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Lo Lf?/i /Af e }gLZf’n k': Room 312, Legislature Building
April 3, 1978
8 p.m.

Chairman: Mr. Kroeger
MR. CHAIRIAN: It's 8 o'clock, We'll come to orxdex. . .

I'm going to ask the minister for some opening remarks. In orxrder to Keep this thing
running as smoothly as possible, I'd like your remaxks 1ddvessed e1th=: to the Chair or
the mninister. &s chairman, I don't necessarily have to know what's in here or understand
it. So, as I've alresady said, we'll send the remarks around. .

I think we'll get going. Mr. Ministexr, would you like to say a couple of things?
DR. BUCK: Mr. Chaizrman, just before the minister does that, would it help us any if ue
ktnew who his support staff werxe?
MR. GETTY: VYes. Mr. Chairman, I'd like to introduce a fairly heavy contingent of people
uith me, and I should say it's the Hon. Dallas Schmidt and ﬂyself whose estimates aze
going through tonight. If the committee doesn’t mind, I think that I'd ask that we do it

on the basis of Energy Zfirst,

will

so that we dsal with my part, and then Dallas,

so that thezxe
rather than as it is in the book where it

be scne bounces around.

continuity



HON. MEMBERS: Agreed.

MR. GETTY: Mr. Chairman, we have Dr. Mellon, Deputy Ministexr of Enexgy Resouxces. Barry,
rarhaps vou could just stand for a moment. Bob Steele, Deputy Ministerx of Renzwuable
Pesouzxces, as of Maxch 31. Wayna2 Minion, Chairman, Petroleum Marketing Commission; Drx.
Clem Bouwuman, who is Chairman of AOSTRA. Ue have Fred McDougall, Assistant Deputy Minister
0f Forest S=zzxvice; Charlie Pagquin, Assistant Deputy Minister of Lands; Tom Vant, who is
Chairman of Syncrude Egquity. We have Ge2orxrge Ford, Executive Director of Adninistrative
Szxrvicas; Les Cooke, who is Executive Dixector of Resource Evaluation and Planning; and lio
Phalenpin, Senioxr Budget Analyst. Also joining us tonight, Mr. Chairman, is Tom Chanbers,
MLA, our representative on <the Syncrude Boarxd. I should also say, by the way while I'm on
it, that Tom Hood, my Executive Assistant, is also here.

Mr. Chairman, in looking at the estimates this yeaxr, it's not a year of new progranms,
it's a yeaxr that's going to be different for several redsons One, it's a year 1n which
w2 have oil pricing, more or less the first year in about four that ws haven't or won't be
going through an oil pricing negotiation. We have ourx reorgﬁnl"atlon of the Depaz.hant of
znexrgy and Natuxal PResources complete. In that regard, we've had two Key pexsonnel
changes, unfortunately. Dr. Govier was on leave of absence from the Energy Rasources
Conservation Board, has returned to the Board and, effective April 1, we've lost Bob
Steele. He is taking the position as Deputy Minister of Utilities and Telephones with Dzx.
Warrack. So that will be a problem of replacing Mr. Steele who has done an extremely fine
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job reporting to both Dallas and~I, I think probably the only deputy minister in the
government who is reporting to two ministers.

We have, as I said, no fairly new programs or policies. We have probably things to work
on more in texms of f£ine tuning, fine tuning of lease tenure system. We axe holding ouzx
forest policy statement until after the hearings of the ECA. We have some decisions to

make though, decisions on timber royalties which are being assessed. We have perhaps sone
decisions and negotiations on a third oil sands plant with, it looks like, Shell 0il. A
decision, pezhans, depending on the ERCB recommendations, on Imperial 0il at Cold Lake; a
possible dscision on an expansion for Great Canadian 0il Sands. The official opening of
Syncrude is presently scheduled for Septenber 15 of this year. It may well be that
shortly thereafter Syncrude will be <considering an expansion. We have, possibly,
negotiations and a dacision to maks on heavy oil plants, and we have a considerable amount
of work to do in managing the balance betwsen activity and our natural gas surplus and the
pog51b111ty of exports from the province to the U.S. and, perhaps, a Zfederal decision on

11avs .

One other thing of significance, I think, is the Luscar mine will open this year at Coal
Valley and start the flow of coal to Ontario Hydro from that mine. I think ona2 of the
main things we will also be working at is keeping a healuhy communication rzlationship
with the il and gas 1ndus;vy, energy industry. And of course, Mx. Schmidt will Dba
administering the first full year of the Eastern Slopes policy.

Other <than that, Mx. Chairman, I think I'd be pleasad to go through the estimates and
answer guasstions.

MR, CHAIERMAN: Okay. We'll follow through on the basis of dealing with the enezgy
areas first, and the g*a"vng lease related secondly, pubhlic lands. No motions

entextalned except the notion to adjouzxrn.

MR. APPLEBY: Can I move that now?

MR. CHAIRMAN: Yes.

AN HOM. MEMBER: (inaudible) just table it.

related
will e

MR, CHARIPMAN: We'll start with Vote 1. Page 121 for anyone who is not thexe. Any



gquestions?

MR. Thompson: Before we get to 121, down_ here on the bottom it says: "The 1978-79
Estimates of Expenditure for Alberta Housing and Public Works provide $2,118,000 for the
construction and fuznishing . . .Y What doas that mean?

MR. GETTY: The Housing and Public Works budget provides for a capital expenditure which
would be in youx capital book.

SOME HOM. MEMBERS: We can't hear you.

MR. GETTY: Mr. Thompson asked what was the $2 million for construction and furnishing of
new facilities which would be in the estimates for Alberta Housing and Public Wozks, and
we are just getting it.

MR. CHAIRIAN: Bottom of page 119.
_.3.-

MR, GETTY: We arxe working f£from the ©book: Estimates of Expenditure 1978-79.  Program
estimates.

MR. STEELE: There are several minor things. One of the major things is a photo laboratory
building foxr our photography reproduction system in the department and, because we are
being moved out of the Natural Re&sources Building, they are building a new facility foxr us
and that's $150,000. I perhaps should skip over the smaller items. We have a conmpletion
of a move at Grande Prairie, to move the garage, warehouse, carpenter shop that are nouw on
the Grande Prairie College site to the other new buildings at Grande Prairie, <£oxr <the
forest headgquarters wup there. That's $718,000. Sorry, that's recommended for '79-80.
That's next year's. I'll learn how to read this thing.

MR. THOMPSON: I was more interested in why, instead of what. Why uwould they do it through
Public Works?

MR. CHAIRMAEN: The question is: why through Public Woxrks?
AN HON. MEMBER: Public WorKs does all the construction work.

MR. THOMPSON: I know, but why wouldn't it be in this budget if it's capital assigned to
the enexgy (inaudible)

MR, GETTY: That's program budgeting and a system that Treasury uses, John. I see your
point. You mean, why is it bxoken out.

IMR. THOMPSOK: Yes.

MR, GETTY: That's just our style of budgetingf Perhaps the question could be asked of Mr.
he

Lzitch at some time. Me just go along with systenm, and 1it's made up of a lot of small
items in our case.

MR. CHAIRMAN: Okay, can we go to Vote 1? Mr. Notley.

MR. NOTLEY: Mr., Chairman, to the minister. I assume when we discuss Vote 1, that this
will be the opportunity to look at general directions, policy.

ffR. GETTY: I think it's a good time, xright.

MR. MNOTLEY: I wonder if I might just start out on the question of natural gas reserves.



There's been an increase in reserves but Mx. Millican is gquoted as saying about 1.7

trillion cubic feet discovered last year. That strikes me as being a rather low figuze.
My understanding was that in one £ield south of Grande Prairie alone, there is an
estimated 5 trillion cubic feet of natural gas discovered. Where do we stand now in terms

of our natural gas situation?

MR. GETTY: Well, it's actually in an area of the Energy Pesources Conservation Board undex
Executive Council, but let me summarize it this way. The ERCB, as a result of the amount
of drilling that's gone on -- some vexry promising drilling results -- will be bringing out
bafore the end of this spring, early summer, a neuw estimate of Alberta's supply and demand
for mnatural gas. It's a regquest that we have made of the ERCB to caxry out this new
review because of the socalled gas bubble and surplus, and we wanted to get a fesl Ffox
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just exactly how big it is. Now, even when this comes out -- and I can't prejudge it --
the Board will not be guessing at the extent of, say, an Elmworth field. They will go by
the actual statistics of proved and probable reserves that are before them. So, it will
b2 at least a year I'd say, Grant, Dbefore we starxt to Eknow some of these neuwer
discovaries, what impact the¥ will have on Alberta's natural gas surplus. Some of the
operatoxrs are very bullish about the size of the reserves, but thexe is usually a catch-up

pariod before +the ERCB actually builds +them into their figures. Fields have to bhe
dalineated.

MR. NOTLEY: Could I Jjust pursue that, Mr. Chairman? Where, in your best judgment, Mr.
Ministexr, is the line betusen buidding up additional resexrves and the need to market, even
if that marxket is outside the province? In other words, have we really come to the point
where we nmust in fact market surpluses in order to retain the buoyancy in the drilling or
is that somathing which, at this stage of the game, we haven't crossed that bridge yat?

MR. GETTY: No I don't think we've crossed the bridge yet. As a matter of fact, if you had
& natural gas prespect right today, you probably couldn't get a rig to drill it. So I
bzlieve it's fair +to say that we haven't come to the crossovexr point. Two things azre
happening. People are woxking very hard on neuw markets, but also because of <the West
Pembina-tyre o1l find a lot of reople have switched as well frxrom natural gas exploration
to o0il exploration. In a way that's kKind of thz market place woxking. They can't sell
the natural gas, so they have taken off the shelf some of their o0il prospects which they
1ave up to nouw not been pursuing, and the reason was that they were able to xeally do uell
ith shallow natural gas dzilling -- extremely good economics. I think some of them in
ent vears -- when I'm talking now of "them™ I'm refexrring to industxy -- Kind of get a
tle spoiled in that they took for granted that if thay found gas today, they could sell
tomorrou. While that's been true over the last short-term period of maybe five vyears,
was never the facit-in history in Albexrta, but zather that surpluses have always built
first and then pirelines and markets being built. So, a company has an alternative:
y c¢an arxrange their financing and circumstances so that they can dxill and not have to

—
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t incoma immediatslyv; ox thev can drill reserxrves and sell the reserves in the ground and
t money foxr them_ that way, presumably to someone who is prepared to sit through the
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rt-term surplus. I think the reason they aren't slowing down in dxilling yet is  <that
t of them are convinced that sometime in the 1980s natural gas that is being found nou
1 he vezy, very valuahle.

n.
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"R. NOTLEY: So if I can just pursue that, Mr. Minister. At this stage then we are still
in a relatively good position to take a fairly strong stand when the government is
bargaining, for exnanmplz on tariff collection. You don't feal constrainzd to have fo find
marhkets rapidly at this stage, that it's quite obvious +to maintain romentum, but it
wouldn't he necessary to export. Would that be a fair statement?

MR. GETTY: Yes, i1f you vut ths emphasis on the word rapidly or guickly, I think it is fair
statemant. ¥You should know though, there are tuwo applications before the Board -- Pan-



Albarta's and TransCanada's. TransCanada's foxr a large amount of gas -- I think some 7
trillion cubic feet -- to take to eastexn Canada, and ons is a so-called gas suap. Then,
Pan-Albexrta's is foxr 1 billion cubic feet a day, also to take out ¢f the province and, in
Pan-Alberta's case, all of it out of the country to the United States in what mwight lead

to a gas suwap.
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NOTLEY: Could I just pursue the gas swap guestion for a moment? The gove*nnant ha
out the objective of cexrtain concessions for tariffs and we don't nesed to g=a in

because that' raally Fedexal and Intexgovernmental Rffairs I would supuos_.
e any other cond t10ns° For example, the suggestion has been made by some that
icans are cooling to the idea of the Alcan pipsline and wuhat they would like is
southern leg of lt complated without nscessarily uursulng the rest of it. Do we have
other conditions? In other words, would Alberta's acgquiescence oxr agreement teo a gas

be depzsndent upon a commitment to complete the entire BAlcan route as opposed to Jjust
outhern leg of it?
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%, GETTY: The term "suwap" —-- we've used it -- is not really reflective of Albexrta's aims.
lberta wouldn't want a swap. The gas presumably will be found surplus to our needs so u2
on't need it Dback; thereiore, the people who will be putting certain restrictions and
nagotiating the actual swap oxr return will be the faderal government, se¢ I believe the
aderal governnent will want to know that the northezxn parxrt of the pipeline is going to ks
built before they will agree to apd woxk out any swap arrangements. Ls far as Alberta is
concerned, the gas is surplus to ouzx nesads. Ke are prewmared to sell it and then it has to

%? through the National Enexrgy Boaxd, and presumably the fedexal cabinet will <catch it
were.

