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Resolved,—That the following Members do compose the Standing Com-

mittee on Estimates:

ORDERS OF REFERENCE

Houste oF COMMONS,
TuEespAY, February 10, 1959.

Anderson, Gillet, Morris,
Baldwin, Grafftey, Nesbitt,
Bell (Carleton), Hales, Nielsen,
Benidickson, Hardie, Payne,
Best, Hellyer, Peters,
Bissonnette, Hicks, Pickersgill,
Bourbonnais, Howe, Pugh,
Bourdages, Korchinski, Ricard,
Bourget, Lambert, Richard (Kamouraska),
Broome, Macnaughton, Rowe,
Bruchési, Macquarrie, Small,
Cardin, McDonald (Hamilton Smallwood,
Carter, South), Smith (Calgary South),
Cathers, McFarlane, Stewart,
Chambers, McGrath, Tassé,
Clancy, McGregor, Thompson,
Coates, Mecllraith, Walker,
Dumas, McMillan, Winch,
Fairfield, McQuillan, Winkler—60.
Fortin, McWilliam,
Garland, More,

(Quorum 20)

MonpAy, February 9, 1959.

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.

FripAy, February 13, 1959.

Ordered,— That Items numbered 254 to 260 inclusive, as listed in the
Main Estimates of 1959-1960, relating to the Department of National Revenue,
be withdrawn from the Committee of Supply and be referred to the Standing
Committee on Estimates, saving always the powers of the Committee of Sup-
ply in relation to the voting of public moneys.

MonpAy, February 16, 1959.

Ordered,—That the Standing Committee on Estimates be empowered to
print, from day to day, such papers and evidence as may be ordered by it,
and that Standing Order 66 be suspended in relation thereto; that the quorum
of the said Committee be reduced from 20 to 15 Members, and that Standing
Order 65(1) (m) be suspended in relation thereto; and that the said Committee
be authorized to sit while the House is sitting.

Attest.

LEON J. RAYMOND,
Clerk of the House.
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4 STANDING COMMITTEE
REPORTS TO THE HOUSE

THURSDAY, February 12, 1959.

The Standing Committee on Estimates has the honour to present the
- following as its

FIRST REPORT

Your Committee recommends:

1. That it be empowered to print, from day to day, such papers and evidence
as may be ordered by the Committee and that Standing Order 66 be suspended
in relation thereto.

2. That its quorum to reduced from 20 to 15 members and that Standing
Order 65 (1) (m) be suspended in relation thereto.

3. That it be authorized to sit while the House is sitting.

Respectfully submitted,
ARTHUR R. SMITH,
Chairman.

THURsDAY, February 12, 1959:

The Standing Committee on Estimates has the honour to present the
following as its

SECOND REPORT

Your Committee recommends that the Items relating to the Department
of National Revenue, as listed in the Main Estimates, 1959-60, be referred to it
for consideration.

Respectfully submitted,
ARTHUR R. SMITH,
Chairman.




AT G 2 e

MINUTES OF PROCEEDINGS

THURSDAY, February 12, 1959.
(1)

The Standing Committee on Estimates met at 10.00 a.m. this day.

Members present: Messrs. Anderson, Bell (Carleton), Best, Bissonnette,
Bourdages, Broome, Carter, Cathers, Dumas, Fairfield, Fortin, Garland, Graff-
tey, Hales, Hicks, Korchinski, Lambert, Macquarrie, McFarlane, McGrath,
MecMillan, McQuillan, McWilliam, Morris, Nielsen, Payne, Peters, Small, Small-
wood, Smith (Calgary South), Tassé, Thompson, Winch and Winkler—(34).

Mr. Bell (Carleton) moved, seconded by Mr. Hicks,

That Mr. Arthur R. Smith be the Chairman of this Committee.

On motion of Mr. Hales, seconded by Mr. Macquarrie,
Resolved,—That nominations close.

Mr. Smith, being duly elected as Chairman, took the Chair and thanked
the Committee for the honour conferred on him.

The Orders of Reference were read.

On motion of Mr. Hales, seconded by Mr. Korchinski,
Resolved,—That Mr. E. Broome be Vice-Chairman of the Committee.

On motion of Mr. Fairfield, seconded by Mr. Payne, ‘

Resolved,—That a recommendation be made to the House to reduce the
quorum of the Committee from 20 to 15 members.

On motion of Mr. Peters, seconded by Mr. Small, -

Resolved,—That permission be sought to print, from day to day, such
papers and evidence as may be ordered by the Committee.

Moved by Mr. Lambert, seconded by Mr. Small,

That the Committee request permission to sit while the House is sitting.
(Carried on division)

On motion of Mr. Payne, seconded by Mr. Hales,

Resolved,—That a subcommittee on Agenda and Procedure, comprised
of the Chairman and 6 members to be named by him, be appointed.

On motion of Mr. Lambert, seconded by Mr. Grafftey,

Resolved,—That a Report be made to the House recommending that the
Items relating to the Department of National Revenue, as listed in the Main
Estimates, 1959-60, be referred to this Committee for consideration.

At 10.30 a.m. the Committee adjourned to the call of the Chair.

Tuespay, March 3, 1959.
(2)

The Standing Committee on Estimates met at 10.30 a.m. this day. The
Chairman, Mr. Arthur R. Smith, presided.,
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6 STANDING COMMITTEE

Members present: Messrs. Anderson, Baldwin, Bell (Carleton), Benidick-
son, Best, Bissonnette, Bourdages, Bourget, Broome, Carter, Cathers, Fairfield,
Fortin, Grafftey, Hellyer, Hicks, Howe, Macnaughton, McDonald, McGrath,
Mecllraith, McMillan, More, Nesbitt, Payne, Pugh, Small, Smallwood, Smith
(Calgary South), Tassé, Thompson, and Winch.

In attendance: From the Department of National Revenue: Hon. George
C. Nowlan, Minister; Mr. David Sim, Deputy Minister of Customs and Excise;
Mr. R. C. Labarge, Assistant Deputy Minister of Customs and Excise; and Mr.
J. G. Howell, Assistant Deputy Minister of Administration. Mr. G. L. Bennett,
Director of Port Administration; Mr. A. Cumming, Administration Officer.

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

Resolved,—That, pursuant to its Order of Reference of February 16, 1959,
the Committee print 750 copies in English and 200 copies in French of its
Minutes of Proceedings and Evidence relating to the Estimates of the Depart-
ment of National Revenue.

The Chairman made a few preliminary remarks in the course of which
he requested Committee members to assist him in keeping the questioning on
an orderly basis by completing the study of a particular question before turning
to a new matter.

The Committee proceeded to its consideration of the Estimates. of the
Department of National Revenue for the year 1959-60.

Item numbered 254—General Administration, Customs and Exise—was
called. %

The Minister introduced the Departmental officials, and he then read a
prepared statement concerning the work of the Customs and Excise Division
of his department. He was questioned on that statement and on other related
matters.

At 12.00 noon the Committee adjourned until 10.30 a.m. Thursday, March
5, 1959.
y E. W. Innes,
Clerk of the Committee.



EVIDENCE

Tuespay, March 3, 1959.
10.30 a.m.

The CHAIRMAN: Good morning, gentlemen. We have a quorum so we will
proceed.

It is my pleasure to welcome you to our first active meeting. We have
one or two small orders of business which I think we will proceed with prior
to the introduction of the minister and his staff.

The first is the motion for printing. Pursuant to the order of reference
of February 16, 1959, may I suggest that we adopt, as we have in the past, the
procedural printing of 750 copies in English and 200 copies in French. Do
those figures seem to be satisfactory? If so, Mr. Bell, would you so move?

Mr. BELL (Carleton): Yes.

The CHAIRMAN: And seconded by Mr. Benidickson?

Mr. BENIDICKSON: Yes.

Motion agreed to.

The CHAIRMAN: That is the only item that we have but I should like
at this point to reiterate the practice we had during last session in regard to
the conducting of our business as a whole, in that we endeavour to permit
each member of the committee to continue his examination until he has ex-
hausted it,—or himself. We will then proceed to any other point that any
member may wish to introduce. So if you will try to give me the same
wonderful cooperation you gave last session, we will be able to preserve some
continuity. '

I might also mention, gentlemen, the fact that we would like to be able
to start on time. I am going to suggest in the initial period that we meet
twice a week, Tuesdays and Thursdays; and if we can commence on time, we
will cover a large portion of the business.

Also may I remind you to retain your estimate books because there is
not an over supply at the distribution office. It may be difficult later on to
obtain copies, should you lose them.

At this time I think I can do nothing more than to call the first item,
item 254—General administration of the customs and excise division.

It is a pleasure to introduce to you the Minister of National Revenue, the
Hon. George Nowlan and he will read to you his initial statement. Mr.
Nowlan, would you be good enough to introduce the members of your staff
who are appearing here with you?

CUSTOMS AND EXCISE DIVISION
Item 254. General AdmInisteallon :.....ciciceivsacssrnespsresevonasosaseessrsns $4317418

Hon. GEORGE C. NOWLAN (Minister of National Revenue): Mr. Chairman
and members of the committee, I have with me this morning Mr. David Sim,
deputy minister of customs and excise; Mr. Labarge, the assistant deputy
minister in charge of excise; and Mr. Howell, assistant deputy minister of
administration. Mr. Bennett, director of Port Administration; Mr. Cumming,
administrative officer dealing with estimates for the department. I think
these are the men who primarily will be called upon to answer any questions
which may arise.
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Mr. Chairman, as you said, I have a preliminary statement outlining the
general situation in so far as these estimates are concerned and with your
permission I shall read it to you.

The estimates now before the committee are those covered by votes 254,
255, 256 and 257, and they have been prepared for the financing of the opera-
tions of the customs and excise division of the Department of National Revenue
for the fiscal year 1959-60.

As you are aware, this is a purely administrative division whose primary
function involves the collecting of customs and excise duties and excise taxes.
In other words, to administer the customs and excise laws and regulations and
other acts by which control is exercised over the movement of all goods in and
out of the country. This also includes control over international traffic.

This division is also concerned with domestic manufacturers in respect
to the assessing of excise taxes and duties. All alcoholic and tobacco products
manufactured are under customs and excise supervision, and all licensed
manufacturers who pay sales tax and excise tax are visited by auditors to
confirm their liabilities under the Excise Tax Act.

In discharging this responsibility, customs and excise administers com-
pletely the Customs Act, the customs tariff, the Excise Act; and the Excise Tax
Act exclusive of Part 1.

In addition to these four Acts which customs and excise administers fully,
it also administers in part many other acts, the principal ones being the
Immigration Act, Export and Import Permits Act, Contagious Diseases Act,
Canada Shipping Act, Precious Metals Marketing Act, Food and Drug Act, and
so on, comprising some forty altogether.

As for the organization of customs and excise, here in Ottawa there are
twenty-four headquarters branches, and some of these, such as excise audit,
investigations, drawbacks, inspection and personnel also have field offices
located throughout the country at centres which have been carefully selected
as the most suitable for the branch concerned from the standpoint of efficiency
and economy of administration.

Of these headquarters branches the dominion customs appraisers branch
is the largest, and as you may know it is responsible for the formulation and
administration of departmental policies on appraisal matters, and for giving
direction with respect to the appraisal function at ports throughout the
country. Dominion customs appraisers are called upon to conduct values in-
vestigations in various foreign countries for the purpose of determining valua-
tion for duty of goods being imported into Canada. To facilitate the carrying
on of these investigational duties, as well as other essential activities relating
to the appraisal function, customs offices staffed by dominion customs appraisers
have been established in New York; London, England; Prague and Tokyo.

Then, of course, there are the ports, outports and vessel clearing stations
—some 434 in all—which are located throughout the country, at border cross-
ing points, coastal and inland seaports, airports and wherever they have been
found necessary for the maintenance of essent1a1 services to the importing and
travelling public.

I have with me comparative statistics which will give some idea of the
extent of these customs and excise activities.

For the current fiscal year 1958-59 the only statistics available are for
the period from April 1, 1958, to January 31, 1959. During this ten-month
period the total net revenue collected amounted to $1,543,698,181, which, com-
pared with the corresponding period the previous year, is a decrease of
$41, 383 642 or 2.7 per cent.
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On the other hand, within the field of international travel there was no
appreciable change during 1958. For the calendar year 1958 the aggregate
number of vehicles entering Canada from the United States totalled 17,893,410
as compared with 17,982,413 in 1957.

However, taking as a basis for comparison the last five complete fiscal
years, that is 1953-54 and 1957-58, the total net revenue collected by customs
and excise increased by $262,850,537 or 15.7 per cent; while there was an
increase of 514,362 in import entries or over 14 per cent. At the same time the
number of wvehicles entering Canada during the calendar year 1958 carrying
Canadians and Americans increased by well over 4,000,000 or 30 per cent, during
the five-year period.

Because the activities of this division are so closely associated with the
commerce and industry of the country, they have inevitably increased with
the development of the economy. However, as you no doubt have already noted,
there is a reduction from last year in the total estimates of this division.—

Mr. Chairman, that is a matter which I suggest you look at very carefully
and compare with the other departments appearing before you. We are very
proud of this.

—A feature which, I think, can be taken as fairly conclusive evidence that
under the administration policy of this division an increase in work volume
does not necessarily involve additional costs.

One of the many problems with which customs and excise is confronted is
in the effect of the changing trends in the mode of international travel, and
in connection with the transportation of commercial goods being imported into
this country. For example, travel by air and boat has become more popular
with returning Canadian and foreign tourists, and this has made it necessary
for us to extend customs services at airports and seaports.

There are also the demands for customs and excise to provide more service
at the various inland sufferance warehouses which we have permitted to be
established in recent years as a means of meeting the growing needs for such
facilities; a need that has developed as a direct result of the rapid growth—and
importance—of the commercial trucking industry in the field of international
transport.

The consequence of this, of course, is that while in certain places there may
be some decline in the volume of customs work this is offset to some extent by
the substantial increases in business being experienced at other centres. The fact
that this division has been able to show a reduction in our total estimates, both
in regard to staff and money, is due, I feel, only because of the diligence of our
efforts to control operating costs.

Here I think I should point out that salaries and wages alone represent over
90 per cent of the total estimates of this division. Therefore, in assessing the
over-all significance of the reduction in these estimates it should be kept in
mind that this has been made notwithstanding the fact that a fairly substantial
increase in this object is unavoidable, because of normal statutory increases in
salaries, as well as the additional costs arising from necessary reclassifications
of existing positions.

This, I feel, is indicative of how successful we have been in developing
efficient procedures and work standards, as well as in the judicious use of more
mechanical equipment, to effectively control the growth of personnel establish-
ments and other expenditures.

" In this connection—and this is not included in the statement—I can give
various examples of the introduction of mechanization, computation machines
and that sort of thing. I am sure it would provide a very interesting comparison
of the workload heretofore performed and that which can now be performed.
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The policy of this division will continue to be one designed to ensure that the
most efficient and economical means possible are employed in conducting the
many and diverse operations of the customs and excise division.

When I deal with the four votes covered by these estimates, I intend saying
a few words about those objects which show an increase over last year. However,
if there are any questions which the committee would like to bring up at this
time concerning these estimates, or the operations of the customs and excise
division, I shall be only too pleased to do what I can to answer them.

That is the statement, Mr. Chairman.

The CHAIRMAN: Gentlemen, following our practice of last session, we will
now have any questions which you would like to direct to the minister con-
cerning his statement. Following that, may I suggest that we take the four items
which he mentioned, in general principle. Then, we will take the items, page
by page, commencing at page 350. If there are any questions concerning the
statement I would appreciate having them now.

Mr. McM1LLAN: The minister referred to personnel in foreign countries, in
order to determine the valuation for duty. How many personnel are there in
foreign countries? Can that question be answered now or should it be left
until later?

Mr. NowrLAN: We have three in London, one in Prague, one in Tokyo,
and two in New York. A

Mr. McMiLLAN: That is, persons?

Mr. NowLAN: Yes.

Mr. GRAFFTEY: I hope the question I am about to ask comes under the
general heading. The minister mentioned during the last session that certain
officers were going to be hired and trained in regard to ‘“dumping procedures”.
Could the minister inform the committee to what extent this training period
has advanced.

Mr. NowLAN: The training period has advanced so far that many of them
are now out in the field doing work for which they were hired. As I told
the committee in the house last year, there were some forty additional per-
sonnel provided for. We have proceeded with the recruiting of these, and
the work has been completed as far as their training is concerned; they are
engaged in their activities.

Mr. BENIDICKSON: You mentloned just one representatxve in New York.

Mr. BELL (Carleton): Two.

Mr. BENIDICKSON: I take it that this group which Mr. Grafftey has re-
ferred to would probably do a great deal of their work in the United States
on valuation.

Mr. NowLaN: Yes, of course.

Mr. BENIDICKSON: And they would be resident in Canada.

Mr. NowLAN: Those to whom I have referred are resident, but are subject
to transfer to the cities to which I have referred. In addition, the appraisers
who are working within Ottawa, including the new ones to which I have
;‘eferred, go out and work in teams; they conduct special investigations and
appraisals in various cities in the United States, and anywhere else threughout
the world where they may be sent.

The CHAIRMAN: Are there any further questions?

Mr. CARTER: I was wondering, Mr. Chairman, if you have any breakdown,
of the figure of $1,543,698,181 at the bottom of page 2. This figure is for
the ten-month period. Is it broken down in any way under manufactured
goods, by countries, or in any way at all?
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Mr. NowraN: I did not hear the figure.

Mr. CARTER: You gave statistics; you said during the ten-month period
the total net revenue collected amounted to $1,543,698,181.

Mr. NowLAN: Yes. I have not the breakdown in so far as different classifi-
cation of goods is concerned, but I have it in so far as various classes of
revenue are concerned.

The import duties, for instance—and I think this should go in the
record—were forecast for the year 1958-59 which, of course, has not been
quite completed; but the figure.is $478,274,220. The sales tax for the same
period is $686,349,355. Other excise taxes amount to $236,648,271; and the
excise duties, $317,559,142. Together, with sundry collections, this makes a
total of $1,127,193, or a total revenue of $1,719,958,181.

Mr. CARTER: That is very valuable information to have. I wonder if
you could tell us now whether that decrease of $41 million is more noticeable
in any one of the categories than in another?

Mr. NowLAN: It is a general decrease, except in respect of the excise
duty. I will give you the figures for the first ten months of this past year.
The import duties are $396,763,204 or a decrease of $21,257,000. The sales tax
is $696,511,000. I am leaving out the odd hundreds. That is a decrease of
$17,502,000. Other excise taxes, $184,575,000, or a decrease of $17,423,000.
The excise duty is up to $263,895,000, which is an increase of $14,984,000 over
the year before. The sundry collections, which include all the odds and ends
we get in various ways from the other acts and everything else is $1,951,000,
or a decrease of $184,000.

Mr. WincH: I would like to ask the minister if he would explain the
broad basic principles used in establishing a fair or proper price on the ad-
mission of goods into Canada upon which is based the import duty? I have
in mind, of course, countries such as China with all the problems which arise
there in the establishment of a price.

Mr. NowLAN: Mr. Chairman, as the committee will remember, this matter
was discussed at some length during the last days of the past session. N

In general, the principle upon which our customs duties is based is the
fair market value in the country of origin. That fair market value is deter-
mined by our appraiser if there are any questions raised in determining what
this particular class of goods has been selling for in the country of origin. I
stress the country of origin from which the goods come directly into Canada,
because that is what governs. That sometimes creates a problem if the ques-
tion is whether the shipment is a direct shipment or is trans-shipped, or
something of that nature.

When you come to a problem such as the one to which Mr. Winch
referred, in respect of a state-controlled country where no fair market value
can be determined because the information is not available and the sales are
perhaps not made domestically at all, or whatever the situation may be, as
you can see it is almost an impossible task to determine a fair market value.
This would be true in a country such as China where everything is controlled
by the state. When that situation arises, where there is no yardstick by
which you are able to establish the fair market value in the country of
origin, under the act the minister is authorized to determine a method of
fixing the fair market value.

There have been cases in the past—and in the fairly recent past—when
we have had to do that. However, 80 per cent or more of the imports
present no difficulty, or very little difficulty. They come directly from a
country of origin such as the United States, Great Britain or France, or where-
ever it may be, where it is relatively easy to determine the fair market value.
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Mr. WincH: How far back retroactively can your department add an
additional impost although the goods have already been sold?

Mr. NowLAN: Speaking off hand and without consultation with the officials,
when goods are brought in very often because there is a real doubt as to the
value, based on past experience or something of that kind, the offices at the
port of entry advise the importer that these goods are being received subject
to amendment. I was going to say there is a warning given that they may
be revalued. In those cases, when we have obtained the necessary information,
which may take some time, we can go back and revalue the goods, where
this notice has been given to the importer at the time he brought the goods
into the country.

Mr. WincH: The reason I asked the question more particularly is because
I was wondering what form of protection there is for the businesses concerned.
I think the minister knows the particular case I have in mind, where some
months after the goods had been sold an additional impost was made and it
could be a means of almost putting a business into bankruptcy if it involved
a large enough import of goods. I think there is a question there of deter-
mining the effectiveness of protection to a business concern operating on an
honest basis and trying to live up to its obligations.

Mr. NowrLaN: My advice is that we never make a retroactive assessment
of these duties unless at the time the goods have been brought into the
country the importer has been warned that a reappraisal may be made. He
brings them in at his own risk, knowing full well this is not a warning which
is lightly given and that there is a real probability there may be a reassessment.

In the case to which Mr. Winch refers there may have been hardship
incurred, yet it is a hardship which the importer has deliberately assumed.
You have to weigh that, of course, against the damage which may -be done
to Canadian employment and Canadian labour by allowing the goods to come
in and not being able to go back and reassess. These reassessments do take
time. It is very difficult to obtain the information at times and, although not
usually, sometimes there is a deliberate effort made to avoid giving the
information. One has to proceed slowly and carefully in order to make sure
of one’s ground.

Mr. CarTer: I think everybody can identify the case which Mr. Winch
has in mind. That was retroactive for six months, if I remember it correctly.
Is it a usual thing to make it retroactive for such a long period?

Mr. Nowran: It all depends on how you spell “retroactive”. It is not
retroactive at all in one sense, because at the time the goods were brought
in the warning was given that they were subject to reassessment of duty. In
some instances there has been a period of some months—and I think as far
back as six months—in which the reassessment is made.

It should be pointed out in that connection that technically and legally
there is no limitation against the crown. There is no legal reason, I would
suspect, why the department could not go back for an indefinite period perhaps
without having given that notice; but as a matter of equity, I am informed we
always give the notice, or else there is no retroactive assessment made.

Mr. ForTiN: Is it the intention of the department eventually to establish
new customs offices in cities other than those mentioned in your statement?
I see four cities there. Are they the most important ones?

Mr. NowLAN: Those are the ones where we maintain resident appraisers.

Mr. ForTiN: What is the intention in respect of establishing other offices
in other cities?

Mr. Nowran: It depends on the circumstances. As business develops at
certain places other offices may be established. g
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Mr. ForTiN: But not for 1959-1960.

Mr. NowraN: No. In those cities you can maintain a resident man or men
doing the checking work which comes up each day, but you could not possibly
maintain them in all the centres where you have to make evaluations. It is
better to send teams out from here on specific tasks after they have studied
all the background of the subject. After having collected all possible informa-
tion from records, they then go into the field and there make direct observa-
tions after which they come back here to compile their work.

Mr. GRAFFTEY: Mr. Chairman, I am not discussing now the smaller ports
where perhaps you have only one or two officers on hand, but, rather, the
larger ports. What is involved in the expression “stop to report at customs”?
Does it mean you drive up, get out of your car, and go into the building;
or does it mean you drive up and wait for the officer to come to the car? What
is involved in that expression?

Mr. NowLAN: That depends on the circumstances, the person coming into
Canada, weather conditions and a number of other things, including the pres-
sure at the individual port at the time. Strictly speaking, I do not think it
would mean going in to the customs officer, reporting to him and getting a
clearance from him.

Mr. WincH: I have one more question along the line we were discussing a
few minutes ago. I would like to ask the minister, in view of this power of
adding an additional impost on goods imported to Canada, whether that is
basically for the purpose of protecting Canadian goods. At the same time that
you move to protect our Canadian goods, do you also protect the consumer by
examining in order to ascertain whether or not the Canadian goods are being
sold at a fair and reasonable price?

Mr. NowLan: Well, I am not going to enter into a philosophical discus-
sion as to whether the tariff law is for protection or for revenue, or where
you draw the line between revenue and protection. It is not the value for
which the goods sell in the Canadian market which is the governing factor;
it is the value for which the goods in question have been sold in the open
market in the country from which they came.

Mr. WincH: In regard to the goods produced in China there is an obvious
difference. What is the price there? They must be basing it on Canadian prices.

Mr. NowrLaN: No, not at all. It is up to the minister to determine the
method whereby that value, and not the impost, is arrived at. It i$ not a
question of raising the rates. It is a question of the value of these goods,
upon which a certain tax is levied. When it is a question of determining the
value, the minister is charged with the responsibility of determining some
other method of fixing that value. The method used is to take the value in
a country where we can determine these values, which is usually slightly com-
petitive with our own.

In regard to the question of Chinese textiles, where we could not determine
the value at all, we take the value of equivalent textiles as fixed in the free
and open market in the United States. And, goodness only knows, from the
complaints which I have received from all over the country, that is not im-
posing a high degree of protection because everyone will realize that the
American textile industry is highly competitive with our own. However, that
is the yardstick used in determining these values.

Mr. WincH: I do not know much about the textile angle, but I am only
using China as an illustration. It is the only place in the world where you
can obtain hog bristles. What is the value of a paint brush that is made in
China with pure hog bristles? I ask this question because that is the actual
case in point. China is the only source of hog bristles anywhere in the world.
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Mr. NowrLaN: That may be a question of argument; I do not think it is
the only source. There are hog bristles produced in other countries, but
probably those in China may be the best. In regard to the hog bristles, or
the brush case, we took the value of these brushes in the free and open
market, as produced in Great Britain. In the British market the British
product is highly competitive, very competitive, with our own. But we took
that as the nearest approach to a fair market value as a basis of commencing.

Mr. McMiILLAN: Mr. Chairman, I would like—

The CHAIRMAN: Is your question in the same area?

Mr. McMiLLaN: Yes. I was wondering what percentage of textiles, for
instance, do you investigate coming, say, from J apan. Do you send representa-
tives over there to go into the whole clothing area?

Mr. NowrLAN: Yes. As I said, we have there a resident in Tokyo, and
others have been going there. They are making a study of particular imports,
and also the general productivity of general production in Japan. I have
a short statement on Japan which I could read to you.

The department has been making honest efforts to look into all
complaints about undervaluation of Japanese goods. An office was
opened in Tokyo in 1954. The Japanese authorities some time ago
expressed willingness to assist our officer in his investigations and have,
in recent further discussions, indicated that they understand our problem
and have re-affirmed their undertaking to help in any way possible.
Commodities currently under investigation include polyvinyl chloride
resin, monosodium glutamate, children’s snow suits, .corduroy fabric,
transistor radios, binoculars, carpeting and rugs, brassiere wires, fishing
lures, stainless steel flatware, nylon hosiery in the greige, wire nails,
plywood, screen wire cloth, steel bars, ceramic tile, canned tuna, tires
and tubes, viscose rayon yarn and umbrellas.

These are some of the products which are presently being studied and
for which figures are being compiled in regard to Japan. Our information is
that we are receiving now very good cooperation with respect to production
in Japan.

The Japanese ambassador called on me the other day and discussed this
whole problem. He is very anxious to cooperate and wanted to know what
they could do to assist in carrying on these studies. He suggested we send
more experts to Japan to assist in this work.

Mr. Howe: In connection with the importation of textiles, how are “sec-
onds” in merchandise defined, and how is the principal value arrived at for
duty purposes?

Mr. Nowran: I do not know exactly how the “seconds” are defined. It
would depend on the cost and kinds of goods. I might say that we carry out
very strict inspections in regard to these goods. I presume you are speaking now
primarily of the United States. The American manufacturers have a very
high standard of inspection and our officers are satisfied that their inspection
certificates are reasonably accurate. One system that we follow, and I am
not sure it is the main one, is to open up these packaged goods as they are in
the warehouses, as they are in the factory, and as they come away from the
factory. We study the inspectors’ certificates and we accept that. Also, our
officers, who are trained, check the product itself against the certificates to
determine whether or not there has been any sloppiness or carelessness in
classifying the goods. However, generally speaking, I think our officers are
_ satisfied that the American inspection certificate is an accurate one and when

we find they are marked “seconds”, we govern ourselves accordingly.

Mr. Howe: How would the value of a second be arrived at for duty
purposes? :
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Mr. NowLAN: The value of a second, of course, is a difficult problem.
We have to use some yardstick in determining it because these seconds arrive
in all sorts of conditions and you cannot determine it on the fair market value
the way you can the prime goods, because of the fact that they sell them.
They get rid of them. Accordingly, within the last six weeks or two months
we saw something of that and we went over the whole problem. We fixed
arbitrary discounts at which the seconds could be imported into Canada be-
low the fair market value. We found that these discounts had been running
very, very high and that the manufacturers of the seconds were sending them
in here at very substantial discounts. As a result, it was impossible to apply
the fair market value. The minister fixed the discount on five principal
classes. I have not the names, but my officials are finding them for me. Here
they are now: cotton sheets—discount 5 per cent; cotton pillow cases—
discount- 5 per cent; twill and drill cloth—discount 5 peér cent; clothing,
sateen—>5 per cent; and denim—10 per cent.

Mr. BENIDICKSON: What was the previous situation?

Mr. NowrLaN: They varied, but we are told they ran as high as 25 per
cent.

Mr. BENIDICKSON: But did you have an eqx;ivalent arbitrary administra-
tion discount?

Mr. NowrLAN: No, not before that.

Mr. McILrarTH: In dealing with the difficulty you spoke of a few moments
ago in determining the value of the goods produced in Japan, are you seeking
to deal with that under the customs legislation or under the Japanese trade
treaty?

Mr. NowLAN: As far as we are concerned, of course, we deal under the
customs legislation; but also, of course, it is governed by the treaty as well.
We have to recognize the fact that the treaty is there. We are responsible

_ directly for customs, but within the framework and ambit as laid down by

the Japanese treaty.

Mr. McILrartH: That particular treaty gave the country some extraor-
dinary remedies, not usual in trade treaties, along the line of rights which are
similar to those we have under the customs legislation. To what extent does
your department seek to exercise these rights under the trade treaty?

Mr. NowLAN: I am certainly not an expert on the detailed administration
of the legislation, as is very obvious. However, Mr. Sim has advised me that
we have not had a specific case where the machinery has been invoked under
the Japanese treaty.

' Mr. McILrRAITH: I have one other question, Mr. Chairman. It is a question
which I wanted to follow up in regard to hog bristles.

The CHAIRMAN: Would you proceed now?

