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● (1515)
[English]
The Chair (Hon. Wayne Easter (Malpeque, Lib.)): We will
call the meeting to order.

[English]

Welcome to meeting number 36, panel number one, of the House
of Commons Standing Committee on Finance.

CPP Investments has a critical mission, which is to help ensure
Canadians have a strong foundation of financial security in retire‐
ment. To do so, we invest the assets of the CPP with a clear objec‐
tive: to maximize returns without undue risk of loss, taking into ac‐
count the factors that may affect the funding of the plan.

Pursuant to our order of reference from the House, we are meet‐
ing on the government's response to the COVID-19 pandemic.
Today's meeting is taking place by video conference and the pro‐
ceedings will be made available via the House of Commons web‐
site.
For committee members, we've had lots of reading material for
this meeting today: the COVID-19 report, which is getting longer
by the week, and the report of the Canada Pension Plan Investment
Board.
We're fortunate to welcome to the committee today, on behalf of
the Canada Pension Plan Investment Board, Mr. Machin, president
and CEO; and Michel Leduc, senior managing director and global
head of public affairs and communications.
Mr. Machin, welcome, and thank you for coming. The floor is
yours.
Mr. Mark Machin (President and Chief Executive Officer,
Canada Pension Plan Investment Board): Thank you.
Good afternoon, Mr. Chair and committee members.
I'd like to start my remarks by commending members of Parlia‐
ment for your dedicated public service in response to the
COVID-19 pandemic. I recognize these are difficult times for many
of your constituents. When faced with a crisis of this scale, your
role as elected representatives becomes even more important.
My name is Mark Machin. I am the president and CEO of CPP
Investments, and I am accompanied once again by my colleague
Michel Leduc, who is our senior managing director and global head
of public affairs and communications.

We're governed by federal legislation, the Canada Pension Plan
Investment Board Act, or the CPPIB Act. Passed by Parliament in
1997, the decisions made by policy-makers at that time set us on
the path to becoming the organization we are today. As outlined in
the CPPIB Act, the assets of the fund are managed in the best inter‐
ests of the Canadian contributors and beneficiaries who participate
in the CPP. These assets are strictly segregated from government
funds, secured and managed professionally, exclusively to pay
earned benefits among contributors.

CPP Investments operates at arm’s length from federal and
provincial governments with the oversight of an independent, high‐
ly qualified professional board of directors. Management reports
not to governments but to our board of directors. Any amendments
to the CPPIB Act require the consent of at least two-thirds of the
provinces that participate in the CPP, representing two-thirds of the
population. CPP Investments is a strong believer in the value of
public accountability and transparency. Our act holds us to rigorous
accountability requirements, but we also go beyond our legislated
requirements and make every effort to ensure federal and provincial
stewards, as well as Canadians, are kept informed of our activities.

[Translation]
This is our fourth time appearing together before the House of
Commons Standing Committee on Finance.
It is great to see some familiar faces, and I look forward to meet‐
ing the newest members of the committee. I am disappointed we
are unable to meet in person this year, but I am also grateful that we
can do this virtually.

Our approach to meet the fund’s investment objectives has a dual
focus. It is designed to achieve long-term total fund returns that will
best sustain the CPP and pay pensions, and to generate returns
above what could be achieved through a low-cost, passive invest‐
ment strategy.
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To succeed in highly competitive global financial markets, an in‐
vestor must have and make good use of its comparative advantages.
The enduring nature of the fund, our governance, talent, culture and
strategic choices drive our global competitiveness. Our investment
strategy is designed to deliver a highly diversified portfolio that
will maximize long-term returns without incurring undue risk. We
are invested globally across public equities, private equities, bonds,
private debt, real estate, infrastructure and other areas.
Today, more than 20 years after receiving our first $12 million of
net inflows from contributions to invest, the fund has sur‐
passed $400 billion and is among the world’s top pension funds.
Our governance structure and clarity of mandate are internationally
recognized as a leading example, for other countries to emulate, of
sound management of national retirement plans.
This has been a challenging few months. The health and social
impacts of the COVID-19 pandemic upended the personal and
working lives of Canadians and billions of people around the
world. The COVID-19 pandemic threw the global economy and fi‐
nancial markets into turmoil. Volatility repeatedly spiked to near
historic highs. The Dow Jones had the most challenging first quar‐
ter in its 135-year history, dropping 23%. Canada's main public ex‐
change suffered its biggest drop in eight decades. The Canadian
dollar slumped to multi-year lows. This all happened during the last
few weeks of our fiscal year.
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Through those efforts, I'm privileged to report to Canadians and
this committee that the CPP fund is sound. At the end of fiscal
2020, the fund reached $409.6 billion. Let me break that down.

We started the fiscal year at $392 billion and added $12.1 billion
in net income after all costs. Despite the devastating market condi‐
tions in our fourth quarter, this represents a net annual return of
3.1% after all costs. Our increase in net assets also included $5.5
billion in net contributions received. This 3.1% fiscal year return is
down from the 12.6% return we achieved during the 2019 calendar
year, and that demonstrates the impact the last few weeks of our
fourth quarter had on our reported performance on March 31, 2020.
In reporting on a fiscal year basis, we added an extremely difficult
90-day period and dropped our fiscal 2019 Q4 results, which were
very solid.

These reported numbers are superficial because, one, we don't
plan, implement or invest with a view to any 90-day window and,
two, no CPP benefit is determined by quarters. As a manager of a
fund with an exceptionally long investment horizon, I know longterm performance is what matters most and what ultimately helps
pay pensions today and tomorrow. I'll get to the relevant measures
in a moment.

● (1520)
For institutional investors, market conditions such as these will
test both investment skill and organizational strength. While pre‐
venting losses does not receive the same recognition as delivering
stronger returns, it is equally important, if not more so.
While the specific threat of the COVID-19 pandemic was some‐
thing few of us could have fully predicted, the likelihood of a glob‐
al event leading to market turmoil was something we could prepare
for, and thankfully we did. The label “radical uncertainty” appropri‐
ately describes the impact of the global pandemic. However, we de‐
signed our investment portfolio to be resilient throughout wideranging economic conditions, including in the face of severe or rad‐
ical uncertainty. Diversification through active management, when
planned and executed effectively, is the most powerful shield to
strengthen financial resilience. The execution of our strategy
demonstrably placed the fund in a safe harbour.
From an operational perspective, preparation is the key to effec‐
tive response to a crisis. In recent years, we advanced our readiness
by developing financial crisis, business continuity and pandemic re‐
sponse plans. Plans were necessary, yet insufficient. We conducted
multiple realistic exercises to put our plans into practice. We en‐
hanced our risk management framework, asset valuation processes,
and our digital and information technology capabilities.
That foresight proved to be invaluable. Once COVID-19 began
to spread, we were able to act swiftly. We went from nine offices
globally to 1,800 individual home offices in a matter of days. Our
board of directors, senior management team, investment depart‐
ments and core services rallied to guide the fund through the crisis
and to help protect one of the core pillars of Canada's overall retire‐
ment security system.

While our recent returns were impacted by the COVID-19 crisis,
our strategy sheltered the fund from the larger losses that our
benchmarks faced. Those benchmarks indicate what would have
been achieved through a passive investment strategy. This fiscal
year we generated an additional $23.5 billion for the fund in dollar
value added, or DVA, as a result of active management.

Turning to more relevant time periods, over the last decade we
generated close to $57 billion in DVA for the fund. At the end of
last month, on May 31, our 10-year return was 10.4%. Over the last
decade, we generated nearly one-quarter of a trillion dollars in net
investment income after all costs.
● (1525)
Due to the recent volatility in financial markets, some of your
constituents have likely expressed concerns about their personal re‐
tirement savings. We hope that these results will provide some reas‐
surance that a key pillar of the Canadian retirement system, the
CPP, will be available for them when they retire. But you don't
need to believe me. Every three years, the office of the chief actu‐
ary conducts an independent review of the sustainability of the CPP
over the next 75 years. The most recent actuarial review of the CPP
was released in December 2019.

[Technical difficulty—Editor]
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The Chair: We must have frozen up somewhere. Can members
hear me?
Mr. Peter Julian (New Westminster—Burnaby, NDP): Yes, I
can, Wayne. I know the feeling when you get kicked out. It's hap‐
pened to me a couple of times.
The Chair: There are people doing roadwork out here, and the
post office next door is having big trouble, so I worry about my
system.
Mr. Peter Julian: He'll log back on.
The Chair: Alexandre, I expect somebody is working to get
hold of Mr. Machin.
The Clerk of the Committee (Mr. Alexandre Roger): Yes, Mr.
Chair. We're calling him right now.
The Chair: Okay.
Ms. Elizabeth May (Saanich—Gulf Islands, GP): It's almost
biblical: many are cold, but few are frozen.
Mr. Michel Leduc (Senior Managing Director and Global
Head of Public Affairs and Communications, Canada Pension
Plan Investment Board): It's too bad because he was getting to the
best part.
The Chair: We'll get to him, Mr. Leduc, hopefully.
Where are you, Michel?
● (1530)
Mr. Michel Leduc: I'm east of downtown Toronto, in Riverdale.
The Chair: We are learning some things about rural areas in this
day and age of Zoom. They don't have as good a broadband as
downtown Toronto.
Mr. Michel Leduc: Part of the issue with downtown Toronto is
that, with people working from home, demands have been put on
the system.
The Chair: It is unreal. Can you imagine the demand in a 200
apartment building?
Mr. Michel Leduc: Yes.
The Chair: I hope Mr. Machin has invested in Zoom. It's being
used a lot these days.
Mr. Michel Leduc: I've sent Mark a quick note, so I'm sure he's
just rebooting.
The Chair: I think the clerk was working with our technicians to
get to him. It could be a number of things.
The Clerk: I noticed that he just left the meeting, so he'll proba‐
bly be up and running very shortly.
The Chair: Okay.
Alexandre, if I forget to mute my mike when people are speak‐
ing, just put your hand up. I have gravel trucks backing up two feet
from my wall, so they're rather noisy. I usually leave it on when I'm
chairing, but I'll put it on mute.
The Clerk: Understood, sir. We can actually hear the beeping
when they're going backwards.
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We're not able to get in contact with Mr. Machin. He's not an‐
swering his phone. We left him a message and we also sent him an
email with the connection information so that he can connect.
There he is. We'll let him in.
Mr. Mark Machin: Hi. Can you hear me on this one?
The Chair: Yes, we can hear you again now. Technology's so
much fun.
Mr. Mark Machin: Yes. This has worked for about a thousand
calls, but it just died on me, so I apologize to you and the commit‐
tee.
Where did I lose you? Where would you like me to recom‐
mence?
The Chair: You were just talking about the actuarial reviews.
You were getting pretty close to the end, I think.
Mr. Michel Leduc: Mark, you were very close to the end. You
were just completing the part on the office of the chief actuary, and
then ESG.
Mr. Mark Machin: Okay, then maybe I will thank the commit‐
tee for its patience.
I think it's important to re-emphasize that point. You don't have
to believe me necessarily on the sustainability of the CPP. It's im‐
portant to recognize that every three years the office of the chief ac‐
tuary conducts an independent review of the sustainability of the
CPP over the next 75 years. The most recent actuarial review of the
CPP was released in December 2019. That report concluded that
the CPP will be sustainable over the next 75 years. While the report
was produced prior to the COVID-19 pandemic, it does account for
financial market volatility and changes to long-term demographic
trends, as well as other factors.
A key assumption in the report is that the base CPP will earn an
average annual net real rate of return of 3.95% over the 75 years
covered by the report. The corresponding assumption for the more
conservatively invested additional CPP is an average annual net re‐
al rate of return of 3.38%. As of this year, our average annual real
rate of return over a 10-year period is 8.1%.
The review also showed that investment income in the base CPP
account was 107% higher than expected over the three years since
the previous review. Of the total $41 billion by which the fund's as‐
sets grew more quickly than expected, $39 billion came from high‐
er than expected investment income.
I may just turn to one last topic. I will skip over part of my pre‐
pared remarks, given the delay, but the last thing I want to touch on
is our approach to environmental, social and governance factors, or
ESG.
We're always looking for ways to evolve as an organization, and
this extends to our approach to ESG. We consider ESG factors
when calibrating a portfolio over the long term and evaluating in‐
vestment opportunities, understanding the approach of our partners,
and engaging with companies to seek improvements in business
practices and disclosure. Being an engaged owner can enhance the
long-term performance of the companies in which we invest.
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Climate change and the gradual transition to the low-carbon en‐
vironment will also continue to influence the world we live in. We
have committed to being a leader among asset owners in under‐
standing the risks posed and opportunities presented by climate
change. We've developed and continue to improve our systems and
processes to ensure we fully understand the risks and opportunities
presented by climate change. We do this in accordance with the ex‐
isting legislative provisions in the CPPIB Act and our investment
objectives.
With that, I will conclude my remarks. Both Michel and I wel‐
come the opportunity to discuss how we invest the funds entrusted
to us and our role in helping to ensure that the CPP remains sustain‐
able for future generations.
We look forward to your questions.
Thank you.
● (1535)
The Chair: Thank you very much, Mark, and also thank you for
the report you sent us earlier.
We'll go first to a six-minute round. I'll lay out who's on the list.
First up is Mr. Poilievre—
The Chair: I don't see him. Are you starting, Michael?
Mr. Michael Cooper (St. Albert—Edmonton, CPC): Yes, I'm
going to start.
The Chair: Okay, first we have Michael Cooper and then Ms.
Koutrakis. Mr. Ste-Marie, did you say Mr. Barsalou-Duval was tak‐
ing the first round? Just let me know when we get there. Then we
have Mr. Julian.
Mr. Cooper, you're on.
Mr. Michael Cooper: Thank you, Mr. Chair.
I want to thank the witnesses and also acknowledge the time that
Mr. Leduc spent with me about a week or two ago. I appreciated
going over some of the issues respecting the CPPIB.
I want to ask a question around some of the points I raised with
Mr. Leduc during our meeting. In that regard, I understand that at
present about 11% of the CPPIB's portfolio is invested in China. I
have seen some projections of how this is set to increase to 20% of
the portfolio as soon as 2025. In light of the current geopolitical cli‐
mate and having regard for China's blameworthy conduct in the
COVID pandemic, coupled with the fact that other pension funds
are doing exactly the opposite—for example, the Federal Retire‐
ment Thrift Investment Board, which administers the Thrift Sav‐
ings Plan, the largest pension plan in the U.S. has recently halted all
investments in China—what is the position of the CPPIB going for‐
ward vis-à-vis China?
Mr. Mark Machin: Thank you for the question.
There are really two reasons that we invest in China. The first is
that it is a very large market. It is the second-largest capital market
in the world, and therefore it is one that we can diversify into. It's
one that is, in many ways, uncorrelated with the rest of the world
and, arguably, increasingly uncorrelated with the rest of the world.
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From a portfolio construction point of view, that is quite valuable
because when there's turmoil in other major markets, there may not
be turmoil in that market, and vice versa. The diversification bene‐
fit is the most powerful factor that encourages us to continue to
have some exposure to that market, given that it's the second
biggest market.
The second reason that we invest is alpha, or what we call out‐
performance relative to an index. That's very hard to come by, but
it's incredibly valuable for a portfolio. If you can pick the right
stock over the wrong stock, if you can pick Alibaba over Luckin
Coffee—which some of you will have seen was a debacle and faced
delisting from the U.S. exchange just recently—the right building
over the wrong building, the right company over the wrong compa‐
ny or the right fund over the wrong fund, there's a huge amount of
value. There's a lot of research showing how much alpha, how
much value, there is in that, and it's much more than in developed
markets.
Those are really the two reasons we invest in the market, and so
far it has performed well for us. The Chinese investments over the
fiscal year were up almost 10% and performed well. Again, if you
look at the performance, just in March for example, the Chinese
market was essentially flat in comparison to where the U.S. markets
and North American markets were trading at that point. There are
the reasons.
Having said that, we have two sides to our mandate, maximizing
returns without undue risk. It's very important for us to thoroughly
understand all the risks of investing in any market, not just at an in‐
dividual security level or an individual company level but also the
risks of the market overall and where they might be going. We
spend a lot of time understanding those risks.
● (1540)
Mr. Michael Cooper: Thank you for that.
I would acknowledge that the portfolio is well managed, and I
don't question that diversification plays an important role in that re‐
gard. Nonetheless, you did cite Alibaba, for example. CPPIB's in‐
vestment is in Alibaba Group Holding Limited. Is that correct?
Mr. Mark Machin: Yes. It would be the company that's listed in
New York and Hong Kong.
Mr. Michael Cooper: Okay. It's set up atop a variable interest
entity, is it not?
Mr. Mark Machin: That's correct.
Mr. Michael Cooper: Does that cause you some level of con‐
cern in terms of how the regime may approach a variable interest
entity? We know, for example, that the Chinese Supreme People's
Court declared VIE structures to be illegal. In fairness, that's a court
of civil law of limited jurisdiction, but does that cause you some
concern?
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Mr. Mark Machin: Contractual structures like that are impor‐
tant to analyze and reach a really thorough understanding of the po‐
tential risks that are involved. That is absolutely one of the factors
that is taken into consideration when the teams invest in any com‐
pany. For a company of the size and importance of Alibaba, I think
it's unlikely there's going to be some radical change to those con‐
tractual structures, but it's certainly not something that we're naive
to, and it's something that we've studied very carefully.
Mr. Michael Cooper: We have seen that in the past with other
international investors. For example, with China Unicom, back in
the 1990s the central government forced certain structures to be un‐
wound, which disadvantaged international investors.
I saw that there was recently an investment in Ant Financial,
which is a company that about two years ago was blocked by the
U.S. from acquiring MoneyGram in a $1.2-billion acquisition, on
the basis of national security concerns.
Can you tell me a little about CPPIB's investment in Ant Finan‐
cial?
● (1545)
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One would expect that your real estate and infrastructure portfo‐
lio, which includes assets such as airports and office buildings and
which was worth about $80 billion, will be affected by the longterm impacts of COVID. Has this been reflected in your latest re‐
sults? Do you see these as potentially permanent shifts, and what do
you plan to do about it?
Mr. Mark Machin: Thank you for the excellent questions and
ones that we wrestle with all the time.
I think it's really interesting. If you look at the real estate portfo‐
lio and the real estate industry, there are certain parts of it that have
really benefited in some ways from the pandemic. For example, I
hesitate to say this seeing as I was cut off on another go, but data
centres and broadband have been an area that has really benefited.
Anything involved with e-commerce and home delivery and logis‐
tics has really benefited. Those areas are booming. At the other end
of the spectrum, you have hotels and hospitality and also shopping
malls, and they've been really hard hit. In the middle you have of‐
fices, which I'll come back to.

