


The quality s f  this micfofiche is heavily dependent- 
upon the quality of the original thesis submitted for 
.mkrofiIrning. Every effort has been made to ensure 
the highest quality of reproduction possible. 

If pages are missing,. contact the university which 

Some pa& may have indistinct print especialky 
if the original pages were typed with a poor typewriter 
ribbon or. if the university sent us a poor ph8ocopy. 

La qualite de ce?xe microfiche cEpend granderrtent de - 

la qualitti de -fa tW soumise au microfilmage. Nous 
avons tout faif pour assurer une quafit6 supkieure 
de reproduction. 

S'il manque des pages, veuillezr communiquer 
avec I'universite qui a confer8 le grade. 

- * 

'La qualite d'impression de certaines pages *peut 
1aiss.er a &sirer, surtout si les pagq 0riginale.s ont 4th- 
dactylographikes a I'aide d'on niban u& ou si I'univer- , 

sit6 nous a fait parvenir uve photocopie de mauvaise 
qualite. 

!+ 

Previously typyrightd materials {journal articles, Les documents qui font deja I'objet 'tf:un droit 
publishd testst2etc.) are not filmed. drauteur (articles de revue, examens publi&etc.) ne 

sont pas microfilm&. : 

Reproduction in full or in part o f  this fitm is gov- 
erned by the Canadian Copyright Act, R.S.C. 1970, 
c. C-30, Please. read the authorization forms which 
accompany this thesis. 

THIS DlSSERTATiON 
HAS BEEN MICROFILMED 
EXACTLY AS RECEIVED 

La reproduction, miime partiefte, de ce microfilm 
est soumise a la Loi canadienne sur le droit d'auteur, 
SRC 1970, c. C-30. Veuillez prendre connaissance des ' - 
formules d'autorisation qui accompagnent cette t h k .  

LA THESE A ETE 
MICROFILMEE TELLE QUE i 

NOUS L'AVONS _RECUE r 
i 

1 
i; - 3 
4 
+ 

3 



A l m a  Lucille Smordal 
- 

(Eons.), Simon Fraser-University, 

L_ 

5 

B . A .  

--I 

TBE REQUIREMENTS FOR THE, DEGREE OF 

in the Department 

of 

Political S c i e n c e  

@ Alma.Lucille Smordal 1980 

SIMON FRASER UNIVERSITY 

A l l .  r ights 
reproduced 

March 1980 

reserved. This thesis may not be 
whole or in part; by photocopy 
without permission of the ,author. 

- ,  

or other means, 







~overnments in m a n y  countries in the world have accepted 

public ownership as ofie means of carrying out their social, 

economic, and cu l tura l  goals and objectives, In Canada 

there has been an expansion oi the public sector both at the 

national and provincial level, This thesis focuses on 

public enterprises in British Columbia- through an examination 

of two crown corporations: British Cufumbia Hydro and Power 

Authority and Insurance Corporation of British Columbia, and 

one shared enterprise : British Columbia Resources Investment 
.r, 

Corporation. The examination of these particular case studies 

provides an insight into the operation of some of British 

~olurnbia's public enterprises, especially the commercial 

types of ventures. 

, The main purpose of this thesis is to examine why these 

three publlc 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 enterprise 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: (1) the rationale behind its formation, (2) its 

structure and operation, and (3) the clientele interest 

it serves. An analysis of the three issues reveals the 

simif ar i  ties, differences, and contrasts arcbong these 

enterprises . 



It is concluded that: (1)  overd dents may provide 
. different rationale for the creation of public enterprises. 

7 
( 2 )  the structure of the publicxenterprise is an important 

Z. 

factor in determining how the public interest is to be 

served, and ( 3 )  the crown corporations 'studied serve a 

larger ~lientgle interest than does the shared enterprise. . 

M - 
Generally speaking, public enterprise in British Columbia is 

actively used as an &trument of government policy. Secondly. 

upon the respective government's interpretation of the p&lic 

interest and how+its interpretation of this interest can be 

served. 
1 
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CHAPTER 9: _ 
- 

INTRODUCTION 

- 

Intervention by government in  the private economic 
f 

sector can have a c o n s i d ~ b l e  effgct on tGe social and 
- 

- 
- I  +. 

economic l i f e  of a country. While s t a t e  intervention can L take many fo m s ,  the .use of th  public enterprise as an (5 
instrument of government intervention i n  the Kconomy w i l l  

be the focus of discussion i n  thislthesis,  T h e p u p a s e  of 
- 

t h i s  chapter i s  to s e t  out the context. definition of terms, 
- - - - 

and the frzrinework t o  be .used in  the thesis  for tfie examina- 

tion of thr'ee public enterprises . i n  Br6tish Columbia. 

The concept of the nineteenth centaryAthat  the in teres ts  
\ 

of society are besbserved'by the s t a t e ' i f  it intervenes as . 

l i t t l e  as possible with the l i f e  ,of the people has l o s t  i ts 

meaning and i t s  support. J , M .  Clark i t a t e s  that  "absolute 
9 

laissez-faire of free enterprise i s  a myth; the nearest -t' 

approach to  it involves a good d e ~ l  of control, ''I ~n 

addition; R e a  says that  " . . . i t  is now clear that  com$letely 

laissez-faire arrangements do not ex is t  and never have existed / 
i n  canadd or any other Western nation. It 2 

- 

Instead of the s t a t e  being a passive observer of the 

econom.ic process, it has emerged as an active participank, - 
w 

3 

Today there is hqrdly any sphere of economic ac t iv i ty  which 

is not i n  some way or  other controlled and regulated by the , 

s t a t e 6  To some extent. governments i n  a l l  countries are 

invokved i n  the establishment and managexnen;pf enterprises. 3 
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existence of oGned and privately owned. enterprise 

'and the fact that private enterprise generally mu5t operate . 
i 

r. 

-? ,E, 
within certain constraints imposed by public au$.&or&ag. 4 - 

- -+ 

In Canada, the united States, Great Britain, and the c&ntries . 
d 

- 
of ~ e s  tekn Europe, the - term "mixed economy" is csmrnonly 

0 - 5 applied o, describe these countries ' economic structure. 

- An explanation for the establishment of public enter- 
. - 

-- 

prises by g w e s n m e l l  is ol'fered by J , H ,  Perry when'he states: 

Y 

- 
It has been pointed out by nearly. all'writer~ that . 

governmeqt enterprise is found where for some reason 

u- private dKtergZise is found wanting. h e  usual con- 
dition where' this occurs is the existence of some public 
need -having_commercial pharacteristics.which private 
enterprise is unwilling to fill, should not be expected 
to fill or is unsuitable to fi1le6\ 

- - . - r -  

Thus, there .is the question of a government's rdie in the' 

economic sphere. 1n certain instances, the government is 
, - 

* ' 

faced with the decision of entrusting theUprivate sector with 

the responsibility of accomplishing certain goals or using 
- 

instruments of the state to achieve them, -. 
The earliest contemporary public enterprises were created 

at the end of the nineteenth century in Europe.' In Canada, 

the first recorded use of public enterprise for the achieve- 

ment of.government objectives was the creation in 1841 of the, 
, . 

t 
Board of Works to construct a ca~al system in the United 

Provinces of Canada.8 Since that time, the expansion of the 

public se~tor at both the pbvincial and nationel level has 

prises G1h.d.ch affect every resident in one way or another. In 



- the pr~vinces  of Canada, _as a t  the national level,,-there .-L 
A -a 

< A  't are now many public co&orations, known as crown corporations - :. L 
- t -  - - 

a d  shgred enterprises, which serve a wide variety of purposes 

P d  * - - --&nc&udi& resource development and the provision of social - -* *;"" '-- - ". 

8- , benefits and services, 

The use o f - t h e  corporate form of organization rather - 
- than the deparkmental form of organization - - is  generally 

# rationalized on the basis of the advantages to  be gained from 

independence from government control, f lexible administration ' 

1 n - procedures, and specral e ~ p e r t r s e . ~  These are teatures . 
d - -- 

adqpted - from lithe private sector corpra t ion  which seem to a 

b 
contribute to i ts  success. 

i 

g. * * 

- Lord Morrison of Lambeth elaborates on the reasoos for  
I 

a governmqpt to  establish a public corporaFion: 
- 1 

I•’ we ektablish the public 'corporation, it must be 
for  certain reasons. What are they? They are that  
we seek to  combipe the principle of public account-. 
ab i l i ty ,  of a consciousness on the par t  of the . 
undertaking that  it i s  working for the nation and 
not for  sectoral i c te res t s ,  with the l ivel iness 
in i t i a t ive ,  and a considerable degree of freedom of * 

a quick moving and progressive business enterprise. 
9 Either that  i s  the case for he public corporation, 

* 16 
& 

or  the re - i s  no case a t  a l l .  , 
B 

  he c o w r a t e  form, when applied t o  the public sector, 
?? 

however, creates problems which do not ex is t  for private 

-%- secto corporations. For instance, confl ict  may ar i se  '. 
between the. need for atanagerial autonomy and freedom from 

f - 

. pol i t ics  o r  the__-public corporation on the one hand and the 
h 

, + requiremk-t tha t  i t  -respond to the government! s pol ic ies  on 

the other hand. Therefore, the rationale for the formation 

k of the public corporation together with i t s  structure and . . 



O j  the ~ u b l i c  enterprise. 
* ,  

I n  Canada, the basic structure = of the provincial public 

corporati& closely paral le ls  that  of i federal counterpart; 
- . > 

Sknce there is  considerably- more l i t e ra tu re  r. available on the 

federal c o r p ~ a t i o n s ,  th i s  paper w i l l  refer  . to th i s  l i t e ra ture  

in  order  t o  define ' cer ta in  types of public enterprise. 

I Definition of a Public Enterprise 

~ a s i c a l l q ,  a public enterprise is  ei ther  wholly'or 1 

p a r t i a l l y  owned by-a government; For the purpqse of th i s  
d 

- 

thesis ,  the term public enterprise w i l l  be applied to two- 

types of public corporations: the crown Corporation and 
'L 

the Shaired Enterprise, The following discussion w i l l  s e t  it 

i out the definition of these types of public enterprise. 
0 

A, Crown Corporation 

I n  Canada, a crown corporation is n ins t i tu t ion with 
B 

corporate f & n  brough< into existence the action-s of the . 

federal government. They are operated under government 
. 

auspices with varying degrees of freedom from-government to 

serve a public function. 11 1 

1n a &iscussion of the reasons for the use of the crown 

corporation form, Don ~rac& states:  
7 .  * .  - 

The basic raison d t e t r e  of the federal crown torpor-ation 
form has been t o  separate the management of an a c t i v i w  

. a .  from continuous partis* intervention and day-to-day 
gwernment or parliamentary scrutiny and debate, Succes- . 

2 * - . . 
+ slve governments nave refrained-rom apw ng I t -KLnls i~~  

I--- -- I . -  d m  or d r s  of Parliament as directors of crown, 
corporations l e s t  violence be done-to th i s  principle. 1 2  

'-- 



i: 

Even though crown corporations are l a rge ly  independent 

~ - ~ t a x y c u ~ o l  and scrutiny, they are,  nevertheless, 

instruments of government, and crown corporations with share 

s t ructure , - for  instance, have as the trustee shareholder a 

government minister designated by the Governor-in-Counckl as ' - 
the appropriate ministee for purposes of that  corporation, 

"In other Crown corporations, the constituent ac t  or the, 

Governor-in-~uncil designates a certain minister as the 

Y - ' appropriate 'minister ' , "I3 While the f u l l  meaning of the . 

term "appropria te j in is ter"  i s  unclear, . this  person acts  as , 

14  the reporting link t o  Parliament for the crown corporation. 
" 

- - - -  - -  - - 

The b a r d  of directors of crown corporations are 

appainted by the cabinet, Although public servants are 

often appointed t o  the boards, cabinet ministers are not 

appointed t o  the board of directors of federal crown corpo- 
I *P 

7 ations.- Xn the case of the corporations tha t  operate on a 
- 

prof i t  basis, the boards are usually composed of individuals 

from the gr ivate  -sector appointed by cabinet. l5 .The C S O ~  

i s  not subject to  taxation, nor are i ts  agents, unless the 
4 

immunity is  r-emoved by statute,  This holds true of fgderal? 
* 

provincial, and municipal taxes. 16 
- 

Most of the federal crovh corporations depend-upon the 

Government of ~ G a d a  for appropriations o r  loans to finance 

capital  projects and/or operations, crown corporations also ' 

J 

have varying degrees of authority t o  borrow on the open market, 

unless-& constituent act  provides otherwise, crown corpo- 

rations tha t  borrow with a govepment guarantee, o r  as  an 

* 
4 

* .  1 
'@ 



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

borrowings become a contingent liability against the Consoli- 

dated ~evenue Fund. l7 The federal Parliament has, through 
-- 
2 

statutes such as the Financial ~dministration Act (FAA), 

-? 
maintained some broad supervisory responsibilities with 

respect. to crown corporations by means o f  such instrum&ts 

1 
aq' annual reports and capital budgets. The manner in which 

Many of %the Crown's4 prerogatives with respect to crown 
1 

corporations may be exercised has also been set out in 

legislation. 18 
- 

I 

, In general, the term "crown corporation" as defined at 

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

government.agencies. Section 66 of the Financial Adminis- 

trati n.Act defines a 'crown corporation as "a corkratron 4 
chat #s ulf imately accountable throigh a minister to 

J Par iament for the conduct of its *•’fairs and includes the .- 
corporations named in schedule Bt, ;Schedule C, and Schedule D 

19 
* (of this Act). " - 

- 
- Until recently the only useful guide to the categor- 

ization of Crown agencies was to be'found in t h  schedules 
3-, 

the Financial Administration Act and in the Authorities 

Manual issued by the Treasury Board secretariat. In the 
- 

Financial Administration Act, government departments are 

1"isted under Schedule A. Schedules 8, C, and D list 54 Crown 

corporationes whicch are diyi*d into three categories : 
t 

"Departmental " , "Agency", and "Proprietary". '" An additional 



43 "Branches Designated as Departments" for the purpose of . 
3 

the Act are l i s t ed  in the Authorities Manual. 21 - > 

- 
In response to  the Auditor ~ e n e r a l ' s  crit icism that  

there seemed tb be no central agency taking responsibility 

for keeping a complete l i s t  of Crown agencies, i n  May 1977, 

the Treasury Board Secretariat published a l ist  of what it 

described as 'pGovernment-owned and Controlled Corporations, " 

The to ta l  number of crown agencies i n  this l ist  was shown as 

407, 22 which includes agencies with "a variety of different  

mandates, structures, and t ~ k s , T h i ~ ~ I & k e x p a n d e d U e  
- - 

FAA classif icat ion ; however, a the Royal Commission on 

' Financial Management and Accountabilkty (Lamber t Commission) 

stated that neither the schedules of the Financial A d m i n i s -  - 

trat5on Act nor the Treasury Board secretariat  l is t  were -. . 
adequat&in "clarifying the l ines  of accountability and the 

the relationship to  be established between 
-"?, ~i; 

Parliament and the Government on the ohe hand and each'of 
C 

these Crown agencies on the other. 1123 * e e  d & 

=- The Lanbert Commission recommended tha t  the' schedules 

to the FAA be replaced by a more comprehensive schedule 

whioh encompasses four categories : (1) Ministerial and Other 

Designated Departments, (2 )  Independent Deciding and Advisory 

Bodies, . ( 3 )  Crown, Corporations, and . (4)  Shared ~ n t e r ~ r i s e s .  l4 

The following c r i t e r i a  were proposed by the Lambert 
* 

Commission to  determine the category of "Crown ~ o r ~ o r a t i o n " :  

(a) Established by constituent act ,  l e t t e r s  patent/ 
, - :  

-- L 111 

corporations ~ m t s .  
an~der Buli mess 



-- 

(b) Tasks akin t o  p r iva te  sector entrepreneuria l  
- - - - - - - - -h* 1 1 1 a i k e  i settirrg-~---- 

(c) Wholly-owned by government. 
(d)  Board c o l l e c t i v e l y  i s  assigned care  and manage- 

ment of the corporation as h the  p r iva te  sector.  
(e) Separate employer, outs ide Public Service Employ- 

ment A c t .  
( f )  Minister  may give direct ion.  25  

B y  adopting the c r i t e r i a  proposed by the fiambert Commis- 

sion t o  determine the category "Crown corporat ionn,  the  

de f in i t ion  of a crown corporation used i n  t h i s  paper appl ies  

t o  a corporation t h a t  is  wholly owned and contro1.led by the 

Government of Canada o r .  a province and operates as  a 
- - - -- - - - - - -- - - -- - - 

commercial venture much i n  the same manner a s  a corporation 

i n  the  pr iva te  sector .  Both Br i t i sh  Columbia Hydro and 

pdwer Authority and t h e  Insurance Corporation of B r i t i s h  

Columbia f i t  t h i s  def in i t ion .  

B Shared E n t e ~ p r i s e  

I n  Canada, shared en terpr i ses  a re  j o i n t  ventures i n  

which the government has taken a d i r e c t  equi ty  W s i t i o n  , 

together with o ther  investors.  They have a n d e r  of forms 

which are dependent upon the degree of government ownership 

and the . ident i ty  of the  other, investors. One form .includes 

the government purchase of equi ty  i n  a p r iva te  sec tor  firm. 

A second form is one i n  which the government provides p a r t  
I 

of t h e  i n i t i a l  capi ta l .  - A  t h i r d  shared en te rp r i se  approach 

has been used t o  introduce pr iva te  sector  involvement i n  to  A 

i 
areas  i n  which the government is the  i n i t i a l  par t ic ipant .  

4 

Telesat  Canada is an exarnple of t h i s  form, The holding - 



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. 

The Lambert Complission 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 tie~~tweenthese types of a g e n r i e ~  
-- - - - 

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 ~anada) or to variations 
, - 

in federal or provincial corporate law. "** There is no 

comprehensive approach to the management and accountability 

of shared enterprises529 The Lambert Commission gives the 

following as the criteria for shared enterprises: 

(a) Established by constituent act or letter patent/ 
artkcles 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 Qes not have authority to d'rect but is 
entitled to shareholder information. 36 

Based on the, above criteria, this paper defines a 

"Shared Enterprise" as a corporation in which a governma t 

has H direct equity position in common with other investors. 31 
This derinit on 1s applicable to Brlt~s 

- .  - -  la Resources 

Investment Corporation, 



I n  discuss ions  of publ ic  pol icy,  p o l i t i c a l  -act ion,  

s o c i a l  value, and individual  i n t e r e s t ,  t he  concept "public 

i n t e r e s t "  plays a c e n t r a l  ro l e .  The following discusses  

var ious  i n t e r p r e t a t i o n s  of the  ,,meaning of t h i s  concept. 

I1 Defini t ion o f  Public- ' In teres t  
Y 

Some authors  contend . that  the concept "publ ic  i n t e r e s t "  

cannot have a se r ious  meaning. For example, Dahl and 

Lindblom have s t a t e d  that the  publ ic  i n t e r e s t  is usual ly  
---  ~ 

l e f t t o t a l l y  undefined, and it can r a r e l y  be read t o  mean 

the prezerences of t he  g r e a t e r  number. '"often enoughtf, they 

say, "a p rec i se  examination would show t h a t  i t  can mean 

nothing more than whatever happens t o  be the  speaker 's  own 
- 

view as t o  a des i r ab le  publ ic  policy. l t 3 *  kchubert argues ' 

t h a t  s ince  the  concept "make no operat ional  sense,  notwith- 
8 

standing the  e f f o r t s  of a generat ion of  capable scholars ,  

then p o l i t i c a l  s c i e n t i s t s  might b e t t e r  spend tReir time 
-7 

7 

nurtur ing concepts t h a t  o f f e r  g rea t e r  promise o f  becoming 

u s e f u l ~ t o o l s  i n  t he  s c i e n t i f i c  study of p o l i t i c a l  respop- 

s i b i l i t y .  ,133 

.On the  o t h e r  hand, Daniel B e l l  and Inr ing  K r i s t o l  express 
k-) 

/# 

t h e i r  view of the importance of t h e  concept, and they say 

4s ... we do befieve that the t e r m ,  or one of i t s  synonyms, is 

not  to be escaped from.... there never has been a soc ie ty  

which w& not, i n  s o m e  say, -and to  some e x t e n t ,  guided by t h i s  

eyes. n 34 



+ 

The importance of  the concept "publ ic  i n t e r e s t "  i s  
- - - -- --- - - -- -- -- - - - -- - - -- -- -- - ;i 

s t r e s s e d  by Leys; however, he  concedes t h a t :  
> 

I n t e l l i g e n t  human beings w i l l  no t  f i n d  themselves 'of 
one mihd' regarding ' t h e  publ ic  i n t e r e s t '  i n  some 
po l icy  proposals.  B u t  t h i s  predicament doe$ n o t  
j u s t i f y  some of t h e  r ecen t  ph i losophica l  content ions  
- tha t  a w i s e  man w i l l  no t  t r y  t o  def ine  what he  means 
by- ' t h e  pub l i c  i n t e r e s t '  and t h a t  po l i cy  d i scuss ions  

---.. 

a r e  rendered more confused and f u t i l e  by sharp ly  
defined general  s tandards.  35 

Leys and Perry state tha t" the8 'publ ic  i n t e r e s t y  can have 

seve ra l  r a d i c a l l y  d i f f e r e n t  meanings.. . . due process  

l a w ,  major i ty  r u l e s ,  etc, " 36 

- - - - -  - -- - 

While t he  concept of "public  i n t e r e s t "  i s  d i f f i c u l t  

t o  def iner  never the less ,  i t s  importance t o  pub l i c  po l i cy  

canhot be avoided, A s  R. Flathman s t a t e s :  

.,. publ ic  i n t e r e s t  i s  a general  ommendatory concept 
used i n  s e l e c t i n g  and j u s t i f y i n g  u b l i c  pol icy ,  ~t 
has  no genera l ,  unchanging d e s c r i p t i v e  meaning appl icab le  
t o  a l l  po l icy  dec i s ions ,  bu t  a non-arbi trary desc r ip t ive  
meaning can be determined f o r  it i n  p a r t i c u l a r  cases. 
This desc r ip t ibe  meaning is proper ly  found through 
reasoned discourse  which at tempts t o  relate the  a n t i c i -  
pated effects of a po l i cy  t o  community values  and t o  
test t h a t  r e l a t i o n  by formal p r inc ip l e s ,  W e  a l s o  
conclude t h a t  t he  concept is  ne i the r  a vacuous phrase 
nor a verba l  devise  usefu l  only f o r  propaganda purposes, 
It performs a funct ion i n  p o l i t i c a l  d iscourse ,  and i t  
has  a l o g i c  which, i f  taken se r ious ly ,  w i l l  inf luence 
t h e  kind of  p o l i c i e s  adopted, ,and r e j e c t e d  and t h e  
charac te r  of  t h e  p o l i t i c a l  process used t o  adopt and 
reject those po l i c i e s .  37 

A l ack  of consensus on the  meaning of "publ ic  i n t e r e s t "  

l e a d s  to varying i n t e r p r e t a t i o n s  ~f t he  t e r m .  For ins tance ,  

t he  publ ic  i n t e r e s t  as perceived by t h e  government, t he  

corporat ion,  t h e  oppodition p a r t i e s ,  t he  media, and t h e  

ind iv igua l  may d i f f e r .  P r i v a t e  r a t h e r  than pub l i c  e n t e r p r i s e ,  
-- - - 

for example, might be seen by c e r t a i n  segments of the  



population as a more eff ic ient  and equitable manner in which 
- - - - - - - - - - - - --- - -- 

ppp 

to serve the public interest .  On  the other hand, the 

argument may be reversed whereby the public enterprise might 

be seen as more desirable than private enterprise i n  specific 

instances. The choice re f lec t s  a value judgment. In th i s  

thesis,  three aspects of the "public interest"  as a measure 

forf?valuating public enterprise are considered. In the f i r s t  

instance, the public in teres t  defined by the government as 

the rationale f o r  creating enterprises i s  examined, Secondly, 

of the corporation t~ the legislature and to the  people of 
P 

British Columbia in  terms of the manner i n  which the corpo- 

ration is  structured and operated. Thirdly, from the 
4 

perspective of the writer ,  the concept "public interest"  i s  

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  i s ,  the cl ientele 

in teres t  that  i s  served. In th i s  instance, public in teres t  

i s  synonymous with majority in te res t  as opposed to individual 

in teres ts  o r  specif ic  grdap interests.  

The concepts of public enterprise and public in teres t  

p also re la te  t o  a government's perception of the ro le  of the . 

- s t a t e  and the use of s t a t e  intervention, This leads to the 
-t 
*+ question of a government's philosophy on public ownership. 

I11 Government's Philosophy on Public Enterprise 

,. - the basic approach to public ownership as f a r  

/' 7 the two 
'4 



major plitical parties in Canada is'concerned, The pragmatic 
- --- -- -- -- --A - - 

I 
approach to public ownership by both the Liberal. and the 

Progressive Conservative Parties, the only two 'parties to 

form the Government of Canada, can be explained in part 

because these do not have a doctrinaire approach for 

or against public ownership. The political party that has 

favored the use of public corporations for the conduct of the 

business of key industries and services is the New Democratic 

Party and its predecessor, the Co-operative Commonwealth 

federal crown corporations; however, the Progressive Conserv- 

ative governments passed the orig inal legislation for:. four 

of the most important crown corporations. 38 

While both Liberal and progressive Conservative govern- 

ments have argued the merits of public ownership when they 

wished to eStablish a certain public corporation, when each 

of these parties has formed the official opposition, it has 
e 

argued against the establishment of 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 
3 

dominant feature Our political history since and 

there is no evidence at present to show that this long- - 
established tradition will be broken. "*' ~ l l  political 

parties in Canada, according f?o Hogan, believe in some form 



In  contrast t o  the federal level,  neither the '~rcigressive . 

Conservative Party nor the  Liberal Party ha& formed the govern- 

ment of British Columbia nor has ei ther  be"en the o f f i c i a l  

opposition in  the past twenty-eight years. In fac t ,  i n  the 

l a s t  provincial election not one Liberal o r  one Progressive 

Conservative won a sea t - in  the Legislature. 

The philosphies of the two main pol i t i ca l  part ies i n  

British Columbia provide differences on the question of 

the two-main political parties i n  Bri t ish  Columbia are the 

Social Credit P a r t y  and the New Democratic Party. The 

Social Credit Party bases i ts  pol i t i ca l  platform on support 

for  "free enterprise" while the New Dekcratic  Party has 

favored the use,of public ownership for  the management and 

administration qf some key industries and services. 

Even though the Social C r e d i t  Party is commonly referred 

t~ as a "free enterprise" party and the New Democratic Party 
t 

is referred to  as a "socia l is t"  party, neither party when it 

formed the government changed the basic economic structure of 

the province. In  sp i te  of the f ac t  that  the Social Credit 

Party proclaims i t s e l f  as  a "free enterprise" party, during 

the 1952-1972 - period when it formed the government, it 

established some of the largest  public corporations i n  the 

province of British Columbia. When the New Democratic 

Party formed the government in  the 1972-1975 period, i t  

established a number of public corporations on a selective 



-- --a1 rreb '+W L 

government i n  1975, i t  dismantled a number of public corpo- 

ra t ions  on a se lec t ive  basis. Like the two main- federal - 

par t i es ,  both the Social Credit  Party and the New Democratic 

Party accept the present econ6mic s t ructure  which is based on 

a mixed economy, 

- It seems that the philosophical differences between the 

two main po l i t i c a l  pa r t i es  i n  Br i t i sh  Columbia on the  question 
- 

of the form o•’ ownership T private  or  public - t o  use i n  order 
1 

t o  carry out the objectives of the government i s  one of degree; 

that i s ,  basically,  both of the po l i t i c a l  pa r t i es  follow a ' 

towards the question of public versus 

While the basic philosophies of the 

two maj& p o l i t i c a l  pa r t i es  on t h e  policy of public ownership 

appear t o  be qu i te  d i f fe ren t ,  t he i r  approach seems to  depend 

upon each par ty ' s  in terpre ta t ion  of the 
f- 

to  serve the public i n t e r e s t  and a t  the 

be t t e r  way i n  which 
t 

same time form the 

government . 
The Framework fo r  Analysis 

Within this context, the three case s tudies  o-f public 
.,. 

corp6rations i n  Br i t i sh  Columbia w i l l  include : Bri t i sh  
; 

Columbia Hydro and Power ~ u t h o r i t i  (B.C. ~2d;dro) . the Insurance 
f 

Corporation of Br i t i sh  Columbia ( ~ C E ) ,  and m i t i s h  Columbia 
1 

These corporations 

each corporation 

Resources Investment Corporation' (BCRIC) . 
were selected on the following Mses : (1) 

was established by a di f f erent  pr&ier and Government of the 



engaged i n  i ts own d i s t i n c t  kype of business Operation. I n  

t h i s  way i t  i s  hoped t h a t  t h e  scope of  this  s tudy  would 

. encompass some o f  t h e  main f ea tu re s  of  publ ic  corporat ions 

i n  B r i t i s h  Columbia and t h e i r  i n t e r r e l a t i o n s h i p  wi th  ggvern- 
"9 

ment and t h e  i n  -an at tempt t o  determine i n  what manner - 
0 

t h e  publ ic  i n t e r e s t  is  served; 

~ h r e e  i s s u e s  i n  p a r t i c u l a r  are examined. The f i r s t  i s s u e  

i s .  concerned wi th  the  r a t i o n a l e  behind t h e  formation of  t h e  

corporation. The  second i s sue  focuses on t h e  s t r u c t u r e  
- - - - 

and operat ion of  t h e  pub l i c  corpora t ion ,  which concerns the  

mandate, terms of  accountab i l i ty  and'f inancing t h a t  a r e  
c .  

defined by t h e  corpora t ion ' s  governing s t a t u t e  and orders-in- " 

council  t o  determine some of t h e  cor'poration? s p o w e r s  and t o  

what ex t en t  these  p o w e r s  are, o r  can be, cont ro l led  f o r  the  -- '  

publ ic  i n t e r e s t ,  T'he t h i r d  i s s u e  atssessks a  humber of  f a c t o r s  
n 

relevanti t o  t h e  rnaMer i n  which t h e  publ ic  i n t e r e s t  i; served 

A d  an evaluat ion of t h e  c l i e n t e l e  i n t e r e s t  t h a t  i s  served by 

the  respec t ive  corporation. These i s s u e s  are a l l  i n t e r r e l a t e d  
- \  

t o ,  t h e  c o ~ p o r a t i o n ' s  r o l e  as a p i i c y  instrument of  

B 
f 

These purposes can be accomplished by focusing on a 

number of bas i c  quest ions:  

1. (a) what i a t i o n a l e  have governments provided f o r  t he  - 

establishment of  t h e  publ ic  corporat ion? - 
6 

(b) what are some of the f a c t o r s  which have influenced 



the establishment and oyerations of public 
t - -  r 

corporations? . 
t. 

