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47 THE SENATE OF CANADA

PROCEEDINGS
OF THE
STANDING COMMITTEE

BANKING AND COMMERCE

To whom was referred the Bill C-47, intituled: “An Act
to amend the Excise Tax Act.”

The Honourable SALTER A. HAYDEN, Chairman

WEDNESDAY, JUNE 3, 1959
THURSDAY, JUNE 4, 1959

WITNESSES:

Messrs. F. R. Irwin, Director, Taxation Division, Department of Finance;
M. J. Gorman, Director, Excise Tax Administration, Department of Na-
tional Revenue; R. C. Labarge, Assistant Deputy Minister, Customs and
Excise Division, Department of National Revenue; E. F. Power, Assistant
Director, Electricity and Gas, Standards Division, Department of Trade
and Commerce; A. Bruce Robertson, Q.C., Vice-President and General
Counsel, British Columbia Electric Company Limited ; W. C. Mainwaring,
President, Peace River Power Development Company Limited; C. H. B.
Frere, General Solicitor, The Consolidated Mining and Smelting Com-
pany of Canada Limited; R. C. Anderson, President and General Manager,
West Kootenay Power and Light Company Limited; Lorne McDonald,

Q.C.,. General Counsel, Ontario Hydro Commission; and Mr. Edmond
Lemieux, Comptroller, Quebec Hydro.
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ORDER OF REFERENCE

TuESDAY, June 2, 1959.

“Pursuant to the Orfder of the Day, the Senate resumed the adjourned
debate on the motion of the Honourable Senator Brunt, seconded by the
Honourable Senator Haig, P.C., for second reading of the Bill C-47, intituled:
An Act to amend the Excise Tax Act.

After debate, and—
The question being put on the motion, it was—
Resolved in the affirmative.

The Bill was then read the second time.

The Honourable Senator Brunt moved, seconded by the Honourable

Senator Haig, P.C., that the Bill be referred to the Standing Committee on
Banking and Commerce.

The question being put on the motion, it was—
Resolved in the affirmative.”

J. F. MacNEILL,
Clerk of the Senate.

21404-9—12



REPORT OF THE COMMITTEE

THURSDAY, June 4, 1959.

The Standing Committee of Banking and Commerce to whom was referred
the Bill (C-47), intituled: “An Act to amend the Excise Tax Act”, have in
obedience to the order of reference of June 2, 1959, examined the said Bill
and report the same with the following amendments:—

1. Page 2, lines 12 to 32 }both inclusive: —
Strike out clause 2.

2. Page 6:—Strike out line 1 and substitute therefor:—“13. Sections 1,
2, 3, 4, 10 and 11 of this Act shall be”.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.

R R S P Iy vam—"



MINUTES OF PROCEEDINGS

WEDNESDAY, June 3, 1959.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 10.30 A.M.

Present: The Honourable Senators:—Hayden, Chairman; Aseltine, Beau-
bien, Brunt, Burchill, Campbell, Crerar, Croll, Davies, Dessureault, Euler, Far-
quhar, Gershaw, Golding, Gouin, Haig, Horner, Hugessen, Isnor, Kinley, Lam-
bert, Leonard, Macdonald, McDonald, McKeen, Pouliot, Pratt, Reid, Taylor (Nor-
folk), Thorvaldson, Turgeon, Vaillancourt, Wall, White and Wilson.—35.

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel of the Senate, ahd the Official Reporters of the Senate.

Bill C-47, an Act to amend the Excise Tax Act, was read and considered.

On motion of the Honourable Senator Reid it was Resolved to Report
recoxpmending that authority be granted for the printing of 600 copies in
English and 200 copies in French of their proceedings on the said Bill.

. The following witnesses were heard:—Messrs. F. R. Irwin, Director, Taxa-
tion .Division, Department of Finance; M. J. Gorman, Director, Excise Tax
Admmistration, Department of National Revenue; R. C. Labarge, Assistant
Deputy Minister, Customs and Excise Division, Department of National
Rgvg{xue; E. F. Power, Assistant Director, Electricity and Gas, Standards
D%Vlslon, Department of Trade and Commerce; A. Bruce Robertson, Q.C.,
Vice-President and General Counsel, British Columbia Electric Company

Limited; and W. C, Mainwaring, President, Peace River Power Development
Company Limited.

At 12.45 P.M. the Committee adjourned. -
At 2.00 P.M. the Committee resumed.

~ Present: The Honourable Senators:—Hayden, Chairman; Aseltine, Beau-
bien, Brunt, Burchill, Campbell, Crerar, Croll, Davies, Dessureault, Gershaw,
Golding, Haig, Hugessen, Kinley, Leonard, Macdonald, McDonald, McKeen,
Monette, Thorvaldson, Turgeon, Wall and White.—24.

_The following witnesses were heard:—Messrs. C. H. B. Frere, General
Solicitor, The Consolidated Mining and Smelting Company of Canada Limited:
R: C. Anderson, President and General Manager, West Kootenay Power and
Light Company, Limited; and Lorne McDonald, Q.C., General Counsel, Ontario
Hydro Commission. '

At 3.00 P.M. the Committee adjourned.

At 4.30 P.M. the Committee resumed.

Present: The Honourable Senators:—Hayden, Chairman; Aseltine, Brunt,
Crerar, Croll, Davies, Euler, Golding, Haig, Kinley, Lambert, Leonard
Macdonald, McDonald, McKeen, Monette, Reid, Thorvaldson and Wall.—19.

Mr. Edmond Lemieux, Comptroller, Quebec, Hydro, was heard.

Mr. F. R. Irwin was further heard in explanation of the Bill,

At 5.00 P.M. the Committe

e adj d til tomorrow, Thursday, 4
1959, at 10.30 A.M. e SR ¥, June 4,



6 STANDING COMMITTEE

THURSDAY, June 4, 1959.

Consideration of Bill C-47, an Act to amend the Excise Tax Act, was
resumed.

Present: The Honourable Senators:—Hayden, Chairman; Aseltine, Beaubien,
Bouffard, Brunt, Crerar, Croll, Davies, Dessureault, Gershaw, Golding, Haig,
Horner, Hugessen, Isnor, Kinley, Lambert, Leonard, Macdonald, McDonald,
McKeen, Pratt, Reid, Taylor (Norfolk), Turgeon, Vaillancourt, Wall and
White.—28.

Messrs. Irwin, Labarge and Power were heard in further explanation of
the Bill. : ’

The Bill was considered. clause by clause.
Clause 1, was carried.

The question being put as to whether clause 2 of the Bill should carry,
the Committee divided as follows:—

YEAS:—12.—NAYS:—13.
So it was resolved in the negative.
Clauses 3 to 12, both inclusive, were carried.

Clause 13, was amended as follows:—

Page 6: Strike out line 1 and substitute therefor “13. Sections 1, 2, 3,
4, 10 and 11 of this Act shall be”.

On Division it was Resolved to report the Bill as follows: —
Page 2, lines 12 to 32 both inclusive:—Strike out clause 2.

Page 6:—Strike out line 1 and substitute therefor:—“13. Sections 1, 2, 3,
4, 10 and 11 of this Act shall be”.

At 1.00 P.M. the Committee adjourned to the call of the Chairman.
Attest.

James D. MacDonald,
Clerk of the Committee.

" S —




THE SENATE
STANDING COMMITTEE ON BANKING AND COMMERCE

EVIDENCE

OTrTawa, Wednesday, June 3, 1959.

The Standing Committee on Banking and Commerce, to whom was referred
Bill C-47, to amend the Excise Tax Act, met this day at 10.30 am.

Senator Hayden in the Chair.

The CHAIRMAN: It is now 10.30 and I call the meeting to order. We have
a number of bills this morning and the proposal is that we should deal with the
Excise Tax Act amendments first. It was desired that we should have a Hansard
report of the proceedings, and I take it the committee agrees with that. We
should have a motion to print 600 copies in English and 200 in French.

Senator RE: I so move.

Senator BRUNT: I second the motion.

Motion agreed to.

: The CHAIRMAN: ‘There are a considerable number of people here to assist
us in dealing with these bills. The departmental officials will discuss the amend-
ments generally and then, in connection with certain amendments dealing with
export duty on power, we will hear representations from various interested
parties.

I think we should proceed in the usual way by hearing the departmental
officials first and then when we reach the question of the export tax on power
we can hear the representations from the various people affected. Is that plan
agreeable?

Senator ASELTINE: Agreed.

The CHAIRMAN: Among our witnesses are F. R. Irwin, Director, Taxation
Division, Department of Finance, and R. C. Labarge, Assistant Deputy Minister,
Excise Division, Department of National Revenue. They have with them several
of their officials, including Mr. E. H. Smith of the Taxation Division, Finance
Department. Mr. M. J. Gorman, Director, Excise Tax Branch is here too. Deal-
ing with the question of export tax on power we have Mr. Power, Assistant
Director, Standards Branch, Electricity and Gas. I will ask Mr. Irwin and
Mr. Labarge to come forward and if they feel they need any more of the power-
ful forces which they have with them they can have them join them at the
head table. P

Since there is no principle that can be said to run the whole way through
the bill except the desire to raise more money, I think we should get down to a
consideration of the various sections of the bill. Mr. Irwin and those who are
with him can give an explanation of each section as we go along.

Mr. Ir“{in, dealing with section 1 of the bill, subsection (1) defines cosmetics,
and subsection (2) deals with an enlargement of the definition of a manufacturer.
What have you to say in relation to those?

Mr. IRWIN: Mr. Chairman, subsection (1) of section 1 is, of course, only
a definition that is necessary for a clause that is further on in the bill. The

deﬁqition o; cosmetics is in the same terms as that used in the schedule for the
special excise tax on cosmetics.



8 STANDING COMMITTEE

The CHAIRMAN: I notice you say a definition, and I made use of that expres-
sion myself, but is the manner in which you have cosmetics described so much a
definition as it is an enumeration of things that are cosmetics for the purposes
of this statute? I notice it says “articles, materials or preparations, et cetera”.

Mr. LABARGE: It is an enumeration really to avoid some of the difficulties
that people have in interpreting a broad word like cosmetics. I don’t know that
this is a disadvantage. It seems to me that in a statute, the clearer you can
make a definition for the purpose it is intended, the better it is. That is why it
is spelled out rather lengthily.

The CHAIRMAN: Any person who wants to take part in this discussion may,
but I notice that in carrying on with the definition you say it means articles,
et cetera, “in whatever form, commonly or commercially known as toilet articles,
preparations or cosmetics.” So that in defining cosmetics, in one sense you are
saying it is something that is commonly known as a cosmetic.

Mr. LABARGE: It is a help.

Senator PouLrioTr: I have just come back from the Library where I have
looked up the definition of cosmetics. It is not a definition but an enumeration,
and an enumeration is far from being a definition. Here is the definition of
“cosmetic” in the 1958 edition of Webster:

Any preparation (except soap) to be applied on the surface of the
human body for beautifying or lending attractiveness to the person, for
altering the appearance, as of theatricals or for cleansing, conditioning,
or protecting the skin, hair, nails, lips, eyes, or teeth.

The enumeration in paragraph (a) includes shaving soaps and shaving
creams, which is a soap. I wonder if we could not amend the paragraph so
as to delete the words “shaving soaps and shaving creams”? Otherwise people
will be induced to let their whiskers grow according to the fashion, and people
of Montreal or other places will be supporters of Castro. I know that the words
“shaving soaps” and “shaving creams” should be deleted.

The CHAIRMAN: Before dealing with the motion, is there anything you
wish to add, Mr. Irwin?

Mr. LaBarge: Yes, I would like to add that this stems obviously from a
levy, an excise tax, on these specific items, and since they are in Schedule 1
they are specifically made taxable, despite the fact some people might like to
see them fall out of the definition of cosmetics; and so having them spelled out
for the purpose of the specific tax, the excise tax, it is not illogical, I would
say, for them to be equally spelled out for the purpose of sales tax and the
definition of “manufacturer” of those products.

Senator PouLroT: You should tax cleaners.

Mr. Irwin: Well, this is a matter of policy.

Senator KinLey: It is a pretty comprehensive definition. It includes a lot
of things as, for instance, Lysol.

The CrHamRMAN: Hygeol.

Senator Kinrey: I had in mind Listerine more than anything; it includes
that. Why you take shaving soaps as against all other soaps, I do not know.
It is used by everybody. There are highly scented soaps that would not be
included, would they?

Mr. LABARGE: Ordinary soaps are not; but may I say the crucial thing
here is that these are items which are specifically taxed in the schedule, and

the removal of any one of them implies a loss of revenue, and this the Minister
of Finance—
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Senator KiINLEY: This is a definition. What is the significance throughout
the act, to put a special tax on?

Mr. LABARGE: No. I am quite sure that the people who manufacture these
goods know in relation to the definitions, the enactments, which follow regard-
ing the packages of these sales, these goods, in this instance, that if they
package they are the manufacturers of them, and that is to bring it in line also
with the specifications in Schedule 1 which are for the purpose of levying the
excise tax. Now, the sales tax and the excise tax, will harmonize in their
application to these particular commodities.

Senator CroLL: Mr. Labarge, referring to the paragraph you were just
looking at, can you give me an example of similar preparations, that is, the
last words in the section—the catch-all? What do you means by that?

Mr. GorMAN: During the administration of this statute we simply run
across articles which are not known by these names but serve.a similar pur-
pose. It is a common ogccurrence of departmental officers that you will run
across goods serving the same purpose, but not ordinarily known here. Listerine
Was mentioned by one senator as an example. There are other products serving
the same purpose -but not called Listerine. Now, I find it hard at the moment
to name some of them, but they could be ascertained if desired.

Senator WHrTE: Mr. Chairman, I want to ask Mr. Labarge a question.
I understood you to say a moment ago that ordinary toilet soap would be
excluded. If that is correct, how would you get away from what you say
In the definition, “. . . known as toilet articles for use or application for toilet
burposes”?

Surely that would include ordinary toilet soap. Is soap included?

Mr. GormaN: It is.

Senator WaITE: I understood Mr. Labarge to say it is not included.

Mr. GorRMAN: Some years ago during the war there was an excise tax of
5 per cent on ordinary soaps while cosmetics bore an excise tax of 25 per cent.
The Government removed the excise tax from soaps of 5 per cent but it was
not felt they could remove the excise tax of 25 per cent on cosmetics.

Senator WHiTE: Then ordinary toilet soap is included?

Mr. GorMAN: Ordinary toilet soap is not included.

; Senator WHITE: My interpretation of your definition, to me, would include
It. Surely if you take a bath that is for toilet purposes, and you use soap in
doing so. Would you not think so from your definition?

Mr. Gorman: It could, but administratively it has not been done.

Senator BRUNT: Yes, but you may change the administration of the act.

The C}{AIRMAN: You certainly could argue, Senator White, if you wanted
to, that ordinary toilet soap is included in this definition of cosmetics.

Senator WHITE: Then if toilet soap could be included, is shaving soap not
also included?

The CHAIRMAN: But they do bring that in specifically by saying, “Including
shaving soap.”

Mr. LABARGE: Sales tax does cover shaving soap.

_ Senator WALL: May I come back to a question of smaller proportions and
Dq?}llt, out, thh“respect, that I could argue that that part is co-ordinated only
ks ﬂ.l‘e word “scents” and is not applicable to the rest of the paragraph. I
am going to suggest, Mr. Chairman, that there might be a comma after the
words “scents”,

The CHAIRMAN: Well, it would be a small point.
Any other questions on this point?
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Senator GERSHAW: Does the classification “antiseptics” include such things
as iodine, mercurochrome, rubbing alcohol and all other hospital supplies?

Mr. LABARGE: Yes.

Senator REID: In my opinion they are leaving too much, Mr. Chairman, to

the interpretation of the officials ‘as to what will be taxed and what will not
be taxed.

Mr. LaBarge: I think, Senator Reid, that one of the points was that we were
being rather fulsome in this definition, and I would say you would have to be
very fulsome and very detailed in order to remove this job we have of
interpreting the act. Of course, any interpretation that we give is subject to
appeal as to whether or not a particular product does or does not fall within
the category say of a mouth wash or any of these taxable items. I might say
that some appeals have been lost and some have been won. The main products
on which rulings have been appealed fall in the class of germicides, dis-
infectants, and ordinary mouth washes.

The main one is the fleld of germicides, disinfectants and ordinary
mouthwash. It is pretty difficult for anybody to decide what is a germicide
or what is a disinfectant, as compared with what is an ordinary mouthwash.
You have to have all kinds of discussion as to what they call it themselves,
and what common use is made of it. Then you get scientists who will come
in and talk about bacillus streptococci and various other kinds of germs that
are killed off at a certain rate, and then you end up with comparing it with
the human saliva which in some cases is stronger than the germicide or
disinfectant. It is rightfully subject to appeal for anybody who maintains
that his product does not fall into this category.

Senator KINLEY: The section does not include soaps.

Mr. LABARGE: Let us put it this way: I think one could probably include
soaps in this category, but as Mr. Gorman has indicated, we get the sales
tax on ordinary soap, because soap is not exempt under the sales tax schedule,
Schedule III, but we do not get the excise. We do not collect excise tax on
soap under the definition in Schedule I, which corresponds to this one.

Senator KiNLEY: You want it on those things that are used to cleanse
the body?

Mr. LaBARGE: Of a cosmetic type.

_Senator THORVALDSON: I am quite convinced that this section includes
ordinary toilet soap; consequently, if you do not tax it, it is’ simply a depart-
mental exemption.

Senator HuGEssEN: The witness said at one point they had an excise tax
on soap. When they had that they must have had a definition of ordinary toilet
soap. If I may suggest in order to make this clear and to cover the point raised
by the senator, we might add a phrase at the end of the section to the effect

that it excluded toilet soaps, and then go on with a definition of what are toilet
soaps.

Mr. GormaN: There was an excise tax of 5 per cent on soaps some years
ago, particularly during the war, but there was no definition of soaps in the
statute at that time. The departmental officers had to use their administrative
judgment when deciding whether it was soap or not.

 Senator HucesseN: That is what we want to get away from, leaving
it to the department to use its discretion.

The CHAIRMAN: Senator Hugessen, I think where the problem has developed
is that in the present statute the definition of “cosmetics” appears in Schedule I,
which deals with the excise levy; and now, the definition is being lifted out
of that schedule and put into the statute.
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Mr. IRWIN: It is being left in the schedule as well.

The CHAIRMAN: The purpose of putting it into the statute as a definition,
as I see it, is to provide a base where you may look when you want to determine
whether or not a person is selling soap or any other of these products, to see
whether he is a manufacturer within the definitions in subclause 2.

Senator HUGESSEN: That is right.

The CHAIRMAN: Therefore, it seems to me it becomes more important
to know just what is included, and in what respects a person who does not
actually make the product can by statute be said to be taxed as a manufacturer
of the product.

Senator KINLEY: It seems to me it is unfair to the trade. You have a list
of similar articles here, used for this purpose and that purpose, but the matter
is left to somebody’s opinion. It is not definite. This statute should tell the trade
what they can and cannot sell under certain conditions. It deos not do that.
It leaves it in the field of mystery.

Mr. LABARGE: If I may say so, we are sometimes injected into a field
of mystery because, as you know, “a rose by any other name” probably applies
more in the field of cosmetics than elsewhere. Some of the fantastic descrip-
tions mislead one as to whether the product is or is not a cosmetic. What we
try to determine is what it is used for.

The CHAIRMAN: It is all right to define things by their use, but we are at
the moment talking about soaps. It seems to me that tax-wise the situation
would not suffer, certainly not so far as excise tax is concerned, if the defini-
tion in the opening paragraph of the statute itself excepted toilet soaps from the
definition of cosmetics. You still get your excise tax.

Senator DavieEs: Mr. Chairman, may I ask one question. One of the offi-
cials said some of these things could be appealed, but who would the appeal
be to?

The CHAIRMAN: The Tariff Board.

Senator CAMPBELL: What change, in effect, will take place in the rules of
the department so far as the levy of excise and sales tax is concerned if this
section goes into effect?

Dlﬁ{"sIJABARGE: There is no change excise tax-wise because it is not pro-
vided for in that section of the statute. This change affects sales tax on
cosmetics.

Senator CAMPBELL: Then, the next quéstion I have is: Will you be taxed
on sales taxed articles which are not now taxed, as a matter of practice in
the department.

Mr. LABARGE: No, it willsnot change the incidence of tax. The definition
itself will not change that, but it will make it clearer. When you come to
section 4, you see, where we have there said that any person who wraps, pack-
ages, et cetera becomes a manufacturer. He wants to know what he is, and
he goes to the definition. It will not change it, and so far as the trade is con-
cerned I cannot say we are having too much difficulty over this. This definition
has been in for a long time, and the number of appeals has been small.

The CHAIRMAN: Yes, but, Mr. Labarge, when you get this section into
the law you will then be drawing that person into the category of a manu-
facturer, and taxing him at a higher level than he is presently taxed. For
instance, if I am in the making of some kind of soap and I place an order
Wwith a person who makes soap and I have him put my trade name and the
name of my company on it, then if this section becomes law I am the manu-
facturer whereas heretofore the manufacturer was the actual manufacturer,
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and, therefore, the sales tax that you will get will be on my sale price and
not on my purchase price, and I will pay more sales tax. That is correct, is
it not?

Mr. LABARGE: Yes.

Senator Crerar: Would the principal factor in determining this be a
matter of revenue?

The CHAIRMAN: I would like to think that it is. I have an idea it may
be intended to regulate trade as well.

Senator CRERAR: What would be the effect of it—to restrict trade? No,
it cannot be that.

The CHAIRMAN: No, to level out as between one group of sellers and another
group of sellers.

Senator CRERAR: Perhaps we could have an explanation of why there is
a need for that?

Mr. LABARGE: Well, this stems first from problems brought to the Govern-
ment, and to the Sales Tax Committee in particular, over the course of many
years where the outstanding instance of grievance was the inequality in the
tax as applied where a person imported from, say, the United States the bulk
materials which he ultimately broke up and packaged. On importing it in
bulk form he got it at absolutely the lowest import value, and since he was
an importer the tax applied at that time. That is on a pretty low value. The
Canadian manufacturer who manufactured the basic articles including the
packaging operations had all the costs of a fully-integrated manufacturer,
including overhead, selling, advertising, and distribution, and obviously the
price level of the Canadian manufacture who did the whole job was much

above the price on what was brought in in bulk raw form and merely
repackaged. -

Senator Crerar: Is the purpose to give further protection to the Canadian
producer?

Mr. LaBarge: In effect it removes that tax inequality which arose from a
low tax at this level and the higher tax at another level.

The CHAmRMAN: Just there, Senator Crerar, exactly the same situation
exists in relation to domestic production. The price range may be a little dif-
ferent but I can buy in bulk in Canada the same as I can buy in bulk in the
United States. I may pay a little more for it but both categories are being hit
by this change, even the domestic bulk producer who sells to some person who
package in Canada, so that you have the whole operation in Canada, is being
drawn into this. His level for calculation of tax will be higher. The tax will
be more. The cost will be more, and when you get your markups the consumer
will pay more,

Senator Kinney: Does'nt that follow through in all manufacturing in
Canada, that a manufacturer imports parts and he gets people to integrate it
into an article that he is making and he is getting a lower rate of duty? It has
always been considered salutary that a man who makes an article by assembling
the raw material gets a break on the raw material he uses.

Mr. LABARGE: The manufacturer in that case actually carries on many
manufacturing operations to come out with the complete article. He does not
pay the tax at the time it is brought in. He gets it under his licence and the
tax applies on the ultimate product. There is a greater inequity in cosmetics
and pharmaceuticals. The margin has been quite extensive, and this has been
the field where the greatest grievance was stressed.

=mrven
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Senator KiNnLEY: I have been in the drug business. I was behind the
counter for 30 years. When I first started we made our own pills, emulsions,
elixirs, and so on. Now we are in the machine age and so we go to Parke
Davis or some other drug company and say, “We want 300 bottles of this
product. We will buy it from you in the completed form and you will put
our name on it.” That is the difference. Now we become the manufacturer and
you are going to put this under a special tax.

The CHAIRMAN: No, you would not be the manufacturer even under the
new amendment.

Senator KiNLEY: I think so.
The CHAIRMAN: Not if you are selling it retail in a store.

Mr. LABARGE: Are you manufacturing it in the store and selling it from
the store?

Senator KiNLEY: No. We don’t do that any more. We buy these things
from a manufacturer in Toronto and he puts our brand name on it.

Senator CRERAR: That is a rather complex matter and a little bit beyond
my benighted understanding, but let us take an illustration. That is perhaps
the best way to deal with it. Take a company like Eaton’s. Let us say they buy
vinegar in bulk form from some producer who makes vinegar.

Mr. LABARGE: This would not affect them.

The CHAIRMAN: ,This only deals with cosmetics and pharmaceuticals.

Senator CRERAR: All right. Take, then, for an illustration—

Senator KINLEY: Take molasses.

Senator CRERAR: No, take toothpaste. Let us say Eaton’s buy toothpaste
in bulk and put it in a tube and put their name on it. They do not distribute it
outside their retail stores. It is sold only within their own stores. Now, do they
under this definition become manufacturers?

Mr. LABARGE: Yes.

Mr. GorMAN: May I speak to that? If Eaton’s do that processing on their
retail counters they are not subject to the tax. If they do it in a workshop and
then distribute it to the retail counters they are deemed to be a manufacturer.

Senator CRERAR: Let us follow that further. Let us say they buy this in
bulk form and in a room in the back of their store they have three or four
people who put it in tubes and the tubes are then labelled with Eaton’s label
and they go to the retail counter. Are they a manufacturer?

Mr. LABARGE: If that is in the same store, just the one store, they are not
manufacturers. Say that they have several retail outlets. If they manufacture
centrally and then transfer the goods to these several retail stores, they become
manufacturers and pay the tax.

Senator CRERAR: Take Safeway stores, which is a chain store system. They
probably have a dozen stores in Winnipeg alone. Let us say they are selling
toothpaste in Winnipeg. They buy it in bulk and they have a place where they
put it in tubes and they put “Safeway’s Famous Toothpaste” or something like
Fhat on it. Then let us say they distribute it from the place where they assemble
1t to their various stores. Then they are manufacturers, are they?

Mr. LABARGE: That is right.
Senator CRERAR: That does not make much sense to me.

Senator MAcDONALD: Are they manufacturers within the store where it is
put into tubes and sold?

The CHAIRMAN: No.

Mr. LABARGE: You mean one individual store?
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Senator MAcDONALD: No, supposing Safeways put it in tubes in store “A”
and they sell quite a quantity of it in store “A”. Now, they are not manufacturers
in store “A”?

The CHAIRMAN: No.

Senator MAcponaLp: But if they then distribute it and sell it in stores
“B”, “C”, “D”, “E” and “F”, would they be manufacturers in those stores and
not in store “A”?

The CHAIRMAN: That is right.

Senator CAMPBELL: I wonder if someone from the department could give
us one or two examples of the inequities which they say has brought about this
proposed change?

Mr. LABARGE: While Mr. Gorman is getting certain figures may I say the
same thing was done in connection with candy in terms of the Excise Act several
years ago and for the same reasons, and it has worked out very satisfactorily.

The CHAIRMAN: You are talking now about the packaging?
Mr. LABARGE: Yes.

Mr. GorMmAN: I am going to quote some figures, and for the sake of being
confidential I will use the terms “X” and “Y”. Here is a product called “X”
purchased by a firm normally a manufacturer. That firm has the physical
operations done by another firm. The cost to the normal manufacturer is 89
cents per item of “X”, That firm sells to wholesalers at $3 per item of “X”.
The price to the user is six dollars per item of “X”. Up until this change in
the law the Government received tax on 89 cents; now it will receive tax on
the approximate sales price to the wholesaler by the integrated manufacturer
of three dollars.

Senator CampBeELL: Do you consider that procedure as an attempt to
decrease tax payable?

Mr. Gorman: To increase the tax payable.

Senator CampBeELL: But the practice that was followed in this case that
you referred to, was it done for the purpose of reducing the tax?

Mr. GormaNn: Oh, no, sir.

Senator CampPBELL: You referred to one manufacturer who appoints another
manufacturer to package his goods. Now, what was the purpose of that?

Mr. Gorman: I do not know, senator; I cannot tell the intention of the
second manufacturer.

Senator CAmPBELL: Is thls a common procedure among manufacturers?
Mr. GorMaN: Frequently.
The CHAmrMAN: It is pretty common.

Senator CampBELL: But there must be some business reason for it, other-

wise the original manufacturer would undoubtedly have done his manufacturing
himself.

The CHAalRMAN: Well, he avoids capital investment.
Senator CampBELL: So there are principles involved?

Mr. GormaN: Perhaps I can clarify this a little further. There is a case
known to the department where an integrated manufacturer, his lease having
expired, was forced with the problem of building a new factory in Canada.
I understand land was acquired, and I further understand that the parent
company, the foreign company, instructed the subsidiary not to construct a
factory but to send the foreign goods to Canada and save very substantially on
the tax. It would appear from the verbal information which the department
had that the saving on tax was sufficient to instruct the Canadian company not
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to proceed with the building of a new plant where the old one happened to
be located. I understand now that orders have gone forward to the Canadian
subsidiary to proceed with the building of a new plant.

The CHAIRMAN: There would still be a customs duty on the product that
he would bring in.

Mr. GorMAN: That is right.

Senator CRERAR: Coming back to the illustration given a few moments ago.
Next door to where I live is a very large retail store, with one store in a city
or town; they buy a hogshead, or whatever other measurement there is, say,
of shaving soap, and they have a little place in their store and put this in
tubes, and take the tubes to the counters. Now, I understand they would not
be classed as a manufacturer. :

Mr. LaBARGE: That is so.

Senator CRERAR: Very good. Safeway in the same city has half a dozen
stores; they buy a hogshead of the same material. Now, at the rear of one
of their stores, or maybe outside of their stores alogether, they have a place
where they put the shaving soap in tubes, and which they label ‘“shaving soap”;
they then distribute these to half a dozen stores where they are sold, and
they are manufacturers. Now, the questions is, on what principle do you
determine that differentiation?

Mr. LaBarRGE: Well, I think one of the important principles is volume.

Senator CRERAR: ‘But suppose the volume was the same?

Mr. LABARGE: It is not likely to be. The other thing is that is does not
seem practical or desirable to take in all the other people, the small corner
drug stores, and all the others, why buy in bulk, and then into package form,
and what not; it is not practical for all these people to be licensed manufacturers.
We had the same problem in the candy business.

Senator CRERAR: What is the difference in the ultimate cost?

Mr. LaBARGE: Well, Eatons I am afraid would be in the same class. I
cannot conceive that any large outlet with retail stores, such as Eatons—

Senator CRERAR: No, I am speaking of one store in the city.

Mr. LABARGE: Well, if they limit it to one store—

Senator CRERAR: Well, they are in a good position, but I am speaking
of the other fellow who has six stores.

Mr. LABARGE: Well, anybody with six, three or two stores is doing a central
manufacturing operation.

Senator CRERAR: He becomes a manufacturer?
Mr. LABARGE: Yes.

Sgnator CRERAR: And as a result of his becoming a manufacturer is his
cost higher than Eatons when the stuff goes off the counter?

) The CHAIRMAN: I think there might be some compensations. First of all,
h}s cpst pf packaging would be less, since he does it in a central agency for
distribution to a whole series of stores, than if you did it in each store.

Senator CRERAR: Does the tax fall on them alike?

Mr. LABARGE: It falls on them at a different point. Probably the tax
element in the Safeway case will be on the selling price of Safeway. Now,
they sell directly to retailers, so you would have to give them some deduction
off the retail list to establish a fictional wholesale price.

Senator REID:_ I think the principle is entirely wrong. The one only sells
a small quantity in his own store. Is it not a fact that they are both manu-
facturers in the strict sense of the word? Both of them make the product.
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The CHAIRMAN: Well, the statute recognizes that, because it provides
an exception in the case where you do it in a retail store, where you are
actually making the sale to the customer.

Senator McKEEN: I will take a third case. Eatons have been doing it for
one store, and Safeway for another. I have another group of stores, and
I ask a manufacturer to put my trade name and label on it and put it in my
store, and I am a manufacturer.

The CHAIRMAN: You certainly are.

Senator BRUNT: I should like to ask Mr. Labarge if he has any objection
to adding a few words to this clause so that toilet soap will be excluded.

The CHAIRMAN: After the word ‘“commercially”?
Senator BRUNT: Yes.

The CHAIRMAN: Yes, Mr. Labarge, to put in the words, ‘“other than
toilet soap”.

Senator CroLL: You will have to have a definition of toilet soap, then.
Is toilet soap defined?

Mr. LABARGE: No.

Senator CroLL: I think it has been our practice in the past, and I can
be corrected, that when departmental officials have come here for the purposes
of record and have said that “X” article is not taxable, we have always taken
their word for it and allowed it to remain in that sense; and this attempt
to correct this situation at the moment will merely put hem in a strait-jacket,
because then you move on from there to a definition of what you are exempting
and you are in further trouble. They have said here it is now exempt and
we have not collected tax on it for a number of years. It goes back to what year?

Mr. LABARGE: Back to 1947.

Senator CroLL: To backtrack, it seems to me, is not to make very much
progress.

The CHAIRMAN: You are right, that if we put these words in subparagraph 1
of clause 1 we would be exempting toilet soaps from sales tax. Soaps are
now subject to sales tax and we do not want to change that, much as we
might like to, because we must not interfere with ways and means. So I do not
think the proper place to put it, if you were contemplating a change, would
be in clause 1.

Senator CroLL: Of course not.

The CHAIRMAN: You would have to amend the provision as to excise
in section 1 if you do it.

Senator KINLEY: Mr. Chairman, do you think it is fair to put that blanket
term, “Similar preparations” in this definition? Why cannot they be dealt
with when they come up? Everybody will be in trouble and there will be
arguments as to what is a similar preparation. I think that people should
not be left in that position.

The CuarrmaN: I have always found that if you leave a little flexibility
in a definition or in a section that you get pretty reasonable consideration
administratively whereas, if you try to box the thing in by putting in exact
words in an enumeration of this kind then you shut out the possibility of getting
that flexibility in administration. I am all for flexibility in this kind of a statute.

Senator KinLEY: Are you for flexibility when the other fellow has the say
and you have none?

The CuamrmaN: That always happens where somebody has authority to
tax, and my only duty is to pay it.
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Mr. LABARGE: Mr. Chairman, the people we are talking about here are all
in the business now and all know what taxes apply to what under this statute.
The only difference is there is one fellow who is manufacturing it in bulk for
another fellow who is packaging it, and this man who is manufacturing it in
bulk now is paying the tax, but he is paying it on a certain price. Now, the
burden will shift. He will drop out of that picture in so far as the man who is
packaging it is concerned, he knows what he has been buying and what taxes
have been paid on, and in that way their position is changed as far as the
commodities are concerned.

Senator Davies: I suppose the increased sales tax will be paid by the
consumer, is that the idea?

The CHAIRMAN: There is only one place they get taxes from.

Senator THORVALDSON: Mr. Chairman, listening to this evidence, it seems
to me that there is a discrimination between the man who does the complete
manufacturing operation -and the man who divides his operation in two, and
it seems to me if I was doing it I would not think of doing the manufacturing
of shaving soap and the packaging of it because I can save money by doing
the DPackaging alone and buying the raw material from another manufacturer.
So it does seem there is a discrimination here that is involved as well, inci-
dentally, as an increase in revenue.

The CHAIRMAN: Of course, if you subscribe to the principle that it is part
of the Government policy in a statute of this kind to level out costs as among
a group occupying the same field, and therefore if that is policy of course what
you are doing is discouraging ingenuity and ability to do a job at the cheapest
Price consistent with quality, et cetera as against the other person who has not
the same resourcefulness.

h Senator CrorL: Mr. Chairman, there is one more thing that we are doing
itere that is rather important: We have pretty well lost the corner grocer. Is
<, not rather an equalizer for the corner drug store that is still in business as
hga'lnst the chain stores, which still gives him a chance to live whereas otherwise
A€ 1s unable to do it.

Senator KINLEY: There is one factor, it protects the small-store man.

& lSena'cor CroLr: In these circumstances he gets a fairer shake than he
ould otherwise get, which I think is important.
. Senator KINLEYy: If the corner-store man gets a product manufactured
Y somebody else and packaged with his name on it is he classed as a
manufacturer?
'Ijhe CHAIRMAN: If he gets another manufacturer to make the product and
put his name on it and he sells it in a retail store he is not a manufacturer.
Fiss ;ll;.‘:lllere is one ql%estion I want to ask, and it is more for information. Can
Al 1us, Mr. ‘Irwm, or Mr. Labarge, why the apphgatlorf of subsection 2 in
e extending the definition of a manufacturer is being confined to the
anufacture of cosmetics or pharmaceuticals?

i;nator CRERAR: That is really a good question.
r. LABARGE: That is a honey of a question.

Well, it is felt that this field of cosmetics and pharmaceuticals was by far

the il
i mic:: it striking, and there was a specific recommendation of the sales tax
mmittee that we do something about this.

Senator CROLL: What is the sales tax committee?

Mr. LABARGE: The sales tax committee was appointed in 1955 by the

Mm;iz:: 9of2Finance: at that time. It was an independent committee. It was
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appointed following representations of the Canadian Tax Foundation and on
it were men of very high calibre, Mr. Raymond Dupuis, of Montreal, Mr. Ken
Carter, of McDonald, Currie and Company, and Mr. A. E. McGillvray.

As I said, it is an independent body. They held many hearings and on
this specific point they did bring out pharmaceuticals and cosmetics as being
the most important ones. From our point of view we think there are two
things occurring here: (1) There will be an adjustment in what was the great-
est case of irritation, shall we say, and there will also be a period of experience
given to the department, and if there are other outstanding similar cases they
will be dealt with later. I can think of one now, ink.

The CHAIRMAN: I can think of one too, tires.

Senator BRUNT: That must be a client of yours.

Senator BurcHILL: Does this change in the act come as a recommendation
from that committee that you mentioned?

Mr. LABARGE: Yes.

Senator CrorLL: In other words, what you are saying is that there will
be more of this coming in other days?

Mr. LaBArGe: I would hesitate to make that statement, Senator Croll.

The CHAIRMAN: You did say whether, “for good or bad”.

Before we pass to the next section we had an amendment proposed by
Senator Pouliot.

Senator CampBELL: Before putting the question on that amendment, Mr.
Chairman, may I ask whether there is anyone from the manufacturers or
other people who have asked to be heard on this occasion.

The CHAIRMAN: Not before this committee.

Senator ' McDonaLD (Kings): Mr. Chairman, can we be assured that the
common toilet soap, shaving soap and shaving creams will not be additionally
taxed?

The CHAIRMAN: There is no assurance of that. Shaving soap is taxed
and remains taxed under this definition.

The amendment proposed by Senator Pouliot is that toilet soaps be
excluded from the definition in subclause 1.

Those in favour? Those against?

I declare the amendment lost.

Shall the section carry in the form in which it is?

Hon. SExaTors: Carried.
The CHAIRMAN: Subsections 1 and 2 of section 1 have carried?

Some SENATORS: Carried.

The CHAIRMAN: Subsection 3 of section 1 deals with the definition of
pharmaceuticals. Are there any questions on that subsection?

Some SEnNATORS: Carried.

The CuAlRMAN: Now we come to Part II, which deals with export duty
on electricity. May I suggest that the departmental representatives give us a
brief explanation as to what is the purpose of these several sections, and then
we will hear the representations from industry. We have a number of briefs,
and the people who submitted them are represented here. I would ask Mr.
Irwin to state the purpose.

" Senator MACDONALD: I hope the explanation will not only be brief, but
that it will be clear, Mr. Chairman, because this is too complex for a lot of us.

Mr. IRwIN: Mr. Chairman, first, the purpose of this amendment is, I think,
clear, in that it is simply to place under this act a tax which has for a number
of years been imposed under the authority of the Exportation of Power and

i )
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Fluids and Importation of Gas Act. That act, with its long title, gives authority
under order in council to impose a tax on the export of electricity. This amend-
ment merely transfers that power to the Excise Act, and removes the provision
with respect to the imposition of rates by order in council, and fixes the rate
by statute. The rate provided by this amendment is the same rate as that
which has been imposed under the Exportation of Power and Fluids and
Importation of Gas Act.

Senator CroLL: It has not been changed since 19557

Mr. Irwin: The rate has not been changed for a number of years.

Senator MacpoNALD: Could we have the reason for the change?

The CHAIRMAN: The reason for transferring it from one statute to another?

Senator MACDONALD: Yes.

Mr. IrwiN: I understand the reason is that it is proposed to repeal the
Exportation of Power and Fluids and Importation of Gas Act, since it will pass
out of the picture with the new Energy Board.

Mr. LABARGE: There is another point of principle. I think the export and
control of electricity 'is not normally thought of as a taxing statute. It was
imposed in a statute which has purposes other than tax. I believe the Minister
9f Finance feels that the tax should be in a taxing statute, particularly where
}t can have a bearing on the revenue; and since there is revenue, why should
it not go to the Revenue Department?

Senator CroLL: There is even more to it than that. It is the opposition
to Government by order in council rather than by statute. If a change is
Proposed, it must be done by Parliament, which is a good practice and one
that has been advocated for many years, and I hope you people will support it.

Senator McKEEN: Mr. Chairman, I think this matter was put under the
Other act originally as a matter of control, in an effort to discourage the export
of power from this country. The new Energy Board will have direct control,
not by taxation but by permit. I think with the coming into being of the
Energy Board, it will solidify something that may be desirable to do otherwise,
and the Government will not be able to make any change unless it is done
When Parliament is in session, by way of amendment to the statute.

_Mr. LaBarRGe: I am not sure, senator—perhaps the people from industry
Will know—but it seems to me the permit system did operate as a control.

The CHAIRMAN: The question of control is provided for in the present

statute—

Senator McKEeN: I know that.

The CHAIRMAN:—by the licensing, and by requirements that have to be
et in order to get a license. So, the tax feature is separate and distinct from
e license.
Mr. IRwiN: May I point out that the Minister of Finance regards this as
a revenue-producing tax, and, as Mr. Labarge has said, it was felt that it should
€ put in a taxing statute.
Senator BRuNT: Mr. Irwin, no matter what situation arises, if this bill
Passes in its present form you will not be able to make any change in the rate
of duty unless Parliament is sitting and an amendment is passed? That is the

Situation, no matter what emergency arises? Is that correct.

Mr. IRwIN: That is correct.

Senatgr MAcpoNALD: Is there any tax arrangement than can be changed
When Parliament is not sitting?

Tar'ghe CHAIRMAN: Yes: There is a wide range given under the Customs
iff.

21404-9—93
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Senator MAcDONALD: Can the tax be increased?

The CHAIRMAN: It can go down, and that is what industry is mainly con-
cerned with.

Senator MacpoNALD: The rate can go down.

Senator CROLL: As a matter of fact, if an emergency arises and it becomes
necessary to change the rate under the statute, if the Government wants to
meet that situation it can do it by saying as of a certain date we will change
the rate and have Parliament ratify it. But that ratification is by Parliament.

Senator MacpoNALD: The change can be downwards but not upwards.

Senator CroLL: I would presume it would be downward.

The CHAIRMAN: This is not a customs duty. If it comes into the Excise Tax
Act it must be imposed at a rate set out here, without authority in anybody to
change it except Parliament.

Senator MAcpoNALD: Is there any excise tariff than can be increased, except
by Parliament?

The CHAIRMAN: No.

Senator MacponaLp: Then do I understand that under this present act,
Exportation of Power and Fluids and Importation of Gas Act, the rates can be
increased by order in council?

Senator BrRuNT: But this is not an excise tax.

Mr. LAaBARGE: Under the law as it exists in the act from which we have
taken this, there is a maximum set out in the statute,” within which the
Governor in Council can set whatever rate he wants to, upwards or down-
wards.

The CHAIRMAN: A section in the present statute gives the Governor in
Council authority to impose a tax not exceeding $10 per horsepower per annum.
In fact, the rate of duty is the rate which has been provided in this bill.

Senator HucesseN: May I ask a question? You say, Mr. Chairman, that
the rate now proposed to be imposed by section 8 is the rate that is now
charged under the order in council?

The CHAirmAN: That is right.

Senator HucesseN: Can the officials tell us whether there have been many
occasions on which there have been exceptions to that general rate under special
circumstances?

The CHAlRMAN: Mr. Power says “No”.
Senator HugesseEN: How long since it has been imposed?
The CHAIRMAN: 1925.

: Senator HucesseN: So far as you know, there have been no occasions on
which the Governor in Council, by special order in council, has modified the
existing rate?

Mr. Powgr: The rate has been the same since 1925.
Senator Hucessen: Without exception?

Mr. POWER: There was an exception, yes, on a long-term contract. There
was one in the 1907 contract.

S_enator CroLL: Was that taken care of when the 1925 act was passed?
Was it recognized then?

Mr. Power: I don’t know if it was recognized in the act or not, but the
tax was not imposed on one license until 1950.

Senator CroLL: Because of the 1907 agreement?
Mr. POWER: Yes.
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Senator CroLL: Which that recognized?

Mr. PoweR: Yes.

Senator CroLL: So, there wasn’t an exception?

Senator IsNor: Mr. Chairman, may I ask whether this one licence you speak
of is in effect at the present time?

Mr. PoweR: Yes, and they are paying tax at the present time.

Senator IsNor: In what province is that?

Mr. PoweR: In Ontario.

Senator IsNor: I want to ask Mr. Power and Mr. Laberge, Mr. Chairman,
or any one of the witnesses, a question in respect to provincial power com-
missions like the Nova Scotia Power Commission and the New Brunswick
Power Commission. I understand there is likely to be an interchange of power
and energy between the province of New Brunswick and the State of Maine.
Would the province be treated in a similar manner as an individual.

Mr. PoweRr: Yes, they are now.

Senator IsNor: They have made application in connection with the exporta-
tion of— :

Mr. PowEgRr: They have a licence now to export—that is, the New Brunswick
Power Commission.

Senator IsNor: And they are are exporting at the present time?

Mr. PoweR: Yes.

Senator HUGESSEN: At the existing rate.

Mr. Power: That is right.

Senator IsNor: And they have been advised as to the change?

Mr. Powker: There is no change in the tax, senator.

Senator IsNor: Which is right? One says there is, and one says there is not.

Mr. PoweRr: There is no change.

Senator BRUNT: There is a change in how it is done. It is done here by
statute, and it was done previously by Order in Council.

Senator McKEEN: Are we going to hear from the power people themselves?

The CHAIRMAN: Yes, we are going to hear from them now.

Senator Crerar: I would like to make an observation. I support this
Change. I think that Parliament should levy the tax. I agree wholly with the
arguments put forward in that respect—they are based on a sound principle—
but I would like to know just how that jibes with the principle that we give
the Government, or the National Revenue Department, power to fix valuations
for duty purposes, which is a complete variation from this—

The CHAIRMAN: Well, that is an observation.

Senator Crerar: Perhaps Senator Brunt can explain that.

The CHAIRMAN: Let us not get into that. Let us stay with the bill. We

ave representatives of industry here. We have Mr. A. Bruce Robertson, Q.C.,
Who is the Vice-President of British Columbia Electric Company Limited,
W, O Mainwaring, President of the Peace River Power Development Com-
Pany Limited, Mr. C. H. B. Frere, General Solicitor of Consolidated Mining
and Smelting Company of Canada, and Mr. R. C. Anderson, President and
General Manager, West Kootenay Power and Light Company Limited.
& Will whoever of those gentlemen who is going to be th.e -spokesman come
COI‘Ward? We have had a brief submitted by (?onsolidgted Mining and Smelting
Ompany of Canada, and by British Columbia Electric Company Limited and
€ace River Power Development Company Limited. Those briefs have not
yet been distributed, but they will be in a moment.
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We now have before us Mr. Robertson, who is the Vice-President of
British Columbia Electric Company Limited, and Mr. Mainwaring, who is
the President of Peace River Power Development Company Limited. Mr.
Robertson, are you going to make the representations first?

Mr. A. BRuckE ROBERTSON (Vice-President and General Counsel, British
Columbia Electric Limited): If I may, Mr. Chairman, and I will be followed by
Mr. Mainwaring. ¢

Mr. Chairman, the section in which we are particularly interested in Bill
C-47 is section 8 which, as you have already stated, will substitute for the
present tax under the Exportation of Power and Fluids and Importation of
Gas Act now imposed by Order in Council a statutory tax at the same rate
that we have been paying for a number of years. It has always been thought
in the trade that the power to tax was originally given as a means of discourag-
ing the export of electricity at a time when that was very unpopular in the
country. The need for any power to discourage exportation by taxation will
completely disappear if the new National Energy Board bill is passed by
Parliament. That act will provide for the establishment of a national energy
board, and it will prohibit the construction of any international power line—
meaning a line that carries electricity for export—without a certificate granted
by the board, and it will prohibit the operation of an international power line
without a certificate, and it will prohibit the exportation of any electric power
without a certificate. The bill lays down the various things which are to be
considered when applications are made for certificates, and the interest of
the public and the country, generally, is one of those considerations. As I
said, the need for taxation to prohibit export disappears entirely.

It is quite true that the tax has been in force for a number of years, and
all efforts we have made to get the Government to remove it have failed.
There are, however, some new and economic considerations which I want to
bring to the attention of the committee at this time as a reason why the tax
should not be solidified or crystallized in statutory form in place of the form
which has been in effect in the past. Before I get to those reasons I would
like to outline briefly what the interest of the presently operating utilities in
regard to the tax has been.

My own company, the British Columbia Electric Company, generates and
distributes energy in British Columbia, and in the greater Vancouver and
greater Victoria areas particularly, as well as distributing gas and operating
a transit system. We are a member of the Northwest Power Pool of the
United States, which has a grid in Washington, Oregon, and three other of
the states of the union.

Senator Isxor: That is a privately-owned company, is it? :

Mr. Roserrson: The B. C. Electric is a privately-owned company, but the
Northwest Power Pool is an informal group of publicly and privately-owned
utilities. Our physical connection with that pool—

Senator McKeEeN: Is the British Columbia Power' Commission in that pool,
or integrated—

Mr. RoBerTson: Yes, the British Columbia Power Commission is, I
believe, a member of the pool. It is interconnected through our system
with it.

Senator MacponaLp: What is that commission?

Mr. R',OBERTSONt It is a pu.blic.power commission, like the Ontario-Hydro.
Our ‘physical interconnection is with that of the Bonneville Power Adminis-
tration, which is one of the members of the pool, and the reasons which lie
behmd tl}at interconnection, and which .the physical interconnection supports,
are principally, first of all, to guard against emergencies. If there is a break-
down on one system the energy can immediately be supplied from another
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system. It makes possible the sales and purchases of dump energy between
different members of the pool. We, as I mentioned a moment ago, can wheel
power for the British Columbia Power Commission on Vancouver Island to
and from the United States; and also the interconnection can be wused for
something that is called in the trade “storing water”. What ‘“storing water”
means is this, that when one utility has plenty of water and it is spilling over
the dam, and another utility has its reservoirs down low, the first utility
will deliver its excess energy beyond its own needs to the second utility. The
second utility then generates less energy and allows the water in its reservoirs
to rise, and when the second utility’s reservoirs are full or nearly full and
the first utility’s reservoirs are down, the second utility generates excess
energy and returns it to the first utility.

Senator THORVALDSON: Mr. Robertson, is that caused by seasonal changes,
weather conditions, and so on?

Mr. RoBERTSON: Two things: weather conditions and different character-
isties. For instance charnacteristics of the weather generally and the run-off
periods in the part of our system to the west of the Coast Range are different
from the characteristics east of the Coast Range.

Senator EULER: Is it international in its nature?

Mr. ROBERTSON: Yes.

Senator BRUNT: Mr. Robertson, is there any exchange of money in a trans-
action such as that? .

Mr. RoBERTSON: Ordinarily in the case of storing water of that kind there
is no exchange of money. Also, the operation ordinarily is something that
occurs only in one season, that is a twelve-month power period running from
mid-summer to mid-summer.

Senator MacpoNALD: I suppose each utility puts in an account to the other
and over the year they approximately balance, is that correct?

Mr. RoBeErTsON: That is right. Within the season the utility which has
borrowed, as it were, returns the power to the other utility and the thing
usually balances out. There is a provision for payment if one utility is unable
to return within the year what it has borrowed, but normally that is not
invoked.

Senator MacpoNALD: It is a straight business transaction?
Mr. RoBERTSON: Yes. It is a loan without any money being exchanged.

Senator WaLL: Mr. Robertson, if there is this interchange of power from
Canada to the United States and vice versa, does the United States impose any
tax on the power coming to Canada?

Mr. ROBERTSON: No.

Senator WALL: None at all?

Mr. ROBERTSON: No.

Senator WaLL: We are the only ones guilty of that now?

Mr. RoBERTSON: Yes. I would like to know if anybody else in the industry
would contradict me on this. I think I am right.

Senator CroLL: What you are saying is that in the storing of the water
you have an annual account rather than a monthly one?

Mr. ROBERTSON: Yes.
The CHAIRMAN: And they do it by physical borrowing and repayment.
Senator CroLL: They trust each other for 12 months.

Senator REID: You have just stated that no money passes. Are you taxed
when the electricity passes?
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Mr. RoBERTSON: Yes. That is one of the things that makes the tax so
distasteful, that although no money of any kind passes we have to pay a tax
of three-tenths of a mill for each kilowatt hour that goes out of Canada.

Senator CroLL: You have now said no money passes. No money is passing
because of a private arrangement that you have, but in the ordinary sense
certain credits and debits are passing.

Mr. RoBerTsoN: Credits and debits/are passing in kilowatt hours.

Senator CroLL: Yes, but when you use the term money you mean you are
not paying on the nail at that particular time but you do charge them for it
and get paid at a later time.

Mr. ROBERTSON: No, no.
Senator CroLL: Then let us get that straight.

Mr. RoBERTSON: If I lend this book here to Mr. Mainwaring and he returns
it to me later on, no money passes between us. I give him a book and he
gives me back a book.

Senator CroLL: Yes, but if four pages are gone out of the book, then
he pays you for the four pages that he did not return.

Mr. ROBERTSON: Yes, if he did not return them.

The CHAIRMAN: It is like borrowing a bowl of sugar from your neighbour.
You take a bowl of sugar back.

Senator KINLEY: What do you do with what you get? You make a profit
from it.

Mr. RoBerTsON: No, we just balance out.
Senator KINLEY: You borrow from him and you use it.

Mr. RoBERTSON: Then we return a corresponding amount of power to
him and the net result is we have nothing.

Senator McKEEN: What is the main purpose of making this exchange?

Mr. RoBeErRTSON: The main purpose is to help out an area at a time when
it is less fortunate in its rainfall or run-off than another area which has
an excess of water.

Senator McKEeN: You cannot store the electricity and if you let this
water go then it is gone. What you do is to try and save that electricity by
using it, by lending it?

Mr. RoBerTSON: That is right.

Senator McKEEN: So it is an economic gain.

Senator Harg: I understand you are asking us to strike out a taxing provi-
sion in the statute.

Senator BRuNT: He has not done so yet.

Senator Haig: That is what you are coming to. You are asking us to strike
out one of the taxing provision. Don’t you think that you should have asked
the Government first to strike it out? Don’t you think the House of Commons
should have been asked to strike it out?

Mr. RoBerTSON: Yes, I think that would have been the better thing, but—

Senator Harg: That is the usual procedure.

The CHATRMAN: Let him make his answer. ,

Mr. RoBerTson: We have peen making representations over the years
to the department concerned without any success. We did not know of this

proposal to crystalize the thing in a statutory form until after it passed the
House of Commons. This bill did not reach us in Vancouver until it passed,
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so we had no opportunity to make representations before the House of Commons
at the stage you have mentioned. I quite agree that, had we known the intention,
we certainly would have made such representations.

Senator HUGESSEN: I do not imagine this bill went to a standing committee
in the House of Commons anyway.

The CHAIRMAN: No.

Senator HUGESSEN: So they could not have offered an amendment there.

Senator MAcpoNALD: There has been time to do something about it since
the budget was brought down in April, and the bill passed the House of
Commons a week ago. :

Senator BRUNT: On May 19.

Senator MACDONALD: So there has been quite a considerable time in which
representations could have been made to the Government if not to a committee.

Senator BRUNT: The bill was never referred to committee.

Senator MACDONALD: Representations could have been made to the
Government.

