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ECONOMIC DEVELOPMENT COMMITTEE
10:00 a.m. Thursday, May 29, 1975

CHAIRMAN: Mr. Harry Shafransky

MR. CHAIRMAN: Good morning. We have a quorum. We can proceed to receive the
Annual Report from the Communities Economic Development Fund. I'm going to call upon the
Minister to introduce the new Chairman of the Communities Economic Development Fuad.

Mr. Green.

MR. GREEN: Mr. Chairman, the new Chairman of the Economic Development Fuad is
also the Executive Secretary of the Planning Secretariat, the Economic and Resource Develop-
ment section of the Planning Secretariat of Cabinet. Mr. Loxley is a trained economist who
fulfilled functions of a similar nature and those related to banking facilities in the State of
Tanzania. He is a man with an exceptionally strong academic and practical background. He
has been with the government since approximately February of this year. He has had an op-
portunity of reviewing and giving an overview to the activities of this organization and now has
been meeting with the board of course since that time. We are very happy to have him with us
and I think that the members of the committee will have a better oppartunity of assessing him
as far as they are concerned daring the he2arings of this committee. I call upon Mr. Loxley.

MR. CHAIRMAN: Mr. Loxley, would you like to step up and give your introductory re-
marks. Possibly we shall proceed in the same manner as we have in the other committees
where we will have the Chairman give his general comments on the Communities Economic
Development Fund under the Annual Report for the year ended March 31. 1974 and then allow
questions on any section before we proceed to a page by page perusal of the actual report. I'm
sure that the Chairman will wish to call upon some members of his staff and that will be done
on that procedure. Mr. Loxley.

MR. LOXLEY: Thank you, Mr. Chairman. I understand that the Fund has made se/:r-
al submissions to the Standing Committee in the past and I do not propose to cover the same
ground. I would like to spzak to the 1973-74 Annual Report and in particular to concentrate
my comments around the Auditor's statement on Page 10 and I would like to use this statement
to highlight some issues of policy facing the CEDF and through this hopefully to throw light on
the nature of the CEDF's business.

The paragraph of the Auditor's report that I would like to speak to is that which reads.
""Although the oparation of the Communities Economic Development Fund is in compliance with
the Act. it is not organized on a sound financial basis bzacause it is not in a position to cover
its interest charges and risk losses. Therefore increases in its accumulated d=ficit are in-
evitable." I would like to make comment on this statement which I believe needs clarification.
And in the proczess I hope to 2xplain some of the problems that the Fund fazes with the current
financial structure and to raise some issues of policy that we will be facing in future.

The statement by the Auditor has to bz seen, I think, in the context of the functions of
the CEDF. The fuaction of the CEDF as laid down in the Act, in the Section 11(1) is that the
Fund should act as a lender of last resort; this is the speczific function of the Fuad. This has
certain implications for the nature of the borrowers, the clients of the CEDF. They will be
quite different from the horrowers or the clientele of ordinary financial institutions. They
will be different from the point of view of their experience in business, most of them are en-
tering business for the first time. Thay have therefore often no proven record >f ability in
business. Frequently they are not able to demonstrate with any prezision the market which
is available for the product that they are producing or selling. More often than not they have
only themselves to rely upon for business advice. Thay are located. in accordance with th2
Act, mainly in remote and isolated communities and ‘this has the implication that communica-
tions with the horrowers are very difficult. Frejuently because they are starting from scratch,
they have very little security to offer in terms of traditional financial securities and also fre-
gquently they have an inadzquate equity hase. They are under-capitalized from the very begin-
ning. And yet when they come to the Fuad, the Fund is not in a position really to assist in
terms of permanent capital in accordance with its Act. It can do this but more often than 10t
the approach has been a loan approach.

Given this combination of characteristics of the horrowers, clearly the Fuad can't bz
expected =0 op=rate as a chartered hank or as a normal orthodox financial institution. Clearly
therefore one must expzct, as a lender of last resort, that it will frequantly encounter bad
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(MR. LOXLEY cont'd) . . . . . debt situations. It's my belief, based on experience elsswhere,
that given this combination of factors, that the bad debt record of the Fund is not a bad record
in itself. The provision that's been made is approximately 28 percent. This, to my way of
thinking. is not in itself a bad record and I think reflects very favourably on the staff of the
Fund. I hope I have explained here why it is that it would e unreasonable to expect a very low
bad debt performance. The very nature of the Fund's business is suzh that it is a lender of
last resort.

A second feature of the financial structure of the Fund, which can be seen by an examina-
tion of the income and expense accounts on Page 12, is that the Fund pays interest on its capi-
tal and earns income on interest charged o its borrowers. Given the nature of the borrowers,
particularly their financial position, it's unreasonable to expect tham to he able to pay very
high interest rates. But in fact they are required to do so given the financial structure of the
Fund whereby the Fund itself has to pay interest rates to the province on its capital. These
rates do give some difficulty to borrowers and they also have implications for the financial
structure of the Fund itself.

You can see from the 1973-74 report, for instance, that interest earned is somewhat less
than interest paid. The main reason for this is that the interest rates on provincial moneys
were rising duaring this period while interest earned was on fuads committed in previous periods.

Given this particular combination of circumstances therefore, it's unreasonable to ex-
pect the Fund to earn large surpluses based on interest earnings from the borrowers. As it is
the Fund's interest rate structure puts pressure on clients who are already marginal borrowers
and as we can see from the Statement of Income and Expanse, the interest rate structure also
poses problems for the Fund itself.

The third aspect of the finances of the Fund which I'd like to discuss is that of the Oper-
ating Expenses. Given the nature of the business that the Fund i.s expected to perform, given
the small size of the borrowers, given their remoteness, given the fact that the Fuad is cen-
tralized in Winnipeg, for all these reasons and the additional reason that the borrowers do tend
to rely very heavily on the Fund - more than would be expected from normal borrowers of ortho-
dox institutions - for financial advice. the operating expenses of the Fund will naturally be rela-
tively higher. I say relative here, relative to advances outstanding is what I mean.

At the same time, given what I said about the interest rate problems of borrowers, it is
uareasonable to expect the interest rate levied on borrowers to cover the operating expenses
of the Fund itself. It is for this reason that the operating expenses are being met, they are
being fully met, for the time being from the MDC.

So I wanted to emphasize these three aspects of the financial structure of the Fund. The
first two are the ones that Mr. Ziprick is referring to in his comments. The last one, the
Operating Expenses, are. . . covered and that presents no problem. The main point here is
that the CEDF is a developmental institution which should be judged more by its social contri-
bution than by its contribution to profit.

Now having said ~hat this raises a number of issues of policy which the Fund hopefully
will be looking at in the future. The policy areas concerned will be first of all the whole issue
of the capital structure of the CEDF and in particular, hopefully an attempt will be mads= in the
near future to accommodate the comments of the Auditor with regard to provision for daficits.
The idea here - well the ordzr to have in mind aere - is that there should be some clear, care-
fully d=fined way in which deficits will be met and once certain conditions are met, the deficits
would de covered automatically. This is what he's referring to. He's not referring to the fact
that the Fund is in any way mismanaged. This is a question of the capital structure of the Fund
and hopefully one area of policy that will be addressed in the near future.

Secondly, it's clear that some consideration needs to be given at the policy level to the
question of the interest rate structure. This again will be done in the near future;the interest
rate structure meaning here the interest rate at both ends, the cost of borrowing and the re-
turns from lending.

And thirdly on the question of the operating expenses. These are fully covered at the
moment. The procedure is fully satisfactory from the point of view of the Auditor. There is
the issue of the separate accountability of the CEDF. At the moment the Operating Expenses
are met from the MDC. The policy issue to be addressed here in future will be the dzsirability
of retaining this structure as opposed to giving the CEDF independent accountability.

The fourth policy area which I think needs addressing, based on the remarks that I made
earlier, is the question of how should the Fund approach the problem of bad debt, bad debt which
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(MR. LOXLEY cont'd) . . . . . we argue is going to be inevitable. Bu® how can the Fund min~
imize this, how can it improve on its already quite reasonable performance in this respect ?

The line of approach to Yz taken here will be to consider building up a facility for giving
business advice to the borrowers. This has already been started. If you're familiar with last
year's annual report, some mention was made of that. This the Fund would like to extend,
would ljke to more formally providz for the managerial and financial regquirements of thz
horrowers. This will also entail some training provisions for the CEDF staff itself. This
hopefully will enable the Fuad to perform even better with regard Zo debt management although
obviously this will have implications for the operating expanses of the Fund and that should
0e recognized from the beginning.

So these I think are the policy implications which I would like to raise at the present
time. My main objective is to tie these arouad Mr. Ziprick's comments and to argue that
what is meant here is that the financial structure of tha Fuad s not such that deficits will auto-
matically be covered. My arguments have hzen that deficits will arise and that thz policy area
to be looked at is how these can be met and minimized.

In conclusion I would like to add a personal comment as a nawcomer to the Fund, that
having gone through the files and followed the progress of the Fund it's my opinion that con~
siderable progress has h=2en madz= in the first three years. The Fund is still a relatively
new institution in an area which is absolutely new to the province. I think that the achieve-
ments of the Fund in terms of employment generation and the cost of that employment gener-
ation, which seems to be roughly $7, 000 pe; job - which is very low indzad relative fo fed-
eral commitments - I think this is commendable prozress and “hat the General Manager of
the Fuad and <he staff of the Fund should he congratulated for their hard work and end=avours
in Duilding up the Fund "o a point where it has a great deal of credibility at the community
levels and where its progress has bzaen guite considerable. Thz Board ot Directors too, 1
think, should he congratulated for the imagination and creativity that thsy've shown and for
their davotion to their duties for which, of course. they obtain minimum compensation.

I wou'd like now, Mr. Chairman. to hand over to Mr. Joaes who would bring the com-
mittee up-to-date on the details of the Fund’'s operations since the last time he reported.

MR. CHAIRMAN: Fine. Mr. Jones.

MR. HUGH JONES: Mr. Chairman. the point in tabling thz material th:s morning that
you have before you is to complement my review of tha fiscal 1974 report. We've tabled. as
you've seen. a list of the commitments approved for the fiscal year ended March 31, 1975;

a list of all the commitments mada by the Fund since we began and the list ofthe commit-
ments repaid since inception.

To bring you up-to-date on the statistics of the Fund. since we began we have approved,
we have given approval for commitments for a total of 196. That's 142 loans and 5% guaran-
tees of chartered bank advances. for a total of approximately $4.5 million. Allowing for
repaids. cancellations, withdrawals and reductions in principal amounts, the total outstand-
ing commitments amouat to just over $ 2.5 million.

At the end of fiscal 1975. the dollar loss ratio on loans authorized was 23.8 percent.
The graphs on Pages 5 and 7 in the Annual Report before you illustrate the distribution of
our commitments.

I'd like to draw the attention of members to comments madz in my review on Page 3
in the Annual Report and supplement them perhaps with these comments. Processing an av-
erage of 10 loans a month in the Fund's early days placed a heavy load o1 the then existing
administration mechanisms and zontinuing efforts were madz= and are still being mad= to rec-
ognize the cruczial need for monitoring those businesses financed by us covering a very wids
geogzraphical area. In our own learning process, the Fund has realized :hat protection of
its investment merely by taking - and we still do continue to take a normal widz range of
legal security - is of little avail of the dagree of management assistaice and :raining is not
in place. As you've already bzen informed, we hagan one measure to remedy this deficiency
by encouraging and arranzing - financed by Canada Manpower - through Keewatin Community
College. a training program. We recognize, of course, this is not the total solution but the
approach of utilizing classroom training did 2ear some results for those completely urac-
guainted with commercial experiise. We hope that this concept will go on to further develop-
ment by extension service into the communities themselves. We have developad our own
team of consistent management service inpu’ and we've refined considerably the reporting
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( MR. JONES cont'd) . . . . procedures we use internally when these people come back from
the field.

