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Standing Commititee on The Alberia Hexitage Savings Txust Fund Act

Thursday, September 13, 1879
Chairman: Mr. Payne 10:39 a.m.

MR. CHAIRMAN: Gentlemen, I would now like to call the comnittee back te order.
On your behalf, I'd like to express appreciation to the Premier for carving
time out of his busy day to give us this hour. The Prenier has given an
earlier indication that he would prefer not to make an opening statenent;
rather he would prefer to devote the entire hour to gquestions from the
connittee.

With that preliminary conment, then, I would like to invite a question £ronm
Fir. Clark, first.

M2. LOUGHEED: If I could interject, Mr. Chairnan, I juzt want to say that ny
only prelininary comment is that this is a familiar ceat to me.

MR. R. CLARK: Mr. Chairnman, I think it's appropriate, then, that I ask the
first question. Mr. Prenier, this is rather a broad quesztion, but it rather
relates to the $2.5 billion that reallv hasn't been allocated to any of the
divisions of the fund to date. I want to start there, becausze thosze pecple
fron outside the province who tend to look at the fund with rather envicus
eyes tend to lock at that portion as not being put to a specific use. HNouw, I
think it's w=2ll recognized that that's invested in chort tern investnentis nou.
My question is, having regard to that feeling outsids the province, what kind
of a study or assessment has the Alberta government dore on the inpact of the
heritage fund, especially with oil prices going to the world price =-- the
impact that a fund of this size, and growing, will have on th= rest of Canada?
Is any kind of assessment being done by the Alberta government fxom that point
of view?

M2. LOUGHEED: First of all., I would say the inpact upon both Alberta and
Canada is very positive about the fund. Quite clearly, wvhat is involved uwith
the fund now, at the stage of March 31, 1979, really roughly two-thixrds of it
iz circulating within the province of Alberta and one-third is circulating in
the rest of Canada, which is not a bad basis for both now and the future. I
think there is a constant nisunderstanding about the portion of the furd that
is in short-term securities. That is only 1% per cent, as I'a zure the hen.
Leader of the Oppositicon is aware. That izn't a bad percentase, to keeo at
about that level of a total fund of this size. It doss perrit us, therefore,
o be in a position, without any siecnificant leoss, to nove inte any project
that rnight develop. At the same tine, ve're earzning a very good retuzn on
that. At the sanme tinme, on that 14 per cent., &0 per cent of it is with the
Canadian chartered banks in comnercial paper and of course flous into the
consumer strean within the country. There is a rnizapprehension across the
country and I think it's partly -- perhaps that's related a little bit to your
question -- to the extent that it is vithin a Section 9 identification. What
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we're looking at iz to try to improve cur comnunication, because the
inplication, erroneouzly, is that Section 9 iz sort of there because we don't
know really what to do with it, which 0f course iz not zo. It's there because
it has caught both the Alberta Government Telephon

Financing Corporation, our zhift into the longer
securities, as well as the 14 per cent.

So it's a comaunicaticn problem, I think. From an investrent point of view,
we feel quite comfortable with the position we're in. 1 do think uve're going
to have to reassess the nature of the Section 9 zituation 50 the communication
iz there. Quite clearly, uvhen you loox at what we have in Alberta Governnent
Telephones, 17 per cent of the total fund within that section, it ==2ens to be
clear to re that that's sound thing for beth Albertans and Canadians. If we
weren't doing it therxe, if AGT were borrowing otheruise, say in N2z York, that
wouldn't be in the best interects of either Canadians or Albertans. So it's
really not an investnent izsue, asz I see it; it's a comnunication cne.

es and the Alberta Municipal
tex £

rn debentures of governnment

MR. R. CLARK: Mr. Chairman, a supplementary guestion. Mr. Premier,
the question dealt with a rather ongoing assessment that the Albsrta
government, - I'm sure, nust nake with regard to the irpact of noving to world
prices. Now, we've all seen projections of uwhat the fund night be down the
road, assuming we move to world prices by the niddle or early part of the '30s
-- an additional, let's sav, $16 billion or $17 billiocn.

Mr. Premier., how does the government nake an assessment of the inmnact of the
fund in relation to the rest of Canada?

th

part o

MR. LOUGHEED: I'm not sure I understand what you nean by relationship to the
rest of Canada. First of all, our cobligation to Albertans iz to invest this
fund in an appropriate way -- 1it's an invesinent fund, not an expenditure fund
-- to saticfy the pecople of Alberta. We lecok on it in terms of getting a
reasonable yield on the return that we have, leaving aside the capital
projects division, which we've done -- §5.6 per cent is there now. e look at
it, too, in terms of making sure that the circulation of the funds is there
throughout the ceomnmunity, both within Alberta and Canada. I think uhat's
involved here is the comnmunication that it ic in fact circulating in a very
pesitive way throughout the community of Canada. If these funds were not
available, the people who are on the receiving end of thea would havas to go
elsewhere, sometines to New York, sometimes to othexr sources of capital. But
it's there. So from that point of view, even with the expansion of the fund,
it is a very positive vehicle as a source of funding, not only for just
Alberta but for all cf Canada.

MR. 'R. CLARK: Mr. Chairman. just one further guesition to the Premnier. Is the
government still as firnly ceomnitted as it was praviously to moving to the
world price?

fAR. LOUGHEED: I think really that's an issue that I don't quite find relevant
to this discuzzion, except to =ay, ves, we've taken the viecu that w2 should
move townrd world prices as a general energy policy of cur governnesnt. It has
been cur view since the time in which ws moved in. instead of leaving, as had
been the hiztorical case., the question of the pricing of our resources to the
international conpanies which iT had besen until 1973. When we noved with the
Alberta Petreleun Marketing Ceonmmission, we moved with that as an integral part
of our province's energy policy. Of courze we are preparcd to make sone
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adjustments, which we’ve shoun to Canadia x
pricez: sone adjustments relative to being bel
So, although it'z really directly an enzzgy

ves. There'z no alteration at all, or lack t

we chould bz getting a comnmodity price. £ could extend, sincze ue're into
hat zubject, it's beconing even clearer now that 's
not a cartel price. Ilhat really happened to the ld fron an energy point of
view bhetween, zay, '65 and '73: uw= had a carte e international oil
conpanies, and that cartel created a price well below the value of a very
crucial cormmodity. W='ve zeen, from '73 to '79, scacuwhat of a cartel, a
pretty looze one, called OPEC, in a peozition of catch-up on the '45 to '73
time frame, when there was under value for a very basis comnodity. Now that
connodity i3z beginning to core forward as a value. That's really what we're
saying: it's a commodity valuz, and that's what we, the owner of the resource,
should get.

