I* National Lnbrary Blbllothéque natlonale S . CANADIAN THESES THESES CANADIENNES
' of Canada TN dideman o L - ON MICROFICHE SUR MICROFICHE

: N , - o ~ c

_ , BN b
‘. N ’” T2
Y B ) - R ~ E ,
5. ! : / ‘I '
.”' : 0
) ¥ )0 f ¢ Y )

" NAME OF AUTHO‘R/NOM DEL RUTEUR | O(M/ /t(n M?Dd‘ 7T L

TITLE OF, THESIS/T/TRE DE'LA THESE //fE /7////,/ d/&/?‘c Zf—ﬂ//,ﬂ/f @/f/ ﬂo el >

/‘%/D /0’7 AL ¥, /J ,‘7(/,///?4, CoR, Pd 7 /70 /i/ 5.

A ] ‘ VN
L THE PO, 5CS i EYaes /%J /y,»,/f';a/?ﬁé, .
S : GTS, ERPT TS, /‘?66 /‘77/ T e
/ : : .
yJNIVERSlTY/UN/VERS/TF (/ QL. 7L /907?'77 Pl - .
" DEGREZ FOR WHIGH THESIS WAS PRESENTED/ . ~“~.. /d( > -
GRADE POUR'LEQUEL CETTE THESE FUT PRESENTEE i A
‘. : v . ) N ) . B 7.
YEAR THIS DEGREE' C,ONFER_RED/ANNEE D"OBTENTION DE CE GRADE /? 7 5 : i L
A - i (N : . - ¢ :
L ) . T v‘” T . . y - . . .
"NAME OF SUPERVISOR/NOM-DU DIRECTEUR DE THESE. D/g . 6)—’ A, v

1
3

Permnssmn |s hereby granted to the NATIONAL LIBRARY/Z/ Wautansat:on est, par-la présente accordéeba la B/BI_IOTHE

<31 £

CANADA to m|crof1|m this thesns and to Iend or sell/lwt:Oples :2.,3 -QUE NAT/ONALE DU CANADA de m/crofJ/mer cette these et -
B | : . ! N /

v L

of the fllm S o e de‘preter ou de’ vendre des exemplaires. du f/lm.‘

4. : ¢

: The author reg,er\ ' other publlcatlon rxghts and nelther the b L‘au(,eur‘ se réserve les- autres droits de publication;ini /a
. thes:si nor extenswe extracts from |t may be prmted or other- ‘-‘thé,se ni de /ongs“extréits de celle-ci né dojvent étre imprimss

'

'g wnse reprbduced without the author S wrltten permnssmn. B Joou autrement reprodurts sans I’ autor/sat/on écnte de /auteur.

«

_PATE’D}MTEW‘}” "‘ /773 SIGNED/S/GNE '// ,W' /7745-// v74(/é/ _ L
lwmémw/ n /wcu/ Seieioce

- PERMANENT ADDRESé/RéS/DENCE FIXE_- / L /1/040"(/@/% 5 / Ww}éw // /VL/( f’"“"




o . RS N
. THE UNIVERSITY OF ALBERTA e
T4E NATIONAL ENERGY BOARD AND MULTINATIOWAL CORPORATIONS:
T _ITICS OF PIPE LINES AND NATURAL GAS EXPORTS, 1960-1971
L :
\lqhn N. McDougall
¢ ATESIS |
* SUBMITTED TO THE FACULTY OF GRADUATE STUDIES L
IN PARTIAL FULFILMENT OF THE REQUIREMENTS\POR“THE‘bEGREE
 OF DOCTOR OF PHILOSC. '+
: / | ¢ .
: 'DEPARTMENT OF POLITICAL SCIENCE
i)
\ ey
¢ =< v

EDMONTON, ALBERTA
" SPRING 1975

.8

@ John N.‘McDgugaH' 19757




J “t
) " UNIVERSITY OF ALBERTA N
T T Pz :
FACULTY OF GRADUATE STUDIES
Yo
_The undersigned certify. that they have read,
 ;and»recommend to -the Facu]tj'of-Graduéte Studies for
‘acceptance, a thesis entitled The Natiqna] Energy
Board and Mu]tihationa]VCorpOratfbns:' The Politics of -
Pﬁpe‘Lines and Natural Gas Exports, 1960-1971 submitted
by‘John'N;:McDougal1‘in'partia1 fulfilment of the
requirements for the degree f Doctor ‘of Philosophy.
a}f. ‘ .b'_//;.‘ o e =
. > Y
. R 2
r
’ e .
EEX: . ,
AR R
7 ,$ ’¢ S
\ [ . . [ - v- . . [ . . "- a
y , Externa1 Examlner ‘
Da te : b.&’/{{ CL. L?: (:.%/‘: .’/?755 - - - - * - - l; - - » .
7 v N 4(\ .



ABSTRACT -

‘ The economic. eonsequences of the fore1gn control of: Canad1an
1ndustry have rece1ved a great dea1 of study and d1scussxon but its
p011t1ca1 consequences have rece1ved comparat1ve1y, very . ]1tt1e
“Far 1nstance pract1ca11y noth1ng has been wr1tten about the re]at1on-
sh1ps between fore1gn contro1]ed corporat1ons and the Canad1an , ))/i/

it " . /
’ ,author1t1es who formu]ate and adm1nlster the ]aws and reguTat1

which govern the conduct of firms operat1ng 1n this cougtr?f//iowA

extens1ve1y ase fore1gn contro]]ed corporat1ons i

Tved in the .

dec.ston mak1ng processes concerned w1th t "creat1on and imp]ement¥3

at1on af such laws and regu]at1ons7 A nder what c1rcumstances are

they»1nvolved? Does the1r 1nvo]vement have any d1scern1b]e effects -

on the dec151ons taken? -

—~ - 5

Th1s study exam1nes the part1c1pat1on of . fore1gn contro]]ed
: corporat1ons in the formu]atlon and 1mp]ementat1on of Canad1an regu]-
ataons w1th respect to the export of natura] gas and the construct1on oo
cf pipe Tines. It views the re]atlonshIp between the natura] gas' .

: Industry and the Canad1an author1t es conce’ned w1th these matters !
/ 4
- from the perspect1ve prov1ded by the not1on of transnat1ona] po]1t1cs,
as def1ned by J S -Nye, R. 0. Keohané and Kar] Kaiser, and th t of

the penetrated po t1ca] system as def1ned &; James Rosenau. One of

u

' the roncerns of these theor1sts of 1nternat10na1 relat1ons is to

examine the effect of transnat1ona1 actors, such as’ mu1t1nat1ona1

RIS

corporat1ons, on the capac1ty of nat1ona1 §overnments to. contro]

- iv



“ ..
o ' ' . -

‘ . o
their soc1et1es effect}vely in the pursutt of nat10na1 goa]s This,

w1de]y and frequen y 5uggested that the contr1but1on of fore1gn

jcontro]]ed corporattons to Canad1an soc1ety can be enli.nced through
'the appropr1ate government controls. . V
Thus, th]S studx is conchned u1th the degree to wh1ch Caniadian

author1t1es have succeeded in regufattng some aspects of the Canad1an _>
7natura1 ‘gas 1ndustry, wh1ch conta1ns a h1gh profort1on of foreTg—“‘_‘
"contro11ed f1rms, for the max1mum beneflt to Canad1ans | It is argued
. that a lack of success is apparent In ‘some respects and that this

'fa11ure can, on the ba51s of th1s study, be attr1buted tentat1ve1y

“to the degree of d1scret1on a]lowed the National Energy Board, in

c0mb1nat10n w1th the 1arge extent to whtch foretgn controlled corpor—‘

ations have been involved in. its de11berat10ns L ’,,_Tef+~”-



e that it was prepared to act at al] o '\

"".regulatlo' and superv1s1on of the performance of fore1gn control}ed

o~

) ” _PREFACE e

The ' or1g1ns of th1s progect are 1ocated in two separate

Y

deve]opments wh1ch occurred dur1ng the late Sixties. The first of

‘ these deve]opments was the grow1ng 1ntens1ty of concern, both

»
academ1ca11y and po11t1ca]]y, w1th .the foreign contro] of Canad1an

' :1ndustry and its poss1b1e detr1menta1 impact on the Cagad1an\economy.v
”Three types of solution to the c1a1med costs of forelgn contro] were
, frequent]y suggested Canad1an ownersh1p through nat10na11zat1on,

‘Canad1an ‘ownership through private. Canad1an 1nvestment and government,ﬂf

V

’

'corporat1ons aimed at reduc1ng the. undes1rab1e pract1ces of f1rms '

whlch rema1ned under fore1gn control The L1bera1 Government of the

- day appeared to prefer the th1rd of these a1ternat1ves, to the extent

-

A second deve]opment in: these years was a grow1ng concern

'iamong some students of 1nternat1ona1 pol1t1cs and foreign po]1cy w1th '

po11t1ca1 re]atxonsh1ps wh1ch wh11e they occurred between or across fi
d1fferent countr1e§, d1d not f1t convent1ona1 not1ons of 1nternat1ona] .

po]1t1cs of the trad1t10na] government to-government varlety. vOnef

.~ type of such re]atlons used as -an examp]e was the 1nteract1on between .

~,

an 1nternatlona1 pr1vate organ1zat1on such as an 1nternat1ona1

< s

'?

corporat1on or trade unton and . ‘the government’of a part1cu1ar

,

_country., Dne of - the quest1ons raised 1n thrs context was the effect

of such fore1gn based organ1zat10ns on. the po11t1cs and government of

‘\:. . : .-
e ' vi



the country 1nvoTved that . 15, the;r 1mpact~on the domestjc and -

' foreign po11c1es of the government. BN ‘;'a‘w BRI

UIn the mﬁdst of these two. deve]opments, I began)to wonder e

what the po]1t1ca] consequenﬁes for Canada m1ggt be of the presence‘?
','pi-v‘. -

in this country of a veﬁy 1arge number of forengn contro]]ed corpor-i',l

. e «

at1ons D1d the penetration of Canad1an soc1ety by fore1gn based
wor]d-w1de organlzat1ons have any effect on the p011c1es adobted by

J o
Lanad1an governments or .on the success with wh1ch the1r po]1c1es were

carr1ed out? After an unsuccessful attempt at des1gn1ng a study wh1ch

P :wou1d prov1de a genera] answer to this quest1on, it was grgposed that

R s1ng]e case of the re1at1onsh1g@ between the Canad1an government
and:: 1ndustry be examtned pay1ng particular attent1on to the fore1gn
cbntro]]ed f1rms 1n the lndustry under study, - The petro]eum 1ndustry |
‘seemed an obv1ous cho1ce, as one conta1n1ng the h1 hest proport1on of
foreign ownership, and federaT regu]at1on of trade and transportat1on L

a.of petro]eum seemed a clear focus for the 1nves§igat1on of p011cy.

The structure of the present study ref]ects these or1g1ns

and this 1n1t1a1 proposaﬁ Chapter I revxews some of the ]1terature .

in the fle]d of 1nternat10na1 p011t1ca1 1ntegrat1on and e]aborates,_'

N

Tes’ of some aspects of fore1gn



7 "

’ . . . . . .
e . - o ' ’ '
. . . ;

/‘ N 0 - : 0,

Canacéan government ~ From these two chapters is drawn a set of
quest1ons concern]ng the 1nteract1on between fore1gn contro]]ed corpor;
at10ns and Canad1an author1t1es and the 1mpact of these relations on
‘decisions taken by Canad1an author1t1es _ "_

The rema1n1ng chapters approach these quest1ons with respect '
to the Canad1an natura] gas industry and the Canad1an author1t1es who
'have formu]ated and 1mp]emented Canadian p011c1es w1th respect to-the
export of natura] gas and the constructlon of pipe 11nes Chapter III
accord1ng]y exam1nes ‘the proceed1ngs and recommendat1ons of the Roya]
- Comuission on Energy w1th respect to these matters ‘ Chapter IV
‘rev1ews a]] the dec151ons which the National Energy Board has made
:w1th respect to gas exports and, in add1t10n, severa] 1mportant |
dec1s1ons with respect to p*oe ]1nes f Chapter Vv revwews the record
Lof what the Canadlanvgovernment and members of par]1ament Qave had to
y"gsay over the years concern1ng the Nat1ona] Energy Board and the -
af'dec1s1ons it has made. Chapter VI analyzes the mater1a] presented
and draws some conclus1ons concern1ng the po]1t1cs of fore1gn control

In effect then, this study presents a review and ana]ys1s of

i"! the pub]tc record on the questions of Canad1an ‘policies toward the

Ty,

,?hhexport of natura] gas and the construction of p1pe 11nes, spann1ng
the per1od from 1957 to 1971 wh11e much has occurred 1n the area of
. VCanadlan oq] and gas po]1c1es s1nce 1971 the tempora] ]1m1ts of th1s.

'i:study const1tube What m1ght be- called o ”at“'“a] review period; for

1t rev1ews the 1story of gas export and pipe ]1ne dec1s1ons from, in

o

eftect the P1p L1nes Debate to the Nat1ona] Energy Boards most

e recenﬂ dec1$1on on the matters under rev1ew here._ Moreover; as' 1

Vi i a;f



" hope the following review wi'" . clear, the period from 1958-1971

“is-distinct from ¢ : . 7 fod 1 several qualitative grounds
as well, @ﬁﬁe inc. ne © + = di ‘erences js the inadequacy
of natural g s TnMast: .nede in relation to immediate -

. Canadian ana expu. .  1ands. : _ g . -~

This :tudy, - “are . .cuts unly one very nerrow but, I
believe, great., imp » ¢ . ary large and shaded political
'region--the politics ~F 0il. gas . c¢ransmission companies.» The

facet it presents is the public one—-1nterv1ews have been usec on]y

e

1n a corroboratlve manner, It is hoped, however, that the job which
. has been done here with the public record is not on]y useful and
1nterest1ng in 1tse]f but 1s done well enough to prov1de a solid .

footing for more sophlst1cated 1nqu1r1es in the future.

.. . : . ' - . . ’ - o .
A . . , .
- : . T ’ ~ .
\ R . . . . . o
. . L L - X 5
-

!

*
Th1s study does not review a dec151on taken by the Board in.
1971, in which it found that no exportable surplus of, gas .
.existed. As.a consequence, no further deliberations on the’
_app]1cat1ons was undertaken, .. The 1971 dec1s1on was, in effect,
a re-run of the August 1970 dec1s1on, rev1ewed at length ‘in
- Chapter IV. It brought nothing new: té’]1ght gnd is notable,

from the standpoint of this study, pr1mar1]y for the fact
that the Board received for the first time inteic .-ions from
Pollution Probe ‘at the University of Toronto anc the Ontario - .
Waffie Group in'the New Democratic Party, neithe o which
~are typical of the -intervenors the Board has trad1t1ona1]y
encountered. See Nat1ona1 Energy Board Reasons for Decision
in the Matter of the Applications Under the National Energy
Board Act of Alberta and Southern-Gas Co ‘Limited et alia,
Ottawa, November, 1971 (M1meo) : , Y ‘

e
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. R o . ’: CHAPTER I”~ | _;»;’4. ' - 'v\;?lhﬂ | . ./. ‘\\ . : e
" MULTINATIONAL CORPCRATIONS AND THE .. v~ .. =4~

*THEORYFQF.TRANSNATIONAL POLITICS' B A

1

Compared to the number of economic s*udles of the swbg

-

'thé}number of po11t1cal stud1es of the fore1gn contro]led‘corporatton

in Canada 1s very. sma]] Sevetal of the po11t1ca1 stud1es wh1ch haVe ﬁ
. * . - “,
 been done are gathered tocether ih a vo]ume devoted to an exam1nat1on

+

. t_ )
—of Canad1an—Amer1can re]attons in the=llght of the- theory of 1nter-ﬁ "
. . . L .o

'nat1ona1 po11t1ca1 1ntegrat10n 1 Afsimi1ar approach 1s used in the

present study, wh1ch exam1nes the];nvolvement of fore1gn contro]]ed S
R : ¥ ¢ o
.,compan1es 1n the formulat1on and 1mp1ementat1on of. Canad1an regulat1ons

‘ regardjng the xport of natura] gas and the construct1on of p1pe 11nes.‘

-

JIn this. case the re]at1onsh1p between the Canad1an author1t1es and _ ?

the mu]t1nat1ona1 compan1es 1nvolved 1s regarded as an 1nstance of .

'transnat1ona] po11t1cs 5 whlch severa] ana]ysts v ew as’'one of the

F‘ffonms of 1nternat1ona1 po11t1231 1ntegrat1on 2 ,w& f' ‘~"'f "~<" v

Th]S chapter 1ntroduces and d1s¢usses d:”theory of trans—
nat1ona1 po]1t1cs and re]ated theorwes ooncern1ng the po]1t1ca1 conse-. -
) quences of the growth of 1nternat10na1 soc1ety,aby wh1ch is meant the

i

'changes 1n nat1ona1 and 1pternat1onal pol1t1cs assoc1ated w1th

R

1ncreases in soC1a1 1nteract10n, econom1c 1nterdependence and. 1nter—

governmenta] dec1s1on mak1ng among many cogntrles : The a1m here s not'
: g

“to set out a theory wh1ch subsequent emp1r1ca1 chapters of the v k are

“intended to vernfy.‘ Rather,.! e a1m 1s to establish the argUable



°

o

significance of the terms W?thin which the subject of the studykis-'"

" addressed. and the questions it attempts to answer.

" The Tliterature which constitutes-the field of international

political integration contafns twoVapparent]y=contradictory notions of
|

the po]1t1ca] consequerces of the econom1c and soc1a1 1ntegrat Jn of

separatevstates The f]e]d is d1v1ded between oppos1ng concepts of

v

po]1t1ca1 1ntegrat1on One part views, pol1t1ca1 1ntegratlon accord1ng

to a reasonab]y exp11c1t mode] of state- bu11d1ng, that 1s, a mode] of

“the evo]ut1on of new and hlgher author1tles——supermstates--wh1ch

comprise the'memher states of the unions.and which gradua]]y acquire

5

the: attributes formerly held by the states mak1ng them up--permanentﬂd;

1nst1ttc1ons of Just1ce, taxat1on, defence Taw enforcement, and

representat1on wh1éh‘achﬂeve 1eg1t1macy in the eyes of their inhabi-"

Q"'tant's The other part ho]ds the view that. what has been conce1ved and

_descr1bed in terms of state- bu11d1ng is much more accurate]y conceived

“in terms of the d1s1ntegrat1on of the states, that 1s, nn terms of a

Anumerous d1saggragated centers of dec1s1on mak]ng wh1ch are funct1on—'

"a11y d1fferent1ated whlch encompass representat1ves of public and

devo]ut1on of the author1ty of severa] states of trad1t1ona] form to
vd

'pr1vate ‘agents of d1verse nat1ona11ty, and which reso%%i*q%nf11cts and

fa]]ocate goods w1thout reference to any h1gher or more conprehens1ve

authorlty _among- them ‘
: ' 3 .
It w111 be argued here that the theory of transnat1onaﬂ .

“— re]at1ons ,. which has been def1ned as\\contacts, coa11t1ons,_and3f

1nteract1ons across state boundarles thét are not contro]]ed by ‘the

cent 1 fofelgn pollcy organs of governments " contaIns a;b@¢1on of

o



AE.

international political integration which falls between the view of

«it held by‘the thed}ists of political unification,.on the one hand,

‘and those of functi al integration on the othenfhandi3@ The same will
” /‘/~ .
be said of severa] systems theorists who speak in terms of the 'penetra-

‘t10n of the state and '11nkages between national and 1nternat1ona1

po11t1ca1 systems Both of these approaches attempt to conceptua11ze
—,
the coex1stence of the state as conventlonally descﬁibed and the new~

c

‘actorS“ orms of 1nteract1on assoc1ated with econ mic and soc1a]

‘ 1ntegrat1,n -
o o

) It'wdd{d;appeah that a]]*of,theselthedries and?approaches are

A@based dh'Observatibns ef the Same ﬁnternational conditions,vwhichimighti-~

~v,genera]1y be ca]]ed advanced industrial soc1ety or mass consumptlon
«' soc1et\ .2 They are all studles of different aspects of the trans— -

?formatzons in the character and funct1on1ng of the state—-agd hence, ‘

4 %
tn the character of ‘both nat1ona1 and 1nternat1onal pol1t1cs——brouoht_

abont_by the growth of soc1ety beyond the‘]1m1ts\of the“state. They
T ' - » "1’ . . ""‘:(J:_- o ‘L‘;(? L o o . 3 .
stem from the observation that the grédtusystems of..production, trans- _

——

Foal

portat1on, exchange dlstr1but1ot, investment 'and cOmmunication on -
A

1 aich the Welfare of" 1ts 1nhab1tants depends are. overrunn1ng and
ob11teratt/g/fhe state s terr1tor1a1 and 1ega] bounda:;es Conse-.

quentt;,/each of them might reasonab‘y be éxpected to throw some 11ght

3
the nature of the re1at1onsh1p beiween mu1t1nat1ona] corporat1ons

nd nationa]~governments.4 The remzinczr of this chapter_ﬂs devoted
‘*tbra'discussion of these three apprhaches and, in coﬁc]usion, a_

d}scu551on;of their poss1b] app]lcatlon to the study oﬁ-fore1gn

™

contro]]ed corporat1ons in"Canada.

’ LR ‘r'x,.';



Political Unific
'Some g‘ ¢+ - nave been expressed as'to’whether the

| political conseq. “° ~F economic and social 1ntegrat1on are proper]y
"ana]yzed 1n terms of po]ttlca] un1f1cat1on and nat1on bu11d1ng 5 The
vpresent purpose however, is mere]y to questlon the universality of
:;5the theory and emplrlca] genera11zat10ns which have been generated in
a decade or more of the study of economic unions and the political
iconsequences of economlc 1ntegratton |

Wh1]e the lndependent variables. common1y emp]oyed in these works
'would seem to be capab]e of - broader app]1cat1on——they are. essent1a]]y
- measures of economic and soc1a] 1ntegratlon or 1nteract1on—-the dependent |
var1ab]es are commonly framed 1n terms of (0]1t1ca1 un1f1cat1on that
is, 1in terms of the estab]tshment et cormor novernmenta] 1nst1tit1ons,
the behav1our of those 1nst1tut ans, and the po]1c1es and att]tudes of
leaders and pub11cs in the member states toward the union and 1ts
central institutions. Even when the dependent variables and hypotheses
are not necessarily 11m1ted in the1r app11cab1]1ty by th1s ‘type of
'def1n1t1on, the hyp eses are almost exc]us1ve]y tested aga1nst ‘the
experlence of the formatton of\yntons or attempts at the format1on of

6

un1ons._ . /\ L o A | .t_ :

- The prob]em w1th this emphas1s on common 1nst1tut10ns and the1r

behav.ourland on nat1onal attitudes and pol1c1es concerntng un]tlcat1on
f_1s that 1t does not permr; ‘maexamlnat1on of the po]1t1ca] 1ntegrat1on~'

in cases ‘where. cormon po]1t1ca] and adm1n1strat1ve 1nst1tut1ons are

*®

L (non—ex1stent or have llttle author1ty and 11m1ted scope, where’ the

p0551b111ty of union is exp11c1t]y reJected off1c1a11y and 1s w1thout '



_countr1es have with highly 1ndustr1a]1zed countr1es It is interesting;

_nat1ona] support, and where, correspond1ng]y, the pr1mary po11t1ca1

adJustments to economic and social integration occur predominantly

w1th1n individua] states. Cases which stand closer to these conditions }
‘\ .

~ than to those def1n1ng po]1t1ca1 un1f1cat1on are the re1at10nsh1p Canada\

has w1th the Un1ted States and the re]at1onsh1p some underdeve]oped

in reference part1cu]ar1y to.the second of these cases, that the 11ter—

ature on po11t1ca] un1f1cat1on focuses almost. exc]us1ve1y on the

attempts at ec0nom1c unlon 1in the underdeve]oped wor]d and ]arge]y

: ;Ignores 2, broad range of po]1t1ca1 adJustments within 1nd1v1dua1 under-

,deve]oped countrles»brought about by the1r.1nterdependence with more

advanced ec omies (which could, of course, include ‘attempts to unite

;'economica]1y with other underdevé]oped countries in their regiOns).7

“Generally, studies of political unification have been concerned

to trace the re1ationship of the»‘regional ecoriomi - * to the reg]ona]
; ‘ /

- political'. They have been much less concerned w1th the re]at1onsh1p » ///

,.act1ve1y cons1dered

of the finter-reg1ona] economic’ to the regiona] po]iticd]' or even

the 'natiOna] po]itica]' , For exdmple, the 1ntegrat1ng effects of ';/_

jmu]t1nat1ona] bus1ness has been exaaned in the context of .the study o

of pol1t1ca] un1f1catlon in Europe, but the bus1nesses SO eyan1ned are
1arge1y Eurogean corporat1ons. The effects of’ nonhEuropean corporat1ons o

operating- throughout :urope on po]1t1ca] 1ntegrat1on there are 1ess

'FUnCtional Integration ‘

C]oser to a genera] theory of the po]1t1cs of 1ntegrat1on is

_ that of funct1ona1 1ntegrat1on , Here, the fundamentg] not1on'of the

§



po]1t1ca] consequences of economic and soc1a1 1ntegrat1on is crypti-

ca]]y stated. " Politics will disappear.

/

Supranat1ona]ity; not federation, confederation or 1nter- b
governmental organization, seems to be the appropriate, regional
counterpart to the national state which no longer feels capable
of realizing welfare aims within its own narrow borders, vihich
has-made " rts peace with the fact of interdependence in an
industrial ‘and-egalitarian age. . . . The advent of supra- 9

) nat1ona11ty symbo]1zes the victory of economics over politics.

“

Both. nat1ona1 and’ }nternat1ona] po11t1cs succumb to the triumph of
Lbureaucracy and the growth of econom1c and soc1a] 1nterdependence that -
_1s, the deve]Opment of a New 1nternat1ona] soc1ety o -~

The image which: character1zes ‘the nat1on state as a warm and
- self-contained commun1ty and. juxtaposes it to the colder and -
more ca]cu]at1ng world of nation-states labelled ' international
society' is. oversimplified and n1slead1ng, at least in the
North Atlantic area. The internal as well as - the externa]
network of relations of nations constitute ‘a species of,
soc1e+y, both increasingly function ch the basis of ca]cu]ated .
interest and adjustment among 1nterests, on the part of vo]un— *\x;
¢ tary groups. as well Sg of governments. 10 .
The state, by th1s 1mhge and w1th it 1nternat1ona] po]1t1cs of the
»Htrad1t1ona1 mode, d1sso1ves 1nt0 an ama]gam of pub]lc author1t1es and
’pr1vate 1nterest ~groups from severa] d1fferent countr1es en; ged in a.

process of "Variable- sum" barga1n1ng

YN S
Al
¢

It is s1gn1f1cant that Daqu M1trany, one of the or1gIna1
proponents of th1s view, drew exp]1c1t1y on the nat1ona1 po11t1cs of

the Un1ted States as an 1nstance of what he saw deve]op1ng in the
» he \
_ 1nternat1ona] sphere Deep]y concerned that the wor]d shou]d rest on

~

peaceful footing 1n the aftermath of WOrld war II M1trary advocated n
a un1versa1 assoc1at1on wh1ch ”wou?d gelect and organ1ze certa1n |
| :act1v1t1es for the purpose of 1ntegratnng cih regard to them the

interests and actxons of,a]].“ll so 11]ustrate the pr1nc1p1e by wh1ch

.
ey

o



(,.‘ . "‘".I‘ ) \ vv‘;. L " ' h._
the assoc1at1on should organ1ze these act1v1t1es, he po1nted to a

def1n1t1on of .' reg1on in use by a p1ann1ng board in the Un]ted States

Government

a region 1s the Tocus of a prob]em, 1ts limits the 11m1t of _
that problem, with a focal centre for its administration. A REES
" On that definition America has some one hundred and twelve (-
different-regional systems--one for the Federa1‘8eserve Bank,
one” for the Agricultural Adjustment Administration, and so-
on--for differerit federal purposes; some coincide with state
v_boundar1es, otherse do not, and theijr adm1n1strat4ve centres
-are in d1fferent parts and cities.12 . ) o

An app]icat1on of. th1s approach in the sphere of 1nternat1ona] po11t1cs

- wou]d he]p the growth of such pos1j2ve and construct1ve work of

1.’

-"common - hab1ts and interests, mak1ng frontler Tines mean1ng]ess by
over]ay1ng ‘them with a natura] growth of common act1v1tTes and. common

. adm1n1strat1ve agenc1es W13

The lmportance of Mltrany S use of the Un1tedHStates for the
purpose of 111ustrat1ng potent1a1 developments in’ 1nternat1ona] VK
po])tlcs is that he ~ignored the Un1ted States as an examp1e og the
federat1on of former]y d1st1nct and autonomous units, for ‘this is not
the sort of 1ntegrat10n he is concerned totgromote . On the contrary, _
- he. emphas1zed the 1ncreas1ng funct1ona] d1fferent1at1on of tasks w1th1n
- - the country as we]] as the performance of those ‘tasks and the reso]ut1on
| of prob]ems by an array of widely d1spersed centres of adm1n1strat1on
and dec1s1on -making wh1ch, when taken together tend to obfuscate L
trad1t1ona] 1visions of author1ty between the federa] and state | |
governments Funct1ona] 1ntegrat1on on. the 1nternat1ona1 p]ane wou]d &
by this mode], amount to the 1nternat1ona1 exten51on of interest- group
poht1cc and technocracy,,the rule of the bureaucrat and the expert.
' J

R

S



Because the centra] concepts of technocracy and pTura]1sm
represent cond1t1ons wh1ch are general to. advanced 1ndustr1a1 soc1et1es
the theory of funct1ona] integration as it has deve]oped out of the = -
| thought of David Mitrany wou]d appear to be more. genera]ly app11cab1e
,kthan “that of po]1t1ca1 un1f1cat1on,xas outlined above. ‘Wherever
'governments seek to reso]ve conf11cts among themse]ves or to solve

b,

common prob]ems by turn1ng them over to agenc1es cons1st1ng ‘of adm1n1s- ‘

'.trators, experts, ‘and 1nterest groups from severa] states, it is an .

instance of funct1ona1 1ntegrat1on. There need be no un1tary structure
to the who]e set of agenc1es const1tuted in this way. There need be no
'hTerarch1ca] arrangement of the set of such agenc1es The numberdot'

- agencies in the set may grow or d1m1n15h over time. - Each body in the

set may contain representatTVes from a d]fferent group,of cates..{The

U)

'd1 ferent bodies may be const1tuted under théﬂausp1ces of an interiiafﬁtf\fqe

fz

national organization, un 'nternat1ona1 treaty, a var1ety of mu]tiéj
]atera] and bi- 1atera1 agreements, or 51mp]y an 1nforma1 system of

'negot1at1on cooperat1on and consu]tat1on~ and there need not be- any

7pr1or or evenﬂua] attempt to coordinate one such body with any 7ther

-

iA]] these character1st1cs can vary according to the task at- hang and o

e

“Tn response to the requ1rements of eff1c1ent task performance they need
not i3 ordered accord1ng to” a strategy for the un1f1cat1on of tates ' >

or the super-1mp051t1on of ratlona]1ty on the whole of the1r lelations.14////

: /
/ v
._/ Ve ’
,”/'

As a recent 1nqu1ry Into funct}cn and - 1nternat1ona1 organ1aat on has//// "//
' s

'expressed it, - o - ,g

J

the re-order1ng of p011t1ca1 space and restructur1ng f o]1tﬁ— e
cal authority across states is actor spec1f1c and issye- .,/ /
spec1f1c hence assymetrlca] and d1scont1nuous New Toc /are ;
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ne1ther terr1tor1a1 nor 1nst1tut1ona1 but behauﬁora], and ~
“hin them authority is shared, poo]ed, redistributed, or .
shheld depend]ng upon. [severa] ¢on51derat1ons]. .‘.,.l5f‘~\;‘

Funct1ona] 1ntegrat1on, thengfis not a form of po]1t1ca1 un1f1-

¢

‘cat10n or even necessar11y a factor cbntr1but1ng to po]1t1ca] un1f1cat1on.
:}uIt is better descr1bed as an ama]gamat1on of the bureaucrat1c 1nterest-
ghoup nexus of several. states 16 As such, it 1s a derivation or
vextens1on of/the bureaucrat1zat10n of po]ltlcs common to advanced ’
‘Tndustr1a1 states.‘ It is a product of the pursu1t of the most efficient
means to human we]fare under cond1t1ons of 1nternat1ona] 1nte£dependence.
U]der the joint conditions of, First, human we]fare as the ultimate |
,*ﬂJust1f1cat1on of po]1t1cs and of the state and second the superior -
eff1c1ency of all 1nterdependent means .over all 1ndependent means to
human we]fare, nat1ona] and: 1nternat10na1 polities 1n their trad1t1o a]
form wou]d vanish. Th1s was’ M1trany s w1sh and h1s assumpt1c LBUt
,ne1ther of these condltlons is with us yet, assum1ng they eyer con be.l7i

Regard]ess of whether the present 11m1ts of this prdcess
- persist, they appear.to have prevented the-comp]etlon,of integrattdn
fenithefpresent; Consequent]y, we are in the presence of, on-the ore
'-hand states which contlnue to wield at ]east some of the1r trad1t1ona1
powers and prerogat1ves arlg .on the other hand “the 1nternat1ona1
:1ntegrat10n of a host of publwc and private funct1ons Emergxng from

e<

vfth1s s1tuat1on 1s a set of quest1ons concern1ng the fe]at1onsh1p 1n any-

part1cu1ar countrxgbetween the 1nternatmona]1y 1ntegrated sectors of

—ooats soc1ety and its’ gove nment ’

\ .‘i“v"b s
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',Penet; tion and Transitional'Po]itics
| From the perspect1ve of the 1nd1v1dua] state, the processes of
1nternat1ona1 soc1ety amount to/the presence of 1nd1v1dua]s, organlza-
Zons, corporations and other agents w1th1n its borders and under 1ts
/étr1sd1ct1on whose conduct is condi t1oned, 1f not actua]]y determ1ned
by the fact that they’Tunct1on w1th1n systems of 1nteract10n and

commun1cat1on 1ocated ]argely outside the state Such .external

organ1zat10ns or systems may be elther public or private. Examo]es of

the governmentaT type ‘might be miTitary advisors from;another country

work1ng to tra1n ‘the army of a country, or a task force from the Food

and Agricultural” Organ1zat1on work1ng in a country to 1mprove its

1rr1gation system. .Examp]es'of ‘the non-governmenta] type might be the

subs1d1ary of an international firm or the nationa] chapter. of some

international political or soc1a] organ1zat1ons such as Amnesty’ Inter-i

nat1onaﬁ//qﬁfam, and the Roman Catho11c Church. 18
'~ THe agents of outs1de organ1zat10ns in any’given country act,

for good or ill, as the conveyers of goods, methods, and 1deas wh1ch

10

would otherw1se not be found in that country Moreover, some of them may .

“act under the fa1r1y close- superV1s1on of the. outSIde organ1zatlon.
Consequent]y, stud1es of the re]at1onsh1ps between the external and
" 1nterna1 parts of cross nat10na1 systems have used such terms as the
penetrab1]1ty s permeab1 1ty s Or access1b1]1ty of a-given state
to outside 1ntervent1on.- More recent]y, a new framework for the‘study
of the'impact of such‘r \ss¥nationa] sysths on both the nationa] and.

(; .
fore1gn policies of states. has been’ deveioped around central concepts

- such. as 'transnat1ona1 re]atIOns and transnational po]1ttcs . What



. s
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these works have in common is the attempt to desCribe,-ana]yze' and

understand the on-going re]at1ons between nat1ona1 government and

T

politics, on the- one hand, and 1nternat1ona] soc1a1 and econom1c

» . : 8y
systems, &&the other. o : a/[.

/

- James Rosenau much of whose work has been ded1cated to
' exp]or1ng the convergence of nat1ona1 and 1nterhat1ona1 politics undem).
contemporary cond1t1ons once po1nted to the eed

e to 1dent1fy a new type of p011t1ca1 syst m that w111 account
: for- phenomena which not even a less rigid use of the national-

- international distinction renders. comprehens1b1e.= Such a
. system might be called a penetrated political system and its
‘essential characteristics might be defihed in the following
‘way: A penetrated political system i¢jone in which non- -
members of a national society participate directly and ,
'author1tat1ve1y, through actions taken|jointly with the
societies members, in either the allocgtion, of its values
-or the mob1]1zat1on of support on L:haff o?ﬁﬁts goa]s A9

Th s need for new concepts ar1ses from a ¢ nd1t10n where1n "the bound-
S - - ]
///_arles of po]1t1ca1 systems are def1ned by act1v1t1es and processes, not

w20 1y other words, some account must be taken of the -

»deve]opment of political 1nteract1ons wh1ch occur ne1ther exc]us1ve]y

by ]ega]1t1es.

within states nor exc]us1ve1y between states, but occur as it were
f across .states. Thus, another observer writing at about the same t1me

comp]a1ned that "most pol1t1ca1 sc1ent1sts who use systems theory IS

nowadays 1dent1fy the po]1t1ca]55ystem with the'state.“21 In preference

~ to th1s, Sp1ro suggests that o : L P
ﬂb a po11t1ca1 system can exist whenever peop1edare concerned
about common problems and are engaged in cooperat1on and o
conflict in efforts to solve: tbese—prob]ems . . - Individuals
- or groupings--'units'-=are invdélived in politics with one .- 5
_-another when they are trying to solve their- prob]ems together,ﬁg-
because each recognizes that it cannot solve its partlcu]ar )
problems a]one—-even though each may be pursu1ng d1fferent
goals. 22 , . _ 4 v

/? - ,-"4,,"



The,extent of poT1t1caT systems of th1s kind is ne1ther def1ne

11m1ted necessar11y, by the borders of 1nd1v1dua1 states. "In addition
)

to convent1ona11y def1ned nat1ona1' politi -1 systems and the 'cosmi—

caTTy def1ned gTobaT system there ex1sts a]so at any moment a series

-

of comp]ex, 1ntr1cate overTapp1ng networks of political, systems that

'are brought into be1ng as a result of efforts, by un1ts, to soTve\the1r

23

vprob]ems together Thus, in the language of systems thecry, the

.f‘.probTem of the reTat1onsh1p between funct1ona11y 1ntegrated sectors of
a country and the government of that country can be restated as . the .
prob]em of the reTat10nsh1p between new cross-nccional systems and the
\\\\\nat1ona1 political systqnﬁdl§ijjg;jhrst_quotat+en—from‘Roseﬁaﬁ”suggests, o
' 0(EHE"FETSETSEEE?BMYEIT:EQ1y to be embod1ed in actors who s1mLTtaneousTy
. Tnteract W1th1n nat1ona1 and cross—nat1ona1 systems of'1nteract1on. -A

' framework for the study of th1s type of 1nteract1on and of the actors

4engaged in it has been advanced by the. theor1sts of ! transnat1onal
'rreTat1ons ~and, 1n part1cu]ar, the work of KarT Ka1ser.
The theor1 ts of transnat1ona] poT1t1cs are concerned w1th
: poTiticaTTy saliejg 1nteract10ns wh1ch are ne1ther-str1ct1y nat1ona],
vwi»'-(1nteract}onsebetueen—ﬁub%ae-aﬁdfor—pr1vate—actorSVwrtth-the same
i state) nor. str1ct1y 1nternat10na] 1n the trad1t1ona1 sense (d1p]omacy
't between the. government off1c1als of more than one state) They call

’

; these 1nteract1ons “transnat1ona1'" and define them as "the movement

\;of tang}b]e or’ 1ntang1b1e items across state boundar1es when at Teast
one actor is not an agent of government or an 1ntergovernm%hta]
‘ organ1zat1on. 24 That they are concerned w1th the same type of re]at1on—

sh1ps as Rosenau al. Splro, is suggested by thexr def1n1t1on of



-
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ey
) v . . : » - ' \
"transna;iona]’helations“ Such re]atlons, as related ear]1er are -
. | .
made _up of the ' contacts, coa11tlons, and. 1nteract1ons across stater“\\\‘\\\\

~

boundar1es that are. not contro]]ed”by the central forelgn po]1cy.organs

W25 . 1

of governments. F1na11y, th

fieorists recogn1ze that trans-
nat1ona1 1nteract1ons can occur’ﬁn the form of the internal commun1-;
cat1ons and” exchanges which take p]ace w1th1n “transnat1onaT

organ1zat1ons", that is, organ1zat1ons which. conduct operat1ons in

more .than one country, suqh as 1nternat1ona1 enterpr1ses, profess1ona]

, assoc1at1ons, un1ons, and service organ1zat1ons They allow that

transnat]onal re]at1ons can cons1st of the re]at1ons between any one
of the nat1ona1 components: of such organ1zat1ons and its respect1ve
nat1ona1 government. As Keohane and . Nye put 1t f o L

. the act1v1t1es of - IBM in Brazil or Unilever in the Uﬁ1ted
States are within the context of transnational relations
even though some of these activities may occur entirely: ' .
within Brazil, on the one hand, or the United States, on R
the other hand. It wou]d~seem—ext¥emel¥\ﬁrt1f1c1a1 for - T
example, to exclude an arrangement made - betﬁEén\Stahdard e
- 011 Company of New Jersey and ‘the French, 90vernment from the
- .arena of transnational relations merely because. all-the. neg-
',ot1at1ons for the agreement have taken place in Parls 26

It is prec1se1y th}s*sort—of—ret

.1ona] components ol

of transnat1ona1 organ1zat10ns and the1r host governments which Karl

t

Ka1ser s work exam1nes e

i

~aiser argues that the po]1t1ca] consequences of 1nternat1onal

econom1c and soc1a1 1nteract1ons shou]d be exam1ned on two d1mens1ons

the hor1zonta1 d1mens1on con51st1ng of various forms of transnat1ona]
1nteract1on wh1ch co]]ect1ve1y make up -what he calls "transnationa]
sog1ety", and ‘the vert1ca] d1mens1on cons1st1ng “of various forms of :"gikb

- relations between the‘governments of 1nd1v1dual states and the var1ous
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sectors of the1r pa s1c01ar soc1et1es wh1ch part1c1pate in trans-

nat1onaT 1nteract1ons

Ka1ser def1nes "transnat1ona1 soc1ety" as "a system of 1nter-

|
act1on 1n a spec1f1c 1ssue area between soc1etaT actors En d1fferent

u27

national systems Any suchlsystem of interaction can ot be understood

.~\'Ju - o

: geograph1caTTy, accordvng to Ka?ser and must be. understood funct1onaTTy, .
‘“ i. €., c1rcumscr1bed by the 1ssue areas/wh1ch are the subJect of inter-

u28

ﬂ,act1on. Thus, Ka1ser conce1ves h1s hor1zonta1 d1mens1on

He conce1ves his- vert1ca] d1mens1on as. the var1ous wars in thCh
‘pub11c author1t1es 1ntervene e1ther in 1v1duaTTy or w1th those from
;other countr1es, 1n transnat1ona] processes His coTTect1ve term for
sall these forms: of 1ntervent1on is _muTt1nat1onaT poT1t1cs," which he

def1ned as "proceSses 1n wh1ch pubT1c b'veaucrac1es aTTocate vaTues

elther Jo1nt1y in dec1s1on mak1ng frameworks that are 1ntermeshed across

h* natlona] front1ers or separeteTy as a resuTt of transnat1ona1 1nter-

-

act1on at the soc1etaT TeveT 29 ExampTes of the various rms of:
mu1t1nat1ona1 p/T1t1cs range from "the 1nteract10n between the natlonaT

f . subs1d1ar1es ‘of a muitﬂnat1ona bus- ness corporat1on and one of severaT

host governments"'to “the joint decizion-making between governments (as

between the Un1ted K1ngdom and Francc on the Concorde) or the muTt1-

nat1onaT 1ntermesh1ng of- dec1s1on-mak1ng wh1ch characterfzes:

1ntegrat10n u30 Lo 4'

The 1mportance of Ka1ser s work is the recogn1t1on that trans— o

, &

national processes and transnat1onaT actors are 1mp11cated“Tn~a\yar1ety
\ T e
: T T ]
“ . of forms of governmentle@g adm1n1strat1on. The reTat1onsh1p between _ :
S p, a 7~.“w /\___

pubT1c author1taes and transnat1ona] systems of 1nteractloﬁ“the stuff

. o B . P . ' . o L . . .



~ higher: ]eve]s of such 1nteract10n

-

of mb]tinr tone! §§11t1cs may var1ous1y bcecur as the 1nteract1on'
between a puv..c agency and a transnatnonai actor whth1n a s1ng]e R
state, as negot1at10ns and consu]tat1on between the pub11c agenc1es
" _of two or more states over matters ar1s1ng out of some transnat1ona1
process in wh1ch they share an 1nterest or as the’ adm1nlstrat1ve acts
- of ‘permanent supranat1ona1 1nst1tut1ons There is; further,Athe t
‘recogn1t1 n of var1ab1]1ty, “from 1ssue to~1ssue, w1th respect to :
':whether and' to- what extent pub]]c author1t1es 1n a g1ven state become
v1nvo1ved with part1cu1ar transnat1ona] actors and processes vert1ca1
1nteract1on ”grows in 1ntens1ty w1th the degree of democrat1zat1on
-and/or the extent to wh1ch permanent 1ntervent1on of governmenta]
";1nst1tut1ons in the social and econom1c llfe of soc1ety becomes a

5

A‘const1tuent e]ement of the. po].t1ca1 system’i"31

La

Transnationa1 Po?itics- The Canad1an Case ;
. Taken together the severa] theories and 7nte]]ectua1 frameworks b
' dcscr1bed above have 1mportant s1m11ar1t1es,_they are. a]so comp]ementary

on some po1nts, as weaknesses -in some are capab]e of. re1nforcement by -
/\

strengths in others. A]] of them study %oc1a]‘and economic 1nteract1on
’among states and the changes 1n po{1t1cs and government, 1nc]ud1ng
1nternat1ona1 and 1ntergovernmenta1 re]at1ons, assoc1ated w1th new

As perspect1ves on the po]it1cs of North American 1ntegrat1on, ;o'
‘all of these theor1es wou]d appear to have someth1ng t0vcontr1bute, at
'least heur1st1ca1]y. The transnataona] re]at1ons framework seems to B

. -
address the quest1on most d1 L1y . Theor1es of po]1t1ca] un1f1cat10n,

E ?,' g

2
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espec1a11y those whose dependent var1ab]esare defined in terms of

-

exp)ﬂjjt]y supranat1ona1 t1tut1ons or of the deve]opment of nation:

i p011c es and att1tudes 1n.support ) ol1t1ca] unif1cat1on, do not

—_—

I'_d1rect app11Cat1on to Canada and the Unlted States is restr1cted by/thed\

pauc1ty of formal]y constltuted 1nst1tut1oJ§ for comb1ned dec151on—

L4

’ ,mak1ng and Jo1nt adm1n1strat1on However the 1mportance of. plural-

i

i1sm and technocracy w1th1n the theorysuggests that some attent1on m1;ht
‘be usefully pa1d to 1nforma1 patterns of re]atlons between government
officials 1n the Canad1an bureaucracy and experts and off1c1alshfrom
fore1gn bureaucrac1es or representat1ves of foreign corporat1ons oF
the1r Canad1an subs1d1ar1es. There 1s add1t1ona11y the poss1b1]1ty

~
that fore1gn bus ness\tnterests enter Canad1an po]1t1cs to a cons1derab]e

~extent by virtue of the1r part1c1pat1on ;n, ‘anc occa51ona]]y their
numer1ca] dpm1nance of Canadlan trade associac 1ons - In other words
'1t is conce1vab]e that what is accompﬁlshed in _urOpe SV mu]t1- N
‘nat1ona1 1nst1tut1ons of the EEC- work1ng in re]atron to. nat1ona1 and.
transnat1ona] 1nterest groups -is, -in North Amer1ca, accomp]1shed by
u"StPlC%]y Canadian bureaucrat1c 1nst1tut1ons working 1n're1at1on to -
qv.transnat1ona1 actors or nat1ona1 1nterest groups cons1st1ng of large
numbers of- transhat1ona1 actors Th1s type of re]at1onsh1p 15 best

. approached by u51ng the 1nte]1ectua1 framework presented by the theory

of transnat1ona1 re]at1ons Y

P
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The theor1es of both po]?t“ al un1f1cat :ivand functional

‘1ntegrat1on hizg tended to see the po]] ical repercussions of. economfc

and social in gration primar 1y in terms of,

1'.

, 1nst1tut1ons among a grcup of states, ‘the policies.a

e creat1on of common
dec1s1on mak1ng

ahhprocesses of - those"common 1nst1tut1ons, and the 1mpact of

_—..n',

: governmentaﬂ (or “supranat1ona H) dec1s1ons on the governmentj*and

soc1et1es of the ‘member states. The Canadian- Amer1can case vould seem

pe

“to raqu1re an approach which puts less emphas1s on formal 'nst1tut1ons

and dec1s1on makmhg processes at the 1nternat1ona] 1eve1 but allows

5}4

very high Tevel.of econom1c and social 1nteract1on bet een the two N

'countr1es.‘ Th1s the transnat1ona1 pol1t1cs approach ée\ms\well su1ted
to do for 1t emphas1zes, a]though 1t does not deal exc]us1ve]y w1th

- the efFECt of 1nternat1ona] actors and- processes on natl%na] 1nst1tu-‘

! o i

”t1ons.' Severa] Students of transnat1ona1 po11t1cs;fﬂnc1ud1ng Kalser, ;
i i

| have suggested for examp]e “that transnat1ona] actors such as mu1t1-
'nat1ona1 corporations can reduce the/effectiveness w1th wh1ch sorie
natirnal governments pursue the1r economic and socra] goa]s or a]ter
! . ) \ . .

dthe nature of natlonallgoa]s.

H 1
\ 1

Whether this is so and, 1f gt s S0, how/%t comes about are
~quest1ons wh1ch the rema1nder of this. study 1s intended to answer or
_to help in answering, with spec1f1c reference to Canada. It exam1nes

the relationship in Canada between the producers and transm1tters(hf
,natura] gas, a. 1arge proport1on of whom are fore1gn contro]]ed, and the
author1t1es respons1b]e for the formu]at1on and 1mp]ementat10n of o -

Ty ik a

Canad1an regulatlons concern1ng the export and transm1ss1on of that

Q

9
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: gas. In other words, this study examines an 1ns\an§e of the control
e
by Canadian author1t1es of a h1gh]y/penetrated sector of Canadian

;soc1ety However, Before that task is taken up, the fo]10w1nc chapter
~provides a rev1ew of what some economlsts have had to say about o=
foreign controlled corporat1ons in Canada genera]]y and, . §n that

\ ?
context, aga1n raises the questlon of the e??ect1ve app11cat1on of

Y
Canadidn. laws and regu]ations to fore1gn contr011ed f1rms It 1s
further suggested there that . th1s question 1s 1nev1tab1y ra1sed

;amp]1c1t1y at least, by anyone who feels that Candda does not receive

' _the full potent1a] benef1t from the performance of fone1gnwcontro11ed

- corporab1ons in this’ country and recommends some form of regu1at1on as .

a means of 1mprov1ng ‘that s1tuat1on. '\'

18
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relations. See his "Political Integration: A Mu]t1d1mens1ona]
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NOTES TO CHAPTER I, = *

4

1See N‘ Andrew Axline, et. al. (eds.), Cont1nenta1 Commun1¢y7 Inde-

Qgpdence and Integrat1on in North Amer1ca (Toronto: McClelland and-
- Stewart, 1974).. . . ‘ ‘

2One of- the 1ead1ng theor1sts in the area of transnat1ona] po]1t1cs,-
Joseph Nye, Jr., has also published very widely in the field of '
international regional integration. Charles Pentland feels that
theories of functional integration, in particular, will gcin a great
~deal from the literature on the political impact of transrational

Perspect1ve," in Ax11ne et. a] ». 0p._cit., Chapter 2,p. 51 ot

-

J. S. Nye dr. and R. 0. Keohane, “Transnatlonal Re]at1ons and World
Politics: An Introduction," in R. 0. Keohane and J. S. Nye, Jr.
(eds ), International Organizat1on, XXIX 3 (Summer, 1971), p. 331.

