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lEGISlATIVE ASSEMBlY OF MANITOBA 

THE STANDING COMMITTEE ON ECONOMIC DEVElOPMENT 

Thursday, December 8, 1988 

TIME - 10 a .m .  

LOCATION - Winnipeg, Manitoba 

CHAIRMAN - M r. Helmut Pankratz (La Verendrye) 

ATTE NDANCE- 11 - QUORUM- 6 

Members of the Committee present: 

Hon. M essrs. Connery and Downey 

M essrs. Evans ( Brandon East), Evans ( Fort 
Garry), Dr iedger ( N i akwa), G i l lesham mer, 
H elwer, Kozak, Pankratz and Storie 

APPEARING: Staff of the Manitoba Oil and Gas 
Corporation: 

M r. Jim Oborne - Chairman of MOGC 

M r. Joh n  Sadler - President of M OGC 

Mr. Ken Neufeld - Comptrol ler of M OGC 

MATTERS UNDER DISCUSSION: 

Considerat ion of the Annual Report of the 
1 987 Man i toba O i l  and Gas Corporat i o n  
( M OGC) 

M r. Chairman: I woul d  l ike to cal l  the committee on 
the Manitoba Oi l  and Gas Corporation to order at th is 
time, and I would  ask the Min ister, the Honourable Jim 
Downey, for h is  opening remarks. 

* ( 1 005) 

Hon .  James Downey (Minister responsible for The 
M anitoba Oil and Gas Corpo ration Act): M r. 
Chairman, I first of ail want to introduce who I have 
with me here today. We have Mr. Jim O borne, who is  
the chairman of the board of M anitoba Oil  and Gas; 
we have M r. Joh n  Sadler, who is the general manager 
of  the M an itoba Oil and Gas; M r. Ken Neufeld sitt ing 
back beh ind  them, who is the comptroller of the 
company. 

Manitoba Oi l  and Gas Corporat ion was established 
under The Manitoba Oi l  and Gas Corporat ion Act of 
1 983. Its pu rpose was to carry out and to promote 
explorat ion and development of oil and natural gas in  
Manitoba or elsewhere with the  pr iority of "with in 
M an itoba." 

The affairs of the corporation are managed by a board 
of  d i rectors. The chairman and d i rectors are appointed 
by !he Lieutenant-Governor-in-Counci l. The capital 
u nder the Act of the corporation was estab l ished as 
$20 miiiion d ivided into 20,000 shares. The annual report 
for the year ending December 31, 1 987, which we are 
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considering today, shows the equity of the province to 
be loan approval of $15 mi l l ion with accumulated year
end losses of $1,244,903 and a net loss for 1987, 
$244,536.00. 

There have been no repayments to the province or 
payments back on the equity that the province has in .  
Currently, the province has flowed $12.8 mi ll ion to  the 
M an itoba Oil and Gas Corporation. As has been publicly 
d iscussed and declared by the current Government, it 
has been the desire of the province to sell the Manitoba 
Oi l  and Gas Corporation. There has been a process 
that has been taking p lace over the past few weeks. 

Because of the part icular situation of the proposed 
sale of the corporation, it would  be d i fficult to get into 
a lot of detail because we are deal ing with private 
companies on the other side and, as wel l ,  we do not 
want to jeopardize the current negotiations that are 
tak ing place. However, there may be some areas that 
we could d iscuss and I would  appreciate, as well, i f  
the members of the committee felt they had q uestions 
that dealt specifical ly with the chairman of the board, 
M r. Oborne, we would l i ke to have those advanced 
early as M r. Oborne has other commitments for later 
on this morning.  it would be appreciated if  we could 
deal with those questions first. As th is committee was 
called relatively a short period of t ime ago, M r. Oborne 
had a previous commitment. 

H owever, h av i n g  said t h at, I want to as well 
acknowledge the work of the board of d i rectors of the 
Manitoba Oi l  and Gas Corporation, but part icularly the 
cooperation that we have had from the manager, the 
m an agement  staff and all the e m p loyees of  t h e  
M anitoba O i l  and Gas in  t h e  last few months with the 
d iscussions of sale, with the way i n  which they have 
dealt with me as the Min ister. They have been very 
open. We have, as I ind icated to M r. Sadler i n it ial ly, I 
wanted to make sure that al l staff of Manitoba Oil and 
Gas Corporation were dealt with fairly and openly. I 
can say that from my side I have appreciated their 
straightforwardness and their ful l  cooperat ion i n  the 
activit ies of Government and our endeavours to carry 
out our mandate. 

I know it is a d i fficult time for ind ividuals who have 
put a lot of t ime and effort i nto the corporation. However, 
these decisions are made and it is a matter of carrying 
them out properly and deal ing  with people properly 
and that is  what we have intended to do. 

Those are all the comments I have and I would 
appreciate gett ing on with the report. 

Mr. Chairman: Okay, then I guess we are open for 
questions to the Min ister at this point.  Mr. Kozak. 

* ( 1 010) 

Mr. Richard Kozak (Transcona): The Min ister focuses 
at some length on the cont inu ing record of net financial 
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losses of the corporation.  I wonder if he, and corporate 
staff along w i t h  h i m ,  w o u l d  n o t  ag ree w i t h  the 
proposit ion that i n  consider ing the f inancial statements 
of an oi l  and gas company, cash flow is frequently, if  
not normally, i f  not a lways, considered a more accurate 
reflect i o n  of t h e  f in a n c i a l  perf o r m a n ce of t h e  
corporat ion. I note, i n  making that comment, that i n  
fiscal 1987 for the first t ime i n  i t s  h istory t h e  Manitoba 
Oil and Gas Corporat ion achieved a posit ive cash flow 
of $230,591.00. 

Mr. Downey: I th ink there are some cases when one 
has to look at the cash flow. But as well ,  i n  this particular 
situation, I d i d  make reference to the fact that there 
were some $12 million of taxpayers' m oney tied up in  
shares which d oes not  show as any expense to the 
taxpayers or to the corporation.  That woul d  add a 
considerable amoun t  of accou nt i n g  f igure  t o  the  
operat ions  of the company if there were a cost of 
carryin g  that money added to it. The management or 
the board chairman would be free to add, as well, h is 
comments, M r. Chairman. Please do so, if you care to. 

Mr. Jim Oborne (Chairman, MOGC): Sorry, I am not 
used to t hese m icrophones. 

Certainly, cash flow is  a measu re that oil companies 
are measured by. In cash flow, the b iggest component 
of cash flow, other than the real charges against that 
cash flow of operat ing costs and l ifti ng  costs, a major 
component is the depreciation and depletion charge. 
That charge is a non-cash charge but is set up to be 
reflect ive of the fact that, in most oil companies, they 
capitalize much of their or ig inal find ing  cost and i n  the 
fact t h at t hey are prod u c i n g  barre l,;  out of th e i r  
recove r a b l e  reserve pool .  T h o se barre ls ,  o n ce 
produced, in theory are gone.  A depletion charge is 
to, for financial purposes, compensate for that fact that 
as you produce reserves you are losing reserves. u nless 
you are proving up addit ional.  Ult imately, at the end 
of the day, if you continue to produce but do not explore, 
you have used up all your reserves and, yes, you have 
had considerable cash flow but you are left with no 
assets at the end.  

Mr. Kozak: I wou ld  certain ly l ike to thank the company 
officer who provided that o bservat ion.  I do not d ispute 
that observation. Indeed, depletion is  a factor i n  the 
financial statements of oi l  and gas com panies. 

Depletion is d i rectly subtracted from the bottom l ine 
of the corporation. 1 1  is  a d i rect charge against profits 
of the corporat ion.  H owever, in terms of trad it ional 
accounting practices with in  the oi l  and gas industry, 
there is no offsetting credit, if you wi l l ,  or contr ibut ion 
to p rofits by virtue of new reserves added. I woul d  note 
at this point that the Manitoba Oi l and Gas Corporation 
has not been unsuccessful i n  adding new reserves to 
its i nventory of reserves, and I would note that these 
reserves are not l isted, and appropriately not l isted, 
as mak ing any contr ibut ion to the profitab i l ity of the 
company. 

* (1015) 

I wonder if the M in ister or the staff accompanying 
h im cou l d  inform us whether addit ions to reserves are 
more than offsett ing deplet ion .  
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Mr. John Sadler {President and CEO, MOGC): l 
bel ieve to answer that quest ion as of today, I would 
have to i n dicate to you that they are not, as you m ay 
know, in the oi l  and gas business. The defin it ion of 
reserves are those that are economically producib le 
under current prices and techn ical factors and with the 
current price of o i l ,  which we would have to apply in  
the  account ing sense, to what is cal led the ceil ing test. 
We would, as of the end of th is year, in all  probability 
have to take a reduct ion in reserves because again of 
the low oi l  pr ices that we are seeing today. 

I cou ld  perhaps qual ify that by taking us back from 
today to, say, last Jan uary or immediately after this 
report was produced, in that we had been certain ly 
f ind ing add itional reserves at a reasonable price. But 
I have to qualify t hat now by saying with current prices 
that �e are seeing,  it is certainly going to affect the 
reserves that we can count .  

Mr. Kozak: I would certai n ly agree with the Min ister's  
staff that i t  is  d i fficult to project the performance of 
the corporation with complete accuracy for the fiscal 
year 1 988. 

What we have before us today is i nformation on fiscal 
1987. As I l o o k  at t h e  proved reserve su m ma ry 
contained therein ,  I note that new proved reserves 
added a total of 753,000 barrels in 1987, whi le reserves 
produced were only 51,700 barrels. I would  suggest 
that the concept of proved reserves is someone who 
has some background in  the o i l  and gas industry does 
imply that these reserves are economically producible, 
and I would  suggest that the economical ly producib le 
reserves of the Manitoba Oi l  and Gas Corporation 
increased by over 700,000 barrels in  1987. This increase 
in the assets, shal l  we say, the eventual ly profitable 
assets of th is  corporat ion are not reflected in  the net 
loss of the corporat ion and are not reflected in the 
cash flow of the corporation. 

I would  go so far as to assert, M r. Chairman, that 
the net loss of $244,536 experienced by the corporation 
and the positive cash f low of $230,591 would,  if this 
were an industrial company whose accounting was done 
on the basis normally done by an industrial company, 
the profit of the Manitoba Oi l and Gas Corporation, 
leaving depletion aside and giving ful l  account to reserve 
add it ions, would be in the mi l l ions of dol lars. 

* (1020) 

I bel ieve this is an extremely valuable asset of this 
province. I reject the M in ister's suggestion that we 
shou ld focus on the net l oss of the corporation and I 
urge this Government not to g ive away this corporation 
but rather to achieve fair value for it in  any sale.  

Mr. Dow ney: I appreci ate the com ments  of  the 
Honourable Member, and I can assure him that all  
considerat ions are being taken into account i n  the 
p r o p osal  to d i vest of t h e  M a nito b a  Oil a n d  Gas 
Corporat ion.  I can  assure h im very fu l l y  that there have 
been qualif ied people involved in the overviews of what 
valuation we have, of the current situation being taken 
into account ,  and I want to assure him that I am fully 
prepared to i nform him that it will not in any way 
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inf luence the current negotiat ions of the activities that 
have been carried out i n  the sale of it .  

I d o  not think he wants to get overly excited about 
the situation. I know that there are current points that 
he has made have to be taken into account but again 
we are looking at - having seen the books that have 
been p repared by the former administration under their 
d i rect ion as it i s  being reported, it does in  fact show 
a loss. I th ink  as wel l one has to be prepared to deal 
with any potential writedown that the company is facing 
th is particular year. I know there are some substantial 
numbers of m i l l ions of dol lars that come with in  that 
category, not inc lud ing the carrying charge that I have 
indicated that it takes to carry $1 2.8  mi l l ion that is 
currently invested i n  M anitoba Oi l  and Gas that is  not 
havin g  any f inancial payment made to it on behalf of 
the taxpayers. 

Mr. Kozak: I would concur with the M i nister that a 
most legit imate q uest ion before this committee is  
whether i n  fact th is  Government or any Government 
would like to have pub l ic  funds tied up i n  a venture 
that i s  probably self-sustain ing or that in other hands 
would be self-sustain ing  and very attractive. I am, 
however, very anxious to get on the record that i n  my 
view as someone who operated for some years as a 
senior corporate planner for three of Canada's major 
oil c o m pa n ies ,  I pers o n a l l y  v i ew the f i n an c i a l  
perfor m a n c e  of t h i s  c o rporat i o n  as a s i g n i f i cant  
turnaround ,  and I woul d  say that i t s  profitabi l ity is the 
eq u i va l e n t ,  g i ven  t h e  d i fference in accou n t i n g  
procedu res fo l l owed i n  d i fferent i n d u str ies ,  o f  a n  
i ndu strial company's profit i n  t h e  range o f  perhaps $2 
m i l l ion to $3 m i l l ion.  I state that est imate off the top 
of my head. Precise analysis woul d  perhaps produce 
some more precise est imate on my part, but I would 
reiterate th is is  an extremely valuable asset of the 
provi nce. 

