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NAME: Office of the Superintendent of Real Estate Overview

BACKGROUND:

e The Office of the Superintendent of Real Estate (OSRE) was formed in October
2016 following legislative amendments to the Real Estate Services Act, which came
into force in September 2016.

e The legislative amendments expanded the powers of the Superintendent of Real
Estate to include new Rule making authority and more direct oversight of the Real
Estate Council of British Columbia (Council).

e The Superintendent’s function was formerly exercised within the Financial
Institutions Commission; a new dedicated and independent Superintendent was
appointed in the fall of 2016.

e In 2018/19, the office increased its complement of staff to 22 full time employees,
an increase of three FTEs from the previous fiscal year. The additional staff will
support the office in enforcing new developer reporting requirements related to the
implementation of the Condo and Strata Assignment Integrity Register (CSAIR).

ORGANIZATION OVERVIEW:

e OSRE is responsible for administering two major consumer protection statutes
regulating B.C.’s real estate industry: the Real Estate Services Act (co-regulated
with the Real Estate Council), and the Real Estate Development Marketing Act.

Real Estate Services Act (RESA)

o RESA establishes a regulatory framework for regulating the conduct of real estate
licensees, including real estate salespeople (commonly referred to as real estate
agents or realtors), rental property managers, and strata managers.

e New Rules made by the Superintendent came into effect on June 15, 2018, to
improve consumer protection by prohibiting dual agency and enhancing consumer
disclosures. These rules respond to issues raised by the 2016 Independent Advisory
Group on Real Estate Regulation in B.C. (IAG).

e The Superintendent is working in collaboration with the Council and the Ministry of
Finance on two maijor policy projects to strengthen protections for real estate
consumers. One of these projects is examining existing licensee ethical conduct
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requirements under the current regulatory framework and the other is reviewing the
role of managing brokers in the oversight of licensee conduct.

Real Estate Development Marketing Act (REDMA)

¢ In 2018, REDMA was amended to create the Condo and Strata Assignment Integrity
Register (CSAIR) to crack down on tax evasion and improve fairness and
transparency in B.C.’s real estate market. The amendments require developers to
collect and report information on all assignments of purchase agreements for condos
or other strata lots entered into on or after January 1, 2019.

o REDMA also establishes specific requirements for real estate developers when
marketing multi-unit development properties. Before a real estate developer can
offer, sell or lease a development unit in B.C., they generally must:

o Meet preliminary approval requirements;

o Adequately assure title, utilities and services;
o File and provide a disclosure statement; and,
Appropriately handle deposits, if any.

(@]

e OSRE has received and reviewed more than 1,500 disclosure statements and
amendments filed by developers under REDMA in 2018/19. This is the highest
number in more than five years. Disclosure statements enable consumers to make
informed purchase decisions.

¢ OSRE can investigate complaints and take regulatory action (e.g. issue a cease
marketing order or order the payment of an administrative penalty) against
developers who provide inadequate disclosure statements, mishandle deposits or
market developments without meeting legislated requirements.

BUDGET:
- e | e | mem | aem
Salaries and Benefits 1,022 1,849 2,203 3,097
Operating Costs 286 314 903 1,161
Other Expenses 14 205 7 551
External Recoveries (1,322) (2,367) (3,112) (4,808)
Total Operating Expenses 0 1 1 1

1. OSRE is designed to be fully industry funded.

2. 2015/16 budget actuals have not been included as OSRE was part of FICOM prior to 2016/17.
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ISSUE: Prohibition on Dual Agency

ADVICE AND RECOMMENDED RESPONSE:

e The Superintendent of Real Estate (Superintendent) introduced new
rules banning dual agency, effective June 15, 2018.

e The new rules include an exemption for remote and under-served
properties where it is impracticable for a consumer to receive alternate
representation.

e These new rules are designed to improve public confidence in real
estate transactions and real estate professionals as the rules ensure
that consumers can trust that any licensee they work with is solely acting
in their best interests.

e | am supportive of all changes that help protect consumers and the
integrity of our real estate market.

KEY FACTS:

e The Office of the Superintendent of Real Estate (OSRE) worked with counterparts at
the Real Estate Council of British Columbia (Council) and the Ministry of Finance’s
Policy and Legislation Division to develop new rules governing the conduct of
licensees providing real estate services in the province.

e The new rules address several of the recommendations of the Independent Advisory
Group (IAG) on Real Estate Regulation in BC and aim to enhance consumer
protection through a number of mandatory changes to licensee conduct and
practices. Key rule changes include prohibiting the practice of dual agency, except in
remote and under-served locations, and enhancing consumer education and
awareness by increasing mandatory licensee disclosures regarding representation
and remuneration.

e Since passing the new rules, the real estate regulator in Ontario (the Real Estate
Council of Ontario) has also called for a prohibition on dual agency with limited
exemptions. This call has been echoed by the Consumer Federation of America, an
association of more than 250 non-profit consumer groups in the United States.

e The Council is in the process of finalizing an implementation report examining the
extent to which the Council’'s mandatory forms, informational resources, educational
offerings and engagement with real estate professionals and consumers were
delivering the outcomes they were designed to achieve.
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BACKGROUND:

Additional Details on New Rules

e The Superintendent rules introduced in June 2018 are intended to enhance
consumer protections. The new rules:

o Enhance disclosures concerning licensee remuneration to provide sellers with
a better understanding of licensee financial motivations;

Ensure all mandated disclosures to consumers are done in writing;

Enhance disclosures to consumers concerning the various relationship
options available when working with a licensee, as well as the duties and
responsibilities of licensees to consumers;

o Strengthen consumer protection by creating a new disclosure warning the
public of the risks of using the services of a licensee when the licensee is
already representing a client in the transaction;

o Prohibit the practice of limited dual agency, with an exemption established for
remote and under-served areas of the province; and,

o Clarify how licensees must address conflicts of interest related to dual agency
where a licensee finds themselves working with multiple parties.

e The rules were originally scheduled to come into effect March 15, 2018; however,
the implementation date was pushed back to June 15, 2018 to allow for additional
time for licensee and consumer education.

¢ In developing the new rules, OSRE consulted with all 11 real estate boards, the BC
Real Estate Association, and commercial real estate brokers. Additionally, OSRE
undertook two, 30-day public consultations prior to publishing new rules, which
received almost 6,000 responses combined.

Dual Agency

¢ Dual agency, also known as limited dual agency, occurs when a licensee acts for
both a buyer and a seller, or for more than one competing buyers, in a single
transaction. The term “limited” is used because a licensee effectively contracts out of
some of their obligations owing to one or both parties in the transaction.

e The IAG recommended that dual agency be prohibited because it presents a
significant risk to consumers.

e Alicensee acting as a dual agent cannot act solely in the best interests of their
client, which is the primary fiduciary duty of an agent to their principle. Acting as a
dual agent thus impedes the ability of licensees to fulfill the fundamental fiduciary
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duties that agents owe to their principles and represents a critical conflict of interest
— an individual cannot be an agent for two parties that have opposing interests.

¢ Since coming into effect, industry has lobbied for an exemption to the rules for
commercial real estate transactions as well as clarifications related to the exemption
respecting remote and under-served properties.

¢ OSRE and RECBC continue to monitor the impact of the new rules on consumer

protection.
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ISSUE: Prohibition on Dual Agency

Question: Why doesn't the ban on dual agency distinguish between
residential and commercial?

Answer:

¢ The Superintendent introduced the prohibition on dual agency based on
the fundamental principle that a licensee cannot fulfill their fiduciary
duties while representing two or more clients with conflicting interests.
The same inherent risks associated with dual agency are present both in
commercial and residential real estate.

¢ Additionally, the overarching legislation governing the real estate
industry does not differentiate between commercial and residential
property.

o An exemption for commercial properties would require the delineation of
commercial transactions in the regulatory scheme, which is a departure
from the current model that provides equal protections for all consumers
regardless of property type.

¢ OSRE met with commercial real estate industry stakeholders who
indicated that dual agency is not commonly practiced in commercial real
estate transactions and that the prohibition would generally have little
effect on their current business practices.

e Regulatory tools are available to commercial real estate brokerages so
that the brokerage can continue to represent multiple clients in the same
transaction (designated agency).

Question: What considerations have been made to accommodate
rural and small communities under the new rules?

Answer:

o Rural and small communities were considered by OSRE when making
new rules on dual agency.
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« The new rules allow for an exemption for properties that are located in
under-served and remote communities where it is impracticable for a
consumer to receive alternate representation.

e This exemption was included in direct response to feedback received
from industry as part of OSRE’s consultation process.

e OSRE and RECBC continue to monitor the implementation of the new
rules and the impact on consumer protection.
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NAME: Real Estate Council of BC (RECBC)

BACKGROUND:

RECBC was established by the provincial government in 1958 under the Real Estate
Act.

In 2005, that Act was repealed and replaced by the Real Estate Services Act
(RESA), making RECBC a self-regulatory organization.

The Government amended RESA in 2016, ending self-regulation of the real estate
industry.

In 2017/18 RECBC transitioned to a Crown Agency with quarterly financial reporting
and an annual Service Plan.

RECBC currently has approximately 70 full time employees in four departments:
Legal Services and Compliance, Education and Licensing, Accounting and Audit,
and Operations.

RECBC is actively recruiting new staff to enhance its audit, enforcement and
investigative capacity and meet growing operational demands.

RECBC is fully funded from industry fees.

REAL ESTATE COUNCIL OF BC OVERVIEW

RECBC is a Crown agency with a mandate to protect the public interest by
regulating licensed real estate professionals and enforcing RESA.

RECBC is accountable to the Minister of Finance, and overseen by the
Superintendent of Real Estate, who in 2016 was granted rule-making authority under
RESA.

RECBC is responsible for ensuring that consumers who use the services of real
estate licensees are adequately protected against wrongful actions by the licensees.

RECBC determines and administers the education required to be licensed as a real
estate practitioner, enforces entry qualifications, investigates complaints against
licensees and imposes disciplinary sanctions under RESA.

RECBC licenses individuals and brokerages in three areas: real estate trading,
strata management, and rental property management.
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o RECBC has transitioned its financial reporting to align with government. As a result
of the transition in financial reporting, the fiscal year for 2017/18 was a nine month
reporting period to account for the change in fiscal year from June 30 to March 31.

o RECBC has published its second annual Service Plan, for 2019/20.

Governance of RECBC

e The amendments to RESA changed the composition of RECBC’s governing Council.
o Formerly, 13 Council members were elected by real estate licensees, and 3
members were public appointees.

e The Council now consists of up to 16 individuals appointed by the Lieutenant
Governor in Council.

¢ Both the Chair and Vice-Chair of the Council are appointed to their positions by the
Lieutenant Governor.

¢ The appointment of Council members by Government protects real estate
consumers and safeguards the public interest, by ensuring that the Council benefits
from a diversity of perspectives on regulatory and governance best practices, along
with industry expertise.

¢ Eleven new Council member appointments were made by Government in 2018, and
five Council members were re-appointed for terms of up to two years.

e The Council is chaired by Elain Duvall.

