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Standing Committee on The Alberta Heritage Savings Trust Fund Act

MWednesday, September 17, 1930

Chairman’ Mr. Payne 2:06 a.n.

MR CHAIRMAN: I'd like to bring to order this meeting of the select committee
on the heritage fund. I would like to welcome with us Mr. Adair. Before we
get into our discussions of those expenditures from Mr. Adair's department
related to the fund, I just want to summarize my scheduling intentions for the
day. As you will be aware, we have the Premier scheduled for 10 o'clock, and
Mr. Kroeger scheduled for 11:30,

There are several outstanding policy matters that need to be discussed by
the committee. It's difficult for me to indicate specifically when we will do
that, but my intention would be to do it at the conclusion of Mr. Adair's tins
with us, unless it goes the full hour. In that case, we would take advantage
of any time between the conclusion of the Premier's meetings with us and Mr.
Kroegexr's 11:30 appearance. If there is no time there, I'm left with really
no alternative but to defer until next Tuesday, the 23rd, on which occasion
we'll have ample time to discuss those policy considerations, becausze we only
have one remaining ministex, Mr. Hyndman. Is that agreeabls to the commnittee?

HON. MEMBERS: Agreed.

MR CHAIRMAN: With that, Mr. Adair, can I ask you then to introduce your
departmental official, and perhaps if you feel so disposed, to make a
preliminary comment, and then we'll proceed from there.

MR ADAIR: Thanks very much, Mr. Chairman. I'd like to introduce to thes select
committee Roy Parker, the managing director of the Alberta Opportunity
Company. Roy has been with the company for quite some time. As of June, I
believe it was, he has taken over as the managing director, and I might say
publicly that he is doing an esxcellent job for the psople of Alberta. Maybe
what I can do, Mr. Chairman, is just give you some statistics, -a little bit of
update relative to the number of loans that are out through the Alberta
Opportunity Company.

MR CHAIRMAN: Although we are in the chambers, we are a somewhat informal
group. If you would like to remain seated while you spezak to us, that is
entirely agreeable to us. Thank vyou.

MR ADAIR: I'd rather remain seated, if I can -- at my age. Tuwo things I
thought would be important. One is part of tha operational mechanism that the
Alberts Opportunity Company uses relative to the issuance of loans and the
capacity for the managing director, the assistant managing diresctors, the
loans committee, the various branch nanagers in their capacity -- what
particular percentage of dollars they can approve on their cuwn, which has a
direct effect on the kind of questions that may arise as to the procedure time
involved in getting loan approvals. The managing director, in this case, Mr.
Parker, has the capacity to approve loans up to $100,000. The loans
connittes, which is made up of the managing director, senior nanagement, and
the branch managers, collectively has the ability to approve loans up to
$250,000.. Depending on their seniority and the particulaxr branch. the branch
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managers, either $30,000 or up to $50,000; the two deputy managing directors
can approve loans up to $75,000.

I think it's important for the committee and the public to know that, in the
sense that loans in that particular range and applications that genexally are
filled out properly =- in eszsence, most of the requested information is there
~- would then see a general turnaround time that is, in my mind, inproved to
where it could be two to four weeks. HNow above that particular amount ~— the
quarter of a million dollars -~ and bstueen $250,000 and $750,000, the
officials of the Alberta Opportunity Company will review the loan, prepare and
nmake recommendations to the board, and they then will review that. The board
meets twice monthly. So you could have the hypothetical situation of the loan
coming in on a Thursday, after a board meeting that would take two wseks
before it would appear before the board. That iz one of the smnall problems we
are still attempting to wrestle with. The board is made up of 14 private
sector businessmen. It's chaired by Bob Chapnan, who is the chairman of the
hlbexrta Opportunity Company, and it has representation from Mzdicine Hat,
Lethbridge, Calgary, Ponoka, Camrose, Vermilion, Edmonton, Edson, High
Prairie, and Grande Prairie, along with Mr. Parker as the managing director.
Any loans above $750,000, once approved for recommendation by the staff of the
Alberta Opportunity Company, are presented to the board. If it receives the
approval there, it iz then presented to cabine for final approval -- that's
loans over three quarters of a million would then have to have cabinet
approval as well.

So having said that, and looking at the history of the Albexta Opportunity
Company, to this particular point in time, over 2,000 loans have been approved
through the company. At the end of the fiscal year 1980, 1,412 loans uwere
outstanding; in other woxrds, quite a number are paid off. But those are the
loans and the value of the loans -- $121 million -- that are outstanding, or
were outstanding as of March 31. For the five-month period from March 31
until now, new loans to the end of August have been $159,000; last year's
total, $180,000. The average loan has increased slightly, from $86,000 last
vear to $110,000 this year. With that, Mr. Chairman, possibly we could get
into the questions.

MR CHAIRMAN: Thank you. I just might indicate to hon. members that the
primary references to those departmental expenditures are on pages 16, 17 and
32 of the annual report.

MR R CLARK: Mr. Chairman, to the minister. 1I'd like to ask questions on two
areas. I'm very interested, Mr. Minister, in the process that take place once
the Alberta Opportunity Company has made a recommandation over the $750,000.
If I recall your own words properly, you said that the procedure is then for
cabinet approval. Once the recommendation comes to the minister, what is the
procedure ‘fron there on? Who views it then?

MR ADAIR: It will be placed before the finance and priorities committee for
approval of cabinet, as quickly as possible aftexr that. I think I can say in

ny term of office -- I can't speak bevond that; and Roy could substantiats
this -- that any of the applications -—- and I believe there havs besen three or
four; I may be wrong on that -- have been received by my office on, say. a

week prior. on the agenda for that Monday on cabinet for that Tuesday or the
following Tuesday. So I guess what I'm trying to say, Mr. Chairman. is that
the time frame involved in the final approval of those particular ones would
be not more than two weeks.

MR R CLARK: Mr. Minister, on those four occasions whan recommendations have
come from the company, have they been approved by the cabinet?
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MR ADAIR: I'm just trying to recollect, Mr., Chairman. I believe all but one
have.

MR R CLARK: HNot specifically about that one, but what I'm interested in is,
other than the Alberta Opportunity Company, where does the cabinet oxr the
Treasury Board or whoever it is -- do they get advice fronm Econonic
Development? Wbhat other government agenciez have input at that time?

