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Order of Reference

Extract from the Minutes of the Proceedings of the
Senate, September 14, 1971:

“With leave of the Senate,

The Honourable Senator Hayden moved, seconded
by the Honourable Senator Denis, P.C.:

That the Standing Senate Committee on Banking,
Trade and Commerce be authorized to examine and
consider the Summary of 1971 Tax Reform Legisla-
tion, tabled this day, and any bills based on the Budget
Resolutions in advance of the said bills coming before
the Senate, and any other matters relating thereto; and

That the Committee have power to engage the ser-
vices of such counsel, staff and technical advisers as
may be necessary for the purpose of the said
examination.

After debate, and—
The question being put on the motion, it was—

Resolved in the affirmative.”

Robert Fortier,
Clerk of the Senate.
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Minutes of Proceedings

Wednesday, October 6, 1971.
43)

Pursuant to adjournment and notice the Standing
Senate Committee on Banking, Trade and Commerce met
this day at 9:30 a.m. to further consider:

“Summary of 1971 Tax Reform Legislation”.

Present: The Honourable Senators Hayden (Chairman),
Aird, Beaubien, Benidickson, Burchill, Carter, Connolly
(Ottawa West), Cook, Desruisseaux, Flynn, Gelinas,
Giguere, Haig, Hays, Isnor, Lang, Molson, Smith, Sullivan,
Walker and Welch—(21).

Present, not of the Committee: The Honourable Senator
Heath—(1).

In attendance: The Honourable Lazarus Phillips, Chief
Counsel; Mr. C. Albert Poissant, C.A., Tax Consultant.

Upon motion it was Resolved that 1000 copies in English
and 400 copies in French of these proceedings be printed
instead of the usual 800 English and 300 French copies.

WITNESSES:

The Canadian Chamber of Commerce:

Mr. Neil V. German, Q.C., President;

Mr. Brock Bradley, Chairman, Executive Council;

Mr. H. P. Crawford, Q.C., Chairman, Public Finance
and Taxation Committee;

Mr. D. M. Parkinson, member, Public Finance and
Taxation Committee;

Mr. C. B. Mitchell, member, Public Finance and Taxa-
tion Committee;

Mr. C. Gajewski, member, Public Finance and Taxa-
tion Committee;

Mr. E. Newman, member, Public Finance and Taxa-
tion Committee;

Secretariat: (C.C.C.)

Mr. C. H. Scoffield, General Manager;
Mr. D. J. Gibson, Manager, Policy Department.

At 11:20 a.m. the Committee proceeded to the next order
of business.

ATTEST:

Frank A. Jackson,
Clerk of the Committee.
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The Standing Senate Committee on Banking,

Trade and Commerce

Evidence

Ottawa, Wednesday, October 6, 1971.

The Standing Senate Committee on Banking, Trade and
Commerce met this day at 9.30 a.m. to give consideration
to the Summary of 1971 Tax Reform Legislation, and any
bills based on the Budget Resolutions, in advance of the
said bills coming before the Senate, and any other matters
relating thereto.

Senator Salter A. Hayden (Chairman) in the Chair.

The Chairman: Honourable senators, I call the meeting to
order. This morning we have the representatives from the
Canadian Chamber of Commerce to present their brief in
connection with our consideration of Bill C-259.

Sometime during the morning, I expect that either the
Honourable Mr. Pepin or someone delegated by him will
come in to express their views in connection with three
amendments to the Employment support bill, which we
discussed last evening. When that happens, I suggest we
interject it into our proceedings—it may take about ten
minutes—so that we can report that bill this afternoon.

Hon. Senators: Agreed.

The Chairman: Furthermore, we adjourned the consider-
ation of the private bill, S-22, to incorporate United Bank
of Canada, until this morning. However, we had given an
appointment to the Canadian Chamber of Commerce for
9.30 this morning. Our procedure should be, therefore, to
go ahead and hear them and finish their presentation. I
suggest that we fix 3 o’clock this afternoon to hear further
representations from the United Bank of Canada.

Senator Beaubien: The Senate will sit at 2 p.m.

The Chairman: I do not think it will be a long sitting.
Therefore, 3 o’clock would be a good time. The main point
is that, having brought the United Bank of Canada
representatives here, we should dispose of them today. Is
that agreed?

Hon Senators: Agreed.

The Chairman: Honourable senators, I think we should
have a motion for the printing of the proceedings.

Upon motion, it was resolved that a verbatim report
be made of the proceedings and to recommend that
1,000 copies in English and 400 copies in French be
printed.

The Chairman: Honourable senators, the Canadian
Chamber of Commerce delegation consists of Mr. Neil V.
German, Q.C., President of the Chamber; Mr. Brock Brad-

ley, Chairman of the Executive Council; Mr. H. P. Craw-
ford, Q.C., Chairman of the Public Finance and Taxation
Committee; Mr. D. M. Parkinson, Mr. C. B. Mitchell, Mr. C.
Gajewski and Mr. E. Newman, members of the Public
Finance and Taxation Committee; and two members of
the Secretariat; Mr. C. H. Scoffield, General Manager; and
Mr. D. J. Gibson, Manager, Policy Department.

We have established a practice here that we hear a
summation or a statement, rather than hear the brief read.
The brief has been in our hands for quite a while and we
can enter into a discussion on it a little later. I understand
Mr. Crawford will make the opening statement.

Mr. H. P. Crawford, Q.C., Chairman, Public Finance and
Taxation Committee. Canadian Chamber of Commerce: Mr.
Chairman and honourable senators, when you read the
submission you probably noticed, that for the most part it
was extremely detailed, in terms of suggesting that the
wording of a particular subclause, a particular paragraph
of a particular subsection, may be inappropriate. It seems
better that I should state what we regard as several of the
more important points in the submission.

First of all, I would refer you to the general points made,
commencing on page 2. There are four recommendations
there. Recommendation 1, in substance, is our suggestion
that the procedure of the Department of National Revenue
for issuing information bulletins and stamp tax rulings, in
the context of tax reform and uncertainty at this time, is
even more significant and more important than it has been
heretofore under the existing law.

Since that was written there have been one or two deve-
lopments that make this even more troublesome. For rea-
sons that I think are understandable the Department of
National Revenue has indicated that it will be some time
before it can issue any interpretation bulletins, because it
is going to take the department some time to organize and
decide how it is going to interpret various provisions.
Moreover, for advance rulings they are reluctant to do so
for the same reasons.

It is important, however, particularly in view of the
complexity of the various provisions and the inevitable
difficulties that will result when particular problems are
being worked out by corporations in their planning and
because inconsistencies are inevitably discovered in legis-
lation, that the Department of National Revenue be pre-
pared at least to issue on the old basis informal rulings of
some sort.

The Chairman: I might say at this point, Mr. Crawford,
that before we are through we will very likely invite some
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of the officials from the Department of National Revenue
in order to ask them how they are going to approach the
consideration of this matter, because they have a number
of problems to settle. They have the fair market value
question to settle in a big way. From what I understand
they may transpose the present facilities they have in that
regard in relation to estate tax and import into this field
those men who have had experience. But the best way of
finding out how they propose to approach the problem is
to get them in here and ask them. We will do that before
we finish our hearings.

Mr. Crawford: I agree with that idea, Mr. Chairman. The
point that I am making is one that has been made by many
others, namely, that they do have a difficult problem. You
find, for example, that if you sit down to plan transactions
in many areas such as foreign affiliates in terms of putting
them together, there is to be no roll-over and you find as a
result that there are many areas, including foreign affili-
ates, where there seem to be inconsistent provisions in the
legislation, and to decide which ones will be applied, and
so on, is very difficult. That is just one illustration. We
certainly agree with the approach that we should find out
from the Department of National Revenue what they
intend to do, and we would urge that you encourage them
to try to come up with a system of at least issuing informal
rulings. Indeed, that might be combined with item 4 of our
particular recommendations on page 3, that during the
early years of this new system there be a certain amount
of leniency in the assessing process.

It has been stated to us that there will be this leniency
inevitably, but the difficulty with that is that the assessing
process sometimes occurs four or five years later, and,
when the assessor goes in he practises interpretations
which were unclear two or three years previously but have
since been formulated and at least in the mind of the
departmental officials are fairly clear, and this can pre-
sent numerous problems.

The Chairman: A few days ago in our consideration of
this bill we were discussing the aspect of the bill dealing
with the distribution of undistributed income in hand at
the 1971 year, and we were informed that there is a very
severe penalty in that, if you are one cent over the amount
of your 1971 undistributed income, even though you have
honestly calculated at that amount and have paid your 15
per cent tax, which then opens the door to let you do this,
you would be subject to a 100 per cent penalty. In other
words, the whole amount would be subject to tax, I
assume.

Mr. Crawford: That point is dealt with on pages 6 and 7 of
our submission, Mr. Chairman. Several suggestions are
made as to how the resulting possible hardship you refer
to could be dealt with.

The Chairman: Would you care to speak to that now?

Mr. Crawford: I would prefer to finish the two introducto-
ry points first, if I may.

The Chairman: All right.

Mr. Crawford: I appreciate that it is probably not of direct
relevance to your committee, Mr. Chairman, but it would
be helpful in our opinion if the minister, or his assistant, in

explaining the bill either here or before the Commons
could make available at an early date at least the amend-
ments they have drafted up to that time. That would
certainly be preferable to waiting until you get to section
248 to find out how it is going to be amended, because that
might be pretty far along. Again, we do appreciate that
they have a problem if they have not all of the amend-
ments drafted or if they are changing them subsequently,
but, certainly, if something could be done in that area it
would be a help—certainly, if you could get at least the
amendments that have been settled at this time so far as
the Department of Finance is concerned.

Senator Connolly: We have made that suggestion already.

The Chairman: I can tell you, Mr. Crawford, that in the
course of the discussion at the last meeting there was a
resolution in the committee requesting the Government
Leader in the Senate to make to the Minister of Finance
the request that the amendments which have been settled
be tabled in the course of second reading rather than, in
accordance with the usual practice, having them presented
in relation to particular items in the bill. We have indicated
in the supporting material, which is now in the hands of
the Minister of Finance, that, if January 1, 1972, is to be a
realistic date for the coming into force of this bill, we
should have this material early in committee and the
people who are going to make representations should have
it early. Otherwise there will be inevitable delays. Certain-
ly, our purpose would be defeated if we permitted our-
selves to be stampeded without having that material and
allowed ourselves to be crushed against that deadline of
January 1. We are not going to permit that to happen so
far as we are concerned—that, at least, is my feeling of the
temper of the committee.

Mr. Crawford: I can see that it would be very frustrating
for your committee, Mr. Chairman, if you were instructed
to see how you could amend a section and found out
subsequently, perhaps four weeks later, that they were
already amending it in the Department of Finance.

Senator Connolly: Have you made any representations
either to the Department of Finance or to the Department
of National Revenue, Mr. Crawford?

Mr. Crawford: The Chamber of Commerce had a meeting
with the Minister of Finance and one of his assistant
deputies.

Senator Connolly: In respect of the material you have
given us here?

Mr. Crawford: Yes.

Senator Connolly: Was there any indication that any of
the points you have raised here are to be amended?

Mr. Crawford: Yes. The Minister of Finance indicated that

his officials were in agreement with a great many of the
technical points and that amendments were being drafted.

Senator Connolly: But you have not seen them.

Mr. Crawford: No.
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The Chairman: There is a follow-up question there, if Mr.
Crawford wishes to answer it; would he care to indicate to
us which were the sections to which he got that reaction?

Mr. Crawford: I am afraid the minister was not that
specific, Mr. Chairman. He said there would be many
amendments. We did ask him if he could indicate the
areas, but the only area he indicated was the partnership
area, in which he said there were going to be substantial
amendments. However, he did not so indicate specifically
with respect to any other area. I think a lot of people are
assuming there will be many amendments in certain areas,
but nobody is being quoted.

The Chairman: Perhaps you could correlate what the
minister had in mind with what you were talking about
when he made that statement.

Mr. Crawford: It is almost impossible, in the context.

Senator Walker: Was he just being pleasant, making a
general statement?

Mr. Crawford: Senator, I have been at several meetings
with his officials—

Senator Walker: Before that?

Mr. Crawford: Before that, discussing various aspects
with them, and obviously there are going to be many
amendments. Many of the items in this submission do not
go to policy. They go to technicalities, and in that case I do
not see any particular reason why they would not be
amended. When we get our work near the end of July and
early August, if, according to our interpretation, there
were a technical problem that needed to be righted, I do
not see why it would not be amended.

The Chairman: What do you include in a technical prob-
lem? I understand what you mean by policy, but how
broad is the statement of technical problems? Do you
mean just the failure to put in a comma, a semi colon or a
period or a crossing of a “t”?

Senator Connolly: I suppose it would mean a conflict
between sections, such as you describe here under section
24, good will. That is a technical amendment in your
opinion.

Mr. Crawford: Yes. Mr. Chairman, you have touched on a
very difficult problem, in crossing the line from a techni-
cal problem to a policy problem. I suppose in a way it is a
matter of judgment for the person dealing with it as to
how he regards it. You can approach things as technical
matters, but they may turn out to be policy matters. I do
not think I can state a general rule as to which side of the
line it would fall on.

Senator Connolly: Generally speaking, your technical
problems arise out of the draftsmanship of the sections, do
they not?

Mr. Crawford: Yes. There is one item we want to speak to
here which in a sense is technical and in another sense is
very important in terms of policy. I refer to the very
limited corporate reorganization role-over provisions.
There is a very broad policy aspect here, but there are
also, of course, many technical aspects to it.

Finally, in the opening part, Mr. Chairman, we would
hope that either here or in the House of Commons the
minister or his representatives would make some state-
ments as to the more complicated parts of the statute—not
in detail but as to what their general philosophy is and
what their approach is in this area. In fact, if we had had
that earlier, some of these complex provisions that so
many people have criticized might have been much more
understandable because in reading them we would have
known what their general purpose was.

The Chairman: Well, Mr. Crawford, perhaps what I am
about to suggest would meet the problems that you are
referring to. We would propose in committee to have the
departmental officers here and have them give us the
objectives of the particular sections that have been
discussed.

Mr. Crawford: That would be very helpful, Mr. Chairman,
particularly since your proceedings are available and
could be distributed to the public.

Coming now to specific points, let me speak first of all
on what might appear to be a rather small point but is one
which appears to be causing a great deal of concern and
anxiety. I am referring now to the so-called departure tax
which is dealt with on page 31 of our submission. This is
the tax that applies where if you are a resident in Canada
and cease to be a resident, you are then deemed to realize
any accrued but unrealized capital gains at that time
except with respect to property that would be subject to -
capital gains tax if you were a non-resident. I think many
of us in our practice—and I am sure, Mr. Chairman, if you
follow this up you will find it to be the case—are receiving
perhaps more calls about this problem than any other.
There are executives who are reluctant to come to Canada
because of what this could mean when they leave, and
there are Canadians who are reluctant to leave for a
two-year posting in England or Australia or the United
States, or Canadian residents who are citizens of foreign
countries and who are here now and who are suggesting to
their corporate employers that they should leave by or
shortly after valuation day so that this provision would not
apply to them.

It is also unsatisfactory in several respects in terms of
some of the countries with which we have tax treaties,
particularly the United States and the United Kingdom—
and there may be others—where they prohibit the imposi-
tion by Canada of a capital gains tax on residents of, say,
the United States. That does not prohibit Canada imposing
a capital gains tax on a resident of Canada at the time he
ceases to be a resident, but if he makes the election to
defer the tax until he realizes on the property, which could
be some years later, and puts up the security, then at that
later time he is a resident of the United States and not of
Canada, presumably under the treaty he is protected from
capital gains tax in Canada and will get his deposit back.
Then there is also the problem of getting credit.

The Chairman: At that point you are assuming that this
exemption in respect of capital gains will be included in
any new treaties or amending treaties negotiated.

Mr. Crawford: No, I am assuming that the treaty will not
be renegotiated before it becomes a problem for one or
two taxpayers—at least that or the assumption you make,
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one or the other. We find it troublesome, and we have
suggested that temporary residents might not be subject to
this tax. There are various ways it could be dealt with. We
appreciate that no solution can be perfect, but we quarrel
with the decision arrived at.

The Chairman: Well, a departing Canadian who is chang-
ing his residence from Canada to another country may
find himself in the position where for Canadian tax pur-
poses there is a deemed realization, and he has ma«.:le a
profit or a loss, and he can pay taxes on that at that time.
But in fact he has not disposed of the asset. At a later
period in the country where he becomes a resident, if he
disposes of it and they have a capital gains tax, he may be
subject to another gains tax without any credit.

Senator Connolly: Then what you are suggesting, Mr.
Crawford, is that there should not be any deemed realiza-
tion if he is going for a period of, say, two years.

Mr. Crawford: You are quite right. If you are here up to
two years and then leave again, either you are treated as
not having been a resident for the purposes of deemed
realization or there should be no deemed realization.
There are various solutions to it.

The Chairman: Well, Mr. Crawford, did you notice the
solution we suggested in our report on the White Paper in
paragraph 17 on page 60? There we said:

17. In view of the need of Canada to attract investment
capital, the Committee strongly recommends that all
of the White Paper doctrines of tax on unrealized
appreciation should be eliminated. The Committee,
therefore, recommends the removal from the proposed
capital gains tax of

(a) the five-year revaluation rule. ..

Now that has been done. And then in the next paragraph it
says:
(b) the deemed realization of capital gain or loss on
individuals giving up Canadian residence. ..

(c) the deemed realization of capital gain or loss on
the value of gifts . ..

So, we were with you at that time. Are you now going so
far as to say that deemed realization on departure should
be eliminated?

Mr. Crawford: We do not in our submission. I think in this
submission we were looking at what we thought was in the
realm of possibility in terms of influencing the Minister. I
think we probably would go that far. But we might think
that by doing so we would have less chance of achieving
any results in influencing the process of legislative change,
but we could be wrong in that judgment.

The Chairman: Obviously what the bill proposes does not
meet your view of what should be in the bill. So if you
were asked to rewrite this provision, what would you
suggest?

Mr. Crawford: If I had a free hand to rewrite it I would
suggest what this committee did in its report that you have
referred to.

The Chairman: That is a nice attempt to avoid the effect
of my question. But my question was; in the light of your
attitude, that is that you wanted to stay within the realm of
what was possible, and putting it to you on that basis of
staying within the realm of what is possible, and accepting
the principle of dealing with people departing from
Canada and establishing residence elsewhere, how would
you rewrite it so as to cure the objections you have raised?

Mr. Crawford: We would obviously insert in the bill that
temporary residence for a period of, perhaps, two years
would not be subject to it. We would also look at the basic
purpose which to many of us involves Canadian residents
who have accrued, but not realized, substantial gains upon
going to live in tax-havens. If they go to live in a country
with which Canada has a tax treaty, perhaps there should
be no deemed realized gain.

Senator Connolly: Can you possibly go that far? Would
you not say that if there is a tax treaty between Canada
and the country in which they take up residence, presuma-
bly they would be saved from the effects of double taxa-
tion? Would such a treaty not include that?

Mr. Crawford: Until the treaty could be negotiated, or
renegotiated with whatever results might flow from that,
which would save it from the effects of double taxation, I
would say if you go to a treaty country, most of the
treaties, with perhaps one exception, which Canada has
today are not with tax-haven countries, or are not with
countries that do not levy taxes. Therefore, the person who
leaves Canada to go to a country with which we have a
treaty today would not ultimately achieve a big tax saving.
It is true it might go to a country other than Canada. So,
until a treaty could be renegotiated, or until a new treaty
could be negotiated, I would exempt it with respect to
treaty countries.

Senator Carter: Mr. Chairman, there would not be double
taxation if the treaty country did not have a capital gains
tax?

Mr. Crawford: That is true.
Senator Carter: What would be the position then?

The Chairman: Are you thinking about tax credits in
these circumstances?

Mr. Crawford: Yes.

The Chairman: If a Canadian should establish residence
in the United States and he takes his assets with him, and
there is a deemed realization and he pays his tax on the
gain here when he leaves Canada, and he realizes a capital
gain a couple of years later in the United States and is
subject to tax on it, how would you apply the tax credit if
you say he should be entitled to a tax credit in Canada?
Should the bill provide in those circumstances that the
Government of Canada should go back and refund him?

Mr. Crawford: If you are negotiating a treaty with the
United States, the Canadian approach is perhaps correct,
that it would be subject to tax on the gain accrued while a
resident in Canada and would be paid to the Government
of Canada; and a gain subsequently accrued in the United
States would be subject to the United States tax.
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The Chairman: There would be no question of applying
the tax credit in those circumstances, is that correct?

Senator Connolly: And there would be no double

taxation.

The Chairman: No, because he would have paid tax on
the accrued gain in Canada up to the time that he leaves;
and the only way he would have a further capital gain in
the United States would be if he realized a gain on a
subsequent sale as against the value at the time he came
into the United States.

