Leave of Absence Monday, October 24, 1994

HOUSE OF REPRESENTATIVES
Monday, October 24, 1994

The House met at 1.38 p.m.
PRAYERS
[MADAM SPEAKER in the Chair]

LEAVE OF ABSENCE

Madam Speaker: | have granted leave of absence from today’s sitting to the
Member for Tobago West (Miss Pamela Nicholson), the Member for Chaguanas
(Miss Hulsie Bhaggan) and the Member for Caroni East (Miss Indera Sagewan).

PAPERSLAID

1. Report and accounts of the Telecommunications Services of Trinidad and
Tobago Limited for the year ended March 31, 1994. [ The Minister of Public
Utilities (Sen. The Hon. Barry Barnes)]

2. Report and accounts of the Telecommunications Services of Trinidad and
Tobago Limited for the year ended March 31, 1994. [Hon. B. Barnes]

Papers 1 and 2 to be referred to the Public Accounts (Enterprises)
Committee.

DEFINITE MATTER
(Urgent Public Importance)

Rice Farmers
(Grading of Paddy)

Mr. Sahid Hosein (Sparia): Madam Speaker, earlier today | sent you notice
of intention to seek leave to move the adjournment of the House to discuss a
definite matter of urgent public importance under Standing Order 12.

The matter relates to the decision by Government to grade paddy at this point
in time and the implications for rice farmers.

It is definite because paddy is being graded at the purchasing point at Carlsen
Field resulting in sharp losses to farmers.

It is urgent because this action on the part of the Government has created
unrest among the rice farming community. But this short-sighted and hasty action,
farmers’ lives have been thrown into fear, disarray and uncertainty. Only last
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week rice farmers blocked the rice mill at Carlsen Field for several days. This has
only added to the heightened state of tension and expectancy in the country.

It is of public importance because this grading, without putting in place the
necessary infrastructure and support systems, will have the effect of relegating
approximately 50,000 people who depend upon the rice industry to alife of abject
poverty and other social ills. Thiswill add in no small way to the social pressures
this country is currently experiencing.

The Government itself has acknowledged that this will take place and must
therefore implement a safety programme which will mitigate the effects of
grading paddy until the requisite conditions for grading take place.

| am satisfied that this matter ought not to await a Motion on the Adjournment
having regard to the national importance of thisissue. | would also state that | was
mandated to raised this issue by several hundred rice farmers.

| thank you, Madam Speaker.

Madam Speaker: | wish to advise the hon. Member that this matter does not
qualify as a definite matter of urgent public importance.

CORPORATION TAX (AMDT.) BILL

Bill to amend the Corporation Tax Act, Chap. 75:02, [The Minister of
Finance; read the first time.

DANGEROUSDRUGS (AMDT.) BILL

Bill to amend the Dangerous Drugs Act, 1991, [ The Minister in the Ministry
of National Security]; read the first time.

VENTURE CAPITAL BILL
Order for second reading read.

The Minister of Finance and Minister of Tourism (Hon. Wendell
Mottley): Madam Speaker, | beg to move,

That a Bill to provide for the establishment, regulation and administration
of the Venture Capital Industry and for related purposes, be now read a second
time.

First, let me put the Bill in the context of the economic policies that we have
been pursuing in Trinidad and Tobago.
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The Government has been following a structured approach to revitalizing our
economic interests and the first targets were to improve the macro-economic
framework of Trinidad and Tobago, to reduce the deficits, to have an improved
system of foreign exchange regulation, or in fact, itstotal elimination.

1.45p.m.

All of these factors are the precursors to satisfactory economic devel opment.
In themselves, they do not cause economic development, but if those elements are
wrong, then the prosperity of the nation cannot go forward. So, we first moved on
the macroeconomic frontier.

Then, we moved from that to something a little more specific; and we have
dealt with more micro issues, which are questions relating to trade. We have
recognized that the engine of trade is what has driven improvements in the
economies, especialy in the Far East, therefore, we set our agenda to re-engage
Trinidad and Tobago away from import substitution into the main drive of
international trade so as to revitalize our economy.

The third action in our economic programme is the clear recognition that
investments—a flow of investments—must lubricate and drive that economic
growth that we are expecting and, therefore, we set about changing many of the
laws that determine the rate and flow of both domestic and foreign investments.

Finally, we are setting about, through agencies like TIDCO and the NGC, to get
down to the nitty-gritty of investment promotion. So that we start with the very
broad and we focus and narrow it down until it becomes very micro and specific.
It isin the framework of investment improvement—Iegislative improvement so to
do—that this Venture Capital Bill, 1994 fits.

| serve notice to this House that it is just one in several pieces of legislation of
a similar nature that will seek to improve investment flows by revitalizing our
capital markets. Already before the House is the Companies Bill, shortly to follow
is the Securities Bill and then an Investment Promotion Bill. All of these designed
to especially improve the rate of inflow of investments outside the oil and
petrochemical sectors.

In this context, studies on Trinidad and Tobago, including those undertaken
by both the domestic private sector and the Inter-American Development Bank,
have identified, in this matter of investment flows, that equity financing is a
problem in Trinidad and Tobago as distinct from loan financing. It is a significant
factor limiting the growth of non-oil investments, but especially limiting the birth
of small businesses—the absence of equity investments.
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Furthermore, it has been shown by some of these studies that indeed there is a
bias in favour of loan investments, both culturally and traditionally, and also,
written into our tax code. Culturally and traditionally, businesses beat a first line
to the commercia banks for loan financing—often overdraft financing—in place
of what should, in fact, be equity financing in those businesses. That is almost
part of our cultural and business tradition in Trinidad, which is not necessarily so
in other countries. In fact, it works to the disadvantage of many businesses,
especially small businesses.

Also, built into our tax code, we seem to favour loan investments. We give
incentives to loan financing as distinct from investments in equity financing. We
are now seeking, through this particular measure and others to follow, to change
the weight more in favour of equity financing.

The evidence shows that while there is an availability of credit, the terms and
conditions of such credit—that is loan credit—exclude a number of potential
investors and that the small business sector is often viewed by the banks
providing loan finance as too high arisk for their purposes. Therefore, they will
tend to deal more with the established businesses and there is a terrific bias
against small businesses as they approach banks for loans.

The concept of venture capital signifies that the venture capitalist is someone
who is more patient and discerning an investor. It provides the needy enterprise
with a more stable base from which to expand its operations and attain long-term
viability. It iswell known that many businesses in their start-up and expansionary
phase cannot meet interest costs, therefore, if there is someone who is an equity
investor rather than a loan financier, he is prepared to wait without return in the
short run for possible return in the longer term. Venture capital funds can meet
this particular gap.

An adequate supply of finance to entrepreneurs is an indispensable lubricant
to investment in the economy. Accordingly, a modern financial sector must be
capable of mobilizing both domestic and foreign savings and channelling them to
the most productive projects, whether these projects emanate from the oil or
energy sector or the small business sector. It is the aim of this particular measure,
therefore, to strongly address the aims of the non-oil and smaller businesses.

Madam Speaker, it was, therefore, out of these concerns that in the 1993
budget, | promised to introduce a venture capital bill into this House. Members
may well ask: Why the delay? Much hard work has gone into the development of
this legislation. First of all, a committee was established under the chairmanship
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of Mr. Leonard Williams, who is now chairman of the Board of Directors of First
Citizens Bank, and they were asked to make recommendations, after
consultations, and propose a bill.

They prepared a draft bill and on reviewing this, and after consultations that
went outside of Trinidad and Tobago, it was felt that we ought to benefit from the
wider experience available to other countries which had successfully implemented
such legislation.

It was, therefore, in this context that we obtained technical assistance and
funding from the Inter-American Development Bank and consultants were
appointed to review the draft legidation that had been prepared under the
chairmanship of Mr. Willliams.

The consultants met with members of the local business community,
commercia banks, non-bank financial intermediaries, insurance companies, they
had long sessions with the credit union movement and the Small Business
Development Company, the TTMA and the Chamber of Commerce, and all
consultations were used in the preparation of the draft bill now before this House.

155p.m.

Madam Speaker, venture capital companies are formed for the purpose of
making equity investments in qualifying investee companies. These companies
may be considered relatively high-risk and therefore they promise a higher rate of
return through significant capital gains or dividend earnings. Venture capital
companies usually make investments for a specified period of time after which
they divest themselves of such investments, and reinvest the proceeds in new
Investee companies.

Because of the high risk normally associated with such investments, it is often
necessary to provide attractive incentives to investors in venture capita
companies to encourage them to take this necessary risk which, as | have pointed
out before, is so very necessary if we are to foster growth in promising new
businesses, especially small businesses. While investors in venture capital
companies may be usually financial institutions with surplus funds, it is often the
case as we found when we went abroad and did this consultation that, in addition,
many high net worth individuals invest in venture capital companies.

As | said, they are not hand-to-mouth people and, therefore, they are looking
to take some of their money to put in higher risk ventures which have the
potential of high dividends but especially of high capital appreciation in the long-
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term, and they are prepared to wait through the short term while these businesses
grow, which is not the case with a lender of money in the normal banking
circumstances. High net worth individuas are clearly targeted in this legislation,
especialy doctors—the Members for Tabaquite and Barataria as high net worth
individuals would be especially attracted to this Bill as to where they might park
their funds in the future. Madam Speaker, | have not excluded lawyers by any
means. | would especially hope that their funds, since they have sight of so many
investment opportunities would be appreciative of the venture capital framework.

Madam Speaker, it has been pointed out that there is a serious omission in that
| have not mentioned architects.

Permit me to outline some of the more significant features of the Bill. First of
al, and most importantly, an administrator is to be appointed by the President to
oversee the registration and de-registration of venture capital companies and the
issuance of equity capital of these companies, to approve the grant of qualifying
investee company status to those companies which satisfy the legal requirements
and to administer the incentives associated with this Bill. With respect to the
investee companies, the Bill clearly outlines the areas of operation in which
venture capital companies will be prohibited from investing. These are areas
prohibited: of lending operations, investments outside of Trinidad and Tobago
and investments in land, except where the land is specifically tied to an
Investment, such as a factory building which is sited on the land. Also prohibited
is the acquisition of securities.

Under the provisions of the Bill a venture capital company (VCC) must have
an initial share capital of, at least, TT $50,000 and an authorized share capital of
between TT $5 million and TT $20 million. We felt that this was an adequate
range to start with—$5 million may appear to be ceiling when contemplating
small businesses but when one looks at hotels one has to, perhaps, go higher; $20
million may be a more reasonable ceiling.

The objectives of the vcc must be limited by its memorandum and articles of
association to assisting the development of business by making permitted
investments and providing business and manageria expertise to investee
companies. Thisis a most important element in that the venture capital company
is standing there, not only as an investor in equity in the company but, sometimes
out of this concept of business incubator, it can stand there with the expertise of
its directors willing and ready to assist an infant company that has a brilliant idea,
but which may have some missing elements in al that it takes to become
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ultimately a successful business venture. So the venture capital company
contemplates this role of adviser aswell.

The Bill aso requires that any such investment be held for a minimum of five
years—we do not want, unless circumstances are unusual for there to be pressure
under five years to disinvest—and a maximum of 10 years.

It is felt that in the business cycle that is ample time for a business to mature
and for the venture capitalist to take out his capital gains and to reinvest in
another cycle in a new, supposedly, brilliant opportunity that arises. The concept
Is of revolving funds, nurturing and feeding new businesses as we go along.

Madam Speaker, it must be emphasized that vcc will not be allowed under
normal circumstances to invest in securities on the secondary market and their
investment in deposits in financial institutions or other short term securities will
be limited to a small percentage of their portfolio.

As | indicated earlier, the attractiveness of the venture capital investment is
usually enhanced by provisions of incentives intended to provide a more generous
yield to the investor. In other words, we are saying that there is risk out there and
we want these high net worth individuals and financia institutions and others, to
take that risk. The Government too, wants to share in that risk, because it is a
laudable purpose. The Government is now proposing to provide, in addition, tax
incentives for these venture capital companies and high net worth individuals to
invest in these companies so that they take that extra risk which has the potential
of great gain not only for them but also for the wider economy of stimulating
small businesses and useful new ideas which otherwise might not have come to
fruition.

Madam Speaker, through the medium of this Bill the Government is seeking
an amendment to the Income Tax Act to provide for tax credits to the original
purchaser of the shares in venture capital companies computed at the highest
margina rate of tax applicable to individuals in the year of income in which the
shares are purchased. In addition, another benefit, short-term capital gains
accruing to venture capital companies and al profits accruing to venture capital
companies, will be tax exempt.

Moreover, since tax credit to the investor is payable at the time the investment
Is made, Government has sought to safeguard its own exposure and to ensure that
the vcc's funds are channeled into appropriate investments as intended. We are
doing this but we are making sure that we try to channel at the same time, and not
have our intentions frustrated.
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Every vcc will, therefore, be required by law to establish and maintain an
investment protection account at any financia institution licensed under the
Financial Institutions Act, 1993. This is an important safeguard in order that our
tax credits are not misused.

2.05p.m.

The venture capital company would deposit into this account a percentage of
the funds raised for investment to the equivalent of the tax credit provided;
withdrawals from the account would not be permitted without the prior written
authorization of the administrator who is appointed by the President. Moreover,
such authorization would only be granted in cases where the administrator is
satisfied that the venture capital company is making, or proposes to make, a
genuine investment in a qualifying investment company.

Hon. Members, in most developed and developing countries that have been
successful in obtaining desired results, it has been shown empirically that the
venture capital industry has provided the impetus for such development. Here, it
is most significant that many Members on the other side would be aware that
some of the most successful modern day companies in the developed world have
had their start with seed money from venture capital companies.

| would name just two to give an example. One of the most famous, in terms
of absolutely stupendous success and rate of growth, from just a garage operation
and two or three persons, to literally, today, where thousands and thousands of
people are employed worldwide—and this happened within the last 10 years—is
Federal Express or Fedex. How many of you have used this particular company to
send bits of information all over the world?

Thisisacompany and there have been a host of companies that have followed
and found that spare parts for machinery and manufacturers can be flown in
overnight, so as to save manufacturing companies in places like Trinidad, the
necessity of having huge inventories of stocks of spare parts. Here is one example
of an enormously successful worldwide company that was started with venture

capital money.

