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Govérnﬁents ip many coﬁntéies in the world have accepted
public ownership as one means of carrying out their social,
economic, and culturallgoals and objeétives. In Canada
there has been an expansion of the public sector both at the
national and provincial level. This thesis focuses on
pub;ic enterprises in British Colﬁmbiafthrough.an examination
of two crown corporétions: British Columbia Hydro and Power

Authority and Insurance Corporation of British Columbia, and

one shared enterprise: British Columbia Resources Invéstment
Céfp&rétibn;r7fhé”examination of these partiéular case studies
provides an insight into the operation of some of British
Columbia's public,entefprises, especially the commercial

*

types of ventures.

The m;in purpose of this thesis is to examine why these
three public enterprises were established, how they were
structured in order to carry out the purpose for which they
were established, and an assessment of the clientele interest
that was served by each public enterpfise in order to analyze
the manner in which these public enterprises served the public
interest. Therefore, the three case studies are examined in
regard to these three main issues concerning the public enter-
prise: {l) the rationale behind.its formation, (2) its
structure and operatioﬁ, and {3) the clienﬁele interest

it serves. An analysis of the three issues reveals the

similarities, differences, and contrasts among these

enterprises.



iv -

- It is concluded that: (1) quérnﬁénts may provide
different rationale for the creation of public enterprises,
{2) the structure of the publi;\enterprise is an importanti

.

factor in detérminingdhow the public interest is to be
served, and (3) the crown corporations studied serve a
larger glientele interest than does the shared enterprise. .

Genefally spéékihg, public enterprise in BritishﬁColumbia ié

actively used as an iﬁstrument of government policy. Secondly,

the form of ownership adopted by each government depends

upon the respective government's interpretation of the public

interest and how-its interpretation of this interest can be

, |
- served.

y
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CHAPTER T .
INTRODUCTION

Fl B - R [P

Intervention by government in the private'economic )
sector can have a cons1deraile effect on the soc1alland -
economlc llfe of a country. Whlle state 1nterventlon can
'take many fo ms, the use of thegpubllc enterprlse as anrﬁwj

1nstrument of government 1ntervent10n 1n the_economy will

be the focus of d1scuss1on in thlsctheslsr,rThe purpose of

thls chapter 1s to set out the context deflnltlon of terms,

and the framework to. be used in the thes1s for. the examlna—
.tlon of‘three pnblic'enterprises'in Br;tish Columbia. |
The‘concept of,the nineteenth century‘that'the interests
of society are’be;L\served.by the state if it intervenes as
little as possible with the life of the people has lost its

meaning and its support. J.M. Clark states that "absolute

-

E

laissez~-faire of free enterprise is a myth; the nearest
, . , L
n

[3

‘approach to it involves a good dealvof control. In’

E
1

'addition;"Rea'says that noLL, 1t is now clear that completely

lalssez—falre arrangements do not ex1st and never have exlsted

in Canada or any other Western natlon. 2 V
Instead of the state being a pass1ve observer of the

economlc process, 1t has emerged as an actlve part1c1pant.

Today there is hardly any sphere of economic activity wh1ch

is not in some way or otherfcontrolled and regulated by the

state,~ To. some extent, governments in all countries are -

g

‘involved in the establishment»and.manageijf/of enterprises.3



W
LEPS
(
¢

ex1stence of publlcly owned and prlvately ownedfenterprlse

“and the fact that prlvate enterprlse generally must operate_d,

In Canada, the Unlted States, Great Brltaln, and the co%ntrles

of Western Europe, the term "mixed economy" is cemmonly’
applled4f6/descr1be these countries' economlc structure.sw,,,,

An explanatlon for the establlshment of publlc enter-

prlses by gevernment’ISJUff’red by J. H. Perry when ‘he states:

It has been p01nted out by nearly all ‘writers that
government enterprlse is found where for some reason ”;_y,'
- private enterprise is found wanting. The usual con-
dition where this occurs is the existence of some public
need ‘having commercial characteristics which private :
enterprise is unwilling to fill, should not be expected o
to fill or is unsuitable to’ f111 :

s . N
e
i .

Thus, there is the question of a'governmentlsfroig£in'the
economlc sphere. In certainrinstances,'the goyernment is
faced Wlth the decision of entrustlng the’ prlvate sector w1th
~ the respons1br11ty of accomp}lshlng certain goals or u51ng
' instruments of the state to achieve them. .7. : ;.'-
The earliest contemporary'publfc enterprises were created

'at the end of the nlneteenth century in Europe.7

4In‘Canada,
the flrst recorded use of public enterprise for the achleve-
ment of_government objectlves was the creation in l841 of the;
- Board of Works to construct a canal system—in'the~Unitedv apl
Provinces of Canada.8 Since'that'time;’the expansEOn of the

.-publicrsector at both the pfbvincial and national level has

e

444rcrge;i———resulted;in—government—ownership4of?afuide%varietyrof;enter=ﬁff***'*

prises which affect every resident in one way or another. In



the nrovinces of Canada, as at the national level, -there

B - are mow many public corporations, known as crown corporations

and shared enterprises,hwhich serve a'wide variety'offpurposes

‘deinc;udlng resource development and the prov151on of soc1al
beneflts and serv1ces; k o
The use offthe corporate form‘ofdorganization‘rather
«  than the departmental form of organization is genmerally
- rationalized on the basis of the adVantages to be gained from

¢

independence from government control,'flexiblevadministration‘ s

pro edures, and special expert:.se.9 These are features

o adipted from fhe prlvate ‘sector corporatlon which seem to

%

contribute to 1ts success. : .
& ‘ ' ' ‘ o
- Lord Morrison of Lambeth elaborates on the reasons for

a government to establish a publlc corporatlon.

'_If we establlsh the publie c0rporatlon, it must be
for certain reasons. What are they? They are that:
we seek to combine the principle of public account-—
ability, of a consciousness on the part of the

"undertaking that it is working for the nation and
not for sectoral iftérests, with the liveliness _
initiative, and a considerable degree of freedom of
a quick mov1ng and progressive business enterprise.
Either that is the case forlBhe ‘public corporation,
~or there is no case at all _

The corp0rate form, when applled to the'publiC'sector,
however, creates problems Wthh do not exist for private
secthkcorporatlons. For 1nstance, confllct ‘may arlse
bétween the;need for managermal autonomy and freedom from
politicsifor thempublic corporationvon'the onerhand and thed

requirement that it .respond to the government's ‘policies on

the Gther hand. Therefore, the rationale for the formation
, of the public corporation together with its structure‘and

N



. . the public enterprise. . - e T
Inléanada, the baeic strﬁcture of the provihcial public
corporatlon closely parallels that of i federal counterpart
Since there is- conslderably more llterature available on the
'federal gorperatlons, th1s paper-w1ll refer.to this literature

> in orderfto,definefcertainﬂtypes,of,public;enterprise, A

I Deflnltlon of a Public Enterprlse

\

Ba51callv, a publlc enterprlse is e1ther wholly or

;partlally owned by a government. For the purpose of th1s B
7thes1s, the term publlc enterprlse w1ll be applled to two- | ) :

types of public corporatlons' the Crown Corporat;on—and

*

the ‘Shared Enterprlse. The following discussion will set b

' E out the definition of these types of public enterprise.

A. Crown Corporation

In Canada, a crown corporation is n institution-with
AN

corporate form brought into ex1stence b the actions of the
federal government.h They areroperated underigovernment.

auspices with varying degrees of freedOm-fromsgovernment to

serve‘a public function;ll o ) ‘ v

In a discussion of the reasons for the use‘of the crown

corporatlon form, Don Gracey'states-

»

The basic raison d'etre of the federal crown corporatlon
form has been to separate the management of an activity

PO : from continuous partisah intervention and day-to-day
. L government or parliamentary scrutiny and debate. Succes- .
o " sive governments have rerraiﬁed‘from‘appointing*minIstersrrrrrr

B e or members of Parliament as directors of crown 12

L corporatlons lest violence be done.to this prlnc1ple
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: Even though orown corporatlons are 1argely*1ndependent
"““““of‘parliamentary‘controI‘and‘scrutIny"theytarer‘neverthelessvrrv““L‘*

1nstruments of government, and crown corporatlons with share

structure, for 1nstance, have as the trustee shareholder a

government mlnlster de31gnated by the Governor—1n—Counc1l as’ -

the approprlate mlnlster for purposes of that corporatlon.

"In‘other Crown' corporations, the(constltuent act or the.
- ’Governorrin—counoil*designates a*oertainlministér'asvthe'

- {appropriate‘ministerf;"13 ‘While,the full meaning of the

term "appropriate minister" is'unclear,-this.person acts as

the reportlng llnk to Parllament for the crown corporatlon.14

The board of d1rectors of ‘crown corporatlons are
‘app01ntedlby the cabinet. Although public servants arev
often appointed to the boards, cabinet ministers are not
appointed to the board of directors-oflfederal crown. corpo--
fations;:In the case of'thercorporations that operatefpna‘
profit basis; the boards are usually composed of individuals
from thHe private -sector appointed byicabinet‘lso.TheVCrovn
1s not subject to taxatlon, nor are its agents, unless the ' '§
1mmun1ty 1srremoved by statute.‘ This holds true of federal“ |

‘provincial, and municipal taxes. 1©

o e

MOst of the FederalloroWn corporaticns depend- upon the
Government of Canada for‘appropriations or 1oans to,finanoe
'capital'projeots"and/or"operations}r’érown oorporations also
have varylng degrees of authorlty to borrow .on the open market.

Unless~5§e constltuent act provides otherw1se, Crown €orpo- . ;

rations that borrow wrth a~govsrnment guarantee, or as an



agent of Her Majesty, require Parliament's approval, and the

borrowings become a contingent liability against the Consoli-

dated Reuenue Fund. 17 ~The federal Parliament has, through

statutes such as the Financial Administration Act (FAZ),

‘maintained some broad supervisory responsibilities with

'respect.to crown corporations by means of such instruments
as annual reports and capltal budgets.f The manner <in which
many of the'Crown s,prerogatlves w1th~respect to crown

corporations may be exercised has also been set out in

legislation.18 R T

In general the term "crown corporatlon as defined at

the federal level has been used to cover a broad range of

government»agenc1es. Sectlon 66 of the Flnanc1a1 Admlnls-’
tratlon Act defines a crown corporatlon as "a corporatlon
Ehat is ultlmately accountable through a minister to

Par lament for the conduct of 1ts affalrs and 1ncludes the

-

corporations named.;n Schedule By,Schedule C, and Schedule D

(of this Act) "19

Untll recently the only useful gulde to the categor-

' 1zatlon of Crown agenc1es was to be found ‘in the schedules .

&& the FlnanC1al Admlnlstratlon Act and in the Author1t1es

Manual 1ssued by the Treasury Board Secretarlat In the~’

F1nanc1a1 Admlnlstratlon Act government departments are

llsted under Schedule A Schedules B, C, and D list 54 Crown

~corporatlons whlch are d1Yldtd 1nto three categorles-

-

uw 20

"Departmental”, "Agency"”, andu"Proprletary An addltlonal;



]" .

43 "Branches Designated as Departments" for the purpose of

fthe Act are . listed in the Authorities Manual 21
In response to the Auditor General's criticism that
there seemed to be no central agency taking responsibility
for heeping a complete list of Crown agencies, in May 1977,
the Treasury Board Secretariat published a listrof what it
described as "Government—owned and Controlled Corporations.r

The total number of crown agenCies in this list was shown as

. 407,22 which includes agenCies Wlth ‘a variety of different

- mandates,'structures. and tasks. This list expanded on the
\ FAA classification; however, the Royal .Cbinmission on
"Einancial Management*and Accountability (Lambertrcommission)
stated that neither the schedules of the Financial Adminis—
'tration Act nor the Treasury Board Secretariat list were
adequatéi "clarifying the lines of accountability and the

nature o? the relationship to be established between

ey >":

Parliament and the Government on the one hand and each of
}

these Crown agenCies on the other. "23

= B -
& e @

= The'Lambert’CommiSSion-recommended that the schedules

to the FAA be replaced by a- more comprehenSive schedule

which encompasses four categories: (l) Ministerial and Other

Designated Departments, (2) Independent Deciding and Adyisory

‘Bodiesy (3) crown Corporations, and.(4) Shared Enterprises.24r
The follow1ng criteria were proposed by the Lambert

CommiSSion to determine the category of "Crown Corporation"°

(a) Established by constituent act, leétters patent/
ration under Canada Business

PR T .

arcicres U.L LIILUIW
Corporations Act or proVinCial acts.



(b) Tasks akln to private sector entrepreneurlal

B — f**_ﬂ:nderta:kntgsamﬂﬂnarkebsettxng—

(c) Wholly-owned by government.

(d) Board collectively is a551gned care and. manage-
ment of the corporation as in the private sector.

(e) Separate employer, outside Public Service Employ-

' ment Act.

(£) Minister may give‘direction.zs'

By adopting the criteria proposed by the Lambert Conmis—
eion to determine the category "Crown Corponation"; the
definition of a crown cerporation used in'this paper'applies
to a corporatlon that is wholly owned and controlled by the

GOVernment of Canada or.a province and operates as a

commercial venture much in the same manner as a corporation

in the private sector. Both British Columbia Hydro and

Power Authority and the Insurance Corporation of British

Columbia fit this definition.

B Shared Enterprlse

In Canada, shared enterprlses are jOlnt ventures in
which the government has taken a dlrect equity p051t10n
together with other inveeﬁors. Theyvhave a numbef pfvforms
which are dependent upon the degree;of government ownership
and the .identity of the olhef,investors. One form .includes
the government purchase of equity in a private eectof'firm.

A second form is one in which the government provides part

1

of the initial capital., ‘A third shared enterp;ise app:oaéh

has been used to introduce private sector involvement into
areas in which the government is the initial partic¢ipant.

Telesat Canada is an example of this form. The holding
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company is another form of government participation in

‘private sector enterprises. At the federal level, the

Canada Development Corporation is an example of a holding-

company, 2©

The Lambert Commission‘said that "Shared Enterprises
are instruments of public policy, but in a more limited
sense than wholly-owned Crown corporations."27 Shared

enterprises are not mentioned in the federal Financial

‘Administration Act. "“The ties between these types of agencies

and the Government and Parliament,were then, and continue to
be, subject to the idiosyncratic provisions of the individual
constituent act (which now include the Acts of the Canada -
Development Corporation and Telesat Canada) or to_variations

in federal or'provincial corporate law.“28 There‘is no —

comprehensive approach to the management and accountability
of shared enterprises. 229  The Lambert Commission gives the
following as the criteria for shared enterprises:
(a) Established by constituent act or letter patent/
articles of incorporation.
(b) Government has taken a direct equity position in
common with other participants.
(c) Board collectively has care and management as in
the private sector.
(d) Minister does not have authority to dérect but is
entitled to shareholder information.
Based on the above criteria, this paper defines a

“"Shared Enterprise" as ‘a corporation in which a government

has a direct equlity position in common with other invéstors. 31

This definition is applicable to British Columbia Resources

Investment Corporation.
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In discussions of public policy, political action,
social value, and individual interest, the concept "public
interest" plays a central role. The followiné discusses

various interpretations of the meaning of this concept.

II Definition of Public- Interest
Some authors contend that the concept "public interest"
Canhot have a serious meaning. For example, Dahl and

Lindblom have stated that the public interest is usually

- left totally undefined, and it can rarely be read to mean
the‘preféfences 6f the greater number . ""Often enough", they
say,‘"a precise examination would show that it can mean

'nothing more than whatever happens to be the speaker's own
view as to a desirable’publi; policy;"32 Schubert argues
that since the concept "make n? operational sense, notwith-
standing the efforts of a generation of capable scholars,
then political scientists might better Spend their time
nurturing concepts that offe;‘éreater promise of becoming
useful tools in the scientific study of political respon—‘
sibility, "33 -

-On the other hand, Daniel Bell and Irving Kriséol express
their view of the importance of the concept, and they say
" ... we do believe that the term, or one of its synonyms, is

" not to be escaped from.... there never has been a society

which wds not, in some say,.and to some extent, guided by this

P 2 -
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The importance of the concept "public interest” isA

stressed by Leys;: however, he concedes that-
Intelligent human beings will not find themselves ‘'of _

~ one mind' regarding 'the public interest' in some ' :
o policy proposals. But this predlcament does not

justify some of the recent philosophical. contentions AN

that a wise man will not try to define what he means
by- 'the public interest' and that policy discussions
are rendered more confused_and futile by sharply
defined general standards.

Leys and Perry state that"the“public interest® can have

R

several radically different meanings.... due process of

Cx s 6
law, majority rules, etc."3

While the concept of "public interest® is difficult

- to defines nevertheless, its importance to public policy

cannot be avoided. As R. Flathman states:

... public interest is a general‘§ommendatory concept
used in selecting and justifying public poliecy. It

has no general, unchanging descriptive meaning applicable
to all policy decisions, but a non—arbltrary descriptive
meaning can be determined for it in particular cases.
This descriptive meaning is properly found through
reasoned  discourse which attempts to relate the antici-
pated effects of a policy to community wvalues and to
test that relation by formal principles. We also
conclude that the concept is neither a vacuous phrase
nor a verbal devise useful only for propaganda. purposes.
It performs a function in political discourse, and it
has a logic which, if taken seriously, will influence
the kind of policies adopted .and rejected and the
character of the political process used to adopt and
reject those p011c1es.

»

A lack of consensps Qn_thé'meaning of fpubiic interest"
leads to varying interpretations of the term. For instance,
the pubiic interest esbperCeived by the government, the | |
corporation, the oppositioﬁ parties, the media, and the

individual may differ. Private rather than public enterprise,

for example, might be seen by certain segments of the

j'E,m;,r ‘4"‘1»‘ kL

B,
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population as a more efficient and equitable manner in which

to serve the public interest. 6n the other hand, tﬁe
argument may be reversed whereby the public enterprise might
be seen as more desirable than private enterprise in specific
instances. The choice reflects a value judgment. In this
thési§, three aspects of thé “public interest"_as‘armeasuré
for;gvéluating public enterprise are considefed. ~In the first
instance, the public interest defined by the government as

the rationale for creating enterprises is examined. Secondly,

the public interest is discussed relative to the accountability

of the corporation to the legislature and to the people of
British Columbia in terms of the ﬁanner in which the corpo~-
ration is structured and operated. Thirdly, from the
perspective of the writer, the concept ;public interest" is
applicable to the services or benefits derived from the
formation of the public corporation with respect to the
number of people that are served; that is, the clientele
interest that is served. In this instance, public interest
is synonymous with majority interest as opposed to individual
interests or specific group interests.

The concepts of public enterprise and public interest

also relate to a government's perception of the role of the

. state and the use of state intervention. This leads to the

question of a government's philosophy on public ownership.

III Government's Philosophy on Public Enterprise
P - v l L — 't‘i’ _ ‘ 1 ! 1 = 3 1 ‘ l - i )
the basic approach to public ownership as fai/?s the two

.
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major political parties in Canada is concerned. The pragmatic

approach to pubiic ownership by both the Liberal and the
Progressive Consefvative Partiés, #he only two parties to
form the Governmeﬁt of_Canada, can be explained in part
,becauéé these parties do not have a doctrinaire approach for
or against public ownership. &he political party that has
favored the use of publlc corporatlons for the conduct of the
business of key industries and services is the New Democratic
Party and 1its predecessor, the Co-operative Commonwealth 7
7f4&nkﬂgnﬁxgh—fiébérai—gevefnmentsfhave5efeateé~mest—e£—£he—=7———————f
federal crown corporations; however, the Progressive Conserv- -
ativé governmentsrpassed the originélrlegislatiqn forxr: foﬁr
of the most important crown corporations.38

While both Liberal and Progressive Conservative govern-
ments have argued the merits of publicvownership when they |

wished to establish a certain public corporation, when each

of these parties has formed the official oppositibn, it has

£

argued against the establishment bf‘public corporations in

favor of private enterprise.39

However, Lamontagne says that
in Canada "the recognition of the complementary relationship
between private initiative and government action has been the
dominant feature of our political history since 1867, and
there is no evidence at present to show that this long-
established tradition will be broken."40 All polltlcal
parties in Canada, according fo Hogan, believe in some form

. 41 . )
of mixed economy. "~ _ : -




14

In contrast to the fedefal 1eve1,'neither,thé;Prdgressive,,
Conservative Party nor thé Liberal Pafty has formed the goverh-
ment of British Columbia nor has either been the official
6ppo§i£ion iﬁ the pasf,t;enty-eigﬁt yeéfs. In fact,rin the
last proVincial election nOﬁ one Liberal or one P;ogreésive_

Conservative won a seat-in the Legislature.

The philosphies of the two main political parties in

' British Columbia provide differences on the question of

public ownership from that of the federal level Currently,

3

the two main political parties in British Columbia are the .

Social Credit Party and the New Democratic Party. The

Social Credit Party bases its pélitical platform on support

for "free enterprise"” while the New DemocratiCAParty has

favored the use ,of public ownership for the management and
administration qf some key‘industries and services.

Even though fhe Social Credit Partyris commonly referred
tg as a "free enterprise" party and the New Democratic Party
is referred to as a "socialist" party, neither party when‘it
formed the government éhanged the basic economic structure 6f .
the province. In spite of the fact that the Social Credit
Party proclaims itself as a "free entérprise" party; during
the 1952-1972 period when it formed the government, it
established some of the largest public corporatiops in the
prévince of British Columbia.‘ When the New Democratic

Party formed the government in the 1972-1975 period, it

established a ﬁumhgr of public corporations on a selective



basis Conversely, when the Social Credit Party formed the -

government in>1975, it dismantled a nu@ber of public corpo-
rations én a selective basis. Like the two mainr federal
parties, both the Social Credit Party and the Hew Democratic
Party accept the present econodmic structure which is baseg on
a mixed’econbmy. : | 7
- It seems that the philosopﬁical differences betﬁeen the

two maln polltlcal parties in Brltzsh Columbla on the questlon

of the form of ownershlp - private or publlc - to use in order

Ed

to carry out the objectlves of the governmentfls one of degree;
‘that is, basically, both of .the political parties follow a’
pragmatic a roach towards the guestion of pﬁblic versus
private terprise. Whiie the basic philosophies of the

two maj political parties on the. policy of public ownership
appear to Be quite different, their approach seems to depend
upon each party'shinterpretation of the better way in which

to serve the,public interest and at the same time form the

government,

The Framework for Analvysis

Within this c;ntext, the three case studies of public
corporations in British Columbia will include: British
VColumbla Hydro and Power Authorlt; (B.C. Hydro}, the Insurance
Corporation of British Columbia (;CBC), and British Columbla 7

Resources Investment Corporatlonj(BCRIC). These corporatlons

were selected on the following bases: (1) each corporation

was established by a different préhier and Government of the



(2) each corporation is .

engaged in its own dlstlnct type of business_bperationgryIn'
this way 1t is hoped that the scope of th1s study would
encompass some - of the ma1n features of publlc corporatlons

'1n British Columbla and thelr 1nterre1at1onsh1p w1th'govern- i
ment and the publichin-an attenpt‘toraetermine in whatwmanner
the public interest is served:

Three issues in particular are examined. The first issue

is' concerned with the'rationale behindrtheiformation of the

&

'publlc corporatlon. The second issue. focuses on the structure

and operatlon ofitherpubllc—corporatlon Whlch concerns the
;mandate, terms:ofjaccountab;%lty and’ financing that are
defined by'thercorporation's,governingrstatute and orders-in—'”
council to:deternine“some’of theicorporationfsVpowersfand‘toﬁ
whatrextent thesejpowersare,or_canwbe; controlled for the —
publicinterest.mThethirdvissue assesses ainumber of,factors
relevant to the mahner in Whichfthe public interest is serued
and an evaluatlon of the cllentele 1nterest that is served by
the respective corporatlon.. These 1ssues are all 1nterrelated"

b

to. the publlc corporatlon s role as a pollcy 1nstrument of

/
M/gévernment

These purposes can’ be. accompllshed by focus1ng on a
number of ba31c questlons- T T e
1. (a) what ratlonale have governments prov1ded for the

establishment of the-publlc corporation? - :
, . . .