Senator Beaubien: Mr. Chairman, what would happen if
he had a gain when he left Canada, and then he realized a
loss during the time he was in the United States?

The Chairman: If he had other capital gains in the United
States, I would think that he would dispose of them in the
United States.

Senator Beaubien: But assuming he only had one asset.

Mr. Crawford: Part of the difficulty arises with the United
States tax system whereby a person becoming a resident
in the United States, or subject to tax in the United States,
is considered to have a cost base which relates back to his
original acquisition cost even if this were 10 or 15 years
earlier.

The gain that had accrued while he was a resident of
Canada will be taxed. It is a very complex problem, Mr.
Chairman. I am sure the committee wrestled with it when
preparing your earlier report and there are no easy
answers.

The Chairman: We cannot write the U.S. tax laws; we can
only attempt to remedy some of these situations by means
of the tax treaty.

Mr. Crawford: In part it is a matter of balancing an
imperfect tax system and resultant imperfect situations in
that system, with the desirability, to the extent those
making the judgments consider it to be desirable, of ena-
bling people to be transferred or moved about between
jurisdictions without imposing too many roadblocks.

The Chairman: Your suggestion of granting an exemption
or exception to those Canadians who establish residence
outside Canada is of a temporary nature, in the sense that
it may arise from their employment and at some subse-
quent time they may return to Canada.

Would there be inherent in that any basis upon which an
exemption could be allowed? The two-year period for an
exemption may not really deal with the situation.

Mr. Crawford: That is true.

Senator Hays: Mr. Chairman, when persons from the
United States, France or these other countries come to
Canada, what is the situation with respect to capital gains?
Could we consider the situation in reverse?

The Chairman: Have we dealt with the reverse situation?

Mr. Crawford: You make a very good point, senator,
which I might have made earlier. It is my understanding
that most of the countries which impose a capital gains tax
do not in that case.

Mr. D. ]J. Gibson (Manager., Policy Department, Canadian
Chamber of Commerce): It was my understanding that the
United States taxes citizens, not just residents. A citizen of
the United States who came to Canada would be liable for
capital gains tax in the United States.

The Chairman: As long as he remains a United States
national, wherever he may be in the world he is liable for
United States taxes.

Mr. Gibson: So they still have him in the net.

The Chairman: He does not file a return and pay the tax
if he decides he will not return to the United States at any
time, because it could not be enforced. However, if he
hopes to return to the United States, he had better keep up
his income tax returns.

Senator Hays: Are there examples of the various coun-
tries who see fit to send people to Canada? Would that not
be the best approach? I do not believe we can expect much
better than the treatment our people receive in other
countries.

Mr. C. Albert Poissant, Tax Consultant to Committee: A very
good booklet dealing with capital gains in other countries
is contained in the Carter Report. It illustrates the treat-
ment of other countries such as Germany, France, Eng-
land and the United States. It is true that the citizen rule
for which there is no counterpart here exists in the United
States. It is an avoidance rule applied in the case of a
person moving out of the United States to obtain the
capital gain while outside. This will attract capital gain in
the States for ten years after the person leaves. In other
words, they cannot leave the United States for the purpose
of having the capital gain outside, because it is not deemed
to be a capital gain realization at the time they leave the
States.

The Chairman: I should have announced this earlier, that
the speaker was Mr. C. Albert Poissant, who has been
retained as tax consultant to the committee.

Senator Isnor: From the Canadian point of view those
affected comprise a very small percentage, do they not?

Mr. Crawford: That would be true.

Senator Isnor: You, as the Canadian Chamber of Com-
merce, are representing to a very large extent Americans
who might be affected by this, am I right?

Mr. Crawford: I have to ask how our percentages in the
Chamber line up. It is not only U.S.-controlled subsidiaries
who transfer employees, and this can be helpful to Canada
in terms of learning know-how, new methods, and so on.
However, there are Canadian companies with internation-
al operations who move their employees abroad from time
to time on a temporary basis.

I would certainly concede that you are perfectly right
that as a percentage it is very small.

Senator Isnor: Mr. Chairman, I cannot for the life of me
see why the Canadian Chamber of Commerce should be
involved to this extent.
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The Chairman: Well, senator, if the bill deals with the
situation in what appears to be a fair and equitable fash-
ion, then I do not suppose there could be any quarrel.
There may be a large number of Canadians, which I
suspect to be true, who establish residence outside Canada
for many reasons, such as health. I think you might be
surprised at the numbers. Therefore if they are dealt with
fairly in making the change, we are not concerned. If there
are unfair aspects, we should consider them.

Senator Lang: Many Canadians of advanced years and
very modest means leave the country in the last years of
their life for health and climatic reasons. They might be
literally prevented from making such a move by this provi-
sion. I believe that there are many more people in this
category than my colleague suggests. They represent a
sizable segment of our population, a segment which is not
affluent in any sense of the word and they could be seri-
ously hurt.

Mr. Crawford: If I could speak to this on a note of ideal-
ism: in an increasingly interdependent world within which
it is becoming important to understand various cultures, it
would be in that sense important to have a system which
did not prevent the mobility of people between countries.

Mr. C. H. Scoffield, General Manager, Canadian Chamber of
Commerce:I am not sure I understand the question, or the
point made. I will at least make the comment that the
preponderance of companies in the Canadian Chamber of
Commerce represented by us today are purely and simply
Canadian companies. We are not here speaking for compa-
nies that are members of chambers which are largely
international, have American operations or are subsidiar-
ies of American companies. The large proportion of the
members for whom we speak are purely and simply
Canadian companies.

Mr. Crawford: The next area of our submission is page 15,
headed: “General Assessment of Provisions Dealing with
Acquisitions and Reorganizations.” From your earlier stu-
dies, you are no doubt aware that one of the difficulties in
any tax system that imposes a capital gains tax is in
determining when a change in investment should be
imposed for tax purposes and when it should not.

Most people would say that any movement of assets or
shares between or among wholly-owned subsidiaries are
up to the parent company, and, since the basic economic
interest remains the same, should result in what is com-
monly referred to as roll-overs without any gained realiza-
tion at that time. When I say “most people,” that is proba-
bly going too far. I should say “many people.”

The provisions of the bill are very limited with respect to
roll-overs. No doubt you will discover that when you dis-
cuss the matter with the Department of Finance officials.

There are very difficult judgment areas involved in
determining when you should be entitled to tax-free roll-
overs. Once they get the new system under way, I hope
that in the course of the next two or three years they will
slowly broaden the areas where they can effect tax-free
roll-overs.

If it is done that early it should not be serious, because in
most cases the gains built up after valuation date will not
be substantial.

This is an area which, in our submission, causes difficul-
ty in terms of the efficient operation of a business. It will
also create many distortions. Some people will be able to
do roll-overs, and other people will not, for reasons that
have very little substance.

If you happen to have companies incorporated in one
jurisdiction, or in a jurisdiction that permits you to re-
incorporate in the area where the other company is incor-
porated, you can amalgamate in certain instances and get
a tax-free roll-over. On the other hand, if you cannot
amalgamate the companies, you may not be able to
achieve a tax-free roll-over.

There are no roll-over provisions with respect to foreign
corporations or foreign affiliates. On the other hand, if
your foreign corporation is incorporated in a jurisdiction
such as Delaware and can be re-incorporated in Ontario,
presumably you can get it re-incorporated in Ontario and
amalgamated with your Ontario parent company, or with
your other interests in Ontario, and you may perhaps get a
tax-free roll-over.

There are provisions for tax-free roll-overs in and out of
partnerships. Here, if you happen to be so structured as

" eventually to achieve, by rather artificial means, the set-

ting up of partnerships, of rolling into partnerships and
then rolling out of partnerships and liquidating them into
other corporations, this will create a lot of distortions. I
realize that it is a difficult area to deal with.

I would remind honourable senators that the bill came
out in June.

The Chairman: On June 30.

Mr. Crawford: We were told, in terms of technical matters,
that our submissions should be in by late August. There-
fore we did most of our work, in terms of the committees
involved in putting this together, by the end of the first
week of August. In the time that was available to us we did
not have sufficient time to work out any positive recom-
mendations in the roll-over area.

One suggestion that has been made is that until the
system matures a little, and until more provisions can be
developed regarding roll-overs, there should be a roll-over
somewhat similar to the system existing in the United
States where, in fact, you have to get a ruling; and if you
can get that ruling and it does not appear to be avoiding
tax, and so on, the minister can authorize you to have a
tax-free roll-over.

The Chairman: If consolidated returns are validated for
tax purposes, would that assist the situation?

Mr. Crawford: Consolidated returns help a great deal, if
in terms of a loss in one company and a profit in another.
You do not necessarily help your corporate organization
where you have assets in one and you want to amalgamate
the operation, or where they are subject to a low-cost base
and a fairly high value. It would be of some assistance, but
it would not help the problem.

The Chairman: It would not get to the root of the prob-
lem. For the purpose of the record, I should point out that
in our report on the White Paper on this question of
roll-overs we dealt with this question on page 61, para-
graph 20. I suggest that honourable senators might like to
read that section at their convenience.
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Mr. Crawford, I will put the same question to you again:
You have called our attention to this problem. What do you
suggest should be done?

Mr. Crawford: I am now speaking personally, because the
chamber did not have time to formulate any specific
recommendations in this area.

I am not familiar with the parliamentary process, but if
the minister could announce, either before this committee
or in the house, or wherever it is appropriate, that the
Government recognizes that the roll-over provisions are
very limited, and that they are proceeding to develop and
extent the provisions in the first or second amending bill
to the tax reform act, that further roll-over provisions will
be introduced, then that would be helpful.

I have another suggestion to put forward, which I made
earlier. However, the Government might not have time to
implement it. By regulation they might see whether they
can get roll-overs by application on a discretionary basis,
similar to the provisions in the United States Internal
Revenue Code. It is a complex matter, and they may not
have time to do it at this time.

There are no easy answers. We think that the Govern-
ment has come down too strongly against roll-overs. We
suspect that it was due in part to lack of time to consider
further provisions and to study the operation of the bill in
this area. It is a problem, particularly when dealing with
foreign businesses, where there are no roll-over provi-
sions. You might find, perhaps, that you have operations
based in the Netherlands and, for reasons completely
unrelated to Canada or unrelated to tax, the centre of your
corporate activity abroad should be based in France or in
the United Kingdom, or somewhere, and to move that
operation is going to involve substantial tax if there are
any accrued gains.

The Chairman: We suggested in our report on the White
Paper with respect to this question of roll-overs that in so
far as foreign companies are concerned the taxation provi-
sions should not apply unless the purpose was tax avoid-
ance. Would you subscribe to that?

Mr. Crawford: I wonder, Mr. Chairman, if you would
repeat the question?

The Chairman: I will give you the exact wording. At the
top of page 62 of our Report on the White Paper we state:

... The Committee recommends, however, that where
the roll-over transfer is to a foreign entity, the free
roll-over provisions should only apply where the pur-
pose of the transaction is not primarily for the purpose
of avoiding Canadian taxes.

Mr. Crawford: Yes, I certainly would subscribe to that.
The context of our limited roll-over provisions which we
have does not fit because it is more or less built on the
assumption of many broader roll-over provisions.

The Chairman: Mr. Poissant, are you prepared to add
anything to this discussion?

Mr. Poissant: I would just say that I agree with the points
made in the brief, and I do think that the recommendation
which was made verbally, that roll-overs be obtained free
of tax after a ruling, is a good point.

The Chairman: In other words, the minister would have
some discretion in the matter?

Mr. Poissant: Yes, and it would permit some natural
roll-over to take place without having to attract taxation.

Senator Connolly: Just to simplify and to use an example,
Mr. Chairman, and it may be too crude, but if you take the
case of a merger of a Canadian parent company and a
subsidiary, and the subsidiary has capital gains which
were realized at the time, there would be tax if those assets
which are the subject of the capital gains are taken over
by the parent company. It is proposed under the law now
that capital gains are deemed to be realized at the time of
an amalgamation or merger, and, if that is the case, is not
the revenue protected just as well by having the parent
company or the company that results from the merger
held responsible for the gains based on the gain record
which was developed by the subsidiary as well as by the
parent?

The Chairman: Do you have any comment on that, Mr.
Poissant?

Mr. Poissant: No, I have no comment to make on that.
You are saying that as it is suggested in the law now there
would be this realized gain?

Senator Connolly: I understood the witness to say that
once a merger takes place then any gain made by any of
the mergered companies is deemed to have occurred at the
time of the merger.

Mr. Poissant: That is true.

Senator Connolly: I understand this is what he said. If the
resulting company is saddled with the gain or loss history
compiled by the subsidiary which was merged with the
parent, then, there would be no loss to the treasury. When
the gain is in fact realized the tax would be exigible.

Mr. Poissant: That is what they are asking. Am I correct,
Mr. Crawford, in that what they are asking is that the gain
is not realized or deemed to be realized at the time of the
merger but that it is realized at the time the gain is actually
disposed of by the parent company?

Mr. Crawford: The loss, Mr. Chairman, to the treasury is,
of course, in the form of a tax deferral. The treasury may
get this tax in year 20 rather than year one, and this does
obviously involve a loss.

Mr. Poissant: If the roll-over is permitted the treasury will
eventually get this tax if there was any tax.

Senator Connolly: Are you saying, then, that the purpose
of the section in the act as we now have it is to get the tax
sooner and nothing more?

The Chairman: That is the effect.

Senator Carter: Mr. Chairman, this clause is designed
against specific situations where companies buy or
acquire assets and never sell them, is it not? In other
words, they could go on forever accumulating assets and
never paying any capital gains tax as long as they do not
sell the assets. My understanding is that this section is
aimed at that type of situation.
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The Chairman: This is a generalization, senator. Let us
take a specific situation. Supposing you have a m?nufac-
turing company manufacturing a number qf .dlfferent
commercial products and it has acquired subsidiary com-
panies who are in some of these fields, and they then reach
the stage where they decide to put them all together, once
you look at the picture as being that of a manufac_turlpg
company, a manufacturing company doe§ noj: ordinarily
engage in the business of buying and se.llmg. its assets. It
may have a portfolio of investments which it has to deal
with, but if the companies are put altogether they are put
together for the purpose of carrying on in a larger or
better or more efficient way their manufacturing or proc-
essing operations. At that stage there may have been a
deemed realization on an accrued gain in value, and it is at
this point that we have to look at it and decide whether it is
reasonable or not.

Mr. Poissant: In a general way, you are correct. It comes
back also to this five-year revaluation provision, and also
to the economic implications of locking-in assets and
having people reluctant to realize on them, and all that
flows from that. You have to look at that philosophy and
that problem when you look at this; there is no question
about that. But as the chairman has pointed out, when
they are all down below as subsidiaries, not being able to
move them back and forth does not seem to have much
implication, in terms of the lock-in, economically.

Senator Lang: Mr. Chairman, I can conceive that such a
corporate organization might be necessary for the purpose
of public financing where it is an issue on the market and
this might seriously inhibit a company and render it
impossible to obtain additional capital which it might
require.

Senator Beaubien: Mr. Chairman, does our legal counsel
think that if Company A wholly owns Company B there
would be a tax on the capital gains deemed to be realized
are on the assets of Company B?

Mr. Crawford: I should speak to that, Mr. Chairman. If
Company A wholly owned Company B, there is a roll-over
provision where you can liquidate Company B into Com-
pany A. If Company A owns companies B and C and you
wanted to move assets from B to C, as pointed out on page
6 of our submission you will probably have a realized
capital gain; it comes under interfiliate transfers. There
are some roll-over provisions. It is just that they are very
limited and will operate accidentally to permit certain
types of organizations to do roll-overs where persons who
happen to have a slightly different structure will not be
able to do this. I appreciate it is easier to criticize than to
solve this problem.

Mr. E. Newman, Member, Public Finance and Taxation Com-
mittee, Canadian Chamber of Commerce: I think one of the
important points is that if Company A is moving assets
down to Company B there is no roll-over; the roll-over is
only on the way up.

The Chairman: On the way up, yes.

Mr. Newman: It does not make sense in terms of equity or
for any other reason to me.

Mr. Crawford: Perhaps I can illustrate the logic of it in
this way. There is a roll-over provision if the sole proprie-
tor incorporates a company, transfers his business to the
company and ends up by owning more than 80 per cent of
all classes of stock in the company. However, if two or
three individuals who may have sole proprietorships or
capital to contribute in terms of assets want to move into a
corporation, they will all end up with, say, 20 per cent
each, or 33 13 per cent each in the corporation; there is no
roll-over provision, but they could go into a partnership
first, have a roll-over into a partnership, and the partner-
ship could have a roll-over into the corporation. There are
provisions where you can do indirectly what you cannot
do directly. Again, it is very difficult not to do this in
structuring a tax system, and I am not saying it is easy.

Another area that I think may have important economic
implications is that it is possible in the United States, and
other countries I believe, to do a share exchange takeover
bid, whereby if there is no cash boot the shareholders of
company A can exchange their shares of company A for
shares of company B and have a roll-over; that is they
keep their original cost base. Whereas, under our system
on a share exchange takeover bid I guess the bidder will
have to pay more to pay the tax of the shareholders
acceptance, because there will be a deemed realization. It
can be said that this is where the lock-over implications
come into play. In one case it makes the takeover bid more
difficult and may frustrate putting together more efficient
corporate units. In the other case, however, it forces a
realization at that time, and therefore tends to avoid build-
ing up big potential gains in the future.

The Chairman: Are there any further questions on that?
What is the next point, Mr. Crawford?

Mr. Crawford: I think I have addressed myself to the
points of significance that I wanted to speak to. I do not
know if any of my colleagues would like to speak to any
others. Otherwise, if you have any questions we can deal
with them.

The Chairman: I would like to ask you one question. We
have dealt with several points that you have developed.
There are quite a number more in your brief, and you are
only selecting these to deal with. How do we rate the
others in importance and the attention we should pay to
them?

Mr. Crawford: I think the others are largely technical, but
in some cases with important implications. No doubt the
committee and your advisors can review them. Some of
them are simply a matter of improper references. Take the
one on clause 24, good will, on page 3, to illustrate this . . .

The Chairman: I have just picked one in a hurry. On page
22 you deal with moving expenses and you refer to clause
62(3). That says:

...“moving expenses’ includes any expense incurred
as or on accountof . ..
(d) the cost to him of cancelling the lease, if any, by

virtue of which he was the lessee of his old
residence.

What you have suggested is that he may not cancel the
lease, he may be able to negotiate a sub-lease, and there-
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fore the wording should be a little more general; that is,
that it should provide not only for the cancelling but
should also say, “or otherwise disposing of”. To give real
meaning to it, the suggestion would appear to be a fair and
reasonable one, that however the person incurring moving
expenses and has a lease deals with it, whether by cancel-
lation or by negotiating a sub-lease, if it costs him anything
to do it it should be an allowable expense.

Mr. Crawford: I would hope that that type of point will be
picked up by the amendments that are now being or have
been drafted. You can get around it in most cases, if you
can get a sub-tenant and you are going to lose your
expenses by sub-letting, if you have to sub-let for less than
the rental obligation and the landlord co-operates you can
make a new lease. The people who will get caught will be
those whose landlord will not co-operate. In Ontario, for
example, a landlord is not entitled to withhold his consent
with respect to sub-letting in the way he heretofore has
been. Or it may be the person who is not informed and
gets trapped by sub-letting.

The Chairman: A lot of these section references deal with
situations for purposes of, I would say, clarification.

Mr. Crawford: Yes.

The Chairman: Is there any other person in your delega-
tion who would care to add anything?

Mr. Newman: I have not spoken to my colleagues about
this, and I am not a tax specialist or expert by any means.
I have taken a two-day wonder course about it to acquaint
myself with the complexities of the legislation. I am struck
by some of our adherence to old rules. I am thinking
particularly of forward averaging which is offered as
equity for a taxpayer whose income bounces up in one
year. I notice that the annuity to be deducted for forward
averaging must be purchased durir.g the taxation year or
within 60 days, which is the symmetry of the registered
savings plan and so on. I suspect that a great many tax-
payers will not know that it is to their advantage to buy
such an annuity within the 60-day period. They will proba-
bly be preparing their tax returns in late March or early
April. I do not think there could be any loss to the treasury
if they gave the taxpayer an opportunity to acquire the
equity they are offering. I think that would be a very
simple thing.

The Chairman: You mean without any time limitation?

Mr. Newman: No, I would say 120 days from the date of
filing the tax returns.

Senator Hays: Taken to April 30.
Mr. Newman: The following year.

The Chairman: There would appear to be sense in that. Is
that dealt with specifically in your brief?

Mr. Crawford: I do not believe it is.

The Chairman: We have a note of it on the record now. Is
there anything else you want to add?

Mr. Newman: No, that is fine, sir.

The Chairman: What about the other members of your
committee? You are here for the purpose of telling us what
your problems are as you see them and directing our
attention to them.

Mr. Newman: There is one point which I do not believe is
covered in the brief. It refers to foreign tax credits.

The Chairman: In which section?

