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ORDERS OF REFERENCE
House or CoMMONS,
THURSDAY, June 20, 1940.

Resolved,—That Standing Order 63 of the House of Commons, relating to
the appointment of standing committees of the House, be amended by adding
to the standing committees of the House for the present session a standing com-
mittee on railways and shipping owned, operated and controlled by the Gov-
ernment, to which will be referred accounts and estimates and bills relating
thereto of the Canadian National Railways, The Canadian National' (West
Indies) Steamships, and Trans-Canada Air Lines for the present session, for
consideration and report to the House; provided however that nothing in @he
resolution shall be construed to curtail in any way the full right of discussion
in Committee of Supply; and that the said committee consist of: Messrs.
Bercovitch, Black (Cumberland), Bradette, Diefenbaker, Donnelly, Dubue,
Ferland, Gray, Hansell, Hanson (Skeena), Harris (Danforth), Hill, Howden,
Howe, Lapointe (Lotbiniere), Lockhart, MacInnis, MeCulloch, Maybank, Parent,
Ross (Middlesex East), Sanderson, Sissons.

Attest.
ARTHUR BEAUCHESNE,
Clerk of the House.

TrHURSDAY, June 27, 1940.

Ordered,—That the Standing Committee on Railways and Shipping owned,
operated and controlled by the Government, be empowered to examine and
inquire into all such matters and things as may be referred to them by the
House; and to report from time to time their observations and opinions thereon,
with power to send for persons, papers and records.

Attest.

ARTHUR BEAUCHESNE,
Clerk of the House.

THURSDAY, June 20, 1940.
Ordered,—That the Estimates on Railways and Shipping included in the

Main ES_tima-bes for 1940-41 tabled in the House on May 23, 1940, be referred
to the said Committee. =

Attest.

ARTHUR BEAUCHESNE,
Clerk of the House.
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iv STANDING COMMITTEE

THURSDAY, June 27, 1940.

Ordered,—That the said Committee be empowered to print, from day to day,
500 copies in English and 200 copies in French, of its Mmutes of Proceedings
and Evidence, and that Standing Order 64 be suspended in relation thereto.

Ordered,—That the said Committee be empowered to sit while the House is
sitting.

Ordered,—That the quorum of the said Committee be reduced from 12
members to 8 members.
Attest.
- ARTHUR BEAUCHESNE,
Clerk of the House.

Fripay, June 28, 1940.

Ordered —That the Annual Budget of the Canadian National Railways and
Canadian Natlonal Steamships, Tabled to-day, and the Annual Report laid on
the Table of the House, on May 17, 1940, be referred to the said Committee,
together with the followmg Votes:—

445—Maritime Freight Rates Act, Canadian National

Railways, Eastern Lines.. .. ie . ..$ 2,000,000 |
446—Mar1t1me Freight Rates Act, Rallwavq other than |

Canadian National Railways.. .. . A 800,000 !
458—Canadian National. (West Indies) Steamshlps anted

Capital advanced.. .. ¥ 21,000
459—Canadian National Rallwav Company w0 5.000.000 |
460—Prince Edward Island Car Ferry and Terminals.. 327,000 A
Attest.

|
|
|

ARTHUR BEAUCHESNE,
Clerk of the House.

Fripay, July 5, 1940.

Ordered,—That the name of Mr. Emmerson be substituted for that of Mr.
Hill on the said Committee.

Ordered —That the name of Mr. Jackman be substituted for that of Mr.
Dxefenbaker on the said Committee.

Attest.

ARTHUR BEAUCHESNE,
Clerk of the House.




RAILWAYS AND SHIPPING

REPORTS TO THE HOUSE
JunNe 27th, 1940.

The Standing Committee on Railways and Shipping owngd, operated and
controlled by the Government, begs leave to present the following as a

First REPORT

Your Committee recommends,—
1. That it be empowered to print, from day to day, 500 copies in
English and 200 copies in French of its minutes of proceedings and
evidence, and that standing Order 64 be suspended in relation

thereto.
2. That it be empowered to sit while the House is sitting.

3. That the quorum of the Committee be reduced from 12 members to
8 members.

All of which is respectfully submitted.

J. P. HOWDEN,
Chairman.




MINUTES OF PROCEEDINGS

THURrsDAY, June 27, 1940.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government met this day at 11.00 o’clock am.

Members present were: Messrs. Black (Cumberland), Bradette, Donnelly,
Ferland, Hansell, Hanson (Skeena), Howden, Lockhart, MacInnis, MeCulloeh,
Parent, Ross (Middlesex East) and Sanderson (13).

Nominations for Chairman having been requested, Mr. Ross (Middlesex East)
moved, seconded by Mr. Ferland, that Mr. Howden be elected Chairman. There
being no other nominations, Mr. Howden was unanimously elected. He took the
Chair and thanked the Committee for the honour conferred upon him.

Mr. Hanson (Skeena) moved, seconded by Mr. McCulloch,—

That the Committee ask leave to print, from day to day, 500 copies in
English and 200 copies in French of its minutes of proceedings and evidence,
and that Standing Order 64 be suspended in relation thereto—Carried.

Mr. Ferland moved, seconded by Mr. Hanson (Skeena),—

That the Committee ask leave to sit while the House is sitting.—Carried.

Mr. Bradette moved, seconded by Mr. Donnelly,—
That the quorum be reduced from 12 members to 8 members.—Carried.

On motion of Mr. Lockhart the Committee adjourned at 11.40 am. to
meet again at the call of the Chair.

TrursDAY, July 4, 1940.

The Standing Committee on Railways and Shipping met this day at 11.00
o’clock am. Mr. Howden, the Chairman, presided.

Members present were: Messrs. Bercovitch, Black (Cumberland), Donnelly,
Ferland, Gray, Hansell, Hanson (Skeena), Howden, Lapointe (Lotbiniére),
MacInnis, McCulloch, Ross (Middlesex East), Sanderson, and Sissons—(14).

In attendance were:—

Mr. S. J. Hungerford, President, Canadian National System;

Mr. R. C. Vaughan, Vice-President, Canadian National Railway
System ;

Mr. T. H. Cooper, Comptroller;

Mr. W. M. Armstrong, Ass’t Chief of Research and Development;
Col. V. 1. Smart, Deputy Minister of Transport;

Mr. A. V. Franklin, Railway Auditor, Department of Transport;

Mr. O. A. Matthews, representing George A. Touche & Co., Auditors;
Mzr. D. B. Colyer, Vice-President, Trans-Canada Air Lines;

Mr. W. F. English, Ass’t to the Vice President, Trans-Canada Air
Lines; and

Mr. C. P. Edwards, Chief of Air Service, Department of Transport.
vi L
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RAILWAYS AND SHIPPING vii

The Committee took under consideration the reports of the Canadian
National Railway System, the Canadian National (West Indies) Steamships,
Ltd., the Trans-Canada Air-Lines, the report of George A. Touche & Co,
Auditors and the Canadian National Railways securities Trust.

On motion of Mr. Donnelly the Committee adjourned at 12.50 p.m. to meet
again at 4.00 p.m. this day.

The Committee met again at 4.00 pm. Mr. Howden, the Chairman,
presided.

Members present were: Messrs. Bercovitch, Black (Cumberland), Donnelly,
Ferland, Hansell, Hanson (Skeena), Howden, Lapointe (Lotbiniére), Lockhart,
MecCulloch, Ross (Middlesex East), Sanderson and Sissons.—(13).

The Committee continued consideration of the above mentioned reports.

At the request of Mr. Hansell, the officials in attendance were introduced
to the Committee.

On motion of Mr. Ross (Middlesex East), the Committee adjourned at
5.50 p.m. to meet again at 8.00 p.m. this day.

The Committee met at 8.00 pm. Mr. Howden, the Chairman presided.

 Members present were: Messrs. Bercoviteh, Black (Cumberland), Donnelly,
Ferland, Gray, Harris (Danforth), Howden, Howe, Lapointe (Lotbiniére),

Lockhart, McCulloch, Maybank, Ross (Middlesex East), Sanderson, and -
Sissons.—(15).

The Committee continued consideration of the above mentioned reports.
On motion of Mr. Harris,—

Ordered: That officials of the Post Office Department be in attendance at
the next meeting to give information respecting air-mail contracts.

Mr. Lockhart moved:
i 'thThat the administrative costs and the salaries of officials and employees
a e Trans-Canada Air Lines be given to members of this Committee in camera.
—tLarried on division.
The Committee therefore went into camera.

On motion of Mr. Gra nmi ]
; - y, the Committee adjourned at 10.05 p.m. t
again on Tuesday, July 9th, at 11.00 a.m. J co i

J. P. DOYLE,
“Clerk of the Committee.







MINUTES OF EVIDENCE

House or Commons, Room 277,

July 4, 1940.

The Standing Committee on Railways and Shipping met at 11 a.m. The
Chairman, Mr. J. P. Howden, presided. : :

The CHAIRMAN: Gentlemen, the purpose of this committee, as 1 under-
stand it, is briefly to consider the budget of the government-owned railways,
shipping and airways. A good many of the former members of the com-
mittee have passed away with changes in the house, but there are enough of
them left to carry on pretty well. Owing to the nature of the session and one
thing and another I do believe it is desirable, without }mduly abbreviating
anything, to get through with the work as rapidly as possible.

I understand that there has been a regular, shall 1 say, sequence to the
business at former sittings of the committee. It has been the habit in the past
to consider first of all the annual report of the Canadian National Railways
system. The committee is in your hands. If this agrees with the wishes of the
committee we shall proceed along these lines, and we shall follow the report as
one of the officers of the company reads it for us.

Mr. Armstrong will read the report.

Mr. ARMSTRONG:

CANADIAN NATIONAL RAILWAYS
; MoxtreaL, 19th March, 1940.
The Honourable C. D. Howg,
Minister of Transport,
Ottawa.

Sir,—In conformity with sections 14 and 15 of The Canadian Na-tioﬂa‘l—
Canadian Pacific Act, 1936, the Board of Directors submit the following report

of the operations of the Canadian National Railways for the calendar year
1939:— /

RESULT OF OPERATIONS

Opérating revenues .. .. .. .1 airse $203.820.186 62 $182,241,722 93 $21,578,463 69
Operating expenses .. .. .. .. .. .. .. 182,965,768 18 176,175,311 78 6.790,456 40
Net o Erating revenue. . .. .. v s ws $ 20,854,418 44 $ 6.066411 15 $14,788.0_(—);_2‘§
Net o other income and profit and loss

geguirements .. L.l is el e 10,219,395 11 9,615,459 68 603,935 43
Net available for interest.. .. .. .. ..  $ 10635023 33 $ 8,049,048 53  $14,184,071 86
nterest on f}mded debt held by public 49,814,377 90 49,839,022 58 24,644 68
Interest on Government loans ES Tt i 916,165 01 926,124 86 9,959 85
Cagh defiedt St ire sl i

$ 40,095,519 58 $ 54,314,195 97 $1),218,676 39

The CHARMAN: T may say for the benefit of the committee the reader
maybbe interrupted at any point to consider any matter that appeals to
members.

Mr. ARMSTRONG:

Operating Revenues

Operating revenue totalled $203,820,187, an increase of $21,578,464, or 11-84
per cent over the preceding year. The total for the year was the highest of any
1
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vear since 1930. It would be a mistake to attribute all of the increase in
traffic to the war: the increase was progressive throughout the year. In the
first quarter the total revenue was about equal to that of 1938, after which the
quarterly increases were 11:9 per cent, 14-7 per cent and 18-6 per cent. The
inerease on the lines of the company in the United States was 19-9 per cent and
on the lines in Canada 10-5 per cent.

Revenue from the transportation of freight increased $20,485,407, or 146
per cent. A statement of the tonnage handled, by commodities, appears on
pages 24 and 25 of this report. Grain tonnage increased 1,437,554 tons, the
1939 wheat crop being larger than any previous crop except that of 1928.
Substantial increases were also reflected in anthracite and bituminous coal,
lumber, iron and steel, motor vehicles and parts, and other manufactured
commodities.

Passenger revenue decreased 1-5 per cent. Mail revenue increased 1-4 per
cent. Express revenue increased 13-4 per cent. Commercial telegraph revenue
decreased 3-8 per cent.

Operating Expenses

Operating expenses totalled $182,965,768, an increase of $6,790,456, or
3:85 per cent. This is a moderate increase when viewed in relation to the
increase in operating revenues of $21,578,464. The operating ratio was 89-77
per cent, the best since 1929. Most of the increase was in maintenance and
transportation expenses, and was necessitated by the increase in traffic.
Expenditures for maintenance of property and equipment increased $3,724,000,
or 4-93 per cent, while transportation expenses increased $2,679,000, or 3-11
per cent. The property and equipment have been adequately maintained. The
ratio of transportation expenses to revenues was the most favourable since
1929. This operating result was attained notwithstanding an additional snow
removal expense of $357,000, a larger provision for equipment retirements of
$583,000, an increase in the pension roll of $222,000, wage adjustments costing
$622,000, and the cost of protective services necessitated by the war amounting
to $433,000. ‘

Mr. Bercovitca: Would it not be well for us to discuss this report para-
graph by paragraph as it is being read, because if the gentleman is going to
read the whole report, in the end we shall have nothing further to do but to
adopt it? :

; hThe CHarmaN: T think the committee is at liberty to cut in any time they
wish.

Mr. Bercoviter: I do not want to interrupt, but I think it would be more

) advantageous for the committee to discuss the report clause by clause. At the

end of a clause if there is any discussion or any question to put I think we
ought to adopt that as the policy of the committee. If we did that it would

~ be much more advantageous, because as all this is read I am sure a great deal

of it will be forgotten by the time ten or twelve pages have been gone over.
Then, if we want to put any questions we have to go back again. ;

Mr. Ross: There is not much to read if the tables are left out.

Mr. Bercovirca: I am merely throwing out the suggestion.

The CuarrMan: T think in the past the reading has proceeded right along
and then questions were asked.

Mr. Bercovitcr: Would there be any explanation for the—

The CHATRMAN: What is the wish of the committee in this regard? Shall
we proceed as we have been doing? There is a lot of ground to cover.

Mr. MacInnis:  After the official has read a paragraph, if he paused and

asked if there were any questions to put to him, I think we should get along
very well. :




RAILWAYS AND SHIPPING 3

The Cramman: All right. Are there any questions so far as we have
gone? . .

Mr. BercovitcH: Is there any explanation for the passenger revenue
decreasc? There seems to have been a decrease to a very slight extent. Is
there any explanation for that? Can you give the committee any explanation
for that decrease? !

Mr. ArmsTrONG: The passenger revenues are approximately equal to the
year before, being down 1-5 per cent; that is, about $280,000 in about
$18,000,000. The number of passengers carried is approximately the same.
The decrease being 1-4 per cent, and the passenger miles are down 1-8 per cgnt.

Mr. Bercovitca: 1 know these are the figures given. Have you in m_lnd
any particular reason why there should have been a decrease? 1 agree it is a‘;
small amount, but can you tell us why there should have been a decrease?
There was an increase in all other branches, traffic and so on. Was the
decrease in the passenger income due to competition?

Mr. DoxnNeLLy: Air mail.

Mr. ArmsTtrONG: There are a number of factors which affected passenger
traffic. One, of course, is the private automobile—the bus did not affect it as
much. To some extent, at any rate, the air lines also affected rail passenger
traffic.

Mr. DoxngeLny: Bus services?

Mr. ArMstronG: Bus services to some extent, yes. The private automo-
bile, T would say, would be the main reason.

Mr. Bercoviren: It would not be due to any inferiority in equipment?

Mr. ArmstronGg: No. The equipment in 1939 was better than it was in
1938.  Our rail services would be, if anything, better. It was not due to the
rail transportation services depreciating.

Mr. McCurrocu: I would think the air lines have something to do with it.

Mr. ArmsTRONG: Air lines have had some effect.

Mr. DoxxerLy: Was there any inerease in the mileage that you carried
per individual? \

Mr. ArmstronG: No, almost exactly the same. Our average during
1939 was '86-3 and 86-7 in 1938, so it is practically the same, very slightly
down.

Mr. BercovitcH: You say the operating expenses have increased by

$6,790,000. You mentioned this as a modest increase. That may be a very
moderate sum—

_Mr. HuNcerrorp: That has to be considered in relation to the volume of
business we carry. The volume increased to the extent of $21,000,000.

The Cuamrmax: The explanation is given at the foot of the page.

_ Mr. Saxperson: You say here that wage adjustments cost $622,000.
What is the explanation for that?

Mr. HuNcerrorp: 1 think that the major factor was an increase in the
rate for common labour. There were some restorations of the reductions that
had been in effect before. They were more or less progressive but last year
caught the tail end.

Mr. Gray: There is an increase shown™ in the pension roll of $222000.

Are you insisting now that the men be retired positively on retirement age?
Are there any exceptions to that?

Mr. HuncerrorD: I did not quite get that.

_ Mr. Gray: Are you insisting they retire at retirement age and no excep-
tion granted?
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Mr. Hu~ncerForp: That has been the rule but under war conditions there
are some few exceptions.

Mr. Hu~ncerrorp: That has been the rule but under war conditions there
are some few exceptions.

Mr. Gray: I have been a member of this committee for some time. This
is an old subject to me. For years I have tried to convince the officials that
when these men reach retiring age they should be retired without any excep-
tion being made. Subject to the war 1s that the final rule now?

Mr. Huncerrorp: Under war conditions I do not think we can say posi-
tively that anything is unchangeable; but it is the general rule, yes.

Mr. Hanxsern: Would not that largely depend on the time that a man
has been with the company? A man doesn’t always receive a pension when he
reaches retiring age.

Mr. DonNeLLy: What is the retiring age?

Mr. HanseLn: Sixty-five.

Mr. Hungerrorp: The retiring age is sixty-five.

Mr. HanseLn: It may so happen that a man has been working fifteen or
twenty years and is not eligible for a pension.

Mr. DoxnerLy: How many are in the employ of the company now over
sixty-five? Have you any idea of that?

Mr. Cooper: Our employees, speaking broadly, are all retired at age
sixty-five. I have in mind about six people whose service has been extended
beyond the age of sixty-five. It is practically negligible.

Mr. Gray: This brings up the further question—and I think we may as well
deal with it now—as to these men who are retired on pensions, some of them on
very large pensions, taking other employment. What is the policy of the
company with respect to them, especially men who are retired on pensions say
of $5,000 a year, taking other employment?

Mr. HunGErrForD: Permission has been granted in some cases.

Mr. Gray: Why?

Mr. HuNGerrorp: Sometimes they are needed and sometimes it gives them
an opportunity to earn a little something extra.

Mr. Bercovircus There really would not be any harm in that.

Mr. Huncerrorp: They have to get permission.

Mr. Bercovircu: I think the amount of pension that is paid is really his
own money, when you boil it all down.

Mr. Gray: Having regard to the war effort, do you not think that men who
are receiving large pensions might become dollar a year men instead of being
otherwise employed?

Mr. Hunerrorp: Well, that is a matter of opinion. I do not know. It
all depends on what they are doing.

Mr. Sanperson: You are referring to officials, are you, Mr. Gray?

Mr. Gray: Yes. I do not mind saying who I have in mind. I have in mind
Mr. W. A. Kingsland, who was general manager of the central region and who
must be receiving a very large pension, and who is employed now as lobbyist
or whatever you may call it for the Dufferin Construction Company.

Mr. HUI'_IGERFORD: Mr. Kingsland last winter asked for permission to engage
t?mpo_rau'lly In work. That permission was given. Since then I understand the
situation has changed quite materially and he is occupying a more responsible
Position, but I am informed he is carrying on work for some government

agency. The property has been taken over, so I understand. Mr. Kingsland
18 assisting in the administration.

)
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Mr. Gray: What is his pension?

Mr. Huncerrorp: I do not know that I can tell you at the moment.

Mr. Coorer: I can get that for you.

Mr. Hu~ngerrorp: 1 think it is about $6,000.

"Mr. Bercovirca: How long was he with the company before he was on

PRI % T S

pension? .
‘ Mr. Huxcerrorp: Again I am speaking from memory, but I think about
g thirty-eight years, as far as I can remember.

The CHARMAN: Gentlemen, I have a suggestion to make. My hearing is
not very good, and I understand that Mr. Hungerford is having a little difficulty.
Some of the interrogations are hardly getting across. I would ask members
4 to speak just a little louder.

Mr. Bercovitcu: 1 promise to speak louder, Mr. Chairman.

- Mr. MacInnis: Would Mr. Hungerford speak a little louder. We cannot
hear him over here.

Mr. Hungerrorp: I will try to do that.

Mr. Gray: You say that permission is rarely granted, that it is oply on
special occasions that the officials who are on pension are granted the right to
take other employment?

Mr. HuxGerrorD: Yes.

Mr. Gray: Exceptional circumstances.
| A Mr. SmarT: You understand the situation with respect to the Dufferin
* Construction Company, do vou Mr. Gray?

Mr. Gray: I do now, at the present moment. I did not prior to a few
months ago.

Mr. Smart: The voting shares of that company belong to you know who.

Mr. Gray: Quite.

Mr. Smarr: That was sequestrated by the custodian, so that at the moment
the Dufferin Construction Company common shares are in the hands of the
government. : ;

Mr. Gray: Quite. But you cannot get around it in that way, Mr. Smart.
Mr. Kingsland took employment long before there was sequestration by the
government.

Mr. Smarr: No. I am not speaking of Mr. Kingsland’s relationship. I
just wanted to know whether you understood about the Dufferin Construction
Company which is performing work for us at the minute, is really in the hands
of the government as an institution. :

Mr. Gray: At the present moment. ;

Mr. Smart: Yes, at the present moment.

Mr. DoxnerLy: It does seem to me to be very unfair that a man should be
getting a pension from the government at $6,000 a year and still be employed
by the government and getting a wage as well. ;

Mr. McCurrocn: What was his salary before he got the pension, roughly?

Mr. SmarT: $18,000, I think.

Mr. HUNGERFORD: $16,000 or $17,000; somewhere thereabouts.

Mr. McCurroca: A man like Mr. Kingsland who had been living on a
salary of $15,000 or $16,000, would find it pretty hard to live on $6,000 a year.

Mr. HuNcerrorD: I gathered from my conversations with Mr. Kingsland

that he was very anxious to have something to do, that time dragged a great

deal on his hands. He had always been very active and he was rather unhappy
at not having anything to do.
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Mr. DonNELLY: There is a great opportunity for him to do work at a
dollar a year like a great many others are doing at the present time in the war
effort. He has a pension of $6,000 a year.

- Mr. BercovircH: Was he ever asked to contribute his services towards the
war? In principle, Mr. Chairman, it seems to me that a man earns his pension,
and he is not placed on pension unless the government feels or has thought that
he has contributed services over the period of his employment that entitle him
to his pension. In other words, it would be just as if a certain amount had been
deducted from his salary weekly or monthly, which had accumulated; and at the
end of thirty years he would be entitled to so much money. I think that is the
general principle, as far as I am concerned.

The CuatrmaN: You think his time is his own.

Mr. Bercovirca: His time is his own after that. I do not know the
gentleman at all. I never heard of him before today. But if he were asked to
do any war work and refused to do it, I think it would come with very bad
grace from him; but I doubt very much if he would. He probably would be
very glad to do it.

The CramrmaN: Do you want to let this point pass now or do you want to
reserve it?

Mr. Bercoviten: It really does not matter. I do not think we should waste
too much time on it, unless Mr. Gray wishes to say something further.

Mr. Gray: No, I have nothing further.

Mr. MacInnis: Could the committee have a list of the persons receiving
pensions who are otherwise engaged, particularly in government business or for
the railways?

The Cuamman: We will make a note of that.

Mr. Huncerrorp: We can have that.

The Cramrman: All right. I think we will proceed.

Mr. ArmstroNG: I shall commence at the top of page five.

Other Income and Profit and Loss Requirements

The accounts in this group inereased $603,935 over 1938. The increase was
due to the larger provision made in the accounts for the retirement of miscel-
laneous structures, sidings, ete., which have been retired from service and not
replaced.

Taxes amounted to $7,095,147 compared with $6,946,873 in 1938. These
figures are exclusive of sales tax added to the cost of material, which amounted
to $3,171,500 in 1939.

The revenues from hotel operations increased $186,629 over 1938, and after
meeting operating expenses and taxes the net operating income was $302,363,
an increase of $76,350 over 1938.

The CrAmMAN: Are there any questions? I take it that the increase in
révenue came from the Chateau Laurier?

Mr. ArmstrONG: Not altogether.
Mr. Bercoviresn: They got some of my money.

- Mr. Huncerrorp: The Nova Scoti i j <
G botier D e Nova Scotian did pretty well and Jasper Park Lodge

The Cuamman: How about your big hotel at the coast?

o PR
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Mr. Huncerrorp: Well, that was only in service from May 25.
The CuAIRMAN: Yes. Then we shall go on to the next paragraph.
Mr. ArmstroNG: The next is “Interest Charges”.

Interest Charges

The total requirements for interest on funded debt held by the public in
1939 were $49,814,377, being $24,645 less than in 1938.

Interest payments to the Government on temporary loans for capital
purposes were $916,165, being $9,959 less than in 1938.

It is of interest to note that from 1932, when the present practice was adopted
of financing capital requirements by issue of railway securities to the public,
the capital debt of the railway (including temporary Government loans) has
been increased by $32.3 millions, an average increase during the eight year
period of $4 millions per annum. In this period the railway has made new publie
issues aggregating $319 millions but has retired other public issues aggregating
$332 millions. As the result of this refinancing, which has been at lower interest
rates, the fixed charges of the railway, 1939 compared with 1931, after providing

for interest on the additional capital of $32.3 millions, show a decrease of
$5,643,000.

Mr. HanseLL: Referring to paragraph one, I should like to ask what the
total funded debt was. .

Mr. Coorer: The amount is $1,263,000,000. You will find the full details
set out on pages 19 and 20 of the report. B sle
The CramrMAN: I think you come to that lower down.

Mr. Hansprr: Do those details give us the amount of perpetual bonds?
I have not looked at it yet.

Mr. Coorer: Yes; and also the interest rates.

The CHAmRMAN: Are there any further questions, gentlemen? If not, we
can proceed.

Mr. DoxNeLLy: May we go back to the top of the page? Will we have
an account of what has been done on profit and loss account with regard to
each of these hotels across the country, or where they stand? Do we go into
this now, or do we go into it later on?

Mr. ArmstroNG: We have it all available.

Mr. DoNNELLY: Yes.
ferent hotels across the c

We can file a statement.

I think we should have a statement of these dif-
ountry, as to where they stand.

. Mr. ArmsTrONG: We have a statement as to revenues, expenses and taxes.
Will that be sufficient?

Mr. DonnNeLry: Yes.

Mr. HuxGerrorp: You would like that, Mr. Chairman, would you?
The CHAIRMAN: Yes.

Mr. ArMSTRONG: We can file a statement.

The CHAIRMAN: We would like a memo left on the table. You do not
want that now, do you, Mr. Donnelly?

Mr. DonNeLLY: No, not right now.

Mr. ArMSTRONG: We have it available. We could put it in the record.
Mr. DonNELLY: Very well.
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Mr. ArmsTrONG: We have it right here.
Statement re hotels supplied by Mr. Armstrong is as follows:—
HOTELS—OPERATING INCOME

3 1939 1938 Gain or Loss

Account 502 revenues from hotel operations. . $3.331,303 03 $3,144 674 00 $186,629 03
Account 534 expenses of hotel operations .. 2,901.439 17 2,784,021 04 117,418 13
Account 535 taxes on hotel property.. .. .. 127,500 27 134,639 21 7,138 94
4 R o 7T T St R s PR S $ 302.363 59 $ 226,013 $:76,349 84

-1
b Ot

INDIVIDUAL HOTELS

Year 1939 Revenues Expenses Taxes Net
Charlottetown. . v <. /.. - $ 90490 93 $ 89,561 74 $ 3,637 48 $ 2,708 29
Pactod cliodee ... . ia. s s 17,463 02 16,412 30 212 40 838 32
Wowa Scolidn.. .. .. oo . 340,485 02 294,922 96 11,100 50 34,461 56
©hatean Laurier-.. .. .. .. 1,242,045 52 953,935 36 60,153 53 227,956 63
PR AYTRUr ., .« v i s w 150,619 25 136,504 05 4,494 41 9,620 79
Minaki Lodge . .. e Liva. 49,689 33 -2 ) A i (R S S, O 4,562 86
T N I S D 362,073 39 350,790 49 26,606 92 15,324 02
Prinece Edward.. .. .. .. .. 98,746 70 99,891 24 3,273753 1,418 07
MEERonaldr. . o a0 i 403,309 59 379,967 87 14,137 56 9,204 16 .
Jasper Park Lodge .. .. .. 345,111 36 284,921 07 3,060 00 57,130 29
Besaborough. . .- L. Ll L, 231,268 92 249405 62 823 94 18,960 6

=

$3,331,303 03 $2,901,439 17 $ 127,500 27 $302,363 59

s Year 1938

Charlottetown .. .. ..« .. $ 85,299 94 $ 85,029 82 $ 3,637 48 $ 3,367 36
Pietdn Todue =00 o Lk 17,382 88 16,746 86 305 00 331 02
Nova Scobian .. .. .. .. .. 311,978 17 286,357 40 11,071 18 14,549 59
Chateau Laurier .. .. .. .. 1,158,537 84 927,958 88 62,285 45 168,293 51
Prince Arthur .. .. .. .. .. 156,618 49 131,712 05 5,504 34 19,402 10
Minaki Lodge .. 4. .. .. .. 51,896 80 49,844 07 162 00 1,890 73
HoaGarry o 346,474 81 338,583 13 26,305 18 18,413 50
Prince Edward.. .. .. .. .. 91,839 39 95,888 48 3,972 12 8,021 21
VESRIonaTd . 408,460 90 367,050 86 15,071 79 26,338 25
} Jasper Park Lodge .. .. .. 291,977 90 237,878 89 4,631 80 49,467 21
: Begaborough . .. .. o 224,206 88 246,970 60 1,692 87 24,456 59

$3,144,674 00 $2,784,021 04 $ 134,639 21 $226,013 75

The CHamrman: Then shall we go ahead? I will ask Mr. Armstrong to
read the next.

Mr. ArmsTroxG: The next is in regard to cash deficits.

Cash Deficit

The net operating revenue for the vear 1939 was $20,854,418, an improve-

ment over the preceding year of $14,788,007. After payment of all fixed and

other charges.(excepting charges to Proprietor’s Equity under the provisions

géeThe Canadian National Railways Capital Revision Act, 1937) the deficit for

¥ ]l}’gal‘ was $403095,5_19, an improvement of $14,218,676 compared with 1938.
ull details are given in the accounting statements accompanying this report.

: strongh:o %?6%§$1sz If there are no questions on that, T will ask Mr. Arm-

Mr. ARMSTRONG: The next is capital expenditure accounts.

R
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CAPITAL EXPENDITURE ACCOUNT

The net expenditures on property investment account for the year 1939
amounted to $9,863,847, made up as follows:—

Rolling stock purchased or builb...........ooa. $9,416,948
Rolling stock Tetired.. ... 8,471,262
Betterments to freight and passenger equipment....... 671,381
Air-conditioning PASSENZET CATS......ccciiiiummmommibiibassiansiese ke 445100
B 1 7 R e AT s L SR AR H R e 1,629,042
Senneterre—Rouyn Branch Line..............cn. 325451
Montreal Terminal Development.......oc..ccooooooiiiiiinns 2,174,590
General additions and betterments, less retirements............... 3,672,597

$9,863,847

The CrARMAN: Are most of your passenger cars air-conditioned now?
_ Mr. ArmstronG: On all of the principal routes. All of the main line prin-
cipal routes are air-conditioned at the present time.

Mr. Sanpeason: Under Vancouver Hotel, there is the figure $1,629,042.

What is that? Is that the amount of expenditure of the Canadian National
Railways in that?

Mr. ArmsTtroNG: That is the completion cost.
Mr. Coorer: It is the expenditure during the year 1939.

Mr. Saxperson: Getting back to that hotel, T think we had better ask this

question now. Just what are the arrangements between the two railways in
connection with that hotel?

Mr. Hu~cerrorp: It is a question of general operation. Would you like

us to prepare a brief memorandum in answer to the question?
. Mr. Saxperson: I would be satisfied with that.

Mr. Cooper: We would prepare a synopsis of it for you.
Mr. Huxcerrorp: I think it would be more intelligible if you had it before
you.

Mr. Bercoviren: With reference to the deficit of $40,000,000, while I think
we show a very nice Improvement over the previous year, can you give us any
hope that some day we will be able to operate the Canadian National Railways
without a deficit?

Mr. Huxcerrorp: That is a very large question. You are asking me to
read the future. It all depends on the volume of traffic; if you have a sufficient
volume of traffic the railways will operate without a deficit.

The Cuamman: We have had it in the past.

Mr. Huncerrorp: Yes, we have had it in the past; in two years.

Ml‘..MOCULLOCH: Th
the previous six months?

Mr. HuNGerForp: A very decided improvement?

Mr. McCurrocu: So that the surplus you will show will be much greater if
traffic keeps up for the next twelve months?.

Mr. HuNGERFORD: It should be.
Mr. Bercoviren: Not necessarily so.
Mr. HuxeerrFORD: We will come to that question in connection with the

1940 Budget, if you would like to leave it until that comes up for consideration.
The CHARMAN: Let us proceed.

5931—2

e last six months have shown an improvement over
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Mr. ARMSTRONG:

The following rolling stock was purchased or built during the year: 1,950 box
cars, 40 refrigerator cars (part of an order for 100), 25 cabooses, 50 box-baggage
cars, 9 buffet-sleeping cars, 5 mail-express cars, 10 baggage cars, 11 snow
ploughs and 8 work units.

To meet anticipated war requirements additional orders were placed for 2,765
box cars, 500 flat cars and 25 Northern type locomotives. This equipment will
be delivered and accounted for in 1940.

The following rolling stock was retired during the year: 60 locomotives,
5,044 freight train cars, 27 passenger train cars and 477 work units. The loss
has been accounted for as an expense of operation.

The program of air-conditioning passenger train cars was continued. All
principal main line trains are now air-conditioned. The Vancouver Hotel and
Senneterre-Rouyn branch line were completed during the year.

The CHAIRMAN: Are there any questions?

FINANCE
Retirement of Obligations

The following securities matured and were retired during 1939:
$ 9,874,062 00 4 per cent Grand Trunk Pacific Branch Lines Company First

Mortgage Bonds due January 22, 1939.

8,029,999 99 4 per cent Canadian Northern Railway Company First
Mortgage Debenture Stock due January 23, 1939.

2,430,000 00 4 per cent Grand Trunk Pacific Branch Lines Company First
Mortgage Bonds due February 25, 1939.

5,586,665 64 4 per cent Canadian Northern Railway Company First
Mortgage Debenture Stock due February 25, 1939.

7,004,997 27 4 per cent Duluth, Winnipeg & Pacific Railway Company First
Mortgage Debenture Stock, due June 1, 1939.

3,000,000 00 4 per cent Canadian Northern Railway Company Winnipeg
Terminals Bonds due July 1, 1939.

$ 35,925,724 90

. Provision was made for the retirement of other capital obligations, including
sinking fund and equipment principal payments, amounting to $8,162,745.72.

The retirement, of these obligations was financed through temporary loans
from the Government and the new issue referred to below.

The Crammax: All right, next:

Mr. ArmsTRONG:

New Issues

An issue of Canadian National Railway Company Dominion Guaranteed
Bo_nds was made, dated January 15, 1939. The proceeds therefrom were used to
retire matured obligations and temporary loans from the Government. The

issue comprised:—

$15,000,000 24 per cent Seven Year Bonds, sold at 98-625, at an annual cost
of 2-47 per cent,

$35,000,000 3 per cent Twenty Year Bonds, sold at 96-50, at an annual cost
of 3:24 per cent
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An issue of $6,500,000 Canadian National Railways 24 per cent Equipment
Trust Certificates, Series “Q,” 1939, was made, dated July 1, 1939, to provide
for the payment of part of the purchase of new equipment costing over $8,700,000.
The certificates, which mature serially in ten annual instalments, were sold at
an average of 100-428, the annual cost being 2-46 per cent.

Mr. Bercovitcr: So, while you have retired $35,000,000 odd of obliga-
tions you have borrowed $50,000,000?

Mr. ARMSTRONG: Yes.

The CuarrmaN: That is right.

Mr. DoxNeLLy: It was just refinancing with the object of giving you
lower interest charges?

Mr. Coorer: What is that?

Mr. DoxnerLy: Does this refinancing lower your interest charges?

Mr. Cooper: Yes.

Mr. BercovitcH: You will not be in a much better position. You retired
$35,0_00,000 and you borrowed $50,000,000, so that even with the lower interest
rate it will be about the same as far as interest charges are concerned.

Mr. Cooper: There is a certain amount of overlap between the amount of
the securities retired during the year and the amount of new issues during the
year. That is to say, we do not necessarily refinance during any year the
Particular securities that have to be dealt with in that year. We note on the
Previous page that we spent $10,000,000 on “ capital ”; so, off the bat, you have
80t $35,000,000 of debt retirement; $8,000,000 for other capital obligations—
that is $43,000,000—and you have $10,000,000 of mew capital expenditures;
which makeg $53,000,000 of new money.

Mr. Bercovircm: Oh, yes.

i er. COOPErg: We do point out though, sir, that over the years ﬁ:o-m'1932
. a"be the capital debt of the railway has increased $32,000,000, whl.ch is an
O,fetra'g,e of $4,000,000 a year. That is the rate of increase in the capital debt
the ehNatlonal Railways; and notwithstanding that increase in the total debt
te ﬁre s been a reduction in the fixed charges of some $5,600,000, due to
hancing with interest at lower rates.

i Mr. Bercoviren: You mean, notwithstanding borrowing this $50,000,000

U paid $5,000,000 less interest this year than you did in previous years?
Mr. Cooprr:  For 1939 as compared with 1931.

- DoNNELLY: With i hich you put out, a
80 of them gallomis ith respect to the bond issues which you pu , are

eaué,%ﬁ;' CooPER: Yes; T do not know about the issue of 1939 whether that is
Pt Or not; $15,000,000 of the seven-year issue, and $35,000,000 of the
1ssue are not, callable.

'LI‘/'Ihe CHARMAN: Are there any further questions? If not, we will proceed.
T ARMSTRONG: )

GENERAL

i Trans-Canada Air Lines

urlng the ye&r d, % e ; L~

M additional calls aggregating 11 per cent, or $550,000, on
Can:ggﬁaLNZ%?ﬁgal(sg’mo’mo) of Trans-Canada Air Lines were met by the
subscribed was 33,750,381(')“_7ay Company. To December 31, 1939, the amount

Mr. MacInnis: Wi
N My * With reference to the cost of Trans-Canada Air Lines, i
'8 stock not all owned by the Canadian National Railways? £

o FO) >
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Mr. Bercovitca: The bonds are guaranteed by the Canadian National.

Mr. HuNcerrorD:* There are no bonds.

Mr. Cooper: Trans-Canada Air Lines is financed solely by capital stock,
all of which is owned by the Canadian National Railways.

Mr. DonxeLLy: Your bonds carry a greater rate of interest than
Dominion of Canada bonds.

Mr. Cooper: That is quite a question.

Mr. Don~eLLy: If so, why are they all guaranteed by the government?

Mr. Coorer: You do not get two issues that are made on the same date,
under the same terms and with the same coupon rate; and for that reason it is
not possible to make an exact comparison. I think, though, there is a shade in
favour of direct government security as compared with a guaranteed security.

Mr. DonNELLY: Can you account for that?

Mr. Cooprer: No, sir.

Mr. DoNNELLY: It just seems to me that bonds issued by the railways and

guaranteed by the government should be just as good as if the government
issued them direct.

Mr. Coorer: If you were buying them you probably would prefer them
more than the other.

Mr. BercovitcH: Why?

Mr. Coorer: To me there is no reason why you should, but speaking of
public opinion generally that is so.

Mr. Hansenn: It is a psychological condition?

Mr. Cooper: Correct.

The CuAmMAN: Let us get on.

Mr. ARMSTRONG:

Co-operation

_ During the year approval was obtained from the Board of Transport Com-
missioners to the abandonment, in co-operation with the Canadian Pacific
Railway, of the Canadian National line between Middleton and Bridgetown in
Nova Scotia, and the Canadian Pacific line between Linwood and Listowel in
Ontario.

Additional applications were made to the Board of Transport Commissioners
requesting permission to abandon operation of the following railway line in
co-operation with the Canadian Pacific Railway, and decisions of the Board are
pending in each case:

From To

Province Railway Mileage

Joliette .. .. .. .. Montfort Junction . Quebec.. .. .. .. ..Can. Nat... .. .. .. 31.6
Carbo .. .. .. .. .. Cushing Junction ..Quebec.. .. .. .. .. 2 .6
Arnprior .. .. ..\ Bganville.. .. .. ..Ontario i. . .. .. 37.9
Portage la Prairie.. Delta .. .. .. .. ..Manitoba .. .. .. 14.5
Oa.and sertit, o uQawdor L | . nn, s Maniitoba'c 0 7i L 11.8
BEWIY s v o Cadsbons - 3 +s <+ Manitoba .. .. 10.3
McGregor.. ., .. ,.Varcoe.. .. .. .. .. Manitoba .. .. 54.4
Hallboro .. .. .. coBewlahil . J . i .. Manitoba i il e 75.2
E&n}mta <o ve oo oo Miniota o, L. L. . Manitoba .. oy . Sl 19.8
Roulse..........Deloraine........Manitoba..... it . R s R 56.7
Afpton.. spse < oful Wolseley L 00y ¢ Man.-Saski: ... .. Can. Pac..7 .. .. .. 122.4
- SRS s i e NeaR S Ut | S el o s s - Cami INADGN o S 9.5
Lrncana R T e e | S N 0 - 2 e 10.0
angdon .. ,. ., ., Irricana .. .. .. FEE G Ty MR SR VSRR §71 i Y R S S 99.6

|

501.1
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~ Mr. DoxneLLy: How many miles of the Canadian National Railway are
involved? I have not added them up. -

Mr. ArmstroNG: Could we have that done for you and put it in later?

Mr. DonxeLLy: I was just wondering how it compared; that is, how the
number of miles abandoned by each of the raiways compared.

Mr. Coorer: They have tried to balance as closely as possible.

The CuamrMAN: I am inclined to wonder why they ever built that line
between Portage La Prairie and Delta.

Mr. McCurrocH: There appears to have been quite a number more miles
abandoned by the Canadian National than by the Canadian Pacific.

Mr. ArmstronG: Yes, there is about 50 miles more recommended for
abandonment by the Canadian National than by the Canadian Pacific. Of the
total of 501-1 miles, 2819 miles are Canadian National and 219-2 miles are
Canadian Pacific.

. Mr. HansprL: Does the railway abandon any lines directly on their own
Initiative? ;

Mr. HuNGERFORD: Yes.

Mr. ArmstrONG: Yes. You notice further on reference to four branch lines

which were abandoned by the Canadian National Railways without reference
to the Canadian Pacific Railway; what we term unprofitable branch lines.

Mr. Hansern: I had in mind—I got the idea somewhere but I could not
S8y where—that the matter had to go before the Board of Railway Commis-
Sloners first; is that so?

Mr. ArmstronG: That is correct. With respect to every one of these aban-

Onments we must apply formally to the Board of Transport Commissioners,
and we must obtain an order from them before we can abandon.

Mr. DonneLLy: How long is that line from Middleton to Bridgetown; how
long has it been abandoned?

Mr. ArmstrRONG: It is thirteen miles long.

Mr. DoxnerLy: Then, how about that branch from Linwood to Listowel?

Mr. ArmstronG: That one was a little longer, about 16 miles.

The Cuamman: Any further questions? Proceed.

Mr. ARMSTRONG:

In co-operation with the Northern Alberta Railways, application was made
to the Board of Transport Commissioners requesting permission to abandon
OPeration of the following lines:

T From To Province ; Railway Mileage
C:elge w2 eq s, Morinville, <. .. o.cAlberta. ..o we .. CanoNab.. oaloles 12:2
Thondale .. .. .. Egremont.. .. .. .. Alberta. .. .. .. .. Nor. Alta... .. .. % 29.8

In each case one railway takes running rights over the tracks of the other.

Vancouver Hotel

Joint operation of the new “ Hotel Vamcouver” commenced on May 25,
1939, Unfortunately the tourist season for 1939 was cut short by the outbreak
of the war and the business of the hotel was affected accordingly. Notwith-
standing, there was a surplus from operations of $21,978 to be paid as rental to
the_ Canadian National Railway Company and divided with the Canadian Pacific
Railway Company as provided in the joint operating agreement.
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Line Abandonments

In continuation of the policy of abandonment of unprofitable light traffic
branch lines, applications have been made to the Board of Transport Com-
missioners for authority to abandon the following:

From To Province Mileage
2T e oL AR = o 0125 PR o RSN AP B o o 1 (RN SR DIR  O 55.28
Bridgetown .. .. ..Granville Centre .. .. ..Nova Scotia .. .. .. .. 7.63
Bt . Bemi . ¢ .. i . Hemmingford <.« om0 Quebed i fown L aian 14.29
PRTICrVIlIe oo an 1T, ATCZOILe oo o i V| e QUEPBC v v s s pir s b s 27.25

Board approval has been given to the two first mentioned applications. In
addition, authority was given by the Interstate Commerce Commission to
abandon the Williamstown Branch, ferming part of the Central Vermont Rail-
way, 3'87 miles in length.

Montreal Terminals

Montreal terminals construction work was materially advanced during the
year, and it is proposed actively to continue these works in accordance with the
program laid out.

Mr. BercovircH: Is that the program mentioned in this report?

Mr. ArmsTtrONG: That is the program mentioned in the report that was
tabled by the Minister of Transport in the House.

Mr. Smart: The report which was tabled; yes, we have that report here.

The CrAIRMAN: Do you want to go into that now, or shall we just let it go
at that for the present?

Mr. HanseLL: Before we go further, in the matter of these lines being
abandoned does the trucking business play any important part in your decision
to abandon any of these lines?

Mr. ArmsTrONG: Trucking accounts in very large measure for a lot of the
lines becoming unremunerative. The Board of Transport Commissioners take
into consideration, in making their decision, what service is performed by the
trucks so that people will not be left high and dry when a line is abandoned.

Mr. Hansern: I notice most of these lines are not very long distances, most
of them are considerably under 100 miles.

Mr. ArmstroNG: Take the Hawkesbury-Hurdman line, that is a very good
example. It is from Ottawa to Hawkesbury, 55 miles, and is paralleled practi-
cally throughout its length by a.main highway.

The Cuamman: And a railway line on the other side of the river.

Mr. Smart: One right along side of it.

Mr. Ruraerrorp: Two other railways on this side of the river and one on
* the north side.

The CuamrMan: Any further questions?
Mr. ArMSTRONG:

“ Royal Visit to Canada

. The Canadian Nstional system had the honour of conveying Their Majesties,
King George VI and Queen Elizabeth, over 4,251 miles of its lines during the
Royal Tour last summer. Their Majesties were also passengers on the ss.
Prince Robert from Victoria to Vancouver. The Canadian National played
4 prominent part in the preparation and handling of the Royal train.

. At the close of the memorable visit, His Majesty expressed his apprecia-

tion of the uniform excellence of the railway service on his long journey
through Canada, and his message was communicated to the officers and
employees in the various departments of the system.
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“War Conditions ;

The outbreak of war greatly added to the ordinary activities of the Rail-
way in the year 1939, and the Company has been called upon to provide greatly
augmented transport services. In addition, it has contributed in numerous
ways to the national war effort, and the services of a number of officers and
employees have been loaned to the Dominion Government for specialized war
work. From the outbreak of the war to the end of the year some 430 employees
enlisted for military service, and suitable arrangements have been made for the
preservation of their employee and pension status.”

The Cmamman: What arrangements have you made with those people?
Do they get their salary while they are away?

Mr. ArmsTroNG: Their pension rights are preserved and their seniority is
preserved, but there is no salary paid.

Mr. BrrcoviTcH: And their position is preserved if they return?

Mr. ArmsTtrONG: Their position is preserved if they return.

The CuamMman: A great deal of trouble was caused after the last war
because of guarantees that were made to employees who served as soldiers in the
great war.

Mr. Huncerrorp: We had a great many complications following the great
war due to the fact that different managements of the Canadian National pur-
sued different policies in respect to the employees. We have made a determined
effort this time to make such arrangements as will avoid those complications
and diserepancies which occurred before. We think we have accomplished that.

Mr. Ross: In what manner is the position of a man who goes overseas pre-
served?

The CramrMan: His position is maintained in the service.

Mr. ArmsTroNG: He is really on leave of absence from his position.

Mr. Ross: But when he returns his position will be filled.

. Mr. ArmsTroNG: If he returns, his seniority can be exercised for that posi-
tion, assuming that he is capable of carrying on in that position.

Mr. DonneLLy: While he is over there, he is considered just the same as
though he were in the service. :

Mr. ArmstrONG: He is on leave of absence without pay.

.. Mr. Ross: What happens in the case of an employee who has seniority
rights and fills the position of a man who goes overseas when this man from
overseas returns?

Mr. ArmstroNG: He will have to step down.

Mr. Ross: There will be a general stepping down right through the service?

_Mr. Armstrong: It will probably mean stepping down right through the

Various departments. '

Mr. Ross: - That has been arranged in that way?

Mr. ArmstronG: Tt has been arranged that way.

Mr. Ross: That is the understanding?

Mr ARMSTRONG: In the case of certain groups of employees there are
Senlority lists, and he would take his place at the top and, as we say, “ bump ”
right down. .

_Mr. Bercovircm: He knows that when he goes into the service; he knows
he is filling someone else’s shoes.

. Mr. HuxGrrFORD: Through vacancies oceurring in the group, a man com-
Ing back may be entitled to a superior position.

Mr. Ross: That is what I wanted to be sure about.
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Mr. HuNGeErFORD: On the other hand, he may be pushed down to some
lower position, though his seniority is maintained.

The CuamMmaN: He maintains his seniority?

Mr. HuNGerFORD: Quite.

Mr. ArmsTrONG: As if he had not been absent.

Mr. MacInnis: Have new employees been taken on to fill most of these
positions?

Mr. Huxcerrorp: In general we have called back laid-off employees to fill
these positions.

The CmAamRMAN: Proceed, Mr. Armstrong.

Mr. ARMSTRONG:

“ Outlook for 1940

The outlook for 1940 is for a substantial increase in traffic and for a cor-
responding improvement in the finanecial results. Canada’s participation in the
war will bring greatly increasing demands upon the Canadian National Rail-
ways for transportation services, but the Directors are confident of the rail-
way’s ability to meet every need which may arise and that the officers and
employees may be relied upon to perform their duties with a keen sense of
responsibility, no matter how exacting conditions may become.

For the Board of Directors,
S. J. HUNGERFORD,

Chairman.”

The Cramrman: Are there any further questions before we proceed to the
balance sheet?

Mr. Cooper: I should like to make a correction. Mr. Donnelly asked me
whether the issue of 1939 was callable. I said it was not. A part of it, that is,
the seven-year issue, is not, but the twenty-year issue is callable.

Mr. DonNELLY: When?

Mr. Cooper: It is callable in whole or in part at par, January 15, 1954,
or on any interest date thereafter upon sixty days’ notice.

Mr. DoxneLLy: You have other callable bonds, have you not?

Mr. Cooper: Oh, yes.

Mr. DonNeLLy: Some of these bonds carry very high interest rates; it is
too bad that some of them are not callable.

Mr. Hu~cerrorp: Quite a lot of them are callable.

Mr. Cooper: That would be very largely a matter of government policy.
As far as the railway is concerned, we could not get exchange for sterling or
United States funds today. That is a matter for the government finance depart-
ment to act on.

The Cuamrman: Shall we proceed with the balance sheet? If not, shall we
proceed with the Profit and Loss Account? What about the Consolidated Income
Account? {37 ‘

You were asking for the expenses of the hotels, Dr. Donnelly.

o Mr, McCurrLocu: Are there many Canadian National cars with equipment
in the United States under rental?

. Mr. ArmstroNG: There is a natural interchange between railways in the
United States and Canada. Our cars cross the border freely, and their cars
naturally cross the border, under loan.

Mr. McCurroc: But what about the proportion?
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Mr. ArmstroNG: It is fairly well maintained.

Mr. HungerrForp: The box car balance fluctuates from time to time, but,
at the present time, it is fairly well in balance.

Mr. ArmstronNG: The net balance is against us, as you will notice. That
1s because of what are known as private line refrigerator cars which bring in
fruit, vegetables and such commodities from the United States. Actually on
ordinary box cars, flat cars and coal cars, there is just about an even break.
On account of the very heavy movement of fruit, ete., there is a large payment
made to the American owners which accounts for the net debit.

The CrARMAN: Gentlemen, are you through with the Consolidated Income
Account? If you do not wish to investigate it further, shall we go on to the
operating revenues? '

_Mr. BercovitcH: Supposing, Mr. Chairman, we were to go over all these
Various figures ourselves and then if any of us have questions to put we might
put them at the next sitting.

The CuArMAN: Very well. !
. Mr. BercovitcH: If you read all these items it will take a great deal of
time and we will probably be no wiser than we are at this moment. A question
or two might suggest itself to some of us, and in that way we could ask permis-
S}f:g} to put such questions as occur to members of the committee at the next
81 ng. )

The Cramrman: Is it your suggestion that we pass through the report along
these lines?

Mr. Bercovitcn: Yes.

The Cuamrman: All the way through.

Mr. BrrcoviTcu: All the way through.

The CramrMan: Does the committee at large agree with that suggestion?

‘ Mr. Hansern: Before we pass this matter of debt, I should like to ask a
Question. Perhaps the question is not a fair question to ask these gentlemen. I
asked the government some time ago what the total national debt was. At that
tl{na I got the figure of somewhere over three billion dollars. Is the debt of the
Tailway included in that figure?

Mr. ArmstronG: It is not included.

Mr. Hansprr: So that when we got the figure for the total national debt
that was not, the correct figure.

Mr. Bercovirem: I do not know that it is not the correct figure.

Mr. Cuamman: Tt is embraced in the national debt somewhere.

i Mr., Brrcovircm: The Canadian National Railway, as T take it, is a con-
Ngent liability of the government. It is no more than that. When the
20vernment, gave you the figure of three billion dollars, that would be accurate.
e Canadian National Railway is a contingent liability which the government
May or may never be called upon to pay.

Mr. Donnerny: In commection with transportation expenses shown on
Page 16, would it be possible for you to give the committee the number of
employees who are receiving $1,000 per year or less; also the number receiving
alelzween $1,000 and $2,000; the number of employees receiving between $2,000
up? 33,000; the number between $3,000 and $4,000, and $4,000 and $5,000, right

facke]é)salso think we should have the number of employees in the larger

DOm?Zify'?HAmMAN: Would you like a note made of your interrogation, Mr.

~ Mr. DoxyerLLY: Yes.
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Mr. ArRMSTRONG: We have, roughly, 90,000 employees. It would mean
examining the record of practically each one to determine what he received
for the entire year. What we could do is this. We have group figures. Take
a group such as roadmasters, general foremen, supervisors, inspectors and
assistants. There are 226 employees in that group, with a total compensation
of $603,000, the average rate being so much. Would that be satisfactory?

Mr. DonneLLy: I think the committee should know how many men there
are in the employ of the Canadian National receiving less than $1,000 a year.

Mr. ARMSTRONG: Some receiving less than $1,000 per year may be work-
ing at the rate of $8, $10 or $12 per day. For a certain year they may be
getting less than $1,000, but they may be working, so far as the railway is
concerned, at a rate of $10 per day.

Mr. McCurrocH: But not working steadily?

Mr. ArRMSTRONG: But not working steadily. And one man may work a
month, another man may work two months, while another may work three
months.

Mr. BercovitcH: It really would not give you very much, Mr. Donnelly.

Mr. Doxnerny: It would give us some idea of the salaries of these
different men.

Mr. ArmsTtrONG: Mr. Cooper tells me we give the income tax people the
earnings of each employee over $1,000. By deduction we could get the number
who are earning less than $1,000.

Mr. McCurrocs: It will have to be put down to $750 now.

Mr. Coorer: They may have to go down to $600.

Mr. ArmsTrONG: Would that be of any service, Mr. Donnelly.

Mr. DonneLLy: Yes, I think that would be of service; it would give us
some idea. I think we should have the figures for those in the upper brackets,
too; say the figures of those getting over $5,000—between $5,000 and $6,000,
between $6,000 and $7,000 and between $7,000 and 8,000.

Mr. ArmsTrONG: The only way it could be furnished would be to examine
the earnings of each man throughout the year and then classify them. There
are over eighty thousand of them.
~ Mr. DoxnerLy: There is a feeling throughout the country that the railway
1s top-heavy with well-paid employees.
~ Mr. ArmsrronGg: If we furnished it by groups, the number of employees
I each of these groups, such as executive, general officers, general superintend-
ents, distriet officers and assistants, would that be satisfactory? This is in
accordance with the Dominion Bureau of Statistics. There are 246 with total
earnings of over $1,000,000. The next group is that of division superintendents,
ete. Could we furnish that to you?

Mr. DonneLLy: That would be all right.

Mr. ArmsTronG: The average salaries could be taken out.

Mr. Ross: That would not satisfy your people.

Mr. DonneLLy: I am talking not only of my people but the general public.
Mr. Ross: That is what I mean.

Mr. DonxeLny: We are looking for something.

. Mr. HoNeerrorn: I am quite prepared to say, Mr. Donnelly, that the
implication is wrong.

h Mr. DoNNELLY:  Then it would be to your advantage to let us know so
that we can refute their arguments.
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Mr. Huncerrorp: This organization has been worked down and down
until we have found that when the extra load came we did not have men
enough in the supervisory positions in many departments to take care of the
situation.

Mr. BercovircH: What is your total number of employees?

Mr. Hungerrorp: About 80,000. It fluctuates from time to time. In the
summer time we take on a lot of labourers and others for track maintenance
work and things of that kind, and that boosts the number, and they are laid
off when the work is completed. Also the number fluctuates with the volume
of traffic.

The CuARMAN: I think we will call these headings and pass them. The
last heading I think, that we mentioned was “Operating Revenues.” We will
pass “Operating Revenues” and the “Summary of Operating Expenses:” We
next come to ‘“Maintenance of Way and Structures Expenses.” If there are no
questions we will pass that for the time being.

Mr. BercoviTcH: Always under reserve.

The CuARMAN: You can come back to it. We now come to “Maintenance
of Equipment Expenses,” at page 15.

Mr. Bercovircu: I see you have an item there of $272,000 for injuries to
persons. Is that injury to persons while riding on the train or accidents
generally that occur to your employees in the yards?

Mr. ArmstrONG: Those are for employees; payments for workmen’s com-
Pensation, ete.

The CuarmAN: The next heading is “Traffic Expenses.” We shall pass
that. The next heading is “Transportation Expenses.”

Mr., DonxerLy: Where do you get your coal to Fort William and west
of Winnipeg?

Mr. Hungerrorp: We get it practically all from Alberta. We use it east
of Winnipeg to a certain extent.

Mr. DoxxEeLLy: Where is your dividing line?

Mr. HuNGERFORD: At the present time the dividing line is about Atikokan.

Mr. Hansern: Do the railways have their own mines at all?

Mr. Huncerrorp: We have not with the exception of one mine down in
Ohio that was bought by the Grand Trunk company many years ago. We have
Dot any mines in Canada.

Mr. DoxNerny: You use some American coal?

Mr. Huxcerrorp: Some.

Mr. DonneLLy: What part of the lines would use American coal?

. Mr. Hu~cerrorp: Western Ontario up to Fort William and beyond;
Atikokan is the dividing point.

Mr. DoxxeLLy: In eastern Canada you use Nova Scotia coal?

Mr. ArmsTroNG: Maritime coal.

Mr. Hanseun: Would it be too much to ask you to make a note of that
and give us the approximate amount of coal ordered from the different parts
of the country including American coal?

Mr. Huncerrorn: You would want it divided into Maritime provinces in
One group and United States coal, etc.?

Mr. HanseLL: Yes.

Mr. Huncerrorp: And then Alberta west and so forth.

Mr. Hansers: T am particularly interested in the tonnage.

Mr. Huncerrorn: 1 think perhaps the figures are here.
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Mr. Hansern: If it is not too much trouble you could give us the tonnage
and price. I am not particularly interested in the price because prices vary
here and there.

The CHAIRMAN: Is there any other query in regard to that?

Mr. DoxNeLLy: You buy your coal where you can get it cheapest; is that
correct?

Mr. ArMmsTRONG: That is correct.
Mr. DonneLLy: Whether American or Canadian.

Mr. BercovitcH: The important point in that connection is the use of
American funds just now.

Mr. Donnervy: But that will reduce the amount they use because it is
more expensive. :

Mr. HanserL: I understand some times where it appears to be cheapest it
may not be found to be cheaper when they start to operate. I read a very
good article in the company’s magazine a year or so ago on that, where certain
types of coal were found to be cheaper, and where the company had to be
extremely careful in the type of coal they burn in their engines. I thought
it was a very good article because of the time and skill that was put into
arriving at the proper kind of coal to be used in the engines. So it does not
always necessarily follow that you buy where it is cheapest. It may not be the
cheapest in the long run.

Mr. Donnprny: I would gather from your remarks that when you are
hauling Alberta coal down to eastern Canada for domestic use you are using
eastern Canada coal or American coal to haul it down.

Mr. ArmsTrRONG: To some extent in Ontario, yes.

Mr. HuncerrorD: American coal comes in by water very largely. That
makes it considerably cheaper to use. The Canadian coal we use in Ontario and
Quebec and more particularly in Ontario is only made possible by government
subvention, because generally speaking the American coal can be laid down in
this territory for much less money than Canadian coal.

Mr. DoxnNELLY: At the present time with the price of American coal up 10
or 11 per cent by reason of the fact that that amount has to be paid for American
funds, it should lessen the amount of American coal you will be using.

Mr. HuNGerrorD: As a matter of fact we use Canadian coal wherever we
can justify it at all. '

Mr. Ross: Now take the item “train fuel.” What proportion of that would
be oil; what percentage?

Mr. ArmstroNG: Oil is only used west of Jasper on the line to Prince
Rupert and on the line to Vancouver and on Vancouver Island to some extent.
British Columbia coal is used on at least one or two engine divisions east of
Vancouver for certain trains.

i tMr. Ross: You have an item here of $14,000,000. What percentage of
X s

Mr.