a connodity price and

—
&}
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o

"R. KNHAAK: Mr. Premier, there have ba2en some diszcussions and proposals of the
various types of enexrgy banks, prinarily with the involvenent of the federal
governnent. lould the province of Alberta b2 prepared in principle to fund,
partly or totally, a naticnal energy zank at less than narket interest rates?
If <o on principle, would such lending be dependent on conditions; for
instance, the federanl government's agreeing to a rapid rise to world pric
to the greater export of Alberis natural gas, or perhaps ot n i

MR. LOUGHEED: I've xecad about those speculative proposals, and at this stage
of the game that is all they are to us. We certainly have shown with th
concept of the Canada investnent divizion of the Heritage Savings Trust Fund
our recognition -- and it's there by concept -- that the £fund, through
conmmercial terms, can lend money to cther entities in Canada. We've
restricted that, to this stage, te entities that are guarantesd or directly
with another provincial government or the fed=ral governnent. For exanple, in
the past year one of our loans waz to the Nova Scotia Pouer Corporation,
guaranteed by the government of Mova Scotia. That's an enecrgy project.

lMa're prepared to go beyond that. For exampls, I had discussions with the
Premier of Prince [Cdward Island on a wood burning plant, a different scort of
energy situation, that uvould seen to nake sznze fron the heritage fund point
of view, as well as from thsir point of v sver, we're not prepared to
enter into programs where we're cubsidizing projecis in other parts of Canada

£

izing
through the Heritage Savings Trust Fund. I think that would be ‘unacceptable
to Albertans, for us to be subscidizing projects in other parts of Canada when
within this province we are determining we want a reasonable rate of return.
That's not to say that we don't have sone scope within the lialts of
commercial terms and negotiation of comnercizl terns, and within the linits of
the nature of a particular project, to be adjust t rates

relative to vho the borrouer night be. r sceope and
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nere 13 sone 1
fair margin there, but it would have to be predicated within that envirenment
of negotiation and not within a concept of subsidization.

M2, NOTLEY: Mr. Chairman, I have a question in a slightly different area, but
I'd like to ask a couple cof supplenentary questions, if I could Mr. Prenier,
on thiz question of the enrergy bank that Mr. Knaak raised. As I understand

your answer, basically you are zaving we would look at invesinents on a
project by project basiz, as cpposed to naking nonevy available on a loan basis
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to a national energy bank which would then be invested sone other way. Lle
would be looking at each project individually, would we?

1M2. LOUGHEED: No, if I gave that impracsion, I didn't mean to. He would be
open to proposals in this area. In ny view, the proposals would be nerely an
extension of the legislative approval cencept of the Canada investment
division. The proposals may be by way of a funding concept or a project
concept. We'd look at that. We haven't got the provoszals yet, so we don't
know what they have in mind. But we would look at it and look at it in a
positive way. It would be good for Canada, in terms of perhaps reaching self-
sufficiency targets. It would be good for Canada in terms of the nature of
the investment, the cyvcling of petrodollars within the natien. And it should
be good for Alberta in terns of good, zolid, conmercial investnents.

MR. NOTLEY: Mr. Chairman, if I could just follow that along so it's clear in
ry own nind. Would we be prepared -- and I took the Premier’s initial ansuwer
to Mr. Knaak to indicate that we would look at this through the Canada
investment division, which at the preszent time is a relatively small
percentage of the heritage trust fund. Assuming that we begin the nove to
world price and there iz considerable additional revenue to the heritage tzrust
fund, my question would be, Mz. Premier: would the investnent committee at
this stage look at enlarging considerably -- and chanecing the statute -- the
Canada investment division, so that substantial investnents -- and I underli
investnents, as opposed to the Bill Davis fornula which is just taking the
surplus -- could be made in enexgy self-sufficiency, poszibly in Albexta, for
that matter off the shores of Mewfoundland or other other potential sites?

ne

MR. LOUGHEED: Yes, we're affirmative to that, based on the fact that they be
good conmercial investments. I think we'd nake a caveat with regard to
projects within Alberta, becauze we night look at that in a different way,
particularly if they involved Alberta-owned resources. I don't want to give
the inpression that it would necessarily be an expanzicn of the Canada

investnent division. I juzt used that to chow that the concept ¢f that sort
of borrowing was implicit when uwe established the fund. It nay be an entixely
different approach. I'm not today able to go further than that, because we

think appropriately those uho are interested in those nmatters sheould be naking
proposals to us, which I presume they will in due course. Then we should have
a chance to evaluate thenm and respond. I'm nmerely saying to this conmittee of
the Alberta Lzgislature that in concept we're prepared to go beyond a Canada
investnent division., either by funding or by project outside Alberta for tha
rest of Canada that makes good cormnercial sense to the p=2ople of Alberta, but
also provides a good source of funding in terns of enexgy projects elsewhere
in the country.

MR. NOTLEY: If I could just add a further supplenentary, Mr. Chairman. Mr.
Premier, the fate of Petro-Canada iz still uncertain. Some of us nay quarrel
with that over the next few wseks and rmonths. However, it does appear that
the federal ninister of energy haz indicated that, notwithstanding the
profitable asvects of Petro-Canada, one of the arecas of Petro-Canada he would
be concerned about is the more difficult assignment ©f new areas of
production, freontier finds, and pozsibkly o0il sands. Mr. Preaier, would the
ceonnents you've nade apply ac well to investnent in Petro-Canada on a debt
basis?
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MR. LOUGHEED: I den't knew that uve've really gone that far in our thinking, o
t o :

deteraine whether there are any pararncters or restrictions in who night be the
funding agency that would b= involved., It could be the govezrnment cf
Heufoundland, for example, if they set up an agency. We weould have to look at
that. Again, I think that really ge=tz me into the recalm of =peculating even
further on what propozals we night receive. It's not our intenticn tTo give
gratuitousz advice to the federal government on what they should <o with
PetroCan. We have enough izzues with then withou into ones that

don't affect us. That's for then to zezolve. 3ut the
issue, certainly thz degree cof involverent by gov

particularxly if they're large projeccts, wa've shown we havea't vcjﬂctﬂd in anv
way involvenent, as I say, of the governnent of Neufoundlnnd i

they might be involved in. I took it frcn Premier itaclean's discussion with
ne on the wood burning plant in P.E.I. that that would hﬁVL provin
governnent involvenment.