Mr. Newman: I do not believe it is covered. There will be
an inability to group foreign tax credits in Canada, by
proceeding on a country-by-country basis. In a situation
where a company may have operations in many countries
and may pay foreign tax in one jurisdiction and is unable
to offset that against some loss in another jurisdiction,
there may be taxes paid which would not otherwise be
payable. The United States system provides an election of
either a grouping of countries or of individual countries.
This is not provided for in our present system under this
bill.

The Chairman: Let us take an illustration. Supposing you
have a Canadian company that has operations in the
United States through a subsidiary company—this is the
sort of thing you are thinking about—then they have oper-
ations in Australia through a subsidiary company, and
operations in the Netherlands through a subsidiary com-
pany. Let us say that in two of them they have earnings
and profits and they bring them home in the form of
dividends; and in the third one they have a loss so that
there is nothing to bring home. Is that the sort of situation
you are talking about?

Mr. Newman: Yes. I think it is a clearer situation, sir, if
you think in terms of a branch operation. It is much
clearer there. Therefore, if you have tax in one country
and a loss in another, you will not be able to offset these to
get the maximum value in Canada.

The Chairman: The simple answer is that if they are
limited companies they do not have to bring the income
home.

Mr. Newman: That is true.

The Chairman: On the branch operations, those would be
earnings or income of the Canadian company. Is not that
right, wherever the operation is?

Mr. Newman: Yes.

Senator Beaubien: Mr. Chairman, then the loss would be
offset.

The Chairman: You would think so. Mr. Poissant, what
have you to add there? If you have branch operations of
the Canadian company in three or four countries in the
world and in one of them you have a loss, the earnings
made in those branches are earnings of the Canadian
company under the definition of income?

Mr. Poissant: They would be, yes. They are.
Senator Beaubien: The loss would be, too, then.

The Chairman: In those circumstances, I can understand
how to deal with the earnings. They would swell the
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Canadian income. How about the losses? How does the bill
deal with the losses in a branch?

Mr. Poissant: If I am right on this, Mr. Chairman, tl}ey
would be the same; but if you permit me, I (%o not think
that is the point Mr. Newman is raising. Am I right?

Mr. Newman: That is right.

Mr. Poissant: You are raising the point that the tax credit,
the tax itself, is to be worked out individually by each
country. Is that what you are raising?

Mr. Newman: Yes.

Mr. Poissant: And you say there may be cases, as in the
United States, where they have an election, whereby you
can pool that as income from various sources, but only for
purposes of credit of the tax itself. Am I right?

Mr. Newman: That is right. If you have a situation, Mr.
Chairman, where you have a profit in one country and a
loss in another, then the profit and the loss would be taken
together and offset. But if you have had to pay foreign
taxes in the country in which you have made a profit, then
in Canada’s case you would not be able to offset your
foreign source income, which would be positive in one
country; and you cannot offset the loss, so you would have
no foreign source income and no foreign tax credit in that
year, because you cannot merge the two operations for
Canadian purposes.

Mr. Poissant: Even, Mr. Chairman, when they are not
operating as branches. That is because they are different
companies—or it could be different branches too.

Mr. Newman: Yes, or branches.

The Chairman: In looking at the Clarkson, Gordon &
Company analysis of this bill, under the title “Tomorrow’s
Taxes”, dealing with this question, on page 198, at the top
of the page, section K53, they say:

Under the proposed legislation, income from a busi-
ness carried on in a foreign country through a branch
will continue to be subject to Canadian tax. Similarly,
business losses of foreign branches will continue to be
deductible against other income of the Canadian tax-
payers. However, a number of significant changes
have been made relating to the tax credits to be
allowed in respect of foreign income taxes imposed on
foreign business income.

Your question was addressed to the question of the
extent of the tax credit that you might get where you have
earnings subject to tax in a branch in a foreign country.

Mr. Newman: Yes, sir.

The Chairman: If you have earnings subject to tax in a
branch in the United States, you would be subject to
United States tax there.

Mr. Newman: Yes.

The Chairman: If the United States tax were more than
the Canadian tax when it is brought home, you would only
get a tax credit at the Canadian rate. Is that the point you
were making?

Mr. Newman: No, not quite, sir. It is a situation where, in
calculating all overseas profits, there may be a situation in
which inadvertently your foreign source income, in the
calculation for a foreign tax credit, does not give you any
relief; whereas if you were able to combine the results, you
would get relief. If Canada will insist on treating each
country on its own, you do not have the ability to combine
this, as in the case of the ability in the United States.

Senator Connolly: Could we take an example. Suppose
you made $100 in the Netherlands and $100 in England and
you have branches in each of these two countries, and you
bring in $200, that becomes taxable in Canada.

Mr. Newman: Yes.

Senator Connolly: But if you have a loss of $100 from the
Australian branch, it is ignored. You cannot say that your
net income from the three branches is $100; you have to
say it is $200 and your loss does not figure in the tax
calculation. Is that the point?

Mr. Newman: Yes, part of it, sir.

Senator Isnor: Is that a true picture, to say that you
cannot get credit? If the parent body is in Canada and
there are branches in three countries and one of those
branches has a loss you cannot get credit for it? The
Canadian company cannot combine?

Mr. Newman: It would combine.
Senator Isnor: And get credits?

Mr. Newman: The point is this, there are foreign taxes
which will exceed Canadian taxes in some situations,
either because of the difference in the method of calculat-
ing income or rate. If you have two countries and you have
income from all sources, you may well find that, if you
look at one country in isolation, you will not get full credit
from Canada, because the tax rate exceeds the Canadian
tax; whereas if you were able to combine countries A and
B, the rate would then be less than the Canadian tax and
you would get the full credit in Canada.

Senator Beaubien: That is the point the Chairman made.

Mr. Newman: It is quite an important one, in the case of
multi-national corporations.

The Chairman: Yes, but, Mr. Newman, if I have a loss in
one country and a profit in two countries, the loss is
referable to the Canadian taxpayer.

Mr. Newman: Yes, sir.

The Chairman: And his income overall in Canada would
be less by reason of the amount of the loss.

Mr. Newman: That is right, sir.

The Chairman: Then, when you move on to taxable
income, he is getting some recognition for the loss. He is
bringing it home, is he not?

Mr. Newman: Yes.

The Chairman: All he has to do then is have earnings in
Canada.
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Mr. Newman: He has to have a foreign income and a tax
rate on it, which does not result in any disallowance of that
tax in Canada.

The Chairman: Do you mean if he has losses and profits
abroad, in branch operations, overall he must come up
with income. In other words, the loss in one of the foreign
countries could not be used to eat up the income.

Mr. Crawford: Perhaps we could state it this way, Mr.
Chairman: if in foreign country A the tax imposed is 53
per cent and in foreign country B the tax imposed is 45 per
cent, and our rate is 50 per cent, you will not get any credit
in foreign country A for the amount their rate exceeds
ours, nor will you get any reduction either in foreign
country B, but you will pay 6 per cent extra tax if their
rate is lower than ours.

Senator Hays: Does the same situation apply if you are an
individual?

The Chairman: How do you mean? An individual in
Canada?

Senator Hays: Yes, who has an operation in Australia, for
example.

Mr. D. M. Parkinson, Member, Public Finance and Taxation
Committee, Canadian Chamber of Commerce: With respect to
earnings on a country-by-country basis you end up paying
the taxes in the foreign country or the taxes in Canada,
whichever is the greater, and this is in toto.

The Chairman: Yes, that is right. You get no credit for the
excess over the Canadian rates. Is it your suggestion that
you should?

Mr. Parkinson: That was Mr. Newman’s point.

The Chairman: Certainly you would if you pooled all the
earnings outside of Canada.

Senator Connolly: It is really a matter of averaging rates,
is it not?

Mr. Crawford: Maybe it is a policy matter. It depends on
how you look at it, really.

Senator Connolly: Mr. Chairman, perhaps with the
Canadian Chamber of Commerce we should make the
point that we in this committee and in the Senate are, and
should be, conscious of the fact that more and more
Canadians are getting into multi-national organizations,
particularly corporate organizations.

The Chairman: We are going to hear people to whom we
have given appointments who are carrying on multi-
national operations.

Senator Connolly: We want to make it as efficient as we
can. We are very conscious of that in the Senate.

Mr. Crawford: The final general point of our submission,
Mr. Chairman, is that we did not have time in dealing with
this really to deal with the international foreign source
income problem. Since then many of us who are in prac-
tice realize that there are many problems in this area, and

I am sure that when these other groups come before you
they will bring those problems to your attention.

The Chairman: I can tell you, Mr. Crawford, that we
realize the importance of the international income aspect
and we did deal with that in our report on the White Paper.
In addition to that tomorrow morning we are going to
become students and be lectured by people who under-
stand this area thoroughly. One of the subjects we will be
dealing with will be the international income problem. We
do want to be equipped. Certainly, we are grateful to you
for bringing this to our attention.

Are there any other points that any member of the
Chamber would care to develop?

Mr. Parkinson: If I may speak once more, Mr. Chairman,
one of the items I am sure will be brought up by multi-
national corporations or international corporations is the
question of foreign accrual property income. Ostensibly
this is to stop the moving of assets to tax havens and
building them up there. I suspect there has been a certain
amount of that going on.

The definition of foreign accrual property income
includes a dividend received by one foreign subsidiary
from another foreign subsidiary, which is merely the pas-
sage of the business income within the consolidated group
of countries. But by their definition they have suddently
tainted this income, which was untainted when it was first
earned, and that creates a flow-through to be taxed in
Canada immediately upon the dividend being received by
the foreign subsidiary.

The Chairman: Whatever is the sum total of the earnings.

Mr. Parkinson: Yes. It is all business income and it is all
untainted, but as it moves from one foreign subsidiary to
another it gets the taint. I imagine you will hear quite a bit
about that.

The Chairman: I think we have to look at the other aspect
as well, that in the so-called tax havens there may very
well be an introduction of taxation. I expect that many of
them, when they give thought to this, will introduce a
system of taxation because they can collect taxes in that
country, and then you can get your tax credit here in
Canada, and the one who will be the loser will be Canada.

Mr. Crawford: The sad part of that, Mr. Chairman, is not
so much with respect to the tax havens as with respect to
the developing countries. One or two departments of our
Government are trying to encourage investment in and
foreign aid to developing countries, and this system is
rather rough on such investment in those types of
countries.

Senator Connolly: Why?

Mr. Crawford: Because at the present time Canada does
not have any tax treaties with developing countries, and
those countries, in order to encourage industry, do not for
the most part impose any tax or any substantial tax. Many
of them do not. So a Canadian company starting opera-
tions in one of those countries will only pay tax on its
business income in the developing country in accordance
with the tax there, say, 10 per cent. To flow its earnings
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back to Canada it will pay tax on the additional 40 per
cent, thereby making a very difficult system for the eco-
nomics of investing in a country like that.

Senator Connolly: Therefore, there is_ no encouragement
for Canadians to invest in that developing country.

Mr. Crawford: That is true. The answer to that is that we
are going to negotiate tax treaties with developing coun-
tries and, if that is possible, that will solve the problem
because then your earnings could flow back tax-free. If by
1976 they have not negotiated the tax treaties, and if the
same policy continues, then they should extend the time. I
think it is even the philosophy of the Department of
Finance that, where you are not talking about tax havens
but are speaking in terms of overall economics, the coun-
try where the money is earned should be the jurisdiction
that is looked to for the maximum rate of tax. This is just a
lever to negotiate foreign tax treaties, primarily.

The Chairman: Our counsel has handed me a memoran-
dum in connection with Bill C-259 dealing with foreign
accrual property income, which is referred to as FAPL
Apparently many people lean to the alphabet to describe
these things. This very short memorandum does pinpoint
the problem:

With respect to foreign accrual property income
(FAPI), the appropriate definitions—

that is, definitions of the bill—

could result in well over one hundred per cent of FAPI
being taxes to resident Canadian shareholders where
the foreign affiliate or affiliates concerned have more
than once class of shares. This problem is compound-
ed where one or more of the foreign affiliates is a trust
with various types of income and capital beneficiaries.
Appropriate amendments must be made to ensure that
under no circumstances does FAPI income bear a
Canadian tax in excess of one hundred per cent of the
FAPI income.

Now, I do know from having done some forward reading
that at least one of the submissions that will be made to us
deals with this very situation where the exposure they
estimate will be in excess of 100 per cent of the income.
Then, continuing:

In addition, some relief should be given for those situa-
tions where, as a practical matter, the FAPI, even
though technically taxed to the Canadian resident, will
never be received by such resident.

Then in relation to FAPI on capital gains, there is this:

Capital gains are by definition considered part of
FAPI and the treatment thereof is misleading since it
would appear at first glance that when taxed as FAPI
to a Canadian taxpayer, only one-half of the gain will
be taxable. Since, however, in the case of individuals
there are no appropriate offsets when a dividend out
of such capital gain is actually made, the net result is
that where a Canadian individual taxpayer has FAPI
through a foreign affiliate and such FAPI consists of
capital gains, the capital gains will ultimately be taxed
to the Canadian individual shareholder in the same
manner as though the FAPI was ordinary income.
Appropriate amendments should be made to see that

individual shareholders of foreign affiliates bear only
the capital gains tax rate on that portion of FAPI
which is capital gains.

Mr. Crawford: That, Mr. Chairman, well illustrates the
problem raised earlier as to whether you are going to get
the amendments. These FAPI problems have been
brought to the attention of Finance.

Senator Connolly: Could I make a suggestion with respect
to that, Mr. Chairman? Might I suggest that not now but
perhaps at some future time our counsel might be good
enough to take us through that memo together with the
appropriate sections and point out the difficulties that
arise.

The Chairman: Yes, and I want our counsel to feel that
his position here is such that if he has something that he
wants to direct our attention to at any time we want him to
do so.

Mr. Crawford: Mr. Chairman, the CCH analysis does a
very good job of going through those sections.

The Chairman: Is there anything else that any other
member of the deputation or even those members who
have already spoken wishes to add?

Senator Connolly: I take it that you gentlemen have read
a good deal of the literature that has come out on this
matter. Is there any one particular publication that you
think is superior to the others—without making invidious
comparisons?

The Chairman: Well, now, you should be a little hesitant
on that, Senator Connolly, because our tax consultant, Mr.
Poissant, has been indentified with a publication which I
have read and copies of which have been furnished to all
members of the committee. It deals with corporation taxes
and with the treatment of corporate distributions in the
hands of Canadian shareholders. Of course I am not sug-
gesting that you should not look at all the others, because I
have tried to wade through them with more or less suc-
cess, but this is going to be basic, I should think, seeing
that Mr. Poissant is our advisor but we can make compari-
sons, and say, “Well, what have you to say about this?”

Mr. Parkinson: Senator Molson has a very nice book, sir.

The Chairman: Senator Molson will make his contribu-
tion I expect.

Senator Hays: I wonder if the Chamber of Commerce
have now decided that we would be better off without a
capital gains tax.

The Chairman: You know, senator, I was wondering
when you were going to bring that up. You were really
hard shell on that the whole way through. You were utter-
ly, completely and very vocally opposed to capital gains
tax.

Senator Hays: It is an estate tax on the living.
The Chairman: Yes.
Senator Hays: The old one used to be on the dead.
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The Chairman: Well, it didn’t make way so I think we
have to live with it and do the best we can in connection
with its application.

Senator Isnor: Mr. Chairman, might I inquire from the
President of the Chamber of Commerce if he has any
representative from east of Montreal?

Mr. Neil V. German, Q.C., President, The Canadian Chamber
of Commerce: No.

Mr. Crawford: Perhaps I might qualify that by saying that
although I am from Toronto I spent a great deal of my life
quite far east of Montreal.

Hon. Lazarus Phillips, Q.C.. Chief Counsel to the Committee:
Mr. Chairman, might I, through you and honourable sena-
tors, put this question to the Canadian Chamber of Com-
merce. In going through this act it seems to me that the
most redundant section and the one most badly drafted is
that dealing with partnerships. You have touched on that,
Mr. Crawford, in your discussions with the Minister.

Mr. Crawford: Where the deemed amount is not the
deemed amount but the actual amount?

Hon. Mr. Phillips: Incidentally, as one example, I do not
think the word “partnership” is even defined, although we
have a special section of the law dealing with it. But to this
day we do not even know if a joint venture is a partner-
ship. I mention that as an example of the, shall we say,
looseness of the draftsmanship, which is obviously due to
lack of time rather than to any particular attitude which
does not exist in any department of government. It simply
results from the problem of time and draftsmanship.

The second section which is horrendous on account of
its consequences is that dealing with foreign source
income of Canadians rather than with the income of non-
residents, which is also troublesome, from Canadian
sources. But particularly the incomes of Canadians from
foreign sources is horrendous in some of its consequences
in that it is quite possible, I think, from my reading of the
act that redemption of shares in the foreign company
under certain conditions constitutes taxable income on the
total amount, unbelievable as it may be. We will deal with
that in due course.

The reason I have asked the Chairman to allow me to
say a few words through this committee to the Chamber of
Commerce is to see whether they would like to consider a
submission to the Minister that in view of the trying prob-
lem that is involved, that for the present, aside from the
technical amendments which the Minister has offered,
relief should be granted to at least (a) the subject matter of
roll-overs, which has been dealt with today, (b) the ques-
tion of reconsideration of consolidated returns, which in
my humble opinion will solve a considerable number of
problems not dealt with this morning, and (c) the complete
suspension by way of deletion from the bill for the present
of that part which deals with partnerships and that part
which deals with foreign source income. The matters of
partnerships and foreign source income of Canadians run
right down the line as dealt with in the act under special
Chapter K and might well be suspended from the bill for
the present until such time as opportunity is given for
more detailed study of this very, very important section of

the bill in its relationship to international operations in all
directions.

Senator Beaubien: Mr. Phillips, would you suggest that
the present act would apply then?

Hon. Mr. Phillips: Yes, in terms of the deletion of these
sections for the present. I feel that the present bill, with
these deletions, can be harmonized without too much trou-
ble, particularly since we have trained officials who can
work under the pressures of draftsmanship. I am not
trying to be facetious about this bill, because we are deal-
ing with serious matters, but we could well delete the
entire section dealing with partnerships, the entire section
K, press for consolidated returns, press for the vital prob-
lem of the extension of roll-over provisions, and harmo-
nize the bill to fit in with what I have just said. If one
wanted to be colloquial, I feel we could then live with the
bill in some form, and this would give us an opportunity to
study more carefully some of the more complicated
provisions.

I am asking, Mr. Chairman and honourable senators,
that the Chamber of Commerce, which is such an impor-
tant institution, consider this further, even at this late
stage, and present supplementary representations to the
minister.

The Chairman: If you could find it possible to do this, that
would be very much appreciated.

Mr. Crawford: Certainly, the learned gentleman’s points
are well made. Dealing with partnership, as an example, I
do not think that anybody has even looked at some of the
problems that are obviously doing to be thrown up. For
example, it would appear that you could avoid the thin
capitalization rules by having a partnership and avoiding
the existing structure. I am sure that the Chamber will
give very careful consideration to this and take whatever
action they feel is proper.

The Chairman: Mr. Phillips has used the word ‘“delete”.
Perhaps it would be more appropriate at this time to speak
of suspending the operation on the bringing into force for
a definite period of time.

Hon. Mr. Phillips: Mr. Chairman, I am sure that I need not
say, through you, that these observations which I have
made are purely personal to me, and they obviously do not
represent the views of any member of this committee
because it has not been discussed in Committee at all.
These are purely my observations as an individual, but I
take advantage of this situation because you gentlemen
are here today representing this important body.

The Chairman: Honourable senators, it would appear
that the representations of the Chamber of Commerce
have been completed. We may have saddled them with
additional work, if they find they are able to take it on, and
if they are, we would welcome what they have to submit.

I want to thank you gentlemen very much for coming
here today, for the work you have done and the presenta-
tion you have made. Thank you very much.

Mr. German: Mr. Chairman and honourable senators, we
appreciate very much the opportunity of making this pre-
sentation and being with you on this occasion. I would
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point out, for the benefit of one honourable senator, that I
have been president only since September 28, and Mr.
Gordon Archibald of Halifax was the president previous
to that time.

The Chairman: Now, perhaps we have given this the
proper eastern flavour. Are you satisfied with that?

Mr. German: Yes. Thank you very much.

The Chairman: Honourable senators, please do not leave
yet. There are a few things about which I want to report to
you, and then we need to consider the several clauses in
Bill C-262, which we were dealing with last evening, which
were stood until today. I want to be able to report the bill
to the Senate this afternoon, so we should complete our
consideration of it this morning. This committee is sitting
at 9.30 tomorrow morning, and we will be continuing with
our witnesses of last week, Mr. Scace and Mr. Stephen
Smith in this room. We have several very interesting and
important subjects to be dealt with—for instance, general
matters relating to estates, real estate, and corporate
acquisitions. I can tell you that inherent in this problem so
far as the United States is concerned are some very impor-
tant and complex questions that need to be considered.
Then we have international taxation, which we have been
talking about this morning, which is a very important
consideration in Canada now.

