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ORDERS OF REFERENCE
Fripay, April 10, 1964.

Resolved,—That the following Members do compose the Standing Com-
mittee on Railways, Canals and Telegraph Lines:

Messrs.

Addison, Foy, Matte,
Armstrong, Godin, McBain,
Asselin (Notre-Dame- Granger, McNulty,

de-Grace), Greene, Millar,
Balcer, Guay, Olson,
Basford, Horner (Acadia), Orlikow,
Beaulé, Howe (Wellington- Pascoe,
Béchard, Huron), Prittie,
Bélanger, Irvine, Rapp,
Bell, Kennedy, Regan,
Berger, Kindt, Richard,
Boulanger, Korchinski, Rideout,
Cadieu (Meadow Lake), Lachance, Rock,
Cameron (Nanaimo- Lamb, Ryan,

Cowichan-The Islands),Laniel, Southam,
Cantelon, Latulippe, Stefanson,
Cooper, Lessard (Saint-Henri), Stenson,
Cowan, Macaluso, Tucker,
Crossman, MacEwan, Watson (Chéateauguay-
Crouse, Mackasey, Huntingdon-Laprairie),
Emard, Marcoux, Willoughby—=60.
Fisher,

(Quorum 20)

WEDNESDAY, March 11, 1964.

Ordered,—That the said Committee be empowered to examine and in-
quire 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.

MonDpAY, June 8, 1964.

Ordered,—That the names of Messrs. Macdonald, Brown, Lloyd, Hahn,
and Cantin be substituted for those of Messrs. Watson (Chateauguay-Hunt-
ingdon-Laprairie), Greene, Rideout, Macaluso, and Asselin (Notre-Dame-de-
Grace) respectively on the Standing Committee on Railways, Canals and
Telegraph Lines.

WEDNESDAY, June 10, 1964.

Ordered,—That the Standing Committee on Railways, Canals and Telegraph
Lines be empowered to print such papers and evidence as may be ordered by
the Committee and that Standing Order 66 be suspended in relation thereto;
that it be given leave to sit while the House is sitting; and that its quorum be

reduced from 20 to 12 members and that Standing Order 65(1) (b) be suspended
in relation thereto.
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‘WEDNESDAY, June 10, 1964.

Ordered,—That the Annual Reports of 1963 of the Canadian National
Railways and of the Canadian National Railways Securities Trust, the Auditors’
Report to Parliament for 1963 in respect of the Canadian National Railways,
tabled on April 7, 1964, the Budget for 1964 of the Canadian National Railways,
tabled on March 30, 1964, the Annual Report of Trans-Canada Air Lines for
1963, the Auditors’ Report to Parliament for 1963 in respect of Trans-Canada
Air Lines, tabled on March 6, 1964, and the Budget for 1964 of Trans-Canada
Air Lines, tabled on February 28, 1964, be referred to the Standing Committee
on Railways, Canals and Telegraph Lines.

THURSDAY, June 11, 1964.

Ordered,—That the name of Mr. Rhéaume be substituted for that of Mr.
Willoughby on the Standing Committee on Railways, Canals and Telegraph
Lines.

FriDAY, June 12, 1964.

Ordered,—That the name of Mr. Grégoire be substituted for that of Mr.
Bélanger on the Standing Committee on Railways, Canals and Telegraph Lines.
Attest.
LEON-J. RAYMOND,
The Clerk of the House.




REPORT TO THE HOUSE
WEDNESDAY, June 10, 1964.

The Standing Committee on Railways, Canals and Telegraph Lines has the
honour to present the following as 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
relation thereto; ,

2. That it be given leave to sit while the House is sitting;

3. That its quorum be reduced from 20 to 12 members, and that Standing
Order 65(1) (b) be suspended in relation thereto.

Respectfully submitted,

JEAN-T. RICHARD,
Chairman.

(Concurred in the same day.)






MINUTES OF PROCEEDINGS

WEDNESDAY, June 10, 1964.
(1)
The Standing Committee on Railways, Canals and Telegraph Lines met

at 9:37 o’clock a.m. this day, for organization purposes.

Members present: Messrs. Addison, Armstrong, Balcer, Bélanger, Berger,
Cameron (Nanaimo-Cowichan-The Islands), Cantelon, Cantin, Cowan. Cross-
man, Crouse, Godin, Granger, Hahn, Howe (Wellington-Huron), Lamb, Laniel,
Macdonald, Mackasey, Marcoux, Matte, McNulty, Millar, Pascoe, Prittie, Rapp,
Richard, Rock, Stefenson, Willoughby—30.

The Clerk of the Committee attended the election of the Chairman.

Mr. Berger moved, seconded by Mr. Crossman,
That Mr. Jean T. Richard be Chairman of this Committee.

Mr. Hahn moved, seconded by Mr. Prittie, that the nominations do now
close.

There being no other nominations, the Clerk of the Committee declared
Mr. Richard duly elected Chairman and invited him to take the Chair.

The Chairman thanked the Committee for the honour conferred on him.

Mr. Godin moved, seconded by Mr. McNulty,
That Mr. Brown be Vice-Chairman of this Committee.

Mr. Mackasey moved, seconded by Mr. Laniel,
That nominations do now close.

The Chairman declared Mr. Brown duly elected Vice-Chairman of this
Committee.

On Motion of Mr. Howe (Wellington-Huron), seconded by Mr. Godin,
Resolved:—That a Subcommittee on Agenda and Procedure be appointed
by the Chairman after usual consultations with the whips of the different parties.

On motion of Mr. Macdonald, seconded by Mr. Rock,
Resolved:—That the Committee be empowered to print such papers and
evidence as may be ordered by the Committee.

On motion of Mr. Rock, seconded by Mr. Granger,
Resolved:—That the Committee seek permission to sit while the House is
sitting.

On motion of Mr. Prittie, seconded by Mr. Mackasey,
Resolved:—That the quorum be reduced from 20 to 12 members.

At 9:50 o’clock a.m. Mr. Rock moved, seconded by Mr. Matte,
That the Committee adjourn to the call of the Chair.

7
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TUESDAY, June 16, 1964.
(2)
The Standing Committee on Railways, Canals and Telegraph Lines met at
10:02 o’clock this day. The Chairman, Mr. Jean T. Richard, presided.

Members present: Messrs. Addison, Balcer, Béchard, Berger, Brown, Cadieu,
Cantelon, Cantin, Cowan, Crossman, Fisher, Godin, Granger, Grégoire, Hahn,
Horner (Acadia), Howe (Wellington-Huron), Kindt, Korchinski, Lamb, Lloyd,
Lessard (Saint-Henri), Macdonald, MacEwan, Mackasey, Matte, McBain, Mc-
Nulty, Pascoe, Prittie, Rapp, Regan, Rhéaume, Richard, Rock, Southam, Stefan-
son—37.

Also present: The Honourable John Whitney Pickersgill, Minister of Trans-
port.

In attendance: From Canadian National Railways: Messrs Donald Gordon,
President, R. T. Vaughan, Secretary, J. L. Toole, Vice-President of Accounting
and Finance, J. W. Demcoe, Vice-President, Transportation and Maintenance.

The Chairman opened the meeting.

On motion of Mr. Lessard (Saint-Henri), seconded by Mr. Grégoire,

Resolved:—That the Committee print 850 copies in English and 400 copies
in French of its Minutes of Proceedings and Evidence.

Mr. Grégoire moved, seconded by Mr. Addison,
That the Committee do not sit while the House is sitting on the flag issue.

After debate thereon, the question being put on the said motion, it was,
by a show of hands, negatived; Yeas: 12, Nays: 15.

The Chairman instructed the Clerk of the Committee to read the Order of
Reference.

The Chairman welcomed the officials of the Canadian National Railways
and in particular Mr. Donald Gordon, President, whom he invited to read the
1963 Canadian National Railways Annual Report. Then the Committee pro-
ceeded to consider this Report, section by section.

And the examination of the witnesses continuing on the fjrst sect_ion in-
tituled “Financial Review”, at 12:27 o’clock p.m. the Committee adjourned
until 4:00 o’clock p.m. this afternoon.

AFTERNOON SITTING
(3)

The Standing Committee on Railways, Canals and Telegraph Lines recon-
vened at 4:06 o’clock p.m. this afternoon. The Chairman, Mr. Jean T. Richard,
presided.

Members present: Messrs. Armstrong, Beaulé, Béchard, Brown, Cadieu,
Cantelon, Cantin, Cooper, Crouse, Emard, Fisher, Granger, Grégoire, Horner
(Acadia), Howe (Wellington-Huron), Kindt, Korchinski, Lachance, Lloyd,
Lessard (Saint-Henri), Macdonald, MacEwan, Matte, McNulty, Pascoe, Prittie,
Rapp, Regan, Rhéaume, Richard, Ryan, Southam, Stefanson, Stenson (34).

Also present: The Honourable John Whitney Pickersgill, Minister of Trans-
port.

In attendance: The same as at this morning’s sitting.

—
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The Committee resumed consideration of section intituled “Financial
Review” of the 1963 Canadian National Railways Annual Report.

And the examination of the witnesses continuing, at 5:55 o’clock p.m. the
Committee adjourned until 8:00 o’clock p.m. this evening.

EVENING SITTING
(4)

The Standing Committee on Railways, Canals and Telegraph Lines re-
convened at 8:16 o’clock p.m. this evening. The Chairman, Mr. Jean T. Richard,
presided.

Members present: Messrs. Beaulé, Brown, Cantin, Cooper, Emard, Fisher,
Granger, Horner (Acadia), Howe (Wellington-Huron), Korchinski, Lachance,
Lloyd, Macdonald, MacEwan, Pascoe, Prittie, Richard, Southam, Stenson (19).

In attendance: The same as at this morning’s and afternoon’s sittings.

The Committee resumed consideration of section intituled “Financial Re-
view” of the 1963 Canadian National Railways Annual Report.

On Motion of Mr. Prittie, seconded by Mr. Fisher,

Resolved:—That the section intituled “Financial Review” of the 1963 Cana-
dian National Railways Annual Report be adopted as read.

At 9:50 o’clock p.m. the Committee adjourned until tomorrow at 3:30
o’clock p.m.

WEDNESDAY, June 17, 1964.
(5)

The Standing Committee on Railways, Canals and Telegraph Lines met
at 3:42 o’clock p.m. this afternoon. The Chairman, Mr. Jean T. Richard, pre-
sided.

Members present: Messrs. Beaulé, Brown, Cadieu, Cantin, Cooper, Cowan,
Crossman, Crouse, Emard, Fisher, Granger, Grégoire, Horner (Acadia), Howe
(Wellington-Huron), Irvine, Kennedy, Korchinski, Lloyd, Macdonald, MacEwan,
Mackasey, Marcoux, Matte, McNulty, Millar, Pascoe, Prittie, Rheaume, Richard,
Rock, Southam, Stenson (32).

In attendance: From the Canadian National Railways: Messrs. Donald Gor-
don, President, R. T. Vaughan, Secretary, J. L. Toole, Vice-President, Account-
ing and Finance, J. W. Demcoe, Vice-President, Transportation and Mainte-
nance.

The Committee resumed consideration of the section intituled “Develop-
ment” of the 1963 Canadian National Railways Annual Report.

By unanimous consent, the witness, Mr. Gordon, was granted permission
to have printed as appendices to today’s Minutes of Proceedings and Evidence;
the following documents:

“Grain on the Move”

“Canadian National Railways Proposed Line Abandonment—Example
Subdivision Prairie Region”
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The Committee agreed unanimously, that the section intituled “Develop-
ment” of the 1963 Canadian National Railways Annual Report be adopted as

read.

And the examination of the witnesses continuing, at 5:52 o’clock p.m.
the Committee adjourned until 10:00 o’clock a.m. tomorrow morning.

Maxime Guitard,
Clerk of the Committee.

(See Appendices A and B to this day’s Minutes of Proceedings).

»
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APPENDIX A

“GRAIN ON THE MOVE”

An address by Donald Gordon, C.M.G., Chairman and President, Canadian
National Railways, to the Canadian Club, Winnipeg, Manitoba
September 26, 1962

If it were not for the fact that I can look back over a period filled with
action, I would find it hard to believe that six years have passed since I last
visited your Club to speak about the railroad industry and to give you a report
on progress by Canadian National Railways. Consequently, while I begrudge
the swift passage of time, I must accept it as a necessary ingredient of progress
and regret only that I have not found it possible to meet more frequently with
you to keep in repair the many friendships and business associations that have
so long been available to me in the friendly city of Winnipeg.

The opening of our new Symington Yard here yesterday is symbolic of
the many changes that have taken place in Manitoba and across the CN System
since I addressed your Club in 1956. In this city where East meets West, the
yard has been well named after Herbert J. Symington, who, as a young man,
arrived here for a visit and remained for twenty-three years to become a
prominent Winnipeg lawyer before moving East, where he served as a Director
of Canadian National for twenty years. His outstanding contributions to the
transportation industry on land and in the air, and to the public interest of
Canada, rate him as one of the great Canadians of his generation.

This push-button electronic hump yard, the third of its kind to be com-
pleted in Canada by Canadian National, permits us to service, sort and send out
up to 6,000 freight cars a day and equips us to provide faster rail shipments to,
from and through the West. In addition to the construction of Symington Yard,
one of the most advanced marshalling yards in the world, we have completed
recently at Transcona a three-year program of shop consolidation and mod-
ernization, resulting in greatly improved and streamlined operations in our
motive power and car shops that have served Western Canada for half a
century. y

Just before I last spoke to your Club, Canadian National had completed
construction of a 144-mile rail line to Lynn Lake. Since that time—including
the new track mileage to Lynn Lake and upon completion of an eight-mile CN
railway extension to Stall Lake to serve the Hudson Bay Mining and Smelting
Company’s new property there—Canadian National will have driven about 240
miles of new track into Manitoba’s northern frontiers in a period of less than
ten years. We have laid probably more new track in recent years than any
other railroad in North America.

Rail resource lines constructed in Western Canada include a 46-mile line
to the great aluminum development at Kitimat, B.C., completed in 1955; a
32-mile line to INCO’s new nickel find at the new townsite of Thompson,
completed in 1957; a 52-mile branch line to the Hudson Bay Smelting Com-
pany’s mine at Chisel Lake, completed in 1960; and a 23-mile line currently
under construction from Whitecourt to the Pan American Petroleum Corpora-
tion’s plant at Windfall, Alberta.

Last month we began laying track on the 430-mile Great Slave Lake
Railway, designed to move to market the long known lead and zine resources
located at Pine Point near Great Slave Lake in the Northwest Territories, and

at the same time open up for development agricultural and other natural
resources in the area.
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The important factor about these CN-built resource railroads is that they
aid the greater industrial and economic diversification of Western Canada.
And the same is true of the many new rail facilities also constructed or under
way for a similar purpose in Eastern Canada. When all are completed, the
cost of branch lines built by Canadian National to serve resource industries
across Canada since World War II will amount to nearly $200 million.

These developments may not seem exciting when one considers the recent
feats of men and machines in the new Space Age. However, before we look
to new horizons in space, Canadians have many problems to resolve in the
management and development of their heritage in acreage and resources right
here on earth. Canadians are faced urgently with the need to develop their
latent talents, their energies and their skills if our people are to be kept in
gainful employment and rewarded with an acceptable standard of living. This
need must be viewed against the background of an increasingly competitive
trading world, where new techniques and radical rearrangements of political
alignments—actual and potential—affecting our traditional and most im-
portant customers, pose a challenge that we dare not ignore. Our prosperity,
nay our very existence, as a free and prosperous nation is dependent on how
we use the resources we are blessed with and, also, the qualities of mind and
spirit that we bring to the challenging task of finding our rightful place in this
world of cataclysmic change.

It has been said that fools rush in where angels fear to tread, an adage
you may well say I should keep in mind when I presume to speak about the
history of grain handling and contemporary practices in the City of Winnipeg,
where I should expect to meet an audience of experts. However, I wish to
provoke discussion on this subject because I believe it is so important to the
national interest that it overcomes my ingrained diffidence about appearing as
a special pleader in a field where others have a better claim to expert knowledge.

Since the days when the “Iron Horse” first established a communication
system between Canada’s early and remote settlements, and so made Con-
federation possible, all of the physical resources that our country has had to
manage were—until very recently—inevitably linked with the nation’s rail-
ways. Nowhere has this been more true than in Western Canada.

Today it is hard to realize that the fur trade was the primary industry of
this area less than one hundred years ago, and remained largely so until the
arrival of the railways. It is, in fact, less than one hundred years since
the Hudson’s Bay Company surrendered its territorial rights over Rupert’s
Land. There are actually many people alive today who lived when the first
wheat moved out of the Prairies—only eighty-six years ago! The pace of
change is ironically emphasized by the fact that this first shipment consisted
of seed grain to improve the quality of the Ontario crop in an age when wheat
was the primary product of that province, and Toronto the grain capital of
Canada!

That first movement of wheat from this city occurred on October 12, 1876,
or two years before the arrival of the first railway in the Winnipeg area,
which was to link this city with St. Paul, Minnesota. The shipment, according to
the records, consisted of 857-and-}th bushels of wheat, valued at 85 cents a
bushel. It was transported by the stern-wheeler “City of Selkirk” down the
Red River to Fisher’s Landing, Minnesota. From there it went by rail to Duluth,
by water again to Sarnia, and once more by rail to Toronto. The first export
shipment of wheat from Western Canada was made two years later, in 1878, to
Glasgow.

Those eventful years were followed by a period when the railways
became the dominant factor in our economic growth, and played an equally
important role in the political life of that era. Everywhere there was a sudden




RAILWAYS, CANALS AND TELEGRAPH LINES 13

compulsion to occupy the West: rail lines struck forth in every direction,
followed by farmers from Ontario and Quebec, and immigrants from Britain
and Europe to colonize this new land. Throughout the “Gay Nineties” and until
the outbreak of world war in 1914, there evolved in Western Canada a grain
handling system based on the country elevator and rail transportation, which
was acclaimed the best collection system to be found anywhere in the world.
. Railway construction and grain production proceeded hand-in-hand at ‘
an unprecedented pace until, by 1914, there was a total of 11,710 miles of new i
track laid throughout the three Prairie Provinces. The Western grain trade had
become firmly established in world markets—and wheat reigned supreme as |
€ da’s major export, based, of course, on Manitoba’s “No. 1 Hard”. :
ip:‘Yet, despite the fact that there have been many radical and fundamental -
changes in Western Canada’s economy since those explosive years, the system I
of grain handling established before the first World War—the colﬁion, storage .-
and transport of the Prairie grain crop—has changed very little.
: Methods for handling the Prairie grain crop were established in a period
when roads were very poor and, in many places, consisted only of Prairie trails.
The movement of grain from the farm to the country elevator was by team
and wagon, and the railway had a virtual monopoly of land transportation
not only because it was the cheapest available means, but also in most
instances, the only means available. Since that time, modern highway networks
have been established and roads of every description vastly improved. There
are today about 21,000 miles of good highways throughout the three Prairie
provinces, and this figure does not take into account many more thousands of
miles of municipal and market roads.

The highway truck has been perfected so that its operating costs have
greatly decreased. At the same time the costs of maintaining and operating
railway branch lines have increased, largely because the variety and the
total volume of traffic carried has declined with increased trucking, the result
being that on many branch lines the only remaining traffic is grain. Built when
the country was young, many of these smaller lines have outlived their useful-
ness, now that both truck and automobile have been placed in universal use.

The increase in the use of the motor truck on farms in the three Prairie
provinces is dramatically illustrated by figures recently released by the
Dominion Bureau of Statistics. According to 1961 census figures, the number of
motor trucks on Prairie farms has increased by approximately two-thirds, or by
64 per cent, in only ten years. Automobiles on Prairie farms during that same
period, 1951 to 1961, increased by only 8 per cent. Grain combines increased
by 61 per cent and tractors by 23 per cent, and these have helped, no doubt,
to facilitate more efficient production.

Many of the existing country elevators are now well below the optimum

for the best economic costs j operation and also for the most economic

-

cos} of trans-shipment by railways
4 Today on a thin-density ra y branch line—that is to say, a line that
carries almost entirely grain and where the total volume originated is about
1,000 cars for a 60 to 70-mile line over the course of a year—it can cost the
railway ten to fifteen cents or more per ton mile to carry grain to the main
line, whereas truck costs for the same movement are in the range of four to
eight cents per ton mile—or only half the cost. Most farmers today, because
of the greater mobility provided by the Iruck, can deliver as much grain
to an elevator in one day as they could in one week when they used team
and wagon and they often now voluntarily haul their grain longer distances. /
There are actually three basic cost factors involved in the grain handling
system, to which we should look to trim handling expenses and increase
efficiency. First, the cost to the individual farmer in moving his grain to the
country elevator varies because of distance. If an integrated trucking system
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could be devised between farm and main-line elevators, this cost could be
equalized and well, produce savings in those over-all handling costs which
are poolenﬁs second factor involves the economies that can be obtained
through a ram of elevator consolidation that would eliminate those > existing
elevator: at are operating welwwmm%m

6 operatlon.ghe Royal Commission off Transportation, commonly kno e
“Mac son Commission” in honour of its distinguished chairman, has pointed
out that operating costs per bushel decrease considerably as the size of elevators
increase to provide certain optimum storage space. Finally, there are economies
to be obtained by the railways, whose traditional job has been to serve the
farmer, elevator owners and the Wheat Board by providing transportation
for piecemeal shipments to grain terminals from widely scattered country
elevators. Obviously such transportation on thin-density branch lines is costly,
thus elevator consolidation on main lines would enable the railway to pick
up more cars at one time and reduce transportation and switching costs. And
all of this must be considered against the basic fact that a new West has
been born—as unlike the old West as the new CNR is unlike its old predecessor
lines of that earlier day.

\ The very nature of Western Canada’s economy has changed radically.
In Manitoba, both manufacturing and construction trebled after the last war
and, by the late fifties, together represented about two-thirds of the total
value of physical production. There has been a tremendous growth of mixed
farming and processing. Livestock breeding, feeding and finishing have become
an important part of Western farm activities, with cattle production increasing
every year and quality improving all the time. Here in Manitoba, meat packing
has become your largest single production industry, while all manufacturing
accounts for nearly 45 per cent of the total net value of provincial production.
In Alberta, oil has become the province’s major resource industry since the
Leduc find in 1947. Mineral exploration and production is expanding every year
on the northern frontiers of all three Prairie provinces. Even in Saskatchewan,
where wheat production remains the major concern of nearly 80 per cent
of the farmers, the province has increased steadily as a producer of non-metallic
minerals, such as potash and sodium sulphate. There has also been recent
discovery and development of oil and natural gas resources in southern
Saskatchewan where oil refining capacity has more than trebled since the
last war. The vast irrigation and hydro-electric power development on the South
Saskatchewan River promises cheaper power and therefore the means for
establishing a broader industrial base in that province.

To keep the new West in perspective, it is important that the nation’s rail-
way network should reflect these social and economic changes of recent years
and, in doing so, hold transportation costs at a minimum. For in Canada the cost
of transportation continues to be an important element in the production costs
of our exports which, as you all know, must meet new and more competitive
offerings that challenge price, quality, variety and even sales techniques. Never-
theless, in underlining many of the changes which have considerably altered the
Prairie economy in recent years, I by no means underestimate the continued
value of the West’s grain production to our export trade, which contributes so
strongly to Canada’s position as the world’s fifth largest trading nation.

In launching a plan of attack to improve the efficiency and reduce the costs
of our grain handling system, it would be essential to look at the over-all system
and not merely at each individual part. If each party—that is to say, the grow-
ers, the elevator owners, the railways or governments—were to go ahead and
make a separate analysis to improve its own cost and method efficiency, the
outcome would not necessarily benefit the nation. I believe that the objective
of all interested parties should be a program that is good for the nation as a
whole—particularly at this critical and increasingly competitive period in our
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economic history—and not simply a program that serves each party’s short-
range activities. The best method of attack appears to be a co-ordinated program
on which all parties are prepared to compromise to reach agreement.

In terms of the operational research worker, what is required is a “systems
analysis” to determine how a grain gathering and handling system can best be
adapted to present and predictable technological changes, taking as its point of
departure the historically oriented facilities that exist today and with which
we are all familiar. This approach is essential, since it is understandable, and
quite in keeping with human nature, that each party involved in the system
could attempt to reach an optimum position with regard only to the costs or
methods with which each is directly concerned—or what the mathematicians
and management scientists would call “suboptimization”.

By way of an illustration of this rather fearsome sounding word, it will do
here to give an example of one part of the collective system—say Canadian
National Railways—reducing its operational costs without regard to the impact
of its actions on others. Certainly without an over-all plan, or a common objec-
tive established in the national interest, Canadian National, as any other busi-
ness, can only strive as best it can to reduce its own costs and increase its own
efficiency even though its action, in isolation, may actually increase individual
costs to some farmers or elevator interests. Worse still, isolated or selfish action
could well result in a failure to take advantage of each and every type of avail-
able method of collecting, transporting and storing grain, thus foregoing econ-
omies that could come from large scale co-ordination.

Delay in implementing a better system comes not so much from resistance
to change as from want of a framework that ought to be drawn up by the many
agencies historically involved in the collection and marketing of the grain crop,
and—as I have said—the need for agreement upon an over-all plan. The formula-
tion of a master plan appears to be the job of no one authority or agency and,
as is so often the situation in human affairs, what is everybody’s job becomes
nobody’s job!

For the purpose of illustration, let me return for a moment to enlarge upon
just a few of the questions that arise in the railway industry which need to be
taken into account in any over-all plan. There is the fact that delivery quotas
for grain vary with storage space available at country elevators, which in turn
is affected by terminal accommodation at the Lakehead, the West Coast and
Churchill, and by foreign demand. Insufficient capacity at country elevators in
a given area creates a situation whereby the Wheat Board, under existing
legislation, is faced with the problem of equalizing as fairly as possible by
quota the opportunity of farmers in that area to market their grain. Uneconomic
rail transportation of the grain almost always results. The railways’ difficulties
arise from the need of the Wheat Board to create storage capacity in as many
country elevators as possible at one time and to ship out of these elevators only
such quantities and grades as may be required to afford equality of marketing
opportunity to farmers being served by the elevators in question. Expensive
shipping costs per carload result. Also, under the present system, it is impossible
to predict peak carryings, with the further result that the railways are apt to
be tied up with a big investment in idle rolling stock.

Some years ago, rail movement was patterned after the harvest months,
when the greatest movements of grain took place in the months of August,
September and October, and in marshalling its rolling stock accordingly, the
railway’s problem then was to provide the equipment necessary to handle the
heavy concentration of traffic. An analysis of the period 1951 to 1959, when
substantial crops were produced as a result of favourable weather and improved
farming methods, shows that in spite of generally favourable world demand,
production was substantially higher than this demand and this resulted in
large surpluses, making it impossible to predict the pattern of demand for box
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cars. During that eight-year period there was a completely haphazard demand
for transportation. Only in one year during that period did the peak demand
for transportation fall in October: in three of those years, July was the peak
month; in two years, May was the peak, and in one year each, June and
December were the peak months. These are all questions of practical railway
operations and their costs and—coupled with them—the need for a program
of co-ordination among all the railways concerned in the discontinuance of
uneconomic services.

Apart from these direct railway operational questions is the problem con-
cerning the capital that has been sunk into country elevators—I realize that
this is an exceedingly serious problem for the elevator system, including the
Pools, United Grain Growers, and the privately and publicly owned elevator
companies. The MacPherson Report, in an appendix in the second volume, has
made a number of suggestions on this point, including the use of tax incentives
and capital cost allowances, to lessen the impact of abandonment on investment
tied to rail transport.

In summary, it appears quite clear to me that improved technology and
methods already available, if co-ordinated in the national interest, could im-
prove substantially the efficiency of our traditional grain handling facilities in
all their aspects. Moreover, research into new techniques and innovations needs
sponsorship to ensure that all predictable changes are fully exploited in deter-
mining the most sensible course of action. The whole situation is a complex one
and is typical of the sort of problem that should be tackled with a systems anal-
ysis such as I have suggested.

For the fact is that while improved technology exists or is in the making,
and improved methods are entirely feasible, the division of responsibility is
such that action is required in the form of legislation, financial accommodations,
willingness to surrender vested interests and many other practical recogni-
tions. It seems to me that in our democratic system these matters can only
be reconciled by voluntary agreement among the many interests involved and,
particularly, among those agencies and organizations directly concerned with
the collection and marketing of our grain crop—still one of Canada’s primary
export commodities. It is easy to recoil from the complexities involved, to drift
along with the status quo, and to bolster it by subsidies and other methods of
assistance. But, I predict that if we do so, our chickens will come home to roost
one day and the eventual reckoning will be more costly and more difficult. As
a first step it is worthwhile trying to draft a master plan which will outline
objectively the facts and the remedies required, and even if it cannot be im-
plemented overnight, it should be possible to blaze the trail towards an agreed
objective. The longer a realistic plan is delayed, the more likely it is that each
party will be forced to act in its own interests and, as I have already said, fall
into the trap of “suboptimization”, and therefore not serve the true national
interest.

Experience has taught me that vested interest is a jealous guardian and,
when complicated by conflicting jurisdictions, it tends towards the extreme in
the protection of entrenched positions. But if the broad public interest is to
be served for the ultimate benefit of all Canada, then each part of the complex
I have described will have to make some concession or compromise to allow
first the formulation of a plan, and then the implementation of it, so as to
provide an up-to-date and efficient system. I hope that by exposing frankly
the need for co-ordinated action I have made some personal contribution to-
wards this end.

NERRTR——
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APPENDIX B

CANADIAN NATIONAL RAILWAYS

Proposed Line Abandonment—Example Subdivision
Prairie Region

From Fictitious (Mile 0.0) to Invention (Mile 60.0)
Distance—60.0 miles

1. GENERAL

(a) The line from Fictitious to Invention, Saskatchewan, was built by
the Western Extension Railway Company in March, 1903, under
authority of Province of Saskatchewan, Act 3, Ed. VII, Chapter 67.
Under authority of Act 4, Ed. IX, Chapter 5, Dominion of Canada,
passed June 25, 1903, the Western Extension Railway Company
entered into an agreement of September 28, 1903, to amalgamate
with the Canadian Northern Railway Company. This was confirmed
by Order-in-Council issued October 12, 1903, and became effective
October 23, 1903.

The Canadian Northern Railway Company became part of the
Canadian National in 1923.

(b) The line serves seven settlements, Ponteix, East Dollard, Eston,
Kerrobert, Wilkie, Luseland and Invention. Ponteix and East Dollard
each have populations of approximately 600, while the other five
settlements each have an average of 150 residents. The rural
residents are grain farmers. There are no industries located along
the line.

(¢) The territory is traversed by a number of good all-weather roads
connecting the principal towns and villages. A gravel highway,
No. 52, parallels the line over its entire length, at anaverage distance
of six miles.

2. CONDITION OF RAILWAY

The condition of this branch line is poor, maintenance expenditures having
been held to a minimum. The rail is light averaging 80-85 pounds per yard.
Thirty per cent of the ties are treated and are in good condition, the balance,
being untreated and 15 years old, are in extremely poor condition. The entire
line was originally ballasted with pit run gravel, but this has long since
become fouled and is now practically non-existent. A more detailed examina-
tion of the condition of this line is found in Exhibit V.

3. TRAIN SERVICE

Mixed trains Nos. 583 and 584 operate on a weekly basis, running from
Kipling to Fictitious to Invention on Wednesday and from Invention to Fictitious
to Kipling on Thursday. Extra trains operated 15 round trips during the year.

After abandonment of this line, five alternate shipping points, as shown
on Exhibit VII, will be available on the C. N. Winnipeg-Regina line. The train
service is provided by two daily freights operating in each direction.

211722
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4. HIGHWAY SERVICE
The towns are well served by commercial trucks as follows:

Station Trucker License

Ponteix John White GF-STL

T. C. Jones GF-LS-STL
East Dollard John White GF-STL

T. C. Jones GF-LS-STL
Eston T. C. Jones GF-LS-STL
Kerrobert T. C. Jones GF-LS-STL
Wilkie John White GF-STL
Luseland John White GF-STL
Invention T. C. Jones GF-LS-STL

GF—General Freight
STL—Single Trip Load
LS—Live Stock

There is no bus service in the area. The farmers, on the average, operate
a half ton pick-up and a two ton dump-truck for grain deliveries, and a private
automobile.

5. TRAFFIC

Inbound traffic consisted of 45 cars of coal, 60 cars of petroleum products,
7 cars of forest products, 5 cars of machinery, 2 cars of fertilizer, and 1 car of
cement, while outbound traffic consisted of 600 cars of grain. Express, LCL and
Passenger traffic accounted for only %eth of the total revenues and therefore
should not form a major basis in considering whether abandonment should be
granted or not.

The savings to the railroad in the event of abandonment, are actually
different than those stated on Exhibit I, as it is certain that some of the traffic
will be retained after abandonment of this line. The actual economics are not
presented as a time-consuming exhaustive study would have to be done to
determine changed shipping trends, volume of traffic retained, revenues and
costs.

6. EFFECT ON RAILROAD EMPLOYEES

The abandonment of this line would mean the displacement of eight
maintenance-of-way employees. These would be absorbed according to seniority.
Although the railroad is considering possible abandonment of many railroads
through the country, there will be no major displacement of employees as a
policy of orderly retrenchment will be followed whereby physical abandonment
will take place over a number of years.

7. IMPENDING CAPITAL EXPENDITURES

If this line is to be kept in service indefinitely, capital expenditures of
$450,000 will have to be made. A new trestle is needed at mile 31.2 ($30,000),
7.5% of the ties will have to be replaced ($300,000), and the line will have
to be ballasted over its entire length ($120,000). The railway could continue
to operate this line for at most two years, foregoing these capital costs, by
utilizing temporary maintenance measures.

8. OPERATING RESULTS

The carload traffic by commodities for the stations on this subdivision
and the total system revenues from freight express and passenger services for
the year are shown on Exhibit II. Exhibit III shows carload movements by
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months. A statement of less-than-carload traffic, by system revenues and ton-
nage, is shown on Exhibit IV. A statement of operating results on a system
basis is shown on Exhibit V. A summary of these exhibits is as follows:

Gross ROVEDMIES . 5 5t v s Sl v e I A e b5 s s e o $153,229
Total Cost of Operation and Other Expenses ....... 362,324
Annual Long Term Financial Betterment if Line

i’ Abandomad ./ e L L e 209,095

Capitalized Value of Annual Betterment at 6.219% $3,367,069

EXHIBIT I
CANADIAN NATIONAL RAILWAYS

SASKATCHEWAN AREA — PRrAIRIE REGION
PROPOSED ABANDONMENT OF THE EXAMPLE SUBDIVISION FROM FICTITIOUS
(MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.
Statement No. 1
SUMMARY OF REVENUES AND EXPENSES

SysteM REVENUES

A S N ST s S e et
B — R s s v ety

Miscellaneous

gvo o m T T A A S o) e T RN T e Al $ 153,229
Systems Exrexses (Variable with Traffie)......................... $ 173,015

REVENUE AVAILABLE FOR FIxep oN LINE EXPENSES. ... .. ..........coovvurnnnn. $19,786 (d)

Fixep on Line ExPENsEs

Average Annual Maintenance....................... $ 90,316
Average Annual Depreciation...................... 35,160

Total Fixed on Line Expenses. .. ................ouiuinenisiinnensnenins $141,970

Axnvar Ovr-or-Pocker Loss

.............................................................. $ 161,756

ANNUAL Gross SaLvage VarLue

rons Balvagl ValEE . . . s vias P aa et $ 224,600
Annual Savi

vings:
(6.21% of Gross Salvage Value)

ANNUAL FINANCIAL IMPROVEMENT. .. ......c.o0vuisvriainisssnionsiesessntnsbosnenssinesse $ 175,704

: Long TerM CarrraL Savings
b Gross Replacement Cost. .

Less Gross Salvage Value.
Net Replacement Cost. . . .

Annual Savings:
. (6.21%, of Average Net Replacement Cost)

k AnNUAL LonG TERM BETTERMENT
(d) deficit.

211722}
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EXHIBIT II
CANADIAN NATIONAL RAILWAYS
SASKATCHEWAN AREA—PRAIRIE REGION
PROPOSED ABONDONMENT OF THE EXAMPLE SUBDIVISION
FROM FICTITIOUS (MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.
Statement No. 1
C.N.R. SYSTEM REVENUES, TONS, AND CARLOADS BY COMMODITIES
5 C.N.R. System Revenues Carload Traffic
Pass. | Freight | Exp. | Misc. | TOTAL Cars Tons
G it
In |Out | In Out
B s $ N $
Poatelx.-.......co0000. 900 | 142,420 | 2,700 — 146,029 g —
7 —
=
3l -
l -—
— 600
120 | 600 [3,521 | 32,400
Invention.............. 600 2,600 | 2,500 — 5,700 -] - —
TOTAL...........| 1,500 | 145,029 | 5,200 — 151,729 120 | 600 |3,521 | 32,400
Not traced to
Stations
Mail
Leases
Inward Pass........... 1,500 1,500
GRAND TOTAL....| 3,000 | 145,029 | 5,200 153,229 120 | 600 (3,521 | 32,400
Deduct Duplication
Syerem ToraL......... 3,000 | 145,029 | 5,200 153,229 120 | 600 IO.III 32,400
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ﬂa EXHIBIT III
i CANADIAN NATIONAL RAILWAYS
SASKATCHEWAN AREA — PrairiE REGion
PROPOSED ABANDONMENT OF THE EXAMPLE SUBDIVISION FROM FICTITIOUS
(MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.

Statement No. 1
' CARLOAD MOVEMENTS BY MONTHS

Stations Jan. |Feb. | Mar. | Apr. | May | Jun. | Jul. | Aug. | Sep. | Oct. | Nov.| Deec.| Total

11 9 10 9 10 9 1n 11

1n 9 1n

i GRAND TOTAL.....

5
-%
%

Deduct Duplicati

11 9 10 9 10 9 1 1 9 11

n| 1
SYSTEM TOTAL..... ca

gs‘g.rgrgs'gs‘gs'g:gygrgrgrg:grgrgs'gs'
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CANADIAN NATIONAL RAILWAYS
SaskATCHEWAN AREA—PRAIRIE REGION

EXHIBIT IV

PROPOSED ABANDONMENT OF THE EXAMPLE SUBDIVISION FROM FICTITIOUS

(MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.

Statement No. 1
LESS CARLOAD TRAFFIC

Tonnage and C.N.R. System Revenue based on three month sample for year 1960

Inwards Outwards
Stations . o=
m m
Tons Revenue Tons | Revenue
$ $
N R SR e e R e ) 50 2,600 - -
oy B e S PR T R P S I 50 2,600
O AL BRI IR L nianan th« v kot SUCTECY RN S 5% ) 2,600
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EXHIBIT V

CANADIAN NATIONAL RAILWAYS
SASKATCHEWAN AREA—PRAIRIE REGION

PROPOSED ABANDONMENT OF THE EXAMPLE SUBDIVISION FROM FICTITIOUS

(MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.

Statement No. 1
ANALYSIS OF VARIABLE EXPENSES

Cost Category Uniform Classification of Accounts Amount
$
Passenger Car Expenses....... e N 1 b IR o (et S A TR LA
Cleaning and Supplies (402)....................c....covenn. 3,622.45
Dopron ottt (BB . . .o 5o rrn ke on s St BBy b A
8.D. & P.C. Department.. ... Sleeping, Dining & Parlour Car (403 & 411)................. —
Freight Car Expenses......... Malntonnmos (B18) .. i 0. i o R U e vah v e Sk e }
Tabranthon fBIRY. - . o« il 25k it e o tm a8 H LS T T 31,006.93
Dopreeinbiol TIBL): < - 55 s v s F iR s S TR S L e pocdit
Tl Mile.... .00 e Train Control (249, 372, 404)..
Train—Other Expenses (402) 8,729.22
Water and Fuel Stations (231)
Diesel Unit Mile.............. Loco.—Maintenance (B311A)................c0ovvvenuvnnnn.ns
Loco.—Depreciation (331)............. 00000 censeenssenas } 15,233.87
Yard Switching............... Yard Switching (262 to 281, 302 to 338, 377 t0 389).......... 19,959.78
Gross TonMile............... Road Maintenance (202, 08,12, 14,16 & 18)................ 12,454.97
Road Depreciation (266)....................ccvvverinnnn..
Diesel Unit Dispatch......... Engine House DB AODY. 5. i o S
Train Loco. Supp! ( ................................. } 2,153.47
Station & Car Distribution Train Control (249, 372, 404). ... } 1.312.71
Expenses Station Expense (373, 376)...... L PE—
CrewWages.................. Crow Wages QB A08) ... cviovniivonsviinos vamidona sy ses ot 28,189.72
e Bl ) L T RCRLEIRE B kO LS AR R e SEAE RS T 4,026.85
CrainDoors....c.0.0.0 0 rons Crgin Dooss (M), - icoi o i bisr e v it St il 5,971.32
Superintendence............... Saperintendence (I, 300, BT).. ... o o inesrsnpavdng i Pen 9,883.92
Traffic, General and Traffic, General and (247 SBL L0 BEB, 407)... ..o 5 i vrinis 8.326.39
Communications Communications (451 t0458)............................. R
Costof Money................ OOl BEOROY . . 5205 5 i o3 o it s A e et gt 16,4900.61
LCL & Express—Handling LCL & Express—Handling (373, 376, 470 t0 475)............ 5,653.38
Joint Facilities................ Joint Facility Expenses (278,461,465)......................
Ferry Bervice................. Operating Vessels (323, 40B) ... ........coiivseessvvniossias
TORAD WABRAREI SOOI & . Lo o5 ol st cvih s s d L r A P e e e e B I 173,015.50
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EXHIBIT VI
CANADIAN NATIONAL RAILWAYS

SASKATCHEWAN AReA — Pramrie Recion

PROPOSED ABANDONMENT OF THE EXAMPLE SUBDIVISION FROM
FICTITIOUS (MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.
Statement No. 1
PHYSICAL STATISTICS

57 Yrs.
57 Yrs.

15 Yrs.
33 Yrs.

Condition  Age
g QTR e T QPPN S e Al S L R Poor 57 Yrs.
Number Condition Age
L TR R G S SRR S el B | B 35 Poor 57 Yrs.
Number

57 Yrs. /
57 Yrs.

57 Yrs.
57 Yrs.
57 Yrs.
57 Yrs.

fhs

o
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EXHIBIT VII
CANADIAN NATIONAL RAILWAYS

SASKATCHEWAN AReA—PRrarrie REGron

PROPOSED ABONDONMENT OF THE EXAMPLE SUBDIVISION
FROM FICTITIOUS (MP. 0.0) TO INVENTION (MP. 60.0)

Year 1960.

: Statement No. 1
B ALTERNATE SHIPPING POINTS

Miles from
Alternate on line
On Line Station Revenue Carloads Tons Stations Railway Station
g A Y i R 142,429 720 35,921 Uibank......... CN 14
Odessa.......... CN 12
Kendal......... CN 10
Monmartre. . ... CN 13
Glenavon. ...... CN 15
East Dollard............... — — —
L TNl 5 R 1 S R — — —
IRERTObORt. . . o s s ner s — — -
IR . Souli, — — —
Lamtand . o ol St — — —
L R 2,600 —_ 50
EXHIBIT VIII
CANADIAN NATIONAL RAILWAYS
SASKATCHEWAN AReA—PRrAIRIE REGION
PROPOSED ABANDONMENT OF THE EXAMPLE SUBDIVISION
FROM FICTITIOUS (MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.
Statement No. 1
PRINCIPAL MOTOR CARRIERS OPERATING PERMITS AND ROUTES
Carrier Permits Route
John White............ GF-STL Ponteix—East Dollard—Wilkie—Luseland
T done.... GF-LS-STL  Ponteix—East Dollard—Eston—Kerrobert—Invention

L GF—General Freight
' LS—Live Stock
‘ STL—Single Trip Load
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CANADIAN NATIONAL RAILWAYS
SaskATCHEWAN AREA—PRAIRIE REGION
PROPOSED ABANDONMENT OF THE EXAMPLE SUBDIVISION
FROM FICTITIOUS (MP. 0.0) TO INVENTION (MP. 60.0)
Year 1960.

Statement No. 1
ALTERNATE ELEVATOR POINTS

Elevator 10 Year Miles

Elevator Storage A Alternate | Railway from Elevator
Company Capacity Amm Stations on line Company
Shipment Station
Bu. Bu.

Bask. Wheat
| I 85,000 425,000 KENDAI.J CN 10 Natl. Grain

I}

b it e S i

P . e P 5 A




EVIDENCE

TUESDAY, June 16, 1964.

(Text)

The CHAIRMAN: Gentlemen, we now have a quorum. This is the first
regular meeting of the standing committee on railways, canals and telegraph
lines. At the outset I would like to entertain a motion to specify the number
of copies of our Minutes of Proceedings and Evidence to be printed in French
and in English. Last year in this committee there were 750 copies printed
in English and 300 in French. I would like to have your comments or a
motion covering the printing of the evidence.

Mr. RHEAUME: This would cover the report for Air Canada as well, would
it not?

The CHAIRMAN: Yes sir.

(Translation)
Mr. GREGOIRE: Were there a sufficient number of copies last year?

The CHAIRMAN: There were a sufficient number of copies last year, Mr.
Grégoire, although I should add that for the special committee we had 850
copies in English and 400 in French.

(Text)

There were 850 copies in English and 400 copies in French for the special

committee on the Canadian National Railways and Trans-Canada Air Lines.

Mr. GREGOIRE: Was that sufficient?

The CHAIRMAN: That was sufficient. May I have a motion.

Mr. LEsSARD (Saint-Henri): I so move, Mr. Chairman.

Mr. GREGOIRE: I second the motion.

The CHAIRMAN: It has been moved and seconded that 850 copies be

printed in English and 400 copies in French be printed of the Minutes of Pro-
ceedings and Evidence.

(Translation)

Mr. GREGOIRE: As in the case of the special committee, do some people
from the outside want copies at such times?
(Text)

The CHAIRMAN: Pardon me; I should have said 850. I am sorry; and 400 in
French. Is it your wish?

Motion agreed to.

Mr. GREGOIRE: On a question of privilege, I know .that the house has
given this committee permission to sit while the house is sitting, but I would
point out that today and tomorrow there will be in the house a special
discussion of the flag issue which I think all members would like to attend.
I think there are at least 50 members on this committee who would like to
be in the house during the discussion on the flag issue, especially this afternoon
and tonight, while the leaders of the New Democratic party and of the
Ralliement des Creditistes are speaking.

Mr. HorNER (Acadia): What about Social Credit?

27
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Mr. GREGOIRE: Maybe Social Credit, too. There will be a vote on the amend-
ment of the Conservative party. I do not know if everyone would agree that
we do not sit while the house is sitting today. I think it would be something
to consider seriously and to give approbation to.

The CHAIRMAN: Before anybody else speaks, I am sure it has come to your
attention that in order to examine the report of the Canadian National
Railways and of Trans-Canada Air Lines, or of Air Canada, we have to bring
here a great number of important officials, and that it is desirable that the
work be completed in “X” number of consecutive days. I have to take into
consideration the fact that everybody on the steering committee knew last
week, that the flag debate would be coming up this week. I would hope that
we could hold at least two meetings a day—even three if possible—and we
might shorten them. But I am in the hands of the committee, of course.

Mr. RHEAUME: Whatever immortal words are uttered on the flag issue,
surely they could be read subsequently, so that they will be indelibly imprinted
in our memories. I do not think there is any need for the committee members
to be there. I think the committee would be most anxious to meet as many
times a day as it possibly can in order to go through the reports as fully
as possible.

Mr. PascoE: I agree. The witnesses are very busy people, and I think
we should make a special effort to carry on while they are here.

The CHAIRMAN: Let us proceed then, since there is no motion.
Mr. GREGOIRE: I shall put my motion in the house this afternoon.

The CHAIRMAN: Thank you, very much, Mr. Grégoire. Now I shall ask
our clerk to read the order of reference.

THE CLERK OF THE COMMITTEE
WEDNESDAY, June 10, 1964.

ORrDERED,—That the annual reports for 1963 of the Canadian Na-
tional Railways and of the Canadian National Railways Securities Trust,
and auditor’s report to parliament for 1963 in respect of the Canadian
National Railways, tabled on April 7, 1964, the budget for 1964 of the
Canadian National Railways, tabled on March 30, 1964, the annual
report of Trans-Canada Air Lines for 1963, the auditor’s report to
parliament for 1963 in respect of Trans-Canada Air Lines, tabled on
March 6, 1964, and the budget for 1964 of Trans-Canada Air Lines, tabled
on February 28, 1964, be referred to the standing committee on railways,
canals and telegraph lines.

Attest.
LEON J. RAYMOND,

The Clerk of the House.

The CHAIRMAN: Gentlemen, as a result, your steering committee met
last week when it was decided to proceed today with the report of the Cana-
dian National Railways. We have with us this morning the president of the
Canadian National Railways who is well known to us, Mr. Donald Gordon,
together with executive members of his railways. On your behalf I welcome
them to our committee this morning and without further ado ask Mr. Gordon
to introduce his executive members.

Mr. DoNALD GoORDON (President of the Canadian National Railways):
Thank you, Mr. Chairman. In accordance with custom I would like to in-
troduce Mr. Ralph Vaughan, Secretary of the company, who is at my im-
mediate right; next to him, Mr. John Toole, Vice-President of Accounting
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and Finance. His title is self-explanatory. Then Mr. J. W. Demcoe, Vice-
President of Transportation and Maintenance. He will be available to deal
more specifically with actual operating questions.

The CHAIRMAN: Now, your steering committee decided to proceed in the
usual manner and to request Mr. Gordon to read his report in full, and
thereafter for us to proceed section by section with the questioning. Mr.
Gordon?

Mr. GorpoN: Mr. Chairman, the report is addressed to The Hon. The
Minister of Transport, Ottawa, Canada and reads:

FINANCIAL REVIEW

General

An upward movement in Canadian business activity generated heavy
demands for transportation services in Canada in 1963. This activity gave
Canadian National an opportunity to demonstrate its ability to maintain a
determined sales effort for competitive traffic in a busy market, while at
the same time meeting strenuous, above-normal demands for rail services.
The overall result was that the system handled its second highest volume of
railway business (as measured by revenue ton miles) in its history, and
gross revenues from all services increased $27.9 million over the previous year
to an all-time high of $800.0 million. The following table compares gross
revenues in 1962 and 1963:

1963 1962 Increase
(Millions of Dollars)

Railway Operating Revenues ............... $725.2 $701.6 $23.6
Telecommunications (Commercial Services) .. 37.2 36.7 0.5
762.4 738.3 24.1

Hotels (Excluding The Queen Elizabeth and
Holel NADCOMMEL ) & el s L s ey e i arnie s 12.6 12.2 0.4
Separately Operated Trucking Companies .... 25.0 21.6 3.4
Gross Revenies s . 0. . s o res oo ot o $800.0 $772.1 $27.9

Railway operating revenues increased $23.6 million or 3.4 percent to
$725.2 million, while expenses, at $720.2 million, were $12.8 million or 1.8
percent higher than 1962. The resulting net railway operating income of
$5.0 million represented a $10.8 million improvement over the $5.8 million
operating loss in 1962. Other income, together with net income from hotels,
telecommunications and separately-operated trucking companies amounted
to $16.2 million, producing a surplus of $21.2 million. This surplus fell short
by $43.0 million of the amount needed to meet interest charges on outstand-
ing debt. However, the outcome was an improvement of $5.9 million over the
1962 results, and $5.3 million better than that forecast in the system operat-
ing budget.

Railway Operating Revenues

Revenues from freight services totalled $573.5 million, an improvement of
$25.7 million or 4.7 percent over 1962. Principal contributors to higher revenues
were new movements of potash, export grain shipments and increased ship-
ments of automobiles and parts. Most of the increase in revenues from potash
shipments represented new business for CN and came from the first full year
of production at the potash mining development at Yarbo, Saskatchewan.
While revenue ton miles were up 12.9 percent to 40.2 billion, the average
revenue per ton mile declined 7.5 percent.

Revenues from freight services included $10.1 million related to the freight
rates reduction subsidy which reduces for shippers, on certain classes of traffic,
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the full effect of the last freight rate increase authorized by the board of
transport commissioners in 1958. The payments under this subsidy increased
$0.6 million mainly due to increased movements of commodities covered. For
the same reason, there was a $1.1 million increase in the east-west bridge
subsidy which provides reduced rates to shippers on certain traffic moving
between eastern and western Canada. There was also an increase of $0.4
million in the amount received under the Maritime Freight Rates Act which
reduces rates to shippers on traffic moving within and out of the Atlantic
provinces. Interim payments related to the recommendations of the royal
commission on transportation were $1.1 million lower, reflecting the fact that the
1962 figure included adjustments in respect of 1961. The following table com-

pares subsidy payments in 1962 and 1963:
1963 1962 Increase or

(Decrease)
(Millions of Dollars)
Freight rates reduction subsidy ............. $10.1 $ 95 $ 06
Maritime Freight Rates Act ................ 11.3 10.9 0.4
East-west bridge subsidy .................. 4.3 3.2 1.1
Total included in freight services revenues ... 25.7 23.6 21
EREEEIN. DEVINODES 'y v s oois s 3 600 asd s s s sArR ol RasAS 29.1 30.2 (1.1)
Newfoundland and P.E.I. steamship services .. 16.8 16.6 0.2
B S o T v e B R D 0 P 2SS $71.6 $70.4 $1.2

Railway Operating Expenses

Expenses were higher in 1963, arising in the main from an increase in the
total compensation to employees. Improved wages and pension benefits and
contributions to a job security fund amounted to $12.5 million. Depreciation
charges, taxes and material prices were also higher. Through close attention
to controllable expenses, the higher costs were partially offset and despite an
increase of 10.3 percent in the freight work load, as expressed in gross ton
miles, railway operating expenses were held to an overall increase of $12.8
million or 1.8 percent.

Depreciation charged to rail operations was $87.2 million, up $1.2 million
from 1962. This constitutes the major portion of the total system depreciation
of $90.0 million for 1963, which exceeded 1962 by $3.1 million, primarily due
to increased investment in depreciable property.

System taxes increased by $1.4 million to $26.6 million in 1963 of which
$22.8 million was charged to railway operating expenses. Included in the
System total were $5.5 million for unemployment insurance, $18.5 million for
Canadian provincial and municipal and state taxes, and $2.6 million for pay-
ments under the U.S. railroad retirement act. Other taxes which were included
in the purchase price of materials amounted to $19.3 million.

Equipment and joint facility rents were $3.8 million, higher by $0.7 million
than in 1962 mainly because of increased use of leased cars.

Debt and Interest

There was a reduction of $51.1 million in the total interest-bearing debt
made possible mainly from the excess over capital expenditures of the funds
derived from the company’s own resources including the sale of preferred
stock. However, interest charges increased $1.7 million to $64.2 million due to
higher interest costs arising from refunding of outstanding debt.

Capital Expenditures

Capital expenditures chargeable to property investment account in 1963
and 1962 appear, by major categories, in the table below. They were financed
entirely from funds generated internally and from the sale of preferred stock.

P ge—
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1963 1962

(Millions of Dollars)
BOad PropeTl: i s o s e e e e $ 66.0 $ 55.3
Earge ORI e i s e s Y o ph SN e 13.6 10.3
BanC LaANeS s o bl b et 6w sl e 3.8 5.6
T T e R e el B R TR S et O L N R 14.0 28.8
Telecommunications Facilities ...................... 27.3 5 I §
RO IS T\ ., . e T i e 2.3 1.8
RORBL . . . 5 AR vea e e e s Lt SO S e $127.0 $113.5

DEVELOPMENT

Research

Construction of a new laboratory adjacent to Montreal yard was under-
taken in 1963 in response to growing demands for increased facilities for
research programs into improved technology, methods and materials in the
provision of transportation services. The laboratory also provides inspection
and testing services for materials and supplies purchased by the system.
Through its services, continuing attention will be given to such areas of
research as soil mechanics, track material and structure, equipment design,
lubrication, fuel, corrosion control and low temperature operations. Meanwhile,
rewarding results emerged in 1963 from earlier studies. Reaching completion,
for example, was the development of a special car equipped with sensitive
electronic devices for measuring track conditions under normal train speeds
and loads. The data obtained are used for setting track standards and judging

Operation Revenues Seasonally Adjusted at Annual Rates

Millions $

800

750

1959 1960 1961 1962 | 1963 Source: CN
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the performance of track maintenance machinery. Another technical achieve-
ment was the perfection of an electronic scale capable of weighing freight
cars travelling at speeds up to 15 miles per hour. This scale, which is the first
of its type to meet the rigid requirements of the federal government, is being
installed in major classification yards. Advances were also made in the im-
provement of protective coatings for railway equipment and property by
adapting new synthetic resins to railway uses. The improved protection pro-
vides more economical painting, reduced maintenance costs and longer life
for equipment and structures.