The mu1t1nat1ona1 corporat1on is often and varlous]y cited as-a major
manifestation and/or. principal instrument of international integra-
tion, See, for examples, J. S, Nye, Jr., “Multinational Enterprises
and Prospects for Regional and Global Integration," The Annals of the
American.Academy of Political and Social Science, 403 (September,
1972), pp. 116-126; and, in the same volume, Howard V. Per]mutter,
“The Mu1t1natlona1 Firm and the Future," pp.~139-152, ‘

For an exce]lent cr1t1que of theor]es of 1nternqt10na1 1ntegration
which are bound to an image of the state, see J. G. Ruggie, "The
Structure of International Organization: Contingency, Complexity,
and the Post-Modern Form," Peace Research Soc1ety, Papers, 18, The
London Conference, 1971. A central point in Ruggie's argument is
that. the hierarchical st.ucture of authority implied-by the image of
the political unification of states is simply not to be found: "If
there .s a 'direction' to the pattern of organization, -or :the prin-
ciples of structur1ng, it does not seem to be-a movement toward
“either 'higher' or more inclusive levels a(ti:;hor1ty, as these *

terms are usually understood. Not organizaXjon above states, but.an
enormously complex and rather fundamental reotdering of polltlca]

- space and re-structuring of public authority- across states appears

to be the pattern of the future" (p. 87). For different-reasons,

Hoffman and Aron would agree that no movement toward super-states can ..
be discerned, en in Europe, and is unlikely to occur, mainly because

- the states 1nvo]ved are not prepared to abandon their ultimate status
as powers unto themselves. See,.for example, Stanley Hoffman,

19

"Obstinate or Obsolete?. The Fate of the l:tion-State and the Case _f 1~i

of Western Europe," International Reg1onallsm Readings, éd. J. S.
Nye, Jr. (Boston: Little, Brown and-Co., 1968) and Raymond Aron,

Peace and War: "A Theory of Internatlonal,Re]ations,'trans. Richard - =
- Howard and Annette Baker Fox (New York: Frederick A. Praeder, 1966}, -
© o pp. 456 463 B DU o :




6ErnstHaas has undertaken a review of the study of regional integra-~-
tion, the "dominant desire" of whose students is "to explain the =~
~ tendency toward the voluntary creation of larger political units each
. of which-se]f—conscious]y eschews the use of force in the relations
between the participating units and groups." See Ernst B. Haas, 'The
-~ Study of Regional Integration: Reflections on the Joy and Anguish of ”f :
Pretheorizing," Regional Integratian: Theory and Reseaich, ed, L. N.
"Lindberg and S. A Scheingotd (Cambridge, Mass.: Harvard University
Press, 1971); p. 4. 'The'theoretical,preoccubation with uhification, .
as well as the empirical emphasis on economic unions, is evident®in
i~x Haas's.summigry of the empirical generalizations “hich "the study of
‘regional intégration seems to have estabTished" |pp. 9-17). However,
‘note also Haas's observation that there is "disagreement on what
constitutes the dependent variable" among major theories of regional -
integration and his claim that progress could be expected "if we
, could clarify. the matter of what we propose ‘to explain and/or predict"
- (p- 26). At a few points in his review, Haas indicates a concern to
shift the study of regional integration from a preoccupation with the
state-building model (pp. 6'and 30-31). C¥. Ruggie, op. cit., Fn. 7.

ZHere I am thinking; in particular, of the pd]iticé]-transformations S

~brought about in underdeveloped countries as a consequence of the .. .
bifurcation of their economies into a modern sector which is inte- .
grated within the global-etonomy dominated by the industrialized ’ a
countries, on the one hand, and a traditional or depressed sector,

on the other hand.- See, for example, Stephen Hymer,” "The Multinational
Corporation and Uneven Development," Economics and World Qrder, ed.

~ J. Bhagwati (New York:- WorldgLaw Fund, 1970). The idea, of course,

+ that regional ecorfomic union has value as means  to counter the forces o
of integration with' an extrd>regional economic power is not dnfamiliar = -
to.Western Europeans; many of whom see the EEC, as. a counterforce to -
integration with the United States.- » - -

[EEN

o

81t_wodld be very intetesting in this conheé;ion to compare.theiimpaét |
of American controlled corporations on the unity of Canada with their
impact on the-unity of the.EEC..ber'a very -interesting-discussion of -

the Canadian tase, see Garth Stevénson, "Continéntal Integration and
" Canadian Unity," in Axline et. al., op. cit., ‘Chapter 8. _

vogErnst B. Haas; “Technocracy, P]ura]ism,“ahd_the NéwiEﬁrope,";;nter- o
- hational Regionalism: Readings, ed, J. S. ilye, Jr. (Boston: “[ittle, 23
Brown and Co., 1968), p. 159. - . . . N R

lqlbid;,.p.:161 (emphasis‘in the ofiginal)f

——

3

»~llDade Mitréhy,‘A Wotking Peace Systém: An.ArgUmént‘for'the Functional
Development of International .Organization, The London Instifute of
o International‘Affairs {London:™ Oxford University Press, 1943),.

T pp. 18-19.
1

[T e

°Ibid., p. 191,
Bibid., p. 27, -
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- Mitrany, op. cit., p. 35, ,
Bruggie, op. cit., p. 8&.. . [
6 v v .

Thus, one observer features what he calls *bureaucratic interpenetra-

tion' as "the intermingling of national and international bureaucrats )

in various working groups and committees in the policy-making context =

of -the EEC." He -also points out that national pressure groups of
member’ countries approach the EECTbureauqracy through their relations
‘with national bureaucracies, which are in.turn one of the major props

~ of"the community. See Lawrence Scheinman, "Some Preliminary Notes on

./ Bureaucratic Relationships in the European Economic Community," B

<:$nternationa] Organtzation, XX (1966), pp. 751 and 759, . The national

~administrators, of course, also strive to retain their position as
intermediaries between national interest groups and community policy-
makers, as described in Werner Feld,."National Economic Interest o
“roups and Policy Formation in the EEE;" Political Science Quarteriy, .
LXXXI (September, 1966), pp. 392-411. See also, Dusan Sidjanski,
"Pressure Groups and the European Economic Community," Gevernment and
‘Opposition, II (1966-67), pp. 397-416. - C '
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For-several different arguments concerning the conditions lﬁmiting
the potential of international integration, see Hoffman, op. cit.;
John G. Ruggie, "Collective Goods and Future International Collabor-
ation," American Political SciencegReview, LXVI, 3~(September;.l972);
Pp. 874-893; Horst Mendershausen, “Transnational Society vs. State
. Sovereignty, KYKLOS, - XXIL, 2 (1969), pp. 251-273. . )
185evera]_diverse examples of such transnational organizations are dis--.
. cussed with refefence to their implications for individurl states in
~contributions to Keohane, and Nye, Jdr. (eds.y, op. cit.

;lgd. Nl“Rosenau:E”Pre?Theoriesband_?heories of Foreign Po]icy;" Approaches |
~ 1o Comparative and International Politics, ed: R, B. Farrell (Evanston:
_ Northwesterh University Press, 1966), p. 65,  »* o

20 o

—

Ibid., p. 64.

2y .. Spiro, World Polities: the Global System (HomeWood,'IITinoié;
‘Dorsey Press., 1966), p. 44. ' 'R . N - ‘

Ibid., p. 50." =~ . I |
RS SR o L .
CBbide pest. . S T
N 2ﬂKéohane and Nye, Jr., "Transnational Relations in World Po]itiéé: :An :

Introduction," op.-cit., p. 332. - B . A . : :
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%1bid., p. 335.
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Ibid., p. 331. . .
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Karl Kaiser, “Transnational Po]it?%gz Toward a Theo%y of Mu]tinatjdna]
Politics," International Qrganizaziqn? XXX, 4 (Autumn, 1971),ﬁp. 802.

27

28

Ibid., p. 803. . B

2bia e o
29, . : : - // 344

Ibid., p. 796 (emphas1s/added)/ _
3 O . ' ' . Co /
*Ibid., pp. 796-797. ;
31 | ‘ ’

Ibid., pp. 811-812. /

kl

32This‘point regeiveévattention‘fro' both Penttand and Stevenson in

their respective contributions to#Axline et al., vp. cit.. Stevenson

-play the provinces off against one anothe~,  See Stevenson, op. cit.,
- PP. 212 and 197 ‘and Pentland, op. cit., p. 50. . - S

1



CHAPTER 11 , "\\rf o

“THE CHARACTER AND CONSEQUENCES OF'FOREIGNEV

CONTROLLED CORPORATIONS IN CANADA Y

ki
. A

ER
L 4

) N ' ! e e ’ .
~In the prev1ous chapter several theor1es were discussed with

i

reference to the po11t1ca1 consequences of econom1c and soc1a1 1ntegra—jt’

tion.: One of these theornes, that of transnat10na1 re]at1ons, was
singled out as-g1v1ng special emphas1s togtransnat1ona1 1nteract1ons,
processes, and'actorsland'their impact on the gOvernment_and pb]it{cs‘
_.of'pa;tic:"r states. This‘anaiysis concluded with-a disCUSs1on'of

“sever:1-aspe. ts of the re]at1onsh1p between ‘the subs1d1ary of a mu1t1-‘

e« -

“nat1ona1 corporat10n 1n a -aiven country and the government of that
lcountry, such as _-the subs1d1ary s involvement in .the political processes'
of the country, the degree to which: the government of the country |
1ntervenes fn the economy or that sector of the economy 1n‘wh1ch the

usubs1d1ary operates, and the capac1ty of. the subs1d1ary to avert or

";res1st 1aws and rggulations of the host country

The present chapter exam1nes an 1nstance of this kind of rela-
At1onsh1p, name]y that between fore1gn contro]]ed corporat1ons and the
»government of Canada," from a d1fferent perspect1ve 1t begins wi th a
very br1ef review of sofe of the most 1mportant po1nts wh1ch have
:emerged out of (ma1n]y econoMXZ) stud1es of_the performance ofiforei_gn~

~“controlled corporatnons in Canada and of the costs and benefits to

el
b

Canadians which these studies have-attributed.to such firms., It is then

- observed on the basis of-this>review_that.the authors of severaT'such ~

- . . “ )
2 3 . . S
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' studies haye conclugeqifrightly or wrongly, that at the‘yery’least the

E net benefits to Canada derived from the presence'of.foreign controlled

corporations in the country are not as high as‘they'could‘he'and Ehat

variouS'government po]iciesvought te be emp]byed to inprOVetthis situation.
The chapter 1nc1udes no assessment of the accuracy of these '

stud1es or thefadv1sab111ty of the1r'reoommendat1ons It does’, however,

state that such stud1es beg-the quest1on of the 1nvo1vement of the

fore1gn controlled corporat1ons themse]ves in the very processes of

- policy formu]at1on.and administration wh1ch-m1ght be estab11shed to - ,."h &

control their conduct The point is therefore'raised at the‘cTose ofb

E the chapter that whlle there is a pauc1ty of d1rect ev1dence of the

part1c1pat10n of these f1rms in Canad1an po]1t1cs and- government such *;2

part1c1pat10n seems,h1gh]y.11ke1y on the bas1s.of what 1suknown genersa 1'eﬁ %1;

al]yvabout the're1ationship between interest groups'andhgoVernnent;‘;ﬁbj;;i~»;£;

,Neverthé]eSs;'it is argued, finally, that more detailed and direct 77>‘u.f:

investigations of'attempts by the'government to control sectors of = «

: the Canad1an economy which contain 1argernumbers of foreign contro]]ed :gf;fgi-.‘
corporat1ons wou]d appear ‘to be in order and that oii. such 1nvest1gat10n

-

occup1es the rema1nder of the present study ' - ] =

*Foreign Direct'inVeStment and-Corporate Control:

There have been numerous statements_of possible conf1icts
between the mu1t1nat1ona1 corporat1on and the state Many, such”as

the fo]]ow1ng by Stephen Hymer, express a v1ew of mu1t1nat1ona1 corpor—' L

_ at1ons>and states as a1ternattve and perhaps mutua]]y exc]ustve-1nstru-zf'

- ments for the control and efficient utilization of economic resources i’
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The targe corporat1on 111ustrates how rea] and important are
the advantages of large-scale planning, but it does not tell
us how best to achieve wider domains of conscious coordination.
Broadly. speak1ng, there are two -main directions in which we can
proceed MuTltinational corporations integrate one industry
over many countries. The alternative is-to integrate. many
industries over one country and to develop noncorporate 1ink-
ages between countries for the free flow of goods and, more
important, information. The advantage of the second d1rect1on

. 1s that it keeps the economy within the boundary~of the polity
and society.. It thus creates less tension and creates the :
possibility of bringing economic power under contro] by remov1ng
the wastes of oligopolistic anarchy 1 :

This theme should be familiar to anyone who has fo]]owed at a]] c]ose]y
the academic - and p011t1ca] dla]ogues in Canada on- the top1c of fore1gn
» contro]]ed corporat1ons | m
,' Canad)aé po]1t1c1ans and academ1cs have been concerned to know
the effects of fore1gn contro] on the eff1c1ency with .which the
coantry S resources are employed and- on the success w1th uh1ch national
econom1c goa]s can be ach1eved Amondwthe quest1ons generally raised,
and the stud1es undertaken to answer them, ]t is poss1b]e to d1st1n-
guish three types There are first, quest1ons having to do w1th the
net econom1c benef]ts wh1ch Canada does and cou]d der1ve fron fore1gn
d?rect 1nvestment ) The aim of th]S type of 1nqu1ry is to estab]Tsh
f what behav1our on the part of foreign contro]]ed corporat1ons resu]ts ‘
Cin net costs to Canada and, more often than not ‘to determ1ne what
act1on on the part of government can be expected to reduce the
occurrence of such behav1our or the costlines of its consequences 2
Second there are quest1ons hav1ng to do w1th the suscept’b111ty of |
fore1gn contro]]ed f1rms to the contro] and Lnf1uence of the Canad1an
government The 1m,pf th1s type«of 1nqu1ry is to estab11sh what - “'.' o

t—_}

' characterlst1cs of ﬁﬁg fore1gn controlled corporat1on reduce its

,
RS
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responsiveness to acts of author1ty and how these character1st1cs can

and shou]d be a]tered.3

Th1rd there are questwons concern1ng the
v capac1ty of fore1gn cdntro]]ed corporat1ons to affect the character:

7’0f the laws and the adm1n1strat1ve and re@ﬂatory acts of Canadiah

.. authorities. The a1m of this type of 1nqu1ry has genera]]y been to

assess the probab1]1ty that Taws and po]1c1es 1nt2é§a1 to the 1nterests
of international® enterpr1ses w11] ‘be undertaken by governments in

Canada.4

ATl of these quest1ons ar;se as a consequence of the most
significant character1st1c oi (most) fore1gn d1rect 1nvestment the
'parent-subs1d1ary re]at1onsh1p

There appears to be a genera] consensus among observers of
,forelgn direct 1nvestment, 1nc1ud1ng most observers of forgign ‘controlled
corporat1ons in Canada that the centra]]y s1gn1f1cant feature 5f such'
1nvestments 1s the "cont1nu1ng contro]" exerc1sed by the fore1gn

\

i investor over the use of the assets acqu1red through his 1nvestments 5.
. _ “o
In pract1ce moreover, the forelgn 1nvestor who exerc1ses th1s continu-
1ng control is a.corporat1on. Fore1gn d1rect 1nvestments therefore,'"
‘re]at1onsh1p c0ns1st1ng of the c0ntro] over, the operat1ons of a corpor-
at1on in one (the host) country by a corporat1on 1n'another (thethome)‘
country ‘ | | | . | | |
| The consequences of “the. contro] over the: operat1ons of Canad1an_
Qorporatmns ’by the1r fore1ga parent corporatwns is a top1c of some
debate among. Canad1an observers Its s1gn1f1cance 1s d1scounted by

dsome who therefore view foreign direct 1nvestment in prec1se1y the : .

R

L

' same way as they are g1ven to view fore1gn cap1ta] in genera] 6 Its

.‘,



significance is insisted on by others,_whO‘regard’the inf]ow of -

—

cap1ta1 into Canada as on]y one, re]at1ve]y 1nconsequent1a1 facét of

7

fore1gn d1rect 1nvestment .In dispute, therefore, 1s the c]alm that

in fact, the control of a Canad1an subs1d1ary by a fore1gn corpor ion

resu]ts in observat e d1fferences tn—eharacter1st1cs or behav1o

¢

the subs1d1ary as c. Jared wrth a (rea] or‘hypothet1ca1) 1nde”'

of

ndent

- Canadian” corporat1on in the same 1ndustry and of comparable size. “This _fi

d1spute is 1oglca11y,pr1or to the quest1on whether the d1fferences

N 5

attributable to fore1gn contro] are’ eva]uated as benef1c1a1 or detr1-

menta] to the Canad1an ec0nomy, by 'some measure of the economic good

"

._ence iEY 1an and 1ore1gn contro]]ed corporat1ons and »,aJ;

These two - very d1fferent exertlses——measurlng by compar1son the d1ffer—

-
~ .
.

, the SUbJECt Neverthe]ess, the d1st1nct1on will be ma1nta1ned 1n'th1s

- “‘
TR \

’rev1ew of some of the studies of fore1gn d1rect 1nvestment in Canada.

7 .

It may be he]pfu] before thaz task 1s begun, to discuss some genera] S
charactertst1cs of fore1gn.d1rect 1nvestment in th1s country
& Forelgn caplta] invested 1in Canada has grown fram a book va]ue

of two hundred million doT]ars in 1867 to a book value 0

-over th1rty-
four b1111on dollars - in 1957.,&O§er thlS same per1od, notable changes
have taken p]ace with respect to the nat1ona1 origin of the preponderapt

~share of a]] forelgn 1?’estment in Canada and wi th respect to the

re]atwo shares of direct and portfo]1o 1nvestment ‘British cap1ta]

/T.

has dec11ned ‘asha proportlon of all fore1gn cap1ta1 in Canada: fr0m¢GVer» s

- = . . . \



cap1ta1 has 1ncreased from seven and one ha]f per cent to e1ghty ohe

‘ber cent. Over the sameoper1od d1reét 1nvestment has 1ncreased from -

per cent. Amerlcan-1nvea ;éﬁtirepresented over half of.all fore1gn
'inVestment by 1926. D1rect 1nvestment r~presented ha]f of all fore1gn :
s investmeﬁt”in'1952 The.h1story of fore1gn 1nvestment in Canada,

therefore, exh1b1ts a decided swing toward direct. 1nvestment and ‘

e

.growth 1n the re]at1ve 1mportance of 1nvestnents from the United

'States.8 :

L

These flgures make ft c]ear that wh11e fore1gn 1nvestment has |

- - \

‘7a1ways been a factor in the Canadlan economy , d1rect 1nvestment as the f:A"3'<
~dom1nant form of fore1gn 1nvestment 1s comparatxve]y new. _Th1s
development has ta&en place, moreover, dur1ng a per1od of time\tn'
_wh1ch Can§d1an reliance- on fore1gn caplta1 has genera]]y decrcased
'To quote the Gray Report ’;; : ‘»‘— e i'*".i R

proport1on of cao:ta] employed in the economy than at_any
time sinceé.  In relative terms, therefore, this was the

- time when fore18n 1nvestment made 1ts greatest contr1but10n : : N

to the economy. P LT

/{ Prior to World War. I externa] cap1ta1 constituted a higher-~f

Thus, it'has been‘argued fore1gn d1rect‘1nvestment 1n'Canada»has grOwn f\
most rap1d]y while Canada has not been particularly short of capltal
This. situation. 111ustrates and is accounted for. by the fact that
fore1é§ﬂd1rect 1nvestment 1s often more a case: of cap1ta] format1on
~ than ofgcap1ta1 movement that 1sj the assets—eentroiled Ly'fore1gn
S ,_4_»-3 20

}nvestors <an grow much more rapldly than the 1nflow of forelgn funds

T

ThUS, 5 ar - ' ! .
'-®~ ower the per1od 1957 to 19&4 u.s. d1rect 1nvestment in manu-
.<( ' facturlng, mining and petroleum secured 73 per cent of the1r

- . ~r N

tRy
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. funds from rqta?ned earnings and deprec1at1on reserves, a
further 12 per cent from Canadian banks and other inter-
mediaries and only 15 per cent in.the form of new funds from .
the United States. Furthermbre, throughout the period
‘payout of d1v1dends, 1nterest, roya]t1es and management )
fees exceeded the 1nf10w of nei cap1ta1 \

-

of the $43.9 b111Ton used to f1nance the expans1on of forelgn contro]]ed

>j, corporat1ons in Canada from 1946 to 1967, $9.7 b11]1on or about

: »twenty—two per cent was der1ved from fore1gn sources, and Canadian

 sources (reta1ned earn1ngs, cap1ta1 cost a]]owances and Canadlan cap1ta1

Wf:markets) prov1ded the remainder. 12 More recent figures. are even more,

4-9 '

_ str1k1ng 1n thts\respect In 1968J Un1ted States subs1d1ar1es in Canada

. obta]ned only flve per cent of the funds they absorbed in the form o?g

new 1nf1ow from the Un1ted States, wh1]e over n1nety~three per cent

| was generated in: Canada 13 R T L e

S

) leen that the source of the preponderant share of fore1gn

L

1‘:d1rect anestments has been Canada, 1t is 1nterest1ng to. note the ends

to whlch these funds have been d1rected To‘cons1der-aga1n the_years .

o5

o . P - e

..1946 to 1967 :"'.&\ ‘ . .

" About half the increase in Un1ted States direct 1nvestment

dur1ng this period was. for the development of Canada's

natura]rresources A 1arge portion of the investment in

‘fesource exploitation reflected the needs of Uhited States. -

[ ?hvestors for raw mater1a15'for their processing and. manu- L
factur1ng plants .in the Uri ted States. -These captive export - -
markets were a part1cu1ar1y important factor in a.number: of
developments, -ag the very heavy capjtal costs involved were
. apparently very difficult. to Justify without assured markets.

. for the output,.. . . and suff1c1ent1y Targe markets were - T

, not then. available in Canada 14 ‘ :

To a cons1derab]e EXQeni then fore1gn dlrect 1nvestments have repre— :

B sented.the emp]oyment 0 Canad1an capltal for the expans1on of forexgn

; contro]]ed enterprises wh1ch produced commod1t1es Canada could not use.
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/* The po1nt to be drawn from th1s very brief history is that the

:greatest s1gn1f1cance of foreign direct 1nvestment should be attached ;

neither to “the inflow of cap1ta] (for it need not be such) nor to- the

-wjeffects of the 1nVEstment as such (for these are not necessar1]y
H<affected by the 1ocus of ownership of the cap1ta] emp]oyed) but rather
”to the eventua] performance of the enterpr1se estab11shed purchased

or expanded by means of the 1nvestment Furthermore the ]atter aspect o

of fore]gn dlrect 1nvestment wou]d reta1n its s1gn1f1cance even if no
o

 new foreign funds ever” flowed into Canada againg for the poss1b111ty

wou]d rema1n that the fore1qn contro] of the f1rms a]ready estab11shed

through fore1gn d1rect 1nvestm°nt . ected the performance of those

'-flrms, and that some of these pre:tices were detr1menta1 to - the

°

‘Canadian’ecbnom&' As H. J G. Ai:ken o aqd some t1me}ago

Direct 1nvestments typ1ca1]y dinvoive the extenswon into
Canada of organizations based in other countries;. these ‘
organizations establish themselves in Canada for purposes °
‘of ‘their own and br- ng with them their own busihess prac-
tices, their own methods of product1on,_the1r own.skilled
personnel, and very often their owh market outlets. If all
“Canadian borroW1ngs from other countries were to. cease

'Etomorrow these direct investment organizations would
continue to exist .and function. Many of them, indeed,
would continue to expand, f1nanc1ng their growth from
retained earnings. And the corporate linkages which
integrate them--and the sectors of the ‘Canadian economy
that they control--with organ1zat1ons in other countries

- that still survive.15

It remains to be seen ‘what’ bus1ness pract1ces can be attr1buted to the
fore1gn control of Canad1an f1rms, and n/at forms “of behav1our are

v ¢

pecu11ar to fore1gn contro]led f1rms - - o ¢

-

30



The Performance of Fore1gn Contro]]ed Corporat1ons v - ';-;
It has a]ready been observed that foreign direct 1nvestments in

Canada commonly. entail a set of re]at1ons between the Canadian sub-

sidiary and its foreign parept. It is usefu1 to view th1s set of

re]at1ons as the endowment of the Canadian firm with access to a set

of resources. possessed by the pare t firm. ‘Thisuset or package of

benefits con .sts of, amonghother'things, sources‘of cabita] markets,

~

supplies, nanageria] techniques and skille technology, rasearch

o .

~ capability, marketingfski115 and‘resources, rights and patents, and

'- B
LRt

Tntangib]es suchtas reputation. The “use of these resources by the

Canadlan subs1d1ary, however, is cont1ngent on 1ts p]ace within the

} operat1ons and strategy of the 1nternat10na] enterpr1se which is the1r

16

. source, This glves rise to the poss1b111ty of d1vergence between

“the behav1our of "foreign and Canadian contro’led corporatIOns who are

otherw1se s1m11ar

2

However not all the obJect1ons to -foreign coatrolfed corpora- i

tlons are ralsed on the bas1s that they behave d]fferently from

comparab]e Canadian corporatlons, and not a11 pract1ces attrlbuted to
fore1gn contro]]ed corporatlons can be tested emp1r1ca11y on the bas1s
of d1rect compar1son with Canadian flrms F1rst, obJect1onsehave been

ra1sed.t0 gharacter1st1cs of fore1gn contrd]]ed corporations which’ ;

it does not share with nationally controlled firms, such as their -

capacity to avoid the ‘incidence of taxation through the-arbitrary
pricjné'of.intraifirm transfers and th;ir‘1iability to the laws and [
guidelines of their home gbvernment; Second, objections.haVebbeeh,

raised to some practices of some foreign controlled firms with which
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no Canad1an firm is of comparable 51ze, such as ]arge petro1eum .

-

compam es,

Comparab]e Characteristics )

There have been a number of stud1es of the reTat1onsh1p between
Canad1an subs1d1ar1es and their- fore]gn parents and of the effect of
th1s re]at1onsh1p on the performance of the former As one of
the more recent stud1es has summar1zed this work

' concern has been expressed that American subsidiaries do not
perform adequately in some or all of the following: -under-
taking research and deve]opment eorting to third countries;

. purchasing supplies in Canada; emp]oy1ng Canadians in manage--
. ment positions; supporting Canadian charities and un1vers1t1es,
. implementing fully integrated manufacturing processes; using
fair market prices: for intrafirm transactions; and making
equity participation available to- Canadians. With regard to
most of these activities, researchers’ have, found that in fact -
American affiliates perform as well, if not better, than

comparable Canadlan Firms but ‘worse than comparab]e f-rms in
the U.S.17 . : .

bSome of these po1nts of comparison between Canad1an and f'"31gn con-
trolled firms are efabo - *-d below, to see if th1s-rather p051t1ve
conclusion is warranted. : ' o

(1) Exports Fore1gn control can be expected to br1ng both
_advantages and dlsadvantages to ‘the host economy w1th respect to export
performance The advantages 1nc1ude an assured fore1gn market for its
products, in the form of e1ther the parent f1rm 1tse]f other subs1d1-
aries of the parent or a f1xed share of the parent S 1nternat1ona]
and home markets They a]so 1nc]ude access to research, market1ng B

organ1zat1on and other beneflts wh1ch may reduce the Canad1an subs1d1-

cary's cost of doing bus1ness and enhance its compet1t1veness. The

(%)

N

'pOSSible disadvantages-include restr1ct1ons on the export activity of - ' .

po-
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the subs1d1ary on a geograph1c or product bas1s, and the fal]ure -of
the subs1d1ary to deve]op 1ts own export sales capabrllty.

On the bas1s of the ava1]ab]e evidence, it wou]d seem that
foreign contro] is either a neutral or a pos1t1ve factor in_the exporc
performance of Canad1an subs1d1arw « In the aggregate, no s1gn1f1cant
_re]at1onsh1p exists. between exports as a per- entage of domest1c produc-
tion and the extent of non res1dent ownershlw of 1ndustry, and ‘a w_ "lfat_

compar1son of s1m11ar fore1gn and Canadlan controlled flrms falled to

estabiish any tat1st1ca]1y s1gn1f1cant d1fference 1n export perform-
18’

ance, Neverthe]ess, the Gray Re~ .t provides ev1dence that forelgn
bcontrolled manufactur1ng subs1d1 w8 te urer” some kind of

restr1ct1on on exports.19 "Whi“z “F» incact ¢~ ‘1ese‘restr1ct1ons is
imp@ssible to qUantify;”it is. Tikz1v trat thev 1ave, in a s1gn1f1cant

“number .of cases, reduced Canad1an competltlveness by 11m1t1ng the
.fach1eveme““\of econom]es of scale, the scope for nanager1a] dec1s1on— ,
nak1ng, the poss1b111t1es for R&D and product 1nnovat10n and add1t1ona]
tax revenues "20 | | h' h J
Other aspects of the export performance of fore1gn contro]]ed
corporat1onsfdeserveAment1on. It 1s c]ear from the study of Canad1an i'; B
trade that 1nter aff111ate trade is large and 1ncrea31ng Th1s fact |
~espec1a]1y when it 1s found in conJunct1on with’ the export of raw
materlals and semi- processed goods, suggests that when 1t comes to
eva]uat1ng the net beneflts to Canada of subs1d1ary exports, conslder-
- ations such as the unit prlces they obta1n may be more 1mportant than —
ythe -absolute f1gures for the1r tota] export revenUes o vo]ume of

21

. export sa]es. "The question ar}ses whether these trade patterns,

1 " o
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based in part on adm1n15trat1ve dec151ons by fore1gn parent companies
pursuing the1r own corporate 1nterests will respond to Canadian po]tcy
'obJect1ves and to the under]y1ng econom1c c1rcumstances n22

(2) Imports: It is c]ear from available studies that fore1gn

34

contro] is a s1gn1f1cant factor in 1mport performance “The main deter-’

-

minants of h1gh]y processed manufactur1ng imports appear. tg be domest1c'

~and fore1gn tar1ffs and the degree of fore1gn ownershtp of Canad1an'
1ndustry . ."23 A compar1son of Canad1an and foreign controlled

- firms has 1nd3cated that forelgn contro]]ed firms import a h1gher pro—
port1on of the1r tota] purchases of materla]s parts, equ1pment and

serv1ces than do res1dent owned f1rms 24 A s1gn1f1cant re]at10nsh1p f

a]so ex1sts between the degree of fore1gn ownersh1p 1n each of severa]

' categor1es of 1ndustry and the proportlon which exports make up of the |

tota] output of that 1ndustry 25 Moreover there 1s ‘@ high and
1ncreas1ng propens1ty of forelgn contro]led corporat1ons in Canada to

, 1mport to 1mport from aff1]1ates, and to 1mport from the country Of

the parent company; and ‘there are further indfcations that this propen— ‘

4

's1ty is 11ke]y to be perpetuated 26 While such practices may be, and
' 3
probab]y are, eff1c1ent and ratlona] from the po1nt of v1ew of the

parent flrm and even that of ‘the subs1d1ary, they may a]so resu]t in '
costs to- the Canadtan economy, such as the d1m1ntshed growthrof supp]y
1ndustr1es, barr1ers to. the entry of Canad1an suppT1ers, and a- 11m1ta-
tion on the rdange of manager1a] dec151ons 1ocated in Canad1an
‘subs1d1ar1es | bl | ’
| (3) Techno]ogy It 1s ev1dent\from the ava1]ab]e research that

'forelgn contro]]ed f1rms -are gradua]]y los1ng a super1or1ty they once
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held with respect to'R&D performance. 16‘1959, a higher proportion of
non-res1dent owned firms fostered research effort than Canad1an owned
f1rms where a firm s research effort was deflned as research undertaken
" within the f1rr#pJus its purchases e]sewhere g, 1arger proport1on Ofﬂ,
the non-resident owned f1rms had a total research effort in excess of

0 5 per cent of sa]es, 39 per cent of them fa111ng into this category '
‘compared ‘to 27 per cent of the res1dent owned f1rms.“27 With respect
to research done w1th1n the Canadlan company, as_opposed to the total
1nc]ud1ng purchases abroad, fore1gn contro]]ed corporations a]so compared
favourab1y in 1959, Forty—s1x per cent of ‘both Canad]an and foreign
contro]]ed f1rms conducted no research w1th1n the Canad1an company.

"For those w1th research deve]opment a somewhat 1arger proport1on of

g&e non res1dent owned firms spent in.excess of 0. 5 per cent of sales

e

on research- deve1apment, name]y 32 per cent as opposed to 24 per cent .

,of res1dent owned f1rms “28

.

More recent]y, however Canad1an contro]]ed f]rms have 1mproved

both the1r reTat1ve and abso]ute expend1tures on R&D -‘In‘the'words_of

the Gray Report:- L : \\k

)

Actual expend1tures of foreign contro]]ed fﬁrms seem to have
peaked and they actually fell in 1970, while ‘their Yelative

~ share has also declined. 1In 1970, Carddian controlled firms .
spent more than 45% er cent of the total, compared to 39 per.
cent in 1967. In view_of the fact that around 90 per cent of
total R&D expenditure is inm manufactur1ng industries, that
Canadian-controlied figms constitu*e less than. 45 per cent of
the. manufactur1ng sectdor-and that tney are concentrated in
the less research intens-ive industries, it would appear tnat
the R&D effort by Canadian controlled firms has recently
“compared more favourablg w1th the fore1gn contro]]ed sector
than prev1ous]y. o F _ N

Foreign contro11ed corporattons also 1mport technoyogy at a

‘ rate whlch probab]y exceeds that of Canad1an contro]]ed corporat1ons
SRR | . o i
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While prec1se figures for the va]ue of this 1mported technology “are.
d1ff1cu1t to determ1ne, it s s1gn1£1cant that the predom1nant port1on

of these 1mports arrive as transfers within the 1nternat1ona1 firm. 30

‘Th1s raises the poss1b1l1ty that techno]ogy 1mported into Canada in

‘.]arge quant1t1es arr1ves in a form and at a price d1ctated by the

obJect1ves and interests of the parent f1rm Consequences of this

s cou]d be an 1ndustr1a] structure based.on fore1gn corporate or fore1gn

aational pri r1t1es, a fa11ure on the part of Canad1an 1ndustr1es to

realize the fu]l export potential of 1mported or indigenous 1nnovat1on,

- -and a failure on the part of Canad1an 1ndustr1es to Tmport at lowest (,

cost from a]] ava11ab]e sources of techno]ogy

(4) Management: It has been observed on the basis-of 1962 data

-

that “the proport1on of Canaduan res1dents and of Canadian citizens who

are d1rectors and pres1dents of Canad1an firms increases as. the propor-‘

t1on of" Canad1an ownership in a f1rm 1ncreases.”31 It is uncerta1n¢ of

course precisely to what degree the res1dency and citizenship of the.

) d1rectors and _managers of a firm affects its performance and behav1our

However Safar an. does po1nt out that d1rectors assocaated w1th the

slgn1f1cant ouners (in effect, the parent firms) of”foreignvcontr011ed

: firm constitute a higher proport1on of the boards of such flrms than

the\d1rectors assoc1ated with the s1gn1f1cant owners of Canad1an
cohtro]]ed f1rms do of Canad1an contro]]ed f]rms, wh1le 'oltside _

d1rectors form a sma]]er propo:t1on of the boards of larger non-"-

’

_ resident owned than of ]arger res1dent owned f1rms 32

These dtfferences ref]ecc the fact that the 1mmed1ate owner-
ship of the typical non-resident owned firm is less diffuse
~than that of the res1dent owned firm, in ‘the sense . that most

3



of the former are who]]y owned by a single fore1gn Firm -
(whatever the ultimate stockholder interests of thé. parent
firm may be) while most of the resident owned firms are

* immediately owned by the ultimate stockholder interests.
If one can make the assumpt1on that the parent represent-
atives on the subsidiaries' boards are more Tikely to be
management ‘interests closely identified with the operations
of the international firm rather than the ultimate owners

« of the parent firm, then almost 80 peér cent of the persons
on the larger subs1d1ar1es boards represent management

-, interests, whether of the subsidiary or its affiliate, as
against only about one th1rd for the Targer resident owned
firms.33 .

Fina]]y;'it is evident that a smaller proportion of,foreign
contro]]ed firms have active boards'than@Canadian firms, that is;
proport1onate1y more foreign contro]]ed f1rms have boards wh1ch meet
only to sat1sfy legal requ1rements and [play] no ro]e 1n the overa11
..po]1c1es of the f1rm;” Moreover, "the aét1ve boards of the larger

3

‘resident awned f1rms met more frequent]y on average than those of non-

I

o res1dent owned flrms, due ma1n]y to a number of the latter wh1ch

descr1bed themselves as ‘'active' while meet1ng once or tw1ce .a year."34

Taken together the\tar1ous aspects of corporate behaviour J“{"‘

d1scussed here do not exhaust the poss1b1e po1nts of compar1son between

Canad1an and fore1gn contro]]ed corporat1ons, but they do represent -

‘ those which have rece1ved attention from severa] ditferent observers ’

and on ‘which some syé;emat1ca]1y der1ved data are ava1]ab]e. To4 )
' summar1ze these data and the stud1es report1ng them, it appears that
forelgn oontro]_1s a factor 1nf]uenc1ng the purchas1ng policy of firms
Avand their'propensity to import' the.compositton;ﬁleve1 of act{vﬁty, ‘
and role of their boards and manag1ng comm1ttees- and poss1b]y the1r

propens1ty to engage 1in research and deve]opment and to exp]o1t avallq

~able R&D to its full potential 1h wor]demarkets. There are, in

37



add1t10n, indications that while the export performance of foreign
controlled corporations compares favourab]y with that of Canad1an ,'

contro]]ed~f1rms, it may nevertheless be less strong than it cou]d be,

_ oWing to the expOrt.restrictions which many Canadian subsidiaries -

report are placed on them by their parents.

"Pecu]1ar Character1st1cs of Fore1gn

Controlled Corporat1ons
It ha;ﬁa]ready been po1nted out that the most s1gn1f1cant

characterlst1c of- fore1gn dlrect 1nvestment from the v1ewpo1nt 'of most

- of the economic Titerature, is the cont1nu1ng-contro] of the subs1d1ary

~

“firm by the fore1g% parent The s1gn1f1cance of fore1gn contro] is

that the operat1on of the Canadian subs1d1ary of an 1nternat1ona] enter-
prise is consc1ously aimed at the efficient realization of the goals of

a corporate ent1ty outs1de the JUPISd1Ct10F of Canad1an author1t1es and
|

. the Canad1an econom1c env1ronment As a cbnsequence, not even the

obJect1ve of prof1tab111ty on the part of the Canad1an subs1d1ary

- per se can be re11ab1y expected for the rat1ona1e of the international

- enterpr1se as a whole may ]ead it to maximi ze profits. 1n other nat1ona1

Jur1sd1ct1ons, to set the prices of the products of the Canadfan

operat1on at unprofitable ]eve]s pr to restr1ct the growth of the .

e

subsidiary ;in‘ favour of f1rms operat1ng in other national 3ur1sd1c- .

tions.35‘ Thus, the g]oba] rat1ona]e of the foreign parent enterpr1se |

can d1ctate conduct on the part of the Canad1an f1rm wh1ch viould not

: 'were any ‘in sufficient numbers ahd concentrat1on to make themselves

“be to]erated by the stockho]ders of the Canadian. operat1on, 1f there

felt. Others have expressed a further concern to be dJscussed be]ow,.
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that access to certain factors, such as managerial talent and techno-
logy, through the medium of the multinational firm can resylt’in the
permanent dependency of the Canadian economy on such firms for these

factors,. - o
Or'2 .

. The-poténtialdconfiict bétwgen'tné gqrporate inferests of-rhe»

parent and the subsidiary,is c]aar1y;understdod by the“internationa] | ' é‘
y firm,»and 1s‘oné important'reason for  its. raluctancé to f]oat equityb' R
‘vinférnationa11y.‘ In the words of one American corporat1on w1th who]]y-

owned Canad1an m1n1ng f1rm<, a Canadlan m1ne is

company's stockholders therefore.owning on]y pa.,f;'*“”’V
mine, we would have tuu conflicting interests. witHigh
company regarding a single integrated process. Tac

has always. caused us to reject the idea of se]11ng a m1nority
1nterest . . :

- Or, as an execut1ve director of Dupont of Canada ‘has put 1t "often it
is impractical to sell equity shares at anything 11ke the per unit-
value to the“parent company becausé of_initia] Joés periods' or because

the éhief impabt of the suﬁsidiary_is on the incremental'earnings of

the parent, rather than.any direct profit in -the Subsidiary;“"‘ This

o

positionffs often accompanied by a recommendation that inVestors in the

-~

host country purchase equity in the fore1gn parent corporat1on..
These points concern1ng the sa]e of equ1ty 1n-the subs1d1ary

‘f1rm underscore the fact that there is semeth1ng at stake in the

fquestion of the ownership of“the firm, that what iS-at’stake is whethe '
the firm can be- counted on to serve the interests of_ih oreign parent ’
e ,
f1rm, and that serving: thT 1ntere§jsyeﬁ>1ﬁf//¥ore1gn parent may enta1]

,behav1our on. the part//T khe subs1d1ary wh1ch 1s rat1ona1 from the.



standpoint g; the foreign parent but'may be irrationaT from. the view- N
point of the'snhsidiarylggr;sg_or of its hdst'gqvernment.
véEssentia1ly, then, what appears~to be at issue is the heint
~ which under]tes the quotation from.Stephen Hyher at the Opening of this‘
'chapter:‘ Is the internal rat1ona11zat1on of the 1nternat1ona] firm in
the interest of host countries? In a country such as Canada where

o f%re1gn contro]]ed corporat1ons -dominate numerous industries, and where

'there is no valid comparison to be made between the foreign contro]]ed
'and Canad1an f1rms 1n these 1ndustr1es, th1s question would seem to

’ deserve primary attent1on.'_i_ 2 4 VL

/{"
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Severa] promtnent studies of the fore1gn contro]1ed corporatton
'_1n Canada stress, not the re]atlve eff1c1ency of Canadian and fore1gn .
controlled firms, but the abso]ute impact of,rore1gn control on‘the
Canadian economy.’ The potential danger most common1y;pointed’outvin
ﬂthesevstudies is that the internatipnaT»rationalizattgnAof~indnstryf
'represents for'Canada a pdssthe Tong-term dependence upon outsiders 7
er teehno]ogy, manaberiaT and entrepreneuria1‘taient; and markets for
finished prodncts 38 'Pressed‘to.their ]imits, as Hymer iiTustrates,
these argumen -S 3re u1t1mate]y based on a concept of econom1c rat1ona—.»
Tity.in op/dsltidn/to that wh1ch under11es the 1nternat1ona] rat1ona]1z—
/////atﬁﬁﬁ/at/txrms and 1ndustr1es, for these arguments rest on.a prem1se
regardtng the value of national self—suff1c1ency or at least of the
. mqlntenance of some degree of indigenous capac1ty‘1n seveial spec1fted
‘areas of business and industrial endeavour. > | |
| In addition to the relationship between accessktoafdreign

/
1

‘sources df some factors of production through the channel of the
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‘ internattona] firm, on the onedhand, and the depressed indigenous
- development of these factors, on the other, there are also concerns
w1th respect to the relationship between - ‘the pr1ce and the value of
factors traded internationally between aff111ated f1rms. In the f° 
extractive 1ndustr1es in Canada, doubts have ‘been expressed whether |
‘Can zdians receive a reasonab]e return on the1r resources on the basis
.of the prices charged by the Canad1an subs1d1ar1es to their fore1gn
parents and whether a higher proportion of the valie of the end product‘
mICht not be added in Canada through hlgher grade’ process1ng 40 In the )
manufactur1ng 1ndustr1es, doubts haVe been expressed whether Canada

‘rece1ves fJ%% vj

e for what Canad1an subswd1ar1es pay their fore1gn
parents to acqu1re R&D 11cences and patents, manager1a1 ‘resources and
other components, and whetner Canad1an subs1d1ar1es come to fulny
exp]o1t these acquired- factors tnrough aggress1ve searches for ”
markets.41 | R |

. F1na]1y, in add1tlon to these economlc grounds, cr1t1clsm of
fore1gn contro]]ed corporat1ons has bee\\cur -ent for some t1me on- the »
basis of political- standards of eva]uatlon «name]y the rob]em of

' extraterr1tor1a] app]1cat1on of fore1gn 1aws and the prob]em of the
d1m1n1shed effect1veness of Canad1an ]aws - The point is often made
and substant1ated w1th severa] examp]es (more often than not the same /rr
examples) that fore1gn contro]]ed corporat1ons are on occas1on obed1entﬂ
to the ]aws of the home cour,ry (which,-1n most of the examp]cs, is |
the Un1ted States). 42 It 1s a]so comp1a1ned, somewhat 1ess frequent]y, '

that because of the1r 11nks with a g]oba] enterpr1se fore1gn contro]]ed

- corporat1ons are ]ess suscept1b]e to e1ther the pena]t1es or. the



‘ 1nducements employed by government inthe pursuit of Tiational econom1c

goals. 43

~ Coricern. over extraterr1torﬂalltywartses~out~of A recogn1t1o“”“““*“””*m“

e DL e

*‘ e
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* that the Canadtan and fore1gn governments can be 1n conf]1ct over the

conduct of fore1gn owned bus1nesses in Canada The Un1ted States . o -
government for examp]e fully rea11z1ng the facts of/1nternat1ona1
bus1ness, regards Amer1cpn parent compan1es who}]y cu]pab]etﬁnder
United States Taw for_acts,performed outside the .territory of the . .
United States“by.foreign:Subsidiaries of the'American_companies;\
Because of this, the American parent»companies41nstruct thetrrsub-
A'sidiaries to act so as not to violate'United States laws or guide- \
T1nes, in part1cu1ar, those re]at1ng to trade W1th Commun1st countr1es,y
ant1trust and, more recent]y, fore1gn 1nvestments Th1s has
' ev1dent1y resu]ted 1n Canad1an subs1d1ar1es fa111ng to ‘také bus1ness
dec1s1ons wh1ch m1oht have appeared to be 1n their 1nterests or in b
the Canad1an 1nterest, such as fa111ng to fill or to seek .out orders

’

from China and Cuba. i AR ' o L o

T Wh11e the most w1de]y c1ted examp]es, noted ear11er may estab-'
o 11sh that forelgn contro]]ed corporat1ons have occas1ona1]y fai]ed»to
B act in accordance with the sp1r1t of Canadlan EQL__X toward certa1n
countrIes, it has rare]y, 1f ever been estab11shed that fore1gn con-

tro]]ed corporations thereby v1o1ate the ]etter of any Canad1an 1aw

A.l o

In fact, in cases where obed1ence‘by an Amer1can contro]]ed subs1d1ary

in a country to Un1ted.S%3tes 1awpwou1d ob11oe that—sﬁbs1d1ary to . . owo

L

" 4
v1o]ate the Taws of/1ts host country, the precedents suggest that the . - -

American courts will not 1n515t_on compliance with United States Taw;

J
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i.e., they w111 not upho]d prosecut1on of the Amer1can parent corpor-’ :

.ation 1n ‘the Un1ted States for reason of the conduct of its forelgn

44 Thus, the conduct of f0re1gn contro]led corporations

subs1d1ary
in these 1nstances is more accurate]y regarded as- a fa11ure to act

in Canada s best econom1c 1nterests ‘than as v1olat1on of Canad1an

1ega1 sovere1gnty There s a lega] d1fference between the Canadlan f

government encourag1ng ‘trade with Commun1st countr1es and estab]1sh1ng .

1aws which compel trade W1th such countrles

A more 1nterest1ng case,’ and . probab]y more SUbSL ia” in
economic terms, is that of ant1trust laws in the Uni ted brates wh1ch
-can work to prevent a mnrqer between the Canad1an subs1d1ar1es of

v_'Amer1Can'parent compan1ec which'is opposed by Amer1can author1t1es '

G1ven the stress in Canc.da 0. the prob]ems of the m1n1ature rep11ca -

effect' and the truncat1on of CanadIan subs1d1ares .under fc ‘1gn

)

g contro], the extraterr1tor1a] app11cat1on of Uni ted States antltrust'

'1egislat1on cou]d have ser1ous economlc consequences, 51nce it wou]d'

. tend to prevent the comb1nat1on of fore1qn contro]]ed f1rms in Canada ‘

1nto enterpr1ses of eff1c1ent size. Aga1n however, it 1s 1mportant

BRSAN )

to keep 1n mind that no. Canad1an Iaw, S0 far aqu am,aware, has ever

£

I3

-requ1red two or more fore1gn contro]]ed corporat1ons in Canada{to com- o

bine and later fa11ed because of the def1ance of the fore1gn contro]]ed

<, ~

,'f1rms 45 Amer1can ant1trust ]egqs1at1on may therefore 1nh1b1t the
_vo]untary merger of Canad1an subs1d1ar1es, but there 1s no ev1dence
‘that it resu]ts in the 1mposs1b111ty of such mergers in def1énce of a

‘ "Canad1an 1awoto br1ng them about The,tonsequence of these Amerlcan

llaws, therefore, appears m8re in the form of gaps Canadlan p01]c1es

1 ol ‘f . ,I“E !

1
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and 1aws than in the form of a cha]]enge/to Canad1an sovere1gnty {

- The difficulty with regard to the conduct of fore1gn contro]led QK

corporat1ons as const1tut1ng or as s1gn1fy1ng an eros1on of Canadian

' sovere1gnty—-whether their conduct 1s determined by a foreign parent f

[Ny

RN

acting in response to a fore1gn Taw or in response to its own global /

—

.

bu51ness ~Lurategy-and corporate pol1c1es——1s that *the Canad1an govern-

) /}\ |
ment like many other non- -socialist governments, 1ntervenes in %?ef

. conduct of the enterprises within its borders only . rare]y an@,k

normally, 1nd1rect1y When specific changes in corporate’ beHav1our
are des1red in the service of nat1ona1 goals, such changes are rare]y
required by specific laws to that effect ~and are more often elicited |
by means of 1nducements of one form or another and by means of c]1mat1c
changes in the Canad1an econom1c env1ronment', such as tax 1ncent1ves,
tarlff changes procurement policies and other measures ) y

The quest1on of whethér or fiot Canadian. law can be successfu]]y
~enforced aga1nsta foreuylcontrol]ed corporatlon which has been found
gu11ty of v101at1ng the law is very d1fferent from the . quest1on ‘of
" Whether or not 1t tends to conmply w1th broad stateménts of government
po11cy or respond as des1red by the’ Canad1an econom1c 1ncent1vt Before
we can conc]ude that fore1gn contro]]ed cbrporat1ons are ab]e success-. .

fully to defy Canad1an ]aw and avoid Canadian sanctions,. we must be

ab]e to observe 1nstances of ]eg1s]at1on wh1ch unamb1guous]y and

; abso1ute1y proscr1be or prescr1be particular actions: on the part of

,/1n Canada.
y s

.1nd1v1dua] f1rms, but th]s type of control of bus1ness is not common

.J (.' N .
- ~

Neverthejess; the effect of'foreign control on thé‘capacity of

[ =
B}



' the Canadiaﬁ“government 0 1mp1ement its policies. for the successfu]
realization of national goals does not,in any case, have only to.do w1th
‘the extraterr1tor1a1 application of the laws of forelgn governments.

V1ewed from the Canad1an s1de, fore1gn control of Canadian bus1ness

o

_may reduce the capacity of the Canadlan government to affect ther I

performance of Canadian subs1d1ar1es s1mp1y by virtue. of the subsidi-
aries' obed1ence to the bus1ness d1ctates of the1r parent corporations -

on matters that have nothing to do w1th laws in the home country..

