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ORDERS OF REFERENCE
House or COMMONS
TuEesSDAY, February 10, 1959.

Resolved,—That the following Members do compose the Standing Com-
mittee on Public Accounts:

Messrs.
Badanai, Grenier, Pickersgill,
Bell (Carleton), Hales, Pratt,
Benidickson, Hanbidge, Regier,
Bissonnette, Johnson, . Robichaud,
Broome, Keays, Smith (Calgary
Bourget, Lahaye, South),
Bruchési, Lambert, Smith (Simcoe North),
Campbell (Lambton- Macdonald (Kings), Smith (Winnipeg North),
Kent), Macnaughton, Spencer,
Campeau, Martin (Essex East), Stefanson,
Charlton, McGee, Stewart,
Chown, McGrath, Valade,
Crestohl, McGregor, Villeneuve,
Denis, McMillan, Walker,
Dorion, Morissette, Winch,
Drysdale, Morris, Wratten—50.
Fraser, Morton,
Godin, Murphy,

(Quorum 15)

MonpAaY, February 9, 1959.

Ordered,—That the said Committee be empowered to examine and inquire
into all such matters and things as may be referred to it by the House, and
to report from time to time its observations and opinions thereon, with power
to send for persons, papers and records.

TuespAY, February 10, 1959.

Ordered,—That the name of Mr. Hellyer be substituted for that of Mr.
Badanai on the Standing Committee on Public Accounts.

TuEspAY, March 3, 1959.

Ordered,—That the Standing Committee on Public Accounts be em-
powered to print such papers and evidence as may be ordered by it, and that
Standing Order 66 be suspended in relation thereto; and that the quorum of
the said Committee be reduced from 15 to 10 Members, and that Standing
Order 65(1) (e) be suspended in relation thereto.
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4 STANDING COMMITTEE

TuEespAY, March 10, 1959.

Ordered,—That the report of the Canada Council for the year ended March
31, 1958, laid before the House on July 10, 1958, be referred to the Standing
Committee on Public Accounts in order to provide a review thereof pursuant
to Section 23 of the Canada Council Act.

Ordered,—That the Public Accounts Volumes I and II and the Report
of the Auditor General for the fiscal year ended March 31, 1958, and the
financial statements of the Canada Council and the Report of the Auditor
General thereon for the fiscal year ended March 31, 1958, be referred to the
Standing Committee on Public Accounts.

Attest

LEON J. RAYMOND,
Clerk of the House.



REPORT TO HOUSE

TuespAyY, March 3, 1959.
The Standing Committee on Public Accounts has the honour to present its

FIRST REPORT
Your Committee recommends

(1) That it be empowered to print such papers and evidence as may be
ordered by the Committee and that Standing Order 66 be suspended in rela-
tion thereto.

(2) That is quorum be reduced from 15 to 10 members and Standing Order
65 (1) (e) be suspended in relation thereto.

Respectfully submitted,

ALAN MACNAUGHTON,

Chairman.
(Concurred in—March 3)
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MINUTES OF PROCEEDINGS

TuESDAY, March 3, 1959.
(1)

The Standing Committee on Public Accounts held its organization meeting
at 9.30 o’clock, pursuant to notice.

Members present: Messrs. Bell (Carleton), Benidickson, Broome, Camp-
bell (Lambton-Kent), Campeau, Charlton, Chown, Denis, Fraser, Lahaye,
Macdonald (Kings), Macnaughton, Martin (Essex East), McGee, McGrath, Mc-
Gregor, McMillan, Morris, Murphy, Pickersgill, Pratt, Robichaud, Smith
(Calgary South), Smith (Simcoe North), Stefanson, Walker, Winch and
Wratten. (28)

In attendance: Mr. R. G. Batt, Assistant Law Clerk, House of Commons.

The Clerk of the Committee attending and having called for nominations,
Mr. Bell (Carleton), seconded by Mr. Smith (Simcoe North), moved that Mr.
Alan Macnaughton, Q.C., M.P., be elected Chairman.

In making his motion, Mr. Bell referred to the dignity, objectivity, fair-
ness and skill of Mr. Macnaughton who presided over the deliberations of
the Committee in the course of last session.

On motion of Mr. Murphy, seconded by Mr. Fraser,

Resolved,—That nominations be closed. ;

The question being put on Mr. Bell’s motion, it was unanimously resolved
in the affirmative.

Mr. Macnaughton thereupon took the Chair and expressed his thanks
for the honour just conferred on him for the second time in this Parliament,
realizing, he said, that he was a Member of the Opposition.

He referred to the Order of Reference dealing with the membership of
the Committee and its powers.

Vice-Chairman

On motion of Mr. Benidickson, seconded by Mr. Walker,

Resolved (unanimously),—That Mr. Richard A. Bell, Q.C., M.P. be elected
Vice-Chairman of the Committee.
Printing

On motion of Mr. Fraser, seconded by Mr. Campeau,

Resolved,—That the Committee be empowered to print such papers and
evidence as may be ordered by the Committee.
Agenda Subcommittee

On motion of Mr. Bell (Carleton), seconded by Mr. Walker,

Resolved,—That a subcommittee on Agenda and Procedure, consisting of
members designated by and including the Chairman, be appointed.

Quorum
On motion of Mr. Bell (Carleton), seconded, by Mr. Charlton, after a brief
discussion,
Resolved (on division),—That the Committee recommend that its quorum
be reduced from 15 to 10 members.
7f



8 STANDING COMMITTEE

A discussion ensued on some aspects of the United Kingdom practice re-
lating to Public Accounts.

At 9.45 o’clock, on motion of Mr. Bell, seconded by Mr. Fraser, the Com-
mittee adjourned to the call of the Chair.

WEDNESDAY, March 11, 1959.
(2)

The Standing Committee on Public Accounts met this day at 9.30 o’clock.
The Chairman, Mr. Macnaughton, presided.

Members present: Messrs. Benidickson, Bissonnette, Broome, Campbell
(Lambton-Kent), Charlton, Chown, Crestohl, Drysdale, Fraser, Hales, Han-
bidge, Macdonald (Kings), Macnaughton, McGee, McGrath, McGregor, Mc-
Millan, Morton, Pickersgill, Pratt, Robichaud, Smith (Calgary South), Spencer,
Stefanson, Stewart, Villeneuve, Walker, Winch and Wratten. (29)

In attendance: Mr. Watson Sellar, Auditor General for Canada.

The Clerk read the Orders of Reference dated March 3 and March 10.

The Committee being empowered to print its deliberations, it was necessary,
said the Chairman, to fix the number of copies.

On motion of Mr. Fraser, seconded by Mr. Drysdale,

Resolved,—That the Committee print from day to day 750 copies in Eng-
lish and 250 copies in French of its Minutes of Proceedings and Evidence.

The Chairman submitted orally the first report of the Sub-committee on
Agenda and Procedure. (See this day’s Evidence).

On motion of Mr. Smith (Calgary South), seconded by Mr. Winch, the
above report was agreed to.

Mr. Watson Sellar was called and introduced by the Chairman.

The Committee commenced its consideration of the Auditor General’s

glepcl);t to the House of Commons on Public Accounts for the year ended March
, 1958.

Mr. Sellar made a statement on the general organization of his office, and
was questioned on paragraphs 1, 2 and 3 of his Report.
Copies of a paper entitled “Audit Report Sequence” were distributed.

A suggestion relating to a visit by the Committee to military stores was
referred to the Sub-committee on Agenda and Procedure.

At 11 o’clock the Committee adjourned until Wednesday, March 18 next
at 9.30 a.m.

Antonio Plouffe,
Assistant Chief Clerk of Committees. .



EVIDENCE

‘WEDNESDAY, March 11, 1959.

The CHAIRMAN: Gentlemen, we now have a quorum. In view of the fact
that the notices were sent out after four o’clock yesterday and particularly
because it is our first meeting, I think we are to be congratulated upon start-
ing at 9.30. The notices were delayed because the reference had not been
passed by the house and a meeting could not be called until this was done. I
think also that you are to be congratulated upon the number of members
attending this meeting.

Would the Clerk, Mr. Plouffe, please read the orders of reference?

The CLERK OF THE COMMITTEE:

TuESDAY, March 3, 1959.

Ordered: That the Standing Committee on Public Accounts be em-
powered to print such papers and evidénce as may be ordered by it, and
that standing order 66 be suspended in relation thereto; and that the
quorum of the said committee be reduced from 15 to 10 members, and:
that standing order 65(1) (¢) be suspended in relation thereto.

TuESDAY, March 10, 1959.

Ordered: That the report of the Canada council for the year ended
March 31, 1958, laid before the house on July 10, 1958, be referred to
the Standing Committee on Public Accounts in order to provide a re-
view thereof pursuant to section 23 of the Canada Council Act.

\Ordered: That the public accounts volumes I and II and the re-
port of the Auditor General for the fiscal year ended March 31, 1958,
and the financial statements of the Canada council and the report of
the Auditor General thereon for the fiscal year ended March 31, 1958,
be referred to the Standing Committee on Public Accounts.

The CHAIRMAN: In accordance with the motion of the committee of March
3, a steering committee has been appointed, consisting of Messrs. R. A. Bell
(Carleton), vice chairman; David Walker; E. Morris; E. Morissette; Hon. J. W.
Pickersgill; H. Winch and myself.

With your permission, I would like to make a short verbal report on the
suggestions of the steering committee regarding what we might consider in
this committee.

We met on Wednesday, March 4, and all the members of the steering
committee were present. It was suggested for your acceptance that we meet
on Wednesday from nine-thirty to eleven o’clock. As you know, the caucus
meetings start at 11.

The reason for choosing Wednesday is that on Monday there are two
committees meeting and on Tuesday and Thursday there are four meeting.
Wednesday seemed to be a suitable day, and the time I have mentioned for
the meeting is the only time available in the mormng We hope to secure
room No. 112-N downstairs, which is the one we had last year. The use of
this room is only a temporary arrangement.

9



10 STANDING COMMITTEE

The steering committee has suggested that we start with the Auditor
General’s report. When we have completed that and have called all the
necessary witnesses we will then proceed with the Canada Council report,
and financial statements.

With your permission, I think at this time we should either accept or
reject the recommendations of the steering committee.

Moved by Mr. Smith (Calgary South), seconded by Mr. Winch.
Motion agreed to.

The CHAIRMAN: Copies of the Auditor General’s report have already been
distributed. However, we can have extra copies if members require them. The
report of the Canada Council is available and if it is your wish, we will have
them distributed to your boxes after this meeting.

Mr. Watson Sellar gave to me yesterday what he refers to as an audit
report sequence. This sequence is an indication of the breakdown of his report.
Extra copies have been made and I think it would be useful if these were
distributed this morning.

There is a motion which should be passed at this time. As you know, we
have the power to print; but the number of copies has not been determined.
If someone would move and second that the committee print from day to day
750 copies in English and 250 copies in French of its minutes of proceedings
and evidence, it would certainly be in order.

Mr. FrRASER: Is that the number which was printed last year?
The CHAIRMAN: Yes.

Moved by Mr. Fraser and secondea by Mr. Drysdale.
Motion agreed to.

The CHAIRMAN: Gentlemen, in accordance with your wishes, we will now
proceed with the examination of the Auditor General’s report.

I am very happy once more to have the privilege of introducing to you—
if that is necessary—Mr. Watson Sellar, the Auditor General of Canada. Mr.
Sellar, as you know, joined the government service in 1924 and has been
Auditor General since 1940. He is well informed and fearless. In effect, Mr.
Sellar is our witness. By his presence here he is reporting to the House of
Commons through this committee, and as an officer of the House of Commons,
he is here to answer any questions members may ask arising from his own
report or which may arise by way of implication. I think it is needless for me
to continue to outline his long, active and useful service to the government of
Canada.

Without further ado I will ask Mr. Sellar to commence on page 2 of his
report and we will proceed from there. Can we start at page 2, Mr. Sellar?

Mr. WaTtson SELLAR (Auditor General of Canada): Mr. Chairman, you may
be interested in what we do and the form of the audit. The audit office consists
of approximately 140 persons and that figure includes the stenographers and
messengers. At the moment we are a little below our normal quota but that
will be adjusted in due course.

In the public accounts there are two accounts in connection with the
consolidated revenue fund that we do not audit. One of them is the receipts
and disbursements of the audit office. By legislation, our accounts quite
properly are examined by an officer of the public service who is appointed by
the treasury board.

In the public accounts before you the report on the audit office is signed
by Mr. N. R. MacLean. He qualifies his certificate because we blundered and
retained a man who was over 70 years of age. That particular matter is
referred to in my report. The reference in my report was read by Mr. MacLean
to ensure that it was a satisfactory statement of the facts from his viewpoint,
- and he accepted the text.
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The other account which we do not audit is the public debt payments.
The Bank of Canada Act provides that if and when the government so desires,
the Bank of Canada will service the public debt. Twenty years ago the
government decided that the Bank of Canada should pay interest and settle
the principal, when it matured.

As a result of this, the auditors of the Bank of Canada are responsible
for the audit of the interest payments. My responsibility is limited in making
certain that the Department of Finance does not pay over to the Bank of
Canada more money than it should for interest and principal payments, also
that any money which is not paid out by the Bank of Canada is returned to
the Receiver General of Canada. Our working arrangements with the auditors
of the Bank of Canada are excellent and everything is in good shape; there
is no cause for your being disturbed. Those are the two accounts in the
consolidated revenue fund that we do not audit.

Of course, there are also a few crown corporations we do not audit,
and one or two corporations not so defined. I will give you the names of
those corporations in anticipation of possible questions. They are the Bank
of Canada; the Industrial Development Bank; the Canadian National Railways;
Trans-Canada Air Lines; Central Mortgage and Housing Corporation and the
Canadian Wheat Board. Those are the corporations for which we have no
responsibility.

In addition, we do some audits that we are not required by law to do.
By arrgngement, we audit the accounts of the R.C.A.F. benevolent fund and
the R.C.N. benevolent fund. They are corporate bodies independent of the
government. A number of years ago we assumed those audits because by
law, we are required, to examine accounts of the army benevolent fund.
It seemed only fair for us to do the other two, particularly because they re-
quested us to do so.

The parliamentary restaurant is not an official account; but by an arrange-
ment made over 20 years ago we audit that account annually and report it to
Mr. Speaker. I assume Mr. Speaker passes that on to the restaurant committee.

We are required to audit the Yukon territorial reports; but those, of
course, do not appear in the public accounts. Because there is no chartered
accountant in Dawson city, we audit the municipal accounts there, as a matter
of courtesy. However, the Whitehorse accounts are audited by a practising
chartered accountant in that city.

We audit certain accounts of the international fisheries commission, par-
ticularly in respect of fish caught in the Pacific for experimental purposes.
We perform a like service in connection with a commission operating in the
North Atlantic.

We have the audit of the Canada Council; that is statutory. However,
the Canada Council does not appear in the public accounts.

That, Mr. Chairman, completes the general scope of my work. I am very
pleased to be able to report to you again that I think the staff of the audit
office is doing a good and thorough job. Naturally there is some discontent
because we load a little more work on them than the staff would like; but
we base our assumption that it is better to have too much to do than to
have slack time. Our audit is up to date, and we have received whole-hearted
cooperation throughout the public service and from the officers of crown
corporations. -

The CHAIRMAN: Mr. Sellar, how many do you have on your staff at
the moment? )

Mr. SELLAR: At the present time, 135.
The CHAIRMAN: Is that an increase from last year?
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Mr. SELLAR: No, that is a decrease. Our establishment provides for 142
positions for the new fiscal year. We always have a few vacancies, due to the
turnover of staff, or for one reason or another.

Mr. WincH: I have one question to ask arising from Mr. Sellar’s remarks.
When your department audits either branches, corporations or benevolent
funds, which you are not required to do by law, is any charge made for that;
or is it directly on a voluntary basis?

Mr. SELLAR: There is one that I forgot to mention, and it so happens that
it is the only one. We make a charge to ICAO, the international civil aviation
organization in Montreal. It refunds our expenses—all expenses we incur. We
make no charge for the others.

Mr. FrRASER: May I ask how they charge; do they charge any overhead
at all on that?

Mr. SELLAR: No; it is billed for salaries and expenses actually incurred.
There is this exception, Mr. Fraser. In charging ICAO, there is no charge for
my salary; but ICAO allows a $25-a-day living allowance to me when I am
in Montreal on their audit. I am down there about five days a year. But the
salaries of all the members of the staff are recovered and, of course, deposited
to the credit of the Receiver General.

Mr. Fraser: Your staff has to go to Montreal to do the audit?

Mr. SELLAR: No. We have a branch office in Montreal and they do that
audit.

; The CHAIRMAN: Mr. Sellar, at this stage it might be useful to the com-
mittee if you were to report briefly on the audit reéport sequence you gave
me yesterday, and which the members now have.

Mr. SELLAR: Mr. Chairman, in this sequence I state, “Paragraphs 1 to 4
treat with the nature of audits performed”. That is so that you can ask
questions, and to explain what we do in a general way.

Then I list: “Paragraphs 5 to 25 summarize the revenues and expenditures
of the year”. There is no audit reason why paragraphs 5 to 25 should be
included, except that a number of years ago some members of the House of
Commons indicated to me that it would be of use to them if I were to include
in my report a brief summary of revenues and expenditures so that they
could grasp all that was involved without going through hundreds of pages
of material to get that information. That is the sole reason for paragraphs 5 to
25; it is to give you a quick over-all picture of the revenues and expenditures.

The CHAIRMAN: That summarizes about 80 pages, does it?

Mr. SELLAR: That amount, anyway. Paragraph 26 is in because by law the
old age security fund has to be treated as an account independent of the
consolidated revenue fund. In that regard I thought you might like a com-
parison of five years’ operations. It has no audit significance; it is there for
information.

Paragraphs 27 to 107 are what you might call observations, criticisms and
so on, that I am required to make in accordance with section 70 of the
Financial Administration Act. That section says that I am to report any over-
expenditure, any moneys improperly used, any revenues not deposited to the
credit of the Receiver General, and so on. Finally the section ends by saying
that I am to bring to the notice of the House of Commons any other matter
that I think merits the consideration of the House. That is the reason for those
paragraphs.

Paragraphs 108 to 132 treat with the statement of assets and liabilities.
I make that separate because the figures are so big that they are hard for
anyone to follow. Therefore we try to give some explanatory material. There
are two or three accounts in the report which we think merlt your considera-
tion. But that is a matter for you to decide.
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Paragraphs 133 to 139 list the crown corporations. That is so they are
all before you in case you want to inquire into any one. It is to give them
status for the purposes of this committee.

Then I include the few observations we had to put in our report in con-
nection with a few corporations. None of them is of major significance and
most of them have already been disposed of. But they are in there.

What might be called the esssence of the report required by parliament
is in paragraphs 1 to 4 and 27 to 132.

The CuaiRMAN: Shall we proceed with paragraph 27?

2. The examinations were made by means of tests as in previous
years, with the extent of the tests being determined by the types of
activities and the nature of transactions, and by the statutory directions
in section 67 of the Financial Administration Act to ascertain whether
(i) the accounts were faithfully and properly kept,

(ii) all public money was fully accounted for, with administrative prac-
tices effectively regulating assessments, collections and allocations
of the revenue,

(iii) expenditures were for the purposes for which appropriations were
made, and ;

(iv) records maintained and rules regulating use of public property
adequately protected the public interest.

These, together with the reporting directions in section 70 of the act
(listed in paragraph 27 below), necessitate that, in addition to an ac-
countancy audit, examinations be made to determine whether any branch
of the public service failed to maintain satisfactory accounting pro-
cedures or neglected to observe the statutory directions and financial
conventions and practices designed to preserve parliament’s control of
the public purse.

Is there any particular significance in the words, “The examinations were
made by means of tests”; and then the last line, “... and practices designed to
preserve parliament’s control of the public purse”?

Mr. SELLAR: No, sir. The reason is, we have to- make them by test. In
the first place, the volume would require a tremendous staff. Secondly, it
would be a waste of public money if we tried to cover every transaction.

Let me illustrate first by revenues and then by expenditures. In the case
of revenues, the big revenue collecting departments are National Revenue and
Post Office. Both have large and efficient internal audit staffs. These staffs
tour the country inspecting accounts and reporting on them. Their reports
are available to us. We make a certain number of spot tests to satisfy
ourselves that the work is being well done. That covers revenues.

In the case of expenditures, the departments first of all minutely examine
the claims before they recommend to treasury that a payment be made. Then
the comptroller of the treasury has to examine for authority, the availability
of an appropriation, and so on. Therefore, by the time expenditures reach
us they have already been examined at least twice, and sometimes three
times. If we were to go through them 100 per cent again it would be just
wasting public money. That is why we proceed by tests, sir.

Mr. WincH: Mr. Chairman, could I ask this question so as to get the
point clear? The question is on the most important subject of parliament’s
control of the public purse.

Mr. Sellar, if you find in the course of your examination that something
is not being done, can you take immediate steps, or is your power only to
report that you are not satisfied with what is being done? My point is, can
you stop it right then and there?
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Mr. SELLAR: My sole power is to make a report. In practice, of course,
I immediately take it up with the people involved and say, “I think you
should take a second look at this. I think you are wrong. If you proceed in
this manner I think I will have to bring it to the attention of the House of
Commons”. Sometimes that has a good moral effect. But bear in mind, Mr.
Winch, that I am not infallible; I can be just as wrong as the department.
Therefore, it would be unwise to give me the power to stop a payment.

The CHAIRMAN: But the inference is that you are wrong less frequently
than they are?

Mr. SELLAR: Well, I have less time pressure on me. I can take a more
disinterested look at them.

There have been cases of men coming in to see me with blood in the
eye because they said I blocked a payment to them. In fact, I had never heard
about the matter. In that case I would go out of the room, telephone the
department and say, “What is all this about?” They would say, “That fellow
is a nuisance; we got rid of him by saying that the auditor general would
not stand for it”. So I get credit for having powers that I do not have.

Mr. WincH: I have heard of such a case; that is why I asked whether you
had that power.

The CHAIRMAN: That is why I asked you, Mr. Sellar, to comment on the
control of the public purse. With expenditures increasing every year, what
control have we outside this committee and the committee on estimates?

Mr. SELLAR: You have the ministers, who are sincerely interested in good
administration. You have, generally speaking, the whole of the civil service
behind you, and you have the comptroller of the treasury. The comptroller
of the treasury is directly responsible if he makes mistakes in overcharging
appropriations and so on. So you are reasonably protected.

I would say that our weakness—if we have a weakness—is in our control
of public property. It is scattered all over the country. Up to 1951 there were
hardly any directives in connection with the control of property. Then pro-
vision was put into the act and the departments have made a real effort to
bring their property accounts together. But I am still far from satisfied that
we have complete control over all public property.

Mr. WincH: What do you mean by “control”; do you mean knowledge of
the property you have, where it is and how it is registered?

Mr. SELLAR: That is caorrect. In the case of what we call “attractive” items
—brief cases, cameras, rifles and so on—some member of the staff may be
using them for his own personal use. That can happen. But the big thing is
this: is equipment being properly stored? Is it taken off a project when it
is no longer in use? Is it brought in, properly fixed up and stored, and then
is every record kept of it? That is the big point.

We would like to do more on that, and gradually we are; but I would
be dishonest were I not to say that that is where we are weak.

Mr. BrRoomE: Mr. Chairman, in that regard I would bring to the attention
of the committee a criticism I have heard. If is one that I think I would make
myself. In some cases we are-too careful of property. We are spending more
money in storing obsolete articles and dilapidated equipment; we do not scrap
equipment soon enough and get rid of our storage costs. We are keeping a
record of certain equipment that is almost useless, and yet it stays there year
after year because it is such a complicated procedure to actually junk it.

Mr. SELLAR: That argument, sir, could not be answered prior to 1951. Be-
fore then we had no means of getting rid of that sort of equipment and clear-
ing our accounts. Now we have. The minister is now expected to set up sur-
veys boards and clean up equipment records.

-
.
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I am not contesting your statement; I know it is a fact. It @s like the
records we keep around offices; we keep far too many filing cabinets ﬁl}ed
with dead records. I am not contesting your argument, but I do not think
we are improving. :

Mr. MacpoNALD (Kings): Mr. Chairman, I wonder if Mr. Sellar wogld like
to say whether there are any particular departments in which that is pre-
valent—or is it general?

Mr. SELLAR: That I am objecting to?

Mr. MacpoNALD (Kings): No. Are there any particular departments in
which property is not being as well looked after as it should be, generally?

Mr. SELLAR: No. A few years ago—let us be frank—I was critical of Public
Works here in Ottawa. At the time we went to Public Works and talked to
them. If you write a letter, immediately they have to contest that for file
purposes; but if you go and talk over a desk you are able to achieve something.

We told them the things we did not like, and they told us they were aware
of some of those things and were taking action. I think today Public Works
have an excellent system in Ottawa. That is the reason I am using them as
an example, and it is not by way of criticism.

I am never sure of the tremendous holdings of the service forces. Naturally,
we do not see the physical stores. There is a regular inspection made of them
by the internal audit of National Defence. I know this audit is quite efficient,
because the man who heads it was trained in the audit office and he is a first-
class fellow. There is a colossal quantity of stores there, and some of those
stores may be obsolete for all I know. :

I do not like taking up your time, but I might refer to an experience I
had during the last war., I went to the office of the deputy minister of na-
tional defence and he said, ‘Do you know, Mr. Sellar, I have had a queer
request today. We have just started the invasion of Italy and they need
harness for pack animals. It so happens that we have harness in store from
the South African war and World War I that we can ship over to Italy”.
That is the ridiculous type of thing that can happen. It is like our attics.
They are cluttered with things, but we are always afraid that they may be
wanted one day.

Mr. BRooME: But the cost of recording year after year undoubtedly puts
up the value of it a dozen times over?

Mr. SELLAR: I will not contest that for a moment. I would not say “a
dozen times over”, but it deces add to it.

Mr. SPENCER: How do we dispose of these obsolete supplies?

Mr. SELLAR: They are turned over to the crown agents disposal corpo-
ration.

Mr. CHARLTON: Who has the authority to decide what is to be disposed
of and what is to be kept? Is it ministerial authority?

Mr. SELLAR: The minister has the authority, but in certain cases he must
consult treasury board.

Mr. CBARLTON: I have particular reference to cameras. What is supposed
to be the ordinary life of a camera? :

Mr. SELLAR: I do not know. I shall try to find out. Have you any
particular type of camera in mind?

Mr. CHARLTON: No. In certain departments there are a number of cameras.

Mr. SELLAR: Yes.

Mr. CHARLTON: It appeared to me a few years ago that there was a
considerable number of cameras being purchased, and I wondered how often
those cameras are replaced, and what would be the disposal date.
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Mr. SELLAR: It may take me a few days to do it, but I shall look at
two or three departments which do buy cameras and give you the information
as soon as I get it. Would that be satisfactory?

Mr. CHARLTON: That would be fine.
Mr. SELLAR: Thank you.

Mr. WincH: Before we leave paragraph two, there is a question 1 would
like to ask Mr. Sellar. Last year time after time he emphasized this matter
of parliament’s control of the public purse; and again this year on page .
two of his report he brings up this question.

In view of what he said a few moments ago, that all he can do is to
make a report to parliament on the past year’s investigation, examination and
operation, and as parliament refers his report in its entirely to tihs committee,
might I ask, if it is not too difficult a question, if Mr. Sellar has any ideas
on how this committee might properly fulfil its function with regard to effective
control of the pubhc purse?

Mr. SELLAR: Your most efficient weapon is publicity. Every civil servant
lives in fear of this committee. And when you go into any matter, even
if you decide that you are not going to report on it, it has an effect on
the civil servants.

Likewise, there is material in my report you might not regard of importance
at all, and you may not bother your heads over it, yet every department
has read that material, and where it is of particular concern to them, it has
an effect on them.

Let me go one step further: in this country we have never had what
you might call rulings by the public accounts committee on what practices
you want observed in certain matters. They do have that in England. They
started it in 1858, and have built up what you would call a precis of law
which is published periodically in a heavy volume, setting out their important
rulings on particular points. That volume is referred to constantly by spend-
ing officers and also by revenue officers.

We do not have that procedure in this country. It happens that this
year the situation is a little unusual in Ottawa, because you legislated last
September with respect to expenditures which are now recorded. Therefore,
from a legal point of view, the expenditures have been ratified.

The Minister of Finance, when introducing the bill, said that as in the
past the expenditures themselves were to be reviewed by the public accounts
committee. It so happens that in this past year there were quite a number—
possibly a dozen transactions of some significance—which can repeat themselves
in future.

If this committee were disposed to give directions in its report, then we
as civil servants would have something we would respect in the future, and
that would increase your public control.

Mr. WincH: I take it also from what you just said, that in view of the
peculiar situation this past year, there may have been established what, in
your estimation, would be a dangerous precedent, that this committee should
take cognizance of it and that perhaps, on the most serious matters drawn
to our attention, the committee should call before it the officers of the depart-
ment and others responsible, to have the matter thoroughly ‘discussed, so that
the committee could make recommendations on it.

Mr. SELLAR: I would like to have your understanding of the expression
“dangerous precedent”.

Mr. WincH: Well, let us say, unusual precedent.
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Mr. SELLAR: No; everything that is in there has happened before. But it
so happens that this year it happened twice: once under one government, and
once under another government. Therefore you have a non-political matter
before you.

The CoarRMmAN: I take it you are referring to special warrants?

Mr. SELLAR: No; I am referring to various things. There is nothing which
I would say was a dangerous precedent or an abuse of power; but there are
things you could tidy up and which would strengthen the position of the
House of Commons.

Mr. WincH: And the public control of moneys.

Mr. SELLAR: Yes.

Mr. RoBicHAUD: In paragraph three you mentioned that where practicable
any irregularities observed were brought forthwith to the notice of the
treasury or the department concerned. In paragraph three were there any
cases which' could not be brought to the notice of treasury?

The CHAIRMAN: Are there any more questions on paragraph two? If not,
let us proceed to consider paragraph three.

3. Examinations disclosed that the accounts had, in general, been
faithfully and properly kept. It is long-established practice to review
departmental accounts continuously throughout the year; therefore, any
irregularities observed were, where practicable, brought forthwith to
the notice of the Treasury or the department concerned. Whenever
appropriate action was taken in the year under review, no audit refer-
ence is now made. An unusual feature was that the Public Service
was financed during the year, first by means of interim Supply Acts,
and then by special warrants issued by the Governor General on the
advice of the Governor in Council, with some 1957-58 charges ultimately
receiving sanction by law by the Special Appropriation Act, 1958, which
received assent on 6th September 1958.

Mr. SELLAR: It could happen in a variety of ways. I shall give you one
simple illustration. After the fiscal year ended we were auditing payments
which had already been made, and a department then could not do anything
about it. It is not practical to do anything then. We can only put it in our report.

Mr. DRYSDALE: Would you please expand a little on your words when you
said “Examinations disclosed that the accounts had, in general, been faithfully
and properly kept”’? I think under section 67 of the act we should examine, and
we usually do examine, only matters which are deemed necessary, and accounts
related to the consolidated revenue fund. So your words “in general”’ seem
rather broad.

Mr. SELLAR: I put in the expression “in general” because ours is a test
audit. We do not examine all accounts throughout the country. For all I know
there may be some rotten accounts some place. Therefore I did not want to
give 100 per cent clearance. I wanted to say that in general they were in good
shape; but I could not say “all”, because I do not know.

Mr. DRYSDALE: Do you feel that these words fulfil your task? /

Mr. SELLAR: I agree that I could have worded things better; but I do
not want you to think that there are bad accounts any place, because to the
best of my knowledge there are not.

Mr. DRYSDALE: Those words might give a certain impression to the
public.

Mr. SELLAR: I am sorry, I shall note that for the future. There was no
particular significance in putting in the expression ‘“in general”, except that
I was qualifying to the extent that we covered by audit.

20823-1—2 |
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Mr. DrRYSDALE: I think it would be more positive to report on the cases
that you particularly discovered than, perhaps, to say that these were all
that were discovered—rather than to leave the general impression that there
may have been cases throughout the system.

Mr. SELLAR: That is correct.

Mr. RoBICHAUD: You mentioned earlier that you had a branch office in
Montreal. What other offices do you have throughout the country?

Mr. SELLAR: Strictly speaking, the Montreal office is the only one. We
have a number of crown corporations with headquarters in Montreal. That
is why we have a branch office there. It is to save money and staff time.

We have a man in Toronto, working in connection with certain accounts.
We have two men in Vancouver, working on certain accounts. We have
one man in Winnipeg; and at the moment we have a man in Halifax. But
it would be safe to say we have only one office with a number of people.

Mr. CHOWN: You do not do too much in the way of special auditing. These
local audits are, presumably, fairly true. But in your system does it happen
that you do quite a bit of inside checking and auditing in, let us say, smaller
locations, which are completely unheralded or unexpected, in the same manner
that bank inspectors will walk in unannounced?

Mr. SELLAR: Particularly in revenue, yes. As to expenditures, the comp-
troller of the treasury records in Ottawa provide us with most of our material.
For example, we. would go to an experimental farm, or to an unemployment
insurance office, or to a post office, a customs office, or an income tax
office. Our men may go from Ottawa or from field addresses.

One reason we have men in British Columbia and one in Winnipeg is
the time factor and the expense of moving men. That is why they are there.
We try to avoid relying on reports sent in to the audit office; we try to
examine all accounts in the offices of the department in question.

Mr. McM1LLAN: Do you do any checking of equipment at all?

Mr. SELLAR: Yes, we do some, but we do not do as much as I would like
to have done. We are hoping to expand that procedure.

Mr. HALES: Is there any physical inventory taken of equipment once a
year? For example, would the post office in my riding take an inventory of
their equipment each year?