Role of Superintendent of Real Estate

¢ Amendments to RESA in 2016 expanded the powers of the Superintendent to
include rule making authority and more direct oversight of RECBC.

e The Superintendent can:
o appeal RECBC disciplinary decisions to the Financial Services Tribunal,
o require RECBC to:
» investigate a matter,
» issue notices of hearing,
= amend or repeal a bylaw or make a new bylaw,
» provide information on discipline matters,
= report on its activities and operations to the Superintendent, and
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TAB REC-1

» engage independent third parties to assess RECBC'’s operations and

activities.

Penalties

¢ As part of the amendments to RESA in 2016, discipline penalties increased to
$250,000 for individuals (from $10,000) and to $500,000 for brokerages (from

$20,000).

e These discipline penalties can only be applied to contraventions of RESA that take

place after September 30, 2016.

e The amendments also give RECBC the ability to order licensees to disgorge to
RECBC any profits from misconduct that takes place after September 30, 2016.

BUDGET:

($000) 2016/17 201718 2018/19 2019/20
Actual Actual’ Forecast Budget

Operational and Administration 3,704 3,247 8,372 9,843
Investigative 2,873 2,948 907 1,086
Other? 570 496 746 1,018
Total Operating Expenses $7,147 $6,691 $10,025 $11,947

1. Fiscal year 2017/18 is a 9 month reporting period to account for change in fiscal year-end from June 30 to March 31 to align with government reporting.

2. “Other” expenses include electronic communication (IT), post-licencing education grants, dues and subscriptions and memberships, and other various

items.
OPERATIONS:
2015/16 2016/17 201718 2018/19°

Number of Licensees 23,366 24,951 25,667 25,987
Number of Complaints 556 902 760 652
Frequency of complaints 2 4% 4% 3% 2.5%
Brokerages Inspected 257 272 242 173
Hearings Annually 6 8 7 11

1. This includes sales, rental property management and strata management.

2. The number of complaints investigated divided by the number of licensees.

3. All figures for 2018/19 fiscal year are current to December 31, 2018.
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LICENSING AND ASSESSMENT FEES:

TAB REC-1

Fee/Fine Name First time applicant Renewal applicant
Real Estate Compensation Fund assessment $300 $0
Errors & Omissions Insurance assessment $700 $700
Superintendent of Real Estate Licence fee $150 $150
Real Estate Council of BC license and assessment $550 $550
Real Estate Council of BC Application Fee $100 $50
Total Licence & Assessment Fee for Individual ! $1,800 $1,450
1. Fees are for a two-year licensing period.
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NAME: Partnerships BC

ORGANIZATION OVERVIEW

Partnerships BC (PBC) advises public sector clients how best to plan, procure and
deliver capital projects to foster innovation and quality, and to manage projects to be on
time and on budget, using various procurement models.

PBC'’s services include:

Project planning

Concept plan and business case development
Procurement advice and management

Design and construction oversight

Contract administration, and

Project communications support

PBC recommends the best procurement model for each project. Procurement models
include:

Partnership Models

e Public-Private Partnerships — long term (typically 30-years), fixed-price performance-
based contracts, through which a private partner is responsible for the design,
construction, partial financing and operation/maintenance of an asset. (Examples:
North Island Hospitals, Abbotsford Law Courts, Royal Inland Hospital)

¢ Design-Build-Finance — short-term fixed-price contracts where the private partner is
responsible for the design, construction and partial financing of an asset. The private
partner is paid based on progress with a significant hold back (construction financing)
which is paid once construction is complete and the asset is ready for service, with a
proof of performance period and a warranty period of a minimum of two years post
construction. (Examples: Evergreen Line, CRD’s Water Treatment Facility)

¢ Design-Build — short-term fixed-price contracts where the private partner is
responsible for the design and construction of an asset. The private partner is paid
based on progress during construction, with warranty periods of a minimum of two
years post construction. (Examples: Oak Bay Secondary School, Wood Innovation
and Design Centre)

Contact: Mark Liedemann Phone: 604-375-8947
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Other Procurement Models

e Design-Bid-Build / Construction Management — traditional procurement methods.
(Examples: BC Hydro’s Smart Meter Project, Liquor Distribution Branch warehouse
relocation)

Project Overview

In all procurement models used by PBC, the public sector owns the infrastructure and
maintains full oversight of the project.

To date, PBC has participated in 55 projects with a combined capital value of almost
$18 billion:

Healthcare: 23 projects (hospitals, ambulatory care and long-term care facilities)
Accommodation: 18 projects (K-12 education / advanced education, corrections)
Transportation: 10 projects (roads, bridges and transit systems)

Energy and Utilities: 4 projects (water treatment facilities, hydroelectric generating
station, biofuels processing and smart meters)

Current Projects in Procurement:

Pattullo Bridge Replacement
o The RFP was released on Feb. 14, 2019.
o Completion in 2023 is still expected.
o The Community Benefits Agreement will apply.
o Budget: $1.377 billion. (Design-Build-Finance)

Highway 91 to Highway 17 and Deltaport Way Corridor Improvements
o The RFP was issued on Feb.8, 2019.
o Total project completion scheduled for 2023.
o Budget: $245 million (Design-Build)

Broadway Subway
o The RFQ was issued on Feb. 15, 2019.
o Construction is expected to begin in 2020 and finish in 2025.
o The Community Benefits Agreement will apply.
o Budget: $2.83 billion (Design-Build-Finance)

Royal Columbian Hospital
o Phase 1 - Construction underway with expected completion December 2019.
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o Phase 2 and 3 — RFQ closing in March 2019.
o Budget, Phase 1: $259 million
o Budget, Phase 2 and 3: $1.1 billion (Design-Build-Finance)

¢ Eric Hamber Secondary School Replacement
o The RFQ closed on March 5, 2019.
o Construction is slated to begin in early 2020, and the school is expected to
welcome students in fall 2022.
o Budget: $79.3 million (Design-Build)

PBC Business Model

e Between 2002 and 2009, the B.C. government partially funded PBC operations
through annual operating grants. Since 2010, PBC has funded its own operations
entirely from fees charged to clients. Depending upon the specific services PBC
provides and the size and complexity of a project, PBC’s fees can range from less
than 0.5% up to 2% of the capital cost of a project.

o PBC works primarily with ministries and agencies of the Government of B.C., but has
worked for other Canadian jurisdictions including the Government of Canada, the
governments of Saskatchewan, Newfoundland and Labrador, Nunavut, the Yukon,
and municipal governments in B.C. The percentage of revenues earned from sources
outside the B.C. Government Reporting Entity for the last four fiscal years are:

2013/14 38.5%
2014/15 43.5%
2015/16 37.0%
2016/17 23.5%
2017/18 39.8% (higher than the last year due to TransLink engagements)

e PBC is an organization of 34 people, with offices in Victoria and Vancouver PBC
staff are engineers, architects and individuals with professional accounting and
financial qualifications who have extensive expertise and experience in planning,
procuring, financing and managing capital projects. PBC’s acting President and
CEO is Mark Liedemann (December 2018) and Dana Hayden (2014 appointment) is
Chair of its eight-member Board.
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TAB PBC-1

Budget
Partnerships British Columbia Inc.
Fiscal 2017/18 Actual, 2018/19 to 2021/22 Budget
(in millions of dollars except FTEs)
2017/18 2018/19 2019/20 2020121 2021/22
Actual Budget Budget Budget Budget
REVENUE
Fees for Senice $ 7.05 7.74 8.12 9.04 9.3
Other Revenues 0.20 0.14 0.39 0.40 0.41
Project Recoveries 2.08 1.85 2.65 2.68 2.70
TOTAL REVENUE 9.33 9.73 11.16 12.12 12.43
EXPENDITURES
Human Resource Costs 5.34 5.74 6.45 7.04 7.25
Professional Senices 0.14 0.28 0.27 0.28 0.29
Administration 1.29 1.22 1.30 1.34 1.38
Corporate Relations 0.01 0.04 0.08 0.06 0.06
Amortization 0.13 0.13 0.13 0.12 0.12
TOTAL EXPENDITURES 6.91 741 8.21 8.84 9.10
Project Recoverable Expenses 2.08 1.85 2.65 2.68 2.70
OPERATING SURPLUS $ 03418 047 % 0308 06118 0.63
Full Time Equivalents (FTEs) 32.0 35.0 370 370 37.0
Capital Expenditures 5 051 % 012]8% 0.07]5 0.04[% 0.05
Long-Term Debt 3 - 1% - |8 - |8 - 13 -
Accumulated Surplus $ 17.48 | § 17.95| 8 18.25| § 18.86 | § 19.49
Key Assumptions:
The budgeted financial information for fiscal years 2019/20 to 2021/22 was prepared based on the following assumptions and direction from the Shareholder:
1. Full Time Equivalents (FTEs) information is as at fiscal year-end, and is subject to change if there are revenue changes to current and likely engagements.
This staffing complement will allow Partnerships BC to maintain its core competencies and will also provide the Government of B.C. with sufficient expertise
to focus on its current and future capital projects.
2. There is no increase to Partnerships BC's charge-out rates to provincial clients in fiscal years 2019/20 to 2021/22.
3. Operating expenses for fiscal years 2019/20 to 2021/22 are developed on the basis of a zero-based budgeting exercise.
4. Capital expenditures for 2019/20 to 2021/22 are predominantly for network and employee computer hardware requirements. Computer software licenses
are renewed annually and are disclosed under administration costs.
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NAME: Capital Projects over $50 million involving Partnerships BC
(Budget 2019 — Budget and Fiscal Plan Document)

Partnerships BC (PBC) is providing / has provided support for the following
capital projects over $50M:

School districts:

e New Westminster Secondary
o PBC managed procurement. In June 2016, the new high school was

announced to be ready for the September 2019 school year. Completion is
now scheduled for May 2020 and ready for students in September 2020;
Project budget of $107M includes demolition of old school building.

PBC assistant vice-president is on the project board.

Budget: $107 million (Design-Build)

¢ Kitsilano Secondary School
o PBC managed procurement. The majority of construction was complete by

September 2017. Some items such as the gym were delivered later than
planned. Project achieved full completion in 2018.
o Budget: $65 million (Design-Build)

e Surrey School District - Expansion to Accommodate Enrolment Growth
o Inthe Jan. 26, 2017 Ministry of Education news release, PBC was named as
part of the executive project board being set up to bring 5,200 more student
seats to Surrey.