Foreign Direct Investment and I A - } oo
-National Economic Control ' : . ' \ —_—

It would seem trom the above review of several stud1es of.the
' fore1gn contro]]ed corporat1on in Canada that there are some costs
:d1rect1y attr1butab1e to the1r presence ‘in the economy. Th1s is not
‘to say whether the costs outwelgh the benef1ts or the potent1al benef1ts
: whi ch may also be attr1butable to fore1gn cont.olled corporat1ons, but
;’1t is.to say that the net (pos1t1ve or negat1ve) benef1t to Canada of
-foreign d1rect investment cou]d be 1mproved if some pract1ces of fore1gn
contro]]ed corporat1ons viere e]1m1nated and if some of the1r character-

istics were a]tered It therefore seems mean1ngfu1 to ask how the =

Canad1an government m1ght reduce the costs to ﬁanada of foreign d1rect

>

. 1nvestment through changes in Canad1an 1aws, regu]at1ons and po]1c1es

Log1ca]]y, a]] such changes must be of e1tﬁer one of two
‘types:4§, they must be either measures which sever the contro] links
| between the Canad1an subs1d1ary and its foreign parent or, a]ternat1vely,
bmeasures des1gned to modify the conduct or the. consequen of the

- conduct of corporat1ons which remain w1th1n the~control of fore\gn -
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parent corporationS' To sever the contro] links as a so]ut1on to
the ‘costs of fore1gn control 1s, of course,vto e]1m1nate access to
‘the\benef1ts of fore1gn control as well. To leave the contro1 Tinks
'1ntact\\wh\1e dealing se]ect1ve]y With on]y the offending practices
"of fore]gn controlled corporat1ons, is to enter into a cont1nu1no
requ1rement to surve;? e\aluate and -to regu]ate the conduct of such
‘f1rms. Interest1nq]y enough\\three major po]1cy pos1t1ons wh1ch have
appeared in Canadian po]1t1cs on th\\quest1on of foreign control
"111ustrate these different opt1ons The . erst\h1]e Waffle and the ’ |
'soc1a11st wing of the NDP argue for .a severlng d;\the ]1nks through
public ownersh1p of se]ected forelgn contro]]ed corporat The

Commi ttee for an. Independent Canada also supports a severlng ot\\he\

™

control 1inks throuoh the pr1vate purchase by Canad1ans of contr0111ng \\\

‘1nterests in se]ected fore1gn contro]led corporat1ons The Gray
"Report a study conducted by a L1bera1 member of Par]1ament and pub- -
Tished under the author1ty of the Canad1an government aroues time
-vand again 1n favour of rectifylng the unwelcome aspects of fore1gn

( o 4

control cnrtugh the’ co@Lﬁnchs shrve7]]ance of fore1gn contro]]ed

"corporat1ons, d1rect regu]at1on and 1eg1slat1on to mod1fy some prac—

-“t1ces and character1st1cs for fore1gn contro]]ed corporat1ons, and Vo
genera] rev1s1ons 1n economic p011cy to mitigate the harmfu] consequences
of the conduct of fore1gn contro]led corporations~—none of wh1ch would
'term1nate the contwnu1ng re]at1onsh1p between Canad1an subs1d1ar1es

‘and their fore1gn parents a7 ;

At least two quest1ons ar1se 1mmed1ate1y out of the approach

to fore1gn contro11ed corporat1ons advocated by the Gray Report One :
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has to do with the Tikelihood that a government in Canada woqu ever
bring in legislation des«gned to deaT effect1ve1y w1th part1cu]ar
offending pract1ces of such compan1es. The other has to do with the
- prospects for the _successful 1mp1ementat1on of such 1eg1s]at1on 1f it
ever were’ passed. Both quest1ons are rooted in the understand1ng that
fore1gn controlled corporat1ons are not mere]y pass1ve economtc
organ1zat1ons i this country, but act1ve poT1t1caT agents at both
.the p011t1ca] and adm1n1strat1ve Teve]s .
Wh11e d1rect ev1dence e re]at1ors oetween the Canad1an
government and foreign contro‘ U -orporat1ons is s]1ght, 1t can be
said analytically that there & wo ways in wn1ch the compantes coqu
" protect themselves against gOv ‘ “ment actlons compeTT1ng them to per—
form in a manner wh1cn they«cc idered unde51rab1e They cou:d ~First,
attempt ‘to mod1fy the form of the statutes and reguTat1ons put into ;_
force by the government or prevent them from be1ng enacted at aTT, and,’

second they could seek to. 1nf1uence the 1mpTementat1on of statutes or

reguTatlons through re]at1ons with the departments or agenc1es charged

. w1tt 2 responsibility of enforc1ng them (The two, of course, are

\#\\ not mutually exc]us1ve, 1ndeed the second is a ]og1ca] back stop '

ngatnst the fa1]ure of i flrst ) The arrest1ng or mod1f1cat1on of
1eg1s]at1on cou]d pre. ~ be brought about through some comb1nat1on-‘
of relattons at an elite level, ‘political party flnanc1ng, and appeaTs
to cab1net m1n1sters and higher- Teve] adm1n1strators e1ther 1nd1v1duaTTy: ‘
or co]]ect1ve1y through Canadian trade assoctat1ons. The soften1ng of |

the imp]ementationvof aduerse Tegislatjon_cou]d§presumab1y be brought

about through the use of “the cooperattve worklng reTat]onsh1ps uhlch



would appear to be w1despread between adm1n1strat1ve and regulatory
agencies and associations representlng the interest groups w1th1n

.their area of. respons1b1hty.48

The extent to which foreign control]ed‘corporations do;'in |
fact, engage in any of these activities is nowhere systematically“

documented to the best of ‘the author's know]edge. Porter has made

" some rather ambiguous reﬂerences to the part1c1pat1on of d1rectors of }‘_

fore1gn controlled bus1nesses in the Canad1an economlc e]]te and hence,

in the1r re]at1ons w1th the Canadlan po]1t1ca1 e]lte.49' There is a. very

sma]] amount of d0cumentat1on of‘the contr1but1ons of fore1gn contro]led

: corporat1ons as such to Canadian po]1t1ca1 part1es.50 This author has

B conducted a crudely des1gned study to establlsh the approx1mate extent

of the part1c1pat1opﬂof fore1gn contro]]ed corporations in the ]eader-

. sh1p of severaT adv1sory councils and trade assoc1at10ns in the resource

hsector.sl F1na11y, the authors of The Gray Report make severa]

@teferences to the po]1t1ca] act1v1ty of fore1gn contro]]ed corporations
as e]aborated be]ow. o B A A
:The Gray Report does not take up the questlon of re]at1onsh1ps

between "the. Canad1an pol1t1ca1 elite and the execuhvesof foreign

"controlled f1rms Nith respect to party f1nance, it states only that

no- ev1dence s ava11ab1e that would suggest that the behav1our ‘of - the

'1nd1v1dua] fore1gn contro]]ed firm d1ffers in any way s1gn1f1cant from,

_ithat of the domest1ca]1y controlled firm in e]ectlon campa1gns.'52 It

- ¥

:atso po1nts out that these firms "obv1ous]y do not c]oak the1r inter-

;ﬂventlon 1n~eiectora1 po11t1cs by having trade assoc1at¥ons act 1n

vthe1r beha]f "53 o :'"

\\f,
| |



' The Gray Report then proceeds to make a seriescof'pdints which
lead in the direction which will be taken by this study of the politics
of fdreign contfofﬁed‘corporations. It points to |

‘the part played by foreign controlled firms in shaping and
influencing the advice which various levels of government
receive from the business community. Foreign controlled
firms play active roles in such-trade associations as the
Canadian Manufacturer's Association and the. Canadian
Chamber of Commerce. Indeed, they probably provide a
substantial source of financial support for the CMA. . ~
Foreign controlled firms are also active in various formal

) and informal government advisory committees, such as the .
National Advisory Committee on Petroleum and the.Business
Advisory Commi ttee reporting to the Hinister of Industry,
Trade and Commerce.54 o

After pointing out, further, that foreign controlled corporations also

. influence the views and actidﬁs'qf.assbtfated Canadiah firms, the
- Report goes on to suggest that .

~ Western political philosophy atcepts the premise that
individuals and groups have a legitimate right to try to
influence public policy and to secure redress from griev-
ances by lawful collective action. Indeed, much public

_policy emerges out of“the clash of conflicting group
interests.b _ SRR o .

nThe—Significahce of this in the Canadian context is deduced dfrectTy:

industries are dominated by foreiqg cof

Madny of the largest and most concentrated Ganadian
ahus% _ £rolled firms and .
~inevilably the policies and attitudesyof these firms.
reflect those of their parent companies. Some of the
political pressures which are brought to bear on the
Canadian government come from within the: Canadiaghpolitical
system through the medium of subsidiary firmg*and can
reflect the interests of foreign businesses,~®

Thg'authors£§%31d eési1y,‘w%th these;Words; be'engagédﬁin a discussion
Ofvtransnatiohal politicé éhd?of’Cénada-as an insténcgwof a penetrated
_political system. . ‘ | | - |

The main difficu]ty.with tﬁe line of-argumEnt pursﬁed'by‘the .

Gray Report on_th15§subject is “the lack of évidence_for their‘positipn.
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-'It provides only these few isolated eiamp]es of the situation which is
described in genera] terms: the opposition of the leading Canad1an
rubber t1re and ‘chemical producers to rat1ona]1zat1on wh1ch “ref]ects
very strongly the fact that they are not contro]]ed within Canada,“
the skept1ca] v1ew of a vert1ca11y 1ntegrated petro]eum Firm under
Canad1an control taken by some members of the petro]eum 1ndustry, wh1ch
seems s1m11ar1y attr1butab]e in part to the fact that most of the fTrmés
are not Canad1an contro]]ed and, f1na11y, "the very strong represent-

] at1o¥s made in respect to proposa]s for changes in taxation of mining
firms wh1ch ref]ected the 1nternat1ona] scope of the 1ndustry and the

‘,fact that most of the f1rms in it were fore1gn contro]]ed mu1t1natlona1.

57 C ,
: enterpr1ses ud/ . TR e
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prov1d1ng more systematlc and sUBStant1a1 ev1dence for the ]1ne of‘ o
'4’argument pursued by the Gray Report It wild exam1ne fr0m a s1m1far
_ standpo1nt the 1nvo]vement of fore1gn contro]]ed corporatlons in the

formu]atlon and 1mp1ementat1on of regu]at1ons affect1ng the 1nterests :
of the natura] gas 1ndustry ~ The emphas1s w1]1 be on the 1nvo1vement )

j§of these compan1es w1th the dec1s1ons and recommendat1ons)made By o5 s
ad\1sory and regu]atory agenc1es, rather ‘than with po11t1ca1 part1es

) nd the po11t1ca1 e11te. The reason for th1s ch01ce of focus 1s, in
part, the practical prob]em of obta1n1ng re]1ab]e 1nformat1on concern1ng
'act1v1t1es at the h1gher level. ‘Another 1mportant reason, however, is
that 1t seems reasonab]e to - expect, as the authors of the Gray Report
4purport to know, that s1gn1f1cant po]1c1es in this area have emerged

"out of the clash of conf11ct1ng group 1nterests" represented w1th1n



administrative, regulatory énd advisory‘agencieé.of the government.

This éXpectation does seem fairiy.reasoﬁab]e; when based on the
studies noted earlier of interest groups in Cahada and in the.]ighé of”
~ some Qenerq] obsér?ations of contemporary bo]itics'and goVérnmeni w&,ricﬁ~
ihéve been made by Doern and Aucoin with-respectito Canada and by _.
TheodorebLOWi in the United States. .Thus, Doefn and Aucoin argue that
'iheréiare, in effect, two_structures,sqne “that QpefafeSvprimaEi]y in.

-

and around the cabinet in the_cbnversion.di new or fundamental poiiiipai

policy is§ués into bufputs,“ aﬁd anotfer "that operates primarily in and
afound the bureaucracy in the éontinuing conversiOn.dfimanifest or
_u]étent support for exi;ting,programs into 0utputs."58 They'fhén :
describe the second struéture as one'whiﬁh | :

determines by far the-greatest proportion of 'vaiugs'-and‘”}
"outputs' authoritatively allocated, on an annual basis, hy
~the political system. Secondly, it is grossly misleading to
‘think that this pattern of allocation is meredy the ‘adminis-
tration' of past policies. . . . It is misleading because
allocakions'produced in this way often are reallocated in
directions unintended by the politician initially. These -
unintended outputs are cdused partly because they are allo--
cated by a complex bureaucracy which, by virtue of its.
.complexity, is subject to the displacement of goals and R
partly.because the polifician himself delegates such allocative
roles to bodies within the bureaucracy or to so-called inde--
pendent bodies, the Canadian Radio and Television Commission,
for-example. . . . They are often ‘rationally' contrived; that
is, related to a different set of goals or assumptions later
insertéq by.policy actors, which are just as effectively
*policies’ -as were.the original general statements made by
politicians.59 T | :

- A possible relationship between this'iieiegatiOh of a]Jocativeii

rb]es' and the potential power qf pbiVate’intérest groqps.to shape

-

pUb]ic po]icie;_is further Suggestéd_by_Theodore Lowi in his exte]]ent,_

critical analysis of modern government in the United States and of

what he calls "ihteresthroUp liberalism." He érqués that the lack of

¢
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prec1s1on and c]ar]ty in 1eg1s]a}don the devo]ut1on of p011cy-mak1ng
power on administrative and regudatory agenc1es, and thé;appropr1at1on

of - pub11c authority by private groups by “virtue of the1r intimate
assoc1at1on with these public agenc1es, are not mere]y co1nc1denta1 .
In his terms, the prototype of the modern statute is. one which creates

a hew board or comm1ss1onuto contro] some segment or funct1on of

soc1ety, with 1nstruct1ons which say, in effect “Here is a problem,

deal w1th it." Few, if any, standards of performance accompany the
de?egat1on of powers, the ob3ect1ves to be ach1eved by means of the

powers transferred are rarely given clear or precise def1n1t1on. Thus,
the ensu1ng administrative process does not merely 1mp1ement po11cy but
determ1nes what the content of po]1cy sha]] be. However, "the more
undef1ned.and imprecise the policy determ1nat1on reachedvby the'1egis—
.1atureyin passing aﬂstatute; the more.certajnly will the activities of.

;

an enforcing commission nave to ref]ect a modus o operandi with the

it

'regu]ated groups." One of the pr1nc1pa1 reasons for th1s is the
’requ1rement under the assumpt1ons of ! interest- group 11bera]1sm and _ &,
part1c1patory democracy “to ma1nta1n some degree of representat1on

«and accountab111ty in the context of modern government g%?he furthe&gp

ﬂ
down the 11ne one delegates power the further into the adm7m1stratav 2L

y-i'- =
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processwone is forced to prov1de representat1on.”

It rema1ns to be seen how the authorlty of the Canad1an govern-‘

“ment over. the export of natura] gas and the construct1on of p]pe 11nes
has been exercised, to what extent and for what ends fore1gn controlled -
corporat1ons have been involved 1n that exercise of author1ty, and what

the results of this 1nvo]vement have been w1th respect to both the
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decisions of Canadian authorities and the structure and performance

of the Canadian natural gas industry.
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Power in Canada (Toronto: University of Toronto Press, 1965). It is
““worth noting at some length that ﬁhe foreign control of Canadian.
w.corporations presented Porter wité considerable difficu ty in delin- -

eating the Canadian economic elite for purposes of his stucy. In

- fact, he offers two definitions of the Canadian ‘economic ei‘te,
‘referring in one instance to “thdse who occupy the major decision-
making positions in the corporatz institutions of Canadizn scciety," -

- and in another to "those directors of the dominant corpor: :io-s who

- reside in Canada" (pp. 263 and 273). There are some diff -ul ‘es in.
accepting the two formu]ationstls equivalent.

The elite.by the first definition could be delineated or y-cn the
basis of information concerning/ the decision-making structure >f Canada
resident corporations, and might therefore include persons-who are
both foreign citizens and fore]gn residents, if, for example, it could
be shown that in their capacity as officers in an American parent firm.
of a wholly-owned subsidiary ih Canada they clearly occupied major
decision-making positions in corporate institution in Canada society. -
The second definition avoids this probien because it is .based geo-: .

- graphically. When Porter eventually operationalizes his definitioh o
of the economic elite, he adopts ‘the geographical approach. Starting
initially with 183 dominant dorporations, thirteen of these corporations
were dropped from examination because their directors could not be

~identified. (Ten of these thirteen corporations were wholly-owned
-American subsidiaries.) ~This left 170 corporations, and 1,613 direc-

- tors, However, 256 of these directorships were held by American B

residents and 53 by residents of the United Kingdom. The renaining
1,307 directorships, roughly 81 pex cent of all the directorships of

the 170 corporations, were held by Canadian residents, although Porter -
. points.out it cannot.be assumed that all of Them are Canadian-citizens. -
- It is this group of 1,307 directors which Porter adopts as the ' .

Canadian economic elite (p. 268), ~ - o : . o

- Porter goes on-to make an interesting claim which underlines his
difficulty in defining the Canadian economic elite: to the 266, -
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'\\ . j
directorships which were excluded from the Canadian elite because of -
their United States résidence, he.adds a further 117 directorships of
wholly-owned subsidiaries of ‘Americap firms which’were included in the-

. elite because they were held by Canadian residents; and Porter then
claims that the resuTting sum, 373'dﬁrectorgbip§2”represents.the
potential influence of American corporations., " Thus, it seems to me,

~ Porter fails to provide a clear answér to‘a question he himself asks,
-~ namely, "whéther or not the economic elité for Canada should include

foreign resjdent directors”. (p. 266).. Rather, to be more accurate, I
should say: that Porter's practical answer to this question, which is’
_"that‘zt;shau}djnot,:is not totally satisfactory. Porter himself '

. -points eout the reason for this; it is "the outstanding feature of
u.motaﬁadignfeCOnomic,Structure——foreign ownership and control of a large
" number of -Canadian corporations. Foreign 'control’ implies important

¢ décisions “about the Canadian ecoromic system are made outside the

;“f»¢~;bunfpyw Rather than a Canadian elite, we should perhaps be searching
= for a’ foreign or international elite" (p. 266). - ' o
. ! . - J\s\‘\\ . . . - A
— 50 ctal._contributions by American con-: -

I't has been suggested that finan :

R trolled resource industriés 'to provincial_party organizations have

-,. ‘made ‘these organizations afre independent oftheir federal counter-

. :'parts and thus exaccerbated federal-provincial conflict. K. Z. Paltiel,
- 'Poldtical Party Financing in Canada (Toronto: McGraw-Hill, 1970), =

" pp. 5-6, as cited by Stephenson in Axline, et. al., op. cit., .

S}This rese&?ch>i$ reported in Appendix A. | - B SRR "i T~
EVVSZForeiggFDf?ect Inv»estmént,~ op. cit., pp. 301-302. _ | | |
‘53;§1§,;;p;w30;. T
| 541@_@, b:302.
'55191§33£5-13Q5- ,

~
Py

156 o

57

>’1bid., p. 304. |
ngBGw Bruce Doern-and Peter Aucein'(ed.);*The Structures of Poli
in Canada‘(TOrontQ: Macmillan of Capada, l971),lp. 4,

s
C

&&Making S

I1bid. pp. 4-5.

"GOTheodore Lowi, Thé End of Liberalism: Idéo1OQY, Policy and the Crisis

in Public Authority (New York: W. W. Norton and Co.,¢1969), pp. 85,
419, 233 and sim. , - , v v 6




CHAPTER 111
THE CANADIAN PETROLEUM- INDU
~ THE BORDEN COMMISSIO

STRY AND CANADIAN ENERGY POLICY -7
N AND.THE CREATION OF THE NEB .

The product1on transportation-and marketing of‘

ing 01] and natura]
- gas have become major 1ssues in Canada only since 1950

. when ‘the
potent1a1 capacuty of the new industry in A]berta appeared a]most
certa]n to
province.

exceed the real and ant1c1pated market in the produc1ng

&
From the outset, the producers of oil and natura] gas have

act1ve1y sought to shape nat1ona] po]lcy on these 1ssues in a. form
most amenab]e to their 1nterests

The present chapter ‘and"'the: one ¥
fo]10w1ng are devoted to an exam1nat1on and ana]ys1s of the 1nvo]vement

of the industry in the formu]at1on and. 1mp1ementat1on of federa]

po]1c1es re]at1ng to plpe line construct1on and natural gas exports

from the time of the 1ncept1on of the 1ndustry to the year 1971
task is d1v1ded chronolog1ca11y into Jtwosparts:

Th1s . ‘
L
" the present chapter
emphas1zes the proceed1ngs and recommendat1ons of—the~Roya1%§ng1SS1on
on Energy, the creat1on of\the National Energy Board
4 \/"

i

r==~and the promu]-
gation of the National 01] Po]1cy, wthe\Ghapter H/bejow emphas1zes

the proceedlngs and dec1s1ons, since 1960 of the\hatTdha+\Energy )
Board. . . K T - R

The aim of this, chapter and the’ succeed1ng chapter is to
revea] both the extent of

\the 1nvo]vement of fore1gn contro]]ed corpor-
at10ns in the formu]ation\

and 1mp]ementat1on of federa] po]lc1es on
the matters a]ready ment1oned and ‘the degree to wh1ch the po]1c1es

61
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adopted and‘decisionsmade\haVE\re§enb1ed the expressed preferences of

“the foreign contro]]ed ‘corporations inv lved.

Both chapters, therefore,
not on]y relate the positions advocated by fore1gn tro]]ed corpor- |
ations and other 1nterested partles on the matters to be deci
also descr1be and attempt to analyze in some deta11 what decisions wer
"actually made by the author1t1es involved, name]y, the Roya] Comm1ss1on
.on Energy (the Borden Comm1ss1on) and the Nat1ona1 Energy Board
‘tF0110w1ng thas discussion, there is an examination in Chapter V of
| what the gyovernment and members of par11ament have had to say at the .

aw L

t]me on the ‘Same quest1ons

Canada’ s 011, Natura] Gas and P1pe L1ne
Po]1c1es A Background

From the standpo1nt of Canad1an pub]1c po11cy in the: energy

~sector 1t 1s he]pful to d1st1ngu1sh between two basic forms of energy,
" electrical’ power and fue]s These forms of energy have had d1fferent

1mp11cat1ons for the Canad1an economy and for Canad1an energy po11cy by
VIrtue‘pr1mar11y of the geograph1c distribution of Canadian energy
resources, 1ndustria1‘capac1ty, and popu1ation. Canada‘s highest
vconcentrat1on of 1ndustry and popu]atlon is Tocated” 1n Ontar1o and
Quebec more precisely 1n the region of the Great. Lakes and -the St

'Lawrence Low]ands Th1s reg1on (referred tQ here as Centra1 Canada)

- . .3'7_7”' /

s a]so the ]ocatlon .of ~the highest consdmpfyon éfaenergy in Fanada,

- in the form of both power and fue]s W1thurespect to energy supp]y, )
however, the\bulg\of\Fanad1an e]ectrlca] power production is 1n

% . Ontario and Quebec, wherea§\nEarly\a1] of Canadian oil and gas:
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productlon is in Western Canada Thus, Central Canada has had ready
access to adequate power resources but has had no 1mmed1ate access to

fuel resources, which have been available only through imports into
these provinces from overseas:.fromuthegUnited States, or from
Western Canada. L : ~ . ‘ f

Large]y as a consequence of these qeooraph1c and economic -

factors, Canada's 1nterprov1nc1a1 and 1nternat1ona] trade in fuels:

- a

. such as oil, natura] gas and coal has been much. more pronounced than
Y/

such tradn in electricity. 2 W1th one or two except1ons the most
C ntent1ous and pers1stent issues in Canad1an energy po11cy at the

federa] leveT ve 1nvo1ved the construct1on of 1nternat1ona1 or.

1nterprov1nc1a1 pipe lines-and the related quest1on of the proper o

ba]ance between a- nat1ona11y and an™i ernat1ona11y 1ntegrated
s e |
petro]eum economy or, in other words, the exten nat1ona1 as com-.

' pared w1th 1nternat1ona1 trade 1n 011 and natura] gas.

taken by the federa] qovernment w1th respect to the- transportat1on fS\\\;<\
and marketing of Canada s 011 and gas resources have been among the e
most 1mportant factors determ1n1ng the demand for varlous sourcest of

"energy and the comparat1ve costs of various fuels and types of

’ e]ectr1ca1 power. generat1on throughout Canada

Federa] 3ur1sdrct1on over the export of 01] and natura] gas \§:§ '
~and over the construction of pipe 11nes derives from Sections 91 and ‘
92, respect1ve]y, of the BNA Act. 3 Section 91 1nc1udes the regu]at1on

of trade and - commerce among the class of subJectJ wh1ch are des1gnated

“to be w1th1n the exclus1ve domain of the federa] government. Sect1on 92-

10, in the course of. sett1nq out, the powers of . the prov1nces, st1pu]ates
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that the Parliament of Canada has jurisdiction over works and under-
takings Connecting any two or more’provinces or‘ertending beyond the
‘limits of any province. Until 1959, these powers were~exercised R
‘through the Pipe Lines Act of 1952, wh1ch gave the Board of Transport
Commissioners authority over«the construct1on and operat1on of gas and’
oil pipe }1nes used for domest1c and 1nternationa1 trade,4 and through
the Exportation of Power and Fluids and Importat1on of Gas Act of 1955,

* under which no power or fluid could be exported, ‘no gas imported, and

- ho pipe 11ne or transmission 11ne needed for such- commerce could be

constructed w1thout a licence granted by the Go«ernor Genera] in. -, -

E Counc11. Since 1959 federa1v3ur1sd1ct1on over these mattersbhas
g'been exercised prlmar1]y by the Nat1ona1 Energy”Board under the
-Nat1ona1 Energy Board ACL, and the dec1s1ons of the NEB have consti~"
uted both a large part of Canadian energy pollcy and a focus: of much
of the po11t1cs of energy 1n Canada.6 Decisions taken dur1ng the ‘
decade prlor to the Board S creat1on however, both shaped the ba51c
'structure of the Canadian natura] gas industry and estab11shed some of

" the ba51c pr]nc1p]es of Canad1an 011 and- gas po]1cy. Theseﬂdecas1ons :

- \
are the subJect of the rema1nder of th1s chapter. \

- Prior to the Royal ®
Comm1ss1

There were three decisions of'significance his d1scuss1on
: taken duringvthe 1950's: - the f1rst export of natiral gas* from Nestern\\\\\\\\
Canada which went to industrial markets 1in Montana, the construct1on

- of Westcoast Transm1ss1on s p1pe,11ne and the accompanylng export of
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natura] g?gwtrom-northeastern British’Co]umbia td'the American
Pacific Northwest and the construct1on of Trans-Canada P1pe Lines.
The f1rst export of natural gas from A]berta whose gas -
1nd{j$;y-was only beginning to grow beyond the capac1ty to serve 1oca1
markets, occurred in 1951, The- A]bertaugovernment approved th1s |
export, apparently, on]y at the‘behest'of'the federal government,.in

parttcu]ar the Department of Defence, which‘had'in turn been asked by

the American Defense Department*to'intercede with the Alberta govern;

ment. Alberta was hes1tant to export natural gas at a poss1b1e risk -

to the potent1a] needs of the province, but the m1nera1 and metallurg-
ical 1ndustr1es of Montana were under severe pressure from the demand
p]aced on them by ‘the Korean War’ to obta1n 1ncrementa] supp11es of
natura] gas;7, The export was approved'by the appropr1ate federal and

prov1nc1a1 agencies 1n 1951, af pr1ces wh1ch weré more c]ear]y re]ated

to Albertan well= head prices than to the pr1ce af a]ternat1ve sources
8-

of fuel in the Montana market.9 " .

This case reveals an interesting-conflict ~Against_the sale

—
——

were the fear of the Prov1nc1a] Government that exports wou]d threaten f\ ——
the securlty of supp]y for its own and. Canada s future needs and the

strong pub11c opp051t1on to exports which threatened to * ncrease‘]ocal"‘>'

" gas prlces and d1sc0urage 1ndustr1a1 deve]opment in the prov1nce.v‘In

favour of the sa]evmre ‘the desire of petro]eum producers to obta1n as
soon as poss1b1e a market for the1r groviing gas reserves and the

federa] government s pred1ctab1y favourab1e att1tude toward ass1st1ng

Can a11y in a war 31tuat1on.9 The 1atter favourable po1nt may account

- for the. evident Nack of cgngern w1th_max1m1z1ng the revenue on the .

3
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export sale, It is further worth noting that this, the first oocas1on
on wh1ch a government showed reluctance to export gas out of concern
for the protection of its future requ1rements, was also one of the
first occas1ons on which the producing 1ndustry advanced 1ts argument

to author1t1es in Canada that the most effective insurance for future

LD

domestic | requ1rements 1s an expand1ng 1ndustry and that gas exports

are a necessary,cond1t1on for the expansion of the industry.10
- iy

. The question of obtaining the max1mum or. even an adequate

L5

'return on export sales,arose in the next few years with greater force - R
1n the case of Westcoast Transm1ss1on The or1g1ns and development of
the westcoast prOJect have been cr1t1ca1]y rev1ewed numerous times, One‘
of these by a royal commission, and the prlce at which gas was 1n1t1a1]y
exported by Westcoast has been_a pr1mary focus of interest, 11

The prOJect was p]anned 1n1t1a]1y to bring: natural gas from
northeastern British Co]umb1a to Canadian markets in the Vancouver area
and"in south-central British Co]umb1a, but 1t was not deemed to. be v BN
econom1ca1]y feas1b]e w1thout the sca]e economies which cou]d be
obtained through serv1ng markets in the ﬂorthwestern ‘United States L
through the same facilities.. Hence, the Just1f1cat1on of exports 1n
th1s case was the1r contr1but1on to, 1nd§ed the1r status as a s1ne |
'4gua non for, the service” of a Canadlan market and approva] from
Canadian federal authorities was obtained on th1s bas1s.' However the\-,v'f
‘necessary approva] of an American author1ty, the Federa] Power
Comm1ss1on (FPC) was not obtained. The: bas1s of the Amer1can agency s
rejection was apparent]y its re]uctance to a]]ow an Amer1can narket to ' .}ur

depend exc1us1ve1y upon fore1gn supp11es of natura] gas In the:,
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course of steps taken to overcome th]S ob3ect1on, facilities were

installed to bring gas from Texas into the markets which Westcoast

hoped to supply, and eventua]]y the FPC approved the import of gas

from Mestcoast as a supp]ementary Supply and at prices which were |

designed to recoup part of the costs. of. the. 11ne 1nsta]]ed for the

Texas gas. BRI "‘_' o . ' o -
| The pr1ce at wh1ch the import was apprOVed was substant1a]1y
Areduced from the 1n1t1a] Nestcoast proposal. It was also suff1c1ent1y

“Tow to enrage the Canadlan customers of Westcoast who were paylng

prices cons1derab1y in excess of those paid by the. American 1mDort1ng
company. Moreover o pr1ce esca]at1ons were a]]owed by the FPC in

the export agreement In th1s case, then, the ava1]ab111ty o}\natura] !
gas to CanadIans and the costs to be borne by Canadians in’ obta1n1ng |
gas were tang1b1y affected by Amerlcan federa] authorlty 1n 1ts promo=-
't1on of Amer?can 1nterests It may be.argued of course, that as long

- as the export assisted 1n prov1d1ng Canad1 Vw1th access- to a

1ed to obta1n, the

ible resource they wou]d otherw1se have f

o cons1de ition of the export pr1ce is seconda4%§ This p01nt is ~Open to

d1spute at is less dlsputable\ and in fact.g:matter of public
’ YA
record, is th t this contract and 1ts controve 'ﬁké'r1ce of twenty-

two cents per thousand cubic feet (Mcf) was not suj ,ededvuntt] 1968,

“and was. a point of occas1ona11y heated conflict betﬁe_

American authorities for a number of years.

»Canadian and
T s The Federa] Power Commlss1on aga1n played d1rect1y and e
: 1nd1rect1y, a s1gn1f1cant part in the po]1t1ca] drama of 1956 sur-

roundlng the Trans Canada Pipe L1ne prOJect Th1s‘f1rm was created

+
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& orger of two pipe i, companies who had"been promoting rival. (
‘ /
T to i ket ’arge‘quav, ies of Alberta natural gas, one ofﬁthem
te sina to transmi - the ¢ to Centrat Canada via Northern On%anio,‘
“he otner “riendi, to L Canadian markets only as far as Manitoba
d A export the oull: 1ts capac1ty to the American mid- west The
Trins-Ce .da  ~7 5 correspond1ng1y, a combination of these two
schemes,

LY

As 1 th the Westcoast prOJect the export of gas was deemed to
be necessary to the econom1c feas1b111ty of the entire prOJect .
particularly w1th réspect to the ra1s1ng of private capital. However,
also in this 1nstance permission to export gas -to the United States
Was not forthcoming 1n the time perm1tted the progect by other con-

straints. ;3 Neverthe]ess the Canadian government, and the M1n1ster of RN

'ﬂ' Trade and COmmerce (c. D. Howe) in part1cu]ar was determ1ned to-see

“the comp]et1on of the Canad1an portion of the progect’ In the Tight of
| this determ1nat1on and under pressure of time the Governments of

~ Canada and Ontario proposed to establrsh a crown corpc ation to con—
struct the most cost]y sectlon of the I1ne and further to advance

ninety per cent of the cap1ta] for the rema1nder of the 11ne in the BRI

3 form of- a 10an to Trans Canada from this crown corporatuon. In.

’ presenting to Par11ament the bill t0‘enact this proposa1 Howe\ “

_announced that c]osure wou]d be app11ed and one of the most 1ntense _

) Par11amentary battles in Caradian h1story was under way. o /////////
While Howe S use of closure. tended to shift Parllgmeﬁt/s//

'vattent1on away from the. issues raised by the b111 Ttse]f the Trans-

Canada story does touch,severa]vpo1nts/of/signjficance to this -




e

|
discu5510n. The first of these cbncenhs the - re]ationship between the
service of Canadian and export marPets As With Westcoast‘ the B
feeling was that the econom}@s of scale availabie through the Simul—
taneous service of export and national markets were necessary to

establish the economic §§a51b111ty of the venture. "

A second sig@?ticant point is the intensity ofvconcern'with

5

which the Canadia@?@db]ic greeted the issue as a who]e.14_ Some” fore-
P Wl . o .

boding about Par]iamentaryland popuTar opposition_to the proposal most

{;a; have been part of Howe®s decision t0'imbose,closore from the start.

As it unfolded, this opposition seems;tgﬂhave had to do primariiy with -

~ the fact that this assistance was to be extended"Without.obtaining
~ public ownership, cbntroi,“or even'equity'in What was, to boot, an
American-owned company. =

. [ T

The Hearings and Recommendations B <ﬂ4!’F'

of the Borden Comm1SS10h .

~

//////f ' ‘An extraordinarily vituperative Parliamentary debate on Howe's

Trans—Canada biii and an unusua]ly powerfui upsurge ot‘dissatisfaction

With the preVious Libera1 government preceded Diefenbaker S strikimg

‘~of the Borden CommiSSion Hhiie it is difficult to say to what extent

“this n@f]ected a strong deSire for new departureS'nipo]iCies towar- .
oi], natura] gas and pipe iines, it is-the case that the CommiSSion

| undertook its task of redefinino Canada S 011 and gas poiiCies in the
midst of a 1eveﬂ of public concern whose intenSity and scope wouid not
15

,beﬁseen’again on,these‘questions for the next fifteen yearsf

light of this, it ‘s significant that -the new Government left very

63
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- wide discretion to the Commission. 'f‘vg*'W/U“
It is evident from the vague genera]1t1es 1n which’ the terms

o 9 )

of reference of the Comm1ss1on were set out that the Government had |

ot, in fact, dec1ded the substance of a new national- energy p011cy,

theveffect1ve 1mp]ementat1on of which m1ght be. aided by, the conc]us1ons
,of a'royal.commission inquiryv " The Government rather, appears to .
have entrusted the Comm1ss1on with the task of de11berat1ng on and
formu]at1ng the bas1c d1rect1on of Canad1an energy policy. 16

The Government apparent]y d1d favour the 1nst1tut10n of a
Nat1ona] ‘Energy Board to adm1n1ster whatever m1ght be the eventua]
~ provisions of the new energy policy. As to the substance of the pollcy ;/ -

S0 adm1n1stered the attent1on of the Comm1ss1on was d1rected f?PSt
\

/:’
(1.

toward the adequate protect1on of Canad]an energy requ1remenﬁs and gfﬁ
second to somethlng called "the most effect1ve use" of’Canad1an |

resources 1n the pub11c 1nterest " whidl r//anned undef1ned As such - g

~ // . ) i

~of course; the terms of reference were/vacuous, for "effect1ve use"
cou]d be 1nterpreted to mean//among many other th1ngs, preference

g1ven to homeowner consumpt1on, 1ndustr1a1 consumpt1on, therma]-

e]ectr1c productfon, forelgn consumpt1on, short or long-term cash

return, a duaranteed 1ong term surp]us to ensure Tow pr1ces to

consumers, a high rate of exports to ensure. h1gher prlces to producers o
and continuous resources deve]opment and the deve]opment of Canad1an
1ndustr1es around an assured supp]y of ]ow-cost prem1um fue]

S Th1s list, as revealed be]ow, 1s not arb1trary, but rather

~ sums up many of the 1nterpretat1ons given to the not1on,‘”the most

¢
{

effect1ve use 1n the pub]]c 1nterest " by variols groups 1nterested f

N
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2 in the Commission's recommendations.' The important point is that there
obviously must be some means of d1scr1m1nat1ng between the varaety of
opo]1c1es that cou]d rea1lst1ca]1y be claimed to protect Canad1an

requ1rements and to promotelthe most effect1ve use of Canadian

resources. Presumabiy,,the not1on of the pub]1c 1nterest was added

to quallfy the meaning of effectlve use “but in fact it cannot for

the not1on of the pub11c 1nterest 1s ‘as’ empty as the notion of effec- .

o IJ .
‘t1ve use.. Hence, the JOb of the Comm1ss1on was not only’ to recommend

b"the po]1c1es which W111 best serve the nat1ona1 1nterest " but it -was"

a]so to def1ne the nat1ona1 interest.

Accord1ng to the Order, the Comm1551on had, further to define

the natlonal*lhterest “1n re]at1on to the export of energy and sources

of. energy from Canada," and regarding lbthe eff1c1ent and economical

el

operation of p1pe11nes.“ (In a 1ater paragraph the phrase "to safe-

guard the interests. of Canad1an producers or consumers of gas" is
)
'added presumab]y to c]ear up the ambigyity of “any spec1a1 measures"'
/

_ wh1ch the Order suggests might be taken 1n re]at1on to Trans Canada
P1pe11nes ) _The argument here is not that the national 1nterest is an

: 1mproper standard for d1scr1m1nat1ng among poss1b]e po]1c1es, but %

rather that c]ose attent1on must be pa1d to the def1n1t1on of the- |
hnat1ona] 1nterest and -to who def1nes it. Since the spec1f1c contentb

5h of the nat1ona] interest in energy matters was 1eft to the Comm1ss1oners
-Ato def1ne, the a]ternat1ve formu]at1ons presented to 1t by 1nterested

_ yfpart1es deserve close attent1on | The gu1d1ng quest1on here is: whose -

,'.part1cu]ar 1nterests were eventuaﬂy taken by the Comm1ss1on to const1—

tute the nat1ona] 1nterest?



Canada's petro]eur dustry. AR e T,

fan estwmat1on of"an exportab]e surp1us

N

It is worth noting at this point that there is‘no evidence

that the Comm1ss1oners themselves prov1ded a veh1c1e of representat1on»

RERY

i for f1rms in ‘the oil and gas 1ndustr1es, a]though three of the six

l

Comm1ss1oners and both of the. two adv1sors he]d e1ther an execut1ve

- office or a d1rectorsh1p in at least one corporat1on accordjng to,the‘

1 l

F1nanc1a] Post's' Directory of Directors for. 1957 The corporations. SO

represented“ On the Comm1ss1on fe]] 1arge1y 1n the f1nanC1a1, pubTic -
ut111ty, and manufactur1ng categor1es | '

| The: hear1ngs and recommendat1ons of'the Borden Comm1ss1on W1]1

be exam1ned here w1th respect to three matters | " the pr1ce and- vo]ume.
of natura1 gas" eXports the construct1on of p1pe 11nes, and the

market1ng of Canao1an crude 011 In. add1t1on to 1ts 1mportance as a

factor contributing to the tormat1on and eventua] operat1ons ot the

-of the 1ay of the po]1t1ca1 1andscapT after a~decade of deve]opment in

¥
.
o

Natural Gas Exports .
. : g . . .
- On the quest1on ot gas exports to the Un1ted States it seems -

”'<conven1ent to d1v1de the subm1ss1ons rece1ved by the Comm1ss1on 1nto

',two areas of concern' f1rst, whether gas surp]us to Canad1an needs

shou]d be exported tc the Un]ted étates and, second how to arrive at

Y
-

’ a1,
. . Tel g

There werexseveral exten51ve br1efs expresstng the concern

~

?sent and future should have. a guaranteed ]ong term supp]y of cheap

.'\ |
o ..

Sy e ""v"_

o Nat1ona] Energy Board the Comm1ss1on s record is a valuable 1nd1cat1on

" that Canadian hc1eowners and commerc1a1 and 1ndustr1a1 consumers pre-\w

¥
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natura] gas.. The City of Ca]gary, for examp]e proposed ‘the setting
aside of nearby fields of “sweet" gas for home and commercial consump-
tion by- Ca]gar1ans It argued as others have argued sfince, that the
export of gas means 1nev1tab1y that Ca1gar1ans and other Canadians will
be forced to rely ‘on.the deve]opment supp]1es of gas wh1ch wou]d be
more remote, wou]d roguire more process1ng before use and wou]d

17

therefore be more COaLly The Government of A]berta sought a s1m11ar

ob3ect1ve for a]] Albertans by propos1ng that a th1rty year reserve of
' gas for A]berta be assured before al]ow1ng exports 18 The Cxty of
-Edmenton s1mn’“r1y 1ns1sted that 1ncreased demand brought about through

exports shou]d not ue a11owed if it enta1]ed h1gher prices . to con—
-19 - . ) 3 .

sumers

e The Government of Saskatchewan a]so stated that its po]1cy was
\

to reserve gas for domest1c and commerc1a] consumpt1on It further :

subm1tted that it would “be absurd to export natura] gas . £o-- the Unxted

!

States at a g1ven price’ (1 e.& twenty two cents per thpusand cubic ‘
feet) until all accessible: Canad1an markets had beeﬁ"ﬁit1sf?ed*at th1s
pr1ce ‘ It further suggested that the Canadlan government purchase
supp11es in the ground for 1ater dellvery to,Canad1an markets, thus .

trylng to megt the. argument of producers thct they must have a market

in orde“ to develdap potent1a] rEServes 20 - : _ ,\g\.‘

Y
>

-The Fue] Board of Oﬁtario also felt that Canadian market

requ1rements mu5t ‘be met at the 1owest possible price before exports

SN
were al]owed 21~ F1na]1y, B C E]ectr1c subm1tted that the. N[B shou]d

o

determ1ne the future needs of Canad1ans and the ava1]ab111ty of

' supp11es at a g1ven price. to - Canad1ans before author1z1ng exports.22

\
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jThe‘B. C. Electric %rief also stressed the rO]e of natural gase !
supp]1es as- an 1mpetus to Canadzan economic deve]opment It cautioned,
for examp]e, that if thé gas exported were to be used for therma]—

]

e]ectr1c product1on Canada~Wou1d be better off to produce the e]ec-

- » 1.
<4

: tr1c1txsfor export - . e

b

The above 1ist does not exhaust “but does fa1r1y represent the
positions taken by. those express1ng reservat1ons on the des1rab111ty
of exporting natura] gas. . The key po1nt in the context of tgi/yresent
discussion 1s\the;stress)p1acediby these part1es not simply on 'the’

' long-term avai]abi]ity:of natural gag?for Canadian consumers, but also
on long-term avai]abilfty'at stable orices However, the" part1es
primarily 1nterested in the product1on and market]ng of natura] gas,

and part1cu1ar1y fore1gn control1ed producers, were unan1mous “in 1ay1ng
stress on ava11ab111ty on]y, that is, str1ct1y on the size of potent1a1'
reserves and not on the poss1b1e h1gher cost of future reserves 23

E The Canadtan Petroleom Assoc1at1on (C'P A.), westcoast Transm1s-
ston Shell Canada, and others, conttnuous]y stressed the 1mportance of .
-export markets dn encourag1ng the deve]opnent of reserves. 24 However

s1nce the dynam1cs of the 1nterdependence between- markets and reserve
deve]opment were conceded to be such’ that the. excess demand caused By
‘exports wou]d ra1se pnaces, “and that, in turr, ‘the h1gher pr1ces to pro-

"~ duceérs wou]d st1mu1ate 1ncrea°eu exp]o ation and deve]opment the pos1t1on'¢
taken by ‘these companles'was_c]ear]y;antagonistic to‘the'princip1e,of

‘ ensuring that gas would be avaiiab]e'to Canadian consumers at'a given,
.relatively Tow price. (An interesting ref}eétion_of this\re1at{onship be-

tween imports and prices is found in one of the briefs supporting exports,



: . , s AN .
which* lauded the benefits gas éxports’wgiid‘beston on the coaﬁ
\

rose to a ]eveT where coa’ produ ers could capture Canad1an markets
they hadn t enjoyed for years )25\ Thus, the forzggn coy
tion and transm1ss1on companies were work1ng to-shift attentjon away
from the consideration of prices to Canad1an consumers and toward the
consideration of the expans1on of the industry and the deve]opment of
reserves. If this “could be accomp]1shed the’ argued 1nterdependence
between- h1gher levels of exports and nncreased rates of exo?orat1on o )

3 \

and d1scovery could be utilized to 1nf1uence yet another side of the
questlon concernlng expcrts, name?y, thé fdrmula to be used in esti-
mating the vo]umes of gas available for export
While several of the forelgn controlled*compan1es exp]1c1t]y
rejected the policy of ear- marking spec1f1C\Fne1ds for domest1c consump-
tion, none appeah;to have cha11enged the pr1hc1p1e that Canada should
expcot 0n1y gas found to be surp]us to Canad1an requirements.. 26 Racher
nearly all broduc1ng and érport1ng companlss set about.to demonstrate
’ conc1u51ve]y that a sizeable surp]us existed. En doing th]s, they »
focussed .their attentlon on. est1mates of probab]e end ultimate reserves
and on estimated rates of d1scovery, rather than on proven reierves
and argued Further, that future Canadlan requ1rements cou1d be safe-
guarded by means of future rather than current]y proven reserves 27
There would appear to be no small d1ff1cu1ty in sett1ng |
reason bﬁe‘¥1gures for exportable surp1uses, 1atge1y because a f'

vagiety of ;ormu]ae could be emp]oyed for do1ng S0, as the Government

of Sas atchéran pcvnted out “in 1ts brief and as, the. great var1ety of

"'"."f , -

ntro]]ed produc-

~



with a suggest1on that the best way to settle the quest1on of reserves,

estimates subm1tted to the Comszs1on exemp11fy Moreoyer the key
QUesgton of re]at1ng est1mated reserves to estimated Canadian requ1re—,
ments in order to arrive at a figure denot1ng an exportab]e surp]us is
c]ear]y a po11t1ca1 rather than-a technical. matter, since it unques-

tionably entails a number of Judgements in wh1ch values play a much

‘ more centra] ro]e than do facts or proven methods " An examp]e of such
37

‘a matter for judgement 15 the degree to which the meet1ng of future

Canadian requirements should be a]]owed to depend upon future reserves.
It is perhaps not surpr1s1ng, therefore that toward the end
of the hear1ngs of the Comm1ss1on, after at least two prev1ous appear-

ances B.A. 0il appeared again spec1f1ca]1y in order to tab1e a paper

entitled “Procedure for Determ1n1ng Exportab]e Vo]umes of Gas," a]ong

is to hold annuajgmeet1ngs on the subgect between the C.P. A and the_

-re]evant government agenc1es

28 Thus, the hear1nqs of the Comm1ss1on

on ch1s question exhlb]t, in. vo]ume after vo]ume what I wou]d 11ke to

call "the po11t1cse f surplus est1mat1on " S1nce the national interest

]

was - genera11y accepted to be the export of surp]us gas, a conf11ct

-

arose among ‘the 1nterested part;es to determtne how much gas wou]d

: u]tqmately be found and how 1ong it wou]d last. We must turn to the

F1rst Report of. the Comm1351on to d1scover whose est1mates, or proce-
dures for arr1v1ng S est1mates, became the”basﬁc for.the Commission's
recommendations.

' Recommendation I of the Commission's First‘Report endorsed the

pr1nc1p1e that any gas surp]us to Canadian needs shou]d be exported 29

Moreover, after prOJected supp]y of and demand for natura1 gas, 1n

" R -
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Canada, the'Commission suggested that "on any reasonable assumption
regarding the growth of reserves in Alberta and British Columbia,
there will be a moderate]y 1ncreas1ng,vo1ume of gas in excess of:

;'Canad1an requ1rements available for export w30 B

<3
g The Comm1ss1on est1mated A]berta s year- end d1sposab1e

reserves to be 23.7 trillions of cubic feet (ch) in 1958, increasing
‘to 3532 Tcf in 1987 by one formula and 52.2 Tef in 1987 by another.
"formula: The first .,rmuTa.assumed'an average ahnua1 Qas discovehy
rate of th'ch.through‘fof1970, fo]]dwed-by»an'aﬁnua1 ratefof‘ohe
ch\fo 1587; hhich the Commission Elaimed‘was a conservative"assuhp;
' tion The second formula, less. conservat1ve, assumed an - average v

annua1 increase in A]berba proved reserves of two and han Tcf,

' fa]]1ng off to‘two Tcf annually, qpproqch1ng 1987. The ]atter aSsbmp—

77

tion is based on a projection of the average annual increase in’Albertas

reSerVes-from 1950 to 1958.

IWhy.this rate of discovéry'is’eXpected‘id continbe was-nbt
exp]ainedhby the Commission, just as no reasbns were given for
‘_éssuminq that, ki the higherlexpectatﬁan did not hold true, the’mf

more conservat1ve assumptlon wou%d Hohevebg the Commission did
’conclude, "from the evidence ava11ab1e at this t1me,“ that the h1gher
reserve prOJecL1on "wou1d be assured 1f the 1ndustry had the added

1ncent1ve wh1ch would be prOV1ded by 1ncreased export markets,f the‘

3.

lflatter be1ng Lather a,)

v

r:'ar formulat1on to one who has read ‘the

12

fcompanwes 31

F

§av

IS



Canad1an demand which were based on. the higher of the two principal | ‘
market forecasts of the requ1rements of Trans-Canada Pipe Lines Ltd.
for the thirty-year period, one of wh1ch was subm1tted by Trans-Canada
P1pe Line itself and the other by A]berta and SoutheYn ‘Gas Co.32
The point with all these f1gures 1s not that they were inac-
curate, 1t is rather that the Commission used no d1s1nterested sources
of data with which to determ1ne whether or not they were accurate,
Accept1ng the “safer" of two or more estimates of Canad1an supply,
' 'demand or other factors, or "splitting the dlfference“ between them,
may. seem an acceptab1e pracb1ce to all the 1nterested part1es who have
an. opportunity to submﬁtnestlmates, but-it asstumes a good dealhabout
the re11ab111ty of the nange of estimates submitted. then the’on1y'
sources of est1mates are pan/des w1th a d1rect pecunlary 1nterest in
the pol1cy eventua]]y adoptnd the Tact that there is a hichest f1gure
and’ a@]owest f1gure uou]d geem to be no guaran%ee that reality 11es
fbetween the. two, or even at e1ther extreme.’

' Iurn1ng now to Recommendat1on 2, several Do1nts arise fYom one
of the Comm1ss1on S comments on the matter of Export Licences.33 ;The~‘
:Comm1ss1on began by re- statdng the pr1nc1p1e that an app11cat1on for
: export should not be perm1tted if 1t Mwould in any way interfere with
the. suppr of the reasonab]y foreseeab]e natura] gas requ1rements of
z'those parts f Canada w1th1n econom1c reach of the prodUang pro-

'v1nces. w34 The Comm1ss1on dld not say., however, vihether upward ;

pressure on: the pr1ce of gas to Canad1ans was to be: deemed one of the

::ways i h1ch an. export perm1t 1nterfered u1th supp]y - Indeed, the

[0

: ;Commiss1on'was-surpr151ngﬂy s11ent 1n some cases and vague in others
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}on the question of prices, espec1a]]y glven the empha51$ placed on
- this matter by many part1es represented before ‘the Comm1551on 35
Indeed one p0551b]e means of ensur1ng a 10w pr1ce to Canad1ans ' f»‘
supported by at least. two mun1c1pal govenhments and one prov1nc1a] |
government, was reJected outr1ght 'The Comm1ss on be]teves that in
the adm1n1strat10n of export po]1cy, 1t wou]d be unfa1r to.- producers‘
or natural gas to requ1re, at th1s t1me, that proven reserves be set
as1de for all long-term future needs in Canada “36 That p011c1es/,/
recommended as be1ng in. the Canadlan nat1ona1 1nterest necessar1]y
entail . fa1rness to producers of natura] gas. 1s an assumpt1on wh1ch may*
Lor may not be valid, but 1t is one wh1ch the Comm1ss1on d1d not bother
to Just1fy . “',. .\;'__ | - |
- When the Comm1551on d1d address the quest1on of the pr},e
lprov1s1ons of an app]1cat1on for an export ]1cence, 1t had th1s to say
At s necessary to ensure that the m1n1mum export pr1ce ss"
fair and reasonable. UWhere sales to Canadhan d1str1butors»“,_ S
are-invélved, the | pr1ce re]at1onsh1p, between Canadian LI
sales and sales for export, should be such' |that the’ Canad1an‘ '
sales will not contribute more than a fair iand reasonable -
Proportion of the tota]:return*to sharehoners'on their: "
: 1nvestment on the das transm1ss1on company . ?7 : -::-"” f
‘This statement occurs Jin the form of a comment rather than a forma]
urecommendat1on However the Comm1ss1on d]d forma]]y recommend the
rescinding of a pr]ce regu]at1on already 1n force under the Exportat1on‘
.Aof Power and c1u1ds and Importat1on of Gas Act ThlS regu]at1on read
"The prlce charged by a ]1censee for power or gaS\exported by h1m
shal] nct be 1ower than the pr1ce at wh1ch power or -gas,’ respect1ve7y,

is supp]]ed by h1m or h1s supp11er in s1m]1ar quant1t1es and under

s1m11ar cond1t1ons of sa1e for consumptlon 1n Canada 38 The

b e [
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While the Commission believes it understands the result which
Regulation 9 was designed to accomplish, nevertheless we
‘have found it mos t difficult and, indeed, almost impossible
to interpret. 'In the first.place, the quantities.and condi-
tions of natura] gas sales vary greatly,as between contracts,
so that price comparisons are difficult to make. .The usual
method of determ1n1ng appropriate pricgs is.based on a
computation of cost of service and there are Vafious methods
of allocating ‘certain of these costs to .different types and

Comm1ss1on S ardument for revoking this regu]at1on is also .of interest:

quantities of 'sale. Furthermore, the Requlation does not -
take into account other factors, such as competitive prices
and value of service, factors wh1ch many authorities believe
should be ta}en into account in the sett1ng of prices.