(c) to what +ant have these public corporations 
. .. 

been used as instruments of province building? 
s - 

* - a  - 
2. (a) what is  the role of the 'cabinet .minis& 'in a 

* 
" .*p- P 

respe-ct to theL public corporation?'. 
, 

(b) i n  what way are public corporations held account- 
+ 

- - 
L 

. . able t o  &he public? . 

(c) what is a major argument used both for andAa4ainst 
I 

1 
V 

-L-- -- - - - 

the use of provincial guarantees for  borrowing 
- 

& + o n t i o n ?  by a public 4 , I  - 
i 

(d) what c l iente le  i n t e i e k s  are -served by. the public 
& 

corporation? t 

The following chapter examines one of the .largest crown 
ri 

.. i 
corporations in  t i s h  Columbia, British Columbia Hydro v d  , i 

Power Authority. 

a 



Data Sources 
- 

m e r e  has been very l i t t l e  written ini  journal a r t i c l e d  

or books on the crown corporations i n  Bri t ish Columbia. The 

primary sources of ,data are the skatutes, 

the financial reports of the corporation, 
'0 , 

reports or speeches made by'the directors 

written communication, 

or other executives , 

of the corporation, debates i n  the legislature,  newspaper 

articl 'es,  press releases from government o f f i c i a l s ,  and other * 

0 L 
government documents. - E 

Interviews have been conducted which cover a wide 
fi 

- 
a 

spectrum - the public cokporation's employees, agents for 
- - - - 7 -  - - 

" 

the corporation, - and employees of one standing committee of 

the legislature. Telephone conversaticins have been conducted 

with members of the pol i t i ca l  part ies,  employees of the public 

corporations as  well as  personnel from the private enterprise - 
- 

sector corporations; Some of this-information i s  of a 

confidential nature and-the coafidentiality of the source 

has %en honoured where appl?icable. - ,  ~ h e - ~ u r p o s ~  of some o f b  
-* 

the interviews was to  obtain a greater insight in to  the 

operation of 'the corporation and to  e l i c i t  remarks by the 

respondent i n  a spontaneous manner; however, a t  times specific 
I 

questions were asked i n  order t o J c l a r i f y  ,certain points or 

add to data already accumulated, 
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CASE STUDY 

$. 

The purpose of - t h i s  chapter is to examine the creation, 

the structure,and operations of British Columbia Hydro and 

a Power Authority i n  an attempt to evaluate the manner in  which 

t h i s  corporation servgs the public interest .  - 
The government in  Bri t ish coiumbia whiph 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 touk off ice  i n  1952 and remained i n  

power unt i l  1972, a period of twenty years., During tha t  period, 

the Government took a pragmatic approach towards the form of 

ownership to be adopted. That -is, ideology did not in terfere  

with policy decisions i f  these decisions were thought to  be 

necessary i n  order to carry out government policy. This 
. . 

Government, while i t  claimed tha t  it represented a "free . 

% , 
enterprise" party also claimed that  it had adopted more 

soc ia l i s t  measures than any other government in  Canada.' It 

was reported tha t  Premier Bennett said: 

Nobody knows bet ter  than you that  I a m  conservative i n  
finance, yet we have the highest welfare payments i n  
Canada. W e  have not hesitated to take over the B.C. 
Electric,  which was the main soc ia l i s t  plank.,.. 
~obody caii p u t  us  i n  any one qatwory. W e  take the 
best from all of the parties.  

Consequently, from a philosophical perspective, t h i s  
- 

qovernment could rat ionalize the expropriation of a privately - 



owned corpo_ration such as the B, C. Ehckric ampany and its - - - -A- 

conversion into that sf-a publicly oyned corporation, the 

British Columbia Hydro and Power Authority. 

History and Rationale Behind the FormatiGa 

At the time British Columbia Hydro and Power Authority 

was established as a Crown corporation in the 196OSs, it was 

composed of one public utility commission and two expropriated 

private corporations, One of the privately owned companies was 

the Peace River Power Developnent Company which was formed in 
- 

late 1958 following damsite and engineering investigations by 

Wenner-Gren B. C. Development ~ o m ~ a n ~ ?  'B. C. Hydro ' s second 

predecessor was the British Columbia Power Commission, a 

provincial crown corpration which was created in 1945 by the 

coalition government of Progressive Conservatives and Liberals 

under the Premiership ' ~ f  Mr. John Hart. The Commission was ' 
I 

created to improve the availability and supply of electrical 

power in the less densely populated areas of the province, 4 
q 

The Electric Power Act of 28 March 1945 gave certain powers to 

the B.C. Power Commission which were contingent upon the 

approval of the Lieutenant+overnor in Council, and these 

powers included the development and.the acquisition of power- 
-? 

&test power projects, and power plants, and the integration 
5 

of existing power plants, The Commission Bcquired many small 

existing systems, and it brought electric service to widely 

scattered districts which had no electric service, or where 

service was inadequate. The third, and largest, predecessor 



of B-C, Hydro was the British Columbia Electric Com~anv 

Limited (B-C, ~lectric), a privately owned enterprise, the 

origins of which can be traced back to 1860. 7. By 1961, the 

33.k. Electric was. the second largest private utility in -- 

Canada.' The history behind these expropriations and the 
I 

amalgamation of these three corporations to form the British 

Columbia Hydro and Power Authority is controversial from 
# 

almost any perspective, Since a detailed coverage of this 

history is beyond the scope of this paper, only a summary of 

11- diiempied, -- 

A main factor in ths creation ok British Columbia Hydro 

and Power Authority was Premier W.A.C. Bennett's interest in 

developing hydro-electric power on the Peace River in the 

northeastern part of British Columbia. The development and 

settlement of this region wuld be possible if cheap grid 

abundant power could be made availableg9 In 1956, the Swedish 

financier, Mr. Axel Wenner-Gren and some associates formed the 

Wenner-Gren B.C. Development Company to investigate the develop- ' 

ment of the underdeveloped northern part of British Columbia. 

In that year the company signed a memorandum of intention with 

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

approximate%y 40,000 square les of the northern part of 

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

included the possibility of hydro electricrgeneration. lo Sub- 

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

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



-- - -- 

or  before December 31, 1959. --=te 1958 <he Peace k ive r  
-3-72L - -- - - - 

Power ~evelopment Company was formed and, among other things, - 
t h i s  company was to  undertake the const~uct ion 'of  a hydro- 

- e lec t r i c  plant on the Peace River. ' This project was to  cost 

approximately $600 million, 13 

M r .  Strachan (CCF HLA' - Cowichan+falahat) cr i t ic ized the 
1 

development of a private power operation when i t s  creation was 

announced. I n  h i s  view, the Peace River Power Development 

Company and the British Columbia Electr ic  Company and a l l  

' other private power companies 

ownership, - H e  stated -- - that: 

The Peace was going tp &! another Trans-Canada Pipeline 
deal, A few individuals would make millions tax free 
i n  stock deals and the consumer w i l l  foot the b i l l ,  The 
CCF would dev op the Peace i f  it i s . feas ib le ,  whenever 
it is  needed, f i  

Mr, Strachan also made it clear a t  tha t  time tha t  he d i d  not 

think it would be needed, l5 

Before the Peace River Power Development Company began 

planning its pro-ject, the provincial government was also 

planning the development of the hydro-electric power on the 

Columbia River. The CoTumbia River hydro-electric p w  e r  was 

to involve the province of Bri t ish Columbia, the Canadian 

government, 
and "epv ted States government. The problems 

of development of the Columbia River were compleA The 

negotiation of an' international agreement as wel l -as  a Canadian 

approach which k t h  federal and provincial governments agreed 

to  required substantial e f fo r t  and spanned a period of twenty 

years . l6 To develop the projects on two rivers,  it was 



the cogts. 17 

9 5 9 ,  Premier Bennett announ.ed t h a t  the Columbia 

would be developed by a government agency andAhe Peace would 
/ 

be developed by private  capi tal .  In  ~ r e k e k  &&ttt s judg- 
'4 ' 

medt, the government could not afford both t o  devklop the 

18 Columbia and t o  buy B.C. Electric.  It has been pointed out 

tha t ,  during t h i s  period, as  hopes increased for  an in ter -  

"national agreement which might r e su l t  i n  the commencement on 
-~ --- - - - ~ -  ~- - - - -  - 

the Columbia River development, federal cabinet ministers as  

w e l l  a s  some prominent Progressive Conservatives joined other 

Canadians who were becoming more and more concerned a t  the 

extent to  which Premier Bennett was dedicated.to the Peace 

River development, and they began to  openly question h i s  

19 predilection with theLPeace project, Their concern was - 
based on the assumption tha t  there would be no change i n  the 

.r 

prohibition of long-term po-r exports, and, a s  a resu l t ,  the 
' ' 

proposed two-river developments would be di rec t ly  competitive. 

To them, the concurrent development of the two r ivers  
3 

Premier Bennett supported did not seem to be' credible 

they held the conviction that  Peace River power could 

t ha t  

since 

not be 

competitive with energy from the Columbia because i t  had to '  

bear the cost of pr ivate  financing and a 600 m i l e  long trans- 

mission l i n e  without any assistance from downstream benefits. 20 

From the outset ,  the Peace project began running in to  

f inancial  problems. M r .  Mainwaring , president of the Peace 

River Power Development Company, found tha t  neither the 



- 

27 
3 

K C Z E l e c t r i c  nor the B. C. Power Commission wouldgive h i m  f 

e l  
a l e t t e r  of intent  to  buy p&er from the Peace. Premier ' . h 

Eknnett was' anxious t o  have a start made on the Peace River 3 

Project, In June 1960, the Premier met with S i r  Andrew 1 

McTaggart of the Peace River Power Development Company and 

M r .  Grauer of the B, C, Electr ic  Company i n  London, England. "> 

A t  t h i s  time, Premier ~ e d e t t  asked S i r  Andrew McTaggart for  

a def ini te-date  for  the r a i s ing~of  capital ,  and S i r  Andrew 

McTaggart replied that  h i s  company could not ra i se  the 

financing without a contract. When Remier Bennett asked 

M r .  Grauer if h i s  company intended to  buy Peace power, M r ,  

Grauer replied that  i t  did not, - Premier Bennett told both 

M r .  Grauer and S i r  Andrew McTaggart that  he expected them 

t o  find a way i n  which the Peace River Development Company 

could ask the provincial Public Ut i l i t i e s  Commission in  
/ 

September for formal permission to proceed, I f  not, Premier 

Bennett said he?.would have to  review the whole situation, 22 

By the summer of 1961, Premier Bennett announced more .. 

detailed plans for  making the two-river policy work, The 

Peace would provide power fo r  British Columbia, and the . 
power produced by the Columbia downstream in  the United States 

would be sold there instead of being returned t o  Canada as 

the treaty envisioned, I n  addition, extra generators were to 

be put in  both the Peace and Coluriibia dams and the prof i ts  

from the power exported t o  the United States would help to 
LS 

lower the cos'ts to  the domestic customers, 



A t  t h i s  time, mid 1 9 6 1 ~ ~  a contract  t o  purchase power 

from the Peace ~ i v e r  Project  had not 'been signed by e i t h e r  
A 

the  B.C. E l e c t r i c  Company o r  the B. C. Power Commission. - 
Subsequently, bn August 1 # 1961, Premier Bennett cadled a 

spec ia l  session of the  l e g i s l a t u r e  t o  introduce B i l l  No. 5 ,  

the measure by which the B.C. Electric Company, a subsidiary 
P of B.C. Power Corporation, was converted i n t o  an agency of 

the Crown. Premier Bennett 's government now ordered the  

B.C. Electric Company to  take over the Peace River Power 

Development Company f o r  $8,0208000. 
24 

It w a s  reported t h a t  
B 

only - - Premier Bennett*, - Attorney-Genera.1 - R-rt Bonner, and 

Xour government employees knew of t h i s  plan t o  take over the  

B.C. E l e c t r i c  and Peace*River Power Development Company before 
25 

it w a s  introduced i n  the l eg is la ture .  although' there  had been 
/ 

speculation earlier t h a t  Premier  Bennett would expropriate 

the '  B. C. E lec t r ic .  

One reason Premier Bennett gave f o r  these expropriat ions 
< 

concerned federa l  t ax  concessions. I n  the  l e g i s l a t u r e  on 

August 2 ,  1961, one day a f t e r  the expropriat ions,  Premier  

Bennett' offered t h i s  explar&tion a s  j u s t i f i c a t i o n  f o r  h i s  

ac t ions  : . 

A t  t h e  federa l  provincial  conference of October 15-16, . 
1959, I s t a t e d  B r i t i s h  Columbia's fee l ing  t h a t  the  
income t a x  on p r iva te ly  owned public u t i l i t i e s  should 
e i t h e r  be abalished o r  t h e  province s h l d  get 130% of 
such a tax. I pointed oue t h a t  p r iva te ly  owned 
u t i l i t i e s  operated under regulat ions  s imi la r  t o  those 
governipg Crown-owned publ ic  u t i l i t i  i n  the sake 

' sense t h a t  their rates are cont ro l le  by publ ic  u t i l i t y  
boards. I s t a t e d  fu r the r  t h a t  wiles the Federal 



Government abolished i t s  tax on p r i v a  u t i l i t i e s ,  
Bri t ish Columbia woyld have to take over the B. C, 
Electr ic  in  order to  protect~our  customers,' and tha t  
the responsibili ty for, such action would have to  r e s t  
on the Federal Government,... Again, a t  the conelusion 
of the conference held in Ottawa, l a s t  February 23 and 
24, .I re@rted fu l ly  and plainly t o  this* House on the 
subject- of power corporation taxes, . . And I concluded 
by sayfng, quote: 'I give notice now to  the Federal 
Government ... that  unless we get f a i r  treqgment, w e  
w i l l  have to take ov-he B. C. Electric. ' 

By expropriating B,C. Electric,  the Premier provided the 

province with important collateral  for borrowing money for 

projects required sums of money and th i s  

provided one way to meet those costs. 
/' J M r .  Strachan claimed the government b i  t o  expropriate. 

- 
the cornpahies was a great victory for h i s  party since it had 

been campaigning for public ownership of e lec t r ica l  power 

for years, He said, however, that  the expropriations were - 

not done because of the benefit t h i s  would bring t o  the 

people of Bri t ish Columbia. They were done because of 2 

-.. -G - ---= 
Premier Bennett's "great vendetta with Ottawa and the -* 

-Conservative Party, which he twice t r ied t o  , 

Hchourable Howard Green, the then Secretary of s t a t e  fo-r , x 

External Affairs, stated that  the province of Bri t ish 

Columbia took over the B.C, Electric because the company 

would not buy power from the Peace River Project. This * 
refusal blocked 'the ~ remle r  's plan for  the joinf .development 

28 of the Peace and Columbia Rivers, 



' A :jou-rnalist, i n  reviewing the effect  the expropri- 

ations would have on Premier Bennett's plan for  a two-rivqr 
& 

policy of hydro-el c t r i c  development, commented: t "  
, By refusing the r igh t  to  export, Ottawa caq hamstring 
his gremier Bennett1 s j  plan t o  use our Columbia down- 

$ stream benefits (the value taken i n  cashCor pbwer 
created in  the' U, S ,  from water, stored i n  Canada) to 
build the Peace, But  he also can s t a l l  the Columbia 
by refusing ' to  carry out the treaty between Canada. and 
the U.S, So i t ' s  a clash of w i l l s  with the Premier* 
dictating the terms, By seizing t h e  Peace [project, he ' 
has removed one big objectibn t o  h i s  power integration 
plan ..... He a l s o  challenges the export ban on the 
grounds tmt the Columbia Treaty i t s e l f  ca l l s  for the 

, export, of power, It 's only wmon sense to s e l l  the 
surplus unt i l  the B. C,. m t  re-es it.  hp - a i  . . 

L 
And the more surplus there is to  s e l l  the-more 8%. 
makes out  of i L  Hence two givers instead of one- and 
enough revenue ta finance the multi-million dollar  
outlay. 29 

A main reason tha t  B,C, Electric had refused to  co-operate 
P' 

with the Premier i n i t i a l l y  was the fac t  that.-the Peace project 
f 

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

The B.C, Electr ic  Company also had financial reasons for  

refusing t o  purchase Peace River power since the company had 
f 

made arrangements to supply i ts  needs for  power as  far wead 

as  1973, and the B,C. Electr ic  Company sa id  it would be 

unwise to contract with-the- River Power Developmenk 

Company for large quantities a t  high,er prices than it thought 

justified, 30 , 

In sum, the main reasons for  the creation of BritLsh 

~ o l d i a  Hydro and Power Authority may be viewed i n  the 
ii 

context of the Premiert &> desire to  develop hydro-electric 

power i n  the province. The development of two river  projects 

needed major f i'nQmcing arrangements : . with the sa le  
i 



- 
,-- of -the downstream b e n e f i t s t o t h e  .st- prwi d i n s - -  

a large stam of capital  and with the expropriated B. C. Electr ic  

Company providing col la tera l  for borrowing purposes, the 
- 

two-river project could- begin t o  become a real i ty .  

-Structure and Operation 

The Power Developnent Act was enacted i n  August 1961, The 

Act'Gthorized the transfer of all the conmion shares of the 

British*Columbfa Electr ic  Company Limitzed from the sole share- 

holder Bri t ish Columbia Power Corporation Limited to Her 
. 7  

Ma-j'esty the Queen in r ight  of the Province i;n-exchange for 
- - - - - - - - 

a fixed price. In addition, the existing directors of the 

B.C. Electr ic  Company were replaced by nominees of the govern- 
* 

ment. 31 A complex si tuat ion developed af te r  the takeover of - 
, e 

the B.C. % Electr ic  Company. It included l i t i ga t ion  against 
z. 

the governm&t of ~ r i t i s h  columia and the prohmat ion  of 

a number of orders-in-council and a number of Acts of the 

Bri t ish Columbia legislature before the amalgamation was 

mnf irked, 

In the f i r s t  instance, the p, CicPower Corporation 

commenced action in the Supreme Court of ~ r i t i s h  Columbia 

on November 13, 1961, claiming that  tmPower Development 
i 

Act, 1961 was not within the constitutional power of the 
7 r. 

province of Bri t ish Columbia and tha t  the price paid for tb 

shares was inadequate. While the l i t i ga t ion  was i n  process, 
- % 

& March 29, 1%2, the provineid legislature enac.ted the 



Power Development A c t ,  1961, Amendment A c t  1962 which al tered 

the compensation payable t o  the B;-C. Power ~ & r p o r a t i o n  fo r  f 

its shares, On March 29, 1962, the provincial l eg i s la tu re  

a l so  enacted 'the Br i t i sh  Columbia 

A c t  which purported t o  amalgamate 

Hydro and power ~ u e h o r i t y  

the B.C. .Electr ic  Company 

with the  Br i t i sh  Columbia Power Commission, Section 3 of 

the Act provided, generally, t ha t  the  amalgamated body should 
- - 

be knam a s  Br i t i sh  Columba Hydro and Power Autfiority and 
.* - 

t ha t  i t  had a l l  the  r i gh t s  and was subject t o  all. the deb ts  

Dn July 29,1963, the P-ower Devel'opent A c t ,  the  Amend- 

m e n t  Act, and the Br i t i sh  Columbia Hydro and Power Authority 

Act w e r e  declared invalid by the Supreme Court of Br i t i sh  

Columbia. 

These s t a t u t e s  w e r e ,  therefore, l ega l ly  deemed never 
t o  have existed and the  E lec t r i c  Company D,c. ~ l e c t i i c  
~ornpany2 and the  Conunission @. C. Power ~ o m m i s s i o ~  were 
therefore automatically 'de-amalgamated* a t  law, Hdwever, 
by t h i s  + , t i m e  the a f f a i r s  ahd ':me management were - so 
thoroughly combined t h a t  it was impossible t o  separate 
them and i n  f a c t  they continued to  carry on business 
under the g y e  of Br i t i sh  Columbia Hydro and Power 
Authority, 

.' 
Subsequently, on September 27, 

appeal t o  the Court of Appeal, 

1963, pending preparation for  

the law s u i t  was s e t t l ed  by 

agreement, Tlae conrmon shares of the B.C, E l ec t r i c  Comp.any 

were a c q u i y  from'the B.C. Power Corwratipn by Her Majesty 

the  Queen i n  right of Bkitish Columbia Getroactive t o  cf' 

August 1, 1961, a t  an agreed price,  The purchase was l a t e r  
3 

conf irrned by the Brltlsh . . P n l u r n b i a i  -y L x M  . . 
Acquisition A c t  cm March 20, 1964, 34 



33:' 
-- 

Measures A c t ,  1964 w a s  passed on March 20,' 

3 of t h i s  Act authorized the B,C. Electric 

Company and the B.C. Power Commisskon t o  car ry  on business 

under the  name of B r i t i sh  Columbia Hydro and Power Authority, 
" - 

but  it did not create a new body. * A t  the s&& time, &he 

B r i t i s h  '~olumbia Hydro and Power ~ ~ t b r i t ~  A c t ,  1964 was 

. passed andp i t  came i n t o  e f f e c t  on March 23, 1964. Pursuant 

t o  Section 3 and 6 of this A c t ,  d i r ec to r s  w e r e  appointed by 

order-in-council No. 966 made April  1 7 ,  1964, & ~ d  the Br i t i sh  

Columbia Hydro ~d Power A u t b r  t y  cane i n t o  existence, "The 
- - - - - - - -  

I 

Elec t r i c  Company. @. C. ~ l e c t r i d  and the  Commission (B. C. 

~ower:.~ommissionJ, sometimes each i n  i ts  own name and some- 

t i m e s  under the firm name of Br i t i sh  Columbia Hydro and 

' Power Authority, and the  Authority continued t o  ca r ry  Qn 

bus imss  together unti l  August 20, 1965," 35 In  t h i s  regard, 
> .  

the  l ega l  department of B. C. Hydro has- provided the  following 

i n f o m a t  ion : 

_ On 20 August 1965 Order-in-Council No. 2386 m a d e  twt 
date  under Section 14 of the  Br i t i sh  Columbia Hydro and) 
Power Authority A c t ,  1964, and Section 9 (1) of the 
Power Measures A c t ,  1964, gave approval t o  the  Authority, 
the  Electkic  Company and t h e  Commission t o  amalgamate, 
This t h y  d id  by agreement dated 20 August 1965, 

The Electric Company and the  Commission ceased to exist 
as separate corporations and the Authority is possessed 
of a l l  the* property rights q d  assets and, subjec.ti &o 
t he  Power-Measures A c t ,  1964, i s  liable fo r  a l l  the  
obl igat ions of tbe -1g;unating corporations. The 
E l e c t r i c  Company was dissolved on 23 August 1965,by 
Order-in-Counci.1 No, 2387. The amalgamation was sub- 

g ly  confirmed 'by t h e  Power Measures A c t  of 
- 



f 
The B r i t i s h  Columbia Hydro and Power Authority A c t ,  z 

9 
1964 states t h a t  B.C. kydro i s  an agent of t h e  Crown and ? 

t he  ~ i n i s t e r  of  Finance is  t h e  f i s c a l  agent of the  Authority. 

Under t h i s  A c t ,  thb Lieutenant-Governor i n  Council s h a l l ,  

- among other  things,  *a a d i r e c t o r s  and appoint one 
C 

o r  more of the d i r e c t o r s  t o  the pos i t ion  of chairman o r  

chairmen. -3 7 "The Lieutenant-Governor i n  Council may appoint 

an Executive Management C o d t t e e  of the  Authority t h a t  s h a l l  

be composed of not  more than f i v e  d i rec to r s ,  and t h a t  s h a l l ,  

manage t h e  oper&ons of :$he AuWr-ity. ,,38 The appointment 

of employees may be made by the Authority without regard 

t o  the provisions o e h e  C i v i l  Service A c t .  39 Thisprovis ion  

allows the  Authority more freedom i n  its personnel dealings 

than would be perm$tted t o  government departments which 

c o m e  under the  C i v i l  service Act. 

The B.C. Hydro Act,'1964 sets out  c e r t a i n  requirements 

f o r  f inanc ia l  report ing;  f o r  example, the  Minis ter  of Finance 
3 

may d i r e c t  t h e  Comptroller General of the provilice t o  examine 

and *port to  the  Treasury Board on any o r  a l l  of the  finanu 

cial'" and accounting operations o f  the  Authority, and the 
I 

acconnts are t o  be audited a t  least once a year. The bankers 

and audi tors  of the Authority are to  be appointed by t h e .  

Lieutenant-Governor i n  Council, arid an annual report is t o  t 

be made t o  the  Lieutenant-Governor i n  Council, which i s+Oo 
- 

A 

of the m t h o r i t y  are backed by the province and sinking •’-unds 



ULP -- 
are  p r o V i d e ~ f o r ~ t 3 G ~ e t i r e m e n i  o f  I o x  term debt. The 

b 

B.C. Hyd& Act of 1964 s t a t e s  t ha t  the provihce of Br i t i sh  

Columbia is l i a b l e  should B;C. Hydro defaul t  on payments te 

i t s  creditors.  The i n i t i a l  borrowing ce i l ing  was s e t  a t  

$500 million and each year 's  new issues must be approved by 

the l eg i s la tu re  througli an amendment t o  the 'borrowing ce i l ing .  

42 se t ,  

The mandate set out  i n  the  B. C. Hydro A c t ,  1964, stipu- 

l a t e s ,  in  par t ,  t ha t  B.C. Hydro i s  given the authori ty,  

subject t o  the approval of the Lieutenant-Governor i n  Council 
- - . - - 

t o  generate, manufacture, d i s t r ibu te  and supply power; to  ' 
.I 

43 develop power sites, power projects  and power plants. . 

B. C. Hydro ' s decision making authority is therefore l i m i t  & 
t o  making recommendations t o  ministers with the Lieutenant- 

* 

Governor i n  Council having the formal authori ty t o  approve 

these recommendations. .However, there a r e  areas i n  which 

f-s B.C. Hydro has the  authbri ty t o  ac t  independently, and some 

of these areas w i l l  be discussed la te r .  

Thus, B.C. Hydro functions under the authori ty of an 

Act of the Br i t i sh  Columbia legis lature.  Control and account- - 
a b i l i t y  r e s t s  with the executive. The Cdbinet makes appoint& 

- .  
rnentk t o  ,senior executive positions which in turn are a 

a'ccountable t o  the  government, A chairman, appointed by the 

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

girects .  s e i i o r  personnel; the  directors  a re  appointed by the 

Lieutenant-Governor - i n  Council (the cabinet) ;  the  cabinet 

is responsible to the people of the province o f .Br i t i sh  
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features  of the s t ructure  of B.C. Hydro. 

One of the reasons why government undertakings a re  

organized under the  corporate form of organization instead 

of a government department i s  to give the government under- 

taking9 an independent s ta tus  so they can operate i n  a similar 

way to t h a t  of the private  sector corporation. This feature 

was  discussed i n  Chapter I i n  regard to  federal public 

corporations. Nevertheless, i n  Br i t i sh  Columbia, a s  i n  

other provinces, 'cabinet ministers s i t  on the boards of 

provincial crown corporations. This pract ice is  not followed 

a t  the federal level  t o  ensure appropriate independence from 

goverriment interference. In  the case of B.C. Hydro, legis-  

l a t i on  does not s t ipu la te  t h a t  ministers are t o  be directors  

on the  board. In  pract ice,  however, ministers have . 

consistently s a t  on B. C. Hydro's board of directors.  A t  

present, two of the four d i rec tors  of B.C. Hydro are cabinet 

ministers. 
'i 

The need for  a more independent s ta tus  was one reason 

t h a t  back in 1964 Dr .  Purdy, former president of B.C. Electrbc, 
f 
{was c r i t i c a l  of the s t ructure  of B.C. Hydro. While he s ta ted  
k 
t h a t  B.C. Hydro should remain a public company, he suggested 

that it  should be reorganized at the top and run as  a business 

operation, In  his  view, cabinet ministers should be removed 

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

44 policy objectives, 



On one h a d ,  the f ac t  tha t  ministers sit  on the board . 
might have a cer ta in  degree of merit due t o  the f a c t  t h a t  

they become familiar with the operation of the corporation 

and they a r e  involved i n  the decision making process of the 

corporation, On t h e  other hand, there might be a tendency 

fo r  the other d i rec tors ,  who have expertise i n , c e r t a i n  f i e ld s  

re la ted  tq  energy dis tr ibut ion,  generation, and so fo r th  and- 

who should make decisions based on t h i s  expertise,  t o  defer 

&c i s i~nmking to themin i s  te r s w b o a r e n o t e s s a r i l  y -- 

experts .in the f i e l d  of energy, Also, once these decisions ' 

are  made, the cabinet might not scrut inize these decisions ' 

a s  thoroughly as  it would have had ministers not been on the 

board. 

While an independent s t a tu s  niight be an important feature 

fo r  aFcrown corporation to  have i n  order t o  operate i n  a 

"business-like" fashion, there is  the question of how to  

balance the need fo r  autonomy by the crown corporation on 

the  one hand and the need fo r  direct ion by and accountability 

t o  the  government on the other hand. 

A conf l i c t  of i n t e r e s t  seems to  e x i s t  when the  chairman 

of a crown corporation such as  B.C. Hydro is a l so  the 

director  gf pr ivate  sector corporations, For instance, the 

major debt creating body i n  the  province of Br i t i sh  Columbia 

is  B.C, Hydro, Its chairman, M r .  Bonner, represents an 

organization which is  the major credi tor  o r g a n i z a t ~ o n . ~ ~  M r .  