Mr. Mark Machin: Sure.
We invested in Ant Financial a couple of years ago. It is partly
owned by Alibaba. It is the largest fintech company in the world.
They provide financial services, mainly from very small investors,
smaller investors, medium-sized investors and SMEs. It has in‐
creased financial inclusion in China. It is, by some measures, the
largest fintech company in the world and one of the most successful
so far, and an investment we are quite comfortable with.
They, like many Chinese companies, have had challenges mak‐
ing acquisitions, particularly in the U.S., but increasingly in other
countries around the world due to concerns over national security. I
imagine they were disappointed by their inability to complete that
transaction. However, I understand that MoneyGram has a number
of different functions, and so they probably should not have expect‐
ed to be able to acquire it in the first place.
The Chair: We'll have to end it there. We're substantially over.
Next is Ms. Koutrakis, followed by Mr. Barsalou-Duval.
Ms. Annie Koutrakis (Vimy, Lib.): Thank you, Mr. Chair.
Thank you to our witnesses today.
I am pleased to hear about CPP Investment's rates of return and
your performance, given the economic uncertainty we are facing to‐
day. Canadians can be confident knowing that the CPP will remain
solvent for at least 75 years, and I commend you on your efforts to
create a sustainable pension plan for Canadians. That being said,
there is always more that can be done to support Canadians in re‐
tirement. I look forward to our discussion on CPP Investment's in‐
vestment strategy and sustainability as we emerge from the pan‐
demic.
I understand that your investments in real estate and infrastruc‐
ture represent 20% of your assets. With COVID-19, we see poten‐
tial for a real shift away from business air travel, commuting, instore shopping, use of offices, etc.

On the hospitality side, we have very little exposure to hospitali‐
ty. We don't invest in hotels and the equity of hotels. We've had that
as an investment strategy for many years. We never liked hospitali‐
ty as an area to invest in.
Shopping malls we do have exposure to in Canada, North Ameri‐
ca and Europe and around the world, and they have been hard hit.
We tend to invest with very strong partners and in what we think
are the destination malls rather than smaller malls, but I would say
for the North American shopping mall industry that this is going to
be a really tough time if there is going to be a requirement for so‐
cial distancing rather than the best strategy, which is to try to get as
many people through the malls as possible.
In addition, arguably in North America, shopping malls have
been very overbuilt. By some estimates there are four times the
number of malls that are needed in the U.S., so it was always an
expectation that these were going to decline. This has probably ac‐
celerated that decline as more people have gone to e-commerce
rather than going to a physical store. That's probably going to ac‐
celerate this transition to the use of those shopping malls towards
other things, such as performance centres or entertainment centres.
On offices, I'd say that it's interesting. The jury is out among
smart people right now. On the one hand, as long as there is a re‐
quirement for social distancing, then arguably people are going to
need bigger floor plates if you can get the people into the offices.
On the other hand, yes, the work from home environment generally
has been one that most companies in the knowledge industries have
been able to cope with and it has worked, so there is probably going
to be some stickiness in not needing people to commute all the time
and in their being able to work remotely and work from different
centres. I personally hope that does stick, to some extent.
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That being said, it's still not clear what human behaviour will re‐
vert to. Generally, when we went through what was a much shorter
episode of SARS back in the day, which a number of the committee
members will remember, there was a lot of talk back then about
people working remotely permanently. It didn't happen, so it's pos‐
sible that people will revert to the behaviour of wanting to work to‐
gether in teams, seeing each other and being physically close to
each other. It's not clear yet. We are watching that behaviour very
carefully.
Sorry, I didn't mention infrastructure. We don't own any airports,
and that's not necessarily from a strategy point of view. I wouldn't
like to say that we were really smart in not owning airports; we
couldn't find one that we could buy at what we thought was a rea‐
sonable price. We were consistently outbid over the last 10 or 12
years around the world on airports, so we have zero airports in our
infrastructure portfolio.
We do have other assets, which I'd be happy to talk about, some
of which have been impacted and others of which have been less
impacted.
● (1550)
Ms. Annie Koutrakis: Are there any long-term trends that the
CPPIB has observed as a result of the pandemic, and do you see
any buying opportunities that these trends may present, like a oncein-a-lifetime buying opportunity as a result of COVID?
Mr. Mark Machin: We'll see whether once-in-a-lifetime oppor‐
tunities come back again. I mean, there may have been some in the
depths of that crisis, and certainly we took advantage quickly of
some opportunities, particularly in the credit markets.
On the long-term trends, in a short answer, I think what's hap‐
pened here is an acceleration of a number of trends that were going
to happen, particularly accelerations online, so that's anything fin‐
tech related, referring to my previous answer. The stickiness of peo‐
ple moving to home banking and doing their finances online, seeing
as they've been forced to, particularly in older age groups, is some‐
thing that is likely to stay. It's the same with telemedicine. People
who've used telemedicine have really enjoyed the experience and
are likely to keep going in that direction.
On home education, I'd say there are mixed views. What we've
found is that in the east, people in India and Asia who have used
home education have had a really good experience. People in the
west, in Europe and North America, have had a really unsatisfacto‐
ry experience and really haven't enjoyed it. We're trying to dig into
why. There's some speculation that in the east there are much more
specialized apps and that companies have been very creative in de‐
signing a particular online experience that really engages and is tai‐
lored to students, whereas in the west, people have just generally
had the traditional teacher get online and try to teach a class, which
has not worked so well.
There are a lot of trends like this that we're trying to analyze and
be ahead of. One other one that I'll mention, which is going to be a
longer-term trend, is I think the move to autonomous vehicles. I
think a lot of us, if there had been an autonomous vehicle to jump
into to get us between one place and another, would have done that,
rather than being next to another pair of lungs. That's something

June 11, 2020

where we would continue to invest, and we've made a number of
investments around that area.
Ms. Annie Koutrakis: Thank you so much for that.
Mr. Chair, it brings me back to my CIBC Wood Gundy days and
speaking to our analysts.
Thank you so much for that response.
The Chair: Thank you very much, both of you.
We'll turn to Mr. Ste-Marie. I believe he's up on the first round.
Go ahead, Gabriel.
[Translation]
Mr. Gabriel Ste-Marie (Joliette, BQ): Thank you, Mr. Chair.
First of all, I would like to inform you that I will be taking the
first speaking turn, and my colleague Mr. Barsalou-Duval will be
taking the second one. We will do the same for the next round of
questions.
Hello, Mr. Machin and Mr. Leduc. Thank you for being here.
Mr. Machin, thank you for your presentation. The answers to our
questions are welcome and very enlightening.
We can see that the financial markets have been very volatile
since the beginning of the pandemic. This is very worrying. I would
like to have your analysis of the situation with regard to the links
between the pandemic and what is happening on the financial mar‐
kets right now. I would also like to know your forecasts for the next
few months.
I'd also like to raise something more specific. The governments
of rich countries, in response to the effects of COVID-19, have
brought in significant income support measures. The same is true
for central banks, which has led to a significant injection of liquidi‐
ty. But it seems to me that much of this liquidity, that is, new mon‐
ey, has not been used to support demand, either for consumer
spending or for investment. Eventually, this liquidity could end up
in the financial markets, which could lead to a rise in asset prices,
which I would describe as artificial. On a global scale, this could
even present the risk of a financial bubble.
What is your analysis of the situation, and what are you doing
about it?
● (1555)
[English]
Mr. Mark Machin: Thank you for the excellent question. This
is one that we will consistently wrestle with.
Briefly to your first point, I won't give a market forecast. I'll give
you an economic forecast—at least based on our economics team—
and certainly it's a depressing environment.
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These forecasts we hope are negative and will be revised upward
over time. For the moment, we see that Canada is in a very sharp
recession and likely will grow negative seven-plus per cent this
year, but hopefully will bounce back 8% next year. Similarly, the
U.S. is over 6% negative for this year, and globally, we see 3.8%
negative growth for this year.

● (1600)

It's a very sharp recovery. We predict at the moment that the
economy won't recover to its full pre-COVID level of output
around the world until the second half of 2022. That is our current
prediction. We're looking at it very carefully, based on the employ‐
ment forecast, based on hopefully a little more optimism around
vaccine research, but that's our current prediction.

First of all, I think the country has been really well served by the
simplicity of the mandate we were given back in the CPPIB Act in
1997, which is to maximize returns without undue risk of loss.
Then it was left to a professional board of directors and manage‐
ment teams over the years to figure out how to do that.

To your point on asset prices and how they may have moved giv‐
en the stimulus, that's certainly something that I think, in the short
term, a lot of people are taking quite a lot of relief from. There has
been a huge stimulus around the world, both on the fiscal front and
on the monetary front, and it has had its impacts, certainly for most
of the time. Although we've had a difficult day today in markets,
most of the time it's put liquidity back into markets and put confi‐
dence back into markets.
You are right that it is possible this will result in very high asset
prices. Certainly we've seen a very surprising and very rapid rise in
equity markets, until this morning. We've certainly seen very little
fall-off in real asset prices in many markets. While that is comfort‐
ing as an owner of assets, it is something we are looking at very
carefully, making sure we have a portfolio that will perform no
matter what happens, no matter what risks emerge and no matter
what events might happen.
We consistently stress test for what would happen if there were
another scenario like the global financial crisis tomorrow. What
happens if there is something even worse than that tomorrow? It's
certainly something we don't wish for, but it is our responsibility to
make sure we understand what the consequences of that would be
and to make sure the portfolio would be safe even through those
types of events.
[Translation]
Mr. Gabriel Ste-Marie: Thank you for that very good answer.
I will move on to something else. While your office's only crite‐
rion is performance, many funds incorporate ethical criteria into
their investment strategy. Not only do ethical funds not underper‐
form financially, but by limiting negative externalities, they bring
benefits to society.
Your office could, like the Caisse de dépôt et placement, consider
the benefits of these investments for society, for example. In this re‐
gard, would it take a legislative change to ensure that the billions
you manage are also used for economic development?
We can also think about speeding up the green shift. As a first
step, would you consider an environmental audit of your invest‐
ments? You could for instance integrate climate change awareness
into your investments, or you could assess the impact of your in‐
vestments on CO2 emissions.

[English]
Mr. Mark Machin: I would say two things on that front, one on
the structure of our mandate and then secondly on our investments
in the energy transition.

What is the best portfolio we can find, whether in Canada or
around the world, to achieve that objective? It's a very difficult ob‐
jective. Managing money is not simple. It's very competitive. Hav‐
ing that clarity of purpose has made it at least slightly simpler for
us to execute, and it has served really well, so we always have the
interest of building value in the fund. That is the number one thing
that drives what we do every day.
If you load in other complexities and objectives, then it becomes
much more difficult, and there are obviously compromises and
trade-offs. I think it's something that the country was very smart
about—and people were very smart about—back in 1997 in setting
up the fund this way. I think it has really proved itself over the
years and is the envy of the world, frankly, as a simple, straightfor‐
ward way to set up the objectives of the fund.
Having said all that, we do believe that climate change is hap‐
pening, and we do believe it is a major risk, so for the last 12 years
we've been focused on understanding the risk, and it's challenging.
It's a very difficult risk to understand. We publish a sustainable in‐
vesting report, “Investing Responsibly for CPP Contributors and
Beneficiaries”, every October. It goes into some depth about how
we are thinking about climate change and what we're doing with re‐
spect to it. I will give you just a couple of highlights around it, be‐
cause it's a long topic.
The first is that every single major investment we make must
take into account climate change risks and make sure that we un‐
derstand those risks and what might happen to the company, what
might happen to the asset, before we make the investment, and that
we've been sufficiently compensated for it. For example, in the last
year, we invested in a toll road in Indonesia. One of the major is‐
sues was, what will happen with climate change? What will happen
with flooding? What will happen to the geography around that toll
road as climate changes? If it changes [Technical difficulty—Edi‐
tor]. Understanding the risks is really important.
The second thing is understanding overall, from a top-down per‐
spective, what the risks are that we have in our portfolio and stresstesting the portfolio depending on whether we have faster shifts in
climate or slower shifts in climate.
It's a complex area. It's one where we are determined to be at the
forefront of understanding those risks and understanding where the
opportunities lie around it, so that we can invest in those opportuni‐
ties.
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The Chair: Okay. Thanks you both. We're substantially over, but
I will let people go when I think there's information being provided.
We will now go to Mr. Julian, who will be followed in the second
round by Mr. Poilievre.
Peter.
[Translation]
Mr. Peter Julian: Thank you very much, Mr. Chair.
I also thank the witnesses for being here today. I hope that their
families are healthy and safe.
My questions are going to be addressed to Mr. Machin and I'd
like his answers to be brief.
It's about the salaries you pay yourselves. You got a raise this
year. The Caisse de dépôt et placement du Québec carried out a
consultation regarding senior executives.
● (1605)
[English]
The Chair: Peter, the translators can't catch what you're saying.
You're breaking up somehow. Maybe you can try it a little slower?
[Translation]
Mr. Peter Julian: All right, Mr. Chair. I'm going to speak more
slowly, even though it's difficult for me.
I was talking about the Caisse de dépôt et placement du Québec,
which managed the compensation for senior executives. [Technical
difficulties] in the third quarter. The same thing is happening else‐
where in the world, for other pension plans.
Do you think raising your salary this year, during a pandemic, is
appropriate?
[English]
The Chair: Peter, I hate to interrupt, but we're only getting you
in English. The translation isn't coming through. Try your English
channel and see if that works. I don't know. It's breaking up.
For some reason, the translators can't pick you up.
[Translation]
Mr. Peter Julian: All right.
Can I still speak French? Currently, I'm on the English channel.
Can you hear me?
[English]
I'm on the English channel right now. I tried the French channel
[Translation]
Now I'm on the French channel. Can people hear me? Is every‐
thing all right now?
[English]
The Chair: Okay. That's good, Peter.
[Translation]
Mr. Peter Julian: Here is my first question: is it appropriate to
increase salaries during a pandemic?
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My second question concerns nursing homes across the country,
including those operated by Revera, of course, and the investments
that have been made for other pension plans.

Has the Canada Pension Plan Investment Board made any invest‐
ments in long-term care facilities in Canada or elsewhere?
[English]
The Chair: Mr. Machin.
Mr. Mark Machin: Thank you. I think I got the first and the last
questions. I'll take the last question. I'm just trying to understand
the second question, but on long-term care.... In fact, Mr. Chair, my
colleagues didn't get the second question either, so perhaps we
could get that repeated.

On long-term care, the answer is effectively no. We don't have
any significant investments in long-term care homes. Technically,
we have some extremely small holdings, which we only have
through index holdings. I would say that obviously we are really
sensitive to the very difficult time that people have had in these
long-term care homes, but certainly in Canada it's not something
that we have had significant exposure to.
Mr. Peter Julian: Thank you very much.

My first question was about executive compensation. Other pen‐
sion funds have basically frozen compensation. Yours has increased
this year. My question was whether you felt that was appropriate,
but I want to move on to a key point of your presentation, which
was the issue of radical uncertainty.

Climate change is the big radical uncertainty facing our country
and the planet. It will cost us $5 billion this year, as you're well
aware, and $50 billion a year as we go over the next three decades.
I'd be interested in knowing what the sum total of carbon reserves
held in companies that have been invested in by the CPPIB is.
What's the sum total of carbon reserves, and of course, what is the
risk, which goes with that, of stranded assets if we meet our climate
change objectives?

