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have to pay tbem enyway." There is no doubt
what would have happened if we had not
corne into the picture: these roads would be
i the hands of a receiver.

Mr. HOWE: Quite.

Mr. BENNETT: I made as earnest a pies
for that course as I ever made ini my life,
and it fell on deaf ears. Now we oannot do
it because of our guaranteee, but ehould we
change our accounting system because of 4thst?
The minister askcs whether they are capitali-
zable. I do flot say they are capitalizable; I
neyer did, nor do the auditors. Ail they do is
to show where the money carne from, and I
think the consolidated balance sheet ie the
most effective way of putting the matter that
has ever been attempted. What is the trouble
with the present balance sheet?

Mr. HOWE: The trouble with the present
balance sheet is that it puts a wholly ficti-
tious value on -the assets of -the railway,
w.aereaa, suppose we corne out with a los
of sorne forty million dollars, that rnoney is
gone if we take it out of capital.

Mr. BENNETT: No.

Mr. HOWE: Surely if the governrnent for
its own purposes wishes to put forty million
dollars back into the system to keep it going,
that is not capitalizable against the earning
power of the railway. It represents no new
value. This is the matter my right hon.
friend settled in principle in 1932. He said,
"This thing is wrong," and I admire him for
i.t.

Mr. BENNETT: No, we simply said we
will not capitalize the deficit as part of the
funded debt of the enterprise.

Mr. HOWE: What we are proposing here is
not a new thought. It has been recommendcd
by everyone who has *had anything to do
with the enterprise.

Mr. BENNETT: No; they have recom-
mended the reconstruction of the capitalization,
but they have not recommended this.

Mr. HOWE: The elimination of government
boans in the form of capitalized deficits, in-
cluding interest, aggregating $9fl04,OOO, is
on the basis of (a) the report of the Drayton-l
Acworth commission of 1917 under the chair-
manship of Sir Henry Drayton, which regarded
the argument for capitalizing interest defloits
on government owned railways as " somewhat
fantastie "; (b) the 1925 report of two firms of
chartered accountants--one, Edwards, Morgan
and Company, and the other, Peat, Marwîck,
Mitchell and Company-as made to the board
of audit under the Board of Audit Act of

1925, whieh recommended "ýthat the practice
of capitalizing operating deficits be discon-
tinued " and that government advances for
such deficits " be not added to the investment
account, but be aheorhed in the consolida.ted
revenue fund of Canada "; (e) the report of
the Duif royaî commission of 1931-32, under
the chairmanship of -the Right Hon. Sir Lyman
P. Duif, P.C., which made two significant
statements on the writing-down of the capital
liabilities of the national railways. In con-
sidering the earning power of the railway the
commission said:

It je obvious that on this basis of earnings
the capital liabilities would require a very
drastie writing down.

In recommending the early attention of the
board of trustees to the whole matter of the
capital structure, the commission further
exnphasized the need of Iiability adjustment,
as follows:

...this commission is of the opinion that it
muet be frankly recognized that a very sub-
stantial part of the inoney invested in the
railways comprised within the Canadian Na-
tional system must be regarded as keot and
that its capital liabilities should be heavily
written down.

Then the Canadian National-Canadian
Pacifie Act of 1933, to which I have referred,
said "income deficits shall not be funded."

Mr. BENNETT: Quite so. I do not quarrel.
with that at aIl.

Mr. HOWE: Then we have-which I can
refer to, though 1 do not know that it is
necessary-the practice in other countries.
Australia bas donce exactly the saine thing
with every one of bier railways.

Mr. BENNETT: No. I am glad to have
the chance to correct that.

Mr. HOWE: I shaîl be glad to give the
riglit hon, gentleman chapter and verse.

Mr-. BENNETT: I know alI about that.
I took the trouble to investigate the suhject
while on the ground. I intended to correct
the statement when, it was made by the
minister the other day, so I went and looked
at my papers. They did not write down
depreciation of the properties. On the urgent
demand of the commission tbey estiinated a
proper depreciation, and that depreciation
represents the write-off; that is what je
written off.

Mr. HOWE: We write off no depreciation
on the Canadian National Canadian lin.es.
We might cail it th-at, perhaps.

Mr. DUNMING: We should reach the
same place.