¢ Eric Hamber Secondary School Replacement

o Ministry of Education announced the replacement project in June 2018.

o PBC is managing the procurement. The RFQ closed on March 5, 2019. A
PBC project director will manage the project reporting directly to the steering
committee.

o Construction is slated to begin in early 2020, and the school is expected to
welcome students in fall 2022.

o Budget: $79.3 million (Design-Build)

Contact: Elizabeth Thomson Phone: 250-475-4670
Division: Partnerships BC Page: 10of3
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Health:
¢ Penticton Regional Hospital — Patient Care Tower
o PBC worked on the business case and managed the procurement.
o Construction on new Patient Care Tower substantially complete December
2018 and ready for patients spring 2019. Subsequent renovation phase
expected to be completed by 2021.
o Budget: $312 million (Design-Build-Finance-Maintain)

¢ North Island Hospitals
o PBC worked on the business case and managed the procurement.
o Service commencement reached on both hospitals in May 2017. Campbell
River Hospital opened September 2017. Comox Valley opened October 1,
2017.
o Budget: $606 million (Design-Build-Finance-Maintain)

¢ Royal Inland Hospital Patient Care Tower
o PBC worked on the business case and managed the procurement.
o Construction began in October 2018 and is expected to achieve full
completion in 2024.
o Budget: $417 million (Design-Build-Finance-Maintain)

¢ Royal Columbian Hospital
o Phase 1 - Construction underway with expected completion December 2019.
o Phase 2 and 3 — In procurement (being managed by PBC).
o Budget, Phase 1: $259 million
o Budget, Phase 2 and 3: $1.1 billion (Design-Build-Finance)

¢ Centre for Mental Health and Addictions
o PBC is a member of the project board.
s i . .

o Current budget: $101 million (Design-Build)

Other taxpayer-supported projects:
e Abbotsford Law Courts
o PBC worked on the business case and managed the procurement.

o In construction with completion expected in 2020.

o PBC assistant vice-president is on the project board and serves as deputy
project director supporting the ministry during design and construction.

o Budget: $157 million (Design-Build-Finance-Maintain)

Contact: Elizabeth Thomson Phone: 250-475-4670
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e Maples Adolescent Treatment Centre
o PBC managed the procurement.
o The facility opened January 2019.
o Budget: $75 million (Design-Build)

Transportation:
e Pattullo Bridge Replacement

o PBC worked on the business case and is managing the procurement.
Announced February 16, 2018. The RFP was released February 14, 2019.
Completion is scheduled for 2023.
The Community Benefits Agreement will apply.
Budget: $1.377 billion. (Design-Build-Finance)

@]
@]
(@]
(@]

¢ Highway 91 to Highway 17 and Deltaport Way Corridor Improvements
o PBC is managing the procurement.
o The RFQ close date was 01-Nov-2018 with the RFP issued on Feb.8, 2019.
o Total project completion scheduled for 2023.
o Budget: $245 million (Design-Build)

e Broadway Subway
o PBC worked on the business case and is managing the procurement.
The RFQ was issued on Feb. 15, 2019. PBC is managing the procurement.
Construction is expected to begin in 2020 and finish in 2025.
The Community Benefits Agreement will apply.
Budget: $2.83 billion (Design-Build-Finance)

@]
(@]
(@]
@]

Contact: Elizabeth Thomson Phone: 250-475-4670
Division: Partnerships BC Page: 30of3
File Name:  PBC Capital Projects Over $50 million
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ISSUE: BC Securities Commission Fine Collection

ADVICE AND RECOMMENDED RESPONSE:

s.13

KEY FACTS:

e The BC Securities Commission (BCSC) regularly uses its powers under the
Securities Act, such as freeze orders, to preserve assets before an investigation
begins and to collect on fines or return funds to victims. The BCSC also enforces
their fines using the same collections tools as judgements of the BC Supreme Court.

e The BCSC advises that of the $478 million in outstanding sanctions, approximately
73% ($356 million) relate to 11 cases, almost all of which involved fraud. Among
these 11 cases, proceedings against some of the individuals are underway but not
yet completed, while several others are in prison in other countries.

e |tis difficult to collect fines in cases involving fraud for a number of reasons —
individuals in these cases often:

o Have already spent investors’ money (even before the investigation begins) and
have few or no assets;

o Cannot be located;
o Have no legitimate business or income sources;

o Transfer property for nominal or no value to spouses, family or others or offshore,
to hide or shield assets; and/or

o Declare bankruptcy
Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265

Division: Policy and Legislation Division Page: 10of2
File Name: BCSC Fine Collection
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BACKGROUND:

e At the end of 2017 and the beginning of 2018, there were several media articles
criticizing low collection rates on fines by securities commissions across Canada,
including several local media articles about the BCSC.

e The BCSC'’s collection rates on its financial sanctions are low — at less than 5 per
cent.

¢ Recent efforts have resulted in improvements, including administrative penalties
against the “Bossteam” fraudsters that have resulted in an additional payment of
$4.8 million to the BCSC in fiscal 2017-18.

CURRENT STATUS:
$.12;5.13
s.13
Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
Division: Policy and Legislation Division Page: 2o0of2

File Name: BCSC Fine Collection
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ISSUE: Beneficial Ownership — Land Owner Transparency Act &
Business Corporations Act

ADVICE AND RECOMMENDED RESPONSE:

e As part of our 30-point plan we’re working to address hidden ownership,
tax fraud and to close loopholes in the real estate market.

o We've already updated the property transfer tax form, improved
information sharing with the federal government and launched Canada’s
first pre-sale condo register.

e On April 2", 2019, we introduced legislation to:
o Establish a public registry of beneficial owners of real estate.

o Require private companies to maintain a register of beneficial
owners in their records.

o We're working hard to return a fairness and transparency to B.C.’s real
estate market.

KEY FACTS:

e On April 2, 2019, the B.C. government introduced the new Land Owner
Transparency Act, based on feedback from public consultation as well as
amendments to the Business Corporations Act to deliver on its federal-provincial-
territorial commitment. Both actions address beneficial ownership.

¢ As the land owner transparency registry and the corporate beneficial owner registers
are new requirements in Canada, there are a number of complexities that were
addressed during the development of legislation including a number of important
public policy issues.
s.13

Contact: Joey Primeau, A/Executive Director Phone: 778 698-5263
Division: Policy and Legislation Division Page: 10of2
File Name: Beneficial Ownership - Land Owner Transparency Act
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BACKGROUND:

e The B.C. government’s 30-Point Plan for Housing Affordability released as part of
Budget 2018 announced that the government is “establishing a registry that will
contain information about beneficial ownership of land in B.C., administered by the
Land Title and Survey Authority. This information will be publicly available and will
be shared with federal and provincial tax and law enforcement authorities to assist
them in their investigations.”

e The 30-Point Plan also committed “to introduce legislative amendments to require
corporations in B.C. hold accurate and up to date information on beneficial owners in
their own records offices that will be available to law enforcement, tax and other
authorities.” This is also part of the Finance Ministers’ agreement to strengthen
access to beneficial ownership (December 2017).

e The proposed legislation was drafted to meet both commitments made in Point 9 of
the Housing Affordability Plan: “Taking Action to End Hidden Ownership”.

e A White Paper setting out key policy recommendations and including draft legislation
was released in June 2018. The government received feedback from interested
parties including the Canadian Bar Association, and the Urban Development
Institute, Transparency International, and the Law Society of British Columbia.

CURRENT STATUS:

¢ Ministry staff have finalized the draft legislation to implement both the Land Owner
Transparency Registry and the corporate beneficial owner register.

e Both pieces of legislation were introduced on April 2", 2019 and will be brought into
force by regulation at a later date.

Contact: Joey Primeau, A/Executive Director Phone: 778 698-5263
Division: Policy and Legislation Division Page: 2o0of2
File Name: Beneficial Ownership - Land Owner Transparency Act
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ISSUE: Cannabis Taxation

ADVICE AND RECOMMENDED RESPONSE:

e The federal and provincial governments kept cannabis taxes low to
support the objective of reducing illicit market activity.

e Early indications are that cannabis tax revenues are relatively modest.

e Cannabis tax revenues are expected to increase over the coming year
as additional retail licences are issued.

e BC has received revenue-sharing requests from local governments and
First Nations, but we need to understand costs and revenues for all
levels of government before we reach any decisions.

KEY FACTS:

e The possession and use of non-medical cannabis became legal on October 17,
2018.

e BC imposes its 7 per cent PST on medical and non-medical cannabis.
s.16; .17

o As of May 1, 2019, there are 31 businesses registered to collect and remit
PST on cannabis in BC. Before a business can be registered to collect and
remit PST on cannabis, we require the retailer to be licenced to make retail
cannabis sales (either federally, for medical cannabis, or provincially for non-

. . s.13
medical cannabis).
s.13

o All cannabis retailers are required to collect and remit PST on cannabis they
sell, even if they aren’t registered and/or are operating illegally. This is
consistent with the application of the PST for all BC businesses.

s.17
Contact: Christine Dawkins Phone:

Division: Policy and Legislation Division Page: 10of5
File Name:  Cannabis Taxation
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e BC also receives a 75 per cent share of the federal excise duty on medical and non-
medical cannabis. The federal excise duty paid by cannabis licensees (e.g.
producers), is the higher of $1 per gram or 10 per cent of the wholesale price paid by
LDB.

o BC has received approximately $3.4M in transfers from the federal
government under this arrangement, covering all cannabis transactions prior
to January 1, 2019.

o The first transfer from the federal government was approximately $1.3M and
was likely larger than subsequent transfers as the first share included duty
paid on large wholesale supplies made in anticipation of significant demand
beginning October 17, 2018. Subsequent transfers of just over $1M per
month are more reflective of current market conditions.

e The LDB applies a 15 per cent markup rate to cannabis it resells to licensed
retailers.

e Three provinces have committed to two-year federal excise duty revenue sharing
arrangements: Alberta ($11.5M over two years, or $2.60 per capita), Ontario ($40M
over two years, or $2.82 per capita), and Quebec ($20M over two years, or $2.38
per capita).

e As of May 1, 2019, BC has issued 21 cannabis retail store licences.

e BC has faced costs to:

o prepare the provincial regulatory framework for cannabis legalization;

o hire staff to administer the new Cannabis Control and Licensing Act and
Cannabis Distribution Act (e.g. licensing staff, investigations and enforcement
staff);

o establish LDB’s capacity to serve as the sole wholesale distributor of
cannabis;

o open online and physical BC Cannabis Stores for retail sales; and

o develop and deliver initiatives to maintain safe and secure communities.
e Local governments have faced costs to:

o prepare local bylaw and policy frameworks;

o monitor and enforce compliance with bylaws;

o scrutinize applications for retail licences (after review and referral by
provincial administrators);

o train and equip police for legalization; and

s.17
Contact: Christine Dawkins Phone:
Division: Policy and Legislation Division Page: 20of5

File Name: Cannabis Taxation
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o communicate with, and educate, citizens.

CURRENT STATUS:

o Early revenue statistics are challenging to interpret as the market is evolving.

e BC is reviewing cannabis-related costs and revenues for all levels of government.

s.17
Contact: Christine Dawkins Phone:
Division: Policy and Legislation Division Page: 30of5
File Name: Cannabis Taxation
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ISSUE: Cannabis Taxation

. s.13
Question:

Answer: PST applies across the board to ensure all consumers of cannabis have a

fair price. 13

s.13
s.13

This aligns with the federal
government’s application of GST as well as with other provinces’ regulations.

