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DOCUMENT,
PUBLIC ACCOUNTS COMMITTEE
March 30, 1977
MR, TAYLOR: Tho Public Accounts Committee_will come to order, The first_item on
the agenda is the minutes, T want to apclogize tfor the minutes. The girl who
was

keeping the minutes last week became _overwhe¢lmed with the committeé, didn't
get tke motions_and the material down, and it had to be done by memory. So at
this time, I'd like %o ask if there are any corrections to the minutes.

MR. MOOBF: Mdr., Chairman, on page 2 of the pinutes in the middle of the page it
says, HMr. Clark asked what happens when a loan _goes sour and _the  minister
replied _that the procedure _varies a,ireat deual "but that a receiver is always
appointed and a statement of claim is filed. . .
. On checkln% the statements +that were made, that is incorrect ip that I
indicated that a receiver is not always appointeu and a s*tatemsnt of claimn is
not always filed. There are various procedures involved., I think the verbatinm
sheets would bear that out, . .
Also, _on pa%a 3, th? second paragraph, Mr. Clark also reguesteg information on
the quality of the cattle and Mr. Ordze agreed to check and se=2 if there was a
written appraisal and if so he would bring it with him to the next meeting. _The
first part of the statement is true. _As far as bringing it to the next geetln%
I made the comment, Mr, Chairman, that if it was a written memorandum it wou i
be an internal document and would not be available.

MR, CHAIRMAN: Does the committee aqree with the correction?
HON. MEMBERS: Agreed,
MR, CHAIRMAN: Any other corrections to the minutes?

Moved hy Mr, Notley that the minutes be adopted as corrected.

MR, CHAIRMAN: Mr, Clark, would you have any objections to sitting up cver here
so we can hear a littl=s bit hetter? Thank you, . ;

The next point I would ke to ¢clear with the members of the committee is the
fact that T understand the House will adjourn at 5:30 on April 6, and will
reconvene at 2:30 on Apr 13. In view of that, will the committes be present
for Eubl%c Accounts Commit on the morning of the 13th? If not, could we have
a moticrn?
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Moved by Mr. Purdy that after we rise on April 6, we reconvene on April 20.

The Auditor, Mr. Rog

t would now deal with the one or two accounts that he
wants to bring to your a
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t=2ntion.
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ME, ROGEPS: Mr. Chairmag
s t

L gentlemen, if we could look at page 47 of volume 2,
ublic accountsB thers i
A

fe Anditor's report without qualification, On  page
8 we have th2 balance sheet of the Alberta A%rlcultural Development Corporation
and I'd just like to point out one or two facgtors.

The agreements for sale and mortgaqes receivahle -- thase are the Airect loans
-— are totaled $96,917,000 after _an allowance of doubtful acccunts of
$2,050,000, On _ the next 1ine in the assets, we have the narantee
implementations recaivahble and these are the ones that were deene to bsa

receivable after December 15, 1975, which was the date of the amendment to the
act whereby ti=se guarantees are the direct quarantees of the corporation arnd
the ceoerporation 1s responsible for their implementation, This 1is $%2,500,000
aftsr an allowance for doubtful accounts of $2,040,000. The trust assets --
these repres2nt the  implementations that were handled by Treasurg Brlor o
December 1%. The receivables on these ;nElementqtlons total $1,400,00 after
mking an__allowance for doubtful accounts of 3908,000, So in effact, together
w;th.gaqe 51, note 9, which gives an .agproxlmate values of the contingent
liabi ltY, ,thesa are the quarantees or 3$110,000, we can sum it up and say that
the total dirzct loans, guarantees receivable, ard the guarantees outstanding at
Marchk 31, 76, amounted _to some 321%,828,200. Against this we have various
reserves and allowancas for doubtfnl debts of some 3%6,800,000, .

I think most of +the other figures speak for themselves, Mr. Chairman, and T
think thos? pa2rhaps are the highlights of the financial statements of tha
Agricultural Developmant Corporation.

MR, CHAIRMAN:  Thank {ou, Mr. Rogers. We will now continue the examination of
the Alberta Agricultural Developmort Corporation. %2 have with us again th2



hon., . Marvin Moo
Board of Director
This time, I'11l
statement.

re, Minister of Aqriculture, Hr. Lorne Ordze, Chairman of the
s, and Mr. Vern lLawrence, General Manager of the corporation,
ask the hon., Mr. Moore 1f he wants to make a short opening

MR, MOORF: #r. Chairman, just one item with regard to the guestions that were
raised with raspect tg one member of the board orf directors of the Agricultural
Development Corporation, _Mr., Hugh Bawden, 1I'd like to advise of Some of Mr.
Bawilen's hl$t0t¥ before being appointed to the board of directors. _ Mr, Bawden
was born in 920 in Moose Jaw, Saskatchewan, received his education there and
joined the Canadian _Imperial Bapﬁ in 1939 at Moose Jaw.

He wvas attached o 711 different wurban, and rural branches_ _throughout
Saskatchewan till his appointment to a Winnipeg branch, n he  was
appointed as branch manaqger at Brandon, Manitoba., In 1957, he moved £o Alberta
and was appointed manager of the Ponoka, Alberta, branch. Seven ears_ later

964, he was appointed manager of the St., Paul branch of the Canadian Impgrlai
Bank of Commerce. 1In September of 1972 he was moved from St. Paul and appointed
manager of the Wetaskiwin branch_ until his retirement in 1974, Then, of course
after his retirement he was appointed as a member of the board of directors o
the Agricultural Development Corporation.

MR. CHAIRMAN: Thank you, Mr. Moore. The first questioner is Mr. Planche.

MR. PLANCHE: Thapk you, Mr. Chairman. _I'd like to_ask the minister -- on page
51 under nots 10, it says: "The Corgoratlon entered into an agreement . . . o]
acquire shares, at a cost of $650,000, in a company for_ whom the Corporation had
%uaranteed a loan,"” 1Is it the poficy of .ADC to be involved in an_ equity sense?

'd like to ask the minister also, if the answer is no, whethef or not they
would resell the shares and how they would do that.

MR. MOORE: Mr. Chairman, it is not generally considered_the Eolicy of the
cgrpgratlon to be involved in purchasing equity in any agricultura processing
plant. . . : s - . .
In this particular_case we were dealing with Vauxhall Foods Limited, which is
a potato_proc=assing plant in Vauxhall. efore this purchase of shares  was
completed, that company had acquired loans which were quaranteed by the Alberta
Agricultural Development Corporation. The then got 1into some financial
difficulties as the result of having_ processed a large amount of potato granules
for an exgected Japanese sale that left +the corporation,, together with_  the
Alberta pportunit Company Wwhich was also_ involved in _some loans, with a
decision as to _whether the company should be closed out and the appropriat=
losses charged _to the Alberta Agricultural _Development Corgoratlgn and the
Alherta Opportunity Company, or whether further loan funds should be directed to
the compan so_that they could continus, An examination of all of the factors
indicated that additional loan money would not likely see the comgany continuing
in operation in that their interest payments and debt burden would simply be too

high. R

%; was decided therefore that both_the Alberta Opportunity Company and the
Agricultural Devaelopmant Corporation would acquire shares in the company. The
tasic understanding and agreement that was reached with the comganz at that time
was that no other sharss or earnings on shares_ would be aic o the othar
sharehnlders of the company, which are hasically Egtato producers in_that ar=a,
until the company had repurchased the shares ~which had been so0ld to the
Agricultural Development Corporation and the Alberta Opporturity Company. I
not aware_ that any repnrchase has occurred at this point 1n time, but it wou
be the intention of the corporation, as soon as the companx is inp a viab
enough position, to ensure that the shares are repurchased from ADC and that
once_ again bacome 3 company without any direct involvement by tha Agricultural
Cevelopment Corporation. .

Mr, Ckairman, I should ask Mr. Ordze to indicate whether or not any repurchase
of shares has occurred.
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gR; ORDZE: Ho, there has not bezn and it wouldn't be expected in the near
uture,

MR. PLANCER®: Supplegpentary, Mr. Mipister. Does the Agricultuyral Development
Corgoratlon own 2quiti2s in_any other industries or proprietorships of any kind
that have applied for money?