IMR. NOTLEY: But at this stage of the game, it wouldn't really be a major matter of public
peclicy concern in Alberta as to whether the entirxe project ware complei=d or not, hacause
it would be essentiallv surplus to Alberta's needs. Mith that in mind, what would bs the
position of the governmznt with xespect to the, I think it's the ¢ 8 M line isn't it to
sarvice Atlantic Canada? Would ouxr preference as a matter of policy be *to acconmmodate
that market oxr in £act be f£inding markets per se?
MR, GETTY: Well, I have a preference, and I think it's aluays been the preference of this
government, that we cares foxr Alberta's nszeds first, and then Canadian needs ne=xt, and
than, Z there's still suzplus, other needs outside the country. The key is uwhethex the ¢
& M DlDLl‘P° makes econonic se!se. It should make sense. The Quebec¢ narket 1is_ akle <o
convert sufficientlv. It uould take then off a dependsncy on 1mnorted crucde o0il which is
still -- even though there aren't rumors of shoxtages or reductions in suprply nou, that
ca2xrtainly is a vpossibility any tlmA -- a Middle East war oxr scwmething like that. They
lso would like to expand -—- as much as triple -- the amount of <their energy use which
mes  from natural gas. So, i1t should be able to be rut togethzz. Albzxta has got a
rius, another part ¢f Canada has got a rmarket. It should be able to bz worked out.
rre  1s a problem with this xasidual oil that's being dunped in the marxket doun thzre by
¥ refineries which is undesrxcuttiing natural gas in he maxket place and therefozre
industry is sta ylna on this heavy fuel oil.
M2. NOTLEY: Could I just -- Mx., Chairman, othex members will have gquestions, but is there

son2 time line that you could glva us, nr._ministez, as to where these various projects
trould £it in in terms oI natural gas expcort from ths province pex se, whether it goss to ¢

&€ 11 lin2 oxr whathar wa'ze looking at additional export to the Unitad States? Could you
give us some Iigures as o what would he a xeasonanle assessnent today of the total volumsz
of surplus we'xe looking at? Would 5 or 6 trillion cubic £eet be a rezasonable nate?

esti
ind what would be the altarnative at this stage? Are we going to sse a coming torsther,
if you like, of ssvexal options, one where there would be additional export to other parts



of Canada, but another that in fact there would be some variation of what we have been
calling a gas swap with the U.S.?
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MR. GETTY: The current Alberta surplus —-- I have in my mind some 12 trilliocn cubic feet.,
and of course it's subject to tha review that's coming out from the ERC3. I don't have in
v mind the accunulative effect of the variety of projects we were talking about wuherxe it
comes to tha surplus, bhecause wa are going to zely on the board. They'll either reconmnend

them to us because it is surplus or they won't. If they don't find it surplus, it won't
rzach the cabinet.

MR. NOTLEY: Could vyou give us some indication just of how you see the projects coming
together in terms of . . .

MR. GETTY: Well, the TransCanada one is before the ERCB right now and they've actually had
the hearing. So I anticipate the TransCanada recommendation will come to the Executive
Council probably before the end of the summer.

MR. NOTLEY: That's 7 txrillion?

r‘lR.I %ETTY: Seven txillion. Partly for increased Canadian markets and partly for U.S.
markets.

The Pan-Albexta one has been filed. There has been a deficiency lettexr Zfrom the board
and the deficiencies have to be made up in theixr application. There would then be a
hearing. W2're talking, probably, £all -- but probably before the end of this year. .

The @ & M application hasn't been made as far as I Knou. It would have to be made in

two places: one to Alberta, and one to the National Enexgy Boarxd, because it's crossing
provincial boundaries.

TransCanada has announced that they too wish to f£ile for a Quebsc line and
Quebec maxrket, so there obviously will be conpetition there. One of them i
Thexre won't bhe two built.

sexvice the
will get 1t.

MR. CHAIRMAN: Mx. Taylor.

MR. TAYLOR: There are two points I would like to. pursue, Mr. Getty. The Zirst is: what
are the criteria for setting our 30-year long- term supply for Alberta? Is it a case of
taking what we are using nouw and multiplying by 30, or is a calculation made to indicate
the amount that would b2 used in the twentieth year, the fifteenth year, and so forth?

MR. GETTY: It's more ccmplicated than just the straight this year times 30. Unfortunately
I would havs had this information £foxr the ERCB estimates, Mr. Chairman, kut I don't have
it zright with me. But I can get it foxr Mxr. Taylor and provide it to hiwm. Dx. Mellon, do
vou have in your mind the board formula?

DR. MELLOX: Not +th2 exact formula, Mr. Taylor, but the board attempts to forecast what
additicnal amounts will be used in the province. So they take into account not only uwhat
is being wusad today, but what will be used, say, 10 oxr 15 years doun thz xroad. Those

factors are used in determining the so-called 30-year <requirement.

2 5 It's a moving
(inaudible)

MPp. APPLEBY: Then there's an escalation factor in there, is there?
DR. MELLOXN: Yes, that's right.



MR. GETTY: Every foreseeable possible need is a general principle to

MR. TAYLOR: That leads me to the next question I wanted to ask. Both of these questions
were asked of me at public meetings.

. In connection with the 30-yeaxr supply, I was asked: is this based ,on a large amount of
gas being used for industry, or is it being based on a theory that we're not going to use

natural “gas for lndustry -- they have to use coal and we'll Keep this clean gas for
residential use? I couldn't ansuwer 1it. I told them I would try Lo find out.

That 1leads me to this next point. At one time in Alberta when uwe couldn't sell gas
anywhere in Canada or the United Statss and we had a large surplus, ths government at that
tima pexsuaded the c¢ity of Edmonton. for one, to convert from coal to natural vas. This
was argued and one of the very streng advocates against doing that was Dxr. Bob Ha*dy, the
engineer, who was then Dean of Enginsering. I was inclined to suppoxrt his view that this
is too valuable an asset to be used for industry, that industry should be reguired to use
coal. With this surplus building up again, are we going to be in a similar position where

1za make commitments to indusiry Zor the use of gas simply because we have a lwrge surplus,
and later on dowun the xroad when our surxplus may disappear, than thezxe's a matter of

recogvezting back to coal or to some other fuel? Do you have a policy on that particular
iten? :

MR. GETTIY: About 1972, the board came out with their recommendations to the government on
their efficient use of enexgy resouxces, and we accepted their recommendations that «coal
would be wused Zfor the generation of elec;x1c1ty in the province. The only exception to
that was that we allowed Edmonton Pouer to continue on with those wunits which they had
already planned for andordered. Other than that, we_ are still on the policy that the most
eificient basis for making ouxr electrical ensrgy will be coal. MNow, there will be also
some investigation into possible hydro-electric energy, but basically it's going to be
from coal. Industry will use, though, in _Alberta, natuxal gas as a feedastock for
petrochemicals, but there will ke not any large commitment of natural gas fox electrical
energy. In looking at the bhcard's forecast -- and this will be confirmed in, again I'm
suxe2, June or whenever the report comes out -- you'll see that BAlberta's nzsds are fairly
flat actually in future demand for natural gas within the province. However, in talking
to the beoard, even that estimate is very conservative. In other words, they are covering
every vossible feasible use for natural gas within the province in our 30-ysar supply.
MR. TAYLOR: The government can cextainly control this within Alberta. What contzol do ue
have when we let the gas go out of the province, the surplus we export to the U.S.A., ox
the surplus we export to Quebec and the maritimes?
MP. GETTY: None.
MR. TAYLOR: None. They may use that for industxy?
”R‘t G1TTY: ITt's beyond our jurisdictional control. The end use is ultra vires provincial
control
MR, TAYLOR: That could be very harmful to industry in Alberta, couldn't it?
MR. GETTY: Actually I think there is a potential cleanliness about burning gas but
MR. TAYLOR: Isn't there an economic .

_8_
MR. GETTY: I think we'zre gettin% lower cost energy from coal than from natural gas -—- I'm
sure of it. Natural gas has really gone up in price.

MR. CHAIRM2AN: Mr. Miller.



MR, MILLER: Thank vyou, Mzx. Chairman. Mine is morxe or less a supplementaxry to Mr.
Taylor's. Recognizing that in 1972 we put forth a program of wutilizing othexr forms of
enargy than natural gas foxr the gesneration of power, I have a direct concern that the
Saskatchewan Pouwar Corporation are presently building a pipeline to pipe natural gas fronm
Saddle Lake into Saskatchewan. My concern is whether that is to be used for the heating
of homes or for the generation of power.

MR. GETTY: Both. They will use some of it for electrical power. Again we can't control
the end use, nox can we really deny other Canadians a resource that is surplus to our
needs. Ne would hope they will have intelligent management of resources as well, and
rerhans the federal government can get involved too in planning future energy within
Canada. But we cannot control what Saskatchewan Pouwer does with their natural gas, othszx
“han deny it to them.

MR, MILLER: I was wWondering if any suggestions that this fuel be rececgnized as a clean
fuel that is best for heating rather than the generxation of power,  that we would 1limit
their supply to the extent that it would just be used for home heating.

MR. GETTY: Well, our Gas Resources Preservation Rct would then, I think, be strained
beyond its credibility. The contrxol which we have over our natural gas supply and hou  we
can stop people from taking it out of the province under the Gas Pesources Preservation
Zct I think could be challenged if we used it for those Kinds of purposes that are beyond

our jurisdiction.
MR. CHAIRMAN: Mr. Gogo.

MR. GOGO: I want to ask a guestion, Mr. Chairman, about the coal policy on royalties, but
I see that's in Vote 3 so perhaps I could wait.

{R. CHAIRMAKN: Mr. Kidd.

MR. KIDD: Thank vyou. I guess my question was along the lines of the rember for Spirit
River-Fairview, and I think what I heard him say was that he thought that our plans for
exporting gas were too supercritical. That's what I thought he said.

MR. NOTLEY: Wexe which?

MR. KIDD: He're too supercritical in exporting gas. That's my understanding of what you
said. Are we being supercritical in our surplus in exporting gas?

MR. GETTY: I hope not, and I'm not sure about the tezrm.

MR. KIDD: The term simply was, six, that we have a surplus of gas and as I understood =~-
maybe I'm wrong and I'll let the Member foxr Spirit River-Fairview again state his viewuws,
but I thought the trend of his thoughts were that we had so much gas herxe that we're being
suvercritical in our considexration of why we should export it.
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MR. GETTY: Or sort of working very hard to export it?

MR. KIDD: WHorking very hard to maintain the gas in Alberta and not export it, and retain
it for our own use. That's what I thought he said.

MR. GETTY: He can speak for himself.
MR, KIDD: Well I just listened to him.



MR. GETTY: Actually, our problem is the management of activity with surpluses. Aetivity
is jobs, and activity is ewplo*atlon, and exploration results in more zxeserves. So you
have to be carxeful you don't -- you stop one and you stop finding reserves for the future,
and you end up without the supplies you need for the future. So we're trying to manage
this activity and surplus over the next few years and I think uwe can. But we can also, as

a result of this, gain some additional access for our agricultural products to the United
States, then I'll be pleased.

MR. CHAIRMAN: Mx. Planche.

. PLANCHE: Thanks. T wondexr if the minister could maybe help me with some thinking I've
en doing about . . . The Carter administration is now making a big thing out o=
placing gas with coal wherxever possible. If we are tending to limit ouxr expoxrts to the
.S. and try to have Canada as a market, and we're having residual oil comrpetition Zor
ndustzy in 0nt1r1o, and we're going to pe*haps extend ouxr gas sales into the maritimes
here thexe isn't a big industry base, then aren't we going to come into a fantastic
easonal load factor problem that could upset the ability of gas to comrete anywheze over
the long run and maybe do a great deal of damage to our plants that are gearxed now foxr a
more consistent load factor than we're having in terms of expansion and so on? It's a
fairly complex subject and I don't mean to trouble you. I'm not trying +to throw this
thing out of kilter, but your remarks that it was outside of our jurisdiction federally <o
discuss this thing, surely in that context you must be making some Rind ¢f a__contact  in
terms of the technology of vas production saying: hey, you Know you can't sell evexrything
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in Januaxy, December, and February, and then nothing in the summer, sort of thing. I'm
wondering if vou can comment on it, without giving any trouble. The ¢ & M thing
particularly would be seasonal, as I see it.