Mr. McILRAITH: Qqnceming the importation of hog bristles from China for
brushes, are you familiar with the circular letter that was sent to the mem-
bers of the House of Commons on this subject?

Mr. NowLaN: Concerning the East-West importation?
Mr. McItrarTH: Yes,

Mr. NowLaN: I saw that letter the other day; it was on my desk.

Mr. McILrAITH: Well it seems to me that it made some rather extensive
g]legations about the rulings being made retroactive, and I am wondering if
it would be agreeable to you to bring before the committee, at the next sitting,
all .the .orders passed in the past year or so on this subject under the customs
legislation. We would then be in a position to answer the allegations made in
that letter. It seems to me it could be explained and dealt with.
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Mr. Nowran: I think, to some extent, that matter was dealt with in
regard to Mr. Winch’s question, before you came in.

Mr. WincH: It was the same company that I had in mind.

Mr. McILrarTH: I heard those questions, but it seems to me we could have
a more thorough documentation of the precise orders issued, when they were
issued, and the extent to which they were retroactive, if they were retroactive,
and so on. Could we have a detailed presentation?

The CHAIRMAN: That will be done.

Mr. Howe: I am wondering if the regulations in respect of cases of end-of-
line or clearance goods are defined in the customs regulations as well?

Mr. NowLAN: An attempt was made to define those; yes.

Mr. Howe: How are they assured that they are the end of the line?

Mr. NowLAN: Just by investigation. All the particular facts of the case are
investigated.

Mr. Howe: What about merchandise for which they do not have a market
in the United States?

Mr. NowLaN: We take valuations and follow the prices at which they have
been sold in the United States over a period of a month, and compare them
with the other prices. You can see it takes a long while to study these. We
take a certain product and follow it through and come up with what appears
to be the satisfactory answer.

Mr. PucH: Following that up, in respect of distress selling and “seconds”,
does the department determine in each case whether or not it might be first
grade goods imported in here as a “second” because of distress sales down
there? Are there any cases of that happening®

Mr. NowLAN: If it is a first grade quality of goods it would not be coming
in here as a “second” if selling at a fair market value. Of course, if the price
has been dropping steadily over a period in that instance, it is obvious it is a
clearance of a line.

Mr. PuGH: There is a case of first grade goods being marked as “seconds”.

Mr. NowraN: There has been a substantial number of imports of “seconds”
and we check into that. The 40 additional staff has only been added in the last
few months and it takes a while to have them trained and obtain the information.

Mr. WincH: Would the minister explain the policy of his department
relative to importation of plywood from Japan? It is my understanding that
the retail price of mahogany plywood from J apan is less than the cost of produc-
tion of our own fir plywood. I know in British Columbia it is having a serious
impact on the plywood industry. When they can sell mahogany plywood from
Japan at less than the cost of production of our own plywood it seems that is
of some interest to the minister’s department. What is your policy in this
respect?

Mr. NowLAN: The policy there is, as I said earlier, that it is a question of
determining the fair market value in the country of origin. If that plywood
is being sold in Japan under comparable conditions and on the open market,
the meye fact that it is below our cost is not the factor which we have to
consider, It is the fair market value assuming it is not a “second” or so on and
so forth. I expect the only way to rectify that is to increase tariffs if you are
looking for protection of a particular industry. We have to operate on the fair
market value in the country of origin.

Mr. McMiLLan: I am wondering about the mechanics of making imports
under this regulation. Does the importer know what duty he will have to pay,
or is that decided after the goods are brought in?
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Mr. NowLAN: Generally I would think he would know what duty he would
have to pay if he were an experienced businessman. If there is any question
' he would consult with the customs authorities or his customs broker who
would make the study for him and advise him accordingly. I would think he
would be very negligent if he did not know.

Mr. CARTER: I have three questions. Are we on item 254?

The CHAIRMAN: Item 254 along with the general statement of the minister.

Mr. CARTER: May we discuss anything now? :

The CHAIRMAN: I would like to see the questioning carried on with some
continuity.

Mr. CARTER: I am interested in plywood, but also in bond houses.

The CHAIRMAN: Will you wait?

Mr. More: Do manufactured goods have to have a label showmg the
country of origin?

Mr. NowrLAN: No. I do not think they all have to have a label showing
the country of origin. I know there have been suggestions made to me within
the last few weeks that this is one amendment which should be made, that
it be permanently displayed on all goods.

Mr. More: I bring it up because the importer’s representative in showing
samples of pants and shirts manufactured in Japan showed samples which
had no label.

Mr. WincH: In respect-of things like totem poles and others which are
supposed to be genuine can you insist that it say “Made in Japan”, if they are?

Mr. NowrLAaN: Under section 15(1) of the customs tariff the governor in
council may order that goods of a certain description or class shall be marked
so as to indicate the country of origin, on importation into Canada. Section
15(4) of the customs tariff authorizes the Minister of National Revenue to
make regulations for carrying out and enforcing such an order, that is, to
regulate in what manner the goods shall be marked.

Under the marking of imported goods order, 32, classes of goods are at
present required on importation to be marked.

It is the government’s policy to include any class of godds in the marking
order where it is established,

(1) that a majority of the manufacturers of similar goods in Canada
supports the proposal that such imported goods be required to be
marked;

(2) that Canadxan manufacturers of similar goods are markmg their
products “Made in Canada”;

(3) that the competition from such imported goods is detrimental to the
best interests of Canadian manufacturers of similar goods and,

(4) the goods are imported in a finished or virtually finished state and are
capable of being marked.

Those are the general regulatmns. Included in those are totem poles, as

Mr. Winch said, boots, shoes, ladies’ purses, pencils and so on.

Mr. WincH: I think you should make sure also that it includes Eskimo
carvings.

Mr. BRooME: The complaint I received last year in respect of totem poles
was that they were so marked but were marked with pieces of paper which
fell off. They had actually copied the science of Ellen Neil, who is an Indian
lady of some ability in designing totem poles. These came in copied directly

from her designs and the stores took off the pieces of paper and they were sold
as an authentic work.

20716-7—2
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Mr. NowLAN: Whatever may have happened in respect of the paper I
have no specific knowledge. The regulation reads: imitation totem poles shall
be marked by imprinted die stamping or embossing. .

Mr. ANDERSON: The most satisfactory way is the way they put the totem
pole on the new silver dollar; it cannot fall off. In a conversation Mr. George
Doucette told me when he was in India he watched goods being manufactured
and a label attached, “Made in the U.S.A.”. When he asked why they were
labelling the goods made in India as goods made in the U.S.A., he was told
that was the only way they could sell their product.

: Mr. NowLAN: Naturally if that is done and discovered there is an absolute
prohibition on goods which are false or fraudulently marked in any way.

Mr. McILraiTH: Is there anything to prevent an importer stamping
“Article made in Canada”, even though he has to assemble a little part of it?

Mr. NowLan: They have to be substantially finished before this regula-
tion applies. -If they comply with that and the exporter marks them made in
Canada, when they fall in the scope of this legislation he is liable to very
severe penalties.

Mr. CATHERS: Is there any restriction on the size of the printing? I am
thinking of the Aylmer tomatoes. I understand the American company bought
Aylmer and they have been packing tomatoes in California and then shipping
them in here under the Aylmer brand and on that label in very, very small
print is printed “Are packed in the United States”. I think that is mis-
representation. I am wondering if there is any law in your department which
regulates the size of that?

Mr. NowrLAN: There is a very long list of technical regulations here cover-
ing the type of printing and all the rest of it. I think the department has
tried to meet that. I have heard of that complaint before about the Aylmer
product. It is very close to me because we had an Aylmer plant in my own
constituency in Middleton and they closed that plant there and, according to
the local people, they were bringing into that area the product from California
and selling it there. I looked into it and satisfied myself that the regulations
were being carried out in that case.

Mr. PAYNE: Recognizing that customs tax collecting is not a good public
relations business, I was wondering if the minister would make a statement,
in view of the recurring complaints one endlessly receives, as to the instructions
given to the personnel at ports of entry as to their conduct in respect of re-
turning Canadians. )

Mr. NowraN: The instructions are general instructions issued that the
visitor or the Canadian returning is to be treated courteously in every case.
It is true I have received in the eighteen or twenty months I have been min-
ister of this department perhaps a dozen—I do not think that many—complaints
alledging discourtesy on the part of custom officers at the ports of entry. By
the same token I have received several hundred letters commending the de-
partment for the courtesy which has been shown. These, naturally, are all
unsolicited. I know nothing of the facts. However I find reason to believe
that in 99%0 per cent of the cases the persons going through customs are
treated courteously and, of course, efficiently. In the instances where com-
plaints have been made where I have received letters, I have passed it over to
Mr. Sim and I do not have to give him the instructions, he would do it any-
way; but we have reviewed every case of alleged discourtesy and ran it to
the ground. If there were any grounds to it it was dealt with in a very serious
manner, = :
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Mr. BENIDICKSON: I would like to continue on with the general question
of revaluation and imposition of dumping duties. It is now practically six
months since certain amendments were asked for and obtained, by the minister,
in respect of the Customs Act.

We have read in the press that during that period the department has not,
on very many instances, found they required the new wording in the act
to either revaluate or to impose dumping duties. I am wondering to what extent
the minister might inform the committee about the utilization of the new
section within the first six months of operation?

Mr. NowLAN: As I said before the committee, and in the house last year,
the majority of those amendments were simply a codification or clarification
of practices which had grown up throughout the years in the administration
of this act. I found in some cases there was perhaps a real doubt as to the
validity of the amount the department had taken. The sections were amended
to clear up any doubts which had been expressed either in the courts or in
connection with our administrative practice. In other words, I tried to make
an honest woman out of the department in carrying out the work it had to do.
That is, with respect to everything except section 39, which was new. That is/
the cost-plus section; and under section 39 we have taken no action whatsoever.
There have been no orders made or valuation fixed under section 39. -

:

Mr. BENIDICKSON: There is one section where the minister is obliged to

get authority from cabinet to set the revaluation.

Mr. NowraN: That is the old section which was there before., That is to
determine the value, where no yardstick can be fixed. I did that i connection
with the valuation, for instance on Chinese textiles. They had the approval of
cabinet for the method which I recommended in that particular case, the com-
parison with the United States. I have to recommend to His Excellency the
Governor in Council, a method which is approved, as it was in this case, by the
governor in council.

Mr. BENIDICKSON: Were there others?

Mr. NowLaN: The bristle case is another.

Mr. BENIDICKSON: The bristle case is on the same plane.
Mr. NowLAN: Yes, you had to determine a method.

Mr. GRAFFTEY: I noticed right after the minister made his announcement
on this subject last session that the debate on the same took the form of a
debate on the ordinary classified tariff lines. I think it might help if the minister
would explain to the committee the difference between the ordinary duty for
dumping and ordinary tariff or custom duty. I think there is a great deal of
confusion in the public mind in regard to this subject; certainly there was in
the debate. I think it would be good to start with a elarification of it.

Mr. Nowran: I would prefer that my officials give you specific examples of
the way the dumping duty would apply. They are more conversant with the
situation. )

Of course, the dumping duty only applies to a class or kind of goods which
are made in Canada. Then when you find these are being sold and are being
brought in here below the fair market value, as determined, then if it is goods
of a class or kind made in Canada the dumping is applied by taking the dif-
ference between the duty that was assessed when it came in on the value
allowed, and on the duty which is allowed on the fair market value.

The CHAIRMAN: I think we should deal with this matter when we have the
officials before us.

t
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Mr. NowLAN: Yes. Mr. Sim can give you half a dozen simple examples.
Let us take an item worth $100. The difference between the duty which
was charged and the duty which was imposed on the fair market value is
the dump.

Mr. GRAFFTEY: I asked the question because I feel it is so important when
we are discussing dumping per se.

Mr. ForTiN: If the minister is not yet exhausted, I would like to ask him
what the regulations are governing the sale in Canada of magazine print from
foreign countries.

Mr. NowLAN: There are no regulations as such for magazines printed in
foreign countries. All of these come in free of duty and there are no regula-
tions governing them at all. Are you referring to immoral literature?

Mr. ForTIN: No, I just wanted to find out if a duty was levied.

Mr. PucH: Last year the amendments to the Customs Tariff Act in regard
to fruit and vegetables were left subject to promulgation. Has that been
proceeded with further?

Mr. NowrAN: No. I had not finished when I was asked about that. We
have not used section 39 directly, although I think the indirect effect of it
has been helpful; and the section in respect of the importation of fruits and
vegetables has not yet been proclaimed. That section was to come into effect
by proclamation.

Mr. BRooME: I would like to draw to the minister’s attention a form of

" dumping which has not been covered. I assume the minister makes recom-
mendations to the Department of Finance. It has to do with tariff items No.
180e and 180f which have to do with engineering drawings. Over the course
of years the department has made rulings which differentiate between these
drawings on the basis of light industry and heavy industry. This is a rather
artificial differentiation. The net result of this has been to allow a great deal
of engineering drawings which could well be done in Canada to be done in the
United States; and these drawings have other adverse ‘effects in the way of
specifying products known to the designer. They would be, of course,
American produce. There seems to be a bit of a hodge-podge in the set-up
between light industry and heavy industry.

I was wondering whether at some future meeting this could be explained
to the committee through the proper officials, because I know from personal
experience that they are doing as well as they can with the regulation. How-
ever, it is not too effective.

Mr., NowrAN: I am told by Mr. Sim that is not a matter of regulation but
rather a matter of the act itself. That may be a matter of debate. But
certainly, if it is a matter for the act, then as you know that is a matter
primarily for the Minister of Finance; because there is a great deal of mis-
understanding on that score. Because it affects his budget, the Minister of
Finance is responsible for any changes in the act itself. The Department of
National Revenue is simply charged with the responsibility of carrying out the
act as passed by parliament on the recommendation of the Minister of Finance.
I am continually receiving letters urging that we change this or that and my
conventional reply is, of course, that I am bringing this matter to the attention
of my colleague, the Minister of Finance and the officials comprising the budget
committee, as we do now. I do not mean that this is done at the time, but
during his meetings of February and March when he considers recommenda-
tions which are made with respect to changes in the act. They are passed on,
usually by the two ministers. Although the Minister of Finance is responsible,
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he has always asked me to sit in with him on these meetings, along with
the permanent officials of both departments in order to consider the merits
of the suggestions made.

MRr. BrooMmE: For instance, under process piping and wiring, if it is
classed as light industry, it is free; there is no doubt about it. But if it is
classed as heavy industry it is cost of plans, plus 25 per cent. Light industry
comprises newsprint plants, welded steel pipe mills, plywood plants, and so
on; whereas heavy industrial includes paper mills, steel mills, refineries,
chemical and cement plants, and so on. I am saying this is an artificial
differentiation between say, a newsprint plant and a refinery or a power
plant and the department had to do this because the wording of this tariff
item is so general that it cannot be closely interpreted. In reading 180e and
180f, no one can say whether it should be dutiable.

In addition, by means of hemispherical trading corporations, American
companies are granted tax exemptions for work done in foreign countries and
this gives them an advantage in quoting on Canadian jobs. The result is that
more and more engineering is being done in the United States, rather than
less and less. I would like to have this matter discussed thoroughly. Mr. Sim
knows what I am saying is true. {

Mr. Nowran: That is a matter we can discuss with the proper official
when he is giving evidence.

Mr. BENIDICKSON: The minister has already made reference to the new
decision as to- maximum discounts, with respect to seconds, for certain prod-
ucts. I think they were largely in cotton goods. The maximum discounts
were for the most part, I think, five per cent, and one at ten per cent.

Mr. NowLaN: Four at five per cent and one at ten per cent.

Mr. BEnmickson: I think that was done by order in council.

Mr. NowLaN: I am not certain whether it was done by order in council,
but it was done at any rate, on my recommendation.

Mr. BENIDICKSON: My, question is; would the minister have been able
to make that recommendation. and carry it through quite irrespective of the
amendments made last session to the Customs Act?

Mr. NowrLan: It has been done over a long period of time in the past
under the existing act. Now whether, as I suggested, there were some
questions raised as to the legality of some of the orders which had been
passed in former years being consistent with the practice of the department
for many years—

Mr. CarTeER: Following the minister’s reply to Mr. Broome a few minutes

ago I wonder if the minister could say whether he made any recommendation -

to the Minister of Finance with respect to fishing lures?

Mr. Nowran: I drew that to the attention of the Minister of Finance

following the discussion in committee last year.

Mr. CarTER: As I have to leave in a few minutes I wonder if I could ask
a question on bond houses?

The CHAIRMAN: Are there any further questions on the subject with
which we are dealing?

Mr. BrooMmE: Importation, yes.
The CuarMaN: I would like to finish this subject.

Mr. Hicks: My question has to do with farm machinery, Mr. Chairman,
Some of the farmers who live near the border go across the line and buy, we
will say, a tractor. It is my understanding that that tractor will come across

the border for farm purposes, free of duty. Then we have an implement

/
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agent who, let us say, sells the same tractor. Does he have to have a certain
qualification before he can pass that tractor as a sale to a legitimate farmer?

Mr. NowLAN: Are you speaking of the sales tax now or the customs
duty? He would be in the same position as the farmer, I suppose, if he brings
it in. When the dealer imports it he certifies that he is importing this in
connection with his business, and that he will sell it for farm purposes only.
That information is noted at that time.

Then, of course, if he does not make the sale for farm purposes there
could be real trouble develop. The same procedure is followed in so far as
sales tax is concerned, depending upon whether he is licensed, and so on.

Mr. BEnIpIcKSON: I think we have all read of some flurry in Manitoba
in connection with tractors used for road ploughing. As a result of that has
the department issued some new instructions to its agents across the country;
and if so could the instructions be produced?

Mr. NowLAN: There have been no new instructions issued in that con-

nection. The same practice was followed in individual cases which has been
. followed in years gone by. No instructions have been issued in connection

with it in a general way.

Mr. CarTer: I have a little problem I wish to bring to the attention of
the minister. It concerns our fishermen. The fishermen in Nova Scotia, when
they are out on the fishing grounds for a period of time get cigarettes from
the bonding houses and purchase them at a lower price. Our Newfoundland
fishermen have requested the same concession from the customs at Grand
Banks and Fortune. They have been advised they cannot get that concession
because there is no bonding house there. However, I have been informed
that the fishermen fishing out of ports in Nova Scotia where there are no
bonding houses are able to get over this in some way. I am wondering what
our fishermen can do in order to take advantage of this?

Mr. NowraNn: Mr. Carter knows if a fishing boat clears to be at sea for
ten days or more it is permitted to carry cigarettes which have been pur-
chased from bond and without the payment of the .duty: That is a matter
of private negotiation between the owner or the ship captain and the vendor.
It is not a matter over which the government has any control. I should
think the fishermen in Newfoundland should be able to do the same as the
fishermen in Nova Scotia are doing in that connection.

Mr. CARTER: Do I understand that the skippers of the draggers in Nova
Scotia buy it from a store and the stores get it out of bond especially for the
draggermen? 7

Mr. NowLAN: They certainly cannot buy it from a local store because
the duty would have been paid. :

Mr. CarTER: They buy them from the bond store?

Mr. Nowran: Yes.

Mr. CARTER: If there is no bond store they are deprived of that?

Mr. NowLAaN: We do not have any control over the bond store. That is a
matter of the purchaser making his arrangements with one and making the
purchase. It is ten days in respect of cigarettes and fifteen days in respect of
liquor.

Mr. GRAFFTEY: I would like to say that recent representations I have
received in the last few weeks from the textile groups in and around the
province of Quebec stress the fact that all the senior officials of the department
have given their problems a most sympathetic hearing. They have stressed
that time and time again. ~
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However, I would like to state that at the present time they are a little :

bit apprehensive because they feel that, in order for these new dumping laws
to become effective, the whole department will have to be indoctrinated right
down the line until it becomes operative in the field.

~ I would only like to stress at this time that this is being brought forcibly
to my attention and that they hope the problem will not be forgotten in the
field because this is the only place it can be made effective.

Mr. Nowran: I think the process of indoctrination is carried on to the
satisfaction of all concerned.

Mr. ForTiN: In the northern part of the state of Maine the lumbering
business is being carried on by Canadian contractors. They move their lumber
to the Canadian mills. I am wondering if duties are being paid on lumber
moving or after it has been worked in the Canadian mills.

Mr. NOWLAN: My understanding is that lumber is free and that no duty
is paid. But I suggest it would be better to examine Mr. Sim or some other
official of the department in respect of the application of detail rather than
ask me, because I would have to get the information from an official. However,
in that particular case, lumber comes in free. There is no duty imposed on it.

Mr. McMiLLAN: There was some reference made to the importation of
fruits and vegetables. I notice the minister referred to the fact that he has the
administration of other acts. Do his officials grade the fruit which is being im-
ported? -

Mr. NowLan: No.
Mr. McMiLLaN: At no ports?
Mr. Nowran: No.

Mr. McMiLLAN: Persons living along the border have annual passes to

cross. What evidence have the customs officers that the importer has in effect

been absent for forty-eight hours?

Mr. NowrLaN: It is a matter of fact which has to be determined in every
case. There was an instance of a person who came across the border and the
customs officer saw her go across that morning. She swore she had been across
for forty-eight hours. She insisted that she had been across for forty-eight
hours. However, she had a sales slip from a local store showing she had made
a purchase that morning. She said, “How do you expect me to get stuff for my
kids if I can’t go over and buy it?”

Mr. McMi1LLAN: What if there are three or four bridges to cross?

Mr. NowrLAN: It is amazing the number of people who attempt it and the
number of people who get caught and complain bitterly about the fact that they
have been caught. There is a system now. I spoke about computing machines.
There is a system of checking every one of these entries. I can assure you if you
came back within that period, when that entry is processed through the machine
the machin goes “bang” and the red light goes on and you are in trouble.
Do not let anyone think he can get away with it because he cannot.

. Mr. BrooME: I would like to ask the minister if he would tell us how
his people at the border invariably know whether or not you are lying.

Mr. NowrLaN: The same way in which a judge on the bench can determine
that relatively accurately: from experience.

Mr. McILrAITH: I wished to ask some questions concerning the tariff board.
Its jurisdiction lies in two main fields; one which has not to do with your
department, and that is references presumably by the Minister of Finance
to the tariff board in respect.of findings concerning a particular industry
with, presumably, a view to determining tariff action to be taken by way of
legislation. That, I take it, is no direct concern of your department at all.
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However, the other main field of jurisdiction has to do with appeals
from rulings by your department. Can you tell me how many such appeals
are pending at the present time, or at any appropriate time close to the present

-time, and how many such appeals were taken by your department, if any, and

any other subclassification of the type and ‘numbers of appeals pending.

Mr. Nowran: I cannot give you that information. Mr. Sim will check
the record and he will have the answer for you when you are examining him,
probably on Thursday. y :

Mr. BENIDICKSON: I wonder if the department maintains a ratio of total
imports and average rate of duty on the total? Could that be produced for us
for a period of years?

Mr. NowraN: That information can be obtained from the Dominion Bureau
of Statistics. They maintain that. I think we can get that for you.

The CHAIRMAN: Gentlemen, I think before we lose a quorum this might
be an appropriate time to adjourn.

On Thursday we will continue, and start on the page-by-page items at
that time.

Before I close ahd adjourn, I would like to thank the minister and his
staff for a very comprehensive statement and a very good day.

We will meet again on Thursday morning at 10:30.
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MINUTES OF PROCEEDINGS

THURSDAY, March 5, 1959.
3)

The Standing Committee on Estimates met at 10.00 a.m. this day. The
Chairman, Mr. Arthur R. Smith, presided.

Members Present: Messrs. Anderson, Bell (Carleton), Benidickson, Bisson-
nette, Bourbonnais, Bourdages, Broome, Cardin, Cathers, Clancy, Fairfield, For-
tin, Grafftey, Hales, Hardie, Hellyer, Hicks, Howe, Macquarrie, McDonald
(Hamilton South), McGrath, More, Morris, Nesbitt, Peters, Small, Smallwood,
Smith (Calgary South), Tasse and Walker.—30

In attendance: From the Department of National Revenue: Hon. George
C. Nowlan, Minister; Mr. David Sim, Deputy Minister of Customs and Excise;
Mr. G. L. Bennett, Director of Port Administration; Mr. R.'C. Labarge,
Assistant Deputy Minister of Excise; Mr. J. G. Howell, Assistant Deputy Min-
ister of Administration; Mr. L. Younger, Assistant Deputy Minister of Customs;
and Mr. A. Cumming, Administrative Officer.

The Committee continued its consideration of the Estimates of the Depart-
ment of National Revenue for 1959-60.

Item numbered 254 was further considered, the Deputy Minister supplying
information thereon.

The Deputy Minister tabled the following documents for the information
of the members of the Committee. (See Appendix “A” to this day’s Evidence):'

1. Chart showing the organization of the Customs and Excise Division
of the Department of National Revenue.

2. Orders issued by the Minister respecting ‘“Paint brushes from main-
land of ‘China”, “Cotton fabrics of various qualities”, “Ends of lines
or remnants”, and “Cotton fabrics from Chinese mainland”.

3. Answer to question by Mr. Mcllraith respecting appeals before fhe
Tariff Board as of March 1, 1959.

4. Answer to request by Mr. Grafftey concerning Special Duty Legislation
(Dumping Duties).

Item numbered 254 was allowed to stand.

Item numbered 255—Customs and Excise; Inspection, Investigation and
Audit Services—was considered, and approved.

Item numbered 256—Rorts; Operation and Maintenance—was considered.

6 At 12.00 noon the Committee adjourned until 10.30 a.m. Tuesday, March
, 1959.

E. W. Innes,
Clerk of the Committee.
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The CHAIRMAN: Good morning, gentlemen. We have a quorum and shall
proceed. I realize there are many committee meetings this morning. May
I, however, again ask you to endeavour to be prompt for our meetings.

You will recall during our last meeting on Tuesday we had the minister
with us and we were discussing the general statements. The minister, un-
fortunately, had to attend a cabinet meeting this morning but will be with us
later. Questions in respect of policy in accordance with the usual practice will
be reserved for him. - In the meantime, we will proceed. I think we reached
the point that we were looking at the general item, item 254. May I suggest
we turn to page 350 and we will take these items page by page. I shall
merely call the page number until we come to the next item, item 255.

Again, in order to preserve continuity, I would ask you to complete your
examination on one question before going on to the next question. We may
proceed on page 350. The deputy minister, Mr. David Sim, with his officials,
is in a position to answer any questions which may be put. Are there any
questions on page 350?

Mr. BELL (Carleton): On the question of general administration, the
minister the other day gave us a breakdown of the revenue by sources. Would
Mr. Sim give us a breakdown of the cost of collection by the various sources,
the excise tax other than sales, sales tax and excise duties and customs duties.

Mr. Davip Stm (Deputy Minister, Customs and Excise, Department of
National Revenue): The business of arriving at direct cost of collections in any
government department is always difficult because departments are provided
with free rent and the like which is not apportioned specifically to the depart-
ment by the Department of Public Works. There is, however, a quick and
easy way of arriving at an approximate cost, by taking the total amount
collected and the total estimate of the department. That gives some idea
as to whether or not the department is operating as efficiently and economically
as in preyious years. I will be very glad to put a complete table on the
record. Perhaps the last five years would be good enough.

Mr. BELL (Carleton): Yes.

Mr. Srm: Starting with 1953-1954 and proceeding by fiscal years, the
cost of collections in the first year was 1.61 per cent, then 1.84 per cent, 1.66
per cent, 1.67 per cent, 1.88 per cent, and for the year we are in now, the
forecast is 1.90 per cent. In other words, it is less than 2 per cent as an
approximate cost of collections.

Mr. BeLL (Carleton): Those are the over-all cost percentages of all
taxes and duties collected in the customs and excise division?
Mr. Som:  Yes.

Mr. BeLL (Carleton): Is there a breakdown of that by the taxes them- .

selves—a breakdown of the cost of the sales tax or other excise duty and the
customs duty?

Mr. Stm: No. The obvious difficulty is that the same officers who collect
customs duties collect sales taxes. It would be difficult to apportion the time

29
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that the varipus officers spent on, let us say, sales tax as against customs
duties. No attempt has ever been made to do that. The only figures I have
assembled have been of a general nature.

Mr. BELL (Carleton): 1 notice there has been a general, if not a very
significant rise, over the five-year period. What explanation would there
be of the rise from the first figure of 1.61 to the estimate for this year
of 1.90?

Mr. StM: One obvious answer is an increase in our business as evidenced
by the revenue collected, which might be one criterion. But I prefer to rely
on the number of entries as representing perhaps a truer estimate of the
amount of work to be done by the department. In a general way, apart from
the general increase in salaries and wages, that I think applies to everyone
these days; and also there has been a considerable increase in our business.

Members will recall that 90 per cent of this vote is comprised of salaries
so, inadvertently, having in mind what has been happening during the last
four or five years, there has been an increased cost because of that.

Mr. BELL (Carleton): Generally in a business an increase in business
would decrease the cost of collections rather than increase it.

Mr. Stm: Presumably, if we were collecting more money with the same
staff that would be the case; but it has not always been possible to have the
staff follow closely the rise and fall of business.

The CHAIRMAN: Gentlemen, I think it might be a good thing if perhaps
Mr. Sim would file with us the replies to certain questions which were asked
on Tuesday.

Mr. Stm: Yes. The member for Ottawa West asked that we table orders
by the minister under section 38 of the Customs Act. I am pleased to do so
now. I think we have a copy for the member and one for the clerk. These
have to do with valuations for duty on paint brushes from the Chinese mainland,
with cotton fabric from the samie area, and with the duties on cotton sheets,
cotton pillow cases, twill or drill, cotton sateen and denim. The last one has
to do with unused goods. That was asked by the member for Ottawa West.

The same member asked for information as to the appeals which are now
being heard by the tariff board. I have secured this information from the tariff
board because it will be remembered it is an appeal body and we have no
responsibility for its operations. I am advised by the board they have under
consideration at the moment 91 appeals, 80 of which are appeals from decisions
of the department; 2 are references by the department—I should revise my
first figure; it is 80 and 9. Eighty appeals are awaiting hearing; 9 have been
heard and no decision is yet rendered. There are 2 references by the depart-
ment to the board.

Mr. BELL (Carleton): Are these appeals in customs matters solely?
Mr. Stm: And excise.
Mr. BELL (Carleton): Some of those are on excise?

Mr. Stm: Yes. The right of appeal is inherent in both acts.

Then the member for Brome-Missisquoi asked if we would furnish a little
information about the way dumping duties are applied. With the consent of
the chair we could include in the record this very short statement which gives
the arithmetic of how dumping duty is assessed under two or three typical
conditions.

Then, Mr. Chairman, it might be informative for the committee—although
it has not been asked—if at this time we were to distribute an organizational
chart so that you would have an idea of the ramifications of the department.

o X
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The CHAIRMAN: I might mention, gentlemen, that you will have an oppor-
tunity of questioning the minister on any further points which may arise out
of these replies. In the meantime, I think we will proceed.