I personal ly bel ieve that although present oil prices 
are depressed, the volat i l ity of the oil market is  such 
that they wil l  not always be depressed, and I would 
suggest that the province can recoup every penny of 
its investment i n  the M an itoba O i l  and Gas Corporation 
i f  i t  decides to proceed with d ivest iture and possibly 
m ake a s ignificant profit  that the taxpayers would 
undoubtedly thank the Government for. 

M r. Downey: Wel l ,  I appreciate having the expertise 
at the table and I am sure that the Member, in looking 
at the next year's  review of the M anitoba Oi l  and Gas 
or the next activit ies that are to take place, he wi l l  st i l l  
apply the same pr inciples and the same endorsement 
of which he is so wi l l ing to g ive at this particular juncture, 
that he carries through when he sees the 1 988 and the 
process.  I wou ld  hope that he d oes not change when 
h e  may see someth ing a little d i fferent on the horizon .  
He h as firmly planted h imself in that posit ion.  

I ,  Mr. Chairman, am n ot able today to deviate from 
the bookkeeping practice that was establ ished by the 
former admin istrat ion and the report that is  before us  
that i n  the account ing practice and the account ing 
process that was ca�ried out tru ly demonstrates a loss 
of $244,000.00. That is  the report that is  before us. 
There is not another account ing method bein g  appl ied 
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here. There is a system that is appl ied that we are being 
asked and we are ask ing th is committee to approve. 
This committee is not sitt ing to change the accounting 
practice. You may want to acqu i re their accounting 
practices but we have to deal with what is .  

* ( 1 025) 

I am sure again ,  having the experience that he has, 
he appreciates that as wel l .  He may want to say that 
it is ,  and I th ink the Member would  appreciate, a 
relatively h igh ly speculat ive system that we are in i n  
the  o i l  business. We were to ld ,  and  he should be wel l  
aware o f  t h i s  if he wanted to read Hansard , that it was 
basically establ ished so that the Manitoba taxpayers 
wou ld  have a window into the o i l  company, into the oi l  
business in  Manitoba. I am sure the Member as well 
knows that the Government has a window in  the oi l  
company through the royalties process, through the 
fact that every oi l  company has to f i le publ icly what 
they f ind in each hole after a period of a year, that it 
is a l l  publ ic information. M ines and Energy are very 
much involved in the activities of the oi l  company. They 
can read financial statements of other o i l  companies 
that are involved . They d id  have a pretty good window. 

But to put the taxpayers' money at risk, to lose money 
at whatever accounting, may wel l not have been the 
best of decisions. We never did bel ieve that we should 
have been i n  it for the sheer purpose of a window. We 
believe that the private sector was doing a relatively 
good job in  developing the oil business in  Man itoba. 

I k now that the current management went above and 
beyond the call of d uty to t ry and make the company 
successful .  We have substantial propert ies that are tied 
up. M r. Chairman, again it is  a matter of trying to look 
after the taxpayers' money in the best of interest I am 
sure there are many people who have continual ly asked 
for support in  hospitals, in other social needs and other 
areas who would  have maybe felt better if the money 
had have been spent t here rather than invested in a 
M an itoba Oi l  and Gas Company. 

Mr. Kozak: I certain ly do h ope that the M i nister has 
not been left with the impression from my remarks that 
t h e  Off ic i a l  Oppos i t i o n  rejects d ivest i ture of t h e  
Manitoba O i l  a n d  G a s  Corporat ion.  What is i n  d ispute 
today, what is  under d iscussion today, is  the extremely 
important pri nciple that the Government of Manitoba 
and the people of Manitoba achieve fair value, possibly 
even a sign ificant profit on the i nvestment that has 
been tied up in the corporation over the last period of 
time. I would also like to concur with the M i nister that 
we d o  exa m i n e  t h e  f i n a n c i a l  statements of any 
c orporat i o n ,  n ot just  the M an i t o b a  Oi l  and  G as 
Corporation, on a year-by-year basis. I recogn ize that 
it is possible,  g iven wi ld  f luctuations in the price of 
crude o i l  and natural gas, that the financial results for 
1 988 may not match the financial results for 1 987. We 
are certain ly prepared to look at the financial resu lts 
for 1 988 when they are presented to us. 

I would also l ike to concur with the Min ister that the 
accounting practices employed by the M anitoba Oi l  
and Gas Corporation are appropriate. l t  is  appropriate 
that the corporat ion show a net loss of $244,536 and 
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a positive cash flow of $230,591.00.  However, I would 
like to reiterate that the accounting practices e mployed 
within the o i l  and gas industry and availab le to it do 
differ from those normal ly used i n  other i ndustries. if 
this were an i ndust r i a l  corporat i o n, I h ave every 
confidence in saying that the net effect of depletion 
charges and add it ions to reserves would resu l l  in a 
profit i n  the m i l l ions of dol lars. 

I say that the accounting practices presently employed 
are suitable and in the i nterest of the corporation, 
because these account ing  practices which are widely 
favou red i n  the oi l  and gas i n du stry and would be a 
matter of g reat concern to the oi l  and gas industry i f  
they were abandoned, permit oi l and gas companies, 
as a rule, not just th is oil and gas company, to report 
either a net loss or very l ow profits. I would sug gest 
that this situation is very much i n  the interests of any 
o i l  a n d  gas c o m pany  b eca u se i t  m i n i mizes t he 
company's tax l iabi l i ty, and I congratu late the Man i toba 
Oil and Gas Company's managers for using account ing 
procedures t hat extremely effect ively l i m it the tax 
l iabi l ity of the corporat ion. 

I ,  nonetheless, do suggest that the real  profitabi l ity, 
the u nder ly ing  prof i tabi l ity, o f  th is  corporat i o n  is  
substantial. I would suggest that i n  any  sale o f  the 
corporation  the taxpayers can hope to recoup their 
investment to a very large degree, if not make a 
sig nificant profit. 

Mr. Jerry Storie (Fiin Flon): I appreciate the comments 
of my colleague from Transcona. I th ink  there are two 
interesting th ings that the Member has said  that we 
need to follow up on,  and one of them is of course a 
review of the current situation. We have to understand 
what the current situat ion is, but we have to also 
u nderstand more real istically what the prospects are. 
I know that the M inister has been critical of the existence 
of Manitoba Oil and Gas since its i nception and I believe, 
for ideo log ica l  reaso n s, because po l i t i ca lly it was 
opposed by he and h is  col leagues at the t ime and, in 
my opinion, there has never been a sincere look at the 
benefits of having a window, having a corporation that 
employs people, havin g  a corporation that has proved 
to be a successfu l  and an active partner in the oil and 
gas industry i n  southwestern Manitoba. 

* (1030) 

The annual report that we are look ing at ind icates 
that some 20 percent of the activity in that part of the 
province is  a d i rect result of the activity of Man itoba 
Oil and Gas and I know and h ave heard and have 
talked to people in the industry in Man itoba who had 
acknowledged that MOGC is an extremely good partner. 
They have capable, knowledgeable staff and have 
added to the growth and development of the industry 
in  Manitoba. That goes without saying .  

We have seen in  the report before u s, as  far as  I am 
concerned, significant improvement in  the posit ion of  
the corporation. As my friend from Transcona ind icated, 
the fact is that because of the improving reserve 
situation of the corporat ion,  it stands to be a profitable 
operati0n in its own account ing terms in  the future. I 
th ink the M i n ister raises the point  that some $12.8 
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mi l lion has been flowed to support the corporation at 
this point and the annual report, the 1987 Annual 
Report, ind icates the shareholders equity at $13.7 
m illion. The fact is that we have a significant investment, 
a positive investment in this corporaticn to this point 
and if th is  Government is determined, as it appears as 
a result of a Bill that was tabled in the Legislature on 
December 7, if it is their i ntention to d ismantle this 
corporation, to sel l  it, then the m inimum that the people 
of M anitoba h ave a r ight to expect is a sign if icant profit 
on that sale. 

My q uest ion to the chairperson,  in which you see at 
th is point is, what is the prospect of recouping our 
i n vestment  at t h i s  poi n t ,  gett i n g  a retu r n  on our  
investment as  a result o f  th is sale, to the chairperson? 

l\llr. Downey: M r. Chairman, I wi l l  let the chairperson 
respon d  in a m inute. I just want to make absolutely 
sure that the committee is fully aware that i n  the 
exercise-an d  the chairman can respon d  to this as 
wel l - it was an absolutely and totally major effort put 
into maximum exposure of Manitoba Oil and G as to 
the industry i n  the potential sale of i t .  That was an 
effort that was put forward to make sure- and I g uess 
th is would go back for comments from the Member 
for Transcona ( M r. Kozak)  as wel l  if he were, as I believe 
h is comments have come in the past, that the best way 
to get a return is to expose it to the marketplace, to 
the best avai lable market that is available. I wou l d  refer 
to the chairman to respon d  to that question. lt is a 
matter of making sure exposure, and I have asked the 
chairman to comment on the Member's q uest ion.  

Mr. Oborne: An answer to the d irect quest ion is 
negl ig ib le .  

Mr.  Storie: I am sorry, if you could just elaborate on 
that. 

M r. Oborne: I am sorry, I think  your d i rect q uestion 
was, what are the chances of recovering or exceeding 
the province's investment, and the answer is  neg l ig i ble. 

M r. Sto rie: T h e n  a m ore d i rect q u est i o n  to the  
chai rperson of  M OGC, in  the chairperson's opin ion, 
what is  the l ike l ihood of M OGC becoming a profitable 
corporation, assuming  only modest increases i n  oil 
prices over the next few years and assuming signif icant 
increases perhaps going back to $25 a barrel? 

Mr. Oborne: If you make the assumption that the price 
goes back to $25 a barrel , but you inflate that for the 
period of t ime it takes to get there, if $25 a barrel is 
an objective in the second half of the N ineties, which 
is  about the range that consultants are looking at these 
days, in 1980 dol lars, that is pretty c lose to the current 
price. In other words, inflation, your costs are increasing 
during that period as wel l ,  so that a $25 price in 1996-
97 pretty wel l  equates to roughly a $15 price today. 

Mr. Storie: I am interested to get an opinion from the 
chai rperson. Is the chai rperson saying that Manitoba 
Oi l and Gas Corporat ion is  not likely to be profitable 
in  the future, despite a price increase which would 
amount to 70 percent? 
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M r. Oborne: This question of profitabi l i ty which again 
is do you look at cash flow, do you look at net profit 
which is  normal ly what you would p ay d ividends out 
of. I would h ave to say that un less the price of o i l  is 
very q uickly i nto the low-to-mid 20's, then profitabi l ity 
is u n l ikely. 

M r. Storie: Well M r. Chairperson, I would  be interested 
to know whether that view is  shared by, for example, 
the g eneral manager or whether the chairperson could 
indicate on what basis he makes that assumption, g iven 
that we have a positive cash f low in 1987 at o i l  pr ices 
which were-give me a f igure. What were the oil pr ices 
in 1987, the average per barrel? 

M r. Sadler: You have the fi rst page of the f inancial 
review indicate that in '87 our  prices realized were 
$22.75 per barrel, Canadian. So we d id  see qu ite an 
i m provement d u r i n g  '87, a n d  of course s ince t h e  
beg inn ing  o f  t h i s  year they have steadi ly deteriorated 
to the point where now we are d own to in the vicinity 
of $14 Canadian, $14.50. 

M r. Storie: M r. Chairperson, what is l ikely to be the 
change in  barrels produced over the next year from 
the reported 212 per day i n  '87? 

M r. Sadler: We, pr ior to the change in Government, 
had dri l led a few wells  early th is year, -(Interjection)-

* (1040) 

An Honourable Member: Do not be embarrassed 
about it .  

Mr. Sadler: No, I am not. I can tell you that we achieved 
for one month well over 300 barrels a day. I th ink  i t  
was in  the order of 320 barrels a day. But as you know, 
in this business you have to keep dr i l ling and you do 
h ave, certain ly  on wel ls h ere in M anitoba, some h igh  
i n itial decline  dur ing the early years and then i t  tends 
t o  flatten out .  So,  we d id  reach a h igh of over 300 
barrels a day, and we are now down to in the vicin ity 
of 225 barrels a day, so we have had some very rapid 
i n it ia l  d ec li ne  on those successful wel ls that we had. 