So certainly we havs an issue or create a paranetar relative to government
funding in these projects. Ue uould hope thay uould follow cur baszic
philosophy of having theze projects dons by the private sector, where we
believe the technological capacity is greater. But we wouldn't put a
parameter on it.

MR. NOTLEY: I have one further supplernsntary quesstion. Then I have a
question, but I'll defer that.

MR. CHAIRMAN: I do have three supplenmentaries hanging, so nay uve accept this
as a fourth and final on this line of gueastioning.

MPR. HOTLEY: Okay. Mr. Premier, in terms of the concept -- and I realice the
governnent is just in the process of dsveloping a position, and we now have
the federal Conservative caucus propesing an energy bank. I think that has a
good deal of rerit. The concexn I would express -- and it secens to me uve have
to evaluate thiz as a province and as a comnittce -- i35 that 1f we are naking
subztantial investments in Canadian self-zufficiency, there be ﬂnough controls
exercised by howsver this energy bank 1z ectablizhed, so that in fac

conpanies are not using our heritage money instead of a reasonable sha:c of
their own retained earnings.

iR. LOUGHEED: Oh, think that's important. But I think there is no question
that what we're faced uwith in Canada, with the nagnitude of ocur ene¢rgy funding
requirenents, we need the reinvestment of the private sector's retained
earnings and in addition need funding from other socurces, including the
heritage fund. We wiil need both. I think the desirable nix for Canada will
be both.

MR. KNAAK: Mr. Premier, I have two questions in addition, and I'm not sure
whether vou ansuwered them; I don't think you did. The question is? 1if lending
in principle wzre done to the federal governnent in a type of ensergyv bank,
would such lending depend on agreement on a fornmula to world prices and
exports of Alberta gas to the United States: in other werds, wzould it have to
be a package, as oppesed to just a single, separate iten?

MR. LOUGHEER: Any propesal in this area would have to be part of a package
that was satisfactory to us relative t5 oil pricing and natural gas narkets.
W2 would neot enter into any new, najor thruczt with regard te the heritage
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fund, beyond the normal expansion of the Canada inveztment diviszion, uithout
being satisfied we were into an energy situation that was beneficial not only
to Albertans but to all Canadians -- a national energy package that waz making
the utmozt benefit of the strengths we have in Canada relative to energy
potential.

MR. SINDLINGER: Mr. Chairman, to the Premier. In your responze to lir. MNotley,
yvou indicated that consideration would be given to investments outside the
province. Would consideration also be given to investments outside Canada?

MR. LOUGHEED: At the moment, I'd say no, if you're talking about energy
projects. If we're into an area which I think is quite unrelated to the
thrust of those questions, which is uwhether or not the fund should bs
investing as a matter of commercial return outside Canada in the zpreading of
the risk in terms of investment relative to the economy of cne country, we've
nade no final conclusion on that. ' But cbviocusly it is an area that is
optionally being looked at. I wouldn't anticipate any inmediate decisions on
that, perhaps for a yvear or two. But it is a factor that we've been
assessing. Again, it would be probably not a significant portion of the fund.

But I would hasten to say that this iz really unrelated to the en=rgy
funding we were referring to, merely from the standpoint of zpreading our
total investnent package.

IMR. SINDLINGER: lould you care to elaborate on the circuastances which would
pertain to an investment outside Canada which would be appealing?

MR. LOUGHEED: I can't, because our thinXkXing hasn't reached the stage of
sufficient naturity to respond further. I'm just pointing out to the
connittee that it's not necessarily rejected ocut of hand by the investnent
comnittee at this stage of the game, but there is no present intention to nrove
in that directien in the immediate future.

MR. BORSTAD: This is a little different line of questioning. Given the anount
of prinmary and secondary road systens in the province, has conzideration bzaen

given to future allocation from the Alberta heritage trust fund toward primary
and secondary road construction. and improversnt or resurfacing? It seens to

ne this would b2 an investnent nade today for future genexrations.

MR. LOUGHEED: Well, Mr. Borstad, I recognize the thrust of that quastion. It
goes back to the nature and difficult with the capital projects division
concept. Our thinking was that some portion of the Hexitage Savinags Trust
Fund, 20 per cent maximum, should be a capital projects division which does
not provide an inmediate return. VYour irrigation project is probably vour
best exanple of what classically fits within that. We recognize that uwe're
extending it by the nature of the capital projects into areas that are gray.
such as applied reszearch for heart or cancexz. But in tezms of the public
having a sense of innediate benefit to the Heritage Savings Trust Fund, we
felt there waz norit in that, eepirg in nind our cverall criteria that there
should be projectz within the capital projects division that could not
otnerwise b2 done, because of the nature ¢f our budgetary oxr fiscal policies,
or by the very nature didn't fit the usual budgetarv approaches of the
provinces.

Kow I think roads are the classic case. In our judgement at the nonent, we
do not think roads should be in the capital projecis division. There is

(%Y
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surplus within the General Ravenue Fund. The debzte in thiz Lezgizlature
should be with regard to the surplus fundzs in the general revenus account,
whether or not they zhould be expanded or extendad, Lut az a budgetary dobate
on the capital side of our budget. U2 believe we vould loze the difficult
differentiation -- and it's difficult in any event -- betuwzen the capltal
projects diviszion and the budget if ve moved rzcads into the casital projects

divizion.

r

So that there won't be any gravness in tha
connittee iz t

z that theres should not be roads withi
divizion of the Heritaze Savings Trust Fund. B
northuestern Alberta, uill nake the caze in bud

funding relative to roads from the budgetary su

MR. NOTLEY: Mr. Premier, pages 12 and 13 cof the governmnent's review of our
recornendations last year -- I certainly adait that the receonmmendation of the
cornittee was for a 10-y=ar road progran, to be ccocnzidered 23 part of the
investnents from the heritage trust fund. However, I think there uere really
two elements to that reconmmendation, Mr. Prenier. The first waz
alludad to. I think vou can nake the arguz=snt, as vou did, that that should
be financed from the normal capital budget of the przovince.
But the other, moxe c:ucial, peoint -- and just to reiterate the argunents of

1

1

avs ninister: it would be far wiser if we had a
e

Mr. Taylor, the formexr highu

systen of block funding. We rentioned in our reccnnandation a 10-year
program, co the money is thexre and the private sector, the contracting
business, can gear up for it. We can get better d3, bescause nore people

— C
[P

will have a certainty. The highuway enginesrs will know where they're going.
That was at least half of the discuszion that led to that reconnendation. I
see that bazically the governnent's recponse is that we'll do as we have been
doing. I say with great respect, Mr. Prenmiesr, that at least half the baszic
argunent was the long-range conmitment of block funding.