Question: Will you share revenue?

Answer: It's important to recognize that the BC government does not expect to retain
substantial revenues from legalization given the associated costs. We are working with
local authorities to understand their up-front and longer-term costs, along with any cost
savings. However, it's too early to comment on the specifics of how revenue will be
spent. We will continue to listen to local governments, Indigenous governments, and
stakeholder organizations as this emerging industry develops.

Question: Why did Budget 2018 include a forecast for revenues from
the federal cannabis duty while Budget 2019 does not?

Answer: Last year’s budget forecast federal cannabis duty revenue transfers of $50M
for 2018/19 and $75M for subsequent fiscal years. This forecast was prepared before
the full rollout of federal, provincial, and municipal procedures for non-medical cannabis
sales. We've now seen a delay in legalization from July to October 2018 and a modest
start to the licensed retail market. While Budget 2019 merged the forecast for federal
cannabis duty revenues with other transfers within the “other federal contributions”
amount, the numbers are unchanged from what we reported in the First Quarterly
Report for 2018/19: $10M in 2018/19, $38M in 2019/20, and $68M in 2020/21.

s.17

Contact: Christine Dawkins Phone:
Division: Policy and Legislation Division Page: 4o0of5
File Name: Cannabis Taxation
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Contact: Christine Dawkins Phone: s17
Division: Policy and Legislation Division Page: 5of5
File Name: Cannabis Taxation
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ISSUE: Catalyst Paper Corporation — Pension Agreement, Guarantee
and Order-in-Council

ADVICE AND RECOMMENDED RESPONSE:

e Since October 2018, government, Paper Excellence and Catalyst have
worked together to help support Catalyst’s continued operations, which
is the most effective way to protect the pensions of the Catalyst retirees.

e As part of this joint work, the government has:

o Entered into a Pension Agreement with Paper Excellence, its
subsidiary, CPE Investment, and Catalyst, which includes an
unconditional Guarantee from Paper Excellence and CPE
Investment of Catalyst’s obligations to the defined benefit pension
plan for its salaried employees, including in the event that Catalyst
becomes insolvent; and

o Enacted an OIC to prevent last July’s changes to the Pension
Benefits Standards Regulation from applying to the purchase of
Catalyst shares by CPE Investment, or to two corporate
restructuring actions Paper Excellence will take during the next two
years to transform the company to more commercially sustainable
operations.

e The Guarantee will allow the Catalyst pension plan to become a creditor
and make a claim against assets of Paper Excellence and CPE
Investment, as well as Catalyst’s assets, if Catalyst were ever to
become insolvent. This is an additional source of funding protection
beyond what is provided by the Pension Benefits Standards Act.

e These actions recognize that Paper Excellence has a long-standing
background in the pulp and paper industry in Canada, particularly in
BC.

250 387-9022/

Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264
Division: Deputy Minister's Office/ Policy and Legislation Division Page: 10f16
File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC
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e As aresult, | am pleased to say that Paper Excellence’s purchase of
Catalyst shares successfully completed on March 15, 2019 and | look
forward to a successful future for those companies.

KEY FACTS:

o (Catalyst Paper Corporation (“Catalyst”) operates three pulp or pulp and paper mills
in BC, located in Crofton, Port Alberni and Powell River, and a headquarters and
distribution centre in Metro Vancouver. Catalyst employs about 1,500 unionized
and non-unionized employees.

¢ In October 2018, Paper Excellence Canada Holdings Corporation (“Paper
Excellence”) announced its intention to purchase Catalyst’s shares through its
subsidiary, CPE Investment Canada Inc. (“CPE Investment”), subject to completion
of certain conditions.

e Paper Excellence is a BC-based company that manufactures and distributes pulp,
paper and paper-based packaging materials at mills located near Gibsons,
Mackenzie and Cranbrook and other locations. It is a privately held company
(owned by an international conglomerate) which, directly and through affiliates, has
close to two million tonnes of pulp production capacity through five operating mills in
Canada and two mills in France, and employs approximately 1,800 employees in
Canada. CPE Investment is based in Richmond.

e After purchasing Catalyst, Paper Excellence intends to restructure its holdings in a
commercially reasonable manner including:

1) dissolution of Catalyst Paper General Partnership (a BC general partnership

made up of Catalyst and Catalyst Pulp Operations Limited);
$.12;8.13; .21

Catalyst’s Pension Plan

o (Catalyst sponsors a defined benefit pension plan for salaried employees (the “Plan”)
that is registered under the Pension Benefits Standards Act (PBSA). The Plan has
about 1,100 members, 1,000 of whom receive average pensions of less than
$20,000 per year.

250 387-9022/

Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264
Division: Deputy Minister's Office/ Policy and Legislation Division Page: 20of16
File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC
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e Schedule 6 was added to the Pension Benefits Standards Regulation in 2012 to
improve the financial feasibility of the Plan and make its liabilities more acceptable
to a new investor in Catalyst (and its pulp mills).

e The Schedule exempts Catalyst from its normal funding obligations on certain
conditions and gives Catalyst flexibility to pay off the Plan’s funding deficit through
quarterly payments over 16 years, with a balloon payment due on June 30, 2028.
Otherwise, the required payment period would have been five years.

e The Plan’s 2012 solvency deficit was $116.2M (and about $42M as of the updated
2017 actuarial valuation report).

e In July 2018, Schedule 6 was further amended to take urgent action to prevent
Catalyst’'s assets from being sold and used in a manner that would not fund the
Plan, helping to ensure the pension entitlements of workers and retirees at Catalyst
would be more secure should company owners decide to sell or close one or more

of the three mills. At that time, government identified $:1% s-13: 814
$.12;8.13; .14

e The effect of the 2018 amendments is to make the balance of the 2012 pension
deficit immediately payable if Catalyst takes actions that would, in effect, inhibit its
ability to continue to operate as a going concern in its current form, or if Catalyst
becomes insolvent.

¢ In the absence of further changes, Paper Excellence’s purchase and post-
restructuring measures would breach certain conditions in Schedule 6, triggering
the requirement for Catalyst to immediately pay the balance of the 2012 pension
deficit into the Plan.

Government Actions

e Since October 2018, government, Paper Excellence and Catalyst have worked
together. Government supports the share purchase and post-purchase measures

based on $.12; 8.13; .21
$.12;8.13; .21
. , . 250 387-9022/
Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264
Division: Deputy Minister's Office/ Policy and Legislation Division Page: 30of 16
File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC
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e The government believes these measures support Catalyst’s continued operation,
which is the most effective way to protect the pensions of the Catalyst retirees.

e Consequently, the government has:

o Entered into a Pension Agreement among Paper Excellence, CPE Investment,
Catalyst and the Province which includes an unconditional Guarantee from
Paper Excellence and CPE Investment of Catalyst’s obligations to the Plan,
including in the event that Catalyst becomes insolvent; and

o Enacted an OIC that amends Schedule 6 so that the conditions in the Schedule
do not apply to the purchase of Catalyst shares by a subsidiary of Paper
Excellence before April 1, 2019, or to two post-purchase corporate restructuring
actions by Paper Excellence before March 15, 2021.

o The effect of the Guarantee will give the Plan the ability to become a creditor and
make a claim against assets of Paper Excellence and CPE Investment, as well as
Catalyst's assets. This is an additional source of funding protection which is not
available under the PBSA.

e On March 15, 2019, Paper Excellence completed the purchase of Catalyst shares.

Rationale

e The government’s actions are consistent with past announcements that it would

work with Catalyst to explore ways to continue its c;perationss'13

s.13

s.13 Paper Excellence has a long-standing background in the pulp and
paper industry in Canada, particularly in BC.
s.13

Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: ??g ggg:gggii

Division: Deputy Minister's Office/ Policy and Legislation Division Page: 40of 16

File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC
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s.13
o Before the sale of Catalyst shares to Paper Excellence, the Province was reliant
solely on Catalyst to deal with the funding obligations for its defined benefit plan
for salaried employees. After the share purchase, the Province will have both
Catalyst and Paper Excellence to deal with the solvency deficit — which is a
much stronger position than we have today.
s.13
$.13; 8.21
Stakeholder Interests
$.12;8.13

250 387-9022/

Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264
Division: Deputy Minister's Office/ Policy and Legislation Division Page: 50f 16
File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC

Page 33 of 570 FIN-2019-95532



TAB PLD-04

MINISTRY OF FINANCE
DEPUTY MINISTER’S OFFICE & POLICY AND LEGISLATION DIVISION
ISSUE NOTE

s.12; .13

e However, the government believes these measures support Catalyst’s continued
operation, which is the most effective way to protect the pensions of the Catalyst
retirees.

¢ As noted earlier, before the sale of Catalyst shares to Paper Excellence, the
Province was reliant solely on Catalyst to deal with the funding obligations for its
defined benefit plan for salaried employees. After the share purchase, the
Province will have both Catalyst and Paper Excellence to deal with the solvency

deficit — which is a much stronger position than we have today.
$.12;8.13

Recent media articles:
https://biv.com/article/2019/03/done-deal-paper-excellence-owns-catalyst
https://www.pulpandpapercanada.com/news/paper-excellence-completes-acquisition-of-
catalyst-paper-1100001627
https://www.cowichanvalleycitizen.com/news/paper-excellence-finalizes-deal-to-acquire-
croftons-catalyst-paper/

. . . 250 387-9022/
Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264

Division: Deputy Minister's Office/ Policy and Legislation Division Page: 60of 16
File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC
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ISSUE: Catalyst Paper Corporation — Pension Agreement, Guarantee
and Order-in-Council

1. What is the effect of this Order-in Council (OIC)?

This OIC amends Schedule 6 of the Pension Benefits Standards
Regulation so that the conditions in the Schedule do not apply to the
share purchase of Catalyst Paper Corporation (Catalyst) by CPE
Investment Canada Inc., a subsidiary of Paper Excellence Canada
Holdings Corporation (Paper Excellence) before April 1, 2019, or to two
post-purchase corporate restructuring actions by Paper Excellence
Canada Holdings Corporation before March 15, 2021. The share
purchase was finalized on March 15, 2019.

Without the OIC, these events would have triggered the requirement
under the Schedule for Catalyst to immediately pay the remaining 2012
solvency deficit in its Retirement Plan for Salaried Employees
(approximately $42 million as of 2017, when the Plan’s latest actuarial
valuation report was prepared).

Schedule 6 was added to the Regulation in 2012 to make the Plan’s
liabilities more acceptable to a new investor in Catalyst and its mills and
reduce cost pressures on the company after a 2012 proposed
restructuring arrangement under the Companies’ Creditors
Arrangement Act was defeated and Catalyst Paper began soliciting
offers for the sale of its assets.

Schedule 6 exempts Catalyst from its normal funding obligations, as
participating employer, for the Plan’s 2012 funding deficit of $116
million, on certain conditions. The Schedule gives Catalyst flexibility to
pay off the deficit over 16 years, with a balloon payment due on June
30, 2028. Otherwise, the required payment period would have been
five years.

