, . • • ’ •

Cost o f transm itter,

Cost o f coil, . ......................................................................

T otal, . . • • • • • • • •

SI 14

1 50

34 M

SO 50 

80 

25

$2 98J4 $1 55



The figures submitted by the independents, except in the case of the re
ceiver, arc factory costs which do not include profit and are not, therefore, 
strictly comparable to the company’s figures. Allowing for this fact, how
ever, the discrepancy is still great.

Tn addition to the investment estimate, the company also submitted 
figures purporting to show the average annual expense ascribable to an 
extension telephone, including a return of 7 per cent, upon the investment. 
Summarized, these figures arc as follows: —

Average annual plant costs, . . . . . . . . $3 24
Average annual traffic costs, . . . . . . . 2 01
Average annual commercial costs, . . . . . . .  75
Average annual general costs, . . . . . . . .  34
Return on investment of $7.92 at 7 per cent., . . . . .  55

Taking these items up in order: —
1. Annual Plant Costs, S3.34- — These costs are subdivided as fol

lows : —

Station repairs, . . . . . . . . . SI 10

T o ta l,.......................................................................................................................$3 24

The first two items, according to the company’s explanation, are ob
tained by dividing the total annual expense for routine repairs on station 
equipment and for the removal and change of stations (including, appar
ently, all wiring and fixtures both inside and outside up to the point of 
connection with the street lines) by the total number of stations, reckon
ing every telephone instrument as a separate station. This assumes that 
these items of expense are as great in the case of an extension station as 
in the case of a main station. In other words, it assumes that, under aver
age conditions, if a subscriber with a single telephone adds an extension 
set these items of expense are doubled. This assumption was not supported 
by any concrete evidence and is, we believe, unwarranted. The working 
papers of the company fail to distinguish between main stations and ex
tension stations and it would require, to determine the relative costs and 
expenses with anything like accuracy, a prolonged examination of books 
and records and perhaps the making of new records. The judgment of the 
Commission’s telephone department, however, based on general experi
ence, is that the cost of main telephone installations is probably twice as 
great, on the average, as the cost of extension telephone installations and 
that the expense of routine repairs, removals and changes must vary in 
like proportion.

The third item is based upon the .estimated cost of the apparatus ($4.49)

$6 89

Station removals and changes, 
Depreciation of apparatus, . 
Receiver, transmitter and coil, 
Taxes, . . . .

82
45
75
12



and upon the assumption that its life is but ten years, so that a 10 per 
cent, depreciation charge is necessary. How far this assumption is justi
fied we are unable to state without extensive investigation. The company 
stated that it is prepared to submit figures to prove its contention, but has 
not as yet produced them. We are informed that in Chicago an investi
gation showed a life of fifteen, instead of ten, years. The large annual 
depreciation charge made by the company, amounting last year to 
S3,890,102.27, or about 30 per cent, of the total operating expense, is a 
matter deserving of consideration in any general telephone inquiry.

The fourth item has already been explained in part. It consists of 7 
per cent, interest, 10 per cent, depreciation and 1.7 per cent, taxes upon 
the estimate ($2.98-|) of what the receivers, transmitters and coils used in 
the extension sets would have cost, if they had been bought outright in
stead of being leased, plus 20 cents for repairs. The latter amount is con
fessedly a mere guess, as the repairing is done by the lessor company. 
The .whole computation of this item is, we believe, fallacious. Under the 
somewhat unusual system of leasing in vogue, the rental paid to the 
parent, or lessor, company, is based, not upon the number of receivers, 
transmitters and coils supplied, but upon gross receipts. Extension sets 
can add to this rental charge only so far as they add to gross receipts. So 
long as the receipts are six dollars per year per instrument, the entire 
rental charge ascribable to each instrument is but 4| per cent, of this 
sum, or 27 cents, and not the 75 cents (plus an additional amount 
reckoned under “ Annual General Costs” ) which the company claims. 
If the yearly rate for extension sets should be decreased, the rental 
charge would be decreased in proportion.

The fifth item, taxes, seems correct, in so far as the estimated invest
ment is correct (see above).

II. Annual Traffic Costs, $2.01. —  This item consists of an apportion
ment of the expense of carrying on the telephone service, including wages 
of operators, power, inspection, superintendence, etc. It is based upon 
the theory that an extension set increases the normal number of calls 25 
per cent, and to that extent burdens the service and increases expense. 
The company’s statement on this point is as follows:

The addition of an extension set unquestionably tends to increase the calling 
rate. This increase varies in different cases. It is impossible to state accurately 
what the average increase is. A study made by the New England Telephone and 
Telegraph Company of between 600 and 700 cases indicated an average increase 
of 25 per cent. Accordingly, in undertaking to arrive at a fair estimate of the 
proportion of traffic expense properly chargeable to an extension set, we have 
apportioned 25 per cent, of the average per main station.