The CHAIRMAN: The point is that this group asked for the privilege of
coming before this committee and we are according it that privilege.

Senator HArG: Perhaps I am the only one who is complaining but I think
you are putting us in an awkward position. You say that some time ago you
consulted the Government and they refused to do certain things and they
brought in legislation but you did not appear. You say, “We didn’t know about
it,” although you had two or three months to learn about it. I don’t think you
should come and ask us to interfere with a revenue matter. The House of
Commons deals with that.

The CHAIRMAN: It is not interfering with revenue.

Senator REID: Let the witness make his case.

The CHAIRMAN: Yes. Go ahead, Mr. Robertson.

Senator CAMPBELL: Could we let the witness proceed and make his presen-
tation? He has a very good brief here and we have only heard part of it.

The CHAIRMAN: Yes. It is not a long presentation and I think the committee
would rather hear him and then ask questions affer.

Some hon. SENATORS: Yes.

Mr. ROBERTSON: Mr. Chairman, our objection to the utilization of the legis-
lation in this form, or the tax in this form, is on two grounds. One, is a general
matter of principle; and, secondly, on a question of detail. I am going to speak
first on the question of detail.

The tax on utilities, such as the B.C. Electric, which has long been in opera-
tion, amounts to a very substantial sum. In the past ten years it has amounted
to seven per cent of the gross revenue that we have derived through éxport
sales. In addition to that, as I have already indicated, the tax is payable on
stored water, either when the electricity is first sent out or, if we are the storers,
when we return it to the other people, even though no money passes. Third,
the tax has a very peculiar incidence in this respect. When two systems are
physically interconnected, at times when there is no intentional or scheduled
transmission of energy in either direction and the system is doing what is called
“floating”, then there are surges of electricity back and forward across the inter-
connecting point, which in this case is the international boundary, all the time
as load comes on one system and the pressure drops there, and a bit comes
through, and it goes back again.

Just as a matter of interest, there is a chart of nine hours on May 1st.
There are fluctuations, 20, 30, 40, in each direction every hour. The ones above
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the line are export, the ones below, import. Over the year the whole thing equals
itself out, so that there is no net export or import. However, the meters are
ratchetted so that they will record only the outgoing quantities, and the result to
us is that we pay a tax on every kilowatt hour that goes out even though it
may have come back ten minutes later and there is no net export at all.

Senator MACDONALD: From the same source?
Mr. ROBERTSON: Yes, on the same interconnection.
Senator MAcCDONALD: - But the power comes back by a different source?

Mr. ROBERTSON: It goes back on the line on which it went out.

Now, that does not bulk very large. It costs us on an average about $300
a month for something for which we have no power exported or imported at
all. I am told that the cost to one of the public utilities in Canada is $4,000 a
month, merely by the fact that the two systems are interconnected. That is
one of the details we don’t like in having this put in statutory form.

Now I come to the larger question which relates to the Peace River Power
Development Company. That is a compartively new company, which at the
cost of several millions of dollars is busy investigating the power potentials of
the Peace River. Under an agreement with the province of British Columbia
the company must file by the end of this year with the provincial Govern-
ment a report showing whether or not the development of the Peace River
for hydro-electric purposes is economically feasible. In its calculations the
company will of course have to include any tax which it will have to pay on
the export of energy. Now, the development will be a very large one. The two
initial dam sites which are being considered will ultimately produce about
3 million kilowatts; and there are other dam sites downstream in British Col-
umbia alone which can produce an additional one million kilowatts. The first
production, if the scheme goes ahead, will be in about 1966. In order to make
it economical it will be necessary that the initial generating units to be installed
be of a capacity of 500,000 kilowatts or more. You could not justify the cost
of the dam and the cost of the transmission line without putting in at least
500,000 kilowatts of capacity at the very start and selling that amount of energy.
The principal Canadian customers for the Peace River Power energy will be
the B.C. Electric and the British Columbia Power Commission. But by 1966
they will not be in a position to absorb or digest the whole of that 500,000
kilowatts from the start; their annual increase, the aggregate of the two, will
be considerably less than that. Therefore, Peace River Power has to look else-
where for a customer to buy that energy. Now, forecasts made in the United
States show that in about the same year, 1966, there is going to be a shortage
of hydro-generated energy in the Pacific Northwest, and that will afford a
natural market for the excess power from Peace River which will not be
required for domestic purposes, and it will of course be sold, that excess power,
only subject to recapture for Canadian purposes when it is required for domestic
uses. That is a matter that will be taken care of under the National Energy
Board Act. It is quite possible that at that time, 1966, and in the years immedi-
ately following, the States will require more than our surplus out of the 500,000
kilowatts. If they should agree to buy a greater quantity it will mean that
Peace River Power’s initial development or installation will be bigger, and
that will spread the cost of the dam and transmission line over a greater number
of kilowatt hours and bring down this cost of production generally, and that
of course will redound to the benefit of Canadian consumers, because as the
price is lowered in that way Canadians will get just as much advantage out of
it as the Americans. The same considerations are true of subsequent instal-
lations. As it becomes necessary to increase from the 500,000 kilowatts to the
ultimate 3 million kilowatts this energy will have to be added in big chunks,
and cannot be absorbed in one or two, perhaps three years by the local utilities.
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Now, that means that the sale of energy for export is a very important part of
this project. The tax, if it is in force in respect of the energy which is exported,
will represent a very substantial part of the revenue the company will get.
I cannot tell you what the price of the energy will be because the investigations
have not reached the point where that can be stated, but I can give you some
examples of prices at which electricity is sold in Canada now, partly for export
and partly locally, and you can get an idea of the selling price. In 1957 the
Ontario Hydro Electric Commission, on sales to companies under direct contract
—and some of that energy was hydro and some thermal generated—the price
averaged 4.6 mills per kilowatt hour. In the same year, Hydro Quebec’s sales
for export to the United States averaged a price of 1.61 mills. The B.C.
Electric is selling now to some industrial customers at an average of 3.6 mills.
The Bonneville Power administration in the United States is selling to dis-
tributors very large blocks of energy at 2.5 mills. So that one can safely assume
that the price at which Peace River Power will be able to sell for export or
domestically will be somewhere in the range of 5 mills, and will not be able to
go much over that.

Now, a tax of three one-hundredths of one cent per kilowatt hour, does
not sound very much but when you turn that into three-tenths of a mill it is
the equivalent of a tax of 6 per cent on 5 mills, so that you can readily see
that this tax can represent 6 per cent of the gross revenue that the company
can hope to get out of its exports.

Now, 6 per cent of your gross revenue going in an expense of that kind
can be something that can make the entire project unfeasible. If you put
it in other terms, it represents an earning capacity of many millions of dollars.
I won’t try to determine it because we are dealing with an unknown quantity
in this tax.

Now, while this can have an effect on the sales for export it can have
another effect, and a very important effect on the question of storage. I told
you that the usual practice is that storage transactions are completed within
one season, that is to say the energy that is lent is returned in the same year.
The Peace River power project plans a development of a tremendous reservoir
in the Rocky Mountain trench, a reservoir that is going to take anywhere
from six to twenty years to fill up, and its storage position will be entirely
different from that of any other utility we know of. It has been estimated that
the storage will be about 15 million acre-feet if a storage dam is built at
Mica Creek on the Columbia River. The storage potential of the Peace River
power reservoir will be about 100 million acre-feet, nearly seven times as
large. That means Peace River Power will be able to give to the Americans
something that I have seen referred to as ‘“cold storage”, that is to say, Peace
River power will be able to take energy from the United States when they
have a surplus and—instead of returning it within the year—will be able to
hold it for a number of years, say five years or even as much as seven years,
and then return it at the later period.

Now, that is going to involve something that we do not have in the
ordinary transaction and that is a money payment, and the calculations which
are presently being made both in the United States and in Canada are using
a figure not yet officially settled upon of one mill per kilowatt hour as a
charge for storage. Now, if the tax is 3/10 of a mill per kilowatt hour, that
means that 30 per cent of the gross revenue derivable from this storage transac-
tion would go in tax; and that, too, could have a most serious effect upon the
feasibility of the entire project. :

So far I have been talking in terms of Peace River alone, but almost
everything that I have said can apply equally to the Columbia River.
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If the Columbia River is developed—and it is hoped it will be—it is
altogether probable that, in order to make it economically feasible, the
developers will have to sell some of their energy in the initial stages to the
United States: and there again the imposition of this export tax may be
what makes all the difference between a project that can be financed reason-
ably and one that connot be financed reasonably. And incidentally, I have
not mentioned ‘finance, but of course one of the most, important things in
putting a project like the Peace River together is the raising of the tremendous
sums of money that will be required, and an item like this tax, which must
appear in the forecast, is something that could be very frightening to the people
who have to find the money.

Speaking of the Columbia, T would like to give you a little more informa-
tion. It is hoped that the development of the two rivers, the Peace and the
Columbia, can to a very considerable extent be co-ordinated, so that we can
take advantage of the characteristics in both rivers which complement one
another—seasonal flows in the Peace which do not correspond with the seasonal
flows in the Columbia promoting the same types of interchange and storage
that I have mentioned previously.

There are going to be three developments if these things proceed together.
There is going to be the Canadian development on the upper Columbia, the
American development on the lower Columbia, and the development of the
Peace, and there presents itself a wonderful opportunity to develop all three so
as to get the greatest benefits out of the water powers in the Pacific coast
provinces and states; and it is my submission that everything should be done
to encourage this development and nothing should be done to discourage it.

Now, I come back to my question of principle. Surplus hydro energy is
an ideal subject for export. It does not deplete our resources in any way.
Water that is not used to generate surplus energy goes down the river to the
sea and is lost forever. Exported energy can produce large sums in United
States dollars and those sums can be a very important factor in the balance
of trade between the two countries.

Yet, for some strange reason, for a number of years electric power has been
singled out as the one resource commodity, at least the only one I have been
able to learn of, that has been chosen for tax purposes. Taxes are not put
on the lumber we export or the oil we are sending out of the country, or our
canned salmon, on zine, or natural gas, or other things that we are anxious
to export. We are an exporting nation, and electric power is an ideal subject
to export because it depletes nothing, but it will be made more difficult to
export by the imposition of an export tax, and I expect for the reason that I
have mentioned that all the control of exports I have not been able to imagine.

Now, the answer to that may be, “Well, that is true enough, but we are
getting this revenue now and we do not want to lose it.” Well, I think there
are two replies to make to that, and the first is, here is an unsound tax which
is now up for consideration in Parliament, and now is a time when we have
an opportunity to look at it, to correct an unsound situation. The second
ground of reply is that there are entirely new circumstances now which have
not esxisted before, and that is the proposed development of the Peace and
Columbia' Rivers.

‘And it is my submission that the economic circumstances arising out of
those projects must outweigh or should outweigh any desire not to lose a bit
of revenue which has been enjoyed in the past. Quite apart from the effect
on the companies themselves, if this project goes ahead, or if the Peace River
power project goes ahead, there will be tremendous expenditures on capital
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goods of all kinds, on labour, for much labour will be used, and the income
which will result will be taxable and should produce very much- more than
these export taxes will produce.

My submission to the committee therefore is that section 2 of the bill,
which enacts Part II of the Excise Tax Act, should not be passed.

The effect of that will be to leave matters where they stand today; that is,
that there is now a tax imposed under the Exportation of Power and Fluids
and Importation of Gas Act, which has stood for many years, regulation; and
that, if the tax is allowed to stand in that form, the Government will be in a
position, after it has had an opportunity to consider these various things which
I have brought forward, to give any relief which it thinks it should give because
of these situations in the Columbia River and the Peace River.

That, Mr. Chairman, completes what I have to say. I will be glad to answer
any questions.

Senator CroLL: What revenue do we receive under this legislation?

Mr. ROBERTSON: About $1 million a year, I am told.

Senator CrorLL: Overall?

Mr. ROBERTSON: Yes.

Senator MacpoNALD: What does that revenue represent?

Mr. RoBERTSON: The revenue from export tax on electricity.

Senator CRERAR: I'would like to ask the witness a few questions.

This pooling arrangement that you speak of as between the Northwestern
States and the coast of British Columbia, that is a voluntary arrangement?

Mr. ROBERTSON: Yes.

Senator CRERAR: Has that international sanction?

Mr. RoBERTSON: There is no treaty, but the Bonneville Power Administra-
tion, before they install factilities to make a connection, had under the American
law, to get what is called a presidential permit, and that is attached to the
contract we have for the maintenance of this interconnection. We on our part,
before we could build that, had to apply under the Exportation of Power and
Fluids and Importation of Gas Act for a license to cover the construction of
these facilities, and we have to get an annual license.

Senator CRERAR: That is a local arrangement of mutual benefits on both
sides of the boundary.

Mr. ROBERTSON: Yes.

Senator CRERAR: You spoke also of the development on the Peace River,
and you use that as an argument to support your view on this legislation
that there would be made available large quantities of power for export, which
would bring great collateral benefit to the country.

I recall that this question came up some 40 years ago. If my memory serves

me correctly, this present act was passed during the time of the Borden
Government.

Mr. RoBeERTSON: In 1907.

Senator CRERAR: Then it was in Sir Wilfrid’s time. But there was a proposal
to develop power on the Carrier Rapids on the Ottawa River between here and
Montreal. That was made contingent on the consent to export power to the
United States. It was turned down ultimately for the reason that if power was
exported to the United States it was felt it could not be recapured; that is,
industries would develop in the United States based on that power, and that
if any effort were made to recapture it at some later date when it might be
required in Canada, it would bring up international complications which no
one would wish to face. I think there is a very valid point in that.
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At the present time we have vast power resources in British Columbia. I
haven’t any doubt that this development could take place, and you could sell
500,000 or maybe a million kilowatt hours to the United States. But that
envisages a different kind of arrangement from what you have in your present
pooling arrangement on the Pacific coast. This envisages a continuous export
of power, and that could never be recaptured for Canadian use, if it were needed
30, 40 or 50 years hence.

That, to my mind, is the strongest objection there is to the point that you
are advocating.

Mr. RoBERTsON: May I deal with those points, sir?
Senator CRERAR: Yes, certainly.

Mr. RoBERTSON: Historically, a strong fear did grow up around 1907
and subsequent years that power exported to the United States could not be
recaptured. The reason for that was that the power was exported from
Ontario where they had a 25 cycle system, to some communities in the
United States which set up a 25 cycle system for the domestic use of that
power, although the surrounding areas were using a different cycle. Repre-
sentations were made when Canada tried to recapture, that it was going to
result in the ruination of these places which had grown up by reason of this
particular cycle of exported electricity.

That is a condition which I think will not be repeated, because in the
Pacific Northwest everybody is on 60 cycles.

Senator CRERAR: But Mr. Robertson, assuming you can go ahead with
your development, that you get permission from the Energy Board, or the
proper authority, to export 500,000 kilowatt hours to Washington, Idaho or
some other part of the United States, do you think that that power can in the
future ever be recaptured for Canadian needs if such a need were to arise?

Mr. ROBERTSON: Yes, sir.

Senator CrRErRAR: In what way? Would there not have to be an inter-
national treaty?

Mr. RoBerTsoN: No sir. Under section 83: first of all, in our application
for license, the board has to be satisfied that the quantity of power to be
exported does not exceed the surplus remaining after due allowance has
been made for the reasonable, foreseeable requirement for use in Canada.
Under another section the license must state the term for which it may be
granted, and it will not and can not exceed 25 years.

Before the Americans make any capital expenditures in reliance upon
that energy, they will know that the term is limited to the number of years
set out in the license, and they will not take it on the expectation that it will
be for an unlimited period.

Senator CrRerAR: Would that not require something in the nature of an
international treaty?

Mr. RoBerTson: I don’t think so. Let us suppose the Puget Sound Power
and Light Company were to buy from us—

The CuHarRMAN: Just a minute. This is all very interesting, whether in
some future operation an international treaty would be required to do thus
and so, but I do not think, even if the witness expressed an opinion, it would
be of any value for our consideration of this bill.

Senator Crerar: Well, it would have had a very great value 40 years
ago, believe me.

The CuHArrmAN: Not in the consideration of this bill.

Senator CRErAR: Not in regard to this bill, but in regard to the principle
on which the bill is based.

/
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The CHAIRMAN: There is only one point we are considering today, and
that is, as I see it, whether this section in the excise tax amendments shall
or shall not pass. We are not discussing, except in a very broad way, the
question of the value of the export of power, or any of those questions, or
how it should be done. You have a provision for tax in the existing law,
and it is now proposed to incorporate it into the Excise Tax Act and take it
out of the existing law. As I see it, in any decision we make we cannot
express an opinion on whether or not there should be a tax. The only
question before us is: Are we going to pass this section which, under the
Excise Tax Act, imposes a specific rate of duty on the export of power, and
are we going to repeal the section in the existing law which provides another
method of imposing the same tax? ‘

Senator MacDoNALD: Mr. Chairman, the witness gave his reason for not
passing the law, and the reason was that they expect to export a great deal
of power to the United States in the future. That is the premise on which
he submitted his argument. Now Senator Crerar asks: Well, are you allowed
to? We want to be satisfied that there is a possibility of the exportation of
power to the United States. Senator Crerar said you would have to have a
treaty.

The CHAIRMAN: What I am saying is this, that any thing this witness said
directed to the question of whether or not there should be a tax was completely
beside the question which is before us. But, he had come here to make his
presentation and I thought he should present it, but it is not a part of our
consideration. We are not to determine whether or not there should be a tax.
Parliament has a tax in force at the present time. Our only function is to decide
whether we are going to permit the transfer of it from one statute to another
statute.

Senator CRERAR: With all due respect to you, Mr. Chairman, you are putting
too narrow an interpretation on this.

The CHAIRMAN: Well, I am in the hands of the committee.

Senator CRERAR: I am opposed to this change because I think it is much
better to leave it under the existing legislation.

Senator BRUNT: Hear, hear.

Senator CRERAR: Then you have a better chance of reviewing all the con-
ditions that arise. I think, definitely, we are justified in considering the possible
consequences that might flow from this in the future.

Senator LEoNARD: Might I ask Mr. Robertson what the situation is with
respect to endeavouring to pass on this tax to the buyer in the United States?

Mr. ROBERTSON: We cannot get anywhere on that, senator. If the buyer
would pay more we would take his money ourselves.

Senator LEONARD: If the tax comes off—this is just an hypothesis—your
price still remains the same?

Mr. ROBERTSON: Yes, that is right. We can get no more than what the
Americans are prepared to pay for it.

Senator LEONARD: Thank you.

Senator LAMBERT: Referring to the point that Senator Crerar made, or
raised, would the adoption of this part in this bill prejudice, to a certain extent,
at least, the case which the witness is trying to present to this committee? Per-
sonally, I think that the point he has been clearly making here is that it will
interfere with the potential exchange of trade between these two countries,
and I would be somewhat concerned about the prejudicial effect now in that
connection if this part were included in this bill. For that reason I think it
should be considered apart from it.
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Senator CROLL: My only observation, in regard to Senator Crerar’s saying
he would rather leave it as it is, is that the present act—and it may be the
Exportation of Power and Fluids and Importation of Gas Act—is being repealed
except section 4.

Mr. ROBERTSON: Yes, and that is the section.

Senator CAMPBELL: Mr. Robertson, Senator Leonard asked if you were able
to pass on these charges. What would be the total tax so far as the British
Columbia Electric Company is concerned?

Mr. ROBERTSON: It varies very much.

Senator CaAmPBELL: In dollars?

Mr. ROBERTSON: We have not done any substantial exporting since 1953.
The only figure I have on that is that in November, 1953 we paid $16,100.

Senator CAMPBELL: I understand that Ontario pays about 95 to 99 per cent
of this tax of $1 million. Is that so?

Mr. RoBerTsON: I have not the figures, but I know that Quebec pays a
substantial tax. I do not know how it compares with Ontario.

Senator CAMPBELL: Your amount of $16,000 is really negligible.
Mr. RoBerTSON: That was a month.
The CHAIRMAN: 1f there are no other questions—

Senator HUuGESSEN: Might I ask the witness a question, Mr. Chairman? In
regard to the first matter he presented he rather surprised me when he talked
about the fact of there being an intercommunication across the border by means
of a line which resulted in surges of power back and forth between the two
countries. I suppose you might liken it to two tides which are side by side, and
the power flows from one side to the other, and vice versa. He said that when
that happens—when there is a surge from Canada to the United States—the
power that goes out, even though it comes back 10 minutes or an hour later, is
considered to be exported from Canada, and they pay the tax on it.

The CHAIRMAN: That is right.

Senator HUGESSEN: I wonder if that is really an export of power within
the meaning of this section that we have before us. I would have thought that
a person who exported electric power must have performed some sort of positive
action. I am wondering if that situation about which he complains could not
be cured by the Governor General in Council under section 9 saying that it is
not really export at all, but a surge back and forth. Can you get some help from
that if we pass sections 8 and 9?

Mr. RoBerTsoN: Well, sir, we have made representations and complaints
over the years in correspondence with Mr. Power’s branch. Their answer has
been that they have had rulings from the Department of Justice that these
are exports within the meaning of the act, and that they are going to collect
taxes from us.

Senator HucesseN: That is a rather strained interpretation of the act.
Mr. RoBerTsoN: We have urged exactly what you have suggested, but it
has not prevailed with the department.

The CHAIRMAN: Mr. Mainwaring is here. Have you anything to add,
Mr. Mainwaring?

-Mr. W. C. MAINWARING (President, Peace River Power Development Com-
pany Limited): Yes, Mr. Chairman and gentlemen. First of all, I would like to
endorse everything that Mr. Robertson has said to you in so far as my company
—that is, the Peace River Power Development Company Limited—is concerned.

This is a new company which was organized for the purpose of, first of all,
investigating the vast power resources of the Peace River, which is one of the
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greatest power rivers of the world, and ascertaining whether or not it is feasible
in the northern part of British Columbia to harness this river, create a lake
some 250 miles long, and store the tremendous amount of water which, as
Mr. Robertson mentioned, is in excess of 100 million acre-feet. There is not
a storage basin like that anywhere in North America. If the result of our
studies satisfies us that it is feasible, then we intend to proceed with the
immediate development of that river. During the fall and winter of 1956
through all of 1957 and 1958, and now through 1959, we have had an army
of engineers and economists whe, compiling this report which, by agreement
with the provincial Government of British Columbia, we must file with them
on or before December 31 of this year. It will surprise you when I tell you
that this feasibility and engineering report, when we complete it by the end
of this year, will cost us $5,300,000. We are well advanced with our studies
and we will make a report on time. If the report is satisfactory, and we have
every reason to believe at the present time that it will be, we will be able to
show that this is an economical project. We will have to proceed with our
initial financing in the early part of next year, 1960. Our initial financing will
be an amount between $400 million and $500 million. Our first development
will be approximately 500,000 kilowatts. ;

As Mr. Robertson mentioned, this river at the one point we are going to
develop first has a potential of 3 million kilowatts, and it is expected that all
of that will be developed over a period of 10 years. It is expected that the
total cost of this development when we have harnessed these 3 million kilowatts,
or if you would prefer me to state it in horsepower, 4 million horsepower,—
that when we have developed all of that power and built the necessary trans-
mission lines to the lower mainland area of British Columbia, will represent
an investment of approximately $1 billion. It is hardly necessary to tell you
what that will do in the way of employment in that north country.

During the heaviest years of our construction we will be employing some
5,000 people. We are opening up a new frontier. We are opening up completely
new forestry resources, and what appears to be a country tremendously rich
in mineral resources. The tax which is in existence at the present time is
something that is causing us great concern, and we would naturally have
approached the Government to eliminate the tax on the amount of the power
that we found it necessary to export to make our project feasible.

We are thinking in terms of an export rate for this energy at the border
of approximately 5 mills, and this means that we would have to pay, at the
rate of taxation provided, a tax of 6 per cent. I am not going to say that
it would kill our project but I can tell you that it could have a very serious
effect on our being able to finance it at all.

Senator ASELTINE: Yes, but we are not dealing with the doing away of
this tax now.

Mr. MAINWARING: I appreciate that.

The CHAIRMAN: These witnesses have come a long distance and I think
we should hear them. It is not taking very long.

Mr. MAINWARING: I was just going to answer part of Senator Crerar’s
previous question. I was going to follow up and say that if the tax remains
in its present status we can approach the Government of Canada and we can
show them that this tax would have a serious effect on our being able to go
ahead with this project, but if it becomes statutory as it would if it goes
into the Excise Tax Act, then it would only be by an act of Parliament that
we could ever get it changed. If it remains in its present state we are in
a position to deal with it. We are in an extremely poor position to deal with
it when it becomes statutory.

21404-9—3
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Senator MAcCDONALD: You could deal with the Government a lot easier
than you could deal with Parliament, in other words?

Mr. MAINWARING: Correct. I would like to make this very important point.
Mr. Robertson points out to me that the time factor is the thing that is con-
cerning Peace River Power. We must be able to show financial ability in
connection with this project in our report that we have to file before the end
of this year. If this becomes statutory we could not possibly deal with it until
the next session of Parliament. If it remains as it is we are in a position at
any time to place our economic status before the Government and show
them whether this tax would be responsible for preventing us from doing
our financing and going ahead with the project.

I have been in this business, gentlemen, since 1911. I have been in the
utility business continually since that time, and I think the important thing
here is that the conditions—and I think we can show this to the Government—
that existed years ago when it was necessary to impose this tax in eastern
Canada, are completely different to the conditions that exist now in western
Canada, in British Columbia, where we are proposing to develop two of the
biggest power projects in the world, and where we know we cannot proceed
with those projects unless we do export in the earlier stages of development
a substantial amount of power.

The distances are great and the two situations are so different that I think
we can convince the Government they would be justified in eliminating this
tax on the power we have to export. I would point out that only the power
that is surplus to Canada is going to be exported and it will bring us millions
of dollars.

A gentleman over here asked Mr. Robertson how much tax the B.C. Electric
paid. It has been infinitesimal compared to the total amount or roughly
$1 million the Government has collected, but it would be disastrous to a project
like Peace River Power where in the earlier stages a considerable proportion
of our energy would have to be exported.

Senator EULER: Do you share the fear that Senator Crerar has expressed,
that you could not recapture the power?

Mr. MAINWARING: No, I have no fear in that regard whatsoever, for I am
satisfied that the contracts will have to be approved by the new National
Energy Board where they first have to satisfy themselves that the power is
surplus, and they insist on a date just exactly as exists in the case of the West
Coast Transmission Agreement to sell power in the United States. It is for
a fixed number of years.

The CHAIRMAN: That is for gas.
Senator EULER: It is a contract that terminates?

Mr. MAINWARING: Yes, these contracts under the National Energy Board
will have a termination date. There is another feature which relieves me
of too much concern, and that is that the United States utilities know that in
the next 10 to 25 years they have to provide large sources of thermal power
because all hydro energy will be in service. They are planning now for large
thermal plants for the future which will use oil or possibly coal or nuclear
power for generating electricity. So they have other sources of power they can
use to generate electricity. So I personally have no concern over being able
to limit these contracts. I would be glad to answer any questions, and I do
appreciate the hearing we have had. 3 ;

.The CHAIRMAN: I am going to suggest that as it is now 12.45 we adjourn
until 2 o’clock and resume our deliberations at that time.

The committee thereupon adjourned until 2 p.m.
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—Upon resuming at 2.10 p.m.

The CuHAIRMAN: I will call the meeting to order. We resume the hearing
of Bill C-47, to amend the Excise Tax Act. We have several additional witnesses
to be heard: Mr. C. H. B. Frere, General Solicitor, The Consolidated Mining and
Smelting Company of Canada Limited, and Mr. R. C. Anderson, President and
General Manager of the West Kootenay Power and Light Company, Limited.

Senator CroLL: Now that you are making those provisions, Mr. Chairman,
may I make a request that you call Mr. Lorne McDonald of the Ontario Hydro?

The CHAIRMAN: Oh, yes, I have noted him, and also Mr. Lemieux, of the
Quebec Hydro. Mr. Frere?

Mr. C. H. B. FrRere (General Solicitor, The Consolidated Mining and Smelt-
ing Company of Canada Limited): Mr. Chairman, since the committee did not
seem disposed this morning to delete section 2 of Bill C-47, we have had to
depart from our written text.

I should mention first that the West Kootenay Power and Light Company
Limited, of which Mr. Anderson is president and general manager, is a sub-
sidiary of the Consolidated Company, which operates our company’s power
plants on the Kootenay and Pend-d’Oreille Rivers. The West Kootenay Power
and Light Company, Limited, operates those plants as an agent of the Con-
solidated company.

In principle, our submission is largely a repetition of what—

Senator LEONARD: * Mr. Chairman, is the witness under the impression that
we have decided not to delete section 2 of the bill?

Mr. FrRere: That was my impression this morning.

Senator LEoNARD: Is that correct, Mr. Chairman?

The CHAIRMAN: I do not think we could say that.

Senator LEONARD: I would not like the witness to proceed on that basxs

The CHAIRMAN: I think you should proceed on the basis, Mr. Frere, that
we have not made any decision one way or the other with respect to that
section.

Senator ASeELTINE: We certainly have not.

Senator MAcpONALD: On the other hand, I do not think the witness should
assume that we are going to.

Senator BrRunT: He has not.

The CHAIRMAN: He is entitled to make his presentation in whatever
form he likes. If he feels that he has to buck an obstacle he can approach it
from that point of view. If, on the other hand, he feels it is smooth sailing, he
can approach it from that point of view. The risk is his, no matter how he
presents it.

Senator MacpoNaALD: We want to hear both sides of the question before
making up our minds; we are here with open minds.

Senator GoLDING: Give your evidence on the merits of the case; never mind
anything else.

Mr. FrRere: I think you probably know that our company operates mining
properties throughout the various parts of Canada and is actively engaged in
mining exploration throughout the Dominion. We own chemical and fertilizer
plants in Calgary, Alberta, and Trail, British Columbia, and a non-ferrous
smelter and refineries at Trail. This year the company will start.construction
of an iron smelter at Kimberley in British Columbia. All of these plants,
smelters and refineries are heavy users of electricity.

The company owns four plants on the Kootenay river and one power plant
on the Pend-d’Oreille River, in British Columbia. The West Kootenay Power
and Light Company, Limited, which as I mentioned, is a subsidiary, also operates
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a plant on the Kootenay River for the sale of electric power to the public.
The total generator capacity of these four plants on the Kootenay River is
approximately 300,000 kilowatts, and on the Pend-d’Oreille River, at Waneta
we have an installed capacity of 180,000 kilowatts; and as Mr. Anderson will
explain, there are settings for two generators which, if we had the water, would
be able to produce an additional 180,000 kilowatts of power.

The company also has a power site on the Pend-d’Oreille River, known as
the “Seven-Mile” site, which has not yet been developed, but has been under
engineering investigation. The potential output of the site is 360,000 kilowatts.

Storage water for the regulation of the power plants in the Kootenay River
is maintained in Kootenay Lake, in British Columbia, from August to April,
after the high water of the spring and early summer. The Waneta plant on
the Pend-d’Oreille River, is a run-of-the-river plant, whose water supplies
varies with storage regulation upstream in the United States.

The company produces and consumes annually more than 2 billion kilowatt
hours of electrical energy in the operation of its mines at Kimberley, Bluebell
and Salmo, of its smelters and refineries at Trail, and of its chemical fertilizer
plants at Kimberley and Trail. This consumption of electrical energy is
practically the same as the quantity consumed in the Greater Vancouver area.

The company submits:

1. That no duty should be imposed on electric power exported from
Canada, since no export duties are imposed on coal, oil or natural gas,
and consequently that subsection (1) of section 2 of Bill C-47, An Act
to Amend the Excise Tax Act, be deleted.

In making that submission I would refer to the statements made this
morning regarding the Electricity and Fluid Exportation Act. When the present
act was revised in 1955, the Minister of Trade and Commerce at that time
explained that while an export tax of three one-hundredths of one cent per
kilowatt hour, or roughly $2.00 per horsepower per annum, had been imposed
since 1925 on electricity exported, no tax had even been levied on the export
of gas or other fluids, and it was not the policy of the Government to impose
one.

The Exportation of Power and Fluids and Importation of Gas Act, as was
mentioned this morning, is premised on situations that arose out of the
development of the power potential of Niagara Falls in 1907, and crystallized
the policy of no firm commitment for the exportation of power, that licences
should be on a surplus interruptible basis only, and that they would have
to be renewed annually. It may be suspected that the provision for a duty
to be imposed on the export of electric power was maintained as part of that
policy. In substance, the provisions of the Exportation of Power and Fluids and
Importation of Gas Act are being incorporated in Bill C-47 and the proposed
Bill C-49, an act for the Establishment of a National Energy Board.

We submit that that policy which originated in 1907 should be modified
to take into account the fact that a large hydro-electric development, to be
economic, should be able to dispose of its output when the power plant
commences operation. Many hydro sites require plants much larger than
Canada’s immediate requirements, such as the Peace River plant, if it comes
into operation, which was mentioned by Mr. Robertson this morning. Those
plants are costly, so that every opportunity should be given to the plant
operator to dispose of surplus power, without the necessity of paying a duty.
Electric power can be transmitted now at much higher voltages, consequently,
at much greater distances, than in 1907; but just as in the case of a petroleum
or natural gas pipeline, the principal consideration in the construction and
operation of a high-voltage transmission line is that sufficient power must
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be transported for such length of time and at such a price as will permit
the amortization of the costs of construction. So that the situation with power
is exactly the same as with gas or with oil.

I might interject here that gas is exported from Alberta to Montana,
and gas is also exported from British Columbia into the northwestern United
States. The gas from British Columbia is transported by Westcoast Trans-
mission and it enters the pipe line of Pacific Northwest Gas Company and
goes to our competitors at Pasco, Washington, where there is a liquid ammonia
plant. I might point out that we manufacture liquid ammonia in Calgary
and we now are converting our plant at Trail to manufacture it there. So in
that process we will use natural gas. You will see, therefore, that gas goes
from Canada to the United States to be used in competition with our company’s
liquid fertilizers. We do not say that that gas should not be exported from
Canada, on the other hand we wholly agree that surplus over Canadian require-
ments should be capable of export.

Senator MAcDONALD (Brantford): In that case the tax is an advantage to
your company?

Mr. FrRere: There is no tax on gas, and that is the very point I would like
to make, that natural gas goes into the United States without any tax, yet

surplus power connot be exported by us to the United States without paying
a tax on it.

Senator HuGessSEN: So far I have not been made aware of what your
interest was. You say your company has a number of power plants and
consumes a vast quantity of electric power but you have not said that you
export it:

Mr. FRereg: We are not exporting it at the present time because we have
not been able to obtain a permit to do so.

Senator HUGESSEN: What is your interest then?

Mr. FRere: Our interest is in being able to export power, or more par-
ticularly in being able to interchange power. There was a lengthy discussion
on the subject of interchange in this committee this morning, and it is the
desire of our company to be able to interchange power with plants in the
United States. Also, our interest is in being able to develop, for instance,
the Seven-Mile site on the Pend d’Oreille River, which would also require an
interchange of power. Our interest stems from two factors: We have a plant
on the Pend d’Oreille River in southeastern British Columbia which cannot
be fully developed for the production of firm power without some arrangement
for interchange, and we also have a potential site on the Pend d’Oreille River
which cannot be developed without interchange.

Senator Haic: Did you make representations about this before the House
of Commons?

Mr. FRERE: No, sir.

Senator Harg: Did you make them before the Government?
Mr. FRERe: We applied for a permit.

Senator Haiac: How long ago?

Mr. FRERe: Five years ago, and we have made representations since that
time on and off for the past five years.

Senator Davies: That is, to the federal Government?
Mr. FRere: That is right.

Senator HuGesSEN: This bill would not affect any application for a permit
to export.
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Mr. Frere: That is correct, but now we would have to apply for that
permit under provisions of Bill C-49.

Senator MACDONALD: Have your representations been made to the Govern-
ment to reduce the present tax?

Mr. Frere: Yes. They were for a permit to export power and we also
made representations that there should be no tax on the export or interchange
of power.

Senator MacpoNaLp: That was five years ago?

Mr. FRere: Yes, but we have been back to see the Government on frequent
occasions since that time, and I might add the reason given why we did not
get an export permit was that the Columbia River basin was being investigated
and that the Governement did not want to deal with our application until
principles in connection with the Columbia River had been settled.

Senator MacpoNALD: I think Senator Haig’s question was, did you make
representations to the present Government?

Mr. FrRere: The answer to that would be yes.

Senator ASELTINE: When?

Mr. FRere: Not in the form of an actual application for a permit. We
had informal talks from which we got the feeling that there would be no
use to make an application for a permit. There has not been a formal application.

Senator McKEEN: What you are concerned with is the downstream benefits
arising from American sources in the river?

Mr. Frere: Yes, in our Waneta plant our storage is all upstream.

Senator McKEgeEN: The same principles apply as in the other case but from
a different side of the line?

Mr. Frere: That is correct.

Senator Haic: You know that they are engaged now in negotiations
regarding these power developments?

Mr. Frere: That is correct.

Senator Haic: Well, I want to know what you think,—do you think any
Government would make a change under those conditions until they knew
the outcome of the negotiations?

Mr. Frere: Well, sir, I would say the principles that might come out of
these negotiations should not affect our situation. We think we have a unique
situation which does not depend on what is done on the Columbia River because
as Mr. Anderson will explain, all that we want to do is to borrow some power
from the United States during part of the year and return it later in the year,
and we do not think the principles that come out of the Columbia River
investigation should have any bearing on that unique position.

Senator McKEgEN: Does the B.C. Electric Company and Peace River Power
have anything to do with the International Joint Commission?

Mr. Frere: No.

Senator ASeLTINE: Your company is not interested in the Peace River
project?

Mr. Frere: That is right, we are not interested.

I think I can conclude my submission by merely stating that we submit
that the tax or the export duty proposed by Bill C-47 should be deleted or,
in the alternative, that it should be left as a matter of regulation. As was said
by the Chairman this morning, when a tax is put into a statute there is no
opportunity left for flexibility, and as you can see there are these various situa-
tions which arise in our case, as pointed out by Mr. Robertson this morning
for instance, in connection with firming up our power supply. We think tha';
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we should be left free to approach the Government and say, “You have a
regulation to impose a tax, but here is our situation . . . gas is going out of
the country and there is no tax on it and we would like to interchange power
with the United States, and we think it unfair to pay a tax on power.”

Senator Harc: Do you think we, as legislators, ought to take a tax off or
put a tax on? Should not the whole of Parliament do that?

Mr. FRere: I would suggest that this committee recommend to the Senate
that this tax be taken off.

Senator Harg: But we are not elected to do that.

Mr. FrRerg: If that is not possible, we would submit that the tax should at
least be left in the form of a regulation so that when this situation does arise
representations can be made to the Government to have some exemption or
abatement of the duty.

Senator MACDONALD:'YOU think it is more flexible the way it is at the
present time?

Mr. FrRERe: Definitely.

Senator MacpoNALD: That means the Government can lower the tax this
month and later on raise it.

Mr. FrRere: That is correct.

Senator MACDONALD: Just moving the tax around like pawns on a chess
board.

The CHAIRMAN: Or on a checkerboard.

Senator CroLL: Mr. Frere, it just occurs to me, to follow you through. You
know that there is a tax payable by the automobile manufacturers and last
year they had a very bad year, as they did the year before. Would they there-
fore be justified in coming before the Government and would the Government
be justified in removing some portion of the tax because the automobile busi-
ness was bad?

Mr. Frere: I would be inclined to answer that question, yes, particularly
as a consumer.

Senator CroLL: My question was, would the Government be justified in
making these variations in tax from time to time, because the industry happens
to be in a bad condition?

The CHAalRMAN: That is a matter of Government policy.
Senator CroLL: That is what the witness was talking about.

The CHAIRMAN: The witness says the situation should be such that that
could be done.

Mr. Frere: I would like to call on Mr. Anderson to give you a better idea
of this question of interchange.

The CHAIRMAN: Mr. Anderson is President and General Manager of the
West Kootenay Light and Power Company.

Mr. R. C. ANDERSON (President and General Manager, West Kootenay Light
and Power Company): Gentlemen, the interchange of power between electrical
systems is usually necessary because of a deficiency in water supply in one
system, that is a seasonal deficiency, and at the same time a surplus in the
other system. Later in the season that condition is reversed. So, both systems
are in the position of borrowing at one stage of the season and returning at
another stage. So that in a 12-month period it is balanced off. We are
interested in this interchange arrangement. We have a rather unique position.
We are on the Pend d’Oreille River, which rises in the United States and
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flows for only 14 miles in Canada; it parallels the border within a few hundred
yards, or within a quarter of a mile at the most in that 14 miles. In that
stretch it falls 400 feet, which makes for two excellent sites.

The Waneta development was built in 1952 at the lower site, and developed
910 feet of head. There is no possibility of storage in that 14 miles, as it cuts
through a rock canyon.

During recent years the United States interests have built storage
upstream amounting in total with their last development to 5 million-acre
feet. The Americans built these storages for their own economic use, prin-
cipally to supply the Grand Coulee dam on the Columbia River when the flow
is low on the main Columbia River. The Americans operate these storages
entirely for their own interests, and it is quite correct, from our point of view.
We have no complaint. Our river is on the Canadian side, and we have to
take the water as it comes to us. That flow fluctuates very greatly in relation
to the requirements for Coulee. So, at times we have a very low flow.

With the development of the iron and steel industry at Kimberley our
surplus power is going to be taken up. We may shortly have to proceed with
the installation of more units. Under present conditions it would not be
economic to put in the third and fourth units at Waneta because for three or
four months of the year, August and September, and the latter part of Febru-
ary, March and part of April, the flow is such we would have to shut the
units down. We would have no guarantee of power on which to operate the
industry.

The way to get around that situation, at the time the flow is restricted
in August, September and at other times, when there is a surplus of power on
the Columbia River in the United States and they would be restricting the
flow on the Pend d’Oreille River, we would borrow power and return it later.
So, to develop the Canadian resources in Canada; to create another 240,000
horsepower at this site, we must interconnect to borrow power at times of
low flow, and when higher flows are released in the winter we would return
the power. Otherwise there is no way we can generate firm power except by
arrangement with another system that has surplus power when we are
restricted.

The proposal is simply to borrow power and repay it. We think it is
inequitable to impose a tax on the export of power when we bring it in initially.
We would import it initially when there is a shortage in the early part of the
year, and we would return the borrowed kilowatt hours. With our develop-
ment we would be faced with this tax perpetually, unless there is some way
of explaining the conditions, under the regulations, to the Government.

To give you an idea of the kilowatt hours involved, in the next two units
we put in at Waneta, in the average yearly period we would import in the
order of 215 million kilowatt hours and export the same amount, and balance
off on a 12-month period.

If we develop a second site it will probably be two and a half times that
amount, and we would have a surplus of power for export. We would be
faced with a tax on the sale of that export power.

The problem is that in order to justify the building of these large plants,
at a cost of $50 million or $100 million, on an economic basis, we have to have
some means of exporting power. The imposition of tax on electricity is dis-
criminatory at the present time; it is simply an added cost to the power,
placed against Canadian production.

Senator THORVALDSON: Your situation is really identical to that described
by Mr. Robertson?

Mr. AnDERsON: Yes, except we are on an international stream, and do
not have control of the flow.
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Senator THORVALDSON: How long have you been involved in this inter-
change?

Mr. ANDERSON: We have not yet been involved in the interchange, because
we have not been allowed to put in an interconnection.

Senator THORVALDSON: You are just coming into that period now?
Mr. ANDERSON: We are just coming into that period now, and we want to
know where we are headed.

Senator MAcpoNALD: Your company is West Kootenay Light and Power
Company?

Mr. ANDERSON: The West Kootenay Light and Power Company.

Senator MacpoNaALD: Do you supply. the Consolidated Mining and Smelting
Company?
Mr. ANDERSON: West Kootenay is a public utility, and has its own plant.

Consolidated has five plants of its own, which West Kootenay operates as an
agent for them. !’

Senator MAcpoNALD: Do these plants belonging to the Consolidated Min-
ing and Smelting Company supply power to any of the mines and industries
in that neighbourhood?

Mr. ANDERSON: No. West Kootenay supplies the other industries.

Senator THORVALDSON: When your associate a few minutes ago was telling
us that representations had been made to the Government from time to time
within the past five years, representations in that regard have simply been
requests that the tax be removed, and did not invlove this exchange situation?

Mr. AnpERsoN: Initially we applied to export power. We built the
Waneta plant, and we had surplus for about five years. We endeavoured to
make some arrangement to export it. We had tentatively completed agree-
ments in the United States to export power, but we had to build the inter-
connecting facilities, which we were not allowed to do. We could get no per-
mit to build those facilities; so, we have not been permitted to export power,
and we have had a loss in revenue of some $2 million a year, of which the
federal Government would have received about 50 per cent. Interchange
would have been involved at that time if we had been allowed to export power,
but not to the same extent.

Senator THORvVALDSON: That did not involve a tax problem; it involved
term of export.

Mr. ANDERSON: Yes.

Senator MacpoNaLD: Do you supply power to any mines or industries on
the American side?

Mr. ANDERSON: No.

Senator McDonALD (Kings): How does the price of power compare be-
tween the United States and Canada?

Mr. ANDERSON: Well, the Bonneville Power price is the cheapest of any
I know anywhere. I think it is in the order of 2} mills, and I do not think
there is any price in Canada that low.

Senator THORVALDSON: The Bonneville project is a United States public
development, built by public funds.

Mr. ANDERSON: Yes, completed in 1938.

Senator McDoNALD: (Kings): What is the price of electric current in Ore-
gon and Washington?

Mr. ANDERSON: That is the Bonneville system. For sale of power in large
blocks I think it is 23 mills.
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Senator LEONARD: Mr. Anderson, price does not enter into it? Your
arrangement for power is in kilowatt hours?

Mr. ANDERSON: Yes.

Senator HUGESSEN: I suppose the price you can charge for your power is
regulated by the British Columbia Power Commission.

Mr. ANDERSON: Yes, that is true.

Senator KINLEY: Is the American source of power on an international
stream, too?

Mr. ANDERSON: Yes.
Senator KINLEY: And yours is an international stream?
Mr. ANDERSON: Yes, it discharges into the Columbia on the Canadian side.

Senator THORVALDSON: Mr. Anderson, would you not agree that your prob-
lem is really one that requires to be, and no doubt will be, dealt with
thoroughly by the new energy board? That is what it is for. It is part of the
whole export of power situation that we are involved with?

Mr. ANDERSON: Yes, we would like them to deal by regulation, too, in the
export of power.

Senator THORVALDSON: But it is all part of it, and this is simply an inci-
dental.

Mr. ANDERSON: We do not think it is very incidental. It amounts to quite
a percentage.

Senator MAcpONALD: Your representations are directly connected to the
taxation problem; is that corfect?

Mr. ANDERSON: Yes.

The CHAIRMAN: Senator Thorvaldson was saying something about the func-
tions of the new board as and when it is set up. Were you suggesting that the
new board when it was set up might entertain, and have any authority to deal
with, problems such as the problem of whether the tax should be lowered or
dropped? They would not have any authority in that respect.

Senator THORVALDSON: No. I do not think there is any doubt that the
national energy board will consider this problem of taxation. In fact, when
the bill comes down you will see that there are advisory functions in regard
to all these matters, and I have no doubt that this will be one of the things
that it will deal with very thoroughly. I will advise as to the tax angle as well
as to anything else.

The CuAIRMAN: Well, we will remember what you said as and when the
bill comes. It is a matter of record.

Mr. FReERE: Mr. Chairman, I have just one further word on this matter on
what application was made to the Government for an export permit. We
would not want any unjust criticism of either department officials, or the
previous Government or the present Government, in connection with the
application, so I had better explain again what transpired. We made the
application for an export permit. As I mentioned it was rejected on the basis
that there were discussions going on in regard to the Columbia River Basin. At
the time we made the application we did ask for the departments interpreta-
ticn of the word “export”-—did it include interchange—and in the interpretation
given quite informally, we were advised that it would. We never pursued
that subject further because from these informal discussions we had, about how
things were going in connection with the Columbia River Basin, and our

:;hgnces of getting the export permit, we did not think there was any reason for
oing so.



BANKING AND COMMERCE 43

We do feel, as I mentioned before, that actually what happens in connec-
tion with the Columbia River should not prejudice our case, but I hope I have
clarified for the record what happened precisely in connection with that appli-
cation.

The CHAIRMAN: We have Mr. McDonald here on behalf of the Ontario-
Hydro. Would you care to come forward, Mr. McDonald?

Senator Haic: Do they want their money cut down. or increased?
Senator ASELTINE: Give him a chance.

Senator CamPBELL: In order to relieve Senator Haig’s mind I might ask
Mr. McDonald the first question. A statement was made here about $1 million
in revenue being received by the federal treasury as a result of this tax—

The CHAIRMAN: That is in a year.

Senator CAMPBELL: Yes. What percentage of that tax would be paid by
the province of Ontario?

Mr. LorNE McDoNALD Q.C., (General Counsel, Hydro-Electric Power Com-
mission of Ontario): In 1958, Senator Campbell, we paid something like
$980,000.

Senator CAMPBELL: You can see who is paying the tax.

Senator Haic: His statement is incorrect, because the rest of Canada paid
more than $20,000.

Mr. McDonaLD: Our figure was $980,000 and some odd. I do not know
what the total figure was.

Senator Haig: Then, the total tax was more than $1 million. Let us settle
that. How much did Manitoba pay?

Mr. McDonALD: I have no idea.

Senator Haic: How much did Quebec pay?

Mr. McDonaLD: I do not know.

Senator Haic: How much did British Columbia pay?
Mr. McDonALD: I do not know.

Senator Harg: I will suggest to you that if you are correct I will vote
any way you want me to on this bill, and if T am correct you have got to
vote the way I tell you.

The CHAIRMAN: Order, please. Will you go ahead, Mr. McDonald?

Mr. McDoNALD: Mr. Chairman and gentlemen, my terms of reference to
attend this meeting were simply to observe and to be a spectator, and perhaps
I should plead the fifth amendment to begin with, but I think it might be
desirable to say a few words, and I am happy that you have asked me to do
SO.

I would like to proceed on two assumptions. One is that it is rather
obviously not a function of this committee to determine the propriety or im-
propriety of this tax. The other assumption is that it strikes me the solution
that we arrived at should be the most flexible solution to suit all of the circum-
stances.

Ontario-Hydro has one real objection to this tax, and I might illustrate
it this way; we are interconnected with the Detroit Edison Company at Detroit,
and again at Port Huron and Sarnia. We have lines running from Windsor
to Sarnia, and the Detroit Edison has lines from Detroit to Port Huron. We
are also interconnected across the river at each point. In accordance with the
general characteristics of electricity, and quite beyond anyone’s control, if
we are sending power from our thermal station in Windsor to the Sarnia area,
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and if our lines on the Canadian side are loaded, that power will flow into
Detroit and up the American side and back in at Sarnia, and we pay duty on
every kilowatt hour of that energy.

By the same token the Americans have the same problem. If their lines
are loaded their power from Detroit to Port Huron will flow across into Canada
and back in at Sarnia, and we pay tax on the American power going back into
Port Huron.

That is a situation which we feel is, perhaps by way of understatement, not
entirely fair, but our objection is to the method of the imposition of tax. We
have lived with this tax now since 1925, I think—or, perhaps it is 1927—and
we have paid substantial sums of money to the federal Government in export
duty, but, as I say, I do not think that this is the time or the opportunity to
discuss the propriety of that tax. It occurs to me there may be a solution to
the problem that at least for the time being might be satisfactory to everyone.
This committee is called upon to examine and report upon the sections of the
bill and, as I understand the procedure, the committee has the right to offer
amendments to the various sections that it is reporting. I think it might be
a solution, and I say so very humbly and for what it is worth, that section 2
be reported with the following amendment. Section 8 of Part II of the export
duty on electricity reads:

Every person who exports electric power from Canada by a line

of wire or other conductor shall pay an export duty of three one-
hundredths of one cent. . .

My suggestion is that the word “of” be deleted and that the words “not
exceeding” be inserted. I suggest this because it then produces a bill which
is exactly the same in principle as the one that is being repealed, which now
provides that an export duty not exceeding $10 per horse power per annum
will be charged. I say humbly and respectfully that I believe it is within
the right and jurisdiction of this committee to do this.

Senator ASeLTINE: Isn’t that what the section means as it reads now?

Senator BrRunT: No.

The CHAIRMAN: No, it is a specific tax.

Senator BrRunT: Of so much.

Mr. McDonaLD: Yes, it is a specific tax of so much. The part that is being
repealed provides for a tax not exceeding so much, and if is my suggestion
that it would be helpful and flexible and perhaps, at least for the time being,
satisfactory to all the power interests from the point of view of export if the
same principle were followed in this bill and it were made to read “a tax not
exceeding”.

Senator LeoNARD: You would have to add a further provision that the actual
amount less than one-third be set by order in council.

Mr. McDonaLp: As the bill stands I think it probably would result in the
precise tax being fixed by order in council under the next section,

Senator HuGESSEN: Yes.
The CHAmRMAN; There would have to be more wordé added.

Mr. McDoNaLD: There might possibly be some additional words, but the
tax is three-tenths of a mill now and there would be no difficulty in leaving the

tax at that figure and, at the same time, provide flexibility, which I think every-
body desires.

Senator BRunT: Having it done by order in council.
Senator DAvies: Has it ever exceeded that amount?
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Mr. McDo~NALD: No, sir. It has never exceeded three-tenths of a mill, as
far as I know.

Senator CroLL: Yes, that was the evidence.

Senator HAIG: Suppose we amend this bill in the way you wish and the
House of Commons does not accept it. What happens?

Mr. McDonaLp: That is a question beyond my ability to answer.

Senator Haig: The old law stands.

Mr. McDonALD: No.

Senator Haic: Yes. They don’t have to accept it.

Senator MacpoNaLD: If this suggestion is adopted here and is not accepted
by the House of Commons, then they would accept the clause in the present bill
and not in the act.

Senator Haic: They don’t have to.

Senator MAcpoNALD: We would have to come to an agreement.

Senator HAIG: Supp‘ose the Government didn’t want to do it.

Senator MAcDONALD: Then they strike it out.

The CHAIRMAN: Wait a minute. We are getting far afield.

Senator THORVALDSON: Had we not better hear this witness?

The CHAIRMAN: Yes.

Mr. McDonaLp: On the subject of what governments might want to do,
I might also add that we have been making representations for some years on
this matter of power flowing back and forth across the Detroit River, but with-
out any success.

Senator CrRoOLL: You would not want to win the first battle here, would you?

Senator BRuNT: He would be very happy to win it anywhere.

Senator CAMPBELL: Have you ever attempted to draft a definition of the
word “export” to relieve you of the problem that exists in the Windsor-Detroit
area?

Mr. McDonaLp: No, I have not tackled that. I feel myself the determination
of whether or not power is an export is more a matter of common sense than a
definition in any statute.

Senator CAMPBELL: But they have not gone along with that.

Mr. McDonNALD: No.

Senator CrRoLL: I have heard a lot of talk about the exchange of power
and what your situation is, and so on, but the meters are put there to keep you
honest and that is the reason for it. Let’s face it.

Senator BRUNT: I would hate to think the Ontario Hydro is dishonest.

Mr. McDoNALD: It cost a substantial amount of money to install the neces-
sary equipment to prevent that type of thing, and we are inter-connected with
Manitoba, Michigan, New York Mohawk and the New York Power Authority
and Quebec, we are all in a great composite grill of power and it flows any-
where. Power will flow actually into our Niagara area from the St. Lawrence
through New York state. We do what is called “wheeling of power” for other
authorities on the same basis. But that is power which is theirs and we should
not have to pay somebody to put it out.

Senator CrRoLL: The trouble is that there is no way for the Government to
know what power is theirs and what power is yours, so they put a meter on.

Mr. McDonALD: Yes there is. It can be measured very accurately. I can
tell you this, Senator Croll, that in a month something like 23 to 25 million
kilowatt hours flow across from Windsor to Sarnia via the United States, and
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approximately the same amount with a net difference of something under a
million kilowatt hours flows the other way. The difference may be a million
one way one month and a million the other way the next month, but there is
something like 25 million kilowatt hours per month that take this escape route.

Senator Davies: I know that you do not represent private companies, Mr.
McDonald, but the private companies were represented before the committee
this morning. In addition to paying a tax on the export of power do they also
pay a corporation tax?

The CHAIRMAN: Oh, yes.
Senator McDonALD: It is close to 3 o’clock.