Mr. BROOME: I may not have made it clear as to what I wanted, and it
may not be possible for me to get what I want; but in respect of tariff items
180e and 180f, what I think I asked for was a general statement from the
department of their interpretations of these two tariff items. My breakdown
shows a division between light industrial and heavy industrial which has been
brought about by departmental rulings, and I wanted a certain clarification.

Mr. Stm: I am indebted to the member for bringing this up. It is a very
thorny and difficult subject, as he was good enough to suggest at the last
meeting. There have been examinations of the procedure in some respects
before the tariff board and that hearing, the member will remember, was
slightly inconclusive.

The tariff board came to the conclusion finally that they could not suggest
a better way of valuing plans than the department had evolved, althoug}; they
were not sure it was the best system in the world. I took it that the interest
of the member did not have to do with plans of buildings ordinarily, but rather
with plans for industry, and the apparent division between heavy and light
industry. I rather think, before we are through, this item should be recon-
sidered. That is what the hon. member had in mind. I gained the impression
from your remarks that you felt the department was doing as much as anyone
could under the wording but, if anyone has to distinguish between what is
heavy and light industry, he has a real problem on his hands.

We have a system in effect, not for rating as to the rate of duty, but as
to the value. It is in the value aspect*we find the distinction we endeavour
to make between what might be called heavy industry and that called light
industry. !

Since the other day I have been inquiring into the antecedence of the
system we have, and I find it difficult to find out just when we first started
appraising heavy industry plans at 1 per cent of the value and light industry
plans at 3 per cent. There probably is no better way to arrive at the value
of a plan than some percentage of the work to be done.

Mr. BrRooME: Cost of construction.

Mr. Stm: Yes. This is a common way to arrive at the engineer’s or archi-
tect’s fee and I suppose it is as good a system of arriving at the value as could
be put together. All I can surmise is, when one gets into heavy industry he
will very often be getting into a great deal of expense which has not much
to do, specifically, with the field of engineering. There will be added expenses
there; and the application of the 3 per cent, which might be adequate for
lighter industry, might represent too heavy a burden in the way of capital cost
to a new heavy industry starting up.

This is only surmise on my part, but I am sure it is what had conditioned
the department’s approach. I would prefer as an administrative officer if a
system could be evolved whereby we would not have to make this distinction.

It was not clear to me from the remarks of the hon. gentleman whether
he had in mind it should be 3 per cent of the value or perhaps 1 per cent. It
might be desirable if we could evolve a scale of some kind of value which would
relate to the cost of the work to be done. That is why I said I was indebted
to him for bringing it up, because it might help us evolve something of that
character. -~

The tariff board wrestled with the problem and, having heard from a lot
of experts, decided there was not much they could recommend to us in that
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regard. However, we may perhaps—and this is a matter for the'Minister of
Finance to consider—give more thought to this and come up with something
which might meet with more general satisfaction and which might finally
be more definite than we have at the moment.

Mr. BrRooMmE: Might I make a few observations on that: The idea of bring-
ing it up was to bring it to the attention at top level in the hope that once this
problem was put into their lap they might make representations to the finance
department which would clarify it.

Frankly, I cannot see any reason for saying a processed pipe is different
in light industry than in heavy industry. It is still straight piping and can
be done in this country as well as in the United States. Here in one case it
will come in dutiable and in the other case it will come in free.

The result of that is there is a lot of detailed engineering being done in
the United States which would be and could be done here if it was more
advantageous to those companies to do it. So the effect of this tariff item is to
take away engineering work from this country to place it in another country,
and I refer particularly to oil refineries where processed piping is the major
work. It comes in free when there is no reason why it should.

The CHAIRMAN: May I remind you, gentlemen, that all the replies to
questions will be tabled and appear as appendix “A” and you will have an
opportunity at that time to have them in front of you.

Mr. NesBITT: I have a question but I do not know whether or not it will
come under item 254 or 255.

The CHAIRMAN: Proceed.

g Mr. NesBITT: I understand there has been an investigation going on in
the Department of National Revenue in respect of this business of placing a
value for duty on brooms from Poland. I wonder if the deputy minister would
care to make any comment as to how the investigation is getting on?

Mr. Smv: I had no notice of this question. I do not know whether I am
equipped to answer it specifically. It might be useful if I indicated in a
general way how we identify values from behind the iron curtain.

There are difficulties. It is true we have an officer stationed at Prague
who has a general responsibility to keep us advised as to values. But under
the state control of industry it is obvious one cannot get a fair market value
which would be acceptable under the ordinary application of our law. What
is done is we endeavour to find in a free economy an equivalent article and
apply a valuation. I will be very glad to make inquiries into the broom case
mentioned by the hon. member and let him have the information.

The CHAIRMAN: We are on page 350 under general administration.

Mr. More: Mr. Chairman, I wonder if the table which the deputy minister
filed in respect of collection expenses show the number of entries as against
the number of staff.

Mr. Stm: No; but that could be easily added.

Mr. More: It seems that would give a relationship which would show the
efficiency of the department.

Mr. BENIDICKSON: Mr. Chairman, we are dealing with a number of salaries
and I have been unable to find the individuals who would be the chief guardians
of our morals in respect of importing goods. Could the deputy minister tell us
something about the law in that respect and especially the recommendation
of the tariff board a year ago after the appeal on the book, “Peyton Place”,
that this was probably not a proper function of the tariff board.

Mr. BeLL (Carleton): That has been changed.
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Mr. Smm: The case before the tariff board had to do with a particular
volume which was indeed referred to them by us with a view to determining
whether or not it came within the category of tariff item 1201 which is the
item under which we operate.

That item reads as follows: i

Books, printed paper, drawings, paintings, prints, photographs or
representations of any kind of a treasonable or seditious, or of an
immoral or indecent character.

Those words have been in the tariff back to the time when the memory of
man does not run to the contrary and they have always been difficult .to
administer. In the final analysis, realizing how important this function is,
succeeding ministers have themselves assumed final responsibility for what is
classified under this item on the theory that, this being a very difficult determi-
nation, it should not be left to bureaucracy but should be in the hands of
someobne responsible to the House of Commons, and who could answer for
anything done in this respect. By and large, that has seemed to meet the
wishes of the house.

As far as my experience goes, we still wrestle with this tariff item because,
while no one in his right mind would welcome the job of defining the words,
“immoral and indecent”, as officials we have a duty to perform and cannot
duck it; we have to do something about it. We do our best with it. By and
large, I feel our administration has represented the moral tone of our country.
It has seemed to me that our interpretations represent what, in the minds of
most people, was “immoral and indecent”; and that has varied, I think, from
time to time. g

Unfortunately, we have not been guided very much by court decisions in
this regard. I would personally like to see some of the persons who express
views on this thing carry through to the point where they would actually take
cases before the courts, so that we would get some direction as to the legal
definition of “immoral or indecent.” In the light of the changing scene, with
respect to current literature, I do not think I can add very much more at the
moment.

Mr. BENIDICKSON: The point I was thinking of is if someone wants to take
the initiative in matters of this kind, it must be someone with commercial in-
terest such as an importer or the seller of the book. Did the tariff board
formally ask to be relieved of this type of appeal?

Mr. Stm: This involves a tariff item; there was a statutory right of appeal
to the tariff board, but you must remember that an importer has the option.-
He could appeal to the tariff board or go into the courts. It is now open to any
importer who feels himself aggrieved to go to court in this regard.

Mr. BeLL (Carleton): That right of appeal was changed in the last
session.

Mr. Smv: Yes.

Mr. BeLL (Carleton): How many appeals have there been to a county
judge?

- Mr. Stm: Very few.

Mr. BELL (Carleton): Have there been any?

Mr. Stm: There have been none since the amendment to the act.

Mr. BELL (Carleton): Which came into force when the budget was adopted
Tast year.

Mr. Stm: That is right. That may or may not be indicative of satisfaction;
with out administration it may be inertia—I am not sure. But at any rate there
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is no public complaint at the moment, although we do receive letters pro and con
on this subject. I am bound to say most of our correspondence is from people
complaining about something coming in, and there are not so many from others.

Mr. PETERS: Is there any form of censorship board?

Mr. Smm: I would like to offer a correction. I do not regard this as cen-
sorship. It has to do with tariff classification, as far as I am concerned, and
possibly the postal authorities have some responsibility in this regard, as well
as the crown attorney’s office.

Mr. GRAFFTEY: Would I be permitted to ask policy questions in regard to
dumping legislation at this time?

' The CHAIRMAN: Yes; will you proceed.

Mr. GRAFFTEY: I have in my hand a very brief memo handed to me by
‘Charles Maxwell of Collins and Aikman of Farnham, Quebec. They manu-
facture synthetic toy plush. Mr. Aikman tells me in spite of the legislation
brought down creating new appraisers, that his industry is in a worse way
this year than last. Now the memo he handed me, and I want to read from
it, is simply entitled “United States cottons below cost”. It stresses primarily
the great difficulty we obviously would have to determine whether cottons
are being sold below cost. The memo states that one source of dependable
information is the Daily News Record, the New York publication which deals
authoritatively with the textile trade. In its January 2, 1959 issue, Mr. Harry
Jenkins wrote an analysis of the 1958 performance of the United States cotton
manufacturing industry. The following paragraph is pertinent:

Many of the heavier type of goods showed losses right through
1958, and even at year’s end, after having enjoyed a fair upturn in
volume, many of these standard fabrics in the drill, twill, duck category
still are below cost.

He goes on further to say:

It is apparent that the whole United States market has been below
cost on these items and that by selling them at depressed prices in the
Canadian market, in contravention of Canadian dumping legislation,
United States mills are flooding this market.

This first question is: does the department take cognizance of this Daily
News Record publication I mentioned; and secondly, could the deputy minister
make any general remarks with regard to that quotation, I made from the
memorandum?

Mr. Stm: Yes, we do take note of the Daily News Record; it is an au-
thoritative trade paper dealing with textiles. However, one must not believe
everything he reads in the newspapers. Actually, as was indicated the other
day when investigation was made into the prime quality goods exported to
Canada, we could not find any evidence to support the general statements
made in that regard.

I think I should give my minister some credit in this connection, because
in our department we were a little inclined to accept this sort of statement
as being conclusive evidence of selling below cost. But my minister, with the
legal background he possesses, felt that this was not substantial enough
evidence to warrant action under the serious powers that had been given to
him, and he insisted we make an inquiry. As I said, when we made the in--
quiries, we were not able to substantiate what the paper indicated with regard
to first quality goods; but in regard to second quality goods, the preponderance
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of which have been shipped to Canada, we found such goods were actually
coming in at less than the cost of production. That is the reason this action
was taken in respect of second ‘quality goods, the particulars of which I
tabled earlier.

Page 350—details of services, agreed to.

The CHAIRMAN: Are there any questions on page 351—general adminis-
tration?

Mr. CATHERS: I see there were two architects, but under these estimates
for this year there is only one; could you tell me what an architect does in
the collecting branch?

Mr. Som: This unfortunately is something we have to do. The Department
of Public Works is not in a position to supply us with all our needs in so
far as buildings are concerned. We have to put up emergency structures at

remote points. Public Works, generally speaking, is engaged so much in large

undertakings that these small buildings are left to us to look after.

We therefore have a very modest accommodation section, including I
believe one architect, but also a number of others who are quite familiar with
plans and layouts. Even when a department is dealing with public works
on the larger buildings, it is useful for a department to have someone on its
staff with a knowledge of construction in order that the particular needs of
the department can be demonstrated to the persons in public works who are
finally going to assume the responsibility for the structure. I think this ar-
chitect as well, if I am not mistaken, has something to do with layout to
accommodate the flow of our work inside the building; the laying out of the
furniture and equipment to carry on our work. So you must not envisage him
as only drawing building plans.

Mr. More: What was the significance of the reduction of eighteen under
the classification of senior customs excise checking clerk?

Mr. Som: Mr. Chairman, in recent years, we have had a number of
organization and method studies in our department. This is a fancy appellation
for efficiency exports. They have done a very good job for us. We have had
the benefit of two or three surveys by the organization and methods division
of the Civil Service Commission. We also have organization and methods men
of our own. Between them.they have made quite a number of valuable sug-
gestions. This gives me the opportunity at this time of drawing the attention
of the committee to the fact that in this year’s estimates this department is asking
actually for a slightly less amount of money than it did a year ago. The
principal reason for that is that due to these organization and method studies,
our mechanical equipment and that sort of thing we have reduced our man-
power and established good working standards. -

I must confess we were virgin territory for this sort of operation. It has
proved very successful and we have been able to save in a number of our
branches. I could give particular examples of that as we go along.

Computing clerks occur to me as being one case where mechanical equip-
ment was brought in. The computing clerks have been reduced in number,
because rather than doing it in a longhand sort of way they are being pro-
vided with aids which have facilitated their work and. reduced the number
of employees.

Mr. BeLL (Carleton): I do not see any other place where I might raise
a question or two in regard to the Carter report. Perhaps this should be
raised when the minister is present, or perhaps with another minister. Is
Mr. Sim in a position to tell us whether anything has been done in regard
to the present position, and the consideration of the Carter repert?
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Mr. Stm: I would be pleased to place a statement on the record if the
committee will listen to it. This has been prepared by Mr. Labarge, the
assistant deputy minister in customs and excise. You will recall that Mr.
Labarge accompanied the Carter commission as far as Australia in the course
of their inquiries into the sales tax structure. I will read this.

The CHAIRMAN: Gentlemen, would you like to hear the report?

Some HoN. MEMBERS: Yes.

Mr. Sim:

Since the submission of the sales tax committee’s report to the Minister

-of Finance in 1956, continued attention and study has been given to it and

a number of recommendations already implemented. The following notes by
way of a progress report are divided according to the main headings of the
sales tax committee’s terms of reference.

It should be recalled that this committee’s findings indicated general
agreement that the administration of the Excise Tax Act has been fair and
equitable but that this has resulted from practices for which there appears
to be no statutory law. The report essentially recommends that these practices
be not altered but that they be incorporated into the statute. Obviously a
large part of the administration’s success in reaching fairness and equity has
been due to the flexibility with which it has been able to deal with a great
variety of tax problems. The tax foundation, amongst others, has signalled
the danger of this flexibility being lost in the process of spelling out administra-
tive powers in statutory form.

The department’s initial work, therefore, was to study and codify its
practices. To do this, it began its studies at the most extreme end of its
operations, namely, the issuance of rulings and of regulations, including the
“C” circulars, which deal with values for tax purposes. It has already re-
vamped the style of its circulars, with a view to their being more clearly
understood and has added detail for their application to as many foreseeable
situations as possible. :

A small unit has been reviewing all application rulings for the purpose
of publishing and distributing them to both taxpayers and tax officers. Mean-
while, the department has recommended and will be recommending to the
responsible ministers, modifications which can be made in the statute in line
with the comimittee’s representations. A number of these changes have already
been made in the act in certain areas for the purposes of clarification and
certainty, despite the fact that many of them resulted in tax relief and reduc-
tion of revenue. Those recommendations which have been or are being con-
sidered for amendments to the act before a general revision is made, are
amendments which can stand on their own without having repercussions on
other sections of the act. In other words, they are those which do not have
a chain reaction. L

Therefore, under reference 1, we merely report progress. This reference
deals with the problems arising under sales and excise taxes where manu-
facturers sell to consumers at different levels in the marketing process. It
calls for the setting up of a definition of a tax basis for a statutory method
of administrative practice designed to equalize approximately the tax payable
on like goods. %

Reference 2 deals with the subject of appeals and mentions specifically
appeals on (1) values (2) non-arms-length transactions (3) exemptions (4)
status of manufacture (5) penalty assessments. Here again, progress has been
made and certain recommendations prepared for the drafting of new law.
The question of the appeal on values is undoubtedly the most difficult to
answer. Apart from the principle of providing a right of appeal, the committee
di‘d not make any practical recommendation as to appeal procedures. Since
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the method of valuation for tax is based on establishing equity between
manufacturers and is arrived at through confidential information obtained
from the manufacturers and their competitors, it has been extremely difficult
to devise an appeal which would not reveal the confidential information of
one to competitors. The department is still studying this problem and is
working closely with taxpayers and Associations of taxpayers, to endeavour
to find an acceptable solution.

Reference 3. The reference here was to examine the problem arising
under sales and excise taxes with regard to the tax payable by importers
of goods and that payable by manufacturers in Canada of goods of like value.
The department has already arrived at certain recommendations to meet this
problem.

Reference 4. More changes have been made in the statute under the terms
of this reference than any other. Reference 4 called for the examination of
the system of exemptions for goods, based on the use of such goods. Although
the recommendations made in this part of their report pertained to exemptions
which were already in the statute, they provided by way of corroboratory sugges-
tions for the wording of whatever future exemptions the government might
see fit to grant. In certain areas, for instance, that of building materials, the
committee believed the exemption to be unduly restricted. Since then, there has
been a broadening in this and other areas, mostly in line with specific recom-
mendations of the committee. Other amendments were made simply for the
purpose of clarification, as for instance, the defining of the term “ship”, to
which the committee drew particular attention. The committee also placed
emphasis on the need of broader publication of departmental rulings. As I
have indicated, this is already in progress. The committee also made a recom-
meéndation with respect to responsibility in regard to exemption certificates.
The department has already prepared its recommendations on this problem.

General. It should be remembered that the work entailed in the extensive
revision called for by the committee is work added to the normal workings of
the excise tax administration. In effect, it necessitates the review of the analysis
of over twenty-five years of operations of administration for the purposes of
codifying the departmental practices and formulating satisfactory law. So far
the work done has been limited to administrative studies and the time is now
approaching when the department will be consulting with the department of
Justice and the Department of Finance for purposes of drafting the necessary
statutory amendments.

The CHAIRMAN: Thank you, Mr. Sim. Are there any further questions?

Mr. BELL (Carleton): I would like to reserve further questioning on that
point until I have had an opportunity to read the statement more fully.

Mr. HELLYER: I have a question, Mr. Chairman, with respect to building
materials. There are quite a number which are exempt from taxes when used
in the construction of new housing. Some of the materials, if they are pre-
fabricated, such as kitchen counters, are subject to taxes. Has there been any
change in that recently, or is it still the practice to apply the tax?

Mr. Sv: I think what the hon. member is thinking about is that there is
an exemption if say, a kitchen cabinet is built on the job by a carpenter,
whereas a cabinet that would be built elsewhere in a manufacturing establish-
ment would be getting closer to furniture and would be taxable. That is a
subject that has come up and there is no easy solution to it because say, a
handyman with a saw and a hammer, on the job could do a lot of prefabrication
that is very close to being furniture. There has been a suggestion of unfair-
ness from the manufacturers who found themselves in competition with that

sort of operation. I do not think there is anything new I can say in regard to
this.
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Mr. HELLYER: Obviously, the general exemption was intended to keep the
cost of new houses down for the purchasers: A great part of the saving in an
industry, which is generally not too efficient, is off-site fabrication, and yet
this method of taxation protects them.

Mr. StM: In a general way; but the attempt was made to remove the
burden of higher costs in house construction. It was not possible to make a
general exemption. If you said: let us exempt everything that goes into a
house, you might be running far afield, and the effect on the revenue might be
disastrous. It would be a difficult thing to administer, and so the alternative
was to name specific building materials. I think it will be found that the
principal building materials are all in themselves exempt from taxes. When
you get into this particular field it will be obvious, particularly in those ridings
where there is furniture making, that you are getting close to unfair competi-
tion with manufacturers who find themselves taxed on somewhat similar
articles.

Mr. HELLYER: Surely kitchen cupboards are not comparable to furniture.
Mr. Smm: It is very difficult these days to make a distinction.

Mr. HELLYER: Would the deputy minister look into that aspect and see if
perhaps it could be reviewed.

Mr. Som: Well, I really believe to meet your wishes it would require a
change in the list of exemptions. However, in a general way, governments
have felt they have gone as far as they can go in providing exemptions in this
regard. There has been no doubt about the government’s cooperation in this
regard; this has been the case for a number of years.

Mr. BELL (Carleton): Was not the kitchen cabinet situation taken to the
tariff board?

Mr. Stm: Yes.
Mr. BELL (Carleton): And has there been a decision on that?

Mr. Som: I received confirmation that what happened before the tariff
board is what I have indicated, that if the cupboard was built apart from the

{)ob and taken there, it was taxable. That was the issue that was before the
oard.

Mr. Morris: I would like to raise another specific question at this point.

I went out of the room when you were discussing page 350 and returned to
find you discussing page 351. My inquiry has to do with Norwegian lures, as
used by the commercial fisheries on the Atlantic coast. It has to do with this
type of thing here. The fishing industry enjoys exemption on the tools of its
trade, including nets, twine and the like, from the United Kingdom and from
European countries. These Norwegian lures, and similar imports, aré charged
20 per cent, despite the generality of exemption from the United Kingdom and
European delivery points. Representations have been made in this regard.
They have the advantage that they do not require bait.

The CHAIRMAN: Would you like to table it as an exhibit?

: Mr. Morris: I am happy to file this. Representation has been made about
this on many occasions. It has the advantage which I mentioned, that it does .
not require the use of bait, which is hard to come by sometimes in outport

areas. We would like to know whether this matter is still considered to be
a statutory matter.

Mr. Smvm: If I understand your question correctly, you are seeking free
entry of these lures. : :

Mr. Morris: Yes.
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Mr. Stm: That is a matter for consideration by the Minister' of Finapce. Per-
haps this is a good time to remind the committee that the function of tpls depart-
ment is administrative, and while we sometimes have the opportunity of say-
ing a word to the minister in pre-budget discussions, the ﬁna} decision. as to
what is going to be recommended to government must rest with the Minister
of Finance.

However, I can confirm the rates of duty which the hon. member has quoted.
They are, as he has indicated. It will be recalled that there was one member
of the committee the other day who was interested in lures from the stand-
point of being manufactured in his constituency.

Mr. BELL (Carleton): I have one further matter in addition to that. You
remember that the licence fee that was collected from licensed manufactures
was repealed last year. Has that caused any problem of administration?

Mr. Stm: Only one. It was a very good thing. It was a nuisance tax and I
felt reluctant to say to someone you give two dollars for the privilege of pay-
ing this tax. When we had the annual licence, it gave us a year-to-year con-
trol of manufactures, and we were pretty well assured from the applications
being renewed that we were dealing with active businesses.

There were one or two problems arising out of this permanent licence in
that some people may continue to have licences who should not have them. We
also find in this statute,—and it is one of the few of our revenue statutes,—that
there is no provision for the cancellation of licences by the minister. The hon.
member will recall from his experience in regard to the Customs Act and the
Excise Act that the procedure gives the minister complete right of cancellation
of licences for cause. This is one of the little problems for which I think we will
have to suggest something be done, when we get to the house with our bill.

Mr. CatHERS: I would like to ask a question regarding sales tax on
purchases by municipalities. I have a question in connection with the use
of chlorine, either in the water or the disposal plant. That was not allowed
and I would like to know how you people could adopt the ruling you did in
view of the wording of that act.

Mr. Stm: I do not know that I recall this case. Was it chlorine?

Mr. CATHERS: I am not sure of the product.

Mr. Smm: I remember this argument. It is sort of a legal argument. You
muset remember that taxing statutes must be construed strictly—but while we
endeavour to bring to that the saving grace of common sense—we still have a
responsibility in so far as the revenue is concerned.

The exemption under which chlorine was claimed in the particular case
under discussion, I am advised, was this: goods for use as part of sewage and
drainage systems, and for purposes of this exemption of such goods, any agency
operating a sewage or drainage system for or on behalf of a municipality, may
be declared a municipality for such purpdses by the minister. “Goods for use
as part of sewage and drainage systems”, and our solicitors advised we could
not so hold, this chlorine so we had to refuse.

One of the anomalies that arose in that regard was that we had to allow
chlorine for use in the water systems. It was hard to explain why they could
get chlorine for the water systems which was an essential part of the system
for taking water that was unfit and producing water that was drinkable but in
that case it was a material that was used in the process of manufacture and,
therefore, exempt. But it was not exempt when used in the sewage system.
This is the sort of thing on which no doubt hon. members would wish to make

representations to the minister in order to obtain some amendment that might
give relief.

Mr. GRAFFTEY: I would.like to bring to the attention of the committee that
while both Mr. Cathers and the minister at our last session discussed the
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printing on fruit tins, representations had been brought to my attention and
to that of many other members by the needle trade in the textile industry with
regard to the labels on Japanese goods. They said in the opinion of the needle
trade industry in Canada that the labels on Japanese goods being imported
were often very unsatisfactory, that they fell off and the printing techniques in
general were very unsatisfactory. Could the department make any comments
in this regard?

Mr. Stm: I might elaborate on'what the minister said the other day, al-
though he made a short statement in this regard. The system followed in
Canada wih respect to marking is very similar to that in vogue in the United
Kingdom; that is to say, specific articles have to be marked following the
passage of an order in council. In a general way, the American system is that
everything that is capable of being marked should be marked, except what
is specifically excluded. What has happened is that in the United Kingdom
and the United States they have both arrived at pretty well the same end
result, and the same things are being marked. We have not too long a list in
Canada. There are orders in council behind each of the items that are required
to be marked. There is no general objection to the marking of imported goods.
It is the sort of problem which only arises when business starts to taper off
and people get worried about competition, particularly if it is coming from
countries where wage rates are low.

I understand that the Canadian manufacturers association are about to
make representations for the general application of marking. I have received
from the garment manufacturing trade a specific request for the application
of the marking order to a long list of clothing. One of the things about which
I would like to satisfy myself before I make any recommendation to the gov-
ernment would be whether or not our Canadian manufacturers are so marking
their goods because, apropos of Japanese competition, I recall some time ago
a representative being in my office who had one of these scarves of silk which
women wear on their heads, and he wanted the marking order applied. I asked
him what kind of marking he would like. He said it was not satisfactory to
have it sewn on and that he would like something printed right on the fabric.
I said: do you do that; he said: no, it would spoil the design and therefore the
sale. That is a thing you have to watch, that you apply the same conditions
to domestic as to imported goods. This whole subject is a very active one
at the moment and I think more and more consideration is being given to it.

Mr. McDo~nALp (Hamilton South): I would like to ask a question regard-
ing sales tax exemption on sewer pipe and culverts in municipalities. Last
year municipalities across Canada were exempt from this sales tax. But in
Ontario there are certain subdivision agreements the municipality puts through
which force the builders to build their own sewers and culverts, and I think
the intention was to reduce the cost of the sewer so the consumer buying his
home could bet a better deal. I was wondering whether something could be
considered to allow these builders the same exemption because they are
putting the sewers in for the cities?

Mr. Som: The wording is restricted to municipalities, and we could not
extend it beyond the municipality.

Mr. McDoNALD (Hamilton South): Could the municipality buy the pipe
and sell it to the contractors?

Mr. Stm: No, I think it has to be purchased for their own use.

Mr. HELLYER: Mr. McDonald has raised an interesting point of law. All
of that pipe placed in the ground is for the municipality’s own use and title
passes to the municipality immediately it is put in the ground.

-\
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Mr. McDonaLp (Hamilton South): The municipality does all the engineer-
ing, and these people are forced to buy the pipe and install it because the
municipality cannot afford to put this pipe in. If the sales tax exemption is
for the benefit of the public, why could there not be some regulations affecting
this?

Mr. Stm: You must be careful not to regulate beyond the terms of statute
as laid down, and the statute is quite explicit. It relates to the purchase by the
municipality for their own use. However, this would be a matter of policy.

Mr. McDo~NaLD (Hamilton South): Could the municipality employ the
builder as their installation man?

Mr. Stm: I do not think there could be any objection to that.

Mr. McGRATH: Has consideration been given to exemption of the sales tax
on marine engines, engines used in connection with fisheries, in view of the
fact that we are exempting machinery used in connection with agriculture
for farming?

Mr. Sim: I am afraid that is a question of policy that would have to be
directed to the Minister of Finance who is responsible for any changes in the
statute.

Page 351—details of services, agreed to.

The CHAIRMAN: Gentlemen, we come now to page 352, the last page on
general administration. Are there any questions concerning page 352?

Mr. Hicks: In regard to full-time positions, the figure in 1958-59 was 879,
and in 1959-60 the figure is 924, an increase of 45. Is that a case of reclassifica-
tion, or a case of more employees?

Mr. Smm: This question was answered. We had engaged a number of
additional appraisers. There were 40 additional appraisers taken on.

Mr. BeELL (Carleton): I notice a general increase in office stationery,
supplies and equipment from $68,550 to $91,000; what is the explanation for
that?

Mr. Sim: The hon. member is very helpful because his statement reinforces
the point I made earlier regarding the substitution of mechanical equipment

for manpower. This is the reason we are again asking for less money this year
than last.

Mr. HELLYER: At the top of the page, it seems that the number of stenog-
raphers has been increased substantially.

Mr. Stm: When you hire a senior appraiser he is not much good unless
he can have somebody to whom he can dictate, and I think there has been
some stenographic help in that regard.

Mr. BeELL (Carleton): I observe, also, that the office accommodation figure
has gone up from $10,000 to $15,000. Why is that?

Mr. Smm: That is due to the department occupying ne wand larger quarters
in New York City, I am told.

Mr. BELL (Carleton): In Canada House?

Mr. Srm: Yes.

Mr. McDonaLp (Hamilton South): May I ask a question? Where does an
appeal from a dumping duty go? Is it to the tariff board or to a board of
appraisers? When one appeals a dumping duty, where does one take the appeal?

Mr. Smvm: I did not hear your question.

Mr. McDoNALD (Hamilton South): I am referring to a dumping duty
imposed by the department; where should the appeal be made?

Mr. Smm: There is a general right of appeal to the tariff board.
20718-3—2
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Mr. McDonALD (Hamilton South): In every case?

Mr. Stm: Yes. This is the cheapest and most informal way of challenging
a departmental ruling. We endeavour, so far as possible, in advising the gov-
ernment in respect of legislation, always to provide safeguards against any sort
of bureaucratic decision that is not open to appeal.

Personally, may I say that I welcome being able to say at a certain stage
of the discussion, “This is my opinion; this is what I think of it. If this does
not suit you, you are at liberty to appeal”. The tariff board has been so
constituted that it is a fairly informal and relatively cheap way of challenging
a ruling of the department. Also, there is the Exchequer Court.

Mr. BENIDICKSON: The deputy minister has emphasized cheapness and in-
formality. How expeditious is it? How quickly does a person get a decision?

Mr. Stm: Far be it from me to make any remarks about this appeal board,
for which I have the greatest veneration. However, I will say that, in relation
to their opposite numbers in the United States, they do a marvellous job of
expediting decisions. You will notice from the figures that I gave earlier that
there are only about 80 or 90 cases before them at the moment. This compares
with, if I remember correctly, the last figure for the United States, thousands
of cases that are awaiting determination. In a general way I think you will
find that our tariff board have been giving decisions expeditiously.