Another company and, perhaps, even more famous that was started by venture
capital money, is Apple Computers. | think | need say no more about the pedigree
of the venture capital company and its success worldwide. What future success
stories lie ahead for Trinidad and Tobago?
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This Bill that is now before the House, would be followed later by regulations
which are being drawn up. At the moment, we have the assistance of this same
group of consultants. The regulations would deal with some of the details of
administration; where we draw the line on investee companies and questions on
how big the company would be. Those kinds of issues would form the details of
the regulations which would come before this House.

Madam Speaker and Members of this honourable House, as we continue to
work towards the establishing of the legal framework necessary to propel this
economy forward, this piece of legislation is very important. Only this morning
the hon. Minister of Trade and Industry was at a symposium dealing with the
development of the small businessmen in this country. This|egislation, along with
other measures, would form a useful band of instruments to promote the
development of small business and private investment in this country, which is so
necessary now that we have dealt with the broader macro issues to propel this
country on to growth and higher levels of employment.

| am sure that this piece of legislation would be successful and | recommend it
to this House.

Thank you.
Question proposed.

Mr. Trevor Sudama (Oropouche): Madam Speaker, this being the first
debate of the new session of Parliament, of course you would expect us to set the
tone. | tell you that this tone would be fast and one that would not let up against
the government for its misdeeds over the years; for its inadequacies and the sheer
incompetence with which it has handled the economy of Trinidad and Tobago.

| am told here that the Government takes a structured approach to the
development of the economy. First of all, it took a macro-economic approach and
| would deal with that a little later on, what this macro-economic approach
involves and how it has impacted on the people of Trinidad and Tobago. After
finishing with the macro-economic, he went to micro. | am afraid that he
mentioned the Member for Diego Martin Central, as the Minister of Trade and
Industry, in micro terms which is not a very bad designation, considering his
performance as Minister of Trade and Industry.

The Minister said that this concentration on trade as a micro issue meant that
trade was to be interpreted as the engine. He did not say the engine of what. Is it
the engine of growth? If it isto be interpreted as the engine of growth, given the
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patterns of trade which are being established, particularly during the last few
years, this engine seems to be working in reverse. Through the liberalization
policies of the Government, we are importing more and exporting less, in
percentage terms.

Asaresult of this greater importation and the liquidation of the manufacturing
and agricultural sectors and the other sectors which have given rise to greater
percentage imports, when you take the total level of trade, a greater proportion of
importation has been achieved, but at the expense of people in the manufacturing
and agricultural sectors. The Government may wish to deny it, but every day
when one reads the newspapers, it is retrenchment here and there.

Today, we have a manufacturing sector by and large virtually on its knees.
The Government is now going to introduce this Venture Capital Bill. Then, we
aretold that the Government has established certain companies like TIDCO to ook
into specific projects. | would like to know what these specific projects are.

The Minister of Finance said that—I am truly amazed after 33 years of PNM
Government—it took an IDB study to tell the PNM that equity financing is a
problem in Trinidad and Tobago and that the inclination is for businesses to
resort, in the first instance, to loan financing. We on this side have known this for
years. If we on this side knew it and the Government on the other side, with its
full bureaucracy, did not know it, then something has to be wrong.

2.15p.m.

My question is: How can you only discover this as a result of an IDB study,
and come here in 1994 to put a measure in place in order to facilitate, as you say,
greater equity financing in business development? How is that? Was it myopia
on the part of the PNM Government over the years? Was it a question of
incapacity or incompetence? Were they not understanding? Were they incapable
of analyzing the dynamics of the economy and the financial system in Trinidad
and Tobago, that they have suddenly discovered that equity financing in this
country is a problem, particularly for small and medium-sized businesses?

When we listen to what comes from the other side, the apology in the
statements from the Minister of Finance and others, you will understand why
Trinidad and Tobago isin such dire trouble. There is no gainsaying—and we have
repeated that on this side for years—that investment plays a critical rolein growth
and development, particularly in growth with development. There is a very, very
important and significant distinction in the question of growth with development.
It is not just a question of the volume of savings which is channelled into
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investment. It is a question of the composition of that investment. Why are the
funds invested? That is very important and | will talk alittle later about the role
of the banks. Is it for commercial investment? Is it for productive investment?
Will the investment be enduring and lead to sustainable growth and development?

If we want to transform the economy as we are all committed to doing—on
the other side merely by word of mouth, but on this side by our commitment to
the relevant policies to transform the economy of Trinidad and Tobago—then the
pattern of that investment in both the public and the private sectors is critical.
They cannot just talk about investment in the private sector without having the
required infrastructure in the public sector to encourage private sector investment
to take place and to give it its head. When we consider what the Government has
done with the infrastructure to encourage growth in the public sector, we will find
that the policies have been grossly inadequate and not at all relevant to the needs
and requirements of the Trinidad and Tobago economy, particularly in the last
few years.

What we do not have as Government policy is an overal investment
strategy—a framework which seeks to influence investment in certain critical
areas of the economy such as agriculture and agro-processing, manufacturing, and
particularly manufacturing which utilizes our own indigenous resources to a large
extent, the services sector and so forth. There is no policy to influence private
sector investment into these critical areas which, once done and the economy of
Trinidad and Tobago satisfactorily diversified, would have put the economy on
the path to sustainable growth.

It isfor that reason that you will understand that since 1982 and the fall in oil
prices, except for one or two years of aberration, we have virtually had a declining
rate of growth in Trinidad and Tobago, in which the PNM Government presided
over the majority of those years. They must have known that equity investment
was a problem in those long years. They must have known that we must have a
diversified economy. They must have known that they had to influence
investment in certain directions, where if the petroleum sector is on the decline,
then other sectors of the economy would have been able to increase its potential
and indeed take up the slack. They have done nothing.

We may well ask, if we are taking about agriculture, agro-industry,
manufacturing and services at the level of generdity: what are the specifics? |
want to tell the other side that those specifics will emerge in the UNC's manifesto
and programme in due course. We do not want to aert them beforehand. They
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have a way of stealing our ideas, but those specifics which will buttress our
economic programme, will be presented shortly because it is there that we will
decide who is serious and who is not about the development of the economy of
Trinidad and Tobago.

There is a culture which surrounds the question of investments—the Minister
alluded to part of it—which refuses to take risks, and this is a culture that has
been nurtured by this PNM Government during its three decades of office. It has
been nurtured, in that no attempt has been made to give people who have been willing
to take risks, and particularly the small- and medium-scale business, that incentive and
protection in order for them to advance and become viable organizations,

We understand that there is a way of thinking among the banks of Trinidad
and Tobago. They prefer to go in the area of commercia investment, for example,
to lend money to develop malls, not to sell locally produced goods, but to sell
imported goods. | have in mind Southland Mall, in the south of Trinidad, not too
very far from where | live. | passit every day; that iswhy it isin my mind all the
time. Can you imagine if we did not have this particular relationship between
individuals and banks and their access to financing, we would have had amost
$30 million—about $12 or $15 million on loan and when you add the interest it
comes to about $30 million—owing to various banks for acommercia investment
which went sour. Twenty cents in the dollar is recoverable so that means that
virtually more than three-quarters of that loan has to be written off. Imagine if
small- and medium-scale businesses had access to that level of funding! Even if
one had to forgive a sector of that as bad investments, but may have funded even
100 micro-enterprises from that kind of money, today Trinidad and Tobago would
have been better off, rather than one man benefitting, the Minister of Planning and
Development, from the debt forgiveness of this huge sum of money. You
understand, Madam Speaker, the structure of this economy, the structure of this
financial system and the role of the Government in nurturing that structure that we
have come to this very sorry task today that entrepreneurial activity is at a
minimum in Trinidad and Tobago.

2.25p.m.

We are told that the bank, by the nature of that kind of institution, has to get
into fairly safe kinds of investment. It will have a range of investments in which
it will engage, but by and large, given its deposit ratios that it has to maintain, it
cannot commit too much of its funding to risk long term investments as the case
may be, but it can permit a certain portion of its funding in that way. The fact is,
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that those who are able to access that portion of the funding perhaps are not
deserving people, but because of their special relationship with banks and those
who own and manage banks; and because of the special relationship with the
Government of Trinidad and Tobago, they are able to access this section of the
funding available from banks. Has that been to the benefit of the economy of this
country? Madam Speaker, | would hasten to add, no.

We talk about the deleterious effects of loan financing, and we do understand
that if the banks loan money, they must get it back, but the banks are very
discriminating about whom they push into bankruptcy and those whom they do
not. 1 will come to this whole question of how this Venture Capital Bill is going
to address these problems in a very constructive way.

In our present Stuation—and | mention this because this Bill envisages that when
venture capital companies invest in investee companies, between 5-7 years they
will be able to recoup their investment by putting back the shares that they held in
the investee company on the capital market. Which capitd market, Madam Spesker?

Thisiswhat this Venture Capital Company will be getting into, the generation
of new funds and then the application of those funds into certain investee
companies. Let me read from the Quarterly Economic Bulletin of June 1994:

“New funds generated on the primary capital market amounted to $392.3
million in the second quarter of 1994. The Central Government raised $367.3
million through an issue of development bonds...”

This is the kind of capital market they are relying on to make venture capital
companies a viable proposition in Trinidad and Tobago.

“...The government also utilized $19.8 million from a standing project
financing facility operated by a consortium of local financial institutions. The
only non-government borrower to enter the market in the second quarter was
PLIPDECO which raised a net amount of $5.2 million through a private
placement of bonds with a merchant bank. The actual size of the issue was
$55.2 million, but $50 million of this was used to refinance outstanding debt.”

When we look at this, the capacity and capability of the stock market to utilize
and to make these shares—

Mr. Valley: Madam Speaker, could the hon. Member give us information
concerning transactions undertaken in the secondary market? Obvioudly, that is
what we have to deal with if we are talking about selling in five to seven years.
The Member is speaking about the primary market which is quite different.
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Mr. T. Sudama: Madam Speaker, | would expect the Government to have
provided me with that information: What is the role and the volume of trading in
the secondary market, and furthermore, what are the prices at which that trade
takes place? It is anticipated that one of the advantages of this Bill is that people
will acquire capital gains as a result of this investment, which means that your
investment will accrue and will be of higher worth when it is eventually traded
5—10 years down the road. On what basis have they come to the conclusion that
that would be a viable opportunity in Trinidad and Tobago? Do we have the
infrastructure to enable the Venture Capital Bill, and what is undertaken in that
Bill, to be successful ?

Thereview of the stock market in the same Quarterly Economic Bulletin says:

“Equity trading on the stock market weakened further in the second
quarter of 1994 as the volume of shares traded fell from 27.9 million in the
previous quarter to 13.8 million...

Of the industrial sectors...the Manufacturing | and Conglomerates sectors
contributed most to the decline.”

These are the sectors of Trinidad and Tobago which one expects to lead the
way in the trading of shares and would facilitate the people who want to invest.
Here we have a declining stock market and a capital market which could only
support $5 million net in new capital and that is for a company like PLIPDECO
which is an established company in Trinidad and Tobago. Madam Speaker, we
are talking here about new companies the shares of which after five odd years will
now betraded. What is the possibility?

The other question we have to address is whether monetary and fiscal policy
in Trinidad and Tobago facilitates venture capital investment. If monetary policy
is such that there is an increasing interest rate, one will be pushing monetary
policy in the direction which rates of interest—whether lending or deposit rates—
arerising and, therefore, there is greater security in putting your money on deposit
with arising interest rate. At the same time, one has put a constraint on demand,
that your demand is declining as a result of fiscal policy. Which investor in
Trinidad and Tobago is going to take the additional risks in order to invest in a
declining economy where fiscal policy is pushing in the direction of lower
demand?

I will come to the question of international and external markets; whether
monetary and fiscal policy is working in the other direction towards facilitating
thiskind of risk capital investment.
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Members of this honourable House know our views on deficit financing and
that, of course, is totally frowned upon by the other side because of the
Instructions from Washington and elsewhere, but the relationship between deficit
financing and total demand in economy which will encourage investment has to
be established.

2.35p.m.

Our position on deficit as with the position elsewhere is that deficit per seis
not a bad thing in financing. The question is: What is the deficit used for? If that
deficit brings forth productive infrastructure and investment in the country then
there is absolutely nothing wrong, in our view, with a certain level of deficit
financing. It has been our position, it will remain our position, and will continue
to be our position when we form the Government of Trinidad and Tobago.

Hon. Member: Do not let Ryan fool you.
Mr. B. Panday: He fooled Mr. Robinson.

Mr. T. Sudama: Madam Speaker, we have a situation—and | am sure the
Government should ask itself: Do we have the mechanisms to channel savings
into productive investment in Trinidad and Tobago? Do we have the processes to
do that? We have a contradiction in terms. Here we have the banks saying that
there is liquidity in the banking system which the Government and the Central
Bank rush to mop up by raising the reserve requirement. Therefore, by doing that,
you hike up the interest rates and there are all the other influences in reduction of
the level of demand that is going on.

At the same time, there is an admission here today, as there has been over the
years, that there is an inadequacy of funds for investment, but there is liquidity in
the banking system, and the banking system is the main channel for the transfer of
savings into investments. So there is liquidity, but a shortage of funds for
investing in various types of risks. | do not know if they are aware that that
contradiction exists and what you do about that, if you are going to maximize
your investable funds in Trinidad and Tobago—the use to which your investable
funds are put.

Madam Speaker, this is part of the fiscal policy that the Government has
pursued over the years, part of which has reduced capital spending in the public
sector. That is the victim of first resort, not acknowledging that it is not so much
the level of capital spending—if you are going to reduce that—but more
important is the composition of that capital spending. In a situation where the
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economy is declining, my view of course, and our view on this side is that you
ought not to unduly reduce that capital spending component. That capital
spending component provides the infrastructure for private sector devel opment
and, therefore, the composition of that capital spending, capital budget in your
public sector, is critical in providing this framework that you said you want to
provide.

In 1993, that was 5.7 per cent of the gross domestic product—5.7 per cent of
the GDP went into capital spending in the public sector; public sector, capita
expenditure. You are telling the country that you are serious about facilitating
development.

Madam Speaker, why do we have low levels of national savings? The level of
national savings is aso critical if you are going to have that pool from which
investable funds will come. Our level of national savings in Trinidad and Tobago
Is a disaster. From 1983 to the present the average rate of national savings is in
the vicinity of 14 per cent. What policies has the Government initiated from 1983
onwards, to attempt to raise that level? It is from that pool that you want people to
take that money and put it in venture capital which will eventually find itself in
invested companies—14 per cent—but in other developing countries it is twice
that figure and in those countries which are moving ahead it is even higher. Yet
you take no responsibility for that very low level of the national savings rate.