We then have international taxation, which we have
been discussing this morning, and which is a very impor-
tant consideration at present in Canada. We also have
resource industries. We would hope to complete all that by
1 o’clock tomorrow.

The other point I wish to make is that we have fixed
appointments for succeeding weeks, having made definite
arrangements with organizations to October 28.

Senator Beaubien: Could we have a list?

The Chairman: Yes, I will arrange for you to receive a list.
However, I am more concerned now with regard to next
week. We have confirmed appointments for Wednesday of
next week to the Canadian Federation of Agriculture and
the Canadian Construction Association. For Thursday,
October 14, we have confirmed appointments for the
National Association of Canadian Credit Unions, the Co-

operative Union of Canada, and the Allstate Insurance
Company of Canada.

Now, that is just for next week. I stress this particularly
now, because I have heard rumours that it is possible that
the Senate may not be sitting next week. Against that
possibility, having confirmed these appointments and this
subject matter being very important, will I have a quorum
for the meetings next week in the event the Senate is not
sitting? Yes; I can see by your response that we will have a
quorum. Thank you on that point.

You might be interested in knowing of some of the other
appointments. During the week of October 20, on the
Wednesday we have the Canadian Jewish Congress, Mas-
sey-Fergusson Limited, which is multinational with inter-
national income, and The Canadian Mutual Funds Associ-
ation. On Thursday, October 21, the Canadian Bar
Association and the Independent Petroleum Association
of Canada will appear. On the 27th we will have ALCAN,
which will be international income, Bethlehem Copper
Corporation Limited, The Canadian Gas Association and,
tentatively, the Canadian Export Association. On October
28 we have the Canadian Petroleum Association and the
Mining Association of Canada.

The volume of requests to appear at hearings indicates
that it may be necessary at the beginning of November, or
even in the last week of October, to add another day of
hearings per week, maybe Tuesday. We should endeavour
to conclude our hearings by the middle of November, as
we will need some time to prepare our conclusions, after
which they will be discussed with the committee. I certain-
ly do not consider two weeks to be too long a period for
that.

Senator Connolly: Hopefully we will have the amend-
ments by that time.

The Chairman: I believe I informed you earlier that I had

.submitted in writing to the Government Leader in the

Senate the substance of the resolution passed by the com-
mittee last time. That submission stressed the importance
of having this information as early as possible, in order
that the hearings may be expedited.

The Committee adjourned.
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Order of Reference

Extract from the Minutes of the Proceedings of the
Senate, June 15, 1971:

“Pursuant to the Order of the Day, the Honourable
Senator Robichaud, P.C., moved, seconded by the
Honourable Senator Macnaughton, P.C., that the Bill
S-22, intituled: “An Act to incorporate United Bank of
Canada”, be read the second time.

After debate, and—
The question being put on the motion, it was—

Resolved in the affirmative.
The Bill was then read the second time.

The Honourable Senator Robichaud, P.C., moved,
seconded by the Honourable Senator Macnaughton,
P.C., that the Bill be referred to the Standing Senate
Committee on Banking, Trade and Commerce.

The question being put on the motion, it was—

Resolved in the affirmative.”

Robert Fortier,
Clerk of the Senate.
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Minutes of Proceedings

Wednesday, October 6, 1971

(45)

Pursuant to adjournment and notice the Standing
Senate Committee on Banking, Trade and Commerce met
this day at 3:00 p.m. to further consider the following Bill:

Bill S-22 “An Act to incorporate United Bank of
Canada”.

Present: The Honourable Senator Hayden (Chairman),
Beaubien, Benidickson, Burchill, Carter, Connolly
(Ottawa West), Cook, Desruisseaux, Gelinas, Haig, Hays,
Isnor, Lang, Molson, Smith, Sullivan, Welch and White—
(18).

Present, not of the Committee: The Honourable Sena-
tors McNamara and Robichaud—(2).

In attendance: E. Russell Hopkins, Law Clerk and Par-
liamentary Counsel.

WITNESSES:

United Bank of Canada:

Mr. B.V. Levinter, Q.C., Counsel;

Mr. Dennis Dwyer, President, Chartec Limited;
Mr. Robert Wilson, member, Chartec Limited;
Mr. Bernard Charest, member, Chartec Limited.

Upon motion it was Resolved to report the said Bill
without amendment.

At 4:40 p.m. the Committee adjourned until Thursday,
October 7 at 9:30 a.m.

ATTEST:

Frank A. Jackson,
Clerk of the Committee.
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Report of the Committee

Wednesday, October 6, 1971.

The Standing Senate Committee on Banking, Trade and
Commerce to which was referred Bill S-22, intituled: “An
Act to incorporate United Bank of Canada”, has in obedi-
ence to the order of reference of June 15, 1971, examined
the said Bill and now reports the same without
amendment.

Respectfully submitted.
Salter S. Hayden,

Chairman.
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The Standing Senate Committee on Banking,

Trade and Commerce

Evidence

Ottawa, Wednesday, October 6, 1971

The Standing Senate Committee on Banking, Trade and
Commerce, to which was referred Bill S-22, to incorporate
United Bank of Canada, met this day at 3 p,m. to give
further consideration to the bill.

Hon. Salter A. Hayden (Chairman) in the Chair.

The Chairman: Honourable senators, I call the meeting to
order.

You will recall that on the last occasion we were consid-
ering this bill we requested the feasibility studies, and so
forth, and I understand these are available today.

Mr. Levinter, are you ready to continue?

Mr. B. V. Levinter, Q.C., Counsel: Mr. Chairman, I under-
stand that there were two facets which the Senate was
interested in: The first was with regard to the financing,
and the second was with regard to the projections which I
would prefer calling our goals over a five-year period.

If I may, Mr. Chairman, I would like now to call upon
Mr. Dennis Dwyer, the President of Chartec Limited, who
has done our financial study and who is perhaps in the
best position to give you an outline as to what Chartec
Limited has done. He can then answer any questions that
might be in the minds of the honourable senators.

The Chairman: Has
statement?

Mr. Levinter: Mr. Dwyer has a short statement. In order to
get to the meat of the matter so that we are aware of the
questions you want answered I would suggest that he give
you this brief outline, and then any questions can be
asked.

The Chairman: Honourable senators, this is Mr. Dennis
Dwyer, the President of Chartec Limited. Chartec Limited
is the organization that was referred to in our previous
hearing as having conducted certain studies in connection
with the feasibility or the practicability of a bank of this
kind and its operations having regard to the present state
of the market, and so forth.

Mr. Dwyer, I have identified you to the committee. If you
want to add anything further to your identification, go
ahead.

this been developed in any

Mr. Dennis Dwyer, President, Chartec Limited: Thank you,
Mr. Chairman. Mr. Chairman, honourable senators, I am
appearing before you today along with Mr. Robert Wilson,
C.F.A. and Mr. Bernard Charest, both of whom are my
partners. We appear before you as independent financial
counsel retained by the provisional board of the United
Bank of Canada to assist them in making the proper
arrangements for the raising of the bank’s capital.

Let me introduce the members of our firm. Mr. Bernard
Charest joined us in 1969. He has been in the investment
business since 1955. His major role in our firm is as an
investment manager for client’s security portfolios. He is
also retained as an investment adviser to outside
institutions.

Mr. Robert Wilson joined me in 1968. He has been active-
ly engaged as a security analyst and portfolio manager
since 1948. His responsibilities in our firm involve the
management of funds entrusted to our care, advising our
institutional clients, and using his past expertise in specific
financial counselling assignments, such as our present
one.

My background in the investment business began with
Greenshields Incorporated in Montreal in 1959. I became
sales manager in 1963 and held that position until 1966. I
then spent some time with Hodgson, Robertson, Laing &
Co. investment counsel, of the same city. By 1967 I went
into business for myself as a financial consultant.

Mr. Wilson, Mr. Charest and myself bring to the provi-
sional board of the United Bank a total of some 50 years’
experience in dealing with the investment house, the
stockbroker, the investing institution and the investing
public.

Our mandate from the board was quite clear. One, the
ownership of the bank was to be as widely held, by as
many Canadians as possible. Two, the bank was to have
an initial capitalization of at least $20 million. Three, the
provisional directors were in no way to control the bank
financially. Four, our firm and its own members, were to
have no financial interest in the actual sale of the shares.

Also, the board was interested to know if the bank
would receive broad investor support, in view of its socio-
economic policies. We discussed our mandate with 71
people representing 28 investment houses, brokers, and 18
institutions. We considered that this group represented a
good cross-section of the most responsible people in the
investment field. A few were negative, many more were
positive, and of these a substantial number were very
enthusiastic.

The comments made by those who were positive may be
summarized as follows: One, investor interest in Canadian
chartered bank shares in general is high, in view of the
high return on capital investment. Investor interest in the
United Bank, solely on the grounds of the provisional
board’s responsible and deliberate actions to date, has
given the impression that the investor believes that the
basic policies of the bank will ensure a profitable
operation.

Two, one crucial factor in investor interest has been the
desire expressed by the provisional board that no one
group, or small combinations, will control this particular
bank. Our mandate specifically stated this objective and
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this met with great acceptance and enthusiasm amongst
the people whom we saw.

Three, institutional investors, brokers and dealers are
particularly conscious of the role that they can play in
realizing what so many Canadians want at this point in
our history, that is, a broader genesis and control of
emerging Canadian industry. With their leadership, a
public issue will be successful.

Four, the deliberate attempt by the founders to involve a
group of Canadians from all walks of life, to ensure the
bank’s particular responsiveness to the changing Canada
of the seventies was fully endorsed.

Finally, the regional concept of the bank found great
acceptance.

Honourable senators, I believe it is important that I
stress that the great body of investment people viewed the
policy of the United Bank in this regard as a strength and
not a weakness, as this policy is particularly in tune with
the general socio-economic views now being expressed
widely across our country. These many meetings with
investors suggested a logical step by step process, so as to
enable the bank to raise the required funds.

The following is a summary of that plan:

One, after the granting of the charter, management will
make itself known to the investment community and will
meet with them individually and collectively to explain the
actual operations of the new bank.

Two, following this, investment dealers who have
already indicated a desire to be major underwriters will be
selected by the provisional board.

Three, subscriptions from investing institutions will be
accepted and, following this, subscriptions from private
individuals will be accepted.

It must be appreciated that because the bank does not
yvet have a charter, specific commitments cannot be
obtained. The result of our survey indicates, however, that
$20 million can be raised.

Mr. Chairman, I shall be pleased to answer any ques-
tions which may be put.

The Chairman: Mr. Dwyer, you said there was a general
acceptance of the regional concept of the bank. What do
you mean by that?

Mr. Dwyer: I mean, sir, that the investing people that we
saw, and more particularly the institutions than the deal-
ers, were very conscious of the necessity for very close
development ties between the granters of credit and the
people who wish to borrow. And they felt that the policy
was a rather deliberate policy as expressed by the provi-
sional board, that this was a very key part of the opera-
tions of the bank, to be very sure they are aware of the
concerns of their particular areas. The investment people
viewed this very positively.

The Chairman: But, Mr. Dwyer, let us get down to cases.
You have been talking about a regional concept. When Mr.
Levinter was talking, he was talking about a regional
concept in relation to the receipt of deposits and the
making of loans.

Mr. Dwyer: That is right, sir.

The Chairman: You are talking about a regional concept
being attractive to investors. I did not ask you about the
investors. I asked what makes a regional concept. First of
all, is the regional concept of the bank such as Mr. Levint-
er has said—that is, you accept deposits in a region and
you make your loans in the area from which you have
received the deposit. Is that your concept, too?

Mr. Dwyer: Yes, it is.

The Chairman: That is why I asked Mr. Levinter on the
last occasion whether this was a new philosophy in bank-
ing—that is, that you collect money in an area and you
loan it in that area even though there are better opportuni-
ties to make money in other areas. He said no to that.

Mr. Dwyer: No, sir, I think he said that, wherever possi-
ble, as a deliberate act, given a good and a responsible
banking practice, that the bank would exhaust, as it were,
every effort to ensure that the money was returned to the
area from whence it came. Why the investors are interest-
ed in this is because this should engender deposit loyalty.
And a bank grows because of its ability to attract deposits.
One of the questions I was repeatedly asked was: Where
are the deposits to come from? Our answer was to explain
that particular policy.

The Chairman: When I asked Mr. Levinter he expounded
on the concept of the Provisional Board of Management
and he said:

— we have considered that if deposits are made in, let
us say, Nova Scotia, the money raised in Nova Scotia
by way of deposit should first be made available—
again, within guidelines—to people who need loans
there and for the development of the Province of Nova
Scotia, instead of bringing it down here for the devel-
opment only of Ontario or only of Quebec.

Now that was his pronouncement of principle. So then I
said to him:

The directors of this bank will be dealing with money
that has been invested by shareholders. Do you sub-
scribe to the principle that they should follow the
regional theory of investment, even though investment
opportunities and earning capacity are greater in
another area than where the money was raised?

His answer was:

No, sir. I was talking strictly about deposits. We must
remember that the overall concept must be the success
of our bank.

I have a question which bothers me—and I can ask Mr.
Levinter later, of course—but it is whether he was drawing
a line between money that comes in from shareholders for
investment, and you will be free to invest that anywhere,
and money that you collect by way of deposits which you
would loan out only in the area where you collect deposits.
Is that your concept of regional investment?

Mr. Dwyer: Well, I would like Mr. Levinter to answer that
question because it is a question of board policy.

The Chairman: No, I want you to answer.

Mr. Dwyer: I am not trying to avoid it, sir.
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The Chairman: You have just expressed an opinion and I
want to know what is behind it.

Mr. Dwyer: The people that we saw were concerned that
the policy not override profitable banking. But at the same
time they were very interested that the policy existed and
they did not, and I do not think that I do and I do not think
that any investment person would try to artificially divide
between the capital of the bank and the deposits. I think
that would be a very, very difficult thing for management
to try to do. But I think the intent, and the very strong
intent, that the bank make every effort to employ these
funds in the area from which they came is a very positive
thing.

The Chairman: Senator Cook the other day said, and I am
wondering whether you investigated this:

I think the history of banking will show that most
banks which tried the regional theory either failed or
merged.

Have you made a study of the operations of banking and
its development throughout Canada to be able to express
any view in relation to what Senator Cook said?

Mr. Dwyer: My partners and I as security analysts have
naturally looked at banking, and I think when that remark
was made, it was probably intended to isolate those banks
that only dealt in a certain region. This bank will be a
national bank with a strong regional flavour. I think this is
rather a different thing.

The Chairman: What do you mean by ‘“‘a strong regional
flavour”?

Senator Beaubien: What region are you contemplating?

Mr. Dwyer: The head office of the bank as proposed is in
the City of Toronto, but I believe our Provisional Board
expressed the thought that in the first year of operation
there would hopefully be a branch in Halifax, in Montreal,
in Toronto, in Winnipeg and Vancouver.

Senator Beaubien: That is quite a big region, from Halifax
to Vancouver.

Mr. Dwyer: Well, the Halifax area would be considered in
this sense to be a region as would the Vancouver area be
considered a region.

The Chairman: You see, Mr. Dwyer, from what has been
said so far, from what you have said and from what Mr.
Levinter has said, the regional concept is dictated to you.
You do not choose it because the regional concept, accord-
ing to Mr. Levinter and you support it, is where you get the

deposits; that is where you will loan the money. You'

accept that as the definition and surely this is the way we
have to look at it, and see whether it is practicable or not.
If you meld this regional concept of collecting deposits in
an area and loaning in that area with what is also said—
that is that the bank has a national concept—what money
would be used for that national concept? Are you going to
rob the regional area? What are you going to do?

" Mr. Dwyer: No, sir. I think it is not only possible but it will
in fact happen that in any one area and perhaps especially
in certain wealthier areas, the amount of deposit money

coming in will probably be able to be used all in that area
because of the amount of industry that exists there. But I
think at the same time the amounts of money coming
from, shall we say, less-developed areas would require
harder work for its investment. There will always be an
extra pool. It will always exist. But I think it is the inten-
tion—and I think that is the important thing here, that
when we saw the investment people, we never for a
moment suggested that for every dollar of deposit coming
from region X, that same dollar plus a multiple will go
back to that particular area.

Senator Molson: Mr. Chairman, I think the philosophy is
excellent, but I would like the witness to explain to us in
what way this differs from the practice of the existing
chartered banks, because I fail to find any material
difference.

Mr. Dwyer: Initially, sir, it will be a difference in size,
right from the start, I think it is fair to say that a smaller
organization just by its very nature tends to move more
quickly. I think one possibility is that you may find that
your limits may not be as different as they are, for exam-
ple, if you had a head office, say, here in Toronto. I suggest
that this is a matter not for us but for management, but the
loan limit in Toronto may not be two or three times the
loan limit for management in Winnipeg. That may be a
difference. As I understand the present chartered banks,
the loan limits in different areas tend to be different.

Senator Molson: Not because of the areas, but because of
the different circumstances and size and so on. I am talk-
ing not about the size of limits and so on, but about the
philosophy you have expressed that this bank is going to
make a new move in that it is going to try to relate deposits
to loans. I have been led to believe that this is a fairly
general practice in banks, and so I asked you what the
difference is and you did not answer my question so far.

Mr. Dwyer: Let me try again, sir. I think it is a fairly
general practice, and as you know some statements have
been made in the press by other provinces about the
amounts of money that were supposed to have been taken
out, and these have been questioned by some of the chart-
ered banks, and I think rightly so. The only thing I am
trying to say here is that this policy has been enunciated as
a policy. Now I do not think the other chartered banks
have as yet enunciated that as a policy. I think it happens
perhaps a lot more than is publicly believed.

The Chairman: What is the difference? If this happens,
what is the difference whether they enunciate it as policy
or not?

Mr. Dwyer: Sir, if I may, the reason for enunciating it is
because these people have not normally been involved in
banking at the board and management level, as Mr.
Levinter has said. The communities which they represent
wanted to know what the policy of the bank was in this
regard. Therefore, it was reasonable for the provisional
board to make such a statement of policy.

Senator Benidickson: Mr. Chairman, we have several
experienced directors of banks on this committee. From
their experience, when these banks are as old and as large
as they are, and with as many branches as they have, can
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they determine a relationship between where they lend
money and where they get their deposits?

The Chairman: I would assume that you lend where the
advantage is.

Senator Benidickson: Yes, I would agree, and where you
get the interest and the loan repayments.

The Chairman: When I asked Mr. Levinter that question
he agreed with the statement I made, that you go where
you make the money; and if you have any other policy, you
are going to fall flat on your face ultimately.

Senator Connolly: Mr. Chairman, would the witness say
that so far as the lending policy of this bank would be
concerned that basically the bank would follow the normal
banking practice, looking first to such things as the pros-
pects of the borrower, the security that he offers, and the
kind of covenance that he can give. And, assuming for the
sake of argument that there are applications for loans
from British Columbia, Ontario, and from Nova Scotia,
and all of these applications satisfy the general banking
criteria—which I may not have exhausted, but which are
reasonably representative perhaps—then the policy would
be to say, “Since we have a greater volume of deposits
from the Toronto branch than from the Nova Scotia
branch, we should first of all, favour those Toronto
applications.” They might then say, “Even though we have
not sufficient deposits to justify a loan to a proposed
borrower from Nova Scotia, we are pretty short on loans
in Nova Scotia. Perhaps we had better pay some attention
to the geographic factor and make a loan there.” Is that
the way it is going to work?

Mr. Dwyer: I would think so, yes.

Senator Connolly: In other words, geography is a second-
ary consideration for the granting of a loan?

Mr. Dwyer: That is right, a loan has to stand on its own
two feet.

Senator Connolly: I do not use the word in any objectiona-
ble sense, or in a sinister sense, but, in a sense, that will be
a political decision as to whether you should approve a
loan in Nova Scotia rather than Ontario—political because
of the geographic factor perhaps. I think we mentioned
also the other day that the ethnic factor comes into play
here.

The Chairman: I was going to come to that later.

Senator Connolly: All right, we will stick with the geo-
graphic factor.

The Chairman: I was wondering, Mr. Dwyer, supposing
the first branch of this bank is opened in Toronto and they
get substantial deposits. Following the principle of lending
does that mean that most of your loans would be made in
Toronto? If there is no question of the quantity of money
you have to lend, would you not find good loans in the
Toronto area? Then supposing you open up the next
branch in Halifax .

Senator Benidickson: Let us give ethnic consideration to
this also, and let us say Sudbury instead of Halifax. I do
not see how you can separate discussion of new emphases

of a geographical or ethnic nature if they are new
emphases.

The Chairman: Let us go along with free-wheeling. The
first question that we have to settle on the ethnic matter is
how we are going to achieve ethnic representation.

Senator Molson previously asked the question as to how
they were going to maintain that in their solicitation of
investment.