MR. GE But it's up to then. They work 1t out. That's their business, to woxk their
mwzvets 1n an orderly manner so that they aren't buying and stopping, and buying and
stopping. They store somatimes in the summer, and then dsplete their storage ressrvoirs
in the winter. I look on that as industry doing its Jjob. That's <really not our

responsibility to hold their hand in that way.
CHAIRMAN: Mr. Horsman.
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MR. HORSMAN: I Jjust wanted sort of a supplementary gquestion on this question of use of
natural gas for the generation of elsctrical pouer. You indicated th“t Edmonton Powexr had
heen given permission to continue wlth theirx operatlon, in addition of c¢ourse the city of
hzllc1na Hat -- as, I gathexr, a relatively small operxation compared to Equnton Power --
tthere, I've heard, electricity is baﬁng generated by natural gas. I take it that the sane
vrolicy applies there, where that type of operation was in existence when tha policy cane
into effect?

_10_.
MR. GETTY: Yes. But did you question what the othexr ones are?
R, HOPSMAN: Yes. In addition to _that, how many other generation plants do we have whexe
natural gas 1s presently being used?
MR, GETTY: Dr. Warrack would Know, but I don't know of another one. I know Calgaxy Pouex
at Wabamun were natural gas and converted to coal. They built on the cosl so they could
=s soon as the gas price went beyond the coal economics. I don't know of any other.
MR. HORSHMAN: Just to follow up th=n. the same pollcy th1t applies to the c¢ity of Edmonton
applies to the city of Medicine Hat. Is that corzect, f£or clarification?

MR. GETTY: Yes.



MR. CHAIRMAN: Dx. Paproski.

DR. PRPROSKI: Just one supplementary on that particular guestion, Mr. Chairman, Is it not
true that Edmonton Power was given an extension to use natural gas for their existing.
plants they are building, but in fact ouzr policy was not that for the future plants?

HR. GETTY: That's right.
DR. PAPROSKI: So it's Jjust the existing . . . Is it one plant, oxr two plants?

MR. GETTY: Yes, two units. But they had already ordered the units and had the planning

all carried out, so we didn't force them to go back and cancel. Ue said no moxre, wuhich is
why they are going to Genesse nou.

DR. PAPROSKI: Right, I just want to be surxe I'm clear on that,

Okay., the question I had, Mz. Chairman, to the minister, is: I wonder if the minister
could outline what is the special preferential treatment that Alberta-ouwned companiss and
industry regarding incentives and profit for natural gas? Could you outline that vexy

brizfly? Has that changed zecently, or is it the same as with international c¢ompanias
that are drilling in Alberta?

MR. GETTY: The only place where there would be any natural gas incentives would be in the
natural gas protection plan administered by Dr. Warrack, where industry would get up_ to

one billion cubic feet protected by the natural gas protection plan. Over that they Jjust
pay the going rate.

DR. PAPROSKI: I'm sorry You misunderstood me, Mr. Minister. I'm really referring to
Alberta-owned companies that dzill for natural gas, or explore. Do they have any special
preferential treatment over large international companies?

MR. GETTY: No.

DR. PAPROSKI: Is there any decision or policy consideration in that regard, considexing
Albexrta-ownad companies, smaller companies?

MR. GETTY: No.

-11-
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CHAIRMAN: Mr. Notley.
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NOTLEY: Mr. Chairman. Mr. Getty, just following up from Mr. Planche's question about
move in the States to emphasize coal. I'd just like you to give us som2 indication,
your mind as minister, of just -- and this is going back to thz pipeline again -- hou
asible that pipelinz in fact is, because I gather that the promoters axe h1v1ﬁg sore
ifficulty in the United States. I've h2ard it said by som2 that in fact it won't go
aad. Are wa looking at somsthing that has been exaggsrated in the public mind? I
imndexstand that at ths IPAC naetlng last week, one oif the majoxr utility o££1c1a1s in t
United States sngagsted that thev won't need natural gas in the U.S. market until 1987
1988, I Dbelieve 10 years down the road. So I gusss it's really -- as opposed to

question to your o fficials ~- a guastion I put to you as minister: where do ws stand i
terms of that pipeline now?

(18
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MR. GETTY: The pipeline is really scomething agreed to between the Canadian governﬂnnt and
the United States Govexrnment. I think, pevsona11¥ that it will go ahead. You're askvng
for a judgmant. The person who took a shot at last week was countexed the next day by

2z propona2nt of the Plbullne, Mr. Boyexr. Thezxe are a lot of people who lost out in the
ght fox the vpipeline uwho, fzankly, are expressing sour grapes, I think, about it and



whenever they get a chance are taking a shot at it. That Kind of debate, I think, will go
on until the finalization of the pipeline financing and the final approval to go ahead.
But that's just soxrt of a normal competitiveness between the companies, I think. I don't
think they will have trouble financing it.

MR. NOTLEY: You had indicated in the Legislature several weeks back that there had been a
preliminary discussion, but nothing more than that, with the promoters. Was there any
suggestion in those discussions that it might make it easier tc get risk capital if thexe
was some backstopring by government -- either the federal government or the provincial
govaernmant -- in the form of not equity capital, but loan guarantees oxr loan capital?

MR. GETITY: It wasn't a suggestion of Dbackstopping. 3t some stage, as I rxecall the
conversation, it was that if the Alberta government uere to lend money to the company on
exactly the same basis -- no preferxred basis over anyone else -- it might be an indication
of Albarta's confidence. That was all it was. It was guite informal. It wasn't backing
up anybody ox guaranteeing anything.

MR. _NOTLEY: Right. But the suggestion was made that it would then make it easier to
complete, if you like, the financial package for the project.

MR. GETTY: Yes, it was sort of the sales job a person might make. For instance, if you
did approach a money market and they said: well listen, the biggest pool of money in Hoxrth
America right now appesars to be accumulating in Alberta. Are they putting any money into
this? Are thay lending any money? The argument was that it would be  helpful ii they
ware, but it was just_so it would be RAlberta showing their confidence in the pipeline, a
large part of which would go through Albexta. Then thexe is the other paxrt, I guess.

Pipel%nes have traditionally been very good investments and there is a lot of money to
invest.

MR. NOTLEY: Bearing in mind those three things: that there is a lot of money to invest,

pipelines have been traditionally a good investment, and the fact that the promoters would

sea that as being a plus in assembling the rest of the capital -- particulaxly the xisk
..12_

capital -- and, also, with a heritage watchdog committee recommendation, where does this

prropesal sit now?

M. GETTY: There's no proposal.

MR, {OTLEY: I shouldn't say where does this proposal sit, but where does this proposition
sit in terms of Alberta possibly making a debt investment? Is it being .assessed by the
tapartment? Is it st1ll sonmething that will be in abeyance until there is a foxrmal
rrzoposal from the consozrtium?

MP. GETTY: Ha2ll, it's within Mr. Leitch's overall zresponsibilies. But there is no
approach that I Knou of that has bsan made. So there is no prorosal to assess and, as £fax
as I knou, there is no work going on in trying to determine whether it should be. One of

2 ef

tha problems is the econonics are really not put together until the U.S. get the price of
ras established up in Alaska.

MR. CHAIRMAN: Mr. Taylox.

t

MR. TAYLOR: Yes, there are just three items I'd like to purxsue. The first one is: say
Fan~Albexta gets their approval to export -- I think you said a billion cubic feet -- to
the United States, is there some .

MR. GETTY: Avproval, Mr. Tayloxr, from Albexrta?
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MR. TAYLOR: That's all, thank you.
MR. CHAIRMAN: Mr. Mandeville.

MR. MANDEVILLE: In the southern part of the province where we've got the irrigation douwn
there, during the summer there was a shoxrtage of propane in sevexal of the areas. What is
the policy of +the Alherta Enerxrgy Conservation Board as far as allocating to the
indepandent producers? Houw do they determine who is going to do the marketing of the gas,
cxr gat the permits to market? For example at Chancellor they didn't have any markets for

gas so they couldn't -- there was no propane available.

MR. GETTY: The ERCB has some power to restrict exports of propane and make the companies
supply local markets. Othexr than that, I know of no particular process now. It is up to
the people in the industry. If they've got propane and someone wants to buy it, they get
together and make a deal. Dr. Warrack may have some additional comments on that in

Utilities.

MR. CHAIRMAN: Mr. Notley.

_11’-..
M2. NOTLEY: I wonder if we could just move from natural gas and coal to oil sands forxr a
moment. First of all, Mr. Minister, could you give us an updating on where things stand

with respect to the Shell propcdsal and the Impexial 0il proposal and any other proposal,

what stage in the various processes these proposals are at? Would you go over them one by
one?

MR. CHAIRMAN: Excuse me, Mr. Minister, would that f£all under Vote 8, 0il Sands Ressaxrch?

MR. GETTY: That is really AOSTRA. I think on a general basis we could do it herxe, under
the Minister's Office would be fine, Mxr. Chairman.

MR. CHAIRMAN: Do you want to carry on?

MR. GETTY: Sure., There are really three ox four proposals that are floating about, otherx
than Syncrude and GCOS present. There is a possibility of GCOS expanding. They presently
have the approval to expand from the board for an additional 15,000 barrels a day. They
could go zhead as soon as they arrange their financing and g=t some decision to go ahead.

1R,  NOTLEY: Could I ask you to give the figures, the projected cost as well or capital
investments of these projects too, Mx. Ministex?

M2. GETTY: GCOS have tuo pieces of capital investment they would have to do. One is the
ganeral upgrading of their plant, their present plant, over the next six years, maybhe as
Iich as 10 vears. That would be to spend about $210 million and that is Jjust the cost of
staying in business. Then they have this 15,000 barrel a day expansion that c¢could <cost
roughly another $160 million to $170 million.

Syncrude have been rumorxred to be considering expansion. However, they are working very
hazd on getting the current plant built and they haven't wanted to deflect the intarests
of thzir staff to any cgreat degree to expansion. I understand that they would be thinking
of going £fxon possibly 125,000 barrsls a day to as high as 200,000 bharrels a davy. Perhaps
you could ask the question of Mrxr. Chambers in furthexr detail, although it may be that this
1s sonzathing they want to Kesp within their company for the time being. The cost of that
I am not suze, $v00 million to $800 million, is that a rough figure?

MR. CHEMBERS: It's probably fairly ballpark, Don, but I don't think it has really got to



that stage where we have done any £inal .
MR, GETTY: It's too speculative I guess at this stage.

MR. CHAMBERS: They would also like to see some operating experience Ffrom the existing

MR. GETTY: Yes. They'd like to see the present plant run for a while.

The naxt one is Shell who are talking of a roughly $3.5 billion to $4 billion plant.
Now Shell would have to make an application to the ERCB and get it approved kefore the
Executive Council. In +the meantims, they are trying to solve as many other problems as
possible. They are trying to establish thes tax and othar c¢ommezxcial terms. Howzverx,
wa've told them, though w2 might talk in general principles with them, we really nsed an
ERCB approval before ws are in a_position to get into the details of royalties.

Now that is the oil sands plant as we_ Kknow them in the Fort MciMurray axea. The other
one is the Cold Lake area which is Imperial. Again they are talking about zxoughly $4
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billion and that is for an in situ development in Cold Lake. I think you are all familiar
uith that. They have made an application to the ERCB. It was deficient, and. they now

need to make up the deficiencies and there would be a hearing. We would haves to have a
raconmendation from the board to deal with that. They too, 1like Shell, are trying to_ get
all the other matters as much as possible cleared up. They have met with the peorle in

the area. They are meeting with the federal government about tax matters and they would
like to understand the various principles that would be involved in our royalties.
I think that in terms of o1l sands, Cold Lake style or Fort McMurray style, those axe

the four proposals. There are the heavy oil plants, the Lloydminstex tyres that you have
heard talked about. Husky I think axze presently at a bit of a standstill with the
Saskatchewan govexrnment. As far as their discussions with us, we have been willing to
make suxe that thay aren't asking for something unreasonable frem Alberta. If they
aren't, we are prepared to support a Husky development. Pacific Petroleums is the sans
uay. We want to make sure that it is not an unreasonable request or whatever they nesd
from Albexta. Pacific Petzxoleums', thouch, being in Alberta as faxr as ws Hnow with any --

I think 1it's public that they will not build anywhere but in Alkerta, would have to go
through the ERCB process as well.