(b) Qhat are some of the factors which have influenced

=3



the establlshment and ogeratlons of pub11c
f - -
corporat10ns° 8 o =
(c) to-what extént,haVe these public EorporatiOns

been used as 1nstruments of prov1nce bu11d1ng°

? (a) what is the role of the’ cablnet mlnlstér 1n ‘ i

’ e respect to the publlc corporatlon7 """ e a
i i (b) in what way ‘are publlc corporations held account~ ;
- - ‘7 "'able to‘the public? ; - ’ - E
| ~ (e) what 1s a najor argument ‘used both for and agalnst f
7 L; ] B 7theﬁnseﬁef prov1nc1al guarantees for borrow1ng § ) ;;

| bpu§§gses‘by aepublie" réorétidnf . : ;i

(d) what clientele.inte;;S:s are eeryedvby_the publie

eorporation?z | a | j

The'foliewing chapter examines one of the~ler§est croﬁn %

hcotporatlons 1n B;%tlsh Columbla,vBrltlsh Columbla Hydro and ‘\?\ g

Power Authorlty. | g

i3
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’ Data Sources

There has been very 11ttle wrltten in journal art1cles \

or books on the crown corporatlons in British Columbla. The
A

_prlmary sources of data are the statutes, orders—ln-councfl,
S the‘financial reports'of'the corporation,VWritten communication,b
k‘reports.or speeches madevbyathe directors or other‘executives
of the corporation,'debates in the legiSlature,‘newspaper
articIES,fpfess'releases’from’government officials, and other\;;b
'government documents._ : R ”'.; . - ,",' (

Interv1ews have been conducted which cover a w1de

N ~ _
:spectrum - the publlc conporatlon s employees, agents for ‘

the corporatlon, and employees of onekstandlng commlttee of
the leglslature. Telephone conversatlons have been conducted
with members of the political parties, employees of the‘public
',corporations as well as'personnel from the priyate enterprise,
f. sector corporations. Some of this*information‘is'of a
.confidential nature~and"the'Confidentiality of the source
has been honoured,where appficable. :The“purpoSé of some of*
. Vhthe 1ntery1ews was to obtain a greater 1n51ght into the. '
’operatlon of‘the corporatlon and to elicit remarks by the
respondent in a spontaneous manner, however, at times speclflch
\

questlons were: asked in order to clarlfy\certaln points or .

addfto data already accumulated.
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_ ~— CHAPTER IT _
- SPITISH COLUMBIA HYDRO AND POWER AUTHORITY —
CASE STUDY - |
2
- The purposetqf_thié chapter is-to examinerthe creatitn,
the structure.and operations of-British<Columbia Hy@ro and
g Power Authority in an attempt to evéluate the mannet in which
‘thisaco:poratién servésrthefpublicrinterest. S e
The government in Briti;h Coiumbié which was responsible:

for the creation of British Columbia Hydro and Power Authority

was the Social Credit government headed by Premier W.A.C.

" Bennett. - This Government took office in 1952 and remained in
power until 1972, a period of twenty yeafsm During that period,
the Government’tobk a pragmatic approach towards the form of
ownershib to be adopted. That is, ideology did not interfere
with policy decisions if these décisions were thought to be
necessary in order to carry out govérnment policy. This
Government, while it claimed‘that it represented a "free

. \

ehterprise" party also claimed that it had adopted more

socialist measures than any other government in Canada.l "zt
was reported that Premier Bennett said:
Nobody knows better than you that I am conservative in .
finance, yet we have the highest welfare payments in
Canada., We have not hesitated to take over the B.C.
Electric, which was the main socialist plank....
Nobody can put us in any*bne'sateQOry. We take the
best from all of the parties.
Consequently, from a philosophical perspective, -this

government could rationa;ize'the expropriation of a privately
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owned corporation such as the B.C. Electric Company and its =~

conversion into that of a publicly owned corporation, the

‘British Columbia Hydro and Power Authority.

History and Rationale Behind the Formatién -

At the time British Columbia Hydro and Power Authority

' was established as a Crown corporation in the 1960's, it was

composed of one public utility commission and two expropriated
private corporations. One of the privately owned companies was

the Peace River Power Development Company which was formed in

~late 1958 following damSite and engineering 1nvestigations by .

Wenner-Gren B.C. Development Company'.:3 'B.C. Hydro's second
predecessor was the British Columbia Power Commission, a
provincial crown corporation which was created in 1945 by the
coalition government of Progressive Conservatives and Liberals
under the fremiershipip; Mr. John Hart. The Commission was
created to improve the availability and supply of'efectrical
power in the less densely populated areas of rhe province.4
The Electric Power Act of 28 March 1945 gave certain powerswéo_
the B.C. Power Commission which were contingent upon the

approval of the Lieutenant-Governor in Council, and these

kpowers included the development and-the acquisition of power-

.

sites, power prOJects, and power plants, and the integration

5
of existing power plants. The Comm1351on Acquired many small
existing systems, and it brought electric service to widely

scattered districts which had no electric service, or where

6

service was inadequate, The third, and largest, predecessor
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‘of B.C. Hydro was the British Columbia Electric Company

Limited (B.C. Eiectric), a privately owned enterprise, the -
‘ofigins of which can be traced back to 1860.7. By 1961, the
B.bt_Electrie was. the second‘laréest private utility in
Canada.® Therﬁiseory behind these exproprietions and tﬁe
amalgamation of these three corporatlons to form the Brltlsh
Columbla Hydro and Power Authorlty 1s controversial from
ale;st any perspective. Since a detailed coverage of thie
histéry is beyond the scope of this papef,ronly a summary ef
-~ — ——-—this history will be attempted, ———
‘ *'AVmainwfactor'in*t%eﬂcreation'of’Britieh Colembia Hydro
and Power Authorlty was Premier W.A.C. Bennett's interest 1n
developing hydro-electrlc power on the Peace River in the4
northeastern part of British Columbia. The development and
settlement of this region would be possible if cheap andx

? In 1956, the Swedish

abundant power could be made available.
. financier, Mr. Axel Wenner-Gren and some associates formed the

Wenner-Gren B.C. Deveiopment Company to investigate the develop-

ment of the underdeveloped northern part of British Columbia.

In that year the compeny signed a memorandum of intention with

Premier Bennett whereby it was to, among other things, develop

approximately 40,000 square miles of the northern part of

the province and make a general survey of the area, which

included the possibility of hydro electriC?gener,ation.10 Sub-

sequently, in 1957, the company signed a second memorandum of

bility of a major hydro-electric project on the Peace River on



.

or before December 31, 1959.'1  1n 1ate 1958 the Peace River

o 12

~Power Dévelopmgnt Company was—formed and, among othe; things,
this compahy was to undertake the construction of a hydro-
electric plant on the Peace River. ' This project was to cost
approximately $600 million’.13 |
' Mr. Strachan (CCF MIA - Cowichan-Malahat) criticized the
dévelopment of a private power operation when its‘creation was
announ;éd" In his view, the Peace River Power Development

" Company and the British Columbia Electric Company and all

E other pfivate power companies should be placed under public
_ownership. He stated that: -

' The Peace was going to be another Trans-Canada Pipeline

deal. A few individuals would make millions tax free

in stock deals and the consumer will foot the bill. The

QCF.would der£°P the Peace if it is feasible, whenever

it is needed. :
Mr. Strachan also made it clear at that time that he did not
think it would be needed.l>

Before fhe Peace River Power Developmeﬁt Company began
planning its projeqt, the provincial government was also
planning the development of the hydro-electric power on the
Columbia River. The Columbia River hydro;electric pcwer.was
to involve the province of British Columbia, the éanadian
government, and thngthed States govefnment. The problems
of development of the Columbia River were complex.” The
negotiatioﬁ of an'internationalragreement as well-as a Canadian

approach which both federal and provincial governments agreed

to required substantial effort and spanned a period of twenty

years.laf To develop the projects on two rivers, it was



'the codts.
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In 1359, Premier Bennett announced that the Columbia
would be developed by a government agency and,the Peace: would
be developed by private capital In Premie Bénﬁett s judg-'
ment, the government could not afford both to develop the
.Columbia and to buy B.C. Electric.lg It has been pOinted out-

that, during this period as hopes increased for an inter-

‘national agreement which might result in the commencement on

the Columbia River development federal cabinet ministers as

well as some prominent ProgreSSive Conservatives jOlned other'

Canadians who were becoming more and more concerned at the
extent to which Premier Bennett was dedicated_to the Peace
River development, and they began to openly question his -
predilection with the “Peace project.19 Their concern was
basedron the assumption that there would-be‘no.change in the
prohibition ofllong—term power exports, and,‘as a result; the
proposed two-river developments would sé directly>competitive;
To them, the concurrent development of the two rivers that
Premier Bennett supported did not seem to be'credible since
they'held the conviction that Peace River power could not be
competitive with energy from the Columbia because it had to’
bear the cost of private financing and a 600 nile long trans-

mission line without any assistance from downstream benefits.zo

-

From the outset, the Peace project began running into

financial problems. Mr., Mainwaring, president of the Peace

River Power Development Company, found that neither the
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a letter of intent to buy power from the Peace. = Premier

B.C. Electric nor the B.C. Power Commission wpuld give him

Bénnett'was‘anxiousAto have a start made on the Peace River o
Project. In June 1960, the Premierlmet with Sir Andrew
McTaggart of. the Péape River Power Dévelopment Coﬁpanyband

Mr. Grauer of the B.C. Electric Company in London, England.

" At this time, PremierfBénﬁett asked Sir Andrew McTaggart for

a definite date for the raising -of capital, and Sir Andrew -

‘be put in both the Peace and Columbia dams and the profits

McTaggart replied that his company could not raise the

financing without a contract.; When Premier Bennett asked

Mr. Grauer if his company intended to buy Peace power, Mr.

Grauer repliéd,that.it did not. - Premier Bennett told both
Mr. Grauer and Sir Andrew;McTaggért that he expected them .
to find a way in whicﬂ,the.Peace Rivef De#eiopmeht éompanyg
could ask the provincial Public Utilities Commission in )
September‘for formal permission tovprocéed. if'nqt; Premier
Bennett Séid hezwould have to review the whole situation.22 
By the summer of 1961, Premier Bennett énnounééd more .
detailed plans fér making the two-ri?er policy work. Tye
Peaée would provide power for British Colﬁmbia;_and tﬁe
power produced by the Columbia downstream in the United States

would be sold there instead of being returned to Canada as

the treaty envisioned. 1In addition, extra generators were to

from the power exported\to'the United States would help to

lower the costs to the domestic customers.23



<At'this time, mid 196ly a contract to purchase power

from the Peace River Project had not been signed byreither1.
the E.C. Electric_Company or fhe B.C. Power Cdmmissipn, |
Subseéuently; on August 1, 1961, Premier Bennett called a‘
spe?ial.session 6f the législgéﬁre to introduce Bill No. ‘5,
- the measufe.by which ﬁhe B.C. Electric Company, a subsidiary ,
‘bf.B.C. Power Corporation; was converted into an agency of @
the Crown. ,PremierBennett'sgovérnmenf now ordered the
B.C. Eléctric.compahy to take over the Peace River Power

: 24
Development Company for $8,020,000. It was reported that
¥ , . L v _

~only Premier Bennett, Attorney-General Robert Bonner, and
four government employees knew of this plan to take over the
B.C. Electric and PeacewRive; Power Development Company before

: ' .25 . :
it was introduced in the legislature, although there had been
speculation earlier that Premier Bennett would expropriate

the B.C. Electric.

One reason Premier Bennett gave for these expropfiations

conce#néd federal tax conceSsions. In the‘législature on
~August 2,.l9§1,:one day after the expropriations, Pfemief
Bennett;offered,this explanétidn as justification’fqr his
actions: o ' L

At the federal provincial conference of October 15-16,

1959, I stated British Columbia's feeling that the

income tax on privately owned public utilities should
~either be abolished or the province should get 100% of -

such a tax. I pointed out that privately owned :
utilities operated under regulations similar to those
governing Crown-~owned public utilities in the same
sense that their rates are controlledq by public utility
boards. I stated further that unlesg the Federal

e e e e byt ol R P G e e 2
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Government abolished its tax on prl\ate utilities,
British Columbia would have to take over the B.C.
Eléctric in order to protect our customers, and that
the responsibility for such action would have to rest
on the Federal Government.... Again, at the conclusion
of the conference held in Ottawa, last February 23 and
24, I reperted fully and plainly to thig House on the
subject of power corporation taxes.... And I concluded
by say}ng, quote: 'I give notice now to the Federal
Government ... that unless we get fair treagment we
will have to take over~the B.C. Electric.'

ﬁy eXpropriating‘B C. Electric, the Premier provided the“
province with important collateral for borrOW1ng money for,
further develQpment144The4gQsts4Qf4noﬁionerbutrtworr1verrrrrrrrrrr

‘projects required vast sums of money and this measure

provided one way to meet.thoseAeosts.
v

P _
Mr. Strachan claimed the government bi to exproprlate

‘the companles was a great victory for hls party since 1t had

;been campaigning for ‘public ownership of electrlcal power :

for years, He saig, however, that the expropriations were

not donekbecause.of the benefit this would bring to the

' Peoole of British Columbia. They were dOneibecause of L
‘Premier Bennett'si"great vendetta;with‘ottawa»and the o -
fConeervative Party, which he'twiceltried:to lead™¥27 The

7, Hanurable Howand7¢reen, the then Secretary of=state for

Ekternal Affairs,:stated that'the provinee of BritishA

Columbla took over the B. C Electrlc because the company |

would not buy power. from the Peace Rlver Project. ,Thls o .

refusal blocked the Premler s plan for the joint development

of the Peace and Columbla R:Lvers.28
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A;journalist, in reQiewing the effect the expropri-

ations would have on Premier Bennett's”pIanvfor a two-river

-

pollcy of hydro—elsctrlc development commented-

, By refu51ng the right to export Ottawa can hamstrlng

his [premier Bennett'_] plan to use our Columbia down-

stream benefits {the value taken in cash or power ..

created in the U.S. from water stored in Canada) to

build the Peace. But he also can stall the Columbia

- by refusing to carry out the treaty between Canada* ‘and.

the U.S. So it's a clash of wills with the Premier :

dictating the terms.. By seizing the Peace project, ‘he
has removed one big objection to his power integration

plan.... He also challenges the export ban on the

‘grounds that the Columbia Treaty itself calls for the
. export, of power. 1It's only common sense to sell the

W

surplus until the B.C. market requires it, he- -argues

And the more surplus there is to “sell the more 8. c.

- makes out of it. Hence two rivers instead of one. and
enough revenue to . flnance the multi-million dollar -

outlay.29

A main reason that B.C. Electric had refused to co-operate

o

with the Premier initially was the fact that-the Peace project

o
L

was only one of a number of alternative sources of poWer.

The B.C. Electric Company also had financiaereasons for

-

refusing to purchase Peace River power since the company had

made arrangements to supply its. needs for power as far @head

as 1973, and the B.C. Electrlc Company said it would be

unwise to contract W1th/theHPeaee River Power Development

¥

Company for large quantities at higher prices than it thought

justified.30 :

In sum, the main reasons for the creation of British

Columbia H%dro and Power Authority may be viewed in the

context of the Premier'égdesire to develop hydro-electric

power in the province. The development of two river progects

7 needed major f1nanc1ng arrangements, therefore, with the sale

L &

i



of the downstream benefits to the United States providing . =
‘a large sum of capital and with the expropriated B.C. Electric
Company providing collateral For borrowing purpoees, the 2

, two-river project could-begin to become a reality.
. : : : '

~Structure and Operatlon

The Power Development Act was enacted in August 1961. The
’ Aét”aﬁtherizedfthe“tfenéfer'bf all the common shares of the
‘British Columbia EIectric Company Limited from the sole share-

holder British Columbia Power Co;poration Limited to Her

‘Majesty the Queen in right of the Province in. exchange for
a fixed price. TIn addition, the;ekiétingfditectbfs of the
B.C. Electric Cbméany were replaced by‘nominees of the govern-
ment.31 A complex 51tuat10n developed after the takeover of
the B. C.\Electrlc Company. It included litigation agalnstv_'
the governméht’of Bfitish Columbia and the preélamatio;‘of
a number of orders-in-council and a number of Acts'ef the
British Columbia legislature~before the amalgamation Qas
confirmed.

In the firet instance, the B.CanPower Cofporation
commenced action in the Supreme Court of British Columbia',a}
on November 13, 1961, claiming that tie Power DeVelopment

Act, 1961 was not w1th1n the constltutlonal power of the

e

- province of British Columbia and that the price paid for the
shares was inadequate. while the litigation was in process,

on March 29, 1962, the provinciél legiSlature enacted the

. g



Power Development Act, 1961, Amendment'Act 1962 which altered

the compensation‘payable to the B.C. Power Cérpofation for
its ehares. On March729{ 1962, the provincial leQislatured
also enacted the British Coiumbia Hydrovand Power Authority
__Act which pnrported to analgamate the B.C. Electric Company
with the British ColumbiaVPower£Commission. Section 3 of
the Act prov1ded generally, that the amalgamated body should
be known as Br1t1sh Columbis Hydro and Power Authorlty and
that it had all the rights and was subgect to all the debtsf

of the ama1oama+1nn mrpg;;aﬁ_-.nns‘fsz’

T S

w,on,Julyh29,;1963,,theWEowermDeveIoPmentVACt, thewAmend—r~~¥~¥r——f

ment Act, and thetBritish Columbia Hydro and Power Authority
Act were declared invalid by the Supreme Court of British
Columbia.

These statutes were, therefore, legally deemed never

to have existed and the Electric Company [B.C. Electric
Company] and the Commission [B.C. Power Comm1551oﬂ] were
therefore automatically 'de—amalgamated‘ at law. However,
by this time the affairs ahd the management were so
thoroughly combined that it was impossible to separate
them and in fact they continued to carry on business
under the ggme of British Columbia Hydro. and Power
Authority. : , ;

:Subsequjently, on September 2'}, l§63 , pending preparation for
appeai to the Court of Appeal,‘the law suit was:settled by
agreement. The comnon-shares of the B.C. Electrie'cgmpany
wereacqutﬁgdyfrom‘the B,c.iPower,Corporatipnwby Her Majesty ..
the Queen in right of British Columbia retroactive to ;’éf’

August 1 1961, at an agreed prlce. The purchase was later

confirmed by the Br1t;shncolumbla_Electrlc.CQmpany—L%m ted

Acquisition Act on March 20, 1964.34



. passed and it came into effect on March 23, 1964. Pursuant

The ower Measures Act, 1964 was passed on March 20,
1964 and Sectlon 3 of thls Act authorlzed the B.C. Electric

Company and the B.C.rPower Commission to carry on business

under”the name of British-éolﬁmbia'HYdrofand'Power‘Authority,-

but 1t did not create a new body.i Atwthe same time, khe

Brltlsh Columbla Hydro and Power Authorlty Act, 1964 was

to,Section 3 and 6 of this Act, directors were appcinted by

order—in-council No. 966 made April 17, 1964 and the British

] Columbla Hydro and Power Authorlty came 1nto ex1stence. "The

Electrlc Company [ﬁ C. Electrlg] and the Comm1ss1on (B.C.

_PowercCommlss1oqj sometlmes each in its own name and some-

times under the flrm name of BrltlSh Columbia Hydro and

Power'Authority, and the . Authority continued;to carry on
35

‘ businassrtogether until‘August 20, 1965." ~In this regard'

the legal department of B.C. Hydro has- prov1ded the follOW1ng
1nformat10n°' )

On 20 August 1965 Order-in-Council No. 2386 made that
date under Section 14 of the British Columbia Hydro and
Power Authority Act, 1964, and Section 9 (1) of the
Power Measures Act, 1964, gave approval to the Authority,
the Electric Company and the Commission to amalgamate.
This they did by agreement dated 20 August 1965.

The Electric Company and the Commission ceased to exist
- as separate.corporations and the Authority is possessed
of all -the property rights- and -assets and, subject to -
the Power Measures Act, 1964, isgs liable for all the
gobllgatlons ‘of the amalgamating corporations. The .
Electric Company was dissdlved on 23 August 1965 by
Order-in—-Council No. 2387. The amalgamation was sub-

—~—

sequeggly confirmed by the Power Measures Act of
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The British Columbia Hydro and Power Authority Act,

7'1964 states that B C. Hydro 1s an agent of the Crown and

I
I
= ‘v-**vm!rﬂwwiFiwk:wx&k-‘;m@ﬁ-%&\ﬁlﬁmwm‘ e

the Minister of Flnance is the flscal agent of the Authorlty.
— Under this Act the Lleutenant-Governor in Coun01l shall
among other thlngs,‘ ppe!”"“the dlrectors and appolnt one
or more of the directors to the position of chairman or

chalrmen.37

"The L1eutenant-Governor in Counc1l _may app01nt
an Executlve Management Committee of the Authority that shall
be composed of not more than f1ve dlrectors, and that shall

4lgsub3ect/to4theedlreetieneeﬁ—theféireetefs—of’the Aut thy,‘

”,lw;manage the,operatlons,of the—Autherlty."3 The appointment - -

of employees may be made by the Authorlty w1thout regard
to the provisions ofthe Ccivil Service Act.39 Thisfprovision
allows the Authority more ﬁfeedom in its personnel dealings
than would~be permitted to government departments which

come under the éivil Service Act.

The B.C. Hydro Act 1964 sets out certain requlrements

for flnanclal reportlng, for example, the Minister of F1nance

(e

'may direct the Comptroller General of the province to examine
and report to the Treasury Board on anynor all of the finan«
cial’and‘aceounting operations of the Authority, and the
accounts are to be audited at least once a pear. The bankers
, and ,a};ditq:s,,of the Authority are to be appointed by the.
: Lientenant-Governor in Council, and an annual report is to "_ .

be made to the Lleutenant-Governor in’ Council, whdch is:to

— o

be lald befo v i fO' . s edes . ¢ ais | , -

of the Authority are backed by the province and sinking funds
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are provided for by the retirement of 1ong term debt. The.