Senator Benidickson: There are two sections of the com-
munity who feel, rightly or wrongly, that they have been
rather neglected in the banking system of this country on
regional and ethnic bases. Have people been approached
as possible investors on the basis that certain ethnic
groups are inadequately represented on the boards of
directors of our banking system at the present time? Has
that been part of the approach for capital funds?

Mr. Levinter: We are not making any direct effort to
appeal to any of the ethnic groups, with regard to either
financing or loans. It is not an ethnic approach. It is a
cosmopolitan approach. In other words, it is a blending of
all the people in banking, both in a financial way and in
the operations of the bank.

I can say that there will be no favouritism given to the
ethnic group as opposed to another ethnic group with
regard to loans. The only value attached to a cosmopolitan
approach lies in a board of directors, which sets policy,
understanding the needs of the various people it repre-
sents and of which it is a part. I am totally against, favou-
ritism being given because someone is Polish or is Italian.
Nor it is a fact that any individual will become president
by reason of his ethnic background. But by reason of his
ethnic background, nothing shall hinder him from becom-
ing president. In other words, we want to involve
everybody.

Senator Benidickson: It may have hindered them in the
past.

Mr. Levinter: I would prefer not to make a comment on
this.

Senator Benidickson: But I would.

The Chairman: On the last occasion Senator Molson
asked the following question:

Might I ask whether it is proposed in your by-laws, or
through any other way, to limit the ethnic makeup of
your board or management? How do you expect to
perpetuate this situation which you are now starting
with a provisional board, which no one can quarrel
with? How do you expect that it will continue? Where
do you think you will be in five or ten years, or in the
future? Do you think you will be able to continue in
this way?

And Mr. Levinter replied:
I do, from a practical point of view. Firstly, our goal is

to have mass distribution of stock so that nobody has

control of the bank.

So far as I am concerned, that is a very indefinite and
inconclusive answer. How do you maintain the ethnic com-
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plexion unless you have participants in the form of bank-
ers, shareholders and directors who have various ethnic
origins?

I am not criticizing whether or not they have ethnic
origins. This has been put forward as a basis as to why the
charter should be granted. Therefore I want to know what
value there is in that representation. The same thing
applies when we talk about a reasonable concept of oper-
ating a bank. I am not criticizing it one way or the other. I
want to know its value in terms of assessing the possible
success of the bank. That is all.

I want to see whether it is a practical thing. If not,
ultimately we may have to look at this as an application by
a certain group of people, and consider whether they
should be granted a charter or not, not leaning on the
regional concept at all, not leaning on the ethnic group
concept at all, because on close analysis they may not
stand up, and it would not appear that they do stand up. I
am sorry that I am intruding.

There is one question I wanted to ask, if I may. You talk
about the investment in such a bank being attracted up to
$40 million. As we said the other day, the Bank of British
Columbia finally ended up with $124 million. They had the
Premier of the Province of British Columbia behind them.
Here he told us, when they were applying for a charter,
that they would have no trouble getting $400 million. There
is a big gap between $400 million and $124 million. What
makes you so sure that you can get $20 million?

Mr. Dwyer: First of all, we have spent a great deal of time
talking privately to a very large number of people, whom
we have known over a long period of time, explaining very
carefully the aims and objectives of this bank, and the
desire to broaden the Canadian banking system in general.
We have not made any extravagant claims about $400
million, or $100 million. Anybody who was in the invest-
ment business at the time of the issue of the Bank of
British Columbia would have their own ideas as to why
the money was not raised.

The Chairman: I was not asking you why it was not
raised.

Mr. Dwyer: I am just saying that we have done this very
quietly and, we hope, responsibly. We found among a lot of
people in this country, a lot of investment people, a desire
to see a broadening of the banking system, and, to answer
your question to Mr. Levinter if I may, to see how the
complex of people at the management and board level will
be maintained. I think one only has to look at the States to
see how certain institutions that were started there have
become great big companies, by the very nature of the
initial board and policies of these companies, which have
continued to attract people from a wider spectrum than
other companies.

I think those looking at this bank and seeing the sort of
people who are founding it, will say, “These men are
prepared to commit themselves. I would like to be
involved.” Believe me, that will happen, because many of
the investment houses that we saw have very large clien-
tele in certain areas, and a number of them have had
people actually phone in. We have not been out trying to

sell bank stock. We have merely been telling the story of
the bank and saying why we think it would be good for the

country.

The Chairman: I assume part of the story you have been
telling has been singing the virtue of the regional concept.

Mr. Dwyer: That is one thing.
Senator Benidickson: And perhaps the ethnic concept.

The Chairman: And singing the virtues of the ethnic
concept.

Mr. Dwyer: Certainly, sir.

Senator Benidickson: I was going to ask a question. There
are people more knowledgeable than I about this, butam I
right in my thought that perhaps the largest bank in the
United States today is the Bank of America, away from
New York and organized by an Italo-American?

Mr. Dwyer: Yes, and that is an ethnic bank.

Senator Benidickson: That is on the west coast, in
California.

The Chairman: Are there any other questions on this
aspect?

Senator Molson: I would like to follow up a little more on
the regional aspect. I do not quarrel with this. As a matter
of fact, I think it is very desirable in this country under the
circumstances. I question how far it is possible, how far it
is to go. I also repeat that I believe this is in very large
measure a practice of the banks today. I would point out
the wheat trade gets loans aggregating at times $800 mil-
lion. Is it suggested that that money comes from the Prai-
ries? I suggest to you that that is money from elsewhere;
the deposits do not match the loans in this case. The CPR
would have ended up in Westmount if there had been a
completely regional practice in banking a long time ago. I
think that to a large degree this applies today. I believe it is
a very valid objective. I hope it can be worked out by this
group.

The same thing applies to the question that I raised and
which you have just mentioned about the ability to contin-
ue an ethnic character in relationship and proportion as
time goes on. ¥ ig ! i

Quite frankly, I have to question in my own mind wheth-
er some of these quite laudible objectives will be diluted
and will disappear as the bank gets underway. However,
that is not sufficient in my mind to say that there is
anything wrong with the proposition that is put forward
by these gentlemen.

The Chairman: No, all it means is that you may have to
look at the application in the light of an application from
the people who are making it and the feasibility of it,
forgetting the other things that they are urging, even about
ethnic participation and about matching deposits with
loans, which certainly has not proven to be a good banking
theory.

Senator Benidickson: Perhaps in the past there has been

regional under-lending, or at least the feeling of that in
certain regions.
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Senator Cook: Mr. Chairman, I do not oppose the applica-
tion in any way, but I do agree with your remarks and
those of Senator Molson in that, after all, a bank is a
custodian for its depositors. It is not the money of the
shareholders which the bank lends but it is the money of
the depositors. If the bank adopts any principle other than
making a loan which is a sound risk, if the bank operates
on a regional basis or an ethnic basis and gives loans that
are not sound risks, then that bank is going to be in trouble
as sure as we are sitting here.

Senator Burchill: Mr. Chairman, in the region I come from
in the Maritimes people tend to feel and complain that
banks do not look after them very well. Although two of
the biggest banks had their beginnings in Halifax, their
head offices are now located in Montreal and Toronto and
the people of the Maritimes have a feeling that these banks
have moved away from them. Their complaint is that the
banks do not know enough, or seem to know enough,
about the economy of the regions which are far distant
from them. In other words, they measure us by the tempo
of the economy in which they live. I have spent many
hours talking to bank officials at their head offices, plead-
ing with them to become more familiar with the life style
and way of life in the Maritimes. I have done so because
we feel that sometimes we are at a disadvantage owing to
the fact that we are too far away from those who make the
policies of the banks.

The Chairman: Senator Burchill, are you suggesting that
the policy of the banks that are in existence today is not to
make good loans in every area where they can possibly
make those loans?

Senator Benidickson: I am glad you and a previous speak-
er with banking knowledge used the word “today”, Mr.
Chairman. I am old enough to recall, and you have spent
enough time in western Canada to know, that there has
been in my time in the west this feeling such as Senator
Burchill describes for the Maritimes. It may be that that is
not the feeling today, but it was the feeling in recent years,
and not too long ago at that. Rightly or wrongly, there was
a very strong feeling in western Canada in cities like
Winnipeg and Vancouver, where bank charters have been
applied for in recent years, that if money was scarce it was
because the borrowers were looked at first in the regions
where the national banks had their head offices—in
Toronto and Montreal.

The Chairman: Well, that is just what we heard when the
Bank of Western Canada applied for its charter.

Senator Benidickson: With Toronto money, unfortunately.
But the Bank of British Columbia has a little different
record.

Senator Connolly: Mr. Dwyer, you are familiar with the
provisions of the Bank Act.

Mr. Dwyer: Not entirely, sir, although I was brought up
on it.

Senator Connolly: I assume in undertaking this investiga-
tion for this group you became reasonably familiar with
its provisions.

Mr. Dwyer: Yes, sir.

Senator Connolly: You know what is required of a bank
in order to meet the statutory demands.

Mr. Dwyer: Yes, sir.

Senator Connolly: What you have told us is that you made
investigations in the financial and commercial communi-
ties. Are you satisfied, first of all, that this bank will be
operated in a manner which will meet the requirements of
the statute?

Mr. Dwyer: Yes sir, I am.

Senator Connolly: Are you satisfied also that the investing
public and the depositing public will be served in the
manner in which banking institutions should serve?

Mr. Dwyer: Yes sir. Particularly on that point I refer to
Senator Hayden’s remarks with regard to the bank charter
passed on the basis of the people, rather than any of the
concepts. One of the things that seemed to convince the
people that we saw that this was an honest, if you will,
straightforward, no nonsense undertaking, was that the
sponsors have in no way attempted to control the bank,
either politically or financially. I have checked the testimo-
ny of some of the previous hearings before this committee
where it expressed very great concern regarding the con-
trol factor in some previous applications. In this applica-
tion there is no such control desire.

This is one of the reasons why investors look upon this
kind of bank which, after all, will have a professional
management and a board which would be deliberately
representative of all sections of the public, as being some-
thing which will attract investors.

Senator Gélinas: When you mention investors, do you
mean institutions, or investment dealers with whom you
have been in contact?

Mr. Dwyer: Both, sir.

Senator Gélinas: Some people have told you, I suppose
that the banking system could be enlarged and it would be
very beneficial?

Mr. Dwyer: Yes sir.

Senator Gélinas: Is that for the two reasons you men-
tioned, both the regional concept and the ethnic concept?

Mr. Dwyer: Also to generally broaden the credit-granting
base. Many investment people who are concerned with the
development of industry in this country feel that any
responsible broadening of the credit-granting base is good
for the country, that any innovation will raise the general
level of excellence of banking in Canada.

Senator Gélinas: Is there a language barrier involved in
the ethnic concept?

Mr. Dwyer: No sir; as a matter of fact, as you know, the
provisional board is made up of persons speaking a
number of languages. In fact, one could say this, that in
the future one would hope that the language attitude
would be one of at least being able to bring in perhaps
newer Canadians who will not speak either one of the
official languages, but will be able to train themselves.
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Senator Gélinas: I think they can get along with the
present system as far as language is concerned.

Mr. Dwyer: I do not think there is any implicit policy that
the board has taken with respect tc language.

The Chairman: I would think you would have to acknowl-
edge that no one would suffer as a result of a lack of
communication due to language if he went into any exist-
ing branch of any existing bank.

Mr. Dwyer: All of the existing banks have people on their
staff who speak Italian and German.

Senator Benidickson: Many of the big banks have direc-
tors who are not resident in Canada. That is correct, is it
not?

Mr. Dwyer: I believe so, yes.

The Chairman: Some directors.

Mr. Dwyer: Not very many.

Senator Molson: There would be very few.

Mr. Dwyer: Would these not normally represent overseas
correspondent connections and that type of thing?

Senator Molson: No. Most banks have the odd overseas
director. I have not looked at any of them recently, but I
think if you do you will find that 90 or 95 per cent of the
members of the boards of the chartered banks are Canadi-
an, pure and simple.

Senator Benidickson: I would agree with that. I just
simply said that many of the banks have non-resident
directors. y

The Chairman: And all I said was ‘‘some non-resident
directors”.

Senator Connolly: From your investigations —

The Chairman: Wait a minute, senator; Senator Hays
asked to be heard a short time ago.

Senator Connolly: I am just finishing my question.
The Chairman: Senator Hays?

Senator Hays: Mr. Chairman, if this particular area has
been exhausted I would like to ask some questions. These
questions have probably been asked already, but I was not
present at the last meeting.

If Senator Hayden, Senator Molson and Senator Beaubi-
en were to start a bank and they applied for a charter I

would take a flyer on it. I would be particularly interested

to know the principals behind this, as to who is going to
start this bank. In the first place, I think management and
direction are the most important factors, and also the
confidence that you have in these people if this bank is
ever going to get off the ground.

The Chairman: Mr. Levinter is here. Ask him the

questions.

Senator Hays: These people should have supporting evi-
dence to let us know exactly what their methods are; how

involved they are going to be personally; and what they
have done in the past.

I realize that small acorns into great oaks grow, but it
seems to me that this is the most important aspect of any
group that is starting any organization. Who are the princi-
pals? How is it going to be managed? Is it going to get off
the ground?

The Chairman: Who is going to run it?

Senator Hays: Who is going to run it, yes, and I think this
philosophy can change. I would hope that it would if they
found they were making errors. In other words, if it was
found that one venture was not profitable, then they would
move their money into another venture. How safe is the
money going to be? Are they going to lend it? Will it be a
money-making proposition for those involved in the bank
and for those using the bank? It seems to me these are
very important questions to be asked of anyone who is
asking for a bank charter.

The Chairman: Mr. Levinter?

Mr. Levinter: I appreciate your concern, senator. Without
proper management the bank will not get off the ground.
However, I am in a difficult position. One can only take
my word for the fact that I have a gentleman who is a
senior man in Canadian banking and who is intimately
familiar with, not only operating a bank but who is also
equipped to set up a bank. Naturally, I cannot disclose the
identity of this man, but as soon as the charter is granted
his identity will be made known. Bear in mind that no one
can cause any harm to the public until Mr. Scott’s depart-
ment and the Governor in Council give their approval to
the charter.

This is not a question of a cat-and-mouse game; this
gentleman has an extremely responsible position in bank-
ing and you can well understand that if something should
happen here or in Parliament it could ruin a man’s career
in Canadian banking. We have assessed this man. Mr.
Dwyer has met this man, as have both Mr. Lasalle and Mr.
Scott. Mr. Scott saw him yesterday.

I have Mr. Ryley present today. He is a partner in the
firm of McDonald Currie & Co., and he has been an
accountant for some 20 years. He has met our manage-
ment and he has looked over our proforma goals, our
objectives, our proforma balance sheet, and our profit and
loss statements. He is available here to give you an opinion
as to his views with respect to how our management is
going about this. I can unequivocally say to you that I am
very lucky to have such a man. It was a great stroke of
luck, a great experience. He has great know-how and is
very methodical.

I can also say that we have commitments for senior
accountant, and so on. I may say that they are all coming
from the present banking system-—and I do not mean from
the lower echelons, I am talking about the upper echelon.

We have commitments, I believe, from consumers. The
manager has set out an organizational chart for me, so
that I would be able to discuss this to some degree. We
have, I believe, a consumer credit man available to the
bank. We have a chief accountant now available to the
bank and, remember, this is even before we get a charter.
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We are not through the Senate, yet we have these
commitments.

We have a president who is topnotch; we have a vice-
president in charge of administration already. I am
advised by the president that there should be no difficulty
in getting an investments man, a money man, an interna-
tional manager, personnel manager and so on. My man-
agement knows how to get these people. I do not. I am not
intimate with the system.

The Chairman: Mr. Levinter, may I interrupt you for a
moment? Do I understand you to say that the Inspector
General, Mr. Scott, has met the person you contemplate to
be either the president or the general manager? Is that
right?

Mr. Levinter: Yes. I took the liberty of introducing him to
Mr. Scott.

The Chairman: So it will be open to us, in our own right,
to have the Inspector General come here and express a
view. We have had him here once already, but I believe
that was before he met this man.

Mr. Levinter: Yes, but the Inspector General was king
enough to indicate that he would not discuss the identity of
the individual.

The Chairman: Quite apart from disclosing it, if he is
ready to say he has met this man, that he knows this man
and that the business ability, the banking experience and
training of this man is such that he can do a good job—
with all due respect, that is even stronger than when you
say it, because you are promoting this.

Senator Cook: What is the opinion of the proposed presi-
dent on these regional and ethnic objectives? Have you
discussed that with the proposed president, how far you
are going to carry out the regional concept?

Mr. Levinter: I discussed the regional concept. The presi-
dent is of the view that regional loyalty is a plus in obtain-
ing deposits, in having people generally deal with the
bank—consumer credit, commercial loans, deposits, vari-
ous things of that sort. He considers it as a plus.

Perhaps I did give the wrong impression at the last
hearing. I did not want to give the impression that all the
deposits obtained in British Columbia were going to be
available for British Columbia. This has to be worked out
on a ratio, naturally; but the best banking practice must be
considered. A ratio of the deposits obtained in British
Columbia should be available for development there, a
ratio of the deposits obtained in Nova Scotia should be
available for development there; but one can never over-
look the overall concept that it is one bank, and that this
one bank must operate and be successful.

I am not suggesting, again on a regional concept, that if
40 per cent of the deposits are made in Nova Scotia, 40 per
cent should be made available there; but if there is not as
good a loan available in Nova Scotia, unfortunately it
cannot go to Nova Scotia.

Senator Hays: You are not going to have much to do with
this. This is your philosophy now, which might completely
change when this gentleman, whose name you do not wish
to disclose, takes over. Am I right in this?

Mr. Levinter: No, sir. Our views do not conflict. When I
first met this gentleman I explained my views, and I am
trying to get away from the word “ethnic”, because I was
tagged with that word by the Financial Post when the first
notice was put in the Canada Gazette. The squib came in
as soon as they heard that it was I who was promoting it
and they called it an ‘“ethnic” bank. I am trying to get
away from that because I do not like the word. It is a
cosmopolitan bank; it is a Canadian bank, and inasmuch
as Canada is made up of a great number of ethnic groups,
I suppose one could call it an ethnic bank. But I refer to it
as a Canadian or a cosmopolitan bank. That is why I
qualified what I said before. Because a man is an Italian, it
will not guarantee his loan in any way. But I would like to
have an Italian on that board who knows the needs of his
community so that we can better serve and service his
community. That is what I mean by a cosmopolitan bank.
If a man is a bright young man and he may be Polish or he
may be German or he may be Italian, but if he wants to
come into the banking business, I would like to be able to
say to him, “Young man, it does not matter whether you
are white, blue, green or purple, you do the job and you
will get somewhere some day.” That is all I want.

The Chairman: After all, the word “ethnic” has a broad
application; everybody is ethnic.

Senator Hays: But I go back to my original question. I
think before we vote on it and consider it, we should know
exactly the principals behind the bank, who they are and
what they have done and what sort of confidence we can
put in them, because, after all, this is what it is all about.
To me the most important thing about the whole charter is
the people behind it.

Mr. Levinter: Sir, the five provisional directors are behind
it and I can tell you that they are: my father, Dr. LaSalle, a
gentleman who is a Polish accountant by the name of Mr.
Gutkowski, a gentleman by the name of Pianosi from
Sudbury and myself. The board will certainly be enlarged
because we want to have an excellent board.

Senator Hays: You are all nice-looking people and you
look intelligent and bright, but I would just like to see it all
down.

The Chairman: You want a chart?
Senator Hays: Yes.
Mr. Levinter: I gave this last week, sir.

The Chairman: No, you gave the history of the provision-
al directors from almost their original birthday down to
date. But what we are talking about here, if I understand
Senator Hays correctly, is a chart in relation to the person-
nel who would be the senior operating officials of the
bank. Granted you will have to put Mr. X as president
because you do not want to disclose his name, but what
about the others?

Mr. Levinter: But, sir, these are all people in the banking
institution.

Senator Benidickson: Mr. Chairman, we do not ask this
normally if we are incorporating an insurance company
which eventually has vast sums of money to administer.
Often we are only shown a list of provisional directors.
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The Chairman: Senator, this may be your view, but Sena-
tor Hays has asked the question and certainly it is rele-
vant. If he asks it, it is relevant.

Senator Benidickson: But I should say it has not been a
universal precedent or practice in this committee to ask,
before a charter is granted, who the eventual directors are
going to be. Maybe it is desirable and I am not objecting to
the question.

The Chairman: What Senator Hays has asked, as I under-
stand it, is who will be the senior personnel who will be
operating the bank.

Senator Benidickson: If they are coming from important
jobs in the present banking system and these applicants do
not get their charter, in many instances it may be very
embarrassing, even catastrophic, to those people and they
will lose their jobs in the existing banking system.

The Chairman: Is that the answer Mr. Levinter makes?

Mr. Levinter: Oh, yes. I am equivocal and I cannot dis-
close their names.

Senator Hays: It seems to me that if you are granting a
charter, it is reasonable to want to know whether it is
going to be a success or a failure. I do not have all that
much money to invest, but when I do I look at the manage-
ment first to see if my money will be safe and if it is going
to be used wisely.

