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Legislative Assembly of Alberta

Titlee Wednesday, April 9, 2003
Date: 2003/04/09
[The Speaker in the chair]

1:30 p.m.

head: Prayers

The Speaker: Good afternoon.

Let us pray. Our Father, keep us mindful of the special and
unique opportunity we have to work for our constituents and our
province, and in that work give us strength and wisdom. Amen.

Please be seated.

head: Introduction of Visitors

Mr. Jonson: Mr. Speaker, I'm pleased to introduce to you and
through you to members of the Assembly His Excellency Aydemir
Erman, ambassador of the Republic of Turkey. Heisjoined today
by hiswife, Gulen,and Mr. Turgay Ogut, consul general responsible
for Alberta. Mr. Erman only recently presented his credentials as
Turkey's ambassador to Canada; in fact, it was just in February of
thisyear. Heis making hisfirst visit to our beautiful province, and
I would ask that our honoured guests please rise and receve the
traditional warm, warm welcome of this Assembly.

head: Introduction of Guests

The Speaker: The hon. Member for Spruce Grove-Sturgeon-St.
Albert.

Mr. Horner: Thank you, Mr. Speaker. Itisindeed my pleasureto
introduce to you and through you to all members of the House today
121 visitors from Spruce Grove and the St. Marguerite Catholic
school. They are a bright and enthudastic group accompanied by
teachers Miss Nicole Harrington, Mrs. Livia Tamblyn, Mr. Denis
MacNeil, Mrs. Deloyce Hanna, and Mr. Sean Daly and parent
helpers Penny Scheibe hofer, Marilyn Wensley, Heather MacDon-
ald, Candis Mathieson, and Ken Knuff. They are seated in both
galeries, and | would ask that they rise and receive the traditional
warm welcome of this House.

The Speaker: The hon. Member for Edmonton-Meadowlark.

Mr. Maskell: Thank you, Mr. Speaker. It gives me great pleasure
to rise today and introduce to you and through you to members of
this Legislature two guests today who are seated in the members
galery. My first guest is Jean Grand-Maitre. He's the artistic
director of Alberta Ballet. Jean assumed the artistic leadership of
AlbertaBallet in July 2002. For the past 12 years he has worked
internationaly asan independent choreographer, creating worksfor
the most important ballet companiesin Canadaand Europe. Bornin
Hull, Quebec, Mr. Grand-Maitre began his dance training a Y ork
University in Torontoand continued a& Montreal’ sEcol e Supérieure
de Danse du Québec, where he presented his earliest bdlets and
school performances. Heperformed at the Theatre Ballet of Canada,
LesBalletsde Montréal Eddy Toussaint, and Ballet British Colum-
bia, devel opinghischoreographictalentsby participating in creative
workshops.

My other guest, Mr. Speaker, is Ann Lewis, executive director of
Alberta Ballet. Ann assumed the administrative leadership of
AlbertaBallet in January 2002 after serving and organizing for x
years as a fund-raising board member and board chair.

Would my two gueds please rise and accept the warm and
generous welcome of this Legislature. Thank you, Mr. Speaker.

head: Oral Question Period
Provincial Fiscal Policies

Dr. Nicol: Mr. Speaker, yesterday’s budget was one of misplaced
priorities, with plenty of money but very little of it for dl Albertans.
Even though high energy revenues mean government coffers are
flush with cash, classooms and health care programs will continue
tosuffer. What' sfair about thi sbudget? To the Minister of Finance:
what’ sfair about abudget that doesindude a12 percent incressein
funding for the horse racing industry and only a 2 percent increase
in classroom funding for Alberta students?

Mrs. Nelson: Well, Mr. Speaker, the budget we delivered yesterday,
| believe and our government beieves, is a budget that places
Albertaagain in the lead in thiscountry. It dealswith the priorities
that Albertans have expressed to every member of the government
caucusthroughout this year. It deds with the issuesin health care,
it deals with the issues in Learning, it deds with the issues in
transportation requirements, it ded swith theissuesinlnfrastructure,
and it does all that in addition to dealing with issues in Children’s
Services and in agriculture without raising any taxes and no
increases in health care premiums.

Dr. Nicol: To the minister of education: what's far about
postsecondary students having to pay 6 percent more for their
education next year through higher tuition when this miniger has
only increased his contribution to advanced education by 2 percent?

Dr. Oberg: Mr. Speaker, | would really appreciate it if the hon.
member would read the budget. What you have seen in our budget
is a 4.1 percent increase for postsecondary education. In his
previous question he stated that it was a 2 percent increase for the
classroom. It's very plain to seein the budget that there s about a
4.9 percent increase in my total budget directly to the classroom,
directly to the school boards. The Edmonton school board will
receive 3.7 percent. School boards such as Christ the Redeemer will
receive over 11 percent in thisbudget.

Dr. Nicol: To the Miniger of Energy: did this minister double his
department’ s communication budget this year because his depart-
ment has failed to keep angry and confused Albertans with their
skyrocketing utility bills?

Mr. Smith: Mr. Speaker, aswe go through the budget debate, we ll
be ableto talk on thelineitems of each budget, but | think it’s very
easy to say that we re responding to their very own requests, put
forward by the opposition party, and those are to communicate the
changes that are being made: the passage of Bill 3, the passage of
Bill 19, themoveto afully deregulated competitive market structure
in electricity in light of natural gas changes. We arejust carrying on
business as usual and reflecting that in the budget documents of the
day.

Infrastructure Projects

Dr. Nicol: Y esterday the government promised that $5.5 billionwill
begin to flow through to communities to address the backlog of
infrastructure project needs, but what is missing from the budget is
aplan of which projects will get the greenlight. To the Minister of
Infrastructure: will the minister release the list of capital projects
with the priorities so that Albertans can see the priorities that their
communities put on those capital requests?
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The Speaker: The hon. minister.

Mr. Lund: Thank you, Mr. Speaker. Weare currently working our
way through the number of projects that we had before us. Just as
an example, inthe capital plan that wassubmitted to us by the school
districts, the school boards lagt year, there were somewhere around
450 projects totaling about $1.4 billion. So we are currently
working through the process of which projects we can start, and
those will bepublic as soon aswe arefinished this process of putting
the whol e package together.

Dr. Nicol: To the Minigter of Infrastructure: did you say that you
would release the entire $1.4 billion with the community project
priorities on them when you' re finished making your choices?

Mr. Lund: Well, Mr. Speaker, | wish we had $1.4 hillion to spend
just on schools. Thefact isthat thereisn’'t that much money, so we
do haveto prioritize. The projectsthat are approved to go ahead will
be public, but certainly | can tell the hon. member that we go very,
very close to what the school boards recommend, and they have to
prioritize them. They prioritize them, then we fit those prioritiza-
tions on the provincia scaleto determine which projectsneed to go
ahead.

Dr. Nicol: Tothe Minister of Infrastructure: will theminister release
projectsintotal that are approved so that Albertanscan judge all the
projects together, rather than having them dribbled out and having
to look at them one at atimewhen it’ sexpedient for you?

1:40

Mr. Lund: Well, Mr. Speaker, certainly we will not bein aposition
to say that every project that will bedonein the year 2003-04 will be
issued at onetime. Lastyear, for example, withinthe department we
had some 1,200 projects. Certainly we don’t put them all out at
once, but we will have a number, particularly the health and the
school projects, that will be starting immediately. Y es, thosewill be
out.

The Speaker: Third Official Opposition main question. The hon.
Member for Edmonton-Mill Woods.

Education Funding

Dr. Massey: Thank you, Mr. Speaker. The red story in the
Learning budget this year is yet to come Two percent more in
instructional budgetswill resultinlarger classes, fewer teachers, and
fewer classroom resources in Edmonton public classrooms and
others across this province. My first question isto the Minister of
Learning. Given that salary grid creep alone amountsto amog 2
percent, whereisthemoney for other instructional coststo befound?

Dr. Oberg: Mr. Speaker, the Edmonton public school district is
going to see approximately a $17 million increase in their budget
thisyear. Percentagewise thisis3.69 percent.

The Speaker: The hon. member.

Dr. Massey: Thank you. To the same minister: why is there no
relationship between the 2 percent instructiond budget and the
actual cogs that schools have to pay? There sno relationship, Mr.
Minister.

Dr. Oberg: Well, Mr. Speaker, this hon. member knows full well

that thereisathing cdled afunding formula, which is an allocation
model on how the dollars are given out. Included in this year's
funding is a2 percent basic instructional grant increase; there'sa 3
percent transportation grant increase; there's an 8 percent increase
for special-needs education; there’s $20 million that is utilized for
textbooks; plus, plus, plus All of these things are rolled into the
amount of dollarsthat the school boardsreceve. Edmonton public,
which seemsto be the hot topic of theday, will receive about 16 and
a half million dollars more this year than they received last year.

The Speaker: The hon. member.

Dr. Massey: Thank you, Mr. Speaker. Again to the same miniger:
given that the minister’s budget flexibility is akin to inviting 10
gueststo asit-down dinner when you’ ve only got five chairs, when
can the parents expect budgets based on actual school costs?

Dr. Oberg: Mr. Speaker, when we did theflexibility component of
the funding formula, we sat down with the School Boards Associa-
tion, the school business officials, as well as numerous other
representatives from the school partners. They determined — they
determined — in conjunction with me that approximately 90 percent
of the funds that they received would be flexible.

What is not flexible isthe administration component. | will not
change the cap on the adminigration so tha the dollars can be
increased to the administration. The two other elements that are
included in the nonflexible portion of the funding formula are, one,
student health, which is very, very important to our sudents; two,
the Albertalnitiative for School Improvement. Everythingelsethat
isincluded in the fundingformulaisin the form of flexible funding.
So they are allocated out according to modds, but the schools and
the school boardshavetheability to use thosedollarsasthey seefit.

The Speaker: The hon. leader of the third party, followed by the
hon. Member for St. Albert.

Dr. Pannu: Thank you. Mr. Speaker, for months school boards,
teachers, and parents have been urging this government to do the
right thing and avert afinancial crisisinour schools. Sadly, yester-
day’s budget did no such thing. The Public School Boards
Associdion is saying: “Tuesday’s budget will doom other boards
across the province to Edmonton Public’'s fae of deep cuts to
teachers and programming.” My quedions are to the Minister of
Learning. Why doesn’t the minister come clean and admit that
school boards are headed for crippling budget deficits and program
cuts as aresult of yesterday’ sbudget?

Dr. Oberg: Charlie Koester, chair of the Edmonton Catholic school
board, said that thisisavery good budget, Mr. Speaker.

Dr. Pannu: To the same miniger, Mr. Speaker. Given the severe
financial pressurethe minister knows that school boards are facing,
why was the minister unable to deliver anything more than the
aready planned 2 percent increase in per pupil grants?

Dr. Oberg: Well, Mr. Speaker, | wasgoing to say that the coalition
troops are really in Baghdad.

Theincrease Mr. Speaker, to the Edmonton public school board
is3.7 percent. When —when — will this opposition party learn how
to read the budget?

The Speaker: The hon. member.
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Dr. Pannu: Thank you, Mr. Speaker. Given that the minister’s
predictionshave aworsetrack record than aTV psychic, why should
Albertans accept the minister’s bland assurances rather than the
serious concerns being raised by people on the front lines of
education?

Dr. Oberg: Mr. Speaker, | fed that the hon. member may just have
come from an information session that was over in Irag.

Mr. Speaker, thereis a lot of money. There’s $231 million that
has been added to my budget. There's $191 million that has been
added to the budget of the K to 12 system. There' sbeen around 5
percent added to the K to 12 budget. There has been ahuge amount
of dollarsadded to my budget this budget.

The Speaker: Thehon. Member for St. Albert, followed by the hon.
Member for Edmonton-Gold Bar.

West Boundary Road

Mrs. O’Neill: Thank you very much, Mr. Spesker. The city of S.
Albert is moving ahead with its plans to construct a bypass on the
west side of thecity or, aswecal it, the West Boundary Road now.
The proposed roadway will cross the Sturgeon River downstream
fromthe Big Lake natural area, which isprotected under the special
places program. | understand that the project is moving forward
while determining what impact this project will have on the sur-
rounding environment, so my question isto the Minister of Environ-
ment. Will the minister please explain why the province is not
conducting its own environmental impact assessment for this
project?

The Speaker: The hon. minister.

Dr. Taylor: Thank you, Mr. Speaker. The construction of the St.
Albert bypass falls under the Water Act code of practice, so a
provincial EIA isnot necessary. However, under the Alberta/Canada
agreement for environmentd assessment and co-operationthefederal
government through the Department of Fisheries and Oceans is
doing an EIA.

Mrs. O’Neill: My first supplemental then: is Alberta Environment
involved inthe federal government’ s environmental impact assess-
ment?

Dr. Taylor: Yes, Mr. Speaker, we areinvolved fully in the environ-
mental assesament tha the federal government is doing along with
Community Development and Sustai nable Resource Devel opment.
All three departments are making sure that Alberta’s concerns are
addressed, and our concerns, quite rightly, with the project centre
around the potentid effectson theBig L ake natural areathe member
has quite clearly identified. We want to know what those effects
might be as part of this assessment and what the city of St. Albert
will do to mitigate any effects.

Mrs. O’Neill: My second supplemental, then, would be with respect
to the circumstances under which a provinca EIA would be
required.

Dr. Taylor: Mr. Speaker, certainly provinda ElAs are required in
anumber of cases. They are required largdy where major projects
are going forward: mines, oil sands plants, big electrical projects,
and so on. In other cases where one of our directors of the Depart-
ment of Environment fed sthat there€ s not enough information on a

certain devel opment, he can call for an EIA, and as he monitors that
situation and determineswhether an EIA is necessary or not, he can
call for an EIA.

The Speaker: The hon. Member for Edmonton-Gold Bar, followed
by the hon. Member for Drayton Valley-Calmar.

Support for Low-income Albertans

Mr. MacDonald: Thank you, Mr. Speaker. Theshameful placethat
Albertd's poor and margindized have in the priority list of this
governmentisjust wrong. Itispoor public policy. Thisgovernment
places the same dollar value on the horse racing industry as it does
on Albertd spoor. Theradngindustry renewd and the supportsfor
independence programeach received $4 millionmoreinyesterday’s
budget, but the horseracing industry actually received a 12 percent
increaseover last year’ sbudget, which had doubled, while Alberta' s
poor only received 1 and one-half percent. Alberta’ sracehorses get
more oats while some Alberta children do without winter coats.
[interjections] Groan if you want. My questions today are to the
Minister of Human Resources and Employment. Why did the horse
racing industry get a 12 percent hike while Alberta families on
supports for independence have to subsist on a 60-cent a day
increasein their benefits? That's shameful.

1:50

Mr. Dunford: Well, math isalways an interesting situation. Weall
hear about statistics and how they can be manipulated. One of the
reasons that the percentages are as dramatic as what he's taking
about isthe fact that, of course, we're working from different-sized
budgets. We provide somewherein excess of $800 million to needy
people herein the province, and we have anumber of programs that
we' retryingto deal with in the sense of moving peoplefrom support
into independence.

Of course, what he's not relating to the people here are the other
support systems that we have in place that don’t rdate in terms of
actual incomebut arethekinds of things, Mr. Speaker, that you need
to provide for your family, that all of the members herein the House
haveto providefor their families. We do this, then, for familiesthat
are part of our jurisdiction and part of our responsibility.

Mr. MacDonald: Again to the same miniger: given that a $20 a
month raise won’t make much difference to supportsfor independ-
ence recipients, why wereracehorsesand horse races chosenfor a12
percent rai se again when the severely handicapped got nothing? The
severdy handicapped are still waiting while racehorses get a bigger
feedbag. Explain that.

Mr. Dunford: Well, it's nice and dramatic and it might play well
where he goes, but for somebody to try to draw a relationship
between a horse and a person that we re trying to look after | think
goesbeyond . .. One of thethings that | think we made clear some
time ago certainly in public and | bdieve maybe even onthefloor of
the House here — but if it wasn't here on thisfloor, I'll make it clear
now. We arevery concerned, Mr. Speaker, about the sustainability
of the assured incomefor the severely handicapped program. | have
been invited to anumber of meetings. I’ ve had stakeholdersthat are
involved with this particular group. |'ve met them here at the
Legidlature. 1've met them elsewhere here within the city of
Edmonton, and I’'m asking them and we're going to work closdy
with them to see what we can do about the AISH program as far as
making it more sustainable.

Now, as far as this past budget was concerned and in terms of
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policy, one of the thingsthat every MLA herein this House has had
a concern about is the rdationship between the income support
program for AISH asit rdates to the Canada pension plan. Because
CPPisindexed by the consumer price index, we actually have had
situations where people could get as small as perhaps a$2 amonth
increase, that actudly removesthem fromthe AISH files. Whilethat
might not seem significant at thetime, Mr. Speaker, it isincredibly
significant, because when they go off the AISH files, they lose the
medical card. Sowhat we' ve done asametter of policy—and | hope
that the hon. member would share his support for thismove —isthe
fact that we re now going to carry onthat medical card much longer
into CPP earnings.

Mr. MacDonald: Again to the same miniser. Government policy
ismore interested in sustaining the horse racing industry than they
arein looking after the poor, and the minister knowsit. Now, since
this government has chosen not to increase spending substantidly,
wouldn’tit makemore senseto give moreto the programsthat affect
the well-being of people instead of entertainment for the elite?

Mr. Dunford: My mandate, Mr. Speaker, is to cover Human
Resources and Employment, and of coursewe provide, then, amajor
part of the socia safety net that we have here in the province for
Albertans. | would ask my hon. colleague from Gaming to supple-
ment, you know, so he canshow theconcernsthat perhapsthey have
there.

Again, what we havein this situation, what he s not talking about,
isthe full extent of wha we did yesterday. He knows full well that
there’'s an increase in the income for people that are under our
supports for independence program if they have children and that it
iscoming intwo phases. We have the cashincreasethat he’ stalking
about now, but he knows full well that in August we will flow
through the federal program and not draw back on it aswe have in
the past.

The Speaker: Hon. ministers, we've spent six and a half minutes
now on this series of questions, and | know that on the Order Paper
the estimates for Gaming are designated for April 10 and the
estimatesfor Human Resources and Employment are designated for
April 15. They’ll be ample opportunity.

The hon. Member for Drayton Valley-Calmar, followed by the
hon. Member for Edmonton-Glengarry.