MR. LOUGHEED: Mr. Chairman, I think that's a valid budgetary desbate. It has
been discussed. In fact, sitting in this very seat in the opposition I
believe I raized the point of the need for certainty a leonger tern funding

relative to capital projects on a nultivear basis
annual appropriation which iz traditional to the senbly. HWith
the surplusz zituatieon of the province today, it 3 it's well worth
continuing that debate on a different budgetary approazh. It aay be that a
portion of the surplus of the General Revenue Fund could be set aside and
allotted for klock funding on a multivear baszis for rcads for the province.
But that's aside from the heritage fund and aside on thes capital projects
diviszion. I thinXk it's a valid one and is certai accordance with
argunents I've made in this Legislature before. S our surplus is incraasing,
the capacity to provide that block, nultivyear funding for highways is thesre.
I think it's an interesting one for us to censzsider, to debate, and to develop.
I would take =zeome issus uvith the thrust of sone of your remarks, because I
think 1t's been pretty clear that we have had a verv steady base rositicn in
highuay construction capital comnitnents from '72 on. They have been wvery
significant. In fact, because of the irmagination of ninister

{
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s of highuays and
of the preszurec within our caucus, in rY judgenent -- I don't have the
figures right here -- they have been a pretty steadily rising arcunt. I don't
think contrzctors ars leaving Alberta on the basis that thev don't think

thexe's going to be work next year. I don't think highwav engineers aren't
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planning; in fact, some of the plans they have are rather extensive on a
nultiyear bacis.

So I don't think the merit of it is related to thoze concerns. But I do
still think that there would be 3zon2 nerit in a nultiyear fund for road
construction out of the zurplus of the General Revenue Fund.

MR. BRADLEY: Mr. Premier, I have sone questions with regard to the Canada
investnent diviszion, particularly with that portion that has been taken up by
the provinces. 1 believe four provinces have negotiated loans with us. There
seens to be a general lack of -- there aren't a lot of provinces linesd up at
the door, and approximately 10 per cent of the fund thai's allocated to the
Canada invezstment division hasn't been invested with other parts of Canada.
Perhaps you could share with us scne of your theoughts as to why thke otherx
provinces have besen showing this lack of interest.

The second question: with regard to that 10 per cent, and there have been
discussions on the energy bank, would consideration be given at sone future
date to extend the policy announced here last week on the Alberta investnent
division with regarxd to new corporate intrunents -- would consideration be
given to extending that same policy of investmrent o the Canada invstnent
division?

MR. LOUGHEED: I'm not sure if I understand the latter part of it, Mr. Bradley.
I doubt it would. 1If you're talking about the investment in dsbentures, the
corporate debt thrust that Mr. Hvndman announced last ws=ek, it wouldn't he
intended that that would go beyond the basic thrust of Alberta cpezations. At
least that's the present intention.

Az far as the Canada investment division iz concernad, though, let ne say
this., During the course of the year in uhich this report was prepared, we
expanded from New Brunswick and Newfoundland to Manitoba and Nova Scotia.

I've menticned ny discussions with the Premier of Prince Edward Island. I get
the feeling that he's interested in the Heritage Savings Trust Fund and has an
awareness of it. Although there arze no ongoing dizcussions other than the one
that had to do with the energy project, it may be possible that ws would be
involved in a Canada investment divisien loan with Prince Edward Island, if
they'!'re interested.

As far a&s British Columbia and Saskatchewan are concerned, as you're well
aware, thev don't have needs in that particular direction == which thsn leaves
us with the two provinces of Ontario and Quebec. As far as Ontario is
concerned, they borrow for their general needs from the Canada Pension Plan.
Apparently, till now, it has continued to be adequate for their nesds, at
least for the foreseeable two or three yezars. I'm not sure I'm quite accurate
in that time frame; thers may be a time when it won't be. Ontario Hydro has
borrousd in New York rather conzistently. And as you lnow, Quebec Hydrzo and
the Quebec governnent have borrowed all over the world.

I think one of the difficulties we're into, and have been in the last six
months, is that thsre is a general feeling that the Canadian dollar is
undervalued and that they can borrow in Neu York at the price at which the
Canadian dollar is today, and the Canadian dollar will rise perhaps toward $0
cents and $1. That's a very debatable poziticn, but *hat's the visw of sone
nronay nanagers. It's for that reason, therefore -- because thevy think the
Canadian dollar will appreciate —-- that they're nmaking these borrowings at
this time in New York.

On the othexr hand, I think Canadians.

and the federal government. could nake
the very valid argument of encouraging borrc

ings by provinces and by basi
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entitizz of provinces within Canada. As uwe nake the loanzs fron source
outzide Canada, we juct exacerbate our balance of pn“nent: p i
country. Probably if you added the nany
faces, cur balance of paymznt problensz,
but it's probably numbex one.

n
ononic probleas Canad
numabexr one 1z nunber tuwo,

e federal government

So we will continue to encourage other provincez and th sl
Fend through the Canada

to get involved with the Hcrltﬂge Savings Trust

investnent division. Perhaps over t Xt number of months,

e
e to the future 0% the

ta ~
when the evaluation may or may not alter relati
with regard to the fund. On the

Canadian dollar, we'll see nore approaches
other hand, we may not.

MR. R. SPEAKER: Mr. Chairman, I'd lixe to ask the Premier a rather open
question. In my review of the Heritages Savings Trust Fund invesiments over
the sumnmer, I thought it would ke best to go back to the basic frameuwork froa
which we started. In your coaments in 1975, you indicated that the purpose
was to diversify the econony and to make it lezs reliant on finite resources.
I was wondering if the Premier could bring us up to date on that positien, how
he feels about it at the prezent tine. Are we -— I'n sure

right diresction. Are we noving fast enouzh? khat types of
do that we should have done? Possibly just comment on it at this point.