The CuAIRMAN: I suggest we adjourn to meet when the Senate rises later
this afternoon. Mr. Lemieux is here and I think we should make an effort to
hear all the witnesses today.

Mr. LEmieux: I am from the Quebec Hydro and I do not have any special
presentation to make. I am merely here to represent the interests of our
Commission.

Senator BRUNT: Would you not like to address the committee? We would
like to hear from you.

Senator MacpoNALD: We would like to hear what your interest is.
Mr. LEMIEUX: As you wish.

The CHAIRMAN: We will hear from you later this afterncon. We will
adjourn now.

The committee thereupon adjourned until the Senate rises.

—At 4.40 the committee resumed.

The CHAIRMAN: When we adjourned we were about to hear a few remarks
from Mr. Lemieux. I would now ask Mr. Lemieux to come forward.

Mr. Lemieux, we would be interested in hearing whatever you would like
to tell us in connection with the section we are now considering. But first, may
I ask you whether you have the figures as to how much tax Quebec paid in
19587

Mr. Edmond LEMIEUX (Quebec Hydro, Comptroller of the Quebec Hydro):
In 1958 the Quebec Hydro paid $140,000.

Senator Haic: May I ask whom this gentleman represents?

The CualRMAN: He represents the Quebec Hydro Commission, with head-
quarters at Montreal.

Senator Remp: Have you any connection with the Ontario Hydro?
Mr. LEmieux: We are interconnected with the Ontario Hydro.

Senator Haig: Where is the gentleman who said they paid $1 million, and
somebody said he paid $980,000; so I said that leaves $20,000.

Senator CroLL: He didn’t say that.
Senator BRunT: No, he didn’t say that at all.
Senator Harg: That is what I took down.

Senator CroLL: No; Mr. Robertson said he thought it was $1 million; but
Mr. McDonald said, “But we pay $980,000”; and Mr. Robertson may have been
wrong, not Mr. McDonald.

Mr. LEmieux: I believe, sir, the actual amount collected in the year 1958,

‘and I believe it is the fiscal year, was about one million four not $1 million.
Senator Haic: That is more like it.
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Mr. LEmMieux: Mr. Chairman, and gentlemen, I have not been delegated to
give the views of our Commission, but to be an observer, and to answer such
questions as I might be able to answer.

In connection with the exchange of power that was described this morning,
someone might have compared it to the advertisement that occurred in a news-
paper, in the classified section, about a young man who was paid on the first
of the month, and broke by the 15th, and would like to get in touch with a
young man who was paid on the 15th and broke on the 30th. The situation with
respect to the exchange of power is very similar to that.

Senator MacpoNaLD: Is there any exchange of power between your com-
pany in Quebec and the United States?

Mr. LEmieux: No, there is no direct exchange of power between our
company. We sell to the Cote Rapids Commission, a subsidiary of the Aluminum
Company of America, that_is a direct sale. We deliver much power to the Ontario
Hydro, some of it for their own use, and some of which, I understand, they
re-sell to Detroit Edison.

Senator MacponNaLDp: There is no exchange of power?

Mr. LEmieux: There is no direct exchange between Quebec Hydro and
American Utilities.
The CHAIRMAN: Any other questions? Thank you, Mr. Lemieux.

I think at this time 'we should hear whateyer answer the department
wishes to make on this point. Who is going to be the spokesman—Mr. Irwin?

Mr. Irwin: Mr. Chairman, all I think I should say is to point out, first
of all, that the Minister of Finance is counting on the revenue from this tax
in his budgetary planning this year. That may not be a point at issue.

The second point I should draw to your attention is that in speaking on
this proposal—

Senator MAcCDONALD: May I interrupt for a moment? This bill is not
foungled upon a ways and means resolution is it?

Senator CrROLL: No.

Mr. IRWIN: This bill follows a budget resolution.

Senator MAcCDONALD: Of the ways and means committee?

Mr. Irwin: Of the House of Commons committee, yes sir.

The CHAIRMAN: Is this particular item in the resolution?
Senator MacpoNaLD: I would be very much surprised if it were.

Mr. IRWIN: A resolution preceding this bill was before the House of
Commons Ways and Means Committee. There was no resolution on this
particular point.

The CHAIRMAN: There was no resolution on this point; it is not a new tax.

Mr. IRWIN: There was no resolution because it was not a new tax; there
was no change in the tax.

Now, in speaking on this point, the Minister of Finance made it clear
that he did not approve of the way in which this tax is now imposed, and
he said that he did not approve of a tax imposed by Order in Council.

Senator BRUNT: Would you read what he said?
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Mr. IrwiN: I will now read what the Minister of Finance said, as appears
in the House of Commons Hansard for May 19, 1959, at page 3820:

Section 4 of this act of 1955 which will now be repealed if this
clause is adopted by the committee gave the Governor in Council the
power to make regulations imposing export duties. This is the language
of the clause:

4. The Governor in Council may make regulations imposing export
duties, not exceeding ten dollars per horse power per annum, upon
power exported from Canada and respecting the manner in which such
duties, shall be calculated and paid.

The Minister of Finance then went on to say:
The feature of that existing law, which I must say I could not
approve, is that it gives power to the Governor in Council subject
to a ceiling to establish the rate of the tax.

Senator MacpoNaLD: Will you read the next two paragraphs?
Mr. IrwiN: (Continuing):
It happens that the rate of tax on the export of power is 3/100
of one per cent per kilowatt hour. What we are doing is to make that
a statutory tax and to remove any power to establish a tax by order
in council. I hope that change will commend itself to the committee.

The CHAIRMAN: Anything further? Mr. Irwin says he has nothing to add
to this statement. Are there any questions?

Senator CRERAR: I was rather curious about one thing. The minister made
an observation about a change that he hoped would commend itself to the
committee. I should like to hear more about that.

Mr. IrwiN: There would be no change in the revenue. The point I wish
to make, sir, is that the minister had counted upon this tax continuing in force.

Senator CRERAR: But he could count on just as much revenue if this legis-
lation were not passed?

Mr. IrRwIiN: Yes.

Senator Harc: He wants it fixed; he does not want it touched by order
in council at all. He wants the law to say what it is.

Senator MacpoNALD: In fact, he could get more tax under the former law.

Senator CRerAR: The only logic of that argument is that if it is in a statute
it is irrevocable. Otherwise, the Government might weaken and make a
concession.

Senator Haig: I think the general feeling of our house, at least, it is my
feeling, and always has been, that we like the taxes put on the statutes them-
selves, and not the Government have the right to fix the taxes. We think
that is the better policy. If it is in the statute we know then what it says.
I think the public would rather see it as a matter of legislation actually in the
statute books, where they can find it. ; :

Senator BrunT: This tax was put on by statute, and all the order in
council does is give you the right to change it.

Senator CroLL: While we are making observations, and before you adjourn,
Mr. Chairman, there is one observation I should like to make. If ever there
was a mandate for a government to do what it is proposing to do now, this
Government has it. They have been running up and down the country talking
about improper uses of orders in council and stating that they should be
statutory, and Parliament should put them on the statutes. This Government

has a mandate, and I think we should be very careful before we interfere
with that.
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Senator MacpoNALD: Why didn’t they follow that course in the Energy
bill, then?

The CHAIRMAN: Just a minute, now. We do not settle anything by argu-
ment, and if there are no further questions from this witness, then that con-
cludes the evidence on this particular section. I understand that wvarious
senators have engagements this evening, and I am willing to entertain a motion
to adjourn until 10.30 tomorrow morning.

Senator BRUNT: Agreed.

—Whereupon the committee adjourned until Thursday, June 4, 1959, at
10.30 a.m. :

—Upon resuming Thursday, June 4, at 10.30 a.m.
Senator Hayden in the Chair.

The CHAIRMAN: Order, please. We will resume our consideration of Bill
C-47. We had heard all ‘the witnesses who wished to be heard in connection
with the bill dealing with export duty on electricity. Is the committee ready
to deal with this section now before we proceed to the next section of the bill?

Some SENATORS: Carried.

Senator BRUNT: No, it is not carried. I want to move an amendment.
I move that section 2 be struck out, deleted from the bill, so that the matter of
export duty will go back under section 4 of the Exportation of Power and Fluids
and Importation of Gas Act the way it is at the present time.
The CHAIRMAN: You have an amendment proposed in connection with
clause 2 of the bill, Part II. It will be seen that clause 2 says:
The said act is further amended by adding thereto, immediately
after Part I thereof, the following heading and sections:
Senator MAcpoNALD: I understand the motion is a negative motion; it
does not carry. If it does not carry, then the former section stands.

Senator BRUNT: If that is what you desire, I am content.

Senator IsNoOR: I do not think that is quite correct, Mr. Chairman, although
I do not know the legal angle of it. It would have no effect, would it? We
have a bill, I understand, which is being repealed?

The CHAIRMAN: No.

Senator Davies: I would like to hear the reasons for this amendment.

The CHAIRMAN: The only suggested amendment is that we strike out this
section. However, in striking out the section you can accomplish the same
result by voting against this section when I say, “Shall this section carry?” If
you do not want it to carry, you vote against it; that is the effect of striking
out the section.

Senator CROLL: Senator Davies asked for the reasons for proposing the
amendment.

Senator BRUNT: Well, at the present time the rate of export duty has
been fixed by statute, the maximum rate, and the Governor in Council has
power to vary this rate as it sees fit. I feel that if this section carries that power
will be lost to the Governor in Council and rates can only be changed by
statute, which I think puts the Government in a strait-jacket, and that unless
Parliament is meeting you cannot do anything about adjusting rates of duty.

Senator MacpoNALD: This is not rates; this is a tax.

Senator BRUNT: All right, the rate of tax, then.

The CHAIRMAN: Just to refresh my own memory, if I recall correctly,
the evidence of those who appeared for the company yesterday was that they
did have a flexibility under the present statute, and to continue to have that

21404-9—4
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flexibility between now and the end of the year was important to them, because
of reports and surveys and decisions which they had to make as to whether they
were going ahead with this project. That is the reason they gave. And they
said_that under the present act there is a flexibility, that is, that “if we want
to try to bargain down on the rate for the purposes of going ahead with this
deal, at least we can go to the Government and bargain; whereas if it goes
into the Excise Tax Act it will be at a fixed rate, and we cannot bargain with
the Government”.

Senator GorpING: Does it not amount to this, that what you are trying
to do is to have Government by order in council rather than by Parliament?

Senator BrRunT: No. :

The CHAIRMAN: You are not suggesting that is what I was trying to do, are
you, senator?

Senator Gorping: No, but that is actually what would be accomplished.
I heard the discussion yesterday, and there was a good deal of merit in the
proposals that were made, but all those proposals could be dealt with by
Parliament, and that is where they should be dealt with.

Senator REIp: Mr. Chairman, I would like to ask a question to bring out
some information. Does this propose a tax on electricity exported from Canada
even though there is no monetary compensation at all for the expenditure of
the electricity. Yesterday I heard one of the witnesses from British Columbia
saying that this is a quid pro quo, that they pay a tax on electricity exported
from British Columbia but there is no credit for the electricity retained or
when it comes back.

Senator AserLTINE: That is not what this legislation is dealing with.

The CHAIRMAN: Let us clarify this: Yes, Senator Reid, the witnesses
yesterday gave that evidence and we listened to it. I did point out at the time
that our immediate concern in consideration of this amendment was confined to
the point as to whether or not we should pass or reject section 2 which provides
for this tax. We are not called on at this time to decide whether or not there
should be an export tax, there is one—all we are called on to do is to decide
whether we are going to permit a transfer of it from one statute to another
with the incidence that will follow.

Senator Haic: This bill has come to us with the recommendation’ of the
Government, and it has passed the House of Commons, so it comes here with
their recommendation too. This, Mr. Chairman, is in line with my idea of
what ought to be done in any event. There may be certain occasions arise
for instance, where we are negotiating with foreign powers and the Govern—,
ment; needs to have the authority in their own hands to carry out these negotia-
tions, but I do not think that the fixing of rates of taxation is one of the things
that the Government should have in their own hands. I think Parliament
should fix the rate.

The CHAIRMAN: Well, Senator Haig, in 1955 and earlier than that Parlia-
ment did the thing you are now critizing, and you helped to do it.

Senator Harg: I know, but that does not make it right now.

The CHarrMAN: How do I know it is right now.
] Ser'xator Haig: I am not saying the Government is right. What I am saying
is that in my judgment I do not think I can vote to give the Government power
to detel:mine a tax. I am not asking anybody else to vote that way, and I am
not saying _that the Government is right or wrong. The Government has asked
us to do this, whether it is right or wrong.
: Senator LAMBERT: Mr. Chairman, as was pointed out yesterday, and accord-
ing to the way I understand this legislation, Part 2, so-called, is a duplication
of the‘.prov131ons already in the Exportation of Power Act.

\
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The CrARMAN: That is right.

Senator LAMBERT: Now that condition has subsisted for a long time, and
in its present state it gives full opportunity to petitioners, under the Exporta-
tion of Power Act, to have dealings with the officials when the occasion arises.
The present arrangement gives them more flexibility in dealing with their
case, and to my way of thinking it enables enterprising people in this country
to promote the development of Canada in a legitimate way.

Senator BRuNT: Hear, hear.

Senator LaMBERT: And I think that is the real issue in connection with
this legislation. I have no interest one way or the other as to how the revenue
is raised, although I think it is important that it should be raised, but this
legislation will not alter that fact one iota. I think that Parliament is in duty
bound to give full consideration to petitioners particularly if they represent
what you might call a minority interest in this country, and this is distinctly,
coming from the provinqe of British Columbia, with the enterprise that is
being reflected in this petition, a minority interest in relation to the rest of
Canada and for that reason I would urge that the duplication be eliminated and
that this Part 2 be removed from the bill.

Senator HucesseN: Mr. Chairman, I listened to the evidence of the witnesses
,very carefully yesterday and it seemed to me that their primary concern was
not really so much with this bill as in laying a foundation in the future for a
change of policy by the Government and Parliament in which this export tax
on electricity can be eliminated, and I thought they made a very strong case
for that. That of course is not what we are primarily dealing with in this bill.

Their second point was that if you eliminate this paragraph in the bill,
and go back to the old act, there will be some flexibility to make representation
to the Government. That may be true in a sense, but I would remind the
committee of the question I asked one of the Government witnesses right at
the beginning of yesterday’s proceedings: had there ever been an exception
granted to anybody from this rate of tax. The witness said there had not.

From what the witnesses from the various power companies said, it seems
perfectly clear that at the moment the Government is not disposed to make
any dispensation whatsoever. I would think that the best thing for us to do
would be to put this section through! I quite agree with Senator Haig, that
it should be in the taxing act. Then next year, or the year after, whenever
the Government gets around to determining policy on the general question
of whether there should be an export tax on electricity—and for myself I
think it is a bad tax—then we can amend the Excise and remove this provision.

Senator Halc: Hear, hear.

Senator HUGESSEN: On those grounds I would be disposed to vote against
the amendment, but I think we have been given the ground work for something
which we have to consider very carefully.

Senator CRoLL: Mr. Chairman, I agree with the observations made by
Senator Hugessen. There is, however, one thing that troubles me about this
bill in addition to what has already been said by Senator Hugessen and Senator
Golding. I am not going to repeat what I said yesterday, but I think it very
important for this committee to know that no approaches were made to the
Government before this bill was passed requesting them to retain that alleged
flexibility. The approach is now being made to us after the House of Commons
has passed the bill and the Government approved it. If an approach had
been made and the matter had been considered, that would have put a different
light on it. But as it is, Parliament has never had an opportunity to consider
that approach, recently, in any event. For that reason I think it is hazardous
on our part to interfere with this bill at this time.
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Senator MAcDONALD: Mr. Chairman, I would like to state my position,
and it is my personal position only.

In the first instance, I do not put any strength in the argument advanced
by Senator Haig, that this bill has passed the House of Commons and the
implication is therefore that we should accept it. I think we should review this
bill very carefully, as we should every bill that passes the other house.

Senator Haig also suggested that because it is a Government bill it has
been approved by the Government, therefore we should accept it. I don’t
take that stand. I think we should review any and all bills, whether or not
they have been approved by the Government. It is not likely any bills will
come here that are not approved by the Government.

So, in my opinion this bill stands like any other bill that comes before us,
after passing the House of Commons, and we must review it.

I listened to the evidence given yesterday, and I thought it was very well
presented.

I was convinced that the tax is too high, and that something should be
done about it. I think the witnesses put that quite clearly. We may only -
have one side of the question, but at least, in looking at their side of it it
appears that the tax is excessive, and something should be done about it.

But, Mr. Chairman, this committee, as you have stated, has no power
to reduce the tax. We would not assume that power. You may say we have
the power, but I do not think a committee of the Senate would assume the
responsibility of reducing it, and the proposal in this bill does not reduce
the tax. The others who have spoken here have emphasized—and I do not
need the repeat it—that the taxing power should remain in Parliament and
not in the hands of the Government. It is all very well to say it has been done
in the past. It is quite true that it has been done in the past, and I regret it.
It has been done in the past, but apart from this bill I know of no instance
where it has been done in the Excise Tax Act. There may be other instances,
but I cannot think of them. I think that this is the only item in the Excise
Tax Act that can be varied by the Governor General in Council.

Now, there may have been a reason for it originally, but I, personally
can see no reason for it now. I can understand the necessity of leaving the
power within the executive if the matter had to be decided suddenly, but
this matter has been under consideration, apparently, by the Government for
years—the previous Government and this Government—and I cannot conceive
of a situation arising where a decision would have to be taken when Parliament
was not sitting, and I see no special circumstances in connection with the
exportation of electricity to warrant giving the executive powers that should rest
entirely with Parliament.

That is the reason why I cannot support the proposal that we should
go back to the old powers in the act. I think that would be a retrograde step.
I feel the taxing powers should be restored to Parliament wherever they are
in the hands of the executive, and can be restored to Parliament. If we can
take that step, then, I think we should take it.

I might say I was quite impressed by the evidence of the witness,
Mr. Robertson. I do not want to single him out because the other witnesses
were very good, but evidence was given by him yesterday, and I think he
will fully understand that anything we do today will not affect the tax what-
soever. He did suggest that it might be easier—I do not know whether these
were the words he used—for the cabinet to make the change than for Parlia-
ment to do so. I could not understand why he said that. I think I asked him
if it would be easier to influence the cabinet than Parliament. I am not sure
that I said that, but that should not be the situation.
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I am forced to come back to a stand, and which I will have to take in
connection with other bills, that where power is sought to be given to the
cabinet it should not be so given. It should rest in Parliament, and I will
resist any such legislation. I repeat that I think the tax is too high, but we
cannot do anything about that, and I think taking the power from the
executive and restoring it to Parliament is a step in the right direction.

Senator BRUNT: Just to continue the argument of Senator Macdonald
that Parliament should be the only body which is allowed to change the
rates of duty, we know that is not the case today. Hearings are held before
the Tariff Board and duties are adjusted all the time by order in council.

Senator MAacpoNALD: Oh no. I doubt that very much.

The CHAIRMAN: Oh, yes. That is correct.

Senator MacpoNALD: They can reduce but not increase.

The CHAIRMAN: Yes. '

Senator BRUNT: That is done to meet changing conditions in Canada all
the time, and I think we should leave this and go back to the old section
so that the Government can meet changing conditions as they arise. This tax
was imposed by statute. Nobody is arguing that it was ever imposed by
order in council. All that I am arguing is that we should leave it in a very
flexible state so that it can be changed to meet any emergency which may
arise in connection with, the development of Canada, and that is far more
important to me than whether the change takes place by statute or by order
in council. :

Senator McDonNALD (Kings): There is one thing bothering me. From
the evidence we heard yesterday I was led to believe that putting this in the
statute might interfere somewhat with progress. In other words, if it is under
regulation there is a chance you might be able 12 months of the year to go
to the Government, but if it is in the statute you have not that option and
therefore it might at a very critical time prevent progress.

Senator CRERAR: I was unavoidably late so might I ask whether there is
an amendment before the committee?

The CHAIRMAN: No, there is not. We have decided that those who oppose
the clause in the bill simply vote against it. I did not think, in the circum-
stances, I could accept an amendment.

Senator CRERAR: Very good. That clarifies the situation. Now, I disagree
with the view put forward that it is desirable to make this change. I am
opposed to the change and I am in favour of leaving the situation as it has
been under the Exportation of Power and Fluids and Importation of Gas Act,
which has prescribed a limitation at the upper level beyond which the Governor
in Council cannot go but can reduce it.

Let me say first that so far as the amount set here is concerned, I disagree
with Senator Macdonald that we have not the power to reduce it. We cannot
increase it but ways and means are not so sacrosanct to a committee of the
Senate that the committee cannot reduce a tax and, in fact, has done it before.
It has removed from ways and means proposals that were advanced by the
Government and through the House of Commons.

Senator MAcpONALD: May I just interrupt to correct the impression you
have gathered from my remarks? I said that whether or not we had the power
to reduce it, it was undesirable.

Senator CRERAR: I beg your pardon. I misunderstood you. Now, as
to the merits of the case. I am as much opposed to order in council administra-
tion as anybody, but Parliament legislated in this measure, in the existing act,
when it said that you cannot impose a tax above a certain level. At the
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same time it allowed flexibility and, notwithstanding what my honourable
colleague from Toronto-Spadina (Hon. Mr. Croll) has said, that is the most
important thing in this measure. There may be situations arise that we
cannot foresee and Parliament cannot foresee, and we must trust to the
wisdom of the administration to deal with that when the problem arises.
Whether the tax is too high or too low or should be eliminated is not a matter
for discussion at the moment, but I maintain that it is infinitely better to leave
the flexibility with the Governor in Council who has to accept the respon-
sibility. If we make this change and embed this as a direct instruction in
the law of the land as to the tax that shall be levied in all cases and in all
circumstances, by that very act is carried the implication that that is the tax
that is intended, and you remove the flexibility altogether. For that reason,
Mr. Chairman, I am going to oppose this section when it comes to a vote.

The CHAIRMAN: Senator McKeen?

Senator McKEEN: Mr. Chairman, there are several impressions that have
been brought forward, and I think this should be clarified. In the first place,
there is the impression that this is a British Columbia matter. Being a senator
from British Columbia I would like that cleared up. This tax was not accepted,
I think, by any company, in the sense that they were in a position to export
power, up to the present time, to any great amount. The tax was paid, and they
objected to it, but they did not object too strongly because there was not too
much money involved. However, with the Beechwood project in New
Brunswick now in a position that they are going to have to export power,
and with the St. Lawrence Seaway starting, and the Ontario Hydro having
the power to export, as well as the British Columbia Power Commission,
through expansion in British Columbia, expecting to have to sell power to the
American side, as well as the Peace River Power developing, which will no
doubt have to export power, things are somewhat different. What Canada needs,
in my opinion, is export business. What we need is American dollars. Now,
if we are going to put a tax on one particular power project, which is elec-
tricity, is that reasonable, when we do not tax gas, oil, fish or minerals? Those
things are all wasting assets, with the exception perhaps of fish—with due
respect to Senator Reid, who has done so much to build up the fishing industry
so that fish cannot be regarded as a wasting asset; but all the other projects
exported from this country means that we are taking something out of the
country. With electricity that is not so, as nothing is taken out; the water is
there, and as long as it continues to run nothing is lost to the country. Why
electricity is singled out to be taxed on export, I do not understand. It is the
only product that is singled out for tax, with the possible exception of whiskey,
which I believe has had a tax imposed upon it in the past few years. As shown
by the witness who appeared from the Ontario Hydro, there is an interchange
of power, and they have to pay $4,000 a month for nothing, because the power
just goes back and forth. The West Kootenay Power is in a different position;
they have power for two months in the year, and then they have to get power
from the American side to keep the Consolidated Smelting and other projects
out there going when the water is down. Two months later they can supply
'Fhat power back. They do not buy it, they borrow it, and yet when they ship
it out they have to pay tax on that power. Two months later when they
bring that power in as exchange they do not get any credit or drawback on-
their taxes. No money changes hands at all.

I would like to support the view that the Government, under the new
situation that arises, can export from New Brunswick, or from Ontario. In
regard to Ontario, Quebec now exports through Ontario; and British Columbia
will also export power. That is why I submit that this should be left as in
the past. The Borden Commission has been appointed to inquire into this
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whole subject, and in the meantime, I cannot see why we should put them
in a strait-jacket now when we have not done it before. At least, this matter
should be held up until such time as the Borden Commission on Energy makes
its recommendations to the Government or to Parliament. For that reason,
I think it should be left as in the past, though conditions have changed. Like
Senator Macdonald, I am not in favour of Government by order in council,
but in this case I think the situation is entirely different from others, in that
this is a particular instance, where industries, as given by evidence yesterday,
have made expenditures amounting to $2 billion, and if a change is made now
these projects may be held up or abandoned altogether until something is done;
and at this time we certainly need employment and power for industry in
Canada, which we cannot afford to get by putting in large units which cannot
be used in Canada for many years to come. We need part of that power
right now, and in this way we can get it.

Senator KINLEY: Mr. Chairman, the engineer from Ontario who was here
yesterday said that 90 pér cent of this tax was paid by Ontario.

The CHAIRMAN: $980,000 out of about one million four.

Senator KINLEY: The way I look at this bill is that it is a revenue bill.
We all agree that the Government needs money. If it needs money it has to
go where money is available, and that is what it is doing.

The CuHAIRMAN: No, this is not imposing a tax.

Senator KiNLEY: No, I know, but is it not opening the door? Now, there
is an Energy Board being appointed, and it seems to me they have a function
which might have something to do with this.

The CHAIRMAN: I can tell you, senator, if you will allow me, that under
the National Energy Board Act, which has passed the House of Commons, there
is a provision in that act for the repeal of this exportation of power statute,

except section 4, which is the taxing section in the statute; and they continue
that.

Senator KINLEY: The intention of the Government in this matter is pretty
strong, is it not? They need money, and they put this in the act deliberately.
Upon my word, I do not know enough about it to say that the Government
should not collect money this way and they should not put it in the statute.
I was always in favour of the statutory law instead of order in council law,
although things are changing, and you have to be a little flexible, but I don’t

know if we are not taking ourselves too seriously when we want to change
this bill.

Senator LAMBERT: Mr. Chairman, regarding what Senator Kinley just said,
this legislation does not affect the raising of the revenue one particle.

The CrAIRMAN: That is quite clear.

Senator LAMBERT: That revenue will be raised just the same; it has been
raised before, and the provision in the other act is there.

I wanted to make just one point. On the basis of appeal, I think that it is
only fair and just to permit the petitioners to have the right to appeal to the
foot of the throne, if you like to say it that way, and by passing this bill with
Part II established in it practically denies the right of the petitioners in this case
—practically denies the right to go to the Governor in Council with any
proposition that they like to put before them. If it is a reduction in the tax,
all right, let them do so; we can do that here because the legislation in connec-
tion with the other act already provides for the tax. To come back now to the
word “flexibility” again. Flexibility is gone in this particular case if this bill
passes the way it stands. I am certainly in favour of giving the benefit of any
doubt that exists at all to petitioners. '
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Senator GoLpING: Mr. Chairman, we have had a long argument with refer-
ence to this tax, whether it should be passed or not. Now, I do not think that
is what this bill is for.

The CHAIRMAN: Everybody agrees with that but everybody talks about it
nevertheless.

Senator GoLpinGg: Well, I think the talk is for a purpose. Now let us deal
with the facts. I am convinced of this, that anyone who has a good case can
go to Parliament, particularly in cases of this kind, and I might say that this
appears to be a long-term affair and it will be a long time before this power
is ready to be exported. What I want to say is that anyone who has a good
case can come to Parliament and get justice from Parliament.

The CHAIRMAN: Those who are in favour of approving the section as it
stands in this bill before us will please raise their hands.

The CLERK: 12.

The CHAIRMAN: Those who are opposed please raise their hands.
The CLERK: 13.

The CHAIRMAN: The section does not carry.

Senator CrRoLL: Thirteen, with the Chairman?

The CHAIRMAN: I should point out under the rules the Chairman can
vote only on the resolution, he does not have a casting vote in case of a tie.

Senator MacpoNALD: The Chairman voted last.
The CHATRMAN: Well, the Clerk came to me last.

The CHAIRMAN: I do not think we need to spend much time on clause 3 of
the bill. Clause 3 of the bill is ameliorating in a sense that the basis of value
for calculation of sales tax on importations differentiates between the article
itself and the value of the package and the wrapping material, so that if this
amendment becomes law you are not faced with the duty value of the article
as the basis, which would be higher, because under the Customs Act, as I
recall it, even the wrappings and the packaging are valued on the same basis as
the article itself, so this is ameliorating.

Shall clause 3 carry?

Agreed.

The CHATRMAN: Would you care to say something about that, Mr. Irwin?

Mr. Irwin: Clause 4 provides the amendment that was discussed when
the committee was considering clause 1. It provides that a person who wraps
packages, puts them up in boxes or otherwise prepares for sale cosmetics or
pharmaceuticals shall be deemed to be a manufacturer and a sales tax will be
collected at that point.

Senator BrunT: Will this produce more revenue for you?

Mr. IrRwIN: It might.

The CuarrmAN: I would think it is bound to produce some.

Senator IsNor: Mr. Chairman, would the witness enlarge on this point and

tell us what is meant by the word “exclusively” in the eleventh line on page 3,
where reference is made to the retail store exclusively.

Mr. IRwIN: One reason, Senator Isnor, is that you do not want to require
every small retailer to become licensed as a manufacturer and require him to
account for the tax. For example, if this exception were not made the druggist
who made up prescriptions might be called a manufacturer and required to

account for sales tax on the prescriptions. That is the reason the retailer is
excluded.
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Senator Isnor: That is all right, but the words used are, retail store
exclusively.

The CHAIRMAN: Senator Isnor, you are right. The language is not in line
with the explanation as I see it, because the language says that the retail store,
in order to enjoy this exemption, must sell its product exclusively and directly
to the consumer, it has nothing to do with any of the other activities of the
retail store.

Mr. LABARGE: Mr. Chairman, I think this is a way of distinguishing so that
you have a clear-cut line between a retailer whose job is retailing to the con-
sumer and, in addition, retailers who on top of doing that operate a wholesale
operation and become a manufacturer and gets into the business of selling to
wholesale houses or to other retail houses.

Senator Isnor: Will you read it leaving out the word “exclusively” just
for the moment, and see if you do not arrive at the exact same answer.

Mr. LABARGE: It is there for emphasis. We find this, that when you are
being as specific as this, ‘where there is a question of a man doing both opera-
tions, and in this case here if he sells directly to consumers I suppose, by stick-
ing to that, you would have to check all his sales and you might have discus-
sion as to whether or not a certain consumer is a normal retail consumer.

The CHAIRMAN: Well, then, if he is not a normal retail consumer the tax
will apply. :

Senator IsNnor: There is a very definite distinction between an exclusive
store and a retail store not catering to exclusive trade.

Mr. LABARGE: Oh!

Senator IsNor: Just read that as I asked you to a moment ago by dropping
the word “exclusively” and I think you will see that your purpose will be
served just as well.

The CHAIRMAN: I think the addition of the word “exclusively” has this
effect, that if I am operating a retail drug store and I sell these cosmetics which
have been wrapped in accordance with this section I sell them directly to con-
sumers but I might have one sale to some person who does not fit that defini-
tion. And so if you take out the word “exclusively” I think I could argue that
my prevailing operation was the sale directly to the consumer and therefore
I am entitled to the benefit of this section. But when that word “exclusively”
is put in the provision they are in effect saying that if you have one sale to a
person not a consumer then you are not protected under this section.

Senator KINLEY: Mr. Chairman, there are different types of drug stores.
In the rural areas the drug stores job Parke Davis, Wyatt’s and other pharma-
ceuticals to the doctors, and the doctors carry medicine and sell it. The drug
stores get an extra discount because they have a big turnover in retail drugs.
Are you gping to class them as manufacturers?

Mr. LABARGE: No. If he is not doing a job of re-packaging.
Senator KiNLEY: For instance I know one drug store in Newfoundland
that has a wholesale and retail department, and there are many others like

it. They sell to the doctors and certain trades. It seems to me you are getting
them in the position of manufacturers.

Mr. LABARGE: This would only affect them, senator, if they had a manufac-
turing operation.

Senator KiNLEY: If a man has one store and puts stuff up, he is all right,
but if he has three stores and has a little building in which he puts stuff up,
he is a manufacturer.

Mr. LABARGE: Yes.
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Senator REID: What is regarded under the statute as a substitute for candy?
Would maple sugar and block honey come under that classification?

Mr. LABARGE: Maple sugar is exempt under the statute. A product that
causes some trouble is sugar popcorn. That is a substitute for candy. There
are also certain kinds of so-called biscuits, marshmellow chocolate coated
biscuits; if they are sold on the counter next to the candy they are a substitute
for candy. There are a number of items like that.

The CHAIRMAN: Shall this subsection carry?

Some hon. SENATORS: Carried.

The CHAIRMAN: What about subsection 2?

Mr. IRWIN: Subsection 2 corresponds to clause 3 which was just explained.
One deals with excise tax and the other deals with sales tax.

The CHAIRMAN: Shall subsection 2 carry?
Some hon. SENATORS: Carried.

The CHAIRMAN: Clause 5 of the bill: What have you to say about that,
Mr. Irwin?

Mr. IrwiN: This is largely administrative, and Mr. Labarge will deal with
it for the most part.

I might point out that paragraph (c) merely changes the wording, but
not the substance.

Paragraph (d) covers the situation where a licensed wholesaler purchases
goods, but instead of selling them again retains them for his own use, or puts
them out on a rental basis.

The CHAIRMAN: You are thinking of such things as sick-room equipment?
Mr. LABARGE: Heavy machinery.
Senator BRUNT: Such as shoe repair machinery?

Mr. IrwiN: The licensed wholesaler does not pay the sales tax at the time
he purchases the goods, but at the time he sells them.

Senator BrunT: I understand that the modern shoe repair machinery is
such that it is impossible to buy, and is used on a rental basis.

Mr. LaBarGge: This applies largely to the manufacturer of rented goods.
You have shoe machinery, the kind you can’t buy; and I.B.M. machinery
which is very costly to manufacture. In such case the tax is paid by the
manufacturer. The licensed wholesaler privilege has been operated so that
a wholesaler purchases goods, whose sales are 50 per cent for exempt purposes,
does not have to go through the procedure of refunding claims to get back
more than 50 per cent of the money he paid. So it is a facilitation for that
purpose.

That was the purpose of the licence. But since it was found that a man
by importing or buying heavy equipment for, say, resale to an exempt user
like the logging industry or farmers, he suddenly decides he can get this thing
tax free if he goes into the business of renting, as the manufacturer would.
This provision is to make sure that when he does that, he is in the same

" position as the manufacturer and pays the tax on it.

Senator BRunT: Is not this a case also to catch up with the Wholesaler

in Canada who imports this shoe machinery from the United States and rents
it out here?

. The Cuamrman: He is caught now.

Mr. LABARGE: The shoe machinery is exempt as being for the manufacture
of goods, used directly for that purpose.

) The CHAIRMAN: I thought you were talking about the type of shoe ma-
chinery used for repair purposes.
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Senator BRUNT: That is right.

The CHAIRMAN: I was referring to repair machinery.-

Mr. LABARGE: On repair machinery he buys a different type of equipment,
and in that case it is taxable, because he is not the manufacturer.

The CHAIRMAN: Shall section 5 carry?

Some hon. SENATORS: Carried.

The CHAIRMAN: Clause 6 of the bill deals with the manufacturing license.

Mr. LABARGE: That is really consequential on last year’s amendment
whereby the annual renewal went out, and they have a permanent license.

Senator BRUNT: This can give you some control.

Mr. LABARGE: Yes. It is just as embarrassing to them, because they have to
make returns marked “nil” as long as they have the license.

The CHAIRMAN: Shall section 6 carry?

Some hon. SENATORS: Carried.

The CHAIRMAN: Section 7. This deals with the continuing liability on a
bond even after it is cancelled. We could pass all the statutes in the world, but
unless the conditions in the bond are retained I don’'t know how it would carry
on beyond the date of cancellation.

Senator BRUNT: This is entirely new.

Mr. LABARGE: It is just what the chairman has said. This clause was in
the bond, but since there is a termination in the bond, at its termination the
clause goes out. This is to permit the clause to continue in effect.

Senator BRUNT: You preserve your right.

Mr. LABARGE: Yes. It is recommended by the Department of Justice.

Senator BourrarDp: Even in the case where it is not in the contract?

Mr. LABARGE: We insist that it be in the contract.

The CHAIRMAN: If it is not in the bond, we can pass all the statutes we
want, and they won’t change the liability of the bonding company. That liability
is determined by the conditions of the bond.

Senator MacpoNALD: I don’t see how the passage of this provision would
put that clause in the bond, if it was not there in the first place.

The CHAIRMAN: It would not.
Senator MAcpoNALD: If it is in the bond, why is this section necessary?

Senator McKEEN: If you have an open end bond which carries on for the
period, and if default takes place in the period covered by the bond, can you
still collect without the benefit of this provision in the act?

Mr. LABARGE: No.

Senator MacponaLD: I will be pleased to pass the section, but I am not
convinced of its need.

The CHAIRMAN: Mr. Labarge says he thinks he can explain it. It seems like
a lot of words to me. All I know is, if I get a bond from a bonding company,
and it contains certain conditions under which the bonding company is liable to
pay, and the bond terminates, unless there is something in that bond which says
it shall have effect beyond the termination date, then it does not carry on.

Mr. LABARGE: These bonds have to be approved by the minister, and contain
a clause which says that certain provisions remain in effect after the bond
terminates. But the Department of Justice felt that we have to have authority to
confirm the continuance of this provision, since someone could argue that the
cancellation of the bond cancelled out that clause.
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The CHAIRMAN: I see your point. The Department of Justice felt that if
you took a form of bond which contained a condition which carried the liability
beyond the termination date, and there wasn’t any authority in the statute for
you to take a bond with such a clause, that you should have statutory authority.

Mr. LABARGE: That is about it.

Senator BRuNT: Now you have dotted your i's and crossed your t’s.
Some hon. SENATORS: Carried.

The CHAIRMAN: Section 8 deals with the cancellation of license.
Some hon. SENATORS: Carried.

The CHAIRMAN: Section 9 deals with the refund of goods sold to the prov-
inces. This is just a change in the method, and is made at the request of the
provinces: they would be able to apply directly for the refund rather than go
to their suppliers.

Some hon. SENATORS: Carried.

Senator MAcpoNALD: I don’t know why we should accommodate them, but
we will.

Senator BRUNT:" We are just good fellows.

The CHAIRMAN: Then we come to clause 10 which I think we should dis-
cuss for a few minutes. I think, first of all, we should have an explanation
from the representatives here as to the kind of situation which clause 10
is intended to cover.

Mr. LaBarRGE: The manufacturer or importer of goods is responsible under
the law for the tax. He is the only person who is liable. He is licensed
under it, and he has to pay the tax. When he makes a sale of anything that
is taxable he collects the tax from the purchaser. If it is a sale to an exempt
user then that person supplies him with a certificate that it is going to be used
directly in production, or that it is for another exempt purpose. He has the
onus on him, because he is the taxpayer, of making sure that what this man
says to him is right, and that he is going to use it for that purpose. This has
prevailed since the act has been in effect, and the same is true in customs. He
feels a real sense of responsibility in making sure of this. May I say that
not all people are that conscientious. Some have felt that they could print
on a certificate a good reason why they think a thing should be exempt if it
was used in a certain way, and allow the sale to go through as exempt. This
has happened many times. It encouraged the sale of articles that could be
exempt, and people were signing these certificates although they had no inten-
tion of using the article for that exempt purpose. Afterwards the man would
say: “I didn’t read the small print”, but he was getting it that way without tax.

Then you have the other case of the buyer who comes in and says he is
going to use it for an exempt purpose, and he signs a certificate to that effect,
and the person from whom he is buying may not have any particular reason
to doubt him, or may not know the fellow too well. Then, when he gets the

certificate through he goes and uses it for another purpose than the exempt
purpose.

The CHARMAN: Those are two types of cases, and they have the same
pattern running through them. There must be a third type.

Mr. LABARGE: There are many types but we will stop at three, I think.
The other one, which is not unusual and which depends somewhat on econ-
omic conditions and emergencies and prices, is where a man presents a certifi-
cate that he is going to use it for farm use, or logging. Then conditions change.
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Either an attractive proposition is put to him of a taxable character which he
goes out and works on having obtained the thing for the other purpose, or he
just decides that the purpose for which he bought it no longer exists and he
wants to go out into another taxable kind of operation. An example would be
tractors for the farm. The farmer says: “Well, I have bought a big chunk
of equipment here and my farm is not paying the thing off”. Maybe the heat
is on him for repayment on the instalment plan. He says: “I can work on
the roads. Here is an opportunity”, or he may say: “I can go and work on this
new development. There has been a community development, and I can go
in there and work”, and he does that with equipment that has been exempt,
and he is working alongside taxpayers who have tax-paid equipment.

Senator BRUNT: You cannot do that under this section, because there is
nothing in the declaration at the time he made the purchase—

The CrHAIRMAN: They are only talking about the dealer. A dealer may
acquire a lot of tractors ‘'which may have a use that would exempt them from
sales tax. That dealer, in the beginning, as a matter of law, is liable to pay
the sales tax right there and then, but the department in its administrative
functions is lenient. and if a representation is made that that machinery is
going to be sold for an exempt purpose, and it is the type which might ordi-
narily be used for that purpose, they will say: “Well, we will not collect tax
from you now, but you sign this agreement”. There is an agreement signed,
as I understand it, in which the dealer undertakes that if subsequently the
machinery should be used for a purpose which is not exempt then he will pay
the tax. What this section is attempting to do is to give some right to the
dealer, if he is subsequently called upon to pay the tax, whereby he can go
to the person who has committed the violation and collect from him the duty.

Senator BRUNT: But there must be a false representation.

The CHAIRMAN: May I go on and explain that the wording of this section
is such that it only gives that benefit to the dealer in a case where the person
who bought the machinery, and gave a certificate that he was going to use it
for an exempt purpose, made a false statement in the certificate.

Some of the examples which have been given here are examples of where
a farmer might acquire a tractor and he gives a certificate to the dealer and
obtains the exemption, and the farmer, after six, eight or twelve months
realizes, in a winter of heavy snow, that there is an opportunity to make some
money by wheeling that tractor out on to the highway and getting some
revenue. Immediately he does that, why, under the terms of the agreement
and the condition of the law he has committed a violation, but you have no
false statement anywhere in connection with it yet. By virtue of the agreement
the Government can go to the dealer and claim the tax. The question is:
What can the dealer do in relation to the farmer? This section does not help
a dealer there.

Senator McDoNaLD (Kings): Suppose a farmer takes the tractor and goes
out to clear a road so that the road will be open for the general public, and
he receives no compensation for that.

The CHAIRMAN: Then, I would say he is all right.
Senator McDonALD (Kings): That happens often in the country.

Senator McKEEN: There is another case, and I want to know if it is
covered. We bring in a lot of marine equipment and use it for 10 to 15 years,
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and when it is of no further use to us we have sold it to, say, a mining company
which has taken it for a power plant. In that case we pay duty on the
assessed value to the customs directly, and not through any dealer.

Then, we may have a community which is having trouble with its power
plant, and which may ask for the use of a diesel electric unit that is on a
vessel to supply them with power for a few weeks. Would that make that
vessel subject to duty because it is not used for marine purposes?

Mr. Power: Equipment used for the generation of power is exempt from
duty under another section.

Senator McKEgEN: If it used for anything other than marine use we pay
the duty which is assessed.

Senator KinLEy: With regard to the case of the farmer and his tractor, is
he not only responsible for duty to the provincial authorities if he puts that
tractor on the highway and works on a construction job? ‘

The CHalrMAN: No, it is a matter of sales tax, and the conditions under
which you may get exemption from sales tax.

Senator KINLEY: And this farm machinery is all subject to sales tax?
The CHAIRMAN: Not if it is used for farm purposes only.

Senator KiNLEY: For instance, he uses gasoline, and he is not supposed to
go on the highway. You have nothing to do with that?

The CHAIRMAN: That is under the provincial Government.

Senator KinrLeEy: I thought that when he went on the highway with his
tractor to a construction job he was only responsible to the provincial authority.

Mr. LaBarRGeE: Well, he has to pay sales tax.

Senator KinLEY: If a man who owns a tractor on the farm rents his equip-
ment to a contractor does he have to pay sales tax on that rental?

Senator BRUNT: Yes.

Senator KiNLEY: To the federal Government?
Senator BRuNT: Yes.

Senator KinLEY: But not to the local Government?

Mr. LaBarge: The tax really applies to the article whfch becomes exempt
when it is used for a particular purpose, for instance, farm equipment for

farm purposes only. That is in the law. In another case it is logging exclu-
sively.

Senator KiNnLeEy: The trouble is that under this legislation you are dealing
with people who do not know the score and you are going to get into diffi-
culties. I doubt if it will pay you. You will have too much trouble for the
revenue you get.

The CHAIRMAN: Oh, they collect all right. They do not collect from the
farmer who makes a violation of the exempt use but they collect from the
dealer. It is very simple for the department to collect but here they are trying
to-preserve the dealer’s position against the parties who have made an un-
authorized use. I think it is a commendable thing but the moment they get
into that mood I would like to see them carry it to the full limit and not only
cover the case of a false representation to be used for an exempt purpose but
to carry it to the point where there was a subsequent use for a purpose which
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did not entitle the person to an exemption. Those are the two classes of
cases. If in both these cases you reserved the right of the dealer, I would be
perfectly happy with it.

Senator HuGesSEN: Following along that line I was going to suggest that
if it is desired to preserve the right of the dealer I think the section should
be changed to read something like this. Take out the word “falsely” so that
it would read:

“Where a purchaser of goods from a wholesaler, producer, manu-
facturer or importer has represented that the goods were intended for
a use rendering them exempt from tax under any provision of this
Actrisys? ;

and then you could add something like:
“and such goods are subsequently used for a purpose not so exempt. . .

”»

That would cover both cases where a man made a false representation at
the time or where he made one that was perfectly true at the time but was
subsequently falsified.

The CHAIRMAN: Would you go slowly on that, Senator Hugessen? I want
to see how you put that. You have suggested taking out the word “falsely”.

Senator HUGESSEN: Yes.
Senator BRuNT: It is in line 16 on page 5.

Senator HucGessEN: I would delete the word ‘“falsely” and add certain
words at the end. It would then read:

“Where a purchaser of goods from a wholesaler, producer, manu-

facturer or importer has represented that the goods were intended for

a use rendering them exempt from tax under any provision of this Act,

and such goods are subsequently used for a purpose not so exempt. . .”

Senator REID: Why not leave it as it is?

Mr. LABARGE: Senator Hugessen, I would say there is a weakness in that
wording in that the man could use it for the exempt purpose for a limited time.
He could say, “That is what I said I would use it for.” That purpose in the law
may read “exclusively” or “only”.

Senator HUGESSEN: But the illustration given to us by Senator Brunt
when he explained the bill in the house was that of a farmer who buys a
piece of equipment in perfectly good faith, making the representation that
it is to be used solely on his farm. Then six months after he has bought it
winter comes along and he is asked by his municipality to use it for a week or
two in clearing the district roads. There was no false representation at the
time he purchased it but it so happens, by reason of circumstances, it is used
for a period for a purpose that is not exempt. That is the illustration Senator
Brunt made in the house. We tried to show in the Senate chamber that that
case is not covered in the language here.

Mr. LaBargE: I think you are right.

Senator BRuNT: There is another illustration. A farmer may buy a piece
of equipment and die six months later. The executor winds up his estate and
holds an auction sale and starts selling the equipment. The auctioneer does
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not inquire from the buyer whether he is a farmer and is going to use the

equipment solely on his farm. Supposing the auctioneer sells to a contractor?
What happens then?

Mr. LABARGE: In most cases the auctioneer is wise enough to provide
the tax.

Senator BRUNT: They are not in my vicinity.
Senator ASELTINE: I never heard of it in any auction sale.

Senator BRUNT: If it is sold to a contractor what happens? No tax has
been paid.

Mr. LABARGE: The equipment becomes taxable and the original vendor
of that who had a certificate, t_he dealer, is the one wo would go to for the tax.

Senator BRUNT: What does the dealer do?

The CHAIRMAN: That is the problem.

Senator ASELTINE: Does he go and collect from the estate of the deceased?
The CHAIRMAN: Not unless he had an agreement.

Senator BRUNT:- The deceased farmer had nothing to do with it being
used in clearing roads. ;

Mr. LABARGE: The Customs Act comes into play. It has a different kind
of clause and places the responsibility on anyone who has diverted it from
an exempt purpose.

Senator BRUNT: I would point out that companies like Massey-Harris and
Cockshutt make tractors right in Canada.

Mr. LABARGE: Following the case you have illustrated I am not just sure
* where we would get the tax, but I can tell you where we would try first.
First we would ascertain whether the man who bought it in this case deemed
it to be tax paid or non-tax paid and if he realized this had been sold to a
farmer and was exempt, we would ask him for the tax first. If he did not want
to pay it, we would go back to the dealer and say, ‘“Look, here is a piece of
equipment for which you took the responsibility because we let it go past
the incidence of tax on your word that it would only be used for this purpose.”
If we were to take the law as it stands today, here is what we could do.
Every piece of farm equipment sold by a manufacturer or an importer would
be sold with the tax, and the manufacturer or importer would pay the tax that
time, and then it could go on to the ultimate user and when he had it in his
hands he would pay the tax too. Then the would make application all the

way through this channel for a refund. That way we would be pretty safe,
wouldn’t we?

Senator BRUNT: No.
Mr. LABARGE: For the first instance.

Senator BRUNT: Yes, but after you refunded the tax, if the equipment
was improperly used, you would start the whole process again.

Mr. LABARGE: Yes. This is a good example of the difficulties of conditional
terms with respect to an' exemption.

'The CHAIRMAN: May I say that it is an illustration of the difficulty of
having an exemption based on end use.
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Mr. LABARGE: Yes. What I would like to point out about this section
is that we have been endeavouring to meet in some way what we think is
a fairly reasonable objection on the part of honest-to-goodness dealers dealing
with honest-to-goodness people in the first instance, who later on have this
thing fall into the hands of somebody else through an estate or something
like this.

Senator MCKEEN: Couldn’t there be a time limit?

The CHAIRMAN: Senator, I was going to say that in dealing with the
situation in this section, where the word “falsely” occurs, you are getting
into the realm of criminal law and intent, and how the federal Parliament
could come along and indicate something that seems to me to be strictly
a matter of property and civil rights in the provinces and establish some legal
liability as between the dealer and the farmer, something that the dealer
does not see fit to provigle in his contract with the farmer, is beyond me.
My feeling is that if we write something into this section of the statute to
cover the situation where there is no intent to deceive, it would be a meaningless
sort of thing and the dealer would still have to cover his right of recovery
in his contract with the farmer who gives him the certificate certifying that
it is going to be used for an exempt use. That is the way the dealer has to
protect himself. I would like by statute to protect the dealer in all these
circumstances, but what is the use of flying in the face of the law when the
dealer can protect himself?

Senator BRUNT: This section does provide a certain amount of protection.
We have to decide whether to take that away from him or to leave him with
a bite of a cherry.

The CHAIRMAN:In my humble opinion, I think what we give him in section
10 is possibly all that the Federal Parliament can give him, and it lies in his
own hands to get the rest of it by agreement.

Senator MacDoNALD: Then we do not say that it is necessarily effective.
The power of the Federal Government to allow the importer, the wholesaler,
to collect from a third party without having a contract, I think is very doubtful.

Senator BRUNT: I do not think we should take away what we give him
under this section.

The CHAIRMAN: Oh, no.

Senator KINLEY: What I am concerned about is frivolous prosecutions with
the man who does not know. For instance, if my neighbour commits an
offence I cannot bring an action against him.

Mr. LABARGE: No, but you can complain vociferously against him.

Senator PRATT: May I ask how old a machine must be before it is described
as obsolescent?

Mr. LABARGE: There are many factors there, senator, the nature of the
machine, and how it can stand up, and the kind of wear and tear it gets.

Senator PRATT: Should there not be some time limit, where a person who
has a machine and gets it under these conditions, and then operates it, and
eventually feels disposed to get another one, does so?

Mr. LABARGE: Take a $3,000 tractor, or a $30,000 piece of equipment. If
you set a time limit there it would be unreasonable, because the one can outlive
the other considerably; and this is supposed to be for the lifetime of the equip-
ment.
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Senator PRATT: But a person may spend perhaps half of what the machine
is worth on repairs to fix it up again.

Mr. LABARGE: Well, we try to use a discretion here. For instance, an
ordinary, standard farm tractor runs I think somewhere around three years,
maybe a little more, that is what you would call average. Now, I do not
think we go after the fellow who simonizes it every week.

Senator PraTT: Do I take it that there is a time limit borne in mind in
each instance?

Mr. LABARGE: Very much.

The CHAIRMAN: For instance, if you had a machine for three years and put
it to an unauthorized use, I think the department would establish a basis at the
end of the three year period on which they would base the tax.

Mr. LABARGE: About the time we say it has completed its purpose.
Senator PrRaTT: Would it be feasible to have a time limit?

Mr. LABARGE: We have thought of time limits, but because of the nature
of equipment and the seasonal uses and the different kind of wear and tear,
it is very difficult to get a scale that is really applicable.

Senator PRATT: As far as application goes, time limit does prevail, although
it is not laid down? |

The CHAIRMAN: Yes, and I think it probably works better than not having
it physically.

Senator HorNER: It is very difficult to place a time limit because those
machines over the years might have done very little work, whereas others
might have worn out through work.

Senator CRERAR: I was going to ask the witness what occasioned this?

. Mr. LaBARGE: It is an effort to help as much as we can those people who
have found themselves, as they feel, holding the bag because of somebody
elses action in telling them they were going to use it for a larger purpose, and
then not using it.

Senator CRERAR: Does this arise out of snow-clearing operations?

Mr. LaBarce: No, it has arisen from general complains since the beginning
of time.

Senator Davies: Do I understand there is an excise tax on machinery
manufactured in Canada?

Mr. LABARGE: Sales tax.

The CHAIRMAN: Shall the section carry?
Section 10 agreed to.

The CuaRMAN: Shall section 11 carry?

Senator MacpoNALD: When this bill is in the house I will reserve my
remarks on third reading.

The CuarrMAN: Shall we record that this section is carried on division?
Section 11 agreed to.

The CHAIRMAN: Clause 12 adds some exemptions to Schedule III.

Senator REip: Does this exempt feeds for animals?

Mr. LaBARGE: This is only adding the underlined words, senator.
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Senator REp: Why are you adding the words, “Feeds for fur-bearing ani-
mals whose pelts have commercial value?

Mr. LaBarge: That is already in the act. This is just to show that this
amendment will fit into the schedule.

Senator REmn: Would fish be included in feeds for fur-bearing animals be
exempt?

Mr. LABARGE: Yes, fish is exempt, anyway.
Senator McKEEN: Does fish include whales?

Mr. LABARGE: Here it would not matter whether it is a Whale, or peanuts,
or anything; if it is a feed for those animals.

Senator McKEEN: In this case, whales are?
Mr. LABARGE: Yes.
Section 12 agreed to."

—On Section 13—Coming into force.
The CuairMAN: This clause simply gives the dates of coming into' force.

Senator MacpoNALD: Does this affect any changes that we have made in
the bill? We have made one change., This act shall be deemed to have come

into force on the 10th day of April, 1959, and the clause that we have struck out
has been in effect.

Senator BRunT: No, we struck out section 2.
Senator MAcpoNALD: All right. The whole bill came into effect?
The CHAIRMAN: Yes.

The Law CLERK: Mr. Chairman, by re-numbering clause 2, it seems to
me that we shall have to re-number the other clauses. I would suggest a motion
that the necessary consequential changes in this numbering be made.

The CHAIRMAN: Is that satisfactory? Carried.

Section 13 agreed to.

The CHAIRMAN: Shall I report the bill with the amendments?

Senator BrRunT: Carried.

Senator Haic: On division.

Senator ASELTINE: On division.

The CHAIRMAN: The bill is reported with the amendments, on division.

Senator MacponNaLD: With regard to clause 2, only 8, 9 and 10 are new,
is that right?

The CHAIRMAN: That is right.

Senator MAcpoNALD: Now, subsections 2 and 3 of section 10 are not new.
Are they going to remain in the bill?

