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SASKATCHEWAN'S COMMUNICATIONS COMPANY

“They understand
the business, they've

been in it for a long

time, they know

Saskatchewan.”

John Darke, SaskTel customer,

talking about Saskatchewan'’s

communications company.
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FINANCIAL HIGHLIGHTS

Local service challenge —
accesses per kilometre of network
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SASKTEL 1S...

The leading full service communications company in Saskatchewan, providing voice, data,
Internet, lext and messaging services over a digital network, as well as cellular, paging, and

Fleetnet 800 service through ils SaskTel Mobility division.

A holding company that manages increasingly diversified assets of approximately $1.2
billion. The holding company allows us to subdivide our business into distinct subsidiaries and
investments. This struclure keeps the core telecommunications company we refer to as 'SaskTel
separate from our diversified porffolio, including SaskTel Mobility, and SaskTel International,

a wholly-owned subsidiary which pursues diversification initiatives around the world,

A provincial Crown corporation that has been delivering firstrate telecommunications to the
pecple of Saskaichewan for 89 years. We enjoy the challenge of serving the diversity of needs
aspirations, and cultural backgrounds presented to us by our more than 450,000 business and

residential customers.

A workforce of 3896 employees. SaskTel people live and work in communities throughout
Saskatchewan so that we can daliver the best communications products and services to every

corner of the province.

A provincewide, alldigital network that links Saskatchewan's 12 cities with more than 670
smaller communities and their surrounding rural areas, including more than 70,000 farms. Our
network — cne of the first on the continent to go alldigital — serves over 607,000 network access

lines throughout the province's ©52,000 square kilometres, bringing the world to our customers.
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SaskTel’s employees -

our key to building

customer loyalty.

Aditi Ram is a business
“ representative at SaskTel's

Customer Care Centre.




LETTER OF
TRANSMITTAL

Regina, Saskatchewan
March 31, 1997

To His Honour
The Honourable ] .E.N. Wiebe
Lieutenant Governor of the

Province of Saskatchewan
Dear Lieutenant Governor:

I have the honour to submit herewith
the annual report of SaskTel for the
year ending December 31, 1996,
including the financial statements,
duly certified by auditors for the
corporation, and in the form approved
by the Treasury Board, all in
accordance with The Saskatchewan
Telecommunications Holding

Corporation Act.

Respectfully submitted,

Hon. Caml Teichrob
Minister responsible for SaskTel
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SASKTEL’'S VISION & VALUES

Our visien

SaskTel will be a highly competitive business, committed to delivering outstanding customer service
and value while maintaining our commitment fo social responsibility and good citizenship. As a
leader in technology, we will anficipate and fulfill our customers’ needs for costeffective

communications solutions.

Collectively, our people will be diverse, creative, flexible and highly skilled, accepting challenges
and generafing personal and corporate successes that will allow all of us 1o redlize increased job

satisfaction and security.

We will achieve ongoing market and financial successes by working as one team focused
on excellence. SaskTel will grow profitably and diversify both in Saskatchewan and the world,
delivering the benefits of advanced communications fo our customers and their communities, our

employees, owners and pariners.

Our values

Homnesty, integrity and mutual respect

At the base of all our beliefs is honesty, integrity and mutual respect. These are inherent in

everything we do and say.

Open communication

Open communication will create an atmosphere of frust and common purpose. Only through open
communication and clearly sfating our values will the acceptable behaviors be known and
understood in our organization. We believe open communication will foster autonomy and an

enfrepreneurial spirit among our employees.

Excellence
We believe SaskTel will be successful through excellence:

® Excellence in serving our customers by providing value through price, qudlity

and service.
s Excellence from every person at SaskTel through living our values.

» Excellence in our business through innovative products and processes supporfing our customer

service.
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Minister's & President’s Joint Address

SaskTel — Saskatchewan’s
communications company.

J L Kl
NOT a dOy goeS by at SaskTel without at least one reminder that our customers are Sa.skTel & proﬁtabdwy

interested in the direction of this corperation. By lefter, fax, email, telephone, and in person, we hear dnd ﬁnamwl 2l
your concerns, comments, and ideas. Through this process, SaskTel people maintain a dialogue with the
people of Saskatchewan, a dialogue that over the years has helped us stay in touch with the needs of being are in many ways
our customers. What is more, we have come to realize that there is strength in this gathering of voices.
These confacts with our customers arise from a bond — unparalleled within the telecommunications bound up with the
indusiry — of care and interest between SaskTel and the people we serve. '
well-being of your

1996 will be remembered os the year long distance competition arrived in Saskafchewan. We

believe that it will also be remembered as the year SaskTel, in the face of mounting pressure from new hOMSGhOld.

competifors, confirmed its role as “Saskatchewan's communications company.” Everything we know
about the skills and commitment of cur people leads us to believe that we will continue winning the fight

for long distance callers.

In the face of infense competition and adverlising from large cutofprovince telecommunications
companies, we wanl to be sure thal Saskatchewan people realize what separates SaskTel from the
crowd. SaskTel remains a Crown corporation serving the relatively small and widely dispersed community

that makes up this province. Our employees, 3,896 strong, are your friends, relatives, and neighbours.

When you pay your SaskTel bill, the money does not go to Toronto, or Halifax or New York. It stays
home, in Saskatchewan. In fact, SaskTel's profitability and financial wellbeing are in many ways bound
up with the weltbeing of your household. Much of our profit goes back info providing you with the best
communications the world can offer. A large share is paid out as a dividend to the province, helping to
pay down debt and fund health, education, and economic and social development in this province. Add
to this SaskTel's direct coniributions, through corporate sponsorships, 1o the social and cultural fabric of this
province, and you will see that we are different from our competitors, because we are Saskatchewan's

communications company.

The foundation upon which SaskTel has built ifs relationship with its customers and the communities of
Saskatchewan is its sirong balance sheet. In 1996, SaskTel's financial results turmed out to be stronger
than anyone would have predicled a year ago. The year before, excluding the gain from our sale of LCL
Cable Communications lid., net income from the core of our business actually tock a drop. We expected

a similar decline in 1996. However, this did not happen, for several reasons.

SASKTEL 1996 ANNUAL REPORT 3



Minimizing market loss

will require hard work,
shrewd decision-
making, and leadership
— the very qualities
that have helped
SaskTel to succeed in
an industry that is

about as predictable as

prairie weather.
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First, despite a further drop in long distance prices, the revenues we receive from long distance calling
in Saskalchewan actually increased by 10%, thanks in part to the great success of our Real Plus Extra™
savings plan, which has spurred an increase in long distance calling. Second, our infer-provincial long
distance revenues rose as well, the first increase we have had in this category for six years. Third, a
sfronger economy in the province increased our local revenues, particularly in enhanced local services
and the business sector. Fourth, once again we enjoyed significant revenues from our diversified

operations, including SaskTel International and SaskTel Mobility.

Still, our solid performance in 1996 will not shield us from the realities of head4ohead competition
in 1997 and in years to come. In the last two months of the year, SaskTel felt the full brunt of competition
when new service providers began a blitz of our customers to secure a share of the long distance market.
We have dene well fo dote, retaining the lien’s share of our customers, and winning back a large
percentage of those who inifially switched to ofher carriers. However, we can expect to face new
opponents in the local service market within two years. As well, the climate in which SaskTel operates

could change, with possible CRTC regulation in 1998 or 1999,

In the immediate fulure we can expect to lose some long distance market share and revenues. As
anyone who operates a business in a highly competitive market knows, this is a fact of life. Minimizing
market loss will require hard work, shrewd decisionmaking, and leadership — the very qualities that have

helped us to succeed in an industry that is about as prediclable as prairie weather,

Diversitied revenue from the operations of SaskTel Intemational and SaskTel Mobility will continue to
keep the botiom line healthy as we face further erosion of cur traditional revenuss. But diversification
alone will not be enough o offset any subsianiial decline in eamings from long disiance.
Telecommunication companies across Canada have had fo raise local service rates to make up for lost
long disfance profits. At the same time, our competitars will seek 1o pay lower confribution rates — the
subsidy all long distance carriers make towards local service. As well, SaskTel's share of inter-provincial
long distance revenue will drop in 1997, like all other telecommunications firms in North America,
SaskTel will continue looking for ways to reduce costs, create efficiencies, and bring rates for certain

services in line with the costs of providing them.

SaskTel's local rates, frozen since August 1993, remain the second lowest in Canada. In fact, as of
lanuary 1, 1997, the national average rates for residential single line service were 16 - 26% higher than
SaskTel's average rate. Despite freezing local rafes, SaskTel has reduced many long distance rafes by

over 50% since 1990, in addition to our competitive long distence savings plans.

In 1996, SaskTel also experienced the first full scale strike in its B9-year history. After a long period
of negotiation to arrive at a suitable agreement, lalks between union and management, unfortunately,
broke down. The unionized workers went out on strike on April 10, and returned to waork 21 days later,
after approving c new confract offer. We appreciate our customers’ patience and support during this
period. As well, we would like to recognize SaskTel's managers for putting in long and hard hours to fil
the void left by the striking union members, Thanks also to the SaskTel locals of the Communications,

Energy, and Paperworkers of Canada [CEP) for their openness and cooperation at the bargaining toble
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and throughout the strike. Employees, managemeni, and executive have all learned from the experience,
and deserve praise for the character and integrity they showed during this difficult period. Industrial
relations ot SaskTel must become one of our competitive strengths. In the coming year, we will be working

hard to continue building our relationships with our employees and the CEP.

In placing a renewed focus on people, SaskTel has alse affirmed its confinued commitment fo
promating diversity within our corporate structure. By ensuring that we reflect the diversity in our cusfomer
base, we become o better employer and a betfier corporation, accessible 1o all people within

Saskalchewan society.

Take a good look at the services and projects we highlight in the following pages. The people you
will read about in this report are living testimony to the bond befween Saskaichewan people and
Saskalchewan's communications company. Consider our services — SimplyOne™, Internet for Schools,
Sympatico™, and SaskTel Beyond. Take a lock at our savings plans — Real Plus Exira™ and Advantage
Select™. Evaluate cur customer service improvements — the new bill, our Customer Care Centres, and
extended hours of service. Each were created in response to the needs of our customers who have asked
us for simple, innovative service at competitive prices. If we continue responding to customer needs in
this way, we are confident that SoskTel will outshine all comers in this markel. In short, if we can simplify

our customers’ world, we will remain Saskalchewan’s communications company.