MR ADAIR: Mr. Chairman, once we receive it, it is immediately sent to Treasury
for their input. HNow I can't speak for Treasury as to who they involve in
their process of making a recommendation on that, but that process doesz take -
place and that recommendation may be pursued in there. I should point out
that the one application that was turned down was relative to land dsveloping,
and we weren't in the land developing business.

MR R CLARK: A further question to the minister, Mr. Chairman. Mr. Minister,
in pretty simple, down—-to-earth terms, what are the basic objectives of the
company?

MR ADAIR: Primarily, number one is to assist businesses in Alberta whsze -—-
and I guess I have to use the words "last resoxrt", becauss that's the key to
the whole operation of the Alberta Opportunity Company. They are a last
resort lender in the province of Alberta, to assist where other agencies have
not seen fit to assist. I guess in the simplest of terms, having been turned
doun by one or two agencies, be it the private sector lending institutions or
even the FBDB, that they could make application to us. That doesn't mean that
it auvtomatically is approved. It means that they then have access to the
Alberta Opportunity Company, which then would review that application on its
merits and possibly in conjunction with the applicant, make some adjustments
to it and then make a loan or turn it down. In the simplest form, the ability
to provide some lending mechanizm where in fact none was there before, is what
predicated the formation of the Alberta Opportunity Company.

MR R CLARK: Mr. Chairman, to the minister. What role does the Opportunity
Company have in the area of diversification?

MR ADAIR: I would term it a vexy important role, in the sense that the primary
objective of the Alberta Opportunity Company -- and that is structured in the
way the base rate of the conpany is struck and the lending rates that are
considered to be 3 up or 2 down. I can explain that a little bit, in the
sense that in the metropolitan areas of Edmonton and Calgary, the rate could
be the base rate of 12, or up to 3 per cent up, in other words, up to 15 per
cent. In small comnmunities in rural Alberta, it could be as low as 2 psr cent
down. That would be small communities as defined by the Albesrta Opportunity
Company: 10,000 or less; 25 employees or less.

MR R CLARK: Mr. Minister, though, I think perhaps we're confusing -- mavbe I'm
confusing terms. When you talk diversification, I get the impression you're
talking really about locations across ths province. I guess when I talk

iversification, I'm really asking, does the company see itself having a majox
responsibility in rather seeing that Albesrta's economy., regardless of where it
may be located, Mr. Ministexr, if I could use that, is far broader than our
overdependence on 0il and gas? That's what I mean when I talk about
diversification.

MR ADAIR: In ess2nce, what you're responding to, Mr. Chairman, is the ability
to cover areas other than the oil and gas industries. Yes. DMy first question
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on that area is yes, bescause the loans we -— I say we when I'm speaking here;
I was speaking as the minister responsible for the Alberta Opporiunity Company
-- have provided cover any number of ranges from motel cperationz to any
nurmber of small businesses, be it a welding shep . . . lell, the
diverzification covers almost any particular business that may in fact maks
application to the Alberta Opportunity Company in any location in t P

of Alberta. They have been approvesd from the likes of, say, High Level. I
think that's the most northerly application --Indian Cabins; that's as north
as you-can get; on the western side of the provinczs, that's the last community
before the 60th parallel -- doun to the southern part of the province. And it
may be in the manufacturing arxea; it may to scpme degree be in the arsa of
agribusiness, because at that particular point there may be some arrangenent
between the two companies, the Ag. Desvelopment Corporation and AQC, to dafine
who has the responsibility in that area. Bscause of that, we have a memnber
sitting on the board of AOC, Lorne Ordze, the managing director of ADC, so
that they can define those particular sreas of responsibility. In essencs,
from the standpoint of businesses other than the oil and gas primarily, yes.
that is the role for the company to play.

MR R CLA&RK: Mr. Chairman, I'll just nove along the next step. What kind of
invelvement does the AOC have in resource loans?

MR ADAIR: llculd yvou poszssibly define that a little bit?
MR R CLARK: In terms of natural resources development.

MR ADAIR: Natural resources development? I might ask Mr. Parker to respond to
that one if he will. I'm not aware of any that you have in the area of
resouxc= loans.

MR PARKER: Mo, we're not involved in recources in the sense of expleration for
gas, oll, coal, and things of this nature. We do provide assistance in the
lumbering industry and in the further developing of the base products.

MR ADAIR: And some of the service industries.

MR R CLARK: I'm just having a little difficulty reconciling what I've just
hearxd, the company's being involved in diverszification, institution of last
rezsoxrt, not involved basically in resource developnent, with the cpening
senterce of the description on page 16, where it savs the Opportunity Company
"has the objective of pronoting the development of resources and the genaral
growth and diversification of . . . Alberta™. I read that, frankly, as a far
wider mandate than I've ever heard from any of the ministers or the managing
directors of the company. That's really why I've followed the line of
questioning I have. Frankly, I see this first sentence, which I susp=ct was
prepared by whosver prepared this, and certainly up until now I haven't seen
the Alberta Opportunity Company having that kind of major responsibility in
the area of diversification -- not releocation, but diversification. Az I read
it, this reads as if the Alberta Gpportunity Company is the goverameni's major
tool as far as diversification and resourcs development. What I really want
to ascertain is, is the Opportunity Company now broadening its base _
tremendously and getting awav from, really. an institution of last resort for
small business, which is what it was initially set up to be?

MR ADAIR: Mr. Chairman, first of all, ny interpretation of what vou have said
is that yvou have provided an interpretation as vou read it. The ADC has not
changed its particular philosophy from day one. as a lendsr of Llast resoxt.



-1838~

It is still that. As a lender of last resort, those opportunities are
available in any community in the province of Alberta, in almost any range.
And when I say that, that doesn't necessarily cover the primary extraction
areas of the natural resources. But where you're dealing with, say, the
Jumber industry -- which is a natural resource -~ where vou'ras dealing in some
of the sexvice industries that in fact relate as small businesses to the
resource areas, We have a very great part to play, and have had from day ons.