In certain cases the Fund in its loan agreements specify such requirements as the count-
er signature of cheques drawn on accounts maintained by clients. We also have used the mech-
anism of appointing representatives of the board and/or staff to boards of incorporated bor-
rowers. As I saidinthe 1974 report such protective measures have succeedad in the major-
ity of cases. But we have recognized that the wide assortment of loan commitments combined
with diverse economic and social circumstances in the communities in which we deal, require
a consistent review of the guidance and zontrol systems we've devised. For example, in the
fiscal year now undesr review by this Committee, we have seen very clear examples of imbal-
ance between an over-intensity of control in some cases, as opposed to an insufficiency of
control in others.

Recognition has also been given to the fact that there are dangers inherent in terms of
potential conflict of interestin appointing Fund representatives to the boards of borrowing
companies. In a review of that particular mechanism our legal counsel has expressed the
opinion that we would be better served if the majority of the board of a company were to be
nominees of the principal shareholders, and if a director appointed by the Fund were someone
who is not an enforcement officer but someone who could genuinely, without conflict of in-
terest, participate in the affairs of the company. It could be considered that it would be
counter-productive for the Fund to keep too tight a rein on anterprises being developed by un-
sophisticated Susinessmen who will never develop the required business skills unless they are
allowed to have scope for initiative and decision-making. In these cases it is our opinionthat
it is not enough to encourage corporate structurzs, debeniures and the like without, at the same
time, provid:ng an adviser who can see that these techniques are understood and followed in
practice.

In the last nine months or so we have gone through a degree of consolidation within the
Fund, one of the prime reasons being the increase in our rate structure. At onetime this
went up to 13} percent. During this cousolidation process, we undartook a review of our in-
ternal organization and we have prepared and published a manual of administration to providz
for consistency in presentations of boards and ongoing follow-up procedures.

The report tabled before you refers briefly to changes in management personnzl. There
are seven professional staff within tha Fund to deal with all aspects of developing new business
and administering existing loans. The staff deal with all loan applications before presentation
to the board where all dzcisions to approve or decline are mad=. A brief reference has been
made on Page 9 in the report before you, for fiscal 1974, to activities gradually being under-
taken by the Fund outside our primary function. Certainlyin terms of a more planned approach
to the development of proposals coming in to us more co-ordination has been necessary. We
have made some attempts within the Fund <o undertake the packaging concept and this has be-
come an important factor in our view regarding the generally good rapport which exists he-
tween the Fund's staff and many of the remote communities.

Since the reportwas published there have been two further changes in the content and
they are as you know, Dr. Loxley has replaced Mr. Parasiuk as Chairman; Mr. Albert
Mousseau has replaced Mr. George Harbottle representing the Indian Brotherhood and Mr.
Robert Mayer has replaced Mr. Shutiak.

I believe that the material tabled for you today together with this brief review will bring
the Committee up-to-date on the Fund's activities.

MR. CHAIRMAN: Thank you Mr. Jones. Are there any questions? Mr. Green.

MR. GREEN: Mr. Chairman, just before the questions, I had asked Mr. Jones to in-
dicate a correction with regard to an answer to questions that were posed to him by Mr.
Spivak last year with regard to some default or loans not entirely up-to-date. And I would
want him to give that information to the Committee because he has indicated that it was not -
although it was substantially correct - that it is not entirely technically correct and I don't
wish there to be any misunderstanding about the information which he gave the committee.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Mr. Chairman, at the meeting of this Committee of May 31st, last year,
Mr. Spivak asked a question on the number of loans in arrears, loans approved in April, May
and June that year. I replied at the meeting that of the 11 loans one was in arrears and one
had been cancelled. That was not correct. At the date of that meeting, there were actually
8 loans in arrears; four of them were in arrears one month and were paid subsequent to the
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(MR. JONES cont'd) . . . . . meeting, that is in June 1974. The other four are still in arrears
but if I may use the comment "'technically so".

MR. CHAIRMAN: Are there any questions? Mr. Banman.

MR. BANMAN: Thank you, Mr. Chairman. I wondesr if we could have the figure again
of the total loans to date, the total moneys outstanding to date please.

MR. JONES: Mr. Chairman, in my review I mentioned that we have outstanding now ap-
proximately $2.5 million.

MR. BANMAN: Thank you. I wonder if . . .

MR. JONES: Loans and guarantees.

MR. BANMAN: That includes loans and guarantees. Has there been any more capital
put into the companies sinze the statement that we have here ? I notice that the direct loans to
the companies as of the March 31st, 1974, was 4.5 million.

MR. JONES: No, Mr. Chairman, no capital has gone in since then. We have not re-
quested an allocation of the moneys for this fiscal year.

MR. BANMAN: Of these 2.5 million, I wondar . . .

MR. CHAIRMAN: Mr. Gresn, on a point of order.

MR. GREEN: Mr. Chairman, I just don't wish misunderstandings about answers. I be-
lieve that there is capital authority beyond that which has bzen put up but it has not bzen used.
There is capital authority available which is not being used.

MR. CHAIRMAN: Mr. Banman.

MR. BANMAN: Of the 2.5 million loans mentioned right now, I wonder if Mr. Jones
could tell us what amount of those loans are in, let's say in about 60-day arrears.

MR. CHAIRMAN: Dr. Loxley.

MR. LOXLEY: I think, Mr. Chairman, Mr. Jones has the oparating statistics.

MR. JONES: Mr. Chairman, if you mean dollar amounts, Mr. Banman, we have 14 ac-
counts in arrears of our total accounts, active accounts on our books, we have 14 in arrears.

MR. GREEN: I think Mr. Banman said 60-day arrears. Would that make a change ? In
other words if of the 14, they are one month . . .

MR. JONES: Mr. Chairman, may I be given some time. I have them in front of me here.
If you're concerned with the 58-day component, I can let you know very quickly.

MR. CHAIRMAN: Fine. Proceed.

MR. GREEN: Mr. Chairman, it's on this type of question that the General Manager made
a mistake last year looking them up right in front of him, and I hope that he will have an oppor-
tunity.. if he is wrong, to correct himself bzcause this, I know, causes some difficulty some-
times.

MR. BANMAN : Mr. Chairman, I wonder if you could tell me. Mr. Jones, what percent-
age of that 2. 5 million is now in receivership or in process of being liquidated ?

MR. CHAIRMAN: I believe you have a copy of the list before you. One star shows
"accounts in receivership, "' two stars "accouats in which legal action for recovery has com-
menced. ' and three stars "written off" on the list of CEDF Commitments from Inception -
one of those handouts that were provided for you this morning.

MR. BANMAN: Thank you, Mr. Chairman. You know, I would thin% it's normal prac-
tice to know at the end of a certain month what is current, what is 30, 60, 90 days in arrears
and what is bad debts or what you intend to write off. I think it's common business practice.

MR. CHAIRMAN: Mr. Joaes indicated that he was prepared to give you - there were
figures - he's just working on them I believe. Mr. Jones.

MR. JONES: Mr. Chairman, Mr. Gregg, the Assistant General Manager, is getiting the
figures for you in terms of arrears and also in terms of the receiverships. So if youa'd bz
patient for a few minutes, we'll have them for you.

MR. BANMAN: Fine, thank you.

INTRODUCTION OF GUESTS

MR. CHAIRMAN: While we are waiting, I know this has not bzan a common practice but
it is something that . . . I would like to draw the attention of the membears of the Committee to
a former student of mine who is the principal of the Whitemouth Collegiate and who brought
some students down this morning. On behalf of the membersIwelcomnie youhere, Mr. Michalow
and the students. They come from the constituency of the Honourable Minister of Tourism and

Recreation. the Honourable Rene Toupin. That is Springfield.
Mr. Banman proceed.
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MR. BANMAN: Thank you. A particular question pertaining to Me-Ke-Si Construction:

I notice that several loans have been given to that particular company and guarantees in par-
ticular, and the guarantees are marked '"repaid" on here until you come to the fourth one and
I notice - I guess there must have been a consolidation of all those loans. Because you have
three guarantees as you go along here and when we go back to the 1972-73 report, you've got
guarantees in there for $ 75, 000, I believe, and then you've given another two guarantees for
another $ 75, 000 each, and now I guess recently you must have given them a loan for $ 209, 000
and then a guarantee for $ 200, 000.

MR. CHAIRMAN: You're referring to?

MR. BANMAN: Me-Ke-Si Company Ltd.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Mr. Chairman, there was a degree of consolidation undertaken last year
in regard to this account. The consolidation resulted in the loan, now on the books, of
$ 209, 000 and the guarantee issue of $200, 000. So we have a total commitment out to that com~
pany of $409, 000.

MR. CHAIRMAN: Mr. Green.

MR. GREEN: Mr. Chairman, I wonder again if I can provide the information because I
would like the entire picture to be present. Thz Board of Directors, in considering the Me-Ke-
Si Construction account, were not prepared o advance it on the sole security and operations
of Me-Ke-Si and requested and received a guarantee to the Fund from the Province of Manitoba
for a portion of it. Now I don't remember the portion but I do have to indicate that on one of
these loans the government agreed that that money would be advanced, not at the responsibility
of the Board of Directors, but because they received a government guarantee. Similar to what
would oe done uader Part II. In other words the government gave a guarantee to the Fuad on
part of that loan. Now I don't remember the amouat but I want the facts of that to be known to
the Committee. Mr. Chairman.

MR. JONES: Mr. Chairman, Mr. Banman asked 2 question on the receiverships. We
have in total $ 356,484 of accounts in receivership and there are four accouats.

MR. CHAIRMAN: Mr. Banman proceed.

MR. BANMAN: Thank you.- So I undarstand that the Cabinet has advanced zertain moneys
similar to, let's say, Saunders Aircraft.

MR. GREEN: Well I guess in principle it would come to ths same thing except that there
is no Part II. Th= Board of Directors of the Fund were not prepared to deal with ths loan on
the 'security of the Coastruction alone but there was an agreement entered into batween Canada
and the Government of Manitoba and Me-Ke-Si Construction relative to that firm and that firm
only, and on the strength of that agreement the government uadertook to protect the Fund from
any losses that they would suffer under that account. And I am not able to give you the exact
figure at this point but I am aware that that is the case. Mr. Jones might know the figure. I
am correct, am I not? - With regard to Me-Ke~Si Construction.

MR. JONES: Yes.

MR. GREEN: My uaderstanding was that there was an agreement between the Government
of Canada and *he Government of Manitoba with respect to northern rules about them sharing a
certain amount of it if monsy was advanced to this firm, and the government undertook to guar-
antee the loan that was being made by CEDF to Me-Ke-Si. So that the Me-Ke-Si account stands
in a little different position. I believe that's the only one in that position and it stems from the
fact that the Government of Canada agreed to pay 50 percent of certain costs if this were done
by the Government of Manitoba. It was the way in which we could get Government of Canada
sharing on winter roads which was never achieved defore. And I regret that I am uaable to be
more detailed because I don't remember it entirely but I do believe that the government had ‘o
guarantee the Fund to save them from . . . harmless or any losses on this loan - not any losses
hut to a certain amount.

MR. JONES: Mr. Chairman, as Mr. Green said, that when our board considered this
proposal they recommended it to the Minister on the basis that the province would guarantee
the Fund against losses. The commitment by the Fund totalling $409, 000 is matched precisely
by the same amount from the Department of Indian Affairs.

MR. BANMAN: So that the total amount of the loan right now is guaranteed, let's say by
an external agency, if you want to call it that ?
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MR. JONES: The total amount of money borrowed >y Me-Ke-38i Construction Company
Ltd., is $818,000; $409, 000 from the Fund, $409, 000 from the Fedzaral Department of Indian
Affairs and our commitment for 409, 080 is guaranteed to the Fund by the Province of Manitoba.

MR. BANMAN: The total amouat ?

MR. JONES: Yes.