Secondly, could you tell us the sum total of members of boards
or managing directors within the CPPIB who are also holding posi‐
tions on boards of directors in oil and gas companies? Isn't that a
clear conflict of interest? What's the sum total of managing direc‐
tors and members of the board of directors who also sit on the
boards of oil and gas companies?
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● (1610)
Mr. Mark Machin: On the carbon footprint, in our sustainable
investing report, on page 61, we disclose—using both scope 1 and
scope 2 definitions—the amount of greenhouse gas emissions from
the portfolio. We also disclose it on an equity ownership basis, so
the per cent of equity ownership and also the per cent of the longterm capital structure that we own. This is across all assets across
the portfolio.
To give you a number—and this is challenging work; there are a
lot of estimates that go into this—we use, as much as we can, spe‐
cific information that is disclosed by the companies we invest in.
However, it's about 25.7 million tonnes of carbon dioxide equiva‐
lent, based on long-term capital ownership. That is the amount of
our total carbon emissions across the fund.
As I say, it's challenging. We have used S&P Trucost, a division
of S&P, to try to get to as accurate a number for the companies,
where we are using proxies and estimates, but that is.... At the mo‐
ment, the based-on proxy data is about 53% of that number, 18% is
coming from company-reported data and14% from Trucost models.
That gives you a sense of the amount of carbon emissions from the
total portfolio.
With respect to your second question, I'm not sure I have the
numbers completely at hand on how many people sit on oil and gas
company boards. Generally, across all of our invested companies,
we have about 190 board positions for all of the boards we sit on
across all the portfolio companies. Some of these are direct. Some
are our employees sitting on company boards, and some of are
where we will find a particular expert we think is appropriate for
that position to act on our behalf. A handful of those will be on tra‐
ditional energy boards.
Again, another cut would be that if you look at the overall port‐
folio and how much we have invested in traditional energy, it's
about 2.8% of the portfolio at year-end. Our renewables portfolio
right now is over 2.2% at last count, and climbing rapidly. I would
imagine that in the short term our renewables portfolio percentage
will exceed the amount we have in traditional energy, and that
makes sense given the move along the energy transition.
The Chair: Peter, you have time for a quick one. I knocked off
the time where we had the trouble in the beginning.
Mr. Peter Julian: Thank you very much, Mr. Chair.
Could you provide us with the list of managing directors and
members of the board who also sit on other boards?
Secondly, coming back to the issue of executive compensation,
again I'll ask, do you feel it's appropriate in a pandemic, when other
pension funds have frozen compensation for their executive offi‐
cers...?
Mr. Mark Machin: I certainly can follow up with the informa‐
tion on the managing directors and board directors. As far as I re‐
call, and my colleague Michel may correct me, I'm not aware of our
board of directors sitting on the boards of oil companies. I will have
to double-check that.
With respect to compensation, I'll also let Michel cover that.
The Chair: Michel, the floor is yours.
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Mr. Michel Leduc: Thank you for the question.
As you can imagine, executive compensation is set by the board
of directors, as is the case for most organizations. As it turns out,
there was actually a comment piece that had been published in the
National Post about CPPIB's compensation, which gave the oppor‐
tunity for our chair of the board to respond. We'd be more than hap‐
py to provide the chair's response to the clerk for this committee,
but if I have a bit of time, maybe I could summarize the contents.
First, just to be clear, the board did establish a salary freeze on
the CEO's salary for the current year, as well as freezing salaries for
all senior executives at CPPIB, in recognition of the economic cir‐
cumstances caused by COVID-19.
In regard to incentive compensation, that's a look back. That's
looking at past performance, at the past performance of 20 quarters,
not only the 20th quarter that rolls out in the fifth year on which the
incentive is based. That's essentially to recognize the importance of
aligning investment behaviour—especially a long-term investor—
with long-term decisions and not making short-term decisions that
may not be in the best interests of the fund. As we have seen, sig‐
nificant economic problems have been caused by short-term think‐
ing, in the financial sector specifically.
In the first 19 quarters of those 20, tremendous value was creat‐
ed, in the order of about $140 billion net income. In the 20th quar‐
ter, when the pandemic hit, the fund was impacted, so total fund re‐
turns were affected. Having said that, due to all of the decisions that
had been made because of active management, because of the strat‐
egy put in place by the management team and because of a lot of
the diversification well beyond what would be available on public
markets, the fund was actually placed, because of its resiliency, in a
safe harbour. Had it been invested in the passive strategy, a lowcost simple strategy of indices, the fund would have dropped by
about $23.5 billion more.
I think it's a recognition in terms of both the incentive framework
for the performance of total fund returns—those 19 quarters—as
well as the relative return. As I've said, those details are laid out in
the letter from our chair. We would absolutely share that with the
committee through the clerk if that's appropriate.
● (1615)
The Chair: Thank you, Mr. Leduc. Just send that letter to the
clerk.
We'll go to the second round of five minutes.
We'll start with Mr. Poilievre and then go on to Mr. Fragiskatos.
Hon. Pierre Poilievre (Carleton, CPC): Thank you very much,
Mr. Chair.
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Thank you, Mr. Leduc and Mr. Machin, not just for your appear‐
ance but also for the openness with which you've shared informa‐
tion with members of Parliament and have remained transparent
while you do a very difficult job in a tremendously unusual time.
I'd like to discuss the times we're in. I think all of us expected
catastrophic drops in the market as soon as the governments of the
world started locking down their workforces, and that did happen,
albeit only briefly. In late March, markets crashed, by about a third
here in Canada and roughly the same in the United States, but then
they came roaring back.
That bounceback seemed to coincide with the enormous amount
of money that our central banks have been printing here in Canada.
It's now about $400 billion of what is effectively quantitative easing
through a bond-buying program. In the United States, there's been a
similarly large program of purchasing assets and an extraordinary
purchase of bonds, not just government bonds but now also private
bonds. In Canada, the bank is buying 10 billion dollars' worth of
private sector corporate bonds.
The result is that markets are surprisingly valued. According to
the CAPE or Shiller price earnings ratio, the S&P 500 this week
was 28, which is extremely high. It's only been that high in the
lead-up to the tech bubble bursting and in the late 1920s, in 1929,
right before the great crash that led to the Great Depression.
I want to get your impressions on how our markets are valued
right now and whether you think there is a bubble. If there is, how
are you protecting the $409 billion over which you and your fund
are the custodians?
● (1620)
Mr. Mark Machin: Those are really important questions. Before
I give an answer, let me go through the skills we have as an in‐
vestor.
That is, we think we have very good skill at building a diversi‐
fied portfolio around the world, figuring out what the best longterm portfolio is and diversifying that. Second, we think we have
developed skill at picking the right fund over the wrong fund, the
right stock over the wrong stock or the right building over the
wrong building in securities selection. We have great skill at diver‐
sification and securities selection. The third skill is market timing.
It is one of those skills that are very elusive for investors and very
hard to do. I couldn't put my hand on my heart and say that we have
developed skill in telling you what the market is going to do tomor‐
row or even in the next quarter. We think it's a very elusive skill.
We do have a macro investing team that does try to figure out short‐
er-term issues in markets and take advantage of those anomalies,
but it's a tough skill to demonstrate.
With all of those caveats, yes, I would say that most people have
been quite surprised about the rally in markets until this morning.
Clearly, there's been a significant correction today in adjusting for
that. Part of it has been clearly driven by the amount of stimulus
that has been provided by the fiscal and monetary stimulus, includ‐
ing, anecdotally, in the U.S. the record number of smaller investors
opening accounts and putting money into the market. We've seen
extraordinary rallies in the stocks of bankrupt companies. We've
seen extraordinary rallies in the stocks of well-known companies.
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There's some evidence that people are taking their cheques in the
U.S. and putting them into brokerage accounts. I hope that doesn't
end badly for a lot of people. I do hope they have been prudent in
how they've invested their stimulus cheques, but it is an issue and
something that we have looked at.
What can we do? We can make sure that we are really focused on
our first two skills and are really focused on stress-testing the port‐
folio. We're really focused on making sure we have a properly di‐
versified portfolio so that all our eggs are not in one market, one
basket, one geography, one asset class or one strategy. It is properly
diversified across multiple different markets, multiple different
time zones and multiple different assets. If something pops in one
area, then hopefully other markets are less immune to that. That's
the benefit of diversification. Secondly, if we pick the right stocks
over the wrong stocks, it doesn't matter if the whole market goes
down; we've still made money.
Finally, as I said earlier, we run stress tests. What would happen
if tomorrow the global financial crisis happened? What would hap‐
pen if worse than that happened? We disclose those on page 163 or
164, I think, of the annual report. We go through those stress tests
and how we shock the portfolio.
The Chair: Pierre, I've been letting everybody go over time. We
have a fair bit of time today. Go ahead with a quick question, if you
could.
Hon. Pierre Poilievre: Thank you very much, Mr. Chairman.
Thank you for your answer. By the way, I'm glad you said that
you're not trying to time the market. We didn't hire you as a day
trader. We hired you because we know you have the brainpower to
find good value and invest for the long run. That appears to be what
you're doing.
I want to ask about interest rates. You're not a fortune teller, but
you do understand finance better than almost anyone. I want to ask
whether or not you worry that in two or three years, this extraordi‐
nary amount of new money pouring into our system could lead to
inflation. I know that everybody claims the short-term problem is
deflation, but I am talking about the medium term. All of this mon‐
ey is going to stay sloshing around in the economies of the world. If
it does, then inflation will result and interest rates will have to go
up to contain that problem.
First of all, do you agree with that? Second of all, how sensitive
is the $409 billion you've invested on our behalf to future increases
in interest rates?
● (1625)
Mr. Mark Machin: It's an excellent question.
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The risk of inflation is real. It's quite possible. There have been
massive deflationary pressures for years, whether they're from de‐
mographics, technology or globalization. Those things have result‐
ed in deflationary pressures generally around the world. I think the
first two forces are likely to stay in place. There is a question mark
as to whether the third one is going in reverse. It could exacerbate a
potential inflationary pressure over time.
As a fundamental forecast, we're not predicting, as a base case,
inflation. If we look at world inflation, we expect inflation in our
central economic forecast to be about 2.4% for 2022-23 and 2.5%
for 2023-24. Inflation in Canada is similar, so in the 2.5% to 2.6%
range, and in the U.S. it's 2.9% to 3.0%, in that time frame.
That's the central forecast. There are clearly risks. We publish in‐
terest rate sensitivity in the annual report, on page 165, and we
show that if you hold all the other variables constant, a move of 25
basis points in nominal risk-free interest rates would result in an in‐
crease or decrease in value in the portfolio of about $2.5 billion.
That's as of March 31. That's the sensitivity, basically. It's
about $2.5 billion of sensitivity to the debt instruments in the port‐
folio. Putting it through the rest of the portfolio is a complicated ex‐
ercise, but again, part of it would be making sure we have a diversi‐
fied portfolio, sufficient investments in inflation-protected assets, a
substantial real assets portfolio and substantial investments in equi‐
ties, quite of few of which will perform reasonably well even in an
inflationary environment.
The Chair: We'll have to end that round there.
We'll go to Mr. Fragiskatos, and then to Mr. Cumming.
Mr. Leduc, I can see you. If you want to add a point, raise your
hand and I'll let you in.
Mr. Fragiskatos.
Mr. Peter Fragiskatos (London North Centre, Lib.): Thank
you very much, Mr. Chair.
Mr. Machin, thank you very much for a really impressive presen‐
tation. You've been quite open with us on a number of issues.
I apologize if you raised this at the tail end of your testimony—
you were hard pressed to conclude it—but I have a question on
whether or not the CPPIB has an estimate, a projection, regarding
the rate of return over the next few years. You cited the report of
the chief actuary, and you mentioned that in their view this number
has to be 3.95% to ensure the long-term sustainability of the fund—
in other words, over the next 75 years.
Do you have an estimate of what you see as the rate of return
over the next few years?
Mr. Mark Machin: These were the expected returns of the ref‐
erence portfolio for the base CPP, from Q1 2020 to Q1 2025. Re‐
member, that was at the bottom, and I gave those numbers. It's
about 7.9%. That was the current modelling of our economics
group the last time I had an update of that type for the reference
portfolio overall.
Mr. Peter Fragiskatos: When were those projections made?
Was it pre-COVID?
Mr. Mark Machin: It was April, post-COVID.
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Mr. Peter Fragiskatos: Okay.
● (1630)
Mr. Mark Machin: There's a bit of a dip there, so you probably
want to adjust those down based on the rally in markets between
now and then.
I think there are two parts to your question. One is that returns
are, obviously, from where the markets are at one point to where
they are going to be, and that's clearly going to be significantly
dampened by the time markets come back. At the same time, I
think your underlying question is whether there will be dampened
returns based on the underlying economic performance. As I said,
we expect a swoosh-shaped economic recovery at the moment, with
economic production back at pre-COVID levels by the second half
of 2022. Markets generally precede that because they're always
looking forward. It does factor in COVID, but this is for a period of
up to 2025.
Mr. Peter Fragiskatos: My curiosity relates to the extent to
which they factored in COVID.
Mr. Mark Machin: They did.
Mr. Peter Fragiskatos: For example, just a few days ago, as you
would have seen, the World Bank estimated a 5.2% decline in glob‐
al GDP over the next year. To be fair, it estimates that global GDP
will rebound significantly by, I think, over 4% once we reach 2021.
You've told us that we'll get back to pre-COVID levels of economic
growth by 2022.
You cited a rate of return going forward over the next few years.
Does that estimate take into account all of those different things?
The IMF has come up with projections as well, for instance.
Mr. Mark Machin: Sorry, let me be a bit clearer. The numbers I
gave you were returns for the overall portfolio, the benchmark for
our portfolio, in fact. On an economic front, I also said the output
would be back to the levels of GDP by the second half of 2022.
Growth-wise, there's a swoosh, but we expect quite a sharp recov‐
ery. We expect Canada's GDP growth next year, for example, to be
8.1%. You can see it's down, but in the second half of this year we
anticipate, hopefully, fairly rapid growth.
Mr. Peter Fragiskatos: You said 8.1%. That relates to what, sor‐
ry?
Mr. Mark Machin: That's for the next calendar year for Canada.
If you do this on a quarter-on-quarter basis, for the third quarter of
this year we anticipate Canada will rebound over 18%, and then in
the fourth quarter over 17%. This is quarter-on-quarter annualized
growth.
Mr. Peter Fragiskatos: I understand.
Mr. Mark Machin: Going into next year, it's 14% and then
10%, and then it moderates again in the second half of next year.
Mr. Peter Fragiskatos: Thanks very much.
I also want to ask you a question related to the CPPIB's global
focus and approach.
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One thing that has been looked at is the monumental growth we
have seen in the value of the fund. My understanding is that in 2006
the value of the fund was $96 billion, at least according to CBC
News. It's now well over $400 billion. One reason for this, which
has been pointed to, is the global focus that has taken shape over
that time. We have, as you mentioned in your presentation, nine of‐
fices globally: two in the U.S., two in Europe, two in Asia, one in
Brazil and one in Australia. You talked about the 1,800-plus em‐
ployees who normally would have been stationed in those offices
around the world. You said that they are now working from home.
To what extent is this limiting the ability of the CPPIB to carry
out its work and grow the value even higher, or is it limiting this at
all? Will these employees end up staying at home? Do you have
any thoughts on that?
Mr. Mark Machin: It's a great question about how we run the
operations now. We all hope this will be over sooner rather than lat‐
er, but if it's not, we'll still have to operate on the basis we can. We
can operate safely, and can run our process, the portfolio, all the
risk systems, etc.
I think where it limits things is with people flying in and out of
countries. I'm very grateful for the fact that we have people in these
countries, because it can be very challenging, if you don't have peo‐
ple on the ground in these countries and you're trying to fly people
in an out, to look at your assets, examine issues that are arising in
those assets or make new investments. The fact that we have people
in Australia, India, the U.S. and South America means that we're
not going to have problems with people not being able to fly in and
out, with massive quarantine periods at both ends or with all the
risks that people are going to have to undertake. If they're in-coun‐
try, they can look after our assets and the risks, and find new oppor‐
tunities because we have the offices there. I'm quite grateful that we
have that footprint in place.
● (1635)
Mr. Peter Fragiskatos: Thank you very much.
The Chair: Thank you.
You're substantially over, too, Peter.
We'll go to Mr. Cumming and then on to Mr. Fraser.
James.
Mr. James Cumming (Edmonton Centre, CPC): Thank you,
Mr. Chair.
Thank you for appearing today, for your candid responses to the
questions that have been put in front of you, and for meeting with
me prior to this meeting. I appreciate very much the responses you
gave me at that time as well.
It's a net return of 3.1% and, as we all know, a tough last quarter,
COVID-related. With the direct investments you're doing, which
have become a more significant part of the portfolio, do you think it
has fairly factored in the impact on those direct investments and
those companies that have been impacted by COVID? They
wouldn't line up with your year-end, and certainly you have to do
some adjustments. Can you comment on that?
Mr. Mark Machin: Yes. That's a terrific question.
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One of the things I did when I sat in my seat as CEO four years
ago was to focus on our private market valuations. We had pretty
good private market valuations, private asset evaluations, but we
wanted to make sure that they were world-class. When my chief fi‐
nancial and risk officer, Neil Beaumont, arrived, we sat down short‐
ly after he was hired and said, “Okay, we're going to make this ap‐
proach really world-class.”
We said that we were going to make sure that we have indepen‐
dent teams of valuers who are incredibly rigorous, and they have
the call, they have the pen—the investment teams don't have the
call—and also that we have an incredibly rigorous and much more
regular approach to private asset valuations. I didn't know that
something dramatic would happen on my watch, but both of us
looked at each other and thought, “The chances are, with this ex‐
panding recovery, it probably will happen on our watch.” We want‐
ed to be prepared for it.
In fact, again, it's super lucky. If you go to our website, you'll see
that on January 24, Neil Beaumont put up an interactive video
showing how we do our private asset valuations and how had we
improved and that this was the approach. We didn't know that we
were about to hit a massive market event and would be able to test
that process, but we're super glad that we did and super glad that
we put it out for the public to understand how we were doing that
approach.
As we came in through this and looked at it year-round, we took
a really hard look and took some really tough marks on the valua‐
tion of our private assets, so they really do represent the value of
those assets at that point in the market. They're a true representation
of the value of those assets, whether it's private equity assets, real
estate assets or infrastructure assets. There were some tough con‐
versations, obviously, with investment teams that believed in the
long-term value of these assets, but we wanted to make sure that
they were truly right.
Also, then, we have an independent audit approach that comes
in, makes sure and goes through a very large number of those assets
again. They do their work to make sure that those really are robust
valuations. We were quite satisfied with the fact that we had been....
My chief financial risk officer won't like me saying that we were
“conservative” on it, but I think he would say we got the right valu‐
ations—
Hon. Pierre Poilievre: There's nothing wrong with that.
Mr. Mark Machin: I think we got the right valuations.
Mr. James Cumming: Given what has happened in the last
three months with those private investments, are you starting to see
interest in those companies, because there are liquidity issues, look‐
ing for additional investment from you, whether it be through debt
instruments or equity instruments? Have you started to see that, and
is it something you're going after if it looks like the right circum‐
stance?
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Mr. Mark Machin: Absolutely, we will go after it if it's the right
circumstance. That's the key. We'll look at each of them based on
the merits, the risk and return characteristics, and the opportunities.
We also stress-test the portfolio across all the private assets and the
significant public holdings we have to look at whether we will need
to put more capital in and to make sure that we have reserved sig‐
nificant liquidity for that potential event.
We're very rigorous about it. We have a team for portfolio value
creation that is working with the investment teams to go through
the plans, the liquidity profiles and capital needs of those compa‐
nies, working with partners where we have partners and working
with the management teams to make sure that we've thought
through exactly that: If there's a prolonged economic stress here,
what do the companies do? We'll only put money in if we think
there's a good opportunity on a risk-adjusted basis.
● (1640)
The Chair: We will have to move on.
Mr. Fraser will be followed by Mr. Barsalou-Duval.
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to do that. Our job is to invest the money we get and to make sure,
ideally, that we give you that flexibility over time by making sure
that the returns exceed the expectations set by the chief actuary. We
work extremely hard every day to try to give you that flexibility
over time.
Mr. Sean Fraser: I want to talk about one sector that I think
does have potential to give that increased flexibility. One of the dis‐
appointments I have about some of the conversations that touch on
the green economy is that they often turn into ideological battles
about the energy industry. To me, there's a separate conversation to
be had, separated from whatever climate ideology a person may
have. I personally believe we need to be more and more aggressive
in terms of our fight against climate change, but I'm actually curi‐
ous from a purely economic perspective about what you think about
the future in the green economy, which will certainly provide cer‐
tain returns in terms of our emissions reductions.