B. C Hyd;é Act of 1964 states that the prov1nce of British

Columbia is liable should B.C. Hydro default on payments te

its creditors.41 The initial borrowing ceiling was set at

$500 million and each year's new-issues must be approved by
the legislature through an amendment to the borrowing ceiling

set 42

The mandate set out in the B,C, Hydro Act, 1964, stipu—‘»

'lates, in part, that B.C. Hydro is given the authority,

o

subject to the approval of the Lieutenant-Governor in Counc11

to generate, manufacture, distribute and supply power;: to

develop power Sites, power prOJects and power - plants.43

- B.C, Hydro s decision making authority is therefore limitgh

to making recommendations to ministers with the Lieutenant-
Governor in Council having the formal'authority to approve
these recommendations. However, there are areas in which
B.C. Hydro has the authority to act indépendently, and some
of these areas will be discussed later. _

‘Thus, B.C. HYdro functions under the authority of an
Act of the British Columbia legislature. Control and account-
ability rests withothe executiue. The Cabinet makes app01nta
ments to senior executive positions which in turn are °
accountable to the’government A chairman, app01nted by the |

government,is in charge of B.C. Hydro and he’appoints and

directs senior personnel; the directors are appointed by the

ity
T

Lieutenant-Governor in Council (the cabinet); the cabinet

is responsible to the people of the province of British
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4¥hereuhave——hewever——been*crititisms of certain

features of the structure of B C. Hydro.
One of the reasons why government undertakingsgare‘
.organized under the’corpcrate form of organization instead~
 of a,governmentrdepartment is to give the government underf .
takings an independent status so they can operate in a similar
way to.that of the prigate_sector corporetion; This feature
was discussed in Chapter I in regard to_federal'public ,

corporations. Nevertheless, in British COlumbia; as in

other prov1nces, cabinet ministers sit on the boards of
’1prov1nc1al,crown corporations. This practice is not followedr
at the federal level to ensure appropriate independencekfrom
government interference. In the case of B.C..Hydro, legis-
lation does not stipulate that ministers ere to be directors
on the board. In practice, however, ministers have |
consistently'sat on B.C. Hydro's board cf directors. At
' present, two of the four directors of B.C. Hydro are cabinet
ministers. ‘
The need for a more independent status wasfone reason

that back in 1964 Dr. Purdy, former president of B.C. Electric, .
\ was critical of the structure of B.C. Hydro. While he steted '
K:hat B.C. Hydro should remain a public company, he suggested
that it should be reorganized at the top and run as a bus1ness
operetiOn. In his view, cabinet ministers should be removed

from the board of B.C. Hydro and the government's only contact _

- - with the company should then be through enunciating broad

policy objectives, 4 » -
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On one hand, thewfact that ministers sit on the board-
- might have avcertain degree of meritrdue to the fact that
they become familiar with the operation of the corporation
h and they are involved in the dec131on making process of the
‘corpOration. On .the other hand, there might be a tendency
for the*other.directors, who have expertise in certain fields
relateddto energy distribution; generationyrandhsorforth and

who should make decisions based on this expertise, to defer

B ,rideCiSLQnrmakingrtortherminisrersrwhorarernotrnegessar:]¥ o §

"experts in the field of energy.. Also.,once,thesewdec1s10ns;,
~are ‘made, the cabinet might not scrutinize theseldecisions
as thoroughly asvit'wou}d have hadrministers not been on the
board. ) |
While an independent status might{be’an important feature
for a-crown corporation to have in order to\operatevin a
"business-like" fashion, there is the question of how to
- balance the need for autonomy by the crown corporation on
the one hand and the need for direction by and accountability
to the government on the other hand
A conflict of 1nterest seems to exist when the chairman
of a crown corporation such as B.C. Hydro is also the
~director of private sector corporations. For 1nstance, the
~ major debt creating body in the prov1nceoof British Columbia
is B.C. Hydro. 1Its chairman, Mr. Bonner, represents ‘an

45

’ organization which is the major creditor organization. Mr,

Bonner is also director of International Nickel, SCOR

Reinsurance, Montreal Trust, and J. Henry Schroeder. Montreal



Trust;s portrollo,'for'lnstance, includes a nuﬁber'of B.C.
Hydro customers;7 This»ralsesftherquestlenAas to Qhether or
not a ehairmaﬁ of a public'corporation should hold an outside
directorship and.if, in fact;'ether Canadiah crown owned
eutility compahies'allow their top executives to pursue.out-
side businéss.interest. 'Quebec,'it was found, is the only
province'inlcapada:that'allows’its toptexeCutives tQIPUrSue;'
oﬁtside business interests in thesameiwava.C.’Hydro allows-f,

Mr. Bonner.4§

If a- publlc corporatlon 1s to have an lndependent status, L

there is also the questlon whether B.C. Hydro should have its
‘ borrOW1ngs backed by provincial guarantees and whether trust
fahds.shoald be\made available to B.C. Hydro. 1In l970, both-
Mr.rMcGeer,(Liberal,MiAv-ipoint‘GreY) and Mr. Williams
(Liberal MIA - Point,Grey)'s;;he\opt against this practice.
\in the legislature oanebruary_ZB, 1970, Mr.'Williams-said:
"We have reached?the situation, Mr,lSpeaker, Qhere if’B.C.
Hydro\is to fail, then the entire eeonomic'stability of this

wd7

Province is thrust into jeopardy.  On the other hand, an

argument for the use of previncial guarantees can be ﬁadehon,
the'basisrthat since a Crown corpdratien'has'its’borrowihgs
backed by provincial guarantees lt should be entitled to
”borrbﬁrat_lower:rates'of inte;ést'than";ré charged therprivate
secterrcerporations. The savlhg on ihterest can then be |

passed on to the consumer in the form of lower rates.

The manner in which the acceunts,ithe spending, and the

expenses of B.C. Hydro have been examined has been criticized -



’A'”Onéfrecommendatlon for the lmprovement_of the current

39

system would beito hape the Public Accounts Committee of
the House look into the affairs ofdcrown corporations and~
examine vonchers and ash questions.48 On the other hand a
suggestlon was made which recommended the creatlon of an

Audltor—General.for Brltlsh»Columbla who reports to the .

-

legislature instead of a Comptroller-General who reports to

the Mlnlster of Flnance, and one duty of the Audltor—General o

49

would be to 1nvestlgate crown corporatlons. Partlally as

a result of criticisms and recommendatlons along these 11nes,

e e - -
the Commlttee on Crown Corporatlons was/established on the

1st of September 1977 to examine B.C. Hydro and four other

50 At the time the Act to establish

crown corporations.
‘the cOmmittee”onfcrown Corporations was passed, Premier
Bennett.was reported to have said that "politioians, states-
men and citizens in all parts of the country are wrestling
with the problem pf grow1ng blg(government especially those
parts of government that are removed from the legislative
process and the question is how to make them more accountable
to the Legielature‘and to the peoplea"51

One activity of B.C. Hydro where accountability could
also be improved relates to the process whereby rates for .

gas'and'electricity are set. At the present tlme, the

1eglslatlon is such that B. C Hydro s board of directors has

- -full power to set rates w1thout consultatlon with the,govern—

5o : . I

L . . ; - ]
ment. 1In practice, however, there have always been cabinet

ministers on the board of B.C. Hydro which provided an



.opportunity for 1nformal consultation between B. C. Hydro and

40

the cabinet ministers on the subject of rates. There seems
to be reason to believe that B.C.. Hydro should be required to
justify any rate 1ncreases before a public regulatory body.
One reason for having rates publicly regulated would be to
inform the'pubiic on the electricity needs of the province.'
In this way, the public would know how increased exports, for

instance, might affect the domestic customers. Also, if the

- government wished to intervene, it would have to do- so - e

publicly.ga‘,OneJOpposition critic commented. that he knew.of -
no other agency that delivered fundamentai social services
tnat was allowed to increase_its rates to the public without.
a proper hearing; without‘having to justify these increases,v
and without alloWing the expression of public opposition to
proposed rate increases. He recommended  that the’governmentﬂ
set up a public agency to conduct hearings which would allow
for public objeetion to proposed rate increases.Sa

Another area where criticism has been directed lies with

the expropriation powers of B.C. Hydro. A former B.C. Hydro

lawyer, Mr. Hunter, pointed out, for instance, that the B.C.
Hydro Act of 1964 gave B.C. Hydro certain powers of expropri-

ation which it foundgunsatisfactory because it hadyto keep

- going to the government for permission to carry out the

smallest detail'of every power project. Mr. Hunter noted

~that " ... in 1965, Hydro obtained two orders-in-council by



thbh it cah do anything that was inrthe old statute and-the‘
,éovernmehtgtold HYdrq not"tp come near it agein."S“

B The following are some- examples of the broad powers |
| under the B.C. Hydro Act of 1964, subject to the. approval
of the Lieutenent-Governor in Council,  that were gi&en to
B.C. Hydro in 1965. Orders-in-council 2193 and 2385 both
state: "in accordance;with and pursuaht to the British

. Columbia Hydro and Power Authority Act, 1964, and all other

Wpowers thereunto enabllng,,approval be glven under sectlon
14 (1) of the said Act to British Columbia Hydro and Power
Authorlty...."55 | »
Order—1n counc11 No. 2385 states that B.C. Hydro has

the pQwer: |
‘to flood and overflow land, purchase, otherwise acquire,
accumulate and store water, raise or lower the level of
rivers, lakes, streams, and other bodies of water, and

to purchase and otherw1se acquire water records and
water pr1v11eges

-
-

Order—1n-counc1l No. 2193 states that B,C. Hydro has the
- power::
to purchase or otherwise acquire; lease, maintain,
develop, replace, alter, administer, manage, ggerate, k
- and dispose of any property real or personal. ’
Mr. Hunter said that the phrase, "to purchase or other-
wise acquire property"'actuallY'means'the expropriation‘éf

prlvate property.59 >On the other hand, Mr. Robertson, a B.C,

Hydro off1c1a1, said that B.C. Hydro is requlred to get

separate orders-1n—counc11 on three matters - expropriatlon,

pension plans for employees, and borrOW1ng.60 However, the
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above mentioned orders-in-council are still in force, which
would indicate that'B.C. ﬁydro does not-necessarily have to
obtainlcabinet approyal on. these expropriations. AccordingA
to Mr. King (NDP MLA - Shuswap—RéVelstoke) the powers of
expropriation of B.C. Hydro need to be controlled. He said: .
. "'The' sftatﬁ_te that gives B.C. Hydro and Power Authority. the
power arbitrarily to seize private.property’and land in tbisf
province Without any‘public hearing to justify their need

for that particular property is wrong."G&-The B.C. Hydro

Act 1964 stipulates certain procedures that can be taken by
rian indiVidual or company whose property is being expropriated
by B.C. Hydro and who is dissatisfied with the terms of the
:expropriatiOn; For instance, there is an appeal procedure.§jg
,While there is an appeal procedure, there would be certain |
costs that would have to be borne by the individual. or
“\company'who wished to challenge the‘expropriation of their
property by B.C. Hydro.v )

Another criticism of B. C; Hydro s str\/ture/énd,operation
relates to. the broad range of functions that ‘it performs. ‘Anr
Opp051tion critic Mr Skelly (NDP-MLA~— Alberni) stated that
" B.C. Hydro had authority for too many activities. "He sugéA |
gested in'1978 that E;C.‘Hydro sbould only bevrunning
”generation and'transmission plantsias instructed‘by a
planning autnority wbich is directly responsible torthe

people'of the province,éjr Similarly, the Committee on Crown

Corporations has also been critical of B.C. Hydro's several

v
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| recommended the iestruétﬁring og B.C.VHydro whereby B.C. Hydro
would be divided into seVeral autonomous subsidiariegvand,'if 
@ﬁis were done, B.C. Hydro would becomeva non-operating holding.
vcompany and financial agent,v The Committee suggeéted that each
. management group should have the responsibility of running its
opgrationwiéhqutincurringlossesand the undesiraﬁle.cross— .
éubsidizationrﬁhich now occurs between B.C. Hydro divisions

could be elimiﬁated. The performance of each functional

~ group could be stipulatedrin the fiﬁ;hcial~st;£ements of the
" holding company, the reconstituted British Columbia ‘Hydro
i and Power Authority. The Committee recommended these changes
‘ as é means Qf'strenéthening,B.C. hydro.64‘ | |
A sumﬁary of this section reveéls that the government's
policyrbn the‘Supplying,of electrical needs éf the province
is to.é great extent entrusted to its publiciy owned utility
‘company, British Coluﬁbia Hydro and Pgpwer Authority. As‘a
wholly owned governhent entity, B.C. Hydro operates under an
Act of the British Columbia legislature and orders—injfouhcil.
This legislation stipulates the méﬁner in which B'CL*EZE;D is
to opefate; The accountability of E,C. Hydro to the publicr
is genérally taken care of through the reguirement that it
- submit specific reports to the Lieutenant-Governor in Cotincil:
in addltlon to the requlrement that B.C. Hydro has to obtain

approval from the L1eutenant—Governor in Council in order

— 4———~————v—to—procee64wrth*certain‘undéftakings Control over B.C. Hydro

by the government is also exercised through its power to
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_presents the annual report to the leglslature for 1ts

- appoint the dlrectors.f One way in whlch B.C. Hydro is

accountable to the leglslature is through a minister who~ (\\\\ -

perusal

Even though legislation sets out certarn areas in which \\
B.C. Hydro 1s to be ultimately controlled and . accountable toé/}
rthe publlc certain features of the leglslatlon are questlon

on the ba31s that the publlc 1nterest could be better served —

if certain changes were made.

~Pub11c Interest

One of the reasons given for the exproprlatlon of the
P.CumElectrlc Company and the Peace River Development Compani
and their amalgamation with British Columbia Power Conmresion
to form the British Columhia Hydro,and PowertAuthority, a
publicly owned enterprise, was to benefit‘the public. As
noted earlier,tpublic intereést in this discussion means
that the clienteleJinterést served is the interests-of the
majorlty of the people of Brltlsh Columbia as opposed to
1nd1v1dual or spec1f1c group 1nterests. = L:l

_ The first measure to be appl;e?“;s the cost Qf»the -
service.to the publiC.,,In regerd-to the expropriation of
B.C. Electrlc, the government arbltrarlly set a prlce of
$38 per share for the common shares of B.C. Electrlc W1th

no recourse to the courts on this amount.’ The government

pald out $l7l 833,052 to’ the B.C. Power Corporation as ',

~

7 compensatlon for all the common shares of the company. After
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'arlengthyvcourt battle, this amount was increased to

$197,114,358.% on one hang, the stockholders Clainied they
./;
were mot adequately- compensateﬂ%for thelr loss in potential

1ncome,6§ and, on the other hand there were clalms that" the ,

stockholders were overcompensated 61- Therefore, there seems

to be a controversy°over whether or not the public recelved
fair value for its payment to the stockholders.

: e
In 1962, 1t was reported that opp051tlon CrlthS argued

that the government should not have pald $8,020, OOO for the

purchase of theraeacerRlveerevelopmenteCompanvf——Ehe——

i
QPPQSJFLQBMWBSWIepQrted,towhavemsald,that the government. -

should have'letrﬁehneredreh‘sroombanv default on its under-
takings and then the government could take it over at cost.
It was argued that the company would have eventuaily become
"wbrthless because the B.C. Energy Board's Report had shown
that feace River power developed privately woulddhave beeh
flfty per cent more expensive than Columbia Rlver power.618

In 1964, when the treaty between Canada and the United

States was ratifie@h\f:ﬁz"ﬂydro became the Canagian entity

charged with construct on and operation of the three treaty

dams in British%olumbia.68 The inquiry by the Committee on

Crown Corporations into the Columbia River Treaty Projects
-+
found irregularities and blunders; for instance, there were
O
_inconsistent planning procedures and a lack of a careful

analysis as to the best type of contract form to use. Some’

contracts were issued on a cost plus basis which covered a.

verycsmall proportion of the total cost of the project -~ the

it bl eyl e

L bbb it g o e



remuie——s———‘umanagementhfee+romherCommlttee,also found that _unilateral
| : . dec1s1ons were made by the executlve management commlttee
o in one 1nstance and by the chairman in another;,:zo
¢ | 7 - The Commlttee noted that durlng the hearlngs whlch were
conducted in May and'June,,l978 that B.C. Hydro's emphasis
was almost 51ngularly on the: englneerlng aspect of the
'progect, The Committee also expressed concern about the 7”
present strength;oflthe financial diydsion and the current

role in planning and decisionrmaking, and it had this to say:

It is all too obvious that f 1nadequate financial

plannlng and control were/to exlst today, in cons1d— &

eration of the enormous scale of Hydro projects and -

their related costs (e. g. Revelstoke estimated at

a . twice the cost of Mica), the consequence for both
Hydro and the pragvince could be severe. ‘

The Committee stated that as of March 31, 1978, theAtotal
cost of Duncan, Arrow,,and Mica storage projects were 24 per
cent higher- than the’estimated‘cost 72 gven though losses
mlght have occurred from the government's electrlcal develop-
ment progects, these progects have prov1ded an abundance of.
electr1c1ty which has been a factor in encouraglng industry
and this/has in turn helped tg%ggvelop the province4of
British Columbia. o

'1In 1961, when the government expropriated B.C. Electric,
the publlc was prom;sed rate reductlons when the ut111ty
became publlcly owned. In the flrst year B.C Hydro 1ntro-rr
duced t?o rate reductions andrstandardlzed both residential

3

and small commercial electric rates throughout the- province

-and a bulk power rate was introduced for large industries. - -

- . - Ld
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iandsfand'farms'was put into effect in which B.C. Hydro

- paid .a greater’proportiOn of the initial cost of extension. 2

The 1963 Annual Report states: "The adoption of new

extension policies and the introduction.of loweripower rates

are designed to encourage the development and expansion of
" industry in British Columbia."7%
Electric rates fell “in each of the next three yeers;

however, in 19@7, 1970}'1974, 1975, and 1976 the rates were

A
Mt e SR
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:increased These increases were between-lOfand 20 per cent

7

. and the large users had hikes.
between 1974 and 1976.7‘5 Although inflation might have
been:e‘factor~in the need foraan increese.in the rates in
1967 it is 1nterest1ng to note ‘that on February 27, 1963

| Premier Bennett had predicted a $5 000 000 reductlon in -
power rates for the next ten years,7q whlch would bring the

first increase in rates no earlier than 1973,instead of

1967. < The rates have been steadily increasing since'1967

-

with the two latest 1ncreases occurrlng in the fall of 1979 -

- and the spring of 1980

o

A comparison of rates. is difficult to undertake due to

such factors as terrain, distances, and concentration of

populationfiniaddition'to the”type\of*eiectfical'generation -

water, gas, or coal. The'majority of electric utility

COmpanies in Canada are publicly owned; however, there are

T T SV S L Py S I R DS IY

two privately owned uti}ity companies-intAlberta to which a

comparisonrcan be made in-regard;Only to rates. It was found
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that in these cases in 1979 B.C. Hydro s rates compared

favorably with the one prlvate utility and the other prlvate -

: utlllty had a higher rate structure than that of B.C.

@

, Hydro.

When a comparlson is made ‘between the service that ‘was

offered prio to the establishment of B.C. Hydro and what
eéid

is, now off , it was revealed that B.C. Electric mainly

* - . ) ‘\ :
serviced the higher density‘population”araas of British

Columbia where it would be cheaper to service than remete

)

areas whereas B.C. HYdrO“was required to service the majority

of areas 1n Br1tlsh Columbla. The provincial government does,

- — e - -

hdwever, make:an'annual'grant to B.C. Hydro to provide
financial assistance for the electrification of rural areas

78

in British Columbia. Even today, there are a few areas

- serviced by private.electric'companies; however, B.C. Hydro

provides services to more than 90 per cent of the population

of British Columbia.’® At the time B.C. Hydro was established

 rates were not standardized throughout the province. With

.ized throughout the province.

the exception of a few remote areas, rates are now standard-
B
o d
The rate structure of B.C. Hydro came under criticism
in 1978 from Mr. King when he argued that the,rate structure

was set up in a way as to discriminate against domestic

users. As he stated‘

. Any cursory examlnatlon of the rate structure demonstrates
that the large block users of electrical enérgy in this
prov1nce are rece1v1ng thelr huge chunks of power at-

consumer of electrlcal ‘energy is paylng a far hlgher rate
for the small proportion of energy that he uses.
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Therefore, the opposition critic-concluded thatvthe,rate

Y

structure encouraged the demand for increased generating
eaPacity and the public was ultimately held gesponsible’forr
the intensive capitalrinvestment to produce that increased
generating’capacity>Which is largely created by the large
82 : ' ‘ ‘
block energy users. A.rate'lnCrease and a new rate
structure came 1nto effect on Aprll l 1980, whlch is
des1gned to encourage the conservatlon of energy since the.
increase affects customers in proportlon to thelr use of
‘*‘“ﬁ"i**"ﬂ“"*‘e1ectricit?Tffor‘instance7*the‘increase‘in*ratesutc*residen:f““‘"*
Wtialwcustqmers~ranges‘frdm51;7mpef~ceﬁt,to~9;6”per Cent,'a.i”'
small percentage of general customers will pay up tovl9‘per
- cent more, and some big industrial customers will‘pay 22 per
cent more.82 '

The view that B. C{ Hydro wasvexpanding its electrical'
output more than was requlred to meet the energy needs of the
province of Brltlsh Columbla and the view that this practlce
was not in the publlc -interest was expressed by an Oppos1tlon
MLA when he said that B.C. Hydro-

is really in the business of:generating'electrical

energy in the province, building transmission lines

to deliver it, while at the same time controlling the

volume of their sale. Now if you relate that to any

other enterprise,private or public, one can readily

see that such an authority or power delivers to that

corporation the ability to build their own empire, to

estimate energy need related to a self-fulfilling
- prophecy and fhe desire for their own empire building'
rather than paying attention to the public interest.

In regard to the issue of thefexpansiqn‘of”the electrical

output beyond the energy needsof the province of British
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. Columbia, there are Certain factors to take into consid-

-ératioh. For instance, more thah 95 per cent of the
eiectriqity>g§neratedvby B.C,éﬂydro is hydroelectric, and
this depéndé upon the .water level which tends to vary; B.C.
&7Hydfo's‘plansrare biséd.upon low water fears}’however, in
high water years the;é Qill bera_su;p us which occurs on an-

average of nine out of ten years. B.C. Hydro, for éxamplé,

ﬁargues that it is better to have an over supply than an
under supply of electrical energy. An-under supply of

}_ﬁleCtrici;ygmightgresultgingthegclosinggoff

-

thiswouldtendto_aiscourageindustrialjdevelo ent..
the other hénd, the éktra costrto pfoéide an over éuppiy
is minimal and the‘sﬁrplus energy can be soldvto other
provinces of Canada-énd the United States for a considerable
profit which should ultimately benefit the.consumer through
reduced rates.Bgf** T | |

The fact éhat the long term'debt of_B.C.'Hydro is so
‘highiéndAthé féct that the province‘of British Columbia
guarantées this‘debt are areas that need to be‘examined;
Since 1963 thererhas been an increase in the long térm debt
from $663 million‘to,é ceiling~of $5.65 billion in 1979.85
Over the years each govérnment has, increased the borrowing
limit er,B’C? Hydro. ﬁithrthigyincrgased long term debt
follows an.increase in,sérvicing this debt in the form of
interest charges. The Balance Sheet of B;C; Hydro at

March 31;”1963, showed_intérestuaccrued on long term debt,

ndgggfgmgg;gf

parity development bonds and notes payable at $10.4 million
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. and by 1979 this figure had increased substantially -

$286.1 million;ag B.C. Hydro is now being forced to rely

upon both private placement and public issue .in Canada and
- . . = ‘

theiUﬁited States. Internally generated funds have been
providing an increaézhgly smaller ﬁercentage of the
Authority's éapital requirements.$B

On the one hand, there seems to be reason to quéstion

the rationale behind the increase in the size of the debt

and the increase in the cost of sérvicing“this debt.. On

~

the other hand, it is noted that B.C. Hydro is currently

“ablé to finance its operations and . interest payments out

of‘revenue and it is only the large éapital_éxpendifures
on dams that have necessitated the borrowings,89

Arguments ﬁave been made against the use of provincial
gﬁarantees to B.C. Hydro on the basis that (1) should B.C.
Hydro default on-its payments the provincévof British Columbia
will be liable for the debt and (2) B.C. Hydro should be
requifed to bbrréw'in the samé mahner as private sector
companies. These arguments are countered by the arguments
that (1) B.T. Hydro is no more vulﬁerableﬁto the fiuctuations
in tﬁe economy thanvany other business and (2) if B.C. Hydro
can borréwlmoney at a slightly iowe;'rate'of interest because
of provincial guaranteesf'which cost the pfovince nothing un-
less B.C. HYdro defaults on its obligations,*then the

consumers of electriCity will ultimately benefit from slightly

~— lower rates as a result of the saving on interest rates.



This casa study has exgmined the creation and the

‘structure and<opération\of British Columbia Hydro and Power

Authority in an attempt to determine how the public interest
is served. | |

C It wasifound that one of the main reasons for. the
government's actions in axprdpriating'two privatéiy owned
corporatlons and amalgamating them with a publlc commission

to form a public corporatlon, British Columbia Hydro and

Power Author1t9, was to develop the prov1nce and this develop- .

N

'ment_would thus prov1de~hydro—electr1c service to a greater

number of people in British Columbia. The refusal by the

\

'B. C Power Commission and the B.C. Electric to buy hydro-

- electric power from the Peace River Pro;ect hindered the

government's plans for the development of the province. - The

placing of B.C.'Eléctric under government ownership resulted

'in the saving of a large sum of money which previously had

been payabietto the federal government by the privately

owned B.C. Electric and Was not payable by a publicly owned
utility. The expropriations and amalgamation resultad in
the-consolidation of the services, the distribution; and

the generation of hydro-electric power in British Columbia

to ba51cally one entity, the publlcly owned British Columbia
Hydro and Power Authority,tiAs a result, the government could

direct the purchase of hydro electric power by B.C. Hydro

from either the Peace or the Columbia. Conseqnently, the

governmént's policy for the development of the provincé
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couid be carried out;ig"ggwﬁgr;ggﬂhydro—electric'serviCes
are concerned. | |

The structure of B.C. Hydrb was exémined andlitlwas found
that any chénges;that might be nécessary,in‘order to make
B.C. Hydro ﬁore accountable to the public and better ser;e
the public interést can be'implemented’by the government.
In thé*final.an;;ysis, British Columbia Hydro and Power
Authority is a creature of . the government and it is subject

to the government's directives and policy. Some of the areas

el gerve the~publicWinterestfbetter~inc1ude“thercreation of

| a Publié Utilities Commission; for example, since this
Commission cquid be charged wi£h<the responsibility of
exémining the rate strﬁctu;e and the enéourégement of public
participation into the deCisioh-making process of détérmining %
rates. It was reported that legislation would be introduced
which would revitalize the B.C. Utilities Commission and ' Q;i}
one of itsyfuncfions‘woﬂld be to regﬂlate‘electricify;rates.aﬂ i
Thérefore, theAsituationrin which B.C. Hydro does not have
to justify raté increases might come under'scrutiny‘if and
when this legislation is enacted and the Commission is -
in operation.