If the Plan had been wound up in 2012 with a solvency ratio of 65.5 per
cent, the funded status, members would have received, at most, 65.5
Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: ??g ggg:gggii
Division: Deputy Minister's Office/ Policy and Legislation Division Page: 70of 16
File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC
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per cent of the value of their pensions. As of 2017, the Plan’s solvency
ratio had improved to 82.3 per cent. Members’ pensions would still be
reduced if Catalyst was unable to continue to operate and became
insolvent and the Plan was wound up. The purchase by Paper
Excellence improves the likelihood that members will continue to
receive their full pension entitlements.

2. What is the purpose of the amendments?

The purpose of the amendments is to support the sustainability and
solvency of the Catalyst Paper Corporation Retirement Plan for Salaried
Employees and the benefits of Plan members. Based on the
representations of the parties to the purchase by Paper Excellence
(through its subsidiary), the purchase supports the continued operation
of Catalyst’s mills in Crofton, Port Alberni and Powell River. The
continued operation of the participating employer is the most effective
way to protect the pension entittements of the Catalyst retirees.

3. Who asked for these amendments?

Catalyst and Paper Excellence asked for the amendments to Schedule
6 so that the share purchase of Catalyst by a subsidiary of Paper
Excellence and two post-purchase corporate restructuring actions by
Paper Excellence would not trigger the requirement for Catalyst to
immediately pay the balance of the 2012 solvency deficit.

As publicly announced, the October 5, 2018 agreement among Paper
Excellence, a subsidiary of Paper Excellence, and Catalyst provides
that, subject to the completion of certain conditions, the subsidiary will
acquire all the shares of Catalyst. The share purchase was finalized on
March 15, 2019.

250 387-9022/

Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264
Division: Deputy Minister's Office/ Policy and Legislation Division Page: 8of16
File Name: Catalyst Paper Corp - Pension Agreement Guarantee and OIC
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4. How will retirees and workers who participate in Catalyst’s
Retirement Plan for Salaried Employees be protected after these
amendments?

Schedule 6 of the Pension Benefits Standards Regulation continues to
protect Plan members by providing that, if Catalyst becomes insolvent,
whether or not it files for creditor protection or bankruptcy, the funding
relief provided is extinguished and the remaining amount of the 2012
solvency deficiency is due to the fund immediately.

This pension debt would also be the subject of a deemed trust under
the Pension Benefits Standards Act. The deemed trust would assist the
Plan in taking enforcement action.

In addition, Paper Excellence and its subsidiary, CPE Investment, which
now owns Catalyst, signed a Pension Agreement and Guarantee with
the BC government that provides the following additional protections to
Plan members:

e The Pension Agreement and Guarantee will activate the guarantee
payable by Paper Excellence and its subsidiary if the conditions in
Schedule 6 are triggered, including if Catalyst becomes insolvent.
The Guarantee is payable by Paper Excellence and its subsidiary
despite any court order staying proceedings in an insolvency matter.

¢ In addition, if Catalyst becomes insolvent, the Guarantee would allow
the Plan to execute its creditor claim against assets of Paper
Excellence and its subsidiary, not only Catalyst's assets. This is an
additional source of funding protection beyond what is available
under the PBSA.

e Finally, the Pension Agreement will trigger the requirement for
immediate payment into the Plan of the balance of the 2012 solvency

deficit in certain circumstances, separate from those in Schedule 6.
s.13;s.14

250 387-9022/
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5. Why did government enter into a Pension Agreement and
Guarantee arrangement, instead of having Paper Excellence pay
the remaining 2012 solvency deficit?

s.13

Paper Excellence has a long-standing background in the pulp and
paper industry in Canada, particularly in BC.

In the July and October 2018 announcements, government made it
clear that it would work with Catalyst to explore ways to continue its
operations that lead to longer term operational and financial
sustainability for Catalyst and the industry.

250 387-9022/

Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264
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o Before the sale of Catalyst to Paper Excellence, the Province was
reliant solely on Catalyst to deal with the funding obligations for the
Retirement Plan for Salaried Employees. Now, the Province has both
Catalyst and Paper Excellence to deal with the solvency deficit —a

much stronger position than we have today.
s.13

s.13; 8.21

6. How many members participate in the Retirement Plan for Salaried
Employees?
Approximately 1,100 members participate in the Retirement Plan for
Salaried Employees, of whom almost 1,000 are retirees who receive an
average pension from the Plan of less than $20,000 per year.

7. What is the funded status of the Retirement Plan for Salaried
Employees?
As of the most recently filed actuarial valuation report prepared as of
December 31, 2017, the Plan is in surplus on a going concern basis
(which assumes the Plan continues indefinitely), and the overall
solvency deficit had been reduced to approximately $43 million
(solvency ratio 82.3 per cent). The 2012 solvency deficit had been
reduced to about $42 million as of that date.

250 387-9022/

Contact: Doug Foster/ Cynthia Callahan-Maureen Phone: 778 698-5264
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Catalyst’s recent estimate of the solvency deficit as of October 31, 2018
was $33 million (solvency ratio 85 per cent).

By comparison, the solvency deficit in the 2012 actuarial valuation
report was about $116 million (solvency ratio 65.5 per cent).

The solvency status of the Plan is a hypothetical number that is based
on the actuarial assumption that the Plan winds up on the valuation
date.

8. How would pension entitlements be affected if Catalyst Paper
Corporation became insolvent?

If Catalyst is wound up in an insolvent position without funds available
to the Retirement Plan for Salaried Employees and the assets in the
pension fund are not sufficient to fully fund entittements, the Plan is
terminated, and funds are distributed to members in an amount that is
proportionate to the solvency ratio of the plan on the date of plan
termination. For example, if the termination report showed a solvency
ratio of 82.3 per cent, the solvency status of the Plan in 2017, members

would receive less than 82.3 per cent of the value of their pensions.
$.13; 5.14

9. Why were these changes needed at this time?

This OIC was needed before March 15, 2019, the closing date for the
purchase of Catalyst by a subsidiary of Paper Excellence, so that the
purchase would not trigger the regulatory requirement (created in July
2018) for Catalyst to immediately pay the remaining 2012 solvency
deficit in its Retirement Plan for Salaried Employees (approximately

250 387-9022/
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$42 million based on the Plan’s most recently filed actuarial valuation
report prepared as of the end of 2017). No authority exists under the
Pension Benefits Standards Act to retroactively change payment
requirements once they are due.

If the OIC had not been made, the immediate payment requirement
would have created a high risk that the share purchase would not
proceed, leaving Catalyst Paper owned by shareholders that are not in

the pulp and paper business Iong—terms'13
s.13

The continued operation of the participating employer of the plan best
supports members of the Plan in receiving the pensions to which they
are entitled.

10.Who is responsible for funding the Retirement Plan for Salaried
Employees?
Catalyst is responsible for funding the Retirement Plan for Salaried
Employees because it is the employer that sponsors the plan. The Plan
does not require employee contributions.

11. Will Catalyst still be the sponsor of the Retirement Plan for
Salaried Employees after the sale?
Yes. The sale is a share sale (as opposed to a sale of assets), which

means Catalyst will continue to exist as the participating employer of the
Plan.

12.What is the scope of Catalyst’s operations in BC?

Catalyst operates three mills in BC, directly and through subsidiaries:
the Crofton pulp and paper mill; the Port Alberni paper mill; and the
Powell River paper mill. It also has a headquarters and distribution

250 387-9022/
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centre in Metro Vancouver. In total, Catalyst employs about 1,500
unionized and non-unionized employees.

13.What do we know about Paper Excellence?

Paper Excellence is a BC-based company that directly and through
subsidiaries, manufactures pulp, paper and paper-based packaging
materials at mills located near Gibsons, Mackenzie, Cranbrook and
other locations. It is a privately held company (owned by an
international conglomerate) which, directly and through affiliates, has
close to two million tonnes of pulp production capacity through five
operating mills in Canada and two mills in France, and employs
approximately 1,800 employees in Canada.

14.Who supports these amendments?
$.12;8.13

15.Who opposes these amendments?
$.12;8.13

16.Why was the 2012 relief in Schedule 6 provided?

Schedule 6 was added to the Pension Benefits Standards Regulation in
2012 to make the liabilities of the Retirement Plan for Salaried

250 387-9022/
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Employees more acceptable to a new investor in Catalyst and reduce
cost pressures on the company, after a proposed restructuring under
the Companies’ Creditors Arrangement Act was defeated and Catalyst
began soliciting offers for its assets.

The 2012 relief gave Catalyst flexibility to pay off its $116 million
solvency deficit over 16 years, instead of the usual five-year period.
This allowed Catalyst to focus on its operations while still securing
pension benefits for its retirees and workers. The relief was requested

by Catalysts-12s.13
s.12;5.13

If the Plan had been wound up in 2012 with a solvency ratio of 65.5%,
members would have received, at most, 65.5% of the value of their
pensions. As of 2017, the solvency ratio of the Plan had improved to
82.3%.

17.Why were the 2018 amendments made to Schedule 6?

In July 2018, Schedule 6 of the Pension Benefits Standards Regulation
was amended based on government direction to take urgent action to
prevent Catalyst’s assets from being sold and used in a manner that
would not fund the Plan, helping to make the pension entitlements of
Plan members more secure should the company’s owners decide to sell
or close one or more of the three mills. At that time, government

identified s-12:5.13; .14
5.12;8.13; 5.14

The effect of the amendments is to end the extended payment period
for the 2012 solvency deficit and make the balance of that amount
immediately payable if Catalyst takes actions that would, in effect,
inhibit its ability to continue to operate as a going concern in its current
form, or if Catalyst becomes insolvent.

250 387-9022/
778 698-5264

Division: Deputy Minister's Office/ Policy and Legislation Division Page: 150f16
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ISSUE: B.C. Child Opportunity Benefit

ADVICE AND RECOMMENDED RESPONSE:

e To make sure every child has the opportunity to thrive Budget 2019
introduced the new B.C. Child Opportunity Benefit.

e The B.C. Child Opportunity Benefit replaces the BC early childhood tax
benefit.

e The B.C. Child Opportunity Benefit provides many families with
significantly more support and is available three times as long. Instead
of ending at 6 years old, the child opportunity benefit continues up to the
age of 18.

e The maximum annual benefit, at $1,600 for a first child, is more than
double the previous maximum benefit of $660.

e The benefit is designed to give more support to low- and middle-income
families.

¢ In total, the B.C. Child Opportunity Benefit will put nearly $400 million a
year into the pockets of hardworking families.

KEY FACTS:

e The B.C. Child Opportunity Benefit will replace the early childhood tax benefit
(ECTB) in October 2020, subject to the approval of the Legislature.

e 290,000 families will receive the new benefit.
e The maijority of families with children will be better off with this change.

e All families with children and family net income up to $80,000 will be better off with
this change.

¢ The child opportunity benefit will cost $380 million per year once fully implemented.

o This includes an incremental cost of $250 million in addition to the $130
million currently spent on the early childhood tax benefit.

e Because the benefit starts October 2020, only $125 million is recorded as a tax
expenditure for the 2020/21 fiscal year.

