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Alternatives North is pleased to have theopportunity to provide feedback on Bill

10 — The Northu estTerritories Heritage FundAct. We are an NWTfibased social

justice coalition including representatives of church, labour, environmental,

antifipoverty and women's organizations, as well as individual volunteers.

To begin, we would like to congratulate the Government oftheNorthwest

Territories for taking steps towards creatinga Heritage Fund. We have long

encouraged resource managers tothink ofour non-renewable resources asa form

ofnatural capital that should be managed wisely - once they aregone, we will not

havea second chance toderive economic benefits or builda more sustainable

society. A Heritage Fund is essential because nonfirenewable resource extraction

will end at some point. Unless measures aretaken now, increased unemployment

and outfimigration, and reduced capacity to fund needed public service programs

will result.A Heritage Fund isa wise economic measure anda tool that will

provide some intergenerational equity into the future.

Unfortunately, as drafted, the Act fails to address several issues that are key to

the success ofa Heritage Fund.

The Act should:

• Specify the source of its funds, as well as the amount orpercentage of

revenues to be transferred annually into the Fund;

• Ensure that the Fund is operated such that it is protected from inflation;

• Protect the Fundfrom premature withdrawal ofits capital;

• Outline standards formaximizing returns from revenues while following

ethical/responsible investment (RI) standards; and

• Establish an arms-length agency tomanage theFundthat reflects the

broad interests of the peoples ofthe NWT.

Sources ofRevenue andAmounts Transferred into Heritage Fund

TheActstates that

“excess funds will be received into the Heritage Fundbutnothing can be

transferred from it for ten years in order tobuild up the principal, which

is to be retained and invested.”

In terms ofa process fortransferring funds into the Heritage Fund, theAct

states:



“Subject to an appropriation under subsection (z), the Minister of Finance

shall, each fiscal year, transfer funds into the Heritage Fundasrequired

by the regulations.”

The Act also specifies, “The Legislative Assembly may appropriate moneytobe

transferred into the Heritage Fund.”

There is no discussion of the annual amount orpercentage offunds tobe

transferred, indeed no mention oftheactual source offunds. Leaving all of this

to regulations places the Heritage Fund atrisk of not accumulatinga significant

principal. We are very concerned that this regulation-making power is vested in

Cabinet and thus subject to change atany time without any obligation to consult

with the Legislative Assembly. It also increases the danger that the Fund will be

used forshort-term political priorities rather than managed inthebest interest of

future generations. We believe that the details of the transfer of monies into the

Fund should be specified in the Act itself, not in future regulations.

x. 2tecornrnendatiori

The source forrevenues and procedures forthetransfer of

monies into the Fundshouldbe specified in the Act and not left

to future regulations.

Alternatives North and other organizations have repeatedly emphasized thelow

economic rent (combined taxes and royalties) that governments (federal and

territorial) collect from non-renewable resource development. In atleast two

recent studies of economic rent derived from oil and gas development inthe

NWT, it was proven that there is room foradditional returns to the public purse

(see the Pembina Institute report “WhentheGovernment is Landlord” at

http://i›a›a‹. ernlaina.org/pub/iii and the INAC study submitted tothe Joint

Review Panel at

http:// i› ›.nips.nt.ca/Upload/Intern eners/Inr1iari'Saoand\ c•oNorthern% oAif

airs*s tiCanad;i/tirti no INA% Co›Ltr Comp Anal o1 Fisca1%fi o Reg.pd1).

The NWT mineral industry enjoysa very low rate of royalties and taxes in Canada

and theworld (see kttp://ivi›w›.ainc-inac. c.ca/nth/IilIl1/[3ll SiJCliscpa a/clicscp‹i P-

eng.asp and the attached report “Plundering the North forhyper-profits: Non-

renewable resource extraction and royalties in the Northwest Territories 1998—

20 4.” by Cizek, P. (20 5). While it may be important to promote economic

development and remain competitive, it is equally important to ensure that we

securea fair share of revenues from theextraction of public resources. This is

simply not happening. Ifwe cannot rely on the federal government todo this, we

must insist that the GNWTensuresa fair return to the public purse using its

authority.



It wouldbe ourpreference to see improvements inthefiscal regime completed

prior to passage ofBill o. Failing this, there should bea clear commitment to

amendtheActbased on theoutcome ofthese needed changes toensurea secure

and sustainable revenue flow into the Fund.