Sean.
Mr. Sean Fraser (Central Nova, Lib.): Thank you very much,
Mr. Chair.

If we're dealing with it in terms of crass economics, where do
you see the future of the CPPIB in terms of its investment in the
green economy, in terms of giving that kind of flexibility by capi‐
talizing on a global opportunity in an emerging sector?

Thank you to our witnesses for being here. This has been very
engaging testimony today.

● (1645)

I'll start with a question based on the place where I gained half of
the lessons I've learned since I entered politics, and that's at a table
in Tim Hortons in the town of Pictou, where a local resident who
was interested in the CPP and in giving me political advice said that
what the federal government ought to do if it wanted to try to win
some votes—not that that's what it's about—is to bump up benefits
for seniors. They pointed specifically to the CPP, because it had had
a history for quite a few years of having higher earnings than pay‐
outs.
However, I have some concerns around Canada's demographics
and the fact that in my home province, Nova Scotia, we have an ag‐
ing population as significant as anywhere else, although it's a prob‐
lem right across the world and certainly within Canada.
I'm curious as to whether our witness can shed some light on
whether the Canada pension plan is sustainable in its current form,
whether in fact the lessons I learned at Tim Hortons are valuable,
and whether it's doing so well that we could actually afford an in‐
crease in the CPP to help seniors living in retirement.
Mr. Mark Machin: I'll say a couple of things, and I think this is
one Michel Leduc may want to add a little bit on.
On demographics, yes, Canada has an aging population, some‐
what offset by net immigration, but it is a challenge for the country
and for the fund. The chief actuary models that in and models in ex‐
pectations for demographics and the aging of the population—birth
rates, death rates, longevity rates, etc.—and the fund is sustainable
under the chief actuary's assumptions. That is all factored into the
sustainability of the fund in the latest report.
If you, as the federal and provincial stewards of the fund, decide
that you want to adjust benefits, it certainly is within your purview

Mr. Mark Machin: We have a rapidly expanding investment
portfolio in renewable energy. We've been investing in it, and we've
had a dedicated team since 2018. We've invested around the world,
whether it's in wind, in solar, in hydro, and we continue to do so.
For example, in the last few months, we created a joint venture with
Enbridge in Europe for offshore wind. We continue to put money
into that. Importantly, we made our largest acquisition to date in re‐
newables, in Pattern Energy, which is a $6-billion company focused
on North American and Japanese wind and renewable assets. We
bought that in the last couple of months.
We're substantially ramping up our investments in these areas,
and we think they stand, in many cases—well, in all cases that we
make—on their own two feet in terms of returns. We like the riskadjusted returns in wind and solar. And it's not just wind and solar
and hydro. We're also focused on innovative areas. We have a
group that's dedicated to looking for innovation in the energy tran‐
sition and has made a number of investments, for example in charg‐
ing. There is a company called ChargePoint that is putting electric
vehicle charge points in place around the world.
I might highlight one of the investments we made a couple of
years ago, in Alberta, because it just came online. That's the Alber‐
ta Carbon Trunk Line. That is a carbon capture project, which was
switched on in the last couple of days. Once it's up and running at
full capacity, it will be extracting about 15 million tonnes of carbon
a year, which is the equivalent of taking almost all of the cars in Al‐
berta off the road. We're quite excited about that area and are look‐
ing for more opportunities.
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Mr. Sean Fraser: I may revisit this, but I expect I only have
time for one quick question.
Is that fair, Mr. Chair?
The Chair: You really don't, but we'll give it to you. We've been
doing it for everybody else.
Mr. Sean Fraser: Thank you.
I'll explore that another time.
I'll squeeze in one quick one. In response to Ms. Koutrakis, you
highlighted some of the short-term concerns around the changing
social circumstances in which we find ourselves. Are there longerterm trends that the organization is focusing on as a result of this
pandemic, whether it's working from home, production of personal
protective equipment, or any other significant social change in the
way we live or work that you're targeting to maximize long-term
returns for the money you hold for the benefit of Canadians' retire‐
ment security?
Mr. Mark Machin: Yes. It's a really important question. It's one
that we have teams working on across the fund, trying to identify
those trends, not just the shorter-term trends but the longer-term
trends.
Before I give a few more examples, we think that some of these
trends will come back over time. I don't think travel and hospitality
are over. I don't think sporting events are over. Even things like
movie theatres, which are in some ways somewhat irrational....
We're social beings. We've seen time and again that while people
can comfortably watch movies at home, comfortably eat at home,
we want to go out. We all want to go out to the noisy restaurant be‐
cause it has buzz. We want to go and sit in a movie theatre and
share an experience with a bunch of people we're never going to
talk to, but because there's more buzz in doing that—or maybe
there's a slightly better screen—I think a number of these things
that rationally maybe shouldn't come back are going to come back,
in my personal view.
There may be some terrific opportunities in those sectors, and
there have been. We will see. The markets have anticipated a num‐
ber of these. We've seen, for example, the cruise line companies
come back incredibly strongly since March 31. However, it's going
to take time for the traffic there to pick up.
There are a number of things that we think will pick up over
time, other than data centres, telemedicine and fintech online. I
think online grocery ordering is something that is really only limit‐
ed by capacity. I think quite a few of us have tried to get capacity
for online ordering of groceries and have been frustrated by the fact
that you just can't get it. Where it has been available, it has in‐
creased up to capacity. I think it's likely going to continue. People
will continue to try to order online.
I do think, to your point, that the flexibility on location of staff
will continue to stick. There will be more flexibility for people who
have particular skills and particular expertise. They don't need to
keep flying in and out of places or participating via long commutes.
I do think there will be more flexibility, and I hope that's the
case. It will bring a lot more people, smart people, who've moved
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away from the typical centre into the knowledge workforce. I hope
that will happen as well.
● (1650)
Mr. Sean Fraser:. Thank you, Mr. Chair.
The Chair: You're welcome.
I'll lay out the next questioners: Mr. Barsalou-Duval will have
two minutes, Mr. Julian the same, and then we'll go on to Mr.
Morantz and Ms. Dzerowicz.
Before I do that, I do have a question on the oil and gas industry
that partly spins off Sean's question. I do see our oil and gas indus‐
try constantly under attack. I believe that what we're seeing happen
in Canada is that we're driving capital investment out of the coun‐
try. We're driving human resources out of the country. We're driving
innovation and knowledge out of the country. At the same time, the
oil and gas industry is expanding elsewhere. We're not using the
benefits of our natural resource to transition to a green economy.
We had a meeting this morning with the oil and gas industry in
Newfoundland. What they told us is that there are 17 new finds in
Norway. The investment isn't coming in to the offshore industry in
Newfoundland, and, as a result, the working vessels, etc., are leav‐
ing Newfoundland and going to Norway.
There is a lot of politics around this, I know, but my question for
you is really this: What are you seeing in terms of the global invest‐
ment in the oil and gas industry? Is it increasing in other parts of
the world? Are we the only ones driving it away?
Mr. Mark Machin: As I said earlier, we're believers in climate
change. Climate change is happening. We believe in the energy
transition. The energy transition will be under way towards a lowcarbon economy over time. However, even the most optimistic pro‐
jections, whether we like it or not, see a significant role for tradi‐
tional energy for quite a while yet. If I take, for example, the IEA's
projections for the energy transition, the most optimistic projection
they have is that by 2040 there is still 58% of the world's energy
supply being provided by traditional energy.
That's probably not consistent with a great climate outcome, so
there's going to have to be even more innovation there, whether it's
carbon capture, other approaches or a more rapid transition. There's
clearly a role for traditional energy: for airplanes to fly and for oth‐
er things that it's very difficult to innovate around. We see that there
will be investment in the traditional oil and gas industry for a peri‐
od of time.
I'm not sure that there is a huge surge in investment right now. I
think it is a challenged industry, given where prices went. It had a
double whammy during COVID. There was not only the COVID
pandemic and a complete dry-up in demand, but also this huge spat
between Saudi Arabia and Russia that caused a massive crash in the
price. It was under very significant stress at that point. I feel for the
people who are in that industry, who've been really challenged dur‐
ing this time, but they have a long track record of battling back.
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● (1655)
The Chair: Thank you.
Mr. Barsalou-Duval, you have two minutes.
[Translation]
Mr. Xavier Barsalou-Duval (Pierre-Boucher—Les Patri‐
otes—Verchères, BQ): Thank you very much, Mr. Chair.
Mr. Machin, if we look at the geographic distribution of invest‐
ments made by the Canada Pension Plan Investment Board, we see
that 64% of those investments were made in Canada in 2006, but
that percentage falls to 15.6% in 2020. That is a very significant de‐
crease. I understand that there is a desire to diversify assets. On the
other hand, when you invest a lot of money abroad, you need to
have a very good grasp of those markets.
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Mr. Peter Julian: Thanks very much to our guests. I appreciate
your frank answers.
I have two questions.
First, what is the sum total of the investments of CPPIB in tobac‐
co companies, private prisons and weapons manufacturers? I know
that's been an issue that has arisen in the past. You've divested of at
least two private prisons. I'd like to know what the existing invest‐
ments are.

First, I am concerned about the speed of this knowledge acquisi‐
tion, given both the speed of this investment diversification, and the
desire to limit risks.

Second, there has been a mention about the CPP pushing for
more diversity on the boards of companies in which they have in‐
vestments. I noticed the interesting phrase that the CPP will not
vote for managing directors if the board has no women directors
and where no exception is warranted. Could you explain what the
exception is?

Second, I'm concerned that there are almost no investments in
Canada anymore. Of course, I am more concerned about Quebec,
since I am a Quebecker and I want Quebec's economy to do well.
How can you explain this decline in investment: is it because the
Canadian economy is considered too risky or not diversified
enough, or because you don't have confidence in it?

I don't see any reference to people of colour and indigenous peo‐
ple on corporate boards. That, of course, is a big problem in
Canada. Is it the intent of the CPPIB to weigh in to ensure that
Canada's corporations have more diversity on their boards of direc‐
tors?

Could you explain how your investment strategy in Quebec dif‐
fers from the one you apply in Canada, and give us an idea of the
percentage of investments made in Quebec as compared to Canada?
[English]
The Chair: Go ahead, Mr. Machin.
Mr. Mark Machin: I'm very happy to.
As of the fiscal year end, we have around 15.6% of the fund in‐
vested in Canada, or about $63.9 billion. One of the purposes of the
fund, as originally set up, was to diversify the portfolio into a glob‐
al portfolio. When we started, what we inherited from our predeces‐
sor was 100% domestic investment in Canada, and so we've been
diversifying that gradually around the world where we have found
good opportunities.
That being said, we have substantial investment in Canada, and
we will continue to have substantial investment in Canada. It's our
home market, and we understand the risks here, but we are mas‐
sively overweight versus any measure of Canada's weight from a
global GDP perspective, which is around 2%, and from a global eq‐
uity market perspective, which I think is around 2.6% of global eq‐
uity markets, etc. Having 15.6% versus two and something per cent
in Canada is massively overweight. We are quite comfortable with
that. We probably will remain overweight for quite a while.
In Quebec, we have over $4 billion invested across equities and
real assets and bonds. We continue to look for great opportunities in
Quebec and in other provinces. We continue to look at some of the
really vibrant companies in Quebec.
The Chair: Okay. Thank you.
Mr. Julian, go ahead for a couple of minutes.