Then the share of the GDP which is accounted for by capital formation,
whether it is in the public or private sector, is more or less the same figure of 14
per cent. While we have these very low rates, these intractably low rates of
savings on capita formation, we have the propaganda that we have the
turnaround. The turnaround is around the corner and we have put everything in
place and we are going to shoot out into the stratosphere.

Madam Speaker, | am dealing again with the context and the infrastructure. It
has been observed that these companies which are the beneficiaries of venture
capital, are young companies which utilize innovation and technology to a large
extent and their success—if they are going to succeed—is based on the
technological implementation and use of technology, their innovative capacities
and so forth. They want people to invest in these companies which will have a
great future, but when you ask the Government what is its science and technology
policy, does it have one? Does it have a policy to facilitate small- and medium-
sized businesses accessing relevant technology? | have not heard any statement
from this regime or its predecessors as to whether they have the science and
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technology policy and what it is. How is that geared toward assisting small- and
medium-scale businesses in Trinidad and Tobago? But they are relying on this
avenue for the success of these businesses which may benefit from venture
capital.

The point | am trying to make, is that we will al support the intent of this
Venture Capital Bill, but the road to hell is paved with good intentions as well.
We support the intent in theory, and the successes in other societies are well
known in theory. It is a laudable project. But the question has to be: Has the
infrastructure been laid in Trinidad and Tobago for this Bill to succeed, to bring
forth the numbers of investing companies which will benefit, the scale on which
they will benefit, and to make venture capita a viable source of funding in
Trinidad and Tobago? That is the question. And when you ask that question you
will see that the Government has not prepared us and the economy at al for this
and it is merely bringing a Venture Capital Bill in order to satisfy the foreign
institutions. Not that it is not useful and necessary, but bringing it at this point is
to put al these things in place so as to access the second tranche of the 1ADB
investment sector loan; that is why they are bringing it in at this point in time. If
they felt there was this great need for it, why did they not bring it in previous
regimes? Why did they not bring it in 19927 Why not? Because the timetable for
this has been set not by them, but by the multilateral institutions.

Madam Speaker, that question then relates to whether this Bill will succeed or
not in its objectives. What do we hope to achieve? One hasto ask the question: If
there are people who, possibly, want to risk their savings in certain kinds of
investment, what is preventing them from doing that now?

245p.m.

It seems to me the only advantage of this Bill is that in order to do that they
will get some tax incentives. Apart from the tax incentive element in the Venture
Capital Bill, what else in this Bill is going to "change the price of cocoa’ with
respect to getting more risk funding available in Trinidad and Tobago? | do not
know, | do not see it here. The Government is always providing framework. This
is like building a house but one does not know who is going to live in it. One does
not know who will avail themselves of this facility of venture capital because of
the inadequacy of the groundwork that has to be laid by the Government.

Before | go into the details of this Bill, there are two other questions | have to
raise. The Minister said the Regulations which will accompany this Bill are still to
be brought before this House. Madam Speaker, this is not a question of
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administrative detail, as | proceed to dissect this Bill clause by clause. The
guestion of the content of the Regulations is critical to an analysis and assessment
of the Bill. We do not have the Regulations here before us and, therefore, we are
in a very disadvantaged position in order to really determine the utility of the
measure before us.

This has been a habit of the Government. It wants you to approve the Bill and
say Regulations will come later on. In some cases Regulations never reach this
House. In some cases when the Regulations reach this House we are not able to
debate them or relate them to the provisions of the original Bill, which would
have gone six months or so beforehand.

| am asking the Government to desist from this practice of putting this House
and the Parliament at a gross disadvantage. If its Regulations cannot come here
before two weeks or a month, then it should defer this Bill until Regulations could
be placed in this House, together with this Bill. To pass this Bill without looking
at the details of the Regulations is to buy "cat in bag". This is what the
Government continually asks usto do in this House.

Madam Speaker, as | go through this Bill | aso have to ask whether the
Canadian experience is fully relevant. This Bill has been patterned on the
Canadian experience in British Columbia, | understand. Is that experience fully
relevant to the situation as it exists in Trinidad and Tobago? Oneis dealing with
an economy in Canada which is an established industrial, advanced economy
where the mechanisms for savings to reach productive investment are very well
established, the processes are clear, viable and effective.

There are high rates of savings, people with greater knowledge of the product
markets who are going to go into the kinds of investments we are thinking of, the
investee companies and the kinds of products they will produce. We are dealing
with a different situation. Now, to fully transpose that situation into the Trinidad
and Tobago context, is that fully justifiable? All the provisions of this Bill: are
they fully justifiable? This is something we have to question as we go through
this Bill.

Mr. Mottley: | apologize to the hon. Member, but | did not quite pick up the
train of his argument. | would ask that he repeat that last element of it.

Mr. T. Sudama: What | said is that when we look through the provisions of
this Bill, it is primarily patterned on the Canadian legidation—I think it is the
province of British Columbia. The question | asked was, is that legislation fully
relevant to our situation and condition in Trinidad and Tobago, given the fact that
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we have a different financial system, a different type of economy, different levels
of technology to deal with and the narrowness of our financial market and our
entrepreneurial class? Isthat fully relevant?

Madam Speaker, one of the questions we have to ask is whether, given those
who can access funds, those who have the confidence of people in Trinidad and
Tobago as financial managers, will this Bill in a way further influence and
encourage the dominance of the economy of Trinidad and Tobago by a few
groups? Will it do that? Those who are able to go into venture capital companies
and then utilize those fundings to nurture new companies; those who have the
knowledge of the markets of the financial systems—will those people who get
primarily involved in venture capital and the formation of these companies also be
the people who dominate the economy of Trinidad and Tobago at this stage? If so,
will the Venture Capital Bill, in fact, encourage and facilitate more and more
monopolizing? The Bill ought to work, as it has worked in other countries, to
diversify areas of interest in the economy, to diversify the economy itself; and to
create greater competitiveness in the system, but we wonder whether, in the case
of Trinidad and Tobago, it would not have the opposite effect.

Madam Speaker, let me go through some of the provisions of this Bill which
have caused us a little concern. | give warning that at committee stage, | will be
proposing some amendments, which | have not been able to get fully into written
form, but | will neverthel ess propose them at committee stage.

In clause 3 of this Bill, it says:

"(1) The President shall appoint a fit and proper person to be the
Administrator of venture capital companies upon such terms and
conditions to be fixed by the President.”

The President means the Cabinet, Madam Speaker, so the Cabinet appoints an
administrator of venture capital. [Interruption] The question we haveto ask is: to
whom is this administrator accountable? Is he a law unto himself? Having been
appointed by the President, that is, by the Cabinet, does he operate on his own?
He has the power to employ staff, to make rules and regulations; to de-register
venture capital companies, or re-register them, as the case may be, or suspend
their activities. He has enormous power under this law. Is that power to be
exercised with any form of scrutiny, whether parliamentary or any other specific
kind of scrutiny?

We feel that needs to be looked into and that the administrator has to be
accountable, because the administrator is not a department, as far as | am
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concerned. A department of government may come under the scrutiny of the
Public Accounts Committee, or if it isacommercial enterprise, under the scrutiny
of the Public Accounts (Enterprises) Committee. The administrator is neither;
therefore the administrator seems to be a man on his own who has been given any
amount of rope he needs by the Cabinet of this country.

Madam Speaker: The speaking time of the hon Member has expired.

Motion made, That the hon Member’'s speaking time be extended by 30
minutes. [Mr. K Jurai]

Question put and agreed to.
2.55p.m.

Mr. T. Sudama: Thank you, Madam Speaker.

The other question | want to raise, and | rely on my "bush law", so the real
lawyers in this House may be able to guide me—in clause 3(8) it says:

"Where a person appointed or employed under this section is or becomes a
shareholder in a venture capital company before or after his appointment or
employment, whether directly or indirectly, he shall notify the Minister in
writing of such shareholding and the Minister shall require that person..."

"shall"—compul sory.

"...require that person to dispose of such shareholding or interest within a
specified time."

Without talking about what is "specified time" which, | think, ought to
accompany regulations which should be before us so that we can assess the
reasonableness of this provision, the observation is that this is a mandatory
interference with the right to hold property. There is no discretion attached here.
Because if the fellow is an employee, whether directly or indirectly, he becomes a
shareholder. Now he may not even know if it isindirect that he is a shareholder in
aventure capital company and he is employed with the administration. Now heis
not given an option that he should either hold on to his shares or give up hisjaob. It
says he “shall”. If this is an interference with the right to hold property, the
guestion is whether this Bill requires a three-fifths mgjority in order to pass this
House.

| do not want to take this to the Privy Council. | would hope that this is
resolved before we reach there, but | would like to get the views of the Minister.
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Thereisalittle lack of clarity in clause 5 which says:

"The Administrator may register a company as a venture capital company
where heis satisfied that the company—

(@ isincorporated as a company under the Companies Ordinance;
(b) hasaname or description which includes the words 'venture capital’;

() hasnot previoudly carried on business;"

Now what does this mean, "has not previously carried on business'? Does it
mean it has not previously carried on business as a venture capital company, or it
has not previously carried on business of any description whatsoever? What
exactly does this clause mean? Because if it means that such a company has not
carried on any business whatsoever, it means that all venture capital companies
will be capital companies created de novo. Isthistheintent? Or isit intended that
you may have existing companies which have been carrying on business, but may
wish to create subsidiaries with which they may have an arm’s length association
and enter into the venture capital business? This may very well be financia
institutions, the banks and other institutionsin Trinidad and Tobago.

Now the question | want to ask is. Would these existing companies be
debarred under this clause from registering another company? [ Interruption]

Madam Speaker, for my legal advice and for other advice, | would not go to
the Member for Diego Martin Central, nor would any right-thinking Member of
this House.

You see, when you look at this clause, in association with the question of the
definition of who is an affiliate and who can be an associate, you would see that
some difficulty is likely to arise, and all we are asking for here is some
clarification.

Then as this clause goes down, it says here at 5(f) that to register as a venture
capital company one of the conditionsisthat it must have:

"...amemorandum of association that restricts the objects of the company to
assisting the development of business by—

(i) making investments allowed under this Act;

(if) providing business and managerial expertise to companies in which it has
made or proposes to make an eligible investment.”
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Does this mean that a memorandum of association of a venture capital
company can only have two objects? Because its first object has to be that the
company is authorized to make investments as permitted under the Venture
Capital Act. The second object is that the company is authorized to provide
business and managerial expertise to companies in which it has made or proposes
to make an eligible investment. Is that the intent of this clause? Becauseif that is
the intent, it may mean that this clause is rather too restrictive in its interpretation.

Then we look at the whole issue of development of business. What is the
development of business? This seems to be something that is at the discretion of
the administrator. He will determine what the development of business
constitutes. As | said, the administrator is under no obligation to be accountable to
anybody as to how he makes decisions on these very critical issues of the
conditions that are to be satisfied with respect to the creation and registration of
venture capital companies.

Then it goes on to say under clause 7(2):
"The Administrator shall in writing—

(@ notify the company of his intention to suspend or cancel its registration;
and

(b) give reasons and invite the company to show cause why the suspension
or cancellation shall not take effect within fourteen days of the receipt of
the notice."

Now when will the administrator know that the notice has been received? In
other words, from what day will this fourteen days—I am just looking at the
guestion of the skill and expertise displayed in the drafting of this Bill, and
whether the drafting makes the intent of the Bill clear. One would think that if you
want to talk about a certain period of time—specific time—you would talk about
the day of mailing of a registered letter, or if it is going to be sent by private
courier, the day that the company has signed as received. Nothing of the sort is
mentioned here. We do not know what receipt of a notice constitutes. Because he
has only fourteen days in which to respond. Now if he receives this notice after
the fourteen-day period in which you think he should have received it, what
happens then? He gets a cancellation of his registration as a venture capital
company without this being his fault at all. So | think this matter has to be
clarified.
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Furthermore, | believe that this question of cancelling the registration of a
venture capital company is not alight matter—it is not a light matter to just cancel
the registration of a company—there may be good reasons for cancelling. If we
know how the Government operates, there may be political influence in the
cancellation of a venture capital company's registration and we ought not to allow
the exercise of arbitrary power given to any functionary in the public service
system.

Therefore, the cancellation of the registration of a venture capital company
ought to be a matter that is subject to review. There must be mechanism placed in
this Bill which would enable the company that is so affected to avail itself of a
review. We cannot sit here and permit this kind of autocratic provision to be
included in abill.

The Bill further states that:

"Where the Administrator suspends the registration of a venture capital
company, he may—"

It is not mandatory of him.

"(@) in writing state conditions to be complied with by the suspended
company; and

(b) reinstate the registration of the company with or without conditions.”

How could the Government take such a drastic action to suspend registration
and then leave it to the discretion of the administrator that he may tell the
company that there are conditions to be complied with. | think that should be
mandatory. When one takes such serious measures to suspend a registration, then
| think it is mandatory that the company be told of the conditions that must be
satisfied, and then leave it to the discretion of the administrator as to whether that
company will be reinstated.

Otherwise, one can have a company to which the administrator could write
and say that its registration is cancelled and that is the end of the matter, with no
review under this legidation. That is the end of the matter, but it is at the
discretion of the administrator, if he wants to tell the company that, "Look, if you
satisfy such and such conditions, then you may be reinstated.” Why should that be
adiscretionary exercise of his power?
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Again, Madam Speaker, if | were to advert to what | regard as the very sloppy
legal drafting of this Bill, clause 8(3) states:

"The Administrator shall—

(& make the register available for inspection by members of the public
during normal business hours;

(b) provide copies of the register to members of the public,

at a place to be determined by the Administrator and upon payment by the
member of the public of afee to be prescribed by the Minister."

So are we saying that every time the register is to be made available the place has
to be prescribed; every time one wants to pay fees, the place will have to be
prescribed; every time one wants to give copies, the place is to be determined by
the administrator?

| would think that if this clause read:
"The Administrator shall make the register available for inspection...”

In any case, | will not go into this. | will raise it in the committee stage to give an
idea of what would be a better form of drafting to reduce the uncertainty and the
clumsinessin this piece of legidlation.

Madam Speaker, clause 9 is trying to get to the meat of the provisions of this
Bill.