MB. MOOFE: Parhaps my officials could gut their thinkin? caps on. _The _only one
of _a major natnre that T can recall is the Alberta Livesfock COTOF facilities in
Calgary, commonly known_ as Agrimart, where the project was put into receivership
about a year ago. Th2 interestht in frat o eration was held by the Agricultural
Development Corporation and some cther bond hoiders, Our interest amounted to
about 40 per c2nt, and in _due course the_ Agricultural Development Corporation
and the othar bonl hclders purchased the assets from the receivar., We have
goughiy a 40 par cent ownership in Albarta Livestock Co-op Aqgrimart facilities
in _Calagary. . R .

It's our iatention there to do one of two things, ard we don't know whtat that
will bhe ye+ -- either resel) the property if we get a gnod 2nough offer that 1is



agpropriate in terms of our review of what that proper ? is worth, or to lease
it to someone on_either a long- or short-term basis with the expectation of
racovering _at least our maintenance and repair and insuranpce until a sale is
effected. It may_be_ tha*t Mr. Ordze would be avare of some other companies that
we might have a similar type of interest in,

MR, ORDZE: No, that's all at this time,.

MR, PLANCHE: This will be a final,sgpplementax;, Mr, Chairman. I'm wondering
if, because of the <cost_ of seryvicing debt or some of these £fleiqling
;naustrles. the ADC would entertain_an _equity EOSltlon as a means of financing
in future ones rather than being involved with them after the fact.

MR, MOORE: Well _that, Mvr, Chairman, is a policy decision that has, to_ sonme
extent, been considered, but at this {01nt in time we feel that the primary
function of the Ag;lcultura]_ Development Corporation is to assist primary
producers by way of direct lending.  As you will note from the act and from  the
Auditor's repor*, the maximum permitted under the act in terms of direct_ fupds
that the ngrxeultural Deyelo?men .Corgorat;on.can obtain from  the Provincial
Treasurer for the revolving fund is £150 million, of which the first $50 million
comes interest-free, and after that we .an to the ©Provincial Treasurer an
gsi?bllshed interest rate consistent with the return they expect to receive on
ollars,

T would not think, Mr. Chairman, that we would be moving in the direction that
the hon. mepber suggests in the near future, but very definitely the shortage of
equity capital for _mapy agricultural processing industries is one of the very
real E;oblems, couplad with the lack oftentimes of the ability to develop an
effective management team.

MR. THOMPSON: Mr, Chairman, as I understand it, the griyate lending b v
pret§§.well gotten ont of the farm imgrovement {oan usiness, I "think this
i

specified uaranteed farm loan is, 1 ou want to horrow mone oun've got to go
to ADC. Isqthis right? ’ Y Ty 9 I

anks have

MR. CHAIRMAN: Mr. Moore nodded his head. The machine 4idn't hear it.

MR, THOMPSON: But it says here thars were 36 applications made for machinery
this last yszar, T wouldn't think that would be a very high number, Cculd you
give us some assessment of aust where this program is in comparison to the farm
improvement loans that we had a few y=ars ago?

MR. MOOPE: ¥Mr, Chairman,_the member is referring to page 15 of the annual regort
cf the Agricultural Development Corporation for the year ending March 31 1976,

That report, Mr. Chairman, only indicates the direct farm loan afprova s -~ in
other words, fne dollars that are lent dlrectlﬁ bg the aAgricultura Developnent
Corporation  themselves and doesn't reflect the dollars which are guaranteed by
the corporation., . . .

Generally speaking, we try to reserve -- as is indicated in that statement --
a direct lending preqram for the purchase of land and for_some refinancing where
bhank intorast vrates and the 10-year credit that's available from the banpks leave
the %gdlyldgal in a position whers his cash £flow and repayment ability is
insufficient.

You will npote that $7.1 million was provided for land, $2,4 million for
retlnqnc1n3, and then the other cateqgories scale down  in_ terms of equipmen%,
tuilding, _debt consolidation, livastock, opegatlu% cagltal, and so on. "There is
an extensive amount of guaranteed loans provided for the £ categories that _fall
outside land and r2financing. As a matter oi fact, in_the sanme Xear, if you
turn to page 18 in the annual raport, you'll see_ that wunder the FDL loans
which ar=z th= loans obtained from the_bank and guarantegd by tha Agrlculturgi
Cevelopment Corporation, we_ have some 6,331 loans for machinery that”™ total 1in
the fiscal yeir some $41 million. . . .
. T might "make a comment, Mr. Chairman, 1f 7T could,_ with raspect to farm
improvement loans. As hon. members know, farm _improvement loans are loans which
are quaranrte=1i bz the Government of Canada for the purchase of farm mpachinery
and a variety of othar farm input_costs. Those loans ar2 made at som=awhat_ 1less
of an intsrest rate than prlme-glus-one which is the case with the Agricultural
Development Corporation's quarantsed lcan program. .

It's beer my concern since the establishment of the corporation that we don't,
by way _of the corporation's quarantee at a higher 1interest rate, create a
sltuation wher= the banks in Alberta are not making farm improvemant loams, For
that purposz I asked my departmant to provide me with statistics over the years
{972 to 1975 and preliminary statistics for 1976 with regard to farm improvement

oans,

I fird thi+t the parcantage of loans in Alberta, as a total of loans that are
made across Canada undar the farm_improvem=nt loan schedule, go fron -
being 30.3 per_cent of the fotal loans male available, 31.71 per cernt in_1973, 2
per_cent ir 1974, andl then back wup _again +o .3 per cent in 1975, Th
preliminary figures have been released for_ 1976 and they indicate that th
Province of Alherta received 35.1%1 per cent of all farm improvemaent loans.
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At the same time, provinces like Saskatchewan and Manitoba that don't have tha

same kind of guaranteed lendlng program have gone -- for egxample, Saskatchewan
moved from 35 ner cent in 1972 to 38 per cent in 1975, which is about equal to
Alberta; Manitoha went from 10.7 per cent to 11 per cent, . .
. So Mr, Chairman, the conclusion that you reach from logking at_these figures
is that the provision of quarantead loans throuqh the Aqricultural Development
Corporation _has not as some maz have thought, reduced the number of farm
inprovement loans that are provided throuqh the c artered banks in Alberta,

MR. THOMPSON: I appreciate the explanation of the interest rate for farm
improvement loans versus Alberta farm development loans, but it does interest me
that in, these other cateqories we have prime-plus-one and a 1 per cent service
fee and it says a maximum of 1 per cent., How close to the 1 per cent is it? 1Is
it a standard 1 per cent, or is it anytaing unierneath 1 Eer cent -- these other
programs wher=2 you have a maximum of prime plus 1 per cent? I mean, in ever
cne of thes2 programs it's stated in there a maximum of 1 per cent._ Does tha
mean that there are some of them that are prime plus 1/2, prime plus 3/4, or _is
it pretty well standard that there is tais 1 per cent service fee and prime plus
one is what tha2se loans are put out at?

ME. MOORE: T would ask Mr. Ordze to provide further information, but the
paximum established -- and as far as I'am aware the chartered banks always _went
uR to, the maximum -- right at the present time that's 8 and 3/4 per cent being
the prime lending rat2, plus 1, or 9 and_3/4 per cent for the quaranteed lending
rogram under ADC. Thera may be the odd occasion where2 a quarantee is written
or less than 1 per cent. . . . .

I do krow as well that we have a new_program involving extended financin
beyond 10 yesars where the banks were not able to agree to provide financing_a

pglme-plus-one and it's something above that. Pérhaps Mr. Ordze could explain
it,

MR. ORDZE:  For terms_over 10 years, we will allow them to charge 1 and 1/2 per
cent over prime. Usually this 1s to purchase land.

MR. THOMPSON: This still confuses me, because my understanding of the prime
interest rate means that that's to the bank's best lenders, like General MNMotors
or somebody. 1like that c¢an _borrow at prime rate. But when_the government of
Alberta, with the assets that it has, will quarantee a loan, I <can't see why
these loans aran't going out at prime rate., I really can't.