MR. BANMAN: Mr. Chairman, I noticed while looking through the Ordz: for Returnthat
was grovided to us and today with more documents showing the CEDF commitments from in-
ception, I notice that a fair number of those loans are not in receivership and yet the amount
owing to date exceads the amount that was loaned. I'm wondering in a case like that, is that
considered a bad debt or an account in arrears ?

MR. JONES: Mr. Chairman, not necessarily so. I wonder if Mr. Banman could give me
just one example. Perhaps I can clarify some for you.

MR. BANMAN: Irvin Constant Outfitters in Hunting and Fishing. They were loaned
$9.200 and now he. owes outstanding as at February 28th, 9,733.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: In that particular account, it's a case of an accumulation >f{ interest. Pay-
ments have not been made but there have bzen other reasons involved in that particular issue.
The man was financed to undertake an outfitting and hunting operation in The Pas. After the
thing was established :he changes in hunting regulations and so on, now prevents him undertak-
ing this business in that area and the whole guestion is being coasidered as to whether . . . he
has undeartaken to sell the equipment financed by the Fund and we exnect to sez full recovery.

MR. BANMAN: So hasically it would almost be in receivership then.

MR. JONES: Mr. Chairman, I wouldn't say that, no.

MR. BANMAN: But it's a bad debt?

MR, JONES: It's a loan in arrears for reasons other than - there are good 3olid reasons
for the fact that he has not been able to pay. He's not bzen able to opzrate. It does not neces-
sarily mean that it's a bad debt. We expsct to see very substantial recovery.

MR. BANMAN: But there will be a certain loss there ?

MR. JONES: There could possibly bz, yes.

MR. BANMAN: How about one like Robert Grieves; borrowed $ 3,000 and it's in the 1972-
73 statement and aow he owes $ 3,138 and it was a two-year term ?

MR. JONES: Mr. Chairman. in the case of that one, Robert Grieves, that certainly is
a bad debt. That's onz in the category of - it's under process of legal action for recovery.

MR. BANMAN: And we have a pool hall - I'm just going down here - I just list a couple
here because I think there's a fair number and I haven't had the time to go through them all.
But there's a fair numbar like John R. Turner. It's a small one but he borrowed $2.000. the
outstandng is $2.400. and it was also a two-year term.

MR. JONES: Yes. Mr. Chairman, in the accounts you have mentioned, Mr. Banman.
they've got two asterisks agains! them which, we indicate, shows that they are all azcounts in
which legal action for recovery has commenced.

MR. CHAIRMAN: Mr. Blake. Are you finished, Mr. Banman? Mr. Blake.

MR. BLAKE: Mr. Chairman. I just want to go back to Me-Ke-3i Coastruction, without
the banefit of some fluctuations, to ka»w what the account might have done. I would assume
that this aczcount is being monitored reasonably closely by the Fund and I woadear if you could
zive us some idea if the accouat is operating to the satisfaction of the supervisors of the Fund.
or is it a good strong viable operation, or is there some guestion whethsr it will ever be able
to repay the substantial sums that it has borrowed ?

MR. JONES: Mr. Chairman. in reply to that question. Firstly. the account certainly is
heing monitored very very closely. If I may go back to when this particular commitment was
made - that's the 409, 080 we sat down with officers of the company, with >fficers of tha Fedzral
Department of Indian Affairs and we all agreed that it was absolutely cruzial for the success of
this company uandartaking its contracts. that the services of a good comptroller be providad.
We dida't feal it would be at all correct for thz Fund itself to get that closely involved, so we
identified a jualified chartered accountant to act as comptroller of the company for the winter
road season. And his services are being naid for partially by Indian Affairs. partially by the
company and partially by the Fund. So in respect of monitoring we get, on a zonsistent basis,
monthly reports showing the activities o2f the company.

MR. BLAKE: What d> they indicate to you?
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MR. JONES: They indicate that. . . If I may, Mr. Chairman, we've hadI think three
years' experience with this company and its undertaking of winter roads contracts. In terms
of its financial management, I would have to say in the past two years this was weak. Thisyear
we've seen fair evidence that much improvement is taking place. We do not expect to see that
this company would be in a position - apart from the fact that the Province of Manitoba is guar-
anteeing the Fund - we do not expect to see this company lose money. It is in the process now
of negotiating a new contract. From the operations of last season, we expect to see sufficient
working capital left available under our guarantee commitment to enable it to operate next year
without coming back either to us or the Fedaral Government for more financing.

MR. BLAKE: Do they tender the work that they receive or are these contracts that they
receive negotiated as you mentioned ?

MR. JONES: They are negotiated. This particular one is one contractor - I can't remem-
ber the precise amount, I believe it was a million dollars - but negotiated by the Department
of Northern Affairs and the Government of Canada.

MR. BLAKE: So they're not bidding competitively. In effect, the Department could see
that they had sufficient contracts to look after their indebtedness ?

MR. JONES: Yes, that's correct.

MR. CHAIRMAN: (Mr. Adam): Mr. Banman.

MR. BANMAN: Thank you. The total amouat of accounts that are in legal action right
now, did you give that to us before ?

MR. JONES: Yes, Mr. Banman, to go back to your first question - some id=a on the
first part first - there are 11 accounts in arrears 60 days or more. There are 31 in the pro-
cess of legal action for recovery.

MR. BANMAN: Would you have the dollar figure on that, on those 33 accounts or no.

MR. JONES: I can get it if you allow me a few minutes.

MR. BANMAN: Okay, that's fine. I noticed in the Annual Report of 1973-74 you pro-
cessed roughly about 28 loans and -4 guarantees for a total of about close to $700, 000. Is that
right ?

MR. JONES: Yes, that's correct.

MR. BANMAN: That's fine. And as you mentioned your operating costs were somewhere
in the neighbourhood of $ 287, 000 which means that that particular year about 50 percent of what
you loaned was your operating cost. The guarantees that you give, in effect. your're signing
notes, the Fund signs a note, sort of a co-signer on a note or areyou. . . ?

MR. JONES: No, Mr. Banman. What we do is when an account - a line of credit is pro-
vided by a bank. Tha Fund provides its guarantee on the bank's standard guarantee form. We
instruct the bank what security the bank must take in support of that line of credit. But we ex-
ecute, the Fund executes a guarantee, a normal bank guarantee so that if something goes wrong
the bank firstly is expected to take any action it can under its security which we would have
specified but any shortfall would be met on the call of ths bank by the Fund.

MR. CHAIRMAN: (Mr. Adam): Mr. Graham.

MR. GRAHAM: Mr. Chairman, I'd like to ask a few general questions and I think perhaps
I should direct them to Dr. Loxley. At what point in time do you consider an accouat to be in
arrears ? Have you any general guidelines that you follow or is each account dealt with sepa-
rately ?

MR. CHAIRMAN: (Mr. Adams): Mr. Loxley.

MR. LOXLEY: Mr. Chairman, each account would be dealt with separately because in
the establishment of the loan separate repayment provisions would be made for each loan,

MR. GRAHAM: And have you then any general guidelines that you follow if an account is
in arrears? At what point in time do you consider that it's necessary to begin further action,
say legal action or receivership or bankruptcy ? Have you any ¢eneral guidelines to follow in
that particular field ?

MR. CHAIRMAN: (Mr. Adam): Mr. Loxley.

MR. LOXLEY: Mr. Chairman, the board generally follows the advice of the management
in this respect. I think Mr. Jones could perhaps give his description of how the management
approaches this.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: If I could perhaps just elaborate a little bit on what happens. Firstly, when
the board meets every month they're supplied with a complete report on every account the Fund
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(MR. JONES coat'd) . . . . . has, the statusof theaccountifit'sin arrears ornost. Payments -
depending on the type of circumstances - would normally be due on the first of each month. If
when the Board meets that particular month's or the previous month's payment has been missed,
then we on staff are expected to and we do and we will comment on thz reasons for the arrears.
There may be some good reasons. Some of them may be just academic, some may not be.
Where an arrear situation gets into three. four, five months than clearly th=re's a serious prob-
lem. As to the action that is recommended for the board's consideration, again it d=pesnds on
the circumstances. If they are financing, for example, a skidder in The Pas and the machine
has been sufferingfrom somedeficiencies and he's had to have it repaired, then we try to be
reasonably flexibile. It depends a great deal, too, on ths attitude of the borrower himself. But
the point I suppose genzrally I'm making is that we keep an extremely close watch and a close
contact physically with the people that borrow money from the Fund. Every member of the
staff is allocated a certain number of accounts and he is expeczted -0 b2 on top of each one. Does
that help, Mr. Chairman?

MR. GRAHAM: Yes. I just want to get a general overview of how you opzarate and at what
point in time you s5ay, no, we cannot carry this any longer. we have fo stari action.

I'm sare that or I would suspect that each case is dealt with very individually when it comes
to a decision on whethar to operate in receivership or bankruptey, or is that decision mainly the
decision of the fellow that holds the loan ?

MR. CHAIRMAN: Mr. Jones.

MR. JONES: No, it certainly wouldn't be his decision. It would b2 the d=cision of the
Board of the Fund. If, after examination of the conduct of the account the amount of money owing,
ths amount of money in arrears. and if he can see no reasonable solution,and the attitude ofthe
borrower is such that the Fund's board feels strong action should be begun, then thare's no hesi-
tation whatsoever in undertaking that legal action.

MR. GRAHAM: Well, I'll just take a hypothetical case. Supposing you have an operation
that should show a reasonable degree of promise and the p=rson that has th= loan throws up his
hands in despair and wants to declare bankruptcy, can you then take over and operate the thing
in receivership rathar than. . . ?

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Well there are several routes that can hae taken. A Receiver could be ap-
pointed by the courts, as a receiver-manager, to run the operation. We ourselves under our
loan agreements have the right to zo in and do whatever is consid.2red nzcessary. If the board
judges that the business potential. the kind of enterprise is something that should be continued,
then th= board would pzsrhaps recommend that new management would bz fouad, be identified
and put in but you know each case is an ind:vidual.

MR. GRAHAM: Is very individual.

MR. JONES: Very much an individual.

MR. GRAHAM: That's what I wanted to clarify.

MR. CHAIRMAN: Mr. Spivak.

MR. SPIVAK: If I may address my remarks to Mr. Loxley first in the sense of trying to
understand the intent of his initial presentation. The Auditors here has madz reference in ths
Auditor's Report to problems dealing with the organization of it and dealing with the losses and
the interest charges and you've zovered that and you have in turn filed with us two letters from
the Auditor. dated Novembar Tth and April 17th. It would seem to me that we're in two separate
areas. well three separate areas. One is organizing the Fund on a sound basis according to the
terminology or the understanding of the Auditor - and I think we've had chat discussion with the
Manitoba Development Corporation - and =ssentially we're talking about the same thing. The
other is the way in which you deal with your accounts; aad “he third is your own administrative
procedires. Now is it your position that the remarks of the Auditor are addressed really just
to the first two and not to the three or do they deal realistically with the third which is the or-
ganization of the CEDF over the past period of time and in its actual procedires and opzrations.

MR. CHAIRMAN: Mr. Loxley.

MR. LOXLEY: Well, Mr. Chairman, the words of the Auditor. if I could repeat those
are: ""Although the operation of the Communities Economic Developrnent Fuad is in compliance
with the Act. it is not organized on a sound financial basis because it is not in a position to cover
its interest charges and risk losses.' I think that is fairly clear, Mr. Chairman, that what the
Auditor has in mind here that this is not a comment on the way in which the Fuad administered
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(MR. LOXLEY cont'd) . . . . . accounts, this is simply a comment on the fact that given the
Act, given the functions that the Fund performs and given the capital structure as it is laid
down, the Fund will inevitably develop deficits which will accumulate and ‘¥here there is no
provision for the automatic clearing of those deficits as they arise. So I would say, Mr. Chair-
man, that this is not a reflection on the way in which the Fund is organized at the Manitoba
level.