The data upon which this estimate of 25 per cent, is based arc not 
wholly convincing and it appears that in a similar study In New York 
State the percentage was fixed at 15 per cent. However, it is clear and is, 
indeed admitted by the company, that it is unfair to include this appor
tionment of traffic expense in determining the rates to be charged for an



extension set in the case of measured service. If a subscriber having 
such service exceeds, because he has an extension set, the number of calls 
to which he is entitled without extra charge, he pays for the excess at so 
much per call. There is not the slightest reason why he should make a 
further payment for these excess calls through the yearly charge for the 
extension set. In the case of unlimited service,, the company’s argument 
is more reasonable. At the public hearings counsel for the company made 
the following statement in this connection (Record, p. 146): —

I want to say one word in connection with the question which was asked by one 
of the Commissioners, and that is, indicating a possibility of a differentiation in con
nection with measured service sets and flat service sets. As I said the other day, 
if there is to be any differentiation, that we must fairly admit would be one of the 
logical places to make a change.

III. Annual Commercial Costs, 76 cents. —  These include the cost 
(34 cents) of the directory which is supplied with every instrument and 
an apportionment (amounting to 41 cents) of the expense of administra
tion, revenue, accounting and collecting, canvassing and advertising and 
uncollectible accounts. The apportionment is made in the ratio of the 
revenue received per extension set to the total operating revenue. Such 
an apportionment is purely arbitrary and involves reasoning in a circle. 
Under the theory followed, if the yearly charge for an extension set should 
be reduced, the expense would be correspondingly reduced. Furthermore, 
as a practical matter, there seems no very clear reason why the installa
tion of extension sets should add to the items of expense which are so ap
portioned.

IV. Annual General Costs, 34 cents. —  These include all expenses not 
directly chargeable either to the plant, traffic or commercial departments 
and include the expenses of all general offices, accidents and damages, 
pensions, etc., as well as, to use the company’s words, “ the payment to 
the American Telephone and Telegraph Company for all services and 
equipment less the amount deducted for equipment (i.e., receivers, trans
mitters and coils) at 75 cents per set.”  The apportionment is made as 
in the case of the commercial costs above described. It has already been 
shown that the entire apportionment of the payment to the parent com- 
pan3̂  which is chargeable to extension sets cannot be more, at the present 
rates, than 27 cents per set and would be less if the rates were reduced. 
As for the other expenses covered by this item of 34 cents, the comments 
above made in the case of commercial costs are equally applicable.

V. Return on Investment, 55 cents. •— This is not strictly an expense, 
but a profit. It is figured at 7 per cent, on the total estimated investment 
of $7.92 per extension set (see above), including the apportionment of 
working capital and making no allowance for depreciation in the invest
ment. What it involves is indicated roughly by the following computa
tion : The total investment of the company in fixed capital (not including 
the investment in securities of other companies or deducting depreciation),



plus the 82,000,000 allowance for working capital, as figured by the com
pany, was 8(0,448,537.13 on June 30, 1915. A 7 per cent, return upon 
this investment would amount to 84,931,397.60. Adding the $275,702.78 
of non-operating income during the year ended on that date -and deduct
ing all interest and rental charges, amounting to $902,157.71, leaves 
$4,304,942.67, or very nearly 10 per cent, upon the capital stock of 
$43,261,200.

In a note following this estimate of the annual expense per extension 
telephone, the company states that the amount “ would be substantially 
increased by allotting to the extension set its proportionate share of the 
expense of General Office Building, Central Office Buildings, Switchboards, 
Terminal Rooms, etc.”  Upon examination it proved that the company 
meant, not the annual expense chargeable to these buildings, etc., but the 
investment. The expense has, it seems, been apportioned in the company's 
estimate of extension set expense. In other words, the argument is that 
the investment per extension set, which is estimated at $7.92, ought to be 
increased by an apportionment of the investment in office buildings, etc. 
While, if the theoretical apportionment of costs is to be carried to extreme 
limits, there may be some basis for this argument, as a practical matter 
there seems little reason to believe that the installation of extension sets 
actually necessitates any increase in the investment in such buildings. 
Moreover, the total amount involved, if reduced to terms of annual ex
pense per extension set, would be small.

The Rate Schedule as a Whole.
The company states that it does not base its rates upon cost alone,, 

although cost is the controlling factor, but attempts to adjust its rate 
schedule as a whole to the general convenience of the community. Serv
ice is given to certain classes of subscribers at a loss, if we understand 
the claim correctly, upon the ground that it is of general advantage that 
such service should be supplied. Thus,- service is given, it is said, to sub
scribers in rural communities at rates below the general level. The exist
ing rate schedule, the company claims, has been very carefully worked out 
and is “ more proportionately balanced and better balanced far and away 
than it ever was before.”  It urges that no particular rate which does not 
stand out in some way as clearly unreasonable and unfair should be dis
turbed, except in connection with a general change. As for the extension 
set rate it says (Record, p. 51): —•

Now if we had to-day —  if there were available surplus revenue to make reduc
tions in our rate schedule, we have in mind two places where, by all odds, any 
reductions, as we see it, should go. This should be one of the last places, as it seems 
to us, if there was any money available, to make any reduction in rates.