Bonner i s  a l so  dire'ctor of International Nickel, SCOR 

Reinsurance, Montreal Trust, and J, Henry Schroeder, ~ o n t r e a l  



38 

~ r u s t ' s  p o r t f o l i o , f o r  instance, includes a n.umber of B.C. 

Hydro customers, This r a i s e s  the question a s  t o  whether or  

not a chairman' of a public corporation should hold an outside 
B 

directorship and . i f ,  i n  fac t ,  other Canadian crown owned 

u t i l i t y  companies allow the i r  top executives t o  pursue. out- 

s ide  business in te res t ,  Quebec,, i t  was found, i s  the only 

province i n  h a d a  t h a t  allows i t s  top executives t o  pursue 
I 

outside business i n t e r e s t s  i n  the  same way B.C. Hydro allows 
46 

M r .  Bonner. . 

If a public corporation i s  t o  have an independent s ta tus ,  , 

there is  also the question whether B.C. Hydro should have i t s  

borrowings backed by provincial guarantees and whether t r u s t  

funds should be made available t o  B. C. Hydro. In  i970, both 

M r .  McGeer (Liberal MLA - , Point Grey) and M r .  W i l l i a m s  , 

c, 

( ~ i b e r a l  MLA - Point Grey) spoke,out against  t h i s  practice. 

In  the  l eg i s la tu re  on February 23, 1970, M r . ' W i l l i a m s  said: 

"We have reached the s i tua t ion ,  M r ,  Speaker, where i f  B.C. 

Hydro is  t o  f a i l ,  then the en t i r e  economic s t a b i l i t y  of t h i s  

Province is th rus t  in to  -jeopardy, "47 On the  other hand; an 
0 

argument fo r  the use of provincial guarantees can be made on 

the basis  t h a t  since a Crown corporation has i ts  borrowihgs 

backed by provincial guarantees i t  should be en t i t l ed  t o  
2 

h r r o w  a t  lower r a t e s  of i n t e r e s t  than a re  charged the private  

sector  corporations. The saving on in t e r e s t  can then be 

passed on t o  the  consumer i n  the form of lower rates .  

The manner i n  which the accounts, the spending, and the 

expenses of B.C. Hydro have been exmined has been c r i t i c i z e d a  



-One FEC6iTiTenda t iBT forTlieirriproVemiintXf the-rent - 

system would be t o  have the Public Accounts Committee of 

the House look in to  the  a f f a i r s  of crown corporations and 

examine vouchers and ask questions, 48 On the otl-ier hand, 

suggestion.was made which recommended the creation 0 f . m  

Auditor-General fo r  Br i t i sh  Columbia who reports t o  the 

legis la ture  instead of a Comptroller-General who reports to  

the Minister of Finance, and one duty of fhe Auditor-General ' 

would be t o  investigate crown corporations. 49 pa r t i a l l y  as  
- - -  - - - - - - - - - -- -- - - - - - 

a r e s u l t  of cr i t ic isms and recommendations along these l ines ,  

the Committee on Crown Corporations on the . 

1st of September 1977 to examine B. C. H 5 dro and four other 

crown corporations. ~t the t i m i  the ~ c t  t o  es tabl ish  

the Commkttee on- Crown Corporations was passed, Premier 
- 

Bennett was reported t o  have said that  "pol i t ic ians ,  s ta tes-  

men and c i t izens  i n  a l l  pa r t s  of the country are  wrestling. 

with the problem pf growing big*>overnment, especially those 

par t s  of government t ha t  are  removed from the l eg i s la t ive  

process and the question is how to  make them more account&le 
51 

to  the Legislature and t o  the people. " 

One ac t iv i t y  of B.C. Hydro where accountability could 

a lso  be improved r e l a t e s  t o  the process whereby r a t e s  for  

gas and e l e c t r i c i t y  a re  se t .  A t  the present time, the 
-- 

legis la t ion  is such tha t  B. C, Hydro's board of d i rec tors  has 

Bi f u l l  power t o  s e t  r a t e s  without cdnsultation with the govern- 

5, - 

-- -- -- - 
merit, In practice, however, there have always been cabinet 

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

* 



opportunity fo r  informal consultation between B. C. Hydro and 

the cabinet ministers on the subject of rates .  There seems 

t o  be reason to  believe tha t  B.C. Hydro should be required to 
P 

jus t i fy  ahy r a t e  increases before a public regulatory body. 
. . 

One reason for  having r a t e s  publicly regulated would be t o  
, 

inform the public on the e l e c t r i c i t y  needs of the province. 

In thiq way, the public would know how increased exports, for  

instance, might a f f ec t  the domestic customers. Also, i f  the 

publicly.-% One Opposition c r i t i c  connnented t h a t  he knew of 

no other agency tha t  delivered fundamental social  services 

tha t  was allowed to  increase i ts  r a t e s  to  the public without 

a proper hearing, without having to  jus t i fy  these increases, 

and without allowing the expression of public opposition to  
,- 

prop~sed r a t e  increases. He recommended tha t  the government 

s e t  up a public agency to  conduct hearings which would allow 

for  public objeetion t o  proposed r a t e  increases. 5 4  

Another area where cr i t ic ism has been directed l i e s  with 

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

,'- 
lawyer, Hr. Hunter, pointed out,  for  instance, tha t  the B.C. 

* 

Hydro Act of 1964 gave B.C. Hydro certain,powers of expropri- 

a t ion  which it found unsatisfactory because i t  had t o  keep 

going Co the government for  permission to  carry out the 

smallest de t a i l  of every power project. M r .  Hunter noted 

tha t  " ... i n  1965, Hydro obtained two orders-in-council by -- 
- - - -- - 



whith it can do anything t h a t  was i n  the old s t a tu t e  and the  

,government to ld  Hydro not t o  come near it again. 11 5 5  

The followin'g a re  some. examples of the  broad powers 

under the B. C. Hydro A c t  of 1964, subject t o  the approval 

of the Lieutenant-Governor i n  Council, tha t  were given to  

B.C. Hydro i n  1965. Orders-in-council 2193 and 2385 both 

s t a t e :  "in accordance with and pursuant to  the Br i t i sh  

. Cblumbia Hydro and Power Authority Act, 1964, and a l l  other 
- - - -- - -- -- - -- - - - - - - - -- - 

powers thereunto enabling, approval be given under section 

1 4  (11 of the said Act to Br i t i sh  Columbia Hydro and Power 

Authority.. . . 11 56 
-a 

Order-in-council No. 2385 s t a t e s  tha t  B.C. Hydro has 

the power : 

-to flood and overflow land, purchase, otherwise acquire, 
accumulate and s to re  water, r a i s e  or  lower the level  of 
r ive rs ,  lakes,  streams, and other bodies of water, and 
t o  purchase and otherwise acquire water records and 
water privileges.  56 

Order-in-council No. 2193 s t a t e s  t ha t  B.C. Hydro has the 

power : 

t o  purchase or  otherwise acquire; lease,  maintain, 
develop, replace, a l t e r ,  administer, manage, era te ,  
and dispose of any property' r ea l  o r  personal. s% 
M r ,  Hpnter sa id  tha t  the phrase, " to purchase ox other- 

w i s e  acquire property" actual ly means the expropriation & 

private  property. On the 0th- hand, M r .  Robertson, a B. C. * t 
Hydro o f f i c i a l ,  said tha t  B. C, *Hydro i s  required to  get  

- -- I. 
separate orders-in-counci on three matters - expropfiation, 

pension plans for  employees, and borrowing. '' However, the 



--\ Lpppp 

aboveTeniioned ordFscin-council are s t i l l  in  force, which 

would indicate that  B.C. ~ ~ d ; o  does not necessarily have to  

obtain cabinet approval on< thesd expropriations, According 

to M r .  King (NDP MLA - ~huswap-~gvelstoke) the powers of * 

expropriation of B. C. Hydro need to be controlled. He said: 

"The s ta tute  tha t  gives B.C. Hydro and Power Authority the 

power a rb i t ra r i ly  to seize private property and land i n  t h i s  

province without any public hearing t o  jus t i fy  thei; need 

fdr that particular property is wrong. "6a The B.C. Hydro 

Act, 1964 st ipulates certain procedures tha t  can be taken by 

an individual o r  company whose property is  being expropriated 

by B.C. Hydro and who is dissat i i f ied with the terms of the 

expropriation. For instance, the6e is an appeal procedure. 9& 

While there is an appeal procedure, there would be certain 

costs that  would have to be borne by the individual or 
' c 

company who wished t o  challenge the expropriation of thei r  

property by B, C. Hydr~. ---__ _ 

E Another crit icism of B. Cd Hydro's .operation 

re la tes  to the broad range of functions tNat it performs. An 
@ 

Opposition c r i t i c ,  M r .  Skelly (NDF MLA - Alberni) s tated that  

B.C. Hydro had authority for too many act ivi t ies .  He sug; 
' 1 

gested in  1978 that  B.C. Hydro should only be running 

generation and transmission plants as  instructed by a 

planning authority which is direct ly responsible t o  the t 

people of the province. 6s Similhrly, the ~o"p'i.ttee on Crown 
- -- 

Corporations has also been c r i t i c a l  05 B.C. Hydro's several 



-- - ~tSens.-1n1979~~ommitteeon~r~I.pdr&ens- - 
& 

recommended -the restructuring of B. G. Hydro whereby B. C. Hydro 

would be divided into several autonomok subsidiaries and, if 

this were done, B. C. Hydro would * b e c o m e  a non-operating holding 

company and financial agent. The Committee suggested that each 

management group should have the responsibility of running its 

operatiols without incurring losses and the undesirable cross- 

subsidization which now occurs between B.C. Hydro divisions . 
I - 

could be eliminated. The performance of each functional 
- - - - 

- - - -- -- - - - - 

group could be stipulated in the financial statements of the 
4 

balding company ,- the reconstituted British Columbia ~Gdro 

and Power Authority. The Committee recommended these changes 
ga * 

as a means of strengthening B. C. Hydro, 64 

A summary of this section reveals that the government Is 

policy on the 'supplying of electrical needs of the province 

is to a great exterit entrusted tonits publicly owned utility - 
company, British Columbia Hydro and-Pgwer Authority. As a 

wholly owned governkent entity, B.C. Hydro operates under an 

Act of the British ~olumbia'legislature and orders-in-council. 
d 

This legislation stipulates the manner in which B.C.- is 

to operate. The accountability of B. C. sydro to the public 

is generally taken care of through the requirement that it 

- submit specific reports to the' Lieutenant-Governor in co*ncil6 

In addition to the requirement that B. C. Hydro has to obtain 
1 

approval from the Lieutenant-Governor in Council in order 
& Lam nnaertaK = . . .  

mgs. Control over B. C. ~ydro 

by the government is also exercised through its power to 



appoint - - the - - - directors.  - -- One way in  which B. C. Hydro is - - - - - - -- - 

accountable to  the legis la ture  is through a minister who r\ L -  

presents 

perusal. 

Even 

the annual report t o  the legislature for i t s  

though legislat ion se t s  out certain areas i n  which ) 
B.C. Hydro is t o  be ultimately controlled .and accountable to  . i 
the public, certain features of the legislat ion are cpestiongd 

1 L 
on the basis that the public in teres t  could be bet ter  served 

i f  certain changes were made, 

Subl ic  Interest  . 

One of the reasons given for the expropriation of the 

B.C-..Electric Company and the Peace River Development company 

and their  amal$amati~n with British Columbia Power   oh mission 
t 

to  form the ~ r i t i s h  Columbia Hydro and Power Authority, a 

publicly owned enterprise,  was to benefit  the public. A s  

noted ear l ie r ,  public in te res t  in  th i s  discussion means 

that  the c l ien te le - in te res t  served i s  the in teres ts  of the 
e 

majority o f  the people of British Columbia as opposed to 

individual bT specif ic  group interests.  

The f i r s t  measure t o  be applied i.s the c o s t  ~f~ the 
1 .  

5 -€-- 

service to  the public. _ In  regard to  the exproprhtion of '. 
- _ 

B,C, Electric,  the government a rb i t ra r i ly  s e t  a price of 

$38 per share for  the common shares of Be& ~ l e c t r i c  with 

no r e c o t & ?  t o  the court$ on th i s  amount. ' ,me government' 

paid out $17&.833,052 to  the B; C. Power Corporation as  s 

compmsation fa r  a l l  the common shares of the company. After 
, v 

-. 

C 

, . \ 
f 

?=, 



a lengthy court  b a t t l e ,  t h i s  amount was increased t o  
- -- + - -* 

$197,114,358. On one hand,the stockholders clainied they = + 
-G- 

f 
were R O ~  a d e p a t e l y  compensatel&x the i r  loss  i n  potent ial  

t 

income. " and, on the  other hand', there were c l a i p s  t ha t  the 

stockholders w e r e  overcompensated.63* Therefore, there seems 

t o  be a controversyaover whether o r  not the public received 

. f a i r  value f o r  its payment to  the stockholders. 

In  1962, it was reported tha t  opposition c r i t i c s  argued 
* B  

that the government should not have paid $8,O2O8OOO for  the 

p u r c h a s e o f  BePeace Riv-DszelopmenLCQmpanF.-!z- 
w 

Qqos i t ion  was reported to  have sa id  tha t  the government 

should have l e t  Wenner-Gren9s company defaul t  on i t s  under- 
- 

takings and then the government could take it over a t  cost. 
r? 

~t was argued t h a t  the company would have eventually bechme 

-worthless because the  B.€. Energy Ehard's Report had shown 

t h a t  Peace River pomr developed privately would have been 

f i f t y  per cent' more expensive than Columbia River power. 6 8  

In  1964. *en the t r ea ty  between Canada and the  United 

Sta tes  was r a t i f i  B.C. Hydro became the Canahan en t i t y  

charged with construct "u on and operation of the three  t rea ty  

dams i n  Br i t i sh  b ~ u m b i a . ~ ~  The inquiry by the Committee on 

Crown Corporations i n t o  the Columbia River Treaty Projects 

found i r r egu la r i t i e s  and blunders; for  instance, there w e r e  

inconsistent pla.&.ng procedures and a lack of a careful 

analysis as  t o  the  best  type of contract form t o  use. Some' 

contracts were issued on a cost plus basis  which covered a 

very s m a l l  proportion of the t o t a l  cost  of the pr0jec.t - the 



7- _ T h P ~ t + e ~ a l s o  f omd t h a t ,  unnilaterak, % 

decisions were made by the executive management committee 

i n  one instance and by the chairman i n  anoker .  
32) 

The Cormnittee noted t h a t  during the  hearings which were 

conducted i n  May and -June, 1978 tha t  B. C. Hydro's emphasis 

w a s  almost singularly on the engineering aspect of the 

project. The Committee also expressed concern about the 
* 

present strength.of the f inancial  division and 'the current 

- ro l e  i n  planning and decision &kingt  and it had t h i s  t o  say: 
pp 

It is a l l  too obvious t f ina*quate t inancia1 
planning an8 control e x b t  today,_ i n  consid- - 
erat ion-of  the  enor - e of Hydro projects  and 
the i r  re la ted  cos ts  (e, g, Revelstoke estimated a t  
w i c e  the  cos t  of Mica), the consequence fo r  both 

73 Hydro and the  p r ~ v i n c e  could be severe. _ "  _ - - 

The Committee s ta ted  tha t  a s  of March 31, '978, the t o t a l  

cost  of Duncan, Arrow, and ~ i c a  storage projects  were 24 per 

cent higher than the estimated cost. 72 ~ v e n  though losses 
* e 

might have occurred a from the government's e l ec t r i ca l  develop- 

ment projects ,  these projects  have provided- an abundance of. 

e l e c t r i c i t y  which has been a factor  i n  encouraging industry 

and t h i s  has in  turn helped todevelop the  province4 of 

Br i t i sh  Columbia. 

I n  1961, when the government expropriated B.C. Elec t r ic ,  

the public was promised r a t e  reductions when the  u t i l i t y  
r 

became publicly owned; In  the f i r s t  year.B.C. Hydro intro-  

duced & r a t e  reductions 'and standardized both res ident ia l  
I 

and s m a l l  commercial e l e c t r i c  ra tes  throughout the.province 

and a bulk power rate was introduced fo r  large industries. - * -  



lands and f-ms w a s  put  i n t o  e f f e c t  i n  which B, C. Hydro 

paid a greater- proportion of the  i n i t i a l  cos t  of extension, 73 

The 1963 Annual Report states : "The adoptiond of new 

extension po l i c i e s  and the  introduction.of lower power rates 

a r e  designed to  encourage the development and expansion of 

11 7a indus t ry  i n  B r i t i s h  Columbia, - 

~ l e & r i c  rates f e l l  i n  each of the  next three years;  

however, i n  1 q 7 ,  1970, 1974, 1975, and 1976 the  r a t e s  w e r e  

increased. These increases  w e r e  between 10 and 20 per  cent % 

a n d  the l a rge  users  had hikes . i n  excess of 50 per cent  
& 

between 1974 and 1976. 74 Although i n f l a t i o n  might have 

been a fac to r  &n t h e  need f o r  a n  increase i n  the rates i n  
4 

C 
1967, it 5s i n t e r e s t i n g  t o  note t h a t  on February 27, 1963, - .  b 

1 

Premier Bennett had predicted a $5,000,000 reduction i n  

power rates f o r  the  next t en  yearsV74 which would bring the 

first increase i n  rates no e a r l i e r  than 1973 , ins tead of 

1967, The rates have been s t e a d i l y  increasing s ince  1967, 
P 

with the  two latest increases  occurring i n  the f a l l  of 1979 

1 and the  spring of 1980. 

A comparison 'of rates- is  d i f f i c u l t  t o  undertake due t o  - 
such fac to r s  as t e r r a i n ,  dis tances ,  and concentration of  

population i n  addi t ion t o  t h e  type'of e l e c t r i c a l  generation - 
water,, gas, o r  coal.  The majority of electric u t i l i t y  

companies i n  ~ a n a d a  are publ ic ly  owned; however. t he re  are 
* 

two pr iva te ly  owne-d u t i l i t y  companies in Alberta t o  which a 

comparison can be made i n  r-d :.only to ra t e s .  It was found 



tbt i n  these cases i n  1979 B.C. Uydrots r a t e s  compared 
I ,  

t a v O r a b 5 t h t h e T E F  pr  iva teUt11 i ty  and the  o t h e r p r  lvate  ** 7 

. C 
! - 

u t i l i t y  had a higher r a t e  s t ructure  than t h a t  of B.C. . 

773 
Hydro. 

- 

When a cordparison i s  made between the service t h a t  was 

offeied prio t o  the  establishment of B.C. Hydro and what 

is,. now offerbd, it was revealed tha t  B. C .  E lec t r i c  mainly 
4 

serviced the fiigher density'population at4as of B r i t i s h  

Columbia where it would be cheaper t o  service than remate 
4 

areas Ghereas B.C. Hydro was required t o  service the majority 

of areas i n  Br i t i sh  Columbia. The provincial government does, 

however, make an annual grant  t o  B. C. Hydro t o  provide 

f inancia l  assistance f o r  the  e lec t r i f i ca t ion  of ru ra l  areas 

i n  Br i t i sh  Columbia. Even today, there are  a few areas 

serviced by pr ivate  e l e c t r i c  companies; however, B.C. Hydro 

provides services t o  more than 90 per cent of the population 

of Br i t i sh  Columbia. 7sa A t  the time B.C. Hydro was established 

r a t e s  were not standardized throughout the province. With 

the exception of a few remote areas!, r a t e s  are  now standard- 

rn ized throughout the province. 
9 

The r a t e  s t ructure  of B, C. Hydro came under cr i t ic ism 
3 

i n  1978 from M r .  King when he argued tha t  the,rate  s t ructure  

was set up i n  a way a s  to discriminate against  domestic 

users. A s  he stated: 

- Any cursory examination of the r a t e  s t ructure demonstrates 
t h a t  the  large  block users of e l ec t r i ca l  enkgy  i n  t h i s  
province are  receiving t h e i r  huge chunks of power a t .  

1 -  , M -=AY# 7 . -  i 7  
L1 

consumer of e l ec t r i ca l  energy is paying a f a r  h i  her r a t e  
%e f o r  the small proportion of energy t h a t  he uses. 



Therefore, the opposition c r i t i c  concluded tha t  the r a t e  - - - - - - -- - - - - - - - - - - - . A 

s t ructure  encouraged the demand for  increased generating .- 

capacity and the  public was ultimately held responsible for  
3 t 

the intensive cap i ta l  investment t o  produce tha t  increased 

generating capacity which i s  largely created by the large  

block energy users. 
m 

A r a t e  increase and a new r a t e  

s t ructure  came i n to  e f f ec t  on April I., 1980, which is 

designed t o  encourage the conservation of energy since the 

increase a f f ec t s  customers i n  proportion t o  their use of ' 

8 

t i a l  custqmets ranges-from 1.7 per cent t o  9.6 per cent,  a l 
small percentage of general customers w i l l  pay up to  19 per 

- cent more, and some big indust r ia l  customers w i l l  pay 22 per 

cent more. 

The view t h a t  B. C. Hydra was 

output more than was required to  

province of Br i t i sh  ~01;unbia and 

expanding i ts  e l ec t r i ca l  

meet the energy needs of the 

the view t h a t  t h i s  pract ice 

was not i n  the public i n t e r e s t  was expressed by an' Opposition 

MLA when he sa id  t h a t  B. C. Hydro: 

i s  r e a l l y  i n  the business of generating e l ec t r i ca l  
energy in the province, building transmiss ion 1 ines 
t o  deliver it, while at the  same time controll ing the 
volume of t he i r  sale.  Now i f  you r e l a t e  t h a t  t o  any 
other enterprise,private  or  public, one can readi ly  
see t h a t  such an authority o r  power del ivers  t o  t ha t  
corporation the a b i l i t y  t o  build t he i r  own empire, to  
estimate energy need re la ted  t o  a se l f - fu l f i l l ing  
prophecy and ehe des i re  fo r  t he i r  own empire buildin 
ra ther  than paying at tent ion t o  the  public in teres t .  8 4  

In  regard t o  the i ssue  of the-expansion of the e l ec t r i ca l  

output beyond the  energy needsof the province of Br i t i sh  



. 
. Columbia, there  a r e  ce r t a in  ' factors t o  take i n t o  consid- 

erat ion.  For instance,  more than 95 per cent  of, the 

e l e c t r i c i t y  generated by B. ~ . f%ydro  is hydroelectr ic ,  and 
b - 

t h i s  depends upon the  .water l e v e l  which tends t o  vary. B. C. 

~ ~ d r o ' s  plans a r e  based upon low water years: however, i n  

high water years there  w i l l  be a occurs on an 

average o f  nine .out of ten years. f o r  example, 

argues t h a t  i t  i s  Qetter t o  have an ove supply than an f' - 
under supply of e l e c t r i c a l  energy. AnJu er suppLy bf 4 
t h i s  w ~ u l d  tend t o  discourage i n d u s t r i a l  

the  other hand, the  ex t ra  c o s t  t o  provide an over supply 

i s  minimal and the surplus energy can be sold t o  other  

provinces' of Canada and t h e  United S ta te s  f o r  a considerable 

p r o f i t  which should ul t imately benef i t  the  consumer through 

-- - reduced ra t e s .  --  

-- - 

The f a c t  t h a t  the  long tern debt of B, C. Hydro i s  so 

high &d the f a c t  t h a t  the province of B r i t i s h  Columbia 

guarantees t h i s  debt ak-e areas  t h a t  need t o  be examined. 

Since 1963 there  has been an increase i n  the long term debt 

from $663 mil l ion t o  a cei1ing"of $5.65 b i l l i o n  i n  1 9 7 9 . ~ ~  

Over the years each government has, increased the  borrowing 

limit f o r  B.C. Hydro. With t h i s  increased long term debt 

follows an increase i n  servicing t h i s  debt i n  the  form of 

i n t e r e s t  charges. The Balance Sheet of  B.C, Hydro a t  

March 31, 1963, showed i n t e r e s t  accrued on long t e r m  debt,  

p a r i t y  development bonds and notes payable a t  $10.4 mil l ion 



$286.1 mi l l ion ,  
w 

B,C. Hydro is now being forced t o  r e l y  

upon both p r i v a t e  placement and publ ic  i s s u e  , i n  Canada and 
0 

the  United S t a t e s ,  ~ n t e r n a l l y  generated 'funds have been 
JI 

providing an inc reas ing ly  smaller percentage of t he  

Authority! s capital requirements, m ,  

On the  one hand, there seems to  be reason t o  quest ion 

the  r a t i o n a l e  behind t h e  increase  i n  the  s i z e  o f  t h e  debt  

and t h e  increase  i n  t h e  c o s t  of  s e rv i c ings ' t h i s  debt. On . 
- - - - - - - - - - --- -- -- 

t h e  o t h e r  hand, it is n o t e d  t h a t  B. C, Hydro i s  c u r r e n t l y  

able t o  f inance i t s  opera t ions  and i n t e r e s t  paymdnts o u t  

of revenue and it is  only  t h e  l a r g e  c a p i t a l  expenditures 

on dams t h a t  have neces s i t a t ed  the  borrowings, 89 

Arguments have been made aga ins t  t he  use  of p rov inc ia l  

guarantees t o  B, C, Hydro on the  b a s i s  t h a t  (1)  should B,C, 

Hydro d e f a u l t  on i t s  payments t he  province of B r i t i s h  Columbia 

w i l l  be liable f o r  t he  deb t  and ( 2 )  B.C. Hydro should be 

required t o  borrow i n  t h e  same manner as p r i v a t e  s e c t o r  

companies, These arguments are countered by the  arguments 

t h a t  (1) B.T. Hydro is  no more vulnerable  t o  t h e  f l uc tua t ions  

i n  t h e  economy than any o t h e r  business and (2 )  i f  B. C. Hydro 

can borrow money a t  a s l i g h t l y  lower rate of i n t e r e s t  because 

of  - provinc ia l  guarantees ,  wlrich cost t h e  province nothing un- 
- 

Iess B,C. Hydro d e f a u l t s  on i t s  obl igat ions , ' then t h e  

consumers of  e l e c t r i c i t y  w i l l  u l t imate ly  bene f i t  from s l i g h t l y  

rcrLes crs d L e s n i L  or me sav -. . - .. i ng  on i n t e r e s t  r a t e s .  



structure 

Authosi ty  

and operation 

in  an attempt 

exwined the creation and the 
I 

of Bri t ish Columbia Hydro and Power 

t o  determine how the public i n t e r e s t  * 

is served. 

It was found that  one of the main reasons f o r  the 

government ' s actions in expropriating two privately owned 

corporations and 

Power ~ u t  horiE$$, 
i * 

amalgamating them with a public commission 

corporation,. Bri t ish Columbia Hydro and ' 

was t o  develop the  province and this develop- 

ment-would thus provide hydro-electric service t o  a greater  

number of people in  Br i t i sh  Columbia. The refusal  by the 

B.C. Power Commission and the B.C. E lec t r ic  t o  buy hydco- 

e l e c t r i c  power from the Peace River Project hindered the 

g~vernment's plans fo r  the development of the province. The 

placing of B. C. ~ l e c t r i c  under government ownership resulted 

i n  the saving of a large sum of money which previously had 

been payable t o  the federal government by the privately 

owned B.C. E lec t r ic  and was not payable by a publicly owned 

utility. The expropriations and amalgamation resulted i n  

the consolidation of the services,  the d is t r ibut ion,  and 

the generation of hydro-electric power i n  Br i t i sh  Colurpbia 

t o  basical ly one en t i ty ,  the publicly owned Br i t i sh  Columbia 

Hydro and Power ~ u t h o r i t ~ .  1. As a r e su l t ,  the government could 

d i r ec t  the purchase of hydro e l e c t r i c  power by B.C. Hydro 

from e i ther  the Peace or the Columbia. Consequently, the 

government's policy for  the development of the province - 



a r e  concerned, 

The s t r u c t u r e  of  B.C. Hydro was examined and it was found 

t h a t  any changes t h a t  might be necessary i n  o rder  t o  make 
e 

B. C. Hydro more accountable tb the  publ ic  and b e t t e r  serve  

I t h e  publ ic  i n t e r e s t  can be implemented b y  t h e  government. 

I n  t he5  f i n a l  ana lys i s ,  B r i t i s h  Columbia Hydro and Power 

Authori ty i s  a c r e a t u r e  of t h e  government and it is  sub jec t  

t o  t h e  government's d i r e c t i v e s  and policy.  Some of  t he  areas 

se rve  the  pubf ic  i n t e r e s t  better- include t h e  c r e a t i o n  of 

a Publ ic  U t i l i t i e s  Commission, f o r  example, s i n c e  t h i s  

Commission c o k d  be charged wi th  the  r e s p o n s i b i l i t y  of  

examining the  rate s t r u c t u r e  and the encouragement o f  publ ic  

p a r t i c i p a t i o n  i n t o  t h e  decision-making process of determining 

rates, It w a s  repor ted  t h a t  l e g i s l a t i o n  would be introduced 

which would r e v i t a l i z e  t he  B. C. U t i l i t i e s  Commission and 

one of  i t s  funct ions  would be t o  r egu la t e  e l e c t r i c ' i t y  rates. 

Therefore, t h e  s i t u a t i o n  i n  which B. C. Hydro does no t  have 

t o  j u s t i f y  rate increases  might c o m e  under s c r u t i n y  if and 

when t h i s  l e g i s l a t i o n  is enacted and t h e  Commission is 

i n  operation', 

It was mentioned e a r l i e r  t h a t  min i s t e r s  are on t h e  board 

of  directors and t h i s  p r a c t i c e  seems to  reduce t h e  publ ic  

and l e g i s l a t i v e  s c r u t i n y  of  B.C, Hydro's opera t ions  s ince ,  
t 
t fn 

t-1 
- 

ques t ion  t h e  dec i s ions  made by B,C, Hydro because min i s t e r s  



. a r e  on the board. Also, one of the reasons why a government - 

/ 

uses the corporate form rather  than the departmental form 

of  organization i s  t o  give the corporation more autonomy than 

i s  given t o  a government department; therefore,  the pract ice 

of having ministers si t  on the board of d i rec tors  of B.C, 

Hydro reduces the autqnomy of B. C. Hydro to  function i n  the 

way a crown corporation was or ig inal ly  designed to  operate. 

