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MR. CHAIRMAN: Committee, come to order. We are
considering the Annual Report of the Manitoba
Telephone System.

The Honourable Minister.

HON. G. DOER: Thank you very much, Mr. Chairperson,
and members of the committee.

I'd like to make some introductions but, first of all,
with the indulgence of the committee, | would like to
have three brief statements before the committee this
morning, one from myself, one from Mr. Robertson,
and one from Mr. Curtis, about five minutes in duration,
if that's acceptable.

MR. CHAIRMAN: Yes.

HON. G. DOER: In terms of introductions, | think the
committee is aware of the people here but, for the
record, Id like to introduce Ed Robertson who of course
has been the Acting President and CEO of the
Telephone System; Jean Edmonds, who is the Chair
of the Manitoba Telephone System; Charlie Curtis, who
has been the Acting CEO of MTX; Dennis Wardrop,
who is Executive Vice-President of the Telephone
System; Ken Beatty, who is General Counsel to the
Telephone System; and Bill Fraser, who is the Vice-
President of Finance.

| would like to make a few observations, in my short
tenure with the Manitoba Telephone System. | believe,
members of the committee, that there are a number
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of strengths in the Telephone System, a number of
priorities in terms of issues that we must improve, and
a number of challenges in the future.

In terms of the strengths that I've observed in my
four to five months with the MTS system, | feel there’s
a lot of dedicated, excellent and skilled staff that | have
met over that period of time, working in 82 communities
throughout this province.

The Telephone System, of course, provides a valuable
telecommunications infrastructure and a valuable
economic source to our province.

We have improved the Capital spending over the last
few years, but certainly a lot remains in terms of
maintaining our technology and enhancing the weak
parts of our telecommunication capacity.

Our rates are, by two independent sources, the lowest
in Canada, and many issues of a financially significant
nature in the Telephone System are handled, in my
opinion, in a very, very competent way. We have recently
evaluated the major portfolio of depreciation, which is
over a $100 million financial spending consideration in
the Telephone System budget, and received a fairly
positive report on the way in which that is handled
within the Telephone System.

There are a number of areas that we feel are a priority
to improve, that are weaknesses and must be
addressed. | have discussed this with Ed at length, and
with Jean Edmonds at length, and I’d like to go through
some of those issues this morning.

Certainly the budgeting procedures within MTS
require improvement, both the internal and external
methods by which we budget an account. I'm very
confident that Mr. Fraser, who has been hired as Vice-
President of Finance, has got many of those challenges
under hand, and will be dealing with many of the issues
in the short term and in the longer term in terms of
our budgeting priorities.

The financial stability of the organization, it is a very
stable financial organization in terms of the economy,
but we do have challenges in terms of our financial
stability. One is the debt ratio, which certainly all
members of this committee recognize is too high.
Secondly, the capital requirements of the corporation,
particularly to maintain the technological capacity of
the corporation and to fulfill priorities, | feel, are the
future, such as rural improvements will be stretched,
in terms of our financial stability. The competitive forces
potentially in the telecommunications industry will place
pressures to erode some of the revenue bases within
the corporation.

Obviously another area that we must work on is the
corporate planning within the Telephone System. MTX
is obviously a lesson from the past and must provide
us, | believe, with guidelines for the future.

Also, we are reviewing a number of projects on an
internal and external basis, two of which are FAST and
FRED. | believe that those analyses will not only be
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MR. D. ORCHARD: Mr. Chairman, | can understand
the Minister wishing to deal with the future, but there’s
an old saying that history repeats itself. Unless we know
from Mr. Mackling the kind of errors he made, then
you will not be guided by his wisdom and knowledge
that he gained from his stewardship of the Telephone
System, and in the lessons of the past will be a guideline
for the future.

That’s why it would be, | think, beneficial to have
Mr. Mackling reply to some of those questions, and
you're quite right. | don’t even believe there was a
request for previous Ministers to attend the committee
hearings that | sat in your chair on, because | don't
believe any Minister in our administration was
responsible for a $27 million loss in the Telephone
company. So the request is probably a first-time
request, but it would be to the benefit of yourself, as
now Minister responsible, indeed to your government,
to your portfolio in Crown Investments, to have the
lessons Mr. Mackling learned completely and fully at
your disposal.