Mr. BENIDICKSON: In appraising and reselling merchandise, it is not of
much value to have an appeal if one does not have any idea of what his costs
are in selling the merchandise.

Mr. BELL (Carleton): I notice one other item where there is a reduction
from $140,000 to $125,000. This is under the heading of law and other costs.
I hope the department is not being unfair to the legal profession.

The CHAIRMAN: I hardly think that question requires an answer.

Mr. BrRooME: I think that item ought to be cut in half.

Mr. Morris: Before we close the discussion on the item I would like to
ask the deputy minister whether, in connection with outports, of which there
are 150 in the department, the customs and excise enforcement officer con-
tinues to be the ships’ reporting officer. If so, I would like to know whether
that information finds its way to the Royal Canadian Mounted Police.

Mr. Stm: As far as the ships reporting officers are concerned, I think it
is only in certain places where the navy have asked for this particular service
from us. It is not a general responsibility that we have. I think the navy
determines that they would like the service from us at various points, and
they have so designated, as I recall it, a fair number of our ports.

The CHAIRMAN: I might mention one thing, and that is, gentlemen, that
we will not close item 254. With your aproval, we will leave it open as a
“catch-all” so that you can come back to any general items, if you wish.

Mr. PETERS: Mr. Chairman, is this the place where we should discuss
customs officers?

The CHAIRMAN: I think that will come under the third item, Mr. Peters.

Mr. Crancy: With regard to goods coming into customs on consignment,
what is this brokerage charge? Is that compulsory

Mr. Stm: No. It is a profession known as licensed customs house brokers.
Anyone is free to employ the services of these people, or not, as he wishes.
Many people find it convenient to employ them because they are fairly
familiar with the requirements of the law. There is no compulsion.

Mr. Crancy: Does a firm shipping from the United States employ a broker?

Mr. Sim: I beg your pardon?
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Mr. CLaNcy: Does the shipping firm employ the broker?
Mr. Stm: No; the broker is the agent of the importer.

Mr. HaLEs: Mr. Chairman, I would like to inquire about the substantial
difference between living allowances and travelling expenses. What is the
difference in those two items?

Mr. Stm: The increase provides for additional expense to be incurred in
increasing the number of appraisers that I mentioned earlier, because we are
doing more and more of this valuation investigation. It does involve more
expense; besides which my general observation has been that the cost of travel-
ling has gone up, in common with other costs.

Mr. HaLES: I realize that. What are living allowances? I see an item for
$30,000 for living allowances; what does that include?

Mr. Stm: This would be allowances for officers stationed abroad, I would
think. That would be what it would refer to. It is to provide for living and
rental allowances of employees in New York; London, England; Prague and
Tokyo.

Mr. HaLes: They are paid a salary plus travelling expenses, and living
allowances over and above that?

Mr. Stm: Yes. This is absolutely necessary in the centres I have mentioned;
but it is common to every branch of the government that has occasion to have
foreign service officers in these countries.

Mr. HaLes: I do not go along with that altogether. I think if they are
paid a salary and travelling expenses, that is it. I do not know why they
should have living allowances as well; that is the point I am getting at.

Mr. Stm: You could not get anybody to serve abroad if you adopted that
formula, because the fellow would end up in bankruptcy.

Mr. HaLEs: Is the salary paid not high enough to take care of that?
Mr. Smm: No, that is not it: he gets the same salary as if he were here.
Mr. HaLeEs: What is an example of the salary paid in London, for instance?

Mr. Stm: Well, a grade 2 appraiser is paid from $5,700 to $6,180, and a
grade 3 from $6,480 to $7,200.

At this point I would like to introduce Mr. Younger, who was not introduced
to the committee when the other two assistant deputy ministers were introduced.
I would ask Mr. Younger whether those are chiefly grade 2 appraisers.

Mr. L. R. YOUNGER (Assistant Deputy Minister, Customs, National
Revenue): There is one grade 4, but most of them are grade 2. The allowance
we make, with all due respect, is not equal in many cases to other departments.
It is not the same as the Department of External Affairs and, very often,
the Dézpartment of Trade and Commerce, so far as living allowances are con-
cerned.

Mr. Stm: Perhaps I should explain that our men, by the very nature of
their duties, are not required to carry on the same social activities as our
friends in the Department of External Affairs and the Department of Trade
and Commerce. Therefore, they do not need as much money as these others
do. But I am sure we are not wasting any money in this regard.

As was indicated by Mr. Younger, our allowances to our officers abroad
are on a lower scale than other officers representing Canada in these other
centres.

Mr. Hares: Could you give us an example of a living allowance paid to
any one of those particular men? How much was paid?
20718-3—23%
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Mr. Stm: I am told the treasury board have some kind of scale for living
allowances that is based on the salary of the official. The more salary he gets,
I think the higher is his living allowance. I think there is a presumption that,
the higher the salary, the more is expected of him. But this can be tabled, if you
like.

The CHAIRMAN: Would you like this tabled, Mr. Hales?

Mr. HaLEs: I do not wish to take time on it.

Mr. Stm: I can assure the committee that there is no money wasted in
this $30,000.

The CHAIRMAN: Would you like this tabled?

Mr. HALE: Yes, I think I would.

The CHAIRMAN: Gentlemen, are there any further questions on page 352?

Mr. BELL (Carleton): In respect to the appraiser at Prague, what grade
is he?

Mr. Sim: Excuse me; could I revert to Mr. Hales’ remark? I do not
want to undertake to table a treasury board document. I am not sure if it is
a public document or not. I think it is. But with that caveat it will be tabled,
if it is a public document.

Mr. HaLes: I would be satisfied if you would take one particular case.

Mr. Sim: I will be glad to do that.

Mr. BELL (Carleton): What grade would the appraiser be at Prague?

Mr. Stm: He is a grade 2 appraiser.

Mr. BELL (Carleton): What freedom of movement does he have? To
what extent does he travel to other centres in that part of the world?

Mr. Smm: I have indicated that, in a general way, he has a roving com-
mission behind the iron curtain, if I might use that phrase just to identify the
countries that would be in your mind. As occasion demands, we have him in
Poland, but mainly in Czechoslovakia.

I cannot speak with too much assurance about the freedom of movement
he enjoys, however. I would imagine he is fairly restricted as to his move-
ments, as are most foreigners, I think, in those countries. But he does get
around to the places to which he is supposed to go to look for information, as
evidenced in his periodic reports to the department.

Mr. BELL (Carleton): Does he travel only in the countries you have men-
tioned, or does he go to the U.S.S.R., Rumania and Bulgaria?

Mr. Stm: We are not doing much with the U.S.S.R. at the moment, and we
have not had occasion to ask Russia to let us send somebody there.

Actually, this is something we had to insist upon, because we wanted to be
sure that we had someone in a position there, if questions were asked—as they
are asked periodically—who was able to go right to the departments concerned,
talk to senior people there and get direct answers to our inquiries.

The CHAIRMAN: Gentlemen, this is page 352. If you are through with it,
we will carry it and leave the general item open so that you may return to any
other item.

Mr. Morris: Mr. Chairman, I do not ask that this be tabled, but I would
just like to ask what ships reporting officers do report.

Mr. Stm: I would like to suggest that this is a naval matter and I do not
know whether the navy would permit us to give a list of reporting officers.
It would be a security matter. However, I would be very glad to make in-
quiries and see if we could give information in this regard.

The CHAIRMAN: We will put it on this basis, that if it is not restricted,
then the information will be provided.
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Mr. Mogris: Very good; that is satisfactory.

The CHAIRMAN: Gentlemen, you are now on page 353, dealing with inspec-
tion, investigation and audit services. Are there any questions?

CUSTOMS AND EXCISE DIVISION

Item No. 255—Inspecti Investigation and Audit Services ................i00en $ 4,211,855

Mr. BrRooME: Is this a sales tax investigation?

Mr. Sm: An explanation of this vote is that, in addition to being respons-
ible for some internal administrative decisions and rulings regarding the acts
administered by the department, the five branches operating within this vote
are responsible for: the inspection and internal audit of all customs excise
ports, outports and similar offices in the field; the inspection of establishments
licensed under the Excise Act—distilleries, breweries, and the like; the in-
vestigation of undervaluations, false invoices and other violations of the
customs excise laws; the investigation of claims for drawback of customs duties
and excise taxes; conducting audits upon the records and accounts of manu-
facturers and wholesalers licensed under the Excise Tax Act.

The change in the vote is due mainly to providing for normal statutory in-
creases in salaries, a number of reclassifications and higher shipping charges.
Yet we come out overall with a slight decrease in this vote over previous
years.

Mr. GRAFFTEY: Does it include investigating staff, in order to determine
that the department’s high standards of courtesy are always upheld at various
ports of entry?

Mr. Smm: It does.
The CHAIRMAN: Page 354.

Mr. BELL (Carleton): At some stage, Mr. Chairman, I would like to raise
the question of the operation of the tourist exemption, and I am not sure where
the appropriate place is. Perhaps it is earlier.

The CHAIRMAN: Page 354. Perhaps Mr. Sim would be able to speak
generally on what has resulted from the change in the type of tourist exemption
as a result of the amendments to the item last year.

Mr. Stm: As they say in the House of Commons, I am very glad the hon.
gentleman asked that question, although the committee may begin to suspect
that there is some collusion between the member and myself. Which I assure
you, is not the case.

Mr. BELL: Between the member and one of his most distinguished con-
stituents.

Mr. Stm: I would like to circulate if we may, to members of the committee
a rather useful little pamphlet which we issued recently for the information
of residents of Canada proceeding abroad and coming back, who are entitled
to the $100 exemption or the additional $200 if they have been 14 days outside
the confines of North America.

In spite of the hand-outs to newspapers and articles that appear from
time to time, there is some misunderstanding as to the rights and privileges
of Canadians in this respect. This is a modest attempt to deal with that. I think
the brochure speaks for itself. There have been a fair number of these
pamphlets issued both in English and French and they are available for mem-
bers in both languages. These have been circulated at our ports of entry. As
tourists are going out they are invited to help themselves to these pamphlets.

We hope that this will obviate some of the misunderstandings that have
occurred, as it is always better to avoid misunderstandings, if we can, before
the fact and give people all the information that is possible.




1=
r

=5
3

1

;
i
i

e
RS

46 STANDING COMMITTEE

The CHAIRMAN: Before we proceed with that, am I to presume that item
255, inspection, investigation and audit services, is carried?

Item 255 agreed to.

CUSTOMS AND EXCISE DIVISIONS

n 358 PortOpetction 'and Malulenanes ... .. .. cocoesisncbiosnsesrvoens $29,740,118

Mr. BELL (Carleton): I do not want to leave this tourist matter.
The CHAIRMAN: You are on it now. We are ahead of ourselves.

Mr. BELL (Carleton): Has the deputy minister any statistics to indicate
the total amount of entries under this item, beyond the continental limits of
North America, since it came into effect?

Mr. Sim: This is a pretty recent amendment, and I do not think we have
really got any statistics on this yet that would be worthwhile. That is, to
distinguish between those who are taking the $100 exemption and those who
are taking advantage of the additional exemption that was provided at the last
session. We have no figures as yet which would be useful to the committee.

Mr. BeELL (Carleton): Such statistics would probably not be available
until the full fiscal year of operation?

Mr. Stm: That is correct.

The CHAIRMAN: Are there any further questions on this item of ports,
operation and maintenance, item 256?

Mr. GRAFFTEY: This is a fairly long item. Does the meeting go on until
twelve o’clock?

The CHAIRMAN: Yes. What is your problem?
Mr. GRAFFTEY: I wanted to ask some questions on it.
The CHAIRMAN: Proceed.

Mr. GRAFFTEY: Mr. Chairman, I would like to ask this question. When
competitions for a promotion appear in the department—and I am not talking
about a straight, ordinary civil service competition—what weight is given to
the local preference rule?

Mr. Szm: None at all, except that in a general way we are always hap-
pier if a local man is selected for the job. It causes less disruption, partic-
ularly in these days when it is hard to come by a house, and so on. But
no weight is given, so far as the competition is concerned.

Mr. GRAFFTEY: I would like to stress to the department at this time that
I have had fairly objective representations made to me about this matter.
Very often a man works in one of the ports in a small village on the border.
He makes a name for himself in the community, supports community
endeavours and is generally considered as quite a fellow in the community.

Then suddenly an opening appears at that port, which everybody in the
village knows about. I get resolutions from the twon council, et cetera, on
his behalf because this competition gives some other preference.

I do not know the solution to the problem, but I would suggest that more
weight be given to the local preference rule in these promotion cases.

Mr. Smm: There might be objection from other hon. members who are
not fortunate enough to have border ports in their constituencies.

Mr. GRAFFTEY: May I ask another question? Would it be possible for a
customs officer in a large city centre—say, Montreal—to be down-graded in
his civil service rating in order to accept the position of collector of customs
in a port located in a rural area?
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Mr. Stm: Yes. If a person of senior rank wanted to revert to a junior
position, he might be a pretty strong contestant for a job like that. As a mat-
ter of fact,—I a mnot announcing anything to the committee—the collector-
ship at Victoria, British Columbia, is to be open shortly, and a number of
senior officers have taken a very great interest in that job.

Mr. GRAFFTEY: This also has obvious repercussions in a small rural com-
munity, when they get on to the fact that there has been a down-grading in a
city section in order to take a promotion to come into a small border community.

Mr. Stm: Excuse me, but I would like to straighten one thing out. There is
no downgrading by the department to enable the man to qualify. Any officer
can apply for any position. For instance, any senior officer can apply for
the collectorship at Victoria, which is regarded as a very nice place in which
to live.

Some HoN. MEMBERS: Hear, hear.

Mr. Stm: And even though he is taking a reduction in salary, that would
make no difference whatsoever in the competition. He might actually find
himself in the embarrassing situation of having applied for that job and
the job being given to some junior. That would only become evident as a
result of the competition. )

The CHAIRMAN: I think, with that rather pleasing thought about Victoria,
this might be a convenient note on which to adjourn these proceedings. May
I remind you, gentlemen, that we will be meeting again on Tuesday at the
same time? Please, gentlemen, do not forget your estimate books.
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Information supplied on request of Committee Members:

COPY OF ORDERS ISSUED BY THE MINISTER RELATING TO CERTAIN
ITEMS, FOR THE PURPOSE OF FIXING DUTY THEREON

Ottawa, December 2, 1958.
MEMORANDUM TO:

Mr. David Sim,
Deputy Minister of National Revenue,
Customs and Excise.

Inasmuch as the value for duty of paint brushes of Chinese Mainland origin
cannot be determined under Section 36 or 37 of the Customs Act for the
reason that like or similar goods are not sold in the country of export in the
circumstances described in those sections, I hereby prescribe, pursuant to
Section 38 of the said Act, that the value for duty of the aforementioned
brushes shall be determined on the basis of the values of similar brushes of
United Kingdom origin.

GEORGE C. NOWLAN.

January 29, 1959.
MEMORANDUM TO:

Mr. David Sim,
Deputy Minister of National Revenue,
Customs and Excise.

Inasmuch as the value for duty of cotton fabrics of Chinese Mainland
origin cannot be determined under section 36 or 37 of the Customs Act for the
reason that like or similar goods are not sold in the country of export in the
circumstances described in those sections, I hereby prescribe, pursuant to
section 38 of the said Act, that the value for duty of the aforementioned fabrics
shall be determined on the basis of the values of similar fabrics of United
States origin.

GEORGE C. NOWLAN.

January 16, 1959.
MEMORANDUM TO:

Mr. David Sim,
Deputy Minister of National Revenue,
Customs and Excise.

Pursuant to section 38(b) (iii) of the Customs Act, I hereby prescribe that
the value for duty of cotton sheets, cotton pillowcases and cotton fabrics com-
monly known as “twill” or “drill”, “clothing sateen” and “denim”, which are
not prime quality goods in full pieces, shall be determined in the following
manner:

The value for duty, as it would be determined under the Customs Act,
of corresponding prime quality goods in full pieces shall be accepted, subject to
a deduction for quality or condition equivalent to that generally accorded
in the country of export for home consumption with respect to like or similar
other-than-prime quality goods. The aforesaid deduction, however, shall not
in any event exceed the following percentages:

Ca U T s TR IR G S O A e S e W i 5%
ORI AR OWEBIRE 5« i v ot Salee sin miei s o arle s a e 5%
T T e N R R B A P S S e R 5%
L7 T T R S R S G A SRR R LR 5%
Lo R IR X P G SR R B A Rt 10%

GEORGE C. NOWLAN.
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MEMORANDUM TO:

Mr. David Sim,
Deputy Minister of National Revenue,
Customs and Excise.

Pursuant to section 38(b(ii), (iii) and (iv) of the Customs Act, I hereby
prescribe that the value for duty of unused goods which are obsolete or not
prime quality goods as known in the trade, or which are known in the trade
as remnants, close-outs or discontinued lines, or which constitute a job lot,
shall be determined, unless otherwise prescribed, in the following manner:

The value for duty, as it would be determined under the Customs Act,
for corresponding prime quality goods sold as regular or current lines
shall be accepted, subject to a deduction for quality or condition
equivalent to that generally accorded in the country of export for home
consumption with respect to like or similar goods, such deduction,
however, not to exceed 209.

GEORGE C. NOWLAN.
Ottawa, February 25, 1959.

Information requested by Mr. Mecllraith:
Appeals before the Tariff Board under the Customs and Excise Tax Acts
as of March 1, 1959

1. Number of appeals other than by the Deputy Minister of National
Revenue C. & E.-awailting Rearing ... . ... i e ces s s sls vasemasosias 80

2. Number of appeals other than by the Deputy Minister of National
Revenue C. & E. heard and awaiting Board’s declaration ............ 9

3. Number of appeals or references to the Board by the Deputy Minister
of National Revenue C. & E. awaiting hearing and declaration ...... 2

Information requested by Mr. Grafftey
SPECIAL OR DUMPING DUTY

The special duty legislation is contained in Section 6 of the Customs Tariff.

Special duty is only payable on goods of a class or kind made or produced
in Canada, when the selling price to Canada is lower than the proper fair
market value.

INlustrations of the effect of special duty.

I. Invoice shows proper fair market value
and identical selling price

Assume fair market value $1.00

Assume selling price .... $1.00

Assume rate of duty .... 209,
Importer pays to exporter $1.00
Regular Customs duty ... .20

No special duty
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II. Invoice shows proper fair market value
and lower selling price

Assume fair market value $1.00

Assume selling price .... .90
Assume rate of duty .... 209
Importer pays to exporter $ .90
Regular Customs duty .. .20 (20% of $1.00)
Special  duty. . sl e .10 ($1.00 — 90¢)
Total .ot At $1.20

III. Invoice shows improper fair market value
and identical selling price

Enquiry establishes proper fair market value

Assume proper fair market

g1 e A R $1.00
Assume invoiced fair
market value ......... .90
Assume selling price .... .90
Assume rate of duty .... 20%
Importer pays to exporter $ .90
Regular Customs duty .. .20 (209% of $1.00)
Special.duty ........... .10 ($1.00 — 90¢)

R v s o e $1.20
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MINUTES OF PROCEEDINGS

TuespAay, March 10, 1959.
(4)

The Standing Committee on Estimates met at 10.45 a.m. this day. The
Chairman, Mr. Arthur R. Smith, presided.

Members present: Messrs. Bell (Carleton), Benidickson, Bourdages, Bour-
get, Broome, Carter, Cathers, Coates, Fortin, Grafftey, Lambert, McDonald
(Hamilton South), McGrath, MclIlraith, McMillan, Norris, Nesbitt, Smith (Cal-
gary South), and Winch. (19)

In attendance: From the Department of National Rewvenue: Honourable
George C. Nowlan, Minister; Mr. David Sim, Deputy Minister—Customs and
Excise; Mr. R. C. Labarge, Assistant Deputy Minister—Excise; Mr. J. G. Howell,
Assistant Deputy Minister—Administration; Mr. L. Younger, Assistant Deputy
Minister—Customs; Mr. G. L. Bennett, Director of Port Administration; and
Mr. A. Cumming, Administrative Officer.

The Committee resumed its consideration of the Estimates of the Depart-
ment of National Revenue for the year 1959-60, Mr. Sim supplying information
thereon.

Item numbered 256—Ports—Operation and Maintenance—was further con-
sidered and approved.

Item numbered 257—Ports—Construction or Acquisition of Buildings,
Works, Land and Equipment was considered.

The Deputy Minister was requested to prepare a statement outlining the
construction projects reflected in item numbered 257. (See Appendix “B” to
this day’s Evidence) :

Item numbered 257 was approved.

The Chairman, on behalf of the Committee, thanked the Departmental
officials for their attendance and assistance.

At 12.00 noon the Committee adjourned until 11.00 a.m. Thursday, March
12, 1959.

E. W. INNES,
Clerk of the Committee.
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TuespAy, March 10, 1959.
10.30 a.m.

The CHAIRMAN: Good morning, gentlemen. I find it a little difficult to
compete with the farm delegation this morning, but nevertheless we do have a
quorum and can proceed. I hope that none of you find it necessary to leave
because that would then bring us below the necessary quorum.

We are on page 354 under the heading—Ports—operation and maintenance.
Before we proceed with the item under consideration, there are I believe one
or two unanswered inquiries which I believe Mr. Sim, who is again with s,
can reply to now.

Mr. Davip Stm (Deputy Minister, Customs and Excise, Department of
National Revenue): Mr. Bell had asked if it was possible to advise as to the
increase in the exemptions under item 703b (2). It will be recalled this was
amended at the last session of parliament and the statistics take several months
to compute.

We are informed by the bureau they have no figures yet, but they are
working on this and it is expected they will be keeping track of the entries
under item 703b (2).

Mr. BENIDICKSON: Do you average out by country the claims for exemp-
tions?

Mr. Smvm: There is no attempt made by us to average it. It is simply a
statistical business of reporting how much comes in from each country.

Mr.” BENIDICKSON: But if I, for instance, am importing from the United
States and claiming $75 out of my exemption of $100 or $99.50, I am wondering
whether you keep those figures?

Mr. Stm: The amount would be kept. You mean what would be the average
for the year?

Mr. BENIDICKSON: Yes. Do you attempt to calculate that?

Mr. Stm: Yes. My recollection is that the average figure runs about $45. In
other words, Canadians are not taking full advantage of the benefits afforded to
them in that respect.

Mr. Nesbitt asked a question about the progress we are making in respect
of complaints about corn brooms imported from Poland. I indicated that in
respect of goods coming from behind the iron curtain, we had to look to other
countries where the economy was free in order to get the fair market valuation.
I find we have made inquiries in this connection which involves not only
Poland but also Hungary where some of these brooms come frgm. It is our
intention to use the figures which we hope to find in Italy in order to check
the values which we will use on the imports from Poland and Hungary. Our
man expects to go there in April and we should have a report shortly
thereafter.

Mr. Hales asked a question concerning allowances which our officers are
getting in foreign countries. I indicated they do not fare quite as well as some
of the other branches of government and this is confirmed by figures I have
here. Our man in Tokyo now receives an allowance of $5,314. If he were
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not working for us and was employed in one of the other branches of govern-
ment he would be receiving $7,750. In New York our man receives an allow-
ance of $5,315. If he were with another department he would receive $7,656.
I believe in these other departments the officials are allowed to have a certain
amount for entertainment, although it is not styled as an entertainment
allowance but rather a representation allowance, or something of that nature.

I think that completes the items on which I have promised answers.

The CHAIRMAN: I might perhaps mention that the member from Halifax,
Mr. Morris, had a question tabled which he has since withdrawn.

I might also say, with your approval we will proceed with the items purely
under the excise division, with the deputy minister. Should we conclude that
portion of National Revenue, it is not the intention to proceed with the taxation
division until Thursday. Quite obviously, there are a great many who would
be interested in this particular section and, of course, the minister will lead
off with an opening statement.

In addition to that, we have a very large group of our members who are
meeting with the farm delegation and I am suggesting we proceed on this
division of the department. We are at page 354, ports—operation and
maintenance. I believe Mr. Grafftey had a question as of the last meeting.

Mr. GRAFFTEY: Mr. Chairman, on the operation and maintenance of ports,
where does the jurisdiction of the accommodation section end and that of the
Department of Public Works begin?

Mr. Stm: In a general way there are some offices for which we are re-
sponsible and some for which they are responsible. They look after the
erection of the public buildings for which they are responsible. I understand
we have the maintenance and repairing of a limited number of temporary
offices which we have built ourselves. .

Mr. GRAFFTEY: There is no fixed rule, such as the approximate size of a
building, for determining whether or not the Department of Public Works
takes over?

Mr. SoM: Are we on the point as to whether a building should be built
by the Department of Public Works or by the Department of National
Revenue?

Mr. GRAFFTEY: Yes.

Mr. Smvm: Public works, practically speaking, looks after the larger
structures. We do a limited amount of more or less emergency building, but
beyond the emergency aspect at isolated places where there is one building
involved and where it is apparently a little too small for the Department of
Public Works to concern themselves with, we have a vote which enables us
to put up an office or sometimes a dwelling.

I believe in respect of the actual housekeeping arrangement, we are the
sole occupants of such buildings and would look after the caretaking; but
generally speaking, it follows the line that for a public building occupied by
customs and immigration it would be taken care of by Public Works.

Mr. WincH: I believe my question comes under this because the customs
officers and clerks are in this item. I would like to ask what is the present
policy of the department in respect of the customs officers collecting the pro-
vincial fishing and hunting licences. Last year I had a number of complaints
that it was seriously affecting small businesses close to the ports of entry,
where they had previously handled this. What has happened as a result of
those complaints and what is the present situation?

Mr. Smv: I think' this is peculiar to the province of British Col_umbia.
That is the only place where I have heard mention of this sort of thing.
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Mr. WINcH: Of course I have a keen interest in British Columbia.

Mr. Stm: It is essentially a cooperative effort on our part with the pro-
vincial authorities. It is convenient for them to have our men do it, and so
far we have acquiesced in its being done.

Mr. WiNcH: The main point of complaint was in the Okanagan valley.

Mr. Stm: I do recall one incident last year where the wife of a former
collector had a stand somewhere adjacent to the customs office and she took
exception I think to our office collecting the fee.

Mr. WincH: Very, very violent, or I should say strenuous, objection.

Mr. Som: I do not recall she made any objection as long as her husband
was the collector of customs, but I think when he retired from office she
had a different view.

Mr. WiNncH: What is the policy there?

Mr. Som: The policy, practicably, is one of cooperating with the pro-
vincial governments of whatever political persuasion. I do not like to take
on too much of this work, but this is something which has been done for
British Columbia for a great many years and we have been simply continuing
the practice. I have misgivings about it in this respect; it might result in
an officer at “X” salary getting perhaps a windfall of an unknown amount.

While we do not object to our officers getting extra money, it seems
desirable in the interests of unification and standardization of remuneration
of our officers to avoid this if possible. We have given some consideration to
perhaps turning this revenue into the, general revenue which might, as a
policy, take care of the objections which have been registered, because it
could scarcely be argued that the official would be assiduous in directing
business towards himself if there was nothing in it for him. We are giving
consideration to that very point.

Mr. WincH: I could understand the broad policy where there did not
happen to be a small business adjacent to the point of.entry, but although
it may sound strange to some who do not understand me or understand my
party, I am fighting for the small businessman who is close by. I think it
should be considered under those circumstances.

Mr. BENIDICKSON: I wish to pose a little problem here which is something
on which the deputy minister and I have not seen eye to eye, although that
very seldom occurs.

I would like to have some expression of opinion from my colleagues.
There is nothing political in this. There may be quite a number of other
members who have in their constituencies, or nearby, international bridges.
I assume that those international bridges, like the one we have between the
International Falls and Fort Frances, are manned twenty-four hours of the
day. I am interested because we are getting another international bridge
in the near future between Rainy River and Beaudette, Minnesota.

There is a practice in the department to assess a special charge if importa-
tions are made beyond the normal hours of business in the five-day week, and
if someone is making a commercial import on a Saturday or a Sunday he is
assessed a special fee of $5. I can see the fairness of that in respect of a port
which is normally open only during the day in business hours and is closed on
Saturday and on Sunday. I have a couple of that type of port and have no

- complaint with the special service fee in that respect.

I can think of a city like Winnipeg where an officer is required to come
down on a Saturday or a Sunday to make an assessment and it is quite
legitimate to charge a special fee for that service beyond the five-day week.
But at an international bridge such as one which is manned by a staff 24
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hours of the day, I have not been able to see the justification for this fee,
especially as my impression is that the injustice even goes beyond the explana-
tion I have given already,—or the lack of justification, shall I say. In fact I
am told that most commercial importers do not actually have their goods
examined as they cross the bridge. They are holders of a special permit which
allows them, without examination, to have those goods pass the bridge and,
in fact, the examination takes place the following Monday or Tuesday in the
normal hours of business at the collector’s office.

The matter was particularly aggravating our area because a very small
value of the commercial import was involved. At Fort Frances we have not
had a seven day a week rail service to provide railway delivery of flowers over
the week-end. If there was a funeral, the commercial florist in Fort Frances
was unable to obtain his flowers from a Winnipeg source. Under those circum-
stances, to secure flowers for a Monday funeral, he would place his order in
Minneapolis as there was an American train terminating across the river at
International Falls.

He had two grievances: one, it was uneconomical as the value of the
product he was bringing in was probably $5 or less; and the special charge of
$5 made is eventually charged to the customer, with the result that when
people wised up, as they do in these communities, those wanting wreaths on
Monday morning realized they could go across to International Falls, buy
those wreaths from the International Falls florists, bring them across the bridge
themselves; and as it was called a non-commercial transaction, they did not
come under the $5 charge.

Secondly, taking the winter set-up, the train comes in about seven bring it
on Monday morning, and with a perishable article, he would like to bring it
across at the earliest possible hour. The customs people are fully staffed on
that bridge at seven-fifteen—in fact, all night; but if he brings those flowers
across on the Monday morning earlier than eight o’clock, he is again charged
the $5 special fee.

This, as I say, is simply tossed in with the thought I might find some
sympathy in the minds of other members of parliament who might see the
implications of it in their own riding. I do this with the fullest understanding
of the administration because, as I say, it has been a subject of long-standing
correspondence with officials of the department and seemingly I have not been
able to dent their feelings in this regard.

The CHAIRMAN: Mr. Sim, would you like to reply first; and then perhaps
we can have some further questions.

Mr, Som: If I have been unable to persuade the hon. gentleman in private
conversation, that there is any justification for what we are doing, I doubt
whether I will have much success in speaking to this matter in a public way.

In a general way our hours of service to the commercial people are regarded
as fairly generous. We give much longer service than the banks. We are
open every day from eight to five. Most people in business regulate their
affairs so that they do their business within these hours of service. There was
a time when people serving the public doing jobs of one kind or another, had to
work long hours because it was the habit of people to come in to make their
purchases at any hours that suited them. Business generally has got away from
that and you now find an eight-hour day and five-day week.