'r2 noving in the

MR. LOUGHEED: We discussed that matter vhen I met uvith the committee a year

ago. That wasn't of course the only purpozse of thes Heritage Savings Trust
Fund. In fact, it was the secondary cne. The prins purnsse uwas to develeop a
fund where we would put aside a portion of cur non-rene

nos
wable resource revenue,
invest it in a way so that we would raceive income fron that investment that
was higher than the depreciation, if you like, of wvhat one could legitinately
call, I suppose, the Lnflation rate within the country. 7

h hen that fund.
therefore, would be available for cur successors here in governnent, to take
the place of the declire, as it will ceome -- and we can argue =bout when -- of
the revenues from conventional crude oil production. Just as an aside there,
I think uwe should be clear that the vary nature of the circunstances is that
the provincial governnent's revenues from the conventional crude oil are
obviously goaing to be s;gnirxcantly greater than they are from the non-
conventional production. So the time is5 going to come, here in this

Legislative Asserbly, when uwe won't see budgets prezented whexre 55 per cent of
revenues are coming fronm the non-renswable resource base. The baszic purpose
and thrust of the Heritage Savings Trust Fund is to set up a fund for that
day. At sonme stage of the ganme, I would imagine, Zuture nemb=rs of Executive
Council would shift the incomre from the fund into tha General Revenue Fund to
nake up for the decline which will occur in teorxms of non-ren=wable resource
revenue. Then in dus courze, no doubi, the capital cof the fund uwould nove in.

This will provide perhaps the next generation the opportunity to adjust ove
a time frame to the reality of besing in a pesition that provincial finances
will be quite different from what they are teday, and that taxation would have
to be increased, and that an increase in the normal taxation levels can flow
through a lengthy period of tinm=2, without a very ca=rious ad]ushnent to the
citizens of Alberta or to its econony. That's the basic purpess of the fund.

An ancillary purpozse of the fund iz, if necessary and as regquired, to ent
into financial =zupport in thoze areas invelving diverczification. As you know,
there are a number of those ac pcct there. That'z vhat va're intending to do.
That's why, for exanmple, in the past vear ue brought the Agricultural

H
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Developnent Corporation and the Alberta Opportunity Coapany within the fund.
That's why wa're talking about the project in Prinze Rupert.

If I undexrstand you, lMr. Speaker, really your question gees to the thrust of
the debate w2 had in the fall sesszion last year, the degres of diverszification
within the province. Mhat has happened iz because of the dynamic nature of
the Alberta econony, funding from other szources for projeciz is a lot easier
to corne by today than it was a decade ago. The very nature of that -- in
other words, thne financial comamunity's pozitive reaction to Alberta -- has
been that there have been a number of projeciz. Let's use petrochericals as a
good exanple, where funding has been there uithout the nesd to ¢all upon the
fund. I think that's a good thing.

So, becausze of the strength of the Alberta econony, ue're getting that
funding support from the normal, traditional financial areas. If there are
occasions -- I could use Prince Rupert, I zuppose, a5 an example —=~ when we
can use the leverage of the fund to make something happsn that wouldn't
otherwise happen, then we chould do that. But if the normal financial
institutions are prepared to make the commitments, I think wve chould let then.

MR. R. SPEAKER: PMr. Chairman, supplementary to the Premier. The financial
institutions have accepted responsibility in the non-rerewable resource area.
Is the Premier satisfied that the financial institutions are coming out and
neeting the needs in other areas of our econeny? If seo, I would accept that
as being all right. If not, will we see some different types of programs or
changes within the Heritage Savings Trust Fund to meet needs?

MR. LOUGHEED: There have been some areas wherz they haven't been giving the
zupport we felt was necessary. I think the classic example is in the
agriculture proceszing section of the Agricultural Development Corxporation.,
where az a lender of last resort the Agricultural Development Corporation has
been making some loans. They're high xisk ones, and there are zome losses.
We accept that. That's the area that I think iz an iaportant thrust in
diversification of this province. There's a caze where where they would not
have been able to get the funding for, say, the rapeseed plants and things of
that nature. We felt, well, we'll take that risk, and ve'll put the fund to
work. The Agricultural Development Corporation is within the heritage fund at
the nmoment, and that's what I think is an important thrust.. That's the best
exanple I can think of.

In other areas, such as longer texm research -- and the farming for the
future program is a good example. We're putting funding in on a research
basis through the capital projects division there. The dividends night not
cone for 10 or 15 yvears, but down the road they will cone and that will be
helpful, hopefully, in the whole area of diversification.

So when we see a siturtion where diversification is not occurring for a
funding reason., we're prepared teo step in, particularly in the areas of
renewable resources.

MR. NOTLEY: Mr. Premier, just following that with a supplenmentary guestion,
how would you relate the announcenent nade the first day of ocur hearings with
respect to the loanz to businesses? As I underxstand your ansuer to Mr.
Speaker, basically you were arguing that the financial conmnunity is doing the
job. Yet we ceen to be noving in quite a substantial way, in Mr. Hyvndnan's
announcenent to us, to substantial purchase of debt instrunents --
specifically here., to strengthen and diversify the Alberta econony.
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“R. LOUGHEED: I think we're talking akout two entixz-ly dif
Speaker was referring to: when zoneothing won't havsen, wil
to try te nmake it happen, when it'z involved in diversificzticn. My a
that iz clearly ves, that's what we zhould b2 doing

On the other hand, when there's a rarket ocut there -- that ve're conpeting
with the firemen's pension of Heu Yoxk -- thi t
us to be if we can get a good ret a 1
dzbt issue out there and it's coing to be p'cﬁc
Haw Yoxrk in part and it'sz a good retuzn T
government of Alberta, through the hexzita
action. You know, in that area, we'ra t

i

o the people of Alberia, I think the
ge fund, cusht to get a piece of
lking about long-tern debt

instrunents; we're not talking about being involved with chartered banks in

any competitive way in terms of intersct or

the financial institutions that normally p

throughout Horth America.

r financing. WMWe're tzlking about
g

ick up corporates debt instrunents

~

lMR. KOTLEY: PMr. Premier., on page 2 of Mr. Hyndman's announcenent, he talks
about thez financial intermediaries in most cases. Then he goes on to say that
in "certain circumstances direct negotiationz with the borrcuer nay be
required”". That would lead m2 to the conclusion that this particular progran
could in fact be used to encourage, directly encourage from the fund, a
particular tvpe of enterprisa. If we can pickX up two-thirds of the d=bt
instruments from the heritage trust fund, it would make it nuch, nuch easier
for that particular promoter to raise the additional debt capital required.