SaskTel's successes in 1996, detailed throughout this annual report, would not have been possible
without the dedication and determination of our talented employees, management team, executive
members, and Board of Directors. To all of them, we extend our sincere appreciation. At the same time
we thank you, our cusfomers, shareholders, and pariners — the people we serve and the people we
must answer to — for your support and interest in our operations during the past year. All that
we envision and all that we undertake depends upon our ability lo continue earing your confidence

and faith.

Honourable Carol Teichrob
Board Chair and Minister responsible for SaskTel

Donald R. Ching
President and Chief Executive Officer

SaskTEL

SaskTel’s successes in
1996, detailed
throughout this annual
report, would not have
been possible without
the dedication and
determination of our
talented employees,

management team,

executive members,

and Board of Directors.
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Services to meet all of your
communications needs.

service
(stir'vis) n.
A helpful act, function,
or labour contributing
to the well-being of others.

Increasingly today, SaskTel customers wanl communications tools that can travel with them wherever
they go. In a province where people drive long distances daily fo get to where they need fo be, the
cellular phone is becoming a standard for businesses and households. That standard would not exist

without the work of SaskTel Mobility, Saskatchewan's leading provider of cellular and mobile

Mobility’s customers
enjoy the most

extensive cellular

- ok 'ﬁ'
communications systems. In December of 1996, SaskTel Mobility signed up its 100,000th customer.
Donna Heimbeﬂ(er, Me‘isof Now one in 10 Saskalchewan residents use cellular service on SaskTel Mability's network. This landmark
Employment and Traini
Seiskrichawan: 1 Sa:g| I illustrates Mobility's success in achieving the second highest rate of market penelration among Mability

Canade member companies. Mobility's customers enjoy the most extensive cellular coverage in
Saskatchewan — expanded again in 1996 and now stretching 105,000 square kilometres beyand any
competitor's coverage area — and can roam cutside of Saskaichewan's borders affordably, thanks to

alliances with Mcbility Canada members and various American cellular carriers.

(3 SASKTEL 1996 ANNUAL REPORT



In 1996, Mobility expanded its coverage to include Qutlook, Hudson Bay, Preeceville, Spiritwood,

Porcupine Plain, Watrous, Southey, Raymore, and Naicam.

SaskTel Mobility's wireless communications solutions also include paging, satellite communicalions,
and FleeiNet 800 trunked mobile radio systems. In addition, Mobility has been licensed by Industry
Canada fo introduce emerging wireless technologies such as twoway paging through narrowband

Personal Communications Services [PCS] and broadband PCS for digital communications.

The success of SaskTel Mobility is a key part of SaskTel's overall effort 1o address the customer's total
communications needs. Here is a slory about an application of wireless technolegies that is making o

difference to one business and the thousands of people they serve.

A farmer hurrying to get the last of his canola off the fields and into the bin at his farm northeast of
Prince Albert radios o his wife that he feels a tightening in his chest, o pain in his left arm. He loses
consciousness after telling her what field he is working in. She quickly calls the rural emergency number

for an ambulance, and tells them the land location.

The north-ceniral Emergency Dispaich Centre in Prince Alberf handles the call and immediately enters
the land location into their GPS (Global Positioning System|-based Rural Mapping system. At the same
time the dispatch attrendant uses their state-ofthe-art FleetNet 800mHz trunked radio communication
system, leased from SaskTel Mobility, to dispaich an ambulance from the emergency service nearest to
the man in trauma. The ambulance attendants hit the road and enler the land location info their on-board
computers, also equipped with GPS software. The computers at the emergency dispatch centre and in
the ambulance communicate with a satellite to track and display instantanecusly the location of the man

in trauma, the location of the ambulance and the route between the two.

The GFPS mapped route quickly leads the ambulance to the field where the farmer lies unconscious.
Using FleetNet 800 radio to communicate with the emergency unit in Prince Albert’s Victoria Hospital,
the ambulance attendants quickly transfer the man fo the ambulance and head for the hospital. En route
they run a fest called a “twelvelead field EKG” on the patient's circulatory system. They download the
fest results via FleetNet 800 radio fo the doctors in the emergency unit. The doctors immediately make a
diagnosis and, again using FleetNet, advise the ambulance aftendants of treaiment they can administer

in transporf.

This scenario is not a technodream of the distant future; it is based on an actual pilot project that
began in 1996 in north-central Saskatchewan. The trial, testing currently available technologies, was run
by a family-owned ambulance business in Prince Albert, in parinership with SaskTel Mobility and other
technology suppliers such as Sco Mapping and Physio Contrel. According to Barry Duichak, president
of Parkland Ambulance, this kind of early freatment and response for cardiac patients, within the first hour

of sympiom onset, can make the difference between life and death.

Working closely with SaskTel Mobility in 1996, Parkland Ambulance opened its new $100,000
Emergency Dispatch Cenire fo begin dispaiching ambulance and rural fire fighting services throughout

much of norhcentral Saskatchewan, all from one secure and technologically-advanced control centre.

SaskTEL

The success

of SaskTel Mobility
is a key part

of SaskTel’s overall
effort to address

the customer’s
total communication

needs.
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Dahlila Moldenhauer
and her son Darren,
Sask'Tel Mobility’s
100,000th customer,
received a special
promotional package,
including a free
cellular telephone,

one year Liberti plan,

and a $500.00 credit.
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The backbone of such a huge undertaking is ils communications, and there is no better mobile
communicafions system than FleetNet's 800 mHz trunked radio network linked to o Maesto central
dispatch base station. Without the FleetNet technology, offered in Saskatchewan only by SaskTel

Mobility, this advanced life-saving infrastructure would nol be possible.

For the people who live in the health districts covered by the dispatch centre, including communities
os farflung as lac la Ronge, Big River, and Pelican Narrows, having the FleefNetbased emergency
communications system has meant "csh;—", oefter access lo emergency services For Parkland, the
partnership with SaskTel Mobility has meant an enfirely new way of doing business. Barry Dutchak:
"Because of FleetNet anc the Maestro system, we can dispatch now for the whole region. It has opened

Jp new doars for us to expand from an ambulance company o being an emergency dispatch centre for
f pamny 9 d ¥ f

a region that includes six large health disiricts. Our close working relationship with SaskTel has allowed
g g f

us to become leaders in this field.”



For the people who
live in the health
districts covered by
the Parkland
Ambulance dispatch
centre, having the
FleetNet-based
emergency
communications
system has meant
faster, better access

to emergency services.

Chris Hill (left) and George Bolduc,
of Parkland Ambulance.
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simplify
(sim’pla-fi*) er.v,
To make simple or
simpler; render less

complex or intricate.

Simplifying your world.

SaskTel's customers experienced competition for their long distance dollars for the first time in 1996,
This was made possible as a result of the Saskatchewan government's decision 1o open up the

Saskatchewan long distance market in 1996, ensuring consistency with the rest of Canada.

Preparations for long distance competition included SaskTel's leadership in reducing long distance
rates over the past six years, and in introducing long distance plans to meet the needs of Saskatchewan
customers. In fact, SaskTel has reduced many of its long distance rates by over 50% since 1990. Now
that long distance competition is here, our long distance plans will continue to evolve in response to

customers’ needs.

We understond Soskatchewan enough 1o know that a “one size fits all” approach fo pricing is not the
way fo keep our customers happy. Qur Real Plus Extra™ Savings Plan is designed specifically with the
residential customer in mind. Similarly, SaskTel Advantage™ meets the needs of our small to medium-sized

business customers.

Qur rural customers have particular long distance calling patterns that require yet another approach.
With this in mind, SaskTel introduced a new short haul component of the Real Plus Extra™ plan in 1996.
Under this plan, we provide an increasing discount on long distance calls made within o 40 mile
or 60 kilometre| radius of the local exchange. Customers who spend more than $50 per month on such
calls will receive rates as low as $.12 per minute, in addition to fime of day and Real Plus Extra™ savings

of up to 25%.

H

SaskTel customers enrolled in either savings plan also receive valuable SaskTel Rewards™

I points which they can use to reduce their phone bill, accumulate points with Air Miles™,

Long Distance Savings Plan Aeroplan™ or Canadian Plus™ programs, or convert to credits with Saskatchewan Wheat

SASETEL
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Pool's AgShare program.

But that is only one part of your SaskTel bill. Our rates for local service make SaskTel one of the best
overall bargains for total telephone service anywhere in Canada. While other telephone companies have
been steadily increasing their local service rates, SaskTel has not had a local rate increase since August,
1993. In fact, as of January 1, 1997, the national average rates for residential single line service were
16 - 26% higher than SaskTel's average rate. In business single line service, we fared even better: the

national average was 25 - 36% higher than the SaskTel rate.

Traditionally, SaskTel has used long distance revenues fo subsidize the tue cost of providing local

phone service. Providing local access is a challenge with a population of one million people spread over
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652,000 square kilometre. The national average is 13.6 accesses for every kilometre of network.
SaskTel has only 3.5 accesses per kilometre of network — meaning higher cests per customer to maintain
and update this network. Based on 1995 information, on average, SaskTel's basic monthly service rate
falls $9.42 per line short of paying the cost of providing access to our network. New market share loss,
a reduction in interprovincial long distance revenues in 1997, increased demand fo solve local calling

and exchange area problems, and competitive pressures lo further reduce long distance rates will all

make it difficult 1o continue to subsidize local access at fraditional levels.

o hESSEIEIRREEASEARTSSN

If you want an indication of how compelitive SaskTel long distance is, just talk fo Charles Hume and

his business pariner Darhl Vercaigne at Keystone Marketing. From the small community of Sedley in
southeast Saskatchewan, Charles and Darhl buy and sell commodity futures and options contracts and

arrange cash grain sales for their 375 clients.

“We are in louch every day with our clients and they're spread prefty evenly across the province,
from the southeast comer to the noithwest comer,” Charles says. He was impressed when SaskTel

introduced the Advantage™ Savings program, with discounts of 30% 1o 60% on regular deytime rates

"I bet we now spend three times as much fime on the phone,’ says Charles, “and the phone bill is

less than it was when we started Keystone four or five years ago.”