MR R CLARK: Thank you. I'd just aszk the minister one last question. Hr.
Minister, to vou and Mr. Parker —-- and I'm sure you're read the description on
page 16. The first sentence there doesn't outline the objectives of the
Alberta Opportunity Company, as I've seen them. I ask yvou, does that first
sentence outline the objectives of the company as they're viewed from the
ministexr's chairx?

MR ADAIR: I guess the point for me is that my interpretation of that is
consistent with what the Alberta Opportunity Company has had to do. HNow, it's
an interpretation that you have placed on it and I have placed on it. So at
that point, I guess we may have a different. .

MR PAHL: Mr. Chairman, Mr. Ministexr, I note on page 16 of the Heritage Savings
Trust Fund report it says, "In its lending activity, priority is given to
businesses located outside the major growth centres of Edmonton and Calgary".
I would just wonder at that priority. My feeling would bz that loans should
be available to all Albertans and all Alberta businesses on an equal basis.

MR ADAIR: Well, Mr. Chairman, what it dees say is that the priority is given
to businessas other than in the metropolitan centres of Edhonton and Calgary.
That not only is consistent with that prioritv, but it is in the structure of
the interest rates that are provided. That happened as a result of the fact
that when the company was structured, mechanisms wsre in place for businesses
to pick up loans primarily in the metropolitan centres of Edmonton and
Calgary, and there was a gap -— if I can use the term -- in those other areas.
And by going in to the lender of last resort concept and filling that
particular gap outside those areas and placing a higher priority on thosse.
particular businesses that may apply -~ that was the general reasoning behind
-~ and it's still behind the concept of having the base rate of 12, with the
metropolitan centres being at least generally consistent with the going rates
for the availability of money in metropolitan Edmonton and Calgary.

MR PAHL: Perhaps if I can supplement that question, Mr. Chairman, and try to
make the point that in my experience in a suburban constituency where we have
a high number of small businesses -~ and some are fairly sophisticated;
service industry in the oil field —- that perhaps a case could bes rade for
greater support by the Alberta Opportunity Company in the city, where startup
costs are obviously greater, you have higher rents, generally higher wages to
pay;: if vou're dealing with a market area, you have greater advertising costs.
Even to place the same size ad in the only available local newspaper, there's
probably a thousand dollars difference between Ednonton and Airdrie. I
suppose the other case is that failures might be more spectacular in the city.
Would you accept the thought that in terms of diversification -- and I think
that diversification has to mean more than dispzrsion in our economy ~-—
Albexrta Opportunity Cempany, with more funds, could perhaps address that gap
in what I would call a less discriminateory way in terms of higher interest
rates and priorities?
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MR ADAIR: My response, Mr. Chairman, would be that as long az ue were
consistent with the lender of lazt resort concept, we would be preparsd to
look at any improvements in the system, whatever they may be. In other words,
the system iz not necessarily written in stone. If there iz sone capacity to
show or for us to be showun that there is a need in that particular ares. I
think it should be pointed out ~-— and I'1ll get you to confixm this, if vwou
will, Roy, just to make sure that my mind is right on it. At the preszent
lending rates -- and I'm spealking now of AOC as it is today. with the lending
rate base at 12, and with the 3 pexr cent, up to 15, if it's in the
mnetropolitan areas. Even today, that is one and an eighth to one and a

quarter below the present lending institution rate., is it not?
MR PARKER: Yes. For term projscts.

MR ADAIR: So there is still a priority. One question I might ask Mr. Parker
is that I'm not sure of the exact number. You might be able to give us the
nuipber of loans that are approved for the cities. There are loans that have
been approved for the tuwo metropolitan areas, where in fact there was no
capacity to borrow from the other lending institutions.

MR PARKER: By nunbers, 15 to 20 per cent of our loans are in the cities of
Calgary and Edmonton. This varies from year to year. The major reason we
don't have a higher percentage is that funds are genesrally readily available
in Calgary and Edmonton, where they may not be so readily available in other
constituencies in the province.

MR PAHL: Thank you. I accept your point, except for this small business nan,
you're a quarter of a point off.

MR SINDLINGER: On that point . .
MR CHAIRMAN: Is this a supplementary to Mr. Pahl's question? Okay.

MR SINDLINGER: For clarification, please. You're talking about the priority
given to businesses located outside the major growth centres. Are yvou saving
that priority is reflected in the structure of the interest rates? I wonder
if you could make that clear. I'm not too sure. I follow that. If so, how is
that priority given, and how can it be justified, giving the higher rate to
urban people as opposed to rural people?

iR ADAIR: The structure of the interest rates have not changed in the sense
that it's been consistent with a base rate. When the company was set up, it
was set up to assist in that gap area, as I said earlier, where there was not
financial assistance available outside the two metropolitan areas, and where
AOC considers a small conmunity of 10,000 or less, a company 25 employszes orx
less, they nay get a reduction from that base 12 down to 10 per cent, if
they're in small-town, small-business Alberta. If they are in the cities of
Ednonton or Calgary, that base rate of 12 may go as high as 3 per cent, up to
15 per cent. And I uze "may" in there because it's a decision that would cone
from the company relative to the discussions with the applicant, as to what
it is. A numnber of factors would be considered in there. That has beesn
conszistent from day one. It has primarily been to assist in the areas whesre
the private sector lending institutions have not provided funds hisztorigally.
Therefore, we were attempting to assist in getting businesses started,
primarily in rural Alberta.
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MR NOTLEY: I have three or four questions more or less in the same vein, but
just before we go into those, you mentioned 15 per cent by total numbers, 1
take it you're talking about total numbers of applicants. 1I'd be interested
in whether wes have @ny figures on the percentage of total dollars, which it
strikes me could be somewhat different and somewhat higher.

MR ADAIR: It is slightly higher. If you put the two together in dollars, it's
roughly 22 to 24 per cent. Okay? About a quarter.

MR NOTLEY: So about a quarter would be in the two major cities, then.

Mr. Chairman, to either the minister or Mr. Parker. I realize the AOC is a
lender of last resort, and that it's primarily set up to fill a role in rural
Alberta, where it is difficult, where private lending institutions aren't
doing quite as adequate a job. But do we have any figures in texrms of the ACOC
role, compared to the total needs of the small, private business ssctor, and

any figures with respect to our lending compared to the industrial developnsant
bank?