Elective Surgery Wait Lists

Rev. Abbott: Thank you, Mr. Speaker. With wait times already
long Albertans scheduled to have elective surgery find it very
frustraing to learn, often at the last minute, that they’'ve been
bumped from having the procedure. This very thing has happened
recently in my own constituency. My quegtions today are for the
Minister of Hedth and Wellness. What arethe criteriafor bumping
someonefrom scheduled el ective surgery, and will the new increase
in Health help offset this?

Mr. Mar: Mr. Speaker, let me say, first of all, that | understand the
frustration whenever a surgery is bumped from its scheduled time,
and the decisi on to change someon€ s scheduled surgery is not one
which is taken lightly, but it does occur from time to time when
another patient requires an emergency surgicd intervention and has
to betreated immediately. Theseare often circumstancesinthelife-
or-death category.

Mr. Speaker, resources within the medical facility where the
surgery would be done have to be redeployed to accommodate the

emergency. Those resources, of course, include the surgeon
performing the operation, the nursesassi sting the surgeon, and abed
for the patient' s postsurgery recovery. When an individual patient
is bumped to accommodate an emergency, then it is rescheduled as
soon as possible.

Whether or not the additional moneysthat have been allocatedin
the budget to regional health authorities will help alleviate some of
thisremains to be seen. We'll see what regional health authorities
in fact do with the increase that they receive.

The Speaker: The hon. member.

Rev. Abbott: Thank you, Mr. Speaker. My only supplemental isto
the sameminister. Hon. minister, who makes the decision to bump
one patient in favour of another, and how far are they bumped?

Mr. Mar: Well, Mr. Speaker, the decison is made by the surgeon
performing the procedure in consultation with the physician who's
in charge of the emergency room, and it’s as simple as that.

Asfar ashow longitwill take before they can be rescheduled, that
depends on a fadility-by-facility bads, as| said, on the bass of the
resources that are available to that particular place, but they are
scheduled as quickly as possible.

Infrastructure Capital Plan

Mr. Bonner: Mr. Spesker, the capital plan for 2003-2006 shows
nearly $1.4 billion alotted to aternative financing. Alternative
financingisjust another way of saying public/private partnerships,
or P3s. Why don't they say P3s? It's because Albertans know that
P3s are nothing but a government plan to sell out taxpayer interest
to the private sector. To the Minister of Infrastructure: what is far
about a program where infrastructure is built not where it is most
needed but where it is most profitable?

Mr. Lund: Mr. Speaker, that preamble is just unbelievable. | just
can't get over it. | mean, it's hardly worthy of even aresponse, that
kind of drive and that kind of nonsense coming from that member.
The fact is that while the budget says that $1.4 million may be
required by alternate financng, it does not say that that isall going
to come through P3s. P3s are only onetool in the toolbox. There
areanumber of other waysthat we possibly can move forward with
projects. Just to ded abit with P3s, there will be scrutiny on all P3s
that will indicatethat it’ sagood deal for the government, it’ sagood
deal for the taxpayer, and of course there’ s going to be something in
it for the devel oper, the person that putsit together, but that doesn’t
mean to say that we're not going to be the greatest benefactor.
Certainly, when you look at some situations where we may have a
facility that can be used sooner by going through a P3 project than
by doing it ourselves, | would think that the hon. member would be
happy with that.

2:00

Mr. Bonner: To the same minister, Mr. Speaker: the figurein your
budget, Mr. Minister, was not $1.3 million; it was $1.3 billion. Just
alittle correction there.

What is fair about a program that makes Alberta taxpayers pay
more for their infrastructure to subsidize corporate profits?

Mr. Lund: That isso ridiculous. | don't know where the member
has been.

If he's right about the first little part of his preamble that | said
$1.3 million, I'm sorry. Itis$1.4 billion, and | think that’s what |
said, but if that's not what | said, that’s okay.
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Thisis so ridiculous that you would think that we were going to
just be going out and providing a profit for the private sector when
in fact one of thethings that the project will have to go throughisa
completelife cycle cost, and then we bring that back to current-day
value, and we compare that with what it would cost us to do it.
Thereareawhole host of advantagesto aP3, and if he ever wantsto
really understand this thing, | would be only too happy to sit down
and slowly, slowly go through it so that he can understand it.

Mr. Bonner: | think it’ sthe minister that requires arefresher course.

To thesameminister: will this minister admit that his al ternative
financing plans are nothing more than a cover way for this govern-
ment to go into debt to pay for infrastructure?

Mr. Lund: Mr. Speaker, thereare so many projectsin this province
that we are investing in that are returnsfor the province. If the hon.
member thinks that building a school issimply an expenditure, then
| totally disagree with him. That is an investment in the future.

| hope that the folks over at the univerdty are listening to him
because we just last night met with the deans of medicine from both
Calgary and Edmonton, and they talked about what a tremendous
investment these centres of innovation are going to be. They're
goingto beanindustry. Anindustry can bebuiltonit. We'regoing
to have leading scientistscome from all over theworld to bein these
facilities. And then that hon. member criticizesthat we re going to
doit? | can't believeit.

Mr. Speaker, these projects as far as he says are going in debt?
Y ou tell me one mgor private-sector company that doesn’t borrow
so that they can have return in the future. They do that. They
constantly dothat. Furthermore, if you want to look at what isadebt
andwhat isn't, if you have acapital asset on the books and you have
somethingthat’ saliability over here, they cancel. Thatisnot adebt.

The Speaker: Thehon. Member for Whitecourt-Ste Anne, followed
by the hon. Member for Edmonton-Riverview.

Pork Industry

Mr. VanderBurg: Thank you, Mr. Speaker. Many hog producers
in Alberta could be out of business over the next few months dueto
high input costs and uncertain market pricing. The producersin
Whitecourt-Ste. Anne have been cdling me to advise me of this
difficult Stuation, and it’s very serious. My quedion is to the
Minister of Agriculture, Food and Rural Development. Have you
been made aware of this serious situation tha Alberta pork produc-
ers are facing today?

Mrs. McClellan: Mr. Speaker, | have been made aware, firg of all,
by a number of rural members from the government caucus who
have brought the concerns of their producers to my attention.
Secondly, | met with the Western Hog Exchange and the Alberta
pork producers some weeks ago and met with them again asrecently
as March 18. So we' ve been made aware of the situation and have
been given some indication of what those groups feel could hdp.

Mr. VanderBurg: Well, since you've met with them, what are you
prepared to do to help them?

Mrs. McClellan: Mr. Speaker, there are anumber of optionsfor the
hog industry which are available not only to them but to al of the
commodity groups. Thefirst isthe farm income disaster program.
That, of course hasbeen in place for sometime. Our indicationsare
that it will respond fairly significantly to that industry this year as

well as perhapsto some other areas. The second is, of course, our
farmdisaster |oan program, which, again, hasbeen in place for some
time, and | must say that during this downturn it appears that many
of the hog producers in the province are taking advantage of that.

Mr. VanderBurg: My final questiontothesameminister: giventhat
this help ison the way, is this going to be soon enough to help this
industry?

Mrs. McClellan: Mr. Speaker, there are certanly immediate and
urgent concerns from the industry, and we feel that we've made
some changes to our | oan program that will assist in the short term.
We' ve increased the lending limit to $200,000 from $100,000, and
of coursethen the maximum availableto an entity that has more than
one owner rises to $600,000. We've also increased the quick cash
injection loan, which was a $20,000, to $50,000, and that's
available to producerson a promissory note, so that can be handled
very quickly.

But | think even more importantly, Mr. Speaker, is that in the
discussionswith theindustry are some areas that we could respond
to that would deal with thison thelong term. The hog industry does
often experience an upswing in prices and can take a very sudden
downturn, and input costs of course, can vary and cause them
problems. So we' ve been talking with them about some long-term
strategies, whether it be in a gabilization account, an insurance
program that could deal with their problems, but right now we're
trying to respond to the very urgent problemsthey’ re facing as well
as looking at the long-term situation.

Postsecondary Education Funding

Dr. Taft: Mr. Speaker, this government seems determined to
continue its policies of saddling postsecondary students with ever
increasing tuition feesand bigger and bigger debts. Atthesametime
many postsecondary ingitutions are facing major cutbacks. The
government is off-loading its debt onto the backs of overburdened
studentsand overstretched universities. To the Minister of Finance:
how does she judify increasing grants to universities only 2.3
percent while subsidies to prop up the horseracing industry soared
12 percent this year and over 100 percent thelast two years to $37
million? Isit all just good lobbying?

Mrs. Nelson: Mr. Speaker, | think that it’ simportant to get the fects
on the table. I'd ask the Minister of Gaming to respond to the
questionthat’ s been raised acoupleof timesin thisHouse today that
hasn’t been thoroughly answered.

Insofar as the funding for postsecondary education | believe that
the Minister of Learning has already answered that question, so I'd
ask that the Minister of Gaming supplement the other part of it.

The Speaker: The hon. minister.

Mr. Stevens: Thank you, Mr. Speaker. The line item relative to
horse racing is a commitment that this government made to Horse
Racing Albertain 2001, so it’ safulfillment of an obligation that we
havetothat particular industry. The hon. members opposite, if they
had been paying attention, might remember that the commitment that
we made was to assst the industry through racing entertainment
centresthat were connected with racetracksthroughout theprovince.

This particular increase in this particular budget relates specifi-
cally to Northlands park, located herein the city of Edmonton, and
should be familiar to the members opposite. Last year — that is,
during the fiscal year ended March 31, 2003 — the number of slot
machinesthat were at theREC at Northlandswasincreased. So this
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particular year the $4 million will reflect thefact that thoseincreased
slot machineswill be at Northlands park, Spinners, for afull year as
opposed to a portion of ayear.

2:10

Dr. Taft: I'll bet Edmontonians would rather have their money in
school s than at the horse track.
Isitfar ...

The Speaker: Please. Please. Let's get to the question without

preambles. |I'm going to repeat again: designaed tomorrow, April

10, are the estimates for Gaming. We'll have afull two hours.
Please proceed.

Dr. Taft: Thank you, Mr. Speaker. To the Miniger of Learning: is
it fair that this government’s solution to soaring tuition fees is to
change therules to dlow studentsto go ever deeper into debt?

Dr. Oberg: Mr. Speaker, I'd liketo thank the hon. member for that
question because what isincluded in thisbudget is, yes, a2 percent
basic increaseto the postsecondaries, but there’ sdso a $10 million
performance fund that will go to the postsecondaries, or roughly 1
percent. There's also another $10 million access fund that will
bring the total to very close to 4 percent. There' salso another $12
million tha is being put into apprenticeship.

The hon. member made reference to students. Included in this
budget isan increase in student loan limitsto $11,300, Mr. Speaker,
as well as a $2,100 moving allowance for rural students. A rural
student, for example, for those of uswho arefromrural Alberta, can
receive $13,400 for their first year coming into Edmonton or
Calgary. Interestingly enough — they're talking about debt — also
included in this budget is a $32 million provision for paying off
student debt as soon as they receiveit.

The Speaker: The hon. member.

Dr. Taft: Thank you. To thesameminister: cantheminister explain
the rationale for the 2 percent increase in the operating grant to
universities and table the analysis that wasused in setting it?

Dr. Oberg: Well, first of dl, Mr. Speaker, it wasnot a 2 percent; it
wasa4.1 percent increase going to postsecondary education. | really
wish that these people would learn how to read the budget. The
performance fund is there, the access fund is there, the apprentice-
ship fundisthere—4.1 percent increase—and there’ sal so been huge
increases to student finance.

The Speaker: Thehon. Member for Edmonton-Highlands, followed
by the hon. Member for Edmonton-Norwood.

Education Property Tax

Mr. Mason: Thank you very much, Mr. Speaker. |n September of
2000 the Tory government promised to cap school property taxes at
$1.2 billion a year, a promise repeated during the 2001 election
campagn. Now for the second year running the government has
broken this promise. Y egerday's budget hikes the school property
tax revenues while cutting corporatetaxes. The Tories arerobbing
Marthaand Henry to pay Syncrude and Shdl. My questionisto the
Minister of Finance How can the government claim that there are
no tax increases in the budget when the average homeowner and
small businesswill see ahike of 5.8 percent in their school property
taxes thisyear?

Mrs. Nelson: Mr. Speaker, we made a decision to freeze the mill
ratefor school property taxes. That isreflected inthebudget that we
presented yesterday. What we have done iswe' ve recognized that
there's been growth within this province, and we're capturing the
growthto put it into the classroomwith thekids where the money is
needed. Now, this hon. member objects to funds flowing to the
classroom, where it belongs, to reflect the growth. You've heard us
talk about people coming to our province and they don’t bring their
roads or their schools or their hospitals with them. You have to
realistically capture growth. That'swhat’s happened. We frozethe
mill rate. We kept our commitment to freezethemill rate. That’sall
that's happened. Pleaseread the document.

The Speaker: The hon. member.

Mr. Mason: Thank you very much, Mr. Speaker. Well, given that
a government news release from the year 2000 saysthat educaion
property taxes will be reduced by $135 million and frozen at $1.2
billion, can the minister explain why this change of policy and why
it meansasignificant increaseto what peopleactually haveto pay in
their property taxes, 5.8 percent?

Mrs. Nelson: Mr. Speaker, when we put that 2000 press rel easeout,
we took a position of reducing the mill rate. You know, the
collection of school property tax usedto be 50-50. Wereduced it so
that there was a lower tax collection from the property owner that
would be picked up by the province. We then said that we'd freeze
the mill rate, and we have donethat. In fact, last year we actually
lowered the mill rate. But thereality, as| sadin myfirst answer, is
that we've had growth within this province, and you have to
somehow capture that growth and put the dollarsinto the education
system. That's exactly what we have done.

The Speaker: The hon. member.

Mr. Mason: Thank you very much, Mr. Speaker. Why is the
government using a$64 million hikein school property tax revenues
to help offset the $94 million cut in taxes paid by corporations, many
of whom are enjoying record profits thanks to high energy prices?

Mrs. Nelson: Well, Mr. Speaker, you know, it's redly hard to
continually go by theanal ogiesthat aredrawn by membersopposite.
They don’t like something that' s good for the province. They don’t
like the fact that we're capturing growth and 80 percent of the
revenue we're capturing for education is going into the classroom.
They don’t like the fact that we're dealing with small business
pressures by reduding the tax load on smd| businesses. They don’t
like any of thosethings becausethey’ re positive, and they can’t deal
with things that are positive. One of my colleagues said yesterday:
there’ s the difference between acup being half empty or half full.
He' sworking on three-quarters full and looking for the opportunity
tofill it the rest of theway. That’sthe difference betweentheir side
and our side.

The Speaker: Thehon. Member for Edmonton-Norwood, followed
by the hon. Member for Edmonton-Centre.

Untreated Storm Water

Mr. Masyk: Thank you, Mr. Speaker. After along winter with alot
of snow Edmontonians are finally experiencing pleasant, warm
weather that comeswith spring, and asthe snow mdts and the water
drainsthrough our storm water system, thereisavery real perception
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that months of dirt and grime and salt and oil collected in the stregts
aremaking their way into the waterway systemsincluding theNorth
Saskatchewan River without being treated. To the Minister of
Environment: please tell us what your ministry is doing to mitigate
the environmental damage that occurs when untreated storm water
is discharged into the waterways?

The Speaker: The hon. minister.

Dr. Taylor: Thank you, Mr. Speaker. We at Alberta Environment
arevery concerned about untreated sorm water entering our rivers.
It is a significant issue because, you know, as we al water and
fertilize our lawn, when you get a rain and that runs off, those
residues certainly go into our rivers. Theway it works right now is
that Alberta Environment does have regulaions around the sorm
water systems. We regul ate the construction of storm water systems
as they move into our rivers.

The Speaker: The hon. member.

Mr. Masyk: Thanks, Mr. Speaker. Again to the same minister: are
you aware of any low-cost or any cost-effective, environmenta ly
positive ways to deal with storm water?

Dr. Taylor: Well, as| said, Mr. Speaker, we are very concerned
about theissue. In Calgary and Edmonton they’ re actually causing
storm water catchment ponds to be congructed in the new develop-
ment catchment areas. In Calgary, for instance, any new develop-
ment since | beieve 1998 hasto have a storm water catchment area.
So what happensisthat the storm water runsinto the catchment, they
plant the appropriae grasses and weeds, it takesabout aweek for the
water to move through the catchment pond, and when it comes out
theother end, it's clean and can go directly intotheriver. Certainly,
this is one example of a good program. Edmonton is conducting
similar programs. It’sgill in the experimental stages, but it appears
to be working.

The Speaker: The hon. member.

Mr. Masyk: Thank you. My final question to the Minister of
Environment: does the province's draft water strategy propose
methods to deal with the trestment of storm water before it is
discharged into local waterways?

Dr. Taylor: Pollution prevention has aways been and must always
be the prime foundation in any water quality program. That’ swhy
Alberta Environment monitors all the watersheds and we will
continueto monitor the watersheds. Mr. Speaker, as| say, pollution
prevention — that is, preventing the pollution from getting into the
water —is certainly a prime focus of the draft water strategy.

The Speaker: The hon. Member for Edmonton-Centre, followed by
the hon. Member for Edmonton-Rutherford.

Police Services

Ms Blakeman: Thank you, Mr. Speaker. Y esterday the government
was touting their budget as fair and balanced, but the Solicitor
Genera admits that there is little increase for policing aside from
sdlary and minor adjustments. Urban and rura Alberta have
requested help to prepare for antiterrorism initiatives training, and
basic police funding. My questions are all to the Solicitor Generd.
How isthisbudget far and balanced to Edmonton and Calgary when

the province hasn’t paid anything for any policing services in these
cities since the mid-90s?

2:20

Mrs. Forsyth: Well, Mr. Speaker, under our government uncondi-
tional grants the municipalitiesthat the hon. member isreferring to,
Edmonton and Calgary, get $16 million, and then the budget is
determined by the cities on where the dollars should be spent.

Ms Blakeman: It's not for policing.

Giventhat the Solicitor General hasstated that municipditiesnow
have access to a$60 million unconditional fund which can be used
for any number of municipal services, does this now pit smaller
communities against larger ones for their share of the fund?

Mrs. Forsyth: No, Mr. Speaker, it doesn't. And it wasn't $60
million; it's $16 million under the unconditional grants.