Branch Lines

Construction moved ahead on the Great Slave Lake Railway which, when
completed, will extend 377 miles from Roma, near Grimshaw, Alta.,, to Hay
River, NNW.T., with an additional 53-mile branch line to Pine Point Mines. At
year-end, 226 miles of track had been completed, while clearing, grading,
bridge and trestle work progressed on the remaining portion of the line. Also,
administrative and operating facilities were built at Roma. The line is being
opened as construction proceeds and some revenue traffic has been moving
over portions of the line since 1962.

In october, the 61-mile rail extension to the Matagami Lake region of
northwestern Quebec was formally opened. The line serves zinc-copper mining
developments. In New Brunswick, a 15-mile branch line was completed from
Nepisiguit Junction, near Bathurst, to a zinc-lead-copper mining property.
in northern Manitoba to transport ore from new copper-zinc mines.

Real Estate

Urban development projects were advanced in several centres across
Canada in 1963 in accordance with the system's program to redevelop its
real estate holdings in co-operation with municipal authorities and private
developers.

In Edmonton, Alberta, agreement was reached with private interests for
construction of a 26-storey building to house commercial offices and a passenger
station. The structure will also provide accommodation for the railway’s
mountain region and Edmonton area headquarters’ staffs. Construction is
scheduled to start early in 1964.

Proposals were invited in mid-1963 for the redevelopment of approximately
24 acres of Canadian National property in downtown Saskatoon, Saskatchewan.
Earlier, general agreement had been reached with the city for the ultimate use
of the property. For CN, the plan involves moving almost all of its facilities
to Chappell on the southwestern outskirts of the city where a new freight
yard, passenger station and express freight terminal are being built.

In Montreal, work will begin in 1964 on a 28-storey commercial office
building east of the Queen Elizabeth Hotel on Dorchester boulevard. Being
built by private interests, it is another project in the overall redevelopment of
Canadian National’'s property surrounding Central station. Meanwhile, pro-
posals were invited for the development of the air rights over the railway
tracks south of Lagauchetiére street. This area is a large city block in size and
is the last of three major sections of property in the terminal area to be
redeveloped. Also, in Central station the concourse was enlarged to provide
additional commercial space and expanded restaurant facilities, and a new
and faster system for handling checked baggage was installed.
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Industrial Development

Canadian National continued to provide existing and prospective cus-
tomers with a comprehensive industrial location service aimed at attracting
new resource, industrial and commercial development in areas served by
the system. During 1963, a total of 356 resource developments, manufacturing
plants and major warehousing and distributing facilities were established in
locations served by Canadian National freight services. An additional 181
industries, already served by CN, expanded their facilities. Of these new plants
and expansions, some 248 required private sidings. A total of 38 miles of private
sidings and industrial spurs was constructed during 1963.

OPERATIONS

Yards

Construction moved ahead during the year on Toronto yard, an elec-
tronically-controlled hump classification yard, and 34 miles of access lines.
Scheduled for completion in 1965, the yard will divert and speed up freight
operations, thereby relieving much of the current congestion in the centre of
Toronto. Similar to yards already in operation at Moncton, Montreal and
Winnipeg, the Toronto yard will incorporate the latest developments in semi-
automatic classification. It will be capable of receiving classifying and despatch-
ing 6,000 freight cars a day and will have standing capacity for 10,300 cars.

Revenue Ton-Miles Seasonally Adjusted at Annual Rates

Billions
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A new flat-type classification yard and associated diesel locomotive and
car repair shop is under construction in Saskatoon as part of the program to

remove railway operations from the centre of the city. In Newfoundland, the
21172—3
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reconstruction of freight yards at Corner Brook and St. John’s was substantially
completed by year-end.

Track and Signals

As part of continuing track maintenance and improvement programs, more
than 600 miles of new rail was laid on principal lines in 1963. About 100 miles
of partially worn rail was laid on light traffic lines, while more than 1.4 mil-
lion ties were installed across the system.

Centralized traffic control signalling was installed along about 500 miles of
mainline track in 1963. The work was carried out principally in western
Canada and brought the mileage of CTC-equipped track on the system to
3,209. A centrally-controlled signalling system, CTC expedites train move-
ments and increases track capacity.

Data Processing

A comprehensive data processing information system, covering all freight
and passenger train movements, went into operation on the Atlantic, mountain
and prairie regions. This computer-based information system assists manage-
ment in improving customer services and in strengthening managerial con-
trols to produce more economical and efficient operations. It is expected this
system will be extended to the St. Lawrence and Great Lakes regions in 1964.
This is one example of CN’s efforts to realize the full potential of present-day
data processing techniques.

Work Study

Increased productivity is being achieved regularly through work study
programs which seek out the most efficient use of men, materials and equipment.
One of many examples is the recent introduction of a modern production plan-
ning and control system in main shops at Point St. Charles, (Montreal) and
Transcona, Manitoba. The results from this method of control have been
encouraging and it will be applied to other repair facilities on the system.

FREIGHT SERVICES
Sales

In many respects, the high volume of business obtained by Canadian Na-
tional in 1963 represented concrete rewards from long-range sales-development
programs that have been implemented as part of the System’s comprehensive,
market-oriented approach to the sale of railway services. This approach, adopted
in 1960 and which involves adapting railway services to meet customer require-
ments, is growing in importance as a key to expanding CN’s share of what
promises to be a more openly competitive transportation market in the future.
The freight sales organization is currently reviewing the system’s competitive
position in anticipation of greater freedom in pricing which may result from
federal government legislation based on the recommendations of the royal
commission on transportation.

Customer research service, a new concept in customer relations and service,
was offered on a system-wide basis in 1963. It makes the various technical and
research groups within the railway available to customers to assist in developing
systems for shipping or materials handling, and in seeking solutions to general
distribution problems.

Services

Productivity of freight trains reached a new peak in 1963 with an average
of 56,600 gross ton miles per freight train hour for all types of freight trains.
This was more than,double the figure of 27,800 recorded in 1950. Scheduled
fast freight trains alone averaged 83,500 gross ton miles per freight train hour.
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A new fast freight train was inaugurated in October between Toronto and
Winnipeg, with connections to points in western Canada and the Pacific coast.
This was the third consecutive year in which a new fast freight train was placed
in service to improve shipping schedules between eastern and western Canada.

“Aquatrain”, the freight car ferry service inaugurated in 1962 between
Prince Rupert, British Columbia and Whittier, Alaska, was extended in 1963
by the addition of a rail car barge to serve the port of Saxman, on Ketchikan
Island, Alaska.

The use of containers was expanded in certain operations, while studies
were undertaken to find further specific uses for them, especially in the express
freight field. One hundred and twenty-seven all-steel containers were built in
railway shops to meet growing requirements in the shipping operations between
the mainland and Newfoundland. The containers allow cargo to be transferred
quickly and efficiently between train and ship at the loading and unloading
points.

Piggyback services expanded in 1963 with tonnage increasing by 5.9
percent and revenues by 6.3 percent over 1962. Additional points in Ontario
and British Columbia were included in Plan 1 piggyback under which commer-
cial trailers are carried. In Montreal, a modern terminal was established in part
of the old Turcot classification yard to facilitate piggyback operations.

Equipment

Growing requirements for special-purpose freight equipment were met in
1963 through conversion programs and the purchase of new equipment. In order
to increase the supply of cars for wheat traffic, 1,000 hopper cars, normally used
for hauling gravel, were equipped with plywood tops in CN shops and placed
temporarily in grain service. Modifications were made to 100 gondola cars and
50 box cars to make them suitable for handling wood chips, while another 100
gondola cars were equipped to carry pulpwood. Bulkheads were installed on
130 flat cars assigned to pulpwood or lumber traffic. One hundred and five ore
cars were modified to handle pelletized ore. Doors were widened on 500 standard
box cars in response to a growing demand for cars which can be loaded and
unloaded by fork-lift trucks. Programs were started to convert 100 ice refriger-
ator cars to mechanical refrigeration through a method developed by CN,
and to install underframe cushioning devices on 100 newsprint cars to protect
loads from damage. New equipment orders included 55 tri-level automobile
transporters, 100 covered aluminum hopper cars and 100, 70-ton flat cars.

Express Freight

Express freight, the system’s co-ordinated road and rail service for package
and non carload shipments, was further developed in 1963. The new service is
emerging from the gradual consolidation of express and LCL (less than carload)
freight services across the system, and is based on trains handling the long haul,
between centrally-located road-rail terminals, and highway vehicles performing
pickup and delivery services in the districts surrounding these central points.
An integral part of the development of express freight is the application of the
master agency concept which provides customers in smaller and scattered com-
munities with the advantages of urban-type railway communications and
service. The master agency plan was tested in 1963 in the Atlantic region where
it has been well received by customers and community interests. A similar test
is under way in the mountain region. Also, express and LCL operations were
integrated at a number of points on the system, including Bonaventure terminal
in Montreal, a modern streamlined express freight terminal capable of handling
9,000 parcels an hour. In Hamilton, Ontario, tracks were re-arranged and other
work carried out preliminary to construction of a large express freight terminal,
to begin in 1964.

211723}
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Trucking Subsidiaries

Net operating profit for the eight separately-operated trucking companies
and two associated terminal companies, whose stock is owned by Canadian
National Transportation, Limited, was $1.3 million.

PASSENGER SERVICES
Sales

Revenues from passenger services were $44.4 million compared to $44.0
million the previous year. This result was achieved despite a 6 percent reduction
in the number of passenger train miles operated and it maintained the position
attained in 1962 when a prolonged decline in revenues was halted.

The system extended its comprehensive marketing and sales program in
1963. Directed toward expanding Canadian National’s share of the travel market,
it involves modern pricing concepts, improved schedules and equipment and
expanded services for passengers.

The red, white and blue fare plan, in which ticket prices vary by days
according to traffic demands, was extended following a one-year experiment
between points in Quebec and the three maritime provinces. The experiment
indicated that passenger business could be substantially increased through this
form of pricing and the new fare plan was extended to include Newfoundland,
the transcontinental route, lines in southwestern Ontario, four western prov-
inces and, in cooperation with the Ontario Northland Railway, between Toronto
and points in northern Ontario.

Schedules and Services

Coincident with the extension of red, white and blue fares, improvements
were made to schedules, equipment and on-train services. The schedule of the
super continental between Montreal-Toronto and Vancouver was shortened
by almost three hours, providing more convenient departure and arrival times
at all principal cities across the country. At the same time, smartly redesigned
equipment was introduced. Coaches were refurnished and a refreshment lounge
for coach passengers was added, while a club lounge was provided for passen-
gers with sleeping accommodation. Coach accommodation was placed on a
reserved basis, at no extra cost, and attendants were assigned to see to the needs
of coach passengers.

Free coach reservations and services of attendants were also introduced on
the ocean limited between Montreal and Halifax.

Other improvements in service included a reduction in the schedule and
better equipment for the scotian between Halifax and Montreal to provide a
service comparable to that of the ocean limited and especially timed to make
connections in Montreal with trains to and from Toronto and southwestern
Ontario. In New Brunswick, the conventional trains between Moncton and
Saint John were replaced by self-propelled railiners to provide faster schedules.

Other travel features introduced in 1963 included charter coaches and sleep-
ers for groups, and car-go-rail, whereby passengers’ automobiles are trans-
ported in conjunction with their rail trips. A CN-financed charge-a-trip plan
for travel on the system’s lines in Canada went into effect early in 1964.

Administration

In an administrative change in the sales organization at system headquar-
ters in January, 1964, the passenger sales and services function was given
the status of a full department, headed by a vice-president. This move was in
recognition of the growing importance Canadian National is attaching to its
passenger business and acknowledges the public’s response to CN's efforts to
enlarge its share of the travel market.
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HOTELS

Financial Results

Net income from hotel operations in 1963 was $1.4 million, a decrease of
$0.9 million from 1962. While revenues of Canadian National hotels were higher
than in 1962, this increase was more than offset by increased operating expenses,
the most significant of which was the cost of major exterior repairs to build-
ings. The decrease in the net return from the hotel Vancouver is attributable
mainly to a decline in revenues from 1962 when this hotel had the benefit of
the Seattle world’s fair. The net return from the Queen Elizabeth hotel was less
than in 1962. This was due to the combination of lower revenues and increased
expenses in the hotel and high expenses during the early operation of the new
Place Ville Marie restaurants. The following table compares net income in
1963 and 1962:

1963 Income or (Loss) 1962
Hotels operated by Canadian National:

Income before major repairs .............. $ 331,114 $156,557
Major repairs to buildings ................. 354,947 -
Net Income o {IOBE)1 2 .. 5 il s hsms s sm s did (23,833) 156,557
Hotel VancouVer io. G e s ook st o vols s i (247,842) 116,496
Queen Elizabeth iHofel ... ... 00 ces desiias 1,622,393 2,012,918
Net income fromu BOtels . ik ..o e viiae vt $ 1,350,718 $2,285,971
Improvements

A five-year program to modernize the hotels was begun in 1963. Plans
call for air-conditioning, expanded parking facilities, refurnishing, redecorating
and improved dining and other guest facilities. During the year, major projects
included the continuation of the rebuilding program at Jasper Park lodge, where
nine multiple-unit cabins were built to replace 12 outdated structures; air-
conditioning at the Fort Garry, Winnipeg, and the replacement of the cafe-
teria at the Chateau Laurier, Ottawa, by a new restaurant. Also at the Chateau,
preliminary work was carried out for the renovation of the lower level and air-
conditioning of the hotel. Improvements to guest rooms and public rooms were
made at the Newfoundland, St. John’s; the Nova Scotian, Halifax; the Char-
lottetown, in P.E.L.; and the Macdonald, Edmonton. A total of $2.1 million was
invested on these projects during the year.

Other Developments

In July, Canadian National acquired Canadian Pacific’s interest in the
Vancouver Hotel Company Limited which operated the CN-owned hotel. Sub-
sequently, an agreement was entered into with Hilton of Canada Limited for
the mangement and operation of the hotel, an arrangement similar to that
under which the Queen Elizabeth hotel in Montreal is operated. A major reno-
vation and modernization program will be carried out on the property over the
next three years.

TELECOMMUNICATIONS

Net income from all telecommunications services was $5.4 million in 1963,
down $0.2 million from 1962. While there was an increase in total revenues,
this was offset by increased expenses, resulting from higher depreciation and
total wage costs. Higher revenues were recorded in telex, telephone and leased
wire services, while revenues from telegrams and broadcast facilities were
lower.
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Telecommunications Revenues from Gommercial Services
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Growth in plant capacity amounted to 64,000 carrier telephone channel
miles and 66,000 carrier telegraph channel miles, for percentage increases of
11.5 and 5.2 respectively. Six new telex exchanges were opened, bringing the
total to 67 exchanges serving 614 communities across Canada. The number of
subscribers rose to 6,000 from 4,600 in 1962.

Two new microwave systems were completed, the larger being the Mont-
real-Vancouver system built jointly by Canadian National and Canadian Pacific.
With the existing systems east of Montreal, the new system forms a transcon-
tinental trunk route serving major centres across Canada. It is also the North
American land link for the commonwealth telecommunications system between
the United Kingdom and Canada, New Zealand and Australia. Initially, the
Montreal-Vancouver microwave system will be capable of carrying 600 voice
channels which may be used for telephone, telegraph, facsimile and other types
of transmission. It can be expanded readily to provide additional voice channels
or television services.

The second microwave facility, a tropospheric scatter-wave radio system,
reaches from Hay River, N.W.T., to Lady Franklin Point on Victoria Island in
the Arctic, a distance of 554 miles. While constructed for defence purposes, the
system will also enable CN Telecommunications to provide commercial com-
munications to Coppermine and Cambridge Bay, N.W.T.

Other activities in Northern Canada included: a start on construction of a
1,020-mile pole-line system which, when completed in 1965, will provide com-
munication services to a number of communities in the Mackenzie River Valley
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between Hay River and Inuvik, N.W.T.; initial work for the expansion, in 1964,
of the capacity of the 1,200-mile microwave system between Grande Prairie,
Alberta, and the Yukon-Alaska border, and a start on the installation of new
telephone, telegraph and radio systems for the communities in northern British
Columbia, the Yukon and Northwest Territories.

In Newfoundland, a project to increase the capacity of the microwave link
between St. John’s and Sydney, Nova Scotia, was begun. Also, construction of
communications facilities to the north coast and south coast areas was under-
taken, and dial telephone exchanges were installed in 18 communities in the
province.

PERSONNEL AND LABOUR RELATIONS

Labour Relations

JIn November, new contract demands were received from unions rep-
resenting more than 66,000 Canadian National employees. Involved are 15
unions, representing 57,500 non-operating employees, and the Brotherhood of
Railroad Trainmen representing some 8,600 conductors, trainmen, and yard
employees. Contracts with both groups expired on December 31, 1963, and in
January 1964, a two-year agreement was reached with the Brotherhood of
Railroad Trainmen involving an increase of 5 percent in wage rates. The non-
operating unions negotiate jointly with Canadian National, Canadian Pacific
and five other railroads. While a number of meetings was held between the
railways and the unions’ joint negotiating committee, no progress was made,
and in January the parties sought the conciliation services of the Department of
Labour.

Under the terms of the previous agreement with the non-operating unions,
dated November 2, 1962, a joint management-union committee was established
to work out the specific provisions of a work security plan, and to revise
seniority and related rules. The railways advanced an overall proposal for this
project to the committee in April, and while progress was made in developing
a workable plan, there were, at year-end, points in dispute which had yet to be
settled.

In the United States, the arbitration board, established to hear the work
rules dispute between the railways and their operating employees, announced
its findings on November 26, 1963. The award provides for gradual elimination
of firemen and establishes guidelines for the parties to negotiate future changes
in the make-up of train crews. Implementation of the awards was delayed
because the unions are contesting it before the courts.

During the year, eight contract settlements covering some 2,000 employees
in seven hotels were achieved. In addition, five collective agreements were
signed with other groups of employees including a five-year agreement for deck
officers in the Newfoundland Steamship Services.

Employee Relations

Training continued to receive special attention during the year. A new
training centre was established at Saskatoon, bringing training opportunities
within more convenient range of the company’s many western employees.

In addition to established programs to keep employees informed of new de-
velopments and other matters of interest to them, a series of meetings was held
in June during which the president and other senior officers discussed the 1962
annual report and future company activities with the general chairman of
unions representing CN employees. The meetings were reported by both parties
as a new and useful form of communication between management and labour.
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Continuing attention was given to the development and implementation
of measures that will gradually cause the system to reflect the bicultural
character of Canada to a greater degree in its operations and personnel com-
position.

Pensions and Welfare
Total charges against CN earnings for pensions (excluding United States

railroad retirement taxes of $2.6 million) in 1963 compared with 1962 were as
follows:

1963 1962 Increase or
(Millions of Dollars) (Decrease)
1935 and 1959 pension plans $28.2 $26.3 $1.9
Pre-1935 plans, ete. (including
I.C. & P.E.I. Railway Employees’
provident fund) 7.0 7.1 (0.1)
Total $35.2 $33.4 $1.8

Exclusive of payments made under the United States Railroad Retirement
Act, there was paid to pensioners and beneficiaries, under the various Canadian
National pension arrangements, a total of $37.4 million in 1963, and 30,411 in-
dividuals were receiving such payments at the year end.

Charges against CN earnings for welfare plans providing hospital-surgical-
medical benefits and life insurance were $6.4 million in 1963.

Corporate Structure

Under a continuing program to simplify the corporate structure of Cana-
dian National Railway Company, six constituent companies were eliminated.
They were Canadian National Hotels, Limited; The Central Counties Rail-
way Company; The Montreal Stock Yards Company; The Montreal Warehousing
Company; Yellowknife Telephone Company, and, effective January 14, 1964,
Montreal and Southern Counties Railway Company.

CN-CP Act

Areas where co-operative measures might be undertaken were explored
in discussions with the Canadian Pacific Railway Company.
Board of Directors

On July 2, 1963, the government appointed Mr. C. A. Pippy of St. John’s,
Newfoundland, to the board of directors for a term expiring September 30, 1965.

THE OUTLOOK

In many respects, 1963 was an exceptional year for Canadian National
Railways. A buoyant economy and an unusually high demand for transportation
services put to a rigid test the overall efficiency of the new plan of organization
introduced early in 1961. Considering the complexity and the far-reaching
nature of the changes which had been made, the first since the formation of
the system in 1923, it was considered that noteworthy progress had been
achieved in a relatively short time. The entire work force proved effective in
enlarging the railway’s share of traffic in competition with other carriers, and
the capacity of the plant fulfilled the demanding objectives. The result was that
the system did more business than ever before with gross sales reaching $3800
million, and had the second highest volume of revenue ton miles in any year
of its history. It was significant that this volume of business was handled at an
unparalleled level of efficiency. For example, the 40.2 billion revenue ton
miles carried in 1963 was surpassed only by the 41.9 billion carried in 1956;
the 1963 traffic, however, was handled with 13,000 fewer pieces of freight
equipment than required in 1956, mainly because of improved car utilization
and distribution techniques.
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The 1963 performance illustrated, as well, the ability of the railway plant
to absorb a large volume of additional business without greatly increasing its
total expense. While the freight work load increased 10.3 percent over 1962,
railway operating expenses rose only by 1.8 percent.

An important part of the achievement of 1963 was the contribution Cana-
dian National made to the successful delivery of the large export grain orders.
This immense task came upon the railway unexpectedly, and the company
responded in the national interest to meet the requirements of the Canadian
Wheat Board efficiently and expeditiously. From the beginning of the 1963 crop
year in August, the system transported 85,500 cars of grain, or 169 million
bushels, and at year-end was more than 3,000 cars ahead of schedule in its
deliveries. All of this additional work load was performed without disruption
to regular services or other shipping needs.

The foregoing accomplishments, regarded as significant indicators of im-
proved sales effort and operating efficiency, are not, however, apparent in the
on-paper financial result. While gross sales were higher, the work load greater,
and inventory and controllable expenses held firmly in line, the net income
was insufficient to meet the interest burden which produced a deficit of $43
million. Most of this debt can be identified as a legacy from the past through a
deficiency in depreciation practices which restricted the company’s ability to
finance capital expenditures from internal sources. The provisions of the Capital
Revision Act of 1952 have now run their normal term and, as was the under-
standing at that time, the effectiveness of the measures is being re-examined
in light of approximately ten years’ experience. The basic principle of the
capital revision proposals which the company has recommended to the govern-
ment is that the railway be relieved of the crushing burden of debt charges
which make the annual profit and loss account such an inaccurate reflection of
management and employee efficiency. In the new competitive environment
envisioned by the intended legislation based upon the MacPherson Royal Com-
mission on Transportation, it is deemed essential that Canadian National be
placed in a position whereby it can be judged and held accountable on the
same basis as its competitors. The board of directors and management consider
that if the company is destined to chronic deficits, then this will not only be
severely damaging to the morale of the personnel but could, in fact, have a
detrimental effect on the important private enterprise sector of the transporta-
tion industry.

Canadian National is a valuable national asset and occupies a prime and
unique role in the life of Canada. Its objectives of providing an efficient and
economic transportation system can be fulfilled more satisfactorily if the ac-
counts are placed on a basis that will reflect the true story of current operations,
so that the annual results do not need qualification and explanation in respect
of the past.

The board of directors once again takes pleasure in expressing its appre-
ciation for the continued loyal services rendered by officers and employees
throughout the system.

D. Gordon
Signed on behalf of the board of directors. Montreal, March 16, 1964

The CHAIRMAN: Thank you, Mr. Gordon. Have you anything further to
say at the present time, or is that your full report?
Mr. GorboN: That is my full report.

The CHAIRMAN: There are certain financial and statistical statements which
form part of this report. Is it the wish of the committee that they be printed
in the minutes of evidence without being read?

Agreed.
The financial and statistical statements follow:
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CONSOLIDATED BALANCE SHEET AT DECEMBER 31, 1963

ASSETS
Current Assets
L A e N T N N I $ 32,707,012
T e e SR SRS P PR 87,811,533
Material and supplies 62,990,782
Other current assets. . .................... 5 20,275,051
Government of Canada—Due on deficit account......... 8,513,517
T A R e N R R S S SR o sl | S
Investments in Affiliated Companies Not Consolidated
S T T B B g P 242 471,000
Jointly operated rail and terminal facilities............. 48,539,703
Property Investment
A el e KRR T A S 2,515,851 ,946
T T R R I T PR R NN N ) 1, 1,324,952,640
Other physical properties...............ccoviiiiinnn.. 123,694,663
3,964,499,249
Lees recorded depreciation.............ccoiiieineennn. 801,049,925
Other Assets and Deferred Charges
RO IRV, . i« 0 s sl A PR st 3,576,549
o s TR TR LR RO MW AR P o 2,464,684
Unamortized discount on long termdebt............... 19,489,453
S e R S R AR ot el 9,989,523
e T T R e e K IR L S U 10,578,349
LiABILITIES
Current Liabilities
A OOOUDIE TIRTIDIG. v o o v« L a-c vt os s 20 ans mals cunmy e b s $ 64,815,458
Accrued cmrges ..................................... 23,756,029
Other ourrent BEOIMGOR. . . o cvivas vt as sy s a b sss Tas 3,052,302
ENORtRton Tor  DIONPINDE. <. | T T S R NS R e s W < e
Othar lsabilities and Daferred CrodilB. ... . .0 i 4o i us Syivisiss wonysesshsesns vas
Long Term Debt
2T AR AN A A VSR TS S A Rl TR 1,380,898,764
Government of Canada loans and debentures........... 410,354,762
SuAreHOLDERS' EqQUITY
Government of Canada
6,000,000 shares of no par value capital stock of Canadian
National Railway Company.............ccoovnenn 359,963,017
991,504,556 shares of 49, preferred stock of Canadian
National Railway Company...................... 991,504,556
Capital investment of Government of Canada in the
Canadian Government Railways................... 440,912,615
1,792,380,188
Capital Stock of Subsidiary Companies Owned by Public. ... . .. 4,485,785

The notes on page 22 are an integral part of this Balance Sheet.

$ 212,297,895
17,500,000

291,010,703

3,163,449,324

46,098,558
$3,730,356,480

$ 91,623,789
17,500,000
33,113,192

1,791,253,526

1,796,865,973
$3,730,356,480

L. J. Mills, Comptroller.




RAILWAYS, CANALS AND TELEGRAPH LINES 43

CONSOLIDATED INCOME STATEMENT

1963 1962
Railway Operating Revenues.......................... $ 725,181,334 $ 701,622,754
Railway Operating Expenses. ......................... 720,169,669 707,442,091
Net Railway Operating Income or (Loss)........... 5,011,665 (5,819,337)
Net Income from:
Telecommunications department................... 5,367,458 5,619,686
Hotels. . .. 0 e T T s 1,350,718 2,285,971
Separately operated trucking companies............ 1,283,213 875,975
Othier THeOmE, L s e i ts o e R et Gl B 8,177,720 10,616,841
16,179,109 19,398,473
Net Income before Interest on Debt............... 21,190,774 13,579,136
Interest Charges:
Total interesl OB IBIE: = 5 . o s s s S o kAt 75,822,804 74,017,366
Less interest received on loans to Trans-Canada Air
P AV e R S S, R Y L L D 11,618,513 11,518,776
Net Interesb Ol ERebb: oy 3 00 i e b bid b e 64,204,291 62,498,590
(DeBcit ) R e e $ (43,013,517) $ (48,919,454)

AUDITORS’ REPORT

To The Honourable The Minister of Transport,
Ottawa, Canada.

We have examined the consolidated balance sheet of the Canadian National Railway System
at December 31, 1963 and the consolidated income statement for the year ended on that date.
Our examination included a general review of the accounting procedures and such tests of ac-
counting records and other supporting evidence as we considered necessary in the circumstances.

In our opinion, subject to the position with regard to depreciation accruing prior to the
adoption of depreciation accounting as referred to in Note 1, the accompanying consolidated
balance sheet and the related consolidated income statement are properly drawn up so as to give
a true and fair view of the state of the affairs of the System at December 31, 1963 and of the
results of its operations for the year ended on that date according to the best of our information
and the explanations given to us and as shown by the books of the System, and in accordance
with generally accepted accounting principles applied on a basis consistent with that of the
preceding year.

We further report that, in our opinion, proper books of account have been kept by the
) stgm t:nd the transactions that have come under our notice have been within the powers of
e System.

McDonald, Currie & Co.,
Chartered Accountants. February 25, 1964
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS AT DECEMBER 31, 1963

Note 1: Property Investment

Additions since January 1, 1923 have been recorded at cost and properties and equipment
brought into the System at January 1, 1923 are included at the values appearing in the books of
the several railways now comprising the System to the extent that these have not been retired
or replaced.

Depreciation on Canadian Lines: DeEreciation accounting as adopted for equipment in
1940, for hotel properties in 1954 and for track and road structures and all other physical properties
except land in 1956 has been continued in 1963. The depreciation rates are based on the
estimated service life of the properties but do not provide for depreciation which was not recorded
in prior years under the replacement and retirement accounting principles then in force, nor for
extraordinary obsolescence resulting from the introduction of more efficient equipment.

Depreciation on U.S. Lines: Replacement accounting for track and depreciation accounting
for equipment and other property except land has been continued in accordance with the regula-
tions of the Interstate Commerce Commission.

Note 2: Material and Supplies

The inventory has been priced at laid down cost based on weighted average cost for ties, rails
and fuel and latest invoice price for new materials in general stores, and at estimated utility
or sales value for usable second hand, obsolete and scrap materials.

Note 3: Capital Stock

The capital stock of the Canadian National Railway Company (other than the four per cent
preferred stock) and the capital investment of Her Majesty in the Canadian Government Railways
are included in the net debt of Canada and disclosed in the historical record of government assist-~
ance to railways as shown in the Public Accounts of Canada.

Note 4: Major Commitments

(a) Pension Funds:

The Company has given a written acknowledgement to the Trustee of the Pension Funds for
an amount not exceeding $395,000,000 for the outstanding liability in respect of prior service of
active employees.

(b) Vacation Pay:

In accordance Wi?:llrut practice the Company has not recorded the liability for vacations
earned in 1963 which will be paid in 1964.

(¢) Chicago & Western Indiana Railroad Company:

The Grand Trunk Western Railroad Company is liable jointly and severally with four other
roprietors as guarantor of principal and interest with respect to $10,997,000 First Collateral
]g‘ruat Mortgage 4% Sinking Fund Bonds due May 1, 1982 of the Chicago & Western Indiana
road Company. In addition, the proprietors are obligated to make annual sinking fund pay-
ments sufficient to retire the bonds at maturity and to meet interest as it falls due; in the absence
of default of any of the other proprietors, Grand Trunk Western’s proportion of such annual
payments is one-fifth.

(d) The Belt Railway Company of Chicago:

The Grand Trunk Western Railroad Company is liable jointly and severally with eleven other

roprietors as guarantor of principal, interest and sinking fund payments with respect to

6,505,000 First Mor%age 43% Sini.ing Fund Bonds series “A”, due August 15, 1987 of the Belt

Railway Company of Chicago. Each proprietor is to make payments to the extent required in

proportion to its usage of the Belt’s facilities in the preceding three years. For the three years

:ﬂdetg tBecember 31, 1963 Grand Trunk Western Railroad’s usage was approximately 2.1% of
e :

(e) Detroit & Toledo Shore Line Railroad Company:

The Grand Trunk Western Railroad Company is jointly and severally liable with one other

roprietor as guarantor of principal, interest and sinking fund payments with respect to $2,708,000

g‘i.rst. Monm%, 30-year series “A’” Bonds, due December 1, 1982 of the Detroit & Toledo
Shore Line Rai Company.
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RAILWAY OPERATING REVENUES

Interim Payments—Royal Commission on Transportation. ...

RAILWAY OPERATING EXPENSES

Holwiy Tax Acerteds oo 0. b s s v o e er et g
Equipment and Joint Facility Rents.......................

OTHER INCOME

WAt TDOOD0; . ...5 o sone i a e By Tee i 5 =t TSt St e
Interest INComB. .2 o e oo s e sl stamis Bt st o s ose el
b e T B S COE e = SRR SRS U T, TR D &
Amortization of premiums on shares purchased..............
Profit from sale of real property...........................
Increased provision for insurance
Miscellaneous (Net)

45
1963 1962
$573,477,011  $547,799,257
34,491,894 34,331,531
9,862,221 9,645,296
44,354,115 43,976,827
10,626,819 11,030,572
45,602,316 46,963,146
22,064,172 21,650,472
29,056,901 30,202,480
$725,181,334  $701,622,754
$143,181,049  $142,878,959
151,924,929 148,450,417
312,530,459 309,058,698
17,182,774 16,361,800
6,956,866 6,152,519
61,725,269 58,704,428
693,501,346 681,606,821
22,839,768 22,746,605
3,828,555 3,088,665
$720,169,669  $707,442,091
$ 3,707,769 $ 3,443,272
2,160,206 1,976,129

204,311 239,617
(2,092,660) —_
4,548,963 2,435,994
(2,500,000) —
2,059,131 2,521,829

$ 8,177,720 $ 10,616,841
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PROPERTY INVESTMENT STATEMENT

Deduction in respect of property retirements in 1963....... 55,651,273

Property Investment at December 31, 1963...............ccoviiiiienanennnns

RECORDED DEPRECIATION STATEMENT

Recorded Depreciation at December 31, 1962. ... .. .......oviiiiiiiiiinnnnns
Add Provision for depreciation for the year
Road proparlty. s T LR Tk $ 50,097,625
1P R B T e 45,058,777
Other Physical Properties................. 3,892,679
$ 99,049,081
Increase in recorded depreciation—U.S. Lines—
in accordance with I.C.C. Order No. 32153........... 545,500
99,594, 581

Deduct Net Charges in respect of property retirements..... 36,889,512

Recorded Depreciation at December 31, 1963...........coviviininreiinnnennn

Property Investment at December 31, 1962. . .............ccc.vieiiiiennnnnn. $3,890,909,261
Capital Expenditures in 1963
New lines and diversions................ .. $16,894,937
Roadway improvements.................. 36,784,387
R T T S T 13,569,383
Yard tracks and sidings................... 1,933,865
T T R R S PR S R ) 3,817,361
Highway crossing protection.............. 249,235
T T M A e e R R 3,384,432
Roadway and shop machinery............. 1,685,641
L T T T L e T P e N 1,335,151
Total—Road Property............... 79,654,392
R N s e o T s s e v 3,767,491
S T e e e S i 14,027,119
Telecommunications..................... 27,335,643
R B e e A T R e s 2,265,537
— $127,050,182
Government of Canada net expenditure on Canadian
Government Railways...................c.o.o.ue. 1,645,579
Additions—U.S. Lines—in accordance with I.C.C. Order
s 1T R S S R e A 545,500
Additions to property in 1963.............ccciiiiniiinnn 129,241,261

73,589,988
$3,964,499,249

62,705,069

$ 801,049,925




LONG TERM DEBT
Bonbps
Transactions
Currency Outstanding Year 1963 OQutstanding
Rate Maturity in which at Increase or at
% (See Note) payable Dec. 31, 1962 Decrease Dec. 31, 1963
2§ Feb. 1, 1963 Canadian National 8 Year 14 Month Bonds.................cooooveinn Canadian § 250,000,000  $250,000,000
5% Dec. 15,1964 (a), (g) Canadian National 5 Year gnds. .............ooviviiiiiniiiiiniiiinnies Canadian 108,711, 000 639,000 $ 198,072,000
3  Jan. 3, 1966 (b) Canadian National 17 Year Bonds............c.coiiiiiiiiiinnniiinens Canadian 35,000,000 35,000,000
2§ Jan. 2, 1967 (b) Canaidan National 20 Year Bonds. ..........oovivuriiieiiirininnineans Canadian 50,000, 000 50,000, 000
4%  Apr. 1, 1967 (9) Canadian National 6§ Year Bonds..............oovviiiiiiiiiieniiinenns Canadian 72,300,000 72,300,000
5  May 15, 1968 (g) Canadian Nationsl 9 Xeur Bonds.. .. <\ oo v basssiisyiassesianes Canadian 55,800,000 55,800, 000
2f  Sept. 15, 1969 (c) Canadian National 20 Year Bonds,.........cccovviniiviiiiiiicniineins Canadian 70,000, 000 70,000, 000
2§ Jan. 16, 1971 (d) Canadian National 21 Year Bonds...............ccoiiiiiiineiiniianns Canadian 40, 000,000 40, 000,000
5% Deec. 15, 1971 (g), (h) Canadian National 12 Year Bonds..............ccciviiiniiiniiiiinnns Canadian 289,000 639, 000 928, 000
3] TFeb. 1, 1974 (e) Canadian National 20 Year Bonds...........cooiviiiiiiiiiiinninninnes Canadian 200, 000, 000 200, 000,000
2} June 15, 1975 (f) Canadian National 25 Year Bonds.............oooiiiiiiiiiiniiiinnanas U.S. 6,000, 000 6,000, 000
May 15, 1977 () Canadian National 18 Year Bonds. ..............ciiiiiineiinnnnnennnss Canadian 84,600, 000 460,000 84,150,000
Feb. 1, 1981 Canadian National 23 Year Bonds.........c...coviiviiiiiiiniiiinecacs Canadian 300, 000,000 300, 000,000
53 Jan. 1, 1985 (g) Canadian National 25 Year Bonds...........c...oiviiiiniiniarininrines Canadian 99, 500, 000 99, 500, 000
5  Oct. 1, 1987 (g) Connitiar NAtonal §7 Year Bons. . 5.0 0ot Joan: 1o v dchy sy vosinis s s Canadian 168,675,000 1,550,000 167,125, 000
4}  Sept. 15, 1979 Grand TEURE WeBbETR INOAB ...+« oo hms e Veahiadiagn b bman s S s b anaine o Can.-U.S. 400, 000 400,000
5} Perpetual Buffalo and Lake Huron 1st Mortgage Bonds. . ........................ Sterling 795,366 795,366
5% Perpetual Buffalo and Lake Huron 2nd Mortgage Bonds. ........................ Sterling 1,228,398 1,228,398
5  Perpetual 8 L AR o T T SR TR i i SR A T Sterling 20,309 20,309
< 1B T R S i e R e S B S SR 1,633,319,073 252,420,309 1,380,898,764

SANIT HdVYDITIL ANV STVNVD SAVMTIIVY
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LONG TERM DEBT—Concluded

Transactions
Currenc Outstanding Year 1963 Outstanding
Rate Maturity in whic at Increase or at
% (See Note) payable Dec. 31, 1962 Decrease Dec. 31, 1963
GovERNMENT OF CANADA LoaNs AND DEBENTURES

Capital Rovigion Aet: Jan. 1, 1070 DODORMES: si- v o s Fort e bis s o s A S ain s wimsnsie s s dn s Canadian 100, 000, 000 100, 000, 000
Canadian Government Railways: Advances for Working Capital. .. ................................. Canadian 16,983, 762 16,983,762
Financing and Guarantee Acts: LOBMS. ... .........0uusieerunsuinssssniesssssnnssessnsessssonesseesns Canadian 58,206,244 2,835,244 55,371,000
Refunding Act, 1955: Loans for Debt Redemption. . ... .............ccoooiieimmusreeinaeen... Canadian 33,836,787 204,163,213 238, 000, 000
Total Government of Canada Loans and Debentures........................cccccvvieneeeio.... 209,026,793 201,327,969 410,354,762
S R R D T R e P AR ) A SR SR e R e LR ol SR L R ey $1,842 345,866 $ 51,092,340  $1,791,253,526

Note: (a) Exchangeable on or before June 15, 1964 for 5}% bonds due Dec. 15, 1971 (f) Callable June 14, 1962 to June 14, 1966 at 101%,; thereafter to June 14,
b) Callable at par 1970 at 100§%; thereafter at par.

¢) Callable at par on or after Sept. 15, 1964 (g) Amounts of 4% or 1% of the original issues may be purchased
d) Callable at par on ar after Jan. 16, 1966 quarterly through Purchase Funds operated under the conditions
¢) Callable at par on or after Feb. 1, 1972 of each issue

(h) issued in excimnze for 5§% bonds due December 15, 1964,

SHAREHOLDERS' EQUITY
GovERNMENT OF CANADA

No par value capital stock of Canadian National Railway Company . ................ccoiiuiurrieseeiiirirnnenns $ 359,963,017 $ 359,063,017
4% Preferred stock of Canadian National Railway COMPANY . . .. ........ooorrern et 068,746,872 § 22,757,684 991, 504, 556
Capital investment in Canadian Government RAIIWAYS. . . ..............0ormrerrsi e e et 439,267,036 1,645,579 440,912,615
ARy s s R S e R A N O o O 1,767,976,925 24,403,263 1,792,380,188
Carrrar S1ock oF SUBSIDIARY COMPANIES OWNED BY PUBLIC. .. ....ouvvititit ittt ieiis et e e eeeirenees 4,499,261 13,476 4,485,785
ORISR GER" TUMIEYS - 5 ot oo Victis s W oot b oo 2 e S i T L R o s o o b 4100w kb von o $1,772,476,186 $ 24,389,787 $1,796,865,973

AIALLINWNOD ONIANV.LS
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INVESTMENTS IN JOINTLY OPERATED RAIL AND TERMINAL FACILITIES

Transactions
Year 1963
Percentage Investment at Increase or Investment at
Held Dee. 31, 1962 Decrease Deec. 31, 1963

The Belt Railway Company of

Chicago
Capital Stock............... 8.33 § 240,000 $ 240,000
Advances. 3. AT 0 SYistS 46,731 $14,942 61,673
Chicago & Western Indiana Railroad
Company
Capital Stock............... 20 1,000,000 1,000,000
ADVANCER . . § v 17 s s 7,113,869 27,132 7,086,737
The Detroit & Toledo Shore Line
Railroad Company
Capital Stock:.. ... .. 50008 50 1,500,000 1,500,000
Detroit Terminal Railroad Company
Capital Stoek............... 50 1,000,000 1,000,000
Northern Alberta Railways Company
Capital Stock............... 50 8,540,000 8,540,000 :
N - .= 00 A L0k 50 16,902, 500 16,902, 500 ‘
The Public Markets, Limited G
Caniial Blodk. - .z vt vl 50 575,000 575,000 N
Railway Express Agency, Inc. b 4;"_
apitel Staek 51 bl b2 dl 0.6 600 600 L
T RN R S N 173,493 173,493 gy
The Shawinigan Falls Terminal ' :
Railway Company
Capital Stock............... 50 62,500 62,500
The Toronto Terminals Railway
Company
Capital Stock 50 250,000 250,000
VT e Wi A S i 50 11,012,200 65,000 10,947,200
SINBBOOR - oo <2l Samsis 4s s o 200,000 ,000
i 7. RPN Pl R | ST ST e $48,616,893 $77,190 $48,539,703

SOURCE AND APPLICATION OF FUNDS FOR THE YEAR 1963

Nierking Capital Fanuary: 1, 1083 . 2 40 000lsnleis v fls <5 bbima e ehaa/ils piaoare $129,532,936
Source of Funds

Provision for Depreeiation. . ............oovevnineinaan, $ 99,049,081
Tssue of 4%, Preferred Stock...............ccccvieninnn. 22,757,684
Government of Canada in respect of deficit for the year. . 43,013,517
Retained proceeds from Properties Retired. .............. 18, 761 761
Vietoria Bridge Track Diversion. ....................... 13, 980 1827
fher (B8k). % o b s el il L A D e A 14,734,339
_ $212,297,209
 Application of Funds
\ Additions to Pro Perty Investment $127,050,182
Deficit for-the Xesr:l i ... 50000 43,013,517
Decrease in Long Term Debt 51,092,340
$221,156,039 o
PR
Net Deercase s Working Capital. ... i, i ilia s e sn 5o ek oot s 8,858,830 ‘l.r‘ )
Working Capital Decamber 31, 1963... ... o .. cvsonivetansrs s sesoisismass s $120,674,106

21172—4
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INVENTORY OF RAILWAY EQUIPMENT

On Hand
Dec. 31, 1963
Motive Power Equipment
TR T R T e e M e R IRl e e e e e R 2,114
o T e R R B e O A el 27
T T £ T PR U IO Sl S S 108
S L A LA S SR e R PR R RSl el b 2,249
Freight Equipment
%ox, %‘lat T e MR Bl R ol I S et g e 73,316
o s e R i e R A R W B T S R 4,919
oG L DT R e R e GO I e e | S 23,403
e IR R T e O I P R T 2,043
F o e Rl A R T S A ol st N T RO B e 103,681
Passenger Equipment
DT s S TITRARN  FAG S SETHP O (o e B SR A i Sl oS e 677
Bleeping, Dining, Parlour and Toumish: ; .« <« v ows Bms v diass te o 5o as’s sobas 550
B I e e e i Sl R 1,274
Other Cars in Passenger Service. . ... . uuvieneennerneesasseneoenneanennn 229
S ORI RS e e I P, T R ST O N L2 2,730
Work Equipment
RIREES 30 WOLK BRIVIO0 .« | s ¢ sl cndnhs st e o & AR e & ok b0 bl 9,145
Floating Equipment
Ty R e SO W R S S e A TR L e e R 6
N R e e Wi A el o e P R R 14
1PNV o F R D Rt G LSO IR L R T I e, 11
w e T R S S R AR RSN ARDOIr ) g« Sl vl MRt I 1L o 31
OPERATED MILEAGE AT DECEMBER 31, 1963
Trackage
Owned Leased Rights Total
Operated Road Mileage—first main track
SAtlaI?:ic RegioRé ........ S 3 3,859 1 83 3,943
t. Lawrence Region (includi ew Englan
T e s - 3,903 7 16 3,92
Great Lakes Region............oouiviuvnnnnss 3,303 16 3,319
Prairie Region (including Duluth, Winnipeg
UL T L R e o R N A 8,104 5 8,109
DEouREAIN RORIOI . i v 5 5hn v s s s e 4,066 35 85 4,186
Grand Trunk Western Lines................ 879 10 58 947
Central Vermont Lines...........covvennenn 308 59 367
< b7 e Al QNN e A LG el T SR 24,422 53 322 24,797
TG0 TV, D R RS SR RS 22,829 36 202 23,067
Lines in United States............ccovviinnenns 1,593 8 ¥ g 120 1,730
Operated Mileage—all Tracks
sty g DL T R e SRR ) ST 24,422 53 322 24,797
All other mMAIR TINGS. . . ..iv s a5t d Covin 8 s 1,133 % 1,215
Spurs, sidings and yard tracks................. 7,073 16 1,652 8,741
ORIl tantki: ., 2 ai i vl Al et 32,628 69 2,056 34,753
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PENSION TRUST FUNDS BALANCE SHEET AT DECEMBER 31, 1963

ASSETS
Current Assets
Cash: In Banks—Current Accounts............co0uvunnee
~E3000 TIODOMIIE. -« . 5 en sa b+ wihoe wa e 89
Deposits with Trust Companies.....................
Accrued interest on investments.........................
Accounts receivable:
Canadian National Railways—current account............
Banks, Insurance and Trust Companies re Mortgages......
8 T R S R U e e
Investments
Stocks—at cost.............. (Market value $ 62,333,607 )
Bonds—at amortized value.. .(Market value $261,804,866)
Mortgages—at amortized value............ $143,065,760
less holdbacks................. 77,081

Canadian National Railways

Acknowledged liability in respect of past service of employees

Liarmumies

Current Liabilities

Actounts Payablen b o 0 e e et as ke T4

Reserve for Pensions

In respect of pensions in force and pensions accruing to
active employees under the 1935 and 1959 Pension

PIAnga o e alr o o ot e S S R e g

Nore: The Reserve for Pensions includes the accumulated
contributions of certain employees in service, with in-
terest thereon, which are held in trust under the rules of
the 1935 Pension Plan as follows:

Aoty Frasb R ... o . o oois meio s ssnnins i oo viad
Supplemental Annuity Trust Fund.............. ek

21172—4}

$ 285,069

900,000
1,787,392

2,972,461

4,167,468

1,659,936
394,746
26,481

55,765,863
282,625,280

142,988,679

Fhsr s s

$ 12,945,901
2,419,642

$ 15,365,543

$9,221,092

481,379,822

395,000,000
$885,600,914

$ 113,977

885,486,937
$885,600,914

L. J. Mills,
Comptroller
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PENSION TRUST FUNDS STATEMENT OF RESERVE AT DECEMBER 31, 1963

G e T S e U S S S DR M S S S | $845,599,085
Addition to Reserve during the year:
Contributions from employees on account of—
CATIORE ARV, . % S S $ 18,408,485
Prior years’ deficiencies.............. 4,642,264
23,050,749
Less refunds on termination of service, ete.. 3,368,030
et L 19,082,719
Contributions by the Company..................c.c..... 28,146,069
Net. earnings on contributions made by the Company and
RIERBIOWORE . ¢ s o e g s Ty R B R N 21,535,338
—_— 69,364,126
914,963,211
Deductions from Reserve during year:
s SR PR SN G R: € A A e e S S L N 29,476,274

Stosrve ot Deverobey 31, 1088 2 o i e e o RS L i L S $885,486,937

AUDITORS’ REPORT

To the Trustee,
Canadian National Railways Pension Funds.

We have examined the balance sheet of the Pension Trust Funds of the 1935 and 1959 Pension
Plans of Canadian National Railways at December 31, 1963 and the statement of reserve for
pensions for the year ended on that date. Our examination included a general review of the
accounting procedures and such tests of the accounting records and other supporting evidence
as we considered necessary in the circumstances.

In our opinion, the accompanying balance sheet and related statement of reserve for pensions
are properly drawn up so as to give a true and fair view of the state of the affairs of the ds at
December 31, 1963 and of the results of their operations for the year ended on that date according
to the best of our information and the explanations given to us and as shown by the books of the
Funds, and in accordance with generally accepted accounting principles applied on a basis con-
sistent with that of the preceding year.

We further report that, in our opinion, proper books of account have been kept by the Trustee
and tl;gt the transactions that havglglomé ungee: our notice have been within t.ge powers of the

Chartered Accountants X February 25, 1964

ACTUARIAL CERTIFICATE

o This is to certify that the Reserve shown in the Balance Sheet of the Pension Trust Funds
- of Canadian National Railways, amounting to $885,486,937 as at December 31, 1963, in my
~ opinion, represented adequate provision for the accumulated liabilities of ions then approved

. in f pensions awaiting :Eproval and %monu accrued to the above date in respect of
employees then in service under the 1935 and 1959 Plans, excluding pensions granted under prior

3 Denis R. J. George, William M. Mercer Limited
~ Fellow of the Institute of Actuaries. Montreal, February 21, 1964.

i
§, U
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STATISTICS OF RAIL-LINE OPERATIONS
% Increase
1963 1962 or Decrease
Train Miles
Freight 0ervien. .. o ot et vet aisaecatse 35,796,950 34,283,043 4.4
Passenger Service. ..........ccveveenens 17,079,631 18,096,980 5.6
Work servioB.L . b oo S n ot s o ats 1,802,601 1,634,258 10.3
Total train miles. ................. 54,679,182 54,014,281 1.2
Locomotive Miles
Freight pervige . o o Fob i Uy ey 36,116,058 34,545,765 4.5
PRSSENZET SBTVIOR o v s cva ries s s b s 15,131,531 16,072,350 6.9
Switching service—Road and Yard...... 17,868,774 17,947,807 0.4
Work servion st s v i’ rons o bt s 1,845,157 1,657,702 11.3
Total locomotive miles............. 70,961,520 70,223,624 1.1
Car Miles
Freight Service:
Loadad . Feagh )y e Ui 508 1,180,853,158 1,110,109,898 6.4
Eroply s ragabe of (U e MAE g 746,696,479 680,423 883 9.7
Other. J -3 35l o St o i 12,753,719 14,257,575 10.5
Cabooglil L St ¥ o o ¥l DT 36,667,660 35,075,508 4.5
Passenger—Coach and Combination. 2,710,376 3,231,400 16.1
1,979,681,392 1,843,098,264 7.4
Passenger Service:
Coach and Combination............ 38,557,790 39,278,731 1.8
Sleeping, Parlour and Observation... . 39,811,267 40,601,819 1.9
DNNRES Lo T B e 2 b s S e s 9,005,292 7,948,251 13.3
Motor UMl 5 s Bids o daos Al 3,876,828 3,806,184 1.9
Other (baggage and express, etc.).. ... 70,663,805 79,132,838 10.7
Freight—loaded................... 1,100,731 1,423,952 22.7
Freighl—emply. oo 2005 o vt o uis 157,786 372,441 57.6
163,173,499 172,564,216 6.4
Work Bervies. 4 % jus nihe Sor ot b, Dl 2,869,321 2,804,515 2.3
Total car miles..................... 2,145,724,212  2,018,466,995 6.3
Ton miles
Gross ton miles—all services (excluding
passenger cars on passenger trains)... 89,026,289,000 80,715,356,000 10.3
Net ton miles—all services. ............. 40,751,668,000 36,110,915,000 12.9
Average Miles of Road Operated. ............. 24,709.57 24,753.38 0.2
Freight Traffic
Freight revenue................... $ 552,221,071 529,307,712 4.3
Tons carried—Revenue freight. .. ... 84,078,393 78,384,773 7.3
Ton miles—Revenue freight........ 40,171,173,489 35,595,425,349 12.9
Train hours in freight road service... 2013, 1,548,194 1.6
Averages Per Mile of Road:
Preight PeVenie . . s s s e b $ 22,348 21,383 4.5
iy BeN: . e R e 1,449 1,385 4.6
Total freight train car miles......... 79,549 73,827 7.8
Ton miles—Revenue freight. . ...... 1,625,733 1,438,003 13.1
Ton miles—All freight............. 1,649,226 1,458,828 13.1
Averages Per Loaded Car Mile:
Freight reventle, ... . v: o cuviiaes ¢ 46.7 47.6 1.9
Ton miles—All freight,............ 34.5 32.5 6.2



54 STANDING COMMITTEE
STATISTICS OF RAIL-LINE OPERATIONS (CONTINUED)

% Increase
1963 1962 or Decrease

Freight Traffic (Continued)
iscellaneous Averages:

Revenueperton.................. 3 6.568 6.753 2.7
Revenue per tonmile.............. ¢ 1.375 1.487 7.6
Miles hauled per revenue ton. .. .... 477.8 454.1 5.2
Cars per train—loaded............. 33.0 32.4 1.9
Cars per train—empty............. 20.9 19.8 5.6
Gross load—Freight trains (tons).... 2,485 2,352 5.7
Net load—Freight trains (tons). .. .. 1,138 1,053 8.1
Gross ton miles per freight train hour 56,561 52,085 8.6
Train speed—Miles per hour........ 22.8 22.1 3.2
Diesel unit miles per serviceable day
(excluding stored)............. 234 217 7.8
Passenger Traffic
Passenger revenue................. $ 34,491,894 34,331,531 0.5
Revenue passengers carried*. ... . ... 13,598,961 12,443,945 9.3
Revenue passenger miles*........ ... 1,189,051,239 1,044,192,458 13.9
Averages Per Mile of Road:
Passenger revenue................. $ 1,396 1,387 0.6
SRR IAROR L . 2.5 w iy i SR T 691 731 5.6
Total passenger train car miles. ... . . 7,173 7,603 6.7
Revenue passenger miles*........... 48,121 42,184 14.1
Averages Per Car Mile—Passenger:
Passenger revenue., ................ ¢ 41.3 40.2 2.7
Revenue passenger miles*. .......... 14.2 12.2 16.4
Miscellaneous Averages:
Revenue per passenger*® $ 2.536 2.759 8.1
Revenue per passenger mile*...... .. ¢ 2.901 3.288 11.8
Average passenger journey (miles)*.. 87.4 83.9 4.2
Percent on time arrival—selec
principal trains............... 80.8 79.3 1.9
Diesel unit miles per serviceable day
! (excluding stored)............. 385 379 1.6
[ Operating Results
; Total operating revenues per mile of road $ 30,852 29,827 3.4
{ Total operating expenses per mile of road. 30,467 29,850 2.1
| Net railway operating income loss per mile
3 T el LR - e S e 385 23

*Note: In 1963 an improved method was used in compiling these statistics.
For comparability the 1962 figures have been restated.