Mr. SELLAR: I would have to confirm that before I said yes or no. Where
there is a revolving fund account set up under the public stores section of the
Financial Administration Act, there is. But whether there is in the case of
equipment to which you refer, I am less certain, because in the post offices
most of the equipment will belong to the Department of Public Works but
some will belong to post office. I would have to check with the two depart-
ments before I could say whether they conduct such an inventory. ‘

Mr. HaLes: Would you agree that it would be a good principle if an
inventory were taken each year?

Mr. SELLAR: Do you mean an inventory in respect to public property?

Mr. HALES: Yes. ;

Mr. SELLAR: No, I would not go along with you there, because you have
material in the field the value of which would not warrant the taking of sqch
an inventory. I suppose you have in mind an inventory of material which
might be stolen or taken home and so on and so forth. But I am not so sure
that, where you have something that nobody else would want, you should
go to isolated places at great expense. Let me check your post office matter
first, sir.

L
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Mr. Hanes: I think it would be just as proper for the government to
do it as it would be for private business. In private business they usually
take a yearly inventory.

Mr. SELLAR: Yes, but it is important to the businessman to know the
value of his inventory for his balance sheet purposes. On the other hand we
do not carry public property into our statement of assets and liabilities. There
is that difference.

Mr. HaLEs: Is it not more important that we should know what we have
than that a business, should know, because it is everybody’s property and
nobody’s property. Therefore I think a yearly inventory would be of value.

Mr. SELLAR: Let me check, because I cannot tell you the answer. I do not
know my facts.

Mr. DryspALE: Following up a check on the inventory, as a matter of
fact I am interested to know the practice and how your auditors do it. Do
they go into a particular department and make a sudden spot check on some
inventory?

Mr. SELLAR: Yes sir.

Mr. DryYSDALE: A physical count?

Mr. SELLAR: Yes, sir. .

Mr. DrYSDALE: Is there any advance notification?

Mr. SELLAR: We try to take them by surprise, but you know. the grapevine.

Mr. DrySDALE: Yes. You may not be able to take them by surprise as
far as the spot audit is concerned, but on an established inventory do they
know what particular items you will check? :

Mr. SELLAR: No. We have had occasions on which there was great trouble
over the fact that we would suddenly go in and find their accounts were not
as tidy as they should be, and the bins did not have what they should have
in them.

Mr. DryspALE: Do you visit each department at the same time every
year or do you vary the visits?

Mr. SELLAR: We vary them. We attempt to take the departments in their
slack periods. Take, for instance, the Department of Mines and Technical
Surveys, or the Department of Northern Affairs. When they are getting ready
to send parties up north they do not want us around when they are ac-
cumulating supplies for each party. We endeavour to go in at a different
time and also when the stock is on the low side. We do attempt to preserve
the element of surprise and I think we reasonably succeed.

Mr. DryspALE: And your auditor does the actual count of the items?

Mr. SELLAR: Very limited. We follow the rule established by the British
public accounts committee a great many years ago, that the duty is on the
department to take stock, and that our obligation is to establish that stock
is properly taken, and so a few tests will suffice to discharge our obligation.

Mr. DryspaLE: 1 realize that. I am trying to pin down the actual spot
item which is checked. Would you.say there are 100 items of X? Would one of
your auditors do that?

Mr. SELLAR: If there were 100 bins we would make a selection of bins
and check them right through, but we would not do all.

Mr. DrYSDALE: The auditor would take one bin and count the number
of items in that bin?

Mr. SELLAR: He would take one he was suspicious about of course.

Mr. McGeE: Coming back to the matter concerning the Boer war, is there
any way in which we might find out what war we are carrying inventory from
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at the present moment? You mentioned that at the latter stages of the second
world war we had equipment from the Boer war.

Mr. SELLAR: Yes, sir.

Mr. McGee: How would we go about finding out if there are any similar
types of stock, such as the horse collars, still kicking around somewhere.

Mr. SELLAR: Your quickest way of obtaining that information would be to
call the Deputy Minister of National Defence. I do not have the information.
The treasury would not have the information. The Deputy Minister of National
Defence would have it through his audit section. He has a special internal
audit section.

Mr. McGee: I am trying to sort out the method of approach to these things.
I inferred from your comments that it is probably a function of this committee
to inquire into.such matters, and your suggestion implies that this is something
which should be brought up in the estimates of the Department of National
Defence.

Mr. SELLAR: Of course the case you use, Mr. McGee, is a little troublesome
from the viewpoint of the House of Commons because the establishments of
the service forces are a little different from anywhere else; in the public service,
they are subject to the commander-in-chief, who is the sovereign, represented
in Canada by the governor general. There are some prerogative powers still
in force in respect of the army, navy and air force which do not exist with
respect to the civil authorities. , :

The quantity of stores, ammunition and equipment, and so on, which the
service forces keep on hand is a military matter. To determine to what extent
stocks may be obsolescent might be a little difficult to do, because if the army
people, for example, say they feel that this is necessary based on their ex-
perience and that potentially it may be required, then your hands are tied.
It is pretty hard to get behind that. I would say if you wanted to go into
that the Deputy Minister- of National Defence is the man to call first, and move
on from that.

Mr. WincH: In view of what you have said, in principle the audit, or the
records which have to do with the subject matters now mentioned, through
you, are in the possession of this committee. Are they not? We could call anyone
whom we wanted on our audit in order to get any specific information?

Mr. SELLAR: I regard all stores as public property. I am obligated to report
/ to you whether or not the records in respect of public property are being
reasonably and properly kept. I have done so. Therefore, I would say that
anything and everything is before this committee. But again that is a matter
of opinion.

Mr. DryspALE: If we do not know what equipment is obsolete, I think
Mr. McGee’s point is that perhaps in respect of national defence there is
possibly obsolete equipment being carried; but I think what we would be inter-
ested in finding out is, although in the opinion of the army certain equipment
may be obsolete, is there any way you would draw to our attention in your
report that it was obsolete?

Mr. SELLAR: No, I would not try to. I am not a qualified person to have
an opinion on that subject. All I can do is point out things listed in the accounts.
Take the case of the service forces. Something which may have been purchased
three years ago may be, from a technical standpoint, obsolete today. It might
be aircraft; it might be a gun or anything. On the other hand, something which
may have been in stock since 1940 may be just as useful now as it was then.
That is why I say you have to depend on technical opinion within the depart-
ment. Your better way to check is not to call the service people first, but the
civil people.
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Mr. WincH: I believe Mr: Sellar has brought up an interesting point,
that if this committee could find the time it might be able to do a good public
service in its own discretion to choose one department and then ask the re-
sponsible officer to come and explain how he takes his inventory, and show us
what his inventory is.

Mr. DryspaLE: I would like to follow up the point I was attempting to
make in connection with obsolete equipment. If something has been stored
for fifteen or twenty years and not used, is there any way that is drawn to
our attention, so that we make an inquiry? I am not particularly interested
as to whether the equipment is obsolete in the sense there may be justification
as to its obsolescence; but if we are not in a position to know there is this
equipment being stored, we are not in a position to ask questions about it.
I am wondering how items like that could be brought to our attention? I
feel some of the departments might be guided in getting rid of some of the
junk which is stored and the publicity we would give to it I am sure would
provide the opportunity.

Mr. SELLAR: The length of storage does not mean anything. If blankets
are properly mothproofed you could store them for many, many years and
you would know that if you had use for them at any time you would have
blankets. It is difficult for me to answer your question. I know there is a
feeling throughout the public service, as one of the members has already men-
tioned this morning, that we have stored stuff which has served its need, and
we should get rid of it. But a civil servant is a timid animal; he never wants
to go out and do something which might leave him open to criticism, if he has
to turn around the next day and buy something of the same sort. '

I think the suggestion, as Mr. Winch says, is a very important one, and I
brought it up because I am dissatisfied with my own coverage. I think if
the committee concerned itself with some department it could be useful.

Mr. WincH: You are not satisfied with your own coverage because you do
not have sufficient staff to do it?

Mr. SELLAR: I do not have sufficient staff; but the fault is my own, not
that of the civil service commission. I have not recruited people.

Mr. WRATTEN: Has it ever happened that any stores have been sold and
bought back by the government for about eight times the amount for which
they were sold? .

Mr. SELLAR: I hope it has not. I know it did happen in England at the
outbreak of World War II. They bought some bully beef that the government
had purchased for the South African war. My opposite number told me
about it. ;

Mr. WrATTEN: Did it ever happen here in Canada?

Mr. SELLAR: I cannot recall a case, and I hope not; but I will not say
positively. _

The CHAIRMAN: I have a note here which says: I understand nothing is
destroyed—that is to say documents—unless it is approved by someone in the
Privy Council or the Secretary of State. Do you know if that is so?

Mr. SELLAR: In connection with cheques and documents like that I am
consulted. It is a treasury board matter. I am required to certify that in my
opinion the documents are no longer needed for the purposes of the House of
Commons audit.

As to the destruction of documents generally, I think the archives is
also consulted. Again I would have to have that confirmed.

The CHAIRMAN: Would you know, Mr. Pickersgill?
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Mr. PickeRSGILL: That is correct. That was a committee set up by the
cabinet some time ago and there has to be approval by this committee on
which the archives and each department is represented. There is a most care-
ful check made to make sure that nothing is destroyed which is of historical
value or which in all human probability will ever be needed for governmental
or parliamentary purposes.

There was a mass of correspondence, and it was becoming apparent that
we would have to build buildings for storage out of all proportion to any
conceivable value, and much of it had to be destroyed. In fact, my own private
opinion is it is not being done fast enough.

An hon. MEMBER: Would you explain yourself.

Mr. PickeERsSGILL: I would be very happy to explain because I can see
it could be easily misunderstood. I do not think, myself, that to build ex-
pensive real estate to store useless documents is a fair way to use the tax-
payers’ money.

The CHAIRMAN: Referring to paragraph 3, you use the words, “an un-
usual feature” and then you go on. Would you care to explain that sentence?

Mr. SELLAR: As we know, at the opening of the year, the session was quickly
wound up for the holding of a general election. One half of the supply needed
for the year was granted by interim supply. Subsequently, in October, December
and January, further grants of interim supply were issued. Then the balance
of the year was financed by special warrants under authority of section 28 of
the Financial Administration Act.

The use of special warrants is a little unusual in our practice. At one time,
governments used the governor general’s warrants very frequently, but start-
ing with Mr. King each Prime Minister since has been loath to use governor
general’s warrants except in great emergency. Governor general’s warrants
were used in 1926 during the period of the general election. They were used
again in 1940 on account of a general election, and again in the general elec-
tion in the period of the accounts to which you are referring. I used the word,

“unusual”, because in the present century three times only on account of a
general elect1on have they been used.

Mr. CHAIRMAN: Before we get away from this subJect of 1nventory, 1
recall several years ago there was a case where the government sold, I believe
it was instruments for aircraft at a certain price, then found they needed them
again, and bought them back for a tremendous amount of money—more than
they received for them. This happened several years ago. Is that not a case
in hand where inventory was disposed of and repurchased by the government
for several times what it was sold for?

Mr. SELLAR: I cannot be precise in answering that, sir. Mr. Winch can
correct me if I am wrong when I say that I think Mr. Coldwell brought up
such matters inr the House of Commons about the time of the Korean incident,
and there were some questions and answers on the order paper. It runs in
my mind that the subject was aired in the House of Commons and Mr. Cold-
- well was the person who brought it up. However, I cannot give you the
answer. I can check, if you like, and try to obtain that information for you.

Mr. CHARLTON: Do you not think we should try to keep away from having.
that sort of thing happen again?

Mr. SELLaR: That is what make departments afraid to declare surpluses
and to sell; the material may be wanted again.

Mr. MorToN: In respect to that, when these goods are transferred to the
war surplus corporation, do you cheéck or have you any method of checking
when they were purchased, what was paid for them before they were trans-
ferred in, and any check on what they are sold for afterwards?
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Mr. SELLAR: My recollection is -that the departments concerned are re-
quired to place a value on them, for the guidance of the surplus crown assets
people in disposing of them; but I do not think they are required to give the
absolute figure.

Mr. MorTON: Not what they paid for it, for instance.

Mr. SELLAR: No. Take, for example, service forces materiel. It may have
been bought under a variety of contracts and they do not know under which
contract or which year that material was actually purchased. They know they
have so many units purchased but they may not be definite as to the value or
actual price paid for those. But I am guessing, sir; I am not positive and I
would like an opportunity to verify my statement.

Mr. MorroN: What I was getting at is the possible abuse of equipment
being purchased at a certain price and transferred to war surplus for a much
lesser price. It is sold, and then the war surplus outlets across the country
are able to make large profits. I am not saying this is done, but what protection
have we against such a practice?

Mr. SELLAR: The Crown Assets Disposal Corporation is supposed to get
the best possible price; it is not supposed to go by what the departments say
the material costs them. They are supposed to take the material as is, look at it,
and try to get the best price it can by calling for bids and so on; and if the bids
are not satisfactory, reject them and try again. I cannot tell you what the
formula is today in declaring surpluses; I will have to find that out.

Mr. HALES: Could Mr. Sellar advise us whether there is one of these
government buildings in Ottawa where government stores are kept, either
army or navy. Is there a depot here?

Mr. SELLAR: Yes, there is a big one just off Somerset street.

Mr. HaLes: Well, following that further, would it not be of interest to this
committee to pay a visit to that army stores headquarters depot to see how
these things are handled, right from the grass roots up, as it were. In this way
we could see for ourselves how government stores are handled. I throw that
out as a suggestion.

The CHAIRMAN: Shall we refer that to the steering committee?

Mr. WRATTEN: They have had lots of Warmng now; they will be in good
shape when you go down.

Mr. HALES: Maybe we should go this afternoon.

Mr. BRoomE: Mr, Chairman, I would like to open up a little different area.
One of the Auditor General’s functions is to audit. accounts, but it also says
“other matters.” I am wondering, in the auditing of accounts by the Auditor
general’s department, relative to the expenditure of public funds, whether a
check is made in regard to old methods used in the various departments. I am
referring to the use of machinery in office work which may reduce the staff or
make for more efficient procedures, thereby reducing costs. Have any com-
parisons in regard to work loads been made with similar operations in different
parts of the country? Is this beyond your scope, or does it enter into your
field?

Mr. SELLAR: Mr. Chairman, we do not undertake what you might call
“office management” work. The Civil Service Commission has a section for
that and the comptroller of the treasury is always interested in implementing
accounting procedures that are as good and up-to-date as possible. The audit
office comes in only with respect to internal control. If we think it is lax, we
“go to town,” complain, and ask that it be tightened up. That may involve a
change in the system of keeping accounts, and so on. In the broad field, we
do nothing; in a specific case we may.
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Mr. WRATTEN: Is it possible for this committee to delegate authority to
two or three members of the committee—without anybody else knowing about
it—to make inspections of some of these depots around the country? Could
this be done with regard to some of the big military stores, just to see how they
are carried on?

Mr. BrRooME: Mr. Winch, in regard to Vancouver depot?

Mr. WRATTEN: One hears many rumours about what is going on in some of
these military camps; one hears of equipment that is being taken away, and
that sort of thing. Have we the power to delegate two or three members to go
to some of these depots in order to see how they are being run? Could we
do that unbeknown to anybody, so that we could catch them on an ordinary day?

The CHAIRMAN: In reply to that I would say that we got into the so-
called “Bastille” last year, and therefore these depots should be comparatively
easy to visit. But there are the ordinary courtesy procedures to be carried out.
It seems to me that we should speak to the minister first and then the deputy
minister.

Mr. WRATTEN: That was my reason for asking whether we could do that
without telling anybody. The minute you tell the deputy minister, you might
as well stay home. 2

The CHAIRMAN: How would you reply to that, Mr. Sellar?

Mr. SELLAR: Mr. Chairman, your question is of course referring to a
matter of policy, which is outside my field. However, the first department to
organize its stores system on sound grounds was the Department of Transport.
It did that in 1937. Therefore, if you are wanting to look at a long-established,
well-run system, you could look at the Transport system.

In the service forces you have a relatively large storehouse here in
Ottawa. You have a much Ilarger one in Montreal. Also, you have
various ones at Cobourg, Barrie and other places, which are not
great distances from Ottawa. You have the Public Works depots in’ the
Ottawa area, and you have those of the Department of Agriculture, Post Office
and so on. There are others elsewhere.

You might want to go further afield, or you might want to look at some
in Ottawa. I am sure every department would welcome you. They might be
a little fearful, but the staff concerned are conscientiously trying to do a good
job. If you wanted to do that, you could do it. But you would be getting
into a technical field and it would take a great amount of work if you wanted
to do it thoroughly.

Mr. WRATTEN: We hear so many of these rumours around, and it was for
that reason I was wondering whether members of parliament could go un-
announced to some of these camps.

There is one camp near my home town. I have had people come to me
and tell me that at one time in that camp they mixed up four or five big
drums of paint which did not suit the commanding officer; then they dug a
big hole and dumped it in there.

I believe in cases like that we should have the authority to go and look
at some of these places when no one knows we are coming. In that way we
could catch them on an ordinary day.

Mr. WaLKER: No advance notice.
Mr. CRESTOHL: Under our terms of reference, have we authority to incur
expenses?

The CHAIRMAN: No. We would have to go back and get authorit}". Why
do you not leave that to the steering committee, and we will re-examine the
matter and report at the next meeting?
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Mr. DryspALE: I think it should be put in, because I would like in a
sense to dissociate myself from the remarks made by Mr. Wratten. As a mat-
ter of courtesy I think we should let the deputy minister know that we want
to look at his department. But, following Mr. Wratten’s remarks, I would
prefer to be able to go into the particular outfit at an unexpected time so
that the normal routine on occasions of these visits is not carried out. For
example, when we went on some of these military inspections everything was
all “spit and polish” and, as Mr. Wratten says, I would like to have things
done naturally. The object of doing that would not be to catch anyone, but
just to see how they function under normal circumstances.

Mr. WRATTEN: What is the difference between your suggestion and mine?
You want to go in and see how they are doing things under normal cir-
cumstances, and that is what I want. I am not trying to catch anybody.

Mr. DrRYSDALE: The inference behind your remarks was that my notifying
the deputy minister there would be the implication that something was
going on with regard to his department. That information would circulate
down to the bottom and therefore any difficulties would be fixed up before
we got there.

I do not think that is the situation and I do not think that that inference
should be left public. It is a reflection on the deputy ministers concerned.

Mr. FRASER: Everything is perfect now!

Mr. DrRYSDALE: Not really; but I do not think they should be slandered
unless there is some specific reason.

Mr. VILLENEUVE: Mr. Wratten meant that they should not have advance
notice.

Mr. WRATTEN: I am not slandering anybody; I am simply saying that I
want to do that without anybody knowing.

The CHAIRMAN: Perhaps we could leave it to the steering committee. We
could have our internal fight upstairs.

Mr. RoBicHAUD:I would like to bring this matter to the attention of the
department. A few years ago a group of parliamentarians visited the military
depots in Montreal, one in connection with the army and one in connection
with the navy. They went there at the busiest time of the year, because they
were getting things ready for summer training. I noted at the time that
members were impressed by the system used in . storing equipment and
keeping records of the goods that they had on hand.

Mr. BENIDICKSON: Each of us in his individual capacity could surely make
an independent visit to any of these establishments; and if there was something
for which he wanted to take the responsibility of bringing before this com-
mittee, something which he thought was not in the public interest, I think he
should bring it to the attention of the committee. But I do not think any of
us should just simply pass on a rumour or hearsay with respect to any ex-
penditure. ¢

I am not criticizing security at all, but I think we should be prepared, if we
have something on our minds such as dumped paint, to be able to ask that this
be investigated, and to have somebody from the depot, wherever it is, come
here and tell the committee what happened.

We cannot just say that we heard of such and such a matter, and then not
pursue it. I would be happy to have any of these things we have heard of
pursued. Let us go to the unit concerned and find out what the situation is,
and let us pursue it by having the officials come here to tell us what happened.

Mr. McGEE: Is this not the proper function of your staff so that, armed
with some information of this nature, it should be brought to your attention or
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to the attention of your staff? As you suggested yourself, possibly in certain
cases—even in many cases—they would be better equipped to uncover such a
situation than perhaps the individual member of parliament might be, having
regard to the fact that when these things come up, our job as members of
parliament is to be here, while there is no restraint placed on the members
of your staff.

Mr. BENIDICKSON: I think, as an alternative, that that idea has merit. The
Auditor General usually starts off his statement by saying that his staff conducts
a spot audit in the year under review. But there might be individual cases
we would like to see investigated, and if they are technical matters, there are
people on the staff of the Auditor General who are capable of coping with
something that is technical. I think that is a good idea. If we have any good
ideas, I think we should draw them to the attention of the Auditor General
and get a report on them.

Mr. McGEE: Let me return to the words used earlier when Mr. Sellar
mentioned the fact that civil servants fear this committee. I wonder if that
is not a reflection that might be too strongly worded? I feel there is a suggestion
involved in this case which I would not like to see carried out. I wonder if
perhaps it could not be better described as the effect of our great watchdog
committee, and if that might be a little less strong than this implication?

Mr. SELLAR: That is a matter of opinion, but as a matter of fact I think
you are under-rating your significance to the civil service. A civil servant
dreads any adverse publicity or anything that might be regarded as adverse
‘publicity, whether in fact it is or not.

The great strength of this committee is the publicity you can give to matters.
You cannot disallow an expenditure. The House of Commons could, but your
legal position is that you simply recommend an action. You know that rarely
will the House of Commons do anything. It will say to the Minister of Finance:
“straighten this out”.

The fact that you have reported it really makes nothing necessary there-
after. You have accomplished your end, you have put the fear of God right
across the board, for the civil service.

Mr. WincH: If you feel that way, do you think that that is the position
of this committee? Could you tell us in the few minutes remaining—this
would come, I imagine, under paragraph four—if you have found that those
concerned are putting into effect or taking note of recommendations that were
made by this committee last year?

Mr. SELLAR: Well, there were two recommendations made last year: one
dealt with the style of the estimates; the other dealt with the form of the public
accounts. In both cases you asked the Minister of Finance to consider making
a report to this session of the public accounts committee. :

While it is none of my business, I did inquire yesterday whether they had
reports ready. I was told that they were still working on them, so I know
they certainly did not ignore your report.

I cannot recall the other matters where there would be action. I think this
committee is under-rating its own significance to the public service.

The CHAIRMAN: Would you say that the Department of Finance was giving
seriqus consideration to the suggestions made by this committee last year?

Mr. SELLAR: I have not spoken to the minister or the deputy minister, but

I know _the Department of Finance well enough, having been in it, to know it
will not think itself free to ignore any direction from the Public Accounts
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committee, and that it is in their interests in every instance to implement and
support the Public Accounts committee.

The CHATRMAN: The next meeting of the committee will be on Wednesday
morning, March 18, at 9:30, and I hope it will be in the room we were in last
year.
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MINUTES OF PROCEEDINGS

WEeDNESDAY, March 18, 1959.
(3)

The Standing Committee on Public Accounts met this day at 9.30 o’clock
a.m. Mr. Macnaughton, the Chairman, presided.

Members present: Messrs. Bell (Carleton), Benidickson, Bruchési, Campbell
(Lambton-Kent), Campeau, Charlton, Chown, Drysdale, Fraser, Grenier, Hales,
Hellyer, Lambert, Macnaughton, McGregor, McMillan, Morissette, Morton,
Robichaud, Smith (Simcoe North), Smith (Winnipeg North), Spencer, Stefan-
son, Villeneuve, Walker, Winch, and Wratten.—(27)

In attendance: Mr. Watson Sellar, Auditor General for Canada.

The Committee continued its consideration of the Report of the Auditor
General for Canada.

Mr. Watson Sellar was called and examined on paragraphs 4 to 15 (both
inclusive).

The witness supplied answers to questions of Messrs. Charlton and Hales
respecting replacement of cameras and inventories.

On paragraph 9, the witness quoted from the Report of the Bank of Canada
(1956).

At 10.55 a.m. Mr. Sellar’s examination still continuing, on motion of Mr.
Hellyer, seconded by Mr. Drysdale, the Committee adjourned until Wednesday,
April 8, next.

Antonio Plouffe,
Assistant Chief Clerk of Committees.
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EVIDENCE

WEDNESDAY, March 18, 1959
9.30 a.m.

The CHAIRMAN: Gentlemen, we have a quorum. Due to the sad passing
of the Secretary of State for External Affairs Hon. Sidney Smith, there was
some discussion as to whether this meeting should be held this morning, but
after consultation, we decided to proceed.

Questions were asked last meeting by Mr. Charlton and Mr. Hales. Mr.
Sellar, who is our ‘witness again this morning, is prepared to answer them.

Mr. WaTsoN SELLAR (Auditor General of Canada): Yes, Mr. Chairman.
Mr. Charlton’s question was, “What is the practice in the departments with
respect to replacing cameras?” 1 promised to make a check with some of the
departments.

I checked with the Department of Mines and Technical surveys and the
Department of National Defence. I told both those departments that I was
interested in a camera with a good lens, relatively fast, the pictures from
which could be used for reproduction, and so on. I trust that is the type of
camera in which Mr. Charlton is interested. Both departments told me that
their practice is to assume that they will get new ones at the end of 10 years,
not because the camera is necessarily worn out, but because in that time new
models improve the instrument to such a degree that they think it is desirable
o consider a replacement at the end of that period. That is for a camera that
is carried outside and is used outside. One that is only used inside will be
kept much longer.

I then checked with the National Film Board, because they are the big
user. Their practice is to replace a camera of the type of which I am speaking
at the end of five years. The still-picture studio camera used by the Film
Board is expected by them to have a life of 15 years. The big movie studio
camera in the $20,000 price range is regarded as having a life of 15 years. A
movie camera of the tripod type that is used outside is generally replaced at
the end of 10 years, while the small movie type camera that is carried by hand
is, as a rule, replaced at the end of five years.

If that is not the information desired, I would appreciate being told so
that I can get more particulars.

Mr. CHARLTON: That is all right.

Mr. SELLAR: Mr. Hales asked what the practice was with respect to taking
inventories in a post office in his constituency. Two departments are involved,
Post Office and Public Works. For the purpose of getting a rep!y .to his question
I took the Guelph post office that is located in the public building. :

An inventory is taken annually of all materials, equipment, supplies, ete.
that are held in stock, subject to issue. That inventory is taken by value and
by quantity. With respect to all articles in use owngd by. the pqst office, an
annual inventory is taken by count, not by value. Likewise, an inventory is
taken annually by count of all the post office boxes, and so on, that are scattered
around the city.

So far as the furnishings owned by Public Works are concerned, the
practice of the department is to take an inventory every-second year. The
last one was taken as of March 31, 1958. The result of that stocktaking is
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sent to Public Works. They also take an inventory of the machines in use,
typewriters, adding machines, and so on and so forth. A report on these is
made to treasury board and also to the Queen’s printer. The records of all
inventories may be found in the post office district office in London.

I was also told that that practice is applicable to all other post offices in
the district. In fact, that is the practice across Canada. Those are the answers
to the two questions.

. Mr. CHARLTON: Mr. Chairman, may I ask Mr. Sellar how these cameras
are disposed of at the end of the period of their normal life? How are they
disposed of, and who disposes of them?

Mr. SELLAR: That question crossed my mind as I was coming down this
morning. I will have to get the answer for you. I do not know. I should
have got the information, but I did not.

Mr. McGReGOR: I would suggest, Mr. Chairman, that we should know
how many of those cameras were disposed of, we will say in the last five
years, and how much they received for them.

Mr. SELLAR: I do not know whether there are trade-ins, whether they
are sold or who sells them. I will have to find that out for you, sir.

Mr. FrASER: Could you find out whether they are sold to a firm or
individuals?

Mr. SELLAR: Yes, sir.

The CHAIRMAN: Gentlemen, we were discussing at our last meeting
paragraph 4 of the Auditor General’s report.

4. Ready access to all pertinent records, files and accounts was
enjoyed in the audit, and supplementary explanations were promptly
provided. The co-operation extended by Treasury and departmental
officers having facilitated the performance of the audit, appreciation
is now recorded.

Mr. Sellar, do you have anything further to add?

Mr. SELLAR: No, sir. That is just the conventional ‘“thank you”.

The CHAIRMAN: You had no trouble getting all the information you desired
at any time from any department?

Mr. SELLAR: No trouble at all.

The CHAIRMAN: And you had full cooperation from the treasury and other
officials?

Mr. SELLAR: Yes, sir. E

The CHAIRMAN: Paragraph 5, Financial outcome of the year 1957-58.

5. Revenues of the year amounted to $5,048,800,000 and expenditures
to $5,087,400,000, the deficit therefore being $38,600,000. A comparison
with previous years is now given, to the nearest $100,000:

Year Revenues Expenditures Surplus ~  Deficit
1958-55" " iivs s s $ 4,123,500,000 $ 4,275,400,000 $ 151,900,000
110 57 (0 AR R 4,400,000,000 4,433,100,000 33,100,000
LOB6-57" s b e 5,106,500,000 4,849,000,000 $ 257,500,000

206768 - ohysun. 5,048,800,000 5,087,400,000 38,600,000

The CHAIRMAN: You use the word “deficit” there, Mr. Sellar; : You are
speaking of 1957-58, of course. Is there anything in paragraph 5 to which our
attention should be called?
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Mr. SELLAR: No, there is nothing in particular. As we all know, that year
was not as good a year as all of us would have liked.

Mr. McMiLLaN: Mr. Sellar, in connection with the equipment ‘account—is
that the name of the account? There were certain sums taken out of that
last year and the previous year. Where does that show here?

Mr. SELLAR: That is in the balance sheet. So far as this report is concerned,
reference is made to it in the item on National Defence expenditures and also
in the statement of assets and liabilities. Do you wish the paragraph numbers?
I can give them after the meeting, if that will suit the member.

Mr. BELL (Carleton): The liquidation of that account is taking place in
the fiscal year 1958-59, so that would not be covered in the.statement.

Mr. SELLAR: No, but I qualified my certificate again with respect to it.
I have qualified it for years.

The CHAIRMAN: Is there anything else on paragraph 5. gentlemen? We will
now go on to paragraph 6, revenues.

6. Revenues. Income tax continued to be the major source of revenue,
individuals paying approximately $1,500 million and corporations about
$1,235 million, exclusive of collections for the purposes of the Old Age
Security Act (listed in paragraph 26 below). Compared with the
previous year, individuals paid $99 million more income tax in 1957-58,
and corporations $33 million less.

The CHAIRMAN: Paragraphs 6 to 15 inclusive deal with revenues. Mr.
Sellar, could you say something about the source of income tax? In paragraph
6, for example, you say that individuals are paying more than corporations.
Have you any details on that?

Mr. SELLAR: Yes, sir. It is a fact that over the years individuals have paid
more than the corporations in the way of tax. True, five years ago there was
a slight difference the other way. But as a rule individuals pay more.

The curious thing to me is that in each year the amount of tax collected
from individuals by deduction at the source increases, while the amount paid
direct by, you might say, the self-employed remains stationary. For example,
in the last five years deductions at the source have increased by $316 million
a year. It so happens that in 1958, which we are now discussing, the collections
by direct payments were $4 million less than they were five years ago. I do
not know the explanation for that. It is one of those little curiosities showing,
I presume, that general salary increases have come to the white-collared
people and to the workers in factories who are paying taxes, while the self-
employed have had more difficulty with the rising cost of doing business. That
may not be the correct explanation, but it is the only explanation that occurs
to me.

Mr. Chairman, I refer to the corporations really for the purpose of indicating
—although I did not say so—that in 1956-57 we had a peak year in the recent
decade for income for corporations. In that year it was $1,268 million. This
past year it was $1,234 million, which was quite a substantial amount more
than, let us say, two years ago. But it would seem that we hit a peak in 1957
and we dropped down in 1958. I hope we get back to the peak and pass it soon,
but we have not to date.

The CHAIRMAN: Have you anything to add on the question of contributions
of individuals collectively to the old age pensions fund?

Mr. SELLAR: Naturally, that amount is 1ncreas1ng in accordance with the
amount of taxes paid. Five years ago—and that is as far back as I have before
me—individuals contributed roughly $91 million to the old age security fund.
This past year they contributed $135 million. Corporations, on the other hand,
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have remained more or less stationary. Five years ago corporations contributed
$55% million, and this year they contributed $60,700,000. Individuals are putting
up more money, collectively, than are the corporations.

The CHAIRMAN: Are there any questions, gentlemen?

Mr. McMiLLAN: Mr. Chairman, what interest does the government pay
on moneys held by sub-agencies—for instance, money held in the unemployment
insurance fund? What interest is paid on that money?

Mr. SELLAR: The unemployment insurance fund is invested in securities
purchased on the market, and they will fluctuate in accordance with
the market value at the time the purchases are made. When the
government holds money, the rate will vary. For example, if my memory
serves me, on the public service Superannuation Act balances the rate is 4 per
cent. I think the same rate is applicable for the service forces pension fund.
Those funds are not invested. The act of parliament has always directed that
the unemployment insurance moneys shall be invested and if they need the
money they can either sell the securities or pledge them for a loan with the
Minister of Finance or the Bank of Canada.

Mr. McMILLAN: Are these investments generally in government bonds?
Mr. SELLAR: Yes. They must be in government of Canada bonds.

Mr. McMiLLaN: In other words the unemployment insurance fund will
get less interest than the other funds which you quoted; they received 4 per cent.

Mr. SELLAR: You are thinking of most of the bonds having a 3 per cent
rate on them.

Mr. McMILLAN: Yes.

Mr. SELLAR: As you know, that is not the current market rate and,
unfortunately, the unemployment insurance fund is not today in a position to
buy. It is spending more than it is taking in. Technically, you are correct,
sir; but it is a thing which the market and no one else controls.

Mr. McMILLAN: The unemployment insurance fund will not have as much
in it as is shown, in that the bonds have depreciated in value. Is that right?

Mr. SELLAR: They do not present a satisfactory balance sheet. They just
.show securities at cost. I think they have a provision for amortizing the
costs when they buy at a premium.