HON. G. DOER: I'm not so sure it's at my disposal
that you would like Mr. Mackling, or at your disposal,
but | think that we would like to deal with, as | say,
the challenges of the present and the challenges of the
future.

MR. D. ORCHARD: So then | take it, Mr. Minister, that
you would not be inviting your Cabinet colleague, Mr.
Mackling, to be at the next meeting to answer questions.

HON. G. DOER: | believe in the fundamental principle
that the Minister responsible is the one who is
accountable to the committee of this Legislature. |
believe fundamentally in the principle that the Minister
assigned by the Premier, and sworn in as such, is the
individual who’s accountable to this committee and |
believe in that principle strongly, and | do not want to
do anything to erode that principle.

MR. D. ORCHARD: I'm glad you have those esteemed
principles of ministerial responsibility. They were entirely
lacking with your predecessor.

Mr. Chairman, can | ask the Minister: What is the
status of the RCMP report into the allegations of criminal
wrongdoing in Saudi Arabia?

HON. G. DOER: The latest report | had, and Mr. Curtis
can perhaps provide an update to that, is that it is not
complete. Every effort we’'ve had to facilitate the final
stage of their investigation has not been completed.
The latest word | had is they were either looking at
interviewing the last remaining people that they felt
necessary-for their investigation in London, or they were
going directly into Saudi Arabia.

We've said before that the investigation will be
completed, and the completion of the investigation is
just around the corner; | hasten to make any other
prediction, insofar as we don’t have any control of that
situation. But as | understand it, they’re within weeks
of either going to London to meet the outstanding
people or go directly to Saudi Arabia. Perhaps Mr. Curtis
- | haven't talked to him in the last four days about
that issue.
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MR. C. CURTIS: Mr. Chairman, | have spoken to the
RCMP, and, of course, their investigation is their
investigation and it's a private one, but they have
advised that, if all goes well, they would look to see
the investigation being closed by perhaps the middle
of June. They have a fairly limited number of people
they wish to speak with as yet, and they haven’t had
a chance to.

MR. D. ORCHARD: Mr. Chairman, have the RCMP been
in Saudi Arabia already?

MR. C. CURTIS: No, they haven't.

MR. D. ORCHARD: The RCMP are carrying out an
investigation into alleged wrongdoings in Saudi Arabia
and have not been physically present in Saudi Arabia
to date?

MR. C. CURTIS: Not at the present time.

MR. D. ORCHARD: Have they availed themselves of
the services of Interpol or any other police organization
to make investigation on their behalf in Saudi Arabia?

MR. C. CURTIS: This is not an area that I'm familiar
with, as far as the detail is concerned. | haven't
attempted to find that information out from them
directly. | would prefer not to interfere with the manner
in which they've conducted their investigation.

MR. D. ORCHARD: Mr. Chairman, | suppose we will
wait with patience until June for the RCMP report, but
can the Minister indicate whether there is a restriction
whereby RCMP investigators were not allowed into
Saudi Arabia?

HON. G. DOER: | have been advised that there has
been no direct restriction of them going to Saudi Arabia.
It was their preference to meet some of the individuals
in a place intermediate to that, | guess, for their own
reasons. Again, the Government of the Day can merely
inquire into the progress and make available any kinds
of openings to ensure that their investigation can be
completed.

| know that Mr. Curtis and | have talked, almost on
a weekly basis, of the status of that situation, and we
have also discussed, at length, any way in which we
could aid them to complete the investigation was the
government direction through to MTX, because
obviously the longer it takes - | believe in swift
investigation so it clears the air one way or the other.
We have said to them whatever we have to do, whether
it's to move people to places intermediate, or whether
it's to move you to places intermediate, or whether it's
to facilitate going to Saudi Arabia. They have never
been told that they can’t go into Saudi Arabia, as |
understand it.

MR. C. CURTIS: That's correct.

MR. D. ORCHARD: Mr. Chairman, then possibly Mr.
Curtis can answer this question. Given that we found
out that SADL, as our 50-50 business venture in Saudi
Arabia, and Datacom, the 100 percent division owned
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determine the soundness of the accounting, the books,
from the time that SADL was incorporated in Saudi
Arabia to present, including - because the two entities
were considered as one, naturally then the books of
Datacom would be important. Were those accessible
to you, and were they in the kind of disarray as indicated
by Mr. Plunkett in December of'847?