We' realso working with municipalities acrossthis province. As
the Solicitor General | fully understand that communities in this
province are facing problems with policing. We had a policing
committeethat went out in this province, who were very competent
and very hard working, and brought forward recommendations, and
we are working through those recommendations to try and ease the
policing burdens in this province.

The Speaker: The hon. member.

Ms Blakeman: Thank you, Mr. Speaker. Howisit fair and balanced
that rural communities with 2,499 people get ther policing costs
completdy paid for by the province, but communities with over
2,500 people have to pay the lion’s share of their policing services
themselves?

Mrs. Forsyth: Well, Mr. Speaker, what thehon. member isreferring
toisclearly spelled out under the Police Act. Municipalities under
2,500 people get their policing paid for. Again, thisis one of the
thingsthat the policingcommitteethat went around and provided me
with a supplement isaddressing. They’ ve worked hard, and we're
working through the process right now.

The Speaker: Thehon. Member for Edmonton-Rutherford, fol lowed
by the hon. Member for Red Deer-North.

Calgary Diversion Project

Mr. McClelland: Thank you, Mr. Speaker. My question is to the
minister of health. In November 2001 a pilot project waslaunched
to providetreatment for mentally ill Albertans who might otherwise
be jailed for minor offences. By many accounts the Calgay
diversion project hasbeen successful, yet mediareportsindicate that
the program may not be expanded. My question: is that true?

Mr. Mar: Well, Mr. Speaker, | want to say first of al that like the
hon. member | haveread initial reportsfrom the diversion project in
the city of Calgary, and it has been, from initial results, successul.
It appears that it does not make any sense to have people placed in
jailswhenthey should instead be receiving proper treatment for their
mental illness. So far, of the 50 referrals that the Calgary diversion
project has had, where people who have had mental illness have
gone on to treatment instead of going through the judicial system,
therate of recidivism hasbeen zero. None of them have been repeat
offenders. Many people deserve credit for the success of this
program: everyone from the police to social services agencies and
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thejudicial system. Everyone has worked very co-operatively, but
| wish to make note of one individual, His Honour Judge William
Pepler, in particular, who initiated this project.

With respect to whether or not this program will be expanded, we
haven't made adecision to do that yet. Thereis a commitment to
continue the funding for the Calgary project in the amount of $1.4
millionto theend of March of 2004. We' verecently announced that
asimilar project, based ontheinterim resultsfrom Calgary, will take
placein Edmonton, and the details of that will be coming shortly.

The Speaker: The hon. member.

Mr. McClelland: Thank you. My supplementary, then, is to the
Solicitor Generd. From a law enforcement perspective, has the
project been successful ?

The Speaker: The hon. minister.

Mrs. Forsyth: Yes. Thank you, Mr. Speaker. 1'd like to add my
support and recognize the people in Calgary on this particular
project. The police play a very important role in ensuring that the
people that they are dealing with get appropriate treatment as
opposed to being circulated through the justice system. The police
are often the first contact with mentally ill people, and therefore
they’ rein the best position to decide where these mentally ill people
should be placed. The project that has been referred to by the
minister of health has been hugely successful. He's indicated that
he’' sgoing to beexpandingit to Edmonton. | support that, and | also
support expanding it through the entire province.

head: Recognitions

The Speaker: The hon. Member for Spruce Grove-Sturgeon-St.
Albert.

Spruce Grove Junior B Regals

Mr. Horner: Thank you, Mr. Speaker. Today it is with great
pleasurethat | risein the House to bring recognition and congratul a-
tions to the Spruce Grove Junior B Regals hockey team. On the
weekend of March 29 the Spruce Grove Junior B Regals won the
provincial title for asecond consecutive year. The tournament was
hosted in Okotoks this year, and our team played the find game
against Fort St. John, British Columbia, for the win.

AsI’'ve said in the past, I'm a parent of a young hockey player
withwhom | sharealove for the game, and | can truly imagine how
proud the parents of theseyoung folksare. | would liketo congratu-
latetheir coach, Cam Aplin, and all the volunteerswho have worked
hard to ensure that this team has the opportunity to play to their
ability and represent us so proudly. The pride does not only come
fromthewin, Mr. Speaker. Thisgroup of young men are considered
great young gentlemen on and off theice.

As we speak, the Junior B Regals are traveling to Portage La
Prairie, Manitoba, wherethey will represent Albertain theWesterns
and defend their 2002 silver win, hopefully with a gold. Whether
they receivethe gold at this competition or not, our community shdl
always consider them winners.

| want to extend my constituency’s pride and also the province's
asthey have represented Albertawell as great Albertaambassadors
in the sport of hockey. Thank you, Mr. Speaker.

Dr. Yoshio Senda
Mr. McFarland: Mr. Speaker, I'm pleasedtorisetoday to congratu-

late Dr. Yoshio Senda from Lethbridge, who received a volunteer
recognition award fromthe Minister of Community Deve opment at
theAlbertaSport, Recreation, Parksand Wildlife Foundation awards
banquet last week. Dr. Sendahas dedicaed hislife to building the
sport of judo in Lethbridge and all across Canada, including work
with Judo Albertaas secretary, aspresident, and as provincia coach.
Heserved Judo Canadaasthefirst vice-president and national coach,
and he founded the University of L ethbridge Judo Clubin 1967 and
the Lethbridge Judo Club in 1952. Because of hisleadership and
success Dr. Senda has received numerous awards, including
inductionto the University of Lethbridge Athletic Hall of Fame, the
Alberta Amateur Sports Hall of Fame, election to the Canadian
Amaeur AthleteHall of Fame. He' salso received the Albertacoach
of the year award.

On behaf of the hon. Member for Lethbridge-West and the
hundreds of individuds who have benefited from his mentoring,
please extend our warm wishes. Thank you.

The Speaker: The hon. Member for Edmonton-Mill Woods.

Michael Kostek

Dr. Massey: Thank you, Mr. Speaker. Today | recognize the work
of Michael Kostek. Mike celebrates his50th year of servicewiththe
Edmonton public school board thisyear. Mike is the public school
board’ sMr. History. Besideswritingtwo books on the board’ spast,
the restoration and relocation of the Edmonton 1881 schoolhouse
and the restored McKay Avenue school and archives owe much to
hiswork. Mikeisapast member of the city of Edmonton Historical
Board and the Higtoric Sites Board and the Names Advisory Board.
Hereceived aheritage preservation award fromthecity of Edmonton
and the Alberta achievement award for excellence.

Mike has taught, served as principd, consultant, director, and
finally as the executive director to the superintendent of schools
before his retirement to McKay Avenue school, where he is now
paid the generous stipend of $1 aday for his services. In 1994 the
school board honoured Mike's work by naming a school after him.
The Mike Kostek school holds a birthday party for him each year.
This year the party will be very spedal.

Congratulations, Mike, on 50 years of outstanding service to
public education.

The Speaker: The hon. Member for Cardston-Taber-Warner.

Stirling High School Lakers Basketball Team

Mr. Jacobs: Thank you, Mr. Speaker. Itisapleasurefor metorise
in the Assembly today to recognize another outstanding boys
basketbdl team from Stirling high school, the Stirling Lakers. This
team is comprised of Courtney Clawson, Shawn Neson, Chris
Hotton, Rocky Big Smoke, Wes Walk, Kris Clark, Jorden Clark,
Scott Erickson, Darcy Steele, Cam Toth, Cory Edwards, Josh Day
Chief, Ray Walk, and coach Darren Mazutinec.

This team had an outstanding season and displayed remarkable
talent and skill. They played in two leagues during the year: the
River Ridge League, wherethey captured first place, and the Deep
South League, where they shared the first place title with Picture
Butte. The Stirling Lakers, Mr. Speaker, then went on to win gold
at the provincial finals of the 1A boys provincid tournament.

Mr. Spesker, | know thisteam and their coachesand the members
of the community, and they worked realy hard to make this
achievement. Asyou know, ittakesalot of work fromacommunity
like this to achieve at this level. Therefore | congraulate al the
members of this team and their community and parents for their
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achievement in this year’s provincial finals and an exceptiona
season of basketbdl.
Thank you.

The Speaker: The hon. Member for Redwater.

2:30 Radway and District Friends of STARS

Mr. Broda: Thank you, Mr. Speaker. Today | would like to
recognize Maurice Kruk and ChrisDowhan, co-chairsof the Radway
and District Friendsof STARSfund-raiser 2003, for ajob well done.
Thank youto al volunteers, donators, participants, and surrounding
communities. Thank you to emcee Kerry Smith from CFCW and
auctioneer Joe Dobyanski.

All catering, food, hall rentals, and proceeds were donated to this
worthwhile cause. The community may be small, but it's big in
heart, raising $40,000, and in the last two fund-raisers they raised
$66,000, Mr. Speaker. | ask all members to congratulate Radway
and surrounding communities.

The Speaker: The hon. Member for Calgary-West.

Alberta Seniors’ Week

Ms Kryczka: Thank you, Mr. Speaker. Seniors' Week isawonder-
ful timefor all of usto celebrate Alberta’ s seniors, 320,000 of them
and growing, to recognize their accomplishments, and to highlight
the positive contributions they make intheir communities, and it is
also atime for us to have fun with them. Since 1986 the Seniors
Advisory Council for Alberta hasannually spearheaded this special
week by encouraging volunteer organizations, service clubs,
businesses, communities, schools, and al levels of government to
plan celebration events. The theme for Seniors’ Week 2003, Vital,
Active, Involved, recognizes the energy and enthusiasm of our
seniorspopulation and al so the 65-plus seniors, who log more hours
than any other age group.

Over 3,000 Seniors Week packages have been mailed to Alberta
communities and MLA constituency officesto assist in organizing
special events. In 2002 there were 227 Seniors Week events
registered with the council, and | suspect that hundreds more
occurred. As MLA for Calgary-West and chair of the Seniors
Advisory Council | chdlengeadl of my colleaguesin thisLegislature
to promote and also attend Seniors' Week 2003 events from June 1
to 7. Your time recognizing seniors will be well spent.

Thank you.

The Speaker: The hon. Member for Edmonton-Gold Bar.

Calgary Humane Society

Mr. MacDonald: Thank you, Mr. Speaker. Today | would like to
recognize the Calgary Humane Sodety not only for its efforts to
protect vulnerable animals but also for its strides to educate Alber-
tans about the link between violence against animals and violence
against people. As Mohandas Gandhi astutely observed: the
greatness of a nation and its moral progress can be judged by the
treatment of its animals.

The society is developing a program to train staff, veterinarians,
teachers, and child care workers to recognize the link between
animal cruelty and domestic violence. The program ispartly based
on American studies that firmly established a connection between
animal cruelty and family abuse. A similar study surveying women
staying at Calgary’ swomen’ ssheltersin 2001 found that onein four
women delayed leaving an abusive situation out of concern for the

animals that would be left behind. Many murderers also have a
history of animal abuse.

Thank you to the Calgary Humane Society for its unwavering
commitment to all living beings.

Thank you.

Speaker’s Ruling
Exhibits

The Speaker: Hon. members, it’s never been my purposein life to
interfere or interrupt an hon. member when they’ re participating in
either Recognitions or Members' Statements, but the hon. Member
for Calgary-West clearly knows the rulewith regpect to exhibits and
props in the Assembly. Her smiling companion from Drayton
Valley-Calmar should by now havenoted thisbecausel do recall on
apreviousoccasion having drawn it to hisattention. So one might
suggest that one shouldn’t have to do this more than one time, two
times unlessthere’ s something that would require further investiga-
tion by the chair.

head: Tabling Returns and Reports

Ms Calahasen: Mr. Speaker, | have five copies of the Métis
Settlements Appeal Tribunal annual report. They’ve taken a
different tactic in terms of being innovative, hopefully to clarify
activitiesto the public, and | now present them for tabling.

The Speaker: The hon. Member for Wetaskiwin-Camrose.

Mr. Johnson: Thank you, Mr. Speaker. The Alberta Alcohol and
Drug Abuse Commission, asan agency of thegovernment of Alberta
and reporting to the Minister of Hedth and Wellness, contributesin
amajor way to the health of individuals, families, and communities
in this province. Today it’smy pleasure to table the 2003 to 2006
business plan of the commission. This business plan outlines the
goals and strategies of the commission in providing alcohol and
other drug and gambling information, prevention, and treatment
services to the people of Alberta over the next three years.

The Speaker: The hon. Member for Olds-Didsbury-Three Hills.

Mr. Marz: Thank you, Mr. Speaker. | have 26 letters to table, al
addressed to the minister of health, asking that the Calgary regional
health boundaries be adjusted so that the Didsbury health service
region iswithin the Cagary health authority.

The Speaker: The hon. Member for Calgary-Fort.

Mr. Cao: Thank you, Mr. Speaker. | would like to table a report
with the title Generation Debt: An Investment in Education is an
Investment in Alberta's Future. The report was given to me
yesterday at a meeting with the representatives of the Council of
AlbertaUniversity Students. It containssolution proposalsfor issues
that students are facing.

The Speaker: Hon. Member for Cd gary-West, didyouwant to table
your sign?

Ms Kryczka: 1'd love to.

The Speaker: Y ou need five copies.
The hon. Member for Edmonton-Riverview.

Dr. Taft: Thank you, Mr. Speaker. | havefour tablingstoday. They
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are all expressing concern about the state of education in Alberta.
The first is from an Elizabeth Miller of Edmonton giving the
government an F in listening.

The second is tabled with permission from a Margaret Ritchie
expressing her concerns about the overcrowding of classrooms.

The third is with permission from Sherry Norris expressing
concern about the current situation regarding funding of public
schoals.

The final one today with permission is from Mr. and Mrs.
Hoffpauir. They are expressing their desire for properly funded
public education.

Thank you.

The Speaker: The hon. Member for Edmonton-Strathcona.

Dr. Pannu: Thank you, Mr. Speaker. |'ve got two tablings today.
Both relateto the crids that the school boards and the schools face
with respect to funding. Thefirst oneisaletter from a parent by the
name of Sharman Armfield, who has achild enrolled inthe Edmon-
ton public school system, and he regigters his worries about the
possiblelossof reading recovery programsand other early childhood
educational experiences that he finds so valuable for children’'s
learning success.

The second one, Mr. Speaker, is copies of a news rdease by the
Public School Boards Assodiation of Alberta cdled FASTreport.
Under a heading of “Provincial budget dashes expectations, raises
flags for public school educaion” what's noted here is that the
educational shortfall for K to 12 education base funding continues
to hover at $250 million &ter the presentation of this budget.

Thank you, Mr. Speaker.

The Speaker: The hon. Member for Edmonton-Highlands.

Mr. Mason: Thanks very much, Mr. Speaker. | have two tablings
today. Thefirst tabling is aletter from Lynda Wignall and Colleen
Huston, and they are asking the Provincial Treasurer: “What
happened to immediate rate increases to Alberta' s poor?’

The second is a government of Alberta news release dated
September 13, 2000, the former Provincial Treasurer Dr. West
promising that education property taxeswill not only be reduced by
$135millionin2001 but also frozen at $1.2 billion. ThisProvincia
Treasurer obviously knew the meaning of the term tax freeze, Mr.
Speaker.

2:40head: Orders of the Day
head: Committee of Supply

[Mr. Tannasin the chair]
The Chair: We'll call the Committee of Supply to order.

head: Main Estimates 2003-04
Offices of the Legislative Assembly

The Chair: Standing Order 58(8) indicates to us that

the estimates of the Legislaive Assembly, as approved by the
Special Standing Committee on Members' Services and the
estimates of the Officers of the Legidature shal be the first item
caled in the Committee of Supply’s consideration of the main
estimates and the Chairman shall put the question to approve the
estimates forthwith which shall be decided without debate or
amendment.

Agread to:
Offices of the Legidative Assembly $61,233,000

Revenue

The Chair: Are there any comments or questionsto be offered with
respect to this? The hon. Minister of Revenue.

Mr. Melchin: Thank you, Mr. Chairman. It's an honour to be able
to be here today and present, | guess, the third annual estimates of
the Department of Revenue for the years 2003-2004.

Beforel start, I'd like to make some introductionsof a number of
individuals that are in the members’' gallery. | would compliment
them for being some of the best and most outstanding empl oyees of
thegovernment. They do exceptional work. We' refortunateto have
such professonals with the provincid government. I'll gart by
introducing Bonnie Lovelace. She's the corporate secretary for
AlbertaRevenue. Besideher is Juliette Blair, manager of strategic
and business planning for Alberta Revenue. Beside her is John
Osborne, who is the director for portfolio andysisand research for
the investment management division of Alberta Revenue. Besde
him is Christine Oness, manager of budgets and business planning
for Alberta Revenue. Beside Christine we've got Barry Meilleur.
He's the analyst in budget and business planning for Alberta
Finance. Behind them is Lukas Huisman, our assigant deputy
minister of tax and revenueadministration, AlbertaRevenue. Besde
himisGlenn Shepherd, my executive assigant. Sovery appreciative
of having them here today and thank them for so much of the work
that really goes behind the preparation of the estimates that are
before the Legi dature today.

With respect to our Department of Revenue Premier Klein over
two years ago in the creation of the Department of Revenue men-
tioned that as a result of the growing complexity and size of the
revenues of the provincial government, this department was created
so that we could direct our attentions and as a ministry focus much
more on the strategic policy and operational issues that afect the
revenues of the province not just today but well into the future so
that we might have along-term focus in ensuring that the revenues
and investments of the province arein good stead and that they're
organized and that they anticipate those needs of the future to serve
Albertans in the best way possible.

Last year the tax revenuesfor this province were over $9 billion,
avery substantial amount of money that was collected through this
Department of Revenue out of atotal revenue of $22 billion for the
government. The Revenue department dso manages an investment
portfolio of $35 billion, investmentsof the province. Those would
include the endowment funds, the heritage fund and all the other
endowment funds, some of the short-term cash flows of theprovince
aswell asmany of the public-sector pension funds that are adminis-
tered and invested on behalf of the pensioners.

AlbertaRevenu€ svision is

a province where government revenue policy and administration
reflect the vdues of Albertans, balance present and future needs,
and contribute to a stableenvironment for the generation of wealth
for al Albertans.

We've heard many recommendationsin public consultations, that
could be things such as the Future Summit, including recommenda-
tionsof the Financial M anagement Commission that emphasisought
to be placed upon long-term strategic planning. Asaresult of that,
four of the strategic prioritiesthat we have in our department have
to do with the long term, not just a three-year but a long-term plan.