MR. MOORFE: 42 _should have +the heads of the chartered banks_ here so they can
listen to this discussion, Mr. Chairman, Quite frankly, the prime lending "rate
of the chartersd banks is_ the lending rate they provide, as the hon,. member
suggests, to var{ favourahle lenders where there is hardly ary possibility of a
loss and th2 oans_ are_ made in some very_ large sums._ Perhaps the best
explanation of the prime-plus-one is that we're dealln? here with a great number
of loans, anl _they vary from perhaps 31,000 on up fo the maximum of $50, 000,
We'rs anticipating chkanging that waximum from 350,000 to $75,000. We haven't
done so yet, We're in th= midst of those discussions, .

But i you can understand that ths bank has tg deal with a great number of
clientele and they have to do a lot of paperwork and they also have tc effect
the ~collections, Thig isn't a gituation where, if they can't collect when they
send out a 30-day no*tice we sinmply come in and pal. They have certain
obligations_ to collect. In addition_ to that, we do not guarantee 100 per cent
of the total amount that each lending institution has out ‘under _this program.
We gquarante2 2% per cent of the agqresgate amount that's outstanding, and we're
in the midst of negotiations with the bank to lower that amount as wall. We put
all of thz pressure that we possibly can on the banks to try to get that amcunt
lowera2d, We could easily change our guaranteed 1oan,proaram so that it had _to
be_ at the prime lending rate, What would hagpen is that we would drasticall
reduce, in our view, th2 number of loans secured under that grpqram. Instead o
a farmer belpg able to use that program at 9 and Bgﬂ ger cent interest in March,
1977, he would be taking a personal loan from the bank_probably at 12 per cent.

We do think *hat this proaram, in spite of it being 1 per cent ahove prime has
saved a considarable amount of mcney for Alberta fatfmers, end T believe the
report indicatas _in some .Eortlon the amount of money that's been saved by
faimerstbec%use this was available as opposed to personal’ loans at a higher
interest rate.

MR, PURDY: #r., Chairpan,
cf ADPC and th= natural Adis
interesting to note that

the first guestion I'4 1

classify as a natural di

MR. ORDZE: At the time of the writing of this report, we classad a natural
disaster as an event that you could not inSurs against. Since that time we have
changed that to some d2gree and it uow reads, an event that would not normally
te ipsured against ani, in additicn to that, ?hqt it _j=opardizes th2 1income
earning potantial of 2 wunit., Some funds can be directel *o a farmar whc has hai

question to_the minister regarding the annual regort
ster farm loans _that vyou have, in place. t's
re have bezn two loans made to r1mar¥hproducers and

tooask the minister is, what ces 2 department
2T ?
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a disaster and he cannot service his deot. _We could then give him a small 1loan
or whatever is needed to make the unit viable,

MR. PUEDY: & sunnle@qntarY to the _minister, Wi, Chairman, Of the twc primar
producers that first signed lgans under the_ act, do they also have lcans,6 ou
previously? What I'm asking is, would the loans be refinanced, or would this be
just a differant typs of loan?

MR. ORDZE: These are djust a straight 1loan, and they may have other loans
cutstanding,

MR, MOORE: Hr. _Chairman,_ we don't have the information with us as tc whether
these two particular individuals had other loans outstanding with ADC. We coulil
get that but we simoply don't have it.

MR, PURDY: Mr. Chairman, the reason I'm_asking these questions is, T'm trying to
ascertain why some tzpe of disaster _would not be insurable and just what types
of claims did these two primary producers have to obtain the loans.

ME. ORDZE: I, can_ansver the one because I remember, What hagpened was, thers
vas a heavy rainfall, a mudslide, and it came down and wiped on a arn. You
can't insure against it,

MR, PURDY: #r., Chairpan, bhas the minister any idea of what it has cost the

government in interest ip regard to these loans? t sazs that the government
z%l% pick up the intsrest in the first three years and then twice annually after
at.

MR. MOORE: Hr, Chairman, _no I don't believe we have the figures with us with
respect to thz ysar in question, but it would be a verz small amount_  because
we're only looking at two loans. We'll try to get those figures. It may be
that we have some supplementary information here.

MR, _NOTLEY: Mr. Chairman,_ _to move from _the general for a moment to _the
specifics, I wonder if T conld_put gome questions to Mr, Moore and the officials
of the KDQ about the Aqgriplast investment. Just a word or two_of backgrocund
before put*lng the question, Mr. Chairman, It's my understanding that _in
deciding whetler or mnot to gquarantee the loan for Agriplast that originally
there were commercial terms set out which were fairly stringent I believe _--
debenture on all the asgsets of the_comggny, persconal quarantée by the particular
romoter, assignment of the exclusive licenses held under the existing patents
vy _Dr, and Mrs, Brennan, L.

Just to _move on, I gather that that was the terms set out originally b{ the
ADC board of iirectors, but the Brennans did not feel that they could meet thos=
terms and *ther= was further negotiation with the then Minister of Agriculture to
reduce the stringency of the terms. . .

My first question to the minister, Mr. Chairman, and Mr. Ordze is, what are
the quidelipe3 for th= minister re-assessing a position_ taken by the board_ of

directors 1in tetrms of changing or altering the conditions of *erms cf a loan
quarantee?

MR. MOCRE: Mr. Chairman, first of all, there are no fixed gquidelines as to when
the board of dlrectors.mag be asked by me to re-ussess sonéthing that they've
dealt with, TInde=d, it depends to a great extent on, as I indicated I +hink in
the last Public Acgcounts Committee, the numbers and the kind of paople involved.

If we're dealing with a cheese plant where there are 100 producers, that's
substantially Ai€ferznt in terms of the risks that wa're able o consider than
if we're dealing with something %here there are only a few employees and there
is no effect on othaer parts of the ccmmunity or other people 1f "the business
either doesn't go ahead or fails. .

Appreciate as w=2ll +that since a chanqge in_the act about two years aqo, any
loans in excess of 3500,000 require the approval of «cabinet and_ an c¢rder  in
council, So quite naturall¥, before those com2 forward, I have discussions with
the chairman_of the _board of directors relative to the pallcg of accepting that
kind, of a loan., Insofar as any directions or c¢oncern,, it does occur from time
+o tire, most notably when there is scme change in the circumstances surrounding
a loan application, that I would ask _the board of directors of ADC to review &
dacisicn or a loan application that _ had been before then, .

It happens_ fraquently as well with loans that are made directly to farmers.
In that regard it happens by way of a route of appeal that's theen_  established
thzou%h our local anC conmmittees. If a farmer applies for_a lcan and he's
turned dowr he has a route to appeal to a local compitte=z. The local conmgittee
sits in judgm2nt and makes a recommendation to thke board of directors of ADC and
then they raview the matter again, .

Insofar as, say, the Wetasklwin cheese plant, or Faith Farms as _we now refer
to it, is concerned, both the chairman of the board of directors and myself had
some considerable 515cu5519n which was ralayed Ly him to the board of directors
about the Dapartment of.Aqugulture‘and the government's strateqy with respect
to the entire industrial milk business irn Albherta and what woild happzr to our



%gota the next y=ar if a numher of producers want out of tusiness and those
inds of things. . . .
There are, of course, many occasious when the board of directors recognizes
all those factors, but it's important that T keeE_ln fglrlz close contact with
the board of directors and discuss govacrnment policy with them from time to time
in terms of agriculture development,

MBR.  NOTLEY: T don't think _anyone, K would dispute the responsibility of the
minister inr an area of_ general  public gollcy. But 1let's  just relate the
question back dlrectlg to Agriplast, here there is_a_feeling on the part of
the promoter of an_agribusiness that the normal commercial terms set out by +the
Agricultural Dnevelopment Corporation are too _string=nt, what happ=ens 1in the
sityation where thez then go -- as T gather_they did in_ this «case -- +to the
minister ani attempt to negotiate on the side, 1f you like garallel to the ADC,
My question, I quess, real % is, how often has this sort of thing happened where
in fact terms set out . fhe ADC board have be=n overridden by ministerial
decision, not on general public questions of fOllCY where we have a large numpber
of dairy producers involved =-- we can all accept that -- but on a specific
question of the commercial terms as it relates to a guarantee?