2 ArmstrOoNG: The percentage of dollars? I misunderstood your ques-
ion.

Mr. Ross: What percentage of that—

Mr. DonNELLY: Where are your lubricants bought, in the United States?
Mr. ArmsTrONG: Largely in Canada.

Mr. HuNcerrorp: For Canadian lines they are all bought in Canada.
The CuamMax: Are you still waiting for an answer, Mr. Ross?

Mr. Ross: Yes, for the percentage of oil in that $14,000,000 item.

Mr. ARMSTRONG: I have that question, sir. I shall look it up and give you
an answer as quickly as possible.
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The CuamrmaN: We now come to “Miscellaneous Operating Expenses.”

Mr. DonneLLy: With regard to your dining cars, are they run at a profit
or loss?

Mr. HuNGerrorD: At a loss. That is a common experience.

Mr. Ross: It is a very excellent service, too.

Mr. McCurrocH: If they would only put one on the Ocean Limited leaving
Mcntreal at night.

Mr. DonnELLY: I see you have grain elevators. What grain elevators are
these?
Mr. Hu~xcerrorp: We have them scattered around different places. We
have one down at Saint John and we have some up in Georgian bay, different
places.
The CrARMAN: We now come to “General Expenses.”

Mr. Ross: Under the heading of “Miscellaneous Operating Expenses” 1 see
the item “Other Miscellaneous Operations.” Does that item apply to any one
particular branch or is it spread all over?

Mr. Huncerrorp: These items are grouped in this heading under the
requirements of the standard accounting system.

Mr. DonxELLY: Is your grain elevator at Saint John full of grain at the
present time?

= Mr. Huncerrorp: Generally speaking they are, yes, practically everytihng
ed up.

Mr. DoNNELLY: At the present time is it run at a profit or at a loss?

Mr. Huncerrorn: Well, the operation of the elevators themselves vary
from time to time. Of course, the objective is to get the haulage of the grain.
hat is the important factor in the picture.

Mr. DoxnNeLLY: Do you make a special agreement with our wheat carriers
for storage charges? Have you a special arrangement with the wheat board
for storage charges?

Mr. Huncerrorp: As I recall it we are subject to the approval of the tariff
of the wheat board.

Mr. Donyervry: I understand that. I know, of course, that the wheat board
charges one cent storage charge. They fix that maximum of one cent a month.
am led to believe the grain board fixes that charge of one-thirtieth of a cent a
day. T understand also the wheat board when it is in charge of these things
and when wheat is handed over they make special arrangements with the com-
Panies to store this wheat at a much lower rate. For example, the internal
storage elevators at Moose Jaw, Regina and Saskatoon, carry it at one-sixtieth
of a cent a day, and often some of it is carried at less. Now, I wondered if you
ad & special arrangement, with them as well for storage facilities or do you—
_Mr. Hungerrorp: I do not think I can answer that, doctor, at the moment.

I will look it up for you. :

The Cuammax: Do you want that now?

Mr. Donnerry: Yes. These charges are set not by the government at all;
these charges are set entirely by the Board of Grain Commissioners, and this
Board of Grain Commissioners sets the maximum charge that can be made, but
When Wh’eat- is handed over from the private elevator or from the private grain
Companies the wheat board makes special provision with the terminal elevators
10T a reduced rate to store their grain. I was wondering whether any special
‘Arrangements were made by you for the same purpose.

Mr. HuNGErFORD: There may be, but we will have to look it up. We have

n 1% % ; ‘
© storage provisions in the ordinary sense.
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Mr. DonNeLLY: Your terminal elevator at Saint John would be a terminal
elevator?

Mr. HunGerForD: To that extent it would be, but it is a very small elevator.
The other elevators are at Georgian bay. They are used for transferring from
boat to rail.

Mr. DonneLLy: I understand the charges that were made were made when
the elevators were half full or quarter full. Now they are full to the roof
practically the year round, and the charges must be less now then they were
before.

Mr. Huncerrorp: We will lock it up for you, sir.

Mr. ArmsTtrONG: We have an answer to the fuel oil question. The total
expense for train fuel was about $14,500,000. The expenditure for fuel oil is
about $1,250,000, which is less than 10 per cent—probably 8 per cent.

The CuamMaN: We now come to “General Expenses,” and “Property
Investment Account.”

Mzr. DoxNELLy: Under the item of “General Expenses” I notice “Pensions.”
Is the pension paid so much by the individual, so much by the company, and so
much by the government? ‘

Mr. DonnNeLny: The contribution to pensions all comes from the two?

Mr. Coorer: The railway or the employees as far as our pensions are
concerned, yes. Down on the I.C.R. there is an arrangement where the
minimum pension was raised from $20 to $30, and the government provided
that proportion of the pension by a special vote. But generally speaking the
pensions are paid at the expense of the railway with a certain proportion
contributed by the employees out of funds contributed by the employees.

Mr. Bercovitcr: What is the percentage contributed by the employees?

Mr. Coorer: It varies. We have three funds. In the Grand Trunk super- .
annuation fund they contribute 2% per cent; in the I.C.R. fund they contribute
14 per cent; and in the main pension fund the rate of contribution is optional
with the employees. They can go from 1 to 10 per cent and the company will
match them from 1 up to 5 per cent.

~ Mr. MacInnis: What did you say the company’s contribution would be
in the main fund? Was it 1 to 5 per cent?

Mr. C_OOPER: In the main Canadian National Railway fund the employees
may contribute 1 to 10 per cent of their salary, and the company will match
their employee’s contribution up to 5 per cent,

Mr. Huncerrorp: It is optional with the employee. One individual may
contribute 1 per cent of his salary; another one may contribute 2 per cent and
another one 3 per cent and so on. But the company will match his contribution,
whatever it may be, up to the maximum of 5 per cent of his wages.

Mr. Bercovitcu: Is that put on a twenty year basis or'a thirty year basis
or what?

Mr. Cooper: What do you mean by that, Mr. Bercovitch?

Mr. Bercovircnm: 1 mean, would a man be entitled to his pension after
twenty years or after thirty years?

o Mr. CoorEr: A man must enter the service before age forty-five, and he
zeelres at sixty-five; they are the two limits. But, of course, a man may be in
e s%mce forty years. I should add, perhaps, that the main pension fund has

. Y been on a contributory basis since January 1, 1935. Prior to that all the
expense of the pension was at the expense of the company. I mean, I do not

;V::,;g you to think that some of the employees have been contributing for forty
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Mr. DoNNELLY: Are your pensions on an actuarial basis?
Mr. CooPer: Yes.
Mr. DoNnNELLY: You have your actuaries, and your fund is sound, is it?

Mr. Coorer: All the funds of the pension fund are invested in Dominion
securities or Dominion guaranteed securities.

Mr. SaxpersoN: Employees are not always retired at sixty-five, are they?

Mr. Coorer: Almost invariably. We answered that question. To my
knowledge, there are about six supervisory officers whose services have been
extended beyond the age of sixty-five.

Mr. SanpersoN: Does that not apply to the train men, we will say?

Mr. Coorer: They retire at age sixty-five.

Mr. SanpersoN: Always?

Mr. Coorer: Invariably, provided we know their ages. We have some
difficulty in getting birth certificates and that sort of thing. But if we know a
man is sixty-five, he retires at that time. It is automatic. Tt is not optional.

Mr. McCurrocu: I suppose you have a lot of letters from railway men
asking to have another year?

Mr. McCurrocH: Oh, thousands of them. There is a situation arsing
there at the present time. There is a great demand for mechanies, in particular
for iron working mechanics. It may be that, if the shortage becomes very
pronounced, we will have to continue employees or possibly recall some of the
Pensioners in that particular group; but that demand does not extend to other
groups and probably will not be very important in respect to mechanies.

Mr. Hansern: In the case of labourers, I do not see why they should not
have an extension. Many of them have not been earning sufficient to put very .
much away. The result is that at the age of sixty-five a good many of them
are liable to be placed on public relief rolls and one thing and another.

_ Mr. Hu~cerrorp: Well, that is the basis that was adopted at the inaugura-
tion of the pension fund, and it is largely a matter of agreement with the
employees themselves.

Mr. Hansern: Of course, I have particular reference to those who have not
been in the service for twenty years, say. They get no pension, I understand;
or do they? .

Mr. McCurroca: They will not be taken into the service if they are over
forty-five,
Mr. HanseLn: Oh, there have been some.
Mr. Hu~cerrorp: Very seldom.
Mr. McCurrocu: Not very many.
& Mr. Cooper: Under the old rules, the age limit of entry into the service was
fty and the retirement age was sixty-five. In every case of people being
Tetired today, it is under the old rules. The new rule of age forty-five only went
glto effect in J anuary, 1935; we have not come to any of those people yet, and
¢ will not, come to them for another fifteen years. So that today a man could
ave entered the service prior to age fifty and still have a pension.
Mr. Hansprv: Is that so with labourers as well?
Mr. Cooper: Yes; is they have fifteen years service they get a pension.
o, Hansern: What happens if they should die before they reach the
rement age? Are their widows the beneficiaries? {

fUndI-VI'r' Cooper: Not at all, except when they have been contributors to the
» I which event they would get their contribution with interest.

Mr. Hanser: They would not lose what they had put into it?
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Mr. Coorer: No, sir; in no case.

Mr. MacInniss Is the pension system compulsory?

Mr. Cooper: No, it is optional; that is, the contribution is optional. In the
event that they are not contributors, there is a basic pension granted at the
expense of the company of $25 a month.

Mr. Huxgerrorp: If they have been in the service for a sufficient length of
time.

The CHARMAN: The next is property investment account.

Mr. McCurrocH: Are these concerns which treat the ties—do the creosoting
—owned by the railway or are they all private concerns?

Mr. Huxcerrorp: They are all private concerns. They do the work under
contract for us. :

The CuamMAN: What do you salvage from disused branch lines and
sidings? Do you just salvage the steel?

Mr. ArmsTrRONG: The steel is all, except possibly the bridges—that is the
steel bridges. They may be of some use for serap or in some cases for other
branch lines.

Mh. Huxcerrorp: We salvage everything that is salvageable.

Mr, Sissons: Where were the new lines constructed?

Mr. Cooper: That is the completion of the Senneterre-Rouyn branch line.

Mr. Bercovircu: Is that in operation now?

Mr. Cooprer: Yes, sir.

The CuammaN: If you are all through on that section, the next is trans-
actions during the year 1939 affecting proprietor’s equity.

Mr. Bercovitcu: Carried.

The CuARMAN: The next is funded debt—principal and interest.

Mr. Bercovitca: Have you any idea as to the total amount of United
States funds that the government would have to pay in this $41,000,000 for
interest?

Mr. Cooper: About $22,000.000.

Mr. - Bercovircu: That is a lot of money.

Mr. Coorer: Yes, sir.

Mr. Doxnerny: Is there no possibility of these perpetual bonds being
transferred or changed into time bonds? '

Mr. Cooper: I think that is a question which Dr. Clark would have to
answer.

- Mr. Bercovircu: There would not be any possibility without the consent
of the holders or special legislation.

~ Mr. Coorer: That debenture stock is nearly all sterling stocks, and it is
quite impossible for the Canadian National Railways or any other company in
Canada to obtain sterling exchange for the purpose of retiring sterling stocks.
It is entirely in the hands of the government.

Mr. Bercovircm: That is the only way it could be done. The railway
company could not do it themselves.

Mr. HuNGerrorp: ‘That has been given a great deal of consideration, and
there has been a great deal of discussion.
legisﬁli&?mcovmcm It would be a qugstion of repudiation if they adopted

Mr. DoxyeLry: It Id iation i
& ik Hid ey would not be repudiation if you come along and offer
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Mr. BercoviTem: If he is willing to take it, it will not be repudiation.

Mr. DoxnxeLLy: If you offer a man his money, it would not be repudiation.

Mr. Bercoviter: No, but you have to have his consent. It would be
impossible if you did not have his consent, unless you passed special legisla-
tion, which would mean repudiation.

The CuamMan: They have not been ready to take their money, so far.

Mr. BercoviTcH: No.

Mr. McCurrocH: You say a great many of these are in sterling?

Mr. Cooper: Some is in United States, some is in sterling and some in
Canadian; some two ways and some three ways.

Mr. McCurrocH: The ones that have them in sterling are getting 5 per
cent. They would have a much lower rate on sterling. They would be getting
about 7 per cent for their money or 6 per cent. )

Mr. Cooper: It is sterling security and they receive 5 pounds in sterling.
Mr. Ross: The larger proportion is in sterling of the G.T.R.?

Mr. CoorEr: No, I think the larger proportion is in dollar securities.
Mr. Ross: In which?

Mr. Coorer: Are you speaking of the one item, perpetuals?

Mr. Ross: Yes. :

Mr. Coorer: Those debenture stocks—the first five—are almost entirely
held in Great Britain and are sterling, yes.

Mr. Ross: Yes. That is what I thought.

The CuarMAN: Shall we go on to the next item, gentlemen—transactions
during the year 1939 affecting proprietor’s equity?
Mr. BercovitcH: We passed that.
. The CralrMAN: Oh, yes, that is right. The next is Dominion of Canada
—Loans. _

DOMINION OF CANADA—LOANS
(Treated as Assets in Public Accounts of Canada)

Principal Interest
Qutstanding Accrued
: at Dec. 31, 1939 1939

339% Advances, Financing and Guarantee Act, 1938 .. .. .. $ 1,717,008 90 $ 75,035 45
33% Advances, Financini and -Guarantee Act, 1939.. .. .. 12,203,902 98 227,553 09
33% Advances, Branch Line Construction Act, 1936 .. .. 532,873 24 18,795 97
Advances, Trans-Canada Air Lines Act, 1937 .......... 550,000 00 15,615 76
3% Purchase of Railway Equipment (Repayable 1938-1950) 5,688,903 87 175,192 38
2% Advances, Refundin% AR =988 L b IR e 24,689,392 53 380,471 57
nterest on Advances refunded in 1939 .. .. .. c.'iv it ve eeaseineenns 23,500 79

$45,382,081 52 $ 916,165 01

INVESTMENTS IN AFFILIATED COMPANIES

Amount Amount Owned by

Stocks: COMPANY ! Outstanding  Can. Nat. System Book Value
Atlantic and St. Lawrence Rail Road
PRelBPANY o el bl L oeowlaeoee o $ 5,480,700 00§ 224 33§ 176 53
G e Belt Railway Company of Chicago 3,120,000 00 240,000 00 240,000 00
anadian Government Merchant Marine,
T R R N e T 300 00 300 00 300 00
entral Vermont Transportation Com-
Cl‘ﬁany“ N AT e e e 200,000 00 50,000 00 20,000 00
Ccago & Western Indiana Railroad
Th ey o S I A 2 5,000,000 00 1,000,000 00 1,000,000 00
€ Detroit & Toledo Shore Line Rail-
D:é)*l. BbaRY: 5 LT R T St 3,000,000 00 1,500,000 00 2,142,000 00
Toit Terminal Railroad Company.. 2,000,000 00 1,000,000 00 1,000,000 00

59313



t

26 : STANDING COMMITTEE
INVESTMENTS IN AFFILIATED COMPANIES—Concluded

Amount Amount Owned by

COMPANY Outstanding  Can. Nat. System

Book Value

Stocks:

Northern Alberta Railways Company..
The Ontario Car Ferry Compam
(Limited) . ae

The Public \Iarketq. Limited .. .

Railway Express Agency, Incorporated
(no par value) ..

The Toronto Terminals Railw a) Compdm

The Toledo Terminal Railroad Company

Trans-Canada Air Lines .. 5o

Vancouver Hotel Company Limited ..

Bonds:
Atlantic 'md St. Lawrence Rail Road

The Detloxt "& Toledo Shore Line Rail-
road Co. 1st Mtge. Bonds .. . A
Northern Alberta Railways Co. " 1st

Mortgage Bonds .. .
The Toronto Terminals R'nl“ av Co 1st
Mortgage Bonds .. .. .. .. .. .. ..

625,000 00

500,000 00
1,150,000 00
1.000 shares

500,000 00
4,000,000 00

3,750,000 00
100,600 00

$ 3.000,000 00

3,000,000 00
20,300,000 00
25,960,000 00

312,500 00

250,000 00
575,000 00
6 shares
250,000 00
387.200 00

3,750,000 00
50,300 00

$ 3,000,000 00
587,000 00
10,150,000 00
12,980,000 00

312,500 00

179.007 53
575,000 00
600 00
250,000 00
387,200 00
3,750,000 00
50,300 00

$ 9.907,084 06

$ 3,012,040 00

571,615 00
10,150,000 00
12,980,000 00

$26,713,655 00

Advances:
Chicago & Western Indiana Railroad Compam, 4

$ 1,469,467 24
The Railroad Credit Corporation .. 207,123 36
Railway Express Agency, Incorporated 87.823 62

$ 1,764,414 22
$38,385,153 28

Mr. Bercovitcn: “Trans-Canada Air Lines, $3,750,000”; that is the capital
expenditure?

Mr. HUNGERFORD: Yes.

Mr. Bercovircu: Could you tell me if the total amount has been dispersed,

has been used up in operating or manufacturing p]anes or, is any amount
available for new planes?

Mr. Huxgerrorp: Would you like to hold that question over, sir? We will
come to Trans-Canada and its affairs a little later on.

Mr. BercovircH: Certainly.
The CuammaN: Major Contingent Liabilities:

Major Contingent Liabilities

- TRANS-CANADA AR LINES:

The Canadian National Railway Company owns $5,000,000 of the Capital
Stock of the Air Lines on which total call to December 31, 1939, has been
$3,750,000.

NORTHERN ALBERTA RAILWAYS COMPANY:

The Canadian National Railway Company owns $3,125,000 of the Capital
Stock of the Railways Company on which total call to date has been 10 per cent.
Under agreement of purchase dated February 6, 1929, Canadian National
Railway Company became liable for one-half of the purchase consideration for
the property. This obligation was later assumed by Northern Alberta Railways
Company which took title to the property. The future commitment of the
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Canadian National Railway Company is $4,710,000. The Canadian National
Railway Company takes up currently in its income account one-half of the
annual deficit of Northern Alberta Railways Company.

Tue Derrorr & TorLeEpo SHORE LINE RAILROAD COMPANY:

Assumed by Grand Trunk Western Railroad Company as joint and several
guarantor by indorsement of principal and interest of $3,000,000 First
Mortgage 4 per cent—50 Year Gold Bonds due 1953.

TaE TorLEpo TERMINAL RATLROAD COMPANY:

Assumed by Grand Trunk Western Railroad Company in respect of
$5,800,000 First Mortgage 4% per cent—50 Year Gold Bonds due 1957. The
guarantee is as to interest only and is several and not joint, Grand Trunk
Western’s proportion is 9:68 per cent.

CHicAGo & WESTERN INDIANA RAILROAD COMPANY:

Assumed by Grand Trunk Western Railroad Company, pursuant to joint
supplemental lease dated July 1, 1902, between Grand Trunk Western Railway
Company and four other proprietary companies. Obligation is for repayment
of principal of bonds at their maturity, and of interest as it falls due by way
of annual rentals. The Grand Trunk Western's obligation is for one-fifth of the
bonds issued for “ common ” property and the entire amount of bonds isued for
its “exclusive” property. The bonds are Consolidated Mortgage 50 year 4
per cent bonds due 1952 and the amounts outstanding at December 31, 1939, are:

Issued for “common ” property.. .. .. .. ..$39,973,019 39
Issued for “exclusive ” property.. .. .. .. .. 252,535 36

Assumed by Grand Trunk Western Railroad Company pursuant to joint
supplemental lease dated March 1, 1936, between Grand Trunk Western Rail-
road Company and other proprietary companies. Obligation is to pay as rental
sinking fund payments sufficient to retire bonds at maturity and interest as it
falls due. The Grand Trunk Western’s proportion is one-fifth in the absence of
default of any of four other tenant companies. The bonds are First and
Refunding Mortgage 4} per cent Series “ D ” Sinking Fund Bonds due 1962 and
the amount outstanding at December 31, 1939, is $22,044,000.

C.N.R. Pension Prans:

Reserves are not set up against pensions presently being paid or conditionally
accruing under the 1935 contractual plan and prior non-contractual plans.
Actual pension payments made at the expense of the Railway are charged cur-
rently to operating expenses.

Pension contracts in force under the 1935 contractual plan number 3,151,

e average annual pension is $488, the total annual pensions being‘$l,538,691
Tepresenting a capital sum of approximately $13,350,000. The portion of this
Tillltr)lhlpontributed by retired employees is carried in the accounts as a deferred

apility.

Mr. Smarr: The first paragraph of this section answers Mr. Bercoviteh.

Mr. Bercoviren: Yes, it does. ' 3

The Cuamman: If there are no questions we will proceed to page 22.
Schedule of Companies Comprising the Canadian National Railway System.

Mr. Huncerrorp: I may say, for the information of the committee, that
We have been carrying on a campaign to reduce the number of companies as
4 as we could. There are many complications in the way but we have been
able to eliminate a certain number of companies, and that is the policy.

. 59313y 5
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The CramrMAN: Do you wish to ask any questions?

Mr. Ross: In the report of 1938 the number of companies were 99, and now
I see that there are 102 in the 1939 report; where does the reduction come in?
There is a difference of 3, an increase rather than a reduection.

Mr. Hu~xcerrorp: There have been some of them eliminated anyway, that
is sure.

The CuamrrMAN: On page 24—

Mr. Ross: Could we have a list of the reductions?
Mr. Coorer: We will give you a list.

Mr. Ross: And a list of the increases as well.

Mr. BercovitcH: While you are at it perhaps you might give us an idea
of the Industrial Land Company.

Mr. Cooper: That is a holding company for non-railway lands.
Mr. BercovircH: Did you say, non-railway land?

Mr. Cooper: Surplus lands, which were excluded from the general mortgage
of the Grand Trunk Western, were put in this holding company and disposed
of as opportunity presented itself. !

Mr. Bercovircu: Is it a Canadian company?

Mr. Coorer: No, it is an American corporation, incorporated in the State of
Michigan. ,

Mr. Hu~ncerrorp: I may say it is a wholly owned company.

Mr. Bercovitcn: I see.

The CHAIRMAN: Are there any other questions?

Mr. Bercovitcu: Have any of these lands held by this company been sold
or disposed of? ;

Mr. Coorer: I would say no; the company tried hard to get rid of some
of these lands—on account of taxes, obviously—but the market conditions were
not good for the disposal of this type of property.

Mr. Bercovitrca: You have not purchased any new lands though?

Mr. Cooper: I would not say so, and I would not say positively not; but
certainly they did not amount to anything.
~ The Cuamrman: On page 24: Statement of Revenue Tonnage by Commodi-
ties for Years 1939-1938:

Ml:. DonnerLry: Would it be possible for you to figure out for us the cost
of moving a ton mile of wheat this year as compared to what the cost was in
1926; say, the labour used in the moving of a ton mile of wheat as compared
to labour employed in 1926?

Mr. Huneerrorp: That is a bit involved.

The Cramrman: How about the whole cost?

: Mr. ArmstronG: It is a rather involved question.

Mr. Donnerry: You see, your engines today are so much larger, and your
steel is so much heavier. I would like to find out what the saving has been
to the country by increasing your trainloads as to size; or what saving of
labour there has been in that way, let us say, as compared to the conditions
which obtained in 1926?

Mr. Bercoviren: Why 19262

Mr. DoNNELLY: I just took that because it is generally used as a base vear
for purposes of comparison, .

Mr. Bercovitcn: 1 see.
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Mr. ArmstroNG: We can give you the inerease in size of the average train,
for example; but to turn that into dollars and cents becomes a rather complicated
problem.

Mr. Huxeerrorp: One has to make so many assumptions..

Mr. ArmstroNGg: Of course, no increase has been made in the size of trains
operated on branch lines. We have our lighter locomotives on these lines.
It is only on the main lines that you get any saving due to heavier locomotives;
and, as you say, better rails. That is only on the main lines, to take it and
relate it to the total cost, involves quite a problem; to do that you would have
to make a considerable number of assumptions and it would be very highly
theoretical.

Mr. DonxEeLLY: My idea is this: we have increased the size of our trains,

we have increased the weight of steel used in rails, and we also have increases
in wages. Has that increase in wages eaten up the advantages obtained in the
size of our trains or in the weight of rail used?
_ Mr. ArmstroNG: I think the only measure you can get of that is the general
improvement of the railway as a whole. There is another factor also which
comes in which would complicate it, and that is the increase in efficiency of
the railway itself over that period from 1926 on. It is difficult to allocate to
any one of these factors its value,—what effect it has on the whole situation.

Mr. Bercovitca: You would know the cost of moving freight from one
point to another per ton mile; you would know that, wouldnt you?

Mr. ArRMSTRONG: Railway costs are rather difficult to get at when you come
to a unit basis. For instance, you can analyse the operations of one branch
line and ascertain whether you are making money or losing money. When
you get into average costs you get into a very complicated problem which
requires a considerable number of assumptions, and certainly it is altogether
very difficult.

Mr. Bercovirca: And not likely to be accurate.

Mr. ArmsTrRONG: And not likely to be accurate; and very difficult except to
compare one period to another. Would this satisfy you? We did make a
comparison here in a very rough manner between 1939 and 1930.

Mr. DonNELLY: Yes, that is all right.

Mr. ArmsTRONG: This is for the system as a whole. In these two years
the traffic handled was approximately equal when measured in physical volume,
but the revenue was less in 1939 because of the reduction in rates. In that
period, as between 1930 and 1939, with the same volume of business—there
was nearly $50,000,000 less in revenues—we had a reduction of only about a
million dollars in our net revenue. What I am endeavouring to show is the
measure of improvement between 1930 and 1939. And now, that is brought
about by many things: heavier power, heavier rails, improved efficiency of
operation—and improvements that have been made, capital improvements. Tt
18 very difficult to segregate the better performance to show how much of it
Was.due to increase in the size of ears, increase in size of rail, improvement in
efficiency, etc. Does that help you at all?

. Mr. DoxxeLLy: Well, not very much. - How much have your wages
Inereased in these times?

Mr. ArmstroNG: Wages?

Mr. DoNNELLY: Yes.

Mr. ArmsTrONG: From 1926?

Mr. Don~NELLY: From 1930.
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Mr. ArMsTRONG: From 1930—there would be practically no difference
between 1930 and 1939 in the average rate of wages because the deductions
went into effect in 1931 and continued right up until 1938, part of 1938.

Mr. MacInnis: What would be the difference in the aggregate wages?

Mr. ArMSTRONG: In the aggregate wages, that is total compensation, we
show the total pay roll of 1930 as being $161,000,000 and in 1939 the compar-
able pay roll was $123,000,000. In other words, the physical volume of traffic
was approximately equal (the revenue was considerably less), but the pay roll
was reduced from $161,000,000 to $123,000,000.

The CuamrMAN: There is a memorandum here showing a comparison of
the cash deficit in 1939 as compared with 1931. There are some Interesting
figures in it. Do you wish to hear that read?

Mr. BercovitcH: Anything that is interesting I am sure we should have
read, I am sure it would please the committee.

The CuamMaN: I will ask Mr. Cooper to read it.

Mr. Coorer: This is a comparison of cash deficits in 1939 as compared
with 1931.

“The gross revenues of the system in 1939 amounting to $203
millions are approximately even with those of 1931 when they were $200
millions. However, the cash deficit for 1939 was $40,095,000, as com-
pared with $60,968, in 1931, an improvement of $20,873,000.

“The improvement is even greater than indicated if it is remem-
bered we handled 2,474 million more revenue ton miles; that salary and
time deductions in effect in 1931 amounted to $1,877,000; that we
doubled the provision for equipment retirements thereby adding
$3,325000 to our operating costs; that the pension roll inereased by
$1,741,000; and that we provided $1,114,000 for debt discount whereas
debt discount was not provided for in the cash deficit of 1931.”

That is to say, all of these amounts I have given are additional to the
improvement of $20,000,000. On the other hand, to be quite frank, in the
same period our fixed charges were reduced to $5,600,000 due to the refunding
at lower interest rates.

Mr. Bercovitcu: That is all very interesting. I think it is well to have
it on the record.

The CaamrMAN: Shall the committee rise at one o’clock? It is not quite
one o’clock yet, but before we do rise let us decide if we are going to sit this
afternoon again, because there is a lot of work to be gone through and it is
desirable to finish it as soon as possible. What is the wish of the committee?

Mr. McCurrocH: Inasmuch as the officials of the C.N.R. are here, I do
not think we should keep them any longer than is necessary.

Mr. DoxxeLLy: I suggest we meet at 4 o’clock.

_ Mr. MacInnis: I do not think I can be here, Mr. Chairman, but I do not
object to the committee sitting.

The CHamRMAN: Then we shall meet at 4 o’clock this afternoon.

(At 12.50 the committee adjourned to meet at 4 p.m.)

AFTERNOON SESSION
The Committee resumed at 4 o’clock p.m.

The Cuamman: Order, gentlemen. We have a quorum and we had better
get along. T think we were considering “Revenue Tonnage by Commodities”

on page 25. If you have fully considered that reading why we will pass on.
Are there any questions?
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Page 26 deals with “Details of Railway Equipment.”

Mr. McCurrocrH: On page 25 there is the question of ties. Lumber prices
have gone up considerably but the prices of ties have remained the same. The
railroad expects to buy these ties from the small dealers especially in Nova
Scotia and New Brunswick at the same prices if not lower than they did two
or three years ago. They just name the price and say you may take it or
leave it.

Mr. VaveaaN: All I can say to that is we are paying just as high a price
in Nova Scotia as we are in any place in Canada for ties. I do not see how
we can single out Nova Scotia and pay them a higher price than others. We
seem to be able to get all the ties we need at the price we are paying. In
gome provinces we are paying considerably lower than we are paying in Nova
Scotia.

Mzr. BercovitcH: Do you buy them in the open market?

Mr, Vaveuan: No. The way we do in connection with ties i1s this: we fix
a price for ties that we think is fair in that district and we pay everybody
in that distriet the same price for ties.

Mr. McCurrocH: There are quite a number of people who get contracts for
ties who are not in the lumber business at all and that has, I think, given rise
to a little discontent. They buy them from the other people and make a profit
of five cents apiece on them and they are not in the lumber trade.

Mr. VaveHAN: I have not got any knowledge of any such people, Mr.
McCulloch. Have you any in mind that you can give? We do aim to do
business only with these people in the tie or lumber business. There is once in a
while a storekeeper or someone of that kind who advances a certain amount
to a farmer who goes out and cuts the ties off his farm, and we take these ties

from the storekeeper. If we did not do that the farmer would not have any

money at all.
Mr. McCurrocu: The case I have in mind is not a storekeeper.

Mr. VaveHaN: I have no knowledge of any such case myself. I should be
very glad if you give it to me and I would investigate it.

- Mr. Ross: Put it on the record.
Mr. McCurrocH: It is a small thing but it makes for a little discontent.

Mr. VaveaAN: What - we do is this. We have our local tie man down there
Investigate each applicant for a tie contract. Our instructions are very explicit.
They are that he must not recommend anybody for a tie contract who is not
I the tie or lumber business.

Mr. SanxpersoN: You do not play any favorites?

Mr. VaveaaN: No. If they creep in there must be a reason for it.

Mr. McCuLrocu: This is not a case of favouritism or anything like that.
Mr. Vaveuan: I should like to have the name.

Mr. Bercovrrcs: The price would be necessarily higher if you buy from

‘these people. 1 do not know how the farmer would benefit.

Mr. Vaveuan: The farmer of course, usually along with other work cuts a
few hardwood trees or something of that kind, and he gets supplies from the
Storekeeper, goes into the bush along with a son or two and they cut 500 or
1,000 such- ties and he turns them in to the storekeeper in payment of his debt,
?)n'd' the storekeeper comes to us and asks us to take them off his hands at the

rice,

The Cramman: Have you any suggestions to offer, Mr. McCulloch?

Mr. McCurrocu: No. I can understand Mr. Vaughan and it is possibly
true that the small man gets supplies from the store. As far as the storekeeper
IS concerned in the country I think probably he is entitled to a contract.
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Mr. VaveuAN: It only happens very rarely, however, but in a very few
cases it does happen.

Mr. DoxxeLLy: Do you creosote your ties?

Mr. VaveuAaNn: We creosote about 2,000,000 ties a year.

Mr. DoxyeLLy: How much longer do you find them to last?
Mr. Vaveuan: We have more than doubled the life of the tie.
Mr. DoxnNeLLy: How does that compare with regard to cost?

Mr. VaveaaN: By the time you treat a tie it costs nearly double the
untreated tie. We get an average of eight years for a jack pine tie untreated;
we get from eighteen to twenty years for a tie when treated.

Mr. Dox~NeLLy: What about the labour?

Mr. VaveuAN: We save the labour of putting in two or three more ties
in the meantime.

Mr. BercoviTcH: You do that with ties. It would be a good thing if you
could do it with the individual.

The Cmamman: Shall we go on to page 26, “Details of Railway
Equipment ”?

Mr. DonNELLy: Where are your electric and gas cars running?

The CrHAamrMAN: Short branch lines?

Mr. ArmstroNG: You mean diesel electric?

Mr. DonnNELLY: Yes.

‘Mr. ArmstroNG: That would be shown under unit cars in passenger
equipment.

Mr. Donnerry: You run these cars with one car behind it or two?
Mr. ArMSTRONG: Sometimes two.
Mr. HuNGerrORD: Sometimes one, sometimes two; it just depends.
i 1‘\?/[r. DonnerLLy: How many men do you have on these. cars to operate

em?
. Mr. Hu~ngerrorp: That varies a little bit-too. We have a man running
the car and usually a conductor.

Mr. DonNeELLY: Have you a brakeman?

Mr. HuNcerrorp: Sometimes we have a great deal of baggage to handle;
sometimes we have two cars and a lot of express and baggage to handle; on a
main line operation where you have to flag in the event of breakdown we may
have a brakeman.

Mr. DoxnerLLy: Do you carry a baggage man in that case?

Mr. HunGeRFORD: . No.

Mr. DoxxeLLy: No express man?

Mr. Hu~ncerrorp: No.

Mr. DonnerLy: What do you carry on main trains, six-car trains?
Mr. Huncerrorp: That is in the passenger trains?

Mr. DonnerLy: Yes.

Mr. Huxeerrorp: Two men on the engine, a conductor and a baggage
man and probably one brakeman under the average conditions. The rules
vary a bit on different parts of the system.

~ Mr. Doxyerry: You carry nearly as much on the small trains as on the
big ones?

Mr. Hungerrorp: No, not quite as much.
Mr. DoxxerLy: In the way of running them.

. Mr. Huncerrorp: Generally speaking we can operate these unit cars for
Just about half the amount of some trains performing the same service.
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Mr. DonxELLy: We have this situation: a bus running on the road
alongside the track has no maintenance cost, no station agent, no brakeman
and no fireman, no express men and one man does the whole thing. You are
not competing under fair competition at all.

Mr. Bercovircu: They do not have to build the road or maintain it.

Mr. DonnNELLY: No.

Mr. McCurrocH: I notice under box cars you have 3,000 cars less in 1939
than you had in 1938. I am a little interested in box cars because we manu-
facture them down in Pictou county. I was just wondering if you were going
to bring these up to the strength of 1938 in the future.

Mr. Huncerrorp: The cars that are destroyed are almost invariably cars
of small capacity, and the cars that we purchase are those of large capacity;
so that one of the new units is equivalent to more than one of the old ones, cars
that are twenty to thirty-five years old. So that actually the number of units
does not tell the entire story. Answering your question, it all depends on the
traffic requirements. If the volume of traffic goes up we will need some more
cars.

Mr. McCurrocH: 1 hope the traffic goes up.

Mr. Hu~ncerrorp: So do L

Mr. SanpersoN: What percentage of box cars do you make yourselves?

Mr. Hu~ncerForDp: What percentage do we make ourselves?

Mr. SaNDERSON: Yes. :

Mr. Huxcerrorp: We do not build any box cars at all.

Mr. SaNpERsON: Since when?

Mr. HuncerFOrRD: We have not for a great many years. Possibly you
are thinking of refrigerator cars.

Mr. Sanperson: No.

Mr. HuNGeErForD: Just box cars?

Mr. SANDERSON: Yes.

Mr. HuxceErrorp: The company has not built any box cars to my recol-
lection. We do, from time to time, place a small order in certain of our shops
for refrigerator cars or something of that kind. :

Mr. SANDERSON: You just repair box cars?

Mr. HuncerrorD: We repair them, yes; rebuild them.

Mr. Doxnerny: To revert to the question I was dealing with a moment
ago, these small gas cars, have the company at all experimented or tried some-
thing that is a real competitor of these buses, a car or something of that kind
Operated by one man the same as the bus is operated, on the road right beside it?

Mr. Huxgerrorp: We have tried at different times a small unit, one
particular kind that may be operated on both rail and road; generally speaking
the result has not been very good.

Mr. Ross: Dealing with the section having to do with locomotives, I
Wonder if I could get a word from the committee as to this new Marslight

€y are using in the States. It seems to have been a great success over there.

Mr. Huneerrorp: I cannot answer that; I do not know what is referred to.
b Mr._Ross: It is appargntly a rotating light for protecting the traffic at
. rsec‘tlons.‘ An autorno_bﬂe comes up and actually backs away from this

€W type of light they have on the engine.

Mr. ArmstroNG: Is it on the engine?

9 Mr. Ross: Yes. It is a sort of rotating light or a Marslight. Motorists
M€ up and actually think the train is off the track and coming down the
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Mr. Hungerrorp: I am sorry; that is something that has escaped me.

Mr. Ross: It is a safety faetor, judging from the report I get from over
there. You have no information to.offer in that regard?

Mr. Hu~eerrorp: No.

The CuAlrRMaN: As chairman I probably should not say anything but I
have always been concerned with this problem of building cars. The problem
of new equipment for the railways has been brought up in this committee time
and time again, particularly as to the amount of equipment that was built by
the company in proportion to or the ratio that was built by your shop. I under-
stand that less than 10 per cent of these cars are built by the company—one in
twenty.

Mr. ArmsTrOoNG: Hardly that.

The CramrMAN: It seems to me, judging by the shops that we have on the
road that a much larger proportion could be built. I do not know whether it
is feasible or economie, but certainly the men who work for the railway company
do raise the mischief about it. I must say that because I have a lot of them
in my district.

Mr. Huxcerrorp: The policy of the company is to make all repairs in
their own shops and not contract repairs out. On the other hand because of
their superior equipment and organization for the construction of new equip-
ment we have always found it advantageous, in the main, to contract for new
equipment outside. We could build with a certain amount of difficulty and
lack of efficiency a certain amount of equipment, but our plants are primarily
designed, equipped and organized to do repair work and we do that entirely
ourselves. Tt is not our policy at the present time to undertake to build new
equipment in our repair shops. One is organized for one thing and the
other is organized for another. But there is a lot of special equip-
ment like refrigerator cars and the occasional snow plough and things of that
kind where we generally do the work in our own shops.

The CHamrmaN: Of course, your men claim they can build anything,

engines, cars, refrigerator cars, coaches, anything at all.
Mr. Hu~cerrorp: They might if they were given time and money enough.
Mr. Bercovirca: We probably all could.
The CuamrMAx: I doubt it.
s Mr. Bercovircn: Given time and money we could accomplish almost any-
ing.
~ The CramrmaN: Are there any other questions? If not, the next heading
1s statistics of rail-line operation. Are there any questions on that? Then on
page 28, statistics of rail-line operation—the same thing.
- Mr. Huxgrrrorp: That is continued.
Mr. Smarr: Those are the averages.
The Cuamrvan: The next heading is employees and their compensation;
then comes distribution of the dollar.

Mr. McCurrocr: They struck it pretty even between 1938 and 1939, so far
as labour is concerned.

Mr. HuNGerrorp: There naturally would not be very much change unless
there happened to be a change in the wage level.

The CrarmAN: Are there any questions? If not, we will proceed to

dperated mileage as of December 31, 1939, on page 29.
Mr. HunGerrorD: That is simply a statement of the track mileage operated.

The CHATRMAN: Yes. If there are no questions, we have completed the
report of the Canadian National Railways.
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Mr. Hungerrorp: Mr. Chairman, there were a number of questions asked
this morning that could not be answered offhand, and we undertook to provide
answers. We were not able to complete the answers during the intermission
between the morning session and this one, but if it is agreeable to you, we will
have them finished tonight and submit them in the morning, assuming, of course,
that there is going to be a meeting tomorrow. If not, we will submit them at
the first subsequent meeting of the committee.

The CHAmRMAN: I suppose we might as well discuss that subject now. Is
it the wish of the committee to meet to-night?

Mr. DonNerLy: There is likely to be a division of the house to-night.

The CaalrMAN: We can very readily leave this meeting and go to a division.
If the division comes after we have had an hour or so here, we can adjourn this
committee until to-morrow. Are you satisfied to meet again to-night at eight
o’clock?

Mr. McCurrocH: Subject to division in the House, I suppose.

Mr. BercovircH: Let us meet to-night.

The Cuamman: All right. Will all those in favour of meeting to-night
pPlease signify? I guess we will meet to-night, then, at eight o’clock.

Mr. Sissons: Is there any item here, Mr. Chairman, which shows the return
the C.N.R. received, if any, from investment in the Northern Alberta Railway?

Mr. HUNGERFORD: Yes.

Mr. Cooper: Our share, which is 50 per cent of the net loss of the Northern
Alberta Railway, this last year was $638,000. The C.P.R. would have an equal
amount.

Mr. SissonNs: Are returns furnished monthly by the N.AR.?

Mr. Coorer: They are made monthly by that company to the Dominion
Statistician; but I do not think they are published, except by the statistician.

Mr. Sissons: I thought the agreement between the C.N.R. and the C.P.R.
Provided that the return should be made monthly to each one of the companies.

Mr. Coorer: You mean that the company would make a return to the
CNR. and C.PR.? :

Mr. Sissons: Yes.

Mr. Coorer: Yes. We get a monthly statement showing their earnings,
€Xpenses and all other charges.

Mr. Sissons: And the C.N.R. take an equal part?

Mr. Coorer: We take up one-half.

Mr. Sissons: Do they take an equal part in the management of the road?

Mr. Cooprr: It is joint.

Mr. Sissons: There seems to be an impression there that the C.P.R. is the
dominant partner and the C.N.R. is really a sleeping partner. I want to get
away from the impression. The C.P.R. come into that area talking as if the

R. was the property of the C.P.R. rather than the joint property of the
WO roads. I should like to see the C.N.R. take a more aggressive public attitude
towards that, -

Mr. Hu~cerrorp: The situation there is that there is an equal number
- epresentatives on the board of directors. The presidency alternates year
about. ' T think perhaps the reason that this impression which you speak of has
80t abroad is that the present general manager of the Northern Alberta Rail-
gays was a former C.P.R. employee. But against that we have certain
ren‘gloyees in official capacities on the road. I do not know exactly what you
of trhto as to the public impression; but, as a matter of fact, the administration

€ Property is equal and joint.
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Mr. Sissons: I just wish to be satisfied on this point. In the agreement
between the C.N.R. and the C.P.R. dated January 29, 1929, the last clause
provided to this effect:

“The parties agree to co-operate with fairness and candor towards
each other, and to give effect to this agreement in the most liberal and
reasonable manner to the intent that each of them shall receive its full and
equal share of the benefits of the joint undertaking.”

That rather looks as if each party was suspicious of the other when that
clause was inserted. But what I wish to be satisfied of is this. Is the C.N.R.
satisfied that it is receiving a fair deal and that that clause is being carried in the
operation of the Northern Alberta Railway?

Mr. HunGerrorp: Yes, I would think so.

Mr. Sissons: That is all I want.

Mr. DonnNeLLy: Looking at page 28, it says “ ton-miles—revenue freight,”
referring to the $17 million. I wonder if it would be possible to get the wage cost
per unit of work done. T understand that it is customary to take the ton-mile as
the unit of work, as you understand it, in railroading. Is that not right?

Mr. ArMsTrONG: That is for freight traffic.

Mr. DonNELLY: Yes; and the passenger rate you estimate at what—four or
%ve?t?A passenger-mile would be equal to about four or five ton-miles, would
it not?

Mr. ArmsTtrONG: That is a very arbitrary formula. They have used the
basis of one passenger-mile equal to three ton-miles, sometimes four. Various
authorities have different opinions. Three, I think, has probably been used
more. As I say, that is a very arbitrary figure.

Mr. DoxnNELLY: Estimating it even at four, would it be possible for you
to give us the wage cost per unit of work done in 1913, 1926 and 1932, in the
low of the depression, and then this year, 1939.

Mr. ArmsTrONG: For what it is worth, we can give it arithmetically.

Mr. DonnELLy: That is what I want.

Mr. ArRMsTRONG: As to whether you can draw any conclusion from it, I
certainly would not like to say that you could.

Mr. DonneLLy: I would like you to give us that.

Mr. ArmsTrONG: We can have it done arithmetically.

Mr. Don~ELLy: All right.

The CuaRMAN: Are you through with that report? If so, we will go on
to the auditor's report—report and accounts, Canadian National Railway
{S)yfsten}? year ending 31st December, 1939. Do you want this read as we did

efore?

Mr, DoxneLLy: You mean the auditor’s report?

.. The CuamrmaNn: Yes, the letter in the beginning of the report; the preamble,
if you will.

Mr. Hungerrorp: It is rather important.

The Cuammax: I think probably we ought to have it, because we do not
want to slight this business.

Mr. DonneLLy: It is not a very long report.

Mr. Huxeerrorp: Would you like Mr. Armstrong to read it?
The CrARMAN: Yes, please.

Mr. Hansern: I do not think we have that.

Mr. Bercoviten: I have not got; it.

reporll/Ir. SMmart: Tt was sent out to each member of the House with the annual
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Mr. Hungerrorp: May I bring Mr. Matthews of Touche & Company up
to the front, Mr. Chairman?

The CHARMAN: Yes, certainly. Do you want him to read his own report?

Mr. Huxcerrorp: Mr. Matthews, will you come up to the front, please?
May I introduce him, Mr. Chairman?

The CHARMAN: Yes.

Mr. HunGerForD: Mr. Chairman and gentlemen, this is Mr. Matthews, of
George A. Touche & Company, the auditors of the Canadian National Railway
System; and inasmuch as it is his report, with the consent of the chairman, I am
going to ask him to read his own report to you; and I think he will be in
a position to answer any questions arising therefrom.

Mr. MartHEWS (reads) :

THE HoNOURABLE THE MINISTER OF TRANSPORT,
Ottawa, Canada.

Sik,—In pursuance of Sections 13 and 15 of The Canadian National-
Canadian Pacific Act, 1936, and Chapter 2, 1939, “An Act respecting the appoint-
ment of Auditors for- National Railways,” we have audited the accounts of the
Canadian National Railway System for the year ended 31st December, 1939,
and we now submit, through you, our report to Parliament.

We attach hereto the following financial statements of the National System:

Exhibit I—Consolidated Balance Sheet at 31st December, 1939—together with
audit certificate.

Exhibit II—Dominion Government—Proprietor’'s Equity at 31st December,
1939.

Exhibit IIT—Consolidated Profit and Loss Account—Year 1939.
Exhibit IV—Consolidated Income Account—Year-1939. :
Exhibit V—Investments in Affiliated Companies at 31st December, 1939.

Exhibit VI—Major Contingent Liabilities, including Pension Plans, at 31st
December, 1939.

CoNSoLIDATED BALANCE SHEET

Investments in Properties and Equipment appearing in the books of the
Companies as at the Ist January, 1923, were accepted by us. As against the
Corporate property investments brought into the National System accounts in
1923, there have been applied the reductions as authorized by The Canadian

ational Railways Capital Revision Act, 1937. Since 1st January, 1923, the
broperty additions and betterments less retirements have been shown at cost.
e property additions from that date include' construction expenditures on
certain Branch Lines, the completion of which has been suspended for some years.
. Investments in Affiliated Companies, as set out in Exhibit V, are represented
0 the main, apart from the Trans-Canada Air Lines, by a 50 per cent or less
¢apital stock ownership. The basis of the Balance Sheet figure is cost, or in
Certain instances special valuations approved by the Interstate Cgm_merce Cqm-
Mission some years ago. The accounting regulations of the Commission, effective
up to 31t December, 1939, do not require annual revaluation of Investments in
ffiliateq Companies on the basis of change in the earnings or financial position
of the affiliates. It should be noted, however, that the Commission has issued
an amending regulation in respect of security valuations, eff_eetlve‘as of 1st
4Nuary, 1940, which is more restrictive in scope than that previously in force.

S The accounts of the National System are stated in Canadian currency—
terhng_&md United States currencies being converted at the par of exchange.
Expip: dor Contingent Liabilities, including Pension Plans, are dealth with in
xhibit VI, 1o respect of Pension Plans, we would make reference to the fact
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that reserves are not set up in the Balance Sheet against pensions presently being
paid or conditionally accruing under the 1935 Contractual Plan and prior Non-
Contractual Plans. Actual pension payments made at the expense of the railway
are charged currently to Operating Expenses. In respect of the Pension Con-
tracts already issued and in force under the 1935 Contractual Plan the railway
has made a tentative estimate, which has been accepted by us, showing a capital
amount approximating $13,350,000. This capital estimate does not cover the
pensions conditionally aceruing under the 1935 Contractual Plan because their
future payment is contingent upon the general trend of future railroad employ-
ment.

CoNsoLIDATED PrOFIT AND Loss AccoUNT

Depreciation Accounting is applied to Equipment owned by the United
States Lines. Retirement Accounting is applied on the basis of original cost to
Equipment owned by Canadian Lines and to Fixed Properties in both United
States and Canada. In our report to Parliament dated 22nd March, 1935, we
recommended, conditionally, the adoption of depreciation accounting for Equip-
ment owned by Canadian Lines on the general basis of the Interstate Commerce
Commission Depreciation Order No. 15,100 which became effective, in respect
of Equipment only, on United States Railroads from 1st January, 1935. The
conditional feature of the 1935 depreciation recommendation was the concurrent
establishment of uniform accounting regulations, of a mandatory character,
applicable to all Canadian railways under the statutory authority of the
Dominion.

In view of the altered situation as a result of the war, particularly in respect
of equipment retirements, we now unconditionally recommend the adoption of
depreciation accounting for Equipment owned by Canadian Lines. During the
year 1939 the National System conducted detailed depreciation studies—in
which we collaborated—and prepared supporting data which would be of con-
siderable value if the recommendation for such depreciation accounting were
adopted. g

We would again recommend the establishment at an early date of uniform
accounting regulations, of a mandatory character, applicable to all Canadian
railways under the statutory authority of the Dominion.

In respect of current maintenance policy we have received certificates from
the President to the effect that the Properties and Equipment of the National
System have been maintained in a proper state of repair and in an efficient
operating condition during the year 1939.

GENERAL Scope oF AUDIT :

The general scope of the test audit which we have made of the National
System for 1939 may be outlined briefly as follows:—

(a) Examination of major expenditure authorities which were based mainly
upon recorded Resolutions of the Directors. These major expenditure
authorities in turn have been established mainly by Corporate By-Laws
of the Canadian National Railway Company, Statutory and Financing
Acts of Parliament and Orders in Council; A

(b) Audit tests in the offices of Regions, Separately Operated Properties
and System Headquarters, covering a cross-section of the major
expenditures so authorized;

(c) Examination into the adequacy of the internal audit control in general
by the accounting staff of the System. In this connection we work in
collaboration with the executive accounting officers at Headquarters
having as a mutual objective the securing of maximum internal protec-
tion to the System in the control of Cash Receipts and Expenditures,
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Securities Held, Material Stores, Accounts Receivable, etc. There is
the further objective of bringing about, in due course, a simpler
corporate accounting set-up within the System as one of the purposes
of the Capital Revision Act, and

(d) Audit and certification of the Consolidated Balance Sheet, Income and
Profit and Loss Accounts for presentation to Parliament, which body is
thus placed in possession of facts upon which conclusions can be reached
as to the stewardship of the duly appointed administrators of the
System.

The audit covered the various-Balance Sheet accounting units with Income
and Profit and Loss Accounts originating in the Revenue Offices, Regions,
Separately Operated Properties and System Headquarters applicable to some
101 companies comprising the National System as an operating entity.

The principal points at which our audit work was carried out were:—

In Canada—Halifax, Moncton, Montreal, Ottawa, Toronto, Winnipeg and
Vancouver. In addition, audit tests were made at other points
according to special conditions and requirements.

In U.S.A.—St. Albans, Cleveland, Detroit, Chicago and Duluth.

In Europe—London and Paris.

A copy of our Memorandum to the Board of Directors dealing with inactive
Properties, advance equipment retirements and other internal matters will be
despatched to the Minister of Transport in due course.

We report to Parliament that the National System accounts have been
maintained, during the year 1939, in an efficient manner and in general accord-
ance with the present rules and regulations preseribed for steam railroads in
Canada and those of the Interstate Commerce Commission for lines operated
In the United States.

Trans-Canapa Air Lines
The Trans-Canada Air Lines have not been included as a constituent unit
of the National System although 100 per cent stock ownership of the Air Lines
IS vested in the Canadian National Railway Company. A separate Balance
heet and Income Account have been certified by us at 31st December, 1939.
ANADIAN NaTioNAL (WesT INDIES) STEAMSHIPS, LIMITED : e,
The accounts of the Canadian National (West Indies) Steamships, Limited,
and subsidiary companies are not consolidated with those of the_ National System,
€ 100 per cent stock ownership of the parent company being vested in the
Ominion. A separate Consolidated Balance Sheet together with Consolidated

lgggme and Profit and Loss Accounts have been certified by us at 31st December,

does

The Self-Insurance Reserve as shown on the Consolidated Balance Sheet
not include any provision for war risks.

(W In respect of both the Trans-Canada Air Lines and the Canadian National
et Indies) Steamships, Limited, the test audit which we have made_for
byt 9 is similar in scope to that of the National System and may be outlined
Tefly as follows: —
(@) Examination of major expenditure authorities embracing mainly the
recorded Resolutions of the Directors, Corporate By-Laws, Statutory
and Financing Acts of Parliament and Orders-in-Council;
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(b) Audit tests covering a cross-section of the major expenditures so
authorized ;

(¢) Examination into the adequacy of the internal audit control in general
by the accounting staffs of the companies covering Cash Receipts and
Expenditures, Securities Held, Material Stores, Accounts Receivable,
ete., and

(d) Audit and certification of the Balance Sheets, Income and Profit and
Loss Accounts for presentation to Parliament.

Yours faithfully,
GEORGE A. TOUCHE & CO.

The CHAIRMAN: Are there any questions; do you wish to make any enquiry
or interrogation so far?

Mr. Bercovirca: Do I understand that there has not been any deprecia-
tion accounting practised in connection with the Canadian National Railways?

Mr. Marraews: The policy of the Canadian line since 1923 has been
retirement accounting; that is to say, charging to operating expenses all the
capital value of equipment less salvage as and when retired. On United States
lines, of course, due to the fact that they operate under the mandatory instrue-
tions of the I.C.C., they have been obliged to charge depreciation on their
equipment; that is, their rolling stock.

Of course, this subject of depreciation has been one of considerable study
over the years in these committees, and the situation has reached a point where
starting with 1935 when the Inter-State Commerce Commission finally made
depreciation obligatory at more or less standard rates—that is to say, rates
that have to be approved by the I.C.C.—we felt that the time had arrived for
the adoption by the Canadian National on Canadian lines of that type of
accounting. Now, there has been a great deal of misunderstanding in past
years in respect to Canadian National accounts of this class, both inside and
outside of Canada. There have been articles in New York papers in years
gone by that held the Canadian National up as a horrible example as to what
its result would have been had depreciation been accrued on the usual com-
mercial basis. Unfortunately, a good number of these people have very little
if any knowledge as to the actual working of the accounts of the National
railways in respect to its retirement policy. The fact that depreciation as a
basis of accounting was not adopted up to the end of 1939 does not mean for a
moment that the accounts themselves should not give a reasonably fair
presentation of operating results. Of course, in the first place, each year the
accounts fairly set out that retirement was the basis, not depreciation. But
under depreciation accounting the life of the property is spread over a definite
number of years based upon the estimated service life, whereas under the
retirement. accounting basis the charge has to be absorbed at the time the
property is retired; and if retirement accounting had been properly administered
In past years on United States railroads the chances are that the rather drastic
order 15,100 might never have been drawn; because, the fact of the matter
was that the retirement policy left open to the managements of the different
roads opportunity to retire as and when they saw fit, and in a good many
cases according to the operating results of that year. But depreciation account-
Ing spreads it out definitely over a given life.

' Now, it might be interesting to observe at this time that depreciation
accounting when adopted, and it has been adopted by the board for 1940, will
rgmeq,n ftha’o the difference between the old retirement basis and depreci’artion
egzlcst i(;rb}g'aén-?tdazzés lines’ equipment will be & very small amount; and the
1t sets the accounts of the National railways, so far as rolling
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stock is concerned, on a definite depreciation basis comparable in the main
with the class 1 railroads in the United States.

Now you ask, what about fixed properties? Well, in 1928 the Interstate
Commerce Commission set about to make mandatory the application of depre-
ciation on fixed properties of railroads, but they found that was quite im-
practicable and ultimately rescinded that mandatory order and left it optional
with the carriers. So today it can be said that with the adoption by the
directors of the depreciation policy from the first of January, 1940, the National
railways in a general way will be on all fours with the class 1 railroads of the
United States. :

Mr. BercoviTcH: What is the system used by the C.P.R.?

Mr. MarraEws: Up to this time, so far as we know, it has been retirement
accounting, I do not know, of course, what the policy is for 1940, but Sir
Edward Beatty, in his address to the shareholders, gave some indication that
they were thinking of establishing some sort of reserve. I have no means of
knowing whether it is the depreciation basis or not.

But the depreciation basis recommended in this report and adopted by the
railway is based upon a study of the service lives of the different units of
equipment. The important thing for this committee to bear in mind, I think,
Is that the jump from the so-called retirement accounting to the depreciation
basis makes very little difference in the absorbed charge in the operating
expenses for the year 1940.

Mr. Bercovitcua: Would it make any difference in the picture of the
Canadian National Railways?

Mr. MarraEws: No. It makes very little difference in the net result for
1940. There would be very little difference if you continued the present retire-
ment charges because under retirement accounting, as I say, everything has to be
absorbed by operating expenses. Under the depreciation basis, the rehabilitation
and modernizing of units of equipment are charges to reserve because of their
tenewal of life; whereas that now will become a proper charge to the reserve
depreciation. So that by and large the charge to operating expense in 1940 will
be very little different from what it would have been had retirement accounting

een continued.

Is there any other question?

Mr. SmarT: Mr. Matthews, this is what Mr. Beatty said.

~ Mr. Marraews: This is an extract from an address of Sir Edward Beatty
given at the annual meeting May 1, 1940:

“It has now become apparent that the amount of the charges for
the retirement of such rolling stock as will be available for dismantling
in 1940 will be less than last year. It is proposed, therefore, to supple-
ment the retirement charges with an appropriation to rolling stock reserve.
It is anticipated that the total charges for the year will be about equal
to full depreciation requirements.”

That is the only information we have as to the Canadian Pacific Railway.
Mr. Huncerrorp: Mr. Chairman, I should like to confirm what has just
been said. The statement made by Mr. Matthews that the Canadian National
as adopted depreciation accounting for equipment is correct. It was adopted
Clfective as of January 1, 1940, and will be in effect in the accounts for this year.
... The Cuamrman: Shall we have any other items read, or shall we proceed
With the last report under the headings?
Mr. Brack: What is considered to be the life of a freight car? A freight
“ar built how many years ago would be considered as obsolete today?
Mr. Cooper: Thirty-four years.

soaMr' Brack: Will a recently constructed car have a life of thirty-four years?
ey
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Mr. Coorer: Yes; it would probably exceed that. As a matter of fact, the
modern car can be continued almost indefinitely; you can renew different parts
of it. From time to time you can put on new trucks, new tops, new brakes,
and, so long as the car is suitable for the traffic, the type of car does not become
obsolete. By renewing parts I think you can renew a car and keep it in service
indefinitely. \

Mr. Brack: How does that work out with respect to recently constructed
locomotives?

Mr. Cooper: We assume a thirty-five year life for locomotives. In figuring
depreciation charges, we have assumed for some locomotives a life of thirty-five
years. For a diesel locomotive it is twenty-five years.

Mr. Brack: Its life is a great deal longer than the life of an automobile?
Mr. Cooprer: Oh, naturally.
Mr. Bercovircu: What is the average cost per car for maintenance?

Mr. CooPEr: Maintenance costs for freight equipment last year were $10,-
857,000. The number of freight cars was 88,000.

Mr. Hu~geErrorp: There is really no definite life for a piece of equipment.
I have personally seen a locomotive in service that was one hundred years old.
Units of equipment are generally retired because of obsolescence and owing to
changed conditions, are no longer suitable for the purpose or economical to
operate, and they are retired on that account. But you understand that a car or
a locomotive is taken into the repair shops periodically and put through a
general repair. When they come out they are substantially new; every part
that is defective has been replaced, and, to all intents and purposes, the machine
is as good as when it was built new. That process goes on year after year, so it
is quite conceivable that at the end of thirty-five or forty years there is prac-
tically nothing of the original unit left; all of the parts have been replaced at the
expense of operating expenses.

Mr. Bercovitcu: What does it cost per car to send those cars to the repair
shop?

Mr. Coorer: The average maintenance cost in 1939 was $150 per car. We
ean spend up to $1,000 on a particular unit. We did spend $1,000 on many units
of equipment last year, but the average cost is $150.

Mr. BercovitcH: And the average cost per car new is how much?
Mr. Cooper: About $3,600.

Mr. VaveuaN: It would depend on the type of car. The figure of $3,600 is
about right for a modern steel box-car.

Mr. McCurrocH: Or about 5 per cent a year on an average.
Mr. VaucHAN: Yes.

. The CramrMAN: If you have finished with that point, Mr. Matthews would
like to make a further statement.

. Mr. Marraews: In considering service lives as a basis for normal deprecia-
tion I assume we all understand that the overhead element of obsolescence in
these days of change is something which is impossible to foresee. I recall now
that after the collapse of railway revenue, after 1929, the United States railways
which had been on a depreciation basis for equipment found it necessary to
charge to their surplus or capital accounts several hundred millions of dollars for
retirement of equipment. Even though they had been on a depreciation basis,

because of the precipitate change and the falling off in revenues, they found it
cheaper to retire their equipment.
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Mr. BercovitcH: Yes, but would not the income tax be a factor in the
depreciation accounting as far as they are concerned? You are not in that position
at all.