● (1700)
Mr. Mark Machin: Thank you.
I'm going to let Michel answer the first question, which is very
much in his purview, and then I'll answer the second.
The Chair: Mr. Leduc.
Mr. Michel Leduc: Thank you.
On our exposures to a wide variety of different types of compa‐
nies, you mentioned, for example, tobacco. As well, in the U.S.
some detention centres are privately run. As part of our efforts to
widely diversify the fund, not only geographically but by asset,
some segments of our businesses, some of our investment strate‐
gies, efficiently apply indices, which means that, to gain added ex‐
posures, we might put part of the fund in something that would mir‐
ror, say, the SNP500. In doing so, we would then capture some of
these types of assets you referred to.
What's come to the fore for us is that.... Individually, these are
very tiny exposures for the CPP fund in the context of $400 billionplus; some of them may be one or two million dollars, because
they're spread out across about 4,000 holdings. Even though we've
had a very robust due diligence process on the wide variety of risks
that would come our way when we make a direct investment in a
specific company—a much larger position—we found there could
be some exaggerated risks even if it's a small holding.
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So we've applied the learning from the processes we've had in
looking at large positions. We found tools that are able to identify
where there could be exaggerated sources of risk, whether they're
controversy risks, social or governance risks, or environmental
risks. When those are flagged to us, even though there could be
thousands, we're able to narrow them down to a few, and then we're
able to apply a more rigorous, detailed assessment. In some of
those cases, it's turned out we were not comfortable with the wide
range of risk, and the example you provided around detention cen‐
tres would be one of those cases.
In a situation where we've looked at tobacco companies.... By
virtue of our mandate, we don't have broad, sectoral, broad-brush
exclusions, so it is not consistent with the CPPIB Act to say we will
not invest in tobacco, full stop. Having said that, it does allow us to
take an idiosyncratic view if a particular tobacco company is be‐
having in a certain way that increases, for example, its legal risks.
Then we are given the opportunity to do a deeper dive, and there
have been instances where we were not comfortable.
At the end of all this process, the one thing that stands consistent
is being true to the legislative mandate of making sure that when
we are taking a position for the long-term returns we are also equal‐
ly looking at the long-term risks associated with them.
Mr. Peter Julian: Mr. Chair, I have a question on—
The Chair: Peter, we're way over time.
Mr. Machin, please hold it down to about a minute, if you can. I
have three other questioners.
Mr. Mark Machin: Okay. I'll try to do it in a minute. It's a huge
question, really important question on board effectiveness.
Page 48 and onward in our sustainable investing report, which is
online, goes through all the reasons why we think gender diversity
is a really important issue for company performance. We've ana‐
lyzed this from a quantitative point of view. We've done meta-anal‐
ysis. We've done our own quant portfolios, and we believe this is a
real issue.
Therefore, we began voting against this a couple of years ago in
Canada. We've extended it now across the world, and we've been
pretty pleased. It has been a real success, not just us but all the
movements. It's just terrific to see that real progress has been made
in Canada. As of December, 30.4% of TSX 60 board members
were women, in the TSX composite, 27.6% are women. So
progress has been made—not full progress, but it's still terrific—
and we hope that continues around the world.
To the specific question of what excuses we will accept, it's not
an excuse that we can't find anyone or there's no expertise in this
sector or anything. It may be that there is a particular board limit
and there will be turnover in a year or two and therefore they have
their eyes on doing it at that point and it's just impractical for them
to do it that year, for example. But we're not taking the weak excus‐
es as an answer.
● (1705)
The Chair: Thank you.
We have Mr. Morantz, followed by Ms. Dzerowicz, who will
split with Mr. McLeod.
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Mr. Morantz.
Mr. Marty Morantz (Charleswood—St. James—Assiniboia—
Headingley, CPC): Thank you, Mr. Chair.
I don't have many questions. We've covered a lot of really good
ground today.
I want to ask about the increase in the employer-employee con‐
tributions. I don't think we've touched on that yet.
From 2018 to now, they've gone up by about 30 basis points,
from 495 to 525. Could you describe the reason for that, and
whether you anticipate that this is a trend now and we'll be seeing
regular increases? For years, it was at 495 and was stable at that
rate.
Mr. Mark Machin: That refers to the reform and the legislation
that was passed in 2016-17 for the additional CPP. That was a deci‐
sion taken by provincial and federal governments. Back then, legis‐
lation was passed to increase the contribution rates.
Those will gradually increase, both the rate of the contribution
required on the earnings covered by the CPP and the upper limit on
the covered earnings. That upper limit increases between 2023 and
2025, so it's being gradually phased in over that time period.
Our job is to manage the money that comes from that. We de‐
scribe in the annual report on page 21 how we do that, how
we're —
Mr. Marty Morantz: I understand that.
These increases were legislated. Were they based on actuarial ad‐
vice?
Mr. Mark Machin: I would presume that was the case, but it's
not our realm to get into the policy changes; our realm is to invest
the money that comes to us. Clearly, there's an increased benefit
that comes from that increased contribution. The goal is that, over
time, the maximum benefit will rise from about 25% of pensionable
earnings to 33% of pensionable earnings, once this all plays
through.
Mr. Marty Morantz: I was curious about the rate of return. The
Canadian dollar has been declining. It's gone up a little bit lately,
but it's weakened significantly over the last.... If you go back to
2012, I think it was at par. When you're calculating your rate of re‐
turn overall, year to year, do you take into account the value of your
foreign assets vis-à-vis the value of the Canadian dollar?
Mr. Mark Machin: One of the benefits of diversifying the port‐
folio globally is that hedge, if you will, so when the Canadian econ‐
omy is being hit hard on a relative basis, the foreign assets to some
extent will be valued higher, and vice versa. When the Canadian
economy is doing well, then contributions in employment are high,
which offsets any relative weakness from the international econo‐
my.
It's one of the reasons we don't hedge the exposure to foreign
currencies, because we think there's a natural hedge there in terms
of the contributions versus where the portfolio is based. So yes,
that's one of the things we think about.
Mr. Marty Morantz: Okay, thank you.
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The Chair: We'll turn to Ms. Dzerowicz, who will be followed
by Mr. McLeod.
Go ahead, Julie.
Ms. Julie Dzerowicz (Davenport, Lib.): Thank you so much,
Mr. Chair.
I just want to say a huge thanks to you, Mr. Machin, and your
team for your excellent work in managing what I think most agree
is a “best in class” and well-run pension fund. You've done a won‐
derful job in responding to a wide range of questions today, and
most of my questions have already been asked.
There is one area I want to delve a bit more into. The chair raised
some very important questions around investment in oil and gas
companies. You provided a wonderful response around the fact that
we're going to need some traditional oil for many years to come,
but climate change is still happening. The world will be looking at
all companies to reduce their emissions.
Mark Carney, a recent Bank of England governor, in one of his
last speeches said, “Companies and industries that are not moving
towards zero-carbon emissions will be punished by investors and
go bankrupt”.
You've mentioned that every company CPPIB invests in has to
show that it is disclosing risk posed by climate change to its busi‐
ness. Do you think that we also have to start moving towards ask‐
ing businesses to show how they're moving towards zero-carbon
emissions?
● (1710)
Mr. Mark Machin: Thank you for the kind comments at the be‐
ginning. I really appreciate them. I'll accept them on behalf of my
1,800 colleagues who do all the hard work.
With respect to Mark Carney and his work on climate, we were
one of only two pension funds involved in the task force for cli‐
mate-related disclosure, chaired by Michael Bloomberg. The pur‐
pose of that is to make sure, as you say, that we really understand
what the risks are in our portfolio. Otherwise, it's extremely hard,
when you have thousands of company positions, to really under‐
stand what we own in the portfolio and what the risks are. That's
something that has been extremely helpful as more and more com‐
panies adopt these standards and we ourselves adopt the standards.
With respect to moving toward requirements for people to move
to zero emissions, I think it's possible that it's something that people
will require over time. I think the U.K. government is moving to
being carbon-neutral by 2050. I think an increasing number of gov‐
ernments are moving toward that type of scenario. I think energy
companies generally around the world do see that this transition is
happening. They want to be ahead of it, in many cases. One thing
Mark Carney has said is to just be careful about cutting off funding
to these companies when they are actually funding transition. It's all
very well to exclude everything from your portfolio, but then you
end up not actually funding the transition. Some of these companies
are real experts in this area. They can actually make massive invest‐
ments in renewable power and manage that transition. That's cer‐
tainly something that we see around the world.
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I gave the example earlier of a joint venture with Enbridge in Eu‐
rope called Maple Power. Together, we are making very substantial
investments in offshore wind in Europe. We're very happy with that
relationship and those investments.
The Chair: Thanks to you both.
The last questioner is Mr. McLeod.
Go ahead, Michael.
Mr. Michael McLeod (Northwest Territories, Lib.): Thank
you, Mr. Chairman.
Thank you to the witnesses for appearing and for their very inter‐
esting information. I also want to thank them for their engagement
with northern governments. I think that's really good to see. People
are quite happy to have that discussion with them and their making
themselves available.
On indigenous hiring, I'm not satisfied that the numbers are
where they should be, but you're working at it, you have good pro‐
grams in place, and that's all I can ask.
I guess the biggest piece everybody wants to hear about is that
the fund is sound and secure. It was interesting to see how well the
fund was doing in December and then to watch how things affected
investment during the pandemic and the ability to bounce back. Has
the employment situation, with the great employment numbers that
we were seeing, helped? Has that impacted how the investment has
been doing—before and now?
● (1715)
Mr. Mark Machin: I'll say one quick thing on the territories. I
was thrilled to get to up the Yukon earlier this year. We have 88,000
residents in the territories who serve as contributors and beneficia‐
ries, so we see that as important. I was hoping to get to the Arctic
Indigenous Investment Conference in June in Nunavut, so I was
disappointed, but hopefully there will be next year. It was terrific to
make that meeting in Yukon and meet with a number of indigenous
leaders, and to speak at Yukon College's School of Business and
Leadership. We're working as hard as we can to increase the num‐
ber of indigenous employees we have.
I've forgotten your main question. I apologize.
Mr. Michael McLeod: My main question was around the em‐
ployment numbers and how they helped.
Mr. Mark Machin: Sorry, yes, it was about the employment
numbers. At the moment, we're anticipating that the employment
numbers will have a significant impact on the inflows into the fund.
Based on our modelling, we expect a very small inflow into the
fund this year, and then it picks up rapidly after that. We do hope
that as the employment numbers improve here....
It's certainly gone from what could have been a reasonably sig‐
nificant outflow from the fund this year to a very modest inflow to
the fund based on the latest employment numbers. It is much more
promising than we had previously anticipated. It's still down, obvi‐
ously, based on what we had previously anticipated the flows into
the fund would be, but we do see a rapid rebound in the next year.
Mr. Michael McLeod: Can I just ask one more quick question?
The Chair: We're over, but go ahead.

FINA-36

18

June 11, 2020

Mr. Michael McLeod: You mentioned that the fund was doing
well in December. That was a record high, right? I thought it was
the best in 20 years.

Before I begin, I'd like to once again thank the members of the
committee for their continued work during this particularly chal‐
lenging period for all of us.

Mr. Mark Machin: The 12.6% wouldn't be a record. We've had
higher percentage returns for particular years. We had 18% in at
least one fiscal year, but last year was a very strong year. I'd love to
say to expect 12.6% in the future, but that would be a little opti‐
mistic.

The pandemic continues, obviously, to have serious economic
impacts across Canada. For many Canadians, the pandemic has
brought about unprecedented uncertainty: uncertainty about their
jobs and their financial security and uncertainty about making ends
meet.

Mr. Michael McLeod: Thank you.
The Chair: Okay, we are going to have to end it there. The min‐
ister's on the next panel, and we really don't want to keep him wait‐
ing.
Many members thank you for your candid responses. I can tell
you, not all witnesses get that kind of reaction from members on
this committee. We certainly thank you. Through you, we want to
thank all your teams and all your staff for the work that they do. I
think your performance record, as evidenced in your report and
what you stated today, speaks well for itself. I think Canadians can
be proud of the work that the Canada Pension Plan Investment
Board does.
With that, thank you again to you both, Mr. Leduc and Mr.
Machin. I hope that next time we'll get to meet in person. We are
living in interesting times.
We will suspend the meeting for about two minutes while the
staff bring the other witnesses online.

Today marks three months since the Prime Minister announced
the first elements of Canada's COVID-19 response plan. From the
very beginning, we've maintained an unwavering commitment to
supporting Canadian households and businesses. We've rolled out
measures for workers and businesses across all sectors and for em‐
ployers of all sizes. We've worked and are continuing to work
closely with local, provincial, territorial and indigenous partners to
minimize the health, economic and social impacts of COVID-19.
Now, three months into the crisis, there are some encouraging
signs in Canada that the spread of the virus is slowing down. Many
provinces and territories in Canada are beginning to cautiously re‐
open their economies, something that the finance ministers are
telling me in my weekly calls is really beginning across the country,
but we're not out of the woods yet. COVID-19 continues to pose
significant risks to Canadians and, of course, to our economy.
[Translation]

● (1730)

That is why our government continues to take action to reduce
the impact of COVID-19. Our goals remain the same: to protect
Canadians, support Canadian workers and businesses, and support
our communities to ensure that Canada is ready to bounce back
when we emerge from this crisis.

The Chair: Seeing as we're short on time, we'll call the meeting
to order.

I'd like to highlight some of the measures we've recently an‐
nounced.

Welcome to meeting number 36 of the House of Commons
Standing Committee on Finance. Pursuant to the order of reference
from the House, we are meeting on the government's response to
the COVID-19 pandemic.

Earlier this month, the Prime Minister announced that funding
for the federal gas tax fund has been brought forward this year. The
gas tax fund is a permanent source of funding that is provided to
the provinces and territories. The provinces and territories then dis‐
burse the money to municipalities to support various local priori‐
ties.

● (1715)
_____________________(Pause)_____________________

We'll be having the minister here today. The biweekly report has
been sent to the committee.
With the minister, we have the Canadian Development Invest‐
ment Corporation, the Canada Revenue Agency, the Department of
Employment and Social Development, the Department of Finance
and Global Affairs Canada.
We've just had the Canada Pension Plan Investment Board here,
and I couldn't help but think of when we were going through the
testing of all those earphones that have been sent out to representa‐
tives. I hope they invest in the company that sells these earphones,
because there are a lot of them going out.
Minister, welcome. It's great to see you in person, at least on the
screen. Thank you for coming. The floor is yours.
Hon. Bill Morneau (Minister of Finance): Thank you, Mr.
Chair.

Usually, the federal government transfers the money in two in‐
stalments, one during the summer and the other a few months later.
We know that this year the municipalities need the money now so
that they can deal with the crisis caused by COVID-19.
● (1735)
[English]
In the next few weeks, $2.2 billion from the federal gas tax fund
will go to Canadian municipalities: money that will help municipal‐
ities move forward with infrastructure projects that will improve
quality of life, help restart local economies and create good jobs.
We understand that more will be needed to help municipalities, as
many are facing significant COVID-19-related financial pressures,
but we know that this is an important first step. We'll keep working
with provinces and territories in order to help support municipali‐
ties.
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[Translation]
As the provinces and territories gradually get their economies
back on track, our top priority remains protecting the health of
Canadians. That is why we have begun negotiations with our
provincial and territorial counterparts to ensure that any reopening
takes place while protecting the health of Canadians and minimiz‐
ing the risk of transmission of the virus.
In particular, we are working with the provinces and territories to
ensure that all Canadians can have paid sick days. People need to
be able to stay home if they have symptoms of COVID-19 without
worrying about how they're going to pay their bills.
We also continue to ship equipment across the country, such as
surgical masks and gloves, and provide support to the provinces
and territories in testing for COVID-19.
[English]
As we continue our discussions with our provincial counterparts
to make sure Canadians can get back to work safely, we'll also be
focused on the following areas: testing and contact tracing; making
sure there is personal protective equipment, so Canadians are safe
on the job; support for child care; support for vulnerable people,
like those in long-term care facilities; and support for cities and
municipalities. We know we all need to work together.
Throughout the pandemic, one thing has been clear: we've all
been touched by this crisis.
Last week, the Prime Minister announced that seniors eligible for
old-age security in the guaranteed income supplement will receive
their special one-time tax-free payment during the week of July 6.
Seniors eligible for the OAS pension will receive a payment
of $300. Those eligible for the GIS, who are the most vulnerable,
will receive an additional $200.
The pandemic has also heightened and highlighted the additional
challenges already facing indigenous peoples in our country. We're
working with first nations, Inuit and Métis communities to address
their specific needs. Since we last met, our government has an‐
nounced additional funding to support indigenous peoples. This in‐
cludes an additional $75 million in supports for organizations that
provide services to indigenous people in urban centres and off re‐
serve, and an additional $650 million to support communities on
health care, income support and new shelters for women.
This builds on measures already announced to support the public
health response in indigenous communities, as well as the support
to indigenous businesses and aboriginal financial institutions.
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program. The Canada emergency wage subsidy has already helped
more than 2.6 million Canadians keep or return to their jobs.
● (1740)
[English]
The key objectives of any potential changes to the Canada emer‐
gency wage subsidy would be to maximize employment to ensure
that the program reflects the immediate needs of employers and to
support the post-crisis economic recovery.
Overall, our government's swift and comprehensive actions
through the COVID-19 economic response plan are providing more
than $150 billion in direct support to Canadians. This, coupled with
liquidity support of $85 billion through tax and duty deferrals, rep‐
resents support equivalent to more than 10% of our GDP. This has
put Canada at the forefront of our international peers in the robust‐
ness of our response. We've done this because we believe that, by
investing in Canadians now, we stand well prepared for success in
the economic recovery to come.
While there is reason to be optimistic, we must all continue to
take precautions to control the spread of the virus. As provinces,
territories, municipalities and businesses begin to gradually reopen,
we'll stand ready to support them to make sure Canadians remain
safe and supported. Our government will be there with Canadians
every step of the way.
[Translation]
I would now be pleased to take questions from the members.
[English]
The Chair: Thank you very much, Minister, and thank you for
the work you and your team do. We know you must be tired. There
have been long days and short nights for you folks, I expect, so
thank you for your efforts.
The minister has to stop at 7:15 or 6:15, your time.
Hon. Bill Morneau: You almost got me there.
The Chair: We'll make a hard stop at 6:15, your time.

[Translation]
The measures to help Canadians that were recently announced,
and which I just mentioned, are in addition to the measures that
were previously put in place. These are measures that we continue
to improve. For example, we continue to improve the Canada emer‐
gency wage subsidy. Last month, we proposed that the program be
extended to August 29.
In recent weeks, the government has also held consultations with
representatives of business, labour, non-profit organizations and
charities. We want to see what improvements can be made to the

We'll go to five-minute rounds. We'll start with Mr. Cumming,
then Mr. McLeod, Mr. Ste-Marie, Mr. Julian, Mr. Cooper and Ms.
Dzerowicz, and that will end it.
Mr. Cumming, the floor is yours.
Mr. James Cumming: Thank you, Mr. Chair.
Thank you, Mr. Minister, for appearing again in front of us today.
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In my 30-some years in the private sector dealing with uncertain
times, and there were many of them, I was always able to produce
some kind of a budget or a forecast. In fact, I just found out that
Parliament has always received a budget or a forecast in the last
100 years.
Can you tell us today when we can expect an economic forecast
or budget?
Hon. Bill Morneau: I completely appreciate and understand the
importance of continuing to provide information to Parliament and
to Canadians.
The biweekly report that you received in contemplation of this
meeting, of course, details all of the measures that we've put for‐
ward. We are working to make sure that we keep updating that so
that people have a very good understanding of the measures that
we've put forward. Of course, we do intend to give a better under‐
standing of our economic base. That will be able to be done as the
economy gets more stable and as we get into a better position to
make those understandings well known to Canadians.
Mr. James Cumming: We're asking businesses to forecast their
revenues to be able to apply for programs. We're asking them to
deal with their spending and be able to understand how their busi‐
nesses are operating. You have a very talented crew here who are
on this call with you today.
When can that team put together a full forecast or full budget so
that people can see exactly where we're going and get some certain‐
ty about what's going to happen in the future?
Hon. Bill Morneau: I think the challenge that we're all facing is
that we are looking for certainty at a time where it's very difficult to
deliver certainty. You will have seen this week that the OECD put
out a forecast, but in fact, what it said is that it couldn't give us a
forecast so it gave out two separate scenarios.
We're going to continue to deliver for you and for Canadians an
understanding of the investments. As the situation is stable enough
to provide better and more comprehensive information, we will be
coming forward with that information.
Mr. James Cumming: You said that you're still looking at
changes to the wage subsidy to better serve the businesses that are
out there. I spoke to a company today, Canadian Benefit Providers.
They have a flow-through on the insurance costs, but they really get
paid through administration fees. Their top-end revenue has stayed
quite high, but of course, their administration fees have gone way
down. Overall, their revenues have not gone down enough to apply
for the CEWS. It strikes me. They have a massive payroll, and
they're a great company, but they are falling through the cracks.
Is that something your department will look at trying to revise?
● (1745)
Hon. Bill Morneau: First of all, I appreciate your providing that
input from that company. We've been trying to get insights from
businesses and participants in the economy from across the country.
We have had, among the many recommendations or ideas, a sug‐
gestion that, for some businesses, the revenue cut-off at 30% puts
them at one side or the other of that line. That's something that
we've heard. It's something that we are certainly considering as we
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think about next steps in the wage subsidy. I'm hopeful that we'll
have more information on that in the near future.
Mr. James Cumming: The oil and gas sector continues to wait.
I see on the BDC site that the details for that program have yet to
be announced. It was suppose to be days. Then it became weeks.
Now it comes into months. I know that you're fully aware of the
struggles in that sector.
When can it expect the details to be announced?
Hon. Bill Morneau: Well, thank you for that. We've been trying
to support the energy sector—in fact, all sectors—with access to fi‐
nancing across the country. Obviously, the emergency business ac‐
count has gone out across the country to small businesses. That's
been very successful. With regard to the BCAP that was specifical‐
ly designed for the energy sector, the final terms and conditions, I
understand, are almost ready. We wanted to make sure and they
wanted to make sure that the reserve-based lending approach that's
so important for that sector was appropriately tailored.
I'm encouraged to hear that is imminent. Of course, the large em‐
ployer emergency financing facility is open. We are seeing firms
come forward to that as well.
I'm pleased that we're moving forward on all these fronts.
The Chair: Ask your last question, James.
Mr. James Cumming: Minister, with regard to the CEBA pro‐
gram, there were changes that were announced several weeks ago.
They still haven't been executed. Specifically, those with regard to
personal chequing accounts still haven't been executed.
When can we announce to small businesses that these changes
will be in place so that they can access those funds that they desper‐
ately need?
Hon. Bill Morneau: First of all, I think we have to acknowledge
how successful this program has been in getting support out to
small businesses with more than 650,000 loans. That's very impor‐
tant.
Of course, EDC has said that there will be an ability to enlarge
the companies that are eligible. I think that will be out in the com‐
ing days. Then there will be additional facilities through the region‐
al development agencies.
We are expanding the range of businesses, as we've said. It is im‐
minent. We're very pleased to see that the support has gone to such
a broad range of businesses across the country.
The Chair: Thank you, both.
James, I have the same concern on the personal banking account,
but I have sent people to the regional development agencies, and it
has gone through on the personal banking account there. That's just
a point of information for you.
Mr. McLeod.
Mr. Michael McLeod: Thank you, Mr. Chair.
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Thank you to the minister for appearing in front of us once again.
I also want to say thank you to the minister and his cabinet col‐
leagues for providing very good communication with the Govern‐
ment of the Northwest Territories and other northern governments.

challenging in some cases; we recognize that. There are going to be
different issues in different parts of the country, and as a result,
those discussions will have to be somewhat tailored to each situa‐
tion.