The Commission believes that, if a National Energy Board
inquires into the terms and conditions of each proposed .
export contract, satisfies itself. that the terms are fair W
and reasonable and in the public 1nterest . . . the obJec-f*
tives which the Commission dssume were’ envisaged by ‘ :
Regulation 9 will be achieved. 39 .

The ]og1c of the Comm1ss1on S arqument aga1nst Regulation 9 is -

vsomewhat opaque F1rst to point out the d]ff1cu1ty of determining

cond1t1ons of sale, is one th1ng, it is qu1te another to dispense w1th

the principle that if and when-these s1m11ar1t1es can be estab]ished

*the export pr1ce shall not be 1ower than the Canaﬁ1an pr]ce, Vh1Lh is

--the only reasonable 1nterpretation of Regu]at]on 9 one cou]d wnag1ne

Second]y, white there 1s undoubted]y truth in the Comm1ss1on s claim

that -the problem of determ1n1ng the terms and condlt]ons of export

contracts is h1gh1y complex

.

~shou1d be any less comp]ex when the ]1cens1ng author1ty is 3udg1ng a

contract by. the Commission's standard of ”fa1r and reasonab1e andﬁ'
the pub11c 1nterest " than when 1t is Judg1ng the contract by Regq&a
dkt]on 9's standard of an equa] or lower pr1ce for Canadian customer@gﬁ

Indeed,

e

one wonders, and th1s is.the third point, how the Comm1ss1on,'-

y

there 1is no obv1ous reason why. the prob]em

60

o uhether or not gas is be1ng sold in s1m11ar quant1t1es and under similar



| ‘whjch found Regu]ation 9ldiffic01t to interpret, proposes that the
Natdona1 Energy Board should extract unambiguous meaning from-the
phrase "fair and reasonable and in the public interest."

In the light of later dereiopments; one’iscleft*in an
ambiguous-pbsition with respect tb the export—prtcind:arrangements
recommended by the Comm1ss1on " On the one hand, they were conscious:
in their comments of the 1mportance of such factors as compet1t1ve
‘prices and va]ue of service ('opportunity prices'), the need for
escalation clauses in export contracts, and the effect of exports 0n7
the market for by—products. On the other hand,~the wording of most of
“their actua],recommendationéAin these’matter§—4w0rdingsvwhich oftenv
found their way into the NEB Act——was4so vague that they could not
ensure that these cons1deratlons would be effectively: app11ed to the

N RN

decisions of the. Board

P1pe L1ne Construct1on

The Borden Commission recommended that the Jur1sd1ct1on over

3

-pipe lines be d1v1ded between the regulation of tolls, rates, or
tar1ffs, wh1ch wou]d remain w1th the Board of Transport Comm1ss1o oS,

and the regu]at1on of the construct1on of new plpe 11nes which would

40

become the respons1b1]1ty of the new: NEB The Comm1ss1on devoted

cons1derab1e attent1on to the quest1on of the initiation of new p1pevlf

11ne progects pr1mar11y by virtue of its’ 1nvest1gat1on into the
f]nanc1ng and the actual or proposed export arranoements connected
w1th both the westcoast Transm1ss1on and Trans Canada P1pe Line

©projects. i“ TT;,xM;w‘f”'

ad

f
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In its recommendations concern1ng the issuance of 11cences
and certificates of pubTic convenience by a new regu]atory agency, the
Comm1ss1on added to the cons1derat1ons a]ready d1scussed with respect
to export 11cences “the adv1sab111ty of encourag1ng the deve]opment
“in Canada of process1ng industries re]at1ng to energy and sources of
energy as d1st1nct from the export of unprocessed raw mater1a1s w4l
It further recommended that the NEB also be requ1red to take 1nto
ac ount first, the. econom1c feas1b111ty of the project and whether or
not the project is in the natjonal 1nterest and, second, the f]nancia1
structure, ownersh1p, flnanc1ng, eng1neer1ng and -construction plans
1nvo]ved as we11 as the opportun1ty for Canadians to part1c1pate 1n
the financing; eng1neer1ng and constructlon of the prOJect 42
» It is noteworthy that the Cowmlss1on fa1]ed to address
'i'_exp]1c1t1y two issues wh1ch had frequent]y arisen in connection with
" the construct1on of pipe 11nes in Canada, namely, the rout1ng of
ptse 11nes from Canadian sources to Canadian markets comp]ete]y '
within’ Canad1an territory, and the de51rab111ty of projects con-
.structed solely for export service. These 1ssues might have been
expected to receive some attention, since they were raised 1in Par]1a—~
ment dur1ng the earliest pipe 11ne dec151ons and were important
aspects of the two projects the Comm1ss1on exam1ned at some. ]ength
i The Trans- Canada prOJect wou]d never have become the centre of con-
~flict it was had 1t not’ been for the insistence of an exciusively
‘Canad1an route; and the advantages and d1sadvantages of shar1ng costs
_between Canad1an and export mar. ets was probab]y the centra] p01nt of

.contention in the Estcoast controversy
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The Alberta-to-Montreal 0i1 Pipe Line

The Commission, however; did considereone major pipe line
proposal with broad national implications, the proposal to serve thel
Montreal market with A]berta crude 011 by means of a pipe line built
exclusively w1th1n Canada The . proposal was made by Home 01 Company
Limited, with a group of other compan1es support1ng %he project. lt‘
was proposed to construct a th1rty inch d1ameter p]pe ‘Tine runn1ng from

\Edmonton to Montreal, promising to de11ver 200, OOO barrels per day

\(bb/d) to Montreal by 1960 and 320 000 bb/d by 1965 which would pro— .

JoT g
)

\v1de Alberta's crude 01l producers a guaranteed market. 43

\
i

\ - Numerous other benef1ts to Canada were c1a1med to fol]ow fromdt
th1s p]an, wh1ch w11] not be d1scussed here except to say that two )
obv1ous 1mp11cat10ns of the scheme were the cutting bacl of Canada's
rather high Yate of oil 1moorts and, at the same tlme the 1essen1ng

oﬁ the Canadian: 1ndu°try dependence on -the Un1ted States market 44

o Al

It is 1mportant t houever that the Home 011 representat1ve

/

seemed to suggest tuat the overriding concern of his- company and its

‘ assoc1ates was to obtaﬂn assured marPets, and that any market, such as
-"tbe Uest Cowstjor ‘the Mid-West of the Unlted States, would suffice if

' these mérketsphad the pernanence of the Hontrea] market RE Another

1mportant po1nt in the presentat1on was its expressed recogn1t1on that

the f1nanc1a1 success of.the p1pe ]1ne coul be assured on]y on,the

\\bas1s of guarantees from the Montrea] ref1ners to use Lhe'fU]l capac1ty

of the 11ne, that is, their w1]11ngness to’ acoept the crude o1l

carr1ed by the 11ne in p]ace of the 01] t ﬁy obtaired at thab time

|
46 - : e . : .
from the1r overseas sources. | i .

-

o [
3
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The oppos1t1on to the Home 011 proposal. was unanimous among
the large foreign contro]]ed corporat1ons spec1f1ca]1y Imper1a], - d
She]], 1cCol1 Frontenac, British Americana Standardv0i1 of .California, -
Sun, and Canadian Petroﬁna.47 Imperial 011 Ted the opposition

c1a1m1ng that- government protect1on of the Montrea] market for

§

Canad1an crude was mandatory if the p1pe 11ne were to be feas1b1e,'
and that such protect1on wou1d enta11 both htgher pr1ces for Canadian

consumers and.greater government control of the petro]eum 1ndustry,

which were rejected as undesirable, the Tatter'emphat1¢a1]y-48 (How-

. ever, a subsidiary of Imperial 011, Interprov1nc1a] Pipe L1nes, wh11e
'quest1on1ng the adv1sab111ty of a new crude 011 p1pe 11ne to serve the: -
" Montreal marLet from Hestern Canada, submitted a counter proposa] to-

-up grade 1ts present crudc 011 tran<m1ss1on ?rc111t1es as an a]terna—

tive to“the Home 01] proposa]s.)49 When Imper1a1 Was asPed!whether

/

as a~refiner it would s1gn through -put agreements with such a p1pe '
line if one were. undertaken the company\rep11ed that it uou]d
re]uctant]y, faT] into 11ne w1th any requ1rements laid down by the ;

government, 50

_ e
A]] the compan1es 11sted above took near]y Tdentical positions

pon the duest1on the pr1nc1p1e of bringing Canad1an crude to the _

" Montreal market was regected, a re]uctance to sign through put agree-

‘_ments w1th tne proposed p1pe line was expressed by most and a refusal //’ff{
to do SO ‘was prom\sed by at 1east one, a]ternat1ve market opportun1t1es -
for eanad1an crude\ such as the north- centra] and Pac1t1c states, were

' 1nvar1ab1y pointed out, and governmental 1nterference 1n Canada S

crude 01] market was genera]]y condemned 1. Several companies



expressed a preference for~a continenta]aenergy po]tcy, whereby'all

North Amerlcan markets would be served by the most econom1ca1 sources

\

)

df supp1y S1nce a]] the companies mentioned so far vere cubs1d1ar1es

o

~of 1ntegrated 1nternat1ona1 petro]eum enterpr1ses w1th 1nterests and

. aff111ates in product1on, r°f1n1ng, sh1pp1ng and market1ng in numerous
.courtr1es the s1m11ar1t1es in the substance of the1r°proposa]s can be.
: read11y accounted for. It must be- po1nted'out that'other compantes’

wi thout such wer]dw1de interests and 1ff111at1ons, some of then
‘;Canad1an contro]1ed a]so took a stand oppos1ng the. proposed p1pe

.]1ne and promoted s1m1]ar a1ternat1ves Canad1an 011 ‘and: the - Ba1]ey
52

E Se]bourne Group prov1de examp]es However, no Canad1an subs1d1ar1es

of 1nternat1ona1 oil” companxes su ngrted the p]an. J )
| ' The recommendat1on of the Commtss1on was clearly to regect the
?proposa1 submttted by . the Hcme 011 Company and assoc1ated compan1es 53
The optldn staunch]y defended by the 1nternat1ona] petro]eum enter- /‘
pr1ses formed the bas1s of the Comm1ss1on S recommended po]1cy th?.ﬂ
Montrea] market was to be’ reserved for overseas sources of supply /

?wh11e Canad1an productton vias to be 1ncreased’b/ penetratlng access-

s

1b1e Un1tnd States marlets and by market expans1on in: Ontar1o angd
Vancouver ‘h11e ofie cannot argue that the recommendat1ons of/' e—**'

Comm1ss1on requtred no.- changes ln the operations of the Canad an

'f'“subs1d1an1es of 1nternat10na1 petroleum enterpr1ses, 1t 1s éhua]]y

obvious that the recommendatlons ref]ect prec1se1y the\expressed pre—'

ferences of these flrms as to;the changes they wou]d have to make ;
| U1t1mate1/, 1t can on]y be conc]uded that the Commlss1on :

SUCcUmhed to the ‘economic ratlonat1ty,fluc1d1y‘expressed,1n %her

- .
%



'A._the c]a1v

. . . (_ . ﬁ ' 'r
; ‘Imper1a1 011 br1ef of a cont1nenta] as oppos  to national approach

to the prob]ems of 011 prpduct1on and market1ng 54//Referr1ng to a
hecent exempt1on of Canad1an c ude from United States import - restrlc-
' -t1ons the Comm1ss1on stated | d ) I

wh11e we rea11ze that the many poss1b111t1es problems and 5
1mp]1cat1ons(may not have been fully rev1ewed as yet, this
exemption colild be the first step- leading towards the
development. of a cont1n°nta1 policy with respect to crude
0i1 under which.Canadian 4nd United States ‘crudes would be
..free]y used in the ref1nery areas on the NorthMmerican
_ -cont1nent, supp]emented by ‘such imports of crude%?s might
- 'be necessary to auomeht any shortage of supp]y from North -
Amer1can sources.

e mention the'p §sibiTity of a cont1nenta] policy not
because we beligvi it can be developed in the immediate
~future but becduse we feel that care should be’ taken to
ensure that nada, hy its actions and commitments now, *
does mnot- Jjeopardize the subsequent possible deve]opment
of such a 011cy 55 .

"7

b Three pages ater, the Comm1ss1on exp1a1ned 1ts recommendat1on that

\

“no’ 1mport
. i /‘ “

'UnaQEd tates markets were fu]]y exp]olted, wou]d, among other th1ngs,
ser1ous]y lmpair @anada s abx]lty to secure those marPets m1ght f

:ﬁ7tpre3ud1ce Canada e pos1t1on vis-a-vis ex1st1ng United States import -
U

V restr1ct1ons and m1ght Jeopardlze the- deve]opment of a Cont1ne1ta e

energy pol1cy "56

The Comm1ss1on went on, to set down proposed gu1de]1nes for

the Nat1ona] Energy Board to consult in exerc1s1ng ]tS author1ty to :

57

grant 11cences for the 1mportat1on of crude 01] The Commlss1on

fe]t that the Board's contro] over 1mport Ticences, plus 1ts contro]

| over the flow of Canadian crude by . means of 1ts author1ty over p1pe

lines, wou]d be suff1c1ent power to enab]e the NEB to- shape the _}'

»,\.

-

,str1ct10ns be 1mposed to secure the Montreal market with

86

)that such a dec151on, ”1f made, before the potent1a]1t1es of o
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‘ “

{ ‘ ".’d )
' develooment of the Canadian petroleum 1ndustry But the Comm1551on ‘
: @

admi tted that "we have not attempted to set out the deta1ls with
s
respect to a ]1cenc1ng system because we.reallze that exception§!

might be requ1red for certa1n types of crudes and that prob]ems of a .
technical nature may  be 1nvo]ved " The Commission then went on
'
We are of the view that the 01l 1ndustry 1tse]f is able to
supply ‘any information and to assist in the resolution of
whatevér administrative difficulties may arise in putting
into effect such licencing procedure.. The National Energy .
Board, as a permanent body of the Government of Canada, , o
provides a forum where the industry can discuss- its prob-
lems at the Canadian government level. What is perhaps. of
more importance, this Board as an agent of -the Government
4 can and-should keep in close touch at all times with.the"
industry, in all its phases, and with all its problems, as
these have a bearing upon the: rosperity of the Canadian :
economy and of the industry 1t§e]f Consequently, we believe
" that the problems involved ir such Ticencing.procedure should
be resolved throu h di- ssions between the Board and the
1ndustry itself.b

/

. : . .
The- Comm1ss1on thus endorsed the, principle that the Canad1§§ nat1ona1

1nterest in petro]eum matters shou]d be defined by ‘means ‘of government- '

1ndustry consu]tat1ons.1“', | j ‘ L ?V‘ : R

Thq Borden Commlss1on Recommendat1ons
: ~ and the NEB Act

A

) Most of the prov1s1ons of the NEB Act wh1ch are relevant to
th1s d1scuss1on will be spe]]ed out in subsequent chapters. A

vsystemat1c comparlson of thé Comm1ss1on s recommendations with the -’

. ‘prov1s1ons of the Act revea]s qu1te a c]ose correspondence on the

: matters d1scussed above. Further, 1t shou]d be noted-that on -

February 1 1961 within nineteen months of the coming 1nto force of

- the NEB Act the Government also announced the Nat1ona1 011 Po11cy, ; éf

-

s
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wh1ch, 1n effect, 1mp]emented the so]ut1'. to the 011 s1tuat1on
recommended by the Commission. ’ ' '
“b Genera]]y, speaking, the Act attaches fewer and 1ess spec1f1c
cond1t1ons “than - did the Commlss1on ‘to the- export of natura] gas and
’ the construct1on of pipe lines for that purpose " In part1cu]ar,
lthere is noth1ng in the Act wh1ch express]y reflects the Comm1551on s
- concern that exports shou]d not be allowed to the detr1ment of
potent1a1 1ndustr1a1 deve1opment in d1fferent parts of Canada, nothing
| which 1ncorporates the Comm1551on s e]aborat1on of the criteria

2

oaccord1ng to wh1ch the pr1ce at Wh]Ch natura] gas is exported may be

L deemed “fa1r and reasonab]e and in the pub11% interest," such as cost

¢

~

of serv1ceP compet1t‘ prlces ,and va]ue of serv1ce " and noth]ng L/Al:(p

: Uh]Ch ref]ects its recogn1t10n of prob]ems assoc1ated with the /o
market1ng of by products of natura] gas

One of the recommendatlons of the Borden Comm1551on whlch was

€
trans]ated more or less dlrec%]y 1nto the Nat10na1 Energy Board Act

was that ”hav1ng regard to the proven reserves, the export from Canada
of natura] gas, which may from time to t]me-be surp]us to the reason-'
ably foreseeab]e requ1rements of. Canada ‘be penmﬁtted under Ticence. ”59‘
The Comm1551on argued for thls recommendat1an in a manner which also.
1]1ustrated how it might- be made operat1ona] | It made, first, a
thirty-year progect1on of supp]y and demand in the Canadlan market

o and,'second, an est1mate of the potent1a] exportab]e surp]us wh1ch

m1ght be ava1]ab]e over the same per1od depend1ng upon the rate of

‘gas d]scovery and deve]opment It seemed probab]e to the Comm1ss1on e

that the upper limit of the reserve progect1on "would: be assured 1f
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"7g1n fact any re]at10nsh1p whatsoever to the rate of export of gas is.

the 1ndustry had the added ingentive wh1ch wou]d be- prov1ded by
increased export markets. w60 -
The p01nt to be emphas1zed here is that: there is a c1rcu1ar1ty

to this reason1ng wh1ch has pers1sted in export po]]cy ever s1nce

- It-is born of the producers argument that the best protect1on with

regard to return supp1y is the export of gas° The c1rcu1ar1ty con- -

sists’ 1n the fact that the volumes of gas requ1red to Just1fy the

¥

export of gas. (that 1s, the vo]umes necessary to. exceed a g1ven

reserve set aside for the protect1on of Canad1an requ1rements) are -

a]]owed to depend upon the export‘of‘gas for their deve]opment '%"

[

89

whether the rate of dlscovery and deve]opment of reservesahas,_

a quest1on open to empirical 1nvest1gat10n But a‘problem can ar1se K

even, if the new discoveries are: generated. The gas to be exported and

the gas whose expected deve]opment is supposed to Just1fy the export
are, of course dlfferent lots of gas; - the latter may on]y become

'ava11ab]e at‘h1gher cost and *in more 1naccessab]e 1ocat1ons than the

o,

‘exportec gas it is: to rep1ace ¢ S - - : ' -

g Hence, 1t is possible that by maklng exports a]]owab]e onvihe

bas1s of trends in di :scovery,’ proven reserves at current pr1ces w11]_

be exported wh17c the\protect1on of Canadlan requ1rements w111 depend~

"\
'_upon future eserves at h]gv e Jr1ces. Ther Commis ion seemed to be

sens1t1ve to the dangers in this. As related abo s 1t was prepared

to’ concede that future Canadlan requirements shou]d be protected by
- Y

4-reserve growth trends on the basis that "t wou]d be: unfa1r to the

producers to require, at this:. t1me that proven reserves be set as1de=



I~

respect oﬁmreserve growth trends and ev1dence that the supp11es of

“

.natural gas, expected to become ava1]ab1e £y reason of the trends,' '

“are su1tab1y located for transm1ss1on to Canadxan markets."61 As -
_ 5 N .
. the next chapter will show,: the government and the NEB seem to have

SaY

‘taken up only the f1rst of these 1n3unct1ons from the Comm1ss1on.‘

In summary, 1t is c]ear that the - decade of the Flftles saw the
1ay1ng of the foundat1ons of a nat1ona] pol]cy w1th _respect to the
transm1ss1on and market1ng of 011 and natura] gas. Three dec1s1ons
-~ .of the federa] government--those concernlng “the Montana export and the
‘_hWestcoast and Trans Canada progects--and a comprehens1ve set of : tt
'recommendat1ons from the Koya] Commlss1on on Energy, establlshed both |
vthe actual Structure of. the Canad1an petro1eum 1ndustry and the funda—

%mental frame of reference w1th1n which questlons of the a]]ocat1on of

el

......

. s
B ments wou]d be addressed by. the government Thus, the Nat]onal Energy )

;Board’ on 1ts creat1on in 1959 a]ong the 11nes set out by the Borden L
: Comm1ss1on, 1nher1ted three of. the four gas export ventures it was.Q
_eventua]]y to be.its bus1ness to regu]ate a set of". cond1t1ons 1n 1ts
enab]1ng statute 11m1t1ng its exerc1se of authorlty, and a 1ess con-
Fcrete ]egacy of approaches and or1entat1ons to such matters as most
effect}ve means to the . protect1on of Canad1an requirements for '

natural gas . and the cond1t1ons wh1ch proposed gas exports ought to

~._

',meet, partlcularly wnth respect to pr1ce!‘

=
=



In turning"inttheefq;1owing'chapter to a review of how the
National Energy Board has proceeded from th1s point of or1g1n
severa1 contrasts w1th the exper1ence rev1ewed 1n\the present sect1on ‘

shou]dvemerge c]ear]y In particular, the government dec1510ns of

'the F1ft1es and the Board dec1s1ons of the S1$t1es differ w1th o

RN

respect to the number and extent of the actiV]ty of var1ous 1nterests ﬂ; .

involved in po11cy mak1ng or in the cons1derat1on of po11cy,_and ;Se

gradual dec11ne 1n the 1mpact of non-industrial 1nterests 1n Cana a on

the decisions taken with respect to natural gas exports.
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1For a comprehens1ve discussi

energy ‘in Canadatésee John Dav1s, Canadian Energy Prospects,.. Studyq#br '
the Royal Commission on Canada's Ecpnomic Prospects (Walter L. \uordon, '
,Cha1rman) Qttawa; 1957.. A more recent discussion is ava#]ab]e in’

Energy;,. Mines and Resources,

~ AHOTES TéJEHAPTERJIII R

op of the dxfferent sources and us€€ of¥\

‘An Enérgy Po]1cy for Canada iPhase I

(Ottawa Informat1on Canada, 1973). ﬁ% ',“,v

Canad1an net exports of - eTectr1caT ‘energy’ ‘Were - 3 3, of Canad1anﬁnet &;¥~F

- generation in 1972. Imports
01l and natural gas Tiquids,
~production in 1871, and impo

Cae Sy RV -;:.'

m.}. e s

were ‘1.4 per cent.of: demand In Crude .
experts were 54 per cent of CanadIan '

rts were 53 per cent” of “domestic consump= *"{’w”

tion.. In natural gas, exports Were approx1mate1y 45 per cent-of -

1 per cent of domestic consumption. In coal, exporits were 45 per cent

of Canadian production, and

for Canada &

e

"marketable Canadian production, and imports were slightly more than .° ' '

imports were 72 per-cent of domestic . m;;;’z
demand (Percentages. computed from data pr0v1ded in. An Energy PO]ﬂcym

3The Br1t15h North Amer1ca Act 1867 30 31 VTCt., C.3 (U.K.), Secs.:f

91 and“92

4The Pipe L1nes Act R.S.C 1952, c. 211

5

F1u1ds Act S. C 1907, c. 7.

The Exportat1on of Power and

FTblds and’ Importatlon of Gas Act S.C.

1955, c.” 14, The antecedent of th1s ‘Act was- the ETectr1c1ty and

The Nat1ona1 Energy Board Act S. C Q3959, Cw 46

7

-J T hhl]er,dru Fbreuanrade in Gas and Electricity in North Amer1ca‘ -

A Legal and Historical Study

{New York: Praeger, 1970), p. 97; NEB,

" Certain Aspects of Canadian Experience with Natural Gas: A present—-'
~ation to a SpeCIaTVMeet1ng of the OECD Lnergy Committee, Par1s,

: _September 22, 1967*'p .

L natura] s systems din

! 66-167.

11951

33 34 (hereafter referred to as Certa1n

ElseWhere Dav1s quotes testimony to- the

nvolved for one American_company were not less

andi1954 (p. 172). Davis feels that the

éTEASOr en ‘epresented -approximately one- -half to ore- th1rd
e’oﬁ,aTter t1ve sources af fuel in the market served :

, Tbn?“f cond1t1ons preva1T1ng at the time of this
5 + : NaturaT ‘Gas . in Canadian American ReTat1ons,
R J~Lnternat10na] dghrnal XII

VR

'3 (Summer, 1957), pp. 188-190.  Hanson

points outwthat several compan1es m~king _submissions for permission to

export gas’ 1n¢ﬂ950 stressed
Northwest StatES?and Bii.tjsh-

“the)vulnerab111ty in wartime of the Pacific.

Columbia. . . ." He anticipates the.con-

® sequénces of - mdr%*ébmpl teugntegrat1on of Canadian and United States.
hese

terms "It will be'Tess explicitly a

fv::}\ I

92
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" joint venture in the defence™of North America than the DEW Line
project, but it could do more to promote the kind of unity which our )
~suntries require." - '

lOHansoﬁ, op. cit., pp. 188-189. The companies also drgued that "fuel
costs are an element in only a few industries and that although the
petrochemical industry thrives on cheap gas,; it uses relatively small
amounts, " . L ‘ T

o .
v

11See Royal Commission on Energy, First Report; October 1958, Chapter I, :

~Section A, Part-II1. For further elaboration of the points raised in
this sketch of the Westcoast project, see Davis, op. cit., pp. 165-166;
National Energy Board, Certain Aspects, pp. 33-373 Miller, A S
op. cit., pp. 99-111; Ian A. McDougall, "The Canadian National Energy
Board; Economic 'Jurisprudence' in the National Interest or Symbolic
Reassurance?", Alberta Law Review, XI, 2 (1973), pp. 347-353. (The

~Commission issued two Reports, the.first on natural gas and pipe lines,.
and the second on the Alberta to Montreal oil pipe 1line.) -

, 12Davis sees the part played by the ‘FPC in both the Trans-Canada and -
Westcoast cases having the same rationale. ‘As he says with reference -
- to Trans-Canada: "Canadian-gas . . . has been contracted at a price
which takes into acgount the need to build a supplementary line north-
ward in the Minnesota area from the United ‘States gas fields in Texas.
. Again, as a res..t of price setting at the point of entry, some part -
of-‘the capital charges in this alternative American supply line must -
be assumed by pgoducers in this country." An implication of
both decisions ‘is -the reluctance of American authorities to allow size-
able American markets to become wholly dependent upon a foreign: source E
of natural gas. Davis, op. cit., p. 166. - e
_ 13For a full discussion of the Trans-Canada story and of the pipe line
debate, see Royal Commission on Energy, First Report, Chapter 4; '
McDougall, op. cit., pp. 330-4. Miller, op. cit., pp. 111-114; H. G.
_Thorburn, "Parliament and Policy-Making: The Case of the Trans-Canada
- Gas Pipeline," Canadian Journal of Economics and Political Science,
«  XXIII,; 4 (November, 1957), pp. 516-531; William Kilbourn, Pipeline: - .
' “Trans=Canada,and the Great Debate: A History of Business and Politics
¢ {Toronto: Clark, Irwin and Co., 1970). The FPC's. consideration of the
~ ' import from Canada is discussed in detail in H. J. G. Aitken, "The
" “MidwWestern Case: Canadian Gas and the Federal Power Commission," -~ 4
- Canadianr Journal of Economics and Political Science, XXV, 2 (M&y, 1959), .
" pp. 129-143. - o R S o
,;&QA-Gallup-PoT]'of"May 1, 1956 (shortly before Howe announced closure on
“y.the pipe line bill) is quoted to this effect by Kilbourn: "Hearly 75%
-+ of. the adult population of the country ... . said they had heard or
. ‘read of the project. Of those who had an opinion, 45% said they
favored a pipe line:built and run by private Canadian investmrant, :
©_ - while 29% favored one 'built by the government'. Only 17% wanted a -
~ line 'bu#lt partly by the government-and partly by private invastment
in Canada and the United States.'' Almost all of those who chose itue

' B
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@
first alternativ: we o willing to stick by it even if it'meanf’de]ay
in buildin- . e, o oout ﬁf'three favoring a government pipe Tirne
said © 74w nay higher taxes to get it." Kilbourn, op. cit.-
S : g y, g g rn, op. cit
o g s zarc -ubmissions. from 70 parties ‘and received
owri eSS U - 19 “thers. By comparison,. the submissions
" .. ~ce’ ed = NE. in a selection of its more controversial.
- : Numrer s Tows: March, 1960, 20 heard and 21 received;
Auge . 370, 351  d apd - recei.e; November, 1971, 29 heard and
8 recei ' More. . .. -Jmmission received a higher proportion of
submi. i . qron r.1us” ial interests than has generally been the
zase wi ! o Thot s, it received submissions or heard testi-
m-y fr. X b ~on than is usual for the NEB of such parties
as muni.., ... v nion locals, constituency associations of
polilical narties .1« Lividual citizens.,
"16The Order-1a Covv ', which established the Commis ion ig reproduced t t
-as Appendix B. . : o R ’ '
17

18
j‘19

\

\;25Canadian Western Natural Gas' and Northweste: . L :ilities, Ibid.,

p. 429 (hereafter referred to as Hearings).

Royal Commission on Energy, TrahScripts of Briefs and Statements, I-LX,

Ibid., p. 271. -

—_——

—_

bid., pp. 2467-2465. The city'S“sdbmiSsion;a1so advocéted reserve
fields for'municipal»use; p. 2476. M. . ' :

OIbid., pp. 3129, 3143 and 3137.

“Ivid., p. 6751. |
221bid., pp. 3622 and 3655.

. DKL ¥ .
earings, p. 902 (C.P.A)3 pp. 942-944 (Westcoast); p. 4473 (Shell).
The C.P.A. reported there was sone  difference ‘in views among its v
~members on the principle of afforﬁ#ngiprotection to Canadian markets
- before allowing eXportstp.'919){,'Imperia] stated’ that the industry
" could develop logically if Canada.and the " "ad States were regarded
as a single market (p. 4684). ' B PR

———

‘RP. 646 and 674, ' ‘ ’ _
2%81bid. , pp. 1109 and 1114 (Westcoast); p. 720 (Canadian Western and
- Northern Utilities). A joint-submission by several independent pro- -
ducers headed by Amurex 0i1 Company (some of wK?%h_were‘American
controlled and some of which were not) also rejected the ‘proposal
. to ear-mark reserves (p. 2814). » ’ o



N ) . . v/, . . | :

»271 could find no producing or_exporting company who opposed this -
principle, although .1 cannot attest that'every such company endorsed
it explicitly. : ' s R

ZgHearihgs; pp. 7164 and 7195.

agFirst‘Report, List of Specific Recommehdétions. -

30Ibid., Chapter 1, Section A, Part I, Comment #4 (emphasis added) .

ipig, S S LA;____;_;___g;m__~_;_;‘~;uf;_ &

“Ibid., Comments #3 and #4. . | | o
h‘331bidf,7L1§t of Specific Recommendations; R . ‘ ' ’ \ﬁ'

34Ibid., Chapter 1, Section A, Part II,‘Commentp#l. »
:35See,_for example, First Report, Comment-#2.

®1bid., Comment 3. S ,

37, - ' . List of Recommerdarsmne aa ' S

1bid., smment #6; List of Recommendations #4.

[

38Quotéd'byfthe Commission in First Report,gCommentf#IO,
Bpig. I

a

19. .

s

4OCompare‘First Report, List of Recommendations; #'s 11, 12, 15, 16 and;_'

Hibid., #21(a) (i1).

i, , #21(b).

43

See Roya]iCommiésibn on Energy, Second Report, Chapter 5.

44In support of ‘the proposal, the group submitted that it promised a
-substantial saving of foreign exchange to Canada, estimated to amount .
-:.10 about one-quartepses;Canada’s merchandise trade deficit in 1956.
~“""The problem of thavy iry's shut-in capacity was acute, mgreover.
Actual prodgction; ercentage of. potential production #n Iberta
was 58.7 1n"1956 5. £:4957, and 39.2 in 1958 (submission 0f the
011 and Gas ConserWien Board of Alberta to the Royal .Commission on
Energy, as'preseﬁfei*ﬁnﬁTabJe;IX of the Commis ion's Second Report).
That the decline in Alberta's production is attributable to a decline
~in export demand is made ‘clear -in Chapter 2 of the same report,

45Hearih s, pp. 4124 and 4126. The spokesman seemed to shy away:fromf_
- the idea of a pipe line under pub]ic'ownershipqas#meansﬂof'redching .
the Montreal market (pp. 4182-4183). , : A -

85
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6The Commission states in'its Second Report that the Company -gonsidered
its plan to be a sound commercial proposal which "could be financed if

“appropriate through-put agreements. were entered into by the Montreal . .
refinerég (Chapter V). Also, see Hearings, p.~4160.. .

-

.-4

p '

47See‘Hearings, pp. 4792-4808 (Impekja12Qpptm449134499~(§he11); p. 5063 -
{McCoTT Frontenac); p. 5318 (B.A.); p. 5656 (California Standard)
p. 7731 (Sun); pp. 7808-7810 (Petrofina). , - T

48 :

.l
L Rt

Ibid., p. 4920.

49Ib1'd., p. 4287. Also, sée‘Second Reporf,.Chépter 5.

Orbid., p. 4994.

[y

. " ‘L// L .
o v , . . : _
510n most of’ these points, see the citations in Footnote 47 above. Shell

indicated it would not voluntarily sign a through-put agreement with .
. %he pipe)line company {(p. 45643 McColl Fronténac said it would not
~ {p. 5123).. | T o -

*Zearings, pp. 5882-5910 (Bailey Selbourne); pp. 5484-5512 (Canadian
D LA R A L oA

]

53 v . f ' \;\ j ) . :‘: | J » . i )' . < o,
See Second Report, Chapter 64 - . . : - Yy
4 ] . . ) - ., R
*4see Hearings, pp. 7086-7096. S ~
%5second quort;_ChapteEDG; ’ | |
%0rpid. e |
S o SO o o e
57\bid.,'Recommendatiqn‘#5; - ‘ . ~ o
: v

581bid.,vChap;er ngiﬁhe Second Report was released about the same time
as. the NEB was established. ) ' : ' : :

9Fi~st Report, List.of Specific Recommendations, #1. ¥

60

Seé;FootnOte 30 above.
61 -

First Report, Chapter 1, Section A, Part II, Comment #3.




 CHAPTER IV @

THE NATURAL ‘GAS INDUSTRY AND THE.
* NATIONAL ?NERGY“BOARD; 1960-1971

S0 ’ & . S
| Ln 1959 the Canad1ahb60vern$ent created the Nat1ona1 Energy .

. Board and de]egated to it the power to regu]ate the 1nterprov1nc1a1

”thé 1nterprov1nc1a1 movement of natura] gas and petro]eum through

. Lo

Ve

and the 1nternat10na1 trade of Canad1an sources/of energy.l,ﬁfm’

";effect therefore, the dec1s1ons of the NEB conth1on the access tc

a
markets of Canad1an producers of energy and the ava1]ab111ty of

energy’ to Canad]an and Amer1can Lconsumers., . A . 7

A

' The Board, subject to the approva] of the cabﬁnet regu]ates

tha

\
of p1pe 11nes, and it regu]ates, agaln subJect to the approva] of the

. cab1net, 1nternat1ona1 trade in o1] and natura] gas through the/grant-
: hY
~1ing of.cert1f1cate of publlc conven1ence for the construct1on‘of ptﬂ%

- lines as we]] as through grantlng 11cences for the 1mport and export

I
of- 011 and gas. The Board however[’cannot regu]ate dxrect1y the
W .
pr1ce at wh1ch gas' 5 sold Ly- elther producers, p1pe 11nes or d]&tr1-"

_ butors.' The one exceptlon to. th1s s that the-Board S grantJng of an
. export 11cence 1* subgect to its con51derat10n of the pr1ce at wh1ch
- the gas 1s traded at Lhe border,”'that ﬁs, norma]]y, the pr1ce at

. which gas 1s traded between an American and a Canad1an plpe l1ne

company. The Board a1so has the paﬁer, wh1ch 1t has only recent]y
begun to exerc1se, to regu]ate the tolls, tariffs and rates of

b

. the grant1ng of cert1f]cates of pub11c conven1ence %br the construct1on

L.
SN L

v

7

S
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Canad1an p1pe ]1ne compan1es ,3QW. .

"_ It 1s 1mportant to bear 1n mﬂnd that a number:of 1mportant
areas. of federal respons1b1]1ty do not come under the Board S. Juris- -
d1ction, such as the regu]at1on of exploratlon, dr1]11ng and product1on
1n federa]]y adm1n1stered terr1tor1es. The grant1ng of exp]orat1on ’
perm1ts in the Arct1c and off-shore reg1ons is: cé d out by the ‘
Department of Indian Affalrs and Northern Deve]opment and the - o T
Department of Energy, M1nes and Resources respect1ve1y. These
departments, a13ng,W1th those of Just1ce, the EnV1ronment and LT
Transport oversee a: varlety of other matters 1mp11cated 1n the . _*
B deve]opment of petro]eum 1n federa] lands.

S Th1s chapter exam1nes Natlona] Energy Board dec1s1ons’trom

1960 to 197l(xwthe queZtlons wh1ch the Board must dec1de~before approv1ng
the export of natura] gas’ or the constructlon of p1pe ]1ne facilities
for the export of ‘natural gas' the determ1nat1on of the ex1stence and
the s1ze of an exportab]e surp]us of s, the acceptab1]1ty of t:e
prlce pr0v151ons of the proposed export and the’ acceptab111ty oﬁ\any
p1pe Tine fac1]1t1es requlred by the. export As well as ‘to rev1éw

thése dec1s1ons of the Board and 1ts ;Zst1f1cat1on of‘them, an | '
attempt is’ made to 1nd1cate the extent and apparent lmpact of the {
1nv01vement ot‘part1cu1ar interests 1nvthe nak1ng of these dec1s1ons; .t

A

5 The present chapter is taken up” a]most ent1re1y thh the

pub]ic record of the Board's hear1ngs, reports and dec1s1ons In the@vn R
succeed1ng chapter “the debates 1n the House of - Commons ‘on many oﬁ _ v..‘-*“
\ o

L 4

these same matterSHare reported, 1nc]ud1ng the: debate G the NEBJACt‘ s

1tse1f
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- Gas Exports

The';wo'criteria stipulat: . in the NEB Act for the accept-

ability of an application for the export of natural gas are*’tirét

that the volumos to be exported are surplus to Canadian requ1rements

and, second that the pr1ce at which the gas is sold at the border is

.Just and reasonab]e in re]atron to the pub11c interest‘3 The Board °
“has evolved since its 1ncept1on a rather e]aborate and complex set of

’procedures accordlng to wh1ch these provisions of the Act areﬁg1ven

effect However, stated most SImply, “this procedure has been first,

to determ1ne the size of an exportab]e surp]us w1thout reference to

-

- the terms of 1nd1v1dua1 export app]1cat1ons, and then,donly if there

is a surp]us to be exported to cons1der wh1ch part1cu]ar‘EXport

g, .

,proposa]s sha]] be accepted or reJected on the grounds of pr1ce Iny

othenzwords, the ex1stence of an exportab]e surp]us is a necessaxy t

-not a.sufficient condition for the export of gas, whether new fac111—“*

t1es have been app11ed for or not

Determination of Surplus
- _ : R
" K e 'b@

The Board is charged with the résponsibiiity to determine

”whether an exportable surplus of gas exi ts and, second]y, to dec1de

_whether it shou]d be exported These 1atterﬁ%ec1s1ons are subJect to

the ftna] author1ty of Cabinet. vIn'practice the first step is all-
<
1mportant for, -as shown be]ow, the Board and the Cablnet have w1thout

except1on approved exports to the fu]] amount of the exportab]e sur- °hg

)’

. plus wh1ch from t1me td,tlme has been determlned to ex1st. Thus, .

vh_the pr1mary concern of the Board on the questlon of gas export h_ £

O N
I T ./B’Q‘ .J.»--/ T

"




‘grapp11ng w1th s1m‘$an*1s;';'.

';fthrough thelr trade assoc1atlons, made s1gn1f1cant contrfbut1ons to

> N
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. v . .
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B L/ ’

app]icationsfhas_beenﬁto estimate'tangdian‘requirements,'existing
Canadian,reserves, and projecteg“Canadian reserves and to compare
f]gures for requ1rements with those for reserves te d ‘termine the
size of the gas surplus ava11ab1e for export, 1f ar .
here is..no quest1on that thts is. a h1gh1y techn1ca] matter,

and_no attempt w1]1'be made here to assess the;accuracy ofrthe_Board s
estimates. It.is not necessary to prove that'the-Board's estimates‘
have erred in order- to demonstrate thatf he Board's.dse of data,
methods, and formp1ae in arrivingfatjguc estimates is, indeedhmdpt

_ . o o i

oey @ matter for political rather than*technical resolution. Exakples

of . quest1ons which can\only be reso]ved through po11t1ca1 decisions.

: are the span of time over wh1ch Canad1an requ1rements are to be esti-

mated the method of est1mat1ng these requ1rements .and taking them

i1nto account the def1n1t10n of what const1tutes ava11ab]e reserves,

-

whether or to what extent future Canadian requirements are to be
protected by gstablished reserves only or estabTished resérves plus

some port1on of future reserves, and the formu]a for est1mat1ng the

‘rate of grdhth of reserves. ' ' " S

e In dec1d1ng'these questlons, the Board has re]1ed on severa]

'sources. F1rst the government of Alberta and. 1ts (thén) 0i1 and' Gas
b / :

7;Conservat1on Board has prov1ded the Nat10na1 Energy Boa@d with several
"operat1ng pr1nc1p]es and formu]ac. §econd’r the Roya] Commission on

uEnergy establ1shed several procedures, formuﬂ—e and precedents in

-~ o

Sl L
-

ver the years, firms in the

petro1eum and pipe 11ne lutdstrles have }nd1v1dua11y, or co]]ect1ve1y
‘

" v
.<>2
- R

o
o
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these proccdijres, of which several examples Wi11 be reviewed later
.in EN ,04

d tre It has provided a clear summary statement of its original
procedui . or determining the size of an exportable surplus of gas:

, In its report to the vagrnor:in—Counti] of‘March, 1960,'the

N Board, for purposes of estimating Canadian gas requirements

to be supplied from established reserves, included all of
the Alberta requirements as these would grow throughout the
period to 31 December 1980 and, for the balance of Canada,

- took the requirements as they would grow for the first four .
years and levelled them at that rate for the balance of the
period. With respect to future surplus, the Board con-
sidered future reseryes as these Were anticipated to grow
during thirty years and compared this value with the antici-
pated growth of all Canadian requirements throughout the
thirty-year period.5 . - '

The e]ements!of this procedure, therefore, Conéiéted of the,fo]]oﬁiﬁg
\fjve,estimatgd quaﬁtitdes: established resérvés; Qanadfan gas reéuire—'
.: mén?é fdr~a_ﬁwenty-one-y%ar period?”tota] Canadian‘%as requirements
-ffor the next fhirty years; expécted-rate of. growth of reserves; and
total reserves avaijlable in the‘thirtietaﬂyear;
NOfice that these estimates were‘utilized in two separate

h comparisohs ofﬁéupply and deﬁand. Thé'fﬁkst i§ a comparison‘of‘/
avaﬂab1 “uppiy with a'twénty-one#year projeétfon.bf aemand. The
>secoqd'is a comparigon of ayéf]able'piUS projeptéd stp]y wfth a
thjpﬁy-yea( prpjecﬁidn of,demand.6 In effect, thérefore, the‘protéc—

ﬁibh,of Canadian réquirementé-a%fordéd by éstab]iShed;;?serves wés

- for a twenty—ohé—year>periodf Beyond this‘ﬁeriod,‘brgte;tion'of %/

| Canadian reduf gyenfs was ai]owed to'depénﬁ upon{anticipéted~growﬁﬁ
of reéérves. lA]So inc]uded'in'the”futdre surqus ca]cU]atidn (that

is, also-to be mét from fu;ure reserves rather than currently B
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established .reserves) were the incremental Canadian requirements .
) . 14 . . ) “_{T‘H
beyond the fourth year of the twenty-one-year protection period. o

This was spelled out clearly in the 1960 report of the Board:

The requirements elsewhere (than Alberta) in Canada have
been levelled off at the 1963 rate for the balance of the.. .
21-year period. According to the evidence filed before "~
the Board, in general it has not been practicable for «
pipe-line companies to obtain contracts for the purchase

~or sale of gas for incremental requirements commencing

‘more than three or four years in the future. Incremental - T
requirements beyond the 1963 Tevel accordingly have been
allocated to future discoveries of gas. (future reserves).
In every case, all requirements aCcruing after 1980 are .

- sssumed to be met from future reserves. 7 .

EN

i cffeét, theréfore, the reqUiremeﬁts'protécted by establjshéd

4 résefvés Qere-tho§e currently-ugder coﬁtract, p1us the-grq;th in-

- requirements which appeafed likely to poméiuhdér contract;dufing four
jeérs;frOm‘the'pregent. Even during~the twenty—one—yééf'protéction

period, incremental requirements beyond the fourth year were to be met

r

by future growth in resefves;fand, of,couﬁse, all projected requi;&#
~ments in the period between the-tWéﬁty—first and the thirtieth years:

“were to be met from future reserves. . -/

The sighiffﬁance of these points concernir._ the ai]o;é%ion*pf. { #
Canadiahbréquirements*between established and futufe5re5ér0és is thafi
this allocation determines the extent td,which Canadian_requi;emé23§v

e

,depend‘for protection upon the future grpwth of reserves, that ié; on;
the‘rate'Of exp]oration‘for;and development of gas resérVés; Since,
as.is_demohstrated‘above, some part of'thevprétgction forfcanﬂdiAn\
requiremeﬁts depends_upon the futune devé1dpmeht of'reSefves (or on ;.-
'trend gas' as such future réserveslarg oftéﬁ_cal]ed)\an important

‘con$ideratfon is fhenfactors whith detefmfné the rate’of‘grOWth'of
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reserVes\and hence the amount of trend gas ava11ab]e to meet future /
requirements. The Board addresses this point 1n a 1965 Report as’
follows:

Data in-the Alberta Board report 1nd1cate that,.on. an" .

average, 410 exploratory wells have been dr111ed in

Alberta over the past 12 years. The Board believes that

this average rate-'can be maintained during the next 20

years provided the incentives for exploring and drilling |
~are maintained at levels comparable to those exper1enced *
" during the past decade“8 e _ :

~ An important component of these 1ncent1ves is the 51ze of the market
for natura] gas, which in turn 1s 1arge1y dependent upon the amount
of. gas exported from Canada to the United States |
“Speaking analyt1ca11y, it is poss1b1e to conc]ude from the ®
hhconcepts and methods employed by the Board that the protect1on of.
Canad1an gas’ requ1rements depends upon the ma1ntenance ‘and. perhaps )
even the gxpans1on of the preValllng rate of gas exports. The extent
to which th1s poss1b111ty has been realized Yn fact w1]1 be d1scussed ‘
| present]y |

In 1ts Annua] Report for 1969 the Board re]ated qts de]]ber-

1at1ons on. app11cat1ons from a number of f1rms 1+ gas exports
| 'tota]11ng 9.5 Tef. A hear1ng to’ cons1der these app11c§t1ons had

commenced in November 1969.  Prior to the open1ng of th1s hearlng,

s

' the Board, in the words of _the Annual Report

-

f‘dec1ded that it must, in view of the amount of gas proposed
to be exported, re-examine the pr1nc1p1es on which it has
previously considered such matters as Canadian ,gés requi- -
ments; indicated gas reserves, -deliverability dnd projec -ad
trends in rates of discovery; and the surplus remaining ‘

- after making due a]]owance for the reasonably foreseeable

. requirements for gas'use in Canada... . . The Board invited

- evidence and advice from 71 other 1nterested partles on
7these and re]ated quest.,n\

TG

) ) - . o ‘ ° V . ‘J. .
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In the fo110w1ng rev1eJ of the adv1ce rece1ued by the Board and of

1ts subsequent dec1s1ons po1nts re]at1ng to the allocation: of Canad1an
requirements between’ estab11shed and future reserves, and to the con—‘
d1t1ons conduc1ve to the growth of reserves, are emphas1zed vThe
Board made two procedural changes 1nvo]v1ng these points. It
abandoned the future surplus ca]cu]at1og, and it a]tered 1ts opera-
t1ona1 def1n1t1on of supply.

‘The source of the Board's new po]1cy concern1ng the determ1n-
~ation’ of suerus is clear and acknow]edged by the Board: "In respect
of the future surpTus Lo cu]at1on the Board has dec1ded to adopt a B
method s1m1]ar to that recommended by A]berta and Southern uh1ch is
based on a repet1t10n of the current surp]us ca]cu]atlon at 1ntervals
in the future, w0 . o . R
\\ A]berta and Southern (which, as described below, is not on]y

-foreign controt]edvbut is an 1ntegra] part of an internat1ona] enter- -
" prise engaged N the purchase transmtss1on and dLstr1but1on of

11

The

natura] gas) had argued for 1ts rgcomme;?ed method on two grounds..
g- term forecasts

v One was the a]1eged unre]1ab1]1ty of lo
other was the adverse consequence it attributed to the over—protect1on
of- Canad1an requ1rements, Wthh it c]a1med wou]d result. 1f the Board
decllned to alter its current procedures , o ',?’ -

It seems to us that at this po1nt in time we see ?Lc &

" h ultimate resefve of natural gas in Canada with he
,/’““Tﬁgﬁstry still in its early stages of development and still

requ1r1ng incentives, that is, markets, that there is
~danger in repressing the deve]opment of product1on by 12
show1ng too- much concern based on a future surp]us figure.