Mr. Marraews: They would have to settle that, of course, but I want to
make clear to the committee that in any estimate of service life and in any
estimate of depreciation the element of obsolescence in these days of rapid economi
change is one that has to be taken into account as a potential eapital loss at some
future time.

Mr. Ross: On page 3 you state:

A copy of our memorandum to the board of directors dealing with

inactive properties, advanee equipment retirements and other internal

matters will be despatched to the Minister of Transport in due course.

Is that now in his hands?
Mr. MarraEws: Oh yes; the date of this is last March.

The Cuamrman: On page 5 is the consolidated balance sheet at 31st Decem-
ber, 1939. Do you want to go into that or shall we pass it by?

Mr. BercoviTtcH: Yes.

Mr. MarraeEws: They are just confirmatory statements. These are the
ones that we certify out of the annual account presented.

The CuamrMAN: At that rate, gentlemen unless you have some further
questions to ask Mr. Matthews, we have completed that report.

Mr. LockHART: In connection with the operation of hotels, could we have
itemized, first, the number of hotels in operation and any capital expenditures
that are made on each with the gross earnings and operating expenses charge
against each showing the net revenue from each hotel?

Mr. ArMSTRONG: That was asked for this morning.

Mr. Lockrarr: I am sorry I was not here. Is that being supplied?

Mr. ArmsTrRONG: We are supplying that. You mentioned the investement
too, did you? ' \

Mr. Lockuart: I am sorry I could not get here this morning; I had another
meeting to attend.

Mr. Brack: Where does that statement appear? Does that appear in the
consolidated balance sheet?

Mr. ArmsTRONG: It appears on page 13, sir, of the Canadian National annual
report.

Mr. Lockuart: That includes salaries being paid?

Mr. ArMSTRONG: It includes everything charged to hotel operation. We
were to furnish that for each individual hotel; that is, we were to furnish a
breakdown of those figures by hotels.

Mr. Cooper: That was furnished.

Mr. ArmstroNG: I find it has been handed to the reporters.
Mr. Brack: Where does the depreciation on hotels enter in?
Mr. Coorer: We do not include depreciation on fixed properties.
Mr. Brack: What about furnishings and eduipment?

Mr. CoorEr: The cost of renewing them and keeping them in first class
order is an operating expense.
Mr. DoxnNeLLy: You will give the capital invested in each hotel at the
Same time?
Mr. Coorer: We will add that.
5031—43
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The CuamrMman: We shall now deal with the annual report of The Cana-
dian National Railways Securities Trust. Will you read this Mr. Cooper?

Mr. CoOPER:
“Ottawa, March 20, 1940.

“The Honourable C. D. Howg,
Minister of Transport,
Ottawa.

Sir,—In conformity with section 23 of The Canadian National- Rail-
ways Capital Revision Act, 1937, the trustees submit the following report
of the transactions of The Canadian National Railways Securities Trust
for the calendar year 1939.

“The initial stated value of the capital stock of the Securities Trust
has been further reduced by $2,600,442.11 during the year due to capital
losses from certain duly authorized line abandonments made by the rail-
way during 1939 in respect of which His Majesty has not made cash
reimbursement to the railway.

The line abandonments in question were:—

Miles $
Middle S/D—Bridgetown to Granville Centre. 7-63 90,957 48
C.V. Ry—VWilliamstown Branch.. .. .. .. 3-87 120,006 25

L’Orignal S/D—Hawkesbury to Hurdman. ..55-28 1,802,373 89
North Lake S/D—Twin City to Mackies.. ..33-66 587,104 49

$2,600,442 11
No other business was transacted during the year.
The trustees present herewith the balance sheet of the Securities
Trust as at December 31, 1939.

For the Trustees,

W. C. CLARK,
Chairman.”

Mr. Bercovirca: Would you mind explaining in a few words just what is
meant by The Canadian National Railways Securities Trust? I must confess
my ignorance, because I should know it. It would enlighten me very much,
indeed, if you would briefly tell me what it is. :

Mr. Coorer: It is a company established under the Canadian National
Capital Revision Act of 1937. To it were transferred the securities of the
national railways, consisting of certain capital stocks, loans, advances, and
unpaid interest which prior to that date had been held by the government of
Canada directly against the national railways; and the securities trust was
formed as a holding company in order to facilitate the revision of the capital
structure of the Canadian National Railways. Instead of the obligations being
directly from the railway and its various subsidiaries to the government it is now
to the securities trust, the entire capital of which is held by the Dominion. It
was an instrument for the simplification of the capital structure of the Canadian
National Railways.

Mr. Bercovrrcn: Thank you very much.

Mr. Brack: The actual capital was actual capital put up to start this trust
organization?

Mr. Cooprr: No, there is no cash involved in the new capital set-up. The
securities trust issued its capital stock in consideration of the acquisition by it
from the government of the securities and advances previously held by the
government. ¢

Mr. Smart: It is a piece of machinery.
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Mr. HanseLn: It is not really a company.

Mr. Coorer: No, more a trusteeship.

Mr. HaxserL: A joint parliamentary committee would be the proper term.

Mr. Smart: It was created under the Canadian National Revision Act,
Capital Revision Act.

The CHAIRMAN: Are there any further questions there? We now come to
this balance sheet. Does it correspond with the other balance sheets?

Mr. SmarT: It corresponds with the one that is shown on page 12, Dominion
Government—Proprietor’s Equity, under the profit and loss account.

Mr. Hanson: Has anything been done to reduce some of these demand
notes which carry 6 per cent interest? Has anything been done this year?

Mr. Coorer: No; there was no change during the year in the holding of
the trust so far as these demand notes are concerned. The notes still carry
interest at 6 per cent although collection of interest, of course, is an impossi-
bility and the accruing of interest was suspended by authority of the trustees.

Mr. Haxson: Are these demand notes held by individuals or by the govern-
ment?

Mr. Coorer: Held by the securities trust against the railway.

Mr. Hanson: I mean the outstanding individuals. Are these notes held
by individuals or corporations?

Mr. Cooper: The securities trust holds the demand notes against the
railway company.

Mr. Hanson: It seems quite a bit of interest to be paying.

Mr. Smart: It is not paid.

Mr. Hansox: It is set out here; it is a government security.

Mr. Smart: It was accruing previously all the time. Now they have wiped |

it off by putting it here. There is no actual interest paid.
Mr. DoxNeLLy: What is meant by “cremation” certificates?

Mr. Coorer: When securities are destroyed the trustees under the deed of
trust generally require production of a cremation certificate, that is evidence of
cremation, certified by responsible officers of the company and the trustees.

Mr. BercovircH: Proof that it is legally dead.

Mr. Haxson: We have this 6 per cent piling up?

Mr. Smart: No; we do not pile it up any more. That is just it. The
railway company does not pile it up.

Mr. Hanson: You did until 1937.

Mr. Smarr: That was wiped off by the creation of this company.

Mr. Haxson: You did. '
oy kl\‘;h‘. Ross: What is the amount of the initial set-up value of the capital

ck?

Mr. Cooper: Five million shares issued. The original set-up value was

$270,037,000. This has been reduced to the end of 1939 to $264,000,000.

The CuamMaN: Are there any other questions in connection with this
balance sheet?

i Mr. Hanson: What is the average interest paid, Mr. Chairman, on securi-

ylgs -fa?hat really are interest bearing? What is the average we are paying this
ar?

Mr. Cooper: A fraction under 4 per cent.

Mr. Hanson: Four per cent?

chtMr. Cooper: A very slight fraction under 4 per cent; practically 4 per

T et et T T
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The Cmamrmax: We now come to the annual report of the Canadian
National West Indies Steamship Limited. Who is going to read this report?

Mr. Huncerrorp: I think Mr. Armstrong may read it. Mr. Vaughan will -
be prepared to answer questions.

Mr. ARMSTRONG:

ANNUAL REPORT |

MoxTrEAL, 19th March, 1940.
Tue HonouraBre C. D. Howe,

Minister of Transport,
Ottawa.
SIR,
On behalf of the Directors, I beg to submit the Annual Report of Cana-

dian National (West Indies) Steamships, Limited, for the year ended 31st
December, 1939. ‘

Notwithstanding the unfavourable conditions prevailing in the last four
months of the year, brought about by the declaration of war, it is gratifying to
be able to report a surplus after making provision for bond interest.

The comparative operating results were as follows:

1939 1938 Decrease Per. Cent
Operating
Revenues.. .. .. ..$4,642306.28 $4,915,355.40 $273,049.12 5.56
Operating
Expenses.. .. .. .. .. 4018446.85 4,169,115.63 150,668.78 3.61
Operating
Profit.... .. .. .. ..§ 623,859.43 $§ 746,239.77 $122,380.34

Operating revenues decreased $273,049 during the year. Freight revenue
decreased $4,645; passenger revenue decreased $215043: and miscellaneous 4
revenue decreased $53,361. Freight revenue was only slightly less than in 1938, '
although there were five fewer completed voyages. There was an increase in :
export tonnage, but a larger deerease in import tonnage, including a decrease
of 250,979 stems of bananas. Passenger revenuc was adversely affected by the

war. Miscellaneous revenue decreased as no charter was secured in 1939 for
the ss. Cornwallis.

Operating expenses were reduced by $150,669, largely as a result of the :
fewer number of voyages completed during the year. The crews are being paid J

a war bonus and in other respects the cost of operating under war conditions
has been increased.

After payment of bond interest, but before depreciation and interest on
Government advances, there was available $153,859.43, which will be paid to

the Government as interest on advances. The corresponding fieure in 1938 was
$276,239.77. 4 sere i 5

The vessels of the fleet were operated during the year without serious
casualty and have been maintained in a high state of efficiency.

The Directors take this opportunity of expressing their appreciation of the
continued loya.l_ and efficient services rendered by the company’s officers and
employees, particularly under the stress of war time conditions.

B e

For the Directors,

L. J. HUNGERFORD,
President.
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Mr. Locksarr: Could we have some information on the war bonus being
paid these men?

Mr. VaveuAN: They are paid 25 per cent on their wages.

Mr. Hanson: The steamships on the Pacific coast belonging to the com-
pany, are they in a separate report?

Mr. ArmsTRONG: They are included in the annual report of the Canadian
National Railway system.

Mr. Brack: Has there been an increase in freight charges applicable to
this war bonus? When did it become effective? :

Mr. Cooper: September 10.

Mr. Brack: Was there an offsetting increase in freight charges?

Mr. VaveuaAN: Yes; there was an increase in the freight charges approxi-
mately 25 per cent at the same time.

Mr. Haxson: I am sorry I could not be here this morning. I should like
to have some information with regard to the steamships that were sold on the
Pacific coast, the Prince Charles and the Prince John. To whom were they sold
and how much was received for them?

Mr. Hu~ncerrorp: I will answer that.

Mr. Hanson: Also if the crews on these steamships were taken care of or
provided for in the transfer.

Mr. Hu~xgeErrorp: The Prince Charles and the Prince John were engaged
in the Vancouver-Queen Charlotte service, as you know. That was a highly
unprofitable service. We were losing a lot of money, notwithstanding the sub-
sidy. They were eventually sold to the Union Steamship Company who are
going to make their own arrangements with the government with regard to the
maintenance of the service, whatever it may be. As far as the crews are con-
cerned, that is in the process of adjustment now. Some of them are exercising
their seniority and going over on the Prince Rupert and the Prince George
service, Others are going to the Union Steamship Company and there may be
a residue left. However, we do not know. The matter is being dealt with in
detail by the local officers at Vancouver at the present time.

Mr. Hanson: In other words they maintain their seniority.

Mr. Huxcerrorp: They can exercise their seniority in so far as our service is
concerned. The Union Steamship Company have agreed to take over as many
of them as wanted to go and are prepared to take service with them.

Mr. Hanson: Is it permissable to have the price paid?

Mr. Huxcerrorp: The price paid for the two ships was $80,000.

Mr. Hansox: Each?

Mr. Huncerrorp: No, the two.

Mr. Hanson: For the two.

Mr. Hu~gerrorp: For the two of them. We had them surveyed carefully
before and explored other markets. We could not find we could get any more
money or as much from any other source. We had been losing somewhere in the
neighbourhood of $40,000 a year on that service.

Mr. Brack: What did these boats cost?

Mr. Huncerrorp: They cost rather a large sum years ago. Perhaps we
can find the figures here,

Mr. Smarr: How old are these things?

Mr. Huxcerrorp: One was built in 1907 and the other one in 1910.

Mr. Cooper: The Prince Charles cost $287,000 and the Prince John $148,000.
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Mr. ArmsTtrRONG: The Prince Charles was built in 1907 and the Prince
John in 1910.

Mr. Brack: How many other boats were disposed of during 1939?

Mr. Huxgerrorp: We have sold to the government the Prince Robert and
“the Prince David for war purposes.

Mr. Brack: The steamship company sold them?

Mr. Hu~NGeErrorDp: As a matter of fact the government practically expro-
priated them, just took the vessels.

Mr. Ross: I see the capital loss on the Prince Henry was about $1,000,000.
Have you any information on that as well?

Mr. Huncerrorp: The Prince Henry was sold in 1938 to the Clark Steam-
ship Company. That company operated in the Gulf of St. Lawrence generally
and they sometimes provided cruise service to the West Indies.

Mr. Ross: She was on the Pacific run, on the Pacific side?

Mr. ArMSTRONG: She was built for the Pacific Coast.

Mr. SmarT: She was not used there. She was on the St. Lawrence operated
by the Clarke Steamship Company of Quebec. They bought her.

Mr. HuNGgerrorp: The three vessels were alike—that is, the Henry, Robert
and David. They were all built at one time, back about 1930, for Pacific
coast service. Generally speaking, they were not suitable for the kind of service
that was contemplated at the time, and there has been very substantial loss
in connection with them.

Mr. Ross: What was the original cost of the Prince Henry?

Mr. Huxcerrorp: Roughly speaking, about $2,160,000.

Mr. Brack: Where do you find the inventory making up those figures on
page six, investment, as of 31st December, 1938, $10,969,000.

*  Mr. ArmsTtrONG: You are speaking now of the Canadian National West
Indies Steamships?

Mr. Brack: Yes.

Mr Smarr: Do not let us get confused. There is this Canadian National
West, Indies Steamship which is a corporation and they own certain boats. But
the Prince.Henry and Prince George and those boats belong to the railway
company, not to this steamship company.

Mr. BercovircH: Were the vessels mentioned in the balance sheet of the
Canadian National West Indies service taken at cost?

Mr. Cooper: Yes, they are at cost. The ships themselves are shown on
page ten.

Mr. Smarr: Yes, page ten of the report.

Mr. DoxneLLy: What do you estimate the life of one of those boats to be?

Mr. Huxcerrorp: Well, that is a debatable question.

Mr. Cooper: Twenty-five years. You are speaking of the West Indies

Mr. DoxnEeLLY: Yes.

Mr. Cooper: Twenty-five years is the estimated life that took to
establish the depreciation rate. A RS

Mr. Donxerry: What about this one on the west coast? She w a
1907, you say, and sold? st coast? She was built in

X Mr. Cooper: It is quite a different service, and I think you would have
take the difference in service into consideration. A boat on the Pacific coast

operating in sheltered waters is quit i iti :
st Tniee hope 1s quite a different proposition from that of the
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Mr. Bercovitca: There would be less wear and tear.

Mr. Coorer: Yes. Twenty-five years is the common practice on ocean-
going passenger vessels, for Cunard White Star, Furness, Withy and other
companies. I made a general survey of ocean-going passenger vessels throughout
the world, and I came to the conclusion that twenty-five years was the general
average life for depreciation purposes.

Mr. Dox~eLLy: I just noticed that one of these boats you say was built
in 1907, so she is getting along.

Mr. Cooper: They have been operating continuously. They are in what
we would call branch line service. ‘

Mr. Hu~eerrorp: The Prince Charles 1 think is the one you refer to. It
was pretty well in continuous service during that period, but it varied at
different times of the year. In some parts of the vear the service was less
frequent. It was quite an old ship.

Mr. Lockuart: While we are on that, I should like to ask how that
compares with the age of boats operating on inland waters. What would be
the average life of a boat used for passenger service, having regard to safe
operation?

Mr. Hu~ncerrorp: We have boats on inland waters. 1 think we could
answer that.

Mr. Lockuart: The Canadian National Railway have. I am asking that
for general information.

Mr. VauvgHAN: There are boats operating on the lakes which are fifty years
old and still in good condition.

Mr. LocksArT: You consider them okay at fifty years of age?

Mr. VaveHAN: Yes.

Mr. Coorer: We have a vessel operating between Detroit and Windsor; I
think it is sixty years old.

Mr. Ross: I worked on the old Huronic thirty-two years ago. She is going
yet, stronger than ever. _

Mr. VaveaaN: Those boats operate only part of the year.

Mr. Haxsern: I am a bit confused, Mr. Chairman, as to just what this
company is. It was stated a little while ago that a couple of boats were sold
to the government. Is this not a government institution? If it is not, what has
it got to do with us? »

The CaatrmaN: I wish vou gentlemen would talk a little louder. I may be
failing in my faculties, but I cannot hear a good deal of what goes on myself.

Mr. ArmstroNG: There is confusion between the two companies, as I
understand it.

Mr. Haxsern: 1 am confused as to what this company is, and my con-
fusion arises from the statement that the company sold to the government a
couple of hoats. I am under the impression that this-is a government institu-
tion. Tf it is not, what have we got to do with it?

Mr. Smarr: This company did not sell them. This company was organized
to carry out a trade treaty with the West Indies. The stock of it is entirely
OWned by the Dominion government and it is operated really by the directors
of the Canadian National for the government. Really, that is the position it
18 In. On page 10 you will find the boats and their names that are actually
OWned by this corporation.

Mr. HanseLn: Yes, 1 see.

Mr. Smart: In addition to that, the railway company itself had certain
boats which were mostly operated or built for a movement up the coast of
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British Columbia. The accounts for those are consolidated in the railway
aceounts. This thing is a separate thing altogether.
Mr. HaxseLn: 1 see.

Mr. BLack: Where do we get the detailed statement of the boats operated
outside of this Canadian National West Indies steamships?

Mr. Smarr: It would be in the Canadian National Railways accounts.

Mr. Brack: It is just a consolidated statement.

Mpr. SmarT: Yes.

Mr. Brack: There is no detail.

Mr. Cooper: We have only two boats left now, the Rupert and George.

Mr. Brack: How did the amount realized on the one disposed of last
year compare with the cost?

Mr. Hu~NGerrorp: Very much less.

Mr. Brack: Or how did the amount realized compare with the value as
represented on the inventory of the previous year?

Mr. HuNGerFORD: Very much less.

Mr. Brack: The amount realized was very much less than the value as
carried on the previous year’s inventory?

Mr. Hu~NGerrorD: Yes.

Mr. Buack: How much would that be?

Mr. Huxcerrorp: Have you got the figures?

Mr. Cooper: The cost of the ship was $2,160,000; the sale price was
$500,000. You are speaking of the ship sold in 1938?

Mr. Brack: Yes. And how is that loss in capital value accounted for?

Mr. Coorer: We divided the loss into two parts. The portion from the
date it entered service to the date of the sale was a charge against operation;
and we took it up as such. The portion of the loss represented by the unexpired
service life—that is from the date of sale to the end of its potential useful life—
was treated as a capital loss. It was a loss of eapital. But that loss was not
service consumed in operation. It was purely a loss of proprietor’s capital and
it was charged to the proprietor’s equity account which, in other words, is the
equity which the Dominion government has in Canadian National Railways.
If the Dominion suffers a capital loss, as it did in that sale, we charge it to
the proprietors through that account as distinguished from an operating deficit
of the railway which, of course, is also charged to them in a different way.

Mr. Brack: Where is that capital loss and operating loss set out in the
report before us?

_ Mr. Cooper: The sale that we are speaking of took place in 1938, and you

will have to go to the accounts of 1938 to pick it up.

Mr. Brack: Yes.

Mr. Cooper: But it is in the accounts of 1938 as I deseribed it.

Mr. Brack: In this consolidated balance sheet of the Canadian National
West Indies Steamships Limited there is a total investment represented by
vessels of $10,960,957.71. Then there is a deficit on the other side of $10,671,-
264.89—almost the exact amount as represented by the investment value. What
becomes of that deficit? How is that ultimately dealt with?

; Mr. COOPER: At the present _time, or for the last two or three years, the
line has been showing an operating profit.. But this deficit is made up of
what I would term a cash deficit and a book-keeping deficit. The cash deficit
amounting to some $5,000,000—shown on the balance sheet here as $5,059,000—
was advanced by the Dominion to the Canadian National (West Indies) Steam-
ships Limited. = Of the remainder of the deficit of $10,000,000—%$3,390,000

L3

e




e

RAILWAYS AND SHIPPING 51

—represents accrued depreciation; and the remainder represents interest on
advances by the government for capital and deficits, amounting to $2,190,000.
Those figures are set out in the balance sheet. The deficit of $10,671,000 is
made up of these three things: the actual cash loss in the operation of the line,
$5,059,000; interest due to the government on its advances $2,190,000 and
accrued depreciation of $3,390,000.

The CHAIRMAN: Are there any other questions?

Mr. LocksART: This line is operating at a distinet loss at all times?
Mr. Cooprer: I beg your pardon?

Mr. Lockuarr: This line is operating at quite a distinet loss?

Mr. Cooper: Oh, no.

Mr. Lockuarr: I could not hear but a part of what was said. I quite
agree with the chairman. You can just hear part of what is said. Maybe
I misunderstood. I am sorry.

Mr. Coorer: In 1939 the line had an operating profit of $623,000.
Mr. LockHArT: From the way it appears here I thought it was a deficit.

Mr. Cooper: Against that we must charge bond interest of $470,000 and that
produces a net profit of $153,000.

Mr. LockHART: Yes?

Mr. Coorer: That is exclusive of interest and depreciation; $153,000 is the
cash profit, and that was turned over to the government.

Mr. LockHART: I misunderstood the previous remark.

Mr. Brack: I do not understand the consolidated balance sheet; assets are
shown at $13,733,948.96, and liabilities, the same figure, set out there, quite as
you would expect; but it does not add up.

Mr. Cooper: It does, sir; if you consider the deficit as a deduction from
the other liabilities. It is a debit aceount in profit and loss. If it were shown
on the asset side of the balance sheet—which, of course, is not correct—the addi-
tion would be a simple one.

5 Mr. Brack: That is, the profit and loss deficit should really be on the asset
side.

Mr. Coorer: Well, I do not think it should, because it is not an asset;
and it is eustomary to show deficits on the liability side, it is shown in italics to
indicate that it is a deduction from the other items. It is a red ink figure.

The CuHAmRMAN: Are you satisfied, gentlemen? If so, we will go on to
Something else.

Mr. Lockuarr: We have to be satisfied, Mr. Chairman, if you are.

Mzr. Cooper: Well, gentlemen, if there is anything which is not clear—

The Cuamman: Well, the meeting is in the hands of the committee. I do
not want to be unduly hasty.

Mr. Ross: We can refer back to this business.

The CuArMaN: Yes, we can return to that account. I do not want to rush
Proceedings.

Mr. Smarr: What is it you had in mind, Mr. Lockhart?
Mr. LockuarT: I am going to study this thing. I am still confused in my

mind, but I might ask a question at some later time. Likely I am from
Missouri.

Mr. CoopEr: Yes, I will be glad to answer at any time.
The CaamrMax: There is no need for us to go over the report under the

*parate headings because you have been considering all parts of it now, I dare
Say, s0 we will pass on. The next is Trans-Canada Air Lines,
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l\gr. LockuAarT: What iz the arrangement about the time for us to meet
again?

The CuarmaN: I thought it was agreed by the committee that 8 o’clock to-
night would be the time for our next sitting.

Mr. Brack: I think we should have a chance, if we are to deal with this
clearly, to examine these accounts and then probably have some further infor-
mation should we desire it.

The CuHaRMAN: Well, it is up to you. Make up your minds, that is all.
Let us decide now whether we are to convene again to-night at 8 o’clock.

Mr. Smart: Well then, would you convene to-morrow morning?

The CuArRMAN: Oh, yes, we meet again to-morrow.

Mr. SANDERSON : If memory serves me right we decided that we would meet
to-night at 8 o’clock. We took a vote on it.

The CrarMAN: Well then, it is settled. The only thing we have to decide
is whether we are going to sit to-morrow or not.

Mr. DoxneLLy: I would move that we adjourn if we are to sit to-night
at 8 o’clock.

Mr. Brack: What is it proposed to take up this evening?

The CuarMAN: This report on Trans-Canada Air Lines.

Mr. Brack: And what other reports are before the committee? I, of course,
was not able to be here this morning. :

The CuammaN: Then there are some budget items here for the C.N.R.
budget for 1940.

Mr. Brack: Is that before the members of the committee in detail?

The CaarMAN: Yes, I think so. There is a pamphlet still to be distributed.
Then we have the estimates here before us for consideration of votes Nos. 445,
446, 459 and 460. The budget of the C.N.R. for 1940 is to be distributed by
representatives of the railway immediately.

Mr. Brack: Mr. Chairman, when could we have the figures applicable to
the hotels; will they be available this evening?

The CramrMmaN: Mr. Cooper says that that information will be available
to-night.

Mr. Ross: Was it your intention to endeavour to wind up to-night?

The CrARMAN: I don’t think we could possibly wind up to-night, it would
take quite a little bit of time to-morrow.

Mr. Haxsern: Mr. Chairman, it is getting on towards 6 o’clock and we have
a lot of figures and details to go over.

The Crarman: Well, the committee stands adjourned, we are only waiting
for this budget of the Canadian National for 1940 to be distributed to members.
As soon as you get your report you may 20.

. The committee adjourned at 545 o’clock to meet again this day at 8
o’clock, p.m. G

NIGHT SESSION

The committe resumed at 8 o’clock p.m.

1The CHAIRMAN: Order. It was decided before the dinner recess that we
would proceed with the examination of the report of the Trans-Canada Air
Lines when convening to-night. *

% c11\/11' Harris: Just before you proceed with that, have we a clear under-
standing that inasmuch as the budget for the coming year of the Canadian

B
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National Railways and the Canadian National Steamship has just been tabled,
we will have an opportunity of going into the matter that is contained here.
I have in mind this: what is gone is gone and what is contained in the report
which you passed nothing can be done about, but there is ample opportunity
for—

The CuarMAN: Mr, Harris, it was passed with the understanding that we
could revert to it and ask what questions we desired after looking through its
pages to-night.

Mr. Harris: With that understanding—

The CuHARMAN: It was passed with that understanding.

Mr. Harris: When do you propose to go on with the budget?

The CuHAIRMAN: To-morrow. We shall now deal with the Trans-Canada
Air Lines annual report for 1939.

Mr. Hu~ncerrorp: Would you like one of these gentlemen to read it?
The CHAIRMAN: Yes.

Mr. HuNGerrorp: Mr. English will read it.

Mr. ENGLISH:

TRANS-CANADA AIR LINES

THIRD ANNUAL REPORT
OF THE
DirecTors oF TrANS-CANADA AR LINES
YEar ENDED 31sT DECEMBER, 1939

To the Shareholders:

The Board of Directors submit herewith the Third Annual Report of Trans-
Canada Air Lines, being for the year ended 31st December, 1939.

OPERATIONS AND DEVELOPMENT

The close of the year 1939 saw the completion of what might be termed the
first stage in the development of the company’s operations. During the year
passenger service inaugurated between Montreal, Toronto and Vancouver, between
Montreal, Ottawa and Toronto, and between Lethbridge and Edmonton; mail
and express service was extended to Moncton. The company’s ground facilities
and personnel were established to meet the requirements of a 24-hour-a-day
operation and the flight training program was advanced to provide a full com-
plement of trained personnel for the services operated and for the extensions
Immediately contemplated.

For ready reference the principal events of the year, and contemplated
developments for 1940, are set forth below:—

Principal Events of the Year

February 1st.—Service to Calgary established.

March lst—Regular air mail and air express”service established between
”Iontreal, Toronto and Vancouver on night schedule.

March 1st.—Additional daily service inaugurated between Lethbridge,

, Calgary and Edmonton.

M July 18th.—Air mail, passenger and air express service inaugurated between
ontreal, Ottawa, and Toronto via Muskoka.

q November 1st—Service established between Moncton and Toronto on a
aylight schedule, mail and express only being carried between Moncton and

P
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Montreal, and passengers, mail and express between Montreal, Ottawa and
Toronto. The inauguration of this service provided a second daily schedule
between the three latter cities.

Contemplated Developments, 1940
Additional daily service between Montreal, Toronto and Vancouver, on or
about April 1st.
Service between Toronto, London and Windsor, on or about July 1st.
Service between Toronto and New York, and Toronto and Buffalo.
The CramrMAN: Do you want to ask any questions so far as we have gone?

Mr. Hagrris: I should like to refer to the service between Toronto, London
and Windsor, which is said to go into effect on or about July 1st.

Mr. Coryer: The inauguration of that service depends on when the fields at
London and Windsor will be ready to start service. We are prepared to start
service just as soon as the air ports at these two places are ready. We are in-
formed the fields will be ready on or about August 1st.

Mr. McCurrocH: You are a little ahead of Moncton.
Mr. Hungerrorp: The passenger service has been restored now.

Mr. Corver: The Moncton passenger service was started on the 15th of
February.

The CHAIRMAN: Are there any other questions on this section of the report?
Mr. ExcLIsH:

Operating Conditions and Performance:
Operating conditions throughout the year were on the whole quite favourable.
There were no accidents involving injury to passengers or personnel.
Mr. Harris: We can all read this quite readily. Have you any general

statement to enlarge on the contemplated developments other than these three
lines?

The Cuamrman: We found it pretty satisfactory so far to read the intro-
ductory report.

Mr. Harris: Who is the witness here now? What is his official position?
What is his nome and what is his official position?

The CrarmAN: His name is Mr. English.
Mr. Hagrris: What is his official position?

Mr. Huxcerrorp: This is Mr. Colyer, vice-president of Trans-Canada and
Mr. English is his assistant.

Mr. Harris: Asgsistant to the vice-president?
Mr. HunGERFORD: Yes.

Mr Harris: He is the gentleman who is reading the report now? He is the
gentleman we can question?

The Cramrman: If you will address the chair it will get to whoever should
answer this.

. Mr. Hageis: I should like to ask one question. I have not a clear conception
i my mind of how eclosely associated the Trans-Canada Air Lines and the
Canadian National system are; I cannot see in this report the proper place to ask

the following questions, namely: The purchasing of supplies for the Trans-

Canada Air Lines. Is that done through the purchasing department of the

Canadian National Railways or have they their own purchasing department?
What is his name and what is his official position?
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The CuamrMAN: I believe it is ecustomary to run through the report first and
then put your interrogation afterwards.

Mr. Hagrris: That will be all right.
The CramrMAN: I believe that has been the practice.
Mr. ENGLISH:

Operating Conditions and Performance:

Operating conditions throughout the year were on the whole quite favour-
able. There were no accidents involving injury to passengers or personnel.

The following statistics demonstrate the growth and expansion of the com-
pany’s operations:

Route Miles operated

December 31st, 1938 December 31st, 1939
Toronto—Vancouver.. .. .. .. .. .. 2291 Moncton—Vancouver.. .. .. .. .. 2839
Montreal—North Bay.. .. .. .. .. .. 307 Ottawa—Toronto.. .. .. .. .. .. .. 228
Lethbridge—Edmonton.. .. .. .. .. 288 Toronto—North Bay.. .. .. .. .. .. 187
Seattle—Vancouver.. .. .. .. .. .. .. 122 Lethbridge—Edmonton.. .. .. .. .. 288

Seattle—Vancouver.. .. .. .. .. .. 122
3,008 3,664

Scheduled Miles—Daily

Toronto—Vancouver (1 round trip).. 4,582 Montreal—Vancouver (1 round trip). 4,822
Montreal—North Bay—Toronto Moncton—Toronto (1 round trip)... 1532

& G T v IS P SRR C S Montreal—Toronto (1 round trip).. 676
Lethbridge—Edmonton (1 round trip) 576 Toronto—North Bay (1 round trip). 374
Vancouver—Seattle (2 round trips).. 488 Lethbridge—Edmonton (2 round trips) 1,152

Seattle—Vancouver (2 round trips).. 488
6,634 9,044

The CuamrMan: Does anybody wish to ask a question in connection with
these tables before we go on?

Mr. LockuArT: Not in connection with the tables, no.
Mr. Brack: I should like to ask a question in regard to branch lines. As
I understand it Halifax ultimately will be one of the terminals, I suppose, of

this branch line operating now between Moncton and Halifax. I understand
that is not referred to here. On what basis does that work?

~ Mr, Huncerrorp: That service is not being operated by Trans-Canada Air
nes.

Mr. Brack: Well, what is the connection between the two services? Are
they operated one in conjunction with the other?

Mr. Huxcerrorp: They connect at the same air port at Moncton.

Mr. McCuLroca: The same will apply to Charlottetown.

Mr. Brack: Is that a separate company operating?

Mr. Huncerrorp: Entirely separate.

Mr. Brack: Is there any contract or working agreement between these
Companies and the Trans-Canada Air Lines?

Mr. Hungerrorp: I am sorry; I did not get that.

The_a CHARMAN: Is there a working arrangement between these other
COmpanies and the Trans-Canada Air Lines?

¢ Department to provide services at Moncton.

Of Mr. Huncerrorp: The Canadian Airways has a contract with the Post
- Offie

i
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Mr. Brack: Is there any contract or agreement between Trans-Canada
Air Lines and these other companies, making connection at Moncton and
Halifax and between this service and Halifax and Charlottetown?

Mr. HuNGERFORD: No.

Mr, Conyer: Of course, the schedules are arranged to provide direct
connection at Moncton with the planes flying to Halifax, Charlottetown and
Saint John in both directions; but there is no inter-company arrangement
but two separate and distinet operations. The schedules are controlled by
the Post Office Department.

Mr. Brack: Who controls and operates these other lines?

Mr. Couyer: Canadian Airways is the name of the company.

Mr. Brack: A privately operated company. They are privately operated
companies?

Mr. CoLyer: Yes, sir.

Mr. DoxneLLy: They control most of these feeder lines too.

Mr. Couyer: They have the feeders out of Moncton to Charlottetown,
Halifax and Saint John. They also operate a feeder service from Vancouver
over to Victoria, and these are the only connections they have with us. Prairie
Airways and other private corporations operate from Regina up through
Saskatchewan.

Mr. Bercovitca: Does the Canadian National and the Trans-Canada
Air Lines control any of the stock of these two companies?

Mr. Huncerrorp: No. The Canadian National Railways has a small
interest in Canadian Airways of many years back.

Mr. DonneLry: Canadian Airways have branch lines running into
Edmonton?
~ Mr. CoLyer: They have a branch line operating out of Edmonton. Trans-
Canada operates from Calgary, Lethbridge and Edmonton.

Mr. DonNeLLy: There is more or less a branch line from the main line
from Regina, Lethbridge to Calgary, so far as the Trans-Canada is concerned.

Mr. Huncerrorp: Yes, sir. Then, there are independent services north
from Edmonton. We are not identified with them in any way.

Mr. LpCKHART: Is there rental paid for landing privileges by both Trans-
Canada Air Lines and the independent companies?

Mr. Couyer: There is by Trans-Canada Air Lines and I presume— -

Mr. LockuArT: Do they pay the same landing privileges or are arrange-
ments made independently one from the other?

Mr. CoLver: It is made independently one of the other. We make our
own arrangements with the Department of Transport or the municipality,
- whichever controls the air port.

Mr. Lockmarr:  You would not be in a position to say whether your
landing privileges are paid on the same basis?

Mr. CoLyEr: No, I could not say definitely. I believe the Department
of Transport, where it controls the air port, has a standard charge for the use
of the air port. We pay that as well as the other operating companies.

Mr. Smarr: It is a standard charge, Mr. Lockhart.

Mr. Brack: What is the policy of the Trans-Canada Air Lines with
respect, to the Atlantic terminals. T understand they will be in Nova Scotia. I
understand the terminal will be at Halifax rather than Monecton.

Mr. HuNcerrorp: There is no policy determined in regard to that that I

know of. Moncton is the last place where there are facilities that are suitable
for the use of planes. ;

m—
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Mr. Brack: Has there been a policy or plan laid down?
Mr. SmarT: Not up to the present, sir.

Mr. Brack: Notup to the present?

Mr. SmarT: No.

The CuARMAN: Are there any other questions?

Mr. ENgLIsSH:

Plane Miles Flown Hours Flown
1939 1939 Percentage
of Scheduled
Revenue  Training Total Revenue Training Total Performance
AREORET L Bl o SN e, o 194,130 38,228 232,358 1,203 220 1,423 97-4
EBIIRTY, a6 55 Svtine 45 Hadiis e ao 175,992 28,125 204,117 1,114 161 1,275 98-1
RS LIRS A e IR 216,805 18,224 235,029 1,388 110 1,498 97-1
AT A UE A Ttal Fo s by e e SR 216,003 30,042 246,045 1,294 177 1471 95-8
L R e A O S AN 223,510 28,676 252,186 1,380 163 1,543  100-0
7 VR T IR AR e S g 1 s 217,450 16,660 234,110 1,383 98 1,481 99-8
By e s e ST e 235,131 30,281 265,412 1,502 171 1,673  100-0
R gaty o1 =t 30 i Lot i 252,043 52,034 304 077 1,599 292 1,801 99-9
September 3 5e A W i fme an 239,746 36,290 276,036 1,530 204 1,734 99-3
T W N S R B - 245,018 33,442 278 460 1,554 195 1,749 97-4
Moverbier-. el o Lo i, drida e 274,552 27 498 302,050 1,741 154 1,805 98-1
DeeomboIc L2 oney S ok 'o s et o 269,710 25,803 295,513 1,715 151 1,866 91-4
o oy e A e o e YR LB B A, 365,303 3,125,393 17,403 2,096 19,499 98-1
Planes Miles Flown since Hours Flown since
Inception of Operations Inception of Operations
Revenue  Training Total Revenue Training Total
Sept. 1, 1937, to Dec. 31, 1937 .. .. 26,596 74,372 100,968 196 493 689
% L RN S S 1,122,179 826,167 1,948,346 7266 5285 12,551
eee IR0 .0 ke e e (2080000 365,303 3,125,393 17,403 2,096 19,499
Total .. .. .. ov o ou ou o oo 3908865 1265842 5174707 24865 7874 @ 32,739

The CmamrMAN: Are there any questions on these tables before we
proceed?

Mr. BrrcovitcH: I see you have a heading here “ Revenue.” What do
you mean by that? Is that the actual revenue of Trans-Canada?

Mr. Excrisa: Noj it is the miles flown in revenue service. Training miles
are miles flown training a pilot. There is no revenue from training miles; you
might say it is a development expense. Revenue miles are miles in which
revenue was received either from the Post Office Department or from passenger
service. .

The CuamrMAN: Let us proceed.

Mr. ENGLISH:

AR MarL SERVICE:

Regular air mail service was established between Montreal, Toronto and
Van‘couver, and between Lethbridge and Edmonton, on December 1st, 1938, on
a daylight schedule. On March 1st, 1939, this was changed to a night schedule
Providing first morning delivery in Winnipeg and Regina and afternoon delivery
m Lethbridge, Calgary, Edmonton, Vancouver, and Victoria of mail picked up
the previous evening in Montreal, Ottawa and Toronto; also afternoon delivery
I Toronto, Ottawa and Montreal of mail picked up the previous evening in

estern Canada. On the same date the service between Lethbridge and
onton was increased to two trips each day with a morning and evening
departure from each city.

On July 18th a direct Montreal-Ottawa-Toronto schedule was established
~ and the air mail service was extended to cover that route, and on November 1st

g Second daylight schedule was inaugurated with an extension on a training
881s from Montreal to Moncton. At the inception of this latter schedule,

59315
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regular air mail was carried between Montreal and Toronto and ordinary first-
class mail between Montreal and Moneton. On January 1st, 1940, the carriage
of first-class mail was discontinued and regularly surcharged air mail only
" handled.
The CuamrMAN: Are there any questions?

Mr. Brack: Why does the Trans-Canada Air Lines operate these branch
lines in the west and not operate them in the east to Charlottetown, Halifax
and Saint John?

Mr. Conyer: The air port facilities that are now available at Halifax,
Charlottetown and Saint John are not suitable for the use of the equipment that
Trans-Canada operates at the present time.

Mr. Buack: The same type of planes operate on the feeder routes in the
west?

Mr. CoLyer: Yes, sir, but the air ports of Edmonton and Calgary are
suitable for use of these planes.

The CaamrMAN: Are there any other questions? Let us proceed.

Mr. ENGLISH:

Mail (pounds) carried in the various services during the year 1939 was as

follows:—
Trans- Lethbridge Montreal Vancouver
Month continental Edmonton  Toronto Seattle Total
VORIV o 8 ae 5% rvs Yo 18,082 152 413 3,097 21,744
EDROATY oo o . ol 17,920 318 356 3,107 21,701
G 0] o T T b (e B 29,204 641 579 5,465 35,889
DS T e s T R 27,933 694 } 393 5,677 34,697
May.. e A 32,292 623 604 6,872 40,391
AT RN R It 2 v o 30,888 680 566 6,860 38,994 g
SRRyt e A T 31,329 675 734 7,618 40,256 i
Anpugt ikl o0 el 33,872 744 1,309 8,069 43,994 |
September.. .. .. .. .. 33,831 712 1,221 6,779 42,543 &
Ietobyer o s A 32,202 980 1,119 6,157 40,458 I
NEOVEIEDET: (- h i siaid il o2 32,920 887 1,713 6,076 41,596
1B T 0T e S A 39,259 1,284 2,290 7,803 50,636
359,732 8,390 11,297 73,480 452,899 B

S

Mr. Brack: What do you mean by “surcharge air mail 7? &
Mr. Exeuisu: Six cents, a surcharge over the ordinary first-class rate. »

Mr. LockmarT: On what is the actual cost of carrying the mail based?
How is the actual cost computed? You say here it is carried for six cents. Is ] -
that the actual cost? Is there a large deficit in connection with the carrying j
of the mail at six cents?

Mr. Smarr:
answer that.

Mr. Lockuarr: You carry mail for six cehts. When you work it out— ‘
I was looking to see if I had my figures here showing the amount that is !
carried and the revenue derived. Let us get that. It seems to me that there :
18 a decided loss in carrying it at six cents.

Mr. Smart: That 1s post office revenue and the post office pays the Trans-
Canada Air Lines on a mileage basis. The Air Lines do not get the six cents.
Mr. Locxkmarr: 1 know that but T was working out the cost of maintaining
. t}{at service and 1 would like to know if we are going to get the information
: with regard to the actual cost of maintaining a service to carry that mail.
Mr. CoLyer: From estimates that we have seen, the six cents that the

ggest £§fe obtains, does not equal the amount of money they pay for carrying

That is the post office revenue. The post office will have to

Mr. DoxneLry: Did you sometimes carry mail for three cents?
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Mzr. CoLyer: Before the service was regularly established, while we were
still carrying on the so-called training flights we carried ordinary mail because
the service was not regularly developed and it was felt it was not proper to
charge a surcharge rate, with each step, as each part of the system has been
developed we carried ordinary mail for a period of time.

Mr. Harris: Mr. Chairman, what is the air mail carriage rate now?:

Mr. CoLyEr: Six cents an ounce for the first ounce and five cents for each
additional ounce. That is what the Post Office Department eharges for an air
mail letter.

Mr. Hagrris: What would be the deficit for carrying mail in 1939 at that
rate?

Mr. CoLyer: I could not answer that question. That is the Post Office
Department.

Mr. Hagrris: What I am trying to get at is the relationship between the
Post Office Department and the Trans-Canada Air Lines.

Mr. DoxNeELLy: We should know that.

Mr. SmarT: You would have to have the post office people in here to
give that.

Mr. DonNELLY: You are not dependent on that mail alone.

Mr. Hagris: We cannot discuss this thing intelligently unless we have an
idea of what the Post Office Department is paying.

The CuamrMaN: I think they have an idea of what the Post Office Depart-
ment pays.

Mr. Covryer: They pay us 60 cents a mile for carrying mail.
Mr. Brack: Irrespective of the volume of mail?
Mr. CoLyER: Yes.

Mr. Brack: The department must have made an estimate' of what the
revenue would be on the basis of the regular post office charges, say of six cents
an ounce or six cents per letter an ounce. I would like to know what amount
18 paid to Trans-Canada Air Lines by the Postal Department, and its relation
to the revenue that would accrue if they received the entire revenue arising
out of stamps.

Mr. Huncerrorp: We do not know about that.

The CuamrmaN: It would probably be necessary to have an official of
the post office either at this meeting or to take it up in the postal estimates in
e House.

Mr. Ross: The revenue is on page 12, line 2. :

Mr. Locksarr: Mr. Chairman, the Trans-Canada received something
Considerably over one and a half million dollars revenue for carrying the mail
hey received $1,632,000. That is about 70 per cent of the total revenue for
€ carrying of the mail. Taking the amount of mail carried, that figures out
at a percentage much higher than six cents. It figures out to 20 cents an ounce,

oes it not? I do not think we have to have the post office here to have that
calculation.

to the pound, .instead of each letter weighing an ounce; it would be less than
at. That is the figure that has been used, and I believe it is considered as
€ing the average—42 air mail letters to the pound.

Mr. Lockuart: That is all right. But the $1,632,000 or nearly 70 per cent
of the total revenue is derived by the Trans-Canada Air Lines for carrying the
ail, Taking the amount of mail they carry, it runs around 20 cents an ounce
mﬁgure it. There seems to be some discrepancy between 20 cents and six cents.

2931—53
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Mr. Covyer: I understand that ordinary air mail averages about 42 letters
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Mr. Coryer: Although I do not have accurate figures, or accurate informa-
tion, I believe at the present time the amount the Post Office Department
receives is less than the amount paid to Trans-Canada Air Lines for carrying
the mail, but I do not know what the difference is. I believe they would be
the only people who could give you accurate information.

Mr. Lockmarr: Who is making up the deficit?

Mr. HuNGerrorp: We are authorized to carry mail at specified rates and
schedules and we get so much a mile for doing it. The mail revenue, of course,
goes to the Post Office Department, and we know nothing about that. We are
simply paid on the basis of miles flown. We are authorized by the Post Office
Department.

Mr. Lockmart: Then we cannot follow that through, Mr. Chairman.

The Cmamman: Evidently, if there is a deficit in the matter, the Post
Office Department shoulders it; and they must be satisfied with the deal they
made or they would not go on with it, as far as T can see. 1 am not supposed
to say anything as chairman, however. :

Mr. DonneLLy: You could not make any answer out of that, between
what you got and this amount that there is carried. Some might be carried to
North Bay and a new bag of mail put on there and maybe put off again at
Kapuskasing and another off at Winnipeg.

Mr. Covyer: No. These figures are on new mail. There is no duplication.

Mr. DonneLLy: You might have a bag of mail put off at North Bay and
another paying six cents put on, carry it to Kapuskasing and put it off there.

Mr. CoLyEr: Yes.

Mr. _DONNELLY: You would be getting 18 or 20 cents a pound on mail,
carrying it across the continent.

Mr. Ross: It seems to me this item could well wait over, because it is

evident that the Post Office Department is very intimately connected with the

Trans-Canada Air Service and, therefore, we should have a post office official
here to fit in with this special item.

. The Cuamrman: If the committee think it is of sufficient importance, all
right. It is in their hands.

: Mr. DoXngrLy: Do Trans-Canada Air Lines think they have a good bargain
with the Post Office Department or do they think they should be getting more
for carrying the mail?

Mr. CQLYER‘: Well, during 1939 we should have received more because we
had a deficit which was made up by the Department of Transport. We did not
get enough payment from the Post Office Department to meet operating expenses.

Mr. Lockuarr: It was estimated there would be a surplus next year.

Mr. CoLyer: That is 1940, yes.

Mr. Maysank: I think in the post office estimates it is shown as being two
" al}d a quarter mlllgon spent last year, as though it were paid to the Trans-Canada
Air Lines; and this only shows $1,632,000. We have a department of govern-

ment saying they have been paid a certain amount of money and an agency

(t)lfl tt}}?e government saying that they did not get it. What is the explanation for
at?

Mr. Smagt: Remember, Mr. Maybank
at the present time are paying any deficit.
Mr. Maysank: Is paying which?
~ Mr. Smarr: Is paying the deficit.
Mr. Maveank: That is what I want to get at. I ion of
this difference between the two sets of ﬁgures.g R B

Mr. Smarr:  Yes, we pay the deficit, We paid a $411,000 deficit last year.

, that the Department of Transport
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Mr. Maysank: I see. So $411,000 added to this will just come to about
that. Is that the idea?

Mr. Encuisa: The answer is that the Post Office Department is paying
for air mail carried by a lot of other carriers than Trans-Canada.

Mr. MayBank: All right. What is this deficit? If that deficit is added up
with this figure in front of us it does not, of course, come to two and a quarter
million. It comes to a little over two million. What about the rest of the
quarter million '

Mr. SmarT: You will see on the last page of this thing, Mr. Maybank,
the income account. Look at the income account.

Mr. MayBank: That is what I have been looking at, and that is what I
got those figures from.

Mr. Smart: $411,000 was paid by the Department of Transport on a vote
—what is the number of the vote? It was a vote last year.
Mr. MAYBANK: Yes.

Mr. Smarr: One of the votes—vote 590 of the Department of Transport—
paid that deficit.

Mr. MayBank: Even so, that is a vote of money for the Department of
Transport. It has nothing to do with the two and a quarter million I mentioned,
which is post office.

Mr. SmarT: I do not know what the post office is.

Mr. MayBaNk: I know, but clearly the $417,000 has got nothing to do
with it, I am suggesting. I am trying to get it added up, to get the figures to
come together. That is all.

Mr. ExcrisH: The situation is that on airmail service for the Post Office
Department last year, Trans-Canada received $1,600,000.

Mr. MayBank: They received what?

Mr. Excrisa: $1,632,873.

Mr. MayBank: Yes, that is there in the income.

Mr. Excrisz: And other airmail operators—Canadian Airways, Prairie
Airways and so on—who carried mail for the Post Office Department apparently
received the difference between that and the two and a quarter million.

Mr. MayBaNk: You suggest that the difference between $1,632,000 and the
two and a quarter million is to be found in the numerous bush mail contracts
they have?

Mr. Excrisa: I think that is it.

Mr. MayBank: You think it goes as high as that, do you? I have seen a
number of them. I do not know how many there are.

Mr. Smart: There was quite a lot of northern mail.

Mr. MayBank: There were quite a number of bush mail contracts, yes.

Mr. Brack: It would appear to me that there must be a caleulation on the
part of this Trans-Canada Air Lines of the amount they earn for the Postal
Department by providing the service.

The CuARMAN: That they earn for or from the Post Office Department?

Mr. Braex: No, that they earn for them. The Postal Department pays
them a subsidy of $1,632,000; and I}or that they provide certain mail services
to the Postal Department. There must surely be a calculation by these respon-
Sible for the management of these airways as to what they earn for the credit
of the Postal Department.

Mr. Smarn: You would only find that from the Post Office Department,
Mr. Black.

--Mr. Huxcerrorp: We have a contract with the Post Office Department.
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Mr. Brack: Do we understand that the officers do not have any informa-
tion?

Mr. Smart: No.

Mr. Brack: As to what the airways are earning?

Mr. Smarr: No, not from the post office point of view.

The Cuammax: As I see it, they do a job for the Post Office Department
and they get paid for it.

Mr. Smart: It is exactly the same sort of thing as the railway company
do. The railway company are paid so much money for the mail cars and so
forth.

Mr. Excuisa: We do not know how many letters we carry. We know we
carry mail in a bag and it weighs so many pounds. We do not know how many
letters are in it. It is sealed.

Mr. Ross: You know the weight.

Mr. Excuisa: That is all. We are paid by the weight. But what revenue
the post office is paid, we do not know.

Mr. DonnELLY: Would the Post Office Department be able to tell us?
£ ﬁlr. ExcLisa: They would be able to make an estimate, but that would

e all.

Mr. DoxxerLy: That would be all. They do not count all the letters that
come in. ;

The CuamrMAN: They know the number of pounds.

Mr. DonnNEeLLY: They could make an estimate.

Mr. Excguisu: Surely.

Mr. MayBank: Does this organization estimate anything in the way of
income in this same way for the next year? Have we any estimate of that?

The CuamrMAN: The budget for next year.

Mr. Mayeank: The post office is budgeting for an expenditure which 1

presume will be made up partly of expenditure to bush lines and partly of
expenditure to Trans-Canada Air Lines. They are budgeting for four and a half

million. '
Mr. Smart: No. They figure on—
Mr. Excuisua: $3,177,000.
Mr. Maysank: That is the estimate.

1}\/Ir. Encuisa: The estimate of our revenue from the Post Office Depart-
ment.
. Mr. Mayank: The Post Office Department budget for four and a half
million. It looks as though the bush mail fellows account for that difference
again, as is the case with the $1,632,000 and the two and a quarter million.
Mr. Excusa: Quite.
Mr. Maveank: I see.

5 The C?f{émMAN: Gentlemen, if we would read through this report and jot
OWn questions to be presented afterwards and thresh the matter out, we would

make more headway, I would think. However, that is merely a suggestion from
the chair. ’ + 4

Mr. Smarr: You could have tomoro
post office revenues.

to give you that,.
The CramMAN: That is an idea.
Mr. Smarr: We have not got that.

w, if you want questions that involve
We could have one of the post office officials come here
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The CuamrmaN: We could have him attend the sitting tomorrow.

Mr. SmarT: Yes.

The CHAIRMAN: What is your wish in this matter, gentlemen? If you are
very anxious to go very deeply into it, we can do that.

Mr. Maysank: I think we would be well advised to have a post office
representative here to straighten us out. The time has got to be spent either
here or on the estimates for the Post Office Department in the House.

The CuarMAN: Is it the wish of the committee that we ask the post office
to have an official attend this committee?

Mr. BercovitcH: If we have power to do that under the terms of the
reference.

The Cuamrmax: We could ask them, anyway. They would probably send
us one.

Mr. BercovitcH: Otherwise we would have to go back to the House for
power.

%/I; McCurrocu: Have you not got that now in the charge of sixty cents
a mile?

The CrAaRMAN:-1 do not think the committee will be satisfied with that.
I think they will want to thresh the matter out.

Mr. Smarr: This will come up in the post office estimates in the House,
in committee of the whole.

Mr. MayBank: Yes, but the objection to that would be this, that you
cannot tie the two together at the time.

Mr. Smart: I do not think the post office would object to coming.

Mr. MayBank: Why should they object?

Mr. Ross: I think we can call them.

Mr. MAYBANK: A witness is a witness whether he comes from the post
office or whether he comes from the Department of Fisheries.

The CrAalrRMAN: If it is the wish of the committee, we will request the post
office to send an official here to-morrow to give this information.

Mr. Harris: Carried.

The CuamrMAN: Is that carried?

Some Hon. MEmBERs: Carried.

The Cramvan: If everybody is satisfied, all right.

Mr. Bercovircu: I dissent.

The CuamrmaN: You dissent?

Mr. Bercovitca: Yes. I do not think we have the power to do that.

The Cuamrmax: Perhaps we have not the power, but perhaps they may
be courteous and kind.

Mr. Ross: We have the inclination.

Mr. Brack: The term was used “revenues from the bush mail service.”
I do not understand that term or what mail is carried.

The Cuamman: Order, order. You will have to ask the member who
used the term.

My, Smart: There are certain services running into the north, down the
Mackenzie river and into the north country, all the way across. There are

Ifferent services operated by private concerns not interested in Trans-Canada
Ir Lines. The Post Office Department have contracts with those fellows for
Carrying the mail through. What their revenue is we do not know, of course.

Mr. Brack: That would apply to Halifax, Charlottetown and Saint John,

Would it? Would they be styled as bush services?
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Mr. Smarr: No, they are not. They are not called bush services. Ask
Mr. Maybank.

Mr. Brack: There was considerable resentment down there before this
and if they find they are classed among the bush services, there will be more,
I think.

The CHAIRMAN: I am inclined to think that the member of the committee
who used that term meant the branch lines, purely and simply, north and §
south of the main line. i J‘

Mr. McCurroca: Would that be a misprint?

The CuamrMaN: Which?

Mr. McCurnrocH: Saying bush instead of branch?

Mr. Smarr: The reason it was called bush was because up in the north
there they all run into that north unsettled country. Mr. Maybank takes
the western name of the thing.

The CrarMAN: Well, gentlemen, shall we proceed?

Mr. ExcuisH: The next is passenger service.

PASSENGER SERVICE:

Passenger service was inaugurated between Montreal, Toronto and Van-
couver and between Lethbridge and Edmonton on April 1. A direct Montreal-
Ottawa-Toronto service was established July 18, and a second daily schedule
between those points on November 1. The lack of complete radio coverage
delayed the inauguration of passenger service to Moncton until February 15,
1940. ;

Passenger service was operated with a satisfactory degree of regularity, and
the company’s flight and ground personnel have established a reputation for
discipline, efficiency, and courtesy in dealing with the public. The patronage
of the service has considerably exceeded expectations, particularly on the trans-
continental route. A total of 21,569 revenue passengers was carried, the average
passenger journey being 559 miles.

The following table shows the percentage of passenger occupancy (passengers

carried in relation to seat capacity) on the various schedules opera&ed during
the year:—

Montreal Montreal
Tr_a.ns- Lethbridge Montreal ~Toronto  Toronto Toronto Vancouver All 3
continental Edmonton Toronto (2nd Sch.) North Bay North Bay Seattle  Schedules E

JEOBATY . ik e 13.0 13.0
February .. .. .. 14.4 14.4
Misbel S0 oL e 17.5 17.5
O S s 46.0 24.8 24.0 20.0 44.9
SR R 56.0 31.5 30.0 25.4 50.4
e o e E 68.5 35.7 39.5 33.0 63.5
LS < ok 81.0 38.7 49.5 44.0 39.5 66.7
L SSTT (N R 82.5 38.2 55.5 50.0 48.0 65.2
September .. .. .. 7.5 31.7 56.5 50.5 30.5 60.1
October.. .. .. 67.0 25.5 49.0 42.0 23.0 51.2
November .. .. .. 63.0 26.7 56.5 50.0 50.0 23.7 55.0
December .. .. .. 60.0 28.0 50.0 58.7 45.0 22.0 53.0

Year.. .. .. 69.0 31.2 5.5 54.5 40.0 48.0 26.0 56.1

The CHAmRMAN: Are there any questions?

M 5 s 1 . ]

r. Harris: I do not quite understand what you mean by, “any questions.’
The CuAmMAN: Is there an

: i y interrogation, or any com sire for
further information than that which has been elucidati,’d S0 Ifrfﬁ'r'}t’ s

Mr. Harris: Very considerable T would think : u
expressed the wish, sir, that we carry on. o g
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The CHAmRMAN: It has been the practice after going through a paragraph
that if any very obvious question has presented itself to the mind of any member
of the committee he should register an interrogation at the time, and if it is not
entirely threshed out, at all events it can be brought up.

Mr. Brack: The obvious question here is one of efficiency; whether it pays
to carry on a service where the volume is only 26 per cent of capacity while the
percentage of capacity on the transcontinental line is 69 per cent. I am not
just sure as to why this Vancouver-Seattle service is carried on, whether it is
justified. What obligation is there to operate this service?

Mr. CoLyer: The answer to your question is I think a rather complicated
one. It is anticipated that in future years, and not very many from now, that
all the air lines will be in profitable operation; and when you have a connection
like the one there, an international connection, a well travelled route, such as we
have on the west coast from Vancouver to Seattle, that would be a profitable
operation, definitely, just from the passenger business alone. We are carrying
a considerable amount of mail at the present time on that particular route for the
short distance we operate there. There is, I believe, in excess of 100 pounds a
day that we are carrying out of Vancouver, and a corresponding amount probably
from the south to the north. And incidentally the passenger business there is
growing. While the average seating capacity last year was 26 per eent we are
carrying more than 50 per cent more passengers this year in the corresponding
months than we did last year. You .see, this air service is definitely just
beginning, and it is something like any other business, it has to have a period of
time to develop. We feel that over a period of time, if it takes a few years to
develop, we will have something that is very much worth while.

Mr. Jackman: What percentage of occupancy do you require before you
reach the breakdown point on an air line?

Mr. Couyer: There is no definite rule of thumb that you can go by. It is
determined to a certain extent by the frequency of operation, how much you use
your equipment; there are many factors which enter into it.

Mr. JackMAN: Mr. Howe, in the house one day, stated that on the trans-
continental line that point had been reached. He stated that the average for
American lines, speaking generally, was considerably below that; and I think he
mentioned some figure as being the point where they begin to make money on air
lines; there is no figure you have in mind?

Mr. Coryer: Well, it so happened, that in the month of August last year
Trans-Canada Air Lines receiving 60 cents per mile from the Post Office

epartment, plus revenue from passengers, had a net operating profit; and we
ha}:i a passenger occupancy of around 70 or 80 per cent on the transcontinental
Schedule.

Mr. Jackman: Then it would probably be 50 per cent or 60 per cent?

Mr. Coryer: When you-build up your passenger occupancy to 65 per cent
over the whole system you are just about loaded to capacity. You have your
Passenger who is making a short trip, so from Winnipeg to Regina, and he blocks
out one who might want to ride from Vancouver to Montreal or from Montreal
to Vancouver; so it would not be possible to fill all your seats over the entire
Toute. When you get a 65 per sent seat occupancy on the whole trip you have
Some place on the road where all the seats are occupied.

Mr. JackmaN: Then 65 per cent occupancy is about the maximum of
efficiency ? '

Mr. CoLyer: That is about as much as you can hope for.

_ Mr. Jackman: So that something less than that must be the break-even
Point. If 65 per cent is the maximum you can hope to obtain from people
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travelling both ways then the point which would make it commercially feasible
would be below that point. If that is your maximum you must be in a position
to make money long before you reach that maximum?

Mr. Couyer: It depends on the frequency with which you operate your
equipment, the number of schedules that you are operating directly affects the
operating costs. When you operate on one schedule at a certain cost per mile
if you put two schedules on your operating cost per mile goes down materially;
when you put a third on it goes down more, and when you get it up to 6 or 7
your cost per mile of operation is, we will say, one-half what it was when you
had one schedule on. And so you cannot have any rule of thumb. There are
a lot of factors which enter into it.