The CHAIRMAN: The motion was to strike out clause 2, and they are part
of clause 2.

Senator Davies: I do not understand. We voted to eliminate clause 8?
The CHAIRMAN: Clause 2 in its entirety. We voted to eliminate clause 2
which includes 8, 9 and 10.

Whereupon the committee adjourned.
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ORDER OF REFERENCE

Extract from the Minutes of Proceedings of the Senate for Wednesday,
May 27th, 1959. ;

Pursuant to the Order of the Day, the Honourable Senator Methot moved,
seconded by the Honourable Senator Monette, that the Bill S-22, intituled: “An
Act to amend the Export Credits Insurance Act”, be read the second time.

After debate, and—-

The question being put on the motion, it was—
Resolved in the affirmative.

The Bill was then read the second time.

The Honourable Senator Methot moved, seconded by the Honourable
Senator Monette, that the Bill be referred to the Standing Committee on
Banking and Commerce.

The question being put on the motion, it was—
Resolved in the affirmative.

J. F. MACNEILL,
Clerk of the Senate..
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REPORT OF THE COMMITTEE
WEDNESDAY, June 10, 1959

The Standing Committee on Banking and Commerce to whom was referred
the Bill (S-22), intituled: “An Act to amend the Export Credits Insurance Act”,
have in obedience to the order of reference of May 27th, 1959, examined the
said Bill and now report the same without any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
ek Chairman.



MINUTES OF PROCEEDINGS

WEDNESDAY, June 10th, 1959.
Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 10.00 P.M.

Present: The Honourable Senators: —Hayden, Chairman; Aseltine, Bouffard,
Brunt, Davies, Dessureault, Emerson, Farris, Gershaw, Golding, Hugessen, Isnor,
Kinley, Leonard, Macdonald, McKeen, Monette, Pouliot, Pratt, Reid, Thorvald-
son, Vaillancourt, Wall and Woodrow—24.

In attendance: Mr. E. R. Hopkins, Law Clerk and Parliamentary Counsel,
and the Official Reportets of the Senate.

Bill S-22, An Act to amend the Export Credits Insurance Act, was read and
considered clause by clause.

On motion of the Honourable Senator Brunt it was resolved to report recom-
mending that authority be granted for the printing of 600 copies in English and
200 copies in French of the proceedings on the said Bill.

Mr. A. W. Thomas, Assistant General Manager of Export Credit Company,
was heard in explanation of the Bill and was questicned.

It was resolved to report the Bill without any amendment.
At 10.30 P.M. the Committee adjourned to the call of the Chairman.
Attest.

A. FORTIER,
Clerk of the Committee.






THE SENATE

STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE

OrTAwA, Wednesday, June 10, 1959.

The Standing Committee on Banking and Commerce, to whom was referred
Bill S-22, to amend the Export Credits Insurance Act, met this day at 10.00 p.m.

Senator HAYDEN in the Chair.

The CHAIRMAN: Gentlemen, we have Mr. A. W. Thomas, Assistant General
Manager of the Export' Credit Company, to tell us the chief purpose of the
Export Credits Insurance Bill.

Mr. THOMAS: Mr. Chairman, I think as all you gentlemen know we are in
the insurance business. We insure exporters against nonpayment under policy
of insurance for goods exported from Canada. The policy of insurance is sub-
jected to terms and conditions and to a co-insurance which is normally not
in excess of 85 per cent of any loss which might be suffered by the exporter
from his shipment of goods to an overseas buyer.

In some cases, particularly where a substantial project of capital equipment
is involved, the exporter has reported that the banks have been somewhat
reluctant in providing the necessary financing. That is often due to the term
that the project may run, the deferred payment portion. It may run four or
five years. It could be the amount involved. It could possibly be a position
the bank could not take because of the foreign exchange; for example, the
purchase price might call for U.S. dollars and the bank might not want to
take the position of U.S. dollars for a four or five-year term.

The purpose of this bill is to amend the act to provide a facility for the
corporation when authorized by the Governor in Council, so that it will be
a Government responsibility to provide a direct and unconditional guarantee
to the lenders, who could be the Canadian chartered banks or any other lender
who would finance a Canadian exporter to the extent he required to produce
goods for export, and where he would not get payment for possibly some
extended term.

I think the substance of the bill is in this matter of guarantee. The
responsibility is going to be taken by the Government and not by the corpora-
tion, for we are an insurance corporation. This is the real purpose behind
the bill. Anything else is ancillary to the question of guarantees. In other
words, the bill proposes that the Government could authorize us to purchase
any guaranteed bill of exchange or to lend money or sell it.

Senator BRUNT: Could we go over the bill section by section?
Senator MacpoNaLD: I would like to ask a few general questions.

The CHAIRMAN: I think the chief purpose, as the witness has stated, is to
extend the scope of the operation but only where the Government authorizes
you to do so. That authority is in the statute now. We were told by Mr. Aikens
when he was here that you have operated to some extent, even without this
amending bill, in covering transactions and that you have lost little if any
money in doing so. This bill is to add something further by way of guaranteeing
payment of negotiable instruments so that the foreign buyer of the goods

i
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may go to the Canadian seller, and the corporation would guarantee to the
extent that the Canadian seller would be able to cash or negotiate the instru-
ment in Canada, isn’t that right?

Mr. THOMAS: That probably is right except the intent is to guarantee
negotiable paper, which would be in the hands of the lenders, who would be the
chartered banks normally.

The CHAIRMAN: You have to start with the basis of the transaction. That
is, there is a foreign buyer and a Canadian seller and the foreign buyer gives
something to the Canadian seller which would be negotiable after a fashion
of some kind or other, but it is much more negotiable if the corporation
guarantees it.

Senator KINLEY: Give a note?

The CHAIRMAN: It could be a note.

Senator PRATT: Do you mean to say that apart from insurance you are
setting up financial facilities for these interests?

Mr. TaomAs: No. We will only administer this part of the act on behalf
of the Government who would authorize us to do it. The intent is not to
finance the export transaction. The exporter would still have to arrange his
own financing with any lender who would lend him the money he requires.

The CHAIRMAN: Just following that through, if the Canadian seller accepts
an order from the foreign buyer the Canadian seller is going to somehow or
other get something from the foreign buyer that he can use for credit purposes
in Canada. True, he may go to the bank and borrow if the collateral is proper,
but he can borrow a lot faster if he has your guarantee.

Mr. THoMASs: The intent is to guarantee the paper, as yau say. We can
do that in a number of ways. We can do it by endorsement or by a letter to
the lender of the money. I might just mention that the guarantee would not
become effective until the goods had been delivered to the foreign buyer and
accepted by him. So that there is generally an extended interval of a produc-
tion period which we call the pre-shipment period. It extends anywhere from
a few months to possibly two or three years before the goods are actually
delivered to the foreign power and accepted by it.

Senator KiNLEY: In the meantime the goods are insured?

Mr. THomas: In the meantime the intent would be to issue a policy of
insurance to cover the pre-shipment period, and the guarantee would take
effect once the goods had been accepted by the foreign power.

Senator MacpoNALD: You will continue to carry on your operation as an
insurer?

Mr. THomMmAas: Oh yes. This part of the bill will only apply to capital goods
projects, which are few and far between.

Senator MacponaLp: Did I understand you to say when goods are shipped
from Canada they are insured by you?

Mr. THOMAS: Now.

Senator MacponaLp: And they will continue to be insured by you until
they are delivered in the foreign country, and until the vendor gets the paper,
a note or some security for payment?

B Mr. THOMAS: That is arranged at the time the contract of sale is entered
into. ,

Senator MacpoNaLD: Under your insurance at the present time I understood
you to say that you just cover up to 85 per cent of the invoice.

Mr. THoMAS: Effectively, we pay 85 per cent of the loss.
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Senator MacpoNALD: What about the new arrangement? If the transaction
is completed in the foreign country, and the vendor gets a note, will you
guarantee 100 per cent or just 85 per cent?

Mr. THoMmAS: The intention is to guarantee 100 per cent.

Senator MAcpoNALD: Is there anything in the act that requires you to
insure just up to 85 per cent?

Mr. THOMAS: No.

Senator MAcDONALD: But your practice has been up to 85 per cent?
Mr. THOoMAS: That is the general global practice.

Senator MACDONALD: And now you are going farther?

Mr. THOoMAS: On this guarantee.

Senator MAcpoNALD: You are going to guarantee up to 100 per cent?

Mr. THoMAS: Yes, but this is to cover capital goods only. There would
be an administrative limit established which would be to the order of a quarter
of a million. ;

The CHAIRMAN: Where does it say “capital goods”?
Mr. THOMAS: It-doesn’t. - That is administrative.
Senator FARriS: What is your protection on that guarantee?

Mr. THomas: There is no protection except the bill of exchange which we
guarantee.

Senator FArRrIS: What is your inducement for doing it?

Mr. THoMAS: Once we accept an insurance policy, or issue an insurance
policy, to cover an export transaction, we are taking the risk that the buyer will
pay. If he does not pay, we will have to pay. This merely extends the facili-
ties of the guarantee up to 100 per cent of the paper without any terms or
conditions ' attached to it. That will be given to the bank—we hope that the
bank will take this unconditional guarantee, will buy the paper from the
exporter without recourse, so that the exporter can get it out of his accounts
receivable.

Senator METHOT: Are any of the goods refused as not being good?

Mr. THoMAS: No; we would not have to pay.

Senator METHOT: Even if you have guaranteed the bank?

Mr. Taomas: The guarantee is not effective until the buyer accepts
delivery of the goods.

Senator KiNLEY: You give 85 per cent of the sales price?

Mr. THoMmAS: We pay 85 per cent of any loss. It may be only half the sale
price, depending on what he loses.

Senator MAcDONALD: He is an insurer with you to the extent of 15 per
cent?

Mr. THoMAS: The exporter is a co-insurer to the extent of 15 per cent.

Senator MAcpoNALD: Under this arrangement you are going to assume the
total risk, I gather?

Mr. TooMAS: I believe that is intent.

The CHAIRMAN: The idea is to encourage more export business by giving
this financing, and hoping that you will never be called upon to meet the
guarantee,

Senator FARrIS: What is the legislation to further this proposal?

Senator BRuNT: Let us get down to the bill and see what we are asked
to do.
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Senator WaLL: May I ask a general question? Is this an additional risk?
Senator Macdonald has pointed out one factor of it, that there is a risk
element in the insurance. Is there some calculation of the additional element
of risk, and is this additional risk going to be paid for?

" Mr. THOMAS: It will be charged for; I anticipate it would be to the order
of 1 per cent.

Senator PraTT: Because of the long-term nature of the sale?

Mr. THOoMAS: It would take up the additional risk of 15 per cent which
the exporter would be carrying under his policy, and which the bank would
be carrying—

Senator PraTT: You are referring to the capital goods type of sale?

Mr. THoMmAS: Yes.

Senator PratT: Which is different altogether from your general opera-
tion of insurance?

Mr. THOMAS: The general operation on consumer goods involves no prob-
lem about financing. It is short-term.

Senator WaALL: Has this additional risk been calculated? Would it be
another 18 per cent or another 20 per cent?

Mr. THomas: Under section 21 we have not paid a loss.

Senator MacpoNALD: Let me ask this question: 'I am an exporter, and I
sell goods to the value of $100,000 to a purchaser in a foreign country, and
receive for it a note for $100,000. Can I take that note to your corporation
and get the $100,000?

Mr. THOMAS: No sir.

Senator MAcpoNALD: Under the provisions of this bill, can I do it?

Mr. Taomas: You could if this bill were passed; you could if we would
take it.

Senator MacpoNALD: That is the purpose of the bill, I take it. As an
exporter I would not have to go through the bank.

Mr. THomASs: Generally he does.

Senator MacpoNALD: But according to the terms he does not have to.

Mr. TaoMASs: That is true. Incidentally, I may say that there could be a
case—I have not run into one in my 14 years experience—where an exporter
could finance the production of goods over a relatively short period of time,
and then come to the corporation and ask for the guarantee. But the practice
has been that the exporter company in many cases—and this involves sub-
stantial deals, running into many millions of dollars—have had difficulties
with the banks, in getting financing. So I don’t think there would be any
demand for the exporter to come directly to us.

Senator MacpoNALD: One more general question: is this going to enlarge
the capital sum?

Mr. THoMAS: No.

The CHAIRMAN: It is limited at present by the statute.

Mr. THoMmAS: To $200 million.

The CHAIRMAN: And no extra money is being provided? .

Senator Wooprow: Is that $200 million the full extent of the government
guarantee at any and all times?

Mr. THomAs: It is the maximum liability which the corporation can assume
under section 21 and the proposed new section.

Senator Woobrow: And that includes the total amount of the Government
guarantee?
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Mr. THOMAS: Precisely.

The CHAIRMAN: Shall we deal with the bill section by section?

Section 1 would delete the Governor of the Bank of Canada as a member
of the Export Credits Insurance Corporation.

Senator BRUNT: Is anyone being substituted in his place?

Mr. THOMAS: The Governor of the Bank of Canada has asked to be relieved
of his duties because of other commitments, and also he feels there would be
a certain conflict that could arise in his duties as Governor of the Bank of Canada
with the banks themselves.

Senator BRUNT: All I want to know is, has anybody been named in his place?

The CHAIRMAN: In a later section the board of Directors is increased by one.

Section 1, carried.

Section 2 is only a broadening of the language of section 4 to cover this new
type of extended businesss under section 21.

Some SENATORS: Carried.

The CHAIRMAN: Section 3 of the bill increases the directors from four to
five, and also deletes any reference to the Governor of the Bank of Canada,
where it occurs.

Some SENATORS: Carried.

The CHAIRMAN: Clause 4 repeals certain subsections of section 21. Section
21 is the section which authorizes this corporation to act on the direction of the
Government.

Senator METHOT: They are included?

The CHAIRMAN: They have replaced them.
Section 5 contains certain definitions; and you will note the power to gua-
rantee, which is in general language. It says (2) When authorized by the
Governor in Council the corporation may . . . That is under subsection 2, which
is subsection 2 of the new section 21 that is being created by section 5 of the
bill. It says,

When authorized by the Governor in Council the corporation may
guarantee, by an appropriate endorsement or otherwise, the payment of
an instrument given by an importer to an exporter or to the nominee of
an exporter under or in respect of an export transaction entered into
between the importer and the exporter.

Senator KINLEY: Every individual transaction must be brought before the
Governor in Council?

Mr. THOMAS: That is correct. There are not very many. This year to date
we have only done two. But we hope we will do more with this facility.

The CHAIRMAN: This is as safeguard as it can be. If the Governor in Council
authorizes them then it is their risk.

Senator ASELTINE: How much do these two amount to?

Mr. THoMAs: They were relatively small, probably in total a million
dollars.

Senator BRUNT: A million? What is a million?

Senator KINLEY: Have you got a ceiling that you can use without reference
to the Governor in Council?

Mr. THomas: Not under this bill.

Senator KINLEY: Can you do that under any other legislation?
Mr. THOMAS: Not paper, but we can insure.

Senator MacpoNALD: You can purchase a guaranteed instrument?
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Senator KiNLEY: It is only intended for big amounts?
Mr. THOMAS: Precisely.

The CHAIRMAN: Shall this section 5 carry?

Carried.

The CHAIRMAN: We have a new section 21B created by this section 5, deal-
ing with the limit of liability under a contract and guarantees which shall not
‘exceed $200 million.

Senator WALL: Mr. Chairman, what is the sum total of liability that the
export credit corporation can take on?

Mr. THoMAS: We have a limit there of $200 million on insurance. It is
$400 million altogether.

Senator PRATT: What is the ordinary limit in which you operate? You say
you have a limit of $200 million. How far do you go in your insurance?

Mr. THOMAS: Under our own insurance, in an individual transaction?
Well normally we do not like to have about five million out in any one country
at any one time, particularly long-term stuff, but short-term stuff we do not
mind because it is being turned over rapidly.

Senator PraTT: But the sum total of your insurance ord1nar11y would
amount to what?

Mr. THOMAS: Since we have started we have placed $700 million of insured
exports, about one-third of which have been insured under section 21.

Senator PraTT: Over how long a period?
Mr. THOMAS: Fourteen years.

Senator MacponaLD: Do the insurance contracts have to get the approval
of the Governor in Council?

Mr. TH'OMAS: No, sir, only under section 21.

Senator BRuNT: Have you any limit that would limit the amount of any
one policy?

Mr. THOMAS: Not by law
Senator BRUNT: In practice?

Mr. THoMmAS: In practice, as I mentioned, we do not like to go over
$5 million in any one country, at any one time.

Senator BRUNT: That could be in one policy?
Mr. THOMAS: Yes, but normally it is not.
Senator KINLEY: Have you made any profit in your operations?

Mr. THOMAS: In the 14 years we have made an operating profit of
$207,000.

Senator PratT: Is that profit taxed?

Mr. THoMmAs: We are subject to tax but we do have it set out that they
have agreed to allow us to build up an underwriting reserve of $5 million,
but once we exceed $5 million unless we can get the Government to bump
it up to $10 million we will be suject to tax.

Senator PrRATT: Why cannot you use that profit to reduce your premiums
and encourage the export trade?

Mr. THOMAS: There has been no complaint about our premiums. We hear
a lot of talk but it is not based on fact. Our premium rate has averaged, includ-
ing the substantial long-term contracts, just over one per cent; in one short-
time business it is three-quarters of one per cent.

Senator BourrarDp: Have you made any capital losses?
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Mr. THOMAS: Irrecoverable losses? We have written off in our 14 years
$250,000 as irrecoverable. We have a total of about $3 million. We have written
off $250,000, and about 2.5 million is in blocked foreign currency in foreign
countries.

Senator BRUNT: How much is in Turkey?

Mr. THoMAS: There are 2,800,000 U.S. dollars. We have paid $2.5 million
Canadian.

The CHAIRMAN: I would like to have a motion to print 600 and
200 copies of our proceedings in English and French respectively.

Senator BRUNT: I will move that motion.
Senator KINLEY: Who do these 600 copies go to?

The CHAIRMAN: The same distribution as we have for Hansard. That
does not leave many over. .

Senator WALL: Mr. Chairman, I did not hear the witness reply as to the
amount of contracts outstanding under section 21A. I think we sold $60 million
or $50 million worth of aeroplanes. Where is that?

Mr. THOMAS: Those contracts have not been signed as yet and the orders
in council have not been issued as yet.

Senator PRATT: How many exporters are there now using your insurance
facilities?

Mr. THoMAS: We have 229 policies current.

Senator PRATT: Some time ago there were 3,000 exporters in Canada.

Mr. THoMmAS: Yes, but not active. A great number of those exporters do
business with the United States and we do not insure normally the United
States transactions. There are private credit insurers and we do not compete
with them.

The CHAIRMAN: Shall the section carry?

Carried.

Shall the bill be reported without amendment?

Carried.

The committee adjourned.
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ORDER OF REFERENCE

Extract from the Minutes of Proceedings of the Senate for Wednesday,
May 27th, 1959. )

Pursuant to the Order of the day, the Senate resumed the adjourned debate
on the motion of the Honourable Senator Thorvaldson, seconded by the Hon-
ourable Senator Pearson, for the second reading of the Bill C-48, intituled:
“An Act to amend the Income Tax Act”.

After debate, and—

The question béi_ng put on the motion, it was—
Resolved in the affirmative.

The Bill was then read the second time.

The Honourable Senator Pearson moved, seconded by the Honourable
Senator Monette, that the Bill be referred to the Standing Committee on
Banking and Commerce.

The question being put on the motion, it was—
Resolved in the affirmative.

J. F. MacNEILL,
Clerk of the Senate.
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REPORT OF THE COMMITTEE
‘WEDNESDAY, June 10th, 1959.

The Standing Committee on Banking and Commerce to whom was referred
the Bill (C-48), intituled: “An Act to amend the Income Tax Act”, have in
obedience to the order of reference of May 27th, 1959, examined the said Bill
and now report the same with the following amendments: —

1. Page 11, line 16: After “or” insert ‘“charterparty”.
2. Page 11: Strike out clause 19.
All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.



MINUTES OF PROCEEDINGS

WEDNESDAY, June 10th, 1959.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 10.30 a.m.

Present: The Honourable Senators: Hayden, Chairman; Aseltine, Beaubien,
Brunt, Croll, Davies, Emerson, Euler, Farris, Gouin, Hugessen, Kinley, Lambert,
Leonard, Macdonald, McKeen, Pouliot, Power, Pratt, Reid, Thorvaldson, Tur-
geon, Vaillancourt, Wall, White, Wilson and Woodrow—27.

In attendance: Mr. E. R. Hopkins, Law Clerk and Parliamentary Counsel
and the Official Reporters of the Senate.

Bill C-48, An Act to amend the Income Tax Act, was read and considered
clause by clause.

On MOTION of the Honourable Senator Macdonald it was RESOLVED to
report recommending that authority be granted for the printing of 600 copies in
English and 200 copies in French of the proceedings on the said Bill.

The following witnesses were heard:—

Mr. J. Gear McEntyre, Deputy Minister, Taxation Division, Department
of National Revenue, Mr. F. R. Irwin, Director, Taxation Division, Department
of Finance and Mr. D. R. Pook, Chief Technical Officer, Assessment Branch,
Department of National Revenue.

After discussion clauses 1 to 17 were carried, clauses 18 and 19 were
postponed. Clauses 20 to 24 were carried.

At 12.30 p.m. the Committee adjourned until 8.00 p.m. this day.

At 8.00 p.m. the Committee resumed consideration of Bill C-48, An Act
to amend the Income Tax Act.

Present: The Honourable Senators:—Hayden, Chairman; Aseltine, Bouf-
fard, Brunt, Davies, Dessureault, Emerson, Farris, Gershaw, Golding, Hugessen,
Isnor, Kinley, Leonard, Macdonald, McKeen, Monette, Pouliot, Pratt, Reid,
Thorvaldson, Vaillancourt, Wall and Woodrow—25.

In attendance: Mr. E. R. Hopkins, Law Clerk and Parliamentary Counsel
and the Official Reporters of the Senate.

The following witnesses were further heard in explanation of the Bill:—
Messrs. J. Gear McEntyre, F. R. Irwin and D. R. Pook.

Clauses 25, 26, 27 and 28 were carried.
The Committee then reverted to the consideration of clauses 18 and 19.
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After discussion the following amendment to clause 18 was moved: —

Page 11, line 16: After “or” insert ‘“‘charterparty”. The question being
put on the said Motion, the Committee divided as follows:—

YEAS: NAYS:
13 8
and so it was declared carried in the affirmative.
The question being put on a Motion to strike out clause 19, the Committee
divided as follows:

YEAS: NAYS:
12 : 5

and so it was declared carried in the affirmative.
It was RESOLVED to report the Bill with two amendments.
At 10.30 p.m. the Committee adjourned to the call of the Chairman.

Attest.

A. Fortier,
Clerk of the Committee.
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THE SENATE
STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE
OtrTaAwA, Wednesday, June 10, 1959

The Standing Committee on Banking and Commerce, to whom was re-
ferred Bill C-48, an Act to amend the Income Tax Act met this day at 10.30
a.m.

Senator Hayden in the Chair.

The cHAIRMAN: Honourable senators, we have before us this morning
Bill C-48, a bill to amend the Income Tax Act. We already have passed a
resolution providing for the reporting of evidence to be taken this morning.
I suggest, therefore, we proceed with consideration of the bill.

We have with us officials from the several departments concerned: Mr.
Irwin, Director, Taxation Division, Department of Finance; Mr. Isbister, Assis-
tant Deputy Minister, Department of Finance; Mr. McEntyre, Deputy Minister,
Taxation Division, Department of National Revenue. I understand Mr. Irwin
and Mr. McEntyre may be in the forefront in answering questions; so, I would
ask them to come forward and take the preferred seats.

Gentlemen, since this bill consists of a series of what might be called un-
related sections, related only by virtue of the fact that they either impose
additional tax or resolve what are supposed to be problems that have been
developed. I fancy perhaps in the rare instance they are ameliorating. Perhaps
the best way would be to consider the bill section by section, and you can get
whatever explanation you want as we go along.

Some SENATORS: Agreed.

The CHAIRMAN: Dealing with section 1 of the bill: this, I suppose, is an
ameliorating section. Mr. Irwin, are you going to explain it?

Mr. F. R. IrwiN (Director, Taxation Division, Department of Finance): Mr.
Chairman, clause 1 adds the underlined words only for the purpose of clari-
fication of what is meant by the term “group insurance plans”. With these
clarifying words the term “group insurance plan” could cover any kind of
insurance purchased by a group. It is believed that the addition of these
words will not restrict any existing insurance arrangements.

Senator BRUNT: The words that you put in are words of limitation.

Mr. IRwIN: They are words of limitation, but they clarify what is meant
by the term.

Senator LEONARD: Was there any other kind of group insurance plan that
you ran into?

Mr. J. Gear McENTYRE (Deputy Minister, Taxation Division, Department
of National Revenue): Mr. Chairman, I don’t think we ever ran into any
group of insurance plans, other than life, sickness or accident; but it might be
possible that there would be some casualty insurance or something of that kind,
which I don’t think was ever intended.

Senator BRUNT: Would you be plugging any possible loop-hole for the
taxpayer to get something in which you think should not be put in?

7
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The CHAIRMAN: Is not accident a sort of casualty insurance?

Mr. McENTYRE: Usually sickness and accident go together in these plans,
and they cover hospitalization, doctor bills, loss of earnings, and that sort of
thing.

Senator KINLEY: Sickness is ‘a comprehensive word, is it not, covering
doctor bills, medicine benefits, and everything like that?

Mr. McCENTYRE: Yes.

Senator KINLEY: You deduct from a workman say, half of the group insurance
plan for life and that type of coverage; the company pays half and the employee
pays half. The amount the employee pays is deducted from his salary for
income tax purposes.

Mr. McENTYRE: Mr. Chairman, the employee would have to bring into his
income tax calculations the salary he received, but if a portion was borne
by his employer no value would be placed on that portion. But, if a portion
is paid out of the employee’s salary, that is not, deducted.

Senator KINLEY: The employer’s part is a portion of his profits; so, it is
the same thing. :

Senator BRUNT: How does this fit into the present section of the act?
It is pretty difficult to set in this clause (a). Is this an exemption that is
provided?

The CHAIRMAN: It is a deduction section, is it not?

Senator LEONARD: The only new words are “life, sickness or accident”.

Senator HUGESSEN: It is not a deduction section. Section 5 begins this way:

“Income for a taxation year from an office or employment is the
salary, wages and other remunerations, including gratuities, received by
the taxpayer in year plus—"

Senator BRUNT: And this is added in?

Senator LEoNARD: It always has been there.

The CHAIRMAN: This is an exception in that “plus”.

Senator BRuNT: I did not think what you collected under an insurance
policy is added into an income that you receive.

The CHAIRMAN: The clause reads, “(Except the benefit he derives from
his employer’s contributions to or under a registered pension fund or plan,
group, life, sickness or accident insurance plan, medical service plan or supple-
mentary unemployment benefit plan).”

So it is an exception within the spelling out of what is income. As I said
in the beginning, it is ameliorating in a sense except that there are words
of limitation.

Will the section carry?

Carried.

The CHAIRMAN: We will now deal with section 2.

Senator MacpoNaLD: Is this ameliorating also?

The CHARMAN: I would hesitate very much to say. Mr. Irwin, what
have you to say about this section?

Mr. IRwiN: This new paragraph deals with group life insurance and it
provides that the amount of premium paid by an employer to provide an
employee with group life insurance coverage in excess of $25,000 will be added
to the income of the employee. The method of making this calculation is set
out as an example in the explanatory notes.

Senator WALL: Who will make this calculation, the empolyee?
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Senator BRUNT: No, Mr. McEntyre will.

The CHAIRMAN: I would think the answer, Senator Wall, would be that
if the employee does not do a good job on it that when his returns being
reviewed the calculation will be made in the department.

Senator DAvies: Will it not be deducted at the source the same as it is
now?

Mr. McENTYRE: It is a question whether all the facts would be known
sufficiently in advance to permit the employer to establish what portion of
the premium must be included in the man’s remuneration so that the deduc-
tions at source could be calculated at that time. But we do not anticipate
that the additional income resulting from this calculation will be very sub-
stantial, it will happen only in a few cases.

Senator KINLEY: Well, a $25,000 policy means you are getting into pretty
big money.

The CHAIRMAN: Tell me this, Mr. McEntyre, there is the obligation on
the employer to take and remit, in other words, to withhold the amount of
tax in connection with salary paid to an employee. Now, how would you
consider that obligation if the employer does not make this calculation when
the employer does know that there is group insurance in exces of $25,000 a
year on the life of one of his employees. Would you penalize him and levy

some interest penalty against him for not withholding the amount which he
should? )

Mr. McENTYRE: There is a provision in the regulations for waiving the
deduction at source or agreeing to an amount different from that set out in
the tables and I would think that in a case of this kind if the employer made a
fair attempt to arrive at the amount that had to be added to the remuneration
of the employee and made the deductions in consequence that we would be
quite satisfied with that.

Senator KINLEY: Mr. Chairman, when you take out a policy of $25,000
on an employee you are getting into big money, and I would imagine that
this would only take place where a director or a manager is so important to
an organization that if he dies it is going to be detrimental to the company
so the company insures his life and pays a premium and the benefit will
go to the company on his death. Is that so?

Mr. CHAIRMAN: Senator Kinley, this is not that kind of policy. This is
group life insurance as part of a pension plan.

Mr. McENTYRE: It may be part of a pension plan or it may be group life
but it is group life insurance for the benefit of the employee.

Senator BRUNT: It has nothing to do with policies issued to individuals
in the company. To take an example, supposing Canadian Pacific Railway
insured its president, Mr. Crump, for $1 million under one policy. Would this
section have any application?

Mr. McENTYRE: That would be an insurance policy taken out by the
C.P.R. and the C.P.R. would be the beneficiary of that policy. That is not the
type of circumstances that this section is directed to.

Senator MacpoNALD: Is it correct to say that this clause applies only to
group insurance, to a policy taken out under a group insurance plan?

Mr. McENTYRE: Yes.

Senator KINLEY: What would happen to the $25,000? Of course that would
not bother many of us.
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Mr. McENTYRE: Under $25,000 the existing section applies which means
that the premium which the employer pays on behalf of his employee as part
of a group insurance policy is not added to the income of the employee.

Mr. Chairman, perhaps I should mention that it has been brought to my
attention that this premium which is added to income is not added to income
in remuneration, salaries and wages, covered by section 5, which is subject
to deduction at source, but is added to income under section 6. So that there
is no question of the employer having to withhold tax at source on the amount
of the premium.

Senator RE1p: May I ask if there are any great numbers who come under
the $25,000 group? I am just interested in knowing the number.

Mr. McENTYRE: We have no statistics on the various groups in force. We
do not know how many would have employees receiving coverage of $25,000,
but we think that they would be in very small proportion to the total groups
in operation.

Senator BRUNT: Mr. Irwin, can you tell me the thinking behind this? Why
is this put in? We have had the Income Tax Act since 1917, and we have got
along for 42 years without this. Why was it put in?

Mr. IRWIN: Mr. Chairman, there is a limit to what I can say towards
explaining Government policy.

The CHAIRMAN: You cannot go back 40 years.

Mr. Inwin: No. I would suggest that the exception that has been in the
law for a good many years dates from a time when group life insurance covered
very small amounts, or much smaller amounts than have appeared in recent
years. It is, I think, well known that some group life plans do provide coverage
well in excess of $25,000, and if an employer pays a premium to provide a
substantial amount of life insurance, that is a benefit conferred upon the em-
ployee, and since benefits which when received by virtue of employment are
subject to income tax it seems only fair that this particular benefit should also
be brought into account for tax.

The CHAIRMAN: Or that there should be a limit above which the benefit
would be brought into tax?

Mr. Irwin: Well, a limit has been brought in here, and it is only above
this amount that this—

Senator BRUNT: Do you expect it will produce any substantial sum in the
way of revenue?

Mr. IrwiN: No, sir.

; 'Senator McKEEN: Mr. Chairman, some insurance companies are now
issuing policies—they have them in the States already—where they don’t pay
in the dollars of the day; they increase the premium as the dollar goes. Now,
what would the situation be in a case of this kind? This act is in effect, and
th? policy is $25,000, and the group plans goes up on account of the dollar
going down. Is there any provision for that? They do not pay it in the dollar of
the day, they pay it as the dollar value goes down. One company has a poliey
years. It is, I think, well known that some group life plans do provide coverage
for teachers and professors, and the amount of the payment on death, or through
benei?ts, is increased as the dollar value goes down. I think they have started
that. in five States. Apparently, the premium is the same. They do it by in-
vesting the funds in common stocks rather than in bonds. It is quite a factor,
becat}se you can well understand that in selling insurance, if you sell a fellow
a policy for $100 a month, the value in ten years might be very different. What
effect would this legislation have on that?
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The CHAIRMAN: You have a ceiling of $25,000, whatever that means at the
time.

Mr. IrwiN: I think the kind of insurance the senator is referring to is
more in the field of variable annuities, where there is going to be an income
derived from the policy. I do not think that this has come into use in the field
of group life insurance. If it does, I suppose we shall have to look at it.

Senator McKEEN: Would you re-value the policy then from year to year?

THE CHAIRMAN: Well, first of all, Senator McKeen, this section deals only
with group life.

Senator McKEEN: Well, they are talking about group life. This is some-
thing very new, and just passed by the legislature on the American side in the
past two months.

The CHAIRMAN: But this fixes it in the amount of $25,000; it is not variable.

Senator McKEeN: What effect would that have, I am asking. The excess
over $25,000 may be very variable. It would have to be calculated every year,
how much in excess of $25,000. Of course, these cases are very rare, and I will
not press it. :

Senator WALL: - May I ask what is the relative benefit to one who is receiv-
ing $25,000 of insurance with the premiums paid by an employer? What is
the relative benefit to that person? Supposing an ordinary person wanting
$25,000 in insurance. I would have to pay it out of my income. Tom Smith
is working for a company and getting $25,000 worth of insurance, which is
paid for by the company, and therefore rather than having him pay for it the
company pays for it. What is the extent of that benefit? Is it $200 a year or
$500? What is the average premium? I know it will vary with age.

Senator BrRuNT: Apply the formula.

The CHAIRMAN: No, the formula calculates the excess which is for the
account of the taxpayer.

Senator WaALL: I am thinking of up to the $25,000.

Mr. Irwin: Mr. Chairman, the law here sets out the rule for determining
the dollar amount of the premium, and the rule is based on the average
premium, it looks at the total premium paid by the employer to the life
insurance company, and then calculates the premium that is paid for an
individual, for coverage in excess of $25,000. Then it allows a deduction for
such part of the premium paid on that insurance by the employee.

Senator WALL: The point really at issue is that an average Canadian not
so covered by those provisions could say “I am being discriminated against.”

The CHAIRMAN: There is nothing new about that.

Senator KINLEY: The problem today with insurance is that you may be
paying premiums with good dollars and make a settlement later with bad
dollars.

The CHAIRMAN: The only way you can cover that is to insist on a contract
that will protect you.

Senator KinLey: I talked to a man the other day who had a $5,000 policy
in England, and settled it in the present currency at about half that figure.

The CHAIRMAN: The income tax people can’t adjust that.

Senator Davies: This is not going to affect the great mass of employees,
is it?

Senator BrunT: No, it is an exception. Let us pass it.

Senator Gouin: What is meant by the technical expression ‘“‘experience
rating of the fund”?
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Mr. IrwiN: I understand there is a premium fixed, which the employer
has to pay the insurance company based on the number of employees and
their ages; then, after a year’s experience, if the claims have been low, they
may find he has paid too much, and allow a refund.

The CHAIRMAN: The formula is predicated on the dollars that are actually
expended for the purpose of premium; so, if there is a refund you operate
on the net?

Mr. Irwin: That is correct.

The CHAIRMAN: The approval of subsection 1 of section 2 of the bill would
take us down to the bottom of page 2. Can we approve of that portion?

Some SENATORS: Carried.

The CHAIRMAN: Subsection 2: What is the effect of that subsection, Mr.
Irwin?

Mr. IrwiN: This is a new paragraph, and merely adds a cross-reference
in section 6. Section 6 of the act lists the amounts that have to be included
in computing income. So, for uniformity this refers to the amount received
by the taxpayer under a registered retirement savings plan. There is no
change in substance.

The CHAIRMAN: As a matter of fact, taxpayers have been required to
include that, have they not?

Mr. IRwIN: Yes.

Senator HugessSEN: It is just to clean up this section, as a result of the
insertion of section 79B a year ago.

Mr. Irwin: Correct.

The CuarrMAN: Shall the subsection carry?

Some SENATORS: Carried.

The CHAIRMAN: Subsection 3, at the bottom of page 2: that is another cross-
reference, is it? /

Mr. Irwin: This follows from the amendment we have just discussed,
dealing with group life insurance, and it states how the expression ‘“policy
year” shall be construed. It was thought that this was necessary, as other-
wise it might be possible to have a policy year for less than 365 days.

The CuHarrMmAN: Carried?

Some SenaTORs: Carried. :

The CHairMAN: We come now to section 3: this simply gives statutory
effect to a practice that has been carried on in the department for years. Is
that not right?

Mr. Irwin: Yes.

Senator BrunT: That is under clause 1?

The CuatrmAN: Clause 1, yes. It is subclause 1 of clause 3, dealing with
the transfer fees, and fees payable to the registrar of a company and to
transfer agents.

Senator BrRunT: This is a break to the taxpayer.

The CHamwmAaN: In practice, my understanding is this has been allowed
to the taxpayer, is that right?

Mr. Irwin: That is right, Mr. Chairman.

Senator WarLL: What is the problem then? If this has been done in
practice, why are we giving it statutory validation?

Senator BrunT: On account of a court decision.

Mr. Irwin: Yes, a recent court decision threw some doubt on the rights
of the department to allow the deduction.
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Senator Hucgessen: Is that the Distillers-Seagram case?
Mr. IrwiN: Yes.

The CHAlRMAN: Shall subsection 1 of section 3 carry?
Some SENATORS: Carried.

The CHAIRMAN: Subsection 2.

Mr. Irwin: Subsection 2 deals with the transfer of pension funds. The
general provision of the Income Tax Act is that amounts received as payments
out of a pension plan must be included in income, and this rule includes lump
sum payments withdrawn from a plan when an employee leaves the employ-
ment, for one reason or another, before the retirement age. This amendment
provides that these withdrawals do not have to be included in income to the
extent that the amount that is withdrawn is used as a contribution to a
registered employee’s pension plan, or as a premium under a registered retire-
ment savings plan.

Senator BrunT: That is, registered as to an individual?

Mr. Irwin: Yes, a registered retirement plan as defined in the Income Tax
Act. This permits an employee who moves from one employer to another to
take a withdrawal from the first employer’s pension plan, and place it in a
second plan, provided the second employer agrees, without having to pay
income tax on the amount withdrawn.

Senator BrRunT: What is the present practice in circumstances such as you
have outlined?

Mr. Irwin: Mr. McEntyre may want to speak on this, but I understand
in those cases where there has been a withdrawal from one plan and a trans-
fer to another, and the money did not go to the employee, that this plan has
been followed. ' But that does not always happen. An employee may not
make a direct transfer from one employer to another. Also, of course, this
amendment will take care of the situation where an employee leaves employ-
ment and becomes self-employed and wishes to start a plan for his retire-
ment by paying premiums into a registered retirement savings plan.

Senator Davies: But he has got to put all the money he receives into
the plan; if there is any left over from the first employer he has to pay a
tax on it.

Mr. Irwin: He is not taxable on that portion of it which is withdrawn
and is used in this way.

Senator Davies: But what is left over is taxable?

Mr. IrwiN: Yes, and always has been.

The CHAIRMAN: What Senator Davies is saying, if an employee contributed
less than the full amount that he took out of an existing plan, and he con-
tributes less than that amount to a second employment plan, then he is taxed
on what he keeps in his own hands.

Mr. Irwin: Yes, that is correct. ,

Senator MacDoNALD: What 'is the present plan when the money is so
withdrawn?

Mr. Irwin: There is a special section in the Income Tax Act which allows
the employee an option to have that lump sum taxed on the average of his
tax for the past three years of employment. If he does not choose to take that
option, it is taxed as ordinary income.

Senator BrRunT: In the year in which it is received.

Mr. Irwin: In the year in which it is received.

Senator MacDonaLp: Will that section of the act be amended, if we pass
this amendment?
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Mr. McENnTYRE: There is an amendment in the bill.

Senator WarLL: Mr. Chairman, perhaps this is a mischevious question, but
I do not intend it to be : suppose I as an employee withdraw a sum of money
at the beginning of the taxation year 1959 to buy a registered plan on
December 29, 1959, is there going to be any problem in timing in the taxation
year?

Mr. IrwiN: Not if it is done within the year or 60 days after the end of
the year.

The CHAIRMAN: That is what the amending section does.

Senator Davies: Whose responsibility is it, that of the employer or the
employee who is withdrawing the money, to notify the Income Tax Department?

Mr. McENTYRE: The employer would advise the Income Tax Department
of any withdrawal from the pension fund ahd then it would be up to the
individual taxpayer himself to claim the deduction, explaining the circumstances
under which he returned the money withdrawn to another pension plan.

Senator DaviES: You say the employer would. Is he bound to do so under
the act?

Mr. McENTYRE: Under the regulations. It is part of the regular reporting
procedure that employers do in reporting remuneration paid to employees.

The CHAIRMAN: Any other questions? Shall the section carry?

Carried.

That deals with subsection 2.

Now, subsection 3 of section 3, at the top of page 4.

This introduces a different subject. Would you just give a brief explanation,
Mr. Irwin?

Mr. IrwiN: This deals with the situation where depreciable property has.
been sold and the proceeds of disposition are not all collectible. When depre-
ciable property is disposed of for more than its depreciated value, as you know
there is a provision under the act for recapture of this excess. However, the
proceeds of disposition are not always collectible and this amendment will
permit a deduction from income of a certain amount of the proceeds of disposi-
tion that can be established as becoming a bad debt.

Senator ASELTINE: This is a relieving section?

Mr. Irwin: Yes.

Senator Davies: Is there anything in this which deals with the amount of
rent that can be collected on a property? Is it within the power of the'Income
Tax Department to say what a landlord shall charge for property that he is
renting to another?

Mr. IRwin: That is not covered under this particular section.

Senator Davies: But there is some clause in the Income Tax Act that deals.
with rentable property and its rentable value, is there not?

The CHAIRMAN: You mean sepcifically?

Senator Davies: Well, if a person owns a house and is charging a certain
rent for it and the Income Tax Department thinks that you are not charging
enough rent they can make you report more rent and say this proptrty should
be rented for so much.

- The CHAIRMAN: Not if the parties are at arms’ length.

Senator BrunT: If I own a house and rent it at $10 a month nobody can
say that I should rent it at $50 a month.

Senator Davies: They can do it. They did it with me, and they made me:
pay $600 extra.
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The CHAIRMAN: Maybe you needed a lawyer.

Senator DAviEs: No, I was renting this property at more rent than the
assessment made it necessary, but the Income Tax Department said it was not
enough rent and therefore you should get more and then they made me pay
tax on what rent they thought I should have been getting.

Senator BRUNT: Was the person to whom you rented the property related
to you in any way?

Senator Dayvies: No.

Senator BRUNT: Was it in Canada or in England?

Senator DaviEs: Right here.

Senator MacponaLp: If I bought a house in 1950 for $10,000 and have been
depreciating it over the years so that its depreciated value is now $5,000 and I
sell the house for $20,000 do I have to account for the increase?

The CvAIRMAN: There is a recapture of the depreciation you have
written off.

Senator LEoNarD: Just the recapture of the depreciation.

Senator BRUNT:. But if you have about three transactions you will be taxed
on them.

Senator MacpoNALD: The depreciation on that house I mentioned is $5,000.

The CHAIRMAN: Yes.

Senator MacpoNALD: Would that be shown as income for me in that year
and be added to any other income I have made?

Senator BRUNT: That is right.

Senator HUGESSEN: But if you could not collect the $20,000 from the person
to whom you sold the house, this section would be advantageous to you.

The CHAIRMAN: After having paid the tax and not being able to collect,
you could write off the bad debt in a subsequent year.

Senator BRUNT: If you sell the property on credit over a term of years,
when do you pay? During the taxation year that the sale was made or as
you collect the money over the long term that you have given?

Mr. MCENTYRE: There is a section in the act which requires that at the
time of sale the price be taken into account as a receipt, and then if the
term of the sale is over two years there is provision for a reserve being set
up which would postpone a portion of the profit until a later year. As a matter
of fact, there is an amending section to the bill which deals with that and
which we are coming to later on.

Senator PRATT: You set up a rate of depreciation which has the effect
of diminishing the value of the property year by year?

The CHAIRMAN: As you get paid, you bring it back into income.

Senator KINLEY: Suppose that some years ago I made an agreement of sale
for over $5,000 and certain things had depreciated on the property. Would
the man you sell that to have any interest in this?

The CHAIRMAN: He is not interested in that. It is the seller only.

Shall the section carry?

Carried.

Subsection 4 of section 3—I am just curious, Mr. Irwin, to know how you
happened to hit on a date like 1955. You say subsection 1 is applicable to the
1955 and subsequent taxation years, and then you have assigned 1959 to the
other parts. Have you any particular reason for the difference in dates?

Mr. IRwWIN: 1955 relates to these deductible corporate expenses.

Senator LEONARD: You have in practice been allowing that.
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Mr. IrwIN: Yes. This is done in case the department might want to go
back and deny these deductions in the light of this court decision. I think
1955 will take us back beyond the four-year period.

The CHAIRMAN: Shall subsection 4 carry?
Carried.

Section 4 of fhe bill. This deals with inventory. Have you any comment
to make on that, the value of your closing inventory and the value of the
opening inventory the following year must always be the same.

Senator PRATT: That seems to obvious. Is there any reason for that?
Mr. IrwIN: This amendment is just for greater certainty.

The CHAIRMAN: Did you run into some problem which made it necessary
for you to spell it out this way?

Mr. IRWIN: No, but it has been suggested that this point might be somewhat
obscure with the repeal of the former subsection 1 of section 14.

Senator BRUNT: Surely there has never been a return filed showing the
closing inventory of one year not agreeing with the opening inventory of the
year following.

Senator LEONARD: It was when you made a change in the act whereby
you changed the method by which inventory could be calculated. Am I not
correct?

The CHAIRMAN: There are two ways of valuing—you can value at cost
or market. Suppose at the end of the year you valued your inventory at cost
and let us assume it was possible to get permission of the department to
change your basis of valuation you could conceivably come up with a lower
valuation, and also come up with a higher one.

Mr. McENTYRE: Yes, that is right.

Senator MacpoNALD: Is this not based on the famous case of Dr. Lifo, the
case that went to the Privy Council?

The CHalIRMAN: No, that was that Lifo and Fifo case. The thing that
bothers me is that somewhere in the statute it says I am entitled to value my
inventory at cost or market. Am I being locked in here? Because that would
not be available to me at the full limit that it might otherwise be available.

Senator BRuNT: Do you not have to follow whatever system you start to
adopt and continue? You do not allow switching, do you?

Mr. McENTYRE: I think it is governed by a court decision that if you
establish your closing inventory under one method you must have your opening
inventory under the same method for income tax purposes, and that if your
opening inventory was on some other method there might be a profit or loss
between one year and the next; and this is to prevent that event from happening.

The CrarrMmAN: But in this amendment, if we pass it, where is there any
authority in the minister to permit me to change my method of valuation once
I have established it? The only time I am concerned with inventory is closing
at the end of the year and opening the next year. Does not a combination of
what is in section 14(2) now, and this amendment which is to be added by

section 4 of the bill, have the effect of locking you to one method, and nobody
can change that?

'Mr. McENTYRE: There is a regulation dealing with inventory valuations,
which I do not happen to have with me.

The CramrmaN: Of course, I know the regulation, but I do not know how

any regulation can prescribe something that the law does not permit. That
is what would bother me.
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Senator PraTT: Whatever cost you bring in at the end of the year would
come into the beginning of the new year; but that does not affect the general
system that is prevailing or the rights of valuation at the end of any year,
does it?

The CHAIRMAN: When I am approaching the end of a fiscal year and I have
been following a cost method, conceivably I can go to the department and make
representations to change the method. If they agree and I change the method,
I am stuck with that in the new year.

Senator McKEEN: Can you not change during the year? Take lumber,
for instance. The cost of that lumber when bought might be in $50 logs at
the sawmill, and the value might drop, and the cost of production would be
higher than the actual value of them on a cost basis, because perhaps you
would be making it out of $25 material.

Senator HuGesseN: That is covered by section 14(2), which says:

. the property described in an inventory shall be valued at its
cost to the taxpdyer or its fair market value, whichever is lower . . .

So you could put your logs at market value.
Senator McKEEN: But the logs have gone down and your lumber has not.
Senator HuGesSEN: Well, whatever the inventory is at the end of the year
is put at cost or market value, whichever is lower.

The CHAIRMAN: You still get some benefit from the regulation. Section
14(2) says:

. or in such other manner as may be permitted by regulation.
Senator McKEEN: That is what I say; we have not had an academic ruling.

The CHAIRMAN: This is an order in council method of relieving. We have
had so much discussion about taxation by order in council in another matter.
I am all in favour of flexibility.

Senator HuGessSeEN: This subsection really limits the department to re-value
a valuation.

The CHAIRMAN: You can always build up during a year to get ready
for the end of \a year.

Senator MAcpoNALD: It fixes the value; you must use at the end of the year
the same you start with at the beginning.

The CHAIRMAN: No; it is the other way.
Senator BRUNT: It is reversed.

Senator HUGESSEN: You have the value at January 1 as you valued it
at December 31.

The CHAIRMAN: That is right. Shall section 4 carry? It is very important,
by the way, to make this section applicable to 1958 and subsequent years.

Mr. IRwiN: Only that it goes back to the time section 14 (1) was repealed.
Section 4 carried.

The CHAIRMAN: Section 5, fiscal period for individual member of partner-
ship wound up.

Mr. IrwiN: This deals with the fiscal period of a member of a partnership.
When a partnership is wound up the fiscal period of that partnership is deemed
to end at the time, or would be if it were not for the provision of the law. The
law has for a number of years provided that when a partnership is wound up
under certain circumstances an individual may if he wishes have the fiscal year
of the partnership deemed to end at the time it would have ended had the
partnership not been wound up.

21459-3—2
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The CHAIRMAN: All it means is that it preserves the previous fiscal period
if the taxpayer wants to preserve it.

Mr. IRwIN: That election was only open to him if the partnership was
wound up by reason of death or withdrawal of a partner, or by reason of a
new member coming into the partnership. Those restrictive words are being
removed by the amendment.

Senator Gouin: Supposing I wound up a partnership on July 1st of this
year, what would be the effect of that?

Mr. IrRwIN: Well, if you had a partnership whose fiscal year ended
December 15, but you wound it up in June, without this provision in the law
the fiscal period would be deemed to have ended in June. This might have
meant a bunching of income in the one year. So it might be to your advantage
to deem that the fiscal year of that partnership would be ended not in June
but in December.

Senator Gouin: This year?

Mr. Irwin: Well, perhaps I should have used an example where the fiscal
year ended in the next year in January.

Senator McKEeeEN: What is the date that you take, at the time of the
distribution of the assets or of the appointing of the liquidator?

The CHAIRMAN: We are talking about a partnership.

Senator McKEeEN: Well, this is the section I am talking about. Supposing
you decide to dissolve a partnership and there are certain assets to be liquidated
and distributed to the two partners. This is a voluntary breaking up of the
partnership. Would you take the date of the liquidation or the date the assets
were distributed?

Mr. McENTYRE: If there were distribution I would say we would take the
date it was agreed the partnership would cease.

The CHAIRMAN: There are some problems there, Mr. McEntyre, because
what I agreed to do I could agree to undo.

Mr. McENTYRE: In any event, under this provision the partnership’s fiscal
period can be continued until the date on which it will ordinarily end. So,
unless the winding up took place very close to the end of that fiscal period,
there would be no question that the year end would be the regular fiscal
period for the partnership.

Senator McKEEN: But it might take two years to dispose of the assets.
For instance, if the partnership owned any real estate, the liquidator would
hold the property until he sold it, and then distribute it to the two partners,
would the partners have to pay tax on the income before they get it?

The CHAIRMAN: We are mixing up a number of questions here. The only
question that concerns this section is the one which Mr. McEntyre and Mr.
Irwin have explained. That is: when a partnership is wound up, no matter
What may be the reason for doing so, the taxpayer may now take either the
time on which the affairs are wound up or the regular fiscal end of the company.
: Now, the question you are asking, Senator McKeen, is a question that is
inherent in the section, as to whether apart from this amendment, when can
you say the affairs of a partnership have been wound up? Is it the date when
you pass all the resolutions and make an agreement, or is it when you
physically distribute the assets?

Senator Farrrs: Is that involved in this section?

The CuHamrMAN: No.

Senator Farris: Don’t you think it would be in order to suggest that the

senator get a lawyer to advise him instead of asking the officials of the depart-
ment to do it?
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The CHAIRMAN: I was very subtly trying to suggest that.

Senator McKEeN: We have already done so.

The CHAIRMAN: Shall we pass this section?

Some SENATORS: Carried.

The CHAIRMAN: Section 6 really only deals with some definitions, by
changing the location of quotation marks.

Mr. Irwin: That is correct.

The CHAIRMAN: It might be interesting to the committee to know why it
is thought necessary to insert an amendment for the purpose only of changing
the placing of quotation marks.

Mr. IrwiN: This is a technical amendment which, I believe, is for the
purpose of simplicity, so that we will not have to use the whole expression
“depreciable property of a tax payer” every time we mean ‘“depreciable
property”: Also, we won’t have to use the whole expression “total depreciation
allowed to a taxpayer” when we really only mean “total depreciation”.

The CHAIRMAN: Surely there must be some reason for the proposed amend-
ment, other than saving the use of a few words, because I am sure if we went
through the statute we could find many instances where words could be
saved. Was there a decision of the courts?

Mr. McENTYRE: There was a decision of the Supreme Court, and the reasons
for judgment suggested that if we were going to use this term we had to use
all the words within the quote, and if we used only some of the words the
definition was lost. So, in order to prevent the necessity of repeating this
whole long expression, we felt it would be a little easier for the taxpayer if we
simply cut down the phrase in quotation.

The CHAIRMAN: Let us put it this way: it would be a little easier in the
administration of the income tax?

Mr. McENTYRE: Perhaps it would be a little simpler to draft some of these
things, yes.

Senator BRUNT: Anything that would simplify the act, let us pass it.

The CHAIRMAN: Any other questions? Carried?

Some SENATORS: Carried.

Senator DAVIES: If you are dealing with depreciable property of a taxpayer,
it is the taxpayer’s property whether you describe in two words or five words.

Senator HUGESSEN: Not quite, Mr. Chairman, because section 20 refers
in a number of instances to depreciable property without the words “of a
taxpayer”. What this amendment is designed to do is to make sure those
 words apply throughout the section.

The CeHAIRMAN: That is right.

Some SENATORS: Carried.

The CHAIRMAN: Section 7.

Mr. Irwin: This section deals with family assistance payments made to
the children of new Canadians. The children of new Canadians are not
eligible for family -allowance payments during their first year in Canada,
but they are paid a monthly amount of, I think $5. This amendment provides
that the parents of such children will be treated for income tax purposes as
if their children were qualified for family allowances. That is, they will be
able to claim only $250 deduction for the children, instead of $500 as they
would otherwise do.

Senator BRUNT: Is the amount paid under the family assistance the same
regardless of the age of the child? You mention $5?

21459-3—2% s
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Mr. IrwIN: I believe so, but I am not certain of that.

The CHAIRMAN: You mean, paid in this particular case?

Senator BRUNT: Yes.

Senator DAviEs: The payment is per child?

Mr. IrwIN: Per child.

Senator DaviEs: The new Canadians definitely get $5 per child, and not
a varying amount, is that correct?

Mr. IrwiN: I understand so, but I could be wrong on that. It is paid
by the Department of Citizenship and Immigration.

Senator WaLL: Actually, to take the minimum tax rate of 10 per cent, on
the difference between $500 and $250, we are really recovering $25 out of the
$60 per child. : :

Mr. Irwin: This is to put the parents of a child receiving family assistance
on the same basis for tax purposes as the parents of a child receiving family
allowances.