MR. SPIVAK: Well dealing with the Auditor's letter to you, dated April 17th, hs states:
"Further to my letter to you dated December 13, 1974" - and I guess that letter has not been
filed with us - "concerning the above-noted subject, the senior auditor from my office has now
completed a review of the scope of the operations of the CEDF and has submitted a report to
me, a copy of which is enclosed for your information." The Auditor's report indicates that the
records are mainly not being maintained now in a manner that regular audits could he carried
out. Now my assumption, and I think I'm correct, is he's now dealing with the records of the
CEDF, not the records of companies.

MR. LOXLEY: This is the letter of April 17th ?

MR. SPIVAK: Yes.

MR. LOXLEY: This remark here is relating to the businesses which are borrowing mon-
ey from the CEDF.

MR. SPIVAK: It's not relating to the actual CEDF accounts - I want that clear at this
point - but the CEDF, their own records, their own accounting system ?

MR. LOXLEY: No, Mr. Chairman, it's dealing with the accounts of the borrowers. I
think in this connection it should be pointed out - I'd like to emphasize again ~ that the bor-
rowers of the Fund tend to be very very small concerns, often one-man concerns, and like
most small concerns they do have record-keeping problems. The issue at discussion here is
the extent to which we should attempt to build ap formal record-keeping systems for these en-
terprises, record-keeping systems which even medium to large size businesses frequently like.
This is the issue that was being addressed oy the Provincial Auditor inthisletter, Mr. Chairman.

MR. SPIVAK: Then if I look at the Auditor's letter to you dated November 7. 1974, at
least to Mr. Parasiuk, he's dealing now specifically with the Fund's organization as opposed
to the borrowers' operations. He said the Fund has not yet developed an administrative manual
setting out the policy, organization, administrative and financial controls, procedures concern-
ing its operation. This deals with the Fund now, it does not deal with the companies. The rec-
ord of the supervision form developed to fulfill the requirements of the Act has not been uti-
lized for all loans. This deals with the Fund. Certain of the agreed loan conditions such as
the purchase of fixed assets without the Fund's prior approval and arranging of other loans by
the borrower with other parties without the Fund's prior approval were not being fulfilled by
the borrowers and these deviations were not being reported to or approved by either the General
Manager or the board. Surely this really de=als with the Fund's operation as opposed to the -
if I may just continue to complete it because I think I want to go further.

Audited financial statements are not being received for most of the loans. This deals
with the Fund's op=ration as opposed <o the accounts of the borrowers. Miscellaneous charges
to be recovered from borrowers have been billed by letter rather than on prenumbered invoice
forms. Information required o update loan ledger accounts is related by various means at
present. Our review of the loan indicates that a substantial portion of the loans are in various
stages of arrears.

My point being that, in effect, I think it would be fair to say that in the letters that you
tabled today,it's not just a reference to the fact that it was not organized on a financial basis
based on interest charges and the procedares that the Auditor would want you to uadartake, it
also relates I think, very seriously, to the organization of the CEDF and its operation and the
procedures under which it operated. I'd like to get that acknowledgment because I think that
was sort of missed in the presentation. That may have not been delivered but at the same time
the letters that you file and table with s obviously I think would draw that conclusion.

MR. LOXLEY: I would like to preface my remarks by explaining my own approach to
this meeting. Having had my first meeting of the board of directors of the Fund in April of
this year, I don't feel that I'm in a position to answer questions on what happened before my
arrival. For that reason I've been leaving these to Mr. Jones.

With regard *o the specific question that you raise, I'd like to add that I am aware that
these questions were raised, that there have been some problems in the history of the Fund
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(MR. LOXLEY cont'd) . . . . . in terms of daveloping internal systems. This I think is in-
evitable with any organization be it Crown corporation, what have you, and that all th= time
the Fund has been gradually building up its own organization and expertise. 8o that with re-
gard to only some of these that have been mentioned, the manual. the supzrvision form, this
is now in place and where the dzbt has bzen placed. But I think for a detailed reply to your
question, I thinik Mr. Jones is the appropriate person to handle it.

MR. CHAIRMAN: Agreed. Mr. Jones.

MR. JONES: Mr. Chairman. maybe it would help if I just ma'ce some remarks in re-
gard to the letter. Mr. Spivak, dated November 7th from Mr. Ziprick. We replied to that
letter in great detail.

Firstly. in terms of the administrative manual. I mentioned this morning that is now
in place, it was in fact under preparation when Mr. Ziprick came in and did his investigation.

The record-of-supervision form. If I may, I'd like to give you :30:ne 2xamples of to
what extent this is now usad and to exp'ain ‘o you the difficulties the Fund experience in using
it.

The comment in paragraph 3 in regard ‘o the contravention of loan conditions. When we
wrote back to Mr. Ziprick, we expressed Jdisagreement bacause we do not on the staff level
agree that that was a justifiable comment. If contraventions take place - and inevitably most
of these are discovered after the fact - when a financial statement comes in and we analyze it,
then we realize perhaps the company has gone out and bought the piece of equipment which we
in our loan agreement said they should not do. As soon as this information comes in and is
analyzed. it comes to me and I either approve or recommend to the board - certainly inform
thz board of its taking place. So really in that regard and some of tha othar things in that
letter from the Provincial Auditor, I'm saying that we have undertaken I believe refinement
to meet what the Auditor has been asking.

In regard "o the receipt of audited financial statements. In every loan offer, every com-
mitment letter that goes out at the option of the Fund, we spccify that we must receive audited
financial statements. Now in thz case of limited companies, this has hzen followed reasomably
closely. In the case of the small ind’vidual borrower, it has been extremely difficult not just
to get audited statements 'which are very costly but even to get financial statements. What we
are actually doing now unfortunately is going ou’ ourselves and preparing thzase.

If I may, just for a few minutes, Mr. Spivak . . .

MR. GREEN: Mr. Chairman, just bzafore Mr. Jones goes on I'd like to indicate to Mr.
Soivak that we have authorized the Provincial Auditor to audit any statemen® of any company
that has borrowed money from the Commuaities Economic Development Corporation. We have
not agread that this is a reasonable or possible requirement bua: we have given him, in writing,
authority to do it with any company that he wishes to.

MR. SPIVAK: Can I ask just on that item. Is he now in the process of auditing any of
those companies ? -- (Interjection) -- No. I'm not asking for the name of the companies.

MR. GREEN: I'm nat sure that he is or is not. All I'm suggesting is that I have written.
I believe, telling him that we do not mind the Provincial Auditor's office dz2aling with any of
these ac.counts and auditing them.

MR. SPIVAK: Well on that one point can you indicate - is he now aud:tinz any of the com-
panies ?

MR. GREEN: I don't know.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Mr. Chairman. at the moment. no. But I understand this is somethinz
uader active consideration. May I, Mr. Chairman, just add a couple of comments. Mr. Spivak.
We did a brief analysis a couple of weeks ago of our most active accounts. the kinds of accounts
which the Provincial Auditor's staff came in and looked at most closely and we have 33 very
active accounts.

In terms of accountability and supzrvision, 19 of those accouats. 19 of those husinesses
are audited oy professional chartered accouitants. in some cases at substantial costs if you're
talking about Churchill for example. it's a very costly business. But 19 are actually bzing
audited by professional accountants.

We have another 11. making a total of 30, which are receiving supervision in terms of
recording the usage of funds in the husiness by the form I tabled Lhis morning. That information
is obtained by membears of the staff when they go out into the field. That's 3 out of 63 active
accounts.
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(MR. JONES cont'd)

The remainder, very briefly, four of them are guarantees to chartered hanks and the
monitoring is undertaken by the bank of that business in addition to what we do.

So I may just emphasize there is really extreme difficulty in some of these cases where
we are lending money to individuals. Just an example, a skiddar operation, someone who's
never bzen in business in his life, even to get that man to record the basic information for his
own benafit, what he's taking in and what he's paying out, in many cases it's almost an impos-
sible task. It requires consistent . . . We have people going up to these people on a consistent
monthly basis. They sit down and do the books of the people. Thzy go back the following month;
the books aren't up-to-date; so my people have to stay there two or three days to get them up-
to-date. This is something quite frankly, I think, that the staff of the Provincial Auditor when
they were in the Fund's offices for a couple of weeks, we tried to explain to them the difficulties
these people experience. We realize it's an obligation on the part of the Fund to see that this
is done but it is extremely difficult.

MR. SPIVAK: I wonder if you can indicate at this point, Mr. Jones, how many civil law
suits is the Communities Economic Development Fund involved in at this present time? ~

MR. JONES: Mr. Chairman, there are 31 accounts in varying degrees of legal process.

MR. SPIVAK: No, I'm referring to civil law suits in which the Fund is the dzfendant,
the Fuad as a defendant.

MR. JONES: Mr. Chairman, actually none. There was a counter claim filed against
the Fund by one company last year but that - I have the datails here if you wish but that hasn't
been proceeded with to date.

MR. SPIVAK: I'm aclknowledzing it's in court. That's the only case in which the Fund
is involved in a civil way as a d=fendant, or in this way, in which there's a counter claim ?

-- (Interjection) -- No, I'm now dealing I guess with the suit of Redekopp Lumber against ei-
ther R & M or JMK and the Fund. Is the Fund not a defendant ?

MR. JONES: I'm sorry, I was looking on this from the point of view of an account, a
company. In terms of that particular company, yes. In the case you've just mentioned, we
are a defendant. An Examination for Discovery has taken place. There is another issue with
that one too.

MR. SPIVAK: Yes, but are there any other accounts as well in which the Fund is a d=-
fendant ?

MR. JONES: No.

MR. SPIVAK: Can I ask, the practice of the countersigning of chaques by yourself or by
Fund officials. is that practice still being continued ?

MR. JONES: Mr. Chairman, we've tried to review our attitude towards this kind of prac-
tice because there are problems inherent in it. Nevertheless there are some cases - we've had
two most recently - where the banking operations necessarily have to be uadzrtaken in Winnipeg
because of the location of the business. We feel, with the agreement of the borrower, that this
is a practice in some cases which should be continued.

MR. SPIVAK: Mr. Jones, canyou indicate on any occasion whether you as the couater-
signing official for the Fund or any cheques for any of the accounts, ever had occasion tochange
the payee and the amount ?

MR. JONES: Mr. Chairman, if that has happened or if it does happen, it certainly woulda't
be done without the agreement and the signature of the borrower.

MR. SPIVAK: Well then may I ask, have you ever had occasions to do that with the agree-
ment of the borrower ?

MR. JONES: There have been occasions in the past, yes.

MR. SPIVAK: Where you've actually stroked out the name of the payee and stroked out
the amount that had been agreed ?

MR. JONES: With the agreement of the borrower, yes.

MR. SPIVAK: But isn't it a fact that in many cases they were cheques signed in blank.
handed to the Fund, to be countersigned by you, in which case the payee itself wasn't even
known at the time ?

MR. CHAIRMAN: Mr. Jones, Ireally don't seethe. . . We can proceed. Mr. Jones.

MR. JONES: Mr. Spivak, I think we're going back to some issues which were discussed
at the committee sessions last year and I have the Hansard in front of me. I believe I said
that to my knowledze no cheques were received in the Fund's offices signed in blank from bor-
rowers.
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MR. SPIVAK: Were there not cheques signed by the officials of the companies in the
hands of the officers of the Fund, maybe not in the Fund's offices, that ultimately may have
found :ts way into the Fund's office. In other words, were thare not chegues actually sigaed
in blank, held by officials of the Fund and “hen ultimately completed by the Fund.

MR. JONES: Not to my knowledge, Mr. Spiva'x. The practice is that we do receive
cheques, a considerable numbzr of chaguass under this practice ~ in the mail or by psrsonal
delivery - signed by the horrower. That cheque may be in blank but it is filled in in thz Fuad's
office by the counter-signatory.