With respect t o  the services provided t o  the public by 
- - - -- - -- - - -- - - - - -- - - - - - -- - 

B.C. Hydro, the public i n t e r e s t  is  served i n  a number of 

ways. Several cr i t ic isms of both B.C. Hydro and the 
- 

governmeht-'s relat ionship t o  the corporation have been noted. 

It would seem tha t  there are areas i n  which B.C. Hydro and 

the eou&d improve the way i n  which the corpbration 

serves the needs of the people of Br i t i sh  Columbia, To a 
i: 

large extent,  however, the province of Br i t i sh  Columbia's. 

e l e c t r i c i t y  needs have been supplied by 'B. C. Hydro. In t h i s  

respect, B-C. Hydro supplies the e l e c t r i c i t y  needs of the 

majority of the people of the province and B.C. Hydro has 

been instrumental i n  standardizing r a t e s  throughout most of 
b 

the province. - In addition, the ava i lab i l i ty  of e l e c t r i c i t y  
P, 

has %en one factor  which has contributed t o  the development 

of the province. - 

While' t h i s  chapter examined a public u t i l i t y  company, the 

next chapter is concerned with a publicly owned insurance 
- ' \ 
-- 

company, the Insurance C o w r a t i o n  0 - m i t i s h  Columbia. . 
f 
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INSURANCE CORPORATION OF BRITISH COLUMBIA 

CASE STUDY 

This chapter examines the creation and structure of a 

publicly owned insurance company, the Insurapce Corporation 

of British Columbia, in  an atkempk t o  evaluate the manner 

i n  which it serves the public interest.  In t h i s  context, 
v 

* 
L- 

the three central issues and the questions raised i n  - 
C 

chapte;;-'l w i l l  be addressed. 
- - - - - - 

I n  1972, ' the Social 'credit  Government headed by Premier 

W.A.C. Bennett w a j  defeated by the New Democratic Party. 

The new Government under the leadership of Premier Barrett 

supported public ownership on a selective basis. One of 

the areas i n  which thig Government extended public 'control 

was i n  the area of automobile insurance. The ~ngurance 

Corporation of B r i t i s h  Columbia was established i n  1973 
.cL 

following several years of review of the insurance industry 

. i n  the province. . .  

Historv and Rationale Behind the Formation 

of British Columbia was 
V 

. . The ~nsurance Corporation 

established i n  973-- to operate as a-government owned 
~. 

insurance company, ' Government 
1 

owned insurance*companies 

a t  t h i s  time existed in  only two other provinces - Manitoba 

S a s k a t c h e w m ~  The  aska at chew an government created a 

company when it formed the publicly owned insurance 



-- 
--- 

~ a S k X c h e w p  ~overnment-1Kurance Office in 1946. This was - 
I 

. 
the fulfillment of an election phmise of the Co-operative 

Commonwealt% Federation (CCF) ~overnmept headed by Premier 
9 4 

Douglas. Similarly, the New Democratic Government of 

owned insurance company in 

1970. 
5' 

The history behind the formation of the Insurance 

~orporation of British Columbia (ICBC) in 1973 is basically 

. e 

related-to the history of the automobile insurance industrv + 

in British Columbia. Although there were more than 180~- ! 
- - - - - - - j 

different automobile insurEmce companies doing business in li 

? 

British Columbia in 1972, they were not competitive; their 

rhtes Gere almost identical. 

In 1966 the Social Credit Government established a 

Royal Commission_on ~uhmobile Insurance to investigate 

the automobile insurance industry, The report which was 
+ 

published in'1968 provided a lengthy and exhaustive study 

of autonkbileinsurance 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 

insurance was sold was standardized over almost 80 per cent 
" 

af the market, The Commission said: "In the opinion of the 

commissioners, thmugh creation of the -Insurance Bureau of 

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



concentration of groups kct ing i n  concert. "5 The Commission 

.also s t a t e d  t h a t :  

' Uniformity i n  p r i ce  appeared vety much more pronounced 
than wag the  case p r i o r  o the  formation of the  Insurance 
Bureau of Canada, a s  man companies which formerly 
appeared 60 exercise  some independent judgment on r a t e s  

5 ceased t o  do so. This i s  not to 'say t h a t  t h e  nominal 
deviation i n  r a t e s  between I. I. C. LIndependent Insurance 
conference3 and t h e  c,'u. A. Lcanadian U n d e m i t e r s  ' 
Association3 , fo r  example, o r  of l a r g e r  independents 
is t o  be taken a s  a desirable  l eve l  of ~ o n l p e t i t i o n . ~  

- 
In  addit ion t o  being non-competitive, the  automobile 

i 
t 

insurance was a l s o  .found by the Commission t o  be detrimental 

-- 'l .I.,. . . 
LO L ~ ~ P U O L I C  ~ n c e r e s t  rollowing ways : (1) 

" - -  
Z accident 

insurance was payable on a fault basis, (2)' insurance coverage 

was on the motor vehic le  r a the r  than on the dr iver ,  ( 3 )  no 

guarantee of compensation t o  passengers i n  a motor vehicle,  

b i c y c l i s t s ,  and pedestrians i n  the case of an ahtomobile 
w 

accident,  (4 )  no compulsory automobile insurance, and (5)  an 

automobile insurance poxicy could be cancelled. Besides 

recommending the  correct ion of the  above def ic iencies  , the 

Commission recommended t h a t  a l icence to dr ive  be contihgent 

upon4the purchase o h a  basic automobile insurance pol-icy. 7 

The Commisqion a l s o  recommended t h a t  i f  t he  insurance industry 

would not p a r t i c i p a t e  i n  tbe of fer ing  t o  the publ ic  a f  the  

2 new types of contracts  t h a t  -it had recommended and under the  
t 

conditions which it proposed that the  government of B r i t i s h  

Columbia should take over the  so le  ' s e l l i n g  ~f a l l  automobile 

insurance i n  B r i t i s h  Columbia. 8 

'dations .when it made motor vehicle l i a b i l i t y  insurance 

7 1 



marke t. 9 Many motor is ts  w e r e  discriminated aqa ins t  , forcing 

them t o  r e s o r t  to a s p e ~ i a l  and more c o s t l y  f a c i l i t y  f o r  

obta ining insurance, I f  they could n o t  ob ta in  insurance f o r  

c e r t a i n  reasons., the m o t o r i s - t  could gamble and d r ive  without 

insurance, This r e su l t ed  i n  thousands of motor i s t s  on the 
I 

roads without insurance w h i c h  exposed innocent c i t i z e n s  t o  

the r i s k  of d i r e  f inanc ia l  loss .  10 
* 

Compulsory automobile insurance had been an NDP pol icy  
-- 

s i n c e  1962 and a universal  non-profit government automobile 

insurance scheme had-been a pol icy  of the B r i t i s h  Columbia 

NDP from 1966. l -  Publ ic  ownership of c e t t a i n  areas of the  

insurance indus t ry  had even been considered se r ious ly  by the 

Social  Credi t  Pa r ty  p r i o r  t o  the  e l e c t i o n  of the New 

Democratic Par ty  in  1972. For ins tance,  i n  1970 the Social  

C r d i t  convention approved a reso lu t ion  urging the establish- 

ment of a crown corporation t o  provide l i fe  insurance, 12 

and at its convention the following year it was reported t h a t  

"rank and f i l e  B,C, Socia l  Credj tors  came c l o s e  t o  demanding 

a government run car insurance scheme bu t  backed o f f  after 

Attorney-General Les Peterson appealed t o  t h e m  f o r  moke t i m e  

t o  study the i ssue,  ~owev&, when the  b i l l  t o  establish 

the Insurance Curporation of B r i t i s h  Columbia came before 

the legislature, the Social  Credi t  MLAs voted against t h e  

b i l l ,  14 

The insurance companies and many other groups as well 
d 

as some individuals were opposed t o  the establishment of a 



-- - - - - -- - g ~ v e i ~ ~ ~ ~ ~ m p a n y .  m . ~ a n u a r y  - 

1972, M r .  Gardom (Liberal  MLA - Point Grey) o f f e r e d ' h i s  

reasons f o r  prefer r ing  p r iva te  sector  insurance companies 

when he said:  
- I  

I favour ... very much pr iva te  c a r r i e r s  over the  
publ ic  because I be l ieve  i n  f r e e  competitive enter-  
prise, B u t ' i t ' s  go t  t o  be free and i t ' s  got  t o  be 
competing, and i t ' s  got  to be enterpr i s ing  ,,.. This 
s i t u a t i o n  t h a t  we have here, the  s i t u a t i o n  that has 
shown i t s e l f  j u s t  l i k e  a sore  i n  t h e  business world 
i n  so  far as t h e  insurance industry is concerned, i s  
t h a t  i t  is  not doing that .  What we d e f i n i t e l y  need . , . 
is less government, not  more government.. , . What we 

The Honourable A 
This Legis la t ive  A 

M r .  Garddm a l s o  expressed concern t h a t  i f  the  government took 

over automobile insurance it might be j u s t  a stepping stone 

f o r  fu r the r  penetrat ion i n t o  other  areas of insurance. In  

addi t ion,  he was concerned t h a t  an eventual government I 
I 
I 
i 

monopoly on insurance would deny people employment i n  the 
- E - - - - -  - 

- - - 

insurance f i e l d  outszde t h e  government, and he f e l t  t h i s  
/7 - 

would be a re t rogress ive  s tep,  H e  questioned the  NDP ' s  f 

I 

t r u s t  i n  t h e  Social  Credi t  Government t o  bring i n  and run 

government insurance, 16 

On the same da te  t h a t  M r .  Gardom argued aga ins t  govern- 3 

ment owned insurance, M r .  Strachan (NDP MLA - Cowichan- i 

- .  

M a l a h a t )  argued t h a t  monopoly doesn' t  belong in,privat;e - -. 
hands. l7 M r .  Hartley (NDP MLA - Yale-Lillooet) pointed out  

, 

that such a l a rge  number of insurance companies each with 



-- 

7 66 

- - - - - p o ~ ~ ~ ~ o T o r t n c o u l d  not help but -be an inerf icient 

industry. He recomended a government insurance company 

similar to that operated in the ,province of  aska at chew an 

which had benefitted the people of that province by reduced 

rates; increased cove;age, and the money from the insurance 
- 3 

company was invested in szkkatchewan and not invested'in 

18 other parts of the world, 

When the bill to create ICBC was being discussed in " 

the legislature on March 5, 1973, the Government pointed 

out that even though the Liberals had been in power in 
- -- - - 

Saskatchewan for eight years and md the" opportunity to 

dismantle the government insurance company they had not \ 
,for it was providing a service for the people of Saskatchewan 

that the public wanted and needed. l9 The Minister of Highways, 

Mr. Strachan, recounted that the Liberal minister in charge 

--- - - --d- &he Saskatchewan government automobile insurance whenp 7 

asked for his comments about automobile insurance had replied 

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 

f private enterprise but I can't ignore this fact. I 
would suggest to the auto insurance. industry that in 
their continuvd attack on the Saskatchewan plan they 
are taking the wrong approach. They are simply not on 
valid ground in their criticism of the Act and its 
administration. 29 

The . rationale behind the formation 06 the Insurance 

abuses of the private automobile insurance industry and to 



Even though it was argued t h a t  the private  sector insurance 

industry could be brought t o  task by the government, the  

government had not, pr io r  t o  1972, corrected the major abuses 

by the industry t h a t  were recommended by the Royal Comission 

on Automobile Insurance. The New Democratic Party argued the 

merits of g o v e m n t  owned automobile insurance on the  basis  

of the successful operation of :he government owned insurance 

company i n  Saskatchewan. 
pp pp - -- - - 

S&rw&ure =dl Ope~&&* - 

The Insurance corporation of Br i t i sh  Columbia was 

incorporated as a Crown corporation under the Insurance 

Corporation of Br i t i sh  Colu@ia Act, 1973, 'and it was 

assented to on April 18, 1973. Under t h i s  Act, the Insurance 

Corporation of Br i t i sh  Columbia became a n  agent of Her 

Majesty in r i gh t  of the Province, 2 1  

According t o  the ICBC Act, 1973, "The minister sha l l  

be the president and cbaiman of the board of the corpora- 

t ion, n22 Between 1973 and 1978 a minister was both president 

and chairman of the board of ICBC. This s t ipula t ion  was 

changed by t T e  Government i n  1977 to read: "The Lieutenant- 

Goy- in Council shall designate one of the di rec tors  as 
1 A 

presidenkand chairman of the board. u23 Even though the A c t  

e . 
speci f ies  one director  as both president and chairman of the 

a w i n t e d  - one as president of the corporation and one as 



chairman of the board of - the corporation, Effective March 1, 
- p-p -- - p---- - -- -- - 

1978, the ~ieutenant-Governor in cdycil appointed Mr. Gillen 

as Chairman of the Board of the Insurance corporation of 

British Columbia and Mr. Sherrell as its President. 24 

. The Civil Service Act does no t apply to the off i cers and 

empldyees of the corporation,25 and the Companies Act does 

not apply to the corporation except where stipulated in the 

Act; however, ,the cabinet may, by order, instruct that the 

Companies Act or any portion to apply to the corporation. 26 - 
- - - - -- - - - - - - - 

% 
- - - -- - - 

TEe -mandate given to the Insur~cZT5Fj$oration of 

British CoIumbZa under the Insurance Corporation of British 

columbia Act, 1473, includes, among other stipulations, that 

it is the function of the corporation'and it has the power 

and capacity: 

(a) subject to tk approval of the Lieutenant-Governor 
in Council to engage in and carry on, both within 
and wibhcmt the Province, the business of insurance 
and reinsurance in all its classes t 27  

By the terms of the Automobile Insurance Act, Section 8, 

the Insurance Corporation of British Columbia becarae the sole 

28 insurer of aut&mbiles, 

Other powers of the corporation include t b  ability to 

undertdke medical rehabilitation and research programs, 29 

T h i s  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 - er or tenant or otwm se, or to take option - 
for its own use and benefit, real property.*,, %Ion 0 

> 



Certain areas of f inancial  accountability are iyent i f  ied 

A 

9 

i n  the ICBC Act, 1973,' For example, the minister responsible 

fo r  the Insurance Corporation of Br i t i sh  Columbia i g  required 

t o  present an annual report  of i t s  operations and a f inancial  
F 

statement. 31 In  1974, section 18 was -expanded t o  include 

the s t ipula t ion  tha t  the corporation is to f i l e  with the 

Superintendent of Insurance each year an annual report ,  and 

the  Comptroller-General i s  given the authori ty t o  inspect 
. . 

- the records whenever he cons i d e r ~ k m s - e s s a ~ ~ h e  MUUS t~1- 

of Finance is  - given pf?qission t o  i n s t ruc t  t he  Comptroller- 

General t o  examine and report  t o  the Treasury Board on the 

f inancial  o r  accounting operations of the corporation, 32 

If the corporation accumulates a surplus of fupds, the 
b 

cabinet may pass an order appropriating th i s  money i n  amounts 
r; 

equal t o  what it would have paid in'corporate income taxes or  

additional amounts, provided tha t  the re ta ins  a 

working cap i ta l  of $10 mi l l ion  o r  reserves equal t o  125 per 

cent of l i a b i l i t i e s ,  whichever is greater. 33 I f ,  on the 

other hand, l iabilities exceed assets ,  the cabinet may 

d i r ec t  t h a t  there be paid t o  the  corporation out of the 

Consolidated Revenue Fund e i t he r  the amount o r  estimated % -  . c 

amount of such excess. 3* In  other words, the government 

w i l l  be enabled to subsidize the corporation i f  i t  is in a 

d e f i c i t  posit ion from current revenues o r  revenue surplus 

funds* 35 



- - - - -- - - 

The corporation's reserves may Qe invested i n  secur i t i e s  
Zr 

permitted by the Insurance Act o r  i n  investment approved by 

the cabinet. 36 The corporation w i l l -  pay a l l  provincial 

. taxes except corporate income tax. By cabinet order, the * 

government can d i r ec t  t& company t o  pay grants t o  munici- 

p a l i t i e s  i n  l i e u  of taxes. 37 By subsequent approval of 
d 

the cabinet, the corparation has the peer to  borrow on the 

open market, f ran  the government, o r  by bank overdraft  
3 8- 

subject to  provincial guarantees, and it has the power t o  

- ntur  4 3 8  , -- 

By- regulation, under the Automobile Insurance A c t  '(A=) , 
- 42. 

the plan of autbmobile insurance i s  administered a s  a' Fund; 
"L. 

The annual reports  of the Insurance Corporation of Br i t i sh  

Columbia s t a t e  t ha t :  

The A I A  Fund is by leg i s la t ion  a separate en t i t y  fo r  
f inancial  accounting purposes, A statement showing 

- the r e s u l t s  of the operation df the Fund is  included 
with the f inancia l  statements of ICBC and the  balance 
of the Fund, which represents %its accumulated net  . . 

operating posit ion, is ref lected i n  , the balance sheet 
of ICBC. The Fund consists of the revenB.s and 
expnses  a t t r ibu tab le  t~ the A I A  Fund operations. 
A 1 1  assets and l i a b i l i t i e s  are  held by I C E .  39 

The determination of r a t e  s t ructure  f o r  ICBC is set 
- 

i n  the following way: E h e  actuar ia l  department of ICBC 

i n i t i a l l y  gathers together a l l  the 'da ta  t h a t  r e l a t e s  t o L  

rates and it projects r a t e s  fo r  the next year.  The actuar ia l  

department reeom~lends the  rate s t ructure  t o  management and 

managemen<sends t h i s  r a t e  s t ructure to the  board of d i rec tors  

11 . z&&J&QL . .  
insurance ($lOQ.OOO. 00) must be approved by the cabinet. 



al l  other insurance rates of,the Insurance Corporation of , 

Brit ish Columbia are set by the corporation. 40 

On occasion, charges hive been m d e  of p o l i t i c a l  inter- 

ference in to  the affairs of the Insurance Corporation of 
" 

Brit ish Columbia. In 1978, the president of the Insurance 

Corporation of33rit ish Columbia, Mr, Sherrel l ,  tried to 

prevent direct interventipn by MLAs into  the operation of 

I C E ,  Howver, when Mr. flterrell appeared before the 

l eg i s la ture ' s  Committee on Crown Corporations, he was 

attacked by three g&esn&nt MUIs and Liberal Leader Gordon 

Gibson for refusing to talk to MLAs on the telephone about 
* 

problems ,brought to them by consituents. On the other hand, 

Mr.. Cocke . (PTDP MIA - New westminster) defended Mr. Sherrell ' s 

position that- should take any complaints to the cabinet 

minister responsible for ICBC and not d irect ly  to M r .  

~ h e r r e l l ,  41 

There is reason to believe that a crown corporation may 

be used by politicians, to s b u l d e r  the blame for unpopulkr 

p o l i c i e s  of tfr; government, Ln many instances the good ,news 

of W Insurance Corporation of British Columbia is  announced 

by the minister while the bed news ,is announced by an I C E  

o f f ic ia l ,  For instance, W ,  Stxachan, the minister respon- 

sible for I&, announced on October 1 5 ,  1974 that motorists 

w u l d  pay leas for tbir 1975-1976 atttolaobile insurance. 42 
.. 

Later. on July 14. 1975, Mr: Strachan warned the public of 
* 



% 
an increase,  bu t  he did not  say how much. 43 On t h e  o ther  

hand, dn ~ c t d b e r  11, 1975, the Insurance 'corporation of ) 
5 - 

B r i t i s h  Columbia's vice-president and general manager was 

the  person who announced the  amount o f  the  increase. 
44 

* & 

A change i n  qovernment from NDP t o  Social  ~ r e d i t ' d i d  
- 

'not  a l t e r  t h e  manner in  whieh the  anno'uncements were made 

concerning ICBC, During the e lec t ion  campaign of  1975, Mr. 

Bennett, Leader of the  Social Credit  Party,  promised t h a t  if 

t h e  Social  Credi t  Par ty  became the  government, thePIn'surance 

t, 
l i k e  basis w i t h  no ~ u b s i d i & . ' ~ '  )rf ter t h e  e l ec t ion  of 

D e c e m b e r  11, 1975, the  neb Social Credi t  Government made . . 
I --- 

a decision t o  requi re  ICBC t o  operate op a'break-even basis. 

A f t e r  this decision was made, it was reported that. M r .  McGeer, - 
the president  and minis ter  responsible f o r  I ~ B C ,  i n s i s t e d - t h a t  . 
ICBC would be l e f t  alone t o  operate a s  a business and t o  set 

. rates on a c t u a r i a l  pr inciples .  M r .  M c G e e r  sa id:  "The 
F , 

in ten t ion  is t o  have ICBC run as an insurance corporation 
. , 

and not a s  a p o l i t i c a l  arm of government, n46 When the  r a t e  
t 

increases  were announced f o r  - 1976, t h e  general manager of 

ICBC made the  announcement. TwD days after the r a t .  increases 

w e r e  aruiounced, rates which Mr-McGeer insis-ted w e r e  set 

"so le ly  " in  accord with  actuary i n • ’ o r m a t i ~ n , " ~ ~ ~ r e m i e r  . 
Bennett cbmented that the  r a t e s  fo r  d r ive r s  under 25 were 

k 
too high and hoped 9that I C E  w u l d  find ways t o  decrease 

. *  
- those prelniums i n  1977, I n  addit ion,  Mr. McGeer t o l d  t h e  

h 

l q i s l a t u r e  t h a t  i f  the accident rate remained as low as 
i 



over f o r  rebates t o  safe d r i v e ~ s ,  According t o  the  r u l e s  

set out  by Mr. M C G ~ ~ ,  the decision should be made by ICBC 

as a business - I C E  had made no such decision. I f  M r .  

McGeer  declined t o  announce the  1976 rate increases .  t o  s h o w  

t h a t  ICBC was p o l i t i c a l l y  iwdepeI%dent, it foilows t h a t  he . 
48 * should not.  be announcing possible xlate reductions f o r  1977. 

Following bdth a change i n  the  &esident on March i, 
1978 and the minis ter  responsible for  ICBC on December 5, 1978, . 

* .  
the  reporting of ICBC p o l i c i e s  remained the same. For 

- 

a ten per cent  incxease' i n  automobile insurance rates, A t  
- - - - -- 

the  same time, Deputy Premier G r a c e  McCarthy, the new minis ter  

responsible f o r  I C E ,  annoanced t h a t  the p r o v h c i a l  govyrnment 
0 

intended t o  el iminate discrimination on the b a s i s  of sex, age, 

and mite status by ICBC which w u l d  come i n t o  effect i n  

1980, The rnihister s a i d  the m a i n  benef ic ia r ies  of the  
C 

would be young people who cur rent ly  pay higher r a t e q  b e c a d  

they belong to. a group w i t h  a high accident rate. 
49 

m 

Although the Insurance Corporation of B r i t i s h  Columbia 

- A c t ,  1973', allows f o r  sub i d i za t ion  by the government in 

c e r t a i n  ins tan&, the Bo)ourabli Robert Strachan, ~ i n i s t e r .  i 

of Transport in 1-973 said when %e intrduuced l e g i s l a t i o n  to - 
I 

s e t ' u p  &he Insurance $braporatfon of B r i t i s h  Columbia t h a t  

- - - governanent aukmubile 'insurance would be completely s e l f  t 

-- 
sustaining 'with  no subsidiiatPon from the pvovincial 

I 

1 

50 I .  

treasury. IA 1974, however, the  Government amended Ehe 
C r 

i 
A 

i 



. Insurance Corporation o f  ~ r i t i s h  Columbia Act t o  allow fo r  
7 - 

cer ta in  subsidization of ICBC w h i c ~  was subject t o  cabinet 

approval and allowed the  -mrporat$on a subsidy t o  come fi-om 

gasoline tax. 51 %is money was never transferred t o  the 

52- . ,  Insurance Corporation of Br i t i sh  Columbia. 

In  1977, when the Insurance &rporation of Br i t i sh  
4 - 

Columbiat,s monopoly on non-compulsory automobile insurance 

was removed by the Government, L t  aliowed the pr ivate  sector  

insurance companies t o  sell automobile insurance dmve the 

-- cdmpulsor'y - - -  rniniym - coverage - . - fo r  - Bri t i sh  Columbia's - drivers,  - - 

~ o m ~ d s o r ~  r i t e s  were to be determined by icfiinet: non- 

compulsor,y r a t e s  w e r e  t o  be determined by ICBC and the 

private  sector,  53 When -kr. M-er, President and Chairman 

of - I C E  and minister responsible for I&, tabled the 

Automobile Insurance Amendment A c t ,  1977, he said the main 

- -&&st-&-the, amendment was to make it c l  
, / 

t h a t  pr ivate  

CL - insurance companies have a ro l e  t o  play i t i s h  Columbia 

and 'to establish the  same rules fo r  ICBC a s  for  pr ivate  

54 insurers. * 

With this change i n  ICBC1s mandate, the agents, h d y  
f 

shop men, m d  the people on the*inside,said t h a t  the govern- 

)/ek pri&te irisurance companies a president of '&k, said f h a  

could ccmpete with I& by "creamingu c e r t a i p  accounts; t h a t  

is; they could select dstomers . through a variety 6f ways 



- - 

d i l u t e d  por t fo l io .  A s  a r e s u l t ,  I C E  would then -have t o  

increase  i ts  rates to cover the l o s s  of the better d r ive r s ,  

the p r i v a t e  sec&r i n s u r e r s  could fol low s u i t  f o r  the  b e t t e r  
--- - - - 

cli&ts, and the end r e s u l t  would be addi t iona l  premiums f o r  

all motorists .  . 
56 

a, 

A f t e r  the pzivate insu re r s  were allowed t o  sel l-auto- 

,pbile insurance,  a c o n f l i c t  of, i n t e r e s t  a rose  when irisurance 

agents ware permitted t o  sell both I C E  p o l i c i e s  and p r iva t e  

insurance companies' policies, Agents are ritquired t o  
- --- A - - - -  - -  -- - - - - - - - 

represent  the insurance company's best i n t e r e s t ;  n o t  
* 

necessar i ly  the consumer's i n t e r e s t .  If  an agent  sells 

insurance for a number of companies, there is the question 

of  w h e r e  his l o y a l t y  rests - . w i t h . t h e  p r i v a t e  insurance - 

B 

company o r  with the publ ic  insurance company.57 
' - 

~ f t e k  March 1, 3980, the  rate s t r u c t u r e  of  ICBC w i l l  

be .changed- and tagether w i t h  this change o k r  regula t ions  

w i l l  affect a l l  automobile insurance companies daing business 

i n  B r i t i s h  Columbia. T h i s  came about as a r e s u l t  of  a 

directiye by the government to and thea proclamation of  

an A c t ,  In-December 1978, the government's d i r e c t i v e  

A 
k" 

I C E  7re uested the Corporation inves t iga t e  means of removing 
- - 

those factors used indetermining a& insurance rates over 
L 0 

w h i c h  an , i h d i ~ i d u a l  has no&trol. These factors are,- ' 

e s s e n t i a l l y  age, sex, marital states, and poss ib ly  * -  * .  h 

t e r r i t o r y ,  "58 With the proclamation of the ~ u k o m o b i l e  .. 
- - 



-- 
Insurance ~ o n - d i s c r i m i ~ h ~ d n  ~ c t  on Ju ly  31, 1919, the r a t e  

,-A- 

f, 

s t r u c t u r e  of the automobile insurance companies w 11 have t A 

t o  change when the  Lieutenan t a v e r n o r  i n  Council m b e s  i 
i 

I $ 

regulat ions  providing f o r  phasing sect ion 2 i n t o  e f f e c t  -3 

dver time. sec t ion  2 states:  o on insurer  s h a l l  provi$e 
i 
1 
5 

.. f 

automobile insurance w i t h ' a  premium, t a r i f f ,  rate o r  con- 5 3 
/ 3 

1 
d i t i o n  af  coverage that discr im-hates  op t he  basis of (a) age - - - - - - - 

9 
-'---w_i( 

3 

(b) sex, (c) m a r i t a l  s t a t u s ,  o r  (d) region of the  Province. 1159 \ 44 
- -  - f 8 

AS a r e s u l t  of  t h e  dkrect ive and t h e  A c t  of 1979, the - " 5 
i 

# ' 3 
sh uolurrrb' 

d 
la set up a means f 

- -: 
- b y  which t o  implement the- &Snmrentls policy;  i t  is cal led-  

- * 

4 
f 

t he  Fundamental Auto Insurance Rating (FAIR) program t o  f + - 
become e f fec t ive  i n  stqges wmch start on March 1, 1980, and 

t o  be ~cornpletely implemented by March 1, 1985.~' An analysis  
* P 

of -the e f f e c t  t& F A I R  program i s h a v i n g  op the  a u t o k b i l e  3 
'! 

ingurance industry w i l l  be ~ r o v i d e h  in the  next section.  L 

J 

In  sum, t he  Insurance-Cirpration of B r i t i s h  Columbia j 

. . 
is a who1 l y  'owned entity of \the ;g&vernment of B r i t i s h  

--- - ----- - a- 

Columbia. Two minis ters  sit on i ts  board of d i rec tors .  The <' 

b 
Y 

corporationB s accountabi l i ty  to  the l e g i s l a t u r e  and t o  the 

people is ef fec ted  i n  part th;ough its-annual. ' f inancial  

reprt  which the minis ter  responsible for ICBC places I 

before the legi&a&e for its scruCiny. Bortoyhgs are - 
" -. 

to be backett by the gdvartuwnt. f30ktever, t& Insurance 

Corporation of B r i t i s h  Columbia has investments i n  excess 

t 
~ s i  - 

. A 



61 
of Canada, The mandate given to ICBC changed over the " 

years: consequently, ICBC . . no longer has a monopoly on tqe 

issuance of automobile insurance, However, ICBC-'has st i l l  
\ 

retained a monopoly on the issuance of the  compulsory -portion 

of automobile insurance. 
. * 

Public Interes t  - 

The Insurance Corporation of British Columbia was 

establish 0 by -the New Democratic Government i n  order to 

correct some of the abuses of the private sector insurance - 
- - -  - - - - - - 

industry as  well as t o  carry out the policy of the New 

~emocratic Party i n  regard t o  automobile insurance. Evidence 

has been presented which shows that  the private - automobile 

insurance companies were not competitive and they, together 

with the law; regarding automobile insurance, did not protect 
/ 

al& 'of the people of' Bri t ish Columbia against loss& from) 

automobile accidents. Now that- the Insurance Corporation of 

Bri t ish ~olumbia has been in operation since 1973 for general 
3% 

insurancd and ~ a k h  1, /l$74 for automobile insurance, an 

examination of how I C E  has performed w i l l  now ,be reviewed. . 1 

, An argument used by the NDP Government as  one of the 5 

reasons for establishing ICBC was based on the premise that  a i 

r - - 7 - 

pubricly owned insurance company would lower insurance ra tes  
1 

fo; the B, t. In i t i a l ly ,  ICBC's automobile insurance 

rates w e r e  $et than the private insurance companies8 
C 

rates. A co of the ra tes  was given to  the media by the 



Insurance Corporation of  B r i t i s h  Columbia on October 15, 

,1974, and a condensed vers ion of  t h i s  comparison i s  given 
' 

-. Z 
i n  Table I.' It is t o  be noted t h a t  t he  r a t e s  shown f o r  

cit-ies ou ts ide  o f  ~ r i t i s h  Columbia a r e  those  published by i 

t he  Canadian Underwriters' Associat ion i n  J u l y  1974, and the  

coverage is  f o r  a 1973 Ford ~ u s e a n g ,  $100,000 t h i r d  p a r t y  
i 

l i a b i l i t y ,  acc iden t  benefits-,  Si00 deduct ible  c o l l i s i o n ,  
62 

$25 deduct ible  comprehensive. , k 

COMPARISON OF RATES i 

!rABLE I i 

P leasure  only  Driven to  Occasional 1 

- Area over 25 . and from use by under f , 
- -  - - 

d r i v e r  work 25 d r i v e r  

V ic to r i a  $ 98 $115, 
Vancouver 122 149 
Pr ince  George 163 182 
Edmonton, Alta, 180 204 
Toronto, Ont. 194 ' 222 
Montreal, Que. 275 . 316 

Source: Insurance Corporation of  B r i t i s h  Columbia, Publ ic  
Information ~epar tment- ,  Autoplan ' 75 Details (Vancouver : 
Insurance Corporation of B r i t i s h  Columbi;a, 1974), 0ctob& 15, 
1974 - 
3 

i 

There is no doubt from the  above f i g u r e s  tha  

on automobile insurance i n  B r i t i s h  Columbia i n  1974-1975 w e r e  

s u b s t a n t i a l l y  lower ,than those  i n  regions of  Canada which 

d id  not  have government insurance schemes. 
- 

'The int roductory rates were se t ,a t  t h e  five-year accident-  

f r e e  prime p r i v a t e  i ndus t ry  l e v e l  of  1972-1973. Besides , 

setti-fig t he  rates'at this l o w  l e v e l ,  ICBC es t ab l i shed  t h e  

concept of  .a d r i v e r  insurance c e r t i f i c a t e  s o  t h a t  ,dr ivers  as 



w e l l  as owners c a r r i e d  issur'ance, The r a t i o n a l e  behind . 
3 - 

, tbis was t h a t  motor i s t s ,  n o t  cars, cause accidents .  The 
I .. 

d r i v e r  c e r t i f i c a t e  was  v i ta l  i n  administering t h e  new 

% 
concept introduced by ICBC - those who v i o l a t e  t r a f f i c  

s a f e t y  r egu la t i ons  should be required t o  pay an inswince 

surcharge appropr ia te  t o  . t h e  increased t r a f f i c  hazard they 

63 c rea te .  