'1; It was&mentioned ear1ier,that ministers are on the board
of directors and this practiceAseeﬁs torreéﬁée'the public

and legislative scrutiny of B.C. Hydro's operations since,

¢

question the decisions made by B.C. Hydro because ministers
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.are on the board. Also, one of the reasons why a government

| uses the corporate form rather than the departmental form’

of:organization is’to give thevcorporation more autonomyithan'
is given to a governmentvdepartment} therefore, the practice
of having ministers sit on the board of directors of B.C.
Hydro reduces the autgnomy of B.C. Hydro to function in the,
vay a crown corporation was originally designed to operate.

With respect to the serviceéiprovided to the public by

B.C. Hydro, the publlC 1nterest is served in a number of

7 ways. ‘Several cr1t1c1sms of both B.C. Hydro andfthe

government's relationship to the corporation‘haVe been noted.
It would seem that there are areas in which B.C. Hydro and

the government couid improve the way in which the corporation

'serves the needs of the people of Brltish Columbia. To a

¢
large extent, however, the province of British Columbia S.

‘electricity needs have been supplied by B.C. Hydro. In this

respect, B.C. Hydro supplies the electricity needs of the
majority of the people of the province and B.C. Hydro has

been instrumental in standardizing rates throughout most of
b1
the prov1nce. + In addition, ‘the availability of electr1c1ty

o _
has been one factor which has contributed to the development

“of the'province.' - o - ' -

While this chapter examined a public utility company, the

next chapter is concerned with a publicly owned insurance

company, the Insurance Corporation~of British Columbla.

- -~
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INSURANCE CORPORATION OE‘BhITISH COLUMBIA ; o
CASE STUDY o .
: _ , £
- This chapter examines the creation and structure of a
publicly oWned insnrance company, the Insurance Corporation
f -« of British'Columb%a;iin'an'attemptfto evaluate the~manner
in which it serveé the public interest. | In thlS context,

-~

the three central issues and the questions ralsed in =

Chapter I will be addressed.

In 1972, the Soc1a1 Credlt Government headed by Premler
W.A.C. Bennett was defeated by the New Democratlc Party.
The‘new‘Government'under thelleadefship of Premier Barrett
supported public ownership on a selective haSis. One of |
the areas»in ;hich thié'Government‘extendeqApubiic contfolj
was in the area of'antomobile insnrancecr The»Inénrance
Coféoration’of British Columbia was established in 1973
foilowing severai years of :eyiew of»the insurance industfy'

|
'~ -in the province.

e

Hlstory,and Ratlonale Behlnd the Fogmatlon B . . : .

[

S . The Insurance Corporatlon of Brltlsh Columbla was
“‘\esfale,Sh,ed in 1973 ,to_,operate as a government owned

'1 ' insnrance’company.? Govefnment ownedwineurance;companies

.; }at this t1me existed in only two other prov1nces - Manltoba

___andjaslm:henmn._rh&slsaj:ghey_gmmm created a

: L,* publlcly owned insurance company when it formed the

L4
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’ _the fulfillment of an election promise of the Co—operative

ﬁrelated "to the history of the automobile insurance industry -

Saskatchewan Government Insurance Office in 1946. This waS'

Commonwealth Federation (CCF) Government headed by Premier -

. Douglas. Similarly, the New Democratic Government of

Manitoba cre d a publicly owned insurance company in
1970.1 | |
The history behind the formation of the Insurance

Corporation -of Brltish Columbia (IeBC) in 1973 is ba51cally

fi

‘ different automobile 1nSuranCe companies d01ng,bus1ness in

: Royal'Cbmmissionuon Automobile Insurance to investigate

in. Brltish Columbia. Although there ‘were more ‘than 1802

LR R ENTRLSS T SIS PN’

British Columbia in 1972, they were not competitive- their

rates were almost 1dent1cal.3 ' e

[

In 1966 the Social Creédit Government established a i

[T P

the automobile insurance industry. The report which was

..&
published 1n 1968 prov1ded a lengthy and exhaustive study

" of automobile insurance and related questions. From 1964

to 1968, for instance, insurance premiums increased by 84

~ per cent. Claims, on the other hand only went up 58 per,'

cent during the same period 4 The Commission noted that
during 1966 for example, the price at which automobile
rinsurance was sold was standardized over almost 80 per cent
of the market. The Commission said: "In the opinion of the

Commissioners, through creation of the Insurance Bureau of

Canada, there is in British Columbia, at least, a significant

-



- concentration of.groups:%cting in concert."® The Commission } ‘
also stated thati - o | | BN ¢

Uniformity in price appeared very much more pronounced.
than wad the case prior go the formation of the Insurance
Bureau of Canada, as many companies which. formerly
appeared to exercise some 1ndependent judgment on rates
ceased to do so.  This is not to‘“say that the nominal
deviation in rates between I.I.C. [Independent Insurance
Conferencej and the C.U.A. ECanadLan Underwriters'
Assoc1atlon:] - for example, or of larger independents-

is to be taken as a desirable level of competltlon.

In addlt;on to being non—competltlve, the automobile
I insurance has also .found by the Commission to be detrimental
— to the public interest in the following ways«® ’(l) accident

'insurancerwas‘payableion'a‘faultﬂbasis;“(2)”insurancercoverage""'

was on the motor vehicle rather than on the dr1ver,,(3) no
guarantee of compensatlon to passengers in a motor vehlcle,
bicyclists, and pedestrians in the case of an'ahtomobile
accident, (4) no compulsory automoblle insurance, and (5) an
automobile insurance pollcy could be cancelled Besides
recommendlng the correctlon of the above def1c1enc1es, the
- Commission recommended that a licence to drlve be contlngent -
upon*the purchase of a ba51c automoblle insurance pollcy.7
The Commlsslon also recommended that if the 1nsurance 1ndustry
- would not part1c1pate in the offerlng to the publlc of the ;;g
- + new types of contracts that 1t had recommended and under the S
:condltlons whmch,lt proposed that the government of British : %7
'Colqmblalshould‘take over the sole selling of all automobile |

insurance 1n Brltlsh Columbla.8

mhe—prev&neialfgevernmentvfoliowed—onE4ofrthe"recommen-
Jdatlons when it made motor vehlcle llablllty insurance

>4



Y SR o e

cgmpnlsory;;hnwgyer+;itgdid_notgseryice;thisfcompulsgry‘
market. 9 'Many mOEoriéts were'disCrimihétedragainst, forcing
theﬁ tq‘resort to a special and moretéostly facility for
obtaining insurance. If they could not obtain insurance for
éertain reasons, the mdtorisf could gaﬁble and drive.withouf
insurance. This resulted in thouéandé of motoFists on the
roads,withoﬁt insurance which'exposed,innocent éitizénsfto
10

the risk of dire financial loss.

Compulsory automobile insurance had been an NDP policy

since 1962 and a universal non-profit governmeﬂt automobile
“insurance scheme had been a policy of the British Columbia
NDf;frdm }9663{} Public ownership of certain areas of the.
insurance industry had even been considered seriously by the
Social Credit Party prior to the eléction'of the New
Qemocratic{Party in 1972. For iﬁstaﬁce; in 1970 the Social
Credit convention approved a resolution urging thé establish-
ment of a crown corporation to provide life insurance,12 |
and at its convention the following year it was reported that
"rank and file B.C. Social Creditors came close to demanding
a government runvcar insurance scheme but backed off after
Attorney~General Les‘Peﬁerson appealed to thém for more time
to study thé issue."13 Howeve;, when the bill to establish
the Inéurahce Cbrpbration of British Columbia came before

the legislaﬁure, the Social Credit MLAs voted against the

bi1l. 14

The insurance compénies and many other groups as well
B : { .

as some individuals were opposed to the establishment of a
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4

:fﬂ*‘”*f*“f*‘gﬁverﬁment‘bwneﬁ‘aﬁtbmebiIE‘insuranee company.’ “In uaﬁﬁary

1972, Mr. Gardom (leeral MLA = Point Grey) offered hls ”
reasons for preferring private sector insurance companies

when he said:
I favour ... very much private carriers over the
public because I believe in free competitive enter-
"prise.. But 'it's got to be free and it's got to be
competing, and it's got to be enterprising .... This
situation that we have here, the situation that has
shown itself just like a sore in the business world
in so far as the insurance industry is concerned, is
that it is not doing that. What we definitely need ...
is less government, not more government.... What we

The Honourable Attdrney General has the power’to do it.

.- This Leglslatlve Assembly has ‘the ‘power- to de it. 15 -

Mr. Gardom also expressed concern that if the government toek
over automobile insurance it might be justva Stepplng stone
for further penetration into'other areas of insurance;irIn
addition, he was concerned that an evehtual government

monopoly on insurance would deny peopie'empleyment in the

‘insﬁrance field outside the government, and>he‘felt this

would be a retrogressive step. He questioned the NDP's

trust in the Social Credit Government to bring in and run

government insurance.16

On the same date that Mr. Gardom argued againstrgovern-

ment owned insurance, Mr. Strachan (NDP MIA ~ Cowichan-
Malahat) argued that monopoly doesn't belong in‘privete
hands.17 mr. Hartley (NDP MLA - Yale-Lillooet) pointed out

that such a large number of insurance companies each with

~e—task7————f———————é

it bt

it id | 1 3 £ di | ££3 15 | ,



T 66 -

industry. He recommended a government insurance company

1+

similar to that operated in the_prOVince of Saskatchewan

policies, and so forth could not help but be an inefficient

which had benefitted the people cf that province by reduced

rates;‘lncreased coverage, and the money from the 1nsurance

‘company was 1nvested 1n Saskatchewan and not 1nvested in
other'parts of the world 18
When the bill to create ICBC-wasnbeing,discussed in

the legislature on March 5, 1973, the Government pointed

Mr. Strachan,

out that even though the Liberals had been in power in

Saskatchewan for eight years‘and'had thé opportunity to

dlsmantle ‘the government insurance company they had not

for it was prov1d1ng a serV1ce for the people of Saskatchewan

that the public wanted anﬂ needed.19 The Minister of nghways,

f;mi.offthe~Saskatchewan government automobile insurance when

recOUnted_that"the'Liberal minister in charge

asked for his comments about automobile‘insuranCe had repliedi

: that:

It is obvious that motorists in this province would

have had to pay an additional $5 million for the same

coverage had we used the system in effect in other

provinces. Ladies and gentlemen, I am an advocate of

private enterprise but I can't ignore this fact. I
would suggest to the auto insurance- industry that in
their contlnugd attack on the Saskatchewan plan they

- are taking the wrong approach. They are simply not on

valid ground in_ their cr1t1c1sm of the Act and its
admlnlstratlon.ZQV ,

The -rationale behind the fqrmation of-the Insurance

abuses of the private automobile insurance industry and to




fulfill a policy commitment of the New Democratic Party.

Even thoﬁgh it was argued that the private sector insurance
induétryrcould be brought to task by the government, the

government had nbt,'prior to 1972, corrected the major abuses

"by the industry that were recommended by the Royal Commission

on Automobilé Insurance. The New Democratic Party argued the
merits of government owned automobile insurance on the basis
of the successful operation of the government owned insurance

company in Saskatchewan.

Majesty in right of the Province,

- Structure and QOperation - -

The Insurance Corporation of B:itish Columbia was
inco:porafed as a Crown co:poration under the Insurance
Corporaﬁion of British Columpia Act, 1973, and it was
assented to on April 18, 1973. Under this Act, the Insurance
Corporation of British Columbia became an agent of Her
' 21

According to‘the ICBC Act, 1973, "he minister shall
be fhe'presidéntband“éhnifgén of the board of the gorporaql
tion. "22 Eetween'1973 and 1978 a minister was both president
and chairman of the board of ICBC. This étipulation was
changed by the Goverﬁment in 1977 to read: "The Lieutenant-
Governcg in Council shall des;gnate one of the directors as

presxdenkgand chairman of the board. "23 Even though the Act

specifies one director as both president and chairman of the

appointed - one as president of the corporation and one as
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~__chairman of the board of the cbrpbration. Effective March 1,

1978, the Lieutenant-Governor in Council appointed Mr. Gillen -

‘,as Chairman of the Board_of the Insurance Cérporation of

British Columbia and Mr. Sherrell as its President. 24

.The.civil Service Act does not apply to the officers and

25

empldyees'of the corporation, and théyCompanies Act does

not app;yrtoithe corporation except where stipulated in the
Ac;;,hoWever,;the cabinet may, by order,‘inStrﬁct that the
, , : , -

© Companies Act'or any portion to apply to the-corpbration.
. . . 'Y ‘ :

- The mandate given to the’Insurancg Corporation of
BritishCqumbiaunderthe'InsuranCe_Corporation of British-
" Columbia Act, 1973, includes, among other stipulations, that
it is the fUnction of the cqrporation‘and it has the power_
‘and capacity: |

(a) subject to the approval of the Lieutenant-Governor
in Council to engage in and carry on, both within
and without the Province, the business of insurance
and reinsurance in all its classes;27
By the terms of the Automobile Insurance Act, Section 8, -
the Insurance Corporation of British Columbia became the sole
insurer of automobiles, 28
Other powers of the corporation include the ability to
undertake medical rehabilitation and research programs.29
This Act also gives the corporation the power of expropriation,
and it states:
It is the function of the corporation and it has the

power and capacity ... to acquire by purchase or any
other means, including expropriation, and hold as

owner or tenant or otherwise, or to take optlong on,
for its own use and benefit, real property.... 0
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“'Certain areas of financial accountablllty are identified
in the ICBC Act, 1973. For example, the minister respon51ble
for the Insurance Corporatlon of British Columbla is requlred

to present an annual report of 1ts operations and a f1nanc1al

_statement.31 In 1974, section 18 was -expanded to include

1

the stipulation that the corporation is to file with the
Superintendent of Insurance each year'an annual report, and
the Comptroller-General is given the aﬁtﬁority to inspect

2

the records whenever he considers it necessaryrr,Thermlnlster_,rrfﬂ

7 of Finance is given permission. to instruct the Comptroller-.

General to examine and report to the Treasury Board on the
financial or accountlng operatlons of the corporat10n.32

If the corporation accumulates a surplus of funds, the
. . S

cabinet may pass an order appropriating this money in amounts

®

equal to what it would have paid in*eorporate‘income taxes or

additional amounts, provided that the company retains a

| working oapital of $10 million or reserves equal to 125 per

cent of liabilities.rwhichever is greater.33 If, on the
other hand, liabilities exceed assets, the cabinet may
direct that there be paid to the corporation out of the
Consoiidated ReQenue Fund either the amoﬁnt or estimated =- s
amount of such excess.3?% 1In other words, the government

will be enabled to subsidize the corporation if it is in a

deficit position from current revenues or revenue surplus

funds. 3>

i T B it Wi oot 65k b 08 bt i St
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The corporation's reserves may be invested in securities

<

permitted by the Insurance Act or in inVestment approued‘by

the'cabinet.36 The corporation will: pay all provincial
~ taxes except corporate income tax. By cabinet order, the -
| government can direct the company to pay grants to nuniCi-
palities in lieu of taxes. 37 BylsubSequentepprovsl of
- the cabinet tﬁe corporation has the power to borrow‘on the
open market, fram the government, or by bank overdraft
ssubject to prov1nc1al guarantees, and 1t has the power to
E 1ssue—bonds—ané—debentures—3ﬁf———————f—f————f——;——;—fﬁ
By~ regulatlon, under the Automoblle Insurance Act. (AIA),~~ e ;

,’.y— i ,a‘

the plan of autbmoblle insurance is admlnlstered as a Fund.

P‘!\

The annual reports of the Insurance Corporatlon of Brltlsh

Columbia state that;

The AIA Fund is by legislation a separate entity for ,

financial accounting purposes. A statement showing )
- the results of the operation of the Fund ‘is included ‘ :
- with the financial statements of ICBC and the balance

of the Fund, which represents its accumulated net .

operatlng position, is reflected. in ‘the balance sheet -

of ICBC. The Fund consists of the revenues and

expenses attributable to the AIA Fund operations.

All assets and liabilities are held by 1CBC. 39

The determination of rate structure for ICBC is set
" in the following'we§= the sctuarial department of ICBC
initiaily gathers together ell the data that relates to
rates and it projeéts rates for the next year. The actuarial
’department reeOmmends the rate structure to management and |
- managemenf/sends this rate structure to_the-board of directors :

 insurance ($100,000.00) must be approved by the cabinet.



all other insurance rates of the Insurance Corporation of
British Columbia are set by the,corporation,40

On occasion, charges have been made of political inter-
ference into the affairs of the Insurance Corporation of
Br;tish Columbia. In 1978, the president of ﬁhe Insurance
Corporation of British Columbia, Mr. Sherrell, tried to
p;évent direct intervention by MLAs into the operation of

ICBC. However, when Mr. Sherrell appeared before the

legislature's Committee on Crown Corporations, he was

' ‘attacked by three government MLAs and Libérql Leader Gordon
Gibson for refusing to talk to MLAs on the telephone about
%roblems.brought to them by consituents. On'the other hand,
Mr. Cocke (NDP MIA - New Westminster) defended Mr. Sherrell's
position that MLAs should take any complaints to the cabinet
minister responsible for ICBC and not directly to Mr.
Sherrell. 4! ’

There 1is reasbn'to believe that a crown corporation may
be used by politicians to shoulder the blame for unpopular
policieé of the govérnment. In many instances the gooa,news
of thé Insurance Corporation of British Columbia is annocunced
by the minister while the bad news -is announced by an ICBC &
official. Por instance, Mr. Strachan, the minister respon-
sible for ICBC, announced on October 15, 1974 that motorists

would pay less for their 1975-1976 automobile insurance.42

Later, on July 14, 1975, Mr. Strachan warned the public of
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an increase, but he did not say how much. 43 On the other

hand, on October 11, 1975, the Insurance Corporation of /}
British Columbia s Vice-pre31dent and general manager was
the person who announced the amount of the increase.

A change in government from NDP toQSoc1al Credit did
;notialter the manner in which the announcements were,made
concerning ICBC. During the election campaign of 1975, Mr.
Bennett Leader of the Soc1a1 Credit Party, promised that 1f

the Soc1a1 Credit Party became the government the Insurance

. r;iiiCorporationiof4BritishiColupbiarﬂouldioperateioniarbus1ness-"
| QiikerbaSisﬁwith,no,subsidiés.%si,ifter the,electionﬁof,, -
December 11, 1975, the new Social Credit Government made °
a decision to reguire ICBC to operate on a break-even basis.
After this decision was made) it,uasrreported that.Mr. McGeer,»
the president andvminister responsible for@Iéﬁé, insisted»that ,
ICBC would be left alone to operate as a business and to set
rates on actuarial principles. Mr. McGeer said: “"The
intentionﬁis to have ICBC run as anvinsurance corporation
and not as a political arm of gouernment.“46' When the rate
inCreases were announced for 1976, the general manager of
ICBC«made the announcement Tﬁb‘dajs after the-rate increases
were announced, rates which Mr.McGeer 1n51sted were set
"solely "in accord with actuary information,"4’Premier |
Bennett commented that the rates for drivers under 25 Wwere
" too high and hoped that ICBC would find ways to decreas;‘

those‘ﬁremiums in 1977. In addition, Mr. McGeer told the

1egis1ature that if the accident rate remained as low as



~as a businees - ICBC had;made no such,decision., If Mr.

it wasefor4therrestrof4thateyearf;thereewouldrrminmquLjrﬁ&;;;r;rgrri
over for rebates to safe drivers. According to the rules

set out by Mr. McGeer, the decision should. be made by ICBC

McGeer declined to announce the 1976 rate increases to show
that ICBC was. polltlcally independent,lt follows that he ,
should not. be announczng possible rate reductlons for 1977743f
Follovlng both a change in the‘pkes;dent onrMarchvl,

1978 and the minister responsible for ICBCdon December 5, 1978,

certaln_lnstances, the Hohourable Robert Strachan, Minister o

set'up the Insurance Corporation of British Columbia that |

the reportlng of ICBC policies remalned the same. Eor
1nstance, 1n December 1978 the pre31dent of ICBC announced

a ten per cent increase' in automobile insurance rates. At

the same time, Deputy Premier Grace McCarthy, the new minister
responsible'for ICBC, announced that the provincial,gOVernmentA
aintended to eliminate discrimination on the basis of sex, agé{
andpnaritai«status'by ICBC whichrwouid come into effect in “

1980. The mihister said the main beneficiaries;of_the chizzeﬁ -
would be yonng people who currently pay higher rateg becaufe

they belong to- a group with a high accident rate.49

‘ ‘Although the Insurance Corporatlon of British Columbia

Act, 1973 allows for sub 1dlzatlon by the government in. o
of Transport in 1973 said VMen“he'introauced”legislation to -

government antomobile insnrance would be completely self o

sustalnlng w1th no sub31dlzat10n from the pyrovincial T I

treasury.50 In 1974, however, the Government amended the



Insurance Corporatlon of Brltlsh Columbia Act to allow for
| certain subsidization of ICBC whlch was subject to cablnet

approval and allcwed the corporatlon a sub51dy to come from

gasoline tex.sl ﬂﬁﬁs ﬁoney was,never transferred tp the
52-

Insurance Corporatlon of Brltlsh Columbla.

In 1977, when the Insurance COrporatlon of Brltlsh

Columbia's monopoly pn non-compulsory_automcblle insurance

" was removed by'the Government, it allowed the private sector

insurance companies to sell automobile insurance above the

B compulsofy minimum coverageifgxuprltlsh Columbla s drlvers.
Compulsory‘rates were to be determined by #&binet:; non-
compul sory rates,wefe‘to be’determined'by ICBC and the
private sector.>3 Wnen Mr. ﬁcGeer, President and Chairman
of "ICBC and minister responsible for ICBC, tabled the 7
Automobile Insurance Amendment Act, 1977, he said the main

- thrust of the. amendment was to make it cfajzithat priﬁete
e insurance companies have a role tc play in itieh Columbia
- | and to establish the same rulee fof'ICBC as for priVace
gi insurers.’? : ) ; _
"With this change in ICBC{g mandate, the agents, body
shop men, and the people on the-inside said that the govern-
i ‘ment would destroy ICBC by permlttlng(;he prlvate 1nsurance ‘_
1ndustry to compete w1th 1t on equal grounds._s5 Mr. Sherrell
Pres;dent of ;CBC, said ‘tha private 1nsufance compenles

could'ccm@ete with ICBC by 9creaming" certaip,accounts;'that

oot

. is; they;cohldfaelectfcﬂ;tOmersfthrough;a variety of ways

-
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w:th‘theuleast“probabilitycfor‘lo‘s and*Ieave‘ICBC w1th
diluted portfolio. As a result, ICBC would then have to
1ncrease its rates to coVer the loss of the better drivers,

the private sector 1nsurers could follow suit for the better

clients, and the end result would be'addltional premiums for
all motdrists.S?
R

~~:After~the*privatefinsurersfwere-allowed'tovséliaautoa~mﬂw»w—4w'

_pobile insurance, a conflict of interest arose when insurance

agents wereﬂpermitted to sell both ICBC policies and private

insurance companies pOllCleS. Agents are requlred to

represent the lnsurance company s best 1nterest, not
necessarlly_the consumer's interest. If an agent sells ‘ ‘-f_
insurance for a number of companies, there is*the'questionu‘
of where his loyalty rests - w1th the private- 1nsurance'
company or with the public insurance comnany.57
- After March 1, 1980 the rate structure of ICBC w1ll
be changed- and together with this change other regulations
will affect all automobile 1nsurance companies dolng business’
in British Columbia. This came about as a result of a

directive by the government to ICBC and the proclamation of

an Act. In- December 1978, the government s directive fo

ICBC . reg uested the Corporation investigate means of remov1ng

those factors used 1n,determ1n1ng auto 1nsurance rates over :

which an: 1n61V1dual has no-éSgy ol. These factors are,-
Ly .

essentially age, sex, marital statts, and 90591bly

territory."58 With the proclamation of the Automobile ..