But just to perhaps add a l itt le levity, i n  addit ion to 
the good wells  that we had prior to March of this year, 
the shareholder whi le not want ing us to spend very 
much money, we got pushed by one of our operat ing 
partners to participate i n  a couple well s  which was 
agreed to, and they turned out to be very good wel ls  
too,  s o  we have had g oo d  fort u n e  u n d er b o t h  
Governments. 

M r. Storie: Well ,  the obvious question then is, at what 
point  would MOGC be p rofitable? Given its current 
production of 212, at what poi nt would i t  be p rofitable? 
At 22.75, the 1987 pr ice, how many barrels per d ay 
would it take to become a profitable corporation? Would 
i t  take the 320 that you at one t ime produced in 1988? 

M r. Sadler: If I cou ld  refer to my message of the '87 
report, the last paragraph under the first column, at 
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that point in t ime, as you may recall  a year ago, we 
were encouraged by the pr ices. They were, I th ink,  a 
year ago in the vicin ity of $21 toward the end of the 
year, and I made this statement that the corporation 
is  confident that we could continue to find, develop, 
and produce oil economical ly at $20 per barrel . In other 
words, I feel that is the threshold for a company of this 
nature in  Manitoba to ach ieve, if  you l ike, a break-even 
position at what we saw was the volumes that we 
thought we could get to. Again,  I want to reiterate t hat 
there is a b ig d i fference between $20 or $21 a barrel 
and what we are presently gett ing,  $14 to $15. 

Mr. John Angus (St . Norbert): M r. Chairperson, I would 
j ust like the M inister or the members of the management 
team to ind icate whether or not they have any p lans 
for broadening the window on the marketplace by any 
acquisit ions i nto retail sales or any other acquisit ions 
to perhaps put the company i n  a better position, both 
to make it more viable an operation and/or perhaps 
to make it even more attractive to a future investor. 

M r. Downey: No, M r. Chairman. As I ind icated earl ier, 
the d irection that has been g iven to the board has been 
to work towards the d ivestiture of the M an itoba Oil 
and Gas Company, not to take on further acquisit ions. 

Mr. Angus: Okay, thank you. 

M r. Kozak: Without crit icizing the genuine attempts of 
the Min ister and staff of the Manitoba Oi l  and Gas 
Corporat ion to honestly and legit imately forecast the 
future performance of the corporation based on the 
performance of o i l  and natural gas pr ices, I woul d  l ike 
the chairman of the corporation to express h is  comment 
on my view, as someone who has been fami l iar with 
th is industry over a period of 20 years, that absolutely 
none of the forecasts of o i l  and gas prices I have seen 
in the last 20 years has come to fruit ion, that most of 
them h ave been absolutely laughable with in  a year to 
two years of their issue, and that any attempt-and it 
is h is  responsib i l ity to make an attempt-to forecast 
oil and gas pr ices over the next short term or long 
term at this point i n  t ime is  subject to similar inaccuracy 
to that that we have seen over the last 20 years. 

Mr. Oborne: I agree 100 percent. I agree the forecast 
for energy pr ic ing in the last 15 years of-1 do not 
th ink anybody has been r ight and I suspect that wi l l  
probably cont inue i n  t h e  future but, at any g iven t ime, 
you h ave to make a business d ecision on some form 
of forecast with a view to potential u pside and potential 
d ownside, examine those, weigh it, put probabi l i t ies 
on those extreme cases, and try and chart a course 
that makes sense to you. 

I can offer my personal v iew on energy pric ing but 
that is  a l l  i t  would be, would be personal. There are 
views as extreme as sayin g  down to $5, somewhere 
between $5 and $10 a barrel and sitt ing there for some 
period of t ime. There are other views that we may be 
back into the 20s. My own view would  be there is a 
considerable r isk of the 10 to 15 environment for one 
to f ive years and maybe a $15 to $20 environment for 
three to eight years, but i t  is  very d ifficult  to make a 
case these d ays. 
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A lot of changes have taken place in the last five 
years and that rel ates to the operating costs that oil 
companies have gone through. They have done a 
tremendous job in lowering their operating costs. Energy 
consumption in North America for the. first time in five 
years increased, I think, in 1988 in real terms. These 
are some positives, but the best case t hat I have been 
able to determine is that the stranglehold that OPEC 
had on the world in the early Seventies is un l ikely to 
ri!peat itself in the near future. l t  may repeat i tsel f  in 
the next century but not i n  the near future. 

Given that we may see an increase in price greater 
than the rate of inflation at some point in the n ext five 
years but we may well be faced with that energy pricing 
is not going to increase faster t han inflat ion for the 
foreseeable future. 

Nr. Downer. I would just like to make a comment 
because I think it is important to just touch on it as 
well, and the forecasting is something that the Member 
is quite accurate in his indication that there are so 
many world events, so many other thi ngs  that impact 
on the price of oil and the price of commodities that 
we deal with in this coun try. I, as the Minister, and I 
believe I have to put it very clearly on the record, do 
not feel that it is a priority to use the taxpayers' money 
to be in that kind of speculative arena and so would 
hope that, in our endeavours to divest of the Manitoba 
Oil and Gas Corporation, having exposed it to the 
greatest people in the business, having done everything 
proper to divest of it that, when that decision is made, 
we can count on good, positive discussions on it. 
Criticism certai n l y, if n ot handled prope r l y, but  
everything has gone into it to try to make the best 
decision. 

Let me say, as well, that I think  it is important to 
note that if individuals, if Manitoba citizens, want to 
invest in the oil and gas business in this province that 
they are quite free to go to the marketplace and buy 
shares In any oil company of their choice. So I think  
that is  a philosophical thing that we want to  m ake sure 
is clear. 

• (1050) 

I have to say, with the greatest respect to my 
colleagues from the New Democratic Party, it was i n  
my estimation a belief o f  theirs, a n d  they can correct 
me if I am wrong, that they shou ld  have vis ibil i ty in the 
oi l  field .  There was action taking place. There was quite 
a bit of activity and they felt they wanted to be part 
of that action as a philosophical bent. 

Well, I am not hun g  up,  M r. Chairman. I can tel l  you 
that for the number of oil wells that M anitoba O i l  and 
Gas have, l ots of private companies do it with one or 
two operators sitting out at Virden, Manitoba. We have 
a major floor of a major building in Winn ipeg rented 
w i t h  a fuU admin istrative staff at t h e  top end
geologists. That i s  f ine. I am not saying that  maybe i t  
was not necessary i f  you were going to be operating 
a lot larger company but we really and truly, as far as 
the efficien cy of the operation, we are somewhat  
overvisible as far as what we were d oing.  I can tell you 
that if the number of wells-and I know by comparison, 
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the Member for Flin Flon (Mr. Storie) visited Virden, 
talked to many smaller producers who were probably 
producing a lot more oil than we were with more wells, 
with a lot less staff and overhead. lt is possible to do, 
and I say with the greatest of respect, it appeared to 
me that they wanted higher visibi l ity  in the oil business 
with their Government. That is fine. They had the 
mandate to do that. The Government changed and 
now the mandate is to carry out the activities that we 
are carrying out. 

Mr. Kozak: I would reiterate that my role here today 
is not to cast any doubt on the posit ion of the Official 
Opposit ion regarding the divestiture of the M anitoba 
Oil and Gas Corporation. lt is not my objective to 
confuse anyone with regard to our position. My objective 
here today is to state that while the oi l and g as industry 
is certainly out of favour among investors this month, 
there is absolutely no certainty based on historical 
precedence that this situation wil l be the case next 
month . 

I refer once again to an uninterrupted 20-year period 
of absurdity in the forecasts that I have seen regarding 
oi l and gas price performance. I feel we can have no 
assurance, regardless of our best intentions and best 
efforts, that any forecast any one of us produces will 
obtain next month, rather than being an object of 
h umour. I am, therefore, limiting m y  role today to 
examining the hard data that we do have before us.  
That hard data is limited to the 1987 Annual Report 
of the corporation. In concluding my remarks, I woul d  
l ike to reiterate m y  statement that the positive cash 
flow of the corporati on is encouraging. The addi tions 
to reserves of the corporation more than offset depletion 
charged to the corporation's profits-1987 was not a 
bad year for this company. If this were an industrial 
company, operating  under d ifferent accounting rules 
from the oil and gas industry, we would be l ooking at 
a profit of at least $2 mil l ion. 

Mr. Downey: I sti l l a m  not q u ite c lear h ow t h e  
H onourable Member would treat t h e  $12.8 mil l i on the 
shareholders have invested, of which they are not 
getting any return of any k ind on it . 

Mr. Kozak: I would  l ike to thank the M in ister for h is  
q u estion.  I w i l l  certain l y  respond t o  i t  by simpl y  
reasserting that the Official Opposition does not dispute 
that the $12.8 mil l ion invested by the taxpayer in th is 
corporation coul d  in a l l  likelihood be employed more 
productively elsewhere. 

The onl y  point where it is possible I wi l l  take issue 
with the M i nister and his staff is the point  where we 
look at a potent ia l  sale price for the corporation. I feel 
th is  is a company that is profitable and extremely 
attractive under the accounting practices of its industry. 
I feel that i t  shows a l oss, as d o  other oil companies, 
largely for tax purposes. I feel that is  prudent on the 
part of this company and other oil and gas companies. 
My one concern is  that we get fair value and recoup 
as much of the $12.8 million as possible, if not make 
a profit. 

Mr. S torie: I am fol l owing up again on my friend from 
Transcona's  comments. My question is to the M inister. 
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G iven h is  phi losophical or ientation, d oes th is mean that 
we are going  to sel l th is  corporat ion at any cost? Can 
the M i n i ster g ive us some ind icat ion of what value he 
anticipates to receive from a sale, a d ivestiture? Are 
we ta lki n g  a b o u t  recover i n g  25 p ercent  of  o u r  
investment, 5 0  percent o f  o u r  i nvestment, 7 5  percent 
of our i n vestment or 110 percent of our investment? 

I think if the M i nister has been l i stening to comments 
of the com m ittee, there is  an expectation and a bel ief 
that a return of someth ing more than 100 percent of 
our i nvestment is ach ievable, is possib le. I th ink the 
M in ister knows, as well as anyone, that the projections 
in  terms of o i l  pr ices can be wi ldly erratic.  Is the M inister 
p repared to sel l th is corporation at a t ime when the 
i n d u s t ry cert a i n l y  d o es not look at a n y  k i n d  o f  
acquis it ion favourably un less there is  virtually no  risk, 
which m eans that h e  is  going to have to give this 
company away, as the Tory Governments have done 
i n  the past? Is that his intent ion? 

Mr. Downey: I coul d  hardly wait  unt i l  that statement 
came out of the former M i nister who is  responsib le for 
n ot on ly giving away a bus company that the taxpayers 
put $100-and-some mi l l ion in but paid them in excess 
of $1 mil l ion to do so. Let h i m  sit here and be so p ious, 
M r. Chairman, as to be so r ighteous in sel l i ng  of 
companies. H i s  record, I think ,  is d espicable. 

Let me tell you, the sale of the M an itoba Oil and 
Gas Company is  being carried out i n  a very responsible 
manner. The m aximum exposure to the pub l ic, to the 
m arketplace, to those people who are interested in the 
business, has been carried out. There has been an 
o pen p u b l i c  advert isement,  offers, b ids a n d  t h at 
exercise is coming to a f inal conclusion. Let me assure 
the Member, we woul d  more than l ike to g et back what 
they put into it, they being the New Democratic Party. 
We would h ave been better off if they had not ventured 
in that area to start with. We d i d  ga in  nothing but losses 
u nder his admin istration in Crown corporations, proven 
dai ly in a l l  the books that are p resented. You can go 
to  the MTX, you can g o  to Flyer Bus, you can g o  to 
any one of them, and his experience and our experience 
as taxpayers with their i nept hand l ing  of them. 

Mr. Chairman,  let me assure you, th is Government 
i s  do ing everything ,  and wi l l  d o  everyth ing  to m aximize 
the returns for the taxpayers of the Province of Manitoba 
on an i l l-advised venture that they went into some 
several years ago. I do not k now whether I can be 
more-I cannot be pol ite and cont inue to say any more 
to the M ember i n  my response. You know I th ink  it is  
i mportant that everyth ing is  being done to maximize 
the return to the taxpayers of M anitoba in  the d ivestiture 
of the Man itoba Oil and Gas Corporat ion. We are 
committed to  do t hat, and will do that. 