Mr. Levinter: Before a dollar’s worth of shares are sold,
yes, the management will be disclosed, but we have to
have our charter first. That is all I can say. The manage-
ment, of course, is very important, but I would point out
that Mr. Hall was not employed by the Bank of British
Columbia and they did not have a president until they had
been open for six months. I am sorry, sir, I cannot give you
that. I can give you our organizational structure.

Senator Benidickson: The Inspector General would not let
you operate unless there was a certain amount of capital
paid up which he felt was sufficient to protect the public.

The Chairman: It does not read that way. It says:

When, at the time of the application for the approval of
the Governor in Council, a sum of less than one-half of
the authorized capital stock has been subscribed, the
Governor in Council shall, when granting the approv-
al, reduce the authorized capital stock to the largest
multiple of one million dollars that is not greater than
twice the amount so subscribed, Schedule A is there-
upon amended accordingly . . .

When these people apply and indicate the quantity of
capital they have subscribed, and the Inspector General
compares that with what is authorized or stated to be the
authorized capital, then if it does not bear a certain rela-
tionship, the authorized capital is reduced accordingly.

Senator Benidickson: Mr. Chairman, you are one of our
best lawyers. I am glad you have quoted this from the
Bank Act for us. That is really what I meant. The public is
protected through investigations and inquiries subsequent
to the issue of the charter by the Inspector General of
Banks.

Mr. Dwyer: And the money is held in trust until such time
as the licence is granted. So there is no way the provisional
board can use these funds until such time.

Senator Benidickson: Does the cabinet itself have to come
in after Parliament grants the charter?

Mr. Levinter: It is the Governor in Council.
Senator Benidickson: Yes, the same personnel.

Senator Beaubien: Mr. Chairman, I feel that the Senate’s
job is to look into the past histories of the provisional
directors so that this committee can ensure that they are
perfectly honest, respectable citizens, that they have very
good histories in business, and so on and so forth. If we
are satisfied with the investigation which has been made, I
feel the Bank Act can look after the rest of it; but I feel
that this is the Committee’s real purpose.

Senator Connolly: The only thing that I would like to add
to that, Senator Beaubien, is that we have asked that Mr.
Dwyer, who did the investigation for this board, come here
and give us an account of his investigation.

The Chairman: And he is here.

Senator Connolly: And of his own responsibility, he has
said, ‘“Yes, I am a financial consultant, and I think this is a
valid proposition.”

The Chairman: We asked the sponsors to bring in their
financial representative to indicate the studies and projec-
tions he had made with regard to this matter. Is it the
desire of the committee to hear the representative?

Hon. Senators: Yes.

Senator Cook: Who certifies the chartered analyst? Is it a
degree from a university?

Mr. Dwyer: In the investment community there has been
a professional designation for some time. Such an institute
was started in the United States some years ago, and it
was introduced into Canada in 1964. It involves having had
a certain number of years’ experience in other business
and taking hours of courses and examinations over a
three-year period.

It is the hope of the International Federation of Chart-
ered Analysts that it will be accepted as a designation just
as, say, a C.A. is. In the community this is the top analyti-
cal designation that a man can obtain.

Senator Burchill: If this gentleman meets all the require-
ments of the Bank Act, then I do not think that we need sit
here any longer, and I move that the bill be passed.

The Chairman: The committee has already indicated that
it would like to hear the auditor or the accountant.

Senator Lang: How long, on your projections, will this
bank be in a loss position? Where is your turn-around
point? How much of your capital is going to be eroded
before you start making a profit?

Mr. Levinter: We have projected, in line with the Bank of
British Columbia for the first three years. After the first
three years we have no past precedent upon which to
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draw. Therefore we can only set our goals for the fourth
and fifth years based on management experience, taking
into consideration the amount of capital raised and the
base which will have been obtained after that first three-
year period.

After taking into consideration an appropriation for
losses of $300,000, and after paying $50,000 into a rest
account, there should be a profit of $12,177 in the first
year. That is on earning assets as opposed to total assets.
Total assets after the first year are anticipated at $75
million.

The Chairman: What capital are you referring to?

Mr. Levinter: Twenty million dollars will be raised in the
first instance. The earning assets of the bank, to come to
that net profit, would be $63 million. The earning assets
are made up of treasury bills, securities, day call and short
loans to investment dealers which are secured, loans
which include business and personal, consumer credit,
mortgages, and other currencies. That is the earning
assets. For the second year, which follows right in line
with the Bank of British Columbia, the net would be
$25,600; that is after an appropriation for losses of $850,-
000; plus a further $50,000 in the rest account. The net then
of undivided profit would be $25,600. In the third year,
after an appropriation for losses of $1 million and a fur-
ther $50,000 into the rest account, the profit would be
$34,409. In the fourth year, with appropriation for losses of
$1,500,000 and in the rest account $225,000—

Senator Benidickson: Why does the “rest account” provi-
sion go up almost five times in that fourth year?

Mr. Levinter: As I understand it, this is a method putting
away profit so that you are not taxed; you are building up
the capitalization of the bank. At this point they thought
$225,000, and they would have a $35,603 profit; that would
be undivided profits.

The Chairman: Would this be a good place to interject?
Perhaps Mr. Ryley could tell us on what basis you calculat-
ed the losses in each year.

Mr. Patrick Ryley: I think I should explain that these are
the projections made by the proposed management of the
bank. Our role is to review these, and really to try to
determine whether they are based on reasonable assump-
tions, so that the appropriation for losses is the appropria-
tion over and above, as you know, the actual losses that we
expect to incur. When Mr. Levinter is quoting the balance
of profits, I think most in the banking business feel the
balance of revenue is more appropriately the profit of the
bank. Of course, that is expressed before appropriation
for losses and income taxes. I hope those remarks might
clarify the position.

Senator Molson: That figure you say is expressed before
appropriation for losses, but there is the appropriation to
come in from the five-year experience, which would come
on to administration and other charges up above.

Mr. Ryley: That is correct.

Senator Molson: So you are speaking about non-specific
reserves.

Mr. Ryley: These are the appropriations for losses that
banks make after this determination has been made, yes.
It is a contingency appropriation.

Senator Benidickson: That has something to do with
income tax?

Mr. Ryley: Not in its entirety, no.

Senator Molson: This is all done in accordance with the
requirements of the Inspector General of Banks. That is
what you are saying.

The Chairman: And the provisions of the Bank Act. Mr.
Levinter, in making these calculations were there availa-
ble the experiences of the Bank of British Columbia in
those years, to see how it did in relation to its build-up?

Mr. Levinter: Yes, sir. As I say, for the first three years
our projections and goals are the same as the Bank of
British Columbia. What I have just indicated to you fol-
lows their pattern almost exactly, except in 1975, which is
the third year, as I understand, it, as of July 1, the Bank of
British Columbia had $162 million in assets. We anticipate
having $74 million more in capital, which would mean that
we would have $1674 million, but by reason of our
anticipated mix and our anticipated national character,
instead of the $162 million which the Bank of British
Columbia had as of July 1, our total assets were $180
million. This is $10 million more after the third year than
the Bank of British Columbia. That is a projection of $10
million more than the Bank of British Columbia.

Senator Benidickson: Although you propose to start with
50 per cent more capital than the Bank of British
Columbia eventually started with?

Mr. Levinter: Yes, but we have tried to be conservative to
the nth degree in making these projections, because we
want to set goals for management which are good goals.
We do not want to set impossible goals. Moreover, the
goals we set must be credible. So this is what management
has taken into consideration. We have kept lower limits all
the way down. For example, I understand that in the
accumulated appropriations for losses basically they put
25 per cent more than the average banks do.

I heard a comment that you are allowed the five-year
experience; but in fact we have no experience. So as a
percentage of total expenses we have taken 25 per cent
more, again just to be conservative all the way down the
line.

The Chairman: Mr. Levinter, suppose you do not get the
$20 million of authorized capital, have you looked at this
on the basis of other amounts—for instance, $10 million?

Mr. Levinter: Yes, sir.

The Chairman: Would you throw up a profit figure in
each year with $10 million?

Mr. Levinter: In view of the fact that I am advised by
management that our first two years fall right in line with
the Bank of British Columbia, regardless of the fact that
we have more capital, and we still show a profit of $12,177,
I would say, yes. I would say that with $10 million, of
course, the bank is feasible. It is not as comfortable as I
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should like to have had, because with the $20 million you
can get off that much more quickly. If we were to get only
$10 million, we would not put in as many branches. You
cut your cloth to suit your pocketbook.

The Chairman: Have you set an objective of an amount
that you must have subscribed before you would apply for
your charter? You realize that under the Bank Act you
may start with a minimum capital of $1 million. Have you
set any amount below which you would not pursue the
matter? If you got $1 million subscribed, would that mean
that you would go ahead?

Mr. Levinter: No, sir. In my view it would be utterly
impractical with $1 million. I would think that the break-
away point would be higher than that. However, again in
view of the investigations that were made there was not
great consideration given to this. We considered that if we
had $12 12 million there would be no problem. At $10
million I do not think there are any problems, but if we got
below $10 million it would certainly have to be considered
very, very carefully. This, again, would depend on -hat
management advised us, what our financial consultants
advised us, what our accountants advised us. If it were
below $10 million and they in their wisdom considered that
it would not be feasible, then we would have to accept
their advice. That is all.

Senator Hays: Mr. Chairman, perhaps we could get Mr.
Scott, the Inspector General of Banks, to answer the ques-
tion that I asked.

The Chairman: Certainly, Senator Hays, but first I
believe Senator Lang has a supplementary on this same
point.

Senator Lang: Thank you, Mr. Chairman. Mr. Levinter,
do you use the Bank of British Columbia experience to
make your assumptions as to your rate of intake of
deposits?

Mr. Levinter: Yes, sir, except that in our fifth year again
in considering prognostications we use the general indus-
try average. I can say that in using the general industry
average, the percentage of deposits of total capital is 54.9
per cent. That is personal savings. At the end of five years
we considered only 40 per cent of our total assets being
personal savings. There were two reasons. The first was
that we have to build up our deposits to the general indus-
try average as experienced for many years. Secondly,
management has indicated to us that personal savings
deposits, in their opinion, as the years go by will form less
and less of the total assets of banks. This is because of the
general public’s present knowledge of the value and inter-
est rates which they can obtain on, for example, certifi-
cates. The general public is becoming more and more
aware of the fact that it is not a very profitable proposition
to keep money in personal savings in banks. Therefore,
management is of the view that the trend will decline in
this regard. Therefore, again in an effort to be conserva-
tive, while the industry average was 54.9 per cent in 1969,
after we have been in operation for five years we believe
we will have only 40 per cent of our assets in this category.

Senator Hays: Mr. Scott, in discussing the United Bank of
Canada with the principal who are here today, are you

satisfied with all the investigations you have carried out to
this point in so far as personnel and that sort of thing are
concerned?

Mr. W. E. Scott, Inspector General of Banks: At this point,
Senator Hays, it is difficult and unusual to be able to carry
out a full investigation; all the plans are tentative. After
the act is passed, if it is, there will presumably be a period
in which these people can, as they have indicated, make
firm engagements and firm up their plans. There will be
an opportunity later, when they apply for their certificate,
to obtain a much better picture of the situation than is
possible for any group applying for a charter at this point.

Senator Hays: If at that point in your investigation you
are not satisfied, then the deal is off?

Mr. Scott: I do not have that power in my hands; I can
only recommend to my minister.

Senator Benidickson: Do you recommend to the Governor
in Council?

The Chairman: It is the Governor in Council who issues
the certificate.

Senator Hays: On the recommendation of the minister, I
suppose.

Mr. Scott: Yes.

The Chairman: Yes. Do you feel that you have authority
under the Bank Act to carry out these investigations after
a charter has been issued and before a certificate has been
issued, or are you studying what money they have collect-
ed and what their authorized capital is in order to recom-
mend to your minister on that basis?

Mr. Scott: It is usual, sir, to be in touch with the manage-
ment of all new banks in that period, following the plans
quite closely. Therefore one would hope to have a reasona-
ble picture of their ability to do what they are planning by
the time they ask for the certificate to open their doors.

The Chairman: I just wonder what authority you have to
do that.

Mr. Scott: To keep in touch with them?
The Chairman: Yes?

Mr. Scott: I think the authority is in the act to require
information, if necessary.

Senator Benidickson: Assuming that a charter is granted,
Mr. Scott, then between that time and your recommenda-
tion to the minister, and also from the point of your recom-
mendation to the minister to the point of a granting a
certificate from the Governor in Council, what control is
there over the funds that have been put forward by inves-
tors in the capital of this bank?

Mr. Scott: In a sense they are trust funds in the hands of
the provisional directors.

Senator Benidickson: Would you periodically look and see
if that trust fund is there intact?

Mr. Scott: It can be done, yes, but they would have no
authority to make loans or accept deposits.
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Senator Benidickson: It would be an illegal act if they
encroached on that capital before the certificate was
issued?

The Chairman: It would be illegal for them to do anything
of a banking nature before they had their licence.

Any other questions?

Senator Benidickson: What if they pay organizational
expenses out of the funds?

Mr. Scott: They may incur a liability for these expenses,
but they are quite limited under the act with respect to the
extent that they can pay them.

The Chairman: Are there any other questions you wish to
ask Mr. Scott?

Senator Lang: Are the powers vested in either you or the
minister under the Bank Act with respect to the operation
of a bank comparable to those under the Trust Companies
Act? Can you put in a comptroller or supervisor, if you
wish, and operate it yourself, if necessary?

Mr. Scott: Within quite wide limits. The management of
banks, like the management of trust companies, is respon-
sible—

Senator Lang: Yes, I know that, but there are great
powers conferred under the Trust Companies Act. I am
just wondering if there are comparable powers conferred
under the Bank Act.

Mr. Scott: Under the Bank Act the minister’s power to put
in a curator is limited to the circumstances under which he
deemed the bank to have become insolvent. There is no
authority for him to step into management before that
situation is reached. He can express views, but he cannot
act.

The Chairman: Are there any other questions?

Senator Hays: Mr. Scott, you really do not make a thor-
ough investigation until after the charter has been issued,
is that right? Your responsibility starts at that point, does
it, or do you examine the principals before that point?

Mr. Scott: I believe the statutory responsibility that is laid
down in the act does not start until after they have
received the certificate, but, as a matter of practice, the
Inspector General of Banks has been the official on whom
the minister relies to keep in touch with the progress of
things in the bank before the certificate is issued.

Senator Hays: Before the charter is granted?
Mr. Scott: Before and after the certificate is granted.

Senator Hays: Then you do look at those who may be
applying for a charter at this point?

Mr. Scott: I would assume that would be one of the things.
Senator Hays: Have you done this?

Mr. Scott: I do not believe I know more about these
people than has been stated in this committee.

The Chairman: It has been said that you have talked to
the person who may be the head of this bank. Is that right?

Mr. Scott: Yes.

The Chairman: And without asking you to disclose his
name, is he a man of banking experience and ability and
integrity?

Mr. Scott: I have no reason to doubt that.

Senator Cook: Would it be fair to say that your depart-
ment would pay particular attention to a bank in its for-
mative years, more so than you would to a well established
bank?

Mr. Scott: Yes.

The Chairman: Are there any other questions? Are you
ready for the motion? Shall I report the bill without
amendment?

Hon. Senators: Agreed.

The Chairman: The committee meets again tomorrow
morning at 9.30, at which time we will discuss the tax bill.

The committee adjourned.
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Orders of Reference

Extract from the Minutes of Proceedings of the Senate,
October 5, 1971.

“Pursuant to the Order of the Day, the Senate
resumed the debate on the motion of the Honourable
Senator Forsey, seconded by the Honourable Senator
Lafond, for the second reading of the Bill C-262,
intituled: “An Act to support employment in Canada
by mitigating the disruptive effect on Canadian indus-
try of the imposition of foreign import surtaxes or
other actions of a like effect”.

After debate, and—
The question being put on the motion, it was—

Resolved in the affirmative.
The Bill was then read the second time.

The Honourable Senator Forsey moved, seconded
by the Honourable Senator Heath, that the Bill be
referred to the Standing Senate Committee on Bank-
ing, Trade and Commerce.

The question being put on the motion, it was—

Resolved in the affirmative.”

Robert Fortier,
Clerk of the Senate.
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Minutes of Proceedings

Tuesday, October 5, 1971
(42)

Pursuant to adjournment and notice the Standing
Senate Committee on Banking, Trade and Commerce met
this day at 8:00 p.m. to consider the following Bill:

Bill C-262, “An Act to support employment in Canada by

mitigating the disruptive effect on Canadian industry of

the imposition of foreign import surtaxes or other
actions of a like effect”.

Present: The Honourable Senators Hayden (Chairman),
Aird, Beaubien, Benidickson, Burchill, Gelinas, Grosart,
Isnor, Molson, Smith, Sullivan, Walker and Welch—(13).

Present, but not of the Committee: The Honourable
Senators Forsey, Heath, McNamara and Molgat—(4).

In attendance: E. Russell Hopkins, Law Clerk and Par-
liamentary Counsel and Pierre Godbout, Director of Com-
mittees, Assistant Law Clerk and Parliamentary Counsel.

WITNESSES:

Department of Industry, Trade and Commerce:
The Honourable J.L. Pepin, Minister;
Mr. L.F. Drahotsky, General Director, Office of Indus-
trial Policy Advisor;
Mr. R.E. Latimer, General Director, Office of Area
Relations.

Amendments to Clause 6(1) and Clause 7(2) and the
possibility of inserting a review procedure in the Bill was
discussed.

At 10:00 p.m. the Committee adjourned to the call of the
Chairman.

Wednesday, October 6, 1971.
(44)

Pursuant to adjournment and notice the Standing
Senate Committee on Banking, Trade and Commerce met
this day at 11:20 a.m. to further consider:

Bill C-262, “Employment Support Act”.

Present: The Honourable Senators Hayden (Chairman),
Aird, Beaubien, Benidickson, Burchill, Carter, Connolly
(Ottawa West), Cook, Desruisseaux, Flynn, Gelinas,
Giguere, Haig, Hays, Isnor, Lang, Molson, Smith, Sullivan,
Walker and Welch—(21).

Present, but not of the Committee: The Honourable
Senators Heath and Laird—(2).

38:4

In attendance: E. Russell Hopkins, Law Clerk and Par-
liamentary Counsel and Pierre Godbout, Director of Com-
mittees, Assistant Law Clerk and Parliamentary Counsel.

WITNESSES:

Department of Industry, Trade and Commerce:
The Honourable J.L. Pepin, Minister;
Mr. L.F. Drahotsky, General Director, Office of Indus-
trial Policy Advisor.

Upon motion it was Resolved that Clause 6(2) be amend-
ed, Clause 7 be amended by adding thereto a new sub-
clause (3) and that amendments be made to Clause 21.

NOTE: The full text of the amendments appears by
reference to Report of the Committee immediately follow-
ing these Minutes.

Upon motion it was Resolved to report the said Bill as
amended.

At 12:20 p.m. the Committee adjourned until 3:00 p.m.
this day.

ATTEST:

Frank A. Jackson
Clerk of the Committee.




Report of the Committee

Wednesday, October 6, 1971.

The Standing Senate Committee on Banking, Trade and
Commerce to which was referred Bill C-262, intituled: “An
Act to support employment in Canada by mitigating the
disruptive effect on Canadian industry of the imposition
of foreign import surtaxes or other actions of a like
effect”, has in obedience to the order of reference of
October 5, 1971, examined the said Bill and now reports
the same with the following amendments:

1. Page 3: Strike out subclause (2) of clause 6 and substi-
tute therefor the following:

“(2) Not more than two-thirds of the members of the
Board at any time may be members of the Public
Service within the meaning of the Public Service
Employment Act but a vacancy occurring in the mem-
bership of the Board that has the effect of temporarily
reducing the number of members of the Board who
are not members of the Public Service below one-third
of the members of the Board does not invalidate the
constitution of the Board or impair the right of the
members to act if the number of members is not less
than a quorum.”

2. Page 3: Immediately after subclause (2) of clause 7,
add the following as new subclause (3):

“(3) The Chairman shall preside at any sittings of the

Board at which he is present and shall designate one

of the other members to preside at any sittings of the
Board at which he is not present.”

3. Page 8, clause 21: In lines 9 and 11 strike out the words
“fiscal year” and substitute therefor the words ‘“annual
quarter”’.

Respectfully submitted.

Salter A. Hayden,
Chairman.
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The Standing Senate Committee on Banking, Trade

and Commerce

Evidence

Ottawa, Tuesday, October 5, 1971

The Standing Senate Committee on Banking, Trade and
Commerce, to which was referred Bill C-262, to support
employment in Canada by mitigating the disruptive effect
on Canadian industry of the imposition of foreign import
surtaxes or other actions of a like effect, met this day at 8
p.m. to give consideration to the bill.

Senator Salter A. Hayden (Chairman) in the Chair.