Increase or Decrease

L 1963 1962 Tons %
i

i » Revenue Tonnage Carried by classes of

| e of Commodities

(el Agricultural Produets................ 15,953,322 13,464,634 2,488,688 18.5

1’ T Animals and Animal Produets......... 630,869 662,726 81,857 4.8
e NG Prodiiols .. o« ..o b bt v des 28,015,448 27,108,716 906,732 3.3

e Forest Products................o.... ,335,912 ,096,858 239,054 2.6

i ‘ Manufactured and Miscellaneous.. . ... 29,506,969 27,256,436 2,250,533 8.3

I Total Carload Freight................ 83,442,520 77,589,370 5,853,150 7.5

All less than carload freight........... 635,873 795,403 159,630 20.1

CIRAND. TOTAL. ... & var s vvwns 84,078,393 78,384,773 5,603,620 7.3
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A 25-YEAR SYNOPTICAL HISTORY OF THE CANADIAN NATIONAL RAILWAYS

Net Surplus or
Railway Deficit Freight Revenue Average
Railway  Railway Operating before Interest Surplus Freight Revenue Revenue per Number
Gross Operating Operating  Profit or Other Interest on or Revenue  per Ton  Passenger Passenger of
Year Revenues Revenues* Expenses* Loss* Income*  Charges Debt Deficit Ton Miles Mile Miles Mile Employees
Millions Thousands Thousands Thousands Thousands Thousands Thousands Thousands Millions ¢ Millions ¢

1939 $§207.2  §199,517  $187,001 $12,246 $ 067 $13,303 $53,488 840,096 17,084 .938 875 2.035 81,672
1940 251.5 243,009 207,115 35,984 356 36,430 53,305 16,965 21,532 004 1,125 1.929 86,366
1941 308.8 299,230 243,766 55,464 1,174 57,178 53,162 4,016 27,200 .881 1,762 1.810 95,362
1942 380.6 369, 745 205, 306 74,439 2,204 76,733 51,670 25,063 31,729 .909 2,708 1.784 100, 651
1943 446.0 433,527 353,158 80,369 7,460 87,829 52,190 35,639 36,327 .804 3,619 1.848 106,893
1044 446.8 434,149 366, 680 67,469 6,032 73,501 50,474 23,027 36,016 .803 3,697 1.888 108,278
1945 439.7 426,233 358,072 67,261 6,505 73,766 49,010 24,756 34, 600 .915 3,338 1.953 110,501
1046 407.6 393,246 361, 634 31,612 6,111 37,723 46, 685 8,962 30,812 975 2,280 2.190 109.809
1047 446.0 430,512 406,335 24,177 5,864 30,041 45,926 15,885 32,045 1.040 1,845 2.332 112,801
1048 499.7 483,396 471,589 11,807 1,002 12,809 46,342 83,583 32,043 1.105 1,755 2.368 115,305
1949 509.4 491,478 484,728 6,750 161 6,580 48,632 42,048 30,922 1.276 1,621 2.671 116,057
1950 562.6 543,275 502,252 41,023 3,138 44,161 47,422 3,261 31,988 1.394 1,408 2.834 116,347
1951 634.1 612,802 585, 615 27,187 5,958 33,145 48,177 15,082 36,435 1.369 1,611 2,947 124, 608
1952 684.5 661,349 640,233 21,116 4,441 25,557 25,415 142 38,403 1.397 1,635 2.964 131,297
1953 707.7 680, 669 660, 248 20,421 9,199 29,620 29,376 244 36,678 1.509 1,539 2,984 130,109
1954 652.1 623,552 623,965 418 4,182 3,769 32,527 28,758 32,882 1.529 1,472 2.973 122,237
1955 693.9 664,613 630, 140 34,473 9,249 43,722 33,004 10,718 35,677 1.511 1,464 3.001 119,430
1956 785.7 754,931 710,977 43,054 13,906 57,860 31,783 26,077 41,935 1.461 1,501 3.054 126,639
1957 764.4 732,427 735,679 8,852 10, 651 7,399 36,972 29,578 36,674 1.601 1,499 3.124 124,620
1958 716.3 680,993 698,327 17,884 12,264 5,070 46,521 51,5691 35,077 1.554 1,269 3.270 113,086
1959 751.9 712,976 719,000 6,024 11,234 5,210 48,798 48,588 35,542 1.613 1,272 3.159 111,538
1960 723.4 663,214 681,692 18,478 12,004 6,474 61,023 67,497 34,011 1.547 1,208 3.171 104,155
1061 745.5 677,380 693, 605 16,225 11,393 4,882 62,476 67,308 34,723 1.480 1,076 3.234 99,564
1962 772.1 701,623 707,442 5,819 19,398 13,579 62,498 48,919 35,505 1.487 1,044 3.288 97,922

1963 800.0 725,181 720,170 5,011 16,179 21,190 64,204 48,014 40,171 1.375 1,189 2.901 92,571+

* Restated to reflect inclusion of net income from Telecommunications Department in Other Income.
** Based on a new method of counting effective January 1, 1963. On former method of counting, the 1963 average was 95,006.

SHANIT HdV¥DIATIL ANV STVNVO ‘SAVMIIVY
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The CHAIRMAN: I would point out at this time that there are microphones
at the tables with which you are familiar. They are not live unless you are
recognized by the Chair. So I hope, as in the past, there will be co-operation
by all members of the committee. Let us proceed with this report immediately,
section by section. We were very fortunate last year that we managed to
stay within the bounds of each section and dispose of the financial items under
the first heading “financial review”, and to dispose of hotels under ‘“hotels”,
and not have to come back later and intermix the different problems. So if
it is the wish of the committee I would now call for a discussion on the first
item. But before doing so I should have recognized the fact—although you
did no doubt—that the Minister of Transport is with us this morning. I under-
stood he would like to say a few words.

Hon. J. W. PickKeRSGILL (Minister of Transport): I would like to apologize
for being late. I am rather old fashioned, and I thought that the railway com-
mittee would be sitting in the railway committee room. But when I went
there I found nothing but a lot of television equipment. After some time I
discovered where the committee was sitting.

What I really asked the Chairman to let me say a word to you about is
this: in view of what is going on in the House of Commons, I may be faced with
a conflict of duties at various stages while the committee is sitting. Therefore,
I hope that the members of the committee will excuse me if I am not here
all the time. It would be because I am “there”.

Mr. GrREGOIRE: That is exactly what I said at the beginning of the sittings.
I knew we were sitting and receiving Mr. Gordon. I knew that yesterday. I
ask the committee—and I hope the minister will agree—that we do not sit
while the house is sitting during the flag issue. These are two important discus-
sions which would be going on at the same time. I suggest it is not normal
that the Minister of Transport should ask us to consider these reports before
the standing committee instead of before the sessional committee, when we
never expected they would be dealt with at the same time as the flag issue
was before parliament. I hope the minister will agree that we do not sit while
the house is dealing with the flag issue.

The CHAIRMAN: I think we disposed of that question a while ago. If there
is any change to be made now, surely it will have to be made by the house. And
if the minister has a request to make such a change, no doubt he will do so
at the proper time.

Mr. KinDpT: Let me say that unless the minister is here, what is the use
of holding these committee meetings? If we are going to be talking about
branch line abandonment and other things, we want the minister to be here.
If it is not important enough for the minister to be here, then why is it im-
portant enough for the rest of us to be here? We are not here for the fun
of it. I suggest it is up to the minister to be here, because he is the one who is
head of the department.

The CHAIRMAN: Order. We had a discussion about it a while ago, but I
do not mind coming back to it if it is the wish of the committee. However
the committee decided to sit this afternoon and again tonight. That was their
decision. The house at a later time could change it. But I do not think we
should reopen the discussion at the moment.

Mr. GREGOIRE: Would the minister not agree that the proposition I raised
was a normal one?

Mr. PIcKERSGILL: I do not know what rights I have here. I am not a mem-
ber of the committee. I am only here as minister. I think it is the committee
itself which should decide these matters.

Mr. GREGOIRE: I so move.
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Mr. BALCER: Might we not have a decision? What was the result or
decision taken? I am sorry I was late.

The CHAIRMAN: It was decided by the committee that we should sit after
the orders of the day.

Mr. GREGOIRE: I move—

The CHAIRMAN: One moment, Mr. Grégoire, please. We decided to sit
after the orders of the day this afternoon, and also this evening at eight
o’clock.

Mr. GREGOIRE: I now move, seconded by the hon. member for
York North, that the committee not sit while the house is sitting, but this
motion to apply only during the discussion on the flag.

Mr. HORNER (Acadia): Are you suggesting that everything stops in parlia-
ment as a whole because of the flag discussion, and that we come to a complete
standstill?

Mr. GrREGOIRE: No. I am prepared to sit on this committee every morning.

Mr. PascoE: Let us hear from the witnesses whether it would inconvenience
them greatly or not. There are many important people here today.

Mr. GorpooN: If you would like to introduce me as a witness on the flag
issue in the house, I would be happy to accommodate you.

The CHAIRMAN: There is a motion before the committee put by Mr. Gré-
goire and seconded by Mr. Addison that this committee do not sit during the
flag debate.

Mr. GrEGOIRE: We could start at nine o’clock in the morning.

The CHAIRMAN: The motion is that we do not sit during the flag debate.

Mr. REHEAUME: How did we arrive at the notice that was sent out?

The CHAIRMAN: The steering committee decided it.

Mr. RHEAUME: The decision was taken by the steering committee?
The CHAIRMAN: Yes.

Mr. RHEAUME: What are we doing now in changing it without notifying
all the members of the committee? What kind of nonsense is that?

Mr. Rock: Surely it is the custom for notices to be sent out indicating
what is to be discussed by the committee. But I did not know until this morning
that we were going to discuss the Canadian National Railways report. It is
usual in the case of other committees that we receive a notice of what is to
be discussed. I was surprised to learn only this morning that we would have
such an important matter for discussion as the Canadian National Railways
financial report or its annual report.

The CHAIRMAN: That is the only item of business before this committee
at the present time, Mr. Rock.

Mr. GREGOIRE: Speaking to the motion, I would like to remind the Minister
of Transport that when we agreed that this report should go before the standing
committee instead of a sessional committee, he pointed out in the house that
we would be made aware in advance when this report would be presented, so
that changes in the personnel could be effected. I learned only yesterday that
this committee was to sit this morning. I never received such a card. I only
learned about it through Votes and Proceedings yesterday. I never received
this card, yet I am a member of this committee.

The CHAIRMAN: I think it would be unfair to everybody. Your whip was

notified and was present at the meeting of the steering committee. Are we
ready for the question?

Mr. GREGOIRE: There was a commitment made by the Minister of Transport
that we would be notified when we were to take up this report.
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The CHAIRMAN: Are you ready for the question? All those in favour?
Those against?

Motion negatived.

I declare the motion lost.

Now, let us proceed with the discussion on the first item, financial review.

Mr. GorpoN: Might I make one short statement. I would like to introduce
a pleasant note to start off and to say that in Ottawa today the Canadian
National Railways have placed two new dining cars which have been intro-
duced into the railways’ passenger service. These cars are of a very distinct
type. They produce pre-cooked type meals heated over a microwave oven to
produce delicious hot meals in a matter of seconds. I would invite all members
of the committee who wish to have lunch with us, to come to the Union
Station any time after 12.30 p.m. You will then have an opportunity to
eat a very fine meal and at the same time look over the new dining-car facilities
which will be made available. Any member of the committee who would
like to be there after 12.30 p.m. is welcome, and we would be very glad to
receive him. We will accept all members of the committee if necessary, and
I am thinking of those absent members, if you would like to bring them along.

The CHAIRMAN: Our first item of business is “financial review”.

Mr. PriTTIE: I would like to get right into the question of the long term
debt that Mr. Gordon speaks about. I believe his idea is that he would like
to have the government re-finance at a lower interest rate some of the Cana-
dian National Railways bonds. Would Mr. Gordon point out to me, on page
25, what these bonds are, and the particular ones under the heading of long
term debts listed there?

Mr. GorpoN: Our long term debt, as you will see from page 25, is a debt
accrued with issues outstanding, and it totals up to $1,791,253,526. That is
the amount of debt outstanding on which we have to pay interest.

Mr. PriTTIE: Might I ask another question. In respect of the last two or
three items, most of this debt seems to be for bonds which have been issued
in the last 15 to 20 years. Is that not so?

Mr. Gorpon: Yes.

The CHAIRMAN: Are there any other questions?

Mr. PrITTIE: The interest rates do not seem to be very high in some
cases. Do you expect to have lower interest rates, and to issue government
bonds rather than Canadian National Railways bonds?

Mr. GorpoN: We have made proposals to the government to effect re-
capitalization of the company. These proposals are not a matter of public
knowledge and I cannot give particulars of the proposals until the government
is ready to release them. It is a fact, as I have indicated at page 16, that:

Most of this debt can be identified as a legacy from the past
through a deficiency in depreciation practices which restricted the com-
pany’s ability to finance capital expenditures from internal sources.

That means that when our equipment became worn out, and other pro-
perty, it had to be renewed, and the fact was that there had not been suf-
ficient depreciation set up to provide the capital which would have enabled
us to renew this equipment and other types of property. Consequently, we
had to borrow it; and we had to borrow it by going to the public market
and paying the price of that time, whatever the market rate might have been,
when we floated these bond issues, in order to finance and provide the capital
necessary for this rehabilitation of the railway.

In essence, our proposal is a representation to government that these
depreciation practices of the past—what we call unrequited depreciation—
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should now be recognized in such fashion as will relieve us from the burden
of that interest applicable to the issues we have made on the market.

Mr. PrITTIE: Is the point the fact that you have to borrow, not the rates
of interest as such?

Mr. Goroon: That is right. You have the point exactly; it is the fact
that we had to raise our capital by borrowing instead of being able to
generate it out of our own resources.

One important point to keep in mind is that from 1956 onwards, with the
adoption of what is called uniform accounting practices, practices that were
authorized and regularized by the Board of Transport Commissioners, Canadian
National Railways have made full provision for necessary depreciation in the
future.

Our claim—if we can call it that—for relief is based on the fact that
prior to 1956 these practices of providing for full depreciation had not been
in force so that the unrequited depreciation—the term that we use in ac-
counting jargon—applies to the past.

I have one final comment. If these depreciation practices had been ap-
plicable before 1956 on the same basis as those which have been applicable
since 1956, then the results of the years prior to 1956, if there were a deficit,
would have shown a larger deficit in terms of the amount of depreciation
which then would have been taken into account. The money would have been
available in depreciation reserves to buy new equipment when the time
came for it to be purchased. So we want to wipe out the effect of the de-
ficiency practices of the past.

Once these adjustments are made, the railway will be able to finance any
future capital requirements out of its own resources.

(Translation)

Mr. GREGOIRE: Mr. Gordon, on page 20 of the report, we see, we realize
nevertheless, on page 20 of the report, we realize nevertheless that your assets
are equal to your liabilities. So, when you pay interest on the debt of the
Canadian National, even—

(Text)

Mr. Rock: On a point of order, Mr. Chairman, are we not still discussing
the subject matter raised by Mr. Prittie?

Mr. GREGOIRE: Yes, I am discussing it.

The CHAIRMAN: We are discussing the financial review.

Mr. Rock: So I may come back to the subject raised by Mr. Prittie?
Mr. GREGOIRE: I am on the subject raised by Mr. Prittie.

Mr. Rock: You are turning it into something else.

Mr. GREGOIRE: No.

(Translation)

So if your assets are equal to your liabilities you pay interest on borrowed
amounts which are represented by an asset of the Canadian National Railways.
(Text)

Mr. GorboN: Yes. Of course, any debt that we have outstanding in the
hands of the public or owed to the government is a debt upon which we pay
interest, and that is the interest to which I have been referring.
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(Translation)

Mr. GREGOIRE: But that debt is represented by Canadian National assets?
So you do not pay twice for old equipment and new equipment?

(Text)

Mr. R. T. VAUGHAN (Secretary, Canadian National Railways): Could you
elaborate the point?

Mr. GorpoN: I want to think about that.
Mr. VAUGHAN: Perhaps it would be helpful if the point were elaborated.
Mr. PrITTIE: Mr. Chairman—

Mr. GorpON: One minute; I would like to think about this. This is not an
easy question to answer.

If the depreciation practices that I have outlined had been in force prior to
1956, then the deficits of the years applying back beyond 1956 would have
been greater, and those deficits would have been paid to Canadian National
Railways out of the public accounts of the year. In other words, the government
makes good the deficit every year.

To the extent that full depreciation was not set up, the Canadian National
Railways did not receive that money and therefore were not able to accumulate
a reserve for the purpose of taking care of equipment and property, and so forth,
that was worn out. That being the case, Canadian National Railways have had
to borrow the money instead of getting money from the government. On the
money borrowed, it has paid interest at the rates outlined on page 25. So it
is paying interest on that outstanding money, but it is not paying it twice; it
is only paying it in respect of the debt outstanding. However, here is a queer
sort of twist in this because it could be said that if the Canadian National Rail-
ways had received the depreciation payments prior to 1956 they would have
had that money in hand and would have been earning interest on it.

(Translation)

Mr. GREGOIRE: But Mr. Gordon, when one looks at the results of the past
twenty-five years, for sixteen years you have had deficits of forty million dol-
lars, sixteen million, eight million, fifteen million, thirty-three million, forty-
two million, fifteen million and in the last few years, sixty-seven, sixty-seven,
forty-eight and forty-three million dollars. Does that mean—you received
those amounts from the government to make up your deficits—would that
not balance the amounts which, in previous years, the preceding management
did not provide for depreciation?

(Text)
Mr. Gorbon: No.

(Translation)

Mr. GREGOIRE: Would that not be equal to the amount you set aside for
depreciation the preceding years? Would it be less?

(Text)

Mr. GorboN: No. You see, Mr. Grégoire, the deficits recorded, to which
you have referred, did not include a charge for depreciation to the extent which
I have mentioned. In other words, if the depreciation charges were made
in the way I have described, those deficits in each of those years would have
been greater and then the greater amount would have been the amount we
would have put into the reserve for depreciation.

To repeat, these deficits are not high enough to take care of the full
depreciation that I mentioned.
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(Translation)

Mr. GREGOIRE: One last question, Mr. Gordon, I have here the financial
report of the Canadian Pacific for 1963. I see that in 1963 Canadian National had
a surplus of twenty-one million dollars and the Canadian Pacific, 56.6 million
dollars. Of course the interest or regular expenses of the Canadian National
amount to sixty-four million dollars and those of the Canadian Pacific to
sixteen million but the Canadian National received a subsidy in addition to those
granted under the Freight Rates Act, the Canadian National receive a subsidy
of twenty-nine million dollars and the Canadian Pacific does not receive one,
and in addition the Canadian Pacific paid forty-three million dollars on income
tax on their profits.

(Text)

Mr. GorpoN: May I interrupt? You are referring to the subsidy payments
which appear on page three. You are quite wrong in saying that the Canadian
Pacific Railway does not receive those subsidies. They receive the proportion
of the subsidy applicable to any of their operations, just as we do. They have
their share of interim payments, for example; naturally, they do not get the
Newfoundland subsidy because they do not operate there, but they get the
freight rates reduction subsidy, the Maritime Freight Rates Act, the east-west
bridge subsidy and interim payments. The Canadian Pacific Railway receives
prorated subsidies in exactly the same way as Canadian National.

(Translation)
Mr. GREGOIRE: Even on the provisional subsidy and on the Act—
(Text)

Mr. Gorpon: Yes, indeed, on the interim subsidy. The interim subsidy,
you will recall, was $50 million. The $50 million was divided among all
the Canadian railways; our portion of it was $29 million, as you will see, and
the rest of it went to Canadian Pacific Railway and some smaller railways
such as Algoma Central and so on. The Canadian Pacific Railway received its
full share of that interim subsidy.

(Translation)

Mr. GrEcoire: Now, I also see that the Canadian Pacific pay taxes on
the revenue derived from the company’s profits, of approximately $28,700,000,
does the Canadian National not pay any taxes? In fact, how—

(Text)

Mr. GorpoN: Just one moment. That becomes a question of fact. The
Canadian Pacific Railway pays income taxes because it makes a profit. Cana-
dian National Railways are also subject to income taxes and will pay them

when it earns a profit, but one does not pay taxes in this country so far on
deficits.

(Translation)

Mr. GrEGOIRE: Mr. Gordon, if you will let me finish my question you will
probably see what I mean. I am well aware that a company that is not making
any profit does not pay taxes and if there is a deficit, usually the government
does not take care of the deficit for a private company. So, the company pays
$28,700,000 in taxes and pays its shareholders amounts in the order of thirty-
six million dollars last year. Is there any special reason why the Canadian
Pacific can manage with this amount of profit to pay taxes and dividends to
their shareholders, while the Canadian National manages to have a deficit
of forty-three million dollars although they do not pay taxes, or profits or
dividends, to their shareholders?
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(Text)

Mr. GorpoN: Yes, I think there are some very obvious reasons and it
would take a good deal of discussion to go into all of them, but you must re-
member that the Canadian Pacific Railway—and this is point number one—
earns profits on outside income from ventures other than the railway. One of
the outstanding examples—

Mr. GREGOIRE: Canadian National Railways, too.

Mr. Gorpon: No, we have nothing of that kind. We have not control of the
Consolidated Mining and Smelting Company, for example; and the Canadian
Pacific Railway obtains income from quite a number of other investments.

There is a second point, if I may continue, and this is the whole basis about
which we are talking. If we have an acceptance of our proposals in regard to
eliminating the difficulties in the deficiency of past depreciation practices, then
I am predicting that Canadian National Railways will show a profit. That profit
will be commensurate, so to speak, with the railway part of the Canadian
Pacific Railway operations and we will pay income tax on the same basis as
the Canadian Pacific Railway. But we have to eliminate this shadow of the past
before we can put ourselves on a basis that can be properly compared with
the Canadian Pacific Railway, and this is one of the main arguments that we
are putting before government. We are saying that if we are to remove the
confusion which is in the public mind about the comparison of Canadian Na-
tional Railways versus the Canadian Pacific Railway, then we must put them
on the same basis. At the moment they are not on the same basis and the de-
preciation practices, the accounting practices, are not the same, as you can
see at a glance from the Canadian Pacific Railway report.

Have you a Canadian Pacific report there? If you look at the amounts in the
balance sheet of the Canadian Pacific Railway in respect of the amount of
depreciation you will see that their depreciation is much higher than ours
relative to the total assets, which demonstrates the point, I think, that they
have been able to accumulate depreciation over the years on a much
bigger basis than we have. I have not the exact figure in my mind so I will
just give it to you roughly—and I may be checked on this. If we had the same
relative amount of depreciation in respect of our property investment account
as has the Canadian Pacific Railway, our depreciation reserve would be pretty
close to a billion dollars more than it is today.

Mr. J. L. TooLE (Vice President, Accounting and Finance, Canadian Na-
tional Railways): That figure is about right. It is pretty close to that.

Mr. GREGOIRE: That is what they have—g$1 billion.

Mr. GorbpoN: Our depreciation reserves would be at least about a billion
dollars higher than they are today. That is the nub of our presentation, and that
represents the deficiency in our depreciation reserves. If we had that amount
of depreciation accumulated, our outstanding debt would be that much less.

(Translation)

Mr. GREGOIRE: Mr. Gordon, I see here that other revenues for the Canadian
Pacific are twenty-one million dollars and for the Canadian National, sixteen
million dollars. Now, the point on which I wish to speak is this: does the
Canadian National ask the government to wipe off their debt completely and
does the Canadian National begin all over again with its capital, that is, its
assets, but with no debt so that the Canadian National will have no interest to
pay?

(Text)

Mr. GorboN: No, we are only asking that the shortfall in our depreciation,
as it applies to the past, should now be recognized in the sense that we should
be relieved of the interest on that amount of debt and that amount only.
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I cannot at the moment disclose what that amount will be because the gov-
ernment is still discussing the figures with us, but the amount we can approve
in the course of our accounting discussions represents the shortfall in our de-
preciation, and then our proposal is that that shall be taken over by the gov-
ernment in respect of interest payments, and that will reduce our debt by
that amount, and that only.

The CHAIRMAN: Gentlemen, I have Mr. Rapp, Mr. Horner, Mr. Rock, Mr.
Balcer, Mr. Addison and Mr. Fisher listed.

Mr. PriTTiE: Mr. Grégoire started to ask questions before I had finished
my line of questioning, and I had one more question to ask.

The CHAIRMAN: We will come back to you, Mr. Prittie. I have a long list

of members wishing to ask questions so I will give some of them a chance
and we will come back to you.

Mr. Rappy Mr. Chairman, my question is in reference to a statement made
on page three in connection with the potash movement.

Mr. FisHER: I would like to raise a point of order here. We have started to
discuss the whole question of Canadian National Railways’ debt arising out
of the financial review. Are we to complete that first? That is the area in
which I wish to ask questions. I am interested in what Mr. Rapp is asking, but
it does not move us on past this area.

The CHAIRMAN: Is your question on the first general financial review, Mr.
Rapp, on page two?
Mr. Raep: I wish to refer to page three.

The CHAIRMAN: Then let us wait for that. Mr. Horner, is your question in
reference to page two?

Mr. HorNER (Acadia): My question concerns the financial review.

I gather, Mr. Gordon, from your remarks that your write-off in the
fifties was not large enough to cover the vast depreciation on steam engines
and equipment in general.

Mr. GorboN: It goes back beyond that.

Mr. HorNER (Acadia): It goes back beyond the fifties?

Mr. Gorpon: Yes.

Mr. HorNER (Acadia): I do not see, looking at the table on page 32, the

total amount of debt written in but I see the interest on the debt. It was sharply
reduced in 1952.

Mr. Gorpon: Yes.

Mr. HORNER (Acadia): In 1951 you were paying $48 million interest and
in 1952 that was sharply reduced; it went down to $25 million. From that time
on it has built up again to, in 1963, $64 million. Therefore I would imagine
that the debt also has climbed largely since 1952.

Mr. GorpoN: The debt arises out of the fact that we did not have reserves
for depreciation applying to the past. If we had had those, we would not have
had to borrow.

Mr. HorNER (Acadia): But I am saying that most of the reserves for de-
preciation should have been taken out since 1952.

Mr. Gorpon: No.

Mr. HoRNER (Acadia): What is the total debt of Canadian National Rail-
ways now in'your accounting system?

Mr. GorpoN: The total debt which we have just mentioned and which is
shown on page 25, long term, is $1,791 million.
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Mr. HORNER (Acadia): How much was it in 1952 after the reconsolida-
tion?

Mr. VAUGHAN: About $1,400 million. Before capital revision.

Mr. Gorpoon: It was $1,400 million. The adjustment at that time was
about $736 million. You see, there was a Capital Revision Act in 1952 which
provided relief to some extent at that time but it did not cover this point
of the unrequited depreciation.

Mr. HOorRNER (Acadia): This may be true with regard to your under
depreciation during the fifties or prior to the fifties, but I say that quite a
lot of it was during the fifties. Do you not believe that if this was written
off you would have a very inaccurate comparison with regard to management?
You say in your last paragraph that unless it is written off you will have an
inaccurate reflection on management and employee efficiency, but would
you not have a very inaccurate bookkeeping system if you wrote off all debt
charges?

Mr. GoroonN: If we wrote off all debt charges, yes; but that is not what
we are proposing to do. We are proposing to recognize the shortfall of de-
preciation as it applies to the fact.

Mr. HORNER (Acadia): What would be the proportion of this shortfall?

Mr. GorboN: This is my problem. These representations have been made
to government. I do not think it is right for me to start giving details of
these proposals until government is ready to disclose them. There has been
promised a capital revision act which, we hope, will come before you this
session. It has been mentioned several times in the House of Commons as
legislation the government will bring in. At that time there will be full
disclosure of all particulars of the figures about which we are talking just
now. I do not want to appear at all reluctant about disclosing the figures,
but I do not think I can do that until the government proposals are put in
the form of legislation.

Mr. FisHER: On a point of order, Mr. Chairman, this is a very important
point and I would like to point out that Mr. Gordon has in a sense taken to
the hustings on this very issue in the sense that he has given speeches in
several places, and I have a letter here which he wrote to the Montreal Star
setting out Canadian National Railways’ point of view in this matter parti-
cularly because it was raised by them in an editorial. Mr. Crump is on record
as being very critical of this revision and there have been other criticisms.
I do not know where we can go on this matter on the basis of the fact that
Mr. Gordon cannot give us information about details. It is now a public
issue. I would assume from the fact that he has put his position so strongly
in the last part of his report that Mr. Gordon wants to raise it before the
committee, and I just cannot see where we can go unless we can have a little
more detail about the suggestions. Either it must be agreed that we ought to
discuss the whole question of the management of Canadian National Railways
somewhat in the abstract and its approach to depreciation practices in the
past, or—

Mr. GorpoN: I would say on that, Mr. Fisher, that the correct situation
is that we are now discussing the question of the principle, whether or not
an adjustment of the kind I have outlined is advisable. The letters which I
have written and the speeches which I have made have been touching on the
principle.

Mr. FIsHER: You are prepared, and the minister is prepared—because I
think the minister has an interest in this—to have as complete a discussion
as possible, the only caveat being that you do not wish to go into the actual
details of the proposal?
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Mr. Goroon: I think that is a fair statement but I do not know just what
I am committing myself to in that because, as we discuss it, we may get into
other areas. However, as you have mentioned the letter to the Montreal Star,
I think it would be helpful if I were to read one sentence of that letter which
covers the point you make:

In short summary of a complicated question, the depreciation ac-
count was far short of providing the capital funds for the replacement of
old equipment with a modern type and the addition of new mechanisms
in various forms of automation. Our current accounting practices since
1956 make normal provision for replacement, but in the years prior to
that the amounts charged to operating account for this purpose have
proven to be grossly inadequate. Consequently, what we are trying to
have recognized is the shortfall in past provisions for depreciation which
have forced Canadian National to add to its interest-bearing debt to
finance necessary replacements.

That is it in a nutshell as far as it stands right now. The question of detail
and how it will be adjusted in accounting practices will, I suggest, await the
time when the specific proposal comes before you, however it is done, in the
manner of putting forward legislation to the house.

Mr. HorNER (Acadia): In a sense, in the last paragraph you are asking the
committee to recommend to the government, in one way or another, that this
shortfall which should have been written off or should have been paid before,
should be written off now to some extent? You are asking this committee, I
gather, in the hope that this government will go ahead with your plans, yet you
are not informing the committee how much this will lower the debt charges, or
anything else.

Mr. GorpoN: No.

Mr. HorNER (Acadia): I think we should have more information.

Mr. GorpoN: I am not aware that I am asking the committee to recommend
anything. In our annual report I am simply stating the point of view of manage-
ment, and I try to point out why I think this is an advantageous thing for
Canadian National Railways and the country generally. I certainly would like
you to recommend that.

Mr. HorNER (Acadia): Certainly.

Mr. Gorpon: I should like you to recommend it but I am not asking you to
recommend it because I do not think you should until you get the detail of
the proposal.

Mr. HornNER (Acadia): That is the very point I am trying to make.

Mr. Gorpon: The proposal can only be dealt with by you as a member of
parliament. When it is made to you you will be asked for the enacting legisla-
tion and then you will get full particulars.

Mr. HorNER (Acadia): You are before us now and we can get much more
detailed information from you rather than when this is before parliament.

Mr. Gorpon: I assume there will be a committee examination.

Mr. HorNER (Acadia): You are asking us to approve this report.

Mr. GorpoN: No.

Mr. HorNER (Acadia): You are making recommendations to the govern-
ment in this report.

Mr. Goroon: Wait a moment. There has always been misunderstanding
about this and I think I might as well try to clear it up now.
211725
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This is the annual report of the Canadian National Railways and it is not
approved of by anybody but my board of directors and myself. This is our
report. You cannot change a word of it even if you wanted to because it is
our report.

Mr. FisHErR: We can comment upon it.

Mr. Gorpon: Certainly you can comment, by all means. That is the reason
it is here before you.

Mr. HOorRNER (Acadia): Surely it has been the custom for this committee
to approve of the report.

Mr. Gorpon: I should be only too glad to have you approve of it, but you
said that I am asking you to make a recommendation. I am not asking you to
do that. This is our report.

Mr. GREGOIRE: Mr. Chairman, on a point of order, when Mr. Gordon says
that we cannot amend this report I should like to suggest to him that when
the estimates of the Department of Transport are presented to the House of
Commons we will at that time be able to amend the report.

Mr. GorpoN: You cannot amend the report. I will read what the law says.

Mr. GREGOIRE: Perhaps you will allow me to complete my statement.

The CHAIRMAN: Order.

Mr. GREGOIRE: Perhaps I can finish my statement, Mr. Chairman. I think
when the estimates of the Department of Transport are before the House of
Commons any member can move that the amount to be spent by the C.N.R. be
reduced to $1.

Mr. Goroon: Certainly and that would then be our budget.

Mr. GREGOIRE: That would be an amendment.

Mr. GorpooN: Yes, but it would not change this report.

Mr. GREGOIRE: That is the kind of amendment I had in mind.

Mr. GorpoN: The law says that the Board of Directors shall make a report
annually to parliament setting forth the results of their operations, the amount
expended on capital account in respect of National Railways and such other
information as appears to them to be of public interest or necessary for the
information of parliament with relation to any situation existing at the time
of such report, or as may be required from time to time by the governor
in council.

What I am saying is that this is the report of the Canadian National
Railways and no one can change it. When you get our capital budget before you,
in respect of which we are asking for approval of expenditures, then you may
change it if you wish but you cannot change this report. That is the point I
am making. This is our report and that is the end of it. If I may express it that
way.

Mr. Rock: Mr. Chairman, I think we should have more order. When Mr.
Prittie was asking questions I wanted to interject a question on this same
subject but I was not allowed to. Now everyone is interjecting and I do not
think it is fair.

The CHAIRMAN: Order, please. On my list I have the names of Mr. Horner,
who has the floor, then Mr. Balcer, Mr. Rock and Mr. Addison. If you will bear
with me all members of this committee will have a chance to ask questions.
I want to be fair to everyone and I should like to have the same co-operation
that I usually have, and I will thank you very much for giving me that
co-operation and refraining from raising so many slight points of order.

Mr. Horner have you concluded your questions?
Mr. HorRNER (Acadia): I have concluded for the time being.
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Mr. BaLcer: In view of what Mr. Gordon has said in his last few remarks
I am not sure whether he is in a position to answer my question. I understand
that we are here to discuss the principles of his refinancing proposal but that
we should not ask the witness to disclose specific amounts or indicate specific
things of that nature because the proposal is now being discussed by the
government. I wonder whether Mr. Gordon can tell us that if he succeeds in
getting the government to move toward this refinancing proposal the amount
involved will be sufficient to ensure that the C.N.R. will be in a fair position
and will be able to cover the type of deficits that have been shown in the last
few years? Does this amount consist of $40 million, $10 million or $5 million?
Can you give us some indication without being specific?

Mr. GorooN: I will go this far and say that the whole basis of our
proposal is that we be granted sufficient relief based on our being able to
show from our books the amount that we say was the short fall in depreciation.
We have to establish the amount on something and I say our proposal is
based on that figure, and being based on that figure we hope to be able to
persuade the government that the amount of relief will be sufficient to ensure
that the Canadian National Railways will eliminate its deficit.

I am pleased you raised that question because there is another point
involved. I do not want to leave the impression, and I realize that perhaps I
may have, that our recapitalization proposal before government is based solely
on this one item. There are other factors arising out of previous legislation
involved and you may recall that the 1952 legislation was put through with
the clear understanding that there would be a review in ten years. There are
several factors in that legislation, which expired in 1962 and which has been
renewed year after year, which also will be presented. The basic point I
mention is this. The amount of relief the government will provide if and
when it accepts our proposal will allow us to show a surplus in the future.

Mr. BaLcerR: That being the case I wonder whether you can give us a
figure in respect of this short fall in the depreciation operation? Have you
that figure?

Mr. GorpoN: That is the basic figure which effects the whole proposal.

Mr. BALCER: I am sure you know what that figure is, and I am sure that
the government knows the figure as well.

Mr. GorooN: Let we answer you in this way.
Mr. BaLcer: Perhaps I should direct my question to the minister.

Mr. GorpoN: I do not think the minister can answer your question and I
will tell you why.

An hon. MEMBER: You underestimate him.

Mr. GorboN: What I mean is this we are still involved in very deep, de-
tailed, complex and technical discussions in respect of how to establish the
figure. Those discussions are taking place between the accounting officers of
the finance department, the transport department and the Canadian National
Railways. I think I have proved the figure but I cannot say that the highest
level has proved what the figure will be. There is still a number of technicalities
involved but I hope to have it settled very, very soon. There have been inten-
sive discussions going on.

I do not think I am going too far in saying that there is a range in respect
of the figures. There are two or three ways in which the formula can be looked
at. This is an accounting formula having to do with the manner of depreciation
in respect of all the different types of property. After all, we are not only
considering locomotives but other kinds of property in our inventory as well

which runs into thousands of items. It has been a tremendous job to arrive at
211725}
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these methods, and a tremendous job of analysis. Again there are technical
discussions in respect of whether or not this is the right way of looking at it
or that is the right way of looking at it. We will have to arrive at an agree-
ment in respect of the formula but at the moment there is still a range of
figures being considered.

Mr. BALCER: Has the government accepted the principle of your proposal?

Mr. GorpoN: I understand they have and perhaps the minister will be
kind enough to confirm that.

Mr. PickeRsGILL: If I may be permitted to say so, it seems to me that the
Prime Minister’s statement in the House of Commons that this bill would be
one of those we will attempt to introduce during the course of the present
session is the clearest evidence that the government does accept the principle
that the depreciation practice of the two railways should be the same and if
it is not the same thing you cannot compare their results. I can confirm what
Mr. Gordon says, that when you are going back into the past some considerable
distance in some cases the accounting problem is a huge problem. There is not
yet agreement even among the experts who are advising us and advising the
railway. I know they are working very hard in this regard but ultimately it
is up to the deputy minister of finance and the Minister of Finance and I do
not need to tell any of the members of this committee that the deputy min-
ister and the minister have been involved with quite a number of other very
complicated financial problems besides the problems of the Canadian National
Railways, but they are trying to ration their time and consider these problems
whenever they can. If they had no other problems to solve, I think this
problem would be solved in a very short time. I am hoping that it is going to
be solved soon.

Mr. GorooN: I think I should remind you also in respect of the approval
of the government, that the government in 1962 also said there would be a
capital revision of the C.N.R.,, so I have the approval, I hope, of two gov-
ernments.

Mr. PICKERSGILL: I am hopeful that Mr. Balcer will support the bill.

Mr. KinpT: I should like to ask a supplementary question.

Mr. Rock: I have the floor.

Mr. KinpT: My question deals with the same subject.

Mr. Rock: The supplementary question I wished to ask dealt indirectly
with the subject being discussed by Mr. Prittie.

Mr. Gordon, in 1939 the Canadian National Railways had only $53 mil-
lions interest on debt, and in 1963 it was $64 million. In the past you seemed
to have blamed some of the financial ills of the C.N.R. on the fact that you
took over old bankrupt railways incurring their debts and interest rates. You
have suggested that for those reasons you had the financial ills of today. I
should like to know the amount of interest involved at the time the C.N.R. took
over these bankrupt railways in Canada so that I can make a comparison. Was
the amount of interest $10 million per year, $20 million per year, or $30 mil-
lion per year at that time?

Mr. GorpoN: In the 1952 capital revision which attempted to deal in part
with what you have outlined, the amount of interest relief at that time was,
approximately, $23 million or $24 million, if my memory serves me correctly.

Mr. Rock: You did receive some relief from the federal government?

Mr. Gorpon: In 1952 the adjustment was made in our accounts transfer-
ring the interest bearing debt into preferred stock. That recognized the old
outstanding debt to which you have referred, but this did not touch the depre-
ciation question.
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Mr. Rock: I quite understand that, but who is now paying the interest
that is still owing on that capital of the past? Is it still being paid by the
C.N.R. directly, or the government?

Mr. GorbpoN: No, but it would find its way into the government accounts.

Mr. KinpT: I should like to ask one further question in respect of this
approach to the capital structure of the Canadian National Railways. Do you
feel there will have to be some write-off, and, if there is to be a write-off is
that going to be shifted to the public debt? In a sense it is there now, of course.

Mr. GOrDON: Again, some of the terms become very confusing. In the
normal sense in the financial world if you talk about a write-off of debt it is
construed to mean that the debt is cancelled.

Mr. KinpT: Right.

Mr. Gorpon: That is not what is proposed. There will be no write-off in
that sense. No one is going to lose any money in the sense that the Canadian
National Railways bonds will change value. They are going to be as good as
they ever were. What will happen is that the bonds held in the hands of the
public will remain in the hands of the public until they mature, at which time
they will be paid off. We are seeking a rearrangement of our own capital struc-
ture on such a basis that it relates to any other investment in the system.

Mr. Pickersgill, I am afraid that I am being drawn more and more, as you
will see, perhaps, into the detail, but as Mr. Fisher has said, I have gone a long
way already. The effect of the change will be that when these proposals are
agreed to, the responsibility for the interest payments on the outstanding debt

as it is matched up against the depreciation short-fall will be assumed by the
government.

Mr. KinpT: You are not only referring to interest, but also to principal?
Mr. GorpoN: I am referring to principal as it matures, yes.
Mr. KINDT: Yes.

Mr. GorboN: Then it will be transferred from our debt into our equity
stock position.

Mr. FisHER: Mr. Gordon, you took over the C.N.R. in what year?

Mr. GorpoN: No, I cannot subscribe to that statement. The C.N.R. took me
over in 1950!

Mr. FisHER: You were the president of the Canadian National Railways
during the years including the time of the last capital revision?

Mr. GorDpoN: Yes, I started on January 1, 1950.

Mr. FisHER: I should like to place a criticism on the record, Mr. Chair-
man, of the proposal that is put forward here, and then I should like to hear

Mr. Gordon’s comments. In fact, I should like to put two criticisms on the
record.

The first is a criticism made by J. L. McDougall which appeared in the
Toronto Globe and Mail of April 9, 1964. I am going to read the central portion
of it. That statement reads as follows:

The facts are that C.N.R. has already had two capital reorganizations,
one in 1937 and one in 1952. The first cancelled what were in essence
paper claims, but the second was substantial. It exchanged $736 million
of interest-bearing debt of Canadian National for 4 per cent preferred
stock. There was no suggestion that these securities did not represent
tangible assets; but the securities had been acquired for government
account during the war and they were quietly neutralized in this fashion.
Secondly, $100 million of advances to the railway was converted into a
20-year debenture on which no interest was to be payable for the first
10 years. Thirdly, an agreement was made under which the government



70 STANDING COMMITTEE

would purchase additional preferred stock to the extent of 3 per cent of
gross revenues up to 1960. In other words, government hasn’t saddled
the C.N.R. with debt charges, it has already relieved it of a major share
of all debt accumulated up to 1952.

This drastic reduction in C.N.R.’s obligations was supposed to give the
management a chance to prove itself as an economic organization; and
it is fair to suggest that it originated with that management. The sequel
is that this management then stepped out with an enormous program of
capital investment despite the unattractive prospects for further invest-
ment in the railway property, not in Canada alone, but everywhere
throughout the world.

In the 11 years 1952-62 inclusive, the net increases were: In share-
holders’ capital, $255 million; in funded debt held by the public, $1,018
million; in government loans held as active assets, $88 million; total
$1,361 million.

What is there to show for this enormous outpouring of capital? In
the four years 1948-51 inclusive the railway averaged a bit under $24
million of income available for fixed charges. (The annual figures being
12.5; 6.2; 44.1 and 31.7 million respectively). In the four years 1960-63,
when one should expect that this capital would have begun to bear
fruit the average amount available for fixed charges was $10.5 million
(the annual figures being 1.5; 5.5; 23.3 and 11.8 million respectively).

And now the people who have applied the public resources so un-
productively are shamelessly arguing that all past debts should now be
wiped out in order that they may repeat the process!

I do not agree with that statement, but I think it is important that it be
placed on the record if we are going to have an intelligent discussion in this
regard.

Mr. GorpoN: Mr. Fisher, would you care to read the last paragraph which
is even more critical? I should like to bring out the points he mentions there.

Mr. FisHer: Yes. It states:

The long-run interest of the country demands that Canadian Na-
tional be sold and so compelled to stand on its own feet. The present
executive corps recommended this arrangement. They were supposed
to lay out the money so that it would be productive. If they have
failed, let them live with that failure and try to retrieve as much as
they can. And even if they are going to be let off, let them come
forward manfully and tell us why their plans failed and why they
should be trusted to make meaningful estimates in the future.

I should like to put one further brief remark credited to the president
of the Canadian Pacific Railway on the record. This quotation is from the
Toronto Globe and Mail of May 7, 1964, and states:

Over-indulgence toward the Canadian National Railways could
threaten private enterprise in the transportation field, N. R. Crump,
president of the Canadian Pacific Railway Co., said at the company’s
annual meeting yesterday.

Mr. Crump said the C.N.R. has made new proposals in the past two
years for further writeoffs of debt, and that the C.P.R. is concerned
about these, both as a competitor and as a taxpayer. He said that the
C.P.R,, as a taxpayer, contributes to public funds from which the crown
owned C.N.R. finances its capital expenditures on plant and equipment
and from which it draws to meet annual deficits.
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These two statements give us a type of criticism in addition to the letter
that I believe you sent to the Montreal Star as a result of an editorial which
appeared in the Montreal Star on February 15, 1954. Your letter to the
Montreal Star appeared in the Star on March 17, 1964.

Mr. GorpON: Actually my letter appeared in the Montreal Star on
February 17, 1964.

Mr. FisHEr: What I am trying to suggest, Mr. Chairman, is that over the
last four or five years I have made a point in this committee to bring attention
to the fact that year after year the approach of the Canadian National Rail-
ways has been that we are really not in a sound position to criticize the
effectiveness of the management of the C.N.R. and that we must look at it
over a long term. Mr. Gordon has had 14 years experience with the Canadian
National Railways and he is now rapidly approaching his second capital
revision of a substantial kind. He is now coming up to his second capital re-
vision of a substantial kind and he is hinging it all upon a mistake; if not a
mistake, a wrong depreciation practice which became apparent, at least in
terms of any rectification, in 1956, six years after he took over, and we have
the situation where a similarly large competitor in the field was also out in the
public domain arguing against the points put forward by him. In view of
this I feel he should present us at this time with a clear answer to the
criticisms made by Mr. Crump in this matter. In view of the line of approach
of Professor McDougall, who has been a long term proponent of the C.P.R.,
I am sure these are the C.P.R.’s views he has in his letter and I think we
should have a clear answer for the record to these criticisms and allegations,
which we have not received to date in the questioning.

Mr. GorpooN: Yes, but that is a large assignment.

As you point out, Professor McDougall’s letter is a letter written by a
man whom you have to think of as a witness when he makes a reply or
any statement; Professor McDougall has been closely associated with the
Canadian Pacific Railway throughout his life and has appeared for them as
a witness in many proceedings before the board of transport and otherwise.

I cannot take his letter in detail because it would take me all day. I
think it is better if I turned away from the letter to Mr. Crump’s statement
which basically and essentially has the same kind of approach.

Mr. FisHER: Yes.

Mr. GorpoN: I think to do that I might as well put on the record what
Mr. Crump said.

First of all, Mr. Crump made a statement in an address to the share-
holders of the Canadian Pacific Railway Company on May 6, 1964, and again
he is making references to Canadian National Railways proposals for re-
capitalization on what he assumes they are because he does not know the
actual details of the proposals. However, he made these statements, among
others, and I want to quote them:

Within the past two years new proposals have been advanced by
the Canadian National Railways for a further write-off of that company’s
debt. Your company is concerned in this matter both as taxpayer and as
competitor. f

As I said before, the C.P.R. obviously has no clear concept of what the
proposals are because they have not seen them. The proposals made to the
government, as I said, are still on a confidential basis. He talks about a further
write-off of the company’s debt. There is no further write-off of it. I have said
that most of our debt is in the form of bonds that are held by the public and it
will remain there until it matures in the normal course and is paid off. We are
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seeking a re-arrangement of our capital structure so far as it relates to the
government’s investment in the Canadian national system. This has been done
in order to obtain some relief from the crushing burden of debt charges which
make the annual profit and loss account such an inaccurate reflection of man-
agement and employee efficiency.
He went on to say:
As taxpayer, your company contributes to public funds from which
the national railway finances its capital expenditures on plant and equip-
ment and from which it draws to meet annual deficits.

The Canadian National pays all the same taxes as the Canadian Pacific
and, in particular, is liable for income taxes at the same rates as Canadian
Pacific. This was decided back in 1952 when the exemption of certain crown
companies from income taxes was withdrawn. The unfortunate fact, as I men-
tioned, is that the Canadian National has not earned a taxable income since
becoming subject to income tax in 1952 and this is largely due to the excessive
interest charges it has had to bear relative to its need for large new invest-
ments since that time. As a taxpayer, the Canadian Pacific is no different from
any other large Canadian corporation including the Canadian National.

Then, he says:

As competitor, your company, like every other private transport
operation in Canada, must try with its own resources to match the facil-
ties of the government owned system paid for out of public funds.

So far as rates are concerned, no competitive rates have been set by Cana-
dian National that have not been the result of a joint conference. It should be
recognized that in the past the general rate levels, authorized by the board
of transport commissioners, were set with the Canadian Pacific as a yardstick
railway and that these rates reflected the cost of money to the Canadian Pacific
without regard to Canadian National’s financing costs.

With regard to facing competition from “the facilities of the government
owned system paid for out of public funds” there should be no fear on this
score. If Canadian National is recapitalized it will have access to the same
sources of funds as Canadian Pacific, and that is what we want. We want to
get it on the basis that Canadian National will finance itself out of internally
generated funds from depreciation provisions and equity capital. We cannot
get it on present day basis until we wipe out the effects of the basis. But, Cana-
dian National will be on the same footing as Canadian Pacific except that Cana-
dian National’s capital expenditure program still will have to pass government
scrutiny. And, this is a scrutiny which is far more detailed and difficult than
that applied by Canadian Pacific shareholders. No Canadian Pacific shareholder
gets up and asks management to justify themselves as much as I have to here.
Now, I do not object to it but it is a fact of life. The proposed capital expendi-
tures of the Canadian National receive the most careful scrutiny by our own
board of directors before being recommended for inclusion in the capital budget
that is presented to the government for approval. We have to sell it to the
government before we can get an order in council, and any expenditure which
is optional to the management in that it is a new method of doing business
or an expenditure which is not required to continue the existing structure is
not approved unless the requirements of a good rate of return on investment
are met. In addition, any expenditures which are required to keep the plant in
operation, such as new bridges, culverts, and so on are approved only after
exhaustive studies of the existing physical condition of the facility, of new
technological developments, and of various alternatives available.

Now, the capital expenditures of Canadian National have covered the
whole rehabilitation and modernization programs following world war IIL
They have permitted the Canadian National to compete successfully for new
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traffic and to regain a great deal of traffic which had been lost. They kept
the revenues up and the costs down and on no occasion has there been in my
recollection any serious objection to any capital expenditures incorporated in
our annual budget. I say that only to indicate that management of Canadian
National only puts forward those items which they can justify and obtain
approval of after very careful examination. So, regarding Canadian Pacific’s
ability to match Canadian National’s facilities, Canadian National’'s test of
the worth of the new facilities is at least as complete as Canadian Pacific’s
and it is Canadian National’s plan that the financing of these facilities will
be on as equivalent a basis as is feasible with that of Canadian Pacific. Then,
this statement was made:

No private business can survive in competition with crown corpora-
tions which are indulged, not only with immunity from the consequences
of deficiencies in their operations, but with cost-free capital.

If Canadian National has indulged in anything it has been kept a great
secret from me.

Mr. FisHER: Then why would Mr. Crump make the statement?

Mr. Goroon: I do not know. I have not talked to him about it. However,
I might say, and perhaps I will get myself into trouble, which I do at least
once every time I appear before this committee, that I am perfectly certain
Mr. Crump did not write the statement.

Mr. PicKERSGILL: You are becoming a parliamentarian.
Mr. GorooN: Perhaps I had better let that pass.

There is no suggestion in our capital revision proposals that Canadian
National be placed in a position where it can obtain cost-free capital. The
objective is to establish a capital structure that will correct some of the de-
ficiencies arising out of practices that were followed in the past.

I took note of your statement in which you indicated if not a mistake, a
wrong depreciation practice was followed. It is not fair to say that about past
management. What I am saying is the fact that these depreciating practices
that were then in force were so recognized and were argued on the basis a
crown company did not need to set up depreciation because they could get the
money. My belief is that that sort of thing should be corrected and to have a
proper comparison with Canadian Pacific we should get our accounting on
the basis where there can be a correct comparison made. We never will get
a proper comparison so long as we follow different types of depreciation prac-
tice. You referred to the fact that this happened after the start of my term in
office. I would ask you to remember that the uniform classification of accounts
was not adopted officially through the Board of Transport Commissioners until
1956, and there were some years of discussion before that. It was only after
the adoption of the uniform classification of accounts that the actual results
became so apparent as to what our depreciation practices had been.

Our objective is to correct some of the defects arising out of the past be-
cause funds for capital expenditures in respect of all private enterprise com-
panies—normally are provided for internally generated sources and from out-
side borrowings. The chief source of internal funds is the annual amount of
depreciation that is set aside out of profits and unless depreciating accounting
practices are followed the company has no alternative but to borrow the money
at interest from outside sources. This is the situation that Canadian National
found itself in when large capital expenditures were made to meet the post
war competition from automobiles, pipe lines, ships, trucks, airplanes and so
on. We only commenced providing for depreciation in a broad way in 1956, and



74 STANDING COMMITTEE

our accounts have been in accordance with the mandatory provision by the
Board of Transport Commissioners with the issuance of the uniform classifi-
cation of accounts for railways. In our capital revision proposals we are trying
to obtain recognition of the short-fall in past provisions for depreciation which
have forced Canadian National to add to its interest bearing debt to finance
the necessary replacements of assets.

Canadian Pacific did not have this same problem—and I want to be careful
what I say about the C.P.R.; I am not bearing testimony for them. Perhaps
I will say that I understand the C.P.R. did not have the same problem because
over the years it has been building up its depreciation reserves out of earnings
and the charging of this type of expense has had an important advantageous
effect on the income tax payments by that company. In addition, it provided the
company with a large part of the capital, free from interest, which it needed
to finance its capital expenditure programs.

The statement refers to the Canadian National’s “immunity from the
consequences of deficiencies in their operations” and claims that no private
business can survive in competition with crown companies who possess that
quality. If Canadian National is placed in a position where small regular annual
profits are capable of accomplishment, it will not be immune from the con-
sequences of deficiencies in its operations. It will be operating in a commercial
climate with a normal financial structure and it is fully expected there will
no longer be any need for payments to be made by the government to cover
Canadian National deficits.

This is the point I particularly want to stress. The only real urge for
Canadian National management to keep its competition within the range of
sound management is pride in its accomplishment. If the Canadian National is
doomed to perpetual deficits, this pride will disappear and slackness is sure to
follow. So long as Canadian National tries to retain good business principles in
struggling to show a return on its efforts and resisting attempts to foist unpro-
fitable or unnecessary operations on it, then it will continue to be a fair com-
petitor, although a tough one as it should be. But, let its efforts be fruitless in
respect of generating a pride in the management and the organization generally,
then fairness in competition will go out of the window and expediency may well
be the substitute for it. This, I suggest to you, will be bad news not only for
transportation competition but for the country as a whole. For example, why
would Canadian National take the lead in research work, as it has, in promulga-
tion of new ideas and innovations, as it has and, particularly, why should it not
let labour have its way? What is the incentive in trying to take a position where
we pay the going rate in respect of our wage negotiations; if we are doomed
to deficits anyway, it does not matter. I repeat that the only hope in the future
of the Canadian National is to put it in a position where it has no longer an
alibi about the past. Let us wipe the books clear of the past so that we cannot
fall back on it. Then, when we get it into a proper position, having accomplished
that, then I will say to this committee: If the Canadian National does not show
a profit, call it to account, and the management, because if it does not show a
profit under those circumstances there is something wrong either in regard to the
rates that they are getting for their service, the kind of service they are giving,
or the costs they are absorbing. Then and only then will you have a proper
opportunity to ask the question of management, why. But, you cannot do it so
long as this past is there.

Mr. FisHeR: I had the pleasure of reading the proceedings in your appear-
ances before this committee since 1950-51, and I cannot remember through
1954, 1955, 1956, 1957, or 1958 that this question of depreciation really came up.
As I recall it, when you were present when the annual report for 1956 came
up you were tremendously optimistic. You mentioned that we should clear the
past and then if you do not produce we can comment upon the management.
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But, I suggest we have a past record to look at, and for years you did not reveal
or show to the committees of this house that you were concerned about this
depreciation matter. This only has been related in the last couple of years. I
would like you to look at the point that Professor McDougall raised. He says in
the four years, 1960-63, when one should expect that this capital would have
begun to bear fruit, the average amount available for fixed charges was $10.5
million. Now, in so far as this amount available for fixed charges is concerned,
this really has nothing to do with the debt; this is all that has been available.
In the light of all the tremendous expenditures, the improvements in the rail-
way’s capacity to do work and to increase its productivity, all you have had on
an average between 1960 and 1963, namely four years, is $10.5 million in fixed
charges. Now, in truth, that is not a very optimistic picture to put before us.

