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Composite index of
300 Toronto stocks
closed this week at
1.051.5. down 5.0
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Dow Jones average of |

30 industrials ‘

closed this week at
837.32, up 24.52

* Love it or hate it,
you just can’t ignore
Bell Canada. The
Star’s Richard Conrad
~examines the phone
giant as it seeks
another rate hike.

Ma Bell vs. millionaire
at Ottawa shootout

emotion about Rell Cana-

da. On the one hand, it's
the huge corporation that
makes an. almost annual pil-
grimage to Ottawa — eight
times in the last 10 years — to
ask for rale increases.

IT'.\' HARD not to feel some

On the other, it has more
sharcholders than any other
Canadian company — 221,000
of them al last count — and
over the y it has huilt up a
solid  reputation as the
“widows and orphans” stock,
with dividends as sure as day-
break.

Back for more

Not so incidentally, Bell alsn pro-
vides a serviee whose efficiency is
rarely questioned. (Canadians make
eracks dhout the post office; in Brit-
ain the telephone service is the butt
of jnkes.)

Right now, it's Bell's nasty hahit of
asking for more money that is upper-
most in the minds of Canardians.

On Tuesday morning al 9.30,
Charles Dalfen, vice-chairman of the
Canadian Radio-television and Tele-
communications  Commission
(CRTC), will take his in the hear-
ing room of Ottawa's I'Fsplanade
Laurier complex to open the formal
hearing into Rell Canada's applica-
tion for a §400-million-a-year rate in-
erease.

IFor Toranto subs
would include an increas
cent to $0.80 a month for residence
phones and a jump of 28 per cent for
mast business telephone services —
if the CRY wards Bell the full
amnount requested.

Annual rite

Rell was awarded a $162 million
merease last June, and subscribers
have heeeme resigned to the rate
appl ions as a sort of annual rite,

1 e the almoest monotonous
regularity of their requests, Bell offi-
vials will not be skulking into the
CRTC hearing caps-in-hand. They
argue — with the support of a large
segment of the financial community
— that the latest increase js ne
vif the company is (o maintain its
neial integrity” and raise the
estimated $6 hillion needed to fi-
nance capital expenditures and as-
sure factory service over the
next five years.

However, a number of “interven-

ers™ don't buy Rell's argument and
will take the flnor at I'Esplanade
Laurler 10 oppose the application.

One of the most interesting — and
potentially deadly to Bell's case — is
Iesiie Szabo, a flamboyant 44-year-
old utilities expert “whn has repre-
sented the pravince of Ontario at
previous Bell rate hearings.

“Unfortunately, when I warked for
the Ontarie government (as a con-
sultant), we somehow always mys-
teriously ran out of time and money
just hefore we got into the really de-
tailed analysis of Bell's operations,”
Szabo laments.

“I'm not trying to accuse anyhndy,
but it seems funny to have only a
$40,000 or $50,000 budget to fight a
rate case of $130 million in size.”

This time Szaho is representing
himself — as a Bell subscriher — and
he's confident that “if 1 am given a
reasonable time to interrogate . . .
Il cut hetween $200 million and
8300 million from the $400 million
(Hell) requested.”

Bell’s clout

Sceptics, awed hy Bell's obvious
¢lout in the capital, may tend to dis-
miss Szaho's ambitions as foolhardy
if not downright naive. But he is no
madern Don Quixote tilting at the
telephone company's corporate
windmill. If credentials count for
anything, he has 1o he taken serious-
Iy.

Szahn, who holds a doctoral degree
in cconometrics (a sort of statistical
son-of-economics), fled his native
Hungary in late 1956 at the time of
the uprising against the Soviets.

Aflter a brief stint in Britain, wark-
ing for the National Coal Roard, the
former university professor wound
up in Canada. He spent three years
as a design engineer with Dominion
Bridge Co. Ltd. in Edmonton, hefore
moving over in 1960 {o become re-
director of the Alberta Public
s Board.

It was at the utilities board that*
Szabo “fell in jove with the subject nf
cconometrics related to public utili-
ties.”