The first of our straegic priorities has to do with the revenue
management framework. In that framework our priority is to
continue to focus on revenue to enable this government to make
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decisionsthat will benefit Albertansover along time. Wedothisin
consultation with all the departments. We as a department only
specifically direct the policy of taxation with respect to personal,
corporate, and fuel tax, tobacco tax, hotel room tax, but we co-
ordinate and work with all of the other departments, be it Energy or
Gaming, health care premiums, to ensure that there’s a correlated
approach to what revenue streamswe ought to count onin thefuture.
How can we ensure that there is that predictability, that we have the
right amount of revenuesfor the needs of the government, and also
that we ensure that we have a bearing uponthat the government does
have upper limits, that they ought to be cautious about how much
revenue they collect to ensure that we do preserve the Alberta
advantage that we have in this province?

Dr. Taylor: Why didn’'t you reduce taxesthen?

Mr. Melchin: With respect to that comment it's an excellent
suggestion. Part of this budget does actually contemplate — and
we'll talk about that — the corporate income tax rates being reduced
from the generd rate of 13 percent to 12 and a half percent and the
small business rates being reduced to 3 and a half percent and the
small business threshold being increased to $400,000. So we are
continuing on those promises that we have made to Albertans that
we would continue to lower those corporate business tax rates,
following up after already reducing taxes with respect to personal
income tax, that was incorporaed a couple years ago.

Another strategic priority of oursiswith respect to the endowment
funds. That's not just the Alberta heritage fund, but that would
include the invesdment of the Alberta Heritage Foundation for
Medical Research, the Albertaheritage scholarship fund, the Alberta
heritage science and engineering research endowment fund. One of
thethingsthat we did conduct last year, that everybody’ sfully aware
of, was the survey Looking Forward, a survey of Albertans, asking
for feedback on the direction of the Alberta heritage savings trust
fund. Wefelt it redly important that we clarify the reasons why we
should be saving for the future, that our investments be properly
structured so that we can ensure that they’re there for the reasons
anticipated for those future times necessitated by the purposes of
savings.

From that, we have known and we hear it reaffirmed again that
Albertans do value tha we should save, and it is a grong commit-
ment of this government to continue to save. One of the strategic
focuses of this upcoming year will be to assess and address: how do
westrengthen themandate of the Albertaheritage savingstrust fund?
How can it operate, the preference as responded by Albertans, as a
long-termendowment, that itsval ue can be protected over time? So
we'll bring forward in our initiatives further recommendations on
that fund through this year.

2:50

We will also want to see that we ve got the right governancein
place for those funds with respect to not just the governance of the
heritage fund and its policy directions but also with respect to the
investment policy and direction of the other endowment funds: the
medical fund, the science and engineering and scholarship funds.

A third key initiative, which | somewhat touched on already, has
to do with our investment organization. We have many challenges
facing the current market environment. As we know, this past year
we've had a marketplace where we've seen one of the deepest
recessons or declinesin the market since the crash in the’ 20s, and
it's been the deepest since 1937 and '38. We continue to see
uncertainties in the world with respect to the investment climate,
partially maybe due to the wars, some of it with respect to investor

confidence, some of it with respect to economic slowdown in many
of the countries of the world.

Investment organization structure isakey priority of this depart-
ment to ensure that we have the best governance to maximize the
returns for those pensioners, for all Albertans with respect to their
savings. We have thefifth largest organization in Canada, with over
$35 hillion of assets being managed. Our costs continue to climb
with respect to the administration of those funds, but they remained
the lowest cost provider in the industry. |In fact, we save over 10
basi spointsinside by managing our fundsinternally versusoutsourc-
ing any of those funds. We continue to provide a very strong
investment community here in Alberta with respect to the adminis-
tration of this fund.

A fourth key initiative that we have iswith respect to securities
regulation. We are strongly committed to the efforts to increase
efficienciesin securities regul ation and promote the Alberta capital
market and to ensure that we have markets which are efficient and
which protect and promote investor confidence and safety and that
a so attract the accumulation and investment of capital in Alberta.
The Alberta Securities Commission has separate legislaion and
governance and falls under the Department of Revenue, and its
regulation is through the Securities Act.

A number of significant issuesare being led by our own Securities
Commission. One of the uniform securities legislation projects
that’ sbeen working with the other security regulatorsisbeingled by
our own Alberta Securities Commission, and they will continue that
work with those other provinces. Part of the legislation before us
today in the House has been with respect to starting to harmonize
those rules.

A very significant initiative which started last fall when we met
with our counterparts in the province of British Columbia was to
find what common grounds there could be to improving national
regulation of securities. From there, we met with the provincial
ministersof Quebec, Ontario, and British Columbiato assessif there
was likewise common ground to find resolution in improving the
effidencies of national regulation of securities given that it' s still a
provincial constitutional authority. We have created an initiative
from those four provinces where there'll be a steering committee
now of five, Manitoba joining with us as part of the steering
committee, and all of the provinces and territories joining the
initiative. So we have unanimous consent of all the provinces and
territoriesto proceed with aproject that will provide aworkingplan,
to conclude by this September 30, of an outline of what we can
impl ement to improve the regulation of securitiesin this country.

One of theideas which we are studying —we' ve chosen that we' ll
study two issues—which hasthe greatest degree of acceptance at this
stage, would be a passport approach, where those companies, for
example, that would be registered or operational here in Alberta
would work with the Alberta Securities Commission, obtain all the
clearances for regulatory approval, which would grant them the
authority and the ability toraise that capital throughout the country
without having to go through further vetting by other security
regulatorsin other provinces. All of the provinces are unanimously
in agreement to studying this issue, working to promote that that
would be at aminimumadopted asaworking plan by this September
30.

Furthermore, we will study what we've cdled a na
tional/provincial/territorial regulator model to assess if there's
methodology other than just a passport approach that would still
preserve the jurisdiction of the provincesto retain responghility for
regulation of securities in the country yet improve that regulation
throughout the country.

So we're pretty excited about this. This is the first time an
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initiative of this magnitude has happened among all the provinces.
The marketpl aces are becoming more and moreintertwined not just
nationally but internationally, and it is important that we improve
that accessto capital and interface with other provinces and other
countries of the world to both asaure and protect invegors, ensure
that there is confidence in the markets while also improving access
to capital.

Our business plan outlines a number of programs. Managing tax
and revenue programs is one of the key programs of the department.
Our goal isto continueto focuson far and competitive and efficient
tax programs. The overall operating increasein our budget is close
to $1.9 million, and those increases would include manpower in the
audit areadueto areduced vacancy factor. The vacancy discount in
2002 was high dueto difficultiesin recruiting qualified staff, and we
are and have been successful in recruiting anumber of staff to add
to our audit area. The Canada Customs and Revenue Agency tax
collection agreement for tobacco products and an increase in
vouchersto the Alberta Indian tax exemption retailers, technol ogy
improvements, salary adjustments, and employer contribution cogs
form part abill that’s before the House already as to improving the
effidency of our tax collection.

Another of our main programs is to manage and invest our
financial assets. In that area of our business our overall operating
increase is approximately $2.2 million for the investment manage-
ment division. That will add an additional eight full-time equiva-
lents, and thisisto strengthen the governance, the management, and
theresourcingof our investment operation. Contract servicesfor the
introductionof new investment products, risk management software,
and endowment assets in management consulting are part of the
inclusion of that increase in the budget.

It's important to note that a hundred percent of the investment
management division's budget expense is recovered from the
investment funds it manages. In fact, over three-quarters of that is
recovered fromoutside clientssuch asthe other pensionfundswhich
we administer.

A third area of business focus in our department has to do with
managing risk associated with the loss of public assets, our risk
management and insurance division. It adminigers a program to
protect, secure, and preserve public assetsagainst risk of significant
accidental loss. In today’s dimate with, you know, increasing
premiumsfor insurance coverage, thisaspect of our risk management
has proven very successful, very cog-effective and efficient at
managing the risk and ensuring that we have the right insurance
coverage and in some cases ensuring tha our limitsare at the right
thresholds. That we can self-insure the lower amounts of
deductibilities and reduce the cost of premiums has been a cost
benefit for our government.

The fourth area, which | touched on aready, was to regulate and
foster the capital market. | just thought | would mention that the
revenues are budgeted for $2.7 million from the 2002-03 year. Part
of that fee increase is for prospectus and financial statement filing
feesand exemption applications, aproposed feeincrease that’ sgone
to stakeholders for consultation that would be effective July 1, and
an overall operating expenditure decrease of $645,000, and that’s
due to some nonrecurring expenses for the closure of the Edmonton
officethat happened last year.

Thisis just a quick overview of our department’s regponsibility
with respect to its various core busnesses, and I’ d be delighted to
answer questions this afternoon asthey come forward. Thank you.

3:00
The Chair: The hon. Member for Edmonton-Ellerdlie.

Ms Carlson: Thank you, Mr. Chairman. Happy to be able to
participate in the debate this afternoon on Revenue as a part of the

overall budget presentations made by the government. I'd like to
thank and welcome all of the gaff that are here to support the
minister in this afternoon’s debaes. We know that you make him
look good. Wedon't necessarily appreciate that, but I’ m sure that
he does. 1t'sbeen my experience with this particular minister that
he’ svery good at answering questions that we ask of him or getting
back to usin the near future on those that he doesn’'t have the detail
for, and we certainly appreciate that.

My understanding of this process this afternoon is that we have
two hours for debate. The first hour is for the exclusive use of
opposition asking questions of the minister back and forth. The
second hour is then opened up to the entire Assembly, if any
backbencherswant to ask questionsat that time. [interjections] We
would appreciate the Minister of Environment not participating in
debate in the first hour because he' s cutting into our time.

My process this afternoon will be to ask a question and ask the
minister at that time to respond. | expect to take about the firgt half
hour of time, if that's okay with other members here. Then I'll do
some cleanup afterwards, after everyoneel sehas had an opportunity.
So now | need to ask some questions.

Mr. Minister, I'm just going to ask you some introductory
comments to get some definitions of some of the terms in your
business plans first, and then I’ll get into some of the detail of the
other things | want to talk to. When wetake alook at your business
plans—I’m on page 328 — under the first of the key strategies goal
1.1 is: “A revenue structure that meets Alberta’s needs and is
consistent with Albertans’ values.” You talk under Key Strategies
about devel opingand maintai ning along-termrevenue management
framework. We want some detail on what that framework is. Do
you have something written down that’s available for public
consumption, or can you just give ussome more detail on that right
now? [interjections]

Mr. Chairman, if the noiselevel isreally high, I'mnot going to be
ableto hear him.

Mr. Melchin: | don’'t have a document at this stage that’s publish-
ablefor public consumption, but | can tell you that the realm of that
discussiongetsintolooking atidentifying all of our revenue sources
today, the long-term projections and scenarios for each of those
revenue sources over the years, not just the tax policies but even
looking a working with, say, Energy on what would be the long-
term revenue scenariosfrom oil and gasrevenues so that we can be
clear about how much you can rely upon each of those. It would be
looking at growth factorsthat areimplicit in how they’ re structured.
Takepersonal incometax, for example. Becauseit’ sarate of tax, 10
percent, it does capture all the growth in the economy, employment,
so they have various factors of growth rate or not. A fixed flat fee
doesn’t capture any increase in inflationary growth, so we have to
look at those types of factors. Arethey revenue sourcesthat grow or
not? We will examine alternative sources of revenuesthat are used
by other jurisdictions so that we're understanding the nature of
opportunities for revenues and theright structures and to then assess
whether they should apply to the province or not.

One area has to do with the size, answering the question of size.
How much revenue is needed not just to service the programs, but
what might even be an optimal size of revenue so that we can both
fulfill the needs of the various programs to provide funding for
healthand education and all the programs of the government but also
ensurethat you're not taking too much revenue out of the economy
so that it becomes adeterrent? So therebecomethresholds whereif
youtaketoo much out, it chasesaway capital investment, creation of
new jobs and opportunities.

| would say, for example, anecdotally that one of the things that
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does happen in Canada— when you look at our other provinces, we
have only two provinces presently who are net contributors to al
Canadians. All the other provinces are net recipients of the econo-
miesof Albertaand Ontario in transfer paymentsin taxation that the
federal government takes versus what is brought back to our
province. So | would hopethat we could continue ensuring how we
grow and crede the right climate so that more opportunities can
grow in revenue for everybody. When persons succeed, when
businesses succeed. . .

Mr. Doerksen: Especially for innovation and science.

Mr. Melchin: Including all theinnovationand science opportunities
of thefuture. Correct. When they succeed, we all have morefor our
needs personally, for business, for family, and for the government.

There sonly onetaxpayer. Itonly comesfromone source, so part
of that isto ensure that we get the right balance in assessing the size.
That'll belooking at even a competitiveness question. How do we
rank with respect to other provinces? How do we rank with respect
to other countries? Specifically and probably most importantly, how
do we rank in our overall tax burdens with respect to the United
States, being our largest trading partner, but clearly also to the
world? So that’ll address that one aspect: size and overdl need and
optimal size of government. Second is to look at the sources, the
miX, the types of revenue sourceswe ought to rely upon, identifying
and being redly clear about what policies are in place on our
existing revenuestructure, to see how that will roll out in long-term
scenarios and then to look at what might be the optimal sources of
revenue for thelonger term planning. That's the basic structure of
arevenue framework.

The Chair: The hon. Member for Edmonton-Ellerdlie.

Ms Carlson: Thank you. When you have something that is
available, we would certainly appreciate acopy of it.

Given what you' ve said now about growth factors and how much
is too much revenue to take out of the communities — and I’'m
thinkingmoreintermsof consumer spendingthan commercial types
of revenue when you talk about thresholds — | want to talk for a
moment about gambling revenue and the amount of revenue this
province receives now from gambling. It seems to me that the
numberslook like what we get from various lotteriesis now greater
than what we're receiving from oil and gas revenues. If that’s
incorrect, if you could correct that for me. Do you factor that in?
What isthegrowth anticipation? What arethe growth factorsyou' re
looking at for gambling revenue? Have you determined that thereis
athreshold where the amount that consumers spend on gambling on
an individual basis is actually too much to be taking out of the
economy in that capacity and not leaving them enough for general
day-to-day expenses? If you could give me your views on that and
how they fit in with the government’s overall strategy.

The Chair: The hon. minister.

Mr. Melchin: Thank you. One of thethings| did mention up front:
we will work with the other departments. The Revenue department
doesn’t have specific responsibility for policyin someof these areas.
You mentioned two of them, gaming versus energy. Just in the
budget | might comment for your purposes. | know it's been
mentioned that gaming is higher than the crude oil royalty. In that
one line item that may betrue, but our oil and gas revenues clearly
far outweigh in magnitude and amount that we continue to collect,
even now and into the foreseeable future, versus gaming.

Asto what are the growth factors, we will work with the Depart-
ment of Gaming with respect to thosequestions. They will develop
the policy. We will work with them on the kinds of questions you
posed. How much should werely upon any of these sources for our
long-termplanning? Y ou have very good questions. How much do
we want to see come from gaming? As you would say, to what
extent aretherethreshol dsthat arebeneficial or not beneficial for our
province? | think they are very good questions with regect to
gaming, including when you look at energy or any of the other
sources of revenue. They will al have inherent similar types of
questions.

3:10

Ratestructures. Y ou know, what areroydty rate structures? With
the expansion of, for exampl e, the oil sandsup intheFort McMurray
area, how much will come from those vast amounts of reservesin
our royalty rates and structuresfor that in the long term? Those will
be policy decisions of the Energy department, that will work with it
and build in the scenarios that they’ll provide to us as to theright
mix. But it will be part of ours to make sure that we' ve questioned
and put back some of those specific quegtions that you’ ve just said.
| don’t have the specifi c growth factors we have for those two here.
That will be developed in conjunction with those departments.

Ms Carlson: Mr. Chairman, to the minister: will those factors ever
become public?

Mr. Melchin: | can’t commit to what extent or how much of the
revenue framework will be a public document or not. | haven't
contemplated that specific quegtion but would be happy to respond.
| do view that with this document and the work that we've been
doing actually for quite awhile now, much of that, if not coming out
asadocument, i.e. arevenue framework, will certainly start coming
out through policy directionsin alot of revenue sources over time.

Asto the publishing of a revenue framework, it wasn’t intended
to be a public document, though we may find part of that tool very
useful to put out for public feedback and thought and process onit.
| don’t have a specific answer as to what would be public at this
stage though.

Ms Carlson: Mr. Chairman, to move on to the next page. The
minister talked about performance measures, and one of themisthat
Alberta’s provincial tax load for a family of four is indicated as
being thelowest in Canada, and that’ sthe projecti on for the next few
yearsas atarget, but it seemsto methat this dearly doesn’t include
user fees. Can you explain to me the philosophy where you would
make these projections? It seems somewhat misleading to me. |f
we're talking about tax burden or tax load on a family, then that
includes user fees. There have been many definitions by many
different organizations within this province that would indicate that
a user fee is atax by any other name. Can you explain to me the
philosophy whereby you would not include user fees here, and do
you do that anywhereinternally to seewhat exactly the average kind
of load between pure taxes, asyou call them, and user feeswould be
for the average family in this province?

Mr. Melchin: Well, | would first like to mention that we are pleased
to continue to have our performance measure as the lowest in
Canada. Whether or not that specific formulaincludesevery fee or
fineor penalty that could ever beincluded, we are till substantially
ahead of all of the other provinces, and even the inclusion of those,
| would suspect, would still keep us the lowest in Canada.

But there is till a difference in the sense that many of these
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revenue sources are compulsory by nature; taxes are. We set out a
rate, and all those that earn income will be compelled, required to
comply with the Income Tax Act and pay their tax. So when we
look at things such as personal income tax and all the taxes that we
have in place and even health care premiumsin that bundle of tax
load, it's because of the compulsory nature of all those taxes that
that’ sour performance measure that we' respecifically comparing to
the other provinces.

Ms Carlson: Mr. Chairman, I'd now liketo tdk alittle bit about the
heritage savingstrust fund. That’'s afund, as this minister knows,
that was darted at the same time the Alaska fund was started.
However, the Alaska fund has significantly grown over years. |
understand that it’s perhaps close to $30 billion now. It haspad out
over time, the time being the same length of time that the Alberta
heritage savings trust fund has been operational, over a bhillion
dollars to its reddents. We haven’t seen those same kinds of
dividends here in this province. As part of the review that you've
undergone and some of the initial comments that you have made,
Mr. Minister, do you antid pate seeing not only inflation-proofing
that fund in the future but taking alook at significantly growingitfor
whatever long-term benefits you determine there to be?