A]berta and Southern S recommendat1on is Just1f1ed therefore, in

tenns of grow1ng markets and - expanded productlon.‘ The a]ternat1ve
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procedure it proposed was a "projected surp]us" which in ,Jéa;
s1mp1y repeat1ng the current surp]us ca]cu]at1on as. 1t would be done>.'
at a series of future po1nts in tlme up to 10 years in the future. nl3
This is the formulation adopted by. the Board wi th the s1ng1e modifi~
cation of extend1ng the prOJect1on to 20 years.14

Dur1ng the hearwngs, the question of the Board's . calculation
of*surp]us rece1ved attention from a varlety of interested parties,
and the terms in wh1ch they addressed this quest1on ]eaves no doubt
that what they perceived to be at stake was. the degree of protect1on
of supply afforded Canad1an markets or; conversely,. the amount of gas
ava11ab]e for export. Forjiexample, the Canad1an Petro]eum Assoc1at10n,

.wh1ch speaks for the Canad1an aff1]1ates of the major 1nternat10na1
501] compan1es, stressed as a very 1mportant cons1derat1on "that cur-

_ rent and future surp]us be calculated in such a manner as w1]] m1n1m1ze
to the greatest degree possible the- risk of. contractab]e reserves '
hav1ng to e g as1de in excess of those vo]umes of gas for wh1ch
the purchasers of Canadian requ1rements are actua]]y prepared to con- N

}tract for [sic]. n15 The CPA a]so suggested that the prOJectlon of
'c&rrent requ1rements beyond a ten-year period cannot "reasonably meet

'the test of fors seeab1]1ty as required urder sect1on 83 .0f the Act,"

“’and recommended several changes in the method of ca]cu]atlng supply .
‘aimed at en]arg1ng the supp]y est1mate.16 _
" The Independent Petro]eum Assoc1at1on of Canada wh1ch speaksy
,’by and large for petro]eum compan1es wh1ch (a]though in most cases
fore1gn owned) are 1ndependent of the magor 1nternat1ona1 oil com- 1 '

panles and large Amer1can based 011 compan1es,astated 1ts agreement
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\w1th the 1dea "that we now have surf1c1ent 1nformat1on about the

i

‘ potent1a1 of Canada to justify a ]1bera]igat1on of the formula for

‘determ1nat1on of surp]us w17 Spec1f1ca]]y, the IPAG~recommended the ;

Board take into account f1fty per cent of the reserves then c]assed

'as beyond economic reach "and 1nc1ude in that category as d1scover1es

are made the 1n1t1a1 estimates of probab]e reserves for new dis-

u18

cover1es,l . There was, in add1t1on, a]most complete unan1m1ty on

these points among producers who dealt w1th them in 1nd1v1dua1

subm1ss1ons, such as Gulf, Shell, Amoco, Amereda Hess, and Mobil,

all of whom- are foreign controlled firms;lg_ The one exception was

'%Canad1an Fina, who expressed support for the current cr1ter1a and

method of ca]cu]at1ng surp]us.ao‘ v. _ | '

Oppos1t10n to changes in the Board S estab]1shed procedures
and support for a conservatlve att]tude on exports was voi -ad most
strong]v by Canadian d1str1butors and consumers of t*ural gas, that
1s, B.C. Hydro Northern and Central, Gaz' Metropol;ta ne. Consumers'

Gas, and Union Gas.21 They were joined in th1s oppos1t1on by all of

the prov1nc1a1 governments ‘represented, except A]berta. Of the four-

export1ng compan1es, Trans-Canada and Hestcoast who. un11ke Alberta

~and Southern serve Canadian asewell as American markets, did suggest
'some changes in iethods, but generally. argued for a conservat1ve

'approach to determ1nat1on of surp]us.22

It was ~argued by some of these part1es that the’ proposed

‘-departures from estab]1shed procedures would have the effect of
-2

freelng vo]umes of gas ﬁor export which had hltherto been reserved

1

for the protect1on of Canad1an markets and 1ncreas1ng the dependence-‘
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of Canadian consumers on future and more costly supplies. It was,
for examp]e Quebec s view that

N o
- there is no need to accept the suggestion made to include

all or part of the reserves beyond economic reach or

those deferreﬁ for conservation purposes in order -to

establish avatlable reserves. In.fact, these reserves, R

whether proven or not, are not available to the market,

and their inclusion in available reserves could only

increase artificially, to the detriment of the Canadian

consumer, the surplus for export purposes.Z3

These sentiments echoed thosedof"Ontario, and hoth provinces pointed
out that on1y by . rev1s1ng 1ts formula for determ1n1ng surplus cou]d
: dthe Board grant all the exports sought. 4' The danger which most of
‘the opponents §aw in doing so was well expressed by B.C. Hydro: “We//'/
are opposed to any policy of committing all known reserves to thet
5 | support'of'export'contracts, as this would mean that Canadian/Customers?
'wou]d be ca]]ed'upOn to pay a dtsproportionate»share"of futt o dis-
covery and development costé “25 o | |
\’//i? ' , The clear concern of all these parties was to protect Canadian

;markets in terms of the price and ava11ab111ty of gas, in the face of
rapidly increasing demand in Amer1can markets Their genera] insist-

‘ anee‘was that this-protection be afforded so far as feas1b1e out of
estab]1shed reserves, their genera1 fear uas that protection of supp]y
would be a]]owed to depend too heavily upon future dlscover1es at -
h1gher pr1ces None argued that gas would be unavailable 1n the
future in thessense that the required gas was not there or could not
‘be deve]oped iiutwthey d1d argue that it coqu only be made ava1]ab1e

S

' at pr1ce 17 ~1s uh1ch they would find. harmful They opposed -a_Tliber-

s~

‘alization of the surp}us caltu]at1on because 'to do so ‘would be to

increase the amount of established weserves committed to'export

A
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markets, whieh in turn would make future Canadian requirements.more
dependent upon trendfgas., The danger thev saw tn this was'that a
‘condition of trend gas, of the future discoyery and development of
reserves,‘was higher‘gas prices. | o
, Those advocatfng changes ip~the‘Board's methods preSented.Tn
- a different'1ight the re]ationship between ekports,lcanadian require- -
ments and:future reserves Accord1ng to these part1e&4)the best
protection for future Canad1an requ1rements is an expand1ng 1ndustry
and the best assurance of an expand1ng 1ndustry is a-rapidly expand1ng
market, that 1s, a rising rate of exports. - As the spokesman for '
Amoco put it, "new" d1scover1es to be made afford'to the Canadian con-
isUmer_the best possib]e’protectionﬁfor his future gas needs ,"20
However, it was argued *Hat‘these new discoveries Will accrue at a
'rate ref]ect1ng ‘the incentive ava1]ab]e in the form of rap1d.y
expand1ng markets, wh1ch cormes down .to’ exports. fo quote Dome: "“If
the export of gas in Canada is discouraged dr restrajned, we,run the
risk the vast_pbtentiai resourcetof the Canadian_north will never be
utilized and will therefore be 1ostito the Canadian con’sumer.f'27

This basic argument that future Canadian requirements are ’
better protected by 11bera1 than by conservative export po]1c1es and
that consequent]y, the Board should alter lts current pract1ces, was
i repeated by the CPA the IPAC, “Amoco, Banff ‘Amareda Hess, Dome,

bhell, and Hob1] 28

(Canad1an F1na adduced the same argument, but
in a context other than that of the surplus ca]cu]at1on ) in
addition to these producers and producers assoc1at1ons, the argument

vias advanced by Alberta and Southern, and by the,Government of
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_A]berta.30v Many'of these'submissibns admitted that r argument

enta1]ed both the development of northern and/or off- shore reserves

y
of ‘gas and higher we]]—head priC' . To cite Amoco as an i]]ustration,

" the company po1nted out that. the .cost of exploration and product1on o
in the more remote areas of Canada "is extremely h1gh“ and that as a
result L R » .‘ p | f.p‘ NG

it Wiil be necessary to establish higher gas prices as wellv

as other economic incentives to the benefit of gas produ-- -

cers. Unless such incentives are made available, it will
be extremely difficult for the produceys to justify the

acceleration of drilling programs to the extent necessary - e
to fulfill the, 1nd1cated rap1d1y arowing future market y
requirements.31 - , A

One of the v1rtues of an expand1ng rate of exports, accord1ng to pro-
‘ducers, is the upward pressure they would exert on well- head pr1¢es,

‘thus fac111tat1ng and encouraging expans1on of the industry.

o V_The producers' submﬁssiOnsithat 1ncreastn§ exports are a »
"necessary condition for expansion}ne particuTar]y tmportant if future
"Canadian.requirements_are dependent upon the deve]opment'of remote

.and COnsiderah1y more costly gas reserues;.if,these‘premises are .
correct the Board would he forced to provide for future Canadian |
'requ1rements not by’ denying export appllcat1ons, but by appr0\1ng them. -
- If Canad1an access to future supply is thus dependent upon the pro- A
_ducers access to 1ncreased Amer1can markets, then’ Canad}an consume:s

o

must'pay the higher prices of remote reserves or go without gas;in
the future. vf”;} o 1_ o . .’ : ' o 'h; et
Th1s study w111 not attempt to assess the degree of truth. in

these prop051t1ons. However;;the Board itself recogn12ed_the1r force

-

and expr :sed a concern to avoid the potential harm_tOjthe interests
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of Canadian consumers they might efitail. #For instance, in announcing

that it was prepare&f%o shorten the normal term of new export
R i ' .

\w\“\

.

1icérCes; the Board diSCUssed;these pointé\as fo]]owsf.

This general approgch would have the merit of diminishing
in some degree the “'pLe,of the argument, advancéd by some
Canadian distriPdfion’ companies and. some provinces, that
the'granting,@f;@*ﬁﬁft‘]icences for long terms, “with full
protection as tg,5¢pply, tends to dedicate an undue propor-
~tion of presently available reserves to exporg markets,
il leaving Canadian requirements bevond the relatively short
~  "-term to be met out of gas yet to be discovered; and probably
to come at higher cost from riore remote areas. - If . . .-
increments of expért throughput were. licenced for relatively
short terms, United States ‘and Canadian customers would
share more equitably in whatever may be the costs of. future
increments of supply to be committed to Canadian and export
markets .32 _ ' o

Moreover, the possibi]ity.that,futUre Canadian requirements must -
- depend for protection upon the expansion ofvthe'induétry is apparently
"/real'to the_Board:‘ ) _&}Q . R L R
) ) . ;'.:.';'/.' .« ‘. .‘ @3 . ) , . “
The distribution companies will not be adequately serving
their own interests and .those of their customers. if they
fail to contribute their share to the incentive for that
increased rate of discovery which is essen¥ial if ‘the -
Canadian gas producing-industry is to contiRue to develop.
They cannot safely assume that the limitation of exports
will by itself ensure that adequate supplies are avai]i§1e -
at reasonable prices.33; I : v

K

These two statements_byftﬁe4board may seem to have taken the
discussion some distance fromlthe_specific.quésfion bf'the‘forhu1ax§ndv
Procedure§.for determining Whether.a surplus of gas is available for _34 .
export; That, howevéf, is preﬁise]y the pdfnt. ;Thevapparéntlyvtech- 
hica1'grobiem of makiﬁg and Qtiiizing such gsiimates as Canadian
requ{rements; anadﬁgn reserves, énd tfend5'3n~discoveﬁy, is ipextri-
.cabrekfrombthe pb{jtical»questiohzof how to distribu%é the various

costs and_benefits associated with bringing_Canadian'gas,to Canadian
) N . - ‘ _ . " - » - . . ‘.:/
f LT ) .

R



; po]1t1ca] po11cy mak1ng body in act1ng as a regulative, 1mp1ement1ng

”solut1ons to the techn1ca1 duest1ons which will P

po]1t1cs of natura] gas’ exports.

‘and American markets It is in th1s sense that the Board is a

S
body. Moreover, as I have attempted to show above “the: subm1s51ons

by parties 1nterested Tn the Board S decws1ons co{s1stent1y press for

omote or protect

Y‘

'the1r advantage in thg d1str1but1on of costs and benefits 1nherent

RN

. in the decision; and’ tdr th1s reason the NEB S surp]us ca]cu]at1on

oLk »

const1tutes the foeus of po]1t1cs, or at least a 1arge part of the

)

y- L | Export Prtce-’

Any d1scuss1on of" the Board S procedures for dec1d1ng to-

>approve the pr1ce prov1s1ons of a part1ea1ar app11cat10n for %ﬁe

'export of gas w111 be comp11c& ed by the Tack of cons1stencyron the

'app11ed at ony

o

part of the Board in app]y1ng 1ts own cr1ter1a. The d1fference

between the: Board s enunciation of cr1ter1a and gen ral pr1nc1p]es
e .

and 1ts appl1cat1on 07 thése to 1nd1v1dua] cases 1s nowhere greater

~than 1t is W1th{respcct to pr1ce Neverthe]ess, some 11ght at the . {f/ﬁ

end of th1s tunne] o. coms ]ex1ty may be ava1]ab1e 1n the form of the

Board S own conc1se defini= ion of three "tests" vihich 1f}has exp11c1t]y
- 'S P

"attempted s1nce 1967 “to app]v to the pr1crng prkv1s1ons of a pro—‘

Al

posed export }éj

The tests werb orlg1na11y g1ven prec1se and/forma] def1ntt1on '

ln\the course of the Board S cons1deratlon of an - app]1cat1on for

export by WPstcoast Transm1ss1on 1n 1967, although each test has been

e NN

x
time or another~to partxcu]ar decisions taken since

fﬂﬁ .

we,
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1960 By August 1970 the Board had apparent]y dec1ded to app]y

che %Q hree tests generally to all the app]1cat1ons before it at’ the
) 1o
‘.AllL ] ) -_. .

Sect1on 83(b) of the National Energy Board Act requires
‘that the Board must satisfy itself that-the price to be l ‘
charged by an applicant for gas to be: exported by him is : "
just and reasonable in relation to the public interest . o

While it must have regard to all cons1derat1ons that appear
to 1t to be relevant, the- ‘Board considers it appropriate -
,under ex1st1ng circumstances to apply to the cases now
~ "before ity mutatis mutand ». the . cr1ter1a set forth in .. - C
- 1ts 1967 decision,34 : ) 2 o

.
The Board then repeated 1ts}mﬁaborat1on of the three tests,has fo]]ows

(1) the® export pr1ce ‘must recover 1ts approprlate share : ;rm*
fof the costs incurred; . S

(2) the export price should under norma] c1rcumstances.
~not be less than the price to Canadians for 51m1]ar . L
“deliveries in the same areg; and , _ .

(3) the export price of gas should not result in pr1ces L
in the United States market area materially ]ess_: .
than the least cost alternative for energy from
indigenous .sources. . - \‘ o _
vHoWéver, the app]1cat1on of these tests to the var10us export app11ca-
S
tions has varied cons1derab]y, as descr1bed be]ow, and has evinced a
des1re on the part of the Board to a]?ow except1ons more often thah/
' to app]y a ru]e Thus, the d;scu551on/e£\thg Board s application. of
‘ 1ts cr1ter1a w1th respect to prlce is not amenab]e to genera11zed
' 7treatment It is better recounted in the context of ‘a d15cuss1on of
the four 1nd1v1dua1 expogt comp]exes. (An ana]ys1s and rev1ew of . the
’.ent1re PECord of the Board s dec1510ns in these matters is part of

‘the conc]ud1ng chapter to th1s study )

o . FRERRT . R N
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. Alberta and Southern and ATberta NaturaT Gas

n

Both of these companies are Canad1an subs1d1ar1es of the
Pac1f1c Gas and E]eCtPTC Company of San Franc1sco (P G. and I

. wh1ch dlstrlbutes gas in- Ca]ifornla Alberta”and Souther” is who]]y

owned by P G.»and E., while RTberta Natura] is controllecd Pac1f1c.
Gas Tran5m1ss1on Company, Which is in turn contro]]ed by > .G. and E. ‘
:ATberta and Southern purchases gas from various producers and has the '
gasttransported to the ATberta British CoTumb1a boundary by ATberta
‘Gas- Trunk Llne. The gas is transported from there to the- 1nternat1ona1
boundary at K1ngsgate, R.C., by: ATberta Natura] and sold to Pac1f1c
Gas Transm1ss1on as author1zed by Lacences issued by the Nat10na]
Energy -Board. From.hereVTt is carried by Pac1f1e Gas»Transmlss1on to -
.California where it.is finally sold to P.G. and E. N]th respect to
th1s aspect of 1ts operations, ATberta and Southern is cTear]y a
- Canadian component of a vert1ca]1y 1ntegrated fore1gn control]s’ | !
.corporat1on,‘as is Alberta- Natura] (The other aspect of Albe |
and So thern s operat1on, the saTe of gas to Canad1an Montana, w1]T

B ‘o

be rev1ewed short]y )

-

’,—

Three str1k1ng features of tra ATberta srd Southern prOJect are °
flrst that it is the Targest s1ngTe axport =f c.s from Canada,
' ’second that this export is made on essent1a]1y a. cost of serv1ce

1b351s, and th1rd the Alberta Southern proaect servés onTy Amer1can

markets.?’5
A

. of parent-subs1d1ary re]at1onsh1p ana]yzed earTaer in Chapter II ~It

Thus, 1t const1tutes an 1nterest1ng 1nstance of the type

aTso prov1des a ‘case of an attempt Targe]y unsuccessfu], to prevent )

through government regulation practices on the part of a fore1gn‘

o
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controjted corporation'which benef- its parent or its home country

at the expense of the host country. It w111 be shown below that the

Alberta and Souti2rn project has been perm1tted by- Canad1an authori-

lt]es to expcrt a large port1on (th1rty to forty per cent) of Canad1an
‘jexports of natural gas and for that matter, a 1arge port1q@ fifteen Z>
~to twenty per cent' of Canadian production of natura] "gas, at prices
,j‘wh1ch for severa] years have been below the1r fu]] va]ue. Moreover,bmt‘ N
' because,ot the fact that the company is an exporter exc1u51ve]y,

there can be no a]lowance made on the bas1s of sharlng cap1ta] costs

between export serv1ce and Canad1an serv1ce in the manner cTa1med to
-be the case w1th Westcoast Transm1ss1on. d |

‘In reviewing A]berta and Southern $ first app]idation for

. 5

export the Board noted that the" gas "wou]d berpa1d for, not on a
.f1xed price bas1s, but on a cost of servgce basis. "36 It further

" noted "the absence of sa]es in Canada or in areas of the Un1ted States
c]ose ‘to the p01nt of export of. such a nature that a compar1son of

W37 - 3

pr1ces can usefu]]y be made. It noted f1na11y that it was ”sat1s-

- fied on the ev1dence before it that P. G and E's est1mate of the de]1vered
cost of Canadian gas at Antloch would represent adequate va]uat1on of

that gas under present circums ances.“38é On these grounds, the Board ; :4 .

N

declared the pr1ce just and reasonab]e in re]at1on to the pub]1c
1nterest and approved the export .' . _ “V.
~In 1965, when A]berta and Southern was mak1nEJa second app11-

catxon for export, doubts were ra1sed by westcoast T ansm1ss1on

';ﬁ whether one of the cond1t1ons of the initial export—-that the 1mported
gas received its fu]] value in the market in wh1ch 1t was u]t1mate1y

EY
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so]d--stf]] obtained for'the second export 39 A]herta and'Southern, .
on the other hand, contended that ‘the export should be permi tted
prov1ded on]y that a fair price was recejved at the we]] head for th@
_-resource and that transportat1on charges to the border were reason-

abTe. 40 The Board S conc1u51on on these po1nts, in approving the

‘ app11cat1on, was as follows: '

? SR
Insofar as price is concerned Alberta and Southern would
obtain the gas-to be exparted as a result of .arms length
‘barga1n1ng with various™ producers in Alberta. The sale
‘price at the international: border consists of this basic -
cost of the gas to which are added Alberta. and Solthern's
cost, with a return of 7 1/2%, as well as all costs of
_transportat1on computed on a cost of serv1ce ba51s.41

By 1967 the Board was appTy1ng the- fo]Tow1ng three tests to
_Alberta and Southern S th1rd app]1cat10n for export the pr1ces of
Canadian d1str1butors compared favourably with the price of the pro-
posed export (a compar1son wh;ch had here ‘ore been deemed 1napprop—
r1ate), the purchase cost of the gas to A]berta and Southern was the
resu]t of arms- -length’ barga1n1ng with Alberta produceps, and the cost"
of serv1ce prov151ons automat1ca11y assured a7 1/2 per cent return

4z Slgn1f1cant1y, the cr1ter1on app]1ed to the 1965

. on fac111t1es
and 1967 appllcat1ons, ‘that the st of gas to Alberta and Southern
. was estab]1shed througﬁ arms- 1ength barga1n1ng w1th produCers, co1n-

c1ded w1th the neg]ect of the con51derat1on that the gas reach a fa1r

- value in the market served

By August 1970, in cons1derat1on of a fourth app]1cat1on for
gas export ‘the Board foun< chat, in fact, tf price at which A]berta

and Southern proposed to sell gas wou]d r‘su1u§1n prices in the

: Ca]1forn1a market Wh]Ch vere significar 1y Tower than the 1east cost
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alternative for'energy ip that market.4j‘-51nge the Board recqénized

that the application had met the other two tests with respect to

price--full recovery of costs incurred and favourable comparison, with
S , > 3 - T
prices to Canadian customers in the same area in which the export

takes p]acé—-its'décision regarding price would turn oh satisféctﬁoh?
 ofAtH§ third test.?? o |
- While. the Board was willing to coﬁcede-thc difficulty in being
précise about thélfaiiure-of thevappTication to meet this test, it
did not hés1tate:éither fd dec]aré this failure or to sbe]] out the
conseduence of this‘fa11ure: :

From its analysis [The Board] considers that there is in
the present circumstances some gaps, even though it can-
not be readily identified, between the ‘cost of Canadian
gas delivered under present contractual arrangements and
the cost of the lowest cost alternative energy from indig-
enous sourges. . This gap, or cost of cost of service,"
represents'a,subsidg by .Canada to the United States con-
sumers of the gas.4 B - -

[0

Given this-assessmentgfit is‘interesting?to_note'the grounds on. which

: - e .

;‘the Board'u1£§%ate1y,ru1éd in favour of the application, since in
doing so it was °© cessarily appealing to bﬁﬁncip]eé.aﬁd,criteria which
overrode the three tests it had previously established for the

- ~acceptability of pricing‘provisiohs of a proposed export.
| First, the Board stated that™\t '

.accepted that>%here is considerable forte:in the logic by
which the applicant sought to demonstrate that the Board's
‘third test' .'. . is not usefully applicable to an export
bas 1 on cost of service, but that the justness and reason-

~ ableness of the export price in such a case must be adjudged

in the Tight of evolution of prices over the history and 2 e
foreseeable future of the project.46 o S - VS

Seéond, the Board pointed 0utlthét'there was no easy éo]Utidn to the

price defiéiehc&, since an attempt by the Board to insist or a hﬁghér‘_
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pr1ce at the border would have 1mp11cat1ons
so intricate that thie- Board has abandoned the 1dea on-
grounds of practicality and some doubt as. to equity; wou]d
possibly disrupt sales arrangements already made with
producers and defer producers'-realization on their invest-
ment in deliverable gas; and, finally, would Teave the
needs of the California market for gas wnsatisfied at a
time when gas supply was a very grave concern for that
~area; . :

~and conc]uded that, “these resu]ts 'ou1d obv1ous]y be unpalatable to
at] concerned ni7 Thlrd]y,

the A]berta Ca]tforn1a project, in which Alberta and
Southern is ‘the exporting entity, has made a very sig
ficant contribution to thE“develogment of the natural gas
. industry in Western Canada, and 1 the course of building .
up its highly efficient and wholly ‘reputable enterprise has
“hitherto paid more for Canadian gas- than it need have paid’
for gas from United States sources-. ,
. : it

»Fourth

- The Board is of the view that 1t viould be 1ncon51stent with -
the amity and comity which has come' to characterize rela-
tions between the United States and Canada in respect of
trade in nakural gas to withhold approval of the last 18 to

.20 per cent of the optimum through-put of the transmission
system bpecause of doubt. that the price for: the last incre~
ment will reflect its full opportun1ty cost in the’ Ca]tforn1a
market.

Fifth, "no 1ntervenor opposga the app11cat10n and many supported it. 050

None of these factors was cited in térms which suggest that
they were cons1derat1ons Wthh the Board felt are of genera] va]1d1ty

ility. Rather they were presented in the ‘report very much ,

as part1cu1ar cir stances whqch Justrfled the neg]ect of general

- e, B

‘pr1nc1p1es prev1ous]y estab11shed *These pr1nc1p1es, it may be noted
had the form. of ref1nements on the Board's notion of the Canad1an
pub]lc 1nterest. ‘The Board seemed to be aware that in approv1ng the -

, 'price‘prov1510ns of th1S app]lcat1on it had stretched the lipits of

P
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racceptab111ty under 1ts own stipulated def1n1t1on of the pub11c
interest; for it proceeded 1mmed1atey& from approvaT of ‘this appT1ca—
‘tion~to the warning that Atberta and Southern and 1ts affiliated

| compan1es should ”exam1ne alternative pricing methods w1th arview to

: estab11sh1ng one more read11y reconc11ab]e with the pub11c interest of

Canada."51

One can 1mag1ne Alberta and Southern and its aff1]1ated
: compan1es flnd1ng th1s an onerous charge, given the difficulty of
know1ng from the Board's own statements and act1ons prec1se1y what

- that public interest 1s

G P

”Canad1an Montana _‘
Canad1an Montana purchases gas from A]begta and Southern and
| exports this gas to its parent company, the Montana Power Company,,

for final sa]e in market; served by the latter: 1n Montana. The gas

is purchased by ATberta and Southern fr0m producers and is transm1tted‘

- by ATberta Gas Trunk to a point in southwestern ATberta‘1 where Tt

enters the p1pe “tine. of Canadlan Montana (@ ~i. Tline four m11es in

&

:’Tength and of . s1xteen 1nches d1ameter) for delivery to. Montana Power -

- at the international boundary near Cardston ATberta.g

T ! Yo

The progect 1s a cont1nuat1on of the first s1gn1f1cant\export o

"of gas from ATberta to the Un1ted States.  This f1rst sa]e was under-
taken during the Korean War at the behest of the Amer1can m1T1tary 3

~and the Canadian Department of Defence to meet emergency gas requ1re-h

R

ments’ of non~ferrous metal 1ndustr1es in Montana.52‘ The exports under

‘th1s prOJect T1ke those of the exports to Vermont and New York through;

’ N1agara are regarded as spec1a] markets by the Board, in that the

areaspconcerned are 1soTated and the voTumes exported are on]y a sma]]’

(i
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proportionjof total Canadian exports, Nevertheless, like the Niagara
exports,'they seem to carry for the.éoard the conscious commitment-to
supply incremental requirements.53

| Canad1an Montana- has, from the beg1nn1ng, sold gas to Montana
Power on a cost—of—service bas1s. In 1ts cons1derat1on of the f1rst
application to the NEB from Canadian- Montana, the NEB stated: "AS .in
the case of Westcoast and A]berta and Southern, there is no sale in a
vcont1guous area of Canada by which the adequacy of the border pr1ce
is to be established on the bas1s of rost of serv1ce.",54 Thus, this
export was perm1tted on the bas1s of satnsfy1ng only one of the three
tests fonna]]y st1pu]ated 1ater by the Board, namely, the fu]] recovery
vof costs ‘incurred 1n the export venture, 1nc1ud1ng at Teast a 7 1/2
per cent return on: cap1ta1 ' _ '_ :

No attempt was. made with respect to th1s appllcat1on to deter- b
m1nelthe cost of a]ternat1ve sources of energy in the export market. -
This 1atter test however was app11ed to a second app]1cat1on sub-’
-m1tted a short t1me later by Canad1an Montana where the border. price
of 15 42 cents in 1960 was<{ound to compare favourab]y w1th the price |
at wh1ch Montana Power purchased gas from another supp11er of gas in
). 55 in arr1v1ng at-this dec1s1on, the
Board found it was still unable to app]y a test with respect to the
price of gas to Canad1an consumers in a cont1guous area because,
~ while the app11cant had such customers, the sales were reta11 sales
‘and -therefore, "under the Jur1sd1ct10n ofvthe appropr1ate A]berta
\\author1t1es, rates for such sa]es are not properly comparable w1th

196

'border pr1ce L Neverthe]ess, the Board d1d add that all the f
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Canadian customers of Canadian- Montana have g1ven\ev1dence that the

)

Company "has g1ven us good service at reasonab]e rates\\57

'_ In a 1967 dec1s1on, the Board: rendered a favourab]e dec1s1on°

.on pr1ce based simply on grounds that the cost of serv1ce assured an «

adequate return and that the. purchase of gas, conducted by Alberta

“and Southern for later sale to- Canadlan -Montana, was at arms- -length, 58

€

In an August 1970 dec1510n, the Board justified approva] of the pr1ce.f

prov1s1ons 1n an app]1cat1on submltted by Canad1an-Montana on: the
bas1s of full recovery of costs (the f1rst test) and a favourab]e .
compar1son of the border pr1ce with the cost of a1ternat1ve sources

'y energy in the market served (the th1rd test) - The second test was
de.;ared 1napp11cab]e because ghere were no Canadlan customers to whom

sales could be made. 59 However, perhaps because of the prominence

given to the prob]ems -of cost of service pricing w1th respect to

'A]berta and Southern S app]1cat1on, the Board seemed to fee] that it

N neFded to prov1de a further Just1f1cat1on for f1nd1ng the border price

to be just and reasonab]e, "notw1thstand1ng the Board's reservat1ons

as to the cost of serv1ce pricing niethod. w60 The Board followed this
conc]us1on 1mmed1ate1y with this statement

The underlying thought here is that Canada has for many
years supplied the incremental gas-requirements of
Montana. . ., ., So long as Canada is prepared to export gas
for California markets oh a cost of service basis, it
would be unreason le to refuse to allow a small fract1on
of that export stream to go to Montana on the same basis,
as a sort of 'border accommodation,' that is, the provi-
sion of service to an area cont1guous to the Canada-
United States border which cannot be economically prov1ded
with adequate service from the sources in the country in
-Which the area 1in quest1on s a part

©



‘ Trans-Canada'Pipe'Lines

Trans- Canada transmtts gas from the Alberta- Saskatchewan
' border to Canadian markets in Saskatchewan, Manitoba, Ontario and
Quebec and to Amer1can markets " through Emerson ‘Hanitoba Niagara
Fa]]s, Ontario and Ph1]1psburg Quebec The main transm1SSTon line,
'carry1ng sixty-five per cent of Trans- Canada tota] through put, is
located ent1re1y w1th1n Canada, and the: rema1n1ng thlough -put is
exported at Emerson for sale in the United States or for transm1ss1on
to Eastern Canad1an markets via Great Lakes Transm1ss1on C@mpany, an |
-Amer1can corporat1on of wh1ch Trans Canada ma1nta1ns part ownersh1p
Trans-Canada emerged 1in. its present form as a resu]t of an-ﬁ
’amalgamat1on in 1954 of two compan1es with rlva] proposaJs for '“
market1ng A1berta S natura] gas, of which one‘had appﬂied'tofAFber%

to supply gas to Eastern Canada and the. other had app]1ed for*supp

-to serv1ce markets in Canada as far east as W1nn1peg and then to

export td the Un1ted States from Manltoba The present Trans Canada ‘
:system is in. fact a merger: of the two schemes §Z.ﬂt, J ‘A ﬁhn, B h
- cIn cons1der1ng Trans-Canada ° f1rst export app]1cat1ons to.a:
the NEB one through Emerson and the o'her. througr N1agara Fa]]s ‘
’the Board stated that A "d v ; *%fviff:, e ’

one test that .may be applled is for the Board to be Y
-satisfied that the export price is fair in relation to ‘-ﬁ
“the prices charged to Canadian distributors in the areag ‘
.adjacent to the point of export, with due allowance’ belng *f

made for variations in-the terms and cond1t1ons of sale.
This the Board proceeded to do. w1th respect to the Emerson equ"

= y . M
- r‘" :Q.']< 5

v and found that, if they saw f]t to do S0, dtstrlbutors 1n Man]toba

could "buy gas under the ex1st1ng Hanltoba zone sale schedu]e at a

4
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90 per cent 1oad factor and acqu1re it at a Tower price than tha

be paid at Emerson on a 95 per cent load factor. w64

‘ F]ndlng'this satisfactory, the Board went on to compareéiﬁéd:b
cost of service ar1s1ng from the proposed Emerson export with the
_average cost of service for its Canadlan markets and also to compare
the -respective rates of return. The Board dec1ded on the basis of
this evidence that, since the rate‘of return on'the Emerson sale
would be substantia]]y higher than on the Canadian sales, the proposed
export "wou]d enhance the average rate of return on the sa]es of the

- system, n65 '

/;/T F1na]]y, the Board also. noted that there was ev1dence to
"1nd1cate that "in the general area in which the gas exported at |
~Emerson would be so?d the detivered cost of the Canad1an gas is
greater than that of gas now be1ng recelved from other sources. w66
On the basxs of these var1ous tests the Board found the export pr1ce
Just and reasonable in relation to the pub]tc interest.

In cons1der1ng,the Ntagara Falls export by Trans Canada, the
Board found these ‘tests more d1ff1cu1t to app]y. 7 The export vas
approved however, ‘after some adJustment to the export price. (The
N1agara application is rev1ewed more fully be]ow, in connection with -
' the Board S dec1s1ons on pipe line app]lcatlons )68 .
In 1965, the Board conc]uded that the export pr1ce prov1ded
,far in an app]1cat1on by Trans Canada was acceptable on ‘the grounds

that the price was the resu]t of arms-length negotlat1ons between

tTrans Canada and the Amer1can 1mporter and, further that the pr1ces

i’uto be g%go{?or the -export uere h1gher than those to wHich a Man]toba -
| e . : - L
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distributor would be'required to pay for simiiar service'69 | .

_ In 1970, with reference. to the three tests forma]]y stipu-
lated in its 1967 Westcoast decisions, the Board was sati sfied, first,
"that the price in the sales contracts compares favorably with a .
comparab]e regulated Man1toba Zone Rate wh1ch includes recovery of

: costs.. “70

The Board noted . second, that the price schedule
cover1ng the .gas to be exported was"he result of arms- ~length barga1n-
ing and further, that ' | |
the initial price in the proposed gas sa]es contracts for .
exports at Emerson, Manitoba is 112.5 per cent of the most -
recent reqgulated Manltoba Zone Rate. . . : In addition,
“the contracts contain a - floor price of 105 per cent of the
comparable Manitoba Zone Rate calculated on the basis of
92.5 cents United States equa]s $1.00° Canadian. 71
| The Board found these cond1t1ons to meet theg@fcond test provided the
contracts could be amended such that the free1ng of the Canadlan :
dollar would not resu]t i a renunc1at1on in the prospect1ve vauue
of the f]oor pr1ce prov1s1on Th]rd the Board con51dered at some
length the pr]ce of the gas exported through Emerson at several of 1ts
_ u]tlmate market areas (1 e., the border pr1ce plus the cost of trans-
.portat1on from Emerson to each market area) in compar1son with both
the competitive cost of gas- from a]ternat1ve sources of supp]y and
' compet1t3ve ue] costs.72 Finding these compar1sons favourab]e the
Board dec]ared the third test to be met and approved Emerson export
app]1cat1on.73 ) | |
With respect to the Nlagara Fal]s export the Board did not -
refer to the three tests as such It d1d say.in draw1ng its conc]u— ;
sions on border price that a hjgher~prtority serviceiwas bejng o

6
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prov1ded to Canad1an customers in the adJacent Zone rate‘and at a
, Tower price than that provided to the 1mporter and, further that the
appT1cant would recover more than h1s costs from the proposed saTe 7445;',Q
There is no reference in the.e concTud1ng remarks on expyrt pr1ce to ‘,_ -
.the price of alternative supplies of gas to the lmpOrt r or to the L
price of ernat1ve fuels. However, in an earT1er ect1on of the
Report, ev1dence is prov1ded that the gas to be son to Tennessee
woqu d1spTace gas wh1ch wou]d otherwise be: prov1ded from the South,"
'and further the price prev1ousTy in effect an the same market area §
is gtven.751 Why this evidence is not drawn on by the Board to prov1de T

a bas1s for the third test is ]eft unexpTalned %ﬁ

Westcoast Transm1ss1on Company

N

| Westcoast transm1ts gas out of Northeastern Br1t1sh CoTumbla
and a smaTT area in the Peace River d1str1ct of ATberta for export
sales to the Un1ted States at Huntlngton Br1t1sh CoTumb1a”and'for B ;”
domest1c sales in Br1t1sh Columbia. The exported gas is sold to ET
Paso NaturaT Gas Company for resaTe to distributors 1n the Pacific’ ‘p'
,Northwest of the Un1ted States : S S d )

The degree to which Westcoast can be prop r]y regarded as a

fore1gn controTTed company is a matter of some, doubt It has been o
' suggested that (for the per]od under rev1ew) a maJor1ty of 'its shares:
~are held by fore1gners However, 1t 1s not clear whether thTS owner- f. ‘},;
sh1p is held d;ose]y by a s1ng]e dom1nant company wh1ch cou]d then = -
properTy be cons1dered itse parent Rather, it appears as though //’/ |

1ts maJor suppT1er is aff111ated w1th one of 1ts large shareho]ders
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(Pac1f1c Petro]eum and Ph1]11ps Petraleum, respect1ve]y) and that

its only export customer (E1 Paso) is also a 1arge shareho]der 76 '
The we“"'oast proaect, 11ke that of Trans Canada, had the “
: v’&«'
dub1ous da*tlnét on of becom1ng implicated in the po]1t1ca] confus1on

,'»,.

reported ear]ler,

i

surrodnd1ng the plpe 11ne debate of 1956 and in the |

sweep1ng 1nvest1gat1ons of the Borden Comm1ss1on ‘which were 1nst1- R

gated in 1958 by a new Conservat1ve adm1nlstrat1on 77 . In add1t1on
the h1story of the company' s appearances before the NEB, part]cu1ar1y
w1th respect to” the export price prov1s1ons of its app11cat1ons, ]S

unquestlonably the most confused and techn1ca11y demand1ng of. the

l

storles vne can pursue through the reports of the Board The Boardp?'
1tse]f has remarked on this: "westcoast has shown a un1que flair for

maklng comp11cated app]1cat10ns, and. for comp]1dat1ng them st1]1

further by amending them w78 - ‘ lv”. T o ﬁ

s .

Westcoast was 1ncorp0rated in 1949 w1th the obJectlve of mov1ng

B gas from northeastern Br]tlsh Co]umb1a and. northwestern Alberta lnto

"border pr1ce of the gas Was very 1ow,

K
. . 4

Vancouver Tnto 1nter]or Br1t1sh Co]umbia near the border w1th the -

A

e
Unlted States, and 1nto the States of wash1ngton Oregon and Idaho.
It appeared that the demand in Br1t1sh Columb1a a]one was 1nsuff1c1ent

to secure the company economies of scale and hence a compet1t1ve4'

Y -

pos1t1on w1th other fuels in its prospectlve markets Thus, exports

were seen to be essentlal to the enterpr1se. HoweVer, the FPC

g, ejected the 1mports to the Un1ted States 1n1t1a11y proposed by v!ua"

westcoast and when appgpva] was f1na]Q\/ébta1ned from the FPC the

the company to Canad1an consumers. The Canadlan government aga1n

-

T o

lower _than the prlce charged by -

125
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prior to the creation of the NEB, approved‘this export, in'the‘hope'

that later gas. exports wou1d.dmpr0ve the situation for Canadian con-

[3

’ a]ternatlve sources of .gas 1in the Amer1can market it serve

sumers., The Board S exper1ence with Westcoast however, 1nd1cates N
that th?S 1mprovementxhas been d1ff1cu1t to achieve. & ,

The first. .export app]1cat1on to the Board from Westcoast had
in fact, noth1ng to do with the maJor export system descr1bed above,

but rather w1th a secondary system 1n wh1ch westcoast moves gas from :

Southwestern A]berta through the fac111t1es of A]berta Natural fer

. de]1very to can export po1nt at Kingsgate, British Columbia. w1th

respect to th1s sa]e‘ which 1is not 1pVo1ved in the maJorzgnd content—

ious export at Huntington, the Board ]1m1ted its: concern over pr1ce to o

, ensur]ng that-the cost of serv1ce‘wascmet by the border pr1ce.- “There

Werevno comparable sales contracted for in Canada,.and it .was "diffi-

CU]tde not imposstb]e " to compare the price ot Canadian gas with
ed. 8 The
pr1ces were found to be acceptab]e

16\1966 Westcoast 1nst1gated the- f1rst attempt to rect1fy the'r

adverse terms of 1ts gas sa]e to E1 Paso at, Hunt1ngton whtch was -

author1zed by a Ticence {ssued in 1955 Based on a new contract

betweeh E1 Paso and Westcoast (the “1966 Agreement"), Westcoast app]]ed

for.an export 11cence which, in effect prov1ded for the term1nat1on

‘(

of the or1g1na] 11cence based on the f1rst contract (the 1??4 Agree-

: ment) The 1954 Agreement and the correspond1ng export licence

lssued in 1955 by the. Canad1an government had prov1ded for, rough]y
speak1ng, an export of 300 000 Hcf per day at twenty ~two cents (u. S. ) L; ;:5,

per Mcf. ThlS 11cence wou]d have explred 1n 1977 westcoast .S new

'7 \“v
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| app]ication would’ have extended th1s sale of 300,000 Mcf per day p]us
an add1t1ona] 200,000 Mcf per day to 1991 but under a new ﬁricing }‘ _
i >angement in which the comb1ned tota] of 500 OOO Mcf- per day pou]d "%f\
all be so]d at a pr1ce of twenty- seven cents . (U.S.) per Mcf
| Th1s app11cat1on was supported With reservations by. several
1ntervenors, pr]nc1pa]]y Inland Natura] Gas and Com1nco who argued
that the pr1ce of gas to Canad1an customers of westcoast had ‘been -
substant1a]1y h1gher than the preva111ng export pr1ce to E1 Paso and
‘that the latter pr1ce had actua]]y been less than’ Westcoast S total
cost; inc]udlng a reasghable rate of return, of de]1ver1ng gas to the
‘border. 81 - “However, dur1ng the course of the hearing, Westcoast. met
3ithese objections by - “*tling a new. agreement With In]and and the
reservations expre sed waya w1thdrawn.8? .
w h,_ The Board s'bseqver 1y compared;the prlces to El Paso w1th
” those to B C. Hydro and Tii"and as an average over the twenty f1ve yearﬁ
,]1fe of contracts, and found that for 1nstance at a seventy two per
cent Toad factor In]and wou]d pay an average “of 32. 188 cents per Mcf
and El Paso would pay 33 349 cents per Mcf. Thus, '
‘the Board observes -that compar1son of Canad1an and export
prices; at similar Toad factors, produces an approximate VAT
equality over .the period of-the new ET Pdso contract but ( o
on]y by. v1rtue of the escalation clause there]n . ‘
In otherwwords, the margln of difference between Canad1an nd export
average prices was very s]1m Neverthe]ess, on the bas1s of th1s and
other ev1dence, the Board foun&‘the export pr1ce acceptable and é

“Tssued an _export 11cence based .on the 1966 Agreement cond1t1ona1 on.

the Board's also approvzng the effect1ve date of the new agreement
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wh1ch was in furn <ont1ngent on E] Paso reoe1v1ng FPC approval to

import gas under the terms of the 1966 Agreement

However the FPC 1n fact denied the E1 Paso application. In

~ particular, the FPC den1ed any rewriting of- the terms of the 1954

'Agreement and approved only the 1mport of. the 1ncrementa1 vo]ume of

2005000 Mct per day at a price ]eve] not 1n excess of 29, 5 cents (U S. )
per Mcf, Correspond1nc1y, Westcoast filed an app11cat1on w1th the

L ard ]ater in. 1967 for, substant1a1]y, the author1zat1on to’ export

- 200, OOO Mcf per day on the ter set out in the FPC decision. In

support of th]s app11cat1on, a new COntract between Westcoast and E]
Paso-was subm1tted and termed Eﬁe "Amendatory Agreement"

'_ The Board S dec1s1on oh the app11cat1on based on the Amenda-

“ftony/ﬂgreement compr1ses the most, deta11ed and exhaust1ve rev1ew of

-an export prica arrangement ever to come before it. Th1s dec151on is,

for one thing, the f1rst ‘explicit °nunc1at10n and operat1ona]1zat1on
of the three tests of border prlce B While. the board necessar11y
moved in its dlscu5510n from statements of general pr1nc1p]e to the

exam1nat1on of the pecu]]ar1t1es of the Nestcoast app11catlon, the -

«fo}10w1ng account w111 be 11m1ted to considerations of genera]

app11cab111ty wh1th the Board 1ntroduced at this tlme.

First, w1th respect to the recovery of. costs lncurred 1n pro-
vision of the export serv1ce the Board took the company to task at
some 1ength over its statements of total costs and its a]]ocat1on of

costs between domest1c and export serv1ce.85‘ This d1scuss1on of

Lcosts culminated in a question regardlng the adequacy of westcoast S.

rate of return, Wh]Ch the Board tentat1ve1y suggested might be” too R i

/
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1ow.i The Board fe]t further, that‘"this problem 1is comp]ieated by
the fact that the rate of réturn on the comblned present and pro-
Jected sa]es to-E1 Paso 1s ]ower‘than the rate of return resu1t1ng
from sa]es to Canad1an d1str1butors n86 In answer to an'obJect1on
from Westcoast that a ]ow rate of return'on'export sales was of con-
cern‘on1y to the shareholders of the company, the Board declared as
tolJOQS' ”C]ear]y;.it is not possible to isolate the‘effects of an
1nvestment produc1ng a sub-normal return from tne Company as- a: who]e
:and the effect must flow through to the costs of financing and thus

to Canadian costs."87

As 2 final po1nt on cost-of service, the‘Board
also ohallenged the company's Tow rate ofvdeprecjation charged"on its
principal assets: |

Such rates will leave a substantial portio. of the facili-

ties applicable to export sales undepreciated at the expiry

of the export licences, a fact which the Board considers as

contributing to the risl of the company -. that, if the.

depreciation rates on ‘the export faciliti - are not matched

to the terms of the export Ticences, the -ange of return

considered to be just and reasonable sho.id be somewhat

higher " an would otherwise be deemed neoessary.88

Second, 1in comparing Canadian and United States priees,'the’

. Board-simply noted the'eVidence submitted .and compared the terms of
CanadianAsa1es,withfthose of the border price under two sets of
4 circumstances: first, the border price of the incremental volumes
~applied for under the'terms of the‘Amendatory Agreement and, second,
the prlce resu]t1ng when the 1ncrementa1 volumes applied for under
»_that agreement were ro]led in" with volumes sold under the 195&
Agreement' Canadian prlces were Tower than ‘the pr1ce of the incre~
mental export volume of 202,300 Mcf per day but higher than the »
rolled in price of the combined export vo]ume of 505 750 Mcf per day 89
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Th1rd with respect to the cost of a]ternat1ve gas supplies -

L

1n the market served by the exports, the Board reiterated'its genera]

' v1ew that the price of exports "shou]d norma]]y not be lower than may

be necessary to enable the gas to compete effect1ve]y in the market

"90 Onwthe ba51s of the results of a study conducted'by the

area.
Board, 1t concluded that the dlfference between the de]1vered costs

of the 1ncrementa1 volu.. 5 of westcoast gas and the delivered cost of
~the same 1nCrementa] vo]ume from . . 1mporters a]ternat1ve source was
at. ]east 4.4 cents (U. S ) per Ncl favour of Hestcoast gas. - It is j‘

worth emphas121ng that the fa11ure of the border pr1ce to meet the

; th1rd‘tcst was a failure of the nrice of ‘the Amendatory Agreement only:

‘and had nothing to do w:,.zth‘ price 'esu]t1ng when the. Amendatory '

Agreement and’the'Towe*—pr’;ed Ll orze ment were comb1ned
| Thus;:wfthhrespact o Lrz v two tests of border price,
the price of~the incremer .1 . . alone was adequate but the pr1ce

_ when ro]]éd in w1th the 1054 export was def1c1ent when subJected to _fh_:
= ;)

thé th1rd ‘test, the pr]ce of even the 1ncrementa] export was def1c-

: 1eht 91 Even though the Board, in view of the recent FPC ru]1ng on
e the ear11er proposal to 1mport from Canada had. a]ready g1ven up on.

o the prospect of rectifying the. terms of the 1954 Agreement 1n

Canada S favour and had dec1ded 1nstead “to concentrate jts attent1on

\ upon the proposed 1ncrementa] export under the Amendatory Agreement "'

1t could not- accept the terms uf that agreement 92 The Board s :
obJectlon was that the pr1ce wou]d perm1t Canad1an gas to ‘enter the
Amerlcan marPet at a cost ]ess than gas ava1]ab]e from 1ndigenous;

SOUY‘CES
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The difference, some 4.5 cents/Mcf s appears -to the Board
to be material. It is some 14 per cent of the proposed
export price, more than $8,100 per day under the Amendatory
Agreement -operating-at a 90 per cent load factor, or, for
the total-amount of gas for which a T1cence is sought C;//
-over $68 millions.

The Board however, conceded that “some special circumstance
may Just1fy a departure from the pr1nc1p1e that the export pr1ce of -
gas should faery refTect fts value in the market area to be served."94

It then argued that no except1on should be made in th1s case, for

“which pos1t1on it seemed to offer two arguments

The pr1nc1pa] argument was that the FPC had, in its 0p1n1on

’ 526 ruled out both periodic pr1ce escaTat1ons and pr1ce renegot1a—

"<t1ons dur1ng the term of the contract second concern was that the

price prov1s1on suggested by the -FPC in Op1n1on 526, wh1ch formed the
basis of the appT1cat1on before the Board, were cTa1med by the FPC to

be "in T1ne with compatrable Canadlan sales.“gsr These cond1t1ons the

_Board was very Toath to accept partTy because of fears ‘that 1ncreas-
.1ng costs of serv1ce woqu not be recovered by pr1ce escaTat1ons but

-also because the Board d1d not w1sh to accept the pr1nc1p1e of "9

Theapr1nc1p1e that the price of expdrts from'Canada should be

¢1n T1ne w1th the prlce of comparab]e saTes in: Canada, the Board
_ po1nted out, den1es in pr1nc1p1e that the pr1ce of Canad1an gas shoqu

‘bear a reasonabTe reTat1onsh1p to the vaTue of the gas 1n the market

iRl

’served "The 1n—11ne pr1nc1pTe makes the Canad1an fToor prlce the.

96; A consequence of this woqu be that

za Canadian exporter coqu‘Just1fytincreasing the export price only by
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intreasing his prites to Canadian‘cuStomers. The Board ev1dent]y
feared that approval of the application would be to. accept, by
1mp]1cat1on, the "1n411ne" pr1c1ng‘theory.as an appropriate test by
"wh1ch the Un1ted States wou]d Judge the border price of Canadlan
'1mperts The Board issued an order ‘to dismiss the app11cat1on.

. Shortly -after this dec1s1on, the Board received yet another
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L app11cat1on from Westcoast with yet another price provision wh1ch, in

effect, sp]1t the d1fference between the pr1ces contained in its ]ast

two app]1cat1ons

E1 Paso and Westcoast in their most recent agreement, m1nd— e

ful of the f1nd1ngs of the FPC and this Board, have
negotiated a price approximately midway between the prices
previously put forward-by the. companles but rejected by
one or the other of ‘the respective. natigga] agengies.9
=2 - By the Board" s own- reckon1ng on the preced1ng app11cat1on,
.which,was quoted above, this proposa1 must therefore have entailed an

underVuluat1on of some forty m11]10n do]]ars over the 11ﬁe of the

~ contract, or of some seven per cent of the actua] border prtce.? In5‘

' splte of th1s, and in sp1te of obJectlons from Trans Canada -and B C

‘"Hydro, the Board dec1ded that “1n the c1rcumstances of - this. case the

price bears a reasonab1e re]at10nsh1p to the least cost a]ternat1ve

for the Pac1f1c Northwest for energy from 1nd1genous sources." The
-
Board went @u‘to say th1s~ '

Even if there rema1ned a doubt that the th1rd test as - to

border price had been met, the Board would be inclined- to.

consider thdt, in the circumstances which ‘have evolved,

such doubt should be overwe1ghed by general cons1derat1ons .
~ of the pub11c interest in: br1ng1ng'about‘a construct1ve )

'end to a d1ff1cu]t matter. L -

. It is strengthened in arr1v1ng at'its op1n1on by the views
‘expressed by the Federal Power Cormission in 1ts order of
16 January 1968.98 IS

1

| . e
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The Board supported th1s easing of its hard stand on pr1ces
in terms of, first, its desire to respond positively to "a construc-
tive: 1n1t1at1ve toward reconc1]1at1on" taken earlier by the FPC and,
second the Board S own prev1ous cooperat1ve conduct and pr]nc1p]es
of conc1]1at1on for which ‘the Board had been commended by the FPC.
In this connection, the Board recalled a statement wh1ch it had made
1n 1ts December 1967 decision in support of an action it took to grant
La temporary 11cence for a six-month export of gas in spite of its
| //eﬁect1on of the app11cat1on as a whole. The Board quoted the words
it used on that occasion®in Just1f1cat1on of the dec151on under rev1ew
here: o o 'fh/{' - . : 5 :
The furthest th1ng from. the Board's mlnd in reaching this
decision is to cause any hardship- to ‘users of gas in the
~ Pacific Northwest. Any such effect would be regrettable
on grounds both of international comity and of Canadian o
interest in continuing to participate in the deve1opment !
of the Pac1f1c Northwestern gas market.99 '
The Board? s dec1s1on of February 1968. to approve the app]1cat1on was
taken as a cont1nuous app]]cat1on of these pr1nc1p1es
westcoast returned to the Board in 1970 w1th yet another |
proposal wh1ch, in the customary fashion of Westcoast, 1nc]uded prov1—:
vbs1ons for new exports comb1ned with prov151ons for the extens1on of
old exports, all at a bew11der1ng variety of poss1b1e pr1ces, rolled -
g 1n and Otherwise. Put crude]y, but as s1mp1y as p0551b]e Westcoast
was seek]ng two 11cences for export at the same time: f1rst, a 11cence '
("L1cence A") to export additional gas from November 1970 through V
October 1990 to a total incrementa] vo]ume of up to 75,863 Mcf per "-_,

day, and, second, a licence ( C0mb1ned L1cence“) to export gas-at a |

max1mum da11y rate of 733,338 Mcf for one year commenctng 1 November o
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1971 and,}thereéfter, at«a maximum daily rate of 809,200IMcf bef day
from November 1972 through October 1989. The effective date of this
"Combined.Licence”wou1dvbe simultaneous with the cancellation of all

. previous licences for expoft at'Huntington, inc]uding”ticencelAﬂ. The
Board summarized .the content of the app]icdtions as fb]]dws:.

The Licence A proposal would simply provide export of gas -
additional to that already licenced. The second proposal
_would provide for two further increments of gas, but would
‘provide the sum of the quantities previously licenced, plus
~ the increments, for a period of twelve years past the ‘
expiry date of Licence C 1955-958 and one year past the s
‘expiry date of Licence GL-23, but for one year less than
the proposed life of Licence A. This ‘rolled-in supply'
would be priced much above the price under PC 1955-958,

the so-called 22 cent price, above that in effect under’ .
‘Licence GL-23, and.above the average of these and the price

under Licence A.
| fhe Board further fdund'fhaf thése prices under the prbposed f

| v“Combined Licence" met a]i_thfee of Tté tests, aﬁffar as condifibhé at

| the present -time were concerned;IOI, However, in aCcoernce with

- objections raised by ;n1and, the Board held serious resérVations abéut .

the fact " - -

that if all existing export licences were to be consoli-
dated as contemplated in the ‘Fourth Service Agreement, ‘ :
Westcoast's export revenue, which constitutes a large part "~ |
of its total revenue, would be predetermined and not sub-
ject to reyiew over’ the next 19 years. Any deficiency in
the return to which the Company might be entitled would o
have to be made up by Canadian customers since, if .the |

- [appiication] were unconditionally approved, Westcoast j
would be free to ask the Board to increase rates to 102 -
Canadian customers, but unable to alter the export\price.‘ .

