& TRANSCRIPT HAS NOT BEEN THOROUGHLY EXAMINED FOR ACCURACY AND IS,
oEFORE, AN UNOFFICIAL DOCUMENT.

standing Committee on The Alberta Heritage Savings Trust Fund Act

Tuesday, September 5, 1978

frman¢ Dr. McCrimmon 2:00 p.m.

CHAIRMAN: I +think we'll call the meeting to order. This is the first
.ar meeting of the Alberta heritage +trust fund, and as the Alberta
{age trust fund is wunder the portfolio of the Provincial Treasurer, we
with us today the Hon. Merv Leitch, Provincial Treasurer. It's under Mr.
fch's jurisdiction that the report which you all have before you is put out
year giving the background for the year, to March 31, 1%78, in this
iéulat report. From this report, Mr. Leitch will be prepared to answer
questions the committee has to put to him with respect to the funds spent
this period.

Mr. Leitch, do you have any cpening remarks to the committee?

LEITCH: Thank vyou, Mr. Chairman. As this is the second occasion that
& gone through the annual report, I don't believe I have opening xemarks
rable to those I made last year.

do want to respond to one of the recommendations contained in last year's
of this committee, and that was recommendation number & under the
g Procedural Recommendations, appearing on page 21, which reads:

At the beginning of each fiscal year the Provincial Treasurer be

lled upon to explain to the Committee any changes in the
accounting procedures from the previous . . . year.

Chairman and members of the committee, there have been no changes inr the
unting procedures from last year.

AIRMAN: Thank you, Mr. Leitch.

W, there are several sections that come under Mr. Leitch's jurisdiction.
want to cover this section by section, or just general gquestions? It's
6 the committee itself.

NOTLEY: Perhaps we could deal with some general questions first, Mr.
rman.  Could we do that?

CHAIRMAN: The Chair is open for general questions to Mr. Leitch.

NOTLEY: Mr. Chairman, I wonder if I might lead off by asking the
cial Treasurer, because I notice that as the person in charge of the
and responsible to the Assembly . . . There were a number of
mendations made last vear, and the Treasurer indicated one
endation. Just to start +the proceeding, do you have a summary, Mr.
er, of the recommendations before you? Because I'd like your response
"mber of them.
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: Mr. Chairman, I have a copy of this committee's report of last
.nd have the recommendations.

GTLEY: So vou'd be in a position now, under general questions, to respond
how the investment committee reacted to our specific recommendations?

BITCH: I would say that's true, save for those recommendations dealing
fe capital projects division, which really are not investment committee
énS- ‘As you would know, they are decisions made by the House, and I
énticipate having estimates in the House at the fall session which would
gsponse in the sense that it deals with the capital projects division.
gTLEY: What I'm really getting at is: with respect to some of the
endations we can obviously ask the appropriate ministers, but it would
5 me that the decisions made on some of these projects would not be
. at only in isolation, department by department, but would in fact be
oris made by the investment committee, taking into account the investment
tee's total strategy, if you like, for investing the fund in any given

So one of my concerns, while we have you here, is that those questions
late to an overview of the investment committee's work, I'd like to get
iscussed +today rather than getting bogged down to specific items which
1 ask at the appropriate time. But those specific items might have been
&8¢ by the overall investment strategy of the investment committse.

EITCH: Mr. Chairman, I have a little difficulty responding. because the
;ﬂ opened with a reference to the recommendatiuns. Perhaps we can nmake
by going through the recommendations. If vyou have particular
6ns relating to them, I'1ll certainly try to respond to thenm.

LEY: Mr. Chairman, perhaps we could begin then by the recommendation on
recommendation number one, under the Alberta investment division:
sideration should be given to investment in the Alberta portion

the proposed Alcan gas pipeline. This would be in the form of
capital -- probably bonds.

s the treasurer could start, Mr. Chairman, by advising the cormittee
e -things stand with respect to that particular recommendation -- what
siderations have been during the last year in terms of evaluating that
dation.

'CH: Mr. Chairman, there have been considerations, but onlv in a very
sense, of that recommendation; and frankly, I think it is +too early
investment committee +to be giving detailed consideration to that
ation. I think the project would have to move along a bit farther
t now is, before we could usefully have a detailed consideration of that
éndation. I think I can reflect the investment committee's general
which is that an investment of that nature would be a sound one. In
I believe they agree with the philosophy expressed by this committee in

Hould vyou be 1in a position, Mr. Minister, to indicate to what
here has been preliminary consideration: to be a little more specific
of nmeetings? Have there been any meetings, for example, with the
2ls of the pipeline company or any people involved in it to assess the
ty of Alberta investment?
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TCH: No. There have been no such meetings, Mr. Chairman.

HOTLEY: Has the department engaged any consultants or has there been any
snt there? :

"RITCH: No. I think those are the kinds of things I meant when I was
g to detailed consideration. I think the project needs to nove
beyond where it now is, before such detailed considerations would be

TLEY: There has, however, been some general discussion of it in the
. of the investment committee as a whole, without nailing vyou gdown~ to

‘TCH: That is right.

LEY: And it would be fair to say that in gengral the investment
ee feels that such an investment would be a sound proposal?

TCH: Yes. They phllosophlca1ly agree with the recommendation, and at
ropriate time I would expect a detailed consideration of it.

'LEY: What steps are now being taken to further explore this particular
in view of the government's favoring it in principle or at least
that it's a sound investment? What are the next steps you see over
ng year?

I don't think I can really answer that, Mr. Chairman. I think
o be some progress made with +the project. As members of the
é would -know, -thexe 1is legislation now before the United States
and I would think that that legislation would have a significant
on the future of the project. Until that's dealt with, it would seenm
it would be premature for us to do anything other than to keep a
“brief on the project.

'CH:
¢

'LEY: Mr. Chairman, I just have one additional question. Maybe other
ould want to follow this up. To what extent has +the investment
considered Alberta having to backstop this major project in vieuw of
e difficulties encountered in the United States? 1 gather ‘there
problems with certain legislative moves, as the Treasurer mentioned;
blems as to the principals being able to get contracts for sale of
6 what extent —- or has there been any assessment at all at this point
To what extent will it be necessary for Alberta to make a-
ial investment -- in a debenturs way, I hasten to add —- to possibly
e the coming together of the rest of the capital structure?

TCH:  Mr. Chairman, there has been no discussion of that nature at all
estment committee.

2Y: Has there been any discussion of that by the cabinet, apart from
tment committee?

CH - Mr. Chairman, I would think that would be an appropriate question
ask some other ministers who may be here, because they may have
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personal knouwledge of the matter than I. But even with a minister here
ore personal knowledge than I, I doubt that it's an appropriate question

out of the report being considered by this committee. 1It's a general
ent matter as opposed to an investment committee matter.

CHAIRMAN: Are there any further question on this particular topic from any
other committee members? Are there any other questions with respect 1o
econmendations of the committee from last year?

NOTLEY: Do all members have copies of the recommendations? I happen to
+hern here, but I don't want to monopolize the . . . Because I have a
er of other questions.

CHAIRMAN: Well, go ahead, Mr. Notley, if you have a further question.

NOTLEY: Mr. Chairman, when we get to the Minister of Agriculture and also
Associate Minister of Energy, I'1ll be going into this in scome detail. But
mmendation number four on page 19, "That a 'New Pioneer' program be
idered for the provision of infrastructure, loans and assistance +to the
ing up of new homestead agricultural land”, I think is one of the nore
rtant recommendations we made last year, because it recognizes that we do
about 5 million arable acres of land and that we should be undertaking =a
fhed approach to opening this up and getting people on that land. I +think
is even nmnore important now in view of +the fact that we do have a
tantial increase in land cost throughout +the provincs. lle should be
ding up the process of making public land available so that we can get
g people into agriculture. Knewing some of +the areas +that would be
ential land for opening, I think this recommendation is a good one. Unlike
. past one we discussed, I think this is a very good one. I'd like to have
report from you as to as to how the investment committee as a whole saw the
ommendation, what context you feel it fits in the +total investment
cedures of the investment committee.

LEITCH: Mr. Chairman, I +think the hon. member is perhaps under a
apprehension, but at least misdirecting his questions here. 7
irst of all on the policy, 'I think the question is appropriately directed
the Minister of Agriculture, and I take it he will be appearing before your
nittee, Mr. Chairman.

hen when you phrase the question in terms of the investment comnittee, as I
mented earlier, this is not an investment committes matter in the same way
t the other investments are investment conmmittee matters, because the
veéstment conmittee doesn't make a decision here. They are for the funding
capital projects. They are made by the House as a result of estimates
cesented to the House in the way that estimates are ordinarily presented +to
¢ House. So I think the gquestion is not properly framed as an investment
nmittee decision question.

NOTLEY: Would there not be discussion, though, in the investment cormittee
the proposals that the government will be presenting to the Legislature in

le form of capital works investments?

. LEITCH: I wouldn’t regard them as discussions of an investment committee.
ey would be discussions by the Executive Council. But I uquld regard those
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Executive Council discussions as opposed to investment conmittee

ussions.

NOTLEY: You are presuming, of course, that recommendation four would
omatically fall under the capital section. It may not necessarily.

LEITCH: It's under that heading in your report.

NOTLEY: Yes. It would normally be that, but I'm not saying that it's
utely necessary that it be that way.