Frankly, the charges made for this sort of special service is a sort of
penalty for doing business after regular hours, I think that is the justification
for the charge itself.

Quite apart from any penal aspect, the business of reporting goods through
customs is a serious matter. It may seem more serious to me than it would to
some hon. gentlemen, but it has to be done in orderly fashion. No one gets
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goods through customs without examination or inspection. Every fellow who
wears a customs uniform is not necessarily an appraiser or qualified to appraise
goods and collect the appropriate rates of duty.

Hon. members who have looked at the customs tariff realize it is a rather
intricate and involved document. I am told it takes many years of close ap-
plication to the task for one to become a competent appraiser. So while we
seen to have a full staff, so to speak,—that is, men who are qualified to deal
with tourists and the travelling public, examine packages and the like, and
perhaps look after small collections—they are not necessarily qualified to deal
with commercial transactions.

I think that is about all I can say on this subject. If our hours of service
were to be extended, and if we were to make no charge for this sort of thing, 1
am sure we would be doing business at all hours of the day and night. I do not
think that would be desirable. We would have to increase our staff. At the
moment our efforts are directed towards keeping our staff at the minimum.
However, we are happy to work toward that direction as long as it is consistent
with giving good service to the public.

The CHAIRMAN: You have made comparisons, Mr. Sim, with private
business. I take it you do not subscribe to the theory that the public service
should be expected to operate a little above and beyond the call of ordinary
duty. That is what it amounts to, is it not?

Mr. Stm: No. Just as we all expect the government to be a good employer,
so we expect government employees to be an example to everyone in the
matters of courtesy, tact and their general approach to the public. Generally
speaking, I think our men are very good. As civil servants, go—and being
one myself I am not going to deprecate the class,—you will find our men are
not excelled anywhere for their courtesy and tact and their inclination to
provide general information to meet the needs of the travelling and business
public. t

Mr. BENIDICKSON: I might follow that up by trying to pin-point the reason
for my dissatisfaction. This is a special service charge. I maintain that where
the service is existing twenty-four hours of the day there are no special
services rendered. I agree that in places where they try to adhere to an
eight-to-five set-up, that any special services demanded should be paid for if
officers have to come down to serve the public outside of these special hours.

The other point the deputy minister made was that the bridge would not
necessarily be manned by people qualified to do the appraising. Now, surely
that is not so at the bridges I have in mind, because a person does get the service
and does get the appraising—and surely they are getting the proper appraising.’
They get the service but pay the $5. It is not a matter of calling someone who
has had more experience in these matters to go down to look at a truck going
through. There is somebody on the bridge twenty-four hours a day capable
of doing that: or else something in slipping through that should not be slipping
throneh without proper appraisal. ;

The CHATRMAN: Perhaps we could have some more questions along those
lines. Have you a question{ Mr. McIlraith?

Mr. McILRAITH: ‘No it is all right.

Mr. CaTHERS: I was going to speak on it, but in opposition to Mr. Benidick-
son. I think the government is right in this connection, because otherwise it
would encourage more commercial people to put things through on the week-
ends when there is already a heavy load of tourists. It also discourages imports
from the United States where you can import them from Canada. On those
two points I think the government is right in charging. 4

Mr. Morris: Since the member for Kenora-Rainy River invited comments
on this, T would say that I had not heard of this matter in which apparently

’
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it is more fitting to die on week days than it is on the week-ends in his riding.
However, I do feel that the deputy minister in giving these extemporaneous
remarks has introduced some rather far-reaching inferences when he suggests
that the use of a service fee is being used for penalty purposes. I suggest that
this goes beyond “Bill” Benidickson’s riding and affects a large sector of the
economy. This is the supplanting of legislation by administrative order, and
that is defying the purpose of parliament, Probably I would modify that if I
were making a prepared statement on it myself. But to supplant the intention
of a service fee and utilize it by administrative decision for purposes other
than those intended by parliament, surely is to supplant the intention of
parliament. I also want to say in a very soft voice that I think more government
employees could be an example. May I say with all respect that I do not think
the deputy minister this morning has made a very good case for not keeping
a seven day a week operation. If we are to be servants of the public and not
parliamentarians only, I think that “Bill” Benidickson has made a very full
case. But beyond that it has connotations for my area—for instance, in the
maritime area. If we are going to have departmental administrative orders
supplanting legislation, then I think we are going into a field which I think
we should explore more fully. It gets out of the realm of cadavers in the Kenora-
Rainy River area. :

Mr. Som: I am particularly sensitive to any charge of bureaucracy stepping
between parliament and the people, and nothing would be further from my
way of thinking. Perhaps it is just that my remarks were, as the hon. member
indicated, extemporaneous and that, with no advance notice that the question
was coming up, my remarks were not as full as they might have been. But to
set the mind of the hon. gentleman at rest, as to whether somebody is con-
templating something departmentally that parliament did not contemplate,
the authority for all of this will be found in the Customs Act. It is laid down
by parliament and provides for the regulation of the service. There is an order
in council which does provide under this authority for those charges. Perhaps
my use of the word “penal” was unfortunate. What I wanted to indicate by
that was that we want to discourage people from doing business at all hours,
if we can; I think that is not an unreasonable point of view.

Mr. Morr1s: It is not an unreasonable matter at all to ask people normally
to do business in the normal times. But my point is that surely if there are
circumstances which prohibit the Canadian taxpayer, or impede him from
conducting his normal business during hours set by your administrative authqr-
ity then surely we will have to have the administration conform to the public,
rather than have the public conform to administrative order.

Mr. Szm: As is generally known, the port of Halifax is one of the great
ports of the world. I am sure the hon. gentleman will agree there is a great
deal of traffic coming through that port. In thirty years I cannot recall any
complaint from Halifax about the services given by our people in that area. So
whatever might be said on the principle that is being discussed now in a
practical way, I do not think this is a vital issue. I checked with the pfficials
here and they cannot recall any complaints at all from that area. This indicates
to me that the people in the maritime provinces do business within business
hours.

Mr. Mogrris: May I say that the witness has missed the point entirely, as
I understand it. I am not talking here of my riding for one minute; I am
talking about the application of an order for a service fee. Mr. Sim did say
this administrative order was being used to penalize people.

The CHAIRMAN: I think I should point out that Mr. Sim suggested the word
“penalty” was not the appropriate word to use in the circumstances.
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Mr. NESBITT: This is a very interesting discussion, Mr. Chairman. While
1 must say I sympathize with the constituents of Mr. Benidickson’s riding, I do
not think the necessity for bringing flowers for a funeral in one place would
necessarily warrant a change in the administrative regulations. These regula-
tions would have to apply everywhere.

However, something comes to my mind as a result of this discussion which
I think should be looked into and considered by the department. In the last
few years, due to a change in the habits, customs and tastes of Canadians, in
the winter months in particular—I know this is true in my part of the country
and I presume it is true elsewhere—large quantities of fresh fruits and vege-
tables are brought into the country. These are of a very perishable nature.
The have to come over bridges in our part of the country at Detroit or Niagara
Falls, for example, and they often come over on Sundays for the Monday
markets.

It would seem to me that this increase in the cost of a small load would
add something to the cost of bringing into the country these perishable fruits
and vegetables. ;

This may be a negligible item, but I would like an answer to this question.
If a large truck load of fruits and vegetables, for instance, was coming up from
Florida to southern Ontario, would it be necessary to bring only one customs
appraiser down, or would it be necessary to have two or three? What is the
extent of it? I am interested to know the answer, because it is the kind of thing
that follows from Mr. Benidickson’s remarks, and it may apply to other
perishable goods besides fruits and vegetables. No doubt there are other
things which might incur great damage in the cold winter weather. Perhaps
the deputy minister could give us some information on that.

Mr. Stm: Yes, I would be very happy to do so. This is one of the things
I mentioned as one of the procedures when we were last before this committee.
It has been worked out to facilitate clearance of perishable commodities.

There is a practice whereby in a situation of emergency the importer can
get his goods immediately in order that there will be no spoilage. I think the
nature and extent of the examination required would differ with the particular
commodity involved. However in most instances—I think we are talking about
one truck only—one appraising officer would be adequate to deal with it.

Mr. GRAFFTEY: Mr. Chairman, what is normally done with perishables
confiscated at the border?

Mr. McILrRAITH: You mean the kind that gurgle?

Mr. Stm: Does the hon. gentleman have in mind goods not declared which
are taken by the customs officer?

Mr. GRAFFTEY: I have that in mind also. There are goods which are
confiscated because they are not declared. I imagine—I am perhaps not correct
in saying this—that people might bring vegetables over and decide to leave them
with the customs officer and not pay the duty on them. I am thinking of
cigarettes, candies and groceries.

Mr. Sim: In respect to cigarettes there is a procedure about which I will
tell the committee. This is a special service rendered without any charge. Our
officers go around the hospitals in their spare time and hand these cigarettes
out to disabled veterans. We are very glad to be able to do that. ;

I do not recall much of this sort of thing in respect to other perishables.
I seem to remember that in the particular part of the country which the hon.
gentleman comes from—the members will perhaps forgive me for identifying
themselves with their questions—there has been difficulty about margarine. In
some cases we have had to confiscate margarine.

My recollection is that on occasions we have given things of a perishable
character to charitable institutions, because it was not possible to hold them for
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the ordinary disposal of confiscated goods. The law provides that the minister
may dispose of perishable goods. What is done in practice is that goods which
are not of a perishable nature are kept until they reach a reasonable quantity;
then they are sold at public auction to the highest bidder. But I am not aware
that we have any real problem in regard to perishable goods being destroyed,
such as was inferred by the hon. gentlemen. I would hate to think that was
the case. These goods can be distributed to charitable institutions. I would hate
to think that in some cases the perishables have been destroyed. The collector
would use some common sense and turn them over to the nearest charitable
institution.

Mr. BENIDICKSON: I do not want to pursue this matter unduly, and I cer-
tainly do not dissociate myself from the remarks of Mr. Morris, who very
kindly made some observations to the committee on my behalf. However, it
was not my point at all that we should alter the decisions that have been made
with respect to those ports which have limited hours of public service. I am
talking about the port where the service is rendered and the staff are there
anyway. With regard to the bridge service I was speaking about, I was just
indicating the florist as the source of the problem. But it does apply to trucking,
and so on. As Mr. Nesbitt pointed out, in that type of business people are not
going to wait on the border for Monday morning opening. I imagine we have
the staff to look after these people at the international bridges. *

A $5 fee has been established at international bridges, and I presume that
the examiner gets no part of that amount. He has performed no special service;
he is on duty and nothing is paid to him out of the $5—is that correct?

Mr. Stm: If the officer were on shift, he would not get any extra money.

Mr. BENIDICKSON: If there was an occasion to impose a $5 assessment at
Winnipeg, say, because somebody wanted an assessment on Saturday or Sunday
and the office was not open, somebody would have to be called from home to
go down and meet the importer and render the service. In that case, what does
the employee get for his special services?

Mr. Stm: The $5 arrived at is for a minimum of two hours at $2.50 an hour.
I think that is where the $5 eligible penalty comes from.

I cannot answer as to the exact amount the officer is paid; but the officer is
paid overtime for this service which he is required to perform.

Mr, BENIDICKSON: If the $5 minimum is imposed, does he get the $5 for
services rendered beyond the normal requirements of his duty?

Mr, Szm: Not exactly. It would depend on his rate of pay. Obviously, you
cannot go around charging odd amounts here and there. It would depend upon
whether the officer was at his minimum or his maximum salary. There has to
be some orderly check on these collections. This is a flat charge of $2.50 an
hour with a minimum of two hours.

Mr. WINCH; Is the officer paid for overtime, or does he have to fake time
oft?
Mr. Stm: I will come to that. That is another subject.

Mr. NEespITT: I have just one further question on the subject, Mr. Chairman.
I was not quite sure on this point after hearing Mr. Sim’s answer.

Do they pay the $5 fee at border ports such as Detroit, Windsor and Nia-
gara Falls, where there are regular trucking facilities bringing in vegetables
on Saturdays and Sundays?

Mr. Sim: Yes. Anybody trying to conduct customs business after regular
hours has to pay a special service charge. It is a matter of principle. The hon.
gentlemen have been discussing bridges and particular points of entry, but we
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have to administer this whole border line. I hate to think of the confusion that
would exist at the port of Windsor, for example, if we were to imply that we
would do business of that kind seven days a week. That situation would
develop hopeless confusion.

Mr. NessIrT: I was thinking of this from a practical point of view. I realize
that a $5 fee for a truckload of green vegetables would add only a most negli-
gible amount to the cost of the vegetables.

In Mr. Benidickson's case there is some actual hardship involved, and it
might possibly arise in other places. I realize, of course, that the cost to the
department of having special and highly qualified officials on duty all the time
would be very great. However, might it not be possible for certain specified
perishable items, such as flowers, fruit and vegetables, to be passed through
customs by the ordinary people on duty, involving no extra charge on these
particular items? It would not be too difficult to assess tariffs on fruit, vegeta-
bles and flewers and perishable items of that nature.

Mr. Smv: 1 hate to disagree with the hon. gentleman, but there is nothing
more involved than the tariff on fruits and vegetables coming into this country.
There is a whole act dealing with agricultural requirements and regulations.
This is so much so, in fact, that my observation has been that the importation
of fresh fruits and vegetables is in the hands of people who know their business
very well, and consequently these -things proceed very smoothly.

The CHaRMmAN: Calgary is an example of an inland port—perhaps the
largest in the west—where there is a great deal of United States-Canada Air
traffic on a non-scheduled basis. In a case of that kind, do you consider there
is any inadequacy on the part of your staff, Mr. Sim, in checking these non-
scheduled items? Also, does the same principle apply with regard to penalty?

Mr. Smm: I cannot remember any real complaint about the service at Cal-
gary. We are very fortunate there in our facilities. We have one of the older
buildings, but it has a good deal of room in it. In so far as service is concerned,
Calgary has been fortunate because of the adoption of the interior sufferance
warehouse idea. Instead of goods being inspected south of the border—at Coutts,
for example—they can go right through to Calgary and be examined there.

The CHAIRMAN: You are speaking of air transport, of course?

Mr. Stm: Yes. In a general way, I cannot recall any complaints about
the service there.

Mr. GRAFFTEY: Mr. Chairman, I know we have touched upon this question
in detail through the estimates which are currently under diseussion. I also
know it is sclf-evident that the very nature of customs work creates a fair
amount of public comment. It is also self-evident that we are currently
discussing a branch of government, under this section, where good public
relations are of paramount importance. Naturally, customs officers are in-
variably the first Canadians to greet visitors to our country.

The CHAIRMAN: What is your question, Mr. Grafftey?

Mr. GRAFFTEY: My question, Mr. Chairman, is this. After a customs officer
is accepted in the department, what is, in general outline, the standard instruc-
tion and training the officer gets in relation to the efficiency and courteous
handling of the public? Is he supplied with a handbook, and are formal instruc-
tions given, or is this training generally handled by his superior officer?

Mr. Stm: So far we may not have been as efficient from a training point
of view as we perhaps might have been. I indicated that we have been for-
tunate in the type of men we have obtained, chiefly because our type of work
appeals to men who have served in the armed forces. /I believe we have perhaps
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the largest number of veterans in our service of any branch of government. I
think our officers mostly learn by serving on the line with more experienced
officers. )

It is very easy to waste a good deal of money in training programs, but
we recently had a competition for a training specialist. The best that the Civil
Service Commission has been able to do is to find only one person who is
qualified, and there seems to be doubt as to whether he will accept the position
if it is offered to him. It may be we in Government service are too niggardly
in spending the money that ought to be spent in that direction. Perhaps we
ought to do a little more.

Mr. GRAFFTEY: I was wondering if these standards of courtesy and effi-
ciency are looked for in the competition that is held.

Mr. Stm: My minister, who has just come in, uses every effort to extol
our officers to be courteous, helpful and polite, and it is gratifying to see how
much good has arisen from that sort of thing, as evidenced by the correspond-
ence we receive.

The CHAIRMAN: Shall we proceed?

Mr. BENIDICKSON: I am not speaking about the same type of special service
charge, but I wonder if the deputy minister could tell us what the practice is
in the case of non-commercial aircraft arrivals, both within and without the
normal hours of service at a port, where the appraiser has to go from downtown
out to the airport? Is a special examination fee charged in such a case?

Mr. Sim: Is it a non-commercial flight, and are they arriving at an airport
where we have 24-hour service?

Mr. BENIDICKSON: No. I am speaking of an airport in relation to a town,
where you have to go all the way from downtown to the airport.

Mr. Stm: There would be no special service charge made for non-
commercial traffic under those circumstances.

Mr. NesBITT: I have had to make numerous trips back and forth across the
border in the last few years. I have watched how customs officials dealt with
the travelling public and I have noticed a great improvement in the courtesy
and service which ordinary travellers are accorded at the numerous ports I
have gone through in Canada. I think that reflects great credit to the service
generally.

Mr. BrooME: I have a question on a detail of the estimates.

The CHAIRMAN: We are still on port operation, under item 256.

Mr. BRooME: Yes; my question has to do with port operation.

The CHAIRMAN: Very well, please proceed. R

Mr. BRooME: My question has to do with chauffeurs, at page 356.

The CHAIRMAN: Please keep to page 354. Are there any questions on 3547

Mr. McM1LLAN: I am interested to know whether fruits and vegetables—
loads of fruits and vegetables this time— coming to an inland port would be
bonded at the border without charge?

Mr. Stm: Oh yes, that happens at the border, when a seal is placed on the
truck and it proceeds to the interior port for clearance there.

Mr. McMiLLAN: In connection with the construction of custom houses and
so on by bridge authorities, such as is taking place at the present time at the
Peace bridge at Buffalo: does the Department of Public Works pay rental for
those buildings, do they contribute towards the construction of them, or what?

Mr. Som: Traditionally—and this may come as a surprise to some hon.
gentlemen—wherever a bridge or a ferry is in operation, the operators are
required to provide facilities for the carrying on of the duties of the customs and
immigration officers.



b O St

-

ESTIMATES 63

This is a subject which arises every once in a while in the minds of the
bridge and ferry operators, because they feel that they ought to be paid a rent,
or that the government ought to make some contribution for those quarters.

It has been the policy over the years to regard those points of entry as
representing something in the nature of special accommodation afforded to the
people who are making money out of providing entry into Canada at that

oint. '
> It has not seemed unreasonable to succeeding governments that the
operators should provide customs facilities. Sometimes I have wished that
it was otherwise, because in that event we could insist upon better accommoda-
tion than we get under the circumstances.

Mr. BENIDICKSON: Generally, what would be the practice of the department
upon receiving complaints as to inadequacy in the accommodation provided,
let us say, with respect ‘to public washrooms? Would you ask the complainant
to get in touch with the bridge or the ferry authority, or would the depart-
ment ordinarily communicate directly with the bridge or the ferry operator?

Mr. Stm: We would do both.

The CHAIRMAN: We are on item 256 on page 354.

Mr. McMiLLAN: In connection with people living in the United States and
having business there, and also having summer homes in Canada; how about
their cars? Must they maintain a Canadian car kept in Canada on which
Canadian duty is paid, or can they use their American car? I know there has
been quite a lot of trouble in our area in connection with that problem.

Mr. Som: That is a difficult subject. Are you speaking of a resident who
works in the United States but who lives in Canada. There is a principle in-
volved. These are domiciled in Canada, and yet because they work in the
United States where cars are much cheaper than they are in Canada, they are
inclined to get their cars over there for that reason. Having acquired an
American car, they then use it for general purposes in Canada. That is one
of the difficulties we encounter,

They can use the cheaper American car for transportation purposes—that
is, for a direct journey from a particular point in the United States to a point
in Canada, and going out again. Obviously it would be unfair to discriminate
against other Canadian residents who might like to purchase a car at as low a
price as it may be purchased in the United States, if this group living here were
to be put in a preferred position in that respect. That is the way the law is
applied.

In respect to summer residents, there is provision made for tourists domi-
ciled abroad and others who come up here for a limited number of perhaps, one,
two or three months, to bring in their cars under the ordinary provisions
that we have for tourists and others who come up for health or pleasure.

The CHAIRMAN: We have for the most part—and we have been quite in

order—been dealing with procedures today. May I however ask you to turn
your attention to the estimates themselves.

Mr. CArTER: Is there a time limit on how long a fellow may come in with
his car? Is it up to six months for an American?

Mr. Stm: Yes; six months is the permission..

Mr. McMILLAN: A person in our area some years ago had an American

car, but he was fined for using it to go church on a Sunday. The principle
you cited would apply, would it not?

Mr. Stm: That was a case in point. The person involved there must have
been a resident of Canada who was working in the United States and who
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had brought in a car under special permission. That special permission
only allowed him to go from a point in Canada to a point in the United States,
and vice versa.

Mr. McMiLLAN: He may not use that car to go to a store or to go to town?

Mr. Smm: I deprecate that special concession. I suggest it might be
better policy to insist that such people living in Canada adhere to the same
requirements which apply to all other residents of Canada.

The CHAIRMAN: Have we completed our questioning on page 354? If so,
lset us turn to page 355. Are there any questions? If not, let us turn to page

56.

Mr. BELL (Carleton): I notice there has been a substantial reduction in the
amount for overtime, to the extent of about $230,000. What is the explanation
for that?

Mr. Stm: Well, compensating time is largely contributing for that decrease.

Mr. BROOME: My question is in regard to chauffeurs where I see there is
an increase in number from nine to ten; nevertheless there is a decrease in the
estimates to the extent of a few hundred dollars, in which case it would appear
that the chauffeurs are being paid less. Simply divide ten into the sum of
$24,954. I wonder if we might have an explanation of that item?

It seems to me that the chauffeurs should be paid more than that. It
seems peculiar that we can get ten chauffeurs for less than we paid for nine
previously.

Mr. Stm: I do not want anybody to think we are employing a group of
chauffeurs to drive senior or junior officials around. These men are really
operating a trucking service for us. They are paid as prevailing rate people.
They are paid whatever is the going rate in the area, for the kind of work they
are doing. )

I am not certain about the reason for the difference between nine and ten,
the reason for our asking for less money for ten men than we asked for nine.
It might be perhaps that there was a slight overestimate. Is that possible?
I am told it is a reflection of the actual salary.

Mr. BRooME: There was an overestimate in the previous estimates?

Mr. Stm: No. It probably represents the actual salary paid to these people.

Mr. BROOME: The ten might not have been on full time, or might not have
been employed for the full year; in other words a ten-man year as compared
last time to nine men. But perhaps it might be better to let the question go
and have an explanation for it put on the record.

The CHAIRMAN: That will be done.

Mr. Som: I do not want to leave anything up in the air. I was checking to
find out whether my ‘“notion” had any foundation in fact. I am told it could
well be that this was an amount estimated in the previous year, but that now,
in the light of experience, we are asking for a figure this year which is closer
to the actual. You will recall that at the last meeting I emphasized the point
that we were one of the few who were asking for less money.

The CHAIRMAN: No paid commercials, please.

Mr. WincH: I would like to ask what policy is followed in the purchase of
office stationery, supplies, and equipment. It seems to me that is rather a con-
tinuing expense, yet I notice a jump from $497,000 to $761,300.

Mr. Stm: My minister pointed out at the first meeting that we were mov-
ing into the field of greater mechanization because we found there would be a
saving in manpower. That is the reason for our having a larger estimate.
We are spending more for machinery and equipment and therefore saving in
the long run on man hours.
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As to the purchase of these things, we buy everything through the Queens
Printer.

Mr. WincH: I remember what was said by the minister. Are you purchasing
outright or are you renting from I.B.M.?

Mr. Stm: The kind of equipment we have we are able to purchase. I am
familiar with the other type of contract but our department does not require it.
We are able to purchase ordinary accounting equipment.

Mr. GRAFFTEY: I would like to have a few details of the estimates, and I
shall revert to the general discussion. I do not want this section to go by with-
out mentioning the public travelling on planes and ships.

My observation is this: if the airport at Dorval is an example of improve-
ments that have been made lately, I would like to take this opportunity to con-
gratulate the department.

I have checked in through the customs at Dorval quite a lot lately and I
can only tell the department that any improvements that are made along those
lines for public travel by air or by ship are sincerely appreciated.

I would like to point out Dorval and thank the department on behalf of
the people in the area. The department should be encouraged to take any steps
which will help boat and plane passengers in respect of service.

The CrAIRMAN: Thank you, Mr. Grafftey; you are on the record.

Mr. CATHERS: Would it not be better to designate these persons as truckers
or something other than chauffeur?

Mr. Som: It is a civil service classification. Actually, while we speak of it
as a trucking operation, primarily they are driving ordinary cars around carry-
ing officers from point to point, or driving station wagons. I think they have to
have a chauffeur’s licence.

Mr. CATHERS: You think the individual might object to being called a
trucker?

Mr. BeELL (Carleton): I would like to ask if there is any significance
attributed to the fact that postage is reduced and telegrams and telephones
are up $10,000? Is there any intention of increasing the use of telegrams and
telephones, as opposed to Her Majesty’s mail?

Mr. Stm: I am told we must take credit for spending less on postage as a
result of our organization and method studies, for which we have taken credit
now,—perhaps all too often. That is one reason. As to the increase in telephone
bills, it has been necessary to provide additional facilities, and I believe, there
are higher telephone and telegraph rates, in effect.

Mr. NesBITT: I see the item, fuel and food. Fuel is self-explanatory,
what is the food for?

Mr. WincH: So they can live,

Mr. Stm: We have a limited number of officers who apparently have very
good jobs and who work in isolated areas in the summertime where they are
not able to purchase food. I dare say the department does something about
their maintenance. Lake of the Woods area is a case in point.

Mr. BELL (Carleton): They are provided with food?

Mr. Sov: Yes.

Item agreed to.

Item No. 257. Construction or Acquisition of Buildings, Works, Land and Equipment. .$935,500

Mr. WincH: I would like to ask a question about something which has
always p_uzzled me in respect of all departments. How do you decide on
construction of buildings whether it is done by your department or by the

Department of Public Works?
20787-8—2
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Mr. Stm: We endeavour wherever possible to get the Department of Public
Works to do it. Perhaps I might read a short explanation of this vote.

This vote covers all proposed new construction, including, wharves,
roads, and other fixed assets including construction of housing. It also
covers major alterations or basic modifications of existing structures.
This construction is performed by contracts let by tenders and construc-
tion is supervised by the department. The buildings other than
residences are constructed for temporary purposes and are located at
frontier points, generally on international roads where traffic is limited
and does not warrant the construction of permanent facilities by the
Department of Public Works. The Department of Public Works has
declined to construct resident accommodation. Provision is also made for
acquisition of equipment for use in these buildings and for other
equipment items.

The amount requested provides for the construction of the most
urgently required buildings and the provision of necessary equipment.

It would be assumed from that that we only go in where we are unable
to get the Department of Public Works to do it for us. After all, they have a
big responsibility for a lot of large buildings and ours are very modest struc-
tures. The whole expenditure is not really very large in relation to the rest
of our expenditures and it would only be a drop in the bucket as far as Public
Works is concerned.

Mr. WincH: Have you hired your own architects?

Mr. Stm: We have in the accommodation branch a small unit which has
to do not only with plans for buildings but also has to do with the layout
in relation to flow of work and that sort of thing, as well as looking after the
maintenance and housekeeping of the buildings for which we are responsible.

Mr, WincH: You said a few moments ago that in the main this is for
temporary structures. I know it cannot be the total amount here because it
it $975,000, including equipment. Could you tell us how much of this vote is
for what you term temporary structures?

Mr. Stm: When I say temporary I do not mean something prefabricated,
or anything like that. When we put up these things they are expected to last
a long time. It is somewhat like the temporary buildings around Ottawa
which have been here a long time and may be here a lot longer: But they are
styled temporary.

Mr. WincH: Would you give us the total amount of your actual
construction?

Mr. Stm: The construction program for this year is $411,500.

Mr. Morris: Is it a very long statement? Could it be conveniently filed in
the evidence?

The CHAIRMAN: Yes.

Mr. WINCH: Are you opening up any new ports or is it on account of the
growth of population? This amount of $450,000 is a lot of money.

Mr. Smm: Ever since the royal commission on customs and excise reported
against the number of offices we had, the policy is to reduce rather than add to
the number of customs offices. Having said that, we have to take cognizance of
the changes in the habits of people and we have to follow the business wherever
we find it. In a general way, the answer is we are not opening up a great number
of new offices.

Mr. Morris: Could you tell me what your intentions are in respect of the
customs house at Halifax where you are moving the staff to the new federal
building?
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Mr. Stm: We are participating in the tenancy of the new public building
created there. It was a source of some disappointment to me that we were not
able to maintain our separate quarters in a traditional port like Halifax, because
I have in mind what happens at the other extreme of the country in the port of
Vancouver, for instance, where we have a custom house. It seems too bad that
ports as well known as St. John's, Newfoundland, Halifax, Saint John, New
Brunswick, or Victoria do not have a distinct custom house because these ports
are known all over the world. I think it is a little awkward sometimes for a
master of a vessel to come in and ask where the customs house is and to be
informed it is on the third floor back of a building on a side street. This is just
a page out of our romantic past which is passing with the modern efficiency of
operation.

Mr. McGRATH: Is it not a fact that the new building at St. John’s, New-
foundland, is referred to as a customs house?

Mr. Som: I think we scored a point there.

Mr. McGrATH: Do you foresee any increase or decrease in your staff there
as a result of their being housed under one roof?

Mr. StMm: The hon. gentleman will remember by the terms of confederation
we were to look after the existing customs staff in Newfoundland. In so far as
our department is concerned, the situation I think is unique in government.

While the departments from the mainland, so to speak, had to move into
Newfoundland and find staff to do their work we were blessed with a great
many well-qualified men because Newfoundland in the days before confedera-
tion, had relied to a rather abnormal extent on customs duties as a means of
raising revenue.

The result was at confederation we found an excellent body of men, and
under the terms of union we have maintained in Newfoundland perhaps more
people than we actually needed in relation to our work standards. The answer
is that I see no increase in staff but more a gradual reduction at the port of St.
John’s unless there is some increased business to warrant taking on additional
help.

Mr. GRAFFTEY: Is there any rule or international agreement which would
prevent the department from limiting entry of certain foreign goods at specified
ports of entry?

Mr. Stm: There is no agreement with anyone about this matter. Would
you indicate what you have in mind?

Mr. GRAFFTEY: I do not want to open up an old subject but the only
thing I have actually in mind would be the textile problem. Would it possibly
make it easier for the appraisers if the ports of entry for textiles were specified?

Mr. Sm: The royal commission recommended not that particular imports
should be directed towards particular ports but rather that there should be a
reduction in the number of ports through which business could flow, so that
you would be assured of a more expert or efficient type of appraisal. However,
this I think would require legislation and it is doubtful if it would be easy
legislation to put through.

The CHAIRMAN: I regret to advise you that until Mr. Benidickson returns
we are unable to pass this item, as we are one short of a quorum.