Mr. Storie: Given that the M in ister's i nterpretat ion of 
the fiscal results of th is year and p revious years, g iven 
his, I gather, rather bleak projections for the potential  
i n  the future, does that mean that Manitobans can 
expect this G overn ment to g ive away a corporation 
that has, as of 1987, assets of $15 m i ll ion approximately, 
a shareholder who holds  some $13 mi l l ion equ ity, is 
the M i n i ster  goi n g  to rec o u p  t h at v a l u e, what 
percentage? Is there no  bottom l ine for th is  M i nister 
in terms of p rotecting the i nvestment that we have? 
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* (1100) 

Mr. Downey : Yes, M r. Chairman. What I would  l ike to 
say is that to make sure the Member is clear. Whether 
we sel l it or whether we do not, there wi l l  be a major 
write-down in the value of the Man itoba Oi l  and Gas 
Company th is year. There will be a major write-down 
evaluation because of the current depletion of the wel ls  
that  are held by Manitoba Oi l  and Gas.  We are facing 
that regardless. 

I wil l assure him that we will do everyth ing in our 
power to d ivest of this company in  a far better and a 
m ore profitable way then any d ivestitures that he took 
part i n  as the former admin istrat ion.  

Mr. Storie: M r. Chairperson,  if the M i nister wants to 
relive h istory, then we just need to remind the M i nister 
who got the province i nvolved in Flyer in 1966 or in 
Manfor in 1967-1968. The fact is  the record of th is 
Government and this M inister and his involvement is  
not perfect . The difference between Flyer and the 
M an itoba Oi l  and Gas Corporation are s ignificant, 
inc luding the ind ications today that under another 
account ing pol icy p revalent in the industry that th is  
would  be a profitable corporat ion as of  today. 

However, I d id  not get a satisfactory answer from 
the M i nister in terms of what expectations there are 
for a sale. Are we going to get close to our investment, 
or a return on our investment? The M i nister says now 
we see the new pol icy of the Tory Governm ent is to 
write d own al l  corporations l ike M anfor to a do l lar and 
then say we are getting our value for it. lt is written 
d own to a dol lar, so we got a d ol lar back. 

The fact of the matter is that this corporat ion is  today 
valued at some $13.7 mi l l ion .  That is our equ ity i n  it .  
The assets are valued at $14.6 mi l l ion .  What is th is 
Min ister leading to? Are we going to start playing games 
as we d id  with M anfor and have this re-evaluated? 
What is  the expectation of the M i nister i n  terms of its 
re-evaluation? What is going to be the revalued position 
of MOGC? Can the Min ister i n dicate to the committee 
what the next report wi l l  value  this corporation at or 
h ow the next report wi l l  value th is corporat ion? 

Mr. Downey: Mr. Chairman, a l l  I am making reference 
to, what woul d  be normal accounting procedures, as 
far as talk ing about the write-down of concern as far 
as t h e  operat i o n s  of t h e  M an it o b a  O i l  a n d  G as 
Corporat ion.  I have had ind icated to me there wi l l  be 
a major write-down of the value of the corporat ion.
(lnterjection)-

An Honourable Member: To $1.00.? 

Mr. Downey: No, Mr. Chairman. Let me tell the Member 
that everyth ing is being carried out, as I i nd icated 
previously, to try to maximize the return of the sale of 
the Man itoba Oi l  and Gas Corporation to the maximum 
of what we can get for  i t .  That is  what our objective 
is, that is  what it has been and,  as I said, I will let our 
record stand against his record any t ime and l et the 
people of Man itoba judge. If  i t  had not have been for 
h e  and h is  Government 's d esire to ph i losophical ly get 
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involved in the Manitoba Oil and Gas Company, then 
we would not have been here today discussing this 
very issue and talking about money again that we lost 
in a Crown corporation that he and his administration 
were so bound and bent to get into. 

Mr. Storie: Well , the accumulated losses of this 
company are $1.24 million. That is the accumulated 
loss, unless of course we have a Government whose 
intention is as they did in the case of the divestiture 
effort of Manfor to devalue the corporation to $1 for 
their own purposes to attempt to embarrass and 
disparage the efforts of other Governments which was 
a futile effort, an effort which has not gained this 
Government one shred of additional political credit and 
is in fact inevitably going to cost the taxpayers money 
because of the weakened bargaining position. Is the 
Minister about to embark on the same kind of process 
with Manitoba Oil and Gas? 

Mr. Downey: Let me just put some numbers on the 
record for the Honourable Member. The actual loss to 
date for the corporation, Manitoba Oil and Gas, is 
$1,244,903. When you add to the end of November 
30, 1988 and you add the interest that we are paying 
on the $12.8 million , it comes to a loss of $4.6 million 
to the taxpayers and the people of Manitoba. That is 
what we have got in it as far as our tax money losses 
accumulated and the carrying charges of $12.8 million , 
$4.6 million. Now could the Member not find some 
other area that he would sooner spend that money in 
than carrying an oil and gas company? Is that his 
priority? 

I am saying that it is not our priority and that we 
feel that the private sector have been. We have the 
abil ity to tax, to use royalty taxes on the production 
of those companies that are producing oil in Manitoba, 
as any other province has. We have a window into the 
company by looking into what the companies are doing. 
We know what the drilling activities are. We have Crown
owned properties, oil properties that are able to be 
offered to the private sector for revenue to know what 
is going on there. There has not been one- I have not 
seen one justification for the Manitoba Oil and Gas 
Company as it was established for the taxpayers in 
Manitoba. I have not seen one positive thing that has 
come out of it . 

Yes, I should not say that. I have had the privilege 
of meeting Mr. John Sadler, who is a very f ine gentlemen, 
and the staff of the Manitoba Oil and Gas Company 
and have put every bit of effort into it, very dedicated 
people. Those are opportunities and advantages and 
he has contributed to the province in the work that he 
has done. I would have to say that as far as the 
investment is concerned, dollars and cents wise at the 
end of November, when you calculate the money we 
have invested, we are at $4.6 million loss. I have other 
areas that I believe the taxpayers of Manitoba would 
sooner that we spend the money in. 

Mr. Storie: Mr. Chairperson , all other things being 
equal, I would also have liked to have seen a different 
set of numbers. Certainly, we would have liked to have 
seen a corporation that was profitable from Day One. 

45 

I am no better at predicting nor were my colleagues, 
nor is Mr. Sadler at predicting the future of oil prices. 
For the Minister to say that there has been no benefit , 
I think is mischievous to say the least. The fact is that 
we have been a significant player in the industry, 
contributed to the economic well-being of southwestern 
Manitoba. The economics that the Minister talks about 
are not clearly as clear-cut as he would pretend. 

I guess I have another concern, and that is the attitude 
of the Minister when it comes to the current operations 
of MOGG, and I have two questions. No. 1, have there 
been any further land acquisitions by MOGG in the last 
six or eight months? 

Mr. Downey: No. 

Mr. Storie: Could the Minister or could Mr. Sadler or 
Mr Oborne give us some indication of the exploration 
activity in 1988 and the expected activity in 1989? 

Mr. Downey: I am not too clear. There will not be any 
for the Manitoba Oil and Gas. We drilled, I believe, 
three wells since we came into office of which two of 
them are producers. As far as further activity, no, there 
is not. 

Mr. Storie: Here we have another example of Tory 
management. We have a corporation which is going 
to be, in effect , run into the ground and devalued under 
a Tory Government. We have heard from the general 
manager of the corporation that in order to maintain 
the reserves, in order to maintain the corporation in 
a sound position , we are going to need to continue to 
explore and develop new wells. Is the Minister's position 
that none of that will take place while we have a 
Conservative Government in office? 

Mr. Downey: Mr. Chairman, I do not know where the 
Member is coming from. The reserves are not going 
to disappear. The reserves are there. They are like the 
potash that is out in the western region of the province. 
It has been there since our creator made this country 
and the oil has been there for that length of time. We 
have got deposits of oil that are lying under Crown 
lands. We have deposits of oil that are part of the 
negotiations that are now taking place in the proposed 
divestiture of Manitoba Oil and Gas, which are 
calculated into the value of the operations. The oil is 
not going to go away. 

When it is economical , I am sure that the private 
sector will move in and produce. The Government wil l 
be able to collect royalties, which pays for the hospital 
beds and the health care and the education systems 
of this province. We are not turning around , taking 
those royalties, and specu lating in the oil business and 
gambling with the taxpayers ' money. We are using it 
and using it in essential services where the taxpayers, 
I believe, want us to use it in. 

Mr. Chairman: Mr. Storie. 

* (1110) 

Mr. Downey: There will be oil - I am sorry, Mr. 
Chairman, I am not quite finished. I am sure there will 
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be oil produced in Tory times and I am sure that the 
climate which is created for that production is the 
important factor. 

Mr. Storie: We just heard the general manager state 
that there is a decl ine in production at the well head 
over time in Manitoba. The initial production is fairly 
high and it declines. To maintain the reserves - and 
the Minister is quite wrong . If you do not find addit ional 
reserves, your reserves are being depleted and, in th is 
case, 51 ,000 barrels or-pardon me, I am in t he wrong . 
Obviously, we are using 212 ,000 barrels in 1987. We 
are depleting our reserves as we go and , if you do not 
find additional reserves which produce initially at least 
better results, then you are putting the corporation in 
a less favourable position for sale clearly. There can 
be no argument about that. 

Is this Minister saying now we are going to stop 
investing money. We are going to stop doing what we 
need to do to develop new reserves and to maintain 
our position as a company, we are going to devalue 
the company. In other words, we are doing everything 
we possibly can to put ourselves in a position where 
we cannot sell this corporation for anything near what 
its true value is. Is that what he is saying ? 

Mr. Downey: No, I think the Member should pay 
attent ion. The bidding has closed ; we have offered the 
company for sale. The bidding has closed . In the period 
of time in which that was taking place, the management 
recommended that we drill some additional oil wells 
and we did that. We did not try to devaluate it. Why 
would one want to do that with taxpayers ' money? For 
goodness sakes, we are Conservatives, not NDP, Mr. 
Chairman. 

Mr. Storie: Tell us about Manfor then. 

Mr. Downey: We did carry out the activities of drilling 
three more oil wells to carry out a commitment with 
the partners but also to put us in as good a position 
as we can . The tenders have closed. We are now in 
the process of assessing those, Mr. Chairman. So the 
Member can put all kinds of red herrings on the records 
that he likes but, I am sorry, it is just - yes, it is red 
herrings that we are trying to drive the Manitoba Oil 
Gas Company into the ground to make it look bad . 
We are trying to maximize our return. We are trying to 
make the best out of a bad deal that the NDP got us 
into, another one of the many. 

Mr. Storie: The Minister is dead wrong when he says 
he is leaving the corporation in a better position . It is 
just unbelievable that you can have depletion of 200,000 
barrels of oil from your reserves and you are leaving 
us in a better position because you are not -
(Interjection)- well , Mr. Chairperson , the Minister 's 
biases are obvious. His comments about doing the best 
they can when it comes to putt ing themselves in a good 
negotiating position , I think, are indicative of their lack 
of understanding of how negotiations really take place. 

I had a couple of other questions about the current 
position . What is the current production , the 1988 
production, the average and perhaps the current 
monthly barrels per day? 
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Mr. Sadler: We are currently at about 225 barrels a 
day and I believe our production for th is year is 
est imated or pro jected to be, I believe, in t he order of 
80,000 barrels of oil , perhaps a bit more than that . I 
t hink we are project ing about 85,000 barrels of oil 
produced this year. 

Just by way of correction to the Member, you were 
right the first t ime in your statements several statements 
ago when you talked about 5 1,000 barrels for the year 
in '87, and it w ill be about 85 ,000 th is year. 

Mr. Leonard Evans (Brandon East): I have a couple 
of questions of clarification. Perhaps Mr. Sadler may 
be in t he best position to answer this. How much cash , 
how much-I think I have some of the answers in the 
report but I want to ask him for clarification. How much 
cash has the Government put into the company 
recently? Has there been any money put in in the last 
year or two or three? 

Mr. Sadler: This was touched on earlier. The short 
answer is that the Government would have $12 .8 million 
that we have drawn against shares issued to date. 

Mr. Leonard Evans: This is what I understood . The 
term $ 12.8 mil lion , that is the total accumulaterl to date 
but my question was, was some of t hat put in in the 
last year or two? 

Mr. Sadler: We did draw $1 .5 million in 1988 and most 
of that in the first three months. We had a rather 
ambitious drilling program in the first three months of 
this year and so the bulk of that $1.5 mill ion would 
have been invested during that period. 