I'm also very happy to report that we've had no cases of
COVID-19 for over a month now, and our territories are beginning
to safely reopen. However, the economic picture is not as positive;
there's a lot of uncertainty about jobs. I've joined my three northern
colleagues in the Senate, as well as many municipal, territorial and
business leaders in supporting greater flexibility for programs like
the wage subsidy to reflect the unique nature of our region.

Mr. Michael McLeod: A lot of what happens in the area of job
creation is going to be what we announce in the next while. We've
made significant announcements in the north; a lot of these projects
have not hit the ground yet. We've also announced budgets that we
have not seen moved forward, for example, the northern trade corri‐
dors. The money's been announced for the north, there has been no
call; we don't have a call; we don't have projects identified. Be‐
cause of our seasonal construction season and winter roads and all
these things that impact the ability to do construction, we need the
calls to come out early. We still haven't seen anything on the north‐
ern trade corridors. Could we see that move forward fairly quickly?

Is the government prepared to make much-needed improvements
to ensure that northern businesses are able to access these emergen‐
cy programs?
Hon. Bill Morneau: Thank you. I think it's an important ques‐
tion.
We are not looking at making changes to the wage subsidy that
are specific to any one sector or any one region, necessarily. We're
trying as best we can to consider the issues around the program that
have come to us through these consultations. They include a num‐
ber of areas, and we're trying to reflect those areas to make sure the
support for employment and for businesses to get through this time
is appropriate. I suspect the kinds of issues you're hearing have
been reflected in our consultations, and I'm certainly very hopeful
that businesses in northern Canada and across the country will see
that our continuing support for businesses and for their employees
will be a positive way for us to get through this crisis.
● (1750)
Mr. Michael McLeod: In the north I think we have a number of
challenges that the rest of the country doesn't face. I'm hoping that
as the government rolls out its recovery supports, like the $14 bil‐
lion announced last week to help reopen the provincial and territori‐
al economies safely and carefully, the government and you would
consider delivering these funds on a base-plus per capita allocation,
which is a lot better for us. We have small populations; we have a
significantly higher cost of living and doing business than the rest
of Canada. Would you look at that? It's been done historically with
other programs.
Hon. Bill Morneau: I know that, and I think that has been one
way that programs have been delivered. We're trying to come up
with an approach that recognizes the challenges the provinces and
territories are going to face in the restart. By definition, those chal‐
lenges are going to have some element of base costs, as you would
probably identify, so we're thinking about things like testing and
tracing, which will require some sort of human resource capability
in case there's a second wave. We are thinking about ensuring we
have the capacity in our health care system in case there's a second
wave. Elements of that will be different in different parts of the
country, and I think that's appropriate.
We're expecting to work together with the provinces and territo‐
ries to get to what we hope will be an outcome that allows us to be
an important partner in getting the restart done safely. That includes
in the north, where the challenges are different, as you say. The dis‐
tance to provide health care is obviously challenging in the north,
the infrastructure that might be used for testing is going to be more

Hon. Bill Morneau: I think I will have to defer that question. I'd
be happy to have my colleague, Minister McKenna, get back on the
specific nature of the funding for infrastructure.
Obviously there have been some things that, by necessity, have
been delayed during the course of the crisis. We want to see fund‐
ing move forward, because that's why we've put it there. We want
to see funding move forward that will enable important infrastruc‐
ture to get done. That's an objective of our government that contin‐
ues.
Especially in the north, I think the economy has opened up
enough so that the construction can go on, from what I hear from
the finance minister in your jurisdiction, so I would think that
would be an objective that we would certainly share, but I don't
have any specific insights for you on whether things that haven't
gotten done before are not happening for a particular reason. I
would be happy to have Catherine McKenna get back to you.
Mr. Michael McLeod: Thank you.
The Chair: Thank you. If we could do that, that would be great.
Mr. Ste-Marie is next, followed by Mr. Julian.
● (1755)
[Translation]
Mr. Gabriel Ste-Marie: Thank you, Mr. Chair.
Thank you, Minister, and thank you for being here.
I would also like to greet all the teams from the different depart‐
ments who are with us at the end of this afternoon.
Minister, this morning, I met with some representatives of the
creative sector such as stage workers, musicians and technicians.
This sector has ceased its activities and it will be a very long time
before it starts up again. Almost all of these workers are self-em‐
ployed workers who are not eligible for the Canada emergency
wage subsidy.
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They are asking you to do three things: first, to recognize the im‐
portance of the creative sector; second, to extend the Canada emer‐
gency response benefit, at least for sectors like theirs, because those
who are living this reality have nothing else; and third, to insert a
mechanism to allow them to qualify for the Canada emergency re‐
sponse benefit so that they don't lose everything if their income ex‐
ceeds $1,000 a month.
What would you have to say to them?
Hon. Bill Morneau: I know that the creative sector is very im‐
portant. I also know that a large majority of these people are selfemployed. For that reason, I know that the Canada emergency ben‐
efit is very important to them. We want people to know that we are
working on an approach to protect them and ensure they have
enough money during the COVID‑19 pandemic.
I understand that some people are eager to take advantage of the
Canada emergency benefit. We are now looking at how the pro‐
grams can best protect people and businesses. The Canada emer‐
gency benefit, wage subsidies and our employment insurance sys‐
tem must work together to ensure our near future. At the moment, I
am very concerned about this issue, and we will have more infor‐
mation about it soon.
Mr. Gabriel Ste-Marie: Thank you very much.
My next question is on a completely different subject.
When you make eligibility for the Canada emergency business
account more flexible, it would be important to allow small busi‐
nesses that operate with the owner's personal account to have ac‐
cess to the program. The number of refusals on the basis of this cri‐
terion alone would be several hundred. In addition, Quebec would
be more affected than the other provinces because it is home to
28% of the independent small businesses in Canada.
I fully understand the argument that it is not possible to exercise
the same control over personal accounts as over business accounts
to combat money laundering. In my view, the solution in this regard
would be to simply ask these companies to open a corporate ac‐
count so that they can have access to the emergency account pro‐
gram.
As part of these more flexible criteria, could you allow small
businesses with personal accounts to take out a loan under the pro‐
gram, provided they open a business account? This would mean re‐
moving the requirement that they had to have a business account al‐
ready open at the start of the pandemic.
Hon. Bill Morneau: During a crisis, it is important to consider
interesting ideas, and your suggestion is one of them. We are cur‐
rently looking at how we can broaden the eligibility of businesses
for this emergency account.
As you know, 650,000 companies already have such an ac‐
count—so it went very well.
Our analysis of the situation will allow us to say more about this.
I am confident that we will be able to announce a broadening of
this emergency account next week. If more can be done, rest as‐
sured that we will take your suggestion into account.
Mr. Gabriel Ste-Marie: Thank you.
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It would be amazing to see this change implemented next week.
I'd like to ask one last question.
Hon. Bill Morneau: I haven't said exactly what we're going to
have, but I'm listening.
● (1800)
Mr. Gabriel Ste-Marie: That's fine, thank you.
I have another quick question about the economic update.
We've been asking you questions about this for a month, but you
always give us the same answer. However, according to the
Bloomberg news agency, a budget update could be in the works for
the summer.
Can we expect you to table it on July 8, when we sit in the
House?
Also, why inform Bloomberg before you tell the MPs about it?
Hon. Bill Morneau: I can assure you that we have not yet decid‐
ed exactly what the next steps will be, because the economy is still
unstable at the moment.
We need to be very clear about our investments and forecasts. As
I said, when the situation is more stable, we will have more to say
about it. In my opinion, I do not have enough information to
present a complete plan.
Mr. Gabriel Ste-Marie: Thank you.
[English]
The Chair: Thank you, both.
Mr. Julian.
Mr. Peter Julian: Thanks to our witnesses for being here today.
We hope your families are safe and healthy.
Thank you, Mr. Morneau, for coming back yet again to the fi‐
nance committee. Through this crisis, you've been very available
not only for meetings with the finance critics, but also with the fi‐
nance committee. The meetings are not always easy, but we appre‐
ciate your availability, and certainly your ear.
My first question is very simple. We've been told by OSFI that,
in terms of liquidity support, Canadian banks have received access
to about $750 billion in liquidity support. That's three-quarters of a
trillion dollars. As you know, they have made $5 billion in profits
thus far during the pandemic, but we are hearing from small busi‐
nesses that can't access credit. We are hearing from people who are
seeing their lines of credit and their credit card numbers going up.
There are penalties and fees being imposed by the banks, and folks
are paying interest charges that are, frankly, unreasonable in a pan‐
demic.
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My question is very simple. With all this largesse, this $750 bil‐
lion in liquidity support, why have you not imposed any require‐
ments on the banks to actually provide support to people who are
trying to survive this pandemic?
Hon. Bill Morneau: Thank you for your continued focus on
how we can support Canadians.
I would say that in fact we have pushed hard for the banking sec‐
tor to support its customers, and of course that means supporting
Canadians. We worked hard to encourage the banks to get to an
ability for those in challenge with their credit cards to defer their
credit card payments and to take down the interest charges. In most
cases, they're now half of what they were before the pandemic. I
think that was certainly a positive step for us working together.
I think in terms of the liquidity that we put in the market for
banks to use, I'd just like to give you some statistics.
According to the Bank of Canada, total business financing
growth increased to 10.7% in April from 7.4% in March. Loan
growth was very strong at 30%, driven by non-mortgage loans.
These figures don't include the now over 665,000 businesses that
got the CEBA loan. I'll also tell you that this week the big six banks
reported payments deferred on $67 billion worth of loans.
Mr. Julian, I will always be working hard to push the banks to
make sure that they're supporting their customers. We are absolute‐
ly expecting everyone to play a part in this challenge.
The money we've put into people's hands directly, supplemented
by those loan deferrals, means we've very much filled an important
gap in the economy, but there is more to do. We will be expecting
all participants to do more to help us get through this.
Mr. Peter Julian: I would say and suggest that with all the loan
guarantees being offered, we've socialized the risk and continue to
privatize the profit, but I'll move on to my next question.
For people with disabilities, for one one-thousandth of what is
being provided to Canada's big banks, every person with a disabili‐
ty across the country could receive a small benefit of $600 to
weather this crisis. There was a misfire with the government's an‐
nouncement that it would only apply to people who have the dis‐
ability tax credit, which means, largely, people with disabilities
who have a taxable income. However, the poorest of the poor
among people with disabilities are not covered, yet within the
Canada Revenue Agency you have access to information on those
who receive the CPP disability, those who use alternative formats
through disabled access to CRA, and through the T5007, access to
who is getting disability supports through the provinces.
Why are you not extending the benefit to every person with a
disability?
● (1805)
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with disabilities across the country, a very large number of people
with disabilities.
Mr. Peter Julian: It would be 40%.
Hon. Bill Morneau: I think you point out appropriately that
there are different ways that different parts of the economy look at
people with disabilities. Obviously, we came up with an approach
that we thought would have a very significant impact on a very
large cross-section of people experiencing particular challenges. I'm
just hoping that we can get this back on track, because to me it's
unacceptable that we can't actually deliver on what we're trying to
deliver for people with disabilities.
Mr. Peter Julian: However, is it—
The Chair: Thank you, both. Peter, we're over the time.
We're turning to Mr. Cooper, and Ms. Dzerowicz will wrap it up.
Mr. Cooper.
Mr. Michael Cooper: Thank you to the officials, and thank you,
Mr. Minister, for appearing, not just today, but for providing regular
updates before our committee. It's appreciated and important.
I want to ask you a question about the Auditor General. Both the
outgoing Auditor General and the incoming Auditor General have
stated publicly that the Office of the Auditor General is underfund‐
ed by approximately $11 million. As a result, performance audits
have been reduced in half over the last number of years, and due to
the government's COVID expenditures, nearly all non-COVID-re‐
lated audits will be put off this year.
What is your government going to do to remedy that and provide
the Auditor General with the $11 million she needs to do her job?
Hon. Bill Morneau: First of all, Mr. Cooper, let me thank you
for bringing up the Auditor General. I'm obviously very pleased
that we've been able to appoint the new Auditor General. I think
she will do a spectacular job. We know that she has significant ex‐
perience and she'll bring that experience and a fresh look at what is
a very important parliamentary role.

The Chair: Peter, that's the last question.
Mr. Minister.
Hon. Bill Morneau: Mr. Julian, I appreciate your bringing this
up. We were extremely disappointed that we were not able to move
forward on the measure that was going to provide $600 to people

As you probably also know, we have increased funding for the
Auditor General over the years. We've increased the number of po‐
sitions in the Auditor General's office, or increased funding so they
can increase the positions. I understand that the number of positions
has been increased by 38 people.
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What's incumbent on us is to work together with the new Auditor
General to make sure that we ensure the office has the requisite
ability to perform the function, so I will commit that it's an ongoing
goal we have and we'll work together with her to do that.
Mr. Michael Cooper: Mr. Minister, in light of your commitment
to working with the Auditor General, when can the Office of the
Auditor General expect to receive the funding?
Hon. Bill Morneau: She's now new in her role, and that is ap‐
propriately something we should work together with her on to get
to the conclusion that ensures the office has the support required
and the appropriate level of support to do the function.
Mr. Michael Cooper: Well, the office doesn't have sufficient
support, not when performance audits have been reduced in half,
not when almost all non-COVID-related audits have been put off,
and indeed the outgoing Auditor General said they'd probably need
another year to deal with the COVID-related expenditures alone.
Thus, we have a government right now that is spending half a
trillion dollars and the Auditor General is asking for $11 million.
In regard to half a trillion dollars in spending, $11 million consti‐
tutes a rounding error. What's the holdup?
Hon. Bill Morneau: First of all, we should be clear with our
numbers. The numbers you're throwing around are not accurate. We
detailed the investments we're making for the pandemic in the re‐
port presented to this committee. You're a very long way off in the
scope of those numbers.
I think the frame that we need to make sure the Auditor General
has the appropriate resources is an important one. She's been in her
new role for a couple of weeks I think, and we will be working with
her to make sure there is the appropriate level of funding for the
needs of the Auditor General.
● (1810)
Mr. Michael Cooper: Well, your government is spending in to‐
tal—not new spending—half a trillion dollars, and we're talking
about $11 million.
I guess, Mr. Minister, the only reasonable conclusion one could
reach about the refusal of your government to adequately resource
the Office of the Auditor General is that your government is afraid
of being accountable and having a fully resourced Auditor General
shed light on mismanagement, including 20,000 unaccounted in‐
frastructure projects, $5 billion in unaccounted infrastructure
spending, and a $35-billion Infrastructure Bank that has completed
precisely zero infrastructure projects.
Speaking of the failed Canada Infrastructure Bank, I will follow
up with you on a question that I posed to the associate minister of
finance when she last appeared before our committee. How much
did the outgoing president of the Canada Infrastructure Bank re‐
ceive in the way of bonuses?
The Chair: Mr. Minister, that will be it.
Hon. Bill Morneau: There were a number of things wrapped up
in that comment/question.
I think that first it's important to acknowledge that the Auditor
General's resources were reduced under the previous Conservative
government and we have subsequently increased them. The point
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that I think you're making is that we should continue to work with
the Auditor General to make sure the office is appropriately re‐
sourced. I want to confirm, again, that we will do that.

With respect to the Canada Infrastructure Bank, we think it is a
very important institution that will enable us to bring more re‐
sources into the building of infrastructure across the country. That
is critical. We obviously have been very pleased that we got that in‐
stitution up and running. Some of its projects are already supported,
and there are other projects on the way. There has recently been a
new chair appointed who has a particular expertise in this area.

This is an institution that I think will have a long-term and posi‐
tive impact on our infrastructure and on our economy. I'm looking
forward to more work that it's going to be able to do in the coming
days, months and years.

Mr. Michael Cooper: And the answer to my question—

The Chair: Ms. Dzerowicz, you will wrap it up.

Ms. Julie Dzerowicz: Great. Thank you so much, Mr. Chair.

Thank you, Minister, for being here today.

I was running through the sixth report of the Department of Fi‐
nance. It's 36 pages long. It's remarkable, very thorough. It reminds
us about how much work has been done over the last three months.
It truly is a testament to the hard work, the extraordinary work, by
you, your team and the Department of Finance. I want to say a huge
thanks to you.

My first question is regarding child care. We had an economist
come before the committee last week. She told us that there is go‐
ing to be no economic recovery if we don't figure out how we're go‐
ing to support child care. Women will not be going back to work if
we do not find a way to support child care. She talked to us about
household spending accounting for over 56% of the GDP and how
women's incomes are critical to maintaining household purchasing
power.