Contact: Richard Purnell Phone: 778-698-5864
Division: Policy and Legislation Division Page: 10of5
File Name:  Child Opportunity Benefit
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¢ The maximum benefit for one child is $1,600, compared to $660 under the ECTB.

e The benefit is in respect of all children under 18, whereas the ECTB was only in
respect of children under 6.

BACKGROUND:

e The ECTB provided an annual benefit of $660 per child to families with children
under 6. The benefit phases out between $100,000 and $150,000 of family net
income.

e There are currently an estimated 160,000 families receiving ECTB, with a total cost
of $130 million per year. This benefit will end after September 2020, subject to the
approval of the Legislature.

e The new B.C. Child Opportunity Benefit commences in October 2020. This benefit
will be available to all families with children under 18.

e The benefit is $1,600 for the first child, $1,000 for the second child and $800 for
each subsequent child. The benefit is reduced at a rate of 4 per cent of family net
income in excess of $25,000 until it is equivalent to $700 for the first child, $680 for
the second child and $660 for each subsequent child. The benefit is phased out at a
rate of 4 per cent for family net income in excess of $80,000.

e The phase-out range depends on the number of children in the family. For example,
a family with one child will have the benefit fully phased out at $97,500 and a family
with two children will have the benefit phased out at $114,500.

e The thresholds will be increased each year based on inflation.
e 290,000 families will receive this benefit.

o 260,000 of these families will be better off with the child opportunity benefit on
an annual basis.

o 280,000 of these families will be better off with the child opportunity benefit on
a lifetime basis.

e 65,000 families will be worse off on an annual basis, and 45,000 families will be
worse off on a lifetime basis.

e The total cost of the B.C. Child Opportunity Benefit is $380 million once fully
implemented. The first fiscal year of full implementation is 2021/22.

Contact: Richard Purnell Phone: 778-698-5864
Division: Policy and Legislation Division Page: 20of5
File Name:  Child Opportunity Benefit
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ISSUE: BC Child Opportunity Benefit

Question 1: What is happening to the early childhood tax benefit?

Answer:

e The early childhood tax benefit (ECTB) is being combined with the B.C.
Child Opportunity Benefit to form a single credit.

e The last ECTB payment will be in September 2020. The first B.C. Child
Opportunity Benefit payment will be in October 2020.

Question 2: When is this benefit starting?

Answer:

e Families will receive their first B.C. Child Opportunity Benefit payment in
October 2020.

Question 3: Why is the benefit starting in October 20207

Answer:
e The B.C. Child Opportunity Benefit is effective Oct. 1, 2020.

e We partner with CRA to implement many of our tax benefit programs
and that after consultation with CRA, it was determined that October
2020 was the earliest mutually agreeable time that the program could be
fully implemented.

¢ In the meantime, families will continue to receive the early childhood tax
benefit and will benefit from the elimination of MSP premiums on Jan. 1,
2020.

Contact: Richard Purnell Phone: 778-698-5864
Division: Policy and Legislation Division Page: 3of5
File Name:  Child Opportunity Benefit

Page 47 of 570 FIN-2019-95532



TAB PLD-05
MINISTRY OF FINANCE
POLICY AND LEGISLATION DIVISION
QUESTION AND ANSWERS

.13

Answer:
.13

s.13

¢ For families with one child, the benefit is fully phased out at $97,500 of
family net income. For families with two children, the benefit is fully
phased out at $114,500. With more children, the phase out is even
higher.

s.13

Question 5: How much is this program going to cost the government?

Answer:

e The B.C. Child Opportunity Benefit will cost $255 million in 2020/21 and
$380 million in 2021/22.

e When savings from the elimination of the early childhood tax benefit are
factored in, the net costs to the fiscal plan are $125 million in 2020/21
and $250 million in 2021/22.

Contact: Richard Purnell Phone: 778-698-5864
Division: Policy and Legislation Division Page: 4o0of5
File Name:  Child Opportunity Benefit
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Question 6: Why is the government making this change?

Answer:

e The B.C. Child Opportunity Benefit will put more dollars into the pockets
of low- and middle-income families.

e The early childhood tax benefit provided a much smaller benefit than
child benefits in Alberta, Ontario and Quebec, and was available for
families with children under 6. To help support families with the cost of
raising children, children up to 18 will be eligible for the B.C. Child
Opportunity Benefit. This is in line with other provinces and the federal
Canada Child Benefit.

e And we’re ensuring that support is focused on those who need it most —
from middle class British Columbians to those living in poverty.

s.13

Contact: Richard Purnell Phone: 778-698-5864
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ISSUE: Climate Action Tax Credit Enhancement

ADVICE AND RECOMMENDED RESPONSE:

s.13

KEY FACTS:

e The climate action tax credit is forecasted to cost:
o $234 M in the 2018/19 fiscal year, including a prior-year adjustment of -$1 M
o $267 M in the 2019/20 fiscal year
o $309 M in the 2020/21 fiscal year
o $352 M in the 2021/22 fiscal year

e Each incremental increase in the tax credit provides more than $40 M of support for
individuals and families.

BACKGROUND:

e The climate action tax credit (formerly called the “low-income climate action tax
credit”’) is a refundable personal income tax credit that was introduced in 2008 along
with the carbon tax.

e The climate action tax credit is designed to offset the direct carbon tax paid by low-
to modest- income families.

s.17
Contact: Chris Dawkins Phone:

Division: Policy and Legislation Division Page: 10of4
File Name: Climate Action Tax Credit Enhancements
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e In Budget 2017 Update, the climate action tax credit was increased to compensate
for the increase in carbon tax from $30/tonne to $35/tonne.

e Budget 2019 increases the climate action tax credit again to compensate for the
increases in carbon tax to $40/tonne, $45/tonne and $50/tonne in 2019, 2020 and
2021, respectively.

s.17

Contact: Chris Dawkins Phone:
Division: Policy and Legislation Division Page: 2o0f4
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ISSUE: CLIMATE ACTION TAX CREDIT ENHANCEMENT

Answer:

e Thanks to our increases, low and middle-income families of four will
receive up to $400 this year.
s.13

s.17
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ISSUE: Commercial Lending Capital Requirements for Credit Unions

KEY FACTS:

 B.C.s current capital requirements are based on risk-weighted assets, and a lower
risk-weighting means that a credit union can maintain a lower amount of capital in
relation to a loan. BC credit unions continue to seek changes to the risk-weighting of
commercial loans under the Capital Requirements Regulation. Of particular
importance to credit unions is the “commercial cap”, which they would like
eliminated in advance of the completion of the FIA/CUIA review.

e What the credit union sector refers to as the commercial cap is the double risk-
weighting applied to commercial lending above a certain threshold. Currently, BC-
incorporated credit unions must hold as capital 8 per cent of their risk-weighted
assets. Commercial loans up to a certain threshold (30 per cent of total assets) are
risk-weighted at a factor of 1.0. Prior to the recent amendments any commercial
loans passing the 30 per cent threshold were risk-weighted at a factor of 2.0.

e The 2017 amendment to the Capital Requirements Regulation reduced the risk-
weighting factor to 1.5 for the proportion of a credit union’s commercial loans that
exceed 30 per cent but do not exceed 35 per cent of the value of its total assets. A
risk-weighting factor of 2.0 remains in place for the proportion of commercial loans
exceeding 35 per cent of the value of total assets.

e Changes to capital requirements are also planned as part of the overall FIA/CUIA
review. The review will likely lead to the implementation of other, more
comprehensive changes to the capital requirements which may ultimately see the
commercial cap eliminated as a more sensitive, guidance-based approach to risk-

s.17
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weighting is adopted. Those more comprehensive changes will be implemented via
regulation and regulator-issued rules.

¢ The credit union sector has asked that if the cap cannot be eliminated entirely at
this time, it be raised to 35 per cent (i.e. commercial loans up to 35 per cent of total
assets would be risk-weighted at a factor of 1.0).

e The commercial cap has not been raised beyond its current level because
commercial lending is riskier than consumer lending. This is due in part to the fact
that commercial loans are generally larger than consumer loans, and as such, the
risk of default is more significant, but also due to circumstances which make
commercial loans at greater risk of default.

¢ While the credit union sector suggests that requirements for commercial lending in
BC are higher than elsewhere, that is not true. Some provinces do have more
relaxed requirements, however, some provinces, such as Alberta and
Saskatchewan, have hard caps, whereby credit unions simply cannot lend above a
certain threshold.

e Changes to B.C.’s capital requirements for credit unions must balance the need to
ensure the stability and solvency of the system and maintain consumer confidence,
while at the same time allowing for growth, competitiveness and innovation.

BACKGROUND:

¢ Current capital requirements under the Financial Institutions Act (FIA) restrict the
amount of commercial lending that can be undertaken by B.C. credit unions.

e A number of changes to the regulatory framework for credit unions are being
proposed as a result of the review of the FIA and Credit Union Incorporation Act
(CUIA). Included in the proposed changes is an update to the capital requirements
framework, which would largely be implemented through rules developed by the
regulator (the Financial Institutions Commission [FICOM]).

e Many credit unions have a strong interest in making more commercial loans. The
sector has therefore advocated for a more immediate change to allow for this;
however, making changes to the commercial cap without setting corresponding
higher overall capital requirements could significantly increase risk to the system.

CURRENT STATUS:

e The 2017 regulatory amendment making additional commercial lending more viable
is in force. The change was announced publicly through a news release.

¢ Inthe long-term, as a result of the FIA/CUIA review, it is intended that a
comprehensive new capital requirements framework will be introduced that uses a

s.17
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more modern model of risk-weighting, likely eliminating the use of a “commercial
cap”. This new model will be developed in close consultation with the sector.

¢ FICOM is already undertaking preliminary work so that they are prepared to make
changes to modernize capital requirements relatively quickly once they have rule-

making authority.

$.13; 5.16
s.17
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ISSUE: Commercial Lending Capital Requirements for Credit Unions

Question: What changes have been made to the capital requirements
for credit unions in advance of the completion of the FIA/CUIA
review?

Answer:

e A 2017 amendment to the Capital Requirements Regulation adjusted
the risk-weighting scheme used in the determination of capital
requirements to make increased commercial lending more viable for
credit unions.

e B.C.-incorporated credit unions must hold as capital 8 per cent of their
risk-weighted assets.

e Commercial loans up to a certain threshold (30 per cent of total assets)
are risk-weighted at a factor of 1.0.

e Prior to the amendment, after surpassing that threshold, any additional
commercial loans were risk-weighted at a factor of 2.0.

e For example, if a credit union holds a $100 million commercial loan that
is risk weighted at 100 percent (1.0), it must hold at least $8 million in
capital against that loan to satisfy the 8 percent minimum capital
requirement under the Capital Requirements Regulation.

e |f the same $100 million loan were risk-weighted at 200 percent (2.0),
the credit union would have to hold at least $16 million in capital against
that loan.

e This amendment will reduce the risk-weighting factor to 1.5 for the
proportion of a credit union’s commercial loans that exceed 30 per cent
but do not exceed 35 per cent of the value of its total assets.