Mr. Leonard Evans: I understand now but, at any rate, 
the cumulative-this is the agreed-upon fi g-,•·e. The 
amount of money that the Government has ;,,Vts!ed 
in the company is $12 .8 million to date. 

Another question, in the mandate of the corporation, 
there is reference to not only being profitable but to 
be utilized as a development vehicle of the oil and gas 
industry in Manitoba. I was going to ask Mr. Sadler, 
has he seen any positive benefits to the oil and gas 
industry from the existence of the corporation? 

Mr. Sadler: The Minister says he will let me answer 
that. First of all , most all of those funds were spent in 
this province. Now, it is true that in the oil industry 
some of the service companies and so on operate from 
outside of the province, out of Calgary or Estevan or 
whatever, but I would say that a very large percentage 
of all of those funds were spent in the province, either 
Crown land sales or acquiring mineral rights from 
freeholders , engaging drilling contractors which were 
operating within the province. 

We had at one point, the first of the year, 15 well
paid people. The oil industry has in the good years got 
to the point where they paid people pretty well. So 
there were some geologists and engineers and so on 
who we had attracted from outside the province who 
were living here. Also, we had a staff of three in Virden. 
I guess I would say to you that benefit to the province 
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has been that al l  of those funds were virtually reinvested 
and recycled here in the province. 

In addit ion to that, I think in a modest way we can 
take credit for find ing  some new pools of oil here along 
with partners. I think that whi le we would  have l iked 
to have had a major find dur ing our short existence, 
we were not, I guess, fortunate enough to find a major 
large field. I th ink that has been beneficial to the 
province. 

In addit ion to that, for every dol lar  that the people 
of the province invested through this corporat ion,  there 
was approximately another do l lar invested by outside 
investors. In other words, we d id  endeavour to bring 
in joint venture partners from either within or outside 
the p rovince. 

Mr. leonard Evans: This was a point I was trying to 
get c larified and that is ,  has the corporation - and M r. 
Sadler has partly answered i t-stimulated activity i n  
t h e  p r ivate secto r  in  t h e  o i l  a n d  g a s  i n d u stry i n  
Manitoba? I gather h is answer is yes. For every dol lar 
spent by ManOi l ,  h e  estimates t h at probab ly  we 
encouraged another do l lar to be spent by the private 
sector. Would  you say then,  as a result ,  we found more 
oil in Manitoba and perhaps are producing more than 
we woul d  otherwise h ave been able to do? 

Mr. Downey: I woul d  l ike to add a comment as wel l .  
I think it should be fair to put on the record a s  wel l ,  
if M a n O i l  h a d  n o t  d o n e  i t ,  I a m  s u r e ,  g iven t h e  
entrepreneurial spirit o f  t h e  o i l  companies that were 
interested during good times, that probably would  have 
flowed from the p rivate sector as wel l  as from the 
Manitoba Oil and Gas Company. l t  did not necessari ly 
have to come from the taxpayers. l t  may have, and I 
use the word may, been some additional stimu lat ion. 
Let us remember today, we are looking  at the bottom 
line as far as the taxpayers are concerned. We have 
a loss of $4.6 mi l l ion in that stimu lation.  So let us look 
at the total picture. 

* (1120) 

I k now the other day, in M cKenzie Seeds,  the Member 
has tried to make the case that one can never say 
there are not benefits as far as the expenditure of 
taxpayers. However, one cannot forget that there are 
costs to those benefits. The decision is  made that the 
costs of those benefits currently outweigh the benefits. 
if the activity is there, the p rofitability is there, then 
the taxation climate particularly is more of a st imulus 
to the oi l  industry, the royalty charges are more of a 
stimulus to the ind ustry than is the forced expenditure 
of taxpayers' money. 

Let me use an example. In 1977, when we were 
elected, there was virtual ly no oil activity in the Province 
of Manitoba. In fact , he and h is former admin istration  
said i t  had  to be a participat ion,  in  every oil wel l dr i l led 
that the Province of Manitoba had to participate. There 
was virtual ly none. Our royalty taxes were at least twice 
that of Saskatchewan - no activity. The changing in 
royalty taxation made the southwest corner of the 
province boom. I know, I live there, I represent that 
area. They were pleased with the activity from the 
private sector. 
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The i mpact that ManOi l  had was very, very minimal 
visib i l ity. Yes,  it did al low some farmers who could not 
sell or could  not lease their o i l  properties to some of 
the other com panies. ManOil was aggressively looking 
for land. l t  did create some income there as well . I am 
not of the opinion that one cannot give some credit 
where credit  is due. I say the costs of it far outweig h  
t h e  benefits, part icularly when there are other ways of 
st imulating that activity. 

So I respect M r. Sadler's com ments and input. That 
is certain ly h is  r ight and privi lege and I ask him to do 
so.  But  I say, when asked in  my posit ion,  when we are 
looking at all areas of expenditure, I have to make that 
assessment. 

Mr. leonard Evans: M r. Chairman , of course, we have 
to look at the costs and benefits. The point is that the 
costs the M i nister is referr ing to are strictly related to 
the cash input by the Government into the com pany, 
whereas the benefits cannot be measured by what the 
com pany has done. The point is the benefits have to 
be measured by what has happened in the private 
sector. If you have helped and encouraged the private 
sector to do that which they might not have done and 
there were jobs created , there was i ncome created or 
whatever- !  am general iz ing now-but that has to be 
taken into account. 

You cannot just say, well, we are just going to look 
at this is  the amount of tax money put i n  it, th is  is  the 
amount of profit that particular com pany produced. If 
that has not covered your i nvestment, then it  is not a 
good deal. We are saying the balance sheet is much 
larger. lt is a provincial-wide balance sheet that we 
h ave t o  l o o k  at .  If you h ave d o n e  somet h i n g  t o  
encourage private enterprise, then I say-this is the 
point of the question ,  of c:ourse, is just to f ind out how 
much were we responsible for in st i mulat ing the private 
sector in the oil and gas in Manitoba that might not 
have happened otherwise. That is where I would  like 
to get M r. Sadler 's expert opin ion.  To what extent to 
you think that we have had private sector involvement 
that we might not have had without the work and 
involvement of ManOi l? 

Mr. Sadler: Wel l ,  one measure one might use would 
be to look at the number of wells dri l led. We have 
participated in in excess of 60 wells, and our net 
partic ipation would be in  the order of 50 percent. So, 
in other words, our net wel ls  woul d  be 30-some wells. 
You coul d  say that our  partners then were induced , i f  
you l i ke, to dr i l l  a s imi lar amount so there are sort  of  
30 addit ional wel ls  there, I g uess you could  say. I n  total, 
it is  60 to 70 wel ls. Right now, to put it i nto context, 
i t  is un l ikely that there wil l be any more then 70 wells 
d ril led in the p rovince this year, which is  of course a 
very low point because of the low o i l  pr ices. 

Mr. leonard Evans: I would  like to ask Mr. Sadier. 
reference may have been made to this but what price 
per barrel of o i l  do we need to be able to sell ManOi l  
and clear it ,  pay off al l  of the investment, all the accrued 
interest and everything, so that we are selling it at a 
clear profit . What would be the magic price per gallon 
that you need? You see, the point being made obviously 
is that you want to sell when the p rice is low. 
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I a gree with M r. Kozak of Transcona and others who 
h ave said that who knows what the future holds for 
the oil and gas i ndust ry. l t  i s  so volat i le .  You could h ave 
a crisis i n  the M i d d l e  East and have the price of oi l  
d ouble, tr iple, or whatever withi n  months.  Who k n ows? 
-(I nterject ion)- MTX yeah ,  that i s  r ight .  Ask Donny 
Orchard about a l l  h is activit ies with Sau d i  Arabia and, 
frank ly -(Interjection)- that is  r ight,  M r. Chairman, let 
u s  h ave some control here. 

The fact is that this is an industry that is very d ifficu l t  
t o  forecast. In the l on g  run, we know that o i l  i s  a 
depleting resou rce. lt is a n on-renewable  resource, and 
there is a l i ke l ihood - and everyone who is in the 
industry today does live on the hope, I guess, that there 
is  a l ikel ihood that the pr ices will be go ing up, will be 
escalating i n  the futu re.  How long that future is, we do 
not k now. But at some point, we believe or people 
believe in the i n dustry that t he price per barrel wil l  be 
going up.  Just about what level of pr icing do  we need 
to be in  a posit ion to recoup the monies that have been 
invested, plus accumulated interest, or  whatever else 
you want to put into that equation? 

Mr. Oborne: This is a very difficult exercise obviously, 
because the price t hat you obtain for the assets of an 
oil company or a share is not dependent entirely on 
where the price of o i l  i s  today. l t  is  where people think 
the p rice of oi l  is  going to  be in the future. I f  you h ave 
a steep curve in term s  of that expectation as translated 
by e n g i n eer i n g  c o n s u l tants ,  t h e n  t h a t  is a very 
favourable environment to sel l  an o i l  company. 

If you h ave a less steep curve, which we currently 
h ave, the price is  goi n g  to be l ess because the future 
expectation for the price of oil is less. We are not yet 
at a flat curve but there are people who are talk ing
flat i n  terms of the real p rice of energy inf lated by CPI  
o r  w hatever. Currently, we still h ave a s lop ing curve 
f rom current pricin g ,  and that really is the determinant 
for what people would be prepared to pay for an oil 
company. 

Now, trying to translate that back into your question
and this is just a wi ld g uess but I guess after the exercise 
that we h ave gone through for the last three, four 
months, i t  is a l i tt le less than a wi ld guess. My g uess 
wou l d  be $25 Canad ia n  at least and soon. That is not 
five years from now. That is soon l ike tomorrow or next 
year. 

Mr. Leonard Evans: I n  that case, why do you say soon 
i f  the curve i s  . . . . 

Mr. Oborne: Because your costs are' i ncreasin g  at 
whatever the current inf lat ion is .  Fifteen d o l lars today 
wi l l  equate through inf lation to $25 i n  1 997. So gett ing 
$25 i n  1 997 is  n ot going to hel p-time value  of money. 

* ( 1 1 30) 

Mr. Leonard Evans: I will just conclude,  because I 
k n ow there are a couple of other Members who want 
t o  ask questions. I j ust want to say that in  Manitoba 
we h ave to try harder for economic g rowth ,  economic 
development. We have to use every vehicle possible 
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and ,  h istorically, in th is province we have used the publ ic 
ownersh ip  of ut i l it ies and i ndeed previous Conservative 
G overnments ,  t h r o u g h  t h e  M an i toba Development  
Fund ,  have spent  tens of mi l l ions of do l lars on h igh
r isk ventures. They were the father of CF I  and they 
meant wel l ,  but the fatherhood ended u p  in a rather 
odd situat io n  which t urned out -( In terjection)- Yes,  th is  
g reat private enterprise that was funded 1 00 percent 
or 1 1 0 percent by the people of Manitoba, thanks to 
the Robl in  or  the Wei r  Government,  but the fact is  that 
Governments h istorically have tried to use d i fferent tools 
of economic d evelopment.  I woul d  submit  that ManOi l  
was developed i n  that respect , to try to develop the 
o i l  and gas industry at  a more favourable rate than 
woul d  h ave occurred otherwise and ,  h opeful ly, i n  the 
process to make a return.  There wou ld  not be a subsidy. 
Ult imately, there would be a profitable return to the 
taxpayers i n  the process. 

As my col league for F l in  Flon ( M r. Storie) sai d ,  we 
real ly did hope and thought that this would  come about. 
However, there is n o  question i n  my mind that -and 
I t h i n k  t h i s  h as been e x pressed by  some o t h e r  
Members - if you a r e  g o i n g  to d ispose of an  asset , you 
should try to d ispose of i t  at the most favourable t ime,  
u nder the most favourable condit ions. This goes without 
saying.  There is a question in our minds whether this 
i s  the most favourable t ime, because this is  a low period . 
we h ave seen much better prices in o i l  i n  the l ast several 
years. This is quite a l ow period, and it d oes not seem 
to me at least that th is  is  a favourable t i me to sell i t .  

Mr. Oborne: The t iming quest ion is a problem i n  terms 
of, i f  you wait, you have to bel ieve that the environment 
is  going to be better. But there are some other problems. 
One relates to, as the corporation now stands or as 
i t  stood,  June 30-and I th ink it was a ll u ded to that 
t here was a reduction in dri l l ing  activity. Coincident,  
there has also been a reduction in  staff. l t  is stil l  an 
operat ing oi l  company but with considerably less staff. 
At some point withi n  the coming year- 1  h ave to be 
a litt le careful here because you know we are sti l l  i n  
negotiations o f  sorts. A t  some point towards the end 
or  the second half of the coming year, a further capital 
i njection would quite l i kely be requ i red . 