- LEITCH: Well, we've certainly not given any consideration to investments

would fall within recommendation number four undsr either the Alberta

+mnent division, mnor have I as Provincial Treasurer under Section 9
ible).

NOTLEY: What I'm really getting at, Mr. Minister, is that rather than
g about the specifics of this -- and we'll be getting into that when the
er of Agriculture comes, and also the Associate Minister, tomorrow —--
e question of the general philosophy of the comnittees; because it would
~+0 me that when one looks at the <question of renewable resource
sment and non-renewable resource development, when you 1look at the
~of attempting to diversify the economy of Albsrta, one of the things
d bz looking at is a recommendation such as recommendation four on
. And we spent some time last year -- you know, the deliberation that
&d in this conmittee passing it was a recognition that it certainly fit
gory: diversifying the economy of Alberta. So, what I'm getting at is
i the department has dealt with it, but whether or not the conmmittee as
looking at that criterion, has assessed it, and what importance vou
on the direction proposed in recommendation four.

CH: In «response to the general question, Mr. Chairman, I think it's
t we have given significant weight to the argument that there should
provided in the agricultural sector as part of the strengthening of
important sector of the Alberta econony. It's a diversification in
Se of increasing the capacity to produce, and appreciable sums are now.
vided for through the capital projects division, in irrigation, for
and in the grazing lease program. S$o, our general philosophy is that
t financial support in that area 1is appropriate and has been
With respect to detailed wayvs in which that should be done, whether
be done through the "new pioneer" program and the parameters of such
m, if it were adopted, or through some other program, I think are
te questions for the Minister of Agriculture. He is going to be here
ously he 1is going to be much more knowledgeable in this area than I

R: My question is not on the recommendations, but I have a question.
to deal with the loans we've made to New Brunswick, I +think $46.8
and to Newfoundland of $50 million.

| Qf all, are +the interest payments being kept up to date by the two

Yes, they are.
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f,OR: Are these paid by the month, or by the half-yeaz, or . . .

EITCH: Mr. Taylor, I would have to check the details of the instruments.
+ ansuer from memory.

PAYLOR: I wonder if I could also find out if the repayment of capital --
these 20-year loans?

,EITCH: Yes.
AYLOR: And the repayment of capital will all take place at the tuwentieth

LEITCH: Well, again I'd want to check that. My memory is that they are
-6ver the course of time. But I'd want to check that.

TAYLOR: I was asked this by a chap from New Brunswick. He was very happy
the government had borrowed this money frem Alberta, but he was wondering
effect it was going to have on his annual taxes in regard to the
ayment. My only comment at the time was that I felt it would be less than
‘we had borrowed it from +the American market or frem any of the other
kets; and secondly, the money was staying within our oun country. But I
E a little uneasy because I didn't have all the details in regard to just
t+hat was being handled.

ne other «question in connection with this type of loan. Have there been
overtures from other provinces seeking loans from this fund?

LEITCH: Yes, there have been some additional overtures. 1I'd be hesitant
give the committee particulars of them, because on occasion provinces nay
h tc discusg the possibility of borrowing privately. without its beconing
blic knowledge. But I can answer the question: yes, we've had additional
cuszions.

“MR. CHAIRMAN: Any further questions?

§E§. CLARK: Mr. Chairman, with regard to the recommendation on page 21:
At +the beginning of each fiscal year the Provincial Treasurer be
called upon to explain to the Committee any changes in the

accounting procedures from the previous fiscal year.

vou've done +this, I can get the question in the records. Are there any

‘MR. CHAIRMAN: I +think that question was ansuwered before you came in, Mr,
Clark. I believe the answer was that there have been no substantial changes.

s that not correct, Mr. Minister? '
MR, LEITCH: There have been no changes.

MR. CLARK: And any anticipated?

%ﬁR- LEITCH: No, I don't anticipate any. You mean in the current vear?

MR. CLARK: Yes.
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LEITCH: No, I don't anticipate any in the current year.

MOTLEY: Mr. Chairman, just going back to the Canadian investment division
a moment. Has +the government or +theinvestment connittee considared
commending the expansion of the Canadian investment division? I gather now
;s the government of Canada and other provincial governments. Has there
en any consideration of the feasibility of expanding that to., perhaps,
nicipalities we may have in other provinces, that for one reason or another
ﬁld be able to make a valid case? You might have utilities, for example, in
er provinces, that might make & valid case. To what extent has the
nmittee set any guidelines or adjusted the guidelines since we first passed
e act in 19762

LEITCH= Mr. Notley, we could now, under the existing legislation, invest
, the debt instruments of, certainly, some utilities in the other provinces,
ause the legislation provides that investments could be made in the debt
struments of other governments or agencies whose indebtednesses are
anteed by +those governments. In some provinces the utilities debt would
guaranteed by the province. So, it's a little wider than as framed in your
stion. To extend it beyond that would require change in the legislation,
y the investment committees would not have the capacitv to extend that on its
fn. The idea certainly merits consideration, but I have no reason to think
‘would be proposing amendments to the legislation in the immediate future.

., NOTLEY: Where would things stand, Mr. Minister, with respect to the two
rritories?

LEITCH: Well, again, that's a question of interpresting the legislation,
I'm not sure that the governments in the two territories have a capacity
, borrow on their own. I simply don't know. If their indebtedness is
aranteed by the federal government, and I would suspect that's the case,
en such borrowings would fall within the legislation, bscause it would be a
growing'either directly by the federal government or by an agency or entity
ose indebtednesses are guaranteed by the federal government.

N

NOTLEY: What consideration has been given by the investment committee to
aching the full potential of +the Canadian investment divisien? Because
ght now it's a relatively small percentage: it would be approximately, what,
' per cent of what could be invested as things presently stand. Has any
essment been given by the committee as to an optimum amount or is it just
ng to be on the basis of proposals that are brought to you by respective
vinces, then vyou’'ll consider those proposals and it may well be that $97
lion or $98 million will be our investment in +the Canadian investnent
Vision for several years?

s+ LEITCH: I wouldn't expect that to be the case, but the policy we have
)llowed to date is to react to proposals rather than try to solicit business.
course, I'd be interested in a recommendation from the committee on that
int, Mr. Chairman, if they feel that we ought to change that philosophy or
ctice and actively solicit borrowings within +that division. It's ny
eling that that's not an appropriate +thing for us to do. All other
Vernments in Canada are aware of the fund. I think the better practice for
‘is to respond to their approaches.
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;LEY: I, by and large, agree with that. Without giving away the detuails
srovinces that have mads overtures, could you tell us, Mr. Minister,
y overtures have been made by other governments -- plural -- assuming
eral government, with its current deficit, might be interested in
to Albarta to borrow some of our capital fund here? But, how many
es have been made to date?

TCH: There have been a few conversations +that I've had with
tatives of other governments, of a very preliminary nature. I would
all of them as overtures, but +there are only one or two that are
'g with nore detailed discussions.

\RK: Mr. Chairman, +two areas. 0One of the recommendations that were
: least by some members, dealing with the procedure last year, was that
age savings trust fund report -- when the Provincial Treasurer has it
| and made available =-- would include total estimated costs of
s I'm thinking in terms of i.e. the southern Alberta cancer centre,
s Like that, and also anticipated operating costs. Now I recognize,
ster, that that recommendation didn't carry the weight of the menmbers
sommittee, but was put forward in a minority reporct. My question to
ster 1is: has the government given any consideration to including in
#t itself +the total estimated costs of projects, and also the
ed operating costs, or have them at least be made available to the
the committee?

TGH: I do not contemplate any changes in the format of the report to
hose items, and merely call to members' attention that those matters
course, subject to <questions when the individual ministers appear
committee. But perhaps more importantly, they are subject to those
during the time the estimates are going through the Assembly, which
be a more appropriate time to deal with the +total costs of +the
and the anticipated operating costs. I think they can then be dealt
[feat detail.

. Mr. Chairman, following that up to the Treasurer. The reason I
question, Mr. Treasurer, is that last year the committee found out
isters either <didn't have +that information or couldn't make it
=~ the anticipated operating costs -- and I refer to +the health
€Gentre herxe in Edmonton and the southern Albexrta cancer centre in
'From the standpoint of the Provincial Treasurer, it would seem to ne
‘anticipated operating costs of those projects would be a matter that
Urer and the Treasury department would certainly be on top of; and
rd to the fact that that information was not available in the past,
‘the House or in the comnittee, that's really why I put the question
this time. Is that information available to your department, then,
the committee have it?

Ht Well, I guess it's inevitable, Mr. Chairman, that we get a sort of
financial issues here, between the heritage fund and the province's
budget, because +the heritage fund +through the capital projects
*  funding various capital projects, some of which will have
t operating costs. But they will appear on the operating side of
*ial budget as opposed to the heritage fund. Now as Provincial
and having overall responsibility with respect to the province's
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I'am of course conscious of the increase in -operating costs created
ult of capital projects funded through the capital projects division,
gp that in mind when involved in discussions in respect to capital
. ‘But the capital projects herxe, of course, are no different, in that
:from capital projects funded through the regular provincial budget.

Mr. Chairman, then my question to the Treasurer: is it possible for
+he anticipated operating costs for both the southern Alberta cancer
and the . . . Is it possible to get that information? Is the
: available? Let's put it that way to start with.

I would think the best information on that uould'be‘available from
ual ministers as they appear, similarly to the way in which that
would be gotten if the mnatter were going through the House as

SQMAN= I have a spare copy of the commnittee's report if anybody would
~heck over the recommendations and hasn't got a copy.