Senator WALL: But he receives far less.

The CHAIRMAN: He may receive less.

Senator BRUNT: As I understand it, the maximum payment under family
allowance is $8 a month, per child.

Senator MacponaLD: The explanatory note says this clause extends to the
1959 taxation year. What about subsequent years?

Mr. IswiN: Mr. Chairman, this money is paid under the annual appro-
priation bill. It appears in the estimates of the Department of Citizenship
and Immigration, and that is why this particular amendment must be a yearly
amendment.

The CHAIRMAN: Carried?

Some SENATORS: Carried.

The CHAIRMAN: Section 8

Mr. Irwin: This would add the underlined items to the defined medical
expenses.

The CHairMAN: That is subsection 1.

Mr. IrwiN: Subsection 1.

The CHAIRMAN: Carried?

Hon. SenaTors: Carried.

The CHalrRMAN: Subsection 2 deals with the question of the right to deduct
medical expenses where there is a hospital plan to which the federal author-
ities contribute.

Mr. Irwin: That is correct. This changes the definition of medical ex-
penses to exclude those expenses which are paid on behalf of the taxpayer
under a hospital plan of the province, to which the federal Government con-
tributes under the Hospital Insurance and Diagnostic Services Act.

The CuamrmAN: And that is regardless of the federal contribution to
the plan. In other words, if the federal authority contributes a fraction of
1 per cent to the plan, the right to deduct by the individual is gone?

Mr. Irwin: That is right.

3 Sgnator Davies: If you have a partial dependent who has an income,
mcludmg the old age pension, of more than $950, are you allowed to deduct
any medical expenses at all?

Mr. McENTYRE: You are only entitled to deduct medical expenses for
yourself or for a dependent.
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Senator Davies: That is for a complete dependent. What about a partial
dependent?

Mr. IRwIN: A dependent as defined in the income tax law.

The CHAIRMAN: I have only one question on this, Mr. Irwin, and perhaps
I should not ask you as it is a matter of policy. Do you have any explanation
as to why this has developed? Previously, you had a hospital plan to which
the federal authority contributed, and an individual might be a member of
Blue Cross or some other insurance plan in order to protect him against
hospital payments; if he came within the formula for income tax purposes,
he could deduct hospital expenses. True, he had paid somebody else to give
him that protection. These hospital plans are contributory so he is still paying
something. I wonder what the theory is as to why he is not entitled to any
deduction within this. He is making a direct contribution to the plan that
has federal approval and pays an indirect contribution to the expense in his
taxes.

Mr. IrwIN: I think there is this difference. Under the old arrangement
the individual did have a liability to pay for his hospital bills. Some people
paid for them out of savings, some people borrowed and some people arranged
in advance to have them paid for them by the Blue Cross or other hospital
plans. The law did not search into how the taxpayer found the money.
If he had it paid on his behalf by an insurance plan it was also a medical
expense just as if he’ had borrowed or had taken money from his savings.
Under the arrangement of provincial hospital plans the bills are paid for
under the plan. The taxpayer does not have to pay these hospital bills and
it seemed anomalous that the taxpayer should be allowed to deduct an amount
that he did not have to pay.

The CHAIRMAN: But he is paying.

Senator BRunT: He is paying for that privilege.

Mr. IrwiN: Of course all taxpayers are paying for the provincial hospital
plan just as all taxpayers are paying for any universal social benefit, but
he is getting a wider coverage. He is paying for it in conjunction with all
other taxpayers, and I think the analogy here is that just because a taxpayer
pays for a social benefit it does not mean he may deduct it for income tax
purposes. To give an example, all taxpayers pay for old age pensions but
they do not deduct old age pensions when they receive the benefit under
the plan.

Senator BRUNT: But on this particular scheme the taxpayer pays three
ways. He pays it in taxes that the Dominion Government collects, he pays
it on the taxes that the provincial Government collects, and then out of his
own pocket he pays the monthly premium. Now, you do not do all that in
old age pension payments.

Senator CROLL: But even at that it is still a bargain.

Senator BRUNT: Well, I am not going to get into whether it is a bargain
or not. That has nothing to do with it.

Mr. IRwIN: The method of payment varies from province to province,
but in the long run the general body of taxpayers will have to pay for it.
In some provinces it is paid for entirely in taxes. In others the individual pays
a special contribution as well as provincial taxes and also federal taxes from
which the federal contribution to the provincial plan arises. In Ontario there
is a special earmarked contribution, but in all provinces the taxpayer pays
for the hospital plan.

Senator McKEEN: In British Columbia we pay it under a sales tax and as
far as I know we are still going to do that. Some will still be paying tax for
hospital insurance. Why is it that we can not take the hospital outlay as a
deduction from our taxable income?
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The CHAIRMAN: Well, that is a question of Government policy and we
cannot expect Mr. Irwin to go very far into the question of Government policy.

Senator DAviES: He is here representing the department.

The CHAIRMAN: Even so, if we want to go into that we should talk to
the minister. ;

Senator WALL: May I inquire what the constitutional position is or the
propriety of us striking this section out? Would we be interfering with ways
and means?

The CHAIRMAN: I think we would.

Senator MACDONALD: If you reduce the revenue you would be doing so.

Senator DAvies: Has this department anything to do with the administra-
tion of hospital insurance? I agreed with- Senator Croll that hospital insurance
is a big bargain, but I do think there will have to be some amendments made
sooner or later. For instance, if a person goes into hospital and the wards are
filled up and you have to take a private room the extra amount should be
deductible.

The CHAIRMAN: That is a matter of administration.

Senator Davies: That has nothing to do with this department, has it?

The CHAIRMAN: No. Senator Wall, you raised the question of what we
could do. To do what you suggest would be interfering with ways and means
although we have the general right to strike something out.

Senator WaLL: Would it be fair to ask if we would be in order to make
a strong recommendation to the Government that it is not worth the effort
it has caused so much concern among Canadians that they had better look
at this again for next year.

The CHAIRMAN: There seem to be too many words in what you have
suggested, Senator Wall.

Senator KINLEY: If the provincial plans are not adequate and a man pays
in for other benefits and he gets a benefit for which the Government does
not pay, does he not have the right to deduct that?

The CHAIRMAN: Oh, no.

Mr. IrwiN: Yes. \

Senator KINLEY: The sickness benefit is paid, he gets paid $25 a week,
let us say. That is a sickness benefit, that comes under an income and he pays
that half and half.

The CHAIRMAN: You mean if he has a supplementary policy outside? Yes,
he gets that.

Shall the section carry?

Carried.

At the top of page 6 we have a subparagraph (d). This deals with a
particular situation of the Royal Canadian Mounted Police. There is no problem
in that.

Mr. Irwin: No, I think not.

The CHATRMAN: Shall the section carry?

Carried.

Now we come to section 9.

_‘Senator CrorLL: On section 9, Mr. Chairman, may I ask first the reasons
for it, apd secondly what has been the experience in the past, percentagewise,
M_r. I?rwm. What has been the normal giving under that section, percentage-
wise? ‘

The CHAIRMAN: You mean the average?



BANKING AND COMMERCE 23

Senator CroLL: Yes, one per cent or two per cent?

The CHAIRMAN: Overall?

Senator CroLL: Yes.

Mr. IrwiN: First of all, the reason for this change is this. Honourable
senators will remember that last year the maximum limit deductible as chari-
table donations by corporations was increased from 5 per cent to 10 per cent
but that change was not made in this particular section which deals with life
insurance companies. This amendment is to correct that oversight. As to the
second part of your question, I believe taxation statistics show that the
givings of corporations in 1956 as charitable donations were of the order of
one or two per cent of their income.

Senator Farris: Mr. E. P. Taylor had that in the newspapers yesterday.

Senator McKEEN: I am inclined to think that life insurance companies
would give the maximum allowed because that is only a fraction of their total
givings. :

Mr. IrwiN: My answer covers all corporations. We have no statistics
separate for life insurance companies.

Senator McKEeEN: I would think life insurance companies would give the
maximum because ‘in addition to that their givings are charged against the
policyholders of the company.

Mr. IrwiN: That is right.

Senator HUGESSEN: I was wondering if Mr. Irwin could give us any
indication of whether it appears as a result of the amendment made last year
to increase the deduction for corporations, the amounts given by corporations

generally to charitable organizations are showing a tendency to increase or
decrease.

Mr. IrwiN: I may have to ask Mr. McIntyre to speak about that, but I
would doubt if we had any returns yet based on 1958 donations.

Mr. McENTYRE: Yes, particularly with respect to corporations which have
six months after the end of the year to file their returns, we would not have
sufficient information to form an opinion on that.

Section 9 carried.
The CHAIRMAN: Section 10 is just a table of rates.

Senator FARRIS: Should there not be some explanation of the difference
is in rates in section 10? There is nothing in the explanatory note to indicate
the difference in the amounts given from those given before.

The CHAIRMAN: In the budget they gave calculations.

Senator BRUNT: 2 per cent in points, and everything over $3,000. Is that
not correct?

Mr. Irwin: That is right.
The CHAIRMAN: It started at $3,000.
Senator MAcDONALD: Where is that stated?

Senator BRUNT: It is in the fine print in the explanation note of clause 10,
on the right hand side of the bill.

The CHAIRMAN: It quotes from the budget resolution; it really means
two per cent.

Mr. Inwin: Take, for instance, paragraph (e); it formerly read 20 per
cent, and now reads 22 per cent.

Senator MacDonaLD: What about paragraph (a)—the 11 per cent?
Senator MACDONALD: What paragraph (a)—the 11 per cent?
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Mr. IrwIN: Well, the rates on the first $3,000 have not been increased, so
paragraphs (a), (b) and (¢) have no change.

Senator WaLL: Does it not mean that paragraphs (c¢) and (d) previously
were 17 per cent?

The CHAIRMAN: That is right, because in the previous total that range
was $2,000 to $4,000. Now it is split up.

Shall subsection (1) of Section 10 carry?

Carried.

Now, subsection 2. What is the purpose of it?

Mr. IrwIN: Subsection 2 follows from the amendment concerning group
life insurance. This merely provides that if an individual is required to take
into income some amount because his employer provides him with group life
insurance coverage in excess of $25,000, that amount shall be taxed as earned
income and not as investment income.

The CHAIRMAN: This subsection'l which we did deal with, gives the total
for 1959 and subsequent taxation years, is that right?

Mr. Irwin: 'I think it is the other way about. Subclause (3) gives the
rates for 1959.

The CHAIRMAN:. Subclause 3 we are coming to now, deals with 1959, since
it is part of the year. Shall subsection 3 carry?

Subsection 3 carried.

Have you a brief explanation to make on section 11, Mr. Irwin?

Mr. IrwiIN: This provides for the credit or abatement for individual income
taxpayers in the province of Quebec. This extends for another year the
provision that the credit for such taxpayers shall be 13 per cent of the federal
tax otherwise payable instead of 10 per cent of their tax otherwise payable.

Senator BRUNT: It applies only to the province of Quebec?

Mr. IrwiN: Yes, that is the only province imposing a personal income tax.

. The CHAIRMAN: The language does not limit it, but that is only where
the facts would support the application of the section.

Section 11 carried.

Section 12, transferred pension fund contributions to be subtracted.

Mr. IrwiN: This provides an amendment we referred to earlier in that it
amends section 36. You will recall that if it were not for the amendment in
clause 3 lump sums withdrawn from pension plans would be subject to tax.
Section 36 of the act provides a favourable formula for computing the tax
on these lump sums, and this amendment prevents an amount equal to the
amount excluded from income under clause 3 from being used or being subject
to this favourable rate of tax provided by section 36.

The CHalRMAN: It is consequential on the earlier change?

Mr. IRwiN: That is right. :

The CHAIRMAN: Section 12 carried.

Section 13?

Mr. IrwiN: Section 13 provides increased rates on corporations.

Senator BRuNT: There is no change up to $25,000, is that right?

Mr. Irwin: Not under this act.

Senator KinLey: What do you mean by “associated corporations”?

The CHARMAN: It is defined in the Income Tax Act.

Senator KinLey: Can you be a little more definite?

The. CHATRMAN: That is why we have witnesses. It is not entirely relevant,
but I think the witness will give you the answer.
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Mr. McENTYRE: The reduced rate of 18 per cent which applies to the first
$25,000 was so arranged that a large company could not break itself up into
small companies and take advantage of that rate for more than $25,000;
and to do that it was necessary to make a definition, which in the term used
is “associated corporations”, so that only one of the associated group could
get this beneficial tax rate; and there is a definition set out in section 39 of
the Income Tax Act which describes all the various relationships which create
associated companies.

Senator WALL: Would the relationships cover profits arising in the con-
struction industry?

Mr. McENTYRE: The definition is general for all taxpayers; it is not limited
to industries.

Senator McKEEN: I think you said this was to prevent a big company from
breaking into small parts. How does it affect small companies which came
together and did not get separated, but through allied interests became inter-
ested in the same group? Would they lost their $25,000 deduction?

Mr. McENTYRE: As long as two taxpayers become associated within the
definition of the act, then only one of them can get the reduced rate of tax,
or they can divide the $25,000 between them.

But for the total of the two companies, only $25,000 would be subject to
a reduced rate. '

Senator McKEEN: Why do you suggest a breaking up, to beat the tax?
You collect that extra tax from the one company?

Mr. McENTYRE: Yes.

Senator KiNnLEY: What if you have three companies.

Mr. McENTYRE: Associated companies means more than two—it can mean
any number.

The CHAIRMAN: Shall subsections 1 and 2 carry?

Some SENATORS: Carried.

The CHAIRMAN: Subsection 3 simply prescribes rates for part of the year,
where only part of the taxation year of the corporation is in the year 1959.

In those circumstances it provides a method for determining the rate to be
charged.

Shall subsections 3 and 4 carry?
Some SENATORS: Carried.

The CHAIRMAN: We are now at the top of page 10, section 14. This
simply extends the period for giving notice.

Some SENATORS: Carried.

The CHAIRMAN: Section 15. There is a footnote there. Is there anything
to add, Mr. Irwin?

Mr. IrRwIN: I think not. It merely substitutes the Canadian Universities
Foundation for the National Conference of Canadian Universities.

Senator BRUNT: Does one of the bodies go out of existence?

Mr. IRwIN: Yes.

Some SENATORS: Carried.

The CHAIRMAN: Section 16.

Senator MACDONALD: May we have an explanation of that section?

Mr. IrwiN: Mr. Chairman, the law provides that an individual who
derives an income from a trust or an estate may claim the dividend tax credit
for that proportion of income that is the same as the proportion of the estate’s
income from dividends to total income.

Senator BRUNT: Would you give us an example of that, in a few figures?
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Mr. IrwIN: Supposing the income of an estate or trust is $100, 25 per cent
of which is from dividends of taxable Canadian corporations, and the indivi-
dual derives $4 from this estate. In those circumstances he could claim a
dividend tax credit on $1, being one-quarter, the same proportion as the
dividend income of the estate. That is what the law has said.

This amendment merely continues this provision for the cases where the
estate or trust derives income from another estate or trust. It goes back as
many steps as you must take.

The CHAIRMAN: It goes back to the source, no matter if it has to go
through a number of estates in the process.

Mr. Irwin: That is correct.
Some SENATORS: Carried.
The CHAIRMAN: Section 17. What is the purpose of this section?

Mr. Irwin: The purpose of this is to give the same beneficial rules to
provincial life insurance companies that want to become mutual companies,
as are already provided for companies under the Canadian-British Insurance
Companies Act.

Senator BruNT: It gives them the same tax benefits.
Mr. Irwin: That is correct.

Senator PrRATT: Are there many provincial life insurance companies? I
thought they were mostly under federal authority.

Mr. IrwiN: I believe there are not many.

Senator PraTT: But there are some.

Mr. IrwIN: Apparently it was not anticipated that any of these would be
turned into mutual companies at the time the legislation was provided under
the Canadian-British Insurance Companies Act for federal companies.

The CHAIRMAN: Carried?

Some SENATORS: Carried.

The CHAIRMAN: Section 18.

Mr, Irwin: This deals with non-resident owned investment corporations.
The law at present provides that a corporation may not qualify as a non-resi-
dent owned investment corporation if more than 10 per ‘cent of its gross reve-
nue is derived from rents, but it was not absolutely clear that the term “rents”
extended beyond rents from real estate. This amendment makes it clear that
hire of chattles, or charterparty fees or remunerations are regarded the same
way as rent.

Senator BrunT: Would you interpret “remunerations”? What does it
cover?

Mr. McENTYRE: “Remunerations” I would suppose would be fees for
services, such as perhaps a management service or something of that nature.

Senator LeoNARD: Does it modify ‘“charterparty fees”?
Mr. McEnTyYRE: No.

: The CuarrmaNn: Is it intended to be related to remuneration in connection
with hire of chattles, or charterparty.fees, or is it something completely
independent.

Senator Farris: Surely it is confined to charterparty fees.

The CHarrMaAN: I would think so. That is why I was interested in an
explanation.

Senator BrunT: I don’t think Mr. McEntyre will apply it that way.

: The CHQIRMAN: I am a little fearful from what Mr. Irwin has said, that
it was not his idea that it be limited in that fashion.
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Senator DrouIn: The text would indicate it is so limited.

The CHAIRMAN: The ejusdem generis rule would apply there to
“remuneration”.

Senator Farris: I don’t think we should discuss it, or they will amend it
here.
Mr. McEnTYRE: In section 70 for B(iii) it reads:

“Rents, hire of chattles, charterparty fees or remunerations,
annuities, royalties, interest or dividends.”

It seems quite-clear that the remuneration must be related to charterparty
fees.

The CHAIRMAN: What I am pointing out is that in the amending section
you are dropping those words, “annuities, royalties, interest or dividends.”

Mr. McEnTYRE: Yes. We have in mind this class of corporation would
ordinarily receive the majority of its income from these other sources as
annuities, royalties, interest and dividends; and those are not the items which
have given rise te the doubt as to what is meant by “rentals”.

Senator LEoNARD: Mr. Chairman, I think this should be made clear by
putting a comma after “chattles”, in the same way as we have in B(iii). In
that way we would make it clear that “charterparty fees or remunerations”
are tied together. :

The CrairMAN: And the “or” should come out.

Mr. McEnTYRE: I think that would change the sense of it, Mr. Chairman.
We are dealing with three items: rents, hire of chattles, charterparty fees or
remunerations. The first item should have a comma after it, the second item
would not require a comma being before the last, and “charterparty fees or
remuneration” is all one item.

Senator HugesseN: I suggest that we should insert the word “from” in
two places: “From hire of chattles or from charter fees or remunerations”.

Senator LEonarDp: Yes. You have put the comma in the existing section.

The CHAIRMAN: Yes.

Mr. McEnNTYRE: The existing section contains seven or eight items, of
which “charterparty fees or remunerations” comes in the middle.

The CHAIRMAN: But it follows immediately “hire of chattles” with a
comma. We are just trying to make sure that it means what it says and
what it is intended to mean.

Senator HugeEsseN: I suggest that it be amended to read:

“From rents, from hire of chattles, or from charterparty fees or
remunerations.”

That puts charterparty fees and remunerations together, which is what
you want.
The CHAIRMAN: What does our law clerk have to say about that?
The Law CrLerk: I think that would be a permissible amendment, Mr.
Chairman.
The CuHAIRMAN: The section would then read:
“(ba) Not more than 10 per cent of its gross revenue was derived
from rents, from hire of chattles, or from -charterparty fees or
remunerations.”

Does the committee approve of that?
Some SENATORS: Carried.
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Senator ASeLTINE: Have the officials of the department any objection
to this amendment?

The CHAIRMAN: Senator Aseltine wants to know if the officials are oppos-
ing this suggestion for clarification.

Senator BRuUNT: Have you any objection, Mr. McEntyre?
Mr. McENTYRE: I have no further suggestion to make, Mr. Chairman.

Senator LeonNarRp: It will not make any difference so far as intent is
concerned. What we are concerned with is the present wording.

The CHAIRMAN: What Mr. McEntyre has said is that the intent of what
has been suggested now by way of the amendment would not change the
intent which he said was the intent of this section, and it certainly clarifies it.

Senator Farris: This, in effect, clarifies it.

The CHAIRMAN: Yes.

Shall the section carry?

Carried.

Now, we come to section 19. Would you care to give an explanation of
that, Mr. Irwin?

Senator AserTINE: Have we time for that? I would move that that sec-
tion stand and let us go on with the others.

Senator HuGesSEN: I second that motion.

The CHAIRMAN: Shall the motion carry?
Section 19 stands.
Now, we will deal with section 20.

Mr. Irwin: This deals with registered retirement savings plan. Taxpayers
have been allowed to deduct premiums paid within 60 days after the end of
the year but the contract itself had to be entered into by the end of the
year. This caused some confusion so the amendment is being made to permit
the contract to be entered into within 60 days after the end of the year.

The CHAIRMAN: This is beneficial.

Shall the section carry?

Carried.

Subsection 2 of section 20.

There are certain changes in that. .

Mr. Irwin: Mr. Chairman, this deals with life insurance employees who
are members of an employees’ pension plan scheme but who also want to
pay premiums under a registered retirement savings plan. The law provides
that such an employee is subject to a limit of $1,500 a year for both of them,
or 10 per cent of his earned income, but it was not clear that that ceiling
applied to employees of life insurance companies.

Senator ASELTINE: Why?

Mr. Irwin: Because of the fact that life insurance companies determine
their income by special rules. They do not follow the same rules for determin-
ing taxable income as other corporations follow. This amendment will merely
make it clear that life insurance company employees are treated the same way
as employees of other companies. :

The CrarmaN: How could they do it differently? That is what bothers
me. If the XYZ Company has a plan, and if it is a life insurance company
certain rates are set and these are the contributions.

Mr. Irwin: This does not flow from the placing of the registered retire-
ment savings plan. It comes from the wording in section 79 (b) which defines
the limit deductible, and the wording used describes an employee who is a
member of a plan under which the employer claims a deduction. Those are

-
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the words used to describe an employee’s pension plan. Now, life insurance
companies do not claim a deduction in computing taxable income for amounts
they put into an employees’ pension fund because their calculation of taxable
income is under another section.

Senator HucesseN: Their taxable income is what they put aside for their
shareholders each year?

Mr. Irwin: The taxable income is the amount of money transferred to
shareholders’ account.

Senator HUGESSEN: So this amount would not come into the computa-
tion so far as income tax is concerned.

The CHAIRMAN: This is to prevent them from making an unlimited con-
tribution.

Mr. Irwin: It is to prevent them from taking up to $2,500 the way
self-employed persons can do.

The CHAIRMAN: Shall the section carry?

Carried.

Section 21.

Mr. Irwin: This deals with Crown corporations. The honourable senators
will recall that Crown corporations which are listed in Schedule D of the
Financial Administration Act are subject to federal corporation income tax.
The law also provides that the corporations carrying on operations in Ontario
and Quebec receive a credit or abatement of nine percentage points, but a good
many of these Crown corporations, since they are agencies of Her Majesty,
may not be taxed by the provinces. Therefore there seems to be no reason to
provide a tax abatement when they were not paying a provincial tax, and
this withdraws a tax abatement of nine percentage points for those Crown
corporations.

The CHAIRMAN: They were not attempting to take that benefit, were they?

Mr. IrwiN: I think the Auditor General may have suggested that these
corporations should not be setting aside reserves for taxes which they did not
have to pay.

Senator BRUNT: Do you know if Crown corporations pay over their annual
profit into the Consolidated Revenue Fund?

Mr. Inwin: I suspect this varies from corporation to corporation, but I
think they do, their annual profit is to be turned over to the Consolidated
Revenue Fund.

Senator BRUNT: So, if they do that, it does not make any difference because
if you lose it one way you make it up another.

Mr. IRwIN: Yes.

The CHAIRMAN: Shall section 21 carry?

Carried.

Section 22.

The CHAIRMAN: This is bringing up the tax rate 2 per cent in relation tg
that special category of public utility companies that we brought into the
statutes some years ago, who paid 2 per cent under the going corporate rate. So
now that corporate rate goes up 2 per cent, their rate goes up 2 per cent.

Senator BRUNT: Do all utility companies enjoy that 2 per cent advantage?

Mr. Irwin: Those described in section 85.

The CHAIRMAN: Electric, gas and steam utilities.

Senator BRUNT: That should be amended to include nuclear companies.

The CHAIRMAN: We can throw out that suggestion and I am sure Mr. Irwin
will communicate it to the minister.
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Shall the section carry?
Carried.
Section 23.

Mr. IRwIN: This is the amendment that we referred to earlier dealing with
reserves set up where payment ha$ not been received in full until more than
two years have elapsed. I understand it has been the practice in the past to
allow reserve in these circumstances to cover all the anticipated profit, but a
court decision threw some doubt on this procedure and might have had the
result that the reserve could only cover that part of the profit attributable to
the proceeds of sale received after the expiration of two years. This amendment
will permit the continuation of past procedure.

The CHAIRMAN: Shall subparagraph 1 carry?

Carried.

Now subparagraph 2.

Mr. IrwiN: The amendment to subclause 2 is a technical one. I find it
easiest to explain by an example. First of all, I might point out that the general
plan in connection with these reserve provisions is that amounts deducted as
reserve one year must be brought back into income the next year; but it also
permits a taxpayer who is in business in one year, but in the second year was
not in business, to deduct a reserve in respect of the amounts included in com-
puting his business in the first year. Now, if in the third year he was not in
business the wording of the present law might not require him to bring back
into income that reserve, and this amendment is intended to correct that defect
to insure that amounts deducted as reserves in computing income must be
brought back into income.

The CroAIRMAN: In other words, if I once set up a reserve which I am
entitled to for income tax purposes, then I must carry through annually my
accounting for the income which is in that reserve until such time as I am able
to write it off as a bad debt.

Mr. Irwin: I think you would have only to bring it back into income in
the year. If you are no longer in business you would not be entitled to deduct
it again and it would stop at that point.

The CramrmaNn: But it might be converted into a bad debt in that year.
After all, a reserve is in respect of something owing to me, not something that
I have.

Senator BrRunT: Take a reserve set up for inventory,

The CuarrMAN: Yes. If Ihave to bring it into my income I should certainly
have the right to write it off as a bad debt.

Mr. IRwin: That is right.

The CuatrmaN: Even If I am not carrying on business. But what would
your practice be if I have to bring my reserve into income, would you permit

me to write it off as a bad debt? Would I be permitted to write it off as
a bad debt?

Senator BRuNT: Is that right, Mr. McEntyre? :
Mr. McENTYRE: I would have to look at all the sections of the act.

The CHalRMAN: It is an important question, because if we are going to
agree that you can bring a reserve into income that refers to a previous year’s
income, I want to know if it is a bad debt, are you going to let me write it off.
It 'seems logical that I should be able to do so.

Mr. McENTYRE: Mr. Chairman, it has been pointed out to me that the
allowance'for bad debt comes under section 11 (1) (e), which simply says
that_ certain deductions can be made and these deductions are not tied to the
business. The amendment that is before you now has to do with the income
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from a business, which is sort of a little different context, so that we have
to have a provision specifically to bring these reserves back where we are
dealing with a business. On the other hand, to allow a bad debt we are
simply referring to the income in that case, and there is no restriction whether
the person is in business or not.

The CHAIRMAN: Oh, yes, but, Mr. McEntyre, here I am as a taxpayer, and
I may have some income from various sources and loan some money to
somebody as a personal thing, and it goes bad. Do you suggest in those
circumstances I can write off the amount of the loan?

Mr. McENTYRE: Mr. Chairman, the allowance for bad debts under section
11 (1) (f) has a particular condition that the amount written off has been
included in computing the income of that year or the previous year, so that
unless the item was of a type that had been brought into income either
previously, in the same year or a preceding year, then the question of writing
off a bad debt does not arise.

The CHAIRMAN: If you compelled me by statute to bring a reserve into
income, then if I brought it into income and it goes bad, I am entitled to
write it off?

Mr. McENTYRE: That is right, sir.

Section 23 carried.

The CHAIRMAN: Section 24. Here we are into depreciable property again.

Mr. IrwinN: Section 24 follows from the new section that was added to
the income tax last year dealing with amalgamations—section 85 I of the
Income Tax Act. This section provides a number of rules for dealing with
various items of the new company that has been created by the merging of
two or more predecessor companies. It was pointed out that the rule enacted
last year dealing with the computation of undepreciated capital cost to the new
corporation of depreciable property was defective, in that it might require
the deduction of the depreciation taken in respect of assets of the predecessor
corporations that had been sold or scrapped, and so the old section might
act to reduce the undepreciated capital cost of the assets of the new corporation
to nil. This amendment is designed to correct that defect in the rule enacted
last year.

Senator HUGESSEN: It is beneficial, is it?

Mr. IrwiN: We think so.

The CHAIRMAN: Well, let us assume that the sum total of the capital cost
of the depreciable property that is going forward by reason of the amalgamation
is, say, $1 million from all the companies. Let us assume that there is a
combined depreciation that has accumulated there of maybe $250 thousand,
and the capital cost would go forward. In the event of subsequent sale of
those properties the recapture would be preserved, too, would it not? I mean,
the Crown does not lose the right to recapture because an amalgamation has
taken place and the depreciable property of all these companies goes into
a new company?

Mr. Irwin: That is correct.

The CHAIRMAN: Well, now, that is not the point you are trying to cover
in this amendment, is it?

Mr. IRwiN: No, the defect was that the old rule said that you had to deduct
all the amounts that the predecessor corporation had deducted.

The CHAIRMAN: The only way we could justify that would be if the
properties came forward at the original capital cost.

Mr. McENTYRE: If those particular properties came forward.
The CHAIRMAN: Yes. :
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Mr. McENTYRE: But there might be some properties which had been
scrapped or disposed of.

The CHAIRMAN: So, this is correcting.

Mr. MCENTYRE: Yes.

The CHAIRMAN: Carried.

Senator BRUNT: Mr. Chairman, it is now 12.30. I suggest this is a good
stopping place.

Senator METHOT: Mr. Chairman, would I be allowed to return for a moment
to clause 18, which it was proposed to amend by the insertion of the word
“from”?

The CHAIRMAN: Yes. Until the committee concludes its work, any section
that has been dealt with can be re-dealt with.

Senator METHOT: I am afraid that the insertion of the word “from” may
mean that 10 per cent may be allowed from rents, from hire of chattles and
from charterparty fees, which would mean a total of 30 per cent.

The CHAIRMAN: No. It is 10 per cent of the gross revenue.

Senator METHOT: It may mean 10 per cent of each item.

The CHAIRMAN: Noj; it is 10 per cent of the gross revenue, which I take
it would be all the income received by the corporation.

Senator METHOT: It may be.

The CHAIRMAN: It is not 10 per cent of the rent and 10 per cent of the
hire of chattles. It is 10 per cent of the gross revenue of the corporation.
Is that what is intended, Mr. McEntyre?

Mr. MCENTYRE: Yes.

Senator BRUNT: If you have three different companies, one for rent,
another for hire of chattles, and a third for charter fees and remuneration,
you could take 10 per cent of each one. ;

The CHAIRMAN: No. If you have a gross revenue of $1 million, 10 per cent
of that would be $100,000. You would have income from rents, hire of chattles,
charterparties and remuneration up to $100,000.

Senator MacpoNALD: You could have 90 per cent of one of those categories.

Senator WALL: Since this section is up again for consideration, does that
mean that we are in effect making it easier for these non-resident corpora-
tions to quality for the 15 per cent rate?

The CHAIRMAN: No. It must be remembered that there are a lot of
deductions that companies of this kind do not get. Mr. McEntyre, do you
think there is any likely to be any confusion here?

Senator Powgr: Would Mr. McEntyre please translate into French the
proposed amendment with the “froms” in it?

The CHAIRMAN: Is it not true that you are providing 10 per cent of the
gross, overall revenue of such a company?

Mr. McENTYRE: You mean the overall revenue before any expenses?

The CHAIRMAN: Suppose 10 per cent amounts to $100,000; then, if the
sum total of revenue received from rents, from hire of chattles and from
charterparties and remuneration amounts to $90,000, the company would
qualify as an n.r.o. company. If it amounted to $101,000, you would not qualify.

Mr. McENTYRE: I think the suggestion that has been made by the honourable
senator is that a company would still qualify if it had $90,000 from rentals,
and another $90,000 from hire of chattles, and another $90,000 from charter
parties.
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The CHAIRMAN: I don’t know how it can do that, because it is 10 per cent
of the gross revenue, which would be less than the combination of those
figures.

Senator ASELTINE: You couldn’t collect more than $100,000.

The CHAIRMAN: To start out with it is fixed at 10 per cent/of the gross
revenue; and as soon as it becomes more than that, you lose your badge.

If we are going to have any discussion on this section—and we should
be interested in clarifying it—let us delay it until later. Is it the wish of the
committee that we resume tonight at 8 o’clock?

Some SENATORS: Carried.

—At 12.45 the committee adjourned until 8 p.m. this day.

The hearing resumed at 8 p.m.
Honourable Mr. Hayden in the Chair.

The CHAIRMAN: Call the meeting to order. We have got as far as Section 25.
Senator ASELTINE:; Were we not dealing with 18?

The CHAIRMAN: Well, we will come back to it. We are going to come back
to 19, so we might as well go through and then come back and do those two.

Senator ASELTINE: What section are we at now?

The CHAIRMAN: Section 25. I think, the last one we dealt with before
we adjourned was Section 24.

Mr. Irwin, would you tell us the whys and wherefores of this section?

Mr. IrwiN: I will start out on this one. This is a relieving provision.

Senator FARRIS: Relieving to the taxpayer, I think.

The CHAIRMAN: In what sense do you use the word “relieving”, Mr. Irwin,
do you mean “ameliorating”?

Mr. IRWIN: The amendment deals with the right of the corporation to pay
a 15 per cent tax on undistributed income accumulated since 1949 that has
been matched by the payment of dividends. This particular amendment deals
with the rather unusual circumstance of a corporation that is now a subsidiary
controlled corporation, subsidiary to a personal corporation, but which at some
previous time was not a subsidiary controlled corporation.

Perhaps I had better point out that the general rule in the Act is that a
subsidiary controlled corporation may not take advantage of this matching
provision, but if it is subsidiary to a personal corporation it may.

Senator MAcDONALD: 100 per cent?

Mr. IrRwIN: No, just a subsidiary, a controlled subsidiary. This amendment
extends the right of such a corporation to make its election with respect to
dividends paid when it was not a subsidiary controlled corporation.

Senator BRUNT: What about prior to 19497

Mr. IRWIN: A corporation in order to take advantage of the right to pay
a 15 per cent tax under Section 105 must deal with all its undistributed income
up to the end of its 1949 taxation year.

Senator BRUNT: But do these companies have that privilege up to 1949?

The CHAIRMAN: Every company has that privilege. This is dealing with
the period subsequent to 1949.

Senator BRUNT: In other words, these subsidiary companies now have that
privilege back to 1949, is that right? You see, 1949 is the break-off point and
you use one getting up to 1949 and another one afterwards.

Mr. IRwIN: This particular amendment deals with post-1949 accumulations,
and that part of this undistributed income which is matched by ordinary
dividends.

21459-3—3
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The CHAIRMAN: Can we take an illustration of that, just to work it out.
Suppose you had a company that became a subsidiary in, say, 1954, and let us
assume that it had had $50,000 of undistributed income at that time, and then
subsequent thereto it accumulated, say, another $50,000. Now, how would
that work out under this amendment?

Mr. IrwiN: If it were a subsidiary corporation or became a subsidiary
corporation in 1954, it could not—

The CHAIRMAN: This $50,000 that it had accumulated for that length of
time would be locked in, and become a designated surplus, would it not?

Mr. IRWIN: Yes. The general rule is that a subsidiary corporation may not
take advantage of this matching provision. So in your example—

The CHAIRMAN: In my example up to 1954 it was just an ordinary cor-
poration and it had accumulated some undistributed income. In 1954 it became
a subsidiary of some company, and therefore whatever undistributed income
it had at that time became locked in as a designated surplus?

Mr. IRwiN: Yes, that is right.

The CHAIRMAN: Will this section carry you on from there in that case, and
give you any relief?

Mr. IrwIN: I do not think this section affects that situation.

Senator BRUNT: I am just wondering, Mr. Chairman, is this going to help
the Ford Motor Company?

Senator Davies: Wait until they get it through the Commons and we will
know.

The CHAIRMAN: Make their cars move faster?

Mr. Pook, I think, may undertake an explanation of this. Would you
like to try it, Mr. Pook?

Mr. Pook: Mr. Chairman, I think your example assumes that no dividends
were paid out from the year 1950 up until the time it became a subsidiary
controlled company?

The CHAIRMAN: That is right.

Mr. Pook: In which case the $50,000 would be locked in. There could not
be any matching.

The CHAIRMAN: Then supposing we assume that $50,000 had been paid in
dividends and there was $50,000 of undistributed income which had not been
availed of under the 15 per cent rule? ’

Mr. Pook: Well, the general provision for subsidiary controlled corpora-
tions is that they could pay 15 per cent tax on the amount that they could have
paid on the day before they became subsidiary controlled. They still have a
right to match dividends that were paid before control was acquired.

The CHalRMAN: If you have a company that was not a subsidiary until
1954 and had paid a dividend out representing not more than half of its
earnings, and it had accumulated the other half which it could have taken
out on a 15 per cent payment but did not, and then 1954 comes along and it
becomes a subsidiary company, in the ordinary way the undistributed income
it had would be locked in?

Mr. Pook: Yes.

The CHarrman: But this section then steps in and says with respect to
that accumulation which could have been paid out on the basis of 15 per cent
at any time, it may be paid out notwithstanding the fact that it has become
a controlled subsidiary?

Mr. Pook: That is right.
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Senator BRUNT: And that is the effect of the amendment, or is that not
the act as it now stands?

Mr. Pook: That is under the Act as it now stands in sub-section 2(b).
This section only deals with the provision when it is subsidiary to a personal
corporation, and we are not concerned with this designated surplus that is
locked in when the company is controlled by a personal corporation because
anything the personal corporation receives is not taxed in the hands of the
personal corporation, it is taxed in the hands of its shareholders.

The CrHAIRMAN: Under the Act as it stands at the present time, a subsidiary
controlled corporation, that is, a subsidiary personal corporation is not bound
by that. Its undistributed income is not locked in in the same sense as a
subsidiary controlled company. I am trying to get at what this does that is
not already in the law. What more does this do? It says here in the note:

This amendment extends the right of such a corporation . . .
That is a subsidiary controlled corporation—

. . . to make such an election with respect to dividends paid when it
was not a subsidiary controlled corporation.

Well, as I understand it under the law as it stands without this amendment
there is the right to make such an election. Now, what more does this do?

Mr. Pook: Using your illustration you are assuming that it became sub-
sidiary to a personal corporation in 19547

The CHAIRMAN: Yes.

Mr. Pook: Without this section being amended it would not have this right
to match the dividends that were paid prior to 1954.

The CHAIRMAN: And is that all this does?

Mr. Pook: That is all this does. It is to extend that right to it, the same
right that is given to the corporation that is subsidiary to the ordinary
corporation.

Senator BRUNT: Then this makes all subsidiary corporations of the same
class and they all get benefits whether they are subsidiary to family corpora-
tions or private companies or anything else? '

Mr. Poox: It gives both companies the right to match those dividends.
The corporation already has the right to match the dividends that are paid
while it is subsidiary to a personal corporation.

The CHAIRMAN: Yes, I see the difference.

Mr. BRunT: Now, all subsidiary corporations will have the same right with
respect to that 15 per cent, is that right?

The CHAIRMAN: Well, Mr. Pook was being exact, and what he says is that
the subsidiary controlled company which is controlled by a company which
is not a personal corporation and a subsidiary controlled company which is
controlled by a personal corporation, both of them may, when this becomes law,
deal on this 15 per cent basis with respect to dividends, to the matching pair
of dividends accumulated before they became subsidiary. That is correct,
is it not?

Mr. Pook: That is it.

The CHAIRMAN: Now, with those concluding very clear words which I
added—I hope I did not confuse it too much—is there anything more in this
section, Mr. Irwin, than what we have finally worked out of it?

Mr. Irwin: I think not, sir.
The CHAIRMAN: Shall the section carry?

Some SENATORS: Carried.
21459-3—33
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The CHAIRMAN: Now, Section 26 deals with something that we brought
into the statute last year in connection with amalgamations and mergers. ‘What
is this intended to cover, this particular section, Mr. Irwin?

Mr. IrwiN: This section is in addition to the other provisions in the Act
imposing special taxes when corporations take certain actions to have their
undistributed income pass to the shareholders in a tax free form. As you have
said, this is necessary because of the section added last year dealing with
amalgamations.

This section added last year permits a subsidiary controlled corporation to
merge with its parent corporation and what would be regarded as designated
surplus before amalgamation loses that quality after amalgamation.

The CHAIRMAN: Yes.

Mr. IRwIN: And this amendment is designed to impose a tax only in those
cases where this has been done, and where the net assets of the new corporation
are less than the undistributed income of the predecessor corporation.

The CHAIRMAN: See if I can understand it. If you had a vertical merger
including several subsidiaries and the parent company and you merge them all
so that you have one resulting corporation and the assets do not die, if you take
the sum total of the undistributed income of each of those corporations before
such merger and it came to the figure of $1 million and if when you have a new
corporation after the merger, its undistributed income still equals $1 million,
then there is no question of tax, is that right, so far as this section is concerned?

Mr. Irwin: If the assets less liabilities, excluding goodwill, after the
amalgamation are $1 million, there would be no tax.

The CHAIRMAN: This is intended to cover the situation, a plan of amalgama-
tion may have some features added to it as a result of which the shareholders
somewhere en route drain off something and which might be a tax-free operation
unless you brought in this section, is that right?

Mr. Irwin: That is it, yes.

The CHAIRMAN: Is that all this section is designed to do?

Mr. IRwIN: Yes.

The CHAIRMAN: And it is assets, it is not a case of combining the undis-
tributed income. We are talking about future assets of the resulting corporation
equalling the assets of the corporations that went into that amalgamation,
when no tax is attracted by this section.

Senator BRUNT: Less the liabilities in each case.

The CHAIRMAN: Well, I meant net assets.

Senator Davies: I am wondering how the ordinary layman is supposed to
interpret this act and make out his own income tax return.

Senator BRUNT: You get a lawyer and an accountant.

Senator Davies: Do you not think that the income tax—

The CHAIRMAN: Senator, I was waiting for an answer to the question I put.

Senator Davies: If they do not know what it is all about, how do you
expect anybody else to know?

The CHAIRMAN: I do not want to pass something I do not understand.

~ Mr. Inwin: What the section tries to say, sir, is that the net assets of the
new corporation must be at least equal to the undistributed income of the
predecessor corporation. -

The CHAIRMAN: Then it is not a matching of assets: it is a case that the net
assets of the resulting corporation must be at least equal to the sum total of
the undistributed income in the corporations that went into the amalgamation?
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Mr. IrRwiN: That is right.

Senator LEONARD: As you said, Mr. Chairman, no tax is attracted if those
net assets are equal or more?

The CHAIRMAN: That is right, it is only if the net assets are less than the
sum total of the undistributed net income in each of the companies going into
the amalgamation that tax is attracted, and the tax is on the difference, is that
right?

Mr. Irwin: That is right.

Senator MAcpoNALD: That is where the draining off occurs.

The CHAIRMAN: Yes, and, of course, that could occur and your net assets
would be less if in fact some of your undistributed income was drained off.

Any further questions you want to ask on this? Senator Davies, you had
a question?

Senator DAviEs: I was wondering whether the Income Tax Department
could not add on their staff a corps of advisors to straighten these things out
for ordinary people who go to make out their income tax.

The CHairMAN: Well, I suppose they do not want to compete with private
enterprise.

Any other questions on this section? Shall the section pass?

Some SENATORS:, Carried.

The CHAIRMAN: When does that section come into force?

Senator BrRuNT: After May 13, .1959. I do not know why that date was
picked. ¢

Mr. IrwiN: That was the date of first reading of the Income Tax Bill.

The CHAIRMAN: And I suppose they picked that date because I do not
think this amending section was set out in the budget resolution, was it?

Mr. Irwin: That is so.

The CHAIRMAN: So you picked the date on which it was first presented?
Mr. IRwiIN: Yes.

The CHAIRMAN: Well, that is fair.
Section 27.

Mr. Irwin: This subsection concerns notices of assessment and it deletes
the requirement that these particular notices of assessment must be sent by
registered mail. The ordinary notices of assessment are not sent by registered
- mail, and it seemed reasonable that these particular notices should be treated
in the same way. These are notices of assessment that are sent to employers
in respect of taxes withheld from their employee’s remuneration and that
are sent to the payers of income to non-residents.

Senator BRuNT: Now, wait a minute, are you saying the ordinary assess-
ment notices go out in the ordinary mail? Well, they are all based on returns
filed. There is no return filed for this, is there?

The CHAIRMAN: Well, there is this kind of return, that the employer has
to file a return and also account and remit the amount he has withheld from
the pay of each employee. He is required to do that under the statute, is that
not right?

Mr. IrwiN: Yes.

The CHAIRMAN: I take it these assessments relate to the situation where
all of the information has gone to the department and the department may
then issue an assessment. The one thing that is not clear to me is whether
they issue the assessment against the employee from whom the money has
been withheld, or whether they issue it against the employer in relation to
the amount of money that has been withheld?
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Mr. McENTYRE: There is a little more to it than that. It may be at the
end of the year when the employer files his returns showing his deductions
made from his employees, he might be short of his remittance, in which case
we would have to send him an assessment to collect the difference. It also
happens that during the currency of the year it comes to our attention that
remittances are not being sent in to us in which case we would send a man
to check up and if he found the employer or employee was behind in his
remittances we would immediately assess the underpayment and attempt to
collect it.

The CuHAIRMAN: You would assess those underpayments against the
employer?

Mr. McENTYRE: Oh yes, this is the responsibility of the employer who is
withholding from the salary and wages that he pays to his employees but has
not sent in the money he has withheld from those wages.

The CHAIRMAN: Would you say withheld or should have withheld?

Mr. McENTYRE: Well, of course, if he has not withheld then he is subject
to certain penalties.

The CrHAIRMAN: Would that be assessed as well?

Mr. McENTYRE: No, if he has not withheld he is subject to the penalties,
but if he has withheld and failed to remit, then he must send in the money

which he withheld and he is also subject to penalties if the remittances are
late.

Senator BRUNT: Would this section get rid of criminal prosecutions for
the employer that just keeps the money?

Mr. McENTYRE: No, our responsibility is, naturally, to collect the money
that has been withheld on account of taxes by employers and then there are
penalties and offences under the act.

Senator BouFFARD: The only thing you want is to be relieved from sending
the assessment by registered mail?

Mr. MCENTYRE: Actually they have not been sent by registered mail for
some time, and it suddenly came to the attention of one of the officials of one
of the department that contrary to the provisions dealing with regular assess-
ments for taxes, this section requires these assessments to be sent by registered
mail, and it then became a question of whether we would incur the additional
expense of sending these out by registered mail or whether we would ask
the Minister of Finance to recommend this amendment, and in the interests
of economy we felt as most employers who had been receiving these copies
had not objected to the fact they were not going by registered mail, that
perhaps they would continue to accept them when the requirement had been
removed from the act.

The CHAIRMAN: I think I remember when this was passed. I think the
only reason for putting in “registered” in this was so as to try to get an
acknowledgment, if possible, from the employer himself which would mean
that you certainly had an absolute foundation to proceed upon then.

Senator BRUNT: Have any difficulties been created within the last year
or so by sending them ordinary mail?

Mr. McENTYRE: No, no difficulties.

The CHAIRMAN: Any questions? Carried?

Some SENATORS: Carried.

_Thfe CHAIRMAN: Now, Section 28. This is said to be beneficial. You will
notice in some cases it may work out that way and I think in some cases

it will not. I do not know how they would plan it. Mr. Irwm would you
state very briefly what the purpose is?
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Mr. IrwiN: All this clause does is amend the definition of death benefit.
Death benefits are defined in the act to mean payments made by an employer
upon the death of an employee in recognition of his service. Since these pay-
ments are in recognition of service, they are in a sense additional remunera-
tion and so have been made subject to income tax. However, the law has
contained an exemption for an amount equal to 90 days remuneration of the
employee. This amendment will change that exemption to read an amount
equal to the employee’s remuneration for a year, or $10,000, whichever is
the lesser.

Senator BRUNT: His last year in office?

Mr. IRwIN: Yes. It increases the exemption unless 90 days remuneration
is greater than $10,000.

The CHAIRMAN: Any questions? Carried?
Some SENATORS: Carried.

The CHAIRMAN:, Now, we dealt with Section 18 this morning, but there
has been a request from Mr. Irwin that we have another look at it. You will
recall that was the section where we added several words at the suggestion
of the committee so that as amended it reads in this fashion:

Not more than 10 per cent of its gross revenue was derived from
rents, from hire of chattels or from charterparty fees or remunerations.

In other words, we inserted the word “from” two times in the section
so as to make it clear as to the sources of the revenue and to limit the meaning
of “remunerations” if that were necessary.

Now, Mr. Irwin, have you something to say as to why we may have piled
confusion upon confusion by what we did?

Mr. IRwIN: No sir, I have not. I thought perhaps the draftsman would
be able to be here. I think he can be here at nine o’clock and he may have
some words on it.

The CHAIRMAN: I will say Mr. Thorson who was the draftsman called me
and when he called me he opened up quite a discussion on the section and the
distortion of the meaning it had on the basis that we had only inserted the
word “from” once and not twice. When I explained to him that we had
inserted it twice he said: “There is no use my continuing this line, but it
certainly makes it inelegant so far as English is concerned.” I said: “I am not
that much of a purist as long as the meaning is clear it can be inelegant,
so what.”

Whether there is the same feeling that arises out of what Senator Methot
raised this morning I do not know. You will remember Senator Methot raised
the question as to whether or not as amended you could have 10 per cent of
your gross revenue of rents and you could have another 10 per cent from hire
of chattels, another 10 per cent from charter party fees or remuneration.

Senator DaviES: What does charter party fees mean?

The CHAIRMAN: For a vessel, boats.

Now, what I pointed out at that time, just to complete the explanation
and then we can argue the point, was this, that I said the words of limitation
I see in the section are these: “that not more than 10 per cent of its gross
revenue.” What you have to determine first is what is the gross revenue of
this company. If it is $1 million, then 10 per cent is $100,000. Well, on the
interpretation that I put on this section, I have only got $100,000 I can deal
with, and the source could be any or all of these things and if I exceed $100,000
then I lose my standing. - If I come up to $100,000 I will keep my standing.
That was the interpretation I thought it bore and I thought we were through
with that, Senator Methot.
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Senator METHOT: I have not changed my mind because it is an exception
and we say: “Not more than 10 per cent of this gross revenue is derived from
rents, and 10 per cent of its revenue was derived from hire of chattels and
10 per cent from others. Even if we take the 10 per cent as it is it is three
times we take it.

The CHAIRMAN: The simple answer is this: what revenue are you talking
about if you are not talking about rent from these sources? Either the rent
is from those sources and you say so, or if you are going to interpret it you
have to work it out that way.

Senator LEONARD: Mr. Chairman, may I throw out another suggestion. What
we are concerned about is simply to tie in remunerations with charterparty
fees and we could do it in another way by saying, “Gross revenue was derived
from rents, charterparty fees or remuneration or hire of chattels”. It is
reversing the order a little different from what it is in the other subsection;
that subsection has a lot of things in it, and it accomplishes the same thing
by the comma in it.

The CHAIRMAN: It makes it a more thorough enumeration.

Senator LEoNARD: And we could do it in the same way by putting that
in between rents and hire of chattels.

The CHAIRMAN: You could start off by charterparty fees or remunerations,
rents or hire of chattels. Our only concern was that we wanted to be sure that
remuneration was related to charterparty fees.

Senator BRUNT: Just read it again, Mr. Chairman.
The CHAIRMAN: The way it would now read is this:

“18 (ba) not more than 10 per cent of its gross revenue was derived
from charterparty fees, or remunerations, rents or hire of chattels.”

Senator BrunT: Will that suit you, Mr. McEntyre?

Mr. McENTYRE: I have no further suggestions to make, Mr. Chairman.

Senator BRuNT: Would you go along with that one?

Senator MacpoNaLD: Mr. Chairman, are you not putting a comma after
rents?

The CHAIRMAN: We say from charterparty fees or remunerations, rents
no comma or hire of chattels.

Senator MacpoNaLD: This has yet to go to the House of Commons. We
will have to explain why we are doing this.

The CHAamrRMAN: Well, let us put it on the record: The reason we have
done it was because a number of senators were concerned that the word
“remunerations” at the end of this list was riding free there and might have
?' meaning other than tied into charterparty fees or charterparty remunera-
ions.

Senator THoORvVALDSON: Could anyone suggest what other meaning it could
possibly have?

Senator LeonarDp: It might mean remunerations by itself.

Ser;ator THORVALDSON: Remunerations is a very very general word and
surely it is limited by the words just ahead of it.

The CHamrMAN: I don’t know. There were some doubts in the minds of
some of the senators and if this change satisfies them and does not disturb
the intent of the bill let us put it in.

‘ Senator KiINLEY: Remunerations is a general term. It is remunerations
from chaterparty.

The CHAIRMAN: It may be a general term here.
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Senator THORVALDSON: I don’t think it matters a great deal.

Senator BRUNT: If we can do anything to clear up the meaning of the
section let us do so.

Senator WaLL: Mr. Chairman, in this section as it reads now do we not
mean gross revenue from rents, hire of chattels and charterparty fees or
remunerations?

Senator ASELTINE: I would leave it the way it is, Mr. Chairman.

The CHAIRMAN: Have we reached any finality on this? I have repeated
the change to the committee.

Senator Farris: I move that we leave it the way it is.
Senator BRunT: What is your last suggested change, Mr. Chairman?

The CuHAIRMAN: The last suggested change was that we reverse the
order and say, “. . .was derived from charterparty fees or remunerations,
rents or hire of chfittels.” That was the last suggestion.

Senator BRUNT: That makes it much clearer.
Senator MoNETTE: Why is it necessary to change this, Mr. Chairman?

The CHAIRMAN: Only 10 per cent of the gross revenue may come from
one item or all of these. It was the concern of the committee that the word
“remunerations”, being a general word, might take on a general meaning
instead of being limited to charterparty remunerations. That was the real
question.

Senator MonNETTE: Will the word “either” be sufficient or the word “and”
as suggested.

The CrHARMAN: What Mr. McEntyre is concerned about now is that if
we shift the position of rents whether we are not putting it so close to hire
of chattels that rents would take on the nature of hire of chattels.

Senator MacponaLD: The fact that you are relating charterparty fees to
remunerations by the word “or” you can do the same thing by relating rents
or hire of chattels, because in your suggestion of charterparty fees or remunera-
tions you have no comma after the word “or”. Similarly, in rents or hire of
chattels, you have no comma after ‘“or”, which seems to me would be to
relate rents and hire of chattels. That is the seult of putting charterparty
fees or remunerations without a comma.

The CHAIRMAN: I think you could accomplish the same result by putting
the word “charterparty” before remunerations.

Senator MacponaLDp: I would leave it the way it is.

Senator BruNT: There has been a suggestion made that if we leave the
section the way it is and add after the word “or” before remunerations, add
two words so that it will read, “other charterparty remunerations.”

The CHAIRMAN: I had suggested repeating the word “charterparty” before
remunerations.

Senator BRuNT: That makes it a lot clearer. Or add the words, “or charter-
party”. That would leave no doubt about it.

Senator FARRIS: Mr. Chairman, a lot of people would like to vote on it
the way it is. How would you arrive at an opportunity to do that? I am
asking that question respectfully.

The CHAIRMAN: I think I did say I will put the section in a moment and
those who want it in its present form will vote for it. If we make a change
in the language of this section 18 we have to remember that earlier in the
section, as it is now, similar language occurs.
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Senator LEONARD: But there is no confusion in the other section, because
of the commas. It is put in clearly by itself as a phrase, separate from “chat-
tels, charterparty fees or remunerations, annuities, royalties, interest or divi-
dends.” So that there is no confusion whatever in the other section.

The CHAIRMAN: No; in section 70(4) (b) (iii), it says this is income from
“rents, hire of chattels, charterparty fees or remunerations.”

Senator LroNARD: That is right, and that is a phrase by itself as distinct
from all the other phrases, so it is perfectly clear that that “remuneration”
ties in with “charterparty’.