¢ A risk-weighting factor of 2.0 remains in place for the proportion of
commercial loans exceeding 35 per cent of the value of total assets.

s.17
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Question: What are the requirements for commercial lending in other
provinces?

Answer:

e Some other provinces have lower capital requirements for commercial
lending, although most provinces have other restrictions on commercial
lending.

e For example, in Alberta, credit unions are limited in the amount that they

may lend to a single borrower and need regulatory approval to lend
above that amount.

s.17
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ISSUE: Cooperative Capital Markets Regulator

ADVICE AND RECOMMENDED RESPONSE:

o We believe there are opportunities for B.C. in Canada-wide approaches
to capital market protections and regulations.

o \We are working with our partners to develop a realistic timeline to
ensure it is done right and that our objectives are met.

¢ In the meantime, our government is focused on white collar crime, by
taking action to end hidden ownership and crack down on money
laundering.

KEY FACTS:
¢ In Canada, securities are regulated provincially — each province and territory has its
own regulatory authority for securities.

e B.C.'s decision to enter into the Memorandum of Agreement (MOA) relating to the
Cooperative Capital Market Regulator (CCMR) project was guided by the principles
that any cooperative regime must:

o respect constitutional jurisdiction,

o build on the strong foundation of the current system,

o improve enforcement, and

o be responsive to regional markets such as BC’s venture capital markets.

The Proposed Legislative Framework:

e The CCMR framework includes federal legislation (the Capital Markets Stability Act
(CMSA)), which addresses securities matters that the SCC indicated were federal,
such as systemic risk and criminal law powers, as well as substantively uniform
provincial and territorial legislation (the Capital Markets Act (CMA)), which
addresses securities matters under provincial or territorial jurisdiction, such as the
day-to-day regulation of securities.

¢ A jointly-created entity called the Capital Markets Regulatory Authority (CMRA) will
be established to administer all of this legislation.

Contact: Chris Dawkins Phone: 778 698-9401
Division: Policy and Legislation Division Page: 10of3
File Name:  Cooperative Capital Markets Regulatory System
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The MOA and the Council of Ministers:

e The MOA created a Council of Ministers to oversee the regulator once operational
and to oversee the transition.

¢ Certain CMRA decisions will be subject to a Council vote.

e The Ontario Minister Victor Fedeli is the current provincial co-chair. The federal
Minister Bill Morneau is the other co-chair.

The Capital Markets Authority Implementation Organization:

e To facilitate the transition to and implementation of the CMRA, a not-for-profit
corporation called the Capital Markets Authority Implementation Organization
(CMAIQ) was established in 2015.

o William (Bill) A. Black is the chair of the Board of Directors of CMAIO. Mr. Black has
served on several boards including the board of governors of the Bank of Canada.

¢ In November 2016, the Board of Directors named Kevan Cowan as Chief Executive
Officer of CMAIO and Chief Regulator of the future Authority. He will also be Chief
Executive Officer of the Regulatory Division of the Authority.

Stakeholder concerns:
¢ Investor advocacy groups have expressed opposition to the CCMR initiative.

e Despite its long-time support of a single Canadian securities regulator, the
Foundation for the Advancement of Investor Rights (FAIR) Canada, a non-profit
investor advocacy organization, has expressed concerns that the CCMR is not in the
interest of investors in its currently proposed form.

e The Canadian Association of Retired Persons has expressed the same concerns as
FAIR.

e FAIR Canada is critical of the proposed system’s lack of the following: an investor
office or investor advisory panel, an investor representative on the board of
directors, a statutory best interest duty, a prohibition on embedded commissions,
and a regime with financial incentives for whistleblowers.

Contact: Chris Dawkins Phone: 778 698-9401
Division: Policy and Legislation Division Page: 20of3
File Name:  Cooperative Capital Markets Regulatory System
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BACKGROUND:

e During the past several decades, a number of advisory groups have discussed the
potential creation of a single Canadian securities regulator.

¢ In 2010, the federal government prepared a draft Canadian Securities Act, which
would have created a single federal regulator. The Supreme Court of Canada
(SCC) ruled that the legislation as drafted was an unconstitutional infringement on
provincial jurisdiction.

e However, the court left the door open for “a cooperative approach that permits a
scheme that recognizes the essentially provincial nature of securities regulation
while allowing Parliament to deal with genuinely national concerns.”

¢ Inresponse to this decision, the federal government, British Columbia and Ontario
(later joined by Saskatchewan, New Brunswick, Prince Edward Island and the
Yukon) agreed to pursue a common capital markets regulator on a cooperative basis
and signed a Memorandum of Agreement (MOA) to this effect. This initiative is
known as the Cooperative Capital Markets Regulator (CCMR).

e In 2015, the government of Quebec referred questions on the constitutionality of the
CCMR initiative to the Quebec Court of Appeal, which ruled that a single regulator
as set out in the MOA is unconstitutional. This decision was appealed to the SCC.

e On November 9, 2018, the SCC ruled that the MOA and the CCMR initiative are
constitutional, but the Court also clearly said that each province and territory must

decide for itself whether it is a good idea to join. =13
s.13
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ISSUE: Employer Health Tax/MSP Elimination

ADVICE AND RECOMMENDED RESPONSE:

s.13

e Small businesses with payroll less than $500,000 will not pay any payroll
tax. Businesses with payroll between $500,000 and $1.5 million will see
the tax gradually phased in, and businesses with payroll over $1.5
million will pay the full rate (1.95 per cent).

B.C.’s EHT rate is the lowest among provinces with a payroll tax.

Contact: Christine Dawkins Phone:
Division: Policy and Legislation Division Page: 10of9
File Name: EHT and MSP Elimination
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KEY FACTS:
e The EHT takes effect for the 2019 calendar year.
e Businesses with payroll below $500,000 are exempt.

e Therefore:

o The majority (more than 85 per cent) of the approximately 400,000
businesses in BC will be entirely exempt.

o Less than 5 per cent of businesses will pay the full EHT rate.

e In 2019, MSP premiums are expected to generate $1.3 billion in revenue.

BACKGROUND:

s.13; .17

o Preferential tax treatment is provided to charities and not-for-profit organizations.
Charities and not-for-profits with payroll under $1.5 million will not have to pay the
tax. Those with payroll between $1.5 million and $4.5 million will pay reduced EHT.
The full rate will only apply to those with payroll over $4.5 million. In addition, the tax
will apply per location (rather than per business), providing charities further savings.

Contact: Christine Dawkins Phone:
Division: Policy and Legislation Division Page: 20of9
File Name: EHT and MSP Elimination
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CURRENT STATUS:
e On November 8, 2018, the Employer Health Tax Act received royal assent to
establish the EHT.

e The Act includes clear rules regarding the frequency of installment payments and
defining how payroll amounts are to be aggregated among associated businesses
prior to applying deductions and tax rates.

e The EHT is effective January 1, 2019.

BUDGET:
($ millions) 2019/20 2020/21 2021/22
EHT 1.571 2.580 2.752

¢ The Revenue Division, Income Taxation Branch (ITB) will administer the EHT and
incur the corresponding costs. This will include education and communication,
registration of taxpayers, processing of returns, the administration of tax filings,
compliance activities, the collection of outstanding amounts as well as the appeal
process, and systems support. Going forward, ITB will require additional resources
to administer the EHT, which includes a compliance component.

e Capital costs associated with the system development are estimated to be $3.859
M.

e For 2019/20, an estimated 12 FTEs are required, of which 3 are existing and 9 are
new incremental. This would increase by an estimated additional 10 new
incremental FTEs in 2020/21 and beyond (resulting in a total of 22 FTEs).

s.17
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ISSUE: Financial Institutions Commission Restructuring

ADVICE AND RECOMMENDED RESPONSE:

e |t's our job to make sure B.C.’s financial services regulator is modern,
effective and efficient.

e A 2017 review of the Financial Institutions Commission (FICOM)
recommended making FICOM a Crown to address a cascade of issues,
many stemming from longstanding market compensation inadequacies.

e That’s why last fall we announced our intention to establish FICOM as
an independent Crown agency. The legislation to establish FICOM as a
Crown (the Financial Services Authority Act) was tabled in the
legislature on April 4, 2019.

e The Crown agency model will better align the structure of the
organization with international standards and best practices.

e Modernizing this key provincial regulator is one way the B.C.
government is ensuring a strong, sustainable economy.

KEY FACTS:

¢ The Financial Institutions Commission is a regulatory agency of the British Columbia
Government. The Financial Institutions Commission is an appointed commission,
responsible for the regulation of credit unions, insurance and trust companies under
the Financial Institutions Act (FIA).

¢ Communications to FICOM staff about the proposed change to the structure of the
regulator have been initiated and staff have been informed that the Ministry of
Finance introduced legislation to establish FICOM as a Crown agency on April 4,
2019.

e A project team of cross-government and FICOM representatives has been
established to oversee the transition of FICOM to a Crown agency. The project
steering committee is comprised of executives within the Ministry of Finance, the
Public Service Agency, FICOM, the Ministry of Attorney General Legal Services and
the Public Sector Employers’ Council Secretariat. As well, a number of working

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
Division: Policy and Legislation Division Page: 10of5
File Name: FICOM Restructuring
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committees have been established to take on specific tasks related to the transition
(HR, IT, policy and legislation, finance, board governance, communications, etc.).

BACKGROUND:

e Currently, FICOM is responsible for the regulation of credit unions, insurance and
trust companies under the FIA.

e Historically, the Superintendent of Financial Institutions is also, by way of separate
appointments, the Superintendent of Pensions and the Registrar of Mortgage
Brokers. The Commission itself has no authority in connection with the regulation of
pensions or mortgage brokers and does not have any operational authority over any
part of the organization.

e Over the years, the appointed commission and all of the other supervisory roles
described above (as well as related staff) have come to be known as “FICOM”.

e The current structure of FICOM was largely put in place in 1990 with the
implementation of the FIA.

¢ While there have been numerous reviews of FICOM in the interceding years, no
substantive changes to the structure of FICOM have been undertaken. However, the
financial services sector has undergone significant change in the years since the
creation of FICOM and its structure has not kept pace with those changes.

s.13

e The proposed legislation will ensure that the B.C. financial sector regulator is able to
effectively regulate the pension, mortgage broker and financial services sectors in
B.C. to protect consumers from undue loss and unfair market conduct. The
proposed changes to the governance and structure of FICOM are intended to
ensure that its governance and organizational structure is clear, appropriate and
contributes to the overall goals and objectives of government.

e The new regulatory authority, to be named the BC Financial Services Authority, will
provide stability to and address high vacancy rates within the organization so that it
can successfully deliver its mandate to protect consumers from undue loss and
unfair market conduct.

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
Division: Policy and Legislation Division Page: 20of5
File Name: FICOM Restructuring
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ISSUE: Financial Institutions Commission Restructuring

Question: What changes to FICOM’s structure are being proposed?