You know, as I suspect that you understand and M r. 
Kozak, o i l  companies cannot stand sfll but, for this 
one i n  the current p rice environment, to not stand sti l l  
means more capita l .  You have h a d  expressions from 
the president that g o  back to l ast year and he h as 
effectively said them again today that, u nless you are 
p retty conf.ident that the realization is going to be 
somewhere i n  the area of $20 p lus Canadian,  th is  is 
a very d i ff icult proposit ion as an economic venture. I 
am only commenti n g  on the economic nature of the 
venture, not other th ings that  may f low from that. 

Mr. Herold D reidger (Niakwa): I just have a few 
q uestions, I guess for clarification,  so I can get a proper 
idea of some of the h istorical changes that h ave 
occurred here. 

Mr. Sadler mentioned earlier when he talked about 
the current activity, h e  felt that total Manitoba activity 
would be about 70 wells in 1 9.88 . .  M r. Sadler nods l;lis 
affirmat ion.  What would the kind of activity have been 
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in Manitoba,  say, in-and I am just asking for a rough  
g uess-1982 and  1983 , before ManOi l  actually came 
into existence? 

Mr. Downey: Although it m ay be of general i nterest , 
it is not specifical ly dealing with the Manitoba Oi l  and 
Gas report. We can get that i nformation.  l t  may more 
properly be asked at M ines and Energy but , if M r. Sadler 
has the information , I have no d ifficulty in h im provid ing  
it . 

Mr. Herold D riedger: lt is just to get an idea of a 
question I wish to ask on the report. 

Mr. Sadler: During the 1983 to'85 period , which would 
have been the m ost active dri l l ing period in  the last 
two d ecades in Manitoba , and this was taken out of 
the Manitoba Energy and Mines information , there were 
about between 250 and 275 wel ls a year dri l led. I woul d  
like to indicate to you thou g h , with my knowledge o f  
the people w h o  were active ,  that was d u r i n g  the period 
when Omega H y d rocarbo n s  were d ri l l i n g  up t h e  
Waskada field .  So there was a very major expansion 
in the activity i n  the province d u ring that period of 
drilling up  the Waskada fiel d .  

That activity now has pretty wel l concluded .  I n  other 
word s ,  the field is pretty wel l dr i l led up .  That , a long 
with the dramatic d rop in prices , has served to see the 
redu ction now to where i t  may be down around 70 
wel ls a year. 

M r. Herold D r ie d ge r: Actu a l ly ,  t h e  n u m b ers are 
essential ly what I was ask ing  abou t ,  just  as a rough 
estimate because , if I look at  some of the d ata that I 
h ave here , when  M a n O i l  cam e ,  a c t u a l l y  was 
incorporated-it began operations in  January 1 of  1984. 
O i l  pr ices at that t ime were approximately $33 U.S. a 
barrel . That is the h igh  end of the market .  At that t ime ,  
I th ink i t  has been ment ioned here that when you d o  
have a l o t  o f  activity already b y  virtue o f  t h e  fact that 
returns looked to be good , then perhaps at that point 
in t ime we could-1 think the M i n ister referenced th is
question whether or n ot M anOi l  was necessary to 
actually g enerate the k ind of activity that it was i ntended 
for it to generate. 

But that is not an area I wish to go into at this moment. 
We are now at the low end of the oil prices. I th ink  
that M r. Sadler mentioned $14.00. He d id  say Canadian , 
but I think he meant U.S. , d id you not? 

M r. C h a i rman: M r. O bo r n e? M r. Sad ler? T h e  
Honourable M inister. 

Mr. Downey: Just before the response is mad e ,  I had 
indicated at the opening of committee that M r. Oborne 
had another commitment. If  there are other quest ions 
relating to the chai rman , I could take them as notice 
and have a response , if that woul d  be satisfactory with 
the Members , if we cannot d eal with it .  Is there an 
objection to the -(Interjection)- Okay , thank you. 

Mr. Chairman: M r. Driedger, Niakwa, did you have a 
question to put on the record? 

Mr. Herold Driedger: I would  l ike to just ask M r. Sadler, 
he d id reference the fact that today the price of o i l , 
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on average ,  was about $14 and he said "Canad ian , "  
a n d  I am th ink ing that i s  probably "U .S. " 

Mr. Sadler: Yes , you are correct. We have seen prices 
as low as $14 Canadian but , as you know in the last 
couple of weeks , there has been some strengthening 
there , so we are probably up  around $15.50 Canadian 
at Virden. 

Mr. Herold Driedger: Thank you. I consider that to be 
a correction because I actually did not realize the prices 
had gone that far down. They have so then with th is , 
because you see the report we are looking at which 
is 1987 which , as has been referenced , looks qu ite 
posit ive. lt looks q uite healthy. 

We are now in 1988 and the price has actual ly 
d ropped considerably from the average price , which 
was mentioned in  the report , of about $22 Canadian 
to someth ing l ike $16 Canadian .  With th is fal l-out in 
o i l  prices and since we are anticipat ing from the 
Min ister's comments the d ivestiture of Manitoba Oi l  
and Gas Corporat ion , could  I then ask the M i nister 
what th is lower oil price has done to the number of 
b ids that were actual ly received when Manitoba Oi l  and 
Gas Corporation was put on the market for d ivest iture? 

Mr. Downey: As I have ind icated publ ic ly ,  there was 
an in it ial interest of over 100 companies or ind ividuals.  
The lower o i l  pr ices, I am sure, did not help but at th is 
particular point I am not able to d isclose specifical ly 
what the fin al b id  numbers were. There were more than 
one, but there were not 100. I am sorry I cann ot be 
more specif ic. To be honest , it did have, I am sure, 
some i mpact on the num bers of final bids that came 
in .  

* (1140) 

Mr. Herold D riedger: Al l  r ight then , actually this is the 
d irect ion I wish to start q uestioning now essent ia l ly. I 
d id  hear the M i n ister state that the bids from the 
bidders , undisclosed number of b idders , are i n , and 
essential ly you are now i n  the evaluation stage of those. 

Mr. Downey: That is  correct .  

Mr.  Herold D riedger: Is  there any other information 
that you can g ive us that you are at l i berty to g ive us 
with respect to those bids and b idders , or are we going 
to have to s imply  wait  unt i l  the proper t ime later? I 
real ize that th is is an area where we have to look at 
protocol .  

Mr. Downey: I have p rovided al l  the information I think 
that I can. I am not trying to keep any information from 
t h e  M e m b ers , but in t h e  b est i n t erests of  t he 
negotiations that are current ly  taking place. 

Mr. Herold Dreidger: I appreciate that. Can y ou indicate 
for the committee when you m ight be able to make a 
decision? 

Mr. Downey: In l ight of , I think ,  the best i nterests of 
the public and the committee and the people who we 
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are talk i ng  to ,  as quick ly as that decision can be 
fina l ized , the better everyone is .  I am pressing have 
it concluded as qu ick ly  as possible.  

Mr. Herold Driedger: I recogn ize the indef initeness of 
the answer-as q u ick ly as possib le ,  as soon as you 
can,  yes. I was just wonder ing i f  you would be able to 
i n dicate weeks,  months,  or  someth ing l ike that .  

Mr. Downey: Within weeks.  

Mr. Herold Driedger: Thank you very much ,  with in  
weeks.  So we wi l l  then  be ab le  to make decisions with 
respect t o  some of the q uest ions that have been asked 
here about whether or not the b ids that are made are 
i n  l ine with some of the expectat ions we might h ave, 
based upon some ol the good th ings that are in  the 
report. I th ink  we m ust recognize that aspect, but I 
woul d  have to also take into account the fact that o i l  
p rices d i d  d rop and that the activity has s lowed down 
considerably, particularly since there is a slowdown n ow 
i n  that sector. They may be lower than we might have 
ant ic ipated . 

M r. Downey: I woul d  say yes. There is one other th ing  
I should add for  the record.  I n  ta lk ing  about a write
d own, i t  i s  not the Government that woul d  be d oing 
any write-down. it is  the auditors of the Manitoba Oi l  
and Gas Company who woul d  be carrying out  that 
part icular activity, not the Government.  

M r. Kozak: I w i l l  take th is  opportun ity at th is  point to 
reassert the !act that the Official Opposit ion d oes not 
d i s p u t e  the M i n i s t e r ' s  state m e n t s  regard i n g  t h e  
accumulated l osses o f  t h e  Man itoba O i l  a n d  Gas 
Corporat ion .  We d o  not d ispute the Government 's 
stat e m e n t  regard i n g  o p p o r t u n i t y  costs  t o  t h e  
Government a s  a result o f  i t s  participat ion in  Man itoba 
O i l  and Gas Corporat ion .  

However, to reiterate, we feel that many of the losses 
referred to by the M i nister and his staff are bookkeeping 
l osses largely att r i butab le  t o  accou n t i n g  p ract ices 
common with in  the o i l  and gas industry, designed in 
part t o  m i n i m ize  the tax  l i a b i l i t y  of  oi l  and g as 
companies. in addit ion,  we note that Manitoba Oi l  and 
Gas Corporat ion has experienced a rapid  bui ldup of 
assets i n  the form of addit ions to proved reserves, 
which could provide a very attractive return to a long
term i nvestor. The typical  long-term investor to which 
I refer i s  an operat ing p u b l ic o i l  and gas company such 
as any number of those traded on the Toronto Stock 
Exchange and held widely by i nvestors. 

We do not d i spute that the Government may not be 
in a posit ion to be such an ideal long-term i nvestor. 
We d o  not d ispute that the G overnment might  benefit 
from redeployin g  the capital i t  has invested i n  the 
M a nitoba Oil and Gas Corporat ion.  H owever, our top 
pr iority i s  to  ensure a good sale price, a sale pr ice 
obtained from an appropriate long-term investor that 
k nows how attractive th is company is.  We are extremely 
a n x i o u s  t h at t h e  G overn m e n t  i n f o r m  i tse l f  on t h e  
account ing pecu l iarit ies o f  t h e  o i l  a n d  g a s  industry s o  
that it  c a n  obtain a good p rice for t h e  publ ic  of 
M anitoba. 
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I n ote that ,  as of fiscal year-en d  December 3 1 ,  1987, 
the corporat ion showed shareholders' equ ity in  the 
amount of $ 1 3 ,755,097.00.  real ize that i n  certain 
respects, i n  that the G overnment has probably not 
advanced certain funds that the corporat ion had reason 
to expect at fiscal year-end,  that figure oi th i rteen and 
t h ree-q uar ter  m i l l i o n  d o l l a rs  m ay be overstat e d .  
H owever, I feel a n d  reiterate that i n  another respect 
the shareholders' equity, the real value of th is  company, 
i s  u n d erstat e d . T h e  p r i m e  area i n  w h i c h  t h i s  
understatement occurs, i n  my view a n d  i n  the view of 
the Official Opposit ion,  is in the area of proved reserves 
that the company has establ ished over a period of some 
years n ow. 

Therefore, M r. Chairman,  i n  conclud ing  my portion 
of the remarks made on behalf of my p arty, I would 
l ike to take the opportunity once again to u rge the 
Government to obtain top dol lar !or this attractive 
company on behalf of the people of Man itoba. 

M r. Downey: M r. Chairman, I think that the Member's 
comments I take very seriously. I know exactly what 
he is referring  to. I can assure h im that the exercise 
of the board , the exercise of the management, has 
been put forward and we would  be ful ly prepared to 
explain and show the exercises that have been gone 
through to make sure it  has been exposed to those 
people who k n ow the o i l  and gas business, who have 
truly a clear u nderstand ing  of the o i l  and gas company 
account ing.  I have every confidence i n  the world that 
has been d one. However, what I cannot force are people 
to put m oney forward that they do  not feel that they 
are prepared to r isk.  One is l i mited in that.  

Being an auct ioneer by profession - he may be an 
oi l  bookkeeper by profession- one does try to maximize 
the return whenever they are trying to d ispose or d ivest 
of a particular property, and you go to every exercise 
possible to  do that .  I am putt ing myself in the position 
of the taxpayers of Manitoba as a trustee that we have 
to endeavour  to do that.  Everyth ing we h ave done and 
wi l l  d o  has that i n  m ind ,  to recover to the best of our 
ab i l ity the returns that we can.  I appreciate h is  support 
in the exercise of d ivest i ture and I wou l d -there wi l l  
be another t ime for the fu l l  d isclosure of what process 
we h ave gone through ,  i f  in fact a sale is accepted . 
That is the way I leave it .  