QEﬂi The report indicates, Mr. Leitch, that the average weighted yield
nd is 8.6 per cent as opposed to last vear's slightly in excess of 9,
gCall correctly. I was wondering if you could give the committee an
he reason for the change, and also speculate on the future markets in
t-term marketable securities? '

CH: When we relate the 8.6 per cent number used to the 9.3, I believe,
» I'm not sure you're relating the same numbers -- perhaps vou are --
§pe weighted average yield of all of the investments, I think, was 8.8
"ds opposed to 8.6. I think 8.6 waz the marketable securities and 8.8
total, "so there may be .2 per cent of a difference between the
i you were making, and that we'd just need to check.
' to the reasons for the lower yield this year as compared with last
-hink you can answer that in one phrase really, and that is: lower
rates have prevailed during the period under review as compared with
2ding year. That iz the whole explanation, really, for the reduced
fetorn.
to speculate on what might occur in the future, that's a difficult
r one to do with any great degree of confidence, because it involves
Ags. It involves an estimate of the future interest rate and then an
of what percentage of the portfolio will be in the variocus possible
nts. For example, if we had more of the funds in longer-tesrnm
we would tend to have,'in a falling interest rate market, a higher
eturn than if we had a larger percentage of the investments in shoxrt-
urities. The general advice I'm receiving now is that we ought to be
more of the. funds into longer—-term securities, and that's what I
te we will be doing in the immediate future. But there is aluways the
of how rapidly vyou can do that and make sound investments. So I'd
to predict what the return might be in the year, because it involves
‘W0 uncertainties.

EN: Is there a detrimental effect on the fund as a result of the
M with the Canadian dollar's weakness, as well as the relationship of
adian dollar to +the Anerican dollar and the weakening Canadian and
currency in terms of European currency?
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~LEITCH: Mr. Shaben, vou're in areas where I by no means regard myself as
_pert.A But one effect of the dropping Canadian dollar in relation to the
¢an dollar may well be an increase in interest rates, because that's
n that is sometimes taken by the federal government irn an effort +to
sigthen the Canadian dollar: to increase the interest rate. So there is
vs the possibility that if the Canadian dollar was dropping or showed a
éﬁcy to drop further +the federal administration might feel that
opriate action to be taken would be to increase the interest rate in an
++ to stop that. If that occurred, of course the yield would improve; the
:rSe would be the case if the Canadian dollar strengthened and the federal
orities felt that then would be an appropriate time to reduce the interest
I'm talking about the Bank of Canada prime rate, of course.

MUSGREAVE: Mr. Chairman, I wanted to go back, and perhaps Mr. Leitch can
i me out of this dilemma I'm in. As I understand the Canadian investment
sion, we wait for people to approach us for investments. Nouw, have we
up all the allocated amounts, or are there more requests for funds +than
iave available?

LEITCH: I'm sorry, I missed your question, Mr. Musgreave.

CHAIRMAN: Speak up a little 1louder, it's difficult to hear in this
icular space here.

- MUSGREAVE: On the Canadian investment division, you advised us that you
for people to make application rather than go out =and seek borrowars.
there been more requests for money than there is money available?

LEITCH: No.

MUSGREAVE: From this Canadian investment division, do we loan money to,
Quebec Hydro, or Ontario Hydro, B.C. electric, these kinds of people?
d we consider that?

LEITCH: We could +to any of +those entities if their indebtedness was
‘anteed by their provincial government.

MUSGREAVE: Do you not see a rather strange situation there where, I think.,

6f the hydro in Canada is generated by government-owned agencies or
rnment-backed agencies, except in the province of Alberta? Is this
ect?

LEITCH: I'm not sure of the . . .

MUSGREAVE: I think generally that is the situation, that most of the hydro
anada is generated by Croun corporations or +those that are effectively
rolled by the Crouwn.
. was uwondering if there is not a rather strange situation in the
slation that allows us, in effect, to loan money to those agencies outside
Alberta, but not within our province. MWe can't, as I understand it, lend
Y from this section to Calgary Power or HUL. MWould this be correct? So
would mean, I would think, we would +then put it into the Alberta
stment division? '
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I +think we could, in the Alberta investment division, také the
ents of Alberta corporations of that nature. I can't think of any
we couldn’'t. The requirement is: that they yield a reasonable rate
. the fund -- and that would obviously be met --— and that they
_strengthen or diversify the Canadian economy. While it's probably
ment, I would think most of us would conclude +that an expanding
base tends to strengthen vyour economy. As a matter of fact, it's
. You need the utility base in order to build the economy on it.

AVE: This brings me to my next question, Mr. Minister. I was
if\we are not missing an opportunity in not pursuing that approach a
ve - strongly in the pfovince of Alberta in that we are loaning, say,
: Alberta Energy, or, I would assume perhaps the city of Edmonton. I
lf we uould loan to {hem for their utilities.

pid you say loans to the city of Edmonton?

VE: Would you loan to them for their utility requirements?

We wouldn't wunder . . . We haven't, I should put it that way.
Lieve that they've borrowed from +the Alberta Municipal Financing
which in +turn gets its financing from the heritage fund. So

oxr. through +the vehicle of +the Alberta Municipal Financing
on, funds flow from the heritage fund to the city of Edmonton; and I
ject to checking the loans from that corporation, that scme of the
ve been used for the city'’s utilities.

REAVE: Mr. Chairman, I could sum up the question in this way: do you
are losing out on an investment opportunity in +the private pouer
fi the province of Alberta because of the way the legislation is

i Well, I certainly think it's an item that is under consideration
d be given very careful consideration; that is, whether we ought not
from the Alberta investment division funds on the debt instruments of

ions, particularly those doing business in Albexrta. Certainly I think

item that should be very carefully considered.

airman, if I might interject in response to a question Mr. Clark asked

irst came in{'ahd that was about changes in accounting policy and

I contenmplated any. I had overlooked the fact that we will likely go

h; as opposed to an accrual, system in the capital projects division.

t would appear in the ' quarterly reports that are coming up in the

You asked about contemplated changes.

to add to that, I'm not sure that that would resvlt in a change in the

port, but it would show a change in the quarterly report. So the

report may remain the same, but the quarterly reports will be slightly
t.

ARK: To the Provincial Treasurer. In the course of the year that we're
at, did the Treasurer have discussions, either at his initiation ox

iitiation of the federal finance minister, with regard to the heritage
all? '
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1f I had any discussions with the federal finance minister about
8 fund. they would be very casual conversation as opposed to a
+ing or discussion about it. I'm sure we had some words about it,
'd be just by way of conversation.

A. follow—up ques{ion to that. Has the federai government ever
hcern to the Provincial Treasurer with regard tc the size of the
* and how Alberta is investing that fund?

No.

¢ Have there been discussions between yourself and federal officials
-4 to the heritage saving investment portion in government of Canada

No.

I should preface mny next comment by saying that last yveaxr, Mrx.
you recall I asked a number of questions about the people vyou had
'investment work in the department. In fairness, I should say I've
véry good reports about those people and the job +they are doing.
ally wasn't the question I had in nind.

stion deals with: could the Treasurer confirm that the government of
¢ one of the largest holders as far as government af Canada bonds are

No, I couldn't confirm it.

No. Then could we have a figure at the end of the year when this
finalized, as to the volume of government of Canada bonds and the
they make wup of the +total investment portfolio? I'm thinking
s Mr. Treasurexr, on the basis of the short-term -- 30-, 60~, and 90-
" -- and the amount of, if I can put it this way, federal government
; the heritage fund had, something close to the end of last vear.

¢ I'm not sure the answer, Mr. Clark, to vour question isn't:
n page 29. Yes, at the bottom of the page: "Marketable Securities
EsT, It's a summary of the investment transactions for the vear
31, 1978. Under "Debentures and Notes" there: "Government of

ds, direct and guaranteed". It appears that as of March 31, 1978,

.2 million of government of Canada bonds direct and guaranteed.

¥ that was the largest holding in Canada, I don't know. I'n not

find that out, but I'11l try.

K Mr. Chairman, also could I ask Mr. Leitch: since then, has the
und acquired larger portions of government of Canada bonds?

I don't have any difficulty dealing with the question, Mr.

t I simply call to the committee's attention that we are straying

frame that's really not before the committee. We're dealing with

eport, and we're into what's occurred since March 31, 1978. I

any difficulty with the question, but I think we should keep in
&8 really before the committee.
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To respond to that, Mr. Chairman, I think the point the Treasurer
811 taken. But I would just make this point: that as the heritage
gt fund acquires or picks up more federal bonds and debentures, then
is consciously or unconsciously, the government of fAlberta has more
as far as dealing with the government of Canada is concerned. That's
I asked the first question about discussions between the Treasurer
sister of Finance, and that's really now why I ask the question: are
g up more investment in this area? Is it a conscious practice of the
do this? Or is it really happening as a result of what appear to be
wwvestments on the horizon at this particular time? And despite what
says about straying into this year -- and I appreciate that
if we could get some indication whether +the 50.2 has increased

; 'since the end of this year, it would give some indication of
d!iS'takingwpiace;

Hf Well, Mr. Chairman, I can respond to the philosophical question or
tment practice question, which was whether we're buying government of
nds, either direct or guaranteed, for any other motive than that they
ppropriate investment. The answer to that is no. We buy those bonds
amounts and at such times as are normal as the investment practice or
ctates it's a wise investment. That's the only reason for our
in it.