Mr. GorpoN: No, I agree; but the trouble with generalizing always is that
it is a generalization. You have to take each year specifically. You must
remember that since recapitalization that Mr. McDougall refers to, there have
been some major changes in the railway industry. Take for instance the imposi-
tion of the 40 hour week for standard labour, and the tremendous additional cost
which had to be absorbed, and which could only be absorbed gradually. More-
over, we ran into a completely different technological position in regard to
competition and so on. We have to adjust ourselves to that new environment.
And there are other items, but I have taken the two largest ones.

We ran into increased costs arising out of the new re-orientation having
regard to the 40-hour week, and in other things. I am not arguing against this.
I say that we had to meet them and face them, and that they had to be
absorbed. Secondly, in regard to the effects of competition, if we are going to
survive in a competitive environment, we have to get into the business of
automation, and we have to produce all sorts of things, ideas, and methods by

which to operate the railway. That will take a little time, but it usually shows
results.

In the course of doing this, we have to consider the extent by which we
have to rehabilitate the railway in terms of its machinery, if you wish to call
it that, or methods of operation; and along about that time there came the
uniform classification of accounts. It started under discussion in 1954, and it
took two years before they got through. They came in, in 1956. These things
had to be adjusted. It was a new area, and it was a new looking environment
when we began to realize the situation in regard to our depreciation costs.

I quite agree that the depreciation argument was not thought about at all
in 1951 or 1952. If we had been able to keep things relative to the way they
were in 1951, if we still had the same labour outlook without the 40-hour week
and other things, and if we still had the same relative outlook in regard to
competition and things like that, and these new forms had not come into being
it may well be that we would not need these new readjustments. But because we
had to adjust ourselves to a new environment, we had to have depreciation
to take care of the new costs.

Mr. FisHER: You have been building your case on the poor kind of deprecia-
tion. Now you have introduced all these other factors.

Mr. GorpoN: Yes. This will appear in our argument when we justify our
application for recapitalization. That is why I say it is not confined solely to
the past, but to other factors as well.

Mr. FisHER: Let me put my comment this way. The Canadian Pacific is
your major competitor, and having regard to their attitude or point of view
with regard to your recent recapitalization, it would also have had to contend
with the very same factors that you had to contend with.
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Mr. Gorbon: Well, yes and no. As I pointed out to Mr. Grégoire, the amount
of depreciation that the Canadian Pacific accumulated throughout the years is
very much more than what we had accumulated. Therefore, they had those
resources with which to buy their equipment. But as far as the fears expressed
by the Canadian Pacific are concerned, their fears have been in regard to
anything which would mean that the Canadian National Railways would be
able to demonstrate their efficiency and competence in regard to the current
years. Those fears are traditional. It has become almost a party line in regard
to the Canadian Pacific to express fears of that kind.

I can give you proof of that by reading to you a short sentence which comes
from the report of the Royal Commission on Transportation of 1951, which had
this to say on the capital revision proposals being mentioned. At page 193 of
their report they say:

The objections of the Canadian Pacific Railway Company are based
on the fear that the Canadian National recapitalization proposals consti-
tute a threat to the continued existence of the Canadian Pacific as a
private corporation. The Canadian Pacific fears that Canadian National
earnings on the basis of the proposed capital structure would give rise
to demands for lower freight rates regardless of the value of railway
property or the earnings required to service the investment therein.

I would ask you to cast your mind back over the last twelve to fourteen
years to see if any of those fears have been justified. None of those fears of
1951 has been realized. The sale value of Canadian Pacific stock has improved
considerably. Their earnings have steadily shown advancement. None of these
things in regard to the statement about lowering freight rates, and the value
of property has come to pass. This fear is traditional. It will always be
expressed, and it is the same fear that they expressed in 1951.

Mr. FI1sHER: It might be worth while if we should have the views of the
Canadian Pacific management upon the evidence that Mr. Gordon has given,
particularly this section at the back of his report. I think Mr. Gordon has
given the rebuttal from the Canadian National Railways’ point of view in
regard to what Mr. Crump and Mr. McDougall have put into the public
domain. But I think it would be worth while to hear from the Canadian Pacific
management in this committee before we make any comments, and put forward
a report to the house. That is why I would like to ask you, Mr. Chairman, if
you would consider inviting them to appear. I know we cannot demand it, but
I think we can invite Canadian Pacific Railway representatives to appear
before the committee to express their views in this particular regard.

The CHAIRMAN: I am sure there is one thing that is evident, namely, that
the Canadian Pacific has not put the case before the committee that you have,
and that you have been a so-called spokesman on their behalf. But in any
event, I think this is a matter that should be referred to the steering committee,
and I would be glad to call the steering committee, if that is your wish, and
have its members take it into consideration.

Mr. GorpoN: May I make one comment? I may be out of order in doing
so, but may I suggest that when you consider calling Canadian Pacific repre-
sentatives before the committee, you should await publication of our proposals,
because they will not be able to comment upon our proposals until they are
made. I have no objection to your calling these people, but I suggest that in
order to be effective, the Canadian Pacific could hardly answer something
which they do not really know about.

The CHAIRMAN: The steering committee will discuss it.
Mr. FisHER: They have not been timid so far.
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Mr. AppisoN: First of all, may I ask if the depreciation taken last year
as shown at the bottom of page 24 is this amount of $62 million odd?

Mr. Gorpon: No; it is $99 million. You will see the total figure given on
page 26, where it is shown as $99,049,081, under the heading of “Source and
Application of Funds for the Year 1963”.

Mr. AppisoN: Since this is the first year in seven that the Canadian
National Railways have shown a profit in actual railway operations between
revenues and expenses, you forecast additional profit when some of this debt
load can be retired. What would you consider to be a fair return as a sales
figure in railway operation?

Mr. Gorpon: I would not want to express a view on that. I do not think
that the Canadian National Railways should ever be in a position to have to
attest to a return in reference to a sales figure. My view on that is that the
Canadian National Railways should operate its affairs, and show a small
profit—not a large one, but a small one. We should just get by, standing on
our own feet, and perhaps show a small profit. This is not relevant in regard
to a percentage in regard to sales.

Mr. AppisoN: You referred to the transportation industry as providing a
service to the Canadian people.

Mr. Gorpon: That is right.

Mr. Appison: Do you consider that the subsidy which is now paid to the
Canadian National Railways is adequate?

Mr. Gorpon: Well, there is no subsidy paid to the Canadian National Rail-
ways.

Mr. Appison: Well, what about the $71 million?

Mr. Gorpon: I know, but that is paid to the users of our services, because
our rates are frozen. It is a public service. I was careful to say in my statement,
on page 3: 5

Revenues from freight services included $10.1 million related to the
freight rates reduction subsidy which reduces for shippers, on certain
classes of traffic, the full effect of the last freight rate increase authorized
by the board of transport commissioners in 1958.

So you see it is the shipper who gets the advantage of the subsidy.

Mr. Appison: The only amount of money that the Canadian National Rail-
ways receive from the government is an amount to make up the deficit for the
year.

Mr. Gorpon: That is right.

Mr. KinpT: May I just refer to one short question on this matter of shifting
the capital structure, or part of the debt load of the Canadian National Railways
on to the broad back of the big family mule. However, that is only done partially.
This at least places the management of the Canadian National Railways in the
position to reflect accurately the efficiency in their management, as you so desire;
in other words, what you are saying is that it can do either a 100 per cent job,
or if it is only a partial job, you are still being affected by the size of the debt
structure, so that you are slipping behind when it comes to efficiency.

Mr. Gorpon: I am afraid I have not made myself clear if you receive that
impression. What I was trying to say is that we want to receive the amount by
which we feel our depreciation account was short in regard to past years. That is
what I regard as unrequited depreciation. This is a term with which you will
become more familiar when you finally get our proposals. This unrequited
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depreciation is the amount at which—if normal provision for depreciation had
been used in the past—our depreciation in reserve would now stand. And to the
extent that we are able to establish that figure, then that figure will offset the
amount of our debt, whatever it might be.

Mr. AppisoN: That is what would happen?

Mr. GorpoN: That is what I expect, but it would still leave some debt for
the Canadian National Railways. We are not seeking a total write-off of the
outstanding debts of the Canadian National Railways. The amount for which
the government will take the responsibility will be the amount of the re-
regulated depreciation, which would have decreased our past deficits, had it
been paid in the past, if a normal depreciation program had been followed.

Mr. Vaughan reminds me that this rearrangement will mean no extra
burden on the taxpayer. The taxpayer would be in exactly the same position, or
even a little better off, to the extent that the government automatically takes
over the debt; and when it becomes a debt of the Canadian government, we will
then get a better market basis than we have for the sale of Canadian National
bonds. But it will not mean an additional burden on the taxpayer under our
proposals.

Mr. REGAN: I have one or two questions arising out of the Barry Goldwater
type of statement of Mr. Crump. Would you not agree that most of the profit
that the Canadian Pacific Railway earns comes from ways and from fields in
which you are not a competitor in the Canadian National Railways?

Mr. GorpoN: A good deal of it does, yes. The Canadian Pacific has invest-
ment companies from which they derive benefits which are not open to us.
May I say this with respect to your question. I realize the particular reference
you have made to a certain gentleman in the United States, but I would not
want the impression to be gained that we have a fight on, or anything of that
kind, with the Canadian Pacific. That is not the case. I do not deplore the views
expressed by the Canadian Pacific. They are perfectly well entitled to express
their points of view. But I do not want you to think there is a great big fight
looming up, because there is not. Our relations are perfectly friendly. This is
a free country. They have their views, and they may express them.

Mr. REcAN: With respect to your comments arising out of this statement
of Mr. Crump before me, you will agree that the basic and primary purpose
of the Canadian National is not to make a profit; and you will agree that
in a country of this type, surely its purpose is to provide a certain service, and
that the service, because of the nature and the geography of this country,
and its tariff structure, is such that a railway operation which is government
owned cannot expect to provide the service that is needed, and, at the same
time, make a huge profit.

Mr. Gorbon: No, I cannot go along with you. But I do want to say that
the Canadian National accepts its full responsibility to provide the services
which are required, but it wishes to do so on a commercial basis but not
without the end result indicated of making a small profit. I agree with you,
but I do not think that in our Canadian National Railways outlook we should
ever burden the taxpayers. For example, we should never quote a rate to do
a piece of business which is below cost. The end result of our operations should
be that we provide a service to the public in one way, namely, that it should
give them adequate, efficient service at a cost which would make this country
competitive in foreign markets.

Mr. REGAN: If you always require compensation for any service that you
undertake, you will agree that it would be necessary that some form of subsidy
still be applicable to your organization from the government?
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Mr. Goroon: No, I do not. This would be purely a matter of government
policy. The government might decide that there was an area in Canada under
the Maritime Freight Rates Act, which is an excellent example, and if they
feel, for certain reasons which apply, in their judgment on a political or busi-
ness basis, there should be recognition of a depressed area or anything of that
sort, where the railways should give better rates, then that is entirely up to
the government of the day. You see, it is the public purse which makes up
the difference. It should not be the railways that subsidize. If there is going
to be any subsidy recognizing any special situation in any part of this country
the subsidy should be given only in the form of a payment to that particular
area by the government. If they wish to do it through the railways as a
matter of convenience, then it becomes only a matter of administration. But our
costs should always be kept in mind and we should never be quoting rates
which are below our cost. That is the whole principle of the MacPherson Royal
Commission report, that we have rates which are cost oriented.

Mr. REcAN: But you will grant that if we are going to have any tariff
structure, as such, there are areas which are geographically different and this
is the reason that there is a sort of subsidy through the government?

Mr. GoroonN: That is purely a matter of political judgment. It is not a
judgment for the railways to make. It is purely a political one.

Mr. RHEAUME: Mr. Chairman, are we going to adjourn for lunch?

The CHAIRMAN: That is up to the committee. I am not going to move that
we adjourn.

Mr. FisHER: I have one last question.

Mr. REEAUME: I shall proceed at this time, but I thought we were going to
adjourn for lunch.

The CHAIRMAN: Is there a motion to adjourn? Yes, and it is agreed.

Mr. GorpoN: May I have the pleasure of renewing my invitation to the
members of the committee to come and partake of a great Canadian National
lunch. If you will come to the Union Station you will find a car available. Will
you accompany me?

The CHAIRMAN: Let me suggest that in view of the fact the decision of the
committee is to meet after the orders of the day, that we make it 4 o’clock?

Agreed.

The committee adjourned.

AFTERNOON SITTING

TuEsDAY, June 16, 1964,
(Text)

The CHAIRMAN: Gentlemen, we have a quorum. Mr. Kindt.

Mr. KinpT: Before we get to the real meat of the committee I would like
to ask Mr. Gordon a question concerning the Canadian National Railways right
of way south of Calgary. That rail line was surveyed some 50 to 60 years ago.
No rails were ever laid, and it has been abandoned for over 50 years.

Mr. Prrrrie: Mr. Chairman, on a point of order, we are still on the subject
of financing. We are supposed to be dealing with the report section by section.

The CHARMAN: Yes, I thought Mr. Kindt’s question would be on the

financial review. We decided this morning that the committee should proceed
section by section, and we are now on the item “financial review.”
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Mr. KinpT: Yes, but I thought that in good graciousness I might ask this
cuestion before the full meeting of the committee began so that we could get
it on the record. I intend to ask it at some time.

Mr. PrirTIE: I have a dozen.

The CHAIRMAN: Is it the wish of the committee that Mr. Kindt ask one
question, provided it is not a precedent?

(Translation)

Mr. BEAULE: You are creating a precedent. Committee members are going
to do likewise. We must follow the committee rules.

(Text)

The CHAIRMAN: I am sorry, Mr. Kindt. Unless you get some consent from
your co-members, I am in the hands of the committee. They do not seem to be
very lenient. I do not care, personally.

Mr. KinpT: They may want some consideration given to them later on.
This type of action on the part of a few may be all right at times, but I do
not think it indicates good sportsmanship.

The CHAIRMAN: Is it a short question?

Mr. KinpT: Of course it is a short question.

The CHAIRMAN: All right then, go ahead.

Mr. KinpT: On behalf of the town of High River, I wrote a letter to Mr.
Gordon and he in turn on behalf of the Canadian National Railways gave it back
to the town of High River. There was a negotiation about an old right of way
which went through the town of High River. The town is grateful to him. It
showed excellent public relations. The farmers all along that right of way for
over 100 miles feel that if they were in a position to buy back that land, it would
constitute a form of relief to the Canadian National Railways by alleviating
their taxes, because the Canadian National Railways have to pay taxes
and they do so and it costs the public a lot. But if only this land could be sold
back to the farmers, there would be money saved for the Canadian National
Railways. I would like Mr. Gordon to state what the policy of the company is
with respect to that right of way, so that it might be transmitted to the people
of that area.

Mr. Gorbon: Well, Mr. Chairman, I think it is a very simple question. If
there is any land at any point which is surplus to railway requirements we are
always interested to hear from anyone who is interested to purchase it. I am
not familiar with the particular section of right of way. But tell your interested
purchasers to get in touch with Mr. Roger Graham, vice-president of the
Canadian National Railways at Edmonton. That is in his region, and he will let
the farmers know whether or not it is possible to make the arrangements you
mentioned.

Mr. KinpT: Very well. Thank you.

The CHAIRMAN: Let us get back on the track and discuss the financial
review. Mr. Rhéaume had the floor when we adjourned.

Mr. RHEAUME: I would like to ask a few questions in relation to this
business of the new method of accounting and financing. I believe Mr. Gordon
made the statement that there are interest charges which the Canadian National
Railways had to pay, and that there was a debt incurred as a result of poor
depreciation procedure, which could be attributed as a major factor to the
Canadian National Railways deficit position. Is that right?

Mr. GorpoN: Yes, but I would like you to withdraw the words “poor de-
preciation practice”; that is not the real statement.

Mr. RHEAUME: Well, let us say unfortunate?
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Mr. GorpoN: No. It was under a different regime. A different method was
in force in those years which did not take into account the need for normal
depreciation. We have now looked at it since that time, when the Board of
Transport Commissioners devised their uniform system of accounting. I would
like to make this statement: the most graphic illustration of it is in the accounts
for 1963. If you look at page 26 I think it is, you will find our provision for de-
preciation in 1963 totalled $99,049,081, and that it is a direct charge to our
operating expenses. We have to absorb it in our operating expenses. If you com-
pare that sum with a similar charge—let us take the year 1951, before this
uniform classification of accounting procedure went in—and you take the
depreciation practice in 1951, it is quite a different system. The charge to
operating expenses in that year would have been something in the order of from
$25 to $30 million odd. That is the most graphic comparison I can make as to
what this new method has done in regard to current practice. That means that
since 1956 we are charging into Canadian National Railways accounts the full
amount of depreciation, and we figure that this will take care of renewal of
capital assets which come in year by year, and take care of them when worn out,
when they would have to be replaced.

We are now making full provision for it, so that future managements of
the Canadian National Railways will not be faced with the problem with
which we have been faced. What I am trying to do by the proposals for
recapitalization is to remove the shadow of the past and to take out of
consideration altogether the inadequacy of the depreciation reserve of the
past. Once we get that out of the way, then you, or anybody will be able to
take our current Canadian National accounts and make the proper comparison
with the Canadian Pacific Railway, with the knowledge that the same account-
ing practices are being followed. Then you will have an accurate means of
determining the efficiency, if you like, or the managerial competence of the
Canadian National Railways without always having to have a qualification in
respect of the figures.

Mr. RHEAUME: At least since 1956 the accounting system has been on
the rails?

Mr. GorooN: That is right, fully on the rails, so that future management
of the railways will not have an alibi in respect of the actual results of the
railway. j

Mr. RHEAUME: My next question is this: you are making proposals to
the government, the principles of which you have given us, with some details
of those principles, and they will eliminate the interest charges on this extra
debt that you incurred prior to 1952.

Mr. Gorpon: To the extent that we are able to demonstrate this shortfall
in depreciation, yes sir.

Mr. RHEAUME: Suppose your proposal in fact had been adopted last year,
would the Canadian National Railways this year be in a surplus position rather
than in a deficit position?

Mr. Gorbon: I believe it would have been in a surplus position. That
very point refers to questions asked this morning which touched on this
very subject. If you look at the figures of the Canadian Pacific balance sheet
you will find again very graphically illustrated the ratio of reserves for
depreciation shown in their accounts; the ratio of that reserve to the property
investments shows that they have a 45 per cent reserve for depreciation against
the property investment account; and on the same basis with such an analysis,
Canadian National Railways would only have 20.2 per cent. This again reflects
the inadequacy of our depreciation reserves.

Mr. HorNER (Acadia): Is it 20 now?
21172—6



82 STANDING COMMITTEE

Mr. GorpoN: No. That is just the figure showing our own reserve accumula-
tion in the 1963 balance sheet, and it shows that we have only 20.2 per cent
of the property investment figure in our depreciation, while the Canadian
Pacific have 45 per cent. That explains why we have had to borrow money
instead of already having it.

Mr. HorNER (Acadia): But you claim you are now on the rails?
Mr. GorpoN: As from 1956, yes.
Mr. HOorRNER (Acadia): Then should you not both be relatively equal?

Mr. GorpoN: No, because we have not had time to accumulate it yet.
This 45 per cent of the Canadian Pacific represents their past accumulation. If
you take 1956 and separate the two, then you would be right. But you would
have to separate them.

Mr. RHEAUME: You told the committee I believe that the proposal you will
make to the government would in fact change the Canadian National Railways
balance sheet from a deficit of $43 million this year to a surplus position. Then
I think you have told the committee that you are going to make recommendations
at least that the government will be financing it in some other way to pay the
$43 million in interest charges.

Mr. GorpoN: What you are gradually doing is making me tell you the
extent of our proposals to the government which I have said I will not do.
This is something like the $64 question.

Mr. RHEAUME: Another thing I wanted to ask you is this: would it be
fair to say that for every year since 1956 the same would be true having
reference to your proposal?

Mr. GorooN: Yes, as from 1956, I think that could have been said. I would
make the qualification that I have not studied that particular question, but
I believe that would have been the answer.

Mr. RHEAUME: I believe you also told the committee that the interest
charges in terms of this method of depreciation allowance and so on, were not
the only factors, and that there were others. You suggested certain things which
occurred in the early 1960’s, particularly the general application of the 40 hour
week; labour costs; and certain competitive pressures as well which were fac-
tors. I am asking you the question now in terms of labour costs; I want to get
some information from you about management. How many executives and
assistants earn in excess of $15,000, and how does this compare with the salary
ranges for management in let us say the Canadian Pacific or in a similar indus-
try? I am aware that you may not have this information now, but I ask you
the question because you mentioned that there was also the factor of labour
costs.

Mr. GorpoN: You want to know how many earn in excess of $15,000, and
as to the comparison of these figures with those of the Canadian Pacific Railway
or any other industry?

Mr. RufAUME: I ask you if the Canadian National Railways is paying
excessively high salaries to management, or are they paying lower ones? Per-
haps you might answer the question under the section having to do with per-
sonnel.

Mr. GorpoN: The most obvious example of your question is to cite the
underpaid, overworked position of the president as compared to the president of
a similar company in Canada.

The CHAIRMAN: Order.
Mr. HORNER (Acadia): I accept that.
The CHAIRMAN: Is that all?
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Mr. REEAUME: No. On another point you suggested that if in fact your
proposal to the government is accepted, we would then be in a position to have
an accurate yardstick with which to measure managerial performance.

Mr. REEAUME: You said in effect that if the government does this for you
the next time you come, or whoever is president after your retirement comes,
before the committee you will be able to account for your stewardship and
make it stick. I am wondering whether there are other factors with which
other committees will be faced. Did you not say at one point that in respect
of substantial purchases you must get cabinet approval?

Mr. GorpoN: We must get cabinet approval for our budget, yes.

Mr. RHEAUME: Does that fact put the C.N.R. in an unfair competitive posi-
tion with, for example, the C.P.R. in respect of which management decisions
can be made without reference to the government?

Mr. GorpoN: That is quite right, but then the president of the day would
be able to tell the committee that he was not able to get the budget approved
by the cabinet and state the reasons. Then you would have the reason. My
experience has been that any proposal for a budget which is validated by the
needs of the railway and supported by obvious facts, indicating that the expen-
diture is required, has not been difficult to get approved. If it should happen that
there is a government of the day which refuses to approve a budget of the
C.N.R.,, then the president of that day will have to tell you what his experience
has been and you will have to form a judgment as a committee or as the House
of Commons whether or not it is unfair treatment.

Mr. RHEAUME: Would I be wrong if I suggested to you that in fact the rela-
tionship over the years between the C.N.R. and the government has never been
one of nothing but love, but in fact there have been tremendous difficulties

involved in just getting the cabinet to devote some time to the consideration
of proposals?

Mr. GorpoN: I cannot say that in terms of our annual budget. You see the
procedure is that our annual budget is first of all approved by the board of
directors and it goes through many layers of examination. It starts in the field
with our area managers, who make the proposals and then goes to the regional
vice presidents. They send the proposals to headquarters and there they are
subject to very careful analysis. They finally come to my desk for presentation
to the board of directors. When the board of directors approves a budget you
can take it from me it is thoroughly documented in such a way that there cannot
be, in my opinion, a valid reason for turning it down, always assuming the rail-
way is going to run. There are some things you must have. You must have
rails, you must have ties, you must have ballast and you must have equipment.

My experience has been, as has indeed been the experience I have read
about in the past, that a proper valid budget presented by the board of directors
of the C.N.R. to the cabinet has always obtained approval. There can be argu-
ments and it is more difficult to get approval than otherwise. We do not get
automatic approval, which seems to be the case, by using your own analogy in
respect of the shareholders of the C.P.R.

Mr. RHEAUME: I should like to ask you whether there are any other
kind of considerations that have to be weighed by management, and I am
thinking of the whole matter of bilingualism without discussing the merits of
it? Surely the fact that you cannot put up a sign in one language without
putting up another sign in the other language complicates the decisions of
management? Would this not be the kind of conflict which faces the manage-

ment of the C.N.R. because of its peculiar responsibility?
211726}
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Mr. GorooN: I find that a rather difficult question to answer. It will
always be the case in my opinion that the actual day to day management of
the Canadian National Railways will be a more difficult operation in the sense
that more people, so to speak, take a personal interest in it. This is the people’s
railway and everybody feels entitled to express views about it and so forth.

There are different kinds of pressures that come upon us from the people
in various communities who feel they can talk to us on a different basis than
they can talk to the management of the C.P.R. I do not regard that as too much
of a handicap but as something with which we must learn to live. For example,
you will find there are questions asked in the House of Commons in respect of
the Canadian National Railways but seldom a question asked in respect of
the Canadian Pacific Railway. This is an environment in which we live and
I do not regard it as a tremendous handicap.

I notice Mr. Fisher coming in and I should like to repeat what I said a
moment ago in respect of depreciation.

Mr. Fisher, I was giving a comparison that will be of interest to you
in light of your earlier question. In our accounts for 1963 the total amount of
our depreciation charges was $99 million odd. You will find that in the
statement. That represents the fact that we are now on a full depreciation
basis in regard to the uniform -classification of accounts. As I said, from
1956 on we are taking full depreciation, as nearly as we can estimate it,
which will enable reserves to provide the capital expenditures required as
the equipment we bought wears out. The difference between the two systems
of depreciation charges is graphically illustrated by the fact that in 1951,
if you look at the meaning of depreciation charges in those days, the total
amount charged to our expenditure account in those days was about $25
million to $30 million. We are taking additional costs into our operating
expenses in the form of depreciation that was roughly of the order of $60
million a year more, which means that we are wiping out any possibility in
the future of having this sort of problem, and we are trying to correct it with
this recapitalization.

Mr. RHEAUME: I have just one further question to ask you. I am trying
to get you to tell this committee whether there are any other recommendations
that you have which would improve the competitive position of the C.N.R.
in terms of dollars and cents. You make one recommendation toward the end
of your report and I am hinting at other areas in respect of which you may have
recommendations that are not contained in your report. Is there anything in
this regard you can tell the committee?

Mr. GorpoN: Let me answer you in this way. We have made our recom-
mendations pretty thoroughly before the MacPherson Royal Commission. When
you pass legislation implementing those recommendations I hope that you will
find they produce an environment which will give us a competitive basis
enabling the Canadian National Railways to play its part in a fairly reasonable
way in the competitive world in which it has to live.

Mr. RuEAUME: I have one further question.

Mr. Gorbon: As I said before, you can never eliminate some things such
as the loving interest that is expressed by the members of parliament in
respect of their constituencies and the operation of the C.N.R. That is all
right and will always be, but I have no objection to it.

Mr. RHEAUME: What would be the average interest rate you are paying
on the old debts which resulted from the take over of those railways?

Mr. TooLE: The over-all average of the Canadian National Railways
borrowings is 4.37 per cent, Mr. Gordon.

Mr. GorooN: If you look at the statement at page 25 you will see that
the average is 4.37 per cent.
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Mr. RHEAUME: It should be reasonably easy for me in the seclusion of
my office to figure out the recommendation you are making to the government?

Mr. GorpoN: I would not be at all surprised.

Excuse me, I should like to correct my statement. I want to add to what
I have said that you must remember I told you we are not asking for the
elimination of all the debt.

Mr. RHEAUME: I am aware of that fact. I should like to ask one supple-
mentary question. You did say that it is very likely that had this been done
it would change your position from a $43 million in the hole situation to at
least a small surplus position?

Mr. GorpoN: I did say that, yes.

Mr. MAcpoNALD: Mr. Gordon, can I take it that the companies referred
to at page 18 of your report and the financial accounts of these companies
have all been consolidated on the balance sheet?

Mr. GorpoN: Yes, this is a consolidated balance sheet.

Mr. MAcpoNALD: Your figures there have been arrived at as a result of
putting together all the figures in respect of these companies which you have
listed?

Mr. GorooN: Is there any qualification in that regard, Mr. Toole?

Mr. TooLE: No.

Mr. Gorpon: That is correct.

Mr. MacpoNALD: I am interested in knowing the figure in respect of the
capital stock of subsidiaries owned by the public. Can you give in a general
way some information in respect of the outstanding investments?

Mr. GorpoN: Mr. Toole will deal with that question.

Mr. TooLE: There is about 2,405,000 in stock owned by the public in the
Canadian Northern Quebec Railway. You will see that item listed about sixth
or seventh down the list. There is 6,800 in the Great Northwestern Telegraph
Company; $140,000 in the Montreal and Southern Counties Railway Company;
there is 1,443,000 in the Northern Consolidated Holding Company Limited
and about 489,000 in the Quebec and Lake St. John Railway Company. Those
figures add up to the $4,485,000 which I think you will see in the balance sheet.

Mr. MacpoNALD: Do you have any policy in respect of liquidating the
outstanding investments?

Mr. TooLE: In a number of cases we do not know who the holders are
and cannot find out.

Mr. MAcDONALD: I see.

Mr. TooLE: In other words there are proceedings in the hands of our
legal people.

Mr. MacpoNALD: Are there outstanding options to purchase in respect of
these?

Mr. TooLE: I would like to look up my records in that connection. I
think there is in one or two.

Mr. GorpoN: We stand ready to buy but there is no publicized option.

Mr. MacpoNaLD: For my own information I wonder if you could give me
some indication of the nature of your investment in Trans Canada Air Lines.
Mr. FisHER: Mr. Chairman, we are unable to hear.

Mr. MacpoNaLD: What is the nature of the investment in Trans Canada
Air Lines, which amounts to $250 million?

Mr. GorpoN: This is a total investment; we own all the stock of the
company. There is nothing in the hands of the public.
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Mr. MACDONALD: In respect of the figures for other physical properties,
back in 1923 when the lines were all consolidated what became of any lands
or otherwise which might have been held by previous railway companies?
Were they surrendered back to the crown at that time?

Mr. GorboN: It would depend on the circumstances. Anything that could
be construed to be in the physical ownership of the companies that were taken
over came into the Canadian National Railways system. But, there was a mixed
up situation in which some of the ownership of the land at that time was
challenged. But, to the extent that the Canadian National, as such, was able
to establish ownership, that all came into the Canadian National.

Mr. MacpoNALD: Has there been a policy to divest the ownership of the
Canadian National in lands not actually needed for operation of the railway
line as opposed to the policy of the Canadian Pacific Railway which has ex-
tensive other investments.

Mr. GorooNn: I think I mentioned in the report we have been following
a policy in recent years of making available to anyone who expresses an interest
any lands not directly required for railway purposes and also to utilize in many
instances where there are what we call aerial rights available over our proper-
ties, an example of which is in Montreal, and we are doing that all across
Canada. Also, we are co-operating with the local municipal authorities in
regard to their planning activities.

The CHAIRMAN: Would you proceed, Mr. Fisher.

Mr. FisHER: Mr. Chairman, I wanted to return to the points Mr. Gordon
raised this morning. This really has to do with the over-all transport policy of
the country which, in my opinion, I think is rather ill defined. It seems to me
you got hung up in your arguments this morning between two points of view
which do not quite square; one is that you talk about a profit position being
necessary in order to have morale within the Canadian National and then you
also related this to your competition and to the dealings with labour or-
ganizations within the Canadian National. Yet, at the same time, I think
you began to hedge a bit on just how overruling the profit motive should
be, and you made some references to the public service obligations of transport.
Would you be in any better position as a competitive entity and, in particular,
in respect of the amount of capital invested if you were out and out to go after
the largest amount of profit possible which, I assume, is the objective of your
main competitor.

Mr. GorpoN: Yes, I think that is a valid statement. It is always difficult
to be precise about these things. I was expressing a personal opinion, that is not
necessary for Canadian National to maximize profit in the sense that it goes
out to squeeze out every drop out of it. As a matter of fact, I think the ques-
tion is largely theoretical anyway because competition will take care of it.
If you follow the logic and reason of the MacPherson commission report you
will see that we will be able in the railway business or any other business to
get only the charges which competition will enable us to get, and that is
the real factor that is involved.

Mr. FisHErR: Well, I do not follow the logic of the MacPherson commission
report; it never did appeal to me. However, I want to put it to you that you
are not only in the freight and passenger business; you are involved in almost
every mode of transport in some way, shape or form in a greater or lesser
degree. Certainly you are in the trucking business which has been the most
competitive of all modes; you are into the red, white and blue fares and
the intense competition in the passenger business competing with private
cars, airplanes and so on. Have you ever looked ahead to ascertain where
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Canadian transportation policy is going and where the Canadian National
fits into this, bearing in mind we want to get some kind of integrated operation
that is planned with the public service in mind instead of the maximization of
profits of certain parts of the transportation picture.

Mr. GorpoN: Yes. Of course, that becomes—and, I do not know how to
express it—sort of a theory of operation. You are quite right when you say
we try to be in all modes of transportation, including telecommunications and
others. But, what I was trying to say is that if you are judging the results of
the Canadian National it should be sufficient if the Canadian National is able
to produce a small profit and that we do not have to try to squeeze the last
dollar we can get out of a particular service so long as we cover our costs
and make a marginal profit.

Mr. FisHER: What is the ideal transportation policy, since you are in all
modes which relate both to public service and this slogan of competition that
has been interjected into transportation policy discussed by the MacPherson
commission report? ‘

Mr. GorpoN: I go along with the MacPherson commission report phil-
osophy. I think it is very clearly expressed there, and that competition is the
proper balance wheel in connection with our transportation policy as a national
policy. And, if we arrange our forces so that the mode of transport that best
can do the job is permitted to freely compete to do that job then we will get
the best kind of national transportation policy.

Mr. FisHER: But, you are in all modes of transportation, and so is the
C.P.R.; the one has immense resources and is a private company and the other
has immense resources and is a public company. With the government behind
the one where is the competition going to lead to in so far as the people within
the other modes—and I am thinking particularly of trucking—are concerned.

Mr. GorpoN: We are not in all modes in that sense; we are in modes of
transportation which are associated and joined with the railway business as a
basic backbone and we are using the truck as an extension of our policy to
service the public. Pipe lines are a case in point. I am certain there will be
developments of pipe lines in Canada and we will have to ask ourselves a
definite question in respect of whether or not it is appropriate for us to go
into that in respect of the business we are now in. I am not talking about oil
but carrying solids and so on.

Mr. FisHER: Then let us talk about pulpwood chips. At the present time
your line is hauling a lot of pulpwood. If a change comes into effect in regard
to the moving of this pulpwood in chip form through pipe lines would you
be interested in that business?

Mr. GorpoN: Yes, I think so. It depends what industry we are serving. It
is our duty to co-operate in regard to certain Canadian operations; we may
be the only transportation agency that would be available and we would have
to consider it then in terms of what service we can give to that industry. If
we find we economically can build pipe lines to move solids we will do so, and
that will be part of our transportation duty; but if we can handle it better by
using the more orthodox methods, as we are doing, it does not necessarily
follow that pipe lines will put us out of business. It may be we will be able
to revise the method of railway transport to be competitive.

Again it comes to the touchstone of what is competition, what is the best
method of doing it, and I regard, as the national transportation policy, that it

is the duty of any transportation agency to utilize the most efficient method of
transport to service the public.
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Mr. FisHER: How can you achieve that when you have two major organ-
izations engaged in providing a public transportation service operating from
different bases, or are you suggesting that eventually the C.N.R. will be almost
exactly on the same basis as the C.P.R.?

Mr. GorpoN: That is what I am suggesting if we get this recapitalization.
You will then be able to see the comparison of our operations with the C.P.R.
on the same basis.

Mr. FisHeEr: Where is it going to finally evolve? You must have looked
ahead. You have had 14 years of it. Where is it going to finally come to in terms
of the relationship of these two major transportation companies within the
transportation picture?

Mr. Gorpoon: Evolve in what way? Are you thinking of the respective
operations or are you thinking in terms of the possibility of amalgamation?

Mr. FisHEr: That, or an over-all transportation policy plan which I gather
was also part of the MacPherson recommendations, although there is no indi-
cation that that is in the legislation.

Mr., Gorpon: It is inherent in the MacPherson commission report, the
national transportation plan. I would not attempt to be a prophet in regard to
the future on what will happen in the two major railway companies. It may
be that one of them will get fed up with some parts of the business. It has
already been suggested as regards the passenger business. We are making an
all-out effort, as you know, to discover whether or not the passenger business
can be salvaged and kept with the railways. Our red, white and blue is a case
in point. All these are business risks that we are taking. We are not absolutely
sure it is going to work out. This is on an experimental basis. If it is found, in
the future, that despite all our efforts in regard to the passenger business—
and this is a good example—we cannot make it pay, then I think we should
give it up.

Mr. FisHER: In relation to the subsidies that exist at the present time,
would you express any particular views about any one of them individually;
for example I am thinking in particular of the east-west bridge subsidy in the
Maritime Freight Rates Act?

Mr. GorpoNn: As I said earlier, certain of these subsidies arise purely out
of political considerations. When the government of the day feels there is any
area in Canada that is handicapped in some way by geography, or whatever it
may be, and if the government of the day wishes to give that area of Canada
an advantage in regard to freight rates, then that is government policy. The
only qualification I make is that it should not be done at the expense of the
railways. If they want to put in a Maritime Freight Rates Act, which is after
all a means of giving cheaper freight rates to a certain area in Canada, then
that should be paid out of the public purse.

In regard to the East-West and the Freight Rate Reduction subsidy, that
is brought about by the fact that the government overruled the Board of Trans-
port Commissioners when they gave a freight rate increase some years ago.
They overruled the decision of the Board of Transport Commissioners that the
railways were entitled to increased freight rates, and because of that they
announced at the same time that they would pay a subsidy pending the imple-
mentation of the legislation of the MacPherson Commission.

Mr. FisHER: How fair is the picture that the MacPherson royal commis-
sion has given of the need for doing away with subsidies and scaling away
when the whole question of the Crowsnest pass rates was not really considered
or relevant to the recommendations?

Mr, GorpoN: This is new to me. Did you say the Crowsnest pass rates were
not considered?
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Mr. FisHer: I understood that the terms of reference specifically excluded
any detailed consideration of the Crowsnest pass rates.

Mr. Gorpon: I do not think so. I see right behind you Mr. Frawley who
would be better able to answer this than I am.

Mr. FisHER: There was a great deal of discussion but I remember Mr.
Frawley’s examination of Mr. Sinclair of the C.P.R.

Mr. GorpoN: I am not an authority on the terms of reference but my under-
standing is that it was clearly understood that the legislative protection in
regard to the Crowsnest pass rates would not be changed. Now, that does not
alter the fact that if it is shown by the railways that the rates given in that
legislation are not compensatory in respect of the moving of grain, then the
railways will have a claim for compensation, but the farmers of western Canada
were assured, as a matter of policy, that the rates as protected in the legisla-
tion, would not be changed. There was a great deal of evidence lodged with
the commission in respect of the cost accounting approach to the Crowsnest
pass rates. I think it was probably the major item in the whole discussion.

Mr. FisHER: But at the present time neither your railway nor the C.P.R.
has a figure to indicate this. For example, you have been hauling a lot of grain
in the last year which was covered by this particular report. There is no real
indication of the relationship of what is compensatory.

Mr. GorpoN: There will be when the MacPherson commission legislation
goes through. That is part of the $50 million. There was a global figure taken
as a transitional figure until the MacPherson legislation is brought into effect.
I have not seen the legislation any more than you have, but I can pretty well
draw my own conclusions from reading the report and hearing the discussions
that have taken place. It specifically said in the recommendations that a recog-

nition of the Crowsnest pass rates and their meaning will be part of the legis-
lation.

Mr. FisHER: I was not aware this was going to be part of the legislation.
Mr. GorpoN: I am certainly assuming it will be.

Mr. VaucHAN: You are talking about the public service revenues which
are the subsidies that the MacPherson commission recommended, but not the
legislation to deal with the Crowsnest pass rates.

Mr. Goroon: Yes, I am talking about the recommendations of the Mac-
Pherson commission.

Mr. HorNER (Acadia): This Crowsnest pass rates discussion was quite
interesting.

I should like to follow this up with the depreciation charges. Do I gather
from your last remarks, Mr. Gordon, that arising from the MacPherson Com-

mission’s report there will be another subsidy for the railroads, or compensation
if you like that word better, because of the Crownsnest pass rates?

Mr. GorpoN: Not because of the Crowsnest pass rates, but you remember
the MacPherson Commission report.

Mr. HorNER (Acadia): The report suggested that there would be payment
made for A, B and C within reason.

Mr. Goroon: There is a transitional period in which the legislation will
deal with various headings. Presumably, the interim payment will be can-
celled. There will be the Freight Rates Reduction Act which will have to be
taken care of, and there will be the bridge subsidy. The Maritime Freight Rates
Act, I presume, will be continued. Then there is provision in regard to passenger
deficits on an approved basis which will decline over a period of years and will
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be paid in the form of a subsidy if the railways are able to prove the deficit,
and then in respect of grain payments there is reference to that also. How-
ever, these are deficits, as I understand the commission’s report, and I do not
know how it is going to come out in the legislation.

Mr. HorNER (Acadia): I would like to know what you expect.

Mr. Gorpon: What I expect is that the legislation will follow the general
principle of the MacPherson commission report which I read to mean that if
there is any place where the railways are required as a matter of public in-
terest to carry traffic on a non-compensatory basis, that when the railways are
able to prove that that is happening, they will be entitled to payment from the
public purse. That is the general principle.

Mr. HORNER (Acadia): According to the statement of the Minister of Trans-
port in Saskatoon last fall he was not convinced that the C.N.R. was losing
money on Crowsnest pass rates.

Mr. Gorpon: It would have to be proven before the Board of Transport
Commissioners.

Mr. HORNER (Acadia): Judging from what the minister told the people in
Saskatchewan, he is not convinced of it as yet.

The CHAIRMAN: Gentlemen, can we get back to the financial revision?

Mr. HorNER (Acadia): This is certainly financial; do not think it is not.

Some time ago, last year or the year before, you suggested that the C.N.R.
were giving the diesel locomotive a 30 year life span. Am I correct?

Mr. GorpoN: There is a regular formula. Each type of equipment has,
under the uniform system of accounting, been given a life span with the au-
thority of the board of transport commissioners. We are depreciating at
that rate.

Mr. HorNER (Acadia): Maybe I am thinking of the steam locomotive.
Mr. TooLE: The old steam locomotive had a life span of 33 years.

Mr. HorNER (Acadia): Can you give the committee some idea as to how
many years the C.P.R. has allowed in respect of the steam locomotive? I want
to draw a comparison. You say that you are going to be on an equal basis with
the C.P.R. I want to draw a comparison as to how far you were on an equal
basis in the past.

Mr. TooLE: I can give you a brief summary. In the Canadian National
Railways we started depreciating rolling stock in 1940, and actually the Cana-
dian Pacific Railway did it at the same time. However, the C.P.R. started de-
preciating road structures in 1942, and we did not start that until 1956. The
C.P.R. started depreciating hotels in 1936; we did not start that until 1954.

Mr. HorNER (Acadia): Even hotels?

Mr. GorpoN: Mr. Horner, if I may repeat this, take the 1963 balance sheet:
the C.P.R. had reserves for depreciation, as a percentage of their property
investment, of 45 per cent, and for the C.N.R. the figure is only 20.2 per cent.
No matter how you analyse it, it comes to that global figure because it means
that there is a difference between each class of equipment. However, we have
only 20 per cent reserve for depreciation and they have 45 per cent. I would
hope that if we get this recapitalization, it will come out at approximately the
same figure.

Mr. HorNER (Acadia): Since 1956 you have been depreciating the diesel
locomotive at the same rate as the C.P.R.

Mr. GorpoN: Yes, it comes under a uniform classification of accounting.
We have to do it at the same rate as the C.P.R. by virtue of the board of trans-
port commissioners.
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Mr. TooLE: I was going to say that road diesels and yard diesels are de-
preciated at different rates so that the difference between the C.P.R. and our-
selves can be minor depending on the proportion that we have of road to yard
diesels, but it is the same formula.

Mr. PrirTiE: There is a question I was going to ask at 11.30. I got up to
let a member pass me and Mr. Grégoire started.

My question relates to what Mr. Fisher brought up. It seems to me, from
Mr. Gordon’s presentations this year and last year, that there is a bit of con-
fusion as to his goals. He talks about being in a position where the C.N.R.
would be in the same accounting position as the C.P.R. and where the C.N.R.
would behave very much as a private enterprise. On the other hand, in reply
to a question that was asked later on, he said he would want to make a small
amount of profit after meeting all the charges. That seems to me confusing.
There is a difference between operating as a public utility and operating as a
private enterprise. My question arising from that would be that if you were to
get in that position you would be a yardstick railway. You are not out to make
the most amount of profit.

Mr. GorpoN: I see the difficulty we are in. I had not thought about it that
way. Both you and Mr. Fisher have a point. I was really dealing with it from
another point of view. I was really trying to say that if we arrive at a profitable
position, that should be regarded as satisfactory. However, if by reason of
charging the same freight rates as the C.P.R., and if we accommodate ourselves
to competition in the same way, and it turns out we make a large profit, there
is nothing wrong with that. I do not see much opportunity of making a large
profit in the light of the kind of competition that I see for the future. There
is nothing wrong about it if we are able to adjust ourselves to competition on
the basis where we give public service at a price and with efficiency of tran-
port that is better than other modes.

Mr. PrirTiE: Is there any relationship between your statements at the end
of your report where you talk about chronic deficits and where you say:
Then this will not only be severely damaging to the morale of the
personnel,—

But then you go on to say:
—but could, in fact, have a detrimental effect on the important private
enterprise sector of the transportation industry.

I do not understand it.

Mr. Gorpoon: It can be stated very simply that if the C.N.R. is left in
the position of chronic deficit, that if continuing deficits are inevitable, and they
will be inevitable if we do not get this recapitalization, then in my opinion,
the morale of management will suffer to the point where there will be a what’s-
the-use attitude.

Mr. PrirTie: I understand that part.

Mr. GorpoN: Then the C.N.R. can become a competitor on a basis that will
hurt the private enterprise section of the transport industry because they will
not think about the frofit motive in the sense of quoting a price for their ser-
vices. They will say “what difference does it make?” It is indifference to deficit
that T am afraid of. As I said earlier this morning, the only factor that will
mean anything in regard to the future of the C.N.R. is pride of accomplishment.
What I am trying to say is that if the C.N.R. is put in a position that it not
only shows a profit but must show a profit, and that if it loses money in any
year after this, there must be a damned good reason for it and there should be
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almost a public inquiry as to what is wrong with management. I am setting a
pretty tough line for future management, but I believe that with this adjustment
that criterion is sound, and that you should be able to see what is wrong with
the C.N.R. if it cannot show a profit in the circumstances.

Mr. HORNER (Acadia): You would do away with the Crowsnest pass rates,
which has been your goal for branch lines for the last five years.

Mr. GorpON: As an excuse? No, because there is a very different basis
now. Under the legislation the railways of the future will have to prove their
losses. There will be no more general statements. The cost accounting complex,
the cost accounting approach to it has been established, and that cost accounting
would be maintained. If the railways of the future claim that, you can challenge
them.

Mr. HOrNER (Acadia): They have never been able to prove it to anybody
as yet.

Mr. Gorpon: They proved it to the MacPherson Commission.

Mr. HorRNER (Acadia): Not in black and white. They were convincing
enough to move the majority of commissioners on the MacPherson Royal
Commission but they did not prove it down to dollars and cents that they were
making money hauling grain.

Mr. MAcEwaAN: Mr. Chairman, I just have a short question. I wanted a
clarification from Mr. Gordon in regard to what he said on the Maritime
Freight Rates Act. Presumably, as I understood the recommendations of the
MacPherson Royal Commission, they were to continue the idea held in the
legislation of the Maritime Freight Rates Act, and I wonder if this is correct.
They also stated that the benefits of the act would be open for all types of
transportation in the Atlantic area.

Mr. Gorpon: I did not say that.
Mr. MacEwan: But is it correct? \
Mr. GorpooN: I do not know. It depends largely on what the legislation is.

Mr. MAcEwaN: You said that you assumed when the legislation was
brought down it would favour the retaining of this act.

Mr. Gorpon: Yes.
Mr. MacEwAN: That is fine.

Mr. VauGHAN: I think he said that the MacPherson report did not recom-
mend cancelling the Maritime Freight Rates Act.

Mr. MAcEwaAN: Yes. Would you agree with that recommendation?
Mr. Gorpon: What part of it?

Mr. MAcEwAN: That the Maritime Freight Rates Act should not be
rescinded.

Mr. GorpoN: Yes, I would not disagree or agree with it because it is a
matter of government policy.

Mr. MacEwAN: Yes. You said that with regard to areas which are depressed
it is a matter of government policy and the payments should be made out of
the public purse instead of out of the railways.

Mr. Gorpon: That is correct.

Mr. MAcEwAN: And that under the Maritime Freight Rates Act, shippers
in that area are given the benefit of the act from the public purse.

Mr. GorpoN: Yes, to the extent of the subsidy.
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Mr. MacEwaN: And do you believe that under this act if we are to continue
or not the benefits given to the Atlantic area, that they should go directly
to that area and not be handled by the railways involved at all, such as the
Canadian National Railways?

Mr. GorpoN: That would become a matter of practical administration. I
do not know how it could be handled. But I suppose anything is possible
depending on how it is set up. But to me it would be a very difficult thing to
do. That is only a personal opinion. The arrangement of payments to the
individual shipper become a matter of practical administration. It could be
done, but I think the cost of administration would be a pretty fearsome thing.
I am only giving an opinion. I am not agreeing or disagreeing. It is entirely
a matter of government policy.

Mr. MAacEwaAN: I take it that there is one point at least where the Canadian
Pacific and the Canadian National agree, and that is the first recommendation
of the royal commission, that the rates should more or less seek their own
level?

Mr. GorpoN: Yes, I think that the Canadian Pacific and ourselves are
pretty much in agreement there. I do not know of any point of the MacPherson

report where we are in disagreement. But again we do not know until we see
the legislation.

(Translation)

Mr. EMarp: Mr. Gordon, speaking about the report we mean the financial
report, Mr. Rhéaume was asking you a moment ago whether bilingualism
created difficulties for your company. Now, since you have tried to find
solutions to this problem, is it not true that the company’s income has
increased, as shown by the financial statements?

(Text)

Mr. GorooN: Well, I certainly do not want to try to appraise the general
question whether or not more bilingualism would add to the cost of operating
the Canadian National Railways. I do not think it is a possibility. I do not
see how it could be. I say that it is the duty of the Canadian National to -
adjust itself to the requirements of any language in the area that we serve,
and that is what we are trying to do. But I would not attempt to put a cost
figure on it. It is not possible to do so, in my opinion. I really do not think it
arises. It is just a matter of a part of the environment in which we live.

(Translation)

Mr. Emarp: I did not ask to establish the cost of biculturalism. I only
wanted you to tell me that the fact that you were concerned with biculturalism

at the present time did not prevent your company from making increased
profits just the same.

(Text)

Mr. GorooNn: I certainly would not say that bilingualism had any adverse
effect on our business in the sense of making profits out of the business that we
har}dle. I do not think it applies at all. Did you have it in mind that we were
losing business, or not getting business because of biculturalism?

(Translation)

M. EMARD No, what I thought was—what I thought was—that even with
biculturalism, it does not create—Mr. Rhéaume gave me the impression that
the fact that you were concerned with biculturalism caused increased expenses.
Now, I think that in the case of the Canadian National, as with many other firms
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that have to sell their goods, these added expenses are not really expenses
because they bring in some business, just the same a certain business increase
which makes up for the increased expenditure to further the cause of bicul-
turalism.

(Text)

Mr. RHEAUME: On a point of order, if someone is to say that sort of
thing, it would probably better be said by someone with a French name. I
did not imply it. I want to be correctly interpreted here. The president of the
Canadian National Railways is under various kinds of requirements that
place him perhaps in an unfair competitive position. The other point was that
in fact a parliamentary committee can always be raising matters with the
problems of bilingualism and biculturalism and that they apply more directly
to crown corporations. I was not discussing the merits of the issue, and I do
not want it to be left with that impression.

Mr. GorpoN: I might dispose of the question by saying that there is no
additional cost to the Canadian National Railways by reason of biculturalism
or bilingualism. So long as we conduct our services in Canada and service
industry, and it is to our own advantage to give the public in any area of Canada
the service that they ask for; and if they want service in French rather than
in English, we will give it. I do not consider it to be a handicap or a cost.
It could benefit the business.

(Translation)
Mr. EMarp: That is what I wanted to know.
(Text) <

Mr. RHEAUME: I have another line of questions to pursue. I put it to you
that on the basis of what you told me earlier about the proposals you are
going to make, or which you have made, or which you are on the verge of
making to the government, there was a proposal to the effect that the Canadian
government recapitalization of some $900 million of Canadian National long
term debt would be effected.

Mr. GorpoN: I have not mentioned any figure.

Mr. RHEAUME: You told me that you paid a certain percentage, 4.7 per cent,
and that it would have the effect of eliminating $43,000,000 of deficit that you
have this year. My mathematics would put this sum in the order of recapitaliza-
tion at $900 million. I do not want to leave the committee with the wrong
impression. It might be higher or it might be lower.

Mr. GorpoN: My eight year old child is having great difficulty with the
multiplication table. I must fall back on that, too. You can draw an inference,
but you cannot get me formally to admit it. You might say that the whole
proposal of what I said this morning was not confined wholly to the question
of the unrequited depreciation. There is more to it than that. You have to wait
until you get the whole proposal.

Mr. RHEAUME: It is not an unfair proposal to use 4.7 per cent on $43
million.

Mr. GorpoN: If I should ever be tried for murder, I would ask you to
defend me.

Mr. RHEAUME: We would both hang together.

Mr. KinpT: Is the proposed legislation for capital readjustment to be
initiated prior to the legislation on railroad abandonment, or is parliament
to receive a package deal including railroad abandonment.

Mr. GorboN: I have no means of answering that question. I hope to get
recapitalization ahead of any other business that we have, but it is a matter
for the government to decide.
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Mr. KinoT: If they were to undertake that legislation before you followed
up the branch line abandonment arrangement, would you not then be in a
position that some of the figures on recapitalization would be moved?

Mr. GorpoN: No. I do not think that branch line abandonment has any
bearing upon the recapitalization proposals at all.

Mr. KinpT: In other words, you mean to say that the earnings from the
branch lines which are now in operation and that would be abandoned would
not change the capital structure or the earnings of the railroad?

Mr. GorboN: No, I do not think so. The number of branch line abandon-
ments that you prefer to has gone past the appraisal of specific branch lines,
and if we claim that we are showing a loss, we are going to be given an
opportunity to file this claim with an appropriate board which will sit in judg-
ment of our elaim. If it turns out in the judgment of the board that we have
shown a loss, and that the line for reasons of public interest should neverthe-
less be continued, then the MacPherson commission report says that we
should be paid the difference. It does not necessarily mean that any line will
be abandoned. We merely have a claim for compensation under the provisions
of the MacPherson report.

Mr. KinpT: Would not the compensation you receive change the capital
structure?

Mr. GorboN: No, not the capital structure, but our profits, our operating
results.

Mr. KiNpT: I have another question. I notice that your expenditures for
telecommunications between 1962 and 1963 have gone up from $11.7 to $27.3.

Mr. GorpoN: What page is that?

Mr. KinpT: Page 4.

The CHAIRMAN: I wish you would wait, Mr. Kindt.

Mr. KinpT: This is on the capital structure. This is an investment.

The CHAIRMAN: All right, go ahead.

Mr. KiNDT: It is capital expenditures that I am talking about.

Mr. GorboN: Yes.

Mr. KinpT: Therefore, I am perfectly on the beam.

The CHAIRMAN: As long as we do not get into too many details, yes.

Mr. KinpT: But here it is right on page 4.

The CHAIRMAN: But we are on page 1 now. I have held back some other
members who wanted to get to railway operating expenses.

Mr. KiNpT: I am prepared to defer, rather than to wander all over the
place.

The CHAIRMAN: Not yet.

Mr. KiNDpT: My question has to do with capital expenditures.
The CHAIRMAN: Are we through with page 1?

; Mr. F.Ismm: It seems to me that two years ago when you first brought up
this question of refinancing, your figure was one of about $800 million. I notice
that the Montreal Star put forward the figure of a billion.

Mr. Gorpon: This is very difficult for me. I find I am getting to be an old
man, because I cannot remember all the things I said at past committees. But
if I remember correctly that figure came into being when I called attention
to the comparison of the Canadian Pacific reserve for depreciation versus ours.
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) 1 think. I said if they should take the same ratio, we should have at least
$900 million more in our reserve account. That is my recollection of it now.
But I am speaking about two years ago. I think you brought the point out,
and I think that is how that figure came into discussion. I would have to look
back to see.

The CHAIRMAN: Does page one carry? Carried.

Now, page 2. Mr. Rapp has a question on railway operating revenues.

Mr. Rapp: Mr. Chairman, I should like to ask Mr. Gordon whether I am
right in assuming that new revenues have been obtained by the C.N.R. through
the movement of potash?