Mr. DoxxELLY: Have you any working agreement with American lines,
like from Chieago to Winnipeg, or New York, or any of those American cities?

Mr. CorLyer: Yes, we have interline agreements with a lot of American
operators.

Mr. Brack: On the basis on which you are operating or working up this
service between Vancouver and Seattle, what other services are being developed
to American points say like from Winnipeg to Chicago; or, services for Instance
from Winnipeg to Minneapolis?

Mr. Couyer: Northwest Airlines operates a service from Fargo to Winni-
peg which is a direct connection with Chicago; and the Canadian Colonial
Airways, the two companies, operate services between Montreal and New York.

Mr. DoxNeLLY: Are those Canadian companies?

Mr. CoLyer: One of them, the Canadian Colonial Limited, is a Canadian
company ; while the Canadian Colonial Incorporated is a United States com-
pany. They have more or less a joint operation so that the ordinary passenger
feels that it is just one air line. Then, the Boston and Maine operates from
Boston up to Montreal, and United Airlines operates a service which parallels
our own service between Seattle and Vancouver; and as is stated herein, Trans-
Canada Air Lines hopes to provide a service between Toronto and New York.
We have filed an application with the Civil Aeronautics Authority for permission
to operate that service, but there has been no action on it as yet.

Mr. Harris: What service is given between Vancouver and Seattle?

Mr. Couyer: What service is given—? :

Mr. Harris: Yes, what is the service; what service is given, what
schedule?

_Mr. Coryer: Trans-Canada Air Lines operate three schedules a day, and
United Airlines operates two, at the present time.
cent‘}VIr. Harris: Is that part of the reason why the average is only 26 per

Mr. Conyer: Well, the time I am speaking of is the present—last year we
operated 2 schedules between Seattle and Vancouver, but at present ywe are

operating 3 schedules and we are in excess of the 26 cent | j apaci

g o per cent passenger capacity
Mr. Harris: What is the line of demarkation between

deficit in operation, what percentage? g b
Mr. Couver: I do not believe I could give you that.

Ooculg/ilr‘l.cHAR%lels: I;et nll{e ask this question, Mr. Chairman: 26 per cent of
pancy will not make a paying li i i i
st M I L paymng lne, there is definitely a deficit on the
Mr. Corver: 1 d
the volume of mail h
‘th:ere 18 not any defi

odriot believe there is when you take into consideration
a_{cx gd. So far as Trans-Canada Air Lines is concerned
Clt, because our income for the operation of the service

O :
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shows a profit. There was another factor that entered mto the third schedule
between Seattle and Vancouver, and that was the utilization of equipment to
get our plane back into Vancouver so it would be available for main line service
instead of tying it up in Seattle. It would have to be tied up there 12 hours in
order to operate 2 schedules. When we set out to serve the needs of the Post
Office Department by putting the third schedule on we brought the plane back
up to Vancouver and had it available for use on the transcontinental service
as a reserve, and as a result the depreciation charge on the equipment was not
wasted by the layover in Seattle.
The CrarrMAN: All right, Mr. English.

Mr. ENGLISH:

AR EXPRESS SERVICE:

Air express service, which was inaugurated between Montreal, Toronto and
Vancouver on October 17th, 1938, was extended during the year 1939 to cover
the Montreal-Ottawa-Toronto schedules when these were established, and to
Moncton when the training schedule was inaugurated to that city on
November 1st.

The amount of business handled has not been large, but it has shown a
steady and consistent growth, and there is every indication that the service
afforded is becoming recognized and appreciated by shippers for its convenience
and dispateh.

The following table shows the volume of traffic during the year:—

Number of Weight
Shipments (Pounds)

AT 7l By 4 i VL B b e A b i T el 289 1,339
Rebhphmey Lol LR s E TR L e e e A 294 1,077
ST e R T (TR TR e s e A e R 1 487 2,076
7:Xjo tin ) PRV Gl (SRR MR T GETI L B T O R R ) O 809 3,197
b1 TR PR SR LSS TE iy P A L g 1,103 5212
FULE 53 ot dors s AN it Thare At o Ghar i diws e SEREGE 1,026 4,378
21 et AR e b N T e S (i R 913 3.468
o s U e SR TR ) SRR T T R, 10 Sl S e e 1,028 4,550
BentenbET S i v T e Y A (b e R R e 1,066 7.113
Oelohinr iz n hin ol A AT st e ikt & s 1 oateit fe o 1,447 3,923
Nawemberil, -Gt e Silcms st Ral f iRt e 1.249 3,802
TNIBTDBAL. " Lo a 4 R SR e e R P AT R e Al S BN 1,486 5.684

1% ¢ R R P S g R S e e R LM, - g 10,897 45,819

Mr. Brack: There is a special statement showing revenue aceruing from
that service?

Mr. Excuisu: It is $23,613.
Mr. Brack: That service is possible at the present time?

- Mr. CovLyer: It represents a source of income to Trans-Canada Air Lines.
It is an advantage to us to carry it. We have the space on the planes, and it
IS another service that is going to require development. This 5,000 pounds
Which was carried in December is nothing as compared to what should be
Carried in an air express service. It does not cost anything to carry it. The
Plane is operating. The crew are there. It is just a case of putting the express
on the plane. .

Mr. Brack: How would the rates compare with train express?

Mr. Coryver: They are considerably higher. In most cases the air express
Tate is slightly lower than the postal rate, in other cases it is higher. Express
Tates are zoned, the Post Office Department rate of 6 cents an ounce covers

¢ whole country.

= :‘(?VIr. DoxxeLLy: Has air express increased much since January 1st of this
ear? :
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Mr. Coryer: It has been growing, yes; the same as the mail service, pas-
senger and express are showing steady growth.

Mr. Ross: How do our air express rates compare with those of the United
States? :

Mr. CoLver: 1 think they are almost identical; you see, the Trans-
Canada Act says that the Trans-Canada Air Lines charges for passengers and
goods handled shall be competitive with the charges of comparable air lines

in the United States. That more or less fixes our charges for passengers as
well as express.

Mr. Doxyerry: Do you anticipate, Mr. Hungerford, that this express
will interfere with your earnings by train express?

Mr. Huxcerrorp: I suppose to a degree it is a competitive service. That
is true with respect to passengers too.

Mr. DoxNeLLy: And telegraph service also?

Mr. HuxGerrorp: And it affects telegraph services also; as to what extent
it develops new business no one can say. It is not possible in so far as we can
see to segregate that so as to determine it.

The CuamrMaN: All right, we will proceed with Property and Equip-
ment.

Mr, ENGLISH:

PROPERTY AND EQUIPMENT
Fricar EQUIPMENT:

As at December 31st, the flight equipment of the company consisted of:—

15 Lockheed 14H aireraft, each equipped with two Pratt & Whitney
S1E2G or S1E3G Hornet engines of 850 horsepower, hydromatic
full-feathering propellers, and Bendix radio.

_ Six of the above aireraft were acquired during the year. Five replaced
in service an equal number of Lockheed 10A aircraft which, due to their limited
accommodation and slower speed, were not satisfactory from a passenger
point of view. The five Lockheed 10A aircraft were subsequently sold at their
depreciated book value, one to the Inspection Division, Department of Civil
Aviation, and four to the Department of National Defence for use of the
Royal Canadian Air Foree.

A program of modifications and improvements to flight equipment was
undertaken by the company’s forces at the Winnipeg repair base with the
co-operation and assistance of the aircraft and engine manufacturers. The
major projects completed were:— :

Fitting of wing slots.

Substitution of improved type of propeller de-icing equipment.
Revision of heating system.

Installation of oxygen equipment for passengers and crew.

It is the endeavour of the company’s technical staff to keep abreast ‘of
progress in the industry and there is a regular exchange of information and
data with other operators and with the manufacturers. During the year con-
siderable experience was gained in connection with icing problems, and the
company co-operated with the manufacturer and with the National Research
Council at Ottawa in tests and experiments with a view to improving present
practlce:s,. Interesting developments are under way in respect of direction find-
Ing equipment and blind landing equipment, and are being c

Mr. Brack: There are 14 aircraft in service?

Mr. Covryer: Fifteen.

arefully followed.
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Mr. Brack: Fifteen—6 of the aircraft were acquired during the year—
5 replaced.

Mr. Covuyer: There is a total of 15 aircraft; 5 of them replaced the
Electras, and we had nine 14s at the beginning of last year.

Mr. DonneELLy: Have you that amount now?
Mr. Couyver: No, sir; 15 is all we have.

Mr. Ross: Could we have a short explanation of this, “improved type of
propeller de-icing equipment "?

Mr. Coryer: The original de-icing equipment for propellers consisted
of a supply of alecohol and glycerine carried in the engine compartment and
applied mechanically to the propeller blade in such a way that it spread over
the blade, but it did not keep the ice off the propeller satisfactorily. On these
new engines the propeller being geared down 3 to 2 it did not work satisfac-
torily so we have worked out rubber overshoes to go on the leading edge of the
propeller. The overshoe has grooves of different lengths, and the liquid comes

, out through a pipe and passes down the grooves and passes out on to the

blade at different points and it is carried down to the edge of the blade. It
is much more satisfactory, but it is not 100 per cent effective even yet.

Mr. Ross: It is an improvement?
Mr. CoLyEr: Yes.

Mr. Brack: I presume there is a statement here of the cost of that equip-
ment; that is, we have 15 of these machines in service, what is the average cost?

Mr. Excuisa: The 15 aireraft, complete with radio equipment, cost
$2,202,000. That I might say includes spare engines. We have 10 spare engines
included in that cost of $2,202,000; a complete airplane costs between $130,000
and $135,000.

Mr. Brack: Is there a spare engine for each machine?

Mr. ExcuisH: No, there are 10 spare engines for 15 machines.

Mr. Buack: What is their average cost?

Mr. Excuisa: The average cost—for the whole aireraft equipment is
$2,202,000, that is the total cost; the average per machine would be $130,000
to $135,000. Of course, the cost varies from time to time. If you bought a
machine a year ago and you bought one six months later you would find that
your cost had gone up.

Mr. Brack: I suppose the more modern machine would be a better machine.

Mr. Excuisa: There are always improvements.

GrouND EQUIPMENT:

The hangar at Malton Airport (Toronto), construction of which was com-

menced in the fall of 1938, was completed in February, 1939. A hangar of similar
esign was erected during the year at St. Hubert Airport (Montreal), and work

Was commenced in the late fall on a hangar at Moneton which it is expected
Will be completed early in 1940. An extension to the hangar and shop at Winni-
Peg was also completed during the year. A

Adequate facilities were made available early in the year at the Winnipeg
Tepair base for the maintenance and overhaul of aircraft, engines, propellers,
mstruments and radio equipment.

Improved passenger facilities were provided at all airports. Radio, servicing,
and other equipment was installed at Calgary and Moncton.

Mr, Jackman: In your balance sheet you have “Less accrued depreciation
$634;241.68.” I do not notice anything in the income account for depreciation.
Ow do you build up your depreciation reserves among your assets there?
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Mr. Enxcuisa: They are divided under the different general accounts.

They do not show up as one item; so much of the depreciation is on aircraft
- and so much on ground equipment.

Mr. JackMaN: Do we get it some other place?

Mr. Excuisa: 1 can give you the figures for the aircraft.

Mr. Jackmax: I am a little more interested in percentages.

Mr. CoLyer: You are interested in the period of time during which we
depreciate our equipment. The aircraft are depreciated in four years—twenty-
five per cent a year; the engines in four thousand hours.

Mr. Jackman: But you depreciate the aireraft apart from the engines in
four years?

Mr. CoLyEr: The aireraft is four years and the engines in four thousand
hours'of flying. :

Mr. Jackman: You apparently consider that more than adequate? You
think that at the end of four years your fuselage, apart from the engine, is in
fair condition?

Mr. CoLyEr: At the end of four years your aircraft, I think, will be obsolete
for the transcontinental service, but 1t will still be a good flving aeroplane.

Mr. JackMan: How is it there is not some item in the income account
among operating expenses for depreciation?

Mr. CoLyEr: It is an expense—

Mr. JackmaN: Why is it not shown in the balance sheet itself or the
depreciation account—this $634,000?

Mr. Coorer: The depreciation expense charged to operation is included
in the item shown on page 12—“Aircraft operation and maintenance.” The
next item is “Ground operation and maintenance,”—and that includes deprecia-
tion charges on the ground equipment.

Mr. Jackman: It might better read “Aircraft operation, depreciation and
maintenance”? You merely leave out the word “depreciation”?

Mr. Coorer: Yes. There is some point in what you say. It definitely -

includes depreciation.

Mr. JackMaN: At no place is there a compiete schedule of tht various
depreciation percentages set out?

; .Mr. Coorer: But we do show on page 9 of the report what the total depre-
ciation charged to operation is. The second paragraph on page 9 states:

“ Adequate depreciation reserves have been provided in respect of all
property subject to depreciation. Depreciation charged to operating
expenses in 1939 totalled $557,342 and comprised over 20 per cent of the
total operating costs.”

And Mr. Colyer has indicated the basis of arriving at that depreciation charge
—four years for planes and four thousand hours for engines.

Mr. Jackman: You feel quite satisfied, from an operating point of view,
that that depreciation is adequate?
‘ Mr. CoLver: Yes.

Mr. Harris: Mr. Chairman, I think that schedule ought to be filed; it is
not a long schedule and there would not be very much involved. :

Mr. Coorer: There would be no objection to filing the statement.
Mr. HARRIS:. If the air equipmeqt is being depreciated at 25 per cent a
year, we would like t6 know that, and if the fixed property is being depreciated

at two or five per cent, we would like to know that. The word “ adequate ” is
not sufficient for this committee, as I see it, Mr. Chairman.
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Mr. Coorer: We will file the statement.

Mr. Jackman: I might suggest that in addition to depreciation you need
obsolescence as well as maintenance.

Mr. Coorer: When we speak of depreciation we include obsolescence. That
is probably a larger factor than depreciation itself.
Mr. Couyer: It might be of interest for you to know that our depreciation

rate, or the rates that we use, are substantially the same as those used by
transcontinental operators in the United States; quite similar.

Mr. Harris: I did not hear that.

Mr. Conyer: Our rates are the same as the rates of the transcontinental
operators in the United States. :

Mr. Hagrris: How do they compare with the privately owned companies?

Mr. CovyeEr: Where?

Mr. Harris: How do the rates compare?

Mr. CoLyer: Privately owned companies where, in the United States? I
am' speaking of privately owned companies.

Mr. Harris: We have not any in Canada of any consequence. Of neces-
sity you have to compare them with the United States.

Mr. Couyer: The ones I was speaking of in the United States are all pri-
vately owned companies.

Mr. Harris: Your rates are on a basis similar to theirs?

Mr. CoLyeEr: Yes, sir.

Mr. JackmAN: Do you not think it would be better if in the income account
you set up a separate item for depreciation and obsolescence apart from main-
tenance, as the ordinary corporation does? I am sure the air lines in the
United States must set that up separately. It gives a better understanding.

Mr. Coorer: It could be done but we have shown it in the body of the
report, and, from what I recall of the United States companies, our income state-
ment is similar—

Mr. Harris: Where in the body of the report?

Mr. Coorer: Page 9.

Mr. Harris: That has only the word “adequate”.

Mr. Brack: Mr. Chairman, I would say the proof of this is whether an
adequate depreciation was set up and whether actual money was taken out of
Operations and set aside in a special fund, as a sinking fund, or a special fund
for depreciation. Is that done?

Mr. Coorer: No, and we do not agree that that is good poliey. The money
which we provide out of operation for depreciation is reinvested as capital and
avoids the raising of new capital. Trans-Canada has to pay 5 per cent on its
capital, and we could not set money aside and invest it to produce 5 per cent.

Mr. Jackman: I would agree with you on that.

The CuHAmRMAN: Airway facilities.

Mr. Excrise (reads):

AIRWAY FACILITIES

Landing fields and other facilities at the airports owned by municipalities
T by the Department of Transport, and used by the company, were improved
fOnsiderably during the year. Additional runways were constructed where
Tequired, existing runways extended, and field lighting bettered. Improvements

Were also made at intermediate and emergency fields maintained and operated by

€ Department of Transport.
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Radio range facilities furnished by the Department of Transport are now 1n
operation at all stations along the company’s route from Moncton to Vancouver
and at the intermediate or 100-mile landing fields. The operation of the radio
ranges showed consistent improvement throughout the year and the system is
now functioning with a high degree of efficiency. An improved type of range
equipment was substituted in Carmi and Crescent Valley ranges in the mountain
section, and a high frequency range marker installed at Maple Ridge, B.C., the
approximate point at which the westbound flight commences its descent after
crossing the mountains. - These proved of material assistance to the company’s
operations. New ranges were installed at Megantic, Que., Blissville, N.B., and
Moncton, N.B., on the Montreal-Moncton run; and at Sterling, Ont. (about 20
miles north of Trenton), on the direct route between Ottawa and Toronto. The
first three were in operation in the late fall and the Sterling range at the end
of the year. The use of the latter range reduces the mileage and flying time
between Ottawa and Toronto by 48 miles and 15 minutes respectively. Ranges
are under construction at London, Ont., and Windsor, Ont., to cover the
prospective Toronto-Windsor service. A radio range installed by the United
States authorities at Millinocket, Maine, was completed at the end of January,
1940, as a result of which there is now full radio coverage on the route between
Montreal and Moncton.

The weather reporting service operated by the Meterological Branch, Depart-
ment of Transport, was extended and its staff augmented to meet the needs of
the expanding service and the increased use of the airway.

Under arrangements between the Department of Transport and the muni-
cipal authorities administration buildings were constructed at the Malton and
Regina airports.

Mr. Brack: What is the total investment in radio range facilities? I do
- not know what your unit is, but what is the approximate unit cost between
different points?

Mr. Epwarps: The average cost is about $50,000, and there are approxi-
mately forty across the country between Halifax and Vancouver. They run
from Halifax to Victoria. The last one is in Vietoria.

Mr. Brack: Then there is about $2,000,000 invested?

Mr. Epwarps: Roughly $2,000,000.

Mr. Jackman: I do not know whether this question is appropriate here or
not, but the Signal Corps, as part of the permanent army, maintains various
weather reporting bureaux. I do not know whether you call them meteorological
Eﬁlre}gux, or not. I was wondering whether there was any co-operation between

e two.

Mr. Epwarps: The services provided by the Signal service—those few
stattmns on the Mackenzie River—are subsidized by the Department of Trans-
port,.

Mr. Jackman: So there is every co-operation possible

Mr. Epwarps: Everything.

Mr. LocksarT: On the moneys advanced to muniei
ments—T gather there was something over
Interest is charged on that investment?

Mr. Epwarps: No interest at all.

Mr. Lockuarr: That is where we are getting some of the possible surplus.
Mr. Epwarps: No, that has nothing to do with Trans-Canada Airways
Mr. LockHART: Tt is a gift.

Mr. Epwarps: It is a subsidy too.

Mr. Ross: You state in the re ¢ i
London, Ont., and Windsor, Ont.,r’fg Oég,v S the e oader constructide £}

er the prospective Toronto-Windsor

municipal airports for improve-
one million and a half—what rate of
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service.” The airport I am particularly interested in is the London airport,
situated in my riding. I should like to know a little about the type of equipment
that will be used from Windsor to Toronto and the schedule of flights. It was
stated in the report that operations would commence on the first of July, but I
was told a few moments ago that they would not commence until the first of
August. I should like to have a little information in connection with the type
of equipment and the schedule of proposed flights between Windsor and Toronto.

Mr. Couyer: The present equipment, Lockheed 14s will be used on that
service. While the schedules have not been definitely set as yet, it is expected
that there will be two round trips of service per day between Toronto and
Windsor, connecting, we hope, with service to Chicago, and connecting at
Toronto with service to Ottawa, Montreal and possibly the Maritimes.

Mr. LockuarT: Following up the point I mentioned a few minutes ago, the
Department of Transport has a very large investment in the Airways Facilities;
I think it is something nearly $5,000,000 altogether.

Mr. Epwarps: It is more than that.

Mr. Lockuart: Is that money just gone with the wind?

Mr. Epwarps: Oh, no. You could not have an air serviee in Canada—

Mr. LockHART: But nobody pays anything for it.

Mr. Epwarps: The revenue is not very high, but everybody that uses an
airport pays for the privilege of landing on it. If you were to fly from Halifax
to Vancouver you would have to have a field about every one hundred miles.

Mr. Locknarr: Is there any schedule showing where that deficit lies?

Mr. Epwarps: In the operating expenses? ;

Mr. LockHART: Yes.

Mr. Epwarps: When the Department of Transport estimates come up you
will get that information.

Mr. ENGLISH:

Personnel

Personnel at December 31, 1939, totalled 497, being an increase during the
year of 165 and comprised of:—

Administrative officers, technical advisers and operations officers.. 12

Caphainscand -frst eihearsils T L Al T e s ey L A R e S
A b G AR S, o SR S e i B MR | S AR
Maintenanos andeomerhaiiiierdlon L5 SR Ess o Din e AR Sl S Uas
Bommumestions and -dispabohcoott 05 s AT LG < aa e s S SR
wtalion; clerionl BN otREY . N G i i T s ol e S e e

497

The organization was developed systematically throughout the year to keep
Pace with expanding operations. There was no modification of the high
Physical and educational standards required of prospective employees, and so

ar no serious difficulty has been experienced in securing the desired type of
Personnel. E

The pilot training program was carried on as expeditiously as the provision

of flying equipment permitted. In all, some 2,096 hours were flown in training

uring the year, and 21 candidates successfully completed the training course and
Were assigned to duty. In order to provide for contemplated service extensions
and for a small reserve of trained personnel, a number of pilots are now in
tl“aming, and daylight cross-country trips are being operated in the prairie section

or the advanced training and familiarization of potential captains.
5931—8
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On September 1, Mr. P. G. Johnson requested that he be allowed to re}inquish
his appointment as Vice-President in charge of Operations. The Directors,
appreciating the personal reasons which prompted the request, regretfully
acceded to his wishes. Mr. Johnson agreed, however, to devote a certain amount
of his time to the affairs of the company, and accepted the appointment of Con—
sultant. Mr. D. B. Colyer, formerly Chief Technical Adviser, was appointed
Vice-President in charge of Operations.

Mr. LockuarT: Does the Auditor-General’s report give the details of the
salaries in connection with the personnel of this department, or is it a closed
corporation the same as the railways?

Mr. Epwarps: Just the same as the railways, yes.

Mr. LockuArT: There is no way of getting any information at all, then.

The CHAIRMAN: Yes. What is the question?

Mr. LocksART: I say there is no way of getting any information on com-
parisons with the cost of other airlines in the States, for instance.

The CuamrMAN: If you ask for any information and it cannot be given, it
will be obtained. Do I understand that you want to compare costs?

Mr. LockuArT: The desire was to compare the administrative costs of the
officers and technical men on this line. I say could the information be obtained
to make that comparison?

Mr. Hu~cerrorp: I do not see how we could get that information.

Mr. LockuArT: I am not asking you. Is the information available so far
as Trans-Canada airlines is concerned?

Mr. HunGerrorD: Just what information, please?

Mr. LockuarT: The salaries of all the different officers and technical men
who operate the Trans-Canada airways.

The CuAlRMAN: As compared with other airways.

Mr. Huncerrorp: What other airways?

Mr. Lockrarr: I am not asking for anybody else to make a comparison,
but are the salaries for the Trans-Canada airways of their techmical men,

administrative staff, and what is paid to the stewardesses and everybody else,
available so far as the Trans-Canada airways is concerned?

The CrAIRMAN: Yes.
Mr. HUNGERFORD: Yes.

Mr. Lockuart: That is available. If not, where would we get it?

Mr. Huxcerrorp: It is available in the records of the company, but it has
not been the practice to disclose officials’ salaries. It has not been the practice
in the past. 3

Mr. Gray: Why?

Mr. HuncerrorD: Because we are about as nearly as possible a private
company, and that information would be given out to the publie.

Mr. Gray: Sir Henry Thornton’s salary and everything connected with him
was threshed out. Surely that is available if this committee wants it.
Mr. Hu~cerrorp: Quite; this committee can order anything.

Mr. Ross: In connection with personnel, there are a number of bright spots

in the report but I think one of the brieht 1s
ol rightest ones is on page 4, the last

The CramrMaN: W

Mr. Ross:
There were no a

ould you mind waiting until we get to that?

Operating conditions were on the whole quite satisfactory:
ccidents involving injury to passengers or personnel. Now, I
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think, Mr. Chairman, that the president, Mr. Hungerford, and the vice-president

in charge of operations, Mr. Colyer, are certainly entitled to the deep appreciation

and congratulations of this committee on this 100 per cent successful report.
Mr. Harris: That together with providence and fine weather.

The CmAmMAN: Mr. Lockhart, do I understand that you want to obtain
certain information?

Mr. Locknarr: I am asking yvou to proceed to get the information.

The CuamrMAN: If it is the wish of the committee that the information be
procured, I suppose you should state definitely what information you want to be
given. _

Mr. LockHArT: I would like to have the information myself. I do not
know whether the committee feels the same as I do about it.

The Cuamrman: Well, will you give us an outline of what information you
want?

Mr. Harris: It is a dangerous thing to establish a precedent. This room
could be cleared in a few moments and we could have all the information we
want. That principle was established when we first established this committee.
I had the privilege of serving on the committee in the year 1923 or 1924 and
we established that principle at that time, that the salaries of executive officers
and all salaries of personnel were available to the members of this committee.

In doing that we all took our own l‘OSpoanblltV You can go back to the record

and find that is a fact.

The CuamrMAN: Is this in the form of a motion, because if it is it will be
voted on, and we will act forthwith?

Mr. LockuArT: 1 will so move.

The CuamrMan: If this is a motion let us have a seconder and have a
vote and then we will know where we are at.

Mr. Lockuart: I will move that the administrative salaries and every-
thing be provided for this committee, and that if it is necessary, to clear the
room.

Mr. Hagris: 1 second the motion.

Mr. DoxNeLLy: Do you want this information printed?

Mr. LockHART: I want it made available to the members of the committee.

Mr. DonNgLLY: It is given to us in this committee.

Mr. LockuarT: I want it to be available to the members of this committee.

Mr. DoNNELLY: I mean to say that we can come in here in private and
we can hold a meeting without any reporters, and the witness can tell us what
Is wanted, but if you want it printed in the record that is a different thing.

Mr. LockHArT: That is immaterial to me.
. Mr. DoxneLLy: That is what I want to know. Do you want it printed
In the report or in private—what the salaries are? -
The CHARMAN: Do you want a written report or a verbal report?
Mr. Gray: I think Mr. Lockhart would be satisfied with a verbal report.
Mr. Lockuart: Yes, I will be.
The CuAlRMAN: Gentlemen, you have heard the motion; all in favour?
(Carried.)

_ (The committee went into camera at 9.30.)
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The committee resumed in public at 9.40.

Mr. Lockuart: It is suggested that we will have surpluses in 1940 if
certain things are done and I think we are entitled to know, Mr. Chairman,
the amount of load that the Canadian National Railways are carrying to
develop the service.

The CHAIRMAN: That has been decided. We are getting the information
now. Will you proceed, Mr. Cooper?

Mr. Cooper: Medical department $5,000; publicity $6,000; stores and
purchasing department $6,000; and the operating department $4,320. .(ln
session in camera Mr. Cooper had given the following figures in addition:
accounting department $4,800, treasury department $600; insurance depart-
ment $300; legal department $6,000.)

Mr. LockHART: What was the last?

Mr. Cooper: Operating department.

Mr. Brack: That is for yearly periods.

Mr. Coorer: Yes. The total amount is $33,020 per year, and I would
like to make it clear that these are not official salaries.

The CuairmaN: They are not?

Mr. Coorer: No. It is the estimated costs to the Canadian National
Railways of doing work for the Trans-Canada Airlines.

Mr. Jackman: Is this estimated cost of $33,020 not in the operating
expenses some place?

Mr. Coorer: Yes, it is

Mr. Jackman: In other words, the railways are not contributing any of
this service on which you fix an arbitrary figure for months or for years, and not
paid by them?

Mr. Coorer: Not at all.

Mr. Jackman: It will be your opinion that the Trans-Canada Air Lines
are carrying themselves?
Mr. Coorer: Exactly. This charge is intended to fairly compensate the

Canadian National Railways for the work which it does on behalf of the
Trans-Canada.

Mr. JackmAN: In other words, there are no charges that you can think
of which are borne by the railway company of services rendered to the Trans-
Canada of which a proper charge is not borne by Trans-Canada.

Mr. Coorer: Apart from the general supervision of, say, the president—
we do not make a charge for the president to the extent that Mr. Hungerford
has general supervision over the affairs of the Trans-Canada—there is not any
charge made, but wherever there is any direct expense incurred by the Canadian
National Railways it is charged up.

- Mr. Gray: Will you make this clear again: there is not any duplication
of salaries or expenses by the Canadian National Railway?

Mr. Hungerrorp: No Canadian National official gets anything extra for
the work of Trans-Canada, or any other subsidiary as far as that is concerned.

Mr. Jackman: It is all overhead and you assess it against each depart-
ment, and it all goes out in operating expenses?

Mr. CooPer: Yes.

Mr. Bercovitca: You would not call i SR ?
National not call it compensation. The Canadian

Railway is being indemnified : } N
Chida, g for services rendered to the Trans

Mr. Huncerrorp: That is exactly it
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Mr. Hagrmis: And the secretary and the treasurer and the comptroller
and the counsel do not get anything at all. And is there no charge other than
those enumerated by the gentleman who has just sat down for the services of
the men—Mr. Hobbs, the secretary, and the treasurer—no charge against the
operation of Trans-Canada Air Lines for the services of these men?

Mr. Couyer: No, sir.

Mr. Excusa: The Trans-Canada does pay full freight charges at tariff
rates for any rail movement, and full express charges, and full telegraph
charges. There is no—

Mr. Harris: 1 am speaking about the officers who are listed on the front
page. The only officer in this group who is drawing any remuneration is the
vice-president in charge of operations; is that right?

The CraRMAN: And his assistant.

Mr. Hagrris: Mr. Chairman, I would like to say this: the directors elected
by the shareholders, they receive no remwuneration; those appointed by the
Governor in Council in a like manner receive no remuneration; the officers,
except the two cited, and the consultant, receive no remuneration. With regard
to the expenses of the directors—do they get any directors’ fees?

Mr. Hungerrorp: No.
Mr. Harris: Do they get any expenses from the Trans-Canada?
Mr. Huncerrorp: I do not know whether they get any expenses or not.

Mr. Coorer: I do not believe there have been any expenses on Trans-
Canada.

Mr. Gray: Do they get any from the Canadian National Railways?

Mr. Coorer: They do for our business, yes.

Mr. Gray: It is just a matter of which account you pass, is it not?

Mr. Cooper: I do not know that any of them have done travelling for
Trans-Canada, but they certainly have not charged the expenses to us.

Mr. LockuarT: How is the office work of the Trans-Canada Air Lines
operated? How is the mail sent out? Is it under the Canadian National Rail-
ways?

Mr. CoLyer: We put stamps on our mail that goes to outside points, and
our own inter-company mail we carry on the plane without stamps.

Mr. Locksarr: The outside mail is all stamped just as the public do?

Mr. CoLYER: Yes.

Mr, Lockuarr: Nothing is done by the Canadian National Railways?

Mr. Conyer: I am speaking for Trans-Canada. There is no franking done
by Trans-Canada. We have no franking privilege.

Mr. Gray: Do Touche & Company audit Trans-Canada? Is it a running
audit ? :

Mr. CoLyer: Yes.

Mr. Gray: By Touche & Company?

Mr. Coryer: Yes.

. Mr. Jackman: The board of directors of Trans-Canada are not the same
n al] cases as the board of the railways. Do these men serve just for the hon-
our that is in it? Take those appointed by the Governor in Council, Messrs.
dwards, Wilson and Herring. Do they receive anything for it?
. Mr. Huncerrorp: No, sir. Just as a matter of information three of the
directors are appointed by the government; the other directors are at the same
time directors of the Canadian National Railways. I would like to say by
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way of explanation when we were setting up this organization it became evident
we were going to require the services of a purchasing department, a stores
department, a legal department and so on; and it was concluded that we could
co-ordinate these activities in the different departments of the railway and do
the work very much cheaper than we could by setting up separate organizations
of that kind in connection with Trans-Canada. That was why this arrange-
ment was made.

Mr. McCurrocH: And probably save two-thirds of the cost.

Mr. Huncerrorp: I should think easily that.

The CuAlRMAN: Are you through with: this part of it, gentlemen. If so
we will go ahead until 11 o’clock.

Mr. Hagris: You have only come to directors. What other administra-
tive officers, technical officers are there in these twelve, Mr. Chairman, twelve
administrative officers, technical officers and operation officers? Could we have
the list of the twelve and their remuneration?

Mr. Couyer: I can give you the salaries, the names of the individuals in
the organization and their salaries. The general superintendent at Winnipeg
is Mr. Larsen.

The CuarrMaN: We have decided not to report the salaries.

(At this stage of the proceedings Mr. Colyer gave the names of the officials
and their salaries.)

Mr. LockHART: You must have been comparing notes with some of the
American companies. .

Mr. CoLyer: Our pay scale is similar but I think it is probably less.

Mr. LockHART: Your general set-up is very similar.

Mr. Couyer: The statements I have given I believe cover in general all
the classes of employees. We have janitors and so on.

Mr. Brack: What constitutes the crew of an airplane?

Mr. Couyer: The crew of a plane consists of the captain, the first officer
and the stewardess.

Mr. Brack: How many crews are there for the fifteen machines?

Mr. CoLyEr: We have at the present time 37 captains, 43 first officers
i.}rlld unless one of our stewardesses has got married in the last few days, 44 of
ese.

Mr. Jackman: Is there any unionization among the personnel of the
Trans-Canada?

Mr. CoLyer: At the present time there is a pilot organization, they call
themselves, Trans-Canada Air Lines Pilot Association, I believe. They are
more of a guild than a union. I do not believe they are affiliated with any
labour union, not to my knowledge.

Mr. Brack: Not tied up with any American union?

Mr. Covyer: 1 do not believe they are. I could not be absolutely certain
of that because it is not my business.

ratesh‘;ln Brack: You have had no trouble in that regard, no pressure to raise

Mr. Conyer: No.

The CuamrMAN: Gentlemen, I should like to have an understanding as to

whether it is your wish that the salaries and the inf i 0
given recently shall not go in the record. pTsiailes

Mr. Harrig:  Only that portion that gives us the relationship between

the amount of money borne or pai :
: P : paid by the Trans-C i
dian National railway line on behalf of Trans_SCaﬁ:;gga S
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The Cuamrman: Only that portion will go into the record.

Mr.- Harris: Will go into the record.

The Cuamrman: The rest will be withheld.

Mr. Gray: Have we finished with the witness?

The Cuamman: I think .we are about finished for to-night.

Mr. Gray: I should like to add one thought before we adjourn. We
might finish with Trans-Canada to-night.

Mr. Harris: We have not gone over it yet. We were to go through the
whole report and then go over it item by item and ask more questions.

The CHarMAN: Yes, that is fine. I think we had gotten as far as “ Air-
way Facilities.”

Mr. Harris: On a point of order; we are more or less a secret session now,
are we not?

The CHalrMAN: We were until a minute ago.

Mr. Harris: Nobody has come in since. I want to make an observation
before we get out of this session. You have your vice-president in charge of
operations. You have his assistant, and then you have expenses. They are
costing real money. Then you have a consultant. The relationship between
the cost of that overhead and the amount of business we are doing, the amount
of revenue we receive when we consider $1,600,000 are handed to the Post
Office Department is out of all proportion—I am glad the minister has come
in as I should like to repeat that statement in the minister’s presence. Mr.
Chairman, you have Mr. Colyer at a salary which was stated here to-night and
his assistant.

The CaamrMAN: Yes.

Mr. Harris: Then you have retained a consultant. Then you look at your
income account. The mail operation is a simple matter for any executive to
collect. It is only $1,632,873, because it is all re-arranged for them. It does
not take much of a business executive to get that into the treasury.. Then
take the total revenue of the concern. They have, as I view it, $2,300,000 less
$1,632,000. They really have to give diligent attention to the matter of
$750,000 a year revenue. They have to give diligent attention to operating
a very highly technical and difficult airline system. But with everything that
is involved in establishing these facilities, Mr. Chairman, I think you are out of
proportion; and I cannot see why we should have to pay a consultant who is
Probably a resident of another country. I do not know whether he is or not;
at least his major interest is not centered in Trans-Canada Air Lines, that is
true. 1 think consideration ought to be given to keeping that personnel in
Some sort of fair relationship to the amount of business that they are doing,
and that condition does not obtain when you use this balance sheet as it is put

efore us to-night. '

Hon. Mr. Howe: Mr. Chairman, since the remarks are addressed to me I
should like to make an explanation. I can say this, that whether the salaries
dre too large or not I can say that by following the procedure we have
We have been able to start an air line in perhaps the shortest time that an air line

s ever been started here or in any other country. We have been able to
Operate it continuously since its commencement without a serious accident of
any kind, without the loss of a passenger. I think there is no air line that

as ever operated anywhere that has the same operating record. We maintain
an efficiency of operation that is the best on the continent. I think our record is
SOmething like 98-2 per cent of schedule flights completed and the average to
1€ south of us is about 95 per cent. The reason, I think, we have been able
:0 do that in this country—we are not miracle men here—is that we have gone
Mo the matter and obtained the services of the best men that were on the
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continent to do that job. We have paid them what is the current rate for that
type of service, and no more. We have not paid them extravagant salan'es.
I think the men we have there would have no difficulty whatever in selling
their services at the rate that we are paying. In fact our difficulty is, I may
say, in the presence of one of them, to keep them here on the job. I think
we could have their resignations to-morrow with the best of good will if
they had any doubt that they were not doing a job here.

As far as the financial position of the company goes I think the main
thing is to keep those planes operating efficiently; and there is a tremendous
amount of technical information required for that purpose. Mr. Colyer has
been urging me for the last year to appoint a successor who could be trained.
Frankly I have not been able to recommend to him any man that I believed
could in a short time be trained as his successor. I have asked him to try
and develop him from the air line itself; and I know that he is endeavouring
to do that. Personally I am very sincerely hoping that we can retain the
services of Mr. Colyer at the salary that we have mentioned or, if it takes
a little more to keep him, I hope we can retain his services until he can have
trained from the personnel of the air line a successor that can operate that air
line as well as he can. Operating an air transport system is not like some othet
business where second best may be good enough. Second best on an air line
may result in dropping a plane load of passengers in one year or something
of that sort. If we can avoid that, as we have up to this time, I, at least, am
not one to question the salaries that make it possible to do so.

Mr. Harris: Before the minister came in, perhaps it would be of interest
to note that the congratulations are already embalmed on the record along
with our thanks to God at the same time. So that had he been here he would
not have needed to make that observation.

Mr. Gray: Can we adjourn, Mr. Chairman?

The CrarMAN: Do you want to finish this affair?

Mr. Gray: I move we adjourn. You have had three sittings to-day.
Surely that is enough. You cannot finish to-night.

The CuamrmaN: Before we go, let us understand when we shall meet again.
Shall we meet to-morrow at eleven?

Mr. Grey: Tuesday.

The Cuamman: Well, T do not think Tuesday meets with general favour.

Howgver! it is up to the committee. I should like to see the committee get
on with its work as soon as we can and get finished with it.

Mr. Gray: I have known this committee to sit for weeks.
The CraRMAN: Yes, but there is quite a difference.

Mr. Gray: We have made wonderful progress to-day. Surely we are at
least entitled to have time to read the report. I move that we meet next
Tuesday at eleven. .

Mr. Brack: I second it.

The CrHAmRMAN: You second the motion?
Mr. Brack: Yes.

Mr. Gray: Question.

The CuairmAN: All right, gentlemen. There is a motion t}
i j 1 A t the com-
mittee adjourn until Tuesday at eleven o’clock. All in f St el motion?
Against? I declare the motion is carried. B. SO U O

The committee ad

at 11 am. journed at 10.10 p.m., to meet again on Tuesday, July 9,
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MINUTES OF PROCEEDINGS

11.00 a.m.,

July 9, 1940.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government met this day at 11.00 a.m. Mr. J. P. Howden,
the Chairman, presided.

Members present were: Messrs. Bercovitch, Black (Cumberland),
Donnelly, Dubue, Emmerson, Gray, Hansell, Hanson (Skeena), Harris (Dan-
forth), Howden, Howe, Jackman, MacInnis, McCulloch and Sissons.—15.

In attendance were: Mr. S. J. Hungerford, President, Canadian National
Railways; Mr. R. C. Vaughan, Vice President, Canadian National Railways;
Mr. T. H. Cooper, Comptroller, Canadian National Railways; Mr. W. M.
Armstrong, Assistant Chief of Research and Development; Col. V. I. Smart,
Deputy Minister of Transport; Mr. A. V. Franklin, Railway Auditor, Depart-
ment of Transport; Mr. O. A. Matthews, representing George A. Touche
& Co.; Mr. D. B. Colyer, Vice President, Trans-Canada Air Lines; Mr. W. F.
English, Assistant to the Vice President, Trans-Canada Air Lines; Mr. G.

Herring, Chief Superintendent, Air and Land Mail Service; Post Office Depart-
ment.

Information requested at previous meetings respecting elevators, coal,
pensions, hotels and revenues per traffic unit per mile, was furnished by
officials of the Canadian National Railways.

Mr. Herring was called and examined on mail contracts between the
Post Office Department and the Trans-Canada Air Lines.

Witness retired.
Consideration of the Report of Trans-Canada Air Lines was resumed.

The Committee adjourned at 1.00 o’clock to meet again on Thursday,
July 11th, at 11.00 a.m.

J. P. DOYLE,
Clerk of the Committee.







MINUTES OF EVIDENCE

House or ComMmons, Room 277,
July 9, 1940.

The Standing Committee on Railways and Shipping met at 11 a.m. The
Chairman, Mr. J. P. Howden, presided.

The CumarMAN: Order, gentlemen. I think we have a quorum, and we
always have plenty to do in this committee. If it is the wish of the committee, we
will proceed. There were a number of questions placed before the committee
at the last sitting and the officials of the railway have replies to those inquiries.
If it is the wish of the committee, we shall commence in this way. If I hear
nothing to the contrary, we shall proceed along those lines. ;

Mr. Hun~cerrorp: Is it satisfactory to have Mr. Armstrong read the
questions and answers?

The Cmamrman: Yes. Mr. Armstrong will read the questions and the
answers.

Mr. ArmstrONG: There was a question asked by Mr. Donnelly in regard
to the storage of grain in elevators operated by the C.N.R. The answer is:—

C.N. Tariff CR-200 covers storage and other charges on grain in
Saint John, N.B., and Tiffin No. 2, Ont., elevators. These elevators are
the only two operated by the Canadian National Railways in Canada.
The tariff of rates in effect is on a parity with those of other similar
elevators in Canada; is filed with, and has the approval of, the Board
of Grain Commissioners, which fixes the maximum rates. All grain now
in storage in these two elevators is being assessed the storage charges, as
named in C.N. Tariff CR-200.

Mr. DonnNeLLY: Who runs.the elevator at Halifax?

Mr. ArmstroNG: That is a government elevator.
& The CHAlRMAN: Is there any further need of discussion before we leave

at?

Mr. DoxnNELLY: You take the maximum charge?

Mr. ARMSTRONG: Yes.

Mr, DoxNELLY: As set by the Board of Grain Commissioners?

Mr. ArmsTRONG: Yes. There is a tariff,

Mr. DoxneLLy: I know there is a tariff. The Canadian National charge
18 set, by the Board of Grain Commissioners. Of course, you have been making
a lower charge there. I was wondering if there was any agreement for a lower
charge than the maximum that was set by the Board of Grain Commissioners.

Mr. ArmsTrONG: All the grain handled is under the tariff as approved by
the Board of Grain Commissioners. ;

Then there was a question by Mr. Hansell as to the approximate amount of
Coal ordered from different parts of the country including American coal. The
answer to that is:—

Coal recewed for use in Canada in 1939 Quantity
Eastern COmaga, (i woi e s Mt dds i s o LOEB 20 tcz‘ns
Western Canada. . . ieins ni se del e Loi,540

Total Canadisns: & o0 sirarriaissde Lon s DI Rg

3. RSP MGG G G NIRRT B TS e
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Mr. DoxNELLy: What year is that?

Mr. ArmstroNG: That is for the year 1939.

Mr. DoxnNeLLy: Is that more or less than it was in 1938. How does it
compare with 19387

Mr. ArMsTrRONG: Mr. Vaughan says there is a little more Canadian coal
in 1939.

Mr. DonnenLy: Do you contemplate there will be more Canadian coal?

Mr. VaucHAN: Yes, there was more Canadian coal used in 1939 than in 1938.

Mr. DonneLLy: Do you contemplate that in 1940 there will be still more
Canadian coal used? :

Mr. VaucuAN: No, we do not; because we cannot get Canadian coal.

Mr. Brack: You cannot get Canadian coal?

Mr. VaucHAN: No.

Mr. Brack: There are lots of mines in our province that are working only
one or two days a week.

Mr. VaugHAN: Some of them do not produce the type of coal we can use
economically; and in other cases the cost of haul is too high in the territory
west of Montreal where that coal is used.

Mr. Harris: Does the 10 per cent exchange tax not help?

Mr. VaveHAN: It helps the Nova Scotia coal situation to some extent.

Mr. Harris: By 10 per cent?

Mr. VaveEAN: Yes, by 10 per cent. But the situation is, of course, that
they have a definite market for coal down there. I think, as you know, that the
only company shipping coal in any quantity up the river is the Dominion Coal
Company, and they have a tremendous demand for bunker coal for the paper
industries. They are not able to give us the tonnage of coal up the St. Lawrence
river that they have in past years.

Mr. Brack: The smaller mines down there have been operating under
very great difficulty. There has been a great deal of discontent down there
because, when the whole country is supposedly busy, they are working only
one or two days a week in the smaller mines in Cumberland and Pictou counties.

Mr. VaveHAaN: Yes. We take considerable coal, of course, from Pictou
county. I take it the mines in the Macean District are what you are referring to.

Mr. Brack: Yes.

_ Mr. Vaveaan: We do use only a certain amount of that coal; we can use
it only in certain territory economically; and they have no facilities for trans-
portation up to Montreal.

Mr. DonnerLy: On account of the exchange rate of 10 per cent, you
should be using more western coal.

Mr. Vavguan: Yes. We are using western coal at the present time down
as far east as a place called Savant Lake which is the first division point east
of Sioux Lookout; we use eastern Canada coal as far west as Cochrane on the
northern line and to Sudbury and Foleyet on the south line.

Mr. McCurroca: I might say, as far as the Macean District is con-
‘cerned, that Mr. Avard, general manager for the Maritme Coal, was in Mont-
real yesterday interviewing Mr. Vaughan. The amount of coal that has been
taken from that district in the last five months has just doubled as compared
with the quantity taken for the first five months in 1939, and it is Mr.
Vaugha.n’s '1ntention to increase that as much as possible. If the same pro-
portion of inerease keeps up for the balance of the year as there has been for

the last five months, it will be a great deal better f istriet. t 18
about, right, is it, Mr, Vaughao? er for that district. Tha
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Mr. VavegEAN: Yes.

Mr. Brack: What about the price being paid? Is there an increase in
the price?

Mr. VaveuaN: There has been an increase in the price in some of the
districts. There has been no increase in western Canada. In districts in
eastern Canada where costs have gone up, they have been allowed some
additional amount for their coal.

Mr. Brack: What would the average per ton amount to?

Mr. Vaveaan: About 25 cents a ton in the east. But there are some
mines down there that have not asked for any increase and they have not got
any increase.

I\;Ir. Hansern: What determines the decision to get coal at any particular
point?

Mr. VaveaaN: It is entirely determined by the cost. In arriving at the
cost, the quality of the coal and the length of haul is taken into account. Of
course, when we buy American coal, we stack up every cost against it—exchange,
freight and everything that is involved.

Mr. Jackman: I do not know whether this question has arisen yet or not
with respect to this new ten per cent tax; but as I see it, the Foreign Exchange
Control Board will get all the exchange arising from the sale of any of our
goods to the United States. Then they parcel that out to the various importers
in Canada who pay the tax. When they buy that exchange, are the Canadian
National Railways and the Trans-Canada Airlines entirely separate and
treated as if they were individual companies and not the government itself?

or instance, I suppose when the government buys something in the United
States in the way of munitions, they do not have to pay the 10 per cent tax
because it is paying in to itself, as it were. But the railway, when buying coal
In the United States, would be subject to the 10 per cent tax, would it not?
Mr. VaveaaN: We are treated just like a private company. We pay

. every charge the private company pays.

Hon. Mr. Howe: Just to keep the record straight, I might say that the
government does pay the tax on its purchase of munitions. The government

1tself pays that tax, as the railway and Trans-Canada do.

The CaArMAN: Is there any further discussion? If not, we shall proceed.

Mzr. ArmstrONG: The next question was asked by Mr. Maclnnis. The
Question was: Could the Committee have a list of the persons receiving pensions
W*l}o are otherwise engaged, particularly in government business or for the
Tailway? The answer is:—

To answer this question would entail the work of examining over
5,000 individual files. A check of the records from January 1, 1935,
to date indicates that 243 pensioners under the C.N.R. General Pension
Plan were given permission to take up other employment. Of this
number 209 are presently living, but it does not necessarily follow they
are gainfully employed. Under the C.N.R. General Pension Plan it is
estimated that the number of all pensioners who received permission to
take up other employment and are now living, would not exceed 275.
The large majority of those requesting permission to take employment
are receiving small pensions.

The Craammman: I should like to put a question there myself. Suppose
the pension of one of those individuals was not sufficient to keep him alive?
I8 he debarred from taking employment?

Mr. Cooper: No, sir. The pension rules provide that the receipt of a
Pension from the railway does not debar the pensioner from taking up other

hiid er‘_lployment, provided it is not considered detrimental to the interests of the
 Tailway,
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The CuamrMaN: Thank you.

Mr. ArmsTRONG: The next question was asked by Mr. Sanderson. He
requested a brief synopsis of arrangements under agreement of July 28, 1938,
between Canadian National Railway Company and Canadian Pacific Railway
Company with respect to “ Hotel Vancouver,” Vancouver, B.C. Shall we read
this or just put it in the record? It is merely a digest of the agreement, showing
the terms.

The CuamrMAN: Does anybody desire to hear it read?

Mr. McCurrocH: No, put it in the record.
The synopsis is as follows:

A Company to be incorporated under the Dominion Companies Act,
to be known as “ The Vancouver Hotel Company, Limited” to lease and
operate the Hotel property owned by the Canadian National Railway Com-
pany at Vancouver.

The authorized Capital of the Hotel Company to be $500,000, to be
subseribed and paid for by the parties to the agreement in equal amounts.

The Hotel Company to have a Board of Directors of six persons, three
of whom to be nominated by the Canadian National Railway Company
and three by the Canadian Pacific Railway Company, the President and
Vice President of the Hotel Comipany to be chosen in alternate years from
the National Directors and the Pacific Directors, so that in the year in
which the President is chosen from among the National Directors the Vice
President shall be from among the Pacific Directors, and vice versa.

The Canadian National Railway Company to complete the hotel,
ready for operation, and lease it to the Hotel Company for a term of 21
years, with a provision for renewal for a further period of 21 years on the
same terms, save as to right of renewal.

The Hotel Company to pay the Canadian National during the term
of the lease an annual rental equal to the net earnings of the Hotel Com-
pany from operations in the next preceding calendar year, the rental
payable in respect of any such year not to exceed $280,000.

In consideration of the Canadian Pacific undertaking to «close its
hotel -at Vancouver and to transfer certain of its furniture and furnishings
to Canadian National without charge and not to operate or become
interested in the operation of any other hotel at Vancouver during the
term of the lease, and further agreement to allow interest at 2 per cent
per annum to the Canadian National on the amount realized from sale of
the property, or agreed sale value of any unsold portion, or net salvage
from portion demolished (less cost of alterations or expense in connection
with the sale) and also paying to the Canadian National one-half of the
interest received on any unpaid instalments under agreement of sale, the
Canadian National to pay to the Canadian Pacific, as received, an amount
equal to one-fourth of the rental received by it from the Hotel Company.

The cost of administration of the Canadian Pacific Hotel when closed
to be borne equally by the Canadian National and the Canadian Pacific,
until the property is disposed of. v

If the Canadian Pacific Hotel property not sold within three years
of the closing of the Hotel, the hotel building to be demolished.

The Canadian National and Canadian Pacific to each be afforded
equal facilities in the Hotel for its Railway, Telegraph and other business,
each paying a fair rental on the space occupied by it, and assuming all
expense incidental to the equipment and operation of the space.

Mr. ArmsTroNG: The next question was by Mr. Lockhart, and was as t0
the. amount, th.ere was invested in hotels operated by the Canadian National
Railways. This statement shows the investment in each of the hotels, eleven
in number. May we put it in the record?
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Mr. Brack: We had better have it read, had we not?
Mr. ArmstroNG: All right. The answer is as follows:—

Canadian - National, Charlottetown, P.EI.. .. .. ..$ 860,653 30
Picton” Inodge. RIoton: NN . ) e Al S e 199,456 21
Noya Scofian, Halifax, N.S..- o oc bn Siie Lhins 2454 12524
Chateau Laurier, Ottawa, Ont.. .. .. .. .. .. .. .. 8,683,773 23
Prince Arthur; Port Arthur, Ont. . .o oo sl cwos | L180S66 50
Minaki Lodge, Minaki, Ont.. .. .. .. .. .. . .. .. 1095421 73
Fort Garry, Winnipeg, Man.. .. .. .. .. .o .o .. .. 2911906 39
Prince Bdward, Brandon,; Man; .« SEa il viavies. o4 525,782 98
Macdonald, Edmonton, Alta.. .. «. <. vu <v oi .. .. 2,287,590 10
Jasper Park Lodge, Jasper, Alta.. .. .. .. .. .. .. 2,683,460 97
Bessborough, Saskatoon, Sask.. .. .. «. .. .. .. .. .. 3,567,048 87

Mr. Jackman: That is the capital cost?

Mr. ArmstroNG: That is the capital investment as at the end of last year.

Mr. Jackman: That still stands on the books? That is the original capital?

Mr. Harris: No depreciation has been set up in this account?

Mr. Jackman: None of these have been written off?

Mr. ArmstroNG: No.

Mr. Harris: I want to be clear on that point. There is no depreciation
set up in this account. Is that right?

Mr. ArmstroNG: That is right.

Mr. Brack: There is no reserve fund set up analogous to the depreciation
fund set up in other cases?

Mr. ArmsrroNG: No, not for the hotels.
Mr. Jackman: The hotels were not ineluded in that big write-off some

years ago of the assets of the C.N.R.? The hotels still stand at the original
capital cost?

Mr. ArmstroNG: That is right.

Mr. Cooper: I might say that in the capital revision to which you referred
there was no writing down of the hotel property investment. Certain worthless
capital stocks were written out, also government loans for deficits, and unearned
interest. With respect to the depreciation of hotels, I think it should also be
made clear that maintenance of hotels, renewals of the fittings and furnishings is,
of course, taken care of through the operating expenses.

Mr. Brack: Is that taken care of on a regular percentage basis per year?

Mr. Cooper: No. It is taken care of currently as the expense is incurred.

Mr. McCurrocH: It is not charged to capital?

Mr. Coorer: No.

Mr. Brack: Is there a certain percentage taken for each hotel for the
{luinis};ings each year, or does it vary according to the earnings of the respective

otels? -

Mr. Cooper: It would depend on the condition of the furniture and
fittings, if they need repair or remewal, the work is done and the expense is

- charged to operating expense.

Mr. Brack: It is not put on a percentage basis at all?
Mr. Coorer: No.
Mr. JackmaN: You are not doing anything with respect to the hotels—

_ Mr. Coorer: As far as the buildings themselves are concerned, no depre-
Clation is accrued.
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Mr. Jackmax: Like the Trans-Canada they can invest their depreciation
reserves in new assets all the time. But in the hotels you cannot very well do that
because you cannot invest sufficient money to compensate fo_r depreciation or
possible obsolescence of new furnishings all the time. It is not physically
possible, is it? ' ;

Mr. Cooper: Take an example. I do not see why we should depreciate
the Chateau Laurier hotel building and not the Union station building. If you
adopt the practice of depreciating all property, all fixed assets, then you would
have to extend it to tracks, shops, stations, bridges and other fixed property.
You could not reasonably pick out a particular building and say that building
should be depreciated and the adjoining building should not.

Mr. Harris: But we have depreciation with Trans-Canada Air Lines.

Mr. Cooper: I think that is different. The policy of applying deprecia-
tion accounting to railroads is a matter which has been considered very exten-
sively by the United States railways under the direction of the Inter-State
Commerce Commission, and while it is mandatory to include depreciation with
respect to equipment it is not mandatory, and it is not expected, that the rail-
ways of the United States should include depreciation on their fixed assets,
and practically none of them is doing so; and we in Canada are on all fours
with the United States railways.

Mr. Harris: Just a question there; we in Canada are not on all fours
with the Canadian Pacific Railway Company, they have depreciation account-
ing set up for all their equipment.

Mr. Coorer: For their equipment; no, sir.

Mr. Harris: What is their depreciation set up for?

Mr. Coorer: They have depreciation accounting with respect to their
sbeamships and hotels. Their depreciation accounting with respect to their
hotel system is a matter that goes back some three years; and there were certain
reasons why that was done, and in that respect the Canadian Pacific is not
consistent in that it does not apply depreciating accounting to its other fixed
assets.

Mr. Harris: The Canadian National does that?

Mr. Coorkr: No, they do not.

Mr. Harris: The Canadian Pacific does with respect to its hotels?
Mr. Coorer: Yes; and in that respect they are different.

Mr. Harris: But the Canadian National does not?
Mr. Cooper: That is true.

Mr. Jackman: When do you arrive at the point where you do not continue
to build up the cost of hotels? Take, for instance, the Chateau Laurier with
1ts capital figure of $8,000,000 odd; when do you stop adding to that? I
understand, Mr. Chairman, the witness now to say that everything now is
charged against operation account. That is to say, if they put in new furniture
and new fixtures, whatever new capital they put in, the higher the cost of that
ﬁozeﬂé ’becoges; would not that be a charge against operating account; is that
- not correct?

Mr. Coorer: No, I do not say that. With res i

g : s y that. pect to improvements or
MdlUQnS, if the cost is $500 or more it is added to property account, that is
to capital account. ; :

Mr. Harris: If you renewed the beer parlour, I suppose that would be &
charge to operation, or would it be a charge to capital?

Mr. Cooper: If it were a renewal, it would be charged to operating
expense, ;

Mr. Harris:  Mr. Chairman, 1 wonder if we could h the capital
account, say just for the last four yea if - i Bocce i 34 b
~ these items amount to? S e Bare i
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The CuHAmIRMAN: Do you wish that submitted now or a little later?

Mr. Harris: I would like to have it now.

. Mr. Brack: While he is getting that figure, I do not see any statement
about the Vancouver hotel in this material.

Mr. ArmsTtrONG: This statement shows the hotels operated by the Cana-
dian National system; the Vancouver hotel is operated jointly with the
Canadian Pacific Railway. This statement was made up to correspond with
: the revenue and expense statement which was turned in at the last meeting.

?-, Mr. Brack: Have you any figures with regard to the cost of the
] Vancouver hotel?

B Mr. Cooper: The cost of the Vancouver hotel up to 1939 was $11,607,000.
' } L;Ir. JackMAN: Was that the total investment, or the Canadian National
3 share?

Mr. Cooper: The Canadian National provided the building completely
¥ furnished; the Canadian Pacific have no proprietory interest in the building.
' Mr. JackMAN: Just an operating interest?

Mr. Coorer: Yes.

Mr. JackMAN: Just in connection with that; did I understand you to say
that all expenditures over $500 were capitalized? ’

Mr. Cooper: No. I will put it this way; any expenditure of capital under
$500 is taken into operating expense, but all maintenance and all renewal
expenses, irrespective of the amount, goes into operating expenses.

Mr. JackMmAN: I see, so the capital account is therefore growing continu-
ously from year to year and you are not setting up any depreciation?

Mr. Coorer: Assuming the property is being added to or extended. We
make retirements in the same way. Take for instance the beer parlour to which
you referred, if it were discontinued we would write down the investment. We
deal with retirements just as we deal with additions and extensions.

Mr. Jackman: I quite understand. There would likely be more additions
and betterments than retirements in the ordinary course of events.

Mr. Coorer: With the hotel business growing the way it is I think that is
quite natural. There is no reason why a building should be stabilized at its
original cost.

Mr. JackmAan: What I am trying to arrive at is, we are widely interested,
i and I want to know whether we are operating at a profit or loss; whether this is
b an overstatement or an understatement, as the case may be, irrespective of
© what the accounting practice may be in any other system. If an hotel is a
’ Wasting asset it should be depreciated, 2-5 per cent or 4 per cent, you see;
B Wwhatever it might be, irrespective of the accepted standard there. That being
£ the case, then surely we could depreciate that, not charge it in our books to
' Operations; don’t you agree with that?
Mr. Coorer: Yes, except that the practice recognized in respect to fixed
assets is not to accrue depreciation thereon.
. Mr. JackMAN: Irrespective of what the practiee may be, I want to find
| What the true loss or profit may be. We operate an hotel system, and if it is
i true that hotels are depreciated, certainly the hotels of United hotel system are,
3 think ours should be also. You will agree with me there, I think. These
uildings are still hotels, even though they are part of the railway system;
they depreciate. I do not see how we can get a true statement of the profit and
108s account unless you take into account the fact that some parts of the capital
1S being dissipated every year; and you are not showing it on your books.
: Mr. Cooprr: I think these accounts must be read with a certain background
o of knowledge. The balance sheet itself declares what is done with respect to
- “€preciation accounting.

Daltmies 2 dmiall Sl y o ainn
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Mr. Jackman: That is page 11, is it not?

Mr. Coorer: Yes, page 11: “Depreciation accounting is applied to rolling
stock owned by United States lines, and retirement accounting is applied on the
basis of original cost to other units of the property on the System;” and, of
course, that has been changed since the first of this year; depreciation accounting
is now applied to rolling stock owned both by the United States and the Cana-
dian lines; but retirement accounting is still continued with respect to fixed
assets.