. ‘The Board's answer to this objection was_to épprove the appli-
E - cation on the condition its‘price provisions be amended such that
"those prices wou]dinever;resu]t in an export price in Canadian

" currency 1es$.ﬁhan 105 per cent of the comparable price to Canadian
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_customers in the area of British Calumbia contiguous to the point of

export of gas to E1l Paso w103

Construction of 0i1 and
Natura] Gas Pipe Lines

A]] pipe Tines under the Board's Jur1sd1ct1on, whether they

are to serv1ce export or Canadian markets or both, must ‘receive from-

»

the NEB a cert1f1cate dec]ar1ng""The Board is sat1sf1ed that the 1ine }'

is and w1]1 be requ1red by the present and future pub11c convenience é§§

w104

and necess1ty. The Board's d1scret1on in determ1n1ng what factors

are to he taken 1nto account in grant1ng or refus1ng such a cert1f1-
cate in any 1nd1v1dua] case is pract1ca]ly unlimited:

The Board sha]] take into account all such matters as to . : Col
it appear to be relevant, and W1thout limiting the gener- : -
ality of the forego1ng, the Board may -have regard to-the

following: . .. (e) any public interest that in the _

Board's opjnion may be affected by the granting or refu51ng -

of the app]1cat1on

'The other- cons1derat1ons Ilsted include the ava11ab1]1ty of : supply,
the ex1stence of actual or potent1a] markets, the econom1c feas1b111ty

of the pipe ]1ne and:
the f1nanc1a1 respon51b1]1ty and financial structure of
‘the applicant, the methods of financing the line, and the -
extent to which Canadians will have an opportun1ty of = .
'part1c1pat1ng in the" f1nanc1ng, eng1neer1ng and construc-
ﬂt1on of the Tine.

‘Niagara Gas Transmission
| The f1rst maJor e]aborat1on of these prov151ons of the Act
,occurred 1n the course of a dec1s1on by the Board 1n March 1960.

'Th1s dec1s1on concerned an app]1cat1on by N1agara Gas Transm1ss1on
. f . . .

0 : ..v o
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for a certificafetof pub}ic‘conveniehce and necéssity:approvihgvthe '
constrUction of,a'pipe line for export service. IIn déciding this
: matter, the Board.both ¢1a50rated ifs intengretation'of‘a provision
set out in the Act ahd‘also-gave'thorough»and explicit. consideration .
fto sevérg] other mattérs not‘specffically stated in'the.Act. ,

Niagara prqposéd tb.purchase gas from Trans-Canada, tragsmjt )
the gas to the 1nfernationa]vboundary, and there to sell it to/St. -,
"Lawrence Natural Gas Company 1in New-York-State. As noted in tH; “J)L
preVioué-discué§ioniof Trans-Canada’'s export'app]ication, this pro-

posal was denied initially on the basis of the price Niagara was to

receive w«t the international border; wgggh‘the~80grd found to be
‘ ﬁ.}:f“%» ';‘L‘-.,f:.?é ;'_'E.:‘ i "2. X "

inadequate because it would fail to returis

~of its service:

The terms of the contract should ensure full recovery of
Niagara Gas transmission' costs duriag the second ten years
but during the first ten years. . . a 5 per cent deprecia-
tion rate would appear to rasult in Niagara Gas failing to
be reimbursed for the company's transmission costs during
that period by a considerable margin. . . . The Board o
believes . the border price should represent Niagara Gas's
purchase cost of gas plus a cost of service charge #vhich
would allow depreciation of the export facilities to be
fully recovered during the term of the export “icence plus
a fair rate of return on capital invested.106 . L

In'considering a revised application, the Board noted t&éf it étipu-
lated a cost of service provision to inc]ude'operatign and maintenance
;rcha;ges on the 1ine,‘depreéiation on the féciiﬁtﬁes at'five‘per cent-
per annum on a straight iiné basis,‘faxes on the line, plus a'per;
~annum return On,nef invgstmeﬁf of base (affér depreciation) of Sé?eh
and a half per cent aftér faxés on iﬁcome,107

-

In addition to e]aboratihg preciée}?‘on‘the concept of cost of



service, the Board a]so cons1dered two other matters raised in
'codﬁdtt1on with the Niagara app11cat1on which are not expressed in
the Act: the question of a. Canad1an supp]1er be1ng the sole source
of supp]y for an export market and the quest1on of the effect of gas
exports from Canada on the compet1t1ve industrial position of the
1mport1ng reg1on | |
As N1agara was to become the sole source of supp]y for the
region to be served by St. Lawrence Natural Gas, the.Board expressed
“the fear that approva1 of the export
_elther would 1mp1y acceptance of some. respons1b111ty to
~supply, within a short period and’ thereafter, additional
‘gas to meet the ‘load grgwth of theaareag or else would
1np1y a rather casual view by the Bbard of the responsi-
.-bilities of Canada in conmencing a str1ct1y limited supply
“of gas’ to a wholly dependenit export market 108 .
'The Board added that nelther 1mp11cat1on vas acceptab]e to 1* In

sp1te of th1s strong express1on of- re]uctance to do so, the Board -

u]t1mate1y approved the app11cat10n, with the Just1f1cat1on that "i

- would be genera]]y consistent w1th Canadian- Un1ted States relations -to

fa]]ow th//export of gas to sma]] commun1t1es ]y1nc adJacent to the
international boundaries. . . L0109 The Board however dlsavowed/ef‘
- exp11c1t1y any 1mp11cat1on of futdpe commitments to supp]y additional
'V01umes c;lgas to the region. 110
The Board further cons1dered the 1mp]1cat10ns conta1ned 1n’l
‘Nlagara s proposa] “to import gas to an area of the 0n1ted States
adJacent to 1mportant 1ndustr1a1 centres in Canada. . .,."1;1} In its
c0ns1derat1on of this quest1on, the Board noted that gas was avail- '
ap]e to adjacent reg1ons of Ontario on terms at least as favourab]e N

as those St Lawrence would offer to its customers 1n St. Lawrenge f'
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County. It also reported hav1ng received an assurance from an -

_ Ontar1o Deputy Minister who had cons1dered ‘the matter and conc]uded
that there was no ev1dence competitive industry wou]d be moving 1nto.
St. Lawrence County on th1s account to the detrlment of Ontar1o
'1ndLstry Apparent]y, these cons1derat10ns were suff1c1ent to over-
come the 1n1t1a1 reservat1ons of the Board on th1s quest1on, as the
app]1cat1on was eventua]]y approved At no point 1n these dellbera-v
tions d1d the Board indicate that it had cons1dered the use of
Canada S natural gas  to prov1de a compet1t1ve advaptage to Canad1an :
1ndustry.» It appeared rather to be concerned to ensure that the

.”_,".ts did not create an advantage for 1ndustry in the United States

Matador Pipe Line

A ‘'second ear]y and major refinement on the terms of the NEB
' Act with respect to the construction of p1pe»]1nes occurred later. 1n
1960. This dec1s1on, while lt 1nv0]ved an app11cat1on for the con-

struct1on of an oil p1pe 11ne, led”the Board to cons1derat1ons wh1ch

could read1]y be app]1ed to any pipe- 11ne proposa] The app]1cat10n,

:by the Matador P1pe L1ne Company, was for’ the construct1on of the
fac111t1es necessary to Lransport 011 de11vered to the app11cant at
the 1nternat1ona1 border by an aff111ated company in North Dakota,
from the border to the 1nterprov1nc1a1 pipe ]1ne in Canada. Thus O :
»the Matador prOJect was 1ntended to be part of a system des1gned to
carry North Dakota 0il into Amer1can markets a]ready served by A]berta
_Crude. 011, via 1nterprov1nc1a1 |

Severa] cons1derat1ons arose out of .the characterlst1cs of

th]S proposa] F1rst the Board was aware that
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the effects of successful comp]et1on and operat1on of :
the project must include some increase in the competitive
strength of North Dakota 0il in relation to Canadian oil -
in the markets’ both reach, e1ther in. quant1ty or in price,.
or in both. Lz .
Any poss1b]e obJect1on on these grounds was removed from the Board S
m1nd ‘on the bas1s that no Canadian producer, sh1pper, or ref1ner of
0il raised objections during the proceed1ngs and the Prov1nce of
: A]ber'a subm1tted a letter stating it wou]d make no obJect1ons 113
i ‘ wh
" The second cons1derdt1on was raﬁsed by an 1ntervent1on in the
proceed1ngs by the Soo Line Ra11road Company, wh1ch was engaged in
carrying oil from North Dakota to Minneapolis- St Pau] In what the -
Board commended as a "sk1]1fu1 and 1earned argument " Soo contended '
that the Matador app]]cat1on showedcno ev1dence of be]ng ”requ1red by
Canadian’ pub]lc convenience and necessity," thus raising a quest1on
‘as -to the meaning of those words as. they appear in Sect1on 44tof the B
NEB. Act. 114 The Board here c1ted two Canad1an precedents in support
| ~pof the fo]]ow1ng st1pu1at10nvof the.mean1ng<of the quoted.words,in’
the. Act:. R ‘
‘; E The Board therefore takes the viéw that.in exercising its.
function of form1ng an-opinion as to what is required by
‘the public convenience and necess1ty, it cdnnot interpret .
= the phrase in the sense of meaning essentla] or indispen- ~
- .sablew . . . It appears that the phrase*must be 1nterpreted
in a sense more closely akin to 'desirable from ‘the
fstanopo1nt of the pub]]c interest'.115
' However, the Soo Line had also contended that. "the quest1on wh1ch
Parliament has de]egated to th1s Board 1s, does the Canad1an economy
:-requ1re th1scp1pe Tine is a p1pe 1line in connection w1th the transport—

at1on needs and necess1t1es of th]S country’ M and subm1tted further

that “1t is not th1s Board's functlon to dec1de whether or not an :
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app11cat1on for a p1pe line shou]d be granted by reason of 1ts overall

x- o

effect in connect1on with Canada S economy and 1nternatlona1 re]a—
tions. all6 R L
" The Board took the Soo argument to be "that the Board could -

cert1f1cate a pipe 11ne whlch is to transport oil and gas “for Canad1an "

wll7

.needs on]y The Board reJected this def1n1t1on of 1ts respons1- 53?

.J.r

_b111t1es as betng too narrow and stated that the Board rather shou]d

take into account

the possible genera] ‘effetts upon Canadian 01] product1on,

marketing and transportation which-in ii. oninion might D
arise from denying or approving this zp T9cation even - : _

thouqh the consideration of these effz: . nezassarily
involves some exam1nat1on of c1rcumstan(1c beyond the
borders of Canada

In particular, the Board noted the Canad1an government S dec]arat1on
'of a NatTOudl C ~ Policy and 1ts de§1re to expand export sa]es wh1ch o

meant in effect, ga1n1ng access to the Un1ted States market and, 1n

..( y

v,turn, ma1nta1n1ng an exempt1on from Amer1can Amp o ot regu]at1ons ~ \ s
Thus, the Board stated that it must cons1der whether re3ect1on ofﬁthe

Matador app11cat1on wou]d not threaten the success of the Nat1ona1 011

3 .
- Po]1cy to_the extent that 1ts success, depended upon Amerlcan cpopera- f

119

t1on "In conc]us1on, the Board stated as fo]]owsc - - TN

Regect1on of th1s app]1cat1on ‘would 111 accord w1th the ~ -
attitude which has been taken by .responsible authorities in R

- the United. States ‘tor _the construction of Canadian-= ovned. ' o

- pipe line facilities’ A the United States, the carriage =~ .

- throygh the United States of Canadian cil in Bond, and the. ,

', ,access of. Canad1an 0il to markets 1n the’ Un1ted States 120 o,

Td1s, in comb1nat1on w1th the Tack of Canad1an ob3ect1ons noted

Lo .

ear11er,seems to have been déc1s1ve grounds for the. Board The_ao>

' app]1cat1gn was approved T o
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. Great Lakes | S 8

- The pr1nc1p]es of cooperat1on and the economics of interde- '
pendence in petroleum market1ng were raised again in a d1fferé;t
way-~-indeed, in an obverse way--in 1966 by the Great Lakes pﬁ'Ject
This project was reviewed by the Board in the form of an appTication
to export and re—1mport approx1mate1y six Tcf of gas and : §; export
765 Bcf over twenty -five years The point at 1ssue was/éhether Trans—

Canada would be perm1tted to transport naturaT gas fr Alberta to -

Centra] Canada via the Un1ted States : ’t/
As the Board 1tseTf was cTearTy aware, aﬁé character of th1s
progect was such as to call into quest1on palicies established dur1ng

the course of earlier government decisions wWith respect to the or1g1na]u

121

TranSFCanada system. The construct1on of gas pipe lines through

the United States has aTways appeared to have economic advantages 1n

/!

uterms of costs, construct1on, tlme f1nanc1ng and other factors, but
d1sadvantages with respect to the loss by Canadian author1t1es of
'iun11m1ted and exclusive Jur1sd1ct1on overlﬁpe ent1re Trans- Canada
'~system Thus, for 1nstance the Board expressed reservat1ons concern-
ing the Great Lakes prOJect part1cu1ar1y with respect to future
-expansion of the Trans Canada- -Great Lakes system wh1ch the Board

' feTt wou]d requ1re a degree of cooperat1on between author1t1es 1n “the

P

two countr1es that might not be ent1re1y rea11st1c Thus, approval “

had to rest on the assumpt1on .
that the regulatory agenc1es of both countrges w1TT aTways

-move in the same direction and within a short time of one

another in dealing with interrelated applications. by Trans- 57
Canada in Canada and by Great Lakes in the United’ o
States. . . . This is a very large assumpt1on and not

to be taken for granted.122 . :

2
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NeVerthe]ess the Board after de]1berat1ng on these and
numerous other factors, apparent]y fe]t that these drawbacks to the
scheme were overr1dden by economic constralnts and. were softened by
both a suff1c1ent degree of conf1dence in the continuing goodw1]1 of
Amer1can autho..c1es and the mutual benef1ts to be der1ved from the -
necessary 1ntegrat1on of the North Amerlcan petro]eum economy,’

~ The amity and com1ty in relations between the two‘/
countries in respect . of. gas,. to which, reference has' been
made in Federal Power Com mmission® decisions, is real and
tighly valued by th1s Board. For its part, the Board

-« . o believes-the growing interdependence of the two
countries in terms of energy is mutua]]y beneficial and

The app]]cat1on was approved by the' Board Fo]]ow1ng anf-

» 1n1t1a1 reluctance by Cab1net and some hurrled negot1at1ons amorf the
1ndustry, the appl1cants, the Board and the Cab]net the Cablnet

also approved the prOJect w1th the proviso that a flxed percentage of

Trans- Canada s tota] through-put Zastern Canada be carried v1a the

' Northern Ontar1o route 124 In1t1a]]y, this percentage was. f1xed at
f1fty and was eventua]]y to reach and rema1n at s1xty-f1ve.' o B

_{i Two of the - dec151ons reported above (ratador and Great Lakes)

revea]rsome of the prlnc1p]es and assumpt1ons on which the Board bases
41ts Judgements w1th respect to the construct1on of p1pe 11nes.f These.
cons1derat1ons are w1th1n the powers qf the Board to make but they
are aHd1t1ona] to those spe]led out spec1f1ca]1y 1n the NEB Act

:They may be summar1zed as fo]]ows F1rst no plpe 11ne whether to

| <

| fac111tat gas exports or otherw1se, shou]d be denf@d—on\the basis

-that 1t does not appear to be essentla] or 1nd1spensab1e to Canada,



' .‘the Un1ted States
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but on]y if it Ts'demonstrab1y»not "desirahle from the standpoint of -
the public interest." Moreover, in determining the desirability of
the Tine, the Board ought to cons1der a]] the effects of a denial,

even though the con51derat1on of these effects necessar11y 1nvo]ves.
some exam1nat1on of c1rcumstances beyond the borders of Canada. ey
Second,vthe pr1nc1p1es of_ am1ty and comity' between-thevUn1ted States
- and Canada, first enunciated‘by the FCC ~ought to bovern so far as

. possible the re]at1ons on energy matters between the two countr1es,.as - \\
.shou1d the genera] recogn1t1on that the1r grow1ng 1nterdependence in .

energy matters is mutua]]y benef1c1a] ’ . o ;“ B

Conso]1dated

A much more recent decision led the Board to st111 other con~
s1derat1ons wh1ch it felt necessary to take 1nto account in dec;dlng
~on an application for a new export Venture In its report of August
1970, the NEB cons1dered app11cat1ons from Conso]1dated P1pe L1nes
Company and Conso11dated Natural\Gas L1m1ted Il‘Consohdated“ to con— '
struct new p1pe 11ne fac111t1es for the export of gas from Canada and
for the constructlon of add1t10na] facilities to transmit gas’ from a
gas fleld 1n§iﬁntana totthe ma1n Canad1an 11ne for eventua] sa]e in
125
‘ The Vb]ume of Canad1an gas which was 1nvo1ved in the app11;
- cation tota]]ed approx1mate]y 1.5 Tef over the life of the proposed

export. As an app]1catlon for gas exports through an ent1re1y new
| p1pe 11ne in Canada, a c]ose rev1ew of‘the Board 5 cons1derat1ons and

f1nd1ngs w1th reSpect to the Conso]1dated p/oqect would seem necessary

,and—worthwh11e from the standpo1nt of this study. However, the e
\ ; , ‘ . , . le_
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‘potential s1gn1f1cance of the app]1cat1on’1n prov1d1ng a c]ear 1nd1— ‘

cat1on of the Board 'S app]1ed pr1nc1p1es and cr1ter1a is m1t1gated

by the conditions under which- the app11cat1on was rev1ewed, namely,

~an exportable sucpgus in Canada 1nsuff1c1ent to meet the tota] demand,

A

const1tuted by all t%e export app11catlons before the Board However

in part1cu1ar, as this d1scuss1on w11] revea], 1t is - d1ff1cu]t to

know whether the -Board u]t1mate]y based its re3ect1on of th1s p]an on |

the basis of a shortage in gas supply or on the bas1s of a fai]ure to

meet the Board's st-. 4ards regard1 7 cxport pr1ces G1ven that. an:
exportable surp]u ¢. some s1ze did ex1st the: Conso]1dated prOJect

_coU]d'not be .autc - t- a]]y reJected on the grounds that no gas was

aVai]ab]e to the Com. any*hand the Board was requ1red to treat the -

1

application as onz 7 several compet1ng for export ]1cences" More-

' 0Ver5 anfarge numc of 1nterested parties 1ntervened in the
Conso11dated app11cat+on, wh1ch prov1des a picture of the conf1gur--~ -
ation of 1nterests on the export quest1on in a context other than that”»'::

o "

_.of the estimation of an exportab]e surp]us For th1s reason, the

present d1scuss1on w111 focus pr1mar11y on the Board S rev1ew of
Conso]1dated S pr]ce proV1s1ons and on the subm1ss1ons made 1n favour

of and against the- prOJect 126

S ~espect to the export price prov1s1ons the Board was.

- satisfie: ) its f1rst test, 1n that the cost of serv1ce provﬁs1ons

in the contract between Conso11dated and Northern Natura] ‘makes ‘auto-

o

matic the recovery of the cost of gas and the cost of transm1ss1on 127

The Board found nomsat1sfactory ba51$ for app]y1ng the second test

whether the export prlce 1s not less than the pr]ce to Canad1ans for

-



“similar deliveries in the same area, since there were no such
Canadian de]jveries,proposed. In comparino the exportuprice with
Trans-Canada's prioes in Saskatchewan and Manitoba, however, the
Board observed that the initia] level of proposed export price was
higher than the price'to Canadians but.that, at a proposed 1eye1 in
“'the future, the export pr1ce could be 1ower than the price Canad1ans
pay for comparaple service. W1th respect to the th1rd test, the

-,

Board expressed reservations’ that once the proposed prOJect atta1ned
an opt1mum 1eve1 of operat1on, Northern Natural might be in a pos1t1on
to de11ver Canad1an gas to its Unlted States customers at a cost
substant1a11y less than the1r least cost a]ternat1ve for energy from
1nd1genous sources and noreover,at a cost]ess than the pr1ces charged
by other compan1es supp1y1ng the same Un1ted States market area w1th
Vo

Canadlan gas puichased from Trans-Canada at Emerson ; b

xu‘The"Board also roted that, even though the de]1vered cosg of .

\Canad1an gas at the initial level of export was clearly aboveithe

| pr1ces based on rates ‘now charged for gas from Northern Natural s

' trad1t1ona1 supp1y areas, 1t was also 51gn1f1cant that s1m1]ar add1- : \
t1ona1‘volumes of gas wou]d not be forthcomlng from Un1ted States_

sources at these prices. In re]at1on to the cost a]ternat1ve fuels

in the market served however the 1n1t1a1 level of operatlon was

'-found to be unacceptab]e.. | ) |

In prov1d1ng reasons for 1ts dec151on in the Conso]1dated . o

;'case, the Board stated the fo]]ow1ng pr:nc1p]e on the bas1s of its

| rconc?uS1ons with respect to price: = - o |

‘ The dlscuss1on of the Alberta and Southern applicatién -
- “illustrated the difficulty of finding that the price to
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be charged for gas to be exported is just and reasonable

in the"case of a cost of service project which is reach1ng

optimum operating levels part1cu1ar1y when it does so in a

. period of fairly general and rapid increase in energy prices.

The finding required by the Act has not been readily reached

in respect of the current application by Alberta and

Southern, and the Board would be reluctant to appiove the

commencement of another Tike project in which the same or

greater d1ff1cult1es are already d1scern1b]e 128
The Board however was not prepared .to dec]are the prices unJust and .
unreasonab1e1n re]at1on to the pub]ic 1nterest even though it could
dec]are that "the cost of serv1ce concept makes it un]1ke]y that
| Canada would recelve the full va]ue of gas exported in the 1ater

K
stages of deve]opment of such a system w129 In fact the Board s
reasons for deny1ng the. Consol1dated app11cat1on cannot be known pre-
:'c1se1y, for the Board referred to prob]ens ar151ng out of a number of
c1rcumstances, the most 1mportant of wh1ch was the fact that it had
'a]ready determlned that the surp]us of gas available for export was
1nadequate to meet the total volume of exports app11ed for by the
~ various compan1es | |
.Hence, the rejectjon of the Consolidated application was‘not
- according to the Board s expressed reasors for its dec1s1on, a d1rect
consequence of 1nadequac1es of %ge proposa] taken by itself; re3ect1on
was rather a consequence of 1n&dequac1es wh1ch prompted the Board, in
- effect to give the Conso]1dated pPOJeCE&;he 1owest pr1or1ty among
conf]1ct1ng demands from various app]1cants on the ]1m1ted resources -
2p11ab]e
.The Bpard set’ down its priorities as fo]lows first
where a ch01ce has to be made between 11cenc1ng exports by

A project wholly oriented to export and a project which
serves Canad1an customers, if all other factors were equa]
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the choice would have to be in favor of the project
serving Canadian as well as export customers;

and, second,

when a choice has to be made between licencing additional

siders”. that it is consistent with the avoidance of mis-
allocation of resources . . . to make the choice in favor
of the existing system, assuming of course that its proposal
meets all-relevant requirements.l o '

In conclusion, the Board dec]ared:. e

~In the‘present‘Circumstances where surplus is not adequate
to support alil the -applications before the Board, nor the

~ whole of the applications of already established ‘transmission
systems, the establishment of a new transmission project
oriented wholly to export, founded on a cost of ‘service

period when such gas as may become surplus to Canadian

-requirements will be'increasing]y valuable, would- not appear

to the Boardytq;snge"thé‘puﬁlicﬂiﬁté?estg_f Cangda.131
. . 23T e é\ i DR 3 ) 9

- Given-all of\thj§yreasoning;3§t ﬁs[someWhatTQ@‘pr%s1ng that,

=X

bl
Y,

. - LI e .. S o
in_denying‘the;app]ication for export, theijarq_cite :gge:ground of

N DEK A
N

inadequate surplus: ' R RS

For the reasons given, the Board is of the opinion that the
quantity of gas sought to be exported does, in fact, exceed
the surplus remaining after having made due allowance for
* the reasonably foreseeable requirements for use in,Canada
and having regard to the trends in the discovery of”éag;in
Canada.13 S T B
o : . : S e - .
In other words, at a purely formal level, the Board denied Consoli-

1’dated‘s]app1icatidn under Sectfop 83 (a)ﬁbf the Act rather than
Section 83 (B).._This.unfdrtunate1yi1ea§é$ the observer in some:f
‘r;ignarance aa to whéther tﬁe Board, on the queatidh-of ptice aTone,,a
wou]d'ha&e‘granted the application undeerOﬁ&itions of an;agequate'

'eXpQrtab1e sqrp]ﬁs.
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A notable,feature of the Consoiidated.case was‘the number of
parties'takingkpositions-for‘or against the project in their‘suhmisf
sions‘to the Board. As indicated earlier, it is relatively rare for
large numbers of 1nterested parties to subm1t pos1t]ons w1th respect
to the export app]wcat1ons of part1cu1ar companles or to any matters
conS1deredgpy the Board Gther than its determ]nat1on of an exportable
surplus ot natura] gas. Judging from the submissions. received py thev‘
Board on the quest1on of the Conso]1dated app]1cat1on, the major po1nt

of contention among the part1es in th1s case had to do with the

. desirability of the entry of a new and large export venture under .he

condit%on of an anticipated shortage of exportab1e volumes ofvgaS"
"The 1ssue3 therefore, reveals the pos1t10ns advocated by various
' partles on the quest1on of gas exports in a context other than that
'_ of. the determ1natxon of surplus. | | ‘

" In the majority of cases,, the 1nteréi:;;;partiés re]ated'their
stance on Consolldated to thelr att1tude on the proper role of the A
NEB w1th respect to export prices.. It was genera]]y accepted as given
that approva1 of the Conso]1dated project and the concom1tan¢mexpan—
“510n of gas exports wauld 1ead d1rect1y‘to greater compet1t1on among
“transmission compan1es for gas supp]1es and thereby to h1gner we]] head
' prlces. Those parties who supported the ConsoT1dated app]1cat1on
“welcomed this prospect, whlle those-who opposed it did not. Thls
d1vergence corresponded w1th anotner on ‘the quest1ons as to whether
'the Board ought to. concern 1tse1f at all with the potent1a1‘effecQs
of gas exports on the price of gas to Canadlans and how the Board®

'

ought to-ensure Just and»reasonable prices for exported gas.

e
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A clear 111uftrat1on of how these various quest-ons were seen -
to be tightly 1nteyre1ated is to be found in the submission of the
- CPA. The Assoc1at1on insisted that the Board must continue to.

recognize as a .
very 1mportant consideration . . . the encouragement of.the

~ greatest possible degree of compet1t1on in” the buying and
selling of gas at the well-head which, we submit, will not
only be the best assurance that the export price for-surplus

.gas at the border will be just and reasonable. in the public.
interest, but in addition that it wil] be an export price
which w1TT be-defensible to foreign consumers since it will
maximize the re urns to producers and thereby serve as an
incentive to the d1scovery and deveTopment of new sources
of .supply, a matter of cons1derabTe concern to those
consumers, 133

The CPA deduces 1ts support for the Consolidated appT1cat1on from- this

principle. The Assoc1at1on further res1sted any more act1ve 1nter-
/

vention on the part of the Board in export matters: -

;
/

It would be most unfortunate-df the Board implemented
restrictive regulatory poT1c1es such as those advocated by

" certain of the Intervenors which might well be interpreted 'tv'”{
- by pot-atial ‘investors .in Canada's gas and associated //
industries as a trend touard economic nationalism.134 ' /////
The substance/of the CPA's pos1t1on was urged op the Bo/)\ by

all the producers who addressed the issue. 135 Further supp rt\n

farthcom1ng from the - Government of ATberta, mho stated
they: supported all appT1cants and opposed iﬁgon% W _'

136 . On the que§t1on of the Board 's f:

applicant.
conditions of allowable exports, thewﬁTbe; 1,
he was tempted to sum up w1th the thr e words, fteave us, aTone 137 2 .
ATberta took the pos1t1on that arms- Tength barga1n1ng was the surest
guarantee of acceptab]e pr1ces, ‘and perhaps the only one “since to

"obtain an opportun1ty pr1ce was seen to be 1mp0551b1e.138v FdnaTTy,



“there is no authority. in this Board to concern itself with gas price .

1n Canada."139

A few of the parties did separate tﬁe question of Conso]1-

| ‘] dated's app]1cat1on from the broader questions of the conditions wh1ch

shou]d be attached to exports. For. example, the Saskatchewan Povier
Corporat1on was 1in favour of the Conso11dated export prov1ded severa]
conditions could be met, . Among these conditions were that- the Board
regu]ar]y review and amend as necessary the price provisions in export
contracts, exercise a concern that the export of gas did not adverse]y
affect ‘the Tocation of 1ndustry in Canada, and took steps to ensure
that the return obtained from the exports would remain in and benefit.
Canada. 140 |
| Conversely, Alberta and Southern, while it did not.oppose féﬁ
Consolidated outright, suggested a princip]e‘whichhunder current
‘-‘cond1tlons was 11Le]y to lead, and apparently d1d 1ead to tha der 1a1
of the project, nameTy, that preference among competltors for given
volumes of exportab]e gas shou]d go to those: systems 1n ex1stence
-serving export markets On other quest1ons however the company
was in broad agreement with the pos1t1ons taken by the CPA, and
express]y rejected the suggestion by some others that ‘here be peri-
odic re-examination by the Board of the. prov1s1ons of export

contracts U1

. . _t(.,

Numerous partles were in d1rect opp051t1on‘to the Conso]1dated
.

proposa] These partles tggded to stress the 1mp11cat10n of the scheme

“in terms of Canadian prices, which were seen to rise 1nev1tab]y in

consequence of increased compet1t1on for gas supp11es; Two major
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Canadian distributors of natural gas in OntarioA Unioh Gas and Con— |
sumers’ Gas, added to this con31derat1on on pr1ces the concern that
since Consolidated wou]d be serving the same export market as Trans—
Canada, it would threaten the sav1ngs accruing to Canadian customers
of Trans-Canada as a result of that company's sharing costs between

its Canadian and‘export_service.142 On the same'basis, several parties

-~

(Trahs-Canada, westcoast Northern and-Central the Prov1nce of
Man1toba the Pr0v1nce of Ontar1o, and Province. of Quebec) subm1tted
that the NEB shou]d give pr1or1ty to transmlss1on companles serving

both Canad1an and export markets in a]]ocat1ng exportab]e surp]uses of

gas among app]1cants, and a]] viere opposed to the Conso11dated\

: R ~/
A1l of these part1es were Jo1ned by several others (B.C. |

Hydro In]and Gaz Metropo]1ta1ne) in support1ng more active conq1der-
}at1on by the Board of the pr1ces at which gas was being exporteJ
1nc1ud1ng part1cu]ar1y the.effect of exports on CanadIan prices. %44
More spec1f1ca11y, several emphas1zed that the anrd should 1ns1lt on

gas exports obtaining opportunity prices in thelAmer1can market they
~ served. $1111 others advocated f]oor prices be attached to . cost of
.'serv1ce contracts and per1od1c reviews of export\contract be under-
: taken. 45 _ N AV

It is difficult to conclude who among ‘this array of interested.

parties won the agreement of the NEB. The Consolidated application LY
" failed, but as indicated abpove its main consideration was the apparent
'shortage of exportable /olumes of gas. Nevefthe]eSs,~the,decision in 'g ,fM

this case c]eah]y’ran counter to the unanimously professed_preferences



two of the Board's tests.
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"~ of the. producers With regard to other matters, though ’the prin-'

c1p1e of granting pr1or1ty to exporters w1th Canad1an markets, as

d1s§ussed‘be1ow,-was not appiied; and the export pr1ces of other

' projectsfapproved at the\éame'time contjhued to meet only the first

A Summary and Review of S . =
Board Decisions _ : Ny oo bey

-

It shou]d be clear from the above account of dec1s1on5‘by the

v NEB that part1cu1ar1y w1th respect to the pr1ce of exported gas, the

—_—

- Board has not susta1ned a high 1eve1 of cons1stency in the app11catlon

&

'Fvof criteria to various app11cat1ons.’ In this section of the paper, I

Sha11 h1gn11ght the maJor 1ncons1stenc1es, d1scuss tne cond1t1ons

wh1ch have resu]ted from these dec151o(<” and attempt to infes from

the’ resu1t1ng cond1t1ons the priorities and obJectfves which- move the .

‘Board,to‘act as 1t does.. B :

f,f'l A systemat1c review of the decisions taken by the Board and

‘ 1t£ use of criteria 1n cons1der1ng the acceptab111ty of var1ous export

t

proposa]s seems. to revea] nelther c0halstency nor c]ar1ty Taken

a: who]e, the record revea]s that, once Tt has determ1ned on other

grounds that an exportab]e surp]us ex1sts, the Boardwdoes not feel

s

very strong]y constrained by other prov1s1ons of the Act part1cu1ar]y
T E

those oect1ng the export price. .The Board throughout its h/story

has v 1 on]y three export app11cat1ons. Two of these were
rejected on the bas1s of slight 1nadequac1es 1n‘price which were
- - . - . . B . - .

amehded and approved short]y thereafter. The third was rejected.on “

A
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" the basis of conditions invo]ving both'price and supp]y, and it is

difficult tc say with reference to what precise standard in each case -
the app11cat1on would have fa]]en. This latterqgase the case of

8]

Conso]1dated, d}scussed above) is part1cu1ar]y sxgn1f1cant for th1s
reason." | .

— Pr1or to 1970, the Board dec1ded on export and p1pe 11ne -
app]1cat1ons under cond1t1ons of a re]at1ve abundance d?\natural gas.
That is, ‘the Board had been ab]e to find an exportable surp]us to -
exist which exceeded ‘the quant1t1es of gas for wh1ch export apol1ca—
~tions had been made to 1t accord1ng to the prevailing procedures for
the determ1nat1on of surplus. The Board took 1ts.1970 dec1s1on under
cond1t10ns of re]atlve scarc1ty, that is, an exportab]e surplis
ex1sted but was 1nsuff1c1ent to meet the total quant1t1es requ1red

to sat1sfy;a1] the applicants. Hence, ‘the Board had f1na1]y to choose

among various applicants."

As re]ated in the above sect1on, the Board d1d state c]ear]y
Cits order of prcference among several types of export ventures when . 1t
denied the app11cat1on.by Consol1dated Therefore, the record of .
past dec1s1ons of the Board concernxng export and pipe line appl1ca-4
tions- can,reasonab]y be examlned for answers to two quest1ons Has:
the Board estab11shed and cons1stently app11ed aﬁy m1n1mum cr1ter1a

(necessary cond1t1ons) for the approva] of - 1nd1v1dua] app]1cat1ons

when there is no constraint with respect to expprtable surp]us? Did

: the Board establish and consistently apply any standard for dtscrimf

: 1nat1ng among dlfferent types of export and p1pe line proposals7

1In attemt ‘ng. to answer the second quest1on posed above, )
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will refer first to the ord ,om'ﬁreference set out by the;Bdard ‘in ,
/ -

Just1fy1ng its denial of ConsoT1dated The Boarﬁ sa1d f1rst that a

proaect serv1ng Canad1an as vell as export markets is preferab]e, '

P

other th1ngs being equa] -to one serving export varkets exc]us1ve1y
(pr1nc1p1e A); - and second #hat prov1d1ng inc eu] voTumes of gas
“to an ex1st1ng prOJect wh1ch can. thereby reach Of Limum capac1ty is

;prefereable to prov1d1ng vo]umes of gas to a new progect (pr1nc1p1e B).

o G1ven the concrete ch01ce fac1ng,the Board the choice betueen thei

‘_ maJor ex1st1ng systems and thn Conso]1dated proposal, it seems reason—

aab]e to conc]ude that Conso]1dated Tost to Trans Canada and Westcoast

- I3

et

on the basis of pr1nc1p]e A and lost to ATberta and Southern on the
basis of pr1nc1pTe B. Thus, under- cond1t1ons of J 5 Tc def1t1ency
1n eprrtab]e surp]us compared to the total vo]umeslapp11ed for by
~all app11cants, Consolidated' s app11cat1on for some .5 ch was jd"
den1ed However, this Teft a’ def1c1ency of 1 ch in reTatlon to the '
rema1n1ng appTTcatlons.. G1ven that Trans Canada and Westcoast serve
both Canad1an and export marrets and g1ven a]so that ‘the ATberta and

>outhern system T]ke the Conso]adated proposa], is v1rtua11y w1thout

Canad1an customers, 1t 1s 1mportant to note how the remaining app11-‘:"h”

‘ cat1ons are tr1mmed to f1t the exportab]e surplus ava11ab1e..

X b
Fac1ng the need to trtm%the appT1cat10ns before 1t of some

1 ch the Board, 1n effect had to choose between ATberta and ‘

Southern Trans Canada and Westcoast The former serves oﬁly ap

' export market, wh1]e the Tatter two Jo1nt1y serve Canad1an and export

markets On the basis’ of the Board B enunc1ated pr1or1t}es, one'lb

-

- )
B ¢
©

LG
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the expense of A]berta and Southern, since it had put itself on'
record as favour1ng th]S type of prOJect - Neverth-less, the Bo 1 ‘
- reduced the applications of Alberta and Southern ant! Lrans—Canada by
'almost equiVa]ent*amonnts “that is, by approximatel: Tef. Nest-

coast's. app11cat1on was approved w1thout a]teratxon with respect to
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A vo1ume .. The Board gave no rationale for its fa1]ure to app1v these .~

cons1derat1ons to the rema1n1ng exports

’ It is d1ff1cu1t to conclude from this ev1dence that the Board
has effectively applied its stated preference for prOJects serv1ng
lboth Canad1an and -export markets over, those serv1ng on]y export »
vmarkets Th1s is part1cu]ar]y s1gn1f ar 1n ]1ght of the fact that

\!one of the pr1n01pa1 Just1f1cat1ons used by the Board or by the govern—

/

ment 1n support of 1arge exports of natura] gas is the opportun1ty
.tney provide; by means of the econom]es of sca]e avaﬂab]° to the
“comb1ned p]pe Tine fac111t1es, for serv1ce to Canad1ans at-lower cost

_than wou]d otherw1se be the case. Th1s Just1f1cat1on s used qu1te

o

'exp11c1t]y in the part1cu1ar case of Nestcoast Traﬁsmlss1on147 and has

been given: genera] enunc1at1on by the. NEB as we]] o 3
The carrying of export gas- should be a prof1tab]e activity,
which,. when undertaken by transmission-systems serving
. Canadian custormers, should make .availabTe to such customers
~a share in the economies ‘of scale ‘and such benefit as may
arise from the contribution of exports to the f1nanc1a1
'hea1th of the transmission system. 148

- Th1s pr1nc1p1e conce1vab1y could be applied to any export
propoSa] as a necessary condition of approva] but it seefis ewen more
useful as a means of determ1n1ng he comparatlve mei1ts of rival

_ app11cat1ons when ava11ab1e reserves are too small to sat1sfy aJ]

' app11cants It is worth notlng that 1og1ca11y, the principle- of

% . -
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o
[

‘Canadian benefit from eXports is deniec by twovtypeshof circumstances;
any export project Which'serves-no Canadian customers; and'any com- -
~ bined export—Canadian project which 1eaves‘Canadian'customers bearing

aédjsproportionate share of the costs of providing the combined

service. One can onTy.conc1ude~from the decisions taken by the NEB
with respect to the alternatives before it in Augustf 1970, that the .
Board was nc: prepared (%r at any rate, observab]y fa11ed) to favour

a comb1ned prOJect such as Trans Canada over an’ "export—on]y“ prOJect

(7

such as Alberta - >outhern in 1ts,a110cat1on of scarce exportab]e»

R Vool

reserves, and fatneo?fnfthysywayfto apply its own stated principles .

S . . s,
o :

- of long-standing. - The fu7¥ﬁinsuffic1ency of 1 Tef, according to thesg
10ng stand1ng pr1nc1p1es,/shou1d have been s(/ved from the Alberta

b

and Southern app11cat1on/ a110w1ng Trans«Canaca :he fu]] volumes for

- wh1ch.1t had applied. The conclusnon must be -ha: the Board has fio

_stated principles which it has-consiStent]y ap; ie: 1n d1st1ngu1sh1ng
.the re]at1ve merits of competwng app]lcat1ons ur. er :ond1t1ons of -
-scarc1ty, saVe, perhaps the preference for existing systems over

proposed new systems /

. Hith respect ‘to measur1ng the 1nd1v1dua1 merlts of app]1cat1ons
under cond1t1ons of re]at1ve abundance of reserves, thelBoard S record |
is not much c]earer Severai pr1nc1p1es, e]aborated above ‘have been |
cons1stently stated by fhe REB w1th respect to the necessary bord%r
pr1ce prov1smons of 1nd1v1dua1 app11cat1ons In pract1ce,showever, R
the Board has 1ns1sted-ﬁn on]y the fu]l recovery by an export ot 1ts

cost of- serv1ce, and even here the; spec1a1 c1rcumstances of the,

:;westcoast pFOJeCt throughout the per1od under review ser1ous]y

-



underm1ned even th1” "necessary" condition.;

The most negtected of the three tests of the border pr1ce
hoWeuer is the opportun1ty pr1ce prov1s1on, that is, the test,
dreou)r1ng that- the Canad1an gas rea]1ae someth1ng approx1mat1ng its’
lfu]] va]ue“1n the market served Not on]y has this been true through—

A;hfout the h1story of the Board, but in. 1ts August 1970 dec1s1on the

lhj;{Board a]located the fu]] 5 8 Tcf of exportab]e gas available W1thout

“:ta s1ng]e cubac foot be1ng abso]ute]y requ1red to meet th1s prov151on

nlndeed, in the case- of A]berta and Southern, the Board eschedbd this

~ test qu1te consc1ously and de11berate1y. “The other two major exports

appeared to meet~the third test under current cond1t1ons, but the

a. >/ VJ

future pr1ces oﬁ the exports were t1ed. not to pr1ce changes in- the
- Amer1can market serVed but to price changes in the Canad1an markets .
 adjacent to the point of export. Thus, 1f 1t is accurate to say, as .

o

'h;the Board 1tse1f has said, that the cost of serv1ce estab11shes the

" floor of the export pr1ce, wh1]e the competition from a1ternat1ve

149

g;sources of gas and energy estab]1shEs its ceiling, 1t is also true

" to say that the Board has t1ed the price of the exports 1t has most

" recently approved to the floor rather than to the ce111ng.ﬁ

As the r@iﬁnqas prepared to concede.with respect to fibke

and SoutheVL's app11cation, in future the value of Canadian gas in the

/‘_Amer1can mbrkets it. serves°can qu1te reasonab]y be expected to rise

I

and perhaps r1se sharp]y over the 11fe of the export 11Cences. In

this even > however, it is not only cost of service contracts wh1ch

"‘-‘ias with A berta and Southern w111 fail to realize border pr1ces

.wh1ch redover the value of Canad1an gas at the 1nternat1ona1 bOUndary,j '

i
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border priceg-which are tied to the adjacent Canadtanvmanket WiTTai
presumably also fail to ensure the recovery of full valué. The only
certain means of avoiding this,'ofgcourse, is to ratse prices in the
»adjacenthanadian markets in'para]]ei with the pricesiin.thz assoc1-
'ated United States market. Interest1ng1y enough thlS would be t////
Aaccept_in fact, 1f not 1n pr1nc1p1e the ”1n Tine". pr1c1ng method
which the Board explicitly rejected (on-exactTy these grounds) in its “
" December 1967 decasion,' | w‘] | '

By accepting the princip1e that the border oriee:must not be
less than 105 per cent of the price, in the adgacen} Canad1an market,
=1wh11e fa111ng at the same tinfr to insist on.the th1rd test throughout
‘the life of the export the Board-is accept1ng that the border pr]ce
will be set in 11ne W]th the ‘Canadian pr1ce plus f1ve ggr cent The
Board may be- p]eased enough when the border pr1ce actua11y exceeds
this figure. There 153 however, abso]ute]y ho equence that 1t is _Y
prepared to insist on a higher price in the event ot”rapid‘increases
in pr1ce in the Amer1can markets oyer the Tife of the 11cence L

There 1s, 1ndeed, fo evidence that ‘the NEB regards recovery
' ~of the‘full va]ue pf Canadwan@gas in the ma?%éﬁ%served as a necessary
'c0ndition for the export of gas to,thé%%%ited‘States;' The on1y -

reasonahle interpretatton’of this>1s that the‘Board is anxiodg;_'

' wherever poss1b1e to max1m1ze the vo]ume of exports of - gas to the

. Un1ted States but does not care’ ‘to maximize the return to Canada of
those sa]es. Some might gard th]S as a curious stance for a.
regu]atory agency w1th ‘a mandgte to serve the Canadlan pub]1c 1nterest
to adopt. Nevertheless, the NEB, with the concurrence of Canad1an' -

LN
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governments has dec]ared this policy to be in the Canad1an publ1c

'f 1nterest » i |

In the concluding chapter to‘this s tudy (Chapter VI),-an‘

K attempt will be made to understand how and why this is SO, 1n the

light of cons1derat1ons 1ntroduced 1n ‘the f1rst two chapters Before
that task is’ undertaken however, th1s study reviews in the next

-chapter what members of par11ament hdve sa1d and done dur1ng the same |
period concerning matters decided by the NEB. ‘It is the primary pur-
pose of such a- rev1ew to determ1ne whether the representat1ves of the
Canad1an pub]1c have held and argqued for a v1ew of the Canad1an pub]]c !

interest in these matters whlch differs substantially from that of the

regu]atory off1c1als or the pr1vate interests already examined.



NOTES TO CHAPTER IV

INEB Act.
2F_or a detailed discussion of the NEB Act and the functions and powers
of the Board, see R. C. Carter, "The National Energy Board 6f Canada
and the~American Administrative Procedure ‘Act--a Comparative Study,"
Saskatchewan Law Review, XXXIV, 2 (Summer, 1969), pp. 110-113; B. D. -
Fisher, "The Role of the National Energy Board in Controlling the
Export of Natural Gas from Canada," Osqood Hall Law Journal, IX, 3
‘(December, 1971), pp. 560-564; and McDougall, op. cifl., pp. 338~346.
The Board consists ofseven members (a Chairman, a Vice-Chairman and

- five members-at-large) appointed by the Governor-in-Council. for terms-

of seven years subject to good behaviour. The Act expressly prohibits
members from holding any interest in the petroleum industry (s. 3(5)).
Some biographical material concerning members of the Board and its
senior staff who held office during the period .under review is pre-
sented in Chapter VI. o . :

SNEB Acty s. 83.

4This point was confirmed in a more general viay in the cburse-of inter-
views with members of the Board staff: Boyd Gilmour, Chief of
Regulatory Division, Economics Branch, June 27, 1972 (attended by

" M. Schwartz, Chief of Markets Research and Forecasts Division); and
Ted Hage, Senior Engineer, Regu]atory'Division,‘Junev28, 1972.

-

,5Nationa1 Energy;ng;d,'RepSrt to the Governor-in-Council. In the
_matter of.the applications under the National Energy Board Act of
Alberta and Southern Gas Company, Alberta .Natural ‘Gas Company, Canadian
‘Montana Pipe Line Company, Trans-Canada Pipe Line Limited, July 1965,
- p. 4.39 (hereafter Reports to the Governor-in-Council will be cited so -
" as to correspond to the following abbreviation of the above as R.G.C.,
“July, 1965). ' ' . B T

®The twenty-one-yéar protection period is related to the time over which
natural gas pipe lines tend to be written off, usually about twenty
years. The Board's selection of a thirty-year projection of demand
reflects the practice of the Alberta Board as well as a precedent set-
by the Borden Commission. o ’ -
7R.G.Ca, March, 1960, pp. 4-7. In R.G.C., July, 1965, Appe*ﬂéx 3, a
note to Table 4 states, "In the case of the 21 year period for Canadian
requirements, the total deliveries ', . . were obtained . . . by aggre-
gatf%g the 1965, 1966, -and 1967 annual. amounts, plus 18 times the 1968
amount.” . . - ' ’ : ’ P o
8R.G.C.h“March, 1960, p. 4.26 (emphasis added; unless noted to the
~ contrary, all emphasis is in original).. =~ c
ngEBf‘Annual Report for the Year Ended 31 December, 1969 (Ottawa:
Information Canada, 1970), pp. 12-13. 7 ° . A —
) L A a . . 0 : ’

.
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1QNEB, Report, August 1970, p. 4.39. The names of firms which aré
abbreviated throughout the text are given in full in Appendix D.

1Transcript of the Hearing of the National Energy Board commencing
November 25, 1969, and ending March 20, 1970, into matters reported

in the Report of Auqust; 1970 (hereafter referred to as Board Hearings),
p. 1293, | S - f

121bid., p. 1295,

B1bid., p. 1207.

14

P

NEB, Report, August, 1970, p. 4.39.. 1t should be noted that, since

1966, the Canadian requirements protected by available reserves have

. been estimated on the basis of 25 times the projected fourth year
requirement, a change from the 21-year protection described above
(Footnote 5). The future surplus calculation by the old method of

- comparing a 30-year estimate of .all Canadian requirements with a
20-year projection of supply was abandoned. The Board's new "Forecast
of Future Relationship between,Requirements.qﬂdWSupp1y,f merely
indicates the rate.of growth in reserves additional to the histori-
cally ascertained rate of growth which will 'bg necessarynto protect
Canadian and export requirements. Deficiencies 4n res rves projected
by this method do not constitute grounds for denying exports. For
other discussions of the Board's method of surplus determination, see
Fisher, op. cit., pp. 584-587; McDougall, op. cit., pp. 74-90. Both
these accounts are critical of the Board for allowing future incre- "

-ments in Canadian requirements to depend too heavily upon trend gas. o

15

Board Hearings, pp. 5842-5843.

- ®Ibid., pp. 5845-5847.

Yibid., p. 1859. | |
Ibid., p. 1860. Thé.spokesman went on to say that Arctic and Atlantic
sources of natural gas ought to be_ considered by the Board in the |
manner r§commended as part of the contractable surplus for Canada
(p. 1861). - . L : S

18

P1bid., Exhibit #68 (Guif): Exhibit £70 (Shell); pp. 5862-5863 (Amoco); ' -
P. 5882 (Amerada Hess); and Exhibit #83 (Mobil). Dome urged the. . . G pTmE
Board to include in its calculation of Surplus gas reservesjwherever;:yq T
they may be found in Canada, but not until it was assured that P e
‘Canadian crude 011 would ‘have full access to -the American market, S
Pp. 5898-5906. (Appendix D indicates the nationality of all firms
who participated in the Board Hearings.) T
“1b1d., p. s876.

“Ubidi, p. 5890 (B.C. Hydro): p. 5941 (Northern and Central); pp. 5956.
9603 (Gaz Metropolitaine); p. 596] (Consumers' Natural Gas); pp. 5979-
5985 (Union). T U
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e SO
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B A

g&?lggj.;, pp. * 15561559 (Trans-Canada); p. 5760 (Westcoast).
“¥bid., p. 6039, | | |
- 24

—_—

Ibid., pp. 6021 and 6041,
25 W

Qgi\v Ibid., p. 58%0. ~ ° W iy ' | o
§>Obid., p. 5863. e | | ’

"ﬂ:- 27

_?Bxbid., Pp. 5856, 5858-5859, 5862-5863, 5882-5884, 5898-5900, Exhibits

770 and #83. Gulf expressed its support of the CPA position in
Exhibit #68. \ - S _ B 5

Ibid., p. 5900.

T 20bid., Exhibit #117,

O1bid., pp. 5638 ‘and 5991-5094.
*lbid., Exhibit #81. |
PNEB, Report, August, 1970, p. 10.18.- -

33

Ibid., p. 10.19.

*R.6.C.. August 1970, p. 5.31,

, ’35NEB, Certain Aspects, op. cit;, p. 40. ) e
- %5.6.C.. March 1960, p. 6.9. |
,'371§ig,, p.'6.11. _ | |

v3§;gig., p. 6.12 (emphasis-added).
FR.6.cC., duly 1965, pp. 8.2-8.4.

Olpia., p. 512,
. | .

Ibid., p.:5.14.

-~ *%R.6.c., May 1967, p. 3.11.
' Pre.c.

, August 1970, p..10.26; cf. p. 5.35.

- ®rpigl, p. 10.28..

——

Ibid., p. 10.25.

rb{d.;_pp-‘10-28*10%29?3
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®rbid., p 10.30.
491p;

———

Ibid.

RIS

50

a-

"libid., p. 10.31.