The Chairman: Honourable senators, we have one bill for
consideration this evening, Bill C-262.

We have with us the Minister of Industry, Trade and
Commerce, the Honourable Jean-Luc Pepin; Mr. L. F.
Drahotsky, General Director, Office of Industrial Policy
Advisor, and Mr. R. E. Latimer, General Director, Office
of Area Relations.

Following our usual practice, I think we should first ask
the Minister to make a statement.

Honourable Jean-Luc Pepin, Minister of Industry, Trade and
Commerce: Mr. Chairman and honourable senators, my
statement will be rather short, Senator Forsey having
done a remarkable job in introducing the bill, a bill which
is slightly complicated and is introduced in, I will admit,
rather complex circumstances. I am sure that all honoura-
ble senators have read the bill, that they have listened to
those who spoke in the debate, that they have read the
debates in the other place and, no doubt, the reports of the
committee of the other place which considered the bill.

If I were to introduce it now very rapidly I would simply
remind honourable senators of the permanent character
of the bill itself, which character Senator Forsey empha-
sized extremely well. I would also remind honourable
senators that even if the bill is of a permanent nature, it is
not temporary application, to deal with the current crisis.
As soon as the surcharge disappears, obviously the bill
will no longer apply.

I would emphasize that its purpose is to maintain
employment. In view of some of the things that have been
said, I would point out that it applies equally to all parts of
Canada. It may very well be that because of the concentra-
tion of industry in Ontario and Quebec the actual benefits
will be higher, on a provincial basis, in Quebec and
Ontario than they would be in, for example, Western
Canada.

However, I can assure you that when the provincial
ministers of industry and commerce attended a meeting
that I called for the purpose of discussing the U.S. sur-
charge they were very keen to see this bill apply in their
respective provinces. Despite, what might seem to an

Ontarian, its rather small size, the benefits of this bill to,
for example, Prince Edward Island, will be very important
in Prince Edward Island terms. I think one has to bear all
these things in mind. The effects in Prince Edward Island,
though immensely smaller in dollars than the effects in
Ontario, will be quite large, for Prince Edward Island. All
the provinces were most interested in seeing this bill
passed. Mr. Evans from Manitoba, for example, expressed
dissatisfaction with some aspects of the bill, but he has not
called for their non-application in Manitoba; you may be
sure of that.

I repeat that it is not a profit maintenance measure. If
there is no likelihood of significant export dislocation at a
plant, assistance will not be provided simply for the pur-
pose of making up the reduced profitability of a company
on account of the import surcharge. The profits of a com-
pany is not the preoccupation of this bill.

Senator Forsey emphasized, as both I and my Parlia-
mentary Secretary did, that this is not an export subsidy
measure. A company receiving assistance is not obliged to
maintain its level of exports for the purpose of this pro-
gram. It does not matter where the products are sold,
whether abroad or in Canada. In the other place I indicat-
ed that there were six or seven possibilities opened to a
company receiving assistance under this bill. A company
can use the money to effect a change of products. A
company can simply add to inventories. A company can
develop markets elsewhere. A company can do a number
of things.

Senator Forsey: Faire de la peinture.
Hon. Mr. Pepin: Faire de la peinture si elle le préfere.

The Chairman: On that point, Mr. Minister, the purpose
of the bill is to maintain employment, but if a company is
going to change various products, it will have to spend
money to do so. The money that it will spend will have to
be its own money, because the only maintenance it gets out
of this fund is the grant to maintain employment.

Hon. Mr. Pepin: I will come back to that in a moment.
Senator Manning was emphasizing the difficulties of
implementing this bill. Some of us have thought of that,
too. It is not news. I will come to that in a moment, if you
do not mind. Let me try to finish first the few ideas I wish
to express.

Obviously, as Senator Forsey also said, this will not
solve all the problems faced by Canadian industry in gen-
eral—not even the problems arising out of the wide-rang-
ing economic measures recently announced by the United
States. Senator Forsey emphasized the word ‘“mitigate”’—
in good English and in good French, too, “mitiger”.
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Already damage is being created, particularly in terms of
the uncertainty which exists in Canada-United States
trade relations, because of these U.S. measures. A number
of companies are possibly not pushing as hard their
exports to the United States as they would have otherwise.
A number of people in the United States may very well
feel that this is a great message to them, from high above,
that a new psychology has to be implemented. So, damage
is actually being done. The only thing the bill can do is try
to limit the damage done to employment in Canada.

Senator Isnor: Should it not be the other way, that they
should be putting a special effort into it?

Hon. Mr. Pepin: Yes, but when you do not think that the
benefits will be as high as they have been in the past, or
were expected to be, it is human for people to tone down a
bit on the efforts they were making.

Senator Walker: I missed what you said. I understood you
to say “when the surtax was withdrawn”. What effect will
that have? You said something about that earlier.

Hon. Mr. Pepin: As the bill concerns the surtax, when the
surtax is withdrawn the implementation of the bill will
stop.

Senator Walker: Yes.

Hon. Mr. Pepin: I cannot tell you that implementation will
stop on the very hour the surcharge is removed because
there probably will be a cleaning up job to do, but that is
the general idea. If a similar bill is to be invoked again, the
Government will have to demonstrate that there is another
crisis, that there are circumstances similar to this, as
indicated in the long title of the bill.

The Chairman: And most likely provide money.

Hon. Mr. Pepin: Yes. I presume that on that occasion it
would be done, as the bill exists, by special estimates.

Senator Walker: Would it be by order in council or would
you have to go to Parliament?

The Chairman: I am not sure. Would you develop that,
Mr. Minister? I am not sure whether it can be done by
estimates, because the bill statutorily limits the amount to
$80 million and limits it to 1971-72.

Hon. Mr. Pepin: The difficulty we had here was perhaps
to pass this as general legislation and not mention money
and go for supplementary Estimates to get the money. We
thought that it would be more democratic to put that
particular amount of money needed for the next six
months in the bill, with the clear understanding that when
that period of time is over, or even if not enough money is
being provided by this bill, the Government would have to
go the supplementary Estimates way to get more money.

Senator Walker: You would have to go before Parliament
for more?

Hon. Mr. Pepin: Yes.

The Chairman: There is a question we can settle at that
time, whether you can go by way of Estimates at that time,
where there is a statutory limit in the bill; but that is not
the subject-matter tonight.

Senator Benidickson: No, but the Government Leader
referred to a ruling in the other place, in the House of
Commons last year, about limiting the power of legislation
by limiting the amount which can be voted. I have not
checked to find out what he meant by that, but that is what
he said.

Hon. Mr. Pepin: Senator Benidickson, this bill will obvi-
ously be used in very extraordinary circumstances. As you
cannot anticipate extraordinary circumstances as you do
for ordinary circumstances, for which you anticipate in
departmental budgets, obviously you must have a supple-
mentary Estimate to cover these extraordinary, abnormal
situations.

Senator Forsey: That is what I suggested, in answer to a
question by the Leader of the Opposition in the Senate;
and the Leader of the Government said that on account of
this ruling last year in the House of Commons, that I was
not aware of, it would not be possible to proceed by way of
putting something in the Estimates, and I was rather
surprised.

Hon. Mr. Pepin: If the chairman is right in what he has
just said, or in what he has said as being a possibility—
which is, if it is true that the Government cannot vote
extra money for the period of time which is covered by the
bill, then obviously we would have to come back to Parlia-
ment to get extra money—

Senator Walker: You would just amend the act. In the
case of the National Housing Act—I was the minister
responsible for several years—if we wanted more money,
we amended the act and increased the amount.

The Chairman: I only interjected the question when the
minister said that this was permanent legislation. Parlia-
ment retains control by virtue of the fact that they may
have to come back for money from time to time—and that
is a good feature.

Senator Benidickson: Even within the current year.
The Chairman: Yes, and that is a good feature.
Senator Benidickson: Yes.

Hon. Mr. Pepin: I would have thought that, even for the
six months coming, even with the amount of money
allocated to it by the bill, if things should turn worse than
we have anticipated, and the possibility of getting more
money through supplementary Estimates was still open, it
would be done in that way—but if I am not right, we will
do what the law says, obviously.

Senator Walker: It is a question of the way to do it and
that is not our task now.

Hon. Mr. Pepin: I do not want to state again what the
three eligibility criteria are. You remember these.

Senator Benidickson: No. That was referred to. Someone
said in our debates that you recited in committee, for the
House of Commons, that there were three basic principles,
but they are not stated in the bill. Can you put them on
record here?

Hon. Mr. Pepin: I will red them. The first criterion for
eligibility is that the surtax has caused or is likely to cause
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a significant reduction in employment at the plant. The
word “‘significant” there is the important word. As I said
in the House, and it was repeated here, the size of the plant
has no relevance. What is “significant” in a plant employ-
ing ten people may be one or two; and what is ‘‘signifi-
cant” in a plant employing a thousand people may be fifty
less or more. We have given a lot of discretion to the board
in these matters, because it is not always easy to define
these things. I will come back to the discretionary aspect
of the bill, if you wish, later on.

The second criterion for eligibility is that no less than 20
per cent of the plant’s 1970 output must have been export-
ed to the country imposing the surtax and was of a class
that would now be subject to the surtax. As was explained,
section 15 of the bill foresees the possibility that excep-
tions might be made, even to that 20 per cent rule or to the
other criteria.

The Chairman: Where is the 70 per cent provided? Is that
by regulation?

Hon. Mr. Pepin: The 20 per cent is in the regulations. We
have to establish a difference here between what is in the
bill and what is in the regulations. We tried to put as much
in the bill as could be covered by the bill; but this 20 per
cent basis is bound to change from one situation to the
other, so we kept that for the regulations.

Senator Aird: You think that 15 gives you sufficient
flexibility?

Hon. Mr. Pepin: 20 per cent.
Senator Aird: No. Section 15 of the bill?

Hon. Mr. Pepin: Yes. As matter of fact, some people have
said this gave the board and the Government too much
flexibility. What we are saying is that there may be hard-
ship cases. There may be a company exporting 15 or 18 per
cent in Cornwall, or in some place where unemployment is
very high, and in these circumstances we wanted to keep
the possibility of intervening, to help it maintain
employment.

Senator Walker: You are going to be swamped with
applications, are you not?

Hon. Mr. Pepin: We expect over a thousand. Mr. Dra-
hotsky and his group have a list of all the companies that
would be or could be eligible. They have tried to bring it
down to what is expected. It would be 1,300 in the first
90-day period, so Mr. Drahotsky tells me.

Senator Isnor: What is that 1,300 based on—previous
business?

Hon. Mr. Pepin: On a survey that we conducted in the first
few days following the announcement of the surcharge.

Senator Isnor: Is it on the basis of the previous business?

Hon. Mr. Pepin: Yes, on the 1970 performance. Mr. Dra-
hotsky may explain, if you are curious, the “base period”
and to the ‘“assistance period”. It is a bit complicated and I
would prefer not to try it.
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The Chairman: Mr. Minister, may I interject a question
here? It appears to me that, the object of this bill being to
maintain employment, if employment is reduced because
the product no longer finds a market in the United States
by reason of the surcharge, that means that those people
who worked on the production of that product would have
no work to do, because the company obviously would not
go on manufacturing a product, if they had no market.
Then the grant is supposed to maintain those people in
employment.

Hon. Mr. Pepin: Yes.

The Chairman: in what kind of

employment?

Does it determine

Hon. Mr. Pepin: No. That is exactly the flexibility which is
given to the employer.

The Chairman: But there are limits to the way you can
shift employees, as I understand it, in these days of unions.

Hon. Mr. Pepin: Yes.

The Chairman: There is a limit to where you can direct
employees to work.

Hon. Mr. Pepin: This point was raised in the House by the
member from Kent, if I remember correctly, and my
answer was that these being extraordinary circumstances,
I would hope and expect that unions and employers alike
would show a bit of flexibility. I suggest that this will be
done.

The only case where a company will be allowed to bene-
fit, notwithstanding the fact that the company would not
maintain employment at the level of previous times, is
when something rather extraordinary takes place and
when the board may be asked to fix a level. I presume you
are aware of the possibility of circumstances that we
anticipate, such as, for example, there being a fire in a
plant and only half the plant being in production as a
result. Obviously, in such circumstances, you would not
want to keep the company at the level of employment it
had before. If the company is going through a rationaliza-
tion or a modernization program, and if under this ration-
alization program, they need only 75 per cent of the level
of employment they had previously, then in such circum-
stances the board has the power to fix the level at which
employment must be maintained. That is, again, common
sense.

The Chairman: I am sorry to interject, but I was looking
at section 12. Section 12 provides for the amount of the
grant, and it would appear that the measuring stick pro-
vided there is the amount which in the opinion of the
board would be adequate to maintain employment by the
manufacturer throughout the prescribed assistance period
at such levels as those prescribed or specified by the
board, as the case may be.

It says, “maintain employment by the manufacturer”. So
that would appear to me at the moment to limit the direc-
tion of the expenditure of this money and the employment
to the manufacturing operations of the company at that
time.
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Hon. Mr. Pepin: That is taken in a very broad sense. The
company, as I said, can do a number of things. The compa-
ny can produce for the domestic market or for markets
other than the US market. The company can stockpile. It
can develop new products. It can paint its sheds. It can do
all kinds of things.

The Chairman: I am not sure about painting the sheds or
raking the leaves. You might run into trouble with the
unions in that regard. As to stockpiling, well, that may be,
but, if we are going to get into that issue, the stockpiling
should be considered by the Government.

Hon. Mr. Pepin: Well, we still hope, and have some reason
to hope, that the surcharge will be temporary. Consequent-
ly, this is not a uranium type of operation, if you know
what I mean.

The Chairman: I know that. I am trying to figure out how
you can suggest that the company should carry on manu-
facturing a product with the grant and maintain its
employment when it would be necessary to stockpile
because there is no market.

Hon. Mr. Pepin: If they do not consider that this is a good
thing to do, then they will do something else. One has to
round corners a little bit at the moment, I feel.

The Chairman: Except that we are spending a lot of
money.

Hon. Mr. Pepin: Yes. You bring up the point of the behavi-
our of unions and I must bring up the point of the behavi-
our of employers. It is necessary to be intelligent. We had a
good demonstration of that here from Senator Blois the
other day. There was a good Canadian reaction. He said
quite openly that he thought that his company could have
had other ways and means to cope with the surcharge than
the use of Bill C-262. So much the better, in my opinion.
When I read that I applauded. I was the only plum in the
room!

The Chairman: That is the old stalwartism that we like.

Hon. Mr. Pepin: Now, Mr. Chairman, if I may finish my
remarks, I will be open to questions.

I have read most of what has been said in the Senate,
and I notice that the point was raised that the administra-
tion of this bill would be very difficult. That point of view
implied that the Government was passing the buck by
throwing this to a bureaucratic board, if I remember well.

Senator Benidickson: With no appeal, apparently.

Hon. Mr. Pepin: I will come back to that particular point
in a minute, if you do not mind, but my answer to the other
part is that we are not passing the buck at all. We are
passing a bill! Also, we have regulations attached to that
bill, and the board is probably less bureaucratic than most
boards. It is less, because there is an input from the out-
side of three members to that seven member board.

Senator Forsey: It could be more.

Senator Benidickson: Where do you find that? As I read
the section, and this bothers me, there will not be any more

than four technocrats or bureaucrats; the only mandatory
thing there is to put on the board one outsider as chair-
man. You could omit having two of the three outsiders, in
other words.

Hon. Mr. Pepin: I could clarify that simply by saying that
we are going to have three outsiders and four officials to
start with.

Senator Benidickson: But it is not mandatory. It is simply
your pledge.

Hon. Mr. Pepin: That is what we intend to do.

Senator Benidickson: I would hope you would utilize the
full powers here and have at least three outsiders so that
we would not run into the kind of criticism that President
Nixon is receiving in the United States with respect to
certain aids to industry in the emergency which labour
says is not benefitting them. I would hope that labour
would be represented on your board.

Senator Forsey: I was going to raise that very point.

Hon. Mr. Pepin: Bill C-262 is a typical Canadian compro-
mise; it has some officials and some outsiders. The chair-
man will be an outsider. The Government has experiment-
ed in the past with this mix. We have the GAAP program,
which is run that way, and it has been running well. So we
are doing the same thing now. I repeat that the chairman
would be the outsider.

Senator Benidickson: Am I not correct in saying that if
this bill is passed you would be obliged by the law to
appoint only one outsider, who would be the chairman. He
would be the only one you would be obliged to appoint.

Hon. Mr. Pepin: I am afraid I had not really concentrated
on this fine point, a point which Senator Forsey raised in
his introduction. Concentrating on what I was trying to do,
which was to get three outsiders and four officials, I did
not find time to dedicate to this particular, very sophis-
ticated point. But Mr. Drahotsky might have something
further to say on that.

Mr. L. F. Drahotsky. General Director, Office of Industrial
Policy Advisor. Department of Industry, Trade and Commerce:
Mr. Chairman, the way I read the bill there will have to be
three outsiders in the seven member board.

Senator Benidickson: Where does it say that there has to
be . It only says that the chairman must be from the
outside.

Mr. Drahotsky: I am sorry, sir, but it also says that not
more than four members may be members of the Public
Service.

Senator Benidickson: My point is that it could be five. The
chairman, who must be an outsider, and four bureaucrats.
That still is within the bill.

Hon. Mr. Pepin: You may have a good point, but what I
am saying is that I am trying to get three outsiders, one of
whom will be the chairman. So that is the way it is going to
look.
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Senator Burchill: There is another point. It says that there
is to be a quorum of three. Would that mean that the three
bureaucrats could meet without anybody from outside?

The Chairman: You would have to assume that notice
would be given. I cannot imagine a meeting being held
without notice. No, we must assume that.

Hon. Mr. Pepin: The point raised is a good one. We have
seven members on that board and the quorum is three.

Senator Benidickson: You do not have to have seven.

Hon. Mr. Pepin: I am talking facts, not legislation. You
may suppose that we will have seven, because that is our
intention. It may be that the three who are going to meet at
a particular moment at seven o’clock on a Wednesday
morning will be three officials, because they will be the
only ones available at that particular moment.

Senator Aird: Mr. Chairman, I think it would meet the
point raised by Senator Benidickson and be in line with
the Department’s thinking if the words “not more than”
were changed to “at least”.

Senator Benidickson: That is what I had in mind. In addi-
tion, in section 6, subsection (3) I was proposing to put in
an amendment. That subsection now reads:

The Chairman of the Board shall be appointed by the
Governor in Council from among those members of
the Board who are not members of the Public Service.

Now that refers to the Chairman, but I do not see anything
that would make it obligatory for you to appoint three
members, at least, who are not members of the public
service. Therefore I was going to propose that subsection 3
of section 6 should be amended to read that the Chairman
of the board and at least two other members shall be
appointed from those who are not members of the public
service.

The Chairman: Well, Senator Benidickson, in subsection
2, it says that not more than four members of the Board
may be members of the public service. Obviously one
would then assume that the other members would not be
members of the public service, and one of them would be
the Chairman.

Senator Beaubien: But he only has to appoint five in all.
The Chairman: No, seven.

Senator Benidickson: Not more than seven.

The Chairman: That’s right.

Senator Aird: I think, Mr. Chairman, it would meet the
situation if you were to change the words in subsection 2
which now read ‘“not more than four members....” to,
“atleast...”.

The Chairman: That would remove all difficulty.

Senator Beaubien: Why not just say seven and be done
with it.

Senator Benidickson: I have had a suggestion from Sena-
tor Forsey, speaking on behalf of you, Mr. Minister, that
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you are going to have a flood of applications, as you have
indicated tonight,—1,300 in 90 days. I also think it was
Senator Forsey who suggested during the debate that the
board may have to divide itself into panels. Therefore I see
no objection to the words ‘“at least” because you may find
that you will need more than seven to constitute three
panels rather than two. If you are to deal with 1,300
applications, I would not want to restrict you to seven.

The Chairman: Well, Senator Benidickson, the point you
raise would be dealt with if instead of the words ‘“not
more” in section 6, subsection 1 there were substituted “at
least seven....”.

Senator Benidickson: I would be satisfied with that.

Senator Forsey: I should like to raise another point, Mr.
Chairman. Quite a number of remarks have been made by
you and by others about possible difficulties with unions. I
might remark parenthetically that unfortunately not all
workers are organized. I should like to ask the Minister
first of all whether in view of the fact that there might well
be difficulties with unions in some cases and in view of the
importance of this whole matter to organized labour, the
Government is considering appointing competent and
experienced labour representatives on this board? It
seems to me to be highly desirable to do so if such persons
can be found, and I am inclined to think that it is not
impossible to find them.

Hon. Mr. Pepin: Well, we have three questions in front of
us now and I want to be sure we remember them. I am
talking now about the difficulty of administration. We are
also talking about the composition of the board and Sena-
tor Forsey is asking me if one of the members will be
appointed from labour.