Mr. BrooME: I have a general question. If you do receive complaints
from the public—whether or not they are justified—in respect of treatment
at border points I assume the department follows up on those complaints in
an endeavour to find out whether or not there is anything behind them?

Mr. Smm: Yes. We are sensitive on this point. Every serious complaint
received by us is reviewed by our inspection staff.
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- The CHAIRMAN: Well, gentlemen, we are going to keep the first item open;
but nevertheless we have closed 256.

~ Shall item 257 carry?

Item agreed to.

The CHAIRMAN: On behalf of the members of the committee I would like
 to thank Mr. Sim, and of course the minister and all the assistants who have
been so very helpful and cooperative. Thank you very much, gentlemen.
. On Thursday we will meet at eleven o’clock here and start on taxation—
~ again with a statement from the minister.

-




ESTIMATES 69
APPENDIX “B"
CUSTOMS AND EXCISE

i
!:’
|

ProsecT BREAKDOWN OF AccoMMODATION CONSTRUCTION

1959-60
; New Construction of Temporary Buildings. ..................ouiieeiiirunannn 123,500
E P P U v T L SRRy 32,500
{ pETIIT N g  R PR T R A NP R A S L 30,000
! R TR R e NSO S el ) A 25,000
; 87T T R L TR R i SRR e O e 20,000
i Deer Island Point, N.B................c.c0uuunnnnn. 7,500
; e [ BT e PN P o s 8,500
Construction of Temporary Buildings (Revole). .................c..ccciiiuunnn 147,000
B R O R S e R A S S 20,000
Pleasant Uamp, Ba 0 i s e T % s he 5,000
Emeraon, Man. (PembEsR) - .. .0 vis ciovanissrsess 30,000
Hereford Road, P.Q....... ; By, 5 ks 5,000
i Windygates, Man........... Rl 50 T e e g 25,000
| Elimoge; Bashs. 0 e T R i e s 25,000
p Nl B e i ae b e T o Pl Ly s 25,000
il Clarmtewille, B R e 1 R aos e nis 12,000

{ Note: Winter conditions curtailed construction necessitating carry-over of amounts

! indicated at Pleasant Camp, Hereford Rd., Windygates, Nelway and Clarenceville where
contracts were actually awarded during 1958. Highway reconstruction (uncompleted) and
property negotiations curtailed awarding of contracts at é’ourtright., Emerson and Elmore.

New Comliuition of o e rav - Sis wis s s fos i, Bkt g iy s £ s sn et 20,000
1 Residence, Clarenceville, P.Q...................... 20,000
Conelruction of SToussng KRIOIEIE 05 ook e ds ot v 5 o o ae s Bratyl s mia e i DG B 121,000
2 Residences—
Herelont RS PR st U i oy St . 42,000
1 Residence—
Eimore, Ball . T 8 O e e P i e T 24,000
1 Residence—
b LT L N SR Tl e e A 25,000
| 1 Residence—
i Treelon, Baks ik v 2t amberit g d iy U0 Ll e 5,000
i (for completion)
{ 1 Residence—
| Prelighsharg, Pt et it e s . in i s 5,000
(for completion)
b Conversion—
y more, TR s Trws i b i ain: 4 S 10,000
Conversion—
Windygates, Mafz 5008 Sh e o e o e b 10,000

. Note: Weather conditions curtailed construction necessitating carry-over of amounts
indicated at Elmore, Sask., Treelon, Sask., Frelighsburg, P.Q., and Windygates, Man. where
contracts were actually awarded during 1958. Highway reconstruction and property negotiations
delayed awarding of contracts at Hereford Rd., Waneta, and Elmore (conversion).

Additional information supplied re: Chauffeurs.

; PARLIAMENTARY ESTIMATES COMMITTEE—1959-60 ESTIMATES

. Question re: Decrease in Estimates for Chauffeurs in Port Vote despite increase of one posi-
tion from last year.

In preparing the Estimates coveri mnetgomtlons of Chauffeur for 195859, provision was
made for an increase in the rates payable to these prevailing rate employees. _
This increase did not materialize as anticipated, and the amount involved was sufficient

to off-set an increase of one position in the 1959-60 Estimates and at the same time make it
possible to reduce the Estimates by some $312. y
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MINUTES OF PROCEEDINGS

THURSDAY,) March 12, 1959
(5)

The Standing Committee on Estimates met at 11.00 a.m. this day. The
Chairman, Mr. Arthur R. Smith, presided.

Members present: Messrs. Anderson, Bell (Carleton), Best, Bissonnette,
Bourdages, Bourget, Broome, Bruchesi, Cathers, Chambers, Fairfield, Hales,
Hellyer, Hicks, Howe, Korchinski, Lambert, McDonald (Hamilton South), Mc-
Farlane, McGrath, Mecllraith, McMillan, McQuillan, More, Nesbitt, Payne,
Ricard, Smith (Calgary South), Tassé, Thompson and Winch. (31)

In attendance: From the Department of National Revenue: Honourable

George C. Nowlan, Minister; Mr. J. Gear McEntyre, Deputy Minihter, Taxa-

tion; Mr. D. H. Sheppard, Assistant Deputy Minister; Mr. W. I. Linton, Admin-
istrator of Succession Duty; Mr. D. R. Pook, Chief Technical Officer; Mr. D. J.
Costello, Supervisor of Operations; Mr. A. V. Neil, Assistant Chief Technical
Officer; and Mr. L. E. Hardy, Personnel Officer. .

The Committee continued its consideration of the Estimates of the Depart-
ment of National Revenue for the year 1959-60.

Item numbered 258—Taxation Division, General Administration—was
called.

The Minister read a prepared statement outlining the work of the Taxation
Division of his department. Following his statement the undermentioned in-
formation was submitted:

(1) Table showing revenues, staff employed, cost of collection and
returns filed, 1939-1958.

(See Appendix “C” to this day’s Proceedings)

The Deputy Minister, assisted by Mr. Linton, answered questions based
on the Minister’s statement and on other related. matters.

At 12.40 p.m. the Committee adjourned until 11.00 a.m. Tuesday, March 17,
1959.

E. W. Innes,
Clerk of the Committee.
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EVIDENCE
THURSDAY, March 12, 1959
11:00 a.m.
The CHAIRMAN: Good morning, gentlemen. We have a quorum and will

proceed.

You will recall at our last meeting we concluded item 257, which is the
last item under the customs and excise division. However, we held over the
general item 254 as a catch-all for any questions which may arise prior to
closing the final item of the department.

! Today we will commence with item 258.
TAXATION DIVISION
Item No. 258. G Y O RSP I PR s 1 o $3,415,300

e A W i

-

The CramrMAN; We will, at this point, again have a statement by the
Minister of National Revenue. I would ask him to be good enough to introduce
.. the members of his staff who are with him today.

Mr. GEORGE CLYDE NowLAN (Minister of National Revenue): Mr. Chairman
and gentlemen, I have with me this morning the Deputy Minister, Taxation, Mr.
i J. Gear McEntyre, on my right; behind us there is Mr. D. H. Sheppard, the
Assistant Deputy Minister of Taxation, then the experts in the various fields
{ who will deal with specific questions; we have Mr. D. R. Pook, Mr. A. V. Neil,
who will deal with income tax, and Mr. W. 1. Linton, who is in charge of the
estates tax and the old succession duty; and for administration we have Mr.
D. J. Costello and Mr. L. E. Hardy. Those are the senior officials representing
the different branches.

I have a relatively short statement which I would like to read to you.
We have had copies of this statement prepared. While it is being distributed I
might say I will have to ask the indulgence of the committee to the extent that,
unfortunately, there is a cabinet meeting going on now at which I am supposed
to be present. The Prime Minister asked me particularly to be there this
morning. I will hayve to ask your indulgence in my leaving after I have made
the opening statement.

When it comes to a question of taxation policy, I might say this is a matter
of the budget and the Department of Finance generally and that this depart-
ment deals almost entirely with administration. There is, of course, a border-
line between policy and administration, and you could say perhaps it is policy
or administration. But most questions dealing with administration, being
technical, will have to be answered by the deputy and officers here rather
than by myself because I do not make any pretext of being an expert on the
intricacies of the Income Tax Act. 3

I will be present at future meetings of this committee whenever possible.

In August last year when the taxation division’s estimates for the current
year were being considered, I made a general statement to the house which gave
a complete-picture of the operation of the division and I do not believe that
any purpose would be served in repeating this information now. However,
the sum and substance of that rather lengthy statement was that the taxa-
tion division operates a large scale business which is steadily increasing.
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The important thing to note is that we are handling this steadily increas-
ing workload with a decreasing number of staff. This is a tribute to the admin-
trative efficiency of the division. During the calendar year 1958, the division
received 5,662,000 returns from individuals which was close to 53 per cent
or 30,000 returns more than the year before, and yet the number of staff on
strength at the end of December, 1958, was actually 130 people less than at
the end of December, 1957.

Most of the income tax returns are received during a relatively short period
in the spring of each year and the division is faced with the enormous job
of processing the returns as quickly as possible. This problem has been met
partly by the improvement and simplification of our procedures and partly
by the employment of seasonal workers during this period of the peak work-
load. Some 1,500 of these employees will be hired this year and they are used
principally in the processing of the more simple returns, most of which are
claims for tefunds. These are the returns to which we give immediate atten-
tion and for which refunds are issued with the least possible delay.

Last year it was necessary to issue a total of 4,200,000 refunds. Almost
4,000,000 of this total were handled during the months of March, April and
May.

Of course, the more complicated returns are assessed by a highly-trained
technical staff who, by means of field investigations, are able to add significant
amounts of increased revenue during each fiscal year. For example, during
the fiscal period 1957-58, this additional revenue totalled over $73,000,000.

While we are speaking of revenue, it is important to realize that this
division is responsible for the collection of $3,000,000,000 each year which
represents the major portion of the total revenue of the federal treasury.

Turning now to the actual estimates of the division, we will require a
total of $33,207,355 to carry on our operations during 1959-60. This is an in-

/ crease of roughly $726,000 over the present fiscal year. The major portion of

this increase is required for salaries for which we will require $641,000 more
than we did this year. Almost all of this, however, is earmarked for the regular
statutory salary increases which occur every year. -When you consider that
$29,300,000 will be our payroll requirement, you will see that the division
will be spending less than $4,000,000 on all other expenditures.

There are minor increases in some of these other objects of expenditure
and these result from a combination of rising costs along with an increase in
the use of materials and services. A good part of this over-all increase has been
offset by a decrease of almost $100,000 in our requirements for postage next
year because of an improvement in the procedure for mailing refund cheques
and assessment notices. This is a further example of our continuing efforts
to do everything we can to maintain the highest standard of efficiency at the
lowest possible cost.

The appropriation requested for the operation of the tax appeal board
is approximately the same as last year. There is a small increase in the
administration expenses almost all of which is needed for the increase cost
of the employment of court reporters who are used to transcribe the evidence
given in the hearing of appeals.

As I pointed out in my statement to the house last August, the tax appeal
board carries out a most important function in providing an independent tri-
bunal for Canadian taxpayers who wish to use this formal and inexpensive
means of appealing an assessment. It is only natural that, with the continu-
ing increase in the number of taxpayers in Canada, the volume of appeals be-
ing heard by the board is also continuing to increase.

As at the end of December, 1958, there were 443 appeals outstanding and
during the year 1958, 432 appeals were disposed of.

vy
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I hope these brief remarks will give you some insight into the operations
of the taxation division and we will try now to provide whatever further in-
formation this committee requires.

Mr. Chairman, that is my statement.
The CHAIRMAN: Thank you, Mr. Minister.

Mr. NowraN: We also have here a comparative synoptic statement of the
years 1939-1958, showing the total revenue collected in millions, the number
of employees, the cost of collecting $100 in each taxation year, the number
of returns filed each year, T1’s and T2’s.

You will find a mathematical error in the last column of the total returns
filed per employee. That is computed on the basis of the permanent employees
of 6,172. In this year, 1958, at the bottom, you will see the total of continuing
employees is 6,172. In the right-hand column the total returns per employee
are shown as 932. When compiling that last column, they were dealing only
with permanent employees, but for a short period each year of approximately
three months there are 1,500 temporaries employed and those were overlooked.
I do not know just how you would have worked it out. So there is an error
to that extent, in that the temporary employees were not considered in deter-
mining the total returns filed per employee.

However, I think you will find the statement interesting and helpful. It
will give a comparison when you look at the cost to collect $100, starting in
1939, of $1.70. In 1957 it was down to $0.94 and this year it is $1.02. There are
comparative statements like that, and it shows a tremendous increase in the
returns; in 1939 you had a total of 466,000 T1 returns and last year 5,661,000.
The T2’s are not quite as impressive but are up over 300 per cent. There were
30,911 filed in 1939 as against 96,000 filed last year.

This table, Mr. Chairman, I think will provide the committee with basic
information which will enable you to proceed. As I said, if I have your per-
mission, with sincere apologies, I would like to leave now and I will be back,
I hope, for all future meetings of the committee to deal with questions of
policy.

The CHAIRMAN: Gentlemen, we will thank the minister. As he mentioned
he will be back with us.

We have with us now Mr. McEntyre. We will deal with questions arising
out of the minister’s statement, such as can be dealt with now. When you
are dealing with questions, I would like you to remember we are dealing with
item 258 and I would ask you to look down the items while you are dealing
with questions on the statement, and I would also ask that you reserve
questions on general items until you reach the particular heading. This is in
order to provide some continuity.

Mr. WincH: Mr. Chairman, I would like to ask a very important question.
Would the deputy minister give the committee a clear and comprehensive
exposition as to how they decide what is taxable as income in relation to what
might be called a capital gain. I ask this in particular because of recent
information and publicity relevant to hundreds of millions being made in oil
and pipeline promotions and operations; and also it ties into other aspects.
How, and in what way, do you decide as to whether or not something is taxable
income or is a capital gain upon which the country receives no return
whatsoever?

Mr. J. Gear MCcENTYRE (Deputy Minister of Taxation, Department of
National Revenue): Mr. Chairman, of course, the decision as between a business

ﬁ:oﬁt and a capital gain has to be determined on the basis of the law as we
ve it.

’
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Under the Income Tax Act, profits from a business are taxable. There is a
definition of “business” in the Income Tax Act which perhaps, if I read it,
would be helpful. It is section 139, subsection 1(e) of the act. It says:

“business” includes a profession, calling, trade, manufacture or under-
taking of any kind whatsoever and includes an adventure or concern in
the nature of trade but does not include an office or employment”.

Usually the decision comes down to whether or not the transaction is an
adventure or concern in the nature of a trade. We have the benefit of the
decisions of the courts both in Canada and England. Gradually, as a number
of these cases are going before our income tax appeal board, the Exchequer
Court and the Supreme Court of Canada, we can build up a fairly solid body
of jurisprudence which helps the officers of the department and also indicates
to the public where the distinction lies.

However, the courts have held that in all these matters there is the
question of fact and that each case has to be determined on its own merits.
The statement I like best, in attempting to explain this, is one which was
made many years ago by Lord Justice Clerk in the British courts in 1904 in
the case of Californian Copper Syndicate Limited. In that case he said:

It is quite a well settled principle in dealing with questions... of
income tax, that where the owner of an ordinary investment chooses to
realize it, and obtains a greater price for it than he originally acquired
it at, the enhanced price is not profit... assessable to income tax. But
it is equally well established that enhanced values obtained - from
realization or conversion of securities may be so assessable where what
is done is not merely a realization or change of investment, but an act
done in what is truly the carrying on, or carrying out, of a business.
The simplest case is that of a person or association of persons buying
and selling lands or securities speculatively, in order to make gain,
dealing in such investment as a business, and thereby seeking to make
profits . .. <

I think that that statement is probably the place at which you have to
start when trying to make a decision as to whetheér or not an item of profit
results from a business or is from a capital transaction.

Mr. BRooME: On the same subject, I do not know whether or not it is
proper in this committee to ask specific questions, but I am thinking of the
West Coast Transmission dealing in shares on a promotional basis, on the basis
of 5 cents an option, or on the basis of half a cent on stock, which later on
would be sold on the market at $5. I do not know whether or not the deputy
is even permitted to make any observations on this. Has there been any deal
by the department in respect of that particular transaction in the way of
trying to assess profits made, or has that been covered by the previous legal
opinions to the point where is is very clear that it is non-assessable?

Mr. McENTYRE: Mr. Chairman, of course we consider our dealings with
particular taxpayers, and their personal and business affairs, as being con-
fidential and I hesitate to discuss it.

The CrairMAN: I think that is a good principle on which to start.

Mr. BroomE: I wanted to define that.

Mr. CHAMBERS: There are transactions which frequently come up in the
way of attracting management personnel in respect of stock options or rights
to buy shares at lower than the market price for a limited period, and those

options or rights are granted at a price which is expected to realize a profit
in the future.

When you have a member of management with this option and he does in

. fact realize a gain, is this customarily considered by the department to be a

.
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capital gain, or due to the fact that he is in this business is it income; or have
we decided?

Mr. McENTYRE: Mr. Chairman, there is a provision in the statute covering
the particular point of where an option to buy stock is offered to an employee.

The difference between the purchase price and the market price at the
time of acquisition does constitute a taxable receipt to the individual. After
the individual has acquired the security, then we consider it is an investment in
his hands and the gain or loss between the time he acquired it and disposes of
it is not taken into consideration in establishing his taxable income.

Mr. WincH: I was interested in the deputy minister’s reply in which he
based, as he said, his main statement on a decision of the courts in the United
Kingdom. In his quotation, the phrase was used, “an ordinary investment”.
I think this is a case in point and I would like to ask what is your department’s
interpretation of an ordinary investment, particularly in view—and it is under-
stood I will not mention any particular names or companies—of the fact that in
the last two years in Canada, because of a given situation and given circum-
stances, certain individuals—officers of companies—are in a position of being
able to invest money which, basically, they know is not an adventure—and I
want to quote again the word “adventure”. How do you decide whether or
not that is an ordinary investment upon which I then took it you can collect
taxes on behalf of the country?

Mr. McENTYRE: That is the difficult problem. We look at these things and
try to gather as much information as possible. Then we simply apply the
general interpretation of what an investment would be as against what the
courts have indicated is an adventure or concern in the nature of a trade. We
have to come to some decision on that. Of course, if we decide it is a taxable
transaction, we send an assessment notice and the taxpayer would have his
rights of appeal.

As I said, we have been doing that now for a great many years and gra-
dually are building up a body of law which we hope will be helpful both to
ourselves and to the general public in finding a line of principle which can
be applied.

Mr. WincH: Then on that I still want to be very careful so as not to ask
a question which I know you cannot answer; yet, I think this committee has
to get to a certain basis of understanding.

If because of an act of parliament it is known that a certain construction
is going to take place, if somebody then with practically no investment gets in
on, shall we say, the ground floor, basically there is no adventure because it is
known what is undoubtedly going to happen. They get in practically, as I
said, with no investment and the person who does that then reaps millions
of dollars.

Do you then go into that entire matter with the individuals and decide
as to whether or not it is an ordinary investment, or what they have made is
capital gain? I am not trying to pin you down, because I do not want to mention
names of companies and individuals when you very well know the ones I have
in mind, and have you tell me that you cannot answer my question. I want
to have the principle of it established. '

Mr. CataErs: That is a principle or policy of the government, not of the
deputy minister. 5 (359

The CHAIRMAN: I think Mr. McEntyre might answer if he wishes.

Mr. WincH: It is not a matter of policy. I am asking now about the existing

act, and as to how the deputy minister in his department makes that decision,
and as to what approach they make in investigating a situation.
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Mr. McENTYRE: Mr. Chairman: in the ordinary course, people are making
investments every day in very large numbers. We look at the number of trans-
actions that take place on the various stock exchanges across the country and
generally we feel pretty satisfied that those are investments. When we do not,
we carry on an investigation of the matter. Or, to come down to the rather
small number of cases which come to our attention through newspaper reports,
transactions that might be in the nature of promotions, underwritings, or some-
thing of that kind which we would consider as having possibilities of a venture
which would be in the nature of a trade, we have something to go on to indicate
it to us. We would look at these transactions to see if there were any of the tests
that have been set up in the jurisprudence which would satisfy us, and which
we think would be sufficient to satisfy a court that the transaction was in the
nature of a business and was taxable. In those cases we would make an assess-
ment.

Mr. LAMBERT: Is it not true that as a result of decisions of the exchequer
court, the Supreme Court of Canada, and the income tax appeal board, the
feeling is that capital gain has been considerably narrowed down since the
close of World War II?

Mr. McENTYRE: As an opinion, I would say no.

Mr. FAIRFIELD: Am I to understand, to put it simply, that in this stock
option type of investment, if a person buys or acquires stock options, at the
time of his actual investment the difference between what he pays for the
option and what he actually invests is taxable income? I thought I understood
that. Have I misunderstood the minister’s statement before, that a person gets
a stock option at the time he actually makes the purchase? What about the
understanding between him and the company, that the stock was to be on
option to him? And is that difference taxable?

Mr. McENTYRE: Yes. Section 85A of the Income Tax Act deals particularly
with stock options granted to employees. Stock options may be granted one
day and the man usually has a time limit within which to pick up his stock at
that option. When he decides to exercise his option he becomes taxable on that
day on the difference between the price which he actually paid for the stock
and the market value on that day. That difference is taxable.

Mr. BELL (Carleton): That is confined to employees?

Mr. McEnTYRE: That is right.

Mr. NESBITT: My question has to do with assessment for succession duty.

The CHAIRMAN: Would you mind holding your question, please.

Mr. McMiLLAN: It was always my understanding that a broker engaged
in brokering and underwriting would pay income tax in respect to the appre-
ciation in his holdings or underwritings.

Mr. McENTYRE: The broker or investment dealer is of course a trader in
securities, and as such is subject to tax on the profits that he makes as a result
of his trading. He is entitled to deduct his losses, if he has realized any trading
losses. We feel that because a man is a trader it is not impossible for him to
make investments, properly so called.

Of course, when you are dealing with a man who is trading in securities,
the distinction between his trading inventory and his investment portfolio—
unless he goes to some considerable trouble to keep them quite separate—is
sometimes difficult to determine. But certainly in theory and in actual practice
that distinction can be made, and we do acknowledge that a trader in securities
can have an investment portfolio.

Mr. CHAMBERS: The deputy minister mentioned this question of the market
value at the time when the transaction took place. I wondered what happened,
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or how the market value could be established before, let us say, the securities
were offered to the public?

For example, suppose a company is formed, and someone is sold stock at
two; but when it is offered to the public the lowest price is ten. This employee
has an automatic gain of eight points there. Would that be considered capital
gain, or how do you establish the market value at the time he got it at two,
when there was no market?

Mr. McENnTYRE: That is a very difficult problem. It does not happen too
often, fortunately. But when it does, we just have to struggle with it as best
we can and establish the value of the security on that date by the usual tests
that are applied in the trade, when valuing securities for estate tax purposes,
when they are not quoted in the market.

Mr. WincH: Perhaps I can facilitate matters as far as estimates are
concerned by asking two or three questions at the’same time. I hope that the
deputy minister can enlarge a little bit on the last question, because it is
somewhat identical to what I have here for asking.

What is the position of stock issued before public offering, and when no
price has been established? I think my question is about the same, but I am
still not quite clear as to the answer. i

Secondly, in view of what you said a few minutes ago relative to employees
and stock options, I would be interested to know if a promoter or a director
of a company is considered as an employee of that company.

And my third question is this: perhaps it is not possible to have the
information at hand, but would it be possible for the information to be supplied
to the committee in view of the statement a while ago as to the investigation
by the department? Could we have the number of investigations made in the
past five years relative to oil and gas pipeline promotions and companies—as
to whether their monetary gains were an ordinary investment or a capital gain
as was mentioned?

Mr. McENTYRE: Mr. Chairman: on the first question as to whether a
director is an employee, the statute declares that the office of a director is
that of an employee.

Mr. WincH: Is a promoter an employee?

Mr. McENTYRE: A promoter may be a director, or he may not be a director.
On the other hand a director may be a promotor. So in all these cases, all the
surrounding circumstances have to be examined.

If the individual was found to be a promoter, and had turned over his stock
at a profit, that would be prima facie evidence to support the proposition that
the transaction was in the nature of a trade and should be taxed.

Mr. WincH: I do not want to mention names, but let us take a couple of
individuals in Ontario who were not directors. How can we get to them if
I do not mention names?

Mr. CATHERS: You will.

The CHAIRMAN: I think you can gite examples without dealing with areas,
can you not?

Mr. WincH: I want to be absolutely fair, but I want to get answers to my
questions.

The CramrMaN: I think we are doing very well. Please proceed.

Mr. McENTYRE: As to your second point, Mr. Winch, I think you are
interested in the number of investigations we have made. I am not sure that

we have that information available, ‘'We shall certainly see if we can get it,

and if we can we shall bring it to the next meeting.
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Mr. WincH: For five years or three years in these differentiations that
you put your finger on in your statement between adventure and ordinary
investment; it must be taking place in Canada; and in the last few years could
you tell us the number of investigations you made.

Mr. McENTYRE: I doubt if we can, because we have de-centralized our
work among our 29 district offices. The chief assessor in each of these offices
would allocate a certain number of files to the men in his charge. They would
look at these various transactions as they came up, but I doubt very much
if they would keep a record of the number of files that were referred to
them that would have to do with promotions of oil and gas pipelines. Let us
have a look at them.

Of course there are quite a number of individuals who are interested
in these promotions as investments, but I doubt very much if our assessors
would have kept a record of the number of cases they looked at and decided
that the man was an investor. We might be able to get the number of cases
where we had issued an assessment in cases of that kind, but I doubt if we
have figures concerning the number of cases passed over.

The CHAIRMAN: Mr. McEntyre says he will do what he can for us.

Mr. BRooME: Mr. Chairman, I have one or two questions. My first question
is in regard to capital gain and whether a profit is capital gain or not.

Does the element of risk enter into the findings, and is there anything in
regard to the scale of profit? In other words, is a ten thousand per cent gain
in profit looked upon in a different manner from a 100 per cent profit, con-
sidering both to be within a reasonably short space of time?

As I said before, does the element of risk enter into making it properly
capital gain? That is my first question.

My second question is this: I understood that employees do pay tax on
the gain they make between the price at which stock is optioned to them and
the market price at the time they pick it up. Does that apply to foreign com-
panies which may have a similar type of stock option?

The CHAIRMAN: Would you like to reply to those two questions, Mr.
McEntyre?

Mr. McENTYRE: Yes. I am trying to remember any case where the element
of risk has been taken into consideration as a distinction between capital gain
and a taxable transaction. I do not think risk is one of the elements that is
involved. -

As to the second question on the dollar value, I do not think it would be
right to say simply that because one man made a 100 per cent gain on a
transaction, while somebody else only made a 10 per cent gain, you should
differentiate between the two. I think you would have to get down to the
actual nature of the transaction that went on in order to determine whether
it was an investment or whether it was a taxable transaction; because it may
be that a man makes a perfectly straightforward investment on the stock
market, and the market happens to go up, so that he may sell it in a year or so
and make a 100 per cent gain. I do not think that would be a fair test, certainly
not by itself.

Mr. BRooME: The figures were 100 per cent as opposed to 10,000 per cent.
The CHAIRMAN: Does that complete it?

Mr. BRooME: My second question is in regard to a foreign company having

a stock option, and whether they paid taxes in Canada; and if they did so, did

they do it on the same basis as the employees did—that is, on the difference

_between the price at which they secured the option, and the market price at the
time they picked up the stock?



A T T it e SIS A
3 ) L e S

T My MDA i 3

T e

B, 5 NP

T

ESTIMATES ‘ 81

Mr. McENTYRE: The section in question in the Income Tax Act deals only
with employees. It does not deal with companies at all.

With respect to an employee, if he is a non-resident of Canada and does not
carry on any business or render any services here, then he would not be subject
to our Income Tax Act in Canada, and that section would not apply.

If it was a Canadian who had a stock option in a foreign company, then this
section would apply because he would be subject to Canadian taxes on the
amount.

Mr. BrRooME: If an American company receives a 25 per cent share in a
Canadian company on the basis of a very low offering, let us say, five cents
a share, and if the price, when they pick it up on the market is $5, does that
American company pay taxes to the Canadian government?

Mr. McENTYRE: No. The foreign company, unless it carried on business
in Canada or otherwise came within our jurisdiction, would not pay any Cana-
dian tax. Presumably it would pay tax to the jurisdiction in which it was
resident.

Mr. BRoOME: An American company would pay a tax on that profit to
the American government?

Mr. McENTYRE: That is right.

Mr. BRooME: In the United States they have no capital gains exemption;
so they would pay on the amount which they had made out of the Canadian
company, and that gain would be taxable in the United States?

Mr. McENTYRE: That is right.

Mr. McILrarTH: You said that the amount was made out of that com-
pany; but it was not made out of the company; it was made out of the deal
or transaction in the stock of that company.

Mr. McENTYRE: That is right.

Mr. McILrartH: Yes, that is very important.

Mr. Hicks: My question has to do with some of these rapid developments
around cities. I refer particularly to a rapid development in one of the Fraser
valley areas in British Columbia. I know of an incident where a man, in good
faith, bought a farm at what he thought was a reasonable price. But in six
months or more a housing outfit came in and offered to pay him three or four
times what he had paid for his farm.

In this case I am sure he bought that farm as a farm and not as an in-
vestment. Where does he stand in the capital gain situation? Is it better for
him to hold that land for a while and have this gain spread over a few years?
That is something he is actually doing now, since he is afraid that if he sold
the farm he would have to pay a terrific income tax on that investment.

Mr. BELL (Carleton): I think he should seek the advice of a good solicitor.
Mr. Hicks: It was done through no fault of his.

Mr. WincH: I had the same idea in mind. I do not know how to dif-
ferentiate between income and capital gain. We have seen in the past few
years—not only in British Columbia but very frequently in Ontario—the pur-
chase of a farm, let us say, for around $1 million or $14 million just for the
purpose of sub-division. First of all, there is my friend’s question on the
matter of holding it; and secondly, what is the basis of taxation in the case
of the individual who does not buy it for the purpose of a subdivision but
who sells it at a profit? What is the policy on taxation there?

Mr. McENTYRE: The government would have indications ‘on the matter,
derived from decided court decisions. The courts seem to take into consideration
a number of factors. They look at all the circumstances of the case, such as
the intention of the taxpayer, the number or the frequency of the transactions,
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the relationship of the transaction to the taxpayer’s regular business, and the
whole general course of conduct of the taxpayer.

They have some additional tests which I cannot recall offhand; but they
look at all the surrounding circumstances and they apply those eight or nine
tests which they have to the particular case.

The CHAIRMAN: Do you want to ask any further questions, Mr. Hicks?

Mr. Hicks: No.

Mr. WincH: That does not give us any answer whatsoever. I am sorry.
What is the basis? What are the tests?