The New Bedford Situation.

The Automatic Telephone Company of New Bedford submitted evi
dence at the public hearings to show that the telephone instruments which 
it uses, because of the automatic device, cost very much more than the 
ordinary instrument used by the New England company. It was stated 
that the automatic instruments cost $12.50 apiece, exclusive of any wir
ing, attached fixtures or installation expense, and this was offered as a 
reason why the rates of this company for extension sets ought not to be 
reduced. It should also be noted that the rates are based upon unlimited 
service; it has no measured service. No subscriber of this company ap
peared at the hearings to advocate any reduction.

Conclusions.

The fact that the prevailing rates for extension sets throughout the 
United States are as high as or higher than those charged by the New 
England Telephone and Telegraph Company, while deserving of consid
eration, is not convincing evidence that no reductions ought to be made. 
It does not appear that any particular investigation of these rates has 
been made by commissions of other states, except in the two instances 
already mentioned. In the Nevada case the rate was cut in two, as drastic 
a first step as could well be expected. In the New York case, an examina
tion of the decision shows that the distinction between extension sets used 
in connection with measured service and those used in connection with 
unlimited service was not taken into consideration. Much stress was 
laid upon the increase in the normal number of calls caused by extension 

s e t s -With respect to the question of cost, the Commission has not thought 
it advisable, in view of the possibility of a general telephone inquiry in the 
near future, to undertake at this time any very detailed analysis of the 
figures submitted. To have done so would have required a prolonged 
research hardly warranted apart from a thorough investigation of the 
entire rate schedule. The analysis which the Commission has made, how
ever, is sufficient to lead it very definitely to the conclusion that the pres
ent rates for extension telephones are a source, upon the whole, of large 
profit to the company; and this is especially true of such telephones when 
used in connection with measured service. The figures submitted, bot 
those representing investment and those representing annual expense, 
are considerably higher, in the judgment of the Commission, than t e 
facts justify. Even if all other figures should be accepted, and m any o 
them (as shown, above) are open to question, the unwarranted inclusion 
of traffic costs in the case of measured service accounts for an excess o e
estimated above the real expense of slightly more than $2 per year.

It is important in this connection to have a clear understanding o e
function of an extension telephone. While it adds to the convenience o



a subscriber, it does not, strictly speaking, add to his service. The exten
sion set supplies an additional mouthpiece to a subscriber’s trunk line, but 
the number of messages which it is possible for him to send or receive is 
not thereby increased. An analogous illustration is the case of a single 
electric light which can be turned on and off by two or more buttons 
located at different points. The extra buttons add to convenience but do 
not increase the amount of light which it is possible to receive. In the 
case of measured service the message rates are adjusted, we assume, so 
that a subscriber, if he increases the number of his calls, compensates the 
company (by the additional revenue which he pays) for any increased 
expense involved. So far as traffic costs are concerned, it can make no 
conceivable difference to the company whether the additional calls are 
made through an extension telephone or through a main telephone. The 
two instruments afford alternative entrances to the trunk line and it is 
impossible to use both of them at the same time. In the case of unlimited 
sendee, where no additional charge is made for -additional calls, it is per
haps reasonable to assume that the service rate is adjusted to the normal 
use of a single instrument, and that the charge for an extension set should 
include some compensation for the additional burden which such an in
strument may impose upon traffic.

In considering telephone rates there is, furthermore, another fact to be 
taken into consideration which has not, so far, been mentioned at ah. 
Extension sets are, from one point of view, a distinct advantage to the 
service and tend in an important respect to decrease expense. This is 
illustrated by the statement made by counsel for the company at the pub
lic hearing, as follows (Record, p. 74): —

I think it is a mighty good thing for the company to have extension sets. This 
gentleman here, or somebody, mentioned that this morning, and I thought the 
point was well taken. It does, to a certain extent, release the line from being tied 
up so much; it enables the calls to be answered more promptly and the line to be 
released quicker.

In view of the fact that the company is endeavoring in every way, from 
motives of economy and efficiency, to expedite the service and to save 
fractions of seconds, even, in the handling of calls, this effect upon serv
ice is of no small consequence and tends to offset any increased expense 
which extension sets may impose in other ways upon the company. It 
is, we believe, to the advantage of the company to encourage their use, 
both in offices and in residences.