MR. HOTLEY: And the capital of these two latter: Husky and Pacific Petroleums?

MR. GETTY: I am really guessing on these, but I would say they're someuhere around the
$600 million.

MR. HOTLEY: Six hundzed million dollars each?
MR. GETTY: Yes.

MR. NOTLEY: Could I ask you then —-- I xealize in the case of the major projects , Shell
and Cold Lake, that the cabinet is not in a position to make any decision until the ERCB
reports, but I am sure there would have to be some sort of assessment of the long term in
any evaent over the next several years. I am wondering whethexr you've arrived in your oun
mind as to whethexr it would be possible to see all these projects go ahead. In othex
words, thes expansion of ths Great Canadian 0il Sands, the smaller projects, Husky and
Pacific Petroleums, Cold LzKe and Shell, or whether thers is at this stace a sort of order
of priority in oxdexr to make sure that we don't get such a pressure on the Alberta economy
that it cests everybody everywhere more to do anything than it should?

MR. GETTY: In terms of it keing needed, I think in the mid 1980s they will all be needed
by other Canadians, not in Albexrta, but by other Canadians. In terms of the pzriorities,
the only one that I feel has got a priority right now because they have an approval is the



GCOS plant. T don't even Know whether Shell will get an approval from the ERCB oxr whether
Imperial will, but I would say that Imperial are alrxeady into the ERCB, Shell is not yet.
Thexrefore, Impexrial may be ahesad.

Also Imperial is a different demand on the services. It is a lot of drilling, while as
you Know Shell would bes a mining operation. I think the Impexial one involves sone 10,000
wells drilled, and then an upgrading plant. So it is very difficult for me to guass as to

whether they arxe going to get approval oxr which one will come first.
MR. HOTLEY: And at this stage

MR. GETTY: They might stack them. They could stack. They could be going on at once.
...16_

MR. NOTLEY: Could I Jjust pursue that for a moment. Do you see that as being possible
within the present economy of the province, to_have all these major projects going ahead
at once as well as an Albherta section of the Alcan pipeline?

MP. GETTY: Well, it's possibhle.
MR. NOTLEY: But not preferable from youxr point of vieuw?

MR. GETTY: MNot preferable because you would rather spread them out and companies will
spread themselves out. If they can't get the employees, they will delay. There 1is a
natural sorting that will go on amongst themselves, probably a batter management sometimes
than the government trying to superimpose it. People will only arrive at the door with $Y
hillion every nouw and then, and zf you tell them to go away with it, they are liable to go
away and spend it somawhexe else.

MR. NOTLEY: Just one other gquestion. Has the government ruled out any furthexr equity
rarticipation in any of the majox projects oxr is that something which will bs subject to
nagotiation after ths ERCB makss the appropriate =zrescommendations? Along with that,
bacauss the equity participation is probably smallex than the infrastructure cost, would
thaxe be any policy at this stage or preliminary assessment of what sharxe if any the
province shouid assume of major infrastructure costs 1n these areas?

MR. GETTY: I haven't, no.
MR. CHAIRMAN: Mr. Gogo.

MER. GOGO: Yes, Mrx. Chairman, I wonder if the minister would try to 'guesstimate' that if
the GCOS expansion takes place, Syncrude is in full production fox a <time, then they
expand, and Imperial goes through and then Shell goes through, by 1985 or so, what would
veu anticipate that production daily would be -- 800,000 bazxrels?

MR. GETTY: I guess it's about 500,000 to 600,000 baxrels a day.
MR. CHAIRMAN: Mx. Kidd.

MR. _KIDD: Again, nunber one I think we are pursuing a subject in great detail and ws=
should be moving alonyg on thess estimates, and very quickly. Howevexr, I think soms of ths
things again that have been brought up tonight I would just make one commant on. Again,
the hon. Membexr for Spirit River-Fairview, I think he needs a little education in sons
things. And I think he brought up some pretty important points. UWhat he has brought up
are interesting things. That is this. WHe're a trading nation. We have traded wuwith
Japan, we're tzading coal with them. Ouxr lifeblood is trading, and we're going to trade
again. I see nothing wrong with baing involved in trading to the extent where they havs

some equity vpositicn in some of ths things ws axe doing, in these great projscis we azs

ars

going to be involved in, and the great investment we will recuire to develop ouxr resources



-- and by golly we are going to need them. So let's not be silly about it, let's go =zhead.
Thank you.

MR. CHAIRMAN: Okay, are you satisfied with questions on Vote 17

_17_
MR. TAYLOR: Mr. Chairman, I'm very satisfied, but there is just one other thing I would
like to hear the minister on. & few years ago, I think it was the hon. Mx. Yuxko, in

answering a gquestion in the House, said that no consideration whatsoever would ever ke
given to nuclear use in trying to get o0il from the o0il sands. I was wondexing if theze
has been any application Zor nuclear explosions and if the koard has looked into_ths
possipility. Is this a bat that we are simply throwing out before we really zrealice
whether it will do any damage or if it has merit?

MR, GETTY: I don't think there is any position taken closing the door on possible nuclear,

although nobody has made a proposal that I knouw of. Dr. Bouman is here, Chairman of the
Alberta 0il Sands Technology and Research Authority and perhaps he could just xeview what
was an application to consider, I think the implications of -- not actually a nucleax

proposal but whether we <could even take it and study how you might go about doing one.
Dr. Bowman, would you want to respond to Mxr. Taylor on that?

DR. BOWMAN: The application we had was for an environmental study of the impact of an
atomic bomb in the tar sands. Of.course, the applicant was hoping to take this <o the
next step which at some point would be the setting off of a device. MWe took a look at
this and actually put a fair anount of assessment into it. We came to the conclusion that
an atomic bomb is a very pooxr way of putting heat into the tar sand deposit. Psople think
about an atomic bomb as having a lot of energy. _It has a lot of energy for a wvery short
period of time and then it is over, and a very little bit of heat. It is just not a very
good idea. W= rzrejected it on that basis.

MR. TAYLOR: Thank you.

MR. CHAIRMAN: Anything else on Vote 1°?

HON. MEMBERS: Agread.

MR. CHAIRMAN: We move to Vote 2.

MR. HORSMAN: Just one gquestion. I thought we were going to go through them individually.
MR. CHAIRMAN: Did you have something else on Vote 17

IIR. HORSMAN: Yes, I did. Under numbexr 1.3.5 on page 123, Research Co-ordination, I just
had a quastion as to if that's where ths recent research funds were found +to participate
with the city of Medicine Hat in PanCanadian coal gasification agreemsnt. IZf so, could I

get a brief outline of what will b= taking place with that agreement?

MR. GETTY: Mr. Horsman, I would like Dr. Mellon to respond to you on that because he has
been in the last final throes of working out the details of the coal gasification project
in Medicine Hat.

DR. MELLON: The <c¢ontract was signed late last week and it is a contract betuween our
dapartnant and a consortium composed of PanCanadian Petroleum, the city of Medicins Hat
ant Fluor Canada Ltd., which is the operator for the group. The study really involves

assessing the feasibility of using underground mined coal in the Medicine Hat .area to
provide ~low BTU gas for possible petrochemical development down the xoad. That is the



basic objective.
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. It doesn't involve the development of any new technology. It simply takes what is
available in the way of existing mining, undexground mining technology, coal gasification;
i1t puts it togethexr in what would appear to be the most logical form at this_time using,
existing costs to see how competitive this form of petrochemical fesdstock would bhe with
natural gas. The costs, Mr. Horsman, are not to exceed $200,000, of which our department
is putting up 100,000 and the other three participants the other $100,000. Does this
give you a genexal outline of what is going on?

MR. HORSMAN: Yes. I'1ll just follow up on that with a brief gquestion. I think you really
ansuerad one of my guestions with youxr answer and that is that this project is designed to
utilize this natural resource for the purpose of petrochemical development and not zZoxr the
usa of this gas for any other, such as domestic heating or expoxt or that type of thing ue
our doing with our natural gas at the present time.

DR. MELLON: No. I think they will come out with some data that will permit us to compare
costs of this synthetic gas with alternative uses, but the main interest, as I understand
it, is to look at the potential for petrochemical feedstock in the general Medicine Hat
area. _Again, it is not a study that involves developing any new hardware or any new
technology. It is a paper study, basically a technicals/economic feasibility study.

MR. HORSMAN: I see. So basically you will be working as you say uwith paper rather than
actually any activity on site and that type of . ?

DR, MELLON: Exactly.  The coal company that is involved, which has a separate contract
with the PanCanadian, is Luscar, and they are going to provide the costs associated with
the actual c¢oal mining. Fluor Canada Ltd., the opexator, will then take these costs and

incorporate them into the overall technical/economic feasibility study.
MR. HORSMAN: Am I corxrect that this type of petrochemical development would, if found to

bz feasible, take place at site? It would have to because of the difficulty din moving
this type of product. Is that correct?

DR. MELLON: Basically that is correct, Mz. Horsman. The cost of moving louw BTU gas
bacomes prohibitive if you want to take it any distance. So you would have to pretty well
utilize 1t within a fsw miles of the site of the mine or the actual gasification facility.
MR. TAYLOR: Is storage for any length of time also a problem?

DR. MELLON: Not to my knouledge, Mr. Taylor. It will be interxesting of course to see the
result and compare it with what we think will be possible altezrnative feedstock in five
vears' time, oxr thereabouts.

MR. PLANCHE: What do we get for our $100,0007

DR. MELLOMN: Well, I think, Mr. Planche, we will get a report from Fluor Canada that will
give us their assessment of the technical and economic feasibility of going this zxoute
using c¢oal as an alternative feedstock.

MR. PLANCHE: That backs us into a private study?
DR. MELLON: I guess I don't understand your question.
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MR. PLANCHE: I mean it will be a study that will be private to those who are involved in
it -- you will have access?

DR. MELLON: Yes, we will have access.
MR. PLANCHE: Then it won't he a public?

N

DR. MELLON: Not initially, but we have looked at the terms and conditions undexr which the
results will be made available to other interested parties. I +think it is only fairx
though that +ths participants would want some period of time initially to look at the
rasults and see if they want to do anything with them before they are made available.

MR . PLANCHE: Is this a departure from common policy, Mr. Ministexr, to get involved in
these things in other than AOSTRA?

MER. GETTY: No, it isn't. BROSTRA would only be in the heavy o0il, and we amended the act
to allow them into the heavy 0il area of Lloydminster, and prior to that just in +he oil
sands, Cold Lake style, Peace River and Fort McMurray type. It is not a departurxe, no,
and we hava these research funds. You may or may not recall that ths conservation board

in giving an approval to a couple of industrial development permits down in the southern
Alberta area, and I can't just pick which ones out of my mind, put the condition on that
tha companies had to show <c¢ause in the next 10 to 15 years as to why they shouldn't
convert to coal as a feedstocKk £f£xom natural gas.

MR. PLANCHE: I'm not concerned with the merits of being inveolved in this study othex than
the philosophy of being involved.

MR. GETTY: Oh, you mean carrying “out the research with a company?

MR. PLANCHE: Yes, I mean would this information not be available to us in any event as
part of the permit approval?

MR. GETTY: Well, I guess we are heing a catalyst in this case, and sometimes it is
nacessary.

MR. TAYLOR: Is this a follow-up on Forestburg?

DR. MELLON: No, Forestburyg was an actual field, a modest pilot planned experiment to test
in situ or underground coal gasification, Mr. Taylox.

MR. TAYLOR: This is separate entirely?
DR. MELLON: Entizely.
MR. CHAIRMAN: Mx. Hoxrsman.

MR. HORSMAN: I just wondered if there was another project like this in the province. You
mantionaed the Foxestburg situation. Could vou refresh my memory on that?