Y: I wonder if I could just go back to Mr. Musgreave's question for a
I have several others in a different area. But I take it we won't
¢ Minister of Utilities and Telephones here; he has no specific
ns under this fund, so therefore if we're going to . . .

RMAN: His portfolio doesn't come under this fund.

LEY: Therefore, I +think it probably wculd be appropriate to ask the
r then: has there been any formal discussion in the committee on the
of making funds available to Alberta's two privately-ouwned investor
s? Now one of the reasons I raise this is that during +the question
.@st spring the Minister of Utilities and Telephones indicated that the
nt was going to look at this as an option. Obviously if vyou uwere
look at it, one of the places to look at it would be an investment
heritage trust fund.
ome of the major power generation investments that are requ;red in the
n or eight years, obviously we're going to have to make a decision
on. Either the private investor-owned utilities are going to have to
in looking at their capital structure and hence the rate structure;
we're going to finance part of that through the heritage trust fund,
8’11 have to be making a decision fairly soon too. So has there been
al discussion at this point by the committee?

ITCH: There has been discussion; but it's, I think, part of the larger
slon that Mr. Musgreave was raising, which was making funds available to
3$ions doing business in Alberta, although he specifically mentioned
dies. But no decisions have been made on it.

Has there been any assessment by the committee or any effort by

mittee to request the Electric Utility Planning Council, I believe it
submit an agenda for projects and the capital costs? I know the ERCB
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in 1974, I believe, if I'm not mistaken, and the figures are pretty
g: $5 billion or $6 billion for some of the major projects. My
;s what have we done to follow that up, or has thes committee nade
ite moves at this time to update that?

TCH: No, I would expect that information is updated and the government
put not as a result of a request from the investment committee. I
at information would be available to the Minister of Utilities and
‘5 in the ordinary course of administration of that department. But
nvestment committee, we have not considered that information or called

3Y: Do you intend to call for it?

TCH: Well, it's . . . Remember, I'm just one member of the investment
and I suppose if any other member asks for information we would

But that would presumably be one of the items under consideration
d under consideration, as I'm sure we will in the future, possible
hcing for business activity in Alberta.

:EYt Mr. Chairman, I'd like to just move on into a slightly different
I may. If there are any other questions on the power issuve, then

ér, if there are supplementaries on that.

ANCHE: May I, Mr. Chairman? Just for clarification, you're talking
dering debt capital for the private utilities, based on competitive
siderations versus any equity investment. Is that what you're
You mean you're not considering equity investment, you're considering
sstment on a competitive basis?

tgﬂt Yes. My comments have been related to debt instruments, to
g in the debt instruments of corporations carrying on business in

SMAN: Mr. Chairman, I wanted to ask a couple of questions about the
funds that are available to the investment committee, and while I
snt to stray too much into the realm of future projections, in view of
ence now of having the fund increase at 30 per cent share of non-
&  resource revenue in the amount of almost $1 billion, I'm wondering
vincial Treasurer could advise us whether or not consideration is
iven to increasing that percentage share of non-renewable resource
for future recommendation to the Assembly?

TCH: Mr. Horsman, it's my memory there is a motion to that effect on
¢ paper. Am I not right abeout that?

ISMAN: I think that's correct.
T¢H= And if that memory is accurate, I would think we'd wait until the
~debated it and took into consideration the result of that debate. My

s that +the motion is framed in the way that the government consider
the percentage.
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ggsmAN I ask the question primarily because of reports that the Prenmier
n some indication that that matter had been under consideration. I
adering as +to whether or not +there had been any further active
ation during the course of the interval since the adjournment of the
session?

No, +the matter has been discussed but no decision reached. 1I'd
to the debate when it arrives.

Thank vou.

: I'd like to ask with_regard to the Alberta investment division.
shnvestments were made in the Alberta investment divisien<in 1977-78?

ITCH: Mr. Clark, I believe they're all summarized in the report.
& another table on page 29, and that's the table at the top of the page.
is the Alberta Housing Corporation debentures, the Alberta Home Mortgage
tion debentures, the Alberta Energy Company shares, equity in the
e project, and the further advance of funds under the two debentures
Gulf Canada Limited and Canada-Cities Service. Sc =211 of the investrents
at division are summarized in that table.

ARK: Supplementary question, Mr. Chairman, to Mr. Leitch. Mr. Leitch,
f these were really new initiatives during '77-78?

CITCH: These investments were all ones that were a continuation of
nts made the preceding vear. There are new investments in the sense
itional amecunts in both of the corporations and the shares. But in
“to the debentures, they were a commitment. We were fulfilling the

ent by advancing funds during the vear; and that's true also, of
€, of the increase in the equity in the Syncrude project.

CLARK: But as to any new initiatives in the Alberta investment division,
Were none in '77-78, other than fulfilling the commitments that had been
previously?

EITCH: No, that's accurate as summarized in the table.

CLARK: If I could refer to page % in your report, the third column, last
¥aph under "Alberta Investment Division": "Alberta .Investment Division
tments are made or approved by the Investment Committee of the Heritage
My question, Mr. Treasurer: were there submissions made +to the
ment from sources outside the government for funds under the Alberta
tment division during 1977-787

LEITCH: There would certainly be recommendations, because I receive a
numbexr of them with respect to investments. I don't recall any formal
Ssions or anything of that nature with respect to the investments in the
a investment division. But I'm sure in all +the range of investment
ndations or suggestions we receive as a government, there were some
would have fallen within the Alberta investment division.

CLARK: Mr. Treasurer, then, what criterion is used to really in effect
down every investment recommendation that the government got in +the
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.stment division in '77-78? MWere none of them considered to vield
& rate of return and diversify the economy of Alberta?

" Mr. Chairman, I'd think it's more appropriate to respond to the
looking at the tests set out in the legislation for investments

. division. They must be investments that will yield a reasonable
qxrn or gain to the fund, and will tend to strengthen or diversify
3 ecOneCmy. But I think it is quite wrong to say simply because

_investment that will meet those tests, it should be made; because
there are many, many investments that would meet that test, but
e made for a variety of reasons.

Would you like to elaborate on the reasons, then?

“H Well, I can think of an investment, for example, in some form of
rjvity which would yield a return that would strengthen or
the econonmy, but it may not be the kind of business activity that
to encourage.

> Such as?

Well, there might be all kinds of them. I don't know that there
ecific examples. I've heard a number of members of this Assenbly
de the Assembly speaking against turning Alberta into a Pittsburgh,
7 be a matter of debate whether that should or shouldn't be done in
So certainly, I think, we as members of the Assenbly would want to
ully at the . . .

¢t That kind of recommendation of the Pittsburgh example would hardlvy
riterion where it says: tend +to T"strengthen and diversify the
Alberta™.

It would be a new form of business activity within the province,
nk most people would argue would be to strengthen and diversify.
uld meet that test. But it doesn't follow —- it certainly deesn’t in
-= that everything that meets the test of providing a reasonable
idiversifying the economy is one that should be invested in.

Just one ‘last question, or perhaps it's a comment, to the
Really what I'm trying to extract, if that's the right term, from
incial Treasurer is some indication of the criteria that the cabinet
use when we look at the year we're looking at, '77-78, despite the
re were several millions of dellars available in  the Alberta
> division, there was no new investment mnade from +the fund. The
¥ himself said, I +think, or implied, that there were several
ions which came forward. I would assume that if several propositions
fward, and there were no new investments, then these propositions uere
own for one of a variety of reasons. I think if the Treasurer could
or sometime in the future, a bit more definitive outline of the
e cabinet uses in the Alberta investment division, +then the
would be in a better position to make recommendations at the end of
1gs this fall as to how we might make the Alberta investment division
it more effective in trying to strengthen and diversify the economy of
~and at the same time get a reascnable rate of return.

-
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Well, Mr. Chairman, I +think the response io the question Mr.
ing could be put this way. We'd be delighted to have your
s as to what investments should be made from this division.
ghted to have them.

We're looking at things that have been done a year ago.

But let me go on to say that I think that we need in Alberta --
recent vears, and I'm sure this will be the case for some time in
—- to be very careful about the kinds of investments that are made
+o diversifying or strengthening the Alberta economy. I don't
semind mnembers of this conmmittee of how buoyant the Alberta econony
vas been for a numnber of years. There's certainly 'got to be =a
‘a government of this province at this time about over-stimulation
. economy. MWe've discussaed +that on a number of occasions.
there is an over-stimulation of the Alberta econonmy, we have to
+he probable consequences of an inflation rate in  this province
her than the national inflation rate, which is already too high.
wa've been fortunate so far in the province to have managed a very
ant economy with an inflation rate that has been very close +to
average, compared to the national inflation rate. So one of the
is that I think the investment comrmittee would need to keep in
and probably for some little while in the future, is what this
i1l do by way of perhaps over-stimulation of the economy. Now
inly got to be one of the things that we need.

if we're talking about diversifying and strengthening by an
ron this division, we're presumably talking about an economic
at is not going to take place without that investment. So wa're
onomnic activity to all of the econonic activity +that's going on
inpetus. And I think that the Alberta econony is perxforming in
at we needed to be careful about that. We needed to be careful
stimulation, because that brings with it imnmense proklems that the
his comnittee, as members of the Assembly, have been grappling
e are population growth problems; there are inflation problenms;
rastructure problems. These are things that need to be kept in
investment committee when considering those investments.

not =simply a question of saying this is an activity that will
he economy and yield a good «return. We're not 1looking at it
& narrow parameters. We have +to look at it within the total
conomy and what's happening at the +time +the investment's being

Could I just ask one last question of the Treasurer on this issue.
r, how does the investment committee balance off the legitimate
t you just outlined as +to the rate of inflation as opposed to
he base of the province now when we have resource dsvelopment in
for the period of time down the road when we don't have resource
here? It seems to me that there has to be some balancing here,
n addition to a concern about inflation in Alberta, which is valid
== but at the same +time there are, I +think, investment
S that are available and should be made in Alberta now. We won't
oppertunities if we wait wuntil, you know, Imperial Oil's
at Cold Lake which the ERCB has now put back the hearing for two
then the Shell plant after that, and we keep, you know, saying,
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sn't move on these projects or on other projects because of these on
r. Fair ball. But how do vyou balance +the +two, between the
n of the economy itself, as opposed to broadening the economic base

vince?