:n. Recommendation

That, on a priority basis, the GNWTconduct an open and public

review ofthe appropriate economic renttobe earnedfrom

NWT resource development considering both competitiveness

issues and whatwouldbea fair return tothe public purse. The

results of the review should formthebasis for future fiscal

policy and determine revenues forthe Fund.

Northerners have heard manytimes about theneed tomove forward with

devolution but very little about exactly whattheGNWTwould do with such

authority. We are told that GNWTwould ensure that we would keep more ofthe

benefits of resource development intheNorth despite there having been little

meaningful action to ensure we achievea fair return now using the GNWT's

existing authority. We have also heard that our fiscal position will be ‘fixed’ with

or through devolution. It is hard tobelieve any of this when ourterritorial

government has notmanaged resources well using its current authority. We

should not and cannot wait fordevolution to improve our fiscal position. We

must raisea fairer share ofrevenues from resource development now.

Our two largest diamond mines arenow past the mid-point it their mine lives and

we have very little long-lasting benefits to showforit. There will be little beyond

thecurrent generation's affluence. In retrospect it would have been much better

to have properly taxed these enterprises than torely on the ‘trickle-down’ from

thesecondary diamond industry that has not yielded the anticipated benefits.

WiththeMackenzie Gas Project we havea second and perhaps final chance toget

it right in terms ofmanaging public resources forfuture generations. Withthe

federal and territorial governments’ rejection of virtually all of the significant

sustainability recommendations from theJoint Review Panel, there is

unfortunately little room foroptimism.

We continue to support the dedication of income from all sources of revenue

earned from theextraction of resources toa Heritage Fund. This would include

revenues as listed in the Heritage Fund consultation report: royalties; property,

commodity and corporate income taxes; and land, permitting and licensing fees.

To this list we would add other new sources of income such asa resource tax,

capital tax, carbon taxand income from cash bids. If all sources are not included

we might seea drift of corporate earnings towards sources that don't pay into the



fund, awayfrom ones that do. This would create distortion and result in lower

Fund revenues.

3. Recommendation

Revenues flowing into the Fund should be based on all fees, taxes, and related

GNWTincome derived from resource development and this should be specified

in the Act.

As discussed above, we are playing catch-up as significant amounts of

nonfirenewable resources have already been extracted and exported with little

investment inthe future of the NWT. Therefore we support establishinga

“longfiterm savings fundwith no portion of funds used forcurrent expenditures

or capital investment”. On the order of3o to50%ofrevenues from resource

extraction should go into this fund.

4. Recommendation

A fixed amount ofgovernment revenues from resource development should be

dedicated to the Heritage Fund and this amount should be specified in the Act.

Protection of Capital from Premature Withdrawal

We note that the Act prohibits transfers from theHeritage Fundforthefirst ten

years and that any transfer out of the Fund must not“exceeds% ofthefiscal

year-end balance”. Ten years isa relatively short period oftime toaccumulate

the principal of the Fund. Furthermore, the structure proposed by theAct does

not adequately protect the capital of the Fund.

It takes commitment toachievea successful Heritage Fund. Alberta's example

shows howa substantial principal can accumulate and then quickly disappear.

Alberta stopped contributing to its fund and subsequently let the capital value of

its fund decrease. The Alberta example shows that withdrawal ofcapital froma

Fund mustbe closely regulated. Placing the transfer of funds essentially under

thepurview ofthe Minister of Finance exposes it to the demands ofpolitical

expediency. Furthermore, ifthe value ofthe fund decreases because of

investment losses or inflation, those losses shouldbe compensated forby

temporarily stopping disbursals and by putting more revenues into the fund until

the shortfall is madeup.Investment ofthe Heritage Fund capital should be

outside of the NWT in order to avoid inflating or overheating the territorial

economy.

3. The length oftimebefore any possible withdrawals fromthe

Fundshouldbe lengthened toatleast no years. Conditions for



withdrawals should be setintheRef and reflect a conservative

approach toFundmanagement that makes protection of capital

a priority. The authority for extraordinary withdrawals should

not rest with Cabinet except forextreme emergencies.