DR, MELLON: The Foresthurg study was carried out by the Alberta Research Council. We pu
up roughly one-half or slightly more than one-~half of the funds, I c¢an't remember the
_20_
exact cost breakdoun. The B.C. Hydro and Sask Pouexr also participated as did several
private companies. They put in some money. Council provided the staZf and some of the
field <facilities, and they sunk a series of shallow wells in the Forestbiurg axea adjacent
to a present cocal mine. They attemptad to ignite the c¢cal seam, which is at a deprth of

roughly 60 feset, using I guess surface ignition technigques to see if they could gaznerate



low BTU gas by in situ combustion of coal. They had some very modest success, but it was

very tmuch an initial experiment. It was a field trial which this Medicine Hat definitely
is not.

MR. CHAIRMAN: Mrx. Gogo.

&Q. /G0GO: Dr. Mellon, in your judgment would this study have taken place without the
participation of the department financially?

DR. MELLON: I couldn't say. My Jjudgment is the participants probably would have
approached the federal govexnment for funding and my guess is, Mxr. Gogo, they probably
would have got it through that source. I Felt, howeaver, in part because of the activity

that the minister mentioned in connection with the board's earliexr applications, _that we
should get some information in this area, get some experience, bacause down the road I
think we'll be looking much morxe seriously at this type of development. So I prefsxr that

our department put up  the other half of the funds rather than the fedexal government,
which gives us access to information.

MR. GOGO: I think  that's a very good policy, Mr. Minister, when you can operate in co-
operation with the private sectexr liKe that

MR. CHAIRMAN: Agreed on this?
HON. MEMBERS: Agreed.

MR. CHAIRMAN: In the way of explanation to Mr. Horsman on the comment he made, I checked
with the minister as to whether he wanted to go through line by line and he preferxed to
just go through each vote, and that is the reason for this approach. Vote 27

HOM. MEMBERS: Agreed.
MR. CHAIRMAN: Vote 3?7
HON. MEMBERS: Agreed.
MR. CHAIRMAN: Mxr. Gogo.

MR. GOGO: On the coal policy (inaudible), I just want to ask how the new formula for the
royalties is working, based on that net rxeturn and if, in your opinion, it put_any of the
coal producing companies dinto difficulties, and 1is there a minimum royalty thsy pay
regardless of the net profit? : ’

MR. GETTY: There is a minimum rovalty of 5 per cent unless it's waived as a result of an
arplication proving hardship. The coal royalty is not putting anybody into a  difficult
position as Zar as I can prasently see. MWe are assessing the Coleman Collieries situation
now, as I mentioned in tha House.
_21_

The royalty is set in a manner that when a company is making very little money, it pays a
little amount of royalty. If they make a lot_of money, they pay a substantial amount of
royalty. That is the principle of the formula, and therefore it's flexible and reacts to

the companv's economic situation.
MR. GOGO: Thexe's no_way, !Mr. Ministe
it would bear an unduly large share of
profit. That's calculated in the

MR. GETTY: Right, yes.

x

» they could oxganize the company for example where
the cost of affiliated companies to reduce the nat



R, MILLER: Supplementary to that, Mzr. Chairman. I believe under the former
administration of (inaudible) there is a royalty of 10 cents a ton. I would assume that
ig tis iubgtantially much more now and is there any royalty that is at the level of 10
cants a ton?

MR. GETTY: No. Thexe is not. It is all substantially above it. In anothex part of the
budget vou will see the estimated reveanues this year and I was looking at it in the budget
spasch. I think the revenues for cocal have come from $800,000 undexr the old 10 cents a
ton to estimated this year roughly $15 million, I believe the figuxe is. So they'zxze
dramatically up, without harming a company's economics.

MR, TAYLOR: I +think the policy, Mr. Chairman, Mr. Ministex, of having it flexible is a
very excellent one because —- take the mine at East Coulee where the market has not_ been
very high, to have increased the royalties substantially there would have meant closing
the mine and shoving 60 or 70 men out of work. So I think the governrment has shoun a vary

93 sgnse of responsibility in making this a progressive one based on what coal is being
oduced.

MR. CHAIRMAN: Mr. Thompson.

MR. THOMPSON: I'm 3just the opposite. Don't you believe that this policy more oz less
tends to have a company look for a long term and maybe a low cost contract because if the
royalties are tied into how much money they make, basically all they are looking at then
is they can make money and on a long-term basis they are more apt to stay in business?

MR. GETTY: There are no disincentives to making lots of money in it.

MR. THOMPSON: Therxre isn't?

MR. GETTY: Ho.

NR%I THOMPSON: But there's no real incentive to get every nickel you can out of the mine
either.

MR2. GETTY: Yes, I think so. Sure, they make more money. Every increrental dollar mozxe
thiy make, they make more than -- the royalty as a matter of fact finally stops, levels
out.

MR. THOMPSON: There is a maximum?
..22_

MP.. GETTY: Yes, there is a maximum.
MR. TAYLOR: You don't trxy to get all the gold eggs at once.

MR. CHAIRMAN: Anyone else on Vote 37

MR. NOTLEY: Mr. Chairman, to the best of the department's ability to assess a situation,
what is ths outleook in the next £five yeaxrs for the coal maxket, particulaxriy the
metallurgical «coal? Given to understand we are entexing a period of softer marxkasts, have
w2 done any long-range forecasting in terms of the market situation, particularly in
Japan?

MR. GETTY: No. Our estimate dis that it is going to be deprending on the way the world
comes out of the cuxrent business cycle it's in: when a demand for steel is gresater, the
demand for metallurgical c¢oal is greater. We just can't give you an accurata guess on



when that will be.

MR. NOTLEY: 1In terms of other worldwide supplies, have there been any additional
discoveries of coal elsewhere in the woxrld that would tend to change the market situation.
I undexstand the Japanese for example have been scouting around the world and, since their

recovery has taken place, have put a great deal of emphasis on =-- thrxough trade
arrangements and so on -- looking at potential supplies of resouxces.

ME. GETTY: Yes, they are. They are loocking for a variety of suppliers to make suxe they
don't become captive to any one source, which is good business on their pazt. Houever,

thay are also good enough businessmen to Know that if they take advantage of you while it
is a buyer's market, they'll meet you coming the other way, when it becomes a ssllex's
market. So I thinKk thsv are goocd enough businessmen that they want to maintain a variety
of stable and good supplies for their future.

MR. CHAIRMAN: Agreed on 3?

MR. HORSMAN: I have a question about procedure. You mentioned at the beginning that the
Associate Minister would deal with the

" MR. CHAIRMAN: We'rxe going past 4% and 5.
MR. HORSMAN: We'rxe going past 4 and 5 then are we?

MR. GETTY: UWe're doing 4 but we arxe going past 5 and 7, Mr. Horsman, and they are comingy
at the end of Enexgy.

MR. PAPROSKI: A comment, Mr. Chairman, regarding coal. How does this policy tie in with
land reclamation? Is it in here? Do you have any comments on that?

MR. GETTY: Well, just the general policy that the land must be returned to as good ox
baettexr state.

MR. PAPROSKI: That's a responsibility of the company, of course.
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MR. GETTY: Ths company, and it's administered by the Department of the Environment, and
Energy and Natural Resourxces.

MR. PAPROSKI: That's in place now with every development?
MR. GETTY: To the best of our ability, yes.
MR, CHAIRMAMN: Okay, Vote 4?

MR. APPLEBY: Mr. Chairman, Mxr. Minister, last year we had _an appropriation for urdating
the forestzy inventory throughout the province. I wonder if we could have sone
information on how we are getting along in that?

MR. CHAIRMAN: Yes, that's 4.4, phase 3, inventory project. 1I'd like eithexr Mz. Stesele orx
our deputy minister of forestry, Mr. McDougall, to give you a quick status report on that.

MR. McDOUGALL: It's proceeding very well, Mr. Appleby. There have been about 3,000 square
miles undex way at various stages. Ycu appreciate there is photography and theze 1is
mapping and field woxk to co-oxdinats and check out tha mapping zesults. Theze is a

nunbar of stages and it is proceeding at various speeds at different stages. Zut it



beyond now the pilot scale_  trial and we still believe we will be able to complete the
province at these funding levels by 198%Y4.

MR. APPLEBY: With the appropriation that was allowed last year?

MR. McDOUGALL: No, at the current level, adjusted foxr dollar changes.
MR. APPLEBY: Oh, yes.

MR. STEELE: It was initiated last year at a lower level, and the additional funds uexe
provided to us for this year and until 1984.

MR. APPLEBY: Oh, I see.
MR. STEELE: We received another 500,000 this coming year.

MR, APPLEBY: I notice, Mr. Minister, that when you started your zxemarks, you mentioned

that in the area of forestry, there was some possible revision of the royalty structure.
Where do we stand on that?

MR. ~GETTY: As you know, we have had a frozen royalty, when industry was in a rough
position, and it has been the government's desire come up with a royalty Zformula which,
rather than having to be frozen and imposing hardships at certain_ times, is someuhat along
the lines -- of the principles in any event -- of the _coal royalty systen. Hot
necessarily like the coal royalty itself, but the coal royalty principles, that would be
flexible enough to adjust to good and bad times. As you Kknow, in ouxr timbexr industry the

fluctuate quite <rapidly, depending on world markets and the market for housing in United
States and so on. So this work that has been going on on a timber royalty zecommendation,
it hasn't been completed yet, but I'd anticipate that sometime within the next month or so
it will get to cabinet committee and government review.
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MR. APPLEBY: One more question if I may, Mr. Chairman. The program for reforestation and
reclamation: there is a fairly sizeable appropriation now. As I understand it, forest
managament areas and the quota opeszators have the option of doing their own zeforestation
or paying a fes, and that has been updated recently, hasn't it? The amount

MR. STEELE: Seven dollars.
MR. GETTY: From $5 to 7.

MR. APPLEBY: Has there been any comparison made as to the efficiency of these two methods?
Is there any thought of having it a_ compulsoxy fee and the department taking over,
aspecially on the smaller operations?

MR, GETTY: WHWell, mnost of the small ones of course opt to pay the governmsnt. The laxge
ones are able to plan their own xeforestation operation with nurseries. I haven't noticed
any change. Has there been any industry change on that option?

MR. McDOUGALL: Thexe is an increasing trend for opexators to opt to have the province do
it and pay tha $7. There has been an increase in trxend that way. The largexr companhies
still prefer to do their own hacausa they have efficiencies o0f scale and they can utiliza
a lot of equipment that they wmould use logging in their normal operations.

MR. APPLEBY: Some of the larger management axeas have been at it quite a while now. Nou
how is this reforestation working out?



MR. McDOUGALL: Noxth Western Pulp and Power Ltd. has the longest record, and about 80 per

cent of their cutovexr areas are successfully regenerated within 10 years. The zremaining
20 per <cent take longer, but no arxeas have been written off. That is to say therxe arxe
some areas that Noxth Wastarn has planted as many as three times. The obkligation o¢£f the
company continuss. Now there is undoubtedly going to be a need to wxite off occasional
small areas, but to date we haven't -- it is a very, very small percentage of the cut
axrea.

MR. APPLEBY: It's about 80 per cent efficiency estimated?
M2, McDOUGALL: Within 10 yeaxrs.
MR. CHAIRMAN: Mr. Kidd.

MR. KIDD: A very quick one and I guess it is related to some of my constituents. The
experience on clear cutting -- could I express it to Mr. McDougall? Could vou give me a
one-sentence answer on the experience in clear cutting with relationship to the grasses
that coma back and your total experience in reforestation?

MR. McDOUGALL: I don't think I could do it in one sentence, Very briefly, breeding is
normally improved and we have done a study in the paxticular circumstance I believe you
ar2 referring to. W2 had the grasses analysed at the University and they are moxe
palatable than the grasses that were there before logging, and the yield is much higher.

MR. GOGO: Mr. McDougall, I wonder if you could, under forestry, indicate whethex the
losses due to fire are fairly consistent, and roughly what they are each year, and what
. - a5

you do for that $ 300,000 in fire prevention. What do you do in fire prevention in
Torestry?

ME. McDOUGALL: Fire prevention_ is  mainly =-- you probabhly have sazen television
advertisements to campers for example prior to holiday weekends, to be careful with fire;
the poster program. It 1s a general public prevention program. In the early part of youx

gquastion, the fire losses are very inconsistent, ranging from over a million acxres in 1968
to last vyear's figure of only 25,000 acres, so they vary greatly from year to year. The
long~term average derends cn houw many years you throw in your average. But. if you take
tha last 10 years, including 1968, 1t is about 160,000 acres a year. If you exclude 1968
it comes doun to an annual average loss of about 50,000 acres a year.