MR. ORDZFE: If I can try to deal with this one specifically, if I understand your
question corractly, you're saying that we changed the terms of our securltz o .a
large degree. Now don't have the security documents in front of me, but T do
knov from msmory that we do have debenture security, we have the paten%s securad
and I believe that we have this tied up in just abount every way possible with
the exception of personal guarantees,

MR. NOTLEY: (inaudible). . . of shares?

MR. OBRDZE: T can't comment on that because I don't remember. But we do not have

the personal guarantees, At the +time it didn't reall{ seem that relevant

gﬁc%use hthe net worth statements didn't show that we would really probably gain
at much.,

MR, NOTLEY: MWr. Chairman, I think I'd bhave _tc direct this guestion to Mr, Ordze.
When this_ particular quarantee was made and _then +the controversy arose
subsequently, the issue arose as to the guallflcatlon of the gartlcular promcter
vho indicated certain degrees that he held from Harvard and MIT. We were kind
of curious about this, so we contacted both institutions who indicated to us
that they'd never heard about the particular gentleman. My question really to
Mr. _Ordze is, whep  informaticn of this nature is gqiver by an agribusiness
developer, what specific steps ar= taken to check out the information tc ensur=
that it is, in fact, authentic?

MR, _OPDZ®: The np=2ople who work for tha corporation chack to the best of their
ability, Tn some cas2s ¥e go to othar people in the Department of Agriculture
who_  we feel might be wmore ccmpetaut in, _this area. We did check his
qualifications _and T can't *=211 you now who did it, We came up with positive
answers and T do knov that later on this other thing came np., To this day I
don't know which one is right,

MR. _NOTLFY: As of the fall of_ 1975 MIT™ and Harvard hadn't heard of the
gentleman, but T sugpose it is possible that large institutions miqght somehow
ose files, although not probhable,

The guestion I'1 1like *o put to both Mr, Hoore and Mr, Ordze concerns where
things sit on Agqriplast today. I gather that -- and now I'm gust refarring to
reports -- the court _has temporarily stayed any move on the Agriplast_auction.
There is a gentleman in the Camrosa area _who, is_  vary mnuch opposed to the
entgrprise baing 1liguidated at this point in_time because he and scme of his
business associates would like to purchase the plant. The =ujgestion inp this
particular ra2port here is that +he ADC is not in favour of this alternative bhut*
repo>cttedly doss not want to make a decision for fear of becnmln% golltlcall
involved.  Thnre ara political implications. Now I don't want to beat a dea
horse again -- I hats to do that. However, I am just curious as to what the
problem - is now and what +the reasons are fof this present acticn in court.
Obviously, the ona gentleman wants to stave off any liquidations so that he can
make a  bid. The ANDC, for whatever reason,_want to liquidate it. Obvipusly,

t%eiﬁ,has to be some sorf of conflict aud I'd’like to know wha*t Yha rasolutiof
o is is,

MR. MOORE: Ar. Chairman, first cf all, I no*c that the article that the hon,
member is rafz2rring to 3id not ever have a*tacheu to it the name of ths author.
Quite likely _it's bhecauge of the latter two sentepces that talk about sonme
polltlcgl problems., Certainly that's a figment of somebhody's imagination in the
news media.

But I would like *o just briefly talk abeut iagriplast and what’s happered_in
the course of th= las* t4o years. VNew individuals care into *he company with
the 1intep* of tryina to g2t +the ccmpany gning_again bas2d on_tha same principle
on which it was first levaloped. In other worls, *o wmake rplastics £tom hiah
urisic acid frow raneseel oil, That =2ffort has heen going on for I guess abou%

=55



two vears in trying to attract some company_ to purchase the _assets, take then
over or gqo 1into partnership with the shareholders that did exist, Flnallx,
after a variety of fairly competent peogle and companies _haé _checked _out the
Ero:ess_ and assesse? the feasibility of doing what we_ origipally intended tg do
here, it was considered by hoth the A%thultutal Development Corfporation and by
the ex1stlng sharehollers and board of directors of Agriplast that there was no
way the plant could be put into operation for its original intanded purpose, )

So there is not *oday an arqument between the ADC and the other shareholders
about whether or not the asgets should be sold and used for some _other pucrpos=
or should the plant continue with its original intended operations. 1In fact,
the arqument is as to what kind of disposition should be made 2f the assets. _No
racty ,is suygesting that there is a viable way in which the or1q1na1;K intended
obggctlge of producing plastics from high uresic acid rapeseed oi can be
achieved,

Mr. Ordze maz want to add to this, but it simply comes down to a decision that
was taken bz the corporation, reviewed by thelr board of directors, _and agreed
to, to go the receivarship route and to instruct the receiver to sell the asSsets
of Agriplast, as youn always do, at _the best possible return that,  could be
obtained by +the_ Agqriculture Development Corgoratlgn. Now the receiver, after
considering a number of ways of dlsE051nq of the equipment there, decided in his
visiom that an auction sale would be the best and the other shareholders in the
plant are guite within their rights in obtaining, if they can, a court order to
stop any of the procsdures, and T understand that's what has agﬁened. .

My . un erstaudlng, quite f;anklg, is that the shareholders of e plant wish to
subdivide land and s=211 it in a different way and they were hopeful that theilr
manner of approaching the  problem would bring _a_ greater return to the
shareholders of the plant aside from the Agricultural Developmant Corporation.,
ADC was_ concerned _that, although that  nay btlng a greater return_to the
sharehclders, it wouldn't bring a qreater return to the Agrlcultural Development
Egtpoggglgn N and in their Judgment the best route to follow was the one that

ey di ollow. .. . .

Now, I can't pass_<judgment on whether or not that decision was right, but it
was _made in all _good faith as being the most appropriate route for ADC to follow
to recover the investment that they had in the plant.

ME. ORDZE: All I would add is that the people who are referred to here right now
are quite free to talk to the receivar and make an offer, but at this rpoint in
time they hava not made any offer.

MR, CLARK: Mr. Chairman, I'd like to ask some guestions with regard to_the loan
to Scardillo Brothers Company Limited, now Faith Farms, at Red Deer. I'm sure
Mc. Ordze will recall that as we left last we=k I rather indicatad to Mr. ordze
that I'd be asking som=a questions on this area today. .

First of all, #r. Ordze I wonder if you could qo back and give us the
backgrcund of *his loan from the standpoint of what kind of money was put in _hg
the promoters initially, what portion was quaranteed by the province, what kini
of background experienca had thevdhadﬁ and how successful had they been in thes=

2

areis. That's really where I 1i to start the discussion, 1f I might, Hr.
Chairman,

MR, MQORF: [ wonder, MNMr. Chairman, on that point whether +the hon. member is
referring to 1 number of loans -- first_of all, 1loans to Scardillo Brothers
Limited who were the  oriqginal developers, _then loans after it went into
receivership to the ra2ceiver to continue operation, then further loans to the
new partners who tnok  over the plant under the name of Faith Farms,., _Are you
refarring to the first original loan or the loan guarantes that was made more
recently to Faith Farms?

MR, CLRRK: #r, _Chairman, Just_a word of explanation. Really what I'd like to
fird out, Mr. Ministar, 1s how did_ we get involved 1in this_ venture to start
with, I recognize that that calls for a little hit of explanation, and that's
frankly wh¥ I indicated to Mr., Ordze last week that I'd be asking the question.
If you could, Mr. Ordze, give us from where it started to wherz it is now.