MR. GREEN: Mr. Chairman, I really think that if there is something wrong that's hzen
happening, we would like to know. In other words if the Fund has signed a cheque that has bzen
paid out of a borrower's azcount which he dida't want to sign, we wouid he interested to know
that. But the general question. "Is a chaque signed in blank ?"" Mr. Chairman, I have to tell
you *hat I have signad chzques in blank for my secretary who has then filled ~hem ou* and 3ot
me the money and she hasn't done anything bad with tham. -- (Interjection) -- That's right.
Now if there is something had mappening, I would like to know what has happenad Decause we
are interested in that as well as the Leadzr of the Oppo:sition.

MR. SPIVAK: I wonder if I can address a 7uestion to Mr. Loxley. I wonder if you can
indicate whether any of the accouits of the Fuad - that is any of the borrowers and the Fund
itself - is under any investigation by the RCMP o:her than thz onz or th= two that have been
completed or are in the process of being completed already ?

MR. LOXLEY: It's my information that two accounts are undar the investigation >f the
RCMP. That's the Lamirand= azcount and the R & M Co:siruction Limited.

MR. SPIVAK: Those are thz only two that are uad=r the RCMP investigation ?

MR. LOXLEY: To my knowledge.

MR. SPIVAK: There was a private audit completed for the RCMP, I guess by Touche,
Ross. Is that correct? Was the Fund involved in that at all ?

MR. LOXLEY: Pardon.

MR. SPIVAK: Well to the Chairman. there was a private audit undertaken - other than
an audit by the Provincial Auditor - uandartaken by the RCMP. Was the Fund involved in that
audit ?

MR. JONES: No, Mr. Spivak.

MR. SPIVAK: Mr. Loxley. I wonder if you can ind.cate whether matters have been
brought to your attention with respect to the accouits of the Fund .nd the expanse accounts of
some of the officials »of the Fund ?

MR. LOXLEY: No, Mr. Chairman, not in any specific terms.

MR. SPIVAK: No reference has been madz to you. Has any reference bezn made to Mr.
Jones ?

MR. JONES: In what regard Mr. Spivak?

MR. SPIVAK: Well into what would 22 considered at this point in a general way dzficien-
cies with respact to iiccounts and Jz=ficiencies in its widest form - incorrect accounts.

MR. JONES: Mr. Chairman, I'm not sure whether I undsrstand the question. If I may
exnlain how we deal with expense accounts, staff expsnse azcounts. Is thatthe. . . ?

MR. SPIVAK: Well let's just talk abou staff exn2anse accounts. Have any matters heen
brought to your attention with respact to incorrect staff accounts ?

MR. JONES: Mr. Chairman. to this degree only and we have the treasurer ot the Fund
who is also the treasurer of MDC present hare. Expanse claims, in fact all dealings in ex-
penditures of the Fund. are prozessed through the treasurer. throuzh the MDC. Every chegue
drawn on the Fund's account has to be countersignad 2y the treasurer. I examine claims for
staff exoenses and approve of them or disapprove of them. They are then sent to MDC.

I would make this general comment that in the early diys of the Fuad and perhaps until
about 18 months ago. two years az» - Mr. Milne is smiling - we originally adop‘ed the same
system as was in use in MDC. I used to be in MDC and I just followed suit. Mr. Milne has
tightened up very much on the method by which these things are done and we have had some
discussions togzether supporting the claims for expznses for example and now they are very
much more refined than they used to bz. That's a genaral comment, I don't know whether I
can make any more.

MR. SPIVAK: Well have errors - not errors in tha processing bix. errors with respect
to the expense accowats - bzen hrought to the attention of yourself or to the previous Chairman
or to the pressnt Chairman ?
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MR. LOXLEY: No, Mr. Chairman.

MR. GREEN: Again I presume that Mr. Loxley is speaking from his knowledge. Mr.
Parasiuk will be hare - he can't be here today - but he'll be here and he will answer for him-
self because I don't want Mr. Loxley to be hung with a statement that might be not correct.

MR. SPIVAK: Mr. Jones, to your knowledze, there has been no impropriety with re-
spect to any of the expense accounts.

MR. JONES: To my knowledze, no.

MR. SPIVAK: I wonder, Mr. Loxley, you dealt with the - or maybe Mr. Jones may
have done this, I may have been mistaken - but the quastion of conflict of interest and the
statement by the legal counsellor with respect to the directors. I wonder if you can elaborate
a little bit more on that and specifically what . . . just to develop it a bit more because it
developed as part of the total argumment and I think I'd like to understand the full intent and
‘meaning of it.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Mr. Chairman, I perhaps can best deal with that by quoting from the opin-
ion given to us by legal couasel to this extent. 'Corporation law is quite clear that the affairs
of a company are vested in the board of directors and that directors owe a duty to the company
to exercise their discretion in the best interests of the company. Where Fund officials are
named dJirectors and especially where Fund dfficials constitute the majority of the board of
directors, it is they who are in law bound to see to the business of the company in the company's
interest. "

Just one last paragraph. ''There is a natural tendency on the part of Fund officials to
consider their very job is to secure the loans that have been made to a company and there is
a natural inclination to leave the management affairs to the principal shareholders." To that
dzgree, Ithink, what we are being told is if we continue to use this mechanism we should be
very cognizant of the fact that there is potential conflict of interest in terms of the Fund of-
ficials as opposed to them bezing directors of a company and looking after that company's in-
terests primarily. J

MR. SPIVAK: Is it not another issue of a conflict of interest with respect to Fund of-
ficials that was discussed or with the legal counsel that's in addition to this? Has the Fund
not discussed the problems of (a) the loaning to one director at one particular time and the
problems of the interest that a director may have in any one of the companies that may have
received one of the loans ?

MR. CHAIRMAN: Mr. Jones.

MR. JONES: The comments I have just read, Mr. Spivak, are from a review undertaken
by Legal counsel on that particular account to which you referred.

MR. SPIVAK: Can you give me the date of that review ?

MR. JONES: March 4th, this year.

MR. SPIVAK: March 4th, this year. Was that the only occasion on which there was a
review of that particular aspect? Did the counsel not undertake a review prior to that.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Yes. Reviews were undertaken, Mr. Spivak, fairly consistently.

MR. SPIVAK: May I ask you something, Mr. Jones? Did rhe counsel not undertake a
review specifically for the Fund some time ago just basically on the things that you have said
and come to the opposite conclusion ?

MR. JONES: Well, Mr. Chairman, if I may. I don't - using the word "review' is par-
haps incorrect. The Fund's legal counsel, since inception, has been present at all board meet-
ings and if legal advice is required in the format which we use to participate in the business,
his advice has been taken.

MR. SPIVAK: Well may I ask though, did he not give you advice which is contrary to
the position that you now say you received on March 4th from him ?

MR. JONES: Mr. Chairman, I would isay no, not contrary, no.

MR. SPIVAK: Well, did he not indicate to you that there was the possibility of being able
to loan money to a director provided the loan was placed in the hands of someone else as nom-
inee for the director ?

MR. JONES: Mr. Chairman, that's not my understanding of the advice we were given
at all.

MR. SPIVAK: Was he consulted with respect to the loan to be given to Willam Lamirande ?
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MR. JONES: Yes, he was present at the board meeting when the loan was authorized.

MR. SPIVAK: Did he understand at that time that William Lamirande was really a nom-
inee for one of the directors?

MR. JONES: Idon't think anyone understood that at the time, Mr. Spivak.

MR. CHAIRMAN: Mr. Green.

MR. GREEN: Mr. Chairman, you know this matter is, as the Leader of the Opposition
well knows, the subject of the investigation which is taking place and the information that has
been given with regard to that was given last year and is now being su»jected to some type of
careful scrutiny.

MR. SPIVAK: By whom ?

MR. GREEN: By the RCMP.

MR. SPIVAK: The RCMP have completed it.

MR. GREEN: So then. . . deal with it.

MR. SPIVAK: But then who's doing the scrutiny ?

MR. GREEN: The RCMP.

MR. SPIVAK: No, they've completed theirs.

MR. CHAIRMAN: Order, gentlemen. If you have some comments I believe it has been
indicated that this particular aspect that you're talking about is under the scrutiny of the RCMP.
I do not see the matter coming up at this particular time until there is a report. Mr. McGill.

MR. McGILL: Mr. Chairman, to Mr. Jones. It was during his replies to questions by
Mr. Banman, I thought he said that the accounts in which legal action for recovery had com-
menced that there were 11 accounts. and I just wondered if I had mistaken his reply there.
What was the reply that Mr. Jones made ?

MR. CHAIRMAN: Mr. Jones.

MR. JONES: No, the 11 accounts. Mr. McGill, I refer to were the accounts in arrears
for 60 days or more. There are 31 accounts in process of legal action.

MR. McGILL: Of those 31 accounts that involve legal action I think they're listed here
as accounts in which legal action has commenced. Has any legal action bzen completed in any
of the accounts ?

MR. JONES:Mr. Chairman, in some cases yes. In most cases no. I think probably two
or three of them have been completed and, for example, assets are being seized and probably
are, rather in the process of being sold. But in most cases we're still going through the long
exercise because some of these accouats which you have listed. there are loans to treaty
Indians and the process of undzrtaking legal action for assets on the Reserve is rather complex
and time consuming. We receive monthly reports from legal counsel on the situation in each
one of the 31.

MR. McGILL: Who is acting as legal counsel for the Fund ? Who is your counsellor ?

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Mr. Weinberg of Norton O'Sullivan.

MR. McGILL: And of the three actions which are complete or nearly so, has there been
any actual recovery of fuads by the Fund ?

MR. JONES: Yes, there has.

MR. McGILL: In which specific accounts? Can you . . .

MR. JONES: May I, Mr. Chairman, just have a few minutes. I could ask my staff to go
through and mark the ones where we've completed that kind of action and I can supply you with
that information.

MR. McGILL: Fine. Then while that's going on, Mr. Chairman. perhaps Mr. Jones
could - I'm interested in one account here called Fort Fashion Ltd. It's listed on Page 2 and
again on Page 8. On Page 2. there are loans and guarantees involved there and this has now
been written off. Was that a complete loss ?

MR. JONES: Mr. Chairman. yes, that was a complete loss.

MR. McGILL: What was the activity engaged inby Fort Fashion Ltd ?

MR. JONES: It was a small garment plant situated on the Fort Alexander Indian Reserve
and it was receiving support financially and otherwise from ourselves and from the Department
of Indian Affairs.

MR. McGILL: And thsre wasno recovery ?

MR. JONES: There was no recovery at all.

MR. McGILL: Mr. Chairman, to Mr. Scott. There was a loan guarantee . . .
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MR. CHAIRMAN: Mr. Loxley ? You were referring to Mr. Scott.

MR. McGILL: It's Mr. Jones, I'm sorry, a loan guarantee listed on Page 8. Was there
a time lapse between the loans and guarantees listed on Page 2 ?

MR. JONES: Is this in regard to Fort Fashion ?

MR. McGILL: Yes.

MR. JONES: Yes, there was.

MR. McGILL: Was the activity of the garment factory, did it get into production or did
it ever reach that stage?

MR. JONES: Yes, it was in production and in fact duaring the last three months of its
operation - I'm trying to recall something that happened in the early part of last year - they
engaged, through the Department of Indian Affairs, a man who would undertake sales across
Canada and they were just beginning to reach the stage where they could have penetrated the
market. They were making mitts basically and headbands. They were all Indian employees.
But unfortunately the degree of capital investment required was such that the Fund's board
certainly couldn't see any justifications for putting additional debt financing into it. We tried
to encourage the Federal Government to participate by way of grants but they refused also.

MR. McGILL: The total loans and guarantees seem to amouat to roughly $110, 000. What
purchase of machinery was involved here? Some of that money must have gone into machinery
for the operation.

MR. JONES: Mr. Chairman, I don't have the d=tails in front of me of that account and
I'm speaking very much from memory but the proportion of the moneys advanced by the Fund
into fixed assets, as opposed to working capital, was quite small. I believe it was about
$20. 009 for machinery because the machinery was extremely old. The major portion of our
commitment was for working capital. for inventory purposes and for wages.