I n  1974 and 1975, c o l l i s i o n  coverage was  mandatory f o r  

a l l  veh ic les  r e q i s t e r e d  i n  1967 o r  l a t e r  and a system of 

equa l iza t ion  discounts  - - was- sqt up t o  encourage ownersof -  

o l d e r  veh ic les  t o  a l s o  t ake  ou t  a o l l i s i o n  insurance, 64 These 

equal iza t ionc discounts  r e s u l t e d  i n  a refund program under 

which 26,000 moto r i s t s  received cheques t o t a l l i n g  $835,00.0. 65 

- Due t o  e s c a l a t i n g  p r i c e s ,  t he  increased number o f  

c o l l i s i o n  repairs, and a number of o the r  f a c t o r s ,  ICBC was 

experiencing a l o s s ,  66 To h e l p  defray l o s s e s ,  l e g i s l a t i o n  

w 4 s  enacted i n  1974 t o  .amend the ICBC A c t  i n  o rder  t o  al low 

f o r  t h e  subs id iza t ion  of  ICBC with  up t o  t en  c e n t s  per  ga l lon  

of t h e  p r o v i n c i a l  tax on gasoline.  67 ~+sec&ently, on 

,+-October 17, 1975, the executive yice-president  ahd general  

manager of I C E  announced khat motor i s t s  would be paiying 

19  per  cen t  more f o r  t h e i r  automobile i n su rance , the  following 

year. 68 

14 
During t h e  1975 e l e c t i o n  campaign, kr. Bennett-accused 

the  New &mocratic Party of a f i n a n c i a l  coverup and s a i d  t h a t  

t h e  Insurance Corporation of B r i t i s h  Columbia would need 

l a r g e  t r ans fus ions  of pub l i c  money. However, M r .  Bennett 



d i d  rpt propose to  dismantle t he  corporat ion a s  a means of  

dea l ing  wi th  t h e  problem.69 With t he  d e f e a t  of t h e  NDP 

Government i n  1975, t h e  Soc ia l  Credi t  Government brought 

about many d r a p t i c  changes i n  ICBC, Two s p e c i f i c  ac t ions  

were now taken by the  new Gavepment:. $181 mill.ion w a s  
I 

t r ans fe r r ed  t o  ICBC and a new rate s t r u c t u r e  w a s  imposed. 

It w a s  reported '  on January 9, 1976 t h a t  Premier Bennett. 

Finance Min is te r  Evan Wolfe and Education Min is te r  Pa t  McGees 

s a i d  t h a t  ICBC had a $181 m i l l i o n  'debt. 70-  I n  f a c t .  t he  

Automobile Insurance A c t  Fund showed a l o s s  of  $34,179,000 
- - - - - -- - 

f o r  1975 and a l o s s  o f  $144,181,000 f o r  1975-1976 f o r  an 

accumulated d e f i c i t  o f  $l78,360,OOO on February 29. 1976. 71 

A l a r g e  por t ion  of t h i s  amowt was made up of  rese rves  which 

shuuld be set aside t o  claims which have been repor ted 

bu t  not y e t  s e t t l e d  an por t ion  of  t h a t  money was 

f o r  claims which had not ,  even been reported.  bu t  were 

expected, By t h e  time t h e  a c t u a l  b i l l s  came i n ,  ICBC would 

have pork funds from new p,rremiums which w e r e  t o  cover a new 

insurance year. " O n  A p r i l  1, 1976. f i g u r e s  t ab led  i n  
' 

t h e  l e g i s l a t u r e  by ICBC pres iden t  and min i s t e r  responsible  

for ICBC. ' the Honourable P a t  McGeer showed t h a t  on March 30, 

1976. ICBC had $151.5 mi l l i on  in short-term investments and 

$17.6 mi l l i on  i n  long-term investments. Mr. Dave Stupich 

.. (NDP W+A - Nwaimr) s a i d  t h a t  t he se  f i g u r e s  proved t h a t  
I 

ICBC d i d  n o t  need the $181 mi l l i on  because it had a l a r g e  

amount of p r e m h  income and he $169.1 mi l l i on  would cover i 



other hand, an execlutive of ICBC said tha t  it i s  a 

generally accepted accounting principle for  insurance 

companies t o  have a certain percentage of money in a 

fund; i n  the case of ICBC, t h i s  amounted to  approximately 

74 $181 million, 

In order to rec t i fy  the def ic i t  position of K B C ,  one 

of the f i r s t  acts of the new Government was to  

it would more than double automobile ihsurance 

the ~nsurance Corporation of Bri t ish Columbia. 

anpounce that  

rates under . 

Premier 

Bennett emphasi-zed that  the incrbased rate$ only reflec'ted 

that  IgBC was-trying to  "not make a prof i t ,  not to  pay 

back 'old debts, just  to ,pay the costs kq the year ',the 
. . 

t 

insurance coverage is there'. : I T 5  .- On the' other hand, the 
_f I 

1 

minister responsible for ICBC stated: "~remiums iri the 
, . \  

coming year must be high enough to,  cover t3& Full cost 02 
&the Companys s operations and must b& suff icieat to co&ence . 

J 6  ' + ,  , the r e t  irexnent of .the a c c ~ u l a t i v e  \ , - %  q&rat4hp;:,def ici to . . . ,  . - . ,., . . ., - 
Table I1 gives an indication of the rates in. 19h. . 

. , l d 
' \  



COMPARISON OF RATES 
TABLE 11 
Pleasure,  - 5 -.Under age Under age 

A r e a  n o t  dr iven 25, female 25, s i n g l e  
t o  work m a l e  

Vancouver $288 $434 $ 630 
Toronto 326 490 819 
B.C. South I n t e r i o r  224 327 , 469 
B.C. North I n t e r i o r  238 348 485 
Rural  'Northern Ontario - 272 420 795 
Rural Northern A l b e r t a  194 333 534- 
RuraI Alber ta  264 448 752 
Rural Ontario 359 511 1088 
~ e g i n a  219 219 317 

- w i - p e g p  234 
j ,  

Source r Insurance- Torpora t ion  of ~ r i t i s h  Columbia, PublLc 
InEormation Department, Premium Comparisons (Vancouver: 
Insurance Corporation of British-Columbia, 1976),  November 
26, 1976, , - 

This table reveals t h a t  Vancouver's rates w e r e  substan- 
P 

t i a l l y  h ighe rb than  pub l i c  insurance of  Regina and Winnipeg 

and s l i g h g l y  lower than Toronto's p r i v a t e  i n s u r a n c e - r a t e s ,  . . 
- . 

. f o r  pleasure .driving. Toronto ' s automobile insurance rates 

w e r e  considerably higher  than Vancouver8s f o r  t h e  o t h e r  t w o  
- 

ca tegor ies ,  The automobile insurance rates T Q ~  el976 'were - - &  

s l i g h t l y  h igher  than those  f o r  1977. &Mr. Penhal1 , 'Publ ic  

fnformation Manager of the  Insurance Corporation of  B r i t i s h  

Columbia, s a i d  "The I C X  rates f o r  1976 w e r e  roughly 

comparable t o  those o f  p r i v a t e  s ec to r - in su rance  companies, 78 

I t  was repor ted that i n  Vancouver t h e  rates f o r  1976 w e r e  
' 

- two to three and a h a l f  times higher than those  i n  1975 f o r  

equ iva len t  coverage. 
79 

1 C B C ; a s s e t s  during 1977-1978 increased from $582.1 

r . mi l l i on  t o  $673.8 mil l ion.  Most of t h a t  was i n  the bank i n  



the  form of cash f o r  $49 mil l ion of t h i s  amdunt, short-term - 
-- 

- 

deposi ts  of $393.6 mil l ion and bonds with a market value of 

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

premium payments came i n ,  the  corporation set up a safe 

driving discount reserve of $52 millipn.*l The reserve w a s  

l a t e r  abolished s ince  ICBC decided $he s a f e  driving discount 

reserve was not  necessary because premium revenue alone was 

more thdn s u f f i c i e n t  t o  finande the discounts. Instead of 

- d i s c o u t  reserve" was set up, 
82 

The question might 6e asked a s  t o  whether it &as i n  the  

public i n t e r e s t  f o r  the  ~overnment t o  i n i t i a l l y  set rates 

low and later f~1: a d i f f e r e n t  Government t o  set the  r a t e s  
a 

so high. I n i t i a l l y  the  NDP Government set the  premium r a t e s  - 

low only t o  find ICBC was faced with a l a rge  d e f i c i t .  This 
." 

'Government then proposed to increase r a t e s  and subsidize 

I C E  through a gas tax;  however, it was defeated before 

these measures could be implemented. A s  soon as t he  Social  - 

Credi t  came t o  power, t h a t  ~ o v e r m e n t  immediately set the  

rates to the o tbe r  extreme. ICBC w i l l  now be using these 

excess p r o f i t s  to help finance i ts  new FAIR  program which 

goes i n t o  effect- oh March. 1, 1980. M r .  She r re l l  , President 

of the Insurance Corporation 'of B r i t i s h  Columbia, estimated 

t h a t  FAIR w i l l  r equi re  $55 million. from ICBC'S r a t e  stabili- 

zation 11 stood-& 1 in79 - 

before the  &ag== becomes s e l f  suf  f i c i en tee3  

r .? 



- In conjunc-n ? i th the  ra te  increases, the Governm&t 
w 

removed the expensive coll is ion cwerage from the compulsory 

package. In June 1978 it was reported tha t  there was a 
- -  - 

dramatic 50 per cent decline in  claims which was at tr ibuted 

to the coverage change that  accompanied the doubling and 

t r ip l ing of rates. It seems that  the Government's action 

in  removing compufsory insurance i n  order t o  achieve book 
' L  

prof i ts  *as not fu l f i l l i ng  one of the purposes for  which 

I , I ~ B C  w a s  formed - the principle of f u l l  public protection. 
. ' 

. . 

' Motorists, who were foiced through financial reasons to  drop 
- - - - p L  

col l is ion coverage do not have complete protection nor does 
. ~ 

*' 
, . - t h e  general publ ic-mo might suffer as a r e s u l t  of a car 

P . . . . 
I -  ,being: on the road tha t  w a s  made unsafe from an accident. 84 

. . - .  On the. &er hand, the Corporation has argued tha t  the 
\r , 

' elimination of' coll is ion coverage as a compulsory require- 
0 ' 

- >  . 
ment-exposed motorists a,bvery minimal amount of r i s k  

, - \  tY' 

vih.ide.-involved i n  ag accidept was not functional b u t  more 
I r : , . 

' of . . cosmeFid t& o~ .damage.*5 
, . *\ , , 

L , a ,  I .  

." The suh8idization of ] r o w  dtiversl  rates a t  the , . , I 
i -  . +. ,'> , 

'i : . expedsa. of -other motorists has\+en a controversial issue.. 
I 

r ,  

., . 
r 1  . +heye  ' q r e ' s t ~ t i s t i c s  available to ,&ow tha t  young drirars . 

' I  1 ,  
" - > 

' : have mqre accidenes ' thqn mature drivers : how&er, b t h  the 
1 

1 
"--,h - ' , 

' - 
',- NDP ~d&rnment 'and the Social dredik Gbvernment have 

. - 
. ' O n e  fea&urp of the new FAIR ."rogram is* the +e$imination of . t < 

. I  " , < I  



sex and marital s ta tus  as discriminatory factors. This w i l l  
.% 

benefit an estimated 215,000 male vehicle operators under 

30 years of age and their  average premium w i l l  be reduced 

by almost 29 per cent. 86 Crit ics say tha$ this new FAIR 

scheme was designed t o  a t t r a c t  votes for  the Government, 

For instance, it was reported that  the managers of the B.C, 

Branch of the Royal 1n&ance Company and of the Insurance * 

Bureau of Canada said the prgvincial cpvernrnkt was not 

basing its insurance policies on sound insurance practice, 87 
- 0 

The fac t  that  Deputy Premier Grace McCarkhy, the minister 

responsible for  I-, announced that  the main beneficiaries 

of the new FAIR program would be-the young people was seen 

as  a measure designed to capture- the young people's vote in  

88 the forthcoming election, 

There are criticisms of the new FAIR scheme whereby a 

$300 penalty is to be assessed fof accidents, On one hand 

if is argued by the NDP, f o r  instance, that  t h i s  penalty 

would be a more severe e n a l t y  for the poor th  

be for  the r ich  and this $300 penalty may lead t o  more court 
+ 

cases over who i s  a t  f a u l t  i n  which wuld  takq ' 

ICBC away from the no-fault insurance concept. 89 On tna 

other hand, the Corporation has. stated that  the method of 

determining f a u l t  has not changed and the $300 penalty i s  , 

no more of a hardship than what'is currently in effect ;  that  

is, the person w* is  at fau l t  'would 'lose the safe driver 

-,discount which could amount to  approximately the same k u n t  

a s  th;? $300 penalty paid over a three year period., The new 



system is  based bn the preruise that C h o s e  who cause accidents - 
1 pay a penalty. It was pointed out by an o f f i c i a l  of 

. a K!! 
, tha t  the penalty takes awa* from . the  basic concept o\f ,\ 

I I .  - -- 
insurance; tha t  is, i f  you have1 airtomobif e ' insurance and you i 

* 

are involved i n  an accident, it is expected t h a t  your A 
L 

insurance rompany w i l l  pay since t ha t  i q  the whole sat ionale '  - a + - I .  

91 
' behind purchasing insurance, 

T'hkre is the  question' whether the kvernmen t' s- policy ,' - 
s i 

of allowing the pr ivate  sector- autoniobille itpurance cohpanies ? 
.. . 1 % ., , _ 

I +  

to ccimpete w " h  th 
- - 8  B 

zt e rnsurahce corporaZion 'oS ' .British Columbia T - 
. . f 

- is 5; public interest. -The p o s s + b i ~ i t ~  o f  the *pr ivate  - t 
\ 3 6 

sector insurance companies only insuring the lpw r isk.  , s 
I * 

f 

drivers  and leaving the high risk drivers  •’br. ICBC hap-, A 
7 * 4 _ 

r i  

- already been discussed. In February 1979,' ,-.  heire ell; 
$ 6. ' 1 

President of thee ~nsurance '~or&rat ion '  of ' ~ = i t i s h  'Cglumbia, ,, 
* I ' 

3 
- " *-<. , .  > ,  f, 

'i , .' r 
C * _  

s ta ted  the posit ion of the Corporation v i s a  a-vis th;! @&ate : 
' ., * 

sector insurance ' companies when he said : . . 

- , l  

In  our view it is not  possible for  anyone t o .  * 

and equitably compete with the corpo.?btion for  .. - 
matching or  bet ter ing the  service rwheifati~h 
provided to  the motorist. , If  there was ncr- ICBC and 

I *  

the private  .companies w e r e  t o  pay the same losses': 0 
$343. million- they would immediately need an additional 
$135 million in premiums from B. C,  o r i s t s  jus t  , tb .' mT / I  break even. 9* 1 , I 

P , . 
I t  would seem tha t  the private  insurers would not i / .  . . 

4 * 

return to  Br i t i sh  'Colurrtbia unless they a p ra f i t -  i 
i 

able market, and private  insurers showed an ever increasing , 1 

I "  
- .  , , 

i presence in British Columbia. Ten automobile. insurance . -,. % 

companies returned a f t e r  the Government's new policy was - ,  
P i ' 

4 



announced i n  1977 which permitted private insurers t o  sqlk '  

noq-compul sory autoraoljile insurance. 93 It w a s  estimated . 

i n  ,1979 tha t  private insurers wou$d:place $30 to  $40 millian 
- * 

C 

of t h e  $150 million expected to go towaids optional coverage 

and they expected to capture a.  larger pottion of the car 

insurance business since renewal dates had be&ome staggered. 

~t t h i s  time, some agents said that  with the renewal dates 
- 2  

spread over the year th i s  would give them more time to 
- 
extol the services they could o G r .  - M r .  Penhall, manager 

t- . 
the agents was-worr ied 'aht  fa i r  competition. For inseance, 

r 

M r .  Kassell, President of The-Ins~rance~Agents Association 
. , 

of British Columbia,i h i n t e d  out that  l C E k t s  safe-driGing 

discount goes with a veh ic l eb  licence plate and is, not . 

given to individual drivers. Since private insurers could 

give a safe-driving discount ke the'individual, they could 
- -- 

f 

offer  bigger discounts-than fCBC could. 94 - 

There was one factor i n  particular that  prompted the 

private automobile insurers to leave the province of 

Bri t ish Columbia; tha t  factor was the proclamation of the ' 

Automobile Insurance Non-di-scrimination Act which provides 

fo r  the eventual e4imination of age, sex, marital s tatus,  and 

geographic location as  a factor of discrimination. This Act 
t 

an July 31-, 1979, Within seven months, nine 

P 
of the ten automobile insurance companies which had come 

5 



- < - *+ 

one p r i v a t e  insurance c o m p y  remained. Mr. B. Penhall ,  
- _ -  

Manager o f .  Publ ic  InformaJion f o r  ICBC, gave reasons why 
+ 

it would be d i f f i c u l t  f o r  p r i v a t e  i n su re r s  to compete i n  
' 

B r i t i s h  Columbia when he  sa id :  

P r i v a t e  insurance companies are having and w i l l  contirrue' 
t o  have a very  d i f f i c u l t  time re tu rn ing  t o  t h e  public 

> 

t h e  kind of  money t h a t  ICBC does, W e  have over t h e  
l as t  t h r e e  years  re turned t o  t h e  pub l i c  90C i n  claims 
payments f o r  every d o l l a r  of premium received. The 
p r i v a t e  insurance companies world w i d e  have never 
been able t o  r e t u r n  any more than 70C.95 

- r 
i 

Summary' t 

- -- - ?is case  s t  y has  examined a crown corporat ion,  t he  9 
Insurance Corporation o f  ~ r i t i s h  Columbia, which suppl ies  - - U 

genera l  and automobile insurance t o  r e s i d e n t s  of B r i t i s h  
+ -, 

Columbia. The r a t i o n a l e  $hind the  formation of ICBC st- ,--' I - - i 
from two -*  r t a n t  f a c t o r s  wkrich a r e  i n t e r r e l a t e d :  (1) the-&\ 

1 .  
p r i v a t e  s&-r.insurance companies w e r e  n o t  adequately 

se rv ing  t h e  people of  B r i t i s h  Columbia and ( 2 )  t he  NDP 

adopt&d a po l i cy  t o  supply t h e  automobile- insurance needs 

of t h e  G p l e  of B r i t i s h  Columbia wi th  a non-profi-t, un iversa l  

.. government automobile insurance! scheme when it became the  

government, 

The p rov inc i a l  L i b e r a l s  and Progressive Conservatives 

opposed the  establishment of  a publ ic  automobile insurance 

indus t ry  i n  1973 on the basis t h a t  t h e  private automobile 

insurance indus t ry  eould be brought t o  t a s k  by reg;lations: 

a government owned insurance company would only  ,create 

another  bureaucracy, and t h e  view t h a t  p r i v a t e  e n t e r p r i s e  

\ was better than pub l i c  ente$rise f o r  t h i s  type of business.  



Although the Social Credit Party had, prLor to t h i s  time, 

endorsed the establishment - of a government owned insurance 
.< 

company a t  one o f - i t s  conventions, a l l  Social Credit MLAs 

-together with the other opposition MIAs voted against the 
* 

bi l l  to  establish the Insuradlce Corporation of Bri t ish  - 

Columbia, 
- -- 

~ b ; i c a l l ~ ,  the Government rationalized i t s  creation of 

the Insurande Corporation of Bri t ish Columbia on the basis 

of its perception of how t o  serve the public in te res t  insofar 

as the provision of universal automobile insurance coverage 
-- 

t o  the people of Bri t ish Columbia was concerned, 
- '- 

' I 
Like the federal crown corporatiohs, the Insurance 

=J 

Corporation of Bri t ish Columbia operates under a s ta tute  

of the Bri t ish Columbia legislature. I t  i s  wholly o-ed 

by the Province of Bri t ish Columbia and i t s  directors are 

appointed by the Lieutenant-Governor i n  Council. The board 

is composed of a combination of people from the private 

sector and cabinet ministers (one of whom is the minister 

responsible for  ICBC). I n i t i a l l y  the cabinet minister' 

responsible for ICBC was also the President and the Chair- 

m a n  of the Corporation. This was 'subsequently changed 

whereby me Lieutenant-Governor i n  Council was to  designate i 

one of the directors as president and chairman of the board; 

hoyever, the requirement tha t  ministers be appointed to the 

board did not change. 

board of the Insurance 

i 

There are s t i l l  two ministers on the 
i 

Corporation of British klumbia. There. 



are arguments bo th  f o r -  and against the  peac t i ce  of having a 

m in i s t e r s  on the  board of  a crown corporat ion.  I f  t he  P 

i n t e n t i o n  of t he  government i s  t o  g ive  a crown corporat ion 

autonomy t o  opera te  a corporat ion f r eed  from d i r e c t  p o l i t i c a l  

, in te r fe rence ,  i n  t h e  same manner a s  a p r i v a t e  e n t e r p r i s e ,  

theri 

on ly  

ICBC i s  no t  neces sa r i l y  given t h i s  freedom. 
5 

While ICBC w a s  i n i t i a l l y  given the  mandate t o  be t h e  

insurance company wi th  the  a u t h o r i t y  t o  sell  automobile 

insurance i n  t he  province of  B r i t i s h  Columbia, t h i s  w a s  

subsequently chanqed by t h e  Government i n  1977. Af te r  t h i s  

time, ICBC remained t h e  - only  insurance company wi th  t h e  

author. i ty t o  se l l  compulsory automobile insurance,  however, 

t h e  p r i v a t e  s e c t o r  corporat ions  were now allowed t o  se l l  

automobile insurance above and beyond t h i s  compulsory 

requirement. 

An examination of  the  manner i n  which the  Insurance 

Corporation of  B r i t i s h  Columbia i s  accountable t o  the 

l e g i s l a t u r e  and the pub l i c  r evea l s  t h a t  a min i s t e r  respon- 

s i b l e  f o r  ICBC r e p o r t s  t o  t he  eabinet .  There are such 

r epo r t i ng  devices  as an annual r e p o r t  which t h e  min i s t e r  
+ 

respons ib le  f a r  ICBC places  before t h e  l e g i s l a t u r e  f o r  i t s  

sc ru t iny .  Also, t he  Comptroller-General i s  given t h e  

a u t h o r i t y  t o  in spec t  t he  records  of t h e  corporat ion.  

Cer ta in  criticisms, of course,  can be made about t h e  

s t r u c t u r e  and opera t ions  of  ICBC. There i s  one p a r t i c u l a r  

area which deserves some comrnent and t h a t \ i s  i n  the k e a  of 
t' n 

how rates are determined, Presen t ly ,  compulsory insurance 



ra tes  are a p P r O v e i y -  FhF=inCt%T-dIIotherTZte s are 

s e t  by the corporation, This method 'does not allow for 

any public input into the decision making procese, and it 

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

in  the accountability to the public could be strengthened, 
3 

From the standpoint of the benefits the public derives 

-from the services offered by the Insurance Corporation of 

Bri t ish Columbia, i t  i s  found that  everyone i n  Bri t ish 

Columbia i s  now protected financially against'automobile 
- - - - - - - - - - -- - - - - - - - -- - - - - - - - -- p-p - 

related accidents and th i s  includes passengers, b icyc l i s t s , .  

and pedestrians. A l l  vehicles are insured by-the Insurance 
I s 

Corporation of Bri t ish Columbia, and a licence to  drive and 

the vehicle licence are now contingent upon the purchase of a 

basic automobile insurance policy.' Therefore, it would se 
\ .  

\ 

that  the services provided by the Insurance Corporation of 
'\ 

P 
Brit ish Columbia serve the majority of the people of 

Bri t ish Columbia. 

The following chapter examines a holding company, 

Bri t ish Columbia Resources InVestment '~orporat ion,  which 

stands out i n  sharp contrast to  the previous two case 

studies. 
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BRITISH COLUMBIA RESOURCES INVESTMENT CORPORATION 

CASE STUDY . 

The t h i r d  and f i n a l  case study of  pub l i c  enterp;ises I 

i n  B r i t i s h  Columbia examines t h e  B r i t i s h  Columbia Wesources s 

Investment Corporation, a shared en t e rp r i s e .  The fol lowing 

discuss ion w i l l  set aut t h e  background t o  t h e  c r e a t i o n  of 

3 t h e  corporat ion,  i t s  s t r u c t u r e  and operat ion,and thg manner 
-d 

i n  which i t  se rves  t h e  publ ic  i n t i r e s t .  
- - - 3 r - 

The B r i t i s h  Columbia Resources Investment Corporation 
1 

was c rea ted  by the  Soc ia l  credit  Governme~lt i n  1977. Some- 

what i r o n i c a l l y ,  i t  was a me&s 'Qinttoduced i n  the  i n t e r & t  . 
"\ of  promoting " f r e e  en te rpr i se" .  @ever the less ,  it  crea ted  a +- 
- 1 

holding company f o r  a number, of bliclykowned corporat ions.  92 
~t attempted t o  'encourage individual  p a r t i c i p a t i o n  through 

L share  d i s t r i b u t i o n  w h i l e  maintaining some government , 

> d 

ownership. a . -  

History  and :~a t iona le  Behind t h e  Form=ti-on 

 his' case study i&concerned wi th  t h e  way i n  which 

c e r t a i n  cyown corpora t ions  and o t h e r  pub l i c  hol  ngs were 
-4 4 

converted i n t o  a-government holding company, B r i t i s h  - Columbia 

Resources 1 nveskment Corporation { X R I C ) ,  T??e B r i t i s h  

Columbia Resources Investment. Corporation was incorporated 

-- ~n 1977  hv. 

" of c e r t a i n  c r m  corporat ions  and share holdings  t h a t  w e r e  * 



e-diic m e r  - - -- 

men t uurlng 

the 1972-1975 b These crown holdings acquired by the 
. 