Mr. Jackmax: Yes, I am not discussing what to do in connection with your
rolling stock. Obviously, with your rolling stock, depreciation goes on from
day to day. You can see it in your very short term equipment trust agreement.
You have got to depreciate, it is too obvious a thing not to take account of;
but the less obvious depreciation that goes on just as inevitably is that in the
hotels and that must be taken account of if we are to get any kind of a true
statement. I mean, take the western hotels, in their case perhaps depreciation
is not so large an item, but there is still a great deal of depreciation. There
are a great many things which are not as good now as they were when they
were built. Take the east wing of the Chateau Laurier here, the hotel with
which we have just been dealing, there are parts of that hotel which are not
nearly as good in the old east wing as things are which are in the new wing,
and that is something which must be taken into account. Unless you are going
to face a real capital write off at some given date in the future you must accrue
your depreciation as a charge against your operations from year to year; am I
not right there?

Mr. Cooper: Yes, I have no difference of opinion on that point.

Mr. JackmaN: Your difficulty is that you are operating on the custom of
other places; which I think you will agree with me is probably wrong, or it does
not show a true picture. I do not see why we should not do it correctly. I do
not see why we should follow a wrong system even if there may be a lot of
precedent for it. We should get a true statement of the situation.

The Cmamrvan: Gentlemen, I do not believe it is the function of this
committee unduly to criticize control of the railway. I think we are here for
the purpose of receiving their report and enquiring into the control and manage-
ment of the railway, and in our final report if we have any cause te differ from

tge management of the railway we can bring that to the attention of the house
then.

. Mr. Harris: Mr. Chairman, on a point of order I think much of this
criticism is not so much criticism as just seeking information.

The CualrMAN: I was inclined to think that we had gone past the point of
seeking information. We are certainly here to get information, but not to dis-
pute with members of the railway plans adopted by them in its control. I
would say, if we believe improvement could be made, we should make mention

of that in our report to parliament, which will be submitted forthwith. I may
be wrong, but that is my attitude.

Mr. Jackman: I might say, Mr. Chairman, that as a new member I should
be sufficiently humble about everything, and I may make a few errors in trying
to find my way about; at the same time the minister is here, and this is a
question of major policy, and I think we are at least entitled to an answer as t0
whether or not what we are talking about, what I am suggesting, is entirely
irrelevant and merely endeavouring to make trouble, or whether there is some-

thing in it, and whether it should be given consideration by the Minister of
Transport and by his department.

» Hon. Mr. Howe: If I might answer that, T think it is hardly fair to say
that we do not give a true picture. The true picture, of course, is that in the
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Canadian National Railways we do apply depreciation on rolling stock, but not
on the balance of the system, on the fixed charges. Now, the theory of that is
well established in railway accounting. This is the theory, that with a
normally maintained railroad there is no depreciation in that renewals are made
as parts wear out. For instance, as a rail wears out it is replaced by a new rail
and that is charged to operating account. That does not apply, you might say,
to railway stations and hotel buildings. The Canadian Pacific make it a
practice to depreciate their hotels and steamships and nothing else. It is rather
hard to find the logic of applying it to hotels and not applying it to railway
stations and things of that sort. As a matter of fact, we do not, and that is the
true position as far as the Canadian National Railway accounting goes. If we
had a large surplus I would be very keen for that sort of thing, but I am opposed
to setting up funds within the railway as long as that railway is operating a
deficit operation. We pay the railway only sufficient cash to meet its cost of
operation, we do not think it desirable to set up a depreciation fund within the
system. If we were to set up depreciation we would be called upon for a larger
cash requirement, and the railway presumably would have a depreciation fund
within its set-up. We have not considered that that was wise.

Mr. JackmaN: May I say to the minister, Mr. Chairman, with respect to the
United States that I do not think the hotel systems of that country are bound
up with the railway systems as is the case in Canada. ;

Hon. Mr. Howe: I did not intend to speak of the United States; I was
speaking of the Canadian Pacific Railway.

Mr. JackmaN: Their hotels must bulk largely in their accounts too as they
do in the Canadian National. I think the hotel systems of both our railways are
fairly substantial items. At the same time, I admit there may be very good
grounds for differentiation between our system and that typical of American
railways. And in answer to your other question about the government supplying
cash to meet the deficit, it is not necessary in this case. You merely set up an
account to get at what your depreciation should be. It is not necessary to
increase your deficit to do that, you set up a bookkeeping item which merely
indicates to you what that amounts to. We do not need cash to show this item.
We must show our capital asset as being depleted from year to year rather than
standing on our books at a certain figure until we lose the whole thing. I think
there is a real point of policy here, but I do not wish to pursue it further.
Possibly some mention of’ this point may be desirable in the report of this
committee.

Mr. Hagrris: Just one other question on this matter of depreciation: Is depre-
ciation accounting applied on the rolling stock owned by the Canadian National
Railways?

Mr. Cooprer: Yes, from the 1st of January, 1940.

Mr. Harris: One other question on the point: I indicated a few moments
ago when I asked for the capital amounts that I would like to have it shown as
at the end of the last three fiscal years for one hotel. I would like to have the
capital amount in the form of a statement for each one of- these ho_tels for the
last five years. When they make the computation they_mlght put in the total
figure. It is a very simple matter. They probably have it there. :

Mr. Cooper: May I go back for a second to the C.P.R. situation? I
think it is common knowledge that within the last three or four years they
gave up operation of the Place Viger Hotel and the Ho’qel Vancouver. Had
they been on retirement accounting I am inclined to think that the charge
Wwould have been quite as much as if they had been on depreciation accounting.

Mr. JackMAN: They take it out of their capital assets and charge it to
the operations in one year.
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Mr. Coorer: Or to depreciation reserve. If they were on depreciation
accounting they would write the loss off to reserve.

Mr. JackMaN: But it is better to know from year to year where you
stand. Tu the case of the Chateau Laurier, that hotel must be making a mint
of money. Any hotel that is soundly constructed in finance at the beginning—
I am not an expert on hotel accounting—and not charging more than sixty per
cent—that surely must be the break-even point—when it is operating at perhaps
ninety or ninety-five per cent, must be making money. When you do not
adopt depreciation accounting you are really overstepping your profits from
year to year, as you are not assessing the true cost of operating the hotel
because in every year there are so many hundred thousands of dollars in true
depreciation which should be written off and which would give you the true
picture of the net profit. That is what I am trying to arrive at.

Hon. Mr. Howe: These accounts are merged. 1 doubt if the railway ever
gave to other than the committee a statement of the individual receipts and
expenses of each hotel; it is part of the system. I can see your point. You
would suggest having all accounts within the account to show that depreciation
had accrued in hotels to such an extent. However, it would only be an-account;
it would not represent money, I hope, because we would not like to put up the
amount that is required to depreciate the hotels as a deficit.

Mr. Jackman: I do not see how we are going to know whether the hotels
of the railway are making or losing money.

Hon. Mr. Howe: By and large the test of that is the maintenance of your
gystem. If the maintenance is at a standard, presumably your assets by and
large have not wasted. You can take out one item and say that is not true of
this item, but over a far-flung system representing over two billion dollars it
works out fairly well. These items are not large in the bulk. '

Mr. Jackman: I would not deign to tell one of our Canadian engineers
how depreciation works even for a railway system.

Mr. Harris: We are only interested in seeing the debits and credits on
property charged. We cannot hide behind the skirts of an auditor, Mr.
Chairman.

Hon. Mr. Howe: I think it is a question of what to do. If this committee
votes to recommend to the management that we charge depreciation accounting
on hotels, we will be glad to set up an account in that way. But I doubt if it
will solve the railway problem particularly.

Mr. Brack: Where is the statement of the results of the operation of each
of these hotels? I have not seen it, or even a summary. I have not had a
chance to study these reports.

Hon. Mr. Howe: 1 do not think they are ever made public.

Mr. ArmsTrONG: There was a statement put in the record at the first
meeting of the committee showing the results of the operation of each hotel.

Mzr. Harris: Does that statement give the capital expenditure?

Mr. ArmstrRONG: Noj; just the revenues and expenses.
- Mr. Harris: Our anxiety is, and I think the minister is cognizant of what
18 concerned, the steady building up of our capital investment in railways from
year to year. That is what is worrying the Canadian people. I ask the
simple question. Would that statement, to which our friend refers, show the
capital expenditure in all the hotels for the year 1939 or, in other words, the
merement to the capital that is invested in hotel properties? Would it show that?

Mr. ArmstrRoNG: We would be very glad to give a statement showing that
but none that is before the committee shows it. = « ;

Mr. Harris: It shows the gross earnings.
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Mr. ARMSTRONG: Yes.

Mr. Brack: There was a statement submitted at the first meeting. When
do we get the minutes of our deliberations?

Mr. McCurLrogH: This morning.

Mr. Hagrris: Does that show the expenditures and net earnings for each
hotel, Mr. Chairman?

Mr. ARMSTRONG: Yes.

Mr. Harris: The only thing that is missing is the capital expenditure.
This answers the other four questions, Mr. Chairman. The ecapital expenditure
is not here, and there is no objection to receiving that, Mr. Chairman.

The CHAIRMAN: Next part, gentlemen.

Mr. ArmsTrRONG: I think that covers all the questions that were asked by the
committee, Mr. Chairman.

Dr. Donnelly” asked for an analysis of the traffic units per man hour. We
suggested that we could furnish such a caleulation, but as to whether it would
really mean anything or not would be a question. We have done it on two bases.
One is on the basis of equating the passenger miles to revenue ton miles—three
passenger miles per revenue ton mile; also, as Dr. Donnelly suggested, on the
basis of four passenger miles per revenue ton mile.

The CaamRMAN: Do you wish to put that on the record?
Mr. AI;MSTRONG: Yes.
CANADIAN NATIONAL RAILWAYS
(AL INcLUSIVE SYSTEM)

TRAFFIC UNITS FER MAN HOUR

Year (1) (Index) (2) (Index)
19PB WA Tosarn it b i R RO 100-0 104-43 100-0
1924 i S taas S S e R 96-82 98-6 103-11 98-7
19257 Lt el L S ) 104-3 108-89 104-3
QDB =l e st e i R e 107-3 111-87 107-1
j o S R R SRR T U 108-0 112-67 107-9
098G ool on i raas A313574 115-8 120-08 115-0
0 N e e e AR 1 1 A 103-1 107-28 102-7
10210 Jns TR e P SR s £ 98-1 102-10 97-8
HOB L e e b - 00 B 94-0 96-98 92-9
TR et am e G e aetarn ] S ORI 97-2 99-85 956
BT S e B N L s D 93-9 96-72 92:6
230 AR & DB RE BMORE ST SRR (1 | 98-5 101-34 97-0
10025 TR o) T s MG PRt 1 (3 P 102-9 105-94 101-4
(LT SRS R S SR e el ) 1T 106-1 102-26 104-6
T R R B s SR P I 1[0 108-9 112-62 107-8
1988 - cas i SN ot h e A2 111-2 114-94 110-1
(0210 VRO SR R e R A RIS V1 1220 125-18 119-9

(1) (Total Passenger Miles x 3 plus total revenue ton miles)-+Estimated
Operating Man Hours.

(2) (Total Passenger Miles x 4 plus total revenue ton miles)--Estimated
Operating Man Hours.

~ Mr. DoxneLLY: I should also like to have added to that the tdtg.l capital
invested per units of work done, and I should like to have it for other railroads as
well.

Mr. ArmsTrONG: I have made a note of that.
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The CuAmRMAN: Gentlemen, when we adjourned on Friday night we were
discussing the Trans-Canada air lines, and we were more particularly engaged
in a discussion of the all mails and the tariffs. A request was made that the
Post Office Department have one of their officials appear before this Com-
mittee in this connection. Mr. Herring is here this morning to answer the
committee, and if it is the wish of the committee we might ask him to make
a statement in connection with the matter. What is your wish?

Mr. Harris: Before he makes the statement might I make one suggestion;
that while he is making the statement he elaborate on the air mail cost to the
Post Office Department. As I have the figure for 1939-40, it is $2,250,000, and
the estimate for the year 1940-41, I think, is about double that. I wonder
when he is on his feet making the statement if he will include the reasons why
that is increased so substantially.

Mr. HerriNG: In reading over the minutes of the last meeting some reference
was made to the sum of $2,000,000, and there seemed to be some doubt as to a
diserepancy between the amount that was actually paid to the Trans-Canada Air
Lines and the total vote. Our vote last year was approximately two and one
quarter million dollars. The amount that was actually paid to the Trans-
Canada Air Lines amounted to approximately one million and three quarters.
The difference is made up by payments which we have made to twenty-eight out-
lying air mail services.

In regard to the present estimates, here is a further increase of approximately
two million dollars. That can he explained by the normal development of the
Trans-Canada Airlines. I can give you the program in detail, if you wish, for
the coming year.

Mr. Brack: I should like Mr. Herring to repeat those figures.

Mr. Herring: The amount paid during the fiscal year 1939-40 to the
Trans-Canada Air Lines amounted to $1,754,454.80. You will understand that
the records of the Trans-Canada Air Lines are based on the calendar year.
Ours are based on the fiscal year, so there may be a discrepancy there.

Mr. Harris: There is more than that. What about the bush lines?

Mr. HerriNG: Pardon?

Mr. Hagrris: There is more than the fiscal year accounting for the difference
between $2,250,000 and $1,754,000.

Mr. Herring: That is correct.

Mr. Harris: The balance is for bush lines.

Mr. Herring: Exactly. During the same period we paid $551,447. Those
two amounts total $2,325902. We actually exceeded our appropriation for air
mail transportation last year, but we got the balance from land mail services,
so the vote was for one sum.

Mr. Brack: Air mail subsidies, is it, and land mail service?

Hon. Mr. Howe: Services.

Mr. Harris: On what authority do they take money from the land mail
service and apply it to the air mail service?

_ Mr. Herring: That could be done by the approval of the treasury board.
It is one sum, and the particulars give the break-up. I do not think it was ever
intended that we should rigidly adhere to the exact amount for each item. But
to mgke any charge we must receive the approval of the treasury board.

Mr. Doxnerry: Have you any way of estimating how nearly the revenue
you receive pays for the services of carrying this mail?

Mr. Herring: It is almost impossible. For your information, we have
made checks from time to time of the number of letters in a pound of air mail,
and the figures vary all the way from forty or forty-two to sixty per pound.
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For purposes of calculation our figures are based on an average of fifty to the
pound. The air mail postage is six cents for the first ounce and five cents for
each succeeding ounce. The ordinary rate for postage is three cents for the first
ounce and two cents for each additional ounce. Therefore, there is a definite
increase in revenue arising from air transportation of three cents per unit on
the basis of fifty letters to the pound, which gives us a definite net revenue for
air conveyancing of $1.50. On the top of that the conveyance of first-class
matter is undoubtedly the most profitable—probably the only profitable—
operation we have, and in consulting our administrative officers it was considered
to be fair to take at least one cent out of the three cents as profit which could
also be reasonably attributed to air transportation. That would give us a
revenue of four cents per letter multiplied by fifty which would give us a revenue
of $2 a pound, which could be charged against air transportation.

During the year 1939-1940 there was carried by the Trans-Canada Air
Lines the matter of 740,000 pounds, and the gross amount of postage was
approximately $1,963,000. That does not give the proper picture at all because
that shows the whole six cents. Now we cannot attribute the whole six cents
to air mail transportation. If we were to cut that in half we would be much
closer to the truth. But as nearly as we can figure it last year’s operations by
the Trans-Canada Air Lines showed us a loss of approximately $425,000. And
event that is not true because in the transportation of mail from Monecton
through to Vancouver there is some duplication which cannot possibly be
avoided, and there is no machinery that we can create which would enable us
to eliminate a double counting on certain poundage. I should like to make
that quite clear, because I am not in a position to give you any exact figures
to show you the true picture. I will say this, however, that if the volume that
they are carrying now were doubled I am quite satisfied in my own mind that
it would be a self-supporting proposition; that the amount of money that we
would get for air mail transportation would be sufficient to cover the expenditure
arising from it.

Mr. DonnNeLLy: You do anticipate that it may be?

Mr. HerriNGg: Yes; the records show that there is a very definite increase
in the volume. We rise suddenly and we have a slack period where the public
become hypnotized and do not do any business. Then it moves up again. We
never move back. Just to crystallize that, in the year the Trans-Canada Air
Lines commenced operations, commencing in the year 1937-1938 they carried
39,000 pounds. In the year 1938-39 they carried 454,000 pounds, and then last
year they carried 740,000 pounds, and there is every indication it will keep on
moving up. I am offering my own personal opinion that in the next five years
the carriage of mail should not cost us anything because the amount of revenue
that the Trans-Canada Air Lines will get from other sources will be sufficient
to defray the most of the cost to the Post Office Department for the conveyance
of mail. Of course, I am an optimist. People may not agree with me.

Mr. Pourior: Mr. Chairman and gentlemen, as our friend Mr. Maybank
cannot be here to-day may I be allowed to ask a few questions when you are
through with this matter?

The CHAIRMAN: What is the wish of the committee? Mr. Pouliot inti-
mated beforehand that he wished to ask some questions at this sitting.

Mr. Gray: I move Mr. Pouliot be heard.

Hon. Mr. Howe: Are your questions on Trans-Canada?

Mr. Pourtor: I will tell you what it is. It is air mail with regard to the
T.C.A. only.

Hon. Mr. Howe: That is fair.

Mr. Harris: I was wondering if the questioner would wait until we receive

a statement.
6052—2
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Mr. Pourior: Surely; that is what I suggested.

Mr. Harris: We are not through with the statement from the present
witness, as I understand it.

The CHAIRMAN: It is your committee.

Mr. Harris: 1 asked a specific question as to the distribution of this
$4,460,651 which is being asked for this year for mail services whereas last year
the amount was $2,250,835. I am asking now about the $4,400,000 odd. I
asked that before the witness took the stand.

Mr. Herring: The Trans-Canada Air Lines is in process of development.
During the present year the frequency of Trans-Canada service from Montreal
to Vancouver has been increased from one round trip per day to two round
trips per day. .

ExaMmiNaTION oF MR. HERRING

By Mr. Harris:

Q. Did that go into effect on April 17—A. April 1, yes.

Q. They are actually in operation?—A. Actually in operation. They put
the service in operation on their own volition until such time as the question of
payment was determined. Now that has already been determined. There is
additional service between Montreal, Ottawa and Toronto, and we have to
make a full year’s provision for the Moncton-Montreal service. During the
last fiscal year it was only on for two or three months. Possibly on the first
of next month there will be a service between Toronto, London and Windsor,
and we hope there will be a service between Toronto and Buffalo and Toronto
and New York although the last two cases are still undetermined. Tt requires
some reciprocal understanding with the United States. The amount of money
that the Trans-Canada Air Lines will get for that 100 per cent performance
amounts to $3,610,726.80. That is an increase from last year to the Trans-
Canada Air Lines of $1,856,000. In addition to that there is one extra round
trip between Vancouver and Seattle. The difference between last year’s appro-
priation and this year’s appropriation will go to the outlying services which are
mostly paid on a poundage basis, an increase there which, with the volume, is
going up steadily. ;

By Mr. Donnelly:

Q. In other words, you mean to tell the committee you are practically
doubling the service of Trans-Canada Air Lines?—A. Yes.

By Mr. Harris:

Q. If we double the service, have any lines been discontinued or any
services been discontinued?—A. None whatever. Actually the records show
that the services that we are going to put on this year are going to prove
inadequate.

Q. Just one other question. Has there been any substantial change in the
rates?—A. Change in the rates? The contracts in effect now involve volume
at johe rate of 60 cents per mile. On the 31st of December next the initial
period expires, and the rate which will be determined for next year will be
based on the difference between the expenditures and the revenues. 1f the
T.CAA. have a loss that rate of 60 cents will increase; but according to the
records we have—they now know practically six months of the year—we look
fonward very confidently to a very substantial reduction from the 60-cent rate-

‘The CHAIRMAN: ~ Any further interrogations?
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By Mr. Pouliot:

Q. Thank you, Mr. Chairman and gentlemen. I have just a few questions
to ask. In the first place, Mr. Herring, will you kindly look up the last page
of the T.C.A. report and tell me if on the second line of the Operating Revenue
there is the figure of $1,632,873 for mail. If that is divided by the mail carried
by pounds according to the statistical data, 523,906 pounds, we have an average
of $3.10 which was paid for air mail.

Mr. Bercovircu: Per pound.

Mr. Pountor: Per pound.

Mr. JackmaN: Twenty-two and a half ounces.

The Wirness: The operating revenue is $1,632,000, and the mail carried in
pounds amounted to 523,000. The amount of mail carried on Trans-Canada Air
Lines does not affect their revenue at all.

By Mr. Pouliot:

Q. I know that. I did not ask you for a lecture. I asked you to answer
my question—A. I cannot very well give it.

Q. It is $3.10, the average price?—A. Approximately, yes.

Q. Now cast your eye a little lower down in the column headed “Operating
Revenue” and you will see the figure $23,613.01. That amount was paid for
express. The total weight of express in pounds was 45819 pounds. If you
divide the money received for express by T.C.A. by the amount of pounds
carried you have an average of 51% cents for carrying express?—A. Yes.

Q. Therefore what is paid for air mail is six times the amount paid for
express?—A. That is right.

Q. Is there any sortage of mail on the plane?—A. No.

Q. They are just carrying bags?>—A. Yes.

Q. Therefore the service rendered by T.C.A. on mail is exactly the same
as the service rendered for express?—A. Yes.

Q. Carrying bags or parcels?—A. Yes. -

Q. It costs six times more?—A. That is correct. :

Q. Well, now, would it be possible to table a copy of the contract between
the Post Office Department and the T.C.A.?—A. Quite possible.

Q. You will do that. Is it the pleasure of the members of the committee
to have that contract published or just shown to the members? I leave it to
you gentlemen to decide.

Hon. Mr. Howe: The contract is a public document, I believe, is it not?
Mr. HerriNG: Yes. X
Mr. BercovitcH: Is it a long document?

The Wirness: Fairly long, yes.

Mzr. Brrcovires: Perhaps it might be deposited.

Hon. Mr. Howe: There is no trouble about tabling it.

Mr. Bercovircr: We can look at it and save the expense of printing it.

. Mr. Herring: Mr. Chairman, the contracts with Trans-Canada Air Lines
Involve payment of 60 cents per mile; there is also involved the requirement by
e Trans-Canada Air Lines to carry all mail offered up to 1,200 pounds capacity;
and it does not make any difference to us in the actual expenditure of money
Whether they carry ten pounds a trip or twelve hundred pounds a trip.

Mr. Pouwtor: I know all that. The committee was kind enough to allow

e to ask some questions and I will proceed in order and if you have some

Observations to make after I am through you can make them if it is the wish of

e committee. Would it be possible to have a copy of the departmental reports

and memoranda of the Pest Office Department recommending the approval of
the contract? Would it be possible to table them? :
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Hon. Mr. Howr: The contract was made on the basis of the legislation
passed in the House of Commons. I do not think there would be any memoranda
remommending if.

Mr. Pourior: Yes, sir; but the rate was not specified in the legislation
passed in the house and what I wanted to know was some information with
regard to the recommendation to the officials of the Post Office Department for
the approval of the 60 cents for mail or 59 cents and a fraction. There is
nothing in the legislation about that. That has been done by Order in Council.
I should like to have the memoranda to the Post Office Department recom-
mending the acceptance of the 60 cents for mail.

Hon. Mr. Howe: Is there such a document?

Mr. HerriNGg: No.

Hon. Mr. Howe: Mr. Herring says there is no such document.

By Mr. Pouliot:
Q. Who made the original draft of the contract between the Post Office
Department and the T.C.A.?—A. I did.
Q. You did?—A. Yes.
Hon. Mr. Howe: The terms were settled between myself and the post-
master general of the day and I presume Mr. Herring was only carrying out the
instructions on the draft.

Mr. Pourior: I know.

By Mr. Pouliot: :

Q. Was that contract dictated to you by the postmaster general or did you
draft it yourself?—A. I drafted it after the details were settled by the government.

Q. Yes, I know. But who recommended to the government the acceptance
of that contract from the point of view of the Post Office Department, Mr.
Herring? You have been superintendent of the air mail service for many
years?—A. Yes.

Q. Since 1928?—A. Yes.

Q. The time that you were just carrying a few bags down the St. Lawrence?
—A. That is correct.

Q. Therefore you are qualified as an expert in the Post Office Department,
an expert in air mail business.

By Mr. Donnelly:

Q. I presume you consulted the United States records, what they were
doing?—A. No.

Hon. Mr. Howe: I thing the method that was followed with regard to the
legislation was this. According to the legislation T.C.A. was actually to carry
the mail at cost. We obtained an estimate from experts in Trans-Canada Air
Lines as to what the cost would be and we arrived at a figure; but we did not
expect then to make in the first year’s operation the showing that we thought
they might reach in the second or third year of operation. As a matter of fact
they have reached it the second year of operation, exceeded it, bettered it. The
60 cents was arrived at on the basis of the revenue of the new creation, and it was
an arbitrary figure. It disappeared from the contract for this year and the
‘automatic provision of the legislation applies. The cost of carrying mail in
future will be the cost as determined by the operation in the previous year.

By Mr. Pouliot:
Q. I understand it perfectly well; but the Post Office Department did not

«come to this conclusion of signing the contract unless it was recommended by the
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officials of the department, and I would like to know who in the Post Office
Department has recommended the acceptance of 60 cents per mile?—A. Mr.
Pouliot, there was nobody—mno official in the Post Office Department had any-
thing to do with the determination of the 60 cent rate.

Q. I did not say that. That was not my question. It is not the fixing of the
amount that I am speaking about. It is the acceptance of the amount by the
Post Office Department. It is an altogether different thing?—A. That was
determined by the Governor General in Council—

Q. That is not the question at all. You understand me. I would like
you to answer me as you understand me. The amount was set at 60 cents per
mile and the contract was 60 cents per mile. It was signed by two parties, the
T.C.A. and the Post Office Department, was it not?—A. Yes.

Q. I did not ask you who advised the T.C.A. to sign it or to make it; who
advised the Post Office Department to accept it?—A. That is sometihng I could
not answer. The postmaster general could have.

Q. The postmaster general on the advice of somebody—a technician of
some kind—and I would like to know who suggested to the postmaster general the
acceptance of a flat rate, stipulating it in the contract? That is what I want to
know. It is most important?—A. I connot answer your question.

Hon. Mr. Howr: Some ministers act without advice.

The CuARMAN: Is it not possible they had no option in the matter and
were forced to accept that rate?

Mr. Pourtor: No, Mr. Chairman, with all due consideration and respect, I
submit that the postmaster general acted on the advice of his experts, and I
presume that Mr. Herring is one of those experts; and I want him to tell me
what happened there and how it happened that the postmaster general was
induced or encouraged to accept that rate as a fair rate.

The CuamrmaN: In plain terms your question is: who recommeded to the
postmaster general the acceptance of the agreed rate of 60 cents?

Mr. Pourior: Exactly.

Mr. HerrinG: I cannot give you the answer in so many words. Certainly
I was—I took part in some of the discussions, and the most interesting discussion,
I think, was as to the equipment that should be used. Now, they are all mail
service standard—

Mr. Povrior: That does not answer me. I asked you about that 60 cents.

The CHARMAN: I suggest you allow Mr. Herring to make his statement.

Mr. Pourior: Very well.

Mr. HerrinGg: The question was discussed as to what type of machine
should be used for flying the mail. From Post Office Department standards
exclusively the small plane carrying nothing but mail would have answered the
mail service purposes, and that would have involved a very much lower cost of
operation than a large plane such as we are using now.

By Mr. Pouliot: A% .
Q. Mr. Herring, what is the difference providing the mail is carried from
A to B in a small plane or a big plane—what difference does it makg?
Mr. BercoviTca: Allow the witness to answer. Let him make his answer
and when his answer is complete we will see if it is satisfactory or not.
Mr. Pourior: Very well.
Mr. HerrING: As far as mail service is concerned, we can use, as.I say,
a small machine with capacity for nothing but mail—no wonderful furnishings
Or anything else—and this machine could be bought from $35,000 to $50,000
Per unit, but with the knowledge we had and knowing the number of miles
9523
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involved in flying—I am speaking from memory now—I think they mentioned
something like 40 or 50 cents per mile at the time as a requirement of the
Trans-Canada—

Mr. Hagrris: I thought you said 30.

Mr. HeErrING:  Anything from 35 to 50, but it is definitely less than
60 cents. The Trans-Canada bill makes it obligatory on the Trans-Canada
Air Lines to supply equipment which will meet the requirements not only of
mail conveyance but also passenger and express traffic which leads up to the
determination of the rate.

By Mr. Pouliot:

Q. You have nothing to do with that?—A. The equipment determined upon
cost over $130,000 per unit, and on that basis the 60-cent rate was certamnly
not excessive.

Q. Is that what you said to the postmaster general before the contract was
signed?—A. 1 do not recollect having said it, but I would not deny it.

Q. It was laid before you at that time?—A. Absolutely.

Q. And you had the opportunity to meet the postmaster general before the
contract was signed?—A. Yes.

Hon. Mr. Howe: What type of plane would you suggest would cost
$40,000 or $50,000 and would be sufficient to carry the mail?

Mr. Pounior: I do not understand. Mr. Herring did not make it clear to
me. The operation of the rate for carrying mail, just because the planes were
larger and were used for faster service also—I do not see what difference it
would make in the rate for carrying mail.

Hon. Mr. Howe: It make this difference: with the type of planes we
have they have a long range, are able to maintain a regular schedule and have
also high speed. The plane you buy for $40,000 or $50,000 would neither have
the range of the present planes or be able to make the schedule of the present
planes regardless of whether they could carry passengers or not.

Mr. Pourior: Now, you are entering into the domain of the technologists
and neither Mr, Herring nor myself are experts. :

And now, would it be possible to have a detailed list of all the T.C.A.
small services showing (1) the distance; (2) payments by the Post Office
Department to the T.C.A., cost to T.C.A.; (3) actual returns to the Post Office
Department. I would like to have a calculation showing each particular service
of the T.C.A.: first, the distance; second, the cost; third, the return for each
service; I would like to have also the frequency: I leave it to you, if it is the
pleasure of the committee, to get that information. I think it would be very
valuable to the members. If actual records are not available, what are the

estirpat?ed. revenues. What was the estimated revenue in each case for each
service?

Hon. Mr. Howg: I think, Mr. Pouliot, you will see the difficulty of getting
the revenue of a particular service. A letter is, for example, mailed in Seattle
and goes through Moncton, and it pays only 6 cents, whereas another letter is
mailed from Seattle and goes to Vancouver and it pays the 6 cents as well.
How could you divide the over-all cost?

_Mr. Pouvior: There is something surprising. It astounded me very much.
It is that there is a contention among officials of the Post Office Department
that there have been surpluses in the air mail service since 1932—
Mr. HerrinGg: No.,

Mr. Pountor: And what I heard from Mr. Herring surprised me very

much. Mr. Herri - Al : : : :
L, 11;1 uChe.rrmg says no; but I will show him something that will surprise
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By Mr. Pouliot:

Q. Mr. Herring, did you prepare this list?—A. Yes.

Q. Now, I shall read you the list and I will ask you to answer me. From
1927 up to 1928 there were deficits—from 1927-28 to 1931-32 there were
deficits—but in 1932-33—I read two columns—and in the first column there
was the cost and in the second column the estimated postage collected—1932-33
cost $200,856.55 and the estimated postals collected were $291,622.71, which
meant that in that year 1932 there was a surplus of approximately $90,000, not
a deficit.

Hon. Mr. Howe: But the postage collected is not the revenue, there are
other services performed for that postage, there is the service of distribution
and so on. Mr. Herring was saying he would only credit us with 4 cents of
air mail as against 6 cents collected.

Mr. Pountor: The estimate of the postal collected is something fantastic.
There are surpluses between cost and estimated postage collected each year
since 1932-33, is that not so?

Mr. HerriNG: Yes.

By Mr. Pouliot:

Q. And that was for the information of the high ups in the Post Office
Department?—A. Does that refer to Trans-Canada Air Lines?

Q. It refers to all; it is for the air mail service, but I do not think that the
service is paying more than the T.C.A.—but it is not the time to make
subtle distinctions—A. You have fallen into a popular error. Let me give
you a concrete case. Take a service from Edmonton going up to the Mac-
kenzie river, and we pay the contractor $100,000 a year, and the estimated
postage collected is $200,000 a year. There would be some reason for your
remark if we could assume that the whole mail that was offered for -eon-

- veyance on that line originated at Edmonton and that it was just carried up.

All those figures, that mail that is tabulated there comes from all over the
country; it travels part of the way by train, part by car, and any other con-
ditions we have, and they all must contribute to the cost; it must bear its
share of the overhead.

Q. I agree with you entirely, to your great surprise, and it is because I
agree with you on that that I am very much surprised there is a surplus in the
estimation of postage collected—A. We do not use the word surplus.

Q. Oh, no, no, you do not use the word surplus, but you show the figures
and the figures speak for themselves, and each figure is higher than the other.
I do not want the members to be bored by this argument, but, on the other
hand, 1 have the figures and there is a surplus for last year of $490,000.—
A. Yes, of postage collected. .

. Q. That requires a few dozens of pencils to make the calculation?—A. No,
1t is not very difficult.

Hon. Mr. Howe: There is quite a difference between express and mail.
With express you are charged the rate from one point to another and you
haul from that point to another; with mail you can put on a 6-cent stamp and
You can carry a letter to any town or village in Canada regardless of whether
It is on that air mail route and it will be delivered. The 6-cent letter calls
or a number of services that the express does not call for.

By Mr. Pouliot:
Q. It may be so. I agree with Mr. Herring entirely on what he says, but
What 1 find very strange is how that estimation was made. Mr. Herring gave
Some explanation some time ago and my mind is not satisfied yet—A. You

Wish to know how we arrive at the estimated postage?
0053-3}
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Q. Yes—A. This is the method we apply. On those outlying routes we
take our 100 pounds of mail and we break 1t up into so much first, second,
third and fourth classes, in weights. We know the postage rates for each
class. I do not pretend it is 100 per cent accurate, but if it is, 55 per cent of
the total are newspapers at 2 cents a pound, and 10 per cent will be first class
matter, and the balance will be other kinds. It is simply a matter of deter-
mining the average revenue of postage paid.

Q. Was that calculation made by the air mail branch of the Post Office ?—
A. Tt was made by our field bases on instruction.

Q. How many are there—field officers>—A. We have a district collector
located at different points.

Q. Do they get reports from the postmaster on the weight?—A. No, not
from the postmaster.

Q. How can they calculate it if they do not receive a report from the
postmaster concerned?—A. Take this Mackenzie river service. 99 per cent
of the mail goes through the Edmonton post office. We are not worried about
what happens to the other 1 per cent. They can get perfectly good figures
from the terminal office.

Q. You are satisfied with that. You have no yearly, monthly or weekly
report from the postmastérs on the line?—A. Not as far as weights are con-
cerned, because the bills are made up at the terminal office.

Q. Referring to page 6 of the T.C.A. report, what was the P.O. revenue
from the P.O. expenditure for the Montreal, Ottawa, Toronto, air mail schedule
since July 18th, 1939?7—A. I could not give you that at the moment.

Q. Would you please send this to the clerk of the committee, if it is the
pleasure of the members of the committee? Would you also give an answer to
the same question for the second daylight schedule with an extension on a
training basis from Montreal to Moncton from November 1st, 1939, to Janu-
ary lst, 1940.—A. I can get that. : :

Q. Thank you. I should also like an answer to the same question for the
same service from January 1st, 1940, to July 1st, 1940?—A. Well, I would
not be able to give you July. I can give it to the end of May.

Q. Yes. Give me what you can. Thank you. Why was the carriage of
first-class mail discontinued and regularly surcharged air mail only handled
on those services?—A. During the experimental period—that is really when
the pilots were becoming familiar with the routes—and where there was &
possibility of general disruption, we arranged to have any first-class mail
available carried by air, but we took particular care that that would not be
delayed. The service was not sufficiently regular, in our opinion, to justify
imposing the air mail rate on the public; but just as soon as the pilots became
m&fﬁcgently familiar with the operation, the regular air mail service was put into
effect.

- Q. How did the Post Office Department figure out the T i ail
estimates for 1940; I mean, for the calendar yearg1940?—-A. The c(;léﬁ-dzirygr?
We (‘30 160}1; prlc_aItend to. We do not work on the calendar year.
, Y. Oh. How did the Post Office Department figure out the estimates for
this year, 1940-41?—A. We know what the programme is. The programme i8

determined in consultation with the P
of ‘Transport, 9 ost Office Department and the Department

cents?' Yes?—A. We know the number of miles involved and we multiply by 60

a rulg yand do you represent the Post Office Department at those sittings?—A. 43

the TQCXO‘;I&%}:}I;: %Ibthe estimates, together, do you? Do the representatives of

- officials meet together and prepare the estimates?—A. NO-

N
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First of all, the discussion is as to the intensity of the service, and that question
is completely settled before we touch the estimates. The T.C.A. have nothing to
do with our estimates at all. We look after those ourselves.

Q. They prepare their own estimates and you prepare yours?—A. They have
got to convince us that there is justification for any increased service.

Q. May I say at that point that the thing I do not understand is this. If
my memory serves me right, at the last sitting someone from the T.C.A. said to
the committee that the air mail estimates for this year were $1,900,000. Is that
right? I heard that there were some estimates of the probable revenue of the
T.CA.

Mr. ConyEr: Probable revenue?

Mr. Pourior: $1,960,000, I think. I have not the book here.
Mr. Coryer: $3,100,000, I believe is the figure.

Mr. HerrinG: $3,600,000.

Mr. CoLyEr: For our calendar year it is $3,100,000.

Mr. Pousior: $3,600,000? '

3 Mr. Covyer: $3,100,000.

= Mr. Pounior: Yes, thank you.

By Mr. Pouliot:

[:' Q. There was an estimate that the bush contracts will be $1,200,000 or
$1,300,000.—A. Well, it is the difference. Yes, about that. That is about right.
Q. Now; Mr. Herring, would it be possible to have a list of the reasons for
such an increase?—A. Very simple.
b Q. Showing what were the increases, and showing the expenditure and the
3 probable revenue on each one of them?—A. I could give you the revenue. I could
f give you an estimate of the postal charges.
s Q. Yes?—A. For last year.
Q. Yes?—A. But I could not pretend to do it for this year.
Q. You cannot do that for next year?—A. No. It is only a guess.
Q. Or for this current year?—A. I can show you the poundage for last year,
' the expenditure for last year and the amount we have ear-marked for this year.
Q. Yes. Does the Post Office Department make a profit on any one of the
air lines?—A. Well, if you will allow me to explain that, I should like to put it
this way. An outlying district suddenly comes into being. For instance, suppose
a gold mine is found and a community grows up. We have got to supply that

t

e

! community with postal service. As a rule, nineteen times out of twenty, there
~ are no surface means of transportation. We consequently send it in by air. We
L do not make money cn it. We do not make a profit on 1t: At least, that is my
© ownclaim. But if something suddenly happened which caused the removal of the

if air service and its replacement by surface means, it would cost the department
~ two, three, four, five or six times as much, on account of the difficulties of surface
transportation. ) \
g Q. Who proves to the Post Office Department that an increase in frequency
p Or an extension of a service is necessary >—A. That is determined by the records.
e know the amount of mail that goes up there. We know the revenues of the
i offices served. ! ey
= Q. Well, when there is a new service, there is no mail to begin Wlt}_l?_——-A. No.
new service such as I am speaking of is very much a casual proposition. The
requency is more on the if, as and when basis. The operator carries 1t n
generally at a nominal rate, because he is going in there commercially and we
Use him for carrying the mail. ‘ . _ :
Q. And in fact during recent years you have discontinued about sixteen
Services?—A. T would not know the number. I do not recall the number.

do not think it is sixteen.
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Q. Not sixty, but sixteen.—A. No. I doubt that too. But if we have
withdrawn a service—I have one in mind, the one to Chibougaman—

Q. I will show you the list—A. I am not arguing the point. I do not
remember.

Q. It is possible, is it not?—A. Yes.

Q. That is all right. I am satisfied with that answer and it saves a lot of
time. Would it be possible to have a tabulation or a list showing what exten-
sions and increases in frequency have been established with the T.C.A. (1)
since January 1, 1940; (2) are to be established with the T.C.A. or are con-
templated until December 31, 1940, the end of the present T.C.A. year; and
then coming to your estimates for this Dominion fisecal year, (3) are to be
established or are contemplated with the T.C.A. until March 31, 1941. I
mean the services that are being talked about between the T.C.A. and the
Post Office Department but which are not put into operation this year but
are to be put into operation at the end of the fiscal year, of this year, and
before the end of the fiseal year of the Post Office Department.

Mr. HerriNG: It is very easy to answer that; the answer is, no.

The Caamrman: It seems to me that Mr. Pouliot is usurping the functions
of this committee. If it is the will and the wish of the committee that this
examination proceed, well and good; but it is using up a lot of our time. I
put it up to the committee.

Mr. Gray: As the one responsible for the motion, I want to ask Mr.
Pouliot if he intends to be very long.

Mr. Pounior: I am very grateful to this committee. I have no words
with which to express my gratefulness. I have one more question.

Mr. Gray: One more question then.

Mr. Pounror: 1 have just one more question, and I am most grateful
to the committee. Would it be possible to have a copy of all the Post Office
Department’s reports or memoranda recommending extensions or increases in
frequeney of air services such as I have just mentioned?

Hon. Mr. Howe: I do suggest that the Post Office Department are not
examined by this committee. Has that really any bearing on the work of the
committee?

Mr. Pountor: As you like it.

Hon. Mr. Howe: Isn’t the place to get that when the Post Office Depart-
ment’s estimates are up in the house?

Mr. Pourior: Yes. But do you wish to shut off the answer to my other
question?
Hon. Mr. Howr: Not at all.

Mr. Pourior: I will not insist on an answer to my question. However,
there was one final question I would like to ask Mr. Herring. Now, Mr.
Herring, will you please tell the committee if it is to your knowledge that the
estimates of the Post Office branch have been reduced this year?

Mr. Herring: That it is to my knowledge that the estimates have been
reduced—of my branch?

_ Mr. Pountor: I mean, the Post Office Branch; there are two main branches
in the department, there is the Postmaster’s branch—

Mr. Herring: 1 do not understand; do you mean, how is it operéting?
Mr. MacInnis: I am not sure that we should allow questions which
relate to another department. The Postmaster General might object to
information bemg_ given in this way; not that I can see any objection to it-
I think Mr. Pouliot has had sufficient experience and knows that very well.
Mr. Pourior: Very well, Mr. Chairman.
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The Cramrman: I think it is the general decision of the committee that
we should proceed with our reference.

Mr. Brack: There is one main figure, it is probably on the record, but
I cannot find it here—there is one main figure I would like to have; that is,
the amount paid by the government to the department—I mean, really, the
subsidy which enables the service to operate. If the service were trebled and
received two-thirds of the total earnings of a rate of 4 cents per letter, what
would be the difference between that earning and the amount that is paid by
the government as a subsidy from the postal department?

The Cuammvan: We will have to wait until our witness is back on the stand
again.

Hon. Mr. Howe: The figure we gave was $400,000 last year. I think that
question was answered. I think the figure was somewhere around $400,000 for
last year. Of course, the mail is building up. We started this only a year ago,

“and we expect that very shortly we will have a profit for the Post Office on the

4 cent basig, and as well a profit that will permit: the Trans-Canada to lower
the postal rate of 60 cents. You see, the two are working together.

The Caamrman: Do you wish to proffer that question to Mr. Herring again,
or are you through with it?

Mr. Buack: I might—just a minute.

Hon. Mr. Howr: We will get it from Mr. Herring. I think, Mr. Herring,
you gave a figure. Assuming 4 cents per letter cost to T.C.A. how much is the
balance between the amount paid to T.C.A. and the amount of revenue paid
from the sale of postage stamps at a rate of 4 cents per postage stamp; you gave
us that figure, and I think you said it was somewhere around $400,000?

Mr. HerriNg: On a basis of 4 cents a letter, and on a basis also of 50
cents—

Mr. Brack: I am sorry, I cannot hear the witness at all.

Mr. Herring: We estimated a deficit during the last fiscal year of $410,952.
That is to say, that was the loss throughout. That is, taking for ourselves the
2 cents as cost of handling ordinary mail we still lost approximately $410,000.

Mr. Brack: That 60 cents is not made up on the basis of 4 cents a letter
in earnings by the postal service; that is an arbitrary figure?

Mr. Herring: It is more or less arbitrary. The ordinary rate of postage

is 3 cents, air mail postage is 6 cents so there can be no possible argument that
at least we get 3 cents profit.

Mr. Brack: Credit air service with 4 cents, or two-thirds of the total postal
service cost two-thirds of the total postal earnings, then what subsidy is paid
directly or indirectly to the Post Office Department to enable the service to
operate? The hon. the minister stated $400,000 odd. I would like to have that
figure, if I may; that is the figure which interests me most.

Hon. Mr. Howr: He just gave it again as $410,000. Of course, that is
allowing the Post Office for its other services 2 cents per letter, which may be
too much. T fancy Mr. Herring would not argue with the committee that it is
not, The Post Office assumes 2 cents per letter for performing its other services.
After all, there are no rail charges in this, and we have to offset the amount
of the rail charge which is an item in the usual service. On the basis on which
the Post Office Department have figured it, after allowing the 4 cents per letter
carried, there was still a deficit of $410,000. I think that is a fair statement.

Mr. Harris: The witness was kind enough to suggest in answer to a previous
Question that the cost might be 35 at one stage while at another stage it might

€ 50 and at another stage something else. He said, my answer is as good as
18, If T were occuping his position I would think perhaps I could_g}ve a better
answer than that; at any rate, there should be some means of obtaining a better
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answer than that. Here you have a system which gets 59-5 per cent of its
revenue from the carrying of air mail. One thing that is patent on its surface
is, the operation of this system is not costing 50 per cent for thg carrying out
of the air mail service, that is true; and the net result is that this 60 cents per
flight mile is really more or less a subsidy which goes to help carry on the very
important and necessary service. The witness has not got beyond 50 cents yet;
he said from 35 cents to 50 cents was the lowest figure he would take. However,
let us take 50 cents, putting it at the maximum; with 2,760,000 miles flown it
shows $276,000 net subsidy at 10 cents per mile, an amount which is handed
over as a subsidy by the Post Office Department to this service. If you take
the mean of the two figures, taking 35 cents and 50 cents, and cutting that down
as low as 40 cents, then there is $532,000 that last year was handed out by the
Post Office Department to the T.C.A. for the operation of that service. If that
statement is substantially correct there is a question I would like to ask the
witness.

Mr. Herring: My diffidence about quoting the exact figure for you is I
think excusable and, may I say, explainable. You have different types of planes
which you can use, one of these costs $35,000 and another we will say costs
$50,000.

Mr. Harris: That is beside the point, you are trying to get around it. Look
at the statement, gentlemen; surely, there must be some idea between 35 and 50;
the record says 60, so we can say from 35 to 60; what is the 10 cents for?

Mr. Herring: The point is this, there is a diversified traffic; it is one thing
to finance a mail service, and it is another to finance an express service or a
passenger service with that mail service. Of course, if it were exclusively a
mail service you could get it down in detail; but where the other services are
included the cost is increased.

Hon. Mr. Howe: The difference is in the cost of the equipment. There is no
plane which you could buy today for $35,000 with which you could supply the
service required. You could not buy a plane for $40,000 or $50,000 that would
carry your mail and give you the fast service that we have today from Halifax
to Vancouver. You could get a plane which would do the service, yes; but it
would take 2,or 3 days where the planes we now use cover the distance in one.
You are talking about something which is entirely hypothetical. I know of no
planes cheaper than those we are at present using in our trans-continental service
which are as suitable for the work. Furthermore, you are building up postal
revenue which in a year or two may enable us to reduce the cost of carrying mail.
As Mr. Herring said, in five year’s time the volume of revenue may be such as
to reduce the cost of your service very substantially; indeed, it might pay the
entire cost of operating the Trans-Canada. How can you reconcile that with the

sftattlame‘r?xt that you could buy $35,000 or $40,000 planes and build up a mail sevvice
or less?

Mr. Harris: I appreciate these difficulties, looking at the situation broadly.
Perhaps the minister would make this admission or this deposition, that you are
actually receiving a substantial subsidy—you might as well call it a subsidy—due
to the fact that you are carrying the mails. In other words, if you were not in

the mail, passenger and express business you would have a tremendous deficit.
Seventy per cent of your income comes from mail services.

Hon. Mr. Howg: That is true, but are we not performing a service? If there
was no mail to carry we would not have the service.

Mr. Harris: But seventy per cent of the income is from the mail service.
Hon. Mr. Howe: You are discussin

: the first nine ; i ich we
carried passengers. We only carried pag months during which

ssengers for the first nine months of the

year you are discussing, and you are going to see a very different picture this

S R
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year. As the years go on, the operating cost will be paid more and more by pas-
sengers and less and less by mail. You are discussing a partial year as far as the
carriage of passengers goes.

I do not like the word “subsidy.” You pay for a service.

Mr. Harris: I am looking for a better word.

Hon. Mr. Howe: It is not a subsidy, it is payment for a service.

When they started air mail service in the United States the average cost of
carrying the mail was $2.00 per mile. They have reduced that cost. As the pas-
senger business was built up, they reduced it. I presume the average cost today
of carrying mail in the United States is thirty cents. T would not be surprised
next year if we did not get the cost down to fifty cents per mile.

Mr. Harris: At that point, there is no provision in the Post Office estimates
for that suggested ten cents; in other words, the Post Office Department is not
getting the advantage of that ten cents, because your estimates call for $4,450,000.

Hon. Mr. Howr: They do not get it this year because we have not reduced
our costs down to that point. Any reduction we make this year in operating
costs will be applied to reducing the cost of carrying the mail in 1941.

Mr. Harris: Unless the volume of mail is doubled, the figure for the cost of
carrying mail is a figure which is going to be away out in your estimates.

Hon. Mr. Howe: Oh, no. As far as 1940 is concerned, the price for carrying
mail is set at sixty cents per mile. The number of services has been decided upon
and agreed to, and there is no change in 1940. In 1941 there will be a different
rate for carrying mail, depending on the results of 1940. The number of services
that will then be operated will be a matter for decision when the time comes.

Mr. Harris: Then, Mr. Chairman, I will make this concluding observation.
I do not think the minister has a better word than “subsidy”. There is going to
be a substantial sum of money in the sixty cent rate paid over for the year 1940
to the T.C.A., and it is going to approach, as I feel it—although there is no
estimate, which is one thing I criticize, and as the years go on I hope they will
put their estimate in—seventy per cent of their revenue.

Hon. Mr. Howg: I think you are wrong in several counts. I do not think
it is going to be seventy per cent of the revenue, and whether it is a subsidy
or not depends on the poundage of mail you carry. It is building up, and I
do not think anybody can predict what it will be in future.

Mr. Harris: Tt is going to jump from about $2,000,000 to $4,000,000.
You are going to get that $4,000,000 into the treasury of the T.C.A. It is going
to help make a nice looking balance sheet.

Hon. Mr. Howe: They are getting a good many stamps in the form of
Postage and they expect that they are going to get more stamps. They show
only the expenditures; the revenues have not come into the' picture. The
revenue goes into the Consolidated Revenue Fund. There are two sides to
that picture. ‘

Mr. Hagrris: We have a witness here from the Post Office Department,
and the statement was made on the records of parliament that the Post
Office Department does not make any money; in fact, it is intimated that
they have lost money on the sixty cent per mile basis for the carriage of
Ir%ail. Did you lose money on the sixty cent per mile basis for the carriage
01 mail?

+ Mr. HerriNG: Yes. That is determined by the limited volume of mail
that has so far been offered.

Mr. Harris: I am sorry; I eannot hear a word of what you are saying.

Mr. HerriNg: The loss is determined by the limited quantity of air mail
that has so far been offered. But that sixty cent rate would still apply if the
Volume of mail offered were doubled.
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Mr. Harris: In your opinion, there is a substantial loss?
Mr. HerriNG: At the moment, yes.

The CramrMAN: Is the committee through with the witness? If there
are no further questions, I wish to thank you, Mr. Herring, very cordially
for your appearance and the information you have given. :

Shall we try to finish the Trans-Canada Air Lines before lunch?

Mr. Hagrris: We cannot possibly finish. You promised that you would
go through the whole sheet and then you would go over it clause by clause
and you asked us not to ask questions on the individual clauses, even though
later you did ask if there were any questions.

The Cuamman: We decided that we would go on with this and that
there would be latitude for revised interrogation after we were through. It
was being read by Mr. English, T believe.

Mr. ENGLISH: 3

FINANCIAL

The paid in capital of the company, which has all been raised by the
issue of capital stock, is now $3,750,000, an increase during the year of $550,000.
Of the funds thus obtained $3,699,889 has been invested in aircraft, buildings

“and ground equipment. No portion of the capital has been utilized for
organization, training or development expense. The balance sheet of the
company at 31st December, 1939, is appended hereto.

The income account for the year, after providing for all operating costs,
including ' depreciation and interest on invested capital, shows a deficit of
$411,656, which is somewhat under the amount of $488,941 appropriated by
Parliament. Details of the revenue and expenditure accounts are given in
the accompanying schedules. The operating expenses include, in addition
to the operating costs of revenue producing services, all expense incurred during
the year in connection with the development of new services and the training
of personnel.

Adequate depreciation reserves have been provided in respect of all
property subject to depreciation. Depreciation charged to operating expenses
in 1939 totalled $557,342, and comprised over 20 per cent of the total operating
costs. Full insurance coverage is carried with outside underwriters for passen-
ger, public, and employer’s liability. Provision is also made by self-insurance
or with outside underwriters for loss or damage to aireraft and other company-
owned property.

Mr. Jackman: I should like you to turn to the first part of the statement
you have just read under the heading “Financial.” There you say, “ Of the
funds thus obtained $3,699,899 has been invested in aircraft, buildings and
ground equipment. No portion of the eapital has been utilized for organization,
training or development expense.” The assumption is that these three items
have been charged against operating; is that 1t?

Hon. Mr. Howgr: That is right.

Mr. Jackman: You also say, “Full insurance coverage is carried with
outside underwriters for passenger, public, and employer’s liability.” I sup-
pose that is the new form of insurance, is it? The railway is concerned only
with its own operation. This is a special kind of insurance inherent in airplane
operation and the Trans-Canada Air Lines or the railway or the government do

not see fit to carry this sort of insurance themselves. I presume you do nob
carry insurance.

Hon. Mr. Howe: In the railway the risk is spread very widely. The railway
has insurance in part but with outside insurance people we have special risks:
For instance, the principals are insured outside. Trans-Canada is too small an

operation to average the cost so it was thought wiser to insure them with outside
- underwriters.
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Mr. JackmAN: I suppose the field of insurance for your passengers is the
main thing, public liability. I suppose there is enough experience in connection
with all passenger air travel in the United States to know about where you stand.
The rates are pretty definite. The experience of insurance companies is now well
known, and they know just what should be charged. How long would you
consider it advisable to carry insurance with outside underwriters rather than
assuming it ourselves or the government and thus saving the cost which naturally
goes to private companies.

Hon. Mr. Howe: I would think we would have to have a very much larger
fleet of planes before we would be justified in doing that. The crash of one plane
would wipe out a very large share of the assets of the company if it happened
to-day.

Mr. Jackman: I was looking on it from the standpoint of a private com-
pany, Trans-Canada Air Lines, which is an entity in itself. But inasmuch as it
is a government-owned entexpnsc do you not think that it might be advisable
to consider carrying that and eliminating insurance entirely. If we carried it we
would save the money which the insurance companies must make out of it.

Hon. Mr. Hows: It was gone into very thoroughly. It seemed to us that the
rates that were offering were reasonable rates spread over all the industry in
North America. We thought it was wise to carry everything except crash insur-
ance with public underwriters. As a matter of fact, with regard to crash insur-
ance we have set up our own risks in the company. If they actually crash a plane
we have sums to cover that, or at least we have been accumulating funds. It is
a matter of opinion. I think anyone in this chair might form a different opinion
but that is the opinion I arrived at from the advice of the officers.

Mr. McCurrocH: Carry on.

Mr. Excrisa: There was a question asked at the last meeting in regard to
the basis of estimating depreciation rates. There is a return here. Do you want
it read?

Mr. Harris: Put it in the record.
Mr. ENGLISH:

TRANS-CANADA AIR LINES

BASIS OF DEPRECIATION RATES

Estimated
Service
Life
KOTBPaRt. s R R R T e SR e e 4 Yrs.
Aircraft Engmes £k SR D G Ry CAD0D s
Aircraft Commumcatlon Equxpment AR & Yrs:
Miscellaneous Flying Equipment.. .. .. .. .. BiiE
Ground Communication Equipment.. 35 ] BT
Hanbar-Bamipmeih. ontes s e e it 1057
Shop Equipment.. .. g SR 10 %
Motor Vehlcles—Dehvery Trucks. . .. il ol
Motor Vehicles—Tractors & Tank Trucks.: .. ¢ e
Fuel Storage & Distribution Equipment.. .. .. 1000
Furniture, Fixtures and Office Equipment.. .. 0
Airport Lighting Equipment.. .. .. .. .. .. .. 20
Miscellaneous Ground Equxpment o 102>
| 5100170 APt e S GO0R AR U S . Maximum 50 ©

(Dependent on lease of site)
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GENERAL

War Conditions

The company is performing an important function in the Dominion’s war
effort and war-time economy. The value of a fully-equipped national airway,
with adequate means of communication and with facilities for servicing both
military and civilian aireraft, has already been demonstrated.

Under the provisions of an Order in Council passed shortly after the outbreak
of hostilities, trained employees may only join the armed forces with the
permission of the company. A number of employees have been granted such
permission, with leave of absence for the duration of the war.

It is not anticipated that the company’s operations will be adversely
affected by the Commonwealth Air Training Plan, which will come into full
operation during 1940. Indications are that it will be possible to arrive at an
understanding in regard to the use of airports and airway facilities which will
be mutually satisfactory.

Measures have been taken to protect the company’s property against
sabotage. :

Second Transcontinental Schedule

Consideration has been given to increasing the transcontinental schedule
to two trips daily each way between Montreal, Toronto and Vancouver. Sufficient
trained personnel will be available by the spring of 1940, and it now appears
reasonably certain that the additional service will commence on or about
April 1st. !

Service Extensions

Present indications are that the airway facilities now under construction
between Toronto and Windsor, including the terminal field at Windsor, the
intermediate field at London, and the radio ranges at both points, will be
completed in the late spring or early summer of 1940. Accordingly, it is planned
to inaugurate a double-daily schedule between Toronto and Windsor with a
stop at London, on or about July 1st.

It is further proposed to operate services between Toronto and New York
and between Toronto and Buffalo. The company has obtained the necessary
Canadian licences, and its applications for the required United States licences are
now before the Civil Aeronauties Authority at Washington.

Trans-Atlantic Flights

Imperial Airways Limited operated eight round-trip Trans-Atlantic flights
from Southampton to New York, via Foynes, Botwood and Montreal, during
the months of August and September. The flying boats “Cabot” and “Caribou,”
the largest type of equipment yet used in this service, were employed, and all
trips were successfully completed. A considerable volume of mail and express

traffic developed, but no passengers were carried. Information received indicates

that the service is to be resumed in the spring of 1940.
Mr. Emyerson: How does it stand now, that last sentence?

Hon. Mr. Howr: We have word the service will be inaugurated the beginning
of next week.

Mr. Excrisu:
Outlook for 1940

The Dbrogress achieved during the year in the development of the company’s
services is considered satisfactory. The prospects for 1940 appear favourable.
Passenger traffic has been well maintained during the winter, and there is every
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indication that it will materially increase in the spring, particularly if a second
transcontinental schedule is available. The company’s operating budget for
1940, which is based on the assumption that a second transcontinental schedule
will be operated in the spring, and that services will be extended to Windsor,
New York and Buffalo during the summer, contemplates that there will be a
profit for the year, after depreciation and interest.

The change from a training and pioneering stage to a full-time scheduled
operation presented problems which were exacting and at times difficult, and the
Directors desire to acknowledge the loyal and efficient service of the company’s
personnel.

The cordial relations established with the officers and field staffs of the
Department of Transport and the Post Office Department continued throughout

the year, and acknowledgment is again made of the assistance and co-operation
received.,

For the Directors,

S. J. HUNGERFORD,
President.

Montreal, 19th, March, 1940.

The CramrMAN: Gentlemen, I think we should rise now. It is 1 o’clock.
Shall we convene at four? What is your wish?

Mr. Harris: There are some very important resolutions in the house
this afternoon, Mr. Chairman.

The Cuamman: Well, it is up to the committee. We cannot possibly
conclude to-day, more particularly since our minister will be away this after-
noon and there is a good deal of consideration to be given to airways, I
presume.

Mr. Harris: What is the minister's wish? That is the important thing.

The Crmamman: So far as the consideration of the T.C.A. is concerned
we would like it held over until he returns on Thursday, and I think probably
we might quite readily agree to that arrangement.

Mr. Gray: Surely.

Hon. Mr. Howe: There is no reason why you should not go on with the
railway. I have to leave for New York this afternoon.

Mr. Gray: Could not we go on with something to-morrow?

The CuamrMAN: We have only the budget and a reconsideration of the
railway.

Mr. Gray: Would it suit the officials better to come back?

Mr. Huncerrorp: We would like to get through.

Mr. Gray: Can we carry on to-morrow?

The Cuamman: They will have to wait until Thursday.

Mr. Gray: Why not come back to-morrow?

The Cmamman: That is all right.

Mr. Harris: To-morrow is our caucus day.

Mr. McCurroc: Why not meet this afternoon?

The CuamrMAN: We shall hold everything until Thursday.

The committee adjourned at 1 o’clock to meet on Thursday, July 11,
at 11 o’clock.
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REPORTS TO THE HOUSE
July 18, 1940

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government begs leave to present the following as its

SECOND REPORT

Your Committee has considered the following Items of the Estimates
referred to the Committee on June 28, and approves of same viz:

445—Maritime Freight Rates Act, Canadian National Railways,

East%rn TR, oo s e S s b A o s S St e S RS $ 2,000,000
446—Maritime Freight Rates Act, Railways other than Canadian

Natiotsl - Railwayss sone L8 08 e i d s e 800,000
458—Canadian National (West Indies) Steamships Limited,

eapital sdvaneed. @f -t et ds deidns b AR AR SR 21,000
459—Canadian National Railway Company.................. 15,000,000
460—Prince Edward Island Car Ferry and Terminals.......... 327,000

All of which is respectfully submitted.