Answer:
The proposed changes include:
e Establishing FICOM as a Crown agency;

¢ Including pensions and mortgage brokers in the Commission’s
mandate

e Providing that the Commission appoints the CEO of FICOM and the
statutory decision makers (Superintendent of Financial Institutions,
Superintendent of Pensions and Registrar of Mortgage Brokers).

Question: How does establishing FICOM as a Crown agency address
the problems with FICOM that were raised in its most recent review?

Answer:
.13

s.13 Further, the proposal will modernize the governance framework
established under legislation to meet current international standards that
suggest the regulator should be operationally independent, accountable,
transparent, and have adequate resources to carry out its work.

As a Crown agency, FICOM will be enabled to develop a market-specific
compensation framework, in accordance with PSEC guidelines, which will
help to address high vacancy rates and attrition pressures. The proposed

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
Division: Policy and Legislation Division Page: 30of5
File Name: FICOM Restructuring
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changes to the structure of FICOM are intended to provide stability and
address high vacancy rates within the organization and better align the
structure of the organization with international standards and best
practices.

Question: Have stakeholders been consulted with respect to this
proposal?

Answer:

Stakeholders (the credit union, insurance, trust, pension and mortgage
broker sectors) have been consulted with respect to the proposed changes.
Stakeholders, particularly those in the credit union sector, have long
expressed concerns about the structure of FICOM and its capacity to
effectively regulate the sector and are generally supportive of the proposed
changes.

Question: How will the new Crown agency be funded?

Answer:

Currently, FICOM is considered a $1,000 vote and is funded from the fees
paid by industry as required under the Financial Institutions Act, Credit
Union Incorporation Act, Pension Benefits Standards Act and Mortgage
Brokers Act. Government also provides an annual appropriation of $1.6M
to FICOM (this will end following FICOM's transition to a Crown agency).
Any funds unspent at the end of the fiscal year become part of
government’s consolidated general revenue and are unavailable to the
commission in future years.

As a Crown agency, the Authority will continue to be funded from fees paid
by industry; fees and other recoveries received (except fines) would be
paid to the Authority and used for the purposes of administering the

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
Division: Policy and Legislation Division Page: 40of5
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legislation. Unspent revenue will no longer go to government’s
consolidated general revenue but can instead be used to invest in the
organization. This will provide the Crown agency with an independent and
stable source of funding and responds to industry concern that the fees it
pays are not always used for the regulation of the industry.

s.13
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ISSUE: Financial Institutions Act (FIA) Review

ADVICE AND RECOMMENDED RESPONSE:

e People need to have confidence that they are being protected when
using financial services.

e That is why our government is completing an extensive legislative and
regulatory review of the sector.

e The review is considering the regulatory tools B.C. has to oversee credit

unions, insurers and intermediaries, and trust companies, and what
changes to the legislative and regulatory framework are needed.

e |'m thankful to everyone who provided comments on the second round
of consultation we completed last June.

e We are reviewing the feedback as we work on potential changes to the
regulatory system.

BACKGROUND:

e The Ministry released the FIA/CUIA review initial public consultation paper in 2015.
The initial consultation paper raised issues for discussion and consideration but did
not contain any recommendations.

e The purpose of the paper was to seek input from stakeholders in the financial
services sector, and other interested parties, for consideration as part of the review.

¢ More than 40 written submissions were received in response to the initial public
consultation paper.

e Submissions were received from the credit union system and individual credit
unions, insurance sector and intermediary organizations, trust companies, public
sector organizations, businesses, banking and other organizations, and individuals.

¢ Ministry staff met with a number of these stakeholders to discuss their submissions.

e A public report on the input received was released in 2016. The report and
stakeholder submissions are posted on the Ministry website.

CURRENT STATUS:

e The review of the FIA/CUIA is continuing but is entering its final stages. A
consultation paper which identified the proposed policy and legislative changes to

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
Division: Policy and Legislation Division Page: 10f9
File Name: Financial Institutions Act Review
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the FIA and CUIA was released in March of 2018 and was open for comment until
June of 2018.

The paper proposed a number of amendments to the FIA and CUIA, some of which
would have a significant impact on institutions and/or consumers. The paper also
included the proposed changes to the structure of the Financial Institutions
Commission (FICOM).

Overall, the changes proposed in the paper would modernize the FIA and CUIA,
enhance consumer protections, and help maintain public confidence in BC financial
institutions.

Feedback on the changes proposed in the consultation paper was used by Ministry
staff to prepare specific policy proposals for the consideration of government.

A Request for Legislation for the changes to the FIA/CUIA was approved by the
Sustainable Shared Prosperity Committee on November 19, 2018. Legislation is
being targeted for Fall 2019.

The FIA is a significant piece of legislation and a thorough review takes time. The
time that this review has taken is comparable to other significant legislative reviews
(e.g., the reviews of the Insurance Act and the Pension Benefits Standards Act).

The Ministry of Finance has undertaken significant consultation with the various
sectors (credit unions, insurance and trust) to ensure that any recommendations for
change would meet the Ministry’s goal of maintaining stability and confidence in the
financial services sector.

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
Division: Policy and Legislation Division Page: 20of9
File Name: Financial Institutions Act Review
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ISSUE: Financial Institutions Act (FIA) Review

Question: What are the key issues for stakeholders in the credit union
sector?

Answer:

e The key issues for the credit union sector include deposit insurance —
almost all credit unions would like to see unlimited deposit insurance
coverage retained — and what the sector refers to as the “commercial
cap”, which is the higher risk-weighting applied to commercial lending
above a certain threshold (30 per cent of the credit union’s total assets).

e The sector would like the commercial cap to be raised or eliminated prior
to the completion of the review and implementation of new standards.

e Government increased the commercial cap in 2017 but the sector would
like to see a further raising/elimination of the cap (if government moves
forward with adopting updated capital requirements for credit unions the
commercial cap will be eliminated, as a more sensitive, guidance based
approach to risk-weighting is implemented).

e The sector also wanted the preferential income tax treatment for credit
unions to continue/be made permanent; government restored the full
provincial preferential income tax treatment as part of the budget update
in September, 2017.

e Other issues of importance to the credit union sector include assurances
that that there will be statutory limits on FICOM’s powers, particularly as
FICOM transitions to a Crown.

e The sector is disappointed that the restructuring of FICOM is going
ahead of the proposed changes to the FIA/CUIA; however, the
restructuring of the regulatory authority is going ahead of the proposed
changes to the FIA/CUIA to allow time for the new regulator to stabilize
and prepare for the potential legislative changes coming out of the
FIA/CUIA review.

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
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Question: What are the key issues for stakeholders in the insurance
sector?

Answer:

e The key issues for insurers/insurance companies (which generally
operate across the country) are harmonization/consistency of regulation
across jurisdictions in which they operate and insurer self-assessment
privilege/protection of confidential information.

¢ Insurance intermediaries (agents/brokers) are interested in rebating,
financial literacy/earthquake awareness and exemptions.

e Exemptions are a significant issue for the insurance sector.

e Those operating under exemptions from various regulatory requirements
— generally because they are regulated elsewhere or selling insurance
incidentally only — wish to keep their exemptions, while their competitors
and insurance intermediaries generally want the exemptions (e.g., for
travel insurance, motor vehicles, financial institutions) removed, with the
Insurance Council given powers to licence and regulate these incidental
sellers of insurance.

Question: What are the key issues for stakeholders in the trust
sector?

Answer:

e The main issue raised by the trust sector was the provision of trust
services by unregulated individuals.

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
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Question: Will this review result in a major overhaul to the FIA/CUIA?

Answer:

e Changes to important parts of the framework including capital and
liquidity requirements are under consideration; staff are recommending
that Basel lll-like standards be adopted.

e The Basel lll-like standards will be implemented through FICOM rules,
which will be developed in close consultation with the sector but will take
time to implement.

s.13

o While the review will result in some significant changes, many sections
of the FIA/CUIA are likely to remain as-is or will only see minor
amendments.

Question: The second consultation paper proposed a number of
amendments to the FIA and CUIA. What are some of the proposed
changes?

Answer:

e Recommendations in the paper included changes that would modernize
the framework and enhance consumer protection. Topics included:

o]

O O o o o oo

Contact:
Division:
File Name:

Organization and structure of FICOM

Powers of FICOM

Capital and liquidity requirements for credit unions
Deposit insurance

Technological changes

Exempt sellers of insurance

Protection of confidential information

Long term disability plans
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Question: What changes to the powers of FICOM are being proposed
and why?

Answer:

e The paper recommends that FICOM be provided with the authority to
issue enforceable rules. The rules will require public consultation and
Ministerial approval.

¢ Allowing FICOM to issue rules is consistent with international standards;
rule-making is an important tool for regulators due to the flexibility of
rules and their ability to be adopted and amended in a timely manner (in
comparison with legislation and regulations).

Question: What changes are being proposed to capital and liquidity
requirements for credit unions?

Answer:
s.13
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Question: Are changes to deposit insurance being contemplated?

Answer:

Ministry staff are recommending that unlimited deposit insurance be
maintained for now. A limit to deposit insurance should not be introduced
at the same time that new capital and liquidity requirements are
implemented because this would impose multiple pressures on credit
unions and could precipitate a liquidity problem.

The paper notes that any future reconsideration of deposit insurance
coverage would require further review by the Ministry of Finance at that
time and would also include consultation with affected stakeholders,
FICOM and other interested members of the public.

Question: What technological changes are being recommended?

Answer:

Changes are recommended to allow businesses to make better use of
advancements in technology. For example, adopt reforms to credit union
member communication and AGM notice requirements to allow notices
to be sent electronically.

With respect to insurance, the paper recommended that the legislation
adopt a flexible legal framework that allows insurance to be sold online
while protecting consumers.

Question: The paper proposed that all sellers of incidental insurance
be brought under a restricted licensing regime. What does that mean
and why is it being recommended?

Answer:

Ministry staff are recommending that all sellers of incidental insurance

Contact: Joseph Primeau, A/Executive Director Phone: 778 698-5265
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(e.g., credit and travel insurance, vehicle and product warranties) be
brought under a restricted licensing regime. This would require the
business to have a license and would impose educational and possibly
other requirements on the individuals selling the insurance.

e Concerns have been raised by consumers and the media about
insurance products sold incidentally to other products. A restricted
licensing regime, like that now in place in Alberta, Saskatchewan and
Manitoba, would permit these products to continue to be sold but would
enhance consumer protection.

Question: Why did the paper recommend that legislation provide
privilege for the self-assessment programs of financial institutions
(credit unions, insurance companies, trust companies)?

Answer:

To regulate effectively, regulators need adequate information from
regulated entities. Under this proposal, the FIA will be amended to include
a provision protecting self-assessment documents prepared by financial
institutions (i.e., insurance companies, credit unions, trust companies) from
disclosure. This would facilitate candid self-evaluations. These documents
would also no longer be accessible under the Freedom of Information and
Protection of Privacy Act. However, the l<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>