MR. LOUGHEED: Your use of the uvord "gromoter" in that sense is puzzling.
Wetre intereszted in jobs and jocb creation activities within Alberta.

Certainly that's not the basic thrust or intent of the new apprecach. It's
to participate in the long-tern corporate debt instrunents that are coning
through Alberta entities, and to be policed in an effective way by the narket
comnunity itself, in the sense that the other one-third -- in nany cases, it
would be more than cne-third -- would be picked up by the nornal narket buvers
in that area. It's not intended to be, other than in an exceptional case --
and it's only keeping a sort of zafety valve, if there were a circuastance

that we would be involved dirsctly. think Nr. liyndaan sald that the vast,
vast rajority, and the full intention and thrust of this n=w adproach, is
going to be through the normal financial market. I!hen 2 corporate debt

instrunent is placed before the financial comnunity of Horth Ansrica from an
Alberta base, we want to be in a position to have part of the action.

MR. KNAAK: Mr. Premier, this relates to your point on the income of the
Heritage Savings Trust Fund being available to cover a current expenditure.
At the nonment, the Alberta current budget iz probably the highest per capita
expenditure in Canada. At the same time, nuch lecs than 50 per cent of this
budget iz financed by taxation of Alberta citizens. That means that at cone
point in tinme the rovalties from the depleting resource will no longer be able
to subsidize this level of expenditurs. For that reason uwe have the Heritage
Savings Trust Fund.

Do you have a study or infermation about uvhen thess two lines will
intersect? In other words, at what point in tinme 15 the estinated tine --
1935, 1950? -~ when the decline in depleting resource revenues uill
necescitate a transfer of income fron the Heritage Savings Trust Fund., to

finance current operating expenditures of the government?

.

JHIFFICIAL



-142-

M. LOUGHEED: We can't do that with any degrece of precisicen, beczuse the basic
assurptions built into such an evaluation are so widely diverze nl
judgenental. They involve of course the very crucial quezstion cf the rapidity
in which our conventicnul crude oil iz depleting. As you know, tne
producibility of the conventional cruda in this province is straining in
capacity now. The latest report of the Energy Resources Conszerva®ion Board
indicates, again, the further decline in our crude o0il ressrves.

So the real basic assunmption that would give you the answer to that
question, Mr. Knaak, is to forecast the decline in the crude oil production
level for the province of Alberta. I think it's a zexious one, but I think
there is a fair difference of view to nake it meaningful, in terxzz of when
that would occur.

But I think what's inmportant with the heritage fund, as legisla*ors, iz to
say the real importance of this fund will allow this province, in fterms of its
provincial finances, to go through the inevitable transiticn, wheze from a 55
per cent of the total budget coming fron natural rezource revenuss uwe uwill see
us doun to a nuch less significant percentage. UWhere's the additional revenue
coming fron? Now if that adjustment can b= nade over a period of 10 to 12
yearz, this province is going to continue to be in a strong financial
position. Without the fund, it could bes made so abruptly that the
dislocations and disruptions in terms of provincial financing, and the
negative inpact on taxation would be suzh as to seriously jesopardizs the
econony of the province at that time. I think historians will look back and
say: that's where the fund did its key job; it pernitted the transition to
occur over a relatively significant nunber of years, rather than conpressed
into a difficult short term.

MP. WHAAK: Supplenentary, Mr. Chairman. r. Premier, 1 gqgueszs you can feel by
ny comment that I hope the position of the government will be to thwart any
attenpt to spend more of the fund on current expenditure. The qu=stion I have
iz haz any thought been given to increasing the proporticen from 3% per cent to
a higher level?

MR. LOUGHEED: The first part of your question geces to the thrust cf the
capital projects division at 20 per cent. I think it's fundamental to the
cradibility of the fund that that 20 per cent not be increased. I really
think that's inportant and would hope the connitte= might consider it as a
reconnendation. If you go beyond the 20 per cent in the capital projects
division, you're going to staxrt to affect the credibility of the fund. I
think that's the naximum portion that should be put into a curren:, non-
investnent categoxry.

As far as increasing the 30 per cent is concerned, I think the Treasurex
told you in answer to that question that we had no present intention of doing
so. UWe have been liztening uith interest to the debate. With regard to the
surplus funds we've been aszessing approaches in a different way from the
Genaral Revenue Fund. I've already mentioned cne, relative to roads, today.
There are others we're considering. But I'm not at liberty to develop that.
The short answer, therefore, is no. WNe're not intending to incrsase the 30
per cent at this time.

"R. PLARCHE: Mr. Prenmler, there are scme enterprises out there that are larger
than traditionally go to AQC for funding. I'n wondering if any considsration
ese

is being given to venture funding th larger enterprizez fron the heritage
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fund, in either equity or debt. In =zddition, I'n uwondering 1f AO0C iz
considering bhlending equity and debt in any <f their loansz.

MR. LOUGHEED: ll2ll, AOC is not going %o be going into the equity area. 3But
k-] b3 =

you raise what I think iz the real ¢ap in the financial structure of the

province; that iz, shortage of venture capital. There's no doubt about that.

It's not just an Alberta situation; it's a Canadian one. Me zinply don't have
enough sources of venture capital. So we can idzntify 1it, by venture capital
I mean sourcez of funding that can pzovide support to medium and to sone
extent snmall businezses that have gozd ideas, good nanagenent potential, and
sinply don't have their cuwun equity or can't put it togetnher. Those are the
projects that need cupport. As I menticned in ny appearance a year ago, You
can get to the position where you can really causz the end of a good projact
by putting too inuch debt load on that project. There have been times whan the
AOC has turned down uvhat have been good proposals, not becauses they haven't
been good in both their concept and nanagenent and the very nature of uvhat's

in mind, but because the developers cinply don't have sufficient equity. .2
have a serious shortage in Canada of venture capital funding.
lihat we're struggling with within our discuszsions -=- and we had just an

excellent discussion uwith the young presidents organization a wsek or so ago
== 15 a way in which the fund night b2 supportive of venture capital. There
are five or six alternatives being considered, but we haven't really cone to
grips with the best uay. We know that the government as such can't make the
decision: that is, where to put the money in terms of a venture capital
project. And that's ocur dilemna. On the one hand, uwe have the funding; on
the other, we have the need: how do we put them together to a place where
there is a sound venture capital approzch in the province, that nmeets that
need but is not deninated by government?