Ethical/Responsible Investment (RI)

The Northuiest Territories Het•itage FundActshould require that

ethical/responsible investment (RI) standards be followed with regard to

environmental practices, human rights, labour standards, and controversial

products such asweapons and tobacco. This would notonly align the Fund with

important values held by northerners; responsible investment (RI) has also been

shown toprovide long-term financial risk protection. Such standards are

common practice in otherjurisdictions. For example, the Norwegian Pension

Fund is mandated toplaya role asa shareholder activist on environmental

issues, pushing climate change onto theagenda oftheenergy and utility

companies inwhich it holds shares. It divested itself of investments inthe

Canadian mining company Barrick Gold Corporation based on its poor

environmental track record (see http://’i›w ay.regjeringcn.no/r•n/de}a/iin/press-

conter/l°ress-releases/ oo9/mining-compan›-c*o'Jiit1cd-front-the-

yovernm.htm1\*id— q; rod) and its investment inWalmart duetoits human

rights violations (see http://v iia›.regjeringen.no/eti/dep/fin/fie•lectetJ-

topi%s/the-go›crnment- tension-truth/responsible-

in›estinents/Recommendations-anal-I.etters-front-the- Id is‹ r› -(Council-on-

Etliics/Rccorninenclation-of-i,5-November-:zoo .htnil\°id=J oi o).

Expenditure ofthe income earned on fund investments and other revenues from

resource extraction should be targeted towards increasing the NWT's

environmental, economic and social sustainability. This can be done through

infrastructure development projects aimed atenergy conservation initiatives, the

development ofrenewable energy sources, fostering communitybased economic

diversification and investing in long term social benefits such asthebuilding of

early childhood centers. Clear standards should be established for project

approval. The rules should strive to protect against short-term political

opportunism or interference. Performance measures should be established.

Examples include reduction in GHG emissions and setlevels of production from

renewable energy sources. Regulations could also include the number andtypes

ofjobs created through direct investment incommunity economic diversification

and the number ofspaces created in early childhood programs.



6. The Act should specify objectives and principles for the Fund

that support ethical and responsible investment and

sustainability. Public reporting on performance oftheFund

against objectives and principles shouldbe regular and

mandatory.

Heritage Fund Management

TheActstates that the Financial Management Board wñ11 be the trustee of the

Heritage Fund. This isa very narrow approach togovernance ofthe Fund and

does notoffer sufficient public involvement. Alberta's Heritage Fund offers an

example ofhow toincrease transparency in the governance ofthe Fund.

“The Alberta Heritage Savings Trust FundActrequires there to bea Standing

Committee on theAlberta Heritage Savings Trust Fund which hasrepresentation

from themajor parties of the Legislature. The Standing Committee reviews

quarterly reports and approves the business plan and annual report of the

Heritage Fund. The Committee reviews the performance ofthe Heritage Fund

after each fiscal year and reports to the Legislature whether themission ofthe

Heritage Fund is being fulfilled. An annual public meeting oftheStanding

Committee is held in different locations throughout theprovince. The purpose of

theannual public meeting is to update Albertans on the management ofthe

Heritage Fund, answer questions and solicit input on its objectives.”

Alternatives North believes the NWT Heritage Fund should be managedby an

armsfilength agency that reports to the Legislative Assembly. It should also be

subject to audit by an independent and public body, forexample thefederal

Auditor General. Appointments tothegroup that manages thefund should reflect

principles of gender equity, geographic representation of the NWT,a variety of

experiences and backgrounds, and commitment topublic service. As discussed

above, there should be ethical standards developed and implemented toguide the

investment offund capital and the spending ofrevenue from resource extraction.

There should be complete disclosure and public reporting of the performance of

thefund atleast annually.

7. The Act should specify that the Fundwill be managedbyan

arms-length bodythat isrepresentative ofthe broadinterests of

residents, and that reflects the principles of gender equity,

regional interests, a variety of experiences and backgrounds

and commitmenttopublic service. The management ofthe

Fundshould be subject to oversight by the Legislative Assembly

with opportunities forpublic involvement.



Final Comment

With thecreation ofa Heritage Fund, thepeople ofthe Northwest Territories

have an opportunity to recognize the right of our children to benefit from the

exploitation today oftheTerritories' non-renewable resources. We support the

concept ofa Heritage Fundbutthere are fundamental flaws in the current Bill

that need tobe fixed first. We owe it to future generations to do this well.