Mr., CHARLTON: When Mr. Sellar is discussing the unemployment insurance
fund, could he tell us what proportion is paid by the employer, what proportion
of the moneys is paid by the employees themselves and the proportion put
up by the government.

Mr. SELLAR: I am not sure. I will have to refresh my memory. My
recollection is that two-fifths is paid by the employee, two-fifths by the
employer and one-fifth by the government; but I am not sure of my fractions.

Mr. CHARLTON: Have there been cases where the government had to add
to that fund to make up the difference?

Mr. SELLAR: Those are cases in which you have had a special provision
authorized by parliament when the person had exhausted his rights under
the act. Is that the type of case you had in mind?

Mr. CHARLTON: Yes; but I wonder if we could have that information?
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Mr. SELLAR: Yes, sir. I will get it.

7. The principal revenues, compared with the corresponding amounts
in previous years, were:

Source 1954-55 1955-56 1956-57 1957-58
ingsome tax V. e $ 2,265,300,000 $ 2,279,500,000 $ 2,745,200,000 $ 2,798,900,000
Excise taxes ......... 824,200,000 902,200,000 984,200,000 952,600,000
Customs duties .......... 397,200,000 481,200,000 549,100,000 498,100,000
Excise duties ........ 226,500,000 249,400,000 271,400,000 300,100,000
Qther - taxes: ... 60,200,000 83,400,000 98,000,000 73,100,000
Return on investments 134,000,000 149,300,000 206,600,000 169,400,000
Post Office (net) ... 131,300,000 137,400,000 145,800,000 152,900,000
Other non-tax ............ 84,800,000 117,600,000 106,200,000 103,700,000

$ 4,123,500,000 $ 4,400,000,000 $ 5,106,500,000 $ 5,048,800,000

The CHAIRMAN: Could you give us a breakdown of some of these excise
taxes?

Mr. SELLAR: The reference is really to paragraph 8. May I take it at
the same time?

The CHAIRMAN: Certainly.

8. A relatively large number of taxes are grouped in the excise taxes
totals, but sales tax continued to be the most important, producing over
$703 million in the year—about $14 million less than in the previous
year. Departmental opinion is that the repeal of excise taxes on candy,
chewing gum and soft drinks early in 1957 affected revenues of the
year to the extent of $17 million, and that the December 1957 reduction
in the rate of excise tax on automobiles decreased receipts from that
tax by $7 million. The tax on certain categories of insurance premiums
(when paid subsequent to 31st December 1956) was repealed by c. 37,
Statutes 1956. In 1956-57, the last year in which this tax was imposed,
it produced $16,700,000.

Mr. SELLAR: The excise taxes, of course, cover a great mass of things.
The big one is sales tax. Out of the total of $952 million it produced $703 million.
The next largest is the excise tax on cigarettes, cigars and tobacco. It
produced $142 million that year. Of course, you have to bear in mind that
the excise duty on cigars, cigarettes and tobacco produced $131 million.
Therefore you have really a smokers’ share of $273 million in the way of taxes.
Mr. WincH: I contribute too much to that.

Mr. SELLAR: The next largest item is the tax on automobiles, tires and-
tubes. That tax of course was reduced last year. The next in size was the
excise tax on television sets, radios, phonograph and tubes, and so on. You
will recall that back in 1952-1953 it was decided by legislation that the
equivalent of the proceeds of this tax be paid over to the broadcasting corpora-
tion. The receipts from that tax have been diminishing. It hit a high point
of $23 million three years ago, and has dropped to $17 million. As you know,
at the last session of parliament the Broadcasting Act was repealed so that
money now remains with the Receiver General. The broadcasting corporation
is financed in another way.

There are a number of small taxes which do not produce a great deal,
but which do produce a few millions. Of all the taxes that are most consistent,
in view of Mr. Winch’s remark, he might be interested to know that matches
and lighters can invariably be depended upon to produce about $900, 000 a
year. Smokers pay that much every year.

20827-2—2
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Mr. WincH: Pipe smokers.

Mr. SELLAR: As I say, the other taxes are relatively small and are
insignificant in a budget of over $5 billion.

The CHAIRMAN: I would like to ask what was the Fowler commission
formula on rates and money for broadcasting?

Mr. SELLAR: That is something I read last night, thinking I might be asked
a question on it. However, I forgot to put it in my binder. I will have to get
that. )

Mr. DryspALE: When you mentioned the amount involved for cigarettes
and tobacco, in view of the recent cancer scare in respect of tobacco I was
wondering if you have noticed any decrease in the revenues with reference
to tobacco and related items?

Mr. SELLAR: There has been no significant change.

Mr. DrYsSDALE: There has been no correlation in respect of cancer and a
decrease in revenue?

Mr. SELLAR: No. As a matter of fact, the revenue from cigarettes, tobacco
and cigars has gone up. 5

The CHAIRMAN: Mr. Sellar, are not these various other items discussed
in detail in subsequent paragraphs? \

Mr. SELLAR: Yes, sir.

Mr. DryspALE: I notice the excise tax between 1956, 1957 and 1958 has
decreased about $31 million. Could you say what the major decrease was?

Mr. SELLAR: Well, as I say in paragraph 8, the sales tax was down $14
million, the repeal of the tax on candy, chewing gum and soft drinks reduced
it $17 million, the reduction of receipts on automobiles was $7 million, and
the repeal of the tax on insurance premiums was, roughly, $16 million.

9. In making a comparison of receipts under the heading “Return
on Investments”, it is to be borne in mind that: (a) in 1956-57 there
was a windfall to consolidated revenue fund when the Bank of Canada
surrendered $42,593,000, being the amount of inner reserves no longer
required when it adopted amortized cost as the basis for valuing its
holdings of governmnt securities, and (b) in 1956-57 the Canadian
National Railways paid a dividend of more than $26 million, represent-
ing 1956 profits from operations, whereas in the next year the company
had a deficit. A summarized classification of return on investments’
sources, to the nearest $100,000, is:
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Source 1954-55 1955-56 1956-57 1957-58
Bank of Ca-
01375 L SIS $ 41,500,000 $ 38,300,000 $ 89,900,000 $ 68,700,000
Exchange Fund
Account .... 10,900,000 10,800,000 17,400,000 22,900,000

Canadian Na-
tional Rail-

WEYS = w8 v ees 4,100,000 11,900,000 30,800,000 12,500,000
Central Mort-

gage and

Housing Cor-

poration .... 16,200,000 18,500,000 17,500,000 18,200,000

Polymer Cor-
poration Lim-

Theah N et 3,300,000 5,000,000 6,000,000 4,000,000
Eldorado Min-

ing and Re-

fining Lim-

4700 LTINS SRR 2,500,000 3,500,000
Other Crown

corporations 12,300,000 8,800,000 8,900,000 7,600,000

Loans to natio-

nal govern-

ments ...... 34,800,000 33,500,000 10,300,000 10,100,000
Other invest-

ments, depo- i

sits, ete. .... 2,900,000 11,700,000 16,600,000 12,600,000
Miscellaneous . 8,000,000 8,300,000 9,200,000 9,300,000

$ 134,000,000 $ 149,300,000 $ 206,600,000 $ 169,400,000

Mr. BELL (Carleton): I wonder if Mr. Sellar would outline the nature of
the inner reserves of the Bank of Canada referred to here the date on which
the amortized cost was valued for the holdings of government securities, and
also what the previous basis was? He might also give us some idea of the
significance to the Bank of Canada and also the government of Canada of
this change in the basis of valuation.

Mr. SELLAR: May I answer Mr. Bell’s question by reading a paragraph of
the Bank of Canada report, using their own language. This is taken from the
report of the Bank of Canada to the House of Commons for the year 1956. It is
on page 78 of the report. The quotation is:

The previous practice of the bank was to carry government securities
in its pullished statements at values not exceeding market prices. This
was accomplished by setting aside out of profits certan amounts by way
of inner reserves, which were deducted from the value of the securities as
carried in the bank’s basic account records; the resulting lower values
were those published in the bank’s weekly and monthly statements. Be-
cause of the possibility of fluctuations in market prices the inner reserves
were, over the years, built up to large proportions, and consequently the
bank’s securities were carried at published values substantially below
cost. ¥

Mr. BELL (Carleton): What date- was the actual change made in the method
of valuation?
20827-2—2%
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Mr. SELLAR: That change was made at the end of 1956.

Mr. BELL (Carleton): But it is reflected in the fiscal period 1956-1957.

Mr. SELLAR: Yes.

Mr. BeLL (Carleton): That would be a windfall in Mr. Harris’ budget of
$421 million, which would inflate the surplus as of that period by $424 million?

Mr. SELLAR: You will see in paragraph 9 that the Bank of Canada is shown as
paying over $89,900,000.

Mr. BELL (Carleton): Yes. $42 million of this fund is the liquidation of an
account for inner reserves thought by the Bank of Canada no longer to be
required.

Mr. SELLAR: Yes. It was done simultaneously with the chartered banks
receiving like permission by legislation.

The CHAIRMAN: What is our capital investment in the Bank of Canada?

Mr. SELLAR: The Bank of Canada was originally a privately-owned business.
It had five million dollars’ worth of shares. The government purchased all of
those shares at a smal premium. The Bank of Canada statement shows it having
outstanding stock of $5 million, but in our public accounts the investment is
shown as $5,800,000. That is all we have invested. I must say it is a paying
investment.

The CHAIRMAN: What have we collected in the last five years?

Mr. SELLAR: If you look at the first item of paragraph 9, we have $41,500,000
in 1954-1955; $38,300,000 in the following year, $89,900,000 in the next, and $68,-
700,000 in 1958. Last week the governor of the Bank of Canada tabled his
statement for 1958—they work on a calendar year basis. In the statement they
are surrendering $88,631,000 to the government this year.

Mr. BELL (Carleton): It is a profitable investment.
Mr. SELLAR: Yes. I agree with you.
The CHAIRMAN: Would you explain the exchange fund account?

Mr. SELLAR: The exchange fund account originated at the outbreak of the
second world war. It was created under the authority of the War Measures Act
and continued in that form until after the war when, by legislation, the Minister
of Finance took over the entire responsibility for the exchange fund account.

The minister uses the Bank of Canada to administer the fund, but the Bank
of Canada takes instructions from the minister. The balance credit of the fund
is represented by either gold, United States currency or securities. Generally,
very little currency is held. It is in short-term securities and gold.

In recent years, due to the very high rate of interest p‘aid on short-term
securities in the New York market, the exchange fund has made a lot of money.
Its statement has just been tabled. This year there is a reduction. It is approxi-
mately $18,600,000 as compared to $22,900,000 in the previous year. There is a
little over $1,900 million in the account; and by law I am required to audit that
account.

The CHAIRMAN: Mr. Sellar, did you want to say anything in regard to
the Canadian National Railways at this time? I think it is covered in
paragraph 20, which comes later on.

Mr. SELLAR: No, sir. The money from the Canadian National Railways
represents interest paid by the railway on borrowings from the government.

‘The CHAaIRMAN: What about Polymer Corporation?

Mr. SELLAR: As you know, Polymer Corporation has always been a crown
corporation. It was started from scratch and was operated as an ordinary
crown activity until a few years ago when, by an item in the estimates,
the property or the assets of the corporation was transferred over to it in
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exchange for shares. Until that time there had been no shares. It was assumed
that these shares had a value of $30 million. The government took 2 million
shares in exchange for that. In addition, the corporation was required to give
debentures for $8 million with one million to mature each year. The company
has paid off all debentures. Currently it has assets in excess of $60 million
and liabilities of about $8,600,000. It is a very profitable concern. We audit
this account and it declares a dividend each year. In the year in question
it was $4 million.

Mr. CHAIRMAN: The public investment is $30 million.

Mr. SELLAR: It is so rated. Actually the original investment of the
crown was more than that, but after you have taken into calculation deprecia-
tion on assets and so forth at the time it was changed, $30 million was fixed
as the value for share purposes, plus $8 million. The crown really estimated
its worth at $38 million.

Mr. SmrtH (Simcoe North): Have you any record of the actual cost of
the . plan?

Mr. SELLAR: You cannot pin down original costs on anything, because the
structure was continually being enlarged as we went along. For example,
at the outset steam boilers had to be taken where you could find them. These
were not economical; so when they could obtain boilers after the war, they
scrapped the powerhouse and erected a new one which was more efficient.
They kept enlarging and put in various other things. I do not have the state-
ment with me, but I think something like $70 million has gone in, either by
ploughing back profits or government money, recovering some by way of
dividends and so forth. If you were to try to sell Polymer today, I have no
idea what the market price would be.

The CHAIRMAN: Why was the company started in the first place?

Mr. SELLAR: No one was prepared to take the risk. It was necessary
because the Japanese were cutting off supplies of raw rubber and we had
to get synthetic rubber somewhere, or build; it was established at Sarnia
because operations are tied in with the petroleum industry.

The CHAIRMAN: Would you give us the background of Eldorado Mining and
Refining Limited?

Mr. SELLAR: Eldorado Mining and Refining Limited was originally an
Ontario incorporation. Shares were sold in the usual way; the' government
had no interest in it. The government’s interest started as a result of a
request. At this point I am guessing, but I think you could pin it on Mr.
Churchill, as the person who indicated to the government of Canada that it
was highly desirable to get control of Eldorado. At that time the atom bomb
and the like were very hush, hush; but they placed such great emphasis on
it that Mr. Howe arranged with Mr. Gilbert Labine, president of the company,
to buy up by direct negotiation. all the shares that he could obtain on the
market. If my memory serves me, the market price of the shares at the time of
that decision was around 60 cents; he was authorized to offer $1.25. Mr.
Labine sold all of his own shares at that price and obtained a large number
of other shares. He did not get all; but once we got control it was decided
to clean up everything by expropriating all outstanding shares, and for that
purpose the price was increased to $1.35, with the understanding that all
who had already sold shares at $1.25 would get the extra 10 cents. It was
also provided that any shareholder who objected had the right to go to
the Exchequer Court and have the price fixed.

There was some agitation at the time among some of the shareholders that.
the price was not fair; but none of them went to the Exchequer Court.
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The result was that for a little over $5 million the ecrown acquired Eldorado.
It was then converted under a Canadian Companies Act charter. The govern-
ment put in a great deal more money during the war because pitchblende
became increasingly important; and they had to open new reserves. They
opened a new plant at Great Bear lake. Moreover, they had a bad fire there.

If I am not taking up too much of your time, I would like to refer you
to an incident that happened then which could happen again. I honestly
believe it is something to which this committee should give ocnsideration.
In the Companies Act all companies have the ancillary power of borrowing
on their own credit. As far as I know, there is nothing prohibiting a crown
company incorporated under the Companies Act from borrowing on its own
credit. In this case, after this big fire, Eldorado borrowed quite substantially
from the bank to finance the reconstruction of its property; it has paid off all of
those loans. Although it borrowed with the knowledge of the government, I do
have a little reservation in my mind as to the propriety of a crown company
incorporated under the Companies Act having the power to borrow in its own
name. The government can only borrow with the consent of parliament and
I am inclined to think a crown company should be in the same position.

The CHAIRMAN: Your point is if they want money, they should come
back to parliament; is that correct?

Mr. SELLAR: Parliament should say it should borrow that way, if it wants
to. There should be some direction and it should be subject to parliamentary
control. As it is now, the Companies Act controls it.

Mr. BELL (Carleton): I think, Mr. Chairman, Mr. Sellar should be heard
further on this subject before this committee winds up its work.

Mr. SELLAR: Eldorado originally had and still has 70,500 shares, the cost
to the government. I was wrong a few minutes ago when I said 5,300,000;
I see it is 6,586,000; and if you will allow me, I would like to make that correc-
tion for the record.

The CHAIRMAN: Permission granted.

Mr. SELLAR: Currently Eldorado’s assets amount to a little over $53 million
and its current liabilities are roughly $6,600,000. As you will notice in paragraph
12 the company paid a dividend of $3,525,000 to the government in 1958.

Mr. HeLLYER: Were all the shares collected by the government at the
time the expropriation took place or were some held out by some groups or
individuals?

Mr. SELLAR: If they were not turned in, they were not of any use to the
holder because they were expropriated. ;

Mr. HeLLYER: Were there people who just, out of spite or for other
reasons, held on?

Mr. SELLAR: I am relying on memory. There was a group in Hamilton
that felt very strongly about this subject and they held out for a while;
but my information is that they all turned in their shares ultimately and took
the $1.35.

Mr. BELL (Carleton): This was a subject of a very major parliamentary
controversy at the time. I do not want to thresh old straw, but I do not
want it to be considered as approval of the techniques that were then adopted.

Mr. SPENCER: As one who is not familiar with the situation, I am curious
to know why $1.25 was offered when 60 cents was the market price.

Mr. SELLAR: As I was not consulted, I am unable to answer your question.
I think it was due to the government’s consideration that this was going to
become very important and that they should try to play fair with the
stockholders by offering them double the market value. That may be one
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explanation. The other one might be that they thought the shareholders
would sell faster at 100 per cent over the market price and in that way would
be able to get control of the company more quickly; however, I do not know
the reason.

The CHAIRMAN: There is another heading “loans to national governments”.
Could you tell us, Mr. Sellar, what loans are outstanding; what loans are in
default; and what recent loans have been made?

Mr. SELLAR: Of course, the big loan is the United Kingdom loan made in
1946. The interest payments under it are $22,545,000 annually. As you will
recall, the United Kingdom government defaulted for a couple of years in
respect of loans by Canada and the United States. More recently an agreement
has been entered into limiting the number of defaults between now and the
year 2000, and providing for interest payments on arrears. The total principal
outstanding of the loan made in 1946 is $1,096 million; in addition, there is
about $44 million of interest in default, which brings it up to $1,140 million.

The next largest loan outstanding is that to France. The French govern-
ment borrowed quite a substantial amount of money after the war. The loan
now stands at $169 million. The French government annually is paying the
instalments as they fall due. In the year under review those amounted to
approximately $9 million.

The Netherlands have borrowed under the same legislation as did France.
They now owe $89,500,000, and are paying off at the rate of $5 million a year.
Norway had a small amount; Belgium had $43,822,000. All loans are in good
shape, that is, all foreign loans that have been made since the last war, with
the exception of the loan to nationalist China which was for approximately
$49 million, and which has been in default for a number of years.

Some of the post-war loans have been paid off. Indonesia paid off its loan
in full. Czechoslovakia paid off its loan in full; and there was a small loan to
the U.S.S.R. which has been paid off in full.

As a rule, the rate for these loans is either three per cent or tvvo and one
half per cent. You asked about any new loans: the only new loan last year was
the one authorized to be made to India to be used for the purchase of wheat. That
loan was for $16,173,000, I think.

Generally speaking, payments are received punctually in connection with
these international loans, and we have a pretty good record. We have only one
that was in default.

Mr. McGREGOR: What date was the loan made to China?
Mr. SELLAR: It would have been made around 1948.

Mr. McGREGOR: Was any interest ever paid on it?

Mr. SELLAR: Interest was paid for one or two years.

Mr. SPENCER: Are these amounts interest payments, or are they combined
with principal payments, or what?

Mr. SELLAR: What I am showing you are interest payments. The principal

Payments are shown as a reduction in the assets side in the statement of assets -

and liabilities.

Mr. SPENCER: Why is there a tremendous drop in interest between 1955-56
and 1956-57?

Mr. SELLAR: Because the United Kingdom defaulted for two years on its $22
million interest payment.

Mr. SPENCER: Are they still in default?
Mr. SELLAR: No.
Mr. SPENCER: Does it show in 1958-59?
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Mr. SELLAR: They have made interest payments.

Mr. McMirLLan: Why is there a variation in the return of investments, and
do interest payments from foreign governments have anything to do with the
variation? Evidently they are down in 1957-58, but the return from invest-
ments is the highest in 1956-57 of any year. Why is that?

Mr. SELLAR: Because of the large amount received from the Bank of Canada
on account of their changing their method of valuing their securities. You will
also notice that the Canadian National Railways that year had a surplus of
$30,800,000.

Mr. HELLYER: What were the terms of the loan made to India last year?

Mr. SELLAR: I do not have them with me. I would have to get them for you.

Mr. DryspALE: Might I have some assistance from Mr. Sellar on the matter
of revenues, as to the extent they are deducted monthly on a cash basis?

When we look at the income tax statement and see that figure, does it
represent the amount that has actually been collected, or does it include bills
sent out to people for their income tax? And if not, where is the amount shown
that is not collected yearly on income tax? Being a practical man, I recognize
that everybody does not pay his bills. So how is that shown?

Mr. SELLAR: The amount shown is the cash actually received. :

Mr. DryspaLE: Are all the subsidiary corporations computed on a cash
or on an accrual basis?

Mr. SELLAR: On an accrual basis. The federal government, however, is
on a cash basis. We go on the accrual basis in expenditures so far as interest
on the public debt is concerned. We accrue interest to March 31 on the
expenditure side.

Mr. DrySDALE: Having regard to that specific item of $2,798,900,000 for
income tax what part of it was uncollected in 1957-58. Does that actually
represent all?

Mr. SELLAR: That represents what was collected.

Mr. DryspaLE: Could I find out what we have not collected?

Mr. SELLAR: I do not think you will find it in the public accounts.

Mr. DrRYSDALE: You have no idea what percentage was not collected?

Mr. SELLAR: No, I have not. My men would know, but I do not.
Mr. DryspALE: Why is that not shown?

Mr. SELLAR: Well, I do not prepare the public accounts, so I shall not try
to pass the buck. But it may be in the departmental report for all T know. I
would like to verify it and let you know at the next meeting.

Mr. DryspALE: How are they written off? Is it done every five years,
or what?

Mr. SELLAR: What the department does is this: it applies to treasury board
for consent under a section of the Financial Administration Act to defer efforts
to collect a bad account. That consent having been given, in due course an item
is put in the estimates listing the amounts and asking for authority to write
them off. :

Parliament alone has the authority to write off anjr debt due to the crown.
So you will get an item in the estimates some time for a write-off of that debt.

Mr. DrYSDALE: Is there not provision made for items of less than $500
that you could write off yourself, departmentally?

Mr. SELLar: No. The difference between $500 and the larger sum is in
the period of time for which you are supposed to hold off before you go to
parliament. That is in respect to this amount of less than $500.
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A year ago an amendment.was put in allowing for:trifling items up to
$25 to be written off departmentally. I am not sure of that figure. But for
any larger sum, we must go to parliament.

Mr. DryspALE: If it is easily accessible, I would be interested to find out
for the comparable years 1954-55 and up to 1958, the amount that has been
uncollectable in income tax, and including corporation taxes.

Mr. SELLAR: Very well. ;

Mr. HELLYER: From the standpoint of efficiency and cost, do you think it
would be advisable for any government department to have the discretion to
write off amounts larger than $25?

Mr. SELLAR: To me the amount is too small. I realize that many transac-
tions of the government are for small amounts, but I think where an amount
larger than $25 is involved, they should be allowed to have a little more
discretion. However, that is government policy and I am not disagreeing with
it, because the smaller they keep it, the stronger the over-all control of
parliament. Therefore, as an officer of the house I will not contest it.

Mr. HALES: This may not be the right place to ask this question: but
under these loans to other governments, speaking of the one to nationalist
China, did they include the ships which we sold to China?

Mr. SELLAR: No sir, they are separate.

Mr. HALES: Have we been paid for those ships?

Mr. SELLAR: No. Two Canadian chartered banks made loans for the
construction of those ships. The government of Canada guaranteed the
loans, and we have annually been called upon to make good on that guarantee.
We have paid out something like $10 million on guarantees, and we still have
some to make.

Mr. HALES: That was a bad deal.

Mr. SELLAR: Well, I do not know the reasons for the deal; but probably
among other reasons it was made to provide employment.

Mr. SPENCER: Coming back to income tax, is there a breakdown of income
tax revenue as between tax, interest and penalties?

Mr. SELLAR: I would imagine there is.

Mr. SPENCER: Does that show in the accounts?

Mr. SELLAR: It is not in the public accounts, no. It might be found in
their departmental report. I will look it up for you. .

Mr. McGREGOR: In what year were these ships sold to China?

Mr. SELLAR: I am not sure. I would have to get that for you.

Mr. McMILLAN: In connection with the Canadian National Railways, I
believe you said that in 1956-57 they had $30,800,000. What is this $123
million for in 1957-58?

Mr. SELLAR: It is interest on loans the government has made to the
railway, and on which the railway pays interest to the government.

Mr. McMILLAN: This is considered to be part of the operating cost, and
we make it up out of other accounts if they have a deficit?

Mr. SELLAR: Yes, they may absorb that when they have an issue.

Mr. McMiLLAN: When you speak about carrying a dividend of more
than $26 million in the previous year, 1956-57, does the government keep
part of that dividend? Is that why $30 million is put in there?

Mr. SELLAR: The government gets all the surplus. The ‘railway is requirgd
to pay over all of its surplus. On the other hand, if the railway ha.s a deficit,
the government is obligated to make good the amount of the deficit. Up fto,
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I think, 1960, the government is also required to purchase annually from the
railway preferred stock up to a percentage based on the gross earnings of
the railway company, with this money to be used for capital betterments.

We are required to buy preferred stock to the equivalent of three per
cent of the gross revenue of the company each year, and in 1958 the govern-
ment purchased $21,875,000 worth.

Mr. McMiLLAN: On which the government gets interest? That is, interest
is paid on it?

Mr. SELLAR: No sir, it is preferred stock.

Mr. McMiILLAN: Oh, I see, yes.

Mr. SELLAR: This is four per cent preferred stock.

Mr. CHARLTON: The government buys so much preferred stock every year.

Mr. SELLAR: Yes sir, we are obligated to do so by the statutes.

Mr. CHARLTON: Is it the assets of the company that form the basis on
which the amount is taken?

Mr. SELLAR: The legislation directs that from 1952 to 1960 the government
purchase at par four per cent preferred stock to an amount equal to three
per cent of the gross revenue of the company.

The railway is to use the money for additions and betterments included
in the capital budget. Noncumulative dividends are to be paid to the extent
that the earnings are available after payment of:

(a) Interest on securities held by the public.

(b) Interest on indebtedness to the government.

(¢) Taxes under the Income Tax Act.

Mr. CHARLTON: Does the railway pay that four per cent back to the
government on the amount of preferred stock, as interest?

Mr. SELLAR: It pays it when it has the money.

Mr. McGREGOR: When it needs the money, it borrows it from the
government?

Mr. SELLAR: No, it is subscribed by the government as a capital subscription.

Mr. McGrecor: That is all shown in the loan for that year to the railway?

Mr. SELLAR: No, the government will set it up as an asset.

Mr. BELL (Carleton): Are they cumulative preferred shares?

Mr. SELLAR: I think so.

Mr. CHARLTON: Are there increased assets to cover them in the company?

Mr. SELLAR: No, it is just preferred stock of the company, but the money
is earmarked for betterments that are in the capital budget and approved by
the house of commons.

Mr. CHARLTON: Would there not be an increase in the assets of the
company? i

Mr. SELLAR: Yes. I thought what you meant was whether specific assets

" were earmarked as security for the stock.

The CHARMAN: Is there anything else, gentlemen? Paragraph 10. :
10. A detailed listing of the 1957-58 Return on Investments items is
glven in Appendix 3 to Part I of the Public Accounts, therefore a few
comparisons only are now made. The Bank of Canada Act requires the
Bank to surrender its surplus annually to the Receiver General and
the surplus exceeded by $21,400,000 that of the previous year (though
the total amount received from the Bank was $21,200,000 less, because
of the special transaction referred to in the preceding paragraph).
Central Mortgage and Housing Corporation is also required, by section

7



PUBLIC ACCOUNTS 45

30 of its Act, c. 46, R.S., to surrender its annual profits. In 1957-58
the amount received in respect of profits was $1,017,000, the $17,204,000
balance of the $18,221,000 included in the above table being interest on
loans made to the Corporation out of Consolidated Revenue Fund. Of
the $17,495,000 received in the previous year, $869,000 was on account
of profits and the balance for interest on loans.

Mr. BELL (Carleton): Mr. Chairman, could I ask Mr. Sellar a question in
connection with Central Mortgage and Housing Corporation, to which he
refers there. The requirement of the act is that the corporation surrenders
its annual profits. I notice in the previous paragraph it has surrendered in -
the four previous fiscal years some $70,600,000. What is the theory behind that
requirement?

Mr. SELLAR: Your $70 million figure is arrived at by adding up those
figures in that table, 'is it?

Mr. BELL (Carleton): That is right.

Mr. SELLAR: The major part of those totals is interest on borrowings from
the government. i

Mr. BELL (Carleton): Then it is not an annual profit?

Mr. SELLAR: No. In 1957-58 the profits were $1,017,000. The Central Mort-
gage and Housing Corporation Act provides that they shall have a reserve fund
up to $5 million. Once they have that reserve, any surplus has to be sur-
rendered to the government. It is modelled on the Bank of Canada Act in that
regard.

Mr. BELL (Carleton): The theory is that they are not supposed to
accumulate profits to any extent; the purpose of Central Mortgage and Housing
Corporation is to provide housing at the lowest possible rates?

Mr. SELLAR: Yes. One little problem to me is that I have never been able
to satisfy myself why Central Mortgage and Housing Corporation was made
subject to income tax when the government is to take the surplus.

Mr. BELL (Carleton): Last year they paid about $970,000 income tax?

Mr. SELLAR: Yes.

The CHAIRMAN: If the Bank of Canada is forced to hand over its surplus
profits, why is it not subject to income tax?

Mr. SELLAR: Because we take it all. They are entitled to keep a reserve
fund of $25 million. Having done that, they have no right to any money and
they turn it all over to us. So why go through the fiction of taking income
tax when it has to be returned to the Receiver General anyway?

The CHAIRMAN: Why is there that inconsistency, that Central Mortgage and
Housing Corporation is made subject to income tax and the Bank of Canada
is not?

Mr. SELLAR: That is the inconsistency. I do not think Central Mortgage
and Housing Corporation should be subject to income tax.

Mr. BELL (Carleton): Does that apply to any of the other private corpora-
tions you mention in paragraph 13?

Mr. SELLAR: It did, at one time, to what was known as the Northwest
Power Corporation, which was the equivalent of a hydro corporation. An
ordinary publicly owned hydro corporation in this country does not pay income
tax; but we made ours subject to income tax.

That being inconsistent, a couple of years ago you changed that and now
it is no longer liable. The companies that are liable to income tax are the
Broadcasting Corporation, the Canadian Farm Loan Board, the Canadian’
National Railways, the Canadian Overseas Telecommunic:':\tions Corporation,
Central Mortgage and Housing Corporation, Eldorado Mining and Refining
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Limited and Eldorado Aviation Limited, Export Credit Insurance Company,
Northern Transportation Company, Polymer Corporation Limited, the St.
Lawrence Seaway Authority and Trans-Canada Airlines. The big contributor is
Polymer Corporation Limited.

Mr. DryspaLE: Do you not think that by having their statements on the
same basis as private companies there is a ready basis of comparison to see
their relative effectiveness.

Mr. SELLA}}: That is the reason.

Mr. DryspaALE: That is what I was trying to generalize.

Mr. SELLAR: The original reason was that it was felt there was a degree
of unfairness between Canadian National Railways and the C.P.R., the C.P.R.
being liable to income tax whereas the C.N.R. was not. It could also apply to
other companies in competitive business.

Mr. DRrRYSDALE: You mentioned that, of the companies in schedule D,
Central Mortgage and Housing Corporation should not pay income tax. Are
there any others in there who you think should not pay income tax?

Mr. SELLAR: No. Central Mortgage and Housing Corporation is one where
we take the surplus. Why go through the fiction of taking by tax?

Mr. HeELLYER: With regard to the St. Lawrence Seaway, is any surplus
there turned over? -

Mr. SELLAR: The St. Lawrence Seaway Authority will be subject to
income tax, but naturally it has not paid any.

Mr. CHARLTON: Is that Authority allowed to keep its surplus for its own
use, rather than turn it over to the Receiver General?

Mr. SELLAR: The St. Lawrence Seaway?

Mr. CHARLTON: -Yes.

Mr. SELLAR: Yes.

Mr. CrARLTON: How much?

Mr. SELLAR: The Financial Administration Act provides that at any time
the Minister of Finance and the minister over this particular corporation—in
this case, the Minister of Transport—can agree that the corporation has more
money than it needs for its requirements and can take it away from the
corporation, regardless of the amount. They decide the amount.

Mr. CHARLTON: Regardless of the amount?
Mr. SELLAR: Regardless of the amount. There is no set limit.

Mr. LaMmBERT: Carrying on that particular point, does not that provide
for some element of uncertainty on the part of the management of the St.

Lawrence Seaway Authority, that suddenly the two ministers should get -

together and decide certain of its capital, accumulated surplus, can be
appropriated? :

Mr. SELLAR: Of course, it has not happened. The Financial Administration
Act is designed on the basis that the Minister of Finance will be the man who
wants the money and that the appropriate minister will be the man who will
fight the Minister on behalf of the company. They require the approval of
the governor in council.

Mr. LAMBERT: It is a matter of principle, I think, and we could go into lt
further if'the management of these companies so required.
‘ Mr. SELLAR: To the best of my knowledge that section has never been
applied. The nearest was in connection with the surplus of Crown Assets
Corporation, where it has turned over some of its surplus.

Mr. LAMBERT: But it is not really an operating entity?

1
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Mr. SELLAR: No. You should bear in mind that the ministers can take the
money in two different ways (a) for all time, (b) temporarily, to be returned
to the company when they feel it is needed.

The CHAIRMAN: Mr. Sellar, do you audit all these crown corporations?

Mr. SELLAR: No, sir.

The CHAIRMAN: Which ones do you not audit?

Mr. SELLAR: I do not audit the Canadian National Railways, Central
Mortgage and Housing Corporation, or Trans-Canada Air Lines. I do audit
all the others I listed.