MR, . ORDZF: I have written here a very bhroad Elc;ure of the thing and if I may
read this, it may help to some degree. To start with we were dealing with__the
Scardillo Brothers Company Limited and _they had a chegse plant in Two Hills.
They then _put together plans for a new ard larger plant in Wetaskivwin ard they
approachked us or financing. At the same tipe they were selling the plant in
Two Bills to_  another gompan; or _paople, Financing was agproveﬂ for the
¥etaskivwin Elant in Rtoril, 1973, and shortly after that the deal f=211 through in
the Two Hills plant and they conldin't find any other interested parties and it
vas finally closed out, X A
#hile +h2 Scardillos were in _Two Hills, the manaqement appeared move than
adeguate. Th=2v were_ geonerating good sales., We were in touch with many pecpla
whom they wer2 s21linqg product to, _The new plaut, beln? much larger, proved to
be too much f)r their managemsnt abilities, even with a lot of assistance frox
ADC_ personn=l and dairy branch_ personnzl. 1 large amount of 1mgorteﬂ cheesa
selling at verv low pricaes pu* additional pressure on the_ plart at about the
same time that we conld see thzir managemsnt wasn't adegquate, and we finally



were ccmpellel to place the company in receiverskip., I'm sorry T didn't put
dates down, As I said, I was very broad here.

The decision had f{6” made as to whether the plant should ba shut down or
operated by a receiver-manager and then sold as a 901n3 concern., Losses _woul?l
have_ been very high if the plant was closed and sold piecem=al, and producers
would have either hal to_ship to_other plants or, in some cases, possibly cease
ogerat;ons, thereby killing all prospects for future operqélnns of a chees=
plant in Wetaskiwin, The corporation elected to hdve a receiver  operate the
plant and try to_ s2]ll it. A1l efforts to sell the El@nt proved futile,

. A group of individuals operating a cheese plant in Saskatchewan shcwed some
interest, Tha receivar hired these people to ogerate the plant, for they showed
that +tkey hid excellant management abilities for making a first class product,
and most important, w2re able to market the product. After several months the
receiver was still not able to sell the plant and ne?otlathﬂs wera started with
this qrouE under the name of Faith Farms. The resulft of this was a financial
ackage_ that included a sale of all assets and liabilities. Because a largs

oss had been accrued, there was quite an_advantage to the company taxwise. A
repayment schedule that the company could handié was drawn up in such a manner
that ADC should recoy=r on_all lcans over an extended period of time. .

Subsequantly, _additional gpoblems have been encountered because of the dairy
policies_in Canada, but according to the company'’s prolectlons, which have_ been
very, reliabls to  date, the plant should b2 reasonab K stable by this fall ani
showing small profits, It is fully expected that the company should then
continue to move ahead, . .

,As_ a point of intsrest, during the last fiscal year, producers sold $2.1
million worth of milk to the Wetaskiwin cheese plant.

gg. CHAIRMAN: Hr, Ordze

could we have a copy of that when you are through with
i

at the end of the meeﬁinq?
MR. ORDZFE: Yes, but it should be retyped. It's . .

ME. CLAPK: Thank you, Mr, Ordze. One of the concerns that has been brought to
my attention is, when.{he decision was made. to go ahead with _the_  loan at
Wetaskiwin to Scardiillo Brothers _imitially, what_kind of checking 4id ADC do
with the Bashaw cheese plant, Cepntral Alberta 6a1ry Pool, Northern Alberta Dair
Pool, and Cacrnation? raise that question because -- just for a brief word o
explanation, Mr. Chairman -- in the course of the last couple of years, -on one
occasion we had the former operators at Wetaskiwin saying to people that they
could pay mor: for milk than could the other people in_the area "an thez were
pa{1nq $6,75 to the producers, which TI'm sure tue producers didn't object to at
all, But this organization in Wetaskiwin was then taking that milk an sglllng
it to the Tentral Albarta Dairy Pool for $6,2%. Now this was during a period o
time when they couldn't operate a* Wetaskiin. So T assume_the +axpayer has
picked that "'up in one form or anotaer or the people at Faith Farms who have
taken the thing over, . . .

So I go back to the question, Mr. Ordze, what kind of checking was there done
with Central Alberta Dairy Pool, Northern leegta Dairy Pool, CTarnation, and the
Bashaw people, vprior to  makling the decision to lend tfe money an d qget the
venture going 1n the Wataskiwin ar=a?

MR. _ _ORDZFR: You're taxing my memory. extensively, because as T said _this was
Aapril, 1973, I can't answver your quastion specmflcail as _to the checking_  that
vas agne with the conmpanies that you've named, but I do know that we'did an
extensive amount of checking on the ghare of the cﬁeese market that should be
available to_ this plant and the availability of milk inp the Wetaskiwin arsa and
many, many related things., It _was on the basis of the information we receivel
that we did go ahead with the loan.

we had cheese producticn in_ this_rrovince_ of about 5 million pounds. In 1976
our production _vwas approximately 10 million pounds. The consumption of cheesa
in Alberta in 1976 was 30 million pcunds. . .

Quite frankly vhat we were looking for in 1972-73 and still are,  ar
entrepreneurs, whether thay be NADP, Central Alberta Dairy Pool, Palm Dairies

MR. MCORE: Mr, Chairman, if T could supplement that a bit by saying that in 1973
s

=2

Faith  Farms or anygne else to expand cheese production hecause we're in tha
situation today of producing in this province only about one-third of the chees=
that's consuized in Alberta, Now I grant ou, Mr, Chairman, that che=ss=

consumptior uLas gon? up vary dramatically over the course of the last few 2ars
because of onr wine and _cheese parties and pizza palaces an? so on. That'!s a
fact. Thos=2 are two vary listinct areas that have increased cheess roduct ion.
So at_  the time_th> hon. member is referring to, anyons whko came along with a
reasonable Eroposal to increase chleese production in this_ province_ and thus
increase the ability of our producers to go into industrial milk production was
looked upor as_someholy who did, in fact, want +c put th=ir dollars and their
expertise behind deyv=2loping, fnat part of our industry. ®hile th=re may hava
teen sogme checking goirqg on with other cemparies, theras were a good npumher of
companies who wer2 very, ver slow to move in terms of incra2asing chees=
production, wao had *+he financial capability and the managoment to do it,



I don't want to _get top carried_away
regard to rapa2seed crushing anrd alfalr

bhut_that*'s not _unlike the situation with
P
that have happen=4,

4 pelletizing and a lot of ofther things
MR, CLARK: You conld add the lamb plant, too. #r. Chairman, in.goinq cn to the
next question, I think the minister was_verg accurate _when he sail "anyone who
came along”, and he *talked about "“their" dollars, I don't think the EUt many
dollars in tuis venturs as far as Scardillo Brothers_ are concerned. That really
is the next uestion,. How muchk money Aid Scardillo Brothers agree to gut in
this venture and how much did the government agree _ to Eut up either  through
uarantees, or_ _loans or tkrough any other mechanism when the propcsition canme
orward initially? X . .

Mr, Ordze, if you don't have the information now, I'm sSure we can stretch this
out long enouygh so you can bring it back on April 50.

MR. LAWRENCE: Mr, Chairman, I should probably take gou a little bit back to the
first statt of this, which was Two Hills.  Part of the package was that the Two
Hills organization, which was Scardillos Limited, would be bought out by a group
of business p2¢gple in Two Hills, Unfortunately, by the <time +the Wetaskiwin
plant was _quite _a bit underway,_ ~thess buginess people dropped out. The
su Ellers of milk in_that area had already found _other places t6 send their
milk, so a lot of this equipment which was part ¢f the to-al_gackage, along with
some equity dollars, didn't get fulfilled in_that end of 1if. s _Mr, "oOrdze
pointed out, there are two_areas of problems here., One is, Scardillos ran a
very good operation in Two Hills, They had markets in WQodwarés‘and some of the
major stores, The unfortunate thing was that it was Tony Scardillo and his dad
who were running a very small operation, moved to a_ fairly large operation in
Wetaskiwin, and on top of what Mr. ordze had_ mentioned, they were supplying to
an exclusive pizza market, which dis nmozzarella, and consequently, when “the
mozzarella caeese Wwas, Bgcpqht in from ‘the European_ sources, it pretty well
spoiled som2 of their viability. _ _So these are sovme 0f the factors involvel with
the change of management in Scardillos.

MR. CLARK: Mr, Chairman, I wonder if I coyld kind of appeal to you to make this
my second supglgmentary, becausa_the ggestlon I really asked was, how pmuch did
Scardillos put in? How mang dollars did Scardillos put into the operation? VNow
T agprec1ate they may have had problems at Two Hills and so on, ut how many
dollars, Mr, Lawrence?