‘Insurance Non—diScrimiﬁation Act on July 31, 1979, the rate

>

strgcture of the—automobilefinsurance.companies Qi%l have - -
to change when the'Lieutenant—Governor'in Council nhkes
regulatlons prov1d1ng for pha51ng sectlon 2 1nto—etfect Y
over tlme;r Sectlon 2 states: "Non insurer shall prov1de
automobile 1nsurance with'a premlum, tarlff rate or con—\
dltlon of coverage that,dlscrlm;nates on the ba31s of (a) age,

(b) sex, (c) mar1tal status, or (4) reglon of the Pfov1nce "59 N\

v As a result of the d1rect1ve and the Act of 1979 the

\

N,
N
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'Sh‘CoIﬁmb*a set upa. means

’**r”;;*”*”*by whlch t0‘1mplement the’government s pollcy; it is calledc'“’”’"

the Fundamental Auto 1nsurance=Rat1ng (FAIR) program to
,Shecome effective in stages which start on March 1, 1980, and
to bezcompletely 1mp1emented by March 1, 1985 60  an analysis
' of “the effect the PAIR program 1s hav1ng o? the automoblle
rlnsurance 1ndustry w111 be prov1ded in the next section. o
- In sum, the Insurance corp0ratlon of Brltlsh Columbla
is a wholly owned entzty'of“thecgovernment of Brltlsh

e +

Columbla. Two ministers 31t on 1ts board of directors. The

corporatlon s accountablllty to the legzslature and to the =~ .

people is effected in part through 1ts%annualff;nancaal
report which the ministerlresﬁonsible for ICBC places
before the 1eglslature -for 1tsrscrut1ny. Borrowings- are -
to be backed'by the government. However, ‘the Insurance

COrporatlon of,Brltlsh Columbia has investments in excess

T e 8 O B B bttt 5 e
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. retained a monopoly on the issuance of the compulsoryﬁpértion N

a1

| 61 , - o
of Canada. = The mandate given to ICBC changed over the = =
years:; consequehtly, ICBC no longer has a monbpoly'on t@égf

issuance of automobile'in5urance. However, ICBC.has sti¥l

kS

of automobile insurance.

Public Interest — -

The Insurance Cbrporation of British Columbia was

establisheéf;;f;%e New Démocratic,Government in order to -

correct some of the abuses of the private sector insurance

. industry as well as to carry out the policy of the New

examination of how ICBC has performed will now be reviewed.

Democratic Party in regard to automobile insurance. Evidence

has been presented which shows that the private automobile.

rfinsurance‘COmpaniés were not compeﬁitivefand they, together.

with the laws regarding automobile.insurance, did nét_protect
all of the pééplé“of‘British’Columbia against losses from‘j/

automobile,?ccidenté. Now tﬁat‘the‘Insﬁrance Corporation of
British c5lumbia haS*béen in(ppgration since 1973;for general

insurancd and March 1, 4 for automobile insurance, an

‘\ ~ An argument used by the NDP Government as one of the

réasons for establishing ICBC was based on the premise that a

publicly owned insurance company would lower insurance rates

for the B;C;émotorist. Initially, ICBC's automobile insurance

S

ratESXWQreVSet’r idr than the private insurance companies'

*

b b

U P

rates. A comparison of the rates was given to the media by,the

*



"~ Insurance Corporatlon of Brltlsh Columbla on October 15,

1974 and a condensed ver51on of this comparlson is g1ven
™~
in Table I. It is to be noted that the rates shown for 4

cities outside of Brltlsh Columbla.are those published by
the Canadian Underwriters' Association in July 1974, and the

‘coverage is for a 1973 Ford Muetangy $100,000 third party

J T

‘liability, accident benefits, $100 deductible collision,

62
$25 deductlble comprehen31ve. R

COMPARISON OF RATES

TAEBLE I _ .
Pleasure only - Driven to Occasional

“Area ° “over 25 " and from = use by under

) ~~driver .  work ) 25 driver
Victoria $ 98 : $115 ' - $125

Vancouver 122 . 149 g 169

Prince George  163. 182 " + 232

Edmonton, Alta. . 180 204 . 337 .
Toronto, Ont. 194 o222 ' 375

~Montreal, Que. 275 . 316 534

Source: Insurance Corporation of British Columbia, Public
Information Department, Autoplan '75 Details (Vancouver:
Insurance Corporation of British Columbla, 1974), October 15,
1974

There is no doubt from the above figures tha the,ratesv

3 [
B

on eutomobile°insurance in British Columbia.in 1974-1975 were‘.
substantiallj lover,than'those in reéionsrof'Canada which

7 d1d not have government insurance schemes.

o The 1ntroductory rates were eet at the flve—year acc1dent-r

'Vfree prlme private industry level of 1972-1973  Besides

settihg the rates’at this low level, ICBC established the

concept of .a driver insurance certificate so that drivers as

’
IO DD N NV ST
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well a§ owners car;%sd inSurance. Thg.rationaieﬁyehinai,
, this was that hoﬁorists, not cars, cause accidents. The
 driver'cef£ificate was vital in administering the new Yo
concept‘intréducéd by ICBC —rthose who violate trafficv
Safety regulations should be required to pay'an‘insurénce :
surcharge appropriate tO»the'increased,traffic hazard they
63 o A

create.

'In 1974 and 1975, collision coverage was mandatory for

-

‘all vehicles registered in 1967 or later and a system of

___equalization discounts was set up to encourage owners of
. b

64

older vehicles to also take out aollision insurance. These"5

, : -
equalization, discounts resulted in a refund program under

which 26,000 motorists réceived cheques totalling $835,000.%%
. ~Due to éscalating priées, Ehe increased number of .
collision repairs, and a number of othef factors, iCBC was
éxpe;iencing a losé.ss. To-help,defrayrlosses, legislation N
W%s enacted in 1974 to-aménd,the'ICBC Act in order to allow
for the subsidization of ICEC with‘upAfd ten cents per gallon

~of the provincial tax on gasoline. %7

Subsequently, on
~-October 17, 1975, the executive vice-president and general
manager of ICBC announced that motorists would be_péying
19 per ceﬁ; more for their automobile insufanqe'therfqllqwipg
68
year.
During the 1975 election campaign, H;. Bennett -accused

the New Democratic Party of a financial coverup and said that

the Insurance Corporation of British Columbia would need

large transfusions of public money. However, Mr. Bennett
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did notApropose to dismantle the corporatichas a means of
"dealing'with the problem.69 With the defeat of the NDP
Government iﬁ‘1975, the Social Credit Government brcught
about hany'dragtic:changes ihZICBC. Two specific actions
were now takeh by the new,Government}- sls8l million was
transferred to iCBCraﬁd a new rate structure wds imposed\
It ‘was reported on January 9 1976 that Premier Bennett,‘
Finance Minister Evan Wolfe and Educatlon Mlnlster Pat McGeer

- said that-ICBC had a $181 million debt.70- In fact, the

Automobile Insurance Act Fund shoved a loss of $34,179,000
for 1975 and a loss of $1447181'0001for 1975-1976 for an
accumulated deficit of $178,360, 000 on February 29, 1976.71
A large portlon of thlS amount was made up of reserves which
should be set aside to gey clalms_whlch have'been reported
but not yet. settled ang ahother portion of that money was
for claims which had notgeven been reported,‘bﬁt were
expected. By the time the actual bills came in, I€BC would |
have_more funde from new premiums which were tc cover a new
insurance.year;72 On April 1, 1976, figures taﬁled in

the legislature by ICBC president and minister responsible
for ICBC, the Honocrable Pat McGeer shcwed that on March 30,
1976, ICBC:had $151.5 million in short-term investments apd
7#17;6 millioninllongfterm investments. Mr. Dave Stupich
(ND? MLA - Napaimo) said that these figures proved that

ICBC did not need the $181 millioh because it had a large

amount cf premium income ani/;he'$169.l million would cover

\“‘k



—the—corporationls—costs~for—about*five?months%zg“fnrdﬂmrftggof‘f*
other hand, en>executive of ICBC saidthatit,i;'d c
generally,acoepted'accountihg'principle for insurance
companies to have a certain,peroehtage of money;in'a
fund; in the case of ICBC, this amounted to approximately
$181 million. 74 . ‘

In order to rect1£y the- def1c1t position of- ICBC,- one

'Aof the ﬁirst,acts of the new Government was to announce that

it would more than double automobile insurance rates under

the Insurance Corporation of British Columbia. vPreMier

~ Bennett emphasized that the increased rates only reflected
that ICBC wes-trYinQ to "not,mdkeva‘profit, not to pay
back'oldudebts, just to'pay,tﬁe coste in the yeaf'the
insurance coverage ie théte2?25~ On the other hand, the
ﬁinister reéponSible for iéBC‘stated: "gremiums in the
coming year must be high.enough to,covef’tﬁé full cost o% .

. *the Company's operatlons and must be suff;cxent ta commence .
76'“‘

Table II gives an 1nd1catlon of the ratea 1n 1977 Thls «

ehe retirement of the accumulatlve Qperatlng def1c1t "

table 1s a condensed version of’ three tables of\premlum

t

omparlsons presented 1n COnnectlon w1th the ICBC medla

‘resentatlon, November 26 1976 and 1t 15 for a 1976 Fordr fif;
Granada with the folloW1ngscovera¢e- llablllty $200 000 .

Q

1nclu31ve, COlllBlon $100 deductlble, comgrehen51ve $50

deductible.’’ /' . ‘,f . 'Qf" o j,H*:' .
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_COMPARISON OF RATES

TABLE II .
i Pleasure, : .- :Under age Under age
Area not driven 25, female 25, single
-to work \ male
' S ,
Vancouver , - $288 ’ $434 - $ 630
Toronto 326 490 819
B.C. South Interior 224 , 327 - 469
B.C. North Interior 238 348 485
‘Rural ‘Northern Ontario . 272 420 ) 795 .

- Rural Northern Alberta 194 333 534-
Rural Alberta 264 .. . 448 752
Rural Ontario : 359 - 511 .1088 ..
Regina 219 ' 219 ' 317 -

T Winnipeg 192 234 234
? ‘ L ° ;

-Source: 'IhSuranée“Cbrpor&tidn”bf'BritisH"Colﬁmbié}"Pﬁblfé”
Information Department, Premium Comparisons (Vancouver: .
Insurance COrporatlon of British.Columbia, 1976), November
26, 1976, ) S

This table revealskthat VahcouQer's rates were sﬁbstan-
tially higher" th;n publlc insurance of Reglna and Wlnnlpeg
and sllghtly lower than Toronto s prlvate insurance -rates_
for pleasure\dr1v1ng. Toronto's automoblleglnsuranée rates
were congider;bly higher than Vancouver's for the other two

'categories. ‘The automobile_insurance rétes’fore1976‘Wéfé'j
slightly higher than those for 1977. Mr. §énha11,'eublic
Information Méhéger’of the Insurance Corporation of British
Colﬁmbia; said ;The ICBC rates for 1976 were roughly
comparable to those of private sector- insurance compahies.
It was reportéd tﬁat in Vancéuvé£7£ﬁe rates for 1976 were

two to three and a half times higher than those in 1975 for

eguivalent coverage.

ICBC assets during ;977—1978 increased from $582.l

million to $673.8 million. Most of that was in the bank in

¥
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the,fo:m of cash for $49 million of this,amdunt,_shortéterm, -
deposits of $393.6 million and bonds with a market value of

$121.5 million;80 The previous year 1977, when the increased

premium payments came in, the beporation set up a safe

driving discount reserve of $52 milliOn.81 - The reserve was
later abolished since ICBC decided the safe dr1v1ng discount
reserve was not necessary hecause premium revenue alone was

more than sufficient to finance the discounts. Instead of

~ discount reserve" was set up.

*

‘Government then proposed to increase'rates‘and subsidize

returning the money to the motorists, a "rate stabilization —
82
The question might be asked as to whether it was in the
public interest for the Government to initially set rates
low and later for a different Government to set the rates

so high. Initially ‘the NDP Government set the premium rates

low oniy to find ICBC was faced with a large deficit. This~

ICBC through a:gas tax; however, it was defeated before
these measures could be implemented As soon as the édcial
Credit came to power, that Government immediately set the
rates to the other extreme. ICBC w111 now be using these
excess profits to help finance its new FAIR program which
goes'into effeetfonmne;chﬁl,WIQBD. Mr, Sherrell, President
of the,InsuranceWCOrporation;ofiBritish Columbia, estimated

that PAIR will require $55 miilion,from ICBC'g rate stabili-

zation re

before the pfogram becomes self sufficient.83‘ ) .

. ~
f ) ) ‘
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In conjunctlon(W1th the rate 1ncreases, the Government

removed the expensive colllslon coverage from the compulsory

. . package. 1In June 1978 it was reporited that there was a

dramatic 50 per cent decline in claims which was attributed
to the coverage change that . accompanied the doubling and

tripling of rates. It seems that the Government's action

~in'removing'compulsory'iﬁsurance'in Order'tO”achieve'book’

proflts was not fulfllllng one of the purposes for which

. ICBC was. formed - the principle of full public protection.

' Motorists who were forted through f1nanc1al reasons to drop

17

Wcolllslon coverage do not have complete protectlon nor does
‘"the general publlc-who might suffer as a result of a car
;belng on . the road that was made unsafe from an accldent 84
‘On the other hand .the Corporation has argued that the:

"ellmlnatlon of collr51on coverage as a compulsory require- .

ment exposed motorlsts to a very mlnlmal amount of risk
.A{

because 1n the vast‘majorlty of cases the damage to a

veh;cle 1nvolved in an accldent was not functional but more

‘:~ of a cosmetlc type of damage 85

The subsldlzatlon of young drlvers' rates at the

Y experise: of other motorlsts has’ been a controvers1al 1ssue,
There are statlstlcs avallable to show that young drivers
have more accldents than mature”drlvers, however, both the
NDP Government and the Soc1al Credlt Government have

subsdrlbed ‘to the subszdlzatlon of young drlvers “kates.

One feature of the new FAIR program 1s the ellmlnatlon of

L3



sex andvmarltal status as discriginatory‘factors. -This will
benefit an estimated 215,000 maie vehicle»operators underrrl
30 years of-age and their average_premium'will be rednced
by almost 29 per cent;Bﬁ Critics say th&g this new FAIR
scheme was designed to attract'votes for theAGopernment.
- For instance, it was reported that the managers:of‘the B.C.
Branch of the Royal Inscrance Company and”oflthe Insurance
Bureau of Canada said the provincial'government:was not

ba51ng its 1nsurance pollc1es on sound insurance pract:.ce.87

The fact that Deputy Premler Grace McCarthy. the mlnlster

7iresponerb1e for ICBC’ announced that the main benef1c1ar1es
of the neW'FAIRVprogram would he»the young people was seen
" as a measure designed to captnre‘the young people's_vote in
the’forthcoming election.Bs |
There are criticisms of the new FAIR scheme whereby a
._$306 penalty is to be assessed for accidents. On one hanc

it is argued by the ﬁDP,.for instance, that this penalty

- would be_a more eevere,penalty for the poor tha; it would

| he.for the rich and this $300 penalty may lead to more court
cases over who is at fault in an accident which wouldAtakg )
ICBC away from thevno—fault insurance concept.89 on the

other‘hand the Corporation haé stated that the method of

7cideterm1n1ng fault ‘has not changed and the $300 penalty is

no more of a hardsh;p than what is currently in effect, that

1s,rthe person who*ls”at'fault would“lose the safe drlver

,-dlscount whlch could amount to approximately the same amount

as the $300 penalty pa1d over a three year. period.- The new

P _
L ‘\
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system is based on the premise that those who cause éccidents

| pay a penalty 30 1t was po;nted out by an off1c1a1 of ;E:?

that the penalty takes away from ‘the basic concept of SN

1nsurance, that is, if you have*automoblle 1nsurance and you

are 1nvolved in an accident, it is expected that your

behlnd purcha31ng lnsurance.

1nsurance company w111 pay since that: 1s.the whole\ratlonale

91

There is the questlon whether the Government*s pOlle

of allow1ng the prlvate sector automoblle 1nsurance companles

L L AT IR S

Exd
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.to compete‘w*th‘thé‘rnﬁurance Corporatlon of Brltlsh Columbla
—is In”the’publlc ‘interest. Tme possibillty of’the prlvate

sector insurance companles only 1nsur1ng the lgw rlsk

drlvers and leav1ng the hlgh risk. drlvers for ICBC has

-already been d;scussed. In February. L979, Mr Sherrell

President of the'Insnrance Corporatlon of Brltlsh Columbla,

stated the position of the Corp0rat10n v1s a v1s the prlvate

sector 1nsurance companxes when he sa1d-

In our view it is not possible for anyone to- falrly
and equitably compete with the corporation for .-
matching or bettering the service and remuneration
provided to the motorist. If there was no ICBC and
the private companies were to pay the same losses. -
$343. million- they would immediately need an additional
$135 million in premlums from B.C. mot\f1sts just to
break even. °2 | .

P
It would seem that the prlvate 1nsurers would not

7 return to Brltlsh Columbla unless they pro;ected a proflt- )

able market, and private insurers showed an ever 1ncrea§1ng

- - = P - - - - N - ' -
presence in British Columbia. Ten automobile insurance
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companies returned after the Goyernment?é new policy was
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announced in 1977 which permitted private insurers “to selL

“

23 It was estimated . - -

non-compulsory automobile 1nsurance.
in 1979 that private insurers would place $30 to $40 million
of ‘the $l50 million expected to go towards optional coverage
and they expected to capture a. larger portion of the car
insurance buSiness 51nce renewal dates -had become staggered.
At thlS time, some agents said that Wlth the renewal dates
spread over thedyear this would g1ve them more time to

~extol the services they could OQEE}. Mr. Penhall, manager

f—ei—Publie—Inﬁermatien—ﬁer—IeBe~—said—that—everyeﬁe——inc}ading——————f

__ the. agents was - worried abeut fair competition.i For instance, R

=

Mr. Kassell, President of_theiInsuranCegAgents Association
of British Columbia;\pointed out that ICBC's safe-driging
discount goes with a vehicle*s licence plate and is not

given to individual drivers. Since private insurers cpuld

give a safe-driving discountbte the?individual, they could
Tt T ’ 1. .

offer bigger discounts-than iCBC could.94*'
There was one factor in particular that prompted the
private automobile insurers to 1eave the province of
British Columbia; that factor was the proclamation of the
Automobile Insurance Non-discrimination Act which provides
for the eVentual elimination of age, sex, marital status, and
pgeographic 1ocation as a factor of discrimination. This Act'
-

was pr%&iaimed on July 3Lw'1979r Within seven months, nine

of the ten automobile insurance companies which had come

hack aFfer4lallcleftctheeprovincecofeBritishACQlumbia—whiiee————————
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one érivate insurance company remained. 'Mr. B. Penhall,

Maneger of: Public Informqtion for ICBC, gave reasons why

+ . ] - 7 - A -
it would be difficult for private insurers to compete in-

LN

Brltlsh Columbia when he said:

Private insurance companies are hav1ng and will contlnue'
‘to have a very difficult time returning to the public )
the kind of money that ICBC does. We have over the
last three years returned to the public 90¢ in claims
payments for every dollar of premium received. The
. private insurance companies world wide have never .
been able to return any more than 70¢. 95

Summarz x

«Qe‘_QJths case/itgdy has examlned a crown corporation, the

' Insurance Corporatlon of Brltlsh Columbla, whlch supplles'

-
a

general and automobile insurance to re51dents of Brltlsh
Columbia. The rationale hind the formatlon of ICBC stems
" from two iﬁ%ortant factors whlch are 1nterrelated: (1) thekﬁ

Y

private sector. insurance companiés were not adequately )
serving the people'of-British‘Columb;a and (2) the NDP
radoptéd a policy to supply the automobile-insurance needs
of the‘pebn;evbf British Columbia with a non-prefit; nnivetsal
_government automobile'insgrance scheme when it became the
government, | ‘

The provineiel Liberals and'Prbgressive‘ConserVatiyes
pﬁposed the establishment of a public eutomobile insurance
industry in 1973 on the basis that the private automobile

insurance industry could be brought to task by regulations’,

a government owned insurance company would only .create

another bureaucracy, and the view that private enterprise

was better than public enterprise for this type of business.

o . R 88’   S S I
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Although the- Social Credit Party had, prior to this time,

endorsed the establishment of a government owned insurance

company at one of~its»con§éntions, a1l Social Credit MLAs

_together with the other opposition MLAs voted against the

bill to éstablish the Insurapce Corporatibn'of British
Columbia.

Bgsically, the Government rationalized its creation of
~ _the Insurance Corporation of British Columbia on the basis
of its perception of how to serve the public interest insofar

as the provision of universal automobile insurance coverage

to the people of British Columbia was concerned.

.

Like the federai crown éofpogééibhs, the Insurance
Corporation of British Columbia operates under a statute
of the British Columbia legislature. 1It is wholly owned"
bthhe Province of British Columbia and its directors are
apppinted by the Lieutenant-Governor in Council. The board
is compbgéd of a combination of people from the priva;é
sector and cabiﬁet ministers (one of whom is the minister.
responsible for ICBC);A Initially the cabinet minister’
responsible for ICBC was also the President and the Chair-
man of the Corporation. This wés'Subsequently changed
whereby the Lieutenant-Governor in Counci} was to designéte
wbne of the directors as president and chairman of the board;
howéver, the reqﬁire@ent that miniéters be appointed to the

board did not change. There are still two ministers on the

board of the Insurance Corporation of British Columbia. There.

42
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7 ére arguments both for and agaihst the'pfactice of having -

- S

‘ministers on the boa;d of a crown corporation. If the
intention of the government is to gi&e a crown corporation'
autonomy to operate a corporation freed from diréct political
-inferference, in the same manner as‘a private é;térprise,
then ICBC is not neceséarily given this‘freedom. N
While ICBC was initially given the mandate to be the
' only"inéurance'company with the authority to sell automobile
ihsurancé in the province of British Columbia, this wés

subsequently changed by the Govérg@ent,in 1977. After this

‘time, ICBC remained the only insurance company with the
authority to sell compulsory aﬁtomobile insurance, however,
the private sector corporations were ﬁow allowed to sell
autbmdbile insurancé above and beYond this compulsory
requirement.

An examination of the manner in which the Insurance
Corporation of British Columbia is accountable to the
legislature and the public ;evéals'that«a minister respoh—
sible for ICBC reports to the eabinet. There are such
reporting devices as ah annual report whiéh the minister
resﬁonsible for ICBC places before the legislature for its b
scfutiny. Also, the CbmptrollerfGeneral is given the
authority to inspect the records ofrthe corporation(

Certain criticisms, of course, can be made aboﬁf the

structure and operations of ICBC. There is one particular

area which deserves some comment and that\is in the area of

how rates are determined. Presently, compulsory insurance
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rates qré-approved by the cab1ne£ and all other rates are

- set by the corporation. This method”does‘not allow.féfr

7 any public input into the decision making process, and it

seems that,this might be an area in which an imérovemenp

in the accountability to the public could be strengthened.
From the sfaﬂdpoint of the benefits the public deriées

-ffom the services offered by the Insurance Corporatibn of

British Columbia, it is found that everyone in British

Columbia is now protected financially against automobile

related accidents and this includes passengers,‘bicjclists,v
and pedestfiéhslmrAli veﬁicles aré insuréd byitbe Insuraﬁce/
Corporation of British Columbia, and a licence to drive and
the vehicle licence are now contingent upon the purchase of a

~ basic automobile insurance policyf Therefore, it would se%m\\\_
that the services provided by the Insurance Corporétion of \\\5
British Coiumbia serve thé majority of the people of | - '
British Columbia.

The followihg chapter examines a holding compahy,

Brifish Columbia Resources InVestmenﬁ'éorporation, which

stands out in sharp contrast to the previous two case

studies.
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CHAPTER IV
BRITISH COLUMBIA RESOURCES INVESTMENT CORPORATION - .
CASE STUDY . .