The CHAIRMAN: Well, the only way would be to repeat “charterparty”
before “remuneration”. Let us settle this. First of all, I have been brought
to task from the senior senator from Vancouver saying that some people want
to vote on the section as it is: |

Senator LEONARD: At the moment the committee has voted for a change
in it.

The CHAIRMAN: The committee has made several attempts at recastmg
this, and which one is the latest I am not sure at the moment; I would have
to study Hansard after the record is complete. Surely we can make a short-
cut. As a suggestion, how many members of the committee feel the word
“charterparty” should be repeated in front of “remuneration”? That suggestion
has been made. You have ‘“charterparty fees”, and then the suggestion is that
you say ‘“or charterparty remunerations”.

Senator LeEoNARD: That is what it is intended to be, is it not?

The CuaAIRMAN: Yes. Those who feel that clarification should be made,
please indicate by raising your hands? In favour, 13. Now, those who feel that
it should not be made? Opposed, 8. Well, the majority of the committee feel
that that clarification should be made.

Senator McKEeEN: Is that a big enough majority?
Senator KiNLEY: Did the chairman vote?

The CrAIRMAN: No, I did not. Under our rules in the Senate the chair-
man does not have a vote as chairman except as a member of the committee.
In a tie vote, whatever you are voting for is lost.

Senator MacponaLD: That did not prevent you from voting.

The CHARMAN: No, that is right. I had a very strong view.
Now, so far as this section is concerned, is it the wish of the committee
that we amend section 18 so that it read in the manner now expressed?

Some SENATORS: Carried.

The CHalRMAN: Now we come to section 19, which we passed over this
morning. This is a section about which you will recall your chairman, and
Senator Hugessen, had some things to say, when the matter was before us on
second reading. The purport of section 19 is to render inapplicable section
71 of the bill so far as any company from April 10 being able to qualify as a
foreign business corporation. It preserves the ones who have been qualified
up to that moment; but if they make a false step so that they cease at any
time to be a foreign corporation they can never thereafter recapture their posi-
tion. That is the effect. Is there any discussion on this section? Would you
care to give us one good reason why we should pass this section, Mr. Irwin?

Senator THORVALDSON: Before Mr. Irwin answers, may I ask if you are
correct, Mr. Chairman, in using the term “false step”.

The CHAIRMAN: What I mean by that is this, that if at the beginning of
January I was and had been for some years before that a foreign business
corporation, and if in a year from now I did business in such a way that I
ceased to qualify, I could never in a subsequent year requalify.
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Senator THORVALDSON: I think that is a more accurate way to put it.

The CHAIRMAN: I did not realize I was going to be subjected to this purism
this evening.

Senator Pourror: Mr. Chairman, I wonder if the department has figured
out approximately the revenue to be derived from each one of these corpora-
tions?

The CHAIRMAN: We still have this one section to deal with. Could I get
the answer to your question after we have dealt with this section?

Senator Pouvrior: Certainly.

The CHAIRMAN: Now, will you give us a reason, Mr. Irwin, why we should
pass section 19?

Mr. IrwinN: I will not attempt, Mr. Chairman, to state Government policy
or argue the case for or against this, but perhaps I could point out that the
Minister of Finance pointed out in the house that since all corporations that
qualified for the 1958 taxation year or were carrying on business as foreign
business corporations before the budget announcement may continue to qualify,
the amendment takes nothing away from existing corporations. The point at
issue, therefore, is whether the formation of new foreign business corporations
would benefit Canada or whether such new corporations would merely be
taking advantage of a loophole and creating an inequitable feature in the tax
structure. The Minister stated that the right to qualify as a foreign corpora-
tion under the act in its present form can be used as a means of maintaining
in Canada a tax haven or as a means of avoidance of tax.

Perhaps, Mr. Chairman, you would permit me to quote directly from
what the minister said, as appears at page 3304 of the Commons Hansard,
on May 4:

We are asking the committee for that reason to close the door at
that point because there is a very serious question as to whether any
more foreign business corporations are going to be of any advantage
to Canada anyway.

He went on to say, a little farther down the page:

We therefore think this situation is one that calls for some review
and we propose that no more corporations not yet entitled to qualify
as foreign business corporations should be in a position to do so hereafter
until at least this whole situation has been carefully reviewed.

The CHAIRMAN: Well, now let us start the questioning. The minister
also mentioned, when he was pressed in the Commons, two what he called
“loopholes”. Is that not correct, Mr. Irwin?

Mr. IrwiN: He gave one.

The CHAIRMAN: He gave two examples, I think. In both illustrations
he gave, the companies which he started off by describing as foreign business
corporations were not foreign business corporations. They could not be.

Senator THORVALDSON: You are just giving an opinion, Mr. Chairman.

The CHAIRMAN: All I can say, Senator Thorvaldson, unless I misunderstood
you in the Senate, is that when I expressed that opinion in regard to those two
illustrations you agreed with my opinion in law. That is in Hansard.

Senator THORVALDSON: I do not think I did. I think we are here to discuss
the merits without coming to conclusions too early. As I have said time after
time, I think the minister or the department should have an opportunity of
justifying their stand on this thing, if they can do so, and then this committee
might see fit to accept that position. If they are not able to justify it then
we may well decide to disagree with the section, but I do not think that these
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gentlemen should have an opportunity of beginning afresh and justifying the
section. That is the position I have taken...

The CHAIRMAN: I just want to clarify the situation. Mr. Irwin, if I said
anything that indicated to you that I was attempting to cut off any further
explanation that you wished to make then I will say I did not so intend.
You have the floor to give the fullest possible explanation of this section, and
Mr. McEntyre has it also, and if there are any other witnesses from the
department we want to hear from them as well if they have anything to say.

Senator MacponaLp: I would not think anybody else is under the im-
pression that you were trying to cut off any explanation that the departmental
officials would give. I agree fully with the view that the departmental officials
should be given an opportunity of justifying their position, but I think Senator
Thorvaldson misunderstood. They should have an opportunity to explain their
position to us, and I do not think the chairman attempted to stop that in
any way.

Senator BrunT: Mr. Irwin, would you read that part of Mr. Fleming’s
speech in the other place where he referred to a tax haven and loopholes?

Mr. Irwin: Yes. These references occur in a number of places, but at
page 3303 of Hansard of May 4, Mr. Fleming is reported as saying:

I say that under the terms of the present act there is a possibility
that it can be used as a tax haven with no benefit to Canada, and it
may also be used for tax avoidance.

Senator BrunT: Yes. Can you give us some examples?

Mr. Irwin: Perhaps Mr. McEntyre, or one of the people from the depart-
ment who are accustomed to seeing these cases, can. I would not undertake
to give examples. I do not see tax returns.

Senator MAcpoNALD: Mr. Chairman, for the benefit, I am sure, of a
number of members of the committee, could this section be explained? Just
what is the arrangement in the setting up of these companies, and what
benefits do they get from it? It seems to me we are starting right in the
middle of this problem instead of starting at the beginning so that we all
have a clear picture of it.

The CrairmaN: The witnesses have the floor.

Mr. McEnTYRE: Mr. Chairman, this section, which.is Section 71 of the
present act and which was originally Section 4(k) of the Income War Tax
Act, I understand was added to the Income War Tax Act in the very early days.
At that time there were certain Canadian corporations, particularly Brazilian
Traction, Mexican Light, Heat and Power and Barcelona Light and Power,
which had been incorporated and were doing business before there was
income tax in Canada. Although the record of the passage of the original
Section 4 (k) into the act is rather hazy by a reference to Hansard it can only
be presumed that as these companies were carrying on their business entirely
outside of Canada it seemed reasonable to the Minister of Finance of the day
that, perhaps, they should not be subject to income tax. So Section 4(k)
proyided very much the same as the present Section 71 does, that where the
busu}ess operations of the taxpayer were of an industrial, mining, commercial,
pgbhc u’gility or public service nature and were carried on entirely outside
Canada, it would then qualify as a foreign business corporation, and on filing
:1 return and the payment of a nominal filing fee it would be exempt from
ax.

: Now, in the course of the administration of this section in 1955 it was
dlscovere_d that non-resident persons could take advantage of the Canadian
tax treaties with foreign countries in connection with shipping, and an amend-
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ment was added to the foreign business corporation section at that time, which
is paragraph (d) of Subsection (2) which said that a foreign business cor-
poration could not derive more than 10 per cent of its gross revenue from the
leasing or operation by it of a ship or aircraft.

What was happening was that foreign owners of ships would incorporate
a Canadian corporation, would transfer the ownership of the ship to this
Canadian corporation, would qualify the corporation as a foreign business
corporation exempt from Canadian tax, and then sail the ship in such a way
that it never came to Canada so that it could never be said to carry on its
activities in Canada, and yet when it called at foreign ports in countries which
had tax agreements with Canada which said that the country of residence
would have the sole right of assessing tax, they would escape tax in those
countries as well. So, in effect, they were carrying on a shipping company
exempt from income tax either in Canada or in any of the countries with which
Canada had tax conventions.

Senator BRUNT': But that was blocked in 1955.
Mr. McENTYRE: Yes.

Senator KiNLEY: Where would they register the ship? In a foreign port?

Mr. McEnTYRE: Under the tax convention the place of registration is
not important. It is.the place of residence of the owner or operator.

Now, Canada has also other provisions in its tax conventions, namely, that
a salesman from Canada can be sent to these countries and as long as an office
is not set up and as long as the salesman does not have a stock of goods, or
the power to contract, he can call on the customers in those countries and
offer goods for sale without rendering his employer subject to tax in those
countries.

Similarly, Canadian corporations which want a source of raw materials
can send buyers to these foreign countries, and as long as they do not open
up an office their buyers can go around and look for the materials they need—
perhaps they are supplies they need for their department stores, or raw materials
that they need for their manufacturing—and the fact that these buyers are in
these countries does not render the employer subject to income tax.

Now, the Case that Mr. Fleming mentioned was the case of a foreign
business corporation that was going to purchase the products of a Canadian
producer and sell them in a foreign country where there was a large
demand for this particular product. Naturally, once a foreign business cor-
poration, or a Canadian corporation, had been set up it had to be very careful
that these goods were not purchased in Canada. But whether it was arranged
or it just happened it was possible, because the Canadian producer had an
office outside of Canada, the purchase of the Canadian Company’s goods could be
negotiated at its office outside of Canada, delivery of the goods could be taken
outside of Canada, and payment for the goods could be made outside of
Canada, and then these goods could be sold in the foreign country and the
profit made from that transaction would escape tax in Canada, and because
of these various tax conventions tax would also be evaded in those foreign
countries, so that the whole profit from this transaction would escape corporation
income tax.

The CHAIRMAN: Can we interject something there, Mr. McEntyre? If you
had a foreign business corporation that was purchasing Canadian goods, say,
in the United States from a Canadian seller and then was using those goods
somewhere else outside of Canada, the situation would be exactly the same
as that of any company incorporated anywhere outside of Canada making a pur-
chase of those Canadian goods abroad. So far as the seller of those goods was
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concerned Canada got a tax on the profit. On any profit from the sale of these
goods to this buyer outside of Canada, if it resulted in a profit to the Canadian
company, Canada got a tax.

Mr. McENTYRE: That’s right.
Senator BRUNT: They tax the producer of the goods.

The CrHAIRMAN: What I am trying to get at is if you can have a Canadian
foreign business corporation that did no business in Canada but bought Cana-
dian goods in the United States, well, you could have an American company
that would do the same thing or a Brazilian or English company. The question
of whether or not that Canadian company was doing business in the United
States depends upon the terms of the tax convention between Canada and the
United States. If it was able to do business without having a permanent es-
tablishment and without accepting orders in the United States, and they had
to be sent somewhere else to be accepted, then it wasn’t subject to tax in
the United States. But it is rather novel for me that we are concerned about
taxes in the United States as well as taxes in Canada. Obviously such a com-
pany not doing business in Canada would qualify for a foreign business cor-
poration and would not be taxed in Canada.

Senator THORVALDSON: May I reply to that, Mr. Chairman? I think Mr.
McEntyre’s point in this whole thing is that in the example you gave just now the
person who is buying these goods in the United States or any other country,
except for the fact he could do business here as a foreign business corporation,
he would be paying taxes in the United States or such other country. Is that
not your point, Mr. McEntyre?

Mr. McENTYRE: That is right.

Senator THORVALDSON: That is the whole thing. As I understand Mr.
McEntyre, you can have your sales agency in the United States but because you
are dealing out of this foreign company in Canada you pay tax nowhere, and
isn’t that the very problem you are trying to solve?

The CHAIRMAN: The Canadian company, in order to avoid tax in the
United States under-this convention must not have a permanent establishment
or must not have a salesman or buyers in the United States who can accept
orders; in other words, who can make contracts. Now, if they do those things
in the United States they are subject to tax in the United States.

Senator THORVALDSON: I suggest that we hear Mr. McEntyre on that.

Mr. McENTYRE: The tax conventions provide that a resident or resident
company of one country can send buyers into another country for the purpose
of buying goods and, as long as there is no office established for that purpose,
then the fact of buying the goods does not render the company subject to tax
in that other country.

The CHAIRMAN: That is correct.

Mr. McENTYRE: It is a little bit different on the other side when it comes
to selling goods in a foreign country. You can have a salesman call on customers
as long as he has no office and there is no permanent establishment to which
the profit would attach on which there would be a tax. Also, this salesman
must not have a stock of goods from which he can deliver to the customers
he calls on, and he must not have power to contract. In other words, he cannot
make a firm sale to a customer on whom he calls. However, he may offer
goods for sale and if he gets an order he can say, “Well, I will refer that back
to my head office in Canada and if they are satisfied with the price of the
credit terms, and so on, and accept it, that is all right.” In that case the
salesman does not have power to contract.
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The CHAIRMAN: Mr. McEntyre, interrupting there just for a moment,
in all these business operations which are done in Canada, the company is
deemed to be carrying on business in Canada.

Mr. McENTYRE: Obviously this company, if it wants to remain qualified
as a foreign business corporation, would take care of that.
The CHAIRMAN: That is right.

Mr. MCENTYRE: Under the terms of the section the company has the right
to have its management in Canada, and there is some question as to just how
far management goes.

Whether “management” means simply that you have a director’s meeting,
and nothing more, or have your executive offices in Canada, and perhaps do
your bookkeeping ° in Canada, collect your accounts, instruct subordinates in
foreign countries from Canada, the word is not easy of definition. In my
experience I have had a great number of suggestions made to me as to just
what was the meaning of “management”, and I must admit that I have not
been able to form a firm opinion myself.

The CHAIRMAN: Mr. McEntyre, I think I am one who has discussed the
section with you at times, and the meaning of the word “management”. The
instructions we got were along this line: if you did your housekeeping,
as it is called, in Canada, you were carrying on business. ‘“Housekeeping”
means the collecting of accounts, banking in Canada, processing individual
transactions, carrying books of account and so on. If you did those things in
Canada, you were doing business, and those directions have been followed
for fear of losing the status. “Management” was held to be a director’s meeting.
But if you actually participated from Canada in giving directions in connection
with the conduct of business, other thon the directors settling policy, then
you were doing business in Canada. That is the way foreign business corpora-
tions that I have been identified with have been carrying on. After discussing
the matter in the department, that was the interpretation of it, and I am not
quarrelling with it. I think it is good law; I don’t think “management” should
have the wider meaning.

Senator FARRIS: What is your objection to the section, Mr. Chairman?

The CHAIRMAN: My objection is that the law should stay as it is. I think
there is a very useful place for foreign business corporations. I have seen them
over practically all the years I have been practising law. In my experience
I have seen funds coming into Canada and deposited here in substantial amounts
where they remain for a while until disbursed in dividends, and when disbursed
in dividends the Government gets 10 or 15 per cent tax, depending on the
shareholders.

I gave an incident the other day in the Senate about a mining company
which carried on its mining operations entirely outside Canada. I do not want
to identify the company, but I may say it happened to be in a territory where
there was prestige attaching to Canadian incorporation, that was not available
to a local incorporation. There were some benefits to Canada in having that
operation, because money did come back here. v

We have had since the war many discussions with people from various
countries of the world who wanted to set up manufacturing operations in certain
countries, but they did not want to leave their money there. They wanted to
bring their money home to Canada, as a safe place.

Senator FARRIS: What would this section do to your illustration?

The CHAIRMAN: Well it did this: a couple of days after I spoke in the
Senate I got a bundle of literature from Bermuda saying that they were available
for these companies if Canada did not want them any longer. They think there
is some advantage in having that type of company operation. These companies
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do spend money in the country; they do their banking in the country, and the
lawyers and accountants get some business.

Senator THORVALDSON: Mr. Chairman, may I say this, since you are arguing
the case against the section, that I agree with everything you have said in favour
of these companies. I think probably they have been a good thing for the
country, and a lot of companies have been incorporated under the 4(k) section,
such as Brazilian Traction and Barcelona. But I don’t think that is the issue
these gentlemen are discussing, whether these companies have been a good or
bad thing. I think the whole issue is they are trying to indicate that if there
has been tax avoidance or evasion resulting from the present section, then that
should be fully investigated by the Government of Canada; and until that is
fully investigated, there should be no more of these companies allowed to
become incorporated.

Senator FARrIS: Does this section say énything about such an investigation?
Senator THORvVALDSON: No, but that is what the Minister said in the house,

and these men are able to show there was tax evasion. I think that is the whole
issue on this section.

The CHAIRMAN: The Minister himself in the House of Commons, when
asked what about foreign corporations incorporated in Canada, said this:

I am not suggesting for a minute any Canadian corporation that has
qualified as a foreign business corporation has abused the law in any
respect whatever . . .

Senator HuGeEssEN: I must say I am not very much impressed. We have
had this section in the Income Tax Act for a number of years, and we are told
that as yet there has been no tax evasion, but it is possible there might be in
the future. I don’t think that is a basis for changing the act at this time. If we
find that there is later on an actual tax evasion, then we can deal with it by
changing the act.

The Chairman gave an example of the sort of case in which a foreign
business corporation can be set up. I would like to give another example from
my own experience.

Two gentlemen, mining engineers, one an American and the other a Cana-
dian, men of considerable wealth, owned a mine in central America. They
wanted to carry on that operation in corporate form, and they chose a Canadian
company, and incorporated that Canadian company to carry on this mining
operation which, I think, was in the State of Salvador. The reason they wanted
a Canadian corporation was very simple: they were accustomed to the Canadian
form of corporate organization; they knew the Canadian Companies Act; they
knew if they confined their business operations to the State of Salvador they
would have only a minimum income tax to pay in Canada, and of course, on
the other hand, in the place where the operation was carried on, Salvador,
they were subject to every tax which that State saw fit to impose upon them.

Now that is an example where it is rather general. It has been rather
general in the use of this section where parties for some reason or other want
to use a Canadian corporate form for a Canadian company and carry on their
business elsewhere. I cannot see where there is any question of an evasion
or tax avoidance in that.

Senator Farris: What is your complaint?

: Senator HucesseEN: The only complaint I have at the present time is that
in the future that cannot be done, that sort of company cannot be set up.

: Senator LEoNArRD: Mr. McEntyre, what is the amount, approximately, that
is collected from these companies through the 5 per cent or the 15 per cent
tax—those would be the more important items. I have another question: Have
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any representations been received from other jurisdictions suggesting that this
section is used as a tax haven as against their interest?

Mr. McENTYRE: I do not think we have a breakdown, as far as I know,
of the non-resident withholding tax that applies to foreign business corpora-
tions as against that which applies to all corporations paying dividends to
non-residents, but we have made a study of 68 corporations that we knew
about that had been incorporated in the four years 1952, 1953, 1954, 1955,
and we have found that none of those had paid dividends on which the with-
holding tax applied up to the end of 1956. Now we found 68 corporations
and there may have been some that we missed so that it is hard to say cate-
gorically that none of the foreign business corporations incorporated in that
way have paid dividends on which withholding tax applied up to the end of
1956. Now, of this same group that was analysed those that paid foreign
income tax other than withholding tax on investment income and those who
paid inceme tax anywhere is as follows:

In 1952 we have a record of 14 business corporations incorporated of which
6 paid a corporation income tax in the place where they did business and 4
of them paid no income tax either in the place where they did their business
or, naturally, in Canada, because here they qualified as a foreign business
corporation.

The CuHairRMAN: Can you say to what extent any of these companies may
have enjoyed a tax holiday in the countries in which they were operating?

Mr. McENTYRE: Several of those in the group I mentioned which reported
no income tax paid are new foreign mining ventures which perhaps in the
country in which they do business may be entitled to an exemption such as
we have in our own act.

The CHAIRMAN: In some of those countries they get holidays ranging from
five to ten years.

Senator HUGESSEN: You are not suggesting that any of these companies
are evading or avoiding payment of income tax in the countries in which they
do business?

Mr. McENTYRE: I think that evading and avoiding the payment of tax
is something of a moral issue. I always look on the evading of payment as
being fraudulent. I do not think these companies make any bones about what
they are doing. They see the provision in the act and if they take advantage
of it I won’t be the one to throw stones.

Senator Fargris: Is the fact that they do not pay taxes a reason that you
should get them here?

Mr. McENTYRE: If they avoid paying taxes somewhere else because of
tax treaties we have made with foreign countries on the basis we will tax
our own and they will tax their own and there will be reciprocal exemption,
it does not seem right that these people who are not paying Canadian taxes
should avoid paying a tax in the foreign countries.

Senator FARrIS: Perhaps the omission is in the other country.

The CHAIRMAN: We have been told that there has been no abuse to date.

Senator THORVALDSON: Mr. McEntyre, would you like to say something
about the other 68 companies. You mentioned 14 out of 68.

Mr. McENTYRE: In 1953 we found 16 companies, of which one paid income
tax in the country in which it carried on business and 8 paid no income tax.

In 1954 there were 23, of which 7 had paid taxes abroad and 7 paid no
income tax. ;

In 1955 there were 15 -and only one paid an income tax in the country
in which it carried on business, and 9 paid no income tax.

21459-3—4
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That left 14 companies which had no income tax and 11 companies on
which we were not able to get any up-to-date information.

Senator BRUNT: Have you any breakdown on the classification of companies,
whether mining, railway, manufacturing?

Mr. McENTYRE: We do know that of the 68, 10 are purchasing goods in
the United States and selling it in foreign countries. Naturally, as I explained,
because of the treaties, they are able to escape the tax in some of the countries
in which they do business. In three of these companies there is an accumulation
of surplus of about $40 million at the end of 1956 and as I said no dividends
have been paid which would be subject to the withholding tax on Canadian
dividends.

Senator Davies: Is that money in Canada?

Mr. McENTYRE: That money need not necessarily be in Canada because
these companies can keep their bank accounts where they like. It may be in
Canada or in a foreign bank.

Senator BRUNT: But if they paid a dividend then they would become liable.

Senator LEoNARD: Do I gather that the amount now received by way of
5 per cent or 15 per cgnt tax on dividends from foreign corporations is a
negligible amount?

Mr. McENTYRE: I do not think we could say it is a negligible amount.
Senator LEoNARD: Have you any figures on it?

Senator BRUNT: I have some figures here on Brazilian Traction. When
they paid a dividend of $1 a share, they paid on 8 million shares that were
owned outside of Canada, and each year they paid a dividend of $1 a year
they paid to the Department of National Revenue $1,200,000.

Mr. McENTYRE: I note what Senator Hugessen said about the company
he incorporated for these two mining people. But in the majority of foreign
countries when people go out to do business they like to incorporate a local
company at least to do the activities of those companies, and under those
circumstances the dividends that are brought back from subsidiaries which
are 25 per cent controlled by the parent company are not taken into account
in establishing the profits of the company for Canadian taxes. That will
cover most of the existing situations where the foreign business corporation
vehicle is used. There is still that vacant spot where it does not suit the people
who are going to carry on this business to incorporate a local company for that
purpose.

Senator PRATT: If they were applying to set up now, would they be able
to do so under present conditions? You could not have a duplication of the
situation if this act was passed, could you?

Senator BRUNT: That is right.

Senator PRATT: Unless there is some actual revision of taxes in Canada,
this thing as we have it today is a menace and is costing Canada something.
I don’t see for the life of me why we should bring in an enactment which is
going to prevent an operation of this kind. There is a tremendous interlocking
of interest. As it is, right now Brazilian Traction is bringing in these dividends.

The CHAIRMAN: In addition to that there was an amendment put into
the section some years ago so that Brazilian Traction may buy their supplies
in Qanada for use in their operations outside of Canada, and they don’t lose
their status. So that amendment, of course, is a direct benefit. I would suggest
that if the section remained in it would permit such companies to do their
housekeeping in Canada, and it would mean the spending of more money in
Canada, and they would have an accounting staff set up here.
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Senator BRUNT: Brazilian Traction now have approximately 300 employees
in this country.

Senator WALL: May I ask a question arising out of the number of companies
who pay no tax here and no tax someplace else? Is this annual license fee
of $100 incorporated in our tax agreements as a tax?

Mr. McENTYRE: The provision in our tax agreements is not that these
companies should pay tax to Canada in order to get the benefit of the tax
agreement. It is simply that they are resident in Canada, and the test of
residence under the common law rule is management and control, so that once
there is management and control of a company in Canada that company is
considered to be resident and a taxpayer in Canada, and gets the benefit of
the tax treaties which Canada has negotiated with these foreign countries.
So we have the situation where you have a company incorporated in Canada,
managed and controlled in Canada, but all its business activities with the
exception of management are carried on outside of Canada, getting the
advantage of these tax treaties.

Senator BRUNT: There is one word I would like to add, and I hope I am
finished. I cannot understand why the policy of this country is to restrict
these foreign corporations when in other countries you find this policy being
expanded. Two years ago the United Kingdom introduced the overseas trade
corporation into the Old Country’s tax law which enabled British companies
to operate abroad tax free. Now, the country to the south this year has
introduced a bill known as the Fox Bill to establish a special category of cor-
poration called foreign business corporation which may operate abroad on a
tax free basis until foreign gleanings are brought home. Now, here we have
two great countries extending this principle.

Mr. IrwiN: The U.K. does not have a provision, to the best of my know-
ledge, similar to our section 28 (1) (d), which permits dividends to be brought
home tax free from subsidiaries abroad where there is 25 per cent ownership.
Therefore to that extent the U.K. is, if you like, catching up to what Canada
has had for a number of years, although they have followed a course in doing
so somewhat different from our section 28 (1) (d).

The CHAIRMAN: May I point out that the difference in the U.K. is that
up until this recent statute was brought in, if you had a parent company in
England and an operating subesidiary abroad, and management and direction
was given to the operating subsidiary abroad by the company in the UK.,
then whether the profits were brought home to England or not physically as
a dividend, the English company was taxed on the profits, because manage-
ment was given in England. They found that a great many parent companies
with large operations outside of the U.K. decided it was too great a penalty
and they started moving out; and then you had this section brought in. It
1s not as good as the provision we have.

Senator BRUNT: But it is an extension.

The CHAIRMAN: It is an extension and a recognition to encourage the
head office, at whatever expense is involved, to stay in England instead of
moving out, and saying that those profits are not brought home for purposes
of tax until they physically come home by way of dividends. It does not go
as far as ours, but they are starting to recognize the principle.

Mr. IRwiN: The proposal in the United States, as I understand it, amounts
to no more than a tax postponement. In the United States a company that is
incorporated in the United States may not move out of the United States without
doing certain things that gives the tax collector a chance to examine its affairs.
This is not so in Canada where the basis is residence which can be changed.
The United States proposal is no more than a tax postponement. I might also
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point out that the United States does not have the tax freedom for dividends
brough from subsidiaries abroad which we find in Canada.

The CHAIRMAN: They have a system of tax credits which runs very well,
where they can select the year, and at the least cost bring home dividends
from operations abroad. How it works, I do not know, except that they say
it is very good.

Mr. Irwin: But unlike that system we have in Canada complete freedom
for these dividends brought home from subsidiaries abroad in which the parent
has 25 per cent ownership. I make the suggestion that this provision goes a
long way towards enabling new companies, with which we are concerned, to
continue to come to Canada and set up in canada and carry on operations abroad
instead of relying upon the foreign business corporation provision.

The CHAIRMAN: Except that it forces two companies. There are a lot of
operations where they prefer to have just the one company.

Senator THORVALDSON: Mr. Chairman, may I ask Mr. Irwin a question
about Brazilian Traction? Supposing Brazilian Traction did not for some
reason or other qualify as a foreign business corporation, would there be any
change in its status in Canada, considering the fact that they can bring in
dividends now, as we know they can? Would there be any difference to
Brazilian Traction or similar corporations?

The CHAIRMAN: There would be no difference under the change in the
law. You are not proposing—

Senator THORVALDSON: No. Even though they were disqualified as foreign
business corporations, which no one has suggested, I am asking either Mr. Irwin
or Mr. McEntyre whether there would be any prejudice to Brazilian Traction.

Senator BRUNT: In other words, if Brazilian Traction was a Canadian cor-
poration with its head office in Canada?

Senator METHOT: We all understand there is a change in the law and
a tax cannot be collected under the new law that cannot be collected under the
old. There is no question about that. The question is whether we should
collect it, or not. Mr. McEntyre said we should collect it because those com-
panies benefit from the fact that we have a treaty with another country where
they are exempt. So they are exempt by treaty in the other country, and they
are exempt in Canada as a result of the law as it is.

The CHAIRMAN: Senator, I do not think Mr. McEntyre’s evidence went so
far as to say these companies are escaping tax abroad. "

Senator METHOT: He did not state it—
The CHAIRMAN: Some of them may benefit. There may be some American
companies which benefit in Canada. That is a question I was coming to.

Senator Farris: Is the fact that the company does not pay tax elsewhere
a reason why we should soak them here?

Senator BrRunT: That is a very simple question.

The CHAIRMAN: Gentlemen, do you think we have exhausted it now so that
we may give consideration to the section?
: ?Senator ASELTINE: Have the witnesses any other examples or reasons to
give?

Mr. McENTYRE: Perhaps I might say, Mr. Chairman, there has been some
suggestion that Canada received by way of the withholding tax some revenue
w}.len dividends are declared by these foreign business corporations, and it
might be interesting to note that if before declaring dividends and distributing
the accumulated surplus of these foreign business corporations they move the
management and control out of Canada so that they no longer are residents
of Can‘ada at the time the dividends are declared then the liability for this non-
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resident withholding tax disappears. In the last few years there have been
sevral companies that have moved out of Canada with an accumulated srplus
on hand which, in the ordinary course of things, it might have been anticipated
would yield withholding tax, and because of the movement of the management
and control out of Canada that accumulated surplus never became subject to the
withholding tax.

Senator BRUNT: Surely that is not very inequitable, is it? The money
was all made out of Canada, they stored it here for a little while, and then took
it out of Canada.

Senator THORVALDSON: Can you give any figures of the amounts that have
been moved out of Canada in that way?

Mr. McENTYRE: Since 1955 there have been four corporations which moved
out of Canada, and at the time of the move they had over $400 million of
accumulated surplus.

Senator MCKEEN: Does this act prevent them from moving out of Canada?
The CHAIRMAN: No.

Senator DAVIES: Under this act would Canada benefit at all if this amend-
ment had been in the act at the time that money was moved out?

The CHAIRMAN: No.

Senator BouFrarD: If it was forbidden to incorporate these companies
then Canada will not have any benefit.

Mr. McENTYRE: Mr. Chairman, the management and control of a company
is something separate and apart from the incorporation of a company:.
A company can be incorporated in one jurisdiction and have its management
and control in another jurisdiction. We had an example of that in the case
of B. C. Electric which was incorporated in the United Kingdom and in regard
to which, I think, the Supreme Court of Canada or the Privy Council decided
it was resident in Canada because its management and control was in Canada.
So, the fact that these companies are incorporated in Canada does not neces-
sarily mean they are resident in Canada, because if the management and
control are elsewhere than in Canada then they are no longer Canadian.

Senator BourrFarRD: If the corporation is incorporated in Canada then
you do not lose anything because you will not have any more of these
companies.

Senator WALL: There is only one thing I want to clarify for myself. Up
to the present in regard to these 4 (k) companies, as we call them, there has
been no evidence that they have been misusing or abusing their privileges, and
we are anticipating in the future that they might be, and, therefore, in a sense
we are taking the extreme case and saying: “From now on there are no more
to get this benefit”.

Senator ASELTINE: What about these 4 (k) corporations that moved out of
Canada with $400 million with them? Can anything be taxed of that amount,
or should they have paid a tax on that amount?

Senator BRUNT: The first question is easy to answer; the second is difficult.

Mr. McENTYRE: Of course, during the period when these companies qualified
as foreign business corporations they paid their filing fee, and during the time
they were resident in Canada, Canada would have got a withholding tax on
any dividends that they paid at that time, so it does not mean that all the
earnings of these companies during the whole of their lifetime were never
subject to the withholding tax, but at the time when they moved out there was
a residue of $400 million which, because of the movement, became free of
withholding tax.
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The CHAIRMAN: Senator Aseltine, you do not have to be a foreign business
corporation to move out. Any company with a surplus of that kind could
move out.

Senator ASeLTINE: Without paying any tax?
The CHAIRMAN: Yes.

Mr. IRwIN: May I add one point, sir? As the law stands at present they
can move out and do what they wish with the accumulation, and then come
back to Canada and start all over again. If this amendment is put through
it would stop this parade.

The CHAIRMAN: Well, it is not a parade.

MRr. IrwIn: Well, it is a possibility.

The CHaIRMAN: I was checked a moment ago for not being a purist in
language. Are you ready for the question? We have had a full discussion.
I think the simple way of dealing with it is to say that the section is a section
which withdraws the privilege of qualifying as a foreign business corporation,
and ask those who are in favour of it to raise their hands.

Senator ASELTINE: What is the question, again?
The CHAIRMAN: Those in favour of clause 19 will raise their hands.
Senator DAVIES: That is, are we in favour of the Government’s amendment?

The CHAIRMAN: Yes. Those who are in favour of clause 19 please raise
your hands.

The CLERK OF THE COMMITTEE: Five.

The CHAIRMAN: Will those who are not in favour of clause 19 please raise
your hands.

The CLERK OoF THE COMMITTEE: Twelve.
The CHAIRMAN: The section is lost. Shall I report the bill as amended?
Senator Davies: Could I ask one question? Are we going to adjourn?

The CHAIRMAN: Just a moment. I promised to get an answer for Senator
Pouliot. He has gone, but if I do not get the answer for him I will have broken
my word. What is the amount of the increase in tax revenue as the result
of all the changes in the Income Tax Act this year?

Mr. IRwIN: In 1959-60 the estimated increase in revenue is $60 million,
and for the full year, $110 million.

The CHAIRMAN: That is the effect of all the changes, pro and con?
Mr. IRwiN: That is correct.

: Senator Davies: May I ask a question, Mr. Chairman? Is this the act under
which you collect taxes?

The CHAIRMAN: Yes.

Senator Davies: Is it under this act you get the power to walk into a

l;‘usi{ne;ss premises or the office of a professional man and take charge of his
00ks?

The CHAIRMAN: Yes, that is right.

Senator Davies: It seems to me you go a long way sometimes.
The CualRMAaN: Well, we passed that section some years ago.
Senator Davies: It is the only country you can do it in.

|
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' ORDER OF REFERENCE
Extract from the Minutes of the Proceedings of the Senate.
MonpAY, March 9, 1959.

“Pursuant to the Order of the Day, the Honourable Senator White moved,
seconded by the Honourable Senator Brunt, that the Bill C-27, intituled: “An
Act to amend the National Defence Act”, be read the second time.

After debate, and—

The question being put on the motion, it was—
Resolved in the affirmative.

The Bill was then read the second time.

The Honourable Senator White moved, seconded by the Honourable Senator
Brunt, that the Bill be referred to the Standing Committee on Banking and
Commerce.

The question being put on the motion, it was—
Resolved in the affirmative.”

J. F. MacNEILL,
Clerk of the Senate.
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REPORT OF THE COMMITTEE
TuespAY, March 10, 1959.

The Standing Committee on Banking and Commerce to whom was referred
the Bill (C-27), intituled: “An Act to amend the National Defence Act”’, have
in obedience to the order of reference of March 9, 1959, examined the said
Bill and now report the same with the following amendments—

1. Page 1: After subclause (1) of clause 3, insert the following:

“(2) No regulation made under this section is effective until it has been
published in the Canada Gazette and every such regulation shall be laid before
Parliament within fifteen days after it is made or, if Parliament is not then

in session, within fifteen days after the commencement of the next ensuing
session.”

2. Page 4: Strike out lines 5 to 9 both inclusive.

3. Page 4, line 13: After “belongs” strike out “and a Military Adviser is
entitled to be paid reasonable travelling and other expenses incurred by him

in the performance of his duties while away from his ordinary place of
residence.”

4. Page 7, lines 32 and 33: Strike out clause 7.
All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.
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MINUTES OF PROCEEDINGS

TuespAy, March 10, 1959.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 10.30 a.m.

Present: The Honourable Senators: Hayden, Chairman; Aseltine, Beau-
bien, Bois, Brunt, Burchill, Connolly (Ottawa West), Crerar, Croll, Golding,
Haig, Isnor, Lambert, Leonard, Macdonald, McDonald, McKeen, Pouliot, Power,

Pratt; Reid, Robertson, Taylor (Norfolk), Turgeon, Wall, White, Wilson and
Woodrow.—28.

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel and the Official Reporters of the Senate.

Bill C-27, An Act to amend the National Defence Act, was read and con-
sidered clause by clause.

Heard in explanation of the Bill: Brigadier W. J. Lawson, Judge Advocate
General, National Defence Department.

On MOTION of the Honourable Senator McKeen, seconded by the Honour-
able Senator McDonald, it was RESOLVED to report recommending that
authority be granted for the printing of 600 copies in English and 200 copies in
French of the proceedings on the said Bill.

On MOTION of the Honourable Senator Crerar, seconded by the Honour-
able Senator White it was RESOLVED that the Bill be amended as follows: —

1. “That clause 3 be amended by re-numbering subclause (2) as sub-
clause (3) and by inserting a new subclause (2) which reads as follows:

“(2) No regulation made under this section is effective until it has
been published in the Canada Gazette and every such regulation shall
be laid before Parliament within fifteen days after it is made or, if
Parliament is not then in session, within fifteen days after the com-
mencement of the next ensuing session.”

2. On MOTION of the Honourable Senator Power it was RESOLVED to
strike out subclause (11) of clause 6 on page 4 of the Bill.

3. It was also RESOLVED that the Bill be amended as follows: —
Page 4, line 13: After “belongs” strike out “and a Military Adviser
is entitled to be paid reasonable travelling and other expenses incurred

by him in the performance of his duties while away from his ordinary
place of residence.”
4. The Honourable Senator Power moved, seconded by the Honourable
Senator Bois, that clause 7 of the Bill be struck out.
The question being put on the said MOTION, it was declared carried in
the affirmative. \
It was RESOLVED to report the Bill as amended.
At 11.00 a.m. the Committee proceeded to the consideration of other Bills.

Attest.
GERARD LEMIRE,

Clerk of the Committee.






THE SENATE
STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE
Otrrawa, Tuesday, March 10, 1959.

The Standing Committee on Banking and Commerce, to whom was referred
Bill C-27, to amend the National Defence Act, met this day at 10.30.
Senator Salter A. Hayden in the Chair.

The CHAIRMAN: Honourable senators, will you come to order please. We
have three bills before us. I suggest that we first deal with the National
Defence bill, which was sponsored by Senator White. We have with us
representatives from the department: Brigadier W. J. Lawson, the Judge
Advocate General and Group Captain H. A. McLearn and Colonel W. M. W.
Shaw, the Deputy Judge Advocates General.

Have you anything to suggest, Senator White, as to whether we should or
should not follow the usual procedure of getting a general explanation from
the officers of the department?

Senator WHITE: I suggest that we have a general explanation, and then
proceed in the usual way section by section.

The CHAIRMAN: We are having a record taken by the Hansard reporters
of the proceedings. May we have a motion for authority to print the
proceedings?

Senator McKEegN: Mr. Chairman, I move that we be authorized to print
600 copies in English and 200 copies in French of the proceedings.

Senator McDonALD (Kings): Seconded.

The CHAIRMAN: Carried.
May we now call Brigadier Lawson?

Brigadier W. J. Lawson (Judge Advocate General): Mr. Chairman and gentle-
men. This bill contains several unrelated amendments to the National Defence
Act. It would perhaps be easier to explain each amendment as we come to the
clause, rather than to go over it all now.

The CHAIRMAN: Let us do it that way. Deal with section 1 of the bill first.

Brig. LAwsoN: The purpose of clause 1, Mr. Chairman, is to provide for
the integration of certain functions of the three services. The National Defence
Act as it stands now makes no specific provision for integrated organizations.
This clause will insert in the act such a specific provision. Under it the, minister
will be able to set up organizations to which officers, men, and units of all
or any one of the services can be attached.

The CHAIRMAN: Would you illustrate that?

Brig. LaAwsoN: As it stands at present, the minister can under the general
powers given him by the act, set up these tri-service organizations, and in fact
has done so. We have the new tri-service medical organization and the new
tri-service chaplain organization; but as I say, these organizations are not
specifically provided for in the Act. There are sections of the act relating to
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attachment, and so on, which require that you must attach to some organization
recognized by the Act. This clause will enable the minister to set up these
recognized organizations. :

Senator REm: Does that mean in the future doctors and ministers in the
service will be under one organization instead of three?

Brig. Lawson: That is right.
The CHAIRMAN: This does not go so far as to provide for the integration
of the various arms of the service.

Brig. LawsonN: No. It makes it possible to integrate where it is desirable
to do so.

The CHAIRMAN: That indicates discretion. We are giving an authority.
Brig. Lawson: That is right.

The CHAIRMAN: Is the authority broad enough that you could have integra-
tion of the various services? I am wondering what is the significance of the word
“organizations”.

Brig. Lawson: It is the broadest possible word: you could integrate any
aspect of the services under this clause.

Senator WALL: It could mean a technological organization, in a military
sense. )

Brig. LAwson: It could, Mr. Chairman, yes.

The CHAIRMAN: That is, if the minister thought that a portion of the air
force, army and navy should be grouped in one organization, this would give
him the authority.

Brig. Lawson: This would.

The CHAIRMAN: It is a matter of discretion in the hands of the minister
now; if he wanted to do it he could do it.

Brig. Lawson: Of course it has been done many times during the last war;
there were technological groupings of army-navy and army-air force, and
SO on.

The CHAIRMAN: While we are giving some statutory authority here, there
is a broad discretion in the minister.

Brig. LawsonN: That is quite true sir.
Senator IsNnor: Does this include Civil Defence and reserves?

Brig. Lawson: Civil Defence does not come under National Defence at the
present time.

Senator IsNor: I was wondering if it was broad enough to include it.

Brig. Lawson: It would be broad enough if Civil Defence were put under
National Defence, yes. And it does include reserves.

Senator WaLL: This certainly is not just a generalization of a hazy notion
that there 'may be some kind of integration; but would it be apropos to ask
whether there is now a more or less definite notion as to what may be envisaged
in the future by way of integration?

Brig. Lawson: That, Mr. Chairman, if of course a question of policy. We
have recently integrated the medical services and the chaplain services. The
legal services have always been integrated. The dental services are integrated
in the sense that there is only one dental corps. The postal services are inte-
grated in the sense that there is only one postal corps. We have certain aspects
of procurement that are done for the three services by one service. These are
all steps towards integration; and the whole matter is being constantly studied
to see if it would not be possible to effect economies and improve efficiency,
by either setting up a tri-service organization such as the new medical organiza-
tion, or having one service act for the three in certain fields.
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Senator WALL: From the point of view of the fact that it was possible to
institute these integrations under the present act, could you explain to me again
why this particular amendment is needed, if it were possible to do the integra-

tion so far? We ran into some trouble in understanding the drift of your
argument,

Brig. LaAwsoN: The amendment is purely technical. As I said, the minis-
ter has the authority to set up these integrated organizations, and of course he
has already done so without this amendment being made. This amendment
merely provides that these organizations will be entities to which officers and
men of the services may be attached.

Senator WALL: It is not possible to have these entities —?

Brig. Lawson: To which attachments may be made.

The CHAIRMAN: This achieves integration. At the present time you merge
representatives of the various forces, and they still retain their attachments.

Brig. Lawson: You set up lists of officers and men, but they still remain
attached to their own services.

Senator MAcpoNALD: Last night, in the Senate—it must have been well after
11 o’clock—the honourable Senator Power was discussing this bill, and he raised
the question as to whether it would be advisable to have the chaplains not hold
rank. He is not here this morning.

Senator POowEk: He is. You can do the preaching for me if you like.

Senator MacponaALD: I was going to hold the line for him. Well, then, I
will leave whatever remarks I was going to make. However, I was not going
to speak for Senator Power. 3

The CHAIRMAN: If there are no other questions on this section, shall the
first section carry? Carried.

Section 1 agreed to.

On section 2—subsection 3 of section 121 repealed.

The CHAIRMAN: Section 2 of the bill repeals a section of the statute. Would
you just explain why?

Brig. LawsonN: This is simply a matter of rearrangement. The substance of
this clause is re-enacted in section 162 of the National Defence Act, which will
be found in clause 4 of the bill. No change is made here.

Section agreed to.

On section 3—Rules of evidence.

The CHAIRMAN: Section 3 deals with a question which was discgssed last
night, the rules of evidence. Would you just explain the background which seems
to make this necessary, Brigadier?

Brig. LAWSON: Mr. Chairman, clause 3 provides that the Governor in Coun-
cil may establish rules of evidence to be used at courts martial. At the present
time at courts martial we apply the law of evidence of the province from which
the accused comes. Now, the laws of evidence of the various provinces of Canada
differ. The differences are not great. Basically they are the same right across
Canada, but there are differences. In many instances courts are held outside
of Canada where it is not convenient to get law books to look up the law.
This has caused difficulties. A court may be sitting outside of Canada and
perhaps applying the law of evidence of Prince Edward Island and there are
no law books of Prince Edward Island readily available to the legal officers on
the court. There is always some doubt as to whether they are applying the
correct law. Furthermore, the law of evidence, as those members who are
lawyers will appreciate, is extremely complex. There are many aspects of it
that are quite obscure. It is the feeling in the department that if we had a
clear-cut code of evidence which would apply to the situations that normally
come up before a court martial, we could effect more substantial justice in our
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courts. The code, of course, could not possibly cover the whole field of evidence.
It will cover only those situations that normally come up before courts martial.
Unusual situations will still be dealt with, of course, under the ordinary law
of evidence.

Senator PoweRr: Have you an illustration in mind that you could give us,
some instance where there has been a contradiction or where a difficulty has
arisen because of a conflict in the laws of evidence as between the provinces?
It is a little difficult to understand how there would really be an injustice done
to anybody, or to the Crown itself, on account of some point raised in connection
with evidence.

The CHAIRMAN: I can see that an appeal could succeed because they had
misapplied the rules of evidence.

Senator BRUNT: What concerns me is this. We have heard about the pro-
vincial law of evidence but what about the Canada Evidence Act? Do you not
use that at all?

Brig. LawsoN: Oh, yes. The Canada Evidence Act applies throughout
Canada but there are also provincial evidence acts which also apply, and the
courts of the provinces have perhaps interpreted the rules of evidence differ-
ently on various points. A point may not have been taken to the Supreme
Court, so they may apply one rule in one province and another rule in another
province because their courts have happened to decide in that way.

The CHAIRMAN: I can see this difficulty, Bridgadier Lawson. You say that
the Canada Evidence Act would apply.

Brig. Lawson: Yes.

The CHAIRMAN: Section 3 establishes rules of evidence by regulation, by
order made by the Governor in Council. I would assume when you enact
that in a federal statute, saying this is the code of evidence, you have written
into the statute a code of evidence that will be built up by regulation and no
other regulations will apply.

Brig. Lawson: When I spoke of the Canada Evidence Act I meant it applies
throughout Canada now. You are quite right. If we enact this section the
Canada Evidence Act would not per se any longer apply.

The CHAIRMAN: And neither would any of the provincial evidence acts.

Brig. Lawson: That is quite right.

The CuarMAN: All the rules of evidence would be found in the regulation
no matter whether the court martial was taking place in Canada or out of
Canada.

Senator WarTE: Is that correct with respect to murder, and so on, in
Canada?

Brig. Lawson: Murder, rape, and manslaughter, of course, cannot be tried
by court martial in Canada but only by the civil courts. ;

The CHAIRMAN: Whether a court martial sits in Canada or out of Canada,
when this becomes law and your regulations establish a code of evidence, then
that code of evidence will govern all proceedings before the court martial.

Brig. Lawson: That is quite right.

Senator CRErAR: And that code of evidence, Mr. Chairman, may conceivably
be wholly different from the rules of evidence of the federal authority or the
rules of evidence of any provincial authority.

The CrHAIRMAN: Oh, yes, and it may go very far in the field, as Senator
Leonard says, of admitting hearsay evidence, for instance.

Senator BRUNT: Any benefit the accused has under the Canada Evidence
Act is gone.

‘_‘.)
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The CHAIRMAN: When the original statute was before us, I was the chair-
man of the committee that considered it, and there are several things I still
remember about the attitude and the feeling of the committee at that time. We
were interested all the time from the point of view of the offender, the soldier
who gets into trouble; and two things we said all the way through was, first,
that the procedures must be as simple as it is possible to make them, and,
secondly, we must get as much humanity into the administration as we possibly
can and get away as much as we can from the legalistics. Those are still my
views.

Senator BRUNT: The accused might do much better under these regula-
tions that are going to be set up than now.

Senator CRERAR: He might do much worse.
The CHAIRMAN: Yes.
Senator BrRUNT: Yes.

Senator POwWER: I would be inclined rather to doubt the statement made
by Senator Brunt. After all, the people who would draw up these rules are
the people who administer court martials, and they want to make them plain
from their side. :

Senator BRUNT: I would think these rules of evidence would be drawn
by the Department of Justice, surely?

Senator PoweR: They are being studied at Dalhousie University. Am I
right on that?

Brig. Lawson: We have had these rules of evidence prepared by the
Law Faculty of Dalhousie University. The Dean and two of the senior
members of the Faculty did. the original draft of this code of evidence.
Of course, we have worked on it in the office and made amendments to
bring it more in line with our military requirements. In perfect fairnbss,
I can say that the code certainly takes away no protection that the accused
has under the ordinary law of evidence, and furthermore it gives him, if
anything, some added protection that he does not have under the ordinary law
of evidence.

The CHAIRMAN: Of course, I can see some advantages of a single code.
Senator MacpoNALD: Is that code still available?

Brig. LaAwson: We have a first draft. It has not been approved by Governor
in Council, of course, because the section is not passed, but the minister under-
took in the Commons to table the code when it is printed, and I am sure he
will be pleased to have it tabled in the Senate when the section is passed.

Senator MacpoNALD: Is the Governor in Council going to table this before
it is approved? : :

Brig. LAwsoN: No, I would not think so.

Senator Power: We all know that in wartime the tendency is to endeavour
to tighten things up, and these are regulaicions that can be changed by simple
order in council.

The CHAIRMAN: That is right.

Senator POWER: In connection with other matters, my experience has been
that counsel sometimes is in a hurry, and in wartime they are not so apt
as in peacetime to care for the liberty of the subject, and difficulties arise in
wartime. Regulations can be changed on the simple recommendations of the
military authorities, who may probably be right, but they will not have the
same care for the preservation of the rights of the accused as they would
otherwise in peacetime. If they can do that by simple order in council nobody
will know anything about it.
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Senator BRUNT: They can do that whether there is a change in the rules
of evidence or not.

The CHAIRMAN: I would say under the War Measures Act you have the
full force of order in council in government, so if you are looking for wartime
situation, whether you pass this or not you are going to be exposed to that
situation.

Senator HAlc: It is better for the prisoner to have it expressed in this
act. He will have a better chance of defence.

The CHAIRMAN: I feel so. :

Senator Haig: Certainly I have read where in several cases I thought
the soldier got very much the worst of it because he did not get the right
representation before the tribunal. Any practising lawyer in criminal matters
knows that he has to have all those chances, because he is acting in a
difficult situation; and the public generally draws a very clear line about

court martial—they don’t want to give the soldier the break, if they possibly
can.

The CHAIRMAN: I would think this, that if and when the code of evidence
is tabled, and we have a look at it, and the public have a look at it, if there
is any taking away of any of the rights as far as evidence is concerned that
the soldiers presently enjoy, I am sure, Brigadier, we are going to hear from
a lot of people, and so are you.

Senator POWER: Isn’t there another angle to this, perhaps it becomes a
constitutional question—is this the continuation of the process of centralization
which has been carried on to the detriment of provincial law and provincial
autonomy, if I may use the word? Where is Senator Pouliot?

Senator BrunT: Don’t criminal matters come under jurisdiction of the
dominion? ;

Senator POWER: Yes, I think they do.

Senator MAcDONALD: Is there now a uniformity of punishments for mis-
demeanours to cover the three services?

Brig. Lawson: Yes there are.

Senator CRERAR: Would the witness explain clearly to the committee why
this change is sought?

Brig. Lawson: There are several reasons why it is sought: the first one is
to have a uniform law of evidence applying throughout instead of having the 10
provincial laws apply. »

Senator CRERAR: Don’t we have a uniform code of evidence now that you
could apply to these cases? ;

Brig. LawsoN: There is no federal code as such, Senator Crerar. The
Canada Evidence Act deals with only a very small part of the law of evidence.
There is no federal code of evidence. If there was that would be thé answer
and we would adopt it.

The second reason why it is sought is simplification, because courts martial
are not like ordinary courts. Ordinary courts sit in places where there is a
library available whereas a court martial sits in the field where no library
facilities are available, and the counsel and Judge Advocate cannot look up
these technical points. If we have it spelled out in the code then they are
there for the defence, the prosecution and the judge advocate. That is the
real purpose, to get something that is simple. This code will simply be an
expression, we hope, in fairly simple terms of what the law is now.

Senator ASELTINE: It seems to me that a person being tried under this
proposed code would be in a better position because he would know where he
stood and what his rights were.
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Brig. LawsoN: Just as an example, Mr. Chairman, take the right to
address the court last, which is an important right. Under the ordinary law
of evidence there is a most complicated series of rules as to whether counsel
for the prisoner or counsel for the crown has the right to make the last
address to the court. Now, we have wiped all those rules away and said in
all cases that counsel for the accused will have the right to address the
court last. I think that is a simple and sensible amendment that no one can
disagree with. It gets away from a whole series of technical rules.

Senator MacpoNaLD: This code of course will be tabled in the chamber
when it comes into force.

Senator BRUNT: The Brigadier will make sure of that, will he?

Senator MACDONALD: Are you satisfied that you are able to secure properly
qualified men for the judge advocate’s staff? In other words are you able to
attract a sufficiently high type of man to this department?

Brig. Lawson: I assure you we are. We have, as you know, the Court
Martial Appeal Board where all these cases in appeal are dealt with, and it
has been in existence for some years. I have had studies made of appeals
going to that board as compared to appeals from the ordinary civil or criminal
courts going to courts of appeal and I find on the average courts martial stand
up better than the ordinary civil and criminal cases stand up on appeal.

This I think illustrates that judge advocates have adequate knowledge
of the law and apply it fairly.

Senator CRERAR: These regulations would be printed in the Canada Gazette,
once you establish them?

The CHAIRMAN: Yes. 3

Brigadier LAwsoN: They are not required to be printed in the Gazette.
The CHAIRMAN: Under the general law?

Brigadier LAwsoN: No, the defence regulations are exempt from that law.

The CHAIRMAN: All the more reason for tabling them. I take it the Govern-
ment Leader will undertake to table them when they are enacted?

Senator ASELTINE: Yes.
The CHAIRMAN: Shall this section pass?
Some SENATORS: Carried.

Senator BRUNT: Mr. Chairman, Senator Crerar raises a point. Would it
be possible for Brigadier Lawson to arrange to have the rules and regulations
with respect to evidence published in the Gazette? I know he is not compelled
to do it, but if they were published in the Gazette they would receive some
publicity.

Senator ASELTINE: Nobody reads the Gazette anyway.

The CHAIRMAN: Oh yes—a few read it. The Brigadier says he has no
objection to doing so.

Senator BRUNT: Very well.

Senator CRERAR: Should we provide in the legislation that the regulations
be printed in the Gazette?

The CHAIRMAN: As you wish.