NDP Government ,'@ich w e r e  l a t e r  t o  become .part of BCRIC 
* 

were: 81 per cent of the s'fiares.of Canadian Celfulose 

Company Limited, 3 appraximately 10  per cent of the 'shares of 

West Coast Transmission, and the wholly owned ~ o o t e n a ~  

- Forest Products Liiqited and Plateau ~ 2 1 1 s  Limited./ A 'short 

h is tory  of these holdings t h a t  were t o  become a part of 

BCRI C yil l  b;! given i n  addZtion t o  the ra t ionale  behind the 
L 

t f these holdings, . 
- - - 

- - -  

On April 18, 1973, Br i t i sh  Columbia Cellulose Company 
2 

Limited became a crown corporation. l and t h i s  eornpany 

acquired 79 per cent ownership of Canadian Cellulose, a 

subsidiary of Columbia Cel lu lose  Company Limited (Colcel) 
1 * 

6 ~ u n e  21, 1973.. The government acquired i ts  ownership by 

guaranteeing approximately $70 million a t  5 3/4 per cent 
d 

- inf ieres t .  In 1975 -the ~kovince  of ~ r i t i s h  Columbia acquired 

an additional two per cent pf t h e  -common shares from the 

3 public, 
.- t . = _  

~ h i s ~ n i b v e -  to  guarantee the debt and assume controll ing 

interest in Canadian Cellulose was brought a u t  by the f ac t  

that more than 3,000 jobs were i n  jeopardy and s h e  milLiqn 
' 

acres of tree farm l&d w e r e  to be transferred- to We e auser uF" 
-Canada Limited, ,an American based f i r m .  The 90ciql credit 

. . 3 
and Liberal MLAs voted against the Bri t i sh  Colmbia; Cellulose 

company A c t  of 1913. The 'bnly twd Progressive <~onservat ive-  



m s  in the  legislature. voted with the NDP. The Social 

C r e d i t  arid ~ i b e z a l  spdkehen said tha t  this verfture would 
** 

$= c o s t  the taxpayers millions of dollars i n  l&es. They 
6 + warned that  it could take a l l  the capital  available 'to th- 

Brit ish Columbia &vemrnen+ t o  succeed and it would bring 
'7 

/ 

neglect i n  the-financing of other essential government 

"5 services. - .  

Resources Minister Robert W i l l i a m s  stated some reasons\ 

for  the ~ov&nrnent'; en t ry  into thex columbia Cellulose firm: . 
% 

they were, could solve the problems, It 's not a 
-- mamr of p 2 i t k a l .  ideology, it w a s  just  a tbi;ng for  

government involvement. The &le infrastructure of 
the area has to be c&nged; railways have to be bu i l t ,  
forest  tenures haye t o  be changed, and timber hqs to. 
be allocated for hew sawmills. Only government can do 
these things which are necessary.6 

t 
Under foreign ownership the* f omer Columbia Cellulose 

l o s t  $95 million between 1966' and 1972 .  However, i n  1 9 7 3 ,  
G" 

under .gave nment ownership the prof i ts  were $12,318,000 and T 
/C increased o $50,866,000 i n  1 9 7 4 .  The prof i ts  i n  1976 Were 

$26.1 d l i o n :  i n  1977 they were $ 1 7 . 3  million, and $6.8 

million in 1978.* 
* 

Rather than approve the transfer of P l a t e a u  M i l l s  to the 

1 ntpmational Telephone and Telegraph' s Rayonier ~orpora t i&n,  

in June 1973, Plateau H i l l s  Ltd.  9 acquired by the 

~ro&n&- of British Columbia through the British Columbia 

Cellulose Company LWged. P l a t e a u  's financial perf ormanee 

steadily improved s'ince 1 9 7 4  when it suffered a lose of 

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

prof i t  of $68,00d i n  1975,9 a prof i t  of $1,937,000 i n  



t 9 

1 Q &ofit &EKJ+* e s $ 4 # 1 ~ ~  --/- . ,-3 gr=tcr 
dc- 

1, 

- to $4,432,000 i n  1978, and i n  1979, P l a t e a u  employed approx- 

ima te ly  330 f u l l  t i m e  employees. 10  

A p e t i t i o n  had been c i r c u l a t e d  among t h e  500 emplo 
C 

o f  Kootenay F o r e s t  Products  a sk ing  the t  Government t o  buy --. 
+ 

", 
the o p e r a t i o n  as a r e s u l t  o f  t h e  proposes sale o f  this f i r m  

to a f o r e i g n  based c o r p o r a t i o n . l l  On February 28, 1974, this 

f i r m  and S t a f f o r d  M i l l s  D iv i s ion  o f  the Eddy Match Company - 

+ z w e r e  purchased by the Prov ince -o f  B r i t i s h  ~ o l u m b i a  through 
- - - pp ppp 

B r i t i s h  Columbia C e l l u l o s e  Company f o r  $14,350,435. Thus, 
- 

- 
t h e  B r i t i s h  Columbia C e l l u l o s e  Company acqu i red  t h e  r i g h t  

t o  an  amount owing from Kootenay F o r e s t  p roduc t s  o f  
t 

$11,602,729 togethe; wi th  sha reho lde r  ' s e q u i t y  a t  a c o s t  

o f  $2,747,706. l2 Kootenay F o r e s t  Products  r ece ived  a 
\ 

. ,  . 

non- in te res t  b e F i n g  advance o f  approximately $11.6 m i l l i o n  
/c/ 

from the Province  of B r i t i s h  Coluffibia in 1974. Th i s  advance 

3 s  r e p a i d  i n  March - 1978 o u t  o f  t h e  proceeds of  &n i s s u e  
I 

o f  common shares t o  t h e  Province df B r i t i s h  Columbia.13 

f I n  1974-1975, the f i r s t  yea r  o f  o p e r a t i o n  a f t e r  it w a s  

acqu i red  by t h e  Government, it s h ~ w e d  a l o s s  o f  $2.9 mi l l ion .  

I n  March 1978, according to  the Honourable Evan Wolfe, - ,  

ster of  Finance ,  Kootenay F o r e s t  Products  had an accumu- 

$3 m i l l i o n  l o s s ,  l4 The BCRIC Prospectus ,  however, ' 

shows that eacQ consecut ive  year s i n c e  1975 Kootenay F o r e s t  

Products  has shown a p r o f i t :  $685,000 i n  1976, $837,000 i n  
t i r 

1977, and $3,846,000 i n  1978sLf 
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While the other government holdings i n  BCRIC are 

involved i n  the fo re s t  industry, Weskcoas t Transmission 

Company L i m i t e d  i s  i n  the business of buying and trans- 

mitting natural  gas, In  1973, the Government purchased 
, . 

s l i gh t ly  more than 10 per ~ e n t  of the shares of West Coast 

~ransm'ission Company Limited. l6 This company is  a very 

prof i table  business. In  1977, for  instance, i t  ,reported 

- a p ro f i t  of $42.8 million. 17 

* 

- A l l o f  these n e w  pub1 c corporate ventures were making 
t 

'a p ro f i t  when the  Government 1975, and they have 
1 

continued to  make a p rof i t .  the Social Csedic 
C 

Government had committed itseLf t o  dismantle publkc corpod 
L 

ra t ions-  a general policy upon taking off ice ,  The four 

holdings of Canadian Cellulose, Plateau M i l l s ,  Kootenay - 

Forest Products, and W e s t  Coast.Transmission were to  become 

par t  of Br i t i sh  Colwnbia Resources Investment Corporation. 

In addition' t o  these holdings, t h e  Government sold- BCRIC a 
6 & 

p e m u r n  and natural  gas l icence covering 2.3 million acres 

nodtheastern Br i t i sh  ~olumbia. l8 For the above rnintioned 

hold' ngs, the Br i t i sh  Columbia Resources Investment Corpo- /" 
1 

ra t ion  paid the Government of Br i t i sh  Columbia $151,,532,940 

i n  the form of a demand note. The Government subsequently 

exchanged tha t  demand note for  15 million common shares of 

' the Br i t i sh  ~olumbia.  Resources Investment Corporation. 19 

&t the 
;*- 
Corporation 

t i m e  the ~ r j t i s h  Columbia Resources Investmebt 

was established, premier Bennett s ta ted  t h a t  he 
'k 



$. t, 
industry i n  private  hands which would give Br i t i sh  

Columbians a chance " to  make a voluntary investment i n  
3 

t h e i r  province. "20 The following i s  an excerpt &om 

Premier Bennett's speech when he presented the  b i l l  t o  

es tabl ish  the Br i t i sh  Columbia Resources ~nves tnen t  
f 

corporati& f o r  second reading i n  the legis la ture ,  It 

capsulates the* reasoning Premier Bennett offered for  estab- 

l i sh ing BCRICr 

This b i l l  f u l f e l s  two very great  commitments t h i s  
party and the government made, One w a s  t o  provide - 

great  opportunity, f o r  the people of t h i s  province 
t o  invest i n  t h e i r  province and help get  it ,moving 

C I again. The denationalization of some of the Crown 
c ~ r p o r a t i o n s  o r  compani s i n  which the fo,rmer swern-  
ment invested tha t  we 22 involuntary investments by 
.the people of t h i s  province, the prime requ is i t e  fo r  
the investment .being the  philosophical commitment 
of t ha t  party and t h a t  government,, . , t M s  b i l l  , . . i n  
meeting 3 philosophical commitment, may be one of 

' the f e w  t '  s we have i n  t h i s  Legislature t h i s  sess'on, 
i n  which di f ferent  philosophies can c-h over 
best  way f o r  t h i s  province t o  develop and grow, - 

and corporations to build t h i s  province,.,. Our 

=Jk 
the best  opportunity t ha t  can be developed for  people 

commitment , . . is t h a t  t h i s  province can only be 
developed and grow , . . by government providing a 
climate and regulations allow'ng our resource companies 
t o  develop i n  a private  way. 2i 

Q The New Democratic Party MLAs opposed this b i l l  and the 

establishment of the Br i t i sh  Columbia Resources Investment 

corporation on the basis t h a t  it would only allow the r i ch  

t o  benefi t  frbm the province' s investment. ** 
Before the BCRZC shares could be publicly sold, Premier 

---- - Bennett charsqed his policv ~n the share dis t r ibut ion of 
C 

BC-C i n  which the gwernment would hold the 15 million 



r' 

shares. Prior to . the provincial e lect ion i n  1979, Premier 
- - -- 

t 

Bennett introd'uced a scheme whe;eby the ~overnment would 

give away f ive  shares of BCRIC t o  each resident  of Br i t i sh  

Columbia who was a Canadian.cifizen or  applied fo r  a h  an dian 

ci t izenship and who had lived in  the province fo r  more than 

one year. The "free shares" were expected t o  representbO 

per cent of the government1 s holBings i n  BCRIC. The 

corporation- (BCRIC) a lso  made available for  ~ a l e ~ a d d i t i o n a l  

shares with a l i m i t  of 5,000 per person to  those who . 

qualif ied and applied for  f r e e s h a r e ~ & ~ = s h e d  t o  a X P t o  ' 

t he i r  holdings. They were t o  be sold a t  a pr ice  of s i x  

dol lars ,  which was considered to  be below the appraisal 

value. 23 

Premier Bennett a lso  intended that  the d is t r ibut ion of 

the shares of BCRIC as  a way not only of "privatizing" public 

corporations created by the NDP Government-but also as  an 
,> * "* 

al ternat ive  measure t o  public ownership. I f  c i t i zens  codld , 
i 

- witness how those shares increase in  value, they would 
=& 

be t t e r  appreciate ,. . the benefi ts  of individual ra ther  than 

col lec t ive  ownership. ** In  this regard, Premier  enn nett 
s tated:  

Our government believes i n  personal economic freedom. 
It has constantly dddicated i t s e l f  to  providing greater 

k s t m e n t  and ownership opportuniMes for  t he  indi- 
vidual ownekship, not big-government ownership. For 
t h i s  reason the provincial government i s  undertaking 
the  d is t r ibut ion of the  s w e s  it owns i n  the Br i t i sh  
Columbia Resources Investment cormration: 
were received as  ent  for  the provincial 

-- +-crii - - - - - - - - - 

These shares 
asse ts  sold 



IC -- -- 
~ h e  *c=ce 63 -allowing only r e s i d e n t s  o f  3rovincep  - 

- 
t o  p a r t i c i p a t e  i n  the i n i t i a l  share o f fe r ing  is n o t  new, 

Alber ta ' s  former Social  Credit  Government did much the  same 

thing when it gave f i r s t  chance to  Albertans a t  the new .- 
shares of Alberta Gas Trunk L$ne Company, and Premier 

Lougheed's Progressive Conservative Government took the 

same approach with Alberta Energy Company, 26 

There is  a l s o  a p a r a l l e l  to be drawn between Premier 

Bennett 's scheme and Milton Friedman's (a conservative 
- - - - - - - -- - -- - - 

American economist) views on the method and reasons f o r  

desocial iz ing o r  denationalizing ~ u b l i c  sec tor  corporations. 

In  Friedman's wri t ings  on ways t o  denationalize o r  de- 

soc ia l i ze  corporate wealth held i n  the public sec tor ,  

Friedman said:  

Now l e t  us suppose by some miracle you r e a l l y  had a 
p o l i t i c a l  regime t h a t  was committed t o  moving away 
from the kind of welfare s t a t e ,  nat ional ized apparatus 
t h a t  Br i ta in  has ... and wanted t o  ge t  a l a rge ly  f r e e  
en terpr i se  s t a t e  i n  which people had a good deal more ' 

leeway about how they handled t h e i r  own resources than 
they have now. What general pr inc ip les  ... a r e  
re levant  i n  proceeding from here t o  there?. , .  one 
suggestion a number of people have made which I think 
makes a grea t  deal  of sense would be, not  t o  auction 
it away but  give it away, b qiving every c i t i z e n  i n  
the country a share of it. 2 7  

This is, of course, what Premier  Bennett d id  with some of 

the  publ ic  holdings acquired by the NDP Government. The 
L 

argument used by M r .  Friedman when he spoke about giving 

R away Br i t a in ' s  publ ic ly  owned corporations i s  t h i s :  "T e 

property of a l l  the  c i t i zens ,  Well, then, why not give 



-- 

28 
- - -  ea&cikizen_ h i s p i e c e 3 , L  He r e a s ~ n f t d  lhatthe-gixewag 

of one industry would not amount t o  much to  each individual, 

s' and he suggested adding t o  it the BBC, e l e c t r i c i t y ,  r a i l -  

roads, etc. , and then hold a big giveaway. 29 There can be an 

analogy made between what Friedman suggests and'w a t  Premier P 
Bennett ac tual ly  did since the Br i t i sh  Columbia R- 

Investment Corporation is a holding company of pulp, lumber, 

and petroleum based industries.  

A s  a fulf i l lment  of a 1975 elect ion promise and as  
--- -- - - L Gother =on f o r - ~ r e m i e r   enn nett ' s  -Government t o  d ives t  

i t s e l f  o f  these corporations-was to  bring about the sepai 

ra t ion  of B,C. Cellulose and its a f f i l i a t e s  from the d i r ec t  . - 

administration of the Department of Forests. Premier 

Bennett said: "There i s  a conf l ic t  of i n t e r e s t  i n  a 

s i tua t ion  where a department s e t s  the ru les ,  is the referee 

1t3O and is  also the player i n  the game, 

The ra t ionale  behind the formation of C was given 

by the Government as i t s  commitment t o  versus public 

ownership and a means by which B r i t i  ians could 

invest i n  t he i r  province and a t  the same t i m  help to  develop 9' 
the province. It was also crea ted . in  or?e/to f u l f i l l  an 

*- - . 
elect ion commitment t o  "privatize" public holdings and t o  

r e c t i f y  the conf l ic t  of i n t e r e s t  s i tua t ion  whereby the 

government was both the landlord and tenant of crown lands. 

It is noted, however, t ha t  the Government only "privatized" 
6 - . -  - - .  -. - - some or  tne pumlc  noldlngs t t were prozxtable and it 



P 

not completely r ec t i fy  the coqf l ic t  of in te res t  s i tuat ion a .. 

since the government owns shares i n  th;.British Columbia .. - . 
Resources Investment Corporation, and i ts  holdings include 

&. .. .. 
fores t  firms that , lease crown lands, 

  he creation of the British, Columbia Resources Invest- 

ment Corporation was thus rationalized by the Government 

on the premise that  the public in teres t  would be served 
P_ 

better[by a private sector corporation than it would be 

served by a public sector corporation since itr wuld  

-- --- - - -  provide an investment oppportunity for the people of the % 

province of British Columbia. The distribution of the 

free'  shares was a way i n  rlhich the Government perceived \ 
tha t - the  public in teres t  would be served based on the 

f' 

premise that  BCRIC shares would increase in  value and th i s  \ 

would act  as an incentive for the public to increase i t s  

investment i n  the Bri t ish Columbia Resources Investment 

Corporation, 

Structure and Operation 

According to the British Columbia Resources Investment 

Corporation Act, the Bri t ish Columbia Resources Investment 

Corporation is not an agent, of the Crown. The Act s ta tes  

that  the cabinet may appoint f ive individuals to incorporate . 
a company under the Companies Act, and these individuals 

sha l l  be the f i r s t  directors and their  appointment ceases 

when the board i s  elected *unless they are elected. Each 

-- i s  a h o l a e r  o i  one common share of the company-ZiT 



c i t i zens  and a t  l e a s t  60 per cent of the members of the 

board sha l l  be residents of the province. 32 Unlike the 

Crown corporation"which has cabinet ministers on i ts  board 
-- 

- 
- ,o+directors, the BCRIC Act s t a t e s  tha t  "No member of the - -- 

7 - _- - - - 
Legislative Assembly cs^elig-ilSle t o  be a ~ p o i n t e d  as  a senior 

- - - - - - - ---- 
officer-, a s  defined i n  the Companies Act, o r  to  be elected -. 
pr appointed t o  o r  a c t  as  a director  of the company. ,,33 me - 

So long as the  Government owns or controls 10ok or  
more of the issued and outstanding shares of the 
campany, notwithstanding the Companies Act or  the 
charter ,  the Government sha l l  not vote i t s  shares 
for the elect ion of directors:  but the minister may 
annually, with the approval of the Lieutenant-Governor 
in  Council and ef fec t ive  a t  the time the annual general 
meeting is held, by notice i n  writ ing, appoint 
(a)  one d i rec tor  i f  the number of directors  on the  

board i s  4 o r  l e s s ,  
(b) 2 d i rec tors  i f  the number of d i rec tors  'on the 

board is  5, 6 ,  7,  o r  8, and 
(c) 3 direc tors  i f  the n e r  of d i rec tors  on the '-9 board i s  more than 8. 

However, the government may v o t e ' i t s  shares i n  the ordinary 

way fo r  the elect ion of directors  i f  it ho,lds le'ss than 
n 

ten per cent of the voting shares, and the government'sj , 

shares may be disposed of by the Minister of Finance with 

the approval of the' Lieutenant-Governor i n  Council. 35 

Those e l i g i b l e  t o  purchase, own, o r  hold voting shares 

of the corporation a re  res t r i c ted  t o  Canadian c i t i zens  o r  

persons who are residents  of Canada, _ With the exception of 

the  government, the t o t a l  number of voting shares held i s  , 



r e s t r i c t ed  byTaXegOr1'es 6 f 4 n e p e r - - c e ~ m i t W e e  p e r ~ e n t  . - - 

The three per cent holding i s  limited to  such companies as 
Q 

the mutual fund t r u s t  or  mutual fund corporation. 36 

The British Columbia Resources Investment Corporation 

was incorporated under the Companies Act of British Columbia 
\ 

on February 22, 1978, -and the British Columbia .Resources 

~nvestment Corporation Act was proclaimed in  par ts  on - 
F. 

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

August 24, 1978 and June 28, 1979. The British Columbia 
- - - - - -- -- - - -- - --- - -- - - - - - -- - - - - 

Resources Investment Corporation Amendment Act, 1979 
- - 

repealed certain sections of the original Act, amended 

others, and added onto other sections or created new secti6ns. 

For example, Section 18.1 empower6 the corporation to  issue 

bearer share cer t i f ica tes  and st ipulates the contents and 

mecution of these shares,. an3 Section 4 was repealed which 

had given residents of Bri t ish Columbia share priority.  37 

The objectives and mandate of the Bri t ish  Columbia 

Resources Investment corporation are given h+ts prospectus, 

which s ta tes  that  the objective of the Bri t ish Columbia 

Resources Investment Corporation - i s  to  maximize the value 
--- - 

of BCRIC for the benefit of i ts  shareholdeir~ -cf--RIC has 
$ - - 

the same unlimited investment oppr tuni  ty  avaiJable to -it 

as any Canadian company and may vary or &tend i ts  invest- 
- h -- _ _ 

ments i n  a manner tEat the directors believe w i l l  benefit 

the shweholders of BCRIC. "38 The inspection of the 

accounting records as to  time, place, and under what 

conditions is to be determined by the directors. 39 



t h e  Government, t h e  p re fe rence  t o  x e s i d e n t s  $o f  B r i t i s h  

Columbia on subsequent o f f e r i n g s  was el iminated .  The 

' r e s i d e n t s  o f  B r i t i s h  C o l u m b i a  who w e r e  g iven 
. , 

- f i ve  s h a r e s  each w i t h  a n  op t i on  t o  purchase 5,000 more 

p e r  person f o r  s i x  d o l l a r s  a t  the t i m e  t h ey  app l i ed  f o r  

t h e  f r e e  s h a r e s  which were i n  bea r e r  form; t h a t  is, '  they  

a r e  no t  r e g i s t e r e d  i n  t h e  name o f  t h e  sha reho lder , and  t hey  

a r e  f r e e l y  nego t i ab le .  I n  regard  t o  bea f e r  sha r e s ,  t h e  . 

A c t  1979 states: 

The bearer o f  a bea r e r  sha r e  c e r t i f i c a t e  i s  n o t  by 
reason o f  being t h e  bea r e r  of t h e  c 6 r t i f i c a t e  be o r  
be deemed t o  be a m e m b e r  o f  the company under t h i s  
A c t  o r  t h e  Companies A c t  and i n  p a r t i c u l a r  s h a l l  n o t  
be e n t i t l e d  as such t o  r e ce ive  n o t i c e  o f  o r  t o  t t e n d  
any meeting of members o r  t o  v o t e  as a mem%r.  48 

On June 28, 1979, BCRIC had t abu l a t ed  subsc r i p t i ons  of  

77,530,380 s h a r e s  a t  $6 each f o r  a n e t  t o t a l  of $445,799,680 

i n  add i t i on  to 2,072,087 f r e e  sha r e s  t h a t  had been app l i ed  

f o r  by r e s i d e n t s  of B r i t i s h  Columbia. 41 On t he  f i r s t  day 

of trad-ing, August 7, 1979, t h e r e  had been 2,300,,000 sha r e s  
- --- 

s o l d  i n  less than 100 ~$are  l o t s  and 78;900,000 r e g i s t e r e d  
I 

sha r e s  sold.  42 A s  o f  October 9, 1 9 7 9 d 6 . 2  p e r  ceat o f  t h e -  

l O O , O O O , O O O  s h a r e s  w e r e  i s sued ,  and as o f  October 10, 1979, 

t h e  B r i t i s h  Columbia government was t h e  l a r g e s t  shareholder  
3 

w i t h  4.7 pe r  c e n t  of the ou t s tand ing  s tock.  43 BCRICns 

Canadian Ce l l u lo se  and Westcoast Transmission and from 



investment i n t e r e s t  on i t s  money received from the share 
- 

-44 
- -- -- --- - - - - - - 

offerings. 

I n  most types' of investments each shareholder is a 

registered owner; however, under the scheme of BCRIC, only 
- 2 -  

holders owning 100 or'more registered shares are  en t i t l ed  

to  vote, receive reports and notices from the company, be 
& 

mailed dividends, 'or be protected from the t h e f t  of bearer 

share ce r t i f i ca tes .  Under the BCRIC l eg i s la t ion ,  only 
\ 

those people. who purchased an ext ra  95 shares i n  addition 

t o  the f ive  shares given to them byx the provincial govern- 
- - -  - - - - - -  - - - ---- - 

ment and conditional upon these shares being registered are  

e l i g ib l e  t o  vote. 45 

have been cr i t ic isms of the Government fo r  the 

way i n  which the Bri t ish ~ o l h b i a  Resources Investment 
p. 

Corporation was structured. Wheh Premier.Bennett presented 
- 

for  second reading the  b i l l  tha t  waul-d es tabl ish  the Br i t i sh  

Columbia Resources Investment Corporation, he said : "The 
'r 

in ten t  of t h i s  b i l l  i s  tha t  the government w i l l  own-bss 
1 

than 50 per cent of the shares. "46 Premier Bennett weAt on 
-- / 

t o  say tha t  the b i l l  woulEi create  a public company operating 

in  the &ivate sector and the company would nei ther  be an' 
- - - 

arm of government 'nor would i t  be ,a crown corporation. H e  
Lv - --- --- - 

It even has strong differences from the corporations 
t h a t  perhaps it was modelled a f t e r  - the Alberta 
Energy Corporation and the CDC [canadian Development 
Corporation3 - allowing the interim board of d i rec tors  
t o  make up t he i r  OF regulations ra ther  than have a 

w i  L q u l  ai ions T m  tEeguver-- - 

a s  t o  how tha t  company should o m a t e .  It is  being . - 



given the same opportunities a s  any public company 
- - -- - - - - - epet=&- * & ~ k & e - t e r r  if7fmrctirm- and----- 

have all  of the responsibili t ies.  

Premier Bennett also stated that  "the government cannot 

control the directorpte no matter what i t s  shareholdings 

are. "** However. M r .  Scott Wallace (~rogr&&ive Conservative 

MLA - Oak Bay) argued that  the whole thrust  of the b i l l  was*-=& - - 
- 

meant t o  maintain a strong and defini t ive presence of 

- directors on the board who were appointed by the government 

since the nmber of directors who.can beeappointed by the 

. . 
e W i t h + h p . i n n  QL the -in - - - - - -- - e t d z  2 C&T•̃~+R~- 

proportion of &he - to t a l  number of directors,  M r .  Wallace 

noted that  Premier Bennett argued that  because the government 

would have l e s s  than 50 per cent of the shares that  th i s  

made the corporation a completely "free enterprise" company. 

M r .  %Wallace argue4 that  th i s  suggestion of premier Bennett s 

was incorrect as long as the gmernment'had any substantial 

49 4 
percentage of control over any company. 

1 .9 
I 

Since August 31, 1977, a t  which time M r .  Wallace made 
\ 

the above argument and September 1. 1977, when the British 
. i 

Columbia Resources Investment Corporation Act >was proclaimed. 
I 

there was ode signif icant  change i n  t h i s  Act and that was the 

provision for the distribution of f ree  bearer shares under 

the British Columbia Resources Investment Corporation Amend- 
b 

ment ~ c t ,  1979, 50 A s  a resu l t  od t h i s  distribution, the 
t 

shares held by the government have been considerably reduced.. 

a A prominent investment dealer  f-~ 
- - - - - - - - - - - 



governme& bf Bri t i sh  Columbia has no more control ov%& , -- - 
the  Br i t i3  ~esou&es  ~nvestm&t Corporation than 

51 I .  it has over any other pr ivate  sector corporation: ' In  - 
' I ' <  

June 1979,- when one of the d i rec tors  of Bf2tish Columbia - I' 

' Resources Inyestment ,Corporation, M r .  P i t t s ,  was asked if 

the present o r  ,&y. future government c o d d  . influence the : ' 
I / . - =  . 

management of B C R I C t s  a f f a i r s  by, for  example, amending * 
* * -  

i ts  A c t  of incorporation. t o  'compel i t  to  do something or  
- 

prevent it from doing something, M r .  P i t t s  answerea: 
t 

-- - BCRIC i s  no more vulnerable ~ t o  l e g i s l a t i v e  act ian . 

- - - - 

than any other company tha t  f a l l s  under the B.C. 
-Companies Aa, me gove-nt ;has the power i f  i t  ' 

- 

s a w  f i t ,  and it could s imilaf ly use i ts  power-to 
amend the B r i t i s  Columbia- Resources Investmenti 

: Corporation Act, ?h 
, .  :/ 5 q  

The Bri t i sh  Columbia ~ e s o k c e s  Investment ~ d r p o r a h o n  
t 

is a shared enterprise; .  t ha t  is,. it was.establisMd_by a - 
t . 

' s ta tute  of 'the Br i t i sh  Columbia leg'islature and .the . 
* 

provincial. governme& has taken a 'direct equity position 

i n  common with ot-her participants.  A s  ' in  the private  sector,  
B 

the board of the Br i t i sh  Colynbia Resources Investment 

corporation $s  responsible fo r  its .management, A s  of ' , . -  . 

* -%* October 1979, there we e s i x  d i rec tors  on its board; the.  

same s ix  who.were or ig inal ly  appointed by Premier Bennett's 

Government. Four of tbese s ix d i rec tors  were cal led iqterim 

di rec tors  who'were a p p i n t e d  i n  Septembec 1977. As-mentioned 

e a r l i e r ,  there a r e  t o  Be no ministers on the boar -. 
direc tors  of the Br i t i sh  Columbia Resources' ~nveskhent 

~orpora t ion .  A s  a resu l t ,  this ,corporat ion is freed from , 



po l i t i ca l  participation i n , i t s  board's decisilons and it 

is permitted to  opkrate i n  much the same manner ag any - 

other priv&e sector corporati&. There is one difference, 
.. < 

and t h a t ' i s  the government of ~ o l & b i a  i s  the 

largest  shareholder with - .  4.7 pek cent of the outstanding 
* 

- shares.  o ow ever, due to the f ac t  that  this, percentage of 

stock ownership is so ,small, the government would be able 

to  exercise, a t  €he%ost, minimal direction a t  a stockholders . 

f t-b R r i  t i  sh-bhi a 
r - - 

L Investment Corporatian is- that -of a holding company for 
t 

investment purpose?, and the British ~ o l d b i a  Resources 

Investment corporation is accountable to i t s  shareholders 
* 

and not di rect ly  to  a minister. The government i s -bas ica l ly  
3 

just one of the many shareholders of BCRIC, and it is en- ' 

t i t l e d  to no special treatment. a 
1 

Public Interes t  - 
The Brit ish Columbia Resources Investment Corporation 

was established t o  act  a s  a vehicle by which certain crown 

+ corporations and government holdings could be "privatized". 