SHSKTEL

2ars ago.”
Charles Hume
Keystone Markefing, Sedley.
1996 ANNUAL REPORT
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We are first to market with
innovative solutions.

innovative
(in"a-va’tiv) adj.
Introducing
something new;
a change.

At SaskTel we take pride in being first. We were the first Canadian telecommunications company to
rn an alkindividual line service network, to bury all of our toll lines, to trial integrated perscnal
communications services, to introduce custom calling features, to offer Real Plus™, to offer Internet free of
any offnet or long distance charges. We were also the first in the world fo use fiber optic transmission
on @ large scale and to transmit video-on-demand with fiber optic technology. In 1996, SaskTel became
the first telecommunications company in Canada to deliver commercial highspeed Intemet using ADSL

(asymmetric digital subseriber line| technology.

g A
i

Qlwnmmfy:m
A
interactive solu i .‘T l

“SaskTel technology

e e polen !".,. 10

take #s into farkets
w?dzdn’f*ﬂunk we

Wayne Knipple

manages Falcon Collection Being quick to deliver new technologies is important, but we realize that to succeed in this indusiry,

and Investigations Inc., Regina. o , '
: we must ensure that the applications meet our customers’ evolving needs. Any new technology becomes

mare marketable as we develop innovative ways for it 1o solve problems in the daily lives of customers.

One example of this solutionsbased approach is our new Advanced Inferactive Soluticns (AIS) group.

12 SASETEL I'9965ANNUAL REPORT



Officially launched in November 1996, AIS is SoskTel's interactive and Infernet solutions team,
responsible for creating and selling Internetreloled services to business and residential customers in the
marketplace. Its full suite of complementary Infernet services includes Sympatico™, Quantumlynx™, and
Media and Tiansaction Services. Sympatico™ is our basic Internet offering provided at one rate for all
customers in the province, making Saskatchewan one of the few places in the world where rural people
can access the Net affordably. Sympatico™ Highspeed is our ADSl-based Internet service, offering
speeds up lo 50 times foster than 28.8 kbps modem service. Quantumlynx™ includes an array of
interactive solutions for business customers who want 1o use the Net to inferact securely with their clients
and suppliers. AlS also provides Media and Transaction Services to develop content for the Net and wil
soon be intreducing interactive media such as cyber malls (shopping on the Net) and secure credit card

transactions.

From the outset, the 26 creative and energefic people working in AlS recognized that it would not
be enough to simply sell our Internet technologies. AlS is thriving because it also sells solutions and builds

relationships.

Applying onine technology from the Quantumlynx™ set of solutions, AlS is helping Saskatchewan
businesses creale and fill new niches in the marketplace. Wayne Knipple mancges Falcan Collection
and Investigations Inc., a credit information agency based in Regina. He is using Quantumlynx™
technology to expand his credit information business by offering his clients a variety of services ondine,
including customer credit information, electronic mail, protection of confidential on-line information, and
Infernet access. “After being infroduced to the people at SaskTel ond leaming about the technology
available, my outlook for the future of Falcon was totally changed,” says Wayne. ‘I saw that we could

broaden the scope of our business tremendously. SaskTel technology has the pofential 1o take us into

markets we didn't think we could reach.”

This kind of application allows AIS 1o build vital links befween consumers and suppliers

using the Internet. Each connection that we can encourage belween these two sides

g

of the interactive market adds value to the services we offer by showing

'y

customers that through Sympatico™ or Quantumlynx™ they can

access the buyers, sellers, ideas, and solutions they need.

Another way in which AIS is fostering this

interactivi i i o ervice "
interactivity, creating mutual  benefits for STt o e kSt Mg S i, T et

1o deltver it.

[rathoy P

‘mpatico High Spred technology allows users 1o talk on mnmm and sarf the
m a the same time. There's no nred for a second Lelephone Hine.
= B

consumers and businesses, is through ifs

suite of Media and Transaction Services.

SaskTel 1y proud to be the first 1o drliver you a new service like Sympatico High
Speed. 15 all part of the SwkTel commitment to you the best service and
emerging U first. This Introductary v
only to residential customets In lmited areas of Reging and oo,

allco Speed cpens the door Lo 3 whale new warld of up and coming
mullimedia applicatlces.

e Do d Yo
Sasikiol =

This new effort to add value to

Sympatico™ is bringing buyers and ’
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The challenge of
bringing the Internet to
students throughout
Saskatchewan at
affordable rates led to
another solution we are
proud of — SaskTel’s
Internet for Schools

program.
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sellers together in the interactive markelplace by offering personal and corporate web site services, by
helping to establish cyber malls, cyber magazines, and communities of interest (e.g. chat groups|, and
by providing secure transactions and adverlising space. Two examples of 1996 achievements in this
area were the launching of Sympatico’s™ own electronic "cyberzine,” First and Main, featuring conlent
from The Regina Free Press, and our live Infernet broadcast of The Huron Carole, which was produced

at the Saskatchewan Centre of the Arts in December,

The challenge of bringing the Internet to students thioughout Saskatchewan at affordable rates led to
ancther solufion we are proud of — SaskTel's Intemet for Schools program. In 1996, hundreds of
Saskatchewan schools signed up for the program, which gives all libraries and elementary, secondary,
and post-secondary educational institutes across the province a preferred Internet access rate package,
together with multiple mailboxes. A further demonstration of our commitment to interactive education in
Saskatchewan is our role in the Computers for Schools initiative, in which SaskTel and other govemnment
agencies, and Crown corporations donate used computers to Saskatchewan schools. As well, the
SaskTel Pioneers, a volunteer arganization of active and retired SaskTel employees, are offering their time

and skills to refurbish the donated equipment.

In the innovative solutions business, research and development is the spark that ignites each new burst
of activity in the marketplace. Thiough SaskTel's participation in Hospitality Network Canada Inc., we
have been bringing Nintendo’s® interactive video games as well as movies on demand into the hotel
rooms of Saskaichewan. In 1996, Hospitality. Network began marketing these inferactive services
domestically in Alberia and overseas in Hong Kong. Now, affer some research and development work,
SoskTel's AIS group has partnered with Hospitality Network to launch an Infernet TV pilot af the Regina

Inn, in downtown Regina — the first such pilot in Canada.

The pilot technology, still under development, provides hotel guests with access 1o the
Internet using the television set in their hotel room. This eliminates the need for a computer in
each room, while catering to the travelling Internet user and allowing guests who do not yet

have Internet access at home an opportunity to “surf the Net” at an hourly rate.

We cannot talk about innovation without mentioning our ongoing partnership with
TRLabs, the largest nottar-profit telecommunications R & D consortium in Canada. Waorking
closely with TRlabs keeps SaskTel in touch with the latest in information technology and
telecommunications research, and helps us fo test innovalive solutions like the ADSL
technology we are using for Sympatico™ Highspeed. In 1996, we renewed our

financial support for TRlabs with @ commitment of $2.75 million over o five year

\ \"\‘\ ; period. Through this partnership, SaskTel helps contribute to the economic
e development of Saskatchewan and helps fo create high tech education

opportunifies for students at TRlabs research facilities at both of the

province's universities.
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The AIS team is
SaskTel’s interactive

and Internet solutions

group.

Part of SaskTel’s AlS team:

Back row (| to r) — Rick Fesciuc,
Glen Raboud, Larry Wagman,
Shara McCormick, Lori Sarfison.
Middle row (I to r) — Cindy Grubb, ,
Bob Novakowski, Lisa Olah, Ben
Checkowy.

Front row — Shelly Smith.
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listening “
(lisan-ing) intr. v. i
To hear with %
thoughtful f
attention. &

1996 ANNUAL

SaskTel has been
listening to you.

You work long hours at your job or business, come home and face more work — fasks and errands
that need your time and attention. You would like some of these, including your declings with your
communicalions company, to be simpler. You can't always be at home during the day to have a
telephone replaced. You want one, easy to understand bill and more options for payment, because you

can't always get away to pay your bill. You want to get in on the new long distance savings plans, but

don’t have time 1o figure out which one is best for you.

At SaskTel, we have been listening — and we are responding. We have extended our business office
hours. Now residential customers can call their local SaskTel office from 8 a.m. to 8 p.m. Monday to

Friday, and 9 a.m. fo 5 p.m. Saturday. As well, you can retumn your telephone for repair or replacement

either in person at one of our 12 Telmart locations, or you can send and receive telephone sets for repair

or replacement via Priority Post

REPORT



SaskTel Telmarts have become an increasingly impertant point of contact with customers. With this in SaskTel Telmarts have
mind, during 1996, we took a look af the way people are served al Telmarts and crealed what we
believe is a more open and effective design for meeting the walk-in cusiomer’s needs. The prototype for become an l'nCTel'.lSiﬂgl}’
the redesign was opened in the new Saskatoon Telmart last September. By removing counters and } .
queues in the customer service area, we have placed our sales staff in direct contact with customers on tmportant point
the floor, where they can more readily help people find what they need. For the customers, it means

of contact with

better service and fewer line-ups.

Also in 1996, we completely redesigned our bill, after consulting with cusiomers, 1o present you with customers. Better

an easier to undersiand format. With the new bill, SaskTel customers can quickly locate their customer Toliviartsmieons betier
account number and the appropriate customer service number fo call with any questions or concerns

regarding the bill or anything else from service charges 1o trouble and repair. A billing summary of service and fewer
charges and credits is organized to allow customers fo quickly locate the details they need. As well, Real

Plus™ and Real Plus Exira™ long distance savings and SaskTel Rewards™ are highlighted clearly. And, liﬂe'ups-

by printing on both sides of the recyclable paper, we have reduced the environmental impact of our

billing process.

These enhancements to our billing complement SaskTel's payment options such as Linkline and the Pre-

authorized Payment plan. Wilh Linkline, customers can make secure payments over the phone for
SaskTel, SaskTel Mobility, SaskEnergy, or SaskPower accounts. Customers who choose the Pre-

authorized Payment plan can pay their SaskTel bills by having their bank accounts debited accordingly.