Mr. Melchin: I’ ve been informed that there are others listening for
this answer, equally waiting to understand what that might be.

| want to first mention something about the heritage fund versus
the Alaskafund. We have examined, actually, as part of our review
this past year a number of funds throughout the world. Many of
them are oil and gas kinds of funds like the Norwegian fund, the
Alaskafund, and theheritagefund. Theheritagefundinitscreaion
actually had a different mandate from day one than the Alaska fund.
It was actually created in 1976 to do a multiple of things. It had a
source of revenuefromoil and gasthat wouldbe put intoit annually,
which would then partialy be saved for the future. It would then
also be for social and economic benefits. It would be for capital
projects. It would be for economic diversification. So this fund
actually served a variety of purposes. It was never in itsinception
intended to bejust agrowth fund that paid out a dividend, whereas
the Alaska fund was created for a different purpose and structure.

However, saying that, the heritage fund has benefited Albertans
substantially over that time, over $25 hillion of income that has
helped avariety of things our programs, tax sructuresbeing lower,
and the repayment of debt. So it has benefited Albertans but maybe
in adifferent way than how Alaskans chose to use their own fund.

With respect to our survey that we put out last year, it once again
reaffirmed that the high priority of Albertans out of all the options
of savingwould beto saveit for the future: keep it and let it grow as
an endowment. So inflation-proofing, | think, when you look at an
endowment fund, that’s avery significant question we need to bring
forward, and we intend to addressthat question, as | sad, over this
next year with respect to: how do we get a proper structure of an
endowment fund so that you can preserve its value over the long
term? And that does mean inflation-proofing in some factor.

As to alowing it to grow, those would be policies of a budget,
priority decisions of a budget as you go forward, because there are
many options for increasing assets. One way of increasing the net
assetsof the government isto pay down debt. Another istoincrease
the heritage fund. Through the 1980s and the early 1990s the
governments throughout Canada — and Alberta was aso one —
accumulated significant amounts of debt, unlike, potentially, the
Alaskaone. Thedifferences, without going through their budget —
we accumulated up to $23 billion of operating debt, and therefore
our priority and Albertans’ priority continues to say: get rid of the

debt. We'realmost there. We' ve made substantial progress, coming
from $23 billion down to just about $4.8 billion of our debt remain-
ing. So we've come along way.

That’ swhy we also started in timing: let’s gtart planning now for
what is the heritage savings trust fund’s purpose in the future. We
areclarifying tha it isan endowment structure, that it should be held
for the long term, that it should be dlowed as an endowment, |
would say, toretainitsreal value. Then asyou have surplusesin the
future, you will have the opportunity to allow thoseto either grow or
go to other priorities, but that’s something that will have to be
decided among future budget considerations.

Ms Carlson: In terms of thelong-term endowment, then, you must
have someinitial stepsthat you’ reputting in place right now to help
determinethedirection that it’ll go in the future, because to just say
that, yes, the fund will continue to be a long-term endowment and
that we're going to put the right governance framework in place
meansnothing if wedon't see some of thosedetails. What have you
got as astarting point in that regard?

3:20

Mr. Melchin: Well, actually as astarting point it has been and will
beretained. Clearly, the principd of that fund will beretained and
going for its structuring so that just under $12 billion has an
opportunity to grow with real value. That'll be a budget consider-
ation, but it's also a policy discussion that we haven’t completed.
Therefore, | can't tdl you specificdly what that means. There are
variousoptionsthat weare considering in light of the survey resullts.
Y es, we' ve done much work on that. We're close to bringing that
back for some proposal sfor caucus, cabinet, and our standing policy
committees’ approval, and we'll bring that forward in thisnext year
for approva and then presentation back to the Standing Policy
Committee on the Heritage Savings Trust Fund.

Ms Carlson: Fair enough, Mr. Minister. Y our projections for this
year with that fund are to see more than $400 million coming back
in revenue either to the GRF or retained. |I'm not sure that tha’s
determined. Given the uncertainty you have in terms of where
you' regoing, where do you expect that revenue to come from? Isit
al going to be generated from the mutual fund investments and so
on that are currently existing?

Mr. Melchin: I'm not certain if | fully understand. Y ou’re talking
about the $426 million in the estimate of income and wherethat’s
coming from. Our investment policy asset mix isstill the same as
the business plan of the heritage fund, so it will come from equities,
real estate, fixed income. So it’'s going to come from adiversified
portfolio. This year even that number we expect is truly not the
optimal level that it will get to. We expect there's still a lot of
volatility left in the marketplace, and as such our forecast for this
year is actudly still quitelow. It might be high given theeconomic
climate, but we expect long-term returns to be actually higher than
that just even with the diversified portfolio. But this year out we
expect returns to belower than what would be normd.

Anything that wewould contemplatein termsof the growth of the
fund, be it inflation-proofing or otherwise, has to come for policy
approval and then also budget discussion and deliberation. There-
fore, this budget doesn’t incorporate any such projected changes
since that policy is not before the Legidlature.

Ms Carlson: Mr. Chairman, staying with the heritage savings trust
fund for just amoment longer, I'd like to tak about theinvestment
strategies themsdves. | would like to seethe portfolio mix change



April 9, 2003

Alberta Hansard 899

slightly interms of ethical investing and greeninvesting. If wetake
alook at where the market is going globally in these areas, many
investorsand large investors are taking alook at avoiding unethical
investmentsand taking afilter that talks about investments that have
not only adequate financia returns and that are secure, which of
course would be a basic minimum for anyone, but also that are
ethical in terms of avoiding causing illness or disease and death,
those kinds of investments such as tobacco companies, avoiding
destroying or damaging the environment, and avoiding treating
honest people with disrespect or disrespecting people’ s basic divil
rights. We'vehad someof these discussionswith regard to some of
theinvestmentslikeTalisman that theheritage savingstrust fund has
had.

| would like to add to that: taking a look at companies that are
green. Companiesthat outperform ontheenvironment traditi onally,
if you take alook at them individually, aso outperform financialy,
andweareseeing globally progressiveinvestorsdraw onworld-class
sustainableinvestments, that have become very positive. That ties
into other requirements we have on the environment side.  When
you talk about the changes that are happening in terms of energy
sources, we're seeing some of these new companies and solar and
wind growing at phenomenal rates, and we will see those financial
returns. |’'m wondering what it's going to take for the government
to take alook at this as a philosophy change, instead of giving no
direction to the capital managers, to lead the stage in terms of
provincial dollars being invested, to have a heavy focus in these
areas. Soif you could comment on that.

Mr. Melchin: I’ d be happy to bring back to the all-party Committee
on the AlbertaHeritage Savings Trust Fund discussionsthat might
bevery helpful, | think, on those and other investment policies. We
have examined specific ethica or green, as we used to call them,
investing policies. | would say, too, that in theinvestment commu-
nity, though there are some small targeted funds and amounts that
are being put towardsthose specific categories of invesment, truly
when you look at an ethical investment policy, | would counter that
we do have an ethical investment policy, that we do invest in
companies even by our natural selection of — take the Standard &
Poor’s 500, for example. These are companies that have gained a
reputation not just for success but because they meet and abide by
the laws of the land, they are successful in employment practices,
investing practices, business practices, and they gain the support of
the communities.

Standards of ethics are really the purview of Legislatures such as
oursto pass those things which areacceptablein our societies, those
being all thelawsthat we pass. The business communitiesare very
ethical by nature They need to attract clients and customers and
serve them well, and by their nature they’re driven, even though
there are some bad apples in anything, to having an attitude of
serving their customers well and having a high ethical sandard of
behaviour and performance. So the standard of the securities
regulation ensures that there's a compliance factor to that, and one
of the best things wecan do isenforcetheviolations. That would be
avery high ethicd standard s that if thereis an abuse, such as the
Enrons of the world —and the marketplace is quick to passjudgment
on those things — prior to those even getting tha far, we have the
right standards for companies if they want to have people invest in
their companies.

So the securitiesregulation, ensuringthat we' vegot theright laws
in place for securities monitoring and investor confidence, theright
accounting principles in place so that disclosure requirements are
there: al these things will provide a common standard to say that
they comply with thelaws of the land, that they do meet avery high

test of success. Thenyou and | are free to judgeand all our invest-
ment funds are free to judge the likelihood of their success given
their business plan scenarios, which are subject to a very high
standard of investment judgment.

So | would counter that it is ethical to invest in public companies
because they meet ahigh standard dready. They have gonethrough
veryrigorousscrutiny to ensurethat they’ requalified, that they abide
by thelaws, and that they’ re very prudent in their business practices.
I would be pleased to bring that back for further discussion specifi-
cally related to the pros and cons of that green or ethical investment
srategy.

The Chair: The hon. Member for Edmonton-Ellerslie.

Ms Carlson: Thank you, Mr. Chairman. Mr. Minister, | certainly
|ook forward to that debatein the committee because | think we need
to rai se the bar alittle higher than what it isright now.

My last question at this time is on the 3.6 percent growth you
project. We'd like to know what you’ re using for prediction models
for the oil and gas prices whereyou get them from, and what those
are based on. If you have any actual documentation that we could
review, we' d gopreciate that.

Mr. Melchin: With respect to the 3.6 percent growth, is that with
respect to the overall, total, revenues? Isthat with respect to some
tax revenues? Isthat with respect to energy?

Ms Carlson: | think just oil and gas.

Mr. Melchin: I'll have to defer that. Even though we do work
closely with the other departments, those spedific criteria they're
forecasting would come fromthe expertisein that specific section of
the Energy department. They would bethe onesthat even we would
go to as a Revenue department to find out those same answers. It
will be more applicable when their estimates come forward to
address that specific question to Energy.

3:30
Ms Carlson: Okay. Thank you.

The Chair: The hon. Member for Edmonton-Centre.

Ms Blakeman: Thanks very much, Mr. Chairman. Many of my
questions regarding the budget for Revenue are pulled from
comments made by the Auditor General, so I’mlooking for in alot
of casesstatus and updaes on status. 1n some cases|’ m continuing
themes of questionsthat I’ ve had with the miniger previously. In
particular, I'd like to talk alittle bit about forgone revenues, which
has been atheme of my questions to you in the past.

Now, you were looking at doing some improvements around
valuation, value for money, fromforgonerevenues, and during your
appearance amost exactly a year ago before the Public Accounts
Committee you and | had a couple of exchanges about forgone
revenue. My quedion is: have you been successul in updating or
achievingthelevd of information that you wish to have? Y ou used
the example of the TEFU, thetax exempt fuel use program, a couple
of times, and I’'m wondering if you were successful in achieving a
better indication of what you weregetting. What kind of valuewere
you gettingfor that forgonerevenueoutside of that one program that
you talked to me about before? 1'm looking for tha discussion
around those improvements.

Therewas also adiscusson around uniformpracticesfor fuel and
tobacco tax, so I’'m looking for an update on that status: consistency
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of looking at the treatment, control of uniformity of standards, and
consistency with regard to smuggling and to the use of those taxes
aswdl.

| have some questions around the royalties and the amount of not
royalty holidays but royalty reductions and how that’ sfiguring into,
again, forgonerevenue. How arewe getting valuefor money? What
isthe scrutiny of that essentially lost revenue? | may not be perfect
on my examples here, and fed freeto correct me. My understanding
isthat in Syncrude right now we are either taking zero or 1 percent
royalty off of everything that’s produced there while they ae
involved intheir expansion plans. Sothat’salot of money not tobe
bringing in. What's the judgment? How are you ableto satisfy the
questionsof myself and other Albertansthat thisisagood use of that
forgonerevenue? What are we achieving fromthat, and how are you
measuring that? Are you able to measure it? Perhaps you can't.
Perhapsyou’ rehoping to be able to dothisin thefuture. If so, fine,
but let’s hear it.

Moving off of forgonerevenues, but just aquestion. Therewasa
lot of talk about the hotel room tax, and | don’t seetha it . . .

An Hon. Member: The hotel?

Ms Blakeman: The hotel room tax. Yeah. That, in fact, wasunder
this minister —1’m assuming it’s still under this minister —and I'm
wondering what happened there, because there was some chatter in
the newspgpers, and I’ m pretty surel heard certainly the Minister of
Economic Development personally talk about that, yet | didn’t see
it. Sodid | missthis? Did | havetwo pagesglued together, and I've
missed this? | guess if there was a dedision not to raise it, then
what’ sthe reasoning behind that decision not to raiseit? Of course,
thisis of interest to me with Edmonton-Centre as my constituency
and the number of hotels that are in it, but certainly the hotel
industry was lobbying to have the government back away from
collecting that tax, leaveit essentially in place, and then they could
usethe money for tourismand other improvementsthat they needed.
Sodid | missit, and if | didn’t missit, what was behind thedecision
not to put it in place? | goologize for speculating here, but | didn’t
open the door to this speculation; colleagues to the minister did, so
| feel free in asking that question.

We have not had the pleasure of having the Minister of Revenue
back before the Public Accounts Committee on the ' 01-02 budget.
The last time we tdked to him we were examining the public
accountsfor the 2000-2001 budget, so I’ mlooking for some updates
based on the recommendations coming from the Auditor Genera
from essentially the previous fiscal year.

There continues to be a reservation of opinion for capital assets,
so once agan I’ maskingfor the minister to defend that choice of not
capitalizing and amortizing those expense acquisitions under
$15,000. That's a fairly standard comment from the Auditor
Generd, and every year I’ mgoing to hold the miniger to account for
his choicein not implementing that.

They repeat their recommendation that

the trustees of the Alberta Heritage Foundation for Science and
Engineering Research . . . request clarification over the meani ng of
“real value of the Endowment Fund over the long term” in its
legislation.
This is pretty detailed. 1’m expecting to receive the answers in
writing from the miniger, but for his department staff’s use I’'m
looking at the Auditor General’s report, page 233. Actudly, the
minister has done quite well, and those are pretty short Auditor
General’s comments, much shorter than what I’'m used to seeing.
Mind you, you don’t have that many expenses in your department.
So those arethe two questionsthat arise out of the Auditor Generd’s
report.

Perhaps I’ll sit down and | can get what answers | can from the
minister, and then | can add afew othersthat I ve got to ask aswell.
Thanks, Minister.

The Chair: The hon. minister.

Mr. Melchin: Thank you, Mr. Chairman. | don’t actually havewith
metoday dl the regponses to the Auditor General, and some of this
I will provide to you with follow-ups, with some answers I'll
comment on afew of themgenerally that | have theknowledge of in
front of me.

Most of our debate today really is on the estimates, and therefore
the Auditor General’ sreport hasn’t brought that material asfar asa
debate on estimates. | would say this on forgone revenues: | do
actually concur with the Auditor Generd’ srecommendationson the
cost-benefit analysis of forgone revenues. Therefore, we have been
working on both quantifying and identifying specifically in our own
department — not al of the forgone revenues are within the Depart-
ment of Revenue — and we are focusing in on programs like TEFU,
that you’d mentioned, and we can quantify how much tax isforgone.
We know that amount. It varies. Around $130 million annually is
actually the amount of forgone revenue on TEFU in specific, $130
million, $135 million, in that range.

Thispast year with respect to TEFU we have undertaken actually
quiteaconsultation with industry itself about what optionswecould
take; i.e., maybe diminate the program altogether under some cost
neutral basisif there's another way that we coul d provideit to them.
We weren't looking for more ways to bring in more revenue, but
there are some ways: is this program really needed? So in that
discussion we haven't finished that. We're actually gill in the
middleof that, trying to find out to what extent this programisreally
benefitingtheindustriesto which it' stargeted. We' reaccumulating
some of that material right now so that we can be more clear asto the
benefit of such aprogram.

3:40

Also, at aminimum one of the outcomes we' re attempting to then
do is to ensure that it's simplified and easy to understand and
enforce, not just fromthe company’ s perspective asto their applica-
tions and getting refunds but also from the department’s and the
company’ sperspective astomaking it simple and understandable so
that there’s away to ensure ahigher level of compliance We are
looking to simplify that programat aminimum. We'reinthemiddle
of that, and wewill bring forward some conclusions about what we
view as easier to quantify: the costs forgone, the revenue forgone.
A little harder to make sure you substantiate what are the benefits
that are realized.

That one has been our main one. That’ sbeen the largest one that
we'velooked at. There areothers, actual ly, some of them outside of
the purview of our department, that are large in scope that we are
working on with other departments, and you'd need to specificdly
speak to those departments at that time, though we will continue to
address the ones inside of ours. | don’t have any specific numbers
for you as to the cost benefit of the TEFU program right with me.

| wasn’t quite clear what she' d asked on the uniform practices of
fuel and tobacco taxes, so | might ask for afurther darification. You
mentioned also something about smuggling, and I’'m not certain if
that related to your comment on uniform practices or on another
area.

Royalty deductions was a question you raised. That one you'll
have to addressto the Department of Energy sinceroyalty policy and
revenues flow through the Department of Energy. For example, you
mentioned Syncrude. Wedo havearoyalty policy of 1 percent until



April 9, 2003

Alberta Hansard 901

they get apayout, until they’ ve recovered their costs, at which time
itincreasesto upwards of 25 percent of royalty ratesfor the oil sands
projects up north. But asto what it's achieving, that’ll have to be
specificaly addressed to the Department of Energy.

There have not been any changes in the hotel tax that you
mentioned. There has been, asyou mentioned, much discusson on
thetopic astoanumber of things Do you leave thetax in place and
then flow through the money for tourism? Y ou can ask the Minister
of Economic Development when his budget comes up for estimates
review. Therewere al sodiscussionsabout alevy, maybe eliminating
the hotel tax altogether and letting industry raise alevy. There are
avariety of options that have been considered. Nothing has been
finalized. Thereare no changes in thetax structure of the hotel tax
in this budget. It’'s still asit has been in the past and is still being
collected asit hasbeen in the past, though that topic with respect to
that policy of funding for tourism and whether or not that ought to
be dedicated from hotel tax would havetogo back to the Department
of Economic Development in their estimates.