MR. C. CURTIS: Mr. Chairman, that wasn't the thrust
of my review. My review was a more limited, more
current snapshot of the condition of the assets,
liabilities, and the business itself, current operating
results. The limited time that | had available was centred
on those particular concerns.

MR. D. ORCHARD: Mr. Chairman, then to Mr. Curtis,
did Coopers and Lybrand, in presumably taking an
extended period of time, did they make any
determination as to whether the financial records since
inception in Saudi Arabia would indicate where the
monies went that we are exposed and have now lost?
Did they take the time to make more than a point-in-
time snapshot of Datacom?

MR. C. CURTIS: Mr. Chairman, the C. and L. office
in Saudi, working with myself, were looking only at the
current picture. We did not spend any degree of time
in looking at what had transpired back in those earlier
years.

MR. D. ORCHARD: Well, Mr. Chairman, | find this
interesting and | shouldn’t, possibly until | read the
Coopers and Lybrand report, make a comment. But
according to the newspaper today, we're prepared to
write off some $20 million dollars in Saudi Arabia by
taking a snapshot of what the books of SADL, our joint
venture, and the books of Datacom, the division that
we operated jointly - we're taking a snapshot view of
those books, presumably as of late 1986. On the basis
of that snapshot, we're prepared to write off $20 million.
And | take from the newspaper article, we're gleeful
that the Saudi Arabian sheik who took the $20 million
may not be able to sue us. And you're sitting here
today telling us that you haven't investigated the books
from inception to see whether we can sue him?

| guess, maybe, I'm not as gleeful as MTS executives
are in the sheik not suing us. We've just been on the
hook for $20 million dollars for a business venture in
Saudi Arabia.

Mr. Curtis, with all due respect to you and your
experience, | can’t accept that we would not take a
look at how we were exposed to this $20 million and
whether we can proceed with recovery action from the
sheik.

MR. C. CURTIS: Mr. Chairman, we wentinto that aspect
of it with our advisors - that's Coopers and Lybrand
in Saudi and with our legal counsel, also in Saudi -
and their view was that our position on a suit was weak.
Their recommendations, their conclusions were that we
should either liquidate the company and take whatever
resulted from the liquidation or, in some fashion, sell
the business either to an outsider or to our partners.
And that is the way the end result came about.

| think that C. and L. in Saudi were convinced that
there were no other resources that could be tapped
in our settling the transaction.
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MR. D. ORCHARD: Mr. Chairman, | appreciate Mr.
Curtis’ answer, but once again, if | follow from your
answers this morning, you did not take a five-year look
at the books. Presumably Coopers and Lybrand did
not take a five-year look at the books. How could they
then come to the conclusion that our best position was
to cut and run if they didn’t know what was in the books
to determine whether, in fact, we had some legitimate
grounds to pursue legal action? How could they come
to that conclusion without a study of, presumably, the
4.5 years of business operations and the financial
records presumably, that existed on those financial
records?

MR. C. CURTIS: Mr. Chairman, financial statements
had been prepared by the auditor of SADL. They had
had a chance to look at that prior to my arriving, and
had come independently to the conclusion that the
assets were as we saw them in the final analysis. Their
view, also, was the fact that we, the MTX side of the
operation, had run the business and had control of the
activities, the operations all the way through the piece
and that there was nothing in their view that had been
diverted away from the operation by our partners. Our
partners were not actively involved in the direct
operations of SADL - that’s the combined operation.

MR. D. ORCHARD: Well, correct me if I'm wrong. This
was one of the areas of information that | was to request
later on, and | will if | still have time this morning. But
correct me if I'm wrong. Were not a substantial portion
of our losses in Saudi Arabia due to accounts receivable
from sales made to, (a) the joint venture - not exclusively,
but primarily - to Datacom or Telecom as divisions of
Al Bassam International, the company we were dealing
with?

MR. C. CURTIS: Yes, that's quite correct, Mr. Chairman.