In arriving at its conclusions in this matter the Commission has been 
influenced by the fact that it has recommended a general inquiry into the 
whole telephone situation (see Third Annual Report, pp. xxviii, xxix, 
and xxxii) and that the present general court may authorize such an 
inquiry and provide adequate funds therefor. As shown above, in the con
sideration of extension telephone rates several matters of general signifi
cance are involved, such as the relations of the New England Telephone



and Telegraph ( lompany to the Western Electric Company and to its 
parent company, the American Telephone and Telegraph Company, the 
investigation of which could be made to better advantage in connection 
with such a general inquiry. The Commission also recognizes the weight 
of the argument made by the company that no particular rate ought to 
be disturbed in advance of an investigation of the rate schedule as a 
whole, if one is to be made. Under the circumstances, and until it is 
known whether or not the Commission is to be placed in a position where 
it can undertake such an investigation, it is disposed to agree with the 
company that no very radical change in any particular rate ought to be 
required and 110 change at all unless the reasons are very clear and strong. 
Applying this principle, there seems to be no sufficent reason at the present 
time for ordering or recommending a change in the charges for extension 
telephones used in connection with unlimited service, although it may 
ultimately prove that a reduction in these rates is just and reasonable.

Nor does the Commission feel that it is expedient, at the present time, 
to require a change in the charges for extension telephones used in connec
tion with private branch exchanges, even where the service is measured. 
If the company’s contention is sound, that there are cases where it is de
sirable in the public interest to conduct certain branches of the service at 
less than cost, it may also be argued with some force, we are inclined to 
believe, that subscribers who use private branch exchanges are as well 
situated as any class of subscribers to carry at least a portion of the 
burden. In general, they are, it seems, the subscribers who secure the 
maximum benefit from widespread telephone connections. At all events, 
the status of private branch exchange subscribers and the principles 
which ought to influence their rates may well be left for consideration in 
connection with a general telephone inquiry.

When it comes, however, to extension telephones used in connection 
with measured service by the smaller subscribers who do not have private 
branch exchanges, while the Commission does not think it desirable at this 
time to attempt to reduce the charge to the basis of exact cost, it does 
feel that the evidence is very clear and strong that the present rate is 
unreasonably high and that the company ought to be required to mate 
some reduction at the present time, in advance, even, of any general in
quiry into the rate schedule as a whole. There can be no doubt whatever, 
we believe, that a rate of four dollars per year per instrument would 
yield ample profit to the company, and the Commission is also of the 
opinion that such a change could in 110 way prejudice a future readjust 
ment of the entire rate schedule, but would, indeed, operate to the advan
tage not only of subscribers but of the company itself. The Commission 

has, therefore, issued an order, which is attached hereto, directing t e 
New England Telephone and Telegraph Company to reduce the present 

charge for extension telephones used in connection with measured servn* 
by subscribers who do not have private branch exchanges from six do ars 
to four dollars per year.



In the case of the other companies operating in the Commonwealth, 
which, with the exception of the Automatic Telephone Company of New 
Bedford, are all very small, it appears that the service is in every case un
limited. The Commission, therefore, for the reasons given above, recom
mends no change at the present time in their charges for extension tele
phones. In the case of the Automatic Telephone Company of New 
Bedford, it also seems to be the fact that the instruments used by this 
company cost considerably more both to install and to repair than the 
ordinary telephone instruments.

By the Commission,

ANDREW  A. HIGHLANDS,
[P. S. C. 923] Secretary.

O r d e r .

In the Matter of the Investigation, upon Motion of the Commission, relative 
to Extension Telephones and the Charges therefor.

The Commission having, upon its own motion, investigated the charges 
made for extension telephones by telephone companies operating in the 
Commonwealth, and having, on the date hereof, made and filed a report 
containing its findings of fact and conclusions thereon, which said report 
is hereby referred to and made a part hereof,— it is

Ordered, That the New England Telephone and Telegraph Company 
be hereby notified and required to establish, throughout the territory which 
it serves in this Commonwealth, within thirty days of the date hereof, 
upon not less than five days’ notice to the Commission and the general 
public, by plainly printing and filing, in the manner prescribed in section 
20 of chapter 784 of the Acts of 1913, a schedule amending its existing 
charges for all extension telephones installed at measured service stations 
and not used in connection with private branch exchanges, so that the 
charge for any such extension telephone shall be at a rate not greater than 
S4 per annum.

It is
Further ordered, That the New England Telephone and Telegraph Com

pany terminate any contract or contracts which are or become terminable 
by notice and which are inconsistent with the terms of this order.

It is
Further ordered, That a copy of this order be filed with said schedule at 

the office of the Commission and that a copy hereof be forthwith served 
upon the New England Telephone and Telegraph Company.

Attest: ANDREW  A. HIGHLANDS,
[P. S. C, 923] Secretary.