My question is, what approach are we looking at to support child
care to ensure maximum participation by women in the workforce
moving forward?
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Hon. Bill Morneau: As you know, we've embarked on these dis‐
cussions with the provinces. We've put $14 billion on the table,
which we believe will be important for a safe restart. For us, I think
a safe restart means what it means to Canadians, that we need to be
able to get back to work in a safe way, one that gives us confidence.
Clearly, we will have a challenge over the course of the summer‐
time in particular, because so many of the things that children often
do—camps, day cares, child care facilities—might not be fully up.
The issue that economist was bringing to the table is real, and we
need to work on that. It is, however, different in different parts of
the country. Child care is one of those areas in which different
provinces have different regimes and different capacity based on
what they've built.
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Hon. Bill Morneau: First, I would say that we always have to
look at all of these programs together. There are many different
programs we're helping people with: the CERB, the wage subsidy,
the CEBA loans to small business, etc. The emergency commercial
rent approach, I'm very encouraged by right now. After many
weeks of discussion, we've seen provinces move forward with bans
on evictions. That is starting to change the activity between tenants
and landlords. We've seen a very significant uptick in applications
in the last few days. We're now in a phase where I think there are
very encouraging signs that this program can have a big impact on
commercial tenants. I'm looking forward to seeing landlords and
tenants continuing to work together in making sure people can get
through this time, and that's what we're trying to achieve.

We've put money on the table for many things, one of which is to
support child care. We are looking forward to working with the
provinces to provide that support, which along with the other pro‐
grams we have, programs like the emergency response benefit, do
have a positive impact as well, but we're going to need to find a
way to provide that support so our economy can get up and run‐
ning. Obviously, we recognize that the COVID-19 crisis has had a
differential impact on different groups. It has had a more significant
impact on young people and on people who are lower earning, and
it has had a differential impact on women. That is all important and
it's all part of how we're trying to respond to this issue.
● (1815)
Ms. Julie Dzerowicz: Perfect.
I know that our government has announced $14 billion for the
provinces and territories for sick leave, child care, and PPE, as well
as for transit, so monies that will go be going to the cities. I know
we're still in negotiations on that, but how are we going to ensure
that the dollars allocated will go directly to each of those buckets?
What kind of transparency are we going to be asking for as we're
moving forward and delivering the $14 billion?
Hon. Bill Morneau: I think one of the things we have seen dur‐
ing the course of this pandemic, notwithstanding the regular differ‐
ences in jurisdiction between provinces and the federal govern‐
ment, is a high level of co-operation and understanding that we
need to support Canadians. We will need to negotiate outcomes and
agree on what we're trying to achieve. We're putting $14 billion on
the table, and that's important.
Those negotiations are going on. We should expect there will be
different points of view, as there always are. But I think we share
the goal and I'm confident we'll get to a conclusion that will make
sense for Canadians in those areas, in the testing, tracing and sick
leave and child care, and in helping municipalities, places where we
know.... With regard to municipalities, if we don't have transit, peo‐
ple can't get back to work. So there's a whole host of areas we need
to work together on that are largely provincial jurisdictions, but in
which the federal government can provide support.
The Chair: You can have about a 30-second question, Julie, and
the same for the answer.
Ms. Julie Dzerowicz: Sure.
Minister, how has the take-up of CECRA been so far? If the
take-up hasn't been very big, would we consider other options to
support small businesses and their need to pay rent?

Ms. Julie Dzerowicz: Thank you.

The Chair: Thanks, both of you.

I just have a couple of points, Minister. On the economist that
Ms. Dzerowicz mentioned, her key line was—I think it has a nice
ring to it— that “child care is the secret sauce to recovery”. She ex‐
plained in her evidence that “the secret sauce to recovery” means
that if women got child care, they could get back into the work‐
force, etc. That has a nice ring to it.
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There was a witness on June 4, and if there's one thing I can real‐
ly congratulate you, the Prime Minister and the cabinet on, it's a
willingness to basically change the programs to make them work as
new information comes in. I know you're trying to do that with the
wage subsidy, but one company that was before us on June 4 was
Brandt Tractor—I know that Finance has this information—which
employs 3,200 people. Their problem is that they actually bought
out another company last year. If both companies were operating on
their own, they would both qualify for the wage subsidy, but be‐
cause they purchased this other company, that affects their revenue,
so they don't have required drop in revenues to access the subsidy.
They are an example that I know you're trying to fix. They're not
the only company in that situation, but I just draw that example to
your attention because they were a witness before the committee.
They're a strong Canadian company, and they were very worried
about their 3,200 jobs. This is in the evidence. I know that it's gone
to Finance, but it's in the evidence for June 4.
With that, I again sincerely want to thank you for today, and also
for the reports you give us. There is a lot of information. As Julie
said, it is really unbelievable the amount of programs that have
been rolled out and the changes that have been made to them as we
roll along. There are still people falling through the cracks—I know
that—but we thank you for your efforts. We know that you're work‐
ing long hours and working hard.
With that, thank you for appearing before us again.
● (1820)
Hon. Bill Morneau: Thank you, Mr. Chair, and thanks for all the
participation. We'll see you soon.
The Chair: Now we're turning to the officials. I know that we
have a new individual among the mix: Mr. Michael Carter, execu‐
tive vice-president of the Canada Development Investment Corpo‐
ration.
I know that members had asked that you appear before the com‐
mittee on behalf of the corporation. A lot of the other departments
are normal. I don't know if you have a two- or three-minute open‐
ing, Mr. Carter, that you want to start with, to basically explain
what the Canada Development Investment Corporation does. If you
do, we'll give you the time. If you don't, that's fine. We'll go to
questions.
Mr. Michael Carter (Executive Vice-President, Canada De‐
velopment Investment Corporation): Thank you, Mr. Chairman.
I'm happy to give a short introduction.
The Canada Development Investment Corporation consists of a
small group of people who are responsible to the Minister of Fi‐
nance for looking after assets that the government gets and proba‐
bly wants to resell. There are examples in the backgrounder.
When the governments bailed out Chrysler and General Motors,
the shares in General Motors and Chrysler were given to us to look
after and to sell. More recently, when the government purchased the
Trans Mountain Corporation, the was given to us because the gov‐
ernment does not intend to keep the Trans Mountain pipeline forev‐
er and will, presumably, sell it in the near future. More recently, we
have, at the request of the government, incorporated the Canada
Enterprise Emergency Funding Corporation, which is to carry out
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the LEEFF program, the large employer emergency financing facil‐
ity program.

Thank you for inviting me to the committee. I'd be happy to field
any questions on that.

The Chair: I will go through the list of questioners. We will start
the five-minute rounds with Mr. Morantz, then Ms. Koutrakis, Mr.
Barsalou-Duval and Mr. Julian.

Before we start, though, committee members, this is something I
should have mentioned earlier. When we discussed the steering
committee report the other day, I think we established a certain
deadline for witnesses for the general panel coming up. We've had
to move that deadline up a little tighter, so there will be a second
panel on Thursday, June 18 after the bank economists appear. There
will be a general panel with general witnesses who have asked to
appear, basically. The deadline for parties to have their witness lists
to committee will be noon EST on Monday June 15.

Mr. Morantz, you have five minutes.

Mr. Marty Morantz: Thank you, Mr. Chair.

I want to speak to the Global Affairs officials who are here to‐
day—whoever could possibly shed light on a question I have.

It relates to an arrangement that's been entered into between
Global Affairs Canada, UNICEF and the WHO with respect to
COVID-related grants that were issued for projects in Gaza and the
West Bank. I'm asking because I just want to make sure that these
monies, these Canadian taxpayers' dollars, do not indirectly wind
up with organizations that are listed on Canada's terrorist entity list.

One of the reasons it's a concern is that this has happened before.
In 2018-19, Global Affairs granted $1 million to UNICEF, and it
somehow wound up with an organization called the Union of
Health Workers Committees, which is known as an NGO that is
linked to the Popular Front for the Liberation of Palestine.

Could you comment on these concerns and provide us with some
assurances that this is not occurring and that the proper mechanisms
are in place to ensure that Canadian tax dollars do not wind up in
these implementing partners that may have links to organizations
on the Canadian terrorist entity list?
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● (1825)
Mr. Troy Lulashnyk (Director General, Maghreb, Egypt, Is‐
rael and West Bank and Gaza, Department of Foreign Affairs,
Trade and Development): Thanks very much. I'll field that one. I
appreciate the question.
I'd say, first and foremost, that for the two projects you men‐
tioned with the WHO and UNICEF, there are very specific and
stringent conditions on that funding and a series of measures that
we have put in place to ensure that there is no misuse or diversion
of it in the field.
The first point is that these projects are being implemented di‐
rectly by UNICEF and by WHO, and there are not sub-implement‐
ing partners involved. So UNICEF and the WHO are are directly
responsible for the COVID implementation.
Second, for our projects, we have what is called “enhanced due
diligence”, which includes a series of measures designed to prevent
this misuse or diversion. It starts with very specific anti-terrorism
provisions in our grant arrangements. It also includes detailed
screening of individuals. On the ground there is very extensive
monitoring and site visits. An oversight system is put in place, and
we follow that up with detailed audit and evaluation measures so
that we can be assured, as you have described, that the funds are
used for the purposes they have been designed for, so there is very
particular care of the programming taking place in West Bank and
Gaza.
Mr. Marty Morantz: Are these new measures in place because
of what happened in the incident I described earlier, or were these
measures in place when your department provided a million dollars
that wound up with the Union of Health Workers Committees?
Mr. Troy Lulashnyk: Yes, we run a significant number of
projects in West Bank and Gaza each year. We apply this enhanced
due diligence regime and framework to these projects. They have
been in place for some time. They are very clearly specified, and
we monitor every one of these projects.
Mr. Marty Morantz: If they've been in place for awhile and this
incident happened.... I'm not sure if you're familiar with this inci‐
dent, but I have the ATIP on it; I have a copy of the agreement. In
the schedule it talks about the implementing partner being the
Union of Health Workers Committees.
If you've had this regime in place and it's so stringent, how can
we have confidence that if it happened then under the same mecha‐
nisms you're describing, it isn't happening now?
Mr. Troy Lulashnyk: These mechanisms are very stringent and
cover a host of activities, from the agreement to the implementation
to the operationalization on the ground, to working with the part‐
ners, then the audit and evaluation function at the end. They are ro‐
bust. They are stringent. I am aware of the case you refer to. We
have been working with UNICEF, with the other programmers. We
have applied this system diligently across the board.
● (1830)
The Chair: Thank you.
Ms. Koutrakis.
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Ms. Annie Koutrakis: Thank you to our witnesses this after‐
noon.
I have two questions, Mr. Chair, and they are both to the Canada
Revenue Agency.
Recently there have been debates around the necessity of fines
and potential jail time for the small number of people who take ad‐
vantage of the CERB by submitting fraudulent applications.
Can a representative from the CRA comment on why it is impor‐
tant to include provisions that penalize and prosecute people who
abuse the CERB?
Mr. Ted Gallivan (Assistant Commissioner, Compliance Pro‐
grams Branch, Canada Revenue Agency): I think the first thing
to talk about is the word “fraud” and where we would apply these
measures and where we wouldn't. People who have made a mis‐
take, people who are confused, will simply be asked to repay the
funds. That's not really where we are focused.
We are focused on organized crime organizations, for example,
people who have taken advantage of data theft and ID theft. We've
heard reports of people who have gone into senior citizens' homes
and tried to take advantage of vulnerable Canadians, making claims
under those names.
Those kinds of incidents call for tougher measures. We are get‐
ting a lot of leads from Canadians. We ourselves have picked up a
number of cases where we are concerned. We need our own en‐
forcement mechanisms. Right now we have a number of joint oper‐
ations with law enforcement, with local police. We would like to
have our own powers at the CRA so we can pursue them ourselves.
Again, an important point to make is that these measures are for
the people operating at scale or taking advantage of the data of
many innocent Canadians.
Ms. Annie Koutrakis: Can you explain what type of mecha‐
nisms can be put in place to identify deliberate fraudsters, as op‐
posed to a well-meaning Canadian who is making a mistake?
Mr. Ted Gallivan: Right now the system was set up with con‐
trols in place around something like a change in bank account in‐
formation. We have certain flags right now that are picking up
claims or applications for this program by people who just yester‐
day had changed their direct deposit information. That seems suspi‐
cious, so we're able to ask questions. Right now, even without en‐
hanced controls we have a situation like that.
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We have other situations where we find one practitioner who has
4,000 clients, and 3,900 of their clients have qualified for the pro‐
gram. There could be an innocent explanation for that, but maybe
not. If that person is either inciting fraud or committing fraud on
behalf of 3,000 people, we think it's important to have a criminal
sanction at the end.

The other company is the Trans Mountain pipeline. The pipeline
is full and continues to be full, so COVID has no effect on its busi‐
ness. The expansion of the pipeline is going ahead because it was
deemed by the Alberta and British Columbia governments to be an
important project, so construction can continue, obviously with all
sorts of safeguards for COVID.

Criminal sanctions that are being sought are to deter people oper‐
ating at scale, because merely asking them to pay back the money
won't have the deterrent effect we need.

[Translation]

Ms. Annie Koutrakis: Mr. Gallivan, do we know how many
fraudulent cases there are? Do we have a number on that?
Mr. Ted Gallivan: No, and I think one of the questions, again, is
the definition of fraud.
There are a number of Canadians who, in all good faith, applied
for this program and are now realizing that they have to pay the
money back, and several hundred thousand have already paid it
back.
That's not who we're talking about. I can tell you that four or five
people who were already under criminal investigation by the CRA
and law enforcement for other reasons also chose to engage in
CERB fraud. In some cases, their communications are being inter‐
cepted, which is why we're aware of it. So there are a number of
cases where people who are involved in criminal activity have ex‐
panded that activity into the CERB space, and what we're trying to
do is to get the authority to respond accordingly.
● (1835)
Ms. Annie Koutrakis: Thank you.
The Chair: Turning to Mr. Barsalou-Duval, Xavier, are you
there?
There you are. Go ahead Xavier. Your mike is on.
[Translation]
Mr. Xavier Barsalou-Duval: Thank you, Mr. Chair.
My question is for the representative of the Canada Development
Investment Corporation.
Due to the COVID-19 pandemic, oil prices have collapsed. As a
result, investment in certain sectors will potentially be more diffi‐
cult, particularly the oil sands. Indeed, the break-even point in this
sector is quite high.
Mr. Carter, does this affect Trans Mountain, which is now owned
by the Government of Canada?
[English]
The Chair: Mr. Carter, I believe.

Mr. Xavier Barsalou-Duval: With regard to additional protec‐
tive measures, would it be possible to have a cost projection or an
update on the costs associated with the construction of this famous
pipeline? I suppose it will cost more than was originally planned.
Isn't that right?
[English]
Mr. Michael Carter: The cost estimate that was produced last
January was for $12.6 billion. So far, we don't see any likelihood of
an increase in that cost. At present, things are going according to
plan, and the pipeline should be completed by the end of 2022. Ev‐
ery indication we have is that the $12.6 billion number is still a
very sound number.
[Translation]
Mr. Xavier Barsalou-Duval: Thank you for your answer.
I must admit I'm somewhat surprised to hear that costs aren't ex‐
pected to go up. In fact, certain measures must be put in place, par‐
ticularly with respect to physical distancing and protective equip‐
ment for personnel. These extra precautions must certainly result in
additional costs and perhaps even additional delays for suppliers.
Workers need more time to complete their tasks and companies are
not as productive as they would like.
My next question concerns the Large Employer Emergency Fi‐
nancing Facility. Who will benefit from this program and what are
the terms and conditions of the program? I know a decision has
been made on this and it will be made public, but can you tell us
when the information will be released?
[English]
Mr. Michael Carter: Our intention is that as soon as loans are
made, we will announce those. I think there is a requirement that
the minister puts them to Parliament first—I'm not sure about
that—in which case they will go that way. If that is not the case, we
will publish them on our website, much the same as EDC does now
with its loan portfolio.
The Chair: This will be the last question, Mr. Barsalou-Duval.

Mr. Michael Carter: Thank you for the question.

● (1840)

We have two partly related subsidiaries in the energy business.

[Translation]

In one case, the government owns an 8.5% interest in the Hiber‐
nia oil field offshore in Newfoundland. It is still producing, and ob‐
viously prices are lower, so the revenue is lower, but it is still pro‐
ducing at full steam.

Mr. Xavier Barsalou-Duval: Thank you, Mr. Chair.
I'm glad to hear that, Mr. Carter, because I think it's important to
be transparent.