Mr. Gorbon: Yes.

Mr. Rapp: I am interested in this particular subject and I should like
to know whether other potash companies in operation or in the process of
sinking shafts in Saskatchewan have applied for the extension of branch
lines to their mines for the movement of potash and, if so, has the C.N.R.
complied with their requests, or has management in mind the extension of some
of its lines to certain potash mines?

Mr. GorpoN: Our position in this regard depends entirely upon the loca-
tions involved. If our line is adjacent to a particular point we would expect
to service it, but generally speaking the policy is that the railway which is
closest to the point location receives would deal with any such application.
Certainly if anyone with a potash development applied to us for railway
service we would try to accommodate.

Mr. Rapp: That is the answer I wanted to obtain because the two companies
I have in mind intend to sink shafts in an area which they hope to have
serviced by Canadian National Railways at extension lines. I am referring to
the Alwinsal Company and the Kerr-McGee Company, both of Lanigan,
Saskatchewan. I have been asked by some officials of these companies whether
the C.N.R. will favourably consider applications in respect of these locations
if and when they are presented. g

Mr. GorpoN: As far as I am aware I expect that our industrial develop-
ment department is closely in touch with any potential potash developments.
I cannot tell you in detail the exact situation but I should be very surprised
if there are any potash developments about which our department does not
know. However, if it is logical for the Canadian National Railways to service
those developments we are after the business, and if you know of any names
or can give me any tip-off in advance of our competitors I would be delighted
to see whether we can get in ahead of them.

Mr. Raprp: As I suggested, the Alwinsal and Kerr-McGee Companies are
interested in sinking shafts in the vicinity of Lanigan, Saskatchewan.

Mr. GorooN: I am practically certain that the officials of our ind_ustrial
development department have already been in contact with the officials of
those companies.

Mr. Rapp: I am not sure whether the branch line extension into Esterhazy
is a C.P.R. or C.N.R. line. There is a branch line extension into that town.

Mr. GorpoN: We were in there first and providing service, and then our
competitors got in there by C.P.R. methods.
An hon. MEMBER: By skulduggery.

Mr. RaPp: The only thing I wanted to know was whether you considered
these applications favourably because as you state in your report the movement
of potash provides a good source of revenue to the company.

Mr. GorpoN: This is a very important part of our operations.
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To put the situation very simply, if there was a development somewhere
approximately two miles from our line we would expect to service it but if it
was 40 miles from our line and only two miles from a C.P.R. line we would
be pretty well sure that we would be beaten.

The CHAIRMAN: Mr. Lloyd, did you have a question to ask?

Mr. Lroyp: I have a question in respect of recapitalization. Does our con-
sideration of that item come at a later stage?

The CHAIRMAN: We have just finished our consideration of page 1.

Mr. KinNDT: Page 1 deals with earnings.

Mr. Lroyp: Recapitalization is generally referred to under the paragraph
headed “Outlook” at page 68. I will wait until we consider that item to ask my
question if you desire. Are you referring to page 3 at this time?

The CHAIRMAN: We are referring to page 2.

Mr. HORNER (Acadia): We are actually referring to page 3.

The CHAIRMAN: We are referring at this time to pages 2 and 3.

Mr. Lroyp: I should like to ask a question in respect of municipal taxes.

Last year I understood that we would be provided with some sort of a
schedule indicating the tax payments made to municipalities in Canada by the
Canadian National Railways. I am wondering whether that statement was ever
prepared. I have not seen it as yet and I am wondering whether it was not
prepared as a result of an oversight.

Mr. GorpoN: I cannot recall the situation at the moment. Have you this
information Mr. Toole?

Mr. TooLE: I do have a summary of figures here which tie in with the
printed report in front of you.

If you look at page 23 of the report you will see the figure in respect of
railway tax accruals of $22,839,000. That figure appears in the centre block of
figures third from the bottom. That figure is comprised of municipal taxes or
agreed payments in lieu of taxes paid by the railway to the extent of $9,560,000;
provincial and state taxes, Canada $2,800,000 and United States $2,500,000;
unemployment insurance in Canada $3,600,000 and in the United States
$1,500,000; United States railroad retirement tax, $2,600,000 and other mis-
cellaneous taxes to the extent of $280,000, the total of which is $22,839,000. Of
that amount, as we pointed out, $9,560,000 is municipal taxes or agreed pay-
ments in lieu of taxes.

Mr. Lroyp: The question asked last year was designed to produce informa-
tion regarding your reasons for differences in the payments of taxes either by
law or by agreement.

The CHAIRMAN: Mr. Lloyd, would you come to the table so that you are
near a microphone? It is difficult for the translators to pick up your voice.

Mr. Lroyp: I am sorry. I did not realize that that was the case. Shall I begin
again?

Last year I recall making a request for a comprehensive analysis in respect
of municipal tax payments which would show why tax payments were met in
some municipalities and not in others. Eventually I hoped to make a comparison
between C.N.R. policies and C.P.R. policies in this respect.

Mr. Goroon: I think I should start off by indicating to you what C.P.R.
policy is and then you probably can deduce from that our policy.

As far as I am aware the C.P.R. does not pay taxes unless it must. That
is the first statement I wish to make. The C.P.R. pays taxes as it is required to.

Mr. GrEGoIRE: Everybody is in that position, Mr. Gordon,

Mr. GorpoN: I think we are all in that same position.
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We are in the same position and only pay taxes as we are required to pay
them. If we are able to advance reasons for not paying taxes of course we
advance those reasons wherever they may bear fruit.

Mr. Lroyp: That is a very entertaining answer, Mr. Gordon.

Mr. GorpoNn: It was not intended to be entertaining.

Mr. Lroyp: That is perhaps your way of getting your message over. Let
me say this to you. I should like to have an answer to my question. You have
indicated that you want in respect of the accounting and financial arrangements
of the Canadian National Railways a system whereby you can readily compare
the operations of the C.N.R. on a fair basis with the operations of the C.P.R.
and other competitors. You are seeking a recapitalization for this purpose.
Ultimately you hope when the real organization is completed you will be able
to show what the C.N.R. will do in respect of the extension or curtailment of
particular services. You hope that any federal government subsidy necessary
to maintain services will be clearly indicated by some different and better
method of reporting and will not be lost sight of in the new deficits of the
railway.

The impact you say on the federal government budget will be the same so
long as the federal government policies remain the same in respect of subsidies
but would at least give a fairer picture of the results of the operation of the
railways under the new system. I suggest that this same thing is true in respect
of municipal taxes, and that until we find out what are the different reasons
for the different policies in respect of municipalities we cannot very well
prepare a case, if you like, for some uniformity of practice. All I asked for last
year was that a summary be made, or an analysis be made setting forth the
different reasons why you pay full taxes in respect of the Canadian National
Railways hotel in Montreal including business and water taxes yet in respect of
the Nova Scotian hotel in Halifax you have a tax agreement.

Mr. Gorpon: I think the short answer to your question is, as I was trying
to say earlier, we pay taxes depending on the circumstances in the area in
which we pay them. This situation is true in respect of the C.P.R. which is
in the same situation. In certain places the C.P.R. has exemption, whereas in
those same places we do not have those exemptions. The tax policy depends
entirely on the particular background and place in which the railway is
operating.

Mr. Lroyp: I should like to come back to my original question.

Mr. GorpoN: All right.

Mr. Lroyp: Before you go on to explain particular cases, I should like
to know whether it is possible for you to put between the covers of one
publication a statement of your policies in respect of municipal taxation in
Canada. That is all the information I am now seeking. There are differences
involved and I think as the president of a crown company looking toward the
objectives you are looking toward your policy in respect of municipal taxation
is very essential.

Mr. GORDON: Our policy is just that which I have attempted to explain.
We deal with our tax position depending upon the area in which we are
taxed. The same thing applies to the C.P.R. There are situations on both
railways where one railway is granted exemption and the other is not. And,
this is very true of western Canada now; there are exemptions applying to
the C.P.R. that go back into history which do not apply to the C.N.R. We are
paying taxes in many places where they are not. The same thing applies
to the Canadian National in terms of the history of the railways that became
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part of the C.N.R. system, and wherever we inherited a local situation that
gave us in some cases a more favourable position and, in other cases, a worse
position, we live with that position and do the best we can with the local
authorities.

Mr. Lroyp: You certainly do. We have lots of experience in that field.
But, I still come back to my point, that in order to have a proper comparison
of the result of your operations and that of your main competing carrier you
would have to show the places where you are liable for municipal taxes and
they are not.

Mr. GorpoN: Yes, and you also would have to get the C.P.R. to give you
a similar statement in order to make the comparison, and they will not do it.

Mr. GREGOIRE: Is it not public information?

Mr. LLoyp: Why will they not?

Mr. GorpoN: I do not know.

Mr. LLoyp: You mentioned that you are required to maintain standard
accounting practices; who imposed that upon you?

Mr. GorboN: The Board of Transport Commissioners.

Mr. LLoyp: And in these reports to them do you detail municipal tax
payments?

Mr. GorpoN: No. That is not one of the duties of the Board of Transport
Commissioners. The uniform classification of accounts merely deals with the
manner in which the accounts shall be drawn on our books: They do not tell
us what taxes we should pay; the local authorities tell us that.

Mr. LLoyp: Are you saying then you cannot give us this detailed analysis
of municipal tax payments because the C.P.R. will not?

Mr. GorboN: No; I am saying I do not think it is in the interest of the
Canadian National to start to give a detailed analysis of the individual taxation
situations which meet us across the country. We live with the situation as it
obtains at the particular time, and it varies. It would be quite a difficult job
to work out all the situations. I say two things: I do not think it would serve
any good purpose in terms of the factual conditions we meet, and it would
not change the situation anyway. We still would have to deal with the local
authorities.

Mr. LLoyp: But, surely to goodness, you might be able to accomplish some
uniformity of policy if you were to disclose to the municipalities the problem
you are up against.

Mr. GorpoN: No. We cannot dictate to the local authorities.

Mr. Lroyp: You are not dictating to them. But, at the moment, you are
refraining very effectively from giving any information in this field to this
committee. Last year you said you would give us such information.

Mr. VaucHAN: Mr. Lloyd, could you leave that with us?

Mr. Lroyp: I left it with you last year with the expectation that the neces-
sary information would be forthcoming this year.

Mr. VAuGHAN: I remember the conversation. I think you and I had that
conversation but I did not recollect the conversation was that we come here
with a statement and give it to you. You just said at the end of the committee:
I hope next year Mr. Gordon will know more about taxation.

Mr. Lroyp: Well, I am still hoping.

Mr. Goroon: I want to try and find out what you want. I am not trying
to resist you.

Mr. LLoyp: You know what I want.
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Mr. GorpoN: No, I do not. Let us get specific. You want to know the places
where we pay taxes or where we make arrangements to make a payment in
lieu of taxes.

Mr. LLoyp: Yes, and the reasons for it. That is all I want. A very brief
statement by the railway would accomplish this. There may be some statutory
exemption which goes back a number of years and the agreement may have
been negotiated because of a promise on your part to do some extra construc-
tion if you got an attractive tax rate.

Mr. GorboN: Well, there are an awful lot of them.

Mr. Lroyp: It is the lack of this information that has been frustrating
municipalities for many years when trying to make reasonable requests of the
C.N.R.

Mr. GorpoN: This is exactly the point.

I suggest, Mr. Chairman, that this committee should not be used in that
fashion. I suggest to you that we should be treated the same as a business cor-
poration conducting our own negotiations with each individual municipality
and that this committee should not be used for the purpose of getting from me
a statement that will enable them to find new arguments and new situations
that will make our position more difficult.

Mr. Lroyp: Well, it is becoming increasingly apparent you do not want to
give this information.

Mr. GorpoN: No, I do not want to give it.

Mr. LrLoyp: And, you do not think it is in the public interest to give it?

Mr. GorpoN: I do not think it is in the public interest to give it.

Mr. Lroyp: And, you do not think it is in the interest of the Canadian
National to give this information?

Mr. Gorpoon: That is what I think.

Mr. Lroyp: And, you think that a royal commission in Great Britain which
recently examined the harbours board installations, and stated these kinds of
facts are essential to properly evaluate economic considerations of government
policy, was wrong and you were right.

Mr. Gorpbon: I do not know what they said. I never read that report.

Mr. Lroyp: I will provide you with a copy before you leave this com-
mittee.

Mr. GorpoN: I will be glad to read it. -

Mr. Lroyp: Mr. Chairman, I will leave it at that. I do think we should get
the information.

Mr. HORNER (Acadia): In respect of railway operating revenues on page
3, it states here that export grain shipments were greatly responsible for the
higher revenues. I think it was said in former committees that grain shipments
accounted for 27 per cent of the freight and 10 per cent of the revenue. What
are the figures for 1963 in that connection?

Mr. Gorpon: I think these are the figures you are requesting.

In 1963, in respect of grain, we handled 11 million tons, grain products
2.9 million, for a total of 13.9 million; all other commodities, 70.2 million, which
totals 84.1 million. Now, the percentage of grain to total tonnage was 13.1 and,
if you include grain and grain products, it is 16.5.

Mr. HoRNER (Acadia): That is the hauling.

Mr. Gorbon: Yes, the total tonnage hauled.

Mr. HorNER (Acadia): Now, would you give me a comparison of the
revenue received or have you that broken down? I am sure you gave it to us
for other years.
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Mr. Goroon: No, I have not that broken down. We have not analysed
1963 yet.

The CHAIRMAN: Can you get that information for us?

Mr. Gorpon: I doubt it very much. It takes a little bit of analysing and we
have not it ready yet.

Mr. HORNER (Acadia): Would you say that hauling the increased shipments
of export grain helped increase generally the over-all revenue of the C.N.R.

Mr. GorpoN: I would say yes, in the short run.

Mr. HorNER (Acadia): You say you would say yes in the short run?

Mr. Gorpon: Yes. It all depends whether you are talking gross or net. But,
the gross figure for grain revenue in 1963 was $8.7 million.

Mr. HorNER (Acadia): That is the increase?

Mr. GorpoN: The increase in the grain revenue, yes.

Mr. HOrNER (Acadia): I take it from this that this is helping the financial
net picture of the Canadian National?

Mr. GorpoNn: Yes, it would depend on what you figure out is net, and that
is the figure I have not figured out yet.

Mr. HorNER (Acadia): You agree with me and then you confuse me. I do
not understand.

Mr. Gorpon: Well, you see, you have to remember always in respect of
grain discussions that an increase in handling grain in the short run is beneficial
but in the long run if we were handling that amount of grain it raises a ques-
tion then in regard to our equipment, what expenses we have incurred in
respect of the railway lines, the amount of equipment and so forth, and whether
our capital expenditure necessary to handle the grain in the long run gives us
a net revenue, and that becomes a cost accounting matter.

Mr. HorNER (Acadia): You are not certain in your own mind in the long
run whether or not we do help the C.N.R.?

Mr. Gorpon: That is right.

Mr. HorNER (Acadia): You have not convinced yourself whether you can
make money on the Crowsnest pass?

Mr. GorooN: No, I did not say that. In the long run it depends on what is
the amount of the increase. I think you are talking about increased traffic.

Mr. HorNER (Acadia): Yes.

Mr. Gorpon: In order for me to determine whether this is beneficial I
would have to have it analysed in terms of the amount of increase in respect
of the cost of handling it.

Mr. HorNER (Acadia): I realize that. I am only trying to obtain some
information in respect of the bottom part of this particular paragraph which
deals with freight rate subsidies and which lists those that are paid out. I am
not trying to analyse what you think in your mind should be tacked on to that
figure for a grain subsidy. This is what I am trying to arrive at. You said there
would be nothing, and now I am not so sure about that.

Mr. GorponN: The total amount mentioned in the MacPherson commission
report showed $22.3 million.

Mr. HorNER (Acadia): For Crowsnest pass?

Mr. Gorpbon: Yes, in respect of the potential payments that might be pay-
able to the railways, subject to proof.

Mr. HorNER (Acadia): Did they suggest any amount of grain carried for
that loss—the one assumed of the grain carried?
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Mr. Gorpon: They arrived at a figure for the purpose of their report of
$22.3 million for both railways. I have not the breakdown in mind now for
Canadian National Railways and Canadian Pacific but it does not matter for
your point; that is a maximum figure in the MacPherson recommendations.
That is the figure for which legislation will provide if the railways will prove
their cost in that respect. Subsidies may be payable up to that extent. If you
are right, there may be none.

Mr. HorNER (Acadia): I am just agreeing with what the Minister of
Transport said in Saskatoon; assuming the maximum shipment for both rail-
ways, one can only agree that the Crowsnest pass rates made their money. I am
accepting exactly the picture given by the minister in Saskatoon.

Mr. PickersGILL: I suggest, if it is not rude to do so, that Mr. Horner
speak for himself and not say what the Minister of Transport said in Saskatoon.

Mr. HORNER (Acadia): Then let us hear what you said in Saskatoon.

Mr. PickersGILL: I would want to see the record of what I was supposed
to have said in Saskatoon, because I had no text there at any time.

Mr. KinpT: Is Mr. Horner misquoting you?

Mr. PickERSGILL: No, I do not say that at all; I merely say that I prefer
to make my own statements. I have never attempted to quote Mr. Horner.

Mr. KorcHINSKI: Mr. Gordon says that green wheat hauling has produced
an increase in revenue, and so on. In other words, despite the fact that box
cars may have had to return empty—in terms of the short run—this still can
manage to produce an increase in revenue. Is that right?

Mr. Gorpon: Certainly an increase in gross revenue, but I do not know
about net revenue. You see, we are talking here about rather technical questions
of cost accounting. It is a question between our variable cost and the all-in
cost.

Mr. KorcHINSKI: You are attempting to drag this out. We are talking about
short-run effects. You are also trying to drag in other expenses in which you
may be involved.

I think several years ago one of the big arguments was that box cars had
to return empty and that that has resulted in a loss of revenue or no revenue
at all to Canadian National Railways. In this case, despite the fact that you
perhaps go back empty in many instances, you still contend that on the short
run you are still showing a greater profit?

Mr. Gorpon: This is the same problem one finds with the peak load. At
any given point one obtains a sudden upsurge of profit. In the short run one
is likely to make money on it. However, if one has to provide for all the capital
costs that go with continuing that amount of traffic, then one has to analyse
it to see what one’s capital costs are in continuing it. We can always do an
emergency job; and this is what happened with the Russian wheat job. In an
emergency job people will buckle to, and we find that we can get extra
shippers and transportation people who will put up with a lot of incon-
veniences in order to get the job done. However, one cannot do that forever;
one has to buy the equipment and recognize in order to meet the long term.
It is at that time that one has to see if one can obtain a net profit out of the
new volume.

Mr. KorcHINSKT: But if, as you suggest, you are allowed a new depreciation
system, that system would take this into account, would it not?

Mr. Gorbon: No, I am speaking about an operating expense.

Mr. KorcHINSKI: I think you are suggesting that you may have to re-

build and so on and see how much maintenance will have to be done. Will that
be taken into account with the different depreciation system you suggest?
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Mr. GorpoN: No, the depreciation there will work automatically because
the depreciation is based on the usage of our equipment. If we have to buy
new equipment there is a depreciation charge to our account based on that
equipment. In other words, our capital cost goes up and our operating cost
is increased for that new equipment, so that has nothing to do with the question
you are asking. It depends upon the amount of equipment we may have to buy
at any given time. The operating cost is a different story altogether.

Mr. KorcHINSKI: It may be a different story in the case that you men-
tioned, but you take into account the use of the box car against the use of
facilities and so on, against grain haulage, in your calculations to see whether
you have made a profit or a loss, so that—

Mr. GorpoN: That is part of the charges, yes.

Mr. KorcHINSKI: Therefore you have still to take into account whether
or not that equipment can be replaced?

Mr. GorbpoN: Yes.

Mr. KorcHINSKI: I contend, therefore, that with an increase in the service
—despite the fact that you have had to return empties—that has paid for
itself and, therefore, your previous argument that they have had to come back
empty does not hold water any more.

Mr. GorpoN: I do not know what is the argument of coming back empty.
Did that come out in the commission hearings?

Mr. KorcHINSKI: I can remember the discussion several years back.

Mr. GorpoN: It is only an incident in regard to the total cost. When one costs
any particular equipment, one takes everything into account. Depreciation would
be one of the things which one would take into account.

Mr. KorcHINSKI: Then we will discount that argument entirely.
Mr. Gorbon: No, that is not the conclusion.

Mr. SoutHAM: My specific question was asked by my friend Mr. Horner
with regard to the increase in revenue. At the top of page three you have listed
an improvement of $25.7 million in operating revenue over 1962, and you
specifically mention potash, export grain shipments and increased shipments of
automobiles and parts.

As I say, you have answered one part of my question. Further on, on
page nine, you mention emergency grain handling and you say that 1,000
hopper cars which were normally used for hauling gravel were equipped with
plywood tops in Canadian National shops, and placed temporarily in grain
service. This was done in order to increase the supply of cars for wheat traffic.

Would this curtail your operating revenue in any other section of your
service, or was this able to be done in addition to your other services?

Mr. Gorpoon: No, these were cars that were normally not used in the
wintertime, cars used in the movement of a type of traffic that did not move
in the wintertime. We seized them and covered them with plywood tops and
we moved them in the winter.

Mr. SouTHAM: In other words, it did not cause too much additional ex-
pense?

Mr. Gorbon: It involved the cost of plywood tops, yes.

Mr. SoutHAM: With the large increase of movement in export grain and the
resulting revenue from it, would your attitude appreciably change towards
representations that were made, say, to the MacPherson royal commission on
railway abandonment? I am thinking here, sir, of something about which the
people of western Canada are very sensitive. This is a question they have asked
me. Would there be a change of attitude on behalf of Canadian National Rail-
ways or the Canadian Pacific?



104 STANDING COMMITTEE

Mr. GorpoN: No, I inquired into that question. I inquired whether the new
volume of export wheat would change any branch lines, and the answer I re-
ceived was no, that there would be no appreciable significance in any of those
branch lines that we have considered as candidates for abandonment.

Mr. HorNER (Acadia): Have you ever published those branch lines?

Mr. GorooN: Yes, they have been notified to the Board of Transport Com-
missioners and they are a matter of public knowledge.

Mr. SoutHAM: The evidence you gave last year to the MacPherson royal
commission, in regard to the number of applications you made to the board of
transport commissioners on railway abandonments, showed that you were
in a bad position for competitive reasons, in particular for the reason that they
had made a similar number of curtailed applications to the board of transport
commissioners for railway abandonment. In other words, in the over-all terms
of this problem, has there been any appreciable change?

Mr. GorpoN: I understand that the Canadian Pacific Railway has filed
some branch line abandonments, but I do not think they have said that they
have filed all of them. We have been trying to put before the board all the
essential candidates, but I do not know whether Canadian Pacific have done
that or not. It was their declared policy at the time that they did not wish to
do this.

Mr. SoutHam: It is pretty well known that Saskatchewan is the largest
grain shipper. Any revenue from grain handling is more applicable to Saskatch-
ewan than to some of the smaller exporting provinces.

Mr. CroUSE: On page three an increase of $0.4 million was mentioned in
the amount received from railway freight under the Maritime Freight Rates
Act within and over the Atlantic provinces? Would this cover freight, for
example, that is shipped on the ferry Bluenose from Yarmouth to Bar Harbor?

Mr. GorboNn: I do not think the freight rates come under the maritimes
act. Is that your question? Are you asking whether traffic on the Bluenose
comes under the Maritime Freight Rates Act?

Mr. Crouse: Could you also tell me if the Bluenose is making a profit or
loss at the present time?

Mr. VAUGHAN: Your first question with regard to the Maritime Freight
Rates Act is one which I can answer. I do not think that it would apply to the
Bluenose as the act applies only to rail-carried traffic. In the preferred territory,
which is the Atlantic provinces, there is a 20 per cent reduction; and 20 per
cent out of the preferred territory, that is from Levis to Quebec.

The answer to the second question with regard to the Bluenose is that the
deficit last year, I think, was around $190,000.

Mr. Crouse: In view of your concern—and I appreciate it—with regard to
operating the system at a profit and in view of the fact that the Bluenose is
now operating at a deficit, would you be inclined to endorse the establishment,
for example, of a second ferry which has been proposed and which would be
helpful to the fast transportation of our fresh fish from our newly expanding
fishing fleet, or would you have a tendency to perhaps turn thumbs down on
the proposal in view of the result it may have on your profit?

Mr. Goroon: That would not be a matter for our decision. We do not pay
a deficit on the Bluenose. We operate the Bluenose for the government as man-
agers and the deficit is paid by the Department of Transport. If there were
an application for another ship based on a market analysis of potential traffic,
then the Department of Transport would have to determine whether or not
they were prepared to sponsor another ship. It would not be our decision.

Mr. VAuGHAN: I now have the figure for 1963. In 1963 the deficit was
$217,107. In 1962 the deficit was $194,000.
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Mr. Howe (Wellington-Huron): I have a question for Mr. Gordon in con-
nection with the last sentence in the first paragraph which says that:
While revenue ton miles were up 12.9 per cent to 40.2 billion, the
average revenue per ton mile declined 7.5 per cent.

Could Mr. Gordon explain why that revenue was down?

Mr. Gorpon: That arises out of mixed traffic. I am almost afraid to men-
tion that one of the reasons it is down is that we handle so much grain. Ob-
viously, if we handle some traffic at a rate below the previous average, it will
reduce the percentage. Grain was not the only thing, but the fact that we
handle so much would reduce the revenue per ton mile. However, there is
another thing which involves incentive rates to get larger loading on our cars,
and so forth. It is an incentive factor, but on the mixed traffic it is less per
ton mile.

Mr. Howe (Wellington-Huron): On shipments for automobiles and parts,
it is mostly attributable to the parts that you put on gondola cars?

Mr. GorpoN: You mean the tri-level special type cars for handling the
automobiles?

Mr. Howe (Wellington-Huron): In other words, you are getting much
more of that traffic now?

Mr. GorpoN: Much more, yes; they have been quite satisfactory.

The CHAIRMAN: Are there many questions on the final review? Can we
carry on with that this afternoon and then go on to development this evening?

Mr. REcan: There are some aspects of it that will tie in with the outlook.
Mr. FisHER: I have one question.

You have an item in here which relates to the job security fund. Mr.
Gordon and I know that the spokesman for the C.P.R.T. and T.W. made the
point that their union is quite dissatisfied with their last agreement. They felt
they had made concessions—and I quote—that “would put us in an advan-
tageous position in the year’s negotiation and in order to establish the job
security fund”, which incidentally is not even working yet. What is the amount
that has gone into the job security fund, and is it likely to be put into effect
and to be used?

Mr. GorpoN: The origin of the job security fund, you will remember,
was propounded by the board of conciliation under Mr. Justice Munroe in 1961.
This fund was a fund set up in order to mitigate the hardship of long service
employees where positions became redundant. On the basis of that agreement
it was to be one cent per hour on the basis of the then current employment
levels, and our estimate—which I have before me here—was that it would cost
Canadian National Railways alone about $1.2 million per annum. From the
time at which the fund commenced and to the end of February 1964, the total
amount accumulated by Canadian National was $1.423 million, and this would
be roughly 60 per cent of the fund. You can deduce from that the proportion
contributed by the Canadian Pacific Railway would be about 40 per cent
beyond that making a total fund of about $2 million. It was stipulated that
a committee would be formed for the purpose of determining how to administer
this fund. It was also stipulated, as I recollect, that failing agreement there
would be arbitration upon it. They have not reached agreement, neither have
we applied for arbitration; and the matter is in that position at the moment.

Mr. FisHER: You will continue putting the money in?

Mr. Gorpon: We will continue putting the money into it and that raises
a great deal of difficulty in retroactive payments.
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Mr. Pascoe: On page four the report refers to controllable benefits. Page
four talks about increased use of leased cars. I wonder if the new dome cars
that are being put on are leased cars.

Mr. GorpoN: No. Where is the reference to controllable expenses?

Mr. PascoE: Under “Railway Operating Expenses” it is stated that the
higher costs were partially offset by close attention to controllable expenses.

Mr. GorpoN: Well, “controllable expenses” means those expenses that the
management can actually control by insisting upon rigid forms of economy.

Mr. Pascoe: Such as?

Mr. Goroon: Well, almost everything in regard to the operation of the
railway. We would make a close examination to see whether or not there was
wasteful use of, let us say, fuel oil. It really means the close attention of
management at all levels to eliminate waste in every way possible. It also
affects labour content in respect of whether or not we have too many employees
in relation to the work done; and that is another form of controllable expendi-
ture. In our industry, the labour content is so high that we have to watch
it with great care. The leased cars have nothing to do with domestic cars at all;
they have to do with the use of foreign cars as they come into us from foreign
railways, namely from the United States. We can use them under a formula
basis and we pay so much per day. We make per diem payments when we
use a car of a foreign railroad, and they pay us a per diem payment when they
use our cars in the United States.

The CHAIRMAN: Mr. Kindt.

Mr. KinpT: May I call it six o’clock? May I put my question when we
resume?

The CHAIRMAN: Is it on this topic?
Mr. KinpT: Yes, indeed; it is on capital expenditure.

The CHAIRMAN: The committee is adjourned until eight o'clock this
evening.

EVENING SITTING

TUESDAY, June 16, 1964.

The CHAIRMAN: Gentlemen, we have a quorum.

Mr. Lroyp: Mr. Chairman, I indicated this afternoon that I would like
briefly to follow up some questioning I undertook with respect to taxation. I
referred Mr. Gordon to the report of the committee of inquiry into major ports
of Great Britain, of September, 1962, and I made reference to that document.
You mentioned, Mr. Gordon, that you were not aware of it. It contains some
very sound enunciation of principles with respect to depreciation, of public
facilities, and also with respect to taxation. I shall leave it at that. You ex-
pressed some interest in it. I believe you are interested in any new material.
I wanted to put on the record the fact that I was referring to something specific,
and not referring to a mythical report.

Now, I would like to turn to page 324 of the proceedings of this committee
at our last session. Following some questioning by Mr. Balcer on the matter
of exemption of the Bell Telephone and Telegraph lines, you were asked why
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the railway company did not enjoy the same exemption as the Bell Telephone
Company, and I interjected as follows:

Mr. Lloyd: The minister knows full well the repeated efforts we
have made. I will try another minister, another opportunity, in another
place. The more information you can provide before the next session at
a committee of this kind on the incidence of municipal taxation to which
you are exposed right throughout Canada in all forms, the better I would
like it.

When I said that I would try another minister at another place I meant we
were making representations through the Mayors’ Federation to the National
Harbours Board. Since that time a brief has been submitted dated February,
1964 to the Minister of Transport. On page 2 of that submission this statement
is made:

Crown corporations, both proprietary and agency, are exempt from
the provisions of the Municipal Grants Act. Such corporations have
been authorized by cabinet directives to “work out fair and equitable
agreements with the municipalities in which their properties are
situated.”

The C.B.C. and other crown corporations have voluntarily followed
the universal policy established under the Municipal Grants Act. It is
significant to note that the St. Lawrence Seaway Authority also makes
grants in accordance with the procedures established under the
Municipal Grants Act.

The C.B.C., you will notice is revenue deriving to some extent, and is
also subsidized. The St. Lawrence Seaway Authority is a revenue financed
authority and it is also deficit financed by the Canadian Government. So
there is an analogy between these two crown agencies and the one which you
head up.

Now, in seeking information about your policy with respect to taxation
I was trying to find out if you followed any consistent municipal tax policy.
By tabling a schedule, if you like, of the kind of liabilities that you have, the
reasons for exemption, and the reasons for agreements, we might be able to
establish a course which would produce some uniformity ultimately.

You said that this matter of local taxes it was left to the municipalities
to protect themselves. You said you would not provide any information.
Last year on page 324 I quote:

The more information you can provide before the next session at
a committee of this kind on the incidence of municipal taxation to
which you are exposed right throughout Canada in all forms, the better
I would like it.

Mr. Gordon: We will certainly take a note of that, and I will study
the thing a little more carefully.

I understand you have studied the matter and that after your study you
have concluded that you do not want to give us any information. Is that your
position still?

Mr. GorpoN: I do not know what your question is.

Mr. Lroyp: My question was:

The more information you can provide before the next session at
a committee of this kind on the incidence of municipal taxation to
which you are exposed right throughout Canada in all forms, the better
I would like it.

Mr. Gordon: We will certainly take a note of that, and I will study
the thing a little more carefully.
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You did not commit yourself to anything, but you said that you would
study the matter. Did you make such a study?

Mr. GorpoN: I think the point is pretty clear that our position is that we
deal with taxation authorities in any particular area in accordance with the
demands that are made upon us. I do not think this committee should be used
as a forum for obtaining information on a basis of exposing every discussion
that we might have with various types of local authorities affecting forms of
taxation, because each place usually has something different from the other.
It would not be possible to bring out the particular implications on a basis
which would achieve what you call uniformity.

I think you used the expression that municipalities had to look after
themselves. The reverse applies to the Canadan National Railways, which has
to look after itself. The Canadian National Railways deals, in my belief, fairly
and equitably with every taxation authority which has power to impose taxa-
tion upon us. It becomes a matter of discussion with the particular authority
in terms of the local conditions. I think that is the way it should remain.

Mr. Lroyp: Would that still be your answer in the case of the Nova Scotian
hotel in Halifax where the Lord Nelson hotel has no exemption, and you have
initiated a taxation agreement with the city?

Mr. Gorbon: Certainly that is a case in point. Whatever negotiations we
have had with the city in Halifax have been made on the basis of knowledge to
both sides of the discussions, and of what was involved. I would not be pre-
pared to accept your general statement about the Lord Nelson without having
the whole case exposed, because most certainly in the negotiations with the
city of Halifax they have been based on the particular facts which arose in
that case, and that is exactly what I mean. I do not think this committee should
be used as a general forum in respect of discussions which might take place
from time to time in regard any matter of local application.

The same thing applies in regard to court cases for example. These court
cases should be dealt with on the evidence produced to the court. I shall have
something more to say about this later, if the matter comes up. It should be
based on the specific incidents of the case. That is why I am reluctant to
attempt to produce the overall details of the incidence of taxation as it applies
to every place in Canada. These things—the actual statements that may be
made in the various places—are matters of public knowledge there but I do not
think we can produce or we should produce the kind of information that I
think you are seeking, because it means that one set of facts might be used to
support an argument in regard to another set of facts where local incidents
are quite different.

Mr. Lroyp: You cannot define a general policy with respect to municipal
taxation?

Mr. GorpoN: I can define it in this way.

Mr. Lroyp: You mean whoever is the smartest will get away with it. If
you can get away with the least amount of taxation, you will try to do so.

Mr. GOorDON: No, that is a rather harsh way to put it. I think that munici-
pal authorities anywhere are quite as competent as we are to uphold the case
of the municipality for any legitimate taxation. If we have a case to advance
in respect of taxation, it is our duty to do so. We make a settlement of agree-
ment with local authorities on that basis. So far we have not had much trouble,
when we have reached agreements.
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Mr. LLoyp: There was an extreme case of injustice in the maritimes some
years ago. For many years the railway contended that the I.C.R., being an
emanation of the province directly should therefore enjoy taxation exemption
privileges under the British North America Act. But with respect to those
companies which the Canadian National Railways had taken over and con-
tinued as legal entities, you continued to pay taxes on the property which
was in the title of such companies. That was the argument presented to us
after a very expensive search effort, after engaging auditors, engaging counsel,
and taking it right to the courts, or taking it right to the threshold of a court
case. The case was just about to be heard when the Department of Justice
came in and said that the matter had better be settled out of court.

Now, one of the reasons for that action was the discovery that the rail-
way had been paying taxes in the city of Toronto in direct violation of the
explanation that had been given to us by its officers. I merely offer this to you
to justify my curiosity.

Mr. GorpoN: You see, Mr. Lloyd, that is why I think this discussion is
quite unfair, because you are giving your version of a situation with which I
may not agree. I am quite sure you are giving an honest version.

Mr. Lroyp: I was there during those negotiations while you were not. I
am acquainting you with some history of which you do not possess the inti-
mate knowledge that I do.

Mr. GorpoN: All right, I am simply saying I am not prepared to accept
your version. I would rather hear the version given to me by my own officials.
Whenever there is a dispute about taxation, there are two sides to it. In the
negotiations which take place a complete and final settlement is made, and all
these considerations are taken into account. The essential fact is that the tax-
payer under any circumstances anywhere under any conditions is quite en-
titled to take full advantage of what the law says.

Mr. Lroyp: Then you agree, Mr. Gordon, that instead of waiting for the
railways to negotiate action to remove inequities in taxation a municipality
should very vigorously pursue a course of action to correct the situation and
adopt whatever remedy is available to it to correct the injustice?

Mr. GorpoN: The municipal authorities under any circumstances have a
duty, just as we have, to exact all the taxes they can legally collect from
anyone.

Mr. LLoyp: So that in the case of this rule of 50 per cent on real property
taxation in connection with the I.C.R., the only recommendation one can make
to municipalities would be to pursue a correction of that remedy possibly with
the Minister of Transport rather than with you, by legislation perhaps?

Mr. Gorpon: I am not giving any legal advice. It is up to the municipal
authority to take what ever action they think is right.

Mr. Lroyp: As a crown corporation you are different from other crown
corporations including the C.B.C. and St. Lawrence Seaway in seeking fair and
reasonable taxation agreements with municipalities, and you think the pro-
cedures followed by other corporations should not apply in principle to the
Canadian National Railways; is that right?

Mr. GorpoN: That is not what I said. You insist on making your own
interpretation in regard to everything and I am not prepared to accept any
interpretation you have made so far.

Mr. Lroyp: May we close our discussion on that point and state that each
of us has our own interpretation in respect of these things?

Mr. GorpoN: By all means.
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Mr. Lroyp: Let me ask you one further general question. If you found a
private hotel operation in a municipality in respect of which were paid full
municipal taxes would you try to negotiate a tax agreement for a C.N.R. hotel
proposed in that municipality.

Mr. GorpoN: I am not prepared to answer any hypothetical questions. I
will answer a question when the facts are stated, and will always do the best
I can under the circumstances.

Mr. Lroyp: I should like to state for the record the case of the City of
Halifax and the Canadian National Railways, the company indicated to the city
it would not undertake to build an addition to the Nova Scotian hotel unless
it reached a tax agreement. At that time the Lord Nelson hotel was paying
full taxes on an assessment basis to the city of Halifax.

Mr. VaugHAN: Is it not a fact that the management of the Lord Nelson
hotel, if it was going to build an extension, had tax relief?

Mr. Lroyp: That was subsequently correct.

Mr. VaucgHAN: Yes, so the Nova Scotian hotel extension was in the same
position as the extension to the Lord Nelson hotel.

Mr. Lroyp: Unfortunately it was not in the same position.

Mr. VAUGHAN: It was not completed but the principle was the same, was
1t not?

Mr. Lroyp: I think the situation would be different if what you say is
correct.

Mr. VAuGgHAN: Was the situation the same?

Mr. Lroyp: The situation was not the same and if it had been the same,
Mr. Vaughan, you suggest that a fair and reasonable attitude on the part of
the C.N.R. would be that which allowed you to follow the practice in respect
of each municipality and that if a municipality was not granting exemptions to
competitors of the C.N.R. you would not seek tax agreements?

Mr. VauGHAN: I do not agree with that statement, no.

Mr. Lroyp: In other words, if you could get away with a tax agreement
or exemption in Vancouver you would do so?

Mr. VAuGHAN: It takes two to make an agreement as you realize, Mr.
Lloyd, the city of Halifax and the C.N.R.

Mr. Lroyp: Surely there is a slight difference between subsidies to the
Canadian National Railways on deficit financing by the taxpayers of Canada
and some other private agency? Surely there is some difference in the situa-
tion?

Mr. Gorpon: There is no difference whatsoever. The Canadian National
Railway is running its business and trying to run it on commercial principles.
When there is any expense, which includes the question of taxation, we will
employ exactly the same attitude as any private enterprise or corporation to
resist the tax if and when we have a legal basis for doing so.

Mr. Lroyp: I appreciate your observations Mr. Gordon, but I cannot help
but observe that the only recommendation I can make to the municipalities is
to take heed of your observations, and employ every means in their power
to see that you pay fair and equitable taxes which is not the case in respect
of the Atlantic provinces.

Mr. GorpoN: That is exactly what municipalities do in every case. I have
never found a gleam of sympathy on the part of any taxing authority. If we
make a bargain at any point, as we have, in regard to a hotel being constructed
in a certain place on the basis of being granted an exemption from taxation,
that represents a business deal. This does happen in respect of hotels in other
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places, where by reason of an undertaking that we will build a hotel, we receive
relief or adjustment in respect of taxation for a period of years; there is nothing
unusual in that regard. That is the type of bargain which is made every day.

Mr. VAuGHAN: Taxing authorities give taxation relief to industry for cer-
tain periods of time.

Mr. Gorpon: Of course they do.

Mr. Lroyp: It has become apparent that most crown corporations will seek
the same relationship in respect of taxes in municipalities that private enter-
prise enjoy in those municipalities and if there is an exemption they seek it.
However, in answer to a question I asked you last year you indicated that the
C.N.R. did not seek an agreement with the city of Montreal.

Mr. Goroon: I did not say we did not seek an agreement. I said we did
not come to an agreement.

Mr. Lroyp: Did you seek an agreement?
Mr. GorponN: I am not going to answer that question.

Mr. Lroyp: You are paying full taxation in Montreal, as you stated last
year.

Mr. HORNER (Acadia): Mr. Chairman, before we conclude our discussion
in respect of the paragraph dealing with railway operating revenues and sub-
sidies received by railways under various acts of parliament, I should like to
ask Mr. Gordon a question particularly in respect of the Crowsnest pass rates
and subsidies outlined by the MacPherson commission regarding branch line
abandonment. Do you think the railways are justified in asking for subgidies
over a period of 15 years, as suggested by the MacPherson royal commission
in respect of branch line abandonments?

Mr. GorpoN: Yes, I do, indeed, on the basis which the commission has
recommended. As I have said before, the situation is that the railways will apply
for abandonment of a particular line and give in support of its application
detailed information, which the board of transport insists upon. These applica-
tions are very, very detailed and difficult to make, and if the board hears that
case and determines in its judgment that, in spite of the proof we have shown
that a line should be abandoned, it should nevertheless be continued in the
public interest, a subsidy, as I understand it, becomes payable. I use the board
of transport here as an example because I understand there are furtber amet}d-
ments in regard to who may sit in judgment of the branch line rationalization
fund, but there will be a board of some form. Only when that board finds our
application is justified, and there is reason for abandonment of a line t_,ecause
of alternative transportation facilities, will that board grant permission for
abandonment, I presume. If they do not grant permission for apandonment
of that line because public interest is greater than the loss .sustamed by the
railways, it will then instruct the railway to continue the line and we th'en
become entitled to a subsidy. That is the way I understand the recommendation
of the commission which I hope will be incorporated in the legislation.

Mr. HorNER (Acadia): Perhaps I might direct one or two further questions
to Mr. Gordon, Mr. Chairman.

You outlined very clearly that the MacPherson Royal Commission sug-
gested that the $22 million subsidy be granted on a proportionate basis to the
Canadian Pacific Railway and the Canadian National Railways to compensate
for the Crownest pass rates agreement. Could you indicate to the committee
what your interpretation of the MacPherson royal Commission’s recommenda-
tion is in regard to branch line abandonments over a period of 15 years?

Mr. GorpoNn: I do not think I can do that, but I should like to state that
the figure mentioned by the MacPherson royal commission is, as I understand
it, a maximum sum.
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Mr. HORNER (Acadia): What is the maximum suggested?
Mr. Gorpon: I think I mentioned the figures earlier.
Mr. VAUGHAN: Are you referring to branch lines, Mr. Horner?

Mr. HorRNER (Acadia): Yes.

Mr. VaugHAN: I think the MacPherson royal commission recommended
$13 million be divided. .

Mr. HOorRNER (Acadia): That recommendation related to a 15 year period?

Mr. VAuGHAN: The recommendation related to $13 million per year.

Mr. GorpoN: You are referring to branch lines?

Mr. VauGgHAN: He is referring to branch lines, yes, and the figure of $13
million per annum was to be allocated between the two railways in accordance
with the formula set up.

Mr. HORNER (Acadia): I am just suggesting that in the future the $22
million, split roughly in half, although the Canadian Pacific Railway handles

more grain than the Canadian National Railways, and the $13 million, could
well be added to the total subsidies here, which is $70 million.

Mr. Gorpoon: Oh, no; that is completely wrong. You see, when you look
at the subsidies mentioned on page 3 you have to keep in mind that when the
MacPherson commission recommendations go into force, the interim payments
you see there, the $29 million, will be eliminated at once as the $50 million
subsidy will be abolished.

Mr. HORNER (Acadia): The interim payments and what?

Mr. GorpoN: The interim payment of $29 million is our share and the
total is $50 million. That $50 million interim payment will be cancelled; that
comes out of the picture altogether. And then we get into the question of the
freight rates reduction subsidy and, as I understand it there will be a transi-
sition period bue eventually, in the course of a year or less, depending on the
legislation, that freight rate reduction subsidy will also be cancelled because
we will be free then to raise the rates as we think we can get the payment
made under competitive conditions.

Mr. HorNER (Acadia): So, in a sense, if you were compensated in your
own mind—you are compensated in my mind now—for the Crownest pass
rates and the branch lines you still would have a deficit in 1963 of $43 million
or more.

Mr. GorpoN: I do not follow that. Would you repeat your question.

Mr. HORNER (Acadia): You are suggesting when you are compensated
for these services, the Crownest pass rates through the prairies and the branch
lines which you have to put up with in the prairies, that this interim payment
will be done away with and the freight rate subsidy will be done away with,
namely $29.1 million and $10.1 million.

Mr. GORDON: Yes.

Mr. HORNER (Acadia): Will be done away with.

Mr. GORDON: Yes.

Mr. HORNER (Acadia): This totals $39.2 million. Do you suggest that in the
MacPherson royal commission there are $22.2 million suggested as compensa-
tion for the Crowsnest pass rate and $13 million compensation for the branch
lines.

Mr. Gorpon: But, there is a passenger deficit subsidy recommended by the
commission.
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Mr. HORNER (Acadia): I am not dealing with that at the present time. This
passenger thing is an item unto itself. I am dealing with the hauling of freight
and the problems involved in that, and I am trying to arrive at this short fall,
to use your own expression used earlier this afternoon, with regard to the
depreciation write-off which should have been written off in the earlier years.

Mr. GorDpoN: Yes.

Mr. HORNER (Acadia): And, I am trying to judge it on this basis and to
give you the benefit of the short fall.

Mr. GorDON: Yes.

Mr. HORNER (Acadia): I am trying to give you the benefit of the Crowsnest
pass rates.

Mr. Gorpon: Yes.

Mr. HORNER (Acadia): And I am trying to give you the benefit of the
branch line handicap, shall we say, and I am trying to arrive at an accurate
accounting of this, if you follow me. I am trying to equate the management
and employee efficiency to the spring of 1964 and I still see, after equating this
in my mind, a deficit for 1964.

Mr. Gorpon: Yes, if the recapitalization did not take place.
Mr. HorNER (Acadia): But, even with the recapitalization?

Mr. GorboN: Oh, no. Let me summarize it this way. If the MacPherson
commission legislation went through, and nothing else, the nearest I could
estimate—and I am making assumptions about the legislation—is that out of
that legislation we would not benefit more than about $10 million or $12 mil-
lion.

Mr. HORNER (Acadia): $10 million or $12 million?

Mr. GorpoN: Yes, that is a guess. Therefore, with a deficit, as you see last
year, of $43 million, we still would have a deficit.

Mr. HorNER (Acadia): Of $30 million?

Mr. GorpoNn: $31 million, again making allowances for whether or not we
have a better year and so on, but, using the 1963 figures. So, therefore, we
must have a recapitalization.

Mr. HORNER (Acadia): And, that would do away with the $31 million.

Mr. Gorbon: Yes, if we get the recapitalization proposals as I presented
them, then I have said in answer to other questions that this plus the Mac-
Pherson commission legislation should mean we would have a profit position.
I am not prepared to say how much but I do say we would eliminate the
deficit.

Mr. HorNER (Acadia): Well, the member’s figuring from the Northwest
Territories is always better than mine.

Mr. Gorbon: Yes, he is figuring.

Mr. HorNER (Acadia): And, mine is not that far out that I cannot arrive
at a relatively close figure as to what you are assuming the government should
write off or assume. I should not have used the words “write off”.

To follow up on this question of branch lines and branch line abandon-
ments, many of which are contemplated in my constituency, it is a fact that
many of my constituents ask me how this is figured out. Are grain shipments
arriving at, let us say, point A credited with actually being shipped from point
A or are they credited with being shipped from the main line? Do you follow
my thinking in this regard?

Mr. GorpoN: Yes, but you are getting pretty deeply into the business
of cost accounting.

21172—8
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Mr. HorNER (Acadia): But, this is the very place in which many con-
stituents say to me: “the C.N.R. bring their books to the hearings and who
can dispute their books; they have the figures, we have not”.

Mr. GorboNn: Well, there have been representatives of the provinces, one
of whom is a very distinguished member and is in this room, who have made
damn certain that the figures produced by the railways have been subjected
to very close scrutiny, and he has done it very effectively, I will tell you.

Mr. HOoRNER (Acadia): I would not want to discredit his reputation in
regard to ensuring that these figures are accurately presented. But, can you
answer this question with regard to branch lines. Say, we have a branch line
off the main line?

Mr. Gorbon: Yes.
Mr. HOoRNER (Acadia): Or, relatively speaking, a main line.
Mr. GorboN: Yes.

Mr. HORNER (Acadia): Say, there are 19 cars of grain shipped this week
from point A on the branch line; are those 19 cars credited as revenue from
point A on the branch line?

Mr. GorpoN: Yes. The branch line will be credited with any form of
revenue it produces.

Mr. HorNER (Acadia): I often have appeared on behalf of community
elevator agents on branch lines, and so on, in my constituency and time and
again railways have presented figures which have told a story of relatively no
income from point A and time and time again the elevator agent says, “I have
shipped X number of cars from this point; the revenue should be designated
as arriving at this point”, and the railway representative says, “Oh, no, this
is credited to the whole main line and we cannot charge this up, if it was
not delivered at point A it would be delivered to point B on the main line,
and we will get the grain anyway”.

Mr. GorboN: The board makes a careful analysis of that. Here are the
factors. The board of transport commissioners, in reaching a decision on an
abandonment case is governed by this rule, which I will read—and they have
stated this many many times: “The issue in each case resolves itself into a
question of whether the loss and inconvenience to the public consequent on the
abandonment outweigh the burden that continued operation of the railway line
involved would impose on the railway company”. These are the factors which
the board require us to take into account, and I think I might just as well
tell you what they are, as they require this information from us. First, the
system revenues from branch line traffic; second, system of voidable expenses
of branch line operations; third, estimated savings to railway from abandon-
ments; fourth, trend in traffic pattern; fifth, relationship between year under
study and an average year particularly for lines in western Canada where
traffic is predominantly grain; sixth, present train service, type and volume
of traffic; seventh, alternative services for freight, passenger, mail and express,
both summer and winter; eighth, distance between stations and line to be
abandoned and stations on alternate lines or to alternate services; ninth,
population in the area served by the line and the population trend, increasing
or decreasing; tenth, productivity of the area and its potential for future growth
or new industries; eleventh, effect of abandonment on railway employees;
twelfth, effect of abandonment on freight rates and over-all transportation;
thirteenth, effect on local merchants; fourteenth, effect on property values,
taxes, etc.
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The whole thing ends up with the word “etc.”. Therefore, the board can
and does inquire into any possible question affecting the validity or otherwise
of the application for abandonment. As you know, any witness with any interest
along that line has a right to be heard when that abandonment case is to be
considered.

Mr. HOrRNER (Acadia): I have one question with regard to the list of 14
criteria. Am I to assume that the board of transport commissioners and the
railroad accept that list in that order of importance?

Mr. GorpoN: Accept what? These items?
Mr. HorNER (Acadia): The 14 items.

Mr. GorDoN: No, these are questions which we have to answer and they
are weighed and judged by the Board of Transport Commissioners.

Mr. HORNER (Acadia): Are they weighed and judged in the order in which
you read them out?

Mr. Gorpon: I do not know; that is the board of transport commissioners’
decision, not ours. We give the information.

Mr. HOrRNER (Acadia): On those 14 points?
Mr. Gorbon: On those 14 points, yes.
Mr. HORNER (Acadia): Are they used by you or the board?

Mr. GorpoN: By the board. We present the facts as best we can in regard
to these questions.

Mr. HorNER (Acadia): But am I to assume that you feel the board of
transport commissioners take them in that order of importance?

Mr. GorooN: I do not know. I have no way of knowing how the court
weighs its judgment.

Mr. HorNER (Acadia): The way in which you read them out led me to
feel—I could not help but feel—that this was the way in which you interpreted
them when presenting your case in regard to their importance.

Mr. GorboN: Really, I do not know that we are going very far by dis-
cussing a hypothetical case because, after all, it gets down to the practical
case and we reach a judgment in regard to a specific branch line and we
apply for abandonment on the basis of the facts as we see them. Then we
answer all the questions that the board may want us to answer in order to
determine the validity or otherwise of our application.

Under the MacPherson royal commission report—and I keep on repeating
this—it is important to recognize that our application for abandonment, even
if agreed by the board as being a good case, is not necessarily conclusive because
under the legislation as it will come out, and as I understand it, there is a
further step taken by whatever the branch line rationalization body will be.
I understand in the case of western Canada it is now under the Minister of
Agriculture. If the board, body or group finds that nevertheless it is regarded
in the public interest in western Canada in the particular area that that line
should continue, then we become entitled to a subsidy, a subsidy based on the
loss which we have been able to establish in the operation of that particular
line. That is where this figure comes from.

Mr. HorNER (Acadia): In regard to the branch line subsidy, Mr. Chairman,
I have a further question.

You have outlined, Mr. Gordon, very fully the facts with regard to your
branch line approach. How many years, would you say, according to the cost
accounting in Canadian National Railways, would a branch line have to be
operating at a loss before you would apply for abandonment of this line to
the board of transport commissioners?

21172—8}
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Mr. GorooN: I do not think I can answer that specifically. It is a matter
of judgment at the time. We keep these lines under observation as much as
possible. At some point our local officials arrive at the conclusion that this line
should be studied.

Mr. HORNER (Acadia): Certainly not one year?
Mr. Goroon: No, certainly not.

Mr. HORNER (Acadia): Not two?

Mr. Gorpon: No.

Mr. HORNER (Acadia): Not three either?

Mr. GorpoN: This becomes a matter for our local officials. They see the
day to day operation of the line and in due course they reach a conclusion that
there is not much traffic on that line and that we should look at it. Then they
put in force a study of the line. It is not done overnight. We study many many
cases in which we decide not to ask for abandonment. But somewhere along
the period of time a line becomes suspect in the eyes of the operating officials
and they report that a study should be made.

Mr. HORNER (Acadia): But you could not give the committee any idea—
and I ask this bearing in mind that this was a very pertinent question studied
by the MacPherson royal commission and a very pertinent question for this
committee, bearing in mind that something like 1,000 miles of rail line are to
be abandoned, according to Canadian National Railways, in the province of
Saskatchewan—you could not give the committee some idea of how many years
a line must operate in deficit, in your opinion, before you appraise it as such
and abandon it?

Mr. Gorpoon: I do not think it is a matter of years, is it, Mr. Demcoe? It
is a matter of the circumstances. We might very well let a line run on for years
because we would think that what it amounts to is not worth while surveying,
but we might regard it as a marginal case. At some point in our operations a
line becomes suspect in the matter of the traffic it is handling and then the
local officials will proceed to make a study of that and if they arrive at the
conclusion that this is worth a major study, they will recommend that this be
put through the machinery.

Mr. HORNER (Acadia): I have a couple of more questions if you will just
bear with me, Mr. Chairman.

I would like to point out to you and the committee that during the late
thirties the line on which I happened to live, which is a 70 mile branch line,
was proposed by Canadian National Railways to be abandoned, yet today it is
the best paying line in the Calgary subdivision. It is the best paying line with
possibly two trains a week. This goes to re-enforce the point I was trying to
make that we must have a period of years in which to decide that a line is not
paying. We cannot have one, two or three years; we must have five, six or
maybe even seven, ten or twelve years before a line is properly abandoned.