In early 1996, SaskTel launched a frial called “SimplyOne” to
consolidate and simplify personal communication services — home,
business, and mobile — for a group of over 1300 customers. This

e ! - ~f e | ~
trial, driven by the needs of our customers, has been a success
i v O f the f o5 ~opular with
in every respect. One of the fealures most popular wi
parficipants was the combined bill for both cellular and
landline communication services. This allowed SimplyCne
customers to collect Real Plus™ and Real Plus Extra™ reward points
on cellular as well as regular long distance calls. Trial participants

also liked having one point of conlact for all billing, repair, or service

Dianna Cook, SaskTel
Business Representative
serving Yan Liv at the
Saskatoon Telmart.

inquiries, whether it be for cellular, landline, or Infernet services
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Call centre solutions.

solutions
(sa-150'shans) n., pl.

P

Actions or processes
applied in
solving problems.

Meeting every cuslomer's individual needs with first class service is priority one al the SaskTel

y C

Customer Care Centre. Over 150 employees at the centre work hard to keep SaskTel in touch with

each of our customers, large and small. Our representatives receive and place over 20 million calls

The SIIT Call Centre
telemarkets SaskTel’s
communication
solutions to

First Nations people.

N
it

The SIIT Call Centre team with In 1996, the SaskTe! Call Centre became the first tenant in the new Cuslomer Care Centre in Regina
(seated r to I) Hon. Carol Teichrob, '
FSIN Chief Blaine Favel, Premier
Roy Romanow, and Care Centre is currently the only one of its kind among Stentor member companies, our partners in this
(standing r to |} SaskTel Board national alliance are making plans to emulate its desi
members James Scharfstein, Hon. .

Keith Goulet. competitive strategy

promoling savings plans and specials, building relationships with customers, and winning back cusiomers

a state-obthe-art L_I”‘?"blf“tlfli:d and multifunctional telemarketing operation. Although the Customer

gn and lechnology. As the heart and soul of our

r the consumer market, the cenire has been Iremendously successful as @ means of

who have switched to allernalive long distance carriers. In fact, of all the centres run by Stentor members,
SaskTel's is the most successful at winning back cusiomers. Demanstrating SaskTel's commitment to
diversily in the workplace, the centre features the most ethnically diverse group of employees in the

corporation, and offers customer service in nine different languages, including German, ltalian, and

18 SASKTEL 1996 ANNUAL REPORT



Punjabi. The Customer Care Centre will provide a single point of contact for customers and increase
customer satisfaction by providing faster resolution to customer issues, knowledgeable representatives,

quality of contact, consistency, and quicker response to competitive actions.

Recognizing the importance of reaching the Aboriginal community in cur markefplace, SaskTel signed
a contract in 1996 with the Saskatchewan Indian Institute of Technology (SIIT) to create the first call centre
in Canada owned and operated by First Nations people. Through a five-year agreement between
SaskTel and SIIT, the SIT Call Centre will telemarket SaskTel's communication solutions to First Nations
people living on and off the reserve. The Call Centre will market 1o First Nations people in the Cree,

Dene and Saulteaux languages, as well as in English.

A primary thrust in our diversification strategy has been the effort to atiract and develop call centres
from within and outside the province. Having our own statessfthe-art Customer Care Centre has allowed
SaskTel to showcase our technology, our people, our business acumen, and our province. In 1996, the
Canadian Imperial Bank of Commerce opened their naficnal Telephone Banking Centre in Regina.
This is one of the largest telemarketing operations SaskTel has brought into the province so far, employing
over 180 telephone professionals as of the end of 1996. In all, SaskTel serves well aver 50 call centres
which have created over 1500 jobs in the province, including agencies and corporations as diverse
as Saskalchewan Government Insurance, the Canadian Automchile Association, and the Canadian

Cancer Society.

SaskTel has a wide range of services that we offer to help call centres achieve the best possible
results. SaskTel’s Custom Application Team promotes SaskTel's call centre expertise outside the province
1o encourage prospective businesses to consider Saskatchewan as a call centre location. Meanwhile,

our Phone Power group works with businesses and organizations already based in Saskatchewan.

The pressure faced by our business cuslomers today makes telemarketing all he more atfractive as an
efficient means of improving their sales and service. This is where a “service bureau” call centre can help.
Service bureaus can deliver integrated telesales and marketing services for customers who want o hire

a call centre to promole their products and services for them and develop ongoing client relationships.

During the latter weeks of 1996, SaskTel formed an alliance with one of the most reputable service
bureau companies in the world, Zacson Corporation, based in California. Zacson has 13 service

bureaus worldwide, including centres in Mexico, Japan, and Belgium. Zagson's new Saskatchewan call

centre, already established in Regina, is the company's first service bure anada. Zacson expects
fo employ as many as 200 people in Saskatchewan by the end of 1 J
service bureau to Saskatchewan, this strategic clliance with Zacson o

needed service 1o the province's business community.

During the latter
weeks of 1996,
SaskTel formed

an dlliance with one
of the most reputable
service bureau
companies in

the business,

Zacson Corporation.
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Committed to supporting
Saskatchewan communities.

community
(ka-myii-nat-€) n.
A body of people sharing a
common history as well as political,
social, and economic interests.

For nearly 90 years Sosklel and its employees have served more then the
telecommunications needs of Saskatchewan people. SaskTel's commiiment to social
responsibility and good citizenship is reflected in its suppori — directly and through its
partnerships with employee groups and other arganizations — for hundreds of community projects and

special events each year.

SaskTel enjoys a rewarding partnership with more than 3600 SaskTel Pioneers — active and relired

-
employees who give generously of their time and talents o support almost 100 ongoing projects. Lasl
year the Picneers raised more than $280,000 and confributed 48,000 volunteer hours 1o educational

projects for young people, to improve the quality of life for people with special needs, and to support

SaskTel’s commitment various environmental projects across the province.

L . SaskTel's commitment to the community goes much further. Corporate financial conlributions to
to social TCSpOﬂSIbIllty Saskatchewan non-profit and charitable organizations were $575,000 in 1996. Some of the major
and gOOd CltiZBTl.Shlp sponsorships included $10,000 in support for various events of the Saskatchewan Special Olympics:
$26,500 for Telemiracle 20; and $5000 for the Arthritis Society's 1996 Mini Grand Prix fundraiser

events in Regina and Saskatoen.

is reflected in its
In addifion to these corporate contributions, SaskTel employees, through their Telcare

support for
hundreds

benevolent fund, donated $200,000 in 1996 to 140 charitable agencies across the province.
SaskTel maiches $.50 for every dollar thal employees contribute, meaning an additional
$100,000 for these worthwhile causes.
of community
One financial contribution that stood out in 1996 was SaskTel's participation in the Canadian

projects and special m—r Cancer Society's luminarium Project. Through Telcare and corporate donations, SaskTel and ils
employees helped to light up the doorsteps of the province at Christmas time by providing $22,000

events each year. ($14,700 from Telcare and $7,300 from the corporation) o this unique fundraising initiative. Brett

Taylor, whe volunteers his time as Saskaichewan’s Special Events Chair for the Canadian Cancer
Society, says that the SaskTel confributions got the project off the ground: “That $22,000 was pre
! W!ESW fy, say g proj g pretty
Ag! 5! !;ltlon important. The Luminarium project would not have happened without the support of SaskTel and Telcare.
= As a non-prefit organization we are happy when we can get a corporation like SaskTel onside, giving
our project not only a cash injection and distribution outlets, but also their name in good standing.”

Through its Telmarts, SaskTel helped fo disiribute the luminaria. A simple tea candle mounted within
a small paper bag to be placed on the doorstep, each luminarium represented either hope to those whao
currently suffer from cancer, fribute to those who have beaten cancer, or solace to those wha have los!

a loved cne lo the disease. A card within each bag encouraged the homeowner to make a contribution
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in honour of a friend or relative who suffered from cancer. SaskTel and its employees were proud to

sponsor this worthy cause and have commitied to be a part of the program for Christmas 1997

SaskTel's event marketing program provided significant corporate support fo events such as the

Saskatchewan Roughriders Plaza of Honour Dinner, Canadian Western Agribition and the SaskTel

“The Luminarium
| project would not have
B Hoppened without the
support of SaskTel and
Telcare. As a non-profit

=i

~ organization we are

LR~ Tt

wul Colirage

Saskatchewan Jazz Festival — among many others — in exchange for exclusive product and service Brett Taylor,
Canadian Cancer Society
Special Events Chair.

promofion opportunities. Sixty of the 300 volunteers involved in the 1996 SaskTel Saskalchewan Jazz
Festival were SaskTel employees, illusirating how employees support their communities through their

personal interesfs.

SaskTel's long-standing interest in the economic and social wellbeing of the province exlend into its
every day business decisions as well. When the corporation needs fo purchase goods and services, il
looks within Saskatchewan first. Thanks fo o very successhul supplier development and purchasing
program, approximately 80% of SaskTel's purchasing dollars — over $200 million in 1996 — go fo
Saskatchewan manufaciurers, distributors, contractors, consultants, and other agencies who provide high-

quality, costeffective equipment and services to the corporation.

SaskTel encourages Saskalchewan-based suppliers to diversify their products and services and market
their products outside the province. We also encourage businesses outside the province fo relocate or
partner with local firms, which helps to increase economic activity and diversify the province’s economic

base.
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SaskTel away from home.

international
(in‘tar-nash’an-al) n.
Relating to one
whose activities extend
across national boundaries.

SaskTel International employee
Rick Pulfer of Weybumn with a local
co-worker in Dar es Salaam.

SI has been active in
Africa as well, working
on a major contract in
Tanzania to provide

a telecommunications
cable infrastructure
within the capital city
of Dar es Salaam.

22 SASKTEL 1996 ANNUAL

During the 1993 national election in the Philippines, it took five weeks to count the votes before a winner
could be declared and the results communicated. VWhen the next national election is held, this waiting pericd
should be reduced significantly, thanks to a SaskTel International (S) project providing telecommunications to
28 provinces in the Philippines. In a country like the Philippines, where some of the infrastructure of a
developing nation is sfill under construction, improved telecommunications can make all the difference in the

world.

The damp jungles and mountains of the Philippines archipelago lock nothing like the spruce and poplar
forests of northem Saskatchewan, but these landscapes present similar challenges when it comes to
constructing a telecommunications network. Techniques SaskTel perfecled in providing sewvice to the villages
and remote communities north of Saskalchewan'’s 54th parallel are now being put to good use in improving

the rurakbased networks of some of the Philippines’ most remote regions.