Mr. Bil l  Uruski ( lnterlake): M r. Kozak was probably 
very k i n d  in h i s  assessm e n t  of the G overn ment ' s  
i ntent ion i n  t h e  words that he chose, b u t  I wanted t o  
cover an area, a lthough I want to p u t  on t h e  record 
that I am not very fami l iar  with the corporation but 
there is  one aspect t hat we have not touched on. That 
is the income that the province receives from the Crown 
land sales and the b idd ing .  Can M r. Sadler ind icate to 
us, when lands come up in the b idd ing process, how 
active has the corporation been in that b idding process? 
What I am ask ing ,  and maybe he can run us through 
some scenarios, what role had that corporation played 
in the b idd ing  process on the land because that is one 
area that certain ly has not been touched on. 

• ( 1150) 

Mr. Sadler:  As you may be aware, about a th i rd of 
the petroleum-prone lands in  southwestern M anitoba 
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are Crown owned and about two-th i rds are owned by 
freeholders. The o i l  industry negot iate d irectly with 
freeholders on acqu i ring  leases and, as you point out, 
there are semi-annual land sales conducted for Crown 
lands. 

We were very aggressive b idders for several years 
in the'84-85 period because we were trying to bu i ld  a 
company and we had to acqu ire land. That is the fi rst 
th ing you have to do.  After having undertaken some 
geological stud ies and so on,  then we identif ied lands 
that we had posted and b id  on them. 

Over the course of the short history of the corporation, 
we acqu ired i n  excess of 40,000 net acres of land,  
about 50 percent or  60 percent of  which woul d  h ave 
been Crown lands. The total outlays that the corporation 
made in  that regard at sales would  have been in the 
order of $1.2 m i l l ion on the Crown lands, and we would  
have probably spent an addit ional $100,000 over the 
period on rentals to the Crown, and then of course in 
addit ion to that there are the royalt ies that wou ld  go 
to the Crown. Does that answer your question? 

Mr. Uruski:  M r. Chairman, it does. In terms of the 
40,000 acres that the corporation acqu ired, can M r. 
Sad ler ind icate how many acres were in fact put up 
for  bid i n  that period of  t ime? What percentage of the 
Crown acres would the corporation have bid on that 
were in fact put up ,  or woul d  M r. Sad ler know? 

Mr. Sadler: That woul d  be very d ifficult for me to say 
with any certainty. I know that there were some sales 
where ourselves along with partners would have maybe 
got as much as 30 percent, 40 percent of a part icular 
sale. I am afraid I do not have the i nformation to provide 
a c lear answer on  that. 

Mr. Uruski: Would I be overstating my case to ind icate 
that you would  have been a s ign ificant p layer in the 
enhancement of the value of Crown land that was bein g  
p u t  u p  f o r  tender i n  those areas in  terms o f  t h e  b idd ing 
process? 

Mr. Sadler: I suppose one might say, under certain 
condit ions, we might  have almost set a reserve b id on 
some lands i n  that, but I can tell you that we approached 
it from a businessl ike and a technical view where we 
put our own assessment on those lands in the context 
of what previous competit ive b idd ing had taken place 
and so on. So we tr ied to be very businessl ike about 
it and not take the advantage of having,  if you l ike, 
taxpayers' funds sort of b idding h igh ,  too h igh  on the 
lands,  over, excessively. We endeavoured to be very 
businessl ike on it. 

Mr. Uruski: M r. Chairman, 1-oh, I am sorry. 

Mr. Downey: My only comment was-! wi l l  let the 
M ember f in ish and then I have a comment to make on 
it. 

Mr. Uruski:  M r. Chairman, I would have expected that 
the corporat ion would have bid in terms of what they 
felt the reserves might be worth at that period of t ime 
of  course, when o i l  prices were at  an aH-t ime high. 
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Would M r. Sadler ind icate whether the interest was 
equal ly h igh  in terms of all other bidders, or was the 
competit ion in fact very keen for the lands that were 
coming up for b id? 

Mr. Sadler: I wou ld say that dur ing that h igh-price 
period that you would probably characterize it r ight .  
There was i ntense competit ive activity. There were a 
number of people in the province bidding.  

M r. Uruski :  Then the corporat ion  wou l d  have, 
notwithstanding,  p layed some fairly sign ificant role in 
acquir ing a portion of the Crown lands that were in  
fact put u p  on tender, of  keeping the compet it iveness 
to its probably h igh point ,  add ing a fairly major player 
into the marketplace. 

Mr. Sadler: Yes, that is  the l i kely effect that it wou ld  
have. 

Mr. Uruski :  I am not sure that I got the answer from 
M r. Sad ler. Does he know as to what percentage of 
the total lands that were put u p  for tender that ManOi l  
would have picked up dur ing that period of t ime of 
Crown land, with partners or i n  joint ventures? 

M r. Sadler: I think  it would be certainly under 30 
percent d u r i n g  t h e  per i o d  t h at we have been i n  
existence. I can check i f  h e  would l ike something more 
accurate. 

Mr. Uruski: So that 40,000 acres that he speaks of 
would be about 30 percent of the total or  thereabouts? 

Mr. Sadler: l t  could be as low as 15 percent. I am 
afraid I cannot be more accurate than that . 

M r. Uruski: M aybe the Min ister or M r. Sadler k n ows. 
Would  he know the tctal provincial revenues from those 
leases dur ing that entire Crown land? Would  there be 
an estimate? Maybe you wou ld  know from the f igures, 
and I am not expecting defin ite answers ii we do not 
know what the provincial revenues wouid be from the 
land sales or at least the lease sales. 

Mr. Downey: I have no d i ff iculty in trying to help the 
M em ber out with that informat ion .  I !  would be easier 
obtained from M ines and Energy. What we can come 
closer to what actual ly the Manitoba Oi l  and Gas 
Corporat ion purchased during the period of t ime in the 
report but, to get that information, we can get it 
provided from M ines and Energy, talk ing about the 
totals of land sold and that type of thing would be m o re 
appropriate than at th is t ime. That would  be an easier 
p lace to get the i nformation. 

Mr. Uruski: I venture to say it would be in  the mi l l ions 
that they were talking about. I guess the only poin t  that 
I wanted to leave on the record is that this is one area 
of the operat ions of the corporat ion that for one, 
bel ieve, and I think  it  has been fairly wei l  confirrned, 
that the competition or at least the addit ional player 
in the marketplace has added to provincial revenues 
on the other side in terms of the bottom l ine and has 
never, never- an d  terms of the annual report , i agree 
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i t  should not play a role but we should recognize that 
hav ing an a dd i t i o n al majo r  c o m pet i t o r  in t he 
marketplace has l ikely-and I am certai n  of that and 
I t hink i t  has been confirmed -strengthened the pr ice 
of the Crown leases that were up for bid .  The province, 
on the other hand,  benefitted . The question is, to what 
extent has that occurred over the years and how would 
one be able to quantify that if it is quantif iable? 

Mr. Downey: I guess, M r. Chairman, following on M L  
Sadler's comment, being new in  t h e  marketplace tryin g  
to bui ld themselves an o i l  base a n d  that bein g  some 
of the. land that was put u p  for offer, their activity could 
have wel l  had some kind of a min imal impact, although 
I t hink M r. Sad ler sa id it was more based on the 
projected reserves that were i n  the ground rather than 
anything else, that it  was their ambit ion to get into the 
oil industry. So the impact that it would have would be 
very hard to measure. To put a dollar on it would  be 
very d ifficult, i f  there was any. l t  is  an area that would 
be hard to q uantify, I am sure. 

* (1200) 

Mr. Angus: I apologize if th is has been answered but, 
through you to the Min ister, I was wondering if in  terms 
of the negotiat ions that he had considered giv ing fair 
value to the s hares and then sell ing off a port ion of 
the company, that is 50 percent of the company, and 
retaining 50 percent? lt is my horse trader's mentality 
that suggests that we maybe have a l ittle bit of a good 
thing going here and that it might make the company 
a bit more attractive if they had a viable senior partner 
and that type of thought. I just wonder, through you, 
M r. Chairperson, to the Minister, if they have considered 
that as an option of d ivesting themselves from the 
organization. 

Mr. Downey: Mr. Chairman, and I am speaking just 
from recollection,  a d iscussion with the board and with 
management- and M r. Sad ler may have something 
further to add -that there were not any restrict ions 
put on the type of bidding that we were prepared to 
receive as far as ManOi l  is concerned. I am sure if  that 
was a part of a bid that came in for a port ion of it, to 
get to the maximum for the taxpayers, that would have 
been considered . I am not aware of every bid that came 
in.  l t  may or not have been that way. So I say, I d o  n ot 
th ink there were any restrictions stopping people if they 
wanted to buy a portion of it from coming in .  lt may 
not h ave been spelled out in that manner in the b id .  
I th ink  that particular area probably is covered i n  the 
way i n  which it  was bid, but I stand to be corrected 
if in fact that is  the case. 

Mr. Angus: I certainly have not been privy to the 
deliberations of the board. The statements do not seem 
to i n d icate to me a representation by share of the value 
of the organization. At the price that the shares are 
right now, I might even invest i f  I was allowed to. it  is 
an u n dervalued representat ion ,  j ust based o n  the  
discussion and  my l imited knowledge of  the  corporation. 

lt also occurs to me, Mr. Chairperson , that both of 
our Part ies have been suggest ing along the same lin es 
that we do not believe we should actively be in th is  
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b u s i n ess.  W here we m ay d i ffer is t he method of  
d ispensing or gett ing out  o f  the business in  relat ion to 
the betterment  o f  M a n i t o bans. W hi le we m ay 
philosophically d isagree with the New Democratic Party 
on this part icular issue as to whether or not we should 
be in this business, we are very adamant about how 
we get out of this business. I want to be assured that 
all of the options have been explored. 

M r. Chairperson, sometimes I wish that we had an 
opportunity, as we do in the city, to d iscuss items of 
this nature in camera. l believe that we have contributing 
advice or contributing opin ions that, when they are 
aired publ icly, may in  fact jeopardize any negotiations 
that are happening.  That is  an u nfortunate set of 
c ircumstances for the citizens of Manitoba because 
they may not be getting the best opportunity to get 
the best return on their  investment. They may be gett ing 
one particular M inister's or one particular Government's 
or Cabinet 's  slant on how to do th ings, not suggest ing 
that the board is not  capable of  look ing at  all  of  the 
avenues but qu ite frankly, M r. M in ister, they take their 
m arching orders from the M inister. When the M i nister, 
whatever M i nister it happens to be in the system we 
currently work under, they may interpret what the 
M i nister wants and not adequately exp lore all  of the 
options. 

I am sure that they have. I am sure that they have 
tried to explore all of the options and are doing their 
profess i o n al best. But  a g a i n ,  I would l i k e  m ore 
assurances, I guess, from you that all of these options 
have been l eg i t i m at ely explored and have been 
leg it imately exercised so that we do give ourselves the 
best chance of gett ing a good return on investment 
and do not continue, to use the phrase, to g ive away 
the farm. 

M r. Downey: Just a brief response to the M ember, it 
is  absolutely true. The more minds you have, the more 
knowledge you have, and they are in  a position of 
Opposition pol itically and have to carry out their roles 
as crit ic. I take it as constructive crit icism. I think  we 
are a l l  tryin g  to maximize. I am sure that is what every 
M ember, whether you are a New Democrat or a Liberal 
or a Conservative in th is  area, your object ives should 
be the betterment of the province and the use of the 
taxpayers' money. That is what we are weighed on, 
and that is what we are being judged on.  Everyth ing 
that we can do to maximize the input to some exercise 
l ike this is extremely i mportant, so I take his comments 
very seriously. The comments that are made on the 
record here today pr ior to the conclusion of any final 
decision wi l l  be certainly taken into account as wel l .  

I f  there were anything further that I could d iscuss 
with the M em ber in  camera that was not going to treat 
one Party d ifferently than the other, then I would d iscuss 
it ,  as I have with my d iscussions with the i ntroduction 
of the Bill yesterday. I briefly spoke to the M ember for 
Flin Flon ( M r. Storie), as I spoke to the Mem ber for 
Niakwa ( M r. H erold Driedger), just briefly as to what 
the purpose of it was. 

So I do not d isagree with what he is saying.  A 
m axim izat ion of the return has to be accomplished. If 
other minds of other Parties can be of assistance and 
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we can use that without any p rejud ice of any k i n d ,  then 
I have no d ifficulty with that.  