Mr. BELL (Carleton): There is a whole body of jurisprudence on this

"~ matter.

Mr, McENTYRE: I think one of the leading cases is a decision of the Supreme
Court of Canada known as the Taylor case, where the president of the
Exchequer Court listed all the possible tests he could think of to apply at that
time. Unfortunately I have not the citation of that case with me.

Mr. LAMBERT: Arising out of Mr. McEntyre’s reply to my previous question,
and for Mr. Winch’s edification, legal periodicals indicate that in this particular
field there has been a definite narrowing of the scope of capital gain, very
definitely. That is an opinion expressed in the legal periodicals, that there is a
very considerable narrowing, particularly in land transactions. And again I
would suggest here, with all due deference, that some of these questions
require answers in the nature of legal opinions, and that that is not the purpose
of this committee.

Mr. WincH: No. We want to get the taxation policy.
The CHAIRMAN: Please address your questions to the chair.

Mr. NEsBITT: I have three questions to put to Mr. McEntyre concerning
succession duty. The first one is this: is any progress being made—I asked this
question several years ago in this committee—with respect to standardization
as between the federal department and provincial departments with respect to
succession duty and as between the valuation of land and other items?

Many people know that the provincial succession duty officers may value a
piece of property, let us say at $25,000 for taxation purposes, while the federal
department may assess it at, let us say, $20,000 or $30,000.

It is very hard for a lot of people to understand why one government
should value it in one way, and another government value it in another at the
same time, when it is the same piece of property. ;

It was indicated some time ago informally that there was some progress
being made in trying to standardize these things, and I wonder how much
advance has actually been made.

Mr. McENTYRE: There is a certain exchange of information between
the taxation division and the two provinces.

Mr. NESBITT: You mean the two provinces which have succession duties?

Mr. McENTYRE: We do cooperate to a certain extent. But there are areas
where there seems to be a difference of opinion between the provincial valuators
and ourselves. I am afraid, to answer your question, I must say that we have not
been able to resolve those differences completely.

Mr. NEsBITT: My second question is this: in the cases I refer to particularly,
farm cases, where a man ahd his wife buy a piece of property and through
ignorance, or because they went to a poor solicitor, the property is put in the
name of the lkusband and not as a joint tenancy. I refer particularly to tobacco
and fruit growing farms where the wife very often works just as hard in
building up the value of the farm as does the husband, and where a great deal
of manual labour is involved. That farm increases greatly in value during the
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lifetime of both parties; and when the time comes that the husband dies, the
farm is in his name and it goes into his estate.

The value may have increased several times over the original purchase
price. Is any consideration given to the actual labour done by the wife? Is

=~ that a question of evidence, or is there a rigid regulation?

Mr. McENTYRE: I think on a question of assessing succession duties, we have
to be governed by the facts, as they are; and where the land is registered in
the husband’s name, we have to consider it as being prima facie evidence that
the land belongs to him; and if he is deceased, that land would fall into his
estate for estate tax purposes.

Mr. NEsSBITT: If there were disputed evidence that the wife had, in fact,
greatly contributed through her labours to an increase in the value of the
land, would that be considered by the department?

Mr. McENTYRE: I very much doubt that it would because, when we are
dealing with land, we have the registry office where the ownership is
established; so it would be very difficult to fly in the face of that evidence
and allocate any part of the ownership to the wife.

Mr. NEsBITT: Very often people acquired property many years before the
advantages of joint tenancy and the like were known. But I see that that is a
matter of policy and not necessarily of administration.

My last question relates to the assessment of shares in a public company
which is listed on the exchange, so that we know the value of the shares in
such a company, and we know that they are assessed at the market value as
at the date of the death.

I think many of us realize that in companies where the shares are slow
to move on the market, or in companies where the shares may be rather
closely held, although it may be a public company—that if a substantial
number of shares were to be put on the market at any specific time, it would
greatly lower the market value.

In the past, according to my understanding, the department has permitted
a certain leeway in valuing the shares, depending again on the particular cir-
cumstances of the company whose shares are being held, and the estate itself.

I understand that recently this policy, due to recent regulations, has been
made very rigid. I wonder if Mr. McEntyre could comment on that.

Mr. McENTYRE: Perhaps I should ask Mr. Linton to answer your question.

Mr. W. I. LInToN (Administrator of Estate Tax, Department of National
Revenue): Mr. Chairman: It is not a change in policy that has occurred. It is a
change in the act. Heretofore, an allowance was made only very rarely, and
in extreme or extraordinary circumstances. But from now on, under the act,
it is not allowable at all.

 Mr. NesBrrT: Is that a regulation or it it a change in the act?

Mr. LinTon: It is a change in the act.

The CHAIRMAN: Mr. Payne, is yourl question along the same general line?

Mr, PAYNE: Yes. ;

The CHAIRMAN: Please proceed.

Mr. PAYNE: I am dealing with a case of a farmer who had a capital gain,
but where a company of land developers took over his land. . By virtue of the
transaction and by virtue of the transfer of shares, under what procedure are
those shares valued against the land held which has been taken over by the
company? What procedures, if any, do you follow to appraise the land and
the value of the shares taken over? This is an ever-increasing problem in
our part of the world. I can assure you nobody knows what procedures are
followed by your department and I think it should be cleared up.

Y
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Mr. McENTYRE: The valuation of land, of course, is something that the

- department is dealing with all the time, particularly in respect of estate and

gift tax.

We have a number of our officers involved taking courses, which are
offered by real estate boards and others in various centres, to acquire the
skills for valuing land. I understand that the comparison of other sales in the
same locality is one of the main tests applied.

Then, of course, if you get into a building which is on the land you have
to take into consideration the nature of the construction, the age of the build-
ing, and so on. That is a whole skill in itself and, in order to be able to do
that work properly, we have been helping many of our officers to take these
courses and to learn how to do this particular type of work.

Mr. PAyNE: This has not-in any way answered the query which has
been made. Is it not so that appraisals are conducted, certainly in certain
areas in Canada, by unqualified appraisers at this time? I mean it is com-
pletely impossible for those in the field of land development in our part of
the world to find out in any way on what basis land assessments are arrived
at by your department, whether or not by qualified personnel.

Mr. McENTYRE: Of course, the valuation of land is not a pure science.
It is a question of estimating, when there is a difference of opinion between
the taxpayer and the department. Very often each side will get its own
independent land valuators who make a valuation, and these experts will
produce a brief in which they indicate the various circumstances which they
took into account, and how they arrived at their valuation.

Then it is a question of judging these estimates which have been made
and arriving at some reasonable figure, which is either satisfactory to the
two parties or which the department is satisfied it could establish if it had to
go to a court and establish its assessment.

Mr. PAYNE: By virtue of this initial appraisal, you are putting people in
this country to a tremendous expense in having to resort to the employment
of professional appraisers to test that which is done by your department on a
highly untrained and unqualified basis.

Mr. BELL (Carleton): That is a pretty sweeping statement.

Mr. LAMBERT: Is it the policy of the department to use only members
who have qualified under the Appraisal Institute of Canada? Is considera-
tion being given to that, in order to establish some norm throughout the
country, since these men are trained on certain principles, and not just by the
seat of their trousers, as so many valuators are?

Mr. McENTYRE: I must admit I do not think we have a corps of officers
who have all been qualified by the association; but on the other hand, we
have a great number of officers who have been doing this for a long time and
who have had to substantiate their findings in the face of arguments they
receive from well-qualified persons, acting on behalf of the taxpayers, partic-
ularly in the succession duty field.

It must be remembered that our officers are not very much in favour of
building castles for somebody else to knock down. They try to do their job
in a thorough and reasonable fashion. We know the courts are always there
and that the taxpayers has his right to go to court; so we have to make
findings which are reasonably capable of being substantiated.

Mr. LamBERT: Would it not be of great assistance to both the department
and the taxpayer if the taxpayer felt that the persons who were making the
valuation were persons who were qualified under the Appraisal Institute and
that you would have this uniformity? It is only the lack of uniformity which
encourages the taxpayer to question the valuation.
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Mr. McILRAITH: I want to clarify the practice in respect of valuations of
houses for succession duty purposes. My question is quite narrow.

In those classes of homes where you can establish the market value
through the actual sales of like houses in the immediate neighbourhood—and
the figure is fairly definitely arrived at in that way—is it the usual practice
to deduct from that figure an amount equivalent to the real estate agent’s
commission?

Mr. McENTYRE: No; it is not the practice to deduct the real estate com-
mission.

Mr. McILrartH: I want to pursue that for a moment. Assuming there
are five houses in a row, all identical, and four of them have been sold at
the relative point of time at $20,000 each—all sold through real estate agents
after advertising and so on—you would put a value of $20,000 on the house
with which you were concerned, notwithstanding that the owner could not
get that figure.

Mr. McENTYRE: We look at it not only from the point of view of the seller.
Perhaps the hon. member’s reasoning is correct, but the person who purchased
the house must have said it was worth $20,000. Not every person who inherits
a house is going to sell it. He may decide he wants to continue to live there;
and certainly from the standpoint of the person who receives the house through
inheritance, if neighbouring houses have been found to be worth $20,000 to
certain purchasers, then surely it is worth $20,000 to the person who inherited it.

Mr. McILrarTH: It is not the vendor’s interests we are valuing; it is the
value to the deceased at the date of death.

Mr. McENTYRE: Then it is a question of whether or not the deceased
knew he was about to die and wanted to sell his house at that point, or
whether he felt he hoped to have a long life and would continue to live in the
house, and felt that it would be worth $20,000 to him.

Mr. McILrAITH: Whether or not he knew he was going to die would not
have any bearing on it. It would be the actual value of the article at that time.
What I am suggesting is this; that through the administrative practice there
is a charge in many instances—a valuation in many instances—which is above
the actual value, because with the real estate agent’s commission, the per-
centage rates having gone up as sharply as they have in the last few years, it
is a sizable item. Do you know whether or not it is the administrative practice

in such narrow cases as I have given to allow a deduction of an amount equal
to the real estate agent’s commission?

Mr. McENTYRE: I am afraid that perhaps I have got into the area of tax
policy and legislation which is, of course, out of my field as a pure admin-
istrator,

The law says we will take value at the fair market value, and the fair
market value is the value at which a willing seller will sell to a willing pur-
chaser. Once the price has been established at $20,000 on that basis, we are
governed by that fair market value and you have to value at that price.

Mr. McILRAITH: My problem is a little narrower. What is that price? The
willing seller would sell at so many dollars net. There is an administrative
difference. I am not trying to bring you into the area where we are discussing

the legal part, but rather the practical application of the principles you have
enunciated.

Mr. HeELLYER: On this same subject. does the department, in valuing
houses, take into consideration the fact that two identical houses, side by side,
might have a market difference of ten, twenty, or thirty per cent, depending
on the amount of cash required in the transaction, and that as a result of weigh-

ing that as a cash transaction, do you take into consideration what the house
20817-3—2
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you are valuing would bring, having in mind the amount of indebtedness
against it and the amount of cash required.

Mr. McENTYRE: As I said, we are governed by the fair market value, and
I suppose on that point the custom of the locality would govern. So that I
would expect if a mortgage was given back at a reasonable rate of interest,
whether it was a cash price or whether it was a sale with a mortgage, the
market value would be established because the mortgage would be at the
going rate.

Mr. HELLYER: Mr. Chairman, is it not a custom that the facts should be
the determining factor. If there was no encumbrance against the house and
it had been sold for cash, its value would not equate with an equal house
on a similar street which had a mortgage against it. If a person had to take
back a mortgage the face value of that mortgage might be considerably
higher than the market value. Does the department take these circumstances
into consideration when establishing what is the fair market value of that
particular house?

Mr. McENTYRE: In using the price at which a neighbouring house was
sold, if there was something out of the ordinary in respect of the mortgage,
if it was for a very large amount, or if the terms were not usual, then that
of course would have to be taken into consideration in deciding whether or
not that sale price of the neighbouring house was a proper test for applying
to the house which is being valued.

Mr. CHAMBERS: This question has to do principally with what has been
going on and also goes back to Mr. Nesbitt’s question.

The CHAIRMAN: Would you deal with the point we are on now?

Mr. CHAMBERS: My question is not specifically on this point so I will wait.

Mr. CaTHERS: I would like to ask the deputy minister whether the capital
gains tax in the United States has been a costly tax to collect?

The CHAIRMAN: I am going to suggest before the deputy minister replies
that we finish this subject.

Mr. PaAynE: With relation to appraisal again of real property, in view
of the fact—and provided my assumption is right—that your department,
through succession duties and capital gains, is faced with the largest appraisal
problem you have in your department, I would like to inquire as to how
many qualified appraisers you have and what their qualifications are? Are
there many who received their qualifications through the professional institute
of appraisers?

Mr. McENTYRE: We have been doing these valuations for a long time,
and we have felt that perhaps the officers charged with that responsibility
«could be better. trained. For that reason, we have made an' effort in the
last couple of years to try to get some of them accredited to this organization.
We have a number presently taking the course who are fairly well along in it.

We expect in a year or two we will have a fair number of officers who
have taken the course; but I do not think we have any presently on strength
who are accredited.

Mr. PAYNE: Then in the event of your requiring the services of a pro-
fessional appraiser, where would you go; would you go to the Veterans Land
Act, or to a private firm, or would you just take the appraisal as submitted
by an unqualified person?

Mr. McENTYRE: Our assessors have some experience in this. They may
not have taken an actual course, but they are skilled otherwise as they have
learned through experience. We feel we are not losing a great deal of revenue
because our appraisers are not fully skilled.

-
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An hon. MEMBER: Of course not. i

Mr. PAYNE: Are they appraisers for revenue purposes or for actual value
purposes? That, I think, is a very cogent point at this time.

Mr. CEaMBERS: The question I wish to ask is: what consideration is given
to liquidity in assessing an estate? Perhaps I might explain my question.

If a personal estate consists of marketable securities there is not much
difficulty in assessing the value and, for that matter, the heirs do not have
too much difficulty in disposing of parts of the estate in order to pay the tax.
But it seems in the case of medium-sized businesses particularly that con-
siderable hardship is sometimes caused by the fact that, because of the
amount of the tax, the business has to be disposed of sometimes at a difficult
time and there is a tendency towards helping big business at the expense of
small business when an estate may consist practically wholly of a business
which has to be disposed of in order to realize the money necessary.

I am wondering if the department gives any consideration to allowing
the tax to be paid off over a period of years, and what consideration you
give to helping the small man who is not in a liquid position.

Mr. McENTYRE: This would also apply to persons on a farm or something
of that nature, and that becomes a collection problem. We have to assess
the tax, and the estate is liable to paying the tax within six months after
death, at which time interest at 5 per cent begins to run.

We have collection problems both in respect of income tax and estate
tax. Obviously, it is not the purpose of the taxation division to put people
out of business. On the other hand, we have to collect the tax and so we
have to weigh these two purposes and do the best we can.

Mr. McILraiTH: You mentioned that you have to collect the tax within
six months. In the larger estates now, under the new legislation, the forms
are not available. As a consequence, the executors or administrators cannot
get the releases to sell the securities and are losing time against the deadline of
six months from the death, and already two months have gone by out of that
six months in some cases. How do you propose handling that administrative
problem? It is quite a serious one in practice.

Mr. LinToN: Mr. Chairman, we are trying to deal with that problem by
accepting informal statements of assets and liabilities and using them as
a basis for issuing the necessary releases until the forms are ready.

Mr. McILrRAITH: So it is possible to get the actual release of stocks on
an informal basis. L

Mr. LinToN: Yes.

Mr. CaTHERS: My question is in respect of the cost of collecting the capital

gains tax in the United States. Has that been a very costly and difficult tax
to collect?

_ Mr. McENTYRE: I am afraid I am not an authority on income tax in
the United States.

Mr. WincH: I have a good book on that in my office.

Mr. BrooME: I do not expect an answer to this question immediately, and
I would be quite willing to have it at the next meeting. Generally speaking,
has the department, in making their assessments, considered as taxable income
profits made by promoters in gas pipelines or have they considered them
as a non-taxable capital gain?

Mr. WincH: That is the same question I asked.

Mr. BrooMme: I think it is a proper question. It is in regard to how
the department, in carrying out the income tax regulations, are looking at
this. general field.
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The CHAIRMAN: We dealt with that for three-quarters of an hour. Is
there any further answer you would like?

Mr. BRooME: If we have dealt with it, it is yes or no.

The CHAIRMAN: The question is how—

Mr. BrRooME: No. It is, generally speaking, has the department con-
sidered these profits made by promoters, whether senior officials or what
not, as taxable income in making their assessments on the persons concerned?
I am asking for a general answer over a certain field.

Mr. McENTYRE: We certainly have considered them and the determination
as to whether or not they were taxable was based on the same principles
we outlined a little while ago.

Mr. BrooME: What was that determination?

Mr. McENTYRE: I do not think you could say they were all taxable or
were all non-taxable. I think each case had to be decided on its own merits.

Mr. BrRooME: I said generally speaking. I am not trying to pinpoint any
particular company or individual; but generally speaking, have they been
considered taxable or non-taxable.

Mr. BELL (Carleton): Surely an answer to that question would be wholly
deceptive. Each case is considered on its own merits.

The CHAIRMAN: I do not think you could generalize. Each is determined
on the basis of its own merits.

Mr. BrRooME: I said I do not wish an answer right now. Would it be possible
to leave that over to the next meeting to see whether the deputy minister
wishes to make any statement. I wish to say I have not got an answer to it
and I have been listening intently. I do not know. I have received a bunch
of generalities. This is a general question. I do not care whether it is one-
third or two-thirds or what, but generally speaking has tax been paid on
promotional profits in that field?

The CHAIRMAN: Perhaps it might be of some help if the deputy minister
at our next meeting could bring up several hypothetical cases in which he
could give us illustrations of the basis on which the assessment was made to
show the variety of situations which are dealt with.

Mr. WiNcH: He might do more in answering my question. He might say
on how many of their investigations they have assessed taxation.

Mr. BRoOME: That is the same thing.

The CHAIRMAN: Would you review this and see if you can produce some-
thing?

Mr. MCENTYRE: Yes.

The CHAIRMAN: The deputy minister has said that at our next meeting he
will give us some hypothetical situations.

Mr. WincH: On another phase, dealing with the statement made by the
minister this morning, I would like to ask Mr. McEntyre a question. May I
first say I think nearly everybody is agreeable with the policy of collecting
income tax at the time one receives his cheque, whether every two weeks or
every month. I know it is a life-saver to me not having to dig at the end of
the year for money which I have spent.

I was interested in the figures given by the minister where he states that
for the calendar year 1958 the division received 5,662,000 returns from indi-
viduals, and then he says in the same period it was found necessary to issue
more than 4 million refunds. Of course, I love refunds, especially if I am
getting them. But a question came to my mind when I heard those figures.
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In view of the fact that out of 5,662,000 returns, 4,200,000 refunds have
to be made, are there any practical measures which your department is con-
sidering which would reduce the necessity of having to make a return of 4
million out of a receipt of 5 million?

Mr. McENTYRE: During the year 1957, there was an amendment made to
the Income Tax Act which provided a $100 standard deduction to cover chari-
table donations, medical receipts and union fees. That, in effect, provided an
additional exemption of $100 for every person, to the extent that they did not
ordinarily have these items to claim.

At that time we did not revise our tax deduction tables, so that during
1957 there was perhaps a little more weight put on the deduction at source
than would ordinarily be required.

Following the revision of the rates at the end of 1957, a new table was
issued at which time the standard $100 deduction was taken into consideration
in calculating the deductions to be made from.pay cheques, so we do not
anticipate there will be such a high proportion of returns claiming refunds this
year. We feel that our 1957 experience will not be repeated with respect to
the 1958 returns that we are receiving now.

Mr. LamBerT: On that point, what observations have you to make in
respect to the amendments made to the Income Tax Act last year for pre-
scription receipts, with which there was no previous experience? I am sure
the department has the greatest difficulty in determining their deduction
tables.

Mr. McExTyYRE: The deduction tables are worked out on the basis that
the man earns his pay at the same rate throughout the year, and the tables
are made in little jumps of a few dollars between the rates of deduction. It
is only at the top bracket that there is 100 per cent deduction, taking into
account the $100 standard deduction and the existing rates.

Whether the allowance for medical expenses, and drugs purchased on
prescription will increase the claims for medical items very considerably,
we do not know because we are just presently getting in these returns; but
we do not anticipate it will make a very great difference on the basis of the
volume of the number of refunds that we will have to make.

Mr. WincH: The serious unemployment situation should have a strong
bearing on it, on account of your deducting, when they are working, on the
basis that they are going to earn all the year, when as a matter of fact
there are hundreds of thousands who do not.

Mr. McENTYRE: Precisely.

Mr. McGraTH: I have a question. I wonder if it is in order under this
item. It has to do with the income tax appeal board.

The CHAIRMAN: Would you mind holding that question.

Mr. WincH: My question is also based on the statement made by the
minister. -

The CHAIRMAN: Please proceed.
Mr. WincH: I found the minister’s statement most interesting.

The CHAIRMAN: Are there any further questions on the matter we have
before us, “refunds”? If not, please go on.

' Mr. WincH: I would like to ask if the committee could be given informa-
thn based on the minister’s statement, that in a great majority of cases
this department only deals with collection of revenue, which is based on

legislation which was introduced and passed under the authority of the Minister
of Finance?

-
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He did indicate that there were phases in which the department itself
was interested in the taxation basis. Could he tell us just what those con-
ditions are?

Is there any phase where you would go beyond that on the revenue basis?
What I want to know specifically is this: have you any authority in any way
whatsoever to make recommendations on taxation bases, or for legislation
on taxation bases?

Mr. McENnTYRE: The tax policy is initiated in the Department of Finance,
but very often there will be some suggestion or proposed amendment which
would have to be discussed. Our colleagues in the Department of Finance
are kind enough to come and ask us if we think, that if such and such an
amendment were made, it would make it more difficult for us to administer
the act.

Then, in the course of our administration, every year we might find some
point which has proven particularly difficult for the taxpayer, the individual,
to comply with, or which is causing additional expense in the administration,
and we would make suggestions to the Department of Finance, that perhaps
some simple change would make things easier on both sides.

So there is a certain amount of exchange in these matters between the
departments, the taxation division being primarily interested on the admin-
istrative side, and finance being interested with respect to policy on the
revenue side. We do consult and work together to that extent.

Mr, WincH: On the basis of your statement, there is an exchange of ideas.
I ask this question now. If it is one I should ask the minister, please tell me.
Has there been any exchange of ideas? Have you received any proposal, or
have you made any proposal for the establishment of a capital gains tax?

Mr. CaTHERS: I think that is an unfair question.

The CHAIRMAN: I am going to use a chairman’s prerogative and reserve
that question to be answered by the minister.

I think we have had a very good morning.

Mr. McMiLLAN: I wonder if in the report we could have some further
breakdown of this increased revenue, along with a more specific answer to
some of the questions that were asked here this morning. Could you do that?

Mr. McENTYRE: Yes sir.

Mr. NEesBITT: In view of the fact that investigations are being made of
persons or companies where there is a suspicion of their not having paid all
the income tax that they should, and in view of the fact that such investigations
must be very protracted and carried on for a long time, is consideration being
given—this is a straight administration question—to photostating the books
and records of the companies concerned?

I know of one case; I brought it up many times before both here, and in
the house, where a company had its books held for several years, including
its accounts payable and receivable ledger, so that it had great difficulty in
carrying on its business. '

I know full well that such records have to be examined extremely care-
fully; but could not a situation such as that be avoided by using the procedure
of photostating the books of the company and making your investigation from
there? Would there be any practical objection?

Mr. McEnTYRE: We have photostating equipment in all our district offices
and we do use it for this purpose to quite an extent.

Actually, when we pick up records, we are interested in the records over
the past years, because we are checking returns of transactions that are already
completed. We try to help the taxpayer with his current yearly position and
interfere as little as possible with his current situation.
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But sometimes there are certain records which deal with past as well as
with current years, and where possible we return them to the taxpayer, keeping
photostats of them ourselves, or providing him with photostats with which to
work.

The CHAIRMAN: I am sure there are many more questions you will want
to ask, but I suggest we adjourn at this time. The questions before us will be
the first item of business at our next meeting.

May I have an expression of opinion? Do you prefer to meet the first half
of the morning, or the second half? Do you prefer to meet from 9 to 11, or from
11 to 1?7 I take it you prefer the latter choice.



haea S e - S ]

= e ‘b_'_—"W;J & a1 A VA ' - 4 7
8
APPENDIX “C"”
TAXATION DIVISION, DEPARTMENT OF NATIONAL REVENUE
TasLe SHowiNG ReEvENUES, Starr Emproyep, Cosr or CorrLecrioN AND Rerurns Fiueo, 1939 To 1958
Total Total Total
\ Revenue Total Cost of Cost to Returns
Fiscal Year Ending Collections Continuing Collection Collect Taxation T1 Returns T2 Returns Filed per
March 31 (1) . ($000) (2) Employees (3000) £100 Year (1) Filed (3) Filed Employee
142,026 1,291 " 2,426 $1.70 1938 466,403 30,911 385
134,449 1,315 2,488 1.85 1939 495,121 30,870 400 t
272,138 1,755 2,891 1.06 1940 1,062,996 31,123 623 e B
652,368 2,408 3,840 0.59 1941 1,377,942 30,048 585 ;
1,378,043 " 3,732 5,443 0.39 1942 2,312,187 28,751 627
1,635,495 10885 7,960 0.49 1943 2,042,929 30,039 580 E
1,555,814 6,421 9,926 0.64 1944 3,082,393 32,004 485 E
1,453,373 7,109 11,796 0.81 1945 3,246,229 34,857 461
1,435,732 7,430 13,735 0.96 1946 3,351,864 36,231 456 Q
,317,707 10,478 19,628 1.49 1947 3,528,776 42,715 341 ]
,368,341 11,704 28,062 2.05 1948 3,662,030 46, 660 317 =2
,300,782 10,629 28,104 2.16 1949 3,857,553 52,023 368 S
,556,876 7,011 25,174 1.62 1950 3,078,519 57,861 575 3
1,204,046 6,265 21,874 0.99 1951 4,259,743 62,165 690 &
,593,961 5,018 21,810 0.84 1952 4,545,849 64,490 779 ]
,618,041 6,134 22,931 0.88 . 1953 4,827,239 69,926 798
,456,965 6,301 25,676 1.05 1954 4,940,639 75,428 796
,501,938 6,268 26,005 1.04 1955 5,135,045 83,623 833
,017,244 6,195 28,431 0.94 1956 5,437,243 90,163 892
,066, 202 6,172 31,199 1.02 1957 5,661,593 96,122 023
(1) For of this analysis and particularly for caleulating'the number of returns filed per employee, it has been assumed that the number of employees at .
the end of a year will deal with the returns for the immediately prior taxation (calendar) year (e.g. employees as at March 31st, 1958 deal with the 1957 taxation

year returns, the bulk of which are received in March and April of 1958).
(2) Fiscal years 1941-52 include Excess Profits Tax collections.
(3) Exclusive of Excess Profit Tax Returns,
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MINUTES OF PROCEEDINGS

Tuespay, March 17, 1959.
(6)

The Standing Committee on Estimates met at 11.00 a.m. this day. The
Chairman, Mr. Arthur R. Smith, presided.

Members present: Messrs. Best, Broome, Bruchesi, Carter, Cathers, Cham-
bers, Clancy, Fisher, Grafftey, Hardie, Hicks, Korchinski, Lambert, Macquarrie,
McDonald (Hamilton South), McGregor, McMillan, McQuillan, More, Nesbitt,
Payne, Pugh, Ricard, Small, Smallwood, Smith (Calgary South), Stewart,
Tassé, Thompson and Winch.—(30)

In attendance: From the Department of National Revenue: Honourable
George C. Nowlan, Minister; Mr. J. Gear McEntyre, Deputy Minister—Taxation;
Mr. D. H. Sheppard, Assistant Deputy Minister; Mr. W. 1. Linton, Administrator
of Succession Duty; Mr. D. R. Pook, Chief Technical Officer; Mr. D. J. Costello,
Supervisor of Operations; Mr. A. V. Neil, Assistant Chief Technical Officer;
and Mr. L. E. Hardy, Personnel Officer.

The Chairman of the Committee announced that the following members
had been selected to act with him on the Subcommittee on Agenda and Pro-
cedure; Messrs. Bourget, Benidickson, Peters, Broome, Chambers, Tassé and
Hales.

The Committee resumed its consideration of the Main Estimates, 1959-60,
of the Department of National Revenue.

Mr. McEntyre read into the record certain information requested at the
previous meeting. In addition he tabled a summary of Assessing results, T1’s,
T2’s gift tax and T3’s for the last three years. (See Appendix “D” to this day’s
Evidence)

The Minister and Deputy Minister answered questions respecting the
operations of the Taxation Division.

At 12.50 p.m. the Committee adjourned until 11.00 a.m. Thursday, March
19, 1959.

E. W. Innes,
Clerk of the Committee.
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TuespAay, March 17, 1959.
11.00 a.m.

The CHAIRMAN: Good morning, gentlemen. I see we have a quorum
and may proceed.

As you will recall, last Thursday we were discussing the statement of
the minister on item 258. He will be with us later this morning, but is presently
attending a cabinet meeting. In the meantime, we have the deputy minister
with us again, Mr. McEntyre.

Perhaps I might be permitted to revert to the initial meeting at which
time I was permitted to appoint a steering committee. I would like, with your
approval, to place on the record the names of the members of the steering
committee: Messrs. Bourget, Benidickson, Peters,* Broome, Chambers, Tassé
and Hales. These gentlemen will serve as your steering committee, based on
the recommendation of the first meeting.

At our last meeting, we were discussing item 258 under the general heading
and I think we will proceed with a general discussion. There were a number
of unanswered questions, and you will recall we had a lengthy examination
of certain aspects of financing.

It was suggested Mr. McEntyre present to us a review of the method
by which the department assesses whether income is taxable or whether it
is capital gain. With your permission, we might have Mr. McEntyre read into
the record a report on this subject which he has .prepared.

Mr. J. GEAR MCENTYRE (Deputy Minister of Taxation, Department of
National Revenue): Mr. Chairman, we tried to put together a statement
which would indicate the method under which we proceed when there is a
question of isssuance of shares in the financing of companies with particular
reference to oil and gas pipelines.

The taxation division makes a practice of reviewing those cases where
there has been a public offering of shares of a corporation. A brief examination
of the price obtained by the corporation for its shares, the extent of the options
given and the market prices shortly thereafter gives us a reasonable indication
of which issues have probably resulted in substantial profits being made by
someone before the shares reached the general public.

After deciding to investigate a particular issue, we find it is frequently
necessary to trace the shares from the time they left the corporation right
through to the point where they appear to have reached the general public.
This can be a long and arduous task and has taken as long as two years to
complete. It is not made easier by the fact that, for good business reasons
that have nothing to do with taxes, the shares frequently pass through the
hands of nominees or are dealt with anonymously through numbered accounts
of brokers and investment dealers.