MP. GOGO: Was that f£ilm, The Vital Two-Thirds, or whatever it was, was that produced by
your department?

MR. M¢DOUGALL: Yes.
MR. G0GO: That was an excellent £ilm.

MR. TAYLOR: I wondexsd if he minister or the deputy minister could outline the major
points of reforestation and reclamation. How much monitorxring is done on companies 1like
Noxrth Western Pulp and Pouer and is an allegation that I heard over the radio ons norning
that within 15 oxr 20 yesars there are not going to be any txeas left at all, and secondly,
is your progranm based on maling sure we have trees every year over the next 100 years or
200 years? What isthe basis of your reforestation program?

MR. McDOUGRLL: The obligation is that evexry acre cut is to be reforested. That's policed
undexr the timbex management regulations in as much as the seventh year after the cutting,
tha company is required to submit a survey shewing the level of stocking of new growth on
the cutover lands. Those survey <results arxe checked by the depariment. ie check



approximately one-thirxd of all zreports that are submitted. The province maintains
computer cut recoxds of every cut klock in the province, so that wher each block is
approved =Zfor cutting it is entered in the computer and then listed fox zecall for suxvey
in saven years. The reason for ths seven years is that it is only counted as stock when
the new growth is three years o0ld bacause of the mortality rate in one and two y=sar old
ssedlings. e consider that a tree has to be on site for three years before we c¢considerx
it established. So o0f the seven years, three years is allowed for grcuwth, so thesre axe
réally four years thexe in which they can get the growth established

MR. TAYLOR: How many years before they can once again be harvested?
MR. McDOUGRLL: Approximately 80 yesars depending on site and climate.

MR. NOTLEY: What's the policy with respect to green axeas and yellow areas. Perhaps to
illustrate what I mean, I will 3Jjust bring to vyour attention a preblem in my oun
constituency. A number of snall operators had skidders and they were working in_thas green
ar=2a last year. That was modified someuhat and they wezre then moved into the yellow azxea,
and that is theorxetically fine except that when you get into the yellow area you axe also
gatting into timkez which local farmers see as being valid timber for their own use and
not timber which will be c¢ut and so0ld +to a firm like Canfor or what have you. I'm
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wondering just where that matter sits now; whether +the government is looking to any

changes in the policies with respect to green areas and yellow areas.
MR. GETTY: I'm not familiar with the case.

MR. McDOUGALL: 2As a result of the meetings that were held -- Mr. Notley, I believe you
attended at Hines Cvaek -—- the yellow zones sales, the bulk of them werxe cancelled as a
result of that public input. Those stands that were cancelled from commexcial sale would

ba made available to thez local residents on the local timbex permit pxogram.

MR. NOTLEY: Do you see a need to make modl ications in the approach? I raise this because
w2 had sorxt of the classic problem of two gxoups of people in one comnunity. One group
were young fellows that had got skidders, were making money doing useful work ovexr the
wintex. But because they wers working in the yellow area, they were also takin timbex
which local people wgquite properly felt was timber which they would have a right to_use.
So when the maiter was reconciled -- that's fine, the yellow azrea will be Kept for local
use, but the skiddex opezxators then found theay had no timber. So there was_the problem
between the community on one hand and groups of people within the community. I posz that
-- I Rknow you're reviewing forestry policy, but I think this very v1v1dly brought to my

nind the cuestion of what role the very small operator will have in future Zorestry policy
in this precvince.

MR. McDOUGAZLL: I can only ansuer the question I guess by stating thexe are timbexr resexves
saet aside in the green area as well. The problem with them is they are more remote and
more difficult Zor the small orerator, for example, to develop roads into. So there is
more deamand of course for the more accessible timber. There has been prcvision made back
in the green area for the smull oreratozxs. In addition to that I think by cancelling
those sales we did indicate that we're prepared to try to balance the accessible tinber
supply as well between the two competing demands in the community.

MR. NOTLEY: Can I pursue that one step furthexr? In the area in question we find that
Proctor & Gamble has a provisional reserve of approximately 8,000 square miles. Nou this
is almost 100 miles north of their plant in Grande Prairie. Theve is no gusstion about the
reserve south of Grande Prairie being nacessary for the plan». To my Kncwledge P&G is not
using their provisional reserve. My gquestion really is: to what extent zre ws struck with



these lease agreements? Because it would strike me that the most sensikle thing to do
would be to push back the beoundaries of the laxger leases for the big companies that have
the money to put roads in when they need it, and make more timber availakle to the smaller
oparators in the arsas where it 1s relatively accessible. It isn't, yecu Knou, practical
to say to a skidder operatoxr, you've got timbexr in the green area but it's 50 miles and
vou're going to have to build a road to get in thexe, becausa you know that's just a
tatally inpossible proposition. On thas cother hand, to a laxge concezn like P & G, uwhen
tha time comas that they need that pulp they can put a road in. My guestion really is: <o
what extent can wa modiiy thase lease boundaries to make it possible Zoxr the legitimate.,
smaller operators to get a piece of the action?

MR. GETTY: That's a legal problem in a way. We've made an agreement; we're just like
anyona else, wa should live up to it.
MR. NOTLEY: This is @& provisional resexves though that I'm talking about, Don. Iy
question I guess really would comz back: do we have any latitude in those boundaries?
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MR. McDOUGALL: There is some latitude to make minor adjustments to these boundaries._ The

timber I mantioned being available further back in_ though is not extremely inaccessible as
you describe. It's not 50 miles; it's moxe like about 25 and it is along a (inaudible).

MR. NOTLEY: I used that as a hypothetical example. But I'm really interested in the
policy. I know the situation in this area, and I used that as an example. One ¢ould,
suppose, look at North Westexn~Pulp & Pouer reserve as well. The question is whether we
do have some latitude in oxdexz to modify the boundaries, particularly where we're talking
about a provisional reserve that isn't being used.

MB. McDOUGALL: The boundary modification latitude is minoxr; although, until such time as
Proctor & Gamble axe operating in the provisional resexve, w2 have the =right to issue
short-term permits in there for up to 80 pexr cent of the total logs cut. At this time,

t&era is really no shortage of timber for small operators in the green area even faixly
close.

MR. APPLEBY: Fcllowing up along that: after the inventory is complete would it be possible

there miggt be some adjustment in these allowable reserves that are being held by the
companies?

MR. McDOUGALL: The Proctor & Gamble agreement is an area agreement so that presumably if
this inventory shouwed mecre or less timber than the present inventoxy shows, they would
gain oxr lose themselves because they have area rights under the 1968 contract. It's not a
volume agreement like wood is.
MP. APPLEBY: Just a <follou-up on what Grant was asking here: I know you say sales uere
¢ancelled in a certain axea bhecause of this conflict between the skidder operator and he
local timber demand. You have set an allcwable harvest for that area, I presuma. Right?

o]

[oJg%s]

McDOUGALL: This is ysllow zone timber so we don't have a sustainakle cut. In othax
rds, the policy in the yellouw zone is if the land is agriculturally potential, whan the
mber is insured it's removed and the land then would be reverted or converted over to

agricultural use. So we don't have a control cut in the yellow area the same as we do
hack in the green area. :

«t
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MR. APPLEBY: What I was getting at is once these sales uere cancelled, was this timber all
picked up by the demand foxr local timber requirements?

MR. McDOUGALL: No, it's going to be set aside and scheduled out over a long pericd of time
for lecal use, I think as Mr. Notley is recommending it should be.



MR. TAYLOR: Axe thexe any provisions of the Proctor & Gamble original agreemsnt that
you're now finding very difficult to live with; oxr is that a fair gquesticen?

MR. GETTY: We're negotiating one right now on a legal interpretation. Two lawyers -- ours
and theirs -- are working on our obligations under environmental pavments for putting in
environmental equipmant, as to whether we have fulfilled our obligation cxr whether ws have
to continue to pay money for their environmental equipment. It could well go to couzt.

MR. CHAIRMAN: Any more on 4?
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HOX. MEMBERS: Agreed.
MR. CHAIRMAN: Agreed on Vote 67
HON. MEMBERS: Agreed.
MR. CHAIRMAN: Vote 87?

MR. PLANCHE: Mr. Chairman, on Vote 8 if I may, I'm wondering if ROSTRA is taking any kind

of position in terms of encouraging purchasing from Alberta manufacturers for the projects
they're involved in.

-

MR. GETTY: It's a very stxong postion. Dr. Bowman, would you respond to that?

DR. ~BOWMAMN: Well we have a clause in our contracts with the companies that they have to
buy here wherever possible. We'xre aiming for something over 90 per cent purchasing inside
Canada,_ and the bulk of this will be in the province. Some of the initial figures we had
wexe below that, mainly on some of the large projects whexe we had to purchase one or two
major pieces of equipment that couldn't be acquirxed herxe. But £frxom that time on
sulrstantially all the ewpenditures are within the province or within Canada.

MR. PLANCHE: Is that going to be monitoxed on an ongoing basis?

DR. BOWMAN: Yes, we have a man in each of the company offices and this is one of his jobs,

to monitor this on a daily basis. We've been following this very closely.
Thaxe is sort cof a linit to what you can do if you can't buy in the province. We push
these companies a lot £further than they would like to be pushed in these areas. But we'zre

trving to take a reasconable approach here. But wea're not trying to okstruct firms from
caxrying out what is making a good technical judgment. I think we're pushing to the .

MR. PLANCHE: What kind cf agency will be set up for the manufacturex to appeal if hs fee
he has been overlooked? What Kind of a way is he going to handle that -- how will
handle that? Purchasing will be done by the operating company on their purxchase coxder
stationsry and then sonms disgruntled manufacturer who is either overlooked or f£oxr whatav
reason had his product -- misjudged oxr wants to write to -- some Kind of a moniter?

m o -
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DR. BOUMAN: I think they should come in and talk to me. We can ask to have companies put
on the bid list; we've done that, but we have to Know about it. I've had quite a number
of pz2ople approach me and I think that's the fastest way of doing it. How he can work
with the company to the extent that it's possible. That is what most of them do at the
start. Than 1f they fe2l they are not getting fair treatment they come and see us.

MR. PLANCHE: I'd just like to say I don't have any reascn to ask the question in texms of
-- I haven't had any conplaints or there has been no indication that that _isn't so. But
the monitoxring is a tricky part and as the thing develops, there is alwavs somsone uwho



wants to know how it is being handled and I just wanted to know what recourse they had.
DR. BOWMAN: Well, if they have problems, come and see me personally and I will help them.

Qf’ P%ANCHE: I have to also ask, if I may, what are we getting foxr this 1,200 for the MLA
hing?
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DR. BOWNMAN: Well, it's woxth every penny of it.
AN HON. MEMBER: Thanks.

MR. HORSMAN: A guestion on this -- I just wanted to be clear that most_ of the funds come
from the Alberta heritage savings trxust fund for AOSTRA and this is really the opsrational
paxrt that comes through the regular budget. That's correct, is it not?

DR. BOUWMAN: Right.

MR. CHAIRMAN: Agreed on Vote 87

HON. MEMBERS: Agreed.

MR. CHAIRMAN: Agreed on 97

MR. CLARK: Mr. Chairman, just not qguite so quickly as far as 9 is concerned.
AN HON. MEMBER: There's a fresh voice.

MR. CLARK: I'm afraid you were so busy applauding that vote for the MLA in the last
section, you missed me going past!

Seriously, Mr. Chaizman, £foxr some zreason we didn't get the object of expendituze
breakdown For the Petrolesum Marksting Commission. Could we get that? The nunmbexr cof staff
-— as I recall last year we had the entertainment portion on the wrong line and they weze
going to spend $100,000 on entertainment.

MR. GETTY: The supplementary paper we put out. That's right.

MR. MINIQN: Yes, I have them hexe, Mr. Chairman, reflecting last year's
MR. CLARK: Good, if we could just have a look at them.

MP. NOTLEY: How much arxe we spending on entertainment this year?

MR. MINION: Last year's?

MR. GETTY: They had a little debate over some issue last year.

MR. CLARK: Right, and we don't have the same information now to have the debate.