MR. McGILL: I believe I understood youto say, Mr. Jones, that there was no recovery
of . . .

MR. JONES: That's correct.

MR. McGILL: What happened to the machinery ? Admittedly it didn't amount to a very
large percentage of your total involvement here but was there not any opportunity to recover
from the machinery that was used by this company ?

MR. JONES: Mr. Chairman, this was rather a complex situation in terms of the financing
nackaze because the company received a loan and a grant from the Department of Indian Affairs
and the security for the loan from the Federal Government ranked ahead >f the security for the
Fund. The recovery I understand - andagainI'm speaking from recollectionand if you wishI can
come back with the spacific details - I gather that the actual recovery to the Department of
Indian Affairs, as the first secured creditor, was somewhere in the region of $4, 000 to $5.000.

MR. CHAIRMAN: Possibly it might be advisable to take that question as notice and pro-
vide the information, correct information, the right information at the next sitting of the Com-
mittee. Mr. Jones, do you have that information that you asked your staff to look up ?

MR. JONES: In terms of completed legal action, if I may just give you so:ne examples.
On Page - I'm using a different sheet, sorry. There's a loan here to Oliver Ferland of Campe=r-
ville and the outstanding balance as at April 30th is record=d as being $39,125. That store
has been sold. There will be a shortfall, in terms of the moneys coming in from the purchaser,
shortfall to which the Fund will be exposed to the extent of $13, 000.

In the case of a loan to Mr. Halcrow of Cross Lake of $7, 500, we've been able to complete
the necessary legal documentation to seize the truck. The truck has been sold. Now I would
like to - if you wish - take this, the precise amount, o1 notice as well. We have recovered I
believe about $2,580 of the $7, 300.

We could go through or I could supply the Committee, if the Committee so desires. the
complete details of all these actions. But it's a little difficult to - I would rather not speak
from memory, quite frankly in terms of the amouats recovered. But there are nine cases which
‘we record as hzing under legal action where the legal action has been completed.

MR. CHAIRMAN: Is it the desire of the committee to have this information provided in
written form at the next meeting ?

MR. McGILL: Mr. Chairman, I think that would be helpful. To Mr. Jones, in the case
of the one account, the Ferland store which was sold. was there any financing provided o the
purchaser by the CEDF in this change of ownership ?

MR. CHAIRMAN: On Page 3.
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MR. JONES: No, Mr. Chairman, no. The purchaser obtained his financing elsewhere.

MR. McGILL: And I understand then that the net loss after the recovery - thz Fund made
was $13, 000 roughly.

MR. JONES: No, there's a shortfall at presen* of $13, 000. There are receivahles, un-
collected receivables of $6.000. We have grave doubts as to the collectability of those. But
the Fund, in its normal process, will procead with legal action against Mr. Ferland. To what
extend we will recover a portion, substantial or otherwise of that 13. it's d fficult to tell atthis
moment.

MR. CHAIRMAN: Mr. Johaston.

MR. GORDON JOHNSTON: Perhaps some of my questions would be adiressed to Mr.
Loxley. I note in examining the Annual Report which is 9ver a year old now that there's no list
compiled of the number of applications made for loans and how many were turned down and how
many were accepted such as tha MDF - I believe they do this. They list the applications and
the ones who are refused, the number who are refused. thes number that were withdrawn by the
other party and the naumber accepted. Do you have that information ?

MR. CHAIRMAN: Mr. Loxley.

MR. LOXLEY: No, Mr. Chairman, I personally don't have the information on the number
of applications. The procedire so far in the Fund is that the management deals with those ap-
plications which, for a number of reasons, are not serious or are not worth pursuing. This in-
formation is not forwarded to the board.

MR. G. JOHNSTON: Well does the organization have the information at all, Mr. Jones ?

MR. LOXLEY: Yes, Mr. Chairman, that information would 2e available in thz Fund.

MR. G. JOHNSTON: Because what I'm leading to - and I know the philosophy behind the
board is admirable. that the Fund nas to take more risk naturally if they're going to helpp=zople
who have never been in business before - but I want to know how the board investigates a person
who has made an application - or a corporation. In other words, are there turn downs and what
reasons? Does the board examine the credit rating of a person or a corporation? Does the
board do some in-depth checking before the loan is granted ?

MR. CHAIRMAN: Mr. Loxley.

MR. LOXLEY: The procedare that the board “ollows is to look at the financial, manage-
rial expesrience typ2 background of the applicant, to look in detail at the proposal that is being
put forward aot only from a commercial point of view, i.e. covering the marketability of the
product. the availability of raw materials, the financial flows inherent in ths proiect, in other
words look at the profit and loss of the project and the cash flow is something quite different
sometimes, to see whether or not the applicant can sustain the amount of debt that is being
required.

Not only does the Fund look at that, the Fund also attempts to look at the broader impli-
cations of the project on the community in quastion. This is provided for in the Act and an at-
tempt is made to d> that. This can't be done in very scientific terms but in general we would
need to know the numbezar of workers to Ye employed; we'd need to know the typz of a business.
tha number of alternative outlets in existence in the same locality and we would aeed to know
whether there are any pressing social reasous for ths project even if the financial pzrformance
is not looking tod good. So, Mr. Chairman, this is the kind 2¢ information that we request.

But I would like to emphasize that we are dealing here with small borrowers, with rela-
tively unsophisticated borrowers generally. borrowers who don't have professional background,
who are not capable often of presenting financial statements in a way that large co:mpanies can.
So there is guite a considerable onus on the staff to sit down with these p=ople and get this in-
formation from them. Then the judgment of the board is therefore to alarge extent basedupon
the information that is forthcoming and th= experience of the various board members.

MR. G. JOHNSTON: Can the information be supplied. thz number who have applied and
the number who have bzen refused for each year asto. . . ?

MR. LOXLEY: Yes. Mr. Chairman, we will undertake to supply that information.

MR. G. JOHNSTON: I note that in the affairs of one company or oue individaal that was
discussed this morning. it's bz22n noted that loans have been made to either individuals o2r com-
panies who have already been involved with grants or loans from the Department of Indian
Affairs, either before or after. Do you think this is a very wise policy to have two lendzrs.
two levels of government lending?

I detected a note in Mr. Jones' voice that - I don't say of blame - but he said that the
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(MR. G. JOHNSTON cont'dy . . . . . Department of Indian Affairs woulda't give a grant to the
group at Fort Alexander, Fort Fashions.. It seems to me that there should only be one lender
involved, not two levels of government because the tendency is then to leave it to the other or
place the blame on the other. What do you think of that ?

MR. LOXLEY: Mr. Chairman, I think in an ideal situation from the point of view of per-
haps both the client and the borrower, it would be nice to have one lendar to borrowing organiz-
ations. Now uafortunately in practice it's not that straightforward. We have two levels of gov-
ernment; we have different lending organizations, we have d.fferent terms on which they can
advance money. Now in particular - and I think this is worthwhile emphasizing - the CEDF does
not have the power to advance grants, to give grants, whereas in the federal structure, there
are organizations which can d> that. So it does make sense for the CEDF to co-operate with
organizations like ARDA oxa a grant and a loan basis. So that would be one consideration.

Another consideration is that different lending osrganizations have different limits which
they can apply in their own minds, either legally or in terms of the way they see their business,
to any particular borrower. So that often borrowers do have to shop arouad for funds and I
think that this is realistic and it's reasonable for the CEDF to assist on the merits of each in-
dividaial project.

Finally in the CEDF we do like to see borrowers take as much as they can from, for in-
stance, private lending institutions. I don't think it's ever been the intention of the CEDF to
try to replace private lending institutions. So generally I don't see or we don't see - sp2aking
for the board - any problem in doing this provided that both parties or the parties involved are
working on similar assumptions, so they both share the same view of the feasibility of the pro-
ject. Because if they don't then problems can arise. For instance, when thz borrower comes
back for additional financing, and they may come for loans when a grant is required. So Ithink
that what is required here is coordination and co-operation between the various institutious.

We have this with the chartered banks; we have this with other lending organizations. I think
this is a perfectly acceptable state of affairs given reality.

MR. G. JOHNSTON: Yes. Mr. Chairman, I turn now to the letter written to Mr. Parasiuk
of November 7 from Mr. Ziprick. The Leader of the Opposition has commented on it and elic-
ited some responses from both Mr. Jones and Mr. Loxley. But I understand that a letter was
written in reply stating what the Fund 'aad done. I wonder if Mr. Loxley and Mr. Joazs could
take us through this letter, point by point, and :ell us what exactly has been done to alleviate
each of the six problems that are enumerated and also there has been recommendations mada=.

Now the first one - I believe that the answer has already been supplied, that you have an
administrative manual settinz out policy organization and administrative and financial conirols,
etc. I wondar if we could have a copy of that ma.nual?

From then on I would suggest that one of the two gentlemen respond to all the points in
some detail as to what has been done to correct what the Provincial Auditor considers to be
deficiencies in the operations of the CEDF.

MR. HENDERSON: Mr. Chairman, on a point of reference. The Honourable Member
from Portage has a very detailed question and I realize it's going to lead into a different field
and I'd like to ask one question from Mr. Jones before he goes into that if it's okay.

MR. CHAIRMAN: Is that agreeable with Mr. Johaston.

MR. G. JOHNSTON: Yes.

MR. HENDERSON: When a company goes into bankruptcy and you foreclose and then you
go to dispose of the assets, how do you do it, by tender or do you put them up for auction or how
do> you dispose of the assets ?

MR. JONES: There are many routes we can take and the normal process is the tender
process. If we're dealing with a situation where there's a receiver appointed oy the courts
then of course he has the responsibility for doing it. If we're dealing with a situation - for ex-
ample we have one here listed where we financed a truck on an Indian Reserve in the North, a
very remote community where the costs involved of getting the thing out firstly are phznomenal.
If we have an opportunity in th= field in that particular reserve for example, to sell there. then
we ta'ke that route but the normal process is the tendzr process.

MR. HENDERSON: Yes, in that case where you would sell that truck, would you adver-
tise it in some paper ? Would *here be some posters be put up or how do you get about that type
of a sale?

MR. JONES: Yes, we advertise.
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MR. CHAIRMAN: Now the questions put forth by Mr. Johnston. Are you prepared "o
proceed with that, Mr. Jones or Mr. Loxley? Mr. Joaes.

MR. JONES: Point 1 in the letter, Mr. Johnston, I thinik you'll agree has been answered,
and we will supply you with a copy of the manual.

Point No. 2. The Provincial Auditor made a comment that the Record of Supervision form
which we tabled this morning to show you what it contains, he says has not been utilized for
all loans, What we've done since this letter came in, since the Provincial Auditor made that
comment, is to try and adapt it to every loan we have got. I explained to Mr. Spivak that in
many cases this is still an impossibly hard task bzcause, as I said, if we are dealing with some
pzople who have basic difficulty in maintaining recordis, as much as we try and 1s much as we
know we have to 3ucceed in it, at the moment we do not have Record »f Supervision forms for
every loan. Now that does not mean to say thougzh . . . [ th'nk ths point Mr. Ziprick was get-
ting at here it's not so much the use of a specific form but rather so that he cou'd come into
the Fund, pick up a file and see that that accounat and that business has been and is h2ing moni-
tored correctly.

If we've not been actually able to use that form itself. which is the ideal format to see
how much and what the man is doing with hi.s money in the business. then we use other means.
It may be done by means of a memorandum to myself. But the information which I relatedback
to Mr. Ziprick in reply to Point No. 2 was that the information. generally speaking. is on file
in the Fund.

MR. G. JOHNSTON: Mr. Chairman, just a juestion at that point. You stated earlier
that in ordar to both help the pzrson who's the borrower and also to protect the interest of the
Fund, you've on occasion had to have one of your staff for one or two or three days helping the
person with bringing his accounts up-to-date. Do you make a charge for that? In other words
why should the good borrower have to pay or help suhbsidize someone who is being helped with
help that the good borrower doesn't receive ?