J J. P. HOWDEN,
Chairman.
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MINUTES OF PROCEEDINGS

11.00 a.m.,
July 16, 1940.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Gov ernment, met this day at 11.00 o’clock am. Mr. J. P.
Howden, the Chairman, preqded

Members present were: Messrs. Black (Cumberland), Bradette, Donnelly,
Emmerson, Ferland, Hanson (Skeena), Harris (Danforth), Howden Howe,
Jackman, Lockhart MacInnis, MeCulloch, Sanderson, and Sissons. —15

In attendance were: The Hon. P. J. A. Cardin, Minister of Public Works
and Transport; Mr. S. J. Hungerford, President, Canadian National Railways;
Mr. R. C. Vaughan, Vice-President, Canadian National Railways; Mr. T. H.
Cooper, Comptroller, Mr. W. M. Armstrong, Assistant Chief of Research and
Development; Col. V. I. Smart, Deputy Minister of Transport; Mr. A. V.
Franklin, Railway Auditor, Department of Transport; Mr. O. A. Matthews,
representing George A. Touche & Co., Auditors; Mr. D. B. Colyer, Vice-
President, Trane-Canada Air Lines; and Mr. W. T. English, A551stant to the
Vice- Pl(’\ldent Trans-Canada Air Lines.

A statement showing the capital account of each of the Canadian National
Railways hotels for the last five years was ordered to be inserted in the minutes
of evidence,

The report of the Trans-Canada Air Lines was further considered.

The Budget of the Trans-Canada Air Lines for 1940 was ordered to be filed
with the Committee.

On motion of Mr. Harris it was

Ordered,—That in future reports of the Trans-Canada Air Lines
should show the number of non-revenue passengers.

On motion of Mr. Hanson, seconded by Mr. McCulloch, the report of the
Trans-Canada Air Lines was adopted on division.

Moved by Mr. McCulloch, seconded by Mr. MacInnig, that the Committee
meet again at 4.00 p.m. this day.—Carried.

Moved by Mr. Harris, seconded by Mr. Maclnnis, that the Budget of the
Canadian National Rallwavs and the Canadian Natlonal (West Indies) Steam-
ships, Limited, be now considered. The motion carried and the said Budget was
taken under consideration.

On motion of Mr. Sanderson the Committee adjourned.

4.00 p.m.

The Committee met again ‘at 4.00 pm. Mr. J. P. Howden, the Chairman,
Presided.

Members present were: Messrs. Black (Cumberland), Bradette, Donnelly,
mmerson, Ferland, Hanson (Skeena), Harris (Danforth), Howden Howe,
ackman, 1\/IacInms, MeCulloeh, Sanderson, and Sissons.—14.
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The Committee resumed consideration of the Budget of the Canadian
National Railways. During discussion of the item of $20,000,000, net income
deficit, Mr. Harris moved, seconded by Mr. Black,—

That the management, in co-operation with the Minister of Transport,
in giving consideration to the views of this Committee, be asked to reduce
the estimate referred to by the order to a lower figure in view of six
months’ experience.

This motion was negatived on the following division: Yeas: Messrs. Black
(Cumberland), Harris, and Jackman (3). Nays: Messrs. Bradette, Donnelly,
Emmerson, Ferland, Hanson (Skeena), McCulloch, Sanderson, and Sissons (8).

On motion of Mr. McCulloch the Committee adjourned to meet again at
8.00 p.m. this night.

The Committee met again at 8.00 o’clock p.m. Mr. J. P. Howden, the
Chairman, presided.

Members present were: Messrs. Black (Cumberland), Bradette, Donnelly,
Emmerson, Ferland, Hansell, Hanson (Skeena), Harris (Danforth), Howden,
Howe, Jackman, MacInnis, McCulloch, Sanderson, and Sissons.—15.

The Committee resumed consideration of the Budget of the Canadian
National Railways and the Canadian National (West Indies) Steamships,
Limited. ;

On motion of Mr. Hanson, seconded by Mr. McCulloch, the said Budget
was adopted on division.

On motion of Mr. Emmerson, seconded by Mr. McCulloch, the following
Reports were adopted on division:—

George A. Touche and Company;

Canadian National Railways;

Canadian National (West Indies) Steamships, Limited; and the

Canadian National Securities Trust.

The following items of the Estimates were approved:—
445—Maritime Freight Rates Act, Canadian National Railways

Biastern Tinds o e i It i - S it s v i aa e Lo $ 2,000,000
446—Maritime Freight Rates Act, Railways other than Canadian

INationals Barlva s ismlad i e L A 800,000
458—Canadian National (West Indies) Steamships, Limited,

eapitRtadAmEg A L e e e T el e 21,000
459—Canadian National Railway Company.................. 15,000,000
460—Prince Edward Island Car Ferry and Terminals.......... 327,000

The Chairman, on behalf of the Committee, thanked the officials in attend-
ance for their courteous treatment of the members of the Committee. Mr. Black
expressed appreciation of the work of the officials, particularly Mr. Hungerford,
and the Board of the Canadian National Railways. He also expressed his
appreciation of the knowledge, ability and courtesy of the retiring Minister of
Transport (The Honourable Mr. Howe).

_On motion of Mr. Hanson, the Committee adjourned at 9.15 p.m. to meet
again at the eall of the Chair.

J. P, DOYLE,
Clerk of the Committee.
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MINUTES OF EVIDENCE

House or Commoxns, Room 277,
July 16, 1940.

The Standing Committee on Railways and Shipping met at 11 a.m. The
Chairman, Mr. J. P. Howden, presided.

The CrAIRMAN: Order. Gentlemen, when the committee arose we were con-
sidering Trans-Canada Air Lines. As they are of special interest to the hon. Mr.
Howe and as he has made a request that they be not proceeded with until he is
able to be present in the committee, and as he has not yet arrived this mornlng,
I suggest that we go on with somethlng else.

Mr. Harris: Mr. Chairman, before you do that, was there not some informa-
tion to be tabled the first thing this morning. I understood that someone was
going to bring in a report showing the capital account for each of the hotels for
the last five years and showing how the capital account had progressed from year
to year; or, what were the amounts of capital invested in each hotel.

The CuamMmaN: If the committee wants we can go ahead with that.

Mr. Harris: I do not want to interfere with your routine, but I thought that
this information should be tabled as the first order of business.

The CuarmaN: Very well, if that is the desire of the committee.
Mr. Harris: Are there enough copies of this report for all the members?

Mr. ArmsTRONG: No, sir. There is one copy for you, and we have a copy
here for the record.

The CuArRMAN: Do you wish to have this report read, Mr. Harris?

Mr. Harris: I am in the hands of the committee, Mr. Chairman. I expect
that the only way we can get it on the record is to have it read and that would be
wasting a lot of time. Perhaps it could be filed and later incorporated into the
record?

The CuAmRMAN: Yes, I think it can be taken as read.



I\VESTME\T IN HOTELS OPERATED BY CANADIAN NATIONAL RAILWAYS
JANUARY 1, 1935, TO DECEMBER 31, 1939

Investment at Net annual capital expenditures Investment at

Name of hotel Location Jan. 1, 1935 1935 1936 1937 1938 1939 Dec. 31, 1939
Canadian National—Charlottetown, P.EL.. .. .. ..° § 854,171 78 $ 1,061 58 $ 235 00 $ 124038 $ 870 71 § 3,073 85 $ 860,653 30
Piotow: Tiodge— Plolots ISt o . 2 iy P o s 199.344 56 559 17 1T 47 52 VETER S vt 199,456 21
Nova Scofian—Halfaz, - NS, " . . 00 Lo G ovi s 2,442 553 09 1,359 50 985 15 5,566 76 718 80 5.660 94 2,454,125 24
Chatean Laurier—0btamwa; Onbe. . i tee o s o 8.653,158 25 7,038 61 17,557 40 6.155 62 3475 02 10,465 55 8.683,773 23
Prince Arthur—Port Arthur, Ont... .. .. .. .. .. .. 1,180,516 01 1,844 80 1.340 58 1.803 59 560 54 4.800 98 1.190,866 50
Minaki Lodge—Minaki, Ont... .. .. .00 00 o 1,088,496 46 635 26 1,006 65 1,709 30 4.244 87 1.342 49 1,095.421 73
Fort Garry—Winnipeg: Man.s. .. o 00 s vt e 2.892.056 91 1.869 39 7.677 75 2.663 45 2.667 08 4.971 81 2.911,906 39
Prince Edward—Brandon, Man... .. .. .. .. .. .. 518,954 64 586 54 499 99 3.738 85 3.016 16 159 88 525,782 98
Macdonald—Edmonton;: Altatr, .. .0 oo Soy A 2228316 33 18.524 52 14,274 04 3.728 45 7064 02 15,622 74 2,287,590 10
Jasper Park Lodge—Jasper, Alta... .. .. .. .. .. .. 2.589.508 11 8,782 63 6,070 85 = 22,708 46 33.355 27 23,035 65 2.683.460 97
Bessborough—Saskatoon, Sask... .. .. .. .. .. .. .. 3,076,953 56 *454,586 43 21,852 38 14,191 69 125 44 410 75 3,667,048 87
Totals o Sl T S s e g SRS AR $25,724,089 70 $478.879 13 $69.486 49 $63.059 03 $55.848 03 $68.723 14 $26,460,085 52

Figures in italics represent net retirements.
*Operation commenced December 10, 1935.
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Mr. Harris: I notice when looking at the report that while we asked
that the total amounts be inserted they do not appear on the face of the
report. )

Mr. ArmstroNG: We will have the totals put on before it is entered in
the record.

Mr. Hu~xcerrorp: We can do that, or, if you like, we can furnish additional
copies for each member of the committee later.

The CuamrmaN: I think it will be all right to have it inserted in the
record. :

And now the hon. Mr. Howe is here. He is a very busy man, so perhaps
we should proceed with the report on the airways. In the absence of any other
suggestions we will continue from where we left off last day. We have got
down as far as the end of the signed report. Where do we go from there; to
the balance sheet? The next item will be consideration of the balance sheet.
Is it the wish of the committee that this balance sheet should be read, or shall
we merely serutinize it in passing?

Mr. Brack: There are $5,000,000.0f adjustments, and of this $3,750,000 has
been placed to the credit of the Trans-Canada Air Lines in cash; is that
correct?

Hon. Mr. Howe: Yes, in cash.

Mr. Brack: How is that money provided; by the Canadian National Rail-.
ways, or by the government?

Mr. Hu~cerrorp: The Canadian National Railways puts up the money
and then subscribes for the stock of Trans-Canada Air Lines.

Mr. Brack: When the Canadian National Railways have a deficit where
do they get the money from?

Hon. Mr. Howe: They get it from the Capital Appropriations Bill, from
parliament. An amount is voted to the railways for capital services each year.
The money is subseribed by the government but through the Canadian National
Railways.

Mr. Brack: The appropriations by parliament come under two headings;
the appropriation for capital expenditures, and the appropriation to pay these
deficits; is that correct?

Hon. Mr. Hows: That is right.

Mr. Brack: What was the total appropriation for capital expenditure last
year? I presume that is set out in the financial statement of the Canadian
National Railways?

Mr. HuxGeErrorp: Mr. Cooper can give you the figure for last year.

Mr. Coorer: The capital requirements of the Canadian National Railways
under the 1939 budget were $4,279,776.68; in addition, $8,162,745 was required
for the retirement of capital debt. ;

Mr. Brack: That would be under three headings then; one would be an
appropriation to meet maturing debts and another appropriation would be for
capital expenditures, and a third would be to cover the deficit.

Hon. Mr. Howe: I might say there are two headings there. The one,
capital appropriation, is merely a loan by the gevernment. It is a suspense
account. The government advances money from time to time as required to
pay maturing indebtedness or to meet capital expenditures; but later that money
18 returned to the government by the railway through the sale of railway
securities. The Canadian National Railway issues its own securities, of course,
so that the capital expenditure does not involve a vote of parliament; it is
simply an authorization by parliament, a temporary financing in the meantime
between the time the money is required and the time the railway issues its
Gwn securities.
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Mr. JackMAN: Are you referring to the equipment trust certificates?
Hon. Mr. Howe: No, capital expenditures direct.

Mr. Jackman: In other words, the railway simply issues its own bonds to
the government.

Hon. Mr. Hows: No, not to the government, to the public.
Mr. JackMAN: That is, in the form of guaranteed bonds.

Hon. Mr. Howe: Railway bonds, sold to the public; guaranteed, yes. So,
there are two types of capital financing by the government: one is the deficit,
which is definitely paid up and is a definite transaction; the deficit is not
capitalized; any capital expenditure is capitalized, funded by the Canadian
National Railway, and the money repaid to the government.

Mr. Brack: So that a provision is made for this capital expenditure. I
presume there are items designating what services, what purposes, they have
been appropriated for?

Hon. Mr. Howe: That is in the railway budget, yes.

Mr. Brack: How much was that? Where is that statement for 1939 in the
Canadian National Railways’ auditors’ report?

Mr. Coorer: On page 5 we show the capital expenditure during the year

. amounting to $9,863,847; and on page 6 we show the retirement of other capital
“obligations amounting to $8,162,745.

Mr. Brack: Where do we find the entry in which this capital expenditure on .
Trans-Canada Air Lines appears?

Hon. Mr. Howe: That would be partly of 1938, of course. Page 20, at
the bottom of the page of the annual report of the Canadian National Railways,
shows $550,000 of a loan for the account of Trams-Canada Air Lines. That
is money loaned to the Trans-Canada Air Lines during the year 1939. The
balance was loaned in earlier years, I presume.

Mr. Brack: I do not yet understand, Mr. Chairman, how this money is
made available. If I understand, the Minister the Railway is given authority
to make this expenditure for this purpose out of capital monies provided; how?

Hon. Mr. Howe: Shall I read from the Trans-Canada Air Lines Act?

Issur or SeEcurITIES By CanapiaNn Nartionan Raimway CoMPANY

12. (1) Subject to the provisions of this Act, the Canadian National
Railway Company may issue notes, obligations, bonds and other securities
(hereinafter in this section called “securities”) not exceeding the sum of
five million dollars for the purpose of acquiring the capital stock of the
Corporation, and the Governor in Council may authorize the guarantee
of the principal and interest of such securities on behalf of His Majesty.

(2) The Governor in Council may, subject to the provisions of this
Act, approve or decide,— ‘

(a) .the kind of securities to be issued and guaranteed, and
the form and terms thereof;

(b) the form and manner of the guarantee or guarantees;
(c) the time, manner and amount of the issue or issues;
_(d) the terms and conditions of any sale, pledge or other dis-
position of the securities; £
(e) the securing, if deemed desirable by the Governor in Council,
of the securities by mortgage, deed of trust or other instrument, and

the form and terms of any such instrument and the trustee or
trustees thereof.
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(3) The guarantee or guarantees may be signed on behalf of His
Majesty by the Minister of Finance or by such other person as the
Governor in Council may from time to time designate, and such signature
shall be conclusive evidence for all purposes of the validity of such
guarantee and that the provisions of this Act have been complied with.

(4) To enable the Canadian National Railway Company to pro-
ceed forthwith to acquire the capital stock of the Corporation, the
Governor in Council, pending the issue, sale, pledge or other disposition
of the aforesald securities, may authorize advances to be made to the
sald Company from the Consolidated Revenue Fund, such advances to
be reimbursed to His Majesty by the said Company from the proceeds
of the sale, pledge or other disposition of such securities.

That is from the Trans-Canada Air Lines Act.

The Cuamrman: If you are through with that report we will proceed to
page 12, Income Account.

Mr. Harris: Just before you proceed to page 12, now that the minister
is here, the auditors for the Canadian National Railway system are the same
auditors as for the Trans-Canada Air Lines. The auditors, according to their
extra statement with this document here, “Report on Accounts”, made a very
limited audit, but among other things they intimated that they have made a
report in the form of a memorandum to the board.of directors dealing with
operative and technical equipment retirement and other internal methods, and
this was dispatched to the Minister of Transport. Under the heading of other
internal matters, or any other heading that applies, are there any observations
in the memorandum that have to do with Trans-Canada Air Lines? Perhaps
the minister would be good enough to tell us. We have not the advantage of
that memorandum before us.

Hon. Mr. Howe: I am informed by my deputy that there is nothing in
that memorandum relating to Trans-Canada Air Lines.

Mr. Hagrris: I just wanted to be clear on that as we go along.

The CuARMAN: On page 12, is there any comment?

Mr. Hagris: Mr. Chairman, I must admit that this increase in revenue
anticipated for this year is based on the 60 cents per flight mile from the $1,632,-
875 of last year up to the estimate which we find in our estimates. I think the
figure was $4,400,000 odd. The minister’s deposition at the last meeting was
that we had indicated that the percentage relationship of the total income
account which last year was 69-5 per cent of all revenue received by the T.C.A.
came from the Post Office Department. That condition would not obtain for the
year that we are in. Could the minister give us an idea of how much revenue
he anticipates will come from the $4,400,000 of the Post Office Department’s
estimate and the relationship that will have to the total income for this coming
year?

Hon. Mr. Howe: The total revenue from mail for this year we estimate
at $3,177,000; but, as a matter of fact, that will run less than that because we
have not opened new services as soon as the budget anticipated. The budget
was made up, of course, at the end of last year.

Mr. Hagrgis: Is that based on 60 cents? -

Hon. Mr. Howe: Yes, that is on 60 cents. It will be less than $3,177,000,
perhaps less than $3,000,000; and at the present rate the earnings from passenger
traffic should be about $1,800,000.

Mr. Hagris: I just do not understand that last passenger reference, Mr.
Chairman.

Hon. Mr. Howe: Earnings from passengers for the current year should run
about $1,800,000.
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Mr. Harris: Earnings from passengers?

Hon. Mr. Howe: The actual earnings from passenger traffic.

Mr. Harris: From passenger traffic. Oh! Mr. Chiairman, of the $3,177,000
how much of that will be a loss to the Post Office Department. Just to make
myself more clear; the minister was going to find a better word than the
one I used, I called it “differential” subsidy from the Post Office Department
to the T.C.A.; but I am not complaining about it, I am not criticizing that
subsidy; but the point, Mr. Chairman, is we want to know how much of the
Post Office Department money is being used to assist, or, as I say, to subsidize
the T.C.A.; is there any way of determining that?

Hon. Mr. Howe: You heard from Mr. Herring of the difficulty of determining
what is payable to the T.C.A. The Post Office Department are willing to
authorize 4 cents out of every 6 cent stamp as being payable to the T.C.A.
keeping the other 2 cents for themselves for pick up and distribution serviees.

Mr. Harris: I appreciate that.

Hon. Mr. Howr: If 4 cents is the correct figure—of course, there again we
cannot tell if it is, or the extent to which this new service is going to swell the
volume of stamps sold; but the amount which we discussed when the budget
was brought down in the finance meeting was about $800,000.

Mr. Harris: Well then, Mr. Chairman, the deficit of the Post Office
Department was set at from 35 cents to 50 cents, but at no time did they
admit the 60 cents which is the rate which applies, and which is the contract
as I understand it between the T.C.A. and the Post Office Department—now,
is there any way of getting closer to the actual figure than that? He said that
my guess was as good as his is because the gentleman who made the deposition
is charged with the responsibility and I am not. I did not appreciate that
kind of an answer and I do not appreciate it yet. I am not through with the
question. We ought to get somewhere nearer than a guess of 35 cents to 50
cents when the actual contract is 60 cents.

Hon. Mr. Howe: Mr. Herring in that statement referred to a theoretical
plane exactly large enough to carry the mail and nothing more. He said he
thought he could supply that for somewhere between 35 cents and 50 cents.
But the fact of the matter is that there is no such plane built that would
maintain the present schedule but would be only large enough to carry the
mail. I think it is very bad practice to theorize about a plane that does not
exist. As a matter of fact, the rate of 60 cents a mile was struck as a rate
that might possibly be achieved in the first year or two of operation. As a
matter of fact we did not reach it last year. We expect to better it this year.
Next year whatever we better it by this year will apply to reducing the
rate, and we will very shortly get the actual rate at which this serviee will be
able to carry the mail. We expect it to be a declining rate as years go by, and
as the passenger traffic becomes a larger factor in revenue.

Mr. Harris: In the meantime the contract at 60 cents does not expire
until the end of this year?

Hon. Mr. Howg: That is right.

Mr. Harris: So, Mr. Chairman. I think the minister will agree that out of
the total revenue for the calender year 1940 there would be about $800,000
from the Pust Office Department which would be over and above the actual
cost of the carrying of the mail, for the provision of a mail service.

Hon. Mr. Howr: On the other hand we expect to make a profit out of
the Trans-Canada of somewhere between $300,000 and $500.000: so the net
loss will not be so large. oY
. Mr. Hagris: Well. in answer to my enquiry as to what portion of
income will be received from mail, what percentage, about: it will be well over
50 per cent, Mr. Chairman, will it not? ' :
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Hon. Mr. Howe: Yes.
Mr. Harris: Would it approach last year’s figure of 69-5 per cent?
Hon. Mr. Howe: I do not think so. That was temporary.

Mr. Harris: 1 am not criticizing. I know all the difficulty that we have in
budgeting for a year; but this is only an historieal account of what happened
for the 12 months ended the 31st of December, 1939. There is no budget along
side of it.

Mr. Brack: There must be a budget for the current year, is there not?

Hon. Mr. Howe: I have the budget in front of me. It is drawn up, as I
say, with certain premises in mind; that is, we anticipated opening certain
services at certain dates, and we have not got to that. Therefore, the budget
is a bit out of date now.

Our passenger business is very much better than we anticipated in the
budget. For what it is worth, I have the budget that we received last December
and on which we based our operations for this year. I would be glad to place
it before the committee, on the understanding that it is rather out of date now,
due to the fact that certain services have not been opened as yet. As a matter
(l;f 1fact, we opened the Windsor-Montreal service yesterday for mail only, I

elieve.

The CramrMAN: Is it the wish of the committee that the budget be placed
before the committee?

Mr. Brack: I think it should be put on the record, Mr. Chairman, with a
notation as to changes in the situation at the present time as they apply to the
respective estimates.

. The CramrMAN: It is understood that it will require some preparation, but,
if it is the wish of the committee, the budget will be submitted.

Hon. Mr. Howe: I will be glad to have this brought up to date and filed
with the committee. :

The CuARMAN: Is there any further comment with respect to this report?

Mr. BrapeErTE: In connection with the item ‘“Passenger Service,” as this is
" subsidized by the federal treasury, I should like to know if the Trans-Canada
Air Lines are doing all they can to get as much passenger traffic as possible. The
reason I ask that question is that in northern Ontario we have been told time
and time again that there was no space in some of the aeroplanes for passengers
going westwards. I know it has happened several times. We were told on
several occasions, not officially but through the newspapers, local and general,
that they were going to have feeder lines. I mention this fact for the reason
that we have no connection between the east and west from Cochrane to
Winnipeg on account of the closing of a section of the transcontinental railway.
The people who go westward by rail have to go via North Bay, a roundabout
way, which creates a throwback of about six hundred miles, and the people
have been inclined to travel very extensively, or would be, by aeroplane, if they
could get the service. r

We have an emergency field at Porquis Junction, and they have béen landing
there for the last two years on account of a bad situation in Kapuskasing. It
is almost impossible for the people from Kirkland Lake and the Rouyn section
of northern Quebec to use Trans-Canada Air Lines at the present time. I should
like to know if it is true that on several occasions they could not stop in northern
Ontario, in my section, for passengers?

Hon. Mr. Hows: Of course, the line is crowded to eapacity. The difficulty
you have of getting a seat in northern Ontario is not much worse than we have
I getting a seat in Ottawa.
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Mr. BraperTE: But in Ottawa you can go directly to Winnipeg and we
cannot do that from our section of the country; we have to swing back about
six hundred miles to go west by rail.

Hon. Mr. Howe: But, as you know, our services have been greatly curtailed
by the war. If it had not been for the war I think we would have had more
equipment and I think we would have been considering feeder lines to pick up
passengers in between. As things are now we have not allowed any further
capital expenditures to be made on the line this year, and we are not in a
position to encourage additional services.

Mr. BrapeTTE: As it is now you are really overloaded?

Hon. Mr. Howe: Yes.

Mr. BraberTE: You have not got the space to handle more traffic?

Hon. Mr. Howe: We have not the equipment to do it.

Mr. MacInnis: Who has the authority to establish passenger and express
rates?

Hon. Mr. Howe: They are set on a competitive basis. The six cents a
mile basis is standard all over the continent. Our rate for the service from
Montreal to Vancouver is competitive with the charges from New York to
Seattle. It is just a competitive rate; that is what the Act calls for—competitive
with other services.

Mr. MacInnis: Does the transport commission authorize the rate?

Hon. Mr. Howe: Yes, they are approved by the Board of Transport Com-
missioners.

The CrAamrMAN: Gentlemen, we have considered a number of reports. We
might adopt these reports, if we are through with them. We have gone over
the report covering the Canadian National Railway system.

Mr. Brack: I should like to ask the minister a question, Mr. Chairman,
in regard to the new service to which he has referred, between Montreal and
Windsor. Is the same type of machine authorized on that service as on the
regular transcontinental route?

Hon. Mr. Howe:  Yes; we have only one type of plane.

Mr. Brack: I should like to ask the minister why Nova Scotia is discrim-
inated against and have not the advantage of a service at least similar to the
one that is being put into effect between Montreal and Windsor.

Hon. Mr. Howe: The reason is that we cannot take these planes into the
type of airports you have along the Atlantic seaboard.

Mr. Brack: What about the field at Stanley; it is only a short distance
out of Halifax, not much farther than the distance from some of these airports
to centres of population in New York or Montreal.

Hon. Mr. Howe: Would you suggest making the terminus of the Trans-
Canada Air Lines at Stanley?

Mr. Brack: I would say, rather than ignore Nova Scotia,—it is a tempor-
ary expedient,—they should use Stanley field rather than go on with the service
they are now getting. There is some feeling in Nova Scotia that they have
been discriminated against. I do not wish to be unreasonable, but I think the
minister gave an undertaking that the Atlantic terminus would be at Halifax or
Dartmouth. T do not want to be too impatient, but I do not want to feel that
they are being overlooked and slighted.

Hon. Mr. Howe: The Dartmouth field is used exclusively for coast defence
We had arranged a radio beam to work with the Dartmouth field, and we were
always prepared to use that field for passenger service. We were told at the
outbreak of war that that field was required exclusively for the defence of the
east coast. The same applies to Sydney; the same applies to Yarmouth. In
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time of war, we do not wish to intrude on that. As a matter of fact, the two-
engine Beecheraft planes used down there are very comfortable passenger
planes, just as good for that service as the Trans-Canada planes.

Mr. Brack: I assume the field at Dartmouth will always be controlled as
a military field, will it?

Hon. Mr. Howe: We had arranged before the war to use it for Trans-
Canada as well. Naturally, that arrangement was superseded when war broke

out. In peace time I have no reason to think we should not use the Dartmouth
field.

Mr. Brack: The city of Halifax has expended more than $200,000 on their
air field. It was one of the first cities in Canada which made such a large
expenditure for such a purpose.

Hon. Mr. Howe: You cannot remove geographical conditions. It happens
to be tucked away behind Citadel Hill, surrounded by tall buildings and by
houses, and you just can’t land there; that is all. I tried it once and got the
fright of my life.

Mr. Brack: That is unfortunate. On the other hand, they located the
field after having it approved by the only authority that was in existence at that
time.

Hon. Mr. Howe: It is unfortunate but we cannot change it now, as I see it.

Mr. Brack: Is it possible to use Stanley field? It is only about twenty-
five or thirty miles out of Halifax.

Hon: Mr. Howe: If you want to take the responsibility for it, I would say
it is possible, but I do not think it would please the people of Halifax. They
have a very comfortable service from the city of Halifax to the end of the
Trans-Canada; I think they would resent any change for the worse there.

Mr. Brack: The minister thinks that Halifax and Nova Scotia should be
satisfied with the present service?

Hon. Mr. Howe: For the moment, yes.

Mr. Brack: With the expectation or understanding that the Atlantic
terminus will eventually be in Nova Scotia?
Hon. Mr. Howe: I should say with the hope.

Mr. Harris: In connection with page 12, could we have the non-revenue
passengers that were carried? You will notice that under “Statistical Data”
you have a memorandum of the revenue passengers carried—21,569. How many
non-revenue passengers were carried?

Hon. Mr. Howr: We did last year as a matter of advertising—

Mr. Harris: Excepting the initial period. I except that.

Hon. Mr. Howe: The only non-revenue passengers that can travel are
employees of the line travelling on business over the line when there is a vacant
seat. If there is a revenue passenger offering, the non-revenue passenger cannot
ride.

Mr. Harris: Have you the figures, Mr. Chairman, for the non-revenue
passengers carried?

Mr. CoLyEr: We do not have them here. -

Mr. Hagris: Could we have them in future reports, Mr. Chairman?

The CuAmrMAN: I do not think it was considered. If you demand any-
thing in the way of a report, we will obtain it.

Mr. Harris: If you have the number of revenue passengers carried under
statistical data, surely we could have the number of non-revenue passengers
carried. Let me put it to you this way, Mr. Chairman: One of the features of
our whole railway system that bears down very heavily on it and to which great
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expense attaches is the carrying of deadheads. You and I ride free; in my judg-
ment we have no right to ride free; we should pay our way. We are not the
only ones; there are thousands and thousands of people in Canada riding free on
our railroads. Pensioners and widows of former railway men all ride on passes—
all by agreement, I quite admit. In future statements of the Trans-Canada
Air Lines I move, if necessary, that the reports reveal the number of non-revenue
passengers and the miles flown.

The CramrMaN: In subsequent statements?

Mr. Harris: Yes.

The CuarMAN: You will not require it for this inquiry?

Mr. Hagrrs: I am asking for it but it does not seem to be available. This
is perhaps the initial period, 1939. I am not worrying about the members of
parliament; I have made my deposition. No matter what they travel on they
should pay the full fare, the same as any other citizen. I am speaking of what
has crept into the railway system.

The CHAIRMAN: The minister has indicated that the only non-revenue
passengers are employees of ‘the airways travelling on business.

Mr. Harris: That can be set up. But there are others.

Mr. CoLyer: I can provide the complete information on that.

The Cramrman: Mr. Colyer offers to give the information now, if .you would
like to have it.

Mr. Harris: It would be just as well to have it on the record.

Mr. BrabpeErTE: Are you including the taking away of passes of members
of parliament?

Mr. Hagrris: I have made myself abundantly clear as far as these dead-
heads are concerned. I think we can dismiss the matter and get on with the
business. I would not ask that it be read into the record, just put it in.

The CuARMAN: Does Mr. Harris desire to have this information filed, or
does he wish it for subsequent reports?

Mr. Harris: For this report.

The CrammMAN: Now.

Mr. Hagris: Yes.

Mr. Coryer: The pass regulations governing Trans-Canada Air Lines are
approved by the Board of Transport Commissioners. They permit the issuance
of passes to certain individuals of the company. All these passes I am speaking
of are for seats that are not reserved or sold to paying passengers—company
employees travelling on business of the company; Department of Transport
airways employees travelling on business of the airways in connection with
radio ranges, airports, ete.; Post Office Department officials travelling on busi-
ness of the airmail service, FEach company employee of Trans-Canada Air
Lines is given one annual pass for himself over the line, plus one pass for a
dependent member of his family.

I believe that covers all the passes that are authorized by the Board of
Transport Commissioners, except for short courtesy flights around the airport
in connection with the development of the passenger business.

The Cramman: It might be as well to clarify the request for the next
report, as to whether it is a statement of the advantage that has been taken
of passes, or whether it is just such a statement as we have had at the present
time, that is, to whom the courtesy is extended.

Mr. Harris: The present statement is just a statement of policy or a state-
ment of whaj: is laid down by the transport commission. That does not give us
the information. In your report you have shown the number of revenue passen-
sgers carried. Let us have the number of non-revenue passengers carried, and
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if the administration of the Trans-Canada Air Lines wants to sub-divide that
into two items, one the operation of the business itself and the other compliment-
ary business, that would be all right. I would be quite happy to see it sub-
divided. I certainly do not want to interfere with the business of operating
the Trans-Canada Air Lines.

Mr. CovLyer: I can submit a complete report.

Mr. Harris: When you do, give the number of deputy ministers who ride
free on the line as well, whether they are on official trips or some other sort of
trips.

The CHAIRMAN: Are you through with this report?

Mr. JackmaN: Do I understand that the rates for passengers are fixed by
statute, or are they left to the management?

Hon. Mr. Howe: They are left to the management subject to the ruling of
the Board of Transport Commissiohers. They are under the jurisdiction of the
Board of Transport Commissioners, but they are fixed on a competitive basis with
parallel lines in the south.

Mr. JackmaN: Also, I suppose, on a competitive basis with the railways?

Hon. Mr. Hows: No.

Mr. JackMmAN: It does not cost very much more, I understand, to come from
Toronto to Ottawa by air line than it does by railway.

Hon. Mr. Howe: Well, you add on the extras. The basic rate on the railway
is three cents a mile; the basic airline rate is six cents. On the air line there is
no birth to buy and no meals to buy, or anything of that kind.

Mr. JackMAN: If it were thought that the passenger rate might be boosted,
is there any difficulty at all in increasing the rates quickly, or does the manage-
ment have to go before the Board of Transport Commissioners?

Hon. Mr. Howe: It would have to go before the Board of Transport Com-
missioners and give thirty days’ notice.

Mr. JAckMaN: It seems to me that there are many people who travel from
Toronto to Ottawa and elsewhere who could just as easily travel by the railway,
that is, people whose time is not so valuable. Of course, you may want that
business in order to increase the percentage of occupancy. On the other hand,
you may want to release some of your planes for other purposes or not to expand
the air service on account of military demands for planes. It seems to me the
rates are very cheap and consequently are attracting many people who could
comfortably travel by railway service.

Hon. Mr. Howz: Our rates are competitive with other rates charged. I do
not think we could put ourselves in the position where our railway rates and boat
rates were not pretty well competitive with those in the south.

Mr. Jackman: Of course, while they are competitive with rates to the south,
the American Air Lines are in most cases, excepting the transcontinental, com-
petitive beecause they do not compete between the same points.

Hon. Mr. Howg: That is true on the shorter runs.

Mr. JackMAN: Do you not think in many cases the rates could be increased
without any substantial loss in desired traffic? g
Mr. CoLyer: We are competitive with the lines in the States. We bring
Passengers from New York going out to the west coast; we bring passengers from
the west coast who are going to New York, and there is a certain amount of com-
petition in connection with the business there. You will find that our rates on
heAavelage are slightly higher than the rates in the States, generally speaking.
ur rate is six cents. Some of the lines in the United States have cut that. We
0 have cases where the air passenger fare between two points is equal to the

railroad fare. For example, from Lethbridge to Vancouver, where the railroad
1 8352—2
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takes a long way around to get there, our charge is about seven cents per mile

because we do not undercut the rail charge in any instance. We arbitrarily

raised the fare there to more than the six cent rate between those particular
oints.

¥ The fare from Edmonton to Winnipeg is very substantially higher than the

rail fare, because the railway line follows a more or less diagonal line, and we go

straight south to Lethbridge and make a right angle going into Winnipeg.

I am afraid that if the Trans-Canada fares were materially raised it would
reflect directly on our revenue.

Mr. MacInnis: Would it be possible to get the percentage of revenue pas-
sengers who are on government business and whose fares have been paid by the
government ?

Mr. Couver: I know quite a few instances. I think we could where they
travel on government warrants. Where they go and buy a ticket with cash, we
have no indication that they are travelling on government business; but there is
a substantial amount of government business over the line that is paid for by the
government.

Mr. JackMAN: I do not suppose you try to attract American travellers over
our lines?

Mr. Conyer: We certainly do.

Mr. JackMAN: I mean, where they originate in the United States.

Mr. CoLyer: We try to get them from Seattle. That is the only place where
we have any traffic organization in the United States. We try to get them to use
Trans-Canada Air Lines coming east to Toronto, Ottawa, Montreal or even to
Winnipeg.

Mr. JackmaN: That is where they have a Canadian destination.

Mr. Couyer: It is against the law, theoretically, for us to carry a passenger
from one point in the United States to another point in the United States. We
do not operate that way at the present time, but we may eventually. There have
been cases when passengers have flown from Seattle to Montreal who were going
to New York city, using the Canadian colonial from Montreal down to New
York.

Mr. Jackman: The difficulty in getting American funds now might possibly
allow you to increase your rate, so far as competition with the United States
is concerned.

Mr. Lockuart: Mr. Chairman, in concluding this matter of passes given
to large groups of people on the Trans-Canada Air Lines, are we to understand
that at the next meeting or at future sittings of this committee we will have a
better break-down along the lines suggested by Mr. Harris, indicating the
approximate number and to whom these passes are issued? We will get that at
future deliberations? It will be officials of the air line who will have that
information so that they can give it to us.

The Crairman: We have been assured of a full report.

Mr. Lockuart: That is to be understood?

Mr. CoLyer: It will be exact information.

Mr. Lockmarr: Although the general public are jittery in so many ways
these days, they feel that the issuing of passes is growing into the same propor-
tions on this new system as it has grown in the railway system. I suggest that
we have this information for the use of future meetings.

Mr. Jackman: Before leaving the whole matter, Mr. Chairman, the item
of accounts receivable in the balance sheet, of $451,466.54, is a rather large
item. I was wondering how it arose generally.

Hon. Mr. Howe: I think that arose through tickets—interchange.

¥

[T o, Tramp
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Mr. Coorer: There were two main items. We sold five 10-A aireraft to
the War Supply Board, and part of the sales consideration is outstanding at the
end of the year. The Post Office Department is the other large debtor. The
War Supply Board were owing $228,000, and the Post Office Department were
owing $158,000 at the end of the year. Those two items substantially represent
the total of accounts receivable.

Mr. JackMAN: Most of it has nothing to do with the ordinary commercial
operations of the line.

Mr. Coorer: The Post Office Department represents mail pay.

Mr. BrapertE: In that item, excess baggage 21,000 lbs., is that an extra
charge for that extra poundage?

Mr. CoLver: Yes, an extra charge by the rate that is approved by the
Board of Transport Commissioners.

Mr. Hanson: Is that so much per mile or so much per pound? How is that
arrived at?

Mr. Couyer: I believe it is 1 per cent of the ticket fare between the two
points concerned, per pound of excess.

The Cumamrman: Now have we finished with this report?

Mr. Brack: Now, Mr. Chairman, the second largest expense is ground
operation and maintenanc, $636,000 odd. I would like to have a little more
information as to what ownership or responsibility comes under the Trans-
Canada Air Lines with respect to airports. I understand that most of the
airports are built from another fund, another department of government and
are used by Trans-Canada Air Lines, and the question arising is whether that is
correct and as to what rentals are paid, if any, and what maintenance expendi-
tures are defrayed by Trans-Canada, if any.

Hon. Mr. Howe: Generally, the Trans-Canada pays landing fees for all the
fields they use. If they use a government field they pay the government so
much, I believe it is $100 a flight.

Mr. Coryer: $100 for the first schedule and $50 for each additional
schedule.

Hon. Mr. Howe: Yes.
Mr. CorLyer: That is per month.

Hon. Mr. Howe: And in addition to that, of course, the Trans-Canada
operate their own hangars, their own terminal facilities, they have their over-
haul crews at the principal stopping places with their main over-haul at
Winnipeg, the services for running their own line, and they pay rental for any
hangars they use that they have not built themselves.

Mr. Haxsox: Did we have a reply about the excess baggage?

Mr. CoLyer: I said 1 per cent of the one-way passenger fare. It is one-
half of 1 per cent per pound of excess baggage. Two hundred pounds excess
baggage would equal a full fare ticket.

Mr. Jackman: If the revenue to be received from passengers will total
$1,800,000 this year as against $643,000 in the year 1939, that would be the
Place, I suppose, where most of that profit would come from that you are
estimating for the total operation of the line—there would be a big profit,

take it, in the increase in estimating revenue from passengers $1,800,000
dgainst $643,000 last year.

Hon. Mr. Howe: Of course, we are flying more miles.

Mr. Jackman: The cost of operation.
63522}
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Hon. Mr. Howr: The cost of ground operation will not be up nearly in
proportion to the extra miles flown. The first flicht takes almost as much
ground service as the second, third and fourth flights.

Mr. JackmAN: There will be a substantial amount of profit in that increased
revenue from passengers.

Hon. Mr. Howe: We hope so. It is hard to say whether the profit comes
from passengers or from mail.

Mr. BrabErTE: Do you expect to get increased revenue with increased
equipment?

Hon. Mr. Howg: Oh, yes, we are keeping our equipment longer in the
air. We have the same number of planes as last year but we are flying them
more hours per plane.

Mr. Brack: How many Trans-Canada Air Line ports are used by the
T.C.A., and who has the ownership of those airports—the Dominion government?

Hon. Mr. Howe: In Moncton we own the airport. In Montreal we own
the airport—

Mr. Brack: Is it the Canadian National Railway or the Dominion °
government?

Hon. Mr. Howe: The Dominion government. In Moncton we own it, in
Montreal we own it, in Ottawa we own the airport, at North Bay we ‘'own the
airport. At Toronto the city owns the airport, at Winnipeg the city owns the
airport, at Regina the city owns the airport, at Lethbridge the city owns the
airport, at Edmonton the city owns the airport, and at Vancouver the city
owns the airport

Mr. JackmaN: I asked the minister for the amendments to the Trans-
Canada Air Lines Act of 1937 in order that any surpluses which accrue this
year will not be used as part of the basis for figuring the air mail contract for
next year. You wish to extend the initial term of 1937, aimed to end in 1940
rather than in 1937; is that simply to fortify the reserves of the Trans-
Canada system or—

Hon. Mr. Howe: No, you misunderstand the purpose of the amendment.
Without the amendment, the rate for this year, the mail rate for this year,
would have been the rate determined last year which was considerably higher
than 60 cents. As I say, we did not carry passengers at all prior to last year
and we did not have a full year to base it on so the result is that without the
amendment the rates for mail which we could have claimed quite legitimately
would have been about 70 cents a mile; but we passed that amendment because
we did not think it was fair to assess the cost of carrying mail on the results
of last year, not having a full passenger year to base it on; but the rates this
year, under the amendment—the rates established in 1940 will definitely
determine the mail rate of 1941.

Mr. JackMaN: If there is a surplus in 1940, half of that surplus will be
used to reduce the rates to the business?

Hon Mr. Howe: That is correct.

Mr. Jackman: The purpose of that amendment was not to allow the Trans-
Canada to keep additional funds?

Hon. Mr. Howe: Oh, no, to prevent them accumulating additional funds.

Mr. JackmaN: It is an unusual item, I think, in government statements to
have that capital stock subscription unpaid carried forward. It is $1,250,000
which the Trans-Canada can call up in the way of unpaid subscriptions,
presume, from the Canadian National Railways.

= Hon. Mr. Howe: Yes. If they require additional capital expansion; but
it is generally understood for this year there will be no material capitﬂl
expansion.
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Mr. JackmAaN: I suppose there is a liability in the C.N.R. account some-
where for that. :

Hon. Mr. Howe: No, the C.N.R. have not drawn down the money; the
money is in the treasury of the government.

Mr. JackmMAN: You cannot have it as an asset on the T.C.A. books
without having a corresponding liability in some other books—it must be in
the C.N.R. some place.

Hon. Mr. Howe: It is not anh asset: it is a power to create an asset.

Mr. Smart: $3,699,000 is the asset; capital adset $3,065,000. It is offset by
$5,000,000 less $1,250,000.

Mr. JAckmaN: Yes, I see-how you total it. It is really a contingent asset.

Mr. Coorer: I think what you have reference to is covered by the note on
page 21 of the railway report “Major Contingent Liabilities” the first item
“Trans-Canada Air Lines”.

Mr. Jackman: Yes, I see. It is a footnote, and not taken into the account.

Mr. Coorer: The contingent liability will be taken up whenever an
additional call on the stock is made, but the call has not yet been made, and
there is no present liability. There is a contingent liability, and that is
recorded.

Mr. JackmAaN: Is not that rather unusual in the accounting of government-
owned enterprises?

Mr. Coorer: I do not think so. Our investment in Trans-Canada to-day
is three and three-quarter million dollars. We show that as an asset.

Mr. JackmaN: I understand. As it applies here it seems unusual, although
there is no particular importance attached to it. It is rather unusual looking
at it. It happens in other accounts of some of your subsidiary companies?
Perhaps you have no set of circumstances the same as this? :

Mr. Coorer: We have the Northern Alberta Railways where the situatio
is the same.

Mr. JackmaN: On capital account? '
Mr. Cooper: Yes, sir.

Mr. McCurroca: Can you give any idea to the committee when the air
mail will be carrying mail from Moncton to Halifax, and from New Glasgow to
Sydney?

Hon. Mr. Howe: That is a matter of airports chiefly. As I say, we always
expected and were planning to use the Dartmouth airport and the Sydney
airport. We are not able to do that now. It is exceedingly expensive to build
an airport in the Sydney area, and I think the only alternative is to wait until
the military needs permit us to use that airport.

Mr. McCurrocu: The Sydney airport is under construction.

Hon. Mr. Howr: It is practically finished, but it is a national defence .
airport, of course.

Mr. Harris: In the case of a machine cracking up, or in the case of the loss
of a costly piece of equipment, is that immediately absorbed in the eurrent
business of the year, or is it just charged to the depreciation account? For
example, I think you had a machine smashed up in Regina last year entailing
heavy capital loss; is that written off the current year’s business? Say there -
was 20 per cent written off immediately the machine was put into service,
80 per cent is lost out of your capital account. Is that absorbed in the current
year’s business, or is it the policy of the T.C.A. to charge that against the sum
total of depreciation reserves?

Mr. Cooprr: When the accident at Regina happened, we wrote off the
complete investment. To the extent depreciation had been accrued, that portion
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was charged to depreciation reserve. Also we had set up a crash reserve, and
we charged as much as was available in the reserve. The balance was charged
off as operating expense, so that the complete loss was accounted for by charges
to operation to the date of the accident, either as depreciation, crash insurance,
or as direct, operating expense.

Mr. Harris: That is the poliey?

Hon. Mr. Howe: It was not thought wise to carry that crash reserve as a
deficit account. In other words, we took all the money there was in the crash
reserve and we charged the balance to the operation in the air.

Mr. Hagrgis: Is that figure there? I do not want to delay the committee.
You can put it on the record.

The CrarMAN: Are we through with this report gentlemen? If so, would
it be in order to move its adoption?

Mr. Hagris: Mr. Chairman, the adoption of the report, as far as I am
concerned, will be moved on division, and if you want the reasons I shall be
glad to recite them now. The first reason is that the company’s budget for 1940
was not tabled until to-day. We have only had the annual report before us
right through. We have that budget now. It was not down in time for us to
give any serious consideration to it, and for that first reason I should like a
recorded division; secondly, as an observation, they contemplated there would
be a profit for the year after depreciation, and the thought runs in my mind,
a profit to whom? Who will get a profit? The enterprise is owned in the final
analysis by the Canadian people; it is a branch of the Canadian service, for
lack of a better word, and I am not complaining about the system; but it receives
moneys or subsidies from another branch, namely the Post Office Department,
which helps to keep its business on a profit basis. To say it is contemplated
that there will be a profit for the year is not a fair statement to make to the
Canadian people inasmuch as that profit is coming from another department of
government. For that reason I purpose, as far as I am concerned personally,
that the record go on division.

Mr. Hanson: I move the adoption of the report.

Mr. Hagrris: My third reason is that I am not satisfied with the clause under
personnel. The information was given in camera and I do not purpose to pursue
the matter. I refer to the cost of consultants.

The Crmamman: It has been moved by Mr. Hanson, seconded by Mr.
MecCulloch that this report be adopted. In my opinion the motion is carried.

Now, we have dealt with the annual report of the Canadian National
Railways system, with the report of the Canadian National (West Indies)
Steamships Limited, and with the auditors report and the Canadian National
Railways Securities Trust, and we have allowed ample time, I think, to reconsider
any points up to the present, and if the committee is through with those reports,
it will be in order to adopt them. ’

194OMr. Hagrris: Mr. Chairman, we have not considered the budget for the year

The CrmamrMaN: No, that is still open.
. Mr. Harris: What is your purpose now? We are in the hands of the chair.
Is it your purpose to put a motion on this?
The CaaRMAN: If you would prefer to consider this budget before adopting
the reports that have gone on it is up to the committee to decide.
Mr. Hagrris: It is up to the chairman to say.
The Cramman: Well, I put it up to you; and if you wish to make a motion

with regard to the division of these reports, well and good; and if not, we will
proceed with some other matter.
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Mr. Harris: If we must have a motion, I move that we consider the budget
of the Canadian National Railways and the Canadian National Steamships for
the year 1940. g

Mr. MacInnis: I will second that motion.

Motion agreed to.

The CuamrMAN: Will one of the officials kindly read this budget?
Mr. HungeErFOorD: I will ask Mr. Armstrong to read that. ‘

Mr. ArmsTtrRONG: This is the budget of the Canadian National Railways
and the Canadian National Steamships for the year 1940. It is as follows:

CANADIAN NATIONAL RAILWAYS AND CANADIAN NATIONAL STEAMSHIPS
BUDGET FOR YEAR 1940

SUMMARY
Canadian National Railways—All-inclusive system Reference
Net Income Deficit ) page Amount tal
Canadian National BatlWays. . o coie v tua e 2 $20,000,000 $20000000
Capital Expenditures
Additions and betterments, less retirements. . 3 4,649,000
¢ New equipment purchases. . s 3 1,665,000
: Acquisition of securities. 3 4 590,000
Retirement of Maturing Caprtal Obhgatlo.ns
Including sinking fund and eqmpment
Principal payments.. .. S b TNanAnS 5 8,200,000
= — 15,104,000
U0 v o010 o A e MR iy R Lt 6 N 5 $35,104,000
Nore—Net income deficit of $20,000.000 includes $1,396.400 |
for contribution to deficit of I.C.R. and P.E.I. Provident ; .|

Fund, and $100,000 for contribution to Grand Trunk
Railway of Canada Superannuation and Provident Fund
Association.

Budget requirement does not include new eq v‘?ment pur- >
chased under 1939 orders placed by the Supply ﬁ
Board, amounting to $14,909,144, on which first repay- g
ment installment will be made in 1941.

Statutory Authorizations
/ Trans-Canada Air Lmes, authorwed under Chapter 43
¥ year 1937.. .. . AT 2 : 1,250,000

Canadian Natlonal Steamshx |
Canadian National (West Indles) Steamships, Limited i
Net income available towards payment of m.terest |
on advances by Government of Canada.. .. .. . 6 225,000
C‘aXital Expenditures - ;
dditions and betterments.. <, .. viiiu wr wiel o 6 21,000

4
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CANADIAN NATIONAL RAILWAYS (ALL-INCLUSIVE SYSTEM)
BUDGET FOR YEAR 1940

. Total
Net Income Deficit Amount requirements
Operating revenues, excluding 20 per cent contribution, M.F.R. Act..$247,450,000
Contribution from Government under Maritime Frexght Rates Act
(20 per cent). - an 2251650,000
Government share of Operatmg Accouut PEIL Car Ferry and
Eerminals i, oo s = S R R e L a3 s 400,000
Total Operating Revenues P AR 1 e P e - 4 a i 0s000.000
Operating Expenses.. .. . g LS 5 s Ty e e b s, S0 0e
Net Revenue from Railway Operation e A gt 84 3.000:800
Taxes... e S U e D T 00
Other Income Debits or Credits—Net Debit.. .. s» ss'se oo oo os 1.046.000
Net Income before Fixed Charges.. .. .. .. «. .. .. .. ..$ 35,684,000
Fixed Charges—
Interest due Public on Long Term Debt. .$ 50,186,000
Interest on Dominion Government Loans for Capltal and Refundmg 1,357,000
Sthier Bixed Charges. ¢ ki ot b S o : o i 2,758,000
Income Requirements.. . BB BT e A R e et S e 8 BRI T 000
Profit and Loss Items—Net T et Sl s B s e 1,383,000
Estimated Net Cash Requirement on Deficit Account.. ..$ 20,000,000
—_ $20,000,000

Note—The 1940 Estimated Net Cash Requirement on Deficit Account of $20,000,000
includes $1,396,400 for Contribution to Deficit of I.C.R. and P.E.I. Provident Fund, and
$100,000 for Contribution to Grand Trunk Railway of Canada Superannuation and Provident
Fund Association.

The CuarMaN: Do you wish to ask any questions on the material which
has been presnted up to this point?

Mr. Harrrs: Yes. With regard to that item for new equipment, $14,909,000;
that will undoubtedly retire old equipment immediately it goes into service;
is that right—a good deal of it?

Hon. Mr. Hows: That was outside of the requirement. At the outbreak
of the war we surveyed the situation on both railways. We did not want the
railways to interfere with the war programme from time to time by ordering
new equipment. We asked them to look over the situation and advise us how
much additional equipment they would require to handle new business arising
out of the war. We received estimates for about $15,000,000 from the Canadian
National Railway and $10,000,000 from the Canadian Pacific Railway. The
government decided to get that business out of the way, that it would purchase
the equipment on government order and lease it to both railways on an equip-
ment retirement plan so as to build up a plan very similar to—it is exactly the
same as—that which was carried out by the Bennett government in 1932, with
respect to the purchase of engines, locomotives and rails. Items of equipment
of that kind were purchased by the government and the railways were given
time to pay for it over a period of years, I think the period was fifteen years.

Mr. Harris: Did you say, retired?

Hon. Mr. Howe: Retired over a period of fifteen years; principal and inter-
est retired over a period of fifteen years.

Mr. Harris: That is to say, this new equipment of $15,000,000 will be retired
starting in 1941, interest and principal, over a period of fifteen :years‘?

Hon. Mr. Howe: That is correct.

Mr. Harris: And it will not replace the capital set-up of the system as it
presently stands, will not replace any equipment which is being retired?

Hon. Mr. Howr: No, this is additional equipment; new.
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Mr. Harris: Yes. I understand it is additional, but this additional equip-
ment will not replace any equipment which is presently capitalized and is ready
for retirement?

Hon. Mr. Howe: That is quite correct.

Mr. Jackman: The retirement plan does not come into operation until
1941. I suppose there is an accrual charge for this new stock?

Hon. Mr. Howg: I think none of it is deliverd until well on in 1940 so that
payment in 1941 will be after the first year of service. '

Mr. Jackman: But are you charging current operations as the new equip-
ment is being used? You are building up your fund to make your fifteenth part
of the total payment—whatever the plan is—you are not using this rolling stock
equipment which is new equipment without some charge being made for it to
the railway system?

Hon. Mr. Howr: I presume all accrued charges will be included in the
statement, that the portion which is acerued out of the first year’s payment will
be charged against this year.

Mr. JackmaN: As soon as you start using the equipment?

Hon. Mr. Hows: Yes.

Mr. Smart: It is on a rental purchase basis.

Mr. Jackman: I realize your first payment under the plan though will not
take place until 1940 when you will have been using the cars perhaps for a year.

Hon. Mr. Howe: But, of course, you include all the accrued charges at
the end of the year; the accrued equipment charges as well as the accrued
interest.

Mr. Brack: What is the percentage of interest charged?

Hon. Mr. Howe: I am told that the Finance department have not given us
a final ruling on that point yet. The practice is to charge one-half of one per
cent more than it costs the federal government to borrow money on equivalent
terms. It will be 3% per cent or 33 per cent, or sometking like that.

Mr. MacInnis: What is the amount of the equipment leased to the C.P.R.?
Hon. Mr. Howe: About $10,000,000.

Mr. Harris: Have you a break-down of the $207,000,000 operating expenses?
Mr. ArmsTrONG: No, sir, there is no break-down here of the $207,000,000.

Mr. Harris: I notice six separate items. It should be a simple matter to
have that information supplied.

Mr. ArmsTtroNG: That can be broken down for you if you so desire. We
will have a statement prepared for you.

Mr. Braperte: Mr, Chairman, I cannot hear the witness.

Mr. ArmstroNG: I said, that can be broken down and we will have a state-
ment prepared if you wish.

The Cramrman: All right.

Mr. Harris: Perhaps the witness could tell us-this: What is ‘the major item
in this connection? How much is of a temporary nature that will last only while
the war is on? I appreciate that you will be handling more traffic, but I am
very disappointed that this budget does not reveal a condition like that in 1928.
You have a net deficit estimated here of $20,000,000 while at the same time
you have a very substantial increase in traffic. There is no reason to my mind
why we should not approach much more closely to a balanced budget, taking
into consideration the fact that we have lifted out of capital account all this
investment, interest charges and a good deal of -capital charges; I think the total
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figure is a billion some odd, so I say that we ought to strive in this year of grace
1940 to balance this budget. Instead of that we find an estimate coming in for,
I think, only $5,000,000 less than this year; is that right?

Mr. ArRMSTRONG: No, it is about $20,000,000 less.

Mr. Harris: Your increase of traffic indicates an increase in revenue of
over 20 per cent, and 20 per cent of a quarter-billion is $50,000,000.

Mr. Huxcerrorp: This is an estimate of the gross revenue for this year,
and it amounts to $250,000,000. In 1928 there was well over $300,000,000.

Mr. Harris: Quite. I think the revenue this year ought to approach
$300,000,000 if I may make the obervation. We have done everything possible.
In the budget brought down recently everything tends to help the situation.
The 10 per cent extra charge on coal coming into Canada ought to give you
very considerable revenue. Then, you have the prospect of a great wheat crop
and there is a tremendous movement of heavy materials; metals such as zinc,
iron, nickel and so on. I think that this budget was brought down early before
you had the experience of the last six months. I think that a management of
outstanding men such as we have running this railroad, Mr. Chairman, instead
of just giving us an historical recital of what has happened, instead of sitting
back there and attending to their business of running this railroad on a day
to day basis ought to give us something better. We do not get in Canada any
policy for the future. They do not attempt to settle the problem of what they
are going to do with this institution in the days to come. We have an example
of it right here in this committee. You, Mr. Chairman, permit this budget to
be brought down. Everybody in the committee knows that this budget was
prepared some time ago. We want to look further than that. This is not a new
situation. The men who have been charged with the responsibility of conducting
the affairs of the Canadian National Railway from its inception practically
have been coming to this inocuous committee from time to time, giving us a
recital of what has happened, with the effect that their appearance.before this
committee has resulted in almost every case in what one might term a fishing
expedition. We do not like being put into that position of having to fish around
to try and find out what is happening. That is not the purpose, as I view it,
of this committee. We are forced to do that, however; as a committee we have
to sit here and look over an historical recital of what has transpired for the
vear ending December 31st, 1939. When you put a question to a witmess you
have the feeling that you are going on some sort of a fishing expedition. We
are here, as I view it, to examine the policies adopted, and to try to get this
budget balanced. We look for leadership from the expensive men whom we
have hired to run this railroad. There is an absence of that in this report.
There is nothing in this budget to indicate that they are moving in any new
direction such as that which is running through my mind. Next year when
the T.C.A. budget comes down we will still be doing the same thing. There is
nothing in this material avhich affords us any hope as to how we are to get out
of our present difficulties, nor is there anything in this budget which gives us
even the slightest hope, because you move along from an operating charge of
$176,000,000 or $182,000,000, until now it is $207,000,000. To my mind it is
going to be very hard to retract from that position. Now, with respect to this
207,000,000, T would like to know how much of that in the breakdown is
definitely due to conditions under which we are now working. At the same
time, I would like to have some statement of policy as to what the manage-
ment have in mind for the future. I would like to have a statement from the
railway management as to what the operating charges were in 1928 as compare
to the operating revenue for that year.

Mr. ArmsTrONG: In 1928 the operating revenue was $312,286,000, and the

operating expense was $256,247,000, giving a net revenue from railway operation
of $56,039,000. ;
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Mr. Harris: If we maintain our present rate of activity throughout the
current year in my estimation you will have a revenue of $300,000,000, but
some day this war is going to stop and we are going to have a restoration period;
then, what foresight on the part of the administration is being put into effect
or is being kept in front of them so that they can recede from this $207,000,000
position back to something more in comparison with revenues which might
come in when the war has stopped. Everybody present here knows that there
will be such a c¢hange coming some day just as well as they do.

Mr. Hu~NcerrorD: That is a matter which has to be adjusted from time to
time in the light of circumstances which exist.

Mr. Harris: After the events, or before?

Mr. HuNcErFOrRD: To a certain extent before. As traffic drops, of course,
every effort is made to reduce expenses, but traffic is a variable factor to a very
large extent; that is obvious.

Mr. Hagrris: There is very little of policy in any of this work that comes
before this committee. I hope that at some future time we will be able to get
a little more definite information as to future policy.

Mr. Hu~GerrorD: These reports are reports which we are required to file -
under the provisions of the Railway Act.

Mr. Harris: I understand that.

The CramrMAN: Gentlemen, I think you can have any information you
require if you ask for it. I do believe that the function of this committee is to
acquaint itself with the management of the railway and if it is felt that there
is room for improvement the committee are free to indicate in their report
that such is the case. It is a very easy matter for you to get any informaion
desired which is not before you by simply asking for it.

Mr. MacInnis: I think, Mr. Chairman, that Mr. Harris is asking for the
impossible. It would be very nice indeed if we could get the management of
the Canadian National Railways here and ask them to give us a policy, or to
work out a policy that will so operate that at the end of a particular period
it will show a profit; but, unfortunately, that cannot be done, no matter how
expensive or what the ablhty of the management because the proﬁt or loss of
the Canadian National Railways would depend upon the economic conditions
of the Dominion of Canada, conditions which the management of the railway
cannot change. It is just possible that the government may have something to
do with determining the policies of the Dominion in such a way that the
railway would show a profit or would make a better showing, but certainly in
my opinion it is not something that the management of the railway itself can
do; and if your railway management decided, or worked out a policy to meet
the situation that will most likely prevail at the end of the war, that would
involve serious repercussions which would be heard in parliament, and we
would find out that the people who are anxious now that the management should
work out a policy that would show a profit would immediately say the railway
is a public institution and must work for the interests of the Canadian people
regardless of profit. These are things we must face, and I do not think it is
of any use to come here and ask the railway management to work out a policy;
- whatever the policy is will depend on conditions in this country at any
particular time,

The CuAmrMAN: Before going any further I would like to know if there
18 any question any member of the committee would like to ask, or if there is
any information any member desires that has not been supphed? I think the
manager is quite prepared to supply any information at their disposal.
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Mr. Harris: I would like to know of the operating increase, that figure
$207,000,000, how much is temporary?