SoskTel Internafional, a subsidiary of SaskTel that markets the corperation’s expertise around the world,
has been working closely with the Philippine government and with @ consortium of Philippine telephone
companies for the past six years. Using locally appropriate technalogy, including solar power for electricity
and water buffolo to haul equipment, SI has been designing and installing digital exchange networks and
microwave radio systems in most areas of the project. UHF analog radio systems are being used in project

areas where lopography would impede microwave fransmission.

Construction for Phase lll of the rural telecommunications project, financed by the Canadian and Philippine
govemments, was wiapped up in 1996. This third confract, valued ot approximately $29 million US, brings

the entire project value to $&4 million US, cne of the largest in SI's 11 year history.

At the some time, S personnel have provided consulting services for the Philippine long Distence
Telephone [PLDT) company, fo help improve methods for developing capital works projects including

swilching, fransmission, outside plant, and operational support systems.

As for 1997 and beyond, SI, the Philippine govemment and SR Telecom, a primary supplier and project
pariner from Quebec, will begin negotiating a fourth contract worth $30 million US that will further expand

the rural telecom netwark into some of the islands’ more outlying communities, called "Barangays.”

Early in 1997, Don Ching, SaskTel President and Chief Executive Officer, ravelled to the Philippines to
winess the launch of negoliations for this work. The fiming of Ching's tip coincided with the visit of
Saskalchewan Premier Roy Romanow and Prime Minister Jean Chrétien, as part of a Team Canada hade

mission to the Philippines.
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Additional work for Sl in the Philippines will result from a joint consuliancy contract SaskTel signed in

January 1997 with TelicPhil, a consertium of cltemative telecommunications providers

S| has been active in Africa as well, working on @ major contract in Tonzania to provide a
telecommunications cable infrastructure throughout four exchange areas within the capital city of Dor es
Salaam. The underiaking involved design and installation of all transmission facilities between subscribers and
switching centres. In 1996, SI personnel completed the work three months ahead of schedule, a significant
achievement on a twoyear project. More opportunities in Tanzonia are currently under consideration,

including subcontracting work for two major telecommunications suppliers, Ericsson and Aleatel.

In addition to these consulting, design, and installation contracts overseas, S| has made @ name for itself
markefing telecommunications sofiware solufions infernationally. Its two main products are called MARTENS®
and SwitchGate®. MARTENS® (Mechanized Assignment Records Telephone Equipment Numbering System

is o telecommunications faciliies management system. SwitchGote®, an optional module of the MARTENS®

system, allows service representafives fo activale new service features for customers from their deskiop.

In a country like the

* Philippines, where some

' of the infrastructures

¢ of a developing nation

i)

iS5

| in the world.

(I to r) Kelly Megson, VP
Sl has sold MARTENS® and SwitchGate® technology 1o telephone companies serving o tofal of over Marketing, SI; Primitivo
Penaranda, president, Telic-Phil;

3,000,000 customer lines throughout North America and in the United Kingdom. A new client/server version
Dale Bassen, president, SI; Guiling

of MARTENS® was infroduced in 1996. This version gives the user more control of the system at their own Mamondiong, Undersecrefary,
desktop computer [rather than having to rely on a mainframe computer, and is alieady being used by Thunder Philippines Department of
Bay Telephone, owned by the City of Thunder Bay. Transportation and
Communications; and Alphonso
To kesp pace with changes in the industry, S| confinues developing and improving the MARTENS® and Legaspi, president and CEO,

- Textron Corp., meeting in Regina.
SwilchGate® systems. Through the MARTENS® and SwitchGate® Intemational Client Associations, S clients — gL

have invested more than $18 million over the past 11 years lo ensure that these two systems remain the besf

faciliies management and service provisioning products on the market.
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MANAGEMENT DISCUSSION & ANALYSIS

Overview of Operations

The Saskatchewan Telecommunications Holding Corporation (the Corporation) is the leading full
service communications company in Saskaichewan, providing voice, data, Internet, text and messaging
services over a digital network, as well as cellular, paging and Fleetnet 800 service through its SaskTel
Mohbility division. The Corporation also maintains invesiments in companies that provide management

and project design consulting services, in addition Io telephone directory and multimedia services,

The Corporation’s major asset is a wholly owned subsidiary, Saskatchewan Telecommunications
[SaskTel). SaskTel has been the principal supplier of telecommunications in Saskatchewan for neary 90
years, providing Saskatchewan residents with affordable access to the latest in telecommunications
products and services. SaskTel markets a complete portfolio of terminal, local and long distance, data,
and Intemet products and services throughout Saskatchewan. Through an interconnection agreement
with the Stentor alliance of Canadian telecommunications companies, SaskTel is part of the national

and global communications network.

Results of operations
Operating Revenues

Long Distance

In February 1996, the Saskatchewan government opened the provincial markefplace to long
distance compeition, leading up lo the entry of facililiesbased competition in the fourth quarter. SaskTel
prepared for long distance compelition by lowering many of its long distance rates by more than 50%
since 1990, and through its early introduction of savings plans such as Real Plus™ in 1994 and Real
Plus™ Extra in 1996. These moves, in par, resulied in SaskTel recording over one billion long distance

minutes for the first fime in its hislory,

However, these price reductions have also eroded SaskTel’s revenue derived from long distance.
Therefore, while conversation minutes in the last 5 years have increased dramatically, thanks in part to
the stimulation from these savings plans, SaskTel's overall income from long distance has declined
during this same period as revenue per minute has fallen. Average revenue per minute [ARPM) has
declined 33% from 1992 to 1996. long distance revenues also decreased in the past 5 years due fo
a decrease in the pool of interprovincial seftled revenue shared among all Stentor companies. This

decline waos atfributable fo the market share loss and price reductions of the other Stentor companies.
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After five consecutive years of declining long distance revenues, SaskTel’s long distance revenues
actually rose in 1996 by 10%, owing to three largely unanticipated events: first, there was a significant
increase in SaskTel originated long distance minutes, caused by the success of our savings plans and
advertising; second, the Stentor pool of seftled revenue was higher than expected because of a leveling
of market share losses across Canada combined with a cost sharing fermula for Stentor pariners that
was advantageous to the Corporation in 1996; and third, there was more growth than anticipated in
cellular long distance. These three areas of increased revenue contributed fo the Corporation’s positive

yearend posifion.

Local Service

iocal access revenue has increased over 1995 for a number of reasons, including increased use of
SmartTouch™ services, increased cellular usage, increased use of other telephone convenience

services, and marginal growth in the local access market.

Overall, the local access market in Saskatchewan remains constant, with Network Access Service
[NAS] lines increasing only 7% over the last five years, from a level of 569,785 lines in 1991 to
607,092 lines in 1996, which is the highest number recorded in the company's history. The increase
in NAS is due, in par, fo the success of the Corporation in atiracting call centres info Saskatchewan,

as well as increased business activily in the province.

Other Revenue

An increasing proportion of SaskTel’s revenue is derived from nonradifional products and services
as part of the Corporation’s strategic diversification initiafive. Non4raditional revenue sireams amount fo
26% of the Corporation’s fotal revenue. The Corporafion is on frack to reach its farget of 40% diversified
revenue by 1998. Examples of the Corporation’s diversified operations have included projects in the
United Kingdom, the Philippines, Tanzania and the United States (U.S.). Though the U.S. is a
challenging market, as a result of increasing diversification opportunities elsewhere in the world, the

Corporation decided o conclude its involvement in NST Network Services, in February 1997.

The Corporation’s most significant result in the strategic diversification initiative was recognized in
1995 with the sale of the Corporation’s interest in LCL Cable Communications Uid., a British cable and
telephony company, in Leicester, England. Allhough the sale nefted a gain of $114.3 million to the
Corporation in 1995, it also resulted in the loss of LCL revenues for 1996 and beyond. With the
removal of this diversified revenue stream, other revenue has declined by 6%, from $92.3 million in
1995 to $86.4 million in 1996. |
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Operating Expenses

The following is a breakdown of the Corporation’s operating expenses:

Qverall, tofal operafing expenses increased to $571.9 million in 1996, a $54.8 million increase
over the 1995 operating expenses of $517.1 million. In 1996, revenue growth from diversified

operations contributed 1o a corresponding increase in overall operating expenses for the Corporation.

1996 mainfenance and operafing expenses increased 5% from the 1995 level. This increase arose
from addifional advertising and sales costs incurred to promote new products and services and preserve
SaskTel's customer base; and from an increase in SaskTel Mobility's costs, necessary to accommodate

revenue and customer growth.

General and Administrative expenses increased 8% from 1995 levels, excluding the $20.5 million
cost recorded for a voluntary Early Refirement Plan (ERP) introduced in 1996, 1o fake effect in 1997 and

continue unfil 1999.

Depreciation expense was up by $8.3 million, resulting from two primary causes: the Corporation
increasing ifs asset base through the ongoing expansion and upgrading of its network; and SaskTel
using a depreciofion policy that is designed to reflect the rapid advances of technology in the

telecommunications industry.

Interest Expense

Reducing debt has been an important area of focus for the Corporation, which led to a 39%
decrease in inferest expense between 1995 and 1996. In 1995, interest costs were $66.0 million,
and in 1996, this expense amounted 1o $40.4 million.

The Corporation’s debt rafio, at 39%, is among the best within the Stentor alliance of Canadian

telecommunications companies.

Return on Net Assets

The Corporation’s Return on Net Assets [RONA) was 11.6%, compared to the 1995 return of
12.7% (24.7% including the LCL Cable and ISM gains). The 1996 RONA would have been 13.4%

excluding the costs of the voluntary Early Refirement Program recorded during the year.

26 SASKTEL 1996 ANNUAL REPORT



Liquidity and Capital Resources

Self funded

Another factor that has had a positive impact on interest expense is the Corporation’s strategy of
selHfinancing. In 1996, cash generated from operating activities was $253.7 million ($232.6 million
in 1995). Cash used in financing activities required $136.3 million ($123.3 million in 1995), while
investing activities used cash disbursements of $175.5 million {$19.6 million in 1995). This resulted

in internally-generated funds equivalent to 114.4% of funding requirements.