MR. PLANCIIE: Just two final supplenentaries, if I nay, or one with tuwe
questions in it. llould you ceonsider that funding as eventually beconing
available from the heritage fund? Secondly, you are closing the door on AQC
being other than a lender? NMR. LOUGHZIED: Yes, in answer to your sscond
question. The first question: yes, through the heritage fund, because it
really follows what Mrz. Speaker raissd with ne, in teoerms of the need for
diversification. If there is a neced to bz filled, the fund has an appropriate
role to play. Venture capital is a need that is there to be filled within
this province. There's no question that to a large extent, I'n sure, it would
involve a diversification elenent. So, again, it follows the concept of the
fund. Our difficulty is hou.

MR. R. CLARK: Follouwing along Mr. Planche, looking at the minutes of the
reeting last vear, Mr. Planche -- I adnire hin for his tenacity -- followed
the very zame azea. At that time, vhen the question of equity versus debt was
raised by lMr. Planche, the Preniexr indicated that the government was -~ page
11, I believe -- naking an assessnent of the need for ths government to becone
involvad in venture capital -- over on the top of page 12. I take it, Mr.
Prenier, from uhat you've told the ceommittes today, that the governnant has
conz to a decision that in faczt thers iz a need to diversify the province and
that now it's sinply a matter of working out the nmechanisn. I was extrenely
pleased to hear the Premiex's comment that in all likely it isn't the
governnant that can nmake that judgenmsnt as to what ¥ind of preojects it's going
to get into. I take it from what the Premier has said that it's a natter of:
in principls the uze of some heritasze money for venture capital has the
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blessing of the investment committee. It's now a question of working cut sone
nechanism, 50 that some agency or group at zrm's length frem the government,
or from the investment comnittee, is charged with that responsibility of how
best ws go about making decizions as to which projects are in the be

interezts of Alberta from the standpoint of diverzification and hou in fact ue
go from there.

MR. LOUGHEED: Yesz, that's right. But the difficulty iz determining the

decicion—nakers, and what obligations they have. le are talking about public
funds; they rest as the reszponsibility of this Legislature. So hew do you go
about doing that? f you go about it in a nultitude of ways that have been

suggested -- sone of them involve in partnership uwith the people who put up
their own money. That's certainly part of it. Another way of doing it iz to
establizh sonme sort of entity that is credible, that involves people who have
experience in this particular area, and that the funding from the government
is not the sole funding but funding is coming from other sources. I'n only
mentioning two of about six or seven alternatives.

But none of them is easy and none seenz to be so automnatically the answer
that, well, what ars we worrying about the cthers for; this iz the wav to do
it. MWe're ztill struggling with it, and ws're open to views and suggestions
from any members of the committee.

MR. SINDLINGER: Mr. Chairman, I'd like to nmake a ccmmeni, then ask a question,
please. The conment is in regaxd to the issue Mr. Knaak has brought up. t's
in regard to the transition point; that is, vhere is the point in time when
the declining revenues from non-renewable resources reach the increasing
demand for government services. Your response was along ths line that it
would be very difficult to do, inasmucn as the assunptions one would have to
make are quite nebulous. However, I'd like to subnit that there are
reasonable assunptions that could be nmade in such an analysis, different

enarios given the present prices and the trend toward world prices; zuch
that that transition point could be identified within a particular ranges. I
believe the importance of identifying that particular range is inkerxent in
long-texn planning the governnent does. If that transition point conmes in
1685 or 1995 or 2025, I think it might have an influence on thes placement of
the funds at the present time. So ny comment would be, in support of Mr.
Knaak, that I would urge the governnent to identify that transition point
wnenever 1t could, given various azsumptions and scenarios.

The question I have now is nore in re=sponse to a questin asked by Mr
Bradley ecarlier on, and you touched on it. But for greater certainty in nv
nind, I'd like to ask you a more specific question. Have there been any
negotiations with Quebec for loans or placemant of funds with that province
for specific projectz? Secondly, does the ccvernnent of Alberta have any
special pozitive policies in regaxd to placement of funds with Quebsec, in
light ¢f their position on Confederation?

MR. LCUGHEED: First of all, let ne make an cbservation on yocur comnent, Mr.
Sindlinger. For planning purpeses, wvhat you =zay is in fact being done. But
you shifted back and forth with respect to a point, to a range. to a point, to
a range. Clearly it has to be a range of vearz: 1t can't be a point. The
rangs, frankly, is pretty broad in our planning, bescause of the nebulous
nature of the assunptionz that go into the detezrinatieon. It's there. It
not particularly helpful in public connunication. bscause to some people it
might secen to be too far away to involve imnediate concern. But it's very,
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very important, agc ycu point out, in ternc

of our plunning, both in ficzzal

budgetary commitment on the cperating side of ocur kudget and in termz of how
nuch can ws continue to be the higheczt spending province in Cznada, and what
are thn inplicationz of that. You Ynow, you can doudble the heritage fund,
then digsipate 1t in two years. I rean that's that the raality iz. I we
look at the fact that the last time 1 sat in this chair, the budget of the
province of Alberta waz enly 31 billion; now it's geing to be about S5
billion. So you can see houw gquickly things can change.

The heritage fund, in the eves of Canadians, zeens Llike an auful lot of
roney. I have a new way of responding to that, by the way. The federal
deficit is about $11 billion to $12 billion a vear. If they took our uthole
fund, they'd have it wiped cut in six nonths of fetderal deficit spending. So
I think it's a uszeful uvay to show the nagnitude of the fund to the rest of
Canada.