MR PARKER: We don't have any figures relating to the total borrowing of snall
businesses in the province, but in regard to the Federal Business Devslopment
Bank. we provide approximately 80 per cent of the number and dollars that they
provide with their branches. I night add that their accent iz on the najor
urban areas, Calgary, Edmonton, and the other larger cities in the province.

MR NOTLEY: Just to follow that up, Mr. Chairman and Mr. Parker. By 30 pex
cent . . . MWe would not be providing quite as much, four-fifths as nuch.

MR PARKER: Yes.

MR HOTLEY: I see. And on page 32, I see we have $91 nillion invested, but
under the notes, another $54 million. What is the total capitalization now of
the Alberta Opportunity Company, from the heritage trust fund?

MR ADAIR: $150 million.

MR NOTLEY: Right now. I see. And what percentage of the cases . . . HNow you

indicated approximately 1,400 are active loans. How many of thoses are in
arrears?

MR ADAIR: I'll answer that, and possibly you can confirm it. I bslieve around
13 to 15 per cent could be in arrears to some degree.

MR PARKER: Yes, that's correct.

MR NOTLEY: And how would that compare . . . I believe that would be someuhat
higher than normal commercial

MR PARKER: Certainly it's significantly higher than most commercial lenders.

I can't speak for any of them, but my best guess would be in the 5 per cent
rage, as opposed to the Federal Business Development Bank. Historically, they
run about 8 to 10 per cent. I might add that of the 13 to 15 per cent that we
have in arrears, about 5 to 7 per cent would be having sone difficulties, and
the rest would be due to laxness on their part or the mails oxr just an
ordinary business problem.

MR NOTLEY: I see. So that there'd be about 5 per cent you'd be quite worried
about.
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MR PARKER: Yes.

MR HOTLEY: You'd be looking at perhaps as much as $7.5 million of this %150
million that could he jeopardized by a slowdouwn in the econony or something of
that nature. UWhat has been the range in interest rates? You indicated 12 per
cent now,. plus 3 per cent in the urban areas, down to 10 per cent in the rural
areas. That's the situation now, but could you perhaps bring us up to date
over the last year? I recall a little over a year ago that it was somevhat
lower. Has it gone up automatically with the Bank of Canada rate, and how
have we adjusted thoss figures with respect to higher interest rates across
the boaxd?

MR ADAIR: Historically, up until last November when the interest rates started
to climb, there waszs a period where AQ0C would in essence track the rates. In
other words, they would adjust as the rates adjusted. I belisve in early
Hovember we froze the rates, in essence. They have remained consistent at
this point, with a 12 base, 15 high and 10 low. Prior to that, the highest
they had ever been was 15, was it not?

MR PARKER: Yes.

MR NOTLEY: Mr. Chairman, my additional question is somewhat along the lines of
questions that have been raised before. AOC has a flexible formrula of 3 per
cent more and 2 per cent less, depending on the area, and I certainly applaud
that. I think it's primarily set up to fill a role in rural Albasrta. I think
one can justify that kind of interest rate setting. But the question I'd like
mnore clarification on is, what interest reduction is given in the area of
diversification? Let us take the exanple of a small business enterpriss. It
was my understanding at one time that if you were going into a new type of
operation, you were also eligible for the lower interest rate.

MR ADAIR: That same thing does apply. I guess it's an overall application of
that. If it's a new business in a small community, small number of employees,
that would apply. And then you're looking at -- I'll pick a name: Etzikom --
and you're going into a new manufacturing operation in that community in
southern Alberta, that they would or could be eligible for a reduction down to
that 10 per cent level. It may be 10.5 or 11 oxr 11.5, in whatever ths cases
may be. But they have the capacity, if all other factors are net, to be as
low as 10 per cent. So it could be a new business. It could be in the
smaller comnunity, as long az it's under the 25 employees, as defined by the
Alberta Opportunity Company at the present time.

MR NOTLEY: Mr. Chairman, with respect to the definition of 25 emplovees, what
consideration has been given to changing that restriction? Because it ssens
to me, if we're talking seriously about diversification -~ I think that's a
goal everyone in this House supports -- and if the AO0C is going %o play a role
in furthering that goal, it seems to ne there are going to be occasions where
projects will get under way where there could conceiveably be more than 25,
and vet it would be a new type of operation that would diversify thes ecenonmy
of the province. It seems to me we have to take a look at that and perhaps
begin to reassess what has been a policy now since, I believe, 1972 when the
AOC was established.

MR ADAIR: Initially, Mr. Chairman, in response to that, something that msybe
hasn't bsen that clear in what I've said up to now, is that each application
is treated on its own merits. I think there have been cases —— and I could

verify that with Roy -- where there have been a small town, a small business,
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and maybe more employees, but the basis of that was the application itszelf,
the type of particular operation that it was getting into. So all of those
points are taken into consideration. 1 guess if there's anything that we
could do, it's look at it a little stronger or delve a little dzeper into that
particular concept. But at present, the company operates on the basis of
small towns being 10,000 or leszs. And I think even that could be questioned
to some degree as to whether 10,000 pzople is a small town in the ninds of
some people. But vou have to draw the line somewhere. Ue attenpted to draw
it at that particular point -- we being the Alberta Opportunity Company. And
then the 25 employees or less wsre taken into consideration as the bench mark
you worked from. But there has been some consideration relative to that in
the number of applications that have been received to this point.

MR NOTLEY: Mr. Chairman, just one more brief question. In terms of
determining the lower interest rate, which can be as much as 2 per cent down,
or on the other hand, as much as 3 per cent above, how does one really deal

- with that in any objective way? It seems to ne that there are so many
subjective aspects that . . . Uhat is the process of determining whether Joe
Blow in Etzikom, Alberta, is eligible for the full 2 per cent less instead of
1.5, 1, 0.5, or whatever the case may be? For example, if a perszon is two or
three months behind, do they lose their interest rebate? That kind of thing.

MR ADAIR: bhat I might do is ask Mx. Parker to explaiﬁ on hehalf of the
company the process that they use.