"9(1) A venture capital company shall not carry on any activity other than—
(@ making €eligible investments;”

Eligible investment means an investment in the equity shares of a qualifying
investee company. We have not been told in the Bill what is the full definition of
a qualifying investee company. We have merely had prohibitions of what a
qualifying investee company ought not to do, but | will come to that later on.

The venture capital company can make eligible investments, then it can
provide business and managerial expertise to a qualifying investee company in
which it has made such investment. The question on this is whether this venture
capital company can provide that business and managerial expertise with or
without afee.

Asitishere, oneinterpretation isthat if the venture capital company charges a
fee for the provision of that business and managerial expertise it may be debarred
from so doing because it does not say with or without afee.
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This clause then goes on to say that the venture capital company shall make
permitted investments. Permitted investments means liquid reserves on deposit at
a financia institution. Now, | can understand the reason for this, that a venture
capital company may have funding available and it may not have the
opportunities to invest that in equity in an investee company. Therefore, those
funds have to be placed somewhere.

When those funds are placed somewhere, according to clause 30, the venture
capital company does not have the profits at its disposal from permitted
investments. So, the money cannot be given out to shareholders once it is a
permitted investment. | would have thought that if the Government wanted to
promote the object of this company, there are two things. Firstly, that there ought
to be aratio established between igible and permitted investments.

Permitted investments really do nothing except provide more funding for
financia ingtitutions. They do nothing to promote the objects of this Bill to
promote equity investments, but it is done as a kind of contingency measure to
have a place to put funds until such time as suitable investment opportunities can
be found.

Therefore, | think a ratio ought to be established that if the Government wants
to prevent people from putting money into venture capital companies or financia
ingtitutions on deposit and then availing themselves of the tax breaks under this
legislation, certain ratios will have to be placed in the Bill with time limits and not
leave aloophole there to be possibly abused.

Clause 11 states:
"(1) A venture capital company shall—

(@ within twelve months from the date of its registration, have and
maintain at least five hundred thousand dollars in paid-up equity
capital; and

(b) by the end of the third year after the date of its registration, have
and maintain at least one million dollars in paid-up equity capital."

This is what one might call chicken feed for the larger companiesin Trinidad and
Tobago. | would assume that putting these figures at this low level, the
Government is trying to encourage people who are not in established businesses
to invest, but who have net financial worth, asthe Minister said. | am certain there
are many people in Trinidad who could fork out $500,000 as paid-up equity
capital in the morning and by the end of athree-year period, $1 million.
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Madam Speaker, when you put these provisions there, if you do not try to
change the investment culture of Trinidad and Tobago, then these provisions will
not attract the kind of people you want in order to mop up all the investable funds
you have. In addition to putting a law in place, what are you going to do in order
to change the outlook and the perspective of people who have surplus funds and
encourage and attract them to form venture capital companies? There is much
work that needs to be done with respect to popularizing this among the people
who have surplus funds but who are not aware of the financial system and the
opportunities available. Thisis something at the heart of this Venture Capital Bill.

Madam Speaker, it saysin clause 12(2):

"A venture capital company shall invest the prescribed ratio of its equity
capita in qualifying investee companies within the periods prescribed.”

This, presumably, has to come by regulations issued by the Minister. It is
important for us to know and to determine whether that ratio is a reasonable one
and the period that is going to be prescribed. That is one of the reasons why | said
since we do not have the regulations accompanying this Bill, it puts us at a
disadvantage in truly assessing the usefulness of the provisions here.

Clause 14—and this again brings us to the question of putting too much
discretionary power in the hands of someone. Clause 14 says:

"The Administrator may grant a certificate of approval to a company as a
qualifying investee company where heis satisfied that the company—"

does a number of things. In the list there are four things. Oneis:

"(b) has no less and no more than the issued and fully paid share capital as
prescribed by the Minister;

(c) isnot established for the purpose of carrying on any of the prohibited
categories of business as may be prescribed;"”

Let us assume a company fulfils al these conditions; it is a registered
company, a designated Caricom enterprise; it has the required fully paid share
capital and it is not established for the purpose of carrying on a prohibited
category of business. Why should the administrator exercise a discretion? Once
he is able to exercise a discretion he can discriminate between one company and
another company in the absence of a review procedure. Why should that not be
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mandatory instead of discretionary? Then there is subclause (b) which states the
company should have:

"...no less and no more than the issued and fully paid share capita as
prescribed by the Minister;"

What criteriawill be used in determining the levels of issued and fully paid-up
share capital? We would not know until we get the regulations and the
regulations will come here and we will not be in a position to debate them. These
are critical issues in this Bill. We cannot just say that these are minor
administrative details and, therefore, this will come in regulations which will be
put before this House at whatever time the Government chooses. These are
critical issues for us to discuss and determine the usefulness, effectiveness and the
viability of the Bill before us. For example, there are prohibited categories of
business as may be prescribed. We do not know how many categories will be
prohibited. We do not know how these prohibitions will be determined. The key
institution under this Bill is the investee company which has to labour under all
these conditions about which we know nothing.

Madam Speaker: Just to advise the hon. Member that he has five more
minutes.

Mr. T. Sudama: Madam Speaker, there are so many vague provisions in this
Bill that it will take me another half an hour to go through them. But, what needs
more attention in this Bill is the definition of “associate” and “&ffiliate”. In the
Canadian experience the definition of “associate” and “affiliate” was rather more
comprehensive and we understand the reason for this: that you do not have
interlocking directorates so you try to avoid that. Y ou are prohibiting a company
in conjunction with one or more of its associates or affiliates or shareholders of
associates of directors who will own directly or indirectly shares carrying more
than 50 per cent of the votes for the election of directors of the qualifying investee
company, or will in any manner control the qualifying investee company. What
do we mean by control? It is one thing to say you must not own shares of more
than 50 per cent in order to influence the vote for the elections of directors. Now,
what is control and what is the distinction between “control” and “influence’?

Madam Speaker, what is curious is that in the Canadian legislation “ affiliate”
and “associate” cover a wide range of people quite apart from companies and
ingtitutions. In the definition of “associate” in the Canadian legislation,
“associate” includes a spouse. There is a venture capital company that has one or
two directors and the directors have spouses. According to the Canadian
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experience, the spouse is an associate because you could very well transfer your
shareholding to your spouse and still exercise influence and control over the
Investee company, because you could say that the shares are not in your name. An
associate includes a spouse, parent, child, grandparent, brother or a sister.

One wants to find out if the exclusion of a comprehensive definition of
“associate” was deliberate on the part of the Government when they were drafting
this Bill or whether it was an oversight. If they want this thing to work and if they
are telling us that they do not want the venture capital company to control an
investee company, then the definition of “associate” has to be broadened and be
more comprehensive in order to cover many of the angles that may arise.

A critical factor is that the rates of tax relief are not included in this Bill. That
is the most critical incentive for bringing this Bill and for trying to influence and
encourage people who have investable funds to go into venture capital companies,
because, the tax relief is the encouragement you are giving them. We do not know
a what level that tax relief is going to be. This is another of the prescribed
matters. How could we, in the absence of that very relevant information,
determine whether this Bill, in fact, will achieve the laudable objectives which the
Minister has propounded here this afternoon? We are in no position to know.
Therefore, from our side of the House, while we ourselves are committed to doing
everything in our power to make equity and risk capital more accessible to
medium and small scale enterprisesin Trinidad and Tobago, that has been a plank
of our economic strategy on this side of the House. We have no problem with
that, but our argument is that this Bill with all its omissions, and which is going to
operate in an infrastructure for which the Government has not prepared investors,
is not likely to bring the results propagated.

Thank you.
3.25p.m.

Mr. Hedwige Bereaux (La Brea): Madam Speaker, | rise to make a very
brief intervention in this debate on a Bill to provide for the establishment,
regulation and administration of the venture capital industry and for related
purposes.

Before coming here, 1 had the distinct pleasure of viewing on television, the
consultation taking place at Chaguaramas in respect of small- and medium-sized
businesses. It brought home significantly to me the need for this piece of
legislation. Venture itself, as it is described, is a speculative commercial
undertaking. When we speak of capital, in the world of commerce and business,
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we refer to that item on the balance sheet that does not represent the produce of
the operation, although eventually, in some instances, you have the capitalization
of profits.

When we speak of capital we have what is called equity capital. That is capital
that has been put in by the shareholders and stockholders of a company, usually
coming from their own resources. There is, as was indicated before, loan capital
where the business or the entity goes out and borrows money. Usually when
small- and medium-sized businesses go out to borrow money, we have a rate of
interest that comes with the loan, and nowadays it is usualy high. Added to that,
such businesses and their shareholders have to hypothecate, sometimes, the fixed
and floating assets of that business.

In some cases, particularly in small businesses, the shareholders themselves
have to give their persona guarantees; they further have to mortgage whatever
else they have as support to get the necessary loan to bring this business to
fruition. Very rarely you find banks or financial institutions that are willing to put
risk capital into business. The reason for this is that our tradition has been to
collect interest and to be dead certain about the returns on a loan before making
an investment.

What has that done? Because of the nature of the investment required it has,
to a large extent, circumscribed the type of persons who could get into business.
The reason is that in order to get into business, one must have a certain amount of
weadlth or be able—it does not matter how sound the idea or business proposal
may be—to influence other persons who would put money init.

The person of modest means who seeks to get into business sometimes finds
himself or herself in a catch-22 position. What happens? Normally, a fledgling
business requires energy and aggressiveness in order to get it off the ground and
in the direction of making a profit. That kind of vitality and activity is usualy
associated with the young, but unless such a youthful person comes from a family
or background that has been in business or has the kind of financial backing, one
would find that he would be unable to raise that amount of capital.

If there is somebody who has over the years managed to save money to put
into a business, what one finds is that unless that person comes from a certain—I
do not want to use the word class—but from a certain financial capability—

Mr. B. Panday: Yes! Useit!
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Mr. H. Bereaux: By thetime heis able to accumulate that money he would
be already well advanced in age and usually, such persons would be loathe to risk
their life savings in speculative business.

In a country where it has always been said—and | have always been a person
who advocates—that one of the ways for us to deal with unemployment is to
create and train more employers. If we are to do that, we must not only train them
and give them the opportunity, but also a significant element of becoming an
employer and getting into businessis capital.

Mr. B. Panday: Y ou have spoken like the Opposition.
Mr. H. Bereaux: | was going to make acomment, but | would leaveit.

This Bill seeks to address the question of making more capital available to the
average investor. The Government of Trinidad and Tobago, in an attempt to keep
this country apace with developments in the world today on the international
stage, has moved in an area of trade liberalization. A significant element of that is
reciprocity. Just as our markets, as small as they are, are available to goods and
services from abroad, the converse is also correct that the markets abroad in the
developed countries are also available to trade, services and products from
Trinidad and Tobago.

To some extent we have found that we aready have a made-to-order niche in
these areas having regard to migration from the Caribbean. We have the demand
for products which we supply such as condiments, spices and a number of other
things. Since the Member for Couva North keeps telling me | speak like him, |
want to tell him even sucrier fig.

3.35 p.m.

The point is, if we are to access these markets, we need well-trained people.
Businesses must be prepared with the technology and the systems in order to
compete. Availability of markets by itself is not a sufficient means of ensuring
that we get into those markets. So we come to the inescapable position that a
sound proposal or a good business plan is not the only means. Many young, small
and medium-sized investors, who are brave and bold enough to get out there,
notwithstanding under-funding, find that the hurly-burly of a business
environment will soon destroy any business regardless of how sound the proposal
IS, once it is not properly funded.

Now the very nature of the funding arrangements in Trinidad and Tobago, for
Instance, the pools of money available to fund business—that is the area where we
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have the large sums of money. These are fixed deposits in banks. It is definitely
known and a sound practice that one cannot borrow short and lend long. So, if
banks have their fixed deposits for a year, and six months, they always tend to run
into the situation where they cannot hold the hand of the small- and medium-sized
businessman and the young investor for long enough. These are simply the
demands of business. There are other requirements of the Central Bank Act which
will deal with that.

We can look at another pool of money—the pension plans. They are funds
which have been set aside to deal with the pensions of persons, the security of
people at a time when they cannot work or are not as vigorous as they would like
to be, and those plans are controlled by statute and in some cases by practice,
which determine that they must be handled in a particular way. They must be
invested, by and large, in gilt-edged security. No matter how good the business
plan is, the equity situation, venture capital is not an area which anyone in his
wildest dreams would want to call gilt-edged security. Again, those large pools of
money in the pension plans are not available to a fledgling investor so that he or
she can try to increase the productive base of our society.

We go even further. We deal with those individuals who are themselves
personally wealthy and have money which they would like to invest. But, as a
good friend always tells me, "Money is easy to make, but hard to keep. Anybody
who has money should be very careful about investments. If you ever wish to
meet a conservative person, look for one with money. Before they had money
they moved in one way, but when they acquired it, the need to keep it makes them
conservative to some extent." Although they are willing to take the risks, they
would like to be certain that when the risks are taken, those risks would have the
reward on one side and, in addition, there are mechanisms in place to ensure, at
least, a certain degree of security and that care will be displayed in the handling of
their funds.

The point | was making earlier is that our financial system and arrangements
in the country have limited to some extent the availability of funds. There are a
few points which we have noticed in our business environment. | would like to
identify them. There is a very narrow range of business activity skewed toward
the retail and distributive trades with a superfluity of commission agents. Thereis
the small entrepreneurial group, usually from among those whose parents,
grandparents and relatives have been involved in commerce over the years. There
Is a horrendous failure rate with respect to small and medium-sized businesses,
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usually as a result of under-funding and inadequate management, business
systems and procedures.

As | get to that point, | want to look at the Bill particularly in respect of that,
and the provisions of clause 5 are significant. That is, the venture capital
company:

"(f) has a memorandum of association that restricts the objects of the
company to assisting the development of business by—

(i) making investments allowed under this Act;

(if) providing business and managerial expertise to companies in which
it has made or proposes to make an digible investment.”

Madam Speaker, to a large extent, the failure of a number of small- and
medium-sized businesses has to do with the availability to the owners of that
business of the managerial skills that are necessary to make the business
successful.

3.45 p.m.

In most cases the managers of small businesses have al the integrity that is
needed and are gung-ho, but it is those simple management tools which are not
available. In some cases they are understaffed at that level and having someone
there—not as a big brother because there are no brothers in business—who is
overlooking, who has an interest to make sure that the business is run properly, is
of paramount importance.