CH: Mr. Chairman, how do you balance it is a judgment question. It's
é exercise of judgment. I do want to repeat what I said earlier:
a2t if you have any recommendations, Mr. Clark, as to what investments
fmade from this division, we'd be delighted to receive them. .
do want to call the committee's attention that there is, in my
very, very significant diversification going on in the Alberta
now without +the extra stimulation that could come from majoxr
is from this division. I have looked, for example, at the statistics
acturing, which was one of the areas in which Alberta needed to
ts business activity, and those numbers in recent +times have been
puraging. The agricultural processing that's increased in the past
, I think, is appreciable. MWe've had a growing financial comnunity
+a which 1is, in nmy judgment, a very important diversification. I
ncrude as a diversification of great importance. Obviously it's in
fal resource area, but the nature of the project, and the natural
base on which it is founded, is so different from the other natural
that it's simply got to be regarded as a diversification. The
ical project which is under way, a major, major project =-- +that's
diversification. :
those +things are going on, taking place in Alberta, a significant
¢ation. To say we should add to that at this stage, and in what
d by how much, I think are very difficult questions. MWe're certainly
to receive your reconmmendations. They'll be very carefully

ér areas we're working on diversification. There's been extensive
to directly involve wus in input into +the federal government's
the current GATT negotiations. A very, very major piece of work is
& in that area, and I think very important work, and has led +to
nt offers being placed on the table by other nations, of great
to Alberta. We don't know at this moment what the end results of
those negotiations and discussions are going to be. Certainly sone
nt offers from Alberta's point of view have been put on the table.

¥k that's been done in transportation: just a continuing, ongoing,
mount of work, and changes in the +transportation policies of this
among the most significant events that need to occur to bring akout
cation and strengthening of the economy of Alberta and other areas in
2 And those are policy decisions which we've been working
ence of what I'm saying is that we can't look merely at the provision
rom this division as the strengthening and diversification policy.
ely one part of an overall action by the provincial government with
0 diversification and strengthening of the Alberta econony.

MAN: Would you like to break now for five minutes for coffee?

;AN= Gentlemen, if you would take your places, we'll continue.
question I have on my list is Mr. Notley.

? Could if I just ask one further question of Mr. Leitch?
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A follow-up on the last oné?

Yes. We talked it over during the coffee break. But, Mr. Leitch,
ste to say that 65 per cent of the amount of money that's in the
ngs trust fund is available for the Alberta investment division?

It would. be actually more than 65 per cent. I believe the
piovides that the capital projects division cannot exceed 20 per

L.

t+hat the Canada investment division cannot exceed 15 per cent; but
limitation of 65 per cent, as I recall, on the Alberta investment
o +that all funds that aren't committed in the other two divisions
elieve, under the legislation be available for the Alberta

The money in the other two funds is available for the Alberta
ision?
- That's my memory of the legislation.

ood. Thank you.
"in order to follow what Mr. Clark is saying, I wonder if he could
her the incentives to diversify should follow in the form of.
You mean the impetus to diversify?
Yes. The incentive to.
Well, we have both in the Alberta investment division. We have
Alberta Energy Company and wsz have equity in Syncrude, and . debt
“investments; in one case debt convertible to equity if it appears

le when the time arises.

I think my question was whether Mr. Clark wanted us to, wanted
to be . . .

rry. You asked ne.
z'mlhighly appreciative of your point of view on the subject.
m delighted that someone else is . . .

I just was cuiious, you knouw, so I can keep up with this thing.
3iftly here.

. you want to get in the situation of ansuwering questions, I'd be
No, it's just clarification. When vyou were talking . . .
Was wondering whether the incentives were intended to be in the

or equity, because there's a great variety of difference both
ictions of the act and philosophically.
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: Do you wish to ansuwer that question, Mr. Clark?

would far prefer that the investments be in the debt area, rather
£y area.

‘If I could just follow up. Someone asked, do I care to comment.
“f{he host of proposals I made last year that tuere defeated one
v probably betrays my bias.

; just to follow this question up. How often did the investment
last vear?

“don't remember. Several times, but I don't recall.
Once a month?
No, it wouldn't be as frequent as once a month.

Once every two months? Do we have any record of the number of
% took place?

Eéll} I'm sure I could get the number of meetings that took place.
it to guess.

Could vyou do that., and advise the committese as to the number of
ie investment committee?

s, I'1l do that.

~I'd like just to get clear in my mind how the process works in
iating these projects. HNow, I would gather that you're going to
ge of proposals all the way from somebody who writes: "Dear Mr.
zéasurer, I have found a new invention, and all I need is a
1¥s from +the heritage fund and we'll make this the centre of
r the entire world," to firms that make fairly detailed
My <question is: how are those proposals funnelled through the
they go first of all to you and do vyou ask vyour department +to
em? I would assume that they wouldn't just be plopped on the desk
with the other 22 members of the investment cormittee holus-
must be some process of systematizing it. I wonder if you'd
s take proposal A and follow proposal A through to a decision by
nt committee.

The proposals would, in the ordinary course of events, come to me,
there was some likelihood of the proposal meseting the approval
ént committee, I would report it to the investment committee for
by then. The majority of proposals that I have received
m equity and investment, and didn't £fall within the equity
hat we have so far followed as an investment philosophy, so they
ly have not met the parameters that we follocuwed up to date with
ty. We have not yet adeopted a phllosophy of investing in ths
ents of Alberta businesses.

a proposal to invest by way of a debt instrument would not be
the investment committee as a specific proposal. The investment
1 consider the investment philosophy question whether the fund
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ld invest in debt instruments of Alberta businesses, and so far we have
_save to the extent of the two Syncrude debentures which are a combination
ebt with potential equity investment.

NOTLEY: The $341 million that were invested in the Alberta investment
cion during this particular year that we have before us today =-- would
e proposals have come from you? In other words, do you make the proposals
do other ministers sitting on the invesitment committee make the proposals?
) I'd like +to get clear in my mind is how the committee crystallizes its
oach to investing. It must obviously have some procedure. I just can't
gine that vyou'd be sitting around the table and a minister says, I want X
per of investment in the Home Mortgage Corxporation here, and that you would
discussing that divorced from other considerations.

LEITCH: = Well, if you take the investments that appear on the bottom part

+he table on the top of page 29, which is what I take it you're looking at,

e are merely a continuation of commitments that had been made: the tuwo
ntures, the Syncrude equity; and with respect to the Alberta Energy

any shares we have a commitment to maintain our holding at 50 per cent,

hold those shares in the Energy Company. 5o those are merely decisions
t are the inplementation of invesitment decisions that were earlier nmade.
v're brought to the invesiment commitiee by me when I have been advised by

rtmental officials that funds are needed, and i1f we need to purchase sone

es of the Alberta Energy Company that information would come +to mne from

Minister of Energy and HNatural Resources and it would be a mechanical

er of preparing the documents for approval by the investment committee and

. making the purchase.

e investments in the debentures of the Alberta Housing Corporation and the

¥ta Home Mortgage Corporation —- the Minister of Housing and Public Works
1ld be given information as to the <cash requirements of those two
orations. We have up till now purchased their debentures, so that's really
gontinuation of an investment decision that has been nade. The

nentation would be prepared by the personnel in that department and in

sury, and then would be presented by me to the investment committee with a
ymmendation that the investment committee approve those investments.

NOTLEY: Mxr. Minister, those are +the procedures we're using with the
stnents made last year which are really a continuation of decisions
rady  made. What I would like some <clarification on is just what the

édure would be with respect to new initiatives. Let's say +that the
ister of Utilities and Telephones has a proposal to invest in a pouwer plant
bunvegan, or something like that -- without getting too parochial herxre --

let's assune that a minister has a proposal for a new initiative. Does
come to you first, before it is presented to the invesiment committee in
al? lhat procedure is followed? If it comes to you, then would you assign
0 your deputy minister or two or three people in Treasury to assess it
re it comes before the investment committee as a whole?

LEITCH: Yes. Investment proposals would come to me. We would ask
sury officials for comments on them, and they would be conszidered by the
Stment committee.

NOTLEY: Comments you would ask for from your officials would be comments

in their very tight purview of whether it's narrowly a good or a bad
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estment, or would you ask them for +the broader things that you were
cussing in answering Mr. Clark's question about the impact on the economy,
r-stimulus of the economy, inflation rate, what have you? O0Or are those
ds of considerations the purview of the investment committece, acting as a

nittee?