In 1964 he launched his own one-
man consulting firm in Edmaonton,
the Gamma Group, specializing in
puhblic utilities and telecommunica-
tions. Within nine manths, Gamma
had 200 employees, and the staff
later mushronmed to almost 500,
undertaking major assignments for
telephone companies threughout
North America.

“Two years agn, I retired so that 1
can devote more time to such things

as Bel) Telephone — only Ihis time
I'm working for free.” he says.

“Retired.” tn ihe hard-driving
Szabn, means he works anly 10 hours
3 day instead of 14. Gamma Group
has heen reduced in’size and, al-
though he refains ownership he is nn
longer active in its day-to-day af-
fairs.

A consultant

He does act as consultant {n annth-
er of his holdings, Toronto-hased
Omega Consultants, which operales a
number of franchise operations in-
cluding Convenient Foad Mart. Ine.
of Chicagn — with 856 outlels and
annual sales of §650 million.

For a man who arrived in Canada
20 years ago “with 15 cents and the
clathes on my hack,” Szabo has dane
rather well. He has amassed a per-
sonal fortune “conservatively esti-
maled” at more than $25 million —
$2R.6 million to be precise — which
allmws him to travel ext
his wife and two daughters — divid-
ing his time between principal resi-
dences in Toronto and Vienna.

Recently, however, he has heen
holed up at his luxurious country
home-office retreat on Lake Ontarin
near Oakvilie, preparing for the Bell
hearings. A former professional has-
kethall and water poio player —
“they say there’s no such thing as a
professinnal athlete in Hungary, but
we got paid for it anyway” zaho
retains a fierce competitive spirit.

Profit down

In its rate’ increase application,
Rell points 1o the fact that its consali-
dated carnings declined from §6.50
to $6.04 a share last year, while earn-
ings of its regulated telephone opera-
tions — on which rates are hased —
fell to $4.73 a commor share from
the 1976 leve! of $5.23.

s rate of return on common
stock — the return a sharcholder re-
ceives on his investment in the
company after interest payments
and preferred share dividends have
heen met — was 9.02 per cent last
vear, helow the 12 per cent level
which the CRTC has said is accepl-
able and well helow the |
per cent range which Rell brass “he-
lieve is necessary to prudently fi-
nance Lhe business.”

For the man on the street who is
unable to decipher the Bay Street
jargon, Rell's message is simpler. If it
doesn't get the increase it's request.
l{ng. vour telephone service will sul-
er.

James Thaokray, Bell president,

cautioned during an interview that
the reference to a possible deteriora-
tion of service is “not a veiled threat.
We've heen accused of blackmail be-
fore. 1t shows you the difficulty of
dealing with the media.

“There are no magic wands that
we can wave {n generale the funds
needed to buy equipment and pay
our people. The money has to come
from somewhere.”

Thackray notes that the Consumer
Price Index has risen 60 per cent
since 1971. “If the commission grants
us this increase we will still be below
the 50 per cent level (in over-all in-
creases) for the same period.”

Szabo is not impressed. He says
careful scrutiny of three “big ticket
items"
depreciation expenses, deferred
taxation and its rate base (the tolal
capitalization of the company used to
provide telecommunications serv-
ices) — would reveal that Bell is
capable of cuiting down nn expenses
to the point where most of the re-
quested rate increase would notl be
needed.

“If they can do this, both the equi-
ty (share) nwners of Bell and its sub-
seribers would henefit,”" Szabo rea-
sans. “Rerucing expenses would en-
ahle Bell 1o hold the line on service
charges, and telecommunications use
would increase. The increased
volume would make up for what they
might lose in phantom expenses.”

Szabo estimates that Ma Bell has
“perhaps inadvertently, inflated its
depreciation expenses lo the tune of
ahout $150 million a year." In addi-
tinn, he claims, the company henefits
from abnut 835 million a year in un-
needed deferred taxation, and “if its
rale base were put in order, we could
save subscribers a further §25 mil-
lion to $50 million a year.”

The CRTC has looked at these
issues in the past, Szabo concedes. In
fact it only recently examined — and
appraved — Bell's deferred taxation
treatment, “but there was absolutely
no opposition of any calibre during
these hearings. ] was away in Europe
at the time.”

An acknowledged expert on de-
preciation expenses, Szabo points out
that the amount of such expenses is
dependent on the life expectancy of a
utility's equipment and on the meth-
od used to allocate the cost of the
equipment nver this life expectancy.