After funding the capital program and dividend payment, net debt repayment resulted in a decrease
in cash of $58.2 million during 1996, while still maintaining a cash balance of $6.8 million at year
end. Operating and investing activities in 1995 generated a net increase in cash of $89.7 million,

primarily due to cash generated by the sale of investments.

Investing activities

Capital spending in 1996 amounted to $177.9 million ($184.5 million in 1995]. The 1996
expenditures included capital spent on the confinuing work of the Core Network Evolution program,
which provides for modemization, upgrading and replacement of key elements of the SaskTel
swilching and fransmission network. The multirmillion dollar Digital Network Modemization and
Northern Saskalchewan Modernization programs were completed prior fo 1996 and now provide the
Corporation’s customers with a 100% digital network. The Corporation made further investments in
information fechnologies in 1996, which allowed for the introduction of new services such as
Sympatico High Speed™, SaskTel's asymmetric digital subscriber line (ADSL) based Internet service.
In diversified operations such as SaskTel Mobility, these technological invesiments allowed for

expanded cellular and FleetNet 800 coverage.
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Outlook
Some of the factors that may influence the Corporation’s near term financial outlook include:
e the need to adjust local rates, to reduce the shorffall in providing this service;

» continued loss of market share, carrying over from the entry of facilifiesbased competitors in late
1996, though mitigated by SaskTel's winback initiafives and new marketing efforts;

* coniinued competitive pressure to reduce long distance rates;
* a review of exchange area boundaries in 1997;

* the revenue sharing arangement among Stentor members, for distribufing revenve from outof-

province long distance, will be less advantageous for SaskTel;
= projected growth in the Sympatico™ market and other advanced interactive services;
* growth in SaskTel Mobility's customer base and revenues;

* confinued revenue growth from aftracting new call centres and service bureaus to the province—

contributing fo the Corporation’s longterm diversification strategy;

* new license fo offer Personal Communications Services [PCS) digital services in the 2 gHz range,
by late 1997;

® the possibility that SaskTel will be regulated by the Canadian Radio-Television and
Telecommunications Commission (CRTC) in 1998 or 1999; and

* the possibility of fotal competition, including local service, in 1998 or 1999,

Revenue growth

The 1993 Strategic Plan commitied the Corporation fo diversification as a means of replacing
revenues lost through competifion and price reductions. New revenues will be generated from non-
traditional products, services, and markets. The Corporation’s diversification goal is fo derive 40% of its
revenues from these diversified operations by 1998. The acfivities of SaskTel Intemational (SI), SaskTel
Mobility, and the new Advanced Inferactive Solutions [AIS) group, as well as investments such as

Hospitality Network Canada Inc. and DirectWest, are moving the Corporation toward this goal.

Sl is central to the Corporation’s diversification efforts, marketing facilities management software, in
addition fo project management and design consulling services around the world. SI's revenues will
confinue to confribute to the Corporation’s financial performance, as if penelrates new markets in South
America, Asia, and Africa, looking for new opportunities in engineering and technical consulfing,

software development, project management, sysfems infegration, and equity invesiments.

SaskTel Mobility's revenues will continue to grow sfrongly in 1997 and beyond, with further market
penefration, customer loyalty, and a solid market share. Consumer demand will increase for wireless
services and intégroted wireless/wireline services, along with the prospects for new digital wireless
services (e.g. PCS). These will be enhanced by the increasing deployment of value-added services and

features (e.g. data transmission), Fleetnet 800, and satellite services.

REPORT



The Internet market seclor, managed by SaskTel's AlS group, is another area where the Corporation
can expect rapid growth. Projections currently suggest a tenald increase in the consumer and business
Internet market over the next five years, as more households, businesses, and institutions become

interconnected through electronic commerce, education, and entertainment.

Another diversified operation experiencing revenue growth is DirectWest. New preducts and
services, building upon the success of current Yellow Pages™ offerings, as well as expansion into new

multimedia advertising, will be the source of this growth.

However, diversification cannot be expected to make up entirely for the revenues SaskTel will lose
through long distance competifion and lower long distance rates. The Corporation will have to create
more revenue from the core business by continuing fo- introduce new preducts and services. At the same
time, SaskTel will review local access rates and costs with a view fo reducing the widening gap between
the cosfs incurred and the revenues gained in the local service markets. As well, SaskTel will be looking

for ways to reduce operating expenses, while improving customer service levels.

Competition

With rebillers and facilitiesbased carriers enlering Saskaichewan'’s long distance markefplace in
1996, changes 1o SaskTel's market share have occurred and are expecled fo confinue to occur
throughout 1997. Despite some erosion of market share, and the associated decline in revenues, SaskTel
is well positioned, as the leading provider of communication services in Saskaichewan, fo succeed in a

fully competitive environment.

As siated earlier, competition, with its attendant price reductions and adverfising promotions, has led
to a general increase in consumer long distance volume. Although lower prices and savings plans will
likely generate further increases in fofal long distance minutes, the revenue per minute will continue to fall,

offsetting the benefit of this growth.

In the coming years, the Corporation will be facing new forms of competition in virtually all of its
markets. With the developing convergence in the communications marketplace, SaskTel may soon face
direct compefition in the local access market. A new variety of competition that SaskTel is beginning to
see, and which is expected to become more significant, involves packaging long distance with other
services such as cable TV. PCS and cellular resale are two areas where new competition will emerge for

SaskTel Mobility and in SaskTel's local market.

In the Intemnet and electronic media markets, an area of promising and important growth for SaskTel,
the AlS group will face strong competition in 1997 and beyond. Competiion will include traditional
Internet Service Providers, Systems Integrators, who provide customized solutions 1o the business market,
as well as a growing number of competitors in the intermediary role between buyers and sellers. Non-

iraditional competitors will also emerge.

SASKTEL
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Competitive strategy

One of the Corporation's primary strategies for remaining competitive as new forms of compelition
enier the marketplace is to develop and implement customer service programs that meet specific customer
needs. By increasing its understanding of each segment of its customer base, the Corporation ensures that
customer needs drive product development and mcrkéling. To retain its markets, and develop its business,

the Corporation will confinue fo:
* expand volumes in current services and add profilable new services;
* deliver integrated solufions fo select market segments;
* get o know its customers better than any competitor;
¢ build positive customer relafionships;
* monitor customer perception and customer loyalty;
® pursue marketbased pricing;
* pursue fargeted customer programs;
* invest aggressively in new growth areas—tomorrow's core services;
* redesign and improve all elements of service delivery; and

* parter with corporate customers fo bring new services to market.

Income outlook

A moderate decline in income is expected for the Corporation in 1997, cs any growth in diversified
operations will be offset by increased operating expenses and a continued decline in revenues from the
core business, associated with the effects of long distance competition. Operating expenses are forecast
o increase in 1997, reflecting costs incurred in developing and expanding business volumes in botn
diversified and core business operations. SaskTel intends fo contain-the rate of expense growth, however,
by taking measures fo reduce costs and improve produciivity. As well, the Caorporation’s sirong financial
position will continue to keep interest costs low, thereby helping to minimize its operating expenses in the

coming years.
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Saskatchewan Telecommunications Holding Corporation
SEGMENTED HISTORY

While all of Saskatchewan Telecommunications Holding Corporation’s activities fall within the telecommunications

industry the following information is presented to illustrate the relative proportions of the major subsidiary, Saskatchewan

Telecommunications.

1996 1995 1994 1993
(in thousands)
Statement of operations data
Operating revenues 569,764 538,799 554,126 $ 575,606
Operating expenses 471,611 434,209 431,929 432,016
Net operating revenue 98,153 104,590 122,197 143,590
Other income 1,333 1,307 1,356 6,295
Interest and related costs 33,432 51,342 45,390 61,161
Net income 66,054 54,555 78,163 $ 88,724
Statement of financial position data
Telecommunications property 846,753 826,439 810,312 $ 833,319
Other assets 48,032 43,659 54,768 29,330
Investments 8,392 8,392 8,392 8,392
Current assets 90,405 81,881 117,073 165,347
Total assets 993,582 960,371 990,545 $ 1,036,388
Long-term debt 343,937 336,992 432,206 $ 398,761
Province of Saskatchewan’s equity 487,884 458,160 433,610 398,437
Current liabilities 161,761 165,219 124,729 239,190
Total liabilities & Province of
Saskatchewan's equity 993,582 960,371 990,545 $ 1,036,388
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Saskatchewan Telecommunications Holding Corporation
FIVE-YEAR RECORD OF SERVICE

For the year ended December 31

Network Access Services *

Originated long distance messages

(in thousands)
Telephone
Data and other voice services

Total messages

Finance
(in thousands of dollars)

Operating revenues

Operating expenses

Other items

Interest and related costs

Net income

Dividend

Gross construction expenditures
Property, plant & equipment**

Long term debr (gross)**

Financial ratios
Return on net assets

Return on net assets including
LCL and ISM gains

Debt ratio

Internally generated funds as a percent
of net construction expenditures

Employees and payroll

Number of employees
(excluding part-time)**

Salaries earned (thousands of dollars)

% Represents each working facility having primary connection to our network as at December 31.

#% At December 31.

1996 ANNUAL REPORT

1996 1995 1994 1993 1992
607,092 595,104 581,816 574,962 573,464
222,444 200,084 184,810 162,126 145,488
38,553 39,718 31,779 28,931 29,669
260,997 239,802 216,589 191,057 175,157

$ 696,897 5 646,871 $ 626443 $ 619,727 $ 620,882
571,943 517,070 482,896 466,683 484,065

(593) 127,964 6,029 9,337 30,349
40,361 65,965 61,062 73,834 87,250
84,000 191,800 88,514 88,547 79,916
46,200 73,500 48,700 58,400 51,700
177,877 184,539 144,257 94,762 114,039

2,025,022 1,922,763 1,876,318 1,795,708 1,729,728
485,981 551,631 649,588 718,289 751,318

11.6% 12.7% 14.6% 15.6% 15.9%

n/a 24.7% nfa n/a n/a
39.2% 44.5% 56.1% 60.6% 63.1%
114.4% 148.4% 114.4% 181.5% 182.3%

3,896 3,845 3,863 3,699 3,861

$ 169230 § 165503  $ 163,772 $ 158875 $ 166,021




MANAGEMENT’S RESPONSIBILITY
FOR FINANCIAL STATEMENTS

The accompanying consclidated financial statements included in
the annual report of Saskatchewan Telecommunications Holding
Corporafion for the year ended December 31, 1996, are the
responsibility of management of the corporation and have been
approved by the Board of Directors. Management has prepared the
consolidated financial statements in accordance with generally
accepted accounting principles in Canada. The financial information
presented elsewhere in this annual report is consistent with that in the

financial statements.