MR PARKER: In answer to vour last question, the interest rates are set at the
time the loan is approved and are fixed for the term of the loan. S0 whsthex
you make your payments on time or fall in arrears, your interest rate is
maintained until the account is either paid up or wound out one way or
another. In regard to how we determine what interest rate will be applied,
the loans officer who does the investigation and makes the report is
encouraged to make a recommendation that will give the best break possible to
the individual applicant, bearing in mind such factors as competition, whether
it’s a new business or not, the size of the community, and so on. The
ultimate decision iz made by the individual or group that approves the loan.
As I say, there are a numbexr of primaryv factors, which we have mentioned, and
there are secondary factors in dstermining a loan applicaticon. An exanple I
might give vou would be a new business in a small town where there is existing
competition, and we would feel it would be unfair to the existing man who is
obtaining his funds from the private sector at a higher rate, for us to
provide a loan at a significantly lower rate than he was cobtaining. So that
would be a consideration. But all things considered, we attempt on the basis
of our formula, to give the person who is applying the best bresak we can.

MR BORSTAD: I guess my question is somewhere along the same line. I applaud
the aid to the smaller centres. Does this loaning pattern cutside the two
major centres have any pattern north or south, or is it pretty well scattered
across the province? How are the delinquencies in this 15 per cent vou
mentioned -—- is the najority in the north or the south or are they scattered
across the province? I guess I'm concerned about the north, so ny following
gquestion is, whexre you have a complete default, is that across the province or
is it in the north?

MR ADAIR: If I can start off, to give you an idea -- this is basically in the
dollar area. HNHerthern Albsrta has roughly 29 per cent of the moneys that are
loaned out; central Alberta 23 per cent; southern Alberta 2% per cent. HNow if
you're looking at loan applications, the north has 28 per cent of the
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applications;: 25 per cent in central Alberta; 22 per cent in southern Albkerta.
I might get Mr. Parker to respond on the dzlinquency side that you related to.

MR PARKER: The delinquencies are fairly widespread and even throughout the
province. We'll have periods where there will be a surge in one axea, then
that will drop off, and a surgs in ancther. PBut generally, they folleow the
pattern of authorizations. I might add to supplement what Mr. Adair has just
saild, that we have found in the last 13 months that there hasz bsen a
significant increase in activity as a percentage of our overall busineszs in
northern Alberta, largely because of the development and activity that is
going on there. I'm not sure if I ansuwered all of your questions, but if
there are more, I would be glad to.

iR ADAIR: Mr. Chairman, what I might do is indicate that from 1976 through to
"the fiscal year 1980, those figures I gave you have been reasonably closs to
consistent. They've been up and down. For example, the highest in the.
northern region was 32 per cent in 1979. The fiscal year this vear is up to
36 per cent. Consistently, they go dount central Albsxrta, 2%, 26, 27, 27, 26.
So they're fairly close to even throughout the five-year period.

MR OMAN: Mr. Chairman, I'd like to ask the minister a follow-up in a couple of
areas, one in defaults and the other in the area of where the investment is
going. If I could just clarify it for my own mind, did vou say your defaults,
actual losses, would be in the area of 5 per cent? I just wanted to .
Write-offs.

.

MR ADAIR: Yes.

MR OMAN: And what would the commercial banks be? You said the federal
industrial bank was someuwhere around 9 per cent.

MR ADAIR: Maybe I can get Mr. Parker to respond to that.

MR PARKER: I was talking about arrears when I was saying that: 9 per cent
delinquencies in arrears. MWe're vp around 13 to 15 per cent. As far as
write—offs and losses go, we're roughly 5 per cent. Up until this year. the
Federal Business Development Bank was about 2.5 per cent, and standard lsnding
agencies less than that.

MR OMAN: Okay. That's better. I just wanted to clarify that in ny own mind,
because I wanted to know if we were taking enough risk in comparison. L=t nme
go into the area aspect. I think you said sonmewhexre in the area of 15 to 20
pexr cent went to the citiez of Calgary and Edmonton and the rest was basically
rural or the smaller centres. I have no objection to money going to the
smaller centres, and I'm not suggesting that it should be less. Maybe it
should be more. But I question the 15, 20 per cent figure to Ednonton and
Calgary, because populationwise those two centres take up two-thirdszs of +he
population of the province. I'm sure that the econonic activity in thosze two
centres would be at least that, maybe nore. It seemns to me that the
opportunity for industrial expansion . . . There's a snowball effect. In
othesr words, industries like to locate -- zome of them at least -- in the
larger centre, simply because of the labor pool that is there and the
integration that they have with other industries. It's the policy of the
Alberta government to diversify secondary industry particularlyv, and I do have
the feeling from some people from the larger centres who have talked to ne,
saving, hey, we're being discriminated against, as over against the rur:l
areas. I wonder about this, really. You say, okav, there's more opporunity
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for financing in the larger centres. I can't see that either, really. I'm
sure that the banks in the smaller centres are just as anxious to lend on a
regular commercial basis as the ones in the cities, and I cannot see why these

people would not go to the city, 1f there were other banks there -—- I'm sure
that they could and would if other banks and lending agsnciss were there,
because that happens all the time. So I'm wondering about whether thers's an

actual policy of discrimination against people in the larger centres. I get
that feeling.

MR ADAIR: Well, up until the last couple of wordz . . . The actual policy
against discrimination in the centres: no. But I think the policy that was
struck was bazed on two factors. And I will take issue with you in the sense
that you talk about the bankers in small communities. They may well be
willing to loan; they don't have the capacity or the authority to in fact do
that. You have to go back to their regional or head offices to get that
approval. So you have zone difficulties the further away you get from the tuwo
metropolitan centres. The primary idea behind it was, one, that there was in
fact a larger pool of funds available through the private sector for any of
the applicants who may be seeking funds in the metropolitan centres of
Edmonton and Calgary. The area that was the major problem for us when AQC was
set up was that area out thers, wherever it was. And the further vou got fron
the two metropolitan centres, the more acute the problem was. Therefore, it
was struck in such a fashion that the opportunity to obtain a loan is still
there and it is still a favorable position if it is an application of last
resort, even today, in the cities of Edmnonton and Calgary. And I don't knouw

how you can determine that that is discriminatory. If they're using the zane
concept as everywhere elze ~- the lender of last resort and making the
application after refusal -- obtain a loan in Edmonton and Calgary, all othsx

things being equal, at a rate that toda9 is even better than the rate that is
obtainable in the private sector lending institutions. So in essence, what we
did when we structured it was to try to provide the funds that could be nade
available to an area that didn't have any funds available, out there in the
rural areas, and yet not discriminate against the other areas, the
metropolitan centres, by saying, ves, those funds would be available too. but
again, on the condition that it be the lender of last resorit and that it in
fact then had to go through the process of not being able to get money. And
in most cazes moneys were avallable to those people who werxe applyving in those
two metropolitan centres -- not all of them., because there are applications
that have been approved.