LEITCH: I would expect the officials in Treasury, when they're considering
of these proposals, to make any comment that they feel 1is «relevant. I
idn't want in any way to restrict their range of comment to me. If they
1d comment whether it falls within the terms of the legislation, that's an
a that I'd expect advice from them on. I would expect them to give pros and
g, I would expect them to give views on whether it meets the test of gain
+!'s in the legislation, the test of diversification or strengthening. 1I'd
ect them to make comments on any other aspect of +the proposal that they
+ would be relevant. These are people who have a wide range of experience,
I expect to make use of all that experience.

NOTLEY: So the route for considering new initiatives is: minister,
asurex, Treasury officials, Treasurer, comnittee. Would that  be
antially the route that is followed?

LEITCH: Yes. That's an administrative matter. There's nothing written in
fie about the procedure. It's certainly my view there'd be nothing wrong
h the minister or member of the investment committee raising it on his own
h the investment committee. I just think as a matter of administration the
6 members of the committee are going to want the kind of advice that's

tlable from the financial people in Treasury.

:NOTLEY: I can understand and appreciate that. That strikes me as being an
ious place to start. I just wanted the procedures clear in my mind so we
@ what route is taken.

Minister, last fall when the restraint program was announced for the
ing vear, or this vear, you indicated that there would be an increase in
capital spending, and that also came through this year in the budget.
consideration was given by the investment committee +to possibly
asing investments in the light of the statements you made when announcing
restraint program, and the need to beef up capital expenditures with the
ling douwn of Syncrude and some uncertainty as to other major projects
.oping? I raise that, Mr. Minister, because it does seem to me that that
the obvious question that has to be put by this committee in response to
concerns about overheating the economy. HNobody wants to overheat the
nomy, but if there is going to be a slack -- and you indicated, as I recall
¢ statement last December, that the government was somewhat concerned about
== then it does seem to me that perhaps we should be investing more than
million this year in the Alberta investment division.

LEITCH: Mr. Notley, I think you're only taking part of my statement last
with respect to increased capital spending, and only taking one of the
ns for doing 1it. What I said was that we saw a window in business
ity in the province, particularly in the construction area, (between) the
.etion of +the Syncrude project and the start-up of any other major
icts which were then in the discussion stage, and that I thought we should
advantage of that window to accelerate certain capital works. But there
tuo tests for those capital works. They were ones that were necessary
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i1d have been done anyway. It's a question of when you were going to do
nd rather than do them two or three years down the road when you mnight
peting (for) personnel and equipment with other major projects under
ge should move those ahead and get them done now. That was an advantage
in sort of filling that window, and of course it would be an advantage
, construction industry.

I think we would have different tests, and I would argue for different
in respect of the capital projects division here, and go back to the
iation in which we're +talking of projects that meet the terms of the
iation. I would treat with considerable caution the argument that you'rs
Q, namely that we should put some capital projects items in here because
3t window in the economy., particularly if there were any risk of our
in place projects that didn't heet,the overall intentions or tests of
sgislation.

NOTLEY: I don't think, Mr. Minister, anyone is asking you to put in place
ets that don't meet the test of the legislation.

EITCH: I was saying there is a danger of doing that.

NOTLEY: If vou do that, then I think we chuck you out. But that I don't
is really the issue. The issue is that as Treasurer you indicated <that
was going to be a lessening of activitv as a result of Syncrude conming
conclusion, the construction phase, and that in that phase there nay well
argument for increasing expenditures in capital programs of one kind or

Clark had also made the point, and I thirk it's a valid one, that if
going to move in meeting the test of diversification, even under +the
ta investment division as opposed to the capital division, now might be a
¥ time to do. that, Mr. Minister, than two vears from nouw or +three vears
now, if we're into the Alcan pipeline and the Imperial 0il plant, where
éen have that tremendous demand for goods and services, and it may not be
e. In other words, it's not only a window in capital projects. It
eés me that we may in fact be looking at a temporary time when even moving
the area of industrial diversification may be very prudent investment at

EITCH: I hear your representations. I'm merely responding by saying that
kX the members of the committee should keep in mind the distinction
capital projects here and capital works under our regular budget.
ber those were things that we were going to do anyway, and the question
shen; so we weren't looking at an added operating cost. But remenmber, as
&€en pointed out earlisxr in this committee, to the extent that they have
ng costs =-- and nearly all of them have some associated with them --
Projects that we're putting in place here are of a little different nature
‘the ones we put in place in the capital works portion of our regular
. We need to keep in mind that there are operating costs associated
hem,

OTLEY: Just one final question or comment. I couldn't agree more. But,
ee, that seems to me to be the rather crucial question here. If there is
se in the economy as a result of these major capital projects winding
then it strikes me from an investment strategy point of view it's not
necessary to move in areas +that uwould be appropriate as far as the
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a investment division is concerned, but indeed beyond that -- areas that
4 meet the test of the capital works investment -- to bridge that gap,
se two or three or four years from nouw, uwith these other major projects
way, it wouldn’t be responsible +to nmove, because we would then be
eting with private dollars and just eating up extra funds in inflation.

LEITCH: As I say, Mr. Chairman, I have heard the hon. menber's comments,
he estimates will be presented to the Assembly in the fall session. It
’be that what is +there meets your vieus, or alternatively if you have
arent views I'm sure the Assembly would be pleased to hear them at +that

KROEGER: Well, this one is a little wider ranging, Mr. Chairman, to the
ster. I hesitated asking except that I talked to him at coffee +time and
gaid, sure, shoot. But my <¢question is: using a figure of 8.6 and an
ation factor of 9.2, how long will it be before the fund is gone? I mean,
geem to be on a diminishing return factor here. Arse we looking for
ing better down the road? Are we waiting for inflation to go down, or
re we coping with this thing?

LEITCH: Mr. Chairman. Mr. Kroeger has raised a verv interesting question.
vé tied the rate of return to an inflation rate and used as the inflation
the consumer price index. I take it that was the question. I appreciate
srguments that justify relating those two things, but I think we need +to
little cautious in relating a rate of return to CPI inflation rate.
are a nunber of people who would argue that you shouldn't relate a rate
turn on money to the CPI inflation rate. They argue that there are other
dtion indicators that are a better measuring-stick. For exanmple, sons
argued that vou should use the WPI, the wholesale price index. The
érence is that that index does not contain the service industry, and
éfore is perhaps a better comparison in the senss that it's an alternative
ment, because it's measuring the change in value of long-term assets
“more ‘than the CFIl does. ) .

hers would argue we should use the GNP deflator which, again, is a
erent number. MWithout pretending to be an expert in these areas, I just
‘those arguments to the attention of the committee members and say that we
n't automatically relate yield to the consumer price index.

storically, when vyou look at the real value of nroney, it is a relatively
I number. I think it would surprise most of us here, who have 1lived our
mes paying interest rates that range, perhaps, from a low of 5 per cent
vén a little lower, depending how old vou arxe, to a high of 11 or 12 or =o
cent. That's our experience, and uwe tend to think of money being worth
amount in real terms. Historically it's not been so. The actual wvalue
money in real terms is quite a small number. You can get different
res, but it may be 3 per cent or under, as the actual value of noney over
ng period of tire. )

to what might happen in the future, I think again there's a wide range of
ments. You've got a wide choice of arguments or +theories you can pick
Thinking of +that, some argue that interest rates reflect current
ation. Others argue that thev really reflect anticipated inflation. But
8inly over any extended period of +time the interest rates tend to be
iciently above the real inflation rate to give you that long-term 2 or 3
¢ent actual earnings on maney.
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ink you get the wrong impression, or you get a misleading impression, if
Aﬁpare the CPI for one year with the rate of return on a fund of ‘this
e. Obviously no one's happy when an inflation rate's running at a number
Wan interest vield, except perhaps those who are paving <the loan. But
any appreciable period of time the interest rate tends to be 2 to 3 per
or so above the inflation rate.

KROEGER: We wouldn't be there now, though?

LEITCH: HNot on the CPI, not if you use the CPI as the accurate indicator
e inflation rate. But there's some question of whether that is an
te indicator of an inflation rate when you're talking of an investment,
you're talking about the value of an asset over time. It's the accurate
ion rate for someone who's buving the things included in the CPI, but
not sure how much further one should use the CPI inflation rate.

TAYLOR: I'd like to pursue the matter of the industries that you mentioned
eply to Mr. Clark that had come to you for capital and been turned down.
d all of these be in the category where they came to the Alberta heritage
+ fund as a last resort, as a kank of last resort? Secondly, would vyou
any idea how many of them uwere able to get the money and go ahead anvhouw
ijgh the regular banking channels?