MR. JONES: Mr. Chairman, I agree there is anomaly there but no, the Fund J>es not
make a charge. It's considered by the Fund to be frankly part of the szrvice of our manage-
ment service staff. We do not have a budget for that kind of expenditure.

MR. G. JOHNSTON: Well it seems to me that if the Fund's philosophy is to encourage
people to ma'ke it on their own that something could be done in ‘hat area. That if they don't do
it themselves then they will bz charged for it. I think it would help if the borrower found t
was gaoing to cost him a few hundred extra every year for someone else to do work he should
have been doing.

MR. LOXLEY: I'd just like to comment, Mr. Chairman, that we shoulda't lose sight of
the fact that these businesses are operating normally on very slender margins and that it is in
the interests of th2 Fund and in the interest of the province to zive as much managerial account-
ing support as is possible. This we would feel is a legitimate charge to be borne by the Fund.
As part of its very broad terms of reference with regard to development, the Fund is charged
to assist in the d 2=velopment generally of communities and of businesses, no! simply to get prof-
it and loss or to be self-sustaining on account of services rendzred. The view of the Fund
would be that as a general rule most of these companies would not be in a position to fully pay
for the kind of advice that they require and that this would 2 gquite a legitimate charge to be
borne by the Fund.

MR. CHAIRMAN: Any further questions, Mr. Johnston ?

MR. G. JOHNSTON: No.

MR. JONES: On Point No. 3, Mr. Johnston, where Mr. Ziprick comments on contra-
ventions to loan conditions. In my reply to him I had "o express disagreement with their . . .
As I said, in many cases if not most cases, these contraventions aren't observed until after
the fact. until we see the financial statement primarily. If you look on onz section of this
Record of Supzrvision form, which was the last piece of papar tabled. you will see that o= that
form we show the sources of money for the period ander review, the uses of money; uader-
neath there are comments which are to b2 made hy membezrs of the staff completing the form
in terms of any significant contravention of terms and :zonditions of the loan. If there have
been contraventions, then they are recordad here - precisely what the contravention is. If the
man has gone ou: and bought a truck without getting prior consent of the Fund. that is recorded.
If it is considered serious in terms of possible jeopardy to the earnings of that business, then
he is first of all remonstrated very strongly.
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(MR. JONES cont'd)

Secondly, I should make it very clear that this is presented. this analysis is presented
to the directors at their meeting so that they also see what is happening to an individaal business.
There are many occasions when contraventions take place which frankly could be considered to
be in the normal line of business and although we record them, we don't necessarily consider
them significant enough to warrant, you know, remonstration or any other action. We could
technically, in terms of our loan agreement, call the loan, ifthe contraventionis serious enough.
But Mr. Ziprick made this comment because one of his first tasks in his investigation was to
look at the kind of commitment letters we issued where we say very clearly that without the
prior consent of the Fund, you will not, you shall not do certain things. Now ideally any move
that any businessman makes who's financed by the Fund, he should come to the Fund, to the
Fund's board and say, "I want to buy some equipment. May I please have your consent?" And
this is happening.

So perhaps in conclusion on Point No. 3, I should say that that aspect is being considered
very seriously. To this extent also, I think we've been a little bit too arbitrary in putting con-
ditions into our loan agreement without really taking into account the kind of experiences a
businessman faces. In other words, we perhaps have been a little too tight on these conditions.
The Fund has certainly taken note of what Mr. Ziprick has said but, as I said. I have some dis-
agreement in that comment.

MR. G. JOHNSTON: Mr. Chairman, I think a year or so ago another financial institution
seized a truck I think it was, or a number of trucks, that had heen financed by one of your loans.
Has that loophole been plugged ? That can't happen any more ? In other words the parson who
had the vehicle used it as security for another loan.

MR. JONES: Mr. Chairman, legally that loophole never existed. If we have a prior
charge on fixed assets, legally there is no way that that should happen without our being made
aware of it. Unfortunately when these actions are undertaken in the field, even if it's caught
three or four weeks or three or four months later. unfortunately it is already done. We have
plugged it to the extent that we now make it crystal clear to these people when they are getting
loans that they will not, under any circumstances, attempt to charge assets charged to the
Fund withou’ our consent. But that is the limit to which we can go.

MR. CHAIRMAN: Mr. Spivak.

MR. SPIVAK: I want to make one comment, as I listened to Mr. Joazs - and I think it
should be made now, it's rather appropriate with respect to what has happened.

The Provincial Auditor has recommended that departmental managers appear bzfore ths
Public Accounts Committee and to deal with both his report and explain their particular situ-
ation. I thinXk that the way in which we're operating is not satisfactory because I think in this
particular situation it would be advisable for the Legislature through one committee or the
other - and I think the Public Accouats Committee would probably be the most appropriate one -
to have at that point the Provincial Auditor present with the directors, in this case the General
Manager of the CEDF .and the officials.

My point being that we're then in a position to understand the nature of the problem areas
and to be able to establish for our o'wn satisfaction that what is taking place is proper and in
the best interest of the pzople of this province. But further that the d'.fferences of a position -
because there obviously are some differences of position - between where the Fund and the
Provincial Auditor at least are brought to light before a committee in which both points of view
are brought forward and then whatever recommendation would come from ourselves as legis-
lators would be able to be made based on sound advice. And I would make the comment because
I believe that what we are now dealing withisa very difficult matter to deal with without the
Provincial Auditor present, and without the ability to have his comments. His comments were
very general with respect to his report. They did not give us some of the specifics that are
provided Dy selective - and I don't mean that derogatory - but selective letters that have been
produced for this Committee. I don't know what other letters have been produced for this com-
mittee and I don't know what they would contain but obviously there has been some work that
has been undertaken as a result of the review that's taken place. And our responsibility, par-
ticularly our responsibility in Opposition, is to highlight those areas of concern and if thare's
going to be a check and balance for the public interest, to be able to insure that that is being
undertaken.

Now there's one area that's not covered here, Mr. Jones, and I'd like to put it to you
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(MR. SPIVAK cont'd) . . . . . because it's an area in which there is, I think, a legitimate con-
cern by a number of people who have dealt with and are dealing with the enterprises that are
financed oy thea CEDF. That is the degree of representation that has h2en madsz by your offi-
cials of ths government involvement and of the government support to, in a sense. provide the
credit for the undertakings financed by the CEDF and particularly the extension of credit daring
the pariod of time of difficulty. We have a number in receivership, we have a numbexr who are
in arrears . . .

MR. CHAIRMAN: Mr. Soivak. I don't believe you expect that Mr. Jones will be answer -
ing thoss guestions in the general comments . . .

MR. SPIVAK: Well I think he will. I want to talk to him about this bzcause I think this
is a problem area of the Fund.

MR. CHAIRMAN: Still, you're discussing policy and I think you should direct it to the
Minister.

MR. SPIVAK: No, I'm not discussing policy at all. I'm discussing the actual facts of
what has happzned.

MR. GREEN: Mr. Chairman. yes, I would be interested ‘o know what creditors were
given assurance that they were standing with regard to thase funds, to people who have bor-
rowed money from the CEDF in any different way than they stand to any other person who is in
business because that is not the policy. I expressed that in the House several times, that thay
do business with these companies in the normal way. The government is not obliged to %ail ths
companies out if they go bad, and if that has happened. thzn I would be very interested to know
where and when.

MR. SPIVAK: All right. You know the enunciated policy of the government is there. I
am now asking Mr. Jones. and I want . . .

MR. GREEN: Well if.you have information that that has s2ccurred, I would be very in-
terested to know it.

MR. SPIVAK: No. You know, Mr. Chairman, the problem at this point is, you know.
the posture that's talken here. I am saying that I want to be in a position to ask Mr. Jones
whether creditors have come to him . . .

MR. GREEN: Okay.

MR. SPIVAK: . . . and have said o him that, yoa know, we b:zlieve and have reason to
believe that the extension of credit that we were given would at least bz either wholly or par-
tially supported by the goverament as a result of the representations made to us that the gov-
ernment was involved.

MR. GREEN: Fine. That's a good juestion.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Mr. Chairman. yes, thare have been many cases where creditors have
either come in or telephoned and madez representation in the manner, Mr. Spjvak, which you've
just suggested to the extent . . . Okay. The CEDF - we are aware of the fact it's financed
this particular business and on that basis we, as businessmen suppliers, have supplied it with
credit. I do not agrea though that the Fund. certainly not the Fund itself, has ever guaranteed
to suppliers. to businesses that thair credit would e good.

Now I think perhaps where you mentioned earlier on in the meeting a particular issue. a
zivil suit, and if I may just refer to that one. That was the case wheve a letter was written by
the Fuund o that particular supplier saying that the Fund - yes. we had a letter in and we re-
plied and said. yes, the Fund, with a concern to the borrower - is supplying this company with
financing but that the loan cannot bz disparsed bhzcause the security is not in place. That is
one issue that I can recall very spzcifically where we recordzd in writing tha situation of the
Fund's financing.

MR. GREEN: That is in court.

MR. JONES: That is in zourt.

MR. SPIVAK: But. Mr. Chairman, I want to, you know, make this very clear distinction.
With respzct to a hank who would loan money and who may bz contacted hy a particular creditor,
that's one particular kind of situation. But thz Fund is in a very different position. They have
loan officers who are out there trying to support marginal situations, trying to support situ-
ations that may very well be in difficulty or on the verge of bankruptcy and in the course of
doing that they, in turn, are dealing with creditors as loan officers. Again I put it to Mr.
Jones, is itnot a fact that many people have said %o you that as far as they were concerned,
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(MR. SPIVAK cont'd) . . . . . as a result of what was taking place, they had reason to believe
that the extension of credit or the accommodation that was given was given on the basis that
the government would 2e supporting it? Now is this not a claim that has been made to you on
many occasions ?

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Yes, Mr. Chairman, that claim has been made on many occasions. If I
can refer again to the specific one which we referred o earlier today, the store in Campa=rville.
We've had people calling us consistently saying that, you know, this man is horrowing money
from the Fund, we understood “hat you would be paying the bills. This just is not correct.

Now there are other cases, Mr. Spivak, there are other cases for example where busi-
nesses are starting up. We have two right now that are in the process of just being developed.
Now in cases like that if th2 p=2ople are involved in a remote commuaity, we d> have a loan
officer who will make arrangements with pesople who supply restaurant equipment for example.
and with the authority of the borrower that man will go to the suppliers, like equipment sup-
pliers, and say yes. the Fund is financing; yes, would you please arrange delivery. But this
is done with the specific agreement of the borrower. I think this is rather a different con-
notation from . . .

MR. CHAIRMAN: Mr. Green.

MR. GREEN: Mr. Chairman, I would want to know, I would want to know if the Leader
of the Opposition has information, I would want to know whzther any of our loan officers or any
of our people told any supplier that he doesn't have to worry about his account beacause the Fund
is supplying the money. Because that is certainly contrary to my undzrstanding as to how the
Fund operates and if that happans [ would like to know about it. If he has cases, I would like
to know about it. I know that lots of creditors will say that we expected to get paid 2y the gov-
ernment because they will say anything when they don't get their account paid. But I would like
to know whether that has been represented to them and if it has, they may have a good suit
against the CEDF and that's something that they would pursue.

MR. CHAIRMAN: Mr. Spivak.

MR. SPIVAK: Well, you know, the question at this point is - and I'm questioning Mr.
Jones and there'll be an appropriate time for me to be able to deal with this not in this com-
mittee and I intend to - I just want to get his position on this thing and I think I'm entitled to
d> that. I have asked him the question; he has indicated creditors have come forward. Then
it's his position upon his investigation - and “he former chairman is not here and the question
would then be put to him - and insofar as they are concerned, they have investigated :his mat-
ter and they are satisfied that the representations of some of the creditors that have bzen made
to them are not correct. The officials did not represent that in effect the gaovernment was in-
volved or did not necessarily represent verbally that they were but by their actions . . .