To ensure the integrity and objectivity of the financial data,
management mainiains a comprehensive system of intemal controls
including written policies and procedures, an organizational structure
that segregates duties, and a comprehensive internal audit program.
These measures provide reasonable assurance that transactions are
recorded and executed in compliance with legislation and required
authority, that assets are properly sofeguarded, and that reliable
financial records are maintained.

The Board of Directors fulfills its responsibility with regard to the
financial statements principally through its Audit Commitiee, consisfing
solely of outside directors, which meets periodically with management
as well as with the infernal and external auditors. The Audit Committee
is responsible for engaging or reappointing the services of the external
audiior. Both the internal and external auditors have free access to this
commitiee to discuss their audit work, their opinion on the adequacy of
inienal controls and the quality of financial reporting. The Audit
Commitiee has met with management and the exiemal auditor to
review the corporation’s annual consolidated financial statements prior

fo submission fo the Board of Directors for final approval.

The consolidated financial statements have been audited by the
independent firm of Deloitte & Touche, Chartered Accountants, as
appointed by the Lieutenant Governor in Council and epproved by

Crown Invesiments Corporation of Saskalchewan.

A gt

Donald R. Ching Randy Stephanson
President & Chief Financial Officer
Chief Executive Officer

Regina, Saskalchewan

February 26, 1997

AUDITORS’ REPORT

To the Members of
of Saskatchewan

the legislative Assembly, Province

We have audited the consclidated statement of financial position
of Saskatchewan Telecommunications Helding Corporation as at
December 31, 1996, and the consolidated statements of operations,
refained earnings and changes in financial pesition for the year
then ended. These financial statements are the responsibility of the
corporafion’s management. Cur responsibility is fo express an opinicn
on these censolidated financial statements based on our audit.

We conducted our audit in accordance with generally accepted
auditing standards. Those standards require that we plan and perform
an audit to obloin reasonable assurance whether the financial
siafements are free of material missiatement. An audit includes
examining, on a fest basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant esfimates made by
management, os well as evaluating the overall financial statement

presentation.

In our opinion, these consalidated financial statements present fairly,
in all material respects, the financial position of the corporation as at
December 31, 1996, and the resuls of its operations and the changes
in its financial position for the year then ended in accordance with

generally accepted accounting principles.

Chartered Accountants

Regina, Saskatchewan
February 26, 1997

SASKTEL 1996 ANNUAL REPORT

33



Saskatchewan Telecommunications Holding Corporation
CONSOLIDATED STATEMENT OF OPERATIONS

For the year ended December 31
1996 1995
(Thousands of dollars)

Operating revenues
Long distance service $ 328,612 $ 297912
Local service 286,867 259,331
Sales, directory, other 86,356 92,343
Uncollectible operating revenues (4,938) (2,715)

696,897 646,871
Operating expenses
Maintenance and operations 203,932 193,317
General and administrative 221,056 185,093
Depreciation 146,955 138,660

571,943 517,070
Net operating revenues 124,954 129,801
Other items (Note 3) (593) 3,090
Interest and related costs (Note 4) 40,361 65,963
Net income before the following 84,000 66,926
Gain on sale of investments (Note 5) — 124,874
Net income $ 84,000 $ 191,800

CONSOLIDATED STATEMENT OF RETAINED EARNINGS

For the year ended December 31
1996 1995
(Thousands of dollars)
Retained earnings, beginning of year $ 306,374 $ 188,074
Net income . 84,000 191,800
390,374 379,874
Dividend 46,200 73,500
Retained oamingiend of year $ 344,174 $ 306,374
See Accompanying Notes
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Saskatchewan Telecommunications Holding Corporation

CONSOLIDATED STATEMENT OF FINANCIAL POSITION

As at December 31
1996 1995
(Thousands of dollars)
Assets
Property, plant and equipment (Note 6) $ 970,270 $ 939,596
Other assets (Note 7) 57,659 56,108
Investments (Note 8) 10,827 10,730
1,038,756 1,006,434
Current assets
Cash and short-term investments 6,861 65,015
Accounts receivable 100,097 93,885
Inventories 5,781 4,683
Prepayments 12,248 10,827
124,987 174,410
$1,163,743 $ 1,180,844
Liabilities and Province’s Equity
Long-term debt
Province of Saskatchewan (Note 9) $ 325,361 $ 354,333
Other long-term debt (Note 10) 43,431 36,469
368,792 390,802
Minority interest 2,217 1,865
Deferred taxes 1,798 1,821
372,807 394,488
Province of Saskatchewan’s equity
Equity advance (Note 12) 250,000 250,000
Retained earnings 344,174 306,374
594,174 556,374
Current liabilities
Accounts payable and accrued liabilities 116,405 86,586
Dividend payable 46,200 73,500
Service billed in advance 19,939 15,684
Current portion of long-term debt (Note 11) 14,218 54,212
196,762 229,982
$1,163,743 $ 1,180,844

See Accompanying Notes

On behalf of the Board:

MW

Honourable Carol Teichrob

i ) it —

Thomas V. Kehoe
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Saskatchewan Telecommunications Holding Corporation

CONSOLIDATED STATEMENT OF CHANGES IN CASH POSITION

For the year ended December 31

1996 1995

(Thousands of dollars)

Operating activities
Net income $ 84,000 $ 191,800
Gain on sale of investments (Note 5) - (124,874)
Items not affecting cash from operations (Note 13) 148,041 148,807
Net change in non-cash working capital items 21,664 16,837
Cash provided by operating activities 253,705 232,570
Financing activities
Repayment of long-term debt (65,438) (76,273)
Proceeds from long-term debt 2,597 1,717
Dividend payment (73,500) (48,700)
Cash used in financing activities (136,341) (123,256)
Investing activities
Capital expenditures (175,518) (160,611)
Sale of investment in LCL Cable m 137,337
Investment in LCL Cable —_ (9,064)
Sale of ISM shares — 12,700
Cash used in investing activities (175,518) (19,638)
(Decrease) increase in cash (58,154) 89,676
Cash, beginning of year 65,015 (24,661)
Cash, end of year S 6,861 $ 65,015
See Accompanying Notes
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Saskatchewan Telecommunications Holding Corporation — December 31, 1996
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 1 — The Corporation

Saskatchewan Telecommunications Holding Corporation (the Corporation) markets and supplies a
range of voice, data, text and image products, systems and services. Its membership in the Stentor
group of companies enables it to extend services throughout Canada and to connect its customers to
the rest of the world.

The Corporation is a Saskatchewan Provincial Crown corporation operating under the authority of
The Saskatchewan Telecommunications Holding Corporation Act.

By virtue of The Crown Corporations Act, 1993, the Corporation has been designated as a subsidiary
of Crown Investments Corporation of Saskatchewan (CIC). Accordingly, the financial results of the
Corporation are included in the consolidated financial statements of CIC, a Provincial Crown
corporation.

As the Corporation is a Provincial Crown corporation, it and its wholly-owned subsidiaries are not
subject to Federal or Provincial income taxes in Canada.

Note 2 — Summary of significant accounting policies

The accompanying consolidated financial statements have been prepared in accordance with
accounting principles generally accepted in Canada, and in conformity with prevailing practices in
the Canadian telecommunications industry.

Consolidation

These consolidated financial statements include the accounts of the Corporation and its subsidiaries:
Saskatchewan Telecommunications, Saskatchewan Telecommunications International Inc.,
DirectWest Publishers Ltd. (DirectWest), and NST Network Services Inc. All significant
intercompany transactions and balances have been eliminated.

Investments

Investments in companies in which the Corporation has significant influence are accounted for by
the equity method. Portfolio investments are carried at cost, and dividend income is recognized when
received.

Short-term investments are carried at the lower of cost and market value.

Property, plant and equipment

Property, plant and equipment is recorded at original cost including materials, services, and direct
labour. The cost also includes the cost of funds used to finance construction, based on the size and
duration of the projects.

Depreciation

Depreciation is computed on the straight-line, equal-life group method using rates determined by a
continuing program of engineering studies for each class of property in service.

When depreciable telecommunications property is retired, the original cost of such property, adjusted
by any disposal proceeds and costs of removal, is charged to accumulated depreciation.

Discount and issue costs on long-term debt

Discount and issue costs relating to long-term debt are deferred and amortized on a straight-line basis
over the term of the respective debt issue.

SASKTEL 1996 ANNUAL REPORT
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Saskatchewan Telecommunications Holding Corporation — December 31, 1996
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Goodwill :
Goodwill is amortized on a straight-line basis over a maximum of twenty years. The carrying value of
goodwill is reviewed annually by analyzing the financial performance of the related investments or by
assessing their fair market value.

Revenue

Operating revenues from the sale of services are recognized when services are performed. Equipment
sales are recognized at the point of sale.

Leases

Where the Corporation is the lessor, rental revenues from operating leases are recognized as service is
rendered to customers. Revenues from sales-type lease transactions are recognized at the inceprion of
the lease. The investment in sales-type leases represents the present value of future lease payments
receivable. Finance income is recognized in a manner which produces a constant rate of return over
the term of the lease contract.

Inventories

Marterials, supplies and inventories are recorded at the lower of cost and net realizable value. Cost is
determined using an average-cost basis.

Pension costs

The cost of pension benefits earned by employees who are members of the Corporation’s defined
benefit plan is determined using the accrued benefit method prorated on service and is charged to
expense as services are rendered. This cost reflects management’s best estimate of the plan’s expected
investment yields, salary increases, mortality of members, terminations and the age at which
members will retire.

This plan is actuarially valued at least every three years. Adjustments arising from plan amendments,
experience gains and losses and changes in assumptions are amortized over the estimated average
remaining service lives of the employees who are members of the defined benefit plan.