Our present policy has been that we don’t take our taxes as
dedicated revenues. We want to preservea broad base of taxes and
sources of revenues to finance the highest priorities of government
such as health and education and those areas so that you don't get
into dedicating every tax into other specific areasand don’t have the
flexibility to offset. When one revenue source is high and another
is low you need the balancing of the two in an overall revenue
structure, and that’ swhy there hasn’t been a ecific dedication of
ahotel tax for any specific purpose. If therewasadesireto increase
the funding for tourism, that would have to be aquestion separate
from the revenuetaxation policy. If there were any changes in that
policy in the future, it likewise could be addressed then. But you
didn’t miss anything. There have been no changes in this budget.
Itis pretty well the same status quo with respect to hotel tax.

Updates with respect to Auditor General comments. We will
provideyou with an update on any of the comments. There have not
been many, actudly, with respect to the Department of Revenue as
youappropriatey suggested. That’ sbecause our groupisdoing such
an outstanding job. They' re complying and meeting the Auditor
Generd’ s expectaions and seang tha all of those things are met.
In fact, our department does work very closely with them by the
nature of the work they do.

Not capitdizing expenses under $15,000. Inany of these things
there are policies which are not clearly in accounting policy black
and white; i.e., it hasto be one way or the other. When you look at
apolicy of what it isthat you capitalize, you usually pick athreshold
of expenditure that makes it simple so that you're not trying to
capitalize everything because it stays on a balance sheet to be
amortized over alengthy period of time and makes it difficult both
for an administrative practice and even for the public to understand
accounting rules and principles and amortization. So you usually
take a threshold of saying a certain dollar amount below which it
isn’t material enough to capitalize everything given that our budget
is a certan amount. The dollar amount you pick is kind of the
arbitrary rule becauseit is an arbitrary number tha you’re picking
given how large your budget is, the size of the government.

So $15,000 on budgets of hundreds of millions is part of that
question of materiality. Isit really worth theextraeffort to capitalize
and amortize? Doesit add any real new information or valueto the
public? Isit material enough to do that? That’ s part of thejudgment
you use in applying accounting principles. As such, that'swhy in
the past it has not been the practice of the government to capitalize
items under $15,000, and there’s been that discussion going back
and forth: isthat the right number?

| don’t havealatest update if thereis alatest update. Other than
that, we' ll provideyou that oneas well.

Y ou’' ve mentioned also the science and engineering fund, and my
good colleague the Minister of Innovation and Science is going to
have an opportunity to likewise respond to that in his estimates.

Mr. Doerksen: Tonight.

Mr. Melchin: Tonight. Oh, yes. He's ready to go, and he'll
remember this and can supplement with . . .

Mr. Doerksen: What areyou talking about?

Mr. Melchin: We' retalking about the science and engineering fund,
the ingenuity fund, which it's now called, that one of the require-
mentsisto mantain thereal value, and given that unfortunately the
$500 million that was put into the fund — timing for investment
purposes couldn’t have been worse really. Inthelag two yearsthe
marketshavedropped substantially, so thereal value of that fund has
dropped bel ow $500 million. So the question to the Auditor General
is: with our legidation do they have the spending authority?

It was anticipated that that fund would earn a certain amount of
incomeevery year, of which most of it could bespent for scienceand
engineering research and then retain an inflation-proofing so thereal
value of the fund was kept. But from day one the markets went
down and the investments lost money; therefore, that needed to be
clarified. Therewas, actually, in thisbudget atop-up of $22 million
comingin this year for the science and engineering fund to put that
book value —inthe estimates of Scienceand I nnovationtonight that
should probably be more fully explored — back to the $500 million,
which doesn’t necessarily fully answer that question, but it does
address one of the problems that we have heard from the Auditor
Generd.

Some of the specific questions wé |l provide also back to you in
writing. Thanks.

The Chair: The hon. Member for Edmonton-Centre.

Ms Blakeman: Thanks. The minister started out by sort of saying:
well, we're looking at the estimates here and not at the Auditor
Generd. In defence therel think it’s important that we do always
look at those two hand in hand because if we're not going through
into a new budget with some of those recommendations from the
Auditor Generd about the budgeting process and the accounting
process and the performance measurement process of government,
if we're not including that and moving forward with it, we're in
trouble. So I’m dways going to bring this up and query everybody
onit.

3:50

I’'m wondering if the minister is able to give us a list of the
number of forgone revenueprogramsthat heiscurrently overseeing
in hisdepartment. Hekeeps mentioning theone, and | keep probing
to see how many are being overseen here. | understand that he's
only willing to talk about the ones in his department. That’s fine,
but I'd liketo get thelist.

| find it interesting that the minister is not keen on assigning sort
of dedicated taxes, and | find mysdf agreeing with him because |
think it takes away the flexibility of government to assign that
money. I'll give you aspecific example. Y ou work yourself into a
position where you’ re having to raise atax to saisfy the demands of
the group that is receiving the tax. | know that in the States, for
example, the snowmobile clubs down there do very well because
they are assigned a certain percentage of the gasoline tax. But as
they expand their operations and want to do more, they're looking
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for more and more of that money, so they want more and more of
that tax collected <0 that they, in fact, get more for themselves. To
my mind, the purpose of levying that kind of tax is not to become a
revenue stream for very specific groups. So I'm agreeing with the
minister there.

| have to argue a bit with the minister — thisis an ongoing battle
between the Auditor Generd and almost every ministry — about
capitalizing and amortizing these cogts of $15,000. | don’t want to
let the minister’s comments go by in Hansard without chdlenging
them. | mean, yes, it's one thing to say that $15,000 for oneitem is
not worth going to al this effort for, but when you’ ve got depart-
mentsthat spend that $15,000 on ahundred items, you’ ve now spent
far morethan $15,000. Y ou’ ve spent $15,000 for every one of those
hundred items. That now becomes a significant amount of money.
The fact that you're saying that we just dropped $14,500 on a
whatever — car, computer, whatever - and itsvalue isused up inside
of one year is simply not accurate. It retains a value beyond that
year, and we're losing the sense of the value of those assets. Sol’'m
just arguing back with him there.

[Ms Graham in the chair]

Now, he was asking about: what was this uniform practice? I'm,
in fact, looking for a status update because I’ m reading through the
questionsand commentsfromthe minister’ sagppearanceon April 17,
2002, before the Public Accounts Committee. Therewasaquestion
asked by the Member for Calgary-Bow, and | will just quoteit for
you. She'sreferring to the Treasury annud report. That would be
for 2000-2001, page 41.

It's reported that “Alberta Treasury commenced working with

industry and other governments across Canadato set standards and

to seek uniform practices” with respect to the taxation of tobacco

and fuel. What are the benefits to Albertafrom participatingin the

fuel tax and tobacco tax uniformity projects, and does Albertaretain

its soverdgnty over fuel and tobacco taxes?
And in the minister's response, he talks about addressing the
smuggling. That'swhere that’s coming from.

So if his staff wants to go back and look at those comments from
that Public Accounts meeting, which is Hansarded, I’ mlooking for
the status update on whereyou’ reat withthat. Theminister doessay
that the uniformity project is helping; if it's harmonized; tobacco
smuggling is important; looking at methodologies, et cetera, et
cetera. My point is: where are you with this? You were asked a
question. You sort of said: we're getting to it. Where are you?
We're now actudly two years past what we're talking about here.
So there' sthe reference for him or for the staff to go back and look.

The issue around the 1 percent royalties for Syncrude. | think
what bothers me about that and what bothers me about whether
we'relooking at examining the value, the cost-benefit analysis on
that forgone revenue is that that's 1 percent of everything that
Syncrudeproduces. We'renot talking 1 percent from that section or
1 percent from, you know, tha process. We'retalking 1 percent of
absolutely everything that they are processing up there. That'salot
of forgone revenue in support of a new section being built. The
minister minimizesthat, and | think he’ swrong to do so, and | think
we need to look at whether we redlly are going to be getting that out.
[interjection] Right.

| don't really need responses at this point to the points that I've
raised. I've given you the reference documents for the staff to go
and send metheresponsesin writing, and therest, | think, wasreally
just comments back and forth.

Thank you very much, Madam Chair.

The Acting Chair: Thank you.
The Member for Calgary-Currie.

Mr. Lord: Thank you, Madam Chair. | would also liketoriseto ask
afew questions of the minister on hisreport. | amvery pleased, in
fact, to hear some of the comments that the minister has made,
particularly in regard to the interprovincial initiative to start a
committeeto start looking at national harmonization of our security
regulations. In my view, thisisone of thelargest and most impor-
tant issues in our country and not just from an economic develop-
ment perspective but also from a national unity perspective. | have
for years felt that the lack of harmonization between our security
regulations across this country has been a significant deterrent to
creating venture capital, to creating new companies and just a host
of other issues and problems tha it has created.

Now, there have in the past been attempts madeto do this. There
have been other committees that have looked at it. It has not been
successful to this point and thus the questions that | have for the
minister. I'm wondering if the minister could daborate for the
Assembly here on how this committee would be sort of structured.
Who would be sitting on this committee? How would they be
selected? Arethey appointed? Is there any opportunity for public
input, scrutiny? |Isit an open process? How would the committee
membership be chosen, | guess, is sort of the first question.

The second quegtion: considering theimportance of thisinitiative
to economic development, is the minister's department working
closely with the Economic Development department to ensure that
thereis a full breadth of input into this process and that this time
hopefully it will succeed where in the past it has not? So I'd
appreciate if the minister could comment on tha.

Mr. Melchin: I'm glad you raised this. Too often | would say it
maybe doesn’t catch the highlight because it isn’t health or educa-
tion, but it’s critical, if we want to improve the capital marketsboth
for investor confidence and safety and the willingness to invest, to
improve our regulation of securities in Canada and throughout the
world. It can beafoundation for us. You mentioned nationa unity,
which is another great by-product of this, but it can be afoundation
for us in ensuring that the Canadian markets grow, that we have
more access to capital over time versus other countries, especially
like the United States, who has such a large share of the world
markets.

With respect to this committe€'s structure, its structure, we
thought, is important enough that we were going to leave it as a
ministerial committee. So rather than appointing and delegating it
likethefederal committeewhichisalso out —thefederal minister put
out a wise persons committee and nominated some people from
variousprovinces But, ultimately, it still hasto come back to us as
legislaorsin each of the provincesto assesswha we are going todo.
Given that it's a provincial jurisdiction, we're going to have to
address these quegtions provindially, and therefore we felt that as
provincial ministers we would steer this committee Infact, | chair
the committee of ministers from across the country and the territo-
ries, and all of us have unanimously concurred that we want to
provide by September 30 aworking plan for regulation of securities
nationally.

4:00

That said, weare goingto work towardsproviding adocument for
public input. You talked about public input. We will meet as
provincial ministers over conference calls each month, but by the
end of June we're going to meet together after more work has been
done by our departments, by the securities that we are asking as
resource groupstothis. Weareinviting avariety of peopl ethat have
expertise in this industry to be resourcesto us. Our departments,
from deputy ministers on, will be providing resources. All the
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securities commissions will be providing resources. Our own
Alberta Securities Commission will be a resource to us as well as
industry individuals. We have written to and asked for the input of
al stakeholders in the industry, in the investment community, so
they have been informed of thisinitiative, and we will be providing
adocument to them by July for their public feedback.

Our working plan will not solve all the details of implementation
by September 30, but we' re going to get a commitment from all of
the provinces and territories for an outcome. One redly is to
streamline a nationa approach to regulation of securities so that a
company hasaone-window approach to gpproval, not having to deal
with 13 regulators to get something done, where rules are different
in each province, where the regulators have different sophistication
and interest in each of the provinces. So it’s going to put some
requirements on all of usto come together and work in a national
interest on solving these problems.

We're thrilled with this initigtive. We'll be reporting back
periodicaly as to the progress. September 30 is a tight deadline.
We do not want to giveit alot of time. We want some action. We
want to start drivingacommitment by all of the provincesto resolve
this issue. It will help resolve some of the uniform securities
legislaion across al the provinces. It will help resolve issues of
access to markets. It's a onewindow approach rather than a 13-
regulator approach. It will address questions and even accesswhen
dealingwith other countries. What isour international presence and
a way we can promote oursdlves internationally and represent
ourselves internationally as a country even though it's provincially
regulated?

Thank you.

The Acting Chair: Thank you.
It's the Member for Edmonton-Highlands.

Mr. Mason: Thank you very much, Madam Chairman. | have just
afew questions for the minister today, and thefirst one deals with
some Auditor General recommendations in some of his previous
reportsin which heasks thegovernment to determine the objectives
that are supposed to be met by tax decreases for the corporate
income tax. Now, | know that many people believe that cuts to
corporate income tax are beneficial, but it always seems to be the
corporationsthat say so. Similarly, cutsto the personal income tax
of high-income earners have ther partisanstoo, but they’ re mogly
to be found among those who have high personal incomes and not
amongst those who have low personal incomes. So the question
realy is: wha is the objective of the four-year reduction in the
corporate income tax rate? Has tha been defined? Will it be
defined for the Auditor General in away that will be satisfactory to
him, and if it has been defined, what is the objective? Since we are
now partway through that program, what has been accomplished
with it so far?

Secondly, the reduction in the last couple of years has been less
than initially indicated in the year 2000. | think it’'s another half
percent instead of a 1 percent reduction this year, and | think it was
much the same last year. So what is the reason for thereduction in
the reduction, if you will, from the original four-year plan?

My next question has to do with the school property taxes, and
thisis expected to grow by $64 million this year because of growth
in the assessment base. The mill rate is not being changed, but as
anyonewho'’ s been involved in municipal government can tell you,
the best way to get atax increase without anybody redly knowing it
isjust to leave the mill rate the same and have the property vaues
increase either through new properties being added to the base or
throughanincreaseintherelativeval ueof the propertiesthemselves.

This is similar to bracket creegp on the income tax side, and the
government has taken some credit in the past for eliminating bracket
creep, so the question is: why not eliminate it here? When did the
decisionto go away from capping thetota revenuefromthe property
tax to simply capping the rate take place? When did that policy
decision get changed and why?

The other question has to do with the heritage savingstrust fund,
and I'd like the minister to comment on the decision to change the
balanceinthefund to amore aggressive one, increasethe proportion
of equities, and why that was done at a time when the market was at
or near its peak and had been long overduefor acorrection and what
thejustification of that isinlight of the lossesof the fund subsequent
to that and whether or not the miniger plans to revisit the mix
between equities and bonds in the fund.

Those would be my questions for now, Madam Chairman. Thank
you.

The Acting Chair: Thank you.
The hon. Minister of Revenue.

Mr. Melchin: Thank you, Madam Chair. The first one was the
objectives to be met when you cut taxes. The objective isthat we
want to ensure that we retain a climate where people will want to
come and live, where opportunity for jobs can be created, andwhere
it can attrect capitd. If we'reat the higher ratesof tax burden, then
you become asignificant deterrence for peoplewanting to live here.
Look at the many people that choose to move to Alberta, even for
reasons such as taxation. Look at the many companies that choose
to come here for reasons of the Alberta advantage, of low cost. If
you want to formul ate capital and grow and createjobs, you need to
retain money, dollars.

[Mr. Tannasin the chair]

I’ll give you just another. It's anecdotal. Last year we werein
New Y ork vidgting with a number of large fund managers, and it’s
their opinion, but | sad: here you are sitting in New York; tell me
what your view of Canadais. | asked asimilar question to anumber
of the different fund managers. Thisiswherereally 50 percent of the
capital marketsare coming out of the world, and they’re looking at
placing funds and investing money in theworld. “So tell us about
your view of why you would invest in Canada.” They do say alot
of great things about Canada because we have much to be pleased
within our opportunitiesin Canadain relationto the world, so there
aremany greet, complimentary thingsto say. Y et when you look at
cost, they said: your tax rates and the amount of the tax you teke in
Canada is too high versus what happens in the United States; we
actually get a better return by investing our money in the United
States than what we get for areturn on our money if we invest it in
Canada, in the companiesin Canada. It's that type of an approach
that | find unacceptable. If you want to increase the wealth so that
we would have more even for government and its services, how do
you grow theeconomy? How do you grow the opportunities? How
do you encourage that to flourish? So it is important that we set
thresholds of being competitive vis-avis the other provinces and
especidly with our largest trading partner, the United States. Sothat
tax business component is a very important component of that mix.

4:10

When you look a our heritage fund investment objectives, our
own investments — and these are scaled down given the marketplace
— our assumptions in our heritage fund business plan for return on
our own investments in companies in Canada in the equities is 7
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percent versus companiesin the United States, whereit's 8 percent.
When the markets were more at their peak, it was 9 percent in
Canada and 11 percent in the United States, you know, aspread of
10 to 15 percent difference in return in investing your money in
companies on our own fronts. Sowhy isit that individualslike you
and | that invest for our future in our savings in our RRSPs and our
pensions and so forth are asking for greater foreign content in our
RRSPs? We're asking to invest more of our money as Canadians
outsideof Canada Why we ask that i shecause we actually get better
returnson our money if wedon’t be so punitive to usin formulating
capital and clearly for all the diversification of risk factors. Soitis
important for us in Alberta— we' re asmall population of 3 million
peoplein avas world, with aneighbour to the south of 300 million
people and 30 million people in Canada — that we make this an
attractive place for people, that they can save their money, that they
can take care of their own individual needs, that they can plan for
their future, that they would be prepared to invest their money here,
that they’ re prepared to attract more money from theworld here. It's
that that creates more opportunity for all of us. It is precisely for
those reasons that you do not also get punitive to the high income.

Our cuts, for example, to persona income tax that happened
before — you didn’t hear the complaints when the temporary
surcharges on the high-income earners were placed in place to dea
with the deficits. Those were temporary surcharges, and when you
try and remove it, al of sudden you're favouring the rich, whereas
it was temporarily punitive to them. Our tax policy even there will
facilitate not being punitive and penalizing those that want to work
—and it doesn’t matter how much income they’ re making —and save
that bonus for their personal needs rather than it always having to
come to the government. It is an essential component, | woul d say,
to our framework in the Alberta advantage.

When you look & the revenue structures of high taxation, look at
what’ s happened in Canada as examples. Of our neighbours to the
west and east of us there are only two provinces now, Ontario and
Alberta that are actually contributing in excess of what they give
back. We are helping all Canadians because of what this policy has
done for us. We don’'t make any apologies for it. It has worked
well. It has created an opportunity where people want to move to
Alberta. They' re moving here in great numbers. Our corporation
base of taxationisimproving. Evenwith lower numbers, lower rates
of taxit'sincreasing. Morecompaniesaremovingto Alberta. More
opportunities continue to expand, and it’ s been evident just by what
we've done.