Mr. Angus:  M r. C h ai rperson ,  t h r o u g h  you to the 
Minister, specifically I would  l ike you to, as inexpensively 
as possible,  ask the board or outside firms to, as fair 
and as equitably as possible,  value the organization 
on a per-share basis and explore the option of sel l ing  
off a portion of  it publ icly, putt ing it on a pub l ic  chopping 
block to f ind out what net effect that would  have in 
terms of the overal l  sale. I recognize that it may be a 
tad late, especial ly if you are in the f inal  throes of 
negoti at ing with someone else, but I would  caut ion the 
M inister that review wi l l  probably be done publ ic ly. He 
may be subjected to  some cr it ic ism and , i n  preparing 
h ims�lf, he may want to explore those options. 

Mr. Downey: I again take those comments seriously. 
As I sai d ,  it has been the exercise of the board - and 
I d o  not take totally that the board are d irected . What 
the board had the mandate to d o  was to work towards 
the d ivestiture of M anitoba Oil and Gas and to do the 
work.  We will be prepared to lay out precisely the 
activities that we went through and stand by that activity. 
The board , I am sure, has done everyth ing ,  as I again 
compl iment the management i n  their wi l l ingness to 
cooperate. I can say that very sincerely. There h as been 
a real hard lot of work gone i nto th is ,  and you are 
right. We have to stand by the act ions we take, as any 
Government Member does, so again I wi l l  review 
Hansard . 

Mr. Storie: I would  l ike just to fol low u p  on the points 
that were made by my two col leagues across the table. 
and that is that certainly we respect the r ight of the 
Government to proceed with d ivestiture. I think there 
were l o g i c a l  reasons for  the d eve l o p m e n t ,  t h e  
i ntroduction o f  M OGC, a n d  I t h i n k  that i n  its short 
h istory it has done a sound job of preparing the 
groundwork for a stable f inancial  future. 

I th ink that the fact is  that the concerns that the 
M inister is  raising at the committee today are based 
on ,  I th ink ,  perhaps the posit ion the Government is 
taking about the necessity of a sale and obviously the 
necessity of an i mmediate sale. The M i n ister tel ls us 
that perhaps we are with in  weeks of a sale. 

I do not think the Min ister is  being q uite honest with 
the people of the committee or the people of Man itoba 
if he says that h is  concern is  with the taxpayers. I know 
that if the M inister owned 100 acres of farm land and 
it was at the worst possible t ime to sell that farm land 
when the prospects of i m proved pr ices were perhaps 
around the corner, he would not d ivest h imself of that 
100 acres. 

We are at a l ow point in terms of oil pr ices. I remind  
the  Min ister that,  even at  today's o i l  prices w i th  proven 
reserves, the value of the corporat ion is someth ing l ike 
$1 5  mi l l ion .  At $1 4  a barre l ,  you consider that we have 
a reserve of 1.3 m i l l ion barrels of o i l .  My colleague, 
the accountant from Transcona ( M r. Kozak), has said 
that th is corporat ion is u n d ervalued.  I am concerned 
that the M i nister 's agenda not o n ly i nc ludes d ivest iture 
but d ivestiture at any cost, and I t h i n k  that it is unseemly 
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haste and I th ink we requ i re due d i l igence in the 
d ivestiture of th is enterprise i f  we are going to do it 
a l l .  The Member for St. Norbert (Mr. Angus) has put 
some alternatives on the table that I wil l certainly want 
to know whether they have been explored . I wil l alsp 
want to know what th is d ivestiture at th is point is going 
to cost M an itobans. 

* ( 1 2 1 0) 

The h istory of th is corporation is that the cumulat ive 
losses are $1.24 mi l l ion .  I believe that in th is M in ister's 
rush and this Government's rush to d ivest itself of 
M OGC that they wil l be costing the taxpayers many 
more mi l l ions of dol lars and o bviously e l iminat ing  any 
p rospect of some return on i nvestment as a result  of 
operations, never mind the sale. I th ink that the M inister 
and his Government are making a mistake, and I hope 
that he is not going to stampede the board or is  not 
go ing to a l low h imself to be stampeded i nto a sale 
which d oes not return any k ind  of rate of return,  does 
not get a return for the people of Man itoba. There is 
no necessity for sel l ing  the corporation next week.  

The fact of the matter is that the M i nister is  fai l ing 
on two counts. One is h is haste is creat ing a problem 
for him in  terms of sel l ing  i t ,  I bel ieve, because of the 
circumstances of the o i l  i ndustry. I also believe his 
actions i n  terms of d iscont inu ing acqu isit ions on the 
part of the corporation and d iscont inu ing explorat ion 
on the part of the corporat ion is also jeopard izing the 
l ike l ihood of a fair return to Manitoba. 

I hope that on both of those counts the M in ister may 
reverse h imself and that we may see a more thoughtfu l 
process in terms of the divestiture exercise. The M inister 
says, wel l ,  we wi l l  show you that we have contacted 
every person .  Wel l ,  if you contacted every person in a 
buyer's market, it d oes not mean that you are going 
to get a good pr ice for  what you are sel l i ng .  

I th ink  we are proceeding wi th  undue haste, and the 
t im ing ,  even if it were determined it were necessary to 
sel l  MOGC because of its f inancial position or its 
financial prospects, is unequivocal ly wrong for this 
exercise. Perhaps the M in ister can tel l  us whether there 
has been a Cabinet decision to d ivest at any part icular 
t ime. 

Mr. Downey: M r. Chairman, I wi l l  try and keep my 
comments brief. The Member knows that Cabinet 
decisions are Cabinet decisions and are not d iscussed 
publ icly unt i l  there is  an appropriate t ime. 

What I am going to say is  that the Member again 
tr ies to make reference to any loss that may be incurred . 
M r. Chairman, the losses that may be incurred wi l l  come 
from the decision to enter into th is venture to start 
with.  That is where the l oss wi l l  incur. 

The addit ional concerns about the o i l  t h at is i n  the 
ground and the loss of money from t h at o i l - 1  mean,  
the o i l  i s  st i l l  there. I mean,  the province have every 
abi l i ty to get a royalty off of that oi l .  The province does 
n o t  lose i ts  a b i l ity t o  generate i ncome from oil .  !t  is  
there, i t  has been a n d  i t  wi l l  be. Because we are players 
in t h e  activity does not do anyt h in g  t o  change that 
particular side of it. 
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You k n ow, without getting  in to  a p h i l osophical  long
term debate, I can assure h i m  that everyth ing  possi b le,  
and the Members of the L iberal P arty, wi l l  be done to  
maximize the return .  I d o  not suppose he  fe l t  very 
comfortable- ! g ive h i m  credi t-when they had to sel l  
or when they sold Flyer Bus. I mean that was a decision 
that he  and h is  Government made. l t  was a loss of  
m i l l ions and m i l l ions of do l lars.  M r. Cha i rman,  again I 
d o  not suppose he was happy, but  it was a decis ion 
he made and i t  i s  a p rocess. I do  not k n ow whether 
he d i rected o r  his G overnment d irected the board of 
F lyer Bus o r  whoever was in  c harge of i t ,  but  that h ad 
to be done. it was done and he has to l ive by h is  
dec is ion .  

We h ave gone through an exercise i n  the process 
that we can certain ly work to maximiz ing the retu rn  to 
taxpayers i n  the d ivesti ture of Manitoba Oi l  and Gas,  
and I do  n ot agree that we are bei n g  rushed in to  th is .  
There i s  a due process that i s  bein g  carried out  and 
I guess, if one were to carry o n  and retain i t ,  he is  
suggest ing  that i t  i s  the job  of Cabinet M i nisters in  
Governments to  speculate with  taxpayers' money in  
business. I d o  not total ly-

M r. Storie: I did not say that.  

Mr. Downey: He just said he did not say that .  I would 
say that he is  saying  that .  l t  is  a l ow point  of the market .  
Can he and wi l l  h i s  Party and the Mem bers of the 
Legis lature g ive us the assurance that the o i l  p rices 
are not go ing to go lower? l t  i s  a 50-50 s i tuat ion .  They 
can g o  up  or  they can go  d own . Wel l ,  the Member for 
St .  Norbert says it  i s  a bad time to sel l .  l t  was a bad 
t ime to  get i nto i t . - ( Interject ion )- Okay. Thank you for 
the part icipation of the committee Members and the i r  
comments wi l l  be taken very seriously i n  the activ it ies 
of G overnment.  

M r. C ha i r m a n :  S h a l l  the A n n u a l  R e p o r t  for t h e  
M an itoba O i l  and Gas Corporation ending December-

Mr. Storie: No,  M r. Chairperson.  

Mr. Chairman: Okay, M r. Storie. 

Mr. Storie: I appreciate the M i nister 's f inal comment .  
I guess, i f  the Government is  i n tent o n  sel l i ng  at th is  
t ime,  we wi l l  have to review the outcome. I hope it  i s  
clearly o n  the record t hat the people of th is  committee 
view the value of th is  corporation to be s ignif icant ly 
above the stated value i n  the Annual  Report of 1 987 .  
The people of M ani toba can d o  s imple ar i thmet ic  as 
easy as the M i n ister. I f  you h ave got reserves of 1 .3 
m i l l io n  and the current p rice is $ 1 4  a barrel ,  it is not  
very d ifficu l t  to f igure out about what you shou ld  be 
gett ing  for the corporat ion .  

The fact of the matter is  th is  M i n ister and the 
Government are intent on do ing  i t ,  regardless of the 
cost . They are go ing to make the accusat ion  t h at i t  
was another Government's responsib i l i ty that got us  
i n to  th is  mess. This G overnment ,  if i ndeed the people 
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of Manitoba do  not bel ieve we should h ave gotten into 
it ,  are compounding the problem because they are go ing 
to l ose addit ional m i l l ions of do l lars. The l oss for 1 987 
was some $244,000.00.  I can assure the M i n ister that 
he i s  losing m i l l ions of do l lars by the t im ing  of th is  sale. 
I expect that this is going t o  be another g iveaway. We 
will await the outcome. 

One final quest ion ,  what is Ant ler River Resources? 

Mr. Downey: The Member is well aware, i f  he has 
checked my confl ict-of-interest documents, Antler R iver 
Resources is a smal l  p rivate o i l  company of which I am 
a very smal l  shareho lder. 

Mr. Storie: Does the M i nister see any confl ict ,  being 
responsib le for a provincia l ly owned corporation about 
which he is  now currently talk ing d ivest i ture with his 
posit ion as a smal l  part owner of an oi l  company in 
southwestern Man itoba? 

M r. Downey: I d o  not k n ow what k ind of a game the 
M i n i ster i s  trying  to  p lay. No ,  I d o  not .  I fu l ly d isclosed 
what I have shares in, i n  the confl ict-of- interest forms
no secret to anybody. They are wide open to anybody. 
If anybody wants to check it out ,  they can.  As I said , 
I am a smal l  shareholder i n  a smal l  o i l  company that 
operates out of Mel i ta .  I am not a director, just a smal l  
i nvestment.  I f  he sees a conf l ict ,  I wou ld ask him to 
chal lenge me so that we could carry out  the proper 
procedure, or  i s  he just p laying some kind of a l ittle 
game here? I d o  n ot want to p lay games with t h at k ind  
of s leaze, M r. Chairman.  

I h ave absolutely n o  conf l ict .  When I was appointed 
M i n ister responsible for it, I offered all my shares in 
writ ing to the current shareholders to see i f  t hey wanted 
to purchase it. There were no offers from anyone. it 
i s  ful ly pub l ic  knowledge what I own . As I say, if he 
wants to make some accusat ions,  let h im put them on 

the record and be man enough to do so r ight n ow. 

Mr. Storie: I have not made any accusat ions.  lt i s  simply 
a p iece of i nformat ion that the M i nister i s  defensive 
about .  The quest ion ,  it is a s imple quest ion .  

The f ina l  q uestion is ,  has  the M i n ister p l aced h i s  
hold ings i n  a b l i n d  trust, a s  the First M i nister ( M r. Fi lmon) 
suggested a l l  of h is  Cabinet M i n i ster had done? 

Mr. Downey: No,  I h ave not.  The operat ions of my 
farm and my shares are ful ly  disclosed . M y  wife operates 
the farm business, auction bus iness. If he wants to d o  
a fu l l  investigat ion ,  I woul d  i nvite h i m  t o  d o  so.  

Mr. Storie: I thank the M i ni ster. 

Mr. Chairman: Is it the wi l l  of the committee to pass 
the M anOi l  and Gas Corporat ion Annual Report, 1 987? 
(Agreed) 

Committee rise. 

COMMITTEE ROSE AT: 1 2 : 1 7  p . m .  