The question on Quebec is a difficult one. Cur initial response was that

th regard to the elec i on of a government that appeared connitted to the
separation of Canada, ue wouldn't involve curcelves in loans from the Canada
investnent divizion to the Quebec. Ule've reassessed that., Ue'lve
been urged to reassess by a nunber of proninent Cann\111 lle've cone to
the view that yes, we would be prevared to make loans undexr ce
circumstances, provided again they were on connercial
they were tied to a particular project, perhaps
involve resources of the province of Alberta. So the rather firn llne cn that
of two vears ago iz not nearly as firm today, becauze the advice we've
received iz that rather than being in a position of appeaxing to be supportive
of a separatist government, in fact the reversz cculd occur. Cur loaning
under certain circunstances and cexrtain conditions to a duly elected
provincial government of Quebsc could clearly be a strengthening factor in
terns of Canadian unity, and not the other way arcund.

province of
that
rtain

terns, provided pe
even a project

rhaps
that night

MR. SIMNDLINGLER: Mr. Premier, would those certain circunstances be cutside
those you've already indicated in regard to energy projects outside the
province?

MR. LOUGHEED: o, I think they would fit within that area. O0f course, I don't
want to give anybody the inpression that we're dealing with sonething that is
already in the discussion stagez; it's not. We're just trying to contenplate a
policy, which is what I gather you and the menbers of the connittee aszking
ne to respond here to today. There is no specific project: it could or could
not involve enexgy.

azle

MR. SINDLINGER: Excuse ne, what I meant was -- ny question was
certain circumstances would pertain to loans to Quebec?

more: what

IMR. LOUGHEED: I think the circunstances that it be clearly a sound comnsrcial
investnent from our point of view, at a going interest rate; sacondly, that it
would be perhaps ecaszier to make in terms of its public comnunication if it
wexre tied to the cale of an Alberta resouzce: thirdly, if 1t were involved
with an entity that wvas clearly of a commexcial nature in its=21¢, that would
strengthen it as well. We're not ruling out cthers, but caying that our
preferxence vould be in that area.

wa're

MR. CHAIRMAN:
out

Before acknouledging Mr. Motley's question, I'

d like to point
to the connittee that I did give an undertaking to the Frx n

enler that, 1
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recognition of his buzy schedule today, we would try to linit ourzelves to cne
hour. That one hour is about to ewxpire. With that word of caution, Mr.

Notley.

M2. NOTLEY: Thank you, PMr. Chairman, for your gentle zuggestion of reztraint
in asking gquestions. I aight just make the coament that I cextainly
appreciate the government'z pozition in terms of changing the policy on
loaning to the province of Quebec. I think it would be a real tragedy for
this country if the separatisis in Quebsc could zuggest zomehow to the people
of Quebec that we will only lend noney to them if we like the conplexion of
their government. I think we have to recognize that the people will nake
their own choices there.

™

M. LOUGHEED: We might go into Saskatchewan, too, under certain circumstances.

MR. MNOTLEY: That'z why I was asking about your investment in public
enterprises, Mr. Premier.

I wonder if I could move from there to raise the question of grain handling.
The recommendation last year was that we make debt capital available for
Prince Ruperxrt; I applaud that. But the zecond recommendation really dealt
with the question of rail links. Mr. Prenmier. the response of the governnent
was essentially to say that we made recomnesndations to the Hall connission
report in 1976, and that's that.. I ask the question relating to thess rail
links, specifically bearing in nind your former ninister of incdustzy's
position, IMr. Peacock, at the uwestern eccnomic conference in Calgaxy, whers he
suggested that one thing we should look at iz public ownership of road beds.
Hecw we're exanining the question of grain handling. If one iz going to nove
grain rapidly from the Peace block, one of the things we really have to
consider iz the links that would make it poscible to reduce the distance. The
whole concept of Prince Rupert makes sense, hut it nakes even nore E]
look at the rail system backing up into the northuwestern part of Al

1y question to the Premier, Mr. Chairman, ic: where does the ques
public ownership of rail beds now stand? HWould the governnent assss
reconmendatien in that light?

D: Mr. Chairman, with regard to the first part of the questi
was pres ed at the llestern Econonic Opportunities Conferernce by fMr. P
in July 1973 really as a sort of last resort neasure. It's not our prefe
obviously. We're nuch nore convinced that what we need to do, clearly, is
get the railways accepting their national obligations and to get the feder
governnent accepting their national obligations, and to restructurz the
freight rate system in the country. That's our priority. e have a neuw
fedaral governasnt with a new federal minister of transportation, whe has been
responding. We've nade some progress over the course of the period from '73
to '79, in particular Dr. Horner's inportant breakthrough which was announced
in the latter months of 1978, in terms of the (inaudible) grouping situaticn.
So we've mads sorne progress, and I think there are soms signs that we night
make noxre.

So that uas

MR. LOUGH

o
[

ast resort but backup positicn of the government of the
province of Alberta, if there were sinply a continued do-nothing position by
the railways or by the federal government.

Kith regard to th2 rail linkags in northern Alberta, our governn=nt to
initiative in presenting theze idea

n Q

t
=
o b
1
o

Xt
z to the Hall commission report. Wa 1
think they have rorit. But we think thev. cf course., are a project tha
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great deal nore work to do in termz of their eccononic viab n
there are sone who would dizpute the allegation the hon. nember makes uith
regard to the transportation in an innediate way. Y2 felt that priority
should be given to the inland terminal approach and to the ports in Vancouver.
They should be the pricrities that v
e don't mean to imply, by th us report, that there's a reje
of hand of the idea. I thinXk 1 to be well co-ordinated uith t
governnents of Canada and British Colunbia, if uwe get into that par
approach. We think there igc nore worxz to be done from the econonic sid

Py

're working on now.

nentioned. Down the zoad it nay be zomething uve can look at in a more active
way.

MR. NOTLEY: A feasibility study, Mr. Premier, is scnething that would be
reasonable?

MR. LOUGHEED: I think it would be. But, again, I want to say that we think
there are other areas in trancportation that have a higher elenent of urgency
for us at the roment, and that has been why we've been noving in things czuch

he
it was a rejection out of hand of the idea in the status report, it wasn't
intended to do =o.

n g
as the ports and the inland terninals. If we were giving the inmpression that

cf-

MR. CHAIRMAN: On that note., then, Mr. Premier, on behalf of the members of
this conmittee I'd like to thank you for vour participatio +h us today.

MR. LOUGHEED: Thank vou.

MR. CHAIRMAN: I now wsuld accept an adjournment rotion, until 2 o'clock this
afternoon. Mr. Pahl? Thank yo

[o4

-

The mecting edjournsd at ]1°55 a.m.
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