On the last question, we are trying to do that. Fortunate-
ly or unfortunately I am also trying to get a good distribu-
tion by region and whatnot in the composition of the three
outside members of the board. To be absolutely frank, one
of the “labour” names I have clashes with another name I
have for the same region. So I shall see Senator Forsey
afterwards to find out if he has any names to suggest to
me, and if anybody has some names to suggest, I shall
gladly consider them. The former ‘Liberal-Labour”
member or the House of Commons from Kenora-Rainy
River may have some ideas on that subject.

Senator Benidickson: I pointed out the criticism that Pre-
sident Nixon is getting about his August 15 statement from
labour who feel that his legislation provides hand-outs, as
this does, to industry but that that does not necessarily
flow through to labour.

Hon. Mr. Pepin: I am very much aware of it, and I have a
Minister of Labour who reminds me of it every day.

We were talking about the composition. Do you want to
come back to that later?

Senator Benidickson: No, but I should like your comments
on Senator Aird’s suggestion in due course.

Hon. Mr. Pepin: Can we leave it then in suspended anima-
tion and come back to it?
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I was talking about the difficulties and I recognize that
there will be some. I have also implied that every board in
the country be it at the provincial or the federal level, has
all kinds of difficulties. I just wanted to tell Senator Man-
ning that I am quite sure that the National Energy Board
and the Alberta Energy Board when they have to decide
what is surplus to Canadian needs in gas or oil, also have
some difficulties. So I take it for granted that this board is
going to have a rather difficult task and will have to carry
it out in a relatively short period of time. The only way we
can solve this is by appointing good people and paying
them adequately so that they will stay with us for the
duration which I would hope would be very short. I want
to make it clear that I have taken note of the remarks
made on the difficulties of administering this bill.

Remarks have been made also on the good relations that
we should maintain with the United States. This is a ques-
tion of judgment, is it not?

Senator Grosart: Mr. Chairman, before we leave the par-
ticular issue we were discussing, I should like to draw
attention to subclause (2) of clause 7. It says:

(2) Three members of the Board constitute a quorum.

In the discussions on the bill, it has been pointed out that
the board may sit in two parts. Presumably this means
that as long as there are three members of the board
available, the board could sit contemporaneously in two
parts. This raises the question as to whether the chairman
of each board or each panel would be somebody other
than a member of the Public Service of Canada. We are
discussing a bill where two-thirds of what the Minister
described as the basic criteria are in the regulations and
not in the bill itself.

The Chairman: Senator Grosart, in connection with the
point that you have raised, Senator Forsey has suggested
that due to the number of applications the board may find
it necessary to divide itself. There is nothing in the bill to
indicate that it will sit in panels.

Senator Grosart: No, Mr. Chairman, but if I may speak to
my point, the Minister said that this may happen, and his
parliamentary secretary who piloted the bill through the
committee stage said it would happen.

Senator Forsey: It was not original on my part.
Hon. Mr. Pepin: You are absolutely right.

Senator Grosart: This is the way the committee would
function, and I am now raising the point as to whether
with the committee sitting in two parts it could have three
members of the public service and no member who is not a
member of the public service as a chairman of one of the
sections of the board. This to me is very important.

Hon. Mr. Pepin: The answer is that the Department at this
time with the knowledge they have of industry and the
knowledge of the number of cases that might come up feel
that a board of seven members is sufficient, but that the
board, however, might have to sit in panels for a short
period of time. We have left it to the chairman, who is
going to be an outsider, as everybody knows, to decide on
who should chair the other panel.

The Chairman: There is nothing in the bill on that.
Hon. Mr. Pepin: There is nothing in the bill on that.

Senator Grosart: You may have left it to the chairman,
but the chairman does not have authority under the bill.

The Chairman: Senator Grosart, a very simple change in
the bill could accomplish that. You could provide that the
chairman of the board shall preside at meetings of the
board, or a member of the board designated by him.

Senator Grosart: I quite agree. I am not saying that this is
not a situation that requires other than a minor change,
but that that change ought to be made.

Hon. Mr. Pepin: Let us keep this in suspension again
because I am not a legal expert; I am one of those non-
practising lawyers. I will see if we can obtain a good
answer to the question you raised, senator.

Senator Grosart: Mr. Minister, I seem to be raising more
than one point in connection with the viability of the bill. I
would like to say that I am fully aware of the problems in
drafting the bill due to the urgency of the situation, and
anything I say is not meant to be in any way critical. It is
merely a suggestion as to how it might be improved.

Senator Benidickson: And in an eniergency situation a fair
amount of flexibility is required.

Hon. Mr. Pepin: This is the way I took it. I do not agree
with all the remarks Senator Grosart made in his speech,
but I do agree with him on that one point.

Senator Grosart: There is a difference in what one might
say in the Senate and what one might say in committee.

The Chairman: You are not through with your statement,
Mr. Minister.

Hon. Mr. Pepin: I would like to comment on the good-rela-
tions-with-the-United-States concept. I think these rela-
tions are quite good. I was not too clear on what the
criticism was, and I stand here to be enlightened. Was it
because we have cut our troops in NATO, or because I
went to China, or because the Prime Minister went to the
Soviet Union? When one analyzes the situation one realizes
that the Americans are doing now a number of the things
we have done a few months ago. So it is difficult to accept
blame, firstly, for something which seemed to be support-
ed by the Canadian population, and, secondly, for some-
thing that the Americans themselves have decided to do on
second thought. It is as difficult for me to accept the blame
for what we have done in our relations with the United
States. I agree with you that there is always room for
improvement. Then the question is: What is it that we
should have done? Should we have abandoned uncondi-
tionally the safeguards of the automotive agreement?
Should we have made it possible for them to sell more
military equipment in Canada? Should we have let them
run our industrial policy? What is it that we should have
done to make our relations with the United States better
than they are?

I stand here to be enlightened. I do not think we should
panic and decide to accept “political union” just because
of what is happening now. This is a difficult time and I feel
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we must keep our cool. We must have healthy, strong,
virile negotiations with the United States. That is still very
much possible, and that is what we are going to do now.

Senator Grosart: Mr. Chairman, the minister seems to be
directing his remarks to some remarks which I made. I
assure you I did not make that suggestion. As to the
suggestion that we might have brought some of this on
ourselves, I do not feel that this is what is before the
committee. The bill is what is before the committee.
Whether we might have avoided the bill or the surcharges
is another matter.

Hon. Mr. Pepin: I cannot help it, I am a politician too!

Senator Grosart: I do not feel it is necessary to enter into
discussions with you on that aspect. I would like to confine
my concern this evening to the bill as it is presented here.

The Chairman: Mr. Minister, two questions have been
raised. One is to amend section 6 by changing ‘“not more
than” to “at least seven”; and the other one is to provide
that when they sit in panels, the chairman shall preside, or
some member of the board designated by him.

Section 7(2), relating to the quorum. The words would be
added that the Chairman or a member of the Board desig-
nated by him shall preside at any meeting.

Senator Forsey: Would that be a third subsection?

The Chairman: No, it would be just an added sentence to
section 2. It would read: “The Chairman or a member of
the Board designated by him shall preside”.

Hon. Mr. Pepin: May we take this under advisement?

The Chairman: Yes; how long would you like? We are
meeting again tomorrow morning. Would you like to think
overnight?

Hon. Mr. Pepin: What time are you meeting tomorrow
morning?

The Chairman: The committee is meeting at 9.30 and will
sit the whole morning. If you, Mr. Drahotsky or Mr. Latim-
er wish to interject it will be in order.

Hon. Mr. Pepin: I am not a great authority on parliamen-
tary procedure, as is well known. what would be the for-
mula? We -ould have to return it to the House of
Commons.

The Chairman: Yes; the bill would have to go back.
Hon. Mr. Pepin: I am rather keen to get this going.

Senator Benidickson: We are discussing possible amend-
ments, and I do know there is reluctance to impose the
delay involved by a Senate amendment. I have been a little
disturbed by the fact that “manufacturer” is defined in the
interpretation section. We have listened to the debate and
the proceedings in the House of Commons committee.
“Manufacturer” is wisely defined there, because the bill is
really for the benefit of manufacturers although in other
sections, section 3, for example, the word “industry” is
used twice.

In ordinary parliamentary parlance agriculture and fish-
ing are referred to as industries, yet there have been

complaints in the press, and it was Senator Manning’s
point, that there is a possibility of discriminations in the
regions because manufacturing is not prominent in certain
areas. we were told, I think by Senator Forsey, without
detail, which he is not expected to have, that there is
provision to aid that section of the agricultural industry
and that section of the fishing industry which do not
export to the United States duty-free and are therefore
subject to the surcharge.

I wonder if the minister would enlighten us, first of all as
to the percentage of the agricultural industry as a whole
whose exports to the United States will be subject to
surcharge; similarly with regard to what is known as the
fishing industry, the percentage of fishing exports subject
to surcharge? Could he very briefly outline the legislation
that Senator Forsey reminded us exists to enable the Gov-
ernment, in some parallel manner, to assist those two
industries, which may have a fall-off in employment by
reason of the imposition of surcharge? What portion of
fishing and agricultural products is subject to duty?

Hon. Mr. Pepin: I will take one-half of the answer and
leave the other half to Mr. Drahotsky. The concept of
manufactured in the bill is borrowed from the General
Adjustment Assistance Program. It has worked well there
and is expected to work well here. Mr. Drahotsky can read
it, but I believe Senator Forsey put it on the record.

Senator Grosart: No, Senator Forsey mentioned only one
act, the Agricultural Stabilization Act. There are other
acts involved in agriculture and, presumably, others in
fisheries and perhaps in other primary products.

Hon. Mr. Pepin: I have established that the word “manu-
factured” is borrowed from the General Adjustment
Assistance Program, with which some of you are familiar.
It has worked well there and is expected to work well here.

The second fact I wish to place on the record is that,
using this definition, it is estimated that approximately 85
per cent of agricultural products subject to the surcharge
will be covered by this bill, which is a very important point
to bear in mind.

Senator Benidickson: Because it is considered to be

manufactured.
Hon. Mr. Pepin: Because it is processed.

Senator Benidickson: Yes, that phrase was used in our
debate, processed and unprocessed goods in these primary
industries.

Hon. Mr. Pepin: That is the main idea, that if 85 per cent
of the agricultural products subject to the surcharge are
covered by this bill, by far the major part is covered.

The Chairman: Mr. Minister, would you not say that all
phases in the fishing industry, other than the actual catch-
ing and sale of the fish as such, are processing operations,
which would come within the definition ‘“industrial
operations”?

Hon. Mr. Pepin: I would say that.

The Chairman: And would not that apply with relation to
agricultural products?
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Hon. Mr. Pepin: Let us leave that to Mr. Drahotsky; he is
fairly well paid, so he must work also!

Senator Grosart: May I ask the minister, for clarification:
I believe he said 85 per cent of agricultural products?

Hon. Mr. Pepin: Yes, subject to the surcharge.

Senator Grosart: Would be covered by the act, to simplify
it. My question is: is the minister saying that 85 per cent of
all primary products that might be affected by the sur-
charge would be covered, or is he referring only to agricul-
tural products?

Hon. Mr. Pepin: I am referring only to agricultural
products.

Senator Grosart: Would the minister enlighten us as to the
situation with respect to other primary products?

Hon. Mr. Pepin: That is the part I am leaving to Mr.
Drahotsky. Mr. Olson, on a number of occasions, has
stated that he will be taking care of what is not covered by
the agricultural products, by other means and other exist-
ing legislation.

Senator Benidickson: Was that statement made last Friday
in the house?

Hon. Mr. Pepin: Yes, it is page 8345 of Hansard of last
Friday, October 1, 1971.

Senator Benidickson: That was also referred to this after-
noon in our debate.

Hon. Mr. Pepin: So now we have a number of questions
left from Senator Grosart and Senator Benidickson. Mr.
Drahotsky will endeavour to remember them and give the
answers.

Senator Heath: Mr. Chairman, may I ask the minister a
question? As we are considering this bill at the moment it
might be helpful if we got this information. As I under-
stand it this is a temporary measure. I wonder if it is part
of what will become the law later to cope with more
difficult problems which we have not yet felt? I think of
the United States being such a big buyer of our exports,
the American job incentive program and DISC, which the
American manufacturers themselves are heavily under-
written by the American taxpayer. Will this be an initial
part of the Government’s policy to assist our manufactur-
ing exporters, or are we just looking at it as a narrow
stop-gap for the present?

An answer to that would certainly help me in consider-
ing the bill, if you could give me a little help in that
direction.

Hon. Mr. Pepin: Let me answer that question in a cautious
way. The bill is of general permanent nature, as we have
established.

Other actions “of a like effect”,—that is part of the title
of the bill, can be covered by the bill. That is the general
proposition.

Will the job creation investment credit, or whatever the
name is, be covered by this in future? It is too early to say.
As you know, these two programs, that one and DISC,
have evolved almost on a daily basis in the United States.

Will it be what comes out of Congress at the end of the
day? Will it have “a like effect”? That will be for the
Government to decide when these things come out of the
US Congress.

This is the sort of situation that would have to be
assessed to find out if it is “of a like effect” and conse-
quently can be brought within the provisions of the bill.

Senator Benidickson: I am glad that question was raised,
because a little earlier you said that if not within hours,
then very soon after the removal of the surcharge — you
did not refer to any other possible American legislation, so
I assume that you were talking about the American sur-
charge — this bill would become unnecessary.

Hon. Mr. Pepin: With respect, I did not say that.

Senator Benidickson: Did you not say that it would not
apply?

Hon. Mr. Pepin: I said the application of the bill to that
particular situation, being the surcharge, would come to
an end.

Senator Benidickson: I was thinking of the question that
was raised regarding the effects of DISC, which might be
much worse than the surcharge, if they withdraw manu-
facturing from branch plants in Canada and divert it to
the United States, becauye of the incentives that they offer
if the DISC program is approved. I also wanted to make
sure that when you said “the surcharge,” you were talking
about the United States. However, this bill might continue
to take effect, perhaps by reason of the United Kingdom
putting on a surchage.

Hon. Mr. Pepin: Yes, indeed. But in this case there would
have to be a decision by the Government, by an Order in
Council, to apply this bill to that particular situation which
you are now contemplating. It is not automatic. We would
have to decide if the situation is the same or “of a like
effect”, and consequently could be dealt with by this bill.

Regarding the job creation investment credit, when this
bill comes out of Congress, and if it is approved by the
President, the Government of Canada will have to decide
whether it is “of a like effect” and whether the implemen-
tation of Bill C-262 is a proper approach to that particular
injury.

If the answer is yes, then an Order in Council will have
to be passed and the bill would apply to that particular US
decision.

The Chairman: I am not sure that it is that easy. The
words “a like effect” appear also, in section 3. The primary
purpose is to impose temporary import surtaxes, or to take
alternative action on anything having “a like effect” or an
adverse effect on Canadian industry.

You have to say what is the area affected. Here is manu-
facturing. Therefore, when it is by way of surtax or any-
thing of that nature, or by way of levy or restriction, there
is a limitation. The limitation is the manufacturing
industry.

Senator Benidickson: That is why I wanted an answer
regarding fish. I was recently travelling in an aeroplane
with my friend the member for Churchill, who remem-
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bered that I came from Manitoba. Since moving to
Ontario, to The Lake of the Woods, I have had a considera-
ble interest in the export of fresh water fish.

He said, “What is the narrowness of the word “industry,”
because it is really for manufacturers?” He, of course, has
put up a strong plea for fishermen in the other place.

Perhaps the minister could tell me whether the export of
fresh fish from Manitoba lakes and the Lake of the Woods,
which are filleted, frozen, or sometimes sent fresh, is now
subject to duty and therefore subject to surcharge?

Hon. Mr. Pepin: I will let Mr. Drahotsky answer that
question. However, regarding the previous question, the
decision that the Government will have to make is whether
this is the same or of “a like effect”, does this apply to
manufacturing according to the way it is defined here; and
do we cope with it by an employment maintenance
program?

If the answer to those three points is “yes’”, we can use
this bill. If it does not fit, then we must try to find other
ways. Mr. Drahotsky, Senator Benidickson would like to
know what will be the effect of the surcharge on the
fishing industry and how is it to be taken into account.

Senator Burchill:
national products.

Senator Grosart asked about other

Mr. Drahotsky: I have to deal with agricultural products
and fish products together, because they are covered
under the same commodity classification which we use in
order to establish the impact of the surcharge on these
sectors.

The commodity classification or group is known as the
animal and vegetable products category. It includes a wide
range of commodities, including live animals, meat, fish
and shellfish, dairy products, hide and skins, live plants,
cereal grains, vegetables, coffee, beverages, including
whiskey, and other animal and vegetable products.

In looking at this category, our analysis shows that in
1970 some 63 per cent of our exports to the United States
will attract the surcharge—that is slightly over one-half.

Senator Benidickson: Have thw words “processed” or “un-
processed” anything to do with that wide recital of com-
modities which you have given?

Mr. Drahotsky: Let me proceed to break it down as much
as I can. As a rough guess, of the 63.5 per cent that will be
affected in the animal and vegetable products category,
close to 85 per cent are processed; in other words, are past
the raw stage, and hence would be covered by this bill.

Senator Benidickson: Because there will be a surcharge
imposed on that processed product?

Mr. Drahotsky: Because they are surchargeable and are at
a stage of manufacture past the raw stage. The 85 per cent
is the figure the minister referred to.

Senator Benidickson: Does the fileting of fish constitute
processing?

Mr. Drahotsky: Yes, it does. Any manufacturing or proc-
essing operation, whether by hand or machinery, includ-
ing fileting.

Senator Benidickson: Does gutting constitute processing?

Mr. Drahotsky: Gutting presumably for the purpose of the
canning operation.

Senator Grosart: Mr. Minister, I do not deny for a minute
that it is the intention of the Department of Agriculture to
do this. What concerns me is that this bill, which deals with
employment jeopardized by this surcharge, does not cover
all employment. It seems to me that the bill should cover
all employment and that we should not divide our GNP
producers into sheep and goats. Why do we say we are
going to cover manufactured products but not all products
where employment is affected? I have some objection to
the definition.

Senator Benidickson: Not all industries.

Senator Grosart: I would suggest to you that you may be
on dangerous ground when we come to this retaliation
business. I believe you would improve your position if you
were to include all employment under this one bill. We are
fully aware that there may be damage done to employ-
ment by the surcharge other than to those directly in the
export business. These things could be taken care of by
other acts, but I would suggest to you quite strongly—and I
am not suggesting it is necessary to make the amendment
now—that you give serious consideration to making this
bill all-inclusive by covering all employment affected by
the surcharge and not to take refuge, as I think has been
done, in the fact that there had to be haste and so on.

I suggest to you that the definition of “manufacturer” is
not a very good one. The definition excludes change by
growth or decay. This means, as I understand it, that if
someone processed a product in such a way as to lengthen
its life, for example, or in such a way as to inhibit its
growth they would not qualify. We all know the Japanese
have a marvellous product which is now on the Canadian
market and which has the effect of inhibiting the growth
of a plant. Why is this excluded? We know why it is
excluded under GAAP act, but the GAAP definition has
been brought in holus-bolus, and I suggest to you without
any careful consideration as to whether it applies to the
specific circumstances here.

If you will look at clause 2 the definition of “manufactur-
er” definitely excludes change by growth or decay. Why?
Does this mean that someone who has processed a product
to inhibit decay is not a manufacturer? Surely, this is not
Sso.

I understand why you may have brought this definition
in holus-bolus, but I would suggest to you that it does not
apply here. I realize you had to do these things in a hurry.

Hon. Mr. Pepin: The reason why we did bring it in, as I
said before . ..

Senator Grosart: You said it worked very well in that
situation.

Hon. Mr. Pepin: It did work very well.

Senator Grosart: That is the poorest reason in the world,
Mr. Minister.

Hon. Mr. Pepin: It worked in GAAP.
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Senator Grosart: To say that it worked in GAAP is one
thing, and even to say that it will work in this situation
without a careful examination of the circumstances is
understandable, but it is something that perhaps we as
members of this committee should question.

Hon. Mr. Pepin: I simply felt that we should try to cover as
much of the area affected by the surcharge with this bill.
When I was informed that 85 per cent was being covered
and when Mr. Olson assured me that he was taking care of
the other 15 per cent, I felt justifiably relaxed. I do not
think you can chastise me too much for that.

Senator Grosart: I am not criticizing you, Mr. Minister. I
agree with you that under the circumstances this may well
have been necessary. I would not be making these sugges-
tions if there had not been the stress made by yourself and
others as to the permanence of this bill and the fact that
once this bill is passed, then by Order in Council you could
make regulations to bring anything of a so-called “like
effect” under it, and also the fact that there is no appeal
whatsoever from this board.

Hon. Mr. Pepin: If we are to have another situation “of a
like effect,” obviously we can amend the regulations to
take better care of that set of circumstances.

Senator Grosart: You will have to because these regula-
tions refer to time limits, and so on.

Hon. Mr. Pepin: You are right. My answer to that in the
House was that a number of other importa