A t  the t i m e  E R I C  was formed, these holdings which were to 

become par t  of the British Columbia Resources Investment 
i 

Corporation were i t ab le  %d. the income from these 
C '  

ventures amounted t~ millions of doliars,' Instead of com- 
v 

@eteiy privatizing the ~ r i t i s h .  Columbia Resources investment 

Corporation, the government i n i t i a l l y  retained a substantial 



Lp--- - -- - - - -L -- - - -- - A- 

percentage of the shares. It did, however, devise a scheme 

of s h k e  d is t r ibut ion whereby each resident  of Br i t i sh  
, b 
* 

Columbia who was e l i g ib l e  would receive f ive  f r ee  shares 

of BCRIC from the Government. This policy was seen by the 

Government's c r i t i c s  a t  the time as  a way of capturing more 
\ 

votes for the  Social Credit Party i n  the upcoming provincial 

election. The dis t r ibdt ion scheme was explained t o  the 

e lec tora te  by the  Government as a' means- b ~ w h i c h .  eaach 
- 

rdsfdent would have a share in  the resources o f . S r i t i s h  -- - - - - - -- - -- - - - - - - - - 

Columbia. It would encourage - more investment andsencourage 

an appreciation of t h e  merits of private enterprise.  In 

t h i s  way, the public i n t e r e s t ,  as  perceivedcby the government, 

would be served, 

To begin with, i t  i s  interest ing t o  note t ha t  the 

Br i t i sh  Columbia Resources Investment Corporation was-not ' 

composed of any of the  crown corpd'rations t ha t  had been a 

f ihancial  burden on the tLpayers  of the province. The 

question a r i s e s  as  to  whether the government should only 

r e t a in  the public corporations which lose money and once a 

public corporation becomes profi table whether it should be 
- /' 

sold t o  private  in teres ts .  .It has been noted tha t  where the 
3 

prevailing philosophy i s  strongly 'in favor of pr ivate  enter- 

p r i s e  there w i l l  probably be strong pressure exerted on the 

goveqnment t o  sell t o  the private  sector successful ventures 
1 

it has acquired. I t  is  argued tha t  t h i s  i s  desirable since - 
it provides the government with a revolving fund from which . 



t o  undertake fur ther  enterprises,  However, the su@cessful a - 

replenishment of such-a fund would depend upon the govern- 

ment quickly making a large  number of i t s  enterprises  
- 

profi table,  Some experts argue that  t h i s  does not support 

the rat ionale used by governments t o  create  public enter- 

pr ises  and i f  successful enterprises  were large,  it would 

be doubtful t ha t  su f f ic ien t  private cap i ta l  would be 

available. They s t a t e  tha t :  

- - - - -  The-i;dea ~ € ~ u s i n g  OF co 
- - 

mmon proper t y w h e r ~ f t :  is - - - 

- prof i table  and when the r i s k s  have been taken=by the 
commonalty t o  private  individuals who w i l l  gather the 
reward t h a t  w i l l  come to the undertaking from general 
economic growth, without having taken any of the r i sks ,  
seems odd. To the community, the  jus t i f i ca t ion  for  
pr ivate  enterprise,  ;-and for  the protection tha t  the 
community afford t o  private  property, i s  t h a t  it 
should be enterprising and risk-taking, From the 
national point of view, t o  t ransfer  proper'ty from the , 

, public to the private  sector in  t h i s  way seems meaning- 
l e s s ,  unless it can be maintained tha t  pr ivate  g n e r s h i p  
w i l l  lead t o  a more e f f i c i e n t  use of resources. 

- -- - 
M r .  Barret t ,  the  leader of t h e  ~ e w  ~ e m o c r a g c  Party, 

said t ha t  he saw nothing wrong with the  government "sharing 

with the people i ts  own resources by granting .;. them a 

crack a t  the i r  own resources on a permanent basis. I 1  55 

Bowever, he c r i t i c i zed . the  Government fo r  putting a l l  the 

prof i table  government holdings in to  BCRIC where only the 

r i ch  would st& t o  gain while the ordinary taxpayer would 

be l e f t  with the losers  l i k e  +B. C. Hydro and B. C, Ferry 

Corporation. 56 

regard to - the  share offering, the value of the shares 
a 



- 

decreased before  they , w e r e  d i s t r i bu ted .  - -- 57 The B r i t i s h  - 

Columbia Resources Investment Corporation Prospectus notes  ' 

same of t h e  reasons f o r  the change i n  t he  value of t h e  shares: 

Af te r  t h e  i s s u e  of  t h e  15,000,000 f u l l y  paid  common 
shares  of-BCRIC, t h e  pro forma n e t  book value per 
common share  of  BCRIC, based on t h e  Consolidated 
Balance Sheet of E R I C  as of December 31, 1978, would 
be $11.16 per share. The increment i n  t h e  n e t  book 
value of  BCRIC f o r  common shares so ld  on this o f f e r ing  
i s  $6.00 per share, l e s s  agent ' s  commissions and 
expenses of  'issue, The s a l e o f  each common share  w i l l  
r e s u l t  i n  immediate d i l u t i o n  of  t h e  pro  forma n e t  book 
value per share  +refe r red  t o  a w e .  T h e  f u l l  extent of  
t he  d i l u t i o n  t e s u l t i n s  from t h i s  o f f e r i n s  cannot be I , 

- - determined u n t i l  t h e  o f f e r ing  i s  completed and t h e  
number o t  common. shares  i s  - k C ~ n ~ > ~  

By en&ur2iging i n d i v ~ d u a i s  t o  i n v e s t  i n  a publ ic  company, 
1 

t he  bene f i t s  o f  such inves tpen t  can be shared by a l a r g e  

number of people, However, t h e  share. d i s t r i b u t i o n  w a s  

c r i t i c i z e d  by the  Progressive Conservative l eade r  as i n t e r -  

ference i n  t h e  p r i v a t e  sector .  It amounted t o  the  Government 

i n s t r u c t i n g  people t o  i n v e s t  i n  a p a r t i c u l a r  company and 

using taxpayers '  money i n  t h e  process. 59 The BCRIC Prospectus - 
states t h a t  t h e  government does not  i n  any manner guarantee 

khe common shares  of  BCRIC nor does any government have 

any d i r e c t  o r  i n d i r e c t  ok l iga t ion  wi th  respec t  t o  them. I n  

addi t ion ,  s i n c e  BCRIC is a new company, p o t e n t i a l  p r o j e c t s  

and investments t h a t  may be acquired o r  i n  which E R I C  may 
- 60 

p a r t i c i p a t e  are n o t  known, Fhe Prospectus does no t  confirm 

Premier Bennett 's  s tatement that shares  i n  BCRIC i s  th& best 

61 For example, t h e  opportunity t h e y ' l l  have i n  a l i fe t ime .  

s i d i a r i e s  over t he  p a s t  f i v e  years  are no t  neces sa r i l y  



indicative of future hrformance. No representations can 
- - - -  - -- - - -- - 

.. 
- - - -  

be made to the future influence of these factors on prices 

for BCRIC ' s  common shares. 1962 

The amount of public money spent t o  d i d ' r i b i t e  the 

shares of BCRIC was also cri t icized.  The Government'could 

have privatized the holdings that  became a par t  of BCRIC 

by sel l ing th& a t  market value to private sector invehtors. 

The money that was received from these sales could then have 

been used to  reimb e the provincial treasury for  the pur- 
Q-3 

for these government holdings and i f  there was p o f i t ,  that  X 
prof i t  could then be used to  ei ther  lessen the t A u r d e n  or 

to finance social services. Instead, the Government chose 

to spend an estima'ted $20 million to dis t r ibute  the public 

shares and help promote the sa le  of the Bri t ish Columbia 

Resources Investment Corporation ' s . share offering. 6 3  

The costs of the distribution program included such 

things as: a l a t e r  from the Premier, brochures, application 

forms, $5 fee for each application processed by a financial 

ins t i tu t ion,  and advertising. After the costs of the share 

offering to  the public are calculated, there i s  very l i t t l e  

net p rof i t  t o  the holder of the five bearer shares. 64 I f  

the owners of the bearer shares are discounted because of the 

insignificant number of shares each individual holds, then 

the holdings that  were once owned by a l l  the people of 

- - -  Brit ish Columbia are now held by-a smaller pp- number of people 

who are not necessarily a l l  residents of British Columbia. 

6 



I n  _add i t ion ,  B-C made us  a _af the taxpayers! f i n a n c i n g n f  - 

- 
t h e  i n i t i a l  f r e e  s h a r e  o f f e r i n g  of the government t o  promote 

i t s  5,000 o r  less s h a r e  d i s t r i b u t i o n  a t  $6 p e r  sha re ,  65 For 

i n s t a n c e ,  M r .  B e l l i w e l l ,  P r e s i d e n t  o f  B r i t i s h  Columbia 

Resources Investment  Corporat ion,  s a i d :  " A t  t h e  same t i m e  

as t h e  a p p l i c a t i o n s  w e r e  t o  be rece ived  f o r  f r e e  s h a r e s ,  we 

[BCRIC] would a c c e p t  s u b s c r i p t i o n s  f o r  f u r t h e r  s h a r e s  a t  s ix  

d o l l a r s  each  t o  be i s s u e d  from o u r  t r e a s u r y  t o  a m a x i m u m  o f  . . fl . 
5,000 pe r  e l i g i b l e  person,  ,,66 

a - 

Another a r e  o f  d i s p u t e  p e r t a i n s  t o  t h e  - Government ' s 

s e l l i n g  o f  the p u b l i c  ho ld ings  t o  t h e  ho ld ing  company. 

Canadian C e l l u l o s e ,  Kootenay F o r e s t  Products ,  and P la teau  

M i l l s  were s o l d  f o r  $73,273,000; W e s t  Coast  Transmission f o r  

and petroleum and n a t u r a l  g a s  l i c e n c e  f o r .  
-4 

f o r  a t o t a l  o f  $ 1 5 1 , 5 3 2 , 9 3 0 . ~ ~  The Honourable - 
5 

Evan Wolfe, Finance M i n i s t e r ,  s a i d  t h e  v a l u e s  w e r e  e s s e n t i a l l y  

market v a l u e s  and w e r e  e s t a b l i s h e d  bg o f f i c i a l s  i n  t h e  f inance  

m i n i s t r y  and m i n i s t r y  of  mines and petroleum r e s o u r c e s ,  w i t h  

advice  from t h e  p r i v a t e  s e c t o r .  68 On t h e  o t h e r  hand, M r .  

Barber (NDP MIA - Victor ia . )  noted t h a t  t h e  S o c i a l  C r e d i t  fund 
r 

raiser, M r .  Aus t in  Taylor ,  w a s  t h e  v ice -p res iden t  o f  one o f  
-, 

t h e  investment  f i r m s  h i r e d  by t h e  p r o v i n c i a l  government t o  

e v a l u a t e  t h e  assets t o  be t r a n s f e r r e d  t o  BCRIC, M r .  Barber 

s a i d  t h e  replacement v a l u e  of  t h e  a s s e t s  'was c l o s e  t o  $500 

m i l l i o n  i n s t e a d  of  $151,532,930. 69 M r .  Hepburn, P r e s i d e n t  



- - - 7 - - - -  -- - -- - -- -- - -- - - 

the Br i t i sh  Columbia ~ e s o d r c e s  Inveskment Corporation paid 

an average.of $17 per acre for i t s  2,343,667 acre oil. and 
u 

gas+ licence and they must be worth more than tha t  amount, 

Similar acreage in  Br i t i sh  C o  he noted, sold a t  an 

average of $61 an acre in  197 i s  amounts t o  a d i f fe r -  

ence of over $600 million tha t  the government may have l o s t  

by not following the procedure of se l l ing  o i l  and gas l icences 

on a bid system. Instead, the government of Br i t i sh  Columbia 

sold the l icence on t h i s  peoperty t o  BCRIC fo r  ,$40,896,000. 71 

premier Bennett sa id  t ha t  anyone with i n i t i a t i v e  and \ 
enterprise could buy additional BCRIC shares, 72 However, he 

-. 

fa i l ed  t o  take in to  account alL the people who cannot afford 
k 

to  purthase sha es the people who are unemployed or  on *w 
welfare. Besides, many people who a re  employed have only 

enough money to  meet t h e i r  a d i a t e  needs and =annot affo;d 

to  speculate on the stock marke w h e r e f o r e ,  the majority of 

the shares w i l l  end up i n  the possession of the more aff luent  

people i n  our society. 

L, Although Premier Bennett stressed the point tha t  BCRIC 
d 

was foimed a s  a vehicle i n  which t o  invest i n  Br i t i sh  

Columbia,'~ economy, BCRIC is f ree  t o  invest i n  anything it 

wishes. This could quite  conceivably include foreign a s  w e l l  

a s  domestic inv6stments. Already, BCRIC has made an invest- 

- -- 
73 Investment men t i n  another province, 

w 
by the board of direc tors  of Bri t ish Columbia Resources 



Investment Corporation, none of whom are representatives of 

the gbvernment even though they were i n i t i a l l y  appointed by 

the ~overnrnent, 

Summary 

The Social Credit Party bases i t s  p o l i t i c a l  platform 
\ 

on "free enterprise" policies.  I n  pract ice,  however: i t  has 

t o  work within a mixed economy. In the case of the 'Br i t i sh  

Columsia Resources Investment Corporation, the Government 
- 

- - - - - - - -- - - - - - - - 

returned cer ta in  industr ies  back to  the private  sector while 

remaining the l a rges t  shareholder. 
. 

The Government argued tha t  i t  was i n  the public in te res t  

t o  es tabl ish  the Bri t ish Columbia Resources Investment Cor- 

poration because it would, among other things, give the people 

of Br i t i sh  Columbia an opportunity t o  invest i n  the resources 

of Br i t i sh  Columbia. On the other hand, the New Democratic 

Party argued tha t  only the r ich  would benefit  from the t ransfer  

of the government shares to BCRIC. The people who received - 

the "free shares" had already paid fo r  them i n  the sense tha t  
A 

when the government i n i t i a l l y  purchased these holdings tha t  

becape par t  of BCRIC, it paid fo r  them with the taxpayers' 

money, 

As &&ned e a r l i e r ,  the Br i t i sh  Columbia Resources 

k Investment orporation is  a shared enterprise,  and it operates . 

a s  a holding -mbny for-investment purposes. Br i t i sh  
.--- \ -- _ - - - - -- --- - -- - - - 

Columbia Resources.Investment Corporation was established 

by a s t a tu t e  of the Brktish Columbia legis la ture ,  and it is 



- -- - 

€6-opGiat25+Gi€h 3 m i i E i e ~ ~  n-its boa~d. BCRI C has the 

same type of accountabili ty t o  the government as  it renders 

t o  the other shareholders, and i ts  objective i s  the maxi- 

mization of profi ts .  ~ l t h o u ~ h  the government i s  the  l a rges t  - 
- - 

shareholder and i t  appointed the present management of BCRIC, 

the decisions about policy a r e  suppose to  come from the 

directors.  Therefore, when the publ-ic holdings became a 

par t  of BCRIC and the government had reduced i t s  share 

position to  4.7 per cent, i t  could no longer s e t  the policy 
- - - - - - - - - - --- - - - - - - -  - - - - - - - -- 

fo r  these holdings. In addition, a t  the present time the 

government cannot appoint directors ,  i t  must e l e c t  them; 
* 

A s  soon as  the public holdings such as  Canadian Cellulose, 

Kootenay Forest Products, and Plateau M i l l s  came under the 

ownership of the Br i t i sh  Columbia Resources Investment 

Corporation, they were once again owned by a corporation 

whose objective- i s  p ro f i t  maximization. Although these 

companies would not necessarily be kept i n  operation under 
, 

public ownership i f  the losses became great ,  there i s  more 

likelihood of the government maintainingvthe v i a b i l i t y  of 

the corporation i n  order to protect  a community and employment 

than there would be un,der a shared enterprise s i tua t ion  where 

the maximization af p ro f i t s  i s  the goal. Furthermore, the 

communities in  which these companies a re  s i tuated a re  for  the 

modf par t  dependent upon the fo res t  industry. 

\ I f  the ~over&ent  had sold its holdinks to  the private  
- - 

. sector  a t  market value and used the money to  reimburse the 



p s i n c i a r  treasury f o r  t k i  i n i t i a l  cost o f  tkese hoTalngs 
- -- 

and used the-prof i t s  to  finance such things as social 

services, the rationale behind this  type of arrangement 

might be seen as a bel ief 'by the Government t h a t ,  these 
-- - 

holdings would be-operated bet ter  for the public in teres t  
2 

by the private sectof than by the public sector. However, 

the Government did not do this.  ThB Government could have 

retained a share position and sold the remainder of the 

shares to the private sector investors a t  market value. 
- - - - - - - - -- - - - - - pp - - 

Instead, it chose to s e l l  the public. holdings for a price 
- 

which was reported ,to be below market value. Then it used 

approximately $20 million of public funds to dis t r ibute  

shares i n  companies that  the public had originally paid for 

a t  the time the Government i n i t i a l l y  purchased the companies. 

Due to such factors a s  the costs *involved in  the d i s t r i -  

bution of the shares, it would seem that  the establishment 

of the Bri t ish Columbia Resources Investment Corporation ' 

resulted in  a loss of mpney to the provincial treasury. 

It might be argued that  the public in te res t  i s  served 

by the Bri t ish Columbia ~esources  Investment -Corporation 

- -because of i k s -  investments i n  - industries in- British Columbia 
- -  - - 

I 
and th i s  w i l l  help stimulate the economy and with an improved 

economy every one benefits. On the other hand, a t  the present 

t i m e ,  BCRIC has made few investments. I n  addition, the more 

affluent people, the minority, stand to  benefit. from E R I C  
- - -  - . - - - - - - -- - - - - - - -- -- - - -- - 

since the majority of the people can not necessarily afford 

to bay shares;, Even though BCRIC attempts to bring about 



grea te r  pa r t i c ipa t ion  i n  the economy by the  people of 
\ *' 

B r i t i s h  Columbia i n  the  form of investments i n .  t h a t  cor- i 
a 

poration,  i n  f a c t  only a minority of the  people of the 

p r ~ v i n c e ~ o f  B r i t i s h  Columbia own shares i n  BCRIC, I f  the  = 
i ! .  

f i v e  shares a r e  discounted because of t h e i r  r e l a t i v e  
i 

i n s ign i f i can t  number per person, of the  approximately 2.5 
.. A 

mill ion people of B r i t i s h  Columbia who owned the  holdings * .  

6 '  

s a l e  of BCRIC "shares, 130,000 people owned one hundred o r  -+ 

D 

a . more shares and 40,000. more people 'purchased -extra shares 

but  not  i n  s u f f i c i e n t  number t o  be qual i f ied  f o r  reg is t ra - -  , 

74 % 

t ion. Therefore, the  holdings once owned by a l l  of the  - 
Columbia a r e  now owned by a minority of 

a ,minority of people from the other  , 

provinces of Canada s ince  a l l  Chadians can now purchase 

shares, 
7 

G. 

Since t h i s w s  the f i n a l  case study t o  be examined, the 
9. 

next chapter i s  a summation of the  three-+s,tudies. 
% 
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CHAPTER V 

ANALYSIS AND CONCLUSIONS 
\ 

In th i s  chapter, the three case studies w i l l  be compared 
L. I 

and contrasted with respect to: (1) the rationale behind 

the formation, ( 2 )  the structure 'and operation, and ( 3 )  the 

manner i n  which the public in teres t  is served by the public 

enterprise. I n  ,addition, the public corporation's roLe as an 
& 

instrument of government policy w i l l  be a examined. This .final 

certain conclusions. . 

A. Analysis : History and Rationale. Behind the Formation 

There are important s imilar i t ies  and differences in  the 

manner i n  which Bri t ish  Columbia Hydro and Power Auth~r~ i ty ,  

the Insurance Corporation of British Columbia, and the ' ~ r i t i s h  

Columbia Resources Investment Corporation came into  existence. 

Bri t ish ~oiumbia Hydro and Power Authority came into existence 

' as  a resu l t  of the expropriations of two privately owned 

corporations and their  ainalgamation with a public &dye The 

Insurance Corporation of Bri t ish Columbia was 

venture. Oh the other hand, British Columbia 

ment Corporation came into existence in  order 

certain public holdings. & 
A l l  three corporations have one principal 

3 , 

a new business 

Resources Invest- 

to privatize 

reason i n  common 

for thei r  formation, the pursuit of the "public in teres t"  as 
-- 

i t  was rationalized by the government which was responsible for 

i t s  creation. There are differences i n  the meaning of the 



concept, 'bublic interest" .  Premier W.A. C. ,Bennett seems to  

have defined the  public i n t e r e s t  i n  terms of tax savings to  a 

public corporation tha t  would be passed on to  the consumers. 
' 

Hydro ra tes ,  it was argued, would be cheaper since a csown 

corporation, unlike a pr ivate  sector corporation, i s  not 

subject to federal corporate taxes. A s  a r e s u l t ,  the savings 

real ized by the change in  s t a tu s  would r e s u l t  i n  large 

f inancial  savings which could then be transferred to  the 

t - 

, public i n  ~ r i k i s h  Colma in  theform or l o w e  S l e c t r i c i t y p p  

rates .  Secondly, the re  was the,implication tha t  a public 

corporation would provide e l e c t r i c i t y  in  a more equitable 

ma &' across the province especially i n  remote areas. 

Conversely, Premier B i l l  Bennett argued i n  the case of 

the Br i t i sh  Columbia Resources Investment Corporation tha t  

the public i n t e r e s t  would be served by returning public 
* 

holdings t o  the pr ivate  sector. Individual part icipat ion i n  % 

the economy in  h i s  Government's view was i n  t h i s  part'icular 

, case preferable to-government ownership. Besides, the Social 

Credit Party 's  p o l i t i c a l  platform i n  the 1975 elect ion was - 

based on "free enterprise1#: that is,  the promise tha t  theke 

would~be a reduction i n  government part icipat ion i n  the 
- 

economy, By returning sope public holdings t o  the private  
- 

sector ,  theoGovernment would be able t o  enhance i t s  image a s  
C- 

a "free enterprise" governqent. 

r .  * 

Columbia, it w a s  the test of the New Democratic Party 's  policy 



of public ownership; that  . i s ,  public ownership i f  it was 

believed t o  be necessary. The NDP Government stated that  '. 
public'ownership of an automobile insurance company was 

necessary since the private sector automobile insurance 

companies were noted for price fixing and declining t o  insure 

high r isk  drivers. In addition, the en t i re  population of 

Bri t ish ~olumbia' was not insured against loss •’ran automobile 

related accidents, Therefore, the New Democratic Party was 

convinced that  a publicly om ed automobile insurance. company 
A- - *- + 

would rect i fy  t h i s  s i tuat ion and serve the public intere;t 

bet ter  than i e  had been served by the private sector automobi5e 

insurance companies; 

& I 

There are certain paral le ls  and n t ras t s  to be dram 

with regard to  the Officiak Opposition's position on the 
%.- 

creation of me three corporations. For instance, i n  the 

case of B.C. Hydro, public ownership of B. C, Electr ic  (one of 

the expropriated private companies tha t  became a part of B.C, 
t 

Hydro) was a p v t y  policy of the Official Opposition. The 
> 

\ 

Government, on the other hand, did not subscribe to  public a 

ownership of B.C. ElectrPc i n  i t s  party's platform. However, 
- 

i n  1961, the Government made the' decision to  expropriate B. C. . 

Elec t r ic  and put it under government ownership. The of f ic ia l '  

.Opposition welcomed the expropriation and voiced approval of 

the Government b i l l  to create B.C. Hydro. I n  contrast, i n  the 

case o f  the Insurance Corporation of Bri t ish Columbia, public 

ownership of the automobile insurance industry was the 



fu l f i l lment  of an elect ion promise of the Government Party. 

While the Official 'Opposition did not go as  f a r  as  t o  include 

government ownership o f . t h e  automobile insurance industry as 
* 

a party policy, it did, however, come close t o  adopting t h i s  

type of policy a t  a party convention. In  other words, i n  both 

instances the Off ic ia l  Opposition was e i t he r  committed to  

public ownership i n  t ha t  parf icular  case or favorably disposed 

towards public ownership. However, unlike the case of B. C. 

e s tab i i sh  the pubikc corporation, i n  the  case of the  Insurance 

Corporation of Br i t i sh  Columbia, the Government b i l l  to  estab- 

l i s h  t h i s  corporation was act ively opposed by the Official  

Opposition. 
* 

In  the case of Br i t i sh  Columbia Resources Investment " 

Corporation, and i n  contrast  t o  the other two case studies,  

the po l i t i c a l  party which became the Gov rnment a f t e r  '% - 

December 11, 1975, had promised tha t  i f  it was elected it 

would reduce government involvement i n  th~e economy. However, 

it was not spec i f i c  a s  to exactly how it was going to  accom- 

p l i sh  t h i s  and how many government holdings would be privatized. 

When the announcement was made by the Government t ha t  it was 
C 

going to es tabl ish  the Br i t i sh  Columbia Resources Investment 

. Corporation, it was revealed tha t  only the profi table govern- 

ment holdings were to be privatized. The Official  Opposition, 

of course, would not support theGovernmentbill _toest.ahli 
- - -- - - - *-- 

a public corporation par t icular ly  since the establishment of 



this  p u b l i c  c o r p o r a t i o n  would u l t i m a t e l y  r e s u l t  i n  t h e  

p r i v a t i z i n g  o f  government ho ld ings  which i t  had purchased . 
when i t  w a s ,  t h e  government o f  B r i t i s h  Columbia. 

The development o f  t h e  province  o f  B r i t i s h  Columbia w a s  

g i v e n - i n  each  case as one reason why each  government c r e a t e d  

a p u b l i c  co rpora t ion ,  The manner i n  which t h i s  development 

was t o  t a k e  pl* v a r i e d  w i t h  each  corpora t ion ,  I n  t h e  case 

of B. C. ~ ~ d r o ,  sremier W.A, C. Bennett  argued t h a t  t h e  estab- 
k - - -  

l i shment  o f  t h i s  p u b l i c  corporat ior i  would h e l p  develop  thh 

province  o f  B r i t i s h  Columbia by ensur ing  l a r g e  q u a n t i t i e s  - 

of hydro electric power which would act as a s t i m u l u s  t o  the 

economy by a t t r a c t i n g  i n d u s t r y  t o  B r i t i s h  Columbia. Conversely,  
a 

a number o f  y e a r s  la ter  P r e m i e r  ~i ' l l  Bennet t  argued t h a t  t h e  

province  c o u l d , b e  developed better by p r i v a t e  e n t e r p r i s e  and 

t h e  government should n o t  be involved i n  b u s i n e s s e s  and 

. indus t ry .  Therefore ,  p u b l i c l y  owned ho ld ings  should r e v e r t  
* 

t o  p r i v a t e  sector ownership. A s  a r e s u l t ,  his  Government 

maintained that by " p r i v a t i z i n g "  c e r t a i n  p u b l i c  ho ld ings  t o  
0 .  

form t h e  B r i t i s h  Columbia Resources Investment Corpora t ion  

investment  by t h e  .publ ic  i n  BCRIC would be encouraged, T h i s  

money would then  be i n v e s t e d  by  E R I C  i n  t h e  r e source  i n d u s t r y  

of  B r i t i s h  C o l u m b i a  and t h e  economy of t h e  province  would be 

s t imula ted .  I n  c o n t r a s t  t o  t h e  reasoning  behind t h e  formation 

of B r i t i s h  ~ o l u m b i a *  Resources Investment Corpora t ion ,  t h e  

NDPqj'vernment argued t h a t o n e o f t h e  m e r i t s  o f  a p u b l i c l y  
. 



owned automobile insurance corporat ion over p r i v a t e  i n su re r s  

was t h a t  t he  Insurance Corporation of B r i t i s h  Columbia would 
B 

have l a r g e  amounts,of investment money which would be invested 

i n  Canada and n o t  i n  o t h e r  p a r t s  of t h e  world and t h i s  invest -  
& 

ment money would have an economic impact upon t h e  province. 
\ 

Direct  f i n a n c i a l  b e n e f i t s  t o  the  publ ic  were a l s o  

eqphasized a s  a f a c t o r  behind the formation of a l l  t h ree  

corporat ions even though t h i s  was done i n  a s l i q h t l y  d i f f e r e n t  
i 

manner i n  eax ins tance .  The f inanciZI be-efit to b6 rGZrZzed - 

b y ' t h e  publ ic  wi th  the  establishment gf the  B r i t i s h  Columbia 
4 

9 
Hydro and Power Authori ty.and the  Insurance Corporation of  

B r i t i s h  Columbia was i n  the  form of a promised r a t e  reduction. 

B.C. Hydro's r a t e s  w e r e  t o  be decreased p a r t i a l l y  as a r e s u l t  

of t h e  non-payment of  f ede ra l  corporate  taxe-s, while ICBC 

reductions were t o  become poss ib le  p a r t i a l l y  because of a 

c e n t r a l i z e d  adminis t ra t ion which had t o  dea l  wi th  only one 

set of  r a t e s ,  one type of  claim form, etc.,  ins tead  of having 

t o  contend wi th  a mult i tude of d i f f e r e n t  adminis t ra t ions  with 

t h e i r  individual  r a t e  s t r u c t u r e s ,  claim forms, and so  for th .  
* \ 

I n  con t r a s t ,  t h e  f i n a n c i a l  ga in  t o  be derived from the  

d formation of  t h e  B r i t i s h  Columbia Resources Investment '  
'b . 

Corporation came i n  the '  form of f i v e  f r e e  shares.  The reason- 

ing  behind this share  d i s  t r i bu t io i  was t h a t  t h e  people of t h e  

province should have a s t ake  i n  t h e  f u t u r e  of B r i t i s h  ~olumbia.. 
--h 

m i n g a h u i t  the dic t r ibu t icm of  the f r c z  share-- 
- 

Bennett sa id :  "We hope t h a t  giving these  shares  t o  the 



people w i l l  provide them with a tangible sense of ownership 

and part icipat ion in  Br i t i sh  Columbia ' s economic future. " l  

These public co rp ra t i ons  were thus created as  instruments 

of government pplicy. The Lamber t  Commission comments on 
L 

federal  crown corporations as  instruments of government policy, - 

and it had t h i s  t o  say: 

Most crown corporations a r e  created as  instruments of 
national purpose and tha t  purpose, as  expressed i n  t he i r  
mandates, extends beyond the business a t  hanq, Indeed, 

- - 

i f  t h i s  were not t r u e ,  there would be l i t t l e  to  jus t i fy  
government involvement ~ t h e m . 2 ~ ~ -  9 

< 

I n  the case of the  crown corporations i n  Br i t i sh  Columbia t ha t  

were studied, the government has the power t o  control t he i r  

policy direct ion;  however, t h i s  policy direct ion by govern- 

ment i s  somewhat d i f ferent  i n  the case of the shared enterprise 

i n  reference t o  the federal public corpora- 
I 

.s, 

Commission says t ha t  "Shared Enterprises 

are instruments of government policy, but i n  a'  more limited 

sense than wholly-owned Crown corporations. "3 It would seem 

tha t  i n  the case of the  shared enterprise examined, it is  t o  a 
I '  

very minimal degree an instrument of government policy> Even , + 

though the government is the l a rges t  shareholder, i t  owns 

only 4.7 per cent o•’ the  *outstanding shares, 

Therefore, it seems t h a t  each government jus t i f i ed  the .  . 

creation of a public.  corporation i n  the bel ief  t ha t  the creation 

of the public enterprise wouldpenre the  public in teres t .  