MR, LAWPENCE: A+ that +time whenr we were doiny agribusiness, we had a rule of
thumb that thay should have at least a_10 per cant égquity into an prganization.
If my memor serves me right, the loan was something _in the neighbourhood of
just over 303,000, and1 I believe the equipment, along with the dollar equity
came to at lzast 55 per cent. Now as say“tﬁe unfortunate thing was when the
equipment then had to bhe sold it did not realize on an auction block near the

amount of equity that we would have liked to have seen in that organization,

MBR. CLAFK: The third guestion_ then, Hr. Lawrencea %iain. T was out late last
o

night, and perhaps you could tell me just how many ars, not the.machinerx -
I recogrize they hadl vproblems --" but how many dollars? Was it $30,000 or
2121300? How many donllars did the Scardillo Brothers oput intg the venturae?
ou

b you thzn also indicate t¢ me, when ADC was maklng the decision tc apgrove
this loan, certainly we didn't just look at the one marKet -- I think Mr, rdze
said mozzarella. That wouldn't be tae only kind of market we aimad a%t, wcull
it? One shak2s ves and one says no.

MR, ORDZE: The majpority of their markast was_mozzarella apd some colby. You'ra
asking another guestion, TI'm sorry, but we'll have to look that up acause I
kaven't got ta= dollars.

MR, DBATIOR: ﬁi Chairman, wa're well aware that sometime

; individuals get in
default arl 1

e
. & n
. 's necessary _to thave their agreemsnts terminatel by the
corporatior. Could +the minister advise why the majority of these aras., Is it
poor farming practics, mayhe somes tough luck, poor markets ari prices, or vwhy

would scme of +hem have to ba tarminated?

MP, MOORE: #r., Chairman, the member is talking, I prasuma, about direct loans to
farmers? I wonlin't reoally want to comment on tie generai ratura of failur=s
except to _say that they are generally a combination of saveral things. Quite
naturilly, for exampl=, in the be=sf cattle business over the last thrie years

the pcorer amanagers or the cones who have a swaller amount of equity _couple§
witp+§he markat prices +that thave occarred, have put them in a difficult
ositicm, . . :

F I would yuess, M™r., Chairman, that the loans which 5 into default and
eventually hava to gp into bankrtuptcay or somcthlng' of *that nature are a
conbination »>f having an operatlon that'!s geured directly o one area, hoqs

heef¥ qrain, or whatsver, courled with inadsguate managemen* anl! very smalf
equity,



MR, _BATIU¥: Mr, _Chairman, I know that occasionally _tkere are sugervisors
appointed to individual farmers who maybe are having some difficulty, ould the
minister advise by whom thes2 supervisors are appointed, whether it's by

yourself or the corporation, and whether they have proved to be beneficial?

MR, ORDZE: The sugervisors, or counsellors as we call them now, are apgoigted by
a mutual aqreamen between _the applicant and the corporaﬁlon. bviously,
somebody_in the corporation does scme evaluation on the counsellor that is bein
appointed to see 1f, in_  fact, he has qualifications. We've found, tha
particularly in our beginning farmer program it has workad out quite_ well in the
majority of cases, whereas on a stralghp loan to somebodg who has already been
in farming, in some cases it helps and in some cases it doesr't.

MR, BATIUE: Mr, Chairman, T think that some time earlier I had discussed this
with the minister, but there have been_requests by a number of fagmers_ _to have
the guarantee of 350, 00 raised and I think you intimated that it wil)l be done
somi_glge. Could the minister advise more or less when that will bhecome a
reality?

o

MR. MOORE: No, I can't advise when that will occur, Mr, Chairman, except to say
that the corgoratlgn has been in discussions with the chartered banks, treasur
branches and credit unions relative to their views on increasing the guarantse

loan from $50,000 to a 375,000 maximum. I would hope that it would occéur within
the next two or three months,

earlier todag, I note that the number of loans of the agribusiness p -- a

least the ollar_ amount -- has declined. The numbef has too, but the dollar
amount has declined very considerably_from 1974-75 to 1975-76. My question 1is,
are we in in 1975-76 and maybe 1976-77, a stage of the corporatlion's life as
far as agribusiness is concerne where we have met the buildup of opportunities
that individuals saw that were tﬁerg with no source of fundirg? Have we met the
backlog, as it were, and are we anticipating then_in the <corporation in the
future, as  seems to have occurred in "1975-76, a more day-to-day type_of

ggeraglon where you g=2t some applications but not have a whole 1lot™ sitting
ere?

MBR. _YOUNG: Referring back to page 21 and also to a comment which zou had madg
ype

MR, MOORE: Mr,., Chairman, no I don't believe we are approach

o hairma e ing a situation whers
the contingent liability of the corporation_with respect to quaranteed loans to
agribusiness will gradually qo downhill. T would give an eXample. The_ example
would be the alfalfa processing industry where we have 13 plants in total, 11 of
which are operating, Two are not operating, We mades a decision, after some
thoroggb reviaw by the Department of Agricnlture in oth _the management
capabilities, the production of alfalfa, the marﬁets.tbat exist both here in
Alherta and wastern Canada and overseas -- we made a decision about two years
agg,f.ln September of 1975, that pendinqg_a further review_ we would not make any
addit i

onal loans for alfalfa groce551nq plants because we_ had brought a  number
cnstream rata=r raonidly, e were having some difficulty in finding adequate
manaqemert. W#e were unsure at that time about markets, The _situation  has
changed appraciably in th2 1last couple of yeurs in_that a good number of the
plarts are now operating well, Foreign markets

R ¢ particularly in Ja any have
strengttened substan*ially. | The ability, of a plant to procure alfalfa_has
improved becuuse of the lowering of grain prices over the course of the last
year., So it may_ he_  that we would continue in one or two ar=sas with a new

alfalfa Processinq davelopment novw. . . . . .

The other fictor that must he taken into consideration in tzsrms of dollars is
that we are involvad, and have be=n since the _end of the fiscal year 1975-76, in
some larger loans, On2 prime examyle would be one which would be 1Qc1udeﬁ in
the next annual report of a $6 _million guarantee to the rapeseed crushing_plant,
Narp_ Co-op_and Company Limited, in Sexsmith, Alberta,_ That $6 million alone is
equal to_half the number cf doligrs which we quaranteed in 1975-76. .

In addition *to that, Mr. Chairman, for example, in_the nmeat packln% industry
we expect that our, nacﬁ;nq plants will bhe, proceedlng with a lot of new
tecknoloqgy that is available from time to time., 1Indeed, if we're golng to get
into other markets, our packaging and processing techniques need to he improved
and that  rejuires new capital investment, Because of the difficulties in the
livestock industry in the last year, many of our independent packers did simply
not have_ tha2 kind, of financial Back;nq and reserves that_will eonable them to
expand and ke2p up with the times. _So it can_be that we would bhe not slowing
down in that area, but rather prcyviding adiitional loars. . .

I shculd say, howavar, that 1t is not our intention for example in the packing
rlant busiress to be encouraqging new plants, bu* rather to Ee encouraging the
upagrading oL =xisting ones, because w2 feal that the capacity that is presently
in the provinc= is mores than ad=sguate to serve our needs. But it does neel, in
man{ cases, 3om2 improvement that could cost_sore substantial dollars, I would
look at the corporation's lending in this fi=1ll as baing on about a par with the
last two_or three vyears anil would not expect_it_would Adecline a siqrificant
amount. I* may_be that the numbers cf lcans may decline because wa're involvel
in a lot of loans_to nupgrade the feed industry, for gxamg]e. We have some 15
loars trer=, T would rot expect *+hat w2 would have 15 in the next Ffiscal vyear



because we basically established a fair amount of capability in that area
throughout tha provincge, . .

In,  addition ,to _that, we've been 1involved the last_year or two, and will
continue to be involvad, at ‘least until Mar¢h 31, 1978, in assiting the
development of abbatoirs throughout the Prov1nce to come ug to the provincial
Meat Inspection Act. That will taper off after the first o 1978, when all
plants are ra2quired to come into provincial inspection.  We perhaps might hayve
one or two a year after that that mag come to the corporation Eor financing. _At
the present time, we expect some 20 additional plants to comg under provincial
meat lnspection wlﬁh;n the next Zear. While I don't have gn{ fiqures, I'm sure
that some of those will come to the corporation for financial assistance.