Finally, on that other point, an unacceptably small proportion of our national
capital is being utilized in the productive sector of the economy. The Member for
Oropouche made reference to the level of savingsin Trinidad and Tobago, and we
all recognize that it is unacceptably low. Part of the reason some of these
measures are being put in place is to ensure that there is sufficient incentive to
encourage savings. We must encourage savings, and | am in complete support,
when this Bill becomes law, that every effort should be made to publicize the
provisions therein, so that a number of persons could see the benefits that are
available. | know that there are a number of persons who will be coming into
substantial sums of money this year, and when one looks at the tax incentives in
this Bill, one sees that they are very valuable. Some of us keep wondering, if we
were better positioned, whether we would make use of these tax incentives.

| would like to look at some other areas of the Bill. It is one thing to make
money available, but if we have to get people to support, and come forward and



41
Venture Capital Bill Monday, October 24, 1994

invest in the venture capital companies, certain measures which are taken here
need to be publicized. | want to refer particularly to clauses 17 and 18 of this Bill.
Clause 17(1) says:

"A venture capital company shall not make or hold an investment in a

qualifying investee company where it and any other venture capital company,
either alone or in conjunction with one or more of their—

() associates or effiliates;

(b) shareholders of their associates or affiliates,
(c) directorsor their associates;

(d) officersor their associates,

will own, directly or indirectly, shares carrying more than fifty per cent of the
votes for the election of directors of the qualifying investee company or will,
in any manner, control the qualifying investee company."

That is a very important provision. We have had the experience in this country
where a certain number of non-bank financia institutions used their particular
position to take deposits of large sums and then utilize them in a venture capital
manner in their own subsidiaries. Clauses 17 and 18 seek to prevent any
recurrence of such asituation in respect of the venture capital companies.

For the record, | want to identify clause 18(1), which says:

"A venture capital company shall not make an investment in a qualifying
investee company where any of the shares of the venture capital company are
held by a person who is or was at any time during the two years preceding the
investment—

(@ amagor shareholder of the qualifying investee company;
(b) anassociate of amajor shareholder of the qualifying investee company;

(c) avoting trust whereby the trustee votes shares of the qualifying investee
company;

(d) the qualifying investee company or an associate or affiliate of the
qualifying investee company.

(2) A venture capital company shall not make or hold an investment in a
qualifying investee company..."
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Clause 9(3) says:
"A venture capital company shall not borrow money for any reason."

The whole principle behind the venture capital company is a certain degree of
financia rectitude. It is proper that this should be so. There is also a provision
whereby in order to encourage the venture capital company to channel the money
into the areas in which it was intended, it cannot distribute the profits gained
when it puts its surplus funds—for the time being—into a fixed deposit, which is
called a permitted investment.

There is no encouragement for the venture capital company to do anything but
what it was incorporated to do, or the Bill which we hope to pass here today,
intends it to do. There are substantia incentives which have been put in this Bill
in order to encourage persons to invest, and | want to identify some of these. They
arelisted in clause 33(2):

"...an individual to whom section 488 applies who obtains a tax credit
certificate under the Venture Capital Act in respect of shares issued by a
venture capital company is entitled to a tax credit equivaent to the marginal
rate percentage of the amount received by the venture capital company for
those shares.”

3.55p.m.

If you are, therefore, paying a 40 per cent tax rate, as most of these people
would be, the state is actually contributing 40 cents on every dollar invested in a
venture capital company. That, if anything, underscores emphatically the position
which the Government has taken in trying to encourage investment, and to
encourage small investments, small businesses, smal- and medium-sized
businesses; and generally, to prepare the people and the economy so that we will
be able to compete on more even termsin aliberalized economy.

Madam Speaker, as | indicated before, | did not intend to be lengthy on this
matter. However, the value of a venture capital industry to the economy of
Trinidad and Tobago, particularly, insofar as it can be a vehicle to do two things:
to widen participation in business, and thereby increase employment, it is clear it
is a measure which merits the support of both sides of this honourable House and
| so commend.

Thank you, Madam Speaker.
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Mr. Raymond Palackdharrysingh (Caroni Central): Madam Spesker,
today you would have believed that the economy of Trinidad and Tobago had
reached its take-off point and was moving into the direction where it was
impossible to stop growth, to stop increased GDP and also to stop an increased per
capitaincome.

What we have heard today is a discourse that indicates that the Government is
now at the point where the citizens of this country would have been able to
receive some manna, because here is a plan for bringing capital to those who need
it and employment to those who did not see a“10-days’ for along, long time.

This is the context in which we find the Venture Capital Bill has been
presented to us. There are certain fundamental things that we have to ask. Among
those fundamental things are: Are we in this society today, confident that we are
going to have a society that is free of violence, free of social instability and could
project the political stability that is necessary for investment? That is a maor
consideration, because whether this venture capital is local or foreign, one of the
first conditions that is necessary is stability in the forms that | have just
mentioned.

Madam Speaker, it would seem aso from what has been said by the other
side, that every other mechanism has been put in place as to indicate that venture
capital would move freely to the result expected, that is, profits for those who
access the funding.

But today, we have to look in this society and see what is happening to the
farming community. Is it not in a similar situation where the farming community
has had the expertise and funding of the ADB in order to get its agricultural plots
working for it and for this country? What is happening today, Madam Speaker?
Those farming communities are collapsing faster than one expected. | merely
want to bring this to your attention because there are certain other pre-conditions
that are necessary if any sort of venture isto be upheld as a viable proposition.

In the farming community, for example, certain things were promised—
certain levels of subsidies, training, technical expertise, visitation on farms—but
with trade liberalization all these mechanisms have been withdrawn and the farms
are collapsing. If you go to my constituency in the area of Carlsen Field there is
no end to the woes that farmers are experiencing, because the promised
mechanisms have been—in many ingances, if they were there—withdrawn.

Madam Spesker, it is not that we have now reached the point where we are
ready for venture capital. What has been the education process, in terms of the
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business scenario, for projecting venture capital? Are we saying that persons who
went through YTEPP, for example, might be able to be persons who can make a
plan and benefit from venture capital ?

4.05 p.m.

YTEPP was held up in the midst of unemployment difficulties as a beacon that
would have brought hope to young people in this country, but after those persons
went through the training, YTEPP found out, firstly, that they were not at all
adequately trained to deal with the ever-dynamic scenario in the business
community. Secondly, Madam Speaker, the management training that was
necessary was not there, and thirdly, something beyond their control was the fact
that we live in a sort of inflated economy, whereby the cost of production could
not have made it possible for them to survive.

Madam Speaker, it is the same thing | want to ask about today—the
production factor in this country. Given the conditions that exist at the moment
where there is wastage, mismanagement and corruption in the production
scenario, would citizens of this country be able at all to compete?

Secondly, and sadly missing in the presentation by the Government, was the
fact that no indication was given as to the type of business activities that are there
to be exploited. We are talking about venture capital, but for what? No survey as
to the market or the need. You are going to produce; you want to supply what—
for whom? Who is demanding what you are going to supply? That is an
important consideration that has not been given at al by the Government.

Already we have seen that many established small- and medium-sized
businesses in this country have gone down. That is to say, with the stringency of
competition, by the lack of support mechanisms by the Government, those who
were not able to innovate or retrain their staff, or cut costs, went under. It is as
though this country was virtualy handed over to that elite class called the
"parasitic oligarchy", reference to which was made by the Member for La Brea.

Mr. Bereaux: Madam Speaker, please, the Member knows he is misquoting
me.

Mr. R. Palackdharrysingh: Madam Speaker, he alluded to that.
Mr. Bereaux: | did not.

Mr. R. Palackdharrysingh: Every time he said two and two, | knew the
answer was four. That iswhat he was doing.
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Madam Speaker, these are some of the concerns in this country today. Unless
these fundamental concerns are addressed; unless, as we say, the playing field is
level, all that the Government will be doing is trying to hoodwink the population
and, as the Member for Oropouche has indicated, the Government will merely be
trying to satisfy the requirements of the multilateral lending institutions so as to
give their bosses in Washington a feeling that things are being done.

Madam Speaker, | also hope, a some stage, that the Minister of Foreign
Affairs will be drawn into this debate, for the simple reason that he must aso
account to the nation—

Mr.Maraj: Ishelooking for trouble?

Mr. R. Palackdharrysingh:—whether or not his Government and himself
have been tapping the markets abroad and whether or not they have, so to speak,
orders for certain goods and services which we are pretending we are able to
produce. That has to be done because in this country the internal market is so
saturated, and if there is need for anything in this country today, the average
citizen cannot demand it, because he or she does not have the money to make an
effective demand on the goods and services.

This is an important consideration, because the foundation of al this
economic planning has to be how well we mobilize our resources. Firstly, the
human resource; secondly, the capital that goes with that economic activity;
thirdly, whether or not we are able to mobilize and produce in such away asto be
competitive with our rivals here and abroad.

That has to be it, Madam Speaker, because there is no point in not
acknowledging what a Government Minister has said. Why must we buy, for
example, farmers' rice at 89 cents a pound, when we can have it landed from
abroad for 69 cents a pound here? Why should we do that?

Madam Spesker, this is the sort of condition in which we exist today. What
we are going to see today with the venture capital is—I think the Member for La
Brea really made the point—there is need for education in that sense, need for
advertising these things. That is an admission that the population, at this point in
time, does not know, and does not have the wherewithal to do anything, even for
survival. If that is what he meant when he was making his presentation, it means
that he is acknowledging in a very subtle way, that the policies and programmes
of his Government have failed over the past three years to begin to make adent in
the national unemployment situation.
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Madam Speaker, reciprocity and trade. That was a term used, again, by the
Member for La Brea. Reciprocity becomes important in this trade liberalization
scenario in that you cannot stop foreign goods and services from reaching your
market and at the same time if you are to counter that, you must be able to export
in a similar way goods and services from this country that would be demanded
abroad. To be demanded it must be of a good quality and a competitive price.

Today, what is happening in this country? We are seeing some of the most
sophisticated consumer items in the market, but what are we exporting save
petroleum—anything at all?

Mr. Sudama: The population cannot have food to eat.

Mr. R. Palackdharrysingh: That is something that is worth acknowledging.
| do not think that we on this side would want to discourage the Government in its
attempt to introduce venture capital to this nation. We would not want to
discourage them. The Member for Oropouche has indicated quite a number of
reservations and we hope the Government is going to respond to those, because it
is critical for us to understand that we must begin to make a qualitative impact
upon the lives of our people before we hit rock bottom, if we are not there
aready.

4.15p.m.

So we have got to take note of some of the matters to which | have alluded,
but there is one thing that is still to be addressed, and that is the level of the public
debt.

With the current activity of Government borrowings, how long will we have
to continue to pay over 30 per cent on every dollar to meet the servicing of the
public debt? If that cannot be reduced—and if every time debt is repaid there is
another loan, it would seem that we have reached a syndrome where we are in a
debt trap and, therefore, we are really helpless to do anything. That is the critical
factor.

Is this Government telling the population that by its efforts the public debt
would be reduced significantly in the near future, and having reduced the public
debt there would be greater savings in the country, and when there are greater
savings, then there would be the sort of economic activities where you can source
the funds generated from within the internal economy of Trinidad and Tobago?

It is al well and good for the Minister of Finance to tell us about his macro
policy, his micro policies and also about his specifics. The specifics he was proud
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to relate were the Apple computer and the Federal Express, or whatever you call
it. There were no examples emanating from Trinidad and Tobago, nothing you
could talk about. [ Interruption]

In spite of that—you do not have a Venture Capital Bill—but do you not have
some form of economic activity that you could be proud about?

Mr. B. Panday: What has happened to the small business companies?

Mr. R. Palackdharrysingh: Exactly! There is nothing you could make
reference about in Trinidad and Tobago to say, "Look, here is a small business
that has been viable and sustainable over the years." In other words, is that an
admission that the Venture Capital Bill isnow in avacuum? Isthat what they are
admitting? So that is the situation with respect to some of the general problems
that we have.

There are one or two matters in Part v of the Bill, on page 17. Clause 21(1)
states:

"Every venture capital company shall establish and maintain at a financia
ingtitution licensed under the Financial Institutions Act an account to be
known as an Investment Protection Account into which shall be deposited—

(@ such percentage as may be prescribed by the Minister in respect of the
consideration paid to the venture capital company in respect of the issue
of shares for which atax credit is applied for under section 28;

(b) such percentage as may be prescribed by the Minister in respect of the
amount received by the venture capital company from the disposal of an
investment in a qualifying investee company or such other percentage of
the original co<t..."

Madam Speaker, the problem here is one of vagueness. You see "such
percentage as may be prescribed by the Minister" and there is not a figure stated.
That has to be explained, because it would seem that in venture capital laws in
other countries such percentages are prescribed. It is important for decision-
making. If these percentages are not prescribed, then much would be |eft for, what
is called, speculation. Therefore, that is one section of the Bill that needs to be
explained to the Parliament.

With respect to 25(1), it says:

"The Administrator or a person authorised in writing by the Administrator
may, during the normal business hours of—"
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And then this part:

"...examine the books, accounts of other documents of those respective
companies in order to determine whether the venture capital company or the
company that was previously a venture capital company has complied with
the provisions of thisAct."

Here | want to ask whether or not it is merely this narrow spectrum of
examination that is desirable. Why would the administrator not have the powers
to examine the affairs of that company much wider than merely the accounting
system? | am merely asking that because in other such laws, like the Canadian
law, the administrator is vested with wider powers than that.

Again, in clause 28(1), the very sort of discretionary power given to the
administrator, where it says:

"...the Administrator may, with respect to amounts invested in an eligible
investment, make a forgiveness order at any time...’

We are asking: why isit so tentative?

Again, in terms of a general observation, the Bill does not really ingtitute a
maximum venture capital incentive. So | am wondering whether or not the
Government would say why that has not been done because it has implications for
either increasing or limiting loss to the Government’s coffers.

4.25 p.m.

Again, we are not being told whether or not the venture capitalist must
conform to some measure of residentiary status. We are not told, and we would
like to know, whether the venture capitalist can merely send agents to see about
his business, or whether to benefit from some of the incentives there might be the
need for some sort of residentiary status.

Madam Speaker, those are some of the few comments | wanted to make on
this Bill. Also, if this is an attempt to give an opportunity to small and
dispossessed people to enter into business, then | think much more has to be done.
This Bill would have to be much more specific in some of its clauses. At the same
time, thereis need for an extensive programme of education and retraining.