In 1970, he says, Bell changed its
cost allncation system to a type
known as the “equal life group”
(ELG) method, which is currently

n Bell's nperations — annual .

[T

vielding higher depreciation ex-
penses.

“There is nothing wrong with the
ELG method. I'invented it myself in
1967. The trouble in the case of Bell is
that they switched to it without tak-
ing my advice — published at the
time | originated the system —
which is this: ‘It is absolutely essen-
tial, if the ELG method is introduced,
that a utility have detailed, accurate
actuarial data for all its fixed asset
accounts.

“Bell does nol have that type of
data. Hence, they should have stayed
with the old system.”

As a result, he says, Bell's annual
depreciation expenses now are inflai-
ed by as much as 25 or 30 per cent.

Szabo also has done exiensive
studies on the matter of deferred
taxes and has writlen a book — as
yel unpublished — on the subject.

Simple test

1n the process he develaped a rela-
tively simple universal test for use in
i ther or not a partic-
ular company really needs deferred
taxation. Simply stated, the test in-
volves dividing the growih rate of a
company’s fixed asseis by ils tax de-
preciation or capital cost aliowance
rate.

“If the resultant ratio is equal to or
greater than the company's ‘book’
depreciation rate (used for account-
ing purposes), then a company ‘does
not need deferred tax expenses.”

Applying his formula to Bell —
using the “‘most conservative” esti-
mates of the company's growth,
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LESLIE SZABO, using antique phone at his Oakville
country home on millionaires’ row, has a more pro-

Szaho came up with a ratio of 5.5 per

_cent — significantly greater than

Bell's composite book depreciation
rate in 1970 of 4.7 per cent.

Szahn admits his formula has not
won acceptance by either the Cana-
dian Institute of Chartered Account-
ants or the U.S. Certified Public Ac-
countants, but he maintains that it is
a reliable yardstick which in this in-
stance indicates that “Bell likely
never would need deferred {axation
in our lifetime or our children’s life-
time.”

It’s unlikely

‘The only possible need far such re-
lief would result from an “extremely
improbable” combination of circum-
stances whereby Bell stopped grow-
ing completely and inflation — at the
same time — was completely stop-
ped, he says.

As for Bell's rate base, the third
“big ticket” item on Szabo's list, he
says the company’'s accounting
pracedures are ‘“not sophisticated
enough for today’s rate-making pur-
pnses.”

Bell's accounting sysiem is “not set
up to accuralely cost out on 3 true-
original-cost basis what is known as
the retirement of fixed assets. That
is, to remove from its hooks equip-
ment which is no longer used or use-
ful,” he says.

“Also, the method used for ‘aging’
of equipment — known as the com-
puted mortality method — is not
sufficiently accurate to diminish the
book value of Bell's fixed assets for
equipment taken out of service.”

found interest in modern telephone systems. He out
to slash Bell Canada’s $400 million rate hike rclcd

nadian telfom-
rtors such addrit-
ish Columbia Telephone Co.

Asked tv comment on the friti-

Thackray said Szabo is “wrongn ail
counts.”

Does the Bell president expef the
CRTC to approve the entire $40)mil-
lion a year increase in reveny re-
quested?

“ sincerely hope so, for you|
as well as others. Qur major
tive is to run &
company, supplying top s
our customers ai fair rates.

Lest his intervention in thdeur-
rent rate hearings be misconsfueri
Szabo is quick to point out thafw is
generally supportive of Bell afi ity
role in the economy.

ake
)juc-
hone:
e Lo

Free enterprlsc‘

“I firmly believe th
free enterprise can | ntai
the public utilities sector is
regulatory process is seen to bey
tive," he says.

“Otherwise, sooner or ter
tionalization process will tull :
move which I would fine distrasing.
I'm a free enterpriser withy o dpita
F. After all, 1 came to Canadawith
nothing and here | am in Oakvie (at
his country home on millivijires’
TOW).

“T know Bell executives willjrol-
ably curse me for it, but [ interpned
not only for the benefit of thdeon-
sumer, hut also to make Bell stong-
er in the long run.”

at the onl]

|