Senator CRERAR: What strikes me is that these regulations will ultimately
be agreed upon, they will be tabled in both the Senate and the House of
Commons, but only a comparatively few people will see them. If they are
printed in the Gazette they will get a wide distribution all over the country.
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The CHAIRMAN: We have here a draft motion which would deal with that
by adding a subsection to section 3, which reads as follows:

That Clause 3 be amended by re-numbering subclause (2) as sub-

clause (3) and by inserting a new subclause (2) which reads as follows:

(2) No regulation made under this section is effective until it

has been published in the Canada Gazette and every such regulation

shall be laid before Parliament within fifteen days after it is made or,

if Parliament is not then in session, within fifteen days after the
commencement of the next ensuing session.

That is agreeable to the Department, Brigadier Lawson tells me.

Senator BRuUNT: Mr. Chairman, do you wish the amendment moved?

The CHAIRMAN: It is moved by Senator Crerar, seconded by Senator White,
and carried.

We are now at section 4 of the bill. ;

Brig. Lawson: Mr. Chairman, the purpose of this clause is to provide
that the death penalty shall not be imposed by court martial unless there is
unanimity among the members of the court. This is consistent with civil
practice where there must be a unanimous finding by a jury. It is consistent
with the practice now adopted in both the United Kingdom and the United
States, and I think it gives a desirable protection to the accused.

Senator MAcpoNALD: What is the provision at the present time?

Brig. Lawson: At the present time provision is made that there must be
a majority on the finding, and two-thirds on the sentence.

Senator MacpoNALD: I see the marginal note still reads: “Majority vote”.

The CHARMAN: No, the amended part is at the bottom.

Senator WALL: Subsection 5 of section 4, commencing at the bottom of
page 2, reads: :

...where there is no such concurrence and no finding is made,
the president of the court martial shall so report to the convening
authority and the court-martial shall thereupon be deemed to be dissolved
and the accused may be tried again.

Can he be tried any number of times? What is intended? I am just a
layman, and I don’t understand.

’ Brig. Lawson: This is exactly the same as in civil practice: if an accused
is tried for murder, and the jury disagrees, he can be tried any number of
times. The practice, I believe, is that he not be tried more than three times.

Senator WALL: Where is the line?

The CuatrRmAN: Let us look at this. You have a court martial proceeding
to try a soldier for murder; all the evidence is gathered and presented, but
the court fails to reach a unanimous decision. What happens then? Do they
make any decision?

Brig. Lawson: No. they report the matter to the convening authority and
he dissolves the court.

The CualRMAN: What do they report, that they are unable to agree?

Brig. Lawson: That is right.

Senator Hare: Just as in an ordinary trial.

The CHAIRMAN: Carried.

We now come to section 5 on page 2, which amends Part VIII of the act.

Brig. Lawson: The purpose of section 5, Mr. Chairman, is to provide a
manner of executing punishment of death, and also to provide for the holding
of an accused in custody pending execution of the punishment. This again
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is a matter of abundant caution. We have no specific provision for this in the
act at the present time. A fairly recent amendment in the United Kingdom
Army Act introduced an amendment of this nature, and we felt as a matter
of abundant caution we should have it too.

Senator BRUNT: This is a new section?

Brig. LAWsON: A new section.

The CrHAIRMAN: Carried.

Section 6 deals with a Court Martial Appeal Board.

Brig. Lawson: Clause 6 is a very long clause, Mr. Chairman. Most of the
amendments simply change the word “board” to “court” throughout a series
of sections. The important amendment is that we are now setting up a Court
Martial Appeal Court composed of judges of the Exchequer Court and of the
superior courts of criminal jurisdiction in the provinces. This court will be
a court with similar status to that of the provincial courts of appeal. There will
be an-appeal from a court martial to this court, and from this court in turn to the
Supreme Court of Canada, in exactly the same way as an appeal is taken to a
provincial appeal court and then to the Supreme Court of Canada.

Senator BRUNT: No rights are taken away from the accused under this
section?

Brig. LAwson: None at all.

Senator ASELTINE: He has an appeal as a matter of right.
Brig. LAwWSON: As a matter of right.
Senator MAcpoNALD: In all cases?

o]

Brig. Lawson: In all case$ involving questions of law. The appeal against
sentence is not to the court, but to the Chief of Staff of the service concerned.
That has always been the rule.

Senator MacpoNALD: Does an accused person have the right of appeal no
matter what the charge is?

Brig. LAwsoN: There is no difference based on the nature of the charge;
he has a right of appeal in every case which involves a question of legality.

The CHAIRMAN: Why are you moving in the direction of judges rather than
a board, as presently constituted?

Brig. Lawson: There are several reasons for the change, Mr. Chairman.
First, the board as presently constituted is made up of practising barristers.
They are very busy men, and in some cases there is a very considerable delay in
getting judgment. They have other pressing work and are not able to write
their judgments /'promptly. This in a criminal appeal is not a good thing. It is
most unfair to the accused that he should have to wait months under a cloud
and perhaps then be cleared; he should know quickly whether his appeal has
been successful or not.

The second reason is that we feel the court will have a higher status if
it is composed of trained judges who have experience in judicial matters. As
there is an appeal to the Supreme Court of Canada, it seems only right because
of the dignity of that court that the appeal to them should be from a court
composed of superior court judges.

The CHAIRMAN: The board at the present time is selected from the Bar,
but its members are not necessarily military men.

Brig. LawsoN: Oh, no. None of them are military men. They may have
had experience in the sense of having served in the war, but they are not
military men.

The CHAIRMAN: I think we have four judges in the Exchequer Court at the
present time, so you are going to take up the whole panel of the court.
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Brig. Lawson: No, there are six.

Senator WALL: May I ask this quick question? By section 189, subsection
1, where an appeal relates to the severity of the sentence, it goes to the proper
authority, who has power to remit, and so on. Supposing he dismisses the
appeal, can the prisoner then appeal to the court?

Brig. Lawson: No, the court has no power over sentence. It was con-
sidered when the act was first enacted that the sentence is a matter depending
on military circumstances, military factors which a civilian court would not
be cognizant of; therefore the matter of appeal against sentence is kept in
military channels.

The CHAIRMAN: Except in so far as—

Brig. Lawson: —illegality, yes.

The CHAIRMAN: Then it goes through you?

Brig. LaAwson: The appeals come through me, and are sent on to the
proper authority.

The CHAIRMAN: You mean that an accused person could not appeal a
sentence; he would have to appeal his conviction?

Brig. LawsoN: No, he can appeal his sentence, but the appeal does not
go to the Court Martial Appeal Board, it goes to the service authority.

Senator BEAUBIEN: Suppose that a soldier is court martialled, and has the
right to appeal to an appeal board. Then he has the right to appeal to the
Supreme Court if he thinks he has not received justice. Does he have to pay
all the costs of these appeals?

Brig. LawsoN: That depends on the circumstances, Mr. Chairman. To
begin with, he does not have to pay  anything like the cost that a civilian
would have to pay, because we transcribe the evidence of every court martial;
we even see that he is not faced with the cost of having the evidence transcribed;
and members who are lawyers will appreciate that that is one of the largest
costs in an appeal. There is also a provision, in proper cases, for the service to
pay his lawyer. This does not apply in all cases, but it is felt that if he has
a really valid ground for appeal we can pay his lawyer; and actually, if he
wins the appeal, we practically always pay.

Senator BEAUBIEN: If he has not got any money to appeal the case, you
come in and help him out?

Brig. Lawson: Yes. We have that authority.

Senator PourLioT: Mr. Chairman, is it possible to have an idea of what are
the offences and the crimes and what would be the punishment for each crime?
We have no idea of the punishments that are to be inflicted in the army, by
this section.

The CralrRMAN: They are in the present statute. Possibly the brigadier
could give an outline of them.

Brig. Lawson: It is rather difficult to do, Mr. Chairman. As you see,
each offence has a maximum penalty set out in the act at the present time.
The offences are spelled out one by one, and the maximum punishment the
court may impose for the offence is spelled out in the act.

Senator Pourior: What would be the name of the prison in which the

sentence is served?

: Brig. Lawson: In the service we use the ordinary civil prisons. If a man
is §gntenced to more than two years’ imprisonment he goes to a normal
c1v1'ha.n pe_nitentiary. If it is less than two years he goes ordinarily to an
ordinary civil prison, although there is provision feor setting up service prisons.
But of course the normal sentence is a short sentence, and in that case he will
go to a service detention barracks.

Senator PourroT: What is “C. B.”?

&

=
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Brig. Lawson: “C. B.” is simple confinement to barracks. That is a very
minor punishment.

Senator PourioT: Here there is nothing defined anywhere.

Senator MAcpoNALD: I am sure honourable members of the Senate know
by experience what “C. B.” is

The CHAIRMAN: “C. B.” means that you can take only a short walk!

Senator PouLioT: I wonder if that is the kind of punishment that is con-
templated in this section. The crime of these men was so horrible—they were
deserters—that they were handcuffed, handcuffed even when they were going to
church, to Mass.

Brig. Lawson: Well, Mr. Chairman, we have rules for detention barracks,
and these rules set out in detail what can be done to a person who is in a
detention barracks.. These rules are not secret; they are available to anyone
to see and read and to criticize, if they think they should be criticized. Actually
I think our detention barracks are well run. I believe they do a good job.
They are designed to reform more than to punish. Their whole objective is
to reform the soldier or sailor or airman, and they have a very high degree of
success in doing this.

Senator PouL1oT: Then why do not you use the word “reformation”, instead
of “punishment”?

Brig. Lawson: Well, there are elements of both, sir.

Senator PouLioT: Now, Mr. Chairman and honourable senators, will you
please tell me what are the present rules concerning punishment to be inflicted
on a deserter?

Brig. Lawson: Well, it depends entirely on the sentence imposed, Mr.
Chairman. Normally a deserter will be given a period of detention consistent
with the nature and period of his desertion. In a detention barracks he will be
treated in much the same way as he would be treated in any civil prison, except
that he will be given military drill and be taught military skills in order to
improve him as a soldier. But his treatment does not differ materially from
the treatment any person receives in an ordinary prison.

Senator McKEEN: Are not these penalties in the main act, and not named
in the amendment?
The CHAIRMAN: Yes. ¥

Senator McKEEN: I think that is what the honourable senator is not aware
of.

Senator PouLioT: Does the commanding officer have a certain discretion in
giving the minimum or maximum of punishment?

Brig. LAWsON: Yes. A commanding officer has certain limited powers of
punishment. He conducts an orderly room, and he is the man who imposes
punishment fgr minor offences, without having the man go to court martial.

Senator PouLIoT: He can do it alone? y;

Brig. LawsoN: Oh, yes, he does it alone.

Senator CRERAR: I would like to make an inquiry, Mr. Chairma'n. Let us
say that someone in uniform, a soldier, commits an offence and he is tried by
court martial and sent to penitentiary for two years. What happeps to him
when he is released? Does he go back into the army or is he automatically out?

Brig. Lawson: In every case of that nature the soldier would be released
from the army. He would be out as soon as the sentence was imposed.

Senator Powgr: He would be discharged with ignominy, would he not?

Brig. LawsoN: Normally that would be part of the sentence.
20813-2—2
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Senator POoweRr: Have we in Canada any detention barracks which might
be called punishment barracks, such as Wandsworth in Great Britain?

Brig. LawsoN: No, we have no special detention barracks of that nature.

Senator POwER: Those are what we properly call punishment barracks, I
believe.

Brig. LAwsoN: That is right. :

Senator POwER: The drill and the exercises which the inmates were forced
to perform were really in the nature of punishment rather than the aquisition
of new skills in military arms.

Brig. LawsoN: All of our detention barracks in Canada are on the same
basis now.

Senator PouLioT: Are there any black holes in these detention barracks?

Brig. Lawson: It depends on what you mean.

Senator PouL1oT: A place without any light.

Brig. Lawson: No, that has been forbidden, I believe. We do have solitary
confinement the same as in civil prisons.

The CraIRMAN: I notice that at the bottom of page 3 it provides that a
Court. Martial Appeal Court may hear evidence including new evidence. Will .
your code of rules of evidence, when we see it, contain provisions as to the
basis upon which new evidence could be submitted?

Brig. Lawson: I think that is intended to be left as a very wide discretion
of the court, to call for new evidence if they think it is desirable. The Court
Martial Appeal Court has power to make its own rules, and that field will be
covered in the rules made by the court itself.

The CHAIRMAN: I suppose they would have the power to decide whether
they were going to sit in camera or in public?

Brig. LAwsonN: Yes.

The CHAIRMAN: The accused could, of course, ask to adduce new evidence
and they might refuse, depending on their rules?

Brig. Lawson: That’s right.

The CHAIRMAN: Are there any other questions?

Senator HaiG: I move the clause be passed: :

The CHAIRMAN: It is a lengthy section and it extends into page 4 of the
bill as well. Have you dealt with that feature which is covered on page 4?

Senator Power: I did raise a question, although I am not going to insist
upon an answer, with respect to subsection 11, military advisers. I feel that by
the time a case gets to this Court Martial Appeal Court it has been pretty
thoroughly discussed by the soldier’s friend or the attorney for the accused,
and also by the Judge Advocate General. Now, this Court will be composed of
Exchequer Court judges, Superior Court judges, and so on, men who are in the
habit of judging all kinds of cases. Now, can there be anything more com-
plicated than the patent cases that go before the Exchequer Court? I wonder
why they want a legal adviser to a judge? That is the way it strikes me. That
may be an exaggerated way of putting it. g)

The CHAIRMAN: Before Brigadier Lawson answers you, I would like to  *~
add something to your statement. Ordinarily in our civil law the advisers are
present to advise a trial judge in the course of evidence being adduced of a
‘technical nature, but I have not heard of these advisers in connection with a
court of appeal because the court has all the evidence before it, including the
evidence of the experts. .

Senator Power: I don’t know but I imagine they could call an expert
if they wanted to? 1

a9
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The CHAIRMAN: No.

Senator Power: No, you are right. The judgment would be based on
law. I would like to have this business about a military adviser explained.

Brig. LawsoN: Mr. Chairman, this is essentially the same provision as
we have in the Exchequer Court Act and in the various judicature acts for the
appointment of assessors to assist the court in cases of technical difficulty.

The CHAIRMAN: That is in a trial court.

Brig. LawsonN: I agree, Mr. Chairman. You say these are expert judges
who presumably would know about these matters, but we do have most diffi-
cult technical cases. For example, a number of courts martial deal with
ship collisions and ship groundings, which call for the most technical type of
evidence as to what a captain should have done, and so on. Similarly, we have
a number of cases involving low flying, flying improperly and flying accidents,
and so on, and these are very technical in their nature. You have a great
deal of technical evidence given which a layman would not really be able
to assess without some assistance. We do not intend to use this section all
the time by any means, but we feel it wise to have it in there so that in these
very difficult and unusual cases of a type that would not normally come before
the judges that may comprise the court, the court can have the benefit of tech-
nical advice. i

Senator PoweR:; Would the judges be bound to accept the technical adviser’s
advice? :

Brig. Lawson: No. He would be in the same position as an assessor in
our ordinary courts.

Senator POWER: The assessor is in the court of first instance, as a rule.

The CHAIRMAN: That is right.

Senator PowER: I cannot conceive of any military circumstance or naval
circumstance being such that a judge who is accustomed to dealing with patent
cases cannot solve by himself without somebody advising him as to the technical
matter.

Senator Haig: They might want to ask the nature of the offence. They might
want to call a brigadier or some other officer to tell them exactly what the
offence was. :

Senator CROLL: Arising from the questions asked by two of our members,
are you not getting in a position where you have an expert advising the court
and at the same time he is not subject to examination or cross-examination?

The CHAIRMAN: That is right.

Senator CroLL: Well, are you being as fair Ehen as you appear to be under
this act?

Brigadier LAwsoN: There is something in what you say, sir, but after all this
is nothing unusual. The assessor in a civil court is in exactly the same position
as the technical expert will be in this court. He is not subject to examination
or cross-examination.

Senator CroLL: No, but there is a difference.

The CHAIRMAN: In a civil action a judge may decide that the nature of the
case is complicated by technicalities, and he has power to jcake unto himself an
adviser or an assessor, but that is when the evidence is being adduced.

Senator CRoLL: Yes, and that is an entirely different matter.

The CHAIRMAN: But this is in°a court of appeal. They have the evidence.
That is the thing that bothers me.

Senator BRUNT: I do not think it harms the accused in any way, does it?
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The CHAIRMAN: Well, I don’t know. The adviser sits in there and advises
the court of appeal on the evidence that is already there, and the accused at
that stage has no opportunity of answering what is said by the adviser.

Senator POwER: As I see it the harm may be done by the fact that the
adviser cannot be questioned or cross-examined or anything else as to what he
says. It brings into hand the hidden influence on judges who, by the nature of
their appointments and experience, are considered to be quite competent.

The CHAIRMAN: It is at the stage of appeal that bothers us.

Senator POWER: Yes.

Brigadier LAwsoN: These judges are not experts in military matters. So
much in military life depends upon custom and usage, and so on. The court
may need advice on this aspect of the case.

Senator MACDONALD: * Are these military advisers to be permanent
appointees?

Brigadier LawsonN: They could be, Mr. Chairman, but not necessarily. It
is left open by the section.

Senator MacpoNALD: Do they appear at every appeal hearing whether the
court requests them or not?

Brigadier Lawson: No, Mr. Chairman. That is not the way we envisage it.
They would only be used if the court itself felt the assistance of an adviser
would help. The court would have discretion to say whether it wanted an
adviser or not.

The CHAIRMAN: Getting back to the question of evidence, when you have
the evidence before you in the Court of Appeal that evidence is fully developed.
The judges are supposed to weigh it. Now, why at that stage do they have the
privilege of having someone interpret it for them, and the accused has not the
chance of putting up his interpreter as well? At the stage of trial that is all right,
and I can understand it, because the judge hears the evidence; these military
matters come up, and it enables him to direct the inquiry and the evidence that
is adduced more sensibly than he might otherwise be able to do. But in the
Court of Appeal, I just can’t follow it.

Brigadier Lawson: The Court of Appeal-has to weigh the weight of
evidence, that is one of its functions, and it may be very difficult for the court to
do so without a man of technical skill to assist them.

Senator Pourior: I wonder if a superior officer has the right to revise the
sentence?

Brig. Lawson: Yes, Mr. Chairman, the superior officer has always the right
to revise a sentence, but always downwards, never upwards. He can always
reduce it.

Senator PouLior: To be more tolerant?

Brig. Lawson: That is right.

Senator LEoNARD: What would Brigadier Lawson think of putting in such
words as, “If the court requests such an adviser”?

Brig. Lawson: No objection to that at all, Mr. Chairman.

Senator CroLL: But that does not help from the point of view of the
prisoner. My point is that I have no objection to the court calling anyone they
like any time’ provided that the man who is charged, or is responsible, has an
‘equal opportunity to at least know what is going on.

The CHAIRMAN: At the stage of the court of appeal you would suggest that
instead of having the usual function of an adviser he should be called as an

_expert witness?

Senator CrRoLL: That is exactly his'position.

A
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The CHAIRMAN: That would solve the problem. I do not know how im-
portant the department regards this provision. To me, it may not strike them as
having any particular importance.

Brig. LAwsoN: Mr. Chairman, I do not regard this as being a provision of
great importance. My feeling is that it would be a good thing to have in the
act so that we could use it when necessary. I say this because I have to review
all of these cases, and when I get technical cases regarding ship collisions and
aircraft collisions I know I have to go to other people and get them to tell me
what it is all about. I can appreciate that, and I can see the court being in
exactly the same position that I am in. That is why I suggested there be a
provision like this in the bill; but as I say, I do not think it is of vital importance.
If the committee feels it is better out, I am sure the minister will be glad to
accept that.

Senator POwER: I move that it be struck out.

Senator BRUNT: To strike out subsections 11 and 12?

The CHAIRMAN: Not section 12, no, because we have to pay them. After
the.word “belongs” on line 13, of page 4, strike out the remainder of subsection
12. In other words, strike out subsection 11, and strike out the last three and a
half lines of subsectlon 12. Is that your motlon Senator?

Senator POwWER: Yes.

The CHAIRMAN: All in favour? Contrary? Carried.
—Subsection (11) deleted.

—Subsection (12) agreed to, as amended.

—On Section 191—Powers.

The CHAIRMAN: Now is there anything in section 191?

Brig. Lawson: No—just change the word “Board” to “Court”.
The CHAIRMAN: That takes us to section 192.

Brig. Lawson: The same thing; and the same for sections 193, 194 and
194A.

The CHAIRMAN: Section 195?

Brig. LAwsoN: Section 195, yes; nothing there.
—On section 196—Appeal by accused.

The CHAIRMAN: This is a new section 196, and it is simply a consequential
change, is it not, because it says against the decision of the Court Mart1al Appeal
Board.

Brig. Lawson: No; this is giving the accused a much wider right than he
now has.

Senator PowEgRr: I would say it is really something to be commended

—Section 196 agreed to.

—On Section 7—French name of R.C.A.F. changed.

The CHAIRMAN: This is clause 7 on page 7 of the bill?

Senator PoweRr: I will state my feelings, and say no. I have too much
respect for the Royal Canadian Air Force to have this name even in jest to be
spelled “F.A.R.C.”, and by making the “C” a little softer, you get the word
“farce”. I would say that is not the proper thing for any government to impose
on the air force at this moment of its great difficulty. I would leave the name
as it is, or suggest some other name. I would say by the rule of semantics or
philology this is the proper term; anyway. I am not going to enter into that,
because there are scholars of the French language here that know more about
it than I do; but I would say it is awkward. In the House of Commons it was
brought up as an awkward way of saying it, anyway. By calling the Royal Cana-
dian Air Force in French, Forces aeriennes royales du Canada, it does not sound
any better.
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Senator PourIioT: Is this name being changed, Senator Power?

Senator POowER: No, it is the Royal Canadian Air Force, in English—R.C.A.F.,
and now it will be “FARC”, in French; and you may be darn sure within a very
short time the people speaking the English language will be saying ‘“farce”, to
represent F.A.R.C. It doesn’t take long. The R.A.F. is always called the “RAF”.
Why wouldn’t this institution be called the “FARC”.

The CHAIRMAN: Maybe the Brigadier has something to say?

Brig. Lawson: On that first point, Mr. Chairman, the abbreviation would
not be F.A.R.C., but F.AR. du C.

Senator Power: Thank you very much.

Brig. LawsoN: The present name in French of the Royal Canadian Air
Force is “Corps d’aviation royal canadien”. This carries the implication that
the air force is only a corps like the Royal Canadian Army Service Corps, or
the Royal Canadian Infantry Corps, or the Royal Canadian Armoured Corps.
The air force don’t approve of this connotation. That is the wrong connotation.
That is the reason for changing the French name.

Senator JouN A. McDonaLp: To get rid of this word “corps”?
Brig. Lawson: To get rid of this word “corps”.
Senator WALL: Then you have changed it from the singular to the plural?

Brig. Lawson: That is right, sir. The expression, ‘“Forces aeriennes royales
du Canada” complies with the usage at SHAPE, where all air forces are called,
“Forces aeriennes”, with the name of the country to which they belong attached.
This is the accepted military usage. The other word that has been suggested,
aviation, has no military connotation. It covers civilian aviation, all types of
aviation. Forces aeriennes has a military connotation. Now, the best advice we
have been able to get from various sources is that this is the correct name.
The request for the change came from the Air Division in Europe where they
felt this would be the understood French equivalent of Royal Canadian Air
Force.

The CHAIRMAN: Would it not be possible to put the word “royales” after
forces and possibly offend the rules of grammar, then we would have ‘Forces
royales aeriennes du Canada”.

Senator Power:; As far as the term Forces royales aeriennes du Canada is
concerned, Senator Pouliot how does that stand with you?

Senator Pourrtor: I think a lot of the Royal Canadian' Air Force and Corps
d’aviation royal canadien—C.A.R.C. because there is so much glory attached
to the exploits of the R.C.A.F. and the C.A.R.C. that I do not see how you can
dispose with those names and still have the same attraction to enlist boys in
that body. The name strikes the imagination and reminds one of all that
has been accomplished by that force. R.C.A.F. and C.A.R.C. are names well
known throughout the world, and it is well represented throughout the world
by the men who came to learn all about aviation here at Trenton. They
belonged to that corps and they became famous throughout the world. I do
not see how a translator can put all this aside, forget all the glory of the
R.C.A'F., throw all that tradition in the wastepaper basket and come up with
a new name that does not appeal to anyone. That is the view of Senator
Pouliot.

4 Senator WaLL: I wonder if the word corps in its definition, from its roots,
has not a wider connotation than we are actually putting on it right now?

Brig. LawsoN: I agree with that, Mr. Chairman, but the word “corps”’
has a special military meaning. We know that when the Air Force was first
established it was a corps of the army and that is perhaps where it got this
name originally, but now it is a completely separate service. The Air Corps
in a military sense is inappropriate.
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Senator BRUNT: Did the present name cause any embarrassment during
the Second World War?

Brig. Lawson: I certainly could not say that it caused any embarrassment.

Senator PouLior: We will ask the minister who was in charge at that
time if there was any embarrassment.

Senator PoweRr: Not the slightest, and I am serious when I say that this
new name, Forces aeriennes royales du Canada will cause-some embarrassment.
I am afraid of it. Things are not running as smoothly as they might, and
I think that a change of name to this name would be detrimental to the
R.CAF. I will admit that “corps” has a wider connotation than has been
given to it, but when you speak of an army corps you speak of something
that is important. Nobody is going to think less of the Air Force because
it continues to call itself a corps.

Senator Harc: Do you prefer this new name or do you prefer the old name?
Senator Power: I prefer the old one, and that i§ the reason I have spoken.

I do not like this name, it will make the Air Force a laughing stock and will

insult pretty nearly everybody who served in the Air Force during the war to
call it Farce.

Senator Pouvrror: It will be a china wall between the force and the
veterans.

Brig. Lawson: There is another suggested name, and that is “Aviation
royales du Canada”.

Senator Power: Why change it at all?
Brig. Lawson: It is a matter of getting away from the word corps.

Senator PouLior: Well, we are not making any inquest here, Mr. Chair-
man. We are all satisfied with the actual state of affairs and I wonder why we
should make an inquest about changing the name or going to the trouble to
change it for the satisfaction of one who has forgotten the exploits of the Corps
d’aviation royal eanadien just to show how important he thinks he is. How
many people do we have under this roof who think they are important and
they impose their views, sometimes for trifles and sometimes for important
matters, but they impose their own views. They are the only ones who know
about the semantics of this, and nobody here knows anything about linguistics.
I say that we are satisfied with our state of things, a state of things that has a
meaning, and are we going to drop all that and adopt the opinion of a gentle-
man who probably has never been in the R.C.A.F., or at least one who forgets
the glory of the past.

The CHAIRMAN: Sénator Power, have you any suggestion to make?

Senator Powgr: Mr. Chairman, I am going to move that this clause be
stricken from the bill.

The CHAIRMAN: Perhaps the Brigadier has something to say.

Brig. LawsoN: May I say this, Mr. Chairman, that the reqpest for this
amendment has come from the R.C.A.F. They have asked for this change.

Senator PouLrior: We will refuse it for their own good.

Senator PoweR: I would not doubt what the Brigadier says but I would be
very seriously concerned with an investigation into just who in the Royal
Canadian Air Force made that request, whether it is somebody who had been
overseas and noticed that other overseas nations liked to have this name or
had it before, but I think the ones who were associated with the R.C.A.F. during
the war do not want this name changed to Farce, and that is what it will be
called, whether the Air Force likes it or not they will be known throughout
Canada as the Farce, and for once Canada will become bilingual from British
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Columbia to Newfoundland—“Oh, you belong to the Farce?”’” When that name
was suggested they probably did not realize just what the initials would
spell out. !

Senator MacpoNaLD: I think that if the Royal Air Force requested this
change they did not separate the initials of the words and did not realize what
letters would be spelled out when used together. No doubt if they reconsidered
this they would not want the name that is suggested here.

Senator Haig: I have one thing to suggest Mr. Chairman and that is that
we should ask the people whose mother tongue is French to vote on this
amendment and if they want it I will vote for it to go out, and if they want
it I will vote to leave it in.

Senator Power: I move Mr. Chairman, to eliminate this clause.

Senator Bois: I second that.

Senator POwEeR: I move that the whole clause be deleted and the name
remain as it is.

The CHAIRMAN: There is a motion before the committee to strike out clause
7. Those in favour, please indicate.

The CLERK oF THE CoMMITTEE: Twenty-one.

Senator Power: May I call the attention of the committee to the fact, in
line with Senator Haig’s suggestion, that all the French-speaking members of
this committee voted unanimously in favour of striking out the clause.

Senator Haig: Then I vote for the amendment.

The CHAIRMAN: Contrary, if any?

Carried.

Shall I report the bill with this amendment?

Carried.
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ORDER OF REFERENCE

Extract from the Minutes of Proceedings of the Senate for Wednesday,
March 4, 1959.

Pursuant to the Order of the Day, the Honourable Senator Thorvaldson
moved, seconded by the Honourable Senator Pearson, that the Bill C-28,

intituled: “An Act to amend the National Housing Act, 1954”, be read the
second time. ,

After debate—

The Honourable Senator Croll moved, seconded by the Honourable Senator
Burchill, that further debate on the motion be adjourned until tomorrow.

The question being put on the motion, it was—
Resolved in the affirmative.

Later this day:
By unanimous consent,

The Senate reverted to this Order and the motion of the Honourable Senator
Croll, seconded by the Honourable Senator Burchill, was rescinded.

The question was then put on the motion for the second reading of the
Bill, and it was—

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

The Honourable Senator Aseltine moved, seconded by the Honourable

Senator Emerson, that the Bill be referred to the Standing Committee on Bank-
ing and Commerce.

The question being put on the motion, it was—
Resolved in the affirmative.

J. F. MacNEILL,
Clerk of the Senate.
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REPORT OF THE COMMITTEE

THURSDAY, March 5, 1959.

The Standing Committee on Banking and Commerce to whom was referred
the Bill (C-28), intituled: “An Act to amend the National Housing Act, 19547,
have in obedience to the order of reference of March, 1959, examined the said
Bill and now report the same without any amendment.

All which is respectfully submitted.

SALTER A. HAYDEN,
Chairman.



MINUTES OF PROCEEDINGS

THURSDAY, March 5, 1959.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce met this day at 10.30 A.M.

Present: The Honourable Senators: Hayden, Chairman; Aseltine, Beaubien,
Brunt, Burchill, Connolly (Ottawa West), Crerar, Dessureault, Golding, Gouin,
Haig, Hardy, Horner, Isnor, Kinley, Lambert, Leonard, McDonald, McKeen,
Power, Pratt, Reid, Taylor (Norfolk), Thorvaldson, Turgeon, Vien and Wall—27.

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel and the Official Reporters of the Senate.

Bill C-28, An Act to amend the National Housing Act, 1954, was read
and considered.

Heard in explanation of the Bill: Mr. S. Bates, President of the Central
Mortgage and Housing Corporation; Mr. A. D. Wilson, General Counsel of the
Central Mortgage and Housing Corporation.

Also in attendance but not heard: Mr. P. S. Secord, Vice-President of the
Central Mortgage and Housing Corporation; Mr. H. W. Hignett, Executive
Director of the Central Mortgage and Housing Corporation and Mr. K. C. Joynes,
Research Administrator of the Central Mortgage and Housing Corporation.

On Motion of the Honourable Senator Haig, seconded by the Honourable
Senator Aseltine, it was resolved to report recommending that authority be
granted for the printing of 800 copies in English and 200 copies in French of
the Committee’s proceedings on the said Bill.

At the request of the Honourable Senator Wall, it was agreed that details
of dwellings built under the small homes loans programme, National Housing
Act, 1957-58, be printed as an appendix to today’s proceedings.

On a Motion by the Honourable Senator McKeen, that in the Report of
the Committee on the said Bill, it be incorporated, the following recommenda-
tion: “That the Government consider making the 100 per cent guarantee
available to all insured mortgages under the National Housing Act, retroac-
tively”, the Committee divided as follows:

YEAS NAYS
7 11

The Motion was declared passed in the negative.

On Motion of the Honourable Senator Burchill it was Resolved to report
the Bill without any amendment.

/ At 12.45 p.m. the Committee adjourned to the call of the Chairman.
Attest.

Gerard Lemire,
Clerk of the Committee.
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EVIDENCE
Ottawa, THURSDAY, March 5, 1959.

The Standing Committee on Banking and Commerce, to whom was referred
Bill C-28, an Act to amend the National Housing Act, 1954 met this day at
10.30 a.m.

Senator Hayden in the Chair.

The CHAIRMAN: Ladies and gentlemen, we have a quorum and it is time
we started. We have before us Bill C-28, an Act to amend the National Housing
Act 1954, and in support of the bill we have Mr. Stewart Bates, who is the
President of Central Mortgage and Housing Corporation, and Mr. P. S. Secord,
who is Vice-President.

Shall we follow our usual practice and have a general explanation from
Mr. Bates?

Agreed.

Mr. Stewart Batés (President, Central Mortgage and Housing Corporation):

Mr. Chairman and honourable senators, it is not so long since I had the
privilege 'of being before another Senate Committee, indeed it is only some
months ago when the Finance Committee devoted considerable time to the
general housing situation, and at that stage you will recall there came from
that committee a very comprehensive report on housing. It is the most compre-
hensive report on housing that we have available in Canada, and in the Corpora-
tion we have used it very widely. Its dissemination has been considerable not
only in this country but abroad. There has been no other comprehensive review
of housing since 1954 till the one made by your Finance Committee under the
chairmanship of Senator Hawkins last summer.

I thought perhaps before you would like to look at the details of the present
bill you might like to have some review of the activities that have followed
from the report and the recommendations made by the Finance Committee last
summer. I thought, ladies and gentlemen, that you would be glad to have a
short review of what has happened on the activities which the Finance Com-
mittee had considered last summer.

We were only made aware last night that we might have to come before you
this morning. So, although this presentation has been prepared rather hastily,
I do think it contains the record of progress, or lack of progress, on the report
you made last summer.

Mr. Chairman, with that short explanation I might proceed to read the
prepared statement.

Honourable Senators, between June 5th and July 31st, 1958, the Senate
Standing Committee on Finance considered the Annual Report of Central Mort-
gage and Housing Corporation for the fiscal year ending December 31st, 1957.
Under the chairmanship of the late Senator C. G. Hawkins, this Committee
issued its report on August 7th, last year.

This report contained a number of recommendations and, with your per-
mission, Mr. Chairman, I should like to make a few observations on some of
the work which has been done to implement the suggestions contained in this
report.
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The first recommendation contained a suggestion that an actuarial study
be made of the Mortgage Insurance Fund, with a view to ascertaining the point
at which a reduction in the mortgage insurance fee might be warranted.

As at the 31st December, 1958, the assets of the Mortgage Insurance Fund
were $45,680,766 covering mortgage insurance in force of approximately
$2,100,000,000 together with Corporation Direct insurable loans amounting to
approximately $560,000,000. To date, the claims on the Mortgage Insurance
Fund have only amounted to $99,082.30 involving ten properties. There are
also three claims pending. That is since 1954.

Senator BruNnT: May I ask, has any loss been incurred?

Mr. Bates: No sir.

Senator LEONARD: In other words, the claims, which amounted to $99,000
have been realized out of the properties themselves? Is that the situation?

Mr. Bates: That is so. .Except, of course, there is always a qualification:
when we realize on a property we make another mortgage loan for a further
25 years. I do not know what will happen to those 10 particular properties
in the next 25 years.

Senator BRuNT: But up to the present time there has been no loss?

Mr. BaTes: No.

Senator WALL: The relationship of $45 million to $2,660,000,000 is about
1.7 per cent. How does that compare with similar situations with lending
institutions and insurance companies? Is there any basis of comparison?

Mr. BaTes: Well, gentlemen, some of you have had more experience in
trust and insurance companies than I have. I think you will admit that in terms
of reserve, this is a very small amount—$45 million against a liability of this
magnitude.

After all, gentlemen, we have in the corporation some 7,000 loans out-
standing in the area around Malton; in other words, there is a liability in the
Malton area alone of some $70 million. I do not wish to mention the other
word that goes with Malton—you appreciate the point I am trying to make.
As another illustration, there is in the area known as Elliott Lake some 1,700
loans outstanding. That is a community, as you know, with very substantial
contracts to the year 1962, and thereafter there is some uncertainty.

I do not think the mortgage fund was ever set up to meet peculiar local
conditions of this kind. It would not take a very substantial reduction in the
gross national product, with $24 billion outstanding, to show that a total fund
of $45 million represents a very small security.

Senator KINLEY: But after all, the loans are widely d1str1buted

Mr. BaTes: Yes sir.

Senator HorNER: Have you any information on these mortgages that have
to be financed, as to what type of house they are on, whether high priced or
moderately priced?

Mr. BaTes: You understand that that on the insured mortgages the loans
have been made by approved lenders, and from time to time an approved
lender and an individual borrower may have entered into an individual deal.
The borrower may get into temporary difficulties—I would not know how many
times this happens—and an adjustment is made between the borrower and
the approved lender, of which we have no record. We only get a record when
it comes to the final point of desperation when the approved lender has fore-
closed on the property; then it comes to us. But these adjustments are going
;)n gs some of you hon. gentlemen know, continuously between borrowers and
enders.

Senator BARBOUR: Were most of these mortgages made in late years?
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Mr. BaTes: Yes; I think most of them have been made in the last eight
years. I don’t remember when we got into loans; would it be 1951? It is
before my time.

Senator BARBOUR: Not too much has been paid on a lot of the mortgages?
Mr. BaTes: No, sir.

Senator KinLEY: How, if at all, are you affected by the Avro situation?

Mr. BAaTES: Most of the mortgages are made by approved lenders, because
in the area concerned we are looking at territories like Georgetown and
approved communities in the Malton area, where the workers in this particular

plant live; and many of them are approved loans made by borrowers from
mortgage companies.

Senator LAMBERT: There are references to this and the next paragraph.

Mr. BaTes: The insurance fees charged and the growing assets of the fund
have been closely studied by the corporation’s Management Consultants and
corporation staff. It has been concluded that, notwithstanding the low level
of claims to date, even a moderate change in economic circumstances could
cause a serious and rapid deletion of the mortgage insurance fund. It is
possible that the continued growth of the assets of the mortgage insurance
fund may permit a reduction of the insurance fee at some future date.

In other words, gentlemen, our recommendation was that we should hold
to the status quo until our experience became a little wider; and I think this
was very much the sentiment which was expressed at the Senate committee
last summer—that we should continue with our present experience until it
had begun to give us some clear indication of the probabilities ahead. In
short, we have followed the suggestions made here, and have made these
recommendations to Government, that we continue the current situation as is.

The second recommendation contained in the report referred to the con-
stant study of the possibility of mortgage insurance on existing residential real
estate. The corporation has acquired considerable data on this subject and if,
and when, the Government decides that it is appropriate to permit mortgage
insurance on existing real estate, the corporation will be fully equipped to
deal with this extension of its activities.

Senator REp: What do you mean by “existing” real estate?

Mr. BaTes: Used houses, secondhand houses. You will recall that the
recommendation of the Senate committee last year was that the time was not
quite propitious, funds were not adequate to move into the existing real estate
field, and you recommended that the corporation should continue a full study.
In every city in the country we try to get a record of all existing real estate
transactions that are going on from month to month, so that should the day
arrive in which the Government wishes to move into existing real estate, we
will have the basic information, and our appraisers and others will have
familiarized themselves with the highly complex problem of appraising existing
real estate, as distinguished from new buildings. In other words, we are trying
to train appraisers to be prepared should a day come when .the Goyernment
thinks it propitious and proper to move into the existing hoqsmg business.

The Senate Committee did not feel that a recommendation for an amend-
ment to the National Housing Act permitting the use of federal funds for
financing university students’ dormitories was merited.

Senator BRUNT: Hear, hear.

Mr. BA'i‘ES: This subject was again raised in the House of Commons last
week when the present bill was being debated. The Minister of Public Works,
expressing the view of the Government, stated t1.1at this matter does not come
within the purposes for which the National Housing Act was passed. In other
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words, the Government was accepting the recommendation of the committee
last summer that for the present at least and so long as the University Grants
Committee was making funds available for dormitories, the federal Govern-
ment should stay out.

In its report, the Committee expressed the hope that the fullest possible
resources of the Corporation would be directed towards the encouragement
of the provision of low-cost homes, the expansion of low rental accommodation
and the raising of standards of construction in the remote areas. These are
three fields in which the Corporation is vitally interested.

In August of last year, the Corporation produced plans for a minimum
house, suitable for construction in small communities and remote areas. This
plan and an accompanying leaflet was given the widest publicity. Following
this, in conjunction with Canadian architects, eight additional plans for small
homes have been produced. These homes are suitable for construction in both
rural and urban areas.

Senator Pearson: What was the value of those small homes?

Mr. BaTes: I believe the maximum was $9,000, and this was a figure which
the honourable senators recommended to use last year.

Senator Gouin: Would that include the land?

Mr. BaTes: No.

Senator Bamrp: These were not finished houses, were they? They were
sort of do-it-yourself houses?

Mr. Bates: No, these were all completed houses. You asked us to produce
some low-priced houses and we have done so, and there is a booklet available
now to the Canadian public showing these small houses.

Senator PraTT: You said the maximum was $9,000. What was the range
of value down?

Mr. BatEs: Some went as low as $5,000, the value of the houses them-
selves.

Senator PraTT: That was the range of value, from $9,000 to $5,000?
Mr. Bates: Yes. They were all small houses, all under 900 square feet.
Senator Pearson: Those were approved plans?

Mr. BaTEs: Yes, some designed by architects. Some were very attractive,
but small. The booklets with the whole group will be available for the public
very shortly. I just wanted to let you know we had followed up your recom-
mendation on small houses, and will continue to do so. |

Senator McDonaLp: What kind of a reception are you getting with these?

Mr. BaTes: We have had applications for specifications on these, I would
think for some 200; that is, people sending in ten dollars for the detailed plans.
This is very satisfactory considering that we only got these booklets out in the
very late fall, just before the winter; I think this is quite a satisfactory
result.

Senator KINLEY:Does that price include the land?

Mr. Bates: No, sir. It depends where you are building. Land is very
expensive in some places, and not so in others.

Secondly, to acquaint mayors and reeves of small municipalities—this was
your second recommendation here—with the facilities available under the
National Housing Act, the corporation’s branch managers throughout the
country have visited the majority of municipalities with populations down to
1,500. It is our intention to extend this work to even smaller communities.

In other words, our staff have fairly well covered the territory, talking
to mayors and others, outlining the facilities under the National Housing Act,
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and of course bringing to their attention particularly the small home loans.
We have also worked with the weekly editors, Quebec and elsewhere; and I
think if any of you gentlemen have looked at weekly newspapers you will
have noticed in the last six months the increase in the number of small
houses being described in the local weeklies.

Senator PraTT: You say you have visited the majority of municipalities
with populations down to 1,500. Have you confined it only to municipal
government?

Mr. BaTeEs: No, we have tried to go in anywhere where there is any kind
of an organization we could speak to, even if it was a weekly newspaper editor.

Senator PraTr: But if 1,000 or 2,000 people had no municipal government,

they would not have the same opportunity of reaching out for these services,
would they?

Mr. BATES: No, but there may have been a local banker who would talk
about what he would do locally about encouraging N.H.A. housing.

Senator FERGUSSON: When the visits are made do they also point out ser-
vices for older citizens? They do not limit the approach to the minimum
houses?

Mr. BaTES: Yes. As we explained to the senators last year we brought in
every branch manager here to Ottawa for six weeks trying to make him the
Government representative in his locality, able to talk of the National Housing
Act in all its aspects, whether it was old age, federal-provincial, or anything
else.

Senator FERGUSSON: Yes, I know they may be able to do it, but do they do
it ? Do they acquaint people with these possibilities?

Mr. BATES: Well, as I say, when we got the recommendation here last
August we started them out on the road. Now, there have not been so many
out on the road in the past two months. We will repeat this performance
when the roads open again. We will have them right across the country. For
example, we have two all down the Quebec peninsula talking. I don’t know
if there are any results, but they are talking to them about the National
Housing, Act. No one ever talked the National Housing Act in the Gaspé
peninsula before. We have had two representatives since we met you last.
This is the kind of thing you wanted to do, and that we wanted to do.

The main efforts of the corporation, during 1958, were directed toward
implementing the Government Small Homes Loan programme to provide
lower-cost housing for home-ownership and low-rental accommodation for
low-income families. During the course of 1958 the corporation made loans
on 28,669 small homes for a total amount in excess of $304,000,000. Almost
one in every four of these small homes was built in a smaller centre or a
rural area.

I think this is a little better than we expected, because they are not really
growing areas.

In addition, a further 3,271 direct loans were made totalling $35,000,000 to
individual home-owner applicants in smaller centres.

With the full support of the Corporation, the National House Builders
Association is also continuing work on the production of a low cost house.
Demonstration houses of this type have already been built in several cities.

During 1958, loans totalling $50,000,000 were made to limited dividend
housing corporations for 6,679 low rental dwelling units for low income fami-
lies, of which 1,450 units were specifically designed for elderly persons. In
addition, the corporation entered into agreements with provincial Governments
and municipalities to provide 1,815 low rental units.
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Senator CRERAR: What kind of a mortgage do you have on that type of
housing?

Mr. Bates: These are primarily 90 per cent loans made at a low interest
rate, 4% per cent.

Senator CRERAR: Do you figure that is sufficient protection for the
Corporation?

Mr. BATES: Yes, because limited dividend companies are fairly stringently
controlled. Their books are reviewed by us, and their costs are reviewed
during construction, and their tenants also are reviewed by us. And then,
Senator Crerar, their return is limited to a 5 per cent dividend.

Senator CRERAR: You keep a pretty close inspection of these limited
dividend. companies? ’

Mr. BATES: That is so.

Senator KINLEY: And are they allowed to provide for a 10 per cent
depreciation? !

Mr. BATES: It depends. They get a loan extending over 40 years. To
ensure that the benefits of this low rental accommodation accrued to families
of low income, the Corporation adapted a more restrictive formula, during
1958, toward the incomes eligible for entry into these projects. Previously,
rentals had been calculated in relation to the ‘lower half’ income level of the
community. In July, 1958, this formula was changed to the ‘lower third’ income
level. The Finance Committee recommended to us during discussions last year
that we should go down to the lower one-third rather than the lower-half.
In other words since then we have followed your recommendations with
Government approval. May I say that if the project is so designed that those
people in the lower third cannot qualify to become tenants of these apartments
we do not approve of the scheme, and so the contractors have to take their
plans back, and get it down to the size and cost suitable to the lower third
income group.

Senator CRERAR: Do these limited dividend companies set up any reserve
against a possible loss? :

Mr. Bates: Yes they do.

Senator CRERAR: Perhaps I fail to make myself clear. A limited dividend
corporation is limited to a return of 5 per cent on the money invested. Does
that corporation set up any reserves against possible losses in the future?

Mr. BaTes: Against a normal depreciation and wear and tear and so forth,
yes. There is no secret reserve for profit.

Senator CRERAR: Suppose that a serious unemployment situation was to
arise, as might happen in the case of a serious recession in business, and the
tenants would be unable to continue payment of their rent and losses might
accrue to the owners. What I am trying to find out is, do these limited dividend
corporations set up any independent reserves against that possibility?

Mr. Bates: I think you understand, Senator Crerar that limited dividend
corporations operate rental accommodation. It is not home-ownership. It is
low income rental people who are in there. But to my knowledge there is no
particular fund set aside to take care of loss of revenue through vacancies or
other income losses.

Senator BrRuNT: Is it not a fact that this relates to apartment houses that
are built and rented and not sold so that if you run into a recession and the
tenant does not pay there comes a point when he is moved out and the owner
endeavours to get a tenant who can pay the rent. This does not apply to houses
that are sold but rather to apartment buildings that are rented. Possibly
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what Senator Crerar means is the owner of the apartment house allowed to
set up a reserve that would protect him for loss of rentals.

Mr. BaTes: No, he is not. He is allowed a normal reserve for wear and
tear and depreciation.

Senator KINLEY: And the Corporation owns the house because the con-
tractor borrowed 90 per cent of the cost to build it.

Mr. Bates: No, we do not own the house, but if anything goes wrong we
can take it over.

Senator Haic: These limited dividend houses are usually built by a group of
people, let us say for instance 25 Scotsmen get together to build one of these.
A few of their countrymen may have considerable amounts of money and they
decide to go into this and provide accommodation for their compatriots. They
say we will build a block and rent them to our countrymen at low rentals,
and 5 per cent return on our money will be a fair return, and into the bargain
we will be doing a good thing for our own people. That type of housing is
scattered all over Winnipeg. There are houses tenanted by Jewish people, and
by other nationalities who have gotten together and built this type of accommo-
dation. Perhaps a few men of that nationality will supply the necessary money.
Now, I do not think the Corporation takes any risk at all in the type of housing.
Where the Corporation takes risks is in the construction of a whole street of
houses that are selling at $14,000 to $15,000 a piece and somebody buys those.
To my mind those are the ones you take the risk on.

Senator CRERAR: You may be quite right, but what I have in mind is this:
if conditions arose, say an extremely bad recession like the 1930’s, and you
had a block of low rental houses and the tenants were unable to pay their
rent. First I want to know does the limited dividend corporation establish any
reserve against that contingency so that if the Housing Corporation has to
take it over, as Mr. Bates said they could do, and they cannot rent those
apartments have they a general reserve to fall back on? Am I right in that?

Mr. BATES: Yes. There is no reserve permitted to them to take care of
this kind of risk. On the other hand these houses are very low rental houses
and if someone cannot pay the rent no doubt there comes a point when he
gets put out and in any community there are thousands of people ready to
go into these $60, $70 a month apartments, so they will be fully occupied
when many others are not should there be a downturn in business, and for
this reason we have not felt it necessary to set up any reserves.

Senator LAMBERT: Does the Corporation recognize the possibility of
advancing rates of rentals because of inflation? Senator Crerar is talking
about a deflation period similar to the 1930’s. I think the problem would be
to keep rentals at the level they are at now.

Mr. BATES: Yes. This is one of the difficulties that we meet up with. If
there is a limited dividend project in some area which let us say was built
in 1951 at the costs of that day, and the same proprietor comes along today
to build an identical unit his rentals are going to be very much higher, and
he does not like, as an owner, to be in the situation of owning two adjacent
properties with perhaps a $10 a month differential in rentals and he is inclined
to come to us and say let us split the difference. This is a very sensible sort
of suggestion, and we have to look at each individual case according to its good
sense or otherwise.

Senator BEAUBIEN: Do you mean split the difference with the tenant, so
that he can keep the tenant there?

Mr. Bates: If you have two properties, one with a rent of $75 gnd the
one next door with a rent of $65, because it was built a few years earlier, and
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the two projects are identical, the entrepreneur who is administering both does
not like this differential. He makes the recommendation that we raise one
$2 or $3 and lower the other a little bit. This is not a very easy proposition
for us to accept, because we have in each case an agreement setting out the
amount payable per month for 40 years.

Senator BRUNT: If you raised the rental on the older building, would not
that throw out your 5 per cent figure?

Mr. BATES: Yes, it would.

The CHAIRMAN: And if you lower the other one it would interfere with
the percentage?

Mr. BATES: Yes—to put one down and the other up.

Senator BEAUBIEN: Do you find, Mr. Bates, that the people who build
these units are very often willing to lower their rents?

Mr. BATES: Since I came’ to Canada 23 years ago there has never been any
question of lowering of rents anywhere; it has been a progressive and con-
tinuous rise. ’

Senator BEAUBIEN: My point is, you say they want to compromise by
lowering this rent and increasing that one. I want to know where you find
the owners of these units who are willing to raise their rents. I have not
found any of them in Winnipeg.

Mr. BATES: You won’t find them.

Senator McKEEN: Is it not so in the case of the man who builds a new
building, that he does not lower the rent; he starts out with a lower rate to
get his 5 per cent. He makes an agreement, and raises the rent on one unit,
but he does not raise it to get more money. In other words, he starts out
with a lower rent on one unit, which gives him an equal amount over the
two units.

Mr. BATES: We in the corporation have not had much sympathy for this
man, because we made contracts in 1951 for a certain rate of interest and
rental on the property for so many years. If something happens, and costs
go higher, this is not our fault, nor is it his. There may be some juggling
he can do with tenants, but we are not very sympathetic towards a suggestion
of altering these basic contracts.

In the case of our own property, whether old or new, we have made
adjustments because it is our own. But with respect to the outside limited
dividend companies, we have been inclined to say to them that they have
to sit this one through, though we appreciate the difficulty’ they are in. When
a tenant in the lower income gets up to $3,800, you may have to put him out
and put him into the other building, and leave him there for 10 years.

Senator BARBOUR: That is provided you own both properties.
Mr. BATES: Yes.

The CHAIRMAN: Will you continue?

Mr. BATES: Increased interest in the replacement of sub-standard housing
is evident among Canadian municipalities. This was another point referred
to in the Senate committee last summer. Since then grants have been made to
sixteen cities for urban renewal studies to determine the areas in need of
renewal, rehabilitation and conservation and to establish priorities for a
redevelopment program. :

You will recall, gentlemen, that we cannot initiate these studies; the
request must come from the cities themselves. But when we met last year we
had only four or five of these studies going on across Canada; now there are
16 cities from St. John’s to Victoria who are doing urban renewal studies.
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These studies led to urban renewal projects in Halifax, Montreal and Windsor
during 1958.

The principal recommendation made in the Senate Report referred to the
need for increasing the flow of mortgage funds and stimulating the sale of
insured mortgages. Following the recommendation of the Senate Committee
on Finance, discussions took place which were attended by officials of the
Corporation, the Department of Finance and the Bank of Canada. Discussions
were also held with the approved lenders to ascertain their lending intentions
for the year 1959.

These discussions resulted in a recommendation being made to the govern-
ment to amend the National Housing Act in accordance with the Bill which
you are considering today.

The intention of the present Bill is to create a greater fluidity in the
mortgage market, thereby creating a much greater incentive for private sources
to invest their funds in the development of residential construction.

It is Government’s firm intention that the position of Central Mortgage
and Housing Corporation must essentially continue to remain that of a residual
lender. Indeed, it is hoped that the lending position of the Corporation will,
if the objectives.of this Bill are achieved, diminish in importance.

It has been necessary, of course, for the Government to invest very large
sums in house construction during the last two years. This necessity has been
brought about by the inability of private lenders to provide the funds necessary
to keep residential ‘construction at a sufficiently high level to satisfy demand
and, at the same time, ensure adequate work opportunities for those employed
in the house-building industry.

Senator CRERAR: Mr. Bates, have you any comment to make as to why
private lenders have not been able to provide money for this purpose?

Mr. Bates: You will recall, gentlemen, when we were discussing this
aspect last July and August we were forecasting that the private lenders would
put out substantially more money in 1958 than they did in 1957. This proved
to be right; they put out about twice as much in 1958 as they did in 1957.

So, Senator Crerar, your question really reverts back to the year 1957,
which was a year of some stringencies in terms of the flow of funds into
mortgages. This was, as you recall, a boom year in other outlets for the
approved lenders. It was a major year in investment opportunities in all lines;
they were under severe pressure from industrial and commercial borrowers
for funds for expansion and development. The rate of interest was substantial
in 1957. The interest rate on N.H.A. mortgages was raised in February, 1957
to 6 per cent, at which figure it has stood since. But 6 per cent interest in the
spring of 1957 was not sufficiently attractive to the approved lenders for all
the other calls that were being made upon them by their regular customers
in the midst of a major boom which continued throughout that year. The
pressure on the approved lenders went off in the spring of 1958. That is why
we thought in this room last fall that the approved lenders should provide
substantially more sums for housing than they did in the previous year. And
they did; they provided twice as much as they did in 1957.

Senator CRERAR: Would a fixed interest rate operate against people invest-
ing in these mortgages?

Mr. BaTtes: That is something outside my field, senator, but if I were a
banker in the year 1958 and I had felt that the fixed interest securities were
not a desirable thing, I would not have doubled my investment in mortgages,
as these approved lenders did in 1958. So I do not think that they would have
been too fearful in 1958 of the fixed interest securities in the long run, because
mortgages are a long-term investment.
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Senator LEoNaRD: Liabilities of life insurance companies are payable in
the same dollars, whether they go up or down.