Mr. LAMBERT: Turning back to Central Mortgage and Housing, it is audited
and it has a reserve of $5 million. That was predicated on a level of operation
at what figure?

Mr. SELLAR: If my memory is correct, that act was originally 1946
legislation.

Mr. LAMBERT: And revised in 19547

Mr. SELLAR: Yes.

Mr. LAMBERT: There was no revision in that prior to 1954‘7

Mr. SELLAR: No.

Mr. LamBerT: With the very extensive expansion of Central Mortgage
and Housing directly in the field of mortgaging, in your opinion, is this
reserve sufficient?

Mr. SELLAR: I have no opinion because I'do not audit them My knowledge
does not go as far as yours.

Mr. SmiTH (Simcoe): This is not the insurance fund? It is separate?

Mr. SELLAR: As I understood Mr. Lambert’s question he was referring
to a general reserve of $5 million.

Mr. LAMBERT: Yes, separate from the insurance fund.

Mr. HALES: Mr. Chairman, could we ask Mr. Sellar if his advice is sought
before audit companies are appointed for these corporations which he does not
audit. Are you, Mr. Sellar, consulted in respect of the firms which audit
them, or do you pass any opinion?

Mr. SELLAR: No, sir. When parliament says the governor in council

shall appoint an auditor, there is no reason why the governor in council
should ask me for an opinion.

Mr. HALES: I would think, as Auditor General of Canada, that you should
have some say in the choice of auditors for these corporations?

Mr. SELLAR: No. The Financial Administration Act provides—

The CHAIRMAN: I would go even further and ask why the Auditor General
of Canada is not the auditor of Central Mortgage and Housing Corporation
and also some others? Perhaps there is a reason? ;

Mr. SELLAR: That is a question of policy. The act provides that where
the auditor is to be appointed by the governor in council, the auditor general
may be named the auditor or one of the auditors, notwithstanding the provi-
sions of the particular statute.

Mr. BELL (Carleton): Returning to the question of corporation tax on
proprietory companies, would you - indicate which of these companies required
to pay federal income tax have been subject to provincial corporation tax?

Mr. SELLAR: That is a controversial matter. There is a controversy going
on between the government of Canada and the province of Ontario and the
province of Manitoba. We both have corporations operating in Ontario.

Mr. CHOWN: Why the province of Manitoba?
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Mr. SELLAR: It has a corporation operating at the head of the lakes.
Mr. CHowN: Can you name the corporation.

\
Mr. SELLAR: No. However, I was informed that is the case.

Mr. DRYSDALE: For general information, when Mr. Sellar makes his report
to the House of Commons, he is authorized under section 70 to report any
other case which the auditor general considers should be brought to the notice
of the House of Commons. Could you tell me how you exercise that discre-
tion? Have you any sort of rules as to what is brought before us? I am
wondering what matters might be important to you?

Mr. SELLAR: I follow the rules. First, I do not bring to you anything
that is so highly technical that it is difficult to explain and is relatively unim-
portant. You have other things to worry about rather than some tricky
question of accounting technique. Secondly, I only bring to you things which
I think may be of interest to you as parliamentarians.

Then on the other hand, if I bring a matter to your attention in a report,
possibly repeat one of a similar nature a year or so later and you do not pay
any attention to either and are not at all interested in it, I do not repeat it
if there is a third case. I repeat it just to see whether or not you are
interested in it.

I am not critical of the practice in this example which I now give
you, but I think it is wrong. A department buys a piece of land. It retains
a lawyer as its agent through the Department of Justice. As is customary,
the lawyer gets a cheque for the price of the-land. The deal takes place at
the year end. He does not complete his transaction until the month of May
when he pays over. They charge that cheque as of the date it was issued.
I claim it should be recorded as a charge the day it is paid over. I would
say that, in a sense, is technical, but I have that one in this year and I am using
it to explain my technique.

Mr. DrySpALE: To clarify my own thinking in the matter, is there any
case where you have to compile perhaps more complete information than is
submitted to you by your auditors on the various matters which might be
considered by us? "

Mr. SELLAR: My auditors follow the audit guide in submitting stuff to
me. They will submit a tremendous mass of stuff. I go through that and decide
what I think should go into the report. That is then stencilled and my senior
., men are given a copy. They will have the copy for two weeks, then hold
joint meetings and pick it to pieces. I may or may not be present. They come
back and say, “We think you are wrong in including this and we think you
should include something which you omitted”. The auditor’s report is a joint
effort and we do not try to standardize what should or should not go in. We
cannot tell what will arise. We are influenced by what we think the house is
interested in and what we think the law requires us to report.

Mr. DryspaLE: Although I do not wish to take up too much of the
committee’s time, I wonder if it would be possible at some future meeting to
have an indication of some of the things which you have omitted which you
do not think are of interest to us.

Mr. BeLL (Carleton): No; we have enough work to do as it is.

Mr. DryspaLE: I seem to be incurring the ire of the group; but we as
parliamentarians are here to examine the public accounts. There is a certain
discretionary practice left to the Auditor General; and I am interested in
finding those things he considers as unnecessary for review by parliamentarians.
If we knew what they were, they might be of interest to us. I just want
examples.
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Mr. BELL (Carleton): We could take over the Auditor General’s job.

Mr. SmitH (Simcoe North): The items which are not covered in his
report obvious are ones that he does not think are important.

Mr. MorToN: I do not wish to be technical or to restrict discussion, but I
think the committee would be better advised if we stick to the items set forth
in the report, rather than generalities. These other matters could be brought
up at a proper time when we would be able to concentrate on them as such.
However, this' morning we are wandering from one item to another without
reaching conclusions. It is not of much assistance to the members.

The CHAIRMAN: Most of the items we have been discussing far and wide
are summarized in paragraph 9 and referred to in paragraphs 10, 11, 12, 13,
14 and 15. That is why we seem to be digressing, but in point of fact we are not.

Mr. MorTon: It seemed from time to time we had digressed completely
away form the item under discussion.

The CHAIRMAN: Are there any other questions, gentlemen, on paragraphs
9 or 10?

Mr. McMirLraN: This may be digression, Mr. Chairman; but do we
receive any returns from the international monetary fund or the world bank.

Mr. SELLAR: No.

Mr. McMiILLAN: I understand we can be called on for 100 per cent of our
subscription, but generally approximately 20 per cent is the amount we put up.

Mr. SELLAR: Yes, part is in gold and part in U.S.

Mr. McMiLLAN: Does it cost Canada very much to carry that. Is it the
interest on the money ‘that you receive, or what?

Mr. SELLAR: It is one of those “if” items. If you do not have the money
tied up there, you would either use it or keep it invested. It is of international
value to us to have that fund.

Mr. McMiLLAN: It is invested, but there is no actual return.
Mr. SELLAR: No, there is no return.

Mr. LAMBERT: Would not the cost be the cost of Canada’s going into the
market to borrow that money; our requirements are such. It may be in a
year like this where you do have to go into the market.

Mr, SELLAR: Yes, I grant you that.

11. The increase in Exchange Fund Account earnings was mainly
due to the higher average interest return prevailing in New York on
short-term securities in the calendar year 1957—apart from $1,083
million in gold holdings, the resources of the Account as at 31st December
1957 were almost entirely in United States securities. The advances
to the Account at that date were approximately $1,911 million.

12. The $4,000,000 received from Polymer Corporation Limited
comprises dividend payments, as does also the $3,525,000 received from
Eldorado Mining and Refining Limited.

The CHAIRMAN: We discussed paragraph 11 earlier. Paragraph 12 is
next.

Mr. LAMBERT: Paragraph 12 is concerned strictly with Polymer dividends.
Mr. SELLAR: Yes.

Mr. LAMBERT: And the management of Polymer has the absolute right of
declaration in regard to dividends?
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Mr. SELLAR: Yes, the directors declare the dividends. At least, no—the
directors each hold one share. As you know, there is a transfer in the hands
of the minister with respect to that share. The Minister of Defence Production
holds all the other shares. I suppose the Minister of Defence Production
attends the annual meeting—or anyway it is arranged there will be a dividend
declared in a certain amount that year. It is declared in the formal manner
required by the Canadian Companies Act.

Mr. LAMBERT: In other words, Polymer is as close to being an independent
commercial corporation as you could possibly get.

Mr. SELLAR: Yes, it is intended to be as such.

13. Section 84 of the Income Tax Act requires those Crown corpora-
tions listed in Schedule D to the Financial Administration Act to pay
corporation tax. The payments made or to be made by six of the
“proprietary” corporations were estimated to amount to $10,600,000,
including $970,000 by Central Mortgage and Housing Corporation. The
profits of $1,017,000 surrendered to the Receiver General by this Corpora-
tion, as noted in paragraph 10 above, were after providing for this tax.

Mr. BELL (Carleton): In connection with corporation tax you mentioned
today the Canadian farm loan board; do you have the figures of the ‘amount
of income .tax paid by this board in recent fiscal periods. I know it is in
their own report.

Mr. SELLAR: In their last report they show as provision for income tax
something like $15,700 and about $10,000 already paid.

14. It will be observed that there is a decrease of over $23 million
in interest earnings on loans to national governments in each of the
last two fiscal years when compared with 1955-56. Interest deferments
on the 1946 loan to the United Kingdom is the main reason. This loan
agreement provides that, in certain circumstances, the United Kingdom.
may defer an interest payment and it has twice done so. An amend-
ment, ratified by c. 37, Statutes 1957, First Session, now limits to seven
the number of deferments between 1957 and the year 2000, and fixes
a 29 interest charge on amounts deferred. Because of this amendment,
$445,000 of interest was received on deferred interest account during
the last fiscal year.

The CHAIRMAN: We discussed paragraph 14 earlier.
Agreed to.

The CHAIRMAN: Paragraph 15 is next.

15. The decrease of $4,000,000 in interest on other investments,
deposits, etc., in the year is mainly accounted for by a decrease of
$3,800,000 in Security Investment Account earnings, which amounted
to $5,200,000 in 1956-57 but to only $1,400,000 in the year under review.

The CHAIRMAN: I have two questions: first, to what loans are the sinking
funds connected; and second, what are the banking arrangements referred to
in paragraph 15?

Mr. SELLAR: The sinking fund loans are all in connection with the New-
foundland loans. At the time Newfoundland entered Canada, the government
of Canada took over the liability, which was approximately $51 million. In
turn, the province turned over the sinking fund associated with those loans.
They mature in 1963. We hold in the sinking fund today—they are all
sterling loans—the equivalent of $14 million. In addition $19 million is held
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in London arising out of the sale of codfish in the European market by agree-
ment between Newfoundland and the United Kingdom. It was to be held in
London for the redemption of these loans. So out of the total of $51 million
to mature in 1963, we have today something like $33 million to $34 million.
As you know, in regard to banking arrangements, the cheques are drawn on
the Receiver General and not on a bank. Therefore, banks are kept in funds
so they can honour cheques when presented. The banks receive no payment
from the government or anyone else for cashing a cheque drawn on the
government, nor in sending money through to the government., So we keep
a standard balance with each which, in a sense, compensates the bank. They
know that amount is going to be there constantly. Whenever the amount on
balance exceeds the standard balance, an arrangement made about two years
ago by the Department of Finance provides that the bank pay interest. The
rate fluctuates but they pay interest on that. That was the source of some
income in that year.

The CHAIRMAN: I think we might stop here.

Paragraphs 16 to 26 concern expenditures and are extremely important.

Our next meeting is scheduled for Wednesday, March 25, at 9.30 a.m.,,
unless there is unanimous objection.

Mr. LAMBERT: I suggest you are going to have difficulty getting a quorum.

Moved by Mr. Hellyer and seconded by Mr. Drysdale that the committee
adjourn until after the Easter recess.
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MINUTES OF PROCEEDINGS

WEDNESDAY, April 8, 1959.
(4)

The Standing Committee on Public Accounts met this day, pursuant to
notice, at 9.30 o’clock. The Chairman, Mr. Macnaughton, presided.

Members present: Messrs. Bell (Carleton), Broome, Bourget, Bruchési,
Campbell (Lambton-Kent), Campeau, Charlton, Chown, Denis, Drysdale,
Fraser, Hales, Hellyer, Keays, Lahaye, Lambert, Macnaughton, Martin, Moris-
sette, Morris, Morton, Pickersgill, Pratt, Regier, Smith (Calgary South), Smith
(Simcoe North), Smith (Winnipeg North), Spencer, Villeneuve, Walker,
Winch, and Wratten—(32).

In attendance: Mr. Watson Sellar, Auditor General for Canada.

The Committee resumed from March 18 its examination of the Public
Accounts for the year ended March 31, 1958.

Mr. Watson Sellar was called. He supplied answers to questions posed on
March 18 by Messrs. McGregor, Fraser, Charlton, Hellyer, Spencer and
Drysdale, and was further examined thereon.

The witness sought and obtained the approval of the Committee respecting
major corrections in his evidence given at the meeting of March 18. He referred
to a further error which appears in at page 34, line 31st of the printed evidence
issue No. 2 (see erratum. in this day’s issue).

The Committee then proceeded to paragraph 16 of the Auditor General’s
Report and Mr. Sellar’s examination.

Paragraphs 16 to 26 were considered.
The witness undertook to supply answers not readily available.

A table showing a breakdown of payments for family allowances to
provinces was taken as read and it was agreed to incorporate it in the evidence.

At 10.55 a.m. the Committee adjourned until 9.30 a.m. Wednesday,
April 15th.

Antonio Plouffe,
Assistant Chief Clerk of Committees.
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EVIDENCE

WEDNESDAY, April 8, 1959.

The CHAIRMAN: Gentlemen, we now have a quorum. May I just refresh
your memory a bit. At the last meeting we were dealing with revenues, para-
graphs 6 to 15. Today we commence with paragraphs 16 to 26, at least, dealing
with expenditures. However, before we start, Mr. Watson Sellar was asked
several questions at the last meeting and possibly he has the answers at this
time. We are continuing the examination of the accounts, with Mr. Watson
Sellar as our chief witness.

Mr. Warson SELLAR (Auditor General): Mr. Chairman, Mr. McGregor
and Mr. Fraser asked me two questions about the sale of cameras. Mr.
McGregor would like to know how many have been disposed of in the last
five years and how much was received for them. Mr. Fraser, in turn, wanted
me to find out whether they were sold to a firm or individuals. I regret to
say I cannot give you a very satisfactory answer because Crown Assets Dis-
posal Corporation does not receive a great many cameras and does not maintain
a special classification, for statistical purposes. Therefore, it was unable to
inform me how many were received or how much money was obtained for
them. I was told that as a rule the cameras are rather old and are thrown in
with a lot of other stuff. Dealers come in and make a bid on the lot. That is
one reason I have not the record.

The chairman asked me what was the recommendation of the royal
commission on broadcasting with respect to financing the deficit and operating
costs of the broadcasting corporation. At page 279, the royal commission
made three alternative suggestions:

A. To vote, at one time, five stipulated annual sums to cover the
next five years, with the text providing for adjustments on account of
inflation or deflation in the value of the 1956 dollar;

B. to provide by statute for an annual payment, with provision for
annual increases;

C. to pay annually an amount equal to a percentage of total personal
expenditure on consumer goods and services as calculated by the bureau
of statistics. -

The last would be the equivalent of a $7 or $10 levy on the family a year.

Mr. Charlton wished to know whether any special contributions have been
made by the government to the unemployment insurance fund. In the years
1949-50, 1950-51, and 1951-52, a total of $6,836,860 was credited to the fund
in connection with unemployment assistance, arising out of the terms of union
with Newfoundland when it entered Canada. Also in the same three years
$1,828,863 was credited to the account to reimburse supplementary benefits
Paid to loggers, class 3, and this included any unemployment that was not in-
Surable but was declared insurable under section 87F, as amended in 1950,
Wwithin a twelve-month period prior to the claim under class 4. In regard to
these two sums, the largest amount was in 1950-51. The amount in 1952 was
relatively small. If you like, I can give you the figures in more detail.

Mr. Hellyer asked what were the terms of the loan made to India last
Year. It took the form, you might say, of a line of credit, because the money
Was not paid to India, but on request paid to the Canadian wheat board to
finance the purchase of wheat. The loa nauthorized was $33 million. Up to
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March 31, 1958 advances totalled $16,173,000. Repayments are to be made in
seven annual instalments starting March 31, 1961. The interest rate is 41 per
cent. The first interest instalment fell due on March 31, 1959, and has been
paid.

Hon. Mr. MarRTIN (Essex East): Do you recall the rate of interest which
was demanded by Canada in regard to a proposed loan to Egypt in 1955?

Mr. SELLAR: No, sir, I would have to look that up for you.

Mr. McGregor inquired as to the date when the loan was made to na-
tionalist China after the war. Advances were made between April, 1946 and
December, 1948. The over-all total was $52,216,000. In 1949 and 1950 repay-
ments were made totalling $2,790,000, so the debt is now $49,400,000 in round
figures. China made two interest payments totalling $3,658,750.

Mr. McGregor also asked in what year the ships were sold to the Ming
Sung Industrial Company Limited, or to China. Of course, in that regard, the
government had nothing directly to do with the ships. What it did was to
give a guarantee to the banks to secure the banks’ loan to the Ming Sung com-
pany. The guarantee is dated November 13, 1946.

I have two questions in connection with income tax. Mr. Spencer wished
to know if there is a breakdown of income tax revenue as between tax, in-
terest and penalties. I made inquiries of the Department of National Revenue
and they informed me their statistics are not compiled in a fashion that permits
such a classification and that they do not publish any in their booklets.

Then Mr. Drysdale would like to know, if it were easily available, for the 3

comparable years 1954-55 and up to 1958, the amount that has been uncollect-
able in income tax, and including corporation taxes. I think I know what Mr.
Drysdale wants, and so does the department. But we have been unable,
from the manner in which the statistics are prepared, to give you really
what you want. At least, that is what we think. However, we will do the
best we can.

Section 23 of the Financial Administration Act provides for deletions from
the accounts whenever a debt is less than $1,000 and has been outstanding
for either 5 or 10 years. Deletions under the authority of that section in the
past four years have totalled $3,018,671, with $2,957,088 representing debts
by individuals and $61,583 by corporations.

In addition, at the close of the income tax collection year for 1958,
opinion was that tax accounts totalling $10,677,420 were uncollectable. This
represented 22,521 accounts. Neither a division by years nor one between
corporations and individuals is available. However, only a small part will
come within section 23 of the Financial Administration Act, that is, being
for less than $1,000. Nearly all of that $10 million figure is with respect to
amounts exceeding $1,000.

Mr. DrYSDALE: Supplementary to that, do you have any idea what the
major reasons are for not collecting them? For example, would it apply to
companies in bankruptcy?

Mr. SELLAR: Yes, and people have disappeared, and things like that. My
personal opinion is that there is a float of around $100 million of income tax
steadily outstanding. That will be due to disputes; due to bankruptcy; due to
being unable to locate the individual concerned, and so on. But the income
tax people get practically all of that money. When you think of the large
sum that we take in, amounting to $2% billion a year, my own opinion, which
is nothing more than a guess, is that what you would call the annual loss
of the government on assessed tax—and I am not talking about tax evasion
but assessed tax—is somewhere between one-twentieth and one-eighth of one
per cent. That is my guess of what the bad debt record is. I cannot prove
that, but am expressing my opinion. i
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' Mr. Fraser: Could I ask a question in regard to the outstanding income
tax. Is any of the 1942 tax included, when they paid half and the other half
was to be paid on death?

Mr. SELLAR: You are going away back.

Mr. FrRASER: To 1942, yes.

Mr. SELLAR: That is all settled.

Mr. Fraser: No, there is income tax that was deferred at that time and
payable only on death.

Mr. SELLAR: Well, I will have to verify that, but I know we took it, or
most of it, out of the accounts some years ago. ’

Mr. Fraser: I know there is a lot of that outstanding, but it only becomes
due when a person dies. I am referring to the 1942 tax.

Mr. SELLAR: In conclusion, Mr. Chairman, I would like to apologize to
the committee for three mistakes I made the last time this committee sat.
It so happens that the three mistakes were in answering questions asked by
Mr. Bell. I discovered two of them shortly afterwards. I phoned Mr. Bell
and with his consent I corrected the transcript with respect to two. The first
question was where Mr. Bell had asked me when the Bank of Canada changed
its system of valuing its securities. I replied that it was after parliament had
given the insurance companies authority o to do. I should have said “chartered
banks”. With Mr. Bell’s consent, I substituted “chartered banks” for “insurance
companies’.

i The second one was in connection with the Farm Loan Becard. “Mr. Bell
asked me what they paid in the way of income tax last year. I replied, $15,700.”
At the moment I had overlooked the fact that they had already paid $10,000
in addition to that. So I added a little sentence at the end of the transcript
to show it was really $26,000 that was paid.

The third blunder was in connection with the C.N.R. preferred stock. Mr.
Charlton had asked me if it was non-cumulative. I replied, “Yes.” A few
minutes later Mr. Bell asked me the same question and I said, “No.” My
answer to Mr. Charlton was the correct one.

Finally, there is a little mistake in the transcript of fthe evidence. In
reply to a question asked by Dr. McMillan in respect of the unemployment
insurance fund, the evidence shows I said that they did not present a “satis-
factory” balance sheet. The word “satisfactory”, of course, is wrong. The word
I used was “statutory”. They do present quite a truthful balance sheet. I used
the word “statutory” to indicate it was not one I was required to certify. I
brought that to the notice of the unemployment insurance commission as soon
as I saw it.

The CuairmAN: This correction appears at page 34 of the minutes of
broceedings and evidence No. 2.

Mr. SeELrar: I made two corrections in connection with my answers to
Mr. Bell. The third one where I blundered I left where it was; I did not
touch it at all.

The CuHAIRMAN: Does the committee give consent to accepting these
corrections?

Agreed.

The CHAIRMAN: Gentlemen, shall we start with paragraph 16, expendi-
tures.

16. Expenditures. For the first time since the end of World War II,
recorded expenditures exceeded $5 billion, the amount being $5,087
million, of which $1,668 million represented national defence -costs.
Although without audit significance, it is noted, by comparison, that
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expenditures of the government of Canada ten years ago totalled $2,195
million, including national defence costs of $196 million; while twenty
years ago expenditures were $534 million with $33 million spent on
defence.

Mr. Sellar, I notice in paragraph 16 that national defence costs in the
last ten years have increased from $196 million to $1,668 million. What
amounts make up this big increase?

Mr. SELLAR: Mr. Chairman, there are of course a large number of heads.
Three classifications, as reflected in the public accounts, show these big
increases: For equipment and supplies in 1948 we spent $37 million; last
year we spent almost $642 million. The pay and allowances to the forces
ten years ago were $61,600,000, while in the year 1958 they were approxi-
mately $425 million. The salaries and wages paid by the forces—that is
distinct from the civil service employees under the deputy minister’s control
—ten years ago cost approximately $17 million, while in the last year they
cost $142 million. Those are the three big items.

The equipment item increased very largely because up to 1948 the
services were living on the fat accumulated at the end of the war and their
stuff was not yet obsolete. Since then improvements have been made and
much more has been spent on equipment.

Mr. BeLL (Carleton): Do you have the figures showing the change in
numbers of personnel represented by the change in the pay and allowances
and salaries?

Mr. SeELLAR: I could obtain those figures. There are approximately
120,000 persons in uniform at the present time. I will try to get figures.

The CuHARMAN: Could you give us more details on pay and allowances?
Do you have those figures?

Mr. SELLAR: What do you mean?

The CHAIRMAN: Are all costs included in pay and allowances?

Mr. SELLAR: Yes. The pay and allowance rates and so on are set out
at pages N21 to N26. The trouble with the classifications for national defence
is that the amounts are very large. We have three forces, and we spread
the charges around. This year, of course, there is a change in the estimates;
there are separate votes. It is very difficult to ascertain what is the exact
cost of any particular activity in the service forces.

2 Let me use as an example something I brought to the attention of this
‘committee in 1956, namely the cost of educating the children of servicemen.
It is approximately $11 million a year. There are something like 950 school
teachers on the pay-roll of the department. You will find so many charged
to the army, so many to the air force, and so many to the navy. They are
listed under the heading, professional services.

Then about $175,000 a year is spent for transportation, partly in respect
of taking the children to school and partly in respect of the teachers, some
of whom are moved overseas and so on. All is charged to travel.

We spend about $500,000 a year for text-books, and the like. That is
split up in three different subheads and charged to office supplies.

We pay quite a large sum for fees to schools for non-resident children.
For example, in nearby Gloucester township, we pay them so much for the
children of servicemen. I do not think you should expect to find it charged
under the sub-heading under which it is charged. It is charged to municipal
services. You have things like that. Therefore you have some trouble in
making a strictly reliable division of charges in national defence. I know
they are trying to improve things, but I am still far from satisfied that every-
thing is just as you would like. I must say in a thing like education I would

T o
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like to see a different allotment set up so that members of the House of Com-
mons know exactly what is being spent in educating the children of service
personnel.

Hon. Mr. MARTIN (Essex East): I do not think this paragraph 16 pre-
cludes us from an examination of all government expenditures for the fiscal
year under review.

The CHAIRMAN: That is true; but we have to start some place.

Hon. Mr. MARTIN (Essex East): Quite. I want it to be orderly. Mr.
Sellar just spoke of education.

The CHAIRMAN: Under the department, yes.
r Hon. Mr. MARTIN (Essex East): My question now is: for instance, what
i1s the total telephone bill of the government of Canada for this year—that

kind of information—and what is the total travelling bill of the government
of Canada for this year.

The CHAIRMAN: I do not want to misinterpret Mr. Sellar, but as I under-
stand it I think he made the statement that there is an item, whether or
not it is listed, which amounts to a certain amount, namely $11 million a
year paid for the education of dependents of the armed services.

; Mr. BoURGET: Does that amount of $11 million include the construc-
tion of schools?

Mr. SeLLAR: There were relatively few schools constructed that year. I
think there are 69 or 70 schools operated by the department; but I do not
think there is any large expenditure in schools in that year.

Mr. MorToN: Does that amount include contributions to local school
boards where there are no national defence institutions?

Mr. SELLAR: Yes.

Mr. MorToN: That is for building purposes, for building schools?

Mr. SELLAR: Again, I do not know whether or not there were any grants
in that year.

The CHAIRMAN: I thought that education was a provincial matter.

Mr. SELLAR: There is no clear rule as to the responsibility for the educa-
tion of the service personnel. We are now, for the first time in our history,
having a situation in Canada where we have a large permanent force of
soldiers, airmen and naval personnel.

Mr. BeLL (Carleton): Would you be able to break down that figure of
$11 million as between the amount spent on children of service personnel
serving outside of Canada and those serving within Canada?

Mr. SELLAR: There are roughly between 3,000 and 3,500 overseas in
France and Germany. The teachers for those are recruited on loan from
school boards. It is contract. The government does not employ them; they
make contracts with school boards. My recollection is that the cost of educat-
ing children overseas is something in the neighbourhood of $1 million to
$11 million a year.

Mr, FrRASER: Do those teachers have to be transported over to Europe?

Mr. SELLAR: Yes, sir.

Mr. FRASER: That is part of the expense?

Mr. SELLAR: Yes.

The CHAIRMAN: Does this amount to free education to those dependents?

Mr. SELLAR: I would say, yes.

Mr. REGIER: May I ask how many dependents are receiving education in
this manner?



60 STANDING COMMITTEE

[ Mr. SELLAR: There are approximately 20,000 attending service schools of
tw the department.

Mr. REGIER: In other words, the expenditure for text-books amounts to
roughly $25 each?

Mr. SELLAR: It averages out to about $50 a year when we contribute fees
to municipal schools for non-residents.

Mr. REGIER: I understood you to say that the cost of the books was half
a million dollars, and if there are 20,000 that means that the texts cost around
$25 annually for each.

Mr. SELLAR: When you say ‘“books”, that can include a variety of things
in a school. I will not try to mislead you.

Mr. DRYSDALE: Are all the teachers recruited from Canada or are there
some from other countries?

Mr. SELLAR: To my knowledge they are all recruited in Canada.

Mr. SMmITH (Simcoe North): I have had complaints from school boards
about the system of repayment to school boards of the salaries of teachers on
loan overseas to the Department of National Defence. They complain that
they have to pay the teachers regularly, yet many months elapse before they
are repaid by the Department of National Defence.

Mr. SELLAR: That is news to me. I shall make some enquiries.

Mr. Mogrris: When you speak of the desirability of bringing all this
material together, is not one of the audit difficulties in that regard due to
the fact that you are dealing with at least two departments? Are not some |
of the educational costs of some of the dependent children of the Department
of National Defence for audit purposes, paid by the Department of Finance? |

Mr. SELLAR: Well, if I understand your question correctly, Mr. Morris, the
trouble can arise when the Department of National Defence pays a muni-

. cipality when, at the same time, they are getting a grant from the Department
of Finance. I know, at the moment, that there is such a controversy in one
place which involved about $12,000 paid by the Department of National
Defence.

Mr. Morris: My question actually was one of auditing. Is one of your
audit difficulties the fact that these costs are not borne by the originating
department making the demand or encumbrance, that is, the Department
of National Defence, but are in fact borne at least in part by the municipal
grants division of the Department of Finance?

Mr. SELLAR: No. The municipal grants part does not come into my $11
million. That is paid entirely by the Department of National Defence.

Mr. Morris: Some of the money paid ‘by the municipal grants division—
at page F12 of the public accounts—is in respect of educational costs, is it
not?

Mr. SELLAR: They would add to the costs.

Mr. Mogrris: In a case where the municipality undertakes education, as I
understand it or, for example, take the case of garbage removal at a self-
contained defence establishment; does the municipal grants division not bear
the costs of that, and not the Department of National Defence?

Mr. SELLAR: No.

Mr. BELL (Carleton): Does it not come down to the question of whether
or not the establishment is a self-contained one for the purposes of municipal
grants, and whether it should bear the cost of education? Is that not a factor
you would take into consideration?
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Mr. SELLAR: Yes, it is.

Mr. Morris: Is it ever possible to say how much the education of the
Department of National Defence dependents costs, when it is perhaps inevitably
obscured by payments out of other than Department of National Defence funds?

Mr. SELLAR: I assume you can never be certain of the total figure of any-
thing. We do not attempt to reconcile the two. I was asked about costs in
connection with the Department of National Defence. I gave you a big item
and I said that there were other items. You cannot be sure of the total of any,
sub-heading as clearly disclosing everything, and I wused education to
illustrate it.

The CHAIRMAN: What is your recommendation or suggestion as to how
the educational costs of the Department of National Defence should be or
could be disclosed?

Mr. SELLAR: I have no recommendation to make, because, as I say, this
year the estimates are presented in a different manner. In the past it was done
by one big vote, but this year it is divided. I would like to see the application
of this new style before I form any opinion.

Mr. REGIER: Is there any explanation why the cost of education should
come to $550 per annum per child, which is just about twice the amount that
we use to educate the average child?

Mr. SELLAR: I am afraid you are getting into administration, Mr. Regier,
and that is outside my field. What you have to bear in mind is that these
schools are in isolated places.

Mr. LamBerT: May I observe that many of the school districts in the
province of Ontario, as well as in other provinces where Department of
National Defence children are being educated, have municipal authority. The
fee runs anywhere from $500 to $700 per pupil per annum; and these school
boards are able to justify those fees on the basis of cost per pupil. I have just
gone through that and I know it is a fact.

The CHAIRMAN: I understand these things are not grouped together in the
bublic accounts, is that right?

Mr. SELLAR: No.

The CHAIRMAN: They are difficult to find.

Mr. SELLAR: They are; that is correct.

Mr. DrRYSDALE: Are there any other accounts in the Department of National
Defence which would be an outstanding example of it being difficult to ascer-
tain as to educational costs?

Mr. SELLAR: I cannot give you a yes or no answer. I asked my men to
give me an example of the problem, and they gave me that example.

The CHAIRMAN: Is there anything else under paragraph 167

Hon. Mr. Magrtin (Essex East): I asked Mr. Sellar a question when we
Were diverted by discussion of National Defence. That is natural, because
National Defence represents the biggest single department of expenditure. But
this is an item which covers the whole operation of government.

As government expenditures in the current fiscal year are higher than at
any time before, it might be useful to examine some of the items which make
this a fact. I was thinking of two items a moment ago, one of which was
telephone costs.

The public accounts in 1958, volume 1, at page F-14 point out that the
expenditure or cost of telephone service at Ottawa for all departments was
$1,221,312, and that the allotment was $1,238,100. That was only, I take it, for
the cities of Ottawa and Hull?
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Mr. SELLAR: Yes sir, and for local calls, not for long distance.

Hon. Mr. MARTIN (Essex East): Can you give the committee figures of
expenditure for the government of Canada not only in Ottawa but throughout
the country with respect to the total telephone bill of the government of
Canada?

Mr. SELLAR: To the best of my knowledge there is no record.

Hon. Mr. MARTIN (Essex East): You say there is no record?

Mr. SELLAR: No.

Hon. Mr. MARTIN (Essex East): Why is there no record?

Mr. SELLAR: Well, there would be a statistical record, of course, because
the charges are to each department for all costs incurred outside of Ottawa,
and for their long distance calls. It is the sort of thing which could be
compiled quite easily, I imagine, but there is no record to the best of my
knowledge.

However, I think that in the long white sheet which is included at the
back of the estimates book there is a calculation of costs, and it might include
telephone costs.

Hon. Mr. MARTIN (Essex East): My impression is that it does. I do not
have the estimates book before me.

Mr. SELLAR: I do not have it with me, either.

Hon. Mr. MARTIN (Essex East): I am not wrong in saying that the tele-
phone bill for Canada in 1958 was greater than it was in the preceding year.

Mr. SELLAR: That, sir, I do not know. I assume it would be because the
rates went up if for no other reason.

Hon. Mr. MARTIN (Essex East): Can you also tell us the total travel bill
of the government of Canada for 19587

Mr. SELLAR: Again, sir, there is no calculation made in the public accounts
of the total bill. It is shown for each department.