Mr. ArmsTrONG: The amount of operating expenses, of course, depends
upon traffic. A certain proportion of the expenses is in the nature of fixed or
constant expenses which go on independently of the volume of traffic. The
balance of the expenses varies directly with the operating revenue. Naturally,
as operating revenues go up, the expenses will go up, and, as they go down, the
expenses will go down; always, of course, bearing in mind that prices of
materials and wage rates are on the same basis.

Mr. LockuArT: What are the fixed amounts? What is the proportion
of 2077

Mr. ARMSTRONG: You can only roughly estimate it, but I would say the
fixed expenses are probably about one-third of the total, and, direct, about
two-thirds.

Mr. Harris: That is $140,000,000 is controlled?

Mr. ArmstroNG: Controllable? I do not quite understand you.

Mr. Harris: The fixed amount is one-third?

Mr. ArmsTtrRONG: Yes. The $140,000,000 are controllable with the traffic
volume. They will vary with the traffic volume.

Mr. Harrrs: There are no interest charges at all in these operating expenses?
Mr. ArmsTrRONG: No, sir.

Mr. BraperTE: In connection with operating revenues, I should like to get
a certain amount of information in connection with British Columbia lumber.
Last year I was delegated by my own section of the country to appear before
the transport commissioners to see if some of this business could not be brought
through northern Ontario. The commissioners told me that a lot of the lumber
used to go by water, and I asked if it would be possible to have some of it
re-routed through my section from Winnipeg to Cochrane. I believe we have
received one shipment so far, part of a train load. Why is not our own section
used when it is practically idle west of Hearst?

I should also like to make this statement. Last year during the visit of
Their Majesties the C.N.R. told my section of the country that Their Majesties
could not come over our section because the road was in such a bad condition.
We were satisfied to accept that statement because we did not want to see our
Royal guests meet with any accident. A few days after the royal visit some-
thing happened on a section of the line, and one of these heavy trains was
re-routed over the section of the railroad which was supposed to be in bad
condition. I should like to have some explanation of this, because we feel in
our section that we are absolutely stifled. We feel that the administration of the
C.N.R. is not being fair to our section.

We have had one train load of B.C. fir coming over our section, and this
line is absolutely unused at the present time. Why it is, I do not know.

Mr. Huncerrorp: As a matter of faet, the volume of B.C. lumber that
moved east for transhipment across the north Atlantic has been comparatively

small, and the main line through Capreol is more than capable of handling
the volume of traffic.

Mr. Braberre: There has been a congestion in that section.

o Mr. HUuNGERFORD: So fa_r_as the line west of Hearst is concerned, we keep
it In a reasonably safe condition because we have not enougl traffic on thab

section to warrant keeping it at a higher level. We keep it safe, but not as
smooth as other lines.
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Mr. MacInnis: Has the quantity of British Columbia lumber shipped to
the Atlantic coast turned out to be as large as was expected at one time?
It was expected at one time that there would be a considerable quantity of
lumber shipped to the Atlantic coast. That has not materialized, has it?

Mr. Huxcerrorp: It did not materialize.

Hon. Mr. Howe: These boats are still going direct. There was a very
great shortage of ocean tonnage. The collapse of Norway turned all that
shipping into the hands of Britain, and I think that probably ninety per cent
of all the lumber that is shipped from British Columbia to the old country goes
direct through the Panama Canal by boat.

Mr. BrapeTTE: In connection with the labour situation, I should like to ask
the administration of the C.N.R. a question. I have in mind that a young man
starts on the railroad as a trainman and he may be on a spur line for as
long as twenty years, and that man is always at the beck and call of the
railway. I maintain it is not fair to these men. Many of these men have started
as single men, but have later got married. They are supposed to be at the beck
and call of these organizations. No other industry or institution employing
labour is in such a fortunate position. Something really should be done with
respect to that situation. It is absolutely unfair to these young men, and I
should like to see some regulation emanate from the administration of the
C.N.R. and the C.P.R. to correct this situation. It is too long for them to wait,
fifteen or twenty years. You must have had a lot of ecriticism on that score.
I am wondering why the labour unions have not taken hold of that situation.
They could certainly build up a case in the minds of the public. I know the
administration wants to be fair to these men, but they are certainly not
“being fair.

Mr. HunGerrorp: Railway men work under what is known as the seniority
rule. Older men in the service have the right to such work as there is; the
younger men take what is left.

Mr. BraperTE:: What is left is right, and sometimes there is practically
nothing left at the end of fifteen years.

Mr. Hu~xcerrorp: We are working under regulations that are the result of
an agreement between the labour organizations and the railway.

Mr. BraberTE: Surely it should be possible for the management to correct
the unfairness and the injustice to these men.

The Cmamrman: What can they do about it?

Mr. BraverTe: It is such an unfair thing.

Mr. Hu~ncerrorp: These are the conditions that they want to work under.

Mr. BraperTe: If other industries had the same latitude they would be
in a happy position. The railways are being criticized by a number of their
employees at the present time. It is not a healthy situation.

Mr. Hanson: The unions have made those arrangements themselves,

Mr. BraperTE: Oh, yes, but you know what they do sometimes.

The CuamrmMaN: We have been losing one or two of the members of our
committee and we will soon be losing a lot more. I should like to know about
this afternoon before any more members leave. -

?Mr. Hanson: We have not time to get through to-day, have we, Mr. Chair-
man?

The CualrMAN: I hope so. We will certainly want to sit this afternoon if it
is, ?t 1?%1 possible. Is it satisfactory to the committee to re-assemble at four
o’clock?

Mzr. Hagrris: I move we adjourn.
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The CuARMAN: I am not thinking about adjourning, I am thinking about
re-assembling.

Mr. McCurrocH: I move that we meet at four o’clock this afternoon.

Mr. MacInnis: I second the motion.

The CuAalrRMAN: Now we have a motion to adjourn.

Mr. MacInnis: Why not sit for another fifteen minutes.

The CramrmaN: All right.

Mr. JackmaN: Might it not be of assistance if at future meetings we had
along with the figures for the budget for the coming year the actual figures for
the previous year? Perhaps being a new member I am not as familiar with the
accounts as some of the members. There is an estimate of net cash deficit of
$20,000,000. Does that correspond with the $38,239,000?

Mr. ARMSTRONG: Are you referring to the $40,095,000 set out in the annual
report?

Mr. Hu~nGerrorD: The figures are all given in the annual report.

Mr. ArmstroNG: $40,095,000, I think, is the figure.

Mr. CoorEr: It is shown on page 4 of the annual report.

Mr. JackmaN: I think it would be of assistance if we had the corresponding
figure for the previous year. It would not be very much trouble for the account-
ing department to include these figures.

Mr. Hagris: Are the figures for the operating revenue for the year 1940
available? I do not suppose you have them for June 30?

Mr. Coorer: Yes, we have them up to June 30.

Mr. Harris: What is the operating revenue to June 30?

Mr. Cooper: The actual revenue—

Mr. Hagris: No, I do not want any other word added. The word “ actual ”
has been added, and I object to that word. It says, “ Operating revenues, exclud-
ing 20 per cent contribution, M. F. R. Act—$247,450,000.” That figure of
$247,000,000 is a comparative figure.

Mr. Coorer: I do not have that figure.- I have it including the 20 per cent.

Mr. Hagris: Could we not have that? 1 want to get a comparative figure.
Otherwise it is of no value. ,

Mr. Cooper: Of the budgeted figure of $250,000,000 we have earned to
June 30 this year $130,681,000.

Mr. Harris: For the operating expenses of $207,000,000, have we a compar-
ative figure?

Mr. Coorer: We have spent $97,481,000. That is the position for the first
six months.

Mr. Harris: As I understand it, that is about 21 per cent.

Mr. Cooper: The increase in revenue in the first six months of this vear
over last year was 29-7 per cent.

Mr. Harris: Roughly 30 per cent?

Mr. CoopEr: Yes.

_Mr. Harrts: If that condition obtains, with the heavy movement of crops
during the next six months’ period, your estimate of $250,000,000 is quite low?

Mr. CoorEr: Yes.

Mr. Harris: Could we have a more up-to-date estimate? 1 will not hold the
management to it at all, but if the management feels so disposed, just as a matter
of information, I should like to know what they expect that is going to be.

Hon. Mr. Howe: You are asking the management to dive in the dark. We
may have a good crop this year; we probably will, but we are faced with a very
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serious congestion at the terminals. The chances are that the crop movement will
be very much less than last year due to the fact that we have nowhere to put
the crop. This is the management’s estimate.

Mr. Harris: Let me put the question in another way, if I may interrupt the
minister, just to make time. We anticipate, according to this budget, moving up
from a position of $203,820,000 to a position of $247,450,000.

Mr. CoorEer: No, sir—$250,000,000.

Mr. Harris: All right; I have not got the comparative figures for the $250,-
000,000. What is the comparative figure for the last year? Where do we find it?
Where do we find the comparative figure of the $250,000,000?

Mr. Coorer: You can find it on page 4, also on page 13 of the annual report.

Mr. Harris: What is the figure?

Mzr. Coorer: $203,820,000.

Mr. Harris: Is that a comparative figure for the $250,000,000 or $247,000,000?

Mr. Coorer: $250,000,000. :

Mr. Harris: Then the inerease, Mr. Chairman, has been about 24 per cent.

Mr. Cooprer: The increase for the budget?

Mr. Hargris: The budget increase.

Mr. Coorer: It is 22.6 per cent.

Mr. Harris: If that obtains for the period of the year we will have had an
enhancement of from 22.6 per cent to 29.9 per cent, namely, 7.1 per cent in our
favour. I do not know whether it is within the provinee of this committee, but
I have a feeling it ought to be and, if we are going to be of any use, we could
amend, especially in this time of war, the requirements as brought down in this
budget. They ask for so many millions of dollars. We have had six months’
experience which indicates that they are going to have an increase in revenue
of seven per cent, or, roughly, $15,000,000. In view of this we could almost
amend this report and not vote any money this year for the Canadian National
Railways; in other words, make this committee of some consequence and some
use to the country during this difficult time, in cooperation with the management.
I do not think they will want this requirement at all.

Mr. Huncerrorp: The question of what the cash deficit will be this year
depends entirely upon the gross. We know what the gross earnings are up to
the end of June. We do not know, and I do not suppose anyone knows, what
the gross earnings will be for the balance of the year.

The net cash deficit will depend upon the gross. If we get the same gross
then the $250,000,000 cash deficit will be correspondingly reduced.

Mr. Harris: In view of that fact, are we now asked, Mr. Chairman, as
intelligent men, knowing that we have an extra revenue of seventy per cent,
which amounts to $18,500,000, to turn around and vote blindly this estimate?
Could we not as a committee, together with the railway company, show our
usefulness at once and amend this report so that the government of Canada
would not find it necessary to provide in their estimates moneys we know are
not needed?

Mr. ArmMsTRONG: There has already been an amendment made. The budget
supplied by the railway shows a $20,000,000 cash deficit. The estimates actually
are for only '$15,000,000.

Mr. Harris: Yes, I noticed that; $15,000,000 against $43,000,000 last year.
Would you consider, Mr. Chairman, an amendment?

Mr. BraperTE: I do not think that is within the province of the committee.
After all, there are five more months to go and many things may happen. If
the money is not required or needed it certainly will not be used. That is all
there is to it.
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The CuarMAN: Gentlemen, as I see this committee, the national railways
and transportation lines belong to the people of Canada. The members of parlia-
ment are representatives of the people of Canada, and this committee is chosen
to perform the primary investigation of inquiring into the business of railways,
waterways and airways—our own business. It is competent for this committee
to do anything it likes, to move any motion it likes or to make any amendment
it likes, but whether it will pass the committee or not'is for the committee to
decide.

Mr. BrapertE: I doubt very much if we have the right to pass that kind
of an amendment.

The CuamrMmAaN: Our amendment would have to be adopted by the House
of Commons before it would have very much effect on the railway.

Hon. Mr. Howe: If it is adopted it will mean the defeat of the government.

Mr. Hu~ncerrorp: I should like to say, if I may, that after all this is only
an estimate that is laid before you. It is our guess as to what is going to occur.
If we get $250,000,000 gross—

. Mr. Harris: Our guess, plus six months’ experience—January to June 30.

Mr. Huncerrorp: All right, but you have got to guess for six months, have
you not? That six months contains many uncertain factors. The grain situa-
tion is a matter of serious concern. I can say to you that if the gross earnings
turn out at the end of the year to be $250,000,000, then the cash deficit will be as
indicated here. If the gross is more, the cash deficit will be less.

Mr. Brack: I think it is well, Mr. Chairman, following up what Mr.
Harris has said, for the railway to have an objective. I assume they have an
objective here. I should like to see the figures of estimated deficits for the
last number of years and what the results were in order to see what variation
there has been.

Mzr. CoorEr: I can give you the figures for last year. The estimated total
revenue was $200,000,000 and the actual was $203,820,000.

Mr. Brack: What was the estimated deficit last year? That would be
submitted soon after the beginning of the year? When is this budget submitted
to the government?

Mr. HuNcerrorD: In the early months of the year.

Mr. Brack: What was your estimated deficit for 1939?

Mr. Cooprr: The estimated deficit was $43,750,000. The actual deficit was
$40,095,000. There was an improvement over the estimate of $3,600,000.

Mr. Brack: What was it for the previous year?

Mr. Coorer: I do not have that. We can get it.

Mr. Hagris: In connection with fixed charges, the interest due the public
on this Jong term debt, are any capital expenditures or other expenditures in this
long term debt?

l Mr. Coorer: Capital expenditures in 1939 were financed by government
oans.

Mr. Harris: I am sorry, I did not hear the last two words.

Mr. Coorer: By loans from the government. So that the interest on
capital money spent during 1939 is not included in the item “interest on funded
debt,” but in “interest on government loans.”

Mr. Harris: Are they included in the next item, “Interest on Dominion
government loans”? '

Mr. CoopEr: Yes.

Mr. Hagris: How much capital money is included in the so-called Mont-
real terminal expenditure? Is that all being expended in the year 19407
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Mr. ArmsTRONG: Yes, sir, that is $3,350,000.

Mr. Hagrris:  Is it 1939 or 1940?

Mr. ArmsTrONG: Which page are you referring to?

Mr. Harris: Both.

Mr. ArMSTRONG: Are you referring to page 3 of the pamphlet?

Mr. Harris: Page 2 of the budget. What is the capital sum represented ;

by the proportion of interest on the Montreal terminal expenditure?
Mr. Cooprer: The amount expended last year, was $2,174,590.
Mr. Harris: That is not in this budget, of course?
Mr. ARMSTRONG: It was about $70,000 in 1938.
Mr. Harris: And in 1940?
Mr. ArmsTtrONG: The 1940 budget amount is $3,350,000.

Mr. Hagrris:  And in that $3,350,000 in the budget is this item of $1,350,000
included?

Mr. ArmstronG: No, sir, not in total, because the amount will not be
expended for the full year.
Mr. Harris: Quite, but the budget figures then?

Mr. ArmsTRONG: $3,350,000 will not be expended until the end of the
year.

Mr. Harris:  Quite.
Mr. ArmstrONG: Therefore there ‘will not be a full year's interest on that

‘particular amount.

Mr. Harris: In the interest; but the Dominion Government loan will not
be paid until the end of this year?

Mr. ArmstroNG: That is correct.

Mr. Harris: The same thing applies. How much of that is interest on
Dominion Government loans for capital, and how much is refund?

Mr. Coorer: I could not separate the two items.

Mr. Harris: Perhaps you could elaboraté on the set-up, the other fixed
charges—that is quite a large item—$2,758,000.

Mr. Cooper: If Mr. Harris would not mind turning to pagse 19 and 20 of
the 1939 report—

Mr. Harris: A little louder, please.

Mr. CooreEr: Would you please turn to pages 19 and 20 of the printed
report.

Mr. Harris: Yes. I have the figures here, $1,767,000; is that a comparative
figure?

Mr. Coorer: The total debt is $1,263,000,000, and the interest charges in
1939 were $49,814,000. The corresponding figure to that in 1940 is $50,186,000.

Mr. Harris: Much of this interest is payable in New York?

Mr. CoorEr: Yes, quite a lot; about $22,000,000 is payable in New York
funds. »

Mr. Harris: I just don’t see the relative figure; what was the amount you
said you paid in 19397

Mr. Coorer: Of the $50,000,000 total interest due the publie, $22,000,000
was payable in United States funds. <

Mr, Hargis: Is that refinanced, Mr. Chairman, is any principal sum due?

Mr. Coorer: In 19407

Mr. Hagris: Yes.
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Mr. CoorErR: Yes. On page 5 of the budget for 1940 you see retirements
of maturing capital obligations amounting to $8,200,000, and the particular
securities included in that amount are set out.

Mr. Jackman: We cannot tell from the schedule which ones call for pay-
ment in New York funds.

Mr. Coorer: No.

Mr. Jackman: But a substantial part of that is payable in New York
funds?

Mr. Cooper: Of the principal amount?

Mr. Jackman: Of the $8,200,000, yes.

Mr. Cooper: Yes, a proportion is payable in New York funds. As these
are retired the retirement is financed by government loans which are later repaid
by an issue of Dominion guaranteed securities.

Mr. Hagris: In New York?

Mr. Coorer: That depends on conditions. Our present financing is entirely
‘in Canada.

Mr. Harris: What I am trying to get at, Mr. Chairman, is this; surely
we are not freezing up more liquid money in Canada by retiring loans presently
payable in New York by retiring through a method which will take more
Canadian dollars for the new investment?

Mzr. Coorer: I should say we are.

Mr. Harris: We are?

Mr. CooPEr: Yes.

Mr. Harris: That is a very serious situation, Mr. Chairman; we are short

of liquid money in Canada. If we have the opportunity under the Neutrality
Act of 1939 to refinance in New York—
Hon. Mr. Howe: I do not think we are to any extent refinancing in New

York. Our general policy has been to refinance in the same market as that =

in which the present indebtedness is held.

Mr. Harris: As I understand it, we are not refinancing in the same
market in this instance.

Mzr. Coorer: No, we are refinancing in Canada. Our recent issues have
been in Canada.

Mr. JackmaN: Even for retiring New York payments, they have been
refinanced in Canada?

Mr. Cooper: That, of course, is entirely a matter of government policy
and is not controlled by the railway.

Mr. MacInwis: I move that we adjourn, Mr. Chairman.

The CuAmRMAN: It is moved that the committee adjourn to re-assemble ab
four o’clock this afternoon.

(At 1.10 p.m. the committee adjourned to meet at 4 p.m.)

AFTERNOON SESSION
The committee resumed at 4.00 o’clock p.m.

The CramrMaN: Order, gentlemen; we will go ahead. I think there were
some questions submitted to the chair and the answers are here. We will hear

them now.

Mr. CoopEr: One question asked by Mr. Hérris was: “What dispositio?

was made of investment in aircraft lost near Regina in 1938?
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Answer:

Total cost' of aircraft, complete with engine

andeatdioaed s S B L e e e $135,561 23
Depreciation accrued to date of loss, charged

to depreciation reserve................. $ 5,153 16

Value of salvage recovered.................. 6,834 59
Amount charged to self-insurance reserve, equal

to balance available in the reserve....... 87,921 30
Balance of loss not provided by depreciation or
Insurance provisions, charged to operating

BRDORELE, . s i S e R s e o et 35,652 18

: $135,561 23”

Mr. ArmsTrONG: Another question asked by Mr. Harris was for a break-
down of the $207,000,000 estimated operating expenses for 1940.

Estimated Actual
Answer: ' 1940 1939
Maintenance of Way &

Brruetures: 100 AR $ 38,650,000 $ 36,530,000
Maintenance of Equipment. . 48,750,000 42 662,000
i 1 e SRS M S 5,100,000 5,176,000
rafigpartation. kil 104,250,000 88,841,000
Miscellaneous operations. ... 1,600,000 1,298,000
BP0 o8 v STt 9,200,000 8,972,000
Transportation for Invest-

201 B G S AR 6 550,000 513,000

6 o1 3 DRI Pt $207,000,000 $182,966,000

The Cuamrmax: Now, gentlemen, if you will turn over page 2 we will
proceed with page 3.

Mr. Harris: We were not through with page 2.

The CrareMAaN: All right.

Mr. Hagrris: Take interest on Dominion Government loans. The question
asked was how Dominion Government loams were refinanced, and particularly
those payable in New York. As I understand the deposition those payable in
New York are refinanced with Canadian monies and that is transferred to
American dollars. To do that it is necessary for ome to go to the Foreign
Exchange Control Board, I imagine, and arrange to buy with Canadian dollars
enough American currency not only to pay the interest due during the year 1940,
but also to pay the maturities due in 1940. The question I want to ask is:
Was this matter brought to the attention of the directors of the railway, that
they were freezing up Canada’s position by buying American exchange; and .
the question is based on the general policy of trying to conserve our Canadian
dollars in Canada during this time of war. I would like to know if this matter
was brought to the attention of the directors of the rallway_ company and. if
they as a matter of policy permitted these loans to be re-negotiated in Canadian
funds which are presently payable in American funds.

Mr. HuncerrForp: All questions in regard to new issues come before the
directors,

© 63523}
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Mr. Hagris: Are the minutes of the board of directors available to this
committee?

Mr. Hu~nceErrorD: I suppose anything anybody asks for is available,

Mr. Hagris: What I am trying to get at is who would make the recom-
mendation for this loan to be negotiated in Canadian funds.

Mr. Hunxcerrorp: All matters of policy of that kind, at least all financial
matters of that kind, are decided upon after consultation with the Minister of
Finance.

Mr. Harris: Well then, would the Minister of Finance endorse the recom-
mendation of the Canadian National Railways to secure for them the exchange
through the Foreign Exchange Control Board?

Mr. Hu~cerrorp: I cannot answer that question off hand. I suppose it
really works out that way. ‘

Mr. Harris: On these maturities that are still coming due, how are we
going to find out what the policy is? Are we going to continue or to maintain
this monetary shilly-shallying, as it were, to retire American obligations? The
point, Mr. Chairman, is, we are freezing up our position very fast. We would
like to know what the policy is.

The CuArMAN: Is not that rather a government matter than a railway
matter?

Mr. Hu~cerrForD: It really is, to a very large extent. We-are under the
direction of the Minister of Finance in regard to matters of that kind, as to
what will be done.

Mr. Hagrris: Then, the question which I am putting to the manager is a
question which I really ought to put to the Minister of Finance?

Mr. Huxcerrorp: I would think so.

Mr. Hanson: As I understand it the Minister of Finance is the one who
advises with respect to the financial transactions of the Canadian National
Railway; is not that the position?

Mr. HuncerForD: To a very large extent.

Mr. Harris: Who would make the recommendation to the directors?

Mr. Hu~ncerrorp: After consultation with the Department of Finance it
would come from the vice-president in charge of finance to me, and then
through me to the board of directors.

Mr. Harris: Are the minutes of the board of directors available to this
committee?

The CuamrMaN: I would think they would be. I should think anything
having any relation to the railway management would be available to this
committee.

Mr. Jackman: Perhaps we might just get the amounts of maturing
obligations in New York which were refunded last year, and how much in
New York funds and how much in Canadian funds; and how much will be
falling due this year in New York funds.

Mr. CooPER: I can give you this_ year. If you will turn to page 5 of the
budget you will see maturing obligations amount to $8200,000; of that
$4,094,000 is due in New York; in Canada $3,097,000 and in London $1,008,000.

Mr. Hagris: I presume, Mr. Chairman, we will have to pay London
maturities in cash. They want Canadian dollars. Is that right?

The Cuamman: I would think so.
Mr. Jackman: It would be sound policy.

The Cuamman: They want the equivalent of Canadian dollars anyway I
would imagine, /
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Hon. Mr. Howe: Of course, any very small amount such as a million
dollars is very difficult to take care of by way of a refunding operation.

Mr. Harris: I just want to leave my premise with the minister. Quite
true there is only a small amount, a total of $8,200,000; part Canadian, part
London and part American; but this is going to be a long war, there is going
to be a lot more of these come due. I would like to see a policy enunciated not
missing any possible opportunity to keep Canada’s position liquid. Now here
we are frittering away two million some odd dollars which we will not be able
to get back as long as the United States stays out of this war. That is $2,000,000
frozen up, unless your earnings take care of it; and I think as a matter of policy
something ought to be done to scotch that flight of Canadian dollars to the
United States to take care of these securities without forcing us to pay the
American exchange.

Mr. CooPer: Are you speaking of the payment due under equipment trust
obligations?

Mr. Hagrris: Quite.
Mr. Coorer: I do not know that you can refund items of that kind there.
Mr. Hagrris: Which are negotiable under the terms of the Neutrality Act

. of the United States, 1939.

Mr. Jackman: But the securities might not be negotiable, might not that
be the situation? Fifteen year old equipment might no be good subject matter
for a refunding loan.

. Hon. Mr. Howe: Arranging a loan for a million dollars is quite an expensive
undertaking in New York, to arrange for a loan of $20,000,000 would be much
easier. It is the policy of the government, I can assure my hon. friend, to refund
everything in Nw York that can be refunded practically.

Mr. Harris: Will the minister give a definite undertaking that he will see
that Canadian National obligations are brought into the same high plane?

Hon. Mr. Howe: Quite.

Mr. Harris: There is one other point before you pass page 2. You are asking
for $15,000,000. The order of reference definitely says:

Ordered: That the Estimates on Railways and Shipping included in
the Main Estimates for 1940-41 tabled in the House on May 23, 1940, be
referred to the said Committee.

That is this committe, and the item referred to, as I understand it, is vote
No. 459. Now, this year we have had six months’ experience before this com-
mittee reached the item. In those six months’ experience we found 7-1 per cent
more revenue than the budget anticipated. That amounts to somewhere in the
neighbourhood of $7,000,000 which will not be required out of this $15,000,000.
Based on this principle I am going to make the following suggestion; at least,
I will be forced to dissent from the findings of this committee; and that is this:
This committe—I have been on the committee for quite a number of years, as a
matter of fact I was on it from its inception, and this committee developed into
a place where the press can get a few headlines about what may appear to be
mismanagement or something, members of the committee are put in the position
of going on a fishing expedition it would appear whereas we are anxious to serve
the country particularly at this time—this committee is asked now to approve
of everything that is placed before it without crossing a “t” or crossing an “i”.
Ordinarily this is not a conspicuous effort. It shows the solidarity between the
government and its government owned enterprise. They come here and lay down
something and we must take it in its entirety. But here is an opportunity due
to the fact that we will not require $15,000,000, we only require $6,000,000 to
$7,000,000 according to the estimates that are laid before us, because we have
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had the experience of the six months just past. If this committee can see its
way clear in co-operation with the management of the Canadian National Rail-
ways it seems reasonable that the minister and that this committee should
recommend to the house a reduction in this item of $15,000,000. It is not the
first time an item has been reduced in the estimates. I have a very clear
recollection in 1922 of a substantial sum, $999,000 being taken out of the
estimates after representations were made to the house. It would inspire
confidence not only in that very essential thing, the management of the Canadian
National Railways itself, but also in our Canadian government owned enter-
prises; and it would make this committee feel that for once they were able to do
something on behalf of Canada, and it might add to the opinion that Canada
has of the present Minister of Transport.

Hon. Mr. Howe: May I point out to my hon. friend a few facts that he has
perhaps overlooked. In the earlier part of the year we were operating with a
thin traffic period.

Mr. Hagrrrs: Quite.

Hon. Mr. Howe: The traffic results of last year in the spring months were
disappointing in our own figures and budget in those months. The increase of
$7,000,000 which he has suggested—I do not know whether the figure is correct
or not—is against a budget of $20,000,000, and not a budget of $15,000,000. The
railways budget is $20,000,000 and the government budget is $15,000,000. In
other words we arbitrarily took $5,000,000 off. Now, we may have been justified
already in doing that, and we may be justified in going further. But looking at
the second half of the year from an operative basis we must remember that we
had the second largest crop in the history of Canada in the last four months of
last year, and we are comparing that period against a slow traffic period.- We
have also got to remember that this year while we ecan expect a erop we cannot
expect to see the movement that we had last year. In other words, in my
opinion, it will not be possible to use the equipment to capacity as we did last
autumn. We have got these facts, basic facts. While I was still Minister of
Transport I went into the budget position very thoroughly with Mr. Hungerford
and it was his opinion and the opinion of the management, and my own after
we had discussed it, that there was nothing in the present situation to justify us
in the belief that we would get through with as little as $15,000,000. As Mr.
Hungerford said, we cannot look into the future accurately enough to say what
should be done.

Mr. Harris: I am only speaking of what we have before us.

Hon. Mr. Howe: What you have before you is a budget which calls for
$20,000,000 for the railway.

Mr. Harris: Since this national budget came down with 10 per cent
exchange and the increase in duty on imported coal there is going to be a much
greater movement of Canadian coal over the railways?

Hon. Mr. Howr: I wouldn’t count too much on any great increase in
traffic of that kind; I do not see where you are going to get back a new Cana-
dian dollar for an old one. ‘

Mr. Harris: Why should we not reduce that Canadian National budget
calling for a deficit of $20,000,000, to $15,000,000 to conform to the deficit
that you have in the estimates?

Hon. Mr. Howe: Because the Canadian National Railway budget is the
budget brought by the board of directors, the management of the railway,
and they believe that $20,000,000 is the correct amount. The government
believed that it was not necessary to appropriate that amount of money ab
this time. They believe that if the railway is right and the government i8
wrong it will still be possible to make an increased appropriation at the end ©
the year. If the government is right and the railway is wrong we won’t have
to pay anything more than the figure which appears in the estimates.
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Mr. Harris: Mr. Chairman, we are losing sight of the fact that we had
six months’ experience. However, I do not want to waste the time of, the com-
mittee; all I ask of you, Mr. Chairman, is whether or not that would be con-
sidered—a reduction of that item in this committee.

The Cuamuan: The only way you can get your answer is through the
medium of a motion.

Mr. Brack: I should say that the minister should support the motion made
by Mr. Harris inasmuch as he in this committee represents the government.
He might support the proposal to have the estimates of the Canadian National
Railway reduced to conform to the government’s appropriation in its estimate
of $15,000,000. Especially is that justified inasmuch as we have six months from
which to judge results and they seem to indicate the wisdom of the govern-
ment in providing for an appropriation of only $15,000,000.

Hon. Mr. Howe: I might say that contrary to statements that I hear from
across the house occasionally, the government does not operate the Canadian
National Railways. We own the common stock in the railway but the railway
is operated by a president and a board of directors.

Mr. Harris: Might T put the same question then to the management?
Hon. Mr. Howe: Certainly. '

Mr. Harris: Would they in co-operation with the minister and this com-
mittee consider recommending a reduction in their request here for $20,000,000 to
some figure more nearly representative of conditions as they appear at the
present time?

Mr. BraberTE: I do not see the logic of that. If they have only a million
dollars of a deficit does it mean they are going to waste that money somehow?
It will be at the disposition of the federal treasury. Why not leave the amount
as it i8? Personally I feel it should be left there and if the deficit is less than
twenty million dollars all the better for the country as a whole; but it will
certainly show next year. The same thing applies if the figure is less. We
may have something coming; we do not know. They may have a deficit of
twenty-five million dollars. That will have to be paid by the federal treasury
in any event.

Mr. Harris: I am concerned about the next six months.

Mr. Hu~xGerrorp: Speaking from the railway standpoint, this budget has
been revised upwards once by the directorate. In the early part of the year, we
arrived at a certain figure, $235,000,000, as I recall it. Later on as the revenue
Increased it was revised upwards. This was the figure adopted about a month
ago; it 1s approved by the directors. I have no authority to change it without
the consent of the directors. But let me say to you that the amount of money
that will be drawn down from the government in any event will be the actual
deficit no matter what amount is voted. I can state to you here that for every
$2,000,000 additional gross earnings above $250,000,000 we will reduce the cash
deficit $1,000,000 provided there is no change in material prices and wage rates.
In other words, we would recover 50 per cent of whatever that excess may be
over $250,000,000. It looks as if the gross amount may be greater than $250,-
000,000, but there are these unknown factors. As I said this morning, the wheat
situation is a very large one. It may affect the gross earnings considerably. We
cannot be sure. Again I say that it is the best guess that can be made in the
light of the evidence that is available.

Mr. Harris: At what date?

Mr. Huncerrorp: I do not see that anyone else can approach it from any
other angle. The deficit that will be drawn down will be simply the actual
deficit at the end of the year and that will be kept as low as it is possible to do.
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Hon. Mr. Howe: It is analogous to a man going to an architect to get a
house built. He tells him what he wants in that house and the architect makes
an estimate of cost. He may argue with the architect and get the architect
to give him a lower figure, but he will have to pay for the house.

Mr. DonxeLLy: What you mean is if your operating revenue is $290,000,000
you will decrease the deficit?

Mr. Huxcerrorp: I think we would. This is a forecast of what the operating
revenue is going to be.

Mr. Doxnerny: It is always contingent upon whether there is a change in
the wheat policy or prices of material.

The Cuamrman: Well, now, gentlemen of the committee, I think we need
not waste more time upon this. T do not believe that we can alter conditions
as submitted to us except by general agreement, common agreement.

Mr. Harris: That is what I am asking for.

The CramrMAN: If there is no common agreement—

Mr. Harris: If you say that we are through.

The Cramman: If there is no common agreement the only way to test it
is by means of a motion.

Mr. Brack: If members of this committee have any responsibility we
have to view that respensibility from the light of to-day, the 16th of July,
with the experience of six months that have passed. The railway management
and the minister have to view it from the standpoint of estimated budget.
We are in a little different position; we have to view it from the standpoint
of experience and I would say that we are justified, sitting in on this committee
to-day, with more than six months of the year having expired and the prospect
for traffic over Canada generally being good, in asking that this estimate
be reduced at least to conform with the estimate submitted to parliament. I
think the estimate of $20,000,000 should be reduced to $15,000,000.

The Cuamrman: Well, I think there should be a more general expression of
opinion in the matter. Without that I do not see how else we can settle it.

Mr. Jackman: If there is any virtue in the budget whatever I think that
virtue must lie in an accurate budget. If we have the benefit of six or’ seven
months’ experience and find that conditions have been better than we expected
surely we might consider the worthwhileness of some revision. In other words,
what is the budget for? It must be something to aim at and if you accumulated
too much fat on your bones in the first six months there is undoubtedly the
disposition to sail along rather easily and not cut your expenditures as closely
as you might otherwise do. Otherwise, what is the purpose of having a budget
at all? You want to have some idea of the course you are going to steer during
the year. You find now that your revenues for the six months past have been
more than you expected due to events beyond your control. I do not say that
disparagingly. You have the experience of the past six months and you should
surely set your course based on that. If that is not so why have a budget
at all? Why have a budget at all if you do not have an accurate one?

Hon. Mr. Howe: The whole question about a budget is first the figure
in it. Now, that is a figure of gross earnings. The management of the railway
would like nothing better than to get something from this committee as.to
what their gross earnings will be and base a budget on that. The budget of
the railway is made up in this way. All the organizations composing the
railway, every superintendent on the line puts in his own estimate of what the
revenue is going to be and that is all collected and put into the figure which
represents gross earnings, and a budget made from that. You have heard the
best information of the railway as to what their earnings are going to be. I8
this committee going to tell them what their earnings are going to be? If they
will I am sure the directors will gay, on the direction of the committee, we are
going to budget on certain gross earnings.
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Mr. Jackman: What is the purpose of the budget?

Hon. Mr. Howe: To forecast the position of the railway, the operating
position at the end of the year.

Mr. Jackman: And to some extent to guide the management accordingly?

Hon. Mr. Howe: I do not think it guides the management; the manage-
ment is guided by circumstances from day to day. They run the railway as
economically as possible and prepare to handle the business they see in sight.

Mr. JackmaN: In other words any change in the budget is on the. increase
or decrease in operating revenue. It will have very little if anything to do with
the amount spent. That is, apart from the fact that we have to spend more
money if we do more business. It would not curtail to any extent any
expenditures from now on despite the fact that there is quite a change in the
situation due to the increase in operating income for the first six months of
the year.

Mr. Huxeerrorp: Oh, yes; the operating expenditures are adjusted to the
flow of traffic all the time, every month. The main objective, of course, is to
keep expenses as low as possible at all times. The situation is reviewed about
the middle of one month for the succeeding month and the budget is made up
for that month, when it comes through for.approval at headquarters; so if
there has been a downward trend in traffic our expenditures are immediately
cut down as far as it is possible to do. It is quite true that when there is a
decrease in traffic you do not have to run as many trains and there is a decrease
to that extent, but it carries with it the obligation to reduce as far as possible
the expenditures in every direction, maintenance of equipment and tracks and
all that sort of thing; and that is under constant consideration and adjust-
ment all the time. :

The CHamrMAN: Gentlemen, the committee at present is practically at a
standstill. We cannot get any further except by way of motion, as far as I
can see. That is the position of the chair anyway. If there is no motion we
will proceed to something else. If there is a motion we will deal with it.

Mr. Harris: I will put a motion to this effect. I would move that the
management in co-operation with the Minister of Transport in giving con-
sideration to the views of this committee be asked to reduce the estimate referred
to by the order to a lower.figure in view of six months’ experience.

Hon. Mr. Howe: I think the motion should be that the directors be' asked
to consider that the gross revenues will reach a certain figure. Would you
name that figure?

Mr. Harris: I am not competent, Mr. Chairman, to name a figure other
than one based on the experience they have given us that they have a 29 per
cent increase where they anticipated a 22 per cent increase.  Whatever relation
that difference bears to the figure for the next six month period.

Mr. DoxneLLY: Do you not anticipate a great reduction in the normal
revenue from the movement of wheat this year?

Mr. Huncerrorp: I do expeet some.

Mr. DoxNeLLY: You anticipate a reduction?_

Mr. Huncerrorp: I do. !

Mr. DonNELLY: Because as I understand it there are only about a hundred
million bushels of wheat in storage. Most of our wheat is going to be stored
on the farms and not going to be able to move at all until sometime in May

or April of next year. I do not see where you are going to get your ordinary
revenue from the movement of wheat this year. :

The CuamrMAN: Let us get this motion straightened out. Have I a seconder
for the motion?
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Mr. Brack: I will second it.

The Cuarman: All right.

Mr. BraperTE: We know the contents of the motion.

The CHAmrMAN: Gentlemen, we have heard the motion. All in favour
raise the right hand, please.

Those against.

I declare the motion lost.

Mzr. Harris: I move that the vote be recorded.

The Cramrman: All right; let the vote be recorded. Those in favour will
rise so that we may be sure of the voting.

Those in favour: Messrs. Black, Harris and Jackman.

Those against: Messrs. Bradette, Sissons, Sanderson, Emmerson, Ferland,
Hanson, Donnelly, MecCulloch.

The Cuammmax: We shall now proceed with page 3.

Mr. ArmstroNG: Page 3 shows—

Mr. Brack: Before we leave that may I refer to the figure of $207,000,000
which appears here and is said to be operating expenses. What were the oper-
ating expenses for the previous year? We have it on the record, but I should
like to have it now.

Mr. ArmsTrONG: $182,966,000.

Mr. Brack: I wonder if we can break down that difference of about
$24,000,000.

Mr. ArmsTRONG: As to where it occurs, sir?
Mr. Brack: Yes.

Mr. ArmsTroNG: We have it on the record now, the comparison between
the 1940 estimate and last year’s actual.

Mr. Brack: Now, I want to make one observation and it is contrary to
some of the arguments that we have been making. My observation is that
the railway in some of its purchases, especially in the Maritime provinees,
have not given due consideration to the increase in the cost of production and
the increase of certain basic commodities produced, at least, in the Maritime
provinces. I refer to the prices paid for ties and the prices paid for coal. I
do not feel that the prices paid the lumbermen in Nova Scotia, at least, have
been fair, having regard to the inerease in cost and the increase in the prices
of other lumber products. The same thing applies to the amount paid for coal.
The cost of producing coal, especially in the smaller mines, has increased very
materially. There has been a very, very small margin to the operators of
these mines in supplying coal to the railways, which is the back log of some
of these mines. Until very recently there has been no increase in the amount
paid for ties. While there has been an increase of 20 or 25 per cent in the
prices paid for other lumber products there has been a negligible increase in
the prices paid for ties. The same applies to coal. I should like to hear from
the management their justification for paying such small prices to the basic
producers of such commodities.

Mr. VaveuaN: I think in the first place it is incumbent upon us to buy our
material as cheaply as we can and operate the railway as economically as we can.
Everything is more or less competitive, and as it is now the price of coal in Nova
Scotia exceeds greatly the price in other provinces. As a matter of fact, some of
the mines in Nova Scotia have had increases. I am not aware at the present
time that there is any general dissatisfaction in the province of Nova Scotia in
respect to the price paid for coal.

Mr. Brack: What has been the recent increase? What is the price paid

to-day for coal in comparison with the prices paid a year ago and when did this
increase go into effect?
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Mr. Vavenan: While I feel, of course, this committee must get all the

- information it desires, my position is this: we must negotiate for this coal. We

have given some mines increases but have not given other mines increases. If we

come out here and tell everything we are doing in that connection every operator

who did not get an increase, whether justified or not, is going to ask for that

increase. We have given some mines down in Nova Scotia an increase of 25

cents a ton effective as of the 1st of May. Other mines have not been given an

increase; some have not asked for any—many of them have not asked for any.
Mr. Brack: They are at your merey.

Mr. VavGHAN: A man can always ask for an increase if he feels that it is
justified, but that does not say he will get it unless we think it is justified.

Mr. HansoN: Mr. Chairman, the same thing applies in British Columbia as
far as ties are concerned. But the trouble is the number of ties cut in British
Columbia is just about 25 per cent more than the market requires. - Notwith-
standing that the producers have kept on producing a surplus of ties every year
and banking on the railway company to take them; they are still doing it. It is
impossible to blame the railway company for not raising the price as long as they
get that commodity at the price they are paying for it. I wish there was some
way, Mr. Chairman, that this situation could be rectified. It is the producers,
own fault, in my opinion. The same thing applies with regard to coal in British
Columbia. They are prepared to sell it for the price that they are offered, and
they are prepared to produce it. You cannot expect anybody who is in the market
for a commodity to pay more than he can get the commodity for. What would
we say in the railway committee, for instance, if the management went out and
offered me more for my commodity than T could get from the open market? You,
Mr. Chairman, or somebody else would be complaining about it. The pur-
chasing department of the railway is trying to run their department as cheaply
as possible and buy as economically as possible, the same as we are all doing.

Mr. VavegHAN: So far as the price of ties in Nova Scotia goes I think that
question came up the other day. I stated we pay the maximum price in Nova
Scotia. No other province in Canada gets a higher price than Nova Scotia. It
gets the maximum price for ties. In some provinces we buy ties at considerably
less than the price paid for ties in Nova Scotia. Those prices were all set last
August or September, which is the time we order our ties and go into the market
for ties. Some of these ties are only being delivered now on those contracts.

Mr. BraperrE: Why would you pay more for ties in Nova Scotia than any-
where else?

Mr. VaveHAN: There, again, it is a question of supply and demand. There
are certain grades of ties in the Maritime provinces that are not as plentiful as
in Ontario and some other provinces.

Mr. BraberTE: I do not think there is much criticism there, if the C.N.R. is
getting its ties at the same price as is paid by other railroads. There are certain
laws within the provinces to protect men who produce these ties, so the C.N.R.
should be protected too on that score.

Mr. Brack: What is the approximate increase in the amount paid for ties
for 1940 delivery in comparison with the 1939 delivery?

Mr. VaueHAN: I do not know whether I have that figure here or not. In some
districts there was no increase at all. There was a small increase in Nova Scotia;
I do not remember just what it was off-hand.

Mr. JackmaN: While we are waiting, I should like to ask a simple question.
Is it true that this railway has to buy certain of its supplies in certain parts of
Canada at a price higher than they would pay otherwise because of political

factors? T suppose that is a very simple question for a new member to ask
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Mr. VaucHAN: I can answer that very emphatically, no; we never pay any
attention whatever to the political exigencies of any part of the country in
respect to the purchase of our supplies, nor are we governed by political influence
in any way in regard to the purchase of our supplies. We buy them wherever
we can to the best advantage.

Mr. McCurrocH: I think I ean back Mr. Vaughan up in that statement
because I have a great deal to do with it in my district. T have never found
that politics entered into the matter at all.

Mr, Jackman: I am not trying to saddle anything on the present adminis-
tration; I just want to know about the carrying on of a government railway.
Mr. Vaughan did mention that a higher price was paid—that Nova Scotia
received as high a price—

Mr. VaveHAN: Yes, I did not say “higher price.”

Mr. JackMAN: —that Nova Scotia received as high a price as any other
part of Canada for its ties. Certainly one might have drawn the inference
from the price paid for coal that an effort was made to keep certain communities
alive and where the effort might not have been made if it had not been purely
a government-owned enterprise. I am very glad to hear from Mr. Vaughan
that everything is done on a strietly businesslike basis with no influence of a
political character.

The CratRMAN: Have you the next answer in reply to Mr. Black’s question?

Mr. VauegHAN: There was no difference between the price paid in Nova
Scotia or New Brunswick between 1938 and 1939.

Mr. Harris: You do give consideration to those firms which give a good "

deal of freight to the railways as compared with firms of a fly-by-night character
which do not give the railways any freight?

Mr. VaveuaN: That would undoubtedly be so providing everything else
was equal. Naturally we do everything we can to get all the business we can,
and it is only reasonable that we would do business with those firms which do
business with us, so long as their price and quality are satisfactory.

The CuamrmaN: Are there any other questions in regard to page 2?

Mr, Brack: I consider that the price paid for ties to producers in Nova
Scotia is not sufficient. The price of lumber increased 20 to 25 per cent per
thousand, and the producers of ties cannot possibly deliver them at a profit
at the price which they are being paid. There is no justification for them
conducting business on the 1939 price.

Mr. VaveaaN: Our position, Mr. Black, is that we are able to get all the
ties we need at the price we are paying.

Mr. DoNNELLY: Are your prices lower than the prices paid by the C.P.R.?

Mr. VaveHAN: Our prices are pretty much on a par with the C.P.R. In
fact, we discuss the tie situation with the C.P.R. each year in respect to prices
to be paid each province before we let our contracts.

Mr. DoNNELLY: Practically speaking, all the ties that are needed in Nova
Scotia are contracted for?

Mr. VaucHAN: Yes.

Mr. Brack: I would say that the producers of ties in Nova Secotia will go

out of business unless they have some assurance that a fair price will be avail-

able to them.

Mr. VaveHAN: Well, we will soon be negotiating again for our ties for
next year.

M}". Brack: You really set the price, do you not, and it means that they
must either accept or refuse the business?

£
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Mr. VaveHAN: That is true. We fix a price which we consider is a fair
price. On the other hand, if it is more profitable for the tie producers to saw
their logs into lumber, they naturally would do so rather than turn them over
to us in ties.

We get various prices. It depends upon the size of tie and kind. The
maximum price we pay in Nova Scotia for a hardwood tie is seventy cents.
That is for the larger tie.

Mr. BraberTE: Seventy cents f.0.b.?

Mr. VaucHAN: Loaded on the cars, for a hardwood tie.

Mr. Brack: What is paid for hemlock and pine ties?

Mr. VaucHAN: That would be a number 2 hardwood tie, six by eight.
The number 1 tie is seven by nine. We do not get any number 1 hardwood ties
in Nova Scotia because the timber is not large enough.

Mr. Brack: What is paid for hemlock and pine ties?

Mr. Vavenan: I think it was sixty-eight cents. That is for the larger tie—
seven by nine. For a six by eight we pay sixty-three cents. For a smaller tie,
six by six, we pay twenty-five cents.

The CrAmrMAN: I would like to suggest, gentlemen, that you are not likely
going to settle this tie business here, and we are not getting very far with the
work of the committee.

Mr. Harris: We are getting very far. I object to that. I very, very
strongly object to that. This committee, Mr. Chairman, for your information,
is getting along much faster and making much more progress than any com-
mittee it has been my pleasure to sit on since the year 1921.

The CuarrMAN: I am very glad to hear that.

Mr. Harris: I congratulate the chair on making such progress.

Mr. Haxson: I wonder if Mr. Vaughan would give us the price paid for
ties in British Columbia.

Mr. VaueHAN: The maximum price we pay in British Columbia is fifty-two
cents. We pay a lower price on Vancouver island. On the mainland, for six
by ®ight ties we pay forty cents. For the smaller tie we would pay twenty
cents.

Mr. Jackmax: Does that not go back to my previous question? Why do
you buy these Nova Scotia ties?

Mr. VaucHAN: For this reason: We could not haul ties from other provinces
into Nova Scotia; it would be too expensive.

Mr. JackMAN: On your own railroad?

Mr. VavcaaN: We can not have them for nothing. We figure our actual
out-of-pocket expenses in arriving at the delivered cost of all the commodities
we buy.

Mr. JackMaN: One reason I addressed my previous question to you was
that I understood in Fernie, British Columbia, they were paid about twenty-five
cents more per ton for coal than the adjoining city.- One city was about to pass
out of the picture pretty well because of the business not being as profitable as
formerly. In order to prevent that and to prevent the town going on relief I
think probably both railways may have agreed to pay a little more per ton and
thus keep the community alive. I was speaking only from general knowledge
of the situation, and I should think that such a proceeding on the part of the
railways would be quite justifiable. I should like to know if what one might call

- a political or humanitarian influence was working in such a large enterprise

as this railway and perhaps the C.P.R. also.
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Mr. VaveHAN: I think the only justification we would have for keeping
a mine going would be if we needed the coal in the future. We could not keep
a mine going from a humanitarian standpoint. We try to be humanitarian in
all our dealings, and I think we are. But we feel that where the Canadian
National Railways is concerned we have got to be a bit hard-boiled. We get
a lot of criticism from the gentlemen here, and we have to be able to meet that.
It is fair eriticism and we welcome it.

Mr. Harris: Constructive criticism.

Mr. VavcHAN: In Alberta, the C.P.R. and ourselves pay the same price for
coal. They are served by mines in the south; we, by mines in Northern Alberta.
Some of the mines on our line are demanding an increase in price.

Mr. Jackman: Take the newsprint companies, they have to distribute their
tonnage to various places in order to keep communltles alive, and it would not
be surprising or even a matter subject to criticism if the railroads did it. I
should like to know if they do it.

Mr. VavcaAN: They can adjust the selling price of their commodity based
on the price of the raw materials; we cannot do that. We have to wateh our
purchases very carefully.

Mr. JackmAN: 1 do not think the newspaper manufacturers would agree that
their prices could more easily be raised than yours.

Mr. VavcuaN: They are subject to adjustment while ours are not, or which
is very seldom the case.

Mr. Brack: The price paid by the railways for ties in Nova Scotia is less
than $17 per thousand. It is about $16.50 for hemlock ties, and I say, Mr.
Chairman, that that is too low a price. It is entirely out of line with the price
paid in other parts of Canada.

Mr. BraberTeE: How much per thousand?

Mr. Brack: About $16.50.

Mr. Vaveaan: There are about forty-two feet in a tie that we would pay
sixty-eight or seventy cents for.

Mr. Brack: A six by eight would represent thirty-two feet, and the price,
you said, was fifty-three cents?

Mr. VaveuAN: That is right. There are forty-two feet in the larger tie.

’lzj,he CuamMan: If you are through with page 2 we will go ahead with

age 3.

% Mr. ArmstroNG: The estimated capital expenditures are listed under the
following headings.

AttanticReonot- ot bl vl e i N T 6097559
Centrbl Replon o idie st aaeal s U e i s 1 992 859
Western Region.. ..' by ey 2028 DB
Grand Trunk Western Rallroad Company 52 ity -5 DEOPH
Central Vermont Railway, Inc... .. ST 152,001
Hotels. . <. 80,000
Montreal Terminals Developmenb i 3,350,000
Prince Edward Island Car Ferry and Terminals. . 19,700
Subsidiary Companies. . .. ; 412,713
General, including Addmom and Betterment%
SOHGIPReRE. ) 0T S0 e e A28 508
- 13,724,400
Less Equipment Retirements.. .. .. .. .. .. .. 9075400

On a net capital expenditure of.. .. .. .. .. .. 4,649,0(;(_)
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Mr. EmmErsoN: On that Atlantic region, can you break down the capital
expenditure?

Mr. ArmsTRONG: Yes; they are made up in budget form. They consist of a
very great number of items, probably several hundred items.

Mr. Brack: What are the items about, those between $50,000 and $100,000°?

Mr. ArmsTrRONG: They include improvements at Moncton . . . Would
you like the items with the amounts?

Mr. Brack: Yes; I should like to have the appropriations, say, in excess
of $100,000.

Mr. ArmsTRONG: There is an item at Monecton for a new locomotive
erecting shop estimated at $300,000.

Mr. EmymERsoN: $300,000?

Mr. ArmstronNG: -$300,000. That is the estimated capital expenditure
for 1940.

Mr. Emmerson: That is for a locomotive erecting shop?

Mr. ArmsTroNG: Yes. That is the amount shown in the budget for 1940.
That is the amount which it is estimated will be expended in 1940.

Mr. EmmEerson: That is the estimate of the building?
Mr. ArmstroNG: That is not the complete works.

Mr. HunceErrorp: That is a matter that is under consideration at the
present time. The total estimate for this shop is $835,000.

Mr. EmMErson: Does that take into consideration the new heating system?

Mr. Hu~cerrorp: Everything that goes with it, yes. But, owing to
conditions, no more than $300,000 will be spent this year. It is a job that will
be carried over for two years.

Mr. EmMErson: Is there an item in there for the electrical control between
Moncton and Truro?

Mr. ArmsrroNG: The item is in the budget, but the question of how much
of it will be expended in 1940 is now under consideration. There is an item in
here for additional terminal facilities, line trackage, signalling and possibly
centralized traffic control. The total item amounts to $1,000,000.

Mr. Huncerrorp: The situation is that at the outbreak of war we had to
give consideration to increasing the carrying capacity between Monecton and
Truro particularly, and a considerable amount of work was done last fall in the
way of additional passing tracks and making some more or less limited yard
improvements, There was not time, however, to carry on any major work.
This year we are improving the yard at Moncton and enlarging it and making
use of a portion of the old transcontinental yard.

Mr. Brack: What is the estimate for that?

Mr. Huxcerrorp: We are making similar improvements at Sackville and
Truro, and we are doing a certain amount of terminal work at Halifax. We are
building a new engine house in the proper location at Halifax in order to
facilitate business. We made a study of what is known as centralized traffic
control between Moncton and Truro, but we came to the conelusion that the
expenditure was too great to warrant it inasmuch-as the main factor down there
is the capacity of the Halifax port facilities. While the item stands in the
budget as $1,000,000, probably some of the money will be used for track
facilities and things of that kind, and the major portion of it will not be spent.
Under war conditions we thought it was necessary to have a contingent fund
to take care of possible requirements.

Mr. Brack: But that centralized traffic control will not be put into effect?

Mr. Huncerrorp: That is the present decision, not to put it in this year.

The CHARMAN: Next?
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Mr. Braperte: Mr. Chairman, with regard to the last item, general,
including additions and betterment of equipment, could we get a brief statement
of what that would be?

Mr. Brack: I should like to finish this $2,509,000 item. May I ask
Mr. Hungerford what the policy of the railway is with respect to completing the
double tracking of the Canadian National Railway from Moncton to Halifax?

Mr. Huxcerrorp: Well, that was thoroughly studied. The expense would
be very, very great; and it would provide a capacity again in excess of the port
facilities. Furthermore, it would take too long, and the mere fact of double
tracking would interfere with the use of the single track line under heavy traffic
conditions, so that was ruled out. The centralized traffic control would be
cheaper and could be installed without interfering with traffic; and it would
increase the capacity of the line to about double.

Again, there is no use in spending money to increase the capacity of the
line between terminals when the terminal facilities will handle only a certain
amount. In other words, you can only justify the spending of money to make
improvements so that your terminal facilities or your line facilities will be in
balance and be able to handle approximately the same amount of traffic. What
we actually did last winter between Moncton and Truro was to handle substan-
tially twice as much business as we did during any corresponding period in the
Great War of 1914-18.

Mr. Brack: Twice as much?

Mr. Huxcerrorp: Practically.

Mr. Brack: There was some congestion was there not?

Mr. Huncerrorp: There was a heavy load there, but we carried it
successfully and there were no serious delays. Perhaps the most troublesome
delay was in connection with the accumulation of wheat and flour at Halifax
in the terminal. We propose this winter to hold that back, perhaps, and feed
it in there as required.

Mr. EmMmEerson: Will that involve the use of Saint John to a greater extent
than has been the case in the past?

Mr. Huncerrorp: Well, that remains to be seen.

Mr. EmmersoN: If you cannot handle the traffic through the port at
Halifax, would that not follow?

Mr. Huxcerrorp: Well, it is a question of how much can be handled there.
It depends on shipping and things beyond our control. I can say this to you,
that we believe that with the facilities that we are construecting this year,—the
improvements that we are putting in this year,—quite apart from the centralized

traffic control which is not going in, we will be able to handle pretty nearly.

double what we handled last winter, if we are required to do so this winter.

Mr. Brack: Does that refer to the Moncton-Truro section of the line?

Mr. HUNGERFORD: Yes.

Mr. Brack: Do I understand from Mr. Hungerford that last year twice
the traffic was handled between Moncton and Halifax as in the peak year of the
last war, and that this year, for 1940-41, it is expected that twice the traffic
can be handled that was handled in the last year, which would be four-fold
of what it was in the peak year?

Mr. Huncerrorp: That is right, except to this extent—and I referred
to the line between Moncton and Truro—that a large amount of traffic that
we handled between Truro and Moncton last winter was coal and steel coming
from Sydney and moving into upper Canada.

Mr. Brack: Have you figured an estimate for double track between
Moncton and Halifax? You said it was a very large expenditure.

=
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Mr. Hu~NcerrorD: I have not the figure in mind at the moment, no. I
could not tell you.

Mr. Brack: The railway would have an estimate of it.

Mr. Hu~nGerrorp: Yes, I think we have.

Hon. Mr. Howe: About $6,000,000, as I remember it.

Mr. SmarT: It is more than that.

Hon. Mr. Howr: The Colonel says it is $9,000,000. I am wrong.

Mr. HuxgerrorD: The worst feature about that, as I explained before, is
that the double tracking of a line under heavy traffic conditions would interfere
with traffic to such an extent that we could not contemplate it under war
conditions.

Mr. Brack: As regards the line from Sydney to the mainland, I have heard
it said that it is poorest line in North America, having regard to the amount of
traffic 1t carries.

Mr. Huxcerrorp: We could say this, that it was a poorly located line in
the first instance, with a great deal of curvature, an excessive amount. But
the limiting factor of that line from Sydney to the south of the Strait of
Canso is the carrying capacity of the ferry across the strait. We propose to
make some improvements on the line between Truro and Sydney this year in
the way of additional passing tracks or longer passing tracks, but only to the
extent to balance the capacity of the line facilities with the eapacity of the
ferry to get the traffic across the strait. There would not be any object in going
beyond that. It would be a waste of money.

Mr. Brack: But the operation of the railway there is very expensive, having
regard to the grades and the curvature, is it not?

Mr. HUNGERFORD: Yes.

Mr. Brack: In relation to the traffic that it has to carry?

Mr. Hu~ncerrorp: The ‘only way that you could improve that line would
be to practically rebuild it—build a new railroad.

Mr. Buack: Has a general estimate been made as to the cost?

Mr. HUNGERFORD: No.

Mr. Brack: Of modernizing that line?

Mr. HunceErrorD: No. It would cost more money than the wvolume of

traffic would warrant. I am sure of that. Let me explain that the line is in

good physical condition, but it is not of a good character. It has altogether
too many curves and heavy grades.

Mr. Brack: There is a large number of accidents on that line, is there not?
Mr. HuxGerrorD: I beg your pardon?
Mr. Brack: There is a large number of accidents on that line, is there not?
Mr. Hu~ncerrorDp: No, I would not say that.
Mr. McCurrocH: What is your business on that line?
Mr. HunceErrorp: I beg your pardon?
Mr. McCurrocr: What is your inerease in business on that line?

., Mr. Hu~ncerrorp: I have not the figures here.
Mr. McCurrocH: I understand it is much heavier than it was a year ago.
Mr. HuNGERFORD: Yes, very.

Mr. McCurrocu: They have been breaking all records, I understand on
that line.

Mr. Huncerrorp: The ton mileage increased substantially in the month
of May, as compared with May of last year. The ton mileage in May of this
year was four times that of May last year. ;
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Mr. McCurLrocH: Four times.
Mr. HuNGerrorp: Yes. But last year the traffic was not heavy. There
was a heavy movement of coal last winter to upper Canada from that field.

Mr. Brack: There is another thing I want to mention. I thought that the
main justification for the Guysborough branch line was that it might be used
for carrying through traffic from Cape Breton. Has any consideration been
given to completing that line and making it the line for the through traffic from
Cape Breton?

Mr. Hu~cerrorn: The line would not serve the purpose unless it was
extended to Sydney.

Mr. Brack: Yes, extended to Mulgrave.

Mr. Huxcerrorp: It would be a large amount.
Mr. Brack: Has consideration been given to it?

Mr. HuNGerFORD: Again you would have to multiply the facilities across
the Strait of Canso to take care of it.

Mr. Brack: I presume the railway has given consideration to that sugges-
tion?

Mr. Huncerrorp: Of extending the line through to Sydney?

Mr. Brack: No, completing the Guysborough line so that it will carry the
through traffic, making a modern line of it, a modern railway, to carry the traffic
from Cape Breton, from Mulgrave to Stellarton.

Mr. Huneerrorp: I do not think any consideration has been given to that
recently. There is not the volume of traffic.

The CrAmrRMAN: Mr. Bradette had a question.

Mr, BraperTe: Mr. Chairman, I should like a brief explanatory statement
of the last item, “general, including additions and betterment to equipment,
$2,123,502.” What will that include, in a general way? Is that all equipment
or what?

Mr. Huneerrorp: Every time a locomotive or car goes through the shop,
it is advisable to add something to it in the way of an improvement, and the
charge is made against capital account. It is something that is a little bit better
than what was on the unit before, and actually that amount is used up in a
multitude of small sums, a few dollars per unit.

Mr. BrabETTE: I see no item about insurance. Does the C.N.R. system
carry its own insurance for equipment of any kind? :

Mr. ArmstroNG: The C.N.R. carries its own insurance in a general insur-
ance fund.