MR. YOUNG: Mr. Chairman, the remark that you_had made_earlier would suggest that
in your opinion there had been, a  financial, capabllltz and also management
cgpabllltz for some of_ the initiatives which were not taken to that point in
time and that hz virtue of the ADC we have enabled a number of persons who _were
not_  in the fortunate situation cf scme of the operators‘ to become involved and
to intitiate some new projects, I take it from what_you've said that some of
these people, especially in the feed progcessing industry ard to some extent in
meat processing too, have had their ideds implemeénted as much, I gquess, _as _the
judgment is that we should initiate new projects, and at this point in tims it's
a development process, the developing of the ones that are in_ the field and
operating rather _than initiating new progects from scratch. Perhaps, and this
isp't, I guess, going to be shown here, but has the activity of the corporation
stlmuiate. some of those organizations to move which you, I think, have referred
to_as havirg management capability and also the tinancial capability? Has the
illustration of _what might be done and what has been done stimplated some of
these other 2xisting organizations to broaden their range of activities?

MR, MOORE: Well, yves, I think jit's true to say that certainly the lendin% done
by the corporation, coupled with the Froduct development section o the
Department of Aqriculture which is new in the marketing division, has stimulated
grovth in the agriculture processing 1ndustrz that is "unrelatad +to_  the 1loans
that are before you. One example would be the rapeseed crush;ng industry where
a crushing Elant was built in Lloydminster _without ang assisftance from the
Agricultural Development Corporation. United 0il Seeds Products, which is owned
h{ United Grain Growers, British Columbia Packers and a Japarese _firm or__ two.
There are plans for another one in the Edmonton area that would involve Alberta
Wheat Pool and some Japanese partners, I'm not aware if that is 901ng ahead or
not, But if it did go ahead it wouldn't be requiring Agricultural Development
Corﬁoratlou tinancing, . ..

There _are some other areas, though, It depends what _time of year it is. The
packing inlustry is one and the livestock industry, including the feed industry
where five y=ars aqo_or even four years ago, the chartered banks said, well, ;E
you're in livastock, 1f you'’re in cattlel or if you're in processing then or .in
the  feed business or some chain of even®s in that,groductlon cycle or marketing
cycle, you're a good risk and they welcomed them with the doors wide open. .

It on X takes about two years of difficult times and the powars that be, which
are mostly in Nttawa with respect to cur chartered banks in _ this province,
simply et cold feat and don't make any more loans., TIt's just as simple as
that, ard it's one of the real problems that we have in western Canada wit the
major charter=d banks., They don't look very far into the future, T can racall
in 1969 to 1971 when the same thing occurred in the grains irdustry. Grain was
Yiled up and farmers just simply couldn't bhorrow in manx cases from our rsqular
ending institutions. That's where the Agricultural Development Corpgration
comes inte being in situations where we hava a down trand and prices and sales
and some difficult times -- we're there to look into the futurs ani see if that
might be thz time of proper management and expertise tc move ahead in some
particular arza.

MR. YOUNG: This is my last supplementary, Mr. Ckairman, You have a category on
page 21 called truck transport. Only one loan was made -- none in 1975-76, ~one
in 1974-75, Could you indicate whether the reason for that is policy or need or
what the background is for that situation and whether we're anticipating _that
this may be one of the areas where there may be wore activity in the future?

MR, ORDZF: TI*'s nprobably the only Joan like this we've seen. It hapreps that
this truck transport may be a little bit misieading. The wman, _1is baullng
livastock iptn Edmonton and taking back fertilizer and  retailing it, It
probably woull have been better worded if it was under a fertilizer otutlet or

somathirng.

R, YOUNG: I don't +think that covered my whole question. I was trying to
determire whether or not transpgort as such was au area which ADC sezes as part of
its responsibility.

KR, MCOPE: dr. _ Chairman, under _the terms of the Aqricultural Development
Corporatior act, it's a leqgitimate loan if i*'s connected with the agriculture
industry ard termed agribusiness; certainly in tie case of_a livestock hauler or
a fertilizer d2aler, or something of +this nature, But r=2ally, that's aboutr the



line that w2 dAraw in_ terms of making loans to industry,, It's a gquestion of
judgment as to whether the Agricultural Development Corporation or the _Alberta
Opportunity Company alternatively should be iuvolved in this type of 1loan., I
would not expect that_ you would see verg many more of them. There may be the
odd one, but certainly we would not be encouraging_individuals to come to the
ADC for those purposes., Tt's more likely that we would direct them +toward the
Alberta Opportunity Company.

M. SHABEN:; Mr., Chairman, Mr. Mipister, my question deals with the aEplications

for either direct farm loans or Alberta farm development quaranteed oans, In

cases where thel are turned _down, and in cases where there is an appeal, are
alwa

these appeals ys referred +to the 1local Ag. Development Corporation
committees?

MR, MOORE: First of all, we have to separate the two, the direct loans, and the
Alberta farm developmant loans. The progedure w1th_respect to direct foans is
that the individnal applies at his district agriculturist osr his local loans
officer seeking a loan. n_many cases, the individual comes there without _much
knowledge_ abou* the availability _of credit in other fields, We regard our
district loans officars not qust as loans officers, but as credit counsellors.
T see the fiqures that 15,000 pecple have come into our_ district offices to
secure _financing_ and 13,000 have obtained financing elsawhere, then I'm
extremely Eleaged.w;th the kind _ of job thgz are doing., “~Their responsibility is
to look at th2 individual's credit and equity situation and decide or  hel him
decide which is tha Dbest route to go. In mang‘cases it's the FParm Credit
Corporatlog. Sometimes it's 10-year money obtained directly from the bank with
cur quarantee. . . .
But in the event that our loans officer does suggest that he has a situation
where he could gnalify _for a direct loan, an apgllcatlon. is, filled out and
forwarded to the head office in Camrose. Once that application arrives in the
head office in Camrose, the staff there have a period of 10 working days or _two
weeks qenerallz to deal with that application on the basis of either aggroved or
rejected or r=turnad for further information or further details, 1If at loan
is rejected by_the corporation, then the individual has the right of appeal to
the local agriculture deve;ogmep{ committee, They usually meet monthlg, some of
them twics monthly, The individual presents himSelf, in most cases efore the
ADC committee and states his case as to why he_thinks a loan should ﬁe granted.
The ADC committee then makes _a recommendation, not a decision, but a
recommerdation with regard to the loan, which ma¥ be to turn_ i+ down or to
approve it, The recommendaticn_ goes directly to the board of directors of the
Agricultural Developma2nt Corporation, which is comprised of a number of farmers
from throughout tha province. The board of directors, on normal direct lending
to farmers, only sit in judgment ?enarally on appeals, The board of dirsctors
makes its decision, z2ither uphclding the local committee, or in some cases for
ot?er re%s?ns not upholding the local committee, The loan is either gqranted or
not qranted, . . .
. With respect to Alberta farm d=velopment loans, we have a different situation
in that the individual aprlies, for those loans at his bank, Iis bank manager
rak2s a value juigment _as to whether or not the loan shonld ke provided, and the
corporatior automatically quarantees that loan 1f +the Dbank manager makes a
decision in that reqard, .
On  the othzr hani, if the bank manager says Do, I will not guarantee a loan
for you -- you are *oo risky, xogr management ability isn't _goo enough, our
~hing of this nature_-- th2 individual can go back

equity _is _too smallk,or some y
to_his local loans officar and_ask for what we cull a specific guarantes, in
which case th2 corgoraflon will make _a decision_in reqgari to whethar or not they
want to guarantea th: loan funds, and tauey_ will so ‘advise, 1if thez’ mke a
decision_ that they want to quarantee the loan funds, the bark in qusstion, that
they will guarantee 100 per cent of tha loan which is_ beirg .made to this
specific_ individual, That's the reason they are called spécific guaranteed

loans. So, ¥r. Chairman, that's as short an expianation as I can give of some
cf the procedures,

MB., SFABEN: Mr., Chairman, are therne any records or statistics kept of the rate
of success of appneals *+o decisions of tae Ag. Development Corporation?