T %
¥

" The third and final case study of public enterpfises
in British Columbia examines the British,Columbia»Resourcesv o
Ipvestment'Corporation;—é shared enterprise. The following

- discussion will set out the background to the creation of

- ‘ . ., 3 . : '
the corporaticn, its structure and coperation, and the manner

: ; —
in which it serves the public interest. '

- - - P - e e - - ‘} — - - - P - - . pry - - ,f,’,,,

The British Columbia Resources Investment Corporation

X ) - X Y

was created by the Social Credit Government in 1977. Some-~

what ironically, it was a meas fgiiﬁtroduced in the interest

”ofrpromoting "free enterprise". ‘Nevertheless, it created a .- "

1

holding company for a number of blicly owned corporations.

It attempted toaencourage individual participation through

- - ¥
share distribution while maintaiéing some government .

“ .

ownership. ' ‘ e LT . ] .

History and{Rationale Behind the Formétibn 

‘ This case study isbboncernea with the way in which -
~_ce;tain crdwn qPrporations and other public hold%ngs were .
- converted into a‘goverhment holding company, EritiSh’Columbia
Resources Investment Corporation (BCRIC). The British

Columbia Resources Investment Corboration was incorporated

]
>

in 1977 by the Social Credit nnvprnmentgingarderggo;disposefgggf———

* of certain crown corporations and share holdings that were *
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eteese——e/———acquired—by—thE*preVIUUS'New Democratic Government durlng

the 1972 1975 -perigd. These crown holdlngs acqulred by the
NDP Government’?éZich were later to become .part of BCRICANY
were‘ 81 per'cent of the shares,of Canadian Cellulose -
Company lelted,aapprOX1mately 10 per cent of the shares of
West Coast Transm1551on, and the wholly owned Kootenay
- - Forest Products7limiteafand’Plateag\@illS”Limited;l A’short:’;”;
| histor§ of these holdings that were,to beéome a part of :

BCRIC will be given 1n addltlon to the rationale behlnd the

! : vaUISltiaﬁkOf these holdlngs.'
o -On Aprll 18 1973 Brltlsh Columbla Cellulose Company

Limited became a crown corporatlon,l

and thls,eompany
acqulred 79 per cent ownership of Canadlan Cellulose, a s

sub51d1ary of Columbia Cellulose Company Limited (Colcel)

-

an June 21, 19?3., The government acqulred its ownershlp by
guaranteeing approxxmately $70 million at 5 3/4 per cent
-inﬁerest 2 In 1975 ‘the, Prov1nce of British Columbia acqulred
) an additlonal two per cent of the -common shares from the
public.3 \ oo : .
This;mbve—ro guaranteeLthe debt and assumercontrOIling
 interest in Canadian Cellﬁlose Qas brought abbut by the fact
that more than 3, 000 jobs were in jeopardy and nine mllllon
'« acres of‘tree farm,land were to be transferred to We{/;ﬁauser

-Canada lelted .an Amerlcan based f1rm.4l The Soc1al Credlt

and Liberal MLAs voted against the British Columbia Cellulose

B .

Company Act of 1973.A'The~only two Progressive‘Conservativee

- i
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MLAs in the legislature voted with the NDP. The Social

E

they were, could solve the problems. It's

Credit and Liberal spdkekmen said that this veriture would
~cost the taxpayerémillion;Aof dollars in losses. They :
warned that it could take all the capital available fo‘théxl\-\w»
British Columbia Qévernmént”torsucceed and i£ wouldrbring
neglect in the financing of other essential governmeht
services:5 , o B

| ResourcesMiniséer Rébeft Williams staﬁed Some reasonsh,

~ for the Government's entry into the' Columbia Cellulose firm: -

e

not a :
o oo ..matter of political- ideclogy, it was just a thing for
-~ government involvement. The whole infrastructure of

the area has to be changed; railways have to be built,

forest tenures have to be changed, and timber has to.

be allocated for new sawmills. Only government can do

these things which are necessary. .

~ Under foreign ownershiprthé‘former Columbia Cellulose
lost $95 million between 1966 and 1972. However, in 1973,
under 'govepnment ownership the profits were $12,318,000 and
increased Ao $50,866,000 in 1974.7 The profits in 1976 were .
$26.1 llion; in 1977 they were $17.3 million, and $6.8
million in 1978.% :

Rather than approve the transfer of Plateau Mills to the
International Telephone‘and Telegraph's Rayonier Corporation,
in June 1973,'P1a£eau Mills Ltd. wag, acquired by the

" province of British Columbia through the British Columbia
LCellulosg Company Limited. Plateau's financial performance

steadily improved since 1974 when it suffered a loss of

$87,000. This operation cost $7.9 million, and it had a

profit of $68,000" in 1975,9 a profit of $1,937,000 in
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/{,A,i94§g\\) SYofit in 1977 of $4,378,000, which increased
' " to $4,432,000 in 1978, and in 1979, Plateau employed approx- '

imaﬁely 330 full time emploYegs.lO, - e Vﬁé'

A petitioh had beenrc;rculated among the 500 emplo?esé
- of Kootenay Forest Products asking thé'Government to buy o
the dpera?ion'as a resu1£ of théiproposea sale of thi§ firm \\:
to-a foreign béSedrcéﬁporation.ll Oanebruary 28'.1974; this
firm and Staffora Mills Division of the Eddy Match Company

s were purchased by the Province of British Columbia through

" British Columbia Cellulosé;Company fdr $14,350,435. Thus,
‘the British Columbia Cellulose Company acquired the right
to ;n amoﬁnt-owing f;dm Kootenay Forest Products of
$11,602,729 togethe; with‘shareholdér;s equity at a cost
of 52,747)706f12 Kootenay Forest Products received a ‘
non—interestlfﬁp:ing advance of approximétely $11.6 million
from the Province of British Colutibia in 1974. This advancev
_$ms repaid in,March.l978 out of the proceeds of an issue
of coﬁmon shares to the’ProviAée of British Columbia.l3
? In 1974-1975, the first year of operation after it was
acquired by the Governﬁeqt, it showed a 10;5 of $2.9 million.

In March 1978, according to the Honourable Evan Wolfe,

Mipister of Financé, Kootenay Forest Products had an accumu-
#ed $3 million loss.'? The BCRIC Prospectus, however,
shows that each consecutive year since 1975 Kootenay Forest

Products has shown a profit: $685,000 in 1976, $837,000 in
% S

1977, and $3,896,000 in 1978w °



‘the British Columbia Resources Investment Corporation.
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wWhile the other government holdings in BCRIC are
involved in the forest industry, Westcoast Transmission

Company Limited is in the business of buying and trans-

mitting naturalrgas. In 1973, the Government purchased -

slightly more than 10 per cent of the shares of West Coasf

16

Transmission Company Limited. This company is a very -

profitable busihess. In 1977, for instahde,”itnreported

a profit of $42.8 million.17

~ All of these new publ#é corporate ventures were making-

‘a profit when the Government changeg”in 1975,,épdfthey,haVe

continued to make a prdfit.f Neverthelegs, the Sdci?l Credit
Go&ernment had committed iﬁself to dismantle public corpo-
rations .as a general poiiéy upon taking office. fhe fqur'
holdings of Canadian Cellulose, Plateau Mills, Kooténay
Forest Products, and ﬁest Coast Transmission were to become
part of British Columbia Resources Investment Corporation.

In addition to these holdings, the Government sold BCRIC 3

. ’ ) . i
um and natural gas licence covering 2.3 million acres

in noytheastern British Cplumbia'.18 For the above méntioned

 hold'ngs, the British Columbia Resources Investment Corpo-

ration paid the Government of British Columbia $151,532,940
in the form of a demand note. The Government subsequently

exchanged that demapdlnote for 15 million common shares of.
. 19

-

ét the time the British Columbia Resources Investment
D :

Corporation was established, Premier Bennett stated that he
Mo
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£hdustry in priVate hands which would give British
Columbians a chance "te make a voluntary investment in
their pro&ince.ﬁzo fTheAfollowing'is,ah eQCerptrgrOm; ’
Premier Bennett's epeech when he presented the bill to

establish the British Columbia Resources Ihéeetment

e : , , . .
Corporatidn for second reading in the legislature. It -

~ capsulates the. reasoning Premier Benhetf“ofﬁered for estab-

lishing BCRIC:

v

This bill fulfjdls two very great commitments this
party and the government made. One was to prov1de- _
great opportunltyﬁfor the people of this prov1nce

to invest in their province and help get it moving
again. The denationalization of some of the Crown
cgprporations or companies in which the former gpnern—
ment invested that we involuntary investments by
the people of this province, the prime requisite for
the investment being the philosophical commitment

of that party and that government.... this bill ... in
meeting phllosophlcal commitment, may be one of

best way for this prowvince to develop and grow, -

the best opportunity that can be developed for people
and corporatlons to build this prov1nce.... Our
commitment ... is that this province can only be
developed and grow ... by government providing a

- the few 22%35 we have in this lLegislature this session,
in which different philosophies can clash ov:;é&fe{(

climate and regulations allow ng our resource companies
i P

to develop in a private way.
The New Democratic Party MLAs opposed this bill and the

establishment of the British Columbia Resources Investment

Corporation on the basis that i£ would only‘alloﬁ the rich

to benefit from the province's investment.?2

Before the BCRIC shares ceuld be publicly sold, Premier

Bennett changed his pelicy on the share distribution of

BCRIC in which the government would hold the 15 million
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shares. Prior to -the provincial election in 1979, Premier

Bennett'introdueed a scheme whereby the Government would

give away five shares of BCRIC to eachbresident of British
Columbia who was a Canadian‘citizen or applied %or éwﬁadian
citizenship and who had lived in the province for. more than
one year. The "free shares"’were expected to represent\GO
per cent of the government's holdings in BCRIC. The
corporation-(BCRICf also made available for salégadditional -

shares with a limit of 5,000 per person to those who

A ~ T qualified and applied for tree shares and wished to add to~
their holdings. They were”to_be sold at a price of six
’ dollars, which was considered to be below the appraisal‘

value, 23 - o - . ’

Premier Bennett also intended that the distribution of
the shares of BCRIC as a way not only of "prlvat1z1ng" publlc :
corporatlons created by the NDP Government but also as an %3

alternatlve measure to publlc ownership. 1If c1t1zenS‘codld\i
‘witness how those shares increase in value, they would
-better apprec1ate the beneflts of individual rather than

24

collective ownership. In this regard Premler Bennett

~stated:

Our government believes in personal economic freedom.

It has constantly dedicated itself to providing greater
\\hvéstment and ownership opportunitries for the indi-
vidual ownership, not big-government ownershlp. For
this reason the provincial government is undertaking

the distribution of the shares it owns in the British
‘Columbia Resources Investment Corporation. These shares

| o were received as paggentrfor the provincial assets sold
T 77—"7"7**07 - - -
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to part1c1pate in the initial share offering is mot new.
Alberta s former Soc1al Credlt Government did much the same

‘thlngrwhen it gave first chance-tovAlbertans at the new

" shares of Alberta Gas Trunk Line Company, and Premiér

Lougheed's Progressive Conservative Government tooktthe

'same approach with Alberta Energy'Company.26”

There is also a parallel to be drawn. between Premier

’Bennett s scheme and Mllton Frledman s (a conservatlve

——- - —— — =

~ American econqmlst) views Qn the method and reasons for
"desocializing or denationalizing public‘secter corperations.

- In Friedmaﬁ'sbwritings on ways to denationalize or de- .
socialize corporate wealth held in the public,seetor,,
Frieéman.said:

Now let us suppose by some miracle you really had a
political regime that was committed to moving away
from the kind of welfare state, nationalized apparatus
that Britain has ... and wanted to get a largely free -
.enterprise state in which people had a good deal more
leeway about how they handled their own resources than
they have now.,  What general principles ... are
relevant in'proceedlng from here to there?... one ,
suggestion a number of people have made which I think
makes a great deal of sense would be, not to auction
it away but give it away, b¥ giving every citizen in
the country a share of it. o N
- This 1is, of‘eourse, what'Premier Bennett did with some of

" the public holdings acquired by the NDP. Government. - The

: argument used by Mr. Friedman when he spoke about giving

away Britain's publicly owned corporatlons is thls:,r"ng
--people-of Great Britain'own the steel industry; it isthe— — - -

property of all the citizens. well, then, why not give
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.. ____ _each citizen hisiie,c,e,?,is,; ‘He reasoned that the giveaway

‘of one industry would not amount to ‘much to:eachnindiuidual;
and he suggested adding to it the Bﬁc electricity,irail—
roads, etc., and then hold a big giveaway.2? There can be an
analogy made between what Friedman suggests and what Premier
Bennett actually did since the British Columbia Resgg;ces
Investment Corporation is a holding company of pulp, lumber,
and petroleum based 1ndustr1es.

As a fulfillment of a 1975 election,promise and as -

‘another reason for Premier Bennett's GoGernﬁentrto divest
itself of these "’c"_-arpo'ra'tions*was' to bring about the sepa-
ration of B.C. Cellulose and its affiliates from the direct i
administration of the Department of Forests. Premier
_Bennett said: " "There is a conflict of interest in a

' situation where a department sets tne rules, is the referee

and is alse the player in the game.u30 T

The rationale behind the formation of C was given

by the Government as 1ts commi tment to privafe versus public

ownership and a means by which Britishlegiam

invest in their province and at the same timg help to develop

ians could
the province. It was also created’'in ordep” to fulfill an
election commitment to "privatize" public holdings and to.
'reCtify the conflict of interest situation whereby the

government was both the landlord and tenant of crown lands.

- It is noted, however, that the Government only “privatized"

o

some of the public holdings that were profitable and it did
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not completely rectify the- conflict of interest situation .

since the government owns shares in the Brltish Columbia

i

Resources Investment Corporation, and its holdings_includei
forest firms that .lease crown lands.

The Creation of the British Columbia Resources Invest—

‘ment Corporation was thus rationalized by the Government

on the premise,that the public interest would be served
.

betterghy a private sector corporation than it would be

'\served by a public sector corporation since it would

_provide an investment opportunity for the people of the

province of British Columbia. The distribution of the.
free;shares was a way in which the G0vernment'perceived A
that. the public interest would be served based on the
premise that BCRIC shares would increase in value and this.
,would act‘as an incentive for the public to increase its

investment in the British Columbia Resources Investment

Corporation.' o . B

Structure and Operation
According to the British~Columbia Resources Investment
CorPOration Act, the British Columbia Resources Investment

Corporation is not an agent of the Crown.‘ The'Act‘states

that the cabinet may app01nt five 1ndiv1duals to incorporate .

a company under the Companies Act and these ind1v1duals

shall be the first d1rectors and their app01ntment ceases

when the board is elected*pnless they are elected. Each

~
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. behalf of the Province.>+ The directors are to be Canadian
citizens and at least 60 per cent of the members of the

32

board shall be residents of the province. Unlike the

Crown corporation which has cabinet ministers on its board

T Of dlrectors, the BCRIC Act states that'"No member of the

Leglslatlve Assembly is eligible to be. gpp01nted as a senior

officer, as deflned in the Companles Act, or to be elected

or app01nted to or act as'a'director of the cOmpany."33 The

BCRIC Act- stlpulates the government s power to select

- dlrectors when it states:
So 1ong asrthe Government owns or controls 10% or
" more of the issued and outstanding shares of the
campany, notwithstanding the Companies Act or the
charter, the Government shall not vote its shares
for the election of directors; but the minister may
annually, with the approval of the Lieutenant-Governor
in Council and effective at the time the annual general
meeting is held, by notice in writing, appoint
(a) one director if the number of directors on the
board is 4 or less,
(b) 2 directors if the number of directors ‘on the
board is 5, 6, 7, or 8, and
(c) 3 dlrectors if the numger of directors on the
board is more than 8. ‘

liﬁEwever,vthe government may vote'ite shares in the ordinery
way for theieieetion'of directors if it holds less than
-ten per cent of tnervoting shares, and the,goVernment'ég
shares‘may be'di5posed,of‘by the Minister of Finance Qith-
the approval of theiLieutenanthovernor'inchuncil,35
Those eligible to purchase, own,,dr_hold,veting shares

of the corperation are restricted to Canadian citizens or

' persons who are residents of Canada., With the exception of

rthe"government;*the total number of voting shares held is



e 109

: thermutual fund trust or mutual fund corporation.

restricted by categories of one per centand three per cent.
The three per centrholdiné isrlimited to such companies as
) ' 36 |
‘The Britishncolumbia Resources“Investment Corporation
was incorporated under the Companies Act of British‘columbia
on February 22,,1978,’and‘the_BritishAColumbia.ResoUrces
Investment Corporation Act was proclaimed in parts on -

?‘t

September 14, 1977 and March 9, 1978, ‘and amended on

August 24, 1978 and June 28 1979 The Br1t1sh Columbla

7 Resources Investment Corporatlon Amendment Act, 1979

repealed certaln sectlons of the orlglnal Act amended
others, and added onto other sections or’created new sections.
.For example; Section 18.1 empowers the corporation to issue
bearerrsharehcertificates and'stipulates the contents and‘
execution Of,these“shares,faﬁd‘Section 4 was repealed which

had given residents of British Columbia share priority.37

The objectives and mandate of the British Columbia

' Resources Investment Corporation are given in—its prospectus,

which states that the objective of the British Columbia
Resources,Investment CorpOration is to makimize the value
of BCRIC for- the benefit of 1ts shareholders and““BCRIC has
the same unllmlted 1nvestment opportunlty avallable to -it

as any Canadlan company and may vary or extend its 1nvest-

— - R

ments in a manner that the dlrectors belleve W111 beneflt

38

the shareholders of BCRIC." 'The inspection of the

accountlng records as to tlme, place, and under what

conditions is to be determlned by the d1rectors.39

e
\

“-v;.\;!ﬁi;?:i““-:” [Ee

i
I
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‘the Government, the preference to residents of British

£

Columbia on sﬁbsequent offerings was eliminated. The

‘residents of British Columbia who qualified were given

’Lfive sharesieach with an option to purchase 5,000 more

per person for six‘dollars at the-time they applied for

the free shares which were in bearer form; that is,'they

are. not reglstered in the name of the shareholder and they

- are freely negotiable. In'regard to bearer shares, the.

" British Columbia Resolurces Investment Corporatlon Amendment

} Act 1979 states:

The bearer of a bearer share certificate is not by
reason of being the bearer of the cértificate be or
be deemed to be a member of the company under this
Act or the Companies Act and in particular shall not
be entitled as such to receive notice of or to Bttend
_any meetlng of members or to vote as'a member.

On June 28 1979, BCRIC had tabulated subscrlptlons of

77,530,380 shares at $6 each for a net total of $445 799,680

in addition to 2,072,087 free shares that had been applied

for by residents of British'Columbia.41 On the first day

1

of trading, August 7, 1979, there had been 2,300,000 shares

- sold in less than 100 share lots and 78,900,000 registered

shares sold.%? as of October 9, 1979, 96.2 per ceat of. the

100,000,000 shares'were issped,rand as’ef Qctober 10, 1979,

the British Columbia government was the largest sharehébder
43

with 4.7 per cent of the outstandihg stock. BCRIC's

present incOme is derived primarily from dividends paid by

Canadian Cellulose and Westcoast Transmission and from |
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investment interest on its money received from the share

Woffer:.ngsv214 -
- In most types’'of investments eachvshareholder is a
’registered owner} however, under the:scheme of BCRIC, only
holdersfowning lOO,or’morerregistered shares are entitledd
to vote, receive reports and'notices from the company, be
mailed dividends, or be protected from the‘theft of bearerf

share certificates; UnderfthedBCRIC legislation} oniyf

those people who pnrchased an extra 95 shareS'in‘addition

to the flve shares given to them by the prov1nc1a1 govern— =

ment and conditional uponrthesersharesVbelngrreg;steredrarer

eligible to vote.45
There have been crit{cisms of the,Government for the

'way in which the Brltlsh Columbia Resources Investment‘

*

cCorporatlon was structured When Premler Bennett presented

for second readlng ‘the bill that would establlsh the British

Columbla Resources Investment Corporatlon, he said: "The
¥

1ntent of this b111,15~that‘the government will own—}ess

' than 50 per cent of-the"Shares "46  premier Bennett w/ﬁt on

to say that the b111 would create a publlc company operating

1n the prlvate sector and. the company would nelther be an

rarm of government ‘nor would 1t be a crown corporatlon. He

It even has strong differences from the corporations
that perhaps it was modelled after - the Alberta
Energy Corporation and the -CDC [Canadian Development
Corporation] - allowing the interim board of directors
to make up their own regulations rather than have a

: "****Wmmfm the « government

as to how that company should operate. It is being
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". ) glven the same opportunltles as any publlc company . '
e Gpef&tiﬂg)iﬁuthe“privatemsector*tgrfunction ﬁftc—aasa-~—f

have all of the respon51b111t1es.

Premier Bennett also stated thatr"the government cannotr
control the dlrectorate no matter what 1ts shareholdlngs
are.-“48 However, Mr. Scott Wallace (Progre551ve Conservatlve

. MLA - Oak Bay) argued that the whole thrust of the blll was ﬁ&
meant to maintain a strong'and deflnltlve presence of

f;dlrectors on the board who were app01nted by the government '

since the number of directors who can be_appoxnted by the

!proportionwofnthe;total,number,of:directorSJsrMr;~Wailacer—rff~

- -

énoted that Premier Bennett argued thatubecauserthe government
’twould have less than SOAper cent of the shares;that this
Lmade»the corporation a completely "free enterprise"'company.
LMr;1Wallace argued, that this suggestion of Premier Bennett's

fwas 1ncorrect as long as the government had any substantial

percentage of control over any company.49" ' . »/

¥

Since August 31 1977, at which t1me Mr. Wallace made

~

the above argument ‘and September 1, 1977 when the Br1t1sh
'Columbla Resources Investment Corporatlon Act was proclalmed
“there was one 31gn1f1cant change in th1s Act and that was the
provision for the dlstrlbutlon of free bearer shares under
vthe British Columbla Resources Investment Corporation Amend-

‘ment Act, 1979 20. As a result of this d1str1but10n, the

12
shares held bx,the government have been considerably reduced.

_ » A prominent in . i ".
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governmentzof British COlumbla has no more control overn

the Britis olumbia.Resources Investment,Corporation'than;'

it has over any other private sector'corporation:SL,’In -

June 1979 when one of the directors of British Columbia
Resources Investment Corporation, Mr. Pitts, vms'ﬁsked lf
the present or any future government could influence the
management of BCRIC s affairs by, for example: amending
its Act of incorporation to compel it to do something or

prevent it from dOing‘something, M. Pitts answered:;_

3

BCRIC is no more vulnerable to legislativé action
~ than any other company that falls under the B.C.
~Companies Act. The government has the power if it
saw fit, and it could similarly use its power to
aménd the BrltlS? Columbia- Resources Investment' &
Corporation Act. ]

The British Columbia Resonrces Investment borporationz—

3

is a shared enterprise that is, lt was. established by a

statute of the British Columbia legislature and .the °

Q2

prov1nc1alwgovernment}has taken a ‘direct equity position

'in common with other participants. As in the private Sectdr,

the board of the British Columbia Resources Investment
cOrporation is responSible for 1ts management As of |-

October 1979, there &ére six directors on its board; the-

‘same six who-were originally appointed by Premier Bennett's"

Government. Four of these six directors were called interim
directors who were app01nted 1n September 1977. Asimentioned

earlier, there are to be no ministers on the boar

directors of the British Columbia Resources Investfient

. -K/jf/-

Corporation. As a,result, this corporation is freed from

TIPSR
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',,Inyestment Corporatlon,ls~that,of a holdlng company for

- ,polltlcal partlclpatlon in 1ts board S dec1sions and it

1s permltted to operate in much the same manner ag any
other prlvate sector corporatlop ‘There is one dlfference,

and that is the government offﬁrltlsh Columbla is the

.largest'shareholder with 4.7 per cent of  the outstanding

'shares. However, due to the fact that thlS percentage of

stock ownershlp is so small the government would be able

to exercise, at the most, minimal d1rect10n at a stockholders

1nvestment purposes, and the Brltlsh Columbla Resources

Investment Corporation is accountable to its shareholders
and not directly to a minister. The goVernment is-basically
just one of the many shareholders of BCRIC, and it is en=

titled to no spec1al treatment . o *

Public Interest

The British Columbla Resources Investment Corporatlon

was establlshed to act as a veh1cle by whlch certain crown

. corporations and gevernment holdings could‘be "privatized".