52

NEB, Certain Aspects, p. 34.

53In the words of the Report, "There is an-underlying implication,
 however, that €anada has more or léss taken on the responsibility
* to meet normal growth requirements in these instances,"
Certain Aspects. It is noteworthy that in_approving the first N
export of Niagara, the Board expressly denied ‘that its approval
carried any such implication to supply incremental requirements. B
See below, p. 137. ‘

*AR.6.C., March 1960, pn. 9.5-9.6.

> Ibid., - June 1960, p. 13.

'561919,, p. 14.

> 1bid | ’

*81bid., May 1967, p. 3.11.

59_919,, August 1950, PP. 6.1-6.4.

“lbid., p. 10.35. | e
©lIbid., pp. 10.35-10.36. o o

62The rather painful .birth of the Trans-Canada system has already

been recounted in brief (see above pp. 67-69). - Part of the .
criticism levelled at the company was the degree of foreign owner~

ship. However, the company would now appear to be majority owhed

in Canada, with Canadian Pacific Investments and Home 0i1. Company -
among the Targest shareho{ders, Canada, Dominion Bureau of Statistics,
Intercorporate Ownership, 1967 (Ottawa: Queen's Printer, 1969). ‘

®3R.6.C., March 1960, p. 5.20.

%%1bid., pp. 5.21-5.22. .A | |
°Ibid., p. 5.22. o o R
66 | ‘ | s o

Ibid., p. 5.23. | o
“/Ibid., pp. 5.26-5.27. R s

N
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See below, pp. 135-148.
69R.6.C., July 1965, p. 7.8.
00pid.

68

Ibid., ‘August ‘1970, p. 8.26.

"11,4d., p. 8.27.

~Ibid., p. 8.27.

Ibid., p. 8.28.

Ibid., pp. 8.28-8.29.

76McDougaH, op cit., pp 349-350.

77See above Pp. 66 68

78

;U

» August 1970 “pp. 10. 56 10. 57.
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R.G. C., March 1960 pp. 8.10-8.13.
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Ibid., pp..B.25-8.26; cf. pp. 8.28~8.29;'

NEB, Certain A_pects pp 34-363 cf. R.G.C.

December. 1967,
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341F’@05 p

Blbic., 1n. 8. .14,

7ﬁv f

blc.. p. 8.5

7.6.C., Teteu o 1968, p. 9

®rrid., 10

“Quoted Ly ©° sard in R.G.C., p.-4.
160

R. L A .t 1970, pp. 10.58-10.59. .-
0l 2 9.39-9.40 and p. 10.60. With respect to the third test,
.-ver, the Board did not relate in its Report evidence indicating
- that "no édditiona] supply from San Juan or other United States
- tuurces is presently available," suggesting that gas sold at pre-
- vailing prices in the market is undervalued. See Ibid., p. 9.34.

19%21p44., p. 10.62.

1%1bid. , pp. 10.63-10.64.

10%4ER Act, s. 44.

1051hi4, | |
1OGR.G.C;,'March 1960, pp. 10;11-10.12. The earlier decision is
reviewed above on pp. 123-124. : v

~.

107

R.G.C., May 1960, p. 5.

%1bid., pp. 7-8.

Ibid., p. 36.
Ibid., pp. 39-40.
Ibid., pp. 42743.
“Ibid., pp. 43-44, B
id., p. 4.



18, o e
rbid., p. 6. - 0 Hee

Ibid. i
Ibid., pp. 48 and 56. .

1201p4d., p. 56.

'121

119 :
e S

R.G.C., August 1966, p. 6.7.

1221pid., p. 6.1%: |

. . A /
1231bid., p. 6.12. i}
124Great Laﬁ@g marks the only occasion on which a Board decision}has

been ovirturned or substantially modified at the. level of cabinet.
It 1§§ﬁ]$0 the most .disputed decision taken by the Board in the
perit¥ under review, in terms of the debate which it .occasioned-in .
‘Parlfament and the number of interested parties who made submissions
to the Board on the question. The issue is discussed more fully in

, Chapter.V.

1255trict1y speaking, the companies are distinct and m%de separate
‘applications to the Board, with Consolidated Natural applying to
export gas and-Consolidated Pipe applying to build the necessary
facilities. My use of "Consolidated" is meant to refer to the
project as a whole, which seems justifiable on the basis of the -
inter-corporate ownership involved. Both companies. are subsidiaries ,

© of Northern Natural Gas,-the owner of a very large pipe line system

in_the United States. ' ‘ _ S

,

D

12:6T'he Consolidated application also provides an ing resting instance
-of the Board's deliberations and'decisionS’q%éé!i%spéct to the pro¢
visions of s. 44 of the NEB Act. For the inf&rested reader;.I -
provide the following summary of the Board's discussion of these - -
matters in- the August 1970 Report, pp.:7.7-7.40 and pp. 10.38-10.40:
The Board. found, first, that Consolidatéed: had available to it -
established Canadian reserves of 2.0 Tcf., compared with a total
requirement during the term of the licence of 1.53 Tef. (p. 7.7). .
The Board was further "satisfied with Consolidated's evidence as-to
the forecast availability of supply to maintain deliveries at the
amended Tnitial level of export proposed by:Consolidated" (p. 10.38). =
‘This positive finding with respect to what the Board terms "déliver-
ability" was made despite a failure of Consolidated's available supply -
s tomeet its full annual requirements after. 1988, the eighteenth year
of a twenty-five year licence. The total annual def.ciency for these
years was 240 Bcf. (p. 7.13). ’ o : o
"~ ~'With respect to the propcsed pipe Tine:facilities, the Board
concluded that a 36-inch diameter line would be more economical than
a 30-inch 1ine, "if additional volumes of gas were to become .avail-"
- able to Consolidated for export within a reasonable” time" and would
be adequate to carry the level of exports- proposed in the project;
that markets existed for as much gas as could be carried by a 36-inch _
1ine; and, finally, that considerable economic incentive would exist

&

E=]
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T

s i
after the installatiog, 0f such a line for Northern Natural, the
parent and receiving compapy, ‘to- fill it to.optimum operating level
as soon as possible (p.:10.39). ST T :

The Board noted in_ its:review:of evidence on facilities that

more-than half.the tofal’investment in the combined systems to be
constructed had been committed to Canad¥an supply. amgh contract
terms; that over 60 per cent of the pipe in ‘the main Tine would. be
supplied from Canadian mills; and that essentially all of the neces-
sary compressor equipment -for use both in Canada and-in the -United
States would be purchased from Canadian firms (p. 7.27).- .

' The Board was’ generally satisfied with the proposed‘financial
arrangements (pp. 7.29-7.33). Among the points raised, and discussed
in evidence were the proportion of common stock and long-term debt
in the financing (approximately 1:5); the expenses included in the
-cost of service; the composition of the rale base and: the raté of
annual return (9.75 per cent); and the assumptions. for cost purposes
concerning the cost of .debt money (8.75 per. cent) “and the return on

- common equity (14 per cent). With respect to the distribution of

common stock, the company submitted’ that 55-per cent would be-offered

'to residents of Canada through Canadian .-stock -exchanges and the:
remainder, including any residual of shares made available to ‘the
Canadian public but not purchased by them, would be s
‘Natural. Of the $50 million in debentures, $15 mi1l%on would be
sold"in Canada and about $35 million in the United States. The

..Board noted one objection to the financial -provisions in the appli-

‘cation, the absence of a transportation contract between Consolidated
and Alberta Gas Trunk, which raised problems for the Board in -

~ determining total costs (pp. 10.39-10.40). -

127Evidence with respect to "ne three tests and the conclusions based
on this evidence are reported in Ibid., pp. 7.37-7.44, '
1281pid., pp. 10.41-10.42.

129

’

Ibid., p. 10.42.

130144d., pp. 10.42-10.43.

131

13380ard Hearings, pp. 5842-5843 and p. 5850. (See Footnote 11 above).

13%1pid., p. 5856.

1335ee pp. 5860-5861 (IPAC); pp. 5862-5866 (Amoco); pp. 5868-5871

 (Banff 011); pp. 5875-5877 (Canadian Fina); pp. 5882-5885 (Amerada

~ Hess); pp. 5898-5900 (Dome); and Exhibits #68 (Gulf), #70 (Shell),
and’ $83 (Mobil). =~~~ = oot ' { .

old“to.Northern . * -
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136poard Hearings, p. 5991.

1371p44.

138

139

Ibid., p. 5995. ‘

. 139%pid., p. 6002. L I . ‘
05pig., pp. 605076051, = S ﬁ/f"°

11hid., pp. 6561-6562. " | |

1%21p54., p. 5981 (Union); p. 5969 (Consumers ).
Y1bid., pp. 5771-5772 (Trans-Canada); pp. 5832-5833 (westcoast) :
p. 5940 (Northern and Central); pp. 6013-6017 (Manltoba), p. 6029
(Ontario); pp. 6042 6043 (Quebecg '

144

.1bid. pp. 5887 5916 5928 and 5960 respect1ve1y

’ "1451b1d., pp. 5769 (Trans- Canada), p. 5964 (Consumers ) pp. 5941-5943
(Northern -and Central); pp. 6027-6028 (Ontario); pp. 6041-6042
(Quebec), and p. 6051 (Saskatchewan Power Corporat1on)

Pt

146See the tab]e prov1ded 1n R. G’C August ;970, p. 10.71. .
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NEB, Certa1n Aspects, p 35. ”
18p.6.C., August 1970, pii10.15. 0w

“'149NEB, Certain Aspects, p.’32}




CHABTER?VL

. PABLIAMENT,‘TBE,GOVERNMENT AND THE NATIonhL'ENERGY BOARD

G1ven the amount- of controversy generated in the mid-1950" s“

; by ‘the 1n1t1at1on of two natura] gas p1pe Tines, Westcoast Transmission
and Trars Canada Pipe Lines, and given the amount of attent1on and

- d1scuss1on devoted 1n recent-years to such prospects as a comprehens1ve
energy agreement w1th the Un1ted States (' ”Cont1nenta1 Energy Dea]”)x .
and a Mackenz1e Va11ey p1pe 11ne, 1t is str1k1ng that very few of the

NEB- dec1s1ons reviewed 1n the preced1ng chapter sparled anyth]ng 11ke
.a comparable degree of pub11c d1scuss1on Neverthe1ess, wh11e few of

"

the dec151ons of the Board became pub]]c Yssues ot any magn1tude,

members of par]1ament from t]ne to time have made speeches or 311

_\cha]1enged the government of dhe day w1th respect to the Board 3

-conduct of 1ts respons1b111c1es It wou]d seen uorthwh11e to 1nqu1re

,a

whether i 1ament has. ra1sed or stressed pny cons1derat1ons w1th
q

'respect to: natura] gas p pe 11nes and exportB wh1th have been over-
. “1ooked by the NEB and the wnterest groups represented to it.

- The present chapter presents a very broad summary of the
‘dparllamentary record from %959 to 1971 on the issues of natural gas‘ '
~exports and’ the construct1on of p]pe ]1nes Th1s review will show |

that Par]nament has a]most never cr1t1c12ed the Board S f1nd1ngs w1th

y’.
4

respect to! the ex1stence and size of an exportab]e surp]us has

Vv‘rare1y questloned its findings w1th respect to pr1ce, and has on]y

Cat g S - B = . R B} N



‘once mounted sustained opposition to an act1on taken by the Board.

.a.

One of the clearest 1nd1cat1ons of how various members of

<

3
par11ament regarded the Nat1ona1 Energy Board and the exercise of its

“author1ty is to be found in what they had to say about these matters
at the time the NEB was: estab]1shed It is noteworthy that by that -
time the L1berals, Conservat1ves and the CCF all: supported the prin-
c1p1 of “n energy authority w1th powers suff1c1ent to ensure that
Canadian - nterests were not harmed by an 1ndustry in wh1ch fore1gners

'p] yved such a 1arge part,’ a]though they d1ffered on the nature of thej

'ulpowers requ1red As ear]y as February, 1955 Progress1ve Conservat1ve
“memhers were suggest1ng in the House that cons1derat1on be g1ven to a .

nat1ona cnergy board and stat1ng a great need. for an over’aTl energy

po]1cy" in order To get away from “dea11ng viith the prob]em p1ece—
mea] wl By 1957, s1m1}ar sentiments ‘and support for a nat1ona1 energy
board: were generally, vo1ced by members of par]1ament ow1ng fin 1arge

.'measure td/the fact that it T1gured in the recommenda\qons of the

'Royal Commission oh Canada s ECOﬂOm]C Prospects (the Gordon Commis¥‘
s1on) 2 | | |

A study prepared for ‘the Gordon Commission had warned of the =
dangers to Canad1an 1nterests represented by the fore1gn ownersh1p of
compan1es engaged 1in the transm1ss10n and export of natural gas

The situation with regard 0 -exports 1n€5\the State of
Montana illustrates perhaps in exaggerated~fashion the lack
of awareness in this country both: of .the broader Canadian
interest in these matters and the intricacies of parent-

. subsidiary trade spanning the International Boundary, .- . .

f'The Canadian" subs1d1ary of the Montana Power Company nas been gfﬁ
permitted to charge its parent a price at the International D

‘L'Boundary comparabie to that prevailing in other fields in
Alberta Canad1an gas, pr1ced in th1s way, 15" be1ng de]xvered

I3

o

e . . . 5 . \
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” . . : —
at the Anaconda Sme]ter in Butte Montana, at a cost to that
company getween one-half and one-third of that which it vould
) otherwisé have had to pay for: energy in the form of coal or
‘residual oil. Had the forces of supply and demand been
- allowed free play, the return at the producing level would
therefore have been h1gher ' ,
The same study went on to po1nt out that the Amer1can importing com-
pan1es owned stock in the two other export1ng compan1es in Canada.
_ ﬁ}a "\ . )
'"These customer companies, because of their corporate. t1es have
exerted (and»may well continue to exert) cons1derab]e 1nf1uence upon
the pr1c1ng and other po11c1es followed by their, subs1d1ary and other
supplier compan1es in Canada.' nd : "l*’
The Gordon Comm1ss1on accord1ng]y recommended a nat1ona1 energy
\author1ty with adv1sory and regu]atory powers 1n 1ts final report, in
wh1ch it a]so warned of the extens1ve fore1gn ownersh1p and contro] of
. the petro]eum 1ndustry, p01nt1ng out that 1n the board room of inter-
nat1ona1 corporatTons, “the hor1zons are w1der and the pressures -
- dlfferent-—a1though not necessar1}y a]] 1ess paroch1a1——than they

II5

wou]d be 1in Canada Neverthe]ess the Gordon Comm1ss1on d1d foresee

3 per1od of t1me in wh1ch Canada's exports of 0il and gas would

great]y 1ncrease 6 , ;ts ‘_

| | : D1efenbaker, as 1eader of the official oapos1@%on, endorsed
the Gordon Commission's recommendat1on of a natlonal energy board

~Dur1ng a maJor po]1cy speech on the need for a national develop-

o ment po]1cy, he cr1t1c1zed "not Amer1can investment in Canada bUt
the degree- to which the 1nvestmenn'1n Canada by foreign corporat1ons.
was uncontro]]ed for the benef1t of Canada f and advocated “a plan;

’

not a p]anned economy bUL a nat1ona] po]1cy, not a po]1cy of nat1ona"gm .
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but one whereby Canada 1n Lhe days ahead w111 rema1h an 1ndependent
‘I . ¥

Canada and will not 1nexorab]y dr1ft into econom1c cont1nenta11sm “7
However, when it came t1me to debate the ‘NEB b1]] whlch the D1efen—
baker government ]ater brought 1n, the two magor part1es appeared to
adopt a more cautlous approach tg prospect1ve Board and its
‘author1ty. The Government and thetf;bera] oppos1t1on, while theyb

had d1fferences over some aspects of the bill, showed a‘common concern
that as few obstacles as p0551b]e be placed in the way of the 1ndustny,_
whereas the CCF members cautloned that what m1ght be best for the
industry, especially:if it meant h?gh volumes ‘of, exports at 1ess than
full va]ue, was not necessarl]y 1n the Dub11c 1nterest 8 ‘

;///;;//’.f c]ear examp]e of th]S is prov1ded by the occas1on on wh1ch t
the government sought to amend Ehe or1g1na] bill by add1ng the phrase
'hav1ng regard to the trends in- the Exscovery of gas in Canada" to
Clause 83. The leega]s supported th1° amendment after Pearson had

~ taken pa1ns to establish through quest1ons to the Minister that the
amendment was ‘designed to “ensure that there shall not be an unneces-

sarily restrictive poTicy applied by the Board” and that. foreseéab]e

‘requ{iements for use’in'Cinada ”shou]d be 1nteroreted in the ]1ght of

'potentla] product1on.“9 However, it must ‘be noted that the L1bera]s
did seek, with the. support of the CCF, to amend Clause 83 (b) so as
to read as did the o]d Regu]at1on 9 ~to the effect that export pr1cest

' must not- be Tower than the pr1ce for s1m7]ar Canad1an saTes. The
amendment fell, "twenty-three to seventy-six. 10 o

\_if It wou]d appear then that ghe NEB was estab]Tshed

1% an atmosphere of concern that Canada obtain the max1mum benef1

. ' ’ .
. . .



from the deve]opment of its energy resources and the recognition that

. this goal was threatened; particularly with4respect to natural gas

. pipe lines and exports,’by extensive foreign control of the industry.

Evidence of this:concern can be found in the work of the Gordon

-Commtssion, the Borden Commissi%n, and speeches by members of parlia-

ment before and durlng the debate on the NEB b11] It is'interesting,

in the ]1ght of this that hav1ng voted(to estab11sh the NEB 1n 1959

) these same members since then have had re]at1ve1y ]1tt1e to say about

the Board S conduct of its responsibilities in connect1on w1th pipe

¢

line construct1on and the vo]ume and prlce of gas exports . o

-

It is true of course, that the NEB s forma]]y 1ndependent

. of Par11ament, reportlng directly to the Cab1net Neverthe]ess, all

4

- §Pp11cat1ons approved by- the Board must a]so be approved by the

.Cab1net and 1t is at th1s stage that one: m1ght have expected

) one occas1on to be rev1ewed short?y -There follows a br1ef account

- of. what members of parlxament have had to say ab%ut Board and Cab1-

net de:ys1ons with reSpect to’ p1pe lines, export prices, and export

“~

volumes. _~ff

3..‘,@"/" ‘ ) o E t

’Constructibn of'Pipe Lines

The case of Great Lakes Transmlss1on (Trans Canada g pipe ]1ne
through the Un1ted States) prompted ‘what was, w1thout doubt the most

pro]onged and heated par]1amentar ‘b~te on a Board dec1s1on to take

,'place‘an 1ts h1story. In this instance, there is ev1d%nce that the’

o Cablnet reversed JtS or1o1na1 dec1s1on to reJect the prOJect, wh1ch

~]

SN

‘moré”cr1t1c1§m from the oppos1t1on part1es, as 1ndeed there was on o -

©
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-

had been approved with reservations by the Board, after extensiye'
meetings wifh representatives of fndustry: |

A high level meeting was arranged for September 9 between
senior cabinet ministers and one of the most formidable groups °
of Canadian busjnessmen ever assembled for such a purpose. In
addition to the Trans-Canada board members mgst invofeed and’
knowledgeable in.the matter, there were the‘aeads of the Steel
Company of Canada, Bell Telephone, the Canadian Imperial Bank
of Commerce, two Montreal and Toronto investment houses, and-
Trans-Canada's four largest customers. - President W. 0. Twaits
of Imperial 0il, representing the Canadian Petroleum Association
. made a strong statement in favour-of the Great Lakes scheme.
“A few days later during the federal-praovincial conférence in -
- Ottawa, “he prime ministers of Ontario and Quebec, who were f - . v
"7 concerneq over - the threat of higher energy costs for central = ™"
Canada, were persuaded to’ lend their verbal support to the .
pressure. being mounted by ‘the premiers of Alberta and Saskatch-
ewan for reconsideration of the final decision. A group of
Western Conservative M.P.'s secured John.Diefenbaker's suppori - R
.. for a statement in favour of the Great Lakes ‘proposal and _ Ao
asking the government-to change its mind. On September 19, -
Alvin Hamilton released their statement to“the press.ll

~

¥

big
¥

- A compromise plan was worked out, abcbrding to which phe'soutﬁé}n;]ihéggﬂ

.SWOuld be a]]owed.bgt‘wouldi accdrdingnto a letter dfvagréemént between
» Tr&ns—Cénéda ana the Govérnment of Canéda, a?&éy; garry 16%5 than half
“of the company's total deliveries to its mérketﬁ {?_Eaétéfn Canadéflf .
Thg_goverﬁment"statéd'its'réjection of the orié%é§}fﬁ?bpoéa1

on AuQUSt éS, 1966, and'announggd ftsﬁngwiposjtion of7approving a

"quiffed'proposal‘dn Octéber 4. The debété_on the.gbVerH%ent's new
stand began in earnest the day.it tablédvcopies_ofithe formal agféemeh%
_bétween the'GéyernmenF of anada“and~Tfans—Canada Pipe Lines Lim{fgg.
Tﬁé:debafe;gés~o;fgfnfljg in th= form of témment on theé miniéteria] :

?3; statement. ’Frqmgg§ﬁogér‘31'ﬁo midANoyehber, the debate codtﬁnuequﬁ  ,£'

g supply bi?]JfQF.théiﬁepartment of Defence. -

£l

.v £ﬁé,yehic]e;pf,

?~Diéféhba§ steadér of the Oppoéifion; stated as an °

)“the tabled documénts:




-
~1
¥

We find todqy that- cont1nenta]1sm has become the keystone - \
0f this government's policy. Cont1nenta11sm was preached ‘
~in the days of Macdonald. He stood against it and assured

us that Canada would be’ an independent nation. 1

Doug]as of the NDP p]edged that

through the United States, I maintain. it is doing so in
contravent1on of the Trans Canada Pipe Lines Act, that it
- has no. power to authorise the, construction of this line
- without submitting the agreement.and the letters of . “intent
e to parliament for approval, and . . . we sha]] 1ns1st that
4 this matter be submitted to par]1ament 14 - b
>
Later in the debate Saltzman qf the NDP insisted that "“this govern-

ment does not have a mandate to create a” Continental economy. 15 .

e : . b)
Cast1ng shades of the Pipe Line Debate of a decade earlier, * -

the issue was again whethe%/eastern Canadian markets shou]d be served
by means of aap1pe line ;ontrol]ed ent1re]y or only partially within
Canada fhe main arguménts in favour of the southern route -vere lower

: -
. constructuon costs and reduced unlt costs ow1ng to the poss1b1]1ty of
/

' comb1n1ng exports, w1th Canad1an serv1ce in the -same prOJect 16 The

s

. Mmain arguments aga1nst were the loss of exc]u51ve Canad1an government
‘ﬁ controi over/the f]ows of gas through the Trans Canada system and the
1oss of the ootent1a] Stimulus of an expanded northern line to the

@ ;, economy of Northern Ontar1o 17( ObJectlons were occas1ona11y ra1sed Y
v —QJ ¥
that Ihe export component of the southern route, contrary to its-

c]aTmed benef1ts, would ‘give 1ndustr1es in theﬁGreat Lakes States an

//advantage over: their Ontar1o compet1tors

S ) . &
/

g Parllament cons1dered severa] Other p1pe 1nnes dur1ng the

per1od under rev1ew, a7 hough not in response to decisions by the

. ”Board; Rather, since. p1pe lines under ﬁedera1 Jurlsd1ct10n are

n . . . oL . . M ,
' s : o i . 0
- 2
T 3G .
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“ required to-incorporate By Specia1 acts of parliament, privatefbi11s

Nee e,

of corporat1on have beem, in a few 1nstances, the OCC&S]On of

debate on the merits of 1nd1v1dua1 ventures 18 Some members of

1'vpar11ament used these debates to 1ament the fact that the creat1on

‘of the NEB had obv1ated Par]qament s revaew,oftthetprppc1p1es~and

purposes governing pipé 1ineﬂcompantes. ianQerseiy,'other members
= v 2N : .

speaking in support of particular ventures_have<been prone to argue

that parliament's role Ts'simp1y one of empowering companies to ,

'operate as bus1nesses, and that deta1}ed cons1derat1on/Jf the1r oper-

at1ons was a matter for the Board 19

—

The,degree of—Canadqan ownership‘and control of the companies
1n quest1on was the main bone. of content1on in. the most protracted of
_these debates The CCF members of the House fought the Aurora P1pe

L1ne at ‘great ]ength pr1mar11y on the qrounds that 1t represented a

fore1gn'contro11ed company (Cont1nenta1,011 through Hudson s Bay 0147

andfGasjventering intoia'venture-—the export.of natura]-gas:i1qu1ds;l
~ to the AmeriCan MidwestJ—tn'dtrectacompetition‘wtthﬁa'Canadjan’owneda
company a]ready enqaged 1n this bus1ne53‘(Footh1T}s P1pe L1ne Company)
'They tw1ce moved procedura] mot]ons to defeat the b111, and in each
case ‘were. overwhe]med by a comb1ned L7bera1 and Conservat1ve vote.

An amendment to the mot1on for th1rd read1ng (Peters) to ‘the

..effect that ”a]] the d1rectors of the company sha]] at all t1mec be
hY -

:Canad1an c1t1zens ord1nar11y res1dent in Canada,” carried f1fty five
to zero At th1s po1nt the CCF abandoned the field,. w1th Peters

c1a1m1ng that th]s amendm nt wou1d 1arge1y e11m1nate ”doubts we have

,as to whether or not these v1ta1 natura] resoUrces are gotng to be
‘used to the advantage of the panadlan economy-’ 21‘;

v e

e

go,fﬁ
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Export‘Prices

e N <
Of the two questions the Board must decide in approving gas

exports--export price and the size of the exportab1e surp1us—éexport
prices hqve/provided more grist for the'parTiamentary mill than the
determination of surp1us ~ The responselof'Par11ament to the Board;s
export decisions on e1ther aspect\w111 be summarlzed briefly here
fo]]owed by a somewhat more extended d1scuss1on of the few occas1ons
on wh1ch the Board has been chal]enged with ‘respect to these matters
by members of par]xament

As for the Board‘s'major export decisi%ns’of 1960, 1965, and
1970, the par11amencary record may be bé@ef]y summar1zed as fo]]ows

the 1960 dec1sxon rece1ved 11tt1e comment, and what it did rece1ve

was favourab’cc cI]]ra1th, of the oppos1t1on L1berals, said, "I

‘ th1nL th1s is a very good th1ng‘for the country at arge as well as
for the’1ndustry " He noted, in pass1ng, that the approva] of the
Westcoast. export, v1nd1cated the stand taken by the former government

}

.in this regard. ”22 Herr1dge, speak1ng for the CCF, expressed confi-

"

dence 1n the Board and- added

In view of the representat1ons made by ‘citizens, mun1c1pa11—
t1es, and various organizations in places.from which the gas
is' to be exported, I take it that the interests of potential
Canadian consumers with respect ‘to both service and price

are well- protected by this-dacision and that there is pro-
tectwon w1th respect to reserves :

The 1965 decision received no comment whatsoever because the

M I

House was not in sess1on at the t1me the dec1s1on Was reported Early_

1n 1966 however, a speech by Jack Dav1s makes a fa1r1y dbv1ous

24

E reference to 1t The 1970 dec1s1on was the subgect of @%equent‘

quest1ons and comments during and after the Board s cons1derat1on of



it. Douglas of the NDP pressed the government on severa]/occasions
.~ to give the assurance that the export applications wou]d/not be
. . ’ /" .
”apprOVed until the government had adopted an overall ehergy policy _

and until the matter had been brought before parTiament. He received

~]

the reply from the M1nlster that the matter cou]d not be- discussed by ‘

the governmcnt or par11ament before the Board had reached a dec1s1on
After the exports had been-approved by both the Board-and the govern-
ment, Douglas moved the adjournment of the House to discuss the
decision, and the Speaker ruled that an opportunity to debate the
_ '1ssue wou]d -soon be available at the opening of the next session.
-When th1s opportunity d1d present itself a few days 1ater Stanf1e1d
~did not even mention the export decision during his address, but
“Douglas did 26 Short1y thereafter, the Minister of Energy, H1nes and
Resources spole at length in detense of the dec1s1on 27 Thereafter,
save for a few incidental comments in the coureevof other debates,
“the issuefwasjdropped. | ‘ |

By far the most content1ous quest1ons w1th respect to price
‘have ar1sen out of the export prov1s1ons of Hestcoast Transm1s<10n s

contract with E1 Paso. Par11ament S de11berat1on on t ‘s issue

reached a peak dur1ng the 1967-68 negot1at1ons to 1mprove the return

25

" to Westcoast- from its export operat1on,'wh1ch had not xetuéscaped the

twentyétwo cents per Mcf of the 1954'Agreement. ,In*thtg;epjeode,
Alvin Hamilton was supported by the NDP members in moving that the
_ government take a stand in support of the Board; which was being

pressed by the FPC ta continue the export of gas to the Northwestern:

states at prices which the Board had already concluded were incapable

P

',.<s§
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of realizing the full market value of the gas.

‘Hamilton's motion was that the government state immediateTy
its policy on nafiona] resoﬁrcés, one particular of which Was>to be
a national eﬁergy policy. He.was primarily contehneddthaf fhe govern—

ment give guidance to the NEB "now engaged with this confrontation

with the federa]'power commission in Washington," and that parliament -

unité behind the Board and the criteria on prices set QUt in the NEB
Acf._ Douglas spoke in support of this. SeVeral government members
. (Basford, Pepin, d]son) rejqined’that the Board had beeniéstabTished
to handle such'matters.indepehdéntiy\pf parliament and.;hat parliament

9

-~ should at least Wait‘to see what thé.BGard's decision turned out to
be.?®

“Thé Miniéter, too, rejected Hamiitqnis*suggestioh by declaring
that the matter was still under deliberatioh by the Board, that any
stgtement by the'90vernment'or even'par1iaméﬁt asi a who1e'wQu]d con-
stitute a vio]afion of the Board;s indepeﬁdence,”and_that the fime
for a pZY]iamentéry review of the decision waé after the Board had
repoftéd on thé matter and the governmept-had accepted its.decision,l

when and if it did s0.%°

Hamilton's motfon failed, and the govern-
 ment's evehtuai approval of_theiBoard'S eVentua1 decision.hever éid
come befbre the Héuse. | \ |
Apart from thé Nesﬁcbast affair,.thg prfcé prOvisionS of
approved.exports_havg}nof been the subject of motions and divisions
‘before the Hoqse. 'Mémbers have, héwever, risen from time td time to
speak on fhé‘sdbjc;t; In particular, Jack Davis and Alvin Hamf1ton

have pointed out he need for special attention to the question of

179

it
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price under cond1t1ons where foreign control of the- exporter might
result in prices 1ess than des1rab1e from the -viewpoint of the Canad1an
pubTic 1nterest Davis, in a fairly trars parent reference to the cost . .
of serv1ce bas1s for the exports of A]berta and Southern and Canad1an-
Montana, argued strongly for pr1ces JUSt below the least cost alter-
nat1ve in the market served. -"We should not be making gas ava11ab1e
to areas like San Franc1sco at barga1n basement pr1ces v 30 Ham11ton, L
too, just pr1or to h1s barage aga1nst the Nestcoast s1tuat1on reviewed
above expressed h1s more general concern that Canadians should obtain:

- "cempetitive prices" for fuels so]d in the United States. l”I have a

r

susp1c1on that much of our resources wh1ch are owned by" subs1d1ar1es i

of Un1ted States compan1es return a very small emo]ument per un1t so]d S d
N

thattthe main prof1t on natural resources 1n Canada goes to the’ parent

company in the Un1ted States which f1na11y uses the product ”31 -

]

o N - - i

: SurP1U5aDetermination , : o o i

ermbers of par11ament have been even 1ess concerned with the

vo]umes of gas exports. than w1th the1r pr1ces.‘ Very rare]y,'some

1

member-has r1sen‘to take the NEB to task for its estimates'of Canadian

gas requ1rements or supp11es In the course, of the Great Lakes Debate,
vnrt1n of the NDP quoted an ed1tor1a1 in the Toronto Daily Star wh1ch

was critical of the government S r%versa] on the quest1on of the-
i

United States llne and which cha]]enged what it saw as the govern—-

'ment s lack of concern w1th the potent1a1 and des1rab1e size of the -

32,

market for natural gas in 0ntar1o and Quebec In ithe course of the

|
same debate, Ham11ton blamed.-- 9he NEB for fa1]1ng<to warn Canadians
. . f

:~,‘/
)

BREN]
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- -the rout1ng and ownersh1p of. p1pe 11nes

181

IS

and the government of the thentapproaching shortage of supply to .
.Eastern Canada, wh1ch had been d1scern1b1e for two years 33

Doug]as cr1t1c1zed the Board for. fa111ng to ant1c1pate.1n 1ts
1970 ca]cu]at1ons the rapid growth in the Eastern market wh1ch uou]d

cause shortages there within a matter of months 34

Later in the year,
when this shortfa]] in supp]y was real enough to. cause the Board to
find no further gas available to meet the export app11catlggs,sub<’/
m1tted to 1t the "Board' sapproach to the ca]cu]at1ons ‘was again
strong]y cr1t1c1zed this- time by Noo11ams and R1tch1e, as be1ng too
hcaut1ous in est1mat1ng Canadian reserves. 3

It s apparent from the par]1amentary record reviewedvhere
that, in keep]ng w1tn what might be cons1dered 8 trad1t1on, members
of par]1ament are pr1mar11/ concerned vith p1pe 11nes, and in part1cu1arﬂ
36

,‘lhey seem to devote’ 1ess

3

. attent1on to the other questions addressed 1n th]s study N1th the

(

except1on of the export prtces charged bv Hestcoast Transm1ss1on,
_comp1a1nts about wh1ch m1ght a]so ‘be cons1dered a par]1amentary
trad1t1on, the export dec1s1ons of the HEB and the po]1c1es of govern— i
'ments dur1ng “the per1od under review reqewved re]at1ve1y scant
“attention. i
The conclusicn® seems marranted that the bu]k of the membersh1p

in the House of Commons, that 1s, both the members of the government
~and of the pr1c1a] oppos1t1on, have susta1ned for over a decade
)Eattltudes on the issues of p1pe lines and natura] gas exports which
‘have been sat1sf1ed ina genera] way by NEB decisions. Certa1n1y, the

\

_ fallure of the off1c1a1 oppos1t1on to take the government to tasP for

\



its approva] of Board dec1s1ons 1s cons1stent w1th one except1on‘

and str1k1ng Thé most recent example is Stanf1e]d S fa1]ure to evenﬁ
ment1on the goard's August 1970 dec1s1on——the ]argest s1ng]e vo1umesv
- of gas exports ever approved by Canad1an‘author1t1es-—1n his address
on the speech from the throne, wh1ch -he made w1th1n days of the
dec1s10n‘ Other examp]es may be found in the comb1ned votes of the d -
jgovernment and the off1c1a1 oppos1t1on aga1nst mot1ons by the CCF 1n ,' |
.these matters wh1ch go back as far as the b1]1 to estab]1sh the NEB
To observe this s1tuat1on of near b1part1sansh1p 1s ‘one th]ng, - -r
| to’ account for 1t is another “An 1mportant factor presumab1y, is

" the fact that the cab1net dec1s1ons_to approve NEB actions do not come ‘
"automat1ca.1y before pa111ament, and therefore require extra effort to-ﬁw
- br1ng before the House for debate However bothlthe Great La“es :
- debate and Alvin Hamilton's mot1on on. Hestcoast Transm1ss1on shou
'/what can be done in sp1te of th]S 11m1tat1on if the determ1nat1oh to
do. someth1ng ex1sts Another suggest1on is that potent1a1 oppos1t1on
to the actlons of the NEB has been 1u1]ed to 1nd1fference by s
;h symb011c reassurance provtded hy the 1ndependence and expert1se of "’d /i
,the Board 1in xerc1s1ng its regutatory funct1ons 3? An exai p]e of
.th1s uou]d be the CCF'! S acceptance of the first exports approved by‘ ‘
the Board, - wh1ch vas qust1f1ed on tie bas1s of the 1ndcp¢ndence and _ /
techn1ca] competence of .the Board and the fact that numerous 1nter— |
. o

. gsted parties who had been represented before the Board had nut opposed

4

_ the exports F1na11y; it m1ght be supposed that the two maJor pant1es~k
have STmp]y been 1nf1udnced in one way or another by the 1ndustry :

Th1s could we]T be true, but it s 1mportant to note 1n th]s connectlon -
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< ~

AJ n1zed_and voca] oppos1t1on to Bodrd dec1s1ons<h}s not been.

¢ ~

_ very fnequeht or powerfu] outs1de Par11ament e1ther, unt11 thev

4
1970 S.

G LR . o .- ' [ ™

Tf-f'. whatever may be the strength of these and other possible- ]

/ s \\,v

factorS“jthe truth'rema1ns that the Board has run into little troub]e

.

. from Par11amentp e1ther 1n‘the form bf oppos1t1on moves to embarrass

the government into re3ect1nd the Board S recommendat1on or even in
»
the form of cast1ng, dur1ng the per1od under raview, the procegg1ngs

) and dec1s1ons of the Board under the 11ght of public scrutiny. This

Ecy

is a po1nt to bear in m1nd’1n the course of the1eva]uat1on of the

= Board S, performance wh1ch beg1ns t@e next chapter and forms the bas1s
V’ -

for the conc]us1ons of thlS study i

T p—
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o CHAPTER vr
/& ’

FOREIGN CONTROLLED CORPORATIONS THE NATIONAL ENERuY BOARD
AND THE NATIONAL INTEREST ANALYSIS AND COJCLUSIONS

S

This chapter beg1ns w1th a rev1ew and anaTys1s of ‘the NEB -

;/;;~$deCTSTons d1scussed in. Chapter IV, and proceeds to assess the impact :

S

of fore1gn contro]]ed corporat1ons on Canad1an(bol1cy on these
matters It closes. w1th a discussion of the conc]us1ons and poss1b1e
T1nes of future 1nqu1ry wh1ch can be drawn from the study as-a whole

on ‘the quest1ons of the government contro] of fore1gn contro]led
N ’ N
bus1nesses 1n Canada and the po]1t1ca] consequences of econom1c o
1ntegrat1on g

: N . . .
- N , . .
LT -
. : PO . . P
. E .
. n Ny , .. Lo
L . P
. : . o ’ o

It appears the NEB' was conce1ved out of a concern. that Canada
* P
-obtain: the max1mum benef1t-from the deveTopmeot°and market1ng of" its

ihe Performanee‘of'the NEB7

s

ggergy resources and the recOgn1t1on that this qoa] shou]d not be
" aTIowed to depend upon the unregu]ated conduct of an 1ndustry wh1ch
| w1th Yespect to petroleum was ]arge]y fore1gn controT]ed The\
question wh1ch ar1ses from th1s is uhether regu]atton of the 1ndustry 2
ARO by the NEB has obta1ned the max1mum benef1t for. Canada from the oper—
at1ons of the natura] gas Tndustny It w1}1 be reca?]ed that the
: Board S primary respons1b1T1t1es in. th1s area have to do w1th the

,vo]ume and price of natura] gas exports to the Un1ted States and w1th

var1ous features of gas transmlss1on systems _ - - T~
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- Yo : . ‘
. . The.reéord of NEB decisions ~durjng the period from‘1960 to

1971 shows that the on]y cond1t1on on wh1ch the Board has 1ns1sted

) for the export of gas 1s the ex1stence of an, exportable- surpius More-

'over the Board has perm1tted a gradua] expans1on of the propon¢1on of

‘_tota1 ava11ab]e reserves wh1ch may be exported by extend1ng the ‘degree
"to which. future Canad1an requ1rements depend upon trend gas In its

mos t recent dec1s1ons dur1ng th1s per1od the Board has 1ns1sted on]y
B on a pr1ce for exportS-def1ned by cost of serv1ce in two 1nstances-and

~ by the re]at1on to Canad1an market pr1ces in two other 1nstances | The |

Board was apparent]y unconcerned with the overa]] effect of exports onfﬂ*

[

"e1ther the price of gas to Canad1an consumers or on Canad1an demand, and_ag

l
7

‘has never 1ns1sted on gas rece1v1ng 1ts max1mum va]ue 1n export markets -

o

Under cond1t1ons of the ava11ab111ty of an. exportab?e surp]us, the Board

revea]ed an 1ncl1nat1on to allow cons1derat1ons such as a moré or less N

‘broadly defined cooperationAWfth the United States and concern with\g_
the'growth ofvthe.indUStryvto ouérride a’concern with?obtainind the~‘

,ful] value of gas in- American markets Concern w1th or conf1dence -in,
N

a cooperat1ve re]atlons with the Un1ted States-has"aTSQ been a cons1der—

e at1on in the Board's dec151ons w1th respect to p1pe 11ne~construct1on,
as both’ the Matador and Great Lakes dec1s1ons showed. |

| Apart from revea11ng the bas1c or1entat10n of the Board to its
‘respons1b111t1es, NEB dec1s1ons have, over the decade of the S1xt1es, ‘

contr1buted s1gn1f1cant1y to a situation which, in broad terms, was

| marked by these features, among others

(1) The current export of ]arge volumes of 1ower—cost
readily accessible gas reserves.and a corresponding . .
reliance on higher-cost, relatively inaccessible gas * -
reserves for the protect1on of future Canadian require-

1

-

T ments, S IR o oy
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- e E o

(2) the pbss1b111ty that a natura] gas pipe 11ne from K é;}’?

. the Arctic will be required' to ensure for€anadians *

.+ fincremental supplies of natural gas, . pred1ctab]y at . oo kﬁﬂﬂx
' ‘ substant1aT1y higher pr1ces, by o : B

g

- (3) thﬁ pr1c1ng of exports on the ba¥jis_of Canad1an
. prices, so that the export price depends,. not upon °*
-, the value of gas in the export market but rather upon o
f pr1ces—-we1] ~head prices in two cases," aqd marPet’ T e
“ o oprices  in two Other cases--in Canada; and S .

- ",J

. }/ S
T

(4) a necessary re]1ance on American goodW111 for the PN _
" dependability of one important pipe Tine link bBetween ) 3
.Canadian sources of natural :gas and the pr1nc1pa1 . .
Canadian market for natural+gas (Great Lakas) ol s
c In severa] respects, these dec1s1ons and cond1t1ons can be
descrlbed as s1gn1f1cant departures from what,has been he]d £0. be 1n
the Canad1an pub]rc 1nterest by the Borden Comm1ss1on, a number df
academ1c obserVgrs, some members of )ar]1ament and a vartety of other
groups and 1nd1v1duals who have spoken pub11c]y on these 1ssues
Moreover, the Board has, on severa] occas1ons, exp11c1t1y 9yerr1dden
- standards and pr1nc1p1e5r1n terms of wh1ch 1tc?as itself def1ned the

A'pub11c 1nterest and 1t has done th1s w1th reference to other prin-

'c1p1es wh1ch it has never formally stated to be of genera] app11c-

ab111ty ,~,;$

A search thgough’%h

3 ésted pub11cs on matters
to7the deve]opment product1on and

S : o o
=.'iE¢(b) the: pr1n01p1em;gat gasgegports to the Unlted

g States. canas t Eanada ] mg,prov1d1ng service to
- Canadic " narkets more“f
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,

be the case, ]arge]y through the\med1um oF econom1es
of 'scale on pipe 1nne facilities; _

the pr1nc1p1e thatlexports of natura] gas encourage
the development or\a resource and of regions of

. - Canada which otherw1se cou]d not be econom1ca]1y

(d)

deve]oped, and :

the pr1nc1p1e that the fact of past’ serv1ce and the

: h1stor1ca1 terms of service ought to be considered

relation to incremental ‘service to the same market.

It is observab]e that under conditions of an exportab]e surp]us

suff1c1ent to sat1sfy comp]ete]y the demand for exports, the Board has

rare]y den1ed an- app11cat1on for a pipe ]1ne or an export on the basis

' >
: of its stated cr1ter1a w1th respect to p1pe 11nekfac111t1es and its

tests W1th respect to prtce Part1cu]ar]y with respect to price, the

Board has rather tended to overr1de the constra1nt 1mposed by its

pr1c1ng st1pu]at1ons by reierenge to cne. or more of the pr1nc1p1es

B ,stated above,

What

this seems to hﬁdlcate is a bas1c export orlentatton of

—_—

the Board that 1s, a d1spos1t1on to export any exportab]e surp]us

n;_ found to ex1st aTmost regardless ot the prlce to be obta]ned from .an

. export SOme comb1nat1on of history, am1ty and com1ty", des1re for

v

future market growth deSIre for even a m1n1ma] return to 1nvestors,

!

and spread1ng of totaT costs over export as well s Canad1an serv1te

: h’

Was¢ evndent]y enough to conv1nce the Board to’ acqu1esce 1n a border

Sh v

< pr1ce to Westcoast Wh1ch c]ear]y fa1]ed accord1ng to 1ts th1rd test in

-

1967 Some s1m1lar comb1nat10n of factors apparent]y persuaued the

Board, ln 1970 to approve further exports. by the same company of

3 3,ch at a

prlce 1n the

f1xed prlce represented by 105 per cent of the preva1]1ng

adJacent Canad1an market, wh1ch g1ves no assurance that

4
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’

v Canadians T HF70 1 om the rising vaiue of Canadianvgas’in
thgdm: ric . . o C
' - histor - -oc. neighbourliness apparently con-_~
vince: 1. d to waiv e thir test wtth‘respectfto A]berta'and -
sSouthernian ‘ xite " eve ions about price it did express
.‘grant A“herta Iy ; " the Board m1ght otherw1se have seen
it to maxv avaiiable o, oanada, in whose prices the ‘Board

expressed greatex confi e - ' ’ |

For the purposes of th1s d1scuss1on, however, not on]y the
'dec1s1ons of*the Board and the resu]ts of these dec1s1ons, but a]so
~the extent of the author1ty of the Board to def1ne its. own mandate,
needs to be emphas1zed de fact that, 1n effect“ the Board has been
de]egated the power to dec1de natwona1 p011cy with- respect to the
. export of natura] gas, 1s ev1dent in the extremely broad ‘and vague
de]lneatlon of ltS respons1b111t1es set down in the NEB ‘Act. . i Once it ..
‘1s understood where Par11ament 1eft the stzpulat10n of the standards Q ff.

. to be enforced. and the goa]s to bé reallze by means: of the author1ty

' "1t delegated to the Board, rt becomes clear that the NEB and the .

‘ po]1t1ca] process which centres on ‘it have determlned what ‘these-
standards ‘and goa]s are 1n the. rea11ty/of exper1ence if not in the 1ang-“’
uage of 1aws and reguTat1ons The maJor ]1m1tat1t1 aced by the Act
on the powers of the Board is that the Cab1net rat er han the Board B
holds the f1na1 author1ty to approve app11cat1ons, altnough the Board
ho]ds the f1na] author1ty to deny app11cat1ons. Neventheless, the
power of the Board in practlce 1s revea]ed in the fact*ihat no Cablnet

has ever den1ed a gas export

roved by the Board and further, 1n
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i - X v
. : ]

. v .
the fact that the, operat1ona]12at1on of other statutory 11m1tat1ons

_placed on the Board are left to its own d1scret1on 2, .
To recall - the tdo cond1t1ons wh1ch the NEB must sat1sfy itself
have been met before it may approve a Ticence to export natura] gas
i flrst the quant1ty of - ‘gas " to be exported must "not exceed the surp]us y

-rema1n1ng after due a]]owance has been made’ for the reasonabTy fore—'
- ‘

" seeable’ requ1rements for use in Canada hav1ng regard to the trends in

. AR

the. d1scovery of gassy in Canada", and second the price to be charged
im‘.»the applicant fon\the gas to be exported by h1m must be "Just and Ny
reasonab]e 1n re]atlon to the pub]1c 1nterest "o Wh]]e the phrases o k\b:)
quoted are c]ear]y 1ntended to 11m1t the. freedom of . the Board to ey

i approve gas expt ts without some regard‘to Vo]ume‘br pr1ce, they

J oonvey 11tt1e more than this; the prec1se mean1ng of theséaprov1s1ons

;i can be. known only after def1n1t¢ons have been st1pu]ated for such

| empty phrases as "due a]]owance,“ "reasona 1y foreseeab]e,","use in
Canada,“ ”hav1ng regard to trends ih dlsCOSEry in: Canada," and "Just

- and reasonab1e in re]atlon to the pub11c=1nterest "_ Therefore to say
that, the NEB has the power. to tt?pu]ate the requ1red def1n1t1ons and

che respons1b111ty to devxse the methods of app]ylng them is to say

- that, in effect, 1t makes natlonal pollcy w1th respect to gas exports.

B One consequeqce of uousnéss atrthe.statutory-limtta- ¢

htt1ons on the Board s exer:
:orma]]y 1mp0551b1e to charge' h% Board w1th a fa11ure to satlsf/ ‘the.
,requ1rements of the Act “The Board. has been de]egated the authorlty
to determ1ne through 1ts dec1s1ons and actions what Par]lament ‘ 3

_lntended to be. the ]1m1tat10ns on’ enterpr1ses in the bustness of
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'ekporting'natura1 .gas. The Board S own act1ons deflne the author1ta—

Q*t1ve standard(uﬁthe pub11c 1nterest accordlng to wh1ch they.m1ght be
eva]uated Because of th1s, it is 1mportant to examine the c1rtum— 4
stances under wh1ch it has. taken these actions. |

As already stated the only 11mntat1ons on the export of the I

, " gas. wh1ch the Board has app11ed w1thout except]on are the ex1stence of _"
e surp]us gas. and that the export price meet the cost of br1gg1ngﬁthe
o gas to the p]ace of export This has tended to make the determ1nat10n
of surplus, rather than price or any other cons1derattons, the s1ngle o
most lmportant matter to be decided in relation to gas exports.

G1ven the prlme 1mportance of determ1n1ng the s1ze “of an d
expfrtable surp]us in de]lberatlons concernlng gas export app]1cat10ns, e
severa] technical prob]ems and po]1t1ca1 quest1ons w1th respect to the s"ﬂ;

‘ est1mat10n of Canadlan gas requ1rements reserves and d15coVery rates
. have. assumed a]most centra] s1gh1f1cancé»t These bave been compounded
to the eﬁtent that the po]1t1cal questions have 1nflsed the so]ut1ons
to the technical prob]ems. The p011t1ea1 quest1on has been How much
gas shou]d be exported from Canada and-under what cond1t1ons?, the
technical prob%em has been to know the quant1ty of gas which is
ava11ab1e now and will be- ava11ab]e in the future and whether these'
quant1t1es are adequate to’ meet the demands to be p]aced on- them. ‘
The techn1ca] and po]1t1ca%lquest1ons have been 1nextr1cab]e through-
out the h1story of the Board ]arPe]y because it has re11ed heav11y 5

on the same sources of ass1stance in answerlng each that 1s, the. *

Board has cons1stent1y obta1ned 1nformat1on and understand1ng useful‘ A{:t

1n resolv1ng the techn1ca] prob]ems from part1es 1nterested in the



™

solitical’ quest1ons SR o f' 'g‘_ PR . {‘
7 In determ1n1ng the s1ze of an exportab]e surp]us—-wh1ch to

repeat, h1stor1ca11y has meant dec1d1ng the size of gaﬁ exports from
Canada to the Un1ted States—~the B:zrd has been required to st]pulate

in operat1ona1 terms the mean1ng 0 such factors as the span of time

4

over: wh1ch Canad1an requ1rements are to be. est1mated the metnDd of

'est1mat1ng these requ1rements; the def1n1t1on of what constltutes

' ava11ab1e reserves; whether and to what extent Sfuture Canad1an requ1re-.f
ments are to @e protected by estab]1shed reserves only or by estab-
"l1shed reserves p]us some: port1on of future reserves, and the method

“for est1mat1ng the future rate of gPOWth Of reser“ég It has also.

e »

‘ﬂbeen requ1red to obta1n the data necessary for est1mat1on surp]us on
'the bas1s of such stlpulated def1n1t1ons and formu]ae. In d&nng both

1 the Board appears to have re11ed most strong]y on. the (then) A]berta-7

011 and Gas Conservat1on Board, the 1egacy~@f the Roya] Comm1ss1on}on _' \' J

9 e
‘. +
, ,}/‘

‘ Energy, and 1ts work1ﬁ3’re at1onsh1p with segments of the petro]eum
ndustry, pr1nc1paT1y pro cer and transmISs1on compan1es. The Board ,(

has termed the contr16ut1ons of ‘thesé compan1es "thoughtful, construc—»sh‘

' At \
*"t1ve and cogent“ and suggested that the1r overaltreffect was more "

g

pervas1ve than 1t,cou]d 1nd1cate sum: ar11y in its. report

~

. The issue at stake among the 1nterested part1es wou]d appear
. =

}from the hear1ngs and subn*ss1ors te have been the quest1on of whethe//)

'the r1s1ng demand for gas in the United States markets shou1d be met

in spxte of an eventua] substant1a1 1ncrease in the cost of gas needed v*f
o,

- to supp]y Canad1an markets or. den1ed in favour of greater Canad1an o

) \

access to 1ower cost reserves., It should come. as. 0o surprlse that
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th1s was, 1n fact the substance of the debate, the po1nt wh1ch

P

e
deserves to ‘be’ emphas1zed however, 1s that the advocacy of d1fferent

s1des of this po]1t1ca] 1ssue appears .as ev1dence on a techn1ca1 ? g
quest1on concern1ngﬂthe most su1tab1e formu]a for ca]cu]at1ng the \

o ) 5 - 5 -

o surp]us ava11ab]e for export. .."~ S U ia g
i . . K . . ~

T)\\ : G1ven that. a conf11ct of 1nﬂerest can ar1se oven\the re]at1on-:"-‘f
< o~
sh1p betWeen exports, pr1ces, and the protect1on of Canad1an requ1re—-

- bl

ments in the contextﬁof the Board S determ1nat1on of surp]us, 1t 1s

/'—

s

cur1ous that there has been lntt1e not1ceab]e con¥11ct among 1nterested

part1es on the quest1on of export pr1ces.; Thus, a]though 1ntervent1on

in the prlce prov1s1on of export contracts m1ght ]og1ca])y be expected .