Mr. BraperTe: Entirely its own fund?

Mr. ArmstroNG: That is fire insurance.

Mr. BrapErTE: Fire, accident and destruction of property?

Mr. Hu~nceErrorp: Not accident insurance, no.

Mr. BrapeErtE: I mean, when you have a derailment.

Mr. Hu~cerrorp: That is simply charged to operating expenses.

Mr. ArmstrONG: In effect, it carries its own insurance in paying for
aceldents as they occur.

The CuamrMaAN: Next point? Shall we go on to page four?

Mr. ArmsTrRONG: At the bottom of page three there is a list of new equip-
ment totalling $1,665,000. Shall we go on to page four?

The CHAIRMAN: Yes.
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Mr. Emmerson: May I go back for a moment? There is just one item
in connection with which I should like to ask. It is a small item of $19,700 for
the car ferry and terminals, on page three. Is that on the ferry, one or other
of the ferries, or is it on the docks?

Mr. ArmsTrRONG: It covers principally the unexpended balance from the
previous year for the strengthening and erib bonding of bursting short-arm
pier. The total cost was $43,000, of which this is the balance. It is at Cape
Tormentine.

Mr. HuNGERFORD: It is in connection with the piers.

The CHARMAN: Page four.

Mr. Harris: On page three, Mr. Chairman, we were going to get a little
more explanation of that $3,350,000 item. How much of that is expended so far?

Mr. ArmstrONG: The expenditure—

Mr. Harris: Could you give us to the end of the first three months,
March 31, and then the three months ending June 30.

Mr. ArmsTroNG: I am not sure that I can give you to the end of March.
Our figures are on the calendar year basis, as you know. You want the expendi-
ture, as I understand it, from January 1st to March 31st, 1940?

Mr. Harrrs: Yes.
Mr. ArmsTrOoNG: We have not that figure readily available.
Mr. Harris: For what period is this $3,350,000?

Mr. ArmsrtronGg: This $3,350,000 is what we budgeted for the calendar
year 1940.

Mr. Harris: How much of that is expended up to Mareh 31st?
Mr. ArmsTrONG: I cannot give you up to March 31st.

Mr. Harris: I just want an estimate.

Mr. Hu~nGerrorp: We can get it.

Mr. Hagrris: There was a national event on March 26th. That is the
reason I mentioned March 31st.

Mr. ArvsTrONG: We have spent for the first six months, from January 1st to
June 30th, $1,184,000.

Mr. Brack: How much?

Mr. ArmsTrONG: $1,184,000.

Mr. Harris: $2,200,000 you purpose to spend in the next six months?

Mr. ArmstroNG: That is the expense chargeable to the last six months.

Mr. Harris: Would the management consider slowing down on that, Mr.
Chairman? Would the management give some consideration to slowing down
on that expenditure during war time?

Mr. Huncerrorp: No. The directors have not seen fit to do that yet.

Mr. Hagrris: That is the considered opinion of the management, Mr. Chair-
man, is it?

Mr. Huxcerrorp: Well, there has been no consideration given to that.

Mr. Harris: Would they give consideration to it, Mr. Chairman?

The CuammaN: Gentlemen, if we would all speak just a little louder,
it would be better. Personally, I do not like to be profane but I have a hell of a
time hearing what goes on in this room.

Mr. Hagris: Mr. Chairman, it has been deposed here that we have spent
$1,100,000 and the budget calls for $3,350,000. We have a six months in front of

us now. Inasmuch as we have spent so far this year only $1,100,000, would
* 63524}
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the management give consideration to the slowing down of expenditure for the
balance of this calendar year or at least keep it within the confines of the first
six months expenditure?

The Cramman: I should like to congratulate the speaker, anyway, because
I was able to hear him on that occasion.

‘ Mr. Huxcerrorp: We have commitments now in effect as of July 1st for
$1,865,000, for the balance of the year.

Mr. Harris: That means, Mr. Chairman, that we are committed for another
$1,800,000. That leaves only $400,000 to be further committed before the end
of December. I will ask this question: Will those contracts or commitments
expire previous to December 31, 19407

Mr. HuxgerrorD: No.

Mr. Harris: What part of the $1,800,000 will expire in the present year?

Mr. Huncerrorp: That is the estimated expenditure for the balance of the
year.

Mr. Harris: For the balance of this year?

Mr. HUNGERFORD: Yes.

Mr. Hagris: We will not spend the $3,350,000. We will be short about
'$400,000.

Mr. Hu~gerrorp: I do not understand that.

Mr. ArmsTtrONG: The commitments are $1,865,000, of which approximately
'$600,000 applies to carrying on contracts in the next year. There is about
$1,265,000 in those commitments which applies to the 1940 programme.

Mr. Harris: Then there is $600,000,000 that is in the 1941 programme.

Mr. Hu~cerrorp: $600,000, yes.

Mr. Hagris: And there is another $400,000 which you are not committed
to spend yet. :

Mr. HuxcerForp: That would be correct.

Mr. Hagrris: Then there is $1,000,000 that you are not committed to spend
at the moment?

Mr. ArmsTRONG: It is anticipated expenditure but not committed for.

Mr. Harris: In view of the general difficult situation which we are in,
would the management give consideration to the avoidance of spending that
money? Is it essential that it shall be committed for or contracted for or spent
during this calendar year?

Mr. Huncerrorp: Well, we can get consideration of anything, as far as
that is concerned.

Mr. MacInnis: What condition will the work be in at the end of the year;
that is, towards completion? How near or how far from completion will it be?

Mr. ArmstroNG: The estimated amount to complete is, roughly, $6,000,-
000—%$5,976,000—after the commitments which we have already mentioned
have been fulfilled. ,

Mr. Hungerrorp: If the work was carried out, it should be available for
use a year from this fall.

Mr. BraberTE: According to the newspapers of Montreal and the province
~of Quebec, that work is absolutely necessary for the war activity. If that is

true, I do not see why there should be any curtailment of that work of going
ahead at the present time. I do not belong to Montreal or even to the province
of Quebec, but Montreal is the metropolis of Canada. I remember when they

o

tore down the old union station in Toronto. We would have been satisfied in

our section to have had that station in existence for many years. But we were
also satisfied to have Toronto go ahead with their union station. At the present
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time we need that terminal for war activities, and I do not see for the life of me

why we should jeopardize the chance of having that work completed next year.

It might be the best thing the\ could do. That is my personal opinion on that
matter.

Mr. Hu~xcerrorn: Well, the completion of these facilities would help the
movement of freight.

Mr. Brack: Mr. Chairman, how much has been expended by the railway
on these terminals up to the beginning of 1940; how much will be expended
during 1940—we have that before us—and what is the amount needed to com-
plete this building?

Mr. ArmsTtroNG: The expenditure to the end of 1939 was $19,625,000; the
expenditure in 1940 to the end of June was $1.184,000; the commitments as of
July 1st, 1940, are $1,866,000; that is a total of $22,675,000; and the estimated
expenditure to complete is $5,976,000, a grand total of $28,650,000. Those
thousands may not add quite properly but they are substantially correct.

Mr. Buack: What have been the curtailments in the present plan in rela-
tion to the original plan? I understand there has been a very substantial cur-
. tailment and a reduction in the cost over what was originally proposed.

Mr. HuNGerrorD: Some features are not being gone ahead with at all
There was to be a big yard; experience has shown we can get along without that.
It was intended for use in connection with the harbour—and various features
of that kind.

Mr. Brack: There has been no curtailment then as regards construction of
the terminal proper.

Mr. Hungerrorp: Only to this extent, that originally it was intended to put
up a central office building which would have cost quite a lot of money and
which would have accommodated the clerical staff of the railways. At that time
the clerical staff in Montreal was scattered around in eighteen different buildings.
However, since then, we have decided to, and have actually used a great por-
tion of the viaduct in connection with the new terminal. We have used it now
for me'veral years for the accommodation of the clerical staff. So that the office
building is not contemplated at all, excepting that it is proposed to put two
storys on top of the station concourse for the accommodation of purely local
Montreal staff, not the headquarters staff at all.

Mr. Brack: Are the foundations being constructed so that they will carry
a building as originally proposed, eventually?

Mr. Huncerrorp: A building could be placed there at any time in the
future. The foundation is bed rock and provision is made for putting columns
down to carry any kind of a building the future may demand. Nothing is
contemplated so far as the railway is coneerned.

Mr. Brack: What was the estimated cost of that building?

Mr. Huncerrorp: We do not know what kind of a building it would be.

Mr. Brack: You would no doubt have had a building design in your
original scheme.

Mr. Hu~xcerrorp: There is no building contemplated. There is a space
that we can leave until we want to put up a building. As a matter of faect,
over the terminal there is space, ground space, amounting to about 600,000
square feet. That will be available to lease to anyone who wants to put up a
building over the railway itself. That is what the New York Central did in
New York in connection with their Grand Central terminal, and prior to
the depression the net result was that they were getting an income in rentals
from such development representing about three-quarters of a million dollars
above their entire fixed charges for their own terminal facilities. We do not
eontemplate anything like that in Montreal, or any great development in the
near future, but the possibility is there.
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Mr. Brack: The last time I was in New York I saw a great many “to
rent” signs in that area.

Mr. Hu~nGerrorp: I think their income is probably less now; it has been
during the depression undoubtedly, but nevertheless they made a lot of money.

Mr. Braperte: I would like to ask Mr. Hungerford, since they started
that work at the terminal two years ago has there been any renewed approach
from the C.P.R. to have a joint terminal there?

Mr. HuncerrorD: Any approach from the Canadian Pacific?

Mr. BraberteE: To have the two railways—there was something of that
kind considered in the past I understand.

Mr. Huxcerrorp: There were discussions years ago in regard to it.
Mr. BrapertE: Have there been any new discussions within the last few
years? '

Mr. Huxcerrorn: No. The facilities that we are building at the present
time are to meet the immediate and reasonable requirements of the Canadian

National Railways. They could be extended but there is no suggestion of that
kind.

Mr. Hagrris: Is all the expenditure an attempt to do away with the so-
called bottle-neck in respect to tonnage that is being handled around the port
of Montreal; the minister referred to a bottle-neck on one occasion.

Mr. Huxgerrorp: Mr. Harris, I do not think it would be possible to give
a short answer to that, there are so many different things involved. It is
possible that you do not fully appreciate the fact that the institution of the
Montreal terminal as now contemplated arose out of a grade-crossing elimina-
tion job. Before the war the board of railway commissioners of that time
had issued an order requiring the Grand Trunk to elevate their line of rail-
way from Bonaventure for a considerable distance, and down to Point St.
Charles. With the outbreak of the Great War that work was suspended and
not gone on with, and then the Grand Trunk of course gravitated into the
hands of the government. At that time there was a great deal of agitation
about the number of level crossings in that portion of the city. There were
a great number of them and they were heavily travelled. Along about 1927
certain more or less public bodies in Montreal applied to the board of railway
commissioners for an order requiring the Canadian National to abolish level
crossings within the confines of the city. The board had a hearing and instructed
their chief engineer to prepare a report on the whole situation and in turn
the chief engineer representing and acting on behalf of the board demanded
that we file a plan showing how we would eliminate or alleviate the grade-
crossing situation in the city of Montreal. We had been making studies but
had no intention of dealing with them at that time, and came to the definite
conclusion that this was far and away the best solution of a very difficult
situation; and when the board demanded that we file plans, well, that is what
we did. But it started as a grade-crossing elimination project. Over and
above that, however, as you probably know, the Canadian National found
itself with four separate stations in the city of Montreal, terminal stations,
each one at the end of a line with almost no connection between them, and
the new terminal was developed to consolidate these operations into one station.
The present development will bring the business of three stations into one.
The fourth for the present will not be brought in, but the volume of business
there represents only above five per cent of the whole and we do not feel
justified in doing anything about it for the time being. In regard to the so-
called bottle-neck, the separation to the extent that it will be accomplished
with respect to passenger and freight business will not be a complete separa-
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tion, but it will do a good deal to facilitate the free flow of freight through
the Montreal terminals where there is a very heavy volume of traffic. We have
a material advantage in that position.

Mr. Harris: What is the expenditure in 1937 and 1938; I have not the
figures.

Mr. ArmsTRONG: The modified plan really started in the fall of 1938.
The expenditures in 1937 and 1938 were certainly less than $75,000, for
either year.

Mr. HunGerrorp: After the work was closed down in 1931 and settlements
were made with the contractors and others there was no money spent on it
until the resumption of the work in the latter part of 1938, in faect, in the
beginning of 1939, excepting a small amount to settle some outstanding land
claims and to make small physical improvements in connection with this space
in the viaduct that was used for our clerical quarters. Incidentally, the placing
of the clerical staff in this structure saved us $185,000 a year in office rental.

Mr. Brack: Mr. Chairman, do I understand this figure of $22,675,000
represents only the expenditures made by the Canadian National railway or does
it include other appropriations?

Mr. ArmstroNG: That is the total cost, sir, as T should have pointed out.
That includes the vote under unemployment relief.

Mr. Jackman: How much is that vote?

Mr. ArmsTrONG: In this figure of $28,651,000, $1,500,000 represents unem-
ployment relief to date.

Mr. Jackman: Could one say that the $1,500,000 is not properly chargeable
to the station?

Mr. ArmsTRONG: It depends entirely upon the point of view.

Mr. Jackman: I suppose there was useful work done in the station and due
economy: was exercised; it was not just a creation of work in order to keep
these men employed. There was useful work done for each dollar spent?

Mr. ArmsTrRONG: It is fair to say there is a million and a half dollars
worth of value for the million and a half dollars spent.

Mr. JackmaN: To the railway?

Mr. ArmstroNG: To the railway.

Mr. Brack: I would like to ask, Mr. Chairman, if any application for
consideration has been submitted by the Canadian Pacific Railway Company in
the last three years looking to a union station in Montreal or changing the
construction that has been under way so as to make it suitable for a union
station in Montreal such as is at present in Toronto.

Mr. HunGerrorD: No.

Mr. Brack: No such proposal?

Mr. HunGerrorp: No.

Mr. Hanson: That proposal has come up in the committee every year for
some time.

Hon. Mr. Howe: It was discussed before this committee a year ago. Mr.
Hungerford says no proposal was made to the railway direct, as I understand it.

The CuarmaN: If the committee is through with page 3 we will proceed.

Mr. ArmMSTRONG: Page 4 shows expenditures totalling $590,000 covering
the acquisition of securities. For Toronto Terminals Railway Company, the
Canadian National expenditure is estimated at $128,000. The next is Northern
Alberta Railway; the C.N.R. proportion of expenditure is estimated at $338,000.
In connection with the Chicago and Western Indiana Railway Company the
expenditure is $124,000.
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The CralRMAN: We shall turn to page 5 if there are no questions.

Mr. Harris: 1 should like to ask the management if the Toronto terminal
arrangement is working out satisfactorily to the Canadian National Railways?

Mr. Huxgerrorp: The Toronto terminal, yes, on the whole.
Hon. Mr. Howe: May I ask what that terminal cost?

Mr. HunGERFORD: Speaking from memory I think it represented a cost to
the various interested parties of a little over $40,000,000.

Mr. Jackman: I suppose that would include what you might call interest
during construction and interest during unused years when it laid there and no
use was made of it. For seven or eight years there was nothing done with it
except it was an ornament to the city. Have you included interest on interest
during that period? If you have it would add very substantially to the initial
cost of it. I presume that figure of $40,000,000 would include that figure of
interest.

Mr. Cooper: There was a charge to the total cost for interest during
construction, but not for the full period. When they reached a point where it
was considered the interest charge was sufficient the interest was discontinued—
further interest was discontinued.

Mr. Jackman: After it was completed for a while you had to charge interest
and then you stopped; is that it?

Mr. Coorer: With all big projects, I may say, it is the practice to charge
interest during construction. Interest during construction is well recognized
as an element of cost, and so with the Toronto Terminal. That company
began to charge interest during construction® but when it was seen that the
completion of the terminal was more or less indefinitely postponed the matter
was considered and further charges were discontinued.

Mr. Jackman: Really there was not much accumulation of interest during
many years of vacancy.

Mr. Coorer: I always thought the charge was a pretty stiff one; that is to
say, in my personal opinion I thought it was a little too much but it certainly
did not go on for the full period during which the work was suspended.

Mr. Harris: When was the work completed?

‘Mr. Hu~ngerrorp: I think in 1929 or 1930; I am not quite sure.

Mr. Harris: I want to have it on the record.

Mr. Jackman: That cost was, of course, borne in part by the C.P.R. and
perhaps some by the T. & N. O.

Mr. CoopEr: It is financed jointly by the Canadian Pacific and the Canadian
National Railway on a fifty per cent basis.

Mr. JackMAN: And no part at all by the T. & N.O.?

Mr. ArmsTrONG: Not the T. & N. O. The city of Toronto actually paid
somewhere in the neighbourhood of $5,000,000 in connection with the grade
separation project.

Mr. Cooper: And the cost of the project to the Terminal Company was
$26,000,000.

Mr. Huneerrorp: There is a distinetion between the Toronto terminals
property and the adjoining improvement that had to be made there. The railways
individually, the Canadian Pacific and the Canadian National, both had to build
. certain improvements extending out from the terminal area. The Toronto
terminal railway company is jointly and equally owned by the Canadian Pacific.
When you speak of the Toronto terminals you are only speaking of that portion
of the property, and the elevation of tracks and other improvements of that kind
extended away beyond the limits of the Toronto terminals railway property-
The cost of these improvements outside of the terminal area were borne by the
parent companies.
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Hon. Mr. Howe: I wonder, Mr. Chairman, if there would be much objection
in this committee to building a Toronto terminal.

Mr. Harris: The minister is very anxious to get a comparison between
Toronto and Montreal. We are very anxious to sit here as members of parlia-
ment representing Canada.

Hon. Mr. Howe: With a great interest in Montreal.

Mr. JackmaN: The $25,000,000 was borne by the Toronto terminal company
and the other $15,000,000 was borne by some other body,—what body was it
that bore the $15,000,000?

Mr. ArMsTRONG: The city of Toronto about $5,000,000; the Canadian Pacific
Railway about $3,000,000; the Canadian National Rall“a\ about $5,000,000,
and the grade crossing fund about $1,000,000, the Toronto terminal railw ay about
$26,000,000, making a total of $40,000, 000.

Mr. HL’NGERFORD: The central area, including the station or the Toronto
terminal railway company, cost $26,000,000, and the additional expenditures
were made at the expense of the parent companies to connect up with it.

Mr. Harris: I do not want to go on record as challenging the minister in
regard to more attention to Montreal; that is furthest from my mind. Had it
been in Port Arthur, the same observation would have been made. It is obvious
that the matter running through our minds is that there is a war on and we have
to conserve our cash.

Mr. Buack: Before we leave page 3, Mr. Chairman, there is an item dealing
with (;‘ Subsidiary companies—$412,000.” The particulars of that are not on
recor

Mr. ArmstroNG: The expenditures there are for various subsidiary com-
panies of the Canadian National Railways. For example, here there are about
twelve items in connection with the Montreal and Southern Counties Railway
ranging from $500 up to about $10,000. Then there is an expenditure in con-
nection with the Thousand Islands Railway of about $5,000. There are about
ten items in connection with the Niagara-St. Catharines & Toronto Railway total-
ling $37,000. The Oshawa Railway, four items, totalling $9,000. The Canadian
National Transportation Ltd., three items, totalling $90,000. The Muskegon
Railway & Navigation Company, two items, totalling $10,000. Those are sub-
sidiary companies.

Mr. Brack: How many subsidiary companies are there?

Mr. ArMsTrONG: They are not all here.

Mr. Brack: How many subsidiary companies are there under the Canadian
National Railway management?

Mr. Cooper: The system comprises 102 companies.

Mr. Brack: Some of these companies would be like the Grand Trunk Pacific,
would they, major units in the system?

Mr. Cooper: There are four major units.

Mr. SmarT: The list will be found on page 22 of the annual report, Mr. Black.

Mr. Brack: This last item—* General, including additions and betterments
to equipment, $2,123,000 "—what is represented by that as capital expenditure?

Mr. HuNGerrorp: I tried to explain that a little while ago.

Mzr. Brack: That is on the record? ;

Mr. HunGerrorD: Yes; incidental improvements to cars and locomotives
as they are going through for repairs.

Mr. JackmaN: The item underneath that for new equipment purchases of
$1,665,000 is an estimate of the equipment you intend to buy in 1940, is it?

-~ Mr. ArmstroNG: There is a note at the bottom of page 3 in regard to that
item. It excludes the $14,900,000.
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The CHAIRMAN: Are you through with page 4?

Mr. Jackman: I wonder if T might ask one more question about the condition
of the rolling stock generally. A man in whose opinion one might have some
confidence said to me about a year ago that one had only to look at the roads of
both railways in Canada to know that there was need for a great deal of replace-
ment. Would you say that if the railways, both of them—I will not confine my
remarks to the Canadian National—were in a more easy financial condition, they
would be purchasing more new equipment and more rolling stock than they are
purchasing to-day? Is the condition of the equipment as good as the operators
of the railway would like to see it?

Mr. Hu~xcerrorp: I think that constitutes two questions. In the first place,
so far as the physical condition of existing units is concerned, happily the
Canadian National is in very good condition in that respect. The standard of
condition of freight cars on American railways is about seven and a half per cent
in bad order. That is recognized as being about a normal proportion to be in bad
order.

Mr. Brack: Seven and a half per cent of what?

Mr. HunGerrorp: Of the total number of units.

Mr. Brack: Seven and a half per cent?

Mr. Hu~NcerrorD: I am speaking of freight cars now, Mr. Black.

Mr. Brack: What does the figure of seven and a half per cent represent?

Mr. Hu~nGerrorp: Cars that are in bad order or in a defective condition.
As a matter of fact, the figure for the Canadian National Railway today is
about four per cent. That is an extraordinarily good figure.

Our locomotive condition is not quite as good. We have only maintained
a sufficient number of locomotives in serviceable condition during the period
of the depression to meet the requirements of travel. That was sound policy.
With inecreasing traffic we require more engines in serviceable condition and we
are proceeding steadily to put them in. Passenger equipment, I think, is in a
normal condition.

Mr. Hanson: I do not think the committee is here for the purpose of asking
such questions.

Mr. DoxxeLLY: Would you explain the amount of $124,000 for the Chicago
and Western Indiana Railway Company?

Mr. Harris: While we are looking that up, Mr. Chairman, perhaps the
honourable member for Skeena would tell us why we are here.

Mr. Cooper: The Chicago and Western Indiana Railroad Company owns
the terminal in Chicago into which the Grand Trunk Western, which is a
subsidiary of the Canadian National, operates. The Grand Trunk Western is
one of five proprietary companies, that is, the Grand Trunk Western owns
one-fifth of the stock, and the five proprietary tenants are responsible for the
financing of the terminal company. The terminal company under an indenture
of the first of March, 1936, made an issue of bonds which are secured by a
lease under which the five owner and user companies are obligated to con-
tribute each year as rent the interest on the outstanding bonds and one fifth
each of the sinking fund payments which the bonds call for. $124,000 is the
payment to be made by the Grand Trunk Western in 1940 as its share of that
sinking fund payment.

The terms of the agreement are such that the Grand Trunk Western on the
termination or maturity of the issue will have turned back to it bonds of the
Western Indiana equal to the sinking fund payments.

Mr. DoxneLLY: What year do the bonds mature?

Mr. CropEr: 1962.
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Mr. DoNNELLY: 1952 or 1962?

Mr. Coorer: 1962.

Mr. Hargis: Mr. Chairman, why does the management put the liability
for the $14,909,000 odd for the new equipment into the 1941 statement rather
than into this statement, when the contracts for that particular equipment were
negotiated during the year 1940?

Mr. CoopEr: The equipment will be delivered during 1940.

Mr. Harris: The contracts were entered into in the year 1940?

Mr. Cooper: 1939.

Mr. Harris: 19397

Mr. CoopER: Yes. :

Mr. Harris: The liability will appear on the books in 1941°?

Mr. Coorer: 1940.

Mr. Hagrris: 1940?

Mr. Cooper: Yes.

Mr. Harris: The budget of 1940?

Hon. Mr. Howe: The first payment comes due in 1941, though.

Mr. Hargis: The first payment is due in 1941. It is not in the budget of
1940.

Mr. CoorEr: No payment is due in 1940.

Mr. Harris: And there will be no liability set up, Mr. Chairman, in the
1940 statement?

Mr. Cooper: Yes, there will. Full liability will be set up in the 1940
statement.

Mr. Harris: It will be set up in the 1940 statement for contracts made in
1939?

Mr. Coorer: Yes.

Mr. Harris: Then there is this other question. Is this not a departure
from the usual way of buying equipment or contracting for equipment?

Hon. Mr. Howe: It was done in 1932, I think it was. The government in
that year purchased a number of locomotives and a considerable tonnage of rail
and leased it to the railways on the hire-purchase basis. That is the precedent
for this.

Mr. Harris: The capital sum is going to be retired in fifteen years. Will
the locomotives and the equipment itself be retired in the same time?

Mr. HuxGeErrForD: Oh, no; probably in thirty-five years or forty years.

Mr. Hagrris: Then there will be a surplus in that particular transaction
at the end of fifteen years. You will have the equipment still.

Mr. HuNGeERFORD: You pay off the principal amount in fifteen years.

Hon. Mr. Howe: That is the way that equipment is bought. Practically
all equipment is bought under the Philadelphia plan agreement that pays
off the mortgage in fifteen years.

Mr. Harris: Not all the equipment since the inception of the road?
Hon. Mr. Howe: No.

Mr. Hagrris: It is a very large item. The capitalization represents equip-
ment, some of which has been on the go for forty years.

Mr. DoxNELLY: I move that we adjourn, Mr. Chairman.

The CuammMaN: Before we adjourn, I should like to understand whether we
meet tonight or not?

Mr. Brack: I wonder if we could be informed at the next session what
special additional appropriation will be required by the Canadian National
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Railway to meet the expected payment by the railway to the unemployment
insurance fund? I think we should have that at a later session.

The CramMaN: We can make a note of that.
Mr. McCurrocH: I move that we meet tonight at eight o’clock.

The CuamMaN: I will put it to the committee. All those in favour of
re-assembling at eight o’clock, kindly raise their hands? There are seven. All
those against? There are three. The motion is carried, on division.

The committee adjourned at 6.05 p.m., to meet again at 8 p.m.

EVENING SESSION

The committee resumed at 8.00 o’clock.

The CuamrMAN: Order, gentlemen. We were considering page 4, and as we
have finished with that let us turn to page 5.

Mr. ArmsTRONG: Page No. 5 is:

RETIREMENT OF MATURING CAPITAL OBLIGATIONS. SINKING FUND
AND EQUIPMENT PRINCIPAL PAYMENTS

Due date
1940 Issue Amount
April 16—Payment under Hire-Purchase Agreement.. wso g 617173 907
May 1—Canadian \atlonal Railway Company 4} Per Cent Fquxpment Tru~.
Series “J” Certificates.. .. .. 1,000,000 00
May 1—Canadian National Railway Company 5 Per Cent Equlpment Trust
Series “K” Certificates, . . .. 1.200,000 00
June 1—Canadian National Rallway Company 4& Per Cent qupmcnt Trust
Series “L” Certificates.. . : . .. 1,050,000 00
July  1—Canadian National Railway Company 2 Per cent 1927 Guaranteed Deben-
ture Stock. . ; et ey TR G e b e S RO TG
July I—Cana(han \atlondl R.nl\\m ('/\mpnn\' 21 Per Cent Equipment Trust
Series “Q” Certificates.. .. A R e R R T
July 1—Wellington, Grey and Bruce Rdl]“f\\ (ompamy Per Cent Bonds.. .. 5,840 00
July 1—New England Elevator Company 3% Per Cent Bonds.. . 4 10,000 00
Aug. 1—Canadian National Railway (ompam 2% Per Cent Fquu)ment Trust
Series “0” 1937 1,430,000 00
Sept. 15—Canadian National Rallway Compdny ?ix Per Cent Fqumment Trust
Series “P” 1938. A 500,000 00
Oct. 1—St. John and Quebec R'ulway Compam "4 Per Cent %tocl\. A PSS T 27,279 77
Dec. 14—Grand Trunk Western Railroad Equipment Trust, 1929.. .. .. .. .. 283.000 00
Dec. 14—Central Vermont Railway. Inc., Equipment Trust, 1929.. .. .. .. .. 46,000 00
Dec. 3l—Indebtedness to State o ’\rI)chlgan re Woodward Avenue.. .. .. .. 427.528 54
Decéj 114—Centra] Vermont Railway, Inc.. Equipment Trust, 1929.. .. .. .. .. 78,000 00
194
Jan. 1—Wellington, Grey and Bruce Railway Company 7 Per Cent Bonds.. 5.840 00
Grand tothde o e R e S A L o A S T S T SR Vo A R O e

(say) 8.200.000 00

Nore—There has not been included in the above statement the semi-annual Sinking Fund
Payments of $250,000, due July 1, 1940, and January 1, 1941. for Canadian Northern Railway
Company 63 Per Cent Sinking Fund Bonds, as these amounts, in the judgment of the Manage-
ment, will not be required owing to the improbability of our being able to use same in
accordance with the terms of the Trust Agreement.

Mr. Brack: We have only read part of it. What has been read?

The Cuamrman: Nothing has been read except what you have heard this
moment. .

Mr. Brack: What page?

Mr. ArMsTRONG: Page 5, sir.

Mr. Brack: Page 4, we did not touch that, did we?

The CHATRMAN: Oh, yes; we were at it for quite a while.

Mr. Haxson: What are we waiting for? |
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The CuamrmMaN: We are considering page 5 to see if there are any questions
or any comments. If not, we will pass on to page 6.

Mr. ARMSTRONG: Page 6 is the budget for the year 1940:

CANADIAN NATIONAL (WEST INDIES) STEAMSHIPS, LIMITED
BUDGET FOR YEAR 1940

3 : 1940
Estimated Net Income from Operation Estimate
Operating Revenues.. . $4,465,250
Subsidies to be received from the W est Indies (.010111(,3 in umfmmm ‘with Tzade
Agreement entered into with the Government of the Dominion of Canada.. .. 204,750
OB IIEVBTUNEE s, T s o S el e I B A G el 7 y0r ANt B el .. $4.670,000
Dperating” Bxpenses. |, L. .o aain ROl a8 N Na Sall i 1 el VT i i aee 006
N&t GPerating TNooHIS s it e e s el g ho o o) ol D . $ 695.000
Interest Requirements on 5 Pu Cent 25-Year Bonds msued in 1930, Principal
S montip $9,400.000. ki el R i T e o ? 470.000
Net Income available tD\\alda Payment of Interest on Advances by Government
of 'Canada’ . o aas s +55 e damh oy T B e B s e G L e e T o D
Capital Expenditures
AdditiousandBetterments......................................$ 21,000

~ The Cuammax:  Are there any comments or interrogations in connection
with this page?

Mr. Brack: We might compare the statement with the result of the previous

year.

Mr. Cooper: Our operating revenues in 1939 were $4,642,000 as compared

with the 1940 budget of $4,670,000.

Mr. Hagris: I am sure the operating revenue will be more this year.

Mr. VaveaaN:  Our freight traffic is increasing but there are other factors
which affect the situation.

Mr. Harris: They are good and busy, in other words.

Mr. VaveraN: In some cases our vessels have been taken off their regular
routes—we are not sure what revenue we are going to get this year.

Mr. Harris:  What revenue did you receive in the first six months’ period?

Mr. Coorer: I could not give it to you down to June, but to May 31
revenues for 1939 were $1,779,000 and in 1940 they were $1,941,000.

- Mr. VaveHAN: I might point out there, Mr. Harris, that the passenger
business has practically disappeared and a large portion of the earnings of the
“Lady” ships has been from passenger traffic.

Mr. Harris: Really?
Mr. VaueHAN: Oh, yes.
Mr. Harris: Freight is a big item?

Mr. VaveuAN: Yes, freight always was a big item. Passenger earnings are
a substantial part of the income. Of course, there are a few travelling between
‘the islands.

Mr. Harris: This Monarch of Bermuda and sister ships are sweeping up
the passenger traffic on the “Lady” boats. T have a recollection of coming up on
one occasion when there were only nineteen passengers on board.

Mr. VaveaAN: That may have been in an off season. Last year during the
travel season the boats were pretty well filled with passengers. 1 would like to
‘point out that before the Canadian National West Indies Steamships took over
the operation of these boats there was a subsidy arrangement in effect between
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the government and the Royal Mail Steam Packet Company. They operated
with four old and slow boats a service to the eastern islands only. I think they
were pald somewhere around $350,000 a year as a subsidy which was in effect
for a number of years and paid by the Department of Trade and Commerce.
Then the Canada-West Indies Trade Agreement came along about 1927 and
the Department of Trade and Commerce at that time called for tenders from
various steamship companies to ascertain what they would perform the service
for as called for under the Canada-West Indies Trade Agreement. I think
they only got one tender, that of the Royal Mail Steam Packet Company who
asked for a subsidy of approximately $600,000 for the eastern service only.
My recollection is that it was intimated at the time that an additional subsidy
of some $200,000 or $250,000 would be required for the operation of the western
service. I think it is safe to say that an outside steamship company would not
have performed both services for a subsidy of less than $800,000 per annum.

Mr. Harris: I make the general observation: There has been a steady
increase in the volume of our exports. They have risen from $76,000,000 to
$110,000,000, that represents a 40 per cent increase in our exports and a good
deal of that went to the West Indies. For the six months ending June we moved
up from $3,000,000 to $5,400,000; that is an increase of 20 per cent. This
service participated in that increase. These figures in the budget are low, and it
is all to the good. They are going to make more money this year than they ever
made due to circumstances over which we have no control but rather due to
world conditions. My observation is that the budget estimate is low; and that
bears on the consolidated statement again and bears direct relationship to the
$15,000,000, or the deficit, not the $15,000,000 deficit, but the deficit that was
asked for in the estimates. It is a separate item, I understand that, but it bears
on everything that is asked for in the estimates.

The CuamMman: Are you ready to pass this budget, gentlemen, page 6?

Mr. Jackmax: Mr. Chairman, it really seems almost inecomprehensible
in view of what Mr. Harris has said that this line should not be doing a great
deal better than previously. The Canada Steamship Lines has shown a much
better statement for the first six months of this year than previously. Their
boats are on new courses and new business which is very well paid and showing
very good profit. It seems hard to understand how ocean going boats such
as these would not earn substantially more than in 1939. '

Mr. McCurrocu: There is going to be very little passenger traffic to the
West Indies.

Mr. Cooper: In support of what Mr. Vaughan has said about passenger
traffic I might mention that the passenger revenue for 1939 was $547,000, and
this year it is only $140,000, a drop of $400,000 in the first five months of
the year in passenger receipts.

Mr. JackmAN: I suppose under the trade treaty you have to maintain
these boats on this particular service; you cannot use them for other purposes?

‘Mr. Vaveuan: That is one of our difficulties. The Canada-West Indies
Trade Agreement specifies not only the ports of call but also the frequency
of the service, and the boats have to remain on that route. It is not as
though they could go out on other routes and pick up other business, at the
high rates prevailing. They have to remain on the routes fixed by the trade
agreement.

Mr. Jackman: Will this traffic on which they are engaged stand a higher

rate schedule?

Mr. Vaugaan: There has been an increase of 25 per cent in freight rates,
but that is nothing to compare with the increase which has taken place in
trans-Atlantic rates. I feel that there is something in what Mr. Harris says.
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There is a lot more export business going down to the West Indies. We are
hoping, of course,,that these boats will carry full cargoes. I think we are
going to do a very good business between now and the end of the year. But
there is the feature that our passenger business has pretty nearly disappeared.

Mr. Harris: That 10 per cent addition does not apply in the case of this
route; I mean, that 10 per cent advantage whlch we have against competitive
goods from Ameucan ports.

The CuarMAN: Is there any further debate on this item?

Mr. Jackman: It is another example, I should say, of where considera-
tions outside of those of straight transportation have a very direct influence
on the earnings of this company, or as part of our Canadian National system.
If it were not for the fact that we have a trade treaty which has nothing at
all to do with the Canadian National Railway system—they are rather proper-
ties belonging to the Dominion of Canada—if it were not for that these boats
might be used in more profitable channels than they are being used in at the
present time. In other words, it is not a straight business enterprise when
you have not got the freedom of operation in connection with your boats that
an ordinary commercial company would have; and, therefore, any losses
which might accrue from this operation are more due to larger political con-
siderations than they are to straight business considerations. I should think
from the evidende that we have had that that must be reasonably clear.

Mr. SmarT: You should understand, Mr. Jackman, that this steamship
line is not part of the Canadian National Railways.

Mr. Huncerrorp: It is an entirely separate organization, the stock being
held by the crown.

Mr. Jackmax: It is something like the Trans-Canada Air Lines?
Mr. Smart: It is parallel to the Trans-Canada Air Lines.

Mr. Huncerrorp: Except that in the case of the Trans-Canada Air Lines
the Canadian National does own the stock.

Mr. Smarr: It is not quite the same, of course; Trans-Canada stock is
owned by the Canadian National Railways and in this case the stock is owned
by the crown itself. This is a separate corporation.

Mr. Jackmax: But the point is you cannot look at it as a straight business
concern because it is tied in so definitely with the trade treaty.

Mr. Smart: It is tied in with the Canada-West Indies Trade Agreement.
Mr. Hu~ncgerrorp: It merely exists because of that treaty.

Mr. Haxson: I would like to have an explanation of this question of the
long-term high interest rate bonds. Would it not be possible to refinance them
at a lower rate of interest?

Mr. Cooper: They are a straight issue for twenty-five years and they are
not callable.

Mr. Haxsonx: That amount would be lost by the government for twenty-
five years?

Mr. Cooper: Yes.
Mr. Haxson: Are they government bonds? =

Mr. Cooper: They are West Indies Company bonds guaranteed by the
Dominion.
: Mg Hanson: And you cannot retire them until the twenty-five years
are up? :

Mr. Cooper: They cannot be touched unless you want to go into the
market and buy them up at the market price.

Mr. Harris: What are they worth now?
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Mr. Coorer: I could not say.

Mr. Harris: Payable in New York at 5 per cent they would be worth more
than 110.

Mr. Jackman: Not in New York.

Mr. Hagris: No, not in New York.

Mr. Cooper: We paid $25,000 premium on the last coupons which were
cashed.

The Cuamman: If you are through with that page, we have completed
consideration of this railway budget.

Mr. Hanson: I move the adoption of this budget.

Mr. Brack: I asked for a statement or an estimate of what expenditure
would be required to meet the unemployment insurance on the basis of the bill
that is now before the house.

Mr. MacIxnis: It would be pretty hard for anyone to give that informa-
tion before he has the schedules in the bill; until you find out what it is going
to be. 4

The CaairmaN: The bill is not cast yet really. The railway management
are not in the position to answer that question, Mr. Black.

Mr. Harris: Just before you put the motion. A question was asked, and
it was not answered, on the statement of the auditors—this document here
(indicating)—are we going to have produced a copy of the memorandum to the
board of directors dealing with the inactive properties, figures of equipment
retirements and other internal matters? The specific question emphasized
internal management, and this was to be dispatched to the Minister of Transport
in due course. That was going to be presented to the committee and we have not
received it yet.

Mr. Hu~ncerrorp: If that was a report to the directors, I can get it. We
have not got it here, Mr. Harris, but we can get it.

Mr. Hagrris: Would it be embalmed in the record of this committee,
Mr. Chairman?

Mr. Huncerrorp: I do not think so.

Mr. Haxsox: By unanimous consent it could be embalmed in the record.

Mr. Huncerrorp: I have not got it. Mr. Matthews is here; you can ask
him that question.

The CuairmaN: Then we shall recall Mr. Matthews. Will you repeat
your question, Mr. Harris?

Mr. Harris: The request was made some three sittings ago for a copy of the
memorandum to the board of directors dealing with inactive properties,
advance equipment retirement and other internal matters, which was despatched
to the Minister of Transport in accordance with a deposition on page 3 of the
Auditor’s Report and accounts contained in this grey book.

Mr. Smarr: That is a report to the board of directors of the Canadian
National Railways.

The Cramman: I think this committee has a right to ask for it.

Mr. Marraews: This is the report to the board of directors of the national
railway system under date of the 16th of March. Reference is made to it on
page 3 of our report to parliament where we refer to the copy of our memorandum
to the board dealing with inactive properties and advance equipment retire-
ment, ete., being despatched to the Minister of Transport. It is in addition to
the report to parliament. We make an annual report to the board of directors
to which we make reference in the report to parliament:—

B Xl o e il

“GeENTLEMEN—Supplementing our report to parliament, we are -

submitting for the consideration of the board—"
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Mr. Harris: If it is very long, put it in the record to save time.
The CuamrMAN: Are you satisfied?

Mr. Harris: Yes.

Mr. MarraEws: It is about seven pages.

Mr. Harris: It is not very long.

The Cuamrman: Would you prefer to have it read?

Mr. BrapertE: Put it in the record.

Mr. Harris: Would you read the section that has.to do with other internal
matters. :
Mr. MarraEWs: That covers all other matters excepting the inactive pro-
perties and the matter of equipment retirement. The other matters will take
up most of the report. I can tell you what the subject matter was, Mr. Harris.
Mr. Harris: All right; carry on.

Mr. MartaEws: Equipment, investments in affiliated companies, insurance

fund securities, land contracts receivable, and a matter of certain bonds which
I would really question the advisability of making public unless the members
wish to. It is a matter of policy for the committee.

Mr. Brack: Perhaps the committee should know what that is and not
have it put in the public record.

Mr. MarraEws: It has to do with the question of some prior lien bonds
and the question of their validity at this date. !

Mr. BrapeErTE: On what ground?

Mr. Marraews: On the ground that the question of the payment of these
bonds goes back a number of years. There is some legal question about it.

The CrAmRMAN: Is it sub judice at the present time?

Mr. MarraEWs: I would not say so.

Mr. JackmaN: These are bonds of branch lines.

Mr. MarrHEWS: Yes.

The Cuaamrman: Do you want this material put in the record with the
exception of the latter matter to which Mr. Mathews has referred?

Mr. Harris: We ough to know what it is. I cannot get-the significance
of what the witness is saying. It strikes me that is something—correct me if I
am wrong—having to do with certain bonds in which certain provinces are

interested. You are probably going to assume the full responsibility for them?

\ Mr. MarraeEws: I am only thinking of the public information, that is all.

Mr, Harris: I am sorry, I cannot hear you.

Mr. Marraews: I am only thinking of the question of the public information;
I am not thinking of the members of this committee. It is a matter that I

would suggest, if it is to be considered, should be considered without any report
being made.

Mr. Harris: Why?

Mr. MarTHEws:  Because, Mr. Harris, with these prior bonds, it is a
question of whether they are legally payable or not.

Mr. Harris: Most likely they are not. -Probably they are not payable.
It is probably a bankrupt concern, is it, something like the old Canadian and
River Coal Company where you took over the bonds when the company was
bankrupt?

Mr. BraverTE: If it is not wise to give publicity to this matter we should
have no record made of it.

Mr. Marraews: There is nothing in this report.
-8352—5
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The CuamrMAN: I should like to put this question to Mr. Matthews: Is the
material in this report likely to be prejudicial or unfavourable to the business
of the State if divulged? If so, we will rule it out.

Mr. MartHEWS: No; not what is said in this report concerning these bonds,
because we just barely mention the matter again to the directors referring to
the fact that the position in regard to these bonds has remained unchanged
during the year. Now, the directors have full knowledge of what those con-
ditions are.

The CuamrMmAN: Under those circumstances, if it is the wish of the com-
mittee, this material will go into the record.

Mr. Hagris: The minister is now here and perhaps Mr. Matthews could
have a conversation with the minister and see what he says.

Hon. Mr. Howr: There are difficulties about putting this in. There is
certain confidential information for the directors that would be embarrassing,

- perhaps, to read it here, in connection with the position of certain bonds.

Mr. Harris: How much money is involved?

Hon. Mr. Howr: If we published the facts about it, it may make a
difference to the railway.

Mr. Harris: I did not hear the last sentence.

Hon. Mr. Howe: If we published the facts about these bonds it may make
a difference to the railway, I should think.

Mr. Harris: In what way would it make a difference to the railway, Mr.
Chairman?

Hon. Mr. Howe: If I answered that, I might as well file the report, I suppose.

Mr. Harris: This is not an inquisition at all.

Hon. Mr. Howe: I suggest that this is a confidential report for the
directors. There is nothing in here that would interest the committee. It
contains the auditor’s slant on certain securities of the railroad and the position
of them which I do not think it would be wise to make public; that is all.
1 do not mind showing the report to my honourable friend in confidence and
let him decide whether it should go in the record.

Mr. Hagris: No, sir; I am not operating the road; I am a humble member
of parliament sitting in, that is all.

Mr. Hanson: Would you say you would give it to any member of the
committee?

Hon. Mr. Howr: Quite, yes; I would be glad to show it to any member
of the committee.

Mr. Brack: I am prepared to abide by the wishes of the minister, Mr.
Chairman.

The CmamrMaN: This is your committee. I think you have a right to
demand anything that you in your wisdom think 'you should demand. I do
believe you would be well advised to take the advice of the minister in a
matter of this kind. However, it is up to you; it is your committee.

Mr. BraperTE: Can any member of the committee have access to that
report?

Hon. Mr. Howe: Yes.

Mr. BrapErTE: That should be satisfactory to the members of the
committee.

The Cuammax: Will that meet the wishes of the committee; that this
information will be at the disposal of any member of the committee without
Laving it go in the record. Is that agreed?

Mr. McCuLrocH: Yes.

e v o W
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The Cramyax: I should like those who are in favour of the suggestion to
signify their approyval. All right. Carried. 3

Mr. JackmaN: Are you going to incorporate the rest of the report in the
minutes?

The Cuamrman: If you wish it, yes.

Mr. JackmaN: I do not know whether that is material or not.

Hon. Mr. Howe: I do not think you should incorporate any of this in the
minutes. I think we should leave it that any member of the committee can
read it over for his own information, I do not think it should go in the minutes.
This was intended as a private report to the directors of the line.

Mr. Brack: A report from whom?

Hon. Mr. Howe: The auditors, George A. Touche & Co. It is material
that George A. Touche & Co., did not think should be published; that is why
they submitted it as a private report, and 1 think it should be treated as a

private report. I can assure you there is nothing in it that is of much interest.
It has a few minor items.

Mr. Jackman: Might I ask what the conditions are which determined the
policy, on the one hand, of incorporating the Trans-Canada Air Lines into a
wholly owned subsidiary of the railway company and having the Canadian
National (West Indies) Steamships Limited entirely on its own feet with
ownership residing in the Crown? What are the conditions which determined
that one should be one thing and one the other?

Hon. Mr. Howe: The Canadian Steamships Limited was bought as a Crown
property to implement the Canadian West Indies Treaty. Those ships were
bought at the time the Canadian West Indies Treaty was made. It has no
relation with the Canadian National Railways. It was found convenient to
have the same management as the Canadian National Railways, but otherwise
it has no relation with railway. No,railway money went into it, and it is not
railway property.

In the matter of the Trans-Canada Air Lines it was decided that as the
railway was in the transportation pusiness and as certain officials of the
railway could very usefully attend to certain transportation problems in
connection with the air lines it would be wise to make the Trans-Canada Air
Lines a wholly-owned subsidiary of the railway.

Mr. JackmMaN: In the eonsolidated revenue account it was never the inten-
tion to consolidate the accounts of the T.C.A. and the profit and loss state-
ment? Although it is a wholly-owned subsidiary it could never be treated on a
consolidated basis with its parent company?

Hon. Mr. Howe: No, that is not the intention. It is simply a wholly-
owned subsidiary of the company. It is not a railway operation; therefore
the accounts could never be consolidated with the railway accounts.

Mr. Jackman: Were there any compelling reasons why the T.C.A. should
have been started as a subsidiary of the railway company and not left on its
own feet?

Hon. Mr. Howr: It was more or less a process of evolution. When the
company was first organized it was the intention that it should be owned partly
by the Canadian National and partly by the Canadian Pacific. At the last
moment the Canadian Pacific Raillway decided not to participate, and we there-
fore proceeded with it as a wholly-owned subsidiary of the Canadian National.
That is how it happened, at least. But I have no reason to regret that it was
made a subsidiary of the Canadian National Railways; I think it has been a
good thing for the Air Lines.

The Cuamrmax: Gentlemen, we are out of order. I have a motion that we
adopt this report. Have I a seconder?

-
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Mr. McCurrocH: I will second it.

Mr. Brack: Before this report carries, Mr. Chairman, some of it may have
been discussed in some of the sessions that were held when I unfortunately
could not be present, having to attend other meetings. A statement is before
the committee showing the total bonded indebtedness, direct and indirect, for
which the Canadian National is responsible. I have in mind an issue of $4,000,-
000 for the Halifax & Southwestern Railway, which I think matures either this
year or next year, and carried in the accounts of Nova Scotia as an asset.

Mr. Coorer: They are part of the funded debt of the Canadian National
system.

Mr. Brack: Where is it set out? :

Mr. Coorer: Will you please refer to page 20?7 You will find it the third
item from the bottom—334 per cent, first mortgage guaranteed debenture bonds
of the Halifax & Southwestern Railway, maturing September 30, 1942, $4 447 ,000.

Mr. Brack: There is another issue of $1,000,000, on page 22, item 54. I
do not think that is held by the province of Nova Scotia.

Mr. CooPer: Yes, the capital stock of the Halifax & Southwestern is owned
by the Canadian Northern Railway Company—=$1,000,000,—the Canadian
Northern being one of the component companies of the Canadian National
system.

Mr. DonNeLLY: What bonds have you due this year?

Mr. Cooper: The only maturities in 1940 are those shown on page 5 of the
budget.

Mr. DoNNELLY: They are not in this book I have here.

Mr. Cooper: You could pick them out of there but it is rather difficult.
$8,200,000 is the total.

The CualrMAN: I do not think, gentlemen, that we ought to consider going
back over all this again to-night. We went over it meticulously this afternoon
and we spent a great deal of time on it. I do not think it is unreasonable to
refer to one or two matters but I do not believe we should go over them all
again. We have a motion before the chait to adopt the report.

Mr. Harris: Does that include them all?

The CuAlRMAN: We have considered the others; we could take them all
together but if the committee would prefer it we can adopt them one at a time.

Mr. Hagrris: If adopted they will be adopted on division.

The Cuamman: Then we will adopt them on division.

Mr. Harris: Before the motion is put I should like to state a few facts
which cause the division. First, we have had six months’ experience and we have
the actual operation of this six months, a fact to my mind which helps to guide
this committee. This has been favourable due to the sad ecircumstances of the
war; no doubt, favourable to the extent of several millions of dollars, anywhere
between five million and perhaps fifteen million dollars. But we are charged

with the responsibility of recommending at least a portion of that deficit to the

house as set out in the order of reference.

This committee knows from the evidence adduced and submitted here that
we will require $15,000,000 for deficit purposes on the Canadian National Rail-
ways due to the actual experience of the six months.

Mr. MceCurrocu: I thought we heard all that this afternoon.

Mr, Hagrris: Quite, and now you will hear it again.

Mr. McCurrocu: The reporter has it down and we do not want to get it
down twice.

Mr. Harris: I am quite satisfied to stay here and put it down again.
Secondly, the foreign exchange situation is one which in the interest of Canada
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we should conserve if at all possible. We should conserve every possible Cana-
dian dollar and stop their flight by the purchase of maturities coming due in
New York. That policy is not being pursued by the railway system in co-oper-
ation with the government. Thirdly there are certain expenditures which were
stopped in the year 1931 and have been started again.

Mr. Hanson: What are these?

Mr. Harris: They refer to expenditures required to straighten out the
terminal in the Montreal area. I dissent from the adoption of this report on
account of the suggested budget expenditure of $3,350,000 at this time when
we need Canadian dollars for other purposes.

The CuamrMAN: All in favour of the adoption of this report will signify
by raising their right hand. Those against. I declare the motion carried.

Now, gentlemen, we have already considered in this committee the report
of the auditors, George A. Touche & Company. We have considered also the
annual report of the Canadian National Railway system, the annual report
of the Canadian National West Indies Steamships Limited, and the Canadian
National Railways Securities Trust. We have been over them all. It remains
for us to adopt these reports. 1 should like a motion.

Mr. EmMeRsoN: I move that they be adopted.

Mr. McCurrocH: I second the motion.

The CHAIRMAN: You have heard the motion; all in favour—

Mr. Harris: On division.

The CrammAN: The reports are carried on division.

Now we have certain votes to deal with. We still have vote 445 of the
budget, Maritimes Freight Rates Act, Canadian National Raiways - eastern
lines, $2,000,000. You will find that on page 51 of the estimates. ‘“Vote 445,
Maritimes Freight Rates Act. To hereby authorize and provide for the pay-
ment from time to time during the fiscal year of 1940-1941 to the Canadian
National Railway company of the differences estimated by the Canadian
National Railway company and certified by the auditors of the said company
to the Minister of Transport as and when required by the said minister, aceru-
ing on account of the application of the Maritimes Freight Rates Act.” Shall
I go ahead?

Mr. Hanson: Dispense.

Hon. Mr, Howe: This is purely statutory. But it must be paid under the
statutes.

Mr. DoxnNELLY: It has nothing to do with the committee.

Hon. Mr. Howe: It is not controllable.

Mr. Hagrris: It has nothing to do with this committee.

Mr. Hanson: We have passed them every year. The only thing I ecan
say about the Maritime freight rates agreement is that they should apply to
British Columbia as well as the Maritimes.

The CuamrvAN: Shall the item carry?

Carried. 2

Mr. Harris: Just before the item carries, may I say the same observation
obtains with respect to this item as the observation I made with regard to
the Canadian National budget. Our exports in the month of June, largely
through Maritime ports, moved up from $76,000,000 to $110,000,000.

- Mr. Brack: This is on a different basis. This is statutory and provides
for certain percentage allowances on freight originating in the Maritime prov-
inces.
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Hon. Mr. Howe: Of course, the larger the movement here the larger the
payment. !
Mr. Brack: Yes; that is quite true. ‘
Mr. Harris: We have no control over that. ‘
The CumAmrMAN: Vote 445 is carried. Vote 446, Maritimes Freight Rates
Act, railways other than the Canadian National, $800,000. Shall the item '
carry? ‘
Carried. 1
Mr. Harris: Statutory. . {
Mr. Hanson: I make the same observation with regard to this item as I 3
made with regard to the other. 1
Mr. EmmersoN: Is an audit made of these different items, for instance, I
in connection with the C.P.R. and the C.N.R. lines? i
The CuAmrRMAN: We have an inquiry to you, Mr. Smart, through the chair.
Will you repeat that, Mr. Emmerson?

Mr. EmMERsoN: How is the amount of subsidy arrived at? Is an audit
made of the railway companies’ accounts of each shipment that is made and
where is the audit made?

Mr. Smart: Well, that is made by the auditors.

Mr. MaTTHEWS: Are you speaking of the C.N.R.?

Mr. Emmerson: This is for other companies.

Mr. SmarT: These audits are made by the Board of Transport Commis-

sioners. They have the original rates and they have the present rates and the
traffic.

Mr. EmMERsoN: Is there an audit made of each manifest at the railways?

Mr. SmarT: Yes; it is checked.

Hon. Mr. Howe: Certified by the Board of Transport Commissioners.

The CuamrMAN: We now come to vote 459, Canadian National income deficit,
$15,000,000.

Shall the item carry?

Carried.

Mr. Harris: I thought we were dealing only with the government-owned
enterprise.

The CaarMAN: This is Canadian National Railways deficit. Shall the item
carry? .
Carried.

We now come to vote 460, Prince Edward Island car ferry and terminal,
$327,000. Shall the item carry?

. Carried.

Mr. Brack: That is the same amount as was required in the previous fiscal
year. :

Hon. Mr. Howe: Yes, that is correct.

Mr. McCurrocu: The Wood Island ferry is not in there.

Hon. Mr. Howe: No.

Mr. Brack: Would the operation of the Wood Island ferry affect the earn-
ings on this ferry service?

Hon. Mr. Howe: It is difficult to say. Of course, this ferry does not carry
trucks; the Wood Island ferry will, so it may affect it. 1 do not think you can
tell until we try it. X

The Cramrmax: If this item is carried I think we have about completed the
most of our work in connection with the committee. We still have a report to -
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submit; but it will take a little time to do that. To speak for myself I should
like to thank the members of the committee for their co-operation and—

Hon. Mr. Howe: There is vote 458 to be approved. You have already dis-
cussed it in the budget of the Canadian National Steamships. It is a capital vote
of the Canadian National West Indies Steamships company.

The Cumamman: I thought we were through. We still have vote 458,
Canadian National West Indies Steamships Limited, capital advances, $21,000.

Mr. EmMMERsON: There was nothing said as to what was done with that. Is
that just for improvements?

Hon. Mr. Howe: Minor improvements on the boats. They altered some of
the staterooms and made them smaller.

The CuHAIRMAN: Shall the item carry?

Carried.

Now we are throuéh, and on behalf of the members I should like to thank
the officials of the Canadian National transport system for their very courteous
treatment of the members of the committee.

Mr. Harris: Before we adjourn, may I ask if you are drafting the report to
the house?

The CHAIRMAN: Yes.

Mr. Harris: You personally?

The CuamrMAN: We will call the committee together and submit the report
to them.

Mr. Harris: Who is “ we ”’?

The CaarMAN: The officials and the clerk and possibly—

Mr. Harris: There will be no sub-committee to draft the report?

The CrAmRMAN: No, unless you wish to form one.

Mr. Harris: I just want to know, that is all.

The CuARMAN: I thought we would draft the report and submit it to the
members and they could do what they liked with it.

Mr. Brack: I want to join with you in your expression of appreciation to
the officials of the Canadian National Railways in coming here and giving us all
the information that we asked; and speaking for myself I want to express my high
appreciation of the services that Mr. Hungerford and his board render to Canada
and the great responsibility that is theirs. While we cannot entirely agree with
the policies, we still have appreciation for their desire to serve Canada in the
responsible position they occupy. I wish to associate with that my expression of
appreciation of the capacity of the retiring Minister of Transport, and the inti-
mate knowledge he has of the operation of the Canadian National Railways and
the Trans-Canada Airways and the courtesy he extends to members of the house
and members of this committee at all times.

The CuamMaN: I do not think I need to put any such motion. I think
gentlemen you have heard it.

The committee adjourned.
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MINUTES OF PROCEEDINGS

JuLy 23, 1940.

The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government met (in camera) this day at 11.00 o’clock a.m.
Mr. J. P. Howden, the Chairman, presided.

Members present were: Messrs. Black (Cumberland), Emmerson, Hanson

(Skeena), Howden, Howe, Lockhart, McCulloch, Ross (Middlesex East),
Sanderson and Sissons—10.

The Committee took under consideration a draft of its Third Report.

Mr. Hanson moved, seconded by Mr. Sanderson,—That this Report be
adopted as drafted, and submitted to the House. Carried.

On motion of Mr. Ress, the Committee adjourned to meet again at the
call of the Chair.

b ' 33 PDONE,
Clerk of the Commattee.
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REPORT TO THE HOUSE

- The Standing Committee on Railways and Shipping owned, operated and
controlled by the Government begs leave to submit the following as its

THIRD REPORT

Pursuant to Order of Reference dated June 28, 1940, your Committee
has considered and approved the following Reports for the year ending
December 31, 1939, viz:

Annual Report of the Canadian National Railways;

Annual Report of the Canadian National (West Indies) Steamships,
Limited;

Annual Report of Trans-Canada Air Lines;

Annual Report of the Canadian National Railway Securities Trust;

Annual Report of George A. Touche and Company, Auditors for the
Canadian National Railways; and the :

Budget of the Canadian National Railways (with the item “Net Income
Deficit” reduced, in accordance with Estimates Item No. 459, from
$20,000,000 to $15,000,000).

Canadian National Railway System:

Operating revenues for 1939, were $203,820,186, this being an increase
of $21,578,463 over the previous year. This was due to the extra volume of
freight handled, which increased progressively throughout the year. The
express revenue showed an increase of 13-4 per cent and the mail an increase
of 1-4 per cent, but the passenger and telegraph revenues showed small
decreases. The operating expenses for the year increased by $6,790,456, which
in view of the increased traffic and revenue was considered satisfactory. The
ratio of transportation expenses to revenues was the most favourable since
1929. The cash deficit of the Canadian National Railway for the year
was $40,095,519, an improvement over the preceding year of $14,788.007.

Progress was reported on the construction of the Montreal Termina_ls
which will unite three of the four separate Canadian National stations in
Montreal. :

The coal industry of Canada should materially benefit by the tax on
imports and from the adverse rate of exchange, which will undoubtedly result
in the purchase of larger quantities of Canadian coal by the Canadian National
Railway. :

Your Committee is of the opinion that all refunding operations should
be effected with a view to conserving to the utmost Canadian exchange.

Canadian National (West Indies) Steamships, Limited:

There was a decrease of $273,049, or 5-56 per cent in the operating revenues
of this Company during the year 1939, although the operating profit was
$623,859. This was due to fewer trips being made and a smaller import
tonnage. A war bonus of 25 per cent of wages was paid to the operating
Crews.

Operating expenses were reduced by $150,699; also on account of fewer
trips.
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Trans-Canada Air Lines:

The operation of this Company for the year 1939 showed a deficit of
$411,656, which was paid by the Dominion Government. The operating
revenue was $2,350,473, of which $1,632,873, or about 70 per cent, was received
from the Post Office Department for the carrying of mail. Considerable
criticism was expressed regarding this, as it was felt that the Trans-Canada
. Air Lines were being subsidized by the Post Office Department. Officials
pointed out, however, that with the increased volume of mail and passenger
business, which has been very marked, the cost of carrying mail will be
substantially reduced.

An item of particular satisfaction was the completion of 98-1 per cent
of scheduled flights, more than 3,125,000 miles, without injury to passengers
or employees.

Considerable extensions have been made during the year and negotiations
are in progress for further schedules.

Flying schools have been established and maintained in which are being
trained the personnel for present and future requirements.

Budget of the Canadian National Railways:

The item of $20,000,000, Net Income Deficit for the current year, was
criticized in view of the actual experience of the first six months showing an
increased revenue, which if maintained for the balance of the year, would
amount to about $15,000,000.

A copy of the Minutes of Proceedings and Evidence is annexed hereto.
All of which is respectfully submitted.

J. P. HOWDEN,
Chairman.
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