MR OMAN: Mr. Chairman, with regard to the first comment. Even the local bank
in the city, of course, has its limit as far as its authorization cof loans,
and beyond that they have to go asz well to headquarters. That's a phone call,
as the case may be, from either position I think -- maybe some papers and
supporting material., But I still-am trying to get at herxre . . . You said
that funds uere left over? In other words, more could have been lent in the
major metropolitan areas?

MR ADAIR: No, I didn't infer that. I hope I didn't, anyway. Funds are
available on the same basis as they are to anvone else out there in Alberta.
They key is that they are lender of last resoxt; in other words, we still
maintain that philcsophy. It's a lender of last resort. The ability to
obtain money in the cities of Edmonton and Calgary is much greater than it is
in rural Alberta. Therefore, the number of applicationz would be less. And
when they come before the board, they review them in that particular capacity.
I should point out, too, that we do work with the banking institutions.
There's a very close working relationship with them. In fact, the members of
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the Alberta Opportunity Conmpany will contact those zources that were listed as
turndouns, to find out why. In some cases, there have been arrangements
worked out where the bank and AOC have co-operated to in fact provide funds
together. So that opportunity is still there for the metropolitan person.

MR OMAN: Mr. Chairman, I accept that. I just have to reflect what I'm hearing
from some people. I realize they could be zaying sour grapes bscause they've
been turned down, but what I do hear, nevertheless, is that if you're not from
a rural community, and you're making an application, you've got two strikes
against you. So I'11l continue to listen, Mr. Minister.

MR ADAIR: One factor you could provide as an option to that is that roughly 15
per cent of the applications come fron the metropolitan centres and 22 to 26
per cent of the dollars provided to all applicants in Alberta are out of the
two metropolitan centres.

MR R CLARK: To the minister. I go back to the initial ‘discussion that we had
where we ended on a point of disagresment or different interprestation. I
raised the question because, quite frankly, I get the feecling that the people
from Economic Development are trotting around the province, and we have the
Opportunity Company people trotting around the province. I'm being positive,
but I see Econonmic Development having some. pretty major responsibilities in
diversification. HNow we're saying that the Alberta Opportunity Company has.

I notice that no one from Albexrta Economic Development is con the board. I'm
very interested in knowing. From talking to some of the people in ths two
organizations -- not on a critical basis at all, but simply: what's the
interplay, what's the relationship bestuween the two, and what changes have been
made in the Alberta Opportunity Company to take into consideration the
formulation of the Department of Econonic Development some two vears ago?
Because I think if we're not careful here, we'll have the two working a bit at
cross-purposes. And that's why, very frankly, I'm surprised to see in the
annual report that one of the major responsibilities of the Opportunity
Company is economic diversification. So I'm interested in knowing: in the
last two years, what changes have been made to take into consideration the
Department of Economic Development, so that in fact we're working togethex
here, rather than going over scme of the same paths a second or third. time?

MR ADAIR: I don't have any problem responding to how Tourism and Snall
Business and Economic Development are working together. I was just going back
to where it =zaid it was "a major objective", because that's not what it does
say. That should bas clarified before we get . . . Again, maybe that's our
interpretations . . .

MR R CLARK: Mr. Minister, vou and I can quibble all we want, but it's the very
first sentence in the description of the Opportunity. Company.:

MR ADAIR: "The Alberta Opportunity Company has the objective of promoting the
developnent of resources and the general growth and diversification of the
Alberta economy”. A very general statement indeed. But getting back to vour
question, the Department of Economic Development and the Department of Tourism
and Small Buziness -- now, I'm setting aside ADC becavze we do work very
closely together, both in ths area of diversification and regional business
opportunities. Where people may coms to Tourism and Small Business as a
department and in essence be a major manufacturer or in the prinary
industries, we would then, in essence, escort them over and work with *them, so
that thev're not going through the same process they may have with our
officials. We will have eliminated that process by walking them right across

-~



-196~-

to Economic Development and plugging them in with that department. Thers is a
very close working relationship between the two. I guess the bsst way to put
it is that they are meeting constantly on applications on opportunities, on
areas of the province where there may be some developnents where they've had
requests from companies outside, inside the province, or where, so that you
have that kind of working relationship therxre.

Now there is no direction, in eszesnce -— I guess that would be the kev word
~—- at this particular point in time that would be such that I, as minister of
Tourism and Small Business, would direct the Albsrta Opportunity Company to
provide a loan for whatever. Those loans, again, are made on the basis of a
last-resort lending institution, on the application made by the applicant, and
on its own merits, and reviewed in that particular capacity. The same would
apply to any department, or, in essence, to any MLA. I wouldn't be in a
position to have you, sir, come to me and say, Joe Blow at community X must

have a loan. That person has the right to make an application for a loan, and
all things being equal, may well get that particular loan, but it isn't a
direction that might be given. 1 think there was an inference that sone
direction might be given by the Department of Economic Development or such. I

think when they comne up with a particular projesct, certainly, they would
indicate to them that one of the opportunities that they may have to obtain
financing is the Alberta Opportunity Company, recognizing that it's a lender
of last resort.

MR-R CLARK: Mr. Chairman, I

MR CHAIRMAN: Mr. Clark, if I may interrupt for just a moment. It's four
minutes before the hour, and I guess we have an option. That is, perhaps to
wind this vp with a final supp and a final brief response to ths supp; or

" alternatively, for me to send a message to the Premiex indicating that wa
won't be ready for him at 10. Mr. Clark, can you shed any

MR R CLARK: 1I'd be quite prepared to, =zay, perhaps have Mr. Adair come back
later on this morning.