I’ll haveto defer the school property taxes. My hon. colleaguethe
Minister of Municipal Affairs actually has education property taxes
in hisbudget. The education property tax, the school property tax,
isactualy in Municipal Affairs and therefore not in my estimates.
| could certainly give some comments, but I'd ask you to maybe
defer the comments for when heis here to talk specificdly on his
estimates.

The Alberta heritage savings trust fund decision. When did we
change the diversification? The only other survey done of the
heritage fund was back in 1995 or early 96, and it asked some
questions of Albertans about the purpose of the fund. Should we
make along-term dedision now or wait until budgets were balanced
and so forth? Albertans said at that stage: retain the heritage fund;
wait until you’ve balanced your budget and started to pay down the
debt before you actually makethe more longer term decisions about
the heritage fund. But they did also give the feedback to keep it
structured as an endowment fund. Within that survey the context of
public policy and legislaive changes were brought forth and
introduced, to start with the 1997 year, that changed thestructure of
that fund, when it was divided into a transition portfolio and an

endowment portfolio, where the funds were being taken out of the
transition, which was all a fixed-income portfolio, and gradudly
being moved over into an endowment. So it actually goes back six
yearsin direction and policy, and we' ve benefited through alot of
those years, too, inthe markets. Asthey continued toimproveinthe
early years, so did our income stream do very well duringthoseyears
in our investments.

Arewe going to revisit the mix? We're constantly revisiting our
asset mix and policy investment decisions. In the heritage fund
business plan we've actudly changed a component to put moreinto
absolute return strategies, to increase that to 5 percent of the mix,
and to increase private equitiesto 5 percent of the mix, both to help
diversify the risk but also to maximizethe long-term yield.

It's impossible, 1 would still say, to choose the peaks and the
valeys of any investment. Take abond today. We have a policy of
35 percent of our portfolio in bonds. Our portfolio is actudly
potentially exposed to some capital losses, so there’ sno such thing
asnorisk in bonds. If interest rates go up, the vaue of your bond
will go down. If you can get today a bond for, say, 4 percent and
tomorrow you can get a bond for 6 percent, you' re not going to pay
the same money for that bond at 4 percent that you would pay for a
bond at 6 percent. So with the value of your bond that you hold at
the lower rates and with interest rates at historical lows, in the bond
markes it’s very questionable as to the risk with those even. Our
portfolio could suffer substantid losses if we only choose bonds
when interest rates are coming maybe back and start escalating. 1t's
been the last 20 yearsthat bond markets have rallied because we' ve
had historical high interest rates, and it made maybe more prudent
sensethento take that strategy. Highinterest rates, that were double
digit at the stage, have been gradually declining to the point now
where bond interest rates are once again at historical lows.

So the long-term strategy is what we're looking for with the
heritagefund. Albertans said: along-term strategy. They want the
fund here for along term. That was reiterated again in our survey
this past fall. What | would say isthat if you're looking long term,
just a couple of statistics for you. We looked at this. In 67 of the
| ast seventy-seven 10-year rolling year periodsequitiesoutperformed
bonds. In 10 of those years bonds outperformed equities. If you
look at a 20-year rolling period, equities have always outperformed
bonds. Always. So the longer your time horizon the less risk you
have. If you're prepared to say that your investment strategy is a
long-termhorizon, thenyour risk isdiversi fied by aportfolio balance
and also by a time horizon.

Our heritage fund is not a short-term fund. Thisis a long-term
endowment, and if you want to maximize returns and gtill diversify
and manage the risk component, you will diversify, and therefore |
would say to you: you' re still going to want an equity componentin
along-termstrategy. If you needto exit for retirement reasonsor for
some reason in the next oneto five years, then don’t go into equities:
too much voldtility, especialy in today’s market. But if you're
prepared to be patient in the long term, you will outperform bonds.
Andto not put all your eggsin one basket: that's why we diversify.
That’ s why you do say that bonds have an important component of
it. Sodoesred estate That’ swhy we have actually diversified our
portfolio into up to 10 percent of real estate over the past couple of
years so that we're getting a better blended mix of risk and return
strategy in our portfolio. Our managers of the fund are doing an
exceptional job. We've got some tremendous professionals that
know theindustry well, and we' revery pleased with the oversght of
that fund despite the difficulty in the worl d markets today.

4:20
The Chair: The hon. Member for Calgary-Currie.
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Mr. Lord: Well, thank you, Mr. Chairman. | did have afew more
questions on the nationd harmonization of security regulation
initiative, and | certainly appreciated the minister’s answers on the
previous questions.

Of course, the minister did alludeto thedifficulties hereof getting
into thisissue, and of courseit’s alittle bit too technical, | think, to
attract general interest. Infact, it seemsto only atract theinterest of
former stockbrokers, like myself, and people who have been around
this issue for some years. But | wasnot kidding when | said that |
felt that thisis one of the largest issues holding back the Canadian
economy in the world and holding back provinces within Canada.
That’ swhy | mentioned that it's very important, | think, for not just
economic development but in fact even national unity. So I’'mvery
concerned and very interested in this review going forward.

The minister has answered how the committee will be struck. |
guess sort of the first question I'd liketo know about is whether or
not there are going to be web pages, some publicity, some press
releases, et cetera, outlining this as it goes forward so that stake-
holders that might be affected will be aware and will be invited to
have publicinput.

This has been along, difficult, and contentious issue for many,
many years. It's been ongoing for many years. People who have
been involved in the industry have been complaining about this
problem for many years. Of course, it's very difficult to address
parochia viewpoints and interprovincial trade barriers and so on.
What | would like to hear the minister discuss is: how would this
review be different from anything that has occurred in the past?
How will this be different this time in terms of committee makeup,
for example, the types of expertise and the type of experience and,
| guess, thetypes of industry interest that will be represented on this
committee that would be different from previous efforts to address
thisissue? For example, will there be small business entrepreneurs
on this committee or allowed to be involved in the votes on this?
Obvioudly, that’s a critical stakeholder in the entire issue, and in
trying to raise venture capital, they are in fact the people that are
most affected.

| guessthat if the minigter could address those two issues, | would
certainly appreciaeit, Mr. Chairman.

The Chair: The hon. minister.

Mr. Melchin: Thank you, Mr. Chairman. We're glad we have
someone, the hon. member, with hisbackground in the stock market
industry. I'd agree that thisis acritical issuefor unity. Infact,it's
really been interesting thus far aswe' ve taked. Y oumight say what
provinces might be really against this, and you could certainly take
Ontario, where the largest capital market of Canada still is. They
might have a different interest in saying: yes, let’s naionalize and
putitall inOntario. They might comefrom that perspective. Oryou
might say Quebec. You know, havethey looked at thisdifferently
as wanting to participate with the rest of the country? Do they even
want to betied in with the rest of the country?

But without exception even those two provincesaswdl as when
wetaked with the Maritimes or the territoriesand clearly our prairie
provinces, al of the ministers have acknowledged that maybe it's
timing, that it's a criticd question for us nationaly, that we do
expect and take seriously our provincial responsibilities, that we can
find practical solutions to still live within our constitutional
jurisdictions yet solve the 13-jurisdiction regulatory difficulty that
thesmall businessesin particular, whenyou’ reraising small anounts
of capital, find extremely burdensome and almost preventative in
accessng capital markets. Absolutdy correct. Theformulation of
that capital and venture capital under a small amount of money

becomes prohibitive. So in the simplification of that approach to
regulation and accepting of the standards, the interprovincial trade
barriers need to be removed.

What' s different thistime? Y ou’re absolutely right. Y ou would
know better than maybe many that this has been studied by many
other committees before. 1t's been attempted and faled time and
time again. Thisisthe only time that I’'m aware of that dl of the
provincial ministers have agreed at the onset that thereisat |east one
objecti vethat we can get to, and that’ sthepassport approach, and we
want to accomplish that. We' veal ready assessed: istheresomething
that, if thisis not the best model, & least practically can attain most
of the objectives that we'd like? So we've come to agreement on
that.

It sgoing to bedifficult in the detailsmaybe, but we' recommitted
to drive thisthrough legislatively and in support of the provincial
legidlative processesin all the provinces, which has never happened
before. In the past they put out, like the federal government did
today, awise persons committee, and they put out a committee of
expertsin theindustry. Then all of asudden they come back at the
end of the day and they put it back on the provincial regulators,
expecting to somehow come onside with answers that may not be
politically acceptable; i.e., anational, federally regulated model that
is not acceptable to any of the provinces. That’swhat happened in
the past: they kept coming back to turning it over to federal jurisdic-
tion. We'renot going to wait for how many decadesor lifetimesto
open up constitutional questions. We can solvethesepractically and
efficiently and till be very responsive to our provincial questions.
So the commitment of all the provinces, of the ministers to specifi-
cally stand by and lead this process and ensure by the tight deadline
of September 30 that it doesn’t get studied forever — that doesn't
mean that all the details will be sorted out, but it will mean that an
action plan can be put in place to get us there.

Y ou’ ve made some great comments about: how do more people
getinvolved? Web sites, pressrel easesrai setheprofile. We'reearly
into this process, and | will take those recommendations as olid
ideas that we will need to do. We've done a number of press
releases, but you' ve got to continue to keep that awarenessmoreand
more. We havewritten afairly lengthy stakeholder list already, and
we'll continue to broaden that. We' reasking all the provinces for a
good stakeholder list that we can advise and update. We' redevelop-
ing a background paper on thisthat we Il put out for public discus-
sionfor thefirst part of July so that through the summer months and
through the beginning of September we can get that public and
stakehol der feedback and conclude at |east the outlineof the plan for
an action plan by September 30.

Involving small business entrepreneurs: | like your ideaon that.
Wewill ensurethat that’ sastakeholder group tha isrepresented and
ensure that their ideas are on the table and facilitated.

Thank you so very much for your comments.

The Chair: The hon. Member for Edmonton-Highlands.

Mr. Mason: Thank you very much, Mr. Chairman. One last
question to the minister. A number of commentators in the United
States and el sewhere have predicted that we in fact may be entering
aperiod of deflation intheeconomy. I'd like to know if the minister
has considered that possibility, how seriously hethinksit may affect
us, and what steps he has taken to insulate the heritage savings trust
fund from athreat of deflation, what strategies the government has
in place to protect the fund if in fact that comes to pass.

Mr. Melchin: Very good questions. You know, thechallenge with
economigs — and it's heard many times. The economists have
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predicted 10 out of thelast three recessions, and that’ sthe problem.
| don’t know how many times every economig you choose is going
to have the crygal ball of the future None of them really know.
They can take the models and project. Thereis a case to be made:
arewe going into a period of deflation? We've heard that. | would
say that there’ salways arisk of some of thosefactors We've seen
asofteningin the economy certainly to the south of us, in the United
States, but even many of the economists in the United States are
saying quite the opposite, that the United States will yet pull out of
this and improve.

Y our questionisvery good, but in not knowingif it isone of those
timesor not —1 clearly can’t guarantee those future events; youdon’t
know what impacts of world events could combine to create a
deflationary period — how do you insulate any investments? You
know, | guessit gets back to, in along-term view, that you have to
have adiversified portfolio, then, becausehow do you pick any one
scenario as being the only scenario or the best scenario given that
you can'’t guarantee thefuture? So if you picked any oneinvestment
strategy, you might win big or just totally lose everything if you
invested everything in one portfolio, and it wouldn’t matter which
one you picked, including bonds. You can lose a lot of money if
interest rates dl of a sudden escalate like they did in the '80s, and
you've got bonds at 5 percent interest and all of a sudden there are
double-digit interest rates.

4:30

So there' s no such thing asinvesting with no risk. That' s not the
case. But you do make a prudent investment rule that you would
invest as a prudent investor would invest. If it's a long-term
strategy, you' d be prepared to invest through cycles, not just trying
topick thehighsand lows. Ifit’slong term, which the heritagefund
is, you'd be prepared to invest with long-term thinking and be
patient with your strategy because the diversfied portfolios of
equitiesand bonds, real estate, and so forth arejust that, to diversify
and hedge against a variety of theseproblems, beit deflation or any
other invesment challengesthat arise in the market.

Thank you.

The Chair: The hon. Member for Edmonton-Glengarry.

Mr. Bonner: Thank you very much, Mr. Chairman. Itisapleasure
to rise thisafternoon and participate in discussions on estimates for
Revenue. Just afew comments beforewestart. A number of people
have been talking about our heritage savingstrust fund, and it isone
of those funds that are under the Ministry of Revenue. | had the
opportunity to read abook called Simple Wealth, Inevitable Wealth,
andit’ sjust abeautiful little book. Certainly, it focused on equities.
It traced therecord of equities back to 1926. Oneof the encouraging
things that all membersshould know isthat since 1926 equitieshave
averaged 9 percent per year. Sol think itisaprudent choicethat we
have in the heritage savings trust fund, particularly when we're
looking at long-term investments, that we have invested in equities.
So | have great faith that they will come back. Now, | don’t know
if itwill beinmy time It'sacrazy world out there right now. One
of the stas that was brought out in the book was that even after the
Great Depresson, fiveyears after the big crash came, 95 percent of
all those equities had regained their initial vdue at the time of the
crash. So| do haveatremendous amount of fath in our endowment
portfolio in the heritage savings trust fund.

One of the other examples that was cited in this particular book
was about Warren Buffett. Warren Buffett is also big into equities,
and he had a paper loss of $6.5 billion which he recovered in three
months. Now, we'renot doing that right now, but in the long run |
know that we will.

| was dso very interested in the comments by the minister
regardingwhy peoplewill cometoAlberta Certainly, right now we
are doing a lot of good things in this province to pick up our
economy and whatever.

Another interesting book that | was reading wasRoad to Growth.
Tax structure to turn economies around is a very, very important
issue, but one of theother factorsin turning around economiesisthe
downsizein governments. Now, | know that we have some work to
do here. Wewent from18 ministriesto 24, and perhapsthe minister
in his wisdom and if he follows the examples of economies that he
had cited, whether it be the United Sates, whether it be Ireland,
whether it be the Dutch mirade, whatever —in all of these the other
component to reducing taxes was to downsize government. So |
think we do have some work to do there in Alberta.

Now, then, aswell astheheritagefund being part of the responsi-
bility of the ministry, we also have the Alberta Heritage Foundation
for Medical Research endowment fund, the Alberta heritage
scholarship fund, the Alberta heritage science and research endow-
ment fund, the Alberta risk management fund, and the Alberta
SecuritiesCommission, so avery, very important ministry and avery
complex ministry with all these various funds to oversee.

[Ms Graham in the chair]

Now, then, as well, one of the mgor roles of the ministry isto
manage our investmentsin the province, to devel op tax and revenue
policy within the province, and to administer tax programs and
minimize the risk of loss of public assas. In looking at thisyear's
budget, the government is requesting $45.3 million to operate four
core programs, and these are broken down by the ministry’ s support
servicesat $3.962 million, revenue collection and rebates at $21.439
million, investment at $15.408 million, and risk management and
insurance at $1.039 million. | have afew questions for the minister.
What kinds of rebates does his department issue? How do they vary
from year to year? |s the government planning on following the
same investment gtrategy for the various funds that they did this
year? So if the minister could answer those for me, please.

The Acting Chair: The hon. Minister of Revenue.

Mr. Melchin: Okay. Well, first off, | appreciate actudly the
commentsyou made back on heritage fund investing in equitieslong
term. Thank you for your comments on it. It’'s nice to hear that
there is support for some equities, and | know tha’ s been true, too,
from the participation of the members opposite on the all-party
AlbertaHeritage Savings Trust Fund Committee when we anayze
policy and investment decisions. It'shard and it's dways difficult
to have to sand up and be ayear that’ s comparableto the crashesin
the 1920s and the other significant downturn in the 1970s and have
to be the third worst in that last 100-year period. It'snever easy to
want to be patient and prudent through that time, but | would concur
with your analysis that patience through this will prove very
beneficial for all Albertans and that we still continue a diversified
portfolio to include equities as well as bonds and real estate.

The Road to Growth and downsize government, cut taxes. Well,
glad to hear you commenting on those and advocating those. We
take those in context. We'll remember to quote you, though, on
those two comments quite often. Thank you.

Let’'ssee. Therebates. I've got to get theline item. MaybeI’ll
have you comment again where you got that. | missed your com-
ment on the rebates. If you could just le& me know what that is, I'll
get back to it.
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Mr. Bonner: | will get those back to the minister.

On page 328 of the Department of Revenué s business plan for
2003-2006 the department indicates that it will “devdop and
maintain along term revenue management framework.” Thisisthe
same performance measure that was used last year, so my question
isinregard tothis. What kept the department from meeting thisgoal
when they first established it last year? My second question in
regard to this is: when does the department plan to have this
framework in place? If the minister doeshave atarget date, could he
share that with us?

Mr. Melchin: I'm sorry. |I've got to ask for your reference again.
You said page 328?

Mr. Bonner: Yes. Of the businessplan.
Madam Chair, for the minister that would be goal 1.1, the first
bullet under Key Strategies.

4:40

Mr. Melchin: Okay. Goal 1.1, key strategy, development of “long
term revenue management framework.” 'Y ouwereasking—and I've
got to clarify thisagain—which of the performancemeasureswedid
or did not meet. Isthat what your question was?

Mr. Bonner: It was the same goal you had last year. Was the goal
met last year, and if not, why not?

Mr. Melchin: Okay. With respect to this one | do see that this
“ devel op and maintai n along term revenue management framework”
isn't so much of aproject that’s completed and finished in one year.
We have always thought of it being an ongoing part of the work of
our department, that we will continue the research | would say
continuously on options, on long-term scenarios, on alternatives for
long-term planning of revenue sources. So in that respect we have
met many of our objectives.

One of our first thingswas to make sure we do aproper inventory
of what is working with dl the other departments to establish and
understand better what their revenue sources are, what their policies
behind that are, and how that will affect the long-term streams of
revenue. So on that part much homework has been done, not
necessarily complete but grea progresson that front. Our deve op-
ment now of long-term strategies is becoming more of the focusfor
our next year coming up. | would say in that regpect that thisis one
of the key worksthat’s ongoing. It’snot so much a project having
been compl eted and finished, but it will be ongoing work withwhich
we've made great progress, and we'll continue to do so going
forward.

The Acting Chair: The Member for Calgary-Egmont.