LEITCH: Mr. Taylor, there are probably three points I should make in
onse to vour question. There has not been a very number of businesses
dach us for funding. I think that's perhaps so because they heard very
kly that we were not involved in equity investments except in a limited
rnt in outline, and had not decided to invest in debt instruments. That
mes generally known throughout the financial comnunity, and they would
no longer be submitting proposals.

the proposals that came, I don't have any knowledge of whether they cane
last resort or whether they were able to get £financing elsewhere. But
having specific knowledge, I think I can safely say that very few, if
of them came as a last resort, because they were normally proposals by
fiesses of some long standing and of some appreciable size. The noney

, difficulty about businesses that are credit-worthy, good credit risks,
ing capital. In fact I think the tendency has been, if anything, that the
ly of funds has exceeded the demand for businesses of the kind that we
in mind. So while I can't give particulars, +that's certainly ny

ects would be in the capital budget of the province, as opposed to funds
would be financed through the capital portion of the heritage savings

LEITCH: Well, Mr. Clark, there are obviously a lot of similarities between
capital projects in our regular budget and some in the capital projects
ion. But first of all, any projects here must meet the criteria of
iding long-term social or economic benefits for the province of Alberta.
e may be capital projects in the regular budget that wouldn't obviously
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that test. They obviously are of benefit to the province or they
n't be done. But whether they would meet those specific tests is a
jhat different question.

think, too, we look on capital projects within the capital projects
jon as being in the main those kinds of things that governments would
to do, should do, they're very beneficial to the people, but you wouldn't
less you had an excess of funds. I'm thinking of parks, for example. UWe
the Capital City Park in Edmenton and Fish Creek Park in Calgary, very
parks. We also, as you would know, have a parks budget in Recreation,
ts and Wildlife which provides both the capital in some instances and
rating budget for other provincial parks. But these two that are in . the
jtal projects division are very major ones. I think they're the kind that
;yone in the House supported, as I recall. So there's no question about
all the members of the Assembly felt: these were good things to do in
erta. But their size was such that you probably couldn't do them as a-
srnment unless you were in the fortunate position that Alberta's in and had
e flows of income or revenue that simply aren't available to other
vinces in Canad=z. I think that is the principal division between itens
¥ appear in the heritage fund capital projects division and items that
ear in the capital works portion of our annual budget.

CLARK: If I could follow that along and respond by reminding the commnittee
, if I recall, the operating budget of +the province, the accumulated
plus that we have, will be something in the vicinity of excess of s$2
ion by the end c¢f this fiscal year if the projesctions are on streanm. So
isn’t a matter of not having the funds available as far as income for the
is concerned; because during the past three vyears we have had pretty
stantive surpluses, plus what we've put into the heritage fund, haven't we?

LEITCH: I don't know if that's accurate . .
CLARK: Certainly in the last two vears.

LEITCH: . . . 1f we go back to the yvears when these were started, the
get and the surplus at that time -- an anticipated surplus, because vyou
member that +those surpluses are primarily the result of increases in the
e of natural gas and o0il. - I'd have to go back and check on each
rticular budget and check +the +timing, but I remember at the time of the
eparation of those budgets one might have presumed or thought or argued or
lieved +that there were going to be price increases in oil and natural gas,
t we were not using those numbers in the budget, because +they hadn't vet
ne facts. They were still anticipated matters, and during the ccurse of
vear prices did come through and resulted in significant budgetary
rbluses.

I appreciate the point you're making, but I'm not at all sure 1f you go
"k and look at the timing and the various documents that +they support the
int you're making.

CLARK: We can argue that at a later date.

But I would ask the Treasurer, Mr. Chairman, to explain to us how come the
Cision was made to fund, say, the southern Alberta cancer centre out of the
ritage fund, albeit it's a very desirable, fair ball, project, when we keep
mind that we have the W.W. Cross centre here in Edmonton, which for vyears
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jously was doing much ot the same kind of work for the northern part of
rovince. Can you explain that to us?

LEITCH: I think, Mr. Chairman, these are judgmental matters, and we could
both sides. I don't know that I could de better than wuse the parks
mple that I earlier referred to. We have parks, ©both capital and
rating, in the annual budget, and we've got the capital rortion of the Fish
ek and Capital City parks in the heritage fund. I think the distinction is
. these are major projects; they're the kinds of things that should be done
ordinarily vou wouldn't be able to do them unless you had surplus funds.
ppreciate that on any one of these capital projects, the items, some could
uye the other way.

- CLARK: The sanme point could be made as far as the Glenrose Hospital here
Ednonton and the southern Alberta children's hospital.

LEITCH: I'm sure the arguments could be made, certainly. But it's
ferent. As I say, it's a judgment question.

NOTLEY: Mr. Chairman, just following along that question a bit under page
of our reconmendations last vear, rscommendation one,  Mr. HMinister:
nsideration be given to upgrade the secondary road system of Alberta.”
're not going to have the Minister of Transportation here. I wonder if vyou
1d advise the committes what deliberation took place by the investrment
mittee on that particular recommendation. I suppose one could argue that
should core under the Department of Transportation, vet it was felt when we
de the recommendation last year that this would probably fit into the verv
tegory that vyou've Jjust outlined to Mr. Clark -- that is, the kind of
vestment that would be useful but we wouldn't othsrwise be able to go ahead
th it or would have +to delay going ahead with it -- and so the
commendation was made.

LEITCH: Mr. Notleay, I'm not sure that the Minister of Transportation uon't
be here. 1Is there not an appropriation in respect of airports which falls
within his jurisdiction? So he may well be here, and I'm sure he will point
out the very significant sums that have been made available in his budget for
Wpgrading +the secondary road system and will be able to answer any questions

at you might have.

.+ TAYLOR: Mx. Chairman, I'd like to make a comment on that. If you provide
more money than yvou have contractors to do the work, vou're <creating an
artificial situation in the province that doesn't accomplish anything except
at it's going to cost the people more money. So you have +to balance the
rk that you do and the amount of money available with the number of
ntractors who are able to do that work.

NOTLEY: If I could just make a comment before the minister answers. No
€ argues that point. You know, no one wants to see us expand the
ansportation budget to the point where we sinply have the contractors
dding up prices. But the indications I've got, at least in the noxrthern
iXea, 1is that the bids are coming in slightly below the estimates and that
%%ere is sone room to expand the budget. So that bsing the case, I would put
O you again: what consideration took place on that particular recommendation?
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EITCH: I really think vou will do better putting those questions to the
tay directly responsible for these areas, because he can deal with the
of natters +that Mr. Taylor has raised, with the point you make about
the bids are coming in in relation to the estimates, and also talk about
s going on in that area.

OTLEY: Just before we proceed any further, Mr. Chairman, let's just
ify that you will be asking the Minister of Transportation to come. Even
éh there's a small section of this report that deals with his department,
iy airport constructicn, there is at least one recommendation plus the
¥ question of the Prince Rupert terminal transpertation network. 5So I
i-like to suggest that we make sure that the Minister of Transportation is
g the ministers called.

CHAIRMAN: He's on my list.

4

NOTLEY: Is he? Okay.

LEITCH: The only other point I would make there is: I think if we have
difficulty as there may be with respect +to distinguishing capital
ects here and some <capital projects in the provincial budget, the
iculty would be very significant with sescondary road systems, because uwe
ave a particular item for that.

NOTLEY: I realize that, and that's one of the reasons I asked if vou had
ally formally considered that as a conmnittee and come to +the conclusion
it would be difficult.

LEITCH: No. Again I have to repeat what I said about this not being a
iittee investment decision under the legislation. I think it's better +to
those questions of Dx. Hornsr.

CLARK: You may want to refer this dguestion to +the HMinister of
nsportation when he's here, but it basically dsals with policy and I'd like
utline the situation.

CHATIRMAN: I wonder if vou could speak a little louder, Mr. Clark. It's
coming through.

CLARK: I'm sorry. It deals with the investment policy decision. It could
sibly be referred to the Minister of Transportation, but it relates to Fort
Urray and the $50 million or so -—- I guess it became $£0 million -- of road
X that had to be done from Fort McMurray north to get +to the Syncrude
fit. MHow, having regard for the fact that the government chose to invest in
€rude and in the heritage savings trust fund, why was the $560 million +that
needed for infrastructure, primarily road work, not taken out of the
itage savings trust fund, the capital projects portion, rather +than +taken
of +the department of highways' budget. which by the ninister's own
ission in the course of estinates in the last two vears has really taken a
1 as far as secondary road construction is concerned across the rest of the

LEITCH: Well, Mr. Chairman, again I think that's an appropriate question
ask the minister.
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: I'11 put this questions’to-thé Treasurer then: was it considered by
tment committee (inaudiblel) to the Legislative Assembly?

fTCH: I think we need to keep in mind that the investment committee
ﬂconsider these as an investment committee. There is no <question the
are considered by +the Executive Council in the same way as our
ss when we present the budget. But if you look at +the 1legislation,
¥ menory of the legislation that the investment committee as such, as a
ee, deals with investment decisions wunder the Canada investment
n and the Alberta investment division, but I don't think under the
on there is a specified role for the investment committee with
to the capital projects division. We present to the Assenbly the
1s and the estimates with respect to capital projects in the ;samé way
d,with our regular budget. The regular budget is of course considered
eutive Council.

LARK: Did the Provincial Treasurer take part in discussions at any tine
nsidered the possibility of funding the infrastructure, primarily the
ork in the Fort McMurray area, out of the capital projects portion as
to the operating budget of the province?

EITCH: Well, I take part in a number of discussions on a nunmber of itens

ARK: I hope so.

LEITCH: . . . both as a member of the Executive Ccuncil generally and as a
of the investnment committee. I don't recall any specific discussion,
don't know that you should take too much from that, because there are a

many things we discuss that I don't have any specific memory of.

ARK: It would have bsen a $50 million discussion.

EITCH: You'xre presuming it was discussed as a $50 million project. I
know. It mav not have been.

ARK: According to the minister it was.
EITCH: Well, I don't know.