Senator LAMBERT: I think the correctness of the attitude the witness has
taken is borne out by the returns of the portfolios of most insurance company
investments. Returns on real estate investment have been better than any
others.

SENATOR McDo~NALD: You speak of satisfying a demand. Are there places
today where perhaps they have gone a little too far and too many houses are
being built, where they have gone beyond the demand?

Mr. Bates: I think that if you are thinking in terms of individual hous-
ing we have no evidence anywhere in the country that the increased wvolume
is not being taken up. After all, we completed about 20,000 more houses in
1958 than in 1957, and at the end of the year the number of completed unsold
houses had not risen. So, so far as individual units are concerned, that is single
houses, there is no evidence anywhere in the country that we are in trouble.
Even at the end of January we have got fewer unsold houses than we had in
January last year, despite the fact that we completed 20,000 more. But if you
are thinking of apartment houses in one or two centres, perhaps in some dis-
tricts in Toronto and other areas, there has been a very substantial increase
in apartment house building in the year 1958, as there was in 1954-1955.
There seems to be some sort of cycle of housebuilding—I don’t know whether
it is related to the pig cycle, but it comes about every three years, up and
down, and in the year 1958 there was a very large volume of apartment
house units provided in some of our major centres,—Toronto and Montreal;
and these may take some months to gestate probably to the point of having
some of the insurance companies go a little easy on the amount of money
they will put into apartment buildings in these centres in the first six months
of 1959.

Senator McDonaLp: In these centres you are worried about outside of
Toronto, are these self-contained houses largely apartment houses?

Mr. BaTEs: You mean the new development areas?
Senator McDonaLp: No, Malton.
Mr. BaTes: No, those are primarily self-contained houses.

Senator BRUNT: As a matter of fact where you find vacant houses that have
not been sold, they are in the class of $20,000 up; and this does not apply
to these houses?

Mr. BaTes: No. I confess that when I am talking about housing I can’t
think of any mortgages beyond the N.H.A. mortgage, which is $12,800. Any-
thing above $16,000 or something of that order I can’t speak of, and if there
are vacant houses they will be taken up later.

For the time being, it is envisaged that federal activity in this field will
continue but, in so doing, it is most necessary to provide greater encourage-
ment to increased private investment.

By increasing the amount of federal funds available to C.M.H.C. to one
billion dollars, direct federal investment in N.H.A. mortgages can continue for
some time. But we believe the time has come when we should utilize all
sources of private investment to the full in the housing field. The initial source
of housing investment should be private enterprise—although the federal
Government has indicated that it will always be ready to act in its role of
residual lender in time of need.

One of the aims of this amendment is to make N.H.A. mortgages as
attractive as possible to private investors. Some lenders whose powers of
investment extend to securities guaranteed by the Government of Canada
have felt that N.H.A. insured loans did not fall into this category since the
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insurance fund guaranteed 98 per cent and not 100 per cent of the face value
of the mortgage. It is believed that by eliminating the two per cent reduction,
the National Housing Act will permit trustees of pension funds, executors,
trust companies and other private sources of investment to contribute to
capital investment in housing.

When a private investor decides on the form of his investment, he has to
consider two elements, each depending in part on the other. He first looks to
the return and security of his investment. Then he looks to his ability to trade
or hold the investment.

The 1954 act recognized the importance of liquidity of housing mortgages
in encouraging investment in this field. The act permits the sale and purchase
of insured loans, not only between approved lenders, but also to other corporate
investors and to private individuals.

Senator CRERAR: That means that the risk is completely eliminated.
The CHAIRMAN: That is what a guarantee is supposed to do.
Senator CRERAR: What is the time usually required for foreclosure?

Mr. BaTES: We have a legal expert here. I don’t think you can foreclose
in anything less than six months.

Senator HAIG: Three months.

Mr. BaTES: They vary between provinces. I would not like to make a
generalization, would you, Mr. Wilson?

Mr. A. D. WiLson: Alberta seems to be very slow at the moment; Ontario
is very quick. Six months on a national average would probably be a short
average. I think foreclosure would take longer than that on the average.

Senator HORNER: What about Saskatchewan? How long would it take
there?

Mr. WILSON: Quite frankly we do not know at the moment about Saskat-
chewan. There have not been enough foreclosures of late to establish a period.

Senator Haig: A lot depends on what kind of foreclosure you want. If you
want to sell a house at a public auction you give 30 days’ notice and you
advertise for 30 days. If you want to get foreclosure, if the sale is abortive,
you apply, in Manitoba anyway, to the registrar, and you have to wait for
whatever period he tells you. It varies but generally it is about two months.

Senator ASELTINE: That is not the law in Saskatchewan.

Senator Harg: Well, it is in Manitoba. You can take foreclosure in the
courts at once, if you like. You generally give them six months to redeem
but you can take foreclosure proceedings. In the case of an ordinary mortgage
sale you give one month’s notice and you advertise for one month and then
the sale takes place about two weeks after that. If the sale is abortive the
mortgagee can apply then to the registrar for an order making him the owner
of the property. He submits all the evidence and the registrar says that the
borrower must be informed again and he decides how much notice must be
given. It is generally two months.

Mr. BaTES: You appreciate, gentlemen, that the situation varies between
provinces. In our experience we have had them as brief as a month and a half
in Ontario and we have seen them go as long as two years. Of course, we do
not enter the picture at all so far as an insured loan operation is concerned.

Senator BRUNT: Would you mind answering this question? It is probably
set out in the act but you would have the answer at your finger tips. Supposing
a borrower goes into default on his mortgage and goes to the approved lender
and says there is no chance of catching his payments up. Supposing he says,
“I would like to give you a quit claim deed and convey the property over to
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you.” In such circumstances would the guarantee still apply or do you have
to have foreclosure in order to make use of the guarantee?

Mr. BATES: We have to have foreclosure before we appear in the picture
at all. These relations may be going on all the time between borrowers and
lenders. i

Senator BRUNT: The quit claim deed will put the property back in the name
of the lender, and you have exactly the same position as if you have foreclosure.

Mr. WiLson: I can say that the answer to Senator Brunt’s question is yes.

Mr. BaTEs: You will appreciate that there is no use having a dog here and
barking myself.

Senator BRUNT: I wanted to save a lot of study and I knew you would
have the answer somewhere.

Mr. BATES: Senator Crerar, in reply to your last question about the in-
surance fund providing 100 per cent insurance so that this becomes almost
the equivalent of a mortgage bond, there are some other costs, as one honourable
senator from Ontario mentioned. But this is a fairly secure instrument. It
begins to approximate a guaranteed federal mortgage bond.

Senator CRERAR: Quite. I have one other question. You guarantee by 100
per cent the payments. Do you keep supervision over this?

Mr. BaTES: You mean the administration over the mortgage?

Senator CRERAR: Yes.

Mr. BaTes: Under this amendment we in the C.M.H.C. would be given
power to administer. At the present time when a loan is sold by an approved
lender to a pension fund that approved lender invariably keeps the administra-
tion, and from our point of view administration is permissible only by an
approved lender. In other words, it could not be administered by the pension
fund itself. If we are going to guarantee 100 per cent we must be sure that
the people who are administering these are proficient and know their business.
In the 1954 act I think it came in originally that only approved lenders could
administer these. Under this amendment the Government is asking on our
behalf that we be given the same powers. -

Senator CRERAR: What I had in mind is this. You have a loan guaranteed
100 per cent and the householder defaults on his taxes and they run into
arrears and the property may be put for tax sale. Whose responsibility is it to
see that that does not happen?

Mr. BaTEs: The administrator of the loan. You see, the current situation
is that a demand is made by every approved lender, including ourselves, to
bring in each month the tax payment as well as the principal and interest pay-
ments.

Senator GouiN: One-twelfth.

Mr. BaTEs: This is so. In other words, a total parcel is brought forward
each month. We are not in the same situation as in the thirties when it might
have been six months before a principal and interest payment was made and
twelve months before a tax payment was made. The whole thing is on a
monthly basis now, so that both the tax and principal and interest payments
are sought each month. If somebody falls behind in payment he falls behind
in everything and you have to go after him for the total package. So the
question of tax is not what it was twenty years ago.

Senator CRerAR: I was thinking what my position would be if I bought
one of those houses.

The CrAIRMAN: Oh, you would be perfectly safe.
Mr. BaTes: We would give you a loan. .
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Senator CRerAR: I would forget about it and if things got behind I would
call upon Central Mortgage and Housing Corporation to make good their
guarantee.

The CHAIRMAN: Don’t answer that question, Mr. Bates.

Senator CRERAR: What I want to know is that as far as public interest is
concerned, who is supposed to look after this?

Mr. Bates: This is the task of the approved lenders, the administrators.
Judging from the history of the past few years—of course, these hdave been
buoyant years—this problem has not been nearly so acute as it was before.
We have had substantial unemployment in some territories in Canada but
nevertheless foreclosures by the approved lenders in these years have been
infinitesimal. To help keep the borrower going the approved lender will meet
any borrower who gets into-difficulty and try to work out some payment to
carry him through his, say, three months of unemployment or what have you.
But the monthly package deal has made it very much easier to live through
the mortgage operation than was formerly the case, that is, both as to mortgage
and tax payments.

Senator Gouin: Do you have a certain maximum period of default, say,
of three monthly instalments?

Mr. BaTESs: The pattern varies between the approved lenders and ourselves.
We try at the end of the first 'month, if some one has fallen behind, to give
him so many days, and then a letter goes to him, a reminder, that he has
fallen behind. This is fairly general practice with all approved lenders. If at
the end of the second month he has not come across, the pressure begins to
increase; there is another reminder, but there is also a telephone call; because
it is fairly generally accepted, I think, among all approved lenders that if your
arrears begin to go beyond two months with many individuals, you are getting
into trouble. In fact, you try as best you can to do something in the second
month.

Senator Haig: Hear, hear.

Mr. BaTeEs: You try to bring him in the office and see what has happened,
whether he has a sick wife or sick children, or is unemployed. We try some
means of trying to get some tocken out of him in the third month. Last year,
although we had in our operations some increase in arrears, we were able to
keep them down to about a two month period. The third month begins to
become critical, and you must get a grip, but you won’t get a grip in three
months if you have been slack in the second month, or you won’t get a grip
in the second month if you have been too slack in the first month. So it is a
matter of trying to bring them forward to your offices some time in the second
month to explain the problem and.find out what it is, and see if some token
system cannot be worked out. No approved lender I have met anywhere in
Canada wants ever to foreclose. This is the very last thing they want to do.

Senator Gouln: It is very unpleasant.
Mr. BaTes: It is a very unpleasant activity.

Senator Gouin: In Montreal the corporation follows very, very closely,
but lately things have become a little more critical, Mr. Chairman. I cannot
find an explanation.

Mr. BaTes: A little more difficult; and a little more sympathy needed.
Senator Gouin: To some extent.

Mr. BaTes: If I may continue on page 4:

* When a private investor.decides on the form of his investment, he has
to consider two elements, each depending in part on the other. He first looks
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to the return and security of his investment. Then he looks to his ability to
trade or hold the investment.

The 1954 Act recognized the importance of liquidity of housing mortgages
in encouraging investment in this field. The Act permits the sale and purchase
of insured loans, not only between approved lenders, but also to other corporate
investors and to private individuals.

In the past few years a market in insured loans has grown up. Last year
alone, some $42 million of insured loans were sold. Since the 1954 Act was
passed, mortgage transactions have amounted to nearly $172 million. But
until now, the source of insured mortgages for sale has been limited by the
Act to approved lenders. A private investor wishing to buy an insured loan
has only been able to get one if an approved lender was willing to sell. But
experience has shown that some approved lenders have acquired their mortgage
portfolios primarily for the purpose of holding them to maturity, rather than
selling them.

This is true mainly of the life insurance and trust companies; they buy
‘them primarily to hold them to maturity.

Other approved lenders have sold mortgages, but only infrequently. The
Government feels, therefore, that more investors might be attracted to insured

loans if there was a readily-available market for them, in which they might
be bought and sold at frequent or regular intervals.

It also seems likely that the national growth—together with the accompany-
ing development of Canadian investment sources—have created conditions which
promise the establishment of a regular mortgage market. The existing and
prospective portfolios—both of the approved lenders and of CMHC itself—
have created a potential source of sellers. A source of buyers has been created
in the development of substantial investment funds by pension funds, trade
unions, loans associations and private individuals. Their investments in insured
mortgages will augment those of the present approved lenders.

Senator BRUNT: May I ask a simple question here?
purchases a mortgage from your organization and you contin
what do you charge for managing?

Where a person
ue to manage it,

Mr. Bares: We have never sold one yet, senator. We are looking for
some of the powers in here to give us the ease of selling. The only mortgage
our corporation has sold has been to its own pension fund. In order to sebll
it to our own pension fund we had to sell it first to an approved lender, who
in turn sold it back to the pension fund, and the approved lender becam’e the
administrator. The approved lenders have been charging fairly generally a
rate of administration around one-half of one per cent. I suppose if we got
into the field, the price is something that we would not want to initiate. We
would rather want to follow the approved lenders in that operation :

Senator HORNER: On that point, in the case o
I presume the regulation would continue as to the mafn:gegmugginsg i(}ilem:gtii%;,
that the purchaser would still be under the National Housing regulstiofl’ :
Mr. BaTES: Whoever buys the mort :
gage; he is not managing a property.

Senator HORNER: He is not managing the property,

I see.
Mr. BATES: There is still an owner somewhere i
‘ : » Presumably, managing the
property. Where he is holding the mortgage on the properf thereg isgstill
. an owner somewhere. %

There is also the possibility that new ‘instit i i i
_ The ; utions will i ne,
1nst1t.ut10ns ‘tha}t will borrow money from the pub1ic—perh;pscg;rnilel‘::;?lt;‘e;s—g‘
and invest in insured mortgage loans. They would be able to buy mortgages

gage is the man who holds the mort-

[ e—
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from either the approved lenders or the corporation without having to build up
a staff to make or administer loans.

In other words, it is not impossible to envisage an institutional form in
which, on the one side, a bond house in Canada sells debentures to the public,
and a trust company allied with it, buys mortgages; the trust company
administering the mortgage on the one side, the bond house selling debentures
to the public, and the difference between the two rates of interest, the rate
that one is getting on the insured mortgages, and the debenture rate on the
other, yielding a profit for the two institutions. This is not the only kind of
new institution. I am just mentioning in passing, gentlemen, that within our
Canadian structure there is quite a variety of combinations of existing institu-
tions that could come together to create this kind of institution that would
lend to the public on debentures and would be backed by insured mortgages
which are really 100 per cent Government guaranteed bonds going at the
present day at 6 per cent.

Senator BRUNT: In trust?
Mr. Bates: This kind of institution, yes, sir. —

Senator LAMBERT: Have you in mind any other countries where institutions
of such a character as you speak are in existence today and operating?

Mr. Bates: Well, I think in Canada we will find a unique Canadian model
growing, because we have a unique Canadian system I mean in the sense of
having a set of corhimercial banks that are national in scope-.and with branch
banks all across the country that are building up substantial portfolios of mort-
gages, and they want to see them liquid. We have a unique system of trust
companies, we have a unique system of bond houses. There is nothing quite
like this in the United States or in England, and the legislation we are asking
for here is simply trying to provide enough flexibility for any of these groups
to create any kind of institution they want. They can do it on their own in
Canada, or with American counterparts, or with the banking system, with the
trust companies, with the bond houses. There is enough flexibility in here
for anyone to allow the purely Canadian structure to emerge, and we so 'far
as Central Mortgage and Housing Corporation is concerned have been stapdmg
back, outside, to permit private entreprise through some of the agencies to
create this institution. We have never recommended to the Government that
we do what the Americans did. They set up a F.N.M.A. organization, although
within our existing legislation there was some powers for CMHC to do that.
We have recommended to the Government persistently that we stay out of
that. We in Canada have a unique system and it won’t take lopg for some of
the instruments of private entreprise to emerge and create this market, and
in this legislation we are recommending that the Government or the approved
lenders could be available to help this market in the buying and selling of
mortgages. ' >

Senator LAMBERT: Such institutions have been developed in other countries
as a result of the private enterprise you speak about. A

: . There may be. The F.N.M.A. institution in the States buys
and ls\glsBiflgiied mortgage};, and it is the closest to what we are considering,
but it is a governmental agency and we are hopeful here that our financial
structure will create its own agencies. We know the ﬁnancxe}l structure ha}s
been for some months past and is now very carefully consxdelzmgf that it
might do from several points of view to create a secondary market for mort-
gages. ; :

Senator LroNarp: What surprises me is in developmg'thls second?;y
mortgage market that you have not extended the 100 per cent msutr:\nce t: afl
existing mortgages. A person who is desirous of buying a mortgage, or
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instituti t is looking for mortgages from you, will naturally want to wait,
;?S:}lltelglggnfhsmil they agre able to buy a mortgage .that is in;uregl up .to 1‘00.
per cent and that kind of mortgage will not be available until this legislation
has been put through and some months will elaspe before fthey are on t'he
market, and if that 100 per cent insurance could be made avallablfa to e)§1stmg
mortgages that block of mortgages would be available for sale 1mme§1ate1y,
and furthermore there is inequity if a loss occurs on a 100 per cent m§u1jed
mortgage it will be paid out of the insurance fund to wh}cl? the existing
mortgages have all paid their premium, that is to say the existing mortgages
have all paid premiums that will apply to 100 per cent insured mortgaggs.
I think it would be desirable from every standpoint, particularly from the point
of view of getting new money into the mortgage market to make that 100 per
cent insurance provision applicable to existing mortgages.

Mr. Bates: Well sir, outstanding today there is something like $2.5 billion
of insured mortgages. These loans were made by approved lenders with a
98 per cent guarantee. Why should anyone now give them 100 per cent
guarantee. They have already put out the money, and a 100 per cent
guarantee is not going to bring in any more money. The $2.5 billion is there.
What justification is there to give them a gift of 2 per cent.

Senator BRUNT: Just so that the approved lending institutions will sell
more.

Mr. BaTes: Let us be clear on this point. Of this $2.5 billion of mortgages
now outstanding a very substantial portion of them carry an interest rate of
5 per cent. Others carry a rate of 5.5 per cent, while others carry an interest
rate of 6 per cent. Now, anyone who is going to sell a mortgage whether it is
under the new system or under the existing one is not going to be able to
sell a 5 per cent mortgage at the same price as a 6 per cent mortgage.

Senator BRUNT: I disagree with that. The term has a great deal to do
with it. If the 5 per cent mortgage is for a short term it may appear very
attractive to these new investors, it would be much more attractive than the

6 per cent loan having 25 years to run. I think the term is an important
factor.

Mr. Bates: In Canada the commercial banks were issuing 5 per cent

mortgages until three years ago. They cannot sell a 5 per cent mortgage at
the same price as a 6 per cent one.

Senator BRuNT: How long ago is it since the insurance companies have been
issuing 5 per cent mortgages? How long is it since th

il 19 e first 5 per cent mortgages
w issued? "

Mr. BaTes: The act came into force in 1954. My recollection was that the
rate of interest was 5.5 per cent, it fell down to 5 per cent and then it went
back to 5.5 per cent and later went to 6 per cent. That has been the history
of the interest rate. Insured mortgages have a maximum rate of 6 per cent.

Senator THORVALDSON: Is not the purpose of increasing the insurance OB
mortgages from 98 per cent to 100 per cent to give you more fluidity in the
mortgage market, and so would you not get that fluidity to a greater extent
if you applied the 100 per cent coverage to all your insured mortgages.

Mr. Bates: I am trying to make a point and I do n ink i too
difficult before the honourable senators, that if P e

you sell a 6 per cent bon
and a 5 per cent bond you are not going to get the s i if you
sell them on the market. ame price for these if ¥

Senator KINLEY: Under similar conditions, of course

Mr. Bates: If you are going to sell them

; on the et
the same price for the 5 per cent bond as y Saime duyiyou el
!

ou will for the 6 per cent bond-

[ TN T
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Now, the variation in the price of a bond between 5 per cent and 6 per cent
is not very much greater than the variation in price between a 98 per cent
guarantee and a 100 per cent guarantee. That variation in price is built in.
It is there. There are insured mortgages ranging all the way from 5 per cent
to 6 per cent, and any holder of these who want to sell them has to sell them
in the market and he will sell them at the going price and the final yields
won’'t be very different—there will be discounts and premiums when this
market is established. These variations are already present. The difference
between a 5 per cent and a 6 per tent return is 20 per cent of a variation. The
variation in yield is very much greater than that.

Senator LEONARD: My point is, if you are really interested in developing
fluidity in the sale of mortgages, whether I have a 5 per cent mortgage or a 6
per cent mortgage is immaterial and you can realize that I may have to sell my
5 per cent mortgage at a price less than the 6 per cent mortgage.

But my premium has gone into the mortgage fund, and is there to pay
the 100 per cent losses on mortgages that will be made from now on. I think
in equity the same fund should protect the two mortgages on the same basis;
plus the fact, as Senator Thorvaldson has said, you really want to increase the
fluidity of mortages by this legislation; you really have to wait six months or
more until new mortgages come into the market under the 100 per cent
insurance scheme.

Senator Haic: May I ask one question? If there is now 23 million out in
guaranteed mortgage, and we want to allow an‘aclld.itional 2 per cent, does
that mean we would have to put up another $50 million?

Mr. BATES: Yes.

Senator LEONARD: Nothing more would have to be put up.

Senator Ha1G: We would have to put up $50 million.

Mr. BaTeEs: In the event of foreclosures.

Senator Haig: Yes, in the event of foreclosures. If we raise this guarantee
we will have to put up $50 million.

Mr. BaTes: The only point I am making is that the difference between the
98 per cent and the 100 per cent is a very small difference between .the pr%ce
as it exists in the market, as between 5 per cent and 6 per cent. It is a price
differential, and it will exist.

Senator BRUNT: Mr. Bates, is it not so that you want t.he 100 per cent
guarantee because mortgages will see more readily; that is to say, 'these
institutions that have the mortgages, or will be taking the mortgages, will ‘pe
able to sell them more readily? Every mortgage that sell means that you Wl.ll
have that much more money to put out into mortgages. Why not make it
apply to the whole thing, and make them all more readily saleable? _

The CHAIRMAN: By leaving some at 98 per cent and‘ some at }00 per cent,
with v:ri?)us prices anscyl variofs maturities, you have different kinds of mer-
chandise on your shelves for different customers. :

Mr. BATES: Presumably we will have lots of new merchgndlse. Th.e banks
and insurance companies are lending up to $500 or $600 mllltlg_n al(s)’gar, by thi
end of the year there will be a substantial volume of this per cen
guaranteed stuff. > - '

However, this is a matter of Government policy, and I d;)n ‘;t téu:lak {
should be trying to defend the 98 per cent against the 100 per cent. id no
require a special gift—it was already there. : 2 iy

The CHAIRMAN: If you run into the problem of developing fluidity, you
Can meet that situation when it comes.
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Senator THORVALDSON: Perhaps the Government has not considered the
point . . .

Mr. BaTES: The point was very carefully considered. It was not a blind
spot—a decision was made.

Returning to page 5 of my prepared presentation: This would permit small
investors to contribute funds to the housing industry, which is something they
have been unable to do in the past. You will recall that earlier I said that
if $500 debentures were sold with assets being insured mortgages, people with
small amounts of money could thereby buy into insured mortgages, which
they cannot do today. If you want to buy an insured mortgage today you
would have to go to a bank, and they would probably offer you a $8,000 or
$10,000 proposition. The new machinery which we have been discussing would
provide bonds of $500 so that the small investor would be able to get into
insured mortgages. In this way, the small investors would be able to play a
more important role in upholding the general economy of the country. You
will see I am prejudiced: I believe if the housing economy is good the general
economy of the country is good.

C.M.H.C., because of its extensive direct lending operations during the
last 18 months, is developing a substantial mortgage portfolio. These mort-
gages would be made available for sale to investors who are willing to invest
in the housing field, but who are unable to make loans themselves. The
amendment proposed to the Act will permit C.M.H.C. to sell its loans to
such private investors. If the investor is not an approved lender equipped to
administer the loan, the amendment will permit the Corporation to administer
the loan for the investor in the same way as if it had kept the loan in its
own portfolio.

In short, the amendment to the Act will give the Corporation the same
powers as the approved lenders have. If Canada develops a secondary mort-
gage market it seems likely that C.M.H.C. may be required both to buy and
sell mortgages as the need arises. Probably it would also assist in transferring
mortgages from one type of lender to another should economic or other factors
adversely affect fluidity within the mortgage market. For this reason it is
proposed to remove the $25 million limit on the Corporation’s power to
purchase mortgages.

Senator GouiN: There is no limit?

Mr. BaTes: No limit.

I would like honourable senators to appreciate that by the amendment
as such, C.M.H.C. has power to buy and sell mortgages. If there is any illusion
in your minds that C.M.H.C. is proposing to engage in open market operations,
let me say this is not so—it cannot be done under the legislation. We have
a statutory vote, not a revolving vote. At this moment it is $750 million, of
which we have already committed, up to last Friday, $681 million. This
legislation is asking for an additional $250 million, to bring the statutory vote
up to $1 billion.

With the statutory vote the moment we sell a mortgage in our possession,
we have to pay that sum back to the Receiver General; we cannot bring it
into the total vote and use it for making new loans. Each time we gell a
mortgage—if we get into the selling of mortgages—it simply reduces our
sta}tutory vote by that amount. So, we cannot engage in open market oper-
gtmns. If this were not done by a statutory vote, then C.M.H.C. would be
in danger of becoming the leading mortgage house in the Canadian market.
But by the statutory vote we cannot bring back into the fund and re-lend;
each time we make a loan or each time we sell a mortgage we cut down what
is available to us for further activity. This does not means that we should
not make sales; presumably, if sales can be made, we should make them.
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If this pulls down our statutory vote where we can no longer operate,
we go back to Parliament next year and say that our statutory vote no longer
permits us to carry on; we have $500 million-worth of mortgages, and we have
only $50 million to keep us going for another six months. Do you want to
keep us going for six months or not. Then, the decision is up to Parliament.

I have heard from some of my colleagues in trust and loan companies,
when they look at this section of the act which gives C.M.H.C. power to
buy and sell, the thought that it puts us into the business of engaging in open
market operations. This I hope never to have to deal with in my life, namely,
dealing in substantial open market operations from a central Crown corporation.
This would be a most difficult and undesirable situation to be put in.

Senator THORVALDSON: Mr. Bates, I was coming to a question on that point,
which I think might be clarified now. I did not know this to be the situation,
and I was wondering if honourable senators are aware of the fact with respect
to re-payment of principal. Do you not think you should explain the fact that
when principal is paid on a mortgage, or on your overall portfolio, that that
principal does not go to you, but goes through you back to the Receiver
General?

Mr. Bates: I think honourable senators are probably aware of how we
draw down funds.. We have, as you know, a statutory fund which a few years
ago was only $250 million. We draw down funds from the treasury in
debenture units of $500,000 each. Twice a year the Treasury tells us what
rate of interest we have to pay for the next six months. They do that on
the first of October and the first of April; according to broad Government
powers in bond interest we are given the rate of interest for six months, and
we draw down on debentures $500,000 units. We are making loans for given
periods; it may be 40, 50 years; we have a pretty good idea of how this is
going to come back to us in principal and interest. If it is a loan to a home
owner it is probably 25 years. It may be less; a home owner may twist out
of it in five years, through a lower rate of interest, if he can get it, or repay
it in 15 years. But we have worked out with the Treasury a system of repay-
ment on each loan so that each of us knows precisely what we have to pay
back to the Treasury month by month from now to the year 1975. This is
set out in the arrangement between us. If during this time funds come in to us
faster than we expected, if people pay off loans, then the Treasury will permit
us to pay off our loans just as fast as they come in to us. So we are tied
tightly by the neck in this whole operation. We have a statutory vote for
a determined period of time during which these loans must be paid on a
monthly basis, these $500,000 debentures. If funds come in faster we can repay
faster. So that we have no freedom to engage in open market operations—no
freedom whatever. At this moment we have committed $681 million out
of our present vote of $750 million. This means we have got about $60 million
left. There is nothing we can do with that $681 million. If we were to sell
$100 million worth of mortgages the funds would go back automatically into
the Treasury. We could not relend. All we can lend at this moment is the
difference between the $681 million we have already committed and our $750
million. That is the extent of our future. The moment that that $750 million
is committed we are out of business. There is nothing else we can do about it.
This is one reason, of course, why this present legislation is asking for another
$250 million, to keep us going for another period. I agree that it is a little
frightening to leok at the vote of a billion dollars in C.H.M.C., but it is not
nearly so frightening when you realize that this is a statutory vote being
repaid, which we have no power to manipulate except with respect to the
uncommitted balance, and indeed, none in respect of that because, as you
know, in everything we do we have to follow Government policy.
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Senator McKEeEN: Will you tell us how much has been repaid of the total
amount?

Mr. BaTES: You will understand that in so far as the 1954 act goes the
amounts of repayment are still quite small. We repaid in all—and this
includes some of the earlier acts we had loans on—something like $45 million.
But we set out, in 1956 I think it was, with the Treasury monthly repayment
procedures that we should use in the future. I confess that when I came to
the corporation I found that some of the incoming funds were being re-lent.
This seemed to me undesirable; and this is when we worked out with the
Treasury a system in which there would be no relending' on the part of the
corporation; everything that came in would move back automatically, and
there would be a clear statutory vote approved by Parliament, and when we
began to run out of the vote we might have to go through the exercise I have
been going through; that is, I appear at the Senate or the House of Commons
every six months looking for more money. This is, I think, the proper way.

Senator McKEEN: Is that not against the act, as you explained it, if this
money is used to relend?

Mr. BaTEs: This was not too clear. It was 20-year debentures, and there
was worked out an agreement between the Treasury and ourselves as to how
these debentures would be repaid, and when.

Senator BAIRD: Since 1956.

Mr. BATES: Since 1956. ]

The addition of subsection 8 (a) to the first section of the bill permits
C.M.H.C. to administer an insured loan. This will most likely happen where
the corporation sells mortgages to approved lenders who do not want to expand
their mortgage departments, or to other investors who do not handle mortgage
portfolios. The approved lenders already are permitted to administer the loans
which they have sold. But since, before this amendment, only the approved
lenders could administer insured loans, some slight changes in wording are
necessary to permit the corporation to administer its growing volume of mort-
gages. Subsection (1) of clause 2 of the bill, the change in subsection (3) of
clause 11 and clause 5 of the bill are all examples of this type of change.

You will appreciate that, because of the heavy Government investment in
housing, in the last 18 months, C.M.H.C.’s portfolio of loans has been growing
rapidly. At the end of December last we had something like $150 million worth
of these papers. By June there will be another $160 million worth; by the end
of the year, another $70 million. In other words, by the end of this calendar
year C.M.H.C. may have $400 million or $450 million of mortgage paper. We
don’t know just how much we are going to get, because you will recall that
in the first $150 million we used the banks and insurance companies as our
agents, and we gave them the right to buy the mortgages for 13 months after-
wards if they wanted to. That right began in January, so actually for the next
13 months we are not sure how many of the original mortgages we put out
a year and a half ago will come to us, or how many the banks and insurance
companies will hold, but there will be something over $400 million worth in our
portfolio; and this increases the desirability of our being able to sell and ad-
minister. If we always have to sell through an approved lender it means
another payment to be made by the pension fund or the buyer or whoever
it is. That is the reason for this clause,—to give us the same rights with
respect to these mortgages as approved lenders have.

Subclause (2) of clause 2 of the bill increases to $150 from $125 the amount
allowed in calculatmg the payment to an approved lender who has made a
claim on the insurance fund. The basic purpse of the insurance feature of the
act is to protect the lenders against loss in such a case, and experience has
shown that the legal costs generally exceed the $125 previously allowed. These
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are the legal costs allowed. $125 is very modest and $150 is not exorbitant by
any means.

Senator Gouin: This is just the legal fee?

Mr. BATES: Yes.

Senator Gouin: What about out-of-pocket disbursements?

Mr. WiLsoN: Out-of-pocket disbursements would be allowed over and
above this fee.

Senator HORNER: Is there any competition amongst the legal men?
Senator BRUNT: We have never been investigated under the Combines Act.

Mr. BATES: We have run into quite a variety of costs with respect to fore-
closures under the act. We ran into one case that cost $1,353. I will let you
guess what province that was in. I have the average costs if you are interested
in them.

Senator LEONARD: Do these include disbursements?

Mr. BATES: No, just the fees. They are $203, $117, $109, $202, $225, $526,
$1,353, $108, $290, $165, $219, and $200.

Senator HaiGc: Are those foreclosures?

Mr. BATES:  These are the legal acquisition costs. So the raising of the fee
from $125 to $150 certainly does not meet the request made by the approved
lenders. They had a much higher figure in mind, as you might imagine, but
this is perhaps a step in the right direction.

Clause 3 of the Bill amends-the loss settlement provision of the insurance
by eliminating the 2 per cent discount on loans which are made after this
amendment comes into force. The amendment means that an investor will
receive the full amount of the mortgage account—including interest—at the
mortgage rate for six months after a default has occurred.

The change introduced by Clause 4 of the Bill to subsection (2) of Section 11
widens the potential field of purchasers of insured loans from the Corporation.
Before this amendment CMHC could only sell insured loans to the approved
lenders. With the change, however, we hope the Corporation will be able
to expand its mortgage transaction business into new markets, and consequently
increase—rather than divert—the private funds available for new housing.

Senator McKEeEN: May I ask a question at this point? It says here that
the mortgage will be insured, including the interest. How long can a person
let the interest go and still have it insured?

Mr. WiLsoN: The mortgage rate is six months and then there is a reduction
in the interest allowance. Section 9 of the original act establishes the interest
allowances. It is the full mortgage rate for the first six months and then the
next 12 months it is the mortgage rate less 2 per cent.

Mr. BATES: The amendment in Clause 6 of the Bill increases the amount
of money which may be loaned to CMHC out of the Consolidated Revenue
Fund. CMHC will use this money to continue making direct loans for rental
housing for low-income families, and also to home-owners where loans are
not available from approved lenders.

The maximum amount allowed by the 1954 Act and subsequent amendments
for this purpose was $750,000,000. By the end of 1958,\ CMHC had committed
$662 million in loans out of these funds, so that, in effect, the amendmer}t—by
raising the limit to $1 billion—provides $338 million for the Corporation to
carry out its operations. ’ £ :

This same clause also removes the previous limit of $25 million—included
in the amount from the Consolidated Revenue Fund—which the Corporation
might use to buy loans. This will permit CMHC to intro@luce Federal funds
into the housing field whenever necessary, either by making direct loans or
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by buying loans made by approved lenders. As I mentioned earlier purchase
of loans by CMHC may also be used to induce fluidity in the mortgage market,
and this would be an indirect influence on increasing new investment in housing.

From a general point of view, you can see the changes in the Bill are
all designed to increase the volume and rate of flow of funds into new housing,
for which the demand continues to be high. They assist not only in achieving
the primary objective of the National Housing Act—to make home ownership
possible for families of moderate incomes—but also, to a large extent, in
stimulating capital investment.

Senator HOrRNER: Are you still optimistic about the housing need in Can-
ada for the future?

Mr. BaTEs: Do you mean for the year 19597

Senator HorNER: Yes. Last year you gave us a picture which showed that
housing would be needed in-this country for the next 10 years, and so on.

Mr. Bates: We had, as you knew, a very large starting program in the
year 1958. When I appeared before this committee last July I mentioned that
the rate of starts running that month amounted to 180,000. Other people
were forecasting 140,000 and we thought the truth might be somewhere in
between. I did not realize we would forecast so accurately. We started 164,000
houses. I doubt that we will start so many housing units and apartment
units in 1959. In the last few weeks we visited all the approved lenders, the
banks and insurance companies, and they suggest that even with the present
rates of interest they will do about the same amount of business as they did last
year. So we should expect a very substantial program in 1959 although
perhaps not so large a one as last year, which was by far a record. But we
will have, I think, as good a year as we had the year before. Thirty-eight per
cent of our total population is at school. This is a phenomenal proportion.
I do not know of any other country in the world where children under 18
at school represent 38 per cent of,the total population of the country. This is
a fantastic proportion. Eventually those children will be coming out of
school in substantial numbers, say, by 1960 or 1961, and we must house them.
There are enough of them to double the housing stock by 1975. So we do not
have to depend on immigrants. The people are here in the schools now,
6 million of them under 18 years of age.

Senator McDonALD: Are there 30,000 unsold houses now?
Mr. Bates: Three thousand.

Senator Reip: There has been considerable activity in the Vancouver and
Fraser Valley area by interests who have formed themselves into huge private
building companies. They have bought extensive pieces of land and are now
selling homeés at a down-payment price of $250. My question is this. Has this
great activity of building by these companies resulted in a curtailed demand for
C.M.H.C. houses?

Mr. Bates: I do not know of any local condition there that has affected us
particularly. There has been a little more building in the Surrey area,
perhaps, than can be digested in the next few months but I think our people on
the coast do not feel in any way particularly pessimistic about it. But there
is a little bit of indigestion in the Surrey area at this time.

Senator Isnor: Mr. Chairman, I think all members of the Finance Com-
mittee should be exceptionally well pleased at the outcome of their report of
last year. What I have in mind, after listening to the sponsor of the bill in the
house yesterday and to Mr. Bates today, is whether the increased number of
units started or the sales made is largely due to the recommendation made in
the report of our committee to inaugurate a selling plan and send out C.M.H.C.
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agents throughout the whole country to encourage the building of homes.
Would that be a fair statement?

Mr. BaTes: Yes, Senator Isnor. When I opened this statement today I
was trying to carry forward from your activities last summer. I think the
progress that we have made was to quite a large extent resulting from the
review which you made. After all, you spent nine years on this, and it is
a very useful thing for any public servant—I don’t care which department it
is—to have a group of senators like yourselves study some particular aspect of
the public life with which that public servant is concerned, and to come up
with a report of this kind. It was not perhaps very, very far away from some
of our own thinking. We got additional ideas, and we have tried in some
kind of way to carry them forward as you had suggested. I did start, Senator
Isnor, by saying this was the most comprehensive report we have heard on
housing, and we have used it in this way for the past eight months.

Senator Isnor: My other point is, that on page 2 of your brief you state
that during 1958, 28,669 units were started, and you give the amount of money;
plus 3,271 units of the lower type. That means that there were 31,940 units
started, largely due to your effort in sending out your selling agents?

Mr. BaTes: Yes, that and the design of the small homes. In other words,
we had in 1958 a greater concentration towards the lower end of the income
scale than we had been having in the previous few years.

Senator IsNnor: And that was the first year you sent out selling agents?
Mr. Bates: That is so.

Senator WALL: Apropos this same point concerning 28,669 small homes,
plus the 3,271 direect loans, I calculate that the average loan on these small
homes is between $10,600 and $10,700. The differential between the small home
loan made and the actual cost of a home is roughly $3,500—I would say
$3,000—where these small homes by definition are averaging about $14,000.
Have we a breakdown of these small homes into the price category, and the
relationship between those and the incomes of the people who bought those
homes? That wowld be interesting to me.

Mr. BaTes: I haven’t that here. I think honourable senators will recall
that when you get.into an area like Toronto, or the suburbs of Toronto, in
which a large proportion of these small homes were built, you are building
on land that cost $4,500, and this is what pushes you into a price that is high.
For small homes, Senator Wall, the under $5,000 income group, the average
cost $12,700. The ordinary NHA home for the same income group was $13,300.
In other words, there is a difference of $600 in the average cost of the home—
remembering again how you get this average distorted by a metropolitan
area like Toronto, where nearly 40 per cent of the total building in Canada
is going on. i

Senator WaLL: I appreciate the statistical difficulties of an average figure,
but what I was trying to get at is, have we any tabulation of these 28,000
homes, for example, their various price ranges, and then the incomes of the
people who picked up these homes?

!
Mr. Bates: We have all of that. I do not think we have it broken down.
Senator WaLL: I would be very interested in getting that some time.

Mr. Bates: I would be very glad if you or any other senators would like
to see it; it merely means getting the information.

The CHAIRMAN: I suggest that a statement of this information be prepared
and appended to the report of the proceedings for today.

Senator IsSNOR: Are you going to print them?



30 STANDING COMMITTEE

The CHAIRMAN: Yes. By the way, we need a motion to have printed the
usual 800 copies in English, and 200 in French.

Senator HArg: I so move.
Senator ASELTINE: I second the motion.
(Motion carried)

Senator CRERAR: I have two questions, and they will be the last, Mr.
Chairman. Mr. Bates, I take it that we are nearing, in your judgment, the
saturation point of building houses?

Mr. BaTEs: No. I think, senator, that all one can say is that we have 6
million children under 18 in this country out of 17 million people. They are
beginning to leave school; employment has to be found for them, and housing
has to be found for them.

Senator CRERAR: Not necessarily all new houses, though?

Mr. BATES: Not necessarily. Some of us will die, and some houses will be
turned over; but the fact remains that we have quite a low marriage age group;
the marriage age is continuing to fall, and is still falling. Even I, senator, will
be a grandfather next month. So long as we have so substantial a proportion of
our population under 18, means must be found, capital must be found, to put
them into secondary industry, primary industry, and into houses. I said to
one of your colleagues, sir, that I think the year 1959 will not see quite so
many houses built as in the year 1958, but I would expect by 1961 it will change,
because the substantial birth rate began to rise in 1941. Women are marrying
at 21 now, so by 1961 this tremendous bulge that we have got will increase.
It is a bigger bulge than the American or the British. The British have only
25 per cent of the population under 18, while the Americans have, I think, 32
or 33 per cent. We have 38 per cent, so we have to pay some kind of price,
senator, for our fertility over the last 20 years.

Senator KiNLEY: We have the baby bonus now.

The CHAIRMAN: Senator Crerar?

Senator CRERAR: I have been very patient, Mr. Chairma‘n.
The CHAIRMAN: You are always patient.

Senator CRERAR: Is the rather extensive programme of building houses
having any effect on the value of houses, say 20 or 25 years old that are still
there?

Mr. BAaTES: Practically no evidence whatever yet in any city of Canada. I
mean, you take as evidence some indication that rents or house prices will
begin to fall among older houses. This will be a sign that-you are beginning to
saturate the market with new houses; but there is no evidence of rents sagging;
some are holding, and various rentals have gone up in the last year. They
may give you one rent free for a month if you take a contract for two years,
but there is no suggestion of a sagging in rents or any decline in house values;
and this would be an indicator, but this indicator has not yet shown itself, and
with the 6 millions at schools, maybe it is not going to show itself.

Senator CRERAR: That depends a good deal on what economic conditions
will be in the next ten years.

Mr. BaTeEs: That is why I made the point substantially there had to be
capital to put that into industry as well as into housing.

The CrHAIRMAN: Shall we consider the bill section by section or is the
committee satisfied to' approve the bill in the form in which we have it?

Senator WALL: Mr. Chairman, I wonder if I could make a last minute plea
for the idea of making some change in the act, or an amendment, or probably
it can be done under the terms and conditions arrived at by the Governor in

e
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Council, to still make it possible for some of this $250 million, and I suggested
yesterday $25 million go into the building of university student dormitories.

Senator HA1G: Let us have a vote on that right now.

Senator CRERAR: Oh, forget about that.

Senator WALL: I cannot forget about it.

The CHAIRMAN: Is there a motion before the committee?

Senator WALL: Well, Mr. Chairman, I am prepared to make the suggestion
into a motion but it is just a general suggestion that I am about to make.

The CHAIRMAN: As a general suggestion I am sure Mr. Bates will bring it
to the  attention of the Government.

Senator PrATT: Mr. Chairman, I would like to hear Mr. Bates’s opinion
on the implications of that as affecting the policies and the administration of
Central Mortgage and Housing Corporation.

The CHAIRMAN: That point has already been covered in this brief which
Mr. Bates read. It is on the top of the second page of the brief. We have
already dealt with it.

Senator WALL: That is an expression of Government policy?

Senator MCKEEN: Mr. Chairman, the question was raised as to whether
this 100 per cent guarantee should be made effective retroactively to those
mortgages which are already in effect with the 98 per cent guarantee. If this
were done a lot of money would be made available for new housing. Now I
do not know whether this committee can make an amendment of that nature
or not.

Senator HAiG: It cannot be done.

Senator ASELTINE: That would be for the Ways and Means Committee to
consider.

Senator WALL: Mr. Chairman, in view of the statement on the top of page
2 of Mr. Bates’s brief I do not think that he should be asked to give any
expression of opinion on student dormitories.

The CHAIRMAN: Senator McKeen has raised a question. Mr. Bates, would
the result of extending this 100 per cent guarantee retroactively to all mort-
gages outstanding with a 98 per cent guarantee have the effect of increasing
or possibly increasing the charges on public funds that are made available for
purposes of your corporation?

Mr. BATES: To make this retroactive increases the risk by about $45 mil-
lion. In other words just by about the amount of the present fund. Now this
risk may never occur, but that is what it means—it means taking on an
additional risk of $45 million.

The CHAIRMAN: In other words you are putting additional funds‘at risk?

Senator KINLEY: What good would come out of it if you did so?

The CHAIRMAN: I am getting this information for the purpose of answer-
ing Senator McKeen’s question. I would think in these circumstances we would
not have the power to do other than recommend that, that we could not
actually do it as a matter of law if we are putting at risk additional Govern-
ment funds.

Senator McKEeEN: If that is right then there is no purpose of making such
an amendment.

Senator PowEer: It could be done by stating it as a recommendation of
this committee.

Senator McKEEN: Then, Mr. Chairman, I move that we make a recom-
mendation to that effect.
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Senator HaiGc:  Mr. Chairman, I think we should be very, very careful in
this. The Government has stated where their stand is on certain questions, and
I think that in the present state of public opinion that if we were to recommend
a $45 million increase, because that is what it means, the people would not take
toit. Already these mortgages are guaranteed up to a 98 per cent figure. Now,
I would like to have somebody come forward and guarantee to par some of the
bonds that I bought sometime ago and are below par. Personally I do not think
we have the power at all to do it. We are making recommendations just to
make trouble. And if we want to make trouble for the Government let us go
ahead and do it, but the Government can take care of itself.

The CHAIRMAN: Senator Haig, if a member presents a motion to this. com-
mittee to amend, and the motion is in order, I have to submit it to the com-
mittee. I am waiting for the motion.

Senator Haic: I thought you had the motion.

Senator McKEEN: Mr. Chairman, I understood Mr. Bates to say that $45
million is set aside for insurance against some $2.5 billion of mortgages. Well,
I cannot see how 2 per cent more of an increase is going to raise it $45 million
more. My motion is that we recommend that the Government consider making
the 100 per cent guarantee available to all insured mortgages under the National
Housing Act, retroactively. Now, that is not an amendment to this bill, it is
just a suggestion that we incorporate that in our report.

Senator HOorNER: Mr. Chairman, I am opposed to it. I think it is not
appropriate and I do not want to be identified with it at all.

The CHAIRMAN: Those in favour of the motion?

Senator Haic: Before you put the motion, Mr. Chairman, we have had
three or four discussions about it, and some of us who are opposed to this motion
have not had permission to say anything about it. I think we should have per-
mission to do so before you put the vote. ‘

The CHAIRMAN: Senator Haig have you anything more to say?

Senator Ha1c: I thought you said I was out of order.

The CHAIRMAN: No, I thought you had finished. You made quite a speech
a minute ago.

Senator Haig: Yes, but you were the only one who was listening.

The CHAIRMAN: Well, it is in the printed record.

Is the committee ready for the question? Those in favour. Against.

I declare the motion lost.

Is it the wish of the committee that we do not consider the bill section by
section but that a motion is in order to approve the bill as it is?

Senator BurcHILL: I so move, Mr. Chairman.

The CHAIRMAN: Those in favour that I report the bill without amendments.

Motion agreed to.

Senator Haig: Mr. Chairman, I would like to move a vote of thanks to the
President of the Central Mortgage and Housing Corporation, Mr. Stewart Bates,
and I would like to thank his delegation for coming here and may I say that
it was very kind of him to make such a fine expression of thanks to the Finance
Committee for the report that was made at the last session.

The committee adjourned.
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SMALL HOME LOANS PROGRAMME OF THE NATIONAL HOUSING ACT, 1958

INncoMEs OF PURCHASERS

Applicants Income Number of Purchasers Per Cent
$
Under 2,000, (ui S od s o e N s L VR  § —
B T e ey~ A S 40 0.3
SOB0-3990.0 v B s S AR S R e 1,899 12.8
40003999 17 b e S B S e 6,049 40.7
950 TS IR SRR R gl U S s P Ly S 3,596 24.2
1,788 12.0
729 4.9
324 2.2
161 1:1
: 276 8
o 164 bF. G PR R et S e W e e 14,863 100.0
Prices or DwELLINGS
Price Number of Dwellings Per Cent
$
Vnder 00089 = Sn SA U i e e Tl i i —-
000= 098 2 L e S e i ) A 2 —_
8 000 8 A9 /== - fp Bk dinn ont e T 29 0.2
9000— 9999 ................................. 237 1.6
T000=-10999 - - | ool Ui aah R e ek 819 5.5
11 000—11 999 ................................ 1,920 12.9
12 000—12 oo e R SIS BN L ST 3,610 24.3
13 000—13 17 R ke T MU ERE S O S e e B e 3,018 20.3
14,000—-14,999 ................................ 2,688 18.1
160001009008 =y Loshe, e, S ARGl ol ) 1,666 1152
16,000 and {OWET. 5 Lo o R e R '873 5.9
DR, e i s i S e U 14,863 100.0
Sizes or DwWELLINGS
Floor Area—Square Feet Number of Dwellings Per Cent
Under 800....... RN e S AR 106 0.5
BO= AR s R R e i e Se i e 186 0.9
B R o S e T e AR S e 5564 2.6
oL, D CF ¢ VN S St N S NN TR T AR 1,753 8.1
i UL 1 ERTO A S o e e O e L S A 2,079 9.6
10,1 L e P SR e e S e e R e 8,403 38.9
1,050-1 099 ................................... 6,154 28.5
1,100 and 85T N b A R ity I (IS, S e 2,340 10.9
DORADy N Sl N S R 21,575 100.0
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ExpranAaTorY NOTE .

“Of the 28,669 dwelling units for which loans were approved under the Small Home Loans
rogramme, 26,000 were for single-family and duplex dwellings, the remainder being apartments.
ata are presented in the tables above on the sizes of the single-family dwellings.
Prices and income data relate to sales of dwellings by builders in 1958 whether the loans
were approved in 1957 or 1958. This is the main reason for the difference in the total of these
tables as compared with the table on dwelling sizes.”

(The foregoing statistics are tabled at the request of the Hon. Senator W. M. Wall.)
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i , ORDER OF REFERENCE
MonpAY, March 9, 1959.

“Pursuant to the Order of the Day, the Honourable Senator Aseltine moved,
seconded by the Honourable Senator Brunt, that the Bill C-26, intituled: “An
Act to amend the Northwest Territories Act”, be read‘ the second time.

After debate, and—

The question being put on the motion, it was—
Resolved in the affirmative.

The Bill was then read the second time.

The Honourabie Senator Aseltine moved, seconded by the Honourable
Senator Brunt, that the Bill be referred to the Standing Committee on Bank-
ing and Commerce. : i

The question being put on the motion, it was—

Resolved in the affirmative.”

J. F. MacNEILL,
Clerk of the Senate.
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MINUTES OF PROCEEDINGS
TuespAy, March 10, 1959.

Pursuant to adjournment and notice the Standing Committee on Banking
and Commerce, after due consideration of other Bills met this day at 11.30 a.m.

Present: The Honourable Senators: Hayden, Chairman; Aseltine, Beaubien,
Bois, Brunt, Burchill, Connolly (Ottawa West), Crerar, Croll, Golding, Haig,
Isnor, Lambert, Leonard, Macdonald, McDonald, McKeen, Pouliot, Power, Pratt,
Reid, Robertson, Taylor (Norfolk), Turgeon, Wall, White, Wilson and Woodrow.
—28.

In attendance: Mr. E. Russell Hopkins, Law Clerk and Parliamentary
Counsel and the Official Reporters of the Senate.

Bill C-26, An Act to amend the Northwest Territories Act, was considered
clause by clause. :

Heard in explanation of the Bill: Mr. F. J. G. Cunningham, Assistant
Deputy Minister, Department of Northern Affairs and National Resources.

On motion of the Honourable Senator Aseltine, seconded by the Honourable
Senator Haig, it was resolved that authority be granted for the printing of 600
copies in English and 200 copies in French of the proceedings on the said Bill.

Further consideration of the Bill was postponed.

At 12.35 p.m. the Committee adjourned until 10.30 a.m. tomorrow, March
11, 1959. ¢

Attest.

Gerard Lemire,
Clerk of the Committee.






THE SENATE
STANDING COMMITTEE ON BANKING AND COMMERCE
EVIDENCE

OrTawa, Tuesday, March 10, 1959.

The Standing Committee on Banking and Commerce, to which was referred
Bill C-26, to amend the Northwest Territories Act, met this day at 10.30 a.m.

Senator Salter A. Hayden in the Chair.

The CHAIRMAN: Gentlemen, we have before us Bill C-26, which is an act
to amend the Northwest Territories Act, and involving certain amendments.
We have with us Mr. Cunningham, who is Assistant Deputy Minister of Northern
Affairs. The bill is a very short one. Possibly the simplest way to deal with
it would be section by section, and have Mr. Cunningham give an explanation
of each section as we move along, and you can address your questions to him.
Will that be satisfactory?

Hon. SENATORS: Agreed.

The CHAIRMAN: Mr. Cunningham, would you just explain these sections as
you go along? Would you explain what is the purpose of section 1? (Referring
to section 1: Duration of council, elections. Tenure of appointed members).

Mr. F. J. G. Cunningham (Assistant Deputy Minister, Northern Affairs):_

There are several objects of this first section combined together. The first
section is to provide for the fixed term of three years for the life of each council,
to start with the date of the return of the writs for the general election, rather
than, as before, to have it run for three years from the date of the return of
the writs of the election of each elected member.

The CHAIRMAN: All their terms will end at the same time?

Mr. CUNNINGHAM: Yes, instead of ending at 'different times. That is the
primary purpose. The second purpose of this first subsection is to provide for
by-elections, and this is the most important part. This is done by deleting the
old subsections 4, 5 and 6, which spelled out the procedure to be followed,
namely the appointment by the Governor in Council of someone to fill the
unexpired portion of the term of an elected member who died, resigned, or
became incapable of holding office.”

Now, in the lefthand side of the material, the actual bill itself which is
before you for consideration, there is no direct reference to by-elections, but the
deletion of those three subsections 4, 5 and 6 of the old section has the legal
result of making the provisions of the Canada Elections Act relating to by-elec-
tions apply in the Northwest Territories.

Senator ASELTINE: I was asked a question on this point last mght as to
what section of the Canada Elections Act made this so.

Mr. CunNiNGHAM: Section 114.

The CuarMaN: How does it read?

7
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Mr. CuNNINGHAM: “Elections of members to the Council of the Northwest
Territories—(in this section called ‘Northwest Territories elections’) shall be
conducted in accordance with the provisions of this act, subject to this section
and to such adaptations and modifications as the Chief Electoral Officer, with
the approval of the Commissioner of the Northwest Territories, directs as being
necessary by reason of conditions existing in the Northwest Territories to
conduct effectually Northwest Territories elections.”

Senator ASELTINE: Does that apply to the Yukon Act as well?

Mr. CunNINGHAM: No.

Senator REip: How does that fit in with the policy of saying that the
Governor in Council is given power to dissolve the Council?

The CHAIRMAN: Wait a minute, until we get through with this point.
Even with this reference to the Canada Evidence Act, were there any require-
ments, either in this act or the Canada Evidence Act, that a vacancy must be
filled? 3 .

Mr. CunnNingHAM: I will have to look up the section, because I do not
know it. It is the section in the Canada Elections Act which provides for
by-elections in the case of a vacancy in the House of Commons.

Senator CRoOLL: Is it the same period of time?

Mr. CunningHAM: Everything is identical.

The CHAIRMAN: Is that section made applicable to the Northwest Terri-
tories?

Mr. CunNincHAM: It is, by the section 114 which I just read. To repeat
the operative words only: “Elections of members to the Council of the North-
west Territories shall be conducted in accordance with the provisions of this
act”; and the Department of Justice and the Chief Electoral Officer both agree,
and so advised us, and the bill was drafted accordingly.

Senator ConnorLLy (Ottawa West): Is that section 114 o