Also, we need to put into the entire education system and into the community,
anew concept of sustainable development and the need for productivity and hard
work among all our peoplein Trinidad and Tobago.

Thank you very much, Madam Speaker.
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Madam Speaker: | think it is aconvenient time for the tea break after which
the hon. Minister would reply.

The sitting of the House is suspended until five o’clock.
4.28 p.m.: Stting suspended.
5.05 p.m.: Stting resumed.

The Minister of Finance and Minister of Tourism (Hon. Wendell
Mottley): Madam Speaker, the hon. Members for Oropouche and Caroni Central
seem to indicate that the Bill before us had not been well thought out and that it
had come without any clear ideas. That is not true. The history of this matter as |
said—in fact, | had related it to the 1993 Budget but it goes back before then, in
that in the manifesto of the 1991 election we had clearly stated that, as a form of
further investment in the non-oil sector, we were going to be sponsoring a venture
capital fund for investment particularly in the export sector. Then, we took this up
in the 1993 Budget and said, and | quote:

"Recent studies on investment in Trinidad and Tobago have identified clearly
that one of the magjor constraints to the expansion of the export manufacturing
sector has been a reluctance of traditional commercial lending institutions to
provide financial support to help potential investors capitalize on high-risk
Investment opportunities.”

| went on to point out:

"Investments undertaken by the venture capital company that we would set up
must be primarily in export oriented enterprises and appropriate guidelines
and a monitoring mechanism would be developed to manage these
objectives.”

This, therefore, is the parenthood of this Bill before us.

The Member for Oropouche and the Member for Caroni Central indicated that
there was a lack of policy influence on investments that might form the basis for
these venture capital fundsto invest in.

Madam Speaker, there is a divergence of opinion as to whether, like the
Koreans, we should have clearly demarcated areas known in which the
Government isinterested in promoting investments. The Koreans under that guise
went heavily, for instance, into ship building and heavy industry.

Asdistinct from that guided investment approach, there are the Taiwanese and
the businessmen from Hong Kong who depend purely upon the whims of the
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individual investors. They have a very, very broad spread of businessmen moving
in very divergent sets of industries and business opportunities. We in Trinidad and
Tobago would like frankly to move in both directions in the sense that we have
clearly identified tourism as a preferred investment area. We are aso clearly
promoting petro-chemicals, and once we get certain basic petrochemical plantsin
place there would be a host of downstream petrochemical industries that we could
push. We have an established steel industry in which we hope to be promoting
very shortly awhole range of downstream wire drawing. But we would also seek
to promote industries not only on the basis of raw materia availability in Trinidad
and Tobago (supply driven) but also demand driven investments. In other words,
you might have sand in Trinidad and feel that you could get into glass. But, if
there is no strong market for the glass then no matter how much cheap sand you
have, you would not have a successful investment. One would have to bear that in
mind in selecting areas for investment promotion.

Madam Speaker, one has to be careful as well in not excluding investments
outside of the areas selected for promotion. For instance, in Trinidad and Tobago,
there are very successful industries at present that | do not think any bureaucrat
could have picked. Who would have thought that we would have been successful
in Trinidad and Tobago in exporting air-conditioning sets to Saudi Arabia? But
that is happening. So that one has to be careful about too guided an approach to
investment placing. Nevertheless, we are aware of the need to try to direct some
investments in those areas which might be very obvious.

The Member for Oropouche spoke about trading on the primary market, and |
think the Member for Diego Martin Central corrected him in that what needsto be
focussed on is the secondary market for offloading these investments in venture
capital companies as they mature. In fact, the IDB study not only talked about the
bias against equity investments, it went on to talk about the appetite of the stock
market presently for new issues. So that there is a possibility and appetite for
these new companies to be downloaded onto the stock market. There is a lot of
capital out there. In fact, as part of our own programme of divestments next year
in particular, we would be offloading several divestments onto the local stock
market.

The Member for Oropouche was aso concerned about high interest rates as a
result of our present monetary policy that might skew investments even further
into loans where there would be high rates of return and away from equity
investments. But that isto look only at the short term. Certainly in the longer term
we hope that interest rates would be trending downwards, and any investor in
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equity in a venture capital company would not be looking at the short term. He
cannot offload in the first instance under five years, so he would be looking at the
long term and not only at rate of return, but capital appreciation as well.
Therefore, | do not think that one should focus on the short term.

Mr. Sudama: Would the Minister give way to a clarification? | was not
quite sure when he was speaking about the downstream in the petrochemical or
steel sectors that he was referring to qualifying investee companies as
downstreamers in the petrochemcial or the steel sectors. My understanding is that,
by and large, these sectors require capital which would not come within the
parameters they are setting for qualifying investee companies. | was not clear in
what context the Minister was talking about this Bill facilitating downstream
activitiesin petrochemical and stedl.

Hon. W. Mottley: Madam Speaker, | am quite clear. There are severa
investments at present in steel. For instance, certain kinds of welding wire can be
done for under $20 million. | know that as a fact because | personally investigated
that in another life, and then plastics. | agree right now—but | did say after further
Investments once we can get an ethylene cracker here in Trinidad and Tobago and
get into PvCs, ahost of small investments can be made if we produce those plastic
granules in Trinidad and Tobago; very small investments by small companies,
which is typically what happens in Taiwan for a couple hundred thousand us
dollars. It was those investments to which | was referring.

Yes, it istrue. The Member for Oropouche is correct that the rate of savingsin
Trinidad and Tobago is woefully small, 14 per cent, and we have to raise that.

5.15 p.m.

Venture capital funding would have to come from this relatively low rate of
savings. Other countries have gone different routes to raise that saving. Some
countries like Chile have caused savings to be raised forcefully by decreeing that,
for instance, a certain part of every worker's wage has to be saved for pensions.
That has the effect, like in Singapore, of forced savings to acquire housing and of
raising the rate of saving dramatically in the short term, rather than depending
upon cultural change to evolve a higher rate of saving. These are matters that |
cannot get into at this stage, but | am convinced that especially through the
Companies Bill, the Securities Bill and the Venture Capital Bill, we can offer a
secure environment in which companies and high net worth individuals can put
out their money and have it in a regulated form, and not just dissipated, or the
people get the benefit of the money and do not come back with proper records and
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accounts. | feel that if we can get a secure environment in which those moneys
can be invested in these investee companies, that there would be a lot of
inducement for people, who otherwise might be putting their moneys into those
self same malls, or purely commercia buildings, might put it into some of these
other types of investments.

| was criticized for not clarifying the types of investments. | am not in a
position to foretell al the possibilities that might be out there. There are
individual entrepreneurs who are geniuses. We cannot foretell the direction in
which they might go. We clearly identified hotels. Just as in the United States,
this whole software issue has come up and a company like Microsoft could not
have been conceived by bureaucrats or even some of their fellow businessmen,
but for afew short years ago.

| imagine that the same thing would happen in Trinidad and Tobago. There
would be investment opportunities, not only in hotel construction, but also in tour
operatorships or in some aspect of the telecommunication business, which would
form a fundamental part of our way forward, might be already known and being
worked upon by bright investors in Trinidad and Tobago who may not have the
capital at hand and who could benefit from this legidation that we hopefully
would pass.

Would the Bill concentrate powers in the hands of afew? The very opposite
is intended. There are many entrepreneurs out there who are young people and
are outside the normal recourse to banks and access through family ties and old
traditions. There are many young persons who might come out of our school
system or might have been migrants and have seen something abroad and are
returning now. Some might have ideas and might be able to get funding from a
venture capital company. | feel that it would broaden the base of entrepreneurship
rather than narrow it.

The Member for Oropouche raised an important matter of the accountability
of the administrator. Let me first admit that venture capitalism is not known in
Trinidad to any great extent. More than that, we would have to get assistance
from this first administrator from abroad. He was correct. He did say that much
of thislegidation is based not on Canadian, but on British Columbian experience.

In the first instance, we may want to attract an administrator who has seen it
work and who with some locals could make it adaptable here. At the same time,
he would have the experience, knowledge and stature, not only to make it work
administratively, but also to get out there, sell it, make it known and educate the
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population about its availability and how it works. He must not only make it
known to the possible investee companies but to high net worth individuals who
may want to park some of their excess funds into venture capital companies.

The role of the administrator is crucial. Just as we went out originally with a
first Central Bank Governor who had experience abroad, in this first instance, we
may want to have an administrator here who had this experience abroad to make
sure that the legislation just does not sit on the shelf as a decoration. We want this
to work because it can be of great assistance to all kinds of people who want to
get into businessin Trinidad and Tobago.

That administrator has to be accountable. | would have no objection to the
hon. Attorney General working with the Member for Oropouche in coming with
some device whereby the administration might be made accountable in some
fashion that is contemplated by, as he puts it, his views that have not yet been
trandated into legal language.

| disagree that there is an infringement of property rights for an employee of
the administrator. He has the opportunity. He can take the job or give it up; but
he cannot be in the job and have administrative sway over companies in which he
Is administrating in that fashion. | do not think there is any interference with his
property rights.

Many of the questions raised by the Member for Oropouche have to do with
matters yet unaddressed because of the regulations. We admit that the regulations
are still being worked on with the assistance of the consultants. Many of the rates
would be known when we introduce those regulations into this House. The rates
of tax are the highest marginal rates which for individuals, for instance, at present
would be 40 per cent. These rates are variable depending upon the prevailing tax
rates.

When | presented the Bill, | did circul ate certain amendments which should go
with the Bill. Most of them are of atypographical nature, but should form part of
the Bill.

With these few words, | beg to move.

Question put and agreed to.

Bill accordingly read a second time.

Bill committed to a committee of the whole House.
House in committee.

Clause 1 ordered to stand part of the Bill.
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5.25 p.m.
Clause 2.
Question proposed, That clause 2 stand part of the Bill.

Mr. Sudama: | beg to move that clause 2 be amended by adding a subclause
(c) inthe definition of “associate” to read as follows:

"(c) aspouse, parent, child, grandparent, brother or sister of that person.”

The reason for this is that we understand how influence can be exercised
indirectly, and while we cannot cover al the situations which may arise, it is clear
that a person who is an associate can exercise influence, in our current situation,
in the relationship which may exist here, through transferring shares to a spouse,
parent, child or grandparent either wholly or in sufficient quantity, to be able to
utilize that with his own shareholding and to exercise control over an invested
company. In order to avoid such a situation, we want to have arm's-length
dealing between the venture capital company and the investee company at all
times. We do not want the very thing the Minister said the Bill seeksto achieve, a
diversification of any trend towards monopoly; an undermining of any
monopolistic tendencies. | think this amendment will go some way towards
meeting that objective of preventing control of investee companies.

| may add, as | understand it, the definition of "associate" in the Canadian
legislation, from which this is derived, has included spouse, parent, child and so
forth.

Mr. Sobion: It is a little unfortunate that the Member has not provided us
with that suggested amendment. It seems as though we can accommodate the
proposal.

Madam Chairman: The Member did mention it in his contribution.

Mr. Sobion: | thought we were getting something from him in a written
form.

Mr. Sudama: All | am asking is that where the word "associate" appears, we
add (c), which will be:

"aspouse, parent, child, grandparent, brother or sister of that person.”
I have not included common-law wife because | think that—

Mr. Bereaux: The question of an adult child poses a problem. What is the
definition of child, Madam Chairman?
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Mr. Sudama: If we are trying to address the problem at hand, it could be
either adult or infant.

Mr. Bereaux: That isposing a serious restriction.
Madam Chairman: Do you want child over the age of 16?

Mr. Bereaux: Under the age of 16? A child is not necessarily under one's
control. There are persons who are related and in business in their own right.

Mr. Sudama: Y our parent or grandparent may not necessarily be under your
control. What we are trying to achieve is an association through which you can
divest your shares and still influence and control. We are trying to achieve the
widest possible distance between the investee company and the venture capital
company. | believe that is the objective of the Bill—not to create a monopolistic
financial structure.

New subclause (c) read the first time.

Question proposed, That the new subclause be read a second time.
Question put and agreed to.

Question proposed, That the new subclause be added to the Bill.

Question put and agreed to.
New subclause (c) added to the Bill.

Question put and agreed to.
Clause 2 ordered to stand part of the Bill.

Clause 3.
Question proposed, That clause 3 stand part of the Bill.

Mr. Sobion: Madam Chairman, there is a circulated list of amendments and
at clause 3 we are proposing the following:

Insert after subclause (8) the following subclause:

(99 The Administrator shall, before the thirty-first day of March in each
year, furnish to the Minister for laying before Parliament, a report of his
activities during the previous year.

Mr. Sudama: Madam Chairman, just one question. Will the Minister be
averseto including in that, "for debate by Parliament” or “affirmative resolution"?
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Madam Chairman: The hon. Member can always move a resolution to that
effect.

Mr. Sudama: | just want to enquire whether my query on subclause (8) is
valid. With respect to the compul sory—

Madam Chairman: Let usjust deal with clause 3 at the moment and then we
will move on to clause 8.

Mr. Sudama: It is the same clause 3(8) instead of (9). Subclause (9) is an
addition.

Depending on its interpretation, we may not require this three-fifths majority.
My concern is that we do not want to do anything here which somebody
challenges in a court and then we have the whole Venture Capital Bill regarded as
null and void. Are we clear on subclause (8)7?

Mr. Sobion: We are clear on the fact that subclause (8) does not require
special mgority.

Mr. Sudama: We know that the Government has a way of spending
enormous sums in the courts. It can be used for venture capital if that can be
avoided.

New subclause (9) read thefirst time.

Question proposed, That the new subclause be read a second time.
Question put and agreed to.

Question proposed, That the new subclause be added to the Bill.
Question put and agreed to.

New subclause (9) added to the Bill.

Question put and agreed to.

Clause 3 ordered to stand part of the Bill.

Clause 4 ordered to stand part of the Bill.
Clause 5.

Question proposed, That clause 5 stand part of the Bill.

Mr. Sudama: Madam Chairman, | am suggesting that we include after the
words "venture capital company" a stipulated time of response, say 60 days. |
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think it is open-ended when the administrator may register a company which has
satisfied the various conditions. | think a time limit has to be placed on the
response of the administrator. You can have an application there and the
administrator isnot obliged to reply within a stipulated time.

5.35p.m.