NOTLEY: Mr. Chairman, moving back to an item raised earlier. The
>table securities amount to I believe $2 billion-plus -- $2.009 billion at
stage -- and +that represents approximately 62 per cent of the current
s of the heritage trust fund. The Alberta investment division would be

31.5 per cent, +the Canadian investment about 2.8 per cent, and the
al projects 3.5 per cent approximately. In texms of setting policy for
heritage trust fund, has the investment committee deliberately decided to
a certain percentage in relatively liquid form in case there are major
tments in +the future +that the conmmittee would like to make, or has it’
the result of not seeing reasonable investments .at this point and
refore keeping it in relatively liquid form?

LEITCH: Well, the possibility of major investments in projects is
tainly part of the reason for a very significant 1liquidity in +the fund.
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ample, there is the Syncrude option of 20 per cent which is now held by
erta Energy Company. But if that were not exercised by the Alberta
, éompany it would revert to the provincial government, and we would then
5 make a decision as to whether to take up that option. The cost of
 up the option would be in the $0.5 billion range. That's a possibility
: ctill there. The Energy Company will in the near future mnake a
:65 on that, and if their decision is not to acquire the option then we
'éke a decision whether to exercise the option.

.« was also the question of the pipeline and the recommendation we were
;x discussing. I would assume -- although I indicated earlier +that no
uéd thought or work has been done on such a possibility ~- but if an
ent were made there, presumably it would be of a very major size. Even
& took a small percentage of the total indebtedness in that project it
be a very significant investment. Now both of those -- of course one is
s and the other would be a long-term investment. So to keep open the
. to take those two investments, if they appeared to be wise ones to
would require a very significant liquidity.

JTLEY: Mr. Minister, just a side question. I sheculd recall this from the
de agreement, but it has slipped my mind. What is the +tine frame for
ercise of that option now that the plant is in operation?

EITCH: Unless it's in +the notes to the financial statements -- and I
‘remember it being there -- vou'd actuvally have to go to +the agreement.
s's a production number. It may be 5 million barrels that need to bs
ed before the time starts to run. I think the time was six months after
+ain production, and I think it was 5 million barrels. When that would
vé I'm not sure, but it's obviously in the fairly near future.

TLEY: We're looking at probably the next vear for sure. . .
LEITCH: I would think so, yes.

HOTLEY: . . . to make a decision on that, and we're also looking at the
pipeline. Are there any other major projects that have besen considered
e committee in light of this liquidity question? For example, the point
fusgreave raises of substantial investment in the utility conpaniess:
ve 1indicated +that vou'd 1look at that, but I don't believe it has been
8lly assessed by the committee, if I remember your answer correctly. Have
e been any other major projects that the committee has looked at?

LEITCH: No, there have not been any that any detailed consideration has
given to, but obviously we're aware of the number of major projects that
on the horizon. They're ones without any discussion having been held or
detailed work done on. They're obviously ones that could conceivably be
investments, ones that would be considered when the tine comes when it's
Opriate.

NOTLEY: Has there been any deliberate policy -- let me put it this way --
> a little slower on investments that nmight mneet +the criteria in the
Ita investment division now, today, kecause of the possibility of making
r investments tomorrow? MWould that be a factor in assessing project X, Y,
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EITCH: It's a factor. It's something everyone would have present in
- mind, but I wouldn't consider it a determining factor.

TLEY: But it would be one factor.

EITCH: Well, it's one of the whole package of information that you have
ou're addressing your mind to investment considerations, but I wouldn't
er it a determining factor.

HOTLEY: By major projects I assume that one would be looking at, in
ion to the two that you have identified -~-- at some point if Shell
ds with a third oil sands plant that might be another area for capital
tment; possibly Imperial 0il at Cold Lake.

EiTCH= I'd only comment in a general sense. We're all aware that ir
a today there are a nunber of very large projects in +the consideration
all of which will require significant funding. So there are investnent
pilities there that are going to develop in the immediate future -- and
: say immediate future I mean in the next few years. So that's something
ne keeps in mind, knows is an event that's going to happen, and I think
anagement of the fund should be such that should it turn ocut, as events
sir course, that there are sound and appropriate investments there, we
le to make then.

OTLEY: Just one other question, Mr. Chairman. 0On page 28 of the report
s a graph dealing with the maturity of the marketable securities held by
heritage fund as of March 31. The ninister indicated that there was sone
g that we should move from very short-term securities, essentially bank
-~ a number of ther would be bank notes -- into longer term securities.
ce that the interest seems to be somewhat higher on the longer +term
ties. . The graph points out that $641 million or approximately 32 per
£ the marketable securities are in notes or securities with less than
rear's duration. What is +the objective, not in +this case of the
ent committee but in your role of Provincial Treasurer, to shift that?
ould you like to see?

TCH: On a percentage basis?

Well, I'm not sure. That will vary as advisers express vieus
the likely future interest rates on both short- and long-term monev. So
will vary. Also, even if the decision 1is to nove to longer term
ties, we nust move at a pace that's appropriate. We can't nove too

We mnust move at a pace that's the best investment pace, so it may
don't know just how long to move that volume of money into the kind of
ern securities that we think provide the best investment. But I don't
1y fixed percentages in mind at any given occasion as to what should be
i short-term and what should be held in long-tern.

OTLEY: But you indicated +that vyou have received advice from your
ment that we should be getting out of short-term investments into longer
fivestments.
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i: We are moving to longer term investments.

EY: Longer term would be what in terms of months? I see the average .

H: When you say longer term I'm thinking of the 10-, 20-year term.

TLEY: It could conceivably mean more money into the Municipal Financing
tion, for example, and less money in 90-day notes.

TCH: No, I would think we'd move into . . . We're now meeting all of
;ncial requirements of the Municipal Financing Corporation except those
Tf gets from the federal pension fund, so we couldn't increase that
what we're now doing.

entally, on the rate of return I should have mentioned this. In one
o're suffering a bit from Alberta's prosperity, because we hold very
investments in Alberta Government Telephones, +the +two mnmortgage
$ions, and the Alberta Municipal Financing Corporation which we lend at
yopriate Canadian interest rate for securities of that quality for that
Nou as it happens Alberta's credit rating demands the lowest interest
i the nation. So if vou were buying other instruments that were
sed by certainly some of the other provinces, you would have a . higher
in the fund.

We make up for +that with the investment in New Brunswick and

\IRMAN: Arxe there any further gquestions?

‘LARK: One further question. Mr. Leitch, in response to Mr. Notley you
. about major projects on the horizon. I think manv of us recognize the
u're talking about:tar sand ventures and perhaps heavy oil ventures and

My question would be: are there major projects the government sees on
6rizon that vyou've got at least an ‘eye on as possible investment areas
0uld be in areas outside resource development?

EITCH: I can't call to mind any at the moment, although there may be in
ilities area, which would be resource development, I supposs =-- the
y. of them., for example, in the hydro field, dams and things of that
3> if you regard that as resource development. There are obviously
ial projects +there on +the horizon. Apart from that I can't at the
> call any to mind.

JAIRMAN: Any further questions?
¥ you very much, Mr. Minister. Does the committee feel that we will
O have Mr. Leitch back again kefore the committee?

: TLEY: Can Mr. Leitch just supply us, Mr. Chairman, with that information
the number of meetings of the committee? He needn't come back to do

» but if he would just advise the chairman.

CHAIRMAN: Could you get that information to me, and I'll distribute it to
members of the committee.
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V“HE‘ Just one parting qustion. Mr. Chairman. if I may. Irn the
ﬁ-page 3, halfway down, in the paragraph +that begins, "Two neuw
£ approvals”, it says -- I don't have my glasses on, it's kind of
me here —— it says, "Two new investment approvals were given during
- for the Alberta Investment Division: the investment of an additional
on in debentures . . ." -- which doesn't troubkle me -—— and +then it
. . and the purchase from the General Revenue Fund of $1.6 million of
terest on the convertible debentures now held by the Heritage Fund.”
xplain to me what that means?

'H: Yes.
E: Just the $1.6 million.

~ICH{'Af the time we transferred the debentures, the Treasury personnel
he opinion that the interest, because it had not been received but
crued, should not be transferred as part of the assets. So the asset
sferred and valued deducting the $1.6 million of accrued interest. In
+ discussion with the Auditor, he was of the opinion that the right
vterest should have been transferred along with the instrument and
je would have all financial transactions with =respect to those
le debentures in one place, nanmely thes heritage fund. 0On reflection
d with the Provincial Auditor. So then there was just a purchase by
age fund of that accrued interest from the general revenue fund.

HCHE: It was a precise value.
TCH: It was a precise value.
NCHE: Thank you.

Any further «questions? If not, thank vyou very much, Mr.
As soon as I receive +the information from +the minister 1I'll
it to the conrmnittee members. We appreciate your coming to our
# particularly on a cabinet day. MWe realize that this is an awkward
or vyou, but as I explained this morning it's difficult to get this-
>f people together with +the line-up of ministers and so on. tle

ate very much your appearing before us. Thank you very much.

CH: I understand vyour problem, Mr. Chairman, and I'm happy to be
Thank you very much.

HAIRMAN: Gentlemen, the meeting tomorrow morning is at 9 o'clock. Ue
e the Minister of the Environment, Mr. Dave Russell, before us, so if
d ask you to be here promptly at 9 o'clock. I now declare the mesting
djourned until tomorrow morning.

eting adjourned at 4:25 p.m.

UNOFFICIAL