MR. MINION: This is just the simple breakdown in Keeping the (inaudible) which applies to
moxe than goverxrnment departments.

MR, GETTY: Actually the only appreciable diffexence in the Marketing Commission's budget
this year is a changs in policy zxsally of the government services to charge out computer
servicas, which accounts for the 15.9 per cent increase or the majority of it. It uas
handled exactly the sare as last y=ar. You can see in the bottom of the sheet <that 1is
handed out. It would probably be about a 5 to 6 per cent increase.



MR. CLARK: Mx. Chairman, I wonder if we could get a list of the consultants that were used
in '77-78, Mx. Ministexr, and the projects.
MR. GETTY: A list of .

R CLARK: A 1list of the consultants for the $98,000 and the names. Oh, I'm sorxzry, the
ctual -- 22?7 And also, could we get the number of employees that you've got on staff
ast year, and how many you project for this year, Mr. Ministex?

MR. GETTY: Thexe's no change. On page 139 it gives 51.

MR. CLARK: Oh, it does; very good.

MR. GETTY: But you'd like the names of the consultants?

MR. CLARK: Yes, and the project; the purpose for the contract.

MR. MINIOHN: Do you want me to answer that now?

MR. GETTY: Can you, Wayne?

HR MINION: Yes, I can ansuer the gquestion now. We have two forms of consultants. We do

ot in the commission have personnel officers. We hire A. W. Fraser & Associates here in
Ednonton When we hire staff they do our advext151n3 for us, they test our personnel, et
caetera. During the last year we had two major technical studies; both of them carried out

by Hydrocarb Consultants.
MR. CLARK: Who?

MR. MINION: Hydrocarb Consultants. One of them had to do with a pricing formula which the
commission uses to determine the valatlv; prices for crudes. That is the amount by which

you adjust the price of cxude foxr gravity and the amount by which you adjust the price of
cxude for sulfur.

The second major study was one that we carried out to examine the potential for markets
for heavy crude in east=2xn Canada. That study is f£inished; it was finished in Ilarch. I
forget the exact figuxe but it was in the oxdsr of $50,000.

MR. CLARK: How much to A. W. Fraser & Associates?

MR. MINION: I don't zremember the exact figure. I probably have it in hexe -- $18,000,
something like that.

MR. CLARK: Can I continue, Mr. Chairman? Mr. Minion, could you give us the highlights of
the heavy crude prospects to eastern Canada?

MR. MINION: Yes. Do you want me to proceed with that question?
MR. GETTY: I'm just trying to recall if I read it myself yet.
MR. MINION: It had two basic . . .
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MR, GETTY: Wayne, hold it. I can't even remembher if I read it myself. Bob, I think it's
on my desk. I prefer that either I check it and place it on the Orxrder Parer or something,
or I send it to you and make sure there are no problems regarding competitive position of

people and things like that. I don't think I should send you the study beforxre I read it.
-HR. CLARK: No, I was just asking for a summery of the study.
MR. GETTY: I was just wondering why you locked surprised.

MR. CLARK: I rxecall very well the period ot time when I was sure the hon. minister would
raad everything.

AN HON. MEMBER: He had morxe time to read.
MR. NOTLEY: Too many consulting reports to read these days.

MR. HORSMAN: I have some guestions about The Natural Gas Pricing Agreement Act fund. I
wonder if I could be brought up to date cn the prospects for this coming year's fund. I
gusss it doesn't go through the budget becauss it decesn't show up in here at any rate.
But I would like to have an idea as to what it will be as opposed to the previous vyear's
experience. Do you have any estimates or forecasts on that that you could let me in on?

MR. GETTY: Yes, go ahead, Wayne. I think it's 29 cents this month but I don't knouw about
the coming months. The export flowback he's asking about is the diffexence at the
U.S./Canada border which flows back to our producers.

MR. MINION: VYes, we sell the -gas to the United States for moxre money than we sell it in
Canada, the Canadian marKets. The difference batuween those two figures is accumulated by
the commission in a fund which it pays out every month. The fund currently is around 30
cents per thousand. It will stay that way until the next increas= in gas prices which
domestically could occur in August, and in the export market could occur in September. I
can't guess bkeyond that point because I don't know what the increased prices in gas will

ha. But the export fund up to that point in time will be a little bit ahead of what it
was last yeaxr.

DR. MWALKER: When you're selling to the United States do you sell in U. S. dollars or
Canadian dollars?

MR. MINION: Yes, we sell in U.S. dollars.
DR. WALKER: So we're not losing because of the drop?
MR. MINICN: Mo, ue're making our 11 per cent (inaudible).

MPB. HORSMAN: That was fortuitous. There's a supplementary on that point -- that's even
ona of the few things that was anyway —-- what .

MR, GETTY: That's really a federal responsibiltiy although we negotiated with them.

MR. HORSMAN: Has that figure stayed roughly at 30 cents pex MCF since the institution of
the progzram in the fall of 1975?
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MR. MINION: No, it hasn't. It varies considerably. It was down in the 15 to_18 cent
range. As recently as last November it was up around 35 cents. It does fluctuate

considerably depending on the ratioc of hou much gas is sold into the United States
compared to how much gas is sold into Canada.



MR. MILLER: Supplementary, Mxr. Chairman. Those communities which own their own gas supply
system -—- I'm th1nk1ng of Madicine Hat and Smoky Lake -- do they obtain that subsidy to

iidgge the <costs of the gas that they're providing to themselves and houw expensive is
at:

b} MINION: Yes, Chaizrman, every producer of gas in the province of Alberta is

1titled to that flONback It applies to the city of Medicine Hat, Thoxhild, anvbody who
[

11
ar
prxoduces gas.

MR. GOGO: Mr. Ministexr, periodically we receive membexrs' corxespondence from gas producers
who are xece1v1ng 11 cents or 13 cents on old contracts we'll say. If their prcduction is
going to ZAmearica oxr out of Albexta, they receive that flowback -- is that correct?

MR. MINION: Evervbody gets it.

MR. GETTY: Evezyhody gets it. The agreement we've made is that all producers get the
flowback, not just those who sell outside of Canada.

MR. GOGC: Let me put it another way then. If I receive a letter from a gas prouucer that
tells m2 he signed a contract foxr 11 c¢ents or 13 cents oxr 17 cents but he can't bresak it,
in reality he 1is getting that price plus the flowback. Is that correct?

MR. GETTY: Yes.
MR. MINION: Yes, that's certain ves.

MR. GETTY: So it's 41 cents or 48 cents depending on what
be 30 cents plus that 11 or 18 oxr whatever the price is.

MR. CHAIRMAN: Anyone else?

. . . Right this month it would

MR. HORSMAN: Just a further supplementary on the volume that is being exported. Has that

been d;cl*nlng significantly or is it going up, or staying about the same on the vyearly
average?

MR. MINION: No, the exports +to the . United States have been quite stabla. The only
difficulty has been the load factor in the United States market has been falling, and
thezre zo*e the summer savings have been dipping a little bit. That will g=t woxse as time
goas by.

MR, HORSMAN: Do you have any projection as to the length of times that these flowback funds
will be available to Alberta producers, oxr is that too hypothetical?

MR. GETTY: It will be as long as we're in a pricing agreement with the federal government.
MR. HORSMAN: Is there any time limit on this agreement, or is it an open-ended agreement?
_33...

MR. GETTY: We xenewed it evexy year.

MR. HORSMAN: One other point for a matter of clarification. Producers are charged a
royalty on this flouback are they not?

MR. GETTY: Right.
MR. HORSIMAN: How is that structured? Could somebody outline that to me?
DR. MELLON: Mr. Horsman, the amount is simply added to the portion of the Field price



which they collect at the wellhead. The royalty is then taken on the combined price. So
if the producer is getting 11 cents plus his 30 cents, then the royalty would be on the u1

cents. So if he is getting $1.25 or whatever the regular £ield price is, it would be
that plus the f£louback.

-QR. HORSMAN: What does that come to? About a quarter of the

. . .

DR. MELLON: It varies according to the price. There are two gas royalty formula; one forx
what we c¢all "o0ld" gas and the othsxr for "new" gas. on old gas it weuld average -- what
is it Wayne, about 842 per cent or thersabouts right now. On new gas it would be somewhersa

in the order of 29 to 30 pexr cent.

MR. CLARK: Mr. Chaizrman, can I just ask Mr. Minion or the minister: what is the situation
with regard to the recent oil finds in Mexico and more specifically gas?

MR. GETTY: Well, Mr. Minion does carry out an energy intelligence program for us so he may
have it, at least at a preliminary basis. Go ahead.

MR. MINION: Yes, the oil finds in Mexico are reasonably significant. It could run to 30
billion barrels oxr thereabouts. They're currently producing a million and a half barrels
a day and probably in three or four years they can get that up to 3 million barrels a day,
something of that order. oOn the gas side the difficulty is that most of the gas that they
have is associated gas uwith the o0il -- gas associated with the oil. So in order to get
the quantities of gas which they need to sell to the Americans, they've been talking
about, they have to get their production of o0il up. HNow I guess it was_three or foux
nonths ago they made a strike in the bay of California on the Mexico side. I don't have
any information on that. It is just a simple well strike. It will probably be three ox
four years before that is fully evaluated. But the prospects for additional production of
0il in Mewico are quite good. It's not a superior grade of oil; it's a fairly waxy tyrpe
of 0il so it doesn't command premium value oxr anything like that.

MR. APPLEBY: Arxe they exporting that to the U.S.?

MR. MIMION: Well, _they did_for a while but quite a bit of it gets expoxrted around to
different countries like Brazil and so forth. But they tried to_sell some of it into the
strategic reserve in the United States and the United States wouldn't take it.

HON. MEMBERS: Agreed.
MR. CHAIRMAN: Back to 5.

...3{4..
MR. SCHMIDT: Thank you, Mr. Chairman. Vote 5 and Vote 7 are tuwo basic votes which we azxe
responsible for. Vote 5 itself: the basic change from this year ovexr last ear 1s an

inczrease Dbasically because of the servicing, the amounts in growth being in both manpouer
in the increase of three permanent pecsitions, and the allocation of funds for the sexrvices
that are provided -- the increase in sezvices directly proportional to the increase in the
demands on Czxocwn land both for disposition by the individuals, and also by the industry in
the disposition of suxrplus leases in regard to the oil and gas, the demands that are made
in regarxrd to surface investigation of various leases, and also the follow-up on the Dbasic
reclamation and complsticen.

A change from last ys2ar in the basic supply and services is a block of suxveying that
will be done in the La Crete area; it is a basic area that has good sound agricultural
potential. At the present time access is rathexr difficult; but it is in an unsurveyed
ara2a. Then to conmplete the total inventory we'zre going to carry out the basic survey of
parts of four tcunships to check f£irst of all the numbers and the amounts and the
availability of gocd, sound, prime agricultural land. It's devendent upcen a very narxou-



based agricultural industry in an area of the province that can only growu as we, the
governnent, bring Croun land that has some capability of production on stream. So the
economic viability of the agricultural communities in that area is dependent upon the type
of suxrvey that is carrisd out.

The other activities in <regards to the capital aspect that diffex from the oparation
.last year would be the concentrated grazing that will be done through the department in
Hays and Lost River, and of course the irrigation type of grazing ws hcpe to carry on in
Hays. (Inaudible) the land that at the present time 1is mostly tax—-recovery land will be
picked up and brought under irrigation foxr a sheep grazing reserve in the Hays area. The
thxee basic areas of increased activity over and above last year with zregard to graczing
land management, other than the continuation of course of the grazing reserve program
which is beyond Vote 5, and also the administexring and pexhaps the incresased activity
within the Eastern Slopes itself.

Mxr. Chairman, if there are any questions on Vote 5, I'd be happy to answer then.

MR. MILLER: Yes, thank you, Mr. Chairman. Mr. Minister, in view of the fact that it's
generally considered that those who have grazing leases on Crown land &are in a better
competitive position as far as +the <cost of grass 1is concerxned as compared to the
frecholder, those who have to use community pastures; is any consideraticen being given to
egualizing that spread and the <cost 1in the cattle industrxy? In other words, are you
giving any consideration either to raising the cost of grazing fees oxr else 1lowering the
cost of taxation on grazing lands that are freehold?