Only after the information has been assembled, can it be determined
whether the profits are taxable or not. Sometimes a decision on this point
in connection with some of the shares can be made without completely tracing
all the shares; also, there are cases where it soon becomes apparent that the
profits have been reported by the underwriter. On the whole we have found
this type of investigation produces substantial revenue.

The division has no statistics that show whether all stock issues of oil and
gas pipelines have been investigated or what the results have been of those
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that have been investigated. These particular cases are only part of a much
larger group. From the information that is available, I know that some of the
issues are under review and the work is at various stages. In three cases, it is
known that certain profits have been assessed as underwriting or promotional
gains and that notices of objection have been filed but they have not yet
been concluded.

Generally speaking, where a corporation has granted options on large
blocks of shares, we are most likely to find that they will be taken down and
marketed by a group of persons who will be required to include their profits
in taxable income. On the other hand, where shares have been purchased out-
right, it is necessary to find out, first, whether the purchaser has sold them,
and, if so, whether his whole course of conduct in relation thereto amounted
to carrying on a business or an “adventure in the nature of trade”. In the
case of some individuals, this last point is not easy to determine. It is not
sufficient to show that a person took advantage of an opportunity to purchase
shares of a new corporation at an attractive price and then sold the shares,
perhaps 6 months later, at a substantially higher price. The shares may well have
been purchased for an investment. However, it may be possible to show by other
facts that his dealings were a trading or business operation. For instance, he
may have been one of a group all of whose shares were marketed jointly in an
orderly fashion by a manager for the group, who would usually be an
experienced broker or investment dealer.

This interpretation is illustrated by the findings of the income tax appeal
board in the cases of No. 371 v. M.N.R. (16 Tax ABC 138) and No. 492 v. M.N.R.
(18 Tax ABC 412). In the former case the appellant, in concert with certain
others, provided funds to assist in the development of a mining property and
thereby became entitled to participate in an option agreement involving the
mining corporation’s shares, the sale of which the appellant had authorized her
agent to arrange either before or after they were actually taken up. She was
held to have been properly taxed on her profits. In case No. 492, the appellant,
acting with a friend, borrowed $65,000 in order to effect the purchase of a
certain 20,000 shares at $5 each. The next day the taxpayers were offered
$5.73§ per share for all the shares en bloe, which they accepted. The profit
was taxed and the appeal dismissed. It was held that the co-operation between
the taxpayers indicated a certain degree of organization which was augmented
by the large and unusual financial arrangements that were involved.

The following remarks by the member of the board in this case appear
particularly noteworthy:

The finding should not be taken as having reference to any ordinary
stock-market transaction, as no such broad subject has required deter-
mination. Instead, the decision reached in this matter should be regarded
as founded only on the special facts that have been considered therein.
The question of the taxability or otherwise of stock-market transactions
generally, is not before the board and thus does not call for consideration
in this proceeding. A case is only an authority for what it actually
decides—and in relation to.its particular facts.

If the taxpayer ordinarily deals in shares, there is a presumption that
profits on sales of shares will be included in his income subject to tax. This
has been made clear by the judgment of the Exchequer Court in the case of
Stuyvesant-North Limited (1958 C.T.C. 154) and by the Supreme Court of
Canada in the cases of Gairdner Securities Limited (1954 C.T.C. 24) and
Independence Founders Ltd. (1953 C.T.C. 310).

Where the taxpayer neither ordinarily deals in shares nor, in the trans-
action under review, has participated therein iointly with others, but has acted

»”

Ll . A o ol AW 4



. i it b 1,

s e s

|

ESTIMATES 99

alone, the interpretation of what he has done is more difficult, as attested by
the Exchequer Court judgment in re William John McDonough v. M.N.R.
(1949 C.T.C. 213).

In the McDonough case, the taxpayer formed an exploration and develop-
ment company and amalgamated therein various mining properties. He agreed
to buy a certain number of the corporation’s treasury shares and was given
options to purchase additional shares from time to time at various prices.
Shortly thereafter he made arrangements to sell the shares he had agreed to
purchase and he gave an option to purchase the remaining shares, all at prices
in excess of what he had agreed to pay therefor. It was held that the taxpayer’s
profits were of the same kind and carried on in the same way as those which
are charfcteristic of transaction normally carried on by a mining promoter or
underwriter.

The necessity for a close examination into the particular facts of each case
may be further illustrated by reference to the income tax appeal board’s judg-
ment in re No. 142 v. M.N.R. (10 Tax ABC 41): The appellant, a fuel and
timber dealer, acquired an option on a tract of land from a municipality for
$1,500 and contracted to build 50 houses within a year and instal certain
services. He then sold his options to a corporation controlled by his brother
for $36,000, and his profit was taxed, although the appellant asserted it was a
capital gain. The assessment was upheld by the appeal board and the Ex-
chequer Court. The details of the formation of the company led to the inference
that it was part of the appellant’s plan when he acquired the land. Moreover,
he had entered into a similar transaction in 1950 which proved it was not
an isolated transaction.

So, Mr. Chairman, in considering these cases as they come before us, we
have to examine the particular circumstances of each one. Then we have,
first of all, the provisions of the statute and a growing body of jurisprudence
which we use to guide us.

It is almost impossible to lay down a set of rules or regulations to cover all
the particular circumstances which might possibly develop in the great number
of transactions taking place. In all these cases it is a question of knowing
your act, knowing your jurisprudence, and then applying these rules in a
general way in the transaction you have before you.

I do not think it is possible to make this thing more certain, or actually to
establish a definite set of tests which can be applied to distinguish the profit -
from an adventure in the nature of a trade or a profit-making scheme and the
profit which results from simply changing your investments.

Mr. WincH: You are not permitted to give information on a particular
individual or a particular company, and there are good reasons for it, but can
you go this far; can you tell the committee whether any taxes have been
collected on the promotion and the development of oil and gas pipelines?
I think that is putting it as fairly as I can. Can you tell us whether or not you
have collected anything in the way of taxation on the gas line and the oil
pipeline promotions and developments?

Mr. McENTYRE: Actually, I do not know from personal examination of
any file; but I feel almost certain—to begin with there has been a considerable
number of pipelines promoted in the last few years, a number of which have
been underwritten by the regular investment dealers. I would feel quite certain
that all these investment dealers would report the profit they made, the under-
writing profit, as income to them. So I have no Hesitancy in saying, in answer
to Mr. Winch’s question, that there has been tax paid on underwriting profits
of pipeline companies.

Mr. WincH: I wish I could delve a little deeper.
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The CHAIRMAN: You are certainly open to make any inquiry you would
like to make.

Mr. CHAMBERS: This question is a little deeper and may not be able to be
answered. Has any tax, as income, been collected as a result of options on
shares given in pipeline transactions, apart from the normal brokerage profits?

Mr. McEnNTYRE: Without looking at the various files, I would not be able
to say.

Mr. WincH: Are there a number of investigations still under way by your
department?

Mr. McCENTYRE: Yes, there are, as I said in my statement. There have
been assessments issued which are under appeal and are not as yet completed.

Mr. WincH: With particular reference to options, do you find, when your
department assesses, that in the majority of cases an appeal is made to the
Exchequer Court?

Mr. McENTYRE: Certainly not in the majority of cases. I do not know what
the proportion would be.

Mr. WincH: I am endeavouring to get as close as I can without being
told that the question cannot be answered. May I put it this way. Is it the
feeling of your department that, in respect of cases such as we have in mind
today and had in mind at our last meeting, the promoters, directors and
officials under the circumstances outlined at the last meeting had the idea that
they are making capital gains and therefore cannot be assessed?

Mr. CATHERS: You are asking him what somebody else is thinking.

Mr. WincH: But he knows from the reports which come in to him and
from his investigations whether or not that is the view.

The CHAIRMAN: Would you repeat your question, Mr. Winch?

Mr. WincH: In other words, what you are asking is, can I twist that ques-
tion into slightly different terminology.

The CHAIRMAN: Mr. Winch, I merely asked you to repeat it.

Mr. WincH: In the reports filed with your department, as annual income
tax reports, compared with the knowledge you have, do you find in connec-
tion with the promotion and development of oil and gas pipelines any indica-
tion that they have made capital gains which they consider should not be
reported.

Mr. McENTYRE: Mr. Chairman, these underwritings and promotions are
carried on by different classes of persons. We have, for instance, the invest-
ment dealers who make a regular business of that. You have a certain num-
ber of stockbrokers who either underwrite the issues themselves or perhaps
have an investment dealer company put this underwriting through their
brokerage account. Then you also have various people who may share with
the investment dealer in the underwriting profit.

Mr. WincH: I am not referring to investment dealers or brokers, I am
referring to individuals.

Mr. McENTYRE: These individuals may be brokers, or they may be per-
sons who make a business of perhaps promoting mining companies or oil
companies. They would have no hesitancy in showing these profits as being
taxable profits on their tax returns. You have the occasional person who may
not do this thing as a regular practice. He' may have the idea that this is a
capital gain and may so allege in making his income tax returns; or he may
perhaps contest the assessment notice when he is declared to be taxable on
the profit. '
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Mr. BrRooME: In major assessment cases, who determines when a review
shall be made of any particular case, and what are the steps that are usually
carried out?

Mr. McENTYRE: As I said, we obtain from stock markets and the financial
newspapers information about various issues which are being made, and in
the ordinary course the district office would make a list of these for follow-up.

In many cases, from examination of the issued price by the corporation and
the prospectus prepared by the underwriter, there is no difficulty in finding
that the underwriting has been put through an investment dealer who, in
the ordinary course, will report on his tax returns any profit he makes on
the deal.

Occasionally the examination is not so easy, because there may be a group
involved and it is a question of following through each one in the group to
make sure that the profit, if it is taxable, has been reported on his tax return.

Mr. BRoOME: It is initiated by the district office? |

Mr. McENTYRE: Yes, it is initiated by the district office.

Mr. BrRoOME: From an administrative standpoint, are any investigations
initiated from Ottawa? The direction does not always come from the district
office? What I mean is, do directives go from the top, down, on that one matter?

Mr. McENTYRE: The responsibility for assessing returns, obtaining re-
turns, and collecting money is all with the district offices, subject of course
to inspection and review by the head office staff.

The head office does not have the files and would not in the ordinary
course take the initiative unless it inquired in a particular case as to what
profits had been reported by any particular taxpayer.

Mr. WincH: On that point, may I ask which district office investigates if,
for instance, a Vancouver lawyer promotes something in Ontario? Which
district office investigates?

Mr. McENTYRE: If the corporation whose shares were being issued was in
Ontario, the return showing the issuance of the shares would be filed in one
of the district offices of Ontario, and they would pass the information on to
Vancouver if it was an underwriting firm in Vancouver which had done the
underwriting, as that is where you would expect the profit to turn up. :

Then the Vancouver office would have the underwriter’s file and would be
able to find out whether or not those profits had been declared.

The CHAIRMAN: We are dealing with adventure undertakings and their
investment primarily in the market. In discussing pipeline or oil company
investments, where a high risk factor is involved, it is quite obvious some
involve a greater risk than others, '

I am wondering how the department assesses the element of risk. We
have seen a variety of companies—and I, too, am not permitted to mention
names—in which the risk has been to some degree removed and other cases
where the undertaking is speculative in nature and which, should it fail, would
result in extreme losses to the individual. How do you make any generality of

~assessment, or can you make any, in that situation?

Mr. McENTYRE: I do not think the factor of risk comes into the considera-
tion of the taxability if a profit is made.

Mr. FisHeERr: There has recently been an investigation and report in con-
nection with a gas company. The report was filed with the provincial authorities
in Ontario.

I am curious as to the question of the district taxation office, or your
national office looking into this. Would you not take an interest in that, if
you had specific tax returns coming in which might be affected, or would that
particular case interest you enough, just as a general problem, to go in and

- look closely at that particular record?
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Mr. McENTYRE: I do not know of a specific case which has come up. It
would have to be reviewed by the district office and an examination made as
to the price which the company got for the shares when they were initially
issued.

Mr. FisHErR: Mr. Chairman, in this particular case, there is one aspect
which is interesting from the point of view of the federal tax authorities.
It involves Francis Shaw.

The CHAIRMAN: Mr. Fisher, might I point out a principle which we have
agreed to follow in this committee, and that is not to refer specifically either
to individuals or companies unless they are now a matter of record and have
been referred to.

Mr. FisHER: It is a matter of record in that I understand Mr. Shaw was
penalized, or some assessment was made upon him in a particular case. Accord-
ing to newspaper statements he made, this was a factor in forcing him to act
in a certain way in so far as stock transactions are concerned. I wonder if
you remember that f)articular case, where Mr. Shaw was levied an assessment?

Mr. MCENTYRE: I am afraid I do not remember it.

Mr. FisHER: Could I bring this up at the next meeting, when I will have
more detail?

Theé CHAIRMAN: Yes.

Mr. BrRooME: Would the deputy minister care to state his opinion as to
whether or not the whole question of capital gain should be more clearly de-
fined that it is at present, or does he feel that the record of jurisprudence re-
ferred to before is adequate for the purposes of his administration?

The CHaiRmAN: Might I add that there is an impression in some areas
of the country that in the system of taxation there has been a criticism levied
that the game is played first and the rules are made afterwards.

Mr. BRooME: I certainly feel no one knows where he stands until the axe
falls. Also on the same basis the department does not know where it stands.

Mr. McENTYRE: Mr. Chairman, that has been a matter of some controversy
for a number of years, and I would prefer to leave that for the minister to
answer.

Mr. More: The thought occurs to me that there may not be enough
unification in the district offices in respect of investigations. It seems to me it
starts at the district office and there is a great differential between the attitudes
towards investigation. I am concerned with the great difference in respect of
investigation of these matters by district offices. How do you maintain a par-
ticular uniformity in respect of investigations?

Mr. BROOME: In other words, Mr. Chairman, are you likely to be treated
differently in one taxation office than, say, where you previously reported to
a different taxation office?

Mr. McENTYRE: We have a group at head office who are continually
reviewing the work done by the various district officers. It is in the nature
of a post-assessment review and is not for the purpose of correcting any errors
that have been made. It is merely a study of the plan adopted by each district
office, selecting returns for review of the manner in which they have been
dealt with.

Over a period of a year this group will be able to review the practices
in most of the district offices in the way of their approach to the audit of
returns that has to be done. In that way we feel we can hold the various
district offices together and assure taxpayers of uniform treatment, no matter
in what district office they may file their return.

Mr. BrooME: Further on that point, Mr. Chairman, I would ask this
question. I was told of one case—and my information is only as correct as
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the person told me—where the treatment the man received in the London,
Ontario office was entirely different and much more favourable than he
received in the Vancouver office.

The size of the department that you administer, Mr. Deputy Minister, is
very large. There are human frailties, questions of interpretation, and so on;
but in your opinion is enough emphasis being placed on making district offices
treat taxpayers with uniformity?

The CHAIRMAN: I think we should also be reminded on this committee that
these statements are hearsay.

Mr. BrRooME: Mr. Chairman, I qualified my question by saying that I
was told that by this man. He could be incorrect.

Mr. McENTYRE: There are a great many areas in the administration of
income tax where the exercise of judgment is required. A man claims that he
had travelling expenses and entertainment expenses that may look right or
they may look wrong, and the question of calling him to account by producing
vouchers is a matter of judgment on the part of the assessor. So to say every
person is treated in exactly the same way would not be correct.

The member mentioned the difference between two district offices. We
are concerned with the difference betwen two different assessors in the same
office. We try to create a spirit of inquiry which is fairly uniform. We do not
want to get into questioning picayune items which do not amount to a great
deal of tax, and in so doing annoy the taxpayer. On the other hand, when you
see something that is wrong, the officer has a duty to make an inquiry.

In the exercise of judgment I do not suppose there are any two people
who are the same, so the only thing we can do is to make these checks con-
tinually and from time to time with respect to each district office and each
section in each district office in order to make sure that the work is being
done on a fairly consistent basis.

Mr. CHAMBERS: Mr. McEntyre, a moment ago you said that you had this
reviewing group at head office. I have looked at the plans used by the area
officers in assessing the position, and in fact there are different plans, apart
from the question of individual judgment. There are different plans and
different methods used in each office in assessing.

Mr. McENTYRE: Yes, there are different plans and one wonders whether
they should not all be the same. That is one of the problems with which we
try to deal.

We find that perhaps in a large urban centre the chief assessor will say,
“The way I should approach my work is to sort all the files one against the
other and take out ones that look as if they require audit”. Then, when you
get into a district where the jurisdiction is very much more widespread, the
chief assessor says, “I have to plan trips for my assessors, so I have to take
the files for a particular area and pick out the likely files so that I can send
a squad out in that direction to deal with those files in that area and then
come back and do the same thing in another area’.

We feel that is not proper, because it is better to screen all the files in
the office and then judge the ones that require the work against all the files
in the office, rather than taking a small area and trying to judge in this respect.

We have not laid down any specific rules because we do feel that the
officers in the locality perhaps have better knowledge and are better able to
size up their work than we are sitting here in Ottawa, perhaps 1,000 miles
away. But we do review those all the time and we have an inspection staff
that goes around and talks to the local people. The inspection staff asks them
what they are doing and why they do it that way. As a matter of fact, I am
leaving tonight for Kitchener, where we are going to review an inspection that
has been going on there for a couple of weeks. We will be discussing the same
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problem with the director and the chief assessor in Kitchener tomorrow, why
he does his work in a certain way and whether there is not a better way for
him to do it.

Mr. CHAMBERS: Apart from the question of individual judgment, would
you agree that the moving of people around the country might create the
impression that in the result there is a lack of uniformity in the department?

Mr. WincH: And in the same law?

Mr. McENTYRE: We do know that we cannot audit every return every
year and it is a question of picking out the ones that seem to require audit and
working on them. At the same time, we have to go around and assure the tax-
payers that we are on the job, because we do know that if a taxpayer who
is filing his return correctly gets the impression that the tax officials are not
checking returns, he thinks that perhaps somebody else is not paying all the
tax that he should and he gets the feeling that other people are getting away
with something and they should be checked up on.

Therefore, we have to balance our work between working on the files that
seem to require audit and at the same time make polite calls on other taxpayers
simply to show them we are on the job.

Mr. NeEsBITT: Mr. McEntyre has partially answered the question I have in
mind. I think we all realize that this particular department is an unusually
“touchy” type of department, and in view of the differences between human
beings there is a great chance for difference in human error and judgment.
Very often it is not what is done, but why it is done that way. In the past in
this committee I have brought matters to the attention of the committee,
particularly in investigations of farmers—this is background, Mr. Chairman; it
is necessary because I am leading up to a question—where people have felt
that way.

In one instance that I mentioned a couple of years ago an investigator
arrived at a farm and said, “We have got so much up the road, and now we
are going to see what we can get out of you”. No doubt that was meant to
be jocular, but that is the kind of thing I am talking about.

The CHAIRMAN; Were you the farmer, Mr. Nesbitt?

Mr. NesBITT: No, I was not the farmer, Mr. Chairman. I was told this by
the pesson who was visited. I understand that in the district I come from this
type of thing seems to have been largely eliminated in the last two or three
years. I think this, again, gets down to the fact that many investigators stick
to the letter of the regulations and they do not, apparently, use a little wider
judgment. That is, of course, understandable as we are dealing with human
beings.

My question is this. Mr. McEntyre just told us that the head office here
in Ottawa sends investigators out to check the various offices and see how they
are carrying out their investigations. Mr. McEntyre also told us he is going
himself to the Kitchener office this evening to see the methods used. What I
am curious about is this. Does Mr. McEntyre's department send investigators
from the head office in Ottawa around with some of the officials who are in-
vestigating individual cases in order to see how the questioning and the
investigation is carried out on the spot, or do they merely go over the file in the
district office, such as London, Kitchener, or as the case may be?

Mr. McEnNTYRE: We have our assessing staff broken down into groups, so
that a senior assessor will be working with a group of three or four. We
expect the senior assessor to go out with his juniors, perhaps not on every
investigation, but from time to time on investigdtions to ensure that the
junior assessor knows his work and has the proper approach and is courteous,
polite and fair with the taxpayers with whom he has to deal.
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Then over the group head there would be a senior supervisor, who will also
be watching his staff. There is then a chief assessor, and finally there is the
director of the office. Very often the chief assessor will go out on a particular
investigation just to see how things are going along, and some of the directors
do this as well.

We have a policy of changing our senior people around. When we have a
vacancy for a directorship in one office, very often it is a nation-wide com-
petition, so that perhaps a man from another district will get a promotion and
will be transferred. In that way we try to keep as closely knit a group as we
can, bearing in mind the over-all policy that, above all, our assessors must be
courteous and fair with the taxpayers with whom they have to deal.

Mr. NesBITT: I have another question, Mr. Chairman, along the same line.
Does the department ever make a policy of moving a senior assessor, for in-
stance, from one district office, say from district A to district B, and moving a
similar person from district B over to district A? -

Mr. McENTYRE: These transfers are usually made as the result of a pro-
motional competition.

Mr. NEsBITT: It is never done so that people in the same jobs, so to speak,
are transferred from one part of the country to another to give a little variety?

Mr. McENTYRE: Moving from one part of the country to another, partic-
ularly with a family, even though the treasury regulations will permit pay-
ment of the moving expenses, still puts the employee to a certain amount of
expense. For instance, he has to sell his house, perhaps, and bny another house.
Even if he is moving from one rented premises to another, the rugs do not
fit and the curtains do not fit, and it is an opportunity for his wife to ask for
some decorating to be done. We find, therefore, that when our employees are
transferred from one place to another it leads to additional expense which
the treasury regulations, of course, do not cover. It would be impossible for
the treasury regulations to cover all these incidental expenses. So we find it
a little difficult to compel a man to move unless there is a promotion involved.

Mr. NEsBITT: I agree, Mr. Chairman, that it would certainly be unwise.
Mr. McEntyre says that shifting officers around constantly would not be
practical. But, does not the deputy minister perhaps agree that if officials of
this type were moved every, say, five or six years between offices, this might
lead to more uniformity in the administration of these regulations?

Mr. McENTYRE: I would hesitate to recommend that we move our officials
on a regular pattern, say, every five years. We do feel there is quite a bit
of movement going on and, as the estimates will show, we are already asking
for considerable money for this moving. I would hesitate to recommend that

- we develop a pattern of that kind.

Mr. McMiLLAN: Mr. Chairman, the minister said in his statement that
the more complicated returns were assessed by highly technically trained

. staff, and that last year they got an extra $73 million. I wonder if there is
- any way of giving a rough breakdown of these $73 million, as to roughly
© how much of it is due to taxpayers claiming capital gain when in fact it

- should be assessed as income, and so on. I was wondering what amount this

drew.
Mr. McENTYRE: Mr. Chairman, I have a statement that breaks this figure

3 9f $73_ million down into increases and decreases and also shows the type of
. investigation that led to these increases.

The CHamrmAN: May I suggest, Mr. McEntyre and Dr. McMillan, that

- we ﬁl;e this with the evidence, and then you will have an opportunity to
j see it? / "

=
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Mr. WincH: Can it be printed, Mr. Chairman?

The CHAIRMAN: Yes, it can be printed. Is your question on the same
subject, Mr. Grafftey?

Mr. GRAFFTEY: It seems to me, Mr. Chairman, that in the latter discussion
we have gone from capital gains to district offices.

The CHAIRMAN: Proceed.

Mr. GRAFFTEY: I have listened to the deputy minister’s report and I hope
I am in order in asking this question. Does the deputy minister feel there
has been any consistency in the jurisprudence with regard to capital gain?

The CHAIRMAN: Mr. McEntyre does not feel he is in a position to give
a legal opinion on that subject, and it is much the same as the subject which
we are going to leave to the minister.

Mr. MoRre: On this matter of uniformity, Mr. Chairman, I would ask
this question. I will not designate areas, but I have a specific case upon which
I should like to comment. It is with regard to construction companies.

Two subsidiaries of a parent company, operating under different tax
office jurisdictions, bring the machinery in after the work is done for the
season. They refurbish it and repair it and bring it up to standard for new
work. In one case they claimed the cost on their current year’s operations, and
it was allowed. The other subsidiary carried out the same procedure, and it
was disallowed and they were forced to charge it to the coming year’s
operations.

That seems to be not uniform and inconsistent, and yet the information
given to me was that it actually happened. Would that be over-written
at head office by investigators, or would that pattern stand on the inter-
pretation of the district officer’s judgment?

Mr. McENTYRE: I am not familiar with the case that is mentioned, but
the district office would have the responsibility, and if the companies filed
in different offices there is a possibility, on a matter that is doubtful, that
one office would exercise its judgment one way and the other office would
exercise its judgment the other way.

Of course, we are not happy about any difference of that kind and if
we knew of it at head office we would try to develop a pattern that would
apply uniformly to all situations of that kind.

Mr. More: That was exactly my point. In other words, the department
has no set policy that the upkeep and refurbishing should be charged to the
current year’s operations or to the following year’s operations? That is left
to the discretion of the district taxation officer, is it?

Mr. McEnTYRE: First of all, the taxpayer would claim the expense on his
return and unless there was something that showed the income for the year
was not being properly declared the officer would have no occasion to question
it. I cannot help but feel there must have been some additional circumstance
that led the officer to questioning that item.

Mr. More: Well, it was questioned in one office and was disallowed, and
it went through the other office and it was allowed. The people concerned
said to me, #If we had filed both in this certain office, we would have had it
for the year”.

The CHAIRMAN: Mr. Grafftey, I may say you are certainly open to asking
your question again of the minister when he comes in, if he considers it is
within his authority.

Mr. CArRTER: Following on Mr. More’s question, Mr. Chairman, may I ask
this question? Does the deputy minister know cases of tax evasion by companies,
through subsidiaries, where the parent company will avoid paying taxes, avoid

-
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showing a profit, because they can dissipate their profits to a number of
subsidiaries, none of which will show a profit?

The CHAIRMAN: We are having a little difficulty understanding that
question. I wonder if you would perhaps try to rephrase it or repeat it.

Mr. CArTER: Is it possible for a company to avoid paying taxes? A company
will pay taxes on profits only. Can it avoid showing the profit by setting
up a number of small subsidiaries and dissipating the profits in such a way that
neither of the subsidiaries will show a profit, and therefore no tax is collected
from that company?

The CHAIRMAN: I think you need a tax consultant, sir.

Mr. NesBITT: Perhaps he is looking for information.

Mr. CarTER: Has any case such as that ever come to light?

The CHAIRMAN: The deputy minister replies, no, not to his knowledge.

Mr. WiINcH: Going back to the assesments through the district offices, in
view of the fact that over 5 million returns are filed during the year and
it is impossible to have a complete check on the entire numbers, do I
understand from Mr. McEntyre that every once in a while a file is picked out
and a study is made? That has come to my attention over the years. Then
a few years after they may come back—after four or five years, whatever
it is—and the person who filed the income tax return is told “You made
a mistake and you owe the government this much money”. The interest
is compounded, and they are just not in a position to pay it.

I would like to ask Mr. McEntyre what the policy of his department
is under those circumstances. If you had made a review of a certain file over
a number of years and said, “You owe us so much money now as the result
of this investigation,” what is your policy with the individual with regard to
working out with him a method of payment? Do you give any real consideration
to the position of the person, or do you just go ahead—not in all cases—and
slap down a garnishee, which can have a man fired. I have known occasions
when a man has been fired, because there are companies that just will not
stand for employees having a garnishee slapped against them.

What is the consideration given in those circumstances, after your assessor
has gone back a number of years and says, “You owe us so much money”?
And it may go back four or five years.

Mr. McENTYRE: The law now provides that after four years no reassess-
ment can be made unless there is fraud or misrepresentation.

Mr. WincH: That was a recent change, was it not? Was it last year or

the year before? Now it is four years, but even on the four years basis, how
do you deal with that?

Mr. McEnNTYRE: Interest is at 6 per cent, simple interest; it is not compound
interest. Then when we have a debit set up on the account we have a duty
to collect it as best we can, so we send a notice to the taxpayer advising
him that he owes the money and telling him that unless payment is forthcoming,
actior.x will have to be taken.

If the taxpayer comes in and explains the situation, shows what assets he
has out of which he might possibly realize sufficient money to pay the tax,
or if there is nothing immediately realizable, his source of income, we try
to make as reasonable an arrangement as we can with him in order to make

sure, first of all, that the crown gets paid and also to ensure that the taxpayer
is not put to any undue hardship. 4

_Mr. WINCH: I want to go ahead on this question of a garnishee. This
notice which you send out says that something has to be done by such and

such a date or action will be taken. I am telling you, that scares people. Why
20833-0—2
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should it scare them? Why not, before you do that, go and find out what the
position is? Why not do that before you scare the living daylights out of the
man or the woman concerned?

Is it not possible to take the matter up with the person before you tell
him, “By heaven, the full force of law is going to come down on you if we are
not paid within two weeks or a month”? It is just a matter of public relations.
Is that not possible?

Mr. McDo~NaLp (Hamilton South): Is it not a fact that you write a kind
letter to the person?

Mr. WincH: I have not seen that.

The CHAIRMAN: Well, Mr. McEntyre has asked that that be referred to
the minister, is that satisfactory?

Mr. KorcHINSKI: Mr. Chairman, I was going to follow up the same line of
thought as Mr. Winch, because I know of cases where the individual was
assessed a little more tax and he agreed that perhaps he should have paid a
little more because there were certain circumstances involved there—I am
not going to go into them—but the office suggested that he make payment be-
fore a certain deadline.

In his job he could not possibly meet the deadline, and they suggested
to him that he beg, swipe, steal or borrow, do anything he liked, to make the
payments.

He agreed to make payments on an instalment basis, and they would not
allow that. I was just wondering whether that is the general practice or
whether there are cases where the officials do permit the individual to make
instalment payments?

Mr. WincH: I have had the same experience of cases coming to me.

Mr. McENTYRE: Our district office makes arrangements with taxpayers con-
tinually on the basis of their ability to pay at the time.

Mr. HarpieE: Mr. Chairman, I wonder if Mr. McEntyre could tell us how
the department arrives at the commencement date of the three-year tax-free
period concerning new mines?

The CHAIRMAN: I wonder if we can first of all exhaust the area of dis-
cussion? We are endeavouring to complete this. Are there any further general
questions on this matter?

Mr. LamBERT: With regard to collection, where there has been a disputed
assessment and/or there is an evasion and a writ of extent is filed which seizes
the property, and there is a question as to the legality of the seizure, or any
other matter where there is a legal dispute involved—what is the policy?

Does the district officer have the right to refer it to council, or must that go
through the machinery of Ottawa here and expend a great deal of time in get-
ting counsel appointed to represent the crown, when there are divergent in-
terests involved, interests, which may be prejudiced as a result of the sei;ure?

Mr. McENTYRE: The legal branch, consisting of our lawyers, is situated at
head office here in Ottawa. When the district runs i