My further question with regard to branch line abandonment is this. What
and where is the breaking point between abandoning a line and, say, just going
up the line once a month with, say, 20 grain cars or whatever the line happens
to need? Where is the breaking point in the operations of that branch line? Let
us say, for example, Mr. Gordon, that we have a line 20 miles long or 30 miles
long and which will move something like 20 or 30 box cars a month—I am
just saying this for the general information of the committee and the provinces
of the prairies—would that line then be considered economic if it operated 30
cars a month?
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Mr. GorpoN: I do not think you can really base it on that specific sort of
thing. It would be very simple if we could do that. Our policy is that when we
examine a line for the purpose of determining whether to abandon it because
of thin traffic density, we have three major things in mind. First, we establish
that the continued operation of the line itself is uneconomic. In that examina-
tion we take account of every operation on the line. Second, we decide that
there is no apparent potential for improvement in the foreseeable future; and
that is a matter of judgment. We are not always right, as you have pointed out.
Third, we have to demonstrate that there are adequate alternative facilities
available to handle the traffic in that particular area.

Unless we can decide those three things in our mind, we will not start
looking at the abandonment of a line.

Mr. HorNER (Acadia): There were a couple of lines which were abandoned
in the last couple of years in my constituency. I am not going to bring them
into this, but my constituency has asked me time and again why our elevators
could not be left and our railroad and why a train could not be run up there
once a month or once every three weeks, as they were doing in one particular
instance, taking out 19 or 20 box cars, relatively speaking a car a day, and just
making the one trip up there?

Mr. Gorpbon: It is not as simple as that. You cannot just leave a railway
line and figure that you are going to run a car or a train up the line once a
month, You have to figure on the subject of safety and maintenance and so
forth.

It costs just as much to maintain a line to run a train once a month, as it
does to maintain it in good shape.

Mr. HOrNER (Acadia): I disagree. There was a line left in my constituency
for 20 years. There were gates across the railroad, and they ran a train once
a month or once a year to take out the grain. It did not cost the railroad two
cents to maintain that line.

Mr. Gorpon: There is an upkeep cost.

Mr. HORNER (Acadia): I am not disputing that fact but I am trying to find
out where the breaking point is, is it 20 cars a month, 10 cars a month, 30 cars
a month on 20 miles, or could you give the committee, and myself particularly,
some idea on where the breaking point is?

Mr. GorpoN: That will depend entirely on the examination made by the
board of transport commissioners. We will show the figures on the revenues we
are making on the line, and what the expenses are. We will try to tell them
anything about the potential of the line, and then the board has to make the
judgment.

Mr. HorNER (Acadia): I have one further question pertaining to branch
line abandonment.- We both know the cost of moving grain. You know it better
than I on rail, I know it better than you perhaps on road. Maybe I am assuming
a lot here.

Mr. Goroon: I did not know I knew it better than you on rail.

Mr. FisHER: My friend here says C.N.R. is very wealthy.

Mr. HorNER (Acadia): I hear a snide remark from my friend here who
would like to do away with the Crowsnest pass rates, but I have the Minister
of Transport on my side. We are both stoutly defending them, and he and the
president will be defeated in any move towards doing away with the Crowsnest
pass rates.

Here is my question—I was sadly side-tracked.

The CHAIRMAN: Order, order.
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Mr. HORNER (Acadia): I have a question with regard to the movement of
grain. This is actually what we are concerned with- It would cost a farmer
moving grain over 25 miles by truck up to nine cents per bushel. I say, and there
may be farmers here who may correct me, this is a breaking point. I say that
the railroad can well maintain many branch lines and move grain at less than
that just by going in there once a month and taking that grain out in 19 or 20
car shipments.

Mr. GorpoN: This becomes a question of fact.

Mr. HORNER (Acadia): I agree, and this is why I am getting down to facts.

Mr. GorpoN: Remember this, that the problem of moving grain in western
Canada is no longer a problem only for the railways. This whole question of
the rationalization of the movement of grain is a much bigger question than
merely the question of the railways. That is what I have been advocating all
along, that the communities have to get together. A solution must be found
which includes all the interested parties, the grain growers, the grain elevators,
the provinces and municipalities, everybody concerned in it, not only the rail-
ways. However, so far all the emphasis has been placed simply on the fact that
the railways have been handling grain under a specific condition. I am sug-
gesting to you—and I am getting a little wide off the field now—that under
certain circumstances it is not in your interest as a grain grower to have the
railway move your grain.

Mr. HORNER (Acadia): If it is going to do it cheaper than I can do it, it is
in my interest.

Mr. GorpoN: You can get a proper rationalization of the transportation
problem involved in moving grain, and it does not necessarily follow that the
present network of railway lines is the most efficient system. I am quite prepared
to say that it is not. This railway branch line actually grew up in the days of
the horse and buggy. Let me suggest to you that it is not applicable to modern
conditions, and the sooner everyone involved in this thing will recognize that
this is a problem for all the interests concerned, and not only the railways, the
better it will be for the western farmer.

MR. HORNER (Acadia): Yes, but may I pursue this further, Mr. Chairman?
While I do not want to absorb all the committee’s time with branch line abandon-
ment, it is very important in the prairies today, and in fact in all of Canada. For
example, in my constituency last year, or the years before, there were nine
miles of branch lines with four elevators, with roughly one storage in those four
elevators of say over 300,000 bushels of grain. Now, that 300,000 bushels of
grain could be moved by a once a month movement on the part of the railroad
over those nine miles, or it could be moved by the farmers. There was the
question of who was going to move it the cheapest. This is what it boils down
to. I maintain that the municipal roads had been built over the years into that
point, not down that railroad to the main line. The main roads were built into
that point, not down to the main line. I maintain that the railroad could continue
to run a train up there once a month and move those 300,000 bushels of grain
cheaper than the farmers could, far cheaper.

Mr. Gorpon: That does not necessarily mean that it is the best solution. It
may be part of the solution, as you referred to it, but with a proper rationaliza-
tion of the grain collection system for transport my opinion is we can do far
better for the farmer than has been done on all the branch lines you have on
the railway.

Mr. HORNER (Acadia): How?

Mr. GorpoN: There are many ways of doing it, for instance modernize our
thinking in regard to moving grain.

Mr. KORCHINSKI: How?
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Mr. HOrRNER (Acadia): I was at an elevator opening the other day and we
had a truck there.

Mr. Gorpon: I will send you a copy of my Winnipeg speech three years
ago.

Mr. HORNER (Acadia): In which you blamed everything on branch line
abandonment and the Crowsnest pass rates.

Mr. GorpoN: I beg your pardon, I did no such thing.

Mr. HOoRNER (Acadia): You said that if we do away with branch line
abandonment, we can move grain on Crowsnest pass rates.

Mr. GorpoN: No such thing. I made the finest, most statesman-like speech
about moving grain that has ever been made in this country.

Mr. KOoRCHINSKI: Who wrote it?

Mr. GorboN: I will see you get a copy. It is one of the few speeches I wrote
myself.

Mr. HORNER (Acadia): But I do think that the railroads—and I am going to
leave this as my parting remark and my parting question, Mr. Chairman; you
have been very patient with me in this regard—can continue to move grain on
branch lines by once a month shipments, not by complete abandonment. They
have the tracks laid down. In most cases the track is a light track, and if you
disagree with me please say so. The track is laid down already and the grain can
be moved from elevators which have a capital build-up of anywhere in the
neighbourhood of $100,000, $500,000, $600,000 or even a million dollars in the
grain company elevator build-up. If the railways maintain the branch line and
once a month shipments, they also maintain the economic community point, the
elevator build-up, the capitalization of elevator build-up, and they move the
grain as cheaply as or cheaper than the farmers can in custom trucks or their
own trucks.

Mr. CooPER: My question has very nearly been answered. We have all got
a list of proposed branch abandonments—who decides this and how is it decided?
Is it decided by somebody with a lot of figures in front of him who says, “This
line does not pay, we will take this out”?

Mr. GorpoN: The applications for abandonment are made by the railway
to the board of transport commissioners. The board of transport commissioners
then sit in judgment on the application, and all the interested parties in con-
nection with any abandonment are notified by the board of transport commis-
sioners, and they have an opportunity of making the case before the board.
That is the way it is handled.

Mr. CooPER: On one short branch line in my constituency—and there are
nine lines proposed—over a distance of about 35 or 40 miles, they haul the grain
out to the main line. Now, is it fair that that branch line is charged with the
grain all the way into the city yards when it is trained up at a small town on the
main line?

Mr. Gorpon: These are the sort of representations that would be considered
by the Board of Transport Commissioners when they are weighing the
application.

Mr. CoopPeR: It has been said that there are some elevator companies which
are going to leave their elevators there and take in grain. They are not going
to haul that grain to a delivery point free of charge. Is that not going to inter-
fere with the Crowsnest pass rates, and we have to pay extra from that elevator
where you have your tracks rolled out to the main line?

Mr. Gorpoon: As I said before, this whole question of handling grain has to
be examined as a global problem, and not only the part of it that affects the
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railway. I have told Mr. Horner this and I repeat that the only way to get this
problem solved, and the way that is for the best interest of the farmer, is to see
that all the interested parties play a part in this.

I am going to suggest to you, and I think you will agree, that all elevators
are not in the right places. Some are too small, Some are not operated efficiently.
I know I will get into trouble in western Canada as soon as I say this, but I
am perfectly certain that it is so. I am certain that in a rationalization program
where all the parties do the job, you can have a better system than the one
which is operating today. If you have elevators which are operated more effi-
ciently, and if they are better located, this would be the case. You have to get
all the facets of the problem considered and the best way to approach it is to
have a co-ordinated program in which all the parties co-operate for their best
interest. It is quite wrong and shortsighted to concentrate attention solely on
the branch line problem. It is a much bigger problem than that.

Mr. CoopreEr: Will there be a committee set up, before branch line abandon-
ment takes place, to study all these matters?

Mr. GorboN: I cannot assure you of that. I understood the Minister of
Transport to say before the house on May 12 as follows:

That it is expedient to introduce a measure to authorize the im-
plementation of certain recommendations of the Royal Commission on
Transportation with respect to the rationalization of branch lines of
railways and passenger train services and the fixing of freight rates
under and consistent with a national transportation policy suited to
modern transportation conditions.

He outlined in detail the government policy in that respect. I am not
making government policy, believe it or not.

Mr. CooPER: I suppose that this committee would be set up as one other
railway medium. I wondered if this would be the way it would be handled?

Mr. GorpoN: The resolution says:

That it is expedient to introduce a measure to authorize the im-
plementation of certain recommendations of the royal commission on
transportation with respect to the rationalization of branch lines of rail-
ways and passenger train services and the fixing of freight rates under
and consistent with a national transportation policy suited to modern
transportation conditions.

I suggest that you read this resolution because it goes on in detail and says
what is intended to be done. I can only say that I hope this comes to pass. I
do not know.

Mr. Coorer: Let me tell you that non railway abandonment in western
Canada, in Saskatchewan, Alberta and Manitoba is very, very essential to the
way or mode of life in our agricultural industry.

Mr. KoRCHINSKI: Mr. Gordon, I wonder if you could tell us whether the
recapitalization which you propose is going to have any effect whatsoever on
rail line abandonment?

Mr. GorpoN: No, I would think not. I do not think it has any bearing on the
subject at all.

Mr. KorCHINSKI: There would be no structure there which might affect the
amount of interest which might be payable, and so on?

Mr. GorpoN: No, because I am pinning our proposals, as I have said, on a
basis to demonstrate the short fall in depreciation. That is the yardstick. If we
are able to convince the government that that is the proper way to approach it;
and that is the effect of it relevant to depreciation, it will depend on those figures
and not on anything else.
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Mr. KorcHINSKI: In considering whether or not you abandon a line, do you
consider all the freight that is picked up by any other carrier in the area?

Mr. GorpoN: Yes, the branch line is credited with every possible item of
revenue that can be attributed to it.

Mr. KorcHINSKI: I am not talking about any freight which is carried by the
railways, but by other carriers, not necessarily operated by the Canadian
National, such as by trucks which are privately owned, and that sort of thing.
I mean freight which they might carry out to a central point. Are you taking
all this into account?

Mr. GorpoN: No, we only take account of what goes over our railway.

Mr. KoRrCHINSKI: So there is a potential outside of freight which is carried
by the Canadian National?

Mr. GorpooN: I am afraid I do not follow you.

Mr. KorcHINSKI: If a private trucker goes in, and with his rates he is able
to pick up freight from a certain locality and transport it, that is, freight which
might normally be carried by Canadian National lines, by railway lines rather
than by their trucking system, that freight is not taken into account in connec-
tion with your potential freight?

Mr. GorpoN: No; on the contrary, we may be able to demonstrate that the

other method of transportation can handle that freight more economically than
the railways can handle it.

Mr. KorcHINSKI: There is another consideration to it then, because of your
approach to the whole subject. You would be losing this freight because in some
instances you may determine to abandon a line and then set up a rate at such a
level that it is easier for another carrier to go in and take away the business,
whereupon you can go and complain to the board of transport commissioners
that you are losing freight, when it is just because some other carrier is taking
it away.

Mr. GorooN: The freight rates with regard to grain are set by legislation,
not by the railway.

Mr. KORCHINSKI: Grain is only one item. There are other items which you
must take into account. I am thinking of what happened to your passenger
carriage when you introduced another system.

Mr. GorooN: Without getting back to the question of the service, and dis-
cussing competition, if we were free in regard to making freight rates, as
recommended by the royal commission on transportation, we could adjust our
rates on the basis of competition. As it is now we have to demonstrate the
method and prove that they will be on a compensatory basis. We are prohibited
from quoting rates which will be below our actual variable costs, or whatever
the term is.

Mr. KorcHINSKI: It seems rather odd that some private carrier can operate
when the Canadian National cannot.

Mr. Gorpon: I do not know what case you have in mind.

Mr. KoOrRCHINSKI: There are many other carriers besides the Canadian
National.

Mr. Goroon: Yes, and if those other carriers can do it on a better basis
than we can, my attitude is that they should do so. The shipper is entitled to
get the best kind of transportation at the cheapest price he can get it. That is
what the MacPherson commission was all about. Competition will set the rate.

Mr. KorcHINSKI: If the competitor of the Canadian National can carry it,
why cannot the Canadian National, and at the same time also maintain a line
in a particular area?
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Mr. GorboNn: I would have to analyse the rate quoted by the competitor to
find out if he is using good business judgment in it. He may be going broke.
I do not know.

Mr. KorcHINSKI: I shall leave that point. Now, when you consider abandon-
ment of a line, do you sell that line? What steps do you take? Do you leave the
line in for a while, or just sell it, or what?

Mr. GorpoN: It would depend on circumstances again. Normally if we
have reached an agreement and receive permission to abandon a line, we would
abandon it, and tear up the tracks.

Mr. KORCHINSKI: As soon as you have received permission to abandon a
particular line?

Mr. GORDON: Yes.

Mr. KorcHINSKI: What happens to the right of way?

Mr. GorpoN: It depends on circumstances. If it is available for sale, we may
turn it over to some province for a road, or to some municipality when it is
no longer needed for railway purposes.

Mr. KorcHINSKI: Have you considered leasing a particular line without
disposing of the property, or taking away the rails, or tearing up the track?
Would you consider either selling or leasing it to an interested group of people?

Mr. GORDON: Yes.

Mr. KorcHINSKI: In order that they might maintain it?

Mr. GorpoN: Yes, we would consider any deal.

Mr. KorcHINSKI: But you have never had occasion to?

Mr. GorpoN: Just a minute. You are talking about an abandoned line

Mr. KORCHINSKI: A line you may have abandoned, yes.
Mr. GorpoN: You are talking about leasing it to a railway?
Mr. KorcHINSKI: No,

Mr. Goroon: If we have a line, and there are tracks, ties, and ballast on it,
and that line is abandoned, we will lease it to anybody who is interested in
making an effort to take it over on any basis he likes.

Mr. KorcHINSKI: Would you consider the freight which is hauled? I think
that is the point made by Mr. Horner. I do not know whether I was exactly
clear on it or not. When for example one thousand pounds of freight originates
at Timbuktu on a branch line is the total amount of revenue derived from the
carrying of that thousand pounds of freight credited to that particular branch
line or is it credited with only a portion? If that freight was hauled one thousand
miles would the branch line, which was only 100 miles in length, be credited
with one tenth of the revenue?

Mr. GorpoN: Any traffic that is attributable to the branch line is credited
to it.

Mr. KorcHINSKI: The total revenue would be credited to the branch line;
is that right?

Mr. Gorpon: If it can be shown that the traffic would not otherwise have
existed it would then be credited to the branch line.

Mr. VAuGHAN: I think what you have in mind, sir, is the situation which
exists when a branch line is perhaps 100 miles in length and the traffic originates
at a ten mile point and would we credit that branch line with the entire
traffic; is that right?

Mr. KoRCHINSKI: Yes, only I used the figure of 100 miles but you might
carry the freight over one thousand miles of line.
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Mr. HORNER (Acadia): You could perhaps carry the freight two thousand
miles, or 1,300 miles to Fort William.

Mr. GorpoN: Mr. Toole will answer that particular question from an
accounting point of view. I am not sure of the answer.

Mr. TooLE: Any revenue derived from traffic which originates on a branch
line and moves off that branch line is proportionately credited to that branch
line. The same situation applies in reverse. The branch line gets a proportion
of the revenue from traffic which moves off the main line on to the branch
line.

Mr. HOorRNER (Acadia): That is the very point I was trying to establish
earlier when Mr. Gordon assured me that the branch line received credit for
the shipment. We are now hearing a different story. We are now being told that
the branch line receives only a proportion of the credit.

Mr. Gorpon: I said that a branch line received credit for traffic attributable
to that branch line.

Mr. HorRNER (Acadia): I do not remember the use of the word “attributable”
but I will look it up when we receive our copy of the Minutes of Proceedings
and Evidence.

Mr. GorpoN: You have a pretty good Hansard staff in attendance here.

Mr. HORNER (Acadia): The point I am trying to make, and I am sure this
is the same point referred to by the member for Mackenzie, is that in respect
of a branch line 20 miles long from commencement to the main line, from which
point the distance is 1,300 or 1,400 miles to Fort William, for example, it will
only receive credit to the extent of 20 over 1,400; is that correct?

Mr. GorboN: No.
Mr. HORNER (Acadia): That is the situation which I am trying to clarify.

Mr. GorpoN: This is the type of technical thing that is completely hopeless
to attempt to discuss without having the benefit of proper experts in attendance.
This involves a cost accounting matter and I do not profess to be an expert on
cost accounting. All I can tell you is that the formula has been well worked
out on many, many occasions by the board of transport, and that formula states
that on the basis of reasonableness all traffic attributable to a branch line is
credited to that branch line. I do not have the details in this regard. Do you
know the proportion?

Mr. TooLE: I do not know the formula.

Mr. GorpoN: We will obtain the cost accounting formula and pass it on to
you. There is a formula which has stood up to tests in this regard over the
years.

Mr. HorNER (Acadia): You say you will give us information in respect of
that formula and I am interested in knowing when we will receive that informa-
tion. Can we have that information tomorrow?

Mr. Gorpon: If I can get home and get some sleep, get up in time to have
breakfast and make a telephone call I will try to get it for you tomorrow.

Mr. HOrRNER (Acadia): Can we have that information by tomorrow after-
noon?

Mr. GorpoN: We might get that information tonight if you want to come
around to my hotel room about 12 o’clock.

Mr. HorNER (Acadia): I will be in bed at 12 o’clock,
The CHAIRMAN: Order. Let us proceed with our questions.
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Mr. PrIiTTIE: Mr. Chairman, on a point of order; now that we are involved
in the discussion of branch lines and abandonments perhaps we should hear
questions of other members in respect of this subject before proceeding to
another subject.

Mr. HORNER (Acadia): This subject is dealt with under railway operating
revenue and subsidies, referred to at page 3 and my question is certainly in
order.

Mr. PriTTIE: For heaven'’s sake, if the member will be quiet for one moment
until I finish what I am saying he will realize what I am suggesting.

Mr. HORNER (Acadia): I am not going to be called out of order by someone
who thinks he knows something about order.

Mr. PriTTIE: We are now discussing a specific subject, Mr. Chairman, and
I was only suggesting that we continue discussing this subject before moving
to a consideration of another subject.

Mr. HORNER (Acadia): I am in agreement with you, Mr. Prittie.

The CHAIRMAN: At the beginning of our discussions, Mr. Prittie, I think
they related to the financial report and operating revenues although we did
get involved in discussions regarding specific cases. As the discussion continued
I gained the impression that members of the committee were disposed to
allowing our good friends from the west to finish their questions in respect of
branch lines.

Mr. KorcHINSKI: We will discuss this subject completely sooner or later.
Mr. Fi1sHER: Tomorrow there will be half a dozen more of them here.

The CHAIRMAN: Our discussion was perhaps in respect of specific lines
but let us complete our questions in respect of these branch line abandonments.
I think Mr. Korchinski has a few further questions to ask, and he will be
followed by Mr. Pascoe.

Mr. KorcHINSKI: In view of the fact you apportion a certain amount of the
revenue derived from the movement of freight to branch lines, do you not
think the loss of that business to the branch line will represent a loss to the
main lines following abandonment?

Mr. Gorpon: All those factors are taken into account during the investiga-
tion which is made.

Mr. KorcHINSKI: I am suggesting that if another carrier decides to handle-
the freight normally carried by branch lines, following the abandonment of
that branch line, to carry that freight over the 20 mile long branch line and
an additional 25 miles to the destination the branch line will not be credited
with this revenue at all and there will be an effect on your over-all operations;
is that right?

Mr. GorpoN: Yes, and that factor is taken into account when we apply
for the abandonment of a branch line. Certainly when we abandon a line we
know perfectly well that, to the extent there is revenue, the revenue is fore-
gone. That is not the main point for consideration. Is the branch line showing
a net return? That is the question which must be answered; perhaps the
branch line does produce revenue, but that revenue is of little value unless
it is net revenue.

Mr. KorcHINSKI: If a branch line is not showing a net revenue and you
continue to lose the freight business because of the procedures you follow in
respect of abandoning these lines you lose that freight in respect of your main
lines and eventually your main lines will not show a net return either.
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Mr. GorpoN: The effects of an abandonment are fully covered in the
analysis that is made in respect of the abandonment of the line. We take
account of the full effect of the abandonment of a line as a result of the
formula that has been set up.

Mr. KorcHINSKI: If the company contends that it is impossible to haul
grain over branch lines under existing rates, surely the haulage of that grain
over an additional 12 miles would not make much difference to the over-all
operations, would it?

Mr. Gorpon: I really must say that I am about at the end of my tether.

Mr. KorcHINSKI: Let us hear what you have to say.

Mr. GorboN: I suggest to you that you must give the railway officials
credit for knowing something about their business. Surely you must accept
my word when I say an analysis is made in respect of the net effect of the
abandonment of any line, and complete account is taken of all the factors to
which you have referred. Believe it or not, we are not stupid.

Mr. KorcHINSKI: There was no suggestion to that effect. I do not know
why there should even be that interpretation placed on my remarks.

Mr. Gorbon: If we were overlooking the factors to which you have made
reference we would be stupid.

Mr. KorcHINSKI: Are we permitted to ask you questions at all?

Mr. GorooN: I am sorry if I have said something to offend you. Things
are not too easy for me either so let us just smile at each other rather than
getting a little hot under the collar.

Do we have one of those forms we fill out stating the particulars in respect
of an application to abandon a branch line?

Mr. VaugHAN: No.

Mr, Gorpon: Let us obtain one of those forms for presentation tomorrow
so that we can indicate the information that is required. I am perfectly willing
to disclose the whole situation, and I am sure you will understand the kind
of analysis that is made as a result of a reference to the form to which I have
referred.

We prepare an analysis on that form which has survived many expeditions
before the board of transport commissioners. I think such a form will indicate
better than I could the kind of detail we go into in order to provide information
to the board of transport. There is no condition or situation one could possibly
think of that has not been taken into account in respect of this information
provided to the board of transport commissioners. I am sorry if I was a little
fed up.

Mr. KorcHINSKI: You did not offend me.

Mr. GorpoN: I am tired, that is all.

Mr. KorcHINSKI: I have one further question to ask. You stated in one of
the speeches you made in Winnipeg that there were several methods by which
you could modernize. Could you indicate the methods you had in mind?

Mr. Gorpon: I would much rather table that speech.

Mr. FisHer: I think the Western Producer printed practically the whole
speech.

Mr. Gorbon: I will produce the speech. It would be much easier for me to
do that than repeat those suggestions.

Mr. KorcHINSKI: I was just wondering what other methods you had so we
could compare these with the method we have for transporting grain.

Mr. GorpoN: That is quite all right, Mr. Korchinski; I will arrange to have
a copy of this. I do not suppose anyone thought to bring one with them.
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Mr. VaAuGHAN: We have it here.

Mr. GorpoN: We will get a copy of the Winnipeg speech. I will get that and
have it available for you tomorrow. I do not want to try to recollect isolated
factors as it is all part of a co-ordinated program.

Mr. PascoE: Mr. Chairman, I am not going to pursue the branch lines on
which we already have had a good discussion. However, I have one question
which, you might think, is a hypothetical one.

You refer here in your financial review to the above normal demands for
rail services and handling the second highest volume of rail business, and I
think this pretty well ties up with the movement of grain.

Did the railway acquire extra rolling stock to handle this grain and are
the operations of the railway now geared to handling this large movement of
wheat each year? In other words, if wheat movement went down a bit what
would be the situation?

Mr. GorpoN: If you will turn to page 31 you will see a breakdown of the
main classifications of where an increase in tonnage took place. These are broad
classifications and we can break them down in much more detail. But, if you
would look at the bottom of page 31 you will find agricultural products increased
by 2,488,688 tons. At the bottom you will find manufactured and miscellaneous
went up 2,250,533 tons. You will find mine products went up 906,732 tons and
forest products went up 239,054 tons. In agricultural products you would find
probably the majority of that is grain. But, nevertheless, there were consider-
able increases in other forms of traffic as well. I said in my report here at
page 15:

It was significant that this volume of business was handled at an
unparalleled level of efficiency. For example, the 40.2 billion revenue ton
miles carried in 1963 was surpassed only by the 41.9 billion carried in
1956; the 1963 traffic, however, was handled with 13,000 fewer pieces of
freight equipment than required in 1956, mainly because of improved car
utilization and distribution techniques.

Now, following through from that I am saying we are now organized on
such a basis that we will take care of any volume of traffic that may be suddenly
thrown to us and we are prepared to provide services. If it turns out to be
traffic that is continuous, then we will make provision for it in due course by
ordering further equipment. But, of course, we can take care of a short peak,
and that is the way we are organized. We can do many many things today that
we could not do before. We find much more flexibility, for instance, in our
diesel operation and the various control techniques we have worked out for the
distribution of our cars. We have handled about the biggest load in history with
13,000 fewer cars than the previous record.

Mr. PASCOE: So, if there was a reduction in the movement of wheat next
year it would not affect the railway company in regard to reduction of services
and operation?

Mr. Gorpon: Did you say a reduction of wheat movement?

Mr. PAscoE: Yes, if there was a lower movement of wheat.

Mr. Gorpon: If there was a lower movement of wheat certainly we would
have more equipment available. Would we not?

Mr. PascoE: Yes, but would you cut down on your personnel or anything
like that?

Mr. GOrRDON: Of course, our personnel and employee staff is dependent upon
the volume of traffic used. Our need for labour will fluctuate, and I mean by that
all kinds will fluctuate in accordance with traffic.
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Mr. HORNER (Acadia): I have one brief question in respect of railway
operating revenues and subsidies in a follow-up on the branch line question.

It is a well established fact, Mr. Gordon, that you are now operating trucks
to contribute to a feeder line system of the C.N.R. Am I right in that assumption?

Mr. GorpoN: I am just conferring here a minute because the question of
trucking is a very sensitive question on which I want to make a statement, and
I am wondering whether or not I should make that statement now.

Mr. HORNER (Acadia): I am not interested in trucking at this point; I want
to get on with the railways. But, I just want to establish the fact that the trucks
are in a sense operating as a feeder system to the railways. I do not want to
get into the trucking business tonight.

Mr. GorDON: Are you talking about our trucks or the farm trucks?

Mr. HORNER (Acadia): Yes, your trucks.

Mr. GorpoN: There is a very difficult legal question involved in this and I
am hesitating because I think I should make my position clear on it. It may
seem to you that I am quibbling but I am not; it is an important question and
sometime during this committee I have to make a statement on it.

Mr. HorRNER (Acadia): I do not want to get into the trucking question
tonight.

Mr. GorboN: But, if I answered your question yes or no it may well
prejudice me.

Mr. HorNER (Acadia): I did not know the question was that good.

Mr. GorpoN: Yes, it is very good and, if you would like me to, I will read
the statement now.

Mr. HorNER (Acadia): No, I do not want to get into the trucking details
tonight. The hour is getting late and you are tired. But, here is the point, and
I am going to assume maybe a false assumption, that trucks do act as a feeder
line to the railway. If that is so then will you agree with me in a sense that
the branch lines also act as a feeder line to the railway?

Mr. GorDoN: Yes.

Mr. HorNER (Acadia): All right. Here is the way it look to the citizen
who is, shall we say, part shareholder of the C.N.R. He sees the C.N.R. advancing
in the trucking industry and abandoning the branch lines and he just cannot
make those two things jibe because in a sense they are enlarging one feeder
line and doing away with another.

Mr. GorpoN: But, surely that is simple enough; it becomes a question ot
efficiency and which is the most efficient system.

Mr. HOrRNER (Acadia): Yes, this is the very point. We are right back to
where I started.

Mr. Gorbon: God forbid.

Mr. HorNER (Acadia): This may appear funny but it is a serious matter to
the farmers who deliver grain to these branch lines. It costs something of the
order of 9 cents a bushel to haul grain 25 miles or better. Maybe I am wrong
in this assumption but, in my opinion, this figure is approximately correct, of
course depending upon the size of the truck and the condition of the roads,
which would vary this amount. But, here is my point: you have one line of
feeder lines advancing, the other decreasing, and all the ordinary citizen is
hearing is maintain your present feeder lines and enlarge your feeder lines
as much as possible in order to make the Canadian National a paying proposition.
This is what my constituents are hearing in my constituency.

Mr. GorboN: You see, it is part of my thesis. If you had read my Winnipeg
speech—
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Mr. HorNER (Acadia): I did read it.

Mr. Goroon: Then you did not read it right. It is part of my thesis that in
the effort to solve this big problem of what is the most efficient way to move
our grain in the national interest I say that all parties interested must be
considered and there must be a co-ordinated policy in regard to it. Now, it
may well be there will be individual circumstances where a properly rationalized
system of carrying grain would prejudice an individual farmer. It may well
be that an individual farmer may have to carry his grain farther than he does
now, and the question of compensation arises. I have been perfectly willing
to say that in respect of this and other matters there may have to be worked
out some forms of compensation which might apply to the individual farmer,
which might apply to the elevator location or to the owner of the elevator; it
might apply to any number of things. This is part of what I call the co-ordinated
plan, and it is not something that applies to one element in the grain transporta-
tion system.

Mr. HorNER: One further question. I am not asking, and no farmer is
asking, for a daily or regular service to be maintained on the branch line. All
he is asking is that he be accommodated for the shipments of grain from
that point and that those shipments be charged as revenue for that point. Time
and again he finds that the shipments that are instigated at that point are
charged as revenue to the main line, and time and again...

Mr. GorpoN: Where did you find this?

Mr. HorNER (Acadia): In practically any branch line or agency abandon-
ment.

Mr. GorpoN: This is what he believes?

Mr. HorNER (Acadia): This is more or less what is accepted.

Mr. GorpoN: Does he know?

Mr. HorNER (Acadia): No, but he accepts the fact or the fallacy, be it
what you determine it, that the board of transport commissioners assume that
the grain, if point A is closed down, will have to be delivered to point B at the
branch line; but in many cases point B is half way between Canadian National
Railways and Canadian Pacific, and Canadian National does not get all point A
grain.

Mr. Gorpon: And there is a question of duplication of lines involved too.

Mr. HorNER (Acadia): Maybe.

Mr. GorpooN: Let me try to get the formula to which you are referring.
The cost accounting might help.

Mr. HorNErR (Acadia): I will hold my questions until the formula is
presented, which I hope will be tomorrow, and I hope that if any question arises
out of the formula I may be permitted to ask it, though I do not think any
question will arise.

The CHAIRMAN: I know he will not be long.

Mr. Howe (Wellington-Huron): To -get away from branch line abandon-
ment in western Canada, from time to time we have had a problem in branch
line reduction in western Ontario. We sometimes wonder in that area why
there is such a duplication of services when the branch lines are still operating
the full freight service but the L.C.L’s and the express are going by truck.
If there is a reduction in traffic or a reduction in the services, are all the revenues
considered in those situations?

Mr. GOorpON: This is really the same question: What goes into an analysis
of a line when it is abandoned? I repeat what I said before, that all the revenue
attributable to that line is taken into account. There is also the question of
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efficiency. It may very well be in your particular case that it makes sense to
continue a freight operation on the line but that it does not make sense to con-
tinue a passenger service or express if we can do that by other means more
cheaply and more efficiently. It does not necessarily follow that because there
is a line it makes sense to run a passenger train if we can do it in other ways
more efficiently.

Mr. Howe (Wellington-Huron): You are doing it with rail liners these
days.

Mr. GorponN: With rail liners and with buses. We are moving types of
express traffic by truck and so forth. We analyse all that sort of thing to see
what is the best way of doing it in order to meet the requirements of service
as well as considering the cost.

Mr. MAcEwaN: Following along shortly what Mr. Pascoe was asking, Mr.
Chairman, I believe Mr. Gordon stated that there was adequate equipment to
handle the traffic as is, and that if in the future there is increased traffic then,
of course, the equipment will be purchased.

In this regard are you able, Mr. Gordon, to look ahead any farther than,
say, a year in purchasing equipment or are you limited to that having regard to
the traffic on the line?

Mr. GorpoN: No, we try to look ahead as far as reasonable, all things con-
sidered. You will see in regard to our budget when you come to it—by tomorrow
morning before twelve, I hope—which is usually the final item dealt with by
this committee, that we will have various equipment requests. That follows on
a market analysis of what we see in the way of future traffic. That depends on
what our analysis has shown. We have a department that makes a very detailed
analysis of our customers requirements or those whom we may foresee may be
our customers, and there is a great deal of consideration of the equipment we
might be buying. Again, we are not perfect; we can make a forecast and some-
times it does not work out. However, we do make a very detailed market
analysis with our clients and any people we might think might be our clients.

Mr. MacEwaN: You would not put any specific time on that?

Mr. GorpoN: No. If we could see it making any sense, we would look three,
four, five or even ten years ahead, if we could be sure of any particular develop-
ment.

Mr. MAcEwAN: You have heard suggestions, no doubt, during your years
as head of Canadian National Railways that perhaps a five year plan or some-
thing of that order be brought forward because it has been suggested that at
times railway equipment is ordered in a hurry and must be delivered in a
hurry to the railways, and that by such a plan the equipment would be enabled
to be available when necessary.

Mr. Gorbon: Yes, but the point there is that there will always arise unex-
pected things. One can never foresee everything. Of course, so far as equipment
manufacturers are concerned, they would like to have long term orders but any
discussions we have had with them do not show us that there is any advantage
in that respect. If they were ready to work with us on a plan whereby they
would cut their price in terms of future delivery we might talk to them; but
we have never been able to get them to see it in that way.

Mr. MacEwaN: Then, finally, you specially referred to research and to
specialized equipment which you are going into more and more every year.
Does this limit the time period even more than, possibly, it was limited in the
past?

Mr. Gorpon: Yes, and of course there are new technologies being developed
every day. There are methods being followed by industry in regard to trans-
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portation; it is changing all the time. The types of packaging and the methods
of transportation are changing all the time, and we keep closely in touch with
it through our customer research service, which I have mentioned here.

The CHAIRMAN: Gentlemen, may we pass the item of financial review
subject to finishing branch lines tomorrow on development?

Mr. FisHEr: I have one or maybe two questions with regard to the east-
west bridge subsidy.

Mr. Gordon, this has increased by $1.1 million in this year which is on
record here. The total pot actually has not increased to the bridge subsidy.
It is just, I take it, that your share of the $7 million to $7.5 million has gone up?

Mr. GorpoN: It is related entirely to the traffic. It is our portion based on
the traffic.

Mr. FisHer: What I am concerned about is that over this past winter on
several occasions the rates have gone up and the point has been made that it
has been necessary, because of increased traffic, to spread the bridge subsidy
more thinly. Therefore, the effective rate that they have to pay has gone up
for the shippers in our area on several occasions. Nothing can be done about
this, and of course what all these shippers are worried about now is the end
of the bridge subsidy. I want to be perfectly clear that the increase that is
denoted here does not represent a larger bridge subsidy in total.

Mr. GorponN: No, it does not; and I am not familiar at all with the sug-
gestion that the effective rates have gone up. I would have to check the records
on that.

Mr. FisHER: I think your Mr. Smith, who is your Ottawa representative,
would confirm that I have raised this a couple of times in the House of Commons.
It is a fact that certain shippers in the lakehead area and in northwestern
Ontario have been concerned with this and it has been held off. I think the last
postponement after intervention ends this month, and there is considerable
concern about it.

Mr. Gorpon: Are these shipments to which you refer definitely in con-
nection with the east-west bridge subsides?

Mr. FisHER: Yes.

Mr. Gorpon: Are they included in that pool?

Mr. FisHER: Yes.

Mr. Gorpon: I will have to look into my file.

Do you know about it, Mr. Smith?

Mr. WarLTer SmiTH (Canadian National Railways): I am not readily
familiar with the details, but we have the correspondence on this.

Mr. Gorpoon: I will have to look at it; I am not familiar with this.

The CHAIRMAN: May I have a motion to pass the financial review?

Item approved.

The CHAIRMAN: We will now go ahead with development. Do you wish to
proceed this evening, or do you wish the committee to adjourn now?

Mr. Howe (Wellington-Huron): I am sure some of the members of the
committee who are not here would like to ask some questions, and therefore
I think we should adjourn.

Mr. FisHER: I wanted to ask one question connected with research.

Is there someone in your company who devises this apparatus that has been
put on the locomotives which requires the locomotives engineer to touch some-
thing every 20 seconds otherwise an alarm goes off?

Mr. GorpoN: Mr. Demcoe, do you know about this?
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Mr. DEMCOE: It is a gadget called an alerter that is produced by the Vapor
company in the United States.

Mr. FisHER: Did your research people do any work with it at all to deter-
mine what effect this would have on the general well-being of your employees?

Mr. GorpoN: What is its purpose?

Mr. DEmMcoE: We have not done any research work in our research
laboratory, but we have installed it on our locomotives in order to get experience
and see what reaction we will get.

Mr. F1sHER: It is just on an experimental basis, not in service?
Mr. GorpoN: What is the purpose of it?

Mr. DEMcOE: To replace the deadman control eventually. Our enginemen
find considerable difficulty holding their foot on the deadman’s control, and
the idea of the alerter is to replace it, if possible.

Mr. F1sHER: But at the present time you have no intention of putting it into
full service?

Mr. DEMcoE: No, not until it is fully tested.

Mr. GorpoN: The intention is to make it a better means in connection with
a man in relation to the deadman’s control.

Mr. DEMcOE: That is right.
Mr. GorpoNn: This is not an additional gadget.

Mr. FisHER: No, but the people I have talked to, who are working with it,
are no more enamoured of it than the deadman’s control.

Mr. GorpoN: It is the same old story.

Mr. FisHER: I would suggest that it is quite a hardship every 20 seconds to
make a movement over say what could be a five or six hour period otherwise
an alarm would go off in your ear.

Mr. GorooN: I know what you mean. Every 20 seconds I am asked a
question here. I will have a look at this. You can rest assured it will not go in
until it is thoroughly tested and until we are satisfied it does not impose a greater
burden on the people.

Mr. LacHaNce: Would it be possible to get the formula supplied tomorrow
to all the members of the committee?

Mr. GorpoN: I am not sure. I am not sure if I can get it between today and
tomorrow morning.

The CHAIRMAN: We are not meeting tomorrow morning. We have a caucus.
Mr. Gorpon: What is a caucus?

The CHAIRMAN: It is something like this. Everybody disagrees. The meeting
is adjourned.

The committee adjourned.
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WEDNESDAY, June 17, 1964.

(Text)

The CHAIRMAN: Order. Last night when we adjourned we were dealing
with the item headed “Development” appearing on page 4.

Mr. HOrNER (Acadia): Mr. Chairman, I wonder whether Mr. Gordon was
able to bring with him today an application or form which is used to appraise
branch lines in determining whether or not they are paying units?

Mr. DoNALD GORDON (President of the Canadian National Railways):
Yes.

First of all, Mr. Chairman, I should like to take advantage of the opening
of this meeting to say that I have now had a number of copies made of my
speech in Winnipeg on September 26, 1962, in which I outlined a sort of view-
point that the Canadian National held in respect of this whole grain moving
situation. I have enough copies now to make them available to each member
of the committee if you would like to have them.

I should like to suggest, if you are agreeable, that the committee might
consider it suitable to attach this as an appendix to the proceedings of today
as a matter of record because while I said rather facetiously that this was
entirely my own speech I want to say now along with that, that while it is
my speech, nevertheless it was very carefully edited and gone over by the
C.N.R. officials who are thoroughly familiar with the practices and methods
of handling the grain in the west, so that it does represent the Canadian
National policy outlook and would, I think, be useful for this purpose.

The CHAIRMAN: Is it the wish of the committee that this document be
appended to the minutes and evidence?

Some hon. MEMBERS: Agreed.

Mr. GorboN: Secondly, I have been able to get hold of a form which covers
what I had in mind. Before mentioning it I should just like to make this brief
comment.

It should be remembered when we are discussing this matter of branch
line abandonments that the question of branch line deficits was only one of a
number of questions, of course, that were dealt with by the Royal Commission

on Transportation in considering all aspects of what has been referred to as
a railway problem.

There was the royal commission itself, of course, which had a staff of
very high quality experts and, in addition to that, the various people that
appeared before the commission, not only the railway people themselves,
but people from the provinces and, indeed, any one interested at all, when we
prepared and submitted a brief to the commission, they also had their own
experts so that the evidence which was produced before the commission is of
very high quality indeed, and it is on the basis of that evidence therein pro-
duced that the commission made its recommendations. In our case the costing
procedures had been defined and improved to a very great degree and the
railways were successful in having the commission accept our costing proce-
dures in regard to all of our items under discussion, not only branch lines
but questions of grain payments, various subsidies, passenger deficits and so
forth. So there is a very thorough analysis made by the commission in the
course of its hearings, which went on as you will remember not only week
after week, month after month but finally year after year. There were about
two years of exhaustive inquiry by the commission which took place during
hearings all across Canada.
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With that brief statement I should like to say that I have the form that
I had in mind when we broke off last night. In looking it over I can confirm
quite definitely what I told you in regard to the manner in which we approach
this question of submitting to the Board of Transport the particulars that they
require when we file applications and, therefore, the branch line is credited
in full with all revenues which originate or arise out of traffic originating or
terminating on the branch line under the headings of “freight-carload, freight-
L.C.L.; express; passenger; communication and miscellaneous”. The total
amount of revenue accruing in respect of transportation in Canada covering
the originating or terminating traffic is credited to the branch line.

Then against cost against the system, or variable costs as we call them,
we charge the total cost of the branch line itself and the variable cost of
handling the traffic on the rest of the journey which, of course, would be on
the main line.

This form I have before me is a summary in accordance with an agreement
that we reached with the Board of Transport regarding the manner in which
these various statistical figures would be broken down in making the applica-
tions to which I referred. This document runs into quite a number of pages.
It covers, generally speaking, the historical background, and the general condi-
tions under which the railway line was built are summarized for the benefit
of the Board of Transport itself. Then, under another heading, we deal with
the present condition of the railway line; what is its main condition, its physical
condition and what have we been doing over the years in the manner of up-
keep and so forth, and we bring that into a summary of the conditions of the
line today. Then we deal under a heading with train service giving the actual
trains that are operating on the branch line, explaining in a summary again
what services seem to be justified.

We again deal under a heading with highway service where we point out
what alternative service is available in the particular area assuming that the
line were abandoned.

We then give a detailed analysis of the number of inbound and outbound
carload traffic, and so forth, and a general analysis of traffic of all kinds which,
as I said before, is summarized in that paragraph.

We have another paragraph in which we deal with the effect on railroad
employees; what would happen in regard to the rearrangement affecting the
actual employees that have been employed on the branch line operation.

Then we deal under another heading with impending capital expenditures,
and we indicate under this heading what would be necessary in order to
continue the line.

Then we have another summary under the heading of “operating results,”
covering the operating results for the line for the year in which we are making
the application. That is drawn down to a demonstration, therefore, that would
be, with the abandonment of the line, a justification arising out of the annual
long term betterment so far as the railway is concerned.

When this information is placed before the board and an application is
going to be heard, and you will remember what I said yesterday, that there
is an arrangement right now by which applications are held up temporarily
until the MacPherson report legislation is dealt with, and I am referring only
to the Western Canada applications because there are other branch line aban-
donments, of course, elsewhere that are proceeding. A copy of all this informa-
tion is sent to all the interested parties which the board feels have an interest
in regard to the line and any person may, if he wishes, ask for the information
or appear before the board at a hearing that may be held in respect of that
particular abandonment.
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I think that is about all I need to say in that regard unless there is any
further particular you would like me to cover.

Mr. HOorNER (Acadia): Mr. Gordon, would you have any objections to
making this document you have been referring to an appendix to the committee
proceedings?

Mr. Gorpon: I have no objection except it is an awkward sort of thing.

Mr. HORNER (Acadia): It would give us something to examine.

Mr. Goroon: This is, as I say, a hypothetical case since I would not want
to put on the record individual cases becauses at this time these are not yet
being heard and I do not want to take an actual case. To the extent that the
reporters can take care of this document I will be glad to put it on the table
and let them handle it. I do not know how they can reproduce this sort of
document.

Mr. KorcHINSKI: I think they can reproduce that sort of document and
I think it would be very helpful information if and when committees are set
up throughout the country, because individuals will be able to understand what
you have said.

Mr. Gorpon: I have no objection and would be very happy, if it would be
helpful to you, to let you have this copy so that you can make copies of it.
You must remember this is a hypothetical case and the first line reads:

The line from Fictituous to Convention, Saskatchewan,—

Mr. KorcHINSKI: Those are probably the only two branch lines that will
exist after you are through.

The Cramrman: Is it the wish of the committee to insert this fictitious
document in the minutes and evidence?

Some hon. MEMBERS: Agreed.

Mr. Gorpon: I am anxious to get the document back, by the way, and
would the reporters see that we get it back? That is the only copy we have right
now.

Mr. MacponaLp: Mr. Gordon, a passing reference was made yesterday to
the techniques of transporting solids by way of solutions through pipe lines.
Have your research people been doing any research along this particular line?

Mr. GorpnoN: Yes. We have been carrying out a good deal of examination
in this regard. I think I have a note here in my papers in this respect. I will
just see whether I can find it or not.

Mr. PRITTIE: Mr. Chairman, while Mr. Gordon is looking for that note
could we perhaps deal at the moment with the one subject under the heading
“Development” on pages 4, 5 and 6?

The CHATRMAN: We are dealing with research first.

Mr. PrrTTiE: I see, we are still dealing with research?

Mr. Gorpon: We have been watching this development with great interest
and we have established that between one eighth and one quarter of the
company’s annual revenue is derived from transporting products which may be
handled by pipe lines in the future. This is our appraisal of what is involved.
We have then, therefore, been doing a lot of research work in respect of the
technology of solids in pipe lines. We intend, and I speak subject to all the
qualifications that go with making a forecast about the future, to enter the
field of pipe line solids when the conditions warrant and to compete for traffic
in areas that can be economically developed by means of this new mode of
transportation and to get approved the technical developments to undertake
such research as we require. We have been particularly interested at the moment
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in concentrating our attention on handling commodities such as ores or various
types of ores, coal and wood chips in pipe lines and the technology of it is now
fairly well advanced. We are keeping in close touch with such institutions as
the research council of Alberta, the national research council, the pulp and
paper institute, the Colorado school of mines, and a laboratory in France also

that is doing some work in this field and we are in close contact with them
as well.

We do not see a very early situation in that respect. There is another wide
field of research that needs to be looked into very definitely and that is the
legal and jurisdictional aspects of the operation of pipe lines, which raises
questions which may require new policies and legislation by the parliament
or provinces of Canada.

Mr. MacponALD: That touches upon my second question, Mr. Gordon. Are
your corporate powers not sufficient now to operate a pipe line either or this
kind or of another kind?

Mr. GornoN: We are in doubt about it. It may well be that special legislation
will be required.
That, as I say, is part of the research that we are carrying out.

(Translation)

Mr. BEAULE: In the case of research on buildings, I do not know whether
the English and the French reports are alike?

The CHAIRMAN: Real estate comes later.

Mr. BEAULE: I beg your pardon?

The CHAIRMAN: We shall call Real Estate later, page 7.

Mr. BEAULE: Good.

(Text)

The CHaRMAN: Have we concluded our discussion in respect of the para-
graph headed “Research”?

Some hon. MEMBERS: Agreed.

The CHAIRMAN: We will now consider the paragraph headed “Branch
Lines” under the general section headed “Development”.

(Translation)

Mr. BEAULE: Mr. Chairman, I will now . . .
The CHAIRMAN: Yes, Mr. Beaulé.

Mr. BEauLE: I would like to ask Mr. Gordon to tell us why the project of
building a railroad line from Gaspé to Ste Anne des Monts was abandoned?

(Text)

Mr. GorpoN: That is a matter of government policy. I think only the
minister can appropriately answer that question.

Mr. Prir1ie: I should like to ask a question in respect of real estate.

The CHAIRMAN: We are now dealing with the branch lines paragraph.
Have we concluded our consideration of that subject?

Some hon. MEMBERS: Agreed.

The CHAIRMAN: We will now move to a consideration of the real estate
paragraph.

Mr. PrirriE: I should like to ask one or two questions about things of a
local interest to the Vancouver area.
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Mr. Gordon, last year you were asked questions about the Canadian
National steamship dock at Vancouver and you answered at the time that you
could find a use for it in respect of the railways. Has there been any further
development in that regard?

Mr. GorpoN: There has been nothing new since I last spoke to this com-
mittee which is only a matter of six months. There is no new development as
far as I know. I am going to be in Vancouver next week and that is one of the
subjects I intend to look into.

Mr. PritTIE: I have one further question which has to do with the one
steamship operating on the west coast. I do not see any other heading under
which I should ask this question so I will ask it now.

Mr. Gordon, I asked you last year whether the company contemplated
getting an additional steamer for the coastal trade which was proving profitable
now. Mr. Gordon, at that time you said the trade was picking up and paying
but you did not think it was worth while to purchase any additional steamers.
I am just expressing an opinion now, but it seems to me this is a very worth-
while trade and if it were extended in the future, particularly as the population
of the coast cities in Canada and the United States, and especially in California,
grows the company will lose business here if it does not make some move in
that direction. I offer the further view that this trade requires some type of
vessel which could operate on the Alaskan trade in the summer time and the

Hawaiian trade in the winter time. I think that might prove to be a more
economical operation.

Mr. GorpoN: Thank you. I will keep your opinion in mind. This involves
a matter of business judgment and this again will be considered. That matter
will be under discussion in the near future.

(Translation)

Mr. BEAULE: Mr, Chairman, would Mr. Gordon tell us whether he is giving
any consideration to the possibility of building an up-to-date plant for servicing
engines and freight cars at Sainte Foy in order to combine the Charny and
Limoilou plants because the repair plants which are presently in Quebec City
and Charny are obsolete with regard to diesel locomotives.

(Text)
Mr. GorboN: Perhaps Mr. Demcoe could answer that question. Would you
care to take that one?

Mr. J. W. DEMCOE (Vice President, Transportation and Maintenapce,
Canadian National Railways): No, up to the present time, we have not given

any consideration to changing the location of the shops in the Quebec-Levis
area.

(Translation)

Mr. BEAULE: Do you envisage the possibility of building a station at Sainte

Foy in view of the new service between Quebec and Montreal on the South
Shore?

(Text)

Mr. GorooN: Well, we have a station there.

Mr. DEMcOE: Yes, a brand new one.

Mr. GorpoN: We have a brand new one. Have you not been there lately?
(Translation)

M. BEAULE: Does the new train stop at Sainte Foy?
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(Text)

Mr. GorboN: Yes, it does indeed. The running time for the new train is
2 hours and 45 minutes between Montreal proper and Ste. Foy. We want Ste.
Foy to be regarded as the main stopping place because of the time factor.
The train does go on through to the Palais Royal station but it takes half
an hour to get there. In the inaugural run which we made last week we had
a full load, mostly made up of members of the Chambre de Commerce and
I was interested to learn that 80 per cent or more of those who were on that
train came to Ste. Foy by preference, parked their cars there and boarded
the train there. So, I am hoping that Ste. Foy will be the terminal for most
people.

(Translation)

Mr. BeauLE: Do you forsee the possibility of building a union station so
that the Palais station at Quebec could be removed and this would neces-
sarily eliminate the movement of trains in and out...

(Text)

Mr. Gorpon: I am sorry but I missed your first few words. Would you
say it again.

(Translation)

Mr. BeauLE: Do you forsee the possibility of having a station, a pool
station for the Canadian Pacific and the Canadian National, for trains going
in and out of Quebec, which would eliminate train traffic through the city
where we have the problem of level crossings?

(Text)

Mr. Gorpon: Well, that is a question that has been hanging fire for many
years, and it is a very difficult and costly thing to contemplate. As far as I
know at the moment, the answer to your question is no, we do not have it
actively in mind. Of course, it would affect the C.P.R. a great deal more than
it would us.

Mr. HorNER (Acadia): Mr. Gordon, in respect of real estate I notice that
a 26-storey building is going to be built in Edmonton and, I take it from this
paragraph, it is going to be built by private interests.

Mr. GorpoN: Oh yes. This is typical of the kind of thing we are doing.
The way we are trying to handle it is that at points where we have available
property, which may take the form of what we call aerial rights over our
tracks, we try to encourage a local promoter to rent the space on a ground
rent basis from us, and they provide the capital for the erection of the building.
In most cases we give them encouragement in that respect because we, in turn,
enter into a lease with them in regard to our own requirements. So, very often
he gets enough from us in the first instance in the way of rent to justify his
basic risk. But we do not put any money into it.

Mr. HorNER (Acadia): It is being built on railroad property though.

Mr. GorponN: Yes.

Mr. HorNER (Acadia): Of course, this is a policy decision, I suppose, which
has been taken, namely that private interests should build it; but, it seems
to be the wrong decision. I think that you are going to have to substantiate the
construction of the building by renting it. Why would it not be better for the
Canadian National to build it themselves on their own property? You are
going to be the major renters, I take it.

Mr. Gorpon: May I ask you how recently you have been in Montreal?
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Mr. HorNER (Acadia): Oh, about a year.

Mr. GorooN: Do you remember the Place Ville Marie building?
Mr. HOorRNER (Acadia): No.

Mr. GorboN: The huge building? The Royal Bank building?
Mr. HORNER (Acadia): Yes.

Mr. GorpoN: That building was estimated to cost about $80 million. When
it was finally finished I understand that Mr. Zeckendorf of Webb and Knapp
Company Limited found it cost him about $120 million. You may have seen
from recent information in the newspaper that the Zeckendorf interests are in
deep trouble in regard to their own financial position. Now, when we make
an agreement with a promoter he takes the capital risk and the rental which
we pay is a market rental and a market rental only. We do not encourage the
promoter by any form of subsidy in respect of rent; we pay the going market
price for the rent and it is on that basis. We are able sometimes to encourage
a promoter to take the entrepreneur risk that goes with this development. We
do not believe the Canadian National should enter the real estate business.

Mr. HorNER (Acadia): Well, you are into it in a big way now.

Mr. GorpoN: We have been in the past but largely in connection, I think,
with our own buildings. We have not erected buildings, generally speaking,
which have been over built above and beyond our own requirements.

Mr. HORNER (Acadia): What part of the 26-storey building to be built in
Edmonton will be rented by the C.N.R.? What would be the percentage?

Mr. GorpoN: Have you the particulars there, Mr. Demcoe?
Mr. DEmMcoE: No, I have not.

Mr. GoroonN: We have the square footage but I am unable to relate that
to the total. The Canadian National is interested in leasing approximately
70,000 square feet of space for regional and area headquarters and 16,000
square feet of space for the necessary railway facilities. I am trying to find out
what it is in terms of the total building. It ought to be here but it is not.

Mr. HorNER (Acadia): Could you give the committee some idea in this
connection?

Mr. Gorpoon: I should have this information here. Of course, I can tell you
there are many other things in the building. The first three upper floors of
the building will be used as a parkade. It will have a ground floor shopping
arcade which will be developed along its full wall and will contain stores, banks
and other facilities. It will be of interest to you to know on the basis of our
giving up space which we now rent in the city and consolidating it in this area
in the new buildings, we figure our net advantage in rent is about $26,800 a
year, which we are better off by consolidating it in this building.