MR, SCHMIDT: Mr. Chairxman, the problems that are mentioned are indeed part and parcel oi
the survey that we have been looking at over the pexiod of the last year. The input that
wa've had from various individuals and collectively across the province has indicated that
pa2rhaps the review should go much deesper than it has at the present time. _ There are
disparities that are showing up, not only in the use of Crown land by individual lessess
because of the province and the various regions that make up the province, the difference
in  grazing seasons. It all has to be taken into consideration in trying to arrive at a
rrice, whether it be on a pa2rmit basic or a grazing rate per head, ox whether it is done
through a lease through the lessee itself. I suppose that one would have to go furthex
and assess the responsibilities of an individual who holds a lease in total, as _to first
of all his responsibilities and those arxeas of responsibility that go furthex, of which he
rzally has no control -- access, trespass, this type of thing. So, we've basically, I
suppose, comne to the solution that the use of Crown land in some ways, whethex it be
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subsidization through a financial gain -- one way has to be balanced I suppose with the
obligations that a lessee holds. That's one of the main reasons I suppcse that wz should
continue with a total review, to make sure that we look into every aspect of the use of
roun land, whether it be Dby an individual on long-term lease or by an individual or
collectively by individuals on a day to day, pay-as-you—-go basis. I suppose uwe, as
governnant, " have an obligation to see that, first of all, land that has a productive

apacity is available to these in the agricultural industry; but available on a fair and
egquitable base so that ws'xe not in dizect competition with those who are in the husiness

y Q1

on straight deeded land. I think there has to be some ssmblance of equality financially
batueen the <tuo, That may not be as easy as it sounds in looking at the total zevieu.
But I think that is one of the objectives we should try and strive for.

ME. NOTLEY: Mr. Chairman, on the question of development of new homestead potential in the
province: Mr. Ministexr, what is the latest compilation of figures as to the numbar of
arable lands -- tha bhest judgment of the department -- the number of arable acres that
could in fact be opened up in this province?

MR. SCHNMIDT: I don't have that figure. Have you any

.- .

MR. STEZILE: There are various figures. I think the most recent one is about 7 million



acres. But that of course dapends on the type of use you would put it to. Part of that
area would be for grazing only, and not for (inaudible) cultivation.

MR. NOTLEY: What is the philosophy of ths department now with respect to opening up new
land? Is there a definite objective of, let's say, opening up this 7 million acxes over
the next decade, or are we tying cpening up land to the market situation? Are we tying it
to a long-term program of access rcads? What are we looking at in terxms of a strategy, if
vou like, f£or the 7 million acres?

MR. SCHMIDT: Well, I guess we can't ignore the 7 million figure. But I think basically,
rolicy and philosophywise, one would have to look at an agricultural community, dependent
upon its need fox growth, and growth for the sake of enhancing its economic viability, not
growth just for growth's sake -- recognizing the responsibility that I suppose wa should
safeguard production, safeguard that agricultural land because the balance of the Crouwn is
limited in its amount -- stays in agriculture. I would think that <first of all a
community would have to establish a need; we would have to discover first of all whether
there was sufficient land within the bounds of that comnunity that c¢ould enhance that
nced. And secondly, _that we wouldn't be placing any undue responsibilities on whatever
local government it fell within by bringing that land on strean. In_ other woxds, it
should be a co-ordinated effort with "Transportation, Municipal Affairs, to mset the
requirements of Agriculture, Recreation, Parks and Wildlife -- the environmental aspects.
In other words, it would be a vezry controlled flow of on stream land to a community. I
don't think we should set a goal and say that within three years we're gcing to open up 7

million acres, because we may not have people who are willing or want to use 7 million
acres.

MR. NOTLEY: Fair enough. I can appreciate that, Mr. Minister, but what would be -- fox
example, how many acres would have been_ opened up last year of this 7 million? What azxe
ue averaging each year in terms of new land that is openad up?
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MR. SCHMIDT: Basic land I suppose that we could say in block that was cpened up was in a
vary similar area there were 55 parcels of approximately

MR. STEELE: Six hundred or 700 acres.
MR. NOTLEY: We'xre looking at about 30,000 acres?
MR. SCHMIDT: It would be about . . . That was one basic area that met a criterion.

MR, NOTLEY: So it would take us approximately 200 years to reach the cbjective of 7
million -- but I don't say that cynically. My gqguestion really is tuofold. It's the pace
of opening it up. I'm not suggasting ue open up all 7 million over three or fouxr vears.
I think that would create chaos. I have some concern u2'rxe not moving <£ast encugh. I
think thers is a range betusen what ws are doing now and going too fast.

Tha other pari of the question is the charge for homestead land. I really wondexr if ue
aren't in fact overpricing it, considering the fact theat in some c¢ases brushing has to
take place and breaking and what have you. We've gone a long way from the principle of
the homestead 50 years ago where you had $10 and you got a quartexr section of land. I
raisa this because of thz problem of getting young people on parcels of land. It seems to
me it would allow some people to get into the business.

MR. SCHEMIDT: It's an interesting . . . I guess it defies the fundamental principles which
The Public Lands Act states that first of all any disposition of Crown land must be at
Zair market wvalus. = So I suppose that Albaxtans in_ total have set the pace. It's
urnfortunate that within cextain areas even trying to establish the louw end of £fair mwarket



value brings a reasonably high return per acre on Crown land, if you're trying to justify
that to an individual starting in agriculture -- of which he expects to pay that price for
the land and establish a living out of it at the same time. Of course, that is a problem
not only to Crown land but to all agricultural land across the province. Ke zrecogniza
that there axe some areas _in which it's difficult financially to establish beginning
farmers. It is a problem. Perhaps Croun land may be one of the last saving arzas in which
beginning farmers <can get some type of initial start to make it easier than out in ths
genaral areas. It's something I think we have to look at. It's somathing +that is vexry
difficult; that in establishing that type of philosophy and policy that the land gets and
stays in the right hands after it's thera. The guestion is to transfzzr the land with the
typa of longevity which we would 1like to achieve. In other woxds, productivity in an
agricultural field; subsidiced if you wish, in_other words, at a fair market price that an
individual «could live with from an agricultural point of view. It's scomething that I
think we have to look at its long-term review, for two reasons. Because I don't think w2
have the availability or the amounts of land left really in Crown ownzrship that have that
type of productivity that could go into cultivation side by side with ouxr bettex
agricultural lands in the province.

MR. HNOTLEY: Tha reason I raise the whole pricing policy is that particularly in the new
areas ~- we mentioned La Crete —-- uwue'xre talking about an area of +the province that has
some considerable agricultural potential, but is a long way from markets and there are a
lot of impediments to successfully establishing a farm operation there. Ihen you add to
that the price of the land, using the present formula -- and I just ask the government to

lzoktat it. It seems to me we're maybe asking too much and we should take a second look
at it.
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The other gquestion arose from your statement about the surveying of four tounships
around La Crete. As you look at the 7 million acres, how much of that 7 million acres _--
and I gusss I can only ask for ballpark figures here -- would be adjacent to established
communities and how much would be in new areas? I'm_thinking of the north side of Peace
River, north of Fort Vermilion. Thexe are certainly parcels of land there. Houw much of
that 7 million acres would require in fact the establishment of new communities?

MR. STEELE: None of the 7 million I don't think would require new ccmmunities. It depends
on how far you uwant to go from an existing one. I think we should qualify that 7 million
acres. That was an old figure that was .derived from the so0il surveys that ware done many,
many years ago. I think the important factor that was omitted in azriving at a figure uwas
that they ~did not consider the climatic conditions that might advexrsely affect
agricultural development in many of the areas that they surveyed. I would guess that the
arable areas are much, much, much less than 7 million acres, when you take in climate as a
governing factor to development.

MR. NOTLEY: Do you have any figures that would indicate . .
MR. STEELE: No, we don't really have a good accuxate survey of the agricultural land. One
cther thing we're doing --_at least we've started this past year and will continue -- is
to access individual small parcels within the existing developed area and £ind out which
ones of those can be turned into agricultural devaelopment.

MR. WOLSTENHOLME: What is the purpose or the philosophy behind the idea of putting
ordinaxry Crown land that hasn't been leased and putting it back into forestzy now so that

there 1s only a_ ~-- instead of a lease it's a permit which is one year, so that those
ranchers who have in the past had possibly a 10 or 15-year lease, they nouw have a one-year
permit. It c¢reates a lack of tenure and I was just wondering what the thought ox

philosophy behind it is.



MR. STEELE: Those are only issued in what we call foxest management agreement areas. They
are a grazing licence; I believe there are only 21 of them, there arxe not too

many;
something 1liKe 21 of them altogether. he reason foxr it is that the arxea was assigned for
timber production under an agreement. If they want to go into that area to grazz, then
they are only given a short-tezm permnit to allow them to move. If the area is cut open

for timber and the timber area is being regenerated the cattle could not graze in that
area wWwhile the regeneration is developing.

MR. WOLSTENHOLME: As I understand it the cattle are already in thexe and are grazing, but
now their concexrn is the lack of tenure.

DEPARTMENT OFFICIAL: Mx. Steele, I think he is referring to the forxest reserves where the
forest ressrves . . .

MR. STEELE: Oh, the grazing allotments in the south.

DEPARTMENT OFFICIAL: . . . where they had a grazing lease in this forest reserve aftexr --
they had obtained the grazing lease before the policy was changed. (Inaudible) if it fell
within the forest reserve, they will not be renewed as a grazing lease, but they uill be
allowed to continue to use them on an annual basis.
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ME. WOLSTENHOLME: The length of_ tenure seems to be the problem. They hesitate to put any
improvements when it is only a yearly tenure.

MR. STEELE: The situation in the grazing resexve is quite different than outside. All the
grazing in the past has been on_ an  annual permit basis under the allotment systen.
Inprovements are very, very limited in that area bascause it is moxe of a multiple-use area
and not primarily a grazing aresa. It is still allowed to continue; we haven't reduced any

gracing because of that system at all. They are still allowed to continue at the same
level of grazing.

MR. WOLSTENHOLME: This seems like kind of a localized thing, so rather than take up the
committee's time I can discuss it with you some other time.

MR. KIDD: I think that a lot ¢f my questions have been answered. I think it revolves

around this matter of leases. I have complete confidence in the very good Jjudgment and
I'm very pleased we have a man of the judgement we have in the Asscciate Ministex of
Energy and NHatuzral Resources. The aspect I'm bringing up is this: the histoxical aspect
and historical ~-- I don't think he can possess Crown land, but you have had Croun leases

for many years and if you treated them as though thesy ware your ouwn, maybe incoxrectly,
and if you treated rightly, and I speak of the spacial areas whare pecple have over the
years taken the country -- if you take Hanna and that country uwas farxmed at one time. It
was conpletely a dustbowl, and then went to leass and special area and people tock out a
lease and treated them very well and brought them back to soma point where thsy're nouw of
r2al value. The same thing can happen in the foothills where pzople have them and have
had tenure and by having that tenuxe have treated them well. I would ask the ministexr to
consider very carefully that historical aspect of owning the leases, treating them well,
and also having some tenure leasehold, because if you only have it fcx one year, oxr tuo
yaaxrs, or five yaars even, you may say, waat the hsck we'll just take the best out of it.

I know it is very difficult. That's the positive element of what I say. I ask you to
recognize that. on the other side of the coin, I do not believe -- this is_plus Zor the
associate minister and I will go along with the minister -- I do not believe =-- ny
personal bhelief is that people should make capital appreciaticn out of sale of thoss2

leases., So I would say on_one side tenure, on the other side no rxeason to have capital
appreciation out of the sale of thoses leases. Thank you.



MR. APPLEBY: Mr. Chairman, I wonder if I could interject. I think we're going to have
considerable discussion on Vote 5 yet and uwe still have foreign ounership and land
administration. I wonder if we could consider adjournment.

HON. MEMBERS: Agreed.

ﬁR. WALKER: On a point of procedure, Mr. Chairman, can we set a finishing time for other

Qightsé I think we should sit 8 to 10 and just cut it off there unless wa're very near
a end.

HON. MEMBERS: Agreed.

MR. CHAMBERS: Mr. Chairman, I wondexr for Mr. Getty's sake next time we meet if we just
have Mr. Schmidt (inaudible).

HON. MEMBERS: Agreed.
-39~

(The meeting adjourned at 10:27 p.m.) MR. GETTY: I'd appreciate it.
HON. MEMBERS: Agreed.

(The meeting adjourned at 10:27 p.m.)
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