Mr. WaLKER: Was there any calculation made under the previous
administration?

Mr. SELLAR: No, it has never been made.

Mr. WALKER: Or for telephones?

Mr. SELLAR: No.

Hon. Mr. MarTIN (Essex East): It is always possible to find the total by
adding the total of all the expenditures in each department?

Mr. SELLAR: Yes sir.

Hon. Mr. MARTIN (Essex East): My question was whether you could tell
us the total travel bill of the government of Canada for 1958?

Mr. SELLAR: No.

Hon. Mr. MARTIN (Essex East): Your answer is no. May we assume that
the travel bill for the government of Canada for 1958 was greater than it was
in the preceding year?

Mr. SELLAR: I cannot say yes or no because I do not know. I have never
made any comparison.

Hon. Mr. MARTIN (Essex East): Would it be convenient for you at the
next meeting or at some subsequent meeting to give consideration to these
questions, and to whether or not you could furnish the committee with the
picture? The travel bill and the telephone bill and the telegraph bill are very
important items and they have very great relevancy when we are discussing
the implications of paragraph 16.
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Mir. SELLAR: I think, Mr. Martin, that you could get that information
faster from other sources than from me, because I keep no accounts. I would
have to go through all the departments to get the figures. The comptroller
of the treasury has a great many accounts on I.B.M. installations, and he could
produce those figures much faster than I could.

Hon. Mr. MARTIN (Essex East): My reason for asking you first is because
you are an unimpeachable authority in these matters.

Mr. SELLAR: Thank you.

Mr. WALKER: Why would you not try the Bureau of Statistics?

Mr. SELLAR: The Bureau of Statistics would not have it.

The CHAIRMAN: Is there anything else on paragraph 16? Paragraph 16
can be read with paragraphs 23 and 24.

Now, paragraph 17. This merely lists the various departments. Para-
graphs 18 to 26. Are these examples?

17. Compared with 1956-57, expenditures were $237 million greater,
with over 85 per cent of the increase being in outlays by the Depart-
ments of National Health and Welfare, Public Works, Transport and
Veterans Affairs. Reference is now made to the more substantial
increases.

18. The major increase in expenditures of the Department of
National Health and Welfare was in the charge for the old age security
fund deficit, which was $104 million, including a $1.5 million carry-over
from the previous year. This was $95 million more than in 1956-57.
Another large increase was the additional $40 million spent on family
allowances in 1957-58. This was due, in part, to the larger number
of eligible children, but to a greater extent to the upward revision in
rates authorized by parliament in April 1957 with effect from 1st
September. The total of the family allowance payments in 1957-58
was approximately $438 million compared with $397 million in the
previous year.

19. In the Department of Public Works, the major increase was in
expenditures on the trans-Canada highway, these being $62 million as
compare with $36 million in the year before. About $49 million was
paid to the provincial governments, while the government of Canada
spent $13 million on trans-Canada highway work in the national parks.
Another material increase was in public building construction in
Ottawa; expenditures totalled about $17 million, or $9 million more than
in 1956-57.

20. In the Department of Transport, a charge without a 1956-57
parallel is the $22,073,000 payment to the Canadian National Railways
to cover its deficit (in the previous year it had a surplus). The
corporate accounts record a deficit of $29,573,000, but the Auditors’
report notes:

In recognition of the obsolescence now occurring with steam
locomotives, supplementary depreciation amounting to $7,500,000 has
been charged to operating expenses this year to provide in part
for the deficiency in the depreciation reserves which will arise
from the early retirement of steam locomotives and their replace-
ment by diesel power.
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The $7,500,000 of supplementary depreciation was deducted in determin-
ing the amount to be paid to the railway. In the direct activities of
the Department of Transport, the major increase was in costs of the
air services division, these amounting to about $90 million, or $20
million more than in the previous year.

21. In the Department of Veterans Affairs, war pensions were $15
million greater and war veterans’ allowances $7 million greater than
in the previous year. These costs are now approaching $200 million
annually, $146 million being expended on war pensions and $49 million
on war veterans’ allowances in the year under review.

22. Department of Finance expenditures include $100 million paid
to the Canada Council in accordance with the provisions of the Canada
Council Act, c. 3, statutes 1957, first session. This was a special item
in 1957-58. On the other hand, two $50 million bookkeeping charges
recorded in 1956-57 were not repeated in 1957-58: one to supplement
the reserve for possible losses on realization of assets and the other
to reduce the actuarial deficit in the superannuation -account. Although
the foregoing items offset one another, the total of departmental
expenditure charges was greater, mainly because public debt charges
increased $33 million. The most substantial decrease was in tax rental
payments to the provinces, the $13 million reduction being due to the
province of Ontario ceasing to rent its corporation tax field as from
1st January 1957.

23. No department spends currently nearly as much as does the
Department of National Defence. The amount was $1,668 million in
1957-58—a decrease of about $91 million when compared with outlays
of the year before. Leaving aside mutual aid to NATO countries, the
most significant variations in expenditures were in navy accounts, there
being decreases of about $20 million in expenditures for ship construc-
tion, $9 million in those for aircraft and engines and $6 million in those
for signal and wireless equipment. While army and air costs were
also somewhat less than in the previous year, the $79 million spent
in defence research was over $9 million more than in 1956-57.

24. The $1,668 million shown above as spent by the Department
of National Defence does not include expenditures amounting to over
$24 million recorded as charges to the national defence equipment
account (see paragraph 116), nor expenditures amounting to more
than $3 million charged to funds provided from proceeds of sales of
materiel under the authority of section 11 of the National Defence
Act.

25. The Post Office is a public service where direct association
exists between moneys collected and services performed. - In 1957-58
net Post Office income was about $152,900,000, which was approximately
$7 million more than that in the previous year. On the other hand,
the expenditures of $153,300,000 were about $13 million greater. Thus,
an operating surplus of $5,800.000 in 1956-57 has been followed by a
$400,000 deficit. While a variety of costs were greater in the year
under review, the most significant increases were in salaries and
wages.

26. Old Age Security Fund. By law, charges to this special ac-
count are not reflected in the statement of expenditure and revenue
required by section 64 of the Financial Administration Act. When
the Old Age Security Act was enacted in 1951, an aim was to create
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a self-supporting fund to be fed by proceeds of taxes imposed by the

act. This expectation never being realized, each year resort has been

made to the provision in the act permitting the Minister of Finance to

make “temporary loans’ to the old age security fund. The act re-

quires that he report these to parliament, at the same ftime indicating
whether, in his opinion, the revenues of the fund are or will be
sufficient in the ensuing year to meet the charges on the fund with-
out further loans, and if it appears that the revenues will not be
sufficient, he shall state what measures he recommends for the pur-
pose of increasing the revenues of the fund.

Except in 1953-54 when a write-off was authorized against the reserve
for possible losses on realization of assets, the practice has been to
convert the “loans” into charges against annual appropriations. The
deficit in the past year is the largest of record, due mainly to monthly
payments having been increased from $40 {o $46 on 1st July 1957
and then to $55 on 1st November. A summary for the past five years is:

1953-54 1954-55 1955-56 1956-57 1957-58
No. Of pensioners............... 716,399 745, 620 771,753 797,486 827,560
Pension payments............. $ 339,000,000 $ 353,200,000 $ 366,200,000 $ 379,100,000 $ 473,900,000
Receipts from taxes on:
S N O R DA 146,800,000 143,100,000 160,400,000 179,300,000 175,800,000
I;‘ersona] T COTIE N o« s abe 90,700,000 100,900,000 102,500,000 125, 000,000 135,000,000
Corporation income.......... 55, 600, 000 46,000, 000 53,300,000 67,300,000 60, 700, 000

298,100,000 290,000,000 816,200,000 871,600,000 371,500,000

LT e SRS Ml e 1 45,900, 000 63,200,000 50,000,000 7,500,000 102,400,000

Hon. Mr. MarTIN (Essex East): On paragraph 17 should we not have a
list of the departments? The expenditures we are told in 1958 compared with
those for 1956-57 were $237 million greater than they were in 1956-57, and
the increase was brought about as a result of the expenditures on the De-
partments of National Health and Welfare, Public Works, Transport and
Veterans Affairs. Should they not all be completed?

Mr. WALKER: Perhaps you should read the following paragraph.

Hon. Mr. MARTIN (Essex East): No, we will be dealing with the following
baragraph, but could not that paragraph be completed by indicating where
the expenditures were made in other departments?

Mr. SELLAR: You mean the other 15 per cent?

Hon. Mr. MARTIN (Essexr East): Yes, the 85 per cent covers these three
designated departments, and the other 15 per cent represents expenditures
In other departments.

Mr. SELLAR: I do not know of any department which spent less. I think
the other 15 per cent spent more. I know that I spent a little more, but
the biggest increases were attributable to certain large departments.

Hon. Mr. MARTIN (Essex East): That is satisfactory.

_ Mr. PrckerscILL: My question has to do with the expenditures of min-
isters without portfolio. I wonder where these expenses are shown in the
Public accounts?

Mr. SELLAR: They are in the accounts of the privy council. That is where

they have always been. I do not imagine there has been any change made.
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The CHAIRMAN: May I call your attention to paragraph 18 which could
be subdivided into two chief parts, old age security fund, which should be
read along with paragraph 26, and family allowances, which will be dis-
cussed later.

Hon. Mr. MARTIN (Essexr East): What is your proposal? Is it to read
all these together?

The CHAIRMAN: Yes. I suggest we start first with the old age security
fund deficit, reading with it paragraph 26.

Hon. Mr. MARTIN (Essex East): Yes. Well, Mr. Sellar, there seems to me to
be a wrong impression about the old age security fund deficit, and this might
be a convenient place to discuss it. How much actual deficit is reported this
year?

Mr. SELLAR: The amount is $104 million.

Hon. Mr. MARTIN (Essex East): Yes, $104 million. That is in 1958? You are
now only dealing with the figure as of 19587

Mr. SELLAR: March 31, 1958.

Hon. Mr. MARTIN (Essex East): Yes; the end of the fiscal year?

Mr. SELLAR: Yes.

Hon. Mr. MARTIN (Essex East): It is now, of course, considerably higher.
Can you tell us the expenditure on old age pensions by the government of
Canada prior to the adoption of the universal system—or perhaps that is
not a fair question?

Mr. SELLAR: You are referring to the Old Age Pension Act that dates
from 1928, and subsequent legislation? I have not those figures.

Hon. Mr. MARTIN: (Essex East): What I am seeking to convey to the
committee, Mr. Chairman, through Mr. Sellar, is that when we talk of the
old age security deficit we fail to take into account that the government of
Canada was spending over $100 million on old age pensions prior to 1951,
and that this deficit, great as it is, must be considered in the light of the
fact that it includes expenditures that would have been made by the govern-
ment of Canada at least in the amount of $106 million but for the new act.
I think that we must also take into consideration—and I ask Mr. Sellar if
this is not correct—that when the old age security universal system was
established, as a result of an all-party committee, it was assumed that there
would be continuing obligations by the government of Canada in addition
to the contributions made by individuals to this partially contributory scheme.

Mr. SmatH (Simcoe North): Which witness should we examine?

Hon. Mr. MARTIN (Essex East): Well, does my hon. friend object to this
information?

Mr. SmiTH (Simcoe North): Not at all.

Hon. Mr. MARTIN (Essex East): Then why does he interrupt? I am try-
ing to establish this fact. The impression is continually given, both under
this administration and under the previous one, that the deficit represents
something that indicates the inadequacy and the economic weakness of the
whole system. I am seeking to establish that is not the case, that when the
all-party committee established the old age security scheme it was assumed
that there would be a continuing obligation by the government of Canada.
Part of the cost of the scheme would be borne by contributions made by
employers, by employees and others, but there would be a continuing con-
tribution, as there had been under the old scheme, by the government of
Canada. The result is that the deficit—in present terms, some $190 million;
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and now, at the end of the fiscal year 1958, $104 million—really does not
represent as disastrous a situation as is often pictured. Do you concur in that,
Mr. Sellar?

Mr. SELLAR: Well, sir—

Mr. DryspaALE: “Yes” or “No”.

Mr. WaALKER: That is a four-and-a-half minute question.

Mr. SELLAR: The big difference between the past and the present, Mr.
Martin, is that the legislation of a few years ago set up a scheme based on |
the principle that it would be a self-supporting scheme and would be treated
as independent of the ordinary accounts of government. That is why you have
the appearance of a deficit.

You mentioned a while ago that they spent $100 million under the old
scheme. Last year they spent $473 million. Both, in my humble opinion, are
expenditures of the government of Canada. But, to preserve the idea of a
contributory scheme, we have set up a special account, and the government
makes loans to finance that account whenever it falls short.

The rate of payments has gone up. The number of new beneficiaries or
pensioners is approximating 30,000 a year; and when we have good years,
We very nearly match. Two years ago we very nearly matched. We have not
had such good times lately, and we are in the red.

Hon. Mr. MARTIN (Essex East): You say ‘two years ago”. What was the
deficit two years ago—about $7 million?

Mr. SELLAR: About $7 million.

The CHAIRMAN: Would you just explain to the committee, Mr. Sellar,
what taxes are provided to make up this fund at the present time?

Mr. SELLAR: There are three taxes. They are all imposed by the Old Age
Security Act. There is a 2 per cent sales tax. That is the same basis as is
authorized by the excise tax schedule. Then individuals pay the lesser of 2
ber cent of their income tax or $60, while corporations pay 2 per cent of
their taxable earnings.

The CHAIRMAN: Which provinces have the largest increase? Have you
those figures?

Mr. SELLAR: Of course, there are far more in Ontario than any other
brovince. Last year there were 301,000 recipients in Ontario. The next province
was Quebec, with 174,000; then British Columbia with 104,000.

The CHAIRMAN: Did I understand you to say that the rate has been
substantially - increased?

Mr. SELLAR: Oh, yes. It has gone from $40 to $55.

Hon. Mr. MARTIN (Essex East): I see in paragraph 26, the second sentence,
“When the Old Age Security Act was enacted in 1951, an aim was to create
a self-supporting fund to be fed by proceeds of taxes imposed by the Act”.

I presume you mean there, that was. the aim of the government, because
I suggest to you, with great respect, it was not the aim of the all-parliamentary
committee.

Mr. SELLAR: I am just going by reading the act, sir. That is all I am
going by.

Hon. Mr. MARTIN (Essex East): Yes.

Mr. SELLAR: It says there shall be established a special account. There shall
be credited to this certain proceeds; there shall be charged to it all expendi-
tures—and if there is any deficit, the minister shall make a loan to it. That

is what I mean.
20884-3—2
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Mr. WALKER: You say you are going by the act. When was the act passed?

Mr. SELLAR: In 1951.

The CHAIRMAN: What is the increased number of persons getting pensions?

Mr. SELLAR: In 1958 there were 827,560; in the year before there were
797,486. That is roughly 30,000 people.

Hon. Mr. MARTIN (Essex East): You might explain to Mr. Walker, Mr.
Chairman—with, I am sure, the restraint that you always have—the difference
between an act passed by parliament and the recommendation of a committee
with regard to proposed legislation.

Mr. WALKER: That is self-evident. I was wondering whether my friend
understood it.

Mr. BELL (Carleton): Apparently, in drafting the act you did not follow
the recommendation of the parliamentary committee.

Hon. Mr. MARTIN (Essex East): You are quite right.

Mr. BELL (Carleton): With the same respect for parliament you have
always shown!

The CHAIRMAN: Is there anything more on old age security fund deficit,
paragraph 18? Is there anything you care to ask about paragraph 26? I think
we have covered most of it.

The second part of paragraph 18 deals with family allowances in 1957-58.
Can you give us the breakdown of the payments to the provinces, Mr. Sellar?

Mr. SELLAR: Overall there were approximately—if I may use round
figures—>5,800,000 children in receipt of allowances in 1958 (I am talking about
the fiscal year), as compared with 5,570,000 the previous year, which is an
increase of about 225,000 children.

Three years ago Quebec had the largest number of children. In the last
two years Ontario has passed ahead. In the last year there were 1,825,000
children in Ontario; 1,787,000 in Quebec. This increase is general all over the
country; every province has shown some increase. In the year 1958, 44,000
children of immigrants qualified for the allowance for the first time.

The CHAIRMAN: I am sorry, Mr. Sellar, I did not hear the last part of
your answer.

Mr. SELLAR: I said 44,000 foreign-born children qualified for the allow-
ance in 1958.

Mr. DryspALE: What is the qualification, Mr. Sellar?

Mr. SELLAR: They have to be resident in Canada a certain period of time.

Mr. PICKERSGILL: It is one year, is it not?

Mr. DRYSDALE: Just one year residence for the child?

The CHAIRMAN: There was an increase of 44,000 foreign-born children
of newly-arrived immigrants who have been here one year; is that it?

Mr. PickersGILL: I wonder if Mr. Sellar could give an estimate of the
amount of the increase that was due to the increased rates established in Mr.
Harris’ last budget for family allowances?

The CHAIRMAN: That was an increase of $1 a child per head, was /it not?

Mr. SELLAR: Mr. Harris estimated that that would represent $24% million.
In that regard you have to bear in mind that you have 225,000 more children,
and you have also to bear in mind that Mr. Harris’ recommendation took
effect during the year, not as of the first of the year, and therefore did not
cover the whole year.
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I would say offhand, that while Mr. Harris estimated $24% million, he was
estimating, I think, from September 1, so that you would have to add five
months more. I would say it would be roughly $40 million. But that is
guesswork on my part.

Mr. PrckERsGILL: While we are on this subject, I wonder whether this is
not closely related, though it is not in this department at all. There was a
children’s assistance program established for immigrant children immediately
on their arrival in Canada in order to bridge the gap in the first year. Have
you the total figure for that?

Mr. SELLAR: I would have to get that information, sir. I have not it here.

Mr. REGIER: Mr. Chairman, I wonder if I might have this information? On
behalf of how many families are family allowances paid in the province of
Newfoundland?

Mr. SELLAR: I have not the figure for families; I have the figure for
children. I have it for three years. Would that suit you?

Mr. REGIER: I only want the latest figure.

Mr. SELLAR: Last year, 187,035.

Mr. REGIER: That is over half the population.

Mr. PICKERSGILL: No; it is about one-third.

Mr. DrYSDALE: What is that in dollars?

Mr. SELLAR: It is $14,131,000.

Mr. REGIER: Is not it a fact that the population is roughly 450,000?

Mr. PICKERSGILL: Yes.

The CHAIRMAN: Mr. Sellar, did you give the breakdown of the payments
to the different provinces?

Mr. SELLAR: No. J

The CHAIRMAN: With the consent of the committee, shall we have those
figures put in the record, rather than read them?

Some hon. MEMBERS: Agreed.

A three-year comparison of numbers and total of payments by provinces is:

1956 1957 1958
Province No. $ No. $ No. $
Newfoundland........... 175,474 12,415,000 181,237 12,882,000 187,035 14,131,000
Nova Scotia............. 244,551 17,597,000 248,287 17,973,000 253,713 19,400,000
Prince Edward Tsland. . . 36, 144 2,622,000 36,173 2, 641,000 36,839 2,824,000
New Brunswick. ........ 214,966 15,452,000 218,073 15,779,000 224,047 17,075,000
T R 1,675,840 120,390,000 1,729,386 124,368,000 1,786,800 136,081,000
T, R T A 1,657,561 116,604,000 1,734,813 122,539,000 1,825,274 136,706,000
Manitoba................ 272,016 19,418,000 276,192 19,889,000 283,863 21,521,000
Saskatchewan........... 296,027 21,401,000 208,085 21,645,000 306,045 23,242,000
AN N S 380,095 26,753,000 395,234 27,953,000 414,550 31,030,000
British Colombia. .. .. ... 412,819 29,097,000 440,749 31,030,000 466,169 34,969,000
N.W. T, and Yukon. ..., 11,043 786, 000 11,317 819, 000 12,045 - 907,000

5,377,436 382,535,000 5,571,436 397,518,000 5,796,380 437,886,000

Mr. DryspaLE: I was just wondering whether, Mr. Sellar, with regard to
the old age security fund and the family allowances, you are satisfied with
the way the accounts are being kept in those two departments?

Mr. SELLAR: Yes, they are very simple accounts.

Mr. DrRysDALE: And you have no recommendations for any alterations?

20884-3—2}
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Mr. SELLAR: No, they are being kept as economically as I think is
possible.

Hon. Mr. MARTIN (Essex East): Very good administration.

The CHAIRMAN: That completes paragraph 18. Paragraph 19, public
works.

Mr. BoURGeT: Mr. Chairman, with regard to paragraph 19, would Mr.
Sellar explain the procedure followed in taking expenditures on the Trans-
Canada highway in different provinces—or are you taking the figures given
to you by the Department of Public Works?

Mr. SELLAR: May I use one province, whose account passed before me
the other day?

Mr. BoURGET: Yes.

Mr. SELLAR: A progress claim came in from the province of Manitoba.
It was complete in all details as to the particulars. It was certified by the
deputy minister of highways of the province; it was certified by the pro-
vincial auditor or comptroller of the province; it was certified by the respon-
sible engineer of the Department of Public Works of Ottawa in the province;
it was certified by the treasury costs section and also by the treasury office
of the comptroller of the treasury in Winnipeg. Therefore, there were either
five or six certificates in connection with that. Quite frankly, I do not go
very far beyond that. If six people examine it, we just total it to make sure
things look all right, and we pass it.

Mr. BOURGET: So you are relying mostly on the figures given by Public
Works? |

Mr. SELLAR: The figures are supplied first by the province and verified
by Public Works and the treasury; and if they make payments the accounts
come to us. I do not send a man out in the field to make an examination
of those claims.

The CHAIRMAN: What amount has been spent on the trans-Canada high-
way to date?

Mr. SELLAR: When you say to date, do you mean March 31, 19587

The CHAIRMAN: Yes.

Mr. SELLAR: Roughly $156 million.

Hon. Mr. HELLYER: You mentioned six certificates on an account in
connection with the trans-Canada highway. To an ordinary layman like my-
self, it sounds like a lot of paperwork is involved in order to get a-small
amount of physical work done. Do you think the method of doing this work
and paying for it is the most thorough there is available?

Mr. SELLAR: I have no opinion as to that, sir; we are governed by the
- agreement. It is in the agreement that the deputy minister of the department
of highways and the provincial auditor must certify. I think those are two
safeguards the government of Canada should have. That has been in the
agreement ever since the arrangement started seven or eight years ago.

Hon. Mr. HELLYER: Do you have any recollection as to whether accounts
were received by the federal government for those works in the province of
Ontario which allegedly were not actually constructed?

Mr. SELLAR: You are referring to those which were under inquiry a
few years ago?

Hon. Mr. HELLYER: Yes.

Mr. SELLAR: Yes; we are mixed up in those.

Hon. Mr. HELLYER: Those accounts have been received?

Mr. SELLAR: Some, yes.
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Hon. Mr. HELLYER: Have you any idea of the number of certifications on
those accounts?

Mr. SELLAR: The amount involved, so far as the government is con-
cerned, was small. All accounts had not been sent forward.

Hon. Mr. HELLYER: I am not talking about the amount of money, but
the number of certifications on the accounts.

Mr. SELLAR: Oh yes, you had the usual number; you had the provincial
deputy minister and so on.

Hon. Mr. HELLYER: If, in fact, you had the usual number of certifications,
and yet you use this as a criterion of the validity of the accounts, other than
the rubber stamp that is affixed by the province, how can you justify the
amount being in fact all right?

Mr. SELLAR: Well, every man who certifies has a responsibility. They
cross-check each other in the field, and that is' the only place where you can
{’nake a cross-check. If the engineers in the field are good, they are check-
Ing their opposite numbers in the government; if the treasury cest accounting
beople are good, they are checking the certificate that the provincial auditor
Signs. That is what I mean. So far as I am concerned, by the time it comes
here it is just a mass of paper.

Mr. DryYSpDALE: But it has been cross-checked?

Mr. SELLAR: Yes, there is nothing further I can do.

Mr. DRrYSDALE: On the ground actually.

Mr. SELLAR: Yes. My only justification for going into it would be that I was
suspicious of something.

The CHAIRMAN: Which province has received the largest payment?

_ Mr. SerLLar: Ontario, naturally. Ontario has received $41,240,000 and
British Columbia has received almost the same, $40,820,000. Quebec has not
received any. :

Mr. SmrtH (Calgary South): Would you give us the Alberta figure as well?

Mr. SELLAR: All of them? :

Mr. SmitH (Calgary South): No, the Alberta figure.

Mr. SELLAR: Do you mean the total to date?

Mr. Smare (Calgary South): Yes.

Mr. SELLAR: $17,264,000.

The CHATRMAN: Under the act what amount remains to be spent on trans-
Canada highway?

Mr. SELLAR: Approximately $94 million. The act appropriates $250 million
to be spent by May 31, 1961.

The CHAIRMAN: Are there any other questions, gentlemen?

Mr. PIcKERSGILL: Do you happen to have a figure for Nova-Scotia?

Mr. SELLAR: Yes. Do you want the total?

Mr. PicRERSGILL: Yes.

Mr. SELLAR: $4,793,000.

The CraTRMAN: Public buildings is also included in paragraph 19. Public
building construction in Ottawa is mentioned. Have you a list of the principal
Public buildings under construction in Ottawa?

Mr. SELLAR: Yes. I have a list. There is the geological surveys building on
which we spent $2,800,000 last year; the science building at the expe.rirpental
farm, on which $2,400,000 has been spent; the forest laboratory bu1.1d1ng of
Mines and Technical Surveys, $1,700,000; the chemical laboratory of Mines and
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Technical Surveys, $1,350,000, the administrative building for Mines and Tech-
nical Surveys, $1,200,000, and the new public works building, $1,200,000; com-
pleting the trade and commerce building, $1,200,000; and the building to house
the national gallery, $1,100,000. Those are the big buildings.

The CHAIRMAN: Are there any other questions?

Mr. DryspALE: In respect of the Department of Public Works, are you
satisfied with how the accounts are being maintained, or do you have any
recommendations by which they could be made more efficient.

Mr. SELLAR: No, sir. There is a good system of control in the accounts of
public works. We have no objections.

Mr. DrYSDALE: Just for my own personal information, in respect of the
matter of changes in procedure, is any effect given to any of your recommenda-
tions? For instance, I understand it is originally the treasury board which sets
out the accounting procedure and that you, as auditor, I assume, have to take
the systems as they are. Do you make recommendations in the field and, if so,
are they generally accepted?

Mr. SELLAR: Technically, you are right when you say the treasury board.
Actually, treasury board does not do anything about it. It is left to the comp-
troller of the treasury to do, and he devises the system. I cannot criticize
that system because I was the first comptroller of the treasury and I put it
in. I think it is a good system. It has been improved since. When we find
weaknesses we take it up with the comptroller of the treasury and with the
department. Their co-operation is excellent. Where we convince them they
are wrong they immediately make changes. Sometimes they convince us we
are wrong and we shut up our mouths.

Mr. DryspaLE: Effectively then, as far as the other departments are con-
cerned, you will not have any recommendations as to suggestions in respect
of the accounting system at all?

Mr. SELLAR: No, sir. The only accounts about which I worry are our
records in connection with stores. I am far from satisfied that we have a
comprehensive control of stores.

Mr. DryspaLE: Could you draw it to the attention of the committee when
you come to particular departments with reference to that?

Mr. SELLAR: No, sir. I am speaking in principle, not particulars.

Mr. DryspaLE: That would hit almost every department?

Mr. SELLAR: Every department, including my own little department

Mr. LaMBERT: How much of the work in this list of public buildings in
Ottawa is under the direct control of public works where they have done the
engineering and architectural work?

Mr. SELLAR: I would have to obtain the particulars on that. Quite often
they have an outside architect on the 5 per cent basis. You would like a list
of this?

Mr. LamperT: Yes. Further, in determining costs of these buildings and
the cost of the services of engineering and technical staff of the various gov-
ernment departments, are the costs of their services actually determined or
is it merely the out-of-pocket salaries?

Mr. SELLAR: Generally they get 5 per cent of the contract price.

Mr. LamBERT: No; I am speaking of cases where the technical services
are provided by the department itself.

Mr. SeELLAR: They would be shown, not as a charge to the construction
but to a departmental vote.
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Mr. LamBerT: Is there any way of determining whether or not it is
cheaper to use a departmental engineer or architect to design a project as
'flg;)ainst bringing in a consultant or professional architect or engineer to do the
job.

Mr. SELvar: I do not know; that is a question for administration. You
will have various problems. I do not think cost is really associated with the
decision. The question is whether they have available the men suitable for
the job?

Mr. LAMBERT: In your experience do you then say that cost is never
considered as to whether or not you will use technical personnel within
government departments as against outside consultants or professionals?

Mr. SELLAR: Of course they will take note of it, but they will figure a five
per cent fee is a reasonable compensation to a practicing architect and that
almost the equivalent amount will be paid if it is done by the government.

Mr. BrooMmEe: It will be more.

Mr. LamperT: What do you go into in determining what is paid by the
government with regard to that cost?

Mr. SELLAR: You have all the salaries, the plans and specifications, the
engineers’ plans and so on. I have to be general in my language because I
know nothing about construction.

Mr. LAMBERT: Is anything given to you covering certain items of overhead
which a private concern would have to consider? What I am speaking of is
Yyour light, rent, and so on?

Mr. SELLAR: In government costing we take that in to a limited extent.
We do not carry it through to the same minute detail.

Mr. LaMmBERT: I see. Then is it fair to say that a comparison of costs put
forward by, say, a private engineering or architectural firm to those put
forward by a government department is not a true comparison?

Mr. SELLAR: Oh, I would not try to answer that. I have never had to
review those cases—that is, one prepared by the department and one by an
outside firm. I have never had an actual case before me and I cannot answer.
I would be lying to you if I tried to pull an answer out of the air.

Mr. LamBeRT: Have you ever given consideration to it?

Mr. SELLAR: No, sir.

Mr. LAMBERT: That is to say whether or not a wholly government-operated
Project is more efficient and less expensive than one handled by outside con-
sultants and engineers, architects and so on?

Mr. SELLAR: No, sir. Among others, one reason is that if you developed
a full-scale division in any department or all departments to cope with all
government work, at various times the personnel would not have anything to
do; they would be sitting around while the overhead would be going on all
the time. What the departments have aimed to do is try to keep their architects
and engineers down to what they regard as reasonable limits within their
Tequirements and when they need more they go outside. If you want more
Particulars you would have to go to the department. I am not wise enough
to give you the correct answer.

Mr. BrooMmE: You could say that they act in the same way as they do
Wwith lawyers, when they go out; instead of keeping a big staff of lawyers on
hand, they farm out the work.

The CHAIRMAN: We have three paragraphs which I would like to get
through today if we could.
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Mr. DryspaLE: While we are dealing with the Department of Public
Works, Mr. Sellar mentioned the question of the handling of stores which he
said ran through all departments. I would be interested if he could refer to
the problem, making reference to the Department of Public Works, and give
an indication as to what suggestions or recommendations he may wish to make.

Mr. SELLAR: Mr. Drysdale, you come from British Columbia and I shall
give you an example from there. In British Columbia we own a lot of real
estate. I mean the Crown in the right of Canada. We have many public
facilities large and small, from buoys in the river to lighthouses and every-
thing else; but there is no overall record of these things. There is no way of
putting a value on them.

I shall go back thirty or forty years so that nobody will feel there is
anything political in it, but at that time we were buying a piece of land in
Halifax. The dominion archivist discovered that we already owned that land.
Such a thing can happen when a government has holdings all over the country.

I would like to see our control of public property improved, but it is going
to be a slow job. You would have to take into calculation each step, as to
whether it is worth the price that it would cost to maintain it.

Mr. DRYSDALE: You would just offer a recommendation as to each indi-
vidual item?

Mr. SELLAR: We are working with the departments all the time, but we
are not going to try to make a new heaven and a new earth this year or
next year.

Mr. DryspaLE: I take it there is nothing which the public accounts com-
mittee could do about it from a practical point of view?

Mr. SELLAR: No.

Mr. WALKER: This is the time to start, is it not?

Mr. SELLAR: These things get into circulation throughout the departments.

The CHAIRMAN: It will probably come about in three or four years.

Mr. SELLAR: You are probably playing the part of a “John the Baptist”.

The CHAIRMAN: Let us discuss paragraph 20.

Mr. BrRooME: In regard to that paragraph, would it be possible, without
too much work, for you to determine how much money the government has
paid to the Canadian National Railways through telegraph and freight charges,
because the government routes practically all its business through the Cana-
dian National Railways, does it not? f

Mr. SELLAR: Oh no, the business is split.

Mr. BRooME: You say that as much as possible the business is split half
and half between the two railroads?

Mr. SELLAR: I think as a rule the departments try to place their business
between the two companies, that is, between the two big companies. The
smaller companies do not get as much, of course.

Mr. BROOME: So it is not a question of hobbling the government?

Mr. SELLAR: No. For example, consider the link from Sudbury to the
head of the lakes, where there is a subsidy of $7 million.

Mr. BROOME: Yes. -

Mr. SELLAR: Well, roughly speaking the Canadian National Railways get
$3.6 million of it, and the Canada Pacific Railways gets $3.3 million. I am
giving you round figures.

Mr. BROOME: I believe that is done on a tonnage basis.
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Mr. SELLAR: It is based on the cost of maintenance of the railways; and
when we add the telegraph business, we pick the telegraph company which
runs into a particular town. If it runs into a city, it may go to one or the
other company. But I think you will find that the Post Office and all the
other big users try to average it.

Mr. BRooME: Would it be possible for you to tell us, without going to too
much trouble, what the total freight bill was as between the two railroads?

Mr. SELLAR: It would be a colossal job.

Mr. BrRooMmE: Well, in that case, just forget it.

Mr. DrRYSDALE: Is this matter of averaging out one of departmental policy,
carried on by each department, or is it a matter of instructions?