MR. D. ORCHARD: Then how do we end up in a
circumstance where an independent company,
presumably, Datacom division of ABI or Telecom division
of ABI, owes us accounts receivable monies? How do
we end up in a circumstance where those would not
stimulate us to pursue collection efforts, bearing in mind
that we had guarantees on the notes payable by which
our accounts were paid, that very incredible
arrangement that was made of us guaranteeing the
sheik’s notes by which he paid us for our accounts
receivable? But that, | believe, totalled $7 million. |
think the accounts receivable are substantially higher
than that.

What persuaded you, Mr. Curtis, and Coopers and
Lybrand that there would be no value to pursuing
collection of accounts receivable above the value of
the guarantees that we had put on notes payable which
retired accounts receivable?

MR. C. CURTIS: Mr. Chairman, certainly that was an
area we looked at.

| guess the problem that we all saw was the fact that
the Datacom Division of ABI was run along with and
as part of the SADL operation. We, in fact, did have
control of that part of the operation as well as the part
that was in the corporation itself - SADL.
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MR. D. ORCHARD: I'm sure the Chairman can arrange
a suitable time for the next meeting.

HON. G. DOER: Mrs. Carstairs, I'd just like you to be
aware of that as well.

MR. CHAIRMAN: Just before you continue, | must,
just for the record, say that we've now filed with the
committee the explanation - is it from Mr. Fraser on
the bond series 10J retirement?

MR. D. ORCHARD: Mr. Chairman, the last area, and
this is an extensive area. It will not be something we
can deal with probably even next committee and that's
the whole issue of cross-subsidization within the
Telephone System. My question to the Minister would
be: Did Coopers Lybrand, in terms of their investigation
of MTX, go into the whole area of what legitimately
was charged by MTS to MTX, and whether those
charges were sufficient, whether they were not sufficient,
whether the process was in place? Did Coopers Lybrand
undertake a study on that?

HON. G. DOER: It wasn’t the specific terms of
reference. The priority was to get the wind-down over
the MTX affairs, where the components of MTX, if viable,
would go within the corporation. There may be some
information that has arisen in terms of the issues of
cross-subsidization. | don’t recall it at this time. | have
read material from the Telephone System over that
issue, over the MTX affair.

The other issue, of course, is of great concern to me
in which we’'ll identify particularly in the evaluation of
many of the projects that have been identified to this
committee before is having all the actual costs for all
the projects. | mentioned FAST and FRED and some
of these other groups, projects that we have evaluated
internally, and do plan to have evaluated by Coopers
and Lybrand externally which has another cross-
subsidization component to it.

MR. D. ORCHARD: Mr. Chairman,the reason | posed
the question is that if Coopers Lybrand, as an
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independent, no strings attached if you will, auditing
firm were to look at that, it would be of value to have
them at committee to answer questions about cross-
subsidization, because | have to tell you that has always
been an area of significant concern. |, for some time,
believed that there was significant cross-subsidization
between the Telephone System and some of their non-
telephone endeavours.

Now if Coopers and Lybrand can offer that
independent look, then | would request of you to have
them here. But bearing in mind that the Telephone
System has already spent enormous amounts of money
on external agencies, | would not have them here unless
they can fruitfully contribute to that debate.

HON. G. DOER: I'm advised that this issue of
subsidization or cross-subsidization has been looked
at by the Telephone System’s own auditor, Arthur
Andersen, and has identified some of those costs in
the annual report.

| wouldn’t see, unless there’s something readily
available, proceeding to spend more of the Telephone
System money on an additional project. We have
enough of the existing projects. But | will determine
that information.

| am advised that the auditor, Arthur Andersen, does
appropriate some of the expenses across MTS and
MTX in the audited statement as an expense of MTX,
and therefore it shows on the bottom line. But I'll take
the further details of that as notice.

MR. D. ORCHARD: Mr. Chairman, | think, if we can
discuss the Minister’s inquiries next meeting and
certainly pursue the cross-subsidization at a later
meeting, that would be sufficient. If Coopers and
Lybrand can’t contribute to that discussion, then fine.
That's the end of my questions, Mr. Chairman.

MR. CHAIRMAN: Is it the will, then, of the committee
- committee rise? (Agreed)
Committee rise.

COMMITTEE ROSE AT: 12:02 p.m.