MR CHAIRMAN: Mr. Adair, what are vour availabilities later in the day?

MR ADAIR: Later today?

MR R CLARK: After 11. The Premier can only stay until 11. Is that right?
MR CHAIRMAH: We have him scheduled until 11:30. I haven't comnunicated with
him to determine how long he can be with us. Karen, do you know? Mr. Adair,
would you be agreeable to returning at some time that would be nutually
agreeable to you and to this committee, to deal with

MR ADAIR: That may not necessarily be today. I do have to go to Grande Cache.
MR R CLARK: And I have to meet with some Ontario people.

MR CHAIRMAN: Thank you. Well, Mr. Adair and Mr. Parker, on bahalf of th=
committes, I'd like to thank you for joining us for this hour. I'1l1l be in
touch with you, Mr. Minister, when it becoma2s clearer as to what would be an

appropriate time for us to conclude our deliberations with you. Thank vou.

MR ADAIR: Okay.

MR CHAIRMAN: Would the conmittee like to take a three-ninute adjournment?
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The meeting with Mr. Adair adjourned at 957 a.m. and recomnernced at 1110
a.m.

MR CHAIRMAN: I'd like to bring this impromptu adjournment back to order.
Perhaps we could resume by having the minister conmplete the answer to thse
question that had been posed by Mr. Clark at the time that ws concluded.

MR ADAIR: UWell, I'm not sure the word is "complete" the answer, but I'll give
the answer to what I think is my satisfaciton; it may not be to ths
satizfaction- of the msmbsrs. As I recall it, the question from the Leader of
the Opposition was relative to the role of the Department of Economic
Developnent, AOC, and I think I should include in there Tourism and Small
Business, and what may appear to be séme comnpetitive features of it -~ I think
the term was, running around Alberta; not in the sense of being facetious, but
there were people in both departments.  moving around the province.

In the case of Econonic Development, promoting diversification and industry,
large or small; then of course, we have our regional people in the Department
of Tourism and Small Business, working as well in the regional offices we have
and with the regional boards. One of the points I might add that I wasn't
able to add when we were finishing up at 10 o'clock was that the Department of
Economic Development -- and not just the ministers, Mr. Planche and me -~ we
meet every Monday. The makeup of that particular meeting . The meseting
is structured at the call of the Department of Economic Development, and they
have their deputy ministers, assistant deputy ministers, and directoxrs az they
may see fit. and at every mseting we have the deputy minister, Al McDonald,
and myself, and, where necessary, other officials, whether it be Ron Blake,
Assistant Deputy Minister of Small Businessz, or officials from the Small
Business sector, or even the Tourism sector, that may relate to an item that
they have on the agenda. So there is a very close working relationship
between the Department of Economic Developnment, the deputy ministers,
assistant deputy ministers, directors, and other officials as nav be called by
the Minister of Economic Development to that meeting. I guess that's the
point I'm really trying to make. The items that are discussed, if they happen
to be, in the sense, the Alberta Opportunity Company, I am therxe, along with
Al McDonald, to respond to thoze questions or to bring back answers if we
aren't able to provide them at that particular meeting. So there is a very,
very close working relationship between them. I guess that is in responsze to
what appeared to be a concern you were expressing, sir, relative to uwhat
appeared to be people running in diffexent directions and not nesceszsarily
talking to each other. That's the way I took it, to start with.

MR R CLARK: Mr. Chairman, I should say that, as the minister left. he and I
had a brief exchange, and I made the suggestion to the minister *hat I think
there'd be some advantage in having somzone, 1f not a member of the boaxd,
certainly in an ex officio capacity, fron Economic Developnent, on the board
of the Alberta Opportunity Company. I'd like to relate that to a situation
like Ceold Lake, Grand Centre, and Bonnyville, and ask Mr. Adair or the manager
of the Opportunity Company: if in fact the Opportunity Company has made loans
in that area -- and I don't want to know individuals or specificz ==~ then
what's the general state of those loans, given the uncertainty of the
sitvation at this time? ~And I use Cold Lake-Grand Centre-Bonnyville because
it's inveolved in the whole question of negotiations, but alseo bescausze it's
part of an area that I think all of us in this committee want to see move
ahead.

MR ADAIR: There are two ways to respond, and I think I'1ll respond from my
particular perspective as Minister of Tourism and Small Business. I'1l ask
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Roy to respond to the specific question relative to thes number of loans and
the state of those loans; and I would add to that, the state of those loans in
perspective to the state of other loans generally, if there is a concexn in
that from the standpoint of Tourism and Small Business. One of the concasrns 1

think that we jointly have -- and I'm speaking now of the board of dirsctors
of the Alberta Opportunity Company and the Department of Tourism and Small
Business -~ iz the concerns related to management and management assistanc

.

ey
in other words, to digress just for a moment, one of the major problems that.
s it

appears to be at the head of the list is the management of any business, &
begins to gst into trouble, if it should bz getting into trouble at all.

In the casze of your concerns relative to the Cold Lake~Grand Centre-
Bonnyville area, we have a representative for the Small Business sector right
now who lives in St. Paul, who covers that immediate area. As a matter of
fact, I was just in Bonnyville within the last two weeks, where we released
the tourism study for that area, and also a study that was related to the
department of northern development, and it was really an inventory of
busineszes in the area, and the likes of that, and some information that they
may be able to use. Our representative in that area is on call at ths request
of the busineszes. 0One of the concerns that was expressed at that meeting
that we had was that we should mnaybe be going into the buszinesses and talking
to them. I eupressed a deep concern about the fact that if I were going into
your business, sir, whoever you may be, and suggesting to vou that yvou might
be in trouble, I would probably get a fairly short direction as to where I
could go and what I could do with ny particular side of it. But I think I had
to explain it in that particular fashion; that the onus was on the individual
in that particular business to come to us and that it would be treated in
confidence with our regional business analyst, and that, if necesszary,
business counsellors or other officials could be brought in to sit down with
them, if they were experiencing any degree of problems out of the ordinary, ox
even if they are just experiencing some problems, we have that capacity to sit
down with them. At their request. The initiation has to kz made by that
paxticular business. I think we had an excellent meeting in that case.
There's no question, as they stated and as I stated to them, there were
frustrations on both sides. I think from our standpoint, with thes dslay in
the negotiations and the likes of that, which do affect what may be the start
of businesses, or for exanmple, businesses that have been in place for quite a
number of years there. Having szaid that, I'1l defer now to Mr. Parker to
respond to your specific question about the number of loans that may bes in
that area. I'm not surxe he can give you the exact nunber, but he mav be able
to. The ballpark number and then the relationzhip of the condition of those
loans and what that may be in relation to the province. I think we do need
both to be able to make that comparison.