Mr. Herard: Thank you, Madam Chairman. | wasn't going to get
up and raise this, but | was looking at your goal 1.1, “a revenue
structurethat meets Alberta’ sneedsandiscond stent with Albertans
values,” and goa 1.2, “fair and competitive provincial tax and
revenue systems.”

| just want to sharealittle sory with you. A good friend of mine
loves a great cigar, and recently he confessed to me that he haan't
bought a cigar in Alberta for months and months and months. In
fact, he can get cigars sent to him out of Manitoba, pay thefreight,
and they’re till less than half of what he has to pay for them here.
So | thought I'd better ook into this because | didn't realize that
that's really what took place with respect to the change in the
tobacco tax.

It turns out that | have a tobacco store in my constituency, so |
went over and had a chat with the owner. | didn’t even know that
this store was there, but the first thing that impressed me was the
significant investment that thisbusinessperson had put into control-
ling the humidity and the temperatureand all of that for the product.

An Hon. Member: A humidor.

Mr. Herard: Humidors? Thank you, hon. member.

But thisis not asmall investment, so | asked him what the impact
of thistax had done for him, and thebottom lineis that heisfinding
it extremely difficult to stay in business.

So when | look at goal 1.1, | don’t think that it would be within
Albertd svaluesto have atax system that would force somebody out
of business. That would not be an Albertan value, I'm sure, but it
would certainly be condstent with goal 1.2 to have “fair and
competitive provincial tax and revenue systems.” Itlooksto melike
thisisredly not a policy issue, because I'm sure we didn’'t go out
there and creae this policy that would in fact be detrimental to one
particular sector of the economy, so it must be an administrative
error. So if it's an administrative error, then would the minister
consider fixing that administrative error s that we don’t in fact
discriminate against certain vendors?

Mr. Melchin: Thank you for raising such an enjoyable topic. You
piqued theinterest of afew people. You have afriend who loves a
cigar. Well, | gppreciatethat you do.

Now, last year in our budget, as you know, we raised tobacco
taxes not just a nominal amount but a 125 percent increase in the
rates, and that 125 percent increase was on the cigarettes, loose
tobacco, cigars, and everything. One of the first things you talk
about is: what value structures are we incorporating by raising taxes
so much? | would say that it’ sagreat |lesson on taxation. What does
taxation do to economic activity, especially when you go to certain
thresholds? What values are we supporting by raising taxes so high
that we do cause aproblem to abusinesssegment? Myself not being
asmoker, I'm not certain why it isthat the public has chosen avdue
set lately, which | support, of antitobacco. Y ou know, the healthrisk
factorshave become afactor such that we said that our policy wasto
reduce consumption of tobacco.

[Mr. Tannasin the chair]

So think of dl the businessvendors out there that are now selling
tobacco products, cigars also included. Our policy is goingto have
an impact of reducing their sales, and what has happened, for
example, just to give you some information, is tha cigarete
consumption has been down close to 20 percent in this past year,
volumereductions. Cigar taxes actually have only been down about
5 percent. |'ve been surprised, given that actudly there is a differ-
encein the calculation of tax on cigarsversus dgarettes. Cigarsare
on a percentage of the manufacturer’ s suggested sales price versus
cigarettes, a flat amount per carton. With the tax on cigars versus
cigarettes the question is: is it an administrative oversight? You
might recall that we actually had a discussion on this. We brought
it back and had some discussion on the differences, and thishasbeen
our policy. Now, what is different about the two of them is this.
[interjections] | appreciatethe support. You know, it'sniceto have
the support of your caucuswith you onyour new policy. Thank you,
team. It’sniceto have you right there behind me when | really need
it. They're all quite aware of adiscussion we've had in cabinet,
caucus, and so forth on this topic.
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Ms Haley: Amazingly enough, it wasn't in the newspapers.

Mr. Melchin: It wasn'’t reported before we even had the discusson.
| appreciate that support when the time counts, you know, that when
we stand up to defend it here as the minister, everybody is solidly
behind you. So | thank you again as a caucus.

But here' stheissue again. There is a difference and always has
been adifference, soit’ s not necessarily new, though when weraise
taxes, it now shows the magnitude sometimes of the problem. When
you apply atax, aflat rate on cigarettes is one thing, but on cigars
being a percentage of asalesprice, thetax component is quite heavy
onalow-end cigar. That'satruecase Onthehigherendcigarsit’s
actually less because we have acap of $8 onany one cigar.

An Hon. Member: What?

Mr. Melchin: Yeah. It's only $8 for one cigar on the high end.
Doesn’t that make you feel good about tax content?

Anyway, what | would like to say is: it has been the policy that
becausethe productsare sold differently, different methodol ogies of
taxation have been applied to cigars and cigarettes over the past.
That methodology has been the policy of our government. It does
create areduction in sales. Cigarettes are actually down more than
cigars. Soif you'relookingat what it’s done to the marketpl ace, our
policy has been to see that we work towards tobacco cessation,
reduction in consumption. That's been our policy.

[Two members rose]

The Chair: Okay. The hon. Member for Edmonton-Centre.
4:50

Ms Blakeman: | think we' reprobably up onthe samething, and I'll
repeat the question.

An Hon. Member: Y ou're areformed smoker.

Ms Blakeman: Well, yeah. Okay. | am areformed smoker. | don't
care about people smoking cigars. What’ sstriking me about thisis
that thereis such adifferential on the increase of the tax for cigars.
| listened very carefully to what the minister said, and | appreciate
that he's feeling that wind whistling behind him where nobody is
standing anymore, but what I’'m questioning is: why aren’t you
fixingthis? Obviously, it soundslike you didn’t intend that there be
such adifferentid intheincrease. Okay. We wanted to increase or
the government wanted to increase the tax on dgarettes by 125
percent, but what if theincrease on cigarsislikeathousand percent.
I mean, the differenceis just gaggering. So why aren’t you fixing
it, or are you happy to leave it at that kind of, frankly, discrimina-
tion? How areyou justifying this, or do | hear the argument that it’s
a headlth thing and that if you smoke a cigar, well, you're just
discriminated against even more? |’ m wondering why the minister
isn’t fixing the discrimination when they are so far apart.

Mr. Melchin: Let’ sfirst off say that thisian’t anissueof discrimina-
tion. A tax policy has been designed for along time about how you
price tax on different products. Last year we chose and we uni-
formly increased taxes by 125 percent, approximately that number
on all tobacco products across the board. Our tax content went up
asubstantid rateby policy, and it was designed to reduce consump-
tion of tobacco so that we would have less health problemsresulting
fromtobacco consumption. Sothat’ sbeen auniform policy applied
uniformly across al of the products.

Mr. Herard: | take it, then, that the minister will get back to us on
the fairness issue.

The Chair: Okay. The hon. Member for Edmonton-Glengarry.

Mr. Bonner: Thank you very much, Mr. Chairman. Some excellent
questions by the Member for Calgary-Egmont, but I'm sure the
minister realizes now what Churchill had said in the Commons one
day when he said: my opponents are opposite me; my enemies are
behind me.

The minister had asked for areference earlier when | asked the
question: what kinds of rebates does the department issue? Thisis
found on page 304 of the government and lottery fund estimates for
Revenue under equipment/inventory purchases where we have
Revenue Collection and Rebates. That iswherethat isfound. If the
minister wishes to answer that alittle |later, that’s fine.

| did have other questions. On page 328 of the Department of
Revenue’sbusiness plan 2003-2006, goal 1.3, Key Strategies, bullet
1 indicates that the government is planning on implementing the
ministry's e-strategy “to improve client service, including the
electronicfiling of corporateincome tax returns” A few questions
onthisparticular initiative. Whenwill this e-strategy be operational
for Albertans? If the miniger could pleaseindicae how muchit will
cost to implement thisstrategy. Has this amount been budgeted for
thisyear? What is the plan for Albertans who do not have Internet
access, and have there been improvements considered for them?

Now, aswell, on page 328 of Revenu€ s businessplans for 2003-
2006 it indicatesthat the department isplanning on addressing i ssues
“related to the underground economy.” | found this under goal 1.3,
Key Strategies, the second bullet, and | have anumber of concerns
and questions regarding this particular bullet. If the minister could
pleaseexplain what theseissuesare, what planshehas on addressing
these issues, what costs will be associated with addressing these
issues, what indicators the minister does have that thereis a vibrant
underground economy if we are putting thisinto our business plans.
How large does hethink that underground economy is, or what are
projectionson how largeitis? Findly, isthe minister goingtowork
with the Solicitor Generd to solvethis problem asit could involve
law enforcement as wdl?

Thank you.

The Chair: The hon. Minister of Revenue.

Mr. Melchin: Thank you. With respect to the first question we'll
get you a written response because | still, once again, missed your
reference by the time | got there.

Y our second one was with respect to the e-strategy to improve
client service. Great progress has been made with this, and it's
primarily due to corporae income tax. Mog corporations actually
are pretty well tied into the web, and in that respect they’ re driving,
wanting the service more than the paper filing. You can till filein
the traditional method. It's not to prevent tha, though in our
transition it'll make it alot simpler and more efficient for the filers
and for us — for compliance purposes, for review of it, for refunds
and the like—to processthem onamoretimely basis. It hasn't yet
been finalized, though much of that’ sal ready at work now. Much of
it'sactually being implemented, and much of it’s actually function-
ing for Albertafilerstoday.

We've got some more work |eft to completethat, so I'll get you a
more detailed plan of the stages of wherewe' re at in responseto that
question. Our budget does accommodate that as ongoing work. 1t
isn’tanew budget item for us, soit’ snot going to beadditional costs
other than in the sense that it’ spart of our ongoing work of continu-
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ally trying to upgrade our systems. So that will hdp improve our
efficiencies over time.

The underground economy. | guess that if we really knew how
large it was, you would have probably been able to identify it and
prevent it long ago. The cog of it no one realy knows. We do
know this, and that’ s part of the reason for us having hired evenin
our last year's budget and through this year to see that we had
additional full-time equivalents added to the department so that they
could do the compliance work. Y our real work isto ensurethatit’s
level and there's ameans to make sure that those that are offenders
are caught, that there’ safairnessapproach put tothem. They should
comply with paying taxes. That's why there are penalties for not
having filed.

Our tax systems in Canada are very much voluntary. Y ou know,
you might not think of it that way, but our filing is a voluntary
compliance methodology. If people dl of a sudden come into the
province and you' re not aware of them and they don’t take measures
to declarethemsdves oneway or another, it may takeyou sometime
before you' re aware of both their residence and maybe if they have
started acompany. But there are many ways that wework with the
various departments. You know, we would clearly work with the
Solicitor General if there were criminal kinds of activities and
charges When it gets into smuggling types of activities, you work
quite abit with Gaming, with the AlbertaLiquor Control Board. A
lot of their enforcement in the gaming industry also facilitatestheir
investigationwith regect to thetobacco taxesand collection. Soit’s
aconstant challenge. Any timeyou implement atax, youdrivesome
activity underground, and with the voluntary compliance of filing,
that’ swhy you want to improvethe efficiencies and the ease of filing
and also why you want to ensurethat your tax policy is simple, that
therates aren’ t too high, becausethe higher the rates, the higher the
compliance problems you’ll have, the more underground economy
you'll create. | can't really give you any great numbers on the size
of it. They're dl estimates, and they’re anybody’ s guessredly.

5:00
The Chair: The hon. Member for Edmonton-Glengarry.

Mr. Bonner: Yes. On page 330 of the businessplan, core business
2, Manage and Invest Financial Assets, I’'mlooking at goa 2.2, An
effective management organization,” the first bullet under Key
Strategies: “ Develop and implement a new governance structurefor
government endowment funds.” If theminister could pleaseinform
us: which endowment fundswill this plan encompass? Will thenew
governance structure improve the performance of these funds?
When will thisnew governance gructure bein place? Aswell, how
will this new governance structure affect the costs of operating
government endowment funds?

The Chair: The hon. minister.

Mr. Melchin: Thank you. With respect to our investment manage-
ment organization one of the chalenges we've had and we've
identified with that organization isthat wehave avariety of different
clients with different objectives and purposes, pension funds for
example. Upwards of about $17 billion of the $35 billion are
various pension clients, and they have separate board governance
that will define and give policy oversight, investment policy
direction to our investment management division. So there's a
segregation of that responsibility, clearly, for those.

When we talk about government endowment funds, we are
specifically speaking of the Alberta heritage savingstrust fund, the
medical fund, the science and engineering and scholarship funds, the

onesthat are clearly under the purview of the government of Alberta
and of thisdepartment for investing. What we are looking at doing
isensuringthat we' ve got theright investment policy boardsin place
for them. In fact, we are creating a committee to strengthen both
outside participation and advice to the department to be chaired still
by the Minister of Revenue but would include a number of outside
professionalsin theindustry to help providedirection and advice on
investment policy decisions so that we separate policy decisions
frominvestment management. So part of that gover nance, when we
then have the investment management division, would be charged
withinvesting according to our investment policy directions, and we
separatethetwo. So that’spart of the structure we're talking about,
and that will be in place as we implement that over thisnext year.
We've had good oversight. We're just trying to make sure that
we've got the right structures to both empower the separation of
policy and investment advice to the management of the funds itself.
Then from the management of the funds you need to give sufficient
autonomy to that group to be able to react, like any investment
organization would, to the latest products that are out there, the
sophistication of the research tools they would use, to everything
fromthe systemsthat they employ, so those budgeting congraintsso
that they could operatein some respectswith alittle bit of autonomy
but professonally managed with a governance oversight with it.
We have tha governance overdght with the Investment Opera-
tions Committee aready, but we want to improve that so that we' ve
got the appropriae overdght of people, that the gopropriate auton-
omy is given them, the flexibility to respond quickly. Because
investment productsarechangingall thetime, and thecost structures
might be more or less for some, but if al of a sudden some great
investment products come along and they’ re going to cost alittle bit
more, you want to be able to have the right governance that all ows
that flexibility, because the returns tha you can yield would be
substantially better. You might be prepared to spend a dollar to
make multiples of dollars, and that’'s part of the issue with the
governance. We're trying to ensure that we've got the right
flexibility, the right professional judgment, and the right board
governance with respect to theinvestment organization.

The Chair: The hon. Member for Edmonton-Glengarry in the three
minutes remaining.

Mr. Bonner: Okay. How much timedo | have, Mr. Chairman?

The Chair: At 5:10 we'll have to go through the vote and that kind
of thing. According to the Standing Orders we must have thereport
done by 5:15.

Mr. Bonner: Okay. Just afew more questions. Still on page 330 of
the business plan, under goal 2.3, “Superior investment returns
subject to client-defined objectives and policies,” and the second
bullet under Key Strategies, “Enhance management of the invest-
ment portfolios by implementing new monitoring and analytical
tools including improved risk management tools.” Jugt a few
questions here for the minister, and then we will put the rest in
writingto the minister. Are external managersto beincluded inthis
strategy? What types of risk management tools are being consid-
ered? My final question on this particular vote is: what monitoring
tools are currently used, and wha holes exist that need to be
improved upon?

If the minister would take further written questions, we would
appreciate that.

Mr. Melchin: |I'd be happy to supply awritten responseto this one
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to give you an idea of the various tools. It'sacontinually changing
marketplace, very sophisticated investment tools. Someof them are
very software oriented. Sothey’relooking at productsthat arebeing
developed around theworld that wewill buy and/or tailor toour own
investment decisions. It also gets into having the right research
component personnel. We've put the portfolio at an increased
absolute return strategy, and we don't necessarily have al that
expertiseinside, so you start finding that with outside fund managers
that can bring those risk management toolsto you. So it may not all
beinternaly, but you do look where the sources of expertise are for
your own people, your own systems, your own research, and your
use of other external expertise through other fund managers. We'll
provide you with some specifics on that as well.

The Chair: The hon. Member for Edmonton-Ellerdlie.

Ms Carlson: If we till have sometime, I'd like to put one more
question on the record that you could respond to in writing, and that
is: how many local cgpital managers do we have? How many in
total? What isyour perspective on venture capital in this province?
We see that nationally we provide 13 percent of theGDP, that we're
10 percent of the population but only 2 percent of the venture capital
available in the country. There are a number of people who think
that that focus should change and that we spend some portion of our
investment dollars or a least that a direction should be promoted to
the small business end of the market. So if you could respond in
writing, that would be appreciated.

Mr. Melchin: We'll be happy to get you specific answers. | think
one of your questions was on the number of people that we have
involved inthe department. Inour investment management division
wehave57.6 full-time equivalents. | don’t know whothat .6 person
is. Thesecurities administration systems division, which isthe back
office part of it, has 37.5, so 95.1 full-time equivalents involved in
our investment management division here.
The other one we'll respond to in writing.

5:10

The Chair: After considering the business plan and proposed
estimates for the Department of Revenue for thefiscd year ending
March 31, 2004, are you ready for the vote?

Agredd to:
Operating Expense and

Equipment/Inventory Purchases $45,373,000

The Chair: Shall the vote be reported? Are you agreed?
Hon. Members: Agreed.

The Chair: Opposed? Caried.
The hon. Deputy Government House Leader, who is more alert
than the chair.

Mr. Stevens: | think the next step inthis process, Mr. Chair, isthat
I movethat werise and report.

[Motion carried]
[The Deputy Speaker in the chair]

Mr. Johnson: Mr. Speaker, the Committeeof Supply has had under
consideration certain resolutions, reports as follows, and requeds
leave to sit again.

Resolved that a sumnot exceeding thefollowing be granted to Her
Majesty for thefiscal year ending March 31, 2004, for thefollowing
departments.

Main estimates for the fiscal year ending March 31, 2004.

Support to the Legidative Assembly, operating expense,
$36,296,000; office of the Auditor General, operating expense and
equipment/inventory purchases, $17,305,000; office of the Ombuds-
man, operating expense, $1,958,000; office of the Chief Electoral
Officer, operating expense, $1,994,000; office of the Ethics Commis-
sioner, operating expense, $387,000; office of the Information and
Privacy Commissioner, operating expense, $3,293,000.

Revenue: operating expense and equipment/inventory purchases,
$45,373,000.

The Deputy Speaker: Does the Assembly concur in this report?
Hon. Members: Agreed.

The Deputy Speaker: Opposed? So ordered.
The hon. Deputy Government House Leader.

Mr. Stevens: Yes. Mr. Speaker, | movethat wecall it5:30 and that
we adjourn until 80’ clock this evening, at which time we reconvene
in Committee of Supply.

[Motion carried; the Assembly adjourned at 5:15 p.m.]