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated ar the year-end
exchange rate. Revenues and expenses are translated at rates of exchange prevailing on the
transaction dates. All exchange gains and losses on long-term monetary items are included in other
assets and amortized on a straight-line basis over the remaining life of the related assets and
liabilities.

Financial instruments

The Corporation periodically uses financial instruments to manage its exposure to interest rate and
foreign currency fluctuations. Use of these instruments is governed by a policy which specifies
financial institutions with which the Corporation can deal, based on credit worthiness. Gains and
losses from these transactions are reported as adjustments to interest and related costs.
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Saskatchewan Telecommunications Holding Corporation — December 31, 1996

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 3 — Other items

1996 1995
(Thousands of dollars)
Minority interest (1,833) $ 2,662
Other income 1,433 424
Interest on sales-type leases 674 674
Corporate income taxes (791) (701)
Share of earnings of equity investments (76) 31
(593) $ 3,90
Note 4 — Interest and related costs
1996 1995
(Thousands of dollars)
Interest expense 53,577 $ 67,047
Amortization of unrealized net foreign
exchange losses and debt discounts 1,017 2,818
Premium and foreign exchange adjustment — 8,691
54,594 78,556
Less: Sinking fund earnings 10,810 9,059
Interest charged to construction 2,110 1,495
Interest on short-term investments 1,313 2,037
40,361 $ 65,965

Note 5 — Gain on sale of investments

The Corporation recorded gains in 1995 of $114,354,000 on the sale of its 56% ownership of LCL
Cable, a cable and telephony operation in the United Kingdom, and $10,520,000 on the sale of

shares in ISM Information Systems Management Corporation (ISM).
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Saskatchewan Telecommunications Holding Corporation — December 31, 1996
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Note 6 — Property, plant and equipment

1996 1995
. (Thousands of dollars)

Buildings, plant and equipment $1,956,786 $ 1,872,900
Plant under construction 49,783 30,628
Materials and supplies 9,461 9,959
Land 8,992 9,276
2,025,022 1,922,763

Less: Accumulated depreciation 1,054,752 983,167

$ 970,270 $ 939,596

The composite depreciation rate on the average depreciable telecommunications property in service

was 7.7% in 1996 (1995 - 7.4%).

As at December 31, 1996, the ratio of accumulated depreciation to depreciable telecommunications
property was 33.9% (1995 - 52.5%).

Note 7 — Other assets

1996 1995
(Thousands of dollars)

Unrealized net foreign currency losses $ 18,316 $ 18,420
Deferred pension costs 18,395 16,585
Competition start-up costs 8,272 4,496
Sales-type leases 4,034 5,139
Goodwill 3,633 3,964
Unamortized discount on long-term debt 2,051 2,350
Other receivables 2,147 3,954
Telesat prepayment 811 1,200

$ 57,659 $ 56,108

Note 8 — Investments

1996 1995
(Thousands of dollars)
Equity method:
Investment in Regional Cable TV (Western) Inc. -1 2,674 $ 2,469
Other (239) (131)
Portfolio investments:
Alouette Telecommunications Inc. 8,392 8,392

$ 10,827 $ 10,730

40 SAskTEL 1996 ANNUAL REPORT



Saskatchewan Telecommunications Holding Corporation — December 31, 1996
NOTES TO CONSOLIDATED FINANCIAL S'I'A'I'EMENI'S

Note 9 — Long-term debt, Province of Saskatchewan
Average Fixed

Years to Maturity Interest Rate 1996 1995
(%) (Thousands of dollars)

Canadian Dollar Issues
1 - 5 years 10.29 $ 47,153 $ 68,416
6 - 10 years 11.45 221,625 239,027
11 - 15 years 10.15 34,376 66,974
303,154 (a) 374417

U.S. Dollar Issue

24 years 9.38 137,060 (b) 136,400
440,214 510,817
Less: Sinking funds ; 102,971 (c) 106,617
Due within one year 11,882 49,867

$ 325,361 $ 354,333

(a) The fair value of this long-term debt is $361,639,000 (1995 - $427,938,000). Fair value reflects
the estimated amount that the Corporation would pay, at current interest rates, to redeem the debr
at December 31.

(b) Represents long-term debt repayable in U.S. dollars having a U.S. dollar face value of
$100,000,000 converted to $115,360,000 Canadian at the time of issue. The recorded amount is
based on the foreign exchange rate at December 31, 1996 of 1.3706 (1995 - 1.3640). The fair value
of the U.S. debr, expressed in Canadian dollars, is $168,378,000 (1995 - $177,729,000). Fair value
reflects the estimated amount that the Corporation would pay, at current interest rates, to redeem
the debt at December 31.

(c) Under conditions attached to a portion of the long-term debt, the Corporation is required to
pay annually into sinking funds administered by the Province of Saskatchewan one percent of the
outstanding balance of long-term debt received. The sinking funds include investments having a
U.S. dollar value of $15,284,000 recorded at $20,948,000 Canadian dollar equivalent. The fair value
of the sinking funds is $119,476,000 (1995 - $119,761,000) determined as the market value of the
investments held in the sinking fund as at December 31.

Note 10 — Other long-term debt

Fixed Interest Maturity

Rare Date 1996 1995

(%) (Thousands of Dollars)
TeleBonds — II Credit Bond 6.5 1999 $ 34,109 $ 34,480
Other — 1997-2001 11,658 6,334
45,767 40,814
Less: Due within one year 2,336 4,345

$ 43,431 $ 36,469

Credit TeleBonds pay interest monthly by way of a credit to the designated customer’s telephone
account. Repayment of TeleBond principal and interest is unconditionally guaranteed by the Province
of Saskatchewan. The other long term debt has a fair value equal to the face value of the debt.
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Saskatchewan Telecommamications Holding Corporation — December 31, 1996
NOTES TO CONSCLIDATED FINANCIAL STATEMENTS

Note 11 — Current portion of long-term debt

Sinking fund installments, estimated TeleBond redemptions and long-term debrt repayments (net of
sinking funds) due on outstanding debt over the next five years are as follows:

(Thousands of Dollars)
1997 $ 14,218
1998 $ 5,575
1999 $ 38,875
2000 $ 15,130
2001 $ 3,631

Note 12 — Equity advance

As a Saskatchewan Provincial Crown corporation, the Corporation’s equity financing has been
provided in the form of an equity advance from Crown Investments Corporation.

Note 13 — Items not affecting cash from operations

1996 1995
(Thousands of dollars)
Depreciation $ 146,955 $ 138,660
Other 2,432 (632)
Interest charged to construction (2,110) (1,495)
Net loss from LCL Cable operations — 3,745
Premium and foreign exchange adjusements 764 8,529

$ 148,041 $ 148,807

Note 14 — Pension plans

The Corporation maintains two pension plans which provide retirement benefits for essentially all
employees.

A defined contribution plan, the Public Employees Superannuation Plan, is maintained for
employees hired subsequent to October 1, 1977. This plan’s funding requirements are established by
the Superannuation (Supplementary Provisions) Act. Employee contributions are matched by the
Corporation.

A defined benefit plan is maintained for those employees hired prior to October 1, 1977 and who did
not elect to transfer to the defined contribution plan. The defined benefit plan provides for pensions
at retirement which are based on eligible employees’ years of service and their highest five years of
earnings.
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Saskarchownn TolAoamBamtions Hllng L BTt s Daseriber SINTE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

Details of the defined benefit plan are as follow:

1996 1995
( Thousands of dollars)
Plan assets at market related value $ 605,578 $ 541,832
Present value of accrued pension benefits 547,470 477,969
Surplus 5 58,108 $ 63,863
Pension expense for the year was as follows:
Defined contribution plan $ 5,540 $ 5,236
Defined benefit plan (828) (299)

$ 4,712 $ 4,937

Included in operating expenses is $20,500,000 for bridging costs and retirement allowances borne by
the Corporation pertaining to an early retirement program offered in 1996.

Note 15 — Related party transactions

Included in these financial statements are transactions with various Saskatchewan Crown
corporations, departments, agencies, boards and commissions related to CIC by virtue of common
control by the Government of Saskatchewan and non-Crown corporations and enterprises subject to
joint control and significant influence by the Government of Saskatchewan (collectively referred to
as “related parties”).

Routine operating transactions with related parties are settled at prevailing market prices under
normal trade terms. These transactions and amounts outstanding at year end are as follows:

1996 1995

(Thousands of dollars)

Revenue $ 36,036 $ 37,760
General administrative expenses 48,461 56,539
Accounts receivable 3,305 3,131
Accounts payable 544 1,084

In addition, the Corporation pays Saskatchewan Education and Health Tax to the Saskatchewan
Department of Finance on all its taxable purchases. Taxes paid are recorded as part of the cost of
those purchases.

Other amounts and transactions due to (from) related parties and the terms of settlement are
described separately in these financial statements and notes thereto.

Note 16 — Commitments

The future minimum lease payments under the operating leases of the Corporation are as follows:

(Thousands of Dollars)
1997 $ 16,757
1998 $ 16,222
1999 5 13,255
2000 $ 13,430
2001 s' 13,755
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CORPORATE DIRECTORY

Executive officers

Donald R. Ching
President and
Chief Executive Officer

Dale Bassen
President
SaskTel Internarional

Dan Baldwin

Senior Vice President

Strategic Business Development
& Administration/Strategic
Marketing

Senior operating managers

Mike Anderson

General Manager
Strategic Business Development

Dave Birnie
General Manager
Supplies and Services

Sean Caragata
General Manager
Corporate Aftairs

Don Cherewavko
General Manager
Customer Services Saskatoon

Basil Ciepliski
General Manager
Mobility

Ron Gartner

General Manager

Network Planning Provisioning
and Access
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Garry Simons

Senior Vice President
Customer Services

Acting Vice President Human
Resources/Industrial Relations

Gord Farmer
Vice President
Sales and Service

John Meldrum

Vice President
Corporate Counsel
and Regulatory Affairs

Betty Hoffart
General Manager
Customer Services Support

Ken Keesey
General Manager
Customer Services Regina

Tom Laird
General Manager
Customer Services-Call Centre
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Judy Harwood (Saskatoon) Geoff Wilkinson (Regina)

Assistant General Manager C.E.P. Representative
Saskatoon Travelodge
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