"
“ as part of ‘the. conf]lct overqtﬁe vo]ume of exports--the s1ze of

exports has presumab]y been dependent to some extent upon thezr

- price-=jt must be-1nferred from the record that the- partIes represented e
before the Board have rare]y found 1t in the1r 1nterest to_do so. ”A- .:5 o

quest1on remaTns, however whether the pub11c 1nuh}est must neces-'u LT
L. e SN
- sar11y have been - served s1mp]y by v1rtue of the fact that no 1nterested
1nd1v1dua] or group submlttedvobaect1ons or expheSs1ons of d1ssat1s—‘
) , .

~ fact1on.3.

s

o In view of the NEB S, respons1b1]1ty to protect the Canad1an

pub]1c 1nterest, 1t can :be reasonab1y cxit1c1zed for a1v1ng Yo

a undue emphas1s to the cons1derat1ons brought to 1ts attent1on by those'i’

w7

with whom 1t 1s in the most susta1ned re]at10nsh1p and by those best
:"ab1e to ma1nta1n fu]] and constant representat1on dur1ng 1ts proc ad-.

1ngs,-name1y,'the major export1 g. and transm1ss1on compan1es, the

produc1ng companles and the1r assoc1at1ons, seyeral prov1nc1a1
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governments; major d}stributors and major austria] consumers The
/Board is fond of express1ng in 1ts annua] reports a genera] sense of
grat1tude to ‘the petroTaum 1ndustry, w1th whom it is in constant

contact for thé purpose of adm1n1ster1ng the National 011 Pol1cy and

performing gther tasks It a]so frequen%ly states that i+ re11es on

the/nndustry to prov1de information wh1ch is essential to the perform-

ance of its function. R -
Moreover persons w1th exper1ence in the petro?EUm 1ndustry

: occupy several senior §taff pos1t10ns on the Roard and “two -such men »

sit on the Board jtself, E Some of . th1s is undaubted]y 1nev1tab]e and

~may éven be desirable It can however be detr1menta] if the exten-
s1ve relations nec:ssary to allow the. Board to gffggt_]ts goa]s and-
1t\ notion of - the pub]1c 1nterest provide at the same t1me some
part1cu1ar 1nterests a- pr1v11eged opportunlty to ggflgg_those goa]s

:and the pub11c 1nterest the Board acts to rea11ze

'undue 1nf]uence of the 1ndustry, certaln proc11v1t1es of the Board

have appeared in the course of 1ts de]1berat1ons and dec1swons, the |

Board* s ~acceptance, apparent]y w1thout cr1t1ca1 examination or further

argument, of the pos1t1on taken by producers that gs exports are a
determ1n1ng factor in the rate of exp]oratqon and devekﬁiment of
resé?tes, 1ts consastent failure to take into account the probab]e
effect of gas exports on domest1c pr1ce ]eve]s and domest1c demand
its fa1]ure Tt app]y un1form1y and r1gourous1y standards for: Fhe

' ~acceptab1hty of export pr1ces, 1ts frequent referenees to the absence
S

Whlle ‘they” cannot be regarded as conc]us1ve ev1dence of the

of 1ntervent1ons by - 1ntfrested part1es as-a JUﬁt1f1cat1OQ;0f 1ts~ N

S
Ty -

,:’




‘ th1s d1scuss1on whether the prob]em has: been the course 1t has set or

approving an app]ication. In sum, these tendencjes and others d1s-
cussed ear]1er suggest that the NEB, at ]east on occasion, reaards

the nat1ona1 1nterest in nat10na] gas exports -to be best im: lemented
by measures wh1§h}ach1eve the best balance amOng the part1es represented
to Tt The quest;on_tben arises as ‘to how representat1ve of the

Canad1an puéﬂ1c is the conf1gurat1on of 1nterests ‘who part]cmpate -

a w1th regu]ar1ty in the deliberations of “the Brard, espec1a11y in v1ew

—,f
~of . the number of, these controlled- by fore1gn com n1es.‘ In'any-case,»

it s }mportant quest1on whether it is ever go d to accept as t

~—~—

nat1o| 1nteresﬁtsome resu]tant of converg1ng or conf11ct1ng fo

-

their. case effec+1ve1y ’ L o : o ~(§' '
| s With

If the NEB 1s to be -held. accountab]e for certa1n fa1]ure

.respect to natura] ‘gas exports, 1t is worth ask1ng in the ]1ght of

s )
-."'
%

Y
the fact that it sets its own course For- more than a decade, wqth a

few sporad1c exceptions, ne1ther Par]1ament, nor. success1ve govern~

13

ments nor the Canad1an peop]e have been sertously engaged in cons1der—»

ation _of the nat1ona] Lnterestihwth”respect to energy “Given th1s,
one can on]y conc]ude that the NEB has acted in fhe best 11ght 1?@

could have. Those who feel that it has fa1]ed Canadaans in th]s have

-

still to ask themse]ves whether the appropr1ate response is an appeal

po) the NEB to reform Jtself, or 1ssmot rather an appea] 1o Canadians .

weneraﬁly to adopt and pass on to oz 3oard through their po]1t1ca1

. representat1ves a nat1ona] po]lcy an energy and a §tatement of the .

: ends uh1ch that po]1cy 1s esagned to promote, a task wh1ch no Canad1an;}

govennment or pub]1c agency has yet performed with any prec1s1on o

> U~ :;‘/_’, = .
B ] P . K R




\ &
l. . X
The National Control of Multinational Corporations
Th1s s 1 2mined the experience of the NEB as an
//agency With the = 5 0, lity to regulate in the Canadian pubTic
- \\interest certain . .. of an 1ndustry containing a very h1gh Ppro-

pdrt1on of.. fore1gn contro]]ed corporatlons The results of th1s
1nvest1gat1on would seem to 1nd1cate that the prob]em of ensur1ng
that fore1gn contro]]ed corporations operate to this country s benefit
' or of 1mprov1ng the net benefit to the ‘country of their operat1ons is
.not 51mp1y a matter of the- government adopt1ng the ! “right Policy's;
.ﬁthe po11cy must be framed and 1mp1emented in the r1ght way'. ' That .
1s to say, ]1tt]e woqu appear to. be galned from po]1c1es whlch are
:a1med to ach1eve greater benef1ts or lesser costs to Canada from the

¥

performance of fore]gn contro]1ed corporat ons, if these poT1c3es are-
allowed to depend for their success upon adm1n15trat1on or regu]at1on
:by agenc1es .dealing exc]us1ve1y or predom1nant]y with the very f1rms
d/whose conduct they are 1ntended to rectify.
| Laws which do 11tt1e more than charge some agency to. regu]ate :
or oversee -a part1cu1ar c]ass of £1rms ora part1cu]ar 1ndustry "in
the pub]1c 1nteres > with reference to some’ equa]]y -vacuous gu1de
‘]1ne, wou]d seem to prov1de 1i¥tle an answer to the prob]ems ass oc1ated
with fore1gn contro] ¢f such f1rms or 1ndustr1es It is necessary to
recognize the fact that as shown in the present study, fore1gn con-
trolled corporat1ons are mere]y the, pass1ve subgects of the |
‘author1t1es but are rather‘h1gh1y act1ve agents in the formu]atlon

beapdsqmpﬂementat1on of ]aws .and regu]at1ons affect1ng the1r 1nterests

/Thus, 1t wou]d appear’ from the experience of the NEB that the h1gh
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degree of d1scret1on a]]owed the Canad1an author1t1es in exercising

- the1r respons1b111t1es, has resultéd 1n a rather inadequate degree of <f

protect1on of Canad1an 1nterests with respect to the prices obtained

 for gas exports and ‘the protection of Canad1an ‘requirements.

_This po1nt concern1ng the 1mportance of the 1nvo]vement of
fore1gn contro]]ed f1rms in the exerc1se of author1ty viould seem 1esslt
deserv1ng of emphas1s if it were ]ess frequently over]ooked in
academ1c stud1es wh1ch 1nvo1ve the 1ssue To take a very recent -
examp]e, at least one commentary on~the” prospect of the Mackenz1e
Valley natura] gas pipe 11ne has suggested that the nat1ona]1ty of
:the ownersh1p of the]1ne 1s1ns1gn1f1cant because such ]1nes are sub-
Ject to C ad1an regulation. 6 One who has observed the results of
the regulation of A]berta and Southern is likely to Took for more
substantial protectlon for Canadian interests. o S e
. It would be possible to ta]k with-greate: conf1dence about. the
vpotent1a] 51gn1f1cance of the po]1t1ca1 actmvxty of- forelgn controlled -

4
'corporatlons if there were a 1arger amount and a greater variety of

knowTedge‘of.their re]ations with government. Obv1ous]y,°usefu]
‘compan1ons to the present study would be ones examlnlng the re]atlons "
-between the oil and gas 1ndustr1es and other government agenc1es, :

such as the Departments of Energy, Mines and Resources, Indian.

Affairs and Northern Deve]opment Env1ronment Industry, Trade and :
'Comnerce;“and Nationa]‘ReVenUe. - Others would be studies of their
,invo]vementlat differentkjeve]s of po]icy—making (administration,'

,senior departmenta], ministeria] political part1es) and on d1fferent

1‘lssues, such as taxation, env1ronmenta1 protect1on and ]and use.
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Still others might examine the po]1t1cal act1v1t1es of other 1ndust- &

‘" ries in which foreign contro]]ed corporat1ons are an 1mportant

component, such as. m1n1ng, pulp and paper -and manufactur1ng Idea]]y,

-

such stud!es would 1nqu1re whether the large presence of forelgn .

contro]led forms in an lndustry results in any pecu11ar1t1es 1n e1ther

. the re]at1ons between the 1ndustry and the government or the nature of
' government_po11c1es Unfortunate]y,.how these studies mightAbe con-'_

~structed cannot be rea]1st1ca]1y e]aborated at present (Canad1an ‘

social sc1ence, it should be po1nted out has awa1ted for th1rty flve '

cyears the appearance ot the second book length study of a Canad1an

. trade assoc1at1on ) However, some poss1b1e 11nes of 1nqu1ry shou]d

emerge from the conc1u51on to this-study.

Conclusion , . | .

With respect to the theorles of, 1nternat1ona] po]1t1ca] N

_1ntegrat1on d1scu§sed in. Chapter I, the resu]ts of th1s study wou]d ;
j;seem to support the view that the concept of transnatlona1 po]1t1cs

.and the penetrat1on of nat1ona1 governments by 1nternar. nal actors is

a usefu] approach to the po]1t1cs of 1nternat1ona1 econom1c 1ntegra-

t1ont The re]at1onsh1p exam1ned here between forelgn contro]]ed firms

in the natura] gas 1ndustry and the NEB wou]d appear to be a clear

‘case of transnat1ona] pol1t1cs, as Kar] Kaiser has def1ned that term

As such, the findings reported. here tend to re1nforce the 1mpress1on

dvcreated by some very recent studies of 1nternat1ona1 po11t1ca]
‘_1ntegrat1on that such 1ntegrat10nﬁnay be taking place: and may use-
fully be studied even where there‘has JEET N0 (or very 11tt1e)

'deve]opment of mu1t1]atera1 1n§t1tut10ns, and where there has been o

y _ » - 4
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'7ff no exp]1c1t acceptance perhaps even formal repudiatiom, of the idea .

of 1ntegrat10n po]1t1caa union or 1nternationa] coopﬂrat1on, for

the s1gns of po]1t1ca] 1ntegrat1on may be ev1dent in the domestic

LN

po11c1es of the penetrated state: .
One tentative conclusion from the flnd1ngs reported here-—that’
~the -high level of 1ntegrat1on of the Canad1an natura] ‘gas 1ndustry

has, through rexat1ons between the industry and the Canad1an authori-

ties, produced Canadian policies wh1ch are based on a cont1nenta1

»i‘rather than a strictly Canadian rat1ona]e—-wou1d be cons1stent w1th

these theoretical frameworks and wou]d ca]] for a new modeTtwof
1nternat10na] political 1ntegrat1on " This 'model! s or 1mage wou]d
stand between the federa]1st view of 1ntegratlon as the union of L
“states 1nto a new super-state and the funct1ona]1st v1ew;of 1ntegration ','
-as th‘dlsp]acement of natfona1,authority ty'mu]tinationa1 fdnctiona] o
cooperation‘and'task'performance' It would represent a s1tua¢1on in

"'wh1ch 1nd1v1dua] states, operatlng 1in the trad1t1ona] fashxon to some

extent® and on -some 1ssues, adopt on certa1n ISSUeS or with respect to

ﬂo

part1cu1ar sectors of their soc1et1es 1nte2§at1ona1 rather than
pgroch1a] standards of performance in their. domes{fc po]1c1es Th]S
possibility is compatible w1th ‘and may be the corollary of a
suggested dimension of international political 1ntegrat1on, naze]y,
rthe subst1tut10n of system—w1de as opposed to part]cu]ar1st standards ,
of decysToﬁ/naE:ng and pertormanc:,7rm¢ is.simply to app]y this : f
'standard to the domestic as we]l as. forelgn po]1c1es of the 1nd1v1dua]

. _states That is. to say, ev1dence of 1nternat1ona1 po]1t1ca] 1ntegra-

~tion may be seen in a dec11ne 1n the degree to which nat1ona] po11c1es'

-~
N |
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dlscr1m1nate‘1n favour of the c1t1zens of the country under consider-
ation. S
| It can be c]ear]y estab71shed that some, a]though not a]], of
‘k’the pract1ces and dec1s1ons of the NEB rev1ewed in th1s study fail to
“d1scr1m1nate in favour of Canad1ans, and instead g1ve spec1a] cons1der—
ation to either Amer1can consumers or d1str1butors of natura] gas
~ This. s1tuat1on 1s realized in the Board's con51stent fa11ure to a]]ow
; exports at pr1ces wh1ch fa1] by the Board's own adm1ss1on in some
cases to realize the1r fu]] va]ue Such prices represent the subs1—
dization of e1ther consumers or d1str1butoes of gas in the. Un1ted A
° States at the -expense of the Canad1ans whose 1ncome would have ‘been
1mproved by the h1gher pr1ces or, assuming export sa]es cou]o not have
been made. &t h1gher prices, at the expense of the” Canad1ans who event-
i “ua1]y wou]d have cons umed the unexported gas. |
| Another pract  ce of the Board wh1ch 1t has adm1tted gives.
preferred protect1on to American over Capadian consumers of natura]
_“gas is. that of prov1d1ng protect1on for peak demand in the term1na1
.year of export contracts out of estab11shed reserves wh1]e prov1d1ng
_the same for Canad1an buyers on]y out of trend gas, which is. not
: necessa¢11yvany protect1on at a]] It w111 a]so be remembered that
the Board has- admi tted that, in genera], many of 1ts past dec1s1ons'
have comm1tted an undue port]on of estab]1shed reserves to export
markets, 1eav1ng Canadian consumers to reTy on,future and probab]y
'f/ mdre cost]y, reserves . 1 '_ ‘i
) However, while th1s equal or favoured treatment of Amer1cans_

by the NEB can read1]y be established, 1t is much more daff1cu1t toj'

0 .
= . NN LAY
- . S
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dfattr1bute it d1rect1y to the involvement of foré”gn eontro]]ed

corpe. Jions in its proceed1ngs The 11m1tat1ons of the present

. study perm1t no conc1u51on° on the quest1on of whether the 1nv01vement7
of fore1gn‘contro]1ed corporations '1eads tol (that is, s’ consist-
ently essociated with) a peculiar kind of decision on the part of the

»

Canadian authorities involved, owing tovthe fact that this study does
not perm1t any observatlon of var1at1on in theq¥wo key variables (the
degree of 1nvo1vement and the degree of d1scr1m1nat10n) . ATl that it
can conC]ude_is that, in this case, the two are assoc1ated to an |
observable degree, and that on occaéion the Board itse]t has recbg-
n1zed the contr1but1on of foreign oontro]]ed f1rms to its dec1s1ons.
it is poss1b1e, though to raise on the bas1s of th1s study
a few other ron51derat1ons which bear on the quest1on of the impact
of forelgn contro11ed corporatlons on Canad1an policy in this »+ea.
The most 1mportant of these is thHat there is not much ev1den e td

PR

S support the view that Canadian ‘policies would have been much d1fferent

‘, w1thout the presence of forelgn contro]]ed corporat1dns 1n the 1ndus-

S

try, . espec1aT1y on the quest1on of prlce., In the f1rst'p]ace, there

do not appear to-have been any SIgn1f1cant d1fferences between the
po]1c1es advocated by fortlgn contro]]ed producers and d15tr1butors

" and those advocated by Canadtan‘contro1]ed_producers and dlstr1butors.
'v‘in”the seeond p]aee; there heve been_tew objections'raised tQ the
practtces and det&sions,of thevgoerd in;other sectdrs of Canadian
society. | - . |

Th1s study has. . shown, for e&amp]e that members of parllament_‘

and more 1mportant]y, the party in oppos1t1on have rare]y mounted a
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concerted attack on the Government for accepting a ‘Board dec1s1on.
R
Few interest groups or 1nd1v1dua1s from outside the 1ndustry have '

-intervened in Board proceed1ngs or made suBmlsSIOns to it. (The
main exception to each of these genera]1zat1ons was Great Lakes. )

F1na11y, it wou]d appear from the experience of the Hon. Eric Kierans

in the L1bera] Government of 1970 that th1s party, which rece1ves the
support of the 1argest single group of Canad1an voters, was generally

un1nterested in. chang1ng the d1rect1on taken by the Board, even in

.recogn1z1ng that natural gas was: being so]d 0 the United States for

cons1derab]y less than it was worth 8 _

' While they are 1nconc1us1ve these: 1nd1cat1ons-add up to the
impression’ that very few Canad1ans have been moved durlng the per1od
under rev1ew to undertake or LO organ1ze strong and pers1stent opoos1—
t1on to Board- dec1s1ons and government po]1cy W1th respect to natura1

gas. Gn/tﬁe assumpt1on that strong]y felt oppos1t1on to government

| ~policies among a majority of Canadlans would tend to produce actions
of this kind, it wou]d appear that Canad1ans by and large have been
" content w1th what the1r authorities have done Thus, wh1]e foreign

: contro]]ed corporations observab]y have had some discernible impact

t

on Canadlan po]1c1es with respect to natural gas, there viould appear

to be no evidence to support the v1ew that this amounts to the frustra-

._t1on of Cana ian authoriti w1th a c]ear and strong public mandate to

a]ter the behaviour of the indhstry or some of the firms within it,

«

Rather, it is more accy e]y described as the ach1evement of some o

favourab]e decisions by Canadian author1tﬁes through part1c1pat1on in

a mode of bu51ness government re]at1ons wh1ch appears to be w1despread

v
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1n Canada and wh1ch, 1t seems,, 1s general]y deemed to be 1eg1t1mate
To return, in- concfus1on, to Stephen Hymer S words quoted at’
the start of Chapter II 1nternat1ona1 bus1ness enterpr1ses of w1de1y

vary1ng ki ds have ach1eved and cont1nue to promote the 1nternat1onat

: 1ntegrat1on of many 1ndustr1es in Canada Whether Canadlans ever

I

adopt Hymer S- suggested a]ternat1ve—-1ntegrat1ng these 1ndustr1es Ve

across Canada--1s unforeseeable; but, if they do, th1s study suggests T,

-fthat such act1on would enta11 forms and a degree of government 1nter—

vention 1n the economy wh1ch Canad1ans have h1therto ne1ther seen nor,

g

-

as a whole, deemed 1eg1t1mate. If .a majority of Canad1ans vere ever”//

to act1ve]y <upport such 1ntervent1on and fail to achieve it, either

because successive governments protected'the 1ntereats of internationalf_

business desp1te the pub]1% pressure to do otherw1se, or because

international bus1nesses proved- too powerfu] to be. control]ed even by

T a determined government//then the prop051t1on that fore1gn control]ed o

corporat1qhs have power“not on]y w1th1n the government', as suggested

by thls study, but over the government', wou]d have undergone a true

'test, perhaps 1ts .only poss1b1e true test Until such a test takes

“ l

place, 1f 1t ever does, 1t wou]d.seem more accurate to regard inter-.

. mational bus1ness enterpr1ses wh1ch operate subs1d1ar1es 1n Canada as -

fthe benef1c1ar1es, rather thah as the creators, ‘of the mode of bus1ness—

-~

government re]at1ons Wh]Ch preva1]s 1n Canada general]y——a pattern of
vertical 1nteract1on wh1ch ensures that Canad1an pub11c po]1c1es sha11

rarely 1ntersect the hor1zonta1 lines of commun1cat1on and exchange

- which these enterpr1ses have created across North Amer1ca and the _—

world.
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| NOTES TO CHAPTER VI =
SRS o ‘ '
1Seé”McDougaH, op. cit., pp. 327-382; Fisher, op. cit., pp. 553-599;
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R. E. Hamilton, "A Marketing Board far the Export of Natural Gas?,™

Canadian Public Administration, XVI, 1 (Spr<ag, 1973), pp. 83-95;
Eric Kierans, "The Day- the Cabinet was Misled," The Canadian Forum,

LIT (Marchi, 1974), pp.. 4-8. | | =

th issignificant in the Tight of this that the Cabinet cannot over-
rule the NEB with respect to its findihg.that'an.exportab1e surp1g§
exists. That.is to says the Board has final authority with respect-
to questions of fact. The Cabinet, if. it were to refuse an applica-
- tion. for.exports under conditions of-an exportable surplus being

avaitable, would therefore have to do so on some other grounds.,, I-

owe’this.pbiht-to‘an_interview with D. M. Fraser, Vice-Chairman of .

the National. Energy Board, June 21, 1972, Ottawa. o

3Theimpdrtance,of this point is amplified by the fact that the
Board's procedures leave .a great deal to be desi,ed in comparison
with techniques empTloyed by most economists. See P. G. Bradley,
“Canadian Energy Policy: Some ‘Economic Questions,™ B.C. Studies,

13 (Spring, 1972), pp. 110-120. After quoting Section-83 of the .

Act, Bradley states: "Such guidelines could only have-been translated

. by tke Board intofarworkablgzeconomic policy by a combination of

imaginative analysis and good .Tuck." He goes on to add, "examin-

~ation of the National Energy Board's decisions on gas export permits
- Suggests that the surplus criterion has_not been developed and

applied. in the context of a comprehensive economic analysis of .
supply andwdemand for natural gas." The major failings pointed to
by Bradley are the failure ‘to take -the effecks of exports on price
-and;, in turn, on Canadian supply. and demand and the failure to dis-

~tinguish associated and non-associated gas in making projections .-

(pp. 118-119). Boyd Gilmour has admitted that there is nofirm .

~empirical basis. for the growth of reserves in Canada, especidlly in

who argues that it is "useless and pernicious to-think in terms o

-<

isolation from other influences such as taxation. ATéo,_see\Ade]gsn,f>':'"
.a. ‘ N

&

single figure to represent for the fyture ‘the demand' or 'the

" supply' of gas reserves,” and argues that what is necessary is a

schedule of. demand and supply at varying costs and prices. M., A.
Adelman, The Supply.and.Price of Natural Gas (Oxford: Basil and -

- Blackwell, 1962), .p. 75. There is no evidence.in any.Board report
that the NEB uses such a method. There is, however, evidence which
. suggests the Board: arrives at its figures. for Canadiaé-reserve§ on .-

the basis of an-average -of all the estimates submitted to it by
interested parties. Eric Kierans shows that, in arriving at the

August 1970 decision, the Board's figure for established reserves -
‘was exactly the same as the ‘average of the Six estimates placed

before the -Board during the hearings,;og. cit.,vp. 6. v

4R;e.c.,'August 1970, np. ji-iii. ":. B
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5As of '1968, none of .the members of'the=f%ve—man%80ard of that time
held diﬁectorships_in any company. The same.was true of'sevgh of
their senior staff. Only one of the Board members, out of four
< .1isted in. Canadian Who's Who, -1967-1969, had any former assoefation- ‘
with the industry (three years with Trans-Canada Pipe Lines).—The._>
. Others had careers. as public servants before joining the Board. S
Two men appointed to Board op-senior staff positions in 1970 had
~assogiations with Chemcell 4td,. in one case and with Standard Qi1
of Indianna (Amoco) in th hirr.  See NEB; Press Release, December
21, 1970. The author;re&q\s‘ﬁd and was refused access -to informa-
tion concerning ‘the previgis=employment of division chiefs and other
senior staff. - S oo

6Leonard Waverman, "Energy in Canada: A Question of Rents," in . .
Issues in Canadian Economics, eds. L. H. .Officer and L. B. Smith ~
(Toronto: McGraw-Hi1l, 1974), p. 147: “"To own such a project which
the ‘government alredady controls in every respect is redundant."

~Moreover), as described in Chapter II, a similar confidence in the
capacity of the government to reduce the costs of foreign control

. through regulation and supervision' of the -firms -and industries per-
~vades the Gray Report, with practically no_attention paid to the _

- prospect of the firms acting within the decision-making process to - °
semasculate the controls seemed undesirable by the firms. o

o 7"The_moVestoward ihtegratiop imb]ies'incréasing theAweidht of "
. system-w{de rather than particU]ariStic'standard§,in-creating
' "uorgaﬁizational3structure§ R Peng}and,_og. éﬁt,,.p; 52.

R

’8Interview’with Eric Kierans, Montreal, Jﬁ]y-12, 1972. The action of
his ‘cabinet colleagues on this issue was evidently a major factor in: -
Kieran's Mdecision to resign. _One of the arguments against Kieran's
-position, apparently, was that, even though the gas Wasgggquestionably
underpriced,‘this-ought'to_be considered as one contribu®ion to the

- well-being of the United States, “who are, after all, the defender:

- of the free world." Lester Pearson has said as much in the House of

.~ Commons: "If defense is to be*considered on a continental” basis,

- then resources and material for continental defense must be considered :
- on a continental-basis," House of Commons,'Debatesg‘lst“Session, v =
- 22nd Parliament, -1958, p. 2373. . S \

~
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APPENDIX A

FORhIGN EONlROLLED CORPORATIONS IN CANADIAN TRADE ASSOCIATIONS . Lok

In order to obta1n an 1mpress1on of the 1mportance of fore1gn
contro]]ed f1rms and the1r executlves in selected Canadlan trade
1
'assoc1at1ons, the author undertook an’ 1nvest1gat1on of: the Ieadershlp

- -of such assoc1at10ns. Of the assoc1at10ns exam1ned three (the M1n1ng

. Assoc1at1on of Canada, the Canad1an Pulp and Paper Assoc1atlon and the -

Canad1an Petro]eum Assoc1at1on) w111 be dlscussed here 1nd1v1dua11y

t

-Fo]]ow1ng thg\e reports on 1nd1v1dua1 assoc1at1ons, aggregate lnform-
'atton on these three assoc1at10ns and. two others (the Independent

Petroleum Assoc13t1on of Canada and the Canad1an,Gas Assoc1at1on)

ke

A'wil% be presented

-

The MtningﬁAssociation-of Canada Ayt . | '“ L v
~ There were 105 menber compan1es.of the MAC in 1969 Of these’ |
‘ ‘the nat1ona]1ty of ownersh1p and control cou]d be estab]1shed for :
pnlnety two us1ng conwent1ona1 sources Of the n1nety-two member

firms for whom nat1ona]1ty of control was estab]1shed foty nine were ,

Canad1an cohtro]]ed twenty seven were American controI] d and six

I3 - t BN . . ¢ s . R
Nwere other fore1gn contro]]ed 2 i Do , ; IR e A

»

There were th1rty—f1ve men on the Board of D1rectors for MAC
in 1969, 1nc1ud1ng 1ts off1cers and execut1ve comm]ttee The prlmary
corporate aff111at10n of twenty seven of these men was estab]1shed . Ot j
tpthese twenty seven, f1fteen were- pr1mar1]y identified with Canad1an |

contro]led f1rms, six w1th Amer]can contro]Jed flrms and s1x w1th

-

other fore1gn contro]]ed f1rms CTen out of the f1fteen Board members S .

T

whose prlnary corporate aff1]1at1on was thh _Canadian contro]]ed f1rms
DN S ) B : v o : SR q
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were_nevertheless associated in some:manner with one or more foreign .

" contrdlled firms, foreign firms, or Canadian £irms owned jofnt]y‘by °

Canadianuand foreign firms.

On the @asis of these figures, which admittedly are incomp]ete,‘s

“it seems rea*ohab]e to- state that the participation of foreign con-
‘trolled f]rms in the membersh1p and 1eadersh1p of MAC is substant1a1

but does not const1tuteea numer1ca11y dominant share

S

" The Canad1an Pu]p and Paper Assoc1at1on (CPPA)

The Execut1ve Board of the CPPA cons1sted of th1rty five
members-in 1969. Of these, thirte: . were 1dent1f1ed as representatiVes'

of Canad1an control]ed firms, sev: nteen e representat1ves of - Amer1can

khcontroﬂ]ed f1rms, four as represen.ﬂt1v ¢ of other fore1gn contro]]ed

-

. f1rms .and ane as a representatlve of a firm whose nationality of-

N

ownersh1p was not estab .shed.. Thus, Amer1can contro1}ed f1rms prov1de

almost half the membersh1p on the senior commlttee of the CPPA, and a

maJor]ty of‘1ts membership is represegiative of fore1gn contro]]eq

v .
- 0f the th1rteen Board members represent1ng Canad1an contro1]ed

flrms, seven had no traceab]e aff111at1ons w1th anything but Canad1an

f1rms while s1x others were each aff111ated with at ]east one fore1gn

,contro]]ed fore1gn or Jo1nt Canadlan forelgn contro]ﬁed f1rm

,l
e : ’

The Board of Governors of the CPA cons1sted of. e1ghteen members

in 1969. " Of these, five representedACanad1an.f1rms, eTeven represented

|.f1r@s controlled’by American COmpanies; two represented firms controlied
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by companles in other fore1gn countr1es, and one represented a company
f whose nat10na1 ownersh1p was not“estab]1shed Thus Amer1can con-
tro]]ed f1rms const1tute a]most two- th1rds of the membersh1p of " the
senior comm1t¢ee of the CPA and fore1gn contro]]ed firms do const1tute

L0 -

| two th1rds of its membersh1p

of the’ f1ve members_ repre° nt1ng Canadian cohtro]]ed f1rms, three
«had no traCE ale affiliations w1th anyth1ng but Canad1an contro]]ed
firms, one-was . s1hu1taneous]y a d1rector - an Amer1can‘contro11ed f1rm
~ and the other was s1mu]taneous]y a dlrector of an Amer1can firm.

!

; Aggregate Data '*" | _
ﬂ Mo In order to arrlve at some general 1mpre5510n of the extent of
representat1on of foreign contro]Ied firms on the execut1ve comm1ttees
of Canad1an trade assoc1at1ons, at Teast for the 1ndustr1es already

. examined, the corporate aff111at1ons of the officers of five trade
associations were exam1ned——the three assoc1at1ons a]ready d1sc%ssed
plus the. Canad1an Gas Assoc1at1on ~and the Independent Petro]eum

o~

Assoc1at1on of "Canada. 5 This exam1nat1on resulted 1n a ]1st of 135
1nstances of’ such representatIOn)a\d a 115t of e1ghty three enterpr1ses ,
hw1th one or more officers serving{ i 1969, on‘the executive commi ttee

. 6 - .
of one or more trade-assoc1at1ons : v

-

S

of the 135 1nstances of representatlon wh1ch cou]d be traced to
firms of known nationality, s1xty sevan (50 per cent) were representa-
t1ons of Canadian, control]ed enterpr1ses forty f1ve (33 -per. cent)

were representat1ons of Amer1can contro]]ed enterpr1ses, and twenty—

three (17 per cent) were representat1ons of other fore1gn contro)]ed

enterpr1ses
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Of the eighty-three enterpr1ses with at ]east one company
) off]cer on the executive: comm1ttee of at least one trade. assoc1at1on,
forty four (54 percent) were Canad1an contro]]ed twénty‘seVen (32 per
cent) were Amer1can contro]]ed and twelve (14 per cent) were other
. foreign contro]]ed Twenty—elght enterprises p]aced more than one-
representative on one trade'assoeiation or placed one representative
on more'than ohe‘trade association. - Of these twenty e1ght twelve
i(43 per cent) were Canad1an .controlled, ten (40 per cent) were American
' contro]]ed and s1x (21 per cent) were other fore1gn contro]]ed

o In add1t1on to the trade associations spec1f1ed above a
similar’ exam1nat1on was made of - corporate representat1on or a se]ection
of nat10na] advisory assoc1at1ons Th1s 1nvest1gat1on wes Lndertaken
as a rough check aga1nst the p0551b111ty that the.repres entationsof
* foreign. contro]]ed f1rms on Canadian trade assoc1at1ons, xich could
‘be accounted for str1ca " an oui1ness grounds, m1ght disappear or
dec11ne substant1a11y in the case of assoc1at1ons devoted exc]us1ve1y
. to ‘business- government re]at1ons and de]1berat10ns on pub11c p011cy.
The assoc1at1ons exam1ned were the Canadian Amer1can Comm]ttee and the
. oanad1an Trade Comm1ttee of the Pr1vate P]ann1ng Assoc1at1on, and the
~ Economic Counc1] of Canada 7 ThlS exam1nat1on resu]ted in a 11st of -
forty—e1ght 1nstances of representat1on of Canad1an enterprises and
th1rty e1ght enterpr1ses w1th one or more representat1ves on at least - ”,
~ one of these organ1zat1ons 8 o - - s
- Of the forty e1ght 1nstances of rtpresentat1on which co:]d be

. traceo to f1rms of known nat1ona]1ty, twenty nine (61 per cent) were
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representations of Canadian'controlted enterprises;’hine (19 per cent)
were representations inAmerican controlled enterprises, and ten (Zi
per cent) were instances of other foreign contro]]ed enterpr1ses

| Of the th1rty -eight enter ises with at 1east one company
off1cer on at least onevof the adv1sory ass - at1ons, twenty-f1ve
{65 per cent) were . Canadlan contro]led, save (18 per cent) viere
Amer1can contro)led and Six (17 per cent) were other forelgn (1n
-fact Br1t1sh) c@ntro])ed Nlne enterpr1ses p]aced more than one
representat1ve on one adv1sory ass 1at"ﬂn or nlaced one representa- i'
tive on more than one ESSOCIatTCJ T these nire enterprlees, four ks
~ were Canad1an contro]led tWo W2ro caerican ooa- "011ed and three were
:BrlQ1sh controlled.

These data support the contention that fore1gn contro]]ed
corporattoat are substant1a]1y and act1ve]y 1nvo]ved in the .associa-
tions’ represent1ng 1ndustr1es 1n ‘which they are. involved ‘and are a]so
represented a]though to a proport1onate]y lesser extent on severa]

_adv1sory assoc1at1ons
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NOTES TO APPENDIX A

, 1Data reported here were oBtainedvfrom the following soukqesﬁ Mining
Association of Canada, Proceedings of the 25th Annual Meeting, February
26, 1969, and Officers and Directors, 1969; D.B.S., Inter-Corporate

Ownership, 1967, Queen's Printer, Ottawa, 1969; The Financial Post,
Directory of Directér;, 1969, Moody's Industria].Manua1, 1968.

2In most cases, the foreign controlled firms reported on here had more ,

than fifty per cent of their voting shares controlled hy a single:
foreign based corporation, as recorded in Inter-Corporate Ownership.
However, I did classify as foreign controlled five firms whose voting
- Sstock was . held anywhere from twenty-three to forty-nine per cent by a
" foreign based corporation (or by another Canadian based firm controlled
‘n the same sense by a foreign based corporation) provided the foreign
ased firm to whom control was attributed held the largest single
~block of voting shares in the Canadian firm. . In one case, ‘a firm was
. considered foreign controlled on the basis that three different foreign-
. based firms together held a majority of the voting shares in the
Canadian firm. : o ’ ' #

3Déta reported here were obtained from Pulp and Paper Magaiine.of .
Canada, Convention-Issue, 1969, and other sources as in fFootnote 1.
Foreign control was operationalized in thre. manner described in Footnote 2,

4Data;ﬁeported here were obtained from Canadian Petroleum, May, 1969; ,
Moody's Public Utilities Manual,”1970; Moody's Bank and Finance Manual,
1969; and other sources as reported in Footnote 1. Foreign control was
operationalized as described in Footnote 2. T :

%pata reported here were obtained from.Canadian Petroleum, August, 1969;
and other sources as reported in Footnotes 1 and 4. Foreign control-
was operatjonalized in the manner described in Footnote 2. :

For the purpose of obtaining these aggregate data, affiliated Canadian

firms were grouped, and the totals_ reported for representation of = -
'enterprises' are the totals for these groups. Firms were grouped if

one firm controlled the other or if both were controlled by the same -

© firm. (Control was operationalized in the manner:reported in -Footnote -
'2). Thus, if two firms in the same gFoup were represented by the same

~ executive on the same trade association, this was regarded:as simply
one instance of representation for the group. However,.if an”enter-

- prise was represented by the same execitiVe on two or more trade .

- associations, this was regarded as two or more instances.of represent--
“ation. A ' : S o

' -7Data,réported'here were obtained from Economic Council of Canada,
Rerspectives 1975, The Sixth Annual Review, Queen's Printer, Ottawa,

" 1969; varieus publications of the Private Planning Association for

1969; and other sources as reported in Footnotes .1*and 4. Foreign

control was operationalized in the manner described in Footnote 2.

8, o ' ' P e | e . ‘
- Instances of representation and enterprises were here defined in the -
- same manner as described in Footnote 6. o

cot
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THE ORDER-IN-COUNCIL TOQ APPQINT THE ROYAL
~ COMMISSION ON'ENERGY R.C. 1957 1386
'The‘Comm%ttee'of the Privy Council have had before.then'a
report from th"Bbght Honourab]e John George D1efenbaker, the~Prine v
M1n1ster represent1ng ' | ‘
| That, inasmuch as Canada has w1th1n its boundaries ]arge

sources of energy in the form of gas, oil, coal, water and uran1um,

229

the 1ncreas1ng need of energy for. the grow1ng 1ndustr1a] requirements. - -

" of Canada renders it of the greatest 1mportance to assure the most

f effect1ve use of those resources in the pub11c 1nterest

That it is desirable that an 1nvestlgat1on be‘ de . .now into'a

‘qf‘.,

number of quest1ons re]atlng to SOurces of energy in order to ass1st

in determ1n1ng the pr1nc1p]es and procedures to be app11ed in the
adm1n1strat1on of ,erta1n aspects of energy po]1cy wh1ch fa]] w1th1n
the Jurisdiction of the Parllament of Canada, and '

That it is desirable that a su1tab]e form of organ1zat1on be

dev1sed to ensure that present and future Canad1an requ1rements for

. energy are. taken fu1]y and systemat1ca11y 1nto account in grant1ng

licences for the export Of energy or sources of energy.
'3

The Comm1ttee &Qerefore on the recommendat1on of the Pr1me _

M1n1ster advise that: [ ' ' g N ,
Henry Borden, Esqu1re C M.G. QDC., of the’ C1ty of Toronto
J. Louis Levesque, Esqu1re, of the City

George Edwin Britnell, Esquire, of the City of Saskatoon,.»
Gordon G. Cushing, Esqu1re, of the City of Ottawa,

-Robert D. Howland, Esquire, of the City of-Halifax, and

Leon J. Ladner Esqu1re Q. C » of the City of Vancouver -

be appo1nted Comm1ss1oners under Part I of the Inqulrﬁes Actl toienquire_~';
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.

‘into and make recommendations concerning‘;}
(a) the policies wh1ch will best serve .the nat1ona1 1nterest in
re1ation to the export of energy and sources of energy from Canada;
(b) the prob]ems 1nvo]ved in, and the policies which ought to be
app1ied to, the regu]at1on of . the transmlss1on of 011 and natura] gas
between provinces or from Canada to another country, 1nc]ud1ng, but
~ Without ]1nu4/hg the genera11ty of the forego1ng, the regu]at1on of

pr1ces of rates to be charged or pa1d the financial structure and

o

=contro] of p1pe]1ne corporat1ons in re]at1on to the setting of proper
- prices cr charges, and a]] such other matters as 1t is necessary to
enqu1re into and report upon, in order to ensure. the eff1c1ent and -
economical operat1on of p1pe]1nes 1in the national’ 1nterest

(c) the extent of author1ty that mlght best be conferred on a
Nat1ona] Energy Board to adm1n1ster subject to the control and author~~_
‘1ty of parliament, such aspects of energy policy com1ng w1th1n the |
3ur1sd1ct1on of Par]1ament as it may be des1rab1e to entrust to such a
Board, together w1th the character of adm1n1strat1on and . procedure that
might test be estab11shed for such a Board;

(d) whether, in v1ew of 1ts spec1a] re]at1onsh1p to the Northern
Ontario Pipeline Crown Corporat1on and the nature of its f1nanc1ng and
contro],’any spec1a1 measures need be taken, in: re]at1on to Trans- Canada
- Pipe L1nes Limited in order to safeguard the interest of Canad1an
producers or consumers of gas; and |

(e) such other re]ated matters as the Comm1ss1oners cons1der 1t

"necessary to 1nc]ude in. report1ng upon those spec1f1ed above.
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CONTRIBUTORS TO THE ROYAL COMMISSION ON ENERGY

Submissions Received at PUb]ic‘Hearings _
| Department of Mines and Minerals, Province of Alberta
Mr. Floyd K. Beach . '
0i1 and Gas Conservat1on Board Prov1nce of A]berta
The City of Calgary
*Canadian Western Natural Gas Company L1m1ted and
*Northwestern Ut1]1t1es L1m1ted '
Canad1an Petroleum A550C1at10n
*Westcoast Transm1ss1on Company . L1m1ted
*Pacific Northwest Pipeline Corporation and
*El Paso Natural Gas Company
*Jefferson Lake Su]phur Company
*Alberta and - -Southern Gas Co. Ltd.
Trans-Canada Pipe Lines Limited
The Cify of Edmonton
The Alberta Gas Trunk L1ne Company L1m1ted
*The British American 011 Company Limited
v/Northern Natural Gas Company

231

Amurex 01T~Co., Ba1]ey Selburn 0i1 & Gas Ltd., Banff 0i1. Ltd
Canadian Export Gas Ltd., Canadian Husky 041 Ltd., *Canadian Super1or

011 of California, Ltd; .» Dome Exploration (Western) Limited,

*Great

- Plains Deve]opment Company of Canada Ltd., Meda111on Petro]eums L1m1ted

Canadian- Montana Bipe Line Company
The Government of the Province of Saskatchewan
WOod1ey Canadian 0i1 Company
; The Coal Operators Association of Wes tern Canada and
The Western Coal Ut111zat1on Counc11 T
| *Producers Pipelines. Ltd., and o
“*Wes tspur Pipe L1ne Company
Consolidated M1n1ng & Sme1t1ng Co. of Canada, Ltd

*Denotes foreign or foreign.oontrolled,corporation as of 1958.
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British Columbia Electric Company Limited

Trans Mountain 071 Pipe Line Company

The C1ty of Prince George and

~ Prince Géorge Gas Co. Ltd.

Act OiTS-Limited | .

Hon. E.C. ‘Manning, Premier, The Government of the Prov1nce of Alberta

Canadian Devonian Petroleums Limited, Canadian Homestead 0ils L1m1ted
Canpet Exploration Ltd., Colorado 01] § Gas Company, Ltd., ConsoT1dated
- East Crest 0i1 Compgny L1m1ted Consolidated Mic Mac Oils Ltd., Home
0i1 Company L1m1teé?nMeda]11on Petroleums Limited, Merrill Petro]eums
~Limited, Okalta 0ils Limited, Westburne 011 Company Ltd., western
Decalta Petroleum Limited - : '

*Interprov1nc1a1 Pipe Line Company

*Shell 011 Company of Canada L1m1ted

~ *Imperial 0i1- Limited B

»'*McColl -Frontenac 0i1 Company Limited

_ *Triad 0i1 Co. Ltd. | .

' Canadian 011 Companfes, Limited j’.4ﬂ L
Mr. W. J Levy and Mr. M. Lipton ]
Crow's Nest Pass Towns Commlttee »

The Research Council of A]berta ' .

Royalite 011 Company Limited
West Maygill Gas & 041 Limjted ) ‘

*Texaco Exploration Company - 3 -

*Mobil 011 6f Canada Ltd.,"and - :

*Pan American Petroleum Corporat1on

'*The California Standard Company
The Government of the Province of Man1toba

_ Trans Pra1r1e P1peT1nes Ltd.

_ Saskatchewan Coal Operators

'*Hudson Bay Mining and Sme1t1ng Co., L1m1ted
*The Great Plains Gas Company L1m5ted
*Stone & Webster Canada Limited o S
* Hon. Leslie M. Frost Pr1me M1n1ster, The Governmentfof the Province ‘

r of Ontar1o : _ Y T . : .

().
i
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Ontario Fuel Board - . .

| The'Consumers"Gas.Company

FIndependent Pipeline Company

Mr. Gilbert Jackson o SR
*C1t1es Serv1ce 0i1 Company L1m1ted*

o

Mr. Cyril T. Young : . . S . .
*B P Canada Limited 'f R S L {
~ Canadian Bechtel Limited. ' :

National Coal Association, Washington; D.C.

Canadian Commerc1a] Coal Dock Operators Assoc1at1on _

*Sun 011 Company Limited ST L

Irving 011~Company Limited . o S
Canadian Husky 0i1 Ltd. _— %;Ei‘
-Moiitreal Pipe Line Companv Limited ‘

QI“ 4 '3 {‘
Uni ted E]ectr1ca] Radio and- Mach1ne workers of Amer1ca, (U{ggwg);g'

. Canadian Section’
Union Gas Company of Canada Limited

-~ Department of Mines, Province of Nova Scotia

" Mid-Continent Pipelines Limited

Canadian Devonian Petroleums ~imi ted, Canad1an Homestead 0115 Limited,
Consolidated East Crest 0il Company L1m1ted Consolidated Mic Mac O1]s
Ltd., Home 0i1 Company Limited, Merrill Petro]eums Limited, Okalta

. 011s L1m?ted Westburne 011 Company Ltd R western Deca]ta Petra]eum
L1m1ted C

The Quebec Gaso]1ne Reta11ers and Garage Operators Assoc1at1gn Inc.
\ .

Other Submissions Received

Calgary Power Ltd.

Town of Peace River, Town of High Pra1r1e Town of McLennan, Town of
Falher, V111age of G]POUXV1]]€, V1]1age of Donne]]y

- Professor Eric J. Hanson : : _ . o
*Northland Utilities Limited - = el | ‘ .
Lloydminster Petroleum Assoc1at1on , _ ' _
Hon. Hugh John Filemming, Premier .of New Brunsw1ck S , ‘ o
F1sher1es Assoc1at1on of B.C. T S ’

=\
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—‘The Board of Trade of the City of Toronto
LFambton Gas Storage Association
‘The Canadian manufacturers Association
0i1 Heating Association :
~The Canadian Chamber of Commerce
The Government of Saskatchewan
CHHguifuels Limited
TE" Goverhment of British Columbia
Weaver Coal Company*
*Quebec Natural Gas Corporation
Trans- Northern Pipe Line Company _
fﬁN1agara Mohawk Power- Corporat1on and
*New York State Natural Gas Corporat1on

| -

S5
3%

&

SOURCE: -Moody's. Industrial Manual, Moody s Transportat1on Manual

and Mooby s Public Ut111t1es Manual,

Serv1cei-‘fno , various years.

e ~.

'/

Moody's Investmeno
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PARTIES INVOLVED IN THE HEARINGS OF THE NEB, 1970

Name

*A’berta and Southern Gas Co lLtd.
*Aiberta Natural Gas Company '
: " Alberta M1n1s;er of Mines and M1nera%s
*Amerada Hess Corporation :
- *Amoco Canada Petroleum Company Ltd.
*3anff 011 Ltd. -

Br1t1sh Co]um%%: Attorney General’

British G8umb¥a Hydro and Power
Author1ty :

Canada SouthernvPetroleum‘Ltd;
“*Canadian Fina 011 Limited
*Canadian-Montana Pipe Line Company
~ Canadian Petroleum Association |

*Consolidated Natural Gas L1m1ted
and -
, *Consolldated P1pe Lines Company

Dome Petroleum Limited

~*E] Paso N ural Gas Company

Gaz Metropo]1ta1n, Inc.

Great Lakes Gas Transm1551on Company
*Gulf 0i1° Canada L1m1ted _

u *High Crest 0113, Inc et al.

*Imper1a1 011l L1m1ted ;5

Independent Petroleum Assoc1at1on
o of Canada

" Inland Naturat Gas Co. Ltd;
*ICG Transm1ss1on L1m1ted
*Inter-City Gas L1m1ted

=

“Abbreviat&on

“A]berta and Southern“

’:‘"A]berta Natural"
- "Alberta"
~ “Amerada"——__

"AmOco" L ;T"‘:‘-\»-..,»_‘\\.-—

"Banff".

"Br1t1sh G01umb1a"
"B.C. Hydrof '

" “Canada . Southern"
"Canadian Fina"

"Canadian-Montana"
||CPAI|

"Consolidated"--when -
referring to total proaeet or :

- "Consolidated Natural"

"Consolidated Pipe"
"Dome" ‘

A'ET1.Paso"

"Gaz Metropolitain®
"Great Lakes"
"Gulf"

"High Crest"

“Imperial
".IVPAC"

. "Inland"
MICG Transm1ss1on“
T :”Inter C1ty"

4 R . ' Do R T T
Denotes foreign or foreign controlled COmpany[a§ of 1967,2
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Name' = Lo Abbreviation
" Mani toba Attérney General. '. S | ‘"Manttooa" -
., *Michigan Wisconsin- -Pipe L1ne Company ‘"Michigan Wisconsin"
'v*M1dwestern Gas Transm1ss1on Company 3 ‘:Midwéstern"'
*Montana-Dakota Utilities Co. ' "Montana-Dakota”
C*Natural Gas Pipeline Company t _”Natura] Gas P]pe"-‘
‘of Arerica - '
-Northern ‘and Centra] GaS AR - :"Northern and Ceﬁ%ral"
Copporation Limited ' g
*Northern Natural .Gas Company T “Northern Natura]”
Ontario Minister of Justice and , "Ontar1o"v -
. and Attorney General : ,
*Pac1f1c Gas and Electric Company : "PG&E“
\\‘"‘*Pac7f1c\Gas Transmission Company pGT™
*Pacific Petroleums” Ltd: .7 “Hac1f1c Petro]euns"“
Quebec Minister of Justice and- . o '“"Quebec" '
Attorney Genera] .
Saskatchewan Attorney General ..~ "Saskatchewan" |
Saskatchewan Power Corporat1on - "SaSkatchewan_Power"ﬁ«
‘*Shell Canada L1m1ted , ' .- "Shel1" |
The Alberta Gas Trunk L1ne : S "Alberta Gas Trunk" .
~Company Limited . S :
The Consumers®. Gas Company '; "“"Consumers '™ N
The Hydro-Electric Power =~ . - "Ontario Hydro"',
Comm1ss1on of Ontario T
#*The Montana Power Company - - ' o "Montana Power" o
~ The 0il and Gas Conservatlon . S "A]berta Board"
~ Board of Alberta ' v o
*Tennessee Gas Pipeline Company - ‘"Tennessee" :
Trans- Cana&a Pipe Lines Limited "Trans-Canada"
Un1on Gas Company of Canada L1m1téd ; "Unian, Gas"
Nestcoast Transmlsswom C%mpany ‘: ..~ "Westcoast a

L1m1ted

"SOURCE: Dom1n1on Bureau of Stat1st1cs, Inter- corporate Ownenshtp,
1967, Ottawa: Queen's Printer, 1969. (Statistics Canada.

Thter- -corporate Ownership, 1969 Ottawa Informat1on Canada,_ -
©1971.) }