MR PARKER: For your information, AOC also has a branch office in St. Paul
looking after that area. We are located in the same premises, side by side
with the Tourism and Small Business gentlenan. There's a very close
relationship between our branch persennel and that individual. I can't give
you the number of loans we have in the St. Paul-Bonnyville area, because I
don't have them at ny fingertips. Cextainly, it's cne of our mors active
branches. I would say again, just from menory, that the level of activity in
the Bonnyville-Cold Lake area has decreased in the past vear as a result of
uncertain economic conditions up there. We will accept anv application and
look at it, and if there's a basis on which we can feel there's a reasonable
possibility of success for that business, we'll provide the financing. On the
other hand, due to the excess capacity in a number of areas up thsare, we will
also decline if we feel there iz an excellent possibility of its going broke,
because we'd be doing it more harm than good by providing financing. O0Ff ths
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accounts that are on our books now, there is no indication that there are a
greater degree of arrears either in that whole area or in the specific sub-
area of Bonnyville-Cold Lake, .among our custoners. That's about as definite
or precise as I can get without having a chance to look through our figures.

MR R CLARK: Mr. Parker, could I ask vou through the minister and the Chair, if
yvou would do a bit of checking, in light of the question I asked.about
Bonnyville-Cold Lake-Grand Centre, that gensral area that's regarded with the
0il sands' uncerxtainty. And if thexre is any change from the general
impression you've given us ~— and I taks the general impression to mean that
there are no more arrxearsz there than there are gensrally spesaking across the
rest of the province; that would be about 5 per cent where there wsre real
difficulties and about what, 15 per cent where . . . Right. If there's a
difference in that, if you'd advize the committee, I think that'd be helpful,
because I think all of us share the concexrn.

1'd like to go one step further, if I might, with the last question I have,
Mr. Chairman. That'll make you breathe easiexr, I'm sure. It's basically
this: when an application comes from this area, let's say. and it comes up
through yvour representatives in the area to the board. Mr. Parker, whexe does
the board get a feel from what the overall economic picture of the area is,
the negotiations with the federal government and the province, and so on?

Does the department go to the Department of Economic Developnent? I'm sorry.
Does your office., sir, or one of your pesople have some contacts in Econonic
Development or in Energy and Natural Resources, or wherevexr?

MR ADAIR: If I can mavbe respond on that, Bob, I think the key people that are
involved in that application are those two on-site people; that is, the local
reprezentative, 1f it happens to be an AOC office. In' that case whexre we're
talking about in that region; sinilarly, in Grande Prairie, where vou have a
boom situation of a type, and have a snall business developnent office. Those
two people are the key people. If it's in the area of forsstry, they will
work with officials from the Department of Energy and Natural Resources, or
any of the other people involved, be it Economic Development, be it the
tourism side, if it's specifically a tourism project -- a motel, hotel
opexation, food outlet, or the likes of that. They will get that kind of
background information to aszist them. It may be that Mr. Parkex's
representative in AOC will ask our officials to do that. He may bs able to
get that direct. 1I'1ll let Roy speak directly as to how they, in their
particular capacity, deal with that. But we work very, very closely together,
and I think that's probably been one of the major changes since ths creation
of the Department of Tourism and Small Business, the ability of the regional
people in Tourism and Small Business and the people in the Alberta Opportunity
field staff level, to work together, becauze where possible, we're attermpting
to keep them almost in the same building, so that you're not going from one
side of town to the other; that they have the capacity to holler right out the
door even and have that other person come into the office with then, and
they're all right together then. It saves a step for that potential applicant
in that particular area. and certainly provides some opportunity for an
understanding of what may be requested as additional infeornmation, because
they're right in that from the start. Roy, vou might want to respond asz to
how the AOC people pick up any of the additional information.

MR PARKER: Okayv. As the minister has said. we have a closs relationship with
our colleaguesz in Tourism and Snall Business. We also have a good woxrking
relationship with the people in Econonic Davelopnsnt. We have sons of our
people attend their meetings on occasions when they'll have kind of a
managensant group annual meeting, to answer any questions about us, and ws have
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them to our msetings from time to time. They have experts in =zpecific areas:
mettallurgy, lumber, and so on. And when we get an asproach that is inveclved
in one of these, if there's a degree of expertise that ws don't have, we will
" contact their people and say, look, can you give us a hand on this? Can vou

give us a reporxt in this particular area?

You mentioned earlier how the board determines what's going on in an area.
One of the things we have bheen doing for ssveral years is to have four or five
board meetings a year with a tour of the town, meeting with local business
people in specific communities. This year, we've been in Rocky Mountain
House; we've been to Calgary; we're going to be in Lethbridge and Madicine
Hat. In addition to these specific, one-day board me=ztings whsre we mest and
talk to people, for the past four years we also have had board tours of
various areas of the province. This vear ws're going to be in the -
Lloydninster-Cold Lake-Bonnyville-St. Paul area. This is a two-and-a-half day
tour, whereby board members meset not only pecple in the chanber of commexce
and business people, for instance, but they go from snall community to snall
community and meet mayors, business people, customers, and so on, in-order to
familiarize themselves with what is going en in that arsza and to get an idea
of whether the people think we're doing good, bad, or indifferent. And they
get a number of different types of stories from time to time, as you can
imagine.

MR CHAIRMAN: With that then, Mr. Minister and Mr. Parker, thank you once again
for meeting with us today in the chanbers. I know I can speak for the
comnittee when I say that your comments will be nost useful to us in our
subsequent deliberations. Thank you.

MR ADAIR: Thank vou. That's very Xind of you.

The meeting with Mr. Adair concluded at 1125 a.m.