Mr. Sobion: Where a person has a public and a statutory duty like this to
perform, if he fails to perform it within a reasonable time, a person can take such
steps in order to compel him to perform it, so | do not think there is any need to
specify atime limit. This provision really tells what the administrator must do on
receipt of an application and what must satisfy him before he registers a company.

Mr. Sudama: That involves a person who has agreed to go to court and we
want to avoid the cost of litigation as far as possible. If one puts an obligation on
the administrator then he will so organize the affairs of his administration that he
will respond within the required time. | do not think 60 daysis—

Madam Chairman: Once these conditions are fulfilled it is mandatory on
him to do so.

Mr. Sudama: That iswhat | am questioning, whether it is mandatory on him
to do so. That is not stated anywhere because later on we see "he may". Aswe
go aong we see he has a discretion in many things, that "he may", in this case,
register. That is discretionary.

Mr. Sobion: When the word "may" is used in some of these provisions, it
does not necessarily mean that he has a discretion, it is really directory in that
sense. "He may register" puts a duty on him to register once these conditions are
satisfied.

Madam Chairman: Yes, it is directory. The Member for Fyzabad has a
point?

Mr. Sharma: With respect to clause 5, what happens when a company is
refused registration and that company has to pay?

Mr. Sobion: If aperson applies for registration and the administrator decides
that he is not going to register that company, the aggrieved person can take legal
action if he feelsthat he has good grounds for registration.

Mr. Sharma: It is possible to have it corrected there? What will happen is
that somebody else might take the businessidea. Why should one go to court if it
could be addressed immediately by the administrator?
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Madam Chairman: There are conditions to be fulfilled and once he fulfils
those conditions the onus is on the administrator to register the company. Having
failed to do that, he would then expose himself to legal action. One does not want
to burden a clause with all these conditions, it isimplied.

Mr. Sudama: In the light of the current operation and bureaucracy, | do not
know that very many people could be satisfied with the way the bureaucracy
functions and responds in the present situation. As aresult, we thought that if we
gave more specific directions in the Bill that this would assist the administrator in
organizing hiswork.

Mr. Palackdharrysingh: Madam Chairman, it has been brought to my
attention that the British Columbian legislation has a provision of 45 days in this

respect.

Mr. Sudama: And indeed sent it back within [Inaudible] days to take
account of our own situation.

Madam Chairman: Do you mean 60 days after, all things being equal?
Mr. Sudama: Yes.

Madam Chairman: | do not think it is 60 days from the application. What the
hon. Member is saying is 60 days after the fulfilment of al conditions being satisfied.

Mr. Sudama: It hasto be from the date of application, for example, in clause
5(g) it says:

"...meets other prescribed conditions.”

He will not know when all these things are satisfied. This is business, he
cannot wait forever for registration of a company as a venture capital company.
He would need to know within a reasonable time whether he would get
registration, and after registration he would have funding for investment in
investee companies. He should not be left dangling for a year or nine months as
the case may be.

| think, depending on the kind of direction and leadership given to the
administrator, if it is a laxed direction and leadership, one could have the
application pending for along time. We do not want that situation to be realized
and we feel that the administrator should be put under some obligation; we should
not leave it loose as a "reasonable period of time". That is subject to interpretation
as to what is reasonable. We, here, should determine what is reasonable, given
our own experience.
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Mr. Valley: One hasto consider also, if one were to put afix to the deadline,
what happens if the administrator is unable to satisfy all those requirements or to
get all the required information, it means one would have to—

Madam Chairman: Do you mean the company or the registrar?

Mr. Valley: Both. One would then have to ensure that the loop is not left
open-ended. One would have to make provisions for what happens in a situation
like that and it can in fact constrain the operations of the administrator's office. |
think that the fact that he is under that obligation, once he is satisfied with the
information to act, and the fact that an aggrieved person has a right to the courts,
that is sufficient.

Mr. Sudama: The Minister could prescribe regulations but after having done
that, the administrator acts. Asfar as| can see the administrator comes under no
one; he is not responsible to the Minister or any other authority in the
Government; he has that carte blanche authority. Do we want to give someone
that kind of authority without giving him some guideline?

Madam Chairman: Looking at the kinds of conditions to be fulfilled, | do
not think that thisis the kind of condition that would really take along time. | am
now looking at the conditions which are:

"(a) isincorporated as a company under the Companies Ordinance;
(b) hasaname or description which includes the words venture capital;
(c) hasnot previously carried on business,

(d) has, at the time of its application for registration as a venture capita
company—

(i) aninitial share capital of not less than fifty thousand dollars;"

Mr. Sudama: Thisis why | am saying it ought to be easier to put a time
limit.

Madam Chairman: | do not imagine 60 days would be too much of a
problem becauseit is not the kind of thing that—

Mr. Sobion: This kind of function is one that is purely administrative. It is
clearly a public and a statutory duty. If the administrator fails to act, as he is
required to do under the legidation, then there is recourse open to an aggrieved
individual, and by fixing any time period we may be doing something which may
jeopardize the smooth operation of the Bill. We think that once there is a public
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duty to be performed, then there is sufficient recourse in the normal course of
things.

Mr. Sharma: How would the aggrieved person know that his application has
been refused, because the administrator could tell him that heis still working on it
without giving atime limit?

Mr. Sobion: If a person makes an application and one month passes, he then
writes to the administrator. Certainly the administrator would say that his
application is being considered but we need to be satisfied about a, b and c. That
Is a normal type of administrative procedure that is carried out in a number of
other areas. To get acompany registered one would have to apply to the Registrar
General.

Mr. Sudama: Madam Chairman, | would like to have a clarification on 5(c):
"...has not previoudly carried on business;"

What exactly does that mean? Does it mean venture capital business or any
business at all?

5.45p.m.

Mr. Mottley: To start venture capital companies afresh. There is none in
existence. To start a new venture capital company that would then be free to get
these incentives.

Mr. Sudama: Madam Speaker, there is another clarification | want to get on
(). It says:

"has a memorandum of association that restricts the objects of the company to
assisting the development of business by—"

That isavery wide term.
"(i) making investments allowed under this Act;

(if) providing business and managerial expertise to companies in which it has
made or proposes to make an eligible investment;"

| raised the question in the debate as to the nature of this restrictive provision.
Having been involved in it, | may have to advise venture capital companies, free
of charge of course, as part of my parliamentary responsibilities. | may have to
advise them as to what could reasonably constitute the memorandum of
association. Whether, if you put just these two provisions, that is enough to
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satisfy the conditions, or if they want to put other things, whether that would not
be allowed.

Mr. Sobion: These companies are meant to be specialized companies and the
restriction in 5(f) is meant to deal with that kind of specialized company. It is
sufficiently wide that you can put in a number of other things, as | am sure you
will appreciate, but the main objectives of the company must be restricted.

Mr. Mottley: Madam Speaker, | wish to assure the Member for Oropouche
that lawyers could write a 30-page memorandum of articles of association on just
those two points.

Mr. Sudama: But those two points could suffice as well. In case the fellow
wants to cut back on legal fees and so forth.

Question put and agreed to.

Clause 5 ordered to stand part of the Bill.

Clause 6 ordered to stand part of the Bill.
Clause 7.

Question proposed, That clause 7 stand part of the Bill.

Mr. Sudama: Madam Chairman, | would like some clarification on 7(2). It
says:
"(a) notify the company of hisintention to suspend or cancel its registration;"

| raise the question because we want to have some more objective
determination of receipt of notice. How will the administrator know—except he
gives this notice persondly by his own courier—when the notice is received? If he
intends to mail notice, he will be in no position to determine when this notice is
received, and therefore, from what point of time the 14 days would begin to run.

Mr. Sobion: There are regulations to be prescribed under the Act, and
certainly where he is required to take account of a period after the service of a
notice, then the regulations will prescribe that they must be served either by
registered post, or served personally at the registered office in the company. It is
his obligation because the section is quite clear that he can act withinl4 days of
receipt of the notice.

Mr. Sudama: We move on to subclause (3):

"Where the Administrator suspends the registration of a venture capita
company, he may—
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(@ in writing state conditions to be complied with by the suspended
company;"

Is it envisaged that the administrator should state conditions to a suspended
company? In other words, should it be mandatory on his part that he will state the
conditions to the suspended company for the purposes of reinstatement?

Mr. Sobion: Madam Chairman, this is one of the provisions where "may"
here is directory and if one were to use the word "shall", it would mean that even
if he does not think that conditions should be imposed, he would have to find
conditions to impose. It is merely directory here, so that in the event that he
thinks that the company may retrieve its position by complying with certain
conditions, he can, in that instance, request that they comply with those
conditions.

Mr. Sudama: The other question | have to address here is to put in another
subclause. | am trying to deal with the situation where a suspended company has
not been reinstated under subclause (3)(b), after complying with the conditions of
subclause (3)(a). What recourse does the suspended company have? Under these
provisions there is no right of appeal. Could we give him a right of apped
through the Minister or tribunal in this event?

Mr. Sobion: Madam Chairman, in circumstances such as these where
persons are acting under a public and statutory duty, there is no usual right of
appeal against that decision. Your recourse is to the courts of law. Here again,
this is a clear public duty. If he fails to act once the company satisfies the
conditions, then the recourse is to the courts of law.

Mr. Sudama: What we really want to do is to limit recourse as much as
possible when you can put in administrative provisions, or quasi administrative
mechanisms, where the matter of an appeal, if someone is aggrieved, could be
resolved administratively with limited expenditure of time and money, rather than
going through the court procedure which involves much time and expenditure of
financial resources—{ Interruption] No, it does not. It provides him with a very
cheap and efficient mechanism of dealing with his grievance.

Madam Chairman: | think it is even more bureaucratic there, appealing to
another—

Mr. Sudama: If you have that provision, in probably the odd case, someone
who has gone through this person, may say: "Okay, | am not satisfied at that
level, and | am going to the court.” | would think nine out of ten times a person
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will be satisfied with the decision of some higher authority within the bureaucratic
system. There would be great difference of opinion between the suspended
company and the administrator. The administrator may fedl that he has to
exercise his authority, and the fellow may feel that he is treated unjustly.

Mr. Sobion: Is the suggestion that the Minister becomes involved in this
administrative operation?

Madam Chairman: The administrator is appointed by the President and to
bring the Executive into controlling—{ Interruption]

Mr. Sudama: Madam Spesker, | want to say that the President in this
circumstance really means the Cabinet in this provision. The President merely
does the formal thing after recommendations from the Cabinet. The President
cannot appoint an administrator independently. But if not to the Minister, could
you suggest a tribunal ?

Mr. Sobion: He probably has recourse to the Ombudsman in any event.

Madam Chairman: In any event he will have recourse to the Ombudsman.
Breach of public duty falls within the aegis of the Ombudsman.

Question put and agreed to.

Clause 7 ordered to stand part of the Bill.
5.55 p.m.

Clause 8.

Question proposed, That clause 8 stand part of the Bill.

Mr. Sobion: Madam Chairman, | beg to move that clause 8 be amended as
follows:

8(3) deletethewords "at a place to be determined by the Administrator...."
Mr. Sudama: Could you put those words after the word "hours' in clause 3(a)?

"...make the register available for inspection by members of the public during
normal business hours at a place to be determined by the Administrator..."

Madam Chairman: Do you want to suggest an amendment to subclause (3)?
Mr. Sudama: No, no, instead of deleting it, put it in subclause (a) at the end.

Mr. Sobion: The words are really unnecessary because it will be for the
administrator to determine, in any event, where the register would be kept, so the
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words are not really necessary at al. This is why they are being deleted. The
circulated amendment, Madam Chairman, should have the word "and" at the end
of itaswell. Theword "and" is also to be deleted.

Madam Chairman: The amendment suggested by the hon. Attorney General
Is the deletion of the words: "at a place to be determined by the Administrator..."

Question put and agreed to.

Clause 8, as amended, ordered to stand part of the Bill.
Clause 9.

Question proposed, That clause 9 stand part of the Bill.

Mr. Sharma: Could we have a clarification? Clause 9(1)(a) and (c) seem to
be saying the same thing.

Madam Chairman: "Eligible" and "permitted"—they are two different
words.

Mr. Sharma: What does it intend to say?
Madam Chairman: They are quite different.
Question put and agreed to.

Clause 9 ordered to stand part of the Bill.
Clauses 10 and 11 ordered to stand part of the Bill.

Clause 12.
Question proposed, That clause 12 stand part of the Bill.

Mr. Sudama: | cannot understand why that ratio could not have been
included in this Bill, except you want to say that that ratio will differ from
company to company. | do not think that should be so. That would be
discriminatory. | agree that there ought to be a "prescribed ratio of its equity
capital in qualifying investee companies’. That would, in effect, mean a certain
ratio between its equity capital and its permitted investments. But what is the
problem with not putting that ratio down in the Bill?

Mr. Sobion: Madam Chairman, the purpose of having the power to make
regulations is to provide for that kind of flexibility which would be required in
circumstances such as these. One may want to vary the ratio, and the ease and
facility of doing that by way of regulations is a very norma thing in
circumstances like these.
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Question put and agreed to.
Clause 12 ordered to stand part of the Bill.
Clause 13 ordered to stand part of the Bill.
Clause 14.
Question proposed, That clause 14 stand part of the Bill.

Mr. Sudama: In this instance the administrator may grant a certificate of
approval to a qualifying investee company where he is satisfied that certain
conditions have been satisfied. |s the word "may" in that situation directory or
discretionary? | am saying that it should not be discretionary and if it is"may", it
should be converted to "shall”, because if you satisfy all the conditions that are
prescribed here, it should be obligatory on the part of the administrator to provide
you with a certificate—it cannot be at his discretion.

Mr. Sobion: Thisis clearly a direction. It tells you about the extent of the
power. He has the power to grant a certificate in certain instances. He cannot
refuse. Thereisaduty to grant it, once the conditions are satisfied.

Mr. Palackdharrysingh: | need a little help here, because this seems to be
legal argument that has a different meaning from normal English. The words
"may" and "shall"—the problem here is that when al the conditions are fulfilled
thewordis still "may”; and then you say that is obligatory?

Madam Chairman: It isdirectory—heisdirected to doit. He hasto do it.

Mr. Palackdharrysingh: It means "must”. Isthat so?

Madam Speaker: Yes.

Mr. Palackdharrysingh: All right, if that is the understanding.

Question put and agreed to.

Clause 14 ordered to stand part of the Bill.

Clauses 15 to 20 ordered to stand part of the Bill.
Clause 21.