MR, HMOOFE: There arvre records kept. 7I'm not sure whether w2 have them with us.
I would ask Mr. Ordze tc further suprlemen®t my answer., The cnly +*hing that T
can say 13 that thara certainly is a fair pumber of decisicns that are made b
the corpcration staff which are then rsferred to the 1local ADC committee and
back to the board of directors that are changed. As a matter of fact, in order
to keep abr=2ast of the general trend in that areu, I've asked the corporation to
torward to me the results of all of their decisions on those appeals, sc I have
som2 understanding _of whether the local ADC committees ars bheing listened to or
pot, and _some understaniing of whethar the local ADC committees understand the
leuding policies of tha Agricultural Develcrment Corporation., .

Without casting any ra2fl=action on_the abi 1t¥ of elther the corpnraticn or the
ADC comrittees, T can quite tru*hfully say that there times when tke 1local ADC
comzpittees 4o not hive a good grasp of Agricultural Nevelopment Corporation
lerding policiss, Th=ar=2 ar=s cther times whan the cornoratior staff nr koard of

inthe

ofthe



directors do2s not have the benefit_of the knowledge and local contact that the
ADC committee has with the individual in question.

MR. _SHABEN: Just a comment and a final guestion, I believe that the local ADC
committees serve a vary us=2ful purpose and on many occasions_  have helped the
farmers. My - final supplementary, Mr. Chairman, to the minister is, are the

local ag. development committees ever asked <for recommendations concerning
agribusiness?

MR.  MOORE: 0On occasions ¥r, Chairman, thgg are asked for _comments on
agribusiness, but as a natfer of pr1nc1gle,_agr1 usiness loans are dealt with_by
the gorpo;afxog staff., Depending on the_size of the loan, they usually_ inyvoclve
a senior financial advisor in Camrose, although on _occasions a local 1lcans
officer may be involved to some extent, But Certainly on the type of loans I'm
talking about_ with regard to saz the_  Sexsmith rapessed crushing plant, _the
details and all of_ thz work that was done before that loan was madé were handled
by senior financial officers in the corporation staff in Camrose and the 1loccal
agricultural devalopment ccmmittee does realli.not get involved to that extent,

T make thoss commen*s because when we're dealing with thogse kinds_ of loans, we
do an awful lot of work. It's not unusual to havé a two-inch thick ile of
paper with —r=2qgard to _one of those loans, and there's a very, very thorough
investigation. So glt;mqtell the gorporaﬁlop staff in Camrose,Z has more
knowledge about the individual situation than might a _local ADC committee. The

local ADC committee is not primarily for the purpose of processing agrihbusiness
loans, bhut rather farm loans.

MR, R, SPEAKER: Mr, Chairman, I had a supplementary on that question, 1Is that
allowed?

MR. CHAIRMAN: We're following through with speakers, Mr, Speaker._ I don't know
whether we want tc start to change the procedure. We're Jjust halfway through
the list of people who want to ask questions now.

MR. R, SPEAKER: I just thought if I had the supplementary . .

MR. CHMIRMAN: Your turn is just about here now.

gR. dR. SPEAKER: But T have a different question, I 4idn't want to change th2
rend.

MR. STROMBEKG: Mr. Chairman, by wax of compariscon, I'd like t> ask the minister
what percentaye of direct loans to farmers the corporation has made, and to
agribtusiness "have 1losses been in comparison to farm credit, I believe it was
about three or four vears aqo _Farm Credit were making boasts that their losses
were cnlg 1.5 par c2nt, I don't think that that's anything to bray about. If
they are doing a job it should be running considerably higher.

MR. CHAIRMAN: Mr. Stromberg, would yon speak a little clearer? We can't hear
you.

MR. STROMBERG:, My question to +the  minister was, for c¢omparison, on _what
gercentaqe_of direct loans to farmers are losses, anpd a?rlhuslness, compared to
arm Credit* as of last year. The reason I'm_ asking that is, about_ four years
ago, Farm Credit mads th=a boast that they only had 1.5 per_cent bad loans ~out,
I am cf ths opinion that that's nothing to boast about, TIf they're doing a job
for the farming cormunity and especially starting young ©people, they'fs not
doing a job with_ that+ low of a deb* ratio, .

My secont supplementag¥,tand I'11 pu*t it now, 1is what would you *hink would bhe

a fiqure for bad loans i he corporation is doing a good jol of getting mon=ay
out there?

With regard to the Alberta farm development loans where t banker makes the
decision, we automatically quaranteg., T would quess that a figure of 1 to 1.5
per cent thkere would not be unrealis*tic, anpd I would think tha*t eéven with_ that
amount of loss 1in that area we'd bhe doing a fretty good joh. T think it was
less than that parhaps during the coursse of the last couple ¢f years.

our direct endiny situation is quiteg different. We expect a little greater
losses there, bhut quite frankly, it's a little too earl in the 1ife_ of the
corgqratlon {o have an accurate assessment of what our losses might be in direch
lending. 2ear in minl that marny loans mave heen made just ovar "the  course of
the 1last thr=2e vyears, and depernding on what kind of an enterprise it is -- 1if
it's in the be=f cattls business we_may_ have gone in and_done Some _refinmincing
or provided some operating capital under Alberta farm development loan progran
-- and we really haven't had an cpportunity yet to assess the lon?-tgrm trend in
terms of our loss ratio. I would have to say _though, undoubtedly it should b=

bigrer than Farm Cr2dit Corporatior because we don't maka a direc loan as_. 3
rule of thumb wunless _+the individval has been turnad Jdown by Fare Credit
Corporation. So certiinly w='re dealing in an area that has a much greater risk

MR, MOOPE: #Mr, Chairman, i+ depends on what area of 1ending wa're talking about,
he
1



than Farm Cr2dit Corporation Jjust as they're dealing ir an area that has a
generally qreater risk than the chartered banks do.

MR, McCRAE: On _a point of order, the hour is now past 11:30 and it appears_there
are a number of other questions to come forward, I wonder if it would be
gpptoprlate tto adjourn now and perhaps come back next week cor whenever it woulid
e convenient, :

MR. CHAIRMAN: VWe're just halfway through the speakers, really. What's the
rleasure of the comnittes,

SOME HON, MEMBFER: Adjourn.

MR. CHAIEMAN: That will be on April 6. ¥We hLhave one more meeting before the
§a5§e§ agiogrnment. The committee requests the hon. Mr. Moore and ADC to come
ac pri .

HON. MEMBERS: Aqreed,
MR, CHAIPRMAN: Did you want to let Mr. Stromberg finish the point he's on?

MR. _STROMEERG: Thank vyou, Mr. Chairman. I believe it was last year that Farm
Credit ran out of bucks in their budget in Ottawa and they_ pretty well put a
stop to the 1lending., How much pressure was there then_ for the ADC to pick up
what normally would have been flowing to Farm Credit for loans?

MR. ORDZE: Actually, Farm Credit Corporation ran out of money during the last
ear and they were th2n allotted_for the coming year_ a smaller amount of mone{.
ut as it turned out, they really had adequate funds for the applications that
did come in, b=cause during _that year loan applications were down, We thought
for a while that we were going to have a lot of trouble with it, but it ended up
that we didn't have a great deal. I believe that anybody that had a legitimate
need for money got it. '

MR, CHAIRMAN: Before we adjourn, is it agreed that we'll carry on with the 1list
of speakers as I have the list here -- it is Mr. Speaker Mr. Mandeville, Dr.
Webber, Mr, 5rqdlez Mr. Notley, HMr. Apglebg, Mr. élark, Mr. Donnelly, Mr,
klttl?,-’ providing fhese people are presen whén we comeé to theair @ furn?
greel?

HON. MEMBERS: Agreed.

MR, CHAIRMAN: The meeting stands adjourned, Thank you Hon, Mr. Moore, Nr.
Ordze, and Mr, Lavrence,