At the time'BCRIC'was formed, these holdings which were to
become part of the British Columbia Reéources Investment
Corporation were profitable and”thehincome'from’theSe
ventures amounted to: millions of -dollars. instead of com~—

pleteiy privatizing the British Columbia Resources investment

IS T ORIV

Corporation, the government initially retained a substantial

ROIPFRURTS
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percentage of thejshares. It did, however, devise a scheme

‘of_share distribution whereby each resident of British

Columbia-who wasreligible would receive five free shares
- of BCRICfrom the Government.r This policy was seen by the
rGovernment's critics at~the time as,a way of»capturing more
votes for the Social Credit Party 1n the upcoming prov1nc1al
1election.' The distribdtion scheme was explained to the
'electorate by the Government as & means- by‘which each -

résident would have a share 1n the resources of British

* Columbia. It would encourage more investment and-encourage
an appreciation of the merits of privaterenterprise. In

this way, the éublic’interest,‘as perceived“hy_the government,
twould be served. ; ‘

To begin w1th, it is interesting to note ‘that the
British Columbia Resources Investment Corporation was not
coﬁpoSed of any of the crown corp&rations that had been a
financial burden on the t%xpayers of the province. The
question arises/as to whether the government should only .
retain the public corporations which lose.mOney and once a
public corporation becomes profitableiwhether it should be'
sold to'private interests.)iit has- been noted that Where'the
prevailing philosophy is.strongly'in favor of private enter-
prise there will probably be strong pressure exerted on the
‘ government to sell to the private sector successful ventures

-

it hasracquired.' It is argued that this is desirable since

it provides the’government with a revolving fund from which
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to undertake further enterprises. However, the successful

\

replenishment of such .a fund Wouldbdepend upon the‘éovern—g'

ment qulckly maklng a large ‘number of its enterprises
profltable. Some experts argue that this does not support
the rationale'ueedrby governments to create public enter—v
,prises-and if successful enterpriSes were la;ge, itrwould
be doubtful that sufficient private caéital wouid be
‘avallable. They state that' N -

ThE“IdeaﬁJf7tnqunng‘cf‘commcn‘propertyﬁﬂﬁﬂrjt‘ls*
'~ - profitable and when the risks have been taken“by the

commonalty to private individuals who will gather the -

reward that will come to the undertaking from general

economic growth, without having taken any of the risks
seems odd. .To the community, the justification for
private enterprise, -and for the protection that the
community afford to private property, is that it
should be enterprising and risk-taking. From the

; national point of view, to transfer property from the

’

_public to the private sector in this way seems meaning—‘
less, unless it can be maintained that private gznershlp

w1ll lead to a more efficient use of resources.

———

Mr. Barrett, the leader of the NewABEHSE}aticVParty,
said thatvhe saw nothing wrong with the government "sharing
with the people its own resources by granting .:. them a .-
crack at their.own resources on a permanent‘basie.HSS
RHowevef,lhe criticized_the éovernment for puttingyall the
profitable government holdings into BCRIC where enly the
rich wouldestehd‘to gain whiie the ordinafy taxgéyer would
be left with the losers like 'B.C. Hydro and B.C, Eerry

Corporation.56

¥

- fiﬁfﬁfﬁA&A—EequrbeiJeh&ehange% gevernmenbpeﬂey—ach

regard to the share offerlng, the value of the shares

-
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decreased beﬁore they were distributed.

’Columbia,Resources Investment CorporationvProspectuS'notesd

some of the reasons for the change in the value of the shares:

After the igsue of the 15,000, 000 fully pald common
‘shares of -BCRIC, the pro forma net book value per
common share of BCRIC, based on the Consolidated
Balance Sheet of BCRIC as of December,31, 1978, would )
be $11.16 per share. The increment in the net book
value of BCRIC for common shares sold on this offering
is $6.00 per share, less agent's commissions and ,
expenses of issue. The sale’of each common share will
result in immediate dilution of the pro forma net book
value per- share referred to above. The full extent of
the dilution resulting from this offering cannot be °
determined until the offering is completed and the .

number of. common.shares is known.-®

| BY‘eneburagingindividuaietolinvestinapubiiccompany;
the behefrts of such‘ihvestment can be shared by a large
number of people. However, the share distribution was
criticized by the Progreasive Conservative leader as inter-
ference in the private sector.' Itramounted to the Government
instructing people'to invest in a particular company and
usiﬁg taxpayers' money in the process.59 TheBCRIC‘Prospegtus,
states;that the governmeht doee not in any maﬁner guarantee
thercommoh shares of BCRIC nor . does'any‘government ﬁave
any direct or indirect‘oBligation with respect to them.llIn

addltlon, since BCRIC is a new company, potentlal progects

and investments that may be acqulred or in which BCRIC may

60
part1c1pate are not known.. The—Prespectuswdoes not conflrmr

Premier Bennett's statement that shares in BCRIC is thé best

6l ror example, the

opportunity they'll have in a lifetime.

sidiaries over the past five. years are not necessarily

I
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indicative of future rformance. No representations can

be made to the future influence of these factors on prices

for BCRIC's common shares.“62

The amount of public money spent to dist%ibﬁte the
shares of BCRIC was also criticized. The Government‘cqula
have privatized the holdings that became a part bf BCRIC
by selling them at market valué to private sector investors.

The money that wésrréceived from these sales could then have

been used to reimbgkge the provincial treasury for the pur-

chase.costs and other é¢xpenditures incurred by the government =

for these governmenﬁﬂholdingsﬂand,if there was a profit, that
profit could then be used to either lessen the ta§§%urdeh or
to finance social services. Instead, the Government chose
to spend an,estiﬁa%ed $20 million to distribute the public
shares and help promote ﬁhe sale of the British Columbia
Resources InvestmentACorporation's~share offering.63

The costs of the distribution Qrogram included such
things as: a letter from the Premier, bﬁoqhures, application
forms, $5 fee'for eachiapplicaﬁion processed by a financial
institution, and advértising. -After the costs of the share
offering to,the public are calculated,.there\is very little
net profit to the holder of the five bearer shares.64 If
the owners of the béaref shares are discounted because Bf the

insignificant number of shares each individual holds, then

the holdings that were once owned by all the people of

British Columbia are now held by-a smaller number of people

"who are not necessarily all residents of British Columbia.
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In addition, BCRIC made use of the . taxpayersisfinanCingiof IR
the initial free share offering of the government to promote
 ltS 5,000‘or less share distribution at $6 per share.65 For
instance, Mr. Helliwell, President of British Colunbia
Resources Investment Corporation, said: "At the same time
as the applications were to be received for free shares, we
[ﬁCRIC] would accept subScriptions for further shares at six
dollars each»to be issued fromrour‘treasury to a maximum of
5,000 per eligible person."66' ‘

) Another area’)f dispute pertains to the- Government s
selling of the public holdings to the holding company.

Canadian Cellulose, Kootenay Forest Products, and Plateau

Mills were sold for $73,273,000; West Coast Transmission for

$37,364,000; and petroleum and natural gas licence for .
*$40,896,000 for a total of $151,532,930.57 The Honourable -
Evan Wolfe, finance Minister, said the velueshwere essentially
market values and werekestablished by officials in the finance
ministry and ministry of mines and petroleum resources, with
advice from the private sector.®8 on the other hand, Mr.
Barber (NDP MIA - Victoria) noted that the Social Credit fund
raiser, Mr. Austin Tayfor, was the vice-president of one of
':;e investment firms hired by the provincial government to
evaluate the assets to be transferred to BCRIC. Mr.rBarber
said the replacement value of the assets'was close to $500 |

million instead of $151,532,930.69 Mr. Hepburn, President
~of investment dealer —Odlum Brown and T.B. Read, said that
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the British Columbia»ReséuicesrInvestment Corporation paid
an average-of.$17 per acre for its 2,343,667 acre oil ahd

gas licence and they must be worth more than that amount. &

Similar acreage in British Cogizzi?é%he noted, sold at an
average of $61 an acre in 197877 1is amounts to a differ-

ence of over $600 million that the government may have lost

by not fbllowing the procedure of selling oil and gas licences

on a bid system. Instead, the government of British Columbia

rrappeintedAan~a§seésefmte~piek—eﬁt¥areaswoffiaﬁdwv&ﬁxﬂriﬂ:ﬂﬂnﬁr4

sold the licence on this peoperty to BCRIC for $40,896,000.71 -

Premier Bennett said that anyone with initiative and
énterprise could buy additional BCRIC shafes.72 ﬁowever, he
failed to take inéb aécount all fhe people who cannot afford
to purthaSe shg;gijéfthe people who are unempldyed or on
welfare. Besides, many people who are employed have énly
ehough money:to meetxﬁpgir ifinediate needs and éannot affo;d

to speculate on the stock marketl_\Eperefore, the majority of

. the shares will end up in the posséssion of the more affluent

people in our society.
Although Premier Bennett stressed the point that BCRIC
was formed as a vehicle in which to invest in British

Columbia's economy, BCRIC is free to invest in anything it

wishes. This could quite conceivably include foreign as well

as domestic invéstments. -Already, BCRIC has made an invest-

ment in another grovinceL73 Investment decisions are made

vby the board of directors of British Columbia Resources



Invéstment'COrporation, none of whom are representatives of
the ijernment even though they were initiaily‘appointed‘by

>

the deernmenﬁ}‘

-Summary
The Social Credit Party bases its political platform

\

on "free enterprise" policies. 1In practice, however, it has
to work within a mixed economy. In the case of the British

Columbia,Resources Investment CorporatiOn, the Government

rfégufhédicé;téin ihaustries backﬁfb the private sector while -
rem?ining the”iargéstﬂéhafehbidéf; o | :
‘ The Government argﬁed that it was in the public interest
to establish‘the British Columbia Resources Inves;ment Cor-
poration because it would, among other #hings, give the people
of British Cblumbia\én opportunity to invest in the resources
of British Columbia. On the other hand, tﬁé‘New~Democratic_
Party argued that only the rich would‘benefit from the transfer

of the goverhment shares to BCRIC. The people who received -

the "free shares" had already paid for them in the sense that

W

when the government initially purchased these holdi;gs that
becamé part of BCRIC, it paid for them with the taxpayers' |
mqney.‘" » | |

As mentioned earlier, the British Columbia Resources
Investment Corporation is a shared enterpfise,and it opefates

as a holding gom&iéy for - investment purposes. British

Columbia Resources  Investment Corporation was established

by a statute of the British Columbia legislature, and it is
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‘Lféfdpereté;W1th no mlnlsters en its hoard BCRIC has the
‘same type of accountablllty to the government as it renders
to -the othermshareholders, and its objective is the max1-r
mization of profits. Althengh the government is the 1arge§t¥m
shareholder and it appointed the present management of BCRIC,
the decisions ébout policy are suppose td come from the
’directors. Therefore, when the public hbldings became a
part of BCRIC and the government had reduced its share
posltlon to 4.7 per cent, 1t could no 1onger set the pollcy

'for these holdlngs. In addltlon, at the present tlme the

government cannot app01nt directors, 1t must elect them.

\As soon as the‘publlc holdings such as Canadian CelluloseQ
Kootenay Forest Products, and Plateau Mills came under the
ownershlp of the British Columbia Resources Investment
Corporatlon, they ‘were once agaln owned by a corporatlon‘v
“whose objectlve<1s profit maximization. Althoughﬂthese
companies would not necessarily he kept in,operation under -
rpublic‘ownership if thevlbsses became great, there is mere
1ikeliheod of the government maintaining -the Viabdlity of
the corporation in order to protect a comm;nity and employment
~than there would»be"under a shared enterprise situation where '
the maximization of profits is the éoal.f Furthermore, the
communities in which these companies are situated are for the
moSE\part dependent upon the forest industry. o

If the Government had sold its holdings to the private

.sector at market value and used the mdney to reimburse the
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§f67iﬁ€f%fffféééﬁf§"f6r Eﬁéﬁiﬁltlal'ébst’Sf"%hese holdings
ané'USed the'prdfits to finangeFSUch things as social
'-.serviées, the rétionale behind #his tybé,of arrangemént
might be séeh as a belief by the Government that. these
hoidinés would be operated better:fofwgﬂ;zbublic interest
by the private sector théh b§ the public sector. However,
thé vaernment~did'not do this. Thé Government could have
_ retained;a share position and sold,the remainder of the

shares to the private sector investors at market value.

: Insfead,,it chose to sell the public'holdings for a price
”whicﬁ wésrfebéfééé:£orbé7£él§wrmérkétrvalue. Thenritruééd
approximately $20 miliion of public funds to dist;ibute
shérés in cdﬁpanies that the public.had originally paid for
" at the time the Government initially purchaseq‘the‘companies.
Due»ﬁo such factors as the costS'ihVOIVed in the distri-
bution of the shares; it would seem tﬁat the establishment
of the British Columbia Reéources.Investmeht‘Corporation;
resulted in a loss of mpney to the provincial treasury. |
It'might be argued that the public interest is servéd
Aby Ehe British Columbia Resources Investment-Corporation
*°*\becauseJ0f'itsainﬁgﬁtﬁents,ianEQEftE?es in British Columbia
and this will help stimulaté phé economy and with an impfoved
economy every bne behéfits. Oﬁ the other hand, at the present . '

" time, BCRIC has made few investments. In addition, the more

affluent people, the minority, stand to benefit from BCRIC

since the majority of the people can ﬁgginecessarily afford

to buy shares. Even though BCRIC attempts to bring about

1
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greater.participation in the economy by the people of
British Columbla in the form of 1nvestments in that cor-
: poratlon, in fact only a mlnorlty of the people of the
prov1nce of British Columbla own shares 1n BCRIC.‘ If the
flve shares are dlscounted because of their relative

1ns1gn1f1cant number per person, of the approx1mately 2.5

million people of Brltlsh cOlumbla who owned the holdlngs

,mthat,became,a”part,othCRICﬁ .after the. dlstrrbutron,andfﬂrwr,ﬁe, 7“”.f

,sale of BCRICKShares, 130, OOO people owned one hundred or

'more shares and 40, OOO more people purchased extra shares

but not in suff1c1ent number to be gualified for-reglstrae’nn

. 74 BUSR . 3 ‘ ) '
tion., Therefore, the holdings once owned by all of the
people;df;British Columbia are now owned by a minority of
the sanfe peopbe§plus anminority‘of people from the other

provinces of Canada since all Cdnadians can now purchase

shares. | .

Since thiswas the final case study to be examined, the

Y

next chapter is a summation of the three.studies.
. ' : &

A
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CHAPTER A

ANALYSIS AND CONCLUSIONS

In this chapter, the three case studies will be compared
and contrasted w1th respect t0°* (1) the rationalebehind
the formation,‘(2) the structure‘and operation, and (3) the
manner in which the public interest is served by the public
enterprise | In addition, the public corporation s role as anr
instrument of ‘government policy will beuexamined. Thisﬂfinal
iiimiiiiiiimichapterisummarizes_theimain_pOintsgofmthegthesismandgﬁormuiatesgggf

‘,certain conclusions. = . : S -

h. AnaIVSis: History and Rationale-Behind the Formation

- There are important similarities and'differences in the
manner in which British Columbia Hydro and Power Authority,
the Insurance Corporation of British Columbia, and the British
Columbia Resources Investment Corporation came into existence.
British Coiumbia Hydro and Power Authority came into existence
fas~a'resn1t of the expropriations of two privately owned
corporations and their amalgamation With a public body. The
Insurance Corporation of British Columbia was a new business
venture. Onh the other hand, British Columhia Resources-Invest—
ment Corporation came ‘into existence in order to privatize
certain public holdings. = ,‘»

All three corporations have one principal reason in common

:" Y

for their formation,»the pursuit of the "public interest" as

it was rationalized by the government which was responsible for

i

"its creation: There are differences in the meaning of the
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concept, “public interest“..iPremier W.A.C.iBennett seems to °
have defined the public interest in terms of tax‘savings to a
public corporation that would be passed on to the consumers,
Hydro rates, 1t was argued, would be cheaper since a cxown
corporation, unlike a private sector corporation, is not
subject to’federal corporate,taxes.‘ As a result; the savings
realized by the change in status would result in large |

financial savings which could then be transferred to the

" public in British Columbia in the form of lower electricity
ratesf"Secondly; there'waS'the;impIiCation)thatfa‘public
corporation wOuid provide electricity in a nore equitable

mannef/across the province especially in remote'areas. |

| Conversely, Premier Bill Bennett argued in the case of

the British Columbia Resources Investment Corporation that

" the public,interest wouid be‘servedpby returning public

_holdings to-the-private sector. Individualrparticipation in ,
the economy in‘his Government's view was in this particdlar
case preferahle tougovernment OWnership. VBesides,.the*Social
Credit Partv's political platform in the 1975»eiection was
based on "free enterprise“; that is, the promise,that there
would be a reduction in Qovernment participation in the
~economy. By returning some pubiic holdings to'the private

sector, the: Government would be able to enhance 1ts 1mage as

k3

-

-

a-"free enterprise" government

- *f**f‘*-4ﬂ~*ff“s*4f44Irr4tﬂier4cﬁasna‘13f?'tﬂTEr‘ijfstu:anic13413ch:puJr7it:tcnT‘trE:13ritt:tsit‘*f*;f*::f““:“*
Columbia, it was the test of the Néw Democratic’Party's policy

5

a



131

" of public ownership; that is, public ownership if it was

. believed to be necessary. The NDP Government stated that

S

public ownership of an automobile insurance company was
necessary since the private sector automobile insurance

companies were noted for price fixing and decliningy to insure

“high risk drivers. In addition, the entire population of

‘ ~British Columbia was not insured against loss from automobile

related acc1dents - Therefore, the New Democratic Party was

conVinced that a publicly own ed automobile insurance. company

R

rnould'rectify this situation and serve the public interest

better than it had been served by the private sector automobile .
insurance companies.

There are certain parallels and j%ntrasts to be drawn

'with‘regard to the Official OppOSition s pos1tion on the

B

creation of the three corporations. For instance, in the

-

- case of B.C. Hydro, public ownership of B.C. Electric (one of

the expropriated private companies that became a part of B. C\\
Hydro) was a party policy of the Off1c1al OppOSition.- The

Government, on the other hand did not subscribe to public

ownership of B.C. Electric in its party's platform. However,

in 1961, the Government made the- decision to expropriate B.C.

" Electric and put it under government ownership. The Official

.Opposition welcomed the expropriation and voiced approvalrof

the Government bill to create B.C. Hydro. In contrast, in the

%

case of the Insurance Corporation of British Columbia, public

ownership of the automobile insurance industry was the
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fulfillment of an election prbmise of the Government Party.

4

While the Official Opposition did not go as far as to include

" government ownership of. the automobile insurance industry as

a party policy;'it did, however, come élose,to_adopting this
fype of pqlicy at a party convention. In other wofds, in both
instances the Official Oppositioﬁ was either committed to
public anership in that particular case or fa§ora$1y disposed

towards public ownership. However, unlike the case of B.C.

R Wdﬁ7WT€Tﬁfﬁfffﬂerf welcomed the bill to

"~ establish the publit'corporation,'in'the'case'of the Insurance

Corporatioh of British Columbia, the Government bill to estab-
lish this corporatiQn was actively opposed by the Official
Opposition..

In the case of British Columbia Resources investmenéq L
Corporation, and in contrast to the other two case studies,
therpolitical party which becamé the Govgfnmgpt after
December 11, 1975, had promised thatAif it was elected it

would reduce government involvement in the economy. However,

it was not specific as to. exactly how it was going to accom-

plish this and how many government holdings would be privatiééd.
Wﬁen_thé announcement was made by the vaernment that it was
going to establish the British Columbia Resources Invéstment
Corpdration, it was revealed that only thevprdfitablergovern—f

ment holdings were to be privatized. The Official Opposition,

of course, would not'support th&JEIﬂmﬂnMHﬁLbillmnlJﬁﬂﬁﬁﬂiShfvf”,,

a public corporation particularly since the establishment of

-



this public eorporatien would ultimately result in the
privatizing ofngovernment headings which it_had purchased
when it was;the government of British Columbia.

The development of the province of British Columbia was
given'in each case as one reason whv eachvgovernment created
a public eorperation.“‘The manner in whieh this development
was to take pld&e varied with each corporatlon. In the case
of B.C. Hydro Premler W.A. C Bennett argued that the estab—
llshment of thl;_publlc corporationi would help develop ‘the
province of British Columbia by.enSUring large quantities
of hydro electric power which’would_act as a stimulus to the
economy by attracting industry to British Columbia. Conversely;'

a number of years later Premier Bill Bennett argued that the- )
prov1nce could be developed better by’ prlvate enterprlse and
the government should not be 1nvolved in businesses and
Aindustry. Therefore, publicly owned holdlngs should revert

to private Sectorrowner;hip. As a resnlt, his Governmentv
maintained that by "privatizing"” certain public holdingsbto
form the British'Columbia Resources Investment Corperation
investment by the public in BCRIC would be encouraged. This
money would then be invested by BCRIC in the resource industryv
of British Columbia and the economy ofhthejprovince'WOuld be
stimulated. In-contrast to the reasoning behind the formation

of British Columbia Resources Investment Corporation, the

- NDP government argued that one of the merits of a publicly

-
’
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'owned automobile insurance'corp0ration over private‘insurers
was that therInsurance Corporation of;British Colunbia would
have larée amountspof investment money ;hich would bepinvested
in Canada and not in other partsrofrthe world and this invest-
ment money would have‘an economic inpact‘upon the province.
- Direct financial benefits to‘the public were_alsor

emphasized as a factor behind the formation of all three

corporations even though this was done in a slightly different

" manner in each instance. The financial benefit to be realized
by the public'with the establishnent of the British Coluﬁbia
Hydro and'Power Authority.and the Insurance Co;poration of
British Columbiavwas in the form .of a promised rate reduction.
B.C. Hydro s rates were to be decreased partially as a result
of the non-payment of federal corporate taxes, while ICBC - o
reductions were to become poss1ble partially because. of a |
centralized administration which had to deal with oniy one
set of rates, one type of claim form,:etc.; instead of haVing»'
to contend with a multitude of different administrations with

their individual rate structures, claim forms, and so forth.

~

In contrast, the financial gain to be derived from the & -
fornation of the British Columbia Resources Investment' éo”
Corporation came in the form of five free shares;’ The reason-
ing behind this share distribution was that the people of the
prov1nce should have a stake in the future of British Columbia
,7,4_speakingeaboutethe—distrihutien—ef—the—ffee—shafesf—Premter——*———f—**

Bennett said. V"We hope that g1v1ng these shares to the
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people will ptovide them with a tangible senserof ownership
and participation'}n‘British Columbia's economic future."l

These public corporations were thus created as inetruments
of government policy. ‘TheéLambert Cemmission comments on
federal crown corporations as ipetruments of'government policy; -

and it had this to say: ' R - .
Most crown corporations are created as instruments of
national purpose and that purpose, as expressed in their
mandates, extends beyond the business at. hand. Indeed,
if this were not true, there would be little to justlfy
government involvement in them. <

s

In the case of the crown corporatlons in'Britiéh:Columbia that
Were studied, the government hes the power to centrol their
policy directien; hewe%er, this policy direction by govern—v
ment is somewhat different in the case ef the shared entefprise
studied. : gain,'in reference to the federal pﬁblic'corpefa—

tions, t;Z?Lémbert Commission sayé‘that "Shared Enterprises

are instruments of government poliey,»but in a more limited.

sense than wholly-owned Crown corﬁorations."3 - It would seem

;that in the cese'bf the shared epterprise examined, it is to a
‘very minimal degree.an*instrumentvof govetnment poiicy&r ﬁven i : !
- though the government is thevlérgest shareholder;“it owns

only 4.? per cent of the‘eutstanding shares.

Therefore;-itvseems that each government justified the'

creation of a publlc ‘corporation in the belief that the creatlon

of the public enterprlse would Serve the public interest.