Mr. SELLAR: There may be instructions, but generally speaking it is just
long established policy that the government railway should get a fair share
of the business, and that the Canadian Pacific Railway as a taxpayer should
get its fair share as well.

Mr. DRYSDALE: Are there instructions given to the various departments?

Mr. SELLAR: I do not think there are any instructions given to anybody.

Mr. BRooME: I should think the Canadian National Railways would get
most of the telegraph business.

Mr. SELLAR: I know that my office uses the Canadian National,—why,
I do not know.

The CHAIRMAN: Who is the auditor of the Canadian National Railways
today?

Mr. SELLAR: The report which will come before you for the year 1957
will be signed by Ross, Touche and Company. George Touche and Company
were named auditors for 1958, but they have consolidated with P.S. Ross and
Sons. The appointment is made by act of parliament and it named Mr. de
Lalanne of Montreal to be the auditor this year.

The CHAIRMAN: That would be McDonald Currie and Company, chartered
accountants. Is there anything else under the Department of Transport?

Mr. BrooMmE: Yes. In regard to the deficit of the Canadian National
Railways, of course they have independent auditors; but is there any way
of comparing the operations between the Canadian Pacific Railway and the
Canadian National Railways, leaving out ancillary operations of the Canadian
Pacific Railway and simply comparing them as railway operations, and in
measuring the cost per ton mile of moving freight? Is there any method or
yardstick by which it is possible to compare their operations?

Mr. SELLAR: It may be that the Board of Transport Commissioners make
such an analysis, but I have no idea.

The CHAIRMAN: You refer to the obsolesence item because it is a con-
tinuing affair, because they are currently switching over to diesel engines,
but they have some steam engines which still have years of good life left,
and which they are writing off. The obligation of the government is only
to pay the annual deficit; is that right?

Mr. SELLAR: Yes.

Mr. BeLL (Carleton): This $73 million is a supplementary item. How
much is the total depreciation charged to operating expenses? Do you have
that figure?

Mr. SeErLar: No, I will have to get you that figure. You want the
depreciation?
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Mr. BELL (Carleton): The total depreciation that is charged to operating
expenses and which would be taken into consideration in achieving the amount
of the main deficit.

Mr. SELLAR: Yes.

Mr. DryspALE: Mr. Chairman, what is the basis for completing this obso-
lescence on steam locomotives? I do not quite understand it. I do not want
to appear too naive; I know there is a change-over to diesel power. But is
it projected to a certain year?

Mr. SELLAR: It is projected to the life of the ordinary. locomotive, when
it would be written off in the ordinary way. If it had still five years of life
ahead of it, they accumulated the five years’ depreciation into this $74 million.

Mr. DryspALE: Is the obsolescene computed when, say, the steam locomo-
tive is replaced by a diesel locomotive?

Mr. SELLAR: Yes.

Mr. DryspALE: When it is replaced by a specific diesel locomotive?

Mr. SELLAR: Yes.

Mr. DryspALE: It is not a sort of obsolescence of all the steam locomotives
throughout the system?

Mr. SELLAR: No; it is just a specific instance. That is my understanding.

The CHAIRMAN: May I suggest that we leave paragraph 21, which con-
cerns the Department of Veterans Affairs; paragraph 22, Department of Fi-
nance; and paragraph 25, Post Office? I think the time is really too short to
give them adequate examination at the moment.

May I suggest, gentlemen, that we adjourn to next Wednesday, April 15,
at 9.30 a.m.




HOUSE OF COMMONS

Second Session—Twenty-fourth Parliament

1959

STANDING COMMITTEE
ON

PUBLIC ACCOUNTS

Chairman: Mr. ALAN MACNAUGHTON

MINUTES OF PROCEEDINGS AND EVIDENCE
No. 4

Public Accounts (1958) Volumes I and IT and

Auditor General’s Report Thereon

Wednesday, April 15, 1959

&

WITNESS:
Mr. Watson Sellar, C.M.G., Auditor General

THE QUEEN’S PRINTER AND CONTROLLER OF STATIONERY
OTTAWA, 1959
20927-0—1



STANDING COMMITTEE ON PUBLIC ACCOUNTS

Chairman: Mr. Alan Macnaughton,
Vice-Chairman: Mr. Richard A. Bell (Carleton),

and Messrs.
Benidickson Hales Pickersgill
Bissonnette Hanbidge Pratt
Broome Hellyer Regier
Bourget Johnson Robichaud
Bruchesi Keays Smith (Calgary South)
Campbell Lahaye Smith (Simcoe North)
(Lambton-Kent) Lambert Smith (Winnipeg North)
Campeau Macdonald (Kings) Spencer
Charlton Martin (Essex East) Stefanson
Chown McGee Stewart
Crestohl McGrath Valade
Denis McGregor Villeneuve
Dorion McMillan Walker
Drysdale Morissette Winch
Fraser Morris Wratten
Godin Morton
Grenier Murphy _

Antonio Plouffe,
Clerk of the Committee.




MINUTES OF PROCEEDINGS

WEDNESDAY, April 15, 1959.
(5)

The Standing Committee on Public Accounts met this day at 9.30 o’clock.
The Chairman, Mr. Macnaughton, presided.

Members present: Messrs. Bell (Carleton), Benidickson, Broome, Bourget,
Bruchési, Campeau, Charlton, Chown, Denis, Drysdale, Hales, Hanbidge,
Hellyer, Keays, Macdonald (Kings), Macnaughton, McGee, McGregor, Morton,
Pickersgill, Pratt, Smith (Calgary South), Smith (Winnipeg North), Stefanson,
Stewart, Villeneuve, Walker, Winch, and Wratten.—(29)

In attendance: Mr. Watson Sellar, Auditor General for Canada.

Mr. Watson Sellar was called. He tabled answers to questions posed on
A_pril 8 by Messrs. Bell, Lambert and Pickersgill and supplemented answers
given to Messrs. Bourget and Martin at the last meeting.

An answer to Mr. Bell dealing with establishments and pay rates of Service
Forces for 1948 and 1958 was ordered printed as an appendix. (see Appendix
P-1 to this day’s evidence).

Mr. Sellar was examined further on paragraphs 21, 22 and 25.
The Committee then considered paragraphs 27 to 38.

Referring to paragraphs 28 and 29, the Chairman tabled an amendment to -
Seption 28 of the Financial Administration Act. Mimeographed copies were
distributed forthwith.

At 10.55, Mr. Sellar’s examination still continuing, the Committee adjourned
until Wednesday, April 22nd, at 9.30 o’clock.

Antonio Plouffe,
Assistant Chief Clerk of Committees.

7%
20927-0—13






EVIDENCE

WEDNESDAY, April 15, 1959.

The CHAIRMAN: Gentlemen, we have a quorum. I notice the Toronto
members seem to be in particularly good form this morning and I hope we
will have an orderly meeting. Mr. Sellar will give the answers to a few
questions which were asked at the last meeting.

Mr. WATsoN SELLAR (Auditor General of Canada): Mr. Chairman, as you
say, there were a few questions asked.

The first question was asked by Mr. Bell, who desired a comparison of
the strength of the service forces in 1948 and 1958. Also he asked for a
comparison in general terms of pay and allowances. I have a compilation
prepared and I have given a copy to Mr. Bell. It involves quite a number of
figures and I suggest that I be allowed to put it into the record and have it
appear that way.

The CrAIRMAN: Will you produce it and put it in as Appendix P-1. Would
you care to make any further comments?

Mr. SELLAR: This might be of interest. The strength of the defence active
forces in 1948 was 34,759. As of March 31, 1958, the figure is 119,038, which
shows the growth during this period. Then I have set out the pay rates and
allowances for the different ranks.

The CHAIRMAN: What do they show?

Mr. SELLAR: They vary as you go down. That is why I suggested that
it be allowed to go into the record. I doubt if the members will follow me.

The CHAIRMAN: They show a fairly substantial increase.

Mr. SELLAR: Oh, yes. Mr. Bell also asked what provision for depreciation
Was made in the Canadian National Railways accounts for the year ended
December 31, 1957. The railway operating expenses of $734,556,041 shown in the
consolidated income statement included charges for depreciation to a total of
$78,660,230. This includes the supplementary depreciation of $7,500,000 with
respect to steam locomotives, which was a subject of discussion at the last
meeting.

Mr. ‘Lambert brought up the question of retaining architects for the
construction of public buildings in Ottawa and asked for information with
respect to the eight projects that I had named at that meeting. I have had a
check made and in seven of the eight projects outside architects were retained.
~ The one performed by the departmental staff was the chemical laboratory on
Booth street.

Mr. Pickersgill asked for the amount paid in 1957-58 as welfare assistance
for immigrant children who had not yet qualified under the Family Allowances
Act. The amount was $3,422,840. This is a scheme where when three months
in arrears $5 may be paid with respect to an immigrant child who is not yet
qualified.

Mr. Chairman, with your permission, I would like to amplify certain
answers I made at the last meeting, because I was wrong. I am correctly
Teported, but I did not complete my answers. May I do 'so?

The CHAIRMAN: Is permission granted?
Agreed.

79
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Mr. SELLAR: During the discussion of the treatment of the accounts in the
Department of National Defence for educational purposes, Mr. Bourget asked
me what amount was spent in the way of capital construction. I replied that
in the year it was relatively small. When my chaps saw the transcript of
the proceedings they told me I was confusing with educational schools some
schools which I had assumed were training schools for the service forces.
Actually, the capital expenditure for educational schools in the year 1957-58
was $5,436,000. This is a much larger amount than I led Mr. Bourget to believe.

Then Mr. Martin asked for a two-year comparison of the ‘expenditures on
telephones. I replied that there was no such tabulation available. I do not
know why I gave that answer, because three years ago the treasury started
the practice of printing in the public accounts a tabulation of standard objects
of expenditure, headings and included is one for telephones, telegrams and
other communication services. There is no breakdown by telephones, but
collectively they are there. I think that is what he wanted. Under that
heading the comparison is: $14,749,939 was spent in 1956-57 and $15,249,394
was spent in 1957-58.

Then Mr. Martin asked me for travelling expenses. Again they are not
shown separately, but, together with travelling and removal expenses, in the
year 1956-57 the total was $61,000,900, and in 1957-58 it was $66,720,528.

I give you those figures because my previous answers were incomplete.

The CHAIRMAN: Gentlemen, it may interest you to know that up to date
Mr. Sellar has answered approximately 125 questions at our meetings this
session. I think he should be congratulated on his effort and knowledge.

Mr. BELL (Carleton): Or questions on 125 subjects.

The CHAIRMAN: At our last meeting we were dealing with paragraphs
16 to 26, but we had not finished paragraph 21 which deals with Veterans
Affairs, paragraph 22, Department of Finance and paragraph 25, Post Office.
I wonder if we could turn to paragraph 21 at this time.

Mr. Sellar, have you any statistics by way of comparison showing the
number of pensioners in the World War I and World War II? Has it increased
or decreased?

Mr. SELLAR: Naturally the pensioners in regard to World War I are slowly
decreasing. Pensions for disability decreased approximately by 2,000 in the
year. Then in connection with World War II, the pensioners increased roughly
by 500. Of course, the war veterans allowances have gone up.

The CHAIRMAN: What is the increase in the number of persons getting
allowances, or the number of pensioners?

Mr. SELLAR: Are you wanting the veterans—or the veterans, the widows,
the orphans and so on?

The CHAIRMAN: We might have all of them.
Mr. SELLAR: The total number of recipients for war veterans allowance in

1956-57 was 53,590; in 1957-58 the number was 59,549; over 1,000 of that .

figure was due to an amendment in the act providing for special awards on
the death of the recipient of war veterans allowance.

Mr. HELLYER: Do you have the corresponding dollar ﬁgures‘?

- Mr. SELLAR: Yes. Do you wish them for both pensions and war veterans?
Mr. HELLYER: Yes.
Mr. SELLAR: The figure for World War I pensions in 1956-57 was $53,430,000

and in 1957-58 it was $58,700,000. In connection with World War II, the

figure for 1956-57 was $74,330,000 and in 1957-58 it was $83,900,000.

Then with respect to war veterans allowances, in 1956-57 the amount :l
was $41,260,000, and in 1957-58 the amount was $47,990,000. I am giving you Bt

the round figures in each case.
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The CHAIRMAN: What is meant by special awards?

Mr. SELLAR: Special awards are provided when the recipient of a war
veterans allowance dies and leaves a widow. She may be granted a sum
during the succeeding twelve months.

The CHAIRMAN: For the benefit of the committee and myself, would you
explain what is the difference between a war pensioner and a war veterans
allowance recipient?

Mr. SELLAR: A war pensioner has suffered a disability during service;
a war veterans allowance is awarded to a man who may be receiving a small
pension. But, generally speaking, it is awarded, in the case of a man over 60
years of age and in the case of a woman over 55 years of age, who is for
physical or mental reasons incapable or unable to earn a living, and they
receive some assistance.

The CHAIRMAN: What is the rate?

Mr. SELLAR: Not exceeding $70 a month for a single man and not exceeding
$120 a month for a married man. In other words, the war veterans allowance,
together with the income of the individual which is not exempt, must not
exceed in total, in the case of a single person, $1,080, or $1,740 in the case
of a married couple.

The CHAIRMAN: I see in the year under examination there was an increase
of $15 million in war pensions and $7 million in veterans allowances.

Mr. SELLAR: Yes; that was due to the increase in rates.

The CHAIRMAN: Are there any other questions, gentlemen; if not, let us
proceed to paragraph 22, Department of Finance.

Mr. BELL (Carleton): Could you tell us what the present actuarial deficit
in the superannuation amount might be?

Mr. SELLAR: Well, in the accounts it is shown as $139 million. In fact,
Mr. Bell, a new valuation is being made. It is not completed, but it is in
process. We will know shortly what the true situation is. The present one
you have is based on calculations made in 1947, and brought up to date
in 1952.

Mr. BeELL (Carleton): Is it felt that those calculations are perhaps now,
in the light of changed circumstances, inadequate?

Mr. SELLAR: I have no idea, sir; no idea whatsoever.

Mr. BELL (Carleton): The 139 million actuarial deficit you speak of is
after the payments you refer to in paragraph 22?

Mr. SELLAR: Yes. Originally it was 312 million.

The CHAIRMAN: I notice you say the Canada Countil has received as
cash—the beginning of paragraph 22.

Mr. SELLAR: Yes.

The CHAIRMAN: That was paid over with interest?

Mr. SELLAR: Yes. I have an item further on in the report in connection
with it.

The CHAIRMAN: What is the amount of the general reserve?

Mr. SELLAR: It is $546,384,000.

Mr. HELLYER: Do you audit the Canada Council’s account Mr. Sellar?

Mr. SELLAR: Yes, I am named by the act.

The CHAIRMAN: With regard to the tax agreements, what was paid to
Ontario in 1957 and 1958?

Mr. SELLAR: Under a tax sharing agreement Ontario received in 1957, in
round figures, $162 million; and in 1958, $75,700,000.
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The CHAIRMAN: Could you tell us what tax rental payments have been
made to Newfoundland and Quebec?

Mr. SELLAR: On a comparative basis, or just for the year?

The CHAIRMAN: Just for the year; the increase, if any.

Mr. SELLAR: In 1958 Newfoundland received under the tax agreements
$16,300,000, and Quebec received $44,700,000. That does not, of course, in-
clude subsidy payments.

The CHAIRMAN: Would you have the increase in the last three years?

Mr. SELLAR: Yes. In 1956, under the tax agreements, Newfoundland
received $12,700,000; in 1957, $14 million; and in 1958, $16,300,000.

In 1956 Quebec received $1 million; in 1957, $1,200,000; and in 1958,
$44,700,000.

Mr. STEWART: Might I ask if that includes the adjustment rent paid to
Newfoundland?

Mr. SELLAR: We are talking about tax rental agreements.

Mr. STEwaART: That is what I thought; it does not include that?

Mr. SELLAR: Yes.

The CHAIRMAN: Is there anything else, Mr. Bell? It is your speciality?

Mr. WimncH: Before you pass that, this reference to the Canada Council
will, I présume wait until we reach sections 50 and 51, because there is a
rather important point there to be dealt with by Mr. Sellar?

Mr. BELL (Carleton): And the report itself refers to it.

Mr. WincH: It is mentioned; but I wanted to make sure where we are
going to discuss this.

The CHAIRMAN: I thought we could take the two paragraphs together
later on.

Mr. WincH: Right.

The CHAIRMAN: Is there anything else on paragraph 227

Mr. BroomE: With regard to the superannuation accounts, have you the
figures for the last couple of years to show whether the fund has been grow-
ing or decreasing.

Mr. SELLAR: I have not got figures there, but I think it is a fact that the
income of the year is exceeding the outgo. I will verify that figure.

The CHAIRMAN: Is there anything else?

Paragraph 25, the Post Office.

Mr. DEN1s: Mr. Sellar, could you give us a breakdown of that as to what
part of the $13 million increased expenditure is accounted for in salaries
and wages?

Mr. SELLAR: Approximately $86 million, sir.

Mr. DENIS: This is what I mean. You say that the expenditure is about
$13 million greater than the previous year. I would like to know what part
of this $13 million is accounted for in salaries and wages and what are the
most important items you could get, to give us a breakdown of this $13
million, the difference between this year and the previous year.

Mr. SELLAR: I would have to bring that in, sir. I have not the figures
with me.

Mr. WincH: When you are dealing with the reports of the Post Office
Department, as far as revenue is concerned, do you make any analysis as
~ to the amount of revenue that is coming in from each class of mail in com-
parison with the cost of that; or is that outside your scope?
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Mr. SELLAR: No, we do not make any costing. The subject was brought
up at this committee last year in connection with newspapers and periodicals.

The CHAIRMAN: Second-class mail.

Mr. SELLAR: The only thing I know about that, sir, is set out in the report

of the Postmaster General for the year ended March 31, 1958, which was
tabled recently.

At page 22 he states:
The cost ascertainment tests are now being conducted at designated

test post offices on a triennial basis. The next tests will be conducted in
the fiscal year 1958-1959—

That is, the year just ended. I do not know what has been the outcome
of those tests.

Mr. HELLYER: Is that just a cost accounting test?

Mr. SELLAR: Yes.

Mr. HELLYER: You do not have a cost accounting procedure year by year
to determine the cost of distributing different classes and kinds of mail?

Mr. SELLAR: No, that is handled by the administration.

Mr. HELLYER: But it is not in account form which you see when you make
your audit.

Mr. SELLAR: No. ;i

Mr. BELL (Carleton): The auditor general does not have such cost account-
ing, but I understood from Mr. Boyle, the deputy postmaster general, last
year, that they have in the administration side of the post office such a cost
accounting.

Mr. SELLAR: They have a staff in their finance branch that is doing it.

Mr. BrRooMmE: Would they be able to determine, say, the cost of special
delivery letters, the revenue against cost of delivering those letters? It seems
to me that the five cents charge for delivering these letters is fantastic, and
I am wondering whether they can see whether that service covers itself or not.

Mr. SELLAR: You would have to ask the department about that. I do
not know.

The CHAIRMAN: Mr. Sellar, do you recall the recommendations that this
committee made last year in its report with regard to the post office? We
called attention to second-class mail.

Mr. SELLAR: You called attention to it, but I do not think you went beyond

that.
The CHAIRMAN: Do you know if anything has been done in the department?

g Mr. SELLAR: To the best of my knowledge, there has been no change in
3 rates. You have to bear in mind that certain second-class rates are controlled
\ by parliament and others by the postmaster general. The postmaster general
& may have made some changes, but I have not the information before me, sir.

The CHAIRMAN: Does paragraph 25 include all the revenues of the post
office? ;

Mr. SELLAR: No sir. Since before Confederation certain classes of post-
masters have always been paid out of revenue, and the Post Office Act provides
that post office employees whose compensation is not fixed by the Civil Service

* Act may be paid out of postal revenues.

In the year there were 11,500 postmasters who came within that category,
and they received altogether about $21,300,000 directly out of post office
revenue. They were paid direct. And that is not reflected. In other words,
that is one place where action has been taken along the lines that Mr. Winch
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discussed last year, of paying a revenue service out of its revenues. That is
one limited example of where it is done.

The CHAIRMAN: Do you take revenues into calculation when voting supply?

Mr. SELLAR: In this particular instance, of course, the explanation is that
away back, when the British post office ran our post office, they did not want
to send out any money for the administration of Canada, so they would tell
a fellow, “If you keep a post office you can keep the revenue”. In other words,
he had to support himself out of local revenue. That is the reason for it.

Mr. WincH: Is that still the situation with these 11,0007

Mr. SELLAR: The little post offices, sir, yes. I imagine they keep, in a great
many cases, all of the revenue of their post office.

Mr. WincH: Is it not time for a survey to be made there as to whether
or not there should not be a change?

Mr. SELLAR: They have been changing them over the years. The larger
ones have been brought in under the Civil Service Act.

The CHAIRMAN: Is there anything else?

Mr. Denis: Could you give us the amount of money spent on electronic
equipment in the last year?

Mr. SELLAR: I have not that figure. They have spent a large sum, but
whether it was last year or whether it was spread over a number of years, I
do not know.

Mr. Denis: Could you give us a breakdown of what was spent last year,
two years ago and every year? Could you give us the whole history of elec-
tronic equipment, because, as you are aware, that started many years ago.

Mr. SELLAR: I have not the breakdown, sir. I can get it for you, but I
have not got it here.

Mr. DENis: You could get the exact figure up to date, I suppose?

Mr. SELLAR: Yes.

Mr. HELLYER: To what extent do government departments have the frank-
ing privileges?

Mr. SELLAR: Well, we can frank everything from our head offices other
than parcel post and registered mail. We have no franking privilege outside of
Ottawa for branch office. In turn, anybody can write to head office in Ottawa
and frank his letter. For example, when I file my income tax return with
the income tax office in Ottawa, I must put a stamp on it; but if my letter were
addressed to the head office of income tax, it would go free.

Mr. HELLYER: You could not send it to the head office and ask them to
forward it?

Mr. SELLAR: I hope not.

Mr. HELLYER: Has any estimate been made of the equivalent revenue rep-
resenting the amount of mail franked?

Mr. SELLAR: There are figures published from time to time; from the last
figures I would say it is somewhere between $4 million and $5 million. On
the other hand, you must bear in mind the Post Office does not pay any rentals
for any buildings or equipment provided by Public Works.

Mr. HELLYER: There is no charge by Public Works for any of the buildings
or equipment?
Mr. SELLAR: No sir.

The CHAIRMAN: Are there any other questions dealing with the Post
Office?

Mr. WincH: So actually we do not get a true picture of the cost of the
Post Office?

B ook g
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Mr. LamBeRT: If the Post Office Department leases premises, say for small-
town post offices and so on, are not the rentals of these charged to the Post
Office operation, or is it charged to Public Works?

Mr. SELLAR: Public Works.

Mr. PrckeErRSGILL: Would you say that the cost of revenue for the Post Office
through giving free service came anywhere near equalling the free rent they
get?

Mr. SELLAR: I would say the rents would amount to a much larger figure.
When I say rents, I am including capital.

Mr. PrcKERSGILL: For all the premises they occupy.

Mr. SELLAR: Yes.

Mr. BELL (Carleton): Could we get a figure of what the rents would be?

Mr. SELLAR: No, sir. Various people have tried to, but it has never been
satisfactorily compiled because the Post Office complains, and I think with
justification, that when we put up a public building in some community, local
pride demands that a fine building be erected. The Post Office say: we could
get along in a third class building and, therefore, we should not have to pay
rental based on a $200,000 building when a $50,000 one would serve our
purpose.

Mr. PICKERSGILL: Sometimes the reverse is true.

Mr. SELLAR: Maybe so.

Mr. LaMBERT: Is it not a fact if the Post Office did charge for mail services
to government departments, it would be merely transferring money from
one pot to another; and there would be more administrative difficulty and
time would be spent by staff in looking after stamping, and all that goes with it?

Mr. SELLAR: You are correct, but you overlooked this: If charged to your
vote and you had to go to treasury board and to parliament and defend your
vote, you might be a little more careful in the amount of material you put
in the mail. Quite often I receive from the same department in the same mail
three or four letters which could have been included in one.

Mr. WincH: The Civil Service Commission.

Mr. SELLAR: That is the sort of thing I mean. I grant you that to a large
extent it would be bookkeeping.

Mr. LAMBERT: You could spend $5 million policing for $500,000, and the
net cost to the government is a straight loss.

Mr. BELL (Carleton): Surely the issue is a larger one than that. Postal
rates ought to pay for all postal services, and the issue is raised squarely when
it is not paying for public buildings provided by the Department of Public
Works.

The CHAIRMAN: And the free service provided under second class mail.

Mr. SELLAR: To be fair to everyone, may I say this. If you charge post
offices for the occupation of publicly-owned buildings, then you should charge
every department.

Mr. BELL (Carleton): Yes, customs and excise and so on.
Mr. PICKERSGILL: Do you know what the practice is in the United Kingdom?
Mr. SELLAR: No, except they have a deficit.

Mr. HELLYER: Do you think, through a stricter method of cost account.ing,
it would be an advantage to the taxpayer to know what the cost of various
governmental services actually is?

Mr. SELLAR: It would be useful only if it has a practical value and it is
not going to cost too much to set up and maintain. My own feeling with respect
to post offices—and this is a personal opinion—is that the post office should
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be treated somewhat in the nature of a public corporation, with its accounts
set up on that basis and with an appropriation, of course, by parliament each
year. This would bring all the costs of the Post Office together, the same as you
do in connection with the broadcasting corporation and some others. However,
that is purely a personal opinion.

Mr. Denis: It does not mean, though, that there should be a deficit every
year. The Post Office is a public service.

Mr. SELLAR: Yes.

Mr. DENis: And, of course, we have to see that we do not have any
difficulty.

Mr. SELLAR: That is quite true, sir. On the whole, on the basis of the
accounts as they are now kept, the Post Office as a rule has had a small surplus.
This year it has a deficit. To make the comparison I am now making is not
entirely fair because in England they also run the telephone and the telegraph
system. But over there they have a special account for the post office with
so much of the revenue earmarked for future construction of post office
buildings and so on in order that it can plan ahead for its needs. It more or
less tries to design its business to be a self-supporting activity. I do not know
whether or not we can do that in this country.

SSENRAA W TS T S

Mr. WincH: I would like to get something clear. Under your terms of
reference which, of course, is the act, are you restricted just to the auditing of
books and giving a report on what you find in the course of your audit, or
are you enabled at any time to go into the question of costing? I am just
analyzing what you have said now in regard to whether something should be
self-supporting. The reason I ask is because of something in which we are all
interested, namely second class mail. It does not carry its own cost. Are you
allowed to make any comment on that in your report, or must you confine
yourself strictly to saying that the books are in order?

TR ) e i RRRE B

Mr. SELLAR: There is a general clause in section 70 which says that.I can
bring to the notice of parliament any matter I think merits its attention.
Under that I can do almost anything. Last year I brought to your notice that
the costing of second class mail tended to demonstrate that we are losing
money. I can bring you up to date in regard to a more recent matter. Last
year I saw in the newspapers on several occasions that taxpayers around the
country had received a refund of one cent, two cents or five cents on their
income tax account. They had gone to the papers and said they were going
to frame the cheque, that here was the government going to all that expense
of writing the cheque, putting it in an envelope and mailing it when only a
cent was involved. That was a new one to me. We had not done that for
quite a while, so I asked the treasury to cost the operation and to my surprise
their costing showed that the system they had devised showed that the cost
of writing the cheque, putting it in the mail, although not carrying it in the
mail, is three-quarters of one cent. I thought it would be seven cents, but
their costing showed it as three-quarters of one cent.

I am using that example to illustrate that I do sometimes look into these
things. But I have no power to dictate to the department. I can ask for
information, but cannot dictate. |

Mr. PickersGILL: Is it not true that any quasi automatic operation like
that would be apt to cost more than just letting the thing happen? What I
mean is, to segregate these things and not send out the cheques would cost a
great deal more than to send them out, simply because you would have to go
over them another time with a great number of employees.

Mr. SELLAR: Well, when it is policy, I have nothing to say.
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Mr. WincH: I would still like you to continue your investigations to find
out, as you say you can, the relationship between the cost of second class
mail and the revenue.

Mr. SELLAR: I am hoping we will have that for you after they complete
their inquiries this year.

Mr. PickeERSGILL: What about the cost of parcel post, Mr. Sellar; have you
ever made any tests to see whether the cost of carrying parcels is fully paid
for by the people who send the parcels. After all, it is parcel post, even more
than the second class mail, that makes it necessary for the Post Office to have
large buildings.

Mr. SELLAR: Well, we have looked into that to a limited degree. Periodi-
cally I receive oral complaints from the express companies that we are provid-
ing unfair competition. I also get complaints from my wife, in particular,
when the post office delivers a parcel at the door, ring the bell for one second
and, finding no one at home, leaves a card telling us to call at the post office
to pick up our parcel.

Mr. PIcKERSGILL: The express companies also do that.

Mr. SELLAR: I get those complaints. However, I do not know whether the
parcel post rates are right or wrong. I am looking with great interest to the
outcome of these costings just the same as I have always watched over the
special deliveries. It seems to me the rate for them was very low. We had
an item in our report a number of years ago on that subject. Of course, those
are under contract.

Mr. HALES: With respect to parcel post costs, I recently learned in my own
community of instances where retail stores are taking boxes over to the post
office for delivery within the city and can get a lower rate than if they hired a
parcel delivery company.

Mr. SELLAR: I could give you a personal example that happened to me
yvesterday. I was mailing two books to a friend of mine in Ottawa. I wrapped
them up and put “books” on it. The postal clerk said 24 cents, then looked at
the address and said, “As it is in Ottawa I will send it parcel post and it will
be 15 cents.” I was quite willing to pay the 24 cents; perhaps I should have,
but being of Scotch background I paid 15 cents.

The CHAIRMAN: Being the Auditor General you got special treatment.

Mr. PICKERSGILL: Would you tell us what you did with the other 9 cents?

Mr. HALES: In this connection, I know we had the Post Office officials here
last year. I am wondering if we should not have them back again, so that
we can come to some definite decision or make definite recommendations. We
did this last year and I am wondering whether we should spend one meeting

~with these people this year.

Mr. WALKER: Mr. Sellar, you say the matter is under investigation and
surveys are being conducted in the Post Office at the present time.

Mr. SELLAR: That is according to the annual report of the Postmaster
General tabled in the house this session.

Mr. WALKER: You are not suggesting that we go into these matters until
we get that report, are you?

Mr. SELLAR: I would think unless they are finished you would be prema-
ture. They could be finished, for all I know.

The CHAIRMAN: Is there anything else in connection with the Post Office?
Agreed to.

The CHAIRMAN: Paragraph 27 is next. We had discussed the intervening
Paragraphs last meeting.



88 STANDING COMMITTEE

OBERVATIONS ON REVENUE AND EXPENDITURE TRANSACTIONS

27. Section 70 of the Financial Administration Act requires the Auditor
General to report annually to the House of Commons the results of his exami-
nations, and directs that attention be drawn to cases observed where

(a) a public employee wilfully or negligently omitted to collect or receive

money belonging to the Government of Canada,

(b) public money was not duly accounted for and paid into Consolidated

Revenue Fund,

(¢) an appropriation was exceeded or was applied to a purpose or in a

manner not authorized by Parliament,

(d) an expenditure was not authorized or was not properly. vouched or

certified,

(e) there was a deficiency or loss through the fraud, default or mistake

of any person, or

(f) a special warrant authorized the payment of money.

The section further directs that the Auditor General include in his report any
other case he “considers should be brought to the notice of the House of
Commons”.

Mr. DRYSDALE: -Mr. Chairman, I raised this matter earlier. The first point
I would like to make is perhaps purely a technical one; but in the Auditor
General’s report at page 7, section 27, he starts off by saying:

Section 70 of the Financial Administration Act requires the Auditor
General to report annually to the House of Commons the results of his
examinations, and directs that attention be drawn to cases observed
where. . .
and so on.

In section 17(1) of the Financial Administration Act almost the same
wording states:

The Auditor General shall report annually to the House of Com-
mons the results of his examinations and shall call attention to every
case in which he has observed that...

and so on. First, I would suggest that where you are paraphrasing a section
of an act and where paraphrasing is virtually the same length as the section
in the act, it would be of assistance to put the act section in verbatim. In read-
ing what you have here under paragraph 27, it is my impression that there
is a certain discretion whereas in actuality under the Financial Administration
Act there is no discretion.

I will now pass on to the point that I actually want to make. Sections (a)
to (f) are the sections under which you must report each case, and at the
end there is provided a certain amount of discretion. Earlier in the hearing—
I think it is at page 48 on March 18—I inquired, perhaps prematurely, in re-
gard to discretionary matters, under section 70. You said at page 48:

I follow the rules. First, I do not bring to you anything that is so
highly technical that it is difficult to explain and is relatlvely un-
important.

Then I skip a sentence, and you state:
’ Secondly, I only bring to you things which I think may be of
interest to you as parliamentarians.

The thing that interests me, sir, is that I would like to have examples or,
perhaps, a list showing how you are exercising your discretion. In other words,

I would like to have one or two examples or, if possible, an appendix list of

what you consider technical matters; and then I would like to have an
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example of some things which you think do not interest us as parliamentarians.
I request this information because when I see how you exercise your discretion,
I have the opportunity to agree or disagree with you in regard to what would
interest us as parliamentarians.

Mr. SELLAR: You cannot tell from year to year what comes within the
ambit of the concluding words of section 70. Each case has to be considered
on its own merits. I have been expecting this question from Mr. Drysdale so
it does not come as a surprise. I have made up a list of the items in this present
report that I consider come within that. I refer in paragraph 38 to the text of
the unforeseen expenses vote, as being one of those subjects. I refer you to
paragraphs 54 and 55 involving the selection of appropriation to charge as a
matter of parliamentary concern. Then in paragraphs 60 to 66 I deal with
the Unemployment Assistance Act mainly because the contract under that act
is a statutory text and I think that parliament is interested in it. Paragraphs
67 to 70 deal with a couple of points in connection with the War Pensions Act.
I refer to this really because the legislation dates from 1919 and I think it
might be modernized. That is a matter of opinion.