Mr. HORNER (Acadia): What are you prepared to pay, about $4 a square
foot for the renting of this new building? I have just taken that figure off the
top of my head.

Mr. Gorpon: I have not that figure here but I can easily get it for you.

Mr. BRowN: Top secret.

Mr. Gorpon: I will have to get that information for you. I do not know

why we would not have it because it is such an obvious thing. I wou:ld have to
inquire about that. I have forgotten the percentage of the building.

Mr. HORNER (Acadia): I would suspect—and correct me if I am wrong—
that you would be renting about three quarters of it.
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Mr. GorboN: Oh, no, I would not think so. But, even if we were it would
still be all right. My recollection is that I would be surprised if we went beyond
18 to 20 per cent. I would be surprised if it is more than that. But, as I say,
I can get that figure.

Mr. HorRNER (Acadia): Why would you specify then that it would have
to be a 26-storey building?

Mr. GorpoN: We did not specify it; that is up to the private enterpriser
who is building it. It is not our specification.

Mr. HOorRNER (Acadia): You are giving him the land.
Mr. GorboN: No, we are renting it to him.

Mr. PriTTIE: What is the extent of the lease? Would it not be a long term
lease?

Mr. GorpoN: I have not the exact number of years.

Mr. HOoRNER (Acadia): Say, it is a 20 or 40 year lease. At the end of the
term of that lease what happens to the building if it is still on Canadian
National land?

Mr. GorpoN: There would be a provision for renegotiation of rent subject
to an arbitration clause in case of disagreement.

Mr. PrrrTiE: The normal practice at the end of a long lease period—and
I imagine this is a long term lease—is that it goes to the owner of the land.

Mr. Gorpon: No. That is an emphyteutic lease to which you are referring
and that is usually a 99 year lease, at the end of which time the building goes
back to the owner of the land. And, in the meantime, the user of the property
has all the rights of ownership. It is not necessarily the case and I cannot
remember whether this one is or is not. But, I am quite satisfied it is a very
good business arrangement from our own point of view.

Mr. HOoRNER (Acadia): And, I presume, the same story would apply in

the case of the 28-storey building which is being built in Montreal? Is this a
similar deal?

Mr. Gorbon: Yes, That is the one between the International Aviation
Building and the hotel there. That is the same kind of a deal.

You will note that we talk about the development of the aerial rights over
the railroad tracks in the Lagauchetiére street area. Following advertisements
placed in the papers we recently entered into an arrangement with Concordia
Estates in respect of a huge development to be undertaken there. The total
aerial rights consist of a 233,000 square foot block of land under a 99 year
lease. The proposal contemplates the construction of a massive 12-storey
building of approximately 2 million square feet for the purpose of a trade and
merchandising centre, including convention facilities, office space, parking,
hotel facilities at the top, and so on. That is now actively in the course of dis-
cussion and we made the deal to the extent of their agreeing to take the
ground space on a ground rental basis. We have not yet worked out our deal
as to whether or not we will take any space in that because there has been
no discussion in that respect yet.

Mr. LLoyp: On the same subject, Mr. Gordon, taking Edmonton, Alberta,
as an illustration, your report states that agreement was reached with private
interests for the construction of a 26-storey building to house commercial
offices and a passenger station. Perhaps you already have answered the question
but I have to go over the ground in order to obtain the information I require
without offering any opinions which, I understand, according to the press, you
do not believe in. In this particular instance how did you begin the process of
this development?
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Mr. GorpoN: We advertised that we had space available and invited
proposals. Now, we cannot make specifications, we simply let the promoters
whom we felt might be interested, know that the space was available and we
invited ideas or proposals. Then, we select from the proposals received
the one that seems to be most advantageous.

Mr. Lroyp: How many proposals did you receive?
Mr. GorpoN: We did not receive more than, I think, two in this particular

Mr. Lroyp: Did you say two proposals?
Mr. GorbonN: Yes, I think so.

Mr. Lroyp: And, in this case—I think the question already has been asked,
and I am sorry if it has been, but I would like to refresh my memory in this
respect—did you lease the land in the case of the Edmonton development?

Mr. GorpoN: Yes, it is on a long lease basis.
Mr. Lroyp: For how long?

Mr. GorooN: I do not remember, and that is what I said. I have not that
particular. But, it would be long, a minimum of 40 years. However, I would
have to check on it in order to be definite.

Mr. Lroyp: At the end of the lease term is it subject to renegotiation?

Mr. GorpON: Probably, but I have not the particulars of the lease. I do not
remember at the moment but it probably would be on the basis of a renewal
of the lease subject to an arbitration clause in case of disagreement.

Mr. Lroyp: Is there some final period of time when the renewals are
no longer at the option of the lessee?

Mr. GorpboN: Yes, there would be a closing date.

Mr. Lroyp: In the case of Edmonton, did you provide for the return of
the property to the railway? Or is it abandoned to the high sea?

Mr. Gorboon: That I cannot remember. It depends on what form of lease
we have.

Mr. Lroyp: That is highly informative, I must say.
Mr. GorponN: Mr. Lloyd, I take exception to that comment. I am doing
my best to give the committee the knowledge I have.

Mr. Lroyp: I would suggest that you answer the questions. If you cannot
answer them—

Mr. Gorpbon: I have been answering the questions and—
Mr. Lroyp: The record will speak for itself.
Mr. GorboN: Perhaps you can refrain from your comments.

Mr. LLoyp: I was not going to mention this, Mr. Chairman, but in today’s
press there is a report of a statement made by Mr. Gordon, who said:

I am not prepared to accept your interpretation of anything.
Mr. Chairman, I am not making interpretations; I am looking for information.

If Mr. Gordon does not know, he can get the information and provide it to the
committee.

May I proceed with my question? The pedantic antics may be eliminated,
Mr. Gordon. I understand you would naturally not recall all the details.

Mr. Goroon: Isn’t that amazing?

Mr. Lroyp: Do you recall any leasehold agreements?

Mr. GorpoN: Yes, and I also recall the ten commandments and some
sections of the Bible too.

Mr. Lroyp: Is it the practice of the railway generally to lease out land with
the property being returned to the railway at the end of the leased term?
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Mr. GorpoN: It depends entirely upon the circumstances of the deal.

Mr. Lroyp: Have you had any deals, Mr. Gordon, in which the land is not
to be returned to the railway?

Mr. GorboN: Not that I recollect.

Mr. LLoyp: Do you have any agreements under leasehold arrangements
whereby the land is returned to the owner, to the lessee, or held or abandoned
to the lessee?

Mr. Gorpon: I do not recall and I do not make a practice of memorizing
the details of leases that we enter into.

Mr. LLoyp: Do you recall the general policy of your railway system, Mr.
Gordon?

Mr. GorpoNn: I do.

Mr. Lroyp: Which of these general policies do you follow, or do you
follow both of them?

Mr. GorpoNn: It depends upon the location; it depends upon the particular

‘." area. The circumstances, for example, in Quebec are quite different legally

and otherwise from the circumstances in the rest of the provinces.

Mr. Lroyp: Because of a particular type of lease?

Mr. GORDON: Yes.

Mr. Lroyp: I believe you used a—

Mr. GOrRDON: There is a lease called an emphyteutic lease—and I hasten
to assure you that I do not know how to spell the word, but I can find out.
It provides usually for a 99 year lease term.

Mr. LLoyp: So you cannot inform this committee, which, by the way—

Mr. GorbonN: Yes I can.

Mr. LLoyp: —is the main committee responsible to parliament and to
which your corporation is accountable, though it is true through a minister but
in practice through this committee—

Mr. GorooN: I do not need any lecture from you about my duties.

Mr. Lroyp: I am not giving you any lecture.

The CHAIRMAN: Order, Mr. Lloyd. Would it not be much better at this
stage if you were to ask Mr. Gordon whether he can get this information for
the committee tomorrow? I am sure it is information which is available, and
if the witness does not recall at the present time, surely he should so state and,
at the same time, state that tomorrow he can give us that information. Is that
no so?

Mr. Gorpon: If the information is reasonable I will try to get it, but it is

quite impossible for me to remember details of leases all over the country. If
- you will tell me what the specific question is, without gratuitous comment, I
will try to get the information.
- Mr. LLoyp: I am refraining now from gratuitous comment but we are
. hearing gratuitous comment from the witness. I am restraining myself on this
matter. Again, reverting to the type of question with regard to the 24 acres of
property in downtown Saskatoon, proposals were invited in 1963 for his 24
acres. How many proposals did you receive?

Mr. GorpooN: I would have to look up my file on that.

. Mr. Lroyp: Earlier, general agreement, the report said, had been reached
~ with the city for the ultimate use of the property. What were the principal
elements of that agreement, Mr. Gordon?

Mr. GorpoN: I would have to look up my file on that.

Mr. LrLoyp: The report goes on to say that the C.N. plan involves moving
almost all of its facilities to Chappell on the southwestern outskirts of the city
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where a new freight yard, passenger station and the like are being built. Do
you recall anything about the nature of this development in Saskatoon?

Mr., GorpoN: Yes, it was a very large development involving a greau
number of complex arrangements with the city.

Mr. Lroyp: In that particular case the land title was held by the railway
or transferred to the city?

Mr. Gorpon: It involved a rearrangement of our facilities in collaboration
with the planning authorities of the city.

Mr, Lroyp: Did you provide for holding the land in your own title, the title
of the railway, or did you transfer this?

Mr. GorpoN: I do not remember.

Mr. Lroyp: To come back again, when a property is developed on leased
land do you make provision for the payment of moneys, taxes, by the developer?

Mr. GorpoN: I would have to look up the file and see the details.

Mr. Lroyp: You do not know the answer to that? You do not know the
general practice?

Mr. GorpoN: I know the general practice well enough but it varies from
point to point. Each deal is a separate deal and is guided by the details of that
particular situation.

Mr. LLoyp: Let us come to Montreal and see if you can recall anything
about that. You had the figures of cost a little while ago and I assume you
remember some of the details. In Montreal, work will begin in 1964 on a 28
story commercial office building east of the Queen Elizabeth hotel on Dorchester
Boulevard; and being built by private interests is another project. What was
the procedure in this case to discover a developer?

Mr. Gorpon: It was advertised and we received several proposals, and we
chose the one that we thought suited the purpose best.

Mr, Lroyp: Do you recall how many proposals you received?

Mr. Gorpon: I would think about three.

Mr. Lroyp: In this particular case, is the land leased?

Mr. Gorpon: The land is leased, yes.

Mr. LLoyp: You do not recall the terms, I gather.

Mr. Goroon: No, it was an emphyteutic lease, as I recall it.

Mr. Lroyp: What happens to the land site in this particular case? Is it
returned to the railway at the expiration of the lease?

Mr. GorpoN: I have already explained what an emphyteutic lease means in
the province of Quebec.

Mr. Lroyp: What criteria do you use for evaluating terms of a lease?

Mr. GorpoN: Good business judgment.

Mr. LrLoyp: Good business judgment?

Mr. GorpoN: Good business judgment, yes.

Mr. Lroyp: And, I presume, by this you mean that you have an appraiser’s
valuation of the land and you use this as one of your yardsticks?

Mr. GorboN: We have a development department which is competently
staffed, and all these questions are looked into by them. The recommendations
come forward to me from the appropriate officials in regard to the details.

Mr. LLoyp: So you cannot advise the committee on the specific details
without reference to your staff? That is what you are saying?

Mr. Gorbon: No, that is not what I am saying.
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Mr. Lryop: What did you say?

Mr. Gorpon: I said what I said. The Hansard record will show it.
Mr. LLoyp: You have just said that you had competent staff.

Mr. Goroon: That is right.

Mr. Lroyp: And I have asked several specific questions and either you did
not care to give the answer or—

Mr. Gorpon: I have given you the answer but you do not care to hear it.

Mr. LLoyp: You have given beautiful generalities but not specific answers.
I am trying to find out what is the practice of the railway with respect to
disposal of the property and with respect to sale by lease.

Mr. Gorpon: I have told you four or five times about the general practice
but you keep wanting to put some twist to it in order to try to discredit me
in some way.

Mr. Lroyp: I have no desire to try to discredit you in any way.

Mr. Gorpbon: If you have not, you appear to be trying to.

Mr. Lroyp: I am asking questions and I would you to be specific if you can,
but if you cannot be specific you can say that you will try to get the information.

Mr. GorpoN: Let me try to repeat: Where we have property and particularly
where we have aerial rights—that is, the use of property over our track—we
try to develop it by enlisting interest on the part of promoters who are willing
to erect buildings over particular parts of our line on a basis that they will
pay us a ground rent for the use of the property; and that ground rent takes
the form of a lease for certain periods of years. All the necessary precautions
in that respect are taken when the deal is made. It happens on occasion that
in some of the buildings we might rent some of the space ourselves, but it is
not then necessarily part of the deal; it will depend upon the circumstances.
However, the construction of the building is purely a promoter’s risk. It is a
private enterprise risk, and if the promoter makes money on it, so much the
better. In the meantime, we have utilized property which is otherwise lying
idle.

In some other cases we work in collaboration with the city authorities and
the planning authorities. It may be that there will be rearrangement of
property, a rearrangement of trackage, and collaboration with the planning
authority so they can plan their traffic facilities, and so forth. However, all of
these deals are intricate and have to be worked out very carefully.

Mr. Lroyp: So your development department advises you in connection
with the details of these proposals?

Mr. Gorpon: Yes, of course.

Mr. LLoyp: And then they made a recommendation through appropriate
staff people which eventually reaches your desk where, I presume, it is reviewed.
Then who makes the final decision?

Mr. GorpoN: The board of directors.
Mr. LrLoyp: The board of directors of the railway?
Mr. Gorpon: Yes.

Mr. LrLoyp: Is any reference made to the Minister of Transport on such
matters?

Mr. Gorpon: No.
Mr. Lroyp: You have the final decision and it rests in your hands?
Mr. Gorpon: It is a matter for management.

Mr. Lroyp: It is a matter for management to decide what shall be the terms
of the lease or the sale price of the land?
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Mr. GorpoN: That is right.

Mr. Lroyp: Have you sold freehold titles of land in any of these develop-
ments?

Mr. GorboNn: No, but again I would have to check on that. You are getting
into legal terms and matters which I would have to refer to our legal depart-
ment.

Mr. Lroyp: What legal terms?

Mr. GorboN: The question of freehold land has a legal connotation that
needs to be examined.

Mr. Lroyp: Well, have you sold any land which the railway company owns
to any private persons, transferring the title to them?

Mr. Gorpon: Oh, yes.

Mr. Lroyp: That is what I meant by freehold.

Mr. VAUGHAN: I thought you meant in these developments.

Mr. Lroyp: I am not a lawyer but I can find ordinary common language
which describes the situation.

Mr. Gorpon: Well, we sell land all the time and have done so for years.

Mr. Lroyp: What is your practice in regard to the sale of such land?

Mr. Goroon: To get the best price we can for it.

Mr. Lroyp: How do you go about ensuring you get the best price? What
steps do you take?

Mr. GorpoN: We have a real estate department which is competently staffed
and which makes an appraisal of the value of the land, and in some cases we
employ outside consultants to give us an appraisal; and, generally speaking,
we do what any prudent businessman would do in the disposal of property of
that kind. We have another factor that we keep in mind in regard to the inter-
ests of the railway, and that is when we sell land we try, as far as it may be
possible, to get people on the land who might be traffic producers for the
railway.

Mr. Lroyp: So there have been cases where you may have been offered
more for land, but the developments indicated on the site may not have been
in the best interests of the railway.

Mr. GorpoNn: Absolutely no. You draw inferences from my statement which
are completely unjustifiable.

Mr. Lroyp: Mr. Chairman, the witness seems to be determined to distract
attention from my line of questioning. If anyone is broadly interpreting, I think
it is the witness.

Mr. GorboN: Your last question was not a question at all; it was a state-
ment. You said: So it follows from that that you are doing thus and so. That is
not a question; it is a statement.

Mr. Lroyp: We can be very precise. Have you sold any land of Canadian
National Railways with a freehold title to the land in the last year, or the year
under review in this report, 1963?

Mr. GorpoN: Not to my knowledge.

Mr. Lroyp: You sold no freehold land?

Mr. Gorpon: I did not say that. At least, I misunderstood your question
again. I said earlier that we have sold land and do sell land.

Mr. Lroyp: Did you sell any in 1963?
Mr. Gorpon: I would imagine we did, but I do not know the details.

Mr. Lroyp: Would it be possible for you to supply the details to this com-
mittee?
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Mr. GORDON: Yes.

Mr. LLoyp: How long will it take you to get that information?

Mr. GorpoN: I do not know.

Mr. LrLoyp: Is there any reasonable objection to providing the committee
with these transactions?

Mr. GorpoN: None at all.

Mr. LLoyp: And you will be willing to supply that information?

Mr. Gorbon: It will depend again upon the circumstances. I want to see
what the circumstances are before I commit myself.

Mr. Lroyp: In other words?

Mr. GorpoN: Yes, in other words.

Mr. Lroyp: What kind of consideration would stop you from giving us
this information, Mr. Gordon?

Mr. Gorpon: The kind of consideration that I might be divulging informa-
tion which pertains to another person’s business. We enter into transactions,
just as any business does, with other people. The other people concerned may
not be willing, or may not like me to divulge what their business plans are
and what they are doing. Therefore, I would respect their wishes in confidence;
otherwise, it would militate against us in doing business at all.

Mr. LLoyp: You feel there might be some cases where it is not in the
public interest to provide such information?

Mr. GorbpoN: It would be, yes.

Mr. LLoyp: And you establish yourself as the sole judge in that case?

Mr. GorpoN: No, I did not say that.

Mr. Lroyp: Then, why can we not get this information from you?

Mr. GorboN: The other party might object to having his business spread
on the records of this committee. I think it is a reasonable thing that we should
respect the confidence of the people we do business with; otherwise it would
militate against the best interest of the Canadian National Railways.

Mr. LLoyp: So we cannot obtain under this section any information other
than the fact that you have conveyed some real estate under lease, and you
cannot give us any specific details of the transactions.

Mr. GorpoN: If you have any particular transaction in mind, I would
like you to state it.

Mr. Lroyp: I would like to have the details of the Alberta agreement, the
agreement with respect to Saskatoon, and the agreement with respect to the
Montreal 28-storey commercial building. I would like this information for the
committee.

Mr. GorpoN: The Montreal complex would cover a file about “that high”.

Mr. Lroyp: This is not directed to Mr. Gordon. It was the practice in the
United States when a civil servant was questioned—I do not say it necessarily
applies here, but it is an interesting observation—that when he wanted to deter
the questioner, he would drive to his office, load up a truck, and drive back
with the contents and say “There is your answer’”. I am not asking for that
kind of answer here. All I am asking for are the general details of the
transactions.

Mr. GrEGOIRE: What are general details?

Mr. Lroyp: Oh, what were the terms and conditions of the leases, how long
were the terms of the leases, what were the ground rents involved, and the
like.

Mr. GorponN: I cannot tell you what is involved in trying to answer a
question of that kind. Therefore, I cannot commit myself and say that I can
obtain it today, or tomorrow. I do not know.
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Mr. Lroyp: That happens every day in the house. We accept it that there
must be some reservation on your part.

Mr. Gorpon: If you will leave the question with me I shall endeavour to
answer it to the best of my ability, and if my answer is acceptable to the
committee, perhaps it might be incorporated in the evidence later on.

Mr. Lroyp: Thank you. I would like you to do so. I would like to have
information with regard to these particular transactions, the general conditions
of the leases, whether or not the property is to be returned to the railway at
the expiration of the leases, or to continue to be held by the lessee under
freehold title or not. I would like to know what the position is with respect
to tax payments to the local municipalities, and I would like to know the
details of the bids for any freehold sales that may have been involved in
these transactions.

Mr. GorpoN: Well, as soon as I can get from Hansard exactly what you are
asking for, I shall have it examined by our officers.

Mr. PascoE: My questions were in regard to redevelopment, but I shall
skip them now in the light of what has gone on. However, has the work started
now on the Saskatoon development?

Mr. Gorpoon: I believe so. There was a very detailed press release made
by the railway and by the city at the time the transaction was consummated.
I do not happen to have it here, but I am sure that a look at that press release
would cover most of the things you may have in mind. I will see if I can put
my hand on it.

Mr. PascoE: That is all the questioning I have.

(Translation)

Mr. GREGOIRE: I would like to know whether the Canadian National—I
would like to know whether the CNR are planning for the development
mentioned here, in the town of Jonquiére in Lapointe county?

(Text)

Mr. VaugHAN: Perhaps I could answer that.
Mr. GorpoN: By all means.

Mr. VAuGHAN: I think there has been some planning done by the St.
Lawrence region as to the possibilities of what we call an industrial park
in the Jonquiére area. I am not sure at the moment exactly where the project
stands, but I would be glad to find out for you.

(Translation)

Mr. GREGOIRE: Would this consist of an industrial development similar to
the ones mentioned here?

(Text)

Mr. Goroon: No, it would be a different kind of thing. This is a case
where we would be trying to interest various types of industry to locate in a
given area, in what we call an industrial park. It would not necessarily be
that we own the property at all. It might be that we are discussing with
some promoter, or with the city, or with any interested parties that it is a
good idea to get a certain area zoned as an industrial park by the city, and
that we would provide a specialized railway service to serve that particular
area. This is one of many different things that we do in order to encourage
traffic. We will ask the city authorities, or anybody else who might be interested
in encouraging that sort of development.
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(Translation)

Mr. GREGOIRE: Is it the Canadian National or the municipality that would
initiate such a project?

(Text)

Mr. GorpoN: It could be either one, but as a practical matter, it is usually
the railway which starts to promulgate an idea. It is part of our sales effort
to get an idea across. If we see an opportunity in a particular area, our
officials may go and talk to the people and get them interested in it. On the
other hand, we have had instances too where the city itself might start
talking about it and would bring us in on the conversations.

(Translation)

Mr. GREGOIRE: Mr. Gordon, one last question. Do you think the develop-
ment of the industrial site at Jonquiére stands a good chance of succeeding?

(Text)

Mr. Gorpon: I cannot answer that. Negotiations are being conducted by
our St. Lawrence region and I have not received information on it. All I can
say is that I think it is at a preliminary stage, but we are hoping for the best.
I cannot tell. I would be glad to let you know when I get back and find out
just where the negotiations stand.

(Translation)

Mr. BEAULE: I have a supplementary question, Mr. Chairman. Mr. Gordon,

are ycu providing a new line to connect Quebec City and the Lac Saint Jean
area in relation to the industrial site?

(Text)

Mr. Gorpon: No, I do not visualize that. I do not know just how that could
happen.

(Translation)

Mr. GREGOIRE: There is none at the present time. There is no railway line
directly connecting Quebec City and the Saguenay-Lac Saint Jean area. The
only train arriving at Jonquiére or Chicoutimi originates in Montreal.

(Text)

Mr. Gorpon: There is nothing before us at the present time.
The CHAIRMAN: Mr. Korchinski?

(Translation)

Mr. GREGOIRE: Mr. Chairman, one final question before I pass. Does the
Canadian National, the C.N.R., see the possibility of building a trunk line which
would be a first-rate trunk line, between the Ungava mines or iron ore mines
and New Quebec and the Saguenay-Lac Saint Jean area, the Jonquiére-
Chicoutimi area?

(Text)

Mr. GorpoN: No, we have nothing specific in that connection. We would
have to await a development such as you mention to reach the point where
there is some obvious interest in it. We keep in touch with any of these
potentials, and we of course would be immediately available to promoters in
offering service, just as soon as we hear about it. But there is nothing specific
at the moment so far as I know.

Mr. KorcHINSKI: My question has to do with the development in Saskatoon.
21172—10}
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Could you tell us whether there is any comparison between the amount of
land turned over to the city, and the amount of land that you had to acquire
for the new development. Are they comparable?

Mr. GorpoN: I am afraid I do not get the point of your question?

Mr. KorcHINSKI: You have approximately 24 acres turned over to Saska-
toon. I wondered how much land you had to acquire for your new station and
new yard. Is it comparable?

Mr. GorpoN: Do you have the actual acreage, Mr. Demcoe?

Mr. DEMmcoE: No, I do not have that information. There is city property
involved, and there is the property for the yard.

Mr. GorpoN: It would not be more than ten or twelve would it?

Mr. DEMcoOE: Oh, there is more than that, because we are putting in a
yard and station grounds. There would be more property obtained.

Mr. GorooN: I do not seem to have the actual acreage that we are using
in connection with this yard. As best as we can put it together sitting here
it would be something in the nature of a swap, but I cannot give you the exact
figure.

Mr. KorcHINSKI: The point of my question is that certain quarters in
Saskatoon, I understand, claim that the deal was a really good one. I wondered,
since the city is involved in this case, and you have not sold other property,
whether the amount you might have obtained by leasing this property is
comparable to the taxes or the grants which you would have to pay to the
city.

Mr. GorpoN: I can only say in a general way with the deal we made with
Saskatoon, after we had taken everything into account, the property that we
gave up and the property that we had acquired and so on, we felt that it worked
out advantageously to the railway.

Mr. KorcHINSKI: The city claims that it was a good deal.

Mr. Gorpon: That is right, it was a very good deal because both parties
to the deal are satisfied. But you must remember that the point of view of the
city is different from our point of view, because one of the things that they
acquired was of great advantage to them, namely, relief of traffic congestion.
They valued that aspect much higher than we would, because we were not
interested in traffic congestion. The city put a valuation in connection with
alleviating their traffic jam and this encouraged them in the matter, so that they
could say that they got an advantageous deal, since it met their needs. We in
turn got an advantageous deal because we were looking for a piece of property
to meet the requirements for our yard. Therefore, it turned out to be an advan-
tageous deal to both sides.

Mr. KorcHINSKI: I have one more question. When the question of taxes
arises concerning this new development on the property you have acquired,
does that question have to be dealt with by the Canadian National Railways or
by the individual who is promoting the project?

Mr. Gorpon: You are talking about the building now?

Mr. KorcHINSKI: Yes,

Mr. Gorbon: The private promoter would be responsible for his taxes with
the city on the basis of whatever deal he made with them.

Mr. Rock: Mr. Chairman, Mr. Gordon, I have been an alderman in the city
of Lachine for over twelve and a half years.

Some hon. MEMBERS: Hear, hear.

Mr. Rock: During that time we have had some dealings with the C.N.R.
One dealing involved the purchase of a large piece of land for a filtration plant,
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and I believed at that time and still do believe, that we made a very good
bargain with your real estate department. Of course, this land was for the
purpose of building a filtration plant which is a municipal service.

We did have some dealing in respect of the abandonment of the railway
tracks within the centre of the city and we wanted to purchase that land. At
that time as an alderman, looking through the eyes of an alderman, I felt that
your department charged us quite a bit. Of course, I also understand that this
land was used for the purpose of development for homes and today as a member
of parliament I would say that your department did a good job. However, as
an alderman at the time I did not think that way.

Mr. GorpoN: I am glad to hear it.

Mr. Rock: You also have a large hump yard within the city limits, and
within the limits of St. Laurent. You also have some land available I believe
for industrial purposes. I believe that you are promoting industrial sites in
that area. The city of Lachine at that time did develop that area which is zoned
completely as industrial. We contemplated building a road across the tracks
around 32nd avenue. I should like to know whether the C.N.R. has any intention
of co-operating completely with the city of Lachine so this overpass can be
built in that area in order that we would have two accesses to that industrial
area rather than just one at 55th avenue?

Mr. GorboN: Our general policy is always to co-operate to the maximum
extent possible particularly in trying to meet the traffic problems of an area,
but I cannot tell you at the moment about this specific point. Again I will be
glad to take a look at it. You made one point which I think should be clarified.
As a matter of policy we do not buy land for speculative purposes.

Mr. Rock: I understand that.

Mr. Goroon: We do not buy land for speculative purposes. It may be that
in the course of working out real estate deals, as we do with the city of Montreal,
for example, we will swap a piece of property that they are anxious to get for
a piece of property somewhere else, and that piece of property may then become
available for industrial purposes. We try to sell it to people who will produce
traffic. Basically we do not speculate in real estate.

Mr. Rock: Yes. You have many spur lines and trackage going through
undeveloped urban areas. Has your department ever contacted the municipalities
concerned asking them to pass zoning bylaws so that the areas will be industrial?

Mr. Gorpon: Yes we have had discussions of that kind.

Mr. Rock: I should like to discuss this aerial right idea. Several months
ago I think a drawing by an architect in respect of an idea for the city of Toronto
involving an aerial development of apartment buildings over your trackage
facing Lake Ontario appeared in the Star Weekly.

Mr. Gorpon: Yes. That was in the area out by Sunnyside.

Mr. Rock: That is right. This was C.N.R. land involved?

Mr. Gorpon: That is right.

Mr. Rock: Has anything developed in that direction?

Mr. Gorpon: Yes. We have made a deal with a promoter there who is going
to build a series of apartment houses on an aerial right basis.

Mr. Rock: So this development may come true?

Mr. Gorpon: It will come through, and that particular deal is in stages.
We have negotiated the first stage with the promoter and, assuming that is

successful he has a series of implied options on future stages that will go along
with that development.
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Mr. Rock: Are there any plans in this regard in respect of the city of
Montreal west of the freight yard offices where you have approaches to the
freight yard office?

Mr. GorDpON: Are you referring to that area by Bonaventure terminal?

Mr. Rock: Yes, I am referring to the Bonaventure terminal on St. James
street I think it is.

Mr. GorboNn: Yes.

Mr. Rock: Are there any possible plans for doing something similar,
perhaps not apartments but office buildings, in this area?

Mr. Gorpon: We have no proposal before us but we are willing to listen.

Mr. MiLLAR: Mr. Gordon, I wonder whether you will confirm the fact that
in the city of London you have a new building?

Mr. GorpoNn: Yes.

Mr. MiLLAR: You have a new station and office building. Is this a lease back
proposition?

Mr. Gorpoon: Again I would have to look up my file in that respect. It is
a few years ago that we did enter into an agreement with the promoter for the
redevelopment of the London station property. I have not got the details with
me.

Mr. MiLLAR: There has been a new building completed there?

Mr. Gorpon: That is right.

Mr. MiLLAR: There was a considerable amount of criticism throughout the
city when the C.N.R. wrecked property which was one of the few good stations
you had in western Ontario and built this new one, because we now end up with
a vacant lot and a new building. People have asked me questions of this type.

Mr. GorpoN: The vacant lot was to be used in respect of a proposal
involving a motel complex, as I remember, and the motel complex just did
not go through because the developer at that time found in due course that
his project was not economically feasible since other people had got in ahead
of him. He only had a tentative understanding, so at that time we did not have
a contract with him but it was under discussion. He got cold feet, if you
want to put it that way, because of the competition that had been stirred up by
the other motel develobments.

Mr. MiLLar: I am simply asking you these questions because I in turn
have been asked them. It would seem to me that the vacant lot now proves
that this criticism in respect of wrecking a perfectly good C.N.R. station is
somewhat justified.

Mr. GorooN: I would not think so. I am quite sure the station was not
wrecked until we justified it from an economical point of view and decided
it was more advantageous to us to do so. Again I say I would have to look at
the basic deal.

Mr. MiLLAR: That is all, thank you.

The CHATRMAN: Do you wish to ask a question Mr. Cadieu?

Mr. Capieu: No.

The CHAIRMAN: Mr. Irvine?

Mr. IrvINE: I should also like to ask a question in regard to some of the
affairs in the city of London. I have a copy of a letter from the Minister of
Transport to Mr. Gordon dated May 11 in which he made a request that the
board of directors, on the direction of Mr. Gordon, might check into the pos-
sibility of continuing the car shops in London. I wonder about this situation
because naturally not receiving a copy of Mr. Gordon’s reply I do not know
what the result of this query was.
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Mr. GorDON: The result of the query was that at the request of the
Minister of Transport we made a very thorough review of the whole situation
affecting our London shops, with our Board of Directors. We were asked to
specifically discuss it with the Board of Directors again and establish whether
or not I could inform the minister that the Board of Directors still agreed
with the decision that had been taken. We had a very thorough review at our
Board of Directors meeting and I replied to the Minister of Transport giving
him the full details of the memorandum which we prepared at that time con-
firming that the Board of Directors fully supported the action.

Mr. IRVINE: At this conference we had at which two or three submissions
were presented by various unions, and officially by the city of London, the
question was asked whether you had a committee or a portion at least of the
board of directors visit London for this specific purpose, as the Minister of
Transport asked you to do in his letter?

Mr. GoOrDON: No, they did not. The Board of Directors considered that

request and decided that it would serve no good purpose for them to visit
London.

Mr. IrvINE: I hope I am not asking for too long or detailed an answer to
my next question, and if I am I will be very pleased to receive that answer as
soon as it is convenient, but I should like it to be conveniently soon. Why is it
not considered practical to keep the London car shops open in view of the
amount of rolling stock that goes through that area and in view of the fact you
already have the equipment there, the manpower? I understand an extra
shift went en work last week. I should like to know why it is not considered
practical to keep these shops open?

Mr. GorooN: I will give you the short answer to that question and per-
haps Mr. Demcoe will add something to it.

The short answer is that the London shops are not modern shops. Their
equipment is out of date. The shop has been centralized so to speak at
Point St. Charles, Montreal, to get the benefits that flow from centralization.
In other words, in our Point St. Charles shops, where we have brought many
shops together at a centralized point, we are able to afford the type of equip-
ment to do the job on a more economical basis through centralization than
we could with these scattered shops. The London shop is one of quite a num-
ber of shops that have been closed in fairly recent years. Our economical
analysis of that shop showed quite clearly that we were justified in this action.

Mr. Demeoe, would vou care to add anything to what I have said?

Mr. DEMcOE: Yes. We not only have shops in Montreal but we also have
shops in Winnipeg and at Moncton, and the capacity of these three shops is
more than sufficient for our needs at the present time.

Mr. IRVINE: Referring again to the question in respect of property, I
understand that according to plans the property in London will be available
sometime in 1965 or 1966. What do your present plans envisage for the
disposition of these properties?

Mr. GorboN: These properties will become available. We think they are

valuable properties and we hope to develop them from a real estate point of
view.

Mr. IRVINE: Has any thought been given to disposing of them from an
industrial standpoint in order that you might induce manufacturing industry
into that area?

Mr. GorboN: We would try to do that. That would involve part of our
efforts toward the disposition of the property in due course. We were able to
do that, you may recall, in respect of the Stratford shops and I hope we will
be able to do the same thing. After all, this is a sales offer and whether we are
successful or not remains to be seen. But that will be our objective.
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Mr. M1LLAR: I should like to ask a supplementary question. How can you
justify closing the London shops in view of the information we have received
to the effect that the Montreal shops are overloaded, working seven days a
week and have a yard full of cars that cannot be looked after? That is the
information with which we have been supplied.

Mr. GorbpoN: You were not supplied with that information by manage-
ment?

Mr. DEMcoOE: The shops in Montreal, Winnipeg and Moncton are on a
five day week. Within the last week we have authorized all the main shops in
Canada to work a sixth day from now until the men start holidays, because
of the heavy traffic, and because there are two types of cars we are short of
at the moment. I refer to the open topped equipment. We want to get the
cars of that type that are at the shops now completed before the men begin to
go on holidays.

Mr. MiLLAR: Have your economic experts told you that it is cheaper to
ship a car from western Ontario to Montreal, repair it and return it than
it is to do the job in London?

Mr. DemMmcoE: The shops are located strategically at Winnipeg, Montreal
and Moncton. When a car comes into those particular areas for repair it is
sent to those shops. It is true there are some cars taken out of service at
other points, such as Toronto, and we have to haul them to say Montreal, or
in some cases even to Winnipeg.

Mr. MiLLArR: With your shops located in Montreal it follows naturally
that anything needing repair in western Ontario will be sent to Montreal.

Mr. DEmMcoeE: We have centralized all our refrigerator car repairs in
Winnipeg, so if a car of that type is in bad order and we cannot use it to haul
a load west we would have to haul it light from here to Winnipeg to repair it.

Mr. GorpoN: Does that answer your question?

Mr. MiLLAR: Have your economic experts indicated that this is the best
thing to do?

Mr. Gorpon: Yes.

Mr. DEMmcoE: Yes, that is right.

Mr. MiLLAR: I have one other question. Do you deny, or is it true, that
western Ontario is one of the most profitable areas in respect of freight as far
as the C.N.R. is concerned?

Mr. GorboN: That would depend on the area to which you are referring.

Mr. MiLLAR: I am referring to the Toronto area, or the great lakes region
as I believe you refer to it.

Mr. DEMCOE: Yes, I understand that is true.

Mr. MiLLAR: Do you not think it reasonable in view of the fact you receive
a large portion of your income from a specific area that you should give more
consideration to the spending of some of your revenue in that area where you
receive it?

Mr. DEMcOE: We do carry out light car repairs and medium repairs at
points such as Toronto, Hamilton, Sarnia and Fort Erie.

Mr. MiLLAR: That is true, but is it not a fact that the staff at the car shops
in the city of London represents a small percentage of what it was originally?

Mr. DEMmcoE: That is true.

Mr. MiLrLAR: Yet your income in that area has increased. I am fighting
hard for the people of the city of London. Therefore, I will argue this strongly
and urgently, and I think I have a reasonable argument.

Mr. Gorpon: Well, this London shop—
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Mr. MiLLAR: Just a minute, Mr. Gordon, I do not like to interrupt you,
but I am aware that you are more capable than I am of answering these ques-
tions. What would the Canadian National think of a trucking company, if
they could find one the railways do not own, going to manufacturers in western
Ontario and saying: “I say, how about shipping your stuff on trucks; the rail-
road is not leaving any money here”. Is that unreasonable?

Mr. GorboN: They will do just that if it suits their competitive interest.
The only way we can handle traffic is to handle it better, more efficiently and
at a lower cost, and as long as the trucking company can take it from us,
they will.

Mr. MiLLAR: Yes, I understand, even if it belongs to the Canadian National.

Mr. GorpON: Yes?

Mr. MiLLAR: But, at the same time, I think you should give some considera-
tion to the good customers you have in western Ontario; in other words, I
think you should put money back in where you take it out. Even the government
tried to do that once in a while.

Mr. GorpoN: Well, I do not know of any shops that have received more
detailed consideration and analysis than the London shop.

Mr. MiLLAR: I am aware of this.

Mr. GorpoN: And, I do not think I have met more groups in connection
with any particular move than I have in the case of London. I am quite con-
vinced that our move is thoroughly justified in respect of the economics and
the efficient running of the railroad and that, after all, is our job.

Mr. MiLrAR: I have one further question.

Mr. Rock: Mr. Chairman, are we on operations now or still on real estate?

The CHAIRMAN: We are on real estate.

Mr. MiLLaR: I will withdraw the question I was going to put.

Mr. MAcpoNALD: Mr. Gordon, I understand your Toronto yard will be in
operation next year. Do you expect to replace a lot of the downtown freight
trackage in the Front Street area.

Mr. GorboN: Well, when the hump yard comes into operation, of course,
all our marshalling and sorting of trains will take place in the hump yard and
we will not have the congestion that we have down town in the Front Street
area which you mentioned.

Mr. MacponNaLp: Then, will you be taking a lot of the Front Street trackage
up or will you be leaving it there?

Mr. Rock: Again, Mr. Chairman, I must interrupt on a point of order. I
understood that we were still on real estate but Mr. Macdonald is directing
his questions in respect of operations. Industrial development comes after real
estate and then operations.

Mr. MacponaLp: I will put it this way and then if Mr. Gordon says no
I will agree with Mr. Rock but if he says they are going to take it out of
operation, then there will be some real estate to dispose of.

The CramrmaAN: I have allowed your questions on the premise that you
were going into a question having to do with real estate. However, I think we
are going a little far afield. Mr. Millar stopped when he had a long way still
to go in that connection.

Mr. MacponaLp: I will ask just this one question. Do you expect because
of the new Toronto yard or otherwise to have a lot of real estate available
in the near future.

Mr. GorpoNn: Yes.
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Mr. MacponNaLD: And, have you made arrangements for the disposition of
this real estate?

Mr. GorooN: The whole question of this very large complex which exists
down along Front Street on both railroads and covering aerial rights for both
and property which may become surplus is under very careful study. That is
as far as I can go as it would be premature for me to give an outline of what
is in mind. However, I might say that it will be a big, big project and take a
long time in the preparation of it.

Mr. MacpoNAaLD: Could you advise whether or not the Front street property
is owned by the Toronto Terminals or by yourself?

Mr. Gorbnon: These properties are owned by the Canadian National and
Canadian Pacific. Toronto Terminals, as I recollect it, is an operating company
only.

Mr. DEmcoE: Yes, Toronto Terminals is an operating company.

Mr. Gorpon: It is owned by the two railways but itself does not hold real
estate. The division of the property was made many years ago and, generally
speaking, the property to the west of the station is Canadian National property
and the property to the east of the station is Canadian Pacific property. That
is subject to some qualifications but, broadly speaking, that is it.

Mr. MAcpONALD: So you cannot make any definitive statement at this time
in respect of the aerial rights or otherwise in downtown Toronto.

Mr. Goroon: No, except to say it is a big project and is under examination.

(Translation)

Mr. Marcoux: There is a question I would like to ask regarding the stations
jointly operated by the Canadian Pacific and the Canadian National, and I
wonder if it would be in order to ask that question now; in any case, in order
to get an accurate idea, it concerns the Palais station at Quebec City which is
owned by the Canadian Pacific. I am not asking for an immediate answer
because I know it is quite a specific question and I can wait. Besides, we are
going to have a committee to make a thorough study of the railways.

I would like to know what is the percentage of passenger traffic of the Can-
adian National, as compared with general traffic. I would also like to know what
percentage of the station building is used by the Canadian National. I want to
know the total cost of operating that station, and finally, how much the
Canadian National pay the Canadian Pacific for the use of the Palais station?
I know that this is a specific question and that I can only get an answer later
on, but anyhow I would like to know.

(Text)

Mr. GorpoN: Thank you. As you say yourself, we can only take notice of
the question because it is very detailed and covers a lot of territory. But, we
will take note of it and see what we can do about an answer for you.

The CHAIRMAN: Would you proceed, Mr. Fisher.

Mr. FISHER: Mr. Chairman, my question is along the lines of those put
by Mr. Irvine and Mr. Millar and relates to the policy of the railway rather
than savings. From what you have said I would assume that you have had a
lot of analyses made of the London situation, that you have had cost benefit
studies and this type of preliminary preparation.

Mr. GorpoN: Yes. Did you have in mind that we have an estimate of what
we think the savings would be?

Mr. FIsHER: Yes. Also, I want to know further whether you have made any
estimate in your cost benefit studies of what are referred to as social overhead
costs by some economists. I am thinking of the problem of 400 people having




%3

RAILWAYS, CANALS AND TELEGRAPH LINES 155

to move or separate from the London area because of this and whether this
factor has been taken into consideration in your analysis or whether you
related it strictly to the company situation.

Mr. GorboN: Well, in regard to the latter point, of course, this intended
closing of the London shops has been under long, long notice. Notice was given
of it quite a few years ago. The current agitation arose out of our efforts, as
management, to do the remaining men a favour. It was because we were
trying to benefit them that this whole thing got stirred up. It arose in this
manner; some years ago the late Mr. Kyle, who was then our vice president
of the region, in discussion with the unions informed them of what our plans
were for the London shop and made a statement that the final closing probably
would not take place until 1966. Now, I do not believe that that should have
been regarded as a firm commitment. But, nevertheless, recently it has been
raised with us as being a commitment and would we honour it. Our present
vice president, in agreement with me, said we would honour the commitment,
if they wanted us to but we also pointed out that many of the men have
seniority rights under the labour agreement and they could move before then
from London to employment at Toronto because in 1965 we believe that we
will have need of men of that classification in Toronto in the diesel shops and
SO on.

Mr. DEMcOE: In the new hump yard shops.

Mr. GorboN: Yes, in the new hump yard shops there will be a need for
them and they will be able to exercise their seniority and get these jobs. These
are good jobs and of the same kind they are doing now. So, we said, all right,
if you will agree to speed up the closing and close in 1965, those jobs will
be available but; of course, if you do not bid in on them we will have to fill
them anyway and you will lose your place on the totem pole, so to speak.
We made that clear to them. This stirred up the agitation along the line that
there was a commitment until 1966. Now, we are willing to carry that com-
mitment out. However I do not think it is in the men’s interest that we should,
and we have so informed them. But, we will do so and we will see what
happens out of that.

On the other point, the total estimated savings in closing the London area
shops is about $900,000 per annum for overhead and stores expenses. That
was phase I of it. No, I am sorry; that is the total. Furthermore, the property—
and one of the other members was mentioning this—on which the shops are
located has been appraised and we have an appraised worth from a real estate
point of view, which is a little under $1 million or, say, $900,000, and we should
improve on that.

Mr. FIsHER: You are a director of Trans-Canada Air Lines?

Mr. GorpoN: Yes.

Mr. FisHER: And, you are aware of the difficulties Trans-Canada Air Lines
has had in separating its shops from the Winnipeg area in an endeavour to
move them to the Montreal area.

Mr. GorpoN: Yes, very much.

Mr. F1sHER: And, you are aware that the question which has been raised
here again is the sole costs of the social dislocation and the problem in respect
of the employees real estate. Has any consideration been given, in view of the
fact this is developing as an issue in respect of Trans-Canada Air Lines, in
London, and in other places to asking the government to set up a policy in
this kind of situation—and, I mean a general policy—that will apply when
fairly large operations are being closed down or transferred to other localities.

Mr. GoroonN: No, we have not thought it necessary. We think in this case
it is a matter for management.
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Mr. FisHer: Well, the reaction of the government in the Trans-Canada
Air Lines situation would indicate the government feels that in that particular
case there is a responsibility for the government to assist in the policy.

Mr. Gorpon: I gave up a long time ago trying to comment on what moti-
vates government action.

Mr. FisHER: I am not asking you to comment on what motivates govern-
ment action. Will you not agree that the government has taken certain actions
in connection with the Winnipeg transfer that had the effect of either postponing
or altering what actually was in the minds of Trans-Canada Air Lines manage-
ment.

Mr. Gorpon: I am not aware of any postponement, no.
Mr. FisuHer: Well, if you want to put it that way.

The CHAIRMAN: Would you proceed, Mr. Horner? Are you finished, Mr.
Fisher?

Mr. FisHER: Mr. Chairman, I would like to revert to this question of trans-
fers. When did it first appear to the Canadian National that the consolidation
of shop operations in eastern Canada, aside from the maritimes, in Montreal,
was the best solution from an efficiency point of view.

Mr. Gorpon: This goes back a long way. I think it was started—
Mr. Rock: Mr. Chairman, are we on real estate?

The CHAIRMAN: We are abandoning real estate.

Mr. Lroyp: I have some questions on industrial development.

Mr. Rock: There are some other members here who still want to deal
with real estate and to ask questions directly related to real estate.

The CHAIRMAN: I have been allowing questions on these yards on the
premise that some real estate was being abandoned, but I am thinking, Mr.
Fisher, that we are getting into another topic altogether.

Mr. FisHER: Well, the point I am making is that a community such as
Winnipeg may be presented with a fait accompli, such as T.C.A. in Montreal
with the investment it has in its plant, and with the situation in which Canadian
National Railways have made a very large investment in Point St. Charles
shops, I am quite prepared to believe that if the move does not go forward it
is going to cost Canadian National Railways money. However, at some of the
preliminary stages before any commitments were made for expansions and for
capital investment in the Montreal area, surely it is worth knowing whether,
all these factors were considered and whether this is not a post hoc propter hoc
presentation.

Mr. MacpoNALD: Explain!

Mr. Gorpon: Translation please!

Mr. FrsHER: I am suggesting that it is possible that this figure of the actual
gain to Canadian National Railways is a figure given after the event to justify
a decision taken before the event.

Mr. Gorpon: I was starting to say this: the real meaning of the closing
of these small shops and the concentration in three major shops, namely in
Moncton, Montreal and Winnipeg, arises as a direct consequence of the discon-
tinuance of steam locomotive power. The steam locomotive, generally speaking,
is a machine that travelled about 130 miles and then needed attention—I
repeat, about 130 miles. Therefore, you will find there are repair shops placed
all across this country on the basis of the need of the locomotive. With the
advent of diesel, all that changed and it became very much to our economic
advantage to take advantage not only of the diesel’s ability to travel from
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Montreal to Vancouver and back without any service apart from gasoline and
oil, if you want to put it that way—fuel oil—but also to set up the tools and
whatnot in the main shops to take advantage of centralization. We are able to
put in better types of equipment, employ better types of handling, and cen-
tralize the actual need for the major repairs in three different spots throughout
Canada instead of having a conglomeration of these various types of places,
equipment and means of dealing with our repairs on a decentralized basis.
It was basically an outcome of the giving up of steam locomotives that led
to the discontinuance of these small shops.

Mr. F1sHER: And in all the plans in connection with the shops in Montreal,
all the cost factors were studied before, for example, Mr. Kyle gave the indica-
tion to the shop people?

Mr. GorpoN: Oh, yes indeed.

Mr. FisHER: In other words—

Mr. Gorpon: It is part of a major policy.

Mr. FisHER: —these are not figures you are coming up with only now?
Mr. GorpoN: No, they are not figures to rationalize after the event.

Mr. FISHER: What is the problem in so far as seniority districts are con-
cerned in regard to the three main shops you now have?

Mr. GorpoN: Problems in what way? I am not sure that I follow you.

Mr. FisHeR: Is the seniority held right across the board in all three shop
centres?

Mr. GorboN: There are different kinds.
Mr. Rock: Mr. Chairman, again, we will have labour relations and—
The CHAIRMAN: Do you not think we should wait, Mr. Fisher?

Mr. Rock: There are other items that we have already passed, such as
railway operating revenues, railway operating expenses and capital expendi-
tures, under which these matters might have been discussed.

Mr. FisuHer: All right, in the face of Mr. Rock’s objection I will desist from
this line of questioning.

The CHATRMAN: I think Mr. Fisher will agree that this should be reserved
to labour relations.

Mr. Fisuer: I will go into it later, but the question I would like to ask now
on real estate—and I do not want an answer now but I would like a report
within the next month or so—is in relation to the results of the representations
you received from Fort William industrial development with regard to real
estate holdings of Canadian National Railways in the lakehead area and par-
ticularly in Fort William and its environs.

The CHAIRMAN: Mr. Horner.

Mr. HorNER (Acadia): T would like to ask a couple of questions with
regard to the Saskatoon development of real estate. Did the city request Cana-
dian National Railways to move or was the move initiated by Canadian National
Railways?

Mr. GorpoN: It was the city which started the discussions in regard to
their traffic problem in the city in order to see in what way we might be of
assistance. It went through various stages. I remember one stage in which we
were talking about either going over or under our tracks in order to relieve
the bottleneck in the city, as you will recall, and we found the cost of that kind
of thing made it out of the question. That led to various discussions and nego-
tiations about what was the best thing to do. That then led to the proposal
to relocate our track.



158 STANDING COMMITTEE

Mr. HORNER (Acadia): Of the 24 acres that are now owned by Canadian
National Railways or will be owned by Canadian National Railways when the
tracks are taken up, has any land been sold?

Mr. Gorpon: Not to my knowledge. I have a summary here of the redevel-
opment program which would perhaps cover your main headings. We agreed
first to a relocation of the Saskatoon railway facilities from the downtown
city yard and the Nutana yard to a new location southwest of Saskatoon at
Chappell, adjacent to the Canadian National main line. I think you know where
that location is. Secondly, we agreed to the removal of trackage connecting
the city yard to the main line. Thirdly, we agreed to a sale to the city of the
right of way and a railway bridge over the South Saskatchewan river which
was no longer required by Canadian National Railways as a result of the
removal of the rail connection to the city yard, and the sale also to the city of
the street allowances across the yard. Fourthly, we agreed to the commercial
redevelopment of the city yard property following relocation of railway facili-
ties at Chappell.

Fifthly, we agreed to the construction at Chappell of a passenger station
scaled to present requirements, transferring thereto passenger station facilities
now located in the passenger station building adjacent to the city yard; and,
next, to a payment by the city of Saskatoon to the railway of $2,600,000,
$1,600,000 to be paid on July 1, 1963 and the remainder on July 1, 1964. Those
are the main headings of the agreement that we worked out and which, as
I said before, the city regarded to their advantage and we regarded to our
advantage.

Mr. HOorNER (Acadia): Do you still own the 24 acres?

Mr. Gorpoon: No.

Mr. HORNER (Acadia): The city owns the 24 acres?

Mr. GorpoN: The city does, yes. You were asking about construction. The
terminal commenced in May, 1963, and it is well in hand now.

Mr. HORNER (Acadia): Why then would you say, if the city owns the 24
acres—

Mr. GorpoN: Wait a minute; I think I am confused there. I think I have
become mixed up with regard to the 24 acres.

Mr. DEMcoOE: That is the downtown area.

Mr. Gorbon: Is that the portion we retained?

Mr. DEmMcoE: No, that is the portion we sold.

Mr. GorpoN: No, I am right; we then invited proposals for commercial
development of the 24 acres of city yard that I mentioned that was vacated by
the railway; and we obtain the benefit of that.

Mr. HorRNER (Acadia): Then you still own the 24 acres? Why are you
obligated to redevelop this area?

Mr. GorpoN: For our own advantage. We are not obligated to do so but we
undertook to do so if we could. Which in turn would give the city more revenue
by way of tax producing commercial developments.

Mr. HOorRNER (Acadia): I understood that the 24 acres were in the down-
town area.

Mr. GorpoN: At the city yards. We have made some new transactions here
and that is why I am hesitating. I know we sold two acres to the city, for
instance, as a site for the centennial civic auditorium, and there are some
other transactions of that kind pending; but the city has already bought two
acres, as nearly as I can see, of the 24 acres. The rest is what we are developing
under the heading that I have been discussing.
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Mr. HorNER (Acadia): I am sorry, but I have become more confused
as I have gone along. I do not want to delay this to any great extent but I
would like to clarify it. Are the 24 acres of which you are speaking here in
the third paragraph in the downtown area or are they on the outside area
near Chappell?

Mr. GorboN: Do you know the area, Mr. Demcoe?

Mr. DEmMcoOE: I remember from a year ago when the deal was first brought
up that we sold certain areas for street purposes to the city. We retained the
other property which is being developed by the developer. So there are two
different parcels of land.

Mr. GorbpoN: Where is the city yard?

Mr. DEmMcoE: The city yard is actually surrounding the station where
the industrial area is opened.

Mr. HorRNER (Acadia): That is the old yard about which you are speak-
ing now?

Mr. GorooN: The old city yard.

Mr. KorcHINSKI: That it not the new yard.

Mr. HORNER (Acadia): You have retained 24 acres?

Mr. GorpoN: We did, but I do not know if we still have the 24 acres
because I do know that two acres have been sold back to the city for this
civic development.

Mr. HorRNER (Acadia): All right; now I am clear.

Mr. Gorpon: This development here—I want to confuse you some more!—
about which we have been talking does not necessarily cover the balance of
the 22 acres. You see what I mean? It is only a portion of it. My recollection
is that the development is not more than about 13 acres, so we still have some
property for sale.

Mr. HorNER (Acadia): In the agreement for which the city paid you
$2,600,000, are you obligated to develop all or part of this 22 or 24 acres, or
can you put it up for sale?

Mr. GorpoN: We can put it up for sale in any way we like but there is
a gentlemen’s agreement that we will try to develop it as a commercial
centre, but there cannot be an obligation because we have never undertaken
to erect any buildings ourselves.

Mr. HorNER (Acadia): But you have encouraged the construction of the
new buildings in Edmonton and the new buildings in Montreal?

Mr. GOrpON: That is what I mean; we did advertise the property and we
have this developer to put up the building. We have encouraged him by taking
some of the rental space ourselves. In other words, we are trying to develop
that area, and that was our understanding with the city. However, there is
no legal obligation upon us.

Mr. HoOrNER (Acadia): You mentioned that it is not the policy of Canadian
National Railways to construct buildings. I am thinking of the Calgary hassle
concerning Canadian Pacific Railway. Is this the same policy as the policy
of Canadian Pacific Railway?

Mr. Goroon: I am not going to talk about the policy of Canadian Pacific.

Mr. HorNER (Acadia): But your whole recommendation to this committee
in this annual report is based on the desire to be put upon an equal footing
or upon the same basis as Canadian Pacific. All I am trying to find out is
whether this policy is similar to the policy of Canadian Pacific.

Mr. GorponN: Not necessarily. I can cover it in this way. I mentioned earlier
that as a matter of policy in Canadian National Railways we do not buy real
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estate for the purpose of speculation, even if we think that by reason of putting
in the railway the property will have an enhanced value ten years hence. We
do not buy it solely for that purpose. We only acquire property incidental to
railway purposes. Now, Canadian Pacific Railway would do that, I believe.
I believe they would buy property for speculative purposes. I do not want to
be in a position of giving evidence for them, but I believe they do that.