MR. GREEN: Oh, well . . . what does that mean ?

MR. SPIVAK: I'll tell you what it means. It means that when an official of the govern-~
ment brings a creditor the cheque for the company, it means that when he, by his actions, is
involved in the commercial transactions of a company that's in trouble - as part of this assis-
tance program - that it becomes very difficult to distinguish the roles with respect to a company
supposedly independznt and a company in which the government has some propriety interest
both as a motivator of the company - because I have to use that terminology as well as a lender.
And [ think that there is a problem and [ say this to the Minister, h2 may not be aware of it,
there is a problem in this.

MR. GREEN: Well, Mr. Chairman, I would say the problem is with the businzssman
who is lending money without finding out who's paying. He is more unsophisticated of the busi-
ness. . .

MR. SPIVAK: Well, all right. In how many cases, Mr. Jones, have the loan officers
of the CEDF taken a chequz or on how many occasions have cheques been mailed directly from
your office to creditors on behalf of companies?

MR. CHAIRMAN: Mr. Jones.

MR. JONES: On many occasions. I can't recall specifically, Mr. Spivak. Also some of
these officers in some of these businesses, they are deeply involved, they're very close to
the business activities and if it's only in terms of assisting usually in the beginning, if it's a
question of coming back to Winnipeg from somewhere, Anama Bay or somewhere, and an
account in Winnipeg has to be paid, the officer has come in with the cheque. I can think of
many instances that . . .
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MR. CHAIRMAN: Mr. Green.

MR. GREEN: Mr. Chairman, why by actions does that show that the Fund is on the risk ?
There are numerous times when a mortgage company will send out payments, rather than send-
ing them to the borrower, they'll send them to the . . . perhaps their lawyer will send them to
the other lawyer who will mail them to the clients, all intrust, because that is what the money
is advanced for and they want to make sure that that is what is paid. But then the person who
has been the supplier has no right to expect that from now on he will be paid by the government.
And he should know his affairs well enough to know that.

MR. SPIVAK: Mr. Chairman, to Mr. Green, I would make this point. That where you
have companies that are marginal in the sense, both in their entrpreneurial ability and are in-
volved in a remote area which creates another problem, are involved because their financing
is such that it is marginal to begin with or in difficulty and we've acknowledged that there are
several. you know a substantial number that are in difficulty of one type or another. the in-
volvement of the CEDF and its loan officials in providing the cheques. in dealing with the ac-
counts, I think puts it in a very different kind of position than the mortgage companies and I
say that to you very directly.

MR. GREEN: Well Idon't agree.

MR. SPIVAK: Well you may not agrea . . .

MR. GREEN: But I would like to know if any loan people or the Fund has given asupplier
to understand that the Fund is on the risk and if that is the case then that will be certainly
dealt with. Because that is not the understanding that I have of the Fund.

MR. SPIVAK: Mr. Chairman I have to say to the Minister that I have watched for almost
a year how the government has dealt with the problems that were brought up in this committee
in the past and in the Legislature, and I'm not satisfied that the undertaking by the Minister
would ever bz accomplished. I. . .

MR. GREEN: Mr. Chairman . . .

MR. SPIVAK: I say that. I think that the performance at this point is such that as much
as he would like to believe that his undertaking should be sufficient, I don't think it can be ac-
cepted on the basis of what's taken place.

MR. GREEN: Well. Mr. Chairman, I have watched for over a year the manner in which
the Leader of the Opposition has dealt with this Fund and I have to say, Mr. Chairman. thatI
am not satisfied that the members of this committee or the majority of the members of this
committee or the public are in any way satisfied that the way he is dealing with it leaves anything
for the public to understand that his way of proceading should be accepted or be satisfied with.

MR. SPIVAK: Well. Mr. Chairman. you know we have a perfect example for this. We
had a Receiver's report on Schmidt Cartage that had been forwarded by the then Chairman to
the Attorney-General andthe question was put in this committee as towho owedthe shares of a
particular company and he said we haven't received the Receiver's report. Now how can we
deal with it at that point ?

MR. GREEN: Mr. Chairman. on a point of privilege. The fact is that that was not the
answer that was given. The answer that was given and the gquestion that was put have been, you
know, thoroughly canvassed and everybody has a right to take their position on it. The question
was asked. the amount of involvement that Mr. Thompson had with the company and the answer
was - and I'm paraphrasing it because I can't remember it exactly - 'I am not sure, that is
presently under investigation. I have received ao reports from the Receiver and I am waiting
to hear from him." That was with respect to involvement. At that time the Chairman, he ac-
knowledzes that he had an interim report bat it was not with respect to the extent of involvement
of Ben Thompson in that company.

MR. SPIVAK: Well what Mr. Green has said is that everyone is taking their position on
it.

MR. GREEN: No. I am not. I have said that that has been thoroughly canvassed . . .

MR. SPIVAK: I'd like to be in a position to finish my remarks. Mr. Green has taken his
position and then that will be his position on the explanation. And I would think that for every
debating point that we have there will always be positions taken by every side. But I, at this
point, am suggesting that based -on what I consider the track record of the government. the un-
dertaking that Mr. Green has given is something that I'm not prepared really to accept. And
he can say accordingly with respect to myself.

MR. GREEN: Right.
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MR. SPIVAK: But Mr. Jones has acknowledged that creditors have in fact brought this
to his attention. I assume - and he hasn't said that directly and I just want thatfor thereceréd -
that he is satisfied that as a result of his investigations that this isn't so and we'll see what the
course of events in the next period of time will be as to whether that statement will stand or
not. I'm assuming that that's his statement. That's really what I would like as an acknowl-
edzement from him, that he has investigated and he is satisfied that it isn't so.

MR. GREEN: I would like to know from Mr. Spivak or Mr. Jones whether the Fund of-
ficers have done anything which he believes have given creditors reason tc believe, has put
the Fund on the risk for the extension of unlimited credit by the government.

MR. CHAIRMAN: Mr. Jones.

MR. JONES: Mr. Chairman, to my knowledge, no. Itried to explain, Mr. Spivak, the
exceptions to the rule and I have a case in Grand Rapids right now where it's a marginal busi-
ness. The Fund approved some additional assistance to working capital and the reason for
approving the money was to insure that this business would operate during the summer months.
Now in that particular case - and I think it's a good example of how we operate - the commit-
ment, the approval was made on a Thursday. To get the supplies - it's a lodge so there are
supplies of food and so on - into this area, early enough to get this man going, was uadertaken
with the authority of the borrower by one of our officers dealing with suppliers in Winnipeg.
Now in cases like that, yes, the Fund has said to these suppliers, the Fund has made a loan;
would you please undertake this order; would you please send the invoice to the Fund. Now
those are specific cases and there are other cases, Mr. Spivak, where that kind >f action has
been undertaken. In terms of the more general approach to this think, to my knowledze we
have not, under any circumstances, misled. In fact, I would be extremely angry if any of my
staff have deliberately misled creditors to understand that money would be forthcoming from
the Fund.

MR. SPIVAK: I wonder, Mr. Jones, if you can indicate whether the RCMP, withrespect
to the investigation of the matters that they have undertaken, had discussed with you - and we
don't have the Chairman here so we can't ask him - discussed with you this problem area. the
problem area of the representation to creditors of the position of the government.

MR. GREEN: Mr. Chairman, I am not going to ask the Chairman of the Fund or other
people to detail their comments vis-a-vis the RCMP and the investigations that they have done.
That is something that is not normally dealt with.

MR. SPIVAK: Then I would put it this way. Can Mr. Jones indicate whether this matter
was raised by the RCMP ?

MR. CHAIRMAN: Mr. Spivak, I believe that that is a matter that is not for the committee.

MR. GREEN: Ifit's. . . I suppose it will be dealt with.

MR. SPIVAK: Well I don't know whether we can say it will be dealt with, Mr. Chairman.
because it's in the hands of the Attorney-General and as far as I can see . . .

MR. CHAIRMAN: That is right. It is not before the committee. Mr. Dillen.

MR. DILLEN: Yes. Mr. Chairman, I don't believe that we're going to get through the
page by page report on this occasion and that we'll be coming back. WhatI. . .

MR. CHAIRMAN: I would not assume that, Mr. Dillen. We can proceed with your ques-
tions.

MR. DILLEN: I want to question the Chairman of the Board if he has made any compari-
sons between other provincial lending institutions as it applies to. . . On the one hand. the
Manitoba Development Corporation makes loans, for example, to what can be considered in
the Province of Manitoba as some of the most sophisticated husinessmen that there are, and
in the case of tha CEDF, we are dealing with people who are primarily of native and remote
communities, who for the most part are not sophisticated. whether we can make a comparison
between the repayment percentages in the activities of the CEDF as compared o the MDC.
Further to that I would, if the information is available to you, could you also make a comparison
between the activities of the CEDF as it applies to the unsophisticated. to the activities of the
Manitoba Agricultural Credit Corporation and draw a comparison as to how the history of the
Fund compares with the history of the MACC and the MDC.

MR. CHAIRMAN: Well, Mr. Loxley, I don't know if this is a question that should be
directed at this time but if there is a comparison that you're able to make, proceed.

MR. LOXLEY: Thank you, Mr. Chairman. The comparison that I have made is not be-
tween the CEDF and other lending organizations in different fields lending to larger businesses,



May 29, 1975 165

(MR. LOXLEY -{cont'd) . . . . . more sophisticated borrowers. The comparison that I would
make is between the CEDF and similar organizations elsewhere lending to similar kinds of
borrowers. Based onmy experience - no* in Canada hut elsewhere - the CEDF's performance
compares very well given the fact that the CEDF is lending not to large co-operative groups,
which rediaces the cost of borrowing and which also in many cases helps to secure repayment,
but given the fact that it's lending to small individaals with all the monitoring problems that
that entails, the parformance is very reasonable indeasd. In some cases the bad debt perfor-
mance goes as high as 50 percent and over, in other countries.

MR. GREEN: Perhaps Mr. Loxley's experience in other areas should oe compared with
this. Would you consider that in under-developed nations which you have had experience in and
the people in those areas and the attempts to generate some mainstream activity on the part
of these people in Tanzania for comparison, is a valid related .yp= of activity ?

MR. LOXLEY: I think that based on my expzrience in East Africa. one has to be careful
to compare like with like. There have been considerable changes in Tanzania in recent years
which mad= a comparison difficult. But in the earlier stages of development lending in Tanzania,
when a similar organization to the CEDF was attempting to give this kind assistance - and this
goes back to colonial times, way back to 1940-odd and onwards - the bad Jdz=bt performance
there was atrocious and yet the problems are very similar. I think the degree o9f monitoring
which goes on in the C EDF both at the management leve! and the board leve!, and the amount
of information that we require. is generally well in excess of that which was normal at that
time certainly in Tanzania. This I think should also be borne in mind. that the CEDF is highly
centralized, that the staff are remote from the borrowers. That again is a difference that one
would expect that this would lead to even less control. So my own pzrsonal fecling as a rela-
tive newcomer is that the performance compares very well.

MR. CHAIRMAN: Mr. Johnston.

MR. G. JOHNSTON: Mr. Chairman, it's 12:30 and I wondar if I can have the understand-
ing that when we meet azain that we were discussing the points in the letter of November 7th
and we are on Point No. 3. I don't mind other members getting in on each point. that's quite
all right. But the last two conversations had nothing to do with it and [ don't mind that bu® when
we meet again can we come back to Point No. 3.

MR. CHAIRMAN: Fine. Is it agreed that. . . of course we're not finished so the com-
mittee will be meeting again at thz call of the House Leader. Committee rise.

Mr. Parasiuk has indicated that he will b= present to answer any questions periaining to
his period of time as Chairman.