Paragraph 71 deals with air transport charges, but the air transport board
refused to consider a change. I think that is something that is of interest to you.

Paragraphs 104 to 107 deal with the accounts of the Prairie Farm
Assistance Act. I think that is of interest to you from the viewpoint of the
application of the act. The same is true of paragraphs 121 to 123 in connection
with the permanent services pension account.

Mr. DrySpALE: If I may clarify my question, the things that I am interested
in are the things that do not appear; in other words, examples of what you
consider as being too technical to refer to us and, secondly, matters which you
do not think interest us as parliamentarians.

Mr. SELLAR: Well, “too technical” would be a mere question of the system
of keeping a bookkeeping account and whether it should take one particular
form or another. Again, ordinarily speaking, I would not think of bringing
a matter before you in connection with travelling expenses, because you
authorize so much money to be spent. The way the government spends
travelling expense money is controlled by executive regulation and you could
not amend it or legislate on it. I would not think of bringing that before you.

I am bringing before you in the present account, a suspense account in
the balance sheet, in connection with a bridge in Prince Edward Island where
I think we should turn over some money to the province. You might say that
is a technical accounting thing and the action taken is right, but I think it
should be changed.

Mr. DryspALE: On technical accounting matters then, despite the action
involved, if you feel it is too technical for us in essence, you would not refer it.

Mr. SELLAR: My experience has been if I bring up what I might call a
hair-splitting administrative question, this committee would just yawn. I do
not think I should worry you with these things; I should fight that out with
the departments, as your agent.

Mr. DryspALE: But at the present time you are unable to provide us with
a list showing the matters which you do not think are of interest to us.

Mr. SELLAR: I put in everything that I thought proper and have thrown
away the rest.,

The CHAIRMAN: Basically, it is a matter of personal judgment based on
considerable experience as Auditor General.

Mr. SELLAR: And the experience of the office. Some of my senior officials

have had 30 or 40 years experience in the office, and it is a pooling of the
experience of all of us.
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Mr. DryspALE: The point that is worrying me, and I will not labour the
point any further, is that to a certain extent there is a large discretionary
area, and I was trying to get some tangible examples. I assure you, Mr.
Sellar, there is no question of reflection on you personally or on your staff,
but I was trying to see what the area of discretion is; in other words, things
you might disregard as of interest to parliamentarians might be of interest
to them, and when I cannot see it I do not know. That is the difficulty.

Mr. SELLAR: I am sorry, Mr. Drysdale, but I cannot help you. The reason
is simple. We are now in April, 1959. The accounts before you are for the
fiscal year 1957-58 and the audit report was written shortly after the close
of that year. Now I have had to, in a sense, brainwash all figures for 1958-59
out of my head, in order to have the figures for 1957-58 in my head for this
meeting. I cannot recall anything in connection with this report that is not
there.

Mr. DryspaLE: Could I ask, for my own benefit, if it would be possible
to jot down a few items for next year upon which you exercised your dis-
cretion to eject?

Mr. SELLAR: I would be glad to, because it would be of help for me to
know what the sentiments of this committee are. I am serving you and want
to know what you want. I will be very glad to give you a list of those; but
I would put in this reservation: do not jump on the departments because
I leave them out.

Mr. PickerscIiLL: I wonder if I could put a question to a related subject.
Is it very usual to include in the public accounts for a year that is ended some
expenditure for which no statutory provision has been made and for which
the statutory provision is made in the subsequent year.

Mr. SELLAR: It is not included in the public accounts until the statutory
provision is made. For example, on various occasions we have had the old age
security fund deficit made the subject of an appropriation or of an act in
June, and we kept the account open, and that has been put into the old year.
But I cannot recall any without legislation. Now, bear in mind, I should never
be positive of anything, but I cannot recall any case, and I would have had
to take exception had the change not been approved by parliament.

Mr. PickeERSGILL: I was not suggesting that. Perhaps I did not make my
question clear. Was it frequently the case that legislation was made in the
subsequent fiscal year to include items in the accounts of the previous year.
You have mentioned the old age security. I just wondered if there were no
such examples?

Mr. SELLAR: I do not think so, sir. We may have done it in connection
with the Prairie Farm Assistance Act and may have in connection with two
or three others—the agriculture prices stabilization board or the fisheries
stabilization board, and things like that. We may have, but my memory is
not good enough to say we have.

Mr. PickersciLL: I wonder if Mr. Sellar would look up such precedents
as might be available.

Mr. SELLAR: How many years would you like me to cover?

Mr. PickersGIiLL: Four or five. I would be particularly interested in an
entirely new charge, something that had never existed before.

Paragraph 27 agreed to.

Mr. MAcpoNALD (Kings): Mr. Sellar, you made reference to a recovery
of $58,500 with regard to the Hillsborough bridge in Prince Edward Island.
Is that still being recovered this year, and in your opinion do you feel it is
an unnecessary expense to the province?
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Mr. SELLAR: Well, that is in a paragraph toward the end of the book. I
have not brought myself up to date as to what was done in the last fiscal year.
That is a paragraph toward the end of the book.

Mr. MacpoNALD (Kings): Yes, it is paragraph 125.

Mr. SELLAR: And it will not come before this committee within the next
three weeks, therefore, I was waiting until that date to bring myself up to date.

The CHAIRMAN: Gentlemen, I do not want to anticipate Mr. Sellar, but it
might be of use to point out that sections 28 to 35 inclusive deal with special
warrants. If I can put it this way: paragraph 28 and 29 more or less outline
the general principle and paragraph 30, the Colombo plan special account, is
an example, as well as paragraph 31, NATO contribution, and paragraph 32 to
35 are a third example. So, with your permission, let us start with paragraph
28 and 29.

28. Twice during the year under review, Parliament was dissolved to permit
a general election. In anticipation of the first dissolution, an interim grant of
Supply was made by Parliament to cover one-half of all Estimates items then
before the House, plus, in the case of some items, further fractions. When the
second dissolution took place on 1st February 1958, there remained, generally
speaking, one-sixth of the Main Estimates to be provided for and all or a sub-
stantial portion of the Supplementary Estimates tabled in October and January.
The special warrant referred to below was issued on 7th February to bridge
this financial gap. In a normal year the House of Commons decides amounts
available for expenditure and regulates the application of votes; the use of
the special warrant had the effect of transferring this function temporarily to
the Executive. However, ex post facto legislative action was taken on 6th
September 1958 when the Special Appropriation Act, 1958, took notice of all
grants by warrant or otherwise and directed that they ‘“be deemed to have been
enacted by Parliament on the 1st day of April 1957”.

29. Section 28 of the Financial Administration Act permits the issue of
Special warrants to authorize charges on Consolidated Revenue Fund when Par-
liament is not in session and an expenditure is urgently required for the public
good. In the course of the fiscal year 1957-58 three special warrants were
issued:

Date Purpose Amount
16th August 1957...

Assistance Fund (War Veterans Allowances) .. $ 300,000
19th August 1957... _

Assistance to immigrants and refugees ........ 2,428,000
7th February 1958...

Public Service administration and

OPETALING MBS Fuiv i sl il o s Rt 2 ie balerd IR 544,290,332

The amount of the special warrant of 7th February was based on the total of the
Estimates before the House of Commons at the time of dissolution, but some
items were reduced and others excluded, either because revised estimates in-
dicated that the full listed amounts were not regarded as necessary, or the
Purpose of the items was outside the ambit of section 28 of the Financial Ad-
Ministration Act.

30. Colombo Plan Special Account. Included in the 7th February warrant
Was $5,733,000 for the Colombo Plan Fund established by c. 12, Statutes 1952-53.
Since the balance at credit of the Account was $61,417,000 as at 31st January
}958, the $5,733,000 did not qualify within the expression “urgently required”
n section 28 of the Financial Administration Act.

20927-0—2
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31. NATO Contribution. Each member of NATO is annually assessed by the
Secretary General its share of the administrative budget of the Organization,
and also of the cost of constructing the Organization’s permanent Headquarters
building. These assessments are made after the budgets for the calendar year
are approved. In March 1958, Canada voluntarily made a $69,057 advance
payment on account of the administrative budget and a $78,015 advance payment
with respect to the Headquarters building. As the budgets still had to be
approved by the appropriate NATO body, and as the Secretary General had
made no demand on Canada, these payments out of funds made available by
special warrant may not be regarded as meeting the test of urgency.

32. Purchase of a Wharf. A few years ago a mining corporation decided to
construct a townsite at Tilt Cove, Newfoundland, and to undertake copper
mining operations in the area. The corporation, considering port facilities for
vessels of 10,000 ton register a necessity, sought assistance in developing a
harbour. In 1955, the Department of Public Works undertook a survey to
establish if others might need harbour services in the area, but before any
report was made the corporation contracted directly for the construction of a
wharf and facilities.

33. On 12th April 1957, Treasury Board authorized the Department of
Public Works: (a) to acquire from the company the land and port facilities, (b)
to take over the construction contract which had been entered into “at negotiated
unit prices without calling for tenders”, (c¢) to arrange that the mining corpora-
tion contribute 509 of the cost and “finance the Department’s share of the
cost until funds in the amount of $350,000 are provided by Parliament in Sup-
plementary Estimates for the fiscal year 1957-58”, and (d) to arrange that the
project be operated as a public wharf with the corporation paying dues at rates
fixed by the Department of Transport.

34. The Department of Public Works was still negotiating when a sub-
sequent Executive decision caused the Department to write the corporation on
18th September 1957, to inform it that: “Funds are not being included in the
Supplementary Estimates to provide for this expenditure, and consequently the
Department is unable to proceed with the acquisition of the wharf”. However,
Estimates tabled on 28th January 1958 included $350,000 for the wharf.-

35. On 11th March 1958, Treasury Board directed the Department to pay
the $350,000: .

in full and final settlement of all its interests and claims in the wharf
and wharfing facilities at Tilt Cove, Newfoundland, the site thereof and
approaches thereto and the water lot immediately adjoining the said
wharf and wharfing facilities and also in respect of a limited interest in
a right of way over lands vested in the Corporation...
As noted above, Supplementaries were tabled on 28th January, but no interim
supply was granted with respect to them. The expenditure was neither a
charge to an interim supply grant nor one that met the test of being “urgently
required for the public good” for warrant purposes. Moreover, while the
cheque bears an April date, payment was not made to the mining corporation
until a date in May 1958.

I should add at this time that there was an amendment to section 28
of the Financial Administration Act. I have had it mimeographed and perhaps
we could have it distributed at this time. Mr. Sellar, could you give us the
essence of the amendment to section 28 of the Financial Administration Act?
Why was it brought in?

Mr. SELLAR: The reason, sir, was that the old section was out of date.
When the Consolidated Revenue and Audit Act was drafted in 1931 we, in
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the Department of Finance, intended to revise section 28 then. The Depart-
ment of Justice opposed it on the ground the practice had been well established
and people understood what it meant. It stood. Last year the Department
of Finance did make an amendment that was long overdue. The significant
change, apart from changing the text, is that the old text said ‘“where an
expenditure is urgently required for the public good”, while the new text
says, “where a payment is urgently required for the public good”. The word
“expenditure” has disappeared and “payment” has come in. In one way that
broadens the application of the section, and in another way it narrows it.

The CHAIRMAN: Well, what is the lawyer’s meaning—if I can put it this
way—of the wording, as opposed to the chartered accountant’s meaning?

Mr. SELLAR: To a chartered accountant the word ‘“‘expenditure” can mean
a bookkeeping transaction. For example, the credit to the Colombo fund of
$5 million, or whatever:the amount was, was a bookkeeping transaction; it
was not a payment. A payment, as I understand it, is an actual transaction
between two or more individuals.

The reason the Minister of Finance changed “expenditure” to “payment”
is that the word “expenditure” did not include the making of a loan to a
crown corporation, for example. That was not an expenditure; it would be
recorded as an asset. Therefore, by substituting “payment” the section was
broadened.

Bear in mind that the three examples before you pivot on one point only.
The legislation requires that the expenditure shall be urgently required for
the public good. In the case of the Colombo plan there were over $60 million
at the credit of the account when parliament was dissolved in January. There
were $60 million at the credit of the account at the end of March. I claim
that there was no urgent need for the money.

In the case of the payment to NATO, we had not been billed for a con-
tribution, and until we are billed there was no liability. My view is that
there was not a case of urgency there. The third case is in connection with
the purchase of a wharf. As the wharf already existed, the actual financial
transaction was not urgent. In fact, it was not made until the month of May.
But, while I am bringing those three cases to your notice, you must bear
in mind that parliament has already regularized the payments by the legisla-
tion passed in September of last year. The only reason that they are now
before you is because the Minister of Finance told the house, in bringing
in the bill, that the public accounts committee at the 1959 session of parlia-
ment will have its full rights with respect to all expenditures made in the
fiscal year 1957-58 as audited by the auditor general, as they have with
respect to expenditures made in any fiscal year. There will be full right of
Teview of all expenditures.

This matter is reported to you merely from the viewpoint of precedent
Perhaps this committee should take notice of this new text and indicate in
its report that, because the control of the public purse is one of the great
Powers of the House of Commons, any delegation of the power must be given
2 narrow and strict interpretation, bearing in mind the constitutional rights
Of parliament. In other words, a governor general’s warrant should not issue
except where the government of the day is satisfied that a payment must be
made in the public interest before parliament will have a chance to consider
8ranting supply. Bear in mind that I am just suggesting that you put some-
thing on the record.

Governor general’s warrants are very rarely used in this country. As a
tule they are used only at election time when the house is dissolved before
Supply is granted. That happened in 1926, it happened in 1940 and it happened
20927-0—2}
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a year ago. In the intervals between those years I doubt if half a dozen war-
rants were issued. They are not used to any extent. I do suggest to you that
it would be prudent to get something on the record that would give backing to
the treasury board people 10, 15, 20 years from now when there is a rush for
governor general’s warrants.

Mr. WincH: This money was transferred under an authority which says
it must be urgently required, and you say it was not urgently required in your
estimation as auditor general?

Mr. SELLAR: It was not, in my opinion.

The CHAIRMAN: And three examples are given.

Mr. BeELL (Carleton): I am sure, Mr. Chairman, that every member of
the committee would agree with Mr. Sellar when he says the power of the
executive in this respect must be stringently interpreted. I am sure that
not only every member of this committee would agree with that, but I think
every member of the House of Commons, including those who occupy the
treasury benches.

Mr. PICKERSGILL: On the other hand, there is a consideration that occurs
to me. I am not in the least anxious to defend the present government; but
in one of these cases here it would appear that, though there may have been no
urgency in transferring the actual cash, there could conceivably have been some
urgency in making the commitment. Of course, we have had a recent example
of a case where there was no vote. Some of us think a commitment was made
that was not subsequently honoured. I am not thinking of that; I am thinking,
rather, of the case where the urgency, perhaps, of acquiring this wharf may have
been such that the persons who previously owned it would have wished to
know that there was a legal charge, though they would be quite willing to wait
until May, or perhaps even longer, for their money. I do not know whether I
make my point clear.

Mr. SELLAR: I can appreciate your point, Mr. Pickersgill, from the text of
the act as it then was. In the case of the Tilt Cove wharf—and that is the
one to which I presume you are making reference—

Mr. PICKERSGILL: Yes.
Mr. SELLAR: —there was a vote in the supplementary estimates tabled.

Mr. PickeRsGILL: That is right.

Mr. SELLAR: No fraction had been granted, and it was decided to go ahead
and make the purchase. The matter came before treasury board as to what year
should be charged with that purchase. Treasury board ruled that if the matter
was completed at April 30—that is, good title was given, and everything else—
the payment could be charged to the year. Actually, it was not. But that is
just one of those cases where the lawyers receive money as agents of the Depart-
ment of Justice. They hold it until they get clear title. The Justice people
never understand us bookkeepers when we demand that they keep their ac-
counts right. We are just a nuisance to them. Therefore, they do not have
that transferred from one year to another.

As I understand the legislation now, the government could enter into a
firm commitment for the purchase of a wharf. However, I think it is debatable
whether they should issue a warrant for the payment if parliament was going
to meet in the very near future. If the circumstances were that the company
who owned the wharf was going to sell it to somebody else, and the government
decided that would be contrary to the public interect, I think they could use
the warrant procedure as being in the public interest.

Mr. PickeRSGILL: In this particular case—about which I happen to know
something—there was no such risk. But I can conceive of cases arising, such
as the case you have just suggested, where that might happen.
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Mr. SELLAR: Yes. It is just like the point Mr. Drysdale was questioning me
about. I can give him a case that is sound, then a marginal case where the
circumstances would be different. It is the same in this sort of case.

Mr. LAMBERT: Mr, Sellar, take a situation where, because of the complex-
ities of government procedures, it takes rather a long time to arrive at a decision
regarding the acquisition of property, and the prospective vendor holds the
property under option. Unless he has a commitment he may not feel that he
can exercise his option, and unless there has been an appropriation or sufficient
authority, the government cannot make the commitment. Surely, under those
circumstances it would be in order to use a warrant?

Mr. SELLAR: I am not arguing that you cannot use a warrant. I am using
a particular case and a particular set of circumstances and saying there is
nothing there to demonstrate a state of urgency.

Mr. BENIDICKSON: We should make a note of this recommendation for our
report. I quite agree members of Parliament should watch matters of this kind
pretty carefully. I indicated in the debate on the supplementary estimates No. 3
this session that there sometimes can be reasons for approving or objecting to
putting an expenditure item in either the current year or leaving it for the
forthcoming year. It has some debatable points. I think that the auditor general
was correct in drawing attention to the possibility that this was perhaps not
of an urgent nature. I do not think the particular item was too significant in
any way politically in the year in question. We can understand—such as a
commitment to provide wheat to Colombo Plan countries—that a large ex-
penditure could be charged to current accounts—even larger than we are
operating on at the moment. We are asked to do that and charge that to past
accounts, when there is not any possibility of spending much of the money for
some considerable time. This is the type of open account operation similar to
the defence equipment account which the present government took objection to.

Mr. WincH: On the same line, I believe I am correct in my understanding
that as you examine accounts you have the authority to ask for an explanation
of them?

Mr. SELLAR: I have access to all files at all times.

Mr. WincH: On that basis—and this will make it clearer for me on this
question—Ilet us take the Colombo plan special account. Going through the
accounts on January 31 you find there is a balance at the credit of the account
of $61,417,000. Then you find that on February 7 a warrant was issued for
$5,733,000. You have drawn to our attention that as there was a balance of
$61,417,000 at the end of January, there was no question, because of section
28, of this money being urgently required. I presume you asked for an explana-
tion as to the reason this money was urgently required?

Mr. SELLAR: I did not, personally, ask for a formal explanation, because
it was obvious to us that this was the balance of the appropriation included in
the estimates, just as they were appropriating by a governor general’s warrant
the balances of a large number of appropriations for the fiscal year. This was
the residue of the vote. In other words, approximately one-sixth.

They did spend a fair amount of money under the Colombo Plan in the
year; they spent something like $38 million on it. But there was a balance still
left at the year end and, as Mr. Pickersgill remarked a while ago, there would
be commitments against that—very big commitments—for some of the power
schemes, and so on, that are being constructed in Asia. My concern was the
cash position; we had lots of credits available at that time.

The CHAIRMAN: Paragraph 31 is even more flagrant. There they have not
even received the bill.

Mr. SELLAR: That is typical of NATO. They are slow.
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Mr. McGEE: Is there not some area of argument to be met in the field of
foreign aid in connection with specific accounting procedure? I find, quite
properly, some fault with this. Is there not another aspect which seems to
have manifested itself in recent discussions on foreign aid, that the communist
nations have the ability to make quick decisions and to give effect to those
decisions in the way of financial aid?

Mr. BRooME: Nobody can agree to that contention. No, I think the hon.
member is—

Mr. McGEE: Suppose you let me go where I am going before you decide
where I have been.

Mr. BRooME: I was afraid of where you were going.

The CHAIRMAN: Mr. McGee is on his way. Is there anything else?

Mr. McGEeE: As I was beginning to say: this argument or discussion has
taken place and I suggest it relates to the effectiveness of our contributions
in this field in general. I ask you if either of the expenditures in paragraph 30,
running into 31, relate in any way to the need to step up the process of these
grants in aid in various directions?

Mr. SELLAR: Mr. Chairman, the Colombo plan account is a special account
which was created a number of years ago. Originally it was an annual vote
which, if not spent, lapsed at the end of the year. Then you had to wait until
you got a new appropriation.

That was not satisfactory from an administrative viewpoint. So they
created this special account to which all of the appropriation for the year is
credited. Therefore they are now in a position to make fast decisions.

At the end of that year they had $60 million at their credit. They could
act fast there. The NATO expenditure is an annual appropriation, so you
‘have to wait until you get the money.

In some countries there is provision in their legislation whereby levies
of international organizations may be anticipated to the extent of one year
and paid. But we have not that form of legislation. We do it, to a degree,
but there is no general legislation.

Mr. McGEeE: In reply to my question and the fact I have mentioned, it does
not appear.

Mr. SELLAR: We have it for the Colombo plan.

Mr. BENIDICKSON: That is statutory—is it not?

Mr. SELLAR: Yes, it is a dollar vote by parliament.

The CHAIRMAN: Is there anything else? If not, the item is agreed to.

May I call your attention now to paragraphs 36 and 37. “Unforeseen

expenses”’, and may I suggest you read with it paragraph 50, “Payments of
interest without authority”. The three are the same principle.

Mr. SELLAR: Yes.

36. Unforeseen Expenses. An unusual application of the ‘unforeseen

expenses’ vote was observed in the review of transactions of the national
gallery. The board of trustees, as a body corporate, enjoys a power to contract
in its own name, with section 8 of the National Gallery Act, c. 186, R.S,,
providing that:

8. (1) There shall be a special account in the consolidated revenue
fund called the national gallery purchase account to which shall be
credited any money appropriated by Parliament in any fiscal year for
the purpose of acquiring works of art, and any expenditure for the
acquisition of works of art in that or any subsequent fiscal year, including

any costs in connection therewith, may be paid out of the moneys so

appropriated and credited.

W
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37. $130,000 was included for the account in the 1957-58 estimates, with
$108,334 becoming available by interim grants of supply. The board, having
proceeded on the assumption that the full amount would be credited before
31st March, had agreed to pay $25,000 to an art dealer before that date, being
half the purchase price of a Picasso, and so found itself in financial straits
when the government decided in February 1958 that the balance of the item
did not meet the test of being “urgently required for the public good” for
special warrant purposes. Treasury board on 12th February authorized a
$25,000 transfer from the ‘unforeseen expenses’ vote to cover the payment due
in 1957-58, but it is difficult to regard the amount as applied to an unforeseen
expense.

The CHAIRMAN: Paragraph 36 has to do with the national gallery, and
paragraph 50 has to do with the Canada Council.

Mr. WincH: Does the Red Cross not come in here somewhere? Is there
not something special for the Red Cross here?

The CHAIRMAN: No, that comes up later.
Mr. WincH: It is on the same principle, is it not?
Mr. SELLAR: No, it is a different matter.
Mr. WincH: I thought it was the same principle.

The CHAIRMAN: Is the question not this: when one act says the money
ought to be paid under a certain situation, another act cannot be used?

Mr. SELLAR: That is the point sir. In the case of the national gallery, in
1951 there was legislation. Up to that year when parliament appropriated money
for the national gallery it lapsed at the year end with the result that they could
never accumulate money to buy paintings. They had to buy them within the
year, and the complaint was that sometimes they had to buy a less valuable
painting than they wanted, because they did not have the money.

So in 1951 the legislation was changed. I shall read the pertinent section,
which is section 8 of the National Gallery Act, as follows:

8. (1) There shall be a special account in the consolidated revenue
fund called the national gallery purchase account to which shall be
credited any money appropriated by parliament in any fiscal year for
the purpose of acquiring works of art, and any expenditure for the
acquisition of works of art in that or any subsequent fiscal year, including
any costs in connection therewith, may be paid out of the moneys so
appropriated and credited.

(2) There shall be a special account in the consolidated revenue
fund called the national gallery special operating account to which shall
be credited all money received by the board by way of donation, bequest,
revenue or otherwise.

(3) Any expenditures for the purposes of this act may be paid out
of the national gallery special operating account or out of money ap-
propriated by parliament for such purposes. 1951 (2nd session), ¢.16, s.8.

I know it is a little difficult to follow from a reading, so I point out that
there are two special accounts: the national gallery purchase account, and the
operating account.

In connection with the purchase account, the section says it shall be
credited with all money appropriated by parliament in any fiscal year for the
purpose of acquiring works of art.

In the fiscal year in question the estimate was for $130,000 to acquire works
of art. But parliament was dissolved in January so approximately only $108,000
had been made available and credited to that account.

The national gallery had made a commitment for the purchase of a certain
painting which cost $50,000; $25,000 to be paid in the fiscal year, and $25,000
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in the next. That commitment had been entered into in anticipation they would
get the $130,000. Instead they only got $108,000.

So in order to make good $25,000 was taken from the miscellaneous and
unforeseen expenses vote. Again I would point out to you that this has all been
regulariezd by the legislation of last September. It is before you now as a matter
of precedent.

The section says that the moneys appropriated by parliament for the
acquisition of works of art shall be credited to the special account. Parliament
appropriated certain moneys for this.

In addition the government used the general vote, which is for a total
of $1,500,000 to supplement the $108,000.

My view is that if parliament votes, let us say, $130,000 for the purchase
of works of art, it means that is the amount the national gallery can spend,
and that the executive cannot increase that amount by $1 million, going to an
extreme, by drawing on the unforeseen vote. The government never would,
but I use that to illustrate the extreme that might be involved.

It is for that reason I bring it to your notice, believing as I do that when
parliament legislates in a special manner in respect to a special purpose, other
legislation more general in character cannot be used to over-ride the specific
legislation. But that is a question of law, and is beyond me. You have a lot of
eminent lawyers here and I will let you decide it.

The CHAIRMAN: It is a question of the control of parliament.

Mr. BENIDICKSON: Unforeseen is more of the same. Is that what you have
in mind?

Mr. SELLAR: An unforeseen vote does not meet the test of an amount ap-
propriated by parliament for the purchase of works of art.

Mr. WiNcH: Because they have already done that.
The CHAIRMAN: Paragraphs 36, 37 and 50 agreed to.
Paragraph 38.

38. Founded on audit observations, it is suggested that the text of the vote
for unforeseen expenses be further considered. It now reads:

To provide, subject to the approval of the treasury board, for miscel-
laneous minor or unforeseen expenses including authority to re-use any
sums repaid to this appropriation from other appropriations, and special
compensation or other rewards for inventions or practical suggestions for
improvements—$1,500,000.

With such a text, it is obvious that parliamentary control would be strengthened
were this vote restricted to unforeseen expenses, and not used, as is now the
case, also to pay recurring costs. An illustration is the cost of the suggestion
award board. ‘Suggestion awards’ are still small in total, but they have more
than doubled in the past five years: from $9,300 to $21,900. Under the present
style of the estimates item, parliament exercises no control over the amount
that may be spent on this activity—which is operated by civil servants to reward
other civil servants.

The CHAIRMAN: In the second part of 38 “Suggestion award board”—
perhaps we have time to finish it today.

Mr. SELLAR: That is just a little point. The unforeseen vote is a very neces-
sary vote. For example, in the year in question we had a visit by Her Majesty, and
that vote was drawn upon to pay the small amount of expenses in connection
with the visit, and so on. But when you come to a continuing expenditure, one
that is actually going to happen year after year, my view is that it should be

set up in a distinct vote so that parliament can decide how much it wants to -

give for the purpose, as it does in every other case. This is an exception; I think
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there should be a small vote associated with the civil service commission for
this purpose, and you could put in your limit.

As it is now, technically speaking, they could spend $1% million on awards.
They never would, but I use that to illustrate. You do not have the control that
parliament is entitled to impose when you follow this practice.

The CHAIRMAN: Your words are: ‘“parliament exercises no control over
the amount that may be spent on this activity—which is operated by civil
servants to reward other civil servants”.

Mr. SELLAR: It is a well administered little scheme as far as it goes. But I
have my doubts about how valuable it is. However, that is another thing. There
is no abuse. I am interested only in the question of principle.

Mr. BELL (Carleton): It ought to be in another vote. There is no reason
whatever for it being an unforeseen item.

Mr. SELLAR: No.

Mr. BELL (Carleton): I think we would all be in general agreement in the
committee that we should recommend that the unforeseen vote ought to have
eliminated from it any recurring items. We should so recommend to the Minister
of Finance and the treasury board when we come to make our report.

The CHAarRMAN: Paragraph 38 agreed to.

The committee is adjourned, to meet again on April 22 at 9.30 a.m.
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APPENDIX P-1

(In answer to Mr. Bell.)

Comparison of 1948 and 1958 Service Forces establishments and pay rates.
A comparison of strengths of Defence Active Forces is:

1948 1958
RN 25 i veis e Mk Gl Pea s » pekRa T g 6,857 19,867
R RTNIN 0 55 ok v becn it o e d el o s e A 15,885 47,473
V.o S e SR el TSy A S i 12,017 51,698
34,759 119,038

For the sake of brevity, some Army ranks will be used to compare pay
classifications, the rates being the same for equivalent ranks in Navy and Air:

Monthly Basic Rate

1948 1958
Major Seneral (8.5 o rmbvhi s e ks i $660 $1,161
COIONE. 3,70 oo ity e o h o a0 s ey 434 730
T COlOtie] - v ru s Pt (o alyte & o e s b 313 555
X - S a5 il o ol o e ot ST o s S D 268 455
T o 10 ¢ AP D o S Wk A Iy S S AT 203 355
EelanNant. o 0 Al a e e g e ki 171 285
BTN o155 v s v 4 ek o et T T 3o 91 194
Beroiel CIatsClann) » Vo - Glnri i You o5 69 127
With respect to allowances, range comparisons are:
Monthly
1948 1958
Separated Family Allowances from Major
G Al o s ot e R el it ol A $ 85 $150
to ranks below sergeant ............... 39 } 46
Subsistence Allowance in lieu of Rations &
Quarters from Major General ........... 100 165
to ranks below sergeant ............... 54 91
Marriage Allowance from Major General . 40 40

to ranks below sergeant ................ 30 30



i
e
23

. .

HOUSE OF COMMONS

Second Session—Twenty-fourth Parliament
1959

STANDING COMMITTEE
ON

PUBLIC ACCOUNTS

Chairman: Mr. ALAN MACNAUGHTON

MINUTES OF PROCEEDINGS AND EVIDENCE
No. 5

Public Accounts (1958) Volumes I and II and

Auditor General’s Report Thereon

Wednesday, April 22, 1959

WITNESS:
Mr. Watson Sellar, C.M.G., Auditor General

THE QUEEN'’S PRINTER AND CONTROLLER OF STATIONERY
OTTAWA, 1959
20967-6—1



STANDING COMMITTEE ON PUBLIC ACCOUNTS
Chairman: Mr. Alan Macnaughton,
Vice-Chairman: Mr. Richard A. Bell (Carleton),

and Messrs.
Benidickson Hales Pickersgill
Bissonnette Hanbidge Pratt
Broome : Hellyer Regier
Bourget Johnson Robichaud
Bruchesi Keays Smith (Calgary South)
Campbell Lahaye Smith (Simecoe North)
(Lambton-Kent) Lambert Smith (Winnipeg North)
Campeau Macdonald (Kings) Spencer
Charlton » Martin (Essex East) Stefanson
Chown McGee Stewart
Crestohl McGrath Valade
Denis McGregor Villeneuve
Dorion McMillan Walker
Drysdale Morissette Winch
Fraser Morris Wratten
Godin Morton :
Grenier Murphy

Antonio Plouffe,
Clerk of the Committee.



MINUTES OF PROCEEDINGS

WEDNESDAY, April 22, 1959.
(6)

The Standing Committee on Public Accounts met this day at 9.30 o’clock.
The Chairman, Mr. Alan Macnaughton, presided.

Members present: Messrs. Bell (Carleton), Chown, Denis, Drysdale, Fraser,
Hales, Hellyer, Keays, Macdonald (Kings), Macnaughton, McGee, McGrath,
McMillan, Morissette, Morris, Pickersgill, Robichaud, Smith (Calgary South),
Smith (Simcoe North), Stefanson, Stewart, Villeneuve, Walker, Winch and
Wratten—(25).

In attendance: Mr. Watson Sellar, Auditor General for Canada.

Mr. Watson Sellar was called and read into the record answers to questions
asked by Messrs. Broome, Denis and Pickersgill on April 15th last.

The Chairman tabled for distribution mimeographed copies of an editorial
on certain aspects of Mr. Sellar’s report which appeared in “The New Chronicle”
of Port Arthur.

The Committee reverted to paragraph 23 of the Auditor General’s Report
and Mr. Sellar was briefly questioned thereon.

The Committee then considered paragraph 50, followed by paragraphs
39 to- 49. :

In the course of his examination on paragraph 50 of his report, the witness
read correspondence exchanged between the Chairman of The Canada Council
and the then Minister of Finance; referred to Orders in Council, P.C. 561,
562 and 563—passed in 1957, and quoted relevant sections of The Canada
Council Act.

It was agreed to call the Deputy Minister of Finance.

On paragraphs 46, 57, 48 and 49, Mr. Sellar read correspondence which
passed between the External Affairs Department and the Canadian Red Cross.

At 11.00 o’clock, Mr. Sellar’s examination still continuing, the Committee
adjourned until April 29th at 9.30 a.m.

Antonio Plouffe,
Assistant Chief Clerk of Committees.
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EVIDENCE

WEDNESDAY, April 22, 1959.