Question proposed, That clause 21 stand part of the Bill.

Mr. Sharma: Madam Chairman, | beg to move that clause 21 be amended by
inserting "30 per cent” in (@) and (b).

Madam Chairman: "...such percentage as may be prescribed by the
Minister in respect of the consideration paid..."
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Mr. Sharma: Why hasit been left out here?

Mr. Sobion: Again, Madam Chairman, we need the kind of flexibility which
the regulations will provide and the percentages will be prescribed in the
regulations.

Mr. Sharma: Why changeit?

Mr. Sobion: We look at legislation not for the purpose of copying verbatim.
We need to have the flexibility in dealing with our situation here.

Mr. Sharma: Would it not be too wide to leave it open?

Mr. Sobion: It would be put into the regulations, it would not be left open.
The percentages will be placed in the regulations which would be laid in
Parliament under the Act.

Mr. Sudama: | have a query under clause 21(1)(a) which is, whether that is
the correct section quoted—that the tax credit is applied for under clause 28. | am
not sure whether that is clause 28 or 29.

Mr. Sobion: It should be 29.

Madam Chairman: It is a typographica error. There is no need to amend
that. Clause 21(1)(a)—change 28 to 29.

Question put and agreed to.
Clause 21 ordered to stand part of the Bill.
Clause 22 ordered to stand part of the Bill.
6.05 p.m.

Clause 23.

Question proposed, That clause 23 stand part of the Bill.

Mr. Sudama: Madam Chairman, | just want to get a clarification on clause
23, which states:

"Where a qualifying investee company in which a venture capital company
has made an dligible investment no longer complies with the requirements for
qualification under section 14, the venture capital company shall, within six
months of the date of the non-compliance, dispose of its investment in the
qualifying investee company."
It must. It has an obligation to dispose. Does it also have an obligation to invest
the amounts for which it has disposed? Is it in the nature of an exit, as such?
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Because, then we will have to deal with the investment protection account. Is it
that? Or after having disposed, the venture capital company must immediately
invest in some other investee company? Because if it is, then he can have
recourse or be brought under the investment protection account with respect to
withdrawals and so on. | am not sure what is intended here with respect to the
disposal of the proceeds where it is, not voluntarily, but obligatory, for the venture
capital company to dispose of itsinvestment.

Madam Chairman: What is your guestion?
Mr. Sudama: My question is: Is there an obligation for are-investment?

Mr. Mottley: There may not be an immediate investment opportunity and,
therefore, the money would have to be parked somewhere temporarily. Now it
would more than likely go back into the investment protection account. That
would be my understanding.

Mr. Sudama: What then is the situation with the tax credit?

Mr. Mottley: That is where 21(a) would apply, because there is a percentage
that is prescribed by the Minister in respect of the issue of shares for which a tax
credit is applied. So that percentage would have to be adjusted. If you look at
21(b) it isclearer:

"such percentage as may be prescribed by the Minister in respect of the
amount received by the venture capital company from the disposal of an
investment in a qualifying investee company...."

Madam Chairman: | think the hon. Minister is saying that 21(1) gives an
indication as to where the funds will go.

Mr. Sudama: Until such time as there is a re-investment, then he will not be
eligible for the tax credit.

Madam Chairman: Right.

Question put and agreed to.

Clause 23 ordered to stand part of the Bill.

Clauses 24 and 25 ordered to stand part of the Bill.
Clause 26.

Question proposed, That clause 26 stand part of the Bill.
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Mr. Sharma: Madam Chairman, clause 26(7) says a person who does not
comply can be charged $10,000. Here you are dealing with millions of dollars. In
the Canadian experience it is $50,000 for an individual and one year
imprisonment, and for a company, $100,000. We are seeing where the
Government, in some cases, is not following the Canadian guidelines in terms of
the number of days to register the company, and also here, where they are saying
$10,000. So they are saying; break the law; pay TT $10,000 and continue again.
Unless you meant Canadian $10,000. Can | get some clarification why thisis so?

Madam Chairman: You are suggesting that the $10,000 be changed to
$50,000?

Mr. Sharma: No, | am not suggesting that. | am trying to find out why it is
there.

Mr. Sobion: Thereis no proposal for an amendment?
Mr. Mottley: No proposal.

Mr. Sobion: Madam Chairman, we would consider an increase of the fine
there to $25,000.

Madam Chairman: So $10,000 is to be deleted and substituted by $25,000.
Mr. Sudama: Madam Speaker, | just want to go back to 26(4) which states:

"An investigation conducted pursuant to this section shall be completed as
soon as practicable and the records, securities or things removed shall be
promptly returned to the person producing them."

| do not buy this word, "promptly" at al, depending on who it is. | think here |
will insist that atime period be put in.

Madam Chairman: Could the Member give us one minute? We were
directing our thoughts to 26(7). Let us finish with that, and then we will move on.
We were concentrating on (7) and that the words "ten thousand dollars" be
substituted by "twenty-five thousand dollars’. Are there any further suggestions?

Mr. Valley: The point has been made that the $50,000 referred to in the
Canadian legidation talks about a situation in which the person makes a false
statement, and so on, quite different from simply their non-production—

Madam Chairman:—failing or refusing to comply.

Mr. Sobion: Madam Chairman, the proposal before us is to increase the fine
in clause 26(7) to $25,000.
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Madam Chairman: Yes, but the hon. Minister had suggested that thiswas in
the case when there were investigations, but this is not the non-compliance of
conditions. Do you have anything to say on that? Are you in agreement now
with the $25,000 or do you fedl that istoo little still?

Mr. Sharma: Yes, | amin agreement.

Madam Chairman: So the words "ten thousand dollars" could be substituted
by "twenty-five thousand dollars’.

6.15 p.m.

Mr. Sudama: Madam Chairman, | propose that clause 26(4) should be
amended to read:

"An investigation conducted pursuant to this section shall be completed as
soon as practicable and the records, securities or things removed shall within
30 days be returned to the person producing them."

This clause has to put an obligation. We know the deleterious attitude of very
many people in the public sector dealing with documents. The word "promptly"
is subject to all sorts of interpretations and | believe that we should have a specific
time period there for the return of these documents after the completion of the
investigation.

Mr. Sobion: Madam Chairman, the word "promptly" means one thing, that
IS, promptly, and one cannot predict how long an investigation of this kind would
last. 1t would vary from circumstance to circumstance.

Mr. Sudama: It is after the completion.
Madam Chairman: Thenitisin the person’s favour.

Mr. Sudama: | have known situations where cases have been completed
years ago and people’s property has not been returned to them.

Madam Chairman: It comes back to the same public duty and the breach of
public duty is—

Mr. Sudama: Madam Chairman, this is what we are trying to avoid. Every
time there is a query, or uncertainty, one wants to take a lawyer and go to the
courts. Merely by inserting a time period here we can avoid that and | feel 30
daysisareasonable time.

Mr. Mottley: | know the difficulty the Member is addressing.



70
Venture Capital Bill Monday, October 24, 1994

Mr. Sudama: Are you envisaging non-compliance?

Mr. Mottley: No, but | am saying that the proposed solution does not fit the
problem if there is an incompetent administration.

Mr. Sudama: The problem is that the administration is being given
guidelines and a time frame. If one argues the case that one is dealing with an
incompetent administration, then this whole Bill may not be implemented.

Madam Chairman: Is the Member proposing that the word "promptly" be
substituted by the words 30 days".

Mr. Sudama: | think 30 days is a reasonable time after completion of an
investigation to return documents to the people.

Mr. Mottley: The Member is giving more time than | had hoped. [Laughter]

Madam Chairman: Isthe Member proposing that the words "be promptly"
be deleted and substituted with the words "shall within 30 days".

Mr. Sudama: Y es, Madam Chairman.
Madam Chairman: The proposed amended subclause shall read as follows:

"An investigation conducted pursuant to this section shall be completed as
soon as practicable and the records, securities or things removed shall be
returned within 30 days of the completion of the investigation.”

Question put and agreed to.
Clause 26, as amended, ordered to stand part of the Bill.
Clause 27 ordered to stand part of the Bill.
Clause 28.
Question proposed, That clause 28 stand part of the Bill.

Mr. Sharma: Madam Chairman, | need some clarification on clause 28(1).
Can a company apply for the facility here? It says that "the Administrator may"
in view of the recent forgiveness of loans.

Madam Chairman: "..after the expiration of five years from the date of
making..."

Mr. Sobion: Madam Chairman, can the Member for Fyzabad raise the
guestion again?
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Mr. Sudama: The question redly is whether in clause 28(1), the
administrator "may" make a forgiveness order at any time after the expiration of
five years from the date of making the eligible investment? |s that discretionary?
Are all venture capital companies entitled to a forgiveness order after five years?
Or, it is discretionary as to whom the administrator will give this forgiveness? |
strongly object to a discretion of forgiveness.

Mr. Casmire: There must be a discretion.

Mr. Sudama: Why? Under what terms and conditions, and in what situation
will the administrator forgive one venture capital company and not forgive
another?

Mr. Sobion: It is a discretion of the administrator in this instance, but he
must also act in a consistent manner. It cannot be a whimsical exercise of the
discretion.

Mr. Sudama: Thatisit. We do not know the criteriafor his consistency.

Mr. Sobion: Again, those matters are for regulations and the administrator
will have to act in accordance with the established guidelines set up under the
regulations.

Madam Chairman: Subsclause (3) gives a little guideline as to what the
administrator will take into account in such forgiveness.

Mr. Sudama: In any matters he considers relevant. That still leavesusin the
dark. [Interruption] Then, why this forgiveness in the first place? Why do we
not cut out the forgiveness? Let us exclude the forgiveness completely and that
will enhance the coffers of the Treasury. [Interruption] | really do not see why
we have this forgivenessin the first place.

Mr. Mottley: One does not want to make the legidation penal, otherwise
people will not invest.

Mr. Sudama: If it is not pena, then the administrator should, in every
instance, give back after five years.

Mr. Mottley: No, circumstances vary.

Mr. Sudama: What this Government wants to do is to penalize some and not
others, and that is what we object to. We want to know what criteriais to be used
to issue the forgiveness order for some and not for others. [Interruption] If
everything is governed by regulations, as we are saying here, and we have no
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regulations, what are we discussing here? [Interruption] Would the Minister be
averse to deleting this clause?

Mr. Mottley: Yes, because | am concerned that if this legislation is made so
unattractive and circumstances arise where forgiveness is clearly called for, and
there is no discretion in the matter, then—

6.25 p.m.

Mr. Sudama: Everything comes in the regulations. We do not know the
terms and conditions under which forgiveness orders would be issued and the
criteria that would be followed. After five years of contributing to this fund, if
you are going to make a forgiveness order, then all companies should be entitled
to the forgiveness order after the stipulated period of time.

Madam Chairman: | imagineit would be so, all things being equal.

Mr. Sobion: Let me say this. Firstly, the administrator has to act in a
consistent fashion. The regulations would prescribe the circumstances under
which he can make a forgiveness order and that would guide his actions in these
circumstances. One cannot set it out in the legislation at this stage.

Mr. Sudama: Why are you burdening this legisation with so many
administrative requirements when you could have completely deleted it, and used
that as afund?

Mr. Mottley: If we want to tax somebody we will tax them but, we have got
to make it attractive.

Mr. Sudama: But you are giving them a tax credit anyway. This incentive
does not affect the tax credit from this concession. This affects the funds to which
he has contributed and you are saying now, that having contributed you would
forgive some and not others; once you make this provision discretionary.

Mr. Sobion: While it is discretionary the administrator must also act in a
consistent manner. It isapublic duty that he has to exercise and he must exercise
that fairly and consistently. Once the guidelines are there, there will be a clear
indication as to when and how the discretion should be exercised.

Madam Chairman, we consider this provision to be absolutely necessary.
Question put and agreed to.

Clause 28 ordered to stand part of the Bill.
Clauses 29 to 32 ordered to stand part of the Bill.
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Clause 33.
Question proposed, That clause 33 stand part of the Bill.

Mr. Sobion: Madam Chairman, there are amendments to tidy up minor
computer errors, references to sections which are wrong, and those are set out at
A, B and C in the circulated amendments.

| beg to move that clause 33 be amended as follows:

33(b) A. Delete the words "section 48H" and substitute the words
"section 487",

B. Renumber section 48l with respect to the Income Tax Act as
section 48K.

C. Delete the Marginal Note relating to section 48K (as
renumbered) of the Income Tax Act and substitute the
following Marginal Note:

"Tax credit for sharesin venture capital company."
Question put and agreed to.
Clause 33, as amended, ordered to stand part of the Bill.

Clause 34.
Question proposed, That clause 34 stand part of the Bill.

Mr. Mottley: Madam Speaker, | beg to move that clause 34 be amended as
follows:

34. Delete clause 34 and substitute the following clause:

Chap. 75:02 34. The Corporation Tax Act is

amended (@ amended—in section 6(1), by inserting
after paragraph (t) the following
paragraphs:
"(u) profits accruing to a venture capital
company;

(v) short term capital gains accruing to a
venture capital company.”;

(b) inthe Table under section 19, by inserting in
the appropriate sequence the following:
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"Section 48 K
(Tax Credit for shares in venture capital
company).”

Question put and agreed to.
Clause 34, as amended, ordered to stand part of the Bill.
Clause 35 ordered to stand part of the Bill.

Question put and agreed to, That the Bill, as amended, be reported to the
House.

House resumed.

Bill reported, with amendment; read the third time and passed.
ADJOURNMENT

The Minister of Trade and Industry and Minister in the Ministry of
Finance (Hon. Kenneth Valley): Madam Speaker, | beg to move the
adjournment of the House to Friday, October 28, 1994 at 1.30 p.m.

In moving the adjournment, |1 would like to inform the House that with
agreement on the other side we are going to have Private Members' Day on
Friday, with your permission, though the first Motion qualifies for that day. The
House would be sitting also on Monday, October 31, 1994 at which time we
would start debate on the Dangerous Drugs (Amdt.) Bill.

Madam Speaker: ThereisaMotion on the Adjournment.

Mr. Sudama: Madam Speaker, | have decided to start this session by being
rather conciliatory and gracious and as a result of the pleas of the Member for
Diego Martin East, on bended knees, that | should defer this Motion on the
Adjournment for another sitting of this House. | have acceded to his plea,
therefore, | will not be pursuing my Motion.

Question put and agreed to.
House adjourned accordingly.
Adjourned at 6.33 p.m.