- -- - - pppp pp-p p-pp -- * - - 
corporation, it would seem that  the serving of the public 

interesk as interpreted by the government which formed the 

public corporation could include such things as the provision 

of bet ter  services, the implementation of government policy 

and/or electoral promises, and the development of the province. 

I 

B. Analysis: Structure and Operation 

The structure of Bri t ish Columbia Hydro and Poyer Authority 

a r  to  tha t  of the Insurance Corporation of 

- a r i ~ - s i r r O e r t h e y p a r e - - c m  -crpt:iorrs n f i l u n  ', -- -- 

a re  whoXly owned by the Crown in  r ight  of the Province of 

Bri t ish Columbia. I n  contrast, British Columbia Resources 

Investment Corporation is a shared enterprise which operates~ 

i n  the private sector. It has a share structure and these 

shares are owned by both the province of Bri t ish ~ h u m b i a  and 

individual shareholders. 

the Insurance Corporation of Bri t ish Columbia and 

olumbia Hydro and Power Authority have a board of 

directors copsisti'hg of a combination of cabinet ministers 

and appointed members from the private sector who are appointed 

by the Lieutenant-Governor in Council. The Lambert Commission, 

- for instance, questions the practice where policy direction and 

management responsibil i t ies  are combined, and it s t a t e s  : 

"The boundaries between pplicy and management should be clearly 

.ricognized # for trespass imperils the successf ul functioning 

of the corporation and ca l l s  into question the very reason for 

adopting the corporate form. "4 While provincial governments 



- - t e r r ~ t c - h a v e h a v e r n ~ ~ s ~ s L m  tlielr kards  o r p u b l l c  75oTporati6iic-;-- -a 

, the federal government has refrained from appointing ministers 

as  directors  of crown corporations in  order t o  separate the 

management of a crown corporation from continuous part isan 

intervention and day-to-day government or  parliankntary 

~ c r u t i n y . ~  On the other hand, the& is the  argument tha t  

s ince the crown corporation is wholly owned by the province, 

the corporation should have more governmental control over 
e 

the  direct ion of i t s  operations i f  the corporation is going 
- - - - - - - - - - - - - 

to  be successful in  - carrying out government policy. 
- - 

. In  contrast  t o  Br i t i sh  Colmfbia Hydro and Ppwer Authority 

and the Insurance Corporation of Br i t i sh  Columbia, the Br i t i sh  

Columbia Resources Investment Corporation has no ministers 

on i t s  h a r d  of directors.  I n i t i a l l y  a l l  board members were 
li 

appointed by the ~ieutenant- overn nor i n  Council. A t  the 

present t ine,  the government is required to  vote 

fo r  d i rec tors  i n  the same way as  do the other shareholders. 

There are,  nevertheless, s t ipulat ions i n  the ~ r i t i s h  ~olumbia 

Resourses Investment rpora t i  Act which allows for  the w 
appointment by a minister, with the approval of the Lieutenant- 

> 

Governor i n  Council, of a given number of d i rec tors  which is - 

dependent upon the s ize  of the board and the percentage of 

shares-held by the provincial government, A s  long as  the 
I 

s l e s s  than ten per cent of the shares of 

BCRIC, directors  are  t o  be elected i n  basical ly the same 

way as the other pr ivate  sector corporations e l e c t  t he i r  

boards. The Br i t i sh  Columbia Resources Investment~JCorporation 
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is therefore-given. m o r e -  f reedom from po3rtica3 irrterverrtkor-- - - 

- 

than i s  accorded t o  the two crown ~ o r ~ o r a t i o n s , ~ B r i t i s h  

Columbia Hydro and Power Au *ty and the Insurance Corpora- 

t ion  of Bri t ish ~olumbia.  

The Civi l  ~ e r c i c e  Act i s  not applicable t o  these three 

corporations studied; therefore,  these corporations 'have the 

freedom to  h i r e  -and f i r e  t h e i r  personnel without regard to  

t h i s  Act. Financial accounting i s  required by both B.C. ~ ~ d r o  

and ICBC with regard t o  reports t o  the cabinet minister 
- -- - -- - -- - 

responsible for  the corporation, who, i n  turn,  places these 

records before the l eg i s la tu re  for  i ts  scrutiny. In contrast ,  
0 

BCRIC is required to  submit an annual report  t o  those share- 

holders who own more than 100 shares. Legislation provides 

fo r  the auditing of the accounts of both B. C. Hydro and ICBC , 

by the Comptroller-General, There i s ,  however, no such . 

provision writ ten in to  the Br i t i sh  Columbia Resources Invest- 

ment Corporation Act. In contras-t t o  B. C. Hydro and ICBC 

which are ,  i n  theory a t  l e a s t ,  ultimately accountable t o  the 

people of Br i t i sh  Columbia through the  legis la ture ,  BCRIC i s  

only accountable t o  its shareholders, 
a 

In  the case of both B,C: Hydro and ICBC, borrowings must 

be approved by the l eg i s la tu re  i f  they exceed a cer ta in  l i m i t  

which is  specified i n  the r e s ~ c t i v e  &rporat ionns s ta tu te ,  

and the borrowings done by these corporations are  f inancial ly 

the province of Bri t ish 
1 

Columbia. This 
-- -- -- 

sometimes seen as  a r e  which gives public corporations 

0 
Q 



an unfair  'advantage over t 'heprivate  S6c t o r  ForpOrations 
- -  

since t h i s  r e su l t s  i n  a lower borrowing r a t e  for the public 

enterprise.  On the other hand, i t  seems tha t  a public enter- 

p r i se  should have some admatage over the private  sector 

corporations s ince it might be required t o  carry out cer ta in  

government pol icies  which a re  not necessarily i n  the best  

f inancj,al in te res t s  of the corporation. Besides, any saving 

that' the public eorporation makes as  a r e su l t  of favorable 
5 4  

in te res t  r a t e s  bropght about from having provincial guarantees 
- -- - - - 

ultimately should benefi t  the consumer i f  t h i s  saving i s  

passed 6n t o  the consum& i n  the form of lower ra tes .  A s  

1 

discussed i n  Chapter 11, i f  the crown corporation i s  to have 

an independent s ta tus ,  there i s  the question whether it 

should have i t s  borrowings guaranteed by the province. There , 
. , !  

i s  a lso  the question of  the economic position i n  which the 4 

0 

province might & placed should the crown corporation defaul t  

on its payments to~~i t s=cxed i to rs .  - I n  the case of one crown 

corporation examined, i ts  borrow=ngs are  substantial:  Unlike 

B.C. Hydro and ICBC whose borrowings a re  backed by provincial 
rn 

guarantees, the borrowings of BCRIC, i f  any, are  not guaranteed 

by the province of Br i t i sh  Columbia. 

Since both Plateau M i l l s  and Kootenay Forest Products were 

\ crown corporations before they were transferred to  Br i t i sh  

Columbia Resources Investment Corporation, they were qui te  

similar i n  s t ructure t o  both B.C. Hydro and ICBC, The 

remaining two holdings of BCRIC, excluding the 2.3 mill ion, 



F < t r u c t u r e  because they &re acres, were quite d i f f e re l l  
- - - p- -- - - - -- - -- 

not wholly owned by the province of Bri t ish  Columbia. 
i * 

Canadian Cellulose and ~ e s t + a s t  ~ransmission were and $ t i l l  
t 

are both subject to  the samh type of borrowing arrangements, 

% for  instance, as  any other lprivate sector corporation. 

The legislat ion respec Ing B.C. Hydro and ICBC provides t, 
a 

for broad delegation of responsibility. - B.C. Hydro operates - 

5 
a gas and e lec t r ic  u t i l i t y  as well as a railroad, while ICBC 

+ 

operates an insufance corn&iny, which s e l l s  various types of 
4 

+ - A 
f .  

- ~ ~ s r ~ ~ a ~ ~ e , ~ t a ~ ~ d ~ ~ - s ~ o ~ s .  hven ~ g ~ e s S e ~ c ~ r p o r a t l O n S ~  -- --c 

a r e .  substanti a l l y  different  i n  the i r  operation, they both f + 

3 

provide essential services and they both have the power of 

expropriation and, among other things, they cdn both cohstruct 

buildings and acquire property and other assets. In contrast, 

BCRIC is basically an investment corporation wi t$  the freedom , 
/ . . 

to invest as it chooses. 

Even though the government of Bri t ish Columbia owns only 

4.7 per cent of the outstanding stock i n  Bri t ish Columbia 

Resources Investment Corporation, i t  i s  i t s  largest  share- 

holder. As the large@ shareholder, it is *not -certaip.-how - 

J 

much influence the government has on the formulation of . - .i 
BCRIC's polic-&s. If there were a policy direction that i r 

- could be exer'cised over BCRIC, it would not be as' great  as  = 

I *  it is  over B . C ~  ~ y d r o  and ICBC or  as great as it previo-usly I 

"\ 
h a t  been5 over Kootenay Forest Products and ~1a tea ) l  M i l l s .  

r I 

7 - , - shareholding of Canadian cellulose and '10 per centl, share 



holding of Westcoast Transmission has been considerably -- -- 

C a 

diminished even though directors from BCRIC s t on the board i 
of 'these two companies. There is, however, &thing t o  2 
'prevent the provincial government from obtaining more shares 

i n  BCRIC i n  order to increase i ts  holdings nor is there 
2' 

d anything to prevent the gov&nme from divesting i t s e l f  of 

i ts  shares i n  BCRIC. 

With the exception of receiving cabinet approval on the 
- .I 

compulsory automobile insurance ra tes  for  the Insurance 

a, ~ - ~ I ~ c e  ~ o r p o  - 
ration of Brikish -1umbie-mt3 British Columbia Hydro and 

Power Authority determine their  own rates. -There is no 

provision for public scrutiny o f s the  decisions on rates,  Pf 

The crown corporation form presents a dilemma for th6 

government in  the sense that  a balance between the need for 

autonomy of the corporation on one h d d  and the 

requirement that .the corporation be accountable to  the 

legislature and carry out government policy on the other 

hand has to  be found, Even though the shared enterprise is 

f ree  to.operate i n  much the same way as  any other private 

sectqr corporation, the government is st i l l  a shareholder, - 
This rqises the question whether the government should have 

a specigl s ta tus  that  is not accorded to the other-share- 

holders of a shared enterprise 

should include the requirement 

prise be made more accountable 

and i f  t h i s  special s ta tus  

that  the shared enter- .. . 

to  the legislature. In 



the case of the federal  shared-enterprises, the Lambert - 
z .  

Commission, for  i n s t k c e ,  -recommends tha t  one way to  increase 

accountabil-ity would be t o  have a designated miniqter as 

the accountability l ink betweexi a shared enterprise and 
1 7 
Parliament. It k q l d  seem &at in the case of BCRIC that  

+ $ 
i f  more accpuntability was required that  legislat ion could 

- - - - i - - 

be enacted to allow for th i s  provision that  i s  recommended 

by the Lambeft Commission or the province. of Bri t ish Columbia 

1.4 - 
A U  

* 
ntor+& tk= we&.d-g;ive * h e d i n e *  --Hie power to appoint 

directors. 

A summary of th i s  section shows,that the structure and 
a 

operatiof3 of a public corporation is important since th i s  

degermines to  a large extent the manner i n  which the public 

corporation is  ,ultimately accountable t o  the people and the 

type and scope of the services that  w i l l  be provided. 
. - 

C. Analysis : Public Interes t  

The rationale behind the formation of the public corpo- 
'5 d 

ration was given by the respective governments as a means to  

serve t ? ~  public i n t e r e s t ,  From the point of view of the 

bvernment, public in te res t  i n  tw case of B.C. Hydro means 
- - 

that  the saving on corporate taxes w i l l  be ult3.mately pasked 

on to the  consumer and more people i n  the province w i l l  be 

provided w i t h  electric services, Similarly, i n  the case of 

ICBC, from the Government's point of view, the public in te res t  

w i l l  fre served as a resu l t  of lower automobile insurance ra tes  



L--- -_ 
and f inanc ia l  protect ion from losses  due t o  automobile r e l a t ed  

accidents. On t h e  other  hand, from the poin t  of view of the  , 

Government which formed BCRIC, the  public i n t e r e s t  i s  served 
~ ?' 

by the d i s t r i b u t i o n  of f r e e  shares and the opportunity it 
- ,  

provides f o r  investment. 
- % 

From the  poin t  of view of c l i e n t e l e  . i n t e res t s ,  the  4 

creat ion of  these en terpr i ses  improved and/or extehded 

services  to  the publ ic  i n  the case of the  two crown corpo- 

ra t ions .  P r io r  to-the establishment of B. C. Hydro, by-drz 

needs of the  peo$le of  the  province were served mainly by a - 
pr iva te  company, B.C. E l e c t r i c ,  although there  were other  

companies and , a  public--power commission 'serving these. needs. 

This comp&ny,. -B. C. E l e c t r i c ,  was i n  the  business t o  maximize . 
-4 

p r o f i t s  s imi la r  t o  a l l -  companies operating i n  the  p r iva te  
b 

sec?tor. Similar,ly, p r i o r  t o  the  establishment of ICBC, the 
f 

- 

automobile insurance needs of the  people of the  province had 
-- 

been served by the  p r iva te  sec tor  insurance companies who 
. . 

were a l so  i n  the business t o  maximize p r o F  J u s t  a s  B.C. 

Electric had v i r t u a l l y  no competition i n  c e r t a i n  areas  of 

B r i t i s h  Columbia, the  pirivate sector  automobile insurance 

industry w a s  v i r t u a l l y  non-competitive. For instance,  the 

Royal Commission on Automobile Insurance said:  

The absence of e f f e c t i v e  competition, i n  add.ition t o  
creat ing a s i t u a t i o n  which should not  be to lera ted ,  
i s  l i k e l y  t o  represent  a considerable monetary cos t  t o  

( 
t he  publ ic  generally. In  its consideration of s t r u c t u r a l  
f a c t o r s  and mazket power, t h e  Commission noted t h a t  

ng 1-6 the p r i c e  at whlch &nhomobile insurance - .  - 
sold was standardized over almost 80%. of the market. Fs 



144 
- - - - - - - - -- - - .. -- - - - - - - 

On the other hand, before the establishment of F ~ R I C ,  the 

public holdings tha t  were t o  become pa r t  of BCRIC were 

cdmpeting with other pr ivate  sector industr ies  and they Mere, 

for  the most pa r t ,  making a p r o f i t  from the i r  ope&%tions.  

Canadian CeLlulose, fo r  instance, was not only a profi table 

enterprise,  it ;was serving an economic need i n  an area tha t  

could be ser iously affected i f  i t s  operations closed down. 

Similarly, Plateau M i l l s  and ~ootenhy Forest  Products are  ' * 

-- 

companTeTwhich are  depended upon i n  t he i r  respective .areas 
4 

t o  provide employment for  many people. 

While i t -was  argued by the respective Governments tha t  

formed B.C. Hydro and the Insurance Corporation of Br i t i sh  - 3 

Columbia tha t  a public corpora'kion would be t te r  serve t he ,  

. - public i n t e r e s t  and develop the pr vince, the Government t ha t  9 - \ 

formed BCRIC argued tha t  the lic in t e r e s t  and the develop- w 
ment of the province would,be served bettek by private  rather  

than by public enterprise.  

A cornparison between B.C.. Hydro r a t e s  and other u t i l i t i e s  
r- 

i s  d i f f i c u l t  due t o  a multitude of factors  which go beyond the 

scope of t h i s  paper, Since B.C. Hydro was formed there have 

been m a n y  r a t e  cfsanges - 
they were increased, and 

- - 

ever since. 

In  the case of ICBC, 

a t  ' f i r s t  r a tes  were lowered and l a t e r  
' c a  

they have been going up consistently 

it i s  eas ier  t o  make f a i r l y  meaning- 

* y e  most .  provinces in taflada st i l l  have 

private  automobile insurance companies ra ther  than publicly 



owned. ~ n i t i a l l ~ t h e r ~ f b r B r i t i s h C o l u m b i a  ' s motor i s t s  
cr 

w e r e  much lower than they were f o r  motor i s t s  where p r i v a t e  

s e c t o r  automobile insurance companies operated. I n  s p i t e  of  

t h e  huge rate increases  i n s t i g a t e d  i n  1976, t he  r a t e s  i n  

B r i t i s h  Columbia a t  that t i m e  were comparable to-  those ' of 

the  p r i v a t e  s e c t o r ' s  ra tes :  however, they were considerably 
" Y 

higher  t h y  those  of  Manitoba and Saskatchewan crown Corpo- 

r a t i o n s '  rates. ~ ~ ' 1 9 7 7  I C B C ' s  autpmobile insurance r a t e ~  
B 

had decreased and they were genera l ly  lower than t h e  p r i v a t e  

s e c t o r  automobile insurance indus t ry ' s  rates. 
- - - - - - - 

J u s t  as t h e r e  is no indeperident $dy t o  decide on t h e  

rates of ICBC, t h e r e  i s  no independ n t  body t o  
\ l 

B.C. ~ ~ d r o ' s  rate increases  are j o r  whether B.C. 

Hydro can j u s t i f y  the  bui ld ing of If t h e  proposed 

Publ ic  . U t i l i t i e s  Commission i s  es&bliFhed, t h i s  might change 

' t he  tray i n  which the  rates a r e  determined f o r  B. C. Hydro. 9 

P r i o r  t o  t h e  establishment of B. C. Hydro, B. C. E l e c t r i c  

mainly serviced the 'h igher  dens i ty  a reas  of  Vancouver and 

Vic to r i a  while t h e  o the r  a r eas  were e f t h a r  serviced by a 

number of s m a l l e r  u t i l i t i e s ,  inadequately serviced,  o r  no t  

serviced a t  all: Today, more than 90 pe r  cen t  of t h e  

population is serviced by B.C. Hydro. S imi la r ly ,  p r i o r  t o  
._ L 

t h e  establishment of  ICBC, many people could no t  ob ta in  

automobile insurance from the p r i v a t e  insurers .  I n  many 

PI 
\ 

ins tances  no t  every person c a r r i e d  automobile ins+ce, 

which meant t he  pub l i c  was not  protected from automoMle 



4 - 

public i n  Br i t i sh  Columbia is  protected against automobile 
\ 

re la ted  accidents since a l l  vehicles now carry th i rd  par&y * 

\ In  the case of Br i t i sh  Columbia Resources Investment 

Corporation, an analysis of some of the conditions t ha t  were \ 
p evalent pr ior  t o  the creati-on and following the creation of- f 
t h l  corporation r e l a t i ve  t o  how the public i n t e r e s t  is being \ 
affected d l  closes cer ta in  factors.  It reveals tha t  pr ior  t o  a 

- - - -- 

the e ~ a b l i s # m e n t  of BCRIC, a l l  o f t t h e  people of Br i t i sh  

Columbia owned the public holdings tha t  became p a r t  of 

BCRIC and -shared i n  the  benefi ts  and costs  and now f ive  

shares out of one hundred million are  owned by every e l i g ib l e  

resident  of Br i t i sh  Columbia -who applied fo r  these shares. 

The bulk of the shares were purchased by a small m i n ~ r i t y  

of Br i t i sh  Columbians and people from other par t s  of Canada 

who were f inancial ly able t o  purchase shares. In other 

words, a t  the  t i m e  of the d is t r ibut ion and sa le  of the  shares, 

10.3 per cent of the outstanding shares were owned by s l i gh t ly  

more than two million residents of Br i t i sh  Columbia, 4.7 per 

cent of the outstanding shares were owned by a l l  of the people 

of Br i t i sh  Columbia - these shares were under  government owner- 

ship, and approximately 84 per cent  of the shares w e r e  owned by 

an estimated 170 ,-000 shareholders. The pkofits or  losses 
-7 

real ized by E R I C  w i l l  now be shared by those people i n  propor- 

-. 
S .  LTJ aace e-hese . . shareholdmgs have 



had o r i g i n a l l y  purchased the  public holdings t h a t  became 

p a r t  of BCRIC, these same people helped finance . the govern- 

ment's free' Shares 'offer ing,  which cost  an estimated $20 

mill ion.  l1 I n  addt t ion,  the  Government claimed t h a t  the 

establishment of  B r i t i s h  Columbia ~ e s o u r c e s  Investment Corpo- 

r a t i o n  would avo id -a  c o n f l i c t  of i n t e r e s t  s i t u a t i o n  s ince the 

government is i n  c e r t a i n  instances  bobh the landlord and 

tenant. For example, i n  the  f o r e s t  industry the government ' 

owns the  Crown lands from which f o r e s t  f irms and companies 

such a s  ~ a n a d i a n  Cellulose lease lands, However, s ince the 

government s t i l l  owns shares i n  'BCRTC, t h i s  c o n f l i c t  of 

i n t e r e s t  s i t u a t i o n  has no t  been e n t i r e l y  r e c t i f i e d .  

The c l i e n t e l e  i n t e r e s t  whicfi is served by the three  

en te rp r i ses  studied r e f l e c t s  t h a t  both the  Insurance Corpo- 

r a t i o n  of B r i t i s h  Colunibia and Br i t i sh  Columbia Hydro and 

power Authority bas ica l ly  provide equal serv ices  t o  the 

majori ty of the people of Br i t i sh  Columbia; whereas, i f  

t h e  f i v e  f r e e  shares a r e  discounted, the  B r i t i s h  Columbia 

Resources Investment Corporation provides benef i t s  on$y t o  

those who inves t  in t h a t  corporation, 

Conclusions 

While the circumstances surrounding the  c rea t ion  of each 
- 

publ ic  corporation v a r i e s  and while-each crown corporation and 

each shared en terpr i se  has i t s  own unique cha rac te r i s t i c s ,  the 

examination of these three case s tud ies  has iden t i f i ed  some 

common fea tures ,  



main po l i t i c a l  pa r t i es  in  Br i t i sh  Columbia attempt to  function 

within-a mixed economy, The p o l i t i c a l  pa r t i es  i n  Bri t ish t 

Columbia d i f f e r  somewhat on the degree to  which the governmerit 

should intervene in  the economy and the degree to  which t h i s  

intervention should be i n  the form of public ownership, 

.Nevertheless, both p o l i t i c a l  par t ies  have created public 
'i 

corporations. . The New Democratic Party 's  general philosophy 

tends towards government ownership i f  i t  i s  believed to  be i r ;_ - 

necessary, but not necessarily government ownership. On the 
- 

other hand, the Social Credit  Party promotes p r i k t e  enter- 

p r i se  as opposed to  public enterprise. Kowever, the Social 

Credit Party, l i k e  the New Democratic Party, creates  public 
, * 

corporations i f  it believes private enterprise is unwilling 

or  unable1 to  carry out  government policy. 

An analysis of these case studies reveals t h a t  when a 

government creates  a public enterprise,  it may do t h i s  for  

a number of reasons. While the g~verxhent  ra t ional izes  the 

creation of a public enterprise on the premise t ha t  t h i s  i s  

* \ a means t o  serve the public In teres t ,  i t  _is found tha t  thee ' 
-t 

manner in  which each speci f ic  public corporation i s  to  serve 

the pub l ic - in te res t  varies ,  and these variat ions may include 

the requirement t ha t  the public enterprise implement an 

e lec tora l  promise or carry-out  a government policy the private  
* 

sector refused t o  carry out,  should not be expected t o  carry 

out,  o r  was unable' t o  carry out. The foregoing a re  general 



statements as t o  what might be expected to:bethe government's 

rationale for establishing a public enterprise based on the 

three ca%e studies. 
'P * 

It was found from the case studies that  a crown corpo- 
- 

rat ion i n  Bri t ish Columbia operates under a s ta tu te  of the 

provincial legislature,  it i s  wholly owned by the province, 

ministers s i t  on i ts  board of directors,  the corporation 
. . 

reports to a minister, borrowings have provincial guarantees, 

and annual financial r e m s  have to xpresenteTtOthe  - 

\ 

minister who is  responsible for the corporation and who i n  

turn lays th i s  report before the legislature. 

In the case of the shared enterprise examined, the British 

Columbia legislature passed enabling 1 is la t ion to create /" 
- the corporation and it operates u 

- - 3 both the Companies Act 
- - - - 

\ 

and a statute.  No minister s i t  n i ts  board of directors; 

consequently, it i s  freed from the pol i t i ca l  intervention into . 

board decisions t o  which crown corporations are subjected. 

The structure of a public corporation plays an important 

role  in  the interrelationship between the government an 

public enterprise. The structure se t s  out, among other things, 

the degree to  which the corporation i s  accountable to the 

government an& the legis la ture  and ultimately t o  the public 

and the manner i n  which government policy is t o  be implemented, 

A summary of some of the questions raised i n , t h i s  paper 

the question of the need for the public cqrporation to be 



more accountable to the legis la ture  and ult imately to the 

people of the~provi~nce  and the need f o r  more autonomy of the 

public enterprise.  There i s  also the question of the advis- I 

a b i l i t y  of having the borrowings of the public corporatio'n 
, - 

backed by provincial guarqtees .  In addition, there.  seems to  

be a need to  question the way i n  which r a t e s  are  determined 

and t b  questmon the expropriation powers of the public 

corporation. 

In the f i n a l  ,analysis, the government -- can change the 

s t ructure  of b-ublic corporations.  Therefore, i f  the govern- 

ment perceives any of the features t ha t  have been questioned 

t o  be detrimental, it has it within i ts  power t o  r ec t i fy  the 

s i tuat ion.  

An examination of the  benekits t o  be derived from the. 

creation of the  public corporaeions t h i s  paper studied reveals 

t ha t  i n  the case of Br i t i sh  Columbia Hydro and Power Authority, 

t h i s  corporation provides power t o  almost a l l  areas dnd to  the 

majority of the people of the province. Rates have been 
C 

PI standardized throughout the province. In  addition, it has 

helped develop the province through the provision 9f abundant 

e l ec t r i c i t y ,  In  the case of the Insurance Corporation of 

Br i t i sh  Columbia, t h i s  corporation insures a l l  vehicles and 

i ts  automobile - .  insurance premium ra t e s  a re  generally lower 

than the private  sector automobile insurance industry 's  ra tes ,  

While Br i t i sh  Columbia Hydro apd Power Authority and the 

Insurance Corporation of Br i t i sh  Columbia provide essent ia l  



'automobile insurance, the Bri t ish Columbia Resources Invest- 

ment Corporation is  basically an investment company. 'me 
i_ 

people of British Columbia h a v ~ b e e n  encouraged by the present 

Government to invest in th i s  corporation. I f  the free shares 

are discounted, a minority of the people of Bri t ish Columbia 
,- 

dwn shares in  th i s  corporation ; theref dre, t h i s '  enterprise 3 
/" 3 

serves k t s  shareholders which are a small segment of the to ta l  L f 

' 5 
populatidn of Bri t ish Columbia, - ---- - - - - - -- - - -- - - - - - - 

J 

From an analysis-of how-the public enterprise serves the 9 

public in teres t  in  the services ""rendered to i t s  c l iente le ,  it . 

.was found i n  the three cases, examined that  the c l iente le  

in te res t  which is served, by the crown corporations i s  the 

majority in-teres t while the shared enterprise that  was examined . 
serves the minority interest.  

This thesis  has examined the concept of public enterprise 

as it-was applied i n  three case studies in  British Columbia 

re la t ive  t o  the public in te res t  that  it served, It has 

identified three main areas in  which the concept of public 
- . - 

in teres t  was used. F i r s t l y ,  i t  examined how th is  concept 

was used 'by the government. which created-the public enterprise. 

Secondly, it identified ways in  which th i s  concept related to  

the strhcture and operation of the instrument created by the 
' P  

I 

government re la t ive  to how th i s  enterprise was a c ~ u n t a b l e  : 1 
/ 

t o  the legislature and to the public. Finally, i t  evaluated 



- -- - -- pp -- - -- 

' the concept i n  terms of the services i t  rendered and to the 

clientele in te res t  that  i t  served. I 

From an examination of these three case studies of 

Bri t ish Columbia's public enterprises, i t - i s  concluded, 
e 

among other things, that  each government's 

of how and in  what way the public in teres t  

varies. This i s  i n  agreement with the way- 

describes the nee of the concept of public 

interpretation 

w i l l  be served 

i n  which ~ l a t h n a n  

interes t ,  For 

instance, he stated that  the public in te res t  cannot have 
-- - - - - - - - -- - - -p - - - - - - - -- - 

a meaning which i s  applicable t o  a l l  policy decisions; 

however, he sa id  that i n  specif ic  instances a non-arbitrary 

descriptive meaning f o r . i t  can be determined, The structure 

and operation of the enterprise plays a signif icant  role i n  

the accountability of the corporation to the legislature 

and t o  the public and, t o ' a  large extent, it 'determines the8  

c l iente le  in te res t  that  is to be served. 

It would seem from t h i s  study that  governments are - 

reluctant to change the basic structure of an established 

public corporation i f  the corporation prokdes ' services to 

the majority of the people of 

hand, i t  would seem that  when 

provide essential  services t o  

province and its operation i s  

be more favorably disposed t o  

the province. . On the other 

the public holding does not 

a l l  of the people of the 

localized, a government would 

change i t s  basic structure, 

which might include the form of ownership. 
J 



This thesis has attempted to answer some questions 

relative to the public enterprisk and the public7 interest. 

however, raised many questions which will have to It has, 

be left to another writer to examine. As more literature, 

on the subject of public corprations in available 

~olknbia, 

becomes 

British less onerous. this 
bV 

task should become 
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