From an analysis of the rationale behind the formation of each
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corporation, it would seem that the serving of the public

1nterest as 1nterpreted by the government which formed the
public corporation could include such things as the provision
of better services, the implementation of government policy

and/or'electoral promises, and the development ofvthe‘prOVince.

e

B. Analysis- Structure and Operation

The structure of British Columbia Hydro and Power Authority

is quitar to that of the Insurance COrporat:Lon of

‘BrItIsh<Qg?umbIa“SIntEriﬂﬁﬁrtnﬂatboth‘crown‘tanxnﬂitronS“vﬁnxﬂrt"‘*“*‘f%
- are”whollyfowned by'the.Crown'in'right'of"the"Prov1nce'of .
British Columbia. .In contrast, BritiSh”ColumbiarResourcesb
Investment Corporation is a shared enterprise:which operateéj
in the'private sector. It has a‘share structure and these
‘shares are owned by both the prOVince of British Columbia and
individual shareholders. |
Both the insurance Corporation of British Columbia and
British olumbia_Hydro,and Power Authority haveAa board of -
kdirectors consistihg of\a»comhination of cabinet ministers
v:andiappointed members from the private sector who are appointed
‘bybthe Lieutenant-Governor in{Council. The Lambert Commission,
;Afor instance,‘questionsrthe practice where policy direction and
management responsibilitiee are combined, and it states:
"The boundaries between policy and management should be clearly
‘recogniZed for trespaés imperils the successful functioning

of the corporation and calls 1nto question the very reason for

adopting the. corporate form."4 While prov1nc1al governments

<
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.the federal government has refrained from appointing ministers

as directors of crown corporations in order to separate the

management of a crown corporation from continuous partisan

intervention and day-to-day government or parliaﬁentary
3crutiny.5 "On the other hand, there is the argument that

since the crown corporation is wholly owned by the province,

the corporation should have more gbvernmental control over

«

the direction of 1ts operatlons if the corporatlon is g01ng

to be successful in- carrylng out government pOllcy
In contrast to Brltlsh Columbla Hydro and Pewer Auﬁmorlty
and the Insurance Corporatlon of British Columbla, the British

Columbia Resources Investment Corporation has no ministers

~on its board of directors. Initially all board members were

appbinted by the Lieutenant-Governor in Council. At the

the government is required to vote

present time,

for directors in the same way as do the other shareholders.

There are, nevertheless, stipulations in the British Columbia

Resourges-Invéstment‘EQEESiEE;Qﬁ<§ct which allows for the

appointment by a mlnlster, with the approval of the Lieutenant-

© Governor in Council, of a g1ven number of d1rectors which is

dependent upon the size of the board and the percentage of

_sharesgneld by'the'provincial&gOVefnnent. As long -as thé¢

governméntﬁ wns less than ten per cent of the shares of
é%" P X .
BCRIC, directors are to be elected in basically the same

way as the cher private sector corporations elect their

-boards, The British Columbia Resources InvestmenttCorporation



“is therefore given “more freedom from pc;i:'rtitai**interventiorr?f**" R

than is accorded to the two crown C6rporations,fBritish

9 N . :
Columbia Hydro and Power AuEH6f%ty and the Insurance Corpora-

tion of British Columbia. -

" The C{Vil Service Act is not applicable to these three

;corporatiOns studied; therefore, thesevcorporationsihave the

freedom to hire and fire their personnel without regard to
this Act. Financial accounting is reqﬁired by both B.C.‘Hydro -

and ICBC with regard to reports to the cabinet minister

responsible for the corporation, who, in turn, places these

" records before the legislature for its scrutiny. In contrast,

BCRIC is réquired to submit an»annﬁal_report to those share-
holders who own more than 100 shares. Legislation providés
for the auditing of thebaccounts of both.B.C. Hydro and ICBC -
by the Comptroller;General. There 1is, hdwever, no such
provision written into the British Columbia Resources Invest-
ment Corporation Act. In contrast to B.C. Hydro and ICBC
which are, in theory at least, ultimately accountable to the
peopie of British'Columbia thrqugh\the 1égislature, BCRIC is
only accountable to its shareholders.

In the case of both B.C: Hydro and-ICBC, bérrowings must
pe approﬁed by the legislature if they exceed a cértain limit
which is specified in the respective db;pOtation's statute,
aﬁd fhe borrowings- done by’thése corpb;ations are financially

guaranteed by the province of British Columbia. This is

sometimes seen as a featlre which gives public corporations

-3
L]
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an unféiradvantage~overtheprivatesectOfcorporaEi0n§fJ%\‘*f

since this resul€s in a lower borrowing raterfor the public
enterprise. On the other hand, it seems that a public enter-
prise shOuld'have some advnatage over.the private sector
corporations since it might:be required to carry out certain
gOVernment polic¢ies which are not necessarily in the best
finanCial intérests of the corporation. Besides, any saving

that the public eorporation makes as a result of favorable

1nterest rates brought about from haVing prov1nc1al guarantees

ultimately should benefit the consumer if this saving is
'passed on to the consumer in the form of lower rates. As"
discussed in Chapter II, if the crown corporation is to have

an independent status, there is the queStion whether it

should have its borrow1ngs guaranteed by the prov1nce. There

-~

is also the question of the economic position in wh1ch the »

province might be,placed should the crown corporatiOn default

on its payments to: ,t _creditors. In the case of one crown

corporation examined, itS'borrowings'are substantial: Unlike

B.C.‘Hydro and ICBC whose borrowingS‘are backed by provincial
guarantees, the;borrowings of BCRIC, if any,iare not guaranteed
- by the province of British Columbia. | ‘

Since both Plateau Mills and Kootenay Forest Products were

~crown corporations before they were transferredhto British

Columbia Resources Investment Corporation, they were quite

similar in structure to both B.C. Hydro and ICBC. The

remaining two hold1ngs of BCRIC, excluding the 2 3 million,
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__acres, were gu1te dlfferentf\h‘structure because they were

not wholly owned by the prov1nce of Brltlsh:Cqumbla.
‘ -
Canadian Cellulose and Westcpast Transmission were and still

are both subject to. the same/type of borrouing arrangements,
for . 1nstance, as any otherlprlvate sector corporatlon.
The leglslatlon respecting B.C. Hydro and ICBC prov1des
~ for broad delegation of responsibility. B.C. Hydro operates
a gas and electric utility as well asva railroad, while ICBC

~operates an insurance company, which sells various'types of

*?*‘”“‘Insurance’and‘autobody‘shops“‘Even‘though*these corporatlons
‘-are: substantlally d1fferent 1n thelr operatIon, they both
prov1de essential services and they both have the power of
exproprlatlon and, among other thlngs, they can both construct
bulldrngsvand acquire property and other assets. 1In contrast,
'BCRIC is basicaIlyran investgent cornoration withvthe’freedom

to invest as it chooses.

Even though the government of BrltlSh Columbla owns only
4, 7 per cent of the outstandlng stock in Br1t1sh Columbia
' Resources Investment Corporatlon, it is 1ts 1argest share— :,
holder. 'As the 1arge?9 shareholder, it is“not~certaiq[how~ij
much influence.the government has on the formulation of -
BCRIC's policies. If there were a po;icyfdirection that
could be exercised over BCRIC, it would,notﬂbe,as‘great as
- it is over B C: Hydro and ICBC or as great as 1t prev1ously

N

had been over Kootenay Forest Products and Plateaﬁ MlllS.

S

- . -

sharehoiding of Canadian Cellquse and 10 per cent, share

ceried w2 o



holding of Westcoest Transmission‘has been considerably

. R 5 . - , i - Lt
~diminished even though directors from BCRIC~s§f'on the board - -

of these two companies.6 ~There is, however, nothing to

'prevent the'provincial government from obtaining more shares -

in BCRIC in order to 1ncrease its holdlngs nor is there

anythlng to prevent the governme from d1vest1ng itself of

its shares in BCRIC.
, -, _
With the exceptlon of rece1v1ng cabinet approval on the

compulsory automoblle insurance rates for the Insurance

4‘4‘4‘4*‘4‘4€orporatIonfof4Br1ttsh‘CoiumbIanbothfthe‘InsuranCE‘Corpoir

ration~of“British~eoiumb£a“and~BritishJCOlumbia‘Hydro~andf<*

Power Authority_determine‘their.own rates. - There is no
provision for public scrutiny of§the decisions on rates.
The crown corporation form presents a dilemma for the

goVernment in the sense that a balance between the need for

~autonomy of the publio corporation on one hatd and the

requirement‘that,the eorporation be accountable to the

legislature‘end carry out government policy on the'other

- hand has to be_foﬁnd. Even though the shared enterprise is

free to.operate in much the same way as any other private

~ sector corporation, the government is Still a~sharehoider.f

This ralses the questlon whether the government should have

- a spec1al status that is not accorded to the-other share~ o

holders of a shared enterprise and if this special status
should include the requirement that the shared enter-

prise be made more accountable to the legislature., 1In

e
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E -,, . the:caSe'ofethe;federai shared;enteroriSES;,the;Lambert
| ,Comﬁiesion;'f6r~instaﬁce,‘reoommende that one way to increasev'
accountabi;ity woula heotoAhayera'deetgnated:minis;er as

the aooountability 1ink betweenaeshared entErprise and
farliameht? It wouyld seem that in the case of BCRIC that

'1f more accountablllty was requlredihat leglslatlon could -

be enacted to ‘allow for this prov131on that is recommended

| by the Lambert Comm1551on or the prov1nce of Brltlsh Columbla'k

————————————eoﬁ1d—mncrease—tts—sharehoiding4tngﬁeRIG*tO*tenrperﬂcentror4‘**‘4;44*

weiw»lww7m=more—andrth19’wouid~gfvefthe—cablnetkthe ‘power- to—app01nt

dlrectors.i
| A 3ummary of this eectioh shoﬁs}that the struoture and
operation of'a puhlic corporation is important since this
determines to a large extent themanner in whichithe~public‘
corporation isultimately aocountable to the people and the
type and scope of the servioes that will be provided.

C. Analysis: Public Interest

The rationale behiqsithe‘formation of the public corpo-
ration was given by the respeetiVeléovernments as a means to
serve the public interest. From the poiht of:vieﬁ‘of the
&overnment, public interest in the case of B. C.'Hydro means

Wthat ‘the savxng on corporate ‘taxes will be ultlmately passed

on to: the'consumer and more people in the province will be

S

provided thh electric services. Slmllarly; in the case of

ICBC, from the Govermment's point of view, the public interest _
will be served as a result of loﬁer automobile insurance rates

- - . . B s
- .
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and financial protection from losses due to,autemohile related %
accidents; On the other hand, from the'point,of view of the .
Government whieh formed BCRIC, the public 1nterest ‘is served
by the . d1str1but10n of free shares and the opportunlty 1t

.

prov1des for 1nvestment.

T

From the point of view of clientele'interests, the
creatien of these enterprlses 1mproved and/or extended
 services to the public in'the case of the two crown cOrpo—

ratibns. Prior to the establlshment of B.C. Hydro, hydro

~needs of the people of the province were served mainly by a AP
,\prlvate company, B.C.\Electric,§although there were_other
cempanies and‘a public:power connission’serving these. needs.
Th1s company, -B.C. Electrlc, ‘was in the bus1ne§s to maximize
profits similar to all.companles operatlng in the private
sedtor. Similarly, prior to the'eftablishmentof-ICBC, the
automobi;e insurance needs of the people of the\proVince had
- been served by»the private sector insurance companies who"
were also in the bus1ness to maxlmlze proﬂ?r\\/AJust as B.C.
Electrlc ~had virtually ho competition in certain areas of
British Columbia, the prlvate sector automoblle insurance
induStry was_virtuallyﬁnon—competitive.. For instance, the
.Royal Conmission on Automobile Insurance said:' 7 l
. The absence of effective competltlon, in addltlon to | o
creating a situation which should not be tolerated, (
is likely to represent a considerable monetary cost to -

the public generally. 1In its consideration of structural
factors and market power, the Commission noted that -

price whic ntomobile 1nsurance s

sold was standardized over almost 80% of the market.



’bn the other hand, before the estabiishmént of ﬁCRIC, tﬂe -
public holdings that were to become_ part of BCRIC were
cémpeting with oﬁher private sector industries and they wéré;t
for the most part, making'a profit from their ope€ations. v
Canadian Cellulose,.for instance, was not only,a profitable
enterprise,,it;wasfserving an economic need iﬁ:én area that
ééuld be seriously affected4if its operations closed~doﬁn.

Similarly, Plateau Mills and Kootenay Forest Products are °

companies'whighvare depended upon in their respective -areas

>

'to provide employment for many people.

While it-was argued by the respective Governments that

formed B.C. Hydro and the Insurance Corporation4of British

o

Columbia that a public corporation would better serve the.

pubLic>interest and devélbp*the province, the Government that

formed BCRIé argﬁgd ;hat'thé'. lic )Jinterest and the'devélop—

ment of therprovince‘ﬁbuld,be‘Setvéd better by ﬁrivate ra£hér

than by public enterprise. - o o - *ueﬂ?
A coﬁparison be%ween B.C.ﬂHydro rates and bthér utilities

is aifficult due to a multilude'of factors which go beydnd the

scope of this papéf.  Sin¢e B.C. Hydro was formed ﬁhere héve

beén many rate changés - at first rates were lowered and later -

4 -
they were increased, and they have been going up consistently

ever Ssince.

In the case of ICBC, it is easier to make fairly meaning-

ful comparisons because most provinces in Canada still have

private automobile insurance éompanies'rather than publicly



owned. Initially the rates for British Columbia s motorists
were much lower than they were for motorists where private
sector automobile 1nsUrance companies operated. In spite of
the huge rate increases 1nst1gated in, l976 the rates in |
British Columbia at that time were comparable to those of

the private sector's rates; however, they were considerably
" higher than those of Manitoba and Saskatchewan crown corpo-

“rations!' rates. By‘l977 ICBC's automobile - insurance rates,‘

had decreased and'they.were generally lower than the private

sector automobile 1nsurance 1ndustry s rates.

Just as._ there is no 1ndependent body to decide on the .
',-rates/of ICBC' there is no independ nt‘body to decmﬂgszhether
B.C. Hydro S rate increases are ]\Stlfled or whether B.C.
Hydro can justify therbuilding of ore dams. If the proposed
'Public Utilities Comﬁission is est hlished this might change
" the Way in which the rates are determined for. B C. Hydro.9
Prior to the establishment of B. C. ‘Hydro, B.C. Electric
mainly serv1ced the higher den51ty areas of Vancouver and
Vietoria while the‘other areas were-e1ther,serv1ced by a,‘
‘number‘of smaller ﬁtilities, inadequately seryi‘ced,'ornot=
seryiced at all.ijoday, more than 90 per cent of the
'populationyis serviced by B.C. Hydro. Similarly, prior to
7theiestablishﬁeht of lCBC, many peoﬁlercould notrobtain
automobile insarance from_the private ihsurers; In many

) AY
instances not every person carried automobile insﬁragse,

X

- which meant the public Was not protected from automobile

345
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. ;telatedjccidents,,Jij:h;the,esj:abliShment,ffoLICBc,,J:heW%,, o

public in Britisnlcdlumbia is pfetected against automobile

reflated accidents since all vehicles now carry third party
iability. |
In the case of British Columbia Resources Investment
Corporation, an analysis of some of the conditions that were
P evalent prior to the,creation,and,foilowing,thevcreation ef‘
- thy eorporation relative to how the public interestris be ing

affected discloses certain factors. It reveals that prior to

’vColumbla owned the public holdlngs that became part of
~ BCRIC and shared in the benefits and costs and now five
shares out ef one hundred million are owned by every eligible'
" resident of British Columbia -who applied for these shares.
The bulk of the Sharesrwere punehased by a small minority
of British Columblans and people from other parts- of Canada
who were f1nanc1a11y able to purchase shares. In other
words, at the time of the distribution and sale.of the shares,
10.3 per cent of tﬁe outstanding shares were owned by sligntly
- more than two million residents of Briﬁish Columbia, 4.7 per
cent of the outstanding shares were owned by all of the people
of Bfitish Columbia»- these shares were under government owner-
ship, and approximately 84 per cent efrthe shares were owned by
' 10

an estimated 170;000Ashareholders. The profits or losses

-

realized by BCRIC will now be shared by those people in propor-

—tion totheir shareholdings. To date these shareholdings have
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tbeensprofltable*Wmwhllerallrof_thespeoplefofrBrltlshchlumblarrrr ,,,,,,,,,
" had originally purchased the public holdlngs that became

part of BCRIC,'these same people helped flnanceithe govern-

‘ment"s free sharesAoffering; which cost an estimated'$20

11 g addition, the Government claimed that the

million.
establishment of British Columbia Resources Investment Corpo— '
ration would avoid a conflict of interest situation since the .

government is in certa1n 1nstances both the landlord and

tenant. = For example, in the forest 1ndustry the government

owns the Crown lands from whlch forest flrms and companles
“such as Canadlan Cellulose lease lands. However, since the
government still owns shares in'BCRIC this conflict of
interest situation has not been entirely rectlfled

The cllentele interest which is served by the three
-enterprises studled reflects that both the Insurance Corpo-
ration of British'Columbia and British Columbia Hydro and.
Power Authorlty ba51cally prov1de equal services to the
ma]orlty of the people of Br1tlsh Columbia; whereas, if
the f1ve free shares are»dlscounted ‘the Brltlsh Columbia

Resources Investment Corporation provides beneflts oniy to

those who 1nvest in that corporation,

Conclus1ons

Whlle the c1rcumstances surroundlng the creation of each
publlc corporation varies and while ~each crown corporation and

each shared enterprise has its own unique~characteristics, the

examination of these three case studies has identified some

common features.
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»vAsinthecaseofthe,federalipoliticalparties; the two
main political parties'in British Columbia attemptrto function
within a mixed economy.: The political parties in British

‘vColumbia differ somewhat on the degree to which the government
should 1ntervene in the economy and the degree to which this
vintervention should be in the form of public ownership. |
'Nevertheless, ‘both political parties have created public
corporations.- The New Democratlc Party's general philosophy

tends towards government ownership'if'it is believed to be

D

necessary, but not necessarily government ownership. On the
7—‘other hand the Soc1al Credit Party promotes prlvateienter-
prise as opposed to public enterprise. However, the Social
Credit Party, like the New Democratic Party, creates public
corporations if it believesrprivate enterprise is unwilling
: or unable' to carry out government_policy. |
An analysis'of these case studies reVeals that when a
government'creates a public enterprise,‘it'mayrdo’this for
a number of reasons: While the gmvernment rationalizes the
creation of a public enterprise on the premise that this is
'a means to_serve the public 1nterest, it is found that thae -
manner in,which each specific public corporation is to serve
the public interest varies, .and these variations may 1nclude
the requirement that the public enterprise 1mp1ement an
electoral promise or carry\out a government policy the privater

I

sector refused to carry out, should not be expected to carry

out, or was unable to carry out. The foregoing are general



statements as to what might be ekpected‘toibe,the‘government's
, , rationale for establishing a public enterprisg based on the
three case studies.

It was found from the case studies that a crown corpo-

ration in British Columbia operateés under. a statute of the
‘provincial legislature, it is wholly owned by the province,
ministers sit on its board of directors, the- corporation

reports to a minister, borrowings have provincial guarantees,

'and;annua; financial réportséhaye to be presented éo_the L
T ”ministgrjwho,iS’fésponsiblé for the corpbration'aﬂd'thfin
turn lays this;réport before the legisiature.
In thé case of the shared enterprise examined, the British

Colﬁmbia legislature passed enabling legislation to create.

the corpotatioh'ahd it operates u both the Companiés Act

AN

and a statute. No minister sits~on its board of directorsf

'conséquently, it is freed from the political intervention into .
-board decisions to which crown corporations are subjected.
The structure of a public corporation plays an important

~role in the interrelatidnship between the government an;f:k

public enterprise. The Structure'sets'out, among btherrthings,
the degree to Whiéh the corporation is agcountable to the
fgovernmentvand—the—legislathrerand~ultimately to the pﬁblic
and the manner in which governﬁent policy is to be implemented.
7 - A summg;y of some of therquestions'raised in,this paper
————in regard to the structure of the public enterprise include —

‘the question of the need for the public corporation to be .
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' moré accoﬁntable to the 1egislature and ultima&ely'tb the

people of theaprovihce and the need for more autondmy of the

' public enterprise. There is also the question of the advis- .

ability of'having the borrowings of the public corporation

P

backed by provincial gﬁaréﬁtees. In addition, there-seems to
be a neea to question the way iniwhich rates are determined
and Equﬁéstidn the expfopriatibn powérs df;the'public

corporation.

‘creation of the public corporations this paper studied reveals

In the final analysis; the government can change the»
structure Qf,,b,ublic ,_éorporaticésf ' Therefore, if the éove,rn:
mentlpérceiVes any of the features that héve beénrquestionedr
to be detrimental;‘it has it within its power to rectify the
situatioﬁ. | | ‘

.,An.examinationof the benefité to be derived from the.
that in the case of British Columbia Hydro and Power Authbrity,

this corporation provides power to almost all areas and to the

‘majority of the pedple of the province. Raﬁes,haVé'been

standardized throughout-thé province. In addition, it has
Y “ ” A "

helped devélop the province through the provision o¢of abundant
electricity. 1In the case of the Insurance Corpofation of
British Columbia,'thiSvcorpofationVinsures all vehicles and .

its automobile insurance premium rates are generally lower

‘than the private sector automobile insurance industrY's rates.

While British Columbia Hydro and Power Authority and the

Insurance Corporation of British Columbia provide essential



serv1ces, the provision of electric1ty andrthe prov1s10n of
‘automobile insurance, the British- Columbia Resources Invest- -
kment Corporatlon is bas1cally an 1nvestment company. The
people of British Columbia havsjbeen encouraged by the present
Government to invest in this corporation. If therfree shares
are discounted;'a mihority of the people ef British Columbia
dwn'sheres in this eerporetibh} therefére; this’ enterprise

serves its shareholders which are a small segment of the total

population of British Columbia. ,\ - B

_From an analysis of how the p,u,bl'ic enterprise serves the _

public interest in the services'?endered to its clientele, it
‘was found in the three cases«examined that the‘clientele
interest which lS served by the crown corporations is the
majority interest while the shared enterprise that was examined
serves the minority interest.4

This thesis has examined the conceptnéf'public enterprise
ss it-was applied in three case studies ih British Colﬁmbie
relative to‘the public interest thet it served. It has
idehtified three”main areas in which the concept of public
‘ihterest’das used. Firstlyf it examined«hew this concept
was used‘hy the government which created the pﬁblic enterprise.
VSecondly;hit identified ways in thchrthis concept reiated to
the strﬁethre and oéeratioh of the instrument crea;sd by the
: governmeht relative to how this enterprise was acgéuntable

- . . ' /

to the legislature and to the public, 'Finally, it evaluated
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the concept in terms of the Serviééémffwrénderea and to the
clientele interest that itdserved:

* From én examination of these thrée case studies of
British Columbia's public enterprises, it9is concluded,
among other things, that each_gé@ernmant's interpretation
.of-ﬁow and in what waylthe public intepest will be served
‘varies. This is in agreemént with tﬁe'waY-in‘Which Fiathmén
describes the use of the concept of public interest; For

instance, he stated that the public interest cannot have

[4N

a meaning which is applicable to all policy decisions;

however, he said that in specific instances a non-arbitrary

12 Therétructure

descriptive meaning for_it can be determined.
and operation‘of the énterprise.playsva significant role in
the acéountabiiity of the corporation to‘thé%iGgiSlature o
‘and to the public aﬁd, to"é(large extent, it\détermineS’the'
clientele intérest that is to be served. |

It would seem from this study tﬁat_governments are
reluctant to change the basic structure of,aﬁ'estabiished‘
public,corporation if the corporafion pro&ides'services to‘
the majority of the people of the probihce. *On £he other
hahd, it would seem that when thequblic holding does not’
-providé essential services to all of the people 6f the
'prOVihCé and its 6péfétion is idéaliéed, a gdverhmént would
be more faVérably disposed té Changé iés baéic étruéture,

-which might idclude_the form of ownership.




, R .
B \’/,; - ”7 ) B .. - ) - - - -
- 153- - : i
-This thesis has atfempted to answer soﬁe'questions N
relative to the public enterprise and the public’ interest. Lo
It has, however, raisedvmany questions which will have to "
- be left to another writer to examine. As mérevlite:aturgg
.beCOmes.aVailabie on the subject of public corporations in
) British Columbia, this task should become less onerous.
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