June 11, 2020

FINA-36

My last question concerns the air transport sector. I was wonder‐
ing whether there was any aid planned, or, at least, whether there
were ongoing negotiations with companies in the airline industry.
Is the government considering requiring air carriers to reimburse
consumers whose flights have been cancelled, even though this is
not one of its loan conditions?
I think people would be very upset to see the government helping
companies that don't pay back consumers and don't obey the law.
[English]
The Chair: I think that would go to the Department of Finance.
Is anybody there willing to take that question?
I don't know if it's one that the bureaucracy, the public servants
can answer. Does it have to go to the minister? Is anybody willing
to take a stab at it?
Go ahead, Ms. Dancey.
Ms. Evelyn Dancey (Associate Assistant Deputy Minister,
Economic Development and Corporate Finance Branch, De‐
partment of Finance): In respect of discussions with air carriers,
of course the large employer emergency financing facility program
is available to air carriers that meet the size threshold of that pro‐
gram. In respect of the issue of vouchers, that would be a matter
that is discussed outside the context of that program. That would in‐
volve government policy, government decision-making, were there
to be a movement from a regulatory or other perspective. We
wouldn't anticipate that being adjudicated through the lending pro‐
gram.
The officials or the minister best placed, I believe, to comment
on that issue would be the Minister of Transport and Transport
Canada.
The Chair: Thank you.
We are turning to Mr. Julian, followed by Mr. Cooper.
Mr. Peter Julian: I appreciate all the witnesses being here. We
hope your families are safe and healthy.
I have two comments and then five questions. I'll put them all out
and hopefully have—
The Chair: You only get five minutes to get the answers in, too.
Mr. Peter Julian: Yes, fair enough.
I have two questions for the Department of Finance and three
questions for Mr. Carter.
As a comment to CRA, I'm glad you put that out. These are all
elements covered under the Criminal Code already. The police can
already do a follow-up when it comes to systemic fraud or people
misusing social insurance numbers. I'm glad you have publicly said
that. That's very important.
My comment would be that we have publicly available informa‐
tion around the Bahamas papers, the paradise papers, the Panama
papers, the Isle of Man scam. No corporation has ever been
charged, let alone convicted. I think it's a bit rich to focus on wid‐
ows and students who may have inappropriately gotten the amount.
My questions are first for Mr. Carter.
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You mentioned Trans Mountain. The construction costs obvious‐
ly have to be revised. I'm a few blocks from Trans Mountain and
there's not a single person in the Lower Mainland who believes that
the costs will not be anything less than 50% higher than what
you're projecting. I think it's about time that Trans Mountain did a
revised construction schedule. My question is this: How much did
we lose on Trans Mountain, including interest payments last year?
In terms of the LEEFF program, I have two questions. First off,
how does CDEV intend to monitor executive bonuses and all of the
things that are supposed to be conditions around the LEEFF, such
as not to issue executive bonuses? What is the process in terms of
LEEFF loan forgiveness? We've seen a lot of loans that have turned
into grants and gifts in the past, even in January of this year. What
would be the process if a company just wanted their loan forgiven?
Is it the finance minister going to the board? Is it the board making
a recommendation?
I have two questions for the Department of Finance.
Could I have some clarity around the supplementary unemploy‐
ment benefits? There is still inconsistency about whether or not
somebody on the CERB can receive a SUBP. We're hearing from
other ministries that they can't. We heard from Finance that they
can.
Last, I have a question on ferries as designated organizations. I'm
thinking of BC Ferries. Where are we in designating ferry compa‐
nies as organizations that are able to obtain the wage subsidy?
Thank you very much.
The Chair: I don't know whether we'll have time to get through
it all, but we'll go to Mr. Carter on the first couple of questions.
Mr. Michael Carter: Thank you, Mr. Chairman.
I'll answer them in reverse order.
There is no intention that any loans will be forgiven. Our man‐
date from the minister is that once we make a loan, we become
purely commercial, the same as a bank.
As for the second one, with respect to executive compensation,
there are limits put on executive compensation as a part of the loan
program, and those will be strictly enforced. They will be attested
to by the senior officers of the company and by the directors of the
company on an annual basis.
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As far as the Trans Mountain numbers are concerned, I don't
have them in front of me. Our annual report was put up on our web‐
site and was tabled in Parliament recently. I'd be happy to come
back to you with a written answer to that specific question.
● (1845)
Mr. Peter Julian: Thank you.
The Chair: If you could, Mr. Carter, that would be great.
I think the other question on supplemental EI benefits would go
to Employment and Social Development.
Go ahead, Mr. Ram.
Mr. Elisha Ram (Associate Assistant Deputy Minister, Skills
and Employment Branch, Department of Employment and So‐
cial Development): Good afternoon.
I think, as we have stated before this committee in the past, the
provisions of the supplemental unemployment benefit program that
exist under the employment insurance system do not exist for the
Canada emergency response benefit. Having said that, there is an
exception for up to $1,000 that people can receive from employ‐
ment or self-employment while they're receiving the CERB, and
that can include payments from employers that could be related to a
provision under our SUB program. I hope that's clear.
The Chair: Thank you, Mr. Ram.
Is somebody willing to take the question about ferries?
Go ahead, Andrew.
Mr. Andrew Marsland (Senior Assistant Deputy Minister,
Tax Policy Branch, Department of Finance): Thank you, Mr.
Chair.
I think the question relates to the definition of eligible entity. The
legislation effectively excludes corporations that are wholly or sub‐
stantially owned by the federal government, the provincial govern‐
ment or a municipality. To the extent that a ferry didn't fall into that
category, it would qualify to the extent that it does; it would not un‐
der the wage subsidy legislation. That's the overall policy. I'm not
sure that I understand in terms of where we are on that; that is the
legislative framework as it stands.
The Chair: We will have to end it there.
Your point, Peter, is that BC Ferries isn't eligible, correct? I'm not
quite understanding here.
Mr. Peter Julian: My point is that BC Ferries has applied to be
a designated organization in the same way that we have specialized
schools that were designated and are able to obtain the wage sub‐
sidy program. BC Ferries has done the same thing. Our understand‐
ing is that an application had been made to make it a designated or‐
ganization, and I understand that the answer is that this has not
been approved.
The Chair: It's information noted, and Mr. Marsland and others
can take that back.
We turn now to Mr. Cooper, who will be followed by Mr.
Fragiskatos.
Michael.
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Mr. Michael Cooper: Thank you, Mr. Chair.
I want to ask a couple of questions about the LEEFF program.
First of all, the minister, in his testimony before the committee
earlier today, indicated that there had been some uptick. I am curi‐
ous to know what those figures look like in terms of the applica‐
tions.
Mr. Michael Carter: I think the minister was actually referring
to another program.
In terms of our program, we've been open for business for less
than three weeks now. We have received a few dozen inquiries. It
obviously takes time to get from an inquiry to an application to
making a loan. We have not yet made any loans.
I wouldn't expect that we would make any loans for another few
weeks at least because the negotiation of those kinds of loans does
take some time. It requires the co-operation of other lenders be‐
cause, as part of our security requirement, we want to be able to
share up to 20% in the security, which will require the other lenders
to agree to that, which doesn't happen overnight.
● (1850)
Mr. Michael Cooper: Have there been any applications?
Mr. Michael Carter: Yes.
Mr. Michael Cooper: Roughly how many?
Mr. Michael Carter: It's around 10 at this point.
Mr. Michael Cooper: That's all.
In terms of some of the eligibility criteria, is a company required
to sign onto the recommendations of the Task Force on Climate-re‐
lated Financial Disclosures?
Mr. Michael Carter: We have requirements in the term sheets
that companies file the information on what the government wants
companies to do in relation to how they get to neutral carbon emis‐
sions by 2050. This is a process that securities industries and the
government are trying to get all companies to do. We're making it
mandatory for companies that borrow money.
Mr. Michael Cooper: One of the concerns that I've heard about
the program is the presence of a government representative on a
board. Can you speak to when that observer would cease to be
present? Would it be upon the repayment of a loan?
Mr. Michael Carter: We have a right to appoint an observer. I
think in practice we would probably not appoint an observer in
most cases. I think it's there as a backup in case we have some con‐
cern about the particular company.
Back in 2009-10, the American government had a program for
the U.S. banks called TARP . They had the right to appoint an ob‐
server. In practice I don't know whether they ever exercised it, but
if they did, they certainly didn't exercise it very often. I anticipate
we will be in a similar situation.
Mr. Michael Cooper: What would be the circumstances or pa‐
rameters upon which an observer would be appointed?
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Mr. Michael Carter: We haven't worked those out yet. Most
loans would not be problematic. If there was a problematic loan, we
would want to look at what was causing those problems and we
might want to take some steps, such as appointing an observer.
The Chair: You have one last question, Michael.
Mr. Michael Cooper: Could you provide some clarity with re‐
spect to what constitutes having significant operations in Canada
for the purpose of qualifying?
Mr. Michael Carter: It is not something you can put an absolute
hard number on. ISED is doing sector reviews as part of this pro‐
cess, and I suspect ISED will have things to say in that area. It's
outside of our area.
The Chair: With that, we'll move to Mr. Fragiskatos. We'll then
have a couple of minutes each for Mr. Cumming and Mr. Fraser.
Mr. Fragiskatos.
Mr. Peter Fragiskatos: Thank you, Mr. Chair.
Thank you to the officials for appearing yet again today. It's very
much appreciated.
My question relates to CEBA and the inability of individuals
who use a personal account to access it. I'm trying to understand
why that has been an issue. What is the challenge with personal ac‐
counts? Why are they seen as problematic? I'm just looking for an
answer on that.
The Chair: Who wants to take it?
Mr. Halverson, go ahead.
Mr. Soren Halverson (Associate Assistant Deputy Minister,
Financial Sector Policy Branch, Department of Finance): The
issue with the personal account has to do with essentially what is
referred to as knowing your client. When a business sets up an ac‐
count as a business bank account, the financial institution they deal
with will go through a vetting process. They'll be looking at various
websites from an anti-fraud, anti-money laundering perspective,
looking at the specific name of that business, looking at the articles
of incorporation, looking at the beneficial owners and any connec‐
tions that business might have to malfeasance. It is the responsibili‐
ty of the financial institution to have a very good fix on what that
entity is.
It also knows that whatever transactions are happening in that ac‐
count are happening specifically in connection to the business ac‐
tivities. Again, from a money-laundering perspective, you have a
clear understanding of the cash flows and the relationship they have
to what are specifically business activities.
As you move to a personal account and individuals who are con‐
ducting business from a personal account, a couple of things hap‐
pen. One is you simply do not have the same association with the
business name as does the financial institution that has gone
through the vetting process. The process they go through in order to
get themselves comfortable with an individual involves a consider‐
ably more limited degree of scrutiny.
The other thing is that if you're looking at the account from a
transactions perspective, what you're likely to find is that there are
commingled transactions, where somebody may have been paying
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for a family dinner and then perhaps on other occasions they're us‐
ing the account for activities that are very focused on their business
purposes. It becomes, for practical purposes, impossible to disen‐
tangle those, which just goes to not understanding that entity quite
as well.
When it comes to the Canada emergency business account pro‐
gram, because the program was designed to move very, very quick‐
ly to make funding available to its recipients, it had to rely on cer‐
tain points that were very, very easy to validate. That was one of
the critical elements of its success in moving as quickly as it did. It
was really for that reason that, among other things, it needed to rely
on the fact of that existing business banking account.
● (1855)
Mr. Peter Fragiskatos: Thank you. I appreciate the technical
reasoning.
I asked about that, because I have heard from a number of con‐
stituents who use their personal account that they've obviously had
difficulties obtaining the support of CEBA, and they need it right
now. I know this matter is being looked at. The minister has been
very good on this and is seized with the issue, but I raise it on be‐
half of constituents, because they have worked hard. It has made
very good business sense for them to have a personal account rather
than a business account. They could not have predicted COVID-19.
They could not have predicted the requirement that our government
put in place with respect to CEBA privileging the business account
over the personal account. I just raise it because I have heard it a
number of times in the constituency. However, as I said, the minis‐
ter has been quite strong on this.
We as a government continue to adapt to fill in the gaps. We are
flying the plane and building it at the same time.
There is something else I want to ask, and this is for any official
who wishes to take it.
You would, of course, have seen the recent changes that were in‐
troduced by the CMHC when it comes to mortgage rules, and
specifically the lending requirements that are in place when it
comes to securing CMHC support for insuring mortgages. To what
extent is the Department of Finance concerned about household
debt and its potential negative impact on the economy?
I know this has always been a concern. It's been a concern in fi‐
nance. It was a concern on the part of the former governor of the
Bank of Canada, and that was pre-COVID-19. With COVID-19 and
its impact on the economy, I wonder if anyone from the Department
of Finance could speak to what this all means for household debt
levels that have seen Canadians already in a very difficult position
when it comes to making mortgage payments.
The Chair: Mr. Leswick.
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● (1900)
Mr. Nicholas Leswick (Assistant Deputy Minister, Economic
and Fiscal Policy Branch, Department of Finance): Obviously,
this has been highlighted as a key risk to the Canadian economy go‐
ing into COVID-19. I think the fundamentals are pretty clear to ev‐
erybody. Canadians were bearing a pretty heavy debt load in rela‐
tion to their income. Probably the best flagship measure is the debtto-income ratio that Canadian households carried into the crisis.
For fundamental reasons, we wanted to have a lower debt load so
that when we endured the crisis, Canadians would be able to
smooth their consumption effectively by taking on more debt. In
that position, we've endured the crisis. Notwithstanding some of the
very generous government support programs, Canadians are going
to have to take on more debt to fund not just their essential needs,
but some non-essential needs, such as paying insurance or putting
gas in their car. That debt level is going to creep higher.
Just on a nominal basis, there isn't some optimal level of debt for
any household to carry. I think we're probably overly fixated on the
number. In the same context, Canadians' ability to service that debt
will be relaxed with lower interest rates and longer amortization pe‐
riods or mortgage deferrals.
It's definitely something we need to keep our eye on. As we re‐
cover through this crisis there will be another crisis around the cor‐
ner, and the same expectation will be that Canadians will have the
opportunity to deleverage. Then, when they need to make ends
meet during the next crisis, they might have to take on more debt at
that point in time. It's something we always keep our eye on, but we
do it, I think, in balance with other vulnerability metrics.
The Chair: We will go a little bit over. We'll take a couple of
minutes for Mr. Cumming and a couple of minutes for Mr. Fraser.
James.
Mr. James Cumming: Thank you.
My question will be for the Department of Finance. I raised it
with the minister as well.
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cumstances, so perhaps I could ask the member to provide them to
us and we will take a look at them with the Canada Revenue Agen‐
cy.
Mr. James Cumming: Okay. I'll send that directly to you, Mr.
Marsland.
Do I have time for one more?
The Chair: You have time for a quick question, James.
Mr. James Cumming: Mr. Carter, this is a fairly new program
for your entity. How are you staffing up, or how are you putting a
management team in place to deal with the LEEFF loan program?
Mr. Michael Carter: We've done several things. We hired a
president who joined us just before the end of May. We have put
together a board of directors, which includes several experienced fi‐
nancial people headed by Sandra Rosch, who is an experienced fi‐
nancial executive.
In terms of employees, we are providing Canada Development
Investment Corporation employees, on a part-time basis, temporari‐
ly. We are relying primarily on financial and legal advisers we have
hired, and we are infilling behind that. We have hired three addi‐
tional people and we have plans to hire more.
How many we need depends to a large extent on how many loans
we end up putting out, which of course at this stage we don't know.
● (1905)

There's a specific example of a company that cannot get access
to the CEWS. In April, we raised the idea of having Finance look at
using different metrics for revenue calculation.

The Chair: Thank you. That's good information to have.

Specifically, this business receives a flow-through with insurance
premiums. It flows through, they make no margin on it, but it keeps
the revenues quite high. They really make their money on transac‐
tional...when there are claims. They make money off their claims
cost, which is a very small portion of revenue. As you can imagine,
with doctors' offices closed and the volume of claims going
through, it's gone down, but they still have to maintain all their staff
because they're able to do this.

Mr. Fraser, you'll wrap it up.

Would Finance consider in this case some different form of met‐
ric? This is a business that has really been hit hard because of the
lack of administrative fees, which are really the real revenue of
their business, not the flow-through on the insurance premiums.
The Chair: Go ahead, Mr. Marsland.
Mr. Andrew Marsland: I can't comment on a specific employ‐
er's circumstances. I would like to understand better the exact cir‐

Mr. Sean Fraser: Thanks very much, Mr. Chair.
My question is for Mr. Gallivan, to build on a previous response
he gave. It has to do with the recent additional powers to prevent
fraud in the Canada emergency response benefit.
The calls I was getting early on at the constituency office in‐
volved individuals who weren't aware that their EI claim was auto‐
matically going to be processed as the CERB claim; individuals
who maybe got an unexpected call back to work after they had ap‐
plied, or people who made a simple mistake and didn't realize they
weren't supposed to apply.
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It would be very helpful for you to confirm unequivocally that
those are not the people who will be prosecuted with the threat of
imprisonment but, as you said before, it will target individuals who
are running criminal organizations at scale. If you could add clarity,
I think the public would greatly benefit from that, to ensure those
honest mistakes are not going to be punished with the full weight of
the law.
Mr. Frank Vermaeten (Assistant Commissioner, Assessment,
Benefit and Service Branch, Canada Revenue Agency): Mr.
Chair, it seems that Mr. Gallivan has been disconnected.
Let me provide assurances that these measures would be for ab‐
solutely egregious cases, as Mr. Gallivan pointed out, organized
crime. We have absolutely no interest in those who have made mis‐
takes or have interpreted the attestation a different way. That's not
what this is about. This is for the egregious cases of scale where we
have individuals who are unequivocally trying to get the benefit il‐
legally. They're going after 100, 200 or 300 CERB payments. It's
that type of thing. Those kinds of egregious cases are really what
we're after. It's definitely not anyone who would make a mistake.
Mr. Sean Fraser: Thank you, Mr. Chair.
I have one final question.
Mr. Leswick, you suggested that some of these kinds of pro‐
grams will be responsive not only to this crisis, but to some poten‐
tial future crisis. I'm curious about one of the things we haven't re‐
ally dug into. We've had some conversations at this committee
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about the extension of existing benefits. We've not had many con‐
versations about the preservation of the structures that administer
these benefits should they be needed in some future crisis.
I'm curious if you have thoughts on what it would take for the
federal government to put structures in place that could be used au‐
tomatically to stabilize the economy in the future, should another
crisis of this nature arise.
Mr. Nicholas Leswick: I think a lot of lessons are to be learned
and obviously there will be, and I think I undersell it to say, a postmortem on what the crisis has taught us. Looking forward, struc‐
tural changes to things like employment insurance and what we've
learned around the interaction between the CERB and the self-em‐
ployed and even our operational capacity to stand up systems and
deliver benefits at this intense cadence, with CRA being front and
centre.... I guess that will be collected to make structural policy in
government going forward.
The Chair: Thank you.
As a reminder for members, the deadline for witnesses for the
general panel on June 18 is now noon, eastern time, on June 15.
I know every two weeks we see most of you folks. The new ad‐
dition this time is Mr. Carter. Thank you very much for taking the
time to give us the background information and for assisting Cana‐
dians as you all do your best to do. Thank you for appearing today.
With that, the meeting is adjourned. Thank you all.
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