Mr. HORNER (Acadia): All I wanted was an answer to the question, and
I thank you for it.

In the sale of the 22 acres which are left—you have sold two and I presume
the city obtained a clear title to those two acres?

Mr. Gorpon: Yes. I think it is well known what they paid for it; that is
a matter of public information.

Mr. HORNER (Acadia): The point I am trying to clarify is this. What is the
policy of Canadian National Railways with regard to the sale of land such as
this? Do you put it up to the highest tender? Do you take tenders on it? Or
do you just make a good business deal?

Mr. GorpoN: We try to stir up interest in it. You see, we have advertised
various properties and let it be known that they are available, and we have
had no answers at all; or we have had answers for a purpose that we did not
approve, a purpose that we did not like, and we would not necessarily be com-
mitted to that kind of thing. It is not a tender in that sense; we are not com-
mitted to it. We may obtain two or three proposals, and in that case we would
look over the proposals and select the one that we felt made the most advan-
tageous use of the property and also accrued most in the Canadian National
interest.

Mr. HorNER (Acadia): But it is not a basic policy of Canadian National
Railways, whenever it has land to sell or space above the track, to put that
out for tender or anything of that nature?

Mr. GorboN: No, not generally. This whole effort on our part is a matter
of very recent development. For years until recently the land lay there and
was not actively stirred up, so to speak, to get interest in the promotion of it.
This is a policy that we have adopted in order to try to utilize—depending
upon the point of view—either spare lands or waste lands.

Mr. HORNER (Acadia): I agree with this idea. But would you say that the
system of tenders would not improve your price in any way, shape or form?
I am thinking of the 22 acres left in downtown Saskatoon.

Mr. GorpoN: No, it is not possible to put it out for tender in that sense. I
would not do that. I want to see the land used to the best advantage of the
railway. Therefore, we ask people who want to get that land to give us a proposal
as to how they propose to use it. If we should just sell land to somebody,
he might buy it and hold it for ten years and do nothing. We do not want to
see that happen. We want to see the land developed.

Mr. HORNER (Acadia): I think that the city would have bylaws to provide
that construction must start within such and such a date.

Mr. Gorbon: I would doubt it. You cannot force a person to use a piece
of land that he owns.

Mr. HorNER (Acadia): It may be different in Alberta.

Mr. GorpoN: I would be surprised if there was such a law.

Mr. Lroyp: I was trying to get an answer like this earlier.

The CramrMAN: I will give you a chance later.

Mr. Lroyp: The answers are very interesting.

The CHAIRMAN: Mr. Crossman.




P ——

RAILWAYS, CANALS AND TELEGRAPH LINES 161

Mr. CrossMAN: I am endeavouring to get a few answers on behalf of people
who have been questioning me lately. I come mainly from near the riding of
Moncton, Westmoreland. Was the development at Moncton similar to the
arrangements which you described to us which took place in Saskatchewan and
at Montreal?

Mr. GorboN: It was the same general idea, yes. We made land available
to the promoter. He had a plan which we approved, and he is working on it now.

Mr. CrossMAN: In the first paragraph under real estate it says:

Urban development projects were advanced in several centres
across Canada in 1963 in accordance with the system’s program to
redevelop its real estate holdings in co-operation with municipal
authorities and private developers.

Mr. GorponN: Yes sir.

Mr. CrossmAN: Does that mean in co-operation with one or the other
or with both?

Mr. GorpoN: It means in co-operation with each and both. Often we have
first of all to talk to the municipality to get suitable zoning arrangements,
because the land might have to be zoned for industrial purposes rather than
for residential purposes. Then, when we get that protection, we may talk to a
private developer, or it may be that a private developer will approach us first,
and we both consult with the city.

Mr. CrRossMAN: Was the city of Moncton approached?

Mr. GorpooN: Yes, very definitely.

Mr. CrossMAN: Does the firm which leased the land and is going ahead
with construction have more buildings to construct, or is that it?

Mr. Gorpon: No, there are more buildings to be constructed. Terminal
Centre Corporation, that is the name of the developer is now negotiating with
respect to dividing and subleasing the property for the purpose of a large
supermarket and other commercial establishments around the station area
when the area is cleared, and we are hopeful that such development will
proceed.

Mr. CrossMAN: That would cover land left vacant by the destruction of
old buildings?

Mr. GorpoN: Yes, that is the intention. That is what we would like to
see. Whether it works out, and whether the people concerned are prepared to
put their money into it and go through with it is the question.

Mr. CrRossMaN: There is vacant land available?

Mr. GorpoN: Yes, and it is under discussion now.

Mr. HorNER (Acadia): I have one more question. You have been very
patient at other times, Mr. Chairman. I wanted to get it clear in my mind
concerning the Saskatoon deal. Am I correct in saying that the city paid $2,600,-
000 for the removal of the tracks and the use of one bridge, I think?

Mr. Gorpon: It was for all the agreement that I outlined. It was for the
whole package.

Mr. HorNER (Acadia): Yes, but in a sense you have most of the land left?

Mr. GorpoN: Yes.

Mr. HorNER (Acadia): So in a sense this is what the city paid in order
to alleviate a traffic problem, $2,600,000, and the use of one bridge. I am
generalizing quite a bit here.

Mr. GorpoN: This compensated us for relocation to a new point.

Mr. HorNER (Acadia): It was a really good deal on your part?
21172—11
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Mr. Gorpon: I think so.

Mr. HorNER (Acadia): You realize that Saskatoon is the third largest
growing city in Canada, but they would not have that kind of traffic problem
for some years to come.

Mr. GorpoN: They think so. This question was thoroughly debated in
council, and as a matter of public information, over a long, long time, and it
was approved by all concerned as being a good deal.

Mr. HorNER (Acadia): I think you made a good deal, but I do not think
that the city did.

Mr. GorboN: Thank you. Put that on Hansard, please.

Mr. STENSON: Have you any plans for development at Peterborough?

Mr. GorpoN: I could not answer offhand. I would have to check the records.
I do not recall any Peterborough development at the present time.

Mr. DEmMcoOE: There is not too much, just the station area and the right of
way through the community.

Mr. STENsON: Have you bought property outside of Peterborough?

Mr. DEMcoOE: Not that I know of.

Mr. STEnsoN: If the Canadian Pacific had bought property would you
work with them in a development there?

Mr. GorpoN: It would depend on what it was.

Mr. STENsON: I suggest it might be to take the central station out of the
centre of the city. We have a small city with perhaps 150 level crossings.

Mr. GorooN: It would depend entirely on what the proposal was. I would
not like to say offhand.

Mr. STeNsoON: There is land being purchased just outside the city, and I
understand the Canadian National Railways are purchasing it.

Mr. GorpoN: I do not recollect it, but it could be.

Mr. STENsSON: Do you work with the Canadian Pacific in these projects
around small cities?

Mr. GorpoN: I cannot remember a case where it has been feasible. But
certainly there is no policy objection to it. Whenever a joint interest is involved,
certainly we would work jointly with the Canadian Pacific.

Mr. SoutHaM: I have just one question to ask for general information
under real estate. We have heard recently about a proposal to remove the
Union Station at Ottawa to some other area. Are you co-operating with the
Canadian Pacific in this project?

Mr. GorpoN: Yes. It has all been worked out under the direction of the
federal government. The relocation comes about in connection with the
national capital development plan of the government over many years, through
their agency, the federal district commission. I believe it is now known as the
national capital commission. They have developed a plan which involves both
the Canadian National and the Canadian Pacific, and the station is to be
relocated. The plans have been agreed to.

Mr. SouTHAM: Is there any time set for completion of this plan?

Mr. Gorpon: It is intented to be completed before the centennial year
anyway, about 1966. It is part of the centennial approach.

Mr. SoutHAM: Thank you.

Mr. BrRowN: There have been some questions asked about real estate
development. I would like to ask a question about industrial development.

The CHAIRMAN: Very well.

Mr. Rock: No, not unless there are no more questions on real estate.
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Mr. Lroyp: I suggest that we now go to the subject of industrial develop-
ment. I have no further questions on real estate.

The CHAIRMAN: I sense the feeling of the committee. Very well, Mr.
Brown.

Mr. BrRowN: Can you tell me whether there is railway development
planned at Brantford, Ontario, at the present time?

Mr. MiLLAR: No, no. That is a depressed area.

Mr. GorpoN: The railway developments we refer to are not really railway
developments. We are merely speaking of 356 plants of various types of
operation which have located at points adjacent to our lines. That is all. They
are not our developments.

Mr. BRowN: Do you mean that they are municipal developments?

Mr. Goroon: No, private companies, factories, manufacturing plants,
warehousing, or anything of that sort. Through our Industrial Development
Department we try to induce people. If we hear of someone who is thinking
of relocating his plant, or going into a new business. If we hear about it we
call upon him and endeavour to persuade him that location adjacent to the
Canadian National is the best place for him. But it is entirely his development
and not ours.

Mr. BRown: Have you done any of that work in Brantford, Ontario, and
suggested industrial development to firms there?

Mr. GorpoN: I could not answer that specifically. I would have to look
at my files again. But it is a regular service offered to any person.

Mr. BRowN: Has there been a private complex established there in 1963,
do you know, approaching new industrial firms?

Mr. GorpoN: In Brantford?

Mr. BROwWN: Yes.

Mr. GorpoN: Do you know, Mr. Demcoe?

Mr. DEmcoe: No, I have no information about that here.

Mr. GorpoN: We have mentioned in our report that we have provided
248 private sidings for these new plants and expansions. I do not have the
list of where they are at the moment. We service Massey-Ferguson plant near
Brantford.

Mr. BRowN: Yes.

Mr. GorpoN: That is a good example. Some years ago Massey-Ferguson
was considering locations at four, five, or six different places, and through our
efforts—mind you, we cannot prove it—we approached them along, I am sure,
with our competitors, and we showed them the advantages which were theirs
by such a location adjacent to our line. I would not claim credit for it, but that
is the direct result of it. It certainly was significant that they should decide
upon Brantford after we talked to them.

In our Industrial Development Department we have a service whereby
we analyse almost any place in Canada to which we provide service, and we
give information about the characteristics of that particular place. It may be
as to the availability of labour, as a source of good water, the availability of
wood, or it might be anything affecting that particular area. Then when we
hear of people looking for a location, we get in touch with them and provide
a brochure giving all the available information that we can about particular
areas that we have in mind.

Mr. BRownN: Do you find that many industrial firms are making use of your
facilities?
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Mr. GorpoN: Yes, we have quite a number of requests along that line.

The CHAIRMAN: Does that conclude questioning on the paragraph “indus-
trial development”?

Mr. Lroyp: No, I have been waiting for an opportunity.

The CHAIRMAN: Very well, Mr. Lloyd.

Mr. LLoyp: My questions previously had to do with real estate.

The CHAIRMAN: Do you wish to put more questions on real estate?

Mr. Lroyp: I wish to put questions concerning industrial development.
I noted in the report, Mr. Gordon, that the “Canadian National continued to
provide existing and prospective customers with a comprehensive industrial
location service aimed at attracting new resource, industrial and commercial
development in areas served by the system.” In this field of industrial develop-
ment you of course would be looking also towards generating railway traffic.
Do you endeavour to generate traffic through promotional work abroad in the
Canadian National Railways?

Mr. GorbpoN: Abroad?

Mr. LLoyp: Yes.

Mr. Gorbon: In the United States, for example?

Mr. Lroyp: Or Great Britain or France?

Mr. Goroon: Yes, wherever we hear of an interest being expressed, we
have through our various offices abroad a means of keeping in touch with it.

Mr. Lroyp: Does the Canadian Pacific have an advantage over you in
that respect?

Mr. GorpoN: One fine example, as Mr. Vaughan has reminded me, is the
plant at Truro, the carpet plant there, which came about as a direct result of
our talks with the people concerned.

Mr. Lroyp: You mean that it came about through the promotional efforts
of the Canadian National?

Mr. VAuGHAN: We think so in this case, but we do not claim all the credit.
There was something done by our people in London.

Mr. Lroyp: You will agree that I was correct in the way it was said.
May I ask if Industrial Estates entered into this deal?

Mr. Gorpon: We were in contact with them. We talked to them and demon-
strated that Truro was a good place. We gave them all the information that
we could, and some time after we had done that, whether there was somebody
else or not, I do not know—

Mr. VauGHAN: Industrial Estates in Nova Scotia of course had a lot to do
with it.

Mr. LLoyp: Does the Canadian Pacific have an advantage over you in gen-
erating traffic since they operate the Canadian Pacific Shipping Lines?

Mr. GorooN: Yes, I would say perhaps, but again perhaps not as much
as might appear to be the case, because we have close contact with other shipping
lines, and it may be for that reason, through those contacts, that we do just
as well. But I think you could take it as a superficial assumption that because
Canadian Pacific run their own shipping lines they get a measure of traffic to
a greater extent than we do.

Mr. Lroyp: Have you ever attempted to make some kind of agreement
with the shipping lines?

Mr. Gorpon: Oh, yes, we have agreements with various lines.

Mr. Lroyp: Do these agreements provide for the payment of subsidies
toward their operation?
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Mr. GorpoN: No. I am not aware of any in that regard. These are simply
business associations whereby they direct traffic to us and we direct traffic
to them.

Mr. Lroyp: Recently I made an inquiry directly to your office in Montreal
through the Department of Transport. I believe many years ago there was a
payment of $100,000 and whether it was per annum or not I do not know.

Mr. VaucHAN: I answered that letter.
Mr. LLoyp: The payment was made to the Cunard company.
Mr. VAuGHAN: I answered the letter to which you are referring.

Mr. Lroyp: I do not know whether you answered it or not. I am only
allowed to ask questions here.

Mr. VaucHAN: Al I am saying is that you said you directed a letter to
us through the Department of Transport and I answered the letter. Mr. Gordon
may not have seen the letter. That is all I am saying.

Mr. Lroyp: I do not care whether he saw it or not. If he wants to ask you
to answer the question that is fine. I understand some years ago there was
$100,000 paid to the Cunard Steamship Company to maintain the traffic to
Halifax; is that correct?

Mr. GorpoNn: I received no such letter. Do you remember Mr. Vaughan
answering a letter you received along those lines?

Mr. VAUGHAN: Yes. I had an inquiry from the Department of Transport
asking me to endeavour to look back in our old records to find out what this
situation involved. We went back in our records to the 1920’s.

Mr. Lroyp: We have established the fact that you are aware of this situa-
tion?

Mr. VaugHAN: Yes, I am aware of it. I do not have the letter here. There
are thousands of letters received.

Mr. LLoyp: Yes, and there will be thousands of questions until we get the
right answers.

Mr. VauGgHAN: What is your question?

Mr. LLoyp: My next question is, as I understand from the correspondence,
Mr. Vaughan, you are familiar with this subject?

Mr. VAuGHAN: I do not have the letter here. I went to quite a bit of trouble
to get the information for you.

Mr. Lroyp: You do not recall any of it?
Mr. VAUGHAN: Yes, I do. I recall it but I do not have the letters here.

Mr. Lroyp: If you will just wait for the question you may be able to
answer it.

Mr. VAuGHAN: Well, let’s hear it.

Mr. LLoyp: Was there then a payment made to the Canadian Pacific Rail-
way in the form of an annual subsidy to produce traffic?

Mr. VaucHAN: This situation was back some time ago, as I remember it,
and if you have the letter there perhaps I can refresh my memory.

Mr. Lroyp: I have not got the letter. I am not spying on you, I am
looking for information.
' Mr. VAuGHAN: Let us have your question and I will endeavour to answer
it. If I cannot do so I will get the information over night and give it to you.

Mr. GorpoN: I have not heard the question yet. I do not know what your
question is.
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Mr. Lroyp: I am trying to establish whether anywhere in Canada or
abroad today you do make such payments, as you did years ago, to steamship
lines for the purpose of maintaining service to particular points at the end
of your lines in an attempt to develop traffic of an international nature.

Mr. GorpoN: I do not think so.

Mr. VaucHAN: This information is part of history and goes away back.
Mr. Lroyp: You do not do that today in any event; is that right?

Mr. VAUGHAN: I do not think so. We do have an association with Cunard.

Mr. GorbpoN: Yes, we have an arrangement with Cunard and we have
an arrangement with the Manchester line. When we were operating the
Canadian National West Indies Steamships there were certain subsidies that
were payable in that connection. I cannot recollect any direct payments such
as you mention for the purpose of obtaining traffic. I am not aware of any.

Mr. Lroyp: Perhaps Mr. Vaughan could advise you of the letter he
indicated he wrote covering the history.

Mr. VAuGHAN: I do not have it with me.

Mr. Lroyp: Surely I am entitled to say that there was such a practice in the
past in view of the fact I have been informed of this by your department?

Mr. VAuGHAN: That is correct.

Mr. Lroyp: I was so informed through the Department of Transport and
I am simply asking you whether that practice is being continued today.

Mr. VAucHAN: Not that we know of, no.

Mr. Lroyp: I prefaced this remark by asking you whether the C.P.R. had
an advantage over you in the generation of rail traffic because it operated
steamship lines, and your answer was that you thought generally one would
say this was so. Did you ever contemplate perhaps adopting policy similar
to the Canadian Pacific Railway, establishing steamship line services which
would generate traffic on the railways?

Mr. Gorbon: Yes.

Mr. Lroyp: Is that economically feasible?

Mr. GorpoN: We do not think so.

Mr. Lroyp: You have made extensive studies before establishing that

Mr. GorpoN: Yes.

Mr. LrLoyp: You compete with C.P.R. operations in Saint John?
Mr. Gorpon: Yes.

Mr. Lroyp: The C.P.R. ships call at Saint John?

Mr. Gorpon: Is that an assertion or a question?

Mr. Lroyp: I presume a good deal of traffic you carry to and from Saint
John is carried by C.P.R. ships.

My next question deals with the paragraph headed “Industrial Develop-
ment” in which you state there are 356 resource developments, manufacturing
plants and major warehousing and distributing facilities in locations served by
the Canadian National freight services.

You mentioned a minute ago there was one in Truro. How many of these
356 developments took place in Nova Scotia, for example?

Mr. GorpoNn: I have the figure for the Atlantic region, which shows 35. I
might as well complete it all.

Mr. Lroyp: Do you have them by regions?



-

RAILWAYS, CANALS AND TELEGRAPH LINES 167

Mr. GorboN: Yes, I do. The figures are 35 in the Atlantic; 89 in the St.
Lawrence Region; 88 in the Great Lakes Region; 52 in the Prairie Region;
92 in the Mountain Region, for a total in Canada of 356; 42 in the Grand Trunk
Western Region, for a total for Canada and the Grand Trunk Western Region
of 398.

Mr. Lroyp: I suppose many of these were developed in association with
others, that you made your contributions to the effort to bring about these
developments and these were not all solely yours?

Mr. GorpoN: No, I have not claimed this is solely as a result of our actions.
We make efforts to interest people to come on our line to the fullest extent we
can.

Mr. LrLoyp: Do you have a research department which inquires into the
potential industrial developments of any region or do you rely mainly on
promoting the information about the region you are serving?

Mr. Goroon: If I might read the first sentence in our report at page six,
it says:

Canadian National continued to provide existing and prospective
customers with a comprehensive industrial location service aimed at

attracting new resource, industrial and commercial development in
areas served by the System.

Mr. LLoyp: Yes. In respect of this comprehensive service which you pro-
vide I was wondering if you included research studies which would indicate
potential industrial possibilities?

Mr. GorpoN: Well, that is the purpose of it. There is a market research
associated with this, and we will try to produce any information we can to
encourage people to locate on our lines or adjacent to them.

Mr. Lroyp: I suppose a good deal of this potential data you need is avail-
able to you from other sources as well?

Mr. GorboNn: Oh, yes, it comes through all sorts of sources.

Mr. Lroyp: And, you attempt, through this department, to co-ordinate
this information?

Mr. Gorpbon: Yes. This information comes through trade journals, munic-
ipalities and all sorts of things.

Mr. Lroyp: Do you promote interest in this abroad?

Mr. GOrDON: Yes.

Mr. Lroyp: As well as in Canada?

Mr. Gorpon: Yes.

Mr. VAUGHAN: There was such a survey done in Halifax, which you may
remember.

Mr. LLoyp: Which one was that?

Mr. VAuGHAN: One of these industrial surveys we are speaking of. It is
part of the public record down there and I would be glad to send you one if
you want to read it.

Mr. Lroyp: I have seen the one you are talking about but it is not it that
I was questioning; it does not go as far. It is a general statement.

Mr. VaueHAN: I was wondering whether that was what you are talking
about.

Mr. Lroyp: This is a well put together document, and contains a statement
of opportunities that exist within established operations.
Mr. GorboN: Yes.

The CHAIRMAN: Would you proceed, Mr. MacEwan.
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Mr. MAcEwaN: I believe a recent one was done in the Pictou county area.
Mr. Gorpon: Yes. There have been quite a few done in Nova Scotia.

Mr. Lroyp: I was wondering how effective they are?

The CHAIRMAN: Shall we carry this item?

Some hon. MEMBERS: Carried.

The CHAIRMAN: Tomorrow we will meet at 10 o’clock.

Mr. HORNER (Acadia): How about 9:30, Mr. Chairman?

The CHAIRMAN: No, we have a steering committee meeting at 9:30.

The committee adjourned.
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MINUTES OF PROCEEDINGS

THURSDAY, June 18, 1964.
(6)

The Standing Committee on Railways, Canals and Telegraph Lines met
at 10:00 o’clock a.m. this day. The Chairman, Mr. Jean T. Richard, presided.

Members present: Messrs. Balcer, Beaulé, Bell, Brown, Cadieu, Cantin,
Cowan, Crossman, Crouse, Fisher, Grégoire, Guay, Horner (Acadia), Howe
(Wellington-Huron), Irvine, Kennedy, Lamb, Lloyd, Lessard (Saint-Henri),
Macdonald, MacEwan, Marcoux, Millar, Pascoe, Prittie, Regan, Rhéaume,
Richard, Rock, Southam, Stefanson, Stenson (32).

Also present: The Honourable John Whitney Pickersgill, Minister of
Transport.

In attendance: From the Canadian National Railways: Messrs. Donald
Gordon, President, R. T. Vaughan, Secretary, J. L. Toole, Vice-President,
Accounting and Finance, J. W. Demcoe, Vice-President, Transportation and
Maintenance.

The Committee resumed consideration of the 1963 Canadian National
Railways Annual Report, section intituled “Operations”.

On motion of Mr. Grégoire, seconded by Mr. Beaulé,

Resolved: That section intituled ‘“Operations” of the 1963 Canadian
National Railways Annual Report be adopted as read.

Then the Committee began consideration of section intituled “Freight
Service”.

And the examination of the witnesses continuing, at 12:20 o’clock p.m.
the Committee adjourned until 3:30 o’clock p.m. this afternoon.

AFTERNOON SITTING

(7
The Standing Committee on Railways, Canals and Telegraph Lines recon-
vened at 4:12 o’clock p.m. this afternoon. The Chairman, Mr. Richard, presided.

Members present: Messrs. Beaulé, Béchard, Bell, Cadieu, Crossman, Emard,
Fisher, Horner (Acadia), Howe (Wellington-Huron), Irvine, Kennedy,
Korchinski, Lachance, Lloyd, Lessard (Saint-Henri), MacEwan, Marcoux,
Matte, Millar, Pascoe, Regan, Rhéaume, Richard, Rock, Stenson (25).

In attendance: The same as at this morning’s sitting.

The Committee resumed consideration of section intituled “Freight Serv-
ices” of the 1963 Canadian National Railways Annual Report.

On motion of Mr. Lessard (Saint-Henri), seconded by Mr. Beaulé,

Resolved,—That the Committee sit at 7:30 o’clock p.m. instead of 8:00
o’clock p.m. this evening.

On motion of Mr. Rock, seconded by Mr. Millar,

169
21174—13



170 STANDING COMMITTEE

Resolved,—That section intituled “Freight Services” of the 1963 Canadian
National Railways Annual Report be adopted as read.

And the examination of the witnesses continuing on section intituled
“Passenger Services”, at 5:53 o’clock p.m. the Committee adjourned until 7:30
o’clock p.m. this evening.

EVENING SITTING
(8)

The Standing Committee on Railways, Canals and Telegraph Lines re-
convened at 7:42 o’clock p.m. this evening. The Chairman, Mr. Richard,
presided.

Members present: Messrs. Beaulé, Brown, Cadieu, Cowan, Fisher, Granger,
Horner (Acadia), Howe (Wellington-Huron), Kennedy, Lachance, Lamb, Lloyd,
MacEwan, Matte, Millar, Pascoe, Prittie, Rhéaume, Rock, Stefenson, Stenson,
Tucker, Irvine—(23).

In attendance: The same as at this morning’s and as at this afternoon’s
sittings.

The Committee resumed consideration of the 1963 Canadian National
Railways Annual Report.

Sections intituled ‘“Passenger Services”, “Telecommunications” and ‘“Hotels”

were carried unanimously.
On section intituled “Personnel and Labour Relations”, at 10:33 o’clock
p.m. the Committee adjourned for lack of quorum, until 9:30 o’clock tomorrow.

FriDAY, June 19, 1964.
(9)

The Standing Committee on Railways, Canals and Telegraph Lines met
at 9:37 o’clock a.m. this day. The Chairman, Mr. Jean T. Richard, presided.

Members present: Messrs. Armstrong, Beaulé, Béchard, Bell, Cadieu,
Cooper, Cowan, Crossman, Emard, Fisher, Granger, Grégoire, Horner (Acadia),
Lachance, Lamb, Latulippe, Lloyd, MacEwan, Matte, Millar, Pascoe, Prittie,
Rapp, Rhéaume, Richard, Rock, Southam, Stefanson, Stenson, Tucker—(30).

Also present: The Honourable John Whitney Pickersgill, Minister of
Transport.

In attendance: From the Canadian National Railways: Messrs. Donald
Gordon, President, R. T. Vaughan, Secretary, J. L. Toole, Vice-President,
Accounting and Finance, J. W. Demcoe, Vice-President, Transportation and
Maintenance.

The Committee resumed consideration of the 1963 Canadian National
Railways Annual Report.

Sections intituled ‘“Personnel and Labour Relations” and “The Outlook”
were carried unanimously.

The complete 1963 Canadian National Railways Annual Report was carried
unanimously.

The following were also carried unanimously; namely: The Canadian
National Railways Auditor’s Report to Parliament for the year ended on
December 31, 1963; The Canadian National Railways Capital and Operating
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Budgets for the year 1964. The Annual Report of the Canadian National Rail-
ways Securities Trust for the year ended on December 31, 1963.

Mr. Rhéaume moved, seconded by Mr. MacEwan,—That the Committee
sit at 4:00 o’clock p.m. on Monday, June 22, 1964 to consider the Trans-
Canada Air Lines Annual Report. The said motion was agreed to unanimously.

At 10:58 o’clock a.m. the Committee adjourned until 4:00 o’clock p.m.
on Monday, June 22, 1964.

Maxime Guitard,
Clerk of the Committee.

(Please mnote, that all the evidence adduced in French and translated into
English, for the sitting of June 19, 1964 was recorded by an electronic record-
ing apparatus pursuant to a recommendation contained in the Seventh Report
of the Special Committee on Procedure and Organization, presented and con-
curred in, on May 20, 1964.)






EVIDENCE

THURSDAY, June 18, 1964.
(Text)

The CHAIRMAN: Gentlemen, we are now concerned with operations, but
before proceeding I would like to remind you that we have three meetings
today and the hope has been expressed that we may finish our business
today. If we stick to our business and do not wander far afield we may be
able to do so.

Mr. HorNER (Acadia): Do not look at me, Mr. Chairman!

The CHAIRMAN: I have been accused of allowing some members to run
far afield. I think we can complete our business today if we stick to the
pertinent matters. I hope by diligent attention to the matter before us, which
is the annual report of Canadian National Railways, we can complete our
work today, or tomorrow at the latest.

Our discussion now will be concerned with the item dealing with opera-
tions, on page six of the report. Are there any questions on this?

Mr. PascoE: In relation to operations, the report speaks of the car repair
shop under construction in Saskatoon. Will that accommodate the car repairs
for a large part of the western area?

Mr. J. W. DEMcoE (Vice President, Transportation and Maintenance):
That will take care of the running repairs of any cars. Any cars in bad order
in the Saskatoon area will be repaired in this new shop we are building.

Mr. PascoE: When you refer to the Saskatoon area, how large an area
do you mean?

Mr. DEMcoE: I am referring to all trains coming in or going out of
Saskatoon.

Mr. FisHER: With regard to operations, I would like to get into a sub-
ject which is familiar to you, Mr. Gordon, and to Mr. Demcoe; that is, the
question of run throughs.

I had thought that as a result of what took place last August the plans
regarding run throughs have been postponed rather indefinitely. Early last
month I received word that one was planned with engine crews for Nakina
and I have since, through railway union representatives, received a letter
written by Mr. Warden from the office of Mr. Bloomfield, the manager for
Capreol, Ontario, on May 21, 1964, to the General Chairman of the operating
brotherhood. I would like to put on record a couple of paragraphs from that
letter:

You will recall that at our meeting in Toronto, May 20th, the
problem of the impending shortage of firemen at Nakina was discussed
in some detail.

As you are aware, the only solution open to us within the current
agreement is an application of article 39, rule A, as amended by
memorandum of agreement signed at Montreal, Quebec, February 1,
1955 (referred to as the union dues agreement) which would force the
senior demoted engineers on the promotion district to Nakina for as
long as the shortage exists.

In our discussion is was recognized that forcing men to locations
undesirable to them for indefinite periods of time imposes a hardship
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on the men involved and creates an atmosphere not conducive to good
labour-management relations.

We would like to propose an alternative that eliminates that hard-
ship and at the same time provides a solution to the uncertainty sur-
rounding the long term future of Nakina. The proposal in brief is that
run through operation be gradually and progressively introduced be-
tween Hornepayne and Armstrong as attrition and/or increased traffic
render the employees presently located at Nakina unable to handle it.

In other words, the men presently located at Nakina would remain
at Nakina and be permitted to earn maximum monthly mileage, but
work which they could not handle on a year round basis within mileage
allowances would be manned by Hornepayne men from Hornepayne to
Armstrong. Logically trains 1-2-9 and 10 would be introduced first
with other trains following in order of preference working conditions
as attrition at Nakina and/or increased traffic dictated.

There are several other paragraphs, but those are the ones I would like
to have included in the record. That is signed by R. A. Warden, operations
manager.

There are two factors involved in this, Mr. Gordon, about which I would
like to know more. One is the whole question of the railway plans with regard
to those parts of the system where there is a shortage of firemen and those
parts of the system where there is a surplus; that is, what you plan to do about
this, particularly from the point of view of bringing on your supply of
engineers.

The second question is: Where do Canadian National Railways stand on
run throughs, particularly for front end crews, on its whole system in western
Canada and in the area I mentioned?

Mr. Gorpon: This is one of the operational and transitional problems that
is very live and arises, as you know, basically out of the new operating require-
ments that have emerged. We have put in the diesel locomotive and taken
advantage of the resultant greater flexibility. We have been trying to work very
closely with the labour representatives in each particular area, and our local
officials have been trying to work it out on as reasonable a basis as possible but
it is, as I say, a transitional problem that will eventually have to be met. With
the advent of the movement of the crops, we held up the plans that we had
for last year. We were so occupied with the new difficulties in regard to the
movement of wheat that we just put the whole thing aside for that period, but
it is something that will have to be worked out because we must arrange the
operational aspects of it to fit the requirements of running the trains.

In regard to the supply of enginemen—I should say that they will not
necessarily come from the firemen. We will have a system of training that will
produce engineers for us as and when required. But since this is an operational
matter, Mr. Demcoe, perhaps you can add something to what I have just said.

Mr. DEMcoOE: I think you have covered the situation.

Mr. FiSHER: At certain points in your system I understand almost half the
trains are running without firemen now. This is part of the general agreement.
However, at other places, there is a surplus. There are firemen available to be
called. In the Nakina situation, you have the shortage of firemen being put
forward as one of the reasons for introducing a run through. Obviously that
shortage could be met very easily by allowing some of the firemen from some
of the surplus areas to be transferred up there.

I gather from my conversations with the employees—and, as you know, these
are informal, they are random, and there is nothing coherent about them—I
certainly sense that their view is that they would much prefer this to having a
run through.
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Mr. DEMcoE: I think this situation at Nakina is where they are now requir-
ing enginemen. There are insufficient enginemen at Nakina. In order to get them
we are required to send our firemen who are classed as enginemen at Toronto,
Allandale and Capreol to Nakina. These individuals, or many of them, do not
want to go to Nakina for two, three or four months.

Mr. FisHErR: But then the people who are at Nakina do not want to find
themselves in a run through either, and here again we are back to the question
I brought up repeatedly, Mr. Gordon. In these smaller communities—and
Biggar is a good example, and Nakina—there is a feeling that the community
situation and the real estate situation of the employees have played no part in
the considerations of management in these terms. I do not know what is the
best solution for this. You want to take advantage of the equipment in the new
processes you have introduced. It is understandable that the men object when
it is going to mean personal loss and hardship for them, and that is the reason
why they might perhaps drag their feet. You know, I imagine that if your run
throughs are announced again for August of this year—and I am sure Mr.
Cooper and other members of parliament from the areas concerned will tell
you just what will happen—cries will go up and delegations will come down
here and we will go through the whole routine again. I would like to know why
this whole question of run throughs cannot be approached on a more thorough-
going basis than that on which you have dealt with it at the present time.

Mr. DEmcoE: The situation is actually different at Biggar from that at
Nakina. Biggar is a turnaround point, and we have accommodation for the
men there. Nakina is a home terminal and the people who work out of Nakina

have their own homes, as you have just stated. There are two different problems
there.

Mr. FisHERr: There are two different problems, but from the railroader’s
point of view it is the same; that is, it is the resistance to the run through.
Mr. DEmMmcoE: No.

Mr. GorbpoN: Not in every case. I have been into this matter and I have
had a number of discussions about it. It is not a problem that will yield itself
to an over-all solution, and it has to be worked out pretty much in terms of
the local facts. In some cases we have very little trouble, and the men are
quite happy to make the change because in some cases it gives them an
advantage. One fellow may get an advantage, and another fellow may not.
It is one of those very difficult situations that we just have to keep pecking
away at in the light of the circumstances at the different places involved.
They are not se same kind of run throughs either, as I understand it. There
are different circumstances in that respect, and there are different circum-
stances applying to the home terminal, and things of that kind. We had a
great deal of difficulty at Redditt some years ago, but that has all been
worked out and the men affected are quite happy with it; they prefer their
present situation to the one that existed before.

As in all these matters of change, the first reaction is always difficult
because the men are apprehensive when there is a change in regard to their
living and working conditions. We find that when we are able to get the
system working, they see certain advantages that just had not occurred to
them before. I do not think I can give you any better answer than to say it is
one of those problems that is best left in the hands of the local officials and
the local union people, and it will gradually work itself out. It will be a con-
tinuing situation in regard to individual situations that will be difficult.

Mr. FisHER: I will put it to you from the selfish point of view. I would
rather see the run through go from Nakina westward to Sioux Lookout. Can

you tell me why the decision was made to develop the run through on the basis
of Hornepayne to Armstrong?
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Mr. GorpoN: That is exactly what I mean; we have to get the individual
facts, and I am afraid I cannot do it. It will be the local officials there who will
give us the details, and we would have to look at each situation depending
upon its own particular set of facts. Do you happen to know this particular
one, Mr. Demcoe?

Mr. DEMCOE: One of the main reasons is that there are two agreements.
There is the east agreement and there is the west agreement, and the dividing
line is at Armstrong. That is one of the main difficulties. By having the crews
run from Hornepayne to Armstrong, we have it all in the eastern territory
and covered by the eastern agreement.

Mr. FisgHER: I am vitally interested in this because it means the economic
well-being of one of the communities in my riding. If the seniority problems
in connection with the western and eastern divisions could be worked out,
it would be greatly to the advantage of Nakina. There is no real economic
alternative for those people there, or for the community which has its in-
vestment there, and there would be great advantages to be snatched from
it. I do not see that it would harm the other places involved—Hornepayne and
Sioux Lookout.

Mr. DEmcoE: The discussions our area people have had with regard to
Armstrong and Nakina as the run through points resulted in the discovery
that apparently the employees in those territories prefer the run through
Nakina to Armstrong.

Mr. FisHER: I take it, Mr. Gordon, from what you have said, that your
policy now is to approach these questions strictly on a regional basis rather
than the basis of a year or two years ago, which was an over-all change at
one time.

Mr. Gorpon: That is right.

Mr. FisHEr: Why did you change the policy?

Mr. Gorpon: Because of the fact that when we tried to do the thing that
you suggested earlier—to have an over-all policy—we ran into local situa-
tions that did not yield to an over-all solution, and it was far better, we
found, to use a transitional period to have discussions with the union repre-
sentatives and the men to apply specifically not only to the point itself—the
operating condition of that point—but to the men themselves.

Mr. FisHER: Can you tell me candidly whether, in terms of the agreements
that exist at the present time, you can put these changes through unilaterally?

Mr. GorboN: Yes, everything we are doing is within the scope of the wage
agreement affecting the particular men. In each case we scrupulously observe
the over-all agreement as it affects transfers, seniority, and so forth, anything
affecting the men.

Mr. FisHErR: When you make a move from London of 400 employees,
that is a large blow to a community in terms of income and everything else,
but London is a large community. However, these small communities depend
almost entirely upon the railway. Nakina was created by the railway and the
whole community was established, as it were, as a company-created organiza-
tion.

Mr. GorpoN: That is perfectly true and, as I have said many times, all
these situations have arisen out of the impact of the diesel locomotive, and the
changes which resulted from giving up steam locomotives. The fact is that the
steam locomotive called for an operating situation where we had terminals
almost every 130 to 150 miles. If we do not deal with the situation now, we
will never be able to readjust the railway to the whole impact of the change
to diesel.
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Mr. FisHer: But have you no possibility at all of introducing the principle
of some kind of compensation or some kind of assistance for these employees?
Let me give you an example of one engineer I know who would be affected
by this. He has a home in which he has put about $8,000 to $9,000—possibly
a little more, but that is my estimate of it. The value of that place, if the
running crews are moved out of there, tumbles down to about $2,000 because
there just is no other basis. Now the main difficulty, the main resistance, really,
hinges around the very substantial economic loss that these people suffer,
and yet there has never been any indication on the part of Canadian National
Railways that they are prepared to look at this solution.

Mr. GorpoN: That question has been talked about again and again. It is
almost impossible to find a principle that will meet a situation of that
kind because every year there are differences in communities that might give
rise to claims that people have been affected economically, and the value of
property, and so forth, and I just do not know where we draw the line. More-
over, the general questions, as you know, has been one of great discussion in
regard to amendments to the Railway Act, and so forth.

Mr. FIsHER: As you know, this committee last year approved the prineiple.
Mr. Gorpon: That is right.

Mr. FIsHER: As you know, this committee approved the principle last
year.

Mr. GorpoN: I just do not know how to deal with it apart from meeting
the situation as a general railway industry matter. I suggest that there cannot
be special consideration in connection with the C.N.R. only.

Mr. FisHER: I would take it then from your remarks that if it were intro-
duced as a principle, with the force of a statute approved by the House of
Commons, you would be prepared to work within that framework.

Mr. GorboN: We will always obey the law if it becomes effective, but
you must remember this is a general question which raises a very important
matter of principle on whether legislation of that type to correct inequities
should be applied to the railway industry only, or to have the general principle
apply to other industries as well.

Mr. FisHeR: I am very pleased the Minister of Transport is here because
we can ask him what has happened to the recommendations of last year’s com-
mittee on this matter.

Hon. J. W. PICKERSGILL (Minister of Transport): My attitude is that the
matter is under very active consideration at the present time.

Mr. HORNER (Acadia): Is legislation being proposed and prepared by the
government along these lines?

Mr. PICKERSGILL: On that point I would say I would feel that to prepare
any more legislation than we have already prepared for the present session
of parliament before we see some legislation disposed of that is now before
us would seem almost to be an academic exercise. The principle involved
here is so far-reaching that I think it would be very difficult to contemplate
applying very easily to the railways a principle that was not going to be
applied to other aspects of the economy. This is a consequence of automation.
It is true that there are many aspects of labour relations in the economy that
are not under federal jurisdiction, where parliament could not legislate, but
there are quite a number of aspects of the economy besides the railway that
do come under federal jurisdiction. I think most of us are acutely conscious
of the fact that the railways are not always in the most favourable economic
position among the various carriers at the present time. I would ask myself
a basic question which every member of parliament has to ask himself, whether
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we feel that we should attempt to make the shippers pay for something. If it
is to be a social policy, perhaps it should be paid for by the taxpayers. These
are some of the problems that arise in this field.

Mr. HORNER (Acadia): This was dealt with a year ago in committee, and
I take it from your remarks that you are opposed to the recommendations of
the committee.

Mr. PIcKERSGILL: No, I am not. I did not have the advantage of being a
member of the committee at that time. I did not have the advantage of studying
it as members of the committee have. However, as Minister of Transport I
do think it is my duty to study this question and to study it very thoroughly, and
that is what I am trying to do. But, I have always felt it was unwise for any-
one to express a final opinion on something until he had formed that opinion.
Speaking for myself, I have not formed a final opinion on the most appropriate
way of dealing with this problem up to now, and certainly the government has
not.

Mr. FisHER: Could I ask you a question? We tabled a report on this last
year, but it was too late in the session for action to be taken on it. It could not
even be moved technically, I think. If the committee dusted off that report and
presented it again, could consideration be given to it?

Mr. PICKERSGILL: I think the committee is not an autonomous body—it is
a committee. It would have to have instructions or directions from the house.

Mr. FI1sHER: Would you be prepared, as the government minister with
initiative in this regard, to give us the chance to reintroduce it?

Mr. PICKERSGILL: I do not think, Mr. Fisher, it would be quite right for
me as the only member of the government, on a matter that is not just trans-
port policy but is a matter of broad economic policy, to express an opinion
without consulting my colleagues.

Mr. FisHER: I would agree with that. Where do you and your colleagues
stand at the present time with regard to the recommendation of this com-
mittee?

Mr. PICKERSGILL: As I told you, and perhaps I should have stopped right
there, the matter is under consideration.

Mr. FisHer: That was last December; it is now six months later.

Mr. PI1ckKeERSGILL: The matter is still under consideration.

Mr. FisHER: Mr. Chairman, you can see from this long interval that has
elapsed that we are willing to give the government and the ministry ample
opportunity to consider this, but how long does serious consideration have to
go on?

Mr. P1cKERSGILL: That depends on whether I would think one feels at a
certain time, or the government feels at a certain point, it has reached a
viable conclusion. I think it would be much better, in this as in other fields—
and I found this in the experiences of a long and misspent life—to make up
your mind right rather than to make it up quickly and find you are wrong.

Mr. FIsHER: Let us come back to Mr. Gordon.
Mr. HORNER (Acadia): Sixty days of decision?
Mr. PICKERSGILL: Almost 60 years. I will be 59 next week.

Mr. FisHErR: To come back to Mr. Gordon on this question, it was really
the opinion of the committee, the core of the committee’s attitude, that it would
be much better if these problems could be settled within the framework of
management and union agreement.

Mr. Gorpoon: Yes.
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Mr. FisHER: But the union witnesses we heard almost unanimously in-
formed us they found it impossible, because of the attitude of management,
to bring these kinds of questions within the scope of discussion.

Mr. GorboN: Perhaps I can help you in this. I do not know if you are
aware of it but I am reminded here that the Department of Labour has
established an advisory committee on technical change, and the first study they
have deals with the technical change in skilled manpower. This committee
is made up of personnel from the Department of Labour and representatives
from industry, labour itself, and the universities. The purpose of this organiza-
tion is to study the effects of technical change in major Canadian industries in
all respects. On that committee senior officials of both railways have been
appointed by the Department of Labour, and they are qualified men, and,
as I have said, there are men from all branches of industry and labour. This
committee is very actively at work. The question therefore is not being ignored;
it is the subject of a very intensive study, and, as I say, they brought in
people from the universities to get the scientific approach to it also. It is a major
social question that reaches far beyond the narrow confines of the railway
industry itself. That is why I am hesitant to pinpoint it in connection with
the Canadian National. It is a much broader question than its effect on the
Canadian National.

Mr. FisgHEr: But on this question of bringing these kinds of problems
within the union management relationships, you have just completed a
round of signings a month or so ago with the running trades. You are now
in a similar situation with the non-ops. At least in the non-ops. situation you
have a job security fund even though there is disagreement about it.

Mr. Rock: Mr. Chairman, I have to interrupt. We are now on operations.
Mr. FisHEr: What do you think this is?

Mr. Rock: Yesterday we had the same thing, Mr. Chairman. Mr. Fisher
yvesterday squeezed in questions on labour relationships, and he is doing it
again when we are dealing with operations. Let me point out that we have
an item here called “personnel and labour relations” when he will be able
to bring up these subjects. I plead with you, Mr. Chairman, that there be some
sort of a rule down here that we stick to this report in the proper manner.

The CHAIRMAN: Yes, Mr. Rock. I will ask Mr. Fisher to relate his questions
to the item under discussion.

Mr. F1sHER: My question arose out of operations.

The CHAIRMAN: Mr. Fisher, I do hope we are not going into details of
labour relations.

Mr. F1sHER: This is germane to operations.

Mr. Rock: What is Mr. Fisher going to do when we come to personnel and
labour relations? Is he going to start it all over again?

;i l\_/[r. FisHER: I am not going to start all over again. If you had been around
in this committee you would have noticed that I do not go in for repetition.
Once we get this out of the way, I will leave it alone.

Mr. Rock: Maybe this is the reason why I bring this to your attention, Mr.
Chairman.

) The CHAIRMAN: I feel this was properly brought up, and I do not think Mr.
Fisher intends to go into details of contracts.

Mr. FisHErR: We had a committee last year that repeatedly dealt with the
question of operations and the effects of changes on operations. It is not written
into the report exactly, but in effect the report suggests that if this cannot be
handled by the union-management relationships then we may need something
else. I will ask Mr. Gordon the following question: We have had two rounds
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of negotiations, one on ops. and one on non-ops., which have been signed. I
understand that no development at all took place within that area.

Mr. GorpoN: That is not strictly correct, Mr. Fisher. In the negotiations
which we have with the running trades—which is what you have particularly
in mind—this comes under the general question of work rules, and the agree-
ments, each one of them, have a very complex set-up in respect of the impact
of different kinds of work rules. In our negotiations we do include discussion in
respect of any requests having to do with work rules, and it is discussed at that
time. Now, the fact that we have signed agreements quite recently with all our
operating trades is the best indication I can give you that the unions are satis-
fied with the attitude as of now because they have signed an agreement covering
some changes in the work rules. I cannot recall what they are because they are
very complicated. However, there were detailed and intensive discussions of the
work rules. We finally reached a meeting of minds, and we have renewed the
agreement. That is where the matter stands at present. It is always open to them,
when a wage agreement is open for discussion, to raise once again in detail any
portion of these work rules that they want to bring to our attention.

Mr. FisHER: Could I ask Mr. Pickersgill a question relating to this subject?
Mr. Gordon has indicated that there is a Department of Labour task force of
some kind studying this. Would the minister see any prospect that this com-
mittee, in view of what it studied last year, could have the Department of
Labour group appear before it or could have some kind of meetings with it to
discover just how they are approaching this specific problem?

Mr. PIcKERSGILL: I believe the House of Commons has a committee on
industrial relations, and I would have thought that if one were going to approach
this question primarily from that point of view, that would have been a more
appropriate committee before which to have the matter brought. It is a matter
that I feel the Minister of Labour is much more competent to deal with than I
am, and he has officials to deal with it who are more competent than I would
be or any of the officials in my department, because in essence it seems to me
that though we have been considering this in relation to the railways, it is the
social impact of automation, and I have the impression this is about the biggest
social problem we are faced with in the western world at the present time. I
think it certainly merits the most thorough study. However, whether we have
really reached the point where there is enough hard information about this to
make it worth while having it go before a committee at the present time is
something on which I do not think I could give an intelligent opinion.

Mr. FISHER: Are you prepared to look at the matter to see what way we
can approach it? Do you accept that responsibility?

Mr. PI1cKERSGILL: I have always liked to think I was one of the more open-
minded members of the House of Commons.

Mr. GREGOIRE: So you admit you did not find a solution to the automa-
tion problem?

Mr. PICKERSGILL: No, we did not.

Mr. GREGOIRE: Maybe we could make some suggestions, because we think
we have the solution. Ask Mr. Gordon, he was the deputy governor of the Bank
of Canada for a while.

Mr. FrsHER: I would take it from what Mr. Pickersgill said that he,
as the minister responsible in this area, is prepared to consider suggestions
in which the House of Commons in one of its committees can carry on further
discussions of this problem in relation to the Department of Labour studies that
are going on.

Mr. PickeRSGILL: I would think it would be a very reactionary attitude to
take a different view.
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Mr. HorRNER (Acadia): Mr. Chairman, Mr. Fisher has covered many of
the questions I would have liked to ask in regard to run throughs. To sum it up,
would you agree then that the run throughs in the western region will now
be taken one at a time in a much slower way than what was attempted last
year?

Mr. Goroon: Yes, and dealt with specifically by the local officials.

Mr. REEauME: I have a supplementary question which I should like to
ask while the Minister of Transport is here. It is in an area raised by Mr.
Fisher. Mr. Pickersgill said it would be more or less academic to consider
putting into any kind of legislation the recommendations of this committee of
last year because of the volume of railway legislation that is already before
the house. I raise this supplementary question at this point because the Globe
and Mail says that the legislation the minister has prepared to be considered
first is going to be shelved so that we can keep talking about the flag. I

am wondering if the minister can confirm that. Could what he has prepared
be shelved?

Mr. PicReRSGILL: I would think, Mr. Chairman, with respect, that perhaps
we should stay in the committee within our terms of reference, and that
the broad program of legislation in the House of Commons I do not think was
referred to this committee.

Mr. RHEAUME: I think, that when the minister says it is academic for us
to ask questions about when the legislation is going to be prepared which this
committee recommended, and he give us a reason, it is fair for us to ask him
when it is going to be cleared.

The CHAIRMAN: The minister answered this question.

Mr. LLoyp: I have a supplementary question on this, and a suggestion.
I think it has been clearly stated, and all are agreed, that the measures sug-
gested by Mr. Fisher go into various groups of the political and economic
system. We may be satisfied if this committee were to draw attention to the
evidence of the people working on this, and this could be forwarded to the
appropriate study committees. We could at least do that, that is point out
today the particular problem of the railway employees, which is a good illustra-
tion, and what happens when there are major changes in some sector of the
economy employing many people, and then put it forward as a matter
which requires attention and study by the government. That would be
proper procedure for this committee.

Mr. MAcEwAN: I wanted to ask Mr. Gordon a question in relation to the
problem of revisions of maintenance operations which is current throughout
Canada and particularly in this case in the Atlantic area where changes
were brought about and scheduled for the Atlantic area. The Minister of
Transport was asked a question in the House of Commons on May 11. His
parliamentary secretary brought forward this answer. It reads as follows:

This reorganization, which contemplates the extension of territories
currently worked by track forces, decreasing the number of gangs and

increasing the size of some crews, will ultimately result in a reduction
of staff requirements.

I was wondering perhaps if Mr. Gordon could give us a few more details in

that connection and tell us what actually has been carried out in the Atlantic
area.

Mr. GorpoN: Mr. Demcoe, would you make a comment on that and I then
may add to it. However, I will see how you get along.

Mr..Dmcoz: Actually, with the improved track conditions and the laying
of heavier rail, new ties and more ballast, we actually do not require the
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same day to day maintenance that we have required in the past. At the present
time we are experimenting with larger gangs to do heavier work over greater
distances than what we have done in the past.

Usually our section gangs look after seven, eight or nine miles of rail-
road. Perhaps there would be three, four or maybe five men in a gang. We
now are trying to organize gangs of about 20 to 25 men and hope that they,
in turn, will take care of 40 or 50 miles of railway. The purpose of this
actually is to get better productivity at a more economical cost.

Mr. MAcEwaN: Have there been any men laid off as a result of this
procedure?

Mr. DEMcoOE: No, there is going to be no men laid off; it is just a re-
organization.

Mr. Gorpon: Just a moment now. This is not a commitment for all
time; it is another aspect of automation and, eventually, it will have an impact
on the number of men employed. But, in the course of making this arrange-
ment so far as possible we are using the effects of attrition to cushion the
changeover period as much as possible without having to lay men off. But, in
the long run it will mean we will be using fewer men by reason of this
automation principle. You had a footnote in that respect. Our general position
on the railroad, in respect of this whole question, simply is that there should
not be applied to the railroad industry anything that affects the social or
economic system without having it apply to other industries as well. There
should be a general recognition of help, assistance or adjustment in respect of
the whole problem of automation and I say it should not be confined to the
railway industry. It should be a general principle. That really is what the rail-
way industry is saying.

Mr. MACEwAN: Up until the present time have any of these men in the
Atlantic area had to move to other localities away from their own homes?

Mr. Goroon: Well, that would be part of the impact that is unavoidable.
But, we are doing the best we can to look at each particular situation and to
help out as much as we can.

Mr. MacEwan: I would like to put a question in respect of C.T.C.-
equipped tracks. I know that the report says 500 miles of track in the west
have been C.T.C.-equipped this past year. I would like to ask where C.T.C.-
equipped track will be installed this coming year?

Mr. DEmcoe: C.T.C. is being installed west of Edmonton, between Edmon-
ton and Jasper; there is a little bit in the Saskatoon territory, and also just
north of Toronto.

Mr. MAcEwaN: And, where in the Atlantic area?
Mr. DEMcoE: There is nothing this year in the Atlantic area.
The CHAIRMAN: Would you proceed now, Mr. Millar.

Mr. MiLLAR: Mr, Chairman, I imagine that my question should be directed
to the Minister of Transport. I am making reference to Mr. Gordon’s remarks
a few minutes ago in respect of the displacement of personnel. We are all
well aware that the government has set up a Department of Industry and
probably one of the chief considerations of this department is the distribution
of industry throughout the country and then subsidizing industry with the
taxpayers’ money in an effort to encourage them to go into areas that are
classified as depressed areas; yet, on the other hand, we have a crown cor-
poration such as the one Mr. Gordon is responsible for concentrating their
activities in the larger centres. It would appear to me that you are taking it
away with one hand and handing it back with the other.
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I quite appreciate Mr. Gordon tries to operate his business at a profit and
he cannot be responsible for the social problems of the whole Dominion of
Canada but at the same time both of these things, in a sense, come under
departments of government. I have in mind, for instance, the removal of the
car shops from London and putting them in Montreal. Also, you took something
out of the Atlantic provinces and put it in Montreal, and you took something
out of Winnipeg and put it in Montreal, and then we have to turn around and
pour the taxpayers’ money back into such areas to subsidize them because they
become depressed areas. I do not think that Mr. Gordon should have to answer
that question, but I would like to have an answer to it.

The CHAIRMAN: Mr. Millar, I do not know on what basis Mr. Pickersgill
should be requested to answer this question. You have made an observation
which should be made—

Mr. MILLAR: This is true.

The CHAIRMAN: —In the House of Commons. I do not think that this
committee is a place for you to pose your question.

Mr. MiLLAR: The thing is, Mr. Chairman, that we come to this committee
and put all these questions to Mr. Gordon when he is the victim of applying
a policy for which government is responsible.

The CHAIRMAN: I think Mr. Gordon has explained—you referred to him
as a victim—that he is not responsible for the situation.

Could we proceed with actual questions in respect of operations, if there
are any left.

Mr. Rock: Mr. Chairman, in respect of track and signals—
Mr. HORNER (Acadia): Are we going to proceed to that heading now?

Mr. Rock: I was just asking. It seems to me that everyone has been
moving all around.

Mr. HORNER (Acadia): Let us proceed with one heading at a time.

Mr. Rock: Mr. Chairman, is the door open for questions to be directed in
respect of any matter. It seems to me that this has been the case.

The CHAIRMAN: Order, please, Mr. Rock. I think it has been agreed that
we call operations and I am willing to accept questions on any part of
operations.

Mr. HORNER (Acadia): Mr. Chairman, will you put my name down, please.

Mr. Rock: Did you say on operations?

The CHAIRMAN: Yes, you can put questions on any part of operations.

Mr. Rock: Mr. Gordon, I note that you still have in many urban areas the
old telegraph lines beside the track. You will recall that we had quite a severe
sleet storm in the Montreal area and most of your lines were knocked down by
that storm. Yet, your company replaced the same type of lines and used the
same method of installation. But, in many country areas over which the same
storm passed the Bell Telephone Company did not put back the poles or the
old lines, such as you still have existing beside your tracks; they went under-
ground. The Bell Telephone Company has stated that it is 