The CHAIRMAN: Gentlemen, we have a quorum. I took the liberty of
having mimeograph copies made of an editorial which appeared in The New
Chronicle, Port Arthur, Ontario, which concerns Public Accounts. I thought
it was rather useful by way of information.

There, there are answers that Mr. Sellar wants to make to certain questions.

Mr. WAarsoN SELLAR (Auditor General of Canada): Yes, Mr. Chairman.
At the last meeting Mr. Broome asked if current credits to the superannuation
account exceeded outgo in the past two years.

The answer is, yes. As of March 31, 1956, the balance at credit was
$804,236,283 and on March 31, 1958, it was $1,045,760,439. This increase of
$241,524,156 includes special contributions totalling $85,100,000 made by the
government in accordance with the requirement of the act that, when a
salary increase of general application is granted to the civil service, the Min-
ister of Finance is to credit the account with the amount estimated to be nec-
essary to provide for the increase in cost of the benefits payable as a result of
the salary increase. In other words, not only was there an increase of $85
million due to the special contribution by the government, but in ordinary
operations income exceeded outgo.

Mr. Denis asked two questions in connection with the post office. He
noted there was an increase in expenditure of $13 million in 1958 as compared
with the previous year and wanted to know what was the cause of this.

A’ comparison, by standard objects of expenditure is given on page S-21
of the Public Accounts. Variations of over $50,000 are:

: Increase Decrease
Civil salaries andiWaLeS: v oician s bis vosoatimadi’ $8,037,285

Movements of mail by land, air and water .... 4,439,807
Materials and; SUDDIIES = tie vy bs ait s sitne st s 513,468
Construction or acquisition of equipment ...... 353,984
Office stationery, supplies, equipment and

s D0 a0 1) 1 ¥ R e oo TR B S e s S IR 98,309
Professional and special services .......... $420,374

Then Mr. Denis asked for a breakdown by fiscal years, of post office ex-
penditures on electronic equipment. The post office informs me that its

€lectronic sortation program dates from 1952-53 and that expenditures by

years have been—and I will give round figures: 1952-53, $34,000; 1953-54,
$230,000; 1954-55, $287,000; 1955-56, $468,000; 1956-57, $959,000; 1957-58,
$405,000. That totals $2,383,000. :

I was asked to bring the figures up as close to date as I could. The depart-
ment informs me that to the end of February $183,912 had been spent in
the last fiscal year. This brings the total up to $2,567,184.

In addition, during the fall of 1958 the department made an installation in
its financial branch. Included is a Univac 120 electronic calculator. The rental
for this installation is $1,885 a month.

Mr. Pickersgill asked /if, during the past five years, legislation was fre-
quently enacted in a subsequent fiscal year to include items in the accounts of
the previous year.
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As the accounts for 1958-59 are still open, the review has been of the
fiscal years 1953 to 1958. The outcome does not add anything to my reply of
last week. Action along these lines is exceptional with cases noted involving
the old age security fund and the prairie farm emergency fund.

Those are the questions, sir, to which I was asked to bring answers last
week.

Mr. SmatH (Calgary South): Mr. Chairman, I wonder if I might be
permitted to revert to paragraph 23 in order to ask a question of Mr. Sellar
which I mentioned at a previous meeting I was going to ask. May I proceed,
Mr. Chairman?

The CHAIRMAN: Certainly, Mr. Smith.

Mr. SmitH (Calgary South): I refer to the reference there that the “most .

significant variations in expenditures were in navy accounts”. Last August,
when the estimates committee were looking at these navy accounts, in partic-
ular the destroyer escort program, many of the members of the committee
expressed some concern over the method of accounting, in that after some six
years we still did not know what these destroyers were actually costing the
country.

My question, Mr. Sellar, is this. Have you, in looking at this procedure,
had any similar concern that perhaps the accounting procedures should have
provided you, or certainly the government, with a better understanding year
by year of what the destroyers were actually costing the government?

Were you satisfied with the procedure they were using; that is the point
I am getting at?

Mr. SELLAR: From the accounting viewpoint, I have no complaint. My
personal opinion is that the increase in the cost of those destroyers was not
infrequently due to the very numerous changes in plans and-specifications by the
naval engineers and '‘other authorities. They were constantly changing the
plans, and I think that made it very difficult to follow the cost of that construc-
tion. But the treasury cost accounting system, so far as I know, was working
efficiently. No treasury cost accountant complained to me that any yard
was not keeping its accounts properly. I felt it was the frequent change of
plans by the naval people that was bringing up the cost. And, of course,
you have to bear in mind that those costs were spread over yards all over
the country.

Mr. SmitH (Calgary South): The concern, as I say, was expressed that
as these ships were being constructed there were, of course, new designs and
new plans for yet further ships. The argument, as I recall it, was that if there
was no actual method of accounting or assessing what the actual costs were,
was there not some possibility of making a saving with a more accurate check;
because, after all, some three to six years to determine final cost did seem to
the committee to be rather a long period.

Mr. SELLAR: I grant you that; but there was a lot of work done and then °

had to be redone.

One thing we have always got to bear in mind in dealing with the service
forces is that no good officer of the service forces is worth anything if he is
“money minded”. He wants the best possible thing he can get to save lives
in the event of war. He is not “money minded”; he wants the best there is.
You have to temper your criticism of the services by bearing in mind that
that is part of their drill. :

Mr. SmitH (Calgary South): Nobody on the committee disagreed with
that principle. It was just—as I have raised—this point, that a period of six
years to determine eventual cost did seem a little unnecessary.

Mr. SELLAR: I have had complaints from some friends in the building sxde
on the same thing.

i,
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Mr. HaLes: Along this same line of thought, Mr. Chairman: how much
“cost plus” buying is the government doing? Are you satisfied we are getting
away from that type of purchasing as much as possible?

Mr. SELLAR: “Cost plus” cannot be avoided in certain circumstances, sir.
It would be an extravagance if we asked for firm prices, particularly in new
ventures. The contractor has no basis on which to calculate his costs. He
would have to ask a preposterous price to make sure he did not go bankrupt.
Most of the “cost plus” contracts now are for special jobs, such as these vessels
we have just been discussing. I think the tendency is to get away from that
sort of contract; but there is still a lot of it.

Mr. HALES: There is a lot of it?

Mr. SELLAR: Yes, there is still a lot of it.

Mr. HALES: Do you think we could perhaps weed out some of them?

Mr. SELLAR: No; I think you should have some legislation on the subject
as to how “cost plus” contracts are to be awarded.

We just select a contractor. In some countries, on a “cost plus”’ proposi-
tion, tenders are invited from competent contractors to establish what fee they
will do the job for. We do not do that in this country, and I do not know
of any obligation on any department to proceed otherwise than in the way they
do.

Mr. SmiTH (Simcoe North): Are the methods used by various departments
to examine “cost plus” contracts satisfactory and modern from an accounting
point of view?

Mr. SELLAR: All “cost plus” contracts are examined by the one unit, the
treasury cost accounting service. It is under the comptroller for the treasury.
They report to the departments as well as to the comptroller, and the act
provides that if the comptroller—which means, the cost accounting section—
disallows any cost, the department cannot pay it without the consent of the
governor in council. That is, there must be a treasury board minute authorizing
it

I think the system is reasonably efficient. But many of these contracts
are huge contracts; many of them are located in remote parts of Canada, and
it is a slow process. Also, a lot of it is done by subcontractors, and you have
to get in all their accounts.

I know of a job that was finished last spring; that is, a year ago. Sub-
contractors were still bringing in their costs last October. You would have
said that they should have been all cleaned up and the subcontractors were
dragging. ;

Mr. SmitH (Simcoe North): I suppose the system of calling for bids, or
-calling for proposals first on a ‘“cost plus” contract, is a sort of pre-qualifica-
tion system, is it?

Mr. SELLAR: None have for “cost plus” programs.

Mr. SmiTH (Simcoe North): But if it were done?

Mr. SELLAR: What you would do, in the first place, would be this: I think
you would indicate the contractors whom you wanted to bid. You would not
have any Tom, Dick or Harry. You would want a man with the necessary
equipment and. personnel. Then it is a matter of, does he want 4 per cent, 5
per cent, 7 per cent, or does he want a ﬁxed fee, and so on?

Mr. SmutH (Simcoe North): Do you know of any countries, states or
provinces where that practice is followed?

by Mr. SELLAR: In the United States, sir. I happened to read that in a book
the other day.

ﬁf‘ ’.
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The CHAIRMAN: At the last meeting, gentlemen, we got as far as paragraph 3

38. Today we should start with paragraph 39; but may I direct your attention
to paragraph 50, dealing with the Canada Council, which is a continuation of
the same discussion of a general principle that we were talking about at the
last meeting. Mr. Sellar, would you discuss paragraph 50.

50. Payments of Interest without Authority. The Canada Council
Act received assent on 28 March 1957 and came into operation on 15th
April. The Council being financially dependent on income from invest-
ments, section 15 provides that:

15. The Minister of Finance may, during the first year after the
coming into force of this Act, advance to the Council out of Consolidated
Revenue Fund, amounts not exceeding in the aggregate one hundred
thousand dollars, upon such terms and conditions as to interest, terms
of repayment and otherwise as are approved by the Governor in Council.

No use was made of this section; instead, on 15th April (a) an ex-
penditure charge was recorded for $100 million, being an amount
equivalent to the sum of the grants to the Council, stipulated by the
Act, (b) simultaneously, a credit was entered in a special account in
the name of the Council in Department of Finance books, and (c) an
order in council authorized payment of interest thereon at the rate of
one-quarter of one per cent below the current average treasury bill rate.
The consequence was that when the special account was closed fifteen
days later, the Council was paid $100 million as grant and also $142,603 as
interest.

Mr. SELLAR: Yes, sir. As you stated, the point is more or less the same
as that on which you were finishing your discussion at the last meeting.

I qualified my reply to a question by Mr. Winch to that effect, because
there is a subsidiary angle that could be brought up, if the committee desires.
I do not suggest that it should be; I think you should deal with this purely
in principle.

The facts are these, gentlemen. In January 1957, the then government
initiated legislation to create the Canada Council. On March 28 the legislation
received assent. On April 15 the governor in council named the various mem-
bers of the council. The council organized and got down to business at meet-
ings on April 30 and May 1.

The Canada Council Act provides that there be two funds, an endowment
fund of $50 million and a luniversity capital grants fund of $50 million. By
section 14—and I will read the text—“The Minister of Finance may, out of
the consolidated revenue fund, pay to the council the sum of $50 million
which shall constitute an endowment fund for the purposes of this act”.

Secondly, the university capital grants fund is controlled by section 17,
the material part of which reads, “The council shall establish a fund to be
called the university capital grants fund, to which shall be credited the sum
of $50 million, which shall be paid to the council by the Minister of Finance
out of the consolidated revenue fund”.

Then, as the council is a wholly autonomous body, independent of the
government of Canada, section 15—which is before you—provides that, “The
Minister of Finance may, during the first year after the coming into force of
this Act, advance to the council, out of the consolidated revenue fund, amounts
not exceeding in the aggregate one hundred thousand dollars, upon such

terms and conditions as to interest, terms of repayment and 0therw1se as are’ 28

approved by the governor in council”.

That is the legislation. On April 15, the day the members of this council
were named, the Minister of Finance, acting under section 20 of the Financial
Administration Act, opened a special account in the consolidated revenue fund
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and fixed a rate of interest with respect to that account. That is to say, he
deposited the $100 million to the credit of Canada Council and paid interest
on-it.

Section 20 reads,

(1) Money received by or on behalf of Her Majesty for a special
purpose and paid into the consolidated revenue fund may be paid out
of the consolidated revenue fund for that purpose, subject to the provi-
sions of any statute applicable thereto.

(2) Subject to any other act, interest may be allowed and paid
from the consolidated revenue fund in respect of money to which sub-
section (1) applies, in accordance with and at rates fixed by the min-
ister with the approval of the governor in council.

That is to say, instead of the government loaning the Canada Council
money under the authority of section 15 of the Canada Council Act, the gov-
ernment borrowed money from the Canada Council and paid $142,000 interest
for the use of that money during the month of April. My point is that such
action is inconsistent with parliament’s maintaining a control over the public
purse. Parliament, by the Canada Council Act, appropriated $50 million for
an endowment fund and $50 million for capital grants fund, and by section 15
provided money to meet interim requirements. The Right Honourable Mr.
St. Laurent was in charge of the bill. Throughout he was very careful to
explain exerything. The discussion of this bill was very prolonged. The
discussion of section 15 in the committee stage was quite brief. With your
consent, sir, I would like to read that. Mr. Zaplitny asked a question; it
was the first and only question. It reads as follows:

Mr. ZAPLITNY: I was merely going to say that this section refers
to advances being made during the first year after the coming into force
of this act. I have not been able to find anywhere in' the bill any
reference as to when the act may come into force, whether it will be
by proclamation or on a particular date. Perhaps I have not read it
carefully enough. What occurs to me is whether it is intended that this
advance shall be only for the first year, and I would assume that that
would be for the purpose of having some money to work with while
waiting for the returns from the endownment fund. I should like to
get it clear as to when it is expected this act will come into force?

Mr. St. LAURENT (Quebec East): It will come into force on' the
day that it is sanctioned. That is the provision in the Interpretation
Act, that if there is no other date fixed by parhament the act comes into
force when it is given royal assent.

In other words, Mr. St. Laurent in no way challenged the size-up given
by Mr. Zaplitny, that the purpose was to have some money to work with
‘While waiting for a return from the endowment fund. In my humble opinion,
it is not in the interests of the House of Commons, when there is special
legislation providing money out of the consilidated revenue fund, that the
government may by-pass and rely on some section in a more general act to
authorize a more generous treatment. That, sir, is my real point.

Mr. PickersSGILL: The question I would like to put to Mr. Sellar is this:
I assume that this payment which was made, or the special account which
Was set up on April 15, was done through the action of treasury board; so I
Wwould imagine—and I do not know—that the minister would have had the
advice of the solicitor of the treasury. Has the Auditor General any chance
of ascertalnmg whether there was any suggestion advanced and, if so, could
he give us the date.

Mr. SELLAR: I am glad Mr. Pickersgill brought that up. I am not in posses-
‘sion of the advice given by the solicitor of the treasury to the department. I
do think that if the committee entertains any doubts on this subject that the
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Department of Finance should be called on. I do not think you should form
an opinion until after you hear from them. Mr. Pickersgill, one of my worries
about this thing is this. You will recall that in this legislation, and in fact
all legislation dealing with assistance to universities, Mr. St. Laurent’s gov-
ernment was very careful to distinguish between a grant by the government
of Canada and the payment of the grant to the universities. They interjected
a middleman. This is also to be found in the Canada Council Act. May I
again read section 17 to you:

The council shall establish a fund to be called the university capi-
tal grants fund, to which shall be credited the sum of $50 million,
which shall be paid to the council by the Minister of Finance out of
the consolidated revenue fund.

In other words, my view is that until the council established the fund
at its meeting on April 30 or May 1, as the case may be, the Minister of
Finance lacked the capacity to pay out $50 million on that account.

Mr. SmitH (Calgary South): Did you suggest specifically who should be
called, before any opinion is arrived at?

Mr. SELLAR: I am interested only from the viewpoint of precedents. Has
the government a right, when there is special legislation, to reject that special
legislation and use more general legislation? If you feel the government should
enjoy that right—and I am contesting it—you should get the Department of
Finance to support your view.

Mr. WincH: Is my thinking correct on this. Is it not an established
practice—and I think it has been also ruled—that where there is a specific
act, it cannot be overriden by a general act.

Mr. SELLAR: That is what I understand, sir; the last day we were here
we were discussing the national gallery special account and the assistance given
to it. These two are in line, one by one government and another happened
to be by another government; but that is incidental. The leading decision
on the subject is a privy council decision made a good many years ago in
connection with the dominion of New Zealand, where a large sum of money
was made available under a special act for a special purpose; but instead of
using that act, the government used another one and paid out money. The
case went to the courts and the privy council decided that where, as you say,
a special act regulated a thing, legislation more general in character could
not take its place.

Mr. WincH: Could I put it this way: as Auditor General, responsible to
parliament, are you drawing this to the attention of the committee because
you feel it has now passed the position of being a precedent and is becoming
somewhat of a practice?

Mr. SELLAR: When you have two cases in a year I am afraid it is going
to be. I think you should go on record to protect your authority over the
consolidated revenue fund. But again I say, do not take my word alone, wait
until you have heard all sides of the question.

The CHAIRMAN: I think we should call a witness from the Department of
Finance.

Mr. PICKERSGILL: I suggest, Mr. Chairman, that we ought to hear the
deputy minister of Finance on the same subject. I think the Auditor General
has been exceedingly fair about this.

The CHAIRMAN: Is that agreed, gentlemen?

Agreed.

Mr. SELLAR: There is another angle to this thing as I mentioned before;
do you want to consider a second angle to this, or do you want to let it rest
on the question of principle?
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Mr. FRASER: Give us the other angle.
The CHAIRMAN: If you have one, you should trot it out.

Mr. SELLAR: This council was established—at least the act received royal
assent on March 28.

Mr. McMiLLAN: Which year?

Mr. SELLAR: 1957. On April 15 an order in council was passed appointing
the Honourable Brooke Claxton chairman of the new council, and also appoint-
ing the vice chairman and all the other members. I named Mr. Claxton for
a particular reason, which I will come to in a minute. Then the next order
in council appoints the director and associate director of the Canada Council.
The next order in council after that authorizes an interest rate for Canada
Council deposits with the Receiver General. These orders in council are
numbered 561, 562 and 563. All bear the date of having been sanctioned by
His Excellency on April 15. I do not know how His Excellency signs orders
in council, but if he goes by numbers, these were the last three he signed that
day, because the next order in council, 564, is dated April 18.

Now, as I say, order in council 561 passed by the cabinet on that day
appointed Mr. Brooke Claxton to be chairman of the Canada Council. On
the same day Mr. Claxton wrote to Mr. Harris as follows:

Will you please pay to the Receiver General for deposit in the con-
solidated réevenue fund for credit of the Canada Council:

(1) The sum of $50 million for the endowment fund as provided
in section 14 of the Canada Council Act; and

(2) The sum of $50 million for the university capital grants fund
provided for in section 17 of the act.

Such sums shall be held on deposit pending authorization by the
council for their investment and would bear interest at the appropriate
rate.

Yours sincerely,

(Sgd) Brooke Claxton,
Chairman,
The Canada Council.

There is also on the record a letter from the Minister of Finance, also
dated April 15, to Mr. Brooke Claxton:

I have your letter of April 15, requesting that the sums of $50
million for the endowment fund and $50 million for the university
capital grants fund as provided in sections 14 and 17 of the Canada
Council Act be paid to the Receiver General for deposit in the con-
solidated revenue fund to be held for the credit of the Canada Council
pending authorization by the council for their investment.

As requested these sums are being paid today into the consolidated
revenue fund and will be placed to the credit of a special account in
the name of the council and will be paid out for the purposes of the
council.

I have also signed today a submission to the governor in council
recommending that interest be allowed on these moneys at a rate of
one-quarter of one per cent below the average for the month of the
weekly average accepted treasury bill tender rates calculated on the
minimum balance at the credit of the council in each month, except
that for the month of deposit the interest shall be calculated on the
minimum balance for the period from the date of the deposit to the
end of the month.

Yours sincerely,

(Sgd) W. E. Harris.
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You will notice that the three orders in council were passed on one day,
that two letters were written on that date and that a report to council was
prepared and a special account opened in the consolidated revenue fund on
the same day. It is quite true that under the Interpretation Act any appoint-
ment by order in council has effect as of midnight of the previous day. But
unless there was more than one council meeting on April 15, I think this com-
mittee would be entitled to ask the representative of the Department of
Finance, when he appears before this committee, whether, when the letter
was received from Mr. Claxton, the Department of Finance knew, as a fact
that Mr. Claxton was the chairman of the Canada Council and not a prospec-
tive chairman; because if he was still a private citizen he had no authority
to give instructions in respect of the council’s money. Moreover, section 17
says that only after a special fund is opened by the Canada Council may
the $15 million for the university capital grants be paid over by the Minister
of Finance.

Those are two points which, when you have a representative of the
Department of Finance before you, I think you should clear up.

Mr. WincH: May I raise a third point. I would like to ask you, as
auditor general whether, if the chairman is appointed, the actual council
itself is not yet appointed, and the director and associate director are not
appointed, authorization can be given for the government to pay interest
on the moneys advanced by the government itself in respect of a board which
officially has not been established yet? In other words, they are paying
interest on their own money. Is that a third point?

Mr. SELLAR: You are quite right. I have taken that into calculation
also, but I thought I covered it by phrasing as I did.

Section 20 says: Money received by the government of Canada for a
special purpose. How can money be received?

Mr. WincH: If the council is not yet established?

Mr. SELLAR: The council was named that day by the same order in
council; but it had not organized. The decision of the House of Lords in
England, which is the one we follow, is that there must be two parties, a
giver and a receiver, and that in law a bookkeeping entry does not create a
receipt of money. Therefore I thought that the point was allied with my
previous statement. However, you are quite right in bringing it out.

Mr. McMILLAN: Was interest credited to that account from that date?

Mr. SELLAR: From April 15 to May 1. On May 1, in accordance with the
Financial Administration Act, requisition was made on the comptroller of the
treasury to issue a cheque for $100 million plus $143,000 interest to the Canada
Council and he drew the cheque and issued it.

Mr. WincH: The Canada Council drew a cheque for $143,000 of interest
for a period when they had not yet been organized. Am I right there?

Mr. SELLAR: Before they had been made into an organization.

The CHAIRMAN: Do I understand your point is that the interest paid to the
Canada Council really belongs to the consolidated revenue fund of the govern-
ment of Canada?

Mr. BELL (Carleton): And ought to be recovered.

Mr. SELLAR: That is a question of policy.

Mr. PickeERSGILL: I believe I heard a phrase in the letter from Mr. Claxton
to Mr. Harris in respect of the person to whom it was to be paid. Perhaps the
auditor general would refresh my memory on that point.

Mr. SELLAR: Yes, sir. He wrote to Mr. Harris as Minister of Finance and
said you will pay to the receiver general.
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Mr. PickersGILL: That is what puzzled me a little.

Mr. SELLAR: The title of the Minister of Finance is Minister of Finance and
Receiver General. Mr. Claxton was splitting them into two personalities for
the purpose of the letter.

Mr. PicKERSGILL: Are you arguing that was not possible under the House
of Lords decision?

Mr. SELLAR: I am not worried over Mr. Claxton’s letter. I think he was
looking after the interests of the council in the very best way he could. My
interest is in the officials of the Department of Finance who advised the minister.

Mr. PICKERSGILL: Quite.

, Mr. SELLAR: I think Mr, Claxton was doing just what any man would do
who had the interests of the Canada Council at heart.

The CHAIRMAN: Is any salary paid to Mr. Claxton?

Mr. SELLAR: No. The act provides that Mr. Claxton and the vice-chairman
may be paid a salary; but no salary has been paid to them and, as a matter of
fact, there was no real provision made for the payment of travelling expenses
to the chairman. That was changed only recently when the order in council
Was amended allowing him the same allowances as are allowed to an ordinary
member of the counecil.

However, during the past year, Mr. Claxton took very little money in the
Wway of travelling expenses, and none at all for salary or entertainment expenses.

S Mr. WALKER: I suppose he is remunerated by being the cultural Santa
aus?

: Mr. SELLAR: If you know Mr. Claxton you know he is a gentleman who,
if hfa is interested in anything, takes a tremendous interest in it. I never saw
a minister like him. He is going in all directions at once.

Mr. PicKERSGILL: And always accomplishing something.
The CrHAIRMAN: I am glad you put that in.

Mr. WALKER: I heard you still referring to him as the minister. I guess
he is the last Liberal minister who has power in Ottawa.

Mr. SELLAR: I referred to him as the minister because I deal with these
Persons only as ministers, and not in their private capacity. He was a min-
ister for several years.

Mr. WALKER: Just to get it clear on the record, he no lohger is.

Mr. SELLAR: Oh, no.

Mr. WALKER: Sometimes one thinks he is, you know.

The CuAIRMAN: Is there anything else on the Canada Council at this point?

Well, gentlemen, then let us revert to paragraph 39.

39. Revenue Collecting Practices. Two minor instances were ob-
served where departmental practices are inconsistent with legislation.
The first concerns Customs Tariff item 438c, which has a text of ap-
proximately 700 works, but it will suffice to note that it provides, among
other things, that metal stampings may be imported either free of
duty or at a reduced rate by automobile manufacturers under certain
conditions. The questioned practice arises when the stampings pass
through Customs as an integral part of an assembly that is subject to
duty. he Department of National Revenue applies a practice called
‘split billing’, under which the stampings incorporated in the assembly
are permitted entry duty free, while duty is levied on the balance of the
assembly. Audit attention was not directed to any legislation that allows
free entry in these circumstances. !
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The CHAIRMAN: The last sentence in this paragraph says:
Audit attention was not directed to any legislation that allows free
entry in these circumstances.

Mr. SeLLAR: That is quite correct. If you want to save time, you could
take paragraphs 39 and 40 together, because my men tell me they understand

that budget legislation is to be introduced at the present session in respect of ’

both these paragraphs.

40. The other questioned revenue collecting practice is associated
with a provision in the Excise Tax Act, as amended by c. 56, Statutes
1953-54. This amendment stipulates that if goods imported are already
wrapped, packaged, put up in boxes or bottles or otherwise prepared
for sale, the packaging “shall be deemed to be subject to the same rate
of duty as the goods contained therein”, for the purpose of establishing
duty-paid value for sales tax calculations. However, a departmental
instruction states that:

where the goods being imported are subject to sales tax only, not’

excise tax, and the packaging takes a different rate of duty for

Customs purposes than the goods which it contains, the sales tax

may be applied on the relative duty paid values as determined by

the Customs Division.

It was explained that a reason for this practice is that there is in-
consistency in invoicing packaging material, and administrative problems
arise as a result. Such may be the case, but the Department is giving an
application which is at variance with the text of the statute.

Mr. Servrar: The committee might wish to wait until they see the
legislation.

The CHAIRMAN: Except that the last sentence in paragraph 40 says:

Such may be the case, but the department is giving an application
which is at variance with the text of the statute.

Mr. SELLAR: They agree with that, sir, and said they had to do it because
they cannot apply the statute; they had to do as well as they could. They
could not get a wording which met the requirements. When I put the pressure
on them by putting in this paragraph they got busy. I understand they are
trying to bring in a text in the bill within the near future which would remove
the need for any repetition of paragraph 40.

The CHAIRMAN: I was interested in this, but I gather your point is there
is a tendency that a departmental instruction could change the force of an act.

Mr. SELLAR: In the case of paragraph 40, I think the receiver general of
Canada has made a little money he should not have made.

Mr. SmitH (Simcoe North): Have questions been asked concerning para- .

graph 39 where it deals with automobile stamping?

Mr. SELLAR: Yes.

Mr. SmitH (Simcoe North): I have a question in respect of paragraph 39
which deals with the matter of stampings which would normally come in free
of duty and are still permitted to be brought in when they become part of a
major assembly. Is there any substantial amount involved in that?

Mr. SELLAR: No. It is limited to manufacturers which bring in not more than
a certain number of units a year. The trouble is mainly in connection with
the instrument board where there is a certain amount of work done in addition
to stamping it out. It is not big, but it is two different things, which worried us.

Mr. SmITH (Simcoe North): My concern is that it is permitting the manu-
facturers which were involved to increase their assembly in the United States
and thus reduce the amount of actual manufacture in Canada. Does it have
that tendency?
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Mr. SELLAR: It has a tendency, but do not exaggerate it; the amount of
work done was trifling.

The CHAIRMAN: Gentlemen, is there anything else?

We will proceed to paragraphs 41, 42 and 43.

41. Fire Losses. Back in the days of Sir John A. Macdonald, it was
decided that in view of the large amount, varied character and widely
separated position of the property in the Dominion belonging to the
Crown, it is a wise economy for the Government to underwrite its own
risks.

This 1881 decision of policy, still in effect, is quoted to preface a
question: What should be the practice with respect to the amount, if
any, of insurance a contractor should be obligated to carry to protect the
Crown during performance of contracts? Settlements of two fire losses
observed in the course of recent audits prompt the query.

42. On Remembrance Day, 1954, employees of a plumbing firm were
working in a stores warehouse at Griesbach Barracks, Alberta. A spark,
during welding operations, started a blaze and before the fire was out the
building was damaged to the extent of $425,000 and $3,500,000 of military
stores destroyed. The contractor was sued, but there was general agree-
ment that were judgment for the full amount awarded in favour of
the Crown, it would be to a great extent a barren financial victory;
therefore when $250,000 was tendered in June 1957 by an insurance
company, it was accepted and that closed the matter. The other settle-
ment was in respect of a fire loss at Camp Sarcee in November 1956,
caused by workmen breaking a gas main when excavating outside a
building. Damage to the building and contents amounted to $2,250,000.
$250,000 was recovered from an insurance company and $50,000 from
the contractor in the year under review.

43. A review of contract forms used by various departments discloses
that a clause common to all requires firm price contractors to keep
buildings insured during construction. However, only in certain contracts
is it required that contractors insure the Crown against public liability
and property damage or other special risks. The question is whether
enunciation of a general policy is desirable.

The CHAIRMAN: In the last sentence in paragraph 41 you seem to put the
question:

What should be the practice with respect to the amount, if any, of
insurance a contractor should be obligated to carry to protect the crown
during performance of contracts?

Then paragraphs 42 and 43 are examples of losses Is that rlght'?

Mr. SELLAR: Yes, sir.

Mr. McMiILLAN: Mr. Sellar, can you tell us anything in respect of the losses
in connection with the explosion last year on Bank street, which involves
government property?

Mr. SELLAR: We are suing to recover our losses, but do not know yet where
we stand. ;

Mr. BELL (Carleton): It is not in this auditor general’s report.

Mr. McMiLLaN: I realize that.

Mr. FrRasEr: What is the average fire loss per year to the government?

Mr. SELLAR: I do not have that, sir. I do not think it is tabulated. I used
these two because they are very large ones, mainly because they were military
stores which were burned. I will do my best to try to get the figures for you.

Mr. FRaSER: During and after the war years we had losses running into $15
million or more a year and I am wondering what they were during the last
couple of years?



114 STANDING COMMITTEE

Mr. SELLAR: I cannot tell you. I do not know whether there were any
charges against the special legislation following a fire.

Mr. WALKER: The contractors are required, are they not, to be covered =

for fire hazards, but the amount is not sufficient to cover the losses set out in
paragraph 42. Is that the point?

Mr. SELLAR: A contractor for a building is required to insure it providing
it is not a cost-plus contract. If it is a cost-plus contract the government

assumes the full risk. In both of these cases the fire was not in connection with

the construction of a building. The contract, in one case, was for outside of a
building, providing for the laying of pipes. A bulldozer snapped a gas pipe
running close to a building which set fire to the building. In the other case
a plumber was just making some repairs. As it happened it was Remembrance
Day and the troops had been given the day off so there was no fire picquet.
Moreover, they were fixing the water pipes in the camp and the result was
that when the fire started the whole damn thing went.

Mr. WALKER: The suggestion is it should be a general liability coverage

rather than a fire policy covering the building under construction. Is that

your point?
Mr. SELLAR: My point is: a large contractor, as a matter of business, each

year carries a very large general liability policy. A small contractor may not.

My point is whether or not it would be prudent to expect all contractors to
carry a certain amount of public liability insurance. That is all. Actually, if
I had the rewriting of this report I would leave out those paragraphs. I do
not think they really are parliamentary because insurance is generally regarded
as an executive matter.

The CHAIRMAN: But on the other hand, in one case you have $4 million
losses and we received $250,000 in settlement which was, of course, the best
we could do, and in the other you have $2,250,000, and we received a $300,000
supplement, so it would seem to me these are quite serious losses.

Mr. SELLAR: They are large amounts; but might I add that if you tried
to find out where the two amounts which you have just read are credited in
the public accounts, you will not succeed. The payment in connection with
Griesbach is on page N-76, under the heading of sundries; and the Sarcee
recovery is on page N-75 included with all refunds of previous years expendi-
tures, without any specific reference. It is just another example of where the
public accounts might be a little more informative.

Mr. DRYSDALE: What is the Fire Losses Replacement Account Act?

Mr. SELLAR: That was an act passed four or five years ago.

Mr. DryspALE: In 1953-54 they made $5 million available. How would
it be used in circumstances such as this; would it not be charged to such
an account?

Mr. SELLAR: It could be; or they could charge replacement cost to a vote.

Mr. PrckersciLL: The purpose of that legislation was to provide funds
immediately for replacement, where it was needed urgently.

Mr. SELLAR: That is quite right, and an associated reason was that the
government of the day wanted to get away from the use of governor general’s
warrants if at all possible.

Mr. PIcKERSGILL: Exactly.

. The CrAIRMAN: Your purpose is to focus attention on whether or not
the department or the government concerned should consider general policy?

Mr. SELLAR: Yes; I might add that in the present year the government
is experimenting with a new type of security. Hitherto contractors had to

. put up cash or government of Canada bonds in the amount pf 10 per cent,

,
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as the case might be. But in the current year we are taking bonds of com-
panies; we take surety bonds for 10 per cent of the contract price, guaranteeing
that the bidder will enter into a contract if offered one within 60 days after
the closing date of the tenders.

Then the contractor is required to give a performance bond of 50 per cent
of the contract price in favour of the government, and he also is required
to give a labour and materials payment bond of 50 per cent of the tender
price to protect suppliers and labour in the event that he fails to pay them.
So this is a new type of bonding.

It has not been in effect long enough to be certain that it is an overall
improvement, but the departments tell me that so far they are well pleased
with it, and think it gives us better protection.

The weakness is that if a